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Preface

One of healthiest developmentsin recent past has been that the South-South trade as a
percentage of world trade hasincreased. In fact, it hasincreased not only in agriculture
commodities, fuels and other raw materials but also in manufactured products. Thisis
optimistic. Given the modalities of the WTO negotiations, cooperation among Southern
countries has assumed immense strategi ¢ val ue for multilateral negotiations. For shaping
the respective role of the countriesin the multilateral trade negotiations, South-South
cooperation has become all the more important.

With an agenda of exploring the possibilities of enhancing South-South cooperation
further, in 2003, the foreign ministries of India, Brazil and South Africa (IBSA)
established the ‘IBSA Dialogue Forum’. The IBSA Diaogue Forum aims to promote
South-South partnership, cooperation and common positions on issues of international
importance, and also to promote trade and investment opportunities between the three
regions of which they areapart. Other objectives, inter alia, included poverty elimination
and information exchange among these countries for greater cooperation.

Trilateral working groups have been formed among the IBSA countries to examine
strategic cooperation in the areas of agriculture, culture, defence, education, energy,
health, information society, trade and investment, social issues, science and technol ogy,
tourism and transportation.

Over the past few years, IBSA countries have also cooperated within the framework of
the G-20 of developing countries at the Cancun Ministerial Conference of the WTO and
subsequent negotiationsin afruitful manner. Later, inthenegotiation of the July Framework,
India and Brazil represented G-20 in the five interested parties that hammered out the
agreement. Given the fact that the G-20 was led by Brazil, India and South Africa, the
trilateral IBSA framework has also facilitated coalition building on WTO issues.

It has been found that there has been quantum increase in the intra IBSA trade in the
recent years, with the export and import figuresreaching new heights after the launch of
thelBSA initiative. However, severa factorslikethe prevalent non-tariff barriers(NTBS),
rules, regulations and legislative problems, information lag etc., have acted as
impedimentsin expanding theinitiative further.

Itisinthis context, the research project entitled, * South-South Economic Cooperation:
Exploring the IBSA Initiative’ analyses the trade and economic relations among the
three IBSA countries. The purpose of the project isto explore the future trade scenario
of the IBSA countries by analysing the present volume and composition of trade, and
examining the perceptions of stakeholders on trade and economic cooperation.
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This research report lays out the contours of the country positions of India, Brazil and
South Africaonintral BSA trade and investment to identify how agreater cooperation
can be realised by bringing together countries of the three continents of the world.

Further, it covers acase study on the aerospace sector of the IBSA country to highlight
how strategic trilateral cooperation can be built to foster closer ties between these
countriesin this sector.

The focus of the discussion is on what needs to be done to enhance the economic ties
among the IBSA countries. Demand and supply factors which can enhance (or are
hindering at present) trade and investment between IBSA countries present how tradeis
looked at. Commitments made by these countriesto further strengthen thisinnovative
initiative are also analysed.

The countries need to decide on the priorities to achieve further progressin the IBSA
Dialogue Forum and other trade and cooperation fora, while at the same time building
on the work of previous Ministerial meetings of the Trilateral Commission and the
Working Groups. It has been widely recognised that trade and investment advocacy can
play amajor rolein achieving better economic and political coherence among the IBSA
countries.

The study unravels the paths asto how the IBSA initiative can be metamorphosed into
atrilateral Free Trade Agreement (FTA), giventhefact that Brazil and South Africaare
members of regional customs unions, viz. MERCOSUR and SACU respectively and
hence are bound to maintain common external tariffs (CET) with other partners.

What has been presented in this study is that the overall success of the trilateral
cooperation depends on how the IBSA countries utilise their synergies for collective
benefit and development of the South in general. A positive trend emerges that IBSA
countries can reinforce the economic strengths of each other by harmonising their
complementaritiesin areas of industry, services, trade and technology, which, in turn,
could create a market and increase the growth rate of the IBSA countries.

In sum, thereport isan attempt to analyse and present the fundamental issues pertaining
to the IBSA initiative in order to facilitate increased trade and investment among the
countriesthrough enhance contact between business and industry bodies, high political
proximity and removal of al types of procedural barriers. It also aims to catalyze
discussions among the international trade community and draw a future road map for
South-South trade partnerships.

Thisresearch report would hel p awhol e range of stakeholders, including policy makers,
experts, academics, trade community and scholars of IBSA countries, who have been
looking for feasible waysto facilitate greater cooperation in trade and investment, with
the overall goal of an ever-increasing South-South trade.

Jaipur Pradeep S. Mehta
December, 2006 Secretary General
CcUTs™
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Executive Summary

1. Background and Introduction

South-South preferential trade cooperation has acted asavery good avenueto increase
trade of the Southern countries, asthe progress of the trade negotiationsat the multilateral
level has been very slow. South-South trade as a percentage of world trade has almost
increased from 6.5 percent in 1991, to 10.7 percent in 2001. It, as a percentage of
North-South exports has al so increased from 41 percent in 1990, to 60 percent in 2001.

To carry the South-South trade initiative forward to reap the benefit of increased trade,
theforeign ministersof India, Brazil and South Africa(IBSA) met in Brasilia, Brazil in
2003, toformthe‘ IBSA Didogue Forum'. South Africabelongsto the Southern African
Customs Union (SACU) comprising five countries, namely, South Africa, Botswana,
L esotho, Swaziland and Namabia. Brazil isamember of the Southern Common Market
(MERCOSUR) comprising Argentina, Brazil, Paraguay and Uruguay. The IBSA
initiative envisages the linking and integrating of the three regions, namely India, the
SACU and MERCOSUR, and thereby forming atrade bloc of the South-South countries.
Sofarintral BSA trade, asapercentage of total trade of IBSA countriesislessthan two
percent. Further, any of the IBSA country is yet to occupy the top 10 trading partner
statusin the other two IBSA countries.

The IBSA forum laid to the foundation for convergence among the preferential trade
negotiations of the three countries and their regions. The forum undertook to increase
trade flowsbetween the IBSA countriesfrom US$4.6bn presently to estimated US$10bn
by 2007, and strengthen the business linkage among the countries. In addition, theforum
undertook to continue holding IBSA business summits and conduct studies on how to
increase trade and investment by initiating trilateral business councils of the leading
Chamber of Commerce of the IBSA countries. Two more meetings of theforumswasin
New Delhi and Cape Town, respectively in 2004 and 2005, to furtherance the IBSA
tradeinitiative.

The IBSA Countriesunder WTO

Under the Doha Round of negotiations of the World Trade Organisation (WTO), the
IBSA countries have moved towards a common position, particularly in agriculture
with the creation of the G-20 and in non-agriculture market access (NAMA). In
agriculture, the three countries had important export interests in products like meat,
soya, sugar, coffee and cotton for Brazil, cotton, sugar and cereals in the case of India
and sugar and oilsfor South Africa. Themix of offensive and defensiveinterests across
the IBSA countriesis, however, complex than isusually assumed and has continuously
been tested in the Doha Round of negotiations.
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In NAMA under the WTO Doha Round, important coordinated steps has been taken
like the formation of the Argentina, Brazil and India (ABI) tariff reduction formula,
where India and Brazil alongside Argentina presented a proposal on the non-linear
approach, taking into consideration the average bound tariffs and links related to the
coefficients to the overall level of ambition in the Doha Round.

2. ThelBSA Initiative

2.1 Intra Trade Performances of the IBSA Countries

a. India-Brazl Trade

Brazil isthelndia slargest trading partner in MERCOSUR. Thebilateral trade between
Brazil and India has been fairly erratic since mid-90s with surpluses and deficits in
alternating from year to year. However, the trade volume picked up from 1999-2000,
increasing from US$466mn between the countriesin 1999-2000, to US$1.2bn in 2004.
This hasaccounted for more than 50 percent of India stradewith MERCOSUR. India's
tradewith Brazil ismostly adiaspora-supported businesswith smaller Indian companies
export to Brazil on the basis of their networks.

Since 1985, manufactured and semi-manufactured goods were predominant exports of
Brazil to India. Primary products took over as the lead export to India from 2002.
However, it wasfor some time as semi-manufactured and manufactures came back and
restored their predominance. Total India’s export to Brazil accounted for 0.54 percent
of all Brazilian imports and 0.43 percent of Indian exports. Products such as organic
chemicals, pharmaceutical, other chemicals, artificial filaments, extracts, rubber, glasses,
perfumery, tools, gums, vegetables oils, vegetable fibers, special fibers are the main
export of Indiato Brazil. These Indian exports areimportant both for Brazil asan origin
of imports as well as for India as a destination of exports. Sectors such as apparel,
crocheted productsare very important asaBrazilian import but are of littlerelevance as
Indian export. Products like raw sugar, organic chemicals, rubber, non-metal soil and
minerals, beverages, silk, crude soyabean oil, ethyl acohol and crude petroleum accounts
for almost 70 percent of the total export of Brazil to India. These Brazilian exports are
important both for Indiaas an origin of imports aswell asfor Brazil as adestination of
exportsin these sectors.

b. Brazl-South Africa Trade

Brazil's trade with South Africa increased significantly from around US$410mn to
US$1.3bn in the period 1999-2004, following the devaluation of the Real by almost
220 percent. Compared to India, trade flow of Brazil with South Africa was slightly
larger in 2004 (around US$410mn), 80 percent of thisflow isaccounted for by Brazilian
exporters. Brazil has had a high surplus of almost US$770mn with South Africa,
compared to surplus of US$95mn with India. In 2004, 22 percent of al exports were
primary products, 4.85 percent were semi-manufactured and 73 percent were
manufactured products. The export of automotive sector contributed to about 30 percent
of all Brazilian export to South Africa. The top ten exports products contributed to 37
percent of the total export, of which five of the products were automotive in nature.

L
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Brazil’s primary product exports were mostly directed towards South Africa. Major
export items of Brazil to South Africa include iron and steel, aluminium, organic
chemicals, mineras, paper, railway materials are sectors where South African exports
are more important as Brazilian imports than as South African exports per se. Sectors
of organic chemicals, fertilisers, tools, other metals and impregnated fabrics are more
important as South African exports than as Brazilian imports. Sectors such as glasses,
vegetables oils, tobacco, paper pulp, vehicles and ceramics are considered as the mgjor
export items of Brazil to South Africa. These productsareimportant both for South Africa
asanorigin of import aswell asfor Brazil as a destination of exportsin those sectors.

¢. India-South Africa Trade

Within SACU, South AfricaisIndia’slargest trading partner accounting for 98 percent
of thetotal trade. Trade between South Africaand Indiahas grown by 1,334 percentin
thelast decade (amounting to US$700mn in 2002). The export of the | ndian companies
isbased on the networks or contactsin South Africa. However, it remained very low on
both sides with just more than one percent of total trade. India's main exports to South
Africa include cotton products, pharmaceuticals, rice, vegetables products, finished
leather and spices. Readymade Garments (RMGs) accounts for the highest share of
India's export to South Africa, and thisisjust nine percent of the total export of South
Africa. Ason 2004, India'sforeign direct investment (FDI) stock in Brazil hasreached
over US$70mn.

South African exportsto India, on the other hand, encompasses raw materials such as
gold and silver, cod, iron, steel and non-ferrous metals, textiles, sugar, mineral fuels
and lubricants. Enhanced economic relations with India are expected to benefit South
Africaby providing accessto aff ordable medicines, competitive pricefor motor vehicles
and equipments for heavy industry. This could also open new export markets for iron
and steel, chemical's, aluminium and furniture.

2.2 Investment-Intra | BSA Countries

India'sinvestment direction with IBSA countriesismostly ad-hoc with no clear direction.
However, sector like pharmaceutical in Brazil has attracted a huge amount of FDI from
India. Mgjor Indian pharmaceutical company, Ranbaxy isthefifth largest genericsdrug
manufacturer in Brazil and enjoys 9 percent share of the Brazilian market. According to
the Central Bank of Brazil, the FDI stock from India and South Africa has increased
significantly in the 1995-2000 period, atrend that has continued ever since. AstoIndia,
there are no recorded relevant Brazilian direct investments.

India's investment in South Africa was 0.22 percent of its total investment abroad.
Indian pharmaceutical companies have also made inroads in South Africa and India
presently occupiesthe 11" position in terms of salesthere. Major investorsof India'sin
South Africa include Tata group, Mahindra & Mahindra, and United Breweries etc.
South Africahas mostly invested in India, in diamond and jewel lery, alcohol beverages
and financial services. Someinvestment of Brazil relate primarily to South Africawith
a particular focus on the transportation and mining sectors. One example of Brazilian
Greenfield investment is in the manufacturing of the bus ‘Marcopolo’ that has an
established factory in South Africa.

cuTs™

International Exploring the IBSA Initiative ¢ iX



Huge, dynamic and diversified market of Brazil and vis-a-visLatin America, relatively
liberal trade and investment regime of the countries hasattracted South African’sinvestors
and exporterstoinvest in Brazil. South Africa sFDI stock in Brazil hasgrown remarkable
to US$26.1mn by 2000. While India's immense domestic market, huge economies of
scalein several sectors, prices, the quality of management and low-cost labour, low cost
manufacturing capacity and rapidly growing middle class among many other factors
has contributed to the increase in South investment in India. The major sectors where
South African exporters and businesses have identified potential for expanding trade
and investment collaboration with Brazil and Indiaincludesfinancial services, tourism,
information technol ogy, education and training health energy and others.

3. Existing Trade Relationships

3.1 SACU and India

The governments of the SACU —comprising South Africa, Botswana, L esotho, Swaziland
and Namibia— and India have proclaimed a mutual interest to conclude a Preferential
Trade Agreement (PTA) before the end of the year 2006. The agreement is aimed at
cementing and expanding the burgeoning trade rel ations between SACU (predominantly
South Africa) and India. The PTA is expected to benefit both SACU and Indiathrough
reduction of tariff and access to the markets of each other.

Over the past decade there has been a considerable rise in trade between India and
South Africa (average annual growth in total trade is exceeding 31 percent). SACU’s
imports from India include textiles and clothing (T&C), food products and animals,
beverages and tobacco, machinery and transport equipment, cotton products,
pharmaceuticals, rice, vegetable products, vehicle parts and spices. SACU exports to
Indiaraw materials such asgold and silver, codl, iron, steel and ferrous metals, mineral
fuels and lubricants, chemical wood pulp, sugar, vegetable products, as well as
ammunitions.

3.2 Indiaand MERCOSUR

In early 2004, India and the MERCOSUR countries signed a PTA, which created the
first step toward the creation of afree trade agreement (FTA) between the two regions.
India stradewith MERCOSUR accounted only for 0.9 percent of itstotal trade, whereas
the equivalent figure for MERCOSUR was about 1.2 percent. Primarily, Brazil and
Argentinamake up virtually all of MERCOSUR'strade flow with India.

The main product categories exported to India are edible oils (primarily soya),
metalliferous ores, metal scrap and non-electrical machinery, with soyabean oils being
the largest, which stands around two-thirds of all exports. India’'s major exports to
MERCOSUR are drugs, pharmaceuticals and fine chemicals. Boosting trade and
investment between the two regions and enabling them to tap into each other’s huge
markets might have provided the Indian and MERCOSUR governmentswith an obvious
incentive to engagein regional trade agreements (RTAS).
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3.3MERCOSUR-SACU FTA

In December 2000, South Africaand MERCOSUR signed a*“ Framework Agreement”
with the objective of forming an FTA. The agreement was partly the result of agrowing
South African interest in the newly formed trading bloc across the South Atlantic.

Trade between South Africa and MERCOSUR had more than doubled by 2004 and
now accounts for 2.1 percent of the former’s total trade. MERCOSUR's trade with
South Africaconversely made up around 0.8 percent of thetrading bloc’ extraregional
trade. The figure has also risen over the past few years. In 2004, total trade between
South Africaand MERCOSUR amounted to US$1.83bn. South African exportstotalled
US3$304.2mn, whereasitsimportsfrom MERCOSUR stood at US$1.5bn. Maintrading
partnersin MERCOSUR-SACU trade are South Africaand Brazil. South Africa sexport
to MERCOSUR includes iron and steel products, mineral products, including coal,
organic chemical's, miscellaneous chemicals, paper and paper products. The mainimport
itemsinclude vehicles and their components, chemicals, residues and waste from food
industries, animal or vegetablefatsand oils, meat and edible meat offal and machinery.

4. The Aerospace Industry: Prospects for Strategic Cooperation
among the IBSA Countries

Strategic cooperation in the aerospace sector has been championed at the highest political
level of the IBSA countries. So far there has been none or very little form of aerospace
collaboration between these countries, however there isimmense scope in these areas
of the IBSA countries. Trilateral cooperation in the aerospace sector by utilising the
capabilities, technologies and expertise of these countriesis expected to develop ahigh
techindustry inthe IBSA countries, which will help to compete with the market leaders
in aerospace sector like Boeing and Airbus, and al so hel psto generate skilled employment
in these countries while making tailor made products at reasonable prices. Further, it
will also help to develop the aerospace supply chain and also lead to collaboration
around aerospace systems in support of strategic defence needs of these countries.

Theinitiativewill alsolead to collaboration around small and micro satellites, as Brazil
and Indiapossess strong competenciesin small and micro satellites, including launching
capabilities, while South Africa has a small but reputable small and micro satellite
industry and full fledged ground support infrastructure. The cooperation of the aerospace
sector will help to exploit the competitive niche areasin the aerospace sector to integrate
South African manufacturersinto Brazilian and Indian aircraft production through, for
exampl e risk-sharing devel opment and government supported marketing efforts at the
electronic product level.

IBSA nations are expected to gain from a more coordinated and integrated approach in
thesefidds, particularly in exchanging expertise and technol ogy platformsand infostering
closer working rel ati onshi ps between public and private sectorsinthethree countries. However,
the governments of the IBSA countries needsto play acentral role by working together to
formapolicy framework and incentivesand demonstrate a proactive approach to devel oping
the aerospace sector and furthering international cooperation. Atthesametime, itisimportant
for the IBSA countriesto anayse how they can add value to aircraft production.

cuTs™

International Exploring the IBSA Initiative ¢ Xi



5. Findings L essons and Recommendations

5.1 Findings

IBSA, ingeneral, isperceived as more of apalitical rather than an economic initiative.
IntralBSA tradeisalso negligible as compared to the volume of trade between IBSA's
constituent’s countries and the rest of the world. IBSA are regional powers that are
under the sphere of influence of the neighbouring countries. Economic and geopolitical
interests are yet to be duly considered while forging ahead with any such initiative.

Thetrade and investment policy followed by the IBSA countries; in many times act as
the main hindrance in fostering the trade and investments policies of these countries.
Firstly the IBSA countrieslack aclear investment led expansion policy in the countries.
There was also no consensus on the approach i.e. whether a sectoral approach or a
general macro economic approach that would be taken for increasing trade within the
IBSA countries. Lack of general information and knowledge on the investment
opportunities in the different sectors of the countries also act as an impediment for
increasing investment among the IBSA countries. Bureaucratic complicacies,
complicated business procedures and lack of regulatory transparency add to make the
trade and investment scenario more complicated in the IBSA countries.

Major tariff and non-tariff barriers (NTBs), which cutsacrossall the IBSA countriesin
various sectors (e.g. in pharmaceutical sector, auto and auto ancillariesin Brazil) actsas
amajor hindrance to intra IBSA trade includes the cumbersome visa procedure, high
tariffs and non-transparent tariff, excessive use of anti-dumping measures, inadequate
infrastructure and high infrastructural service cost (e.g. highinterest rates, power costs,
and telephone charges, inadequate banking and insurance facilities), cumbersome and
costly customs procedure, import restriction, onerous and costly licensing procedure,
high registration fees, legal restriction on ownership of land, complicated inspection
process, non transparent and stringent quality standards etc. Inadequate logistical
facilitiesand present freight conditionsin theIBSA countriesalso create amajor deterrent
for trade among them.

There is also very little awareness about the IBSA initiative in the IBSA countries.
Hugeinformation gap existsand it becomesincumbent upon the promoters of the IBSA
initiative to inform the stakeholders about the same. There is also string disconnect
between the government’s economic cooperation agreements and industry response.
The government’s industry interaction policy also has no such clear direction.

5.2 Lessons

e Thereishuge potential to increase trade and investment relations among the three
IBSA countries, in part dueto their large markets and the currently low flowsamong
them.

e There are also considerable challenges facing the trilateral aliance that relate to,
among others, tariff and non-tariff barriers (NTBS), high transport costs, and cultural
and linguistic differences.

e Aninitiativesuch asIBSA must at some point focus on investment by Multinational
Corporations (MNCs). All three countries at some level compete for FDI from the
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same sources and the same MNCs also compete among themselves for attractive
investment regimes across countries such asthe three IBSA members.

¢ Notwithstanding the trade and investment barriers among the IBSA countries,
addressing stakeholders' lack of information and knowledge about the respective
partners would go a considerable way to spur greater economic relations.

e There might be a case for setting up sector specific export promotion boards rather
than broad based business chambers in order to get access to detailed market
information.

5.3 Recommendations

Along with addressing the basic export and import rel ated i ssueslike reducing the customs
duty, making tariff structures transparent in the IBSA countries tackling the NTBsand
visaproblems, other major issueswhich needsto be addressed for developing the IBSA
initiativeincludes:
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reducing the cost of doing business by developing and providing infrastructural
serviceslike telecommunications, banking, insurance, transport, rentals, freight
and logistical services and charges etc;

ensuring adequate enforcement of Intellectual Property Rights (IPRS) issues;
involvement of the business association, industry leadersand government officias
inthetrade process and making availability of information onthe IBSA initiative
to foster closer economic ties among the IBSA countries;

engaging high level dialogue among the MNCs and the three governments to
ascertain whether and how the IBSA initiative might have a favourable impact
on trade and FDI, particularly in industries that operate in some or al of the
IBSA countries;

using diplomatic missions, business chambers, and theliketo provide exporters
and investors with adeguate, up-to-date market intelligence and other relevant
dataand more broadly, to promote economic cooperation among |BSA countries,
using the I BSA Buisness Council to facilitateinteraction among businesses, foster
the creation of private-public partnerships (PPPs), expand mutual knowledge
and promote sharing of experiences.
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| ntroduction

Background

South-South trade as a percentage of world trade has increased from 6.5 percent in
1991 to 10.7 percent in 2001. South-South exports, as a percentage of South-North
exports have increased from 41 percent in 1990 to 60 percent in 2001, emphasising the
growing importance of South-South trade. Average Southern tariff rateshaveal so reduced
considerably over the last two decades. This provides evidence of ageneral consensus
towards more open economies.

Tradein manufacturing products comprised nearly two-thirds of total intra-devel oping-
country trade in 2001. Thus, South-South trade is not restricted to commaodities, fuels
and other raw materials but mainly, manufactured products. Also, the imperative for
South-South trade cooperation can be gauged by the bargaining strength of the Southin
multilateral trade negotiations, manifested in the WTO Cancun Ministerial conference
of where IBSA countries played key rolesin devel oping the G-20 coalition.

Given its experience in researching trade and development issues, CUTS Centre for
International Trade, Economics & Environment (CUTS CITEE), Jaipur, India, took up
the task of exploring the possibilities of enhancing South-South trade, investment and
other forms of economic cooperation among IBSA countries.

IBSA

In June 2003, the Foreign Ministers of IBSA countries met in Brasilia, Brazil, to form
the ‘IBSA Dialogue Forum'. This Forum laid the foundation stone for convergence
among preferential trade negotiations of the three countriesand their respective regions
and strengthening business-to-businesslinks by increasing trade flows among the three
countries. In addition, the Forum undertook to continue holding IBSA business summits
and conduct studies on how to increase trade and investment by establishing a Trilateral
Business Council. In March 2005, leading chambers of commerce in al the three
countries formed the IBSA Business Council to facilitate growth of businessrelations.

The IBSA regional cooperation initiative was envisaged as away of linking the three
countries as well as the regions in which they are situated, namely, India, the SACU
comprising South Africa, Botswana, Lesotho, Swaziland and Namibia and the
MERCOSUR comprising Argentina, Brazil, Uruguay and Paraguay and Venezuela.
However, the aggregate trade picture is not very encouraging. Intra-IBSA trade as a
percentage of the total trade of IBSA countries is not even two percent. Further, no
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IBSA country occupies a position among the top ten trading partners in the other two
IBSA countries.

About the Project

The project is meant to explore and analyse how IBSA countries could foster better
economic cooperation. The project explores the recent effortsto forge closer trade and
investment links among the IBSA countries as well as future scenarios by analysing
current trends in the volume and composition of trade and investment flows among
them. It also delineates the perceptions of diverse stakehol ders, including representatives
of the business community and the civil society.

Objective

The three-fold objectives of the project aimsto:

e contextualise present economic relationships among the three IBSA countries;

e identify barriers that impede trade and investment flows among IBSA countries;
and

e recommend practical waysin which these barriers can be reduced or eliminated.

M ethodology

A field survey was conducted in all the three countries to explore three important
guestions, namely: understanding the reason for low trade amongst IBSA countries;
understanding the problems that businesses face while engaging with other IBSA
countries; and policy optionsto address those problems. In addition, this survey sought
to understand the concerns of businessesregarding government initiativesto boost trade
and investment and serveasamodel for governmentsto understand busi ness perceptions
while engaging in regional and multilateral trade policy.

The questionnaire of the survey wasjointly developed by the three project partnersand
circulated to the business chambers concerned of all three countries and the project
advisory committee.

The Policy Advocacy Document

This document seeks to advocate initiatives on development-oriented trade policy, by
taking into account theinterests and priorities of trade and economic rel ationship among
IBSA countries and the regions thereof. This policy advocacy document is also aimed
at becoming atool to disseminateinformation and sensitise the public at large about the
need and importance of fostering closer economic ties among the IBSA countries.

Moreover, this document also highlights the perceptions and attemptsto project future
trade scenarios among these countrieswhile recommending measures aimed at enhancing
trade and economic cooperation.

This document is presented in two sections.

Section onelistsall theimpedimentsthat may deter IBSA countriesfrom forging ahead
with the proposed initiative. It then goes on to recommend the steps that may be taken
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to enhance interaction between business enterprises located in the IBSA countries. It
further suggests amendments in governmental trade and investment policies and
proceduresto foster and facilitate trade among the countries. This section also contains
excerptsfrom thetext of the communiquéissued at the conclusion of the |IBSA Diaogue
Forum (concluded at Rio de Janeiro, on March 30, 2006).

Section two analyses past and current trade and investment patterns among the IBSA
countries, including the gapsin economic cooperation amnong them and the main reasons
for these gaps or lacunae. This section a so identifies areas of cooperation among the
countries concerned or sectors where trade and investment flows may be enhanced. It
concludeswith identifying the aerospace sector asan areain which thereisconsiderable
scope for cooperation among the IBSA countries.
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Chapter 1. The Advocacy Document

This section advocates trade and investment policy initiatives, which, if undertaken by
the stakeholders, that is, governments, business communities and non-governmental
organisations (NGOs) in the IBSA countries, could foster enhanced economic
cooperation among these countries.

