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EXECUTIVE SUMMARY
The Study was commissioned to examine the relative cost structure of tuna production and exports to the EU as related to Mauritius, the Seychelles and Thailand. This included examination of whether EU Sanitary and Phyto-Sanitary (SPS) requirements are applied equally in each of these three countries; also, whether any discrimination exists in the application of the WTO SPS Agreement in respect to these countries.
The study basically finds that much of the problem relating to the growing competitiveness of Thailand relates to its economic size and geographic location vis a vis Mauritius and the Seychelles. It finds that a particular advantage may be being gained by Thailand canneries having access to below market price cans whilst Seychelles and Mauritius have to pay much higher prices to import raw material for production.
There is some indication that Thailand also benefits from the availability of fish that has not been caught by EU approved vessels. The actual competitive edge this may provide through lower cost of supplies is however considered to be smaller than the advantage of having an  increased availability of fish for processing.
Aside from any economic relevance this issue of non-originating/approved fish raises a concern that produce may be entering the EU food chain without risk assessment by EU approved officials. This is a clear violation of EU SPS requirements.
On SPS issues generally the study finds that some problems exist at the point of application and assessment of SPS measures by local inspectors. Guidelines issued by the EU are followed too closely rather than allowing local inspectors to interpret them in the light of the actual risk being addressed. This causes business unnecessary excess expenditure to rectify. 

Also it would appear that the EU Food and Veterinary Inspectors charged with ensuring that local Competent Authorities are effectively enforcing the EU requirements are in practice adopting discriminatory working practices. The FVO appears to allow Thailand to continue exporting without making sure that identified deficiencies are put right but are much more demanding in respect of rectification of any problem areas in Mauritius and the Seychelles. Such practice is a violation of the principles of WTO SPS Agreement.
A number of recommendations are made which are aimed at helping Mauritius and the Seychelles to encourage entrepreneurs to develop added value products and to address the problem areas relating to SPS that were identified during the study. These include:
· Capacity building assistance to help diversification and which would contribute to the development aims of the Cotonou Agreement, for Seychelles and Mauritius.
· More regional based guidance and more flexible interpretation of the EU regulations to reflect the SPS Agreement allowance for equivalence

· Request the EU to ensure proven enforcement of its requirements in Thailand

· In the event that the EU does not take steps to ensure transparency and non-discrimination in its application of the SPS Agreement in relation to Thailand then the matter be referred to the WTO/SPS Committee  as a violation.

· That the possibility of non originating and non SPS compliant fish being used in Thai exports be investigated in depth by the EU
Introduction
The export-orientated canned tuna and tuna loin industry plays an important part in the economic and social development of several countries in the ESA region. Five tuna processing plants are currently operational, including in Kenya, Madagascar, Mauritius and the Seychelles, the largest of which are in the latter two countries. Table 1 provides a selection of operational companies in the ESA region, their production capacity and number of direct employees.
Table 1: Overview of tuna processing plants in the ESA region

	Country
	Company Overview


	Production and Employment

	Kenya
	Kenya-Wanaichi Marine Products Ltd.

Processing agreement to supply Tri Marine (a tuna trading company).
	Annual raw material production capacity 20,000mt for yellowfin loins.

Direct employment: unknown.

	Madagascar


	Conserverie des Cinq Océans (CCO) 

(former Pêche et Froid Océan Indien, PFOI). 
	Annual raw material production capacity 36,000mt for canned and pouch
 skipjack/ yellowfin.

Direct employment: 1,200-1,600.

	Mauritius
	Princes Tuna (Mauritius) Ltd (PTM). 58/59% share bought by Princes Ltd (UK) in 1999, which is a subsidiary of Mitsubishi Corporation/ 35% Ireland Blyth Ltd (IBL, Mauritius)/6-7% State Investment Corporation (Mauritius). Formerly known as the Mauritius Tuna Fishing Canning Enterprise, the first cannery was established in 1971/2. The current PTM cannery is new.
	Annual raw material production capacity 50,000mt for canned skipjack. 
Direct employment: 1,950

	
	Thon des Mascareignes (est. 2005). Owned 75% IBL/ 25% Pesqueras Echebastar (Spain).


	Annual raw material production capacity 55,000mt for albacore, skipjack and yellowfin loins (90%) cans and pouch.

Direct employment: 750

	Seychelles
	Indian Ocean Tuna Ltd (IOT) (est. 1995) owned 60% Lehman Brothers/40% government of Seychelles, managed by MW Brands. Previously owned by Heinz European Seafood until 2006.
	Actual annual raw material production 102,000mt (2006) for canned skipjack/ yellowfin and some loins.

Direct employment: 2,600


Sources: In-country interviews September 2006 and June 2007; COI (2006); Bruneau (2007); Oceanic Development et al (2005).

Thailand is by far the world’s most important site of export-orientated production for canned tuna with 37% of world market share in 2004. In global terms, Mauritius and the Seychelles are minor competitors in comparison with 3% and 4% share of the world export market respectively. However, in relation to the EU15 market, Mauritius and the Seychelles are much more important players. Their share of the EU15 market has expanded significantly from 3 to 15% between 1995 and 2005 for the Seychelles, and from 5 to 7% for Mauritius over the same period. It is important to note that this increase in relative market share is also in the context of absolute growth in the EU15 market for imported canned tuna – from 217,000mt in 1995 to 382,000mt in 2005. In comparison, Thai share of the EU market declined from 22 to 14% between 1995 and 2005, although the absolute volume of exports grew.
 
Rationale for the Study

However, there are several threats to the future commercial viability of tuna canneries in Mauritius and the Seychelles, including the erosion of preferential market access into the EU market. This study was however commissioned to examine one major issue: the possibility that canneries based in Thailand benefited from an unfair advantage through the use of fish that do not meet the same level of EU originating sanitary and phyto-sanitary (SPS) regulation as their competitors in Mauritius and the Seychelles. In order to be able to isolate this issue, it is necessary to understand and put into context other aspects of the relative cost structure between Mauritius/Seychelles and Thailand. To achieve this, the study adopts the following structure:

1) The first section examines the relative cost structure of the tuna canning industry in Mauritius, the Seychelles and Thailand. This is divided into three themes: first, ‘structural’ issues such as economies of scale, the Cotonou preference with the EU and associated rules of origin, and the role of exchange rates; second, basic inputs into production, such as fish, can and labour costs, etc., and; third, government policy interventions, namely, tariff protection and incentive regimes. 
2) The second section examines and compares the application and implementation of SPS requirements in the three countries with regard to EU legislation and the WTO SPS Agreement.
3) The final section sets out the conclusions arising from the study together with a number of general and specific recommendations.
1.
 Methodology and Limitations
The consultants divided the study into two broad sections: relative cost structure and relative application of EU SPS measures, which were undertaken by Liam Campling and Martin Doherty respectively. This approach allowed each consultant to draw upon their existing expertise to address the terms of reference. In-country visits were preceded by background research using the consultants existing resources. Prior to the visits, questionnaires were sent to industry in Mauritius and the Seychelles. So far industry has not provided replies to any of the questions detailed in the questionnaire.
In order to maximise the cost effectiveness of the study it was decided that Martin Doherty would undertake the visiting programme using the Questionnaire as a source of reference for the gathering of relevant economic data. The visit programme covered discussions with relevant elements in the food safety chain ranging from the EU approved Competent Authority , through fishing vessels and establishments to inspection services and other players in the sector. Persons interviewed are set out at annex D.
To supplement in-country research telephone interviews and email communication both in the UK and Europe were undertaken with senior representatives of the tuna industry. This included representatives of firms with interests in the ESA region and the other firms with close commercial linkages with industry in Thailand. Prior to the finalisation of this report, a draft version was sent to industry, government and other stakeholders in Mauritius and the Seychelles for comments and suggestions, these were then integrated into the final version.
Two core constraints were identified by the consultants at the outset. First, the comparative scope of the study lends itself to the inclusion of in-country visits to Thailand (including meetings with industry and the Competent Authority). This aspect however, was outside of the ToR and even if research had been undertaken along these lines, due to the nature of the study, effective cooperation is considered to have been unlikely. This constraint was partly countered by the prior work experience of the consultants in and on Thailand (including on the canned tuna industry), which was combined with desk-study of available official reports, consultancy studies, industry reports, statistical data and academic papers on EU SPS compliance, the Thai tuna industry and the wider economy. Second, several aspects of the information required to quantify comparative cost structures is commercially sensitive and the level of required data for a full analysis was not made available to the consultants. Again, this data gap was partially supplemented by the analysis of sources available to the consultants.
In addition to these pre-identified constraints, it transpired that during the period of planned visits Indian Ocean Tuna Ltd (IOT) was closed down for annual repairs and maintenance. This limited the comparative scope of the study. This was, in part, countered by meetings with representatives of Seychelles-based SMEs in the high-value tuna export sector and the already-existing knowledge of Campling on the industry (based upon personal in-country research in the period July-September 2006).
2.
Cost Structure of Canned Production in Mauritius, the Seychelles and Thailand

The following analysis of the relative cost structure is sub-divided into three themed sections. The first addresses over-arching structural aspects, which includes the role of economies of scale, issues on access into the EU market, and the role of exchange rates. The second section compares input costs between Mauritius/Seychelles and Thailand. In order to isolate these from total production costs, existing available data was used to select five key aspects of the cost structure for consideration. In descending order of the range of percentage cost in the final canned tuna product, these inputs are addressed as follows:

· Comparative fish price (39-48%)

· Can price (17-20%)

· Labour costs (6-8%), sea-freight (5-6%), and by-product revenue (minus 2%).

The remaining key elements in the cost structure that are not addressed here include utilities (6-8%), fixed overheads (5-6%), brine/oil filling (1-5%), cardboard sleeves and outer case (3%), and marketing (3-4%). These other aspects have been excluded from the analysis either because of the difficulties involved in isolating costs and obtaining reliable data or because of their relative marginality (i.e. utility prices are unlikely to be significantly changed). The final theme in this section is the role of government policy in the three country case studies. In particular, this examines domestic tariff protection and incentives and government assistance programmes.
2.1
Economies of Scale
A key aspect in understanding differentials in cost structure between Mauritius/Seychelles and Thailand is the profound difference in the size and scope of their wider economies. Whilst the debate raises a number of unresolved issues,
 recent research by L. Alan Winters – the Director of the Development Research Group at the World Bank – has demonstrated quantitatively that small remote economies suffer from higher costs of doing business. Moreover, that the mainstream economic theory of comparative advantage ‘is not enough’ to counter the ‘combination of diseconomies of small scale and high transaction costs’ in practice in small remote economies, not least as trade preferences are increasingly being eroded.
 In short, what Winters managed to prove was what most people living in small remote economies have known for a long time: that ‘they face such great absolute disadvantages that exporting at world prices is either impossible or generates factor incomes that are too low to subsist. In the limit free trade could mean no trade for these economies.’

In contrast Thailand is a large middle income developing country.
 It benefits from a significant industrial base (including a steel industry), a large population and associated domestic market, a strategic geographical location within an economically dynamic region and – of huge importance to a high volume, low margin industry like tuna processing – it boosts competitive economies of scale in manufacturing and an ‘industrial cluster’ based in and around Bangkok.
 These factors contributed to manufacture in Thailand increasing between 1960 and 2000 from 13% to 32% as a share of GDP and from 2% to 76% as a share of exports.

Two ‘types’ of economies of scale are at issue here: firm-level and economy-wide. The two largest processing firms in Thailand (Thai Union and Sea Value) each own three factories, and while IOT is reputed to be the second largest tuna cannery in the world (the Star-Kist plant in American Samoa is the largest), in total the three production centres that make up these two main Thai firms are fully integrated and therefore achieve higher firm-level economies of scale than IOT. In addition, while PTM and, moreover, IOT benefit from firm-level economies of scale as they are large plants, the inability to take advantage of economy-wide scale economies inhibits them achieving comparable efficiency gains available to Thai-based firms.
A final point emerges from this discussion: Thai canned tuna firms are not standing still, they are heavily involved in research and development and product innovation, as well as being diversified into the production of non-tuna marine products. This dynamic has allowed them to maintain a degree of competitiveness (and profitability) relative to lower cost sites of production such as China and Vietnam.

