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ABSTRACT

On November 10, 2004, the United States Trade Representative (USTR) requested that the
U.S. International Trade Commission (Commission) prepare a report under section 332(g)
of the Tariff Act of 1930 (19 U.S.C. 1332(g)) that identifies, for each AGOA-eligible
country, (1) the major economic sectors with the greatest potential for growth in export sales
and (2) domestic and international barriers that impede trade growth in such sectors. In
addition, the USTR requested that the Commission's report identify, to the extent possible,
private-sector initiatives and technical assistance programs that attempt to address such
barriers. The USTR requested that the Commission submit its report no later than
June 30, 2005. This study is related to the 2004 AGOA Acceleration Act (AGOA III), which
was signed by the President on July 13, 2004. As of June 30, 2005, the 37 AGOA-eligible
countries were: Angola, Benin, Botswana, Burkina Faso, Cameroon, Cape Verde, Chad,
Djibouti, Democratic Republic of the Congo, Ethiopia, Gabon, The Gambia, Ghana, Guinea,
Guinea-Bissau, Kenya, Lesotho, Madagascar, Malawi, Mali, Mauritania, Mauritius,
Mozambique, Namibia, Niger, Nigeria, Republic of the Congo, Rwanda, Sdo Tomé and
Principe, Senegal, Seychelles, Sierra Leone, South Africa, Swaziland, Tanzania, Uganda,
and Zambia.

For the purposes of this study, sectors or products exhibiting potential export growth include
(1) currently exported products with potential for export growth through improved
productivity or product quality; (2) products that reflect a country’s endowment strengths,
but have not been exported in significant quantities; and (3) downstream products of existing
export products. Another avenue for increased exports is diversification or increased
penetration of markets.

Barriers to increasing exports can arise from international and/or domestic policies, as well
as geographic trade-related and/or regional features. Commission research in selected
AGOA-eligible countries cited domestic impediments (e.g., infrastructure, utilities, and
domestic trade policy) as the major barriers to increased exports. Hence, in this report, the
examination of barriers that limit export growth focus primarily on domestic barriers and
impediments.

The identification of potential export products or sectors and domestic and international
barriers or impediments is based on statistical analysis of export data (revealed comparative
advantage analysis and market concentration measures); information obtained from
fieldwork in selected AGOA-eligible countries; business environment, economic freedom,
and infrastructure indicators; and public sources. This information was also supplemented
with areview of primary and secondary sources. The 37 AGOA-eligible countries have been
categorized into 9 country groups based on similar export patterns.
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EXECUTIVE SUMMARY

On November 10, 2004, the United States Trade Representative (USTR) requested that the
U.S. International Trade Commission (Commission) prepare a report under section 332(g)
of the Tariff Act of 1930 (19 U.S.C. 1332(g)) that identifies, for each African Growth and
Opportunity Act (AGOA )-eligible country, (1) the major economic sectors with the greatest
potential for growth in export sales and (2) domestic and international barriers that impede
trade growth in such sectors. In addition, the USTR requested that the Commission's report
identify, to the extent possible, private-sector initiatives and technical assistance programs
that attempt to address such barriers. The USTR requested that the Commission submit its
report no later than June 30, 2005. This study is related to the 2004 AGOA Acceleration Act
(AGOA III), which was signed by the President on July 13, 2004. Section 9 of AGOA III
directs the President to conduct a'study on each AGOA-eligible sub-Saharan African (SSA)
country, which (1) identifies economic sectors with the greatest potential for growth, (2)
identifies domestic and international barriers that are impeding growth in such sectors, and
(3) makes recommendations on how the U.S. government and the private sector can provide
technical assistance to these countries to assist in both dismantling such barriers and in
promoting investment in such sectors. There are 48 sub-Saharan African (SSA) countries,
of which 37 are AGOA-eligible. As of June 30, 2005, the 37 AGOA-eligible countries were:
Angola, Benin, Botswana, Burkina Faso, Cameroon, Cape Verde, Chad, Djibouti,
Democratic Republic of the Congo, Ethiopia, Gabon, The Gambia, Ghana, Guinea,
Guinea-Bissau, Kenya, Lesotho, Madagascar, Malawi, Mali, Mauritania, Mauritius,
Mozambique, Namibia, Niger, Nigeria, Republic of the Congo, Rwanda, S0 Tomé and
Principe, Senegal, Seychelles, Sierra Leone, South Africa, Swaziland, Tanzania, Uganda,
and Zambia.

The Commission employed multiple approaches in addressing the USTR’s request. The list
of identified potential export sectors and domestic and international barriers provided in this
report is based on Commission research, including fieldwork to selected AGOA-eligible
countries. For the purposes of this study, sectors or products exhibiting potential export
growth include: (1) existing exported products that a country could increase through
improved productivity or product quality; (2) products that reflect a country’s endowment
strengths, but have not been exported in significant quantities; and (3) products that represent
downstream processing of existing export products.

The identification of potential export products or sectors and domestic and international
barriers or impediments is based on statistical analysis of export data, information obtained
from fieldwork in selected AGOA-eligible countries, and public sources. Given that the
greatest potential for increased exports for many AGOA-eligible countries is in currently
exported products, the country profiles discuss exports at the aggregated (2-digit level) and
disaggregated (4-digit) levels, as well as significant trends in these exports. These data form
the basis for the revealed comparative advantage analysis and market concentration measures
in identifying potential export sectors and products. Information on domestic and
international barriers to exports was compiled from a variety of sources, including the World
Bank “Doing Business in 2005" survey, the Heritage Foundation “2005 index of Economic
Freedom Database,” and the World Bank “World Development Indicators” database. The
U.S. Trade Representative did not specify the types of barriers or impediments the
Commission should consider in its research. Rather, the barriers and impediments reported
reflect the concerns raised by the exporters, governments, and other sector participants.
Therefore, not all reported barriers or impediments apply equally to all countries and sectors
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and some reported barriers or impediments may not, in fact, limit export growth for a
particular sector.

The information on barriers included in this report reflects the views of industry,
government, and other sources as to what they perceive to be the greatest impediments to the
ability of AGOA-eligible countries to increase exports. Such barriers may result from a
number of sources, including international and/or domestic policies and from geographic or
regional features. The Commission has defined international barriers to include factors
within each AGOA-eligible country that impede export growth. As discussed further in
chapter 1, international barriers, which can be imposed by either the exporting or importing
country, directly affect the terms on which international transactions take place. International
barriers reported to the Commission include, for example, tariffs, quotas, tariff-rate quotas,
and export taxes. Domestic barriers can affect exports by raising the cost of production.
Domestic barriers reported to the Commission include, for example, labor market policies,
domestic price regulation, certain business regulations, and inability to meet international
standards. Commission research in selected AGOA-eligible countries, especially through
interviews of company, association, and government representatives, as well as secondary
sources, indicates that domestic barriers represent the greatest impediment to increasing
AGOA -eligible country exports. Hence, in this report, the examination of barriers that limit
export growth focuses primarily on domestic barriers and impediments.

Primary research involved gathering information through fieldwork, stakeholder interviews,
and communication with the U.S. Department of State, including U.S. Embassies in the 37
countries. Fieldwork in 11 AGOA-eligible countries (Botswana, Cameroon, Malawi, Mali,
Mauritius, Mozambique, Senegal, South Africa, Tanzania, Uganda, and Zambia) was
conducted to obtain information from in-country businesses, private-sector associations, and
multinational companies regarding potential export sectors and products, as well as barriers
and impediments encountered in exporting from SSA. Commission staff also interviewed
African government officials regarding these topics, as well as efforts they have made to
support and expand exports. In addition, Commission staff interviewed African government
representatives in the United States, as well as officials of associations that are regularly
involved in SSA trade-related issues, including the Africa Coalition for Trade. Secondary
sources included publications from various U.S. government agencies, international
organizations, and research institutions that deal with SSA trade-related issues.

In addition to the three elements discussed earlier, export growth may also result from
market diversification or from further penetration of existing export markets. For example,
China’s growing demand for natural resources such as petroleum, timber, cotton, and
minerals and metals has benefitted African countries exporting these products.
Predominantly agricultural commodity-exporting countries could increase exports by
shipping to developing and emerging economies which have been identified as potential
markets for raw agricultural commodities, minimally processed products, and light-
manufactured items. For the most part, exports of high-value horticulture, floriculture, or
organic agricultural products have typically targeted markets in the European Union and
United States. '

The 37 AGOA-eligible countries have been categorized into 9 country groups based on
similarities in export patterns. Table ES-1 provides a summary of Commission findings for
each of the 37 AGOA-eligible countries with regard to sectors with the greatest export
growth potential, domestic barriers, and international barriers.
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CHAPTER 1
Introduction

Purpose and Scope

On November 10, 2004, the United States Trade Representative (USTR) requested that the
U.S. International Trade Commission (Commission) prepare a report under section 332 (g)
of the Tariff Actof 1930 (19 U.S.C. 1332(g)) that identifies, for each AGOA-eligible country,
(1) the major economic sectors with the greatest potential for growth in export sales and (2)
domestic and international barriers that impede trade growth in such sectors.! In addition, the
USTR requested that the Commission’s report identify, to the extent possible, private-sector
initiatives and technical assistance programs that attempt to address such barriers.? The USTR
requested that the Commission submit its report no later than June 30, 2005.

This study is related to the 2004 AGOA Acceleration Act (AGOA III), which was signed by
the President on July 13,2004. Section 9 of AGOA III directs the President to conduct a study
on each AGOA-eligible sub-Saharan African (SSA) country, which (1) identifies economic
sectors with the greatest potential for growth, (2) identifies domestic and international barriers
that are impeding growth in such sectors, and (3) makes recommendations on how the U.S.
government and the private sector can provide technical assistance to these countries to assist
in both dismantling such barriers and in promoting investment in such sectors.

As of June 30, 2005, the 37 AGOA-eligible countries were: Angola, Benin, Botswana,
Burkina Faso, Cameroon, Cape Verde, Chad, Djibouti, Democratic Republic of the Congo,
Ethiopia, Gabon, The Gambia, Ghana, Guinea, Guinea-Bissau, Kenya, Lesotho, Madagascar,
Malawi, Mali, Mauritania, Mauritius, Mozambique, Namibia, Niger, Nigeria, Republic of the
Congo, Rwanda, Sdo Tomé and Principe, Senegal, Seychelles, Sierra Leone, South Africa,
Swaziland, Tanzania, Uganda, and Zambia (figure 1).

' The USTR letter is in app. A, and the Commission’s notice of investigation, published in the
Federal Register of Dec. 13, 2004 (69 F.R. 72217), is in app. B.

? Commission sources, both primary and secondary, identified few examples of private-sector
initiatives specifically targeting the alleviation of domestic and international impediments to
increased exports. In-country interviews suggested that existing private-sector efforts consist
primarily of addressing broader issues regarding the removal of domestic barriers to business
development.
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to scale, nor is it intended to depict political or geographical boundaries.
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Approach

The Commission employed multiple approaches in addressing the USTR’s request. This
section describes the criteria and approach employed to identify potential export growth
sectors and domestic and international barriers. The list of identified potential export sectors
and domestic and international barriers provided in this report is based on Commission
research, including fieldwork conducted in selected AGOA-eligible countries. The export
sectors, products, and barriers that have been identified may not be exhaustive, nor are they
ranked according to their relative significance.’

Identification Criteria*

This study focuses on the potential for export growth over the course of several business
cycles.’ The criteria used to identify potential export growth sectors or products include:®

1. existing exported products that a country could increase through improved
productivity or product quality;

2. products that reflect a country’s endowment strengths, but have not been
exported in significant quantities; and

3. products that represent downstream processing of existing export products.

* The extent of discussion of specific constraints across the country profiles reflects the degree
of recognition they received in the information gathered from public sources and from fieldwork.
In addition, this report does not provide a comparative analysis across countries. Such assessment
requires a detailed analysis of the potential revenue effect of increased exports and reduced
barriers for each AGOA-eligible country. Such an analysis is beyond the scope of this study.

* The identification of potential export products and sectors in this study is not proffered as a
recommendation or an assessment, and the identification of impediments does not suggest support
for any specific policy to address impediments. Government policy to support exports or to
alleviate barriers should be contingent on additional study. The danger of using the identified
products and sectors other than for initial guidance for policy objectives has been cited by
researchers. For example, Blackhurst and Layakurwa note that an assessment of the prospects for
nontraditional exports that does not provide an in-depth analysis of product-specific domestic
conditions “inevitably involves a large element of attempting to ‘pick winners’. [There] certainly
is no empirical basis for claiming that this is a promising route to developing internationally
competitive exports.” Richard Blackhurst and William Layakurwa, “Markets and market access
for African exports: Past, present and future directions,” World Trade Organization: Framework
Papers, Collaborative Research Project, CRC-3-3, p.18, found at
www.aercafrica.org/DOCUMENTS/Lyakurwa. pdyf, retrieved Apr. 25, 2005.

> This period could be considered as short to medium term, with one business cycle of
approximately 4 to 5 years. Theoretically, any country could export an almost-infinite variety of
products in the long term, if inputs and technology can be acquired. As endowments, government
policies, and domestic and international trade environments change, so may a country's potential
export products and sectors. For additional definitions of economic terms employed in this study,
see app. C.

¢ This study focuses on countries that are eligible for the AGOA preferential trade program,
which is specific to the United States. However, in identifying potential export sectors and
domestic and international barriers related to these countries, all export markets were considered.
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In addition to these criteria, export growth may result from market diversification or from
further penetration of existing export markets. For example, China’s growing demand for
natural resources such as petroleum, timber, cotton, and minerals and metals has benefitted
African countries exporting these products. According to Commission fieldwork,
predominantly agricultural commodity-exporting countries could increase exports by shipping
to developing and emerging economies, which have been identified by government officials
as potential markets for raw agricultural commodities, minimally processed products, and
light-manufactured items. In general, officials in countries that have been promoting increased
exports of high-value horticulture, floriculture, or organic agricultural products have targeted
primarily the EU and U.S. markets.

International and domestic barriers are broadly defined to include impediments related
directly to international transactions, as well as domestic factors within each AGOA-eligible
country that impede export growth. International barriers, which can be imposed by either the
exporting or importing country, directly affect the terms on which international transactions
take place. Domestic impediments can indirectly affect markets for exports by affecting
factors of production (labor, land, natural resources, and capital) or raise the cost of
production by hampering the business environment. In general, the effects of impediments
caused by international policies and those of domestic policies mimic each other, both
adversely affecting a country’s international competitiveness.” The barriers mentioned below
are observed in many SSA countries. International barriers imposed by importing countries
include:®

e tariffs;

* quotas;

» tariff-rate quotas;

» nontariff barriers such as sanitary and phytosanitary standards, which may serve
a legitimate domestic policy objective, but are impediments to trade as exporting
countries may be limited in their technical capacity to comply with the standards;

and

¢ domestic subsidies.

" For the theory of multiple international and domestic distortions operating simultaneously, see
Jagdish Bhagwati and V.K. Ramaswami, “Domestic Distortions, Tariffs and the Theory of
Optimum Subsidy,” Journal of Political Economy, 71, Feb. 1963; and Jagdish Bhagwati, “The
Generalized Theory of Distortions and Welfare,” in Jagdish Bhagwati, Ronald Jones, Robert
Mundell, and Jaroslav Vanek, eds., Trade, Balance of Payments, and Growth: Papers in
International Economics in Honor of Charles P. Kindleberger (Amsterdam: North-Holland,
1971).

8 Analysis of tariff and nontariff barriers for each AGOA-eligible country on market-by-market
and tariff line-by-tariff line bases is beyond the scope of this study.
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International barriers imposed by exporting countries include:

high and uneven import tariffs, which distort the transmission of international
prices to the domestic economys;

export taxes and prohibitions;

overvalued exchange rates, which systematically make exports artificially
expensive and imports artificially inexpensive, and generally require foreign
exchange rationing;

export marketing boards that affect relative prices; and

restrictions on foreign direct investment.

Domestic impediments that may limit SSA exports include:

labor market policies that induce rigidity and prevent labor from moving from
less to more profitable activities;

rigidities in markets for land, particularly the inability of farmers to obtain full
marketable title to land, which can prevent investment in both human and
physical capital in agricultural export crops;

government policies that artificially raise the cost of capital;
domestic price regulation;
business regulations that impair ease of entry and exit;

government policies that establish or tolerate monopolies (other than natural
monopolies) or business collusion;

failures of the rule of law, contract enforcement, property rights, as well as lack
of government transparency in the administration of any policy, which impairs
all economic activity, including exports;

lack of technical capacity to meet international standards such as sanitary and
phytosanitary standards;

inadequate infrastructure such as a lack of inland road and railroad transport, or
inadequate seaport and airport service for exports, which makes it difficult to
access export markets;’ inadequate telephone or Internet service, which increases
the cost of accessing information to conduct transactions; and expensive and/or
unreliable utilities, which increase the cost and risk of conducting business; and

protracted domestic civil unrest, which increases risk and reduces investment.

® On the effects of improved transportation links, see USITC, Logistic Services: An Overview
of the Global Market and Potential Effects of Removing Trade Impediments, inv. No. 332-463,
USITC pub. 3770, May 2005.
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Geographic trade-related impediments that may limit SSA exports include:

* land-locked position, which can increase the cost of exporting products that can
only be efficiently transported by land via neighboring countries;

* regional instability or civil unrest in neighboring countries; and

» recurring drought, famine, or other environmental adversities.

Commissionresearch in selected AGOA-eligible countries, especially interviews of company,
association, and government representatives, as well as secondary sources, cited domestic,
rather than international impediments as the major barriers to increased exports.'® Hence, this
report focuses primarily on domestic barriers that impede export growth. For most
AGOA-eligible countries, sectors with the greatest potential for increased exports are existing
export sectors that are hampered by domestic impediments. For example, one study
examining SSA trade trends found that domestic policies were the primary impediment to
export growth and diversification. The authors note that “it is unlikely that major shifts in the
composition of exports can occur in the short to medium term. As such, the removal of
general anti-export biases in African countries' domestic policies, as well as initiatives to
promote more competitive (low cost) prices for traditional exports, still require immediate
attention.”"'

Research and Analysis

The identification of potential export products or sectors and domestic and international
barriers or impediments is based on statistical analysis of export data, information obtained
from fieldwork in selected AGOA-eligible countries, and public sources. As mentioned
above, given that the greatest potential for increased exports for many AGOA-eligible
countries is in current exports, the country profiles discuss current sector- and product-
specific exports, as well as significant trends in these exports. These data form the basis for
the revealed comparative advantage analysis and market concentration measures in
identifying potential export sectors and products. In addition to its fieldwork, the Commission
also identified domestic and international barriers and impediments based on an analysis of
business environment, economic freedom, and infrastructure indicators. This information was
also supplemented with a review of primary and secondary sources (see below).

1 For a review of the importance of domestic impediments in limiting export growth,
particularly the remnants of import-substitution-industrialization policies, see Francis Ng and
Alexander Yeats, “What Can Africa Expect From Its Traditional Exports,” World Bank, Africa
Region Working Paper Series No. 26, Feb. 2002; Economic Commission for Africa, Economic
Report on Africa 2004: Unlocking Africa’s Trade Potential, UNECA, 2004; and Ernesto
Hernandez-Cata, Klaus Schwab, and Augusto Lopez-Claros, The Africa Competitiveness Report
2004, World Economic Forum, 2004.

' Ng and Yeats, “What Can Africa Expect From Its Traditional Exports,” p. vi.
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The Commission conducted a revealed comparative advantage (RCA) analysis'? to assess the
relative efficiency of AGOA-eligible country exports. This analysis provided RCA indices"
that were used to identify sectors or products where AGOA-eligible countries were
internationally competitive or were increasing in international competitiveness. Products with
strong or rapidly improving RCA indices, therefore, likely have the potential for increased
exports. Using diamond exports from Botswana as an example, the RCA index is equal to the
share of diamond exports in Botswana’s total exports relative to the share of diamond exports
in total world exports, or:

(Botswana diamond exports/Botswana total exports)/
(World diamond exports/World total exports).

When Botswana’s diamond exports as a share of its total exports is greater
(less) than global diamond exports as a share of total global exports,
Botswana is said to have a revealed comparative advantage (disadvantage)
in diamonds.

For ease of interpretation, the RCA index was converted into a Symmetric RCA index
(SRCA). The RCA index can range from 0 to infinity, whereas the SRCA ranges from -1 to
1. For the main exports of each AGOA country, information is presented on the average
SRCA index (00-03), the average yearly change in SRCA, the average growth in world
markets, and the normalized standard deviation of market share from the global market share.
The average SRCA is an indicator of a country’s comparative advantage.'* For example,
values of the SRCA between 0 and 1 suggest that the country may have a comparative
advantage in the commodity, whereas values between -1 and 0 suggest a lack of a
comparative advantage in the commodity under consideration. The average yearly change in
the SRCA shows the stability of the SRCA index; positive average change generally
represents increasing export opportunities, negative change generally represents decreasing
export opportunities, and little change generally indicates stability."”” The average growth in
world markets is a measure of world demand for the good. The normalized standard deviation
(last column in appendix E tables) is an indicator of the dispersion of a country’s exports of

12 In practice, the RCA method is a well-established type of statistical analysis. Valentine and
Krasnik applied the RCA method to six South African Development Community (SADC)
countries’ exports and found that, although most SADC countries have a comparative advantage in
agricultural and mineral products, an improvement in their comparative advantage in
nontraditional products has taken place since 1985. (See N. Valentine and G. Krasnik, “SADC
Trade with the Rest of the World: Winning Export Sectors and Revealed Comparative Advantage
Ratios,” The South African Journal of Economics, 2000, 68(2), pp. 266-285.) More recently,
Krakoff also applied the RCA methodology to SADC export statistics. (See Charles Krakoff, The
Services Group for USAID, “Key Potential Export Markets and the Market Access Barriers Facing
Southern African Exporters,” Nov. 2003.) The RCA methodology has also been applied by the
Commission in its estimation of the economic effect of a free trade agreement between the United
States and Korea. In that particular case, a detailed RCA analysis complemented a broader model-
based analysis. (See USITC, U.S.-Korea FTA: The Economic Impact of Establishing a Free Trade
Agreement (FTA) Between the United States and the Republic of Korea, inv. No. 332-425, USITC
pub. 3452, Sept. 2001.)

13 A description of the RCA analysis and market concentration measure is in app. D; the results
of the RCA analysis are in app. E.

' The averaging process takes out some of the transitory supply shocks.

13 1t is possible that offsetting positive and negative changes could result in no change.
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a particular product over different markets. Large values suggest that the exports of the good
in question are concentrated in a few markets. There is not necessarily a relationship among
these indicators. For example, products with large SRCAs may have either low or high
normalized standard deviations. That is, although a country may be a major exporter of a
particular commodity, it may only sell it in a limited number of markets. In order to make an
assessment of potential export growth for each country, evaluation of the above-mentioned
indices was supplemented with information gathered from public sources, interviews with
industry and government representatives in selected AGOA-eligible countries, and African
government representatives in the United States.

The Commission also developed export market concentration measures to assess the degree
of product concentration in specific markets. This analysis resulted in a market concentration
index that was used to highlight products where countries might be able to increase exports
by penetrating new markets. The export market concentration measure is first determined by
calculating the share of a specific product’s imports in seven export markets.'® Again using
Botswana diamond exports as an example, a value of “4.85" in the EU market means that the
European Union’s imports of diamonds from Botswana represent 4.85 percent of total EU
imports of diamonds. Then, using the shares for all seven markets, the Commission calculated
the extent to which a country’s exports were highly concentrated in one or two markets. High
export market concentration measures suggest products for which exports may be increased
by penetrating additional markets. The extent to which the RCA analysis or export market
concentration measures either complemented or supplemented information from primary and
public sources varies by country.

An assessment of domestic impediments to increased exports is also provided by the
indicators representing the state of the business environment, economic freedom, and
infrastructure in each of the AGOA -eligible countries. Commission sources, both primary and
secondary, have identified these measures as reliable indicators of the types of barriers faced
by exporters. Business environment indicators highlight the difficulties of establishing and
conducting business, including export-oriented business, in a country. Three frequently-cited
domestic impediments were tariffs on imported inputs to production, the high cost of capital,
and lack of government transparency. These impediments are, in part, reflected in the degree
of economic freedom scores generated by the Heritage Foundation. For example, the “trade
policy score™ indicator measures the extent to which a country’s own trade policy may inhibit
export growth; the “banking and finance score” indicator measures the openness of the
country’s banking and financial system; and the “informal market activity score” indicator
measures the degree of government transparency. As identified by Commission research, a
significant constraint to increased exports in AGOA-eligible countries is inadequate
infrastructure, including transport, communications, and utilities. The infrastructure-related
indicators provide measures that underscore these infrastructure deficiencies. For consistency
and completeness, all data are provided for all countries, if available; however, discussion of
indicators is based on their relative appropriateness determined by Commission research and
fieldwork.

16 The seven markets are Australia, Canada, the European Union (EU-15), Japan, lower- and
middle-income countries, the United States, and rest of world. For a list of the component
countries in “lower- and middle-income countries” and “rest of world,” see table D-1.
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Fieldwork and Data Sources

Primary research included gathering information through fieldwork, stakeholder interviews,
and communication with the U.S. Department of State, including U.S. Embassies in the 37
countries. Fieldwork was conducted to obtain information from in-country businesses, private
sector associations, and multinational companies regarding potential export sectors and
products, as well as barriers and impediments they have encountered in exporting from sub-
Saharan Africa. Commission staff also interviewed African government officials regarding
these topics and efforts their governments have made to support and expand exports. Staff
traveled to 11 AGOA-eligible countries,"” which varied according to: (1) economic size, (2)
trade regimes, (3) access to trade infrastructure, and (4) business and investment
environments. In addition, Commission staff interviewed A frican government representatives
in the United States, as well as officials of associations that are regularly involved in SSA
trade-related issues, including the Africa Coalition for Trade.'®

Secondary sources included various U.S. government agencies, international organizations,
and research institutions that deal with SSA trade-related issues. Such institutions include the
U.S. Agency for International Development, the U.S. Department of Agriculture, the U.S.
Trade and Development Agency, the World Bank, the World Trade Organization, the
International Trade Centre (Geneva), the United Nations, the UN Economic Commission for
Africa, the African Development Bank, the International Monetary Fund, the Economist
Intelligence Unit, and the Heritage Foundation.

The Commission collected merchandise trade data at the HS 2-digit and 4-digit levels from
the World Integrated Trade Solution (WITS) database.'” RCA analysis is based on country-
specific export data at the HS 4-digit level. To increase data accuracy and coverage,
merchandise export values were based on trading partners’ import values. For example, the
value of exports for Angola is the reported imports from Angola by its trading partners. As
services trade data are unavailable by country, source, and sector, the analysis of current and
potential services sector exports is primarily qualitative. Economic and infrastructure
measures were assembled from the World Bank’s World Development Indicators database;
business environment measures were collected from the World Bank’s Doing Business
database and the World Trade Organization; and the economic freedom measures were drawn
from the Heritage Foundation database. The Commission considered all collected
information; however, depending on the completeness and consistency of available
information, the emphasis given to certain sources and analysis differs across country profiles.

'7 The 11 countries are Botswana, Cameroon, Malawi, Mali, Mauritius, Mozambique, Senegal,
South Africa, Tanzania, Uganda, and Zambia.

'* The Commission scheduled a public hearing in connection with this investigation for
Mar. 1, 2005. The hearing was canceled due to lack of participation; however written submissions
were received. Information from the submissions was incorporated as appropriate in the country
profiles.

' The database accessed via WITS is the Commodity Trade Statistics database (UN Comtrade),
which is maintained by the United Nations Statistics Division (UNSD). UN Comtrade contains
annual trade flows—imports and exports—reported by more than 140 countries or areas with
commodity-by-partner detail at 6-digit level of various commodity nomenclatures. For more
detailed information on the underlying sources and definitions of WITS or UN Comtrade data, see
Internet addresses http://wits.worldbank. org/witsweb/default. aspx or
http://unstats.un.org/unsd/comtrade/, respectively.
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Attempts have been made to provide standard and consistent data for defined measures for
each country. However, information for the 37 AGOA-eligible countries may not be fully
comparable because of varying statistical methods and data limitations, coverage, and
practices across countries and sources. Consequently, the statistical information should be
treated as indicative, and emphasis should be placed on broad trends over time. Frequently-
used terms in the report such as Category 1 certification, informal sector/activity, Kimberley
Process/Certification, Multifiber Arrangement, and trade capacity are defined in appendix C.
Data definitions and sources for standard indicators and measures used in the report are
provided in appendix F.

Organization

The 37 AGOA-eligible countries have been categorized into 9 country groups based on
similar export patterns.”® As current exports generally represent products for which the
AGOA -eligible countries have a comparative advantage, grouping countries based on similar
export patterns informs the reader about potential export sectors and international and
domestic barriers or impediments for similarly-endowed countries. Each country assessment
is, however, intended to be a separate and distinct country-specific review. Consequently,
country profiles address topics and issues frequently and prominently cited by Commission
sources. The nine country groups are represented in Chapters 2 through 10 and are:

e Petroleum-exporting countries (Angola, Cameroon, Gabon, Nigeria, and
Republic of the Congo);

*  Predominantly mineral-exporting countries (Botswana, Democratic Republic of
the Congo, Guinea, and Zambia);

*  Moderately mineral-exporting countries (Mozambique, Niger, Rwanda, Sierra
Leone, and South Africa);

» Cotton-exporting countries (Benin, Burkina Faso, Chad, and Mali);

Fish-exporting countries (The Gambia, Mauritania, Namibia, Senegal, Tanzania,
and S&o Tomé and Principe);

¢ Coffee, tea, and spice-exporting countries (Ethiopia, Kenya, and Uganda);

¢ Other agriculture-exporting countries (Ghana, Guinea-Bissau, Malawi, and
Swaziland);

»  Apparel-exporting countries (Lesotho, Madagascar, and Mauritius); and

» Transport services-exporting countries (Cape Verde, Djibouti, and Seychelles).

 The country groups are based on similarity of the overall trade pattern across all trade
categories. Thus, the sector with the largest share of trade may be different for countries in the
same country group. For additional information on the cluster analysis used to identify these
country groups, see app. D.
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For each country in each group, the following are provided: (1) an economic overview, (2) an
export profile, (3) identification of potential export sectors or products, and (4) identification
of domestic and international barriers and impediments. Following the text of the report, there
are six appendices: (A) request letter from the USTR; (B) Federal Register notice; (C) list of

_trade- and economics-related terms, and table of major unilateral trade preference programs
and regional trade agreements; (D) description of quantitative analysis; (E) RCA indices
tables by country; and (F) list of definitions and sources for standard indicators and measures
provided in the study.
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CHAPTER 2
Petroleum-Exporting Countries:
Angola, Cameroon, Gabon, Nigeria, and

ReEublic of the Congo

The five countries included in this chapter are all located on the Atlantic coast of Africa,
around the Bight of Benin, and have a petroleum sector that accounts for a large share of their
total exports (table 2-1). The petroleum reserves of these countries are both onshore and
offshore. The extent to which crude petroleum is refined in the country in which it is extracted
varies among countries, with most countries exporting a small quantity of refined products.
Except for Nigeria, exports of liquified natural gas are minimal. A summary of findings with
respect to potential export growth sectors and domestic and international barriers for each of
the five countries is provided below.

Table 2-1
Angola, Cameroon, Gabon, Nigeria, and Republic of the Congo, 1999-2003 average share of total exports, by sector
Republic of
Sectors Angola Cameroon Gabon Nigeria the Congo
Shares of total exports, 1999-2003 (percent)
Fishandrelated products . .......................... 04 0.2 0.6 0.5 0.2
Coffee, tea,andspices . ............................ 6 3.0 " @) 0.4
COCO@ . vttt e e e e 8] 7.6 " 15 "
Otheragriculture . ......... ... . ... ... ... ....... " 9.8 0.1 1.0 0.8
Forest-based products ............................. " 256 17.9 0.5 6.2
Minerals, metals, and metal products ... ............... 71 4.8 49 0.5 5.1
Fuels and electricalenergy . . ........................ 92.0 43.8 75.4 954 86.6
Textilesand fibers .................. ... ... .. ..., " 4.1 " 0.2 "
Apparel and related articles ......................... " 0.1 " " "
Other manufactures .. .............. .. ... . ... ...... 0.3 1.1 1.2 0.4 0.6

" Average share of less than 0.05 percent during 1999-2003.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Angola

Agriculture and fisheries appear to have the greatest export potential. As Angola continues
to recover from its long civil war, it has the potential to become a regional exporter of
agricultural products, as well as the potential to move into food processing. The government
also considers natural gas a potential export, although export quantities are likely to be
relatively small for the foreseeable future. International investment is expected to play a key
role in the development of Angola’s natural gas industry. Inadequate transport infrastructure,
high transport costs, and the general lack of a business environment conducive to
nonpetroleum investment will continue to inhibit growth of potential export sectors.
Regional instability continues to be an international impediment to export growth.
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Cameroon

Gabon

Sectors with the greatest potential for export development include the primary agricultural
and forestry product sectors, processed agricultural products and processed wood products,
light manufactured goods, certain mineral products, and tourism. Major domestic barriers
to increased exports include the country’s infrastructure deficiencies, the general business
environment, financial sector constraints, and lack of government and regulatory
transparency. International barriers to increased exports include destination-market standards
that are difficult to meet, tariff escalation on processed agricultural products, and developed-
country agricultural support programs.

Nigeria

Gabon’s economy is dependent on the petroleum and timber sectors. Given an expected
decline in petroleum reserves, the identification of potential alternative exports is of
particular significance. Potential exports include processed wood products, which have
begun to emerge in importance, fish and crustaceans, and products previously exported such
as palm oil. The main barriers to export are domestic, including the lack of government
transparency and good governance, a noncompetitive business environment, lack of skilled
labor, and inadequate transportation infrastructure.

Although once a large agricultural products exporter and still a largely agriculture-based
economy, Nigeria’s predominant exports are crude petroleum and liquified natural gas.
Aside from petroleum, products identified as having export growth potential include
cashews, sesame, shrimp and prawns, tantalite and certain other minerals, cocoa beans, and
leather products. General barriers to increased exports are primarily domestic, including
inadequate infrastructure (including transport and telecommunications), high cost of capital,
expensive and unreliable utilities, high cost of inputs, high tariffs on imported inputs, and
burdensome regulations. Sector-specific barriers in the agricultural sector include high taxes
on agricultural exports and insufficient irrigation systems.

Republic of the Congo

Republic of the Congo is a major regional producer of crude petroleum. The country also
exports a variety of other primary products, including wood, sugar, coffee, cocoa, diamonds,
gold, and potash. Republic of the Congo could eventually become an exporter of electricity,
magnesium ores and concentrates, and gold ores and concentrates, and could expand its
exports of wood and wood products. Barriers to increased exports include a damaged
infrastructure; unexploited mining opportunities; insufficient investment in several sectors,
including agriculture; and an inability to meet sanitary and phytosanitary standards in many
potential export markets.



Angola’

Economic Overview

Angola is a petroleum- and mineral-rich country on Africa’s southwest coast, with a
population of 13.5 million, GDP of $13.2 billion, and GDP per capita of $977 in 2003
(table AN-1). Angola is rich in natural resources, but over two-thirds of the population lives
in poverty, and almost one-third in extreme poverty.> After gaining independence in 1975,
Angola experienced a protracted civil war until April 2002. The civil war has had a
pronounced negative impact on infrastructure, the population distribution, and the ability of
the government to institute sound policies.’ A staff-monitored program with the IMF was
signed in 2000 with the objective of creating macroeconomic stability, ensuring sound and
transparent budgetary management practices, and reducing poverty and other distortions
leading to corruption and increased inefficiencies.

Angola’s economy depends on crude petroleum, which accounts for 53.6 percent of GDP
(figure AN-1) and about 96 percent of export earnings. Crude petroleum production has
quadrupled since 1980, reaching 902,000 barrels per day in 2003.* However, there are few
linkages between the capital-intensive petroleum sector and the rest of the economy.’ Less
than 1 percent of the workforce is employed in the petroleum sector.® Nonpetroleum sector
growth has been limited, as a result of “persistent macroeconomic instability, poor fiscal
discipline, corruption, war, structural distortions including poor contractual and property
rights, and a weak banking sector.””

The agricultural sector employs approximately 60 percent of the population, although it
accounts for only 8.0 percent of GDP.? Staple food crops, livestock, and small animals are
the main focus of agricultural production, and the main subsistence crops are maize (corn),
cassava, massango, massambala, beans, and sweet potatoes.” Agricultural production

! Prepared by Alan Treat, Office of Industries.

> World Bank, Transition Support Strategy for the Republic of Angola, Mar. 4, 2003, found at
www.worldbank.org, retrieved Mar. 4, 2005, pp. 4-5. The National Institute for Statistics defines
the poverty line as approximately $40 per month, and the extreme poverty line is defined as
$14 per month.

3 African Development Bank (AfDB) Group, Country Strategy Paper 2002-2004 — Angola,
May 2003, p. iii, found at www.afdb.org, retrieved Apr. 15, 2005.

* U.S. Department of Energy, Angola Country Analysis Brief, Jan. 2005, found at
www.eia.doe.gov/cabs/angola. html, retrieved Mar. 4, 2005.

> European Community, “Country Strategy Paper and Indicative Programme for the Period
2002-2007,” found at http://europa.eu.int, retrieved Apr. 13, 2005.

¢ Republic of Angola, Monograph of the Republic of Angola, Third United Nations Conference
on Least Developed Countries, Brussels, May 14-20, 2001, p. 36, found at
www.ccia.ebonet.net/docs/aconf191cp45ang.en.pdf, retrieved Apr. 2, 2005.

7 Economist Intelligence Unit (EIU), Angola Country Profile, 2004, p. 23.

8 Other than agriculture, employment is largely in the informal sector and the government. U.S.
Department of State telegram, “Angola Export Opportunities and Barriers for USITC Study,”
message reference No. 00215, prepared by U.S. Embassy, Luanda, Feb. 18, 2005.

° Republic of Angola, Monograph of the Republic of Angola, p. 13.
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Table AN-1
Angola: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . .. ...t 13,189.2
GDP growth (annual percent, based on local currency, 2003) . ... ... ... .. 4.5
GDP per capita growth (annual percent, based on local currency, 2003) .. .............. . i 1.4
Inflation, consumer prices (annual percent, 2003) . .. ... ... ... 98.2
External debt, total (current US$, millions, 1999) . .. .. .. ... ... 10,134.3
Total debt service (percent of exports of goods and services, 2002) .. .............iiuiiiiiiniiiannan.. 10.0
Exports of goods and services (percent of GDP, 1999) . . .. .. ... . 71.3
Trade (percent of GDP, 2003) . .. ... ... 138.1
Official exchange rate (local currency unit per US$, period average, 2003) .. ...............ccciiiiieooon.. 74.6
Population, total (millions, 2003) . . . .. ... ... 13.5
Population growth (annual percent, 2003) . . ... ... ... . . . 3.0
Labor force, total (millions, 2003) . . . . .. . . e 6.3
Labor force participation rate, total (percent, 2002) ... ... ... . . . . . 45.7
Literacy rate, adult total (percent of people ages 15 and above, 1999) . ... ... . ... ... ... . . . i, 74.0
Primary school enroliment ratio, total (percent, 1999) ... ... .. .. . . . . . . 18.0
Secondary school enroliment ratio, total (percent, 1999) . .. ... ... ... . . . . 24
Land use, arable land (percent of total, 1999) . . ... ... .. e 322
Gross capital formation (percent of GDP, 2003) . .. .. .. .. ot e 322
Gross fixed capital formation (percent of GDP, 2003) . ... ... ... i e 11.7
Foreign direct investment, net inflows (percent of GDP, 1999) . ... .................oo..iieeieieeeeee. ... 6.5

' Most recent year for which data are available between 1999 and 2003.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure AN-1
Angola: Composition of GDP (2001)

$13.2 billion

Oil
53.6%

Services

9.8% Other
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Agriculture
8.0% L Manufacturing
Mining 3.8%

5.8%

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.
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decreased significantly during the civil war, as people were either displaced or they
abandoned agricultural activities in rural areas in order to move to urban areas.'® Angola is
currently a net importer of food.

Services accounted for 9.8 percent of GDP and mining (principally diamond extraction)
accounted for 5.8 percent. Angola is the fourth-largest producer of diamonds in the world,
by value," although official production figures likely do not reflect actual values because
they do not include a large number of diamond mines that operate illegally.' Manufacturing
accounted for 3.8 percent of GDP and is dominated by a few small state-owned firms that
produce consumer goods and building materials, as well as metal working and assembly for
the petroleum sector."

Net foreign direct investment (FDI) steadily increased from $180 million to $2.5 billion
during 1996-99, and fluctuated between $879 million and $2.1 billion during 2000-02."
Angola was ranked as the second-largest recipient of FDI in sub-Saharan Africa (SSA) in
2003, and the largest recipient of FDI overall between 1999 and 2003. Investment is
concentrated in the petroleum and mining sectors.

Export Profile

Angolais SSA’s second-largest petroleum exporter, after Nigeria. In 2003, crude petroleum
represented approximately 94 percent of Angola’s exports, which totaled $8.6 billion
(tables AN-2 and AN-3). Gem-quality diamonds are the second-largest export from Angola,
and constitute approximately 3 percent of Angola’s total exports. The country is the fourth-
largest diamond producer in the world after Botswana, Russia, and South Africa, and is
widely considered to be a promising region for increased diamond exploitation.'”” Other
principal exports include petroleum oils, crustaceans and other aquatic marine life, industrial
minerals, and dimension stone such as granite. Agricultural exports include coffee, maize,
sisal, bananas, beans, sugar, and palm oil.

The United States is Angola’s principal export market, accounting for 52.6 percent of its
total exports in 2003 (table AN-4) and about 60 percent of its crude petroleum exports since
the 1990s.'® Other large single-country markets for exports in 2003 were China
(25.7 percent), France (8.1 percent), South Korea (3.1 percent), and Belgium (3.0 percent).
Despite efforts to increase economic integration within the region, Angola has limited
commercial ties with its neighbors.'” Intraregional trade between Angola and members of
the Southern African Development Community (SADC) and the Common Market for

1 AfDB Group, Country Strategy Paper 2002-2004 — Angola, p. 3.

! Republic of Angola, Monograph of the Republic of Angola, p. 12.

2 1bid., p. 13.

3 EIU, Angola Country Profile, p. 33.

'* World Bank, “World Development Indicators,” found at http://devdata. worldbank.org/
dataonline, retrieved Feb. 1, 2005.

3 EIU, Angola Country Profile, p. 31.

' Ibid., p. 36.

