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Deep Integration in north–south relations: compatibility issues
between the EU and South Africa

Simone Claar∗ and Andreas Nölke

Department of Political Science, Goethe University Frankfurt, Frankfurt am Main, Germany

Deep Integration (DI), defined as the abolishment of ‘behind the border’ trade
restrictions, has been a major focus of activity within the European Union. More
recently, Deep Integration has also been included in the negotiations of new bilateral
and regional trade agreements. This paper chooses the current EU–South Africa
negotiations as a case study and argues that these tendencies may become a
dangerous restriction for the economic policy space of the South African government.
We will discuss selected issues of Deep Integration projects – in particular corporate
governance and competition policies – with a ‘comparative capitalism’ framework as
the analytical backdrop.
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[Intégration forte dans les relations nord-sud: questions de compatibilité entre l’UE et
l’Afrique du Sud.] L’intégration forte, définie comme la suppression des restrictions
commerciales au-delà des frontières, a été un objectif majeur au sein de l’Union
européenne (UE). Plus récemment, l’intégration forte a également été incluse dans les
négociations de nouveaux accords commerciaux bilatéraux et régionaux. Cet article a
choisi les négociations actuelles entre l’UE et l’Afrique du Sud comme cas d’étude et
soutient que ces tendances pourraient devenir une restriction dangereuse aux marges
de manœuvre du gouvernement sud-africain. Certaines questions relatives à des
projets d’intégration forte seront discutées – en particulier la gouvernance des
entreprises et les politiques de concurrence – le cadre analytique choisi étant le
contexte d’un « capitalisme comparé ».

Mots-clés : intégration forte ; capitalisme comparé ; relations nord–sud ; gouvernance
des entreprises ; politique de la concurrence

Introduction

During the last decades, Deep Integration (DI), defined as the abolishment of ‘behind the
border’ trade restrictions, has become a major focus of activity within the European
Union (EU) and within the North American Free Trade Agreement (NAFTA). More
recently, DI has not only become an ‘internal’ issue for the United States and the EU,
but has also been included in their current negotiations of new bilateral and regional
trade agreements, in particular after the failure of the Singapore Issues in the World
Trade Organisation (WTO) negotiations 1996. Since an agreement on this new form of
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‘deep’ trade integration had failed within the multilateral framework of the WTO, the north-
ern governments (especially the EU and US) have been busy pushing these issues within
regional and bilateral agreements.

Among the first developments to consolidate these new forms of cooperation in north–
south relations are the current negotiations of the European Union with South Korea, India
and the African Caribbean Pacific (ACP) Group of States, including South Africa. While
the inclusion of Deep Integration into trade agreements has only become an issue during
the last 15 years and substantial consequences are not yet visible, it raises important ques-
tions of institutional compatibility with specific regard to the long-run development of
capitalism in Africa. In order to develop our argument, we are drawing on a comparative
capitalism analytical framework, an approach which has become somewhat canonical for
the study of Western economies. Nevertheless, this framework has rarely been applied to
African economies. From this perspective, economic institutions do not travel well and
rely on crucial institutional complementarities for their effectiveness. Correspondingly, the
EU’s attempt to prescribe a single best (liberal) practice does not take into account Southern
institutional requirements. We are illustrating our arguments with case studies on competition
policies and corporate governance in South Africa, given that these institutional areas are
central to the comparative capitalism approach, but have been neglected in existing research
on Deep Integration. We have chosen the Economic Partnership Agreement negotiation
between the EU and the Southern African Development Community (SADC) as an explora-
tory case study, placing a particular focus on South Africa. South Africa is not only the
biggest African economy, but also the most proactive in fighting this process in the region.
Moreover, South Africa is a ‘crucial case’ (Gerring 2007) for our argument because of its
liberal institutional environment that is much closer to the standards proposed by the EU
and the US: if Deep Integration is incompatible with the South African institutional
context, it is certainly even more so with other, less liberal African economies.

This article proceeds as follows: First we provide an overview of the Deep Integration
research agenda, with particular emphasis on its north–south dimension and the Economic
Partnership Agreements (EPAs). Next, we present our comparative capitalism analytical
framework and demonstrate its potential relevance for the analysis of north–south relations.
At the centre of our presentation stands an evaluation of current DI issues in the context of
negotiations for the EPA between the EU and SADC with a focus on South Africa’s corpor-
ate governance and competition policy.

What is Deep Integration and why does it matter for north–south relations?