1.1 Constraintsand Limitations

Before such recommendations are taken up comprehensively, it would be prudent to

consider the constraints and limitations under which the IBSA initiative operates:

e |BSA isoften perceived as more of a political rather than an economic initiative.

e IntralBSA trade, as it stands today, is negligible as compared to the volume of
trade between IBSA’s constituent countries and the rest of the world.

e |BSA areregional powersthat have under their sphere of influence neighbouring
countries whose economic and geo-strategic interests would have to be duly
considered while forging ahead with any such initiative.

e |Issues related to customs duties, NTBs, issuance of visas and harmonisation of
standards, trade and investment procedures still needs to be addressed. In fact,
bilateral customs cooperation agreements should be put firmly in place before the
IBSA countries enter into preferential and FTAS.

e The governments of IBSA countries are plagued by red tapism and nepotism that
result in unnecessary bureaucratic hurdles.

e |nvestment relations between thethree countriesare a best ad hoc, with governments
resorting to the use of tax havensto attract investment.

e |BSA countries continue to be dogged by expensive air travel, prohibitively high
freight costs, imbalancesin flow of trade and in its composition.

e Thereisan acutelack of awareness about the initiative among the stakeholders.

1.2 Recommendations

Among the several recommendations, which, if implemented, might |ead to the reduction

or elimination of trade and investment barriers among the IBSA countries are:

e customs duties could be reduced and NTBs may be completely done away with to
ensure alevel playing field for importers;

e governments should be urged to address visa problems and concernsrel ated to cross-
border movement of business persons;

e PPPs should be encouraged while tackling infrastructure bottlenecks, including the
improvement of rail and sealinksaswell as enhancing port capacity and operations;

e |owering the costs of doing business to sustain competitiveness — this includes
reducing costs of telecommunications, insurance, gathering market intelligence,
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business travel, rentals and transport; (Air travel costs are low between India and
South Africa. However, thesameisnot truefor travel between Indiaand Brazil. The
air distance between India and Brazil is shorter than that between India and US
whileticket coststo Brazil are twice as high).

e providing sufficient banking and insurance facilities, economic infrastructure, credit
and payment facilities and tax incentives,
ensuring adequate enforcement of |PRs;
involving business associations in the formulation and implementation of trade
agreements,
fostering competition in domestic economies in order to reduce prices,
facilitating trade and investment missions (aimed at expl oring business opportunities)
for industry leaders and government officialsin IBSA countries;

e using diplomatic missionsto promote economic cooperation among |BSA countries.
Thismay be accomplished by, among other things, organising tradefairsin abid to
enable exporters to market their products and services,

e using the IBSA Business Council to facilitate interaction among businesses, foster
the creation of PPPs, expand mutual knowledge and promote sharing of experiences,

e providing potential investorswith adequate, up-to-date market intelligence and other
relevant data on which they can base investment decisions;
sustained efforts to ensure business facilitation are needed;
accentuating the economic value of trade agreements to business organisations;
harmonising standards as well as trade and investment processes among the IBSA
countries;

e facilitating interaction between potential exporters and investors with relevant
government and private sector institutions;

e informing businesses about the vision and programmes of IBSA and involve them
in shaping IBSA processes; (availability of reliable and quality information is a
formidable task, particularly for smaller businesses. Business chambers of IBSA
countries could add value by providing information asrequested. A small feecanbe
charged to cover expenses. Thiswill also ensurethat missions are ableto operate as
independent sustai nable centres).

e ensuring implementation of efforts aimed at weeding out corruption in public and
private organisations;

o freight andlogisticsshould bethe primary focus of the IBSA initiative, sincetransport
costs are very high;

® an equivalence agreement can pave way for reducing transaction costs of exporters
within IBSA countries—thiswould be particularly useful for non-agricultural products
such astyres and pharmaceuticals; and

e development of new trade routes; (ocean liners operate on routes where clear
economies of scale are evident. Consider the IBSA trade route — the standard route
taken by an Indian consignment to South Africa, involvestravelling to Europe, and
being re-exported to South Africa. Thisrequirestwicetheamount of travel timeand
morethan 4-5 days of waiting time. For aconsignment to Brazil, thewaiting timeis
much longer. Geographically the searoute“ India-South Africa-Brazil” isdirect and
would save a substantial amount of time. An aternate approach could be to study
the prospect of investing in a South-South trade route that connects China, India,
South Africaand Brazil. According to the Indian Government, the India-Sri Lanka
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Sea Canal Project, (Sethusamudram Ship Canal Project) which connectsthe Gulf of
Mannar and the Palk Bay, will save about 400 nautical miles and up to 36 hours of
sailing time for ships between the East and West coasts of India. The completion of
this Canal along with the Cape of Good Hope route becoming a*“ Suez Canal of the
South” could lay effective foundation stones for a South-South logistics route.)

1.3 The Way Forward

Thefact remainsthat IBSA countriesare competitorsin various sectors and thishinders

cooperation in these. However, cooperation in the aerospace sector appears extremely

promising. This is one area where the individual competencies of IBSA countries
complement one another perfectly well. Some areas for cooperation may thus be
identified:

e Thereis scope for expansion of aerospace supply chains. Thisis premised on the
commercial opportunities offered by the diverse aerospace capabilities of the IBSA
countries.

e Collaboration around aerospace systems to augment strategic defence needs is a
definitive possibility.

e ThelBSA countriesmay collaborateinthe development of small and micro satellites.
Brazil and India have strong competencies in this sector while South Africa has a
small but reputed small and micro satelliteindustry with full-fledged ground support
infrastructure.

e South African aerospaceindustry could exploit itscompetitive nicheareasto integrate
its manufacturersinto Brazilian and Indian aircraft production sectors.

¢ |BSA nationshavethe necessary infrastructure to devel op avibrant aerospace sector
and cultivate complementary niches.

1.4 The IBSA Dialogue Forum?

Ministers from IBSA countries discussed a wide range of critical global issues at the
recently concluded IBSA Diaogue Forum at Rio de Janeiro. They reaffirmed the Forum
as an important mechanism for political consultation and co-ordination as well as for
strengthening cooperation in sectoral areas and to improve economic relations among
IBSA countries. Someof theimportant pointsemerging from the ministerial communiqué
issued on March 30, 2006, follow:

1.4.1 South-South Cooperation

The Ministersreaffirmed that South-South cooperation isan essential and fundamental
component of international cooperation for development, and stressed their support for
mainstreaming of South-South cooperation and of the pursuit of the development of
Technical Cooperation amongst Devel oping Countries (TCDC) to itsfull potential. In
thisregard, they recommitted themselvesto work together for the enhancement of South-
South cooperation and emphasi sed the establishment of the IBSA Fund as an example
of cooperation among three developing countries for the benefit of the most needy
nations of the South.

1.4.2 I1BSA Facility Fund for Alleviation of Poverty and Hunger:
The Ministers reiterated the fundamental character of the IBSA Fund as a means to
disseminatethe best practicesinthealeviation of poverty and hunger. They emphasised

cuTs™

6 * Exploring the IBSA Initiative International



theimportance of the participation of institutions of IBSA countries (governmental and
non-governmental) in the projects financed by the Fund and recommended that the
United Nations Development Programme (UNDP), as administrator of the Fund, find
meansto makethat participation possible. The Ministersalso reiterated their commitment
to moveforward with other projectsin the scope of thefund. IBSA countriesrecommitted
themselves to allocate at least US$1mn ayear to the Fund.

1.4.3 I BSA Sectoral Cooperation

The Ministerswel comed the agreement reached by the Working Group onthe Information

Saciety, onthe content of the‘ IBSA Framework for Cooperation on Information Society’,

setting up the basis and defining modes of cooperation in the fields of Information

Society and Communication Technologies, and took note with satisfaction of the Joint

Action Programme for 2006-2007, prescribing specific initiatives in all fields of

cooperation covered by the Framework. The Ministers al so wel comed the devel opment

of the IBSA website: www.ibsa-trilateral .org and invited the various working groups of
the | BSA Forum to provide content and make full use of thischannel of communication.

e TheMinistersrecognised with pleasure the high level of coordination between the
three del egations during the second phase of the World Summit on the Information
Society (WSIS), held in Tunis, in November 2005, and its preparatory works. In
thisregard, thethree countriesreiterated their commitment to keep working together
during the WSI Sfollow-up process, aswell asin other international forarelated to
the issue; to promote the use of Information and Communication Technologies
(ICT) asatool for devel opment and to build multilateral, democratic and transparent
global Internet governance mechanisms.

e The Ministers decided to formalise the establishment of an additional sectoral
working group on Socia Issues, as a follow-up to the International Seminar on
Economic Development and Socia Equity, held in Rio de Janeiro, during August
03-04, 2005. They also expressed their intention of establishing a working group
on Public Administration as soon as possible.

e ThelBSA countriesreiterated their commitment to further promote the production
and use of bio-fuelsasenvironmentally friendly and sustainablefuels, which promote
socio-economic development, taking into consideration their global importance.
Progressisbeing made, on exchange of information on Renewable Energy and the
bio-fuelsvalue chain.

e More emphasis will be placed on the exchange of information into the areas of
energy efficiency and conservation, and hydrogen energy. Indiawill host the second
technical meeting of the Energy Working Group, to which other stakeholders
including private sector players may be invited for the enhancement of
implementation of IBSA initiatives.

e TheMinisters agreed on the importance of new initiatives aimed at strengthening
economic and trade relations among developing countries, as a means to generate
business opportunities and contribute to an international trade scenario more suitable
to their development projects. In that regard, they took note with great satisfaction
that MERCOSUR will be proposing to SACU and Indiathe creation of aWorking
Group to explore the modalities of a Trilateral Free Trade Agreement (T-FTA)
among them. They underlined the significance of this exercise and expressed their
full support to the initiative.
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e Further, the Ministers supported the initiative of a renewable source of energy
seminar and the proposalsto assist Small, Medium and Micro Enterprises (SMMES)
through the proposed study on how to make business in the IBSA countries, and
the proposal's on sharing of experiences and training opportunities. The Ministers
also laid emphasis on the need to conclude the bilateral customs cooperation
agreements expeditiously.

e ThelBSA countriesdecided that, intaking forward the renewed approach to IBSA
deliverables, South Africa should host a meeting on civil aviation and maritime
transport. Thismeeting would focus on the finalisation of thetrilateral on maritime
transport agreement and al so review implementation of the air transport agreement.
It should be noted, in addition, that during the present meeting of the working
group in Rio, which also included the presence of representatives of Air India,
VARIG and SAA, tremendous progress has been made and concrete projects have
been identified for cooperation. To this end, cooperation will be fostered in areas
of air link expansions, training and knowledge sharing in airports and airspace
management, port management, operational and infrastructural systems, including
capacity building in shipbuilding, environmental management and navigational
systems.

e Thedevelopment of trans-shipment facilities will also be made a priority in order
to support the IBSA trade strategy which advocatesfor the creation of South-South
shipping highwaysthat integrate sub-regional connection betweenthe MERCOSUR,
SACU and Indian regions.

e The Ministers noted progress on the establishment of a framework to strengthen
cooperationinthefield of agriculture. Specific areas of cooperation that have been
identified are: research and capacity building, agricultural trade, rural development
and poverty alleviation, and other alied areas as may be agreed.

e Following the successful meeting of the health working group held in Brazil, from
February 06-10, 2006, in which broad areas of cooperation were discussed, the
South African Minister of Health invited her counterparts for ameeting in March
2006. However, this meeting took place on the margins of the World Health
Organisation (WHO) meeting in Geneva, in May 2006.

1.4.41BSA Trade and I nvestment Forum
The Ministers noted with satisfaction the results of the Trade and Investment Forum.
The Forum was divided into four panels:
a) Trilateral tradeanalysis;
b) Implementation of the PTAs between MERCOSUR, Indiaand SACU;
¢) Chdlengestothegrowth of thetrilateral trade (barriers, logisticsand financing);
and
d) Organisation of the trilateral business meeting on the occasion of the IBSA
Meeting of heads of government and state in September 2006.

e |t was presented an evaluation of the current aspects of the negotiationsinvolving
MERCOSUR, SACU and India. All delegations concluded that there must be an
expansion on acting positionsto fit the ever-growing market of thethree countries.
Theimportance of solid links between the three countries and al so the necessity of
astronger South-South union were recognised. The possible substitution of imports
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from northern countries by imports from southern countries was considered a

possible solution to enforce this new commercial agreement.

e Brazilian businessmen pointed out the main barriers to be eliminated to foster
trilateral trade are;

a) Logistics: This problem was sought to be tackled by the suggestion of a study
to further address the issue. The private sector also emphasised the necessity
of creating flights uniting Brazil-South Africa-India. The measurewould help
to narrow the distances— both physical and cultural —between IBSA partners.

b) CustomsProcedures: It was suggested that more cooperation should take place
in this area by the specific government institutions, in order to simplify many
of the regulations and turn the customs process into amore unified process.

c) Lack of information: In order to help ease the gap of information, the study
suggested formation of aworking group of trade and investment and creation
of a separate IBSA website. At present, the magazine “Brazil Brand of
Excellence’, and the Brazilian website “Brazil Trade Net” provide good
information on Brazil.

Quite afew possible solutions were suggested to help strengthen the IBSA economic
area: more aggressive FTAS, closer relations between businesses and industries from
thethree countries, enhancing contact between the automobileindustriesof IBSA. Some
sectorslike the renewable energy sector and ethanol industry were given special attention.
The working group on trade and investment decided to organise a seminar that will be
hosted by South Africa before the Summit, in September 2006.

In conclusion, deeper palitical cohesion isanecessary but not asufficient condition for
greater economic relationship. IBSA countries have displayed high political proximity.
However, economic proximity requires tackling practical concerns. Ground level
implementation can pave the way for the IBSA relationship to be based on sound
economic rationale.

Atameetingin Pretoria, South Africa, on June 28, 2006, organised by the South African
Ingtitute of International Affairs (SAIIA), CUTS International, Business Unity South
Africa(BUSA) and the Institutefor International Trade Negotiations (ICONE), Brazil,
it wasresolved that aconference of expertson aerospace and aviation from India, Brazil
and South Africabe convened to take the process of cooperation in the aerospace sector
forward.
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South-South Cooperation: An Imperative

South-South trade as a percent of world trade hasincreased from 6.5 percent in 1991 to
10.7 percent in 2001. In 1990, South-South exports, as apercent of South-North exports
was 41 percent. In 2001, this increased to 60 percent, emphasising the growing
importance of South-South trade. Average Southern tariff rates have also reduced from
25 percent in 1985 to less than 15 percent in 2000.2 Thisis evidence of ageneral trend
towards more open economies.

Nevertheless, unilateral liberalisation is not a popular strategy. Since at a multilateral
level negotiations are slow, South-South trade cooperation is the second best option.
While it is widely believed that South-South trade involves primary goods, trade in
manufacturing products actually comprised nearly two-thirds of thetotal intra-developing
country trade in 2001.4

At another level, the imperative for South-South trade cooperation can be gauged by
the bargaining strength in multilateral trade negotiations. The WTO Cancun Ministerial
saw the beginning of anew eraof multilateralism. True, this achieved little by way of
progress on the multilateral agenda; it did, however, ensure that the trading system
would undergo a paradigm shift.

IBSA countries played the leading role in developing the G-20 coalition, responsible
for centralising development in WTO negotiations, and the resultant launch of a
development round.

Power equations in global politics and economics are changing with Brazil, Russia
India, and China (the BRIC countries) together expected to be larger than the G-6
economies in less than 40 years. They would be amongst the six largest economies of
the world and Indiawill be the only country to retain a growth rate of more than five
percent after 2050. South Africawould remain thelargest economy in Africaand would
have a per capitaincome higher than India, Brazil and China.®

There is increasing evidence that regional initiatives are too narrow in scope and at
times|ead to competition amidst cooperation. In 2001, the share of devel oping countries
inintra-regional trade hovered around 20 percent. Thus, regional trade agreements have
not contributed significantly to South-South trade and countries have realised that they
need to engage beyond regional boundariesto pursue more expansive South-South trade
cooperation.
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Chapter 2. The IBSA Initiative

In June 2003, the Foreign Ministers of IBSA countries met in Brasilia, Brazil, to form
the ‘IBSA Dialogue Forum’. Two meetings of the IBSA Forum were held: in New
Delhi, inMarch 2004 andin Cape Town, in March 2005. ThisForum laid the foundation
stone for convergence among preferential trade negotiations of the three countries and
their regions. The Forum also undertook to increase trade flows between the three
countries from US$4.6bn presently to US$10bn by 2007 strengthening business-to-
business (B2B) links. In addition, the Forum continues holding IBSA business summits
and conduct studies on how to increase trade and investment by establishing a Trilateral
Business Council.

In March 2005, the leading chambers of commerce in all three countries formed the
IBSA Business Council to facilitate business. The IBSA regional cooperation was not
simply linking thethree countries, but envisaged to link thethreeregions, namely India,
SACU comprising South Africa, Botswana, Lesotho, Swaziland and Namibia and
MERCOSUR comprising Argentina, Brazil, Uruguay, Paraguay and Venezuela.

Intra-IBSA trade as a percent of total trade of IBSA countriesis not even two percent.
Further, no IBSA country occupies the top ten trading partner status in the other two
IBSA countries.

Thisled usto ask:

1. Why istrade and investment amongst IBSA countries low?

2. What are the problems that businessesin one IBSA country say, India, facein the
other two, i.e. Brazil and South Africa?

3. What are the key concerns that need to be addressed to increase trade?

2.1 India

2.1.1 Trade and | nvestment

In 2003-04, the major destinations of India's exports were Asia (44 percent), West
Europe (24 percent), Americas (23 percent), and Africa (six percent), while the major
sources of imports were Asia (32 percent), West Europe (24 percent), Americas (nine
percent), and Africa(six percent).

Indiaaccountsfor lessthan one percent of Latin American exports, while Latin America
accounts for 2.8 percent of India's exports. On the other hand, India accounts for less
than one percent of Latin Americanimportswhile Latin Americaaccountsfor 1.5 percent
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of India’simports. Africa’ssharein India stotal exportswassix percent in 2003-04 and
Africaaccounted for 4.2 percent of India’simports during the same period.

India's trade turnover with the SACU has increased from US$900mn in 1997-98 to
US$2.5bn in 2003-04. Inthe same period, India’ s deficit increased from US$99.7mn to
US$1.3bn. India's trade turnover with MERCOSUR increased from US$317.60mn in
1999-2000 to US$1416.65mn in 2003-04. Indian exports to MERCOSUR were
approximately US$566.96mn during 2003-04 and imports from MERCOSUR were
around US$849.69mn.

Brazil is India's largest trading partner in MERCOSUR accounting for trade of
US$466mn in 1999-2000, which increased to US$765mn in 2003-04. Thisismorethan
50 percent of India' strade with MERCOSUR.

Within SACU, South AfricaisIndia sbiggest trading partner accounting for 98 percent
of thetotal trade. However, it isimportant to note that gold comprises 80 percent of the
total imports from South Africaand it isthe only SACU country, which has a positive
trade balance with India. On the other hand, India clearly has a robust and diverse
export base in South Africa. RMGs accounts for the highest share of India’s exports,
and thisisjust nine percent of India's total exportsto South Africa.

Smaller Indian companies export on the basis of their networks or contacts, which can
be termed as diaspora supported business. While the Indian diasporain South Africais
large, it is barely existent in Brazil. Many have not identified Brazil as a market simply
because their awareness about the market islow, and they do not know anybody in Brazil.

Secondly, some companiesare not interested in expanding their businessin these markets
asthey aretrying to consolidate their domestic position before venturing overseas.

When it comesto industrieslike leather, both Brazil and South Africa are competitors,
which makes selling productsin these countries more difficult. However, some exporters
have explored niche markets in South Africa through innovative design. Moreover,
South Africa imposed anti-dumping duties on Indian footwear, which were forced to
remove later since they were WTO non-compliant.

Other industries like minerals operate in a demand driven market but can only extract
enough to cater to thethree major markets. Dueto supply-side constraints, itisimpossible
to diversify into newer markets though they are quite lucrative.

Such evidences speak volumes of the heterogeneous nature of tradetransactions. Where
macroeconomic models simply capture supply and demand drivers, they are unableto
capture the diversity of perceptionsand social interactionsthat govern how much, why
and with whom a person trades.

2.1.2 Current State of I ndian I nvestment in Brazl and South Africa
During 2003-04, the US attracted the highest approval s of Indian direct investments at
US$81.41mn followed by Mauritius with US$80.75mn and Kazakhstan with
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Table 1: Country-Wise Approved I nvestments (Amount in US$ million)

Name of 1996 to 2000| 2000-01 | 2001-02| 2002-03 | (April 03-| Total
the country July 03)

Brazil 2.54 5.38 5.06 5.17 0.870 19.020
South Africa 20.20 1.03 0.33 0.07 0.127 21.757
USA 378.53 | 734.24 |428.06 | 185.27 81.410 |1807.510
UK 269.80 55.30 | 85.52 | 34.53 26.952 | 472.102

Source: Ministry of External Affairs, India

US$74.95mn. In 2002-03, the Sudan had accounted for thelargest approvalsfor Indian
directinvestmentsat US$750mn. India soutward FDI isanew episode post liberalisation.

Investment relations between IBSA countries can be best described as ad-hoc, with no
clear direction. Some sectors have seen momentum, particularly pharmaceuticals. It is
interesting to study how Indian pharmaceutical companies have made an increasing
presence in Brazil. The US was pushing for a Trade Related Aspects of Intellectual
Property Rights (TRIPs)+ Agreement with Latin American countries for the past ten
years. Brazil, which lacks a strong indigenous manufacturing model, was al so pressured
by US pharmaceutical giantsto adopt a stricter regime.

Inthemid 1990s, Brazil started looking at other Southern economiesfor pharmaceutical
products, Indiabeing anatural contender. Brazil attracted Indian companiesfor exports
and FDI. Hence, today, in Brazil, there are a large number of Indian pharmaceutical
companies.

The major Indian pharmaceutical company, Ranbaxy initiated operationsin Brazil, in
November 2000. Presently, it is the fifth largest generics drug manufacturer in Brazil
and enjoys nine percent share of the Brazilian market.

Indian pharmaceutical companies have also made inroads in South Africa and India
presently occupies the 11" position in terms of sales there. Ranbaxy here has seen
stupendous growth in sales, increasing from US$5.7mn in 2002 to US$10.7mn in 2003.

Severa leading Indian companies namely the Tata Group, Mahindra & Mahindra and
United Breweries have a strong presence in South Africa. India’sinvestment in South
Africain 2003-04 was 0.22 percent of itstotal investment abroad. Yet, asastock, itis
estimated at US$100mn as per figures released by the Department of Foreign Affairs,
South Africa.®

On the other hand, there is very little information available on the number of South
African and Brazilian companiesin India. South Africa has invested in diamonds and
jewellery (De Beers), alcoholic beverages (SAB Miller) and financial services (Old
Mutual etc). There is no serious Brazilian investment in India according to the Indo-
Brazilian Chamber of Commerce.
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Indian businesseslack aclear investment led expansion policy. Except pharmaceuticals,
and IT (which is outside the scope of the project since it is a service sector), investing
abroad is the next big step that the Indian businesses are yet to gear up to.

2.1.3 Business Awareness

Thefield survey reveaed an interesting dichotomy. It wasfound that some pharmaceutical
majors, automobile majors and electronic goods companies kept track of the
government’sregional trade policies. At least two tyre compani es are making use of the
India-Sri LankaFTA andthe India-Thailand FTA. However, amajority of the companies
surveyed did not keep atrack of the government’s regional agreements.

The mediais the primary source of information for most companies. Weekly updates
from business chambers are also an important source.

The survey indicated that companies concerned were in favour of either a sectoral
approach or a general macroeconomic approach as a way of improving trade and
investment with other countries. Organising fairs and exhibitions was quoted as the
most common approach towards sectoral initiatives.

Somerespondentsin the el ectroni cs sector were emphatic about setting up sector specific
export promotion boards rather than broad based business chambers. Thisgivesauseful
cueto businesschambersto promote sectoral initiativesinstead of broad general measures
of trade promotion, e.g. IBSA Electronics Fair may be more useful than ageneral IBSA
Trade Fair to promote trade amongst IBSA countries.”

There was no consensus on the approach that could be taken for increasing trade and it
was felt that the regional agreements, WTO and IBSA type open ended cooperation
should be adopted in consonance with each other.

The study also revealed that while most companieswere unaware of the IBSA initiative,
they did, however, feel that IBSA like initiatives, which have a broad based agenda
often dilute the trade component.

2.1.4 Awareness of IBSA Initiative

More than 90 percent of the companies surveyed were not aware of what IBSA meant.
This indicated that there was a huge information gap and it was incumbent upon the
promoters of the IBSA initiative to inform the stakeholdersin India about the same. A
strong disconnect between the government’s economic cooperation agreements and
industry response also came to the fore. The government’s industry interaction policy
has no clear direction and the use of multi-sector business chambers for information
dissemination seems to create a perception of intent-deficit within the industry. The
survey found that therewas aregional biasin the dissemination of information regarding
the government’s trade and investment related policy initiatives. The most commonly
guoted RTAs were the Indo-Lanka and the Indo-Thailand FTA, since they received
wide coveragein the media.
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Nearly 70 percent of the companies surveyed felt that the current level of reliable sectoral
information available was very poor in both Brazil and South Africa. In general, it was
very difficult for them to procureinformation regarding the marketsin Africaand South
Americacompared to the EU and the US.

A charge leveled against the Indian missions in these countries was that they had not
assisted Indian companies there in their trade promotion engagements. In addition
business chambers had not been useful. This problem, however, was more pronounced
in Brazil than in South Africa

The survey raised afew questions:

e What istherole of Indian missionsin their respective countries?

e Hasthelndian Ministry promoted atrade desk in their embassies or are they meant
for protocol ?

e Should Indian representati ons abroad be made more accountable?

Currently, most companies send representatives to conduct market surveys or appoint
domestic representativesto conduct sectoral surveys. Both these methods are expensive
and time-consuming. In addition work is replicated since most companies do not have
access to the reports prepared by other companies. This problemis essentially limited
to companies with low export volumes.

Companieswith an annual export of more than US$20mn do not face any information-
related problemsand they are ableto accessinformation adequately. According to them,
it is necessary to know the right means of gathering information and exporters should
be willing to invest time and money in the process. Thus, one may safely argue that
smaller exporters are usually strung on time and money, and attempt to adopt shorter
and cheaper techniquesto gather information. Thisresultsininadequacy of information.
Thus small and medium-sized enterprises (SMEs) appear to be at a disadvantaged
position and need additional assistance.

Language is clearly the biggest problem faced by Indian business aiming to increase
exportsto Brazil. Those surveyed felt that it is simpler to do business with other South
American countries since it was easier to interact in Spanish, particularly as Spanish
language expertise was easily available. Moreover, it was expensive to translate
documentsin Portuguese vis-a-vis Spanish.

2.1.5 Expectationsfrom |BSA I nitiative

One of the higgest concerns of the Indian industry regarding such initiatives as IBSA
wasthat they are seldom consulted regarding the model of theseinitiatives. Nearly half
the number of companiesinterviewed thought that theseinitiativeswere generally more
political and had very little of trade component.

M ost companieswere unableto suggest aroadmap for furthering the IBSA Initiative. It
must, however, be mentioned that Chinais widely perceived in the annals of Indian
history as a counterweight to developing countries such as IBSA asiit is “capturing”
huge markets within these countries.
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2.1.6 Non-tariff Barriers and Key Concerns

Developing countries have realised that regiona agreements alone may not increase
trade and there is aneed to address the nitty-gritty of trade practicesin order to expand
South-South trade. In addition, there is increasing evidence to show that Southern
countries face greater barriersin other Southern nations than in Northern countries.

