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Abstract

This paper reviews the negotiation of an Econonadriership Agreement for the Pacific
group of the ACP (PACP). It begins with a summaryhe existing trade agreements of the
PACP’s with their major trading partners, and cdass the relative importance of their trade
with the EU. It then reviews the various impacteasssnents which have been undertaken to
inform the PACP’s negotiations of an EPA, befomnitng to consideration of the progress of
the negotiations themselves, identifying thosedssuhich were to prove most problematic. It
concludes by outlining the Interim Agreement, whweas only signed by Fiji and PNG, and
assessing the likely prospects of a Final Agreerheimtg achieved by the end of 2008.



The Pacific Economic Partnership Agreement

Stephen J.H. Dearden, Manchester Metropolitan Wsiitye

As a result of successful challenges within the Wi@Ghe existing trade concessions offered
to the African, Caribbean and Pacific (ACP) grodpdeveloping countries under the Lomé
Conventions, the successor Cotonou Agreement, &igne 2000, provided for the
renegotiation of these concessions by January 2008n the current WTO waiver expires.
The new Economic Partnership Agreements (EPA) veadd negotiated with regional
groupings of the ACP states. Although the EU cortedititself to introducing trade
agreements that would not worsen the position ®&BP state'sit also required that the new
EPAs should be WTO-compatible. While non-reciprdcatle concessions have been offered
to the low income developing countries under theefigthing But Arms’ (EBA) initiative
since 2001, the ACP group includes both low-income and midde®me developing
countries. WTO compatibility therefore requires theplacement of the existing non-
reciprocal Lomé trade concessions with a recipragatement.

The interpretation of WTO compatibility has beeneoaof the major sources of
disagreement in the subsequent negotiations. UAderle 24 of the WTO any agreement
must cover “substantially all trade” between thgnatories of a Free Trade Agreement
(FTA). Some have interpreted this as referringht® talue of trade between the members of
the FTA, while others suggest the requirement sefer the coverage of tariff lines.
‘Substantial’ is also ambiguous, but a minimum fegof 80% of trade between the parties in
the previous three years is generally acceptedowadth any agreement is subject to challenge
by other WTO members. There is also the possibdityasymmetric coverage in order to
achieve the minimum coverage requirement — i.e%08f EU imports, 70% of ACP imports.
The issue of the “substantially all trade” requiggrhis particularly important for the Pacific
ACP States (PACP) since the value of their imp&ds the evening EU is small and the
commodity composition highly variable from yearyear. Only case law would provide a
clearer indication of this interpretation of Arec24’s “substantially all trade” requirement.

Article 24 also allows for an interim agreementdieg to the formation of an FTA,
but this should take place “within a reasonablaeqgoepf time”. The Understanding on the
Interpretation of Article 24 signed at the endlté# Uruguay Round suggests that such interim
agreements should not exceed ten years excepkoegaonal cases”. There is also the issue

1 «a framework for trade which is equivalent to thexisting situation” (Article 37.6)
2 Of the 14 Pacific ACP states Kiribati, Samoa, wa Islands, Tuvalu and Vanuatu are low income
developing countries and will qualify for the EBA.



of whether the phasing out of trade barriers isnfr or ‘back-loaded’ during the transition
period and whether such phasing should be asynuaktAs we shall see this is a significant
issue in the implementation of EPASs.

Under Article 37.7 in 2004 a review of the negasiavas to take place, at which time
alternative trade arrangements could be considémen the beginning of the negotiations
the main alternative to the adoption of the EPA haen seen as some variant upon the
existing Generalised System of Preferences (GS#.EU’s GSP, like that granted by other
developed countries, offers non-reciprocal prefesémates of duty for imports from all
developing countries. As the GSP does not discateifbetween developing countries it is
WTO compatible. The preferences, expressed ascaemage of MFN duties, ranges from
15% for the most sensitive products to 100% for-sensitive items. In 2006 the current GSP
was introduced, covering 7,200 products from 17@ntges. In addition ‘GSP plus’ was
offered to ‘dependent and vulnerable’ countries.glalify for these additional concessions
countries must ratify 23 international conventigag). human rights, labour standards, etc.)
and demonstrate economic depend&n@guirements so far met by fifteen countries. M/hi
the EBA, which provides duty-free access for all Buports from low income developing
countries, is superior to the existing Cotonou A&gmnent, the latter provides similar duty-free
access for 94% of all ACP exported to the EU. Haveaccess under Cotonou is significantly
superior to the existing EU GSP scheme and any neelda GSP scheme could not
discriminate between developing countries if iidbe WTO compatible.

Cotonou’s Sugar Protocol has been particularlgiBgant for Fiji. 95% of the value of
its €100 m. exports to the EU is from sugar, 26%t®ftotal export earnings. The Sugar
Protocol committed the EU to importing 165,348 temrof sugar from Fiji at EU internal
guaranteed prices. In addition an Agreement orti8pBreferential Sugar (SPS) provides for
additional imports from the ACP and India basedrupeedicted shortfalls in the maximum
needs of the EU’s sugarcane refineries. The pfi&PS sugar is 85% of the CAP guaranteed
minimum price. Fiji has been allocated 30,000 tenf@3%) under the SPS. The Sugar
Protocol has a legal status independent of ther@oté\greement but as it is only available to
18 ACP states it remained open to challenge in¥i@®. Thus in July 2007 the EU finally
denounced the Protocol, with it being phased oubbipber 2009. It has been estimated that
this will cost Fiji €20.9 m. over the phasing oetipd (South Centre 2007). At the same time
from 2006 to 2009 the ‘Everything-But-Arms’ tradgreement with low-income developing

countries will provide for the phasing in of dutgé¢ access for sugar. These quotas will be

% Dependence is defined as the 5 largest sectd3SBfexports accounting for 75% of total GSP EU espend
being less than 1% of total EU imports under th®GS
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counted against SPS allocations, slowly erodingsFgllocation. The value of the Sugar
Protocol is dependent upon the EU guaranteed paibigh is also to be reduced by 36% by
2009, but the proposed abolition of EU export sdiesi under the Doha round may raise
world market prices. Currently Fiji's sugar prefece is suspended as part of the EU
sanctions following the military coup, but Fiji htiee potential to establish an internationally

competitive sugar industry if structural reforme auccessful.