Definition of Deep Integration

Deep Integration ‘moves beyond the removal of border barriers’ (Lawrence 1996, 8) and
focuses on removing restrictions to trade that hinder investments across borders. Within
orthodox trade agreements, the focus has usually been on the abolishment of tariffs and
non-tariff trade barriers for the trade of goods (Shallow Integration). More recently,
however, the focus has changed towards harmonisation of national economic regulation
to facilitate foreign direct investment (FDI) and trade in services:

The development of regional production systems and the promotion of service investment
require deeper forms of international integration, for example, the elimination of differences
in national production and product standards that make regionally integrated production
costly. Investment also depends on credible and stable governance mechanisms and secures
access to large foreign markets unhindered by customs officials or by domestic actions such
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as antidumping. Since much of the investment relates to the provision of services, the regulat-
ory regimes governing establishment and operation become the focus of attention. (Lawrence
1996, 17)

Correspondingly, the ‘explicit actions by governments to reduce the market segmenting
effect of domestic (non-border) regulatory policies through coordination and cooperation’
(Hoekman and Konan 1999, 1) are a vital part of DI efforts. Thus, not only trade issues are
in the focus of DI, but also the free movement of capital and labour (Evans et al. 2004, 12–
13; Lloyd 2008, 20; Young and Peterson 2006, 798). Harmonisation forms an important
element of this particular type of integration, for instance in product/technical standards,
regulation of investment conditions (including questions of corporate control and corporate
governance), intellectual property rights (IPRs) or competition policy (Lawrence 1996;
Evans et al. 2004; Ghoneim 2008).

While the standard approach to Deep Integration refers to economic integration theory
(mainly based on Balassa 1961) the term ‘deep trade agenda’ by Young and Peterson (2006,
798) describes the political practices regarding DI within the EU new trade policy. In this
context, some authors differentiate between ‘WTO plus’ or ‘WTO extra’ (Ahearn 2011;
Holmes 2010; Horn et al. 2009), thereby differentiating between regulations which are
part of the realm of the multilateral trading system and those that go beyond current agree-
ments (e.g., IPRs provisions that are not part of the WTO TRIPS agreement). Although
Deep Integration covers partly the same issues, one key difference between WTO plus/
extra and DI is that the latter also occurs beyond legal agreements. This means that firms
and states in the global south also adapt EU and US norms to receive access to their
markets without any legal requirement (Holmes 2010, 6; Ahearn 2011, 14–17).

Deep Integration in north–south relations

Within the global trade regime, several changes of trade patterns have been taking place in
the multi- and bilateral arenas over the last two decades. In the context of the 1996 WTO
meeting in Singapore, northern governments attempted to attain better market access in key
Southern economies through the harmonisation of national policies under the umbrella of
the WTO. In this and later negotiations, northern governments strived for a harmonisation
of regulations on public procurement, investment policies and intellectual property rights
(IPRs). Nevertheless, the majority of the WTO member states, mainly from the global
south like India or Tanzania, refused to accept these plans (Khor 2004, 1). The implemen-
tation of a multilateral agreement on DI has been stalled within the WTO for years. There-
fore, the EU and the US turned towards emphasising an inclusion of these issues in their
negotiations of new bilateral and regional trade agreements, because it seemed to be
more promising to implement these issues with fewer negotiations partners, if compared
with the WTO (Shadlen 2005).

The assessment of the effects of Deep Integration in north–south relations is a rather
young research area (Claar and Nölke 2012). Some 10 years ago, researchers in develop-
ment economics started to deal with the question of whether DI hinders or supports the
development strategies of southern states, based on standard neo-classical models (Evans
et al. 2004; Ghoneim 2008; Meyn 2006; Robles 2008; Sally 2007). With respect to
south–south relations, there are some studies on DI in regional integration processes, in
particular in Asia (Dubey 2005) as well as in the form of bilateral agreements between
Asian countries (Lloyd 2005, 2008). Regional agreements among southern states,
however, still focus on trade facilitation and better market access, rather than on Deep
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Integration (Evans et al. 2004). Some more recent studies (Ahearn 2011; Holmes 2010;
Horn et al. 2009) on the EU/US trade agreements concentrate on the different strategies
by these two driving forces of Deep Integration. While both have some common concerns
like IPRs and free movement of capital, the US also include anti-corruption, environment
and labour in their preferential trade agreements. In addition, the legal provisions by the US
are standardised. The EU is more flexible regarding its legal texts and uses various phraseol-
ogies. Social provisions and competition policy are important issues in EU agreements
(Ahearn 2011, 13f, 17f; Horn et al. 2009). These different strategies also challenge the part-
ners in the global south and it is questionable whether these agreements create a gain for all
contracting partners.

Studies in development economics usually focus on the potential advantages that DI can
offer for Southern governments, such as increases in inward investment, technology trans-
fer and industry upgrading (Gasiorek and Holmes 2010, 146–148). More specifically, in
analysing the broader impacts of DI on national economic development, the most
common approach has been to axiomatically provide data confirming the negative
impacts of protectionist policies on national economic growth, subsequently providing a
foundation for positively assuming that countries can and do only benefit from DI, as har-
monisation is supposed to not only stimulate large increases in capital inflows, but also lead
to the improvement of the institutions in Southern economies (see Ghoneim 2008).