7 Ibid., p. 37.
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Table AN-2
Angola: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)
2003 share  9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars Percent
27 Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral waxes .. 3,008,346.9 4,174,179.5 8,215,619.3 95.9 11.8
71 Natural or cultured pearls, precious or semiprecious
stones, precious metals; precious metal clad
metals, articles thereof; imitation jewelry; coin . . . . .. 16,1952  551,142.3  277,232.4 32 371
73 Articles of ironorsteel. .......................... 217.2 231.9 13,085.3 0.2 57.7
90 Optical, photographic, cinematographic, measuring,
checking, precision, medical or surgical instruments
and apparatus; parts and accessories thereof . . . ... 420.5 2,105.9 10,836.6 0.1 43.5
84 Nuclear reactors, boilers, machinery and mechanical
appliances; parts thereof . ..................... 2,157.4 6,256.8 10,599.9 0.1 19.3
25 Salt; sulfur; earths and stone; plastering materials,
limeandcement ........ ... ... ... ... ... ..., 1,810.6 1,513.0 8,686.0 0.1 19.0
03 Fish and crustaceans, molluscs and other aquatic
invertebrates . . .. ....... .. .. 24,2213 24,140.4 5,195.0 0.1 -15.7
85 Electrical machinery and equipment and parts thereof;
sound recorders and reproducers, television
recorders and reproducers, parts and accessories . . 283.0 1,070.7 3,386.1 0.0 31.8
76 Aluminum and articles thereof. . ................... 1356 301.4 2,063.1 0.0 353
88 Aircraft, spacecraft, and parts thereof .............. 964.3 299.7 1,972.9 0.0 8.3
Other . ... 13,167.8 26,791.0 18,850.9 0.2 4.1
Total ..............cocooiiiiiiiniiens.. 3.067,919.8 4,788.032.7 8,567.527.5 100.0 12.1
Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
Table AN-3
Angola: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share  9-year
HS 4 Description 1994 1999 2003 oftotal CAGR
1,000 dollars Percent
2709 Petroleum oils and oils from bituminous minerals,
Crude ... 2,896,709.7 4,069,154.8 8,046,167.0 93.9 12.0
7102 Diamonds, whether or not worked, but not
mountedorset ......... ... .. ... ... 16,190.4 551,131.0 277,206.2 3.2 371
2710 Petroleum oils and oils from bituminous minerals
(other than crude) and products therefrom,
nesoi, containing 70% (by weight) or more of
theseoils ...... ... 95,002.0 90,143.2 161,321.6 1.9 6.1
7308 Structures (excluding prefab buildings of heading
9406) and parts thereof (bridges, towers etc.),
including prepared shapes etc., of iron or steel . ... 15.2 24.8 12,642.8 0.1 1111
9015 Surveying, hydrographic, oceanographic,
hydrological, meteorological or geophysical
instruments etc. nesoi; rangefinders; parts
and acCesSOMes . ...t 336.9 1,078.9 9,407.3 0.1 448
2516 Granite, porphyry, basalt, sandstone and other
building etc. stone, whether or not roughly
trimmed or merely cut by sawingetc. ............ 1,495.6 1,489.2 8,666.1 0.1 21.6
2711 Petroleum gases and other gaseous hydrocarbons . . . 16,635.3 14,881.6 7,832.7 0.1 -8.0
0307 Molluscs & other aquatic invertebrates nesoi, live,
fresh, chilled, frozen, dried, salted or in brine;
flours, meals & pellets of aqua invertebrates fit
for human consumption .. .................... 1,772.3 1,831.2 3,461.7 0.0 7.7
8431 Parts of machinery of headings 8425 to 8430 covering
derricks, fork-lift trucks, conveyers, self-propelled
bulldozers, graders, snowplows, etc ............ 168.6 745.2 2,113.8 0.0 324
7602 Aluminumwasteandscrap ..................... 78.3 295.1 2,023.3 0.0 43.5
Other . ... 39,5156 57.257.8 36.685.0 04 -0.8
Total . ... .. 3,067,919.8 4,788,032.7  8,567,527.5 100.0 12.1

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Table AN-4

Angola: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)

2003 share 9-year

Market 1994 1999 2003 of total CAGR
———— 1,000 dollars Percent

UnitedStates ................................ 2,209,201.7 2,574,613.8 4,506,200.9 52.6 8.2
China ..........0 i 47,985.3 355,651.2 2,205,934.9 25.7 53.0
France ..............oiiiiii 122,117.1 92,946.7 693,932.1 8.1 21.3
Korea, Rep. ..ot 71,600.4 646,411.1 267,633.8 3.1 15.8
Belgium ......... ... 6 534,882.1 258,082.7 3.0 e
faly ... R 123,305.1 9,558.2 202,128.5 2.4 56
Indonesia .......... .. .. .. .. .. 0.0 52.2 94,802.1 11 ®
Japan ... 10,253.6 9,108.4 83,658.1 1.0 26.3
Chile ... ... 69,949.3 0.0 64,496.0 0.8 -0.9
GeImMAaNY . ..ottt 162,946.0 104,367.7 58,850.0 0.7 -10.7
Other ... .. . 250,561.3 460,441.5 131,808.3 1.5 -6.9
Total 3,067,919.8 4,788,032.7 8,567,527.5 100.0 12.1

" Not available.

2 Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Eastern and Southern Africa (COMESA)'® is minimal compared with exports to the United
States, the European Union, and China.

Angola’s exports increased by 56 percent during 1994-99, and by 79 percent during
1999-2003. Much of the export growth is attributable to increases in crude petroleum
exports. China and Japan have been the fastest-growing major export markets for Angola
during the past 10 years. During 1994-2003, Angola’s total exports to China and Japan
increased at a compound annual growth rate (CAGR) of 53.0 percent and 26.3 percent,
respectively. Crude petroleum exports to China increased by more than 400 percent in 2001,
while exports to South Korea, which had a 9-year CAGR of 15.8 percent, increased by more
than 500 percent to $588 million during 1998-99."”

Nearly all of Angola’s top 10 export products, as listed by 4-digit HS, have grown
significantly during the past 10 years. The 9-year CAGR was 12.0 percent for exports of
crude petroleum and 37.1 percent for diamonds, although exports of diamonds declined by
about 50 percent to $277.2 million during 1999-2003.

Sectors with the Greatest Export Growth Potential

Agriculture and fisheries appear to have the greatest export potential. Arable land is widely
available and fertile, and about 90 percent remains uncultivated. As agricultural production
continues to recover following the civil war, Angola has the potential to transform itself once

'® For additional information on regional organizations, see app. C.

1 U.S. & Foreign Commercial Service, “Qil and Gas in Angola,” Jan. 2003, found at
http://strategis.ic.gc.ca/epic/internet/inimr-ri.nsflen/gr113713e. html, retrieved Dec. 29, 2004.
Increases in the value of crude petroleum exports from Angola are mostly attributable to increases
in crude petroleum prices. For example, crude petroleum export quantities from Angola remained
relatively constant at 699 million barrels during 2000-01; however, crude petroleum prices
increased from $9.90 per barrel to $24.00 per barrel during that period.
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again into a net food exporter,” although the country will need modern farm equipment and
inputs to do so.”! If intraregional infrastructure is improved, Angola has the potential to
become a regional exporter of agricultural products and attract nonpetroleum foreign
investment directed toward food processing. Based on a high average yearly change in the
revealed comparative advantage” (RCA) index from 1998 to 2003, as well as positive
average growth in world market share, buckwheat/millet is an agricultural product that
shows export growth potential (appendix E, table E-1), although it is not currently exported
in substantial amounts. In addition, between 1993 and 2003, world trade in tomatoes grew
by 11.3 percent, and represent another agricultural product export with growth potential.
Coffee and wood have been cited as other potentially exportable products.”

Angolahas one of the richest and most diverse maritime coasts in Africa. Mackerel, sardines,
tuna, and other fish are common.** Frozen fish exports grew by 5.1 percent in world trade
during 1993-2003, and represent a potential downstream export product. World trade in
seafood such as lobster, shrimp, and crab, as well as oysters, scallops, and mussels, have
experienced average yearly growth rates of 4.8 percent and 6.1 percent, respectively, yet
maintain relatively small percentages of Angola’s trade (0.3 percent and 0.1 percent,
respectively).

The government views natural gas, and its eventual conversion to liquified natural gas
(LNG), as a potential export in the long term, although the country will continue to
emphasize crude petroleum production for the foreseeable future. Sonangol, Angola’s
national oil company, and Chevron Texaco are developing a project to convert flared natural
gas from offshore oilfields to LNG. The project was originally scheduled for completion in
2005, but has been delayed to 2007.> Sonangol has collaborated with several other
multinational petroleum companies through joint ventures and production-sharing
agreements to develop and exploit additional crude petroleum deposits.

Although most mining activity is currently limited to the extraction of diamonds, marble, and
granite, Angola has the potential to diversify its mining activities by exploiting iron ore,
gold, phosphates, manganese, copper, lead, zinc, tin, tungsten, vanadium, titanium, chrome,
beryllium, koalin, quartz, gypsum, and uranium deposits.*

Despite the fact that the United States and the European Union grant Angola preferential
treatment, the greatest potential for Angola’s exports may exist outside traditional markets
such as the United States, the European Union, and China, which are already major
consumers of its petroleum and mineral exports. Regional markets, including SADC and

% Prior to independence, Angola was a net food exporter. For example, Angola was the fourth-
largest coffee producer in the world. Civil war, abandoned farms, and the subsequent creation of
inefficient state farms contributed to the collapse of commercial agriculture. EIU, Angola Country
Profile, p. 25.

' U.S. Department of State telegram, “Angola’s FY 2005 BFIF Proposals,” message reference
No. 000054, prepared by U.S. Embassy, Luanda, Jan. 13, 2005.

2 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

# U.S. Department of State telegram, “Angola Export Opportunities and Barriers for USITC
Study;” and U.S. Department of State telegram, “Angola’s FY-2005 BFIF Proposals.”

? Republic of Angola, Monograph of the Republic of Angola, p. 15.

»U.S. Department of Energy, Angola Country Analysis Brief.

% EIU, Angola Country Profile, p. 32.
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COMESA, represent significant potential export destinations for agricultural products if
intraregional infrastructure is improved. Furthermore, by rehabilitating and modernizing its
communications and railway infrastructure, as well as its airports, Angola has the potential
to become a transport center in the region and to provide exports of transportation services.”’
The economic integration of Angola, as well as increased intraregional trade between Angola
and its neighbors, depend in large part on internal political and economic developments
within the country.?

Domestic and International Barriers

Enforcement inefficiencies and a lack of government transparency are widespread problems
in Angola. Contractual and property rights are poor, and are considered a major problem in
the country.” The business environment in Angola is generally worse than regional averages,
and well below OECD averages (table AN-5). For example, Angola scored well below
regional averages regarding the time and number of procedures required for contract
enforcement, as well as the time and cost associated with starting a business. In 2004, the
World Economic Forum ranked Angola 103 out of 104 countries in terms of global business
competitiveness, and the World Bank identified Angola as one of the most time-consuming
countries in the world to establish a business.*® Although the Heritage Foundation did not
assess Angola’s economic freedom in 2005, 1995 and 2000 indices are well below regional
and OECD averages (table AN-6). The principal obstacles to private-sector development and
business competitiveness in Angola include political uncertainty; lack of governance;
problems associated with market regulations; difficulties of acquiring business permits;
insufficient loan guarantees for financial services; high costs of capital and access to credit;
aconstraining administrative, legal, and judicial environment; and high transport, electricity,
and telecommunications costs.’'

As aresult, only 10.4 percent of the 51,429 kilometers of roads are paved. According to the
Government of Angola, the road networks have deteriorated because of war, poor
maintenance, and insufficient investment since the country’s independence (table AN-7).*?
Infrastructure disrepair, as well as the widespread presence of land mines from the civil war,
greatly increase the cost of transporting inputs to farms and agricultural products to market.”
The three main rail lines are in poor condition, although limited sections have been opened
up following rehabilitation.* The northern rail link to the port of Luanda is not operational,
while the Benguela railroad, which formerly ran 830 miles across Angola’s central region
to Democratic Republic of the Congo’s copper belt, currently runs 96 miles from the ports

7 AfDB Group, Country Strategy Papers 2002-2004 — Angola, p. 7.

2 Ibid.

¥ EIU, Angola Country Profile, p. 13.

0U.S. Department of State telegram, “Angola: 2005 Investment Climate Statement,” message
reference No. 00098, prepared by U.S. Embassy, Luanda, Jan. 27, 2005.

3! AfDB Group, Country Strategy Papers 2002-2004 — Angola, pp. 8-9, found
www.afdb. org/en/country_operations/central_west/country strategy papers, retrieved
Apr. 15, 2005.

32 Republic of Angola, Monograph of the Republic of Angola, p. 14.

33 U.S. Department of State telegram, “Angola Export Opportunities and Barriers for USITC
Study,” message reference No. 000215, prepared by U.S. Embassy, Luanda, Feb. 18, 2005.

3% EIU, Angola Country Profile, 2004, p. 17.
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Table AN-5
Angola: Business environment

Regional OECD
Business process Angola average average
Closing a business: Cost (percentofestate) ... ........... ... ... ............. 18.0 20.5 6.8
Closing a business: Recoveryrate (centsonthedollar) ........................ 1.2 171 721
Closing a business: Time (years) .......... ... ..., 4.7 3.6 1.7
Getting credit: Cost to create collateral (percent of income percapita) ............ 6.9 41.8 52
Getting credit: Credit infformationindex ............ ... ... ... ... .. ......... 4.0 21 5.0
Getting credit: Legalrightsindex ......... ... ... ... ... . ... .. .. .. ... 3.0 46 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) .. ............ 0.0 39.4 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) . ........ 7.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) .................................. 9.2 43.0 10.8
Enforcing contracts: Number of procedures . ................. ... ... ......... 47.0 35.0 19.0
Enforcing contracts: Time (days) . ... 1,011.0 434.0 229.0
Registering a property: Numberofprocedures ............................... 8.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 11.0 13.2 4.9
Registering a property: Time (days) .............c.. .., 335.0 114.0 34.0
Starting a business: Number of procedures ................................. 14.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 884.6 225.2 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 64.4 2541 441
Starting a business: Time (days) .. ...ttt 146.0 63.0 25.0
Employment: Difficulty of firingindex ... ............ ... .. ... ... ........... 100.0 50.6 26.8
Employment: Difficulty of hiringindex ........... ... ... .. ... ... ... ....... 44.0 53.2 26.2
Employment: Firing costs (Weeks) .. ........... i 116.0 59.5 40.4
Employment: Rigidity of employmentindex................ ... .. ... ........ 75.0 56.0 34.4
Emplovment: Rigidity of hours index 800 842 20.0
Import tariffs Simple average of ad valorem duties

Country data not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http:/rru.worldbank.org/DoingBusiness/, retrieved Jan. 25, 2005; and
WTO, “Country Profile,” Nov. 2004, found at http.//stat.wto.org/CountryProfile/, retrieved Apr. 5, 2005.

Table AN-6

Angola: Economic freedom
Regional OECD
Angola average' average

Heritage Foundation indicators

1995 Overall SCore . .. ... . 4.4 3.6 25
2000 Overall SCOore . .. .. e 4.5 3.7 2.2
2005 OVETall SCOTE ... oottt ettt e e e e e e e e ® 34 2.2
Trade PoliCy SCOTE . .. ..ttt e e %) 3.9 2.2
Fiscal burden of governmentscore ....................... ... ... .... 9 3.9 3.6
Government intervention in the economyscore . ........................ A 2.6 25
Monetary policy score ........ ... .. . ... O 24 15
Capital flows and foreign investmentscore ............................ A 3.2 2.0
Banking and finance SCOMe . . . ..............ouuiieii Q) 3.2 1.9
Wages and PriCes SCOME . .. ... utuiitett e e et S 2.8 21
Property rights SCOre . ............ i A 3.7 1.6
Regulation SCOTe . .. ... ..ot A 3.7 2.7
Informal market activity SCore . . ... ............. ... ... 6) 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.

2 Not available.
Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.
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Table AN-7

Angola: Infrastructure-related indicators

MRY'
Roads, total network (Km, 2007) . . . ... . e 51,429.0
Roads, paved (percent of total roads, 2001) . .. .. ... ... ..t e 104
Transport services (percent of service exports, BoP, 2001) .. ... . ... 6.6
Transport services (percent of service imports, BoP, 2001) .. ... ... ottt e 11.2
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .. ... ... it 15.4
Internet users (per 1,000 people, 2002) . . . .. ... . 29
Mobile phones (per 1,000 people, 2002) .. . . ... ... ..t e 9.3
Telephone mainlines (per 1,000 people, 2002) . . . .. ... .. .. .t e 6.1
Electric power transmission and distribution losses (percent of output, 2001) . . ........... ... . it 14.6
Energy imports, net (percent of commercial energy use, 2007) . . . ..o\ttt -415.2

" Most recent year for which data are available between 1999 and 2003.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http://devdata.woridbank.org/dataonline, retrieved Jan. 25, 2005.

of Lobito and Benguela to the foothills of Planalto.*® The government plans to spend $4
billion over the next 11 years to build and reconstruct major railways in the country, and
plans to have rail lines operational for travel between Lobito and Cuito, a distance of
approximately 300 miles, by the end of 2006.%°

Imported food products are often cheaper than domestic products from the interior because
of high land transport costs.”’” However, Angola’s main ports suffer from a lack of
maintenance and investment.”® Poor market information and weak commercial networks
also reduce potential market opportunities.*

The agricultural and fisheries sectors face a number of additional constraints caused by the
destruction of rural infrastructure, including wells, other sources of water, and roads during
the civil war.* Other constraints include difficulties of commercialization, the lack of seeds
and other agricultural inputs, and insufficient credit.*’ Although the government has made
efforts to rebuild the fishing fleet and rehabilitate existing fish-processing factory units, these
efforts have failed to attract investment and have had a negligible effect on the sector.*

The main international impediment to potential export growth has been regional instability.
Although domestic civil unrest in Angola has subsided, regional instability continues to
hamper export growth potential. In particular, the regional instability negatively affects
nonpetroleum sector investment.

% U.S. Department of State telegram, “Angola Export Opportunities and Barriers for USITC
Study.”

36 U.S. Department of State telegram, “Angolan Economic Roundup — Dec. 04,” message
reference No. 001474, prepared by U.S. Embassy, Luanda, Dec. 23, 2004.

’7U.S. Department of State telegram, “Angola Export Opportunities and Barriers for USITC
Study.”

38 Republic of Angola, Monograph of the Republic of Angola, p. 15.

39 U.S. Department of State telegram, “Angola Export Opportunities and Barriers for USITC
Study.”

“ AfDB Group, Country Strategy Papers 2002-2004 — Angola, p. 8.

! Tbid.

2 Republic of Angola, Monograph of the Republic of Angola, p. 15.
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Cameroon®

Economic Overview

Cameroon, located on the west-central coast of Africa just north of the equator, possesses
abundant natural resources and a diverse ecosystem, including dense tropical rainforests,
mountains, grassland savannah, and semidesert.** Cameroon has highly fertile agricultural
areas, extensive forestry resources, natural parks, regional port facilities, minerals, and
petroleum reserves. The economy is heavily dependent on the country’s resource
endowments, such that petroleum, forestry, and agricultural commodity exports account for
a significant portion of the nation’s output. Cameroon’s GDP totaled $12.4 billion and
expanded by 4.2 percent in 2003 (table CM-1).

Table CM-1
Cameroon: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . .. .. .ot e 12,448.7
GDP growth (annual percent, based on local currency, 2003) . . . .. ... .ot i 4.2
GDP per capita growth (annual percent, based on local currency, 2003) .. ........ ... iiiiiiinnnnnn. 0.5
Inflation, consumer prices (annual percent, 2002) . .. ... .. ... .. 2.8
External debt, total (current US$, millions, 2002) . .. .. ... ... .. . . . e 8,502.5
Total debt service (percent of exports of goods and SEIVICes) .. .. ... iu e @)
Exports of goods and services (percent of GDP, 1999) . . . ... ... . 246
Trade (percent of GDP, 2003) . . . . .ottt e e e 50.0
Official exchange rate (local currency unit per US$, period average, 2003) . ... ........ ... iiuiuiiinennan. 581.2
Population, total (millions, 2003) . . . . ... ... e 16.1
Population growth (annual percent, 2003) . . ... ... ... 2.0
Labor force, total (millions, 2003) . . . . ... ... . 6.6
Labor force participation rate, total (percent, 2002) .. ... ... ... . . . . 414
Literacy rate, adult total (percent of people ages 15 and above, 2007) .. ... ... . it 67.9
Primary school enrollment ratio, total (percent, 20000 . . . ... ... ... ... .. ... 108.0
Secondary school enroliment ratio, total (percent, 1999) . . ... ... . ... . . . 19.6
Land use, arable land (percent of total, 20071) . .. ... .. .. . . e 12.8
Gross capital formation (percent of GDP, 2003) . .. ... ... ...t 17.3
Gross fixed capital formation (percent of GDP, 2003) . . .. ... ... i e 17.3
Foreign direct investment, net inflows (percent of GDP, 2002) .. .. .............ii' i, 0.9

" Most recent year for which data are available between 1999 and 2003.

2 Not available.

® Where figures are more than 100 percent, total enroliment includes repeaters and pupils above and below the primary school
age.

Note.— Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http:/devdata. worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

“ Prepared by George S. Serletis, Office of Industries.

* Earthtrends Country Profiles, “Cameroon, Ecosystems by areas by type,” found at
http://earthtrends.wri.org/pdf library/country profiles/For cou_120.pdf, retrieved Mar. 31, 2005,
p. 1. '
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Agriculture, including forestry, livestock, and fishing, is the economy’s most important
sector, supporting an estimated 70 percent of the population and employing about one-half
of the nation’s workers. The sector accounts for 27.9 percent of GDP (figure CM-1). About
90 percent of nonforestry agricultural output is produced on small-scale farms; the balance
is accounted for primarily by large-scale commercial banana, palm oil, and rubber
plantations.** Other important cash crops include cocoa, cotton, coffee, and pineapple.*
Leading food crops include cassava, plantains, corn, sorghum, and peanuts.*’

Figure CM-1
Cameroon: Composition of GDP (2003)

$12.4 billion

Services
42.1%

Agriculture
27.9%

Other Industry
23.7%

Oil (industry)
6.3%

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.

Cameroon’s industrial sector employs 15 percent of the labor force and accounts for just
under one-third of the country’s GDP. Its main components are the manufacturing and
petroleum sectors. The manufacturing sector is diversified and includes agroprocessing and
light industrial production. Cameroon imports and assembles various manufactured
components principally for domestic consumption, but some of these goods are exported to
regional members of the Economic Community of Central African States.*® Principal
manufactured products include food and beverages, aluminum, iron, steel, wood products,
paint, alcohol, and cement.*’ Although domestic ownership in the manufacturing sector is

* Economist Intelligence Unit (EIU), “Cameroon: Economy: Background,” Oct. 28, 2004,
found at www.viewswire.com, retrieved Apr. 5, 2005.

 EIU, “Cameroon: Historical Data - Production of cash crops,” Aug. 1, 2004, found at
www.viewswire.com, retrieved Apr. 5, 2005.

47 Ibid.

“8 For additional information on regional organizations, see app. C.

* Industry official, interview by USITC staff, Douala, Cameroon, Mar. 22, 2005.
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reportedly expanding, the sector is dominated by 30 large foreign-owned companies and
several small and medium enterprises (SMEs).*°

The petroleum sector accounts for 6.3 percent of GDP and has been Cameroon’s leading
export commodity and the dominant foreign exchange earner since it was first commercially
exploited in 1978. However, production of petroleum is declining as Cameroon’s existing
fields are depleted.”’ In addition to crude petroleum, Cameroon produces downstream
products including gasoline, lubricants, and other petroleum-based products.

The services sector accounts for the largest share of GDP and employs one-third of the
population. The sector is composed of government activities, construction, financial and
banking services, transportation, communications, hotel and restaurant services, and other
private-sector activities. Although not officially calculated into Cameroon’s GDP figures,
the informal sector is estimated to account for as much as 35 percent of the country’s
economic activity, reportedly employing three-quarters of the population in urban areas.*

Despite Cameroon’s ample resources, foreign direct investment (FDI) is low. Cameroon is
classified as an “underperformer” in attracting FDI by the UN Conference on Trade and
Development. Recent FDI increases were primarily directed to the petroleum sector,
targeting the Chad-Cameroon petroleum pipeline.”> Cameroon also has attractive export
processing zone (EPZ) laws, and currently, 12 companies operate under the EPZ designation,
with 2 more scheduled to begin operations soon. However, investment in the program has
been limited since its implementation in 1992.%*

Export Profile

Cameroon’s exports, valued at $2.5 billion in 2003, were concentrated among a small
number of primary commodity goods (tables CM-2 and CM-3). Nearly two-thirds of exports
($1.5 billion) consisted of nonrenewable resources including petroleum (42.8 percent) and
hardwood lumber and logs™ (21.2 percent). Nonforestry agricultural commodity exports,
principally tropical agricultural products, accounted for another 30 percent of merchandise
exports and included bananas (9.8 percent), unprocessed cocoa beans (8.5 percent), cotton
(4.1 percent), and rubber (2.6 percent) in 2003. Aluminum (3.1 percent) was the only
significant industrial export.

0 EIU, Cameroon Country Profile, 2004, p. 31.

3! “Cameroon,” African Energy, found at www.africa-energy.com/html/public/data/
cameroon. htm, retrieved Apr. 10, 2005.

%2 EIU, “Cameroon: Economy: Background.”

%3 The pipeline is jointly owned and managed by Texaco/Chevron, Exxon/Mobil, and Petronas.
EIU, Cameroon Country Profile, p. 32.

54 Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

%> While hardwood lumber is technically a renewable resource, there is little coordinated effort
to replant forests that have been logged. Industry officials, interviews by USITC staff, Douala,
Cameroon, Mar. 22-23, 2005. Officially, exports of unprocessed logs are prohibited; however,
there are exceptions to the ban. “Cameroon Ban on Endangered Hardwoods, But with a
Loophole,” found at http.//forests. org/archive/africa/cambanse. htm, retrieved Apr. 25, 2005.
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Table CM-2
Cameroon: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)
2003 share  9-year
HS 2  Description . 1994 1999 2003 of total CAGR
——— 1,000 dollars —— Percent
27 Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral waxes .... 618,545.8 724,145.1 1,069,317.9 428 6.3
44 Wood and articles of wood; wood charcoal ............ 504,183.4 560,445.1 530,195.9 21.2 0.6
18 Cocoa and cocoa preparations. ..................... 114,023.3 161,927.1  269,795.8 10.8 10.0
08 Edible fruit and nuts; peel of citrus fruitor melons . ...... 133,109.9 177,618.2  248,471.9 10.0 7.2
52 Cotton, including yarns and woven fabrics thereof . .. . .. 58,990.6 95,769.9 104,215.4 4.2 6.5
76 Aluminum and articles thereof ..................... 102,998.4 109,568.0 81,369.7 33 -2.6
40 Rubber and articles thereof ....................... 56,433.8 36,511.1 66,988.8 2.7 1.9
09 Coffee, tea, mateand spices ...................... 144,755.7 99,376.0 42,569.4 1.7 -12.7
84 Nuclear reactors, boilers, machinery ................. 889.7 2,827.4 9,360.0 0.4 29.9
71 Natural or cultured pearls, precious or semiprecious
stones, precious metals; precious metal clad
metals, articles thereof; imitation jewelry; coin ... ... .. 785.1 6,843.6 4,842.6 0.2 22.4
Other ... 64,666.3 67.742.6 68,476.3 27 0.6
Total ................ooioiiiiiiiiii., 1,799.382.0 2,042,774.0 2.495.603.7 100.0 37
Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
Table CM-3
Cameroon: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share  9-year
HS 4 Description 1994 1999 2003 of total CAGR
1,000 dollars —— —— Percent
2709 Petroleum oils and oils from bituminous minerals, crude 590,387.1 669,518.6 1,066,753.8 42.7 6.8
4407 Wood sawn or chipped lengthwise, sliced or peeled,
more than 6 mm (.236 in.) thick ................... 110,924.1  211,108.6  346,420.4 13.9 13.5
0803 Bananas and plantains, freshordried ................ 131,926.3 173,065.0 244,207.0 9.8 71
1801 Cocoa beans, whole or broken, raw orroasted ......... 100,614.8 122,444.8 212,313.9 8.5 8.7
4403 Wood in the rough, whether or not stripped of bark or
sapwood, orroughlysquared . .................... 363,161.5 305,050.5 124,619.7 50 -11.2
5201 Cotton, not carded orcombed ...................... 50,433.2 88,998.2 102,198.3 4.1 8.2
7601 Aluminum, unwrought . . ......... ... . ... ..., 93,231.9 99,467.6 77,528.4 3.1 -2.0
4001 Natural rubber, balata, gutta-percha, guayule, chicle
and similar natural gums, in primary forms or in
plates, sheetsorstrip ........................... 55,048.8 36,295.7 64,746.5 2.6 1.8
1803 Cocoa paste, whether or not defatted ................ 7,664.7 32,108.8 46,460.4 1.9 222
0901 Coffee, whether or not roasted or decaffeinated;
coffee husks and skins; coffee substitutes
containingcoffee ......... ... ... ... ... 144,289.3 99,259.1 42,507.7 1.7 -12.7
Other ... .. 151,700.4 205457.0 167.847.7 6.7 1.1
Total . 1,799,382.0 2,042,774.0 2,495603.7 100.0 37

Source: World Bank, World Integrated Trade Solution database
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Cameroon’s leading export, crude petroleum, increased in value by a compound annual
growth rate (CAGR) of 6.8 percent during 1994-2003, primarily due to steep increases in the
price of crude petroleum during the period. However, during 2000-03, exports of petroleum
declined by 20 percent and are expected to continue to fall as Cameroon’s petroleum
reserves are exhausted.”® Exports of forestry products displayed two contrasting trends.
Shipments of logs fell by 66 percent during the decade, the result of government policy
limiting the export of unprocessed logs. In contrast, exports of lumber (sawn wood)
increased by more than 200 percent as the forestry sector shifted to more value-added trade
during the period.

Exports of bananas and cocoa, the third- and fourth-most valuable exports, both posted
strong growth, which nearly doubled during 1994-2003. Exports of cotton, an important and
growing export commodity, also trended upward, registering a CAGR of 8.2 percent during
the period. Exports of Cameroon’s leading agricultural downstream product, cocoa paste,
also increased during the period, reaching over $46 million in 2003. Exports of aluminum
declined slightly as a result of shortages in electricity. Shipments of coffee fell steeply as
declining world coffee prices caused Cameroon’s production to contract during the period.

EU countries, representing 7 of Cameroon’s top 10 export markets, were by far the leading
destinations accounting for $1.8 million, or nearly three-quarters of the nation’s merchandise
exports (table CM-4). Europe is an appealing destination for Cameroon’s exports because
of close historical, cultural, and commercial ties, and an established shipping network. EU
markets are also major consumers and downstream processors of Cameroon’s commodity-
based products. Regionally, Cameroon’s exports to other sub-Saharan African (SSA)
countries, totaled $293 million in 2003, more than doubling during 1994-2003. Although the
main exports were petroleum products (44 percent), other product exports were diversified
and relatively balanced among a variety of goods including food products and light industrial
products. There is also a significant amount of unofficial trade along Cameroon’s borders
with its neighbors, particularly on the northwest frontier with Nigeria where trade in
contraband goods is thriving.”” Cameroon’s exports to China increased significantly, by a
CAGR of 32.5 percent during the last decade, and represented its fastest-growing export
destination among leading markets. Principal exports to China were petroleum, lumber, and
cotton.

% EIU, Cameroon Country Profile, p. 48.
*7 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 22, 2005.
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Table CM-4

Cameroon: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
————— 1,000 dollars Percent

Spain ... 314,399.5 238,675.1 541,962.9 21.7 6.2
taly ... 314,387.2 419,739.2 404,449.9 16.2 238
France ........... .. i, 429,272.9 367,892.8 302,318.2 12.0 -3.8
Netherlands ......................... 134,168.2 146,811.0 280,647.8 11.2 8.5
United States ........................ 60,966.0 83,795.7 225,910.6 9.1 15.7
United Kingdom ...................... 53,4744 69,342.9 159,625.7 6.4 12.9
China ............. .. 9,138.6 76,313.8 115,222.5 4.6 325
Belgium ......... ... ¢) 69,408.2 89,107.7 3.6 (6
Germany . ........uiiii e 117,142.0 67,936.0 64,826.0 2.6 -6.4
Korea, Rep. ........oooviuiniii.n. 65,117.0 66,397.1 55,570.0 2.2 -1.7
Other ....... ... 301.316.4 436,462.2 255.962.4 10.3 -1.8
Total ......................... 1,799,382.0 2,042,774.0 2,495,603.7 100.0 3.7

" Not available.

2 Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Sectors with the Greatest Export Growth Potential

Cameroon’s export profile is highly correlated with its leading revealed comparative
advantage® (RCA) indices. Seven of the top 10 products, as ranked by the RCA index, are
leading export commodities, including mainly tropical agricultural and forestry products:
bananas, cocoa, coffee, cotton, rubber, lumber, and other articles of wood (appendix E, table
E-5). Most of these sectors are operating well below capacity, and have potential for
expansion. A major initiative of the government is to diversify the country’s economic base
away from its reliance on the petroleum sector; both the government and the Cameroon
business community believe that Cameroon has promising potential for export growth in
downstream products. The potential exports indicated by the RCA analysis also corresponds
with the sectors identified by Cameroonian business participants. In addition to agricultural
products, Cameroon has potential exports in the manufacturing, mining, and services sectors.
Cameroon’s diverse agricultural sector is fundamental to the country’s export growth
potential. Although agricultural commodity products represent the majority of nonpetroleum
exports, the sector has been operating well below capacity, resulting from a lack of

investment and years of public-sector mismanagement.*

Cameroon’s leading agricultural commodity export, cocoa, represents good potential for
further export development. Because of its climate and low-acid volcanic soil, Cameroon
produces high-quality cocoa beans, that are highly valued in the international market.®'

8 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a

discussion of RCA indices.

* African Development Bank (AfDB)/Organization for Economic Cooperation and

Development (OECD), “Cameroon,” African Economic Outlook, 2004, p. 96.

¢ EIU, “Cameroon Economy, The Government moves to revive the cocoa export.”

Jan. 11, 2005, found at www.viewswire.com, retrieved Apr. 4, 2005.
8! Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.
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Output has stagnated for several decades because of lack of investment. The government
recently invested $73 million to provide technological and extension support to farmers,
improve infrastructure, renew the aging plant-stock, improve pest control, and diversify plant
varieties. Additional funding will support increased domestic processing of cocoa beans for
export.

Cameroon produces and exports both robusta (85 percent) and arabica (15 percent) coffee
beans. Cameroon’s potential for increasing both the volume and value of exports depends
on improving the quality of robusta production and increasing the cultivation of high-quality
arabica coffee beans. There is also potential to produce and export certified organic and
“rainforest-friendly products” that could command higher market prices.®> The key to
increased coffee exports is farmers receiving prices that will provide incentives to continue
to produce quality beans.®® The goal of Cameroon’s coffee producing sector is to increase
exports of processed coffee products, including roasted and packaged coffee.** The industry
already roasts, grinds, and packages coffee, primarily for the domestic and regional markets.
A Cameroonian coffee sector representative commented that the sector could significantly
increase exports of both beans and downstream coffee products, provided it can access
marketing and technical assistance.®®

Given the recent privatization of the banana company and new investment to increase
mechanization and to upgrade plantations, Cameroon’s leading agricultural export by
volume, bananas, also represents potential for increased exports. Cotton exports have trended
upwards over the last decade. Given government plans to privatize the state-owned cotton
company and increasing competitiveness in the sector, there is substantial potential for
increased exports in the short to medium term.® Other potential agricultural exports
identified by domestic industry representatives include soybeans, which reportedly grow
well in coffee growing regions; natural rubber, which is increasingly being demanded for use
in sporting goods products; and mangoes, papaya, beef, lamb, pork, fresh and salt water fish,
and rattan.”’

Cameroon’s current production of fruits and vegetables could potentially be further
processed. The government and private sector reported that processed products are
particularly promising because they are less perishable and are generally subject to less
restrictive sanitary and phytosanitary (SPS) requirements than fresh products.®® The greatest
potential for these products exists in developing niche markets.” For example, fruit juices,
including pineapple and mango juices, were identified as prospective specialty and organic
exports.” Other agricultural commodities with potential for increased processed exports
include green beans and processed tropical fruit. Cameroon currently processes green beans,

¢ Industry official, interview by USITC staff, Douala, Cameroon, Mar. 24, 2004.

% Industry official, interview by USITC staff, Douala, Cameroon, Mar. 24, 2004.

% Industry official, interview by USITC staff, Douala, Cameroon, Mar. 24, 2004.

% Industry official, interview by USITC staff, Douala, Cameroon, Mar. 24, 2004.

% “International success in cotton through local partnerships,” found at
www.worldreport-ind.com/cameroon/cotton. htm, retrieved, Apr. 15, 2005.

%7 Business executive panel, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005; trade
panel, interview by USITC staff, Douala, Cameroon, Mar. 24, 2005; United Nations Development
Programme, “Rattan To Grow - Cameroon,” July 2004, found at
www.tve.org/ho/doc.cfm?aid=1526&lang=English, retrieved Apr. 23, 2005.

%8 Business executive panel, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

% Business executive panel, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

™ Business executive panel, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.
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and it was reported that there is enough demand for processed green beans to warrant a
second factory.” Cameroon also has potential for producing tropical fruit pulp products that
can be used in processed food applications.”” In addition, Cameroon’s leading processed
agricultural export, cocoa butter, is expected to continue its export growth.” Other identified
potential processed agricultural exports include shea butter, cigar wrapper tobacco, and
processed meat.™

Cameroon’s forested area, covering 40 percent of the country’s land area, is the third largest
in Africa and offers enormous potential for development of exports. Consisting of tropical
and deciduous forest, Cameroon has 17 million hectares of potentially exploitable
woodlands,” and potential exports include lumber and processed wood products such as
furniture, wood veneers, wood flooring, and high-quality plywood.”® In addition to
traditional forest product exports, other forest resources with potential export applications
include barks, medicinal plants, and essential oils.”’

Although potential exports in Cameroon’s manufacturing sector are limited because of
increasing competition from imports and capacity constraints,”® the leading manufactured
export, aluminum, has potential for expanded exports if electricity shortages can be
addressed. A new diesel electricity plant in Limbe is expected to supply the industry with
adequate electricity to increase production.” There is also potential for Cameroon to increase
exports of certain light industrial products to regional markets.*’ These light-manufactured
goods representing potential for export growth include handicrafts such as wood carvings,
articles of bronze, embroidered fabrics, jewelry, and straw bags.®'

Textiles and apparel products (particularly small niche-market products and hand-woven
textiles)®® were also identified as potential manufacturing sector exports. Although the
country currently does not export significant quantities of textiles or apparel, industry
officials identified hospital scrubs, underwear, bed sheets, upholstery, and T-shirts as
potential exports, if producers can make use of existing preferential trade agreements, such
as AGOA.® The potential for such exports is dampened, however, by the increased global
competition presented by removal of textile and apparel quotas in 2005.%

! Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

2 Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

3 Business executive panel, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

" Trade panel, interview by USITC staff, Douala, Cameroon, Mar. 24, 2005.

> Cameroon Chamber of Commerce, Industry, Mines and Crafts, “The Forestry Field,”
brochure provided to USITC staff, Douala, Cameroon, Mar. 23, 2005.

"8 Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

7 Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

™ EIU, Cameroon Country Profile, p. 31.

" AfDB/OECD, “Cameroon,” p. 95.

% Industry official, interview by USITC staff, Douala, Cameroon, Mar. 22, 2005; and trade
panel, interview by USITC staff, Douala, Cameroon, Mar. 24, 2005.

8 Industry officials, interview by USITC staff, Douala, Cameroon, Mar. 22, 2005.

82 West African Trade Hub, “WATH Focuses on Selected Sectors,” found at
http://www.watradehub.com/program/agoa_export.htm, retrieved, Apr. 22, 2005.

 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 22, 2005

8 For additional information on the Multifiber Arrangement and the end of textile and apparel
quotas in 2005, see app. C.
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Cameroon’s numerous underexploited mineral resources present potential for expanded
exports. Such minerals include rutile (titanium oxide); Cameroon reportedly has the world’s
second-largest deposits after Australia.® Cameroon’s extensive bauxite reserves have
potential for export growth.*® Cameroon also has confirmed exploitable deposits of iron,
cobalt, and nickel ores. The government is exploring the possibility of extracting other
minerals such as cassiterite (used to produce tin), gold (with potential production of 1 metric
ton per year), diamonds (with a potential of 7,000 carats per year),*” marble, and limestone.*
It was also reported that Cameroon’s littoral sand could be of an ideal quality for glass
production.®

Although Cameroon’s petroleum reserves are declining, the country has the refining capacity
to process petroleum coming from Chad through the Chad-Cameroon pipeline. Refined
petroleum products have been an important segment of Cameroon’s exports to the region,
and the increased supply of crude petroleum provides an opportunity to expand those
exports. Cameroon also has underexploited reserves of natural gas that could be exported.*

Within the services sector, tourism offers an opportunity for increased exports. Although the
current level of tourism is small-only about 250,000 tourists visited Cameroon in
2002°'—Cameroon’s diverse ecosystems represent a potential for increasing the number of
tourists. Cameroon possesses five diverse natural parks that have an abundance of wildlife
and extensive tropical rainforests, which hold great potential for ecotourism. Cameroon also
offers tropical beach areas on the Atlantic Ocean and cultural tourism opportunities in
traditional tribal areas.”

Domestic and International Barriers

Cameroon lags behind SSA averages in business environment indices in a number of areas
such as attaining credit, enforcing contracts, and employment rigidity (table CM-5).
Cameroon ranks below SSA economic freedom averages for most categories, including
trade policy, government intervention, and banking and finance (table CM-6). Since the
recession in the mid-1980s and continuing through the present, Cameroon’s systems of
transportation, telecommunications, and electricity generation (table CM-7) have been in
need of investment. These impediments substantially lower the export sector’s productivity
and international competitiveness. The lack of an environment conducive to business has
prompted some potential entrepreneurs to operate in the informal sector. Cameroon’s
informal market activity score is higher than the average for SSA.

# Cameroon Chamber of Commerce, “The Mining Field,” brochure provided to USITC staff,
Douala, Cameroon, Mar. 23, 2005.

8 Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

87 Cameroon Chamber of Commerce, “The Mining Field;” and EIU, Cameroon Country
Profile, p. 31.

8 Tbid.

% Trade panel, interview by USITC staff, Douala, Cameroon, Mar. 24, 2005.

% Cameroon Chamber of Commerce, “The Mining Field.”

°! Cameroon Chamber of Commerce, “The Tourism Field,” brochure provided to USITC staff,
Douala, Cameroon, Mar. 23, 2005.

2 Ibid.
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Table CM-5
Cameroon: Business environment

Regional OECD
Cameroon average average
Closing a business: Cost (percentofestate) . ................................ 18.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 214 171 721
Closing a business: Time (years) ............. ..., 3.2 3.6 1.7
Getting credit: Cost to create collateral (percent of income per capita) ............ 87.6 418 52
Getting credit: Credit informationindex ............ ... ... .. ... .. ... ... .... 2.0 21 5.0
Getting credit: Legalrightsindex ...... ... .. ... .. .. .. . . . . 4.0 46 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . .. ........... 0.0 394 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) ......... 1.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) ........... ... ... ... ... ............ 36.4 43.0 10.8
Enforcing contracts: Number of procedures . ................................ 58.0 35.0 19.0
Enforcing contracts: Time (days) ...t 585.0 434.0 229.0
Registering a property: Number of procedures ... ............................ 5.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 18.8 13.2 4.9
Registering a property: Time (days) .............. ..., 93.0 114.0 34.0
Starting a business: Number of procedures . ................................ 12.0 11.0 6.0
Starting a business: Cost (percent ofincome percapita) ....................... 182.5 225.2 8.0
Starting a business: Minimum capital (percent of income percapita) . ............. 232.0 2541 441
Starting a business: Time (days) . ...t 37.0 63.0 25.0
Employment: Difficulty of firingindex ... ....... ... .. ... .. ... ... .. 80.0 50.6 26.8
Employment: Difficulty of hiringindex .......... ... ... ... .. ... .. ... .. ... 61.0 53.2 26.2
Employment: Firing costs (Weeks) . ............. 46.0 59.5 40.4
Employment: Rigidity of employmentindex ............... .. ... .. ... ... .... 74.0 56.0 34.4
Employment: Rigidity of hours index 800 842 500
Import tariffs Simple average of ad valorem duties
(Cameroon, applied rate, 2001)
AllGoOAS . ... 18.0
Agricultural goods . ... ... 220
Nonagricultural goods . . . . . ... 17.5

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http:/rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at hftp./stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table CM-6

Cameroon: Economic freedom
Regional OECD
Cameroon average' average

Heritage Foundation indicators

1995 Overall SCOre . ... ... 35 3.6 2.5
2000 Overall SCOTe . .. ... .. 37 3.7 2.2
2005 OVerall SCOTe . .. ... ..t 36 34 22
Trade policy SCOTE . .. .. ... i 5.0 3.9 22
Fiscal burden of governmentscore ........... ... ... ... .. ... ... ... ... 4.0 3.9 3.6
Government intervention in the economyscore ........................... 3.5 26 25
Monetary policy SCore .. ... ... 1.0 24 1.5
Capital flows and foreign investmentscore .............................. 3.0 3.2 2.0
Banking and finance score . .......... ... 4.0 32 1.9
Wages and priCeS SCOTe . . . . ... .. ittt e 3.0 2.8 21
Property rights score . ........ . ... . . 4.0 3.7 1.6
Regulationscore . .......... ... 4.0 3.7 2.7
Informal market activity score . . .. . ... 4.5 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, S0 Tomé & Principe,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.
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Table CM-7

Cameroon: Infrastructure-related indicators

MRY'
Roads, total network (Km, 1999) . . . . ... 34,300.0
Roads, paved (percent of total roads, 1999) . .. ... .. .. 12.5
Transport services (percent of service exports, BOP) . ... ... .. i Q)
Transport services (percent of service imports, BoP) . . ... ... ... .. ®
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .. .. ... .. ... 497
Internet users (per 1,000 people, 2002) . . ... ... ... 3.8
Mobile phones (per 1,000 people, 2002) . ... ... ... ... .t 427
Telephone mainlines (per 1,000 people, 2002) . .. .. ... ... . 7.0
Electric power transmission and distribution losses (percent of output, 2007) . . .. ........ .. ... i 25.7
Energy imports, net (percent of commercial energy use, 20071) . . . .. ... -93.7

" Most recent year for which data are available between 1999 and 2003.

2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http://devdata. worldbank.org/dataonline, retrieved Jan. 25, 2005.