In this section, we focused on the following questions:

e What are the trade and investment barriers that Indian businesses face in South
Africaand Brazil?

e What perceptions do businesses carry, that hinder trade and investment prospects?

2.1.6.1 Crosscutting Barriers

Freight Costs and Logistics

Transport costswere singled out asthe largest factor impeding India sexportsto Brazil .
Thereisno devoted cargo vessel that catersto business on thisroute. Cargo is sent via
Europe and involves more than one operator. In addition, valuable days are lost in
loading and unloading at transshipment portsand freight costswere also expressed asa
hindrance for exporting to South Africa.

Freight rates account for 25 percent of the costs for exporting to the US and Europe,
and the same will account for at least 40 percent if they export to South Africa and
Brazil. It must, however, be pointed out that higher freight and higher costs may only be
aperception, and may not represent reality. The data collected from leading freight and
logistics companiesis presented below:

Table 2: Freight Rates between IBSA Countries
(in US$in 2005 for a 20 ft container)

India—Brazil India—South Africa India-US
Lowest | Highest Lowest | Highest Lowest | Highest
1600 2000 1200 1400 1000 3600

Source: Various freight agents

Table 3: Time Required for Delivery of Goodswithin IBSA Countries

Number of days Waiting time at Possibility of direct
required for delivery | transhipment port | delivery from India
by shortest route

India-Brazil | 28 days 6 days (Oman) No

India-South 14 days 4 days (Spain) No (Not with
Africa leading (providers)
IndiaUS 22 days 0 (no stopover) Yes

Source: Various freight agents
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Thefactors responsible for determining freight rates are:

e Distance, where shorter distancesin general are cheaper than longer distances

e Volume of goods, where higher volumeswill result in lower costs/unit

e Longtermarrangements/annual contracts, which, according to freight providers, is
the most influencing factor in freight rates

e Other surcharges as peak season surcharges (PSS), bunker adjustment factor (BAF)
and destination charges of the port authorities.

Service contracts influence freight rates substantially. While Wal-Mart suppliers ship
products at US$1000 per container, single order clients are charged more than three-
and-a-half timesthat much. High volume and regularity of shipment can help companies
to easily reduce their shipment costs by sixty percent. However, freight rates also rise
on account of higher demand. Freight ratesfrom Indiato US went up from US$1600in
April 2004 to US$2300 in April 2005, primarily on account of a 20 percent rise in
shipments.®

In addition, freight costs are also based on the number of transshipment points and
speed of delivery. Premium services, which run vesselsdirectly from port of loading to
the destination port, often charge higher compared to vessels that travel from multiple
transshipment points. Moreover, routes that are less dense, and volume of shipment is
inadequate, end up being more expensive, since bigger vessels cannot befilled to capacity.

Costs of Business Facilitation
Given below are the costs of conducting business in Brazil and South Africavis-a-vis
India'sleading trading partners:

Courier and Extemporised (Unplanned) Freight

Table 4;: FedEx Ratesfor Goods from Indiato Select
Destination Marketsin US$

us Brazil South Africa
0.5 kg Envelope 29.55 39.04 39.04
50 kg Air Box 512.95 703.11 703.33
1000 kg Sea Shipment (per kg) 8.93 11.44 11.44

Source: www.fedex.com (Misited on 12 August 2005)

Telephone Charges
The following are rates of India's cheapest international calling system (MPLS
Technology) using an Internet Service Provider (Voice over Internet Protocol: Vol P).
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Table5: Internet Telephony Chargesfrom Indiato IBSA and Other Countries
Country Rate as US$/minute
Landline Charge Céell Phone Charge

USA 0.04 0.04

UK 0.04 0.19

Singapore 0.06 0.06

Brazil 0.22 0.26

South Africa 0.22 0.26

Source: www.way?2talk.sify.com (Msited on August 18, 2005)

Landline Charges applicable from May 2005

Table 6: Landline Telephone Chargesfrom Indiato Other Countries by
India’sleading service telecom provider

Country Per minute call ratesin US$
US, Canadaand UK 0.16
Europe (other than UK) 0.21
South-east Asia 0.21
Brazil, South Africaand rest of the world 0.26

Source: www.bsnl.in (Misited on July 22, 2005)

Travel Costs (Information from travel agents)
Thefollowing are thefreight rates charged by different airlineswithin IBSA countries.

Table 7: Airfarewithin IBSA Countries (in US$)

Route Maximum Ticket farel Minimum ticket fare| Direct flight
India-South Africa 1111.11 1000 Yes
India-Brazil 2111.11 1888.88 No
IndiaUS 1330.33 1111.11 Yes

Source: Varioustravel agents

2.1.6.2 Sectoral Barriers

Within the manufactured industry, pharmaceutical s and auto-components and ancillaries
occupy avery specia positionin India's export basket to Brazil and South Africa. The
Indian embassi esin both these countries emphasi se on these two sectors. Export Import
Bank of India has aso done a study and its publications has emphasised on the same.

Pharmaceuticals

Theregistration procedurein Brazil isvery cumbersome. It takesalong timeto complete
registration formalities, which makes entry into the Brazilian market very difficult.
Moreover, registration fees for pharmaceutical products have risen significantly.
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According to the International Trade Administration, US Department of Commerce
(DoC), prior to 2002, the price of registering one drug was US$1000 per year. Since
2002, the price hasincreased to US$47058 per drug. The operating charges have risen
from US$138 per year, to US$11765 per year with compulsory annual renewal.

Inspection processes in South Africa are very time consuming. Unless the Inspection
Board clears a drug, its imports are not permitted. The Inspection Board personally
visitsthefacility to certify the same. Unfortunately, the visitsare scheduled every three
yearsand after thevisitin 2003, in which recommendati ons were made, acompany had
to wait until 2006 for the next inspection. The same inspection process applies for
Brazil where after the visit of the representative, it takes less than four months for a
company to comply with the additional requirements. However, the representatives
returns after two years, making the process very cumbersome.

Auto and Auto Ancillaries

Intheauto and auto-ancillaries sector, tyre companieswere particul arly concerned about
NTBs in both South Africa and Brazil. The homologation test of the South African
Bureau of Standards (SABS) and the Brazilian National Institute of Metrology,
Standardisation and Industrial Quality (INMETRO) test, subsequent to receiving the
world’sleading certification Conformité Européene (CE Marking) weretime consuming
and merely cost escalating.

Others

In South Africa, all electronic products require a new certification namely an
Electromagnetic Compatibility (EM C) and Electromagnetic Interference (EMI). Inthe
first year of certification, thistakes six monthsand isvery expensive, sinceinternational
certification agencies like TUV Rheinland Group (TUV) and Société Générale de
Surveillance (SGS) have to be used. “We have approximately 40 products and the
expenditure is approximately Rs 50,000 per product”, said an electronics exporter.®

2.2 Brazil
2.2.1 Trade and | nvestment

2.2.1.1 Current Trade Patterns

Brazil’sforeign trade has been on avery bullish trend for the last few years. Surpluses
have occurred repeatedly since 2001 but the consistent positive tendency cannot,
however, be attributed solely to the deval uation in the year 1999 — highly praised asone
of the main reasons for export success ever since. The fact is that world markets have
been especidly ‘friendly’ to Brazilian products, particularly commodities, and that China
has played an important role in that context. In addition, world economic growth and
consequent demand have also been important in keeping Brazil's external balances
more positive than they would otherwise be.

2.2.1.2 Overall Trade
Graph 1indicatesthe evolution of Brazil’strade balance since 1950. The small balances
of the 50's and 60’'s alongside the deficits of the 70's and the surpluses of the 80's
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Graph 1: Trade Balance - 1950-2004

indicate the period of Brazil’simport substitution policies, punctuated by the oil crises
of the 70's and the need to generate export surplusesto pay the foreign debt in the 80's.
The deficits of the second half of the 90's track broadly with the stabilisation plan
instituted in 1994 and acurrency widely perceived asovervalued for the period. Things
began to change, therefore, asfrom the beginning of the new millennium. The surpluses
since 2003 have been the highest in the country’s history.

The move from a deficit of over US$8bn in 1997 to a surplus of amost US$34bn in
2004 can also be attributed to a significant increase in productivity during the 90's —
particularly in the context of the modernisation that the economy underwent in the period.
Even though Brazil has one of theworld’shighest interest rates, tax burden and logistical
costs, a few industrial sectors have fared extremely well, having reached increases in
productivity to the tune of 115 percent in the decade. In the period between the highest
deficit (1997) and the highest surplus (2004), Brazilian exports grew more than the
world average.

Thedevaluation of both 1999 and 2002 had asignificant restraining effect, particularly
given that overall growth and domestic demand were relatively low at those junctures.
Asaresult of both ‘hick-ups’, private financing dried up while the government started
in 2002 a monetary tightening cycle which would only end by the first semester of
2005. Another drag on growth that should be mentioned is the power shortage and
subsequent rationing that took place in 2001. Imports had significant declines in the
sectors of machinery, electronics, organic chemicalsand autoswhilein plastics, optical/
medical precision instruments, cereals and pharmaceuticals there were increases but
small ones. Import levels were superior to world import levels only in fertilisers — a
crucial input for the agribusiness industry.

Graph 2 gives an indication of the sectoral trade balances for three crucial yearsin
recent Brazilian economic history: 1996, when the country had theworst trade deficitin
itshistory up until then; 2000, when the country had its smallest trade deficit during the
“Stabilisation Era’, already geared to the turn-around that would begin to occur in the
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Graph 2: Trade Sectoral Balances, Brazil 1996, 2000, 2004
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subsequent year; 2004, when the country had its highest ever trade surplus. Graph 2

demonstrates how only afew sectors did not improve their trade positions since 1996.

Also, it becomes clear that there are salient cases — both upwards and downwards. The

following should be noted:

e Of thesectorswith adeficitin 1996, only two—chemicalsand precision instruments
—had worse deficitsin 2004.

e Of the sectors with a deficit in 1996, two — textiles and transport vehicles and
materials (autos and auto ancillaries) — transformed their deficitsinto surpluses by
2004; the automotive sector stands out in this context, having produced a turn-
around of over US$10bn in the period.

e The chemica sector stands out for the worsening of its deficit in the period; the
machinery and equipment sector, the second highest deficit in 2004, at |east appears
to be reacting positively to a more competitive currency, having decreased
significantly its deficit in relative terms over time.

e Theminera sector aso hashad animportant but decreasing deficit over time, mostly
due to fuel imports; the sector actually has had a surplus over the period (almost
US$5bn in 2004).

e Theagribusiness sector isby far the most competitive, withasignificantincreasein
surpluses over the period.

e |naddition to agribusiness, transport material and equipment, leather, wood, pulp
of wood and paper, and shoes, have had increasing surpluses as well.

Closeto 50 percent of all Brazilian trade flowsarewith the US and the EU. MERCOSUR
accounts for 10 percent, the rest of Latin America for another 9 percent, Asiafor 17
percent and Africafor amere 7 percent of the total flows. The distance between the
major trading partners and the second-placed ones— Argentinaand China—to Brazil's
IBSA partnersis significant. While Brazil’'s exports to Argentinawere almost 3 times
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Graph 3: Brazilian Exports in US$, 2003-2004
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smaller than the US, they were 11 times and 7 times bigger than the value to Indiaand
to South Africa, respectively, in 2004.

2.2.2 I1BSA Intra-block Trade

Brazl-India Trade

Trade with Indiaincreased from US$484mn in 1999 to alittle over US$1.2bn in 2004
—an increase of close to 150 percent in the period and growing. The values are, of
coursg, relatively small, accounting for only 0.76 percent of Brazil’soverall trade flow.
Thebilateral trade, unlike the patternsfor most bilateral trades and for the overall trade
balancewith theworld over time, hasbeenfairly erratic sincethe mid-90'swith surpluses
and deficits alternating from year to year — a reflection perhaps of the importance of
particular products in particular years or of oscillating regulatory, logistical or market
conditionsimpinging upon that trade. Thus, the bilateral trade does not point to Brazilian

Graph 4: Brazil-India, Trade Balance and Flow, 1985-2004
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deficitsduring the pre-deval uation stabilisation period (1994-1999) and Brazilian surplus
increases ever since asin most other bilateral trades. In fact, it wasin 2001 that Brazil
had its worst historical deficit with India, to the tune of almost US$260mn.

Since 1985, manufactured and semi-manufactured goods were predominant exportsto
India, having peaked significantly in 1994. In 2002, however, primary products took
over thelead but only for sometime as semi-manufactures and manufactures came back
and restored their predominance.

Four main export items from Brazil to India accounted for roughly 70 percent of the
total inthefirst semester of 2005: raw sugar cane, crude soyabean ail, ethyl alcohol and
crude petroleum oils. Theseitems have been the biggest growth itemsin Brazil’sexports
to India with raw sugar cane reaching more than 560 percent and ethyl acohol more
than 460 percent growth in the first semester of 2005.

Graph &: Brazillan Exports to India, 1985-2004
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In 2004, 84 percent of Brazil’'s exports to India were manufactures (40 percent) and
semi-manufactures (44 percent). In relative terms, Brazil sells more primary products
to India(16 percent) thantothe US (8 percent). Total Indian exportsto Brazil accounted
for 0.54 percent of al Brazilian imports and 0.43 percent of total Indian exports.
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Table 8: Indian Exportsto Brazil, Participation and Representativeness
Sectors USS$ (Thousands) PI RI
Total 272188 0.54 0.43
Organic Chemicals 67607 2.10 242
Pharmaceuticals 38609 249 241
Other Chemicals 25283 240 4.45
Fuels 22501 0.28 0.61
Machinery 13091 0.16 0.53
Artificial Filaments 12502 2.56 1.46
Extracts 11956 2.58 1.79
Vehicles 8465 0.32 0.49
Rubber 6967 0.70 1.06
Apparel, Not Knitted or Crocheted 4872 7.53 0.14
Precision, Medical, Surgical instruments 4226 0.23 9.16
Glasses 4082 1.84 1.97
Oilsand Perfumery 3771 1.93 1.20
Tools 3607 1.88 1.23
Lac and gums 2799 6.43 117
Cotton 2509 1.59 0.10
Iron and Steel 2135 0.53 0.08
Oleaginous 1682 0.60 0.38
Clothing articles 1503 8.61 0.09
Vegetable oils 1137 0.70 0.54
Vegetablefibers 1081 9.99 0.81
Rugs and Carpets 1027 7.86 0.14
Source: International Trade Centre (ITC) Comtrade, 2005

Sectors such as organic chemicals, pharmaceuticals, other chemicals, artificial filaments,
extracts, rubber, glasses, perfumery, tools, gums, vegetable oils, vegetablefibers, special
fabrics are considered the ‘bilateral champions' in Indian exports to Brazil. In other
words, they are Indian exportsthat areimportant both for Brazil asan origin of imports
aswell asfor Indiaas adestination of exportsin those sectors.
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Graph 6: Indian Exports to Brazil - Sectors Participation and Representativeness
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Thetendency, however, isnot for all sectorsto bethat way. Some are moreimportant as
Brazilian imports than as Indian exports. For example, sectors such as apparel, not
knitted or crocheted, are very important asaBrazilian import item but of littlerelevance
asan Indian export. For these sectors, Brazil has I ndiaasanimportant source of imports
but for India, in these sectors, Brazil is not an important client relative to al its other
clientsin the world.

Table 9: Indian Exportsto Brazil, Dynamism 1999-2003
Products Value Variation DI
USS$ (Thousand) %
All 272188 24
Glasses 4082 62 2.6
Artificial Filaments 12502 53 2.2
Precision, Medical, Surgical 4226 40 17
Steel articles 1422 40 17
Pharmaceuticals 38609 33 14
Rubber 6967 21 0.9
Machinery 13091 17 0.7
Source: ITC, Comtrade, 2005

Variation refers to growth in percent of exports from Indiato Brazil in the 1999/2003
period.
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Table 10: Brazilian Exportsto India, Participation and Representativeness
Sectors US$ (Thousands) PI RI
Todos 553.131 0,72 0,76
Organic Chemicals 32.436 1,05 2,49
Fuels 25.717 0,11 0,68
Machinery 25.237 0,37 0,45
Vehicles 19.023 341 0,31
Electro-electronics 14.458 0,22 0,45
Vegetable Oils 12.469 0,49 0,93
Minerals 8.964 1,79 0,25
Iron & Steel 7.937 0,45 0,17
Rubber 7.263 1,50 0,76
Soil and Non-Metallic Minerals 7.221 1,82 1,77
Sugar and Confectionary 5.494 17,56 0,24
Precision, Medical, Surgical 4.243 0,28 1,21
Beverages 3.909 13,20 1,91
Precious Stones and Metals 3.742 0,03 0,67
Silk 3.696 1,47 11,69
Perfumery and Oils 2.014 2,06 0,73
Iron and Steel Articles 1.419 0,22 0,20
Cotton 1.017 0,21 0,19

Graph 7: Brazilian Exports to India, Participation and Representativeness, 1999-2003
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Sectors such as organic chemical's, rubber, non-metal soil and minerals, beverages and
silk are considered the “bilateral champions’ in Brazilian exports to India. They are
Brazilian exportsthat areimportant both for Indiaas an origin of importsaswell asfor
Brazil as adestination of exportsin those sectors.
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Table 11: Brazilian Exportsto India, Dynamism 1999-2003
Products Value Variation DI
USS$ (Thousand) %
All 553,131 25
Organic Chemicals 32,436 42 17
Machinery 25,237 12 0.5
Vehicles 19,023 18 0.7
Electro-electronics 14,458 58 23
Vegetable Oils 12,469 4 0.2
Iron and Steel 7,937 -2 -0.1
Rubber 7,263 33 13
Precision, Medical and Surgical 4,243 24 1.0
Metals and Precious Stones 3,742 14 0.6
Silk 3,696 12 0.5
Perfumery 2,014 56 2.2
Source: ITC, Comtrade, 2005

Variation refers to growth in percent of exports from Brazil to Indiain the 1999/2003
period.

Brazl-South Africa Trade

Brazil’s trade with South Africa increased significantly in the period following the
devaluation of the Real —almost 220 percent, from around US$410mn to US$1.3bnin
the 1999-2004 period. As compared with India, the trade flow with South Africawas
slightly larger in 2004 (around US$100mn) but 80 percent of that flow isaccounted for
by Brazilian exports. Brazil has had a high and growing surplus with South Africa:
almost US$770mn, as compared to a surplus of US$95mn with India. The pattern of
trade, unlike India, does correlate highly with the main phases of recent economic history
—the pre-deval uation stabilisation (1994-1999) and the post-deval uation periods (1999-
present) —with Brazilian deficits during the former and surpluses during the | atter.

Graph 8: Brazil-South Africa, Trade Balance and
Flow, 1985-2004
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Unlike India that has had times when it imported mostly semi-manufactured goods or
primary goods, trade with South Africa has been characterised by a predominance of
manufactured exports (amost 75 percent of the total in 2004) for the full course of the
bilateral trade'shistory. Exportshave amuch lesser sectoral concentration with theten top
products being responsiblefor only 37 percent of thetota half of theten main export items
areautomotivein nature, accounting for 18 percent of total exports. Overdl, theautomotive
sector accounted for amost 30 percent of all Brazilian exportsto South Africain 2004.

Graph 9: Brazilian Exports to South Africa, 1985-2004

Millizn

In 2004, 22 percent of all exports were primary products, 4.85 percent were semi-
manufactures, and 73 percent were manufactures. South Africa is a more important
destination for Brazilian primary productsthan both Indiaand the USwhileit rivalsthe
USand isamost twice asimportant as India as a destination for manufactures.

Table 12: S. African Exportsto Brazil, Participation and Representativeness
Sectors USS$ (Thousands) PI RI
Total 177,063 0.35 0.56
Iron and Steel 29,395 7.35 0.77
Aluminum 15,608 4.34 151
Organic Chemicals 13,133 0.41 2.58
Minerals 7,525 2.29 0.62
Fertilizers 5,854 0.31 4.03
Paper 5,145 1.15 1.08
Tools 2,322 121 2.20
Other Metals 1,472 1.86 3.24
Impregnated Fabrics 1,349 1.19 64.48
Railway Material 1,075 241 0.71
Source: International Trade Centre (ITC) Contrade, 2005
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Graph 10: South African Sectoral Exports to Brazil, Participation and
Representativeness, 1999-2003
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Sectors such asiron and steel, aluminium, organic chemicals, minerals, paper, tools, other
metd's, impregnated fabricsand railway material are considered the ‘ bilateral champions
in South African exportsto Brazil. They are South African exportsthat areimportant both
for Brazil asan origin of imports aswell asfor South Africaas adestination of exportsin
those sectors. In contrast to Indian exports to Brazil, South African exports to Brazil in
almogt all sectors (9 out of 10) are *mutually important’ in the bilateral trade.

There are, of course, differences as to which sectoral South African exports to Brazil
are more or less important to each side of the bilateral trade. Thus, iron and steel,
aluminium, minerals, paper and railway material, are sectorswhere South African exports
aremoreimportant as Brazilian importsthan as South African exportsper se. Conversely,
the sectors of organic chemicals, fertilisers, tools, other metalsand impregnated fabrics
are more important as South African exports than as Brazilian imports.

Table 13: South African Exportsto Brazil, Dynamism 1999-2003
Products Value Variation DI
USS$ (Thousand) %

Total 177.063 -8

Iron and Steel 29.395 -2 -0.3
Aluminum 15.608 -2 -0.3
Organic Chemicals 13.133 28 35
Minerals 7.525 -2 -0.3
Fertilizers 5.854 -3 -0.4
Tools 2.322 -12 -15
Other Metals 1.472 62 7.8
Impregnated Fabrics 1.349 -6 -0.8
Railway Material 1.075 -9 -1.1
Source: ITC, Comtrade, 2005
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Variation refersto growth in percent of exportsfrom South Africato Brazil inthe 1999/

2003 period.
Table 14: Brazilian Exportsto South Africa,
Participation and Representativeness

Sectors USS$ (Thousands) PI RI

All 733,146 212 1.00
Vehicles 221,332 8.60 3.66
Meat 52,043 43.43 143
Vegetable Oils 50,977 19.30 3.81
Tabacco 30,408 36.11 2.79
Minera 25,958 13.87 0.71
Glasses 22,911 16.67 9.08
Plastics 20,885 2.40 1.78
Leathersand Skins 19,607 20.25 1.85
Paper 15,631 34.03 1.44
Ceramics 14,919 711 4,13
Iron and Steel 9,598 2.92 0.20
Aluminum 9,526 9.71 0.63
Paper Pulp 7,811 25.04 0.45
Wood and wooden works 6,647 3.63 0.32
Shoes 5,911 217 0.36
Stoneworks 4,267 4.62 0.94
Foods 1,896 2.06 19.26
Sugar and Confitery 1,786 3.92 0.08
Specia Fabrics 1,738 4.65 224
Tools 1,216 6.23 0.51
Chocolates 1,009 2.20 0.31

Graph 11: Brazilian Sectoral Exports to South Africa, Participation and
Representativeness, 1999-2003
-
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Sectors such as glasses, vegetable oils, tobacco, paper pulp, vehicles and ceramics are
considered the ‘hilateral champions' in Brazilian exports to South Africa. They are
important both for South Africa as an origin of imports as well as for Brazil as a
destination of exportsin those sectors.

There are, again, differences asto which sectoral Brazilian exportsto South Africaare
more or lessimportant to each side of the bilateral trade. Thus, with the exception of the
food sector, for al other sectors with more than US$1mn in annual exports to South
Africa, Brazilian exports are moreimportant as South African importsthan asBrazilian
exports per se. Brazil, therefore, seems to be an important supplier for South Africa,
relative to other world suppliers, in the sectors where it exports more than US$1mn
while South Africaisarelatively lessimportant buyer for Brazilian exports than other
world buyers.

Table 15: Brazilian Exportsto South Africa, Dynamism 1999-2003
Products Value Variation ]|
US$ Thousand %

All 733,146 10

Vehicles 221,332 11 11
Meat 52,043 26 2.6
Vegetable Oils 50,977 18 1.8
Plastics 20,885 10 1.0
Iron and Steel 9,598 10 1.0
Wood and wood works 6,647 10 10
Stonework 4,267 11 11
Chocolates 1,009 18 1.8
Source: ITC, Comtrade, 2005

Variation refersto growth in percent of exportsfrom South Africato Brazil inthe 1999/
2003 period.

2.2.31BSA and FDI

Alongside trade, investment constitutes a crucial aspect of global economic relations
and could not be absent from an IBSA purview. In anideal world, agreements such as
the ones pursued by IBSA partners should result not only in increased exports and
imports but also in greater and better investment flows across the three countries. In
fact, trade is nothing but an important element in the broad spectrum of investment
relations: ‘good’ trade should facilitate investment by permitting investors to invest,
produce and sell products and services where they have a competitive edge and in the
most efficient way possible. IBSA’s success should clearly be measured against the
effect it may have on spurring greenfield and other investments where that has only
occurred sparsely for anumber of reasons.
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The case of intra-IBSA investment is indeed incipient. It is, therefore, interesting to
probeintowhether the reasonsfor such astate of affairshaveto do mostly with distances,
culture or the policies of major multinationals, or whether there are ‘indigenous’ reasons
that scare away investment or at least do not contribute to attracting it. The table below
elaborated by the WB gives a good idea of some comparative elements relating to the
investment climate in the three IBSA countries.

Table 16: Business Environment I ndicators, 2004
Indicators Brazil | India | South Africa | OECD Average
Starting a Business
Number of procedures 17 1 9 6
Time (days) 152 89 38 25
Cost (% of income per capita) 11.7 | 495 9.1 8.0
Min. capital (% of income per 0.0 0.0 0.0 4.1
capita)
Hiring and Firing Workers
Difficulty of Hiring Index 67 33 56 26.2
Rigidity to hours Index 80 20 40 50.0
Difficulty to Firing Index 70 0 60 26.8
Employment Rigidity Index 72 48 52 344
Firing Costs (weeks of wages) 165 79 38 40.4
Source: The World Bank, 2005

The challenges of launching abusinessin IBSA countries are apparent from the table,
albeit to different degrees across countries. In al but three of the indices listed in the
table does at least one IBSA country fare better than their Organisation for Economic
Cooperation and Development (OECD) counterparts. The best result in that context
relates to the requirement for a minimum deposit to obtain a business registration,
something whichisat 44.1 percent of gross national income (GNI) in OECD countries
but does not even exist in their IBSA counterparts. OECD countries have a higher
rigidity in their regulations on working hours than India and South Africawhile firing
costs tend to be higher in the OECD than in South Africa.

For all other business environment indicators, IBSA countries fare significantly worse
than the OECD. Of nine indicators listed in the table, Brazil has the worst numbersin
six of them, while South Africahasthe best numbersin six indicators. The most striking
numbers arethe 152 days on averageto start abusiness and the 165 days of wageswhen
firing employees that entrepreneurs may expect to go through in Brazil. In India, the
high number relates to the difficulty to dismiss a redundant worker, which stands at 90
(asopposed to 26.8in OECD countries). Ascan be seen, even though the three countries
candiffer on specificindicatorsandindices, theoveral pictureisnot quitean “investment-
friendly” onefor the IBSA “region”. Animportant corollary isthat for IBSA countries
that are relative “newcomers’ in the FDI universe and do not have the same capacity
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and structure to back their investments as OECD countries do, the IBSA business
environment makesit all the more difficult for “intra-zone” investment to occur.

