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Abstract

e This report describes, reviews, and analyzes the trade and investment performance of
beneficiary countries under the African Growth and Opportunity Act (AGOA) from 2000
to 2013. It also examines potential products for export to the United States or for
integration into regional and global supply chains and examines changes in the business
and investment climate in sub-Saharan Africa (SSA), as well as reciprocal trade
agreements between SSA and non-SSA partners and the relationship of these
agreements to the objectives of AGOA.

e  The Commission found that U.S. imports from AGOA countries are dominated by
imports entering under AGOA, and that these imports accounted for about 70 percent
of all imports from AGOA countries during 2008—13. On average, crude petroleum
accounted for almost 90 percent of these imports throughout the period. Excluding
crude petroleum, U.S. imports under AGOA are concentrated in three sectors—
transportation equipment (primarily passenger motor vehicles from South Africa),
refined petroleum products, and apparel. These products accounted for 89 percent of
U.S. non-crude petroleum imports under AGOA in 2013.

e The report’s findings suggest that SSA participates in global supply chains (GSCs)
primarily in supplying raw materials and primary inputs because of its abundant natural
resources, including land, metals, and minerals. SSA involvement in manufacturing and
other value-added production activities is generally limited, consisting of semiprocessed
items or items with preferential access to third-country markets. Countries in SSA
generally have little participation in downstream GSC activities because of weaknesses
in production capacity, infrastructure and services, business environment, trade and
investment policies, and industry institutionalization (private and public sector linkages
and inter-industry coordination).

e  The Commission found, however, that several SSA countries are using regional
integration, export diversification, and product value addition to implement economic
development strategies. In particular, Burundi, Ethiopia, and Zambia are developing
national strategies to increase export opportunities under AGOA. Supply-side
constraints are the main obstacles to increasing and diversifying AGOA exports.

e The report’s findings suggest that AGOA’s impact on foreign direct investment (FDI) has
been strongest in the apparel industry. Overall, the program’s trade benefits and
eligibility criteria appear to have motivated AGOA beneficiary countries to improve their
business and investment climates. AGOA has had a positive impact on FDI inflows,
particularly in the textile and apparel sector in Kenya, Lesotho, Mauritius, Swaziland,
and Botswana, and also in South Africa’s automotive industry. Some studies, however,
suggest that reciprocal trade agreements may have certain advantages over unilateral
trade preference programs such as AGOA.
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Acronyms Term

ACP African, Caribbean, and Pacific

AGOA African Growth and Opportunity Act

APHIS Animal and Plant Health Inspection Service, U.S. Department of Agriculture
ATC Agreement on Textiles and Clothing, World Trade Organization
AVE ad valorem equivalent

BEA Bureau of Economic Analysis, U.S. Department of Commerce
BIT bilateral investment treaty

CAFTA-DR Dominican Republic-Central America-United States Free Trade Agreement
CAGR compound annual growth rate

CEMAC Economic and Monetary Community of Central Africa

CES constant elasticity of substitution

CGE computable general equilibrium

CN combined nomenclature

COCOBOD Ghana Cocoa Board

COMESA Common Market for Eastern and Southern Africa

CRIG Cocoa Research Institute of Ghana

DFQF duty-free/quota-free

DRC domestic resource cost

DTC Diamond Trading Company

EAC East African Community

EBA Everything But Arms (EU trade preference program)

EC European Community

ECOWAS Economic Community of West African States

EFTA European Free Trade Association

EIU Economist Intelligence Unit

EPA economic partnership agreement

EPZ Export Processing Zone

ESA Eastern and Southern Africa

EU European Union

FDI foreign direct investment

FGI Fung Global Institute

FMD foot and mouth disease

FTA free trade agreement

GAFTA Greater Arab Free Trade Area

GCl Global Competitiveness Index

GDP gross domestic product

GSC global supply chain

GSP Generalized System of Preferences

GVC global value chain

12
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HS Harmonized System (international tariff nomenclature)

IMF International Monetary Fund

LAC Latin America and the Caribbean

LDBC lesser-developed beneficiary country (under AGOA)

LDBDC less-developed beneficiary developing country (under GSP)

LDC least-developed country

LPI Logistics Performance Index

M&A mergers and acquisitions

Mercosur South American Common Market

MFA Multi-Fiber Arrangement

MFN most favored nation

MNC multinational company

MRA meta-regression analysis

NAFTA North American Free Trade Agreement

NTR normal trade relations

NTU Nanyang Technological University

OECD Organisation for Economic Co-operation and Development

OPEC Organization of Petroleum Exporting Countries

PAFTA Pan-Arab Free Trade Area

PPML Pseudo-Poisson Maximum Likelihood

R&D research and development

RCA revealed comparative advantage

ROOs rules of origin

RSC regional supply chain

SACU Southern African Customs Union

SADC South African Development Community

SOE state-owned enterprise

SPS sanitary and phytosanitary

SSA sub-Saharan Africa

TBTs technical barriers to trade

TDCA European Community-South Africa Trade Development and Cooperation
Agreement

TRQ Tariff-rate quota

UN United Nations

UNCTAD UN Conference on Trade and Development

UNECA UN Economic Commission for Africa

UNIDO UN Industrial Development Organization
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Common Market for Eastern and Southern Africa (COMESA)

Burundi, Comoros, Democratic Republic of the Congo, Djibouti, Egypt, Eritrea, Ethiopia, Kenya, Libya,
Madagascar, Malawi, Mauritius, Rwanda, Seychelles, Sudan, Swaziland, Uganda, Zambia, Zimbabwe

East African Community (EAC)

Burundi, Kenya, Rwanda, Tanzania, Uganda

Economic and Monetary Community of Central Africa (CEMAC)

Cameroon, Central African Republic, Chad, Equatorial Guinea, Gabon, Republic of the Congo

Economic Community of West African States (ECOWAS)
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European Free Trade Association (EFTA)
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European Union (EU)
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Greater Arab Free Trade Area (GAFTA)
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North American Free Trade Agreement (NAFTA)

Canada, Mexico, United States

Pan-Arab Free Trade Area (PAFTA)

Bahrain, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Madagascar, Morocco, Oman, Palestinian
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South American Common Market

Argentina, Brazil, Paraguay, Uruguay, Venezuela

Southern African Customs Union (SACU)

Botswana, Lesotho, Namibia, South Africa, Swaziland

Southern African Development Community (SADC)

Angola, Botswana, Democratic Republic of the Congo, Lesotho, Madagascar, Malawi, Mauritius,
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Executive Summary

The African Growth and Opportunity Act (AGOA) was signed into law on May 18, 2000, by
President Clinton as part of the Trade and Development Act of 2000." In a statement of policy in
the Act, Congress expressed support for, inter alia, “encouraging increased trade and
investment between the United States and sub-Saharan Africa,
barriers and other obstacles to sub-Saharan African and United States trade,” and “expanding
”2 The statement of

n o«

reducing tariff and nontariff

United States assistance to sub-Saharan Africa’s regional integration efforts.
policy also expressed support for negotiating reciprocal and mutually beneficial trade
agreements, strengthening and expanding the private sector, and facilitating the development
of civil societies and political freedom.? Authority to provide the principal trade preferences
under AGOA is currently in effect through September 30, 2015.

Noting that the Administration is working with its partners in the region and Congress to renew
and potentially modify AGOA, the United States Trade Representative (USTR), in a letter
received on October 17, 2013, requested that the U.S. International Trade Commission
(Commission or USITC) conduct four investigations and provide four reports on AGOA." The
present report focuses on AGOA’s trade performance, utilization, and competitiveness factors;
AGOA'’s effects on the business and investment climate in sub-Saharan Africa (SSA); and current
or potential reciprocal trade agreements between SSA and non-SSA partners, as well as the
relationship of these agreements to the objectives of AGOA. The USTR requested that the
report cover the period 2000 through 2013.

! public Law 106-200, May 18, 2000, 114 Stat. 251. Provisions in the Act referred to as the African Growth and
Opportunity Act are set out in Title | of the 2000 Act.

19 U.S.C. § 3702.

? Ibid.

* These reports are provided in response to a letter from the USTR dated September 30, 2013, requesting that the
Commission provide four AGOA reports under section 332(g) of the Tariff Act of 1930. The four reports, and their
investigation numbers, are (1) 332-542, AGOA: Trade and Investment Performance Overview; (2) 332-544, AGOA:
Economic Effects of Providing Duty-Free Treatment for Imports; (3) 332-545, U.S. AGOA Rules of Origin: Possible
Changes to Promote Regional Integration and Increase Exports to the United States; and (4) 332-546, EU-South
Africa FTA: Impact on U.S. Exports to South Africa. A copy of the letter from the USTR is contained in appendix A.
The Commission’s Federal Register notice announcing the institution of this investigation is contained in appendix
B.
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More specifically, the USTR asked for the USITC’s report to:

e Provide a review of the literature on the AGOA preference program, in terms of
expanding and diversifying the exports of AGOA beneficiary countries to the United
States, compared to preference programs offered by third parties such as the EU;

e |dentify the non-crude petroleum sectors (i.e., manufacturing and agricultural) in
AGOA beneficiary countries in which exports to the United States, under AGOA and
under the U.S. Generalized System of Preferences program, have increased the
most, in absolute terms, since 2000, and identify the key factors behind this growth;

e Describe the main factors affecting AGOA trade in the principal non-crude
petroleum products that AGOA beneficiary countries export and that the United
States principally imports from non-sub-Saharan African sources;

e Based on a review of literature, identify products with potential for integration into
regional or global supply chains, and export potential to the United States under
AGOA, as well as factors that affect AGOA beneficiary countries’ competitiveness in
these sectors;

e |dentify and describe changes, if any, in the business and investment climates in sub-
Saharan African countries since 2000, including removal of barriers to domestic and
foreign investment;

e Describe U.S. goods and services-related investment trends in sub-Saharan African
countries since 2000 and compare these trends with investments by other countries
in sub-Saharan African countries, including investments by the EU, China, Brazil, and
India. Identify any links between these investment trends and the AGOA program;

e Provide a list of reciprocal trade agreements that sub-Saharan African countries
have completed or are under negotiation. For the reciprocal trade agreements that
have entered into force and, to the extent information is available in the case of
those that are pending or under negotiation, provide a brief description of areas
covered or likely to be covered under the agreements; identify U.S. sectors/products
impacted or potentially impacted, including any tariff differentials; and

e Provide examples of developing countries that have moved from unilateral trade
preferences to reciprocal trade agreements, and any effects of the change for the
developing country in terms of expansion and diversification of trade.
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Major Findings and Observations

U.S. Imports from AGOA Beneficiary Countries

U.S. imports from AGOA countries are dominated by imports entering under AGOA.

U.S. imports under AGOA accounted for about 70 percent of all imports from AGOA countries
during 2008-13. Between 2001 and 2013, U.S. imports under AGOA increased by about

10 percent per year, from $7.6 billion to $24.8 billion. On average, crude petroleum accounted
for almost 90 percent of U.S. imports under AGOA during 2001-13, with a sharp decline in 2009
because of the U.S. recession and volatility in the trend since then (figure ES.1). U.S. imports
under AGOA of products other than crude petroleum increased steadily between 2001 and
2008, declined in 2009 due to the recession, and gradually recovered during 2010-13

(figure ES.2).

Figure ES.1 U.S. imports under AGOA, 2001-13
60
50
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20

10

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

M Crude petroleum  m All other products

Source: USITC DataWeb/USDOC (accessed February 18, 2014).
Note: The data in this figure are based on the list of AGOA-eligible countries, which varies by year. For a complete list of AGOA-

eligible countries by year, see table 1.1.
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Figure ES.2 U.S. imports under AGOA, excluding crude petroleum, 2001-13
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Source: USITC DataWeb/USDOC (accessed February 18, 2014).

Note: The data in this figure are based on the list of AGOA-eligible countries, which varies by year. For a complete list of AGOA-
eligible countries by year, see table 1.1. “Agriculture” includes all agricultural products; “manufacturing” includes electronics,
machinery, transportation equipment, chemicals, miscellaneous manufacturing, and special provisions items; “natural
resources” includes energy products except crude petroleum, minerals and metals, and forest products; and “textiles/apparel”
includes textiles, apparel, and footwear.

Excluding crude petroleum, U.S. imports under AGOA are concentrated in three sectors.

Three sectors—transportation equipment, refined petroleum products, and apparel—
accounted for 89 percent of U.S. non-crude-petroleum imports under AGOA in 2013. The
imports of transportation equipment primarily consisted of passenger motor vehicles from
South Africa. About 88 percent of U.S. imports of refined petroleum products, such as distillate
and residual fuel oils, were supplied by Nigeria and Angola. Major apparel suppliers in 2013
were Lesotho, Kenya, and Mauritius. Although apparel continues to be an important U.S.
import under AGOA, imports have declined gradually as a share of all U.S. AGOA imports since
the expiration of the World Trade Organization (WTO) Agreement on Textiles and Clothing in
2005. In 2005-13, the share of apparel imports decreased sharply, falling from 41 percent of
U.S. non-crude-petroleum imports under AGOA in 2005 to 19 percent in 2013. Two countries—
South Africa and Nigeria—represented 73 percent of all U.S. non-crude-petroleum imports
under AGOA in 2013.
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A small number of products accounted for most of the growth in U.S. imports from AGOA
beneficiary countries under AGOA and GSP provisions.

The top 10 growth leaders among non-crude-petroleum products imported under AGOA and
GSP during 2000-2013 accounted for over 90 percent of the positive growth in value over the
period (table ES.1). The leading product group—motor vehicles—supplied about one-third of
the growth and totaled $2.1 billion in 2013. Refined petroleum products followed, accounting
for one-quarter of the growth and totaling $1.3 billion in 2013. Other major growth products, in
descending order, were apparel; ferroalloys; aluminum mill products; cocoa, chocolate, and
confectionery; miscellaneous inorganic chemicals; certain organic chemicals; edible nuts; and
citrus fruit.

Table ES.1 Top ten U.S. imports from AGOA-eligible countries under AGOA/GSP (excluding crude
petroleum) by leading growth product, 2000 and 2013

Absolute growth

Product 2000 2013 2000-2013
Million $

Motor vehicles 0.0 2,115.7 2,115.7
Refined petroleum products 1.4 1,297.2 1,295.8
Apparel 0.7 907.4 906.7
Ferroalloys 171.7 530.4 358.7
Aluminum mill products 56.6 189.3 132.7
Cocoa, chocolate, and confectionery 4.4 122.8 118.4
Miscellaneous inorganic chemicals 79.3 175.9 96.6
Certain organic chemicals 17.4 103.1 85.7
Edible nuts 0.5 62.3 61.8
Citrus fruit 0.0 61.7 61.7
All other 350.0 617.1 267.1

Total 682.1 6,182.9 5,500.8

Source: USITC DataWeb/USDOC (accessed February 18, 2014).

Potential for SSA Integration into Regional and
Global Supply Chains

SSA countries’ participation in global supply chains can have a positive effect on their
economies.

Regional and global supply chains are defined as cross-country production networks between
multiple firms that supply interlinked economic activities necessary to bring a product from
conception to consumption. Global supply chains (GSCs) and regional supply chains (RSCs) have
spread rapidly over the past 30 years as technological advances in communications and
transportation have enabled firms to take advantage of international cost differences.
Integration into these chains by SSA countries can have a positive effect on their economic
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development by increasing the amount of value added locally, increasing employment and
productivity, and raising per capita incomes.

Most SSA participation in GSCs is in upstream activities, particularly supplying raw
materials and primary inputs.

One of SSA’s strongest competitive advantages is its abundant natural resources, including land,
metals, and minerals. As a result, SSA participates in GSCs chiefly by supplying raw materials
and primary inputs. SSA involvement in manufacturing, and especially GSC manufacturing, is
generally limited. Manufacturing in SSA is usually of semiprocessed items and/or of items that
have preferential access to third-country markets—e.g., via AGOA for the U.S. market and via
Everything But Arms (EBA) for the EU.

A number of factors affect the potential of SSA countries to participate in global and
regional supply chains.

The Organisation for Economic Co-operation and Development (OECD) identified five broad
categories of factors that affect SSA participation in GSCs and RSCs: production capacity,
infrastructure and services, business environment, trade and investment policy, and industry
institutionalization (private and public sector coordination and inter-industry linkages).
Countries with low levels of participation in downstream GSC/RSC activities generally have
weaknesses in all five areas, although the importance of these factors for developing countries
varies by sector.

Despite generally low rates of participation in GSC/RSC downstream activities, certain SSA
countries are moving to higher value-added production.

SSA countries have participated in GSCs and RSCs in agriculture and agroprocessing (e.g.,
vegetables and vegetable agroprocessing in Kenya, floriculture in Uganda and Kenya, and cocoa
production and processing in Ghana); extractive industries (e.g., petroleum activities in Nigeria
and diamonds processing in Botswana); and manufacturing (e.g., automobile production in
South Africa and apparel production in several countries). These successes may illuminate the
trade policy and infrastructure changes SSA economies will need to make in order to increase
their participation in higher-value added production and to become more integrated into GSCs.
A review of literature suggests that SSA sectors with the greatest potential to further integrate
into RSCs and GSCs are (1) agricultural products and foodstuffs, (2) leather and leather
products, (3) textiles and apparel, and (4) extractive natural resource products, such as ferrous,
petrochemicals, and platinum group metals.
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SSA Export Potential to the United States

Sources identified primarily agricultural products, handcrafts and woodcrafts, and leather
and leather products as potential exports from AGOA countries to the United States.

Although a wide range of products with export potential from AGOA countries to the United
States were identified, most fall into the broad categories of agricultural products, handcrafts

and woodcrafts, and leather and leather products (table ES.2). These products were identified

in AGOA country national development strategies, previous Commission reports, and the

economic literature.

Table ES.2 Sectors with export potential in selected SSA countries

Country Products/sectors Source

Ethiopia Textiles and apparel, leather products and footwear, home Ethiopia Growth and Transformation
furnishings, cut flowers Plan, 2010/11-14/15; economic

literature

Ghana® Basketry and related straw products, woodcraft and furniture, = USAID West Africa study, 2011
cashew nuts, shea nuts and shea butter

Malawi Oilseed products, sugar cane products, agroprocessing, light Malawi National Export Strategy, 2013—
manufacturing 18

Mauritius Jewelry, agroprocessing and seafood processing, light Mauritius National Export Strategy,

Mozambique

Rwanda

Senegal

Ugandab

West Africa
SSA-wide

manufacturing, plastics, metal-based products, leather,
handbags, fashion accessories

Food and industrial crops, horticulture, oilseeds, leather and
leather products, wood products, jewelry, cashews, grapefruit,
rice, potatoes, paprika, and bananas

Horticulture, handcrafts, leather and leather products

Cotton, horticulture, cashews, mangoes, dairy products,
bananas, woven textiles, fisheries, hibiscus tea, millet

Horticulture, dairy products, cereals, pulses, oilseeds,
ingredients for pharmaceuticals and cosmetic industries,
handcrafts, toys, jewelry, leather products, woodcrafts
Cashews, peanuts, and shea nuts and shea butter

Bananas, cereal flours, corn, honey, coffee, cocoa, cotton,
fruits, vegetables, cut flowers, cashews, sesame, shrimp and
prawns, logs, hardwood lumber and wood products,
petroleum products, liquefied natural gas, electricity, light
industrial products, leather products, processed wood
products, chemicals, aluminum, gold, copper, gemstones,
cocoa butter and paste, prepared and preserved fish, acyclic
alcohols, flat-rolled steel, liquefied natural gas, apparel,
unwrought aluminum, wood veneer, shea butter, spices,
tropical fruit, footwear, natural rubber, processed diamonds,
textiles, wood furniture, peanuts

2013

Mozambique Country Assistance
Strategy, 2011-15; World Bank report,
2010

Rwanda National Export Strategy, 2011
World Bank report, 2010

Uganda National Export Strategy, 2008—
12

ECOWAS, 2010

USITC, 2005; USITC, 2007; USITC, 2008;
International Food and Agricultural
Policy Council, 2010

Notes: ? These sectors have been identified for West Africa more generally, including Burkina Faso and Mali. b Exports from

these sectors are targeted mainly to regional markets, such as countries within the EAC.
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Products with export potential for AGOA countries benefit from factors that make them
competitive in international markets.

Several factors support production and make certain sectors in AGOA countries internationally
competitive. For example, agricultural products with potential for export growth to the United
States take advantage of favorable climates, fertile soils, abundant and low-cost labor, policies
and programs that support the sector, and the development of farmer cooperatives and other
organizations. In the handcraft and woodcraft sector, many SSA countries benefit from
availability of abundant and distinctive raw materials (e.g., bamboo and clay), the prevalence of
an artistic and creative culture, and supportive government policies. In the leather and leather
products sector, certain AGOA countries benefit from an abundance of livestock herds, good
climate and soil conditions that contribute to quality livestock and skins, and strong
government support for the sector.

Despite these advantages, AGOA countries face many impediments to export growth.

Many factors weaken AGOA countries’ ability to compete in global markets, including limited
skilled labor, low levels of technological innovation, lack of scale economies, and high-cost and
unreliable energy. Weak transportation infrastructure (especially poor rural roads and
inefficient port facilities), and burdensome customs procedures, also harm the cost
competitiveness of many potentially exportable products from SSA. Challenges meeting foreign
standards restrict trade as well, especially the difficulties SSA agricultural producers have in
complying with foreign sanitary and phytosanitary (SPS) requirements.

There is a range of products that the United States imports principally from non-SSA
countries, even though these products are also produced—and exported elsewhere—by
SSA countries.

Sectors where AGOA exports and U.S. imports are both large, yet there is little bilateral trade,
may have export potential to the United States under AGOA. These are sectors where AGOA
countries are viewed as globally competitive by third countries, as well as where there is strong
import demand in the United States. Major product categories that met these criteria in 2012
were fresh, chilled, and frozen fish, horticultural products (including cut flowers, bananas, and
tropical fruit), sugar, certain apparel (e.g., T-shirts and sweaters), and gold.
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Multiple factors explain the limited bilateral trade between AGOA countries and the
United States for certain products.

In many cases, higher transport costs to the U.S. market relative to other markets are too much
to overcome, especially in light of the distance and the lack of efficient trade linkages to the
U.S. market from SSA. Also, SSA exports are often uncompetitive in the U.S. market without
tariff preferences. Even where SSA exports have such preferences, the margin of the
preferences is shrinking or disappearing as more countries supplying the U.S. market receive
duty-free access through reciprocal trade agreements. In some cases, AGOA exporters are
precluded from claiming preferences because of an inability to meet AGOA rules of origin or
because of volume restrictions for certain products under the program. Other factors, such as
historic commercial ties to other markets, difficulties meeting U.S. SPS requirements, and
rapidly rising demand for raw materials in other markets, particularly China, coupled with
foreign direct investment in SSA in extractive industries, also limit exports from AGOA countries
to the United States.

Business Climate and Investment Trends in SSA

The business and investment climate in SSA has improved noticeably since 2000, but
progress has been uneven among countries.

The improved business and investment climate since 2000 can be attributed to better
macroeconomic conditions, sounder governance, a less burdensome regulatory environment,
and a more open trade and investment regime overall. At the same time, SSA remains a highly
challenging place to do business, especially when compared with other emerging economies.
Issues that continue to discourage investment in SSA countries include poor investor
protection, slow removal of investment barriers, and insufficient infrastructure. Of the 49 SSA
countries Rwanda, Sierra Leone, and Burundi (AGOA beneficiary countries) are among the best
performers, making improvements across most measures. South Sudan and Djibouti (also
AGOA beneficiaries) as well as Somalia and Eritrea (which have never been AGOA beneficiaries),
are among the worst performers.

South Africa and Nigeria are by far the largest destinations for foreign direct investment
(FDI) in SSA.