Cameroon’s transportation system is a significant impediment to developing the country’s
economic resources.” A lack of road networks connecting it with its neighbors also limits
Cameroon’s ability to trade with the region. Bridge infrastructure is in need of repair and
replacement. For example, on the highway that connects Cameroon’s rich agricultural
province of Limbe with the port at Douala, a colonial-era bridge collapsed in early 2004 and
has yet to be replaced. The Bonaberi bridge over the Wouri river, which connects the two
halves of Cameroon commercial center in Douala, also is dilapidated, causing major traffic
jams in the country’s most important commercial center. Other transportation systems are
also deficient. Cameroon’s rail system, though privatized and reportedly receiving FDI, has
only 1,000 kilometers of track and is hampered by inefficiency, old rolling stock, and poor
safety systems. Cameroon’s national airline suffers from a lack of capital and does not have
regular flights.” Moreover, Cameroon’s access by air to its major trading partners in the
European Union and within the region is relatively limited.

Cameroon’s main outlet for exports is the port of Douala, which handles 95 percent of the
country’s external trade.”® Although the port promotes itself as a transportation hub for entral
Africa, a number of factors limit its role as a regional hub.” The port is located 25 miles
from the Atlantic Ocean on the Wouri estuary, which is prone to silt buildup. Therefore, the
port requires expensive dredging, making it unsuitable for the largest sea-going ships.”’
Although the port has some new facilities, it has a number of old storage depots, outdated
infrastructure,” and needs additional cold storage facilities for perishable agricultural
commodities. Until recently, the container facility was slow to process cargo containers.
However, privatization has reportedly increased efficiency and improved turn-around times

% Industry official, interview with USITC staff, Douala, Cameroon, Mar. 24, 2005; and EIU,
Cameroon Country Profile, p. 33.

% EIU, Cameroon Country Profile, p. 17.

* Ibid., p. 18.

% Industry official, interview by USITC staff, Douala, Cameroon, Mar. 22, 2005.

°7 Infrastructure management official, interview by USITC staff, Douala, Cameroon,
Mar. 24, 2004.

% Infrastructure management official, interview by USITC staff, Douala, Cameroon,
Mar. 24, 2004.
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for container processing.” Cameroonian port authority officials stated that a new deep-sea
port will be constructed on the coast at Limbe, which should alleviate current capacity
problems. However, the facility will not be operational until 2008.'*

Cameroon is using only an estimated 2 percent of its hydroelectric potential and lacks
sufficient electric power generating capacity.'® Over 90 percent of the country’s electricity
is generated from hydroelectric stations. During the last 4 years, electric generating capacity
fell by 35 percent because of low rainfall,'® resulting in frequent cuts in power and high
electricity rates. A new thermal power station in Limbe is expected to increase the
availability of electricity to agricultural and manufacturing businesses in the region.

Cameroon’s fixed-line telecommunications system reportedly has outdated equipment that
causes irregular service in many parts of the country.'”® Although mobile phones have better
service and 10 times the subscriber base, the cost of service is high.'**

Quality control, inadequate technical capacity, and lack of government and institutional
support were also cited as impediments to export development. There is reportedly a limited
understanding of global market quality requirements, particularly for large developed
markets such as the United States.!®® In addition, domestic firms are unable to fulfill the
volume requirements of importers in developed-country markets. With the exception of
Cameroon’s EPZ program, the institutional framework for developing export businesses is
lacking.'® The country’s EPZ policies are reportedly very favorable.'"’

It has been suggested that the government should provide additional regulatory and tax
policy incentives to improve the business environment, so that businesses that serve the
domestic market can expand into exports.'” There are also significant bureaucratic
requirements such as complicated paperwork and time-consuming approval procedures that
must be followed when establishing a business. Cameroon requires twice the number of
procedures must be undertaken to start a business as compared with OECD countries. SMEs
in particular face a number of challenges in Cameroon that make it difficult to establish a
new business. There is no investment promotion agency and no framework to facilitate or
promote exports by SMEs. For example, the government has yet to establish certain
procedures for businesses wanting to take advantage of opportunities in the AGOA
program.'”

The lack of available capital was cited by Cameroon business participants as a leading
obstacle to the development of export industries. In terms of indices for getting credit,
Cameroon ranks below SSA averages in most categories, and well below OECD averages

% Infrastructure management official, interview by USITC staff, Douala, Cameroon,
Mar. 24, 2004.

1 Infrastructure management official, interview by USITC staff, Douala, Cameroon,
Mar. 24, 2004.

190 AfDB/OECD, “Cameroon,” p. 95.

12 EIU, Cameroon Country Profile, p. 20.

19 Thid., p. 18.

1 Iid., p. 19.

19 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 21, 2005.

1% Industry official, interview by USITC staff, Douala, Cameroon, Mar. 21, 2005.

197 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 21, 2005.

'8 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 24, 2005.

19 Trade official, interview by USITC staff, Douala, Cameroon, Mar. 24, 2005.
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(table CM-5). A contributing factor is that the country has no investment banks that provide
long-term, low-interest loans. Commercial banks operating in Cameroon provide short-term,
high-interest loans primarily to large companies that can make substantial collateral
commitments.''® Because interest rates are high, reportedly averaging 20 percent, most
commercial loans are used to finance short-term capital projects, or to finance trade
transactions, instead of long-term business development. Consequently, large sectors of
Cameroon’s economy do not have access to capital. The scarcity of credit is particularly
acute for SMEs.'"

According to the U.S. Department of State, corruption is endemic in Cameroon.''> Despite
various anticorruption campaigns by the government, lack of transparency is prevalent at
many levels. Lack of transparency in judicial and customs regulations were regularly cited
as factors constraining export growth. Timely movement of goods through customs,
particularly through the port of Douala, requires unofficial payments in the form of
additional “taxes” and “fees.” For example, exporters of traditional crafts are required to pay
a customs fee of 5 percent, but to “expedite” the shipment, additional taxes must be paid to
customs agents.'"” Generally, fees must be paid to meet with customs personnel, to check on
shipments, and to inspect cargo containers.'*

The U.S. Department of State also notes that the “dysfunctional judiciary severely disrupts
the development of Cameroon’s economy and society.”''* Local businesses reportedly exert
financial and political pressure to influence judges.''® Accordingly, enforcing contracts in
Cameroon takes more time and requires more procedures than the regional SSA average.
Reportedly, widespread fraud within the judiciary is a critical factor limiting FDI.'"” The lack
oftransparency reportedly extends beyond the judicial system to criminal and transportation
enforcement by the police, and to regulations governing the exploitation of natural
resources.''®

Another often-identified impediment is the lack of skilled technical labor necessary for
diversification into more skill-intensive industries. In some cases, skilled technical workers
have to be imported to work on large or sophisticated projects,''® as there are not enough
technical and vocational schools to train the personnel necessary to meet the country’s needs.
Other less-frequently identified impediments include a lack of global business management

19 Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

" EIU, Cameroon Country Profile, p. 32.

112.S. Department of State telegram, “Cameroon Investment Climate Statement 2005,”
message reference No. 250356, prepared by U.S. Embassy, Yaoundé, Jan. 5, 2005.

1% Industry officials, interview by USITC staff, Douala, Cameroon, Mar. 22, 2005.

114 «“Corruption at the Douala Port, A Special Report,” posted Jan. 6, 2005, found at
www.postnewsline.com/special_report _corruption_at_douala_port, retrieved Apr. 25, 2005.

13 U.S. Department of State telegram, “Cameroon Investment Climate Statement 2005.”

116 Ibid.

"7 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 24, 2005; and U.S.
Department of State telegram, “Cameroon Investment Climate Statement 2005.”

18 .S. Embassy official, interview by USITC staff, Douala, Cameroon, Mar. 21, 2005; and
“Africa’s rainforest depend on cutting out corruption,” Environmental Media Resources, found at
www.ems.org/nws/2005/02/05/africas_rainfore, retrieved May 1, 2005.

19 For example, for the Chad-Cameroon petroleum pipeline, a large number of welders from
India came to Cameroon because there were not sufficient numbers of domestic welders to work
on the project. Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.
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knowledge, over-reliance on the French language, lack of coordination by companies within
industries, and a lack of security.'*’

Although textiles and apparel were cited as potential exports, there is reportedly a lack of
quality inputs, including yarn, fabric, and apparel-making equipment.’*’ Moreover, no
domestic manufacturers supply shipping and packaging material appropriate for the
international apparel business.'?* In the forestry sector, there is a lack of processing capacity,
as a result of too few large-scale sawmills, plywood manufacturing plants, and factories to
construct other downstream wood products including flooring, wood veneer products, and
furniture.'” There is also a shortage of skilled furniture designers and craftsmen that can
manufacture furniture demanded by the world market.'**

Finally, the lack oftourist-quality hotels, resorts, and other associated infrastructure, the poor
state of Cameroon’s road networks, and a lack of personal security, particularly in major
urban areas, may dissuade tourists from visiting the country. The lack of regularly-scheduled
domestic air service is also a major hindrance to increased tourism.

Cameroon’s agricultural commodity-based exports face international barriers, including SPS
requirements and certification standards in important export markets such as the European
Union, the United States, and Japan. These technical market requirements increase the cost
of business and limit export growth. Although many tariffs for primary commodities are
generally low, tariffs on processed agricultural products can be high. In some of Cameroon’s
potential markets, two of Cameroon’s leading exports, coffee and cocoa, face tariff
escalation, whereby higher tariffs are placed on processed products as compared with their
corresponding commodity inputs. This tariff structure limits trade to low-value commodities
and discourages exports of downstream products. Certain processed fruits and vegetables
may also be affected by tariff escalation.'” In addition to nontariff measures and tariffs,
observers have cited agricultural support programs in developed countries as barriers to
increased exports of products such as cotton.'*

12 Industry executive, interview by USITC staff, Douala, Cameroon, Mar. 24, 2004; business
executive panel, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005; industry official,
interview by USITC staff, Douala, Cameroon, Mar. 22, 2005; and trade panel, interview by
USITC staff, Douala, Cameroon, Mar. 24 2005.

121 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 21, 2005.

'2 Industry official, interview by USITC staff, Douala, Cameroon, Mar. 21, 2005.

123 Cameroon Chamber of Commerce, “The Forestry Field.”

124 Export official, interview by USITC staff, Douala, Cameroon, Mar. 23, 2005.

125 U.S. Department of Agriculture, Economic Research Service, “Market Access for High-
Value Foods,” found at www.ers.usda.gov/publications/aer840/aer840.pdf, retrieved
Apr. 12, 2005.

126 U.S. Ambassador to Cameroon,“Ambassador Marquardt: ‘Trade is Africa's Greatest Hope
for Prosperity’,” Op-Ed article, Apr. 16, 2005, found at http://usembassy.state.gov/Yaounde/
wwwhamb_oped. html, retrieved Apr. 25, 2005.
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Gabon'?’

Economic Overview

Gabon has a well-developed petroleum sector and is one of the richest countries in sub-
Saharan Africa. In 2003, its GDP was $5.6 billion, and GDP growth was 3.4 percent (table
GN-1). However, Gabon’s dependence on petroleum revenues makes its economy vulnerable
to fluctuations in petroleum prices. Although Gabon’s per capita GDP of $4,312 is relatively
high, wealth distribution is highly uneven; about 5 percent of the population owns over
90 percent of the wealth.'*®

The petroleum industry accounts for 41.9 percent of GDP (figure GN-1). The main crude
petroleum field at Rabi is nearing the end of its productive life, with some sources estimating
a 50-percent drop within the next 10 years.'* Gabon has used several strategies to slow the
decline in petroleum production, including improvements in technology that have enabled
production from marginal fields. Gabon’s attempts during 1999-2001 to encourage foreign
investment in deep-water offshore exploration were mostly unsuccessful. Gabon now focuses
on attracting companies skilled in exploiting the more numerous, marginal petroleum
fields."** Nevertheless, unless new fields are discovered, Gabon faces the inevitable depletion
of its petroleum reserves.

The services sector accounts for 37.4 percent of GDP, and is dominated by services
associated with the petroleum industry and the public sector (the largest employer in the
formal sector).”! The manufacturing sector accounts for 13.7 percent of GDP and includes
construction, electricity, water, and other utilities. Important manufacturing activities include
production of canned and bottled drinks, cement, soap, industrial gas, cigarettes, textile
printing, flour mills, and coffee hulling.

The agriculture, fisheries, and mining sector accounts for 7.0 percent of GDP and are
dominated by manganese mining and the timber industry. Small-scale farms cultivate crops
such as cassava, yams, and plantains. The traditional cash crops are palm oil and peanuts,
which have experienced reduced activity since the petroleum boom of the 1980s.'**

127 Prepared by Karen Taylor, Office of Industries.

12 U.S. Department of State, “Background Note: Gabon,” Jan. 2005, found at www.state.gov,
retrieved Mar. 8, 2005.

12 World Bank, What Happens When a Country Does Not Adjust to Terms of Trade Shocks? -
The Case of Oil-Rich Gabon, Sept. 2004, p. 9.

1 An estimated 80 percent of Gabon’s oilfields contain fewer than 5 metric tons of reserves.
Economist Intelligence Unit (EIU), Gabon Country Profile, 2004, p. 33.

B! Tbid,, p. 23.

2 1bid., p. 29.
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Table GN-1
Gabon: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . . .. ... o 5,605.3
GDP growth (annual percent, based on local currency, 2003) . ... ........... i 34
GDP per capita growth (annual percent, based on local currency, 2003) .. ......... .. .. .. ... ...... 1.2
Inflation, consumer prices (annual percent, 2000) . .. .. ... ... .. ... 0.5
External debt, total (current US$, millions, 2002) . .. .. ... ... .. o i 3,533.5
Total debt service (percent of exports of goods and services, 1999) .. .................. e 18.8
Exports of goods and services (percent of GDP,2003) . .. ........ ..o 67.4
Trade (percent of GDP, 2003) . . . ... . .t 111.8
Official exchange rate (local currency unit per US$, period average, 2003) ........................ 581.2
Population, total (millions, 2003) . .. ... ... . ... ... 1.3
Population growth (annual percent, 2003) . . ... ... ... e 2.2
Labor force, total (millions, 2003) . . . ... ... e 0.6
Labor force participation rate, total (percent, 2002) . .. ...... ... ... ... ... 447
Literacy rate, adult total (percent of people ages 15andabove) .......... ... ... ... ... ... . ..... Q)
Primary school enroliment ratio, total (percent, 2000)° . . . .. ....... ... ... .ot 144.0
Secondary school enrollment ratio, total (percent, 2000) . ............ ... .. .. . . i 60.0
Land use, arable land (percent of total, 2001) .. ... ... .. . 1.3
Gross capital formation (percent of GDP, 2003) ... ... ... .. i 313
Gross fixed capital formation (percent of GDP, 2003) . ... ... ...t 31.3
Foreign direct investment, net inflows (percent of GDP, 2002) .. .. ............iuiiiuuienaanna... 2.5

" Most recent year for which data are available between 1999 and 2003.
2 Not available.

® Where figures are more than 100 percent, total enroliment includes repeaters and pupils above and below the primary
school age.

Note.— Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.woridbank.org/dataonline, retrieved
Jan. 25, 2005; and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure GN-1
Gabon: Composition of GDP (2003) $5.6 billion

Oil (Secondary)
41.9%

Other secondary
13.7%

Primary
7.0%

Tertiary
37.4%

Note.—Primary is defined as agriculture, fisheries, mining, and quarrying, secondary is defined as manufacturing, construction,
electricity, water, and other utilities; and tertiary is defined as primarily services activities such as retail, financial, real estate, and
government services.

Source: EIU, “Economic Structure,” found at www. viewswire.com, retrieved Feb. 1, 2005.

2-28



Employment in the timber industry—Gabon’s second-largest employer—grew at a rate of
5.8 percent annually during 1996-2000. However, employment growth in this sector has
been unable to absorb the estimated 10,000-15,000 annual labor force entrants.’**> The
employment rate is low, at 44.7 percent. Employment in the public sector, Gabon’s largest
employer, is decreasing. The petroleum boom increased wages in urban areas, causing a
migration from the countryside to urban areas that adversely affected agriculture by reducing
the rural labor supply.

Net inflows of foreign direct investment (FDI) were 2.5 percent of GDP in 2003 and have
generally increased since 1998. France accounts for about 70 percent of FDI in Gabon.
Gabon is considered to have a good investment climate as compared with neighboring
countries. Foreign firms operate on an equal basis with Gabonese firms and there are no
known cases of discrimination against or expropriation of foreign firms."**

Export Profile

Over 90 percent of Gabon’s exports are generated from only two sectors: petroleum and
forestry (tables GN-2 and GN-3). Petroleum exports accounted for 77.5 percent of exports
in 2003 and consisted primarily of crude petroleum. The large proportion of GDP accounted
for by petroleum has lessened the government’s incentive to develop other export sectors,
despite the fact that production and revenues peaked in 1997. Forestry accounted for
16.5 percent of exports and consists almost entirely of logs and timber. Two tropical species,
okoume and ozigo (used for plywood), represent one-half of this sector’s exports. Gabon
engages in little downstream processing of petroleum and timber sector products. Manganese
production accounted for 3.7 percent of exports.'*’

Gabon’s has few major trading partners, with three countries accounting for 73.4 percent of
total exports (table GN-4). The United States is the main market for Gabon’s petroleum and
accounting for 59.1 percent of Gabon’s total exports. China, with a 8.6-percent share, is the
second-largest market and the main market for Gabon’s timber products. China is a major
consumer of commodities to fuel its industrialization. Gabon’s exports to China—entirely
petroleum and wood products—have more than tripled during 1994-2003."*° The state-run
Chinese company Sinopec, Total Gabon (France), and the Gabonese government signed
several agreements that guarantee China a steady flow of Gabonese petroleum."’

The third-largest market is France, accounting for 5.7 percent of Gabonese exports. The
strong French participation in the mining sector (primarily manganese ore) accounts for
France’s export market share."”® For example, the French company Eramet is a joint owner
of the parastatal company Comilog, which extracts and processes manganese. Trinidad and

33 Ibid., pp. 29-30.

134 U.S. Department of State telegram, “Gabon: 2005 Investment Climate Statement,” message
reference No. 00010, prepared by U.S. Embassy, Libreville, Jan. 2005.

3 EIU, Gabon Country Profile, pp. 31 and 35.

136 «“China Customs Information Network,” found at http://english.china-customs.com/,
retrieved Apr. 5, 2005.

137 The Institute for the Analysis of Global Security, Chinese Quest for Crude Increases Focus
on Africa, Nov. 15, 2004, found at www.iags.org/nl115044.htm, retrieved Mar. 30, 2005.

138 EIU, Gabon Country Profile, pp. 35 and 39.
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Tobago is the fourth-largest export market. Exports to Trinidad and Tobago have grown
considerably in recent years and consist almost entirely of crude petroleum.

Even with declining petroleum production, the value of exports increased by more than
$1 billion during 1994-2003 because of petroleum price increases. Given the predominance
of petroleum in Gabon’s exports, total export growth during 1994-2003 (4.1 percent
compound annual growth rate (CAGR)) has been driven by petroleum sector value growth
(4.7 percent CAGR) (table GN-2). Notably, although overall wood exports (HS 44) have
grown at a CAGR of 3.4 percent, downstream products such as plywood, sawn wood, and
veneered wood (HS 4407, 4408, and 4412) have increased at much faster rates, indicating
an expansion of downstream wood processing. Gabon has been attempting to increase
downstream processing of wood and approved a new forestry code in 2002 providing tax
incentives for capital investments in the forestry sector.® This strategy appears to be
successful, because downstream wood products are the two fastest-growing exports. Finally,
two sectors that have experienced decreasing rates of growth are manganese and petroleum
oils (excluding crude).

Table GN-2
Gabon: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share  9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars Percent
27 Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral waxes ...... 1,807,052.5 1,870,901.9 2,721,759.2 77.5 4.7
44 Wood and articles of wood; wood charcoal .............. 4259117 511,8149 577,840.8 16.5 3.4
26 Ores,slagandash .......... ... ... ... ... .......... 163,618.2 152,982.0 128,766.6 3.7 -2.6
03 Fish and crustaceans, molluscs and other aquatic
invertebrates . ... ....... . ... 9,315.0 14,550.4 19,141.6 0.5 8.3
88 Aircraft, spacecraft, and parts thereof .................. 1,5635.4 7,821.7 17,529.5 0.5 311
90 Optical, photographic, cinematographic, measuring,
checking, precision, medical or surgical instruments
and apparatus; parts and accessories thereof .......... 1,563.0 1,673.5 5,302.0 0.2 14.5
84 Nuclear reactors, boilers, machinery and mechanical
appliances; parts thereof .......................... 2,106.4 6,781.9 4,952.4 0.1 10.0
40 Rubber and articles thereof .......................... 2,184.4 4,937.6 2,601.6 0.1 2.0
97 Works of art, collectors' pieces and antiques ............. 4417 2,207.6 2,371.9 0.1 20.5
85 Electrical machinery and equipment and parts thereof;
sound recorders and reproducers, television recorders
and reproducers, parts and accessories . ............. 1,359.4 3,550.2 1,050.7 0.0 -2.8
Other ... 32,2731 99.816.8 29.496.3 0.8 -1.0
Total . ... oo 2,447.360.7 2,677.038.6 3.510.812.6 100.0 4.1

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

99 Ibid., p. 31.
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Table GN-3
Gabon: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)

2003 share  9-year

HS 4 Description 1994 1999 2003 of total CAGR
1,000 dollars ——  —— Percent
2709 Petroleum oils and oils from bituminous minerals,
CIUAE . oottt et 1,782,447.5 1,851,389.8 2,710,284.6 77.2 438
4403 Wood in the rough, whether or not stripped of
bark or sapwood, or roughly squared . ......... 412,312.6 463,444.0 425,624.7 121 0.4

2602 Manganese ores and concentrates, including
ferruginous manganese ores and concentrates
with a manganese content of 20% or more,
basedondryweight ....................... 163,430.8 152,980.2 128,635.5 37 -26

4408 Veneer sheets and sheets for plywood and other
wood sawn lengthwise, sliced or peeled, not

more than 6 mm (.236 in.) thick .............. 228.6 16,943.2 79,747 .1 23 91.6
4407 Wood sawn or chipped lengthwise, sliced or

peeled, more than 6 mm (.236 in.) thick . .. ... .. 1,605.8 13,536.4 47,976.7 1.4 45.9
4412 Plywood, veneered panels and similar laminated

WOOA . .ottt 11,5971 17,556.3 20,1921 0.6 6.4

0306 Crustaceans, live, fresh, chilled, frozen etc.;
crustaceans, in shell, cooked by steam or
boiling water; flours, meals, & pellets of
crustaceans, fit for human consumption . ....... 7,669.8 12,657.5 18,027.9 0.5 10.0

8802 Aircraft, powered (for example, helicopters,

airplanes); spacecraft (including satellites)

and spacecraft launch vehicles .............. 1,500.0 7,803.2 17,453.8 0.5 31.3
2710 Petroleum oils and oils from bituminous

minerals (other than crude) and products

therefrom, nesoi, containing 70% (by weight)

ormore oftheseoils . ...................... 24,588.7 19,215.6 11,456.3 0.3 -8.1

7209 Flat-rolled iron or nonalloy steel products,
600 mm (23.6 in.) or more wide, cold-rolled,

not clad, plated orcoated ................... 0.0 0.0 7,158.6 0.2 9
Other ... .. e 41.979.8 121.512.4 44.255.3 1.3 0.6
Total ... 2,447,360.7 2,677,038.6  3,510,812.6 100.0 41
" Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table GN-4
Gabon: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)
2003 share 9-year

Market 1994 1999 2003 of total CAGR
——— 1,000 dollars Percent

United States . ...... ... 1,237,783.8 1,619,066.4 2,074,571.0 59.1 59
China ... 86,703.7 279,117.3 300,603.3 8.6 14.8
France .. ... 408,354.2 209,520.1 199,625.5 57 -7.6
Trinidadand Tobago ............. ... ............ 0.0 8.3 197,349.4 5.6 9
Japan ... 202,231.3 43,564.3 165,941.0 47 2.2
Korea, Rep. .. oovviie i 30,418.7 86,615.0 120,009.7 34 16.5
Portugal .............. . i 56,207 .4 65,860.1 69,429.7 2.0 24
aly ... 27,009.1 30,678.6 56,651.1 1.6 8.6
United Kingdom . ......... ... ... ... ............ 5,903.1 7,715.3 38,666.4 1.1 23.2
SINGAPOTe . ..ttt 25,386.9 24,963.4 31,308.2 0.9 24
Other .ot 367.362.4 309.929.7 256.657.2 7.3 -3.9
Total ..o 2,447,360.7 2,677,038.6  3,510,812.6 100.0 4.1

' Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Although the United States is by far Gabon’s leading export market, other countries have
rapidly increased their imports from Gabon, including China (14.8 percent 9-year CAGR),
Korea (16.5 percent), and the United Kingdom (23.2 percent) (table GN-4). Gabon’s
petroleum exports to Trinidad and Tobago increased from zero in 1994 to almost
$200 million in 2003, nearly matching France’s market share. Trinidad and Tobago has
excess capacity at its refinery, and therefore requires imports of crude petroleum to run
efficiently. Total crude petroleum imports in Trinidad and Tobago increased by 140 percent
during 1999-2003.'%

Sectors with the Greatest Export Growth Potential

Wood and wood related products reveal relatively strong and stable revealed comparative
advantage'' (RCA) indices, suggesting future potential export growth for this sector
(appendix E, table E-11). The concentration of these exports to a few countries, including
the European Union and lower- and middle-income countries, indicates potential
opportunities to expand to other high-income export markets. Potential for the mining sector
is reflected in the fact that several manganese-related products show the greatest average
yearly growth in the RCA index.

China’s demand for Gabon’s wood and petroleum products is likely to grow, as China and
Gabon signed an agreement on economic cooperation in 2004.'** Trinidad and Tobago may
be another growth market for petroleum. Petrotrin, Trinidad’s state-owned oil company, can
refine 160,000 barrels of crude petroleum per day, but only 60,000 barrels per day of
domestic crude petroleum are available for refining. Petrotrin must source crude petroleum
in foreign markets to fully make use of its excess refining capacity.'*®

Timber processing is the largest manufacturing sector outside of petroleum processing.
Although veneer sheets and sawn wood make up a small share of total exports (2.3 and
1.4 percent, respectively), Gabon had significant and stable RCA indices for both products
during 2000-03. Densified wood products are ranked highly based on change in the RCA
index, indicating increasing relative efficiency. International trade in densified wood has also
shown significant growth.

Fish and crustaceans, included in Gabon’s top 10 exports, also have export growth potential.
Gabon has an 800-kilometer coastline with plentiful fish stocks consisting primarily of small
pelagic fish (230,000 metric tons), groundfish (140,000 metric tons), and shrimp
(2,000 metric tons). Crabs and deep-water shrimp are not yet heavily harvested, and
therefore may have greater potential than other types of seafood.'*

' Trinidad and Tobago Ministry of Energy and Industry, Petrotrin to upgrade, found at
www.energy.gov.tt/applicationloader.asp? app=newsarticles&cmd=view&articleid=103, retrieved
Mar. 30, 2005.

!4 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

"2 Sun Shangwu, “Presidents Promote Growth with Gabon,” China Daily, Sept. 9, 2004, found
at www.chinadaily.com.cn/english/doc/2004-09/09/content _372815. htm, retrieved Mar. 30, 2005.

' Trinidad and Tobago Ministry of Energy and Energy Industries, Petrotrin to Upgrade.

'* World Trade Organization, Trade Policy Review: Gabon, May 2001, found at www.wto.org,
retrieved Mar. 30, 2005, p. 73.
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Palm oil was a substantial export product before the petroleum boom. The previously
government-owned palm oil company, Agrogabon, was unprofitable for years due in part
to poor management."** Given the 2003 privatization of Agrogabon, the potential for the re-
emergence of palm oil as a potential export has improved substantially.

Domestic and International Barriers

Impediments to increased exports include lack of government transparency, poor
infrastructure, and the lack of skilled labor necessary to diversify into more skill-intensive
industries. High tariff rates on imported products raise the cost of production (table GN-5).
Poor management of public finance provides opportunities for government officials to obtain
unofficial income.'*® Lack of transparency is especially high with respect to the procedures
for bidding on government contracts. The lack of transparency also hurts the overall business
climate, and, in particular, deters investment. As shown in table GN-6, Gabon’s 2005 overall
economic freedom indicator was equal to the region’s average; however, while the region’s
economic freedom rating improved between 2000 and 2005, Gabon’s economic freedom
rating deteriorated. Notably, of all the economic freedom indicators, Gabon’s worst
performing 2005 component score was trade policy.

Table GN-5
Gabon: Business environment

Country data not available.

Import tariffs Simple average of ad valorem duties
(Gabon, applied rate, 2002)

AlLGOOAS . . ..o e 18.0

Agricultural goods . . . . ... e 22.3

Nonagricultural GOOAS . . . . .. .t 17.4

Source: World Bank, “Doing Business in 2005,” found at hftp.//rru.worldbank.org/DoingBusiness/, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http:/stat.wto.org/CountryProfile/, retrieved Apr. 5, 2005.

5 EIU, Gabon Country Profile, p. 29.
146 U.S. Department of State telegram, “Gabon: 2005 Investment Climate Statement.”
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Table GN-6
Gabon: Economic freedom

Regional OECD
Gabon average' average

—— Heritage Foundation indicators —
1995 Overall SCOTe . .. ... . 3.2 3.6 25
2000 OVErall SCOTE . . . .ottt et e e e e e e e 3.3 3.7 22
2005 0OVerall SCOTE . .. ..ttt e e 34 34 2.2
Trade policy SCOTE ... .. ... . ... 5.0 3.9 22
Fiscal burden of governmentscore .......... ... ... ... ... ... 4.0 3.9 3.6
Government intervention in the economy score .. ........................... 3.0 26 2.5
Monetary policy SCOre ... ... ... ... 1.0 24 1.5
Capital flows and foreign investmentscore ................... ... ......... 3.0 3.2 2.0
Banking and finance score . ........ ... .. 4.0 32 1.9
Wages and PriCeS SCOTE . . . . ...ttt ittt et e e e 3.0 2.8 21
Propertyrights score . ... ... ... .. ... . . . 3.0 37 1.6
Regulationscore . .......... ... . 4.0 37 2.7
Informal market activity score . . . .. ... ... 4.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.

Labor factors and education represent an impediment to economic development and export
growth. There are shortages of highly skilled workers.'* In addition, labor costs are high in
the formal sector because of labor market rigidities and excessive regulations. Immigrant and
migrant workers perform most of the work requiring low-skilled, low-paid labor. Low public
spending on education is a factor in the skilled-labor shortage. Education is also disrupted
by strikes over delays in salary payments to teachers. The migration of families from the
country to urban areas has resulted in overcrowded urban schools. Although the government
provides limited technical training in agriculture and tourism, quality education is only
provided by the private sector. Most Gabonese cannot afford private education.'*

Another impediment to export growth is the poor state of Gabon’s transportation
infrastructure. Only 10 percent of the total road network is paved (table GN-7), and there is
no direct road to Libreville, the capital, or the main seaport, Port-Gentil.'* The harsh climate
deteriorates roads quickly, and road maintenance is poor. Difficult terrain near many urban
areas and low population density, and large distances from agricultural areas to small urban
markets make it difficult to improve the infrastructure. The inadequacy of the roads
encourages use of the domestic airports and increases transportation costs. There are five
domestic airports, three of which can handle international traffic, and many small airfields.'*°
The state-owned airline, Air Gabon, has been unprofitable since 1994. Its financial
difficulties caused it to cancel flights to Europe in 2004."*! The only other airline with a
Gabon-Europeroute is Air France, which is relatively expensive, and, consequently, inhibits
the export of low-value, high-volume products.

7 Ibid.

8 BIU, Gabon Country Profile, p. 17.

1 Ibid., p. 19.

150 [hid., pp. 19-20.

31'U.S. Department of State telegram, “Air Gabon to Resume Flights to Europe,” message
reference No. 00791, prepared by U.S. Embassy, Libreville, Dec. 2004.
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Table GN-7
Gabon: Infrastructure-related indicators

MRY"
Roads, total network (km, 2007) . . .. ... .. 8,464.0
Roads, paved (percent of total roads, 2001) . .. ... ... ..t 9.9
Transport services (percent of service exports, BoP, 1999) . . ... ... .. . 53.9
Transport services (percent of service imports, BoP, 1999) ... ... ... . . it 33.2
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . ........ ... .. ... i 239.7
Internet users (per 1,000 people, 2002) . . ... ... ... e 19.2
Mobile phones (per 1,000 people, 2002) . ... .. ... .. 215.0
Telephone mainlines (per 1,000 people, 2002) . .. .. ... .. .. i e 247
Electric power transmission and distribution losses (percent of output, 2007) .. ........ ... ... .. .. ... ... .. .... 17.8
Energy imports, net (percent of commercial energy use, 20071) . . .. .. e -768.9

"' Most recent year for which data are available between 1999 and 2003.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

The manufacturing sector, with the exception of oil refining and timber processing, is
adversely affected by high labor costs, a lack of skilled labor, and poor infrastructure.'*?
Construction depends primarily on government-sponsored projects, which declined after
1999 because of the decline in petroleum revenues.'” In the agricultural sector, large
distances from agricultural areas to small urban markets hamper efforts to diversify away
from petroleum."” Compared to domestic impediments, international factors have not
emerged as significant impediments to export growth of Gabon’s most important exports,
petroleum and wood products.

12 EIU, Gabon Country Profile, p. 16.
155 Ibid., p. 37.
154 Ibid. p. 19.
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Nigeria'™

Economic Overview

Nigeria is bordered by Benin, Cameroon, Chad, Niger, and the Gulf of Guinea. Nigeria’s
population was 135.6 million in 2003 (table NG-1). About 70 percent of the country’s labor
force was employed in agriculture, 20 percent in services, and 10 percent in industry."*® The
country’s GDP was valued at $50.2 billion in 2003, an increase of 10.6 percent over 2002;
the corresponding increase in GDP per capita was 8.3 percent. The large increase in GDP
was attributed primarily to higher world petroleum prices, increased revenues from
nonpetroleum exports, and judicious economic policies.'”” Exports of goods and services
represented a little more than one-third of GDP in 2003.

Crude petroleum and natural gas accounted for 33.4 percent of Nigeria’s GDP in 2003
(figure NG-1). The petroleum industry in Nigeria developed in the late 1960s and has
accounted for a major share of the country’s exports since that time. The production of crude
petroleum during 1998-2002 fluctuated around 2 million barrels per day,'*® with more than
95 percent of the country’s production accounted for by joint ventures between the Nigerian
National Petroleum Corporation (NNPC) and Nigerian subsidiaries of several major
multinational petroleum companies.'* Nigeria also has large reserves of natural gas, some
associated with the country’s petroleum reserves. Natural gas production more than doubled
during 1998-2002, and Nigeria’s revenues from liquified natural gas (LNG), valued at
$569 million in 2004, are projected to increase to more than $6 billion in 2007, matching
expected revenue levels of crude petroleum.'® In addition to crude petroleum and natural
gas, Nigeria’s mineral and mineral fuel reserves include coal, iron ore, cassiterite, lead, zinc,
manganese, gold, tantalite, gemstones, gypsum, kaolin, phosphates, limestone, marble, and
columbite.

Agriculture accounted for about 31.3 percent of GDP in 2003. Nigeria has been traditionally
largely agrarian. Prior to the emergence of the petroleum industry, its leading exports were
cocoa beans, groundnuts (peanuts), palm kemels, rubber, cotton, and timber. As crude
petroleum began to represent an increasing share of exports, however, agricultural exports

1% Prepared by Elizabeth Nesbitt, Office of Industries.

16 U.S. Department of State telegram, “USITC Study on Export Opportunities and Barriers in
African Growth and Opportunity Act (AGOA)-Eligible Countries,” message reference No. 00276,
prepared by U.S. Embassy, Abuja, Feb. 22, 2005; and Central Intelligence Agency, “Nigeria,”
World Factbook 2005, found at www.cia.gov/cia/publications/factbook/geos/ni. html#People,
retrieved May 24, 2005.

17 “Nigeria Economy on Track,” Afrol News, Aug. 13, 2004, found at
www.afrol.com/articles/13704, retrieved Feb. 27, 2005.

1% Economist Intelligence Unit (EIU), Nigeria Country Profile, 2004, p. 51.

'** The Centre for Petroleum Information, “Frequently Asked Questions,” last updated
Jan. 2004, found at www.petroinfonigeria.com/faq. html, retrieved Mar. 8, 2005; and Energy
Information Administration (EIA), “Nigeria Country Analysis Brief,” found at
www.eia.doe.gov/emeu/cabs/nigeria. himl, retrieved Feb. 27, 2005.

' Alexander’s Gas & Oil Connections, “Nigeria to Earn $6bn from LNG by 2007,”

Dec. 22, 2004, found at www. gasandoil.com/goc/news/nta45104. him, retrieved Mar. 25, 2005.
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Table NG-1
Nigeria: Basic economic indicators

MRY"
GDP (current US$, millions, 2003) . . . .. ..ot e 50,201.7
GDP growth (annual percent, based on local currency, 2003) . ... ........ ... i 10.6
GDP per capita growth (annual percent, based on local currency, 2003) .. ........... ... i, 8.3
Inflation, consumer prices (@nnual percent, 2003) . . ... ... .. 14.0
External debt, total (current US$, millions, 2002) . ... ... .. i 30,476.0
Total debt service (percent of exports of goods and services, 1999) . ... ... 6.9
Exports of goods and services (percent of GDP, 2002) . .. ....... .. ... it 35.8
Trade (percent of GDP, 2003) . ... ... ...t 76.2
Official exchange rate (local currency unit per US$, period average, 2003) .. ........... ... ... ... .. ... ... 129.2
Population, total (millions, 2003) . .. . ... ... e 135.6
Population growth (annual percent, 2003) . .. ... ... . . 21
Labor force, total (millions, 2003) . . . . .. ... 54.2
Labor force participation rate, total (percent, 2002) . ... ... ... ... . . . . .. 39.9
Literacy rate, adult total (percent of people ages 15and above, 2002) ............. ... ... ... 66.8
Primary school enrollment ratio, total (percent) . ...... ... ... . .. . . . . . . . ®
Secondary school enroliment ratio, total (percent) ... ... .. ... ... .. ®
Land use, arable land (percent of total, 2001) . .. .. .. .. .. 31.3
Gross capital formation (percent of GDP, 2003) ... .. ...« . . ottt 21.8
Gross fixed capital formation (percent of GDP, 2003) ... ... ... ... it e 21.8
Foreign direct investment, net inflows (percent of GDP,2002) ... .................c.ooieeenieeieeieeoee... 3.1

" Most recent year for which data are available between 1999 and 2003.
2 Not available.

Note.— Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure NG-1
Nigeria: Composition of GDP (2003)

$50.2 billion

Crude petroleum & gas
33.4%

Agric. (excl. livestock)
31.3%

Other
9.6%

Livestock
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Manufacturing
0
Wholesale & retail trade 4.4%

12.7% Finance & insurance
5.3%

Source: ElIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.
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waned; cocoa, rubber, and palm became the primary crops exported. The sector is considered
a key economic driver that accounts for a major share of national employment and generates
the majority of nonpetroleum export revenue.'®’

Manufacturing accounted for only about 4.4 percent of the country’s GDP in 2003. Textiles,
beverages, cigarettes, soaps, and cement represented almost two-thirds of total
manufacturing production.'® Production levels of sugar, cement, beer, and cotton fabric
increased significantly during 2001-03.'%

Inflows of foreign direct investment (FDI) during 1999-2002 averaged about $1.3 billion per
year.'* Much of the FDI in 2003 was in the energy sector, particularly crude petroleum.'®®
Smaller amounts of FDI reportedly were invested in the telecommunication services and
manufacturing sectors.'®® Companies investing in the manufacturing sector during the last
few years include British American Tobacco; Guinness Nigeria Plc; Nigerian Bottling Co.
Plc, a subsidiary of Coca-Cola International; Nigerian Breweries, a subsidiary of Heineken
Breweries; Procter and Gamble; and Unilever Plc. Although these operations currently
produce only for domestic consumption, their products could potentially be exported.'’

Export Profile

Nigeria’s exports in 2003 were $23.9 billion (table NG-2). Major product groupings were
mineral fuels (largely crude petroleum and natural gas), 94.6 percent; cocoa and cocoa
preparations, 2.2 percent; tanned hides and skins, 0.7 percent;'*® and crustaceans, 0.3 percent.
Nigerian exports of crude petroleum and natural gas were $20.7 billion and $1.3 billion,
respectively, in 2003 (table NG-3). The value of such exports fluctuated during 1999-2003,
largely as a result of fluctuations in the price of the commodities. The 9-year compound

11 «2004 Budget Speech by His Excellency President Olusegun Obasanjo at the Joint Session
of the National Assembly,” Dec. 18, 2003, p. 8; EIU, Nigeria Country Profile, p. 31; and Embassy
of Nigeria, written submission in connection with USITC inv. No. 332-464, Export Opportunities
and Barriers in African Growth and Opportunity Act-Eligible Countries, Mar. 1, 2005, pp. 3-6.

12 EIU, Nigeria Country Profile, pp. 36-37.

'3 Federal Office of Statistics, Federal Republic of Nigeria, Nigeria Statistical Fact Sheets on
Economic & Social Development, 1999-2003, Apr. 2004, found at www.cenbank.org/out/
publications/statbulletin/pid/2004/Nigeria%20statistical%2(0factor %2 0sheets %2 00n%20econs %2
0&%20social%20development. pdf, retrieved Mar. 8, 2005.

'* World Bank, “World Development Indicators,” found at http://devdata worldbank/
dataonline, retrieved Feb. 1, 2005.

' Ernest Hirsch, “Investors Start to Eye Africa,” Afvica Renewal, Jan. 2005, vol. 18, No. 4,

p. 20.

1% U.S. Department of State telegram, “Trade and Investment Climate Statement, Nigeria,”
prepared by U.S. Embassy, Abuja, Jan. 27, 2005; and Dr. Julius Bala, Director, Policy Advocacy
and External Relations, Nigerian Investment Promotion Commission,“The Challenges and
Opportunities of the Investment Environment in Nigeria,” presented at the International Meeting
for the Promotion of Investment to Africa, organized by the Ministry of Foreign Affairs of Japan,
Feb. 26, 2003, pp. 7 and 9.

'7U.S. Department of State telegram, “USITC Study on Export Opportunities.”

1% Nigeria bans exports of raw hides and skin, including wet blue and all unfinished leather.
U.S. Department of State telegram, “USITC Study on Export Opportunities.”
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Table NG-2
Nigeria: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)
2003 share 9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars ———  —— Percent ——
27 Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral waxes ... 10,600,947.2 13,813,945.3 22,558,196.7 94.6 8.8
18 Cocoa and cocoa preparations. . ................... 195,627.4 259,500.9 524,518.1 2.2 11.6
41 Raw hides and skins (other than furskins) and leather .. 129,140.2 90,693.0 161,921.0 0.7 2.5
03 Fish and crustaceans, molluscs and other aquatic
invertebrates .. ......... ... ... .. i 44,687.8 54,256.2 70,720.9 0.3 52
84 Nuclear reactors, boilers, machinery and mechanical
appliances; parts thereof ....................... 18,649.7 34,791.8 59,020.3 0.2 13.7
44 Wood and articles of wood; wood charcoal ........... 44,2476 101,593.7 54,725.4 0.2 2.4
26 Ores,slagandash. ................. ... ........ 7,373.8 16,515.8 48,239.9 02 232
52 Cotton, including yarns and woven fabrics thereof. . .. .. 10,567.4 27,533.6 34,510.3 0.1 14.1
12 Oil seeds and oleaginous fruits; miscellaneous grains,
seeds and fruits; industrial or medicinal plants;
strawandfodder .............. ... ... .. ... ..., 4,869.8 24,460.6 32,918.8 0.1 237
40 Rubber and articles thereof. . ...................... 94,201.1 17,429.7 25,610.1 0.1 -135
Other ... 166,400.7 218.095.9 283.130.4 1.2 3.1
Total . ...............oooiiuiuiiiinnii.. 11.316,712.7 14.658.816.5 23.853.511.9 100.0 8.6

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table NG-3
Nigeria: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share 9-year
HS 4 Description 1994 1999 2003 of total CAGR
1,000 dollars ——— —— Percent ——
2709 Petroleum oils and oils from bituminous minerals,
CIUAR . oottt et e i 10,219,171.3 12,962,365.4 20,681,610.5 86.7 8.1
2711 Petroleum gases and other gaseous hydrocarbons . . . . 180.3 220,990.3 1,339,256.5 5.6 169.2
2710 Petroleum oils and oils from bituminous minerals
(other than crude) and products therefrom,
nesoi, containing 70% (by weight) or more
oftheseoils ......... ... ... ... ... ... ... ... 381,032.1 620,417.2 523,422.0 22 36
1801 Cocoa beans, whole or broken, raw or roasted . ..... 174,174.8 223,958.1 491,857.7 21 12.2
4106 Tanned or crust skins of animals nesoi, without wool
or hair on, whether or not split, but not further
prepared . ......... ... 70,089.6 42,190.5 82,520.0 0.3 1.8
4105 Tanned or crust skins of sheep or lamb, without wool
on, whether or not split, but not further prepared . .. 50,871.8 43,279.2 74,4101 0.3 4.3
0306 Crustaceans, live, fresh, chilled, frozen etc.;
crustaceans, in shell, cooked by steam or boiling
water; flours, meals, & pellets of crustaceans, fit
for human consumption . ..................... 41,622.0 48,992.6 66,075.1 0.3 5.3
2609 Tinoresand concentrates . ..................... 5,045.4 7,7145 27,040.4 0.1 20.5
1804 Cocoa butter, fatandoil ........................ 20,097 .4 29,997.6 26,727.8 0.1 3.2
8431 Parts of machinery of headings 8425 to 8430
covering derricks, fork-lift trucks, conveyers,
self-propelled bulldozers, graders, snowplows, etc. 1,555.7 764.7 24,706.9 0.1 36.0
Other ... 352,872.2 458,146.4 515,884.9 22 4.3
Total .. 11,316,712.7 14,658,816.5 23,853,511.9 100.0 8.6

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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annual growth rate (CAGR) of natural gas exports amounted to 169.2 percent versus
8.1 percent for crude petroleum.