Existing Trade Agreements

Trade between the 14 members of the PADRa-PACP trade is very limited, representing
only 2% of their total trade (1% 1995). Nonethel#iss foundations have been laid the
establishment of a FTA through the Pacific Islanduf@ries Trade Agreement (PICTA).
Created in 2003 it provides for trade liberalisatiithin eight years, although sensitive
industries would continue to be protected until@®owever only the Cook Islands, Fiji and
Samoa had commenced trading under PICTA by 200&ddition, the Melanesian Spearhead
Group of Fiji, Papua New Guinea (PNG), the Solontslands and Vanuatu committed
themselves to move towards trade liberalisationr aue eight year period from 2005.
Complementing these PACP arrangements is the 2Q@3fi® Area Closer Economic
Relations Agreement (PACER), a non-reciprocal tragieement between the Pacific Forum
island countries and Australia and New Zealand,RA€P’s major trading partners. A key
feature of PACER is the creation of a Regional €r&dcilitation Programme. PACER also
requires, under Article 6, negotiations to movedmis an FTA agreement eight years after
PACER comes into force or if the PACP’s adopt ar\Riith a third party. Such negotiations
are likely to be triggered by any EPA. Although P does not commit the PACP'’s to the
acceptance of any subsequent proposal, there waptance of the principle that Australia
and New Zealand should not be disadvantaged in tfagle with the PACP’s relative to any
other developed countries. Any meaningful assessmiethe impact of an EPA upon the
PACP’s must therefore take into account the ex¢ensf such trade concessions to Australia
and New Zealand.

Further complications arise for the three PACRestdFSM, Palau, Marshall Islands)
which have a Compact of Free Association with tinged States. Again this requires that the
US should receive as favourable a market accetisatiprovided to any other country. Thus
any EPA assessment must take into account thesateof duty-free access to US exports.

* Fiji, PNG, Solomon Islands, Vanuatu (New Hebrid&sderated States of Micronesia (FSM), Kirib&iiljert
Isl.), Palau, Marshall Islands, Nauru, Cook Islargsmoa, Tonga,Tuvalu (Ellice Isl.), Niue.
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Only Fiji, PNG, the Solomons and Tonga are memindérthe WTO. This raises a
problem for the EPA as the EU requires any finaéament to be WTO-compatible. Thus the
EU suggestion that the EPA should employ the WTs§pute settlement procedure would
raise serious problems for the non-WTO PACPs.

A further particular interest of the PACPs in thegotiations is the position of the
French Pacific Territories — New Caledonia, FreRdhynesia and Wallace and Fortuna. For
some PACP states enhanced access to the high intrteries of New Caledonia and
French Polynesia is of greater potential signifasathan the metropolitan EU. While under
Joint Declaration 27 of Cotonou the EU affirmedtthay trade arrangements would apply to
French Overseas Departments this did not extefRdeioch overseas territories.

Article 41.4 of Cotonou envisages the “liberalisatof services in accordance with the
provisions of the GATS” under any EPA. However thidension appears to be viewed as a
later development and under Article 41.3 requibesEU “to give sympathetic consideration
to the ACP states priorities for improvements i@ BEC schedule, with a view to meeting their

specific interests”.

EU Trade
In 2005 the EU15 exported goods to the value o456 to the PACPs, a 79% increase on
2004/5, and imported goods to the value of €1,248Buat the EU accounts for only 2% of
total PACP imports and is a minor source of impdads individual PACPs. By contrast
Australia (33% of total PACP imports), Singapor@%® and New Zealand (13%) account for
between 50% and 80% of individual PACP importshwite exception of the US ‘Compact
States’.

Similarly only Fiji (sugar 95% of the value of Eports) and Papua New Guinea
(palm oil 31%, coffee 27%, tuna 10%) have signiiicexports to the EU. For Fiji the Sugar
Protocol is particularly important. In an averagar €50 m. of sugar was exported to the
EU, at EU guaranteed prices, involving 35% - 40%fotal crop. It also enjoys preferential
margins for textile and tuna exports. Nonetheldsset are particular exports from other
countries which are heavily dependent on prefeskaticess to the EU market. These include
canned fish from the Solomon Islands, frozen fiskd aoconut products from Tonga and
Vanuatu. Again exports from the PACP’s are domithdig Australia, New Zealand and the
USA. Thus 20% of exports from the FSM (1999), 3186t Samoa (2001) and 26% from Fiji
(2001) were to the USA. Australia accounted for 2@2601) of exports from the Cook
Islands, 27% from Fiji, 36% from PNG (1993) and 2&%m Vanuatu (2001), while New



Zealand absorbed 13% of Tonga’s exports. Japalsasaasignificant market for many of the
PACP states.

Given the lack of significant manufacturing sestoservices are of particular
significance to many PACP states. Tourism is alyeatportant in Fiji, the Cook Islands,
Samoa, Vanuatu and Palau, and the supply of seapmarKiribati and Tuvalu. The potential
for the further development of the service sectfrthe PACP states is of thus of particular
importance in the EPA negotiations.

Although as we have seen for most of the PACP’detraith the EU is relatively
insignificant nonetheless it remains in surpluse Tatio of exports to the EU relative to
imports is 8.9:1 for PNG, 4.94:1 Fiji, 4.8:1 foetlsolomon Islands and 2.7:1 for Kiribati. By
contrast all the PACP’s have bilateral deficitshvustralia and New Zealand, exceeding
10:1 for all the PACP states except Fiji (3.2:1).

I mpact Assessments

Economic

The first comprehensive impact assessment of an tPAe PACP’s was undertaken by
Scollay (2002). While principally a qualitative assment it nonetheless identified the
principal issues of economic concern to the PAGR’'segotiating any EPA. In terms of the
sectoral impact of an EPA manufacturing is likely be relatively unaffected. The
manufacturing sector is only important in Fiji aRMG, and even here continued protection
should be possible while still meeting the ‘substdly all trade’ requirement. Again, in the
case of agricultural production for domestic congtion any EPA is unlikely to present
difficulties as many food products already entetlydree and local fresh food production has
a measure of natural protection against competmapits, given high transport costs. Thus
the major interest for the PACP’s is the potenfialimproving their export performance in
those products for which they may have a compaadvantage.

These products include tree crops, kava, garmbetd, (Vanuatu) and fish. The fish
industry has been identified as offering the grtgtetential for future development with tuna
canneries already existing in Fiji, the Solomoransls and PNG. Under Cotonou these tuna
exports enjoy a 24% preference. While fresh fisbxigorted to the USA and Japan the EU is
regarded as a potentially important market forrmediate quality fish. Trade facilitation
assistance is regarded as particularly importatiterfuture development of this industry. For
Fiji sugar exports are particularly important, heeethe future of the Sugar Protocol has

been excluded from the EPA negotiations by the EU.