In 2012, South Africa and Nigeria accounted for more than half of all FDI in SSA (figure ES.3). FDI
in South Africa is split roughly evenly between mining, manufacturing, and services, particularly
financial services. The largest share of FDI inflows to Nigeria likely goes to the petroleum sector,
although precise data are not available. The SSA countries experiencing the fastest FDI growth
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over 2000-2012 were Somalia, Comoros, Niger, and the Central African Republic, all starting
from a very low base. Larger SSA economies experiencing particularly fast FDI growth in recent
years included the Democratic Republic of the Congo, Mozambique, and Ghana. Important
industry destinations for FDI in recent years include natural resources (petroleum and mineral
extraction and downstream processing), certain manufacturing industries (textiles and apparel,
footwear, automotive, and consumer products), infrastructure, and certain services (financial
services and telecommunications).

The EU is the largest source of FDI in SSA, followed by the United States.

The EU countries with the most greenfield FDI projects in SSA were the United Kingdom,
Germany, France, and Portugal. FDI inflows from the EU as a whole accounted for almost two-
thirds of total SSA FDI during 2003—07, but dropped to one-half in 2008-10. In contrast, the
average U.S. share of FDI inflows increased from 7 percent (2003—07) to 12 percent of the total
(2008-10); the share of Chinese inflows increased from 3 percent to 8 percent; and inflows
from other sources (including India, Japan, Canada, the United Arab Emirates, Australia, Brazil,
and other SSA countries) increased from 16 percent to 30 percent for the same periods. The
largest SSA investors in other SSA countries were South Africa and Kenya.

Figure ES.3 Cumulative FDI position in destination SSA countries, 2012
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Source: UNCTAD, UNCTADStat database (accessed October 29, 2013).
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The number of new FDI projects in SSA countries in the service sector is on the rise.

In the past, much of the FDI in SSA was focused on natural resource extraction, including
mining, petroleum and natural gas extraction, and renewable energy. This pattern is changing,
however: during 2007—12 the number of new FDI projects focused on resources declined, while
the number of projects in the services and manufacturing sectors increased. Natural resources
contributed to less than one-third of Africa’s GDP growth between 2000 and 2012, with the
service sector growing particularly fast as a share of GDP.

AGOA'’s impact on FDI has been strongest in the apparel industry.

Although it is difficult to quantify AGOA’s direct and indirect effects on FDI trends, the
program’s trade benefits and eligibility criteria appear to have motivated SSA countries,
particularly AGOA beneficiary countries, to improve their business and investment climates.
Moreover, AGOA has had a positive impact on FDI inflows, particularly in the textile and apparel
sector in Kenya, Lesotho, Mauritius, Swaziland, and Botswana, and also in South Africa’s
automotive industry. However, observers have noted that the uncertainties associated with the
short-term renewals of the program, and the changing eligibility of particular AGOA beneficiary
countries, have limited AGOA’s impact in attracting new investment to SSA.

SSA Reciprocal Trade Agreements

Reciprocal trade agreements differ in many ways from unilateral trade preference
programs.

Unilateral trade preference programs imply a one-way flow of benefits, while reciprocal trade
agreements generally involve a negotiated accord between countries in which each incurs
benefits and obligations, generally for an indefinite period of time. In addition, the scope of
reciprocal agreements is generally broader, addressing not only tariff reductions but also
nontariff measures (NTMs) and other conditions relating to trade in goods and services such as
guotas, customs procedures, and administrative policies. Unilateral trade preferences are
generally temporary and can be removed with little warning, while reciprocal agreements
establish more permanent trading rules, which are gradually codified into the laws of the
member countries. According to the economic literature, unilateral programs tend to provide
only modest benefits to beneficiaries because NTMs (such as administrative compliance costs
and the transaction costs associated with rules of origin) are mostly not addressed. Further,
dozens of bilateral, regional, and multilateral trade agreements have been signed over the last
20 years, lowering tariffs between trading partners and reducing the tariff advantages that
beneficiary countries receive under unilateral preference programs. On the other hand, many
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reciprocal trade agreements encourage economic restructuring that ultimately promotes a
more efficient use of resources and more permanent trading relationships.

The North American Free Trade Agreement (NAFTA) and U.S. free trade agreements with
Chile and Morocco highlight some advantages of reciprocal agreements over unilateral
ones.

Mexico’s participation in NAFTA negotiations can be viewed as the means chosen by the
Mexican government to anchor policy commitments it had already made, both at home and
abroad. In addition, NAFTA membership encouraged the government to make structural
reforms in the economy. Mexico’s experience with NAFTA implies that SSA countries, too, can
use reciprocal trade agreements as a stimulus to enact economic reforms and compete
globally. Such reforms may have many impacts, but one of the most important is to provide
investors with the economic certainty needed to increase FDI. Chile’s 2004 free trade
agreement (FTA) with the United States had many such reforms, including lowered tariffs,
codified rules for FDI, new protections for investors, and forums to address certain NTMs. Both
average annual FDI inflows into Chile as well as exports more than doubled in the years
following the implementation of the FTA. Morocco is another case in point: since it signed an
FTA with the United States in 2004, both U.S. exports to Morocco and FDI in Morocco have
increased significantly and Morocco’s exports to the United States have more than doubled.
These trends are likely linked to trade and investment rules imbedded in the agreement.
Morocco is also the first country in North Africa to conclude a bilateral trade facilitation
agreement with the United States, building on the FTA. Trade facilitation agreements between
nations and FDI linkages can be enhanced with reciprocal trade agreements in effect.

SSA countries, often as regional blocs, have pursued reciprocal trade agreements with
non-SSA partners—many with asymmetrical provisions.

An important aspect of many of these trade agreements is regional integration of SSA
countries. For example, the economic partnership agreements (EPAs) between the European
Commission and African states and regions have African regional integration as an explicit goal.
Similarly, the FTA between the European Free Trade Association (EFTA), a small European bloc,
and the Southern African Customs Union (SACU) incorporates bilateral agricultural
arrangements concluded with three of the EFTA states separately as well as the SACU states
collectively. These agreements generally allow SSA partners to reduce tariffs over a longer
period of time than the non-SSA partners. For example, under the EFTA-SACU FTA, EFTA tariff
reductions or elimination took place immediately on the date of entry into force (in May 2008),
while SACU tariff reductions or elimination will be complete by January 2015. Similarly, EPAs
between the EU and SSA countries specify that EU tariff reductions are immediate and that
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African countries’ reductions are to be phased in over many years—as many as 25 years for
some products and countries.

Summary of the Economic Literature on AGOA
Trade Performance

The findings of studies estimating AGOA’s impact on exports from SSA vary, ranging from
broad positive effects to no effect, or to positive effects only in certain sectors.

Due to differences in study methodology, time periods assessed, and level of product
aggregation, studies assessing the effect of AGOA on total exports found either that AGOA had
no effect or else that the effects, while positive, were generally small. Another set of studies
that looked at AGOA’s effect on exports by disaggregated product categories found that AGOA
helped to increase SSA exports of some products, but not others. For example, numerous
investigations concluded that AGOA led to increased beneficiary country exports of apparel,
with many emphasizing that increased apparel exports were largely due to AGOA’s rules of
origin for apparel (particularly the third-country fabric provision), which are more liberal than
those of many other U.S. preference programs.

The literature on AGOA’s role in export diversification supports the hypothesis that for
nonenergy exports, AGOA was modestly successful in generating new product export
flows.

More than a decade after the program’s implementation, most U.S. imports under AGOA
continue to be energy products. However, the literature concludes that AGOA has helped to
generate exports of new products in several nonenergy product categories, including apparel,
agriculture, and manufactures (e.g., plastics and miscellaneous chemical products). Again, there
is some evidence to suggest that the diversification of apparel exports is largely due to more
liberal rules of origin. Although the number of nonenergy products exported has increased,
many of these new exports occurred in product groups that represented only a small share of a
country’s total exports.

Studies analyzing the effects of other unilateral trade preference programs on SSA
exports had mixed results: some found increased exports, some found no effect, and
some found effects only for certain sectors.

Most studies analyzing the effects of other unilateral trade preference programs on SSA exports
have dealt with the effects of EU trade preferences. Again, because of differences in study
methodology, time period assessed, and level of product aggregation, studies analyzing total
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exports had mixed results: some suggested that preferences increased exports, while others
found that preferences had a negative relationship with exports. Studies analyzing more
disaggregated trade flows generally concluded that EU preferences had a positive effect on
developing country export flows, but these effects varied by country and product sector. With
respect to export diversification, EU programs were found to have increased the number of
products exported in some sectors, while leading to greater export concentration in others.
Aside from EU preferences, one analysis of China’s trade preference program found that the
program likely generated higher SSA exports for only one product category—“other primary
products.” This includes beverages, tobacco, oils and fats, and mineral fuels.

Studies comparing EU and U.S. unilateral preference programs found that EU programs
were generally more effective at increasing beneficiary country exports; U.S. programs, at
diversifying beneficiary country exports.

While comparative analyses concluded that both U.S. and EU trade preferences helped to
increase beneficiary country export flows, in general EU preferences had a greater effect on the
value of exports. At the same time, the trade-generating effects of preferences depended
greatly on the sector and beneficiary country in question. U.S. preferences were found to be
more effective at increasing SSA apparel exports than EU preferences, but EU preferences were
more effective at increasing SSA agricultural exports. At the same time, U.S. preferences were
found to be more likely overall to generate an export of a new product than EU preferences,
and U.S. preferences were found to increase the probability of exporting new products in more
sectors than EU preferences.

Although AGOA has helped generate additional SSA exports in some sectors, the
literature concluded that the program could be further improved.

The literature offered several recommendations on how AGOA could be improved, based
largely on results of empirical investigations. These recommendations covered changes to the
program itself, including making AGOA permanent, extending AGOA to offer full duty-
free/quota-free access to the U.S. market, and further relaxing AGOA’s rules of origin. Other
recommendations involved further assistance that the United States could offer that would
help beneficiaries better take advantage of AGOA preferences, such as providing greater trade
facilitation assistance, offering more capacity-building to help beneficiaries better comply with
SPS rules, and promoting U.S. foreign direct investment in Africa. Finally, the literature
identifies actions that beneficiary countries could take on their own that would improve their
ability to take advantage of AGOA preferences, including reducing tariffs on imports of
intermediate goods, investments in transportation infrastructure, improved rule of law, and
improved protection of intellectual property rights.
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Chapter 1
Introduction

The African Growth and Opportunity Act (AGOA) was signed into law on May 18, 2000, by
President Clinton as part of the Trade and Development Act of 2000.° In a statement of policy in
the Act, Congress expressed support for, inter alia, “encouraging increased trade and

n u

investment between the United States and sub-Saharan Africa,” “reducing tariff and nontariff
barriers and other obstacles to sub-Saharan African and United States trade,” and “expanding
United States assistance to sub-Saharan Africa’s regional integration efforts.”® The statement of
policy also expressed support for negotiating reciprocal and mutually beneficial trade
agreements, strengthening and expanding the private sector, and facilitating the development
of civil societies and political freedom.” Authority to provide the principal trade preferences

under AGOA is currently in effect through September 30, 2015.

Noting that the Administration is working with its partners in sub-Saharan Africa (SSA) and in
Congress to renew and potentially modify AGOA, the United States Trade Representative
(USTR), in a letter received on October 17, 2013, requested that the U.S. International Trade
Commission (Commission or USITC) conduct four investigations and provide four reports
concerning AGOA.® This report—the first listed of the four—focuses on AGOA’s trade
performance, utilization, and competitiveness factors; AGOA’s effects on the business and
investment climate in sub-Saharan Africa; and current or potential reciprocal trade agreements

® Public Law 106-200, May 18, 2000, 114 Stat. 251. Provisions in the Act referred to as the African Growth and
Opportunity Act are set out in Title | of the 2000 Act.

®19U.5.C. § 3702.

7 Ibid.

® These reports are provided in response to a letter dated September 30, 2013 (received October 17, 2013), from
the USTR, requesting that the Commission provide four AGOA reports under section 332(g) of the Tariff Act of
1930 (19 U.S.C. § 1332(g)). The four reports, and their investigation numbers, are (1) 332-542, AGOA: Trade and
Investment Performance Overview; (2) 332-544, AGOA: Economic Effects of Providing Duty-Free Treatment for
Imports; (3) 332-545, U.S. AGOA Rules of Origin: Possible Changes to Promote Regional Integration and Increase
Exports to the United States; and (4) 332-546, EU-South Africa FTA: Impact on U.S. Exports to South Africa. A copy
of the letter from the USTR appears in appendix A. The Commission’s Federal Register notice announcing the
institution of these investigations appears in appendix B.
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between SSA and non-SSA partners, along with the relationship of these agreements to the
objectives of AGOA. The USTR requested that the report cover the period 2000 through 2013.°

More specifically, the USTR asked for the USITC’s report to:

e Provide a review of the literature on the AGOA preference program, particularly
studies exploring whether AGOA has succeeded in expanding and diversifying the
exports of AGOA beneficiary countries to the United States, compared to preference
programs offered by third parties such as the European Union (EU);

e Identify the non-crude petroleum sectors (i.e., manufacturing and agricultural) in
AGOA beneficiary countries in which exports to the United States under AGOA and
under the U.S. Generalized System of Preferences (GSP) program have increased the
most, in absolute terms, since 2000, and identify the key factors behind this growth;

e Describe the main factors affecting AGOA trade in the principal non-crude
petroleum products that AGOA beneficiary countries export and that the United
States principally imports from non-SSA sources;

e Based on a literature review, identify products with potential for integration into
regional or global supply chains and export potential to the United States under
AGOA, as well as factors that affect AGOA beneficiary countries’ competitiveness in
these products;

e |dentify and describe changes, if any, in the business and investment climates in SSA
countries since 2000, including removal of barriers to domestic and foreign
investment;

e Describe U.S. investment trends related to goods and services in SSA countries since
2000, and compare these trends with investments by other countries in SSA
countries, including investments by the EU, China, Brazil, and India. Identify any links
between these investment trends and the AGOA program;

e Provide a list of reciprocal trade agreements that SSA countries have completed or
that are under negotiation. For the reciprocal trade agreements that have entered
into force and, to the extent information is available, for those that are pending or
under negotiation, provide a brief description of areas covered or likely to be

? It should be noted that the terms “sub-Saharan African country” and “beneficiary sub-Saharan African country,”
and variations of each term, have different statutory meanings. AGOA defines the term “sub-Saharan African
country” to mean the 49 countries listed in 19 U.S.C. § 3706, including South Sudan, which was added in 2012.
AGOA defines the term “beneficiary sub-Saharan African country” to mean a country listed in 19 U.S.C. § 3706 that
the President has determined is eligible for such designation under 19 U.S.C. § 2466a(a). In this report, the terms
“AGOA beneficiary country” and “AGOA country” are used to identify an SSA country that has been designated
eligible to receive AGOA preferences.
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covered under the agreements, and identify U.S. sectors/products impacted or
potentially impacted, including those affected by any tariff differentials; and

e Provide examples of developing countries that have moved from unilateral trade
preferences to reciprocal trade agreements, and any effects of the change for the
developing country in terms of expansion and diversification of trade.

As requested by USTR, the report covers SSA countries, as defined in AGOA, and where
applicable, those AGOA beneficiary countries that are designated as lesser-developed
beneficiary countries (LDBCs).

In response to USTR’s request, the Commission based this report on an analysis of trade and
investment data, a review of the relevant literature (including previous Commission reports on
SSA countries and AGOA), and information obtained from industry sources through telephone
interviews and local field interviews. In addition, the report includes information drawn from a
public hearing held by the Commission on January 14, 2014, and written submissions received
in response to a notice published in the Federal Register.'*

The trade data used in this report to examine the trends in exports from AGOA beneficiary
countries came from official statistics of the U.S. Department of Commerce as well as from the
Global Trade Atlas database. To describe investment trends in SSA countries, foreign direct
investment (FDI) data were largely drawn from UNCTADStat, the interactive database of the
United Nations Conference on Trade and Development (UNCTAD); Eurostat and other foreign-
government data sources; databases maintained by the U.S. Bureau of Economic Analysis
(BEA); the Financial Times’ FDI Markets database; and the Bureau van Dijk’s Zephyr database.
Other sources of information for the report included academic literature and publications from
U.S. and foreign governments; regional organizations in SSA countries, such as the Common
Market for Eastern and Southern Africa (COMESA) and the African Development Bank; and
international institutions, including the International Monetary Fund (IMF), the Organisation for
Economic Co-operation and Development (OECD), the World Bank, the World Trade
Organization (WTO), and United Nations agencies, such as UNCTAD, the United Nations
Economic Commission for Africa (UNECA), and the United Nations Industrial Development
Organization (UNIDO).

1% see appendix C for a list of hearing participants.
! see appendix D for summaries of the positions of interested parties.
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The remainder of this chapter summarizes the AGOA program and describes beneficiaries and
trade benefits under the program. Chapter 2 analyzes U.S. imports from AGOA beneficiary
countries, identifies U.S. imports under AGOA and the GSP that increased the most in absolute
terms since 2000, and discusses the factors behind this growth. Chapter 3 broadly examines the
potential for SSA products to integrate into regional and global supply chains, describes current
examples of SSA participation in these supply chains, and highlights other products with
potential for integrating into these supply chains. Chapter 4 explores the SSA products with the
greatest potential for exports to the United States, and identifies and analyzes products that
SSA countries export but that the United States imports from other sources. Chapter 5
describes the business climate and investment trends in SSA, while chapter 6 provides a list and
brief description of reciprocal trade agreements that SSA countries have completed or that are
under negotiation. Chapter 6 also gives examples of developing countries that have moved
from unilateral trade preferences to reciprocal trade agreements. Finally, chapter 7 offers a
review of economic literature on AGOA that seeks to assess the program’s success in expanding
and diversifying exports to the United States, compared to preference programs offered by
third countries.

There are 8 appendixes to this report. Appendix A contains a copy of the request letter from
USTR, and appendix B reproduces the Federal Register notice announcing the institution of
these investigations. Appendix C has a copy of the hearing schedule, and appendix D contains a
summary of the positions of interested parties. Appendices E through H include statistical and
text tables and figures that are referenced throughout the report.

AGOA authorizes the President to (1) designate an SSA country as a beneficiary SSA country if
the President determines the country meets the eligibility requirements set forth by the
authorizing legislation, and (2) grant certain unilateral trade benefits to designated beneficiary
SSA countries.*? In addition to authorizing the benefits, the Act established a U.S.-SSA Trade
and Economic Cooperation Forum (AGOA Forum) to foster close economic ties between the
United States and sub-Saharan Africa.”

2 The President’s authority to designate an SSA country as a beneficiary SSA country is set forth at 19 U.S.C. §
2466a(a), 19 U.S.C. § 3703.
Y19 U.5.C. §3704.
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AGOA also amended title V of the Trade Act of 1974 to extend additional benefits under the
U.S. GSP program to beneficiary SSA countries, initially through September 30, 2008, and by
authorizing the President to provide duty-free treatment for certain articles otherwise excluded
from duty-free treatment under the GSP.'* AGOA also provided duty-free treatment for certain
textile and apparel articles. It did so under two provisions: (1) the Act’s textile and apparel
provisions (section 112) initially through September 30, 2008, and (2) a special rule for lesser-
developed countries, which is also referred to as the “third-country fabric provision” because it
allows beneficiary countries to use non-U.S., non-AGOA fabric (section 112(b)(3)(B)) in making
apparel for export under AGOA, initially through September 30, 2004."

Several major amendments have been made to AGOA since its enactment:

e On August 6, 2002, President Bush signed into law the Trade Act of 2002 (Public Law
107-210). The AGOA-related provisions in the 2002 Act, referred to as AGOA I,
clarified and expanded the eligibility of products under the textile and apparel
provisions. It also increased the cap on U.S. imports of apparel articles made with
regional fabric or yarns.

e OnlJuly 12, 2004, President Bush signed into law the AGOA Acceleration Act of 2004
(Public Law 108-274), known as AGOA lll. AGOA Il extended preferential trade
treatment to AGOA beneficiary countries through September 30, 2015; extended
the third-country fabric provision through September 30, 2007; and provided
additional Congressional guidance to the Administration on how to administer the
textile and apparel provisions of the bill.*® The 2004 amendments also expanded the
definition of “lesser developed beneficiary sub-Saharan African country” to
specifically include Botswana and Namibia, making them eligible for the third-
country fabric provision. ” However, AGOA Ill reduced the cap on U.S. imports of
apparel articles made with third-country fabric or yarns.*®

e On December 20, 2006, President Bush signed into law the Africa Investment
Incentive Act of 2006 (Public Law 109-432), known as AGOA IV. AGOA IV extended

4 Section 111(a) of the Trade and Development Act of 2000 (114 Stat. 257) added section 506A to title V of the
Trade Act of 1974, codified at 19 U.S.C. § 2466a.

> The current AGOA provisions providing preferential treatment for certain textiles and apparel are codified at 19
U.S.C. §3721.

'® The AGOA Acceleration Act of 2004 (Pub. L. 108-274).

7 As amended in 2004, AGOA defined the term “lesser-developed beneficiary sub-Saharan African country” to
mean “a beneficiary sub-Saharan African country that had a per capita gross national product of less than $1,500 in
1998, as measured by the International Bank for Reconstruction and Development.” Botswana and Namibia do not
qualify under this definition. See 19 U.S.C. § 3721, historical and statutory notes. For a list of LDBCs under AGOA,
see table 1.1.

'8 Before AGOA I, U.S. imports of apparel articles made with third-country fabric or yarns were subject to a cap,
which was higher than what was specified in AGOA IIl. However, these caps have never been reached.
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the third-country fabric provision through September 30, 2012; increased the cap on
U.S. imports of apparel articles made with third-country fabric or yarns for the one-
year period beginning October 1, 2006, to 3.5 percent of all apparel articles
imported into the United States in the preceding 12-month period; added an
“abundant supply” provision;*® designated certain denim articles as being in
abundant supply; and added a textile provision for lesser-developed countries.?

e On October 16, 2008, President Bush signed into law an amendment to the AGOA
textile and apparel provisions as section 3 of the Andean Trade Preference Extension
Act (Public Law 110-436). The amendment continued to designate Botswana and
Namibia as lesser-developed beneficiary SSA countries, and extended the
designation to Mauritius.? It also revoked the abundant supply provision.22

e On August 10, 2012, President Obama signed into law amendments to AGOA (Public
Law 112-163) that added South Sudan to the list of SSA countries, and extended the
third-country fabric provision to September 30, 2015.%

Beneficiaries
AGOA Beneficiaries

The President is authorized to designate an SSA country as an eligible AGOA country if he
determines that the country meets the eligibility criteria for designation as a beneficiary
developing country under the U.S. GSP law and certain additional eligibility requirements
under AGOA.?* With regard to the AGOA eligibility requirements, the President must determine
that the country: (1) has established, or is making continual progress toward establishing, a
market-based economy, the rule of law, the elimination of barriers to U.S. trade and
investment, poverty reduction, protection of internationally recognized worker rights, and
efforts to combat corruption; (2) does not engage in activities that undermine U.S. national
security or foreign policy interests; and (3) does not engage in gross violations of internationally

' AGOA IV amended section 112(c) of AGOA, providing for Commission investigations and determinations
concerning whether fabric or yarn produced in beneficiary SSA countries was available in commercial quantities or
“abundant supply” for use by lesser developed beneficiary sub-Saharan African countries in the production of
apparel. The amendment specifically noted that certain denim fabric was available in the region. For more
information about the abundant supply provision, including the Commission’s investigations and determinations,
see USITC, Commercial Availability of Fabric and Yarns in AGOA Countries, 2007.

2% The Africa Investment Incentive Act of 2006 (Pub. L. 109-432).

I Miscellaneous Trade and Technical Corrections Act of 2004 (Pub. L. 108-429) amended AGOA and designated
Mauritius as a lesser-developed beneficiary sub-Saharan country; however, AGOA IV did not continue to grant
Mauritius this status.