A comparative analysis of the economic conditions in Mauritius and the Seychelles, on one hand, and Thailand, on the other, is consequently not the comparison of like with like. As such, three inter-related key points should be noted in framing the following discussion of cost structure:

a) Preferential access to principal markets (such as for the ACP under the Cotonou Agreement) have been central in sustaining industry in small remote economies 
b) In light of this, the eventuality of a post-preference future (e.g. through the liberalisation of EU tariffs) must be examined head-on by government and industry in the ESA region. 

c) Therefore, where possible, ESA governments need to work with industry to provide an environment wherein innovation in the processing of value-added tuna products beyond basic canned tuna can be taken forward (for example, see figure 1 below).

2.2
Accessing the EU Market: Cost Implications of Trade Preferences, Rules of Origin and SPS Measures
In light of the structural advantage available to Thai firms through economies of scale, the most important component in the shifting share of the EU market from Thailand to Mauritius/Seychelles is the commercial edge offered by the Cotonou trade preference (see table 2). This 24% margin of preference is an integral competitive advantage for canned tuna and tuna loin production in both Mauritius and the Seychelles. 

Table 2: Simplified EU Tariff Structure for Tuna and Tuna Products
	TARIC/ Description
	ACP
	GSP+


	EBA
	GSP
	MFN

	Chapter 3
	
	
	
	
	

	0302 and 0303

Fresh chilled or frozen tuna for production under 1604 (all species)
	0%
	0%
	0%
	0%
	0%

	0302 and 0303 
Fresh chilled or frozen tuna for uses other than production (all species)
	0%
	0%
	0%
	18.5%
	22%

	03041

Fresh chilled fillets

(all species of fish, including tuna)
	0%
	0%
	0%
	11.5% 
	15%

	03042 

Frozen fillets

(all species of fish, including tuna)
	0%
	0%
	0%
	14.5%
	18%

	Chapter 16
	
	
	
	
	

	1604
Tuna loins to be processed (all species)
	0%
	0%
	0%
	20.5%
	24%

	1604
Canned tuna products, with oil or others (all species)
	0%
	0%
	0%
	20.5% 
	24%


Source: EC TARIC.

ACP 
= Cotonou preference
GSP+ 
= Generalised System of Preferences Plus

EBA 
= Everything But Arms Initiative

GSP 
= Generalised System of Preferences

The current EU GSP regime (as reformed in mid-2005) has three pillars, which came into legal force on 1 January 2006:

a) A ‘standard’ GSP scheme that excludes only a handful of developing countries. Prior to this reform the GSP tariff was equivalent to the MFN rate, which has now been reduced by 3.5% for all tuna products. However, this is subject to rules of origin (RoO), which is problematic for Thailand because of the limited supply of RoO compliant fish.
b) The Everything But Arms initiative (EBA) which since 2001 has provided duty-free treatment for all goods (bar arms and munitions) from all countries categorised as LDCs.

c) The new ‘GSP+’ is available to countries that have signed and ratified a set of 27 international conventions both on labour and human rights and on environmental and good governance. On top of this, the country must be categorised as ‘vulnerable’ according to its level of export-orientated economic diversification.
 In order to qualify for the GSP+ countries had to apply for it by the end of 2005 and the EC maintains that this ‘closed list’ will not be opened again by the EU until 2009.
 However, this is a contentious issue as this ‘closed list’ mechanism is WTO non-compatible.

These three schemes are initially scheduled to run until end-2008, but they are likely to continue until 2015, subject to regular review at (probably) three-year intervals.
 The key point here is that under the GSP+ and the EBA several other canned tuna and tuna loin producing countries receive Cotonou-equivalent preferential access to the EU market.
An additional aspect about table 2 is the margin of preference available to the ACP for fresh and frozen tuna steaks. While this is a niche market in the EU, demand has grown exponentially over the past ten years. Two firms in the Seychelles and 5 or 6 firms in Mauritius (subject to being approved in relation to SPS for export to the EU) are targeting this and related value-added markets. The problem with interpreting EU import data for fresh-chilled fillets and non-fillets (or ‘meat’) is that it is not disaggregated at the species level, and instead listed as simply ‘fish’ fillets or ‘fish’ meat. Frozen tuna fillets are, however, classified, and the import data is presented in figure 1. Clearly, there has been a boom in the market for frozen tuna fillets, having grown from €2.7 million in 1995 to €30.4 million in 2005, but declined in 2006 to €27.5 million. Despite this growth, it is important to emphasise that this will likely remain a relatively niche market (at least compared to canned tuna) and as such cannot provide employment opportunities on the scale of tuna canneries.

Figure 1: Total EU15 Imports of Frozen Tuna Fillets, 1995-2006 (in ECU/Euro)
[image: image1.emf]0

5,000,000

10,000,000

15,000,000

20,000,000

25,000,000

30,000,000

35,000,000

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Euro


Source: Eurostat <http://fd.comext.eurostat.cec.eu.int/xtweb>. Search done using HS Code 03042045
While Thailand generally pays a 24% duty on its canned tuna and tuna loin exports to the EU, it benefits from a series of tariff quotas: 

· 13,390mt of canned tuna at 12% duty for 12 months from July 2007.

· 1,816mt of canned tuna at 0% duty from March 2006 as compensation for tariff increases in the markets of the 10 new EU member states when they joined on 1 May 2004.

· A proposed new annual tariff quota of 10,000mt of tuna loins at 6% for the period 2007-2009 that is not Thailand-specific

According to interviews with EU and Thai tuna industry representatives in 2006, the first two tariff quotas are filled within days (i.e. the product is warehoused prior to the opening of the quota and pushed through customs on the day it commences).
 The obvious implication is that buyers in the EU have a commercial advantage in buying Thai canned tuna at 12% meaning that ACP products cannot compete at this tariff rate.
EU Rules of Origin for Fish and Fishery Products

The specifics of Cotonou rules of origin for fish are already well known in the region, are beyond the scope of the terms of reference for this study, and as such will not be addressed here.
 However, EU rules of origin (RoO) for fish do have two implications for the cost structure of production in Mauritius/Seychelles relative to Thailand: 

1) Multiple interviews with cannery representatives in the ESA and Pacific regions report that they pay a price premium on ‘originating fish’ from the EU DWF. This is because boat owners know that ACP canneries need originating fish in order to utilise the Cotonou preference, thereby allowing them to capture a share of the value of the preference through higher fish prices.
 The bargaining power of the EU DWF is relatively strong because they are also able to sell their catch at a premium to other regions requiring EU RoO compliant tuna. However, this point should not be overstated as the EU DWF also benefits from quick assured sales to these ESA canneries so bargaining is not uneven. Thai firms, on the other hand, do not have to secure originating fish (unless they are utilising the ‘standard’ GSP tariff preference at 20.5% duty), which allows them to procure fish at the lowest available price.
2) In utilising the three tariff quotas noted above, Thailand does not have to meet preferential rules of origin, which again gives Thai firms a competitive advantage as they are able to source fish at the lowest price
The Supply of EU SPS Compliant Tuna

Regardless of whether or not a product is eligible for a trade preference, in order to gain access to the EU market where fish and fish products are caught by freezer vessels the vessels must be registered and inspected by the local EU approved Competent Authority. It is alleged by representatives of EU industry that Thai canneries do not always fulfil this SPS requirement. A representative of the EU Association of Fish Processors (AIPCE) has claimed that: ‘Thailand and other countries used raw material from illegal catches, something that did not happen in the Community industry.’
 Representatives of the Spanish tuna processing industry allege that Southeast Asian canneries have a cost advantage of USD 200 per metric ton for frozen tuna because the vessels supplying the fish to Bangkok are not regulated as heavily as EU fleets and then are able to reduce costs through supply from illegal, unregulated and unreported (IUU) fishing.
 This claim can not be verified as the consultants were not provided with relevant commercial data by industry. However, this allegation by Spanish industry is a further illustration of the primary rationale for this study: the relative use of fish that is compliant with EU SPS measures. This issue is addressed in detail in Section 3.3 below.
2.3
Exchange Rates and the Competitiveness of Export-orientated Industry
A central backdrop to the entire relative cost structure of Thai canned tuna production is the exchange rate between the Thai baht and the major trading (buying and selling) currencies (figure 2).
 While the most expensive input (frozen tuna) is bought in US dollars and Thai sales to the EU are also generally in US dollars, the purchase of other key inputs into the production process (i.e. sheet tinplate/cans, labour, filling and packing materials) is done in the domestic economy, providing potentially significant competitive price advantages to the finished product, for example, since the radical devaluation of the Thai baht after the 1997-1998 financial crisis.
 Thailand’s exchange rate advantage is of importance to the relative cost structure in Mauritius/Seychelles because almost all inputs are imported in US dollars or Euro in the latter two countries. In other words, Thailand’s ability to influence the relative price of domestic inputs provides an additional mechanism to adjust overall price competitiveness; this is not an option for import-dependent countries such as Mauritius/Seychelles. However, Thai firms are now experiencing problems because of the decline in the value of the US dollar since 2006 onwards.

Figure 2: Thai baht exchange rate relative to one unit of major trading currencies, 1981-2006 (at selling rate)
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Source: Bank of Thailand <http://www.bot.or.th>

2.4
Comparative Tuna Price and Procurement Dynamics
IOT sources reported that the average share for skipjack/Yellowfin in the cost of the final can is around 46%, which corresponds broadly with the African canneries cited above. However, detailed data on fish price paid by IOT and PTM were not made available to the consultants for commercial reasons. As such, analysis of relative price trends between the Bangkok price (which acts as a broad barometer of the international price for skipjack for canning) and the EU-caught Indian Ocean price could not be undertaken. In order to facilitate an understanding of price differences, figures 3 and 4 provide the annual average cif (cost, insurance and freight) price in Bangkok and Spain for skipjack and yellowfin respectively.
The data represents only broad trends both because of the reliability of the original sources (i.e. they are not corporate data-bases) and the quality differential between the two sources (i.e. fish from the Indian Ocean reportedly have a better recovery rate than that from the Pacific, which is Thailand’s primary source of supply). For example, industry estimates a rate of recovery of useable tuna meat relative to the original whole fish of 41% for skipjack and 43% for Yellowfin from the Indian Ocean, but only 39% for skipjack and 42% for Yellowfin from the Pacific. The commercial implication is that IOT and PTM both have a cost advantage due to higher recovery rates than canneries in Bangkok (which predominantly use Pacific fish) because of the very high cost of fish relative to all other inputs.

Canneries spread out costs for frozen tuna inputs across their annual accounts. This is based upon known seasonal catch/price fluctuations and the factoring-in of retail discounts/category promotion, etc. Therefore, the use of annual average price data is sufficient as an indicative comparative measure of broad trends. The Spanish price includes freight to the EU, but it is useful because it illustrates price paid to the EU distant water fleet (DWF) specifically, which is the same source of supply for IOT and PTM.
Figure 3 shows that there is a marginal difference between the price in Spain and in Thailand, this would be less so if the higher transhipment costs from the Indian Ocean are factored-in. The price trends in figure 4 are slightly misleading; this is because the EU and Bangkok markets for yellowfin are very different. There is a high premium on yellowfin in the EU because of market pressure brought on by consumer demand/marketing (especially in Italy and Spain where canned yellowfin is the dominant product), whereas Thai product for the US (its largest market) mixes skipjack and yellowfin under the heading ‘lightmeat’ canned tuna.
Figure 3: Annual average skipjack price for Spain (origin EU fleet) and Bangkok, USD/metric ton*
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Source: Globefish 2006: 16 for Spain data; FFA Tuna Market News (various years) for Bangkok.
* Data for Spain is cif. Bangkok data is cif for skipjack weighing 1.8-3.4kg. 
Figure 4: Annual average yellowfin price for Spain (origin EU fleet) and Bangkok, USD/metric ton*
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Source: Globefish 2006: 16 for Spain data; FFA Tuna Market News (various years) for Bangkok.