EU, economic partnership agreements and Deep Integration

Traditionally, the European Union has a close relationship to the ACP countries, mostly
because several EU members were colonial powers. Besides political cooperation and
development assistance, trade plays a crucial part in the relationship. While the EU sup-
ported asymmetrical access to the European market for a long time, it has now changed
to reciprocal agreements with the EPAs. Young and Peterson (2006) and Orbie (2008)
describe the refocused EU strategy as the ‘new trade politics’. Due to the prominence of
Deep Integration, more obviously political issues have become involved on the trade
agenda. Although the EU has been increasingly challenged by emerging markets and
other developing countries (Young and Peterson 2006, 797–803), it remains a norm-
setting actor in global trade relations (Orbie 2008; Langan 2009). The EU has considerable
experience in negotiating and implementing DI issues because of its internal market, which
serves as a model for other world regions. Correspondingly, the EU has made ‘deliberate
attempts to export its “model”’ (Orbie 2008, 37). Young and Peterson (2006) argue that
the EU is aggressively promoting DI issues as part of its new trade strategy. Others
argue that EU Deep Integration trade policy rather is a continuation of the traditional
relations between the EU and ACP states (see Langan 2009). Within those relations, the
EU transfers its institutional settings and, therefore, a specific form of capitalism.

These developments were controversially debated in the negotiations of the EPAs, the
follow-up agreement on trade policy and co-operation between the EU and ACP states
under the umbrella of the Cotonou Agreement. While the WTO waiver for the regu-
lations on trade in Cotonou agreement expired in 2007 and should be addressed with
the EPA, the Cotonou Agreement will continue to be in place to address developmental
aspects and a political dialogue until 2020 (Spieker 2011, 57–59). In 2008 EPAs should
have been implemented, but so far only the CARIFORUM region has signed a full agree-
ment. Other negotiation groups faced various challenges, such as differences between the
membership of the regional integration project and the members of the negotiations
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(Jakobeit et al. 2005). These problems, together with the DI provisions, are the main
reason for the lack of full EPAs with the African states until today.

A major concern for African governments is the impact on national economic develop-
ment if they adapt the EU provisions. Therefore, several studies about the prospective
adjustment costs of the ACP countries were conducted over the last years. Concerns
relate to implications such as a reduction of government revenues, deindustrialisation, an
economic recolonisation and privatisation of services (Goodison 2007, 149–150). Other
studies focus on trade-related aspects like gains in exports and loss in imports for the
ACP states (Fontagné et al. 2008, 2011). According to some studies, the EPAs have a posi-
tive effect on imports and welfare for the ACP countries (Andriamananjara et al. 2009;
Morrissey and Zgovu 2011), while Patel (2007) argues that in the case of trade in goods
hardly any change will occur for Ghana. These studies, also including publications by Fon-
tagné et al. (2008, 2011) only focus on trade in goods and give no estimation how Deep
Integration issues could affect the development of the ACP countries. Furthermore, fiscal
adjustment costs are considered – Milner (2006, 77, 113–114) concludes that the
implementation of the EPA might cost E9 billion – but institutional adjustment costs are
not.

Those studies show that it is possible to analyse the EPA impact on trade in goods, but it
is far more difficult to show how Deep Integration issues might impact on national regu-
lations. It is impossible to come up with any comprehensive measurement of DI effects
before these policies have been implemented on a broad scale. Even in the case of the
CARIFORUM EPA, signed in 2008, it is difficult to relate economic developments back
to the EPA provisions on behind-the-border issues (see Nicholls 2011). In the absence of
systematic, theory-driven studies, speculations abound. Patel argues that Deep Integration
issues, especially investment regulations, will not increase investment flows. Furthermore,
the space for developmental national policies might be reduced (Patel 2007, 22). Other con-
cerns have been raised regarding the imposition of Western standards for IPRs through
EPAs that would limit the use of traditional standard tools to regulate patent holders
(Shadlen 2005, 766–768; Brücher 2008, 209). Similar concerns relate to the role of tech-
nical and security standards in the process of economic development and their treatment in
the context of Deep Integration (ibid.).

However, existing literature fails to take into account the complex interactions between
Deep Integration and the institutional context of advanced African economies. For this
purpose, the comparative capitalism research programme is used here as an analytical fra-
mework for analysing the potential impacts of DI, especially in terms of creating and main-
taining an environment that stimulates economic growth through supporting the
development of a coherent and complementary institutional framework. Such an approach
not only broadens the scope of existing analyses, but also aims to add depth to our empirical
and theoretical understanding of Deep Integration.

Comparative capitalism as an analytical framework for the study of Deep
Integration