Accordingto Brazil’s Central Bank, direct investment undertaken by Brazilians overseas
totaled US$44.7bn in 2003, of which 13 percent referred to portfolio investment. There
have been no recordings of Brazilian investments in either India or South Africa, the
last entry referring to a value of US$8mn in South Africa in 2001. The table below
demonstrates the importance of tax havens such as the Cayman and Virgin Islands or
the Bahamas as destinations to Brazilian investments, most of which ultimately find
their way back to the country via new investment opportunities.

Table 17: Brazilian Investment Overseas- US$ Million

Country of Destination 2001 2003
Cayman/Virgin/Bahamas 27,053 28,770
MERCOSUR 4.874 4,359
United States 1.401 2.100
Spain 1.657 1.775
South Africa 8 -
India -
Total 42.584 44.769
Source: Central Bank of Brazil, 2005

Brazil’'s investments in IBSA partners relate primarily to South Africa and with a
particular focus on the transport and mining sectors. In some cases, investmentsreflect
strong rel ati ons between Brazilian and South African firms, whether local or multinational.
Oneexampleof aBrazilian Greenfield investment isthe bus manufacturer Marcopol o that
has established a factory in South Africaand produces 700 units per year — the highest
level of busproductionin Africaasawhole. A general tendency for Brazilian investments
in South Africaand vice-versaisfor investorsto resort to local funding.

In the financial markets, there is a general lack of knowledge regarding investment
opportunities so that short-term investments also tend to go by the wayside in Brazil-
South African relations. The lack of market information accounts for the amost non-
existent presence of Brazilian financial institutionsin South Africa, including investors
in the Johannesburg stock market.

There are both structural and localised problems that undermine investor appetite in
South Africa. The lack of information and knowledge, the lack of confidence in the
market, the lack of appreciation for business opportunities, have been identified asthe
reasonsfor nointerest onthe part of Brazilian investorsin South Africa. More specificaly,
there is a perceived lack of information on joint ventures and the participation of the
Statein strategic projectsin energy, transports and telecommunications. Trade relations
between these two nations have al so been hampered dueto great bureaucratic difficulties,
too many proceduresto start abusiness, rigidity regarding labour relationsand acomplex
tax regime as notorious barriers to business devel opment in South Africa.
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Asto India, there are no recorded relevant Brazilian direct investments. Entry costs,
insecure procedures, excessive bureaucracy and lack of regulatory transparency arethe
major obstacles for doing businesswith India. Lack of copyright and other intellectual
property protectionin Indiahas also acted asamajor disincentiveto investment. Brazil
has been amajor recipient of FDI, having been second only to Chinain the developing
world. Indiaand South Africa have not, of course, been amongst the biggest investors
in Brazil —atrend which obtainsthe world over asmost of the FDI that actually seesthe
light of day is by and among OECD countries.

Table 18: FDI Champions, 2003

Ranking Value (US$ bn)
1-L uxembourg 87
2-China 53
3-France 47
4-United States 30
5-Belgium 29
6-Spain 26
7-lreland 25
8-The Netherlands 20
9-ltaly 16
10-United Kingdom 14
16-Brazil 12
Source: UNCTAD, World Investment Report, 2004

According to the Central Bank of Brazil, the FDI stock from Indiaand South Africahas
increased significantly in the 1995-2000 period, atrend which has continued ever since.
As the table below indicates, India has a stock almost twice as big as South Africa,
having gonefrom 0in 1995 to US$45.9mn in 2000, and its FDI flows have been growing
consistently inthe years 2000 — from an annual flow of US$3.38mn to US$14.14mn or
an increase of almost 320 percent in annua values. With that increase, India's FDI
stock in Brazil isreaching over US$70mn. South Africa’'s FDI stock in Brazil has also
grown remarkably, from US$2.07mn to US$26.1mn or an increase of almost 1,200
percent in the 1995-2000 period. Itsflows peaked at US$8.27mn in 2003 and declined
last year to US$3.59mn, still contributing another US$22mn to the country’s FDI stock
(almost doubling it in four years). While most of the South African investment relates
to mining, the most important sector for Indian FDI in Brazil is pharmaceutical.
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Table 19: FDI in Brazil - US$ Million
Origin India South Africa Total
Stock
1995 0 2.07 41,695
2000 459 26.1 103,014
Flows
2001 3.38 571 21,041
2002 4 5.57 18,778
2003 7.43 8.27 12,902
2004 14.14 3.59 20,265
Source: Central Bank of Brazl, FIRCE, Foreign Capital Flows, 2005

2.2.4 Future Business Plans: Where do India and South Africa Factor in?

There aready exist common projects in the areas of environment and biotechnology
applied to mining, as exemplified by the gold purification and environmental
sustainability processes. Ethanol is also the object of study in both markets. Future
partnershipsin the pharmaceutical sector with aview to producing medicine in Brazil
with Indian raw materialsaswell asjoint production of drugsintensivein natural products
original to Brazil are entirely possible.

Market conditions—as opposed to government policiesor bureaucratic barriers—act as
deterrentsfor trade and investment with IBSA countries. In South Africa, for example,
ready-to-drink juices are the object of much competition with the presence of many
local and imported brands, making it difficult for companies from Brazil that have to
face transport and other coststo enter the market successfully.

In India, the main problem isthe relatively low cost of living and the rupee’s effective
purchasing power, which make certain products expensive and thus restricted to asmall
share of the population. In both cases, acrucia matter isto find alocal partner that has
both thefinancial capacity and the distribution channels necessary to allow areasonable
coverage of the market.

2.2.5 The Multinational Perspective

Another aspect to be considered when addressing IBSA trade and investment is the
place of MNCs in that context. In Brazil, MNCs play a crucial role in the economy,
contributing significantly to growth and job creation. MNCs often effectively become
technological hubswithin economies, bringing to national marketstechnological state-
of-the-art developments and management techniques. MNCs often invest in countries
like Brazil with aview to focusing on exports, thus contributing also significantly tothe
expansion of export platformsin emerging markets. Much of the successin that context
will have to do therefore with the overall policy environment - particularly insofar as
the trade and investment divide is concerned — that host countries manage to muster.
Large emerging countries like Brazil and Indiatend to be favoured by investment even
inthe absence of aclear, transparent, open market, and an investment-friendly regulatory

¥
E:EEE:‘§ Exploring the IBSA Initiative ¢ 35



regime. Thisis, however, bound to continueto change so that even largeinternal market
countries may need to worry alittle more about attracting investment.

MNCsareleadersin thefollowing sectors. automobiles and auto ancillaries, chemicals
(especially pharmaceuticals), agro-based products (fruit juices, soya etc.), machinery
(capital goods and electronics) and metal s. I n sectors such as automotive or electronics,
foreign firmsvirtually dominate the whole national market.

It is also widely known that the organisational philosophy and structure of MNCsis
fully different than local firms. Decision-making, particularly, is normally undertaken
at headquarters, by executivesor boardsthat are not located in host countries. Subsidiaries
and affiliates, therefore, tend to have only limited autonomy to decide and act, in most
cases having to accede to recommendations or outright instructionsfrom overseas. Market
segmentation of the global market istherefore undertaken at headquartersand not locally.
This, asmany mentioned, is particularly relevant for IBSA countries since they tend to
host many of the same MNCsin avariety of sectors.

An initiative such as IBSA however, must at some point focus on multinational
investment. All three countries at some level compete for FDI from the same sources
and the same MNCs al so compete among themselvesfor attractive investment regimes
across countries such asthethree IBSA members. Infact, ahigh-level dialogue amongst
MNCs and the three governments might not be a bad idea since only then might one be
ableto ascertain whether IBSA as an initiative might have afavourableimpact on FDI
—particularly in industries that operate in some or al of the IBSA countries.

2.2.6 Awareness and Attitude towards Government’s Trade Promotion Policies
Trade policy as such has gone through a major qualitative change during the 90's in
Brazil. Up until then, much of the trade regime was centralised in a single agency, the
Carteira de Comércio Exterior (CACEX), which was responsible for all aspects of
trade policy, including trade operations, remedies, promotion and negotiations. CACEX's
existence tracked broadly with the most intensive period of import substitutionin Brazil
(post-WWII until the end of the 1980s) that made it easier for a country the size of
Brazil to have it all centralised in one place. Import substitution required mostly the
administration of trade and not much elaboration or effective policymaking took place:
itwasthe‘reign’ of CACEX and the centralised trade regime. Import substitution dictated
the maintenance of ahigh tariff barrier a ongside the subsidisation of ‘infant industries’
or industriesthat for one reason or ancther, including political influence, would manage
to be favoured by the visible hand of government.

Thingswould begin to change during the 1990’ swhen the Brazilian economy underwent
a couple of major liberalisation bouts and Brazil's approach to the world began to
incorporate a much more sophisticated trade and integration strategy. MERCOSUR
would be created in 1991 and the government would decentralise its trade apparatus,
something that would be deepened with the advent of the Free Trade Area of the Americas
(FTAA) negotiations and the inauguration of President Fernando Henrique Cardoso in
1995. MERCOSUR, the FTAA negotiations and the implementation of the WTO
Agreementswould prove enough for the system to continueitsreform during the second
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half of the 90's. Trade promotion would be one of the most important by-products,
including the creation of a specialised agency fully devoted to the matter — APEX.

Although it isvery common for the private sector to complain about the lack of aclear,
transparent and forward-looking trade policy on the part of the government, it is
undeniable that a few important measures regarding Brazil’'s trade and trade regime
have been put into practicein thelast few years such asthe* Export Promotion Programme
— PROEX” (made famous by the Embraer case against Bombardier of Canada), the
elimination of value-added tax (VAT) on exports of semi-manufacturesand acontinuous
revamping and overhauling of the trade regime alongside capacitation and awareness
programmesvis-a-visthe private sector. Today the dissemination of trade“intelligence’
is perhaps the best it has ever been, particularly in relation to the small and medium
newcomersinto the trade scene who have only now understood the strategic importance
of foreign trade for their own sustainability in the market.

Most of the current complaints from the private sector regarding the government’s
trade policy focus on lack of afew important elements: information, transparency in
policy, consultationswith thoseinterested (the private sector itself) and, finally, aclear
strategic planning regarding measurestaken or even the negotiations of trade agreements.
Trade policy isstill perceived as excessively random given its overall importance for
the national economy.

2.2.7 Awareness of the IBSA Initiative

It makes sensethat the Brazilian, Indian and South African governments seek toimprove
their commercial relations. IBSA could be an important vehicle in that respect but one
is not yet too certain whether the initiative could be as fruitful on promoting trilateral
trade as it obviously can in bringing the three countries together on strategic issuesin
the international arena. The most strategic “game in town” in that context isthe WTO
Dohanegotiationsand there the three countries have indeed moved some distancetoward
common positions and an impressive leadership role, particularly in the agricultural
negotiationswith the creation of the G 20. One of IBSA'simplicit challenges, therefore,
is to prove to the world that cooperation and coordination can effectively extend to
trade and investment among themselves, and not just in respect of therest of theworld.

In agriculture, thethree countriestend to haveimportant export interests, as exemplified
by meat products, soya, sugar, coffee and cotton in the case of Brazil, cotton, sugar and
cerealsinthe case of Indiaand sugar and oilsfor South Africa. Yet, the mix of offensive
and defensiveinterests acrossthe three countriesis more complex thanisusually assumed
and continues to be tested in the Doha negotiations.

Inindustrial products, or the NAMA negotiations under the WTO Doha Round, there
have been important coordinated stepstaken, aswas the case with the Argentina, Brazil
and India (ABI) tariff-reduction formulawhere Brazil and India, alongside Argentina,
presented a joint proposal on a non-linear approach that takes into account average
bound tariffsand links related coefficientsto the overall level of ambition in the Round
—in other words, to real movement in agriculture. This has been a major cooperative
effort on the part of two IBSA countriesthat differ considerably asto their tariff structure,
levels of bindings, number of bindings, etc.
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On trilateral trade, however, very little has effectively taken place. Since December
2004 and with thefinal Ministerial signing in March, the MERCOSUR-India PTA has
been concluded — abeit still in the ratification process in both parliaments. Also in
December MERCOSUR and South Africaconcluded aPTA. In both cases, the level of
ambition was relatively low given that the agreements aim solely at the exchange of
tariff preferencesfor avery limited number of items: 450 in the case of MERCOSUR-
India, around 1,000 in the case of MERCOSUR-South Africa. Yet, there has been
renewed talk regarding the deepening of the current understandingswith aview to shifting
the focus to the conformation of afreetrade areain both cases.

There is very little awareness of the IBSA initiative in Brazil. When entrepreneurs
know about it, they often confuse it with the MERCOSUR+1 agreements with the two
IBSA partners, asif MERCOSUR and IBSA werein effect but oneinitiative. It should
be noted that the private sector, for the most part, does not feel asif they were properly
consulted regarding the MERCOSUR agreements and now seewith great suspicion any
related initiative — as IBSA is at best perceived. In the case of India, particularly, an
automatic correlation is often made with China, both countriesbeing perceived ashighly
efficient competitors in world markets and, therefore, an extremely powerful force to
contend with in the national market — particularly inthe context of any further preferentia
openingsviaMERCOSUR or IBSA itself.

One could certainly generalise onthe basisof theinterviewsaswell asthe mediacoverage
and just plain hearsay that the current perception in Brazil regarding IBSA and trade
with countriesthat, like Brazil, have only recently comeout of import substitution policies
and currently compete for access to the world's most important markets (US, EU,
especially), issomething to be monitored and studied but not yet necessarily “promoted”,
“deepened” or “facilitated”. The fact isthat IBSA partners tend to be competitors and
not clientsin relation to each other. Thereal clientssit in the Northern Hemisphere still
and the private sector is particularly sensitive to bouts of diplomatic enthusiasm that
may result in fiercer adjustment costs than they already have to withstand routinely in
their own market due to “self-imposed” bureaucratic, regulatory, tax and logistical
deficiencies.

2.2.8 Expectationsfrom IBSA I nitiative

Thereisavisible preference for further degpening of the commercial relationship with
South Africaas opposed to India. Only two pharmaceutical firms expressed an interest
in tariff reduction exercises between Brazil and India. Six firms, including onein the
mechanics sector, went asfar asto characterise trade with Indiaashighly risky by virtue
of perceived triangulation possibilities and dumping practices — particularly given an
equally powerful perception that India may be much more lax in the application and
enforcement of minimal labour and environmental standards—something whichiswidey
regarded as an unfair competitive edge for Indian productsin the Brazilian markets.

Twenty percent of those interviewed were in favour of moving forward toward freer
trade with South Africa as long as it is on the basis of clear trade rules that avoid
triangulation. Another 20 percent also mentioned the WTO negotiations, particularly
with respect to traderules, asapriority, including for coordination among IBSA countries.
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Around 70 percent of thoseinterviewed mentioned the United Statesand Latin America
aspriority markets, pointing to the physical proximity, the competitiveness of the nationa
products vis-a-vis those markets and relevant operational facilities. Half of the firms
interviewed mentioned explicitly the MERCOSUR-Andean Community agreement as
apact that needsto be degpened™® while alittle over onethird of the firms made references
to the need to seek an agreement with the US and the countries of Central Americaand
the Caribbean. Around 20 percent of thoseinterviewed arein favour of aM ERCOSUR-
EU agreement.

Regarding IBSA specifically, around one third of the firms mentioned that alowering
of South African tariffswould by itself beagood deal. Overall, only 10 percent werein
favour of the government’s IBSA push. Even then, the emphasis of this 10 percent of
the sample seemsto be on the val ue of cooperating and forging allianceswith important
countries such as Indiaand South Africaas an instrument to gain market access around
the world —and not just in IBSA countries themselves.

Competition in the American and European markets' tendsto beintense ascompetitors
often have access to better technology, easier financing conditions, and lesser
administrative, tax and logistical burdens. IBSA can bevery interesting in that context,
particularly if and whenit becomesapriority for federationsand chambers of commerce
in thethree countries.

The existing dichotomy between geopolitical versus trade objectives is becoming a
serious national issue in Brazil. The private sector objects intensely to commercial
agreementsthat do not generate commerce or, worse yet, that may produce an unbal anced
quid-pro-quo between increased competition in the national market and increased access
to international markets.

2.2.9 Barriersand Key Concerns

Trade with Indiaand South Africaisfirst and foremost perceived as achallenge—and
not one against the background of good commercial opportunities. The barriers, the
difficultiesand the obstaclesto trade with IBSA partnerswere mentioned asif tojustify
the generalised lack of knowledge, interest or both in the initiative.

2.2.9.a Government Strategies

It was clearly demonstrated that the private sector is sensitive to government initiatives
where trade and investment are just a part of a much broader foreign policy strategy.
IBSA looms large in that horizon, asit is perceived as a crucial element in the current
government’s strategy to forge political alliances with major developing and emerging
countries.

For many entrepreneurs, thereisalack of clarity of purposeinthe government’sapproach
to trade agreements. For the private sector, trade agreements are supposed to achieve
greater access to markets of interest alongside a friendly and secure environment for
investments. Any other element may be perceived as secondary or plain irrelevant as
may be the case with the distant universe of geopalitical strategies.
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Inthe case of small and medium enterprises, the high priority continuesto betheinternal
market and, at most, the closest external market. Thus, one can hardly imagine that
entrepreneurs that can be successful in South America will be much concerned with
expanding to Indiaor South Africaunlessthere is an effective momentary opportunity
or it fits somehow in the medium to long term plans of the firm (such as seemsto bethe
case with the pharmaceutical sector). A firm that has supplied services in Indiain the
metals sector admitted that it only took on the job because, in addition to the financial
interest, therewerenotravelling or marketing costsinvolved (particul arity to someservices).

Inthe case of large enterprises, trade and investment decisions may be directed towards
servicing certain specific markets, including viaproduction facilitiespresent inaforeign,
and not the Brazilian, market. Larger firmsmay also decide on the basis of horizontal or
vertical strategies that may be influenced by factors such as the easiness of sub-
contracting, supplying and assembling or the need to avoid competition in certain
segments or sectors. Much of the decision-making may actually be influenced by the
overall approach adopted right at the top of the firm — often in the case of larger,
multinational firmsat theinternational headquarters. Trading with Indiaor South Africa,
for example, may not be in the plans of a multinational firm that, albeit present in
Brazil, hasasa“global” strategy buying from Asian sourcesfor itssubsidiariesin India
or South Africa

On what should be done to improve trade and investment amongst IBSA countries, a
preferential agreement was identified as an important objective so as to achieve the
reduction of tariffsin India and/or South Africa (firmsin the textile, pharmaceuticals,
juice and cosmetics segments).

2.2.9.b “Brazl Cost”

Theterm “Brazil Cost” has been avery common expression used in Brazil to refer to a
host of doing-business, making-investments obstacles of an indigenous nature such as:
logistics, transport, communications, energy, tax policy, labour and socia cost, etc. Itis
widely recognised that abig part of the problem with exporting or investing overseasis
internal since firms cannot become sufficiently competitive in the presence of so many
“additional” coststo their production and distribution as those present in the Brazilian
market itself.

Thirty percent of the interviewees were of the view that the current exchange rate is
enough to prevent them from considering any foraysinto Indian or South African markets.
Some others considered logistical costs to be prohibitive while 50 percent of those
interviewed mentioned al so the Brazilian tax burden as a major deterrent for trade and
investment with India and/or South Africa. There is also a general perception that
competition with Indian or South African products may be “uneven” as the costsin
India and South Africa may be much lesser than is the case in Brazil, including, for
example, accessto trade and investment financing.

2.3.9.c Tariffs
Highimport tariffswere mentioned by 15 percent of thoseinterviewed asmajor barriers
to increased economic relations with Indiaand South Africa. This may be agood sign
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since| BSA and the MERCOSUR+1agreements may indeed address such barriersthrough
systematic tariff-reduction negotiations. If tariffsare perceived as obstaclesto increased
trade, then trade may indeed be generated if IBSA-related agreements do achieve a
major reduction in their levels.

The table below illustrates the case of South Africa

Table 20: South African Tariffs
Sectors Code South African rates
Food, prepared, bovine meat 1601 40%
Pharmaceuticals 3004 Free
L eather, leather products 4202 30%
Textile, cotton 5208 22% / 27% » 100cents per kg
Apparel - underwear 6108 40 % 54% » 5810 cents per kg
Shoes 6404 30% 500 cents per pair
Steel —rolling bridges 7308 15%
Machinery, eletrical transformers 8504 10%
Transport, cars, other vehicles 8703 20% to 43,5%
Wooden furniture 9403 20%

2.2.9.d Culture

Cultura differencewas also identified as an important el ement when considering trade
and investment with Indiaand South Africa. In relation to South Africa, 15 percent of the
firms admit to difficulties relating to culture but ancther 20 percent said that they operate
very effectively inthe South African market, that South Africanfirmsarevery professional,
that banking services are more than satisfactory and that they never had problems that
could be somehow attributed to cultural differences between Brazil and South Africa

Asto India, 80 percent of the firms did indeed mention culture as a potential obstacle,
pointing to the following elements, among others:

o styledifferences;

little familiarity with Indian customs;

lack of affinitiesthat may help in signaling business possibilities;

lack of knowledge regarding proximity and intimacy; and

general lack of trust and avery high degree of ignorance regarding Indian culture
asawhole.

2.29.eFreight

Freight conditions were also pointed out as a major deterrent for trade with India and
South Africa. Freight costs are allegedly high for primarily two major reasons. Firstly,
thereis no regular traffic with India, which is not included in the overall Asian routes
from Brazil that tend to favour China, Japan and Korea. Secondly, many combined
cargo ships (bulk and containers), even when they go by India do not stop at Indian
ports given the scale of ordersto that destination.
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If thereistraffic with other countriesa ong theway, freight rates could fall sincethe chances
of ato- and from-cargo increase proportionately. Nevertheless, inthe Brazil-Indiaroutes
the possibility of real freight rate reduction continues to be dim. One firm said that
insurance val ues can a so be prohibitive given safety levelsin certain parts of theroute.

Table 21: Freight Conditions, Brazil/South Africa/l ndia
Routes Transport | Daysat Type of Cargo Approximate
in days the port Cost

Santos-Cape 10 2to 3days | Bulk and container | US$ 1,500

Town

Séo Paulo- Hours 2to 3 days | Directflight Not informed

Johannesburg

Santos- Mombay | 30 days 4to6days | Bulk and container; | US$ 2,300
refrigerated ship US$ 2,800

Source: Own research and elaboration

2.2.9.f Entry Costs

Entry costs into the Indian and South African markets tend to be the most important

barrier identified by those interviewed. They occur at three different levels, namely:

1) costsrelating to exporting to Indian and South Africa;

2) costsrelating to theregistration of products, the conclusion of technology transfers
or production licenses; and

3) costsrelating to direct investments.

Table 22: Entry Costs, South Africa/lndia
Material EU South Africa india
Documentation R$3.25 to 6.75 | R$3.25t0 R$6.75 | 3.25t0 R$ 67.00
Samples- 1 kg R$50.00to R$ | R$60.00to R$ R$ 60.00 to R$
60.00 75.00 132.00
Merchandise- R$ 400.00 R$ 400.00 R$ 400.00 to R$
20 kg 1,000.00
Travel US$ 1,000 to
US$1,500
Hotel- 4-3 star US$ 90.00 to US$120.00to US$ | US$ 200 to US$
US$150 /day 200.00 300
Averagetime 5days 5days 9 days
Stand US$ 400/m2 n.a n.a
Source: The Post Office. “ Exporta 2005”

2.2.9.g Risks

Trade and investment with India and South Africa are widely perceived as high-risk
propositions. Too many things are unknown, too many stereotypes prevail, andtoolittle
market research has taken place. Among the risks mentioned, the following stood out:
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e Security levelsin South African citiesis cited as a problem, while acknowledging
that those level stend to be similar in major Brazilian cities; thereisno information
regarding security levelsin India;

e Too much bureaucracy in Indiaand South Africa, particularly at customs, product
registration and legal documentation;

e Political instability was not mentioned in the context of South Africabut Indiais
perceived to be in a delicate region, ridden with religious and political conflicts.
Even natural disasters have been mentioned as adeterrent for Indiaand itsregion.
Health hazards in Indian cities have also been pointed; and

e Economicinstability wasalso mentioned asarisk. For themost part, however, neither
South Africanor Indiaare perceived as countries proneto economic turmoils. However,
distrust regarding the respect of |PRs, including counterfeiting, was mentioned.

2.2.10 Facilitiesand Key Prospects

In spite of all the perceived and actual barriers, most of those interviewed could seethe
enormous potential of both South Africa and India. For 15 percent of the firms, the
Indian market isvery competitive and the beginning of operationsin that market would
be too difficult. For some 60 percent of the interviewed, there is no future interest in
doing business with India. Among the reasons given as to optimism in trade and
investment relations with India, the following should be mentioned:

1) big market;

2) relatively open market;

3) small Brazilian presence; and

4) potential in some products such as fruit concentrates.

In the case of South Africa, the positive aspects mentioned are the following:
1) geographical proximity;

2) similar culture;

3) compatible business environment;

4) manageable transportation costs;

5) market potential; and

6) contact ‘easiness'.

A generalised perception that appliesto South Africaisthat it isanimportant “hub” for
anumber of other African countries—clearly inits part of the African continent. There
isawide expectation that African markets can only expand and that Brazilian products
and investment can have ahigh acceptancein them, including, in some cases, for cultural
reasons, asisthe case with neighbouring Angolaand M ozambique. Another widespread
perception is that a new phase in Brazil-African relations is underway, now that the
regionisno longer plagued with civil wars.

There are areas often mentioned as potential areas of cooperation. The pharmaceutical
sector, for example, should be agood candidate for integration and cooperation between
India and Brazil, as inputs from India are very competitive and can be imported by
Brazil while natural products from Brazil can also be of great interest to the Indian
industry. As mentioned before, the software sector is also an important candidate for
further India-Brazil cooperation.
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In relation to South Africa, in addition to medical equipment and disease treatment,
cooperation may aso make sensein the automotive and transport material sector witha
view to greater integration and optimisation of production processes. Asthetwo markets
have a great deal of similarity, there may be great room for common projects and an
increased trade and investment outlook for auto parts and components.

2.3 South Africa

2.3.1 South-South Trade

The past few years have seen a steady growth in South-South trade. According to the
United Nations Conference on Trade and Development (UNCTAD), developing
countries now account for 32 percent of total global trade, and 41 percent of developing
countries' total exports go to other developing countries. The expansion of trade among
developing countries can be attributed mainly to the growth of MNC commercial
networks, especially in East Asia, associated with intra-regional preferential trade. In
contrast to inter-regional trade —which has grown moderately through most-favoured-
nation (MFN) arrangements and the international regime of trade preferences — intra-
regional liberalisation has been akey facilitator of deeper integration among devel oping
countries.

It is estimated that two-thirds of South-South trade takes place in Asia. Significant
intra-Latin American trade has al so been recorded in recent years, with intra-regional
trade expanding faster than trade with countries outside theregion inthe 1990s. However,
for several reasons Africaremains the only region that has not benefited meaningfully
from the growth of trade among developing countries, with intra-African trade
constituting less than 15 percent of the region’s exports.