Although dwarfed by exports of crude petroleum, Nigeria’s nonpetroleum exports are an
increasingly important factor in the country’s economy. Nigeria’s top three markets for
cocoa beans and cocoa products in 2003 were the Netherlands (36 percent), France
(16 percent), and Belgium (14 percent),'® all manufacturers of chocolate. The European
Union was also a major market for the country’s exports of leather and leather products. In
2003, Italy and Spain accounted for about 92 percent of such exports, or $148 million. The
top five export markets for fish and crustaceans in 2003 were France, the Netherlands,
Belgium, Spain, and the United States, together accounting for 93 percent of total Nigerian
exports of these products. In 2002, Nigeria reportedly exported about one-third of its output
of raw cashew nuts to major processing countries such as India, Brazil, and Vietnam. Major
markets for Nigerian cashew kernel exports are the United States and the United Kingdom.'"

Major markets for Nigerian exports in 2003 were the United States (45.9 percent), Spain
(9.0 percent), and Brazil and France (6.4 percent and 5.9 percent, respectively) (table NG-4).
Exports to these four countries, mainly of crude petroleum, accounted for 67.2 percent of
total exports in 2003."”"" The markets with the largest 9-year CAGRs were Japan
(52.8 percent), Indonesia (47.4 percent), and Brazil (22.5 percent). China is also an
expanding market for Nigeria, particularly for crude petroleum and certain minerals.
Nigerian exports to China increased by 546.4 percent in 2004 to $460 million.'” Nigeria’s
major regional markets in 2003 were Cote d’Ivoire, South Africa, Senegal, and Cameroon.
Exports to these countries were valued at $1.4 billion, or almost 6 percent of total Nigerian
exports. Crude petroleum and natural gas accounted for 99 percent of the country’s exports
to these regional markets.

' World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

' Chemonics International Inc., “Subsector Assessment of the Nigerian Cashew Industry,”
prepared for USAID, Sept. 2002, pp. 19-23.

7! Nigeria’s exports of crude petroleum to the European Union declined because of petroleum
production in the North Sea. EIU, Nigeria Country Profile, p. 41.

' Ministry of Commerce of the People’s Republic of China, Foreign Market Access Report:
2005, p. 162.
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Table NG-4

Nigeria: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
——— 1,000 dollars Percent

UnitedStates ............ ... ... .. ... ... 4,705,887.5 4,631,929.9 10,948,543.8 459 9.8
SPaN L. 1,072,730.2 1,188,481.5 2,146,585.1 9.0 8.0
Brazil .......... ... 246,101.6 769,271.2 1,524,405.9 6.4 225
France ......... ... 1,087,875.4 752,489.0 1,401,653.6 59 29
Japan ... 19,712.2 195,794.9 896,624.3 3.8 52.8
Indonesia ............... ... 26,246.5 188,310.5 861,968.6 3.6 47.4
GEMANY . o\ e et et 951,100.0 206,295.0 756,004.0 32 -2.5
Portugal .......... .. ... 384,493.4 324,998.4 752,851.0 3.2 7.8
aly ... 236,585.8 243,939.0 521,930.8 22 9.2
Cotedlvoire ......... ..o 0.0 396,334.7 509,812.7 21 0
Other ... ... .., 2.585,980.1 5,760.972.5 3.533,132.1 14.8 3.5
Total ... ... 11,316,712.7 14,658,816.5 23,853,511.9 100.0 8.6

" Undefined.

Note.—Although these figures represent official WITS data, they deviate substantially from other sources.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Sectors with the Greatest Export Growth Potential

Although crude petroleum currently accounts for a major share of national GDP and export
earnings, it is likely that the sector will continue to develop market share in countries
worldwide. For example, China, already a major investor, has been developing stronger ties
with most African counties,'” including Nigeria,'”* in an effort to expand its resource base
and secure supplies of crude petroleum and energy technology to satisfy its continuously
increasing energy needs.'”> Growth in the natural gas industry is also expected during the
next 5 years, particularly given the 2008 deadline set by the government to cease the flaring
of natural gas.'”® Nigeria’s natural gas reserves are said to amount to 159 trillion cubic feet
of gas, the ninth-largest natural gas reserves worldwide.'”” Nigeria’s revenues from LNG are
expected to increase to an estimated $6 billion annually by 2007.'"®

'3 Institute for the Analysis of Global Security, “Chinese Quest for Crude Increases Focus on
Africa,” Nov. 15, 2004, found at www.iags.org/nl115044.htm, retrieved Mar. 14, 2005; and Karby
Leggett, “China Flexes Economic Muscle Throughout Burgeoning Africa,” The Wall Street
Journal, Mar. 29, 2005, p. 1.

174 Tbid.

173 As of 2003, only the United States consumed more petroleum products than China
worldwide. Institute for the Analysis of Global Security, “Chinese Quest for Crude Increases
Focus on Africa.”

'7¢ The EIA defines flared natural gas as “gas disposed of by burning in flares usually at the
production sites or at gas processing plants.” EIA, “Glossary,” International Energy Annual 2002,
found at www.eia.doe.gov/emeu/iea/glossary. html#F, retrieved May 24, 2005.

'77 The Centre for Petroleum Information, “Frequently Asked Questions.”

' Alexander’s Gas & Oil Connections, “Nigeria to Earn $6bn from LNG by 2007.”
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The Nigerian government states that the agricultural, manufacturing, and minerals sectors
are considered most likely to experience export growth.'” Agricultural product exports that
could be further developed with increased investment include cocoa, cashews (particularly
downstream products such as cashew kernels and cashew nut shell liquid), sesame, and
shrimp and prawns. '*° Potential markets for increased agricultural exports include the United
States and India,'®" as well as regional markets.

Nigeria has a strong revealed comparative advantage (RCA) index in cocoa beans, a product
that accounted for about 2 percent of total Nigerian exports in 2003, or more than
$500 million (appendix E, table E-26). Moreover, average annual growth in world cocoa
bean markets during 1993-2003 was almost 14 percent. Major markets for the country’s
exports of cocoa beans in 2003 were the European Union (cocoa bean imports from Nigeria
accounted for approximately 12.4 percent of total EU cocoa bean imports); Canada
(7.7 percent); and the United States (1.8 percent). The country’s high RCA index, market
penetration, and the recent world growth in sales of cocoa beans would appear to indicate
that export sales of the product could increase.

Nigeria currently exports about 30,000 metric tons of cashew nuts annually, primarily to
India, Brazil, and Vietnam, all major processing countries. In line with the ongoing emphasis
on developing downstream processing, cashew kernels were identified as having substantial
export potential, particularly to the United States. Nigeria currently exports only about
25 percent of its production of cashew nut kernels, mainly to the United States and the
United Kingdom.'®* Moreover, exports of cashew kernels and cashew nut shell liquid may
increase when an export-oriented cashew nut processing facility comes onstream in Kwara
State.'® With regard to sesame, it has been suggested that development of the Nigerian
industry could result in increased exports of sesame and sesame oil, particularly to countries
in Asia.'®*

The global market for shrimp and prawns is said to be increasing by 3 percent per year,
largely as a result of increased consumption in the United States, Europe, and Japan.
Development of a shrimp and prawns farming industry in Nigeria, intended to serve
domestic and international consumption, could be valued at a total of $384 million over the
course of 10 years.'®

' Embassy of Nigeria, written submission, p. 1.

'® Chemonics International Inc., “Industry Action Plan for Nigerian Shrimp and Prawns,”
prepared for USAID, Nov. 2002, p. 7; Chemonics International Inc., “Overview of the Nigerian
Sesame Industry,” prepared for USAID, Nov. 2002, various pages; and Chemonics, “Subsector
Assessment of the Nigerian Cashew Industry,” p. 14.

'*! Chemonics, “Industry Action Plan for Nigerian Shrimp and Prawns,” p. 7; and Chemonics,
“Subsector Assessment of the Nigerian Cashew Industry,” p. 14.

'® Chemonics, “Subsector Assessment of the Nigerian Cashew Industry,” pp. 19-23.

'8 «“Kwara Acquires N95m Loan,” Nigerian Newsday, Nov. 29, 2004, found at
www.nasarawastate.org/ newsday/news/economy/11129121723, retrieved Mar. 25, 2005. The
plant, funded by a loan provided by the Nigerian Export-Import Bank, will employ about
2,000 employees and will use locally produced inputs.

'* Chemonics, “Overview of the Nigerian Sesame Industry,” various pages. Downstream
derivatives of sesame include sesame oil (for cooking purposes or for use in industrial applications
such as medicinal products, soaps, paints, and certain aerosol products), sesame paste, and sesame
meal.

'® Chemonics, “Industry Action Plan for Nigerian Shrimp and Prawns,” p. 7; and Chemonics,
“Subsector Assessment of the Nigerian Cashew Industry,” p. 14.
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RCA analysis shows that Nigeria is relatively internationally efficient in goat and sheep skin
leather exports. Whereas such exports accounted for less than 1 percent of total Nigerian
exports in 2003, or about $157 million, average annual growth in the world markets for goat
and sheep skin leather during 1993-2003 was 10 percent and 6 percent, respectively,
suggesting that further development of the sector could result in expanded export
opportunities for these products.

The Nigerian government is emphasizing the development of the largely unexploited mining
sector, with the expectation that it could prove to be a major source of export revenues.'®*
On a product-specific basis, Nigeria has a relatively high RCA index for the product
grouping consisting of niobium, tantalum, vanadium, and zirconium. The 9-year CAGR for
these products was almost 17 percent; exports of these products represented, on average,
only 0.2 percent of total Nigerian exports during the period. Tantalum,'®” which accounted
for a significant share of trade and investment in the sector in recent years, possibly as a
result of efforts by the Nigerian Mining Corp. to encourage investment in tantalite mining
operations, could show expanded export growth.'® Investments made by Marubeni
Corporation in 2001 in the exploration and extraction of tantalite could have been a
contributing factor in the increased exports in that year.'®® More recently, Central African
Mining & Exploration Plc, which has been operating in the country since 2004, is said to be
exploring potential reserves of tantalum, gold, and columbite (a source of niobium)."® In
addition, a Nigerian company, Trans Afrik Nigeria, was reportedly licensed in August 2004
to explore for tantalite.””' Also in 2004, Pinnacle Resources, Inc. identified Nigeria as a
possible source of tantalite ore feedstock for its tantalum pentoxide production in South
Africa.””® Export growth in tantalite and niobium ores is also likely to be spurred by the
recent increases in prices for these minerals.'**

1% Alexander’s Gas and Oil Connections, “Nigeria Hopes that Minerals Will become
Alternative Revenue Earners,” Oct. 2, 2003 found at www. gasandoil.com/goc/news/nta34023. htm,
retrieved Mar. 24, 2005; and Chief (Dr.) J.O. Sanusi (CON), Governor, Central Bank of Nigeria,
“Overview of Recent Economic Developments and Investment Potentials in Nigeria,”

Feb. 20, 2003, p. 6, found at www.cenbank.org/out/speeches/2003/govadd-20FEBB.pdf, retrieved
Mar. 8, 2005.

'8 Tantalum, extracted from tantalite, is used in medical applications as well as in electronics
(capacitors) and alloys.

18 Philip Mobbs, “The Mineral Industry of Nigeria,” U.S. Geological Survey Minerals
Yearbook-2000, p. 24.2.

18 Another factor cited as a possible explanation for increased exports of tantalum in 2001 was
a buildup in inventory by electronics industry buyers concerned about possible supply shortages.
“What is the Market Outlook for Tantalum,” Infomine-africa.com, found at
www. infomine-africa.com/afiinfogen. asp#What%20is%20the %20
market%20outlook%20for%20Tantalum?, retrieved Mar. 29, 2005.

1% “Central African Mining & Exploration Plc Interim Results,” Fillyaboots.com,

Dec. 29, 2004, found at www fillyaboots.com/_fybArc1/000003ef htm, retrieved Mar. 24, 2005.

%! According to information supplied by Mr. Philip Mobbs, Country Specialist,

U.S. Geological Survey, “Exploration of Tantalite in Ekiti to Cost N20b,” The Guardian, found at
www.guardiannewsngr.com/business/ article05, retrieved Aug. 26, 2004. The joint venture, valued
at $200 million, involves Trans Afrik Nigeria and CME, a Canadian company.

%2 Pinnacle Resources, Inc., “Tantalum Project,” found at www.pnrr.net/tant_proj. html,
retrieved Mar. 25, 2005.

!9 Mr. Philip Mobbs, Country Specialist, U.S. Geological Survey, telephone interview by
USITC staff, Mar. 25, 2005. Niobium is used in several applications, including the formation of an
extremely strong steel alloy and in the manufacture of capacitors.
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Domestic and International Barriers

General constraints inhibiting Nigerian exports include high financing costs; poor
infrastructure, including inadequate electrical, water, and telephone services, deteriorating
road conditions, and rundown railroads; corruption;'** and an uncertain operating climate
stemming from changing government regulations and policies.'”®

Whereas some business environment indicators are significantly better than the regional
average (e.g., the time to close a business, the number of procedures in enforcing contracts,
the minimum capital needed to start a business, and multiple employment indicators), others
are significantly worse, including the time needed to enforce contracts and to register
property (table NG-5). Import tariffs are also high, averaging 30 percent on all goods.
Moreover, Nigeria’s economic freedom score worsened during 1995-2005, from 3.4, which
was similar to the regional average, to 4.0 (table NG-6). Nigeria’s trade policy and informal
market sector activity scores lagged particularly far behind regional and OECD averages.

During the past few decades, Nigeria’s infrastructure has been neglected, leading to
deterioration in the state of the country’s roads, railway, and ports.'”® Although
approximately 31 percent of Nigerian roads are paved (table NG-7),"” a fairly high
proportion compared with other sub-Saharan African countries, much of the network is in
disrepair. Inadequate equipment at the country’s ports results in delays in loading and
offloading, and has been cited as an impediment to transporting goods. In addition, “frequent
policy changes and the multiplicity of authorities in ports mean that corruption and delays

are common.”'*®

Another operating constraint has been a shortage of national energy supplies. Nigeria’s
power comes from downstream petroleum products, natural gas, hydroelectricity, and
thermal power.'* In the petroleum sector, the poor performance of the national refineries and
the reported smuggling of petroleum products to regional markets stemming from

19 According to Transparency International’s 2004 index, Nigeria is ranked as the third most
corrupt country in the world. Transparency International, “Transparency International Corruption
Perceptions Index 2004,” found at www.transparency. org/surveys/index. html, retrieved
Mar. 10, 2005.

19 U.S. Department of State telegram, “USITC Study on Export Opportunities.”

196 «2004 Budget Speech,” p. 3; and Bala, “The Challenges and Opportunities,” pp. 3 and 5.

197 Numerous road repair projects were initiated in 2003 in conjunction with the creation of the
national Road Maintenance Agency. Federal Office of Statistics, Federal Republic of Nigeria,
Nigeria Statistical Fact Sheets, p. 87.

198 EIU, Nigeria Country Profile, p. 21. It has been noted, however, that the ports used and
maintained by the multinational energy companies are in better shape.

1% EIU, Nigeria Country Profile, p. 23.
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Table NG-5
Nigeria: Business environment

Regional OECD
Nigeria average average
Closing a business: Cost (percentofestate) ................................. 18.0 20.5 6.8
Closing a business: Recoveryrate (centsonthedollar) ........................ 33.2 171 721
Closing a business: Time (Years) . ......... ...t 15 3.6 1.7
Getting credit: Cost to create collateral (percent of income percapita) ............ 20.7 41.8 5.2
Getting credit: Credit informationindex . ............ ... ... ... ... ... ....... 3.0 21 5.0
Getting credit: Legalrightsindex .......... ... ... ... ... .. ... .. ... ... 8.0 4.6 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . . ............ 0.0 394 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) ......... 0.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) .. ....... ... ... . ... ... ... ....... 37.2 43.0 10.8
Enforcing contracts: Number of procedures . ......................... ... . ... 23.0 35.0 19.0-
Enforcing contracts: Time (days) . ........... . i 730.0 434.0 229.0
Registering a property: Number of procedures . .............................. 21.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 27.2 132 49
Registering a property: Time (days) . ............. i 274.0 114.0 34.0
Starting a business: Number of procedures . ................................ 10.0 1.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 95.2 2252 8.0
Starting a business: Minimum capital (percent of income percapita) . ............. 59.4 2541 441
Starting a business: Time (days) . ..... ... ... 44.0 63.0 25.0
Employment: Difficulty of firingindex . .......... ... ... .. ... ... ... .. ..... 30.0 50.6 26.8
Employment: Difficulty of hiringindex ............. ... ... ... .. ... ... .. ... 22.0 53.2 26.2
Employment: Firingcosts (weeks) ... ... .. ... .. .. 13.0 59.5 40.4
Employment: Rigidity of employmentindex . .................. ... .. ... ....... 44.0 56.0 34.4
Emplovment: Rigidity of hours index 800 842 500
Import tariffs Simple average of ad valorem duties
(Nigeria, applied rate, 2002)

AllGoOAS . ... 30.0

Agricultural goods . . ... ... 53.9

Nonagricultural goods . . . .. ...t 26.3

" Not available.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http:/rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and
WTO, “Country Profile,” Nov. 2004, found at http://stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table NG-6

Nigeria: Economic freedom
Regional OECD
Nigeria average' average

Heritage Foundation indicators

1995 Overall Score . .. .. .. i 3.4 3.6 25
2000 OVerall SCOTE . .. ..ottt e e 3.4 37 2.2
2005 0verall SCore . .. ... ... 4.0 34 2.2
Trade policy SCOre ........ ... ... .. i 5.0 3.9 2.2
Fiscal burden of governmentscore .............................. 3.0 3.9 3.6
Government intervention in the economyscore . .................... 4.0 2.6 25
Monetary policy score . ...... ... ... . ... 4.0 24 1.5
Capital flows and foreign investmentscore ........................ 4.0 3.2 2.0
Banking and financescore . ......... ... ... i 4.0 32 1.9
Wages and priCeS SCOTe . . . .. ...ttt et 3.0 2.8 21
Propertyrights score ........ ... ... ... .. .. ., 4.0 3.7 1.6
Regulationscore ........ ... . .. .. ... 4.0 3.7 27
Informal market activityscore . . . .......... ... 4.5 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.
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Table NG-7
Nigeria: Infrastructure-related indicators

MRY

Roads, total network (km, 1999) . . . . ... o e
Roads, paved (percent of total roads, 1999) ... ... ... . it
Transport services (percent of service exports, BoP, 1999) .. ... ... ... . i
Transport services (percent of service imports, BoP, 1999) .. ...ttt
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . ... ............. . ...
Internet users (per 1,000 people, 2002) . . . .. .. .. ..
Mobile phones (per 1,000 people, 2002) . .. ... ... ..
Telephone mainlines (per 1,000 people, 2002) . .. ... ... ... .. et e
Electric power transmission and distribution losses (percent of output, 2001) . . ......... .. ... . ...
Energy imports, net (percent of commercial energy use, 2001) .. . ... ...

194,394.0
30.9

12.0

18.9

19.2

35

13.4

58

38.0
-116.9

" Most recent year for which data are available between 1999 and 2003.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at hftp://devdata. worldbank.org/dataonline, retrieved Jan. 25, 2005.

domestic price controls on petroleum products resulted in shortages of petroleum
derivatives.*® Supplies of electricity have been limited and inconsistent, a situation largely
attributed to underutilization of power generation capacity and needed improvements in
electricity distribution.”" Electric power transmission and distribution losses amounted to

approximately 38 percent of output in 2001.

In addition to the economywide constraints identified above, the agriculture, petroleum,
manufacturing, and mineral sectors face sector-specific impediments that hamper export
growth. About 30 percent of Nigeria’s available land is arable, of which, in 2003, only about
50 percent was cultivated.*” Constraints to expanding agricultural exports include
inadequate infrastructure in rural areas, limited technical assistance, distorted exchange rates,
high taxes on agricultural exports, insufficient irrigation systems, inadequate distribution of
fertilizer and other inputs, high production and transportation costs, and lack of technical
capacity to meet product quality and packaging requirements.*” Continued social unrest in
the Niger River Delta, a major petroleum production site in Nigeria, has been a constraint
to petroleum exports. Most recently, such unrest in December 2004 caused Shell to suspend

exports for an indefinite period, potentially forgoing exports of about 2 million barrels.

204

Constraints to export growth in the manufacturing sector include lack of knowledge
regarding implementation of local content requirements, and lack of engineering and
technical knowledge, training, and support.”®® The generally low output of nonenergy-related
minerals in Nigeria is largely attributable to lack of capital to invest in equipment
maintenance and upgrades.”*® Other impediments include a need to complete a countrywide

200

Appendix, Aug. 2004, p. 100.
2V IMF, Nigeria: Selected Issues and Statistical Appendix, p. 115.

Ibid.; and International Monetary Fund (IMF), Nigeria: Selected Issues and Statistical

2 Chief (Dr.) J.O. Sanusi (CON), Governor, Central Bank of Nigeria, “Overview of Recent
Economic Developments and Investment Potentials in Nigeria,” Feb. 20, 2003, p. 6, found at

www.cenbank.org/out/speeches/2003/govadd20FEBB.pdyf, retrieved Mar. 8, 2005.

% EIU, Nigeria Country Profile, p. 32; and “Minister Canvasses Viable Body for Cassava
Stakeholders,” The Guardian (Online), July 20, 2004, found at www.sdnetwork.kabissa.org/

sdnnewsarchivejuly2004. htm, retrieved Mar. 8, 2005.
204 «Shell Cuts Nigerian Exports,” CNN.com, Dec. 23, 2004, found at
www.cnn.com/2004/WORLD/africa/12/ 23/nigeria.shell, retrieved Feb. 27, 2005.
25 Embassy of Nigeria, written submission, pp. 6-7.
206 EIU, Nigeria Country Profile, p. 36.
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survey of mineral reserves which, when completed, is expected to promote private-sector
investment, and generally inadequate mining infrastructure.?”’

Anidentified international impediment is preference loss in the agricultural sector resulting
from the implementation of a new regulation in the European Union in 2003 allowing for
replacement of up to 5 percent of cocoa butter used in the production of chocolate with
“replacement” or “substitute” fats. This new regulation may hinder growth of Nigerian cocoa
exports to the European Union.**® According to the International Cocoa Organization, this
regulation is expected to result in a decline of about 20 percent in export earnings for cocoa
exporting countries such as Nigeria.**

7 Embassy of Nigeria, written submission, p. 10; and “2004 Budget Speech,” p. 8.

2% New World Chocolate Society, “News: The New Taste of Chocolate in Europe,”
Aug. 11, 2004, found at www.newworldchocolatesociety.com/index. php/nwcs/
comments/news-eurochoctaste/, retrieved Mar. 31, 2005.

29 Ibid.
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Republic of the Congo*"’

Economic Overview

The Republic of the Congo is bordered by Cameroon, Central African Republic, Democratic
Republic of the Congo, Gabon, and the Atlantic Ocean. In 2004, Republic of the Congo was
the fifth-largest producer of crude petroleum in Africa after Nigeria, Angola, Gabon, and
Equatorial Guinea,”'! and has the third-largest reserves of natural gas in the region, exceeded
only by Nigeria and Cameroon.”'? Republic of the Congo’s several periods of instability,
including 1993, 1997, 1998-99, and again in 2002, caused significant damage to the
Congolese infrastructure and eroded its economic base, resulting in a slowing of GDP
growth during these periods. With the cessation of hostilities, several sectors posted
economic gains during 2000-02, particularly the agricultural, forestry, commercial, and
transport sectors.””® The growth rate then slowed to 1.0 percent in 2003 following increased
instability in 2002 (table RC-1). Crude petroleum, including natural gas production, was one
of the main exceptions to this cycle, as much of the industry is located offshore and was less
directly affected by internal social instability.

Table RC-1
Republic of the Congo: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . .. ... .. 3,510.0
GDP growth (annual percent, based on local currency, 2003) .. .. ... ... . ... 1.0
GDP per capita growth (annual percent, based on local currency, 2003) . .......... ... ... ... ... . .. -1.7
Inflation, consumer prices (annual percent, 2003) . . . ... ... -0.8
External debt, total (current US$, millions, 2002) . .. ... ... . ... . 5,152.3
Total debt service (percent of exports of goods and services, 2002) . ... ...........ouuiiiiiiiiiiii.. 1.0
Exports of goods and services (percent of GDP, 2003) . ............ .. i 78.4
Trade (percent of GDP, 2003) . . .. . ... it 132.9
Official exchange rate (local currency unit per US$, period average, 2003) .. .................ccoiiiiiiinnn . 581.2
Population, total (millions, 2003) . . . . ... ... e 3.8
Population growth (annual percent, 2003) ... ... ... ... 2.7
Labor force, total (millions, 2003) . . . . . . . e 1.6
Labor force participation rate, total (percent, 2002) . ......... ... . . .. . 40.6
Literacy rate, adult total (percent of people ages 15 and above, 2002) . .......... ... ... ... i, 82.8
Primary school enrollment ratio, total (percent, 2000) .. ........ ... .. .. .. . . . . 97.0
Secondary school enrollment ratio, total (percent, 2000) ... ....... ... .. .. . .. . . 42.0
Land use, arable land (percent of total, 2001) . ... ... ... ... e 0.5
Gross capital formation (percent of GDP, 2003) . . ... ... .. it 231
Gross fixed capital formation (percent of GDP, 2003) . ... ... ... . i 22.5
Foreign direct investment, net inflows (percent of GDP, 2002) . . . . .. .o\ttt ittt e e e 11.0

" Most recent year for which data are available between 1999 and 2003.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005; and
African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

210 prepared by Elizabeth Nesbitt, Office of Industries.

' Energy Information Administration (EIA), “Congo-Brazzaville,” EI4 Country Analysis
Brief, Sept. 2004, found at www.eia.doe.gov/emeu/cabs/congo. html, retrieved Feb. 27, 2005.

212 E[A, “Congo-Brazzaville.”

23 African Development Fund (ADF), “Republic of Congo Policy Reform Programme:
Appraisal Report,” Oct. 2004, p. 4.
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Services, including government, accounted for the largest share of Republic of the Congo’s
GDP in 2003, or 41.2 percent (figure RC-1)."* Activities in the services sector include
banking and retail operations, both of which have been negatively affected by the ongoing
instability, and a nascent tourism industry, development of which will depend largely on
continued peace in the country.”’> The petroleum sector accounted for the second-largest
share (35.5 percent). The remainder was accounted for by the agriculture and fisheries sector
(11.3 percent), industry and mines (8.1 percent), and utilities, construction, and public works
sector (3.8 percent). According to the IMF, public administration, which represented about
12 percent of the country’s GDP in 2003, is a relatively large sector in Republic of the
Congo, employing more than 66,000 people.*'® Regarding the petrochemical industry, the
closure of Republic of the Congo’s only refinery during 1997-2000 resulted in the
importation of needed petroleum products, largely from Democratic Republic of the
Congo.”"” In the manufacturing sector, cement, lumber, sugar, palm oil, soap, flour, and
cigarettes account for a majority of production.”'® Production of logs and sawn lumber
increased in Republic of the Congo during 2001-02, by 24.4 percent and 35 percent,
respectively. During 2002-03, however, production levels remained unchanged,*" possibly

Figure RC-1
Republic of the Congo: Composition of GDP (2003)

$3.5 billion

Services
41.2%

Util., const. & pub. wks
3.8%

Industry & mines
8.1%

Petroleum sector
35.5%

Agriculture & fishery
11.3%

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.

24 .S. Department of State, “Background Note: Republic of the Congo,” April 2005, found at
www.state.gov/r/pa/ei/bgn/2825. htm, retrieved May 4, 2005.

215 Economist Intelligence Unit (EIU), Congo (Brazzaville) Country Profile, 2004, pp. 41-42.

216 International Monetary Fund (IMF), Republzc of Congo: Selected Issues and Statistical
Appendix, July 2004, pp. 4, 53, and 69.

27 EIA, “Congo-Brazzaville.”

218 Central Intelligence Agency (CIA), “Republic of the Congo,” World Factbook, last updated
Apr. 21, 2005, found at www.cia.gov/cia/publications/factbook/geos/cf. html, retrieved
May 4, 2005.

219 “China’s Rise Disrupts Tropical Country Efforts to Increase Domestic Log Processing,”
Hardwoodmarkets.com, Aug. 2004, p. 2, found at www. hardwoodmarkets.com/sample/
aug_04.pdf, retrieved Mar. 16, 2005.
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reflecting the ongoing internal instability in 2002.*° Republic of the Congo’s major
subsistence crops are cassava, plaintains, rice, and groundnuts (peanuts). Its major cash crops
are coffee, cocoa, and sugar.””'

Much of the foreign direct investment is in the country’s energy sector, largely generated by
the operations of major multinational petroleum companies.”? Sectors identified by the
government as priorities for investment include the industrial sector, agroprocessing,
forestry, construction, metals, electricity, and the petrochemical industry.””® Among other
initiatives to encourage domestic and foreign investment, Republic of the Congo
implemented a national investment program in 2003, reduced taxes, implemented customs
exemptions, and streamlined procedures related to corporate operations in the country.”*

Export Profile

Republic of the Congo’s exports totaled $2.2 billion in 2003 (tables RC-2 and RC-3). The
country’s major exports—mostly primary products, a function of the country’s natural
resource endowment—are petroleum, wood, sugar, coffee, cocoa, diamonds, gold, and
potash.”* Crude petroleum accounted for 72.0 percent of the value of total exports in 2003
and natural gas accounted for 2.5 percent of the total.”*® Much of Republic of the Congo’s
trade with China, the United States, and the European Union is in crude petroleum.”’

The second-largest product grouping in Republic of the Congo’s export portfolio is wood
and wood products, reflecting the country’s forest resources that cover over 50 percent of
its terrain.”® Exports of hardwood logs accounted for about 8 percent of the total value of
Congolese exports. Combined, exports of downstream products such as hardwood lumber,
veneer, flooring, siding, and molding accounted for 2.4 percent of total exports. Republic of
the Congo’s exports of logs and sawn timber increased significantly during 1998-2003;
exports of sawn timber alone increased by 126 percent.””® Although Republic of the Congo
exports wood to the United States, in 2003, the largest export markets for wood and articles

0 United Nations Economic Commission for Europe, “Forest Products Annual Market
Analysis, 2002-2004,” Timber Bulletin, vol. LVI (2003), No. 3, p. 102.

2 EIU, Congo (Brazzaville) Country Profile, p. 37.

22 EIA, “Congo-Brazzaville.”

3 ADF, “Republic of Congo Policy Reform Programme,” p. 10 of Annex III.

24 Ibid.

5 Embassy of the Republic of the Congo officials, interview by USITC staff, Washington, DC,
Feb. 15, 2005.

26 World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

271 EIU, Congo (Brazzaville) Country Profile, p. 43.

% ADF, “Republic of Congo Policy Reform Programme,” pp. 1 and 8 of Annex III. The report
describes the country as having “enormous forestry potential.”

29 «“China’s Rise Disrupts Tropical Country Efforts to Increase Domestic Log Processing,” p. 8.
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Table RC-2

of wood were China, France, Italy, Portugal, and Spain.”° Japan, Hong Kong, Korea, and
Vietnam are also significant markets.

The 9-year compound annual growth rates (CAGR) for Republic of the Congo’s exports of
ores, slag, and ash, and coffee were the highest for all of Republic of the Congo’s exports,
amounting to 89.2 percent and 65.4 percent, respectively. The CAGRs for copper and sugar
were 30.2 percent and 14.1 percent, respectively.

Despite the fluctuations in export levels, exports to several markets increased substantially
during 1992-2003 (table RC-4). The CAGR for exports to China was 95.2 percent during
1994-2003, most likely reflecting China’s recent emergence as a substantial market for
Congolese exports of crude petroleum. Brazil had the next-highest CAGR during the period,
at 18.7 percent. The United States, France, and Portugal exhibited relatively low, but
positive, CAGRs. In contrast, exports to Italy and Spain decreased significantly during the
10-year period, by CAGRs of 18.5 percent and 7.9 percent, respectively.

Republic of the Congo: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total percent of 2003 total,
and compound annual growth rate (CAGR)

2003 share 9-year

HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars —— Percent ———

27 Mineral fuels, mineral oils and products of their

distillation; bituminous substances;

mineral waxes . ...............0.iiiiia... 874,750.5 1,574,646.2 1,687,710.7 78.2 7.6
44 Wood and articles of wood; wood charcoal .......... 151,153.5 119,820.7 215,998.6 10.0 4.0
71 Natural or cultured pearls, precious or semiprecious

stones, precious metals; precious metal clad

metals, articles thereof; imitation jewelry; coin .. ... 19,572.5 68,404.1 55,910.7 2.6 124
26 Ores,slagandash. ......... ... ... ... ....... 114.7 71724 35,947 .4 1.7 89.4
17 Sugars and sugar confectionery. .................. 4,631.2 13,939.4 15,225.1 0.7 141
81 Base metals nesoi; cermets; articles thereof ......... 506.0 20,695.6 14,165.2 0.7 44.8
74 Copper and articles thereof. . ..................... 917.2 7,850.5 9,851.5 0.5 30.2
09 Coffee, tea, mate and spices. . .. .................. 94.9 13,321.6 8,806.3 0.4 65.4
84 Nuclear reactors, boilers, machinery and mechanical

appliances; parts thereof ..................... 3,023.8 3,786.0 6,186.4 0.3 8.3
03 Fish and crustaceans, molluscs and other aquatic

invertebrates . .. ....... ... L 3,743.2 1,994.7 4,185.9 0.2 1.2

Other ... 47.097.5 28.889.9 103,984.7 4.8 9.2

Total ......................iiiiiiie.. 1,105,605.1  1,860,521.1 2,157.972.5 100.0 7.7

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

3% Embassy of the Republic of Congo officials, interview by USITC staff, Washington, DC,

Feb. 15, 2005.
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Table RC-3

Republic of the Congo: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual

growth rate (CAGR)

2003
share 9-year
HS 4 Description 1994 1999 2003 _ of total CAGR
———— 1,000 dollars Percent ——
2709 Petroleum oils and oils from bituminous
minerals,crude . .......... ... .. ... ... 798,846.1 1,420,935.5 1,5653,549.7 720 7.7
4403 Wood in the rough, whether or not stripped of bark
or sapwood, or roughly squared . .............. 112,779.8 83,362.6 165,362.1 7.7 43
2710 Petroleum oils and oils from bituminous minerals
(other than crude) and products therefrom,
nesoi, containing 70% (by weight) or more of
theseoils ........ ... ... ... .. ... ... 75,904.4 87,2104 153,932.9 71 8.2
7102 Diamonds, whether or not worked, but not
mountedorset ............ ... ... ... ...... 17,922.0 64,624.2 55,606.6 26 134
2711 Petroleum gases and other gaseous
hydrocarbons ............................. 0.0 66,500.0 54,184.6 25 ¢)
4407 Wood sawn or chipped lengthwise, sliced or
peeled, more than 6 mm (.236 in.) thick ... ...... 14,143.3 23,4711 43,649.6 20 13.3
2605 Cobalt ores and concentrates ................... 0.0 267.0 22,810.7 1.1 "
1701 Cane or beet sugar and chemically pure sucrose,
insolidform ........................... ... 4,631.2 13,931.6 15,225.1 0.7 141
8105 Cobalt mattes and other intermediate products of
cobalt metallurgy; cobalt and articles thereof,
includingwasteandscrap ................... 506.0 20,186.6 14,140.0 0.7 448
0901 Coffee, whether or not roasted or decaffeinated,;
coffee husks and skins; coffee substitutes
containingcoffee .............. ... ... .. .. 91.1 13,318.9 8,806.3 0.4 66.2
Other ... .. .. .. 80,781.2 66.713.4 70.704.8 3.3 -1.5
Total . ... 1,105,605.1  1,860,521.1 2,157,972.5 100.0 7.7
" Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table RC-4
Republic of the Congo: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share 9-year
Market 1994 1999 2003 of total CAGR
—— 1,000 dollars Percent

China ... ... 1,977.7 59,930.1 814,658.7 37.8 95.2
UnitedStates ............. ... ... ... 434,530.7 438,249.4 457,189.3 21.2 0.6
Korea, Rep. ..., 0.0 287,684.9 368,501.1 171 0
France ........ ... . 66,000.0 47,797.9 85,843.0 4.0 3.0
Trinidadand Tobago ........................... 0.0 0.0 68,747.5 3.2 e
Brazil ....... .. .. 13,924.6 7,285.1 65,219.9 3.0 18.7
Belgium ......... ... Q) 14,4433 42,856.9 2.0 @)
Portugal ........... .. ... 27,9154 25,596.2 39,756.3 1.8 4.0
aly . ... 210,630.1 43,903.3 33,321.9 1.5 -18.5
Spain ... 53,524.9 34,765.1 25,637.0 1.2 -7.9
Other. ... ... 297.101.7 900.865.9 156.240.8 7.2 -6.9

Total ... .. 1,105,605.1 1,860,521.1 2,157,972.5 100.0 7.7

" Undefined.

2 Not available.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Sectors with the Greatest Export Growth Potential

Revealed comparative advantage”' (RCA) analysis shows that although Republic of the
Congo has a comparative advantage in the production of hardwood logs, the slow average
annual growth in the world market during 1993-2003 of only 0.7 percent would likely make
exports from this sector less advantageous (appendix E, table E-27). Although Republic of
the Congo had a lower RCA index in sawn tropical hardwood, the average annual growth
in the world market during 1993-2003 was about 4 percent. The government reportedly is
encouraging an increased share of processed wood in total wood exports.*

Mining opportunities related to gold are said to remain largely unexploited,”* but significant
investment has been made in the production of magnesium in recent years. The Kouilou
Magnesium Project, currently in the construction phase, has been under development by
Maglndustries Corp. since 1997. The project is expected to include a carnallite mine;”* a
60,000 metric ton-per-year magnesium metal production facility; a central refining, alloying,
and casting facility; and a stand-alone potash plant.”** Potash production is expected to start
in 2007 and magnesium production in 2008.

Republic of the Congo could eventually become an exporter of electricity. Although
Republic of the Congo currently imports electricity, largely from Democratic Republic of
the Congo, increased investment in the power generation and transmission sector is expected
to result in enough power generation for local consumption and potentially exports.”®
Examples of such investment include a natural gas-fired power plant, a joint venture between
AGIP and ChevronTexaco, that came onstream in December 2002, and the construction of
a hydroelectric dam on the Lefini River, started in 2003, which is expected to come online
within 5-6 years. Two Chinese companies are developing the Lefini River project with The
Government of Republic of the Congo.”’ Existing power generation and transmission
networks are also being renovated, with one such project receiving Chinese technical support

B! RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

32 “China’s Rise Disrupts Tropical Country Efforts to Increase Domestic Log Processing,” p. 8.

23 ADF, “Republic of Congo Policy Reform Programme,” p. 10 of Annex III; and George J.
Coakley, “The Mineral Industry of Congo (Brazzaville),” U.S. Geological Survey Minerals
Yearbook-2002, p. 9-1. An Italian company, S.E.M.L. SA is reportedly developing the Yangadou
gold mine following the withdrawal of a Canadian company.

4 Carnallite is a magnesium-potassium hydrated chloride mineral that is an important source
of magnesium and potash.

3% “Kouilou Magnesium Project-Set for Success: Solution-Mining Carnallite in the Republic
of Congo,” Light Metal Age, Aug. 2004, found at www. magalloy.com/reports/articles.asp,
retrieved Mar. 17, 2005; MaglIndustries Corp., “Shareholders’ Approve Change of Name to
Maglndustries Corp.,” press release, Jan. 28, 2005, found at www.magalloy.com/press/050128.asp,
retrieved Mar. 17, 2005; and MagAlloy Corp.,“MagAlloy Taps Into INGA, One of the World’s
Largest Hydro-sites,” press release, Nov. 1, 2004, found at www.magalloy.com/press/041101.asp,
retrieved Mar. 17, 2005.

B8 EIU, Congo (Brazzaville) Country Profile, p. 31; ADF, “Republic of Congo Policy Reform
Programme,” p. 10 of Annex III; and Embassy of the Republic of Congo officials, interview by
USITC staff, Washington, DC, Feb. 15, 2005.

B7EIA, “Congo-Brazzaville;” and “Construction du Plus Grand Barrage Hydroélectrique du
Congo,” CongoPage.com, Dec. 23, 2002, found at www.congopage.com/
imprimersans.php3?id_article=649, retrieved Feb. 27, 2005.
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and funding.”® Also, declining crude petroleum production levels at mature fields are
expected to be offset as new fields are tapped, particularly ultradeep-water fields.”’
Although much of Republic of the Congo’s natural gas is currently unused, this is likely to
change as a result of a government initiative to use gas to generate electrical power.**

China, reportedly interested in expanding its resource base and in securing supplies of crude
petroleum and energy technology to satisfy its increasing energy needs,**' has been
developing stronger ties with most African counties.*** Republic of the Congo’s major
exports to China include crude petroleum since 2001,*** and wood. Trade between the two
countries nearly doubled in 2004.%** Moreover, exports to China could potentially increase
if Republic of the Congo is able to increase production and exports of downstream forestry
products such as tropical hardwood plywood and veneer. China’s production of tropical
plywood has reportedly increased to the third-highest level in the world to satisfy domestic
consumption and export needs. Moreover, China’s imports of tropical hardwood sawn
lumber increased by approximately 40 percent during 2002-03.2*

Domestic and International Barriers

Although certain aspects of doing business in Republic of the Congo are favorable,
companies operating in the country face some complications. While 6 of the business
environment indicators are better than the regional average (i.e., the credit information index,
the time to register a property, the number of procedures needed to start a business, the time
needed to close a business, the minimum capital to start a business, and firing costs), 14 are
lower, including procedures and time needed to enforce contracts; costs incurred to create
collateral, register a property, and start a business; public credit registry coverage; and most
of the employment indicators (table RC-5). Republic of the Congo scored at the regional
average with respect to the cost of enforcing contracts and the number of procedures needed
to register property. Also, import tariffs average 18.0 percent for all goods, and 22.3 percent
on agricultural products. These tariff rates increase the cost of production by making inputs
more costly. Although Republic of the Congo’s overall economic freedom score in 2005 was
on par with the regional average, most of the individual scores were worse than the average
with the exception of the country’s monetary policy and wages and prices scores
(table RC-6).

B EIU, Congo (Brazzaville) Country Profile, p. 31.

B9 EIA, “Congo-Brazzaville.”

0 Ibid.

21 As of 2003, only the United States consumed more petroleum products than China
worldwide. Institute for the Analysis of Global Security, “Chinese Quest for Crude Increases
Focus on Africa,” Nov. 15, 2004, found at www.iags.org/nl115044.htm, retrieved Mar. 14, 2005.

2 Institute for the Analysis of Global Security, “Chinese Quest for Crude Increases Focus on
Africa;” and Karby Leggett, “China Flexes Economic Muscle Throughout Burgeoning Africa,”
The Wall Street Journal, Mar. 29, 2005, p. 1.

3 The Ministry of Foreign Affairs of the People’s Republic of China, “China and Congo,”
Oct. 12,2003, found at www_fmprc.gov.cn , retrieved Mar. 17, 2005.

2% “China Hopes to Expand Trade, Cooperation with Congo: Official,” Xinhua Online, found at
www.chinaview.cn, retrieved on Mar. 16, 2005.