The comparative capitalism analytical framework

Comparative capitalism has become the common denomination of institutionalist
approaches towards comparative political economy that are building upon, but at the
same time transgressing, the ‘varieties of capitalism’ approach as developed by Peter
Hall and David Soskice (Hall and Soskice 2001a). The basic hypothesis of the original
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‘varieties of capitalism’ approach is that the inherent institutional complementarities of two
different basic types of market economies, coordinated market economies (CMEs) and
liberal market economies (LMEs), are able to explain their innovation patterns (Hall and
Soskice 2001a). Each element of the two basic types has strong institutional complementa-
rities with other elements of the same model, and differs clearly from the functional equiv-
alent of the other model. Usually, five interdependent elements can be highlighted (Hall and
Soskice 2001b, 17–33; see also Jackson and Deeg 2006, 11–20); namely (1) the financial
system, i.e., the primary means to raise investments; (2) corporate governance, i.e., the
internal structure of the firm; (3) the pattern of industrial relations; (4) the education and
training system; and (5) the preferred mode for the transfer of innovations within the
economy. The primary means of raising capital for investment in the LME system are
bonds and equities issued on international capital markets. In CMEs, domestic bank
lending plays a much bigger role, together with retained earnings. Correspondingly, there
is a stark difference between corporate governance systems in the two models. The LME
model focuses on outsider control by dispersed owners, based on active markets for corpor-
ate control (mergers and acquisitions, including hostile takeovers). The CME model, in con-
trast, has rather strong disincentives for hostile takeovers and is primarily based on the
insider control by major shareholders (block holders). Managers have to find the consensus
of their supervisory boards for major decisions and therefore have to involve block holders
and labour representatives. In sum, the two models differ in particular regarding the promi-
nence they give to international capital markets. Whereas the latter clearly play the domi-
nating role for corporate finance and corporate governance in the LME model, the CME
model allows for much more influence for other stakeholders, including block holders,
major banks, management and labour. All capitalist varieties rely on the speedy transfer
of innovations throughout the economy. Different types of innovation systems, however,
have important repercussions for the design of competition policies, particularly in
CMEs: inter-company cooperation, particularly between small and medium scale enter-
prises, needs to be exempt from overly strict competition policies in order not to hinder
the transfer of innovations. In LMEs, in contrast, competition policies need not pay atten-
tion to these exceptions. Instead, they rather tolerate high degrees of economic concen-
tration, as long as this concentration is compatible with the search for low consumer
prices (Wigger and Nölke 2007).

Traditionally, Western Europe, the US and Japan have been the sole focus of the com-
parative capitalism (CC) research programme. More recently, these typologies have been
adapted to semi-peripheral states (Schneider 2008, Nölke and Vliegenhart 2009, Nölke
and Claar forthcoming). However, in order to be applied in Southern settings, CC must
be adapted as well as complemented with a transnational perspective. By ‘transnational’
we mean the systematic incorporation of trans-border influences, both by actors (multina-
tional corporations, financial actors) and institutions (regional and global economic regu-
lation). A transnational perspective is particularly important if we talk about the
embedding of institutional frameworks to support capitalism in Southern settings. Here,
capitalism developed in a different path than in the north, within a different stage of devel-
opment of the capitalist world system, in particular during a more intensive integration into
the world economy, as indicated by a much stronger penetration by multinational corpor-
ations and by a much more powerful moulding by international institutions (such as the
International Monetary Fund, the World Bank and the World Trade Organisation),
leading to quite different state–economy relationships than within the northern govern-
ments (Coates 2000, 226f; Phillips 2004, 10–13).
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Comparative capitalism and Deep Integration in South Africa: the theoretical
argument

According to Ben Ross Schneider, we can identify a third form of capitalism besides LME
and CME, namely hierarchical market economies, which he sees as the dominant form of
capitalism in South Africa as well as in Latin America (Schneider 2008, 15). But others
argue (Nattrass and Seekings 2010, 29) that South African capitalism cannot be categorised
in those forms of capitalism, because Schneider limits his analysis only to corporate con-
centration. More recently, Nölke and Claar (forthcoming) have elaborated that South
Africa has more obvious similarities with a state-permeated market economy. In this
model, capitalism is marked by a particularly close relationship between state and business.
In contrast to minority shareholders (LME) or institutional block holders (CME), major
companies in state-permeated market economies usually are either dominated by families
or by the state, in any case organised by national capital. Competition policies are less
strict, but geared towards the temporary support of individual companies, e.g., to enable
expansion into other markets.

The purpose of DI issues in EU (and US) trade agreements is to implement policies
characteristic for an LME form of capitalism. An adoption of LME institutional settings
may cause considerable problems for Southern economies. For instance, the single-
minded focus of competition policy within LMEs in favour of low consumer prices does
not fit into the praxis of temporarily tolerating exceptions of small and medium-scale enter-
prises in order to create global competitive companies. In addition, the LME model of cor-
porate governance with its focus on minority shareholder protection puts pressures on the
family cooperation as well as on state ownership and collides with national policies in
favour of particular stakeholders (e.g., disadvantaged social groups). Although the EU
also includes CME economies like Germany, it has pushed for policies that mainly fit to
LME institutional systems in their bilateral agreements with Southern economies during
the EPA negotiations. As we will demonstrate below with regard to the political
economy of South Africa in the domain of corporate governance and competition policy,
Deep Integration based on LME standards is hardly compatible with the national insti-
tutional requirements of a state-permeated market economy.

South Africa’s trade relations with the European Union: the economic partnership
agreements

Before analysing the question of compatibility, the historical evolution and the current
relation between South Africa and the EU needs to be considered to understand the different
pathways. In order to tackle the issue of the desirability of a Deep Integration EPA from the
perspective of South Africa, the following two sections focus on analysing two particular
issue areas, namely competition policies and corporate governance, which are closely
related topics within investment.