Notwithstanding itsgradual risein recent decades South-South trade has been hampered

due the following reasons:

e Dominance of North/South trade patterns and the dependence of most developing
countries’ trade on the industrialised countries.

e |t isasoimpeded by the lack of or limited complementarities in the production
structures of devel oping countries; many devel oping nations produce similar products
and thisresults in them competing for access to developed country markets.

2.3.1.a South Africa and India

Although trade between South Africaand Indiahas grown by 1,334 percent in the last
decade (it amounted to US$700mn in 2002),% it remains very low on both sides —just
more than one percent of total trade. | ndia’smain exportsto South Africainclude cotton
products, pharmaceuticals, rice, vegetable products, finished |leather and spices. South
African exports to India, on the other hand, encompass raw materials such as gold and
silver, cod, iron, sted and non-ferrousmetals, textiles, sugar, and mineral fuelsand lubricants.

Enhanced economic relationswith Indiacould benefit South Africaby providing access
to affordable medicines, competitive pricesfor motor vehicles, and equipment for heavy
industry. They could also open new export markets for iron and steel, chemicals,
aluminium and furniture.*®
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South Africaand India have been engaged in exploratory discussionsthat will culminate
into the conclusion of a bilateral PTA. The negotiations are geared towards achieving
the goal of implementing tariff reductions on 2000 products, with the exclusion of
productsregarded as sensitive. It ishoped that the proposed PTA shall widen the variety
of goods and services being traded, promote investment, and encourage the formation
of joint ventures and strategic partnerships.

By the end of 2004, 35 Indian companies — attracted by South Africa's sophisticated
infrastructure, financial sector and consumer markets— had established apresencethere,
covering asdiverse aspectrum of sectorsas computer software, I T, banking, automotive
and pharmaceuticals. Leading the Indian investment drive has been the Tata Group.
Other prominent names include Mahindra, Sahara Computers, Dr Reddy’s Lab, State
Bank of India, Ranbaxy, Ciplaand Hetro.

Though most of these companies want to do business in South Africa, they also see
South Africaas a gateway to other African markets.

Table 23: South Africa Exports (US$ ‘000)
Country 2002 2003 2004
India 659686.27 547438.23 606706.37
Source: Department of Trade and Industry

Table 24: South Africa Imports (US$ ‘000)
Country 2002 2003 2004
India 480925.98 510808.49 743016.50
Source: Department of Trade and Industry

2.3.1.b South Africa and Brazl

South Africaand its SACU partners (Botswana, L esotho, Namibiaand Swaziland) signed
a PTA agreement with MERCOSUR in December 2004. Described as a Fixed Tariff
Preference (FTP) agreement, thetrade deal providesfor asector-by-sector liberalisation
approach: it includes carefully identified sectors, while excluding sensitive products
and industries on the understanding that they may be included in future negotiations.
Likethe IndiaaMERCOSUR agreement, the FTP has designated 2000 productsfor tariff
liberalisation. The FTP could catalyse afurther growth of trade between South Africa
and Brazil, which increased by 268 percent over the past decade and was valued at
US$660mn in 2002.

Currently, three quarters of South African exportsto Brazil consist of mineral products,
chemicals and base metals. Major mining groups such as Anglo-American and BHP-
Billiton have pioneered the investment drive in Latin America, investing heavily in a
diverse portfolio of mining operationsincluding copper, gold, nickel, industrial minerals,
niobium and coal. South Africa’'s imports from Brazil largely consist of machinery,
vehicles, vehicle components and chemicals.
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MNC licensing regimes have been integral parts of trade and investment cooperation
between South Africaand Brazil, particularly inthe automotive, I T and chemical s sectors.
MNCssdll or licensetheir technological or marketing advantagesto foreign companies,
thereby profiting indirectly from their advantages.

Crucia gains could be derived from the SACU-MERCOSUR trade relationship' by
exploiting nichesin which South Africahas an advantage, fromintegrating South African
manufacturersinto strong MERCOSUR sectors such as aircraft production, aswell as
from intra-industry specialisation in sectors such as automobile production. Possible
benefits could also be derived from cooperation between SACU and MERCOSUR on
the development of better technological capabilitiesin machinery and equipment, and
in the area of aircraft and components.’®

Section A - General |ssues

South African investors and exporters have been attracted to Brazil for the following

reasons:

e Huge, dynamic and diversified market.

e Arelatively liberal trade and investment regime.

e AsLatin America'slargest regional market, Brazil isaspringboard into neighbouring
markets, such as Argentina, Paraguay, Uruguay, Chile and Colombia.

South African firms have been enticed to India due to the following reasons:

e |ndidsimmensedomestic market, huge economiesof scalein severd sectors, prices,
the quality of management and low-cost labour, low-cost manufacturing capacity,
and alarge and rapidly growing middle class.

e |ndiaisseen asagateway to other Asian markets such as Bangladesh, Nepal, Sri
Lankaand Maldives.

e Bilateral economic ties between India and South Africa have been built on the
cultural affinity between the two countries.

e  Similarities between Indian and South African legal systems — South African
company law and the Companies Act that regulatesforeign companiesin Indiaare
both based on British law.

South African businesses see India as ‘ a bet for the future.’

The Government of India’s decision to automatically approve 100 percent of FDI
in sectors such as electricity generation and transmission, construction and
maintenance of roads, venture capital funds and business electronic commerce.

Table 25: South Africa Exports (US$ ‘000)
Country Mar-2005 | 2005 2004 2003 2002
Brazil 27533.66 70728.26 255310.29 | 22579.73 | 300840.85
Source: Department of Trade and Industry
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Table 26: South Africa Imports (US$ ‘000)
Country Mar-2005 | 2005 2004 2003 2002
Brazil 117390.2 274095.92 | 1047938.1 | 87415.68 | 803695.1
Source: Department of Trade and Industry

Thereisagreat deal of interest in doing tradein diverse productsand servicesincluding
fruit juices, fruits, acoholic beverages and wine, capital equipment such as mining
machinery, coal washing technology, and economic infrastructure devel opment.

Other areas in which South African exporters and businesses have identified potential
for expanding trade and investment collaboration with Brazil and India are:
e Financial services,

Tourism;

Information and tel ecommuni cations technol ogy;

Education and training;

Health;

Energy;

Mining;

Agro-processing;

Biotechnology;

Film-making and entertainment;

Fisheries;

Space satellites; and

Infrastructure, and construction.

InIndia scase, companiesare a sointerested in micro-irrigation technol ogy and providing
fertilisers and quality seeds at a reasonable price. Other areas of investment are the
consumer food sector in milk and milk products, deep seafishing, and meat and poultry
products.”

With regard to Brazil, benefits could accrue from the following:

¢ |ntegrating South African manufacturersinto strong Brazilian sectorssuch asaircraft
production;
Intra-industry specialisation in sectors such as automobile production; and
Greater cooperation for the development of better technological capabilities in
machinery and equipment, and aircraft and components.

The critical factors considered by afirm when choosing an investment location are:
Size of the domestic market;

Domestic growth rate;

Commercial gap;

Nature of domestic competition;

Price/exchangerate;

Independence of legal system;

Political/institutional stability; and

Economic infrastructure.
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Business factorstoo play akey role in influencing investment decisions. Investors are
interested in the following:

Requirementsfor starting abusiness;

The ease or difficulties employers have in employing and dismissing workers;

The ease with which businesses can secure property rights;

M easures governing credit information sharing;

Thelegal rights of borrowers and lenders;

The extent to which foreign governments protect investors;

The ease or difficulty of enforcing commercia contracts; and

Thetime and cost involved in dealing with bankruptcies

It must be noted here that South Africa has not signed bilateral investment treaties
(BITs) with Brazil and India. Bl Tscan contribute significantly towards reassuring foreign
investors and allaying risk perceptions.

About 70 percent of the companies surveyed expressed support for the IBSA objective
and were eager to use multilateral as well as bilateral and regional preferentia trade
agreements to explore commercial opportunities. They wanted to use PTAswith India
and Brazil to not only enter their markets, but also to gain access to the markets of
neighbouring countries.

A strong perception among certain companiesisthat the IBSA initiativeis primarily a
political and not an economic project. Thereis a belief that the PTA signed by South
Africaand Brazil in December 2004 — and the ongoing discussions aimed at concluding
asimilar deal between South Africaand India— has been driven by the imperatives of
South-South political collaboration rather than clear economic gains.

A degree of suspicion and cynicism about freetrade agreements has permeated, especially
soin light of the disappointment in some circles with the FTA South Africa concluded
with the European Union (EU) in 2000. The FTA despite improving South Africa's
access to the EU market has seen 38 percent of South Africa’sagricultural exportsstill
being denied access to that market in terms of this agreement.

Theissue of China, and the announcement that South Africaintendsto commence FTA
negotiations with the country, also loomed large during the discussions. Competition
from Chinais not the only concern; there is also fear of competition from Brazil and
India in certain sectors — notably motor vehicles, textiles, steel, and agriculture and
food products — in which these countries have a strong competitive advantage. It is
worth noting that SACU and MERCOSUR trade negotiators succumbed to pressure
from South African and Brazilian steel producers to exclude steel products from the
FTP.

Companies surveyed also doubted the capacity of governments to implement trade
agreements, given the limited resources governments have at their disposal and stressed
that governments should involve the private sector in the implementation process.
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Section B - Cross-cutting 1ssues

Some barriersthat still hamper trade with Brazil are asfollows:
Tariff peaks and tariff escalation on finished South African goods.
Restriction on imports of avariety of products such as machinery and clothing.
Brazil’s ‘non-transparent’ and ‘ costly’ customs regime, which is compounded by
the levying of different charges and taxes on top of the duty paid value.

e Theuseby the Brazilian government of export subsidies—in the form of tax, tariff,
and financing inducements—to promote production for export wasrai sed asaconcern.

e Foreigninvestment forbiddenin certain key domesticindustriessuch aspublic utilities
and the media.

e L egal restrictions on foreign ownership of land.

Moreover, South African firms have had to contend with communication difficultiesas
a consequence of the language barrier and an alien business culture.

Barriers hampering trade with Indiaare asfollows:

e Tariffsin Indiaremain among the highest in the world.?®
Internal trade has not been satisfactorily liberalised.
Implementation of awide variety of trade restrictions.
Pervasive use of import bans and import licensing.
‘Non-transparent’ tariff and import tax structure.

Additionally, India’'s customs procedures attracted criticism, with time-consuming
documentation requirements and considerable and frequent delays.

A foreign firm planning to establish business operationsin India has three options:

e |t can start operationsin India by incorporating a company (under the Companies
Act of 1956) through joint ventures or wholly-owned subsidiaries.
It can set up operations by forging strategic alliances with Indian partners.
It can set up a wholly owned subsidiary in sectors where 100 percent foreign
investment is permitted under the FDI policy.®®

However, misgivings were conveyed about the transparency of regulations and
procedures regulating shareholding in domestic companies. In particular, there were
complaintsabout the continued maintenance of foreign equity ceilingin sectorssuch as
pharmaceutical sand civil aviation. Also, inflexibleforeign exchange control regulations
were cited as one of the main problems for foreign investors in India. Some South
African companiesfelt that they had been discriminated against by India’s procurement
practices in the public and private sectors.

2.3.1.c Non-tariff barriers

Following are the NTBsto the Brazilian market:
Restrictiveimport licensing system;
Onerous and costly customs procedures;

e Hightransaction costs;

e Protection of geographical indications;
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Unusual and non-transparent standards;

Restrictions on import payments;

Imposition of minimum price;

Frequent port delays;

Corruption;

Insufficient protection of intellectual property rights; and
Language problems.?

Furthermore, South African companies often find the Brazilian business environment —
characterised by a complex set of interlocking relationships among the government,
suppliers and competitors — very difficult to navigate.

NTBsto the Indian market include:

Cumbersome and time-consuming procedures for obtaining visa.

Excessive use of anti-dumping measures against trade partners.
Restrictionsimposed by state monopolies.

Arbitrary decisions on the part of government officials.

Corruption and non-transparent standards.

Misclassification and inaccurate valuation of goods for the purposes of duty
assessment.

Non-transparent certification requirements.

Port delays resulting from insufficient and poorly streamlined portsand inland custom
posts.

¢ |nadequate protection of IPRs.

Concernswere also rai sed about state-owned and private Indian companies being allowed
to engagein anti-competitive practices, with little reproach or sanction from regulatory
institutions. Moreover, there are problems associated with theinter-provincial movement
of goods, especially theimposition of internal taxes across states.

Business costs

High import costs are akey concern for South African companies operating in Brazil,
including clearing and port costs, import duty, marine tax, freight and insurance costs,
excisetax, VAT, commission, and PIS/PASEP.

Other costs are:

e Security against crime;

e |nsufficient banking and insurance facilities; and

e Costsassociated with complying with the complex web of laws, provisional measures,
decrees, and resolutions that regulate Brazilian foreign trade.

Rising business costsin India pertain to:

e High power costs.

Highinterest rates.

Deficient economic infrastructure.

Delaysin the granting of work visasfor foreigners.
I nadequate banking and insurance facilities.
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e Corruption, bribery of government agencies, and the ‘ discriminatory’ awarding of
government contracts.

Businesses stressed on the need to have access to adequate information about the costs
of doing businessin Brazil and India. In particular, they wanted enough information to
be made available about the following:

¢ Requirementsfor starting and closing abusiness

Labour costs

Insurance costs

Market intelligence costs

Businesstravel, rentals and transport costs

Credit availability and payment facilities

Productivity levels

Tax regime and government tax incentives

Exchangerates

Enforcement of commercial contracts.

2.3.1.d Accessto information

South African companies use diverse sources to acquire information about Brazil and
India, including: chambers of commerce; relevant government departments (notably
the Department of Trade and | ndustry, and the Department of Foreign Affairs); embassy
and consular offices; and the National Economic and Labour Development Council.

Thereis aneed to distinguish between the experiences of South African multinational
firmsvis-a-vis those of medium-size companiesin thisregard. Thisis so becauseit is
easier for most multinational companies to gain access to foreign market intelligence
because of their requisiteinfrastructure and capabilities. Thisisnot the case with small
and medium-size exporters. Also what was really difficult to source was the kind of
strategic data required for investment or trade purposes.

A magjority of thecompanies surveyed view Brazilian and | ndian companiesin apositive
light. This assessment was based on both a direct experience of working with Brazilian
and Indian firms as well as on information obtained through word of mouth.

Business culture

About 40 percent of South African companies doing businessin Brazil note that they
had been overwhelmed by the‘ compl etely alien and different’ Brazilian business culture,
compounded by the wide linguistic divide.

Less daunting, but still complicated, business customs were reported in India. There
was a general willingness, though, to learn and master the conventions of operating
businesses in these countries. Respondents stressed that if South African investorsand
exporters were to succeed in Brazil they had to immerse themselves in the business
cultural milieus of these countries.
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Country risk
Notwithstanding the generally positive disposition towards Brazil and India, perceptions
of risk about doing businessin these countries abound. Questions with regard to Brazil
were raised about:
e Long-term stability of the Brazilian economy in light of the currency crisis
experienced by the country in 1999.
Concerns that public debt (as a percentage of GDP) was still too high.
Given previous debt defaults, how would the Brazilian government finance public
debt and whether thiswould makethe country vulnerabletointerest rate and exchange
ratevolatility.
Highlevelsof crime
The significant costs these risks impose on business operations.

Questions raised about Indiaincluded:

e Sustainability of India’s economic growth being threatened by the country’s high
fiscal deficits

e |nsufficient domestic capital formation

e Widespread infrastructure deficiencies.

Also, the issue of income inequality and poverty in India, and their ramifications for
long-term social and political stability, cropped up.?

Trade facilitation problems

Infrastructure bottlenecks such as congested roads, inefficient railways and delays in
the ports; documentation problems; time-consuming customs procedures; and insufficient
cooperation between shipping lines, cargo ownersand marine operations, further hamper
tradewith India.
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Chapter 3. Existing Trade Relationships

3.1 SACU and India: Towardsa PTA

The governments of the SACU — comprising South Africa, Botswana, Lesotho,
Swaziland and Namibia — and India have proclaimed a mutual interest to conclude a
PTA before the end of 2006. The mooted agreement is aimed at cementing and
expanding the burgeoning trade rel ations between SACU (predominantly South Africa)
and India

The key questions facing the SACU-Indiarelationship are as follows:

e What isthe rationale for the proposed SACU-India PTA?

e How will negotiation modalities be determined?

e What arelikely to be the respective SACU and Indian negotiating interests?

e What arethe potential challenges and constraints, and how might these impinge on
the negotiation process?

e How will the outcome of the negotiations dovetail with the touted plan to create a
trilateral FTA including the other IBSA partner, Brazil?

3.1.1 Background to PTA Negotiations

The impetus for negotiating a bilateral PTA between SACU and India grew out of a
meeting between India's Commerce and Industry Minister and hiscounterpart in South
Africa's Trade and Industry Ministry in January 2000. The two countries enjoy astrong
political rapport, and have been bound by very close historical and cultural ties. In
2002, they agreed to initiate negotiations to conclude a PTA, designed to strengthen
bilateral trade and investment

An understanding was subsequently reached that such atrade deal would include four
SACU partners. A Framework Agreement was worked out providing for the
implementation of limited tariff liberalisationin theinitial stagewithaview to broadening
the scope and coverage of the agreement into a full-blown FTA later (Ministry of
Commerce and Industry, ‘India’s current engagement in RTAS').

Rationale for negotiations

Severa factors explain the two trade partners' desire to conclude a PTA. From the
SACU perspective, it can benefit from India' s rapidly expanding economy and consumer
market. In particular, South Africais eager to exploit atrade deal with Indiato reduce
protectionist barriers that have hampered its potential exports to the Indian market.
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Research conducted by the Indian Institute of Foreign Trade (I1FT), New Delhi, found
that more than 50 percent of India’s exports faced a tariff of less than 10 percent in
South Africa, while only 33 percent were subjected to atariff rate of over 20 percent.
Conversely, 55 percent of importsfrom South Africafaced tariffs of over 20 percentin
India, with merely 34 percent of imports from South Africaattracting atariff rate of 10
percent and less.

Table 27: Tariff comparisons between South Africaand India
Exportsto
Tariffs South Africa India
Lessthan 10 percent 50 percent products 34 percent products
More than 20 percent 33 percent products 55 percent products
Weighted average 16.36 percent 22.89 percent
Source: [IFT, New Delhi

Negotiating a PTA with India not only forms part of South Africa’s broader global
economic strategy of forging trade rel ationships with new and growing marketsin Africa,
Asiaand Latin Americabut is also a calculated move to reconfigure its position in the
global economy by decreasing itsreliance on developed country markets, especially the
EU. The ultimate goal isto promote the progress of South Africaas avibrant, export-
oriented manufacturing economy.

Three pillars underpin South Africa's trade policy: multilateralism; regionalism; and
bilateralism. Multilateral engagement isaimed at facilitating South Africa sre-integration
into the global economy and pushing for a greater role for developing countries in
moulding international economic governance. Regionally, South Africa's foreign
economic policy has striven to consolidate RTAs as stepping-stones towards the
incorporation of the Southern African region into the world economy. At a bilateral
level, South Africahas sought to forge strategi c collaboration with designated developing
nations (principally Indiaand Brazil but also Chinaand Nigeria) in order to maximise
trade and investment among them as part of South-South Cooperation (SSC).

India' sintention to forge a PTA with South Africaisan element of the country’spolicy
to continue the reformsinitiated in 1991 to liberalise the Indian economy. India strade
policy, like South Africa’s, is predicated on multilateral, regional and bilateral fronts.
At amultilateral level, India has collaborated with like-minded devel oping nations to
challenge the structural inequities of the multilateral trading regime and to push for a
successful completion of the multilateral Doha Round trade negotiations. Bilateral and
regional FTAsare pivotal to India'sstrategy to bolster its exports and increaseits share
of global trade, which currently stands at one percent.

Furthermore, FTAs have provided an avenue for Indian firms to transform themselves
into global players and full-fledged transnational corporations (TNCs). In the context
of SACU, these TNCs perceive South Africaasaspringboardinto other African markets.
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Bilateral trade relations

Over the past decade there has been a considerable rise in trade between India and
South Africa, the most economically advanced and dominant SACU partner: the average
annual growthintotal trade exceeding 31percent. This can be ascribed to the expansion
of Indian gold imports from South Africa. In 2002, total bilateral trade amounted to
US$2.3bn, up from US$271mn in 1994. During 1998-1999 to 2002-2003, India's
importsfrom South Africaincreased by more than 54 percent, while exportsincreased
by more than 22 percent.

Even so, trade remains very low on both sides — just more than one percent of total
trade. Thisis partly due to the fact that their external trade is still dominated by the
OECD and East Asian states. Moreover, akey problem isthe persistence of obstacles
for the promotion of trade and investment between the two countries, including tariffs
and NTBs. The proposed PTA is expected to ease these hurdles.

SACU’simports from Indiainclude T& C, food products and live animals, beverages
and tobacco, machinery and transport equipment, cotton products, pharmaceuticals,
rice, vegetable products, vehicle parts, and spices. SACU exportsto Indiaraw materials
such as gold and silver, coal, iron, steel and non-ferrous metals, mineral fuels and
lubricants, chemical wood pulp, sugar, vegetable products, as well as ammunitions.

A detailed trade/tariff analysis carried out in 2000 by the Trade and Industrial Policy
Secretariat (TIPS), South Africa, revealed principal areas in which trade could be
stimulated between SACU and Indiathrough liberalisation. It identified alist of under-
traded products for which market access barriers were ‘sufficiently high’ in order to
hamper imports from SACU and Indiarespectively.

Table 28: Under-traded Indian exportsfacing tariff barriersin SACU
Product Description
Fish, frozen exportsfillets
Crustaceans, frozen
Edible nuts fresh, dried
Oil-cake, oilseed residue
Tobacco, not stripped
Cotton, not carded, combed
Tyres, pneumatic, new, bus
Cotton yarn, excl. thread
Cotton fabric, woven, unbleached
Curtains, other furnishings
Passenger transport vehicles
Source: Sern and Sevens (2000)
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Table 29: Under-traded SACU exportsfacing tariff barriersin India
Product Description
Other ferrous waste, scrap
Other inorganic bases, oxides
Nitrogenous chemical fertilizers
Fertilisers
Silver
Machines, appliances, special industrial
Parts, data processing etc. machines
Parts, tel ecommuni cation equipment
Gold, non-monetary excl. ores
Source: Stern and Sevens (2000)

From the SACU viewpaint, it has also been contended that trade liberalisation could
benefit SACU by providing accessto affordable medicines, competitive pricesfor motor
vehicles, and equipment for heavy industry. Moreover, it could create fresh export markets
for iron and steel, chemicals, aluminium and furniture. Considerable potential has also
been recognised for increased trade in intra-industry trade in basic fabricated metals,
precious stones and jewellery, and non-metallic minerals.

Modalities

Preliminary negotiations between SACU and India were scheduled to commence in
August 2005, but were postponed at the request of India following a change of
government. The first round of negotiations will now begin ‘soon’ and is expected to
finalise broad negotiating modalities with aview to agreeing on product lines that will
be covered under the PTA. Thegeneral PTA talksare poised to terminate before the end
of 2006.

Likethelndia-M ERCOSUR and the SACU-MERCOSUR negotiations, thesediscussions
areexpected to adopt a‘ positivelist’ approach: only those sectorslisted in the agreement
will beliberdised. The IndiaaMERCOSUR agreement contained more than 600 products
intheagricultural, chemical, automobile and pharmaceutical sectors, whilethe SACU-
MERCOSUR trade deal designated 2,000 products for tariff liberalisation.

Within SACU, the process of compiling product listswill take place at two levels:

e Among the SACU member states

¢ AndintheNational Economic Development and Labour Council (Nedlac), astatutory
tripartite body set up to promote socia and economic dialogueamong the government,
business and labour.

Some commentators have voiced a concern that formulating negotiating modalitiesin
Nedlac could allow protectionist interests to hold the negotiations to ransom.
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However, this anxiety has been dispelled on the following two grounds:

e Erstwhile experience had demonstrated that drawing up product listsfor a PTA was
relatively easier than doing it for acomprehensive FTA.

e Therehad beenno ‘significant’ resistance within Nedlac and SACU, to the planned
SACU-India PTA.

Challenges

Several challengesand possible constraints ought to be tackled if the SACU-India PTA

istoyield optimal economic gains:

e The 'perception gap’ between SACU and Indian business sectors must be bridged.
This means changing the mindsets of businesses about the importance of South-
South trade by creating awareness not only of opportunities in the respective
commercial environments, but also of competitive advantages and trade
complementarities among exporters.

e Greater co-ordination and synchronisation between the various PTAsforged by the
IBSA countries must be encouraged. International research has shown that multi-
level negotiations, if not carried out in an integrated and coherent fashion by
developing countries, could jeopardise the economic development. Although the
PTAs are distinct, there is aneed to maximise synergies among them.

® |tisnecessary to accord attention to both the domestic (Nedlac) and SACU dynamics,
which could impinge adversely on the negotiations. Striking a balance between
domestic/regional pressures and external opportunitiesisacrucial imperative.

e Perceptions that the mooted SACU-India PTA is a political rather an economic
project ought to be allayed. Doubts have been expressed at the economic import of
themooted bilateral trade pact. For instance, it has been suggested that India sinterest
in FTAs is motivated less by a desire for market access than it is by political
calculations.

e Engagement in bilateral or regional FTAs should not detract SACU-India PTA
negotiationsfrom the overriding goal of multilateral liberalisation. Understandably,
the penchant for FTAshasbeen fuelled by disaffection with the pace of liberalisation
in the WTO. Moreover, some countries find bilateral liberalisation politically
appealing, as it has lesser adjustment costs. Still, in the absence of multilateral
liberalisation, countries will not be in a position to negotiate significant tariff
reductions against the more shielded economic sectors.

3.1.2 Theway ahead: atrilateral FTA?

There have also been ‘talk’ of forging a trilateral FTA among the IBSA countriesin

order to intensify economic co-operation. Although attaining such a result is not

impossible, it raises anumber of questions:

e How would such aFTA be conceptualised?

e What would be the scope of its product and sectoral coverage?

e Would the negotiations follow a negative or a positive list approach?

e Wouldthe FTA beaby-product of thethree IBSA PTAsor would it be constructed
as aseparate arrangement?

e How would synchronisation and coherence be fostered between thetrilateral FTA,
the PTAs and multilateral trade agreements (MTAS)?
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3.2 Indiaand MERCOSUR: Boosting Trade through Regionalism

3.2.1 Background
In early 2004, Indiaand the MERCOSUR countriessigned aPTA. Thismarked thefirst
step toward the creation of a FTA between the two regions. Although it istoo early to
draw any firm conclusions, several questions arise:
e What the possible impact and outcomes of the PTA and a FTA might be on trade
between Indiaand MERCOSUR?
What are the constraints that the parties face in developing aFTA?
How doesthe IndiasMERCOSUR RTA engagement fit into the trading system?
How have stakeholders responded to theinitiative.