*Data for Spain is cif. Bangkok data is cif for yellowfin weighing 9kg and up.

The major difference between the Spanish price and that paid by IOT is that the latter is fob (free on board) price because the fish is normally landed directly from the vessel at Port Victoria.
 In short, IOT had a relatively captive market in the western Indian Ocean. As such, industry estimates that the difference between the annual average Port Victoria price for skipjack is USD40-50 per metric ton lower than the Bangkok equivalent over and above the quality and RoO price premiums paid by IOT noted above. This facilitates an important symbiosis between IOT and the EU DWF landing in the Seychelles because the EU DWF obtains a better average price than can be commanded in Bangkok, while IOT benefits from a slightly lower average price than Bangkok.
 In short, IOT benefits from its strategic location and the associated differential between fob and cif price.
 However, according to several industry sources, the increase in regional processing capacity since 2005 onwards (see table 1) has reduced the value of the IOT freight differential advantage because EU vessel owners have a wider range of potential buyers. This has reportedly led to a decline in the IOT price advantage relative to the Bangkok price. No data was made available to the consultants to confirm this reported trend.
The Port Louis price for both skipjack and yellowfin tuna is between USD100 and USD150 higher than the Port Victoria price.
 This is because of the reefer costs incurred in transhipping the fish between the Seychelles and Mauritius. PTM also receives direct supply from EU purse seine (mainly French) when they are using the Port Louis dry dock (Chantier Naval de l’Ocean Indien – CNOI), this direct offloading provides up to 10% of PTMs total supply. In addition, tuna processors in Mauritius benefit from the availability of 11,500mt of cold storage supplied by Froid des Mascareignes and 6,000mt offered by Mauritius Freeport Development. As noted below, the transhipment cost of tuna supplied to Mauritius is equalised by lower operating costs relative to the Seychelles.
Thailand’s rapid rise to dominance in canned tuna processing is unusual because it is based on the import of raw materials. However, Thailand’s geographical location means that is it able to access low cost supplies of tuna from the Pacific and Indian Oceans.
 This strategic location means that Thailand is well placed to import year-round supply. An estimated 80% of the supply of whole frozen tuna to Thai-based canneries is provided by only three specialised trading companies (FCF, Tri-Marine and Itochu).
 Due to the cluster of tuna processors based in and around Bangkok, trading companies have an assured market (i.e. if they bring a carrier in, the tuna on board will be sold).
 This commercial guarantee assures Thailand’s position of dominance on the international market for canning-grade tuna, as competing sites of production that do not have a tuna fleet being based locally will only be supplied fish when there is a pre-established buyer. 

2.5
Can Price
Like prices for frozen whole tuna, raw material for canning (sheet tinplate) has increased in price internationally in recent years, mainly because of high demand from China. As noted above, can cost is the second most expensive input into canned tuna manufacturing at about 20% of the total.
 While the two most expensive inputs have registered a price rise, retail price in the EU has not increased in parallel. This problematic is absorbed by tuna canneries throughout the world, regardless of location. However, according to calculations using data obtained by the consultants, the percentage difference of can cost between the average for canneries in the ESA region and Thailand is around 25%.
 In other words, in light of the fact that fish price is a rapidly changing differential (with IOT historically paying slightly less than Thai firms on average, and PTM paying slightly more), this is one of the most significant competitive margins in the relative cost structure between Mauritius/Seychelles and Thailand. In short, the differential gives Thai product around a 5% price advantage, which is highly significant in an industry with very low margins (ranging between 5-9%).
 Therefore, the overall 24% Cotonou preference for Mauritius/Seychelles product is central to their competitiveness.
This high degree of Thailand’s competitiveness in can price stems, certainly in part, from economies of scale. It is a successful base for various agri-businesses and was a manufacturer of canned fruit and vegetables prior to the emergence of the canned tuna industry. This ‘backward integration into can production’
 means that when tendering for contracts Thai tuna processors can offer much cheaper cans as part of total operating costs.
 In fact, in 2005, there were over 30 can making companies based in Thailand.
 Canneries that source sheet tinplate from a domestically-based steel industry have a competitive advantage because: first, freight costs are much lower over short distances for a fairly heavy product like tinplate, and; second, currency exchange rates are taken out of the equation.
 In contrast, Mauritius and the Seychelles import all of the tinplate used in their cans, which in light of their status as ‘small and remote economies’ is a significant cost disadvantage relative to Thailand. 
Similarly, ‘alliance industries’ have developed in symbiosis with the Thai tuna canning sector, including multiple firms specialising in labelling, packaging, cold storage, fishmeal, and other key ingredients such as soybean oil. The high degree of sophistication of these firms means that canneries can, for example, change packaging very quickly to suit buyer demands. Again, in contrast, IOT imports all inputs, while Mauritius is able to procure packing sleeves, labels, cardboard boxes and vegetable oil from locally-based suppliers.
2.6
Labour Costs, Sea-freight and By-product Revenue
Basic hourly wage rates in the Seychelles compared to Thailand are around 65% higher. The problem in developing an effective comparison here is that the Seychelles Rupee is fixed by the Central Bank of Seychelles and is not convertible outside of the country. As a partial consequence of this, there is a significant parallel economy where the exchange rate is roughly double the official rate. For Mauritius a definitive comparison is difficult without specific job functions, but it appears that a basic on line factory worker earnings are nearer Thailand than that of the Seychelles. Therefore, Mauritius benefits from cheaper labour as well as several other low cost inputs than the Seychelles, but the latter recovers this cost through the fob purchase of fish. No data was made available by industry on the additional costs incurred through the employment of expatriate factory workers, although it is assumed that the costs are higher because of the need to provide local accommodation and flights from originating countries.
Table 5: Comparative wage rates and labour supply
	
	Wage rates for local workers in USD per hour
	Labour supply issues

	Mauritius


	$0.90
	Factory workers (primarily female) will not work night shifts so Bangladeshi workers are brought in. These constitute approx 25% of the workforce and have the same wage levels as local employees. However PTM have to pay for housing additionally.

	Seychelles
	$1.90
	Around 37% of workforce expatriate, but due to very small population size, difficult to employ more local workers. 

	Thailand
	$0.65**

	Thai industry estimates that 50% of tuna cannery workers are migrant workers from Burma with firm-specific (i.e. tied) work permits facilitated by Board of Investment (Prime Ministers Office).


Sources: Board of Investment, Government of Thailand; Campling, Havice and Ram-Bidesi 2007; The Nation (Seychelles) various issues; Nageon de Lestang 2005; 
*Based upon the assumption of an eight-hour day, five days a week at a minimum monthly starting salary of SR2,100 (c.SR52.5 p/h), and conversion using the official exchange rate of SR6.3:USD1 (Central Bank of Seychelles, June 2007). Note that the exchange rate is fixed and non-convertible outside of the country. Estimates for the exchange rate in the parallel economy are in the region of SR12:USD1.
**Based upon at an eight-hour day at daily minimum wage rate of USD 5.16. Eight-hour day assumed as workers doing basic overtime are entitled by law to time and a half. Note that in the initial stages of Thailand’s rise to dominance in canned tuna production, an estimated 48% of workers were paid less than the minimum monthly wage.

In addition, to the data presented in table 5, the CEO of MW Brands estimates that cash fringe benefits to ESA canneries are 25-20% of the basic salary, while Southeast Asian workers receive only 10-25%.
 Non-cash fringe benefits are also estimated to be higher in Mauritius/Seychelles.
 The significant difference in wage costs between the Seychelles and Thailand, however, should not be taken out of context; that is, labour costs are only around 6-8% of the total cost of a can of tuna shipped to the EU, costs that generally can not be significantly reduced through shifts between different locations in the developing world. 
A factor of far greater importance according to industry representatives in the ESA region, the Pacific, the US and Thailand is labour productivity and absenteeism. In particular, Thai workers are renowned for their degree of specialisation and their level of productivity is observably very high.
 Quantitative data on comparative labour productivity is not available, but one ESA industry representative noted that it ‘is a big difference’ and another noted that, in Mauritius workers are very low-skilled. Absenteeism is also a known problem among the local workforce in both Mauritius and the Seychelles.
 However, as noted in table 5, Thai processors are finding it difficult to employ locals and are relying to a large extent on expatriate workers. This reported labour shortage has led some Thai firms to import loins from lower cost locations where workers are more easily available (i.e. Vietnam).

According to calculations based upon industry information, aggregated sea-freight costs for Mauritius/Seychelles are around 20% higher than for Thailand. If we rely on the aggregated structural accounts provided for African canneries in Annex E, sea-freight to the EU constitutes around 5.5% of the total cost structure for canned tuna; therefore Thailand has a 0.5% cost advantage on freight costs over Mauritius/Seychelles in the final can price. 
It is well known that Thailand provides very competitive seafreight rates. Three major factors help to explain this advantage. First, in contrast to the south west Indian Ocean, Thailand is at the centre of a dynamic region of economic growth (i.e. Southeast and East Asia). This means that seafreight routinely passes through Thailand as it provides a key regional port both for intra-regional trade, as well as to and from principal markets along the east-west international route (i.e. the EU, Japan and the US).
 Second, because Thailand has a large domestic industry and a large population with rising per capita incomes it imports a wide range of goods from across the world. This means that seafreight is not deadheading (i.e. arriving at a destination without cargo) in Bangkok, unlike in Mauritius and the Seychelles. Finally, corporate alliances and concentration in the global container shipping industry since the early 1990s have created increased operational economies of scale and reduced transaction costs in the international trade in goods. This has contributed to an increase in the scale and scope of seafreight services available throughout much of the industrialised world,
 including the development of specialised dedicated container terminals that are able to improve efficiencies in the loading and offloading of vessels.
 However, most small island developing states (including Mauritius and the Seychelles) are marginal to these developments because of the very low volume of trade flowing in and, especially, out of their economies.

The last aspect of the cost structure in the production of a can of tuna assessed here is the revenue generated through the sale of by-products. From each metric ton of whole tuna estimated average revenue from by-product for the ESA regions’ canneries is around 3%, while for Thailand is it closer to 7%.
 Types of Thai by-products use all elements of the fish, including red meat for pet food, fertilisers, fish oil, as well as standard fish meal. In contrast, all of IOT’s by-product has traditionally gone into the production of fish meal (i.e. around 60% of the fish goes into very low value by-product); however, steps are underway to diversify IOT’s range of by-products so as to increase profitability. PTM are undertaking similar improvements in the diversification of by-products.
2.7 
Tariff Protection
In light of the importance of the tariff structure in determining the origin of the flow of canned tuna imports into the EU, it is illustrative to briefly assess the degree of protection offered by the three country case studies’ tariff regimes. Table 5 demonstrates the very high degree of protection available to the domestic industry in both the Seychelles and Thailand. Clearly the Seychelles tariff represents total protection for the sale of IOT tuna on the domestic market; although, with a population of just over 80,000, domestic sales are insignificant to total production. For Thailand, a very large domestic market of around 63 million people provides market opportunities for product from competing locations. However, combined with the fact that Thai product is already price-competitive, with imports at under USD1 million in 2003 it is clear that the 30% MFN tariff protects the domestic market from international competition, possibly also allowing for increased margins on sales to Thai consumers. This is important to the production model of Thai canneries as the domestic market provides an outlet for lower grade lines (which is a form of by-product relative to export-orientated quality), which are produced and marketed as locally-branded product;
 therefore allowing firms to maximise productivity and, thus, profitability. In the case of Mauritius, canned product for the local market is sold by IBL (the main local shareholder of PTM) under the ‘Tropical’ brand. 
Table 5: Comparative import tariffs and value of imports for canned tuna
	
	MFN tariff*
	Imports 
(in USD)

	Mauritius
	0

(in 2005)
	259,000

(in 2006)

	Seychelles
	100

(in 2005)
	0

(in 2004)

	Thailand
	30

(in 2005)
	922,000

(in 2003)


Source: TRAINS (Trade Analysis and Information System) database, UNCTAD
* Note that the MFN rates for each of these countries are ‘flat’ (i.e. there is no difference between sub-headings for different types of canned tuna products).
2.8
Incentives and Government Assistance Programmes
The information in table 6 demonstrates that, in the current era, on paper the incentive regimes for export-orientated industry are significantly more attractive in Mauritius/Seychelles than in Thailand, which has far stricter requirements and less generous benefits. This is not surprising because to attract FDI small remote economies generally have to offer better incentives to offset the higher operating costs incurred by potential investors. However, in the early stages of the development of the Thai tuna industry, far more generous incentives were provided.

