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NON-CONFIDENTIAL

The Office of the United States Trade Representative 

c/o E-mail: FR0052@USTR.EOP.GOV
Ladies and Gentlemen,

2006 GSP Eligibility and CNL Waiver Review

The National Association of Automobile Manufacturers of South Africa (NAAMSA) is a business organisation committed to the principles of free enterprise and specifically to the promotion of the interests of South African vehicle manufacturers and the South African automotive industry.

NAAMSA is aware that the United States generalized system of preferences (GSP) programme - which enables exporters from various countries, including South Africa, to export, duty free, into the United States - is the subject of a review.  Specifically, in terms of a United States Federal Register Notice on 8th August, 2006  - the office of the United States Trade Representative invited public comment on whether to limit, suspend or withdraw the eligibility of certain countries classified as upper middle-income economies which includes, amongst others, South Africa.  Apparently, the review will also examine whether to withdraw presidential waivers that give a number of countries, including South Africa, unlimited duty free access for certain products.  

NAAMSA understands that South Africa, as a beneficiary in terms of the African Growth and Opportunity Act (AGOA), would continue to receive both AGOA and GSP benefits if the generalized systems of preferences authority expires.  Despite this interpretation, NAAMSA would, by way of this submission, motivate and request the retention of the GSP dispensation in respect of South Africa.  NAAMSA’s motivation – on behalf of the South African vehicle manufacturing and component industries, including exporters of South African automotive products - may be outlined as follows 
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(i)
Official South African Government Policy for the Automotive Industry and the Importance of GSP Benefits to Support Future Growth and Development of the Automotive Industry in Southern Africa


The South African automotive policy regime is designed to progressively improve the international competitiveness of the South African automotive manufacturing and associated industries and to facilitate their integration into global markets.  


The automotive industry in South Africa has been subjected to extensive trade liberalization with import duties on automotive products and motor vehicles having been reduced substantially, for example, the import duty on built up cars is currently 32% down from 115% eleven years ago.  The import duty on original equipment components has reduced since 1995 from 50% to 26%, whilst the duty on imported aftermarket parts ranges from 0% to 15% with an average of about 10%.  The extensive trade liberalization and impending further duty reductions has progressively exposed the South African automotive industry to the realities of globalisation, international competition and the corresponding need for efficiency improvements.  


Given the relatively small size of the South African automotive industry (South Africa’s total vehicle production represents only 0,70% of total global production), it was generally accepted that the industry’s future viability and success would be a function of participation in international markets and closer links with multinational automotive corporations.  To this end, South African vehicle manufacturers and their suppliers have started to work together to reduce the cost gap against world class bench marks in order to become more competitive internationally, to expand the industry’s export business and to provide more affordable products in the South African market.  In the process, South African vehicles and component manufacturers have continued progressively to integrate their operations into the global sourcing networks of the multinational automotive corporations.


Whilst it is appreciated that import duties into the United States on most automotive products remains relatively low, the opportunity to continue to enjoy duty free access, as part of the generalised system of preferences, would assist the further growth and development of the South African automotive industry and in turn the growth and development of the South African and Southern African economies. 

(ii)
The Importance of Mutually Beneficial Trade for American and South African Automotive Businesses


The interests of American automotive corporations are well represented in South Africa.  Ford Motor Company, General Motors and Chrysler are long established, leading automotive producing corporations in South Africa.  Moreover, most of the top American automotive parts suppliers are represented in South Africa, including, Magna International, Johnson Controls, Lear, TRW Automotive, Delphi, Visteon, Eaton, and ArvinMeritor amongst others.  All of these companies have built strong business links between their South African operations and other international stakeholders, including United States automotive companies.  
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These established business links enhance the potential for mutually beneficial trade between the United States of America and South Africa.  Moreover, the reality of the globalisation process in the international automotive industry has resulted in multinational corporations sourcing their requirements from anywhere in the world at the best possible price subject to compliance with quality standards and delivery schedules.  American corporations would therefore benefit from duty free access to products manufactured in South Africa.  By the same token, increased export business for South African component and vehicle manufacturers would assist the process of promoting growth and development in South Africa.


As import and export data available to the office of the United States Trade Representative will confirm, two-way trade in automotive products (vehicles and parts) between the United States and South Africa has increased in recent years.  Import and exports of automotive products have grown in both volume and value terms and the scope and composition of products traded has widened.  