Of greater concern is the possible impact uporegouwent revenues of any reductions
in import duties. Many PACP’s have traditionallfied upon import duties as an efficient
form of revenue collection. The potential revenass| depends upon the size of the trade
flows and the existing tariff rates. Given the tiglely low level of imports from the EU any
EPA would appear to have very little impact. Howeas with any broader economic impact
the central issue is the possibility of the extensf any FTA to Australia and New Zealand.

With the adoption of such a wider FTA the riskstfde diversion and the likely
adjustment costs are greater, as is the impact thmPACP’s government’s revenues. An
earlier study by Stoeckel (1998) suggested thdt samcFTA with Australia and New Zealand
would yield significant overall economic welfareimgm to the PACP’s, although the affect
upon the Compact States, with their significanti¢ravith the USA, is less certain. However
given the PACP’s significant imports from Austrabend New Zealand the impact upon
government revenues of duty reductions present® mba challenge. Tonga (import duties
65% of tax revenue), Kiribati (61%), Tuvalu (48%)daVanuatu (40%) are particularly
dependent upon tariff revenues. Three options dffemselves the PACP states — conversion
of tariffs to excise duties, introduction of VAT @xclusion of products from the FTA.
Samoa, PNG and the Cook Islands are already ghifti@ burden of taxation to VAT, while
Tonga and the FSM are considering its introductieor. Vanuatu the conversion of tariffs to
excise duties is an attractive strategy.

Within this context Scollay identified the majesues that would need to be addressed
if the PACP’s were to realise the development piedeof an EPA. Firstly he emphasises the
importance of the trade facilitation provisions. we have seen the fish industry has been
identified as offering the greatest potential, tutealise this will require assistance to meet
EU phytosanitary requirements as well is the upgmdand expansion of production
facilities. Secondly, satisfactory ‘rules of origifRoO) must be included in the EPA. The
Cotonou agreement committed the EU to review it©RArticle 37.7) as part of the EPA
negotiations. Again RoO are particularly importéotfish exports and it was recognised that
a number of issues, such as the definition ofitial waters’, remain unresolved. RoO in
fisheries are complicated by the existence of &iidtFisheries Agreements. Thirdly, the issue
of ‘safeguard provisions’ must be addressed. Th@wu Agreement (Articles 8 & 9, Annex
V) allows the EU to apply ‘appropriate measuresevehthe volume of imports may “cause or
threaten to cause serious injury to domestic prexdtic The Cotonou provisions are less
circumscribed in their application than those ie iINTO Agreement on Safeguards nor do

they provide for reciprocal arrangements for thePA&ates, who could argue, under the



principle of ’special and differential treatmenfgr their own more generous safeguard
provisions. Again the significance of the safegugmavisions under an EPA would
principally be of significance in setting a precedér any FTA with Australia and New
Zealand.

One of the further complications of an EPA for tRACP’s is that, unlike other
regional ACP groupings, there is no immediate peospf the creation of a customs union.
Thus although the negotiations have taken placa collective regional basis, the possibility
of only a limited number of the PACP states sulbsog to the EPA remained. For example,
for the five low-income PACP states the EBA progis®n-reciprocal duty-free access to the
EU market, and as it does not require reciprocaller concessions will not trigger
renegotiation of PACER. But Grynberg and Ongugleehsuggested further flexibility could
be introduced into a Pacific EPA, to accommodatsehdiverging interests, through the
adoption of ‘master’ and ‘subsidiary’ agreementse Tmaster’ agreement would set out the
broad principles of the trade and development iczlatbetween the PACP’s and the EU,
offering the EU market access comparable to thgtyed by other developed countries. The
individual ‘subsidiary’ agreements, to which PAC&=sild chose to subscribe, would cover
such areas as the trade in goods, trade facilitgrovisions, investment, services (including
‘Mode IV’ issues) and fisheries. Scollay found stahce among some PACP states to the
inclusion of fisheries agreement within any EPA ateggions. From an EU perspective the
guestion arose as to whether there would be resistto the adoption of such a ’pick and
mix’ EPA, for although the PACPs are of little ecomc and political significance to the EU,
any unconventional approach to the EPA negotiatimight have set a precedent for other
more significant regional negotiations.

Scollay concluded by supporting a three-stage tiegay process; ACP wide level,
regional level (addressing configuration, structafdePA) and formal regional negotiations.
Assurances could be sought to ensure that PACERtiagns are not triggered until the
final stage. For the PACP’s the principal issuedb¢oaddressed in the formal negotiations
were to include rules of origin, safeguard prowvisiotrade related matters (e.g. competition
policy, phytosanitary requirements, labour stanslawkrtification etc.) and additionality of
resources (e.g. trade facilitation). The PACP’s M@lso need to develop detailed proposals
in regard to fisheries, services and investment idedtify products for exemption. There
were other issues which lay outside of the EPA hatyjons but which determined their
context and which Scollay argued the PACP’s wougcdhto address. For Fiji the Sugar

Protocol was of particular importance, while akk tRACP states had a significant interest in



any revision to WTO rules during the Doha Roundiegithe EPA requirement for WTO
compatibility. Further, in anticipation of triggag PACER renegotiation, a humber of the
PACPs would need to develop alternative revenagesfies.

Adjustment Costs

The most comprehensive assessment of the poteoiséd of adjusting to an EPA for the
PACPs was undertaken by Smith (2006). This stufipee the methodology adopted by
Milner (2005) in his estimation of the overall AGEjustment costs associated with an EPA.
Milner defined five country size categories, thealest being populations under 1 million,
which included all PACPs. He then identified foategories of economic adjustment costs —
fiscal, trade facilitation, production and employrhand skill development. Fiscal adjustment
and trade facilitation were discussed by Scollahilevproduction adjustment and skills
development would impose costs through support the unemployed, retraining and
restructuring of production lines and closures. khgthodology involved categorising
countries by the potential degree of adjustmenésgary under these four categories and then
allocating costs based upon 14 comparable Worldk Baojects; with costs interpolated for
missing cells in the resulting matrix. His studd diot address any costs arising from the need
for macroeconomic adjustment, e.g. addressinganbalof payments deficit.

The degree of potential fiscal adjustment was gy each country’s share of
tariffs in total tax revenue. Only PNG (25% trade)tappears in his analysis as requiring
medium adjustment; a reflection of his serious diatdations. The need for trade facilitation
assistance is proxied by the share of manufactaxgubrts in total exports. Fiji (35%) is
classified as requiring low adjustment while thdo&wn Islands (4%) and Tonga (4%) are
included in the high adjustment group. The sharmdadstrial production in GDP is used by
Milner as a measure of the likely need for employm&upport. Tonga (15%) incurs low
adjustment, while Fiji (27%) falls in the mediumtegory. Finally, skills development is
represented by secondary school enrolment ratescasde indicator of human capital; the
lower the enrolment rates the greater the needdpstment support. Vanuatu (28%) appears
in the high adjustment category.