Additional aspects of note include the following. IOT pays Goods and Services Tax (GST) on small scale inputs, most of which are imported. As noted in table 6, the last Mauritian government budget got rid of the free trade zone and brought all firms to the same level According to industry, the biggest problem in the latter development has been the imposition of 7.5% VAT on certain imports since 2006, while this is eventually refunded against exports it can be a cash flow problem (especially for smaller firms). Government has since implemented a fast-track VAT repayment scheme for new entrants to address the cash flow problem. The Seychelles Fisheries and Agricultural Incentives Act (2005) was established to encourage investment in small-scale fisheries and provides relief from business tax for firms earning an annual profit lower than SR48,000, and a reduction in the rate of social security contributions by employers from 35% to 30%. 
An additional possible explanatory factor for the cost advantage of Thai canned food exporting firms is the role of other government policies and potential dumping. For example, in 2001 the US International Trade Commission determined that Thai firms were dumping canned pineapple onto the US market and instituted anti-dumping duties, which were extended upon a second review in 2007.
 One of the key aspects of the initial case was that some Thai government programmes require canned pineapple fruit producers to export their production within a certain time. This requirement links exports to production and inventory rather than to foreign demand.
 The implication is that export-orientated food production in Thailand is heavily promoted by government (it is one of its top-five priority areas for economic development) and this policy encourages dumping as production is driven by government policy, not by demand from the world market.

Table 6: Export-orientated incentive regimes
	
	Legislation/ implementing agency
	Key incentives

	Mauritius
	All prior incentives superseded by economy-wide tax reform. No longer differentiation between manufacturers in EPZ, based in Freeport and normal treatment for Mauritian firms.

(Prior incentive regime = Export processing zone first established in 1970
Freeport Act 2004/
Board of Investment)

	Uniform 15% Company tax 
Vat reduction for certain (but not all) inputs

Exemption from corporate tax for trading

100% foreign ownership

Free repatriation of profits, dividends and capital
No forex controls

No dividends tax
No capital gains tax
Reduced port charges

Flat rate 15% income tax

	Seychelles
	Seychelles International Trade Zone (SITZ) Act (1995)/
Seychelles International Business Authority (SIBA)


	Exemption on business tax
Exemption on trades tax on intermediate and final products, and imports of capital equipment (excluding motor vehicles)

Exemption on employer's contribution to social security

Exemption on withholding tax

Exemption on payment of Gainful Occupation Permit fees for expatriate workers

Foreign exchange bank accounts allowed

Minor annual license fees are payable

	Thailand
	Investment Promotion Act (2001)/

Board of Investment (Prime Ministers Office)

	In order to qualify for BOI incentives:

Value addition must be 20% or more than sales revenue.

Modern production processes and machinery must be used.

Adequate environmental protection systems must be applied.

In the fisheries sector Thai nationals must hold not less than 51% of registered capital, except in certain promoted projects in manufacturing where the majority of ownership may be foreign.
For ‘Zone 1’ (i.e. in and around Bangkok):

50% reduction of import duty on machinery that is subject to import duty of not less than 10 per cent.

Corporate income tax exemption for 3 years for projects located within industrial estates (subject to ISO 9000).
1 year exemption from import duty on raw or essential materials used in the manufacturing of export products. 
Non-tax incentives include permission to bring in foreign workers, own land and take or remit foreign currency abroad.

Cap on a project's corporate income tax holiday at 100% of invested capital.


Sources: Board of Investment (Thailand); Board of Investment (Mauritius) no date; Bruneau 2006; Durbarry 2001; Freeport Act 2004; Investment Promotion Act 2001; Milner 2001; SIBA; SITZ Act 1995; Tennant 2007.
3.
EU SPS Measures and their Comparative Application
The TOR requires a response under two headings in relation to SPS issues:
· Are the EC’s SPS requirements applied in a uniform manner to producers and exporters of canned tuna and tuna loins in Thailand, Mauritius and Seychelles?
· Are the SPS regulations applied to exporters and producers of canned tuna and tuna loins from Thailand, Mauritius and Seychelles in compliance with the WTOSPS/TBT Agreements?
As Thailand was not visited during the study reliance must be placed on published material and the experience of people having personal knowledge of the tuna trade in that country. Information gathered during the visiting programme to Seychelles and Mauritius also contributed to comparative data about Thailand.

3.1 
The Application of EU Food Safety Regulations
The EC’s Directorate General for Health and Consumer Protection (DG SANCO) is responsible for food safety in the EU. This responsibility is largely carried out through SANCO’s executive arm, the Food and Veterinary Office (FVO). The main legislation affecting fish dates from 1991 but since then there have been a series of complementary Directives that introduce stricter requirements (see Box 1 for an outline). Alongside this tightening of its food safety legislation, the EU now requires the adoption by exporting countries of agreed inspection, examination and certification procedures. Seafood production in developing countries has to match EU standards in terms of hygiene and food safety. 

EU requirements are enforced and regulated at the country level. This involves a two tier approach : a country has to be licensed to export fish to the EU and then each individual exporting company has to apply to what is referred to as a ‘Competent Authority’ (CA) within the particular country for permission to export. This two tier system effectively delegates authority for the implementation and enforcement of its food safety legislation to the CA in the exporting country. Thus it is the CA that is responsible for official controls throughout the production chain ranging from fishing vessels to final exporters of the product. 
This transfer of responsibility has also meant that the CA in Mauritius and the Seychelles is under extreme pressure to ensure that the operational elements of the tuna industry supply chain in each country conforms fully with all EU relevant requirements. It is in this area that problems may arise where the broad objectives of the EU legislation have to be interpreted by individual inspectors at the point of application e.g., fishing vessels, production sites etc.
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During the in-country visits the operational chain of each CA in the Seychelles and Mauritius was examined from the top down to the on-site inspections. This took place against a review of published FVO inspection reports that had identified some deficiencies in both Authorities. From discussions with CA officials, vessel owners and other important participants in the production/export chain it is clear that some difference exists in the interpretation of what is actually required to meet the legislation. Such differences can relate to the number of samples required, the period between inspections and the circumstances in which structural repairs are deemed to be required.
Considerable guidance material has been produced by the EC but a feeling exists that it is neither detailed enough nor reflective of the differences that the local operating environment can make to specific indicated measures. For example, one vessel owner of a purse seine has been told that his netted catch should not touch the deck. This requirement is however, based on the existence of a risk of contamination element represented by wooden decking. The purse seine in question has stainless steel decking and would find it impractical to avoid letting a 60 tonne net of fish touch the deck in the process of transfer below decks. (An outline of the impact of EU regulations on the fishery sector is provided in Box 2 below.)
The above example of a lack of flexibility at the operational end indicates that in some instances it is not the presence of an actual risk that is being assessed but rather the achievement of uniform compliance with measures set out as a check list.

Mauritius was criticised by the FVO for an inadequate operational manual in respect of its CA and commissioned a consultant to review the situation. He has now produced an operational set of manuals that clearly set the context within which inspections occur and which require some degree of consideration as to the level of risk actually represented by any apparent infringement of the requirements.
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Looking at the overall picture on an historic basis it is clear that the absence of any significant problems in relation to tuna exports from either Mauritius or the Seychelles is down to self-policing by the canneries. These have, for commercial reasons, introduced and operated Good Manufacturing Practices and HACCP systems even before those became EU legislative requirements. There is no evidence that these organisations seek to avoid meeting any new requirements but rather need to be clear as to precisely what is being asked and to be convinced that any requests for costly changes are fair and risk based. The increasing amount and strictness of EU requirements is clearly adding to the costs within the production chain. Where organisations are operating on decreasing margins of profitability any unnecessary demanded expenditure by inspectors could have a disproportionate impact on firms’ operational viability.
This is not the fault of individual inspectors but rather a reflection of their ability to make use of the tools which are available to help them perform their tasks. Their apparent inflexibility is at the end of the day driven by the concern that it is they that have to answer to the FVO. The EU has provided a range of guidance material in particular ‘The Field Guide for Sanitary Inspection of Fish and Fish Products as Food for Human Consumption’.  This is a detailed guidance which is available online,
 but which still does not seem to meet inspectors’ needs to make decisions in non-standard situations. Significantly it also fails to give them confidence to interpret the guidance in a way that ensures that the limited resources available are applied in the most cost-effective manner consistent with the minimisation of any risk to human health.

3.2
The Application of the WTO SPS Agreement
The SPS Agreement (Article 8) requires that WTO members must follow certain rules with respect to control, inspection and approval procedures which are required to check and ensure fulfilment of SPS measures.
These are set out in Annex C of the SPS Agreement (see Annex G below for details) and oblige members to be fair, reasonable and non-discriminatory. A review of the FVO Inspection Reports for Mauritius, the Seychelles and Thailand and resultant enforcement actions provides an indication that an element of discrimination exists between the treatment accorded Thailand on the one hand and Mauritius/Seychelles on the other. 
Thailand
Thailand has been inspected by the FVO for fish/fish products, in 1998, 2000 and 2005.
 In 2000, Thailand was not such a large exporter as now but deficiencies were identified which the then Thai Authorities promised to rectify. The 2005 inspection found a much better situation in relation to a much bigger export-oriented operation. Nevertheless, the FVO report records as regards fishing vessels that, ‘there is no full enforcement of the legislation in this field as the deficiencies detected in one year are repeated the following year. Although frequent checks had been performed, and deficiencies detected, there was no evidence of any enforcement action by the CA.’

With regard to establishments, the system in place provides that where serious non-compliances are identified during CA supervision the establishment is immediately suspended for export and removed from the approved list. This could also happen for repeated deficiencies. The FVO report records that they saw no examples where approval had been withdrawn. This is against a background where the FVO found various non-compliances concerning the structure (inter alia inadequate facilities for cleaning/disinfecting in the processing areas, doors not pest proof, inadequate maintenance of walls and floors). In addition there were hygiene risks relating for example, to the use of recirculated water, inadequate cold storage, stagnant water for cleaning hands and equipment. HACCP systems were well documented but occasionally deficiencies that were detected in own establishment checks had not been dealt with. As a result of the inspection, the FVO requested and received written guarantees concerning the preparation of action plans to remedy the identified deficiencies.

The Seychelles
The Seychelles was inspected in 1998, 2001, 2004 and 2006.
 In 2004 a number of deficiencies were identified and the FVO recommended that the CA suspend exports to the EU from the tuna cannery visited. This had deficiencies relating to structures and hygiene relating to cleaning and disinfecting as well as unloading, cold stores and processing areas. The report coincided with a scheduled refurbishment of the cannery and was subsequently closed. This action pre-empted the necessity of formal suspension by the CA.  
The 2006 inspection is recorded as a follow-up to the 2004 visit and the inspectors found that the previous recommendation had been satisfactorily addressed. The FVO noted that the previously suspended cannery had undergone a complete and thorough refurbishment that made it fully compliant with EU requirements. Nevertheless the inspectors found some additional deficiencies which were to be the subject of a CA Action Plan (e.g. accreditation of laboratory, wooden decks on the frozen vessels.
Mauritius
Mauritius was visited in 1998 and 2006.
 The 1998 visit found various deficiencies and made recommendations including about the official laboratory and the need for appropriate legislation. There were three notifications linked with tuna (two histamine and one mercury) during 12/02 and 10/04 and the inspectors returned in 2006 to re-inspect. The visit identified deficiencies primarily relating to the coverage of Mauritius legislation and the operational effectiveness of the CA. As a result the FVO required and received an Action Plan to remedy those deficiencies. Until these had been carried out the CA was suspended from approving any additional establishments for exporting to the EU.
Comment
Whilst all three countries have deficiencies it is notable that only Seychelles and Mauritius have suffered direct suspension of their ability to approve establishments or to export. In each case removal of the suspension is related to the FVO actually confirming by an inspection that the remedies promised in an Action Plan have in fact been carried out. In the case of Thailand, the FVO have noted a track record by the CA of allowing identified deficiencies in both vessels and establishments to remain uncorrected. Despite this background the FVO do not seem to have put resources into ensuring that the Thai CA is in practice carrying out its Action Plan. Enquiries from the FVO show no plans for either a revisit to Thailand during 2007 for fish/fish products (although one is scheduled for poultry/meat products) nor it is understood is one likely to be in the visiting programme for 2008. However, Mauritius is scheduled for a revisit to check its Action Plan during 2008.