2 The Andean Trade Preference Extension Act, section 3 (Pub. L. 110-436).

219 U.S.C. § 2466a(a).

> For a list of the requirements, see 19 U.S.C. § 3703(a).
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recognized human rights or provide support for acts of international terrorism.?> The President
must terminate the designation of a country if he determines that an eligible SSA country is not
making continual progress in meeting these requirements.26

AGOA defines “sub-Saharan Africa” to refer to 49 SSA countries, including South Sudan, added
in 2012.% In his initial proclamation on October 2, 2000, after AGOA was enacted, President
Clinton designated 34 SSA countries as AGOA-eligible countries.?® The President is required to
monitor, review, and report to Congress annually on the progress of each of the 49 countries in
meeting the AGOA eligibility requirements in order to determine the current or potential
eligibility of each country to be designated as a beneficiary.29 Table 1.1 shows that the
President, in 2013, determined that 39 of 49 potentially eligible countries in SSA were eligible
for AGOA benefits.*

Textile and Apparel Beneficiaries

SSA countries determined to be eligible for AGOA benefits do not automatically qualify as
eligible for preferences under the textile and apparel provisions. To be eligible for trade
preferences under the textile and apparel provisions, AGOA beneficiary countries must have in
place an effective visa system>' to prevent unlawful transshipments and the use of counterfeit
documents, as well as effective enforcement and verification procedures, and be separately
designated to receive this tariff treatment.?? In 2013, 27 AGOA beneficiary countries also
qualified for the general textile and apparel provisions (table 1.1).

AGOA beneficiary countries that had a per capita gross national product of less than $1,500 a
year in 1998, as measured by the World Bank, are accorded the status of LDBCs.*® These
countries may be eligible for additional preferential treatment for “lesser-developed

»19 U.S.C. § 3703(a).

%19 U.5.C. § 3703(b).

719 U.S.C. § 3706.

%8 presidential Proclamation 7350, October 2, 2000.

19 U.S.C. § 2466a(a)(2).

0 USITC, “Harmonized Tariff Schedule of the United States (2013)” (accessed March 11, 2013).

*119 U.S.C. § 3722(a)(1)(A). A visa system is a government-industry process that demonstrates that the goods for
which benefits are claimed were in fact produced in an eligible SSA country or countries according to the rules of
origin that must be met to claim those benefits. USTR, “African Growth and Opportunity Act Implementation
Guide,” October 2000, 8.

3219 U.S.C. § 3722(a)(1). The designated countries are listed in subchapter XIX of chapter 98 of the Harmonized
Tariff Schedule of the United States (HTS), in which the treatment of textiles and apparel is set forth. See also
USDOC, OTEXA, “Trade Preference Programs: AGOA” (accessed on November 27, 2013).

319 U.S.C. § 3721(c)(3)(A). In 2013, there were 39 AGOA eligible countries. The three AGOA beneficiary countries
without LDBC status were Gabon, Seychelles, and South Africa.
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countries”—under the third-country fabric provision and the textile provision described
below—on the condition that such countries meet the textile and apparel provisions’
requirements mentioned above. In 2013, 26 AGOA beneficiary countries were eligible for these
additional textile and apparel benefits for LDBCs, including the third-country fabric provision.
Although Botswana, Namibia, and Mauritius had a per capita gross national product of more
than $1,500 in 1998, they are currently accorded AGOA LDBC status by statute.>* South Africa is
the only country that is eligible for trade benefits under the textile and apparel provisions, but
not for AGOA LDBC trade benefits (table 1.1).

Trade Benefits under AGOA

Almost all products of AGOA beneficiary countries may enter the United States duty-free, either
under AGOA, GSP, or a non-preference zero rate of duty. The latter duty rate applies to any
country with which the United States has normal trade relations (NTR), formerly known as
most-favored-nation status.>”

AGOA and GSP

AGOA builds on the U.S. GSP program, a trade program designed to promote economic growth
in developing countries.>® The tariff benefits provided by AGOA include all products covered by
the GSP.?” Moreover, AGOA authorizes the President to grant duty free treatment to certain
articles that are normally excluded from such treatment under the GSP if the President
determines that such articles are not import-sensitive in the context of imports from
beneficiary SSA countries.® Import-sensitive articles under GSP consist of watches; certain
electronic articles; certain steel articles; footwear, handbags, luggage, flat goods, work gloves,
and leather wearing apparel; certain semi-manufactured and manufactured glass products; and
any other articles that the President determines to be import-sensitive in the context of the
GSP.*’As a result, very few products of AGOA beneficiary countries remain ineligible for duty-

*19 U.S.C. § 3721(c)(3). See table 1.1.

%> See chapter 2 for more information about trade under these programs. Also, see USTR, 2008 Comprehensive
Report, May 2008, 22.

%% USTR, “Generalized System of Preferences (GSP)” (accessed on November 20, 2013).

7 Designated beneficiary countries (whether or not least developing (LDBCD)) for GSP are listed in HTS general
note 4; for AGOA as a whole, in HTS general note 16; and for the textiles, apparel, and luggage benefits, in U.S.
note 1 and 2(d) of subchapter XIX of HTS chapter 98 (the latter note lists LDBDC beneficiaries). AGOA benefits
provided in the HTS by means of GSP duty-free entry continue in effect for AGOA beneficiary countries during
lapses in the GSP program.

19 U.5.C. § 2466a(b)(1).

919 U.S.C. § 2463(b). See also USDHS, CBP, The African Growth and Opportunity Act, August 2003, 3.
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Table 1.1 SSA countries’ eligibility for AGOA and AGOA textile and apparel provisions, 2001-13
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free treatment. Ineligible products currently include certain steel products, canned apricots and
peaches, dried garlic, frozen fruit, and some leather and glass products.*

In 2012, qualifying goods from AGOA beneficiary countries were eligible to enter duty free
under approximately 6,800 tariff lines (defined at the 8-digit level in the Harmonized Tariff
Schedule of the United States, or HTS).** Of these, approximately 3,500 tariff lines were already
covered by GSP, 1,500 tariff lines were already covered by GSP for least-developed beneficiary
developing countries (LDBDCs),** and 1,800 tariff lines were covered exclusively by AGOA.*

Unlike GSP, for sugar, tobacco, peanuts, beef, and some dairy products where U.S. tariff rate
guotas exist, AGOA beneficiary countries can export to the United States duty free within the
allocated quota, although the shipments above the applicable quantitative limit are subject to
the prevailing NTR over-quota duties.**

Although a large portion of AGOA-eligible items also qualify under the GSP, AGOA adds a
number of other benefits—in particular, that it does not lapse if the GSP program experiences
what have become frequent periodic expirations and lapses. Also, U.S. imports under AGOA are
not subject to the GSP’s competitive need limitations and GSP’s country-income graduation
requirements.45

Rules of Origin

The duty-free treatment provided by AGOA is subject to rules of origin requirements, which are
the same as under GSP except for the textile and apparel provisions.*® For non-apparel/textile
items, the product must be imported directly from an AGOA beneficiary country into the
customs territory of the United States, and must be the growth, product, or manufacture of an
AGOA beneficiary country. Moreover, certain costs may not be less than 35 percent of the
appraised value of the article at the time it enters the United States.*’ These costs are the sum
of (a) the cost or value of the materials produced in one or more AGOA beneficiary countries or
former AGOA beneficiary countries, plus (b) the direct costs of processing operations
performed in those countries. Up to 15 percentage points of that 35 percent may be derived

0 USITC DataWeb/USDOC (accessed on December 31, 2013).

* This figure does not include imports under the tariff lines representing the special AGOA apparel and textile
provisions.

2 In 2013, GSP LDBDCs included 30 sub-Saharan African countries; 25 of them were AGOA beneficiary countries.
3 USITC DataWeb/USDOC (accessed on November 20, 2013).

a USTR, 2008 Comprehensive Report, May 2008, 22.

19 U.S.C. § 2463(c)(2)(D).

%19 U.5.C. § 2466a(b)(2).

719 U.S.C. § 2463(a)(2).
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from U.S. parts or materials used to produce the product in a beneficiary SSA country or
countries.® For qualifying AGOA textile and apparel products, the rules of origin requirements
vary with the product.

AGOA Textile and Apparel Provisions

AGOA'’s textile and apparel provisions took effect on October 1, 2000, providing duty-free and
guota-free treatment for certain eligible textile and apparel articles made in beneficiary SSA
countries.* Like the other AGOA preferences, the textile and apparel provisions are scheduled
to expire on September 30, 2015.%°

Eligible textile and apparel articles must be made in qualifying SSA countries, and include:

e apparel made with U.S. yarns and fabrics;

e apparel made with SSA (regional) yarns and fabrics, subject to a cap;

e apparel made with yarns and fabrics not produced in commercial quantities in the
United States;

e certain cashmere and merino wool sweaters; and

e eligible hand-loomed, handmade, or folklore articles, and ethnic printed fabrics.>

The Third-Country Fabric Provision

Under a special rule for lesser-developed countries, certain AGOA countries with LDBC status
have access to additional preferential treatment in the form of duty-free access for apparel
articles made from yarns and fabric originating anywhere in the world, subject to a cap.52 This
special rule is also referred to as the third-country fabric provision, and expires on

September 30, 2015.>*

* USTR, “The African Growth and Opportunity Act Implementation Guide,” October 2000, 13.

* Before the Multi-Fiber Arrangement expired on January 1, 2005, the United States imposed quotas on the
amount of textiles and garments that could be imported from developing countries. The textile and apparel
articles imported under AGOA were exempted from such quota restrictions, although some are subject to a cap.
219 U.S.C. § 3721(g).

119 U.S.C. § 3721(b).

>219 U.S.C. § 3721(c)(1). As noted above, U.S. imports of apparel made with third-country fabric are subject to a
cap. However, in practice, the cap has never been reached, nor have trade levels come near to reaching the limits
under the provision.

>>19 U.S.C. § 3721(c)(1)(B).
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Textile Provision for Lesser-Developed Countries

AGOA IV added a textile provision for lesser-developed countries, which extends preferential
treatment to textiles and textile articles®® originating entirely in beneficiary AGOA LDBCs.
Beneficiary countries must meet the textile and apparel benefit eligibility requirements and
incorporate textiles and textile articles into their visa systems.

Cap and Surge Mechanism

The duty-free cap on U.S. imports of apparel from AGOA beneficiary countries is filled on a first-
come, first-served basis. If during any year the cap is met, the relevant apparel products from
AGOA beneficiary countries may still enter the United States; however, they will be assessed
the prevailing NTR duty rate (column 1-general rates set forth in the HTS) at the time of entry.>®
To date, the cap has never been reached.

In addition to the cap on apparel imports, AGOA includes a surge mechanism to protect U.S.
industries from surges in apparel imports. AGOA requires the Secretary of Commerce to
monitor apparel imports made of regional and third-country yarns and fabrics on a monthly
basis to guard against disruptive import surges. If increased imports are determined to cause or
threaten serious damage to the U.S. apparel industry, the President shall suspend the duty-free
treatment for the article(s) in question.56 To date, the surge mechanism has not been invoked.

> Applied to textile and textile articles classifiable under chapters 50 through 60, or chapter 63 of the HTS. 19
U.S.C. § 3721(b)(8).

> USTR, “The African Growth and Opportunity Act Implementation Guide,” October 2000.

19 U.5.C. § 3721(b)(3)(B).
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Chapter 2
U.S. Imports from AGOA Countries and
the Role of AGOA

This chapter provides an overview of U.S. merchandise imports from designated AGOA
beneficiary countries and discusses the role of AGOA in their trade with the United States. The
overview covers the period 2000 to the present, although it focuses on 2008-13, the most
recent six-year period for which data are available.>’ Trade data presented for 2000-2013 are
based on the list of countries eligible for trade preferences under AGOA, which varies by year,
as described in chapter 1.

The first half of the chapter analyzes U.S. imports under AGOA by sector and by AGOA
beneficiary country (hereafter “AGOA country”), and describes the importance of U.S. imports
under AGOA as a share of total imports from AGOA countries. The second half of the chapter
identifies the U.S. imports from AGOA countries that increased the most since 2000 under
AGOA and the U.S. Generalized System of Preferences (GSP), and examines the factors behind
this growth.

Total U.S. imports from AGOA countries grew at an average annual rate of 6.7 percent between
2000 and 2013, rising from $16.5 billion in 2000 to $38.2 billion in 2013 (figure 2.1).>° Growth
was most pronounced in the earlier part of this period: during 2000-2008, the value of U.S.
imports from AGOA countries increased almost fivefold, reaching a record of close to $80 billion
in 2008. Since then, U.S. imports from AGOA countries have fluctuated sharply.

The trend in total U.S. imports from AGOA countries closely tracks the trend in crude petroleum
imports, which accounted for about 70 percent of total import value over this time period. The
value of U.S. crude petroleum imports rose on average 14.6 percent annually between 2000
and 2013, although such imports became highly volatile after 2008. Both the quantity and price

> Although AGOA was signed into law in May 2000, the first U.S. imports to enter under AGOA were recorded in
2001.

*% Table 1.1 provides a comprehensive list of AGOA-eligible countries by year.

> “y.S. imports from AGOA countries” refers to U.S. imports from AGOA-eligible countries in a given year,
regardless of whether beneficiaries claimed preference for any products in that year.
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Figure 2.1 U.S. imports from AGOA countries, 2000-2013
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Source: USITC DataWeb/USDOC (accessed February 18, 2014).
Note: AGOA eligibility varies by year, and the list of AGOA countries is unique for each year. Table 1.1 provides a comprehensive
list of AGOA eligibility by beneficiary country and year between 2000 and 2013.

of U.S. imports of crude petroleum fell sharply in 2009 following the economic recession. These
recovered in 2010 and 2011 as crude petroleum prices strengthened, but dropped again in
2012 and 2013 in response to weak U.S. demand and higher U.S. domestic production. The
value of U.S. imports of all other products from AGOA countries increased between 2000 and
2013 at 1.7 percent annually. Imports of these products dipped in 2009 in response to the weak
U.S. economy, but recovered to a record $20 billion in 2011 before falling again in 2012 and
2013. Chief among non-crude petroleum imports are motor vehicles, refined petroleum
products, apparel, ferroalloys, and certain agricultural products.

The vast majority of U.S. imports from AGOA countries enter duty free, either under preference
programs or under NTR (normal trade relations) duty-free tariff lines. U.S. imports from AGOA
countries are dominated by imports entering under AGOA; between 2008 and 2013, U.S.
imports under AGOA made up 70 percent of the value of all U.S. imports from AGOA countries
(table 2.1). Other U.S. imports from AGOA countries also entered duty free under GSP; such
imports represented about 8 percent of all imports over 2008-13.%° Altogether, duty-free U.S.
imports under AGOA, GSP, and NTR represented 94 percent of all U.S. imports from countries

% Including GSP for least-developed beneficiary developing countries, or LDBDCs. GSP LDBDCs are different from
AGOA lesser-developed beneficiary sub-Saharan African countries (also abbreviated as LDBCs). See chapter 1 for
more information.
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eligible for AGOA preferences during 2008—13. Major imports under GSP in 2013 included crude
petroleum (from least-developed beneficiary developing countries, or LDBDCs); ferroalloys;
aluminum plates, sheets, and strips; and cocoa paste. Major imports entering duty free under
NTR included platinum, diamonds, cocoa beans, natural rubber, and acyclic hydrocarbons.

Table 2.1 U.S. imports for consumption from AGOA countries, by special import program and rate
provision status, 2001, 2005, and 2008-13

Program 2001 2005 2008 2009 2010 2011 2012 2013
Million $
NTR
Dutiable 3,231.4 696.1 1,822.4 2,019.6 3,957.8 4,101.1 4,332.3 3,471.5
Duty-free 4,886.1 6,037.4 9,312.3 5,781.7 8,857.5 10,655.2 8,188.0 7,873.1
AGOA 7,579.2 32,743.1 56,373.7 28,050.3 38,664.8 51,883.1 32,747.7 24,797.9
GSP 586.9 5,403.3 9,885.2 5,659.0 5,605.1 1,956.8 2,144.2 2,017.9
Other® 41.3 57.5 96.6 70.3 41.3 42.8 44.5 47.7
Total 16,324.8 44,937.4 77,490.1  41,580.9 57,126.6  68,638.9 47,456.6 38,208.1
% of total
NTR
Dutiable 19.8 1.5 2.4 4.9 6.9 6.0 9.1 9.1
Duty-free 29.9 13.4 12.0 139 15.5 15.5 17.3 20.6
AGOA 46.4 72.9 72.7 67.5 67.7 75.6 69.0 64.9
GSP 3.6 12.0 12.8 13.6 9.8 2.9 45 5.3
Other® 0.3 0.1 0.1 0.2 0.1 0.1 0.1 0.1
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: USITC DataWeb/USDOC (accessed February 18, 2014).

Notes: ? “Other” includes imports under other programs, such as the Civil Aircraft Agreement. AGOA eligibility varies by year,
and the list of AGOA countries is unique for each year. Table 1.1 provides a comprehensive list of AGOA eligibility by
beneficiary country and year between 2000 and 2013.

During 2001-08, duty-free U.S. imports from AGOA beneficiary countries grew under both
preference programs as well as under NTR. However, in 2009, imports fell in all three categories
because of the economic recession in the United States. Whereas duty free imports under
AGOA and NTR rebounded in 2010 and 2011, imports under GSP dropped, primarily reflecting a
sharp decline in imports of crude petroleum under GSP (for LDBDCs) from $8.1 billion in 2008 to
$0.3 billion in 2011.%" In 2012, U.S. imports under GSP went up slightly as imports of crude
petroleum from GSP LDBDCs rose, while duty-free imports under AGOA and NTR fell sharply in
2012 and again in 2013. U.S. imports under AGOA fell because of a large decline in crude
petroleum imports, especially from Nigeria. Duty-free imports under NTR also dropped because
of significant declines in some NTR-free imports, such as platinum, diamonds, and petroleum
gases and other gaseous hydrocarbons.

® Authorization for the GSP program lapsed on December 31, 2010, causing duties to be applied starting on
January 1, 2011 until its reauthorization on November 5, 2011. However, duties were subsequently refunded
retroactively.
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Duties are collected on some U.S. imports from AGOA beneficiary countries. In 2013,

9.1 percent of U.S. imports from AGOA countries entered dutiable under NTR. In addition,
duties were collected on some imports that were eligible for duty-free treatment under AGOA,
including certain crude and non-crude petroleum products. Of the total $12.9 million in import
duties that AGOA beneficiary countries paid in 2012, about $10.8 million were collected on
AGOA-eligible products.®® Various factors may have contributed to this phenomenon; for
example, these exports may not have met rules of origin requirements (e.g., tuna loins),
exporters may not have submitted the required documents and/or requested preferential
treatment, or shippers may have received refunds for duties paid at a later time.

U.S. imports under AGOA® increased from $7.6 billion in 2001 to $24.8 billion in 2013, and
while volatile, grew roughly 10 percent annually on average (figure 2.2). During 2001-13, crude
petroleum accounted for almost 90 percent of U.S. imports under AGOA.** U.S. imports under
AGOA of products other than crude petroleum grew from S1 billion to almost $5 billion over
this period (figure 2.3). U.S. imports under AGOA of manufactured goods, including electronics,
machinery, transportation equipment, chemicals, and miscellaneous manufactured goods,
experienced the largest growth after crude petroleum, increasing from S0.2 billion in 2001 to
$2.2 billion in 2013. Imports of natural resources products under AGOA increased by $1.1 billion
since 2001 (primarily made up of refined petroleum products) to reach $1.4 billion in 2013.
Although U.S. imports of textiles and apparel under AGOA increased from 2001 to 2013, the
value of these imports fell from a peak of $1.6 billion in 2004 to $0.9 billion in 2013. U.S.
imports of agricultural products under AGOA rose slowly, remaining below $262 million
annually.

®2 The United States imported $39.2 billion from AGOA countries under those tariff lines that were eligible for
AGOA or GSP preferences in 2012. However, not all of these imports entered under AGOA or GSP. About 88.9
percent of these eligible imports, or $34.9 billion, entered the United States under AGOA and GSP (see table 2.1).
About 0.1 percent, or $0.04 billion, entered the United States either NTR duty-free or under other duty-free
programs. The remaining 11.0 percent, or $4.3 billion, entered the United States dutiable under NTR, and about
$10.8 million of import duties were collected on these imports. USITC DataWeb /USDOC.

83 “y.S. imports under AGOA” refers to U.S. imports from AGOA beneficiary countries for which AGOA preference
is claimed.

% Out of a potential 6,757 HTS 8-digit tariff lines that are eligible for duty-free treatment under AGOA and GSP,
AGOA countries exported to the United States under just 1,655 tariff lines in 2012. USITC DataWeb/USDOC.

48



Figure 2.2 U.S. imports under AGOA, 2001-13
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Source: USITC DataWeb/USDOC (accessed February 18, 2014).
Note: The data in this figure are based on the list of AGOA-eligible countries, which varies by year. For a complete list of AGOA-
eligible countries by year, see table 1.1.

Figure 2.3 U.S. imports under AGOA, excluding crude petroleum, 2001-13
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Source: USITC DataWeb/USDOC (accessed February 18, 2014).

Note: The data in this figure are based on the list of AGOA-eligible countries, which varies by year. For a complete list of AGOA-
eligible countries by year, see table 1.1. “Agriculture” includes all agricultural products; “manufacturing” includes electronics,
machinery, transportation equipment, chemicals, miscellaneous manufacturing, and special provisions items; “natural
resources” includes energy products (except crude petroleum), minerals and metals, and forest products; and
“textiles/apparel” includes textiles, apparel, and footwear.
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U.S. Imports of Crude Petroleum under AGOA

Imports of crude petroleum under AGOA rose steadily during 2001-08, and then fluctuated
sharply each year until 2013 (figure 2.2).°> The growth in the value of crude petroleum imports
under AGOA between 2001 and 2008 resulted from a combination of rising crude petroleum
prices and growing global demand. Between 2001 and 2008, the average unit value of U.S.
crude petroleum imports from AGOA countries rose from $25.54 per barrel to $103.28 per
barrel, increasing roughly 22 percent annually on average. This trend reflected rising global
demand (especially in emerging markets) and supply controls established by the Organization
of Petroleum Exporting Countries (OPEC). In the same time frame, U.S. demand for crude
petroleum also increased: the volume of U.S. imports from AGOA almost doubled, rising from
256 million barrels in 2001 to 496 million barrels in 2008 (close to 10 percent annually on
average). As a result, the value of U.S. crude petroleum imports under AGOA increased

34 percent annually on average, rising from $6.5 billion in 2001 to $51.2 billion in 2008.

After 2008, U.S. imports of crude petroleum under AGOA entered a period of instability.® First,
imports fell over 50 percent in 2009, dropping to $24.9 billion from $51.2 billion the previous
year. This decline is associated with the economic downturn in the United States, which
significantly curbed the U.S. demand for petroleum. At the same time, crude petroleum prices
plummeted in response to plentiful global supplies, in part caused by a breakdown in discipline
by certain OPEC members who failed to limit their production to OPEC-set levels.®’ Between
2009 and 2011, however, the value of U.S. imports of crude petroleum recovered quickly,
mostly due to stronger petroleum prices as the per-barrel price of U.S. crude petroleum
imports from AGOA countries rose from $64.40 to $112.90 over that period. Higher crude
petroleum prices resulted from rising demand, reflecting the improvement in the global
economy.

Finally, 2012 and 2013 again saw significant drops in U.S. imports of crude petroleum under
AGOA, which fell to $20.0 billion in 2013 from $47.4 billion in 2011. This drop followed the

% Crude petroleum is classified under H52709 and subject to 5.25-10.5 cent duties per barrel (or 0.1 percent ad
valorem equivalent) under NTR. U.S. imports of crude petroleum under AGOA are eligible for duty-free treatment.
The leading AGOA country exporters of crude petroleum to the United States in 2013 were Nigeria ($9.9 billion),
Angola ($5.9 billion), Chad ($2.4 billion), Gabon ($0.9 billion), and Congo, Rep. ($0.9 billion).