Trade relations during apartheid proved difficult not only for South Africa, but also for
its trading partners. Due to the repressive regime in South Africa other states tried to isolate
South Africa both economically and politically. The European Community did not
implement sanctions against South Africa properly because it was interested in its national
resources. Moreover, multinational corporations (MNCs), e.g., in the automobile industry,
had economic interests in South Africa because the apartheid environment provided cheap
labour (Wolpe 1972). After the first post-apartheid election in 1995, South Africa became a
member of the World Trade Organisation. As the government was interested in a
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reorganisation of its trade relations, one of the first steps taken was to accept a number of
multilateral and bilateral trade agreements. In the context of EU trade relations, the new
government expected to gain access to the EU market under the Lomé Convention, but
the EU rejected this claim in 1995. During the negotiations of a bilateral free trade agree-
ment between 1996 and 2000, South Africa traded with the EU under the generalised
system of preferences (Akinkugbe 2000, 282).

In January 2000, the Trade, Development and Cooperation Agreement (TDCA) came
into force. This free trade agreement is WTO-compatible and the main goal is the liberal-
isation of both markets. It contains regulations of duty- and tax-free exports in the industry
sector and the agricultural sector. South Africa can export 95% of its products to the EU and
the EU can export 86% of its product to South Africa without duties or taxes (Akinkugbe
2000, 282). While some observers are celebrating the TDCA, there is still a huge imbalance
between the openness of both sides. Indeed, South Africa opened its markets up to 81%,
while several restrictions on the EU side, especially in the Wine and Spirits Agreement,
are still in place. For example, South Africa is not allowed give the same name to some
of its wines as those in Europe (Venter and Neuland 2004, 194–197).

At the beginning of 2007, South Africa joined the Southern African Development Com-
munity (SADC)–EPA negotiations as a full negotiation partner. Before that, South Africa
only enjoyed observer status. South Africa and its neighbouring countries – Angola, Bots-
wana, Lesotho, Namibia, Mozambique and Swaziland – requested the change in status.
Despite this cooperation, South Africa still decided not to sign the Interim EPA at the
end of 2007, due inter alia to concerns over the liberalisation of services and over harmo-
nisation in issues like intellectual property rights (Business Day, 23 December 2008;
TradeInvest South Africa 2007). One reason is that the SADC members are still lacking
a common regulation on intellectual property rights. This regulatory topic is intended to
be tackled in the full SADC EPA with the EU; nevertheless some have argued that a
common rule within SADC needs to be established beforehand (Phiri 2008).

In 2010, South Africa and the region started to negotiate again on an EPA. While some
members of the negotiating group, like Botswana, were committed to discussing services
issues, South Africa so far decided not to discuss issues on services and investment
(Carim 2010, 1). Currently, the main focus is on agricultural issues and the EU is bringing
in its protection of geographical indicators system (GIs), which might affect only South
Africa and not the neighbouring countries (Grant-Makokera and Botha 2011)

South Africa and the desirability of an EPA: corporate governance and investment
regulation

In the comparative capitalism perspective, corporate governance issues are at the centre of
differences between various capitalist production systems. In case of South Africa, post-
apartheid policies play a particular role in this regard. In order to overcome inequality
and poverty through the distribution of ownership and better access to jobs, the South
African government introduced the Black Economic Empowerment (BEE) and its
follow-up Broad-Based Black Economic Empowerment (BBBEE) with considerable
impact on the corporate landscape. All corporations listed at the Johannesburg Stock
Exchange (JSE) must increase the number of black directors, share ownership, suppliers
and black management (Southall 2006, 182). Moreover, the Code of Good Practices is
valid for the public and private sectors and any company that wants to do business with
the government (Krüger 2011, 210). Five big conglomerates (Billiton, Old Mutual,
Anglo America, South African Breweries and Dimension Data) moved their listings
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from the JSE to the London Stock Exchange. While Armstrong et al. (2005, 23) do not see a
connection to the governance structure, except in the expansion of its capital internationally,
other observers argue that there is a strong connection between flight of capital and BEE.
According to Terreblanche, the opportunity for the accumulation of substantial ‘black
capital’ flew out of the country, since companies could save their capital from redistribution
by BEE (Terreblanche 2002, 122–124).

Although the BEE policy is necessary in the national environment, the international
market has not taken it very favourably. Firstly, international firms are excluded from the
ownership clause, but still have to meet the other BEE targets if they want to do business
in South Africa (Mebratie and Bedi 2011, 8). In the last years, South Africa has had a very
low rate of foreign direct investment (around US$1 billion annually, Armstrong et al. 2005,
12), which could be related to BEE’s being a hindering factor for investors. Veloso (2008: i,
77–78) argues that the relative level of FDI into South Africa declined since BEE and that
FDI flows by multinationals in other African states are higher. Other observers assume that
BEE has not hindered FDI flows into South Africa, since FDI numbers still grew. Some
even argue that there is a positive effect of BEE for FDI (Empowerdex 2005). Others
argue that business confidence declined more generally, not related to BEE. For
example, investment in the mining sector dropped because of the Mining Sector charter.