His overall ACP estimates totalled €9 bn; €3 n fiecal adjustment, €2.3 bn. for trade
facilitation, €1.5 bn. for production and employrheadjustment and €2.3 bn. for retraining.
To provide a check of his estimates he also empl@yésubsidy equivalent’” methodology
which suggested an overall cost of €6 bn. For th€ s alone he suggests a total adjustment

cost of € 642 m.; with a fiscal adjustment cost€al0 m., export diversification €175 m.,
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employment/production adjustment €82 m. and skiltsductivity €175 m. His PACP
estimates exclude the Cook Islands, Nauru, Niue Bmhlu, while data limitations have
compromised the classification of the remaining PPACunder particular categories.
Questions also remain about his choice of proxnesthe appropriateness of the comparative
projects underlying his cost estimates. In paréichle assumes a high degree of non-linearity
(diseconomies of scale) in adjustment costs i.allemstates incurring significantly higher
costs than larger states. This is particularly ingo@ assumption in the case of the PACP’s
who all fall in the micro state category.

Smith (2006) re-estimated Milner's study with adudial and more recent data,
including previously omitted countries, resulting & total adjustment cost of €861 m.
However Smith regarded the non-linearity as exgesand, based upon lower per capita cost
assumptions for the smaller countries, re-estimtteaverall PACP adjustment costs at €430
m. Smith however was also concerned that Milnerggat comparators were mainly selected
from larger countries which will be of little relence to the PACP states. He therefore revised
Milner’s categorisation, drew upon more relevantPAcomparator projects and provided a
separate estimate for service sector adjustment.

The PACP states were subdivided into four poputasizes, while fiscal adjustment
was now proxied by trade taxes as a percentagetafrevenue, production employment by
manufacturing production as a percentage of GDPraide facilitation by total goods exports
as a percentage of GDP. His final category of skilevelopment and productivity
enhancement was subdivided, with the latter prokxigdhe cost of enforcing contracts as
assessed in the World Bank Cost of Doing BusinegglyS2005. For the remaining
adjustment costs Smith followed Milner’'s indicatoF®r the service sector estimates Smith
further modified the proxy for production and empient adjustment to utilise data on non-
governmental services as a percentage of GDP arichtte facilitation, tourism earnings as a
percentage of GDP.

The following table presents Smith’s estimates led fidjustment costs for all the
PACP’s and totals €170 m. incurred over a periodivd years. Again the allowance for
substantial fixed costs in the nonlinearity assuomptmay be excessive. If the smallest
category of PACP’s is excluded them total adjustnmmsts fall to only €121 m. This is
considerably less than Milner’s study and may baseovative given the need for some
PACPs to adopt more export orientated economiciesli
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Table 5.25: Adlustment Costs by Gountry and by Adjustment Cateqory (€m}

Production
Country F=scal & Trada Shils Productivity

Couniry Siza Adpstmant | Employment | Fadlitaion | Devalopmant | Enhancament | Total
Payua Mew Guinea, VYV Lame 24 14.5 7.2 33 4.7 =T
Fiji Lame 2.5 0. 29 5.2 3.0 2.7
Zalomon Izknds Lams 2.5 18 4.5 o9 T 248
YWanuaty Lamgz 4.1 16 5.4 2.2 58 19.3
Samoa Wadium or 18 53 168 17 111
Micmonazig, FS medium or 0z 2.2 24 2.5 o4
Tonga Madium 20 18 3z 24 17 0.8
Kirikeati Zmall 0& 04 20 15 1.3 BT
Marzhal kEknds Small i.2 04 2.0 2.0 1.3 BT
Palau Zrmall 12 0z 23 20 0.5 =3
ook Isknds Zmall i.2 0z 2.2 1.5 0s %=
Maurm Srmall 149 0A 156 E.d 0s 0&
Tuvalu Zmall 0& 0z 2.5 2.0 0.& &1
Miug Small 19 04 2.5 2.0 0.6 T2
Total 245 R 479 4.0 A 1704

From Smith (2006)

Smith also discusses some of the institutionabwations that will be necessary to
address the challenges of an EPA. The first aspectaddresses is the need for an
enhancement of the national competition authorittegether with an integrated regional
advisory service; estimated to cost €15 m. The nemgtwo initiatives would operate solely
at the regional level. An Investment Protection &rmotion Agreement would require
support, including the establishment of a regiooffice of the EU Centre for the
Development of Enterprises and Prolnvest, technasdistance to support the Foreign
Investment Advisory Service and the strengthenihgsroall business advisory services
Smith estimates an additional cost of €6.1 m. lmndle considers a Human Resources
Development Facility, in particular to facilitateteamporary labour mobility scheme (Mode
IV)®. This he costs at €7.5m.

Thus the overall estimate of the EPA adjustmestsctor the PACP’s totals €184 m.
over five years. This contrasts with the existir®€n. Regional Indicative Programme for
the PACP’s under EDF 10, covering the period to800is unlikely that the gap in funding
will be made up through the bilateral National bative Programmes. A further
enhancement of approximately €100m. in EU aid tetntbe needs of EPA adjustment,
would therefore appear to be justified. To manafesé¢ funds Smith advocates the
establishment of a Pacific Regional Developmentd-wmcompassing a Trade Adjustment

Fund. Given the significance of any renegotiatib®ACER, as a result of the establishment

® For a detailed discussion of investment protectiod promotion se2 Hughes & Brewster (2002)
® see Voight-Graf (2006)
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of an EPA, such a Regional Development Fund wouttvige a framework for the EU,
individual EU Member States, Australia and New Zad| to support the necessary
adjustment in the PACP’s.

Political and Social Impact Assessments
Scollay (2002) offers a brief assessment of thelyilsocial and political impact of an EPA
upon the PACP’s. As the largest economies, wittstutial rural populations, Fiji and PNG
would be most adversely affected by a failure teeagn EPA. For Fiji the future of the sugar
industry is of prime importance, estimated to emdl00,000 people and accounting for 10%
of GDP. However the Sugar Protocol will not fornrtpat the EPA negotiations. By contrast
the future of PNG’s exports of tree crops, inclgdpalm oil, coffee, copra and cocoa, are
heavily dependent upon continued EU market acddéssimpact of an EPA upon the PACP’s
urban sectors is likely to be limited, but the esien of trade concessions to Australia and
New Zealand under PACER is of far greater signifcga The manufacturing sectors of both
Fiji and PNG would face significant adjustment sosh Fiji the loss of preferential access
and enhanced competition from other developing t@shas already resulted in the decline
of the garment industry. In PNG the extremely higtes of urban unemployment would
make any structural adjustment socially destahijsi

For the other PACPs the major political challemgk be changing the tax base and
moving away from a reliance upon customs dutiedil®\the Cook Islands, Samoa and PNG
have already commenced fiscal reform, Kiribati, M@ shall Islands and Vanuatu had yet to

overcome substantial opposition to change.