The above would seem to indicate a degree of discriminatory behaviour in the application of the EU’s requirements in relation to its SPS measures. From the evidence available there is clearly a higher risk of non-compliance associated with the Thai export system yet it is allowed to continue without penalty. This is not only discriminatory but also increases the risk that contaminated food may reach the EU consumer. From an industry viewpoint it also provides Thai suppliers with a cost advantage derived from not having to incur additional expenses relating to SPS compliance.

3.3
The Role of Traceability in the Food Chain

Some concern exists as to the possibility that Thailand may be using fish that has a) not been caught by approved EU vessels and b) not have been subjected to the same level of SPS inspection as fish is subject to in Mauritius and the Seychelles. The issue of the existence or otherwise of effective traceability systems is highly relevant to both of these topics.
Non-EU Approved Sources 
In both Mauritius and the Seychelles all fish being processed for the EU market carries a traceability ‘label’ that can be followed back to the first point of origin of the fish. This covers both external and internal aspects of traceability (i.e. outside the cannery and inside) and has long been driven by commercial considerations rather than any specific legislation. Canneries in Thailand have internal traceability as this is an integral component of their HACCP systems. However there are significant indications that a difference between these three countries arises in relation to the external aspect of traceability.  It is widely considered that Thai reliable external traceability data relates only to that proportion of fish being processed that has been transparently caught by EU approved vessels.

The core issue related to Thai firms alleged use of fish from non-EU approved sources in exports to the EU is not simply that the price of such supplies is significantly lower to EU-approved sources (as claimed by the Spanish tuna industry, see above), but also that the possible utilisation of non-EU approved sources provides far greater flexibility in terms of year-round strategic supply. Table 3 below compares Thailand’s total import volumes of frozen whole tuna from the EU and the Seychelles (which only flags Spanish owned purse seine vessels, which are inspected by the Seychelles CA) relative to total Thai export volumes to the EU of canned tuna and tuna loins. At first glance, the data appears to support the perspective of EU industry; however, the data is solely indicative as the consultants were not able to obtain data on the total volume of frozen tuna imported by Thailand from non-EU flagged vessels that are registered by EU-accredited Competent Authority’s throughout the world. 
Table 3 provides data on all Thai imports from the EU (i.e. origin EU-flagged and Seychelles-flagged vessels), it does not include the exports of EU-owned vessels registered in third countries except for the Seychelles (such as in Ecuador, Panama, etc). The problem in estimating total Thailand import volumes of EU SPS-compliant tuna is that:

1) EU-owned vessels use various third-country flags apart from the Seychelles, but since other third-countries also flag several other DWFs. Therefore, Thai import data from these third countries cannot be used as it is likely to mix fish from EU approved vessels with non-compliant fish.

2) A list of the total number of EU-accredited fishing vessels not owned by EU interests is not available disaggregated according to gear type and species targeted. This means that even very rough estimates of total global supply of EU-SPS compliant tuna supply cannot be made.

In sum, the data presented here do not prove that the percentage differential between Thailand’s raw material imports and finished product exports lead to the use of EU non- SPS compliant tuna. It does however raise the issue of risk in terms of what other sources of EU SPS-compliant fish are available to the Thailand based tuna processing sector; particularly in 2004 when only 7.7% of Thai exports to the EU contained fish from known EU approved vessels.

Table 3: Total Thailand import volumes of EU frozen whole tuna relative to total Thai export volumes to EU of canned tuna and tuna loins, 2000-2005

	
	Total Thailand import of frozen tuna from EU and the Seychelles (in metric tons)
	Total Thailand export of canned tuna and tuna loins to the EU15 (in metric tons)
	Percentage of fish from known EU approved vessels to total exports to EU

	2000
	22,506
	53,221
	42.3%

	2001
	20,629
	61,877
	33.3%

	2002
	29,579
	84,625
	34.9%

	2003
	54,283
	 97,908
	55.4%

	2004
	5,852
	 74,427
	7.7%

	2005
	29,462
	108,410
	27.2%


Sources: Commodity Trade Statistics Database (COMTRADE) for Thai import data; Oceanic Development et al (2005), p.311 for FAO conversion coefficient of 1.92 (canned volume to frozen whole volume) and 1.54 (frozen loin volume to frozen whole volume); Eurostat Trade database for Thai export data.

Notes: 

a) EU import data refers to EU15, this is because of the year range (i.e. enlargement to EU25 occurred mid-2004) and as such some Thai exports to the new 'EU10' are not included, thereby providing slight underestimates for total Thai export volumes in 2004-5.

b) In light of the relatively complex nature of these calculations and their important implications, the full workings are provided in Annex F.

Based upon ESA industry estimates, Thailand sources a significant quantity of tuna via cold stores based in Singapore. However, as is clear from table 4 below, according to the official statistics this source of supply is fairly limited. This anomaly between industry perceptions and official trade statistics can be explained either by the fact that supply from Singapore cold stores is now insignificant or that fish passing through Singapore cold stores maintains the nationality of the fishing vessel that originally caught it. Either way, Singapore cold stores contain fish from both EU approved sources and elsewhere. The CA estimate that only about 33% of the total inventory of the cold stores relate to fish caught by EU approved vessels.
 The current system applied by the Singapore EU approved CA (cold stores have to be approved by the CA for SPS purposes)  does not require that fish leaving the cold store for any use, other than by its own local processors, is marked as being from approved EU sources. Consequently fish exported to Thai canneries could be from non-EU approved sources.

Although not directly related to SPS issues, this situation would appear to constitute a loophole in the operational effectiveness of the EU’s rules as the last FVO inspection report on Singapore for fish/fish products, in July 2004 states: ‘The CA has no guarantee that the fishing vessels that caught the fish (and prepared the frozen fish) fulfil the EU requirements set out in Council Directive 92/48/EEC (hygiene regulations for fishing vessels)’.
 The Report also says that according to the origins of the raw material declared by the private operators ‘the majority of the fishing vessels is not on the list of the registered freezer vessels notified to the Commission services for the country concerned’.

Table 4: Thailand imports of Frozen Whole Tuna from Singapore, 2000-5*

	
	Quantity (in mt)
	CIF Value (USD)

	2000
	3,084
	2,877,951

	2001
	451
	1,019,315

	2002
	680
	1,153,696

	2003
	805
	1,341,782

	2004
	1,424
	2,029,616

	2005
	1,556
	2,015,464


Source: Commodity Trade Statistics Database (COMTRADE)
* Includes all commercial species for canning
Inadequate Level of SPS Compliance

The same FVO Report on Singapore also raises questions about the validity of the export health certificates issued by the CA. The Report says that ‘the health certificate certifies parameters that are not controlled locally (i.e. the compliance of foreign vessels with EU requirements). It also certifies that the F and FP [fish and fish products] have undergone health controls in accordance with Directive 91/493/EEC requiring checks on landing conditions and batch checks on landing.  As no such controls are made at the time of import this part of the health certificate cannot be certified in a satisfactory way.’

EU Traceability Requirements
The European Union introduced a horizontal (all types of foods) traceability requirement in its Regulation (EC) No 178/ 2002, in force since 1 January 2005.
 The concept of traceability in EU regulations for fish and fish products also appears explicitly in regulation 2065/2001 relating to labelling information. The European Commission defines traceability as: ‘the possibility to find and follow the trace, throughout all the stages of production, processing and distribution of a foodstuff, feedstuff, an animal destined for food production or a substance destined to be incorporated in foodstuff or feedstuff or with a probability of being used as such’. 

The information required for traceability purposes, in relation with Regulation (EC) No 178/2002, according with the ‘Traceability Guidance’
 includes: 

· Name, address of supplier, nature of products which were supplied.

· Name, address of customer, nature of products that were delivered.
· Date of transaction/ delivery.

Regulatory traceability requires record-keeping known as ‘one step forward and one step back’ as the primary means to ensure traceability related to food safety and quality.
The ‘Guidance on the implementation of articles 11, 12, 16, 17, 18, 19 and 20 of Regulation (EC) No 178/ 2002 on General Food Law’ from the EU specifically states
 that: ‘The traceability provisions of the Regulation do not have an extra-territorial effect outside the EU’. This requirement covers all stages of production, processing and distribution in the EU, namely ‘from the importer up to the retail level’. Additionally the document notes that: ‘Article 11 should not be constructed as extending the traceability requirement to food business operators in third countries. It requires that food/ feed imported into the Community complies with the relevant requirements of EU food law’. Furthermore: ‘Exporters in trading partner countries are not legally required to fulfil the traceability requirement imposed within the EU (except in circumstances where there are special bilateral agreements for certain sensitive sectors or where there are specific Community legal requirements, for example in the veterinary sector).’ 
Since the import of fish and fish products in the EU is regulated through ‘special bilateral agreements’, EU fish inspectors in third countries may ask for proof of traceability in relation to fish safety, consistently with regulations including traceability provisions
 or with reference to Regulation (EC) No 178/ 2002.
 This would appear to allow the FVO to require that the Singapore CA establish some form of traceability which reaches back beyond the cold store. This would also facilitate identification of the origin of tuna being imported from there by Thai canneries.
It is interesting to note that the existence of a traceability system in South Korea led FVO inspectors in 2005 to conclude that it was likely that raw material (big eye tuna) originating from non approved factory vessels was being processed in approved establishments and later exported to the EU. The Inspectors recommended that the CA should ensure that the establishment has the relevant documentation for traceability to ensure compliance with the documentation requirements of Community legislation.