Secondly, the BEE policies are partly not in line with the WTO commitments. For
example, management control and employment equity interfere with the regulation that
employment should not be based on citizenship. Furthermore, multinationals usually do
not have to invest in local human development (Mortenson 2006, 15). Some observers
thus argue that in order to meet the WTO regulations South African government should
revise its BEE provisions (Mortenson 2006, 15). Similar problems are discussed in the
case of bilateral treaties (Yazbek 2010, 111–113; Chigara 2011) and provide evidence
that BEE is one of the main controversial issues as regards investment regulations and
DI treaties. Within the new Growth Path the government considers a revision of the BEE
regulation to achieve more economic growth (EDD 2010, 50–51). Others, however, high-
light the important role of BEE regulations for more than just social peace in South Africa
(Andreasson 2011). Of particular importance here are the King Reports on corporate gov-
ernance published by the Institute of Directors in Southern Africa to advise the government
(Armstrong et al. 2005, 20–22). A particular feature of corporate governance in South
Africa as highlighted in the King Reports is that companies are treated as social entities
that are not only an asset of their owners: ‘South Africa must carefully balance the interests
and rights of shareholders with the needs and demands of a wider range of stakeholders in
society’ (Andreasson 2011, 666). Correspondingly, the King Reports propose a system of
corporate governance that explicitly acknowledges legitimate claims of a range of stake-
holders, including workers and trade unions. Among its more specific elements are not
only well-known policies such as triple-bottom-line accounting, but also an obvious endor-
sement of BEE policies (Andreasson 2007a, 15).

Undoubtedly, these specific features would be undermined by a more comprehensive
adoption of LME-based Deep Integration agreements in South Africa, e.g. in the context
of the current EPA negotiations with the EU. Behind these agreements – and EU policies
in general – we identify a perspective that assumes the existence of a single best practice in
corporate governance – a best practice that is modelled along the model of Anglo-Saxon
LMEs. More specifically, the EU proposal from June 2007 for a full EPA envisages a
chapter on investment that demands for the liberalisation of rules that are regulating FDI,
including the abolition of so-called ‘performance requirements’. Black Economic Empow-
erment regulations are part of these requirements and would need to be abolished, if the EU
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had its way without any reservations (Müller 2011, 124). Bilateral Investment Treaties
(BITs) already challenge the BEE policies because foreign investors complain against
those policies in South Africa, but also in other regions (Chigara 2011, 215, 219–220).

Even if we do not want to overstate the positive effects of BEE policies, it certainly
would be problematic if EU-driven policies and foreign investors undermined one of the
cornerstones of post-apartheid efforts for societal conciliation in South Africa. Given that
the EU in the current political climate appears to be willing to compromise on these
issues – as indicated by the long list of exceptions contained in the CARIFORUM EPA
section on investments (Brüchner 2008, 197–200) – this is not an imminent threat. Still,
it is indicative of the potential dangers emanating from an EU approach that might be feas-
ible under different political circumstances. Our comparative capitalisms perspective thus
warns against a wholesale adoption of LME corporate governance standards. MNCs in
Southern economies frequently profit from corporate governance structures that do not
conform with the Anglo-Saxon model and its emphasis on short-term profit and quarterly
reports to the financial markets. Instead, a more stable ownership structure, based on family
or state ownership, rather enables successful companies to pursue long-term economic strat-
egies, in particular aimed at enlarging market shares – somewhat similar to the historical
evolution of German or Japanese capitalism. In the South African case, family businesses
have a tradition and during apartheid they intervened in the political sphere and took over
social responsibility (Venter 2008). Around 80% of businesses are family-owned, mostly
small and medium enterprises (Gupta et al. 2010, 149; Venter et al. 2003, 1). From this per-
spective, the export of Anglo-Saxon corporate governance standards in the context of
current negotiations in north–south Deep Integration trade agreements may well inhibit
economic development in South Africa’s economy. Similar arguments have been made
regarding Deep Integration elements within the NAFTA treaty, e.g., regarding the disability
of the Mexican government in preventing acquisitions of Mexican companies by Canadian
or US companies (Shadlen 2005, 766). At least for those ‘emerging economies’ that are har-
bouring the potential for the emergence of successful home-grown companies it may not
always be desirable to adapt Anglo-Saxon corporate governance models with their empha-
sis on the dominant role of the international capital markets and on an active market for
corporate control.

The EPA, comparative capitalism and South African competition policies

Similar problems can be observed with competition policy regulations which are a main DI
subject in EU trade agreements (Horn et al. 2009; Ahearn 2011) and are included in all early
EPA drafts. Developing countries have different approaches from industrialised countries
with regard to the implementation of competition laws (Roberts 2004, 230). While there
are some similarities between EU and South African competition policy, the differences
relate to the focus and the goal of competition policies. The EU generally wants to maxi-
mise competition in its single market and South African actors ‘focus on the competitive
process and the social balance that is inherent in this aspect and underpinned by the differ-
ent characteristics of the South African economy’ (Walt 2010). The latter leads to a linkage
between competition and industrial policies.