The Sustainability Impact Assessment
In 1999 the EC introduced Sustainability Impact ésssnents (SIA) to inform its trade
negotiations. These are intended to assess themamrsocial and environmental impacts of
EU trade policy. The first application of this apach were the negotiations undertaken
under the Doha Round of the WTO, but subsequenitgwaterhouseCoopers (PWC) (2007)
were contracted to undertake an SIA of the EPA's.

The priority sectors for study within the EPA nagbihg configurations were selected
in terms of their significance in trade flows, thothat were likely to be influenced by
anticipated changes in the trade regime and winene twas likely to be a potential impact

upon sustainability. PWC then attempted to estintléelikely impact of liberalisation of
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trade in goods and services, in comparison withctiveent state of regional integration and
trade preferences, utilising a series of indicators

In the case of the PACPs’ fish and fish productpeeially tuna, were selected as the
case study. Fish exports account for 7% of thd t@tiae of exports of the PACP’s and are a
particular importance to Palau (90% exports), Cdéslands (50%), Vanuatu (50%) and
Kiribati (18.5%). Canned fish is also importantire exports of PNG, Fiji and the Solomons.
Half of the world’s tuna fishery is located in tRACP’s Exclusive Economic Zones but 80%
- 90% of the vessels involved in the industry ameign owned. Only one-third of the catch is
landed in the region, with 10% of revenues retaineitie PACP’s (Forum Fisheries Agency)
and several tuna species are already over explditediever, the EU currently has limited
involvement in this industry through Bilateral Fesles Agreements with three PACP states.
PWC selected three possible trade measures for cimpssessment — market access,
phytosanitary requirements, and foreign direct &weent. The economic impact was
indicated by GDP, government revenues, investnard,impact upon small-scale fisheries;
the social impact by employment, wages, povertyydge equality and food security; the
environmental impact through measures of fish spgollution and marine habitat. The
gualitative assessment provided a large numbereocbmmendations, ranging from the
detailed, such as the development of a specificoned originating brand-name, to the
general, such as the establishment of product atded the development of strong
environmental and social protection and capaciiliding for greater value-added in fishery
products through such measures as investment postecThe fisheries component of an
EPA should be compatible with the reformed Commizhéties Policy through the adoption
of a Regional Fisheries Agreement. In particular@®Wcommended a lump sum payment for
EU vessel access to a regional body responsibl¢htopromotion of a sustainable fishery
through improved monitoring and enforcement, andnemic development of the industry
through such mechanisms as compulsory landing. Memi¢ failed to discuss the important
issue of Rules of Origin which currently inhibit ER fish product exports to the EU caught
by non-EU foreign-owned vesséls.

Any SIA presents a challenge in terms of adequata dnd robust theoretical models
that identify the causal relationship between eatinpsocial and environment impacts and in
identifying the adjustment process to a new equilih. However this study left even many
broader questions unanswered, such as the selaftibre base and alternative scenarios or

even the selection of the fishing industry its&léme critics have viewed this selection more

" For a detailed discussion of the issues involved FFisheries Agreement between the EU and PAGPs se
Oxfam New Zealand (2006a).
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as a reflection of EU economic interests than PA®®rities in any EPA Indeed the
guestion of the ‘ownership’ and purpose of the BtAcess itself has been raised. The PWC
study even offered relatively little detailed arsadyof the fisheries sector and mainly drew
upon existing work. But most importantly it failéd address the likely impact of any EPA
upon the far more economically significant PACE&JE agreement with Australia and New
Zealand. Thus unsurprisingly we find that this Sifade little contribution to the wider
Pacific EPA negotiations.

The Negotiations

The Joint Roadmap

The first phase of the EPA negotiations were laedcim September 2000 at the ACP level
and concluded in October 2003, with the commencémérPACP EPA negotiations in
September 2004. The agreed Joint Road Map (EC 2§i0d3 some indication of the EC’s
thinking. It emphasised the objective of the in&ign of the PACPs into the world economy,
with sustainable development and poverty eradinafi®@ achieve these objectives “the EC
EPA must be an instrument for development and #weldpment dimension reflected in all
areas of negotiations.” The EC also places padiceinphasis upon the contribution that an
EPA can make to further the process of regionagiration. Thus the pace of liberalisation of
trade under the EPA will be “a function of the dsgiof regional economic integration and
realised in a flexible and asymmetrical manner”.

It specifically recognises the need for special difiérential treatment for all PACPs
to take account of their differing needs and lewéldevelopment. Such differential treatment
is not “limited only to longer transitional periodad technical assistance (para.14)” and “may
go beyond existing WTO measures”. “Flexibility wile built into thebroadly agreed
framework to allow individual countries to adjust the patteand schedules of
implementation”. The PIF proposal for a master/giiasy structure of an EPA thus appeared
to be accepted in principle.

However it reaffirms the requirement that the EB&“compatible with WTO rules
then prevailing (para. 18).” But it also commits the EU to workwgh the PACPs to identify
and further their common interests in the ongoingh® Round negotiations, which may
change these WTO requirements, particularly in needa the issues of the definition of
‘substantially all trade’ and ‘special and diffetiah treatment’ for the developing countries.
The implications of the EPA for PACER and that loé 1JS ‘compact states’, is specifically

8 For a critique of the Pacific EPA SIA see Dear(2005)
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acknowledged in the Joint Road Map and ‘will need be reflected in all areas of
negotiations” (par. 17). While acknowledging thdbpting an EPA will require significant
economic adjustment by the PACP’s, no clear comemntms made by the EC to the
provision of additional financial resources othleart reference to the existing aid support
mechanisms such as the EDF.