4.
Conclusion and Recommendations
4.1  
Cost Structure Conclusions
The preceding sections indicate that the primary explanation behind Thailand’s lower cost structure is the role of economies of scale and associated benefits. Along similar lines, as is already well known, the Cotonou preference is central to the survival of IOT and PTM. The consistently rapid clearing of the tariff quota made available to Thailand at 12% duty indicates that reduction much below the current 20.5-24% margin of preference might lead to Thai dominance of EU markets for canned tuna.
In terms of specific input costs: Thailand has a minor cost disadvantage on skipjack price compared to IOT due to the fob-cif differential, but this advantage has partially declined due to increased processing capacity in the ESA region and heightened demand for fish. Mauritius appears to pay slightly more than the Bangkok average price for skipjack, but can compete with IOT because of the higher operating costs in the Seychelles. The most significant differential is on can price, which provides Thai product with a 5% price advantage on the EU market; although it seems surprising that a PTMs parent company Mitsubishi is not also able to source cheap material for cans. Relative freight costs equate to a 0.5% advantage for Thai product, although this may well be higher or lower depending upon global commercial arrangements between parent companies (i.e. MW Brands and Mitsubishi) and container freight conglomerates. One obvious area for attention – depending upon commercial viability – is higher value added through the diversification of by-products, as average Thai revenue here is 7% compared to 3% for the ESA region.
The outline of different incentive regimes demonstrates that there is little that the governments of Mauritius and the Seychelles can do to heighten the competitiveness of PTM and IOT beyond the current high degree of available incentives. (That is not to day that there may not be other policy interventions that could prove effective.) 
The issue of whether Thailand gains any significant competitive advantage through the possible use of EU SPS non-compliant fish cannot be definitively resolved within the scope of this study. The statistical data (see Table 3 above) indicates, however, that some fish may be entering the Thai food chain that is not demonstrably in accordance with EU SPS requirements. This is reinforced by the findings of the FVO inspectors during their review of Singapore’s CA in 2004. As the FVO have not reinspected Singapore for fish/fish products (although a visit for red meat/meat products is in the 2007 programme) since that time no evidence exists that circumstances prevailing then have changed significantly. The core economic issue related to Thai firms alleged use of SPS non-compliant tuna in exports to the EU is not solely that the price of such supplies is lower than EU-approved sources; although there may be slight price differentials. The more important issue is that the possible utilisation of non-EU approved sources provides far greater flexibility in terms of year-round strategic supply. 
4.2 
SPS Conclusions
There would appear to be some basis for questioning whether the ECs SPS requirements are a) applied in a uniform manner and b) in compliance with the WTO SPS Agreement. This conclusion is based on two lines of reasoning: the requirement for Equivalency in the SPS Agreement, and the requirement for non-discrimination in the SPS Agreement

Equivalency 

The WTO promotes the concept of equivalence and this is reflected in both the SPS ad TBT Agreements. Art 4 of the SPS Agreement in particular makes it clear that if a WTO member can demonstrate objectively the appropriate level of SPS protection, an importing member must accept the exporting members SPS measures as equivalent. In the light of the underlying objective of the SPS Agreement any such objective test of equivalence would have to be based on science and demonstrable along the lines of Annex C to the agreement. This issue only applies to Mauritius as the Seychelles is not a member of the WTO.
The EU is entirely within its rights to require exporting countries to comply with its own level of food safety as reflected in the legislation it requires to be complied with. However the SPS Agreement quite clearly does not intend that any such compliance must be delivered in a common format across all exporting countries. The idea of equivalence presumes difference not sameness. Obviously there must be a certain degree of agreed ‘best practice’ and much of this is reflected in the guidance material for inspections issued by the EU.
However there are examples where these guidelines are being interpreted by both local and FVO inspectors as being written in stone. This should not be the case and more effort needs to directed into ensuring that local inspectors are allowed (and understand that they are allowed) to exercise their judgement as to the level of risk actually present in the light of the prevailing circumstances and to deviate from the standard EU guidance check list where this can be justified. 
The importance of this lies not purely in the abstract but in the fact that many firms are operating in highly competitive sectors. As indicated previously the tuna industry is facing ever increasing competition and any erosion of preference will cut these margins further. The costs of meeting SPS requirements are high not only in terms of initial outlay but also for day to day monitoring and administration. Unnecessarily high costs to carry out remedial action can make the difference between viability and going out of business. Should alternate suggestions for compliance be offered by firms which are less costly ways of meeting the requirement then these should be considered in a positive way. In the Seychelles and Mauritius there are entrepreneurs seeking to establish new tuna related businesses which a blinkered and heavy handed approach to SPS could easily prevent developing. This would be a loss for the firms but a bigger loss in terms of the future economic development of both islands.
Non-Discrimination

An integral element of the SPS Agreement and measures to be taken within its parameters relates to risk assessment. All measures must be based on some objective assessment of the risk being tackled by the measure. This must necessarily extend to the mechanisms and operational modalities used to enforce compliance because in their absence, the possibility of discriminatory treatment increases.

The FVO are responsible for ensuring that third countries are in compliance with EU SPS requirements. This is achieved via visiting programmes to selected countries. Such visits place particular emphasis in ensuring the effectiveness of Competent Authorities in requiring and enforcing EU SPS requirements.
As noted earlier a review of the FVO visit programme and published visit reports appear to support the suggestion that an element of discrimination is reflected in the visits made and planned to the three countries. 

Thailand has a higher risk profile (because the CA appears less willing to take enforcement action in some areas of identified deficiencies). Thailand has only been visited in 1998, 2000 and 2004 (for fish/fish products) and enquiries of the FVO in June 2007 show no plans exist for a follow up visit in respect of these products during 2007 or 2008. In contrast the Seychelles has been visited in 2000, 2004 and 2006. Mauritius was visited in 2005 and a follow up visit is reportedly planned for 2008. Both these countries have responded to FVO requests for improvements.
There also arises a question of the legitimacy of the current system as administered by the FVO that allows the possibility of non-compliant fish to enter the EU food chain via Singapore cold store facilities. This question relates not just to the evasion of RoO but also to the failure of the Singapore CA to comply with EU hygiene requirements in relation to landing checks but which nevertheless issues health certificates confirming compliance. Such certificates cannot be valid.
 

5.
Recommendations
· In the case of an ESA EPA not being signed before 31 December 2007, non-LDCs in the region could consider lobbying the EU for the opening of the GSP+ ‘closed list’ as a stop-gap measure for the continuation of duty-free market access.
 Article 37, paragraph 6 of the Cotonou Agreement commits the EU to examine alternatives to an EPA so that an additional trading framework is offered to non-LDCs ‘which is equivalent to their existing situation and in conformity with WTO rules’. 
· Government and industry in Mauritius and the Seychelles should cooperate more effectively in the final stages of the ESA EPA negotiations so as to provide evidence-based negotiation positions to ensure the commercial viability of the tuna sector. This requires pro-active engagement by all parties, including the commitment of resources through personnel hours by industry.
· Capacity building support is required from the EU in pursuance of the development aims of Cotonou. This is based on regard to the relative dependence on the tuna sector for the SIDS of Seychelles and (increasingly) for Mauritius. This becomes particularly important in light of the phase-out of the sugar protocol and relative decline of the textile industry. EU support for the development of new sectors is key and also has a gender dimension in view of the high female workforce in the tuna sector. Capacity building support should be focussed on encouraging the growth of small entrepreneurs seeking to move up the value chain.
· An essential element of any capacity building in the sector will be the supply of additional fish. Lack of affordable and longer term finance to build 10- 20 small boats is a barrier to several local entrepreneurs in the Seychelles and the provision of an EU soft loan facility and national incentives would assist the local industry to develop.

· ESA governments need to work with industry to provide an environment wherein innovation in the processing of value-added tuna products and by-products beyond basic canned tuna and fishmeal can be encouraged. 
· Implementation manuals for inspectors should be prepared (or existing versions modified) on a regional basis and that these reflect the different areas of risk represented by the actual local environment rather than a simple check list which allows no subjective judgement. One approach might be to use illustrative examples of non standard situations that can exist because of local conditions and the approaches that might be acceptable in terms of risk minimisation.
 

· The EU should be requested to ensure that the deficiencies identified in Thailand are in actuality corrected. The issuance of Action Plans/work programmes by the Thai CA is not enough given their track record.

 

· In absence of agreement by the EU to take more stringent action in relation to Thailand, the issue of possible discrimination in the application of the SPS Agreement between the three countries should be raised in the WTO SPS Committee.
 

· The possibility that non-originating tuna is entering the EU food chain via Thailand and without the necessary EU SPS certification should be examined in more detail at local level by the EU authorities. It would be both discriminatory to allow the continuation of any such practice and more important a breach of the EU’s own protective wall against unsafe products for human consumption. Requiring some additional form of traceability particularly in establishments such as cold stores where multi-country originating fish is stored, would go some way to alleviating this problem. Any additional costs of compliance would of course help erode the price advantage enjoyed by some Thai canneries.
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ANNEX A: RELATIVE MARKET SHARE OF THE EU MARKET FOR IMPORTED CANNED TUNA

Share of world exports of canned tuna by major exporting countries in volume, 2004
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	1995
	2000
	2005

	Mauritius
	10,585
	17,234
	28,654

	Seychelles
	6,226
	45,184
	57,095

	Thailand
	48,913
	26,121
	52,441

	Rest of World*
	151,685
	186,004
	244,406

	Total Imports
	217,409
	274,543
	382,596


Source: Eurostat Trade Database <http://fd.comext.eurostat.cec.eu.int/xtweb/>. Search done using the following TARIC Codes: 16041411, 16041414, 16041418, 16041939, 16042070. *Rest of World includes all non-EU27 states.
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ANNEX B: COMPARATIVE SCHEMATICS OF COMMODITY CHAINS IN CANNED TUNA
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ANNEX C: TERMS OF REFERENCE

Terms of Reference to Examine whether the Playing Field is Level for the Fishing Industry in terms of Market Access into the European Union
Introduction

The Eastern and Southern Africa group of countries which have access to a marine fish stock, these being Comoros, Djibouti, Eritrea, Kenya, Madagascar, Mauritius and Seychelles, have agreed on Rules of Origin for an Economic Partnership Agreement which they now need to negotiate with the European Commission. In summary, the Rules of Origin which are to be negotiated involve keeping the Rules of Origin the same as they are for Cotonou except to negotiate a higher quota of non-originating fish, as follows:

· increase the Cotonou value tolerance rule, which allows for a margin of value tolerance of up to 15% of a consignment of canned tuna to contain non-originating fish, to a higher value (i.e. more than 15%) and make the rule easier to take advantage of; and

· increase the ACP automatic annual derogation of non-compliant fish from 8,000 tonnes of canned tuna and 2,000 tonnes of tuna loins to a higher level – to be negotiated.

However, it is also considered the case that the sanitary and phyto-sanitary (SPS) requirements of the European Commission are not administered in a uniform way. This study is aimed at gaining evidence to show whether it is the case that fish producers in the Indian Ocean who sell fish and fish products into the EU have to conform to the same SPS requirements as fish and fish producers from Thailand who also sell into the EU.

The study will also examine the cost structure of the fish processing industry to assess whether the playing flied is level for producers in the Indian Ocean and Asia.

Terms of Reference
The consultant will:-

i) examine the cost structure (including subsidies, incentives and tax refunds) of the tuna canning and tuna loining industries in Thailand, Seychelles and Mauritius;

ii) assess whether the EC’s SPS regulations are applied in a uniform manner to producers and exporters of canned tuna and tuna loins in Thailand, Mauritius and Seychelles;

iii) assess whether the SPS regulations are applied to exporters and producers of canned tuna and tuna loins from Thailand, Mauritius and Seychelles in compliance with the SPS/TBT Agreement of the World Trade Organisation; and 

iv) if either the cost structure of the way the SPS provisions are applied are different in Thailand to those applied in Mauritius/Seychelles, make recommendations on what can be done to ensure that the difference is narrowed.

Methodology
The consultant will be expected to spend 7-10 days in Mauritius and Seychelles speaking to appropriate officials and people in the canning and loining industry and collecting relevant information. The canneries (Princes Tuna and Indian Ocean Tuna) have agreed to assist the consultant with the collection of data from Mauritius and Seychelles and to provide him/her with relevant data as regards the situation in Thailand.

The consultant will not be required to travel to Thailand but will need to source relevant data from appropriate sources.

Reporting
The draft report will be produced in English in hard copy (4 copies) and soft copy (MS Office) 30 days after the commencement of the study. The report will be submitted to Princes Tuna and Indian Ocean Tuna. After approval of the report (with the consultant being notified of acceptance or requested changes within 7 days) by Princes Tuna and Indian Ocean Tuna it will be sent in soft copy to the appropriate departments in Mauritius and Seychelles and to the Regional Trade Facilitation Programme. Seven days will be allowed for further comments and the consultant will present a summary of the final report (excluding sensitive information or information which may be used in the actual negotiations) at the ESA Dedicated Session on Fisheries scheduled for 16-18 July 2007 in Mauritius.
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ANNEX E: STRUCTURAL ACCOUNTS FOR ACP CANNED TUNA AND TUNA LOIN PRODUCTION
It should be noted that the data presented in the two following tables are problematic because of the historically low price of frozen tuna in the period surveyed, as such the percent costs to total production of fish price have risen. As is clear from figures 8 and 9 in Section 3.2 above, the price of both skipjack and yellowfin has increased significantly in recent years.