% several factors contributed to the volatility of crude petroleum prices during this period. These include OPEC
production and price limits; supply disruptions in Nigeria due to continued civil unrest; strikes in Angola and
Nigeria by crude petroleum field workers over working conditions and pay; geopolitical tensions associated with
events in Iran; increased demand in countries such as India and China; and the embargo on Syrian crude
petroleum. Makan, “Oil Price Held High by Supply Disruptions,” August 9, 2013; Reed, “OPEC, Foreseeing No Glut,
Keeps Oil Production,” December 4, 2013; U.S. Department of Energy, Energy Information Administration, “Short-
term Energy Outlook,” December 10, 2013.

% U.S. Department of Energy, Energy Information Administration, “What Drives Crude Prices?” January 8, 2014.
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increase in U.S. domestic crude production, coupled with lower domestic demand for
petroleum products that reflected the continued weakness of the U.S. economy. In addition,
production disruptions in Nigeria were reflected in a sharp drop in exports of Nigerian crude
petroleum to the United States: these exports fell from $30.2 billion in 2011 to $9.9 billion in
2013.%

U.S. Imports under AGOA of Products Other than
Crude Petroleum

U.S. imports under AGOA of products other than crude petroleum grew considerably in the 12
years following AGOA’s launch, from $1 billion in 2001 to $4.8 billion in 2013 (table 2.2). These
imports were highly concentrated in three sectors—transportation equipment, refined
petroleum products, and apparel—accounting for about 89 percent of total U.S. imports under
AGOA during 2001-13. U.S. imports under AGOA of agricultural products and of minerals and
metals each accounted for an additional 5 percent share in this period.

Transportation equipment made up 44 percent of the value of U.S. non-crude petroleum
imports under AGOA in 2013, and motor vehicles accounted for almost all of the imports in this
sector. In 2001, U.S. imports of motor vehicles under AGOA totaled $238 million. In the
following years, imports increased by about 20 percent annually, reaching a record $2.1 billion
in 2013. U.S. imports of motor vehicles under AGOA consisted almost exclusively of passenger
vehicle imports from South Africa, but also included $2.6 million in chassis and bodies from
South Africa in 2013.

The United States has imported a variety of refined petroleum products under AGOA, mostly
distillate and residual fuel oils and naphthas.® In 2013, refined petroleum products accounted
for 26 percent ($1.2 billion) of U.S. imports under AGOA. Nigeria was the primary supplier,
accounting for 76 percent of such imports, followed by Angola (12 percent). In addition, there
were occasional small shipments under AGOA of low-octane gasolines and blend stocks from
Cameroon, Chad, Gabon, and Ghana.

%8 U.S. Department of Energy, Energy Information Administration, “Petroleum Supply Monthly,” January 30, 2014;
Oil and Gas Journal, “EIA: U.S. to Approach Highest Petroleum Production Level,” December 23, 2013.
69 . . e . . . .

Naphthas are petroleum fractions similar to gasolines and kerosenes used in solvents and paint thinners or as a
raw material in the production of organic chemicals.
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Table 2.2 U.S. imports under AGOA (excluding crude petroleum) by sector; 2001, 2005, and 2008-13

Sector 2001 2005 2008 2009 2010 2011 2012 2013
Million $
Transportation equipment 241.2 138.1 1,821.3 1,369.3 1,538.7 2,040.6 1,928.7 2,121.2
Motor vehicles 238.0 1343 1,811.6 1,366.1 1,532.1 2,032.7 1,919.2 2,115.7
Refined petroleum products 2789 1,625.8 1,550.4 513.9 621.5 1,063.4 1,348.0 1,236.1
Textiles and apparel 3559 1,419.0 1,137.0 914.2 726.9 855.3 814.8 907.6
Apparel 3559 1,419.0 1,136.9 914.0 726.9 855.0 814.5 907.1
Agricultural products 59.0 151.7 162.1 168.0 222.2 220.0 247.6 261.6
Citrus fruit 19.8 46.3 40.9 38.3 48.8 43,9 50.5 61.6
Edible nuts 7.3 26.6 15.9 18.9 44.2 53.6 64.5 58.0
Wine and certain other fermented 4.1 27.4 30.3 26.5 29.8 30.7 45.1 51.8
beverages
Unmanufactured tobacco 8.2 5.6 11.9 28.9 32.3 39.9 40.8 36.8
Ethyl alcohol for nonbeverage purposes 11.4 19.4 23.5 17.4 22.9 17.0 17.0 16.8
Fruit and vegetable juices 0.8 4.6 11.0 13.5 134 11.8 10.8 8.1
Minerals and metals 91.2 73.6 370.3 95.6 146.2 212.7 221.3 202.9
Ferroalloys 28.1 62.8 367.4 87.4 141.9 204.5 197.4 180.0
Certain base metals and chemical 0.0 10.0 2.7 6.0 4.2 8.0 23.7 22.7
elements
Chemicals and related products 3.8 44.7 78.0 41.2 44.4 52.7 63.3 62.3
Miscellaneous chemicals and specialties 0.0 32.7 73.8 38.1 40.5 47.5 54.4 60.7
Footwear 0.2 1.9 0.7 0.5 0.4 0.8 7.3 19.8
Miscellaneous manufactures 0.3 3.8 3.7 2.0 4.1 33 2.8 2.6
Forest products 0.1 0.2 0.1 0.1 0.0 0.1 0.1 0.1
Electronic products 0.0 0.1 0.0 0.2 0.0 0.1 0.0 0.0
Machinery 0.0 0.3 0.3 0.1 0.0 0.0 0.0 0.0
Total 1,030.6 3,459.2 5,123.8 3,105.2 3,304.5 4,449.0 4,634.0 4,814.1
% of total

Transportation equipment 23.4 4.0 35.5 44.1 46.6 45.9 41.6 44.1
Refined petroleum products 27.1 47.0 30.3 16.6 18.8 23.9 29.1 25.7
Textiles and apparel 34.5 41.0 22.2 29.4 22.0 19.2 17.6 18.8
Agricultural products 5.7 4.4 3.2 5.4 6.7 4.9 5.3 5.4
Minerals and metals 8.8 2.1 7.2 3.1 4.4 4.8 4.8 4.2
All other 0.4 1.5 1.6 1.4 1.5 1.3 1.6 1.8
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: USITC DataWeb/USDOC (accessed February 18, 2014).
Note: The data in this table are based on the list of AGOA-eligible countries, which varies by year. For a complete list of AGOA

eligible countries by year, see table 1.1.

Apparel was the leading non-petroleum product category imported under AGOA at the

beginning of the program, but has dropped in rank and value since then.”® The United States

imported apparel valued at $907 million under AGOA in 2013; Slacks and trousers (“bottoms”),

men’s cotton woven shirts, and knit tops were the largest categories of U.S. apparel imports

under AGOA in 2013, and roughly two-thirds of apparel imports were cotton products. Lesotho,

Kenya, and Mauritius were the largest suppliers, accounting for 90 percent of imports in 2013.

7% Textiles make up a small share of U.S. imports under AGOA.
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U.S. agricultural imports under AGOA accounted for about 5 percent of the value of all non-
crude petroleum imports in 2013, a share that has been fairly constant since the beginning of
the program. In 2013, agricultural imports reached $262 million, the highest level during 2001-
13. Citrus fruit (562 million), edible nuts ($58 million), wine (552 million), and unmanufactured
tobacco ($37 million) were the major categories of agricultural products imported in 2013, with
imports of edible nuts and wine recording the fastest growth. U.S. imports of wine and
unmanufactured tobacco under AGOA have grown steadily since 2001, while imports of citrus
fruit peaked at $63 million in 2006 and have averaged $49 million per year in the past five
years. U.S. imports of edible nuts under AGOA fluctuated until 2007, then increased during
2008-13, climbing by 265 percent over that six-year period. Edible nuts imports consisted
primarily of shelled macadamia nuts from Kenya, Malawi, and South Africa and other shelled
nuts from South Africa. Nearly all U.S. imports of both citrus fruit and wine under AGOA came
from South Africa, and 96 percent of U.S. unmanufactured tobacco imports under AGOA were
sourced from Malawi in 2013.”

The value of U.S. minerals and metals imports under AGOA grew from $91 million in 2001 to
$203 million in 2013, accounting for 4 percent of the value of all U.S. imports under AGOA. The
great majority of these imports of minerals and metals—$180 million worth—were standard
ferromanganese from South Africa, an iron alloy that the United States imports to meet
domestic demand for use in steel production. Unwrought manganese flake (often used in
aluminum, welding, and other products) from South Africa accounted for an additional

$23 million of U.S. mineral and metal imports under AGOA in 2013. Other mineral and metal
imports amounted to about $0.2 million in 2013 and were primarily glassware and ceramic
household products, 91 percent of which came from South Africa.

U.S. Imports under AGOA by Beneficiary Country

Just two countries, South Africa and Nigeria, represented 73 percent of all U.S. noncrude
petroleum imports under AGOA in 2013; South Africa accounted for 54 percent and Nigeria for
20 percent (table 2.3). These two countries have been consistently large users of the AGOA
program, primarily due to the size of South Africa's manufacturing sector and Nigeria’s
petroleum production. U.S. imports under AGOA from South Africa totaled $2.6 billion in 2013,
of which $2.1 billion were motor vehicles, specifically automobiles. Ferromanganese also
accounts for a large share of U.S. imports under AGOA from South Africa, totaling $180 million

"L A U.S. tariff-rate quota of 12,000 metric tons is applied to tobacco imports from Malawi. The quota fill rate was
about 70 percent on average during 2008—12. No other AGOA-eligible country is allocated a quota. U.S. Customs
and Border Protection, “Historical Tariff-Rate Quota/Tariff Preference Level Fill Rates,” (accessed February 25,
2014).
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Table 2.3 U.S. imports under AGOA (excluding crude petroleum) by country 2001, 2005, and 2008-13

Country 2001 2005 2008 2009 2010 2011 2012 2013
Million $

South Africa 417.3 455.3 2,427.7 1,642.9 1,902.1 2,458.2 2,384.1 2,578.2
Nigeria 1914 1,194.9 1,294.1 394.6 551.1 828.4 934.0 942.1
Kenya 55.1 272.1 252.2 205.0 220.6 288.3 287.7 336.5
Lesotho 129.5 388.3 338.8 277.0 280.3 314.3 300.6 320.8
Mauritius 38.9 146.8 97.3 98.7 117.9 156.0 160.0 187.9
Congo, Rep. 37.1 109.5 27.5 19.1 0.0 9.8 40.3 144.3
Angola 0.0 99.6 96.1 38.1 0.0 0.0 216.7 96.4
All other 161.3 792.7 590.1 429.8 232.5 394.1 310.4 207.4

Total 1,030.6 3,459.2 5,123.8 3,105.2 3,304.5 4,449.0 4,634.0 4,814.1

% of total

South Africa 40.5 13.2 47.4 52.9 57.6 55.3 51.4 53.6
Nigeria 18.6 34,5 25.3 12.7 16.7 18.6 20.2 19.6
Kenya 53 7.9 4.9 6.6 6.7 6.5 6.2 7.0
Lesotho 12.6 11.2 6.6 8.9 8.5 7.1 6.5 6.7
Mauritius 3.8 4.2 1.9 3.2 3.6 3.5 3.5 3.9
Congo, Rep. 3.6 3.2 0.5 0.6 0.0 0.2 0.9 3.0
Angola 0.0 2.9 1.9 1.2 0.0 0.0 4.7 2.0
All other 15.6 22.9 11.5 13.8 7.0 8.9 6.7 4.3

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: USITC DataWeb/USDOC (accessed February 18, 2014).
Note: The data in this table are based on the list of AGOA-eligible countries, which varies by year. For a complete list of AGOA-
eligible countries by year, see table 1.1.

in 2013. Other major U.S. imports from South Africa under AGOA include chemicals, citrus fruit,
wine and other fermented beverages, macadamia nuts, and base metals and chemical elements
(primarily unwrought manganese flake). In 2013, the United States imported $941 million in
refined petroleum products from Nigeria under AGOA. Other major U.S. imports under AGOA
from Nigeria in 2013 were hides, skins, and leathers ($0.9 million).

Other major sources of imports under the AGOA program include Kenya, Lesotho, Mauritius,
the Republic of the Congo, and Angola. In 2013, U.S. imports under AGOA from Lesotho, the
Republic of the Congo, and Angola each consisted of single product categories: over

$321 million in apparel products from Lesotho, $144 million in refined petroleum products from
the Republic of the Congo, and $96 million in refined petroleum products (exclusively distillate
and residual fuel oil derived from petroleum or oils from bituminous minerals) from Angola.
The primary imports from Kenya under AGOA were apparel (5305 million in 2013); other major
imports from Kenya were edible nuts (524 million), cut flowers ($3 million), fruit and vegetable
juices (S1 million), and sporting goods ($1 million). Major imports from Mauritius under AGOA
included apparel (5187 million) and cereals (S0.5 million). Non-crude U.S. imports under AGOA
by beneficiary country can be found in appendix E.
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AGOA Utilization by Beneficiary Country

AGOA utilization, defined as U.S. imports under AGOA from a beneficiary country as a share of
total U.S. imports from that country, was 65 percent in 2013 for trade in all products and across
all countries (table 2.4).”% In 2013, AGOA utilization (for all products) exceeded 90 percent for
only three beneficiary countries: Chad (99 percent), Swaziland (92 percent), and Nigeria

(91 percent). The utilization rate exceeded 80 percent for an additional three countries: Gabon,
Lesotho, and the Republic of the Congo. Meanwhile, South Africa, the largest source for U.S.
imports under AGOA, had a utilization rate of just 31 percent in 2013. Also, 24 out of the 39
beneficiary countries in 2013 reported utilization rates of 10 percent or less, and 21 countries
had utilization rates of 1 percent or less. Low utilization rates can stem from many different
factors. For example, 12 countries with exports to the United States had no exports under
AGOA. Also, countries supplying mostly products that are already duty free under NTR or under
GSP have low utilization rates.

When crude petroleum imports are excluded from the calculation, the overall utilization rate
falls to 31 percent. This difference in utilization rates indicates the importance of AGOA
preferences for U.S. imports of crude petroleum from the region. For example, the utilization
rate for Nigeria drops from 91 percent to 50 percent when crude petroleum is excluded from
the calculation, and for Angola it drops from 67 percent to 11 percent. Of total U.S. imports
from Chad, only crude petroleum receives AGOA preferences, so its utilization rate falls to

0 percent when crude petroleum is not considered.

72 For this discussion, utilization rates were calculated as the ratio of U.S. imports that claimed AGOA preferences
to total U.S. imports from an AGOA country, regardless of whether those products were eligible for AGOA
preferences. Another way of assessing AGOA utilization is to calculate the ratio of AGOA country exports that claim
AGOA preferences to that AGOA country’s exports of products eligible for the AGOA program. For an assessment
of AGOA utilization calculated this way, see chapter 7.
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Table 2.4 AGOA utilization rates, including and excluding crude petroleum, by beneficiary country, 2013

(%)
Country Utilization rate Utilization rate Country Utilization rate  Utilization rate
including all excluding crude including all excluding crude
products petroleum products petroleum
Angola 67.4 11.0 Malawi 73.7 73.7
Benin 0.0 0.0 Mauritania 0.0 0.0
Botswana 2.1 2.1 Mauritius 55.6 55.6
Burkina Faso 0.1 0.1 Mozambique 1.8 1.8
Burundi 0.0 0.0 Namibia 0.0 0.0
Cameroon 13.3 13.3 | Niger @ 2
Cape Verde 6.9 6.9 Nigeria 90.6 50.2
Chad 99.4 0.0 Rwanda é @
Comoros 0.0 0.0 Sao Tomé and Principe 0.0 0.0
Congo, Rep. 82.2 39.4 Senegal 0.1 0.1
Cote d'Ivoire @ ®  |seychelles 0.0 0.0
Djibouti 0.0 0.0 Sierra Leone 0.0 0.0
Ethiopia 16.4 16.4 South Africa 30.7 30.7
Gabon 88.5 12.6 South Sudan 0.0 0.0
Gambia 0.0 0.0 Swaziland 91.6 91.6
Ghana 0.9 1.1 Tanzania 14.7 14.7
Guinea @ ®  |Togo 0.0 0.0
Kenya 77.9 77.9 Uganda 0.1 0.1
Lesotho 89.4 89.4 |Zambia @ ?
Liberia 0.0 0.0 Overall 64.9 30.6

Source: USITC DataWeb/USDOC (accessed February 18, 2014).

Notes: ® = Less than 0.05.

AGOA/GSP Growth Products

During 2000—-2013, a relatively small number of products accounted for the bulk of the growth

in value, in absolute terms, of U.S. imports from AGOA beneficiaries under AGOA and GSP

provisions.73 Since AGOA was established as a program for SSA countries that builds on GSP,

this section analyzes absolute growth in U.S. imports under both programs together. Table 2.5

presents a ranking of the top 25 “growth product” groups.

73 This growth represents the absolute difference between the value of imports in 2000 and 2013 and does not
reflect nonlinear variations during the period.
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Table 2.5 U.S. imports from AGOA-eligible countries under AGOA and GSP (excluding crude petroleum),

by leading growth product, 2000-2013

Compound

annual

Absolute growth

growth rate

Product 2000 2005 2010 2013 2000-2013 2000-2013
Million $ Percent

Motor vehicles 0.0 1343 1,532.1 2,115.7 2,115.7 @
Refined petroleum products 1.4 1,784.3 621.5 1,297.2 1,295.8 76.6
Apparel 0.7 1,419.7 727.2 907.4 906.7 81.2
Ferroalloys 171.7 277.2 596.0 530.4 358.7 9.9
Aluminum mill products 56.6 153.9 160.2 189.3 132.7 10.6
Cocoa, chocolate, and confectionery 4.4 2.4 67.3 122.8 118.4 31.9
Miscellaneous inorganic chemicals 79.3 164.0 180.1 175.9 96.6 6.9
Certain organic chemicals 17.4 62.4 100.5 103.1 85.7 16.0
Edible nuts 0.5 30.7 48.8 62.3 61.8 48.7
Citrus fruit 0.0 46.4 48.8 61.7 61.7 @
Wine and certain other fermented beverages 0.1 32.1 38.6 61.4 61.3 68.6
Miscellaneous chemicals and specialties 0.2 32.9 40.8 60.7 60.6 64.7
Copper and related articles 7.6 6.6 7.3 57.8 50.2 18.4
Internal combustion piston engines, other than for aircraft 2.3 35.6 40.7 25.3 23.0 22.2
Certain base metals and chemical elements 0.2 10.6 5.5 23.0 22.8 46.0
Footwear 0.0 1.9 0.4 20.0 20.0 @
Ethyl alcohol for nonbeverage purposes 0.0 19.4 22.9 16.8 16.8 @
Prepared or preserved vegetables, mushrooms, and olives 1.1 5.2 11.2 16.5 15.3 25.0
Unmanufactured tobacco 24.1 36.2 37.2 37.7 13.6 3.8
Precious jewelry and related articles 22.4 56.0 24.3 33.5 11.1 3.4
Optical goods, including ophthalmic goods 33 7.3 15.5 12.4 9.1 11.6
Dried fruit other than tropical 0.0 2.4 10.1 8.7 8.7 @
Ships, tugs, pleasure boats, and similar vessels 5.1 11.2 16.3 13.0 79 8.1
Electric sound and visual signaling apparatus 0.6 2.7 0.1 7.6 7.1 24.3
Fruit and vegetable juices 1.4 4.9 13.4 8.4 6.9 15.8
All other 281.6 382.7 299.0 214.3 —67.3 2
Total 682.1 4,722.7 4,665.5 6,182.9 5,500.8 20.2

Source: USITC DataWeb/USDOC (accessed February 18, 2014).

Note: ® = Not applicable.

Not all products in these groups actually entered the United States under AGOA and/or GSP provisions; indeed, as

shown in figure 2.4, the share of total U.S. imports from AGOA-eligible partners that entered under these

provisions varied significantly from group to group during 2000-2013. These shares are determined largely by the
duty status of non-AGOA/GSP products in a particular product group. For example, most of the U.S. imports from
AGOA beneficiaries of products included in the cocoa, chocolate, and confectionery group consists of cocoa beans,
which have a NTR duty rate of free and therefore do not enter under AGOA or GSP provisions. In contrast, most
U.S. imports of products in the motor vehicles product group did enter under a trade preference program (under
AGOA, in this case, because these goods are not GSP eligible).
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Figure 2.4 Share of U.S. imports from AGOA beneficiaries under AGOA, GSP, and other provisions
excluding crude petroleum), by leading growth product, 2000-2013
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The following section profiles each of the top 10 product groups in terms of the absolute
growth of U.S. imports from AGOA beneficiaries under AGOA and GSP provisions during 2000—
2013.”* Each profile provides a description of the items in the product group; shows the shares
of U.S. imports of these products under AGOA and GSP provisions in 2013; presents data on
U.S. imports from AGOA beneficiaries under AGOA and GSP provisions, by major products and
AGOA suppliers during 2008—13; and identifies key factors that contributed to growth during
the period.

’ The order of profiles presented below is based on the amount of absolute growth in the value of U.S. imports
from AGOA beneficiary countries between 2000 and 2013, beginning with the highest-growth group.
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Motor vehicles

. . . . Motor vehicles: U.S. imports under AGOA and GSP,
This product group includes passenger vehicles with

. . 2013 (share by value)
the primary purpose of transporting people, rather

than goods. These products include cars, sport-
utility vehicles, and minivans, but not pickup trucks.
This category also includes bodies for such vehicles,
which made up less than one-half of 1 percent of
imports in this category in 2013. The vast majority Passenger
of motor vehicles imported into the United States Vehicles ,
under AGOA/GSP were from South Africa. These 100%
were primarily luxury cars produced by BMW and
Mercedes. Nonpreferential U.S. imports in this
category are subject to an NTR duty rate of 2.5
percent ad valorem.

Source: USITC DataWeb/USDOC (accessed
February 26, 2014).

Motor Vehicles: Leading U.S. imports under AGOA and GSP, by product and key suppliers,
2000, 2005, 2008-13 (million $)

Product category

(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013
Vehicles for the transport South Africa 0 123 1,804 1,363 1,529 2,030 1,914 2,113
of persons (8703)

All other motor vehicles imported under 0 11 7 3 3 3 5 3
AGOA/GSP

Total motor vehicles imported under 0 134 1,812 1,366 1,532 2,033 1,919 2,116
AGOA/GSP

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).
Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth of Motor Vehicle
Imports under AGOA/GSP

A South African government program of
incentives for the motor vehicle industry helped
to increase South African exports of motor
vehicles, including to the United States. Before
1995, South Africa had an established motor
vehicle industry, but very little trade in passenger
vehicles, with only $110 million in exports and
nearly $377 million in imports. However, the
Motor Industry Development Programme (MIDP)-
—launched in 1995 and extended in 2013 as the
Automotive Production and Development
Programme (APDP)—created substantial
incentives to invest in the South African motor
vehicle industry and to produce both for export
and for the domestic market. As a result, total
South African imports and exports of passenger
vehicles, excluding pickup trucks, increased
significantly; exports to all markets reached nearly
$3.3 billion in 2013, while imports reached nearly
$5.5 billion.

The MIDP was designed to help South Africa’s
motor vehicle industry adjust to trade
liberalization by offering incentives to rationalize
production into a smaller range of products and
gain economies of scale by increasing exports. To
achieve these goals, the MIDP gradually reduced
tariffs on imports of vehicles and components;
imposed an export-import scheme that allowed
vehicle and components exporters to earn
tradable credits to offset duties on imported
vehicles and components; offered a duty
drawback program for exporters that provided
import duty rebates for components and
intermediate inputs used in exported vehicles;
and provided a duty-free allowance on imported
components of 27 percent of the value of vehicles
produced for the domestic market.