2% «“China’s Rise Disrupts Tropical Country Efforts to Increase Domestic Log Processing,”
pp- 4-5.
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Table RC-5
Republic of the Congo: Business environment

Republic of Regional OECD
the Congo average average
Closing a business: Cost (percentofestate) . ................................ 38.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) .. ...................... 10.4 171 721
Closing abusiness: Time (years) ................ o iiiiiiiiiiiinnannnnn. 3.0 3.6 1.7
Getting credit: Cost to create collateral (percent of income percapita) ............ 1511 418 5.2
Getting credit: CreditinformationIndex .................. ... ... ... ... ... 3.0 21 5.0
Getting credit: Legalrightsindex .......... .. ... .. ... . . i, 3.0 4.6 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . . ............ 0.0 39.4 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) .. ....... 1.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) ........... ... ... .. ... ... .. 43.0 43.0 10.8
Enforcing contracts: Number of procedures . ................ ... ... ... .... 47.0 35.0 19.0
Enforcing contracts: Time (days) .. ........... . i 560.0 434.0 229.0
Registering a property: Number of procedures ............ ... .. ... ... ... ... 6.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 225 132 4.9
Registering a property: Time (days) .............. i, 103.0 114.0 34.0
Starting a business: Numberof procedures .................. ... ... ... .. ... 8.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 317.6 225.2 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 2446 254.1 441
Starting a business: Time (days) . ...... ... i 67.0 63.0 25.0
Employment: Difficulty of firingindex ......... ... ... ... .. ... .. ... ..., 90.0 50.6 26.8
Employment: Difficulty of hiringindex ........ ... ... ... .. ... . 89.0 53.2 26.2
Employment: Firingcosts (weeks) . ....... ... .. ... .. 42.0 59.5 40.4
Employment: Rigidity of employmentindex................ .. ... .. ... .. .. ... 86.0 56.0 34.4
Employment. Rigidity of hours index 800 842 200
Import tariffs Simple average of ad valorem duties
(Rep. of the Congo, applied rate, 2002)
AlLGOOAS - . o ot c ettt e 18.0
Agricultural goods . ... ... ... 223
Nonagricultural goods . . . . . .. ... 17.4

" Not available.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http:/rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http.//stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table RC-6

Republic of the Congo: Economic freedom
Republic of Regional OECD
the Congo average' average

Hentage Foundation indicators

1995 0verallscore ....... ... . . &) 3.6 25
2000 OVerall SCOTe . ...ttt Q) 3.7 22
2005 0verall SCOTE . .. ..ottt 3.8 34 22
Trade policyscore .............. .. ... ... il 5.0 3.9 22
Fiscal burden of governmentscore .......................... 5.0 3.9 3.6
Government intervention in the economy score . ................ 4.0 26 2.5
Monetary policy score ............. i 1.0 24 1.5
Capital flows and foreign investmentscore .................... 4.0 3.2 20
Banking and financescore . ............. ... ... .. ... 4.0 3.2 1.9
Wages and prices SCOTe . .. ... i it i 3.0 28 21
Propertyrights score . ......... ... ... ... .. . i 4.0 37 16
Regulationscore ........... .. ... ... .. 4.0 37 27
Informal market activityscore . . .. ........................... 4.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.
2 Not available.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.
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Republic of the Congo’s transport sector, including the transportation infrastructure, has
been characterized as being “in a state of advanced deterioration” and is no longer
considered adequate for the country’s needs.”*® Less than 10 percent of Republic of the
Congo’s roads were paved (table RC-7). Insufficient electricity generation has also been
identified as a constraint to increased manufacturing investment in Republic of the Congo.**’
According to one source, “the potential for hydroelectric power generation in Republic of
the Congo is vast, but it has only barely been exploited because of the lack of regional
markets and investment to finance new generating capacity.”**® Electric power transmission
and distribution losses as a percent of output have been fairly high, decreasing from
82.9 percent in 1999 to approximately 60-65 percent during 2000-01. Other impediments in
the electricity sector include infrastructure damage from the periods of internal and regional
instability and outdated equipment.**

Table RC-7
Republic of the Congo: Infrastructure-related indicators

MRY'
Roads, total network (Km, 1999) . . . . ... . e 12,800.0
Roads, paved (percent of total roads, 1999) .. ........... . ittt 9.7
Transport services (percent of service exports, BoP, 2002) .. ........ ... ... .t 226
Transport services (percent of service imports, BoP, 2002) ............. ... i 12.9
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .. ... i, 73.9
Internet users (per 1,000 people, 2002) . .. ... e 15
Mobile phones (per 1,000 people, 2002) . ... ... .. ... ... i 67.2
Telephone mainlines (per 1,000 people, 2002) ... ... .. ... . . .. it 6.7
Electric power transmission and distribution losses (percent of output, 2001) .. .. ... ... .. ... ... ... ... 65.3
Energy imports, net (percent of commercial energy use, 2007) . . . . .. .o -1,368.1

" Most recent year for which data are available between 1999 and 2003.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

Constraints to increased exports of wood and wood products include increased tax rates in
2003 and the country’s inadequate infrastructure.”® The main mode of freight transport
between Brazzaville and the port at Pointe Noire is the Congo-Ocean Railway. Given that
the main north-south road is not paved in its entirety, logs and wood products intended for
export are usually barged down the river from the north and then transferred to the rail line
at Brazzaville for transport to the port.”' However, barging product down the river can only
be done 8 months of the year.**

6 ADF, “Republic of Congo Policy Reform Programme,” p. 10 of Annex II1.

7 Embassy of the Republic of Congo officials, interview by USITC staff; Washington, DC,
Feb. 15, 2005.

8 EIU, Congo (Brazzaville) Country Profile, p. 30.

9 ADF, “Republic of Congo Policy Reform Programme,” p. 10 of Annex IIL.

20 «Africa: Congo Brazzaville,” Hardwoodmarkets.com, Aug. 2004, found at
www. hardwoodmarkets,com/sample/aug 04.pdf, retrieved Mar. 16, 2005.

21 Embassy of the Republic of Congo officials, interview by USITC staff, Washington, DC,
Feb. 15, 2005.

»2«Africa: Congo Brazzaville.”
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Lack of technical capacity to meet phytosanitary and hygiene standards in world markets
were also cited as international impediments. Improved food handling procedures and more
widespread and readily accessible laboratory testing could help ensure that Congolese
agricultural exports meet such standards, potentially allowing for increased exports.**

3 Embassy of the Republic of Congo officials, interview by USITC staff, Washington, DC,
Feb. 15, 2005.
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CHAPTER 3
Predominantly Mineral-Exporting
Countries: Botswana, Democratic Republic

of the Congo, Guinea, and Zambia

The countries included in this chapter have well-developed mining sectors, and mineral
products account for a large share of their total exports (table 3-1). The materials that are
mined vary by country. Diamonds are the largest export of Botswana and Democratic
Republic of the Congo, and are a significant export of Guinea as well. The predominant
export of Guinea is aluminum, and of Zambia is copper. The other three countries also export
copper. Democratic Republic of the Congo and Guinea also export small quantities of crude
petroleum. Nickel exports are significant for Botswana, as is cobalt for Democratic Republic
of the Congo and Zambia. Botswana and Zambia have downstream operations that produce
wire for export. A summary of findings for each of the four countries with respect to potential
export growth sectors and domestic and international barriers is provided below.

Table 3-1
Botswana, Democratic Republic of the Congo, Guinea, and Zambia, 1999-2003 average share of total exports, by sector
Democratic
Republic of
Sectors Botswana the Congo Guinea Zambia
—— Shares of total exports, 1999-2003 (percent) ——
Fishandrelatedproducts .. ......... ... ... ... ... ... .. ........ 0.1 0.2 4.1 0.4
Coffee, tea, and Spices . .. ... " 1.6 2.0 1.4
COCOA . o e " 0.1 0.8 0
Otheragriculture . . ...... ... .. ... . . 44 1.0 0.8 12.6
Forest-based products .............. .. .. ... ... ... .. 0.2 23 14 0.5
Minerals, metals, and metal products . . .......................... 90.7 78.6 79.4 73.4
Fuels and electricalenergy . ............... ... ... ... ... ....... 0.1 15.1 9.8 0.2
Textilesandfibers ........ ... ... ... .. 0.1 " 09 8.3
Apparel and related articles ................................... 16 " ) 0.1
Other manufactures . .....................c.o.oo oo ... 29 1.2 0.8 3.1

" Average share of less than 0.05 percent during 1999-2003.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Botswana

Botswana is heavily dependent on its mining sector, which is likely to provide for future
growth in exports, both in terms of basic commodities and downstream sectors. Likewise,
Botswana’s established beef industry and growing services sectors offer additional
opportunities for expansion and diversification of exports if the country can address the
various infrastructure, labor, resource, and structural barriers that currently constrain the
country’s competitiveness. An international impediment to increased exports is the inability
to meet sanitary and phytosanitary standards in developed-country markets.
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Democratic Republic of the Congo

With Democratic Republic of the Congo’s rich mineral resources, there is substantial room
for growth in mineral production. Diamonds, the country’s main export, have shown strong
growth over the last 10 years and improved export performance is expected. Several new
mining projects are in place that could increase mineral exports in the short term. In addition,
the Kimberley Process has substantially reduced the smuggling of diamonds out of the
country, which should increase legitimate diamond exports by the formal sector.
Hydroelectric power also has great potential and development of this resource has begun.
Coffee is an historically important export that has declined, but may again also show potential
export growth if political stability can be achieved and if the coffee wilt disease can be
controlled. The main barriers to export growth are the less competitive macroeconomic and
business environments, as well as a lack of governance, due in part to regional and domestic
instability. Another serious barrier to trade for Democratic Republic of the Congo is the
country’s poor infrastructure, including the poor road system that forces exporters to use
much more expensive air transport to export their goods. An international impediment to
increased exports is the inability to meet sanitary and phytosanitary standards in certain
markets.

Guinea

Increasing demand for bauxite and related products is expected to support expansion of this
main export. Additionally, there is the potential for export development of iron ore, diamonds,
gold, frozen and processed fish, cocoa beans, mangoes, and pineapples. The main barriers to
export growth are lack of skilled labor, high costs of utilities, inadequate regulatory structure,
lack of government transparency, and deteriorated roads and ports. International impediments
to expanded exports include regional instability and tariff escalation for processed products
in key markets.

Zambia

Zambia has extensive natural resources, including minerals (copper, other metals, and
gemstones), and arable land. Traditionally focused on copper mining and related exports,
Zambia’s economic base is currently structured around agriculture, manufacturing, mining,
and tourism. Potential export growth sectors include agricultural and horticultural products
(e.g., flowers, honey, tobacco, and high-value products such as paprika), wood products (e.g.,
timber, logs, and handicrafts), mineral products (e.g., copper, gemstones, niobium, and
tantalum), leather products, and electricity. Domestic export barriers include macroeconomic
conditions, high production and transport costs, high cost of capital, insufficient technical
knowledge, high energy costs, and low production capacity. Tariff and nontariff barriers such
as rules of origin, regional instability, and the cost associated with accessing neighboring
country transport infrastructure are cited as international barriers to increased exports.



Botswana'

Economic Overview

Botswana is a land-locked country in the southernmost part of the continent, bordered by
Zambia, Zimbabwe, South Africa, and Namibia. Approximately 70 percent of the country’s
581,730 square kilometers is covered by desert.” The country is prone to drought, and less
than 1 percent of the land is arable (table BT-1). In 2003, GDP was $7.4 billion, and per
capita GDP was $4,346, making Botswana a middle-income country® and one of the most
prosperous nations in Africa. The country experienced uninterrupted growth averaging over
9 percent during the three decades following independence, primarily driven by the discovery
of diamonds and development of the mining sector in the 1970s.

The largest contributor to GDP at 46.1 percent is the services sector, which consists largely
of public-sector operations (government), followed by tourism and financial services (figure
BT-1). The public sector is one of the largest sources of employment in Botswana, accounting
for roughly one-half of total formal sector employment in central and local government
agencies and parastatal operations.’ Tourism as a contributor to GDP has become increasingly
important, and the sector grew by 3.8 percent in 2003.° Tourism has become the country's
second-largest foreign exchange source, contributing $240 million per year.” The sector
consisted of 525 licensed tourist enterprises® and employed approximately 10 percent of the
workforce in 2003.° Botswana’s financial services sector has also developed rapidly,
particularly since establishment in 1999 of the International Financial Services Centre
(IFSC)," a project initiated by the government and modeled after

! Prepared by Heidi Colby-Oizumi, Office of Industries.

? World Trade Organization (WTO), Trade Policy Review: Botswana, Apr. 1, 1998, p. 1.

* For more information on country classification, see the World Bank’s classification of
economies at www.worldbank. org/data/countryclass/classgroups. htm.

4 U.S. Department of State, Bureau of African Affairs, “Background Note: Botswana,”

Feb. 2005, found at www.state.gov, retrieved Feb. 22, 2005.

* Economist Intelligence Unit (EIU), Botswana Country Profile, 2004, p. 29; and Central
Statistics Office, “Estimated Number of Paid Employees by Sector and Economic Activity,” found
at www.cso.gov.bw, retrieved Apr. 22, 2005.

% Based on the Botswana fiscal year, which runs from April to March. Figure represents the
percentage of growth from the previous fiscal Year. U.S. & Foreign Commercial Service
(US&FCS), “2005 Country Commercial Guide: Botswana,” found at www.stat-usa.gov, retrieved
Apr. 1, 2005.

" Discover Botswana, “2002 Investors Guide to Botswana: Structure of the Economy,” found
at www.discover-botswana.com, retrieved Apr. 6, 2005.

¥ Consisting of lodging facilities, safari operations, and travel agencies. US&FCS, “2005
Country Commercial Guide: Botswana.”

? Data include hotel and restaurant employees and are for the year ending September 2003.
Central Statistics Office, “Estimated Number of Paid Employees by Sector and Economic
Activity.”

' The IFSC was created with the objective of making Botswana a strategically located regional
financial hub to provide cross-border financial services to companies headquartered in other
countries. Services include banking, investment funds, financial advisory services, information and
communication services, call centers, and back office processing services. A range of fiscal
incentives are provided to both financial and nonfinancial institutions to encourage them to
establish in the IFSC.
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Table BT-1
Botswana: Basic economic indicators

GDP (current US$, millions, 2003) ............
GDP growth (annual percent, based on local curre
GDP per capita growth (annual percent, based on
Inflation, consumer prices (annual percent, 2003)

External debt, total (current US$, millions, 2002) .

Total debt service (percent of exports of goods and services, 1999)
Exports of goods and services (percent of GDP, 2003)

Trade (percent of GDP, 2003) ...............

NCY, 2003) . . .o e
local currency, 2003) .. ... ...

Official exchange rate (local currency unit per US$, period average, 2003) ... .........c.ouiiiiininannenn..

Population, total (millions, 2003) .............
Population growth (annual percent, 2003) . .. ...
Labor force, total (millions, 2003) .............
Labor force participation rate, total (percent, 2002)

Literacy rate, adult total (percent of people ages 15 and above, 2002) . .......... ... iiiiniaaina.

Primary school enroliment ratio, total (percent, 2000)*
Secondary school enroliment ratio, total (percent, 2000)

Land use, arable land (percent of total, 2001) . ..
Gross capital formation (percent of GDP, 2003) .

Gross fixed capital formulation (percent of GDP, 2003)

Foreian direct investment, net inflows (percent of GDP, 2002) .. ....................oc.oiiieonieeemee....

0.8
45.2
78.9

108.0
79.0

0.7
25.1
11.4

0.7

" Most recent year for which data are available between 1999 and 2003.
2Where figures are more than 100 percent, total enroliment includes repeaters and pupils above and below the primary school

age.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http./devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005;

and African Development Bank, “Country Tables,”

Figure BT-1
Botswana: Composition of GDP (2002/03)

34.8%

Source: EIU, “Economic Structure,” found at www.

found at www.afdb.org, retrieved Feb. 1, 2005.

$7.4 billion

Services (incl. government)
46.1%

Agriculture
2.4%

Manufacturing
4.3%

Miscellaneous
4.4%

Construction, water, & electricity
8.0%

viewswire.com, retrieved Feb. 1, 2005.



the Dublin IFSC. Botswana is targeting financial services as a means to increase exports,
economic diversification, global integration, employment opportunities, and skilled labor
development. The market for both tourism and financial services is estimated to have doubled
during 2002-04."

Mining is the primary industry in Botswana, contributing 34.8 percent to GDP in 2003 and
providing one-half of government revenues.'* In contrast to the services sector, the mining
industry accounts for less than 5 percent of total employment in the formal sector.'> This
capital-intensive sector is heavily dominated by the extraction of diamonds, with additional
production of copper-nickel mattes, soda ash, salt, and gold. Botswana is the largest exporter
of gem-quality diamonds in the world, with output of 31 million carats in 2004,' and
diamond exports are the largest source of foreign exchange for the country. Debswana, an
equal partnership between the Government of Botswana and South Africa’s DeBeers, operates
four diamond mines in Botswana. Also partially owned by the government, Bamangwato
Concessions, Ltd. (BCL)" is the second-largest mining company in Botswana and operates
copper-nickel and soda ash mines.

Agriculture, largely cattle production and subsistence farming, was the primary economic
activity prior to development of the diamond industry. The sector now contributes only
2.4 percent to GDP, but remains an important industry and a mainstay in the rural community.
Cattle are valued in Botswana culture and the industry receives government support and
incentives. Currently, beef processing accounts for approximately 80 percent of agricultural
output.'®

The Government of Botswana is interested in attracting investment to facilitate diversification
of the economy and lessen dependence on the mining sector. However, despite various
incentives, high sovereign ratings by Moody’s and Standard and Poors, and being ranked as
one of the least corrupt countries in Africa, foreign direct investment (FDI) as a percentage
of Botswana’s GDP is less than 1 percent.'” FDI inflows into Botswana have been largely
dominated by investment in manufacturing activity linked to the mining sector, which
accounted for 71.2 percent of total FDI inflows in 2002.'"® The second- and third-ranked
sectors for investment were financial services and retail and wholesale operations."” Europe

" US&FCS, “2005 Country Commercial Guide: Botswana.”

2 Ibid.

¥ EIU, Botswana Country Profile, p. 28. Data from the Central Statistics Office for 2003
indicate an even lower figure of less than 3 percent.

' U.S. Department of State, Bureau of African Affairs, “Background Note: Botswana.”

" The Government of Botswana owns 7.5 percent of the company, the Lion Ore Mining
International Limited Group owns 7.5 percent, and Botswana RST Limited owns the remaining
85 percent. Botswana RST is a holding company that is 40-percent owned by the public,
30-percent owned by the Government of Botswana, 25-percent owned by Lion Ore Mining
International, and S-percent owned by other interests.

18 EIU, Botswana Country Profile, p. 36.

'"FDI increased from net outflows in 1993, peaked in 1997 at $100.1 million, and trended
downward to $36.8 million in 2002. World Bank, “World Development Indicators,” found at
http://devdata.worldbank. org/dataonline, retrieved Feb. 1, 2005.

'8 U.S. Department of State, “2005 Investment Climate Statement: Botswana,” found at
www.state.gov, retrieved Apr. 22, 2005; and U.S. Department of State telegram, “Botswana
USITC Response,” message reference No. 0261, prepared by U.S. Embassy, Gaborone, Feb. 2005.

¥ Ibid.
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is the main source of foreign investment, contributing 51.4 percent of FDI inflows into
Botswana in 2002, followed closely by South Africa, which contributed 43.9 percent.”

Export Profile

Total exports from Botswana increased by 197 percent from $725 million in 2000°' to nearly
$2.2 billion in 2003, and trade represented 91.8 percent of GDP in 2003 (table BT-1).
Botswana’s dependence on diamonds is evident in the country’s export profile. Exports of
rough diamonds accounted for 87.6 percent of total exports in 2003 (tables BT-2 and BT-3),
and grew by 278 percent during 2000-03.”* Such growth was driven by expansion of
Debswana’s Orapa mine, completed in 2000, which doubled the output capacity of the
facility. The bulk of diamonds are shipped to DeBeers’ London-based Diamond Trading
Company and, as aresult, the United Kingdom was Botswana’s largest export market in 2003,
accounting for 84.0 percent of total exports (table BT-4). Thailand, which has emerged as one
of the larger diamond polishing centers in Asia, was the third-largest destination for
Botswana’s exports in 2003, primarily for rough diamonds.

Exports of nickel mattes, Botswana’s second-largest export item, accounted for 7.7 percent
of total exports and were shipped primarily to Norway, Botswana’s second-largest market,
for further processing. Exports of copper-nickel matte increased by 98 percent during 2000-
03, reflecting an increase in domestic capacity and production in the last year of the period.”

Agricultural products, namely meat and edible meat offal, round out Botswana’s top three
export categories. Such exports accounted for just 1.9 percent of total exports and consisted
primarily of fresh, chilled, or frozen beef. Botswana is a net exporter of beef, with
approximately 90 percent of production exported.” The majority of exports go to the EU
market, where Botswana beef qualifies for preferential duty-free access under a quota of
approximately 19,000 metric tons per year. Outbreaks of foot and mouth disease (FMD) in
2002 and 2003, and subsequent bans on deboned beef from Botswana by South Africa and
the EU,* were the likely cause of a 6-percent contraction in beef exports during 2000-03.

2 U.S. Department of State, “2005 Investment Climate Statement: Botswana.”

2 World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

2 WITS data for exports from Botswana prior to 2000 are unavailable. However, data from
Botswana’s Central Statistics Office show that exports of diamonds have consistently been
Botswana’s top export commodity since 1980, followed by copper-nickel matte as the second-
largest export, and meat as the third-largest export. In 1994, exports of diamonds accounted for
nearly 75 percent of total exports, copper-nickel matte for just over 5 percent of exports, and meat
for close to 4 percent of exports from Botswana. In 1999, these commodities accounted for
79 percent, nearly 5 percent, and just under 2 percent of total exports, respectively. Central
Statistics Office, Exports by Principal Commodities, Ministry of Finance and Development
Planning, found at www.cso.gov.bw, retrieved Apr. 19, 2005.

3 U.S. Geological Survey (USGS), “The Mineral Industry in Botswana,” Minerals Yearbook
2002, vol. 1L, p. 5.1.

* WTO, Trade Policy Review: Botswana, p. 54; and US&FCS, “2005 Country Commercial
Guide: Botswana.”

3 Trade Law Centre for Southern Africa, “EU Bans Meat Imports from Botswana,”

Jan. 21, 2003, found at www.tralac.org, retrieved Mar. 1, 2005.
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Table BT-2 )
Botswana: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR) :

: 2003 share  9-year
HS 2 Description 1994 1999 2003 of total CAGR

1,000 dollars Percent

71 Natural or cultured pearls, precious or semiprecious stones,

precious metals; precious metal clad metals, articles thereof;

imitation jewelry; coin ............... ... . i ®) () 1,888,211.5 87.6 ®
75 Nickel and articles thereof. . .............................. " " 166,627.8 7.7 e
02 Meat and edible meatoffal ............................... ) " 41,955.7 1.9 e
85 Electrical machinery and equipment and parts thereof; sound

recorders and reproducers, television recorders and

reproducers, parts and accessories . ..................... " 0 25,110.5 1.2 ®
61 Articles of apparel and clothing accessories, knitted or

crocheted ............ i i 0 " 10,429.7 0.5 Q)
41 Raw hides and skins (other than furskins) and leather ......... @) 9 5,004.3 0.2 Q)
62 Articles of apparel and clothing accessories, not knitted or

crocheted . ... ... . ... 0 " 3,761.5 0.2 %)
25 Salt; sulfur; earths and stone; plastering materials, lime and

CEMENE ..\ttt " " 3,076.3 0.1 Q)
74 Copper and articles thereof. .............................. 0 " 1,506.3 0.1 Q)
88 Aircraft, spacecraft, and parts thereof ...................... " " 941.1 0.0 ®

Other ot (" 0] 7,917.1 0.4 A

Total ..............oooiiiiii " (" 21545417 100.0 @)
" Not available.
2 Undefined.

Note.—Data for Botswana prior to 2000 are included within the Southern African Customs Union data and are unavailable in WITS.
Although these figures represent WITS data, they deviate from other sources, possibly resulting from the country’s membership in
SACU and the associated difficulty in extricating intra-regional trade.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.



Table BT-3
Botswana: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)

2003 share 9-year

HS 4 Description 1994 1999 2003 of total CAGR
1,000 dollars Percent

7102 Diamonds, whether or not worked, but not mounted or set . .. ... ¢ () 1,888,182.7 87.6 A
7501 Nickel mattes, nickel oxide sinters and other intermediate

products of nickel metallurgy ........................... ) () 166,627.8 77 ®
0201 Meat of bovine animals, freshorchilled . .................... " 6] 29,381.9 1.4 ®
8544 Insulated wire, cable and other insulated electrical

conductors; optical fiber cables, of individually sheathed

fibers, with conductors etc.ornot . .. .................. ... " " 23,601.3 1.1 ®
0202 Meat of bovine animals, frozen ........................... @) " 12,566.8 0.6 ®
6110 Sweaters, pullovers, sweatshirts, waistcoats (vests) and

similar articles, knitted or crocheted . ..................... 6 " 6,146.7 0.3 Q)

4104 Tanned or crust bovine (including buffalo) and equine hides
and skins, without hair on, whether or not split, but not

furtherprepared . .............o. it " 0 5,002.2 0.2 ®
6109 T-shirts, singlets, tank tops and similar garments, knitted or

crocheted .. ..........oiiiiii " " 3,550.2 0.2 Q)
6204 Women's or girls' suits, ensembles, ........................ " e 2,038.7 0.1 Q)

2501 Salt (incl. table & denatured salt) & pure sodium chloride,
whether or not in aqueous solution or contain added

anticaking/free flowing agents; seawater ................. " " 1,650.1 0.1 ®
Other .ot e @) " 15,793.4 0.7 A
Total .ot [0) () 2154541.7 100.0 A
" Not available.
2 Undefined.

Note.—Data for Botswana prior to 2000 are included within the Southern African Customs Union data and are unavailable in WITS.
Although these figures represent WITS data, they deviate from other sources, possibly resulting from the country’s membership in
SACU and the associated difficulty in extricating intra-regional trade.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table BT-4
Botswana: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)
2003 share 9-year
Market 1994 1999 2003 of total CAGR
1,000 dollars Percent
United Kingdom .. ... .ot ¢) " 1,810,028.3 84.0 A
NOTWAY . . oottt e e e e " %) 161,536.8 7.5 A
Thailand . ... 0 0 77,493.2 3.6 Q)
JAPAN L " 0 20,058.0 0.9 ®
POrUGAl . ..ot e " $) 19,534.9 0.9 e
UnitedStates . ... @) " 14,221.0 0.7 @)
CaNAA . ... " " 12,393.6 0.6 ®
GEIMANY .\ v et e e e e e e e " " 7,995.0 0.4 @)
Raly ..o " " 5,019.2 0.2 )
GrECE ..ottt e e e e " 0 42326 0.2 S
Other .. " @) 22.029.2 1.0 A
Total .. " (") 2,154,541.7 100.0 (@)
" Not available.
2 Undefined.

Note.—Data for Botswana prior to 2000 are included within the Southern African Customs Union data and are unavailable in WITS.
Although these figures represent WITS data, they deviate from other sources, possibly resulting from the country’s membership in
SACU and the associated difficulty in extricating intra-regional trade.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Sectors with the Greatest Export Growth Potential

In the short to medium term, Botswana is expected to rely heavily on its mining sector,
particularly diamonds, for export earnings. Botswana scores especially high in terms of the
revealed comparative advantage® (RCA) index in many of the commodities it currently
exports, including diamonds, copper and nickel mattes, and salt (appendix E, table E-3).
Botswana’s ability to increase exports of these products is uncertain; however, there is
potential to develop other mined products and downstream processing. There is reportedly
potential for exploitation in numerous minerals and base metals. Botswana is considering
expanding into new areas such as industrial minerals and dimension stone, and is building a
database cataloging the country’s resources.”’ In addition, Botswana’s first gold mine opened
this year, and output is forecast at 100,000 ounces per year over an expected life of not less
than 5 years.?® The government supports expansion, prospecting, and investment in new mine
development,” in spite of its stated desire to curtail dependence on nonrenewable resources.*
In 1999, the Mining and Minerals Act was revised to increase private-sector investment in
mining exploration in remote areas. The government maintains and provides base geological
data to encourage exploration and reduce investor risk in mining ventures.*’

In addition to mineral diversification, there may be potential to increase exports in established
commodities, and prospecting in such areas has increased. Although the Government of
Botswana has noted that diamond production will decline in the future, Debswana reportedly
has indicated that it may be possible for production to increase.’* Botswana’s current diamond
mines are expected to be able to produce significant output for the next 25-30 years.** The two
copper-nickel mines are expected to remain viable until approximately 2011 and 2017,* and
the introduction of advanced technologies in recovery and processing could enhance greatly
the performance of this sector.

With its large supply of mineral resources, there is great potential and particular interest in
the downstream processing of these resources, including diamond polishing and glass
manufacturing. Botswana started cutting and polishing diamonds in the 1980s, and there are
currently three foreign-invested diamond cutting and polishing facilities in operation.
Botswana hopes to add one new facility per year through 2008.* The industry has heretofore
focused on smaller stones of less than one-half carat, which reportedly has hindered growth

% RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

" Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

8 “Mogae Opens Botswana’s First Gold Mine,” Business Report, Feb. 14, 2005, found at
www. businessreport.co.za, retrieved Apr. 4, 2005.

¥ EIU, Botswana Country Profile, p. 23; United Nations Conference on Trade and
Development, Growth and Diversification in Mineral Economies: Planning and Incentives for
Diversification, Nov. 2000, p. 17; and government officials, interview by USITC staff, Gaborone,
Botswana, Mar. 10, 2005.

3% “Mogae Opens Botswana’s First Gold Mine.”

*! Government of Botswana, Minister of Finance and Development Planning, 2003 Budget
Speech, delivered Feb. 2005, found at www.sarpn.org.za, retrieved Apr. 25, 2005.

32 EIU, Botswana Country Profile, p. 39.

33 USGS, “The Mineral Industry in Botswana,” p. 5.1.

3 Ibid.

3% Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
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and competitiveness; there is recognition that the industry must progress to the processing of
larger stones in order for the sector to grow.*®

Additional processing sectors are also emerging. Although currently there is limited domestic
production, jewelry making is recognized as a potential sector for development, albeit on a
much smaller scale than downstream processing in the diamond sector. Likewise, while there
are no current producers, the glass manufacturing sector also holds potential for industrial
development and export diversification, as the basic chemical used in glass, soda ash, is
readily available. Foreign and local investors have indicated interest in glass manufacturing
joint ventures, and domestic demand exists that could provide a springboard to the
international market. In particular, there is reportedly a regional market for glass fibers, sheet
glass, and specialty glass, as well as potential international markets for exports of container
glass.”” As the domestic market is estimated to be small, manufacturers would likely target
external markets for their product.®®

Similar to the mining sector, Botswana enjoys a high comparative advantage in fresh or
frozen beef, another of its major exports. Although some of the land in Botswana is conducive
to grazing, the large desert area, erratic rainfall, and poor soil conditions hinder cultivation
of agricultural crops.” Prior to bouts of FMD in 2002 and 2003, the cattle population
increased by 19 percent to 2.9 million head during 2001-02.* As a result of the disease and
drought conditions, the Botswana Meat Commission (BMC), a parastatal solely responsible
for the slaughter and marketing of beef exports, currently is operating at approximately
25 percent capacity;*' therefore, there is potential for increased exports if the industry
successfully addresses the impediments to sector growth. Another possible growth industry
is ostrich meat. While Botswana has the largest supply in Africa,* it is currently a marginal
international producer, with only 2 of 43 farmers processing through to the slaughter stage.*
Since 2004, Botswana has exported small quantities of ostrich meat to the EU, where it is
valued for its low cholesterol content. There is potential to increase market share, as
Botswana’s product is reportedly competitive with that of other regional producers.*

There is also growth potential in downstream processing within the agricultural sector,
specifically the processing of bovine hides and skins and the manufacturing of leather
products. Botswana’s large cattle industry represents a source of raw material input. However,
because Botswana does not have the necessary processing facilities, hides and skins are
exported to Italy and South Africa for processing into car seats, furniture, or other specialty
leather products. After several years of attempting to establish a tanning industry, the
Botswana Development Corporation announced that it found a technical partner to assist in
the development of a leather-tanning project in Lobatse.* In addition, reportedly there are
proposals for private-sector partnerships.*

* Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

37 “Glass Manufacturing,” draft industry sector analysis, U.S. Embassy in Botswana, received
Mar. 10, 2005.

%8 Tbid.

% WTO, Trade Policy Review: Botswana, p. 48.

“ US&FCS, “2005 Country Commercial Guide: Botswana.”

“1'U.S. government officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

2 Industry officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

* Industry officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

* Industry officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

“ Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

*¢ Industry and policy analysts, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
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Botswana’s vast wilderness and wildlife give it a natural competitive advantage in tourism,
and the sector has significant growth potential. Botswana is home to large populations of
diverse wildlife species and the country maintains one of the largest protected areas in Africa.
Tourism is largely concentrated in the Okavango Delta and Chobe National Park. In 2004,
Botswana was rated as one of the best vacation spots worldwide.” The Government of
Botswana is actively promoting the sector via project development, marketing and promotion,
infrastructure facilitation, support and funding for training, and the encouragement of private
investment. There are plans to establish a National Tourism Board, which will assist the
industry in marketing, regulating, and promotion. As the majority of tourists to Botswana are
from South Africa and Zimbabwe,*® there is potential to attract a greater volume of visitors
from outside of the region.

The government is also targeting the financial services sector, specifically business process
outsourcing (BPO). Aided by government-backed incentives and estimates for sustained
growth in the market for BPO services over the next 5 years,* the government plans to
increase exports of such services. A study commissioned by the IFSC identified short-term
growth potential in call centers, data entry, and salary processing; mid-term potential in
accounting, insurance processing, and desk support; and long-term growth in advanced
accounting, data mining, and transaction processing.*® Companies operating within the IFSC
benefit from an “enabling environment,”*' including incentives such as a guaranteed corporate
tax rate of 15 percent until 2020; exemption of withholding taxes on interest, commercial
royalties, or dividends paid by an IFSC company to a nonresident; tax exemption for
collective investment undertakings; and exemption from normal work permit regulations.*
Currently, the IFSC has 26 companies accredited to operate and 12 that are operational.” The
English-speaking skills of the population, combined with rising costs and the inability of
traditional competitor nations such as India to meet global demand could provide
opportunities for the Botswana BPO sector, provided the industry can address the
impediments to performance and expansion.

“ Elissa Leibowitz, “Hot Spots 2004,” The Washington Post, Jan. 4, 2004, as quoted in
“Tourism and Investment,” U.S. Embassy in Botswana, found at www.gaborone.usembassy.gov,
retrieved Apr. 25, 2005.

“8 EIU, Botswana Country Profile, p. 48.

# U.S. Department of State telegram, “Botswana’s Business Processing Outsourcing Strategy
to Target U.S. Market Faces Impediments,” message reference No. 1705, prepared by U.S.
Embassy, Gaborone, Oct. 2004.

0 Ibid.

! Industry officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

52U.S. Department of State telegram, “Botswana USITC Response;” and EIU, Botswana
Country Profile, p. 43.

53 Industry officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
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Domestic and International Barriers

In general, the business environment in Botswana is relatively good. Botswana ranks better
than its neighbors and many OECD countries on a number of the processes involved in
operating a business (table BT-5). Botswana also compared favorably against regional and
OECD countries on most broad factors of economic freedom (table BT-6), indicating a
comparatively low level of government interference in the economy. Nonetheless, a number
of impediments remain to growth in current exports and the development of new export
industries.

Table BT-5
Botswana: Business environment
Regional OECD
Business process Botswana average average
Closing a business: Cost (percentofestate) . ............... ... ... ... ... ... 18.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollan) ........................ 50.9 171 721
Closing a business: Time (years) ............ ... 2.2 3.6 1.7
Getting credit: Cost to create collateral (percent of income percapita) ............ 2.0 41.8 5.2
Getting credit: CreditinformationIndex ........... ... ... .. ... .. . .. 5.0 21 5.0
Getting credit: Legalrightsindex . ......... ... .. .. ... . i 9.0 4.6 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) .. ............ 309.0 39.4 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) ......... 0.0 1.1 76.2
Enforcing contracts: Cost (percentofdebf) .. .......... ... . ... ... ... ....... 24.8 43.0 10.8
Enforcing contracts: Number of procedures ......................... . ... ... 26.0 35.0 19.0
Enforcing contracts: Time (days) ............... i 154.0 434.0 229.0
Registering a property: Number of procedures ............................... 4.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 5.0 13.2 49
Registering a property: Time (days) ............ .. ... ... .. i, 69.0 114.0 34.0
Starting a business: Number of procedures . ............... ... ... ... ... .... 11.0 11.0 6.0
Starting a business: Cost (percent ofincome percapita) ....................... 11.3 2252 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 0.0 2541 441
Starting a business: Time (days) . ............ . i 108.0 63.0 25.0
Employment: Difficulty of firingindex . ............ ... ... ... ... o L 40.0 50.6 26.8
Employment: Difficulty of hiringindex ............ ... ... .. ... ... .. 0.0 53.2 26.2
Employment: Firing costs (Weeks) . ....... ... . i 19.0 59.5 40.4
Employment: Rigidity of employmentindex . ............ ... .. ... ... ... ... . ... 20.0 56.0 34.4
Employment. Rigidity of hours index 20,0 642 500
Import tariffs Simple average of ad valorem duties
(Botswana, applied rate, 2002)
AlLGOOAS . . oottt 58
Agricultural goods . . ... ... 9.1
Nonagricultural goods . . . . . .. it 53

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at hftp:/rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http:/stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.
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Table BT-6
Botswana: Economic freedom

Regional OECD
Botswana average' average
Heritage Foundation indicators

1995 0verall SCOre . . ... ..o 34 3.6 .25
2000 OVErall SCOTE . . . o\ v ittt e e 29 37 22
2005 OVETall SCOTE . .. o oottt et et e e e e 24 . 34 22
Trade policy score ... PR 1.0 3.9 2.2
Fiscal burden of governmentscore ............................. 34 3.9 36
Government intervention in the economy score . ................... 4.5 2.6 25
Monetary policy score . ........... . ... .. . 3.0 24 1.5
Capital flows and foreign investmentscore ....................... 20 3.2 2.0
Banking and financescore . .......... ... .. 2.0 3.2 1.9
Wages and priCeS SCOTe . ... ..., 2.0 2.8 21
Propertyrights score . ........ ... .. ... .. i 2.0 3.7 1.6
Regulationscore ............ ... .. ... . 2.0 3.7 27
Informal market activityscore . . . ... ... ... ... ... 2.5 4.1 1.9

THeritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www. heritage.org, retrieved
Feb. 11, 2005.

A key issue facing all industries in Botswana is HIV/AIDS and its effect on the workforce.
Botswana has one of the highest adult infection rates in Africa,* and while the government
is proactive in its program to treat and prevent the disease, low labor productivity, the loss of
workers, absenteeism, high turnover, and the diversion of resources toward HIV/AIDS
treatment and prevention are a present reality affecting many businesses and further industrial
development.®® Such problems are also the result of a reported low work ethic among the
general population.®® Although education is largely free, the country lacks skilled labor
necessary for diversification into more skill-intensive industries such as tourism and BPO.
Difficulties in securing visas for foreign workers and specialists, together with strict labor
laws that essentially render shift work or overtime unfeasible, limit labor market flexibility.”’

The distance and size of international markets is cited as a major constraint to Botswana’s
exports, as the country does not have extensive experience in international marketing, nor the
capacity to meet demand in many potential markets. Because of the large-volume orders
required by some purchasers, companies in Botswana find it difficult to meet demand even
if opportunities became available. Consequently, only large companies are taking advantage
of export opportunities.*® In addition, smaller producers find it difficult to join together to take
advantage of the economies of scale necessary to produce sufficient quantities, while
controlling production and quality.”

High utility costs are another impediment to industry development and export growth.
Generation costs for electricity are high, largely because of the small consumer base and lack

> Based on data published by the Joint United Nations Programme on HIV/AIDS, found at
www.unaids.org, retrieved May 2, 2005.

%5 Botswana and U.S. government officials, interviews by USITC staff, Gaborone, Botswana,
Mar. 10-11, 2005.

% Botswana and U.S. government officials, interviews by USITC staff, Gaborone, Botswana,
Mar. 10-11, 2005.

S7U.S. government officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

%% Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

%% Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
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of industrial utility rates.*” Moreover, Botswana sources 70 percent of its electricity from
South Africa, which is expected to face its own shortages in the near future.®’ The excess
supply of electricity available from South Africa is expected to cease in 2007,% and 2009 is
the earliest that Botswana can bring on new capacity.®

The country also faces water constraints. Botswana imports water, and as with electricity,
water costs are high. The large quantity of water necessary for mineral projects is particularly
problematic because of supply constraints, cost, and the competing need of the population for
potable water.* Moreover, Botswana is limited in expanding its water resources. All potential
dam sights in the country have been dammed or are being dammed.* Botswana is examining
the possibility of importing surplus water from countries in the region and desalination of
underground water, which is currently done in limited areas on a small scale.®® However,
desalination requires advanced technologies and is expensive.®’

The issue of Botswana’s distance to potential or target markets is exacerbated by
infrastructure constraints and high rates for the transportation of goods, which are cited as
impediments to growth in exports. Although the road system is comparatively good, with 55.0
percent of roads paved (table BT-7) and good linkages between major cities and surrounding
countries,® the cost to transport goods by land is higher than that for air or sea freight.*
Botswana’s goods primarily ship from Durban, with a smaller percentage going through
Walvis Bay in Namibia. It reportedly costs the same to ship goods within the region as it does
to ship products between Durban, South Africa, and Hong Kong.” As a land-locked country,
goods shipped by sea must be dispatched from neighboring countries’ ports, which adds time,
cost, and the potential for delays. In one instance, Botswana studied the possible exportation
of coal but ultimately abandoned the project because of the infrastructure costs and
constraints.”” The lack of sufficient capacity at ports in South Africa is also cited as an
impediment to increased exports.”

The beef and leather industries are highly constrained by the current structure of the industry.
The BMC holds a monopoly over beef exports, and farmers have no option but to sell beef
for export to the BMC at prices that may be lower than prices in the international market.
While this system ensures quality control and protects Botswana’s reputation in end markets,
it has slowed modernization and investment in the livestock and slaughter industry.”

% Government and industry officials, interviews by USITC staff, Gaborone, Botswana,
Mar. 10, 2005.
¢! Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
62 Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
 Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
¢ Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
 Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
% Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
%7 Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
8 EIU, Botswana Country Profile, p. 23.
% Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
™ U.S. government officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.
"' Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
2 Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
3 US&FCS, “2005 Country Commercial Guide: Botswana.”
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Table BT-7

Botswana: Infrastructure-related indicators

MRY"
Roads, total network (km, 1999) . . .. ... . 10,217.0
Roads, paved (percent of total roads, 1999) . ... ... ... e 55.0
Transport services (percent of service exports, BoP, 1999) . ... ... . .. .. i 27.7
Transport services (percent of service imports, BoP, 1999) ... .. .. .. . .. e 42.0
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .. ... ... ... it 328.5
Internet users (per 1,000 people, 2007) . . . .. ..ot e 29.7
Mobile phones (per 1,000 people, 2002) . ... ... ... e 241.3
Telephone mainlines (per 1,000 people, 2002) . . ... ... ...ttt 87.2
Electric power transmission and distribution losses (percent ofoutpuf) . .. .. ... ... . ... i %)
Energy imports, net (percent of commercial @nergy UsS€) . . . . . . .. ..ot @)

" Most recent year for which data are available between 1999 and 2003.

2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at hitp://devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

Favorable prices in overseas markets for unprocessed hides and skins has limited the domestic
supply of raw materials available for local downstream processing such as tanning and
finishing.”™

Additional issues are the low cattle off-take rate” and the need for consistent and rigorous
disease prevention and control. Botswana lost its status as an FMD-free country (granted in
2001) following two outbreaks in 2002 and 2003. Through fencing and vaccination, FMD
was brought largely under control, and Botswana was designated in 2003 as an “FMD-free
zone without vaccination.””® However, while the EU will accept beef originating in areas
other than those with FMD, Japan, for example, will not allow beef imports from a country
that has FMD anywhere.”” Moreover, the outbreaks led to temporary closures, resulting in
reduced output and the destruction of approximately 16,781 infected cattle. The government’s
restocking programs replaced only about one-third of the depleted herds, largely because
many farmers chose financial compensation instead.’”® Botswana currently does not have the
capacity to fill its quota for beef to the EU, and reportedly the country has never tried to
certify its beef for the U.S. market because it cannot begin to fill the size of potential orders.”
Moreover, the country’s ability to meet the stringent quality requirements and standards of
developed countries is limited because of inadequate testing infrastructure.® The cost of
compliance with international standards is also a burden for Botswana producers.