Average Structural Accounts in Euro (€) for the Manufacturing of Canned Tuna by ACP Countries from Whole Skipjack and Yellowfin for 2000-2
	
	Canned SKJ
	Canned YFT

	
	Cost €/Ton
	%
	Cost €/Ton
	%

	Fixed Overhead
	134
	6
	130
	5

	Labour
	184
	8
	160
	6

	Utilities
	84
	3
	84
	3

	Marketing
	86
	4
	86
	3

	Cost of Fish
	944
	39
	1,359
	48

	Cans
	486
	20
	486
	17

	Oil Filling
	120
	5
	120
	4

	Brine Filling
	16
	1
	16
	1

	Salt
	0.4
	0
	0.4
	0

	Cardboard Sleeve
	14
	1
	14
	1

	Outer Case
	43
	2
	43
	2

	Freight to Europe
	135
	6
	135
	5

	Less By-Product Revenues
	-47
	-2
	-47
	-2

	Total Cost Price
	2,200
	91
	2,587
	91

	Commercial Margin
	220
	9
	259
	9

	Market Price
	2,420
	
	2,846
	


Source: Oceanic Development et al 2005: 240 (table 8.3) using data supplied by firms in Cote d’Ivoire, Senegal and Madagascar. 

For tuna loin production, the major difference is, of course, the can cost. As a result the percentage costs for fish price and labour rise significantly, making differentials on these two inputs even more commercially significant.

Average Structural Accounts in Euro (€) for the Manufacturing of Cooked Frozen Tuna Loins by ACP Countries from Whole Skipjack and Yellowfin for 2000-2
	
	SKJ Loins
	YFT Loins

	
	Cost €/Ton
	%
	Cost €/Ton
	%

	Fixed Overhead
	138
	5
	138
	4

	Labour
	320
	11
	320
	9

	Utilities
	126
	4
	126
	3

	Marketing
	0
	0
	0
	0

	Cost of Fish
	1,689
	60
	2,433
	67

	Polythene Packaging
	28
	1
	28
	1

	Freezing Cost
	100
	4
	100
	3

	Salt
	0
	0
	0
	0

	Labels
	0
	0
	0
	0

	Outer Case
	43
	2
	43
	1

	Freight to Europe
	200
	7
	200
	6

	Less By-Product Revenues
	-84
	-3
	-84
	-2

	Total Cost Price
	2,560
	91
	3,303
	91

	Commercial Margin
	256
	9
	330
	9

	Market Price
	2,816
	
	3,634
	


Source: Oceanic Development et al 2005: 241 (table 8.4) using data supplied by firms in Cote d’Ivoire, Senegal and Madagascar. 

ANNEX F: DATA AND CALCULATIONS FOR THAI IMPORT OF EU-CAUGHT FROZEN TUNA VOLUMES RELATIVE TO EXPORT VOLUMES OF FINISHED PRODUCT
	Year
	Species (HS1996 Code)
	Exporting Country
	Net weight (kg)
	Value in USD

	2000
	Yellowfin, frozen, whole (030342)
	France
	249,000
	233,288

	2000
	Yellowfin, frozen, whole (030342)
	Spain
	1,456,656
	1,267,467

	2000
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	France
	1,053,000
	704,034

	2000
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Spain
	4,363,749
	2,264,125

	2000
	Tunas nes, frozen, whole (030349)
	France
	58,000
	40,292

	2000
	Tunas nes, frozen, whole (030349)
	Spain
	112,274
	63,828

	2000
	Albacore, longfin, frozen, whole (030341)
	Seychelles
	812,918
	1,259,007

	2000
	Yellowfin, frozen, whole (030342)
	Seychelles
	3,956,855
	3,440,934

	2000
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Seychelles
	10,208,915
	4,984,197

	2000
	Tunas nes, frozen, whole (030349)
	Seychelles
	235,000
	139,052

	
	
	
	
	

	Total Import Volume in 2000 (in kg):
	22,506,367

	
	
	
	
	

	
	

	Total Volume of Thai Canned Tuna Exports to the EU in 2000 (in kg):
	26,121,300

	Total Volume of Thai Tuna Loin Exports to the EU in 2000 (in kg)
	1,992,400

	
	
	
	
	

	
	Conversation of canned into frozen whole (conversion co-efficient 1.92):
	50,152,896

	
	
	Conversation of loins into frozen whole (conversion co-efficient 1.54):
	3,068,296

	
	
	
	Total Export Volume:
	53,221,192

	
	
	
	
	

	Percentage differential between EU Supply of Raw Material and Thai Exports to EU of Finished Product:
	42.3 percent


	Year
	Species (HS1996 Code)
	Exporting Country
	Net weight (kg)
	Value in USD

	2001
	Yellowfin, frozen, whole (030342)
	France
	276,000
	321,456

	2001
	Yellowfin, frozen, whole (030342)
	Netherlands
	260,000
	274,112

	2001
	Yellowfin, frozen, whole (030342)
	Spain
	1,587,389
	1,501,330

	2001
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	France
	1,024,000
	1,034,323

	2001
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Spain
	3,354,410
	2,632,050

	2001
	Tunas nes, frozen, whole (030349)
	Spain
	109,241
	90,233

	2001
	Yellowfin, frozen, whole (030342)
	Seychelles
	5,026,220
	5,029,563

	2001
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Seychelles
	8,634,502
	7,562,594

	2001
	Tunas nes, frozen, whole (030349)
	Seychelles
	358,201
	331,027

	
	
	
	
	

	Total Import Volume in 2001 (in kg):
	20,629,963

	
	
	
	
	

	
	

	Total Volume of Thai Canned Tuna Exports to the EU in 2001 (in kg):
	31,755,100

	Total Volume of Thai Tuna Loin Exports to the EU in 2001 (in kg)
	589,400

	
	
	
	
	

	
	Conversation of canned into frozen whole (conversion co-efficient 1.92):
	60,969,792

	
	
	Conversation of loins into frozen whole (conversion co-efficient 1.54):
	907,676

	
	
	
	Total Export Volume:
	61,877,468

	
	
	
	
	

	Percentage differential between EU Supply of Raw Material and Thai Exports to EU of Finished Product:
	33.3 percent


	Year
	Species (HS1996 Code)
	Exporting Country
	Net weight (kg)
	Value in USD

	2002
	Yellowfin, frozen, whole (030342)
	France
	25,000
	21,829

	2002
	Yellowfin, frozen, whole (030342)
	Spain
	205,271
	231,286

	2002
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	France
	875,000
	641,125

	2002
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Netherlands
	300,000
	216,649

	2002
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Spain
	4,049,719
	3,144,659

	2002
	Tunas nes, frozen, whole (030349)
	France
	75,000
	61,865

	2002
	Tunas nes, frozen, whole (030349)
	Spain
	66,357
	56,113

	2002
	Albacore, longfin, frozen, whole (030341)
	Seychelles
	50,579
	98,781

	2002
	Yellowfin, frozen, whole (030342)
	Seychelles
	7,632,052
	8,444,223

	2002
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Seychelles
	15,023,839
	11,145,877

	2002
	Tunas nes, frozen, whole (030349)
	Seychelles
	1,276,284
	1,004,444

	
	
	
	
	

	Total Import Volume in 2002 (in kg):
	29,579,101

	
	
	
	
	

	
	

	Total Volume of Thai Canned Tuna Exports to the EU in 2002 (in kg):
	41,871,500

	Total Volume of Thai Tuna Loin Exports to the EU in 2002 (in kg)
	2,748,100

	
	
	
	
	

	
	Conversation of canned into frozen whole (conversion co-efficient 1.92):
	80,393,280

	
	
	Conversation of loins into frozen whole (conversion co-efficient 1.54):
	4,232,074

	
	
	
	Total Export Volume:
	84,625,354

	
	
	
	
	

	Percentage differential between EU Supply of Raw Material and Thai Exports to EU of Finished Product:
	34.9 percent


	Year
	Species (HS1996 Code)
	Exporting Country
	Net weight (kg)
	Value in USD

	2003
	Albacore, longfin, frozen, whole (030341)
	Spain
	172,548
	362,854

	2003
	Yellowfin, frozen, whole (030342)
	France
	316,000
	416,255

	2003
	Yellowfin, frozen, whole (030342)
	Netherlands
	1,025,261
	1,284,483

	2003
	Yellowfin, frozen, whole (030342)
	Spain
	1,363,557
	1,422,054

	2003
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	France
	969,000
	750,725

	2003
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Spain
	2,363,919
	1,921,140

	2003
	Tunas nes, frozen, whole (030349)
	France
	15,000
	12,337

	2003
	Tunas nes, frozen, whole (030349)
	Netherlands
	14,735
	23,548

	2003
	Tunas nes, frozen, whole (030349)
	Spain
	15,332
	12,585

	2003
	Albacore, longfin, frozen, whole (030341)
	Seychelles
	30,000
	25,198

	2003
	Yellowfin, frozen, whole (030342)
	Seychelles
	11,654,677
	13,071,302

	2003
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Seychelles
	34,334,764
	26,741,325

	2003
	Tunas nes, frozen, whole (030349)
	Seychelles
	2,009,040
	1,469,000

	
	
	
	
	

	Total Import Volume in 2003 (in kg):
	54,283,833

	
	
	
	
	

	
	

	Total Volume of Thai Canned Tuna Exports to the EU in 2003 (in kg):
	45,697,800

	Total Volume of Thai Tuna Loin Exports to the EU in 2003 (in kg)
	6,603,100

	
	
	
	
	

	
	Conversation of canned into frozen whole (conversion co-efficient 1.92):
	87,739,776

	
	
	Conversation of loins into frozen whole (conversion co-efficient 1.54):
	10,168,774

	
	
	
	Total Export Volume:
	97,908,550

	
	
	
	
	

	Percentage differential between EU Supply of Raw Material and Thai Exports to EU of Finished Product:
	55.4 percent


	Year
	Species (HS1996 Code)
	Exporting Country
	Net weight (kg)
	Value in USD

	2004
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	France
	550,000
	458,016

	2004
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Netherlands
	375,000
	298,010

	2004
	Albacore, longfin, frozen, whole (030341)
	Seychelles
	192,220
	415,097

	2004
	Yellowfin, frozen, whole (030342)
	Seychelles
	4,481,852
	4,942,960

	2004
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Seychelles
	196,195
	224,033

	2004
	Tunas nes, frozen, whole (030349)
	Seychelles
	57,141
	66,999

	
	
	
	
	

	Total Import Volume in 2004 (in kg):
	5,852,408

	
	

	Total Volume of Thai Canned Tuna Exports to the EU in 2004 (in kg):
	36,030,000

	Total Volume of Thai Tuna Loin Exports to the EU in 2004 (in kg)
	3,408,900

	
	
	
	
	

	
	Conversation of canned into frozen whole (conversion co-efficient 1.92):
	69,177,600

	
	
	Conversation of loins into frozen whole (conversion co-efficient 1.54):
	5,249,706

	
	
	
	Total Export Volume:
	74,427,306

	
	
	
	
	

	Percentage differential between EU Supply of Raw Material and Thai Exports to EU of Finished Product:
	7.7 percent


	Year
	Species (HS1996 Code)
	Exporting Country
	Net weight (kg)
	Value in USD

	2005
	Yellowfin, frozen, whole (030342)
	France
	50,000
	47,225

	2005
	Yellowfin, frozen, whole (030342)
	Netherlands
	40,000
	36,967

	2005
	Yellowfin, frozen, whole (030342)
	Spain
	1,354,522
	1,440,202

	2005
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	France
	1,884,000
	1,602,588

	2005
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Netherlands
	2,080,000
	1,974,135

	2005
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Spain
	11,187,147
	9,785,941

	2005
	Tunas nes, frozen, whole (030349)
	France
	206,000
	183,779

	2005
	Tunas nes, frozen, whole (030349)
	Portugal
	24,991
	85,827

	2005
	Tunas nes, frozen, whole (030349)
	Spain
	435,094
	388,527

	2005
	Albacore, longfin, frozen, whole (030341)
	Seychelles
	23,998
	67,895

	2005
	Yellowfin, frozen, whole (030342)
	Seychelles
	1,318,154
	1,766,323

	2005
	Skipjack, stripe-bellied bonito, frozen, whole (030343)
	Seychelles
	10,661,070
	9,123,418

	2005
	Tunas nes, frozen, whole (030349)
	Seychelles
	197,168
	190,809

	
	