In addition, the MIDP created an investment
subsidy that offered import duty credits equal to

60

20 percent of the value of qualifying investments
in buildings, plant and machinery, and tooling,
over a five-year period. Since the implementation
of the MIDP, substantial investments have been
made in the South African motor vehicle industry.
The MIDP’s duty offsets encouraged global
manufacturers, including BMW, Daimler, Ford,
Toyota, and Volkswagen, to produce vehicles in
South Africa for export, and to use the offsets
earned by these exports to import other vehicles
into South Africa. MIDP support for investments
helped trigger over $300 million in investments
from BMW and Daimler in vehicle manufacturing
in South Africa.

Imports from car makers BMW and Daimler are
the primary reason U.S. imports from South Africa
increased from zero in 2000 to over $2.1 billion in
2013. Duty-free entry to the United States under
AGOA was likely an important factor in BMW’s
decision to begin exporting passenger vehicles
from South Africa to the United States in 2001 and
Daimler’s decision to export cars from South
Africa to the United States in late 2007. However,
Daimler has announced plans to produce the
same car type it currently produces in South Africa
in the United States in 2014, which would likely
eliminate or significantly reduce Daimler’s exports
of passenger vehicles from South Africa to the
United States.

Sources: BMW South Africa website,
http://www.bmwplant.co.za/Content/frame content.jsp
@ cont=http 3a 2f 2fhaf0gau02~5.htm (accessed
January 13, 2014); Borgenheimer, “Motor Industry

Development Program in South Africa,” November 30,
2010; GTIS, Global Trade Atlas (accessed January 24,
2014); Hartzenburg and Muradzikwa, “Transfer of
Technology for Successful Integration,” 2002; Itano, “U.S.
Pact Lifts South Africa Car Exports,” July 9, 2003;
Mercedes-Benz website http://www.mercedes-

benzsa.co.za/corporate-structure/mercedes-benz-south

africa/manufacturing-plant/ (accessed November 21,
2013); Pitot, “The End of MIDP” (accessed December 30,
2013); USITC DataWeb/USDOC (accessed November 26,
2013, and January 3, 2014).



http://www.bmwplant.co.za/Content/frame_content.jsp@%20cont=http%203a%202f%202fhaf0gau02%7E5.htm
http://www.bmwplant.co.za/Content/frame_content.jsp@%20cont=http%203a%202f%202fhaf0gau02%7E5.htm

Refined petroleum products

Refined petroleum products: U.S. imports under

The products in this group are processed from crude
petroleum; they include gasolines, kerosene, distillates,
liqguefied petroleum gas, asphalt, lubricating oils, diesel
fuels, and residual fuel oils, among others. The primary
refined petroleum products imported under AGOA are
distillate and residual fuel oils and naphthas. The
distillate fuel oils include diesel fuels and no. 1, no. 2,
and no. 4 fuel oils, which are used primarily for space
heating and electric power generation. Residual fuel
oils, known as no. 5 and no. 6 fuel oils, are used for
electric power production, space heating, vessel
bunkering, and various industrial purposes. Naphthas
are light distillates, blended with other materials to
produce high-grade motor gasoline or jet fuel and also
used as solvents and petrochemical feedstocks. Nigeria
and Angola are the primary AGOA-eligible suppliers of
U.S. imports of petroleum products; both are members
of the Organization of Petroleum Exporting Countries
(OPEC). The NTR rates of duty for refined petroleum
products are about 0.04 percent ad valorem.

AGOA and GSP, 2013 (share by value)

All other,

10% 50%

Distillate
and
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Source: USITC DataWeb/USDOC (accessed
February 26, 2014).

Naphthas,

Refined Petroleum Products: Leading U.S. imports under AGOA and GSP, by product and key

suppliers, 2000, 2005, and 2008-13 (million S)

Product category

(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013
Naphthas Nigeria 0 320 645 258 357 561 533 645
(2710.12.25) All other AGOA 0 78 14 3 0 55 21 0
beneficiaries
Subtotal 0 398 659 261 357 616 554 645
Distillate and residual Angola 0 182 333 38 0 0 276 158
fuel oils (2710.19.06) | Nigeria 0 753 511 48 32 76 114 170
Cameroon 0 69 73 45 69 137 59 36
All other AGOA 1 261 73 34 0 18 63 163
beneficiaries
Subtotal 1 1,265 990 165 101 231 512 527
All other refined petroleum products 0 121 138 88 164 216 341 125
imported under AGOA
Total refined petroleum products imported ! 1,784 1,787 514 622 1,063 1,407 1,297

under AGOA

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).
Note: Due to rounding, sums may not match totals. * U.S. import data show a small shipment of refined petroleum products
from Benin to the United States in 2000. This is likely a misclassification, as Benin had no refinery capacity during 2000-2013.
This shipment may have originated in Nigeria, the only AGOA-eligible country with refineries capable of producing goods for

export in 2000.
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Major Factors in the
Growth of Refined
Petroleum Product
Imports under AGOA/GSP

Rising, though volatile, prices for crude
petroleum, the feedstock used by refineries to
produce refined petroleum products, contributed
to the increase in value of U.S. imports of
petroleum products from AGOA-eligible countries
during 2000-2013, despite a decline in the
quantity of these imports over the same period
(see below).

The average price of U.S. imports of crude
petroleum products from AGOA-eligible countries
(primarily Nigeria and Angola) increased from

$23 per barrel in 2000 to $128 in 2013. The
volatility of crude petroleum prices in this period
is the result of OPEC production and price limits,
supply disruptions in Nigeria due to continued civil
unrest, strikes in Angola and Nigeria by crude
petroleum field workers over working conditions,
tensions between the West and Iran, increased
demand in countries such as India and China, and
an embargo on Syrian crude petroleum.

By value, U.S. imports of refined petroleum
products from AGOA-eligible countries peaked in
2005, reaching a record high of $1.8 billion, then
fell through the rest of the period to $1.3 billion in
2013 —still much higher than the $279 million in
2001. While the value of U.S. imports of these
goods from AGOA-eligible countries showed an
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overall increase during 2000-2013, the quantity
declined from 12.8 million barrels in 2000 to
10 million barrels in 2013.

During 2000-2013, Nigeria was a net importer of
refined petroleum products. Although Nigeria has
four refineries, their capacity utilization rate
hovers around 16—18 percent. These rates are
low due to operational failures, fires, and
sabotage, mainly of pipelines leading from the
wellhead to the refineries. The four refineries
have a combined crude petroleum distillation
capacity of 445,000 barrels per day, an amount
which could satisfy Nigerian demand for these
products if the refineries operated at full or near-
full capacity.

Angola has a single refinery, built in 1955 by
Petrofina (a Belgian energy company that is now a
subsidiary of Total). With a capacity of 39,000
barrels per day, this refinery cannot process the
heavy crudes produced in Angola, only the lighter
crudes that are imported. Consumption of refined
petroleum products in Angola remains low due to
low levels of economic development. Thus
Angolan production is mainly exported, primarily
to the United States and the EU. Angola currently
accounts for less than 0.5 percent of total U.S.
imports of refined petroleum products.

Sources: Oil and Gas Journal, “Worldwide Refining
Capacities Report,” December 2, 2013; U.S. Department of
Energy, Country Analysis Brief: Angola, February 5, 2014;
U.S. Department of Energy, Country Analysis Brief: Nigeria,
December 30, 2013.



Apparel

This product group includes a wide range of knit,
woven, and other apparel, such as suits, coats, tops,
trousers, underwear and nightwear, dresses, ski
apparel, and swimwear. The largest categories of
U.S. apparel imports under AGOA in 2013 were
“bottoms,” including men’s trousers. Roughly two-
thirds of total U.S. apparel imports under AGOA
were cotton products. Lesotho, Kenya, Mauritius,
and Swaziland accounted for the vast majority of all
U.S. imports under AGOA in 2013. The NTR rates of
duty for these goods range from 2.6 to 32 percent
ad valorem.

Apparel: U.S. imports under AGOA and GSP, 2013
(share by value)
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Source: USITC DataWeb/USDOC (accessed February 26,
2014).

Apparel: Leading U.S. imports under AGOA and GSP, by product and key suppliers, 2000, 2005,

and 2008-13 (million S)

Product category

(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013
Bottoms (6103.43, Lesotho 0 195 170 142 161 191 186 191
6104.62, 6104.63, Kenya 0 197 164 120 111 134 147 154
6203.42, 6204.62, and
6204.63) Swazilan 0 75 65 52 44 37 31 21
All other AGOA 0 214 161 137 40 37 27 27
Beneficiaries
Subtotal 0 680 560 450 356 399 389 393
Shirts  (6105.10, Mauritius 0 85 69 63 76 117 130 153
6105.20, 6109.10, Lesotho 0 25 40 39 39 53 53 55
6109.90, 6205.20)
Kenya 0 15 16 10 8 26 25 40
All other AGOA 0 55 61 42 10 15 15 15
Beneficiaries
Subtotal 0 179 186 154 133 212 224 263
Sweaters (6110.20, Lesotho 0 137 101 70 54 48 42 48
6110.30) Kenya 0 19 36 35 46 45 35 53
Swaziland 0 45 33 24 29 16 12 9
All other AGOA 0o 173 68 52 21 27 14 17
Beneficiaries
Subtotal 0 374 238 181 151 137 103 126
All other apparel products imported under AGOA <1 <1 187 154 129 87 108 99
Total apparel products imported under AGOA <1 1,420 1,137 914 727 855 815 907

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014)

Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth of U.S. Apparel
Imports under AGOA/GSP

Duty-free access to the U.S. market under AGOA,
combined with a liberal rule of origin for apparel
for certain lesser-developed beneficiary countries
(LDBCs), was a major factor in the growth of U.S.
apparel imports from AGOA countries. Rapid
growth occurred mainly from 2000 to 2005, when
U.S. imports under preferences grew from
$726,000 to $1.4 billion. Investors from quota-
constrained suppliers, such as China and Taiwan,
invested in factories in AGOA countries to take
advantage of the quota-free access to the U.S.
market. In addition to the duty-free, quota-free
U.S. market access, certain AGOA beneficiaries
received a special third-country fabric exemption,
which allowed AGOA countries to use fabric
sourced from anywhere and still qualify for AGOA
preferences. Over 93 percent of U.S. imports of
apparel (by value) under AGOA entered under this
“third-country fabric provision” in 2013.

The end of developed-country textile and apparel
import quotas in 2005 undermined U.S. apparel
imports from AGOA countries. Before 2005,
quotas limited the amount of lower-cost apparel
from quota countries that could enter the U.S.
and other developed-country markets, while
AGOA beneficiaries had quota-free access to the
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U.S. market. After 2005, U.S. imports of apparel
under AGOA fell, in part from the rise in U.S.
market shares of Asian apparel suppliers that
obtained new quota-free access to the U.S.
market and displaced less competitive AGOA
country suppliers. Some Asian investors with
apparel facilities in AGOA countries closed them
after 2005. During 200513, U.S. imports of
apparel under AGOA decreased on average by
7 percent per year, to $907 million in 2013.

Uncertainly caused by last-minute and short-term
renewals of the AGOA third-country fabric
provision may have also contributed to the
decline in U.S. apparel imports under AGOA since
2005, since buyers place orders for apparel 6-12
months in advance. In addition, the provision has
been renewed for periods of only three to four
years, which industry sources state does not
provide the certainty needed to make new
investments or place new or increased orders in
the region.

Sources: USITC, Sub-Saharan Africa: Factors Affecting
Trade Patterns, 2007; DOC, ITA, OTEXA, “U.S. Imports
under Trade Preference Programs” (accessed February 3,
2014); USITC Data Web/USDOC (accessed November 26,
2013); GTIS, Global Trade Atlas database (accessed March
7, 2014); USITC, hearing transcript, January 14, 2014, 9, 20
(testimony of Somduth Soborun, ambassador of Mauritius
to the United States); ACTIF, “Impact of AGOA on the
Textile Industry,” November 2010; ACTIF,
“Competitiveness of the SSA Textile Sector,” 2010.



Ferroalloys

Products in this group are alloys of various metals
and iron that are used in steelmaking and other
ferrous metallurgy. Alloying elements are needed
to achieve desired physical properties in finished
steel products. The principal ferroalloys imported
from AGOA-eligible countries are ferromanganese,
silicomanganese, and ferrochromium. Because of
its abundance of suitable ore and well-developed
infrastructure, South Africa is a major world
producer and exporter of these alloys and is the
only AGOA beneficiary country with the current
capability to produce them. NTR duty rates for
these ferroalloys range from 1.5 to 3.9 percent ad
valorem.

Ferroalloys: U.S. imports under AGOA and GSP, 2013
(share by value)
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Source: USITC DataWeb/USDOC (accessed February 6,
2014).

Ferroalloys: Leading U.S. imports under AGOA and GSP, by product and key suppliers, 2000,

2005, 2008-13 (million $)

Product category (2012 HTS

code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013

Ferromanganese (7202.11, South Africa 20 98 446 114 195 246 238 205
7202.19)

Zambia 0 0 0 0 1 0 0 0

Subtotal 20 98 446 114 196 246 238 205

Silicomanganese (7202.30) South Africa 44 61 283 60 145 161 133 60

Ferrochromium (7202.41, South Africa 94 118 308 103 254 247 228 264
7202.49)

Ferrosilicon (7202.21) South Africa 14 0 0 <1 <1 2 6 1

Total ferroalloy imports under AGOA 172 277 1,037 277 596 656 605 530

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).

Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth in Ferroalloy
Imports under AGOA/GSP

Higher prices and volume growth contributed to
the rise in the value of U.S. imports of
ferrochromium and ferromanganese from South
Africa during 2000-2013. The average unit values
of these ferroalloys increased by 150 percent and
128 percent, respectively, over the period, and
the quantities increased by 11 percent and

41 percent, respectively. Higher prices reflected
stronger global demand for these alloys as global
steel production grew rapidly— 89 percent by
volume during 2000-2013. Prices for these
ferroalloys peaked in 2008 and fell throughout the
rest of the period, but still stayed above their
prices from the early 2000s.

Rising prices also accounted for the increased
value of U.S. imports of silicomanganese from
South Africa during 2000-2013, as a 138 percent
increase in the average unit value of these imports
more than offset a 42 percent drop in their
quantity. Supply factors in South Africa
contributed to the drop in the volume of
silicomanganese imports. The production of
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ferroalloys depends on the availability of suitable
ore and of large amounts of competitively priced
electricity. Production of ferroalloys in South
Africa has been hampered in recent years by
restrictions on the availability of electricity, as the
state energy group, Eskom, negotiated
agreements with the ferroalloy producers to buy
back previously contracted supplies of electricity.
This disruption has resulted in reduced production
and some furnaces being shut down. The quantity
of U.S. imports of silicomanganese from South
Africa declined by 63 percent from 2008 through
2013.

During the same period, as global steel production
increased rapidly, steel production in the United
States declined from a peak level of 102 million
metric tons in 2000 to 87 million metric tons in
2013. Because the United States relies on imports
of these ferroalloys to meet domestic demand for
steel production, this decline in steel production
lowered U.S. demand for imports of certain
ferroalloys during the period.

Sources: USITC DataWeb/USDOC (accessed November 20,
2013, and November 26, 2013); World Steel Association,
Crude Steel Production, 1980-2012 (accessed January 24,
2014); International Manganese Institute, About Mn:
Production (accessed January 24, 2014); American Metal
Market, January 2008—November 2013.



Aluminum mill products

Products in this group are rolled, extruded, or
drawn from unwrought forms of aluminum or
aluminum alloys into various forms, such as bars,
wires, sheets, and pipes. Aluminum mill products
are intermediate inputs for a wide range of
downstream finished products in the construction,
electric power, electronic equipment, machinery,
packaging, and transportation equipment sectors.
The vast majority of aluminum mill products
imported into the United States under AGOA/GSP
are aluminum plates, sheets, and strips from South
Africa. NTR duty rates for these products range
from 2.7 to 6.5 percent ad valorem.

Aluminum mill products: U.S. imports under AGOA
and GSP, 2013 (share by value)
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Source: USITC DataWeb/USDOC (accessed February 26,
2014).

Aluminum mill products: Leading U.S. imports under AGOA and GSP, by product and key

suppliers, 2000, 2005, 2008-13 (thousand S)

Product category

(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013

Plates, sheets, and | Ghana 2,309 0 0 0 0 0 0 0

strips (7606) South 50,302 150,920 155,246 97,452 156,849 190,428 195,778 188,793

Africa

Subtotal 52,611 150,920 155,246 97,452 156,849 190,428 195,778 188,793

All other aluminum mill product 3,993 2,938 3,133 1,574 3,395 4,748 4,867 502
imports under AGOA

Total aluminum mill product 56,604 153,857 158,379 99,025 160,243 195,175 200,645 189,295

imports under AGOA

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).

Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth of Aluminum Mill
Products under AGOA/GSP

Higher prices and volume growth contributed to
the increased value of U.S. imports from South
Africa during 2000—-2013. The volume of U.S.
imports of aluminum plates, sheets, and strips
from South Africa under AGOA/GSP provisions
rose strongly, growing by 37,643 metric tons
(174.2 percent) between 2000 and 2013.
However, the value of these imports rose even
more strongly, growing by $138.5 million

(275 percent). London Metal Exchange (LME)
prices for unwrought aluminum have risen
significantly (by about $650-S700 per metric ton)
since the mid-2000s, due principally to expanding
global demand, particularly from China.

U.S. demand for aluminum plates, sheets, and
strips is driven by the various downstream
aluminum-consuming industries (e.g., aerospace,
appliances, construction, packaging, and
transportation). During 2000—2013, the share of
domestic consumption of these flat-rolled
aluminum products accounted for by U.S. imports
from all sources rose from 13 percent to

16 percent.

Before the AGOA program began, South Africa
was well positioned to capitalize on AGOA
provisions to export high-quality aluminum mill
products to the U.S. market because it (1) was a
long-established roller and extruder of aluminum,

68

(2) has ready access to both domestically smelted
unwrought aluminum and domestically generated
aluminum waste and scrap as feedstock, and (3)
has the largest and most sophisticated aluminum
industry in sub-Saharan Africa.

In addition, Hulett Aluminium (Hulamin), South
Africa’s sole producer of aluminum flat-rolled
products, upgraded its production capabilities and
expanded capacity at its melting and rolling
facilities during 1999-2000, reportedly to meet
growing domestic and global demand for plate
products. These investments enabled Hulamin to
quadruple its sales volumes to 200,000 metric
tons annually by summer 2006; diversify and
enhance its product mix; reduce its per-unit
production costs; and increase exports of its
higher-quality/higher-value output. Further
facility upgrades and expansions undertaken
during 2006-09 were expected to raise Hulamin’s
potential annualized sales volumes to 250,000
metric tons.

Sources: AFSA, “Aluminum Industry in SA, Overview,” n.d.;
AMM.com, “Pricing,” n.d.; Hulamin, “Hulett Alumium to
Expand Capacity,” October 11, 2006; Hulamin, “Hulett
Corporate—History,”

http://www.hulamin.co.za/about _hulamin/history.htm;

Hulamin, “Hulett Rolled Products—Home”
http://www.hulaminrolledproducts.co.za; Hulamin,

“Official Opening of Rolled Products Expansion,”
December 11, 2009; Metal Bulletin, “Hulett Aluminum to
Boost Rolled Product Output by 9%,” February 21, 2005;
Metal Bulletin, “Hulett Aluminium to Raise Rolling Capacity
by 20%,” October 12, 2006; Metal Bulletin, “Hulett Invests
for Growth,” January 11, 2001; WBMS, “Aluminum, U.S.A,,
2. Semi Manufactures,” December 2003—December 2012.


http://www.hulamin.co.za/about_hulamin/history.htm
http://www.hulaminrolledproducts.co.za/

Cocoa, chocolate, and confectionery

Cocoa products are derived from cocoa beans,
which are processed into intermediate products
including paste, butter, and powder. Final products
include chocolate and other food preparations
containing cocoa products. The principal products
imported under AGOA are cocoa paste and powder
from Céte d’lvoire and Ghana. The NTR duty rates
for cocoa paste and cocoa powder covered by
preferences for AGOA countries are less than 0.5
percent ad valorem.

Cocoa, chocolate, and confectionery: U.S. imports
under AGOA and GSP, 2013 (share by value)
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Source: USITC DataWeb/USDOC (accessed February 26,
2014).

Note: Chocolate and confectionery made up less than 1
percent of imports.

Cocoa, Chocolate, and Confectionery Products: Leading U.S. imports under AGOA and GSP, by
product and key suppliers, 2000, 2005, and 2008-13 (thousand $)

Product
category
(2012 HTS code)  Supplier 2000 2005 2008 2009 2010 2011 2012 2013
Cocoa paste Cote d’lvoire 0 0 0 0 0 42,745 83,785 71,818
(1803.20) Cameroon 2,646 19 5571 10,753 30,428 35960 32,594 21,104
All other AGOA 1,260 1,056 1,194 717 3,129 1,310 503 774
beneficiaries
Subtotal 3,906 1,075 6,765 11,470 33,557 80,015 116,883 93,697
Cocoa powder Ghana 48 36 235 7,548 32,943 29,136 31,445 16,813
(1805.00) Cote d'lvoire 0 0 0 0 0 5,384 9,964 11,716
Nigeria 0 0 0 4 0 0 0 0
Subtotal 48 36 235 7,552 32,943 34,520 41,409 28,529
Chocolate and South Africa 313 1,045 307 434 696 654 794 221
confectionery All other AGOA 144 224 31 73 66 63 77 327
products beneficiaries
(1806, 1704)
Subtotal 457 1,268 338 507 761 717 871 549
Total cocoa, chocolate, and 4410 2,379 7,338 19,529 67,262 115,252 159,163 122,775

confectionery imports under
AGOA

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).

Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth in Cocoa Product
Imports under AGOA/GSP

Rising U.S. and global demand for cocoa-
containing products bolstered demand for cocoa
paste and powder. Rising global incomes were
major factors in the cocoa product demand
increase, as was recognition of its health benefits.
U.S. producers source intermediate cocoa
products from a variety of origins, including AGOA
countries.

U.S. imports of cocoa, chocolate, and
confectionery from AGOA-eligible partners under
AGOA/GSP provisions rose substantially during
2000-2013, from 5,546 metric tons (valued at
$4.4 million) in 2000, to 37,516 metric tons
(valued at $122.8 million) in 2013. The rise in
import values outpaced quantity increases for the
various cocoa products, largely the result of cocoa
bean price increases during the period.

The growth in demand for cocoa-containing
products has contributed to an increase in global
cocoa bean and product prices. According to
International Cocoa Organization data, the
average monthly price for cocoa beans rose from
about $1,500 per metric ton in January 2005 to
about $2,400 per metric ton in December 2012.
Prices exceeded $3,500 per metric ton some
months in 2010, largely the result of supply
disruptions caused by civil strife in Cote d’Ivoire.
Concerns about supply risk in Céte d’Ivoire, by far
the world’s leading producer of cocoa beans, have
been long-standing and persistent. Other factors
contributing to the long-term rise in cocoa
product prices include improvements in quality (at
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the farm level, in transportation, and in storage)
and the establishment of sustainability and social
programs related to cocoa production. For
example, the industry in Ghana is directed by the
state cocoa board, COCOBOD, which implemented
measures to improve product quality, increase
farm yields, and raise farm gate prices.

Cocoa bean processing capacity in certain AGOA
countries has increased. Some AGOA country
governments have prioritized their cocoa
industries and introduced incentives to facilitate
the development and expansion of downstream
value-added cocoa processing. Major
transnational cocoa firms, such as Archer Daniels
Midland, Cargill, and Barry Callebaut, as well as
local operators, have established and expanded
cocoa-processing facilities in the region, with the
greatest concentration in Cote d’lvoire and Ghana.
Cocoa-processing capacity has risen by 50 percent
in Cote d’lvoire during 2008-12 and by

250 percent in Ghana during 2005-12. Africa has
accounted for an increasing share of global cocoa
processing in recent years, from 14 percent in
2005/06 to an estimated 19 percent in 2012/13.
Despite this growth, AGOA cocoa product
industries are facing increasing competition from
growing processing capacity in Asia (Indonesia)
and Latin America (Brazil).