The structure of the negotiations was to follow ttormal pattern with a Ministerial-
level Regional Negotiating Team (RNT) supportedN®gotiating Groups (NG) addressing
specific issues. Each NG was led by a senior Ratridide official and composed of senior
officials and technical experts, supported by theifit Islands Forum Secretariat. A Regional
Preparatory Task Force (RPTF) was also expectbd tweated to support the negotiation and
implementation of the EPA and to address the liekwken the EPA and development
cooperation. The National and Regional Authorisafficers for EDF funding were intended
to be members of the RPTF, together with EC reptasiges of DG Dev, EuropeAid and DG
Trade. By contrast in the RNT the EC was represebyethe Commissioner for Trade and in
the NGs by DG Trade officials. It was anticipatdatt substantive negotiations would be
completed by the end of 2006 with a final draft pdeted by mid 2007, leaving sufficient

time for consultation with other relevant stakeleotd
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PACP 2006 Proposals

In June 2006 the PACPs presented their draft ERttaoethe EC. It proposed the framework
and subsidiary agreement structure that had bed#imexh by Scollay, despite the EC’s
preference for a unified EPA. The framework or reastgreement covers only the broad
principles and does not involve any commitmentdoiprocal free trade. However it does
include services and investment in the frameworladgocated by the EU. It proposes a
separate agreement covering Trade in Goods butrddexidress the issue of the definition of
“substantially all trade” nor the phasing of theftareductions. However it does focus upon
the issue of Rules of Origin (RoO), advocating tise of the change in tariff heading at the
six digit level as the criteria. This would meamttlany fish caught within the PACPs EEZ
would qualify for duty-free free access to the EUhe Draft also proposes a non- reciprocal
prohibition on the use of anti-dumping measureshgyEU against Pacific exports, together
with provisions for temporary tariff protection ige PACP’s where there is a threat of
damage to domestic industry or to support the dgweéent of an ‘infant’ industry. It also
attempted to address the issue of an alternativant&PA which would still meet the
guarantees offered to the ACPs under Cotonou (Ar®@.6) by suggesting compensatory
paymentt’. At this stage only PNG, Vanuatu, the Solomons Bijdhad indicated their
willingness to negotiate a Trade in Goods agreement

Under Chapter 4 the Draft proposes a trade fatiditeand promotion programme for
each PACP and financial assistance for the prisatéor. Similarly for the agricultural sector
the PACP’s proposed the establishment of a speéifid to support an Agricultural
Development Strategy. However as we will see the iZd$ to resist additional funding
beyond that provided EDF 10. The Draft also cal@dneasures to address the restructuring
of the sugar industry, principally of concern tgi,Rhe establishment of a Regional Fisheries
Agreement and the restoration of a mechanism sintdathe abandoned STABEX to
compensate for commodity price fluctuations.

While the EU had made it clear that it is seekaggeements on services closely
modelled upon the WTO’s General Agreement on Trad8ervices (GATS), the PACPs
sought to introduce a number of safeguards. Thededed a clear statement of the rights of
governments to regulate in the public interest dahd right to delay implementing
liberalisation until an appropriate regulatory ragiis in place. Further they sought exemption
from privatisation for public services such as tteahre, education and water supply. Labour

mobility was included as part of the services ceapiut applied only to the movement of

° For a critical review see Oxfam 2006¢
1 For a discussion of a Pacific attitude to altduestto the EPA see Oxfam
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skilled workers. As this involved the politicabgnsitive area of Member States’ immigration

policies the EU was reluctant to negotiate a ctitecagreement with the PACP’s in this area.

In terms of the investment dimension the PACP’sppsed re-orientating the
European Investment Bank, Prolnvest and the Cdoitréhe Development of Enterprise
towards the needs of small and medium-sized eigesor The PACP’s also advocated a
model for investment that limited portfolio investnt, safeguarded preferences for local
companies, required environmental and social impasessments and transparency in the
terms and operation of foreign investment.

The EC response was mixédwhile welcoming the proposed EPA structure, vaith
Annex on the trade in goods to be adopted by istedePACP’s, it rejected a number of other
important elements in the Draft. The EC again redusalls for additional funding specifically
linked to the EPA to assist with any necessaryctiiral adjustment. While expressing their
willingness to include transition periods and otb#éateral safeguards, they emphasised the
long run positive benefits of liberalising tradeheTEC regarded the EDF as the appropriate
mechanism for linking development assistance toBR&, and expressed concern that the
Regional Preparatory Task Force (RPTF) had not bessted. They argued that the lack of
an RPTF had seriously inhibited the PACPSs’ inpta ihe programming discussions for EDF
10. However the PACPs had chosen not to initia¢eeRRPTF specifically to emphasise the
need for separate funding for any EPA adjustmerguiag that without such additional
funding the RPTF had little purpose.

The call for a separate Regional Fisheries Agre¢meas also dismissed, the EC
arguing that the important elements could be imtiegr into the EPA. Critics however
guestioned whether an EPA will be able to addregsortant issues such as local landing
provisions, regulating by-catches and the locaiztg requirements.

In regard to the PACPs safeguard proposals foliltkealisation of the service sector the EC
appeared to be maintaining its hostility to any A€ixcessions, as reflected in a November
2006 submission to the 133 Committee that coordmatade negotiations. For example, it
introduces a necessity test for a universal senatdigation service in posts and
telecommunications. Despite a WTO agreement owmicgs that calls for flexibility in
relation to developing countries and commitmentspecial and differential treatment’ under
Cotonou, the EC appeared to be firmly committedtgacall for reciprocal liberalisation of

trade in services. The EC’s response to the redaegnhanced rights of entry of unskilled

M see Letter from Karl Falkenberg 20 th October 2((#520).
12 See Oxfam 2006b
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workers into the Member States was specificallgatgd as this lay beyond the competence
of the EC. As for the investment proposals the E@pleasises that it will not be able to
“redefine what we have already jointly agreed intddou”; the introduction of general
principles for the protection and promotion of istraent. The EC was more positive in its
response to proposals on Rules of Origin, an igsatewas still under internal discussion.

Although the EC recommitted itself to achieving threatest possible market access
for Pacific EPA countries and recognised the needaddress the problem of sensitive
products amongst PACP imports, it nonetheless sgptkconcern that a number of major
issues remain to be addressed, including governp@tiurement, competition policy and
intellectual property rights, “partly already agiaa the Cotonou Agreement”; the ‘Singapore
issues’ previously rejected by developing countrias the WTO Millennium Round
negotiations. “The submitted draft EPA text wikhve to undergo substantial amendment
before it can become mutually agreeable EPA.” As dddressing the possibility of an
alternative to an EPA, this did not appear to béhenEU’s agenda.