Additional factors affecting the tanning and leather industries are the high cost of investment
necessary to establish tanning facilities,® a lack of technical skills, and limited awareness of,

™ Government officials and industry and policy analysts, interview by USITC staff, Gaborone,
Botswana, Mar. 10, 2005.

™ Off-take rate is the ratio of the number of animals slaughtered over some time (generally a
year) to the total size of the herd at some point in time (the number of head of livestock).

76 This means that the country has not had an outbreak for the last 2 years, that vaccination has
not been practiced for at least 12 months, that barriers exist to separate the free zone from the
infected areas, and that since the time that vaccination ceased in the country, there have been no
imports of vaccinated animals.

77 Industry and policy analysts, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

8 UN Integrated Regional Information Networks, “Botswana: Cattle Owners Still Recovering
from FMD Outbreaks,” Jan. 14, 2005, found at www.IRINnews.org, retrieved Mar. 1, 2005.

" Industry and policy analysts, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

80 U.S. Department of State telegram, “Botswana USITC Response.”

8! Industry and policy analysts, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.
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and experience with, changing styles in international markets for leather products.*” The
ostrich products sector faces high costs and supply constraints for breeding stock, which is
largely imported.* Also, there is currently an export duty in place of approximately $6.50 per
bird for ostriches. There have been recommendations from research groups to remove the duty
to allow the industry and exports to expand.®

As noted, an insufficient pool of skilled labor prevents Botswana from having a comparative
advantage in service sector exports. With less than 88 telephone lines per 1,000 people, the
telecommunications infrastructure in Botswana is insufficient, which potentially affects all
industries, but is of particular significance with respect to BPO services. Telecommunications
costs are high and the information technology infrastructure is lacking in terms of bandwidth
and high-speed switching capability.** The telecommunications industry is considering tailor-
made packages and pricing for companies with critical needs in the BPO sector.* In addition,
delays in company certifications and work permit processing have deterred some service
providers from locating in Botswana.”” Wages in the financial services sector are also
reportedly up to 267 percent higher than in competitor countries such as Mauritius, India, and
South Africa, and the current regulatory environment is not sufficient to promote sustained
growth.®

The lack of a competitive air transport policy and land issues reportedly are constraints to
tourism sector expansion. For example, with respect to land rights, investors in the tourism
sector might only be able to get a 5-year lease, whereas investors in other sectors can get
20-year leases, and lease renewals in the sector are not automatic.’* Fees may increase
dramatically and unexpectedly,” as the lack of transparency is reportedly a concern in the
tourism industry.” Further, while the manufacturing and financial services sectors benefit
from preferential corporate tax rates, operators in the tourism sector do not receive such
incentives. Regionally, conflicts in Zimbabwe have hurt Botswana’s tourism sector, as
packages combining visits to Chobe (northern Botswana) and Victoria Falls (southern
Zimbabwe) have been akey source of income.” Also, neighboring countries’ varying systems
and procedures for immigration and customs result in delays and added costs, which
discourage tourists from moving between countries in the region.”

% Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

% The ComMark Trust/BIDPA, The Potential for Export Diversification in Botswana: Ostrich
Products Case Study, Dec. 2004, found at www. bidpa. bw/The%200strich%20sector.pdy, retrieved
May 26, 2005.

8 Industry officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

% U.S. Department of State telegram, “Botswana’s Business Processing Outsourcing Strategy
to Target U.S. Market Faces Impediments,” message reference No. 1705, prepared by U.S.
Embassy, Gaborone, Oct. 2004; and government officials, interview by USITC staff, Gaborone,
Botswana, Mar. 10, 2005.

% Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005.

¥7U.S. Department of State telegram, “Botswana’s Business Processing Outsourcing Strategy.”

% Ahmet Soylemezoglu, Botswana’s Financial Sector: Issues and Prospects (2005), pp. 21 and
29, found at www. bidpa.bw/Financial%20sector.pdf, retrieved May 26, 2005.

8 1U.S. government officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

% U.S. government officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

°' U.S. government officials, interview by USITC staff, Gaborone, Botswana, Mar. 11, 2005.

%2 Government officials, interview by USITC staff, Gaborone, Botswana, Mar. 10, 2005; and
EIU, Botswana Country Profile, p. 48.

* The World Bank and the Botswana Institute for Development Policy Analysis, Developing
Tourism in Botswana: Progress and Challenges, Dec. 2004, p. 80, found at
www.bidpa.bw/The%20tourism%20sector.pdf, retrieved May 26, 2005.
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While there are domestic constraints affecting the ability to meet sanitary and phytosanitary
standards, administrative issues in markets such as the United States and the EU exacerbate
the issue of getting products approved for export. In some cases, once documents are
submitted, it reportedly takes years to get approval, particularly in the United States. Also, the
technical specificity and detail required by U.S. and European agencies is difficult for
producers from countries such as Botswana, which have limited standards compliance
capacity.”*

% Botswana and U.S. government officials, interviews by USITC staff, Gaborone, Botswana,
Mar. 10-11, 2005.
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Democratic Republic of the Congo®®

Economic Overview

Democratic Republic of the Congo (formerly known as Zaire), although rich in natural
resources, has experienced severe economic problems because of civil war, lack of good
governance, and economic mismanagement. From the late 1990s, economic problems
accelerated as the country experienced civil and regional unrest and economic instability. The
conflict in Democratic Republic of the Congo stems from the influx of Rwandan refugees and
regional conflict involving Angola, Uganda, and Zambia. Various rebel groups still control
some areas, including areas rich in natural resources such as minerals and coffee. Foreign
currency restrictions and government-created monopolies have adversely affected the
economy. However, despite economic instability, there is still a large external trade sector
driven primarily by diamond mining.

Real GDP declined by an average of 5.2 percent annually between 1996 and 2001 and is now
lower in real terms than at independence from Belgium in 1960.°° Although Democratic
Republic of the Congo’s GDP of $5.6 billion (table DR-1) is higher than that of many other
southern African countries, its per capita GDP (approximately $105) is the lowest in sub-
Saharan Africa (SSA). Inflation, which peaked at 10,000 percent in 1994,” was reduced to
31.5 percent in 2001 through monetary controls. Also in 2001, the government rescinded the
1999 restrictions on possession of foreign currency and conducting transactions in foreign
currency.

The agriculture and forestry sector accounted for 57.2 percent of GDP in 2001 (figure DR-1).
The main cash crops are coffee (15"-largest producer in the world), palm oil, cotton, cocoa,
rubber, and tobacco. Cash crop production has declined substantially, while subsistence crop
output (mostly cassava, rice, and plantains) has increased, a sign of political instability and
deteriorating economic conditions.”®

Services accounted for 23.8 percent of GDP in 2001. An important component of the services
sector is financial services, which has suffered from the political and economic instability.
Many of the banks have accumulated unrecoverable loans, and loan credit has ceased except
for short-term trade finance. Consequently, most businesses finance their operations from
their own revenue or from the informal financial sector. Banks have maintained profitable
operations through high transaction fees.”

Mining contributed nearly 10 percent to GDP in 2001, although its contribution to GDP has
shrunk in recent years. The main minerals are copper, cobalt, zinc, and diamonds. The copper
industry was formerly the mainstay of the economy. However, there has been little

% Prepared by Karen Taylor, Office of Industries.

% Economist Intelligence Unit (EIU), Democratic Republic of Congo Country Profile, 2004,
p. 27.

°7 Phillippe Beaugrand, “Zaire’s Hyperinflation, 1990-1996,” IMF Working Paper WP/97/50,
Apr. 1997, pp. iii and 3.

% EIU, Democratic Republic of Congo Country Profile, pp. 29-35.

*Ibid., p. 34.
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Table DR-1
Democratic Republic of the Congo: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . ... ... ... e 5,600.2
GDP growth (annual percent, based on local currency, 2003) . ... ........ ...t 5.0
GDP per capita growth (annual percent, based on local currency, 2003) .. ............. . ... i 19
Inflation, consumer prices (annual percent, 2002) . .. ........ ... .. s 315
External debt, total (current US$, millions, 2002) . .. .. .. ... ... . e 8,726.4
Total debt service (percent of exports of goods and Services) . ... ............ . i Q)
Exports of goods and services (percent of GDP, 1999) . ... ... .. . i 18.9
Trade (percent of GDP, 2002) .. . ... ... ..ttt e e e 40.9
Official exchange rate (local currency unit per US$, period average, 2003) ...................ccoiiiiieaaoonn. 405.3
Population, total (millions, 2003) . . . .. ... s 53.2
Population growth (@annual percent, 2003) . .. ... ... .. 3.0
Labor force, total (millions, 2003) . . . . . . ... 22.0
Labor force participation rate, total (percent, 2002) . ... .. ... .. .. . . . 41.8
Literacy rate, adult total (percent of people ages 15andabove) .......... ... ... i ®
Primary school enrollment ratio, total (percent) ....... ... ... . .. . . . . ®
Secondary school enrollment ratio, total (percent, 1999) . .. ... ... . . ... .. 18.4
Land use, arable land (percent of tofal, 2001) ... .. ... ... e 3.0
Gross capital formation (percent of GDP, 2003) . ... ... ... ..t 13.8
Gross fixed capital formation (percent of GDP, 2003) . .. ... ... . o i e 13.8
Foreign direct investment, net inflows (percent of GDP, 2002) . . .. . . . . ... ..\ttt ittt et et 0.6

" Most recent year for which data are available between 1999 and 2003.
2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http://devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure DR-1
Democratic Republic of the Congo: Composition of GDP (2001)
$5.6 billion

Agriculture & forestry
57.2%

Secondary
9.2%

Services 9.8%
23.8%

Note.—Secondary is defined as manufacturing, construction, electricity, water, and other utilities.

Source: EIU, “Economic Structure,” found at www. viewswire.com, retrieved Feb. 1, 2005.

3-20



investment in Gecamines (the parastatal mining company)'® since the country’s
independence. Production of copper decreased from an average of 500,000 metric tons per
year during 1980-87 to only 9,900 metric tons in 2003.""'

The diamond industry better withstood the problems in the mining sector during the 1990s,
partly because two-thirds of production is privately owned, rather than controlled by
Gecamines. Democratic Republic of the Congo is the world’s third-largest diamond producer
by volume, although it ranks lower by value because 90 percent of its output is of industrial,
rather than gem-quality, stones. The diamond industry’s decline resulted from the now-
rescinded prohibition on foreign currency transactions, and the government’s award of a
diamond buying monopoly to the Israeli company IDI Diamonds in 2000.'%

Democratic Republic of the Congo was licensed to participate in the Kimberley Process'® in
2003 and established its own certification center to monitor diamond exports. Official
diamond exports grew in 2004 because Republic of the Congo, a country that does not
produce diamonds but sells imported diamonds, lost its license to export diamonds under the
Kimberley Process.'” The amount of diamonds from Democratic Republic of the Congo
smuggled to Republic of the Congo appears to have been substantially reduced.'”

Export Profile

Democratic Republic of the Congo’s exports totaled $1.0 billion in 2003, with a 9-year
compound annual growth rate (CAGR) of 4.0 percent (table DR-2). According to official
data, diamonds accounted for 67.8 percent of Democratic Republic of the Congo’s exports
in 2003, with a CAGR of 20.5 percent (table DR-3). Petroleum is the second-largest export.
Exports of copper and coffee products have declined significantly during 1994-2003. Coffee
production has suffered from coffee wilt disease. A small amount of petroleum and electricity
is exported to the Republic of the Congo, South Africa, and Zambia.'*® Large amounts of
trade, particularly in coffee, gold, diamonds, and columbo-tantalite, from areas under rebel

19 Gecamines is the acronym for La Générale des Carriéres et des Mines.

Y EIU, Democratic Republic of Congo Country Profile, p. 30.

192 Producers and buyers were required to sell to IDI, generally at prices far below the
prevailing market rate. This change had the effect of driving the trade even further into the
informal sector and encouraging smuggling to neighboring Angola and Republic of the Congo.
The IDI monopoly was abrogated in April 2001. In April 2003, an export monopoly for diamonds
produced by the state-owned diamond company, Miniers de Bakwanga (Miba), was granted to a
private company, Emaxon. Because of concerns regarding the Emaxon management, in early
2004, Miba announced that it would abrogate the monopoly. For additional information, see
Partnership Africa Canada, Ottawa, and Canada Centre National d’ Appui au Développement et a
la Participation Populaire (CENADEP), Kinshasa, Democratic Republic of the Congo Diamond
Industry Annual Review: Democratic Republic of the Congo 2004, found at www.pacweb.org,
retrieved Mar. 30, 2005.

19% See app. C or “Kimberley Process,” found at www.kimberleyprocess.com, for additional
information on the Kimberley Process.

104 “Kimberley Process Removes the Republic of Congo from the List of Participants,” press
release, July 9, 2004, found at www.kimberleyprocess.com, retrieved Mar.30, 2005.

195 Partnership Africa Canada and CENADEP, Democratic Republic of the Congo Diamond
Industry Annual Review.

19 ETU, Democratic Republic of Congo Country Profile, p. 37.
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Table DR-2

control, are being diverted to Rwanda and Uganda. Therefore, official trade statistics may be
inaccurate. '

Exports are directed primarily to industrialized countries (table DR-4). Belgium, the former
colonial power, is the largest export market, largely because of its international diamond
market in Antwerp and its copper refining facilities. The United States is the second-largest
market for Democratic Republic of the Congo’s exports, most of which are crude petroleum.
These two markets accounted for 84.8 percent of Democratic Republic of the Congo’s exports
in 2003. Finland, the third-largest export market, processes the output of the Lubumbashi
base-metal tailings plant.'”’

Democratic Republic of the Congo: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and
compound annual growth rate (CAGR)

2003 share  9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars —— Percent
71 Natural or cultured pearls, precious or semiprecious
stones, precious metals; precious metal clad metals,
articles thereof; imitation jewelry; coin ................. 132,353.5 840,018.8 695,952.3 67.9 20.3
27 Mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineralwaxes ................ 121,720.3 114,071.0 139,828.9 13.6 1.6
26 Ores,slagandash. ........ ... ... ..., 16,330.4 52,0554 62,876.6 6.1 16.2
44 Wood and articles of wood; wood charcoal ............... 74,284.9 24,808.1 34,9758 34 -8.0
81 Base metals nesoi; cermets; articles thereof .............. 124,892.8 57,158.3  33,299.4 3.2 -13.7
97 Works of art, collectors' pieces and antiques . ............. 1,384.5 189.7 6,003.2 0.6 17.7
09 Coffee, tea, mateand spices. .. ............. ... .. ..... 107,123.4 41,614.6 5,479.1 0.5 -28.1
13 Lac; gums; resins and other vegetable saps and extracts . . . . 4,766.6 1,344.2 3,290.8 0.3 -4.0
84 Nuclear reactors, boilers, machinery and mechanical
appliances; partsthereof ................ ... ... .... 4721 984.0 3,096.4 0.3 23.2
74 Copper and articles thereof . .......................... 59,447.0 16,294.4 2,795.9 0.3 -28.8
Other ..o e 80,123.2 451940 37.741.0 3.7 -8.0
Total . ........ ... 722.898.8 1,193.732.5 1.025,339.4 100.0 4.0

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

" EIU, Democratic Republic of Congo Country Profile, p. 37.
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Table DR-3

Democratic Republic of the Congo: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and

compound annual growth rate (CAGR)

2003 share 9-year
HS 4 Description 1994 1999 2003 of total CAGR
———— 1,000 dollars Percent
7102 Diamonds, whether or not worked, but not mounted
OrSet ... 130,040.4 837,592.3 695,562.1 67.8 20.5
2709 Petroleum oils and oils from bituminous minerals,
CrUdE .« .o 121,596.1 110,368.0 90,618.9 8.8 -3.2
2605 Cobalt ores and concentrates . .................... 9,797.5 50,649.7 54,339.7 5.3 21.0
2710 Petroleum oils and oils from bituminous minerals
(other than crude) and products therefrom,
nesoi, containing 70% (by weight) or more
oftheseoils ........ ... ... ... .. ... .. ... 124.0 3,678.2 45,302.2 44 92.6
8105 Cobalt mattes and other intermediate products of
cobalt metallurgy; cobalt and articles thereof,
includingwasteandscrap ...................... 124,873.3 57,158.3 33,016.0 3.2 -13.7
4403 Wood in the rough, whether or not stripped of bark or
sapwood, or roughly squared . ................... 44,3243 13,880.9 16,316.1 1.6 -10.5
4407 Wood sawn or chipped lengthwise, sliced or peeled,
more than 6 mm (.236in.) thick .................. 20,554.1 6,036.8 13,502.0 1.3 -4.6
2615 Niobium, tantalum, vanadium or zirconium ores and
concentrates .. .......... ... 217.0 1.9 5,693.8 0.6 43.8
0901 Coffee, whether or not roasted or decaffeinated;
coffee husks and skins; coffee substitutes
containingcoffee ........... ... ... .. ... 106,773.1 41,612.2 54775 0.5 -28.1
4409 Wood, continuously shaped (tongued, grooved,
molded, etc.) along any of its edges orfaces ... ..... 2,803.1 3,711.5 4,064.5 0.4 42
Other ... ... . 161.796.0 69.042.6 61,446.7 6.0 -10.2
Total .. 722,898.8 1,193,732.5 1,025,339.4 100.0 4.0

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table DR-4

Democratic Republic of the Congo: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual

growth rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
1,000 dollars Percent

Belgium . ........ .. 9 796,560.0 686,019.4 66.9 6]
UnitedStates . ............... .. ... ... 197,900.0 237,679.1 183,332.6 17.9 -0.8
Finland ........ ... ... . 1,243.3 50,258.5 57,606.5 5.6 53.1
China ......... ... i 2,459.4 1,316.4 26,241.6 2.6 30.1
JaPaAN .. 81,796.8 15,709.7 13,779.0 1.3 -18.0
GEeIMANY . ..ottt e 36,226.0 5,859.9 12,586.0 1.2 -11.1
Portugal ........ ... . .. .. 27,355.4 9,864.5 12,155.4 1.2 . -86
faly ... 94,804.1 37,453.7 11,851.7 1.2 -20.6
SouthAfrica ........... ... ... 99,484.3 2,540.4 4,020.8 0.4 -30.0
SPaIN . 19,192.7 3,457.1 2,681.7 0.3 -19.6
Other ... . 162,436.7 33,033.2 15,064.7 1.5 -23.2
Total ... 722,898.8 1,193,732.5 1,025,339.4 100.0 4.0

" Not available.

2 Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Sectors with the Greatest Export Growth Potential

Many exports with the greatest revealed comparative advantage'® (RCA) indices are not
Democratic Republic of the Congo’s leading exports, indicating that there are products in
addition to the leading exports that show significant export potential (appendix E, table E-8).
Six of the top 10 products with the greatest increase in the average yearly RCA are in the
minerals sector (asbestos, zinc, tantalum, and other base metals), indicating that the mining
sector may have the most growth potential. For example, diamonds, the country’s leading
export product, have shown strong growth in the last 10 years, and improved export
performance is expected to continue. The Kimberley Process has substantially reduced
smuggling of diamonds out of the country, which could increase diamond exports by the
formal sector. Mining and agriculture represent historical trade sectors that could re-emerge
with stability, good governance, and improved infrastructure.

There are several mines with rich deposits of copper, cobalt, and zinc that are not now fully
exploited. One of the most important is the Kolwezi tailings project, which has the potential
to become the world’s largest and lowest-cost producer of copper and cobalt. Production will
begin in 2007 if financing is secured by Adastra Minerals. Another copper-rich deposit is the
Lonshi deposit; First Quantum Minerals obtained 30-year mining rights in 2003 and planned
to process over 900,000 metric tons of ore in 2004. The Tenke-Fungurme cobalt and copper
mine is estimated to have total copper and cobalt reserves of 22 million metric tons.
Development was halted in 1998, but the company and parastatal Gecamines are now
discussing restarting development. Gecamines and the Zinc Corp. of South Africa plan to
develop the Kipushi mine, which has estimated zinc and copper reserves of 26 million metric
tons. World growth in cobalt trade, according to RCA analysis, grew by about 54 percent
during 1993-2003, and cobalt ores and mattes rank first and second among products for which
Democratic Republic of the Congo has a comparative advantage. Democratic Republic of the
Congo also has comparative advantages in tin, tungsten, and niobium.

Coffee may also show potential export growth if political stability can be achieved and if the
coffee wilt disease can be controlled. Average annual growth in coffee trade worldwide
during 1993-2003 was 8.7 percent, but Democratic Republic of the Congo’s comparative
advantage declined by an annual average of almost 6 percent. Although once a significant
coffee exporter, coffee exports have declined largely because rebels control coffee-producing
areas in Equateur province.'®”

Democratic Republic of the Congo is bordered by the Congo River, which provides it with
a great potential for hydroelectric power. Electrical power is Democratic Republic of the
Congo’s fourth-largest export and its potential is largely untapped. Democratic Republic of
the Congo exports hydroelectricity to Republic of the Congo and South Africa. The Inga Dam
alone, near the mouth of the Congo River, has a potential capacity of 40,000-45,000
megawatts, sufficient to supply all of southern Africa’s electricity needs. However, only a
fraction of this amount has been developed. Total installed generating capacity at Inga was
estimated at 3,197 megawatts in 1998, of which hydroelectricity accounts for 98 percent.
Actual production is estimated to be no more than 650-750 megawatts, largely because two-

1% RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See chap. 1 and app. D
for a discussion of RCA indices.

1% ETU, Democratic Republic of Congo Country Profile, p. 29.
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thirds of the turbines at Inga are not functioning.'® Five regional utilities in Angola,
Botswana, Democratic Republic of the Congo, Namibia, and South Africa are planning to
construct a third power-generation system at the Inga Dam with $400 million in funding from
the World Bank. The project will generate 3,500 megawatts of electricity targeted to the
South African market.'!

Domestic and International Barriers

The greatest impediments to exports are political instability and lack of transparency and good
governance in the country, which contribute to low levels of foreign investment and its
inadequate state of infrastructure. Despite the rich supply of minerals and timber, foreign
investors are reluctant to invest in Democratic Republic of the Congo because of the domestic
conflict. During 1993-2002, Democratic Republic of the Congo experienced 4 years of
negative foreign direct investment (FDI) flows and near zero FDI in 2001. Because of the
ongoing conflict, the central government has limited control over several areas in the eastern
part of the country where some potential exports (for example, coffee and minerals) are
located. Although the Virunga National Park in North Kivu is best known as a home to
mountain gorillas, its location in the middle of a conflict zone limits its development as a
tourist site.

Most business environment indicators reflect poorer commercial conditions in Democratic
Republic of the Congo than the regional average, particularly in the areas of getting credit,
starting a business, enforcing contracts, and difficulties in hiring and firing workers
(table DR-5). For example, the cost of starting a business is 603 percent of per capita income,
significantly greater than the regional average of 225 percent. The time it takes to enforce a
contract is 909 days while the regional average is 434 days. In Democratic Republic of the
Congo, the difficulty of hiring index is substantially higher than in the region as a whole.
Instability in the country limited the number of years the Heritage Foundation was able to
rank Democratic Republic of the Congo in its index of economic freedom (table DR-6).
However, the country’s economic freedom ranking for 2000 is worse than the regional
average and substantially worse than the OECD average.

The difficulty in shipping from the only major port, Matadji, is a substantial obstacle. The road
between the capital Kinshasa and Matadi is in poor condition, despite funding from the EU
and World Bank for its repair. Transport by ship is a relatively cheap method of transport.
However, without a port to ship from, exporters are forced to use other, more expensive
means of transport, frequently by airplane, which places weight limitations on what material
can be exported.''” The damaged infrastructure and low levels of information and
communication technologies use reflect the large extent to which domestic factors represent
the primary impediments to export (table DR-7).

10 Iid., p. 22.

"U.S. Department of State telegram, “ESTH News Update from West and Central Africa
Regional Infrastructure Projects,” message reference No. 00752, prepared by U.S. Embassy,
Libreville, Nov. 2004.

"2 EIU, Democratic Republic of Congo Country Profile, p. 21; and Embassy of Democratic
Republic of the Congo official, interview by USITC staff, Washington, DC, Feb. 14, 2005.
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Table DR-5
Democratic Republic of the Congo: Business environment

Democratic Republic Regional OECD
of the Congo average average
Closing a business: Cost (percentofestate) . ......................... 18.0 205 6.8
Closing a business: Recovery rate (centsonthedollary ................. 1.9 171 721
Closing a business: Time (years) .................coiiiiiennnaa..n 5.2 3.6 17
Getting credit: Cost to create collateral (percent of income per capita) .. ... 130.0 41.8 5.2
Getting credit: Credit informationindex .............................. 0.0 21 5.0
Getting credit: Legalrightsindex .................. ... ... ... ... ..... 3.0 4.6 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . . .. . .. 0.0 394 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) . . 0.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) ........................... 256.8 43.0 10.8
Enforcing contracts: Number of procedures .......................... 51.0 35.0 19.0
Enforcing contracts: Time(days) ............. ... ... ... .. 909.0 434.0 229.0
Registering a property: Number of procedures ........................ 8.0 6.0 4.0
Registering a property: Cost (percent of property value per capita) .. ...... 10.1 13.2 49
Registering a property: Time (days) ................ ... .. ... ... .. 106.0 114.0 34.0
Starting a business: Number of procedures .......................... 13.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ................ 602.9 2252 8.0
Starting a business: Minimum capital (percent of income per capita) . . ... .. 246.8 2541 441
Starting a business: Time(days) ............ .. ... .. i 155.0 63.0 25.0
Employment: Difficulty of firingindex . .................... ... ... .... 60.0 50.6 26.8
Employment: Difficulty of hiringindex ............................... 72.0 53.2 26.2
Employment: Firingcosts (weeks) . ............. ... ... ... ... ... 62.0 59.5 40.4
Employment: Rigidity of employmentindex........................... 77.0 56.0 34.4
Emolovment. Rigidity of hours index 1000 £4.2 200
Import tariffs Simple average of ad valorem duties

Country data not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http://rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http://stat.wto.org/CountryProfile/, retrieved Apr. 5, 2005.

Table DR-6

Democratic Republic of the Congo: Economic freedom
Democratic Republic Regional OECD
of the Congo average' average

Heritage Foundation indicators

1995 OVErall SCOTE . ...\ttt ettt ettt ettt eieees ® 3.6 25
2000 OVErall SCOTE . .. .ottt 4.6 37 2.2
2005 OVErall SCOME . .. oo ettt e ettt et e e e %) 34 2.2
Trade policy SCOE . . ...\ttt it e Q) 3.9 22
Fiscal burden of governmentscore .......................... A 3.9 3.6
Government intervention in the economy score . ................ ® 26 25
Monetary policy SCOTE . ... ...t vi i A 24 1.5
Capital flows and foreign investmentscore . ................... %) 3.2 2.0
Banking and finance score . ...............i it ®) 3.2 1.9
Wages and priCes SCOTE . .. .. ..vvve vttt A 28 21
Property rights SCOTE . . ... ...ttt ® 3.7 1.6
Regulation SCOTe ... ...\ttt §) 37 2.7
Informal market activityscore . . . . . ... ..o A 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, S&o Tomé & Principe,
Seychelles, and Somalia.

2 Not available.
Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.
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Table DR-7

Democratic Republic of the Congo: Infrastructure-related indicators

MRY'
Roads, total network (km, 1999) . . .. ... 157,000.0
Roads, paved (percent of tofal roads) ... ............. ... Q)
Transport services (percent of service exports, BoP) . ... ... ... ... ... A
Transport services (percent of service imports, BOP) .. ....... .. ... .. i A
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . ............ ... . . .. ... 10.8
Internet users (per 1,000 people, 2002) . . . .. ... ... 0.9
Mobile phones (per 1,000 people, 2002) .. . .. .. ... . .. 10.6
Telephone mainlines (per 1,000 people, 2002) . ......... .. ... e 0.2
Electric power transmission and distribution losses (percent of output, 2001) . ................ ... . ... ...... 38
Energy imports, net (percent of commercial energy use, 2001) .. ... ... .. -4.4

" Most recent year for which data are available between 1999 and 2003.

2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http./devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

Instability caused by civil war, hyperinflation in the 1990s, and foreign currency restrictions
are some of the factors adversely affecting the banking industry, which make it difficult to
conduct financial transactions in the country. Most transactions are said to take place on the
black market. Additionally, property rights in the country are insecure. However, the
government has approved new investment and mining codes, and has designed a new
commercial court in the past year. The goal of these initiatives is to attract investment by
providing fair and transparent treatment to private business.'"

Although international barriers do not, in the short to medium term, represent the primary
barriers to export, Democratic Republic of the Congo government representatives have cited
foreign country sanitary and phytosanitary standards as a barrier to exports. Access to
developed countries is problematic because of the regulations and standards placed on
agricultural imports in these markets. Democratic Republic of the Congo reportedly has
access to the EU market, but finds it difficult to export agricultural products to the U.S.
market.'

'3 Africa Development Bank/Organization for Economic Cooperation and Development,
“Democratic Republic of Congo,” African Economic Outlook 2004/2005, p. 186, found at
www.oecd.org/dev/aeo, retrieved May 24, 2005.

""* Embassy of Democratic Republic of the Congo official, interview by USITC staff,
Washington, DC, Feb. 14, 2005.
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Guinea!’®

Economic Overview

Guinea has a population of 7.9 million, with an annual GDP per capita of $459 (table GU-1).
Although its external debt ($3.4 billion) is slightly less than its annual GDP ($3.6 billion),
total debt service is the equivalent of only 13.6 percent of Guinea’s exports of goods and
services.''® Exports in 2003 amounted to slightly less than one-quarter of GDP and were
slightly smaller than total imports. Per capita GDP fell by 32 percent during 1996-2001,
largely owing to an influx of refugees fleeing armed conflict in Sierra Leone and Liberia, a
decline in world prices for Guinea’s exports of bauxite and alumina, and increasing prices
for imported petroleum.'"’

The tertiary sector, consisting primarily of service activities such as government services,
accounted for 46.4 percent of GDP in 2002 (figure GU-1). The secondary sector, represented
by manufacturing, construction, and utilities, accounted for 31.1 percent of GDP; and the
primary sector, a component of which is mining, accounted for 18.3 percent of GDP.
Manufacturing accounts for only 4 percent of GDP. All manufactured goods (processed
foods, apparel, and furniture) reportedly are sold in local markets.""®

Guinea has 30 percent of the world’s known reserves of bauxite,''® and is a major producer
of bauxite and alumina. Alumina is formed by refining impure hydrated alumina found in
bauxite ore. The refining of alumina is a step in the production of aluminum metal, which
is formed by “reducing” the oxygen from alumina. There are no reduction facilities in
Guinea, so the bauxite and alumina must be exported for further processing into aluminum.
Guinea is also endowed with petroleum, copper, diamonds, gold, iron ore, and graphite
resources.

Guinea has a natural comparative advantage in diverse agricultural activities because of the
country’s significant variation in climates associated with changes in elevation, high soil
fertility, and plentiful water resources.' Commercial crops include coffee, cocoa, and
rubber. Fishing and shellfish resources have led to the development of fish and crustacean
processing industries.

115 Prepared by Ralph Watkins, Office of Industries.

!¢ However, Guinea’s Minister of Economy and Finance, Mady Kaba Camara, indicated to a
delegation of G-7 representatives that 70-80 percent of the Guinean government’s expenditures is
used to service the country’s external debt. U.S. Department of State telegram, “COG Paints Bleak
Fiscal Situation,” message reference No. 01246, prepared by U.S. Embassy, Conakry,

Sept. 30, 2004.

"7 Integrated Framework (IF), Guinea: Diagnostic Trade Integration Study, Aug. 2003, p. 2.

"8 Economist Intelligence Unit (EIU), Guinea Country Profile, 2004, p. 39.

YIF, Guinea: Diagnostic Trade Integration Study, p. 4.

120 Tbid., p. viii.
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Table GU-1

Guinea: Basic economic indicators

MRY"

GDP (current US$, millions, 2003)

GDP growth (annual percent, based on local currency, 2003)

GDP per capita growth (annual percent, based on local currency, 2003)

Inflation, consumer prices (annual percent)

External debt, total (current US$, millions, 2002)

Total debt service (percent of exports of goods and services, 2002)

Exports of goods and services (percent of GDP, 1999)

Trade (percent of GDP, 2003)
Official exchange rate (local currency unit per US$, period average, 2002)
Population, total (millions, 2003)
Population growth (annual percent, 2003)
Labor force, total (millions, 2003)

Labor force participation rate, total (percent, 2002)

Literacy rate, adult total (percent of people ages 15 and above, 1999)

Primary school enrollment ratio, total (percent, 2000)

Secondary school enrollment ratio, total (percent, 1999)

Land use, arable land (percent of total, 2001)

Gross capital formation (percent of GDP, 2003)

Gross fixed capital formation (percent of GDP, 2003)

Foreign direct investment, net inflows (percent of GDP, 2002)

36257
21
0.0

®)
3,400.9
136
237
51.1
1,975.8
7.9

2.1

3.7
49.4
9]
67.0
13.8
3.6
14.4
14.4
0.1

"Most recent year for which data are available between 1999 and 2003.

2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http./devdata.worldbank.org/dataonline, retrieved Jan.

and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure GU-1
Guinea: Composition of GDP (2002)

$3.6 billion

Tertiary sector
46.4%

Secondary sector
31.1%

Indirect taxes
4.2%

Primary sector
18.3%

25, 2005;

Note.—Primary is defined as agriculture, fisheries, mining, and quarrying, secondary us defined as manufacturing, construction,
electricity, water, and other utilities; and tertiary is defined as primarily services activities such as retail, financial, real estate, and

government services.

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.
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Export Profile

Guinea’s exports increased by 62 percent during 1994-99, but declined by 4 percent during
1999-2003 (table GU-2). Much of the increase during 1994-99 represented increased
diamond exports, principally to diamond processing operations in Antwerp. Variation in
export values often reflects changes in commodity prices rather than the quantity of exports.
Products from the mining industry (including alumina) accounted for 73.8 percent of
Guinea’s exports in 2003; crude petroleum, 10.5 percent; products from the fishing industry,
7.5 percent; and agricultural products, 5.8 percent. Articles with the most processing prior
to export, alumina and frozen fish, accounted for 22.2 percent of Guinea’s exports
(table GU-3).

Guinea supplied nearly one-third of the world’s total exports of bauxite during 2000-03.
Bauxite accounted for 42.9 percent of Guinea’s exports in 2003, with alumina accounting
for another 17.2 percent. Diamonds and copper concentrates accounted for another
7.6 percent and 5.8 percent, respectively, of Guinea’s exports in 2003. Because of reportedly
high levels of smuggling, possibly to avoid paying taxes, the value of Guinea’s diamond
exports may be significantly underreported.'”!

Table GU-2
Guinea: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share 9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars Percent
26 Ores,slagandash ............. ... .. oo, 376,590.3 413,751.1 393,726.3 48.9 0.5
28 Inorganic chemicals; organic or inorganic compounds
of precious metals, of rare-earth metals, of radioactive
elements orof isotopes . ......... ... ... ... ... 60,183.8  115,343.0 138,123.8 17.2 9.7
27 Mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineralwaxes ............... 1,736.0 55,5616.4  84,274.6 10.5 53.9
71 Natural or cultured pearls, precious or semiprecious
stones, precious metals; precious metal clad metals,
articles thereof; imitation jewelry; coin ................ 2,171.0 1442919 62,348.3 7.7 452
3 Fish and crustaceans, molluscs and other aquatic
invertebrates . . ........ ... 22,613.4 29,569.4  60,013.3 7.5 11.5
18 Cocoa and cocoa preparations . ...................... 4,663.1 5,293.3  23,128.3 2.9 19.5
9 Coffee, tea, mate and spices . ........................ 24,643.0 28,592.6  19,297.4 24 -2.7
40 Rubber and articles thereof .......................... 112.8 596.1  10,026.2 1.2 64.6
44 Wood and articles of wood; wood charcoal .............. 6,837.9 18,998.3 4,696.5 0.6 -4.1
52 Cotton, including yarns and woven fabrics thereof . .. ... ... 8,315.3 13,247.9 3,732.5 0.5 -8.5
Other ... 12,235.7 16.644.5 5.424.5 0.7 -8.6
Total . . ..ooooeeeee e 520,102.4 841.8444 804.791.7 100.0 5.0

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

121 [hid, p. 5.
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Table GU-3

Guinea: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)

) 2003 share 9-year
HS 4  Description 1994 1999 2003 of total CAGR

1,000 dollars Percent

2606  Aluminum ores and concentrates . .................... 367,189.2  406,337.9 344,987.8 429 -0.7
2818  Artificial corundum, whether or not chemically

defined; aluminum oxide; aluminum hydroxide ........ 60,181.3  115,309.8 138,064.1 17.2 9.7
2709  Petroleum oils and oils from bituminous minerals,

CTUE ..ttt e 0.0 53,8409 81,515.8 101 @)
7102  Diamonds, whether or not worked, but not mounted or

Set . 2,016.5 144,1200 61,4340 7.6 46.2
2603 Copperores andconcentrates ....................... 9,401.1 74122 46,4451 5.8 19.4
0303  Fish, frozen, excluding fish fillets and other fish meat

without bones; fish livers and roes, frozen ............ 7,712.6 12,0845  40,357.1 5.0 20.2
1801  Cocoa beans, whole or broken, raw orroasted .......... 4,663.1 51209 20,621.0 2.6 18.0
0901  Coffee, whether or not roasted or decaffeinated; coffee

husks and skins; coffee substitutes containing coffee ... 24,591.5 28,566.3 17,4175 22 -3.8
0306  Crustaceans, live, fresh, chilled, frozen etc.; crustaceans,

in shell, cooked by steam or boiling water; flours, meals,

& pellets of crustaceans, fit for human consumption .... 28114 4,101.3 12,1421 1.5 17.7
4001  Natural rubber, balata, gutta-percha, guayule, chicle and

similar natural gums, in primary forms or in plates,

sheetsorstrip ........... ... .. ... .. ... ... 87.7 569.6 9,986.3 1.2 69.2

Other ... ... 41.448.0 64.381.0  31.820.8 4.0 -2.9

Total . ..ot 520,102.4 8418444 804,791.7 100.0 5.0
" Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Leading exports from the fisheries sector were frozen fish (5.0 percent of total exports) and
crustaceans (1.5 percent). As with diamonds, Guinea’s exports of fish may be significantly
underreported because the number of foreign trawlers working Guinean waters far exceeds
the number of Guinean trawlers, and catches from these foreign trawlers are not unloaded
in Guinea, nor are they reported or taxed.'?> Other important agricultural exports include
cocoa beans (2.6 percent), coffee (2.2 percent), and natural rubber (1.2 percent).

The EU is the leading market for exports from Guinea; however, the largest single-country
markets in 2003 were Korea (15.9 percent), Spain (12.2 percent), the United States
(10.8 percent), France (9.8 percent), and Russia (9.7 percent) (table GU-4). Guinea’s
merchandise exports are concentrated to certain markets. Bauxite accounted for nearly two-
thirds of Guinea’s exports to the United States in 2003 and the bulk of Guinea’s exports to
Russia. Russia also purchased over two-thirds of Guinea’s exports of alumina in 2003,
reflecting a Russian company’s joint-venture ownership of an alumina production facility
in Guinea. Korea imported all of Guinea’s exports of crude petroleum and copper

122 [hid., p. 35.
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Table GU-4

Guinea: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
1,000 dollars Percent

Korea, Rep. .. ...oviiiiiiii i 3,092.1 41,025.7 127,941.8 15.9 51.2
SPain L. 75,502.4 79,708.6 98,207.3 12.2 3.0
UnitedStates . ...........ccooiiiiinena.. 119,115.3 144,228.1 87,247.9 10.8 -3.4
France ..........c..iiiiiiiiiii i 35,931.2 51,346.1 78,732.9 9.8 9.1
Russian Federation ......................... 0.0 65,704.8 77,684.6 9.7 "
Ireland . . ... . 74,462.7 87,163.1 67,938.1 8.4 -1.0
Belgium ... ® 124,739.1 57,459.4 71 "
GEIMANY . .o e ettt et 45,381.0 42,661.8 49,288.0 6.1 0.9
(072 1117=" (o) TR 0.0 43,4517 34,855.7 43 "
Canada .................. D 14,643.2 5,873.6 26,987.3 3.4 7.0
Other ... e 151.974.6 155,941.8 98.448.7 12.2 -4.7
Total .o 520,102.4 841,844.4 804,791.7 100.0 5.0

' Undefined.

2 Not available.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

concentrates in 2003, and over one-half of its exports of frozen whole fish. Spain imported
nearly all of Guinea’s exports of fish fillets, crustaceans, oilseeds, and cocoa waste. France
imported most of Guinea’s exports of fresh whole fish, pineapples, and natural rubber.
Morocco and France were the leading markets for Guinea’s exports of coffee, cotton, and
lumber. Canada was the top market for vanilla and cocoa beans. Belgium bought 84 percent
of Guinea’s diamond exports.

Although the value of Guinea’s exports of bauxite was slightly less in 2003 than in 1994, the
9-year compound annual growth rate (CAGR) for exports of alumina was 9.7 percent. The
CAGR for exports of frozen fish, another processed product, was 20.2 percent. That growth
was nearly matched by the 19.4 percent CAGR for copper concentrates and 17.7 percent and
18.0 percent CAGRs for crustaceans and cocoa beans, respectively. Although total exports
from Guinea fell by $37 million during 1999-2003, exports to Korea nearly tripled, rising
by $87 million. Large decreases in exports to the United States and Belgium were offset by
significant increases to other countries. Exports to France increased by $27 million
(53 percent); to Canada (mostly bauxite), by $21 million (359 percent); to Spain, by
$18 million (23 percent); and to Russia, by $12 million (18 percent).

Sectors with the Greatest Export Growth Potential

The Government of Guinea has identified the development and promotion of exports as its
priority strategy for the reduction of poverty. Given the country’s natural resources and
labor, the government has identified agriculture, mining, fishing and shellfish, and tourism
as the sectors for which the country has a comparative advantage.'*

Despite slow growth in the world market for bauxite during 1994-2003, the industry is
expected to remain important for Guinea’s export earnings because it has the highest

' Ibid., p. iv.
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revealed comparative advantage'* (RCA) index among Guinea’s leading exports
(appendix E, table E-14). Moreover, growing demand in China will likely keep world prices
for bauxite elevated. Guinea’s export potential could benefit from increased investment in
alumina and aluminum smelting facilities. World demand for these downstream products is
growing faster than demand for bauxite.

Joint ventures in the aluminum industry include Compagnie des Bauxites de Guinée (CBG),
the country’s largest bauxite mining operation, which is a joint venture between the
government, Alcoa (U.S.), and Alcan (Canada); Dian Dian, a new joint venture between the
government and Ukraine that is expected to ship 1 million metric tons of bauxite annually;'**
and Alumina Compagnie de Guinée, led by Reynolds Aluminum with investments from
Russki Alumina, which is the only company currently processing bauxite into alumina.'*®
In addition, Global Alumina (also known as GAPCO Corp., a consortium led by Marubeni
and Mitsubishi of Japan, as well as investors from Canada) began the first phase of a
$2-billion alumina refinery in December 2004.'%” Halco, a Pittsburgh-based company owned
by Alcan and Alcoa, owns 51 percent of CBG, Guinea’s largest producer and exporter of
bauxite. Halco signed an agreement with the Government of Guinea to build and operate a
$1.5-billion alumina refinery. The facility will transform Guinea’s lower-grade,
nonexportable bauxite into higher-value, exportable alumina.'*®

Guinea’s top gold exporter is a joint venture between the Government of Guinea and Ashanti
Gold Fields of Ghana. Two gold mining companies, Société de Mini¢re de Dinguiraye
(SMD) and Société Aurifére de Guinée made major investments in 2004, and SMD
announced plans for a $50-million expansion in 2005.'* A Canadian company, Semafo, has
been expanding production rapidly since its initial investment in 2002. Another Canadian
company, Cassidy Gold Corporation, is in the exploration phase."*° Recent foreign investors
in diamond mining operations include Trivalence Mining of Canada, Rio Tinto of the United
Kingdom, Dia Bras of Canada, and SearchGold of Canada. Copper ore is another sector for
which Guinea has a high RCA index and in which world demand is strong."*! Moreover, the
substantial iron ore and graphite resources located in Guinea have yet to be developed.'**

124 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

125 U.S. Department of State, Bureau of African Affairs, “Background Notes: Guinea,”

Jan. 2005, p. 6, found at www.stat-usa.gov, retrieved Feb. 4, 2005.

126 EIU, Guinea Country Profile, p. 35.

'27U.S. Department of State telegram, “2005 Investment Climate Statement — Guinea,”
message reference No. 00047, prepared by U.S. Embassy, Conakry, Jan. 11, 2005.