Sources: Callebaut, “Barry Callebaut Inaugurates Second
Cocoa Bean Processing Line,” February 8, 2007; Cargill,
“Cargill Celebrates Five Years in Ghana,” November 5,
2013; George, “Structure and Competition,” November 21,
2012; Financial Times, “Processing Capacity Grinds Cocoa
Industry,” December 17, 2012; ICCO, Annual Report; ICCO,
Quarterly Bulletin of Cocoa Statistics; ICCO, “Statistics,”
http://www.icco.org/; TCC, Cocoa Barometer 2009, 2009;
TCC, Cocoa Barometer 2010, 2010; TCC, Cocoa Barometer
2012, 2012.



http://www.icco.org/

Miscellaneous inorganic chemicals

Inorganic chemicals in this group include elemental
metals, such as silicon, and simple compounds of these
metals and oxygen, sulfur, nitrogen, or chlorine. They
are used as inputs in the production of a wide variety of
precursor chemical products, which are then used to
make consumer goods, energy storage and generation
devices, and electronics, among other things. Although
a variety of inorganic chemicals are imported into the
United States from AGOA beneficiary countries, the
primary chemicals are silicon metal, manganese dioxide,
and vanadium oxides and hydroxides. Silicon metal is
used in the production process for lubricants and resins.
Manganese dioxide is used primarily in producing dry-
cell batteries, and vanadium oxides and hydroxides are
used as an upstream catalyst in the production process
for fertilizer. NTR rates of duty for these inorganic
chemicals range from 4.7 to 5.5 percent ad valorem.

Miscellaneous inorganic chemicals: U.S. imports under
AGOA and GSP, 2013 (share by value)
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Source: USITC DataWeb/USDOC (accessed February 26, 2014).

Miscellaneous Inorganic Chemicals: Leading U.S. imports under AGOA and GSP, by product and
key suppliers, 2000, 2005, and 2008-13 (million S)

Product category
(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013
Silicon, containing by weight | South Africa 31 51 89 54 83 114 97 86
less than 99.99 percent of
silicon (2804.69)
Manganese dioxide South Africa 17 0 19 29 36 45 33 27
(2820.10)
Vanadium oxides and South Africa 6 42 34 8 22 32 24 19
hydroxides (2825.30)
Certain miscellaneous South Africa 11 57 48 10 28 31 20 25
carbides (2849.90)
Other miscellaneous South Africa 14 15 14 8 10 31 43 20
inorganic chemicals All other AGOA 0 0 0o < 0o < <« <
beneficiaries

Subtotal 14 15 14 8 10 31 43 20

Total miscellaneous inorganic chemicals imports 79 164 205 109 180 252 216 176

under AGOA

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).

Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth of Miscellaneous
Inorganic Chemical
Imports under AGOA/GSP

Higher prices accounted for the increase in the
value of U.S. imports of silicon metal
(metallurgical or chemical grade) from South
Africa during 2000-2013, since import volumes
declined irregularly over the period. From 2000 to
2013, the quantity of silicon metal imported from
South Africa fell by 16 percent, but the average
unit value rose almost 150 percent, from

$1,090 per metric ton to almost $2,700 per metric
ton. South Africa is estimated to be the sixth-
largest producer and fourth-largest exporter of
silicon metal in the world, but is the largest among
AGOA countries. U.S. producers of chemicals such
as silanes and silicones are the primary consumers
of silicon metal, with the U.S. aluminum casting
industry being the second-largest. U.S.
consumption of silicon metal is influenced by the
demand for downstream chemical products, such
as certain rubbers, resins, and lubricants, and for
airplane and automobile aluminum parts.

Higher prices and volume growth contributed to
the increase in the value of U.S. imports of
manganese dioxide from South Africa during
2000-2013. The quantity imported from South
Africa rose by 7 percent over the period, but the
average unit value rose more—from $1,408 per
metric ton in 2000 to $2,046 per metric ton in
2013, or by 45 percent. South Africa has the
world’s largest identified manganese deposits
(about 75 percent of the global total) and is the
world’s largest exporter of manganese ore, from
which manganese dioxide is produced. It is the
second-largest global exporter of manganese
dioxide, behind China. The United States must
import to meet domestic demand, primarily from
dry cell battery makers. Increases in demand for
batteries during 2000-2013, as well as for
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manganese dioxide, have been small but
consistent from year to year.

Volume growth and much higher prices
contributed to the increase in U.S. imports of
vanadium oxides and hydroxides from South
Africa during 2000-2013. The quantity of
vanadium oxides and hydroxides imported from
South Africa grew 12 percent over the period, but
the average unit value grew much more—from
$4,739 per metric ton in 2000 to just more than
$13,000 per metric ton in 2013, or by 176 percent.
South Africa is the world’s second-largest
producer of vanadium, behind China, and
available data shows that South African vanadium
production increased significantly during 2000—
2012 (almost 30 percent). South Africa is the
third-largest global exporter of vanadium oxides
and hydroxides, behind China and Russia. Makers
of sulfuric acid are the primary U.S. consumers of
vanadium oxides and hydroxides. Demand for
sulfuric acid is influenced by the demand for
fertilizer, which fluctuates based on economic
factors in the agricultural sector.

Sources: USITC DataWeb/USDOC (accessed January 2014);
BIT Fondel, “Silicon Metal,” February 7, 2014.; CPM Group,
“Manganese Market Outlook,” February 2012; SEMI,
“Metallurgical-Grade Silicon Making Inroads in PV,”
February 4, 2014; Shakhashiri, “Chemical of the Week:
Phosphoric Acid, H3PO4,” February 6, 2008; Shakhashiri,
“Chemical of the Week: Sulfuric Acid, H2504,”

September 17, 2007; Suresh, “Sulfuric Acid,” July 2012;
Suresh, Schlag, and Inoguchi, “Inorganic Color Pigments,”
February 2011; USDOI, USGS, Mineral Commodity
Summaries: Manganese, January 2013; USDOI, USGS,
Mineral Commodity Summaries: Silicon, January 2013;
USDOI, USGS, “Silicon,” December 2013; USDOI, USGS,
Mineral Commodity Summaries: Vanadium, January 2013;
USDOI, USGS; “Vanadium,” October 2013; USITC,
Electrolytic Manganese Dioxide from Australia and China,
2008; USITC, Shifts in U.S. Merchandise Trade 2006, 2007;
Westbrook Resources, “(Si) Atomic Number 14,” n.d.,
http://www.wbrl.co.uk/silicon-metal.html (accessed
February 7, 2014).



http://www.wbrl.co.uk/silicon-metal.html

Certain organic chemicals

The organic chemicals in this group are used as
inputs in the production of a variety of products,
including adhesives, coatings, dyes and pigments,
pharmaceuticals, plastics, and rubber. Although a
wide variety of organic chemicals are imported into
the United States from AGOA beneficiary countries,
the primary chemicals imported under the
AGOA/GSP programs are methyl ethyl ketone
(MEK) and nonaromatic esters of acrylic acid. MEK
is used as a solvent in adhesives and coatings, while
nonaromatic esters of acrylic acid are used in the
production of paints, coatings, adhesives, plastic
sheet, and other products. The NTR rates of duty
for MEK and nonaromatic esters of acrylic acid are
3.1 and 3.7 percent ad valorem, respectively.

Certain organic chemicals: U.S. imports under AGOA
and GSP, 2013 (share by value)

Methyl
ethyl
ketone,

32%

All other,
50%

Non-
aromatic
esters of
acrylic acid,
19%

Source: USITC DataWeb/USDOC (accessed February 26,
2014).

Certain Organic Chemicals: Leading U.S. imports under AGOA and GSP, by product and key

suppliers, 2000, 2005, and 2008-13 (million S)

Product category

(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013
Methyl ethyl ketone South Africa 10 13 10 25 39 29 33
(2914.12.00)

Nonaromatic esters of acrylic South Africa 21 27 14 25 26 20 19
acid (2916.12.50)

All other certain organic chemicals imported 14 32 43 29 50 55 53 51
under AGOA

Total certain organic chemicals imports under 17 62 84 53 101 120 102 103

AGOA

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).

Note: Due to rounding, sums may not match totals.

73



Major Factors in the
Growth of Certain Organic
Chemical Imports under
AGOA/GSP

The value of organic chemical imports of this type
grew faster than the quantity of such imports over
the period, primarily due to higher unit values
resulting from increased costs of crude petroleum
and other feedstocks. For example, while the
volume of U.S. MEK imports from South Africa
during 2000-2013 grew from 6,800 to

23,200 metric tons, or 242 percent, value grew by
865 percent.

U.S. demand for nonaromatic esters of acrylic acid
by paints and coatings industries grew during
2000-2013 due to increases in demand for
downstream products, such as architectural paints
and coatings, and automotive lacquers.

Decreased U.S. production of MEK during 2000—
2013 stimulated a rise in MEK imports from
various countries, including AGOA beneficiary
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South Africa. Two U.S. MEK production plants
were shuttered in 2004 and 2008. Although U.S.
imports of MEK grew during 2000-2013, overall
U.S. demand for MEK fell due to a variety of
factors, including increased use of powder-based
and water-based coatings. Many users also
switched to higher solids concentrations to reduce
solvent usage because organic solvents such as
MEK contribute to air and water pollution.

South African production of organic chemicals in
this group grew over 2000-2013. A major
production facility was opened in 2004 by Sasol, a
South African company, to take advantage of
South Africa’s abundant coal resources as a low-
cost feedstock in the production of certain organic
chemicals, including nonaromatic esters of acrylic
acid.

Sources: Chemical Week, “Sasol Starts Up Acrylates
Complex,” April 7/14, 2004, 40; Chemical Week, “Shell
Closes Louisiana MEK Plant,” September 29/October 6,
2004, 62; Greiner and Funada, “Methyl Ethyl Ketone
(MEK),” 2012, 11, 13; Glauser, “Acrylic Acid, Acrylate
Esters and Superabsorbent Polymers,” 2012, 20; USITC
DataWeb/USDOC (accessed December 2013—March 2014).



Edible nuts

The United States imports various edible nuts from
AGOA-eligible countries, including cashews,

macadamia nuts, kola nuts, peanuts, pecans, and All other,
12%

Edible nuts: U.S. imports under AGOA and GSP, 2013
(share by value)

nut mixtures. However, cashews, the most heavily
imported nut category from AGOA-eligible
countries, are duty free under NTR. The vast
majority of edible nuts imported under AGOA/GSP
are macadamia nuts from Kenya, South Africa, and
Malawi. NTR duty rates for macadamia nuts are less

than 0.5 percent ad valorem. Macadamia

nuts,
88%

Source: USITC DataWeb/USDOC (accessed February 26,
2014).

Edible Nuts: Leading U.S. imports under AGOA and GSP, by product and key suppliers, 2000,
2005, and 2008-13 (thousand $)

Product category

(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013

Macadamia nuts Kenya 0 4355 2,856 3,634 15328 23,573 29,756 24,516

(0802.61,0802.62) | south Africa 0 18328 9,726 11,620 20,339 19,787 26,217 26,954

Malawi 61 5128 2,112 1931 45869 4,898 4,222 3,093

Swaziland 0 0 0 0 120 179 170 0

Mozambique 67 158 129 0 184 0 0 0

Subtotal 127 27,969 14,823 17,185 40,840 48,438 60,366 54,563

All other edible nuts imported under 404 2,687 6,861 4,137 7,923 7,810 9,357 7,787
AGOA

Total edible nut imports under 532 30,656 21,684 21,322 48,763 56,248 69,722 62,350
AGOA

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).
Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth of Edible Nut
Imports under AGOA/GSP

In terms of both value and volume, U.S. imports of
edible nuts under AGOA/GSP provisions registered
a dramatic rise since the implementation of
AGOA, from 117 metric tons (valued at $532,000)
in 2000 to 5,161 metric tons (valued at $62.3
million) in 2013. Most of this rise was accounted
for by imports of macadamia nuts, which
accounted for 88 percent of the value of imports
of edible nuts under AGOA/GSP in 2013. The rise
in value exceeded the growth in quantity over the
period; unit values increased by 165 percent,
driven by demand.

U.S. and global demand for macadamia nuts has
been growing owing to the health benefits
attributed to edible nuts, including macadamias.
Intermittent weather-related supply constraints
on Australian production, the traditional leading
global exporter, during 2000-2013 contributed to
an increase in both the quantity and value of
exports of macadamia nuts from AGOA countries.
Currently, the principal AGOA exporters are South
Africa, which is the leading global producer of in-
shell and shelled macadamia nuts combined;
Kenya, a relative newcomer to the macadamia nut
trade; and Malawi, which is expected to
substantially increase exports in the coming years.

The growth of the South African macadamia nut
industry has been aided mainly by the industry-
funded South African Macadamia Growers’
Association (SAMAC). Export competitiveness in
South Africa has been enhanced by SAMAC's focus
on improving quality, as many growers and
processing facilities have attained accreditation
under quality control programs. In addition, the
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largest South African macadamia nut company,
Green Farms Nut Company, entered a joint
venture in 2010 with the Australian producer
Suncoast Gold and formed the world’s largest
macadamia nut marketing company, Green &
Gold Macadamias. Another South African
producer, Stahmann Farms Enterprises, joined the
venture in October 2012.

A substantial rise in production and exports in
Kenya has been attributable mainly to a
combination of expanded acreage, quality
improvement, international certifications, and
value chain enhancement.

The Malawi government targeted the macadamia
nut industry for development in the mid-1990s
and received assistance from the African
Development Bank.

Sources: ADF, “Macadamia Smallholder Development
Project,” April 2009; BIF, Equal Exchange, and Irish Aid,
Malawian Macadamias 2010-2020; Farmer’s Weekly,
“Making a Mountain out of Macadamias,” February 11,
2013; Equatorial Nut Processors, “About Us,” 2013;
Equatorial Nut Processors, “Our Certifications,” 2013;
GTIS, Global Trade Atlas database; International Nut &
Dried Fruit, Global Statistical Review 2007-2012 (accessed
February 11, 2014); Horticultural Crops Development
Authority, “Macadamia,” February 21, 2014; Mbora,
Jamnadass, and Lillesg, Growing High Priority Fruits and
Nuts in Kenya, n.d.; Republic of South Africa, DAFF, A
Profile of the South African Macadamia, 2012; Republic of
South Africa, DAFF, National Agricultural Marketing
Council, International Trade Probe, March 2013; South
African Macadamia Nut Growers’ Association, “Overview
of the South African Macadamia Industry” (accessed
January 30, 2014); Ten Senses, “Fair Trade Products,”
2011; Twin, “Developing the Macadamia Sector in Malawi”
(accessed February 19, 2014); USAID, Kenya National
AGOA Strategy, June 2012; USDA, FAS, Kenya: Macadamia
Annual Report, October 1, 2009; USAID, “Ten Senses Africa
Ltd.,” February 21, 2014; USDA, FAS, Republic of South
Africa: Tree Nuts Annual, November 20, 2009.



Citrus fruit

Various fresh citrus fruits are imported from AGOA-
eligible countries, including oranges, lemons, and
grapefruit. The majority of citrus fruit imported
under AGOA are navel oranges from South Africa.
Fresh oranges are not eligible for duty-free
treatment under GSP. NTR duty rates for fresh
oranges are 2 percent ad valorem.

Citrus fruit: U.S. imports under AGOA and GSP, 2013
(share by value)

All other,
18%

Oranges,
82%

Source: USITC DataWeb/USDOC (accessed February 26,
2014).

Citrus Fruit: Leading U.S. imports under AGOA and GSP, by product and key suppliers, 2000,

2005, and 2008-13 (million S)

Product category

(2012 HTS code) Supplier 2000 2005 2008 2009 2010 2011 2012 2013
Oranges (0805.10) South Africa 0 31 34 31 39 38 40 51
All other citrus fruit imported under AGOA 0 15 7 8 10 6 11 11
Total citrus fruit imports under AGOA 0 46 41 38 49 44 51 62

Source: USITC DataWeb/USDOC (accessed November 26, 2013, and February 26, 2014).

Note: Due to rounding, sums may not match totals.
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Major Factors in the
Growth of Citrus Fruit
Imports under AGOA/GSP

Growth in the value of U.S. imports of oranges has
been driven by increases in both import quantity
and price. Despite rising import volume, the
United States is only South Africa’s sixth-largest
export market for oranges, behind the EU, Russia,
and several Middle Eastern countries. South Africa
ranks as the world’s second-largest exporter of
citrus fruit after Spain and is the largest Southern
Hemisphere exporter, capitalizing on its
production niche as an off-season supplier for
Northern Hemisphere markets.

Agricultural market deregulation in South Africa in
the 1990s resulted in increased citrus plantings
and more exports. South African citrus was
approved for export to the United States in 1997.
Duty-free status under AGOA in 2001 allowed
South African producers to get a foothold in the
U.S. market at a time when the only major
Southern Hemisphere competitor, Australia, did
not have preferential access for oranges. Today,
nearly all U.S. orange imports from major
Southern Hemisphere producers (including
Australia, Chile, South Africa, and Peru) enter
duty-free under FTAs or AGOA, so the South
African industry considers AGOA preferences vital
to its continued success in the U.S. market.

The South African citrus industry has worked
closely with importers and U.S. government
agencies to make sure that their products meet
U.S. market standards. South African citrus is
eligible for preclearance from USDA’s Animal and
Plant Health Inspection Service (APHIS), under
which exports are inspected and treated before
leaving South Africa, expediting the clearance of
the product on arrival at the U.S. port of entry.
The South African industry has also received
foreign direct investment from U.S. companies
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like Sunkist to help increase exports to growing
markets. The industry has adapted to increased
global competition by planting varieties popular in
export markets and improving quality through
better management practices.

Demand factors have also helped drive increased
U.S. imports of South African oranges. The United
States is a large producer of oranges for fresh
consumption, but domestic production supplies
the bulk of the market only from about November
through June; off-season imports from mostly
Southern Hemisphere suppliers dominate during
July—October. U.S. consumer demand for these
off-season citrus imports—also referred to as
“summer citrus”—is growing. Since 2000, total
orange imports have grown more than

150 percent, with more than 80 percent of this
total volume arriving in the July—October window.
As the largest Southern Hemisphere exporter,
South Africa has positioned itself as one of the
United States’ primary off-season citrus sources.
In fact, the Western Cape Citrus Producers Forum
has developed and implemented a marketing
campaign specifically targeting the U.S. summer
citrus market. Major U.S. retailers including
Walmart, Costco, and Whole Foods all source fruit
from South Africa.

Sources: GTIS, Global Trade Atlas database (accessed
March 3, 2014); Freshful-SHAFFE Secretariat, “Minutes,”
April 22, 2013; Western Cape Citrus Producers Forum,
“Summer Citrus,” 2013; USDA, FAS, South Africa: Citrus
Annual Report, May 15, 1999; USDA, FAS, Republic of
South Africa: Citrus Annual, May 24, 2002; USDA, FAS,
Republic of South Africa: Citrus Annual, December 14,
2012; USDA, FAS, Republic of South Africa: Citrus Annual,
December 20, 2013; USDA, FAS, PSD database (accessed
March 3, 20114); Nelson, “South African Citrus,” May 4,
2012; Nelson, “South Africa Ships,” December 3, 2013;
Wilkinson, “King Citrus,” July 8, 2013; USDA, NASS, Citrus
Fruits: 2013 Summary, September 19, 2013; USDA, AMS,
Fresh Fruit and Vegetable Shipments 2000, March 2001;
USDA, AMS, Fresh Fruit and Vegetable Shipments 2013,
February 2014.
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Chapter 3
Potential for SSA Integration into
Regional and Global Supply Chains

Regional and global supply chains are cross-border production networks joining multiple firms
that supply interlinked economic activities that are needed to bring a product or service from
conception to consumption.’® Because firms contribute economic value through these
activities, the chains are often referred to as value chains.”® Although sub-Saharan Africa (SSA)
is endowed with abundant natural resources, little domestic processing of these resources
occurs within SSA. As a result, SSA’s position along the global supply chain is primarily as a
supplier of raw materials or primary products that undergo little value addition or domestic
processing within SSA. According to South Africa’s minister of trade, the challenge for Africa:

is not just to integrate ourselves into VCs [value chains]—we are already integrated
into VCs—but to elevate our place in those VCs. We are at the moment largely
integrated into GVCs [global value chains] as producers and exporters of primary
products. We are producers and exporters of dirt out of the ground, which is going
to support ID [industrial development] somewhere else.”’

Potential for further integration into regional or global supply chains therefore generally refers
to the ability of firms within SSA to increase the economic value of what they produce and
export (i.e., “moving up the value chain”). This can be accomplished by boosting domestic
downstream processing of raw materials or primary commodities to produce intermediate or
semifinished goods that are used to produce other goods (e.g., processing leather into leather
upholstery for car seats, or processing cotton into textiles to produce apparel), or to produce
final goods that are consumed within SSA or abroad (e.g., foodstuffs like beverages).

This chapter looks at the potential for SSA integration into regional and global supply chains by
first providing an overview of global supply chains and a description of SSA’s participation in

7> USITC, Import Restraints, 2011, 3-2. For the purposes of this report, “regional supply chains” generally refers to
regional production networks that are primarily located within SSA countries. Also, this chapter examines only
traded goods.

’® For the purposes of this report, the terms “supply chains” and “value chains” are used interchangeably, as they
commonly are in the relevant literature. However, some authors have distinguished different concepts for each
term. See, for example, FGI, NTU, and WTO, Global Value Chains in a Changing World, 2013; USITC, Import
Restraints, 2011; Webber and Labaste, Competitiveness in Africa’s Agriculture, 2009, 9.

77 Davies, keynote address, 2012.

89



them. The chapter then examines recent examples of value-added products in SSA that have
been integrated into regional and global supply chains, including cut and polished diamonds in
Botswana, cocoa in Ghana, and agroprocessed goods and apparel in southern Africa. It then
presents products that have been identified by researchers, SSA governments, and other
stakeholders as having potential for integration into regional and global supply chains. Based on
a review of literature, these sectors include agricultural products and foodstuffs, leather and
leather products, textiles and apparel, and minerals processing and extractive industries
beyond merely supplying raw materials.

Overview of Regional and Global Supply
Chains

The activities occurring in a supply chain can be grouped into a series of broad sequential stages
(figure 3.1). Moving upstream to downstream, a typical supply chain includes research and
development (R&D) and/or product design; manufacturing, which includes all production
stages from raw materials production to finished goods assembly; and marketing and retail
sales activities.”® A supply chain can also be considered a value chain, because firms contribute
economic value as they move downstream. For some supply chains several firms are involved in
the production phases, whereas for others a single firm carries out most production activities
internally, while purchasing raw materials and some services from external suppliers.”®

Figure 3.1 Example of a simple supply or value chain

. Final good .
R&D/ Raw Intermediate .S‘.am' assembly T
. . . finished and sales
design materials inputs and .
goods . activities
packaging

Source: Compiled by USITC staff.

Global supply chains (GSCs) are value chains where one or more of these activities take place
across international borders. An often cited example of a GSC is the production of Apple’s
iPod.? In this case, most R&D, management, and marketing are U.S.-based; the hard drive is

8 In addition, these chains use services such as financial and logistic services. USITC, Import Restraints, 2011, 3-2.
7® USITC, Import Restraints, 2011, 3-2.

8 See, for example, USITC, Import Restraints, 2011, 3-2 to 3-3; Linden, Dedrick, and Kraemer, “Innovation and Job
Creation in a Global Economy,” 2011; Timmer et al., “Rethinking Competitiveness,” June 26, 2013; IMF, Trade
Interconnectedness, August 26, 2013, 3; OECD, Interconnected Economies, 2013, 17. The example in the text
references the GSC of the fifth-generation iPod.
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designed in Japan; parts are produced in Asian countries, including Japan, Taiwan, the Republic
of Korea (Korea), China, the Philippines, and Singapore; and final assembly is carried out in
China by Taiwanese-owned manufacturers.

