Taming the beast

In the east

Trade with China,
specifically the massive
increase in low costs
imports in labour
intensive sectors, poses a
direct threat to jobs in
South Africa. What then
should labour’s position
be in dealing with trade
with China? What
measures should labour
encourage government to
introduce in dealing with
China trade? The Labour
Bulletin highlights key
measures explored in a
Cosatu discussion
document discussed at a
recent central executive
committee meeting.
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n analysis of trade flows with China
Areveals a rise in imports of labour
intensive goods into South Africa.
This affects a range of sectors and not just
the clothing and textiles industry, which has
been receiving a lot of media attention.
Imports have increased in absolute terms (an
increase in the $ imported), and in relative
terms (where Chinese imports are becoming
a larger share of total imports as China out
competes other countries exporting to South
Africa). As a result, the following has taken
place:
South Africa’s trade balance with China
and Hong Kong is negative and growing.
In fact, the negative trade balance almost
doubled in 2004 when it was almost four
times what it was in 2001. Imports from
China and Hong Kong are higher than
South African exports to these countries.
W hile exports to China and Hong Kong
have been growing, the growth in
imports is much higher and off a much
higher base.
SA exports to China tend to be capital-
intensive while our imports from China
are mainly-labour intensive. Imports from
China to SA are displacing other imports
as China's share of imports has grown
from 4% to 7% between 1994 and 2003.

TRADE REMEDIES
W hat measures can be put in place to arrest
this trend? Trade remedies are supposed to
provide a remedy to unfair trade:
anti-dumping duties can be imposed to
remedy dumping;
safeguard measures can be imposed to

remedy a surge in imports, and

countervailing duties can be imposed to
remedy subsidies from the country
exporting the goods. (An example would
be the subsidies paid by the European
Union to their farmers, which results in a
lower price for agricultural goods.)
The International Trade Administration
Commission (ITAC) is the body in South
Africa that investigates unfair trade
practices and can impose duties to remedy
them.

Anti-dumping duties

The most significant blow to SA's ability to
effectively use anti-dumping duties against
China came when the SA government (in the
form of deputy president Jacob Zuma)
granted China market economy status
without consulting labour in June 2004.
(This was done in spite of China's pegging its
exchange rate to the dollar, and state
intervention in many areas of the economy.)
The effect of granting market economy
status is a reduction in the anti- dumping
duty SA could impose against China, or the
fact that SA may not be able to impose anti-
dumping duties against China because there
may not be dumping.

Usually, when looking for dumping, ITAC
examines the cost of the goods sold in their
domestic market and compares that to the
cost of the goods sold in the export market
For example, if the EU sold an item for R10
in the EU, and then sold the same item for
R5in SA, it would be dumping because it
would be selling at a lower price than it
usually sells at in its domestic market ITAC
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IMPORTS FROM AND EXPORTS TO CHINA AND HONG KONG
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could then impose a dumping duty to bring
the price the item is being sold atin SA to
the normal price, which would be the price
the item is being sold at in the EU.

China had not been regarded as
operating under market economy conditions,
so instead of using the price the item was
sold at in China a surrogate country was
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used. For example, if one thought that
blankets were being dumped from China,
one would see what the price was in, say
Turkey, and compare the price to the item
being sold in SA. So, if the goods were
produced and sold in Turkey for R10 a
blanket and were being exported to SA and
sold for R5 a blanket, ITAC could impose an

anti-dumping duty. But, if one used the price
in China, they could be producing and selling
in China for R5 and selling in SA for R5. The
result would be that even though the
blankets were only being sold in SA for R5
each, they were not being dumped because
that was the price in China. ITAC could
therefore not impose an anti- dumping duty.

Safeguard measures

There are three issues that are important in

relation to safeguard measures

+ Whether to use the safeguards provided
for in the protocol of accession of China
to the World Trade Organisation (W T0),
or use the safeguard measures in the
South African regulations. When China
joined the WTO, the agreement it signed
(called the protocol of accession),
provided for countries to use safeguard
measures against China. A country
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experiencing a surge in imports from
China could put up safeguard duties
and/or limit the number of goods to be
imported from China through quota
restrictions. The South African
government may be placing political
pressure on business to use our ordinary
safeguard measures against China
instead of the safeguard measures
provided for in the protocol of accession.
The rationale may be that SA wants to
align itself to China politically. The result
of a reluctance to use safeguard
measures against China provided for in
the protocol of accession, is thatitis
more difficult to take action to get
safeqguard measures up against China.