As one of the world's major emerging economic powers, India had an annual average
gross domestic product (GDP) growth rate of 5.9 percent during 1980-2003. Formedin
1991, MERCOSUR has a combined population of some 220 million. Hovering around
two percent, its annual average GDP growth in the past decade has been more modest
than that of India. Nevertheless, it makes up one of thelargest integrated marketsin the
world. Just the sheer sizes of the Indian and MERCOSUR economies, therefore, indicate
that they have alot to offer each other. Moreover, despitetheir immense markets, trade
and investment between the two regionsis small and the potential for developing their
economic relationsistherefore immense.

Table 30: India: Tradewith MERCOSUR and Rest of the World (RoW),
2003 (US$ million)
Exports Imports Total

MERCOSUR 388.1 838.2 1,226.3
- Argentina 86.2 517.7 603.9
- Brazil 272.2 309.7 581.9
- Paraguay 104 0.7 11.2
- Uruguay 19.2 10.1 29.3
Row 62,640.7 76,363.1 139,003.8
Source: UN Comtrade Database

In 2003, for instance, India strade with M ERCOSUR only accounted for 0.9 percent of
its total trade, whereas the equivalent figure for MERCOSUR was about 1.2 percent.
Thelimited trade al so explainsto an extent the volatility of the trade flows between the
two regions, asillustrated in Figure 1.

Reasons often mentioned to explain these low levels are:

e A lack of information and knowledge in the regions about one another;

e Geographic distance coupled with poor air and shipping connections; and
e Cultural differences, including language.

Primarily, Brazil and Argentinamake up virtually all of MERCOSUR’strade flow with
India. The main product categories exported to India are edible oils (primarily soya-
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bean), metalliferous ores, metal scrap and non-electrical machinery, with soya-bean
oilsbeing thelargest; around two-thirds of all exports. Somethree-quarters of the soya-
bean oilsare from Argentina, while most of the other major items primarily come from
Brazil (although soya-bean oils make up its largest export).

India’'s major exports to MERCOSUR are drugs, pharmaceuticals and fine chemicals,
transport equipment, inorganic/organic/agro chemicals, cotton yarn and cotton and man
made fabrics, made-ups, readymade garments, dyes, intermediates and codl tar. Brazil is
the main trading partner in most commodities, with transport equipment exported to
Argentinabeing one of thefew exceptions. However, Argentina smainimport ischemicals.

Based on the foregoing, it is clear that boosting trade and investment between the two
regions and enabling them to tap into each other’s huge markets would have provided
the Indian and MERCOSUR governments with an obvious incentive to engage in a
RTA. However, other factorswould play aroleaswell. There hasbeen apushtoincrease
South-South Cooperation (SSC), with momentum increasing especially as aresult of
the Canclin debacl e and the formation of the G-20. However, the Framework Agreement
between Indiaand MERCOSUR to strengthen rel ations (see next paragraph) was signed
before the Cancin Ministerial. There has aso been a surge of new RTAs in the past
decade, in part dueto the slow progress of the DohaRound, and the IndiasM ERCOSUR
FTA isonly one of many likeinitiatives. Whereas MERCOSUR isaRTA by definition,
itisonly inthe past few yearsthat Indiahasjumped on to the RTA bandwagon and it is
currently engaged in some 14 RTA negotiations.

Graph 12: India: Trade with MERCOSUR, 1999-2003 (inUS$mn)
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Furthermore, from India's perspective, devel oping economic relationswith MERCOSUR
canasobeseen aspart of India's“Focus: LAC” (Latin American Countries) programme.
Launched in November 1997, this programme aimsto further the commercial linkages
with the Latin American region.

Inall, thereweretherefore severa factors—economic aswell aspolitical —that prompted
Indiaand MERCOSUR toforge closer ties. Thisresulted inthe“ Framework Agreement”,
which was signed on June 17, 2003 with the following aims:
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e to strengthen relations between the Contracting Parties, to promote the expansion of
trade; and

e to provide the conditions and mechanisms to negotiate a Free Trade Area in
conformity with the rules and disciplines of the WTO (Art. 2).

It was al so agreed that the partieswould, asafirst step, conclude “ alimited scope Fixed
Preference Agreement”.

3.2.2India-MERCOSUR PTA

On January 25, 2004, Indiaand the MERCOSUR countriessigned aPTA “asafirst step
towardsthe creation of aFree Trade Area’ (Art. 2). The Agreement grants preferential
market accessfor certain product categories and contains provisions on trade measures
such as trade remedies and technical barriersto trade (TBT), generaly referring them
totherelevant WTO agreements. The partiesal so agreed to create a Joint Administration
Committee that would, amongst others, evaluate the process of trade liberalisation
established, study the development of trade between the Parties and recommend further
stepsto create a FTA.

3.2.3 Possible | mpact and Outcomes
Thereareafew indicatorsthat hint at the likely impact and outcomes of the Agreement.

Table 31: India: Fivelargest exportsto MERCOSUR, 2003

Value (US$mn) % of total exports
Organic chemicals 109.9 28.3
Phar maceuticals 43.7 11.3
Chemical products 40.1 10.3
Mineral fuelsand oils 225 5.8
Tanning or dyeing extracts 16.4 4.2
Other 155.6 40.1

Source: UN Comtrade Database

Note: Products are at the two digit-level of the HS2002 classification system.

Table 32: India: Fivelargest importsfrom MERCOSUR, 2003

Value (US$mn) | % of total imports
Animal or vegetablefatsand oils 575.3 68.6
Ores, slag and ash 35.9 4.3
Organic chemicals 35.8 4.3
Machinery and mech. Appliances 34.3 4.1
Raw hides and skinsand leather 23.7 2.8
Other 133.3 15.9

Source: UN Comtrade Database

Note: Products are at the two digit-level of the HS2002 classification system.
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A cursory look at the respective offer lists showsthat morethan half (250) of the products
included by MERCOSUR fall under the category of organic chemicals. AsthisisIndia's
main export to the South American trading bloc, itsinclusion definitely playsto India’s
advantage. Moreover, India’ sexport sharein organic chemicalsintheregionissizeable,
but there should be scope for expanding it. On the other hand, the magjority of the sub-
categories of organic chemicalshave acommon external tariff (CET) of two percent, to
which India has often been granted a 10 percent concession. This suggests that the
potential for gaining market shareisstill limited.

The product categories on India's offer list are less concentrated than that of
MERCOSUR. The main categories are machinery and mechanical appliancesand parts
thereof (95 productsincluded) and tanning or dyeing extracts (74 products). Asopposed
to MERCOSUR's India’s list does not feature much of MERCOSUR’s main export,
soya-bean oils (one product, only for Paraguay). However, MERCOSUR already holds
an aggregate market share of some 90 percent, which suggeststhat the scopefor expansion
islimited. By contrast, thetrading bloc should have the prospect of increasing its market
share in machinery and mechanical appliances aswell astanning or dyeing extracts.

Of India sexportsto MERCOSUR, the main complementary productsthat have potential
to grow are preparations of petroleum products; pharmaceuticals; antibiotics; motor
vehicle parts; parts and accessories for data processing; and new pneumatic and rubber
tyresused for busesand lorries. All of these categoriesfeature on MERCOSUR's offer
list to alesser or greater extent, apart from pneumatic and rubber tyres.

Asfor MERCOSUR’s exportsto Indiain terms of complementary products, petroleum
oils; transmission apparatusfor radio telephony; gold in semi-manufactured form; copper
ores; soya-bean oils; cotton, not carded or combed; and motor vehicle parts may be
mentioned.

Based on the above, it seems asif the India-MERCOSUR PTA will on the whole have
afairly limited direct impact on trade flows between the parties. Theindi cations suggest
that Indian exports of organic chemicals and parts and accessories for data processing
in particular might rise as aresult of the Agreement. Conversely, MERCOSUR might
see agrowth in its exports of primarily machinery and mechanical appliances, tanning
or dyeing extracts, and organic chemicals, including antibiotics.

While the direct result of the Agreement on trade flowsislikely to be modest, it isless

clear what indirect effectsit might have. Thiswould depend on the following:

e The consequences it would have on the underlying constraints in the regions
economic linkages — particularly their knowledge of one another;

e Thegroundwork it will havelaid for an IndiaaMERCOSUR FTA; and

e The contribution it would make for relations between the regions overall.

3.2.4 Constraints and Potential of a FTA

To beginwith, the PTA is, as stipul ated in the Framework Agreement, limited in scope.
The two offer lists cover some 450 product categories each; out of more than 5,000
categories. Although there are many productsthat are not applicableto the trade between
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India and MERCOSUR, there are some sensitive ones that are relevant and that will
provedifficult to negotiate. Onthe part of MERCOSUR, theseincludetyresand textiles;
whilein Indiathe samething goesfor, inter alia, vegetable oil and certain food products
(e.g. mangoes and maize).

Nevertheless, an IndiaaMERCOSUR FTA offers great potentials, as already discussed
above. In concrete termsthe “indicative trade potential” of exports from MERCOSUR
would be up to US$13.6bn and would be up to US$12.7bn for exports from India.

Whereasthe PTA coversgoods, thereisnot asingle mentionin the Agreement of either
servicesor investment. To be sure, servicesand investment were not within the purview
of the PTA, but that only means that work has yet to begin on these issues. Moreover,
services and investment are often more difficult to negotiate than goods and thereis no
reason why thiswould be otherwise for Indiaand MERCOSUR.

It should be mentioned, however, that the Framework Agreement isvague about services
and investment and it is not clear that either would in fact be included in a FTA. With
regards to services, it stipulates that the parties “shall promote the expansion and
diversification of tradein services between them” asdecided by anegotiating committee
(Art. 8). As for investment, it merely says that trade promotion activities shall be
stimulated by the parties “in order to broaden reciprocal knowledge about trade and
investment opportunities’ (Art. 6).

Intheend, it seems questionable whether aFTA initself would provide agreat boost for
trade flows between Indiaand MERCOSUR. I mpediments such asalack of knowledge
about each other, poor transport connections and cultural differences are possibly far
greater congtraintsfor higher levelsof tradethan tariffsand other trade policy instruments.
On the other hand, this does not preclude that a FTA could make a contribution in
reducing these impediments.

3.25India-MERCOSUR in the Trading System

As mentioned above, the Framework Agreement stipulatesthat an IndiaaMERCOSUR
FTA isto be compatible with the rules and disciplines of the WTO. Even so, there is
alwaystheissue about whether the FTA would help or hinder the world trading system,
which feeds into the debate on regionalism and multilateralism.?? Without getting into
that debate, it seems reasonableto infer that an IndiaaMERCOSUR FTA would not by
itself have any wider implications on the world trading system — at least not for quite
sometime. Themain reason for thisisthat it isneither ascomprehensive nor astemporally
advanced asother RTAS, such asthe MERCOSUR agreementswith the Andean Community
(Bolivia, Colombia, Ecuador, Peru and Venezuel a) or the South AsiaFree Trade Agreement
(SAFTA) between the South Asian Association for Regional Cooperation (SAARC)
members (Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka).

Thisgivesriseto another issue, i.e. if the other RTAsin which Indiaand MERCOSUR
areinvolved could trivialise the benefits of an IndiaaMERCOSUR FTA. The negative
response is that the relations between, say, MERCOSUR and other Latin American
countrieson the one hand and Indiaand South, Southeast and East Asiaon the other, are
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stronger and moreimportant than that between Indiaand MERCOSUR. The consequence
is that neither India nor MERCOSUR would give their relation with one another a
particularly high priority. The positive response is that closer ties between India and
MERCOSUR are highly prioritised by both parties—asindicated by the mere existence
of the recent negotiations and agreements between them —and that their rel ation should be
seen as a part in strengthening SSC. The suggestion of a trade aliance between India,
MERCOSUR and the SACU at a meeting between India, Brazil and South Africain
March 2005 isone manifestation of that. Also, with Indiaand the MERCOSUR countries
all being members of G-20, closer relations between India and MERCOSUR could
further strengthen that alliance and its negotiating position on the multilateral level.

3.2.6 Involvement of Stakeholders

Intheend, the successof an IndiaaMERCOSUR FTA dependsonwhat various stakeholders
make of it. Without theinterest and support of businesses, CSOsand thelike, apolitical
agreement will remain just that. In addition, constraints such asalack of knowledge of
one another, poor transport connections and cultural differences make theinvolvement
of stakeholdersin adeal between Indiaand MERCOSUR particularly pertinent.

Whether the governments of Indiaand MERCOSUR will have managed to successfully
involve their respective stakeholders will become clearer a few years down the road.
For now, though, the signs are that there is ample room for improvement. In India, for
instance, vegetable and oil food industries have voiced concern over granting market
access in products such as oilseeds, edible oils, vanaspati, refined sugar, mangoes and
tobacco leaves. Another exampleisfound in one of the studiesin the UNCTAD India
paper,Z2 which reachesthe conclusion that, overall, Argentine private sector involvement
in the negotiations of the IndiaMERCOSUR PTA had at that stage (mid-2004) been
limited to responding to the requirements of thetalks. Although the positions of businesses
were heterogeneous, the more general feature was that alack of knowledge on India
translated into a defensive position and relatively less openness.

To besure, there has al so been encouragement from stakehol ders, including the Federation
of Indian Chambers of Commerce and Industry (FICCI) and Brazil’s Chamber of Externa
Trade (CAMEX). Nevertheless, greater involvement from stakeholdersin order toincrease
mutual understanding and knowledge of one another and bridge cultural differencesas
well asto gain support for an IndiasMERCOSUR FTA would be highly desirable.

3.3 MERCOSUR and SACU FTA: Strengthening Relations acr oss

the South Atlantic

Although trade between MERCOSUR and SACU has picked up pace somewhat in
recent years, it remainsat alow level. Inabid to boost trade flows aswell asto strengthen
economic cooperation, MERCOSUR and SACU signed aPTA at the end of 2004. This
is seen asthe first step toward the creation of an FTA between the two groups.

3.3.1 MERCOSUR-SACU Framework agreement

In December 2000, South Africaand MERCOSUR signed a’ Framework Agreement’
with the objective of forming an FTA. The Agreement was partly theresult of agrowing
South African interest in the newly formed trading bloc across the South Atlantic. This
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isnot surprising, as MERCOSUR has emerged as one of the largest integrated markets
intheworld. Yet at thetime of signing, the South American trading bloc only constituted
1.5 percent of South Africa’stotal trade.

Trade between South Africaand MERCOSUR ercosur had more than doubled by 2004
and now accountsfor 2.1 percent of theformer’stotal trade. It should be noted here that
recent trade dataon SACU isscarce, but because South Africais such adominant power in
SACU —accounting for roughly nine-tenths of the group’s combined popul ation and GDP
—itstrade flowswill frequently be used as aproxy for the whole group in what follows.

MERCOSUR'strade with South Africa, conversely, made up around 0.8 percent of the
trading block’s extra-regional trade —afigure that also had risen in the past few years.

In 2004, total trade between South Africaand MERCOSUR amounted to US$1.83bn.
South African exports totaled US$304.2mn, whereas its imports from MERCOSUR
stood at US$1.52bn. MERCOSUR, therefore, enjoyed asizeabletrade surplus. Interestingly,
South African exports to MERCOSUR remained fairly static between 2000 and 2004,
whereas imports surged by more than US$1bn during the same period. In fact, this trend
reflectsBrazil’stotal extra-regional tradein recent years, partly attributed to weak domestic
demand vis-a-vis the growing overseas demand overseas for many of its exports.

The main trading partners in MERCOSUR-SACU trade are South Africa and Brazil.
Some two-thirds of South Africa’s trade with MERCOSUR is transacted with Brazil
alone. Virtualy, al tradewith SACU from MERCOSUR’sviewpoint isdonewith South
Africa. For example, in some casesthe MERCOSUR countries did not even report any
exports to or imports from one of the other SACU membersin 2004.

South Africa’s main exports to MERCOSUR are iron and steel products; mineral
products, including coal ; organic chemicals; miscellaneous chemical products; and paper
and paperboard products. The main imported items include: vehicles and their
components; chemicals; residues and waste from food industries; animal or vegetable
fats and oils; meat and edible meat offal; and machinery.

South Africagenerally exports primary products, whereas MERCOSUR's exports are
typically higher-value added products

Table 33: South Africa: Tradewith MERCOSUR and the Rest of the World
(RoW), 2004 (US$mn)

Exports Imports Total
MERCOSUR 304.2 1521.7 1,825.9
- Brazil 238.5 9735 1,212.0
- Argentina 59.3 531.7 591.0
- Uruguay 5.0 138 18.8
- Paraguay 14 2.7 41
Row 39,256.2 46,493.9 85,750.1
Source: UN Comtrade Database
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3.3.2 Palitical Economy Reasons behind MERCOSUR-SACU PTA

The prospect of expanding trade between the two regions is one of the reasons for
SACU and MERCOSUR to engagein an RTA. Thereare other reasonsaswell, however,
that would have prompted them to strengthen their ties. Countries around the world
havein the past decade been in arush to negotiate and form RTAs and the MERCOSUR-
SACU initiative can, somewhat cynically, be seen as simply yet another manifestation
of thistrend.

A further reason for SACU and MERCOSUR seeking closer relationswith one another
is to strengthen SSC. More importantly, in strengthening their economic relations,
developing countries are looking to inter alia, reduce their dependence on the markets
of developed countries, and endeavour to diversify their own economies.

Graph 13: South Africa: Trade with MERCOSUR, 2000-2004 (US$mn)
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3.3.3 The MERCOSUR-SACU PTA: Possible | mpact and Outcomes

On December 16, 2004, MERCOSUR and SACU signed a PTA between them. The
agreement was based on the South AfricaaMERCOSUR Framework Agreement of 2000
and was seen as ‘afirst step towards the creation of afreetrade area’ (Art. 2)

The MERCOSUR-SACU PTA has provisionsfor issues such as: rules of origin (RoO),
safeguards and dispute settlement. In general, the PTA refers various trade policy
measures — national treatment, antidumping and TBT etc. — to the relevant articles of
the WTO agreements. It also establishes a Joint Administration Committee (JAC) that
shall meet at least onceinayear and ‘ ensure the proper functioning and implementation’
of the PTA and ‘recommend further stepsto create’ an FTA.

Organic chemicals make up little more than half of the productsto which MERCOSUR
has granted preferential accessto South Africa, and, in 2004, it was South Africa'sthird
largest exported product category to the South American trading bloc. Since South
Africawasnot among MERCOSUR’s major import partners of organic chemicals, there
may be scopefor the former to expand its market share. There are, however, al so reasons
to believe that the impact would be limited. Although many of the preference margins
granted are 100 percent, theinitial tariff levels generally stand at two percent only.
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Moreover, organic chemicals also make up more than half (250 products) of
MERCOSUR's offer list to Indiain the PTA they signed in early 2004. In contrast to
South Africa, Indiaisone of MERCOSUR's main import partners of organic chemicals.
Although thetwolistsdo not awaysfeature the same productsand the preference margins
granted to SACU are on the whole greater than the concessions offered to India, the
impact of the preferences on trade flows will (in both SACU’s and India's cases) be
limited.

Analysing SACU’s offer list to MERCOSUR and how it corresponds with the latter’s
exportsto South Africayieldsasomewhat different conclusion. None of the MERCOSUR
countries are among SACU'’s top ten import partners in electrical machinery and
equipment or boilers, machinery and mechanical appliances. The unweighted averages
of tariffs on these two product categories are 6.1 percent and 2.7 percent, respectively.
Thisindicates that there exists a potential for MERCOSUR countries to increase their
market shares in these two product categories.

Finally, the impact of the PTA on trade flows between MERCOSUR and SACU is
likely to be modest, simply because it was never supposed to be anything but limited
and serve as a first step towards an FTA. The rea challenge and potential vis-a-vis
significant impact in economic relations, therefore, lies before the two trading blocs.

3.3.4 Towards an FTA: Potential and Constraints

From SACU'’s perspective, the sheer market size of MERCOSUR (a popul ation more
than four times its own) offers an opportunity for SACU to exploit niches therein a
future FTA. As for specific goods, two studies seek to assess South African products
that have export growth potential vis-a-visBrazil through inter alia, identifying under-
traded goods. The main commodities found to have such potential include: aluminium
and articlesthereof; various chemical products and synthetic yarns; motor vehiclesand
components; synthetic fibres; and various machinery products, including electrical
machinery.

Notwithstanding the potential of increased trade in the above-mentioned products, on
balance, the overall impact of aMERCOSUR-SACU FTA would be limited. To begin
with, MERCOSUR and South Africa produce many common products, e.g. motor
vehiclesand components, electrical and el ectronic equipment, and agricultural products.
Thisindicatesthat little exchange might take place, but moreimportantly it impliesthat
businesses on both sides of the Atlantic will be defensive. Such protectionismisnaturally
more likely to go with theless competitive party, which in the case of MERCOSUR and
SACU generally appearsto bethelatter. Evenif one disregards protectionist pressures,
the likely impact on trade between MERCOSUR and SACU even in the case of full
liberalisation would still be modest. The main reason for alow increasein tradeis that
the growth would be primarily based on trade diversion rather than trade creation.

Other constraints include the existence of NTBs, especialy in MERCOSUR. Thus,
even with tariffs eliminated, NTBs, like complex regulations and cumbersome custom
procedures, could offset many of the preferences accrued. Another constraint is the
possihility of an FTA covering only goodsand not including other areas such as services

cuTs™

66 ¢ Exploring the IBSA Initiative International



or investment. Indeed, the MERCOSUR-SACU PTA does not contain asingle mention
of either services or investment. Moreover, if included, negotiations on services and
investment would arguably prove to be amore arduous exercise than those on goods.

Finally, some of the obstaclesthat prolonged the negotiationsfor aPTA would proveto
be stumbling blocksin the negotiationsfor an FTA aswell. Not only do multilateral and
regional negotiations divert attention from talks on a MERCOSUR-SACU FTA, but
they aso strain resources. Another potential problem isthat the negotiations are between
two trading blocs, not between two countries. Differences, therefore, need to beresolved
not only between MERCOSUR and SACU, but also among the various parties within
each of the two groups.

In addition, there remainstherisk that the FTA negotiations would be settled too much
at the political level with acontinued lack of input from businesses and the civil society,
asisdiscussed next.

3.3.5 Stakeholders' I nvolvement

Theimportance of sizeable participation of different stakeholdersin the negotiations of
any trade agreement cannot be understated. Yet there was a lack of involvement of
businessesand CSOsin the PTA negotiations. However, theinterest of the private sector
is expected to gain momentum now that the PTA isin place.

But thereisal so some causefor concern that this may not be the case. MERCOSUR and
South African businesses compete with each other in many product categories and,
therefore, a high risk of loud protectionist voices could be heard on both sides of the
Atlantic. In addition, because the businesses’ main markets are situated in East Asia,
North Americaand Europe, they arelikely to be more concerned about getting involved
in trade agreements with parties in those regions. This tendency is also reinforced by
the relative lack of familiarity MERCOSUR and SACU stakeholders have with their
respectiveregions.

3.3.6 The Bigger Picture

Sincethe MERCOSUR-SACU initiative does not take placein avacuum, it isimportant
to view it in the broader context of the trading system as a whole. At the multilateral
level, the MERCOSUR-SACU Framework Agreement makes the intention clear to
conform to the WTO principles. Nonetheless, a PTA by definition detracts from the
non-discrimination val ues endorsed in the multilateral system and also divertsattention
from multilateral trade negotiations. At the regiona level, the MERCOSUR-SACU
RTA isonly oneof hundredsof bilateral or multilateral trade, investment and economic
partnership agreements being formed around the world. As has already been pointed
out, MERCOSUR's and SACU'’s other RTA engagements would divert attention and
strain resources.

But the impact will not be one-sided; MERCOSUR-SACU relations also affect RTAS.
One of the reasons for MERCOSUR and SACU to engage in a RTA is to strengthen
SSC. In addition to being important playersin their respective regions—Latin America
and Africa—they have strong external relationswith other devel oping countriesaswell.
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A Kkey issue is convergence and whether South-South RTAs can be made compatible
with one another rather than contribute to the ‘ spaghetti bow!’ effect of acomplexity of
rulesand regulations.

The Foreign Ministers of India, Brazil and South Africalaunched the IBSA Dialogue
Forum in June 2003 as a means to support political consultation and coordination, to
strengthen cooperation in sectoral areasand toimprove economic relations. Sincethen,
the MERCOSUR-SACU PTA has been signed, as has a PTA between MERCOSUR
and India.

Indiaand SACU are currently negotiating a PTA, with aview to complete the talks by
theend of 2006. Bilaterally, therefore, India, Brazil and South Africaareinterconnected
in RTAs. Moreover, at atrilateral meeting in March 2005, the three countries mooted
the idea of forming atrade alliance between India, MERCOSUR and SACU.
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Chapter 4: The Aerospace | ndustry:
Prospects for Strategic Cooperation
among the IBSA Countries

4.1 The Global Aerospace Industry

Not only isthe aerospaceindustry astrategic asset, it isan important generator of wealth
and adriver of technological and economic development in many industrialised countries.
It is a key source of employment; for example, in 2000 the European space industry
directly employed 429000 people, with thousands more employed indirectly.? The global
aerospace sector is poised to expand by 25 percent in real terms over the next two
decades to US$250bn per year.?

The high levels of skillsand technologies that underpin the aerospace sector render it a
dynamic propeller of industrial innovation. These considerable skills and technol ogies
also contributeto high quality and safety standards. Retaining these aerospace capacities,
however, requires enormous amounts of research and devel opment (R& D) spending.?®

Yet the global aerospaceindustry remains heavily dominated by afew economic powers,
with the United States accounting for the lion's share of global market share and
employment figures. It is a sector that is characterised by very stringent certification
requirements and restrictive legisation, creating high barriers for aspirant emerging
economies seeking to make significant inroads into the industry.
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Table 34: Annual Salesfor Select Aerospace Companies* - 2000
Company Country Annual Sales | Military Sales | % Military
(RB)* (RB)*

Boeing USA 423 130 30
Lockheed USA 235 188 80
EADS EU 210 52 25
BAE Systems UK 174 139 80
Raytheon USA 156 125 80
Northrop USA 79 56 70
Thompson CSF | France 62 43 70
Finmeccanica Italy 35 17 50
Denel Aviation | South Africa 16 14 88
SA Technical South Africa 22 0 0
Source: Hatty, 2000 (cited in DTl Assegai strategy, 2003)

The international aerospace industry can be divided into two broad categories:. ‘first-

tier’ and ‘ second-tier’ suppliers:

e ‘First-tier’ contractors are those national firms that are critical innovators at the
edge of technological advance. Typically, these are few big companiesthat provide
wholly packaged systemsto both commercial and military markets. Apart fromselling
equipment, they maintain, upgradeand repair it throughout itslifespan. Neverthel ess,
therepair and conversion tasks haveincreasingly been outsourced to other industrial
firms.?” They arefull-fledged businessintegrators, marketing, selling and delivering
aircraft on alarge scale in accordance with their contractual obligations. They are
also systemintegrators, presiding over manufacturing contracts and management of
supply chains, even though they do not necessarily undertake the manufacturing
itself.

e ‘Second-tier’ suppliers, ontheother hand, arefirmsthat possess|imited but significant
aerospace capabilities. They include smaller industrialised countries such as Sweden,
Canada and Australia, and emerging economies such as Brazil, India and South
Africa. They supply either sub-systems consisting of several minor sub-systems, or
parts and components. Their operations range from those that involve advanced
systemintegration to those that focus on medium and low levelsof system integration.
Characteristically, companiesthat operatein thisindustry are required to meet strict
certification conditions.?®

Over the past years, the global aerospace industry has undergone a process of
rationalisation and consolidation, driven mainly by company mergers and acquisitions
(M&ASs). This has led to a decrease in the number of new aircraft development
programmes, triggering stiff global competition among ‘first-tier’ businessand system
integrators. Similarly, growing competition among ‘ secondtier’ contractors has exerted
pressures on the supply chain especialy in respect of efficiencies, economies of scale
and margins. This has prompted the system integrators to search for internationally
competitive and pricing models.?® Owing to the globalisation of the supply chain, the
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systemintegrators have been able to devel op an extensive pool of sub-contractorsacross
theworld. In choosing working partners, key consideration has been given to countries
that have cost-effective manufacturing sol utions, balanced against the need to maintain
acceptable production, quality and delivery standards.