For some GSCs, participation is primarily among firms in countries that are geographically close
to one another, such as countries within North America or the European Union (EU).2" In such
cases the chains are referred to as regional supply chains (RSCs). Production of the Learjet is an
example of a North American-based RSC.®? The Learjet, produced by a Canadian-owned firm, is
assembled in the United States using fuselages built in Mexico and U.S.-designed engines built
in Canada.® Only the wings come from outside North America. Firms operating in an RSC
benefit from the ability to better meet customer and local pricing preferences, to lower
inventory costs and exchange rate risk, to lower the cost of regulatory compliance, and to take
advantage of regional trade preferences, such as those offered by the North American Free
Trade Agreement (NAFTA) and the EU.?*

Several factors have led to the rapid growth of GSCs over the past 30 years.85 GSCs have
enabled firms to take advantage of international cost differences (historically, lower wage costs
in particular) by locating distinct activities in different countries based on their respective
comparative advantage. But to take advantage of cost differences between countries, firms
needed technological changes to improve communications (primarily through advances in
telecommunications and the Internet) and to lower the cost of moving products across
international borders. Thus GSCs have developed because of (1) improvements in international
logistics, essential for fragmented GSCs, resulting from the development of comprehensive
logistic firms; ®® (2) lower transportation costs; (3) lower tariffs and nontariff measures brought
about by trade agreements; and (4) improvements in intellectual property rights protection and
contract enforcement, which reduced risk for lead firms®’ to outsource.® To paraphrase one
author, technological advances made GSCs feasible, and wage differences made them

81 USITC, Import Restraints, 2011, 3-2.

82 Economist, “Ready to Take off Again?” January 4, 2014, 23; USITC, Business Jets, 2012, 3-1-3-9.

8 The U.S. firm Learlet was purchased by the Canadian firm Bombardier in 1990.

8 Based on an automobiles example from USITC, Import Restraints, 2011, 3-37 to 3-39.

® For an example, see USITC, Import Restraints, 2011, 3-4 to 3-6; UNECA, Making the Most of Africa’s
Commodities, 2013, 82-83; Baldwin, “Global Supply Chains,” 2013, 13-17.

# These firms supply multiple logistical services, which could include warehousing, distribution, tracking, and
customs brokerage.

¥ It is common in the literature on value chains to talk about “lead firms.” Lead firms are the controlling force in
the GVC; they choose the location and number of suppliers, and oversee the chain to ensure suppliers meet
appropriate standards and other requirements. UNECA, Making the Most of Africa’s Commodities, 2013, 82—83.
88 USITC, Import Restraints, 2011, 3-4 to 3-6; UNECA, Making the Most of Africa’s Commaodities, 2013, 82-83;
Baldwin, “Global Supply Chains,” 2013, 13—17; OECD, Interconnected Economies, 2013, 19-20.
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profitable.®® While most participants in GSCs are developed and emerging economies, research
has shown that participation by developing countries can have a positive effect on their
economies (box 3.1).

Box 3.1 Why participation in GSCs is important for developing countries

Integration into GSCs is important for developing countries because it can boost economic growth by
adding greater value to domestic industries, increasing employment, increasing productivity, and raising
incomes.? According to the United Nations Conference on Trade and Development (UNCTAD), the
amount of value added locally through GSC trade “can be very significant” relative to the size of a
developing country’s domestic economy. UNCTAD calculates that value-added trade contributes

28 percent to a developing country’s gross domestic product (GDP), on average, versus 18 percent for
developed countries.” UNCTAD concludes that participation in GSCs generates employment, provides a
chance for industrial upgrading, and appears to correlate positively with GDP growth rates.© A World
Bank study found that Asia’s rising participation in GSCs correlated with its growing industrialization,
which created millions of better-paying jobs that brought workers out of agriculture and the informal

sector.d

However, participation in GSC trade does not automatically trigger development gains. Countries must
work to link to GSCs in a way that brings sustainable improvements in welfare. The Organisation for
Economic Co-operation and Development (OECD) asserts that to support broad development goals, GSC
trade must also (1) be brought into the overall national economic development agendas; (2) create
general linkages to the local economy and build domestic capacity; and (3) improve employment by
increasing the workforce, creating better jobs, and improving working conditions.® Also, the level of
engagement of foreign firms plays an important role in the amount of gains that can be derived from
GSCs. Developing countries derive greater benefits when these firms aid in workforce development,

form links with domestic firms, and work with local institutions to develop the domestic industry.f

Notes:

® UNCTAD, Global Value Chains and Development, 2013, 1; Bamber et al., “Connecting Local Producers,” 2013, 7; OECD,
“Interconnected Economies,” 2013, 32—-33, 156.

b UNCTAD, Global Value Chains and Development, 2013, iii.

© UNCTAD, Global Value Chains and Development, 2013, 1, 20.

4 Dinh et al., Light Manufacturing in Africa, 2012, 22.

€ OECD, Interconnected Economies, 2013, 32.

fBamber et al., “Connecting Local Producers,” 2013, 8.

GSCs operate in the production of a wide variety of goods, including electronics,
semiconductors, toys, housewares, apparel, pharmaceutical products, certain agricultural
products, minerals, metals, and oil. Manufacturing industries have been at the forefront of the
development of GSCs because their products often have component parts that can be easily

% Baldwin, “Global Supply Chains,” 2013, 16.
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broken into discrete production phases in different countries, as the above iPod example
illustrates.”® Indeed, increased trade in intermediate and semifinished products between lead
firms and their worldwide suppliers has been an important feature of the “GSC age."91
Extractive industries (mining, oil, and gas) have long supplied raw materials to GSCs. However,
in the past decade extractive industries have begun employing their own production GSCs by
establishing and expanding the use of specialization and outsourcing of some production
functions.®? Some products are more apt to be made in RSCs than GSCs. These include products
that are heavy, bulky, and expensive to transport; that spoil quickly, such as fresh agricultural
products; that require lead firms and suppliers to collaborate closely on product development,
like automobiles; that must meet strict regional standards; and that need to be delivered “just
in time.”*?
Several factors affect the ability of developing countries to participate in GSCs and RSCs. The
OECD identified 14 such factors and organized them into five broad categories:**

e Production capacity, which covers human-capital factors (including the cost,
availability, and skill of labor), standards and certification, and “national innovation
systems,” including both the flow of information between parties and spending on
innovation and R&D;

¢ Infrastructure and services, which covers the cost and quality of transportation,
information and telecommunications, water, and energy supplies;

e Business environment, which includes “macro-economic stability and public
governance,” ease of opening a business, and access to financing;

e Trade and investment policy, which covers market access, export and import
procedures, and border transit times (all of which can be referred to as trade
facilitation measures) as well as tariffs and industry-specific policies (designed to
support specific industries in participation and upgrading in GSCs); and

%0 UNCTAD, Global Value Chains and Development, 2013, 6.

"L UNECA, Making the Most of Africa’s Commodities, 2013, 80. The amount of foreign value-added content serves
as an indicator of the extent of GSCs’ linkages by industry. This content tends to be highest in basic industries (i.e.,
industries that make heavy use of primary goods such as metals, petroleum, rubber, and chemicals) and higher-
tech industries, which often use component parts from many other countries in their assembly (such as
communication equipment, televisions, radios, instruments, motor vehicles, and electrical machinery). OECD,
Interconnected Economies, 2013, 25-27.

2 Bamber et al., “Connecting Local Producers,” 2013, 16. In GSCs in the extractive industries, the lead firms have
the extraction rights. These lead firms have increasingly outsourced a number of production functions—including
engineering, project management, and even exploration—to their suppliers.

% gee for example, USITC, Import Restraints, 2011; Bamber et al., “Connecting Local Producers,” 2013; UNECA,
Making the Most of Africa’s Commaodities, 2013.

% Bamber et al., “Connecting Local Producers,” 2013, 10-11.
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e Industry institutionalization, which the OECD defines as both (1) the ability of the
private sector and public institutions to coordinate and (2) inter-industry
coordination and maturity. Characteristics of industry maturity include experience of
firms participating in GSCs and the establishment of influential industry associations
to reduce transaction costs for meeting requirements.95

The importance of each of these factors varies by sector (table 3.1). In addition, a country’s
location, size, and stage of development also affect participation in GSCs.*

Table 3.1 Top five factors affecting the competitiveness of developing countries in GSCs, by sector

Trade and
Infrastructure and Business investment Industry
Sector GSC Production capacity services environment policy institutionalization
Agriculture e Human capital e Transportation e Access to e Industry maturity
e Standards and infrastructure and finance
certifications services
Extractive e Human capital Energy e Public
industries o National innovation infrastructure and governance
systems services e Access to
finance

Manufacturing

Human capital
Standards and
certifications
National innovation
systems

e Transportation,

energy, and water
services and
infrastructure

e Policy and
facilitation

Source: Bamber et al., “Connecting Local Producers,” 2013, 14-22.

Many developing countries have successfully integrated themselves into GSCs. Countries in East

and Southeast Asia have been particularly successful at linking to manufacturing GSCs, largely

by creating business-friendly environments.?” Generally these countries have good production

capacity, strong human capital (especially high worker productivity), and adequate

infrastructure and services (including integrated transportation networks and a consistent

supply of energy), as well as access to a reliable supply of inputs.98 Their governments have also

established policies that positively supported the countries’ business environments, industry

institutionalization, and trade and investment, allowing local firms to take advantage of the

% Bamber et al., “Connecting Local Producers,” 2013, 11.
% For further information, see Bamber et al., “Connecting Local Producers,” 2013, 29.

o UNCTAD, Global Value Chains and Development, 2013, 10; WEF, World Bank, and AfDB, The Africa
Competitiveness Report, 2011, 18; UNECA, Making the Most of Africa’s Commodities, 2013, 83. The highest
participation in GSCs is found in east and southeast Asia, which is the world’s primary region for export-oriented
manufacturing and processing. UNCTAD, Global Value Chains and Development, 2013, 10-11.

% WEF, World Bank, and AfDB, The Africa Competitiveness Report, 2011, 18; WEF, Global Competitiveness Index:
Country Rankings (accessed December 12, 2013).
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opportunities GSCs offered to industrialize.” They also created environments where local firms
could upgrade within the GSCs, taking over more complex functions.

According to the International Trade Centre, a joint agency of the World Trade Organization
and the United Nations, one approach to assessing the extent of SSA integration into GSCs is to
examine the share of SSA’s total imports accounted for by intermediate goods and the share of
SSA’s total exports accounted for by transformed or finished goods. It assumes that an increase
in the former share reflects greater domestic processing of imported inputs into final goods
(and thus an increase in domestic value-added activities over time) that are consumed either in
SSA or abroad. An increase in the latter share reflects greater domestic processing of either
domestic or imported inputs into final goods (and thus an increase in domestic value-added
activities over time) that are consumed in foreign markets. The International Trade Centre
found that between 1995 and 2010, the share of imports of intermediate goods in SSA’s total
imports declined slightly (although it increased in value terms), but the share of exports of
transformed or finished goods in SSA’s total exports increased. Taking these trends together,
the Center concluded that SSA has been moderately successful in establishing domestic
processing industries that are based on a greater share of domestically produced inputs, and
that it has also been moderately successful moving up the value chain by boosting exports of
value-added products without increasing its reliance on imported inputs to process
domestically.100

Despite evidence of moderate success in exporting some high-valued products, SSA’s
participation in GSCs occurs primarily in supplying raw materials. Most SSA economies continue

101

to export primary commaodities and import finished goods for consumption.™ SSA involvement

in manufacturing and other value-added production activities, and especially GSC

102
d.

manufacturing, is generally limite Manufacturing in SSA usually involves semiprocessed

items and/or items that have preferential access to third-country markets via such measures as

99 UNECA, Making the Most of Africa’s Commodities, 2013, 83-84.

190 |nternational Trade Center, “Africa’s Trade Potential,” 2012, 5-9, 16.

Dinh et al., Light Manufacturing in Africa, 2012, 23; UNECA, Making the Most of Africa’s Commodities, 2013, 74;
GTIS, Global Trade Atlas (accessed November 22, 2013); USITC, hearing transcript, January 14, 2014, 118
(testimony of Edward Gresser, Progressive Economy) and 189 (testimony of Steve Lande, Manchester Trade
Limited, Inc.).

192 \Webber and Labaste, Building Competitiveness in Africa’s Agriculture, 2010, 3; UNECA, Making the Most of
Africa’s Commodities, 2013, 74.
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the United States’ African Growth and Opportunity Act (AGOA) or the EU’s Everything But Arms
(EBA).**

Reasons for low SSA participation in downstream GSC activities can be inferred using the OECD-

identified factors affecting GSC participation discussed above.'®

First, SSA generally lacks
skilled human capital. For example, the productivity of Africa’s large rural labor force is very
low, both when measured by value added per worker and by yields.'®> Moreover, SSA generally
has poor transportation and communications infrastructure, as indicated by some of the
measures in the World Bank’s Logistics Performance Index (LPI), as well as inadequate

utilities.®

Macroeconomic policies have been improving in SSA, but the business environment
for many SSA countries is unfavorable because of broad concerns about public governance,
including corruption, and limited access to financing. Most SSA countries have cumbersome
trade and investment policies, especially those affecting export and import procedures.
Because of long border transit times, exports from SSA take longer and cost more than from
most other regions of the world; for example, the SSA average export time is almost triple the

197 USITC research found that the time, cost, and

OECD average, and export costs are double.
uncertainty of SSA overland transport to ports of export hurt SSA countries’ ability to integrate
into regional and global supply chains, which require production of time-sensitive goods or of
items that require multiple stages of transportation.'® Finally, many SSA countries have poor

private sector and public sector coordination.

193 Webber and Labaste, Building Competitiveness in Africa’s Agriculture, 2010, 3; UNECA, Making the Most of

Africa’s Commodities, 2013, 74. According to UNECA, Africa deindustrialized during the 1980s and 1990s, while
Latin America and Asia became more industrialized as they took advantage of globalization. Between 1980 and
2009, SSA’s share of GDP attributable to manufacturing value added fell from about 17 percent to 13 percent. This
decline in industrialization is due to both historical legacy and policy failures, especially the structural adjustment
programs (SAPs) in the mid-1980s, which are generally acknowledged to have failed in many areas, including
improving value addition. (SAPs were World Bank and International Monetary Fund mandated policy changes,
which included trade liberalization, macroeconomic adjustment and privatization).

% Dinh et al., Light Manufacturing in Africa, 2012, 5—=7: USITC, Trade Facilitation in the EAC, July 2012; World Bank,
Logistics Performance Index 2012; World Bank, “Trading across Borders,” June 2013; UNECA, Making the Most of
Africa’s Commodities, 2013; WEF, World Bank, and AfDB, The Africa Competitiveness Report, 2011; WEF, World
Bank, and AfDB, The Africa Competitiveness Report 2013, 2013, 8.

195 55 still has a majority rural-based population and work force; 65 percent of SSA’s people live in rural areas, and
75 percent of the workforce works in agriculture. Webber and Labaste, Building Competitiveness in Africa’s
Agriculture, 2010, 2, 4; World Bank, Agriculture Value Added per Worker (accessed December 11, 2013).

1% The World Bank assesses six factors for its LP!I ranking, including efficiency of customs procedures, logistical
competence, and infrastructure. Only five SSA countries ranked in the top half of the LPI 2012 ranking: South
Africa, Benin, Botswana, Mauritius, and Malawi. World Bank, Logistics Performance Index 2012.

17 World Bank, “Trading across Borders,” June 2013.

Christ and Ferrantino, “Land Transport for Export,” October 2011; USITC, Sub-Saharan Africa: Effects of
Infrastructure, 2009.
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The reasons for low GSC participation are also illustrated by the World Economic Forum’s global

competitiveness index (GCI).**

The vast majority of SSA countries rank in the bottom half of the
GCI’s country rankings, based on such factors as infrastructure, innovation, macroeconomic
environment, technological readiness, access to finance through financial market development,

and adequate human capital through higher education and training.**°

Despite generally low rates of participation in GSC downstream activities, some SSA countries
have successfully moved into production activities with greater value added (see below).'! One
area of success has been agriculture/agroprocessing (e.g., vegetables and vegetable
agroprocessing in Kenya, floriculture in Uganda and Kenya, and cocoa production and
processing in Ghana). A second area of some success has been extractive industries (e.g.,
upstream oil GSC activities in Nigeria and diamond processing in Botswana). A third is
manufacturing (e.g., automobiles production in South Africa and apparel production in many
SSA countries). These examples may point to trade policy and infrastructure changes that could
help SSA economies increase their participation in higher-value-added production and become

more integrated into GSCs.'*?

They also illustrate that to participate in GSCs, SSA countries
must be competitive in some, but not necessarily all, of the key factors affecting GSC

participation in a particular industry (table 3.1).*"

SSA countries with more advanced economies typically have higher downstream participation
in GSCs across multiple industries. For example, South Africa, SSA’s dominant manufacturer,

199 WEF, Global Competitiveness Index: Country Rankings (accessed December 12, 2013). Only four SSA countries

ranked in the top half of the GCI 2013-14 ranking: Mauritius, South Africa, Rwanda, and Botswana.

19 Eor more information on the GCI ranking of SSA countries, see chapter 5.

UNECA, Making the Most of Africa’s Commodities, 2013; Building Competitiveness in Africa’s Agriculture, 2010;
Rabbobank, Looking for Delta, October 2013.

12 This was done in detail in a study for the World Bank, which used SSA case studies to illustrate how “tools” can
be used to increase SSA performance and productivity within agricultural/agroprocessing GSCs. Webber and
Labaste, Building Competitiveness in Africa’s Agriculture, 2010.

B Eor example, the history of SSA textile and apparel manufacturing highlights the importance of market access
for manufacturing, as the region’s participation in apparel GSCs has ebbed and flowed with access granted first
through the Multi-Fiber Arrangement (MFA) and later through AGOA in conjunction with the third-country fabric
provision. USITC, hearing transcript, January 14, 2014, 9, 20 (testimony of Ambassador Somduth Soborun, Republic
of Mauritius), 188 (testimony of Steve Lande, Manchester Trade Limited, Inc.), 220 (testimony of Paul Ryberg,
African Coalition for Trade).
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114
These

Reportedly,

and Mauritius have diverse economies and export a variety of manufactured goods.
countries are also the top two destinations for foreign investment in SSA.**
Mauritius has attracted over 32,000 offshore entities that are primarily focused on global

118 south Africa and

Mauritius rank highest among the SSA countries on the GCl—close to the average Southeast

commerce with India and China and regional commerce with South Africa.

Asian level—indicating that they are competitive in many of the factors that make countries

117

successful in GSCs.”™ South Africa, in particular, has good transportation, communications, and

energy infrastructure and services, as well as well-developed legal and finance sectors.**®

Four examples of SSA GSCs and RSCs illustrate the factors that have contributed to their
successful development. The case of diamond exports by Botswana highlights how public
governance (i.e., how a government exerts its authority) and public-private coordination can
move a country into intermediate GSC production. Cocoa exports by Ghana show how industry
institutionalization and standards can both improve the quality and value of a primary input
that financially benefits the producer and, with different policies, can increase downstream
production in a GSC to capture more value in the cocoa GSC. The example of Zambeef
illustrates how a lead African firm based in Zambia can help others integrate into an RSC. The
example of apparel production in southern Africa shows how labor cost differentials and open
market access can lead to the development of an RSC.

Botswana: Diamonds

Traditionally, SSA diamond-producing countries have operated in rough diamond stages of the
diamond GSC (figure 3.2).** While rough diamonds have substantial value, downstream

diamond jewelry retail values are estimated to be three to four times that of the rough

120

stone.””" The middle stage of jewelry production involves cutting and polishing stones

14 CIA, “South Africa” (accessed January 15, 2014); CIA, “Mauritius” (accessed January 16, 2014); GTIS, Global
Trade Atlas (accessed January 16, 2014): Dinh et al., Light Manufacturing in Africa, 1: The Africa Competitiveness
Report, 2011, 15. Most SSA heavy manufacturing exports also come from South Africa: 75 percent as of 2008. In
2008, 75 percent of SSA’s “light” manufacturing exports, which tend to be labor intensive, also came from South
Africa, with other significant sources including Botswana, Namibia, Mauritius, and Kenya. The Africa
Competitiveness Report, 2011, 15, 19.

> For more information on foreign direct investment in SSA countries, see chapter 5.

18 C1A, “Mauritius” (accessed January 16, 2014).

7 south Africa and Mauritius both score 4.4 on the GCI, while the Southeast Asian regional average is 4.5. South
Africa ranks 52nd out of 144 countries, and Mauritius ranks 54th. The Africa Competitiveness Report, 2013, 11.
18 1A, “South Africa” (accessed January 15, 2014).

The different colors in figures 3.2—-3.5 represent different stages of the GSC.

UNECA, Making the Most of Africa’s Commaodities, 2013, 89; Spektorov et al., The Global Diamond Report 2013,
August 27, 2013, 4; Grynberg, Motswapong, and Philimon, Diamond Beneficiation and the WTO, 2012, 12. The
value of the diamond often determines the location where it is beneficiated.
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(“diamond beneficiation”). These activities do not add as much value as the jewelry stage, but
do generate additional value and create employment opportunities. This stage of production
historically occurred outside of Africa, mostly in Antwerp, Belgium, and more recently in new

low-cost centers like Mumbai, Dubai, and Shanghai.121

However, the government of Botswana,
with support from De Beers, has moved Botswana’s private sector downstream in the diamond

GSC 122

Figure 3.2 Diamond jewelry global value chain

Raw material: Intermediate production: Finished goods:
rough diamond diamond beneficiation diamond jewelry

Exploration and Rough- Cutting and Polished- Jewelry Worldwide
extraction diamond sales polishing diamond sales manufacturing retail sales

Global revenue 3% 40% 53% 219% 387%
increase after extraction

Source: Spektorov et al., The Global Diamond Report 2013, August 27, 2013, 5; UNECA, Making the Most of Africa’s
Commodities, 2013, 89.

In Botswana, where diamond mining is the major driver of economic growth, the government
has sought to increase domestic participation in the downstream stages of the diamond GSC,
including cutting and polishing stones, jewelry making, diamond trading, and complementary
businesses.'?* De Beers, a leading firm in the diamond industry and the major mining operator

124

in Botswana, has supported government efforts in recent years. " Initially the focus was on

increasing domestic diamond beneficiation by controlling access to the diamonds from the

12 Taglia bue, “An industry Struggles to Keep Its Luster,” November 5, 2012.

UNECA, Making the Most of Africa’s Commodities, 2013, 101; Grynberg, “Diamond Beneficiation in Botswana,”
2013; Spektorov et al., The Global Diamond Report 2013, August 27, 2013, 17; Grynberg, Motswapong, and
Philimon, Diamond Beneficiation and the WTO, 2012.

123 UNECA, Making the Most of Africa’s Commaodities, 2013, 101; Grynberg, “Diamond Beneficiation in Botswana,”
2013.

124 Grynberg, Motswapong, and Philimon, Diamond Beneficiation and the WTO, 2012, 6; Grynberg, “Diamond
Beneficiation in Botswana,” 2013. De Beers had historically argued that Botswana did not have a comparative
advantage in beneficiation, and the authors do find that beneficiating diamonds in Botswana is currently more
expensive than doing so in low-cost centers in Asia. However, in the mid-2000s, De Beers dropped its objections
for a number of reasons, including its diminished market power as its cartel ended, the fact that it is not directly
involved in beneficiating diamonds, and the renegotiation of its leases on important Botswana mines. Thus far,
access to rough Botswana diamonds has offset the additional costs of beneficiating diamonds in country.
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mines jointly operated by the government and De Beers;'** a policy required diamond traders
wanting access to rough diamonds to set up in-country downstream processing.126 As of 2012,
close to 20 percent of Botswanan diamonds were cut domestically, and about 3,000 workers
were employed in diamond beneficiation, making it the largest manufacturing sector in the

country.127

Additional downstream jobs are expected from the relocation to Botswana of the
sales functions of the international branch of DeBeer’s Diamond Trading Company (DTC) in
2013."8 This includes relocating DTC aggregation, quality assurance, and sight preparation

operations to Botswana.'*

Ghana: Cocoa

West Africa is the world’s major cocoa bean supplier, and includes the world’s top three
exporters: Cote d’Ilvoire, Ghana, and Nigeria.™*® These countries participate in the cocoa and
chocolate GSC as suppliers of raw materials (cocoa beans) (figure 3.3). In Ghana, where cocoa is
a major driver of economic growth, the government has taken measures to ensure a
consistently high-quality cocoa bean. The government-controlled Ghana Cocoa Board
(COCOBOD) plays a central role in supporting Ghana’s global competitiveness in cocoa. It works
to exercise quality control for export beans (including grading, inspection, and treatment to
prevent pests), conduct R&D (especially into high-yielding cocoa plants and pest and disease

12° The mines are operated by Debswana Diamond Company (Pty) Ltd, a joint venture between the government of

Botswana and De Beers. DTC Botswana website, http://www.dtcb.co.bw/about us.php (accessed January 23,
2014).