128 U.S. Department of State telegram, “Two U.S.-Affiliated Alumina Refineries in Guinea - Is
there Room for Both?” message reference No. 01644, prepared by U.S. Embassy, Conakry,

Dec. 21, 2004.

12 U.S. Department of State telegram, “Guinea Markets in Hold Pattern,” message reference
No. 001461, prepared by U.S. Embassy, Conakry, Nov. 12, 2004.

B0 BIU, Guinea Country Profile, p. 37.

BUIF, Guinea: Diagnostic Trade Integration Study, p. 45.

32.S. & Foreign Commercial Service (US&FCS), “Guinea Country Commercial Guide, FY
2004,” found at www.stat-usa.gov, retrieved Feb. 4, 2005. Although Mt. Nimba in eastern Guinea
has the world’s largest known unexploited reserves of high-grade iron ore, the Government of
Guinea is reluctant to authorize mining there or construction of a rail link from Mt. Nimba to Port
Buchanan in Liberia because of concerns about tribal religious sensitivities, environmental
impacts, and potential conflicts with Liberia and Céte d’Ivoire over rights to profits from mining
operations. U.S. Department of State telegram, “Guinean Government Does Not Support
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Guinea’s exports of cotton fibers and cashews are emerging."*’ Prior to independence,
Guinea was an exporter of pineapples and bananas. Domestic policies and low commodity
prices have discouraged re-investment in these products.”** Rice and sugar are grown for
domestic consumption and have potential for export to regional markets. Guinea recently
began exporting Malacca beans and cashews to India, Guinea-Bissau, and Céte d’Ivoire.
Guineais expected to encounter increasing international competition from cashew producers
in other African countries and India.'"”* Enterprise Works, a U.S. nongovernmental
organization, is establishing a cashew-processing industry with assistance in funding from
U.S. Agency for International Development. It is anticipated that the project will also train
Guinean cashew growers, introduce them to new technologies, and increase cashew yields."°
Natural rubber is also an emerging industry in Guinea. Guinea’s rubber is recognized
internationally for its high quality. Potatoes have recently been introduced to Guinea, and
growers have had significant success in the domestic market. During periods of surplus
supply, growers have had limited success exporting potatoes to Senegal.””” The Government
of Guinea has also introduced programs to increase production of coffee and shea butter."

Twenty percent of Guinea’s workforce (1.4 million jobs) is engaged in the production of
crafts such as sculptures, weaving, traditional textiles, and leather goods. These products
have the potential to be sold to regional markets as well as to tourists.”** A Chinese company,
Linmian Shandong Chine, completed renovation of an abandoned textile factory in
September 2004 with the goal of exporting fabrics and apparel to regional markets.'*

Domestic and International Barriers

In assessing the business environment, many of the indices for Guinea are better than for
sub-Saharan Africa as a whole (table GU-5). However, Guinea scored worse than the
regional average on a dozen indicators, notably access to credit, number of procedures
required to enforce contracts, minimum capital required to start a business, and number of
weeks required to fire an employee. Recent government actions to comply with West African
Economic and Monetary Union'*! obligations have led to greater transparency in the
government’s operations and regional harmonization of regulations.'** By the Heritage
Foundation’s measures of economic freedom, Guinea performs better than the regional
averages in terms of government intervention in the economy, banking and finance, and
wages and prices (table GU-6). The leading obstacles to attracting foreign investment are

Extension of Liberian Railroad from Buchanan to Mount Nimba,” message reference No. 00269,
prepared by U.S. Embassy, Conakry, Feb. 5, 2005.

1R, Guinea: Diagnostic Trade Integration Study, p. 28.

134 Ibid.

35 Ihid., p. 31.

13 U.S. Department of State telegram, “Host Country’s Trade and Investment Picture,”
message reference No. 00355, prepared by U.S. Embassy, Conakry, Mar. 14, 2005.

B71F, Guinea: Diagnostic Trade Integration Study, p. 32.

13 U.S. Department of State telegram, “Host Country’s Trade and Investment Picture.”

9 1F, Guinea: Diagnostic Trade Integration Study, p. 42.

140 U.S. Department of State telegram, “Host Country’s Trade and Investment Picture.”

11 For additional information on regional organizations, see app. C.

Y2 1F, Guinea: Diagnostic Trade Integration Study, p. vi.
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Table GU-5
Guinea: Business environment

Regional OECD
Guinea average average
Closing a business: Cost (percentofestate) .............................. ... 8.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 222 171 721
Closing a business: Time(years) ............... ..., 3.8 3.6 1.7
Getting credit: Cost to create collateral (percent of income per capita) ............ 317 41.8 52
Getting credit: Credit infformationIndex ..................... ... ... 20 21 5.0
Getting credit: Legalrightsindex .......... ... ... ... ... 20 46 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . ............. 0.0 39.4 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) ......... 0.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) ............. .. ... ... 276 43.0 10.8
Enforcing contracts: Number of procedures .......................... .. ..., 44.0 35.0 19.0
Enforcing contracts: Time (days) ..............co i 306.0 434.0 229.0
Registering a property: Number of procedures ............................... 6.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 15.7 13.2 49
Registering a property: Time (days) ............... ... ... i 104.0 114.0 34.0
Starting a business: Number of procedures ................................. 13.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 208.2 2252 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 4754 2541 441
Starting a business: Time(days) .............. ... ... i 49.0 63.0 25.0
Employment: Difficulty of firingindex........... ... .. ... ... ... ... o 30.0 50.6 26.8
Employment: Difficulty of hiringindex ................ ... ... .. .. ... ... 67.0 53.2 26.2
Employment: Firing costs (Weeks) . ..............co it 133.0 59.5 40.4
Employment: Rigidity of employmentindex ..................... ... ... ..., 59.0 56.0 34.4
._Rigidi i 80 642 500
Import tariffs Simple average of ad valorem duties
(Guinea, applied rate, 1998)
AllQOoOdS . .. .o e 6.5
Agricultural goods . . .. ... 6.6
Nonagriculturalgoods . ......................oooviiiiiiiiii. 6.4

" Not available.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http./rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http://stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table GU-6

Guinea: Economic freedom
Regional OECD
Guinea average' average

Heritage Foundation indicators

1995 OVErall SCOTE . .. .ottt s 3.3 3.6 25
2000 OVErall SCOTE . . . .ottt ittt e e e 33 37 2.2
2005 OVErall SCOME . .. oottt it e 33 3.4 22
Trade policy SCOTe . ... .. .. i 4.0 3.9 22
Fiscal burden of governmentscore ............... ... ... ... ... . ... 43 3.9 36
Government intervention in the economyscore . ...................... 1.5 2.6 25
Monetary policy SCOre ... ... ... . i 3.0 24 1.5
Capital flows and foreign investmentscore .......................... 4.0 3.2 2.0
Banking and financescore . ............ ... ... i 2.0 32 1.9
Wages and prices SCore . ...............oooiinenanin.. e 20 2.8 21
Property rights score . ......... ... ... ... .. 4.0 37 1.6
Regulationscore ...... ... .. .. ... . 4.0 37 2.7
Informal market activity score . . .. .. ... ... 4.0 4.1 1.9

THeritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, S&o Tomé & Principe,
Seychelles, and Somalia.

Note.— Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.

3-36



lack of government transparency; insufficient regulation, especially judicial; infrastructure;
lack of skilled labor necessary for diversification into more skill-intensive industries; and
government laxity in payment for supplies and services.'*’

Protracted regional instability and the associated increases in government expenditures on
defense have reduced spending on infrastructure, hampering the competitiveness of Guinean
industry and dampening prospects for foreign investment.'** Insufficient development of
transportation and communications infrastructure also discourages foreign investment.'** For
example, only 16.5 percent of the country’s roads are paved, just 1.2 percent of the
population has a cell phone, and there are fewer than 5 telephone mainlines and Internet
users per 1,000 people (table GU-7). The Government of Guinea is seeking a buyer for the
national telecommunications company, Sotelgui, which was formerly operated by a
Malaysian telecommunications consortium. High licensing fees make Internet services very
expensive,'*® limiting use for commercial purchases and adding to the cost of doing business
in Guinea.

Table GU-7
Guinea: Infrastructure-related indicators

MRY'
Roads, total network (Km, 1999) . . .. .. 30,500.0
Roads, paved (percent of total roads, 1999) . ... ... ... .. . s 16.5
Transport services (percent of service exports, BoP, 2002) . ... ...t 9.8
Transport services (percent of service imports, BoP, 2002) ......... ... ... it 14.2
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .. ... .. oottt 156.2
Internet users (per 1,000 people, 2002) . .. ... .. 4.6
Mobile phones (per 1,000 people, 2002) . .. ... . ... ... e 11.8
Telephone mainlines (per 1,000 people, 2002) . .. ... ... .. it i e 34
Electric power transmission and distribution losses (percent ofoutpuf) .. ........... .. ... ... ... . o . %)
Energy imports, net (percent of commercial @Nergy US€) . . . . . . ...\t [6)

" Most recent year for which data are available between 1999 and 2003.
2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http:/devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

Guinea’s fishing industry has also been hampered by the government’s revenue constraints,
which have led to inadequate patrolling of coastal waters. Unlicenced fishing boats
frequently enter Guinean waters, fill their holds, and depart without paying duties and fees.
The Guinean fishing fleet has also been victimized by pirates who steal their catch and
sometimes murder the boat owners.'*’

Private companies that managed the production, distribution, and collection of fees for water
and electricity services left Guinea in June 2001, reportedly out of frustration with
inefficiency and lack of national and local government transparency.'*® The national
electricity company, Sogel, has failed to keep the dam’s turbines in peak working order. A

3 U.S. Department of State telegram, “2005 Investment Climate Statement — Guinea.”

144 US&FCS, “Guinea Country Commercial Guide, FY 2004.”

145 U.S. Department of State telegram, “Host Country’s Trade and Investment Picture.”

146 U.S. Department of State telegram, “2005 Investment Climate Statement — Guinea.”

1471.S. Department of State telegram, “International Coordination and Outreach on Maritime
Security - Guinea,” message reference No. 00389, prepared by U.S. Embassy, Conakry,
Mar. 22, 2005.

148 U.S. Department of State telegram, “2005 Investment Climate Statement — Guinea.”
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drought in 2003 and subsequent low water levels in the reservoir contributed to power
outages that year. The country has significant hydroelectric potential, but Guinea’s poor
record of fulfilling its contract obligations in the utilities sector has discouraged
investment.'* Chronic electricity shortages have forced many businesses to purchase power
generators and use relatively expensive diesel fuel. High-priced electricity increases the cost
of production, reducing the competitiveness of exports.””® A WTO report estimates that
demand for electricity exceeds supply by a factor of six, driving up costs for Guinean
companies producing for both the domestic and foreign markets. Small- and medium-scale
businesses reportedly have been substantially affected by power outages and increasing
electricity prices. Their higher costs have resulted in a loss of competitiveness with imports
and with other suppliers in foreign markets."”! Importantly, “Guinea’s failure to upgrade its
electric and water utilities has discouraged the development of several plants to process
alumina — refined bauxite which commands a higher price on the world market.”'** A
representative of Guinea Electricity indicated that the country has sufficient generating
capacity but lacks funds to purchase sufficient fuel to keep the generators operating,
especially during the dry season when the country depends on imported petroleum to
supplement the country’s hydroelectric plants.'*®

Guinea has two deep-sea ports, Conakry and Kamsar, with the latter used exclusively for the
export of bauxite.'** Most trade goes through Conakry, which suffers from poor management
and congestion that impairs Guinea’s export competitiveness.'*® The port’s overcrowding
particularly discourages the expansion of frozen fish exports. Given the costly and inefficient
port services, some producers have switched to other products that can absorb the cost of air
transport. For example, the country has had recent success in the export of high-value fresh
fish by air to Europe.'*® The poor condition of roads in Guinea makes it necessary to export
rubber through Liberia or Cote d’Ivoire."”” The price of locally-produced goods has also been
driven up by roadblocks that levy unofficial “taxes” that are estimated to exceed all other
domestic transportation costs combined.'*®

With respect to the agricultural sector, the deterioration of rural roads inhibits expansion of
exports and shipments of perishable products from rural areas to urban markets."”® To export
potatoes to neighboring markets, growers in Guinea reportedly need to invest in packaging,

9 BIU, Guinea Country Profile, p. 21.

1% US&FCS, “Guinea Country Commercial Guide, FY 2004;” and U.S. Department of State
telegram, “Host Country’s Trade and Investment Picture.”

BUIF, Guinea: Diagnostic Trade Integration Study, p. v.

132 US&FCS, “Guinea Country Commercial Guide, FY 2004.”

'3 According to M. Mouctar Barry, Director General of Guinea Electricity, most revenues to
operate the electrical grid come from foreign embassies, nongovernmental organizations, and
mining companies. Ordinary citizens reportedly do not pay their electric bill. Currently, the
electric company receives only 35 percent of the revenue it needs to supply the country with
electricity 24 hours per day. U.S. Department of State telegram, “Resources and Culture Dim
Conakry’s Lights,” message reference No. 001505, prepared by U.S. Embassy, Conakry,

Nov. 20, 2004.

Y 1F, Guinea: Diagnostic Trade Integration Study, p. 23.

133 Ibid.

1% Ibid., p. 37.

7 1bid., p. 30.

%8 Ibid., p. 11.

% Ibid., p. 25; and U.S. Department of State telegram, “Host Country’s Trade and Investment
Picture.”
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storage, and transportation infrastructure.'® Pineapple producers are faced with high costs
for air shipments to Europe or for refrigerated containers if shipping by sea. Pineapple
producers are also challenged by the high cost of imported equipment and inputs, high
domestic trucking expenses, and difficulty in gaining access to loading facilities at the port
of Conakry.'*' Mangoes also must be shipped by air or refrigerated containers. High shipping
costs relative to shipping costs for comparable mangoes from Mali and Cdte d’Ivoire have
slowed the growth in exports by Guinea’s only company that uses sea transport to Europe.
The two companies that ship organically grown mangoes by air have had greater success,
because the higher price for organic products is better able to absorb the transport costs.'*?
Export potential for the shipment of perishable agricultural products by air is inhibited by
the lack of adequate storage facilities at the airport. The lack of direct flights to the United
States eliminates the Untied states as a potential market for perishable agricultural
products.'®®

Although EU tariffs on Guinea’s 15 leading exports in 2001 were eliminated by the EU’s
Everything But Arms agreement,'** some products with export potential for Guinea (rice,
sugar, and bananas) are still subject to duties, which are expected to be phased out by
2009.' Relatively high tariffs on EU imports of processed cocoa discourages the
development of a cocoa processing industry in Guinea. Although Guinea’s current export
portfolio is not limited by phytosanitary rules in the EU and United States, the growth of
future exports may be jeopardized because potential investors may avoid crops that may face
the associated high costs of compliance.

Other obstacles to trade include an inefficient and arbitrary legal and regulatory
framework.'*® Although producers are eligible for a value-added tax refund on exports, the
tax reportedly is seldom reimbursed.'®’ For example, there has been a recent surge in cotton
production, reflecting increased activity by one company, CGC, which has a legal monopoly
to gather seed cotton and distribute seeds. Delays by the government in repaying the value-
added tax credits to CGC for its exports of cotton fiber have threatened the company’s ability
to live up to its commitments to the cotton growers, and have discouraged farmers from
continuing to participate in cotton production, despite strong foreign demand for their high-
quality product.'®®

Regional conflict has severely hampered the development of regional trade.'® For example,
lack of security for the transport of rubber from harvesting areas in far eastern Guinea to
ports in Liberia or processing plants in Cte d’Ivoire has inhibited the development of the
emerging rubber industry in Guinea.'”

'“1F, Guinea: Diagnostic Trade Integration Study, p. 32.
1! Ibid., p. 31.
162 Tbid.
' U.S. Department of State telegram, “Host Country’s Trade and Investment Picture.”
' For additional information, see app. C.
' IF, Guinea: Diagnostic Trade Integration Study, p. 15.
' Ibid., p. v; and U.S. Department of State telegram, “Host Country’s Trade and Investment
Picture.”
"7 1F, Guinea: Diagnostic Trade Integration Study, p. 12.
18 Thid., p. 30.
1 Ibid. p. v.
™ Ibid., p. 30.
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Zambia'”!

Economic Overview

Zambia is a land-locked country in southern Africa bordered by Angola, Botswana,
Democratic Republic of the Congo, Malawi, Mozambique, Namibia, Tanzania, and
Zimbabwe. It has extensive natural resources, including minerals (e.g., copper, other metals,
and gemstones) and arable land. Zambia’s economic base is currently structured around
agriculture, manufacturing, mining, and tourism. Zambia’s GDP reached $4.3 billion in
2003, growing by between 2.2 percent and 5.1 percent each year during 1999-2003
(table ZM-1). This growth was driven by ongoing government reforms, continued
privatization (particularly in the copper industry), higher export earnings from an
increasingly diverse mix of nontraditional exports,'’* and higher levels of investment.

The services sector accounted for 56.9 percent of GDP in 2003; agriculture, forestry, and
fishing, 15.3 percent; manufacturing, 10.9 percent; and mining and quarrying, 7.8 percent
(figure ZM-1). Representing 36 percent of the services sector, wholesale and retail trade was
the largest component.!” As a result of increasing tourism, hotel- and restaurant-related
services was the fastest-growing component in 2003. The recent opening of two luxury
hotels in Zambia is expected to support further expansion of the sector.'”*

In the agricultural sector, subsistence crops include maize (corn), millet, sorghum, cassava,
and groundnuts (peanuts); cash crops include cotton, tobacco, sugar, vegetables, flowers, and
paprika.'” Tobacco output increased substantially during 1998-2003, from 3,706 metric tons
to 589,309 metric tons.

Coffee production increased more than fivefold during 1995-2004 to 6,500 metric tons.'’®
In 2003, 500 of the 570 coffee producers in Zambia were small-scale growers.'”” Zambia is

7! Prepared by Elizabeth Nesbitt, Office of Industries.

172 Zambia’s economy was traditionally based on copper mining and related exports. During the
past decade, however, in an effort to offset copper’s dominance of export earnings and fluctuations
in the world price of copper, the Zambian government has emphasized the development of a
diverse mix of nontraditional exports such as agricultural and horticultural products (including
tobacco and roses), gemstones, timber, cement, electricity, chemicals, pharmaceuticals, processed
food (including sugar), and textiles. “Overview of Zambian Economy,” The Embassy of the
Republic of Zambia, found at www.zambiaembassy. org/business. html, retrieved Feb. 6, 2005; and
“Non-Traditional Exports Earned the Country US$292.8 million between January and August
2004,” Business CustomWire, Nov. 15, 2005, found at http://web32.epnet.com/, retrieved
Feb. 3, 2005.

17 Economist Intelligence Unit (EIU), Zambia Country Profile, 2004, p. 31.

74 1bid., p. 51.

17 Ibid., p. 43.

176 “Coffee Production Increases by Over 500 percent,” Southern Africa Documentation and
Cooperation Centre, Mar. 9, 2005, found at www.sadocc.at/news/2005/2005-062.shtml, retrieved
Apr. 25, 2005.

177 “Coffee on the Boil,” News From Zambia, The Zambia Society Trust, July 17-

Aug. 23, 2004, found at www.zambiasocietytrust.org. uk/newsfromzambia/
newsfromzambia778.htm, retrieved Apr. 23, 2005.
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Table ZM-1
Zambia: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . . . ... .. 4,298.9
GDP growth (annual percent, based on local currency, 2003) . . .. .. ... ... .. ... i 5.1
GDP per capita growth (annual percent, based on local currency, 2003) .. ..........ciiiiiiieeiniiiia.. 35
Inflation, consumer prices (annual percent, 2002) . .. ... ... ... .. i 222
External debt, total (current USS$, millions, 2002) . . ... ... ... ... 5,969.0
Total debt service (percent of exports of goods and services, 2002) .. ............c.couuuiieieiinaeiaennnn. 271
Exports of goods and services (percent of GDP, 2003) . .. . ...ttt 111
Trade (percent of GDP, 2003) . ... .. ...t 72.4
Official exchange rate (local currency unit per US$, period average, 2003) .................c.ciuuiiinienn .. ) 4,733.3
Population, total (millions, 2003) . . . .. .. ... . 10.4
Population growth (annual percent, 2003) . . . ... ... e 15
Labor force, total (millions, 2003) . . . . . ... .. 4.5
Labor force participation rate, total (percent, 2002) . .. .. ... .. . . .. 42.2
Literacy rate, adult total (percent of people ages 15 and above, 2002) .. ..............ccoiiiuiinneennnn.n. 79.9
Primary school enroliment ratio, total (percent, 2000) .. .......... ... . . .. . . i 78.0
Secondary school enrollment ratio, total (percent, 2000) . . ......... ... . ... . . 240
Land use, arable land (percent of total, 2001) . ... ... ... ... . . i 71
Gross capital formation (percent of GDP, 2003) . .. ... ... i e 16.0
Gross fixed capital formation (percent of GDP, 2003) . ... .. ... ...t 14.7
Foreign direct investment, net inflows (percent of GDP, 2002) . . . . . . .o\ttt et e 5.3

" Most recent year for which data are available between 1999 and 2003.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure ZM-1
Zambia: Composition of GDP (2003)
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Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.
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also one of the more efficient sugar producers in the region.'”® The substantial rise in
agricultural sector productivity results from the emigration of many Zimbabwean farmers
to Zambia in recent years; effective government policies, including financial assistance
programs; good weather conditions; better access to agricultural inputs; increased private
investment; new agricultural technologies; and reinstatement of agricultural subsidies in
2001.'"°

Zambia has reserves of copper, cobalt, gemstones, aluminum, barium, calcium, chromium,
gold, iron ore, lead, manganese, nickel, tantalum, tin, uranium, and zinc. Annual growth rates
in the mining and quarrying sector in 2001 and 2002 reached 14 and 16 percent, respectively,
before slowing to 3 percent in 2003, reportedly because of lower production levels of copper,
cobalt, and coal. In 2004, the sector grew by 13 percent, reportedly as a result of higher
output of copper and coal combined with higher world prices for copper. Copper production
increased by nearly 40 percent during 1999-2003, largely as a result of the privatization of
the parastatal ZCCM, technological advancements, and increased sector investment.'®

Major products produced by the Zambian manufacturing sector include processed food,
beverages, tobacco, fabricated metal products, and textiles (primarily yarn and unfinished
fabrics). Growth in the sector in 2003 was driven by growth in numerous subsectors,
including basic metals, nonmetallic products, wood and wood products, and food, beverages,
and tobacco. Zambia also has several hydroelectric facilities, producing sufficient
hydroelectric power to supply its domestic needs and to export electricity to several regional
markets.'®!

'78 «“Central Bank of Kenya Publishes on the Sugar Sector,” Business CustomWire,

Dec. 29, 2004, found at Attp://web32.epnet.com/, retrieved Feb. 3, 2005; and Illovo Sugar, “About
Us,” found at www.illovo.co.za/about/groupprofile. htm, retrieved Apr. 19, 2005.

17 Blackwell Publishing,“Zambia: Famine to Feast?” Afiica Research Bulletin, Sept. 16-

Oct. 15,2004, p. 2; U.S. Agency for International Development (USAID), USAID/Zambia Annual
Report FY 2004, June 1, 2004, p. 7; “Nigeria Welcomes White Farmers,” Finance CustomWire,
Feb. 23, 2005, found at http://web26.epnet.com, retrieved Feb. 28, 2005; International Monetary
Fund (IMF), Zambia: Selected Issues and Statistical Appendix, July 2004, p. 7; “Budget Address
by the Hon. Ng’Andu P. Magande, MP, Minister of Finance and National Planning, Delivered to
the National Assembly on Friday , 28" January, 2005,” p. 10; “The Monthly,” the Zambian
Central Statistical Office, Apr. 2004, p. 2, found at www.zamstats.gov.zm/monthly/apr04.pdf,
retrieved Mar. 26, 2005; EIU, Zambia: Country Profile, p. 41; and Embassy of the Republic of
Zambia official, interview by USITC staff, Washington, DC, Feb. 14, 2005.

8% EIU, Zambia Country Profile, p. 22; “Zambia: Investment Opportunities in the Mining
Industry: Metals, Gemstones, Industrial Minerals, and Energy Resources,” found at
www.zambia-mining.com/economicright. html, retrieved Mar. 29, 2005; Bank of Zambia, Bank of
Zambia Statistics Fortnightly, Fortnight Ending Feb. 11, 2005 (2004 data), found at
www.boz.zm/Economics/Fortnightly/2005/number%201203/fortnight ending 11 February 2005.
htm, retrieved Mar. 1, 2005; IMF, Zambia: Selected Issues and Statistical Appendix, pp. 24 and 28
(1999-2003; cites Bank of Zambia’s statistics); “Budget Address by the Hon. Ng’Andu P.
Magande, MP,” p. 3; “Investment Policy in Zambia: Performance and Perceptions,” CUTS Centre
for Competition, Investment & Economic Regulation Discussion Paper, 2003, found at
www.cuts-international.org/CR _zamAB.pdf, retrieved Apr. 23, 2005; “The Monthly,” the Zambian
Central Statistical Office, Apr. 2004, p. 2, found at www.zamstats.gov.zm/monthly/apr04.pdf,
retrieved Mar. 26, 2005; and “The Monthly,” the Zambian Central Statistical Office, Feb. 2005,

p. 3, found at www.zamstats.gov.zm/monthly/feb05.pdf, retrieved Mar. 26, 2005.

181 «Zesco Reaps K30 billion from Power Export,” Zambia Daily Mail, found at

www.zamnet.zm, retrieved Feb. 16, 2005.
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Export Profile

Zambia’s exports totaled $700.0 million in 2003 (table ZM-2). Exports of copper and related
products—refined copper, copper alloys, copper mill products, and copper wire—accounted
for just over one-half of the total, or $367.2 million. Most of the remaining exports were
cobalt mattes and intermediate products, cotton and cotton yarn, tobacco, cane or beet sugar,
cut flowers, natural/cultured pearls and precious gemstones, edible vegetables and certain
roots, copper ores and concentrates, and coffee. Whereas the 9-year compound annual
growth rates (CAGR) for traditional metal exports such as copper declined significantly, the
CAGRs for many of the individual nontraditional exports increased by almost 15 percent or
more (table ZM-3).

The value of copper exports grew significantly during 2004 as a result of increased domestic
production and high international copper prices.'** Together, the value of nontraditional
exports in 2003, including electricity, surpassed that of copper exports, reaching
$415 million versus $368 million in 2002, an increase of 13 percent.'® The rising value of
nontraditional exports was attributed to an increase in Zambia’s EU sugar quota, enhanced
market access under the Common Market for Eastern and Southern Africa (COMESA),'*
the discovery of new deposits of gemstones, and increased tobacco planting.'®
Nontraditional exports accounted for almost 40 percent of total exports in 2003."* The share
of nontraditional exports accounted for by agricultural products increased to almost
30 percent in 2002 from almost 20 percent in 1995.

Data from the IMF and World Bank differ on which countries are Zambia’s most important
export markets. World Bank data (table ZM-4) report that Zambia’s major export markets
in 2003 were Saudi Arabia (19.3 percent of total Zambian exports), South Africa
(10.8 percent), Japan (9.8 percent), Thailand (7.5 percent), China (6.8 percent), and Korea
(6.6 percent). Copper products accounted for almost all of the Saudi imports. As cited by the
IMF, however, the country’s major export markets were the United Kingdom (27 percent),
South Africa (22 percent), Tanzania (14 percent), Switzerland (8 percent), and Democratic
Republic of Congo (4 percent).'®” Whereas the largest markets for Zambia’s nontraditional
exports during the past few years were South Africa, Democratic Republic of the Congo,
and the United Kingdom,'®® the value of Zambian nontraditional exports to markets such

182 «Zambian Economy Grows by 4.6 Percent in 2004,” Xinhua, Jan. 14, 2005, found at
http://web32.epnet.com, retrieved Feb. 3, 2005; “Rising Metal Prices Good for Zambia,” The
Times of Zambia, found at http://web32.epnet.com, retrieved Feb. 3, 2005; and U.S. & Foreign
Commercial Service (US&FCS), “Zambia Country Commercial Guide, Fiscal Year 2004,” found
at http://zambia.usembassy.gov/zambia/eguide. html, retrieved Feb. 9, 2005.

'8 The Export Board of Zambia, 2003 Exporter Audit Report, Executive Summary, p. 1.
However, according to U.S. Department of State telegram, “Zambia Information for USITC Study
on Export Opportunities and Barriers,” attachment entitled “Overview of Zambia’s Foreign Trade
Performance,” prepared by the Export Board of Zambia, the value of total nontraditional exports
was $432.2 million, an increase of 17 percent from 2002.

'8 For additional information on regional organizations, see app. C.

18 EIU, Zambia Country Profile, p. 53.

18 U.S. Department of State telegram, “Zambia Information for USITC Study,” attachments
entitled “Investment Trends in the Export-Oriented, Traditional and Non-Traditional, Export
Sector for the Past 5 Years,” p. 8, and “Overview of Zambia’s Foreign Trade Performance,” p. 1.

87 IMF, Direction of Trade Statistics Quarterly, Mar. 2005, pp. 389-390.

18 U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Investment Trends,” p. 4.
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Table ZM-2
Zambia: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)

2003 share  9-year

HS 2 Description 1994 1999 2003 of total CAGR
—— 1,000 dollars —— —— Percent

74 Copper and articles thereof. ................... 704,633.4 281,597.4 367,192.8 52.5 -7.0
81 Other base metals nesoi; cermets; articles

thereof ........ ... ...t 171,809.9 106,360.2 68,193.4 9.7 -9.8
52 Cotton, including yarns and woven fabrics

thereof. . ... .. .. 22,308.9 54,127.5 60,343.0 8.6 11.7
24 Tobacco and manufactured tobacco

substitutes . ....... ... ... .l 7,749.8 14,987.6 37,501.9 5.4 191
17 Sugars and sugar confectionery. ............... 6,124.4 5,279.8 26,459.3 3.8 17.7
06 Live trees and other plants; bulbs, roots and

the like; cut flowers and ornamental foliage . . . . . 4,186.0 18,395.7 19,538.1 2.8 18.7
71 Natural or cultured pearls, precious or

semiprecious stones, precious metals;
precious metal clad metals, articles

thereof; imitation jewelry; coin ............... 20,321.4 13,226.4 17,797.3 25 -1.5

07 Edible vegetables and certain roots and tubers .... 2,154.3 9,379.6 15,676.9 22 246
26 Ores,slagandash. .................cooion. 285.4 59,199.2 9,054.1 1.3 46.8
09 Coffee, tea, mate and spices. . ................. 3,652.9 9,225.4 8,928.9 1.3 10.4
Other ....... ..o 38,089.8 89.002.7 69.419.9 9.9 6.9

Total .....................o......... 981.316.2 660,781.4 700,005.7 100.0 -3.7

Note.—Although these figures represent WITS data, they deviate from other sources, possibly resulting from the similarity of country
codes for South Africa and Saudi Arabia.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
Table ZM-3

Zambia: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)

2003 share  9-year

HS 4 Description 1994 1999 2003 of total CAGR
—— 1,000 dollars Percent

7403 Refined copper and copper alloys (other than

master alloys of heading 7405), unwrought . .. ... 647,717.9 235,786.1  257,988.5 36.9 -9.7
7409 Copper plates, sheets and strip, over 0.15 mm

0.006in)thick . ............ ... .. ... 24,906.0 19,066.8 75,719.2 10.8 13.2
8105 Cobalt mattes and other intermediate products of

cobalt metallurgy; cobalt and articles thereof,

includingwasteandscrap ................... 171,628.5 106,360.2 68,193.4 9.7 -9.8
2401 Tobacco, unmanufactured (whether or not

threshed or similarly processed); tobacco

refuse ... 7,749.8 14,987.6 37,347.5 53 19.1
5201 Cotton, not carded orcombed .................. 4,781.7 23,147.8 34,922.2 5.0 247
1701 Cane or beet sugar and chemically pure sucrose,

insolidform .......... ... ... ... .. .. ... 5,885.8 5,246.1 25,725.9 3.7 17.8
5205 Cotton yarn (other than sewing thread), containing

85% (by wt.) or more cotton, not put up for

retailsale .......... ... .. ... ... ... 15,245.4 29,332.3 23,162.1 3.3 4.8
0603 Cut flowers and buds suitable for bouquets or

ornamental purposes, fresh, dried, dyed,

bleached, impregnated or otherwise prepared .... 4,088.9 18,353.5 19,526.2 2.8 19.0
7408 COPPErWIM® . . oottt et e et 14,773.8 13,942.4 19,195.0 27 3.0
7103 Precious and semiprecious stones (no diamonds),

not strung, mounted etc.; ungraded precious and
semiprecious stones (no diamonds) strung for

transport ............ .. 16,618.8 12,166.6 17,693.6 25 0.7
Other ... ... .. .. ... . 67.919.7 182,392.0  120,532.0 17.2 6.6
Total . ................................ 981.316.2 660.781.4  700.005.7 100.0 -3.7

Note.—Although these figures represent WITS data, they deviate from other sources, possibly resulting from the similarity of country
codes for South Africa and Saudi Arabia.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Table ZM-4

Zambia: Leading exports markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
—— 1,000 dollars Percent

SaudiArabia ... ............ .. ..... 116,804.8 41,791.6 134,855.6 19.3 1.6
South Africa ...................... 28,882.0 35,528.8 75,512.7 10.8 11.3
Japan ... 174,944.0 93,946.6 68,423.5 9.8 -9.9
Thailand ............. ... ... ..... 158,740.3 55,483.0 52,766.1 7.5 -11.5
China ........c.cviiiiiinaniann. 2,110.6 17,623.2 47,881.5 6.8 415
Korea, Rep. ..........ccovuiiinn.. 11,814.8 2,311.1 46,130.7 6.6 16.3
Egypt, ArabRep. .................. 40.1 227.9 34,796.0 5.0 1121
Belgium ............. ... ... @) 40,725.1 34,676.2 5.0 G
United Kingdom ................... 19,982.7 24,569.8 26,137.1 3.7 3.0
Netherlands ...................... 9,170.7 21,602.5 21,518.7 31 9.9
Other . ... 458,826.2 326,971.9 157.307.5 225 -11.2
Total .. ... 981,316.2 660,781.4 700,005.7 100.0 -3.7

" Not available.

2 Undefined.

Note.—Although these figures represent WITS data, they deviate from other sources, possibly resulting from the similarity of
country codes for South Africa and Saudi Arabia.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

as China is increasing. On a product basis, flower exports were exclusively marketed in the
Netherlands, the United Kingdom, and South Africa, and vegetable exports were primarily
shipped to the United Kingdom and South Africa.'®

Zambia has increasingly focused on regional exports during recent years, particularly
COMESA and Southern African Development Community (SADC) countries.'®® During
2001-03, the value of Zambia’s exports to COMESA and SADC countries combined was
higher than the value of its exports to the EU or Asia. In 2003, Zambia’s exports to its major
COMESA markets—Angola, Malawi, Namibia, Uganda, and Zimbabwe—increased largely
because of increased exports of energy products, sugar and related products, milled products,
cotton, and tobacco and related products. Exports to its major SADC markets—South Africa
and Zimbabwe-also increased in 2003, largely as a result of increased shipments of copper
and copper products, other metals, wood and wood products, and cotton.'"

Sectors with the Greatest Export Growth Potential

Potential export sectors/products identified by the Zambian government as having growth
potential include floriculture, horticulture, cotton, cotton yarn, tobacco, honey, leather

139 Industry association official, interview by USITC staff, Mar. 14, 2005.

1% For additional information on regional organizations, see app. C.

191 “Trade Within the Region—Zambia,” Business CustomWire, Oct. 11, 2004, found at
hittp://web32epnet.com, retrieved Feb. 3, 2004; U.S. Department of State telegram, “Zambia
Information for USITC Study,” attachment entitled “Investment Trends,” p. 4; and “The
Monthly,” the Zambian Central Statistical Office, Jan. 2004, p. 5, found at
www.zamstats.gov.zm/monthly/jan04. pdf, retrieved Mar. 26, 2005.
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products, gemstones, and high-value crops such as paprika.””® In addition, downstream
products of existing nontraditional exports offer export growth potential."”® Revealed
comparative advantage'** (RCA) analysis shows that Zambia has a high RCA index in each
of its top 10 export product groupings (appendix E, table E-37). Of these, copper wire;
cotton yarn; copper plates, sheet, and strip; and cobalt mattes registered the highest average
annual growth rates in world markets.

Cereal flours are a downstream product that offers potential. Zambia not only has a large
RCA index in cereal flours, but average annual growth in the world market for such products
during 2000-03 was almost 11 percent. Zambia also has high RCA indices in both cotton and
cotton yarn, and Zambia currently exports ginned cotton and cotton yarn to South Africa,
Mauritius, and Madagascar, which are major exporters of textiles and apparel to the United
States under AGOA."** The South African and Chinese markets have potential to purchase
more Zambian cotton given AGOA-driven demand for South African apparel and China’s
growing consumption of cotton.'*® The Chinese market for cotton has been expanding in line
with China’s increased exports of textiles and apparel to major world markets such as the
United States and Europe following the end of quotas in 2005.""’

Certain agricultural and animal products have been identified as having export growth
potential. In the floricultural sector, although export earnings decreased during 2002-03,
investments made in 2003 are expected to increase export earnings.'*® For example, exports
of cut roses and beans to the United States under AGOA are expected to increase once
phytosanitary standards are met.'”” Increased maize exports to the region have also been
identified as an export growth opportunity.?®

12 Industry association officials, interview by USITC staff, Lusaka, Zambia, Mar. 14, 2005;
and U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Overview of Zambia’s Foreign Trade Performance,” p. 7.

13 Ibid., p. 1.

19 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

' Embassy of the Republic of Zambia official, interview by USITC staff, Washington, DC,
Feb. 14, 2005.

19 Government official, interview by USITC staff, Lusaka, Zambia, Mar. 18, 2005.

"7 Embassy of the Republic of Zambia official, interview by USITC staff, Washington, DC,
Feb. 14, 2005; “While Probably Surging in Volume Terms, China's Textile and Apparel Exports
up 14% in January,” EmergingTextiles.com, Feb. 17, 2005, found at
www.emergingtextiles.com/?q=art&s=050217-mark&r=free, retrieved Apr. 19, 2005; and
“Textile Trade Faces Restrictions,” China Apparel, Apr. 7, 2005, found at
www.efu.com.cn/eng/onllinesales/promotion/allround/2005-4-7/8143. htm, retrieved Apr. 19, 2005.
For additional information on the Multifiber Arrangement and the end of textile and apparel quotas
in 2005, see app. C.

1% U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Overview of Zambia’s Foreign Trade Performance,” p. 8.

' Michael L. Humphrey and Didier de Senneville, Cargill Technical Services for USAID,
“Constraints and Opportunities for Improved Trade and Investment between African and U.S.
Companies in Selected Countries (Ghana, Lesotho, Senegal, South Africa, Uganda, Zambia),”
African Trade and Investment Policy Project, Sept. 2002, p. 16; and Embassy of the Republic of
Zambia official, interview by USITC staff, Washington, DC, Feb. 14, 2005.

2% Blackwell Publishing, “Zambia: Famine to Feast?” p. 2.
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Leather and leather products are potential exports for Zambia, particularly downstream
products.”®' The Zambian government has banned the export of raw hides in an effort to
increase domestic processing of the hides into downstream leather products. The government
also identified export potential for honey, a traditional product of Zambia. Export-oriented
production of honey is projected to increase almost sevenfold to about 2,000 metric tons
annually. The EU is considered an expanding market for Zambian honey exports, given
increasing EU demand for natural sweeteners and the fact that Zambian honey already meets
EU standards. Other markets for expanded honey exports include Australia, Canada, the Far
East, and the Middle East.*” Coffee, particularly specialty coffee, also has export potential.
The government recently enacted legislation restricting the types of coffee that can be grown
in Zambia to encourage the development of specialty coffees intended for export.>”

Based on the impact of increased copper prices in 2004, continued high international metal
prices through 2008 would be expected to support the growing upward trend in copper
exports. Increased copper and cobalt production expected during the next few years as the
result of technological advances and the start up of two new mines will likely result in
increased exports.”** Additional sector development may also be possible for minerals such
as niobium, tantalum, vanadium, and zirconium. For example, Pinnacle Resources, Inc.
identified Zambia as a possible source of tantalite ore feedstock for its tantalum pentoxide
production in South Africa.*® Export growth in tantalite and niobium ores is anticipated as
aresult of rising international prices for these products.**

Zambia’s exports of electricity were estimated at approximately $6 million during August
2003-August 2004.%” Once the country’s electricity grid is connected to electricity grids in
Tanzania and Kenya in 2006, Zambia is expected to begin exporting electricity to those
countries with plans to increase the level exported when the transmission project is
completed in 2012.%® Additional hydroelectricity exports are expected with the completion

21 U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Overview of Zambia’s Foreign Trade Performance,” p. 10.

22J.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Overview of Zambia’s Foreign Trade Performance,” p. 14; and industry official,
interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005.

203 Industry official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005; and industry
association officials, interview by USITC staff, Lusaka, Zambia, Mar. 14, 2005.

%4 Industry association officials and government officials, interviews by USITC staff, Lusaka,
Zambia, Mar. 14, 2005; “Rising Metal Prices Good for Zambia,” The Times of Zambia, found at
http://web32.epnet.com, retrieved Feb. 3, 2005; and IMF, Zambia: Selected Issues and Statistical
Appendix, p. 7.

25 pinnacle Resources, Inc., “Tantalum Project,” found at www.pnrr.net/tant_proj. himl,
retrieved Mar. 25, 2005.

206 Mr. Philip Mobbs, Country Specialist, U.S. Geological Survey, telephone interview by
USITC staff, Mar. 25, 2005.

27 «Zesco Reaps K30 billion from Power Export.”

298 Funding for the $300-million initiative will be provided by several organizations including a
strategic alliance formed by two Zambian companies (private-sector Copperbelt Energy Company
and the Zambian national power company Zesco), the World Bank, the Tanzanian government,
and the Kenyan government. Copperbelt Energy Company, considered an example of a “major
investment in Zambia,” is an electricity distribution company owned by Cinergy of Ohio, National
Grid of the UK, and the Government of Zambia. U.S. Department of State telegram, “2005
Investment Climate Statement—Zambia,” message reference No. 250356, prepared by
U.S. Embassy, Lusaka, Jan. 11, 2005.
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of a transmission line in 2005 connecting the Zambian and Namibian electricity grids**” and

pending the successful conclusion of ongoing discussions regarding potential exports of
power to Rwanda.?'’ Increased exports are also possible once new power generating capacity
is brought onstream as a result of China’s $600-million power generation project with
Zambia at the Kafue Gorge,”"' and the recent memorandum of understanding between
Zambia and Farab International of Iran to build a new hydropower facility on the Kafue
River.*'?

The government also identified numerous countries as possible or expanded export
markets,”” including the United States, for agricultural products, handicrafts, semiprecious
stones, and timber/logs. Consistent with this expectation, pest-risk assessments have been
conducted on agricultural products intended for export to the United States to meet sanitary
and phytosanitary (SPS) regulations. Australia and New Zealand were also identified as
markets for Zambian exports, particularly vegetables.” The EU and Russia are also potential
markets for increased exports given the EU’s Export Development Program,®'* which offers
technical and financial assistance to promising export sectors,”’® and Russia’s recent
implementation of a “preferential trade regime” for imports from developing
countries.’'’Asia, a relatively new market for Zambian exports, also holds potential.*'* Japan

29 EIU, Zambia Country Profile, p. 71; and “Zambia, Namibia Power Project to Start Soon,”
The Times of Zambia, Sept. 9, 2004, found at www.queensu.ca/msp/pages/In_The News/2004/
September/Zam-Zim. htm, retrieved May 3, 2005.

219 Regional organization official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005.

21 «7Zesco Reaps K30 billion from Power Export;” and “Zesco Signs $600m Deal with Chinese
Firm,” The Times of Zambia, Dec. 16, 2003-Dec. 26, 2003, found at www.zamnet.zm/newsys/news/
viewnews.cgi?category=3&id=1070868663, retrieved Feb. 16, 2005.

212 “power Point,” World Report International Ltd., found at www.worldreport-ind.com/zambia/
energy.htm, retrieved Mar. 27, 2005; and “Zambia, Iran Sign Accord on Power Plant,” China
View, Sept. 14, 2004, found at http://news.xinhuanet.com/english/2004-09/14/
content_1980996.htm, retrieved Mar. 17, 2005.

213 Regional markets assessed by the Zambian government in regard to potential exports include
Democratic Republic of Congo, Angola, Malawi, Uganda, and Kenya. Zambian officials,
interested in expanding their gemstones markets, also recently attended trade fairs in the United
States, India, China, and Hong Kong. Zambia currently markets gemstones in India, Mauritius,
and South Africa. Government official, interview by USITC staff, Lusaka, Zambia, Mar. 18, 2005;
and regional organization official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005.