4.2 The South African Aerospace Sector

The South African government’svisionisto devel op the aerospace sector asasustainable,
growing and internationally recognised industry by 2014. To this end, the government
has sought to position the sector as a high-value global manufacturing industry and a
regional African transport hub. Given the vast wealth-generation potential of the
aerospaceindustry, the growth of thissector isviewed asvital to future national economic
welfare.® This industry falls squarely into South Africa's approach to economic
devel opment and has potentia for export growth, val ue addition and through international
sub-contracting agreements, stimulatesindustria innovation, competitivenessand growth
further down the supply chain.!

Over the past five yearsthe government has collaborated with thelocal industry, labour

unions, academic institutions and other stakeholdersto recast theindustry asanational

high priority sector whose growth trajectory could be modelled on that of the successful

automotive sector. In accordance with its Integrated Manufacturing Strategy, the

government has unveiled the Aerospace Industry Support Initiative (AISI). The AlSl is

an implementation strategy designed to bolster South Africa's aeronautical, space and

defenceindustriesand ensuretheir full integration into global aerospace supply chains.

It seeks to achieve these objectives by:

e improving the global competitiveness of the South African aerospace industry;

e providing aninstitutiona platform to encourage partnershipsand innovation between
government, industry and academia;

e identifying, developing and promoting the interests and capabilities of the South
African aerospace industry; and

e accelerating the achievement of government strategic objectivesincluding growth,
employment and equity.

South Africa saerospace competitive strengthsrevol ve around avionics, aerospace systems
devel opment, and production of airframes and engine components. Other capabilitiesand
expertise include inertial sensor systems, testing services, missiles, unmanned aerial
vehicles, integrated logistic support, protection systems (for air, sea and land based
applications), observation and sighting systems, air defence production, and training.

State owned Denel has embarked upon astrategy to recast its businessfrom competing
asan independent systems supplier of abroad range of productsin the global market to
firmly establishingitself in the supply chainsof global defence contractorsasapreferred
supplier of sub-systems and components. To this end, it has sought to forge selective
equity partnerships and alliances with global defence contractors.®

The AISI is predicated on the recognition that South Africa should exploit its
competencies and technol ogies optimally and use them as a platform not only to forge
international partnerships with the major agrospace original equipment manufacturers
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(OEMs) such as Airbus, Boeing and Embraer, but also to promote its national
development objectives. Thishas necessitated the creation of integrated supply chains
connecting the OEMSs, leading ‘firgt-tier’ South African contractorsand clusters of small
and emerging companies. The intention is to ensure that the supply chains echo those
found in the automotive sector, which isunderpinned by clusters of automotive suppliers
in South Africathat areintegrated into global networks. Itishoped that thiswill benefit
South Africa by, among other things, moving suppliers up the value chain, inducing
economies of scale, and generally contributing to the development of thelocal industry.

The A400M aircraft programme provides pointers as to how the South African
government and industry intend to realise the restructuring of the aerospace sector.
Thisisaninternational partnership arrangement launched in 2003 involving South Africa
and seven European partners (France, Spain, Luxembourg, Turkey, Germany, Belgium,
and the United Kingdom), whichisaimed at designing and building the A400M military
air transport plane. The programme’s main contractor is Airbus Military SL, an Airbus
subsidiary. In April 2005 the South African government signed a contract to purchase
8 aircrafts and will take first delivery in 2010.

South Africa's participation in the A400M programme has been influenced mainly by
industrial considerations. But it has also been driven by foreign and security policy
factors, especially theimperative of expanding South Africa’ srolein conflict prevention,
peacekeeping operations and humanitarian missions across Africa. Given thelimitations
of the current South African military transport infrastructure, it is expected that the new
trangport aircraft will go along way towards meeting the South African National Defence
Force's (SANDF's) needs and contributing towards the creation of a sustainable
development of the aerospace industry in South Africa.

Denel and Aerosud have been designated as primary South African contractorsand will
supply the A400M programme with arange of components including wing tips, wing-
to-fuselage fairings, centre top shells, composite cargo hold, nose fuselage linings and
other compositeand metallic airframe components. Negotiations are underway to include
parts of the engine and communication systems. Furthermore, both companies will
undertake equipment repairs during the programme’slifespan, and they are expected to
compete for the provision of aircraft maintenance and training services. The final
assembly of the aircraft will take place in Seville, Spain. The A400M programme
representsaclear opportunity for Denel and Aerosud to beincorporated into theworld's
biggest aviation supply chain.®

Aerosud has benefited immensely from the government’sindustrial participation policy.
The policy derives from the government’s strategic defence procurement programme
and commits armaments companiesto provide industrial offsetsin return for contracts
awarded to them. Designed to create or retain over 65 000 jobs, the offsets include
direct investments, export assi stance, undertakingsto utilise partsmadein the purchasing
country, and relocation of final assembly functionsto that country.®

BAE Systems has a 30 percent equity stake in Denel, which was acquired as part of
South Africa's arms procurement package. In terms of the package, the South African
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government was offered an industrial participation package by BAE Systemsand Saab
in return for buying Hawk and Gripen aircrafts. As part of its partnership with BAE
Systems, Denel was awarded contracts to supply aircraft tooling for the production of
the Indian Air Force's new BAE Systems Hawk advanced jet trainer aircraft.®

In addition to Aerosud and Denel, South African firms have forged linkages with other
international companies. Grintek has established joint ventures with Saab in Sweden
and EADS in Germany, which are focused on providing shared R&D and shared
marketing of products. Other international partners include Snecma, Volvo Aero,
Honeywell, Lockheed and MTU. Theindustrial participation programme offers South
African aerospace and defence firms an opportunity for long-range entry into global
supply chains. But it remainsto be seen whether the domestic industry can take maximal
advantage of these possihilities.

4.3 Prospectsfor IBSA Strategic Cooperation

The importance of strategic cooperation among the IBSA countries in the agrospace
industry has been championed at the highest political level in South Africa. Duringthe
visit of the Indian Head of State to South Africain September 2004, President Thabo
Mbeki called onthe IBSA countriesto work together to intensify trilateral cooperation
inthe aerospace sector and indicated that South Africawasready to shareitscapabilities,
technologies and expertise with its IBSA partnersin thisregard.

Theinterviews revealed that there was currently none or very little form of agrospace
collaboration between South Africa, India and Brazil. There was general agreement
among the respondents on the need for cooperation in this respect. As a start, it is
important to ask what the rationale for such cooperation should be. Is the objective of
cooperating to compete with Boeing and Airbus, or to have a sustainable high-tech
industry that can provide skilled employment while making available tailor-made
products at reasonable prices? In addition, it is necessary to identify each country’s
requirements and capabilities.

Broadly, three potential areas of cooperation have been identified as part of the agenda

of the IBSA Working Group on Trade.

e The first area is expansion of aerospace supply chains. This is premised on the
commercial opportunities offered by the diverse aerospace capabilities of the IBSA
countries. In particular, it centres on the prospects promised by Brazil's Embraer,
the world's third largest commercial airline manufacturer that produces regional
aircraft. From a South African perspective, it is envisioned that the demand for
regional aircraft in Africawill grow in the near future, with commercia carrying
capacity in the region expected to double over the next six years.

e Second, collaboration around aerospace systemsin support of strategic defence needs.
The global trend toward the industrialisation of defence production — typified
increasingly by the development of weapons systemsthrough international linkages
— provides clear opportunities for integrating the domestic defence industry into
global supply chains. This can be accomplished through international strategic
alliances, which are crucial to pursuing high-value manufacturing programmes and
mitigating potential risksto individual economies. Previous experience has shown
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that such global partnerships can produce important economic gainsand spillovers,
especialy thetransfer of skillsand technology. Within this context the South African
Department of Defence (supported by the DTI) has been engaged in discussions
with the Brazilian authorities with aview to either upgrading or replacing some of
that country’s ageing air force hardware — mainly fighter jets but also supporting
sub-systems. Denel has set up an office in Brazil to beef up cooperation with the
Brazilian defence sector.®

With a strong electronics competitive edge, Grintek has made progressin entering the
Indian market. Taking cognisance of India’s growing defence spending, robust defence
and aeronautical industry plus high ambitions, the company seeksto shareitstechnology
and supply Indian fighter aircraft with self-protection systems.3 Based on 2004 figures,
defence spending in India amounted to US$16.97bn, compared with US$11bn and
US$3.17bn spent by Brazil and South Africarespectively (see Table 35).%

Table 35: Military expenditures— selected countries, 2004

Rank Country Amount

1 United States $370, 700, 000, 000
4 France $45, 238, 100, 000
7 Itay $28, 182, 800, 000
9 India $16, 970, 000, 000
13 Brazil $11, 000, 000, 000
21 Sweden $5, 729, 000, 000
31 Chile $3, 420, 000, 000
34 South Africa $3, 172, 000, 000
Source: CIA World Factbook, 2005

e Thethird possiblefield of collaboration isaround small and micro satellites. Brazil
and India possess strong competencies in small and micro satellites, including
launching capability, while South Africahas asmall but reputable small and micro
satellite industry and fully-fledged ground support infrastructure. It was indicated
that the IBSA nations stood to gain from amore coordinated and integrated approach
inthesefields, particularly in exchanging expertise and technology platformsandin
fostering closer working relationships between both public and private sectorsin
the three countries.®

In addition to the above proposals, a suggestion has been made for a common
development project (R& D oriented) aimed at devel oping new technol ogy and sustaining
strategic resources and/or ajoint capital equipment acquisition/replacement programme
where non-recurring costs may be distributed across abroader base.*° Another suggestion
was that cooperation should start with aclear strategy to pool resources (not physically
but conceptually) and then buy from those resources on a sustainable basis.

Concerning therolethat the aerospace industries could play in supporting SMEs, through
well-defined supply chains, and in creating wealth and employment, it was pointed out
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that SME development could only take place in the presence of major partnersin each
country, for example Aerosud or Denel in South Africa. It wasnot possiblefor SMEsto
participate independently given the high cost and infrastructure barriers. Aerosud has
been actively developing sub-tier supply by SMEs and has successfully solicited EU
finance through the DTI for this.*

4.4 Capabilities

There is sufficient scope for cooperation among the IBSA countries to devel op better
technological capabilities in aircraft and aircraft components production. Even so, it
was stated that perhapsthefirst step should betheinitiation of dialogue between aviation
playersin each country and to hammer out a strategy from there. Such a strategy could
include each country buying from one another on a preferential basis. A question was
raised regarding whether there was a place in the plans of Brazil and India for South
Africato contribute.

Furthermore, the South African aerospace industry could exploit its competitive niche
areasto integrate South African manufacturersinto Brazilian and Indian aircraft production
sectors through, for example, risk-sharing development and government-supported
marketing efforts at the electronic product level. Regarding the prospectsfor cooperating
with Indiaand Brazil on developing an airplane, anumber of concerns have been raised
about thiskind of cooperation including alack of funding, alack of defence coordination,
and alack of amarket that is prepared to buy from the IBSA grouping.*

Nevertheless, there was a general view that the IBSA nations do possess the necessary
infrastructure to develop a vibrant aerospace sector. And there is agreat deal of scope
for cultivating complementary nichesrather than each country having to wholly finance
itsindustry. South Africa sinfrastructure capabilitiesvary. R& D spending remains|ow,
although it is growing thanks partly to the AISI programme. In general, South African
universities offer useful courses and the South African aviation basel oad underpinsthe
appointment of new engineers. The South African aerospace sector has skilled personnel,
and there has been a determination to improve the industry’s skills base.

South Africa needs to bolster its financial resources. The Industrial Development
Corporation is willing to offer financial support in instances where there is a viable
business case. The country also needsto increaseinvestment in manufacturing facilities
and capital equipment. Some companies, notably Aerosud, haveled theway ininvesting
in modern production methodol ogies and in increasing production output.*

4.5 The Role of Gover nment

The interviewees acknowledged that the South African government, by providing a
policy framework and incentives, has demonstrated a proactive approach to devel oping
the aerospace sector and furthering international cooperation. There wasin principle
general agreement that the government ought to play a centra role in: growing the
aerospace sector and providing strong direction; collaborating with IBSA countrieson
ambitious projects; addressing concerns around import duties, tariffs, manufacturing
and investment incentives, and transaction costs; and providing subsidiesfor collaborative
investment and manufacturing programmes.
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4.6 Value Addition

It is important for the IBSA countries to discuss how they can add value to aircraft
production. Both Europe and the US are high-cost manufacturers and this offers
opportunitiesfor emerging economies. It isworth bearing in mind, though, that aviation
isahigh-risk business requiring very large up-front investment with long term break-
evens. It isnot abusinessthat readily lendsitself to entrepreneurship in the absence of
government incentives.®

It is debatable whether there is an opportunity for a new low-cost engine maker in the
world. If so, the main cost saving will only be production man-hour rates but under
subcontract from an existing engine manufacturer. The development of a new engine
will be prohibitively expensive even if the technology to successfully do so wasto be
made available. The starting point should be cooperation on existing programmes such
asthe Embraer regional aircraft.*® The value addition and cooperation instruments that
arelikely to yield optimal benefits are boosting R& D, encouraging shared research, as
well as cultivating joint marketing arrangements and technological exchanges.

4.7 Challenges/Threatsto IBSA Cooperation

The corruption alegations levelled against Denel by the Indian government represent
arguably the most important challenge and threat to cooperation among the IBSA
countriesinthe aerospace sector. Thishassignificant implicationsfor Indo-South African
bilateral relations and the seriousness of the matter warrantsintervention at the ‘ highest
political level."¥ The caseiscurrently sub judice. Furthermore, it was stated that another
issuethat ought to be resolved isthe restructuring of Denel and aclear delineation of its
rel ationship with established privateindustry, whichisapre-requisitefor foreign links.

Another challenge concerns the extent of the willingness and capability of the IBSA
countriesto develop acommon interest. Considering that the three countries have been
vying to positionthemselvesin an aready congested global aviation market, thechallenge
is whether they can promote cooperation as opposed to competition. Fostering
cooperation is possible but, as one respondent emphasised, it will require a‘win-win
focus project’ to realise.*®

At a commercial level, there is the challenge of reconciling the dilemmas faced by
South African and Brazilian defence industries, both of which have been experiencing
the same problems of over-capacity against the backdrop of declining defence
expenditure. This has resulted in companies in these countries viewing the IBSA
arrangement not in terms of cooperation but rather asameans of opening new markets.
A related concern is the perception that the IBSA mechanism seems to be revolving
around South Africa, with limited India-Brazil activity. This perception needs to be
dispelled if the IBSA isto be taken seriously by the aerospace sector.*

IBSA cooperation might a so beinfluenced by the attitude of Indian and Brazilian partners
to the transformation of defence-related industriesin South Africathat has been taking
placein keeping with the government’s policy of black economic empowerment (BEE).
BEE is designed to facilitate the entry of emerging businesses and the previously
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marginalised black entrepreneurs into defence and aerospace sectors by, among other
things, hel ping these enterprisesto overcomethe stringent technical barriersthat prevent
small and emerging companies from participating in the industry. Early in November
2005 Phatsima Aviation, a BEE company acquired a 20 percent stake in Aerosud,
increasing Aerosud'stotal BEE shareholding to 28 percent.®

A further issue that needs to be tackled iswhether the Airbus/A400M strategy pursued
by South Africa can be balanced against South-South cooperation within the IBSA
context. Moreover, there is a challenge of dealing with matters related to transaction
costs, shipping costs and delivery times.
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Chapter 5: Findings, Lessons and
Recommendations

IBSA —Huge Potential, Consider able Challenges

Findings

Trade and investment among the IBSA countriesisvery low —often around 1 percent
of the total — although there has been some growth in the past decade.

IBSA partners tend to be competitors and not clientsin relation to each other. The
real clients till sit in the Northern Hemisphere.

Among the IBSA countries’ main exports to each other are: India— mineral fuels
and oils, pharmaceuticals, cereals, and auto-components and ancillaries; Brazil —
vehicles and auto-components, mineral fuels and oils, crude soya bean oil, and
machinery; South Africa— chemicals, minerals fuels and oils, iron and steel, and
gold.

Thereisfear of competition from the IBSA partnersin certain sectors, e.g. motor
vehicles, textiles, steel, and agriculture and food products.

Thethree markets offer considerable potential. Indiaisanimmense domestic market
and has huge economies of scalein several sectorsaswell aslow-cost |abour; Brazil
isahuge, dynamic and diversified market and hasalso arelatively liberal trade and
investment regime; South Africaal so hasaconsiderable market, hascultural affinities
with both IBSA partners and isfairly close geographically to India and Brazil.

All three IBSA countries are important hubsin their respective regions and greater
intra-1BSA relationsis often considered asaway to a so expand rel ations with other
countriesin the three regions.

The IBSA countries have successfully cooperated in the Doha Round negotiations
as part of the G-20.

Lessons

Thereis huge potential to increase trade and investment relations among the three
IBSA countries, in part dueto their large markets and the currently low flowsamong
them. Potential areas of cooperation include aircraft production (seefurther below),
pharmaceutical s, software, automotive and transport material, and tourism.
However, there are also considerable challenges facing the trilateral alliance that
relate to, among others, tariff and NTBs, high transport costs, and cultural and
linguistic differences.
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Recommendations

e Engageinahigh-level dialogue among MNCsand thethree governmentsin order to
ascertain whether and how the IBSA initiative might have a favourable impact on
trade and FDI — particularly in industries that operate in some or al of the IBSA
countries.

High Tariffsand ‘Non-transparent’ Tariff Structures

Findings

e Hightariffsinthe IBSA countriesimpede trade flows among them, with 15 percent
inasurvey saying that high import tariffsact asmajor barriersto increased economic
relations with Indiaand South Africa

e ‘Non-transparent’ tariff structures and customs regimes have been identified as
barriers to greater trade.

o Tariff peaks and tariff escalation in Brazil has been cited as a problem to export
finished goods there.

Lessons
e Despite measuresto further tradeliberalisationin the IBSA countries, tariffsremain
aconsiderable barrier to increased trade relations in some cases.

Recommendations
¢ Reduce customs duties and make tariff structure transparent in order to ensure a
level playing field for importers.

‘Non-transparent’ Standardsand Cumber some Visa Procedures

Findings

¢ Non-transparent standards are among the barriers that hamper intra-IBSA trade.

e Customs procedures can be onerous and costly.

e |ndia, in particular, has been mentioned as having cumbersome and time-consuming
procedures for obtaining visa.

e |nBrazil it is costly for trading partners to comply with the complex web of laws
provisional measures, decrees and resolutions that regulate the country’s foreign
trade.

Lessons
o Thereareseveral NTBsinthe IBSA countriesthat need to be addressed in order to
strengthen commercial relations.

Recommendations

e Harmonise standards among the IBSA countries.

e Anequivalenceagreement can paveway for reducing transaction costs of exporters
within IBSA countries—thiswould be particularly useful for non-agricultural products
such astyres and pharmaceuticals.

e Address visa problems and concerns related to cross-border movement of
businesspersons.
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e Do away completely with NTBs among IBSA partners to ensure a level playing
field for importers.

Scopeto I mprove | nvestment-friendly Environments

Findings

e Investment flows between the IBSA countries are low and investment relations
between IBSA countries can be best described as ad-hoc, with no clear direction.
Some sectors have seen momentum, e.g. pharmaceuticals and mining.

e Even though the three IBSA countries can differ on specific indicators and indices
that assessthe business environment, the overall pictureisnot quite an ‘ investment-
friendly’ onefor the IBSA ‘region’.

e Lack of copyright and other IPRs protection, which act as a major disincentive to
investment.

e Thereare no BITs between any of the IBSA partners.

Lessons

e For IBSA countries that are relative ‘newcomers’ in the FDI universe and do not
have the same capacity and structure to back their investments as OECD countries
do, the IBSA business environment makesiit all the more difficult for “intra-zone”
investment to occur.

e Aninitiative such as IBSA must at some point focus on investment by MNCs. All
three countries at some level compete for FDI from the same sources and the same
MNCs also compete among themselves for attractive investment regimes across
countries such asthe three IBSA members.

Recommendations
e Ensure adequate enforcement of |PRs.
e Consider negotiating and concluding and a comprehensive trilateral BIT.

Considerable Lack of Market Information and Knowledge

Findings

e Thereisageneral lack of information and knowledge about the IBSA partnersinthe
respective countries. Consequently, several companieshave not identified other IBSA
countries as markets simply because of their low awareness about those markets.

e Many companiessurveyed felt that the current level of reliable sectoral information
available is very poor and that government missions, chambers of commerce and
the like could provide greater assistance to improve such information.

Lessons

¢ Notwithstanding the trade and investment barriers among the IBSA countries,
addressing stakeholders' lack of information and knowledge about the respective
partners would go a considerable way to spur greater economic relations.

e There might be a case for setting up sector specific export promotion boards rather
than broad based business chambers in order to get access to detailed market
information.
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There is a need to distinguish between MNCs and SMEs with regard to market
information, since it is easier for most MNCs to gain access to foreign market
intelligence because of their requisite infrastructure and capabilities.

Recommendations

Use diplomatic missions, business chambers and the like to provide exporters and
investors with adequate, up-to-date market intelligence and other relevant dataand,
more broadly, to promote economic cooperation among IBSA countries. This may
be accomplished by, among other things, organising trade fairs and exhibitionsin a
bid to enable exporters to market their products and services.

Use the IBSA Business Council to facilitate interaction among businesses, foster
the creation of private-public partnerships, expand mutual knowledge and promote
sharing of experiences.

L ow Awar eness and | nvolvement of Stakeholders

Findings

Thereisvery little awareness among companies about the IBSA initiative.
Companies have mixed views about initiatives such asIBSA. Some support them as
waysto explore commercial opportunities both in the partner countries themselves
and in these partners' neighbouring countries. Some, on the other hand, view them
with suspicion and perceive them more as political rather than economic projects.

Lessons

Thereisaconsiderableinformation gap between IBSA promotersand stakeholders,
which gives rise to concerns about stakeholders not being enough involved in the
IBSA initiative.

When informing and involving stakeholders, IBSA promoters need to make clear
therationale behind and benefits from theinitiative.

Recommendations

Facilitate interaction between potential exporters and investors with relevant
government and private sector institutions.

Inform businesses and business associations about the vision and programmes of
IBSA and involvethem in shaping IBSA processes.

Accentuate the economic value of trade agreements to business organisations.

High Transport Costs

Findings
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Transport costs are considered to be one of the greatest impediments to stronger
commercial relations. For instance, they were singled out as one of the largest factors
impeding India's exportsto Brazil.

Frequent port delays that, among others, result from insufficient and poorly
streamlined ports and inland custom posts also pose a challenge for greater trade
flows among the IBSA countries.
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e Freight costs between India and Brazil are alegedly high for primarily two major
reasons. Firstly, there is no regular traffic with India, which is not included in the
overdl Asianroutesfrom Brazil that tend to favour China, Japan and Korea. Secondly,
many combined cargo ships (bulk and containers), even when they go by Indiado
not stop at Indian ports given the scale of ordersto that destination.

Lessons
¢ Freight and logistics should be one of the primary focus areas of the IBSA initiative,
since transport costs are very high.

Recommendations

e Encourage public-private partnerships while tackling infrastructure bottlenecks,
including the improvement of rail and sealinks aswell as enhancing port capacity
and operations.

e Develop new trade routes among the IBSA countries.

Significant ‘Environmental’ Barriers

Findings

e Difficult bureaucratic procedures hamper trade flows among the IBSA partners.

e Corruption, bribery of government agencies and ‘discriminatory’ awarding of
government contracts raise the costs of doing businessin the IBSA countries.

e Differences in culture and, particularly, language can be a considerable hurdle in
intra-1BSA relations. For instance, language is seen as one of the biggest problems
faced by Indian business aiming to increase exports to Brazil.

Lessons

¢ Notwithstanding trade policy barriers and challenges related to transport and
infrastructure, there are considerable ‘environmental’ barriers that hamper
commercial relations among the IBSA partners.

Recommendations

e Ensure implementation of efforts aimed at weeding out corruption in public and
private organisations.

e Use diplomatic missions, business chambers and the like to assist in overcoming
cultural and linguistic differences among the IBSA partners.

Small Impact from PTAs

Findings

¢ |ndiaand MERCOSUR signed a PTA on January 25, 2004, while MERCOSUR and
SACU signed a PTA on December 16, 2004. India and SACU are currently
negotiating a PTA that they are looking to conclude by the end of 2006.

¢ Boththelndia-M ERCOSUR PTA and the MERCOSUR-SACU PTA arebased ona
‘positive list’” approach. The former contains some 600 products, while the latter
designates some 2,000 products for tariff liberalisation.
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Lessons
¢ The benefitsfrom the three PTAswill most likely be primarily political, as none of
them are expected to have significant impacts on trade flows.

Recommendations

e Conclude acomprehensive India=SACU PTA by the end of 2006.

e Explore possibility to negotiate a trilateral FTA between India, MERCOSUR and
SACU.

Opportunity to Cooperatein the Aerospace I ndustry

Findings

e Theimportance of strategic cooperation among the IBSA countriesin the aerospace
industry has been championed at the highest political level in South Africa.

e Therewasageneral view that the|BSA nationsdo possessthe necessary infrastructure
to develop avibrant aerospace sector. And thereisagreat deal of scopefor cultivating
complementary nichesrather than each country having to wholly financeitsindustry.

e Theinterviewsrevealed that therewas currently none or very little form of aerospace
collaboration between South Africa, Indiaand Brazil. There was general agreement
among the respondents on the need for cooperation in this respect.

e Brazil and Indiapossess strong competenciesin small and micro satellites, including
launching capability, while South Africahasasmall but reputable small and micro
satellite industry and fully-fledged ground support infrastructure.

e South Africa’'s DTI has offered to make its offices available in 2007 to host a
preliminary meeting of aerospace players in the IBSA countries to explore ideas,
proposals, plansand strategiesthat can take the aerospaceinitiative forward. If such
agathering lays afirm foundation and yields meaningful outcomes, it is hoped that
it will lead to follow-up meetingsin Brazil and/or India.

Lessons

e Thereappearstobeawill among governmentsand stakeholdersinthe IBSA countries
to collaborate in the aerospace sector.

e Broadly three potential areas of cooperation have been identified as part of the
agenda of the IBSA Working Group on Trade;
¢ Expansion of aerospace supply chains, which is premised on the commercia

opportunities offered by the diverse aerospace capabilities of the IBSA
countries.
¢ Collaboration around aerospace systems in support of strategic defence needs.
¢ Coallaboration around small and micro satellites. IBSA countriesmight gainfrom
a more coordinated and integrated approach in these fields, particularly in
exchanging expertise and technology platforms and in fostering closer working
relationship between both public and private sectorsin the three countries.

e Concerning the role that the aerospace industries could play in supporting SMEs,
through well-defined supply chains, and in creating wealth and employment, it was
pointed out that SME development could only take place in the presence of major
partnersin each country. It was not possible for SMEs to participate independently
given the high cost and infrastructure barriers.