126 Grynberg, “Diamond Beneficiation in Botswana,” 2013.

Grynberg, “Diamond Beneficiation in Botswana,” 2013; UNECA, Making the Most of Africa’s Commaodities, 2013,
101.

18 UNECA, Making the Most of Africa’s Commodities, 2013, 101; Grynberg, Motswapong, and Philimon, Diamond
Beneficiation and the WTO, 2102, 10. The Diamond Trading Company (DTC) is the trading arm of De Beers. DTC
Botswana is a joint venture between De Beers and the Botswana government. The government of Botswana also
owns 15 percent of De Beers. DeBeersGroup.com, DTC website,
http://www.debeersgroup.com/operations/sales/diamond-trading-company/ (accessed January 23, 2014). For
more information on DTC Botswana see the DTC Botswana.com website,

http://www.dtcbotswana.com/about us.php (accessed January 23, 2014); Grynberg, Motswapong, and Philimon,
Diamond Beneficiation and the WTO, 2102, 10.

129 Spektorov et al., The Global Diamond Report 2013, August 27, 2013, 17.

UNECA, Making the Most of Africa’s Commadities, 2013, 95. Cameroon is the sixth-largest producer.
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Figure 3.3 Cocoa/chocolate global value chain

. Intermediate: Intermediate: Finished goods:
Raw material: .
. cocoa liquor cocoa butter chocolate,
cocoa bean production .
and paste and powder confectionery, etc.

Production and
packaging

Fermenting and
drying

Roasting and
grinding

Growing and harvesting Pressing

Sources: UNECA, Making the Most of Africa’s Commaodities, 2013, 95; World Cocoa Foundation, Cocoa Value Chain, (accessed
January 8, 2014).

131 132

control),””" and provide extension services for farmers.” These efforts have helped to expand

Ghana’s cocoa production and develop high-quality, premium-priced beans.**?

Besides creating a premium cocoa bean, Ghana is also seeking to participate in the
intermediate stages of the cocoa GSC by producing cocoa liquor and paste, which are sought by
European buyers for use in manufacturing finished chocolate and confectionery.*** Support for
expanding and improving intermediate cocoa processing comes both from the private sector
and the government. A number of local and foreign firms (including Archer Daniels Midland and
Cargill) conduct downstream activities to produce intermediate cocoa products in Ghana. Local
processing firms have established strong business relationships with many of their foreign
buyers. As a result, Ghanaian producers receive support from many of their foreign buyers,
including advice on purchasing materials and equipment, technical assistance, and, in some
cases, forward contracts enabling better production planning and risk management.

The Ghanaian government has set a target to increase intermediate cocoa processing to

40 percent of production. To help achieve this goal, export processing zones (EPZs) have been
established that are reportedly attracting investments from foreign cocoa grinders. The
government has also created incentives for domestic producers, including price discounts,
allowing access to imported processing machinery, enforcing EPZ benefits, and extending credit
payment. While the cocoa industry still faces constraints, including an unreliable electricity
supply, poor infrastructure, and inadequate access to capital, evidence suggests that Ghana is
successfully increasing its intermediate production; the share of domestically processed cocoa

31 This is done through the Cocoa Research Institute of Ghana (CRIG). USDA, FAS, Ghana: Cocoa Report, March 15,

2012, 3.

132 UNECA, Making the Most of Africa’s Commaodities, 2013, 145; USDA, FAS, Ghana: Cocoa Report, March 15,
2012, 5.

33 Ibid.

3% Regional markets generally want finished products, although the market for such goods is limited.
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exports doubled between 2007 and 2011 to account for roughly one-quarter of total cocoa

exports.**

Zambia: Meat Products

Zambeef Products PLC (Zambeef) is a vertically integrated agribusiness that is part of an
expanding South African lead RSC for consumer meat products in SSA. Zambeef was established
in 1994 as a small beef slaughterhouse and retailer in Zambia.*** However, over the past 20
years its business has expanded to the production, processing, distribution, and retailing of

beef, chicken, and pork, as well as a number of other agricultural products.’

An important
factor in Zambeef’s expansion has been its relationship with Shoprite, a South African
supermarket chain (figure 3.4).* In 1995, Shoprite expanded into Zambia and contracted with
Zambeef to manage its in-store meat counters.’* When Shoprite broadened its operations to
Nigeria (2005) and Ghana (2007), Zambeef also entered these markets to manage Shoprite’s

meat counters.m

However, besides participating in Shoprite’s RSC, Zambeef has expanded its
own RSC by opening four stores in West Africa. In order to support both sets of stores, Zambeef
is now expanding its supply chain in the region by establishing Nigerian operations that will

include a feed lot, processing plant, and cold storage.**!
Figure 3.4 Zambeef’s involvement in RSCs

Zambeef opens direct
Shoprite expands to Shoprite expands to sales outlets in West
Nigeria with Zambeef— Ghana with Zambeef— Africa. Establishes
run meat counters. run meat counters. vertically integrated
production in Nigeria.

Shoprite enters Zambia and contracts

with Zambeef to run meat counter.

Source: Zambeefplc.com website http://www.zambeefplc.com/zambeefplc/what-we-do/ (accessed January 23, 2014);
Rabbobank, Looking for Delta, 2013, 31.

3 UNECA, Making the Most of Africa’s Commodities, 2013, 144—48.

Zambeefplc.com website, “Our History,” http://www.zambeefplc.com/zambeefplc/what-we-do/ (accessed
January 23, 2014).

57 These other products are milk, dairy products, eggs, edible oils, stock feed, flour, and bread. Zambeefplc.com
website, http://www.zambeefplc.com/who-we-are/ (accessed January 23, 2014).

138 Rabbobank, Looking for Delta, 2013, 31.

Zambeefplc.com website, http://www.zambeefplc.com/zambeefplc/what-we-do/ (accessed January 23, 2014);
Rabbobank, Looking for Delta, 2013, 31.

9 Ibid.

1 Ibid.
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Southern Africa: Apparel

In the mid-2000s, South African apparel firms established an RSC in which they manufacture

142 Head offices in

apparel in Lesotho and Swaziland for the South African market (figure 3.5).
South Africa handle the relationships with South African retail buyers and are responsible for
product design, sourcing of inputs, and logistics. Most fabric, the primary input, is supplied by
143

South

African apparel firms located production facilities in Lesotho and Swaziland to take advantage
144

Asia; however, some is regionally supplied from South Africa, Mauritius, or Lesotho.
of several factors: ™ (1) the lower cost of production (especially labor and overhead); (2) more
flexible labor markets; (3) duty-free access under the Southern African Customs Union (SACU)
for the finished clothes; and (4) proximity, as Lesotho and Swaziland’s apparel industries are
located in industrial zones near their borders with South Africa. Also, the changing needs of
South African retailers encouraged the establishment of these RSCs. First, these retailers
wanted to diversify their supplier base, especially after the South African government placed
guotas on Chinese apparel imports in 2007-08. Second, some retailers wanted suppliers who
could provide quicker and more flexible production runs with a higher fashion content.

Figure 3.5 South African apparel RSC

Raw material Textile production: Apparel production: Marketing and
(fiber) production: primairily Asia; also South Africa, Lesotho and Sales:
global Mauritius, and Lesotho Swaziland South Africa

NFs: e.g. cotton, silk,

| . .
Woeo Yarn Fabric Retail

production production outlets

SFs: synthetic fiber
production

Source: Gereffi and Memedovic, The Global Apparel Value Chain, 2003, 5; USITC, Textiles and Apparel, January 2004, 1-2.
Note: “NFs” are natural fibers; “SFs” are synthetic fibers.

142 Morris, Staritz, and Barnes, “Clothing Sectors of Lesotho and Swaziland,” 2011, 98. Before South Africa entered

these markets, both Lesotho and Swaziland had apparel industries, mostly established by Taiwanese firms. These
Taiwanese firms primarily established production in Lesotho and Swaziland as part of their GSCs, in order to take
advantage of U.S. market access offered first by the MFA, but especially by AGOA. However, a few Taiwanese firms
now manufacture clothes in Lesotho and Swaziland for the South African market. Morris, Staritz, and Barnes,
“Clothing Sectors of Lesotho and Swaziland,” 2011, 97, 99.

143 Morris, Staritz, and Barnes, “Clothing Sectors of Lesotho and Swaziland,” 2011, 105, 107: USITC, hearing
transcript, January 14, 2014, 208 (testimony of Paul Ryberg, African Coalition for Trade, Inc

144 Morris, Staritz, and Barnes, “Clothing Sectors of Lesotho and Swaziland,” 2011, 102: Chemengich,
Competitiveness of the SSA Textile Sector, 2010, 43.

103




A review of literature suggests that SSA sectors with the greatest potential to further integrate
into RSCs and GSCs are (1) agricultural products and foodstuffs, (2) leather and leather
products, (3) textiles and apparel, and (4) extractive natural resource products. Research shows
that SSA already has factors that could enable it to be competitive in light manufacturing,
including low-wage labor (enough to offset its lower labor productivity compared with Asian
competitors), abundant natural resources, preferential access to high-income markets like the
United States and EU, and sufficiently large local or regional markets. Large local or regional
markets allow emerging SSA producers to develop capabilities and hone their skills in quick-
response, high-volume production in those regional markets before selling into global
markets.'*

These sectors’ potential for supply chain integration has garnered interest from governments
and other stakeholders. For instance, a study being undertaken by UNCTAD (a UN body that
addresses trade and development issues and provides technical assistance to developing
countries) is intended to identify potential SSA supply chains in agroprocessing, textiles and
apparel, and leather. The study will reportedly identify constraints to forming supply chains in
these sectors, and identify and promote regional cooperation among industry associations
active in these sectors.**® In December 2013, UNCTAD, in collaboration with the
Commonwealth Secretariat and other stakeholders, organized a workshop to discuss and share
ongoing research in identifying potential RSCs in the sectors noted above.'*’

However, the development of light manufacturing in SSA faces several challenges. According to
some researchers, broad impediments that continue to hamper the development of light
manufacturing in SSA include (1) problems with the availability, cost, and quality of inputs,
including lack of access to industrial land with developed infrastructure; (2) lack of access to
finance; (3) inadequate or absent skills in the workforce; and (4) poor trade logistics (i.e., high

costs for transporting goods to and from market).**

5 Dinh et al., Light Manufacturing in Africa, 2012, 26, 41.

4% UNCTAD, “UNCTAD Asked to Identify Potential Supply Chains in Sub-Saharan Africa,” September 27, 2012.
According to a similar study UNCTAD did for the leather and leather products sector in South Asia, the removal of
tariffs and greater regional integration could boost intraregional trade of these products in South Asia 10-fold. FGI,
NTU, and WTO, Global Value Chains in a Changing World, 2013, 323.

%7 Gitau, “Promoting Value Supply Chains in Sub Saharan Africa,” December 23, 2013.

8 Dinh et al., Light Manufacturing in Africa, 2012, 55.
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Agricultural Products and Foodstuffs

Based on a review of literature, the agricultural products and foodstuffs sector (collectively, the
agroprocessing sector) has the greatest potential to integrate into regional supply chains within
SSA.** According to one study by the UN Industrial Development Organization (UNIDO), rising
incomes, greater urbanization, and changing consumer preferences within SSA have
increasingly shifted consumption away from undifferentiated staple crops toward more fruits,
vegetables, vegetable oils, fish and meats, dairy products, and other processed foods.” As a
result, the study found that domestic and regional SSA markets will drive demand for value-
added agricultural products and foodstuffs. Indeed, domestic markets and intra-SSA trade were
found to account for more than three-quarters of the value of SSA’s agricultural market.™!
Moreover, demand for food in SSA is expected to double between 2010 and 2015 to

$100 billion. This will include demand for processed foods like bread, biscuits, and snack
products, offering greater opportunities for SSA producers in domestic and regional markets. >
Indeed, the growth of supermarket chains, retail outlets, and food service industries across SSA
already reflects these trends.™?

The agricultural products and foodstuffs sector must meet several competitive challenges if it is
to further develop and integrate into regional supply chains across SSA. According to UNIDO, a
key challenge is developing backward linkages with small-scale farmers in regional supply
chains.™ Principal impediments that these farmers face include (1) limited access to markets
outside of local villages; (2) the variable availability and quality of the agricultural goods they
produce, which impedes their ability to find a buyer; (3) poor access to inputs, including
machinery and packaging; (4) lack of access to finance; and (5) inadequate access to market

>3 According to the same study, other factors that limit

information within their own country.
access to regional markets, and thus the producers’ potential to integrate into regional supply

chains, include high transport costs; unreliable systems of contract enforcement; and

149 Although definitions differ, agroprocessing refers to the processing of raw materials derived from the

agricultural, forestry, and fisheries sectors. The agroprocessing sector thus broadly encompasses agricultural
products like staple crops (e.g., cassava), coffee, fruits, vegetables, fish, and meats, as well as processed products
like vegetable oils, fruit juices, and other processed foods. For an overview of agroprocessing in SSA, including
definitions and concepts, see UNIDO, Agribusiness for Africa’s Prosperity, 2011, 28.

1O uyNIDO, Agribusiness for Africa’s Prosperity, 2011, 44, 135

Bt UNIDO, Agribusiness for Africa’s Prosperity, 2011, 44.

UNIDO, Agribusiness for Africa’s Prosperity, 2011, 154; AECOM International Development, “Priority Value
Chains Assessment and Selection,” April 2011, 21.

13 UNIDO, Agribusiness for Africa’s Prosperity, 2011, 52.

** Ibid, 51.

° Ibid, 66.
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insufficient information on the quantity, quality, and price of agricultural products in
neighboring countries.®

Nonetheless, SSA countries, often under the leadership of regional associations, are developing
policies to promote industrial development and greater domestic value addition in agricultural
products and foodstuffs, which in turn could lead to greater participation in RSCs and GSCs.™’
For instance, a recent program launched in West Africa by the UN Economic Commission for
Africa (UNECA), the Economic Community of West African States (ECOWAS), and other
stakeholders aims to develop the agricultural sector by analyzing and developing value chains
for strategic commodities, including rice (in Cote d’lvoire, Ghana, Mali, and Senegal), maize

18 |y East Africa and southern

(Benin, Cote d’lvoire, Ghana, and Mali), and livestock (Mali).
Africa, efforts are underway to develop value chains for cassava, coffee, cereals, horticultural
products, and cotton under the EU’s “All ACP Commodities Program.”*° According to the
Common Market for Eastern and Southern Africa (COMESA), as a result of Zambia’s national
cassava strategy, a number of small and medium-sized businesses in Zambia have reportedly
begun to process cassava into flour, and livestock feed and chips, creating domestic market
linkages between cassava producers, millers, and food and livestock firms. The strategy is
expected to serve as a stepping stone to the development of a regional agroprocessing strategy
focusing on roots and tubers.*® Similarly, recognizing the low levels of domestic value added to
agricultural products in West Africa, ECOWAS has prioritized the development of its
agribusiness sector under a regional integration framework.*®! Likewise, trade ministers of the
Southern African Development Community (SADC) have targeted the agroprocessing sector for

. e 162
development and increased value addition.*

Leather and Leather Products

The leather and leather products sector also has the potential to further integrate into RSCs and
GSCs. According to one International Trade Centre study, several SSA countries, including
Ethiopia, Mali, and Nigeria, increased domestic processing and exports of leather and leather

% Ibid., 81.

7 COMESA, Annual Report 2011, 2011, 63-64.

138 UNECA, “AUC-ECA Launch Programme,” December 3, 2013.

159 COMESA, Annual Report 2011, 2011, 63. The program, which ended in 2012, was an initiative of the European
Commission and the African, Caribbean, and Pacific Group of States (ACP). The program aimed to reduce poverty
and improve incomes and living conditions of agricultural producers in ACP countries.

10 COMESA, Annual Report 2011, 2011, 63—64.

11 ECOWAS Commission, West African Common Industrial Policy, 2010, 35, 38. For a list of potential agricultural
and industrial products identified for development, see Annex | of the policy.

182 SADC, Report of the Executive Secretary 2011-2012, 2012, 16.
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products between 1995 and 2010.'% The sector has garnered attention across SSA as a way to
add value to local resources and sell leather products such as shoes and handbags into regional
and international markets. In fact, Ethiopia is one of the largest producers and exporters of
leather and leather products in SSA, and has targeted the sector for further development, as
described below in chapter 4.

The sector faces several supply-side constraints that will likely continue to impede the
development of RSCs. According to one study, poor disease control, lack of quality processing of
raw hides and skins, and bans on imported processed leather contribute to a shortage of

184 Other competitive factors affecting the sector include

quality processed leather in Ethiopia.
lack of refrigeration at slaughtering facilities, long transport distances, and poor road conditions

to tanneries.™® Other SSA countries likely face similar obstacles.

Textiles and Apparel

As mentioned above, Lesotho and Swaziland have been integrated into regional production
networks by several South African apparel firms to supply the South African market since the
mid-2000s.°® However, the sector has the potential for further integration into RSCs, primarily
in East Africa and southern Africa. According to one Commission report, greater integration into
RSCs could help facilitate access to materials, product specialization, production sharing, and

187 In addition, cross-country integration could also enable producers to access

speed to market.
larger apparel markets or reduce costs associated with transport, storage, border delays, and
tariffs.®®

particularly in the quick-response, fashion, and short-run segment, where regional suppliers

One industry observer notes that additional regional sourcing opportunities exist,

have a potential competitive advantage compared to Asian apparel suppliers.*®

The textiles and apparel sector faces numerous competitive challenges. According to one
Commission report, SSA generally suffers from an insufficient base of apparel manufacturing
through which to develop and sustain upstream production of yarn, fabric, and other inputs.*”
Another study characterizes the textile sector as the “weak link” in the SSA cotton-textile-

183 |nternational Trade Centre, “Africa’s Trade Potential,” 2012, 10.

Dinh et al., Light Manufacturing in Africa, 2012, 122.

USITC, Sub-Saharan Africa: Effects of Infrastructure Conditions, 2009, 6-36.

See Morris, Staritz, and Barnes, “Value Chain Dynamics, Local Embeddedness, and Upgrading,” 2011, 101-102;
Staritz, Making the Cut? 2011, 88-89.

167 USITC, Sub-Saharan African Textile and Apparel Inputs, 2009, 3-20.

'8 |bid.

199 Staritz, Making the Cut? 2011, 88-89.

79 USITC, Sub-Saharan African Textile and Apparel Inputs, 2009, xv.
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clothing value chain.*’* Other competitive challenges facing upstream production of inputs
include lack of knowledge of regional or international market opportunities, too little reliable
electricity at competitive rates, insufficient clean water and wastewater treatment facilities,
and inadequate transportation infrastructure, among others.*”?

Despite these challenges, efforts continue to develop textile and apparel regional supply chains
in other parts of SSA. For instance, in 2009 COMESA launched the development of a cotton-to-
clothing supply chain strategy to improve coordination within the sector. One initiative under
the strategy aims to strengthen collaboration in the areas of research and policy between
Malawi, Mozambique, Zambia, and Zimbabwe. Another initiative under the strategy aims to
develop linkages in cotton and yarn between Zimbabwe and Mauritius.”

Minerals Processing and Extractive Industries

Processed minerals and other downstream products related to extractive resources have
longer-term potential for integration into GSCs; most identified efforts, however, are currently
in the nascent stages. In addition, efforts are being made across resource-rich countries within
SSA to identify and develop mineral-based RSCs, although prospects appear mixed. For
instance, South Africa is developing a strategy to strengthen regional industry linkages and
develop value chains in the following sectors: (1) ferrous (including iron ore, ferroalloys, and

174 (2) platinum group metals; (3) titanium and titanium pigments; (4) coal-, gas-, and oil-

175

steel);
based polymers; and (5) mining equipment.”"> According to one study, how neighboring
countries will respond to South Africa’s regional strategy remains unclear, since value-added

178 |n East Africa, the East African

Community (EAC) is drafting a framework to develop value chains in the mineral processing,

processing activities will likely be concentrated in South Africa.

petrochemicals and gas processing, iron, and steel sectors.'’’ In West Africa, ECOWAS has
echoed similar commitments to develop regional industrial and mining policies and action
pIans.178

7! Staritz, Making the Cut? 2011, 90.

USITC, Sub-Saharan African Textile and Apparel Inputs, 2009, xix—xx; Starlitz, Making the Cut? 2011, 75.

'3 COMESA, Annual Report 2011, 2011, 63-64.

7% south Africa is one of the world’s largest suppliers of all of the major ferroalloys. For a description of factors
affecting growth in South Africa’s exports of ferroalloys, see chapter 2 of this report.

17> Government of South Africa, DTI, Industrial Policy Action Plan 2013/2014-2015/2016, 2013, 124.

FGI, NTU, and WTO, Global Value Chains in a Changing World, 2013, 338.

EAC, “Regional Frameworks for Development of Extractive Industries,” March 20, 2013.

ECOWAS Commission, Regional Strategic Plan, 2011; UNECA, Minerals and Africa’s Development, 2011, 146-
148.
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Despite its abundant natural resources, several factors continue to impede the development of
mineral-based value chains within SSA. According to one study by UNECA, barriers to
developing upstream linkages (including industries to support mining activities) include the lack
of domestic capacity to supply upstream inputs, such as consulting, technical, or scientific
services; lack of access to capital; and a shortage of local workers with technological
expertise.’’” Impediments to developing downstream linkages (such as mineral processing or
“beneficiation” activities) include a lack of the large economies of scale needed to be
competitive in mineral processing, due in part to the absence of local manufacturing that would
consume such products, as well as the inability of local firms to penetrate established mineral-
based value chains primarily dominated by large multinational corporations. According to the
same report, poor infrastructure conditions across SSA, including deficient and fragmented
road networks and inadequate and expensive electricity supply, inhibit the development of
both upstream and downstream linkages. '*°

179 UNECA, Minerals and Africa’s Development, 2011, 110.
¥ 1bid., 109.
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Chapter 4
AGOA Country Export Potential to the
United States

While chapter 3 of this report identifies African products with potential for integration into
regional and global supply chains, this chapter presents products that have been identified as
offering the greatest potential for AGOA beneficiary countries to expand their exports to the
United States. Two approaches were used to identify products. The first was to review
published reports that identify products with export potential for SSA countries, including SSA
countries’ national export development strategies, previous USTR-requested Commission
studies on SSA export competitiveness, and other economic literature, including academic
studies and reports from international development institutions such as the World Bank. The
second approach was to identify products that AGOA countries currently export and that are
imported by the United States, but mainly from non-AGOA countries, such as fish products, cut
flowers, and certain apparel products. For products identified under both approaches, the
chapter describes AGOA countries’ competitive strengths and weaknesses, along with other
trade impediments that could hinder sales to the U.S. market.

Products Identified in National Export
Development Strategies

Country governments and stakeholders across SSA have identified export sectors to develop as
part of broader economic development strategies. These strategies include regional integration
among SSA countries, which has the potential to create important export opportunities for SSA
goods; export diversification to complement traditional export sectors; and product value
addition for goods consumed domestically or exported. For example, the national export
strategies from certain SSA countries, such as Rwanda, Uganda, and Malawi, identify a