The retention of GSP is necessary to support the momentum and growth in mutually beneficial trade links.  The limitation or withdrawal of GSP benefits would undermine and prejudice existing (contractual) trade in automotive products.  Since South Africa is a catalyst for the future growth and development in Sub-Saharan Africa, any reduction in trade in automotive products could have negative implications for growth and development in the Southern African region.


Increased trade between South Africa and the United States in the longer term will also create improved opportunities and demand for U.S. technical expertise, credit and markets and will also bring renewed focus on incremental trade and investment opportunities between the two countries.


Any limitation, suspension or withdrawal of GSP benefits for South Africa will undermine the mutually beneficial trade arrangements established between United States and South African automotive companies.  The majority of these trade arrangements are based on contractual terms and conditions, premised on the assumption that GSP benefits would remain in place.  

(iii)
Comment on the Criteria governing the GSP Review and Eligibility Assessment as well as on the Potential Economic Impact of GSP Benefits Withdrawal


NAAMSA is aware that the United States Government has developed criteria to determine what countries should be affected.  According to United States assessment, South Africa is one of the thirteen countries whose GSP status could be withdrawn based on these criteria.  However, the United States President has discretion on this matter and the decision to withdraw the benefits will depend on the advice he receives.


With specific reference to the criteria, NAAMSA would question the classification of South Africa as an upper middle – income economy in 2005.  As the office of the United States Trade Representative will be aware, the income distribution in South Africa is extremely skewed and unequal.  Moreover, development in South 
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Africa is not evenly distributed.  In essence, the South African economy comprises of a first world developed sector and a large under developed sector, with extreme levels of poverty.


For these reasons, the South African authorities have made it a priority to stimulate and accelerate economic growth. The recently implemented accelerated shared growth initiative for South Africa is intended to facilitate the achievement of a sustained higher future growth rate of at least 5% per annum, in real terms.  A specific objective of the initiative is to half South Africa’s unemployment rate which is at about 40% at present.  


The South African economy, with a high proportion of imports and exports, relies on export led growth to support the country’s future growth and development both within South Africa and in Southern Africa as a whole.  


Any limitation, suspension or withdrawal of South Africa’s GSP benefits would clearly impact negatively on the economic growth and development potential of South Africa and Southern African countries.  The South African automotive industry with its intensely export orientated focus is probably more vulnerable than many other sectors.  The industry’s 2005 contribution to the country’s gross domestic product was 7,64% up from 7,1% in 2004.  

The likely economic impact the withdrawal of GSP would have on the South African automotive industry is anticipated to be negative and far reaching, particularly from the point of view auto parts suppliers/exporters.  The impact would be in the form of loss of income, pressure on investments and possible employment losses.  

The South African automotive industry faces the reality of further fundamental restructuring to improve its international competitiveness in terms of production costs, product quality and delivery standards.  Any assistance that the industry is able to access in terms of continued GSP benefits would obviously have a potentially beneficial effect on sectors of the South African automotive industry and its future growth and development potential, including employment creation.

Importantly, the inclusion of the automotive products on the list of GSP Product Eligibility would strengthen the course continued of trade relations between Southern Africa and the United States and would improve the scope of employment creation, industrial growth and development in the Southern African region.

Also relevant to the matter under consideration is the proposed establishment of a joint trade and investment cooperation agreement between the United States and the SA Customs Union.  Any limitation, suspension or withdrawal of GSP benefits would be inconsistent with the principles and objectives of a trade and investment cooperation agreement between the United States and Southern Africa.  At the very least, any review of the continued application of GSP benefits to South Africa should be deferred pending the outcome of the joint trade and cooperation agreement.
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Taking account of – 

· The special circumstances prevailing in South Africa and the challenges confronting the country to grow and develop its economy and Southern African economies in order to reduce the unacceptably high unemployment rate;

· The importance of mutually advantageous established trade and business links between United States and South African automotive businesses;

· The role of GSP benefits in the establishment and growth of mutually beneficial trade links;

· The proposed joint trade and investment cooperation agreement between the United States and SA Customs Union countries;

· The rationale and arguments advanced in this submission,

NAAMSA, on behalf of the South African automotive industry and exporters of automotive products, would urge and request the retention and continued application of GSP benefits to South Africa, particularly in respect of automotive products.  

Sincerely,

NICO M VERMEULEN

DIRECTOR
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