One particular focus of South African competition policy is on the reduction of econ-
omic concentration. Already during the apartheid period, antimonopoly legislation
existed and in 1979 South Africa passed the Maintenance and Promotion of Competition
Act, but the effect of these policies was minimal; it resulted in corporate ownership and
the control over capital being in the hands of the few South African conglomerates by
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the end of apartheid (Roberts 2004, 227). Moreover, the major South African firms pro-
vided two-thirds of employment and had a large share in industrial output (Kaplinsky
and Manning 1998, 144). Due to this fact, small and medium-sized enterprises provided
only few employment possibilities and were practically absent from the industrial develop-
ment of the country (Hirsch 2005, 198; Kaplinsky and Manning 1998, 144). Correspond-
ingly, the South African government focused on supporting small and medium-scale
enterprises in its Competition Act of 1998 (OECD 2003, 52). To be more precise, the
Act called for small and medium-scale enterprises to obtain ‘an equitable opportunity to
participate in the economy’ (Republic of South Africa 1998, section 2).

Another notable feature of the Competition Act is that the South African government
also included public interests and social goals, two areas which are more often not con-
sidered and ‘not always compatible with the explicit goals of regular competition policy’
(Chabane 2003, 5). In regard to South Africa there is a strong connection with BEE
because the Act also refers to a promotion of ‘a greater spread of ownership, in particular
to increase stakes of historically disadvantaged persons’ (Republic of South Africa 1998,
section 2). During apartheid, the ownership and the control of firms were concentrated in
the hands of the white elite because blacks were restricted to participate as owners by
law. The barriers of small and medium-scale enterprises (SMEs) to enter the market were
still high because of the historical concentration of business. Thus, nowadays black-
owned SMEs are supported via the means of competition policy, by addressing the issue
of economic concentration. The specific focus on SMEs was intended to stimulate long-
term economic development, including growth, employment and distribution of wealth
(Chabane 2003, 7; Hartzenberg 2008, 12). Unfortunately, the process of implementation
of new institutions for supporting SMEs has been slow so far (Hirsch 2005, 202–204).
In sum, South Africa’s competition policy focuses on the special needs of its particular
business and social structure.

This competition policy is potentially contradictory to the one pursued by the EU,
which is highly controversial in the context of the EPAs, precisely because the EU
would like to implement its very own competition policy within these agreements. With
the reform of EU competition policy in 2004 the EU made a major shift towards the US
(LME) approach, not only in terms of administrative enforcement (abolition of notification
procedure), but also in substantial terms. Thus, the focus of EU competition policy on anti-
competitive conduct is much more tolerant about economic concentration than about co-
operation between small- and medium-scale enterprises (Wigger and Nölke 2007). These
developments are also visible in the EPA draft. Besides an implementation of competition
rules and regulating bodies by both parties (EC–SADC EPA Draft: Title 5, Art. 2), the EU
has also made it clear that they refuse to allow any kind of ‘agreements and concerted prac-
tices between undertakings, which have the object or effect of substantially preventing or
lessening competition’ as well as ‘the abuse by one or more undertakings of market
power’ (EC–SADC EPA Draft: Title 5, Art. 1). South Africa would be particularly affected,
considering that it is the only economy within the EPA with legislation on competition
policy (Hartzenberg 2008, 13). If South Africa were to accept European competition
policy principles, a number of developmental instruments, e.g., restrictions of BEE,
reduction of the concentration of economic power within a small white elite, the build
up of black-owned small and medium-scale enterprises, the ability to operate state mon-
opolies (Holmes et al. 2008, 8) and to support public enterprises, e.g., with subsidies,
would be most unlikely to be available anymore, thereby restricting the ability of govern-
ment to set up a coherent institutional frame (Yu 2007).
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As in the case of corporate governance regulation, our comparative capitalism perspec-
tive has highlighted potential tensions between EPA Deep Integration requirements and the
South African developmental model. Again, this problem may not be unique to South
Africa, given the importance of competition policies for the growth of home-grown com-
panies in other emerging markets, such as Brazil, China, Mexico or Russia. Implementing
the ‘one size fits all’ approach propagated by EU or US Deep Integration policies may prove
to be a major inhibiting factor for dynamic growth in some Southern economies.

Conclusion

Our paper has argued that Deep Integration is one of the most pressing concerns in the
debate about north–south trade relations. It has given an overview of the components of
Deep Integration and its current empirical relevance – a relevance that is expected to
rise in the years to come. In order to study whether Deep Integration is a desirable devel-
opment from the perspective of economic development in South Africa, our paper has
developed a comparative capitalism perspective on these issues as an institutionalist comp-
lement to existing approaches from neo-classical development economics. Departing from
this perspective we have highlighted the particular features of the South African corporate
governance and competition policy models and their limited compatibility with the more
liberal standards that are implicitly contained in the draft EPA with the EU. If the EU
succeeded in pushing their goals, South Africa might need to abolish policies that play
an important role for overcoming post-apartheid economic inequalities and an equally
important role for stabilising its companies against the whims of global capital market
actors. EPAs are not the only institutions that create heavy restraints on the ability of
countries such as South Africa in pursuing ‘developmental state’ strategies, but important
ones (Andreasson 2007b, 8).