The EC also pressed for an acceleration of thetrationg process to achieve the 2008
deadline. But Kalipate Tavola, outgoing chief néafor for the PACPs, in a letférto the
EC’s Director General for Trade, Stefano Manseyvigjected this demand. “We will not
merely rush to conclude negotiations due to thelldeaand risk ending up with a bad EPA.”
Further he emphasised the importance some PACRshatt to the Mode IV concession
(temporary migration) — “If the EPA is silent orighthen we can envisage reluctance on their
part to be signatories of any EPA.” But the makéreak issue, from his perspective, was the
willingness of the EU to enter into a Regional Eisés Agreement instead of bi-lateral
agreements. He regarded it as essential to havepditical engagement, as technical

discussions with EC officials would be unlikelydseliver success.

Article 37.4 Review
Under Cotonou a review of the state of the EPA hagions needed to be undertaken. At a
meeting of the PACP Trade Ministers in November @Q0fe Pacific Islands Forum
Secretariat (PIFS) was requested to undertake auassessment. The ECDPM contributed
to the internal review (Rampa 2007), with the JBIAICP-EC Review Report being included
as an Annex in the overall ACP-EU final Joint Al¢i87(4) Review adopted in May 2007.

The ECDPM Report assessed the overall EPA prooesike the Joint Review which
focused on the outstanding issues for negotiatidme ECDPM Report identified the capacity

13 as reported in Islands Business, Suva, 5 Jan 2007
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limitations of the PACP’s in undertaking the negtitins and the particular challenges of
maintaining negotiating coherence over such a lgeggraphical area. There remained, at the
time of the review, considerable divergences witlliie PACP’s in regard to their
expectations of an EPA, their position on specifipics and their degree of interest in
successfully concluding the negotiations. The nagohs appeared to be being dominated by
the larger PACP’s, who were imposing their natigmabrities. Fiji, in particular, was seen as
pursuing its overriding objective of defending itgerests in the parallel Sugar Protocol
negotiationt’. Not only were the smaller state’s governmentsirfwpdifficulty participating
but so were other stakeholders, including civilistycrepresentatives and the private sector.
Serious concern was expressed about the lack ofingdal consultation and transparency.
There were serious doubts as to whether the PAG#&Isthe capacity and preparedness to
complete the negotiations by the end of 2007 anplament any agreement.

From the beginning there were differences in undading between the PACP’s and
the EU, in that the former believed that all issuesld be raised and discussed informally,
although not formally negotiated. By contrast € is seen as regarding certain areas as
non-negotiable under an EPA. Further difficultieshe negotiation process appeared to the
PACPs to have arisen from the slowness of respbysthe EC and the prevalence of
informal ‘non-papers’ in the discussions.

The Joint Review (PIS 2007) identified five areaseve progress was necessary —
trade in goods (including RoR), services (includiMigde V), investment, fisheries and
adjustment assistance. At this stage it was aatieghthat between six and eleven PACP’s
might accede to the separate Trade in Goods Agmgembe EC had offered full duty-free
guota-free access, subject to certain transitiangngements for a few sensitive products.
The PACP’s market access offers emphasised the foeemansition periods, appropriate
exemptions and safeguard clauses. Both the EC lamd®ACP’s intended to foster trade
facilitation through addressing customs reform,itsayn and phytosanitary measures and
technical barriers to trade. However in regard t©Rhere remained a clear divergence of
views. The EC proposed to base RoO on value-adaédin the case of the PACP’s this
would have required the uneconomic import of intedate products from the EU or distant
ACP regions. Thus, as we have seen, the PACP'pia@absed basing RoO on a change of
tariff subheading at the six digit level. This wawdllow the PACP’s to source intermediate
materials from closer low-cost suppliers and wdagceasier to administer

14 «Fiji’s position on the EPA is going to be dictdten what will happen to the sugar negotiationdtaitoga,
CEO Foreign Affaire and External Trade (Fiji Tine®ov 2006)
15 For a detailed discussion of RoO see Alavi (2Q{p38-48.
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In relation to services the Joint Review acknowksdghat under Article 41 of the
Cotonou Agreement the EPA is to encompass thealisation of services in accordance with
the provisions of the WTO’s General Agreement oadérin Services (GATS). The PACP’s
had indicated a strong preference for adopting @%&TS methodology in specifying
commitments. Again the PACP’s emphasised the inapod of Mode IV access to the EC
labour market for workers in such sectors as coostm, health care and the maritime
industry. While the EC, in a Joint Declaration a@apin March 2007, expressed its readiness
to support provisions for the cross-border of moeemof PACP workers, it again
emphasised that temporary worker migration fellhimitthe competence of the Member
States. In response to the PACPs proposals fordgbeentation the EC’s financial and
technical support institutions in the region (sashthe European Investment Bank and the
Centre for the Development of Enterprises) towasdsall medium enterprises, the EC
responded that these institutions fell within tkalm of the overall Cotonou Agreement and
that the potential support for the development rikrprises was best discussed within the
context of the RPTF. On fisheries the EC acknowdedipe importance of the industry for the
future economic development of the PACPs. A detiaiégal text had been submitted by the
PACPs in January 2007 guaranteeing long-term adoelSt) flagged vessels to the PACP’s
EEZ, and addressing issues such as conservatiothamdvelopment of the industry. The EC
was preparing a reply at the time of the Joint Bavi

The issue of additional development assistance riakybat provided for under the
EDFs remained a major bone of contention. To empédkeir belief that additional funding
will be required, not only had the PACP’s failed gstablish the RPTF, but they had also
declined to discuss trade-related issues such aspetdion policies, government
procurement, intellectual property rights etc. dme tgrounds that these would be
administratively burdensome and therefore wouldiiregadditional development assistance
for implementation. From the perspective for the(PAs EDF resources were already
earmarked for important regional priorities and, tae EPA will outlast the Cotonou
Agreement, and its associated aid commitmentsast @ssential that an aid component should
be directly associated with the EPA. As we haven &aith (2006) estimated that adjustment
costs of €184 m. will be incurred by the PACP’simmplementing an EPA over a five-year
period. The indicative budget for the EDF10 Regidndicative Programme proposed €30 m.
for agriculture, forestry and fisheries; €40m. feducation and training and €6.2 m.
unallocated. In addition there is the possibilify 2o further 25% enhancement to support

regional integration and EPA adjustment. While mgkno commitment to additional
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resources the EC indicated it would support thatwe of a regional financial facility to
assist EPA adjustment to be funded by EU MembedeSthilateral aid and other multilateral

donors.