¥
EMEE:‘§ Exploring the IBSA Initiative ¢ 83



e Challenges/threats include corruption allegations levelled against South African
defence products supplier Dend by the Indian government; extent of willingness
and capability of the IBSA countries to develop a common interest; problems of
over-capacity against the backdrop of declining defence expenditures in South
Africa's and Brazil’s defence industries; and matters related to transaction costs,
shipping costs and delivery times.

Recommendations

e Consider and debate the three potential areas of cooperation identified as part of the
agenda of the IBSA Working Group on Trade. Formulate a strategy based on the
outcomes of that debate. This strategy could include each country buying from one
another on apreferential basis.

e Launch acommon development project (R&D oriented) aimed at devel oping new
technology and sustaining strategic resources and/or a joint capital equipment
acquisition/replacement programme where non-recurring costs may be distributed
across a broader base.

e Formulate aclear strategy to pool resources (not physically, but conceptually) and
then buy from those resources on asustain

2.5.4.g The Way Ahead

As this document has underlined, some justifiable doubts and misgivings about the
efficacy of the scheme do persist but these were overwhelmingly overshadowed by a
desire and enthusiasm to build relationships with Brazilian and Indian aerospace
companies asreliable and valued business partners. Thisshould provide astarting point
for commencing substantive dialogue among the IBSA nations. The DTI in South Africa
has offered to makeits officesavailablein 2007 to host apreliminary meeting of aerospace
playersin the IBSA countriesto explore ideas, proposals, plans and strategiesthat can
take the aerospace initiative forward. It asked SAIIA to liaisewith CUTS and ICONE
with aview to setting up such ameeting at the earliest opportunity in 2006.

At ameeting in Pretoria, South Africa, on June 28, 2006, organised by SAIIA, CUTS
International, Business Unity South Africa (BUSA) and the Institute for International
Trade Negotiations, Brazil, it was resolved that a conference of experts on aerospace
and aviation from India, Brazil and South Africabe convened to the take the process of
cooperation in the aerospace sector forward.

If thisgathering laysafirm foundation and yields meaningful outcomes, it ishoped that
it will lead to follow-up meetingsin Brazil and/or India.
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Annexure

India-Brazil-South Africa (IBSA) Dialogue Forum, Brasilia Declaration, March
30, 2006

1. TheMinister of Statefor External Affairs, Government of India, H E Anand Sharma,
the Minister of External Relations, Brazil, H E Celso Amorim, and the Minister of
Foreign Affairs of South Africa, H E Dr Nkosazana Dlamini-Zuma, met in Rio de
Janeiro on March 30, 2006 for the Third Meeting of the Trilateral Commission of
the IBSA Dialogue Forum.

2. TheMinistersdiscussed awiderange of critical global issuesand reconfirmed their
shared vision and determination to play a constructive role in internationa affairs
and to maintain friendly relations with all countries. They reaffirmed the IBSA
Dialogue Forum as an important mechanism for political consultation and co-
ordination aswell asfor strengthening cooperation in sectoral areas and to improve
economic relations among India, Brazil and South Africa.

3. They confirmed their support for a strong multilateral system as a means towards
addressing issues of global concern, in particular the pre-eminent role of the United
Nationsin the maintenance of international peace and security and the promotion of
sustai nable devel opment.

Millennium Review Summit

4. The Ministers recognised the successful conclusion of the Millennium Review
Summit, which took place in September 2005. The Ministers expressed their hope
that the UN reform processes continue to reflect a balance between devel opment
and security concernsand, inthisregard, reiterated their perception that devel opment
matters remain an indispensable foundation for anew collective security system.

5. They reaffirmed their commitment to the goal of devel oping countries successfully
achieving, at the minimum, the Millennium Development Goals (MDGs) as a core
strategy in the international fight against underdevelopment, hunger and poverty.
They reiterated their support for the Action against Hunger and Poverty initiative
and, in particular, the Declaration issued by the promoters of the initiative on the
occasion of the UN Millennium Review Summit. They reconfirmed theimportance
of obtaining new and additional financial and other resources for fighting poverty
and financing devel opment.
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6. Within the framework of the Monterrey consensus, the Ministers acknowledged
that the MDGs would not be achieved without also resorting to additional and
innovative sources of financing for development. The Ministers confirmed their
willingness to support and promote innovative financing mechanisms and in this
regard reiterated their intention to take active part in the work by the L eading Group
on Solidarity Levies, created at the Ministerial Conference on Innovative Financing,
held in Parisin February/March 2006.

UN Institutional Reform

7. TheMinistersreiterated their continued support for the reform of the UN to makeit
more democratic and responsive to the priorities of its Member States, particularly
those of devel oping countriesthat constitute the vast majority of its membership. In
this regard, they welcomed the decisions taken in the September Summit in New
York in 2005 and expressed their full support for the implementation of those
decisions as contained in the “ Summit Outcome Document”.

8. TheMinistersemphasised that the Security Council must, initscomposition, represent
contemporary realities and not those of 1945. Keeping in view that the decisions of
the Security Council should serve the interests of the larger UN Membership, they
emphasised the need for the urgent reform of the Security Council that would include
its expansion in both categories of membership, permanent and non-permanent, in
order torender it more democratic, legitimate, representative and responsive. Towards
this end, the representation of developing countries from Africa, Asia and Latin
America, as permanent members of the Security Council, is essential. The IBSA
countries agreed to continue to exchange views on this issue, which they felt is
central to the process of UN reform, and work towards this common purposein the
coming months, with the view to achieving concrete results by the end of the 60th
General Assembly session.

9. They welcomed the creation of the Peace Building Commission as an important
intergovernmental advisory body through which international community could
provide long-term support to countries emerging from conflict, including capacity-
building efforts. IBSA countries reiterated their commitment towards working for
an early operationalisation of the Peace Building Commission.

10. They voiced their full support for the capable manner in which the UN Secretary-
Generd, Kofi Annan, has been conducting thework of the organisation, and expressed
confidence in his effortsto enhance the UN’srole in international relations.

11. They recommitted their respective delegationsto the UN and its specialised agencies,
aswell asother multilateral bodies, to remain in close contact with each other and to
consult on all issues of significance.

South-South Cooper ation

12. The Ministers reaffirmed that South-South cooperation is an essential and
fundamental component of international cooperation for devel opment, and stressed
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their support for mainstreaming of South-South cooperation and of the pursuit of
the development of TCDC to its full potential. In this regard, they recommitted
themselves to work together for the enhancement of South-South cooperation and
emphasi sed the establishment of IBSA Fund as an example of cooperation among
three developing countries for the benefit of the neediest nations of the South.

13. They noted with satisfaction the adoption of the Doha Plan of Action at the South
Summit, held in Doha, from June 12-16, 2005. They emphasised the importance
of strengthening South-South cooperation in order to promote growth and
development.

The New Partnership for Africa’s Development (NEPAD)

14. The Ministers reaffirmed their support for the socio-economic development
programme of the African Union (AU) and committed the IBSA partnership to
seeking practical and concrete measures to be pursued in support of the
implementation of NEPAD. The three countries share a common experience in the
struggle against poverty and underdevel opment, aswell ascomplementary levels of
development. There was therefore much to gain from sharing information and best
practices in dealing with common challenges and in identifying areas of common
concern, need and benefit.

South American Integration

15. The Ministers welcomed the consolidation of the South American Community of
Nations, which helditsfirst Presidential Meetingin Brasilia, on September 30, 2005,
and recognised it asamajor achievement in the process of strengthening the political
coordination and economic, commercial and infrastructural integration among South
American countries.

Terrorism

16. The Ministers reaffirmed that international terrorism constitutes one of the most
serious threats to peace and security and that acts of terrorism were criminal and
unjustifiable whatever the considerations or factorsthat might beinvoked to justify
them. The Ministers emphasised the need for concerted and co-ordinated action by
theinternational community, with the ultimate objective of eradicating terrorismin
all itsforms and manifestations.

17. They reaffirmed their full support for the implementation of all the measures to
combat terrorism outlined in relevant UN Security Council Resolutions. They
wel comed the Council’ s effortsto increase cooperation and coordination in thefight
against terrorism and called on the international community to work together in a
spirit of cooperation and toleranceto eliminateterrorism. Recalling that the Outcome
Document of the World Summit 2005 had called upon the member statesto conclude
a comprehensive convention on international terrorism during the current Session
of the UN General Assembly, the Ministers stressed theimportance of finalising the
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convention on international terrorism and called upon al States to cooperate in
resolving the outstanding issues with the objective of an expeditious conclusion of
negotiations and the adoption of this Convention.

18. They emphasised that international cooperation to combat terrorism should be
conducted in conformity with the principles of the UN Charter, international law
and relevant international conventions, including international human rights,
humanitarian and refugee instruments.

Disarmament, Non-Proliferation And Arms Control

19. The Ministers reaffirmed the view that the primary focus on human devel opment,
the fight against poverty, and measures to promote a better quality of life, should
underpin and provide for greater guarantees for international peace and stability.
Thethree Ministerstook stock of the global security situation concerning disarmament
and non-proliferation, and expressed their concern over the lack of progress in
multilateral fora related to the field, and voiced their hope that the international
community will show the necessary resolve and political will to reinforce the
international disarmament and non-proliferation regime by means of multilaterally-
negotiated, transparent, balanced and effective measures.

20. The Ministers expressed their conviction that multilateral institutions set up under
multilateral disarmament agreements should remain the primary institutions and
mechanisms, in the international community’s endeavour to achieve common
objectivesin the area of disarmament and non-proliferation.

21. They took note of the positive continuing cooperation among their countries at the
| AEA and other fora, with aview to ensuring the unimpeded growth and devel opment
of the peaceful use of atomic energy, through the supply of technology, equipment
and material, under appropriate safeguards, and reaffirmed their will to intensify
such cooperation. Inthisregard, the Ministerscalled for apeaceful resolution of the
Iranian nuclear programme within the context of the IAEA.

22. They highlighted that nuclear energy can play animportant rolein meeting growing
global energy requirements while at the same time addressing concerns related to
global warming. Inthisregard they agreed to consider further enhancing international
civilian nuclear cooperation, with countries that share the objectives of non-
proliferation and have contributed to them, aswell as having concluded appropriate
safeguard agreementswith IAEA.

23. The Ministers expressed concern over the continuing impasse in the Conference on
Disarmament and called upon member statestointensify effortsto reach an agreement
on aprogramme of work. In this context, they reiterated that the Five Ambassadors
proposal asrevised in 2003 still remained a viable basis for a programme of work.

24. They also expressed their commitment to the universalisation of the Convention for
the Prohibition of Chemical Weapons and Biological Weapons Convention (BWC),
as well as to the goal of ensuring its balanced, transparent and effective
implementation.
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25. They also agreed on the pressing need to adopt measures aimed at strengthening the
Convention for the Prohibition of Biological and Toxin Weapons, in order to
consolidateitsrole asakey disarmament instrument of theinternational disarmament
and non-proliferation regime, and expressed their will to intensify the cooperation
and consultationsin relation to the Convention, in particular in the context of its 6th
Review Conference, scheduled for November-December 2006.

26. They recalled theimportance of cooperative and effectiveinternational action against
theillicit trade in small arms, light weapons and ammunition, and the need for the
2006 Review Conference of the UN Programme of Action to Prevent, Combat and
Eradicate the lllicit Trade in Small Arms and Light Weapons in All Its Aspects
(UN-PoA), adopted at the Conference on the lllicit Trade of Small Armsand Light
Weaponsin All 1ts Aspects.

Situation In The Middle East

27. The Ministerswelcomed the hol ding of transparent and free parliamentary elections
in the Palestinian territories on January 25, 2006 and of general electionsin Israel
this very week. They welcomed the strengthening of the democratic process in
Palestine and the peaceful nature of the polling. They expressed the hope that the
newly formed government in Pal estine and the newly formed government in Israel
will continue to pursue peaceful negotiations as laid down by the Road Map for
Peace and to abstain from taking any action or measure which might put in jeopardy
the peace process in the region leading to the establishment of aviable, sovereign,
independent State of Palestine living side by sidein peaceful co-existence with the
State of Israel.

International Trade

28. Considering theresults of the 6th WTO Ministerial Conference held in Hong Kong,
in December 2005, the Ministers emphasised the necessity of renewed political
commitment to advance negotiations so that the Hong K ong deadlines are met.

29. Asagricultureiscentral to development and the DohaRound, the Ministers expressed
their conviction that Hong Kong consolidated the G-20 as an element of systemic
relevance in WTO Agriculture negotiations.

30. The Ministers emphasised the need to consolidate unity on the devel opment content
of the Round. Thisis supported by increased activity, in the form of consultations,
held in Geneva by Indian, Brazilian and South African delegations, in order to co-
ordinate positionsand strengthen NAMA, aswell asthe establishment of the NAMA
-11 whose two main principles are supporting flexibilities for devel oping countries
and bal ance between NAMA and other areas under negotiation.

31. They recognised the importance of incorporating development dimension in
international discussions concerning intellectual property, as a means to preserve
the policy spacethat countriesenjoy in ensuring accessto knowledge, health, culture
and a sustainable environment. In this context, they welcomed the launching of a
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‘Development Agenda in the World Intellectual Property Organisation (WIPO)’
and reaffirmed their hope that WIPO incorporates effectively the development
dimensionin al its bodies.

32. The Ministerstook note of the broader objectives of the EU proposed Registration,
Evaluation and A uthorisation of Chemicals (REACH) Legisation, in respect of the
protection of human health and the environment. The Ministersreiterated their support
for the commitments made on chemical safety at the World Summit on Sustainable
Development (WSSD) in 2002.

33. Theministersexpressed their concern for the unintended consequencesthat REACH
will have on developing economies exporting to the EU. Such consequences will
negatively affect the attainment of development goals in the South, including the
MDGs. The Ministers recognised the efforts, commitments and determination of
leaders of developing economies to effectively address the challenges of poverty,
underdevel opment, marginalisation social exclusion and economic disparities.

34. The Ministers urged EU to give due consideration to the grave consequences for
devel oping economies should REACH be adopted initscurrent form. The Ministers
urged the EU to ensure that REACH will not become a Technical Barriersto Trade
(TBT). Thehigh costsfor compliance, the possibilitiesfor substituting commaodities
and the lack of technological and human resource capacity to comply may render
the EU markets inaccessible for exports from developing countries. The Ministers
expressed their desire that REACH should be consistent with the WTO laws and
provide for adequate flexibility to developing countries.

35. The Ministersundertook to work together and jointly to addressthe challenges posed
by REACH. The Ministersresolved to make all efforts to cooperate in coordinated
manner regarding REACH.

International Financial System

36. The Ministersunderlined the convergence of views regarding the need for enhancing
the governance of the international financial system and, in this respect, reiterated
their commitment to coordinate efforts on this issue. They further stressed that
progressinthisfield will lead toimprovementsin crisis prevention and theincrease
of resources to finance development.

Sustainable Development

37.The Ministers reaffirmed the validity of the principles contained in the Rio
Declaration, particularly on common but differentiated responsibilities, the
Programme of Action contained in Agenda 21, and the Plan of Implementation of
the World Summit on Sustainable Development (WSSD) held in Johannesburg. IBSA
would continueits effortsto mobilise new and additional financial resourcesand the
transfer of environmentally sound technol ogieswithin an agreed timeframein order
to implement the outcomes of these conferences.
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38. They stressed that an international environment supportive of development would
be critical to this process. They also called for aspecific focus on capacity building
as well as on the transfer of financial resources and technology to developing
countries.

39. They noted with appreciation the stage of the TRIPs Council negotiations on the
relationship between the TRIPs Agreement and the Convention on Biological
Diversity (CBD) and reaffirmed the urgent need that M embers reach aprompt solution
for the problem raised by the granting of IPRs concerning or making use of genetic
resources and/or associated traditional knowledge without compliance of relevant
provisions of the CBD. In this respect, they underscored the wide support for the
proposal of amending TRIPs with aview to require | P applications to disclose the
country of origin of the subject matter aswell asthe compliance with the requirements
of fair and equitabl e benefit-sharing and prior informed consent, in accordance with
the legidation of the country of origin.

40. They expressed, in this context, their positive expectations about the results of the
VIl Conference of the Parties of the Convention on Biological Diversity (COP-8/
CBD), whichisbeing heldin Curitiba, Brazil (March 20-31, 2006). They concurred
on that COP-8 constitutes an opportunity to advance the effective implementation
of CBD.

41. They aso called for expediting negotiation and conclusion of theinternational regime
on access and benefit sharing, as an instrument for protecting intellectual property
rights concerning traditional and indigenous knowledge. India, Brazil and South
Africa, as the founding members of the Group of Like-Minded Megadiverse
Countries, agreed to strengthen cooperation and co-ordination, with an emphasison
multilateral negotiations and in fostering activities related to South-South
Cooperation.

42. They recalled that Brazil, India and South Africa would jointly participate in the
Capacity Building Committee of the Group on Earth Observation (GEO), an
intergovernmental partnership entrusted with implementing the Global Earth
Observation System of Systems (GEOSS). The participation in the Capacity Building
Committee provides a unique opportunity for the three countries to cooperate in
enhancing the capabilities of developing countries, especially less devel oped ones,
in the use, analysis, interpretation and modelling of Earth Observation data, for
applicationsinthe nine societal benefit areas of GEOSS, which comprise Agriculture,
Hedlth, Disasters, Water, Ecosystems, Climate, M eteorology, Energy and Biodiversity
etc.

Climate Change

43. TheMinistersexpressed their satisfaction with the results of the Montreal meetings
(COP-11, COP/MOP-1), particularly with the adoption of the Marrakech Accords
and the establishment of the Ad-hoc Working Group on Further Commitments for
Annex 1 Parties under the Kyoto Protocol to consider such commitments for the
period beyond 2012. They further urged developed countries to meet their own
commitments and undertakings under the Protocol not only in terms of complying
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with current targets for Greenhouse Gases (GHG) emission reduction, but also in
terms of their commitment in respect of technology transfer, capacity building and
financial support to devel oping countries. They also welcomed the dialogue onlong-
term cooperative action to address climate change by enhancing implementation of
the Convention.

44. They also agreed on the need for continued consultationswithin IBSA Forum onthe
environment and climate change i ssues.

IBSA Facility Fund For Alleviation Of Poverty And Hunger

45. The Ministersreiterated the fundamental character of the IBSA Fund asameansto
disseminate the best practices in the aleviation of poverty and hunger. They
emphasied the importance of the participation of institutions of IBSA countries
(Governmental and Non-Governmental) in the projects financed by the Fund and
recommended that the United Nations Development Programme (UNDP), as
administrator of the Fund, find means to make that participation possible.

46. The Ministersreceived thereport of the visit of the Technical Monitoring Committee
(TMC) to Guinea Bissau and accepted the recommendations made by the TMC,
especially concerning the management of the project, and urged the UNDP Office
in Bissau to work more closely with the UNDP Special Unit for South-South
Cooperation in New York, the Coordinator of the project and the Guinean Bissau
national authorities. They accepted the Committee’s recommendation that an
additional agreement be signed with UNDP in order to clarify rightsand obligations
of both parties.

47.The Ministers reiterated their commitment to move forward with other projectsin
the scope of the Fund. They welcomed the finalisation of the concept paper of the
project on waste collection in Haiti (Carrefour Feuille) and called upon speedy
appointment of aproject coordinator so that the project can beimplemented as soon
aspossible. They underlined theimportance of making progressesin the drawing up
of the projects benefiting Palestine and L aos.

48. The IBSA countries recommitted themselvesto allocate at |east US$1mn ayear to
the Fund.

IBSA Sectoral Cooperation

49. The Ministers reviewed the work of the sectoral working groups and adopted their
reports.

50. Reference was made to the two Workshops on Information Society and E-
Government, held in South Africa and India, and to the commitment of the three
delegations to actively participate in the last event of the series, to take place in
Brazil, in June 2006.

51. The Ministers welcomed the agreement reached by the Working Group on the
Information Society, on the content of the “IBSA Framework for Cooperation on
Information Society”, setting up the basis and defining modes of cooperationin the
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fields of Information Society and Communication Technol ogies, and took notewith
satisfaction of the Joint Action Programme for 2006-2007, prescribing specific
initiativesin all fieldsof cooperation covered by the Framework. The Ministersalso
wel comed the devel opment of the | BSA website (www.ibsa-trilateral .org),maintained
by South Africa, and invitethe variousworking groups of the IBSA Forumto provide
content and make full use of this channel of communication.

52. The Ministers recognized with pleasure the high level of coordination between the
three del egations during the second phase of the World Summit on the Information
Society (WSIS), heldin Tunis, in November 2005, and its preparatory works. Inthis
regard, the three countries reiterated their commitment to keep working together
during the WSI S follow-up process, aswell asin other international forarelated to
theissue, to promote the use of Information and Communication Technologiesasa
tool for development and to build multilateral, democratic and transparent global
Internet governance mechanisms.

53. The Ministersdecided to formalise the establishment of an additional sectoral working
group on Socia Issues, as a follow-up to the International Seminar on Economic
Development and Social Equity, held in Rio de Janeiro, on August 03-04, 2005.
They also expressed their intention of establishing as soon as possible a working
group on Public Administration.

54, The member countriesreiterated their commitment to further promote the production
and use of Bio-fuelsasenvironmentally friendly and sustai nabl e fuel swhich promote
socio - economic development, taking into consideration their global importance.
Progress is being made, on exchange of information on Renewable Energy and the
Bio-fuelsvalue chain.

55. More emphasis will be placed on exchange of information into the areas of energy
efficiency and conservation, and hydrogen energy. Indiawill host the second technical
meeting of the Energy Working Group, to which other stakeholdersincluding private
sector players may be invited for the enhancement of implementation of IBSA
initiatives.

56. The Ministers agreed on the importance of new initiatives aimed at strengthening
economic and trade relations among developing countries, as a means to generate
business opportunities and contributeto an international trade scenario more suitable
to their development projects. In that regard, they took note with great satisfaction
that MERCOSUR will be proposing to SACU and Indiathe creation of a Working
Group to explore the modalities of a T-FTA among them. They underlined the
significance of this exercise and expressed their full support to the initiative.

57. Further the Ministers supported theinitiative of arenewable source of energy seminar
and the proposals to assist Small, Medium and Micro Enterprises through the
proposed study on how to make businessin the IBSA countries, and the proposals
on sharing of experiences and training opportunities.

58. The Ministers also laid emphasis on the need to conclude the bilateral customs
cooperation agreements expeditiously.
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59. The member countries decided that, in taking forward the renewed approach to
IBSA deliverables, South Africashould host ameeting on civil aviation and maritime
transport in April 2006. This meeting will focus on the finalisation of the trilateral
on maritime transport agreement and also review implementation of air transport
agreement. It should be noted, in addition, that during the present meeting of the
working group in Rio, which also included the presence of representatives of Air
India, VARIG and SAA, tremendous progress has been made and concrete projects
have been identified for cooperation. To this end cooperation will be fostered in
areasof air link expansions, training and knowledge sharing in airportsand airspace
management, port management, operational and infrastructural systems, including
capacity building in shipbuilding, environmental management and navigational
systems.

60. The development of transhipment facilities will also be made a priority in order to
support the IBSA trade strategy which advocates for the creation of South-South
shipping highway that integrate sub-regional connection between MERCOSUR,
SACU and Indian regions.

61. The Ministers noted progress on the establishment of a framework to strengthen
cooperation in the field of agriculture. Specific areas of cooperation that have been
identified are: research and capacity building, agricultural trade, rural development
and poverty alleviation, and other alied areas as may be agreed.

62. Following the successful meeting of the health working group held in Brazil from
February 6-10, 2006 in which broad areas of cooperation were discussed, the South
African Minister of Health invited her counterparts for a meeting in March 2006.
However, this meeting will now take place on the margins of the WHO meeting in
Geneva, in May 2006.

IBSA Trade And I nvestment Forum

63. The Ministers noted with satisfaction the results of the Trade and I nvestment Forum.
Theforumwasdivided into four panels: a) Trilatera tradeanalysis; b) implementation
of the preferential trade agreements between MERCOSUR, India and SACU; ¢)
challengesto the growth of thetrilateral trade (barriers, logistics and financing); and
d) organisation of thetrilateral business meeting on the occasion of theIBSA Meeting
of Heads of Government and State in September 2006. The delegations of India,
Brazil and South Africapresented dataand facts concerning tradeissuesthat entrusted
fruitful discussions among the businessmen attending the meeting.

64. It was presented an evaluation of the current aspects of the negotiations involving
MERCOSUR, SACU and India. All delegations concluded that there must be an
expansion on acting positions to fit the ever growing market of the three countries.
The importance of solid links between the three countries was mentioned several
timesand a so the necessity of astronger South-South union. The possible substitution
of importsfrom northern countriesby importsfrom southern countrieswas considered
apossible solution to enforce this new commercial agreement.
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65. Brazilian businessmen pointed out that among the main barriersto be eliminated to
foster trilateral trade are: @) logistics; b) customs procedures; ¢) lack of information;
and d) distances. The logistic problem was tackled by the suggestion of a study
(previously discussed in the IBSA work group for trade and investment (on March
28) to further addresstheissue. The private sector also emphasi sed the necessity of
creating flightsuniting Brazil-South Africa-India. The measure would help to narrow
the distances both physical and cultural between IBSA partners.

66. In what concerns customs procedures, it was suggested more cooperation inthe area
by the specific government institutions, in order to simplify many of the regulations
and turn the customs process into a more unified process.

67. The study suggested in the work group of trade and investment, as well as the
magazine “Brazil Brand of Excellence’, the Brazilian website “ Brazil Trade Net”
and the creation of the IBSA site, were solutions proposed to help ease the gap of
information, and bring businessmen from the three countries closer.

68. A great deal of possible solutions were suggested to help strengthen the IBSA
economic area: more aggressive free trade agreements, closer relations between
businesses and industries from the three countries, enhancing contact between the
automobileindustries of IBSA.

69. Some sectors were aso given specia attention: the renewable energy sector and
ethanol industry. The WG on trade and investment decided to create a seminar that
will happen in South Africa before the Summit in September.

70. The meeting was praised and considered by the attendants as highly productive. Itis
expected new steps towards amore united and stronger IBSA by all.

71. TheMinistersof Indiaand South Africaconfirmed the participation of Prime Minister
Singh and President Mbeki in the IBSA Summit to be convened by Brazil on
September 13, 2006.

72.The Ministers welcomed the announcement by Brazil of the Il Conference of
Intellectualsfrom the Africaand the Diaspora, which will take placein Salvador, on
July 12-14, 2006. Representatives from Indiawill also be extended an invitation to
attend this meeting as observers.

73. TheMinistersof Indiaand South Africaexpressed their deep gratitudeto the Minister
of Foreign Affairs of Brazil for convening the Third Meeting of the Trilateral
Commission.

74. The Ministers agreed that the next meeting would be hosted by India in the first
quarter of 2007.
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