In conclusion, the implementation of Deep Integration issues in trade agreements may
lead to severe compatibility conflicts in South Africa and in other Southern economies,
because they cannot adequately protect their domestic institutions under these circum-
stances. Proper regulation, protection and reaction to special circumstances might not be
possible anymore. More generally, northern economies frequently use Deep Integration
to implement Anglo Saxon forms of capitalism in the global south, while the supporting
institutional framework is often absent. In the case of South Africa, Deep Integration
thus could be a chance for more integration into the global economy, but it could also
pose a threat to its economic development.

Acknowledgements
Research for this publication has been supported by the German Research Foundation (DFG) under
GZ NO 855/3-1. We are very grateful to the ROAPE reviewers for very constructive suggestions and
to Johannes Petry for most helpful research assistance.

Notes on contributors
Simone Claar is a political scientist. Her research focuses on issues of international political economy
in particular trade and development, state theory, BICS and (South) African capitalism.

Andreas Nölke is a political scientist. He mainly works on issues of the global political economy, in
particular on comparative capitalism, financialisation, the BRICS and multinational enterprises.

Review of African Political Economy 285



References
Ahearn, R. 2011. “Europe’s Preferential Trade Agreements: Status, Content, and Implications”.

Congressional Research Service R 41143, United States Congress: Washington. Accessed 14
November 2011. http://opencrs.com/document/R41143/2011-03-03/download/1005/.

Akinkugbe, O. 2000. “The European Union – South Africa Free Trade Agreements and the SADC
Region.” South African, Journal of Economics 68 (4): 282–292.

Andreasson, S. 2007a. “The Political Economy of Corporate Governance in South Africa.”
Unpublished paper.

Andreasson, S. 2007b. “Can the ‘Developmental State’ Save Southern Africa?.” Global Dialogue
April: 6–10.

Andreasson, S. 2011. “Understanding Corporate Governance Reform in South Africa: Anglo-
American Divergence, the King Reports, and Hybridization.” Business and Society 50 (4):
647–673.

Andriamananjara, S., P. Brention, and J. E. Uexküll. 2009. “Assessing the Economic Impacts of an
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Business Day. 2008. “South Africa: Calling SA’s Bluff, 23 December 2008.” Accessed 19 May 2012.
http://www.businessday.co.za/Articles/Content.aspx?id=58087.

Carim, X. 2010. “Update on EPA Negotiations.” Speaking points to TRALAC Seminar, Cape Town,
September 13. Accessed 15 June 2012. http://www.tralac.org/wp-content/blogs.dir/12/files/2011/
uploads/Carim_Tralac-EPA_Update_20100913.pdf.

Chabane, N. 2003. “An Evaluation of the Influence of BEE on the Application of Competition Policy
in South Africa.” Forum 2003 Papers: Development Policy Research Unit, UCT. Accessed 25
August 2009. http://www.idrc.ca/uploads/user-S/11798700291An_Evaluation_of_the_Influence
_of_BEE_on_the_Application_of_Competition_Policy_in_South_Africa.pdf.

Chigara, B. 2011. “European/Southern African Development Community (SADC) States Bilateral
Investment Treaties (BITs) for the Promotion and Protection of Foreign Investments vs. Post-
apartheid SADC Economic and Social Reconstruction Policy.” Journal of International Trade
Law and Policy 10 (3): 213–242.

Claar, S., and A. Nölke. 2012. “Tiefe Integration in den Nord-Süd-Beziehungen.” Journal für
Entwicklungspolitik 28 (2): 4–98.

Coates, D. 2000. Models of Capitalism: Growth and Stagnation in the Modern Era. Cambridge:
Polity Press.

Dubey, M. 2005. “The Twelth SAARC Summit: Deeper Integration in South Asia.” South Asian
Survey 12 (1): 21–34.

EC–SADC EPA. 2007. “Economic Partnership Agreement Between the SADC Group of States, of
the One Part, and the European Community and its Member States, of the Other Part.” Draft
by the European Commission, June 2007. Accessed 20 May 2009. http://www.bilaterals.org/
article.php3?id_article=9719&lang=en.

Economic Development Department (EDD). 2010. “The New Growth Path: Framework.” Accessed
17 February 2012. http://www.economic.gov.za/publications/new-growth-path-series/125-new-
growth-path-framework/download.

Empowerdex. 2005. The Effects of Black Economic Empowerment (BEE) on Foreign Direct
Investment (FDI). June. Accessed 25 March 2012. www.empowerdex.co.za/Portals/5/docs/
BEE%20and%20FDI%20June%202005.pdf.

Evans, D., P. Holmes, L. Icavone, and S. Robinson. 2004. A Framework for Evaluating Regional
Trade Agreements: Deep Integration and New Regionalism. Brighton: University of Sussex.
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