Interim Partner ship Agreement

Negotiations were not improved by the perceiveedhiby the EC to reduce the Pacific
EDF10 allocation in the event of failure of the El&cussions. A meeting of the PACP
Trade Ministers in August expressed “gave concend @he disappointment” at a
Communication from the EC, which they interpretesl implying a reprogramming of
approximately 48% of the Regional Indicative Progmae in the event of the failure of the
EPA negotiations, or of 26% should a goods-only EeAnegotiated. “Our position remains
that EDF10 programming and the EPA are separatepses”. In response the EC confirmed
that the funds would merely be diverted from schemeeintegrate the regions economies to
other projects in the same region. “If no EPA iseag such assistance will be reassigned to
other jointly agreed objectives within the regiosapport programmes. The total amount of
support will not be reduced in any way. At no tilmes the EU used development assistance
as a bargaining chip in EPA negotiations.” (Finah@imes August 2007). However, implicit
in this response is the threat to reduce the sharthe Regional Indicative Programme
received by those ACPs that do not participatbenEPA.

By October it was clear that the EC was reconditedn Interim Agreement, signed
by only a limited number of PACP states, being a&eldy its January 2008 deadline (Joint
Declaration 2 October). But it was agreed thateh®ACP states that were not initially party
to the Interim Agreement would be able to joiny &uture date upon comparable terms. The
Interim Agreement was to include a goods schediRedes of Origin and safeguards and,
depending upon progress, fisheries, competitiondmwlopment cooperation provisions. EC
had begun to respond positively to PACP proposal®00, an ‘infant industry’ clause and
dispute settlement provisions. The EC also undirtocontinue to support the PACP States
in their negotiations with the Member States of Hi¢ to obtain Mode IV access through
bilateral Memoranda of Understanding. The PACR3s,their part, had finally established a
RPTF, and the EC confirmed that human resourcela@vent would be an important part of
EDF10.

Ten PACP’s had submitted their goods market acoffess in late September 2007,
but after intensive negotiations, culminating idcent Ministerial meeting on November 14, it

was clear that there were too many technical isgeregining to be resolved by the end of the
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year. The EC therefore resolved “to secure thetipasof those countries that account for the
majority of trade with the EU and who have subrdit/TO-compatible market access
offers” (Mandelson 20 November). Thus only Fiji aRiNG signed a Trade in Goods
Agreement on the 29 th November. The market aqoesssions of the Interim Agreement

are to continue in force until a full EPA is agreed

Both Fiji and PNG are particularly dependent upasintaining market access to the
EU for their exports of sugar and tuna respectivety Fiji, sugar exports are worth €95 m.
per annum and, although their sugar allocation beeh suspended for 2007 in response to
the coup, it was expected to be resumed in 200&pfacement for the Sugar Protocol was
also required from October 2009 if Fiji was to main access to the EU market. In April
2007 the EU had tabled a market access offer fgarsas part of any EPA, with the
continuation of current ACP access provisions W09 and movement to a quota and tariff
free market for ACP sugar by 2015. Thus by signimg Interim Agreement Fiji guaranteed
its existing preferences and acquired an oppostdaifurther expand its exports in the longer
term. For PNG tuna exports are worth €40m. per snand PNGs required continued duty-
free access to the EU to maintain its competitteaatage over Thailand and the Philippines.
The EPA also offered concessions on the Rules wfifithus as long as fish are processed
onshore in the PACP the nationality of the owngrsifithe vessel and crew will no longer be
relevant.

In terms of tariff liberalisation the Agreementjoires PNG to offer duty-free access
for 88% of the value of its imports from the EU.s A6% of its tariffs are already duty-free
this commitment involves very little cost in duyrégone and will occur immediately. For
Fiji a phased reduction in duties on EU importd téke place over 15 years and will cover
81.6% of EU imports. On the entry into force of #hgreement only 23% of EU imports will
be duty-free. The largest reduction in duties, 4@#,occur in years 6 to 10. The remaining
aspects of the agreement are similar to those ededlin other interim EPAs. These include
the provision for a review of the Rules of Origiftea five years, clauses covering Sanitary
and Phytosanitary Measures and Technical Barrierdrade, provisions covering anti-
dumping, countervailing measures and safeguardselsas for infant industry protection, a

prohibition on new export taxes and a standstdvgion preventing new or increased duties.

Conclusion
The EPA provides for the extension of the Interigréement preferences to any other PACP

signatory with a commitment to conclude a comprehenEPA “in-line with the Cotonou
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Agreement and previous ministerial declarations @mtlusions” by the end of 2008. But as
the EU has shown considerable reluctance to conoeather areas of interest to the PACP'’s,
particularly the employment of PACP nationals in Eudritories (Mode 1V), it is not clear
how motivated the other PACP states will be tovarat a more comprehensive agreement.
More problematically the Interim Agreement alsoraduces a non-discrimination most-
favoured-nation (MFN) clause. Thus it would requargy additional concessions offered to
Australia and New Zealand, arising for example frtra renegotiation of PACER, to be
extended to the EU. More significantly for the PACEhe Interim Agreement will almost
certainly trigger such a renegotiation. Thus thevgions of the EPA have the potential to
undermine the region’s own trade integration itiis, including the MSG, especially if
other PACPs accede to the Agreement.

Further no additional funds have been allocatetiéet the needs of EPA adjustment.
However the EU’s new Strategy on Aid for Tratmight offer some assistance. The EU
committed itself to increasing trade related aasst (TRA) from the current €1 bn. per
annum to €2 bn. by 2010. The cost of this additi@saistance will be borne equally by the
Member States and the European Commission. Sirc&diopean Commission is already
allocating €1 bn. to TRA most of the additional dimg will have to be provided from
Member States’ aid budgets. This raises an elewfenhcertainty, as does the ability of the
EU to achieve policy coherence in this area; engugoordination, harmonisation and
alignment. The strategy is also intended to be awindriven’ and therefore requires
potential recipients to be proactive in identifyipgesenting qualifying proposals. It should
also be noted that the TRA funds are availableltdeveloping countries, not just the ACP
group.

Although the low-income PACP statésvill retain duty-free access under the EBA,
this does not offer the same Rules of Origin acages as the EPA. But it still remains
guestionable whether the remaining PACPs, other BNG and Fiji, will have the motivation
to subscribe to either the Interim or a Final Agneat. There of course remains the question
of whether the EU, faced with the rejection of ER&so0ss a large number of ACP states, will
finally address the issue of an alternative. Fomfithe commencement of negotiations many
commentators have argued that the EU is requiredffeyr an alternative, other than the
current General System of Preferences enjoyedl|ldesakloping countries, if it is to meet its

commitments under Cotonou.

18 EU Strategy on Aid for Trade: enhancing EU supfartrade related needs in developing countriesoker
2007.
7 Kiribati, Samoa, Solomon Islands, Tuvalu and Vanua
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