	
	
	

	Total Import Volume in 2005 (in kg):
	29,462,144

	
	

	Total Volume of Thai Canned Tuna Exports to the EU in 2005 (in kg):
	52,439,900

	Total Volume of Thai Tuna Loin Exports to the EU in 2005 (in kg)
	5,016,900

	
	
	
	
	

	
	Conversation of canned into frozen whole (conversion co-efficient 1.92):
	100,684,608

	
	
	Conversation of loins into frozen whole (conversion co-efficient 1.54):
	7,726,026

	
	
	
	Total Export Volume:
	108,410,634

	
	
	
	
	

	Percentage differential between EU Supply of Raw Material and Thai Exports to EU of Finished Product:
	27.2 percent


Sources: Commodity Trade Statistics Database (COMTRADE) for Thai import data; Oceanic Development et al (2005), p.311 for FAO conversion coefficient of 1.92 (canned volume to frozen whole volume) and 1.54 (frozen loin volume to frozen whole volume); Eurostat Trade database for Thai export data.
ANNEX G: WTO SPS AGREEMENT ANNEX C: CONTROL, INSPECTION AND APPROVAL PROCEDURES

1.
Members shall ensure, with respect to any procedure to check and ensure the fulfilment of sanitary or phytosanitary measures, that: 
(a)
such procedures are undertaken and completed without undue delay and in no less favourable manner for imported products than for like domestic products; 
(b)
the standard processing period of each procedure is published or that the anticipated processing period is communicated to the applicant upon request; when receiving an application, the competent body promptly examines the completeness of the documentation and informs the applicant in a precise and complete manner of all deficiencies; the competent body transmits as soon as possible the results of the procedure in a precise and complete manner to the applicant so that corrective action may be taken if necessary; even when the application has deficiencies, the competent body proceeds as far as practicable with the procedure if the applicant so requests; and that upon request, the applicant is informed of the stage of the procedure, with any delay being explained;

(c)
information requirements are limited to what is necessary for appropriate control, inspection and approval procedures, including for approval of the use of additives or for the establishment of tolerances for contaminants in food, beverages or feedstuffs; 
(d)
the confidentiality of information about imported products arising from or supplied in connection with control, inspection and approval is respected in a way no less favourable than for domestic products and in such a manner that legitimate commercial interests are protected;

(e)
any requirements for control, inspection and approval of individual specimens of a product are limited to what is reasonable and necessary; 
(f)
any fees imposed for the procedures on imported products are equitable in relation to any fees charged on like domestic products or products originating in any other Member and should be no higher than the actual cost of the service; 
(g)
the same criteria should be used in the siting of facilities used in the procedures and the selection of samples of imported products as for domestic products so as to minimize the inconvenience to applicants, importers, exporters or their agents; 
(h)
whenever specifications of a product are changed subsequent to its control and inspection in light of the applicable regulations, the procedure for the modified product is limited to what is necessary to determine whether adequate confidence exists that the product still meets the regulations concerned; and

(i)
a procedure exists to review complaints concerning the operation of such procedures and to take corrective action when a complaint is justified. 









Box 2: Impact on the Fishery Sector of New EU Regulations 





The new regulations do not make major changes to the current controls in place for the import of products of animal origin, including fish and fishery products. The Regulations provide for a more harmonised approach to controls on imports of food and feed of non-animal origin from third countries. However there are some specific requirements in the new legislation for fishery products to which Competent Authority’s are likely to pay increased attention:


equipment and facilities on fishing vessels, factory vessels and freezer vessels: areas for receiving products taken on board, work and storage areas, refrigeration and freezing;


installations, pumping of waste and disinfection;


hygiene on board fishing vessels, factory vessels and freezer vessels: cleanliness, protection from any form of contamination, washing with water and cold treatment;


conditions of hygiene during and after the landing of fishery products: protection against any form of contamination, equipment used, auction and wholesale markets;


fresh and frozen products, mechanically separated fish flesh, endo-parasites harmful to human health (visual examination), and cooked crustaceans and molluscs;


processed fishery products;


health standards applicable to fishery products: evaluation of the presence of substances and toxins harmful to human health;


wrapping, packaging, storage and transport of fishery products.


Regulation 853/2004 requires the use of potable water in relation to fish processing but transitional arrangements in (EC) Regulation 2076/2005 allow clean water to be used up to 31st December 2009 in certain situations including for making ice for chilling fresh fishery products, during gutting and filleting operations and for cooling after cooking crustaceans and molluscs.





A guidance document Key questions related to import requirements and the new rules on food hygiene and food controls is available at:


<http://europa.eu.int/comm/food/international/trade/interpretation_imports.pdf>

































































Box 1: Basic import requirements of EU food law 





Certain basic food law requirements applying to all food are laid down in Regulation (EC) No 178/2002. These include in particular:





Compliance or equivalence (Article 11 of Regulation (EC) No 178/2002)


Food imported into the Community for placing on the market within the Community shall comply with:


The relevant requirements of food law, or


Conditions recognised by the Community to be at least equivalent thereto, or


Where a specific agreement exists between the Community and the exporting country with requirements contained therein.





The food hygiene conditions impacting imports of fish and fish products are laid down in several parts of Community law. The main elements are included in the following:


Regulation (EC) No 178/2002 laying down the general principles and requirements of food law, establishing the European Food Safety Authority and laying down procedures in matters of food safety 


Regulation (EC) No 882/2004 official controls to be performed to ensure the verification of compliance with feed and food law, animal health and animal welfare rules 


Regulation (EC) No 852/2004 on the hygiene of foodstuffs 


Regulation (EC) No 853/2004 laying down specific hygiene rules for food of animal origin


Regulation (EC) No 854/2004 laying down specific rules for the organisation of official controls on products of animal origin intended for human consumption


Council Directive 97/78/EC laying down the principles governing the organisation of veterinary checks on products entering the Community from third countries.








� Tuna packed in aluminium foil pouches.


� Additional data on this relative market share as well as within two of the most important markets for imported canned tuna in the EU (Germany and the UK) are provided in Annex A. In addition, in order to provide necessary background for lay-readers, schematic overviews of the flow of the commodity chain for each of the three country case studies is provided in Annex B. This also serves to frame the discussion of cost structure and EU SPS measures in sections 2 and 3.


� Initially the consultants used the annual average structural accounts for canned tuna and tuna loin production in 2000/2 aggregated over a number of African processing plants, which is supplied in Annex E for reference purposes. This data was corroborated with commercial-in-confidence data and multiple industry interviews in the ESA region, as well as in the Pacific, Thailand and the US in 2005/6.


� Other aspects such as utilities, fixed overheads, filling and packing materials, etc. have been excluded from the analysis either because of the difficulties involved in isolating costs and obtaining reliable data or because of their relative marginality (i.e. utility prices are unlikely to be significantly changed). 


� For an overview of this debate see Campling 2006.


� Winters and Martins 2004: 347


� Winters and Martins 2004: 348


� For an overview of the Thai tuna industry, see Campling, Havice and Ram-Bidesi 2007: Chapter 19.


� There is a vast literature on industrial clusters in the policy and academic literature on economic development. The principle point is that the clustering primary and ancillary industries in one location (whether planned or not) reduces transaction costs and input costs and increases scale economies.


� World Bank Development Indicators, in Felker 2004: 53-5.


� Even with the canned tuna sector, the CEO of MW Brands maintains that product innovation and market segmentation (i.e. different products for different types of consumers) are the key to the wider growth of tuna product sales. Valsecchi 2006: 25; Valsecchi 2007: 146-7.


� Council Regulation (EC) No 416/2001.


� Council Regulation (EC) No 980/2005.


� ODI June 2007. 


� For a concise briefing on problems with the WTO compatibility of the GSP+, see Bartels 2007.


� EC July 2004.


� This has been in place since 2003. It was provided via WTO mediation as an eventual consequence of the ‘Cotonou Waiver’, which allowed the continuation of ACP non-reciprocal trade with the EU until 2008. The quota provides a quantitative allocation of canned tuna (25,000mt) and tuna loins (4,000mt) at half MFN-duty, based upon historical levels of exports to the EU from Thailand (52%), the Philippines (36%) and Indonesia (11%). Council Regulation (EC) No 975/2003. See also Josupeit 2007. On the EC-Thai dispute at the WTO that led to this compromise tariff quota see Xuto 2005.


� Delegation of the European Commission to Thailand 2006. 


� EC COM (2007) 289 final.


� See also Josupeit 2007.


� See Pearson 2007 for an outline of the ESA EPA proposal on fisheries RoO. For lay readers see Campling, Havice and Ram-Bidesi 2007: Chapter 6 for an overview of terminology, costs and benefits of EU RoO for fish, and alternative methodologies for calculating RoO, albeit with an analytical focus on the interests of the Pacific ACP.


� See also Block and Grynberg 2004. Contrary to this being a particularly controversial point, the US International Trade Commission explicitly recommended EU-style RoO for canned tuna exports under the Andean Trade Preferences Act (ATPA), stating that such a ‘restriction would be similar to one that has long been in place in the EU version of ATPA, which has provided benefits mainly to the Spanish tuna industry’. USITC July 2002: 10. Emphases added.


� DG Fish 2005.


� NRI 2006: 54


� The importance of exchange rates to the international trade of tuna products has been emphasised by multiple interviews with senior representatives of the tuna processing sector in the ESA region, the Pacific, the US and Thailand in 2005, 2006 and 2007.


� US Department of Labor 2005.


� Interview, ESA tuna industry representative, 2007. See also Atuna June 2007.


� See Annex B for comparative schematics of the commodity chains for the three country case studies.


� Confirmed in interviews with Thai industry representatives in 2006.


� Note that this is a fairly common practice in the procurement strategies of canneries based close to rich tuna fishing grounds. For example, Starkist pioneered this strategy in the west and central Pacific Ocean at its American Samoa-based cannery (i.e. Starkist paid the US purse seine fleet and Taiwanese longline fleet a lower price than that received in Bangkok based upon the fob-cif differential).


� Differential price range based upon industry estimates and Bruneau 2006.


� This point has been verified in multiple interviews with representatives of industry from Thailand, the US and the EU in 2006 and 2007. See also, Jaffee 1992: 90.


� See Annex B for a schematic of the Thai commodity chain in canned tuna. For an overview of these firms and their impacts on the international tuna trade, see Campling, Havice and Ram-Bidesi 2007: Chapter 15.


� Interviews, Thai industry representatives, 2006.


� See Annex D. This percentage was confirmed by industry sources in Mauritius and the Seychelles.


� Confirmed by interviews with industry representatives.


� This range is based upon interviews with industry in the ESA region and in the Pacific, and on data in Annex E.


� Jaffee 1992: 90.


� For example, one of the big three US brands noted that, when tendering for the outsourcing of production of canned tuna in 2005, they received prices from processors in China, Vietnam, Thailand and Philippines, but Thailand was the most competitive mainly because of the price of cans, which ‘really stood out in this tender process’. Interview with US tuna industry representative cited in Campling, Havice and Ram-Bidesi 2007: 340.


� Hayes 2005.


� Personal communication, Suzanne Christiansen, Managing Editor, CanTech.


� Crough 1987: 12.


� Valsecchi 2006


� Interviews with representatives of ESA-based canneries.


� Based upon direct observation in a Thai cannery.


� Wood 1997: 204; IDDRA 2004.


� Campling, Havice and Ram-Bidesi 2007.


� UNCTAD 2004: 94, see also 103-4 on Thailand as a key link in the region’s chain of ports.


� Slack, Comtois and McCalla 2002. UNCTAD 2005. 


� Haralambides, Cariou and Benacchio 2002.


� UNCTAD 1997.


� The efficiency of Thai firms in the production of by-products is well know. See Jaffee 1992: 90. Sitthipongpanich 2002: 5.


� Interviews, Thai industry representatives, 2006.
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