+ Who can initiate an investigation for
safeguards? It appears from general
discussion that industry (business) has to
initiate an application for safeguard
measures. The problem is that if industry
is slow in initiating an application for
safeguard measures, workers continue to
lose jobs. It is therefore necessary to find
other ways to initiate an application for
safeqguard measures. According to SA’s
safeguard regulations (section 4.2): 'The
Commission may initiate a safeguard
investigation without having received a
written application from a South African
Customs Union (SACU) industry. The
Commission may request SARS to impose
a provisional payment for a period of up
to 200 days as soon as ITAC has made a
preliminary determination that
a) there are critical circumstances

where a delay would cause damage
that would be difficult to repair, and
b) thereis clear evidence that increased
imports have caused or are
threatening serious injury.
The provisional measures only allow for a
tariff increase and not for a quota
restriction. This isin line with the WTO
agreement on safeguards. In order to get
more than a provisional measure, itis
necessary to get the cooperation of the
SACU industry. This need not delay
putting safeguard measures in place, as
the industry could prepare the plan when
provisional measures are in place. (W hile
section 21.2 states that an adjustment
plan must be submitted within 60 days
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after the initiation of an investigation for
the imposition of a definitive safeguard,
section 21.3 allows the Commission to
grant an extension.)

+  Changes that could be made to SA's
safeguard regulations to make it easier to
get safeguard measures in place. The
South African safeguard regulations are
more onerous than the WTO safeguard
regulations.

ACTIVITIES IN NEDLAC

Government has committed itself to trade

with China. However, its approach will now

largely reflect the outcome of engagements
in Nedlac. Discussions in Nedlac have
ensured that government will:

+  Approve the conducting of impact studies
before embarking on a trade agreement
with China. These impact studies are
being conducted under the auspices of
Fridge and the policy outcomes will be
discussed in Nedlac.

+  Promote the idea of a preferential trade
agreement as opposed to a free trade
agreement. This is much better for labour
as there is no commitment to covering all
tariffs.

+ Government will engage in detail in
Teselico (the task team on trade issues in
the Trade and Industry Chamber in
Nedlac) on the substance of the trade
agreement with China.

W hile significant progress has been made in

terms of government's approach, the

problems around trade remedies threaten to
erode jobs in the meantime.

CONCLUSION

While SA has scope to use trade remedies to

protect jobs, there are serious limitations on

our ability to use these trade remedies. In
particular.

+ Government's granting China market
economy status reduces the anti-
dumping duties the country can impose
on China, or may prevent SA from
imposing anti-dumping duties against
China.

+ Government's reluctance (based on geo-
political considerations) to use the
safeguard measures provided for in the
protocol of accession, make it much
more difficult to impose safeguard

measures to protect jobs.

+  The view that only industry (business)
can initiate an investigation regarding
safeguard measures means that workers
will continue to lose jobs as employers
fumble and do not make applications to
ITAC to impose safeguard measures.

+  The safeguard measures themselves go
beyond the safeguard agreement in the
WTO, and make it more onerous for
South African industry to initiate and get
safeguards.

Given these potential stumbling blocks, the

Cosatu CEC was requested to consider the

following:

+  Encourage affiliates to engage with
employers on a sectoral basis to ensure
speedy action is taken by employers to
use trade remedies to protect jobs which
would be lost as a result of unfair trade.

*+ Pressurise government to use the
protocol of accession safeguard measures
for China instead of making it more
difficult to impose safeguard measures
against China through using the
safeguard measures in South Africa's
regulations.

+  Pressurise government and ITAC to ensure
that ITAC initiates its own investigations
on safeguards in sectors, which are or
will lose jobs due to a surge of imports
from China.

+ Pressurise government and ITAC to
amend the South African safeguard
regulations to ensure thatitis easier to
initiate investigations and get safeguard
measures imposed.

+ Pressurise government to continue to do
impact studies with labour through
Nedlac (as it is doing now), and to
embark only on a preferential trade
agreement with China instead of a full
free trade agreement. Studies should also
be undertaken on ways to enhance
economic cooperation with China other
than full free trade agreements.

+ Link the trade related problems more
strongly to the jobs and poverty
campaign.

+ Hold a high level meeting with the dti
and ITAC to address these problems.

Thisis an edited version of a paper presented

to the Cosatu CECin May.