24 Embassy of the Republic of Zambia official, interview by USITC staff, Washington, DC,
Feb. 14, 2005; regional organization official, interview by USITC staff, Lusaka, Zambia,

Mar. 15, 2005; USAID, USAID/Zambia Annual Report FY 2004, June 1, 2004, p. 7; and
U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment entitled
“Overview of Zambia’s Foreign Trade Performance,” p. 8.

25 U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Investment Trends,” p. 10; Nathan Associates, Inc., supported by USAID, “Zambia
Export Opportunities and Barriers African Growth and Opportunity Act,” Zambia Trade and
Investment Enhancement Project, Feb. 2005, p. 8; and “Euro 4.7 million Set Aside for Export
Push,” The Times of Zambia, undated, found at www.zamnet.zm, retrieved Feb. 16, 2005. The EDP
provides assistance to the coffee, tobacco, textiles, horticultural, floricultural, leather, wood, and
organic products sectors.

216 Government official, interview by USITC staff, Mar. 18, 2005.

217 “Russian Federation Sets Up Duty Free Mechanism for Imports From Africa,” Finance
CustomWire, Dec. 1, 2004, found at http://web32.epnet.com/, retrieved Feb. 3, 2005. The article
states that Russia’s embassy press attache, Igor Limanskiy, “reiterated” that Russia is interested in
enhancing its business relations with Zambia. According to a representative of the Embassy of
Zambia in Washington, DC, the idea of a Russian debt-for-equity swap has been considered for
many years and has been encouraged under both the Paris Club and economic reforms of the
World Bank and the IMF. It was stated, however, that such investment swaps have not proliferated
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is an expanding market for numerous exports, including agricultural products (assuming
phytosanitary standards are met), largely as a result of its reduction and elimination of duties
in 2003 on numerous products imported from Zambia.”’® Zambia’s exports to China are
likely to increase because of diversified Chinese investment in Zambia, China’s recent
elimination of duty rates on imports of nontraditional products from Zambia, and China’s
development of stronger ties with African countries to expand its resource base.””® For
example, China Non-Ferrous Metals Industries Foreign Engineering and Construction Group
bought Zambia’s Chambishi copper mine in 1998 and is adding additional processing
capability at the facility.**' The company shipped its first exports of copper concentrate to
a company in South Africa in March 2003.?*> Moreover, China is said to be increasing its
consumption and imports of copper and cobalt and will likely be an expanding market for
Zambia’s exports of these products.

Domestic and International Barriers

Domestic export impediments include a high inflation rate, high production and transport
costs, the high cost of capital, insufficient technical knowledge, high energy costs, and low
production capacity.”” Additional technical training and assistance, as well as increased
private-sector participation, were also cited as necessary in order to expand Zambia’s export
sector.” Overall, Zambia’s business environment indicators are better than regional
averages (table ZM-5). However, the average tariff rate of 14 percent on all goods, while
lower than some other sub-Saharan African countries, increases the cost of production and
decreases the competitiveness of potential exports. Zambia’s economic freedom score is on
par with the regional average (table ZM-6).

among other countries owed money by Zambia. Embassy of the Republic of Zambia official,
interview by USITC staff, Washington, DC, Feb. 14, 2005

218 Regional organization official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005.

219 «“Export Board Challenges Industries,” The Times of Zambia, June 19, 2003-June 27, 2003,
found at www.times.co.zm/news/viewnews.cgi?category=12&id=1056048664, retrieved
Mar. 27, 2005.

20 Karby Leggett, “China Flexes Economic Muscle Throughout Burgeoning Africa,” The Wall
Street Journal, Mar. 29, 2005, p. 1.

21 1bid.; and “Zambia's Chambishi Copper Output Seen Rising,” Creamer Media’s Engineering
News Online, Mar. 11, 2005, found at www.engineeringnews.co.za/eng/
utilities/search/?show=64224, retrieved Mar. 30, 2005.

22 «“Chinese Copper Company in Zambia Starts Operation,” People’s Daily Online,

Mar. 13, 2003, found at Attp.//english.people.com.cn/200303/13/eng20030313 113217 .shiml,
retrieved Mar. 30, 2005.

*2 Sources of the cited constraints include U.S. Department of State telegram, “Zambia
Information for USITC Study,” attachment entitled “Overview of Zambia’s Foreign Trade
Performance,” p. 15; Nathan Associates, “Zambia Export Opportunities,” p. 14; international
financial assistance organization officials, interview by USITC staff, Lusaka, Zambia,

Mar. 14, 2005; industry official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005;
industry association official, interview by USITC staff, Lusaka, Zambia, Mar. 14, 2005; industry
association officials, interview by USITC staff, Lusaka, Zambia, Mar. 14, 2005; regional
organization official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005; and “SMEs
Hailed for GDP Attainment,” Business CustomWire, found at http.//web32.epnet.com, retrieved
Feb. 3, 2005.

224 U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Overview of Zambia’s Foreign Trade Performance,” p. 18.
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Table ZM-5
Zambia: Business environment

Regional OECD
Zambia average average
Closing a business: Cost (percentofestate) . ............ ... ... ... ... ...... 8.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 194 171 721
Closing a business: Time (years) ...............u . 27 3.6 1.7
Getting credit: Cost to create collateral (percent of income per capita) ............ 19.2 41.8 52
Getting credit: CreditinformationIndex ............. ... ... ... ... .. ... .. .... 0.0 21 5.0
Getting credit: Legalrightsindex ......... ... ... . i 6.0 46 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . . ............ 0.0 394 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) .. ....... 0.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) . .......... ... ... .. ... .. ... ... 28.7 43.0 10.8
Enforcing contracts: Number of procedures . ........... ... .. ... ... ... ..... 16.0 35.0 19.0
Enforcing contracts: Time (days) . ... 274.0 434.0 229.0
Registering a property: Number of procedures ............. ... ... ... ... ..... 6.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 9.2 13.2 49
Registering a property: Time (days) . ....... ...t 70.0 114.0 34.0
Starting a business: Numberofprocedures ................................. 6.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 22.8 2252 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 27 2541 441
Starting a business: Time (days) . .. ... 35.0 63.0 25.0
Employment: Difficulty of firingindex . ....... .. ... ... ... .. . ... 40.0 50.6 26.8
Employment: Difficulty of hiringindex .............. ... ... . ... ... ... 0.0 53.2 26.2
Employment: Firingcosts (weeks) . ......... ... ... . .. . . 47.0 59.5 40.4
Employment: Rigidity of employmentindex . .............. ... .. ... ... ........ 27.0 56.0 34.4
. Rigidi i 400 4.2 500
Import tariffs Simple average of ad valorem duties
(Zambia, applied rate, 2003)
AllLGOOAS . . . oot e 14.0
Agricultural goods . . ... ... 18.8
Nonagricultural goodS . . . ... ... ... 13.2

" Not available.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http:/rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http:/stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table ZM-6

Zambia: Economic freedom
Regional OECD
Zambia average' average
—— Heritage Foundation indicators ——
1995 Overall SCOTe . .. .. oot 3.2 3.6 25
2000 Overall SCOTE . .. oo ittt e e 29 37 2.2
2005 OVErall SCOTE . .. ..ottt e e e e e 3.4 34 22
Trade policy SCOre . .. ... i e 3.0 3.9 2.2
Fiscal burden of governmentscore ............................. 4.0 3.9 3.6
Government intervention in the economy score ... ................. 2.0 2.6 2.5
Monetary policy score . ... ... ... 50 24 1.5
Capital flows and foreign investmentscore ....................... 3.0 3.2 2.0
Banking and financescore . ........ ... .. L i 3.0 32 1.9
Wages and priCeS SCOTE . . . .. .. iut it ittt 3.0 2.8 21
Propertyrights score . .......... ... .. ... . . i 3.0 3.7 16
Regulationscore ............ .. ... ... ... ... i 4.0 3.7 27
Informal market activityscore . . .......... ... .. ... . L ... 4.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www. heritage.org, retrieved
Feb. 11, 2005.
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Zambia’s competitiveness in international markets is reduced by transport costs, which often
equal as much as 60-70 percent of production costs.””* Higher domestic and international
transport costs are attributed not only to the country being land locked but also to
“inefficiencies and structural weaknesses in the transport network.””*® The main modes of
transport in Zambia are road, railroad, and air transport,”*’ with most products transported
via road.”® Just under one-quarter of roads were paved in 2001 (table ZM-7); an expanded
and improved network of highways would allow better and less expensive market access for
farmers in times of large harvests,” and could also link newer areas of development.”*°

Table ZM-7
Zambia: Infrastructure-related indicators

MRY'
Roads, total network (km, 2007) . . ... ..ot 91,440.0
Roads, paved (percent of total roads, 2001) . ... ... ... ... 22.0
Transport services (percent of service exports, BoP, 2000) . ... ........ ... . it 37.2
Transport services (percent of service imports, BoP, 2000) ... ......... ... iitiiiieiiiiii i 65.3
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .. ...t 21.2
Internet users (per 1,000 people, 2002) . . . ... .. ... 49
Mobile phones (per 1,000 people, 2002) . ... ... ... .. i e 13.0
Telephone mainlines (per 1,000 people, 2002) . ... ...... ... .. . . ittt 8.2
Electric power transmission and distribution losses (percent of output, 2007) ... ....... ... .. ... ... ........ 2.9
Energy imports, net (percent of commercial energy use, 2001) . . . . . . .. 5.8

" Most recent year for which data are available between 1999 and 2003.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

Zambia exports through ports in South Aftica, Tanzania, Mozambique, and Angola.”' The
need to utilize other countries’ ports can result in higher transport costs. Moreover, regional
conflicts in several neighboring countries have had a negative effect on Zambia’s trade
flows.?* Zambia recently joined with Malawi, Mozambique, and Tanzania to launch the
Mtwara Development Corridor, a $2.6-billion project to generate production and trade levels
valued at approximately $2.4 billion annually, and to develop the transportation structure in
the four countries.””’ Zambia also recently announced plans to upgrade the infrastructure in

225 Regional organization official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005;
and “Investment Policy in Zambia: Performance and Perceptions.”

28 EIU, Zambia Country Profile, p. 23.

227 “The Monthly,” the Zambian Central Statistical Office, Mar. 2004, found at
www.zamstats.gov.zm/monthly/mar04.pdyf, retrieved Mar. 26, 2005.

228 7 ambia-European Community, Country Strategy Paper and Indicative Programme for the
Period 2001-2007, 2001, annex, p. 20.

2 Embassy of the Republic of Zambia official, interview by USITC staff, Washington, DC,
Feb. 14, 2005; Charles Krakoff, The Services Group (TSG) for USAID, “Key Potential Export
Markets and the Market Access Barriers Facing Southern African Exporters,” Nov. 2003, p. 69;
and Nathan Associates, “Zambia Export Opportunities,” p. 15.

20 Embassy of the Republic of Zambia official, interview by USITC staff, Washington, DC,
Feb. 14, 2005.

Z! Ibid.; and EIU, Zambia Country Profile, p. 23.

B2IMF, Zambia: Selected Issues and Statistical Appendix, p. 20. In addition to shipping
constraints through countries undergoing regional conflicts, the report also cites several related
economic factors accruing from such conflicts that affected Zambia.

B3 S, African Countries to Launch Ambitious Development Corridor,” Xinhua, Dec. 14, 2005,
found at http://web32.epnet.com, retrieved Feb. 3, 2005.
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the Lobito Corridor (Angola), an important channel for Zambia’s exports.”** High production
costs related to infrastructure also include costs for telecommunications and utilities.”* In
2002, for every 1,000 people, there were only 8.2 telephone mainlines, 13 mobile phones,
and 4.9 Internet users.

Constraints to agricultural export growth include the country’s limited irrigation
infrastructure, deteriorating storage facilities,” and lack of technical capacity to comply
with SPS and pest-risk assessment regulations in the United States.”>” Constraints affecting
the floricultural market include issues related to air freight, including inadequate service and
high costs; high cost of capital; and the introduction of tighter phytosanitary standards in the
EU.238

Impediments to export development and diversification in the manufacturing sector include
insufficient development/investment capital, a lack of training in new technologies and
specialized skills, and inadequate equipment and personnel.”*® The tax burden, particularly
on small firms, is reportedly significant.”*® The textile and apparel industry in Zambia**' is
likely to face increased competition in the U.S. market from other world textile producers
as aresult of the end of quotas in 2005.%** Constraints affecting manufacturing include high
transportation costs, high equipment and operating costs, and outdated equipment.**

Constraints related to potential expansion of the mining sector, particularly tantalite deposits,
include the ability of miners to market their product given the artisanal nature of much of the
mining and concerns by some transporters and importing countries about radioactivity in
exported tantalite.**

4 <L obito Corridor Key to Zambia’s Exports,” The Times of Zambia, Oct. 7, 2004, found at
http://web32.epnet.com , retrieved Feb. 3, 2005.

5 U.S. Department of State telegram, “Zambia Information for USITC Study,” attachment
entitled “Investment Trends,” p. 6.

3¢ Blackwell Publishing, “Zambia: Famine to Feast?” p. 2.

37 African Coalition for Trade, Inc., official, interview by USITC staff, Washington, DC,
Feb. 15, 2005; Embassy of the Republic of Zambia official, interview by USITC staff,
Washington, DC, Feb. 14, 2005; and Humphrey and de Senneville, “Constraints and
Opportunities,” p. 13.

8 Nathan Associates, “Zambia Export Opportunities,” pp. 14-15; and U.S. Department of State
telegram, “Zambia Information for USITC Study,” attachment entitled “Overview of Zambia’s
Foreign Trade Performance,” p. 8.

9 Nathan Associates, “Zambia Export Opportunities,” p. 16.

240 «“Quality Products Key to AGOA Market, SMEs Told,” Business CustomWire,

Jan. 10, 2005, found at http.//web32.epnet.com, retrieved Feb. 3, 2005.

! The Zambian textile industry reportedly declined as a result of privatization in the sector.
The import of second-hand clothes also reportedly had a negative effect on the industry in that it
reportedly limited investment in the sector. Industry association officials, interview by USITC
staff, Lusaka, Zambia, Mar. 14, 2005; and regional organization official, interview by USITC
staff, Lusaka, Zambia, Mar. 15, 2005.

2 Nathan Associates, “Zambia Export Opportunities,” p. 14.

3 Humphrey and de Senneville, “Constraints and Opportunities,” pp. 9-11; and Nathan
Associates, “Zambia Export Opportunities,” p. 14.

4 “Developments In the Tantalum Market,” presented by Judy Wickens, Secretary General of
the Tantalum-Niobium International Study Center, at Minor Metals 2004, found at
www.tanb.org/publications/minor_metals 2004.ppt, retrieved Mar. 28, 2005; Mr. R. A.
Hildebrand, Chief Financial Officer and Chief Mining Engineer, Pinnacle Resources Inc.,
telephone interview by USITC staff, Mar. 28, 2005; and Pinnacle Resources Inc., “Pinnacle
Negotiates Tantalite Supply,” press release, found at www. pnrr.net/feb14. html, retrieved
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Tariff barriers were also identified as impediments to Zambia’s exports. Such barriers
include duties assessed by regional markets and tariffs in potential markets. Nontariff trade
barriers include rules of origin, quotas and safeguards, production subsidies in developed
countries, product certification requirements, and standards related to packaging and
labeling.>**

Mar. 25, 2005.

5 The information presented regarding tariff and nontariff barriers was drawn from numerous
sources including U.S. Department of State telegram, “Zambia Information for USITC Study,”
attachments entitled “Investment Trends,” p. 6, and “Overview of Zambia’s Foreign Trade
Performance,” p. 19; Embassy of the Republic of Zambia official, interview by USITC staff,
Washington, DC, Feb. 14, 2005; Humphrey and de Senneville, “Constraints and Opportunities,”
p. 16; Krakoff, “Key Potential Export Markets,” p. 2; government official, interview by USITC
staff, Lusaka, Zambia, Mar. 18, 2005; and industry association official, interview by USITC staff,
Lusaka, Zambia, Mar. 14, 2005. The Krakoff report also cites bilateral agreements entered into by
the United States and the EU with various partner countries as a potential constraint to exports
from nonpartner countries such as Zambia.
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CHAPTER 4
Moderately Mineral-Exporting Countries:
Mozambique, Niger, Rwanda, Sierra Leone,

and So

uth Africa

The countries included in this chapter have exhibited a significant share of mineral
and metal products in their exports, but their exports are more diversified than the
countries described in chapter 3 (table 4-1). Characteristic mining products include
aluminum (Mozambique); uranium (Niger); tin and other nonferrous metals
(Rwanda); diamonds (Sierra Leone); and platinum-group metals, coal, diamonds,
gold, ferroalloys, and aluminum (South Africa). Mozambique and South Africa also
export electricity. A summary of findings for each of the five countries with respect
to potential export growth sectors and domestic and international barriers is provided
below.

Table 4-1
Mozambique, Niger, Rwanda, Sierra Leone, and South Africa, 1999-2003 average share of total exports, by sector

Sierra South
Sectors Mozambique Niger Rwanda Leone Africa

Shares of total exports, 1999-2003 (percent) ———

Fishandrelated products ... ..................... 15.8 0.2 " 1.9 1.6
Coffee, tea,and spices . . ...t 0.2 0.2 314 1.8 0.3
(07 ol - " 0.2 " 25 0.1
Otheragriculture .. ............. .. ... ... .. .... 13.7 58 3.0 10.3 31.2
Forest-basedproducts .......................... 4.4 1.0 0.5 27 4.7
Minerals, metals, and metal products .. ............. 51.4 371 294 34.0 47.7
Fuels and electricalenergy . .. ....... ... ... .. .... 6.4 45.7 325 0.6 9.5
Textilesandfibers ............ ... ... .. .. ... .... 42 2.8 0.5 0.6 14
Apparel and related articles . ..................... 0.6 0.3 0.2 27 1.3
Other manufactures . ........................... 3.3 6.6 2.4 47.4 232

' Average share of less than 0.05 percent during 1999-2003.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Mozambique

In the near term, Mozambique’s primary exports will likely continue to be concentrated in
the mining and minerals sectors, including aluminum and related downstream metal
products. Export potential exists for coal, natural gas, and other related energy and electricity
exports, and there is also potential for growth in Mozambique’s more traditional export
products, including prawns, cashew nuts, copra, sugar, a range of horticultural and
floricultural products, and wood products. Domestic barriers to increased exports include
complex regulatory and bureaucratic barriers; restrictive labor policies; lack of standards,
quality, accreditation, and metrology capacity; and supply-side factors such as inadequate
infrastructure and the need for extensive capital upgrades at existing facilities. International
barriers to increased exports mostly involve high quality and standards requirements in
developed countries. Mozambique’s agricultural sector exports will also be affected by
ongoing reforms in developed-country agricultural markets.
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Niger

Although uranium accounts for two-thirds of Niger’s exports, more than 80 percent of the
workforce is employed in the agricultural sector. A number of products such as gold,
phosphate, and petroleum have export potential. However, Niger’s poor transportation and
communications infrastructure, its land-locked position, and its relatively unskilled
workforce severely restrict this potential. In addition, the inability to meet sanitary and
phytosanitary standards has been cited as an international impediment to export growth.

Rwanda

Rwanda has a comparative advantage in coffee, tin, and coltan, and export growth will likely
continue to center on these products. In addition, textiles and apparel, downstream chemical
products, dried fruit, frozen fish, and tourism may offer additional export potential. To
dramatically improve export performance by raising productivity and lowering costs,
Rwanda needs to overcome inefficiencies in transportation and utilities, particularly in
electricity and water. Overcoming these constraints is necessary before the agricultural and
mining export sectors can begin to adopt new technology and increase productivity. Access
to financial credit is a requisite to increasing large-scale agricultural production and
expanding into downstream products. Other barriers and impediments to export growth
include regional instability, lack of technical capacity to meet foreign market standards, and
a generally nonconducive business environment.

Sierra Leone

Products of Sierra Leone with the greatest export potential include diamonds, rutile, iron ore,
jewelry, and a variety of cash crops including cocoa beans and other crops not currently
grown. Goods that will be assembled in the future export processing zone, and tourism
services that will be offered at an associated hotel, also have potential to generate export
revenues. With much of the country destroyed by civil war, the leading barriers to export
development are inadequate infrastructure (roads, electricity, and communications),
inadequate schools and government institutions, and concerns regarding the rule of law.
Regional instability continues to be an international impediment to export growth.

South Africa

The economic sectors with the greatest potential for growth in export sales are agriculture
and agroprocessing, manufacturing (particularly motor vehicles, engines, and parts),
minerals and metals, and services (particularly information and communication technologies,
business process outsourcing, tourism, and feature and commercial film production).
Domestic impediments to increased exports in these sectors include the small scale of
production capacity; labor and immigration policies; inadequate transportation infrastructure;
exchange rate volatility; lack of standards, quality assurance, and metrology capacity; and
export control and licensing requirements. International impediments to increased exports
include standards, tariffs, customs procedures, agricultural support programs in developed
and middle-income countries, and bans on the importation of certain products in certain
markets.
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Mozambique'

Economic Overview

Mozambique’s GDP was $4.3 billion in 2003. It is one of the fastest-growing economies in
sub-Saharan Africa (SSA). In 2003, the annual GDP growth rate was 7.0 percent and GDP
per capita grew by 5.0 percent (table MZ-1). Mozambique’s government has initiated many
far-reaching structural reforms since the 1990s in an attempt to encourage private-sector
activity and investment. These reforms have contributed to relatively stable exchange rates
and low inflation rates, increased foreign direct investment (FDI) and exports, and GDP
growth. Mozambique has also initiated steps to create industrial free trade zones to
encourage private-sector investment in areas with development potential.

In 2003, 42.8 percent of GDP was accounted for by services (figure MZ-1), composed of
retail, transportation and communications, construction, and tourism. Manufacturing and
other industry accounted for 31.1 percent of GDP, and agriculture, fishing, and forestry
accounted for the remaining 26.1 percent. Trade represents over 60 percent of Mozambique’s
annual GDP.

Mozambique has abundant mineral and energy resources, but these sectors are not well
developed. The country’s leading large-scale projects are in aluminum smelting, heavy sands
mining, and natural gas development. Mozal,” an aluminum smelter, and Sasol,’ a natural-gas
pipeline, are estimated to contribute 1 to 2 percent of Mozambique’s annual economic
growth and are credited with a reduction in Mozambique’s trade deficit. Energy and
electricity production is another important sector, given Mozambique’s abundant reserves
of coal and natural gas.

Mozambique remains a mostly agriculture-based economy; more than 80 percent of
Mozambique’s population is employed primarily in subsistence agriculture.’ Principal
agricultural products include cashew nuts (both processed kernels and unprocessed nuts),
coconut and copra, sugar, cotton, citrus fruits, teas, beans, rice, spices and seasonings

! Prepared by Renee Johnson, Office of Industries.

2 Mozal (Mozambique Aluminum Smelter) is financed by a four-country consortium (Australia,
Japan, Mozambique, and South Africa) and has made Mozambique one of the world’s top
aluminum producers, significantly altering its export profile. The smelter plant imports bauxite
from Australia, smelts it, and exports aluminum ingots. Economist Intelligence Unit (EIU),
Mozambique Country Profile, 2004, p. 45.

3 The Sasol pipeline is being developed ($600 million investment) by Sasol, a South African
energy company, and the Governments of Mozambique and South Africa, to transport natural gas
within the region. Construction was completed in early 2004, but production is not expected to
reach full capacity until 2008. Ibid., p. 35.

* U.S. Department of State telegram, “July Monthly Economic Wrap-up: Mozambique,”
message reference No. 01091, prepared by U.S. Embassy, Maputo, Aug. 13, 2004.

’ World Resources Institute, “Food and Agriculture-Mozambique,” found at
http://earthtrends.wri.org, retrieved Feb. 8§, 2005.
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Table MZ-1
Mozambique: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . .. ... 4,320.4
GDP growth (annual percent, based on local currency, 2003) . . .. ...ttt 7.0
GDP per capita growth (annual percent, based on local currency, 2003) .. .............uiiiaiieanan... 5.0
Inflation, consumer prices (@nnual percent, 2003) . . . ... ... ... e 134
External debt, total (current US$, millions, 2002) . . . . ... ... .. ... . . . e 4,609.3
Total debt service (percent of exports of goods and services, 2002) . . . ............uuiiiiaiaaiaan... 6.1
Exports of goods and services (percent of GDP, 2003) . ... ...ttt 235
Trade (percent of GDP, 2002) . .. ... ...ttt e e e e 61.7
Official exchange rate (local currency unit per US$, period average, 2003) . .............coiieeiiiinnannnn. 23,782.3
Population, total (millions, 2003) . . .. ... . 18.8
Population growth (annual percent, 2003) . . . ... ... e 19
Labor force, total (millions, 2003) . . . . .. ... 9.8
Labor force participation rate, total (percent, 2002) ... ....... .. ... . . . . . 52.3
Literacy rate, adult total (percent of people ages 15and above, 2002) . ......... ... ..o iiiiiiiiinnainn... 46.5
Primary school enrollment ratio, total (percent, 2000) ... ... ... .. . . .. i 92.0
Secondary school enroliment ratio, total (percent, 2000) . .. ...... ... .. .. . ... . . .. 12.0
Land use, arable land (percent of total, 2001) . ... ... ... . .. . e 5.1
Gross capital formation (percent of GDP, 2003) . .. ... .. i it 451
Gross fixed capital formation (percent of GDP, 2002) . . ............ .ttt 447
Foreign direct investment, net inflows (percent of GDP, 2002) .. ... .......... ... ' 11.3

" Most recent year for which data are available between 1999 and 2003.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http./devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005; and
African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure MZ-1
Mozambique: Composition of GDP (2003)

$4.3 billion

Services
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Agric., fishing & forestry

26.1% Other industry
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Manufacturing (industry)
15.5%

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.



(safflower and paprika), peanuts, wheat, and edible oils (sunflower, sesame, and soybean).®
Its agricultural base also includes a wide range of horticulture products, including baby
vegetables (carrots and corn), melons, specialty and tropical fruits (banana, citrus, pineapple,
mango, other tropical fruits), and cut flowers.

Mozambique also has significant marine resources, and seafood was its main export prior
to the development of its aluminum sector. Prawns account for between 20 and 40 percent
of the country’s total catch of fish and seafood.” Industrial fishing is conducted under direct
licensing schemes owned by joint ventures between Mozambican companies and foreign
fishing companies from Japan, Spain, Portugal, China, and South Africa.® Economic
performance in this sector has been negatively affected by declining world prices and a small
fishing fleet.

In 2003, Mozambique received $337 million in FDI and was one of the largest recipients of
foreign assistance in SSA.? During 1999-2002, FDI ranged from $140 million to more than
$400 million annually,'® accounting for 4 percent to 11 percent of GDP. Most FDI has
helped fund capital-intensive, large-scale projects in the mining, energy, and transportation
sectors.'’ This investment is contributing to the rapid diversification of Mozambique’s
production and export base, and its transition from an agriculture-based economy. Industry
officials cited the low cost of production, particularly labor costs, as a primary impetus
behind investment interest in the country.'?

Export Profile

Mozambique’s exports totaled $978.7 million in 2003, reflecting a more than threefold
increase compared with 1999 (tables MZ-2 and MZ-3). Exports of aluminum, which
primarily consisted of unwrought aluminum, registered one of the largest 9-year compound
annual growth rates (CAGRs) at 170.6 percent, and accounted for 65 percent of total exports
in 2003. Aluminum exports grew from less than 10 percent of all exports in 2000 to more

¢ Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005; Chemonics
International Inc., “Roadmap for Improved Horticulture Export Competitiveness in Malawi,
Mozambique, Tanzania, and Zambia,” prepared for U.S. Agency for International Development,
Apr. 2004, various pages; and South African Marketing Company, “Mozambique,” SADC Trade,
Industry, Finance and Investment Review, found at www.sadcreview.com/country_profiles,
retrieved Feb. 15, 2005.

7 Gabriela Rebello da Silva and Lara da Silva Carrilho, “Bridging the Standards Divide: A Case
Study and Action Plan for Mozambique,” ch. 2 in the International Bank for Reconstruction and
Development/World Bank, Standards and Global Trade: A Voice for Africa (Washington, DC:
The World Bank, 2003), p. 116.

8 U.S. & Foreign Commercial Service (US&FCS), “Mozambique Country Commercial Guide,
FY 2004,” Sept. 2003, found at www.stat-usa.gov, retrieved Apr. 18, 2005; and EIU, Mozambique
Country Profile, p. 54.

® United Nations Conference on Trade and Development (UNCTAD), World Investment
Report, 2004, annex B, p. 377.

19 World Bank, “World Development Indicators,” found at
http://devdata.worldbank.org/dataonline, retrieved Feb. 1, 2005.

" EIU Viewswire, “Mozambique economy, region is a high FDI performer,” Jan. 10, 2005,
found at www.viewswire.com, retrieved Jan. 15, 2005.

12 Mauritius industry official, interview by USITC staff, Port Louis, Mauritius, Mar. 18, 2005;
and government official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.
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Table MZ-2
Mozambique: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)
2003 share  9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars Percent
76 Aluminum and articles thereof. . ...................... 81.1 216.3 631,050.9 64.5 170.6
03 Fish and crustaceans, molluscs and other aquatic
invertebrates .. ........ ... ... 75,003.1 85,4526  95,655.1 9.8 2.7
24 Tobacco and manufactured tobacco substitutes ......... 11,260.1 5,457.1 66,550.4 6.8 21.8
44 Wood and articles of wood; wood charcoal ............. 3,364.8 14,679.3 36,737.4 3.8 30.4
52 Cotton, including yarns and woven fabrics thereof. ....... 27,660.3 38,569.9 29,443.6 3.0 0.7
08 Edible fruit and nuts; peel of citrus fruit or melons ........ 13,032.9 38,9417 21,560.9 2.2 5.8
17 Sugars and sugar confectionery. ..................... 15,502.4 167.0 19,2155 2.0 2.4
27 Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral waxes . . ... 1,761.4 7,797.9 10,682.4 1.1 222
25 Salt; sulfur; earths and stone; plastering materials, lime
andcement......... ... ... 7,695.2 10,614.7 7,978.8 0.8 0.4
74 Copper and articles thereof. . ........................ 2,704.5 2,599.1 7,789.8 0.8 12.5
Other ... 46,780.8 79.790.7 52,0246 5.3 1.2
Total ...ttt et e 204846.6  284.286.3 978.689.5 100.0 19.0
Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
Table MZ-3
Mozambique: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, and compound annual growth rate (CAGR)
2003 share 9-year
HS 4 Description 1994 1999 2003 of total CAGR
—— 1,000 dollars —— Percent
7601  Aluminum, unwrought . . ........... .. ... . ... 0.0 0.0 629,870.0 64.4 "
0306 Crustaceans, live, fresh, chilled, frozen etc.; crustaceans,
in shell, cooked by steam or boilng water; flours, meals,
& pellets of crustaceans, fit for human consumption .... 72,2926 82,806.4 81,926.9 8.4 1.4
2401 Cigars, cheroots, cigarillos and cigarettes, of tobacco
or of tobacco substitutes . ............ ... ... ... .. 11,131.8 5,457.1 66,548.9 6.8 22.0
4403 Wood in the rough, whether or not stripped of bark or
sapwood, orroughlysquared ...................... 1,0356.8 10,613.1 30,804.6 3.1 45.8
5201 Cotton, notcardedorcombed ....................... 24,7631  35,623.8 29,490.8 3.0 2.0
0801 Coconuts, brazil nuts and cashew nuts, fresh or dried . . . . . 11,0756.9 36,7371 21,338.6 2.2 7.6
1701 Cane or beet sugar and chemically pure sucrose, in solid
form . 12,734.4 0.6 18,069.5 1.8 4.0
0307 Molluscs & other aquatic invertebrates nesoi, live, fresh,
chilled, frozen, dried, salted or in brine; flours, meals &
pellets of aqua invertebrates fit for human consumption 3071 913.5 11,811.0 1.2 50.0
2701 Coal; briquettes, ovoids and similar solid fuels
manufactured fromcoal . .......................... 326.1 5,426.8 8,950.0 0.9 44.5
2516 Granite, porphyry, basalt, sandstone and other building etc.
stone, whether or not roughly trimmed or merely cut by
sawingetc. ... ... ... 5,365.5 6,764.0 7,732.7 0.8 41
Other ... 65,814.3  99.943.9 72,146.5 7.4 1.0
Total . 204,846.6 284,286.3 978,689.5 100.0 19.0
" Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.



than one-half of exports in 2001." This growth is attributable to further expansion of
Mozambique’s aluminum industry resulting from the development of the Mozal smelter. The
European Union is the largest overall market for Mozambican exports, with six EU countries

accounting for 74 percent of total exports (table MZ-4).

Table MZ-4
Mozambique: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share 9-year
Market 1994 1999 2003 of total CAGR
1,000 dollars Percent
Belgium . ... " 2,463.8 310,023.7 31.7 ®
Spain ... 37,092.6 42,749.8 120,555.7 12.3 14.0
taly ... 14,667.2 10,029.9 111,947.8 11.4 253
Germany ..........ooiiiiiii 7,868.0 11,197.8 96,358.0 9.8 321
Portugal .............. ... .. ... 25,040.5 41,729.8 43,4443 4.4 6.3
Netherlands . ...................... 2,232.6 7,381.7 41,304.3 4.2 38.3
Malawi ............... ... ... ... .. 4,4359 5,403.8 39,053.8 4.0 273
SouthAfrica ....................... 25,815.2 52,631.2 36,868.0 3.8 4.0
China ..........coiiiiiiiiinnai.. 5,576.1 3,299.8 26,591.8 2.7 19.0
India ..........coiiii 7,189.2 33,689.6 23,332.7 24 14.0
Other ... 749294 73,709.2 129,209.4 13.2 6.2
Total ... ... 204,846.6 284,286.3 978,689.5 100.0 19.0
" Not available.
' Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Other leading export products in 2003 were fresh and frozen prawns/crustaceans, primary
agriculture products (unmanufactured tobacco, cotton, cashew nuts, sugar cane), wood, and
coal. Prior to 2001, prawns were Mozambique’s main export, accounting for about
30 percent of the value of exports.'* Within the crustacean and mollusc category, prawns
account for 20 percent of exports. Such exports grew at a 9-year CAGR of 1.4 percent, but
accounted for only 8.4 percent of total exports in 2003. The European Union and Japan are
primary markets for prawns."* CAGRs for other agricultural exports were sugar and sugar
products (2.4 percent), fruits and nuts (5.8 percent), and cotton (0.7 percent). Mozambique
is also a major exporter of fruits and nuts, accounting for about 10 percent of all fruit and nut
exports from SSA in 2003."

¥ Commission estimate based on World Bank, World Integrated Trade Solution database.
" UNCTAD, Commodity Yearbook (2000 data).

' Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

18 UNCTAD, Commodity Yearbook (2000 data).
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Sectors with the Greatest Export Growth Potential

Mozambique’s exports will likely continue to be concentrated in the minerals and metals
sectors in the near term. Revealed comparative advantage'’ (RCA) analysis supports this
qualitative assessment of merchandise export potential, as 4 of the top 10 products ranked
by RCA index are in the minerals and metals sector (appendix E, table E-23). Primary
unwrought aluminum will likely continue to dominate exports, as the sector is expected to
expand following the initiation of the second phase of the Mozal project (Mozal IT) in 2003.
Construction of another aluminum smelter is also being considered. According to industry
representatives, the success of the Mozal and Sasol projects is attracting additional
investment in the mining and energy sectors.'® Mozambique has reserves including coal,
natural gas, titanium, bauxite, gold, marble, bentonite, granite, iron ore, cobalt, chromium,
nickel, copper, and precious and semiprecious stones."” The development of two large
mineral processing plants is underway, including the Corridor Heavy Sands and the Moma
Heavy Sands projects. The Corridor Heavy Sands project will develop Mozambique’s
sizeable deposits of titanium dioxide minerals and will include a mine and a two-stage
mineral processing plant.?° Construction is expected to begin in 2006. There is also potential
for mining of semiprecious stones,”’ and diamond exploration by the Portuguese firm
Tamega is underway.”” Export potential also exists for coal and natural gas, as
Mozambique’s energy and electricity industries continue to develop. RCA analysis also
identified coal gas as having a strong RCA index in recent years, suggesting the potential for
export growth. Given its long coastline, Mozambique also has the capacity to produce salt
for export. Potential salt markets include Malawi, Swaziland, South Africa, and Zimbabwe.
In addition, Mozambique is promoting additional development of its metallurgy sectors,
including downstream production of aluminum products at the Mozal project, and expansion
of its manufacturing sector in areas such as construction materials, heavy equipment,
furniture structures, and tools and parts.”

Mozambique has the potential to become an important energy and electricity producer and
exporter given its coal and natural gas reserves and significant hydroelectric capacity.?* The
Sasol pipeline will result in gasfield development in Mozambique and the construction of
a 865-kilometer pipeline for transporting natural gas from Mozambique to Sasol’s current
distribution network in South Africa, where the gas is converted into a synthetic fuel.” New
coal mines are also being developed, including the Moatize coal deposit. The Moatize mine
project was awarded to the Brazilian mining company CVRD in late 2004, and includes

17 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

'8 Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

' EIU, Mozambique Country Profile, p. 50; and World Trade Organization (WTO), Trade
Policy Review: Mozambique, Report 00-5619, Dec. 21, 2000, p. 46.

2 U.S. Department of State telegram, “July Monthly Economic Wrap-up: Mozambique.”

2! Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

22 South African Marketing Company, “Mozambique.”

B 'WTO, Trade Policy Review: Mozambique, p. 7.

2 EIU, Mozambique Country Profile, various pages; and United Nations (UN)/International
Chamber of Commerce (ICC), “An Investment Guide to Mozambique,” June 2001, p. 21.

» Trade Law Center Centre for Southern Africa, “Sasol invests big in Moz,” May 7, 2002,
found at www.tralac.org , retrieved Jan. 31, 2005.
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plans to build a coal-fired power station close to the mine.® Power lines are planned to
export electricity from Mozambique’s Cahora Bassa hydroelectric dam to South Africa and
Zimbabwe.”” Negotiations between Mozambique and Portugal have been re-opened
regarding ownership of Hidroelectrica Cahora Bassa, the firm operating the Cahora Bassa
dam.®

Other top 10 products ranked by RCA index are some of Mozambique’s more traditional
export commodities in the agriculture and fisheries sector, including prawns, nuts, copra, and
tobacco. Mozambique’s water resources give it the potential to expand production and
exports of seafood and fish,* including prawns and shrimp, lobster, crab, shellfish, ocean
fish, and fresh-water fish.

Mozambique’s main agricultural export crops are cashew nuts, cotton, copra, tea, and
sugar.’® There is potential to expand its exports of a wide range of horticulture products,
including baby vegetables (carrots and corn, for export to the European Union), melons,
passion fruit, bananas, and paprika, among other speciality fruits, vegetables, and spices.
Additional investment is needed to improve the quality and quantity of production in these
areas. Several high-value horticultural investments and joint ventures have been initiated
(Mozambican, Dutch, South African, and Zimbabwe investors), producing vegetables
(carrots and potatoes), melons, paprika, peppers, and tropical fruit (mangoes, passionfruit,
and bananas).’’ Mozambique has also had success developing its cut flower industry and
began exporting cut flowers to the European Union in December 2002.%

Ongoing efforts to rehabilitate Mozambique’s cashew, citrus, sugar, tea and tobacco
industries are likely to increase exports from these sectors. Since being privatized in 1995,
the cashew nut sector has experienced major losses and production is limited because of
aging trees, few new plantings, disease, low yields, and ineffective use of pesticides and
pruning. The removal of the export duty on raw cashews resulted in increased exports of raw
cashews, rather than providing inputs to cashew processing,”® suggesting that either
Mozambique does not have a comparative advantage in processed cashews or impediments
exist in the processing industries. The government is promoting downstream processing,
rather than the export, of raw nuts. To address production constraints, investment in new
technologies and mechanized processes has reduced breakage rates and raised producer
prices. Some existing facilities have been upgraded and there are plans to build seven
medium-scale cashew processing plants.** There are now eight small locally-owned

% U.S. Department of State telegram, “November Economic Wrap-up: Mozambique,” message
reference No. 894, prepared by the U.S. Embassy, Maputo, Dec. 2004.

¥ EIU, Mozambique Country Profile, p. 50.

2 U.S. Department of State telegram, “August Economic Wrap-up: Mozambique,” message
reference No. 1091, prepared by the U.S. Embassy, Maputo, Sept. 2004.

% Trade Law Center Centre for Southern Africa, “Sub-Saharan Africa to become a major
seafood producer,” Oct. 8, 2003, found at www.tralac. org,retrieved Jan. 31, 2005.

*® South African Marketing Company, “Mozambique.”

3! Technoserv, “TechnoServe in Mozambique,” found at www.technoserve.org, retrieved
Feb. 8, 2005.

32 Ibid.

33 Trade Law Center Centre for Southern Africa, “World Bank still mum on Moz cashews,”
July 24, 2003, found at www.tralac.org, retrieved Jan. 31, 2005; and Trade Law Center Centre for
Southern Africa, “Moz cashew industry in collapse,” Jan. 22, 2003, found at www.tralac. org,
retrieved Jan. 31, 2005.

** Technoserv, “TechnoServe in Mozambique.”

4-9



processing facilities producing nuts mostly for export to the European Union, the United
States, and South Africa.**

Production from established citrus orchards has been decreasing because of outdated
cultivars, a breakdown in irrigation facilities, shortages in intermediate inputs, and
management problems.*® Recent efforts include rehabilitation of two large, abandoned, state-
controlled citrus plantations, new plantings of grapefruit and orange trees, private or joint-
venture investments, and development of the necessary port and other transport
infrastructure.” These changes are expected to stimulate Mozambique’s citrus export sales.*®
One citrus farm, Citrum, is exporting Ruby Red grapefruit to Europe with assistance from
U.S.-based Technoserve, which has rehabilitated 30,000 trees and refurbished its packing
houses. Export levels have increased to account for more than 70 percent of production.*

Sugar cane ranks as one of Mozambique’s leading agriculture commodities in terms of its
market potential,”® and there are ongoing efforts to upgrade the country’s sugar industry.*!
South African and Mauritanian companies have invested heavily in sugar refineries.* One
company also has plans to start production of alcohol.* Investment is needed to develop
downstream sugar industries such as alcohol and food processing (beverages and condensed
milk).** As a further incentive to the local industry, and to stop smuggling of sugar from
Zimbabwe, sugar was exempted from the value-added tax in 2002.** Mozambique is also
actively trying to revive its exports of tobacco,* and is interested in exporting processed
tobacco products to the United States.*’ It recently constructed its first tobacco processing
plant, Mozambique Leaf Tobacco, which is expected to employ 2,000 workers.*®

Wood products have also been identified as a potential export sector.* Industry participants
estimated that there are 500,000 cubic meters of sustainable supply per year, including
African mahogany and panga-panga.® Currently, Mozambique is exporting wood to China,
with little investment in the downstream manufacturing sectors. Trade groups in
Mozambique are trying to discourage the export of solid wood and bamboo timber in order
to develop downstream industries such as furniture manufacturing, picture frames, and other

* Government official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

% World Bank, “Southern African Agribusiness: Gaining through regional Collaboration,”
Technical Paper No. 424, Feb. 1999, p. 98.

7 Ibid.

¥ Ibid., p. 124. Export sales were projected to increase 50 percent between 2000 and 2005.

*U.S. Department of State telegram, “U.S. Deputy Secretary of Agriculture Visits
Mozambique,” message reference No. 173, prepared by the U.S. Embassy, Maputo, Mar. 2005.

“WTO, Trade Policy Review: Mozambique, p. 42.

' UN/ICC, “An Investment Guide to Mozambique,” p. 33.

* EIU, Mozambique Country Profile, p. 49.

# U.S. Department of State telegram, “Mozambique: Request for Tariff Rate Quota for
Tobacco,” action request letter for USTR, prepared by the U.S. Embassy, Maputo, Nov. 2004.
“ Government official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

 African Development Bank/Organization for Economic Cooperation and Development,
“Mozambique,” African Economic Outlook, 2004, p. 236.

* EIU, Mozambique Country Profile, p. 47.

*7U.S. Department of State telegram, “Mozambique: Request for Tariff rate Quota for
Tobacco.”

“ U.S. Department of State telegram, “July Economic Wrap-up: Mozambique.”

* Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

* Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.
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handicraft industries.”’ Although timber availability could increase, export revenues would
be reduced at the expense of encouraging an industry in which the country may not have a
comparative advantage. Industry officials have cited the European Union as the best market
opportunity for Mozambican wood products,” although there are hopes to manufacture
furniture for the U.S. market.*

Mozambique’s government has identified textiles and apparel as a priority sector,” with
hopes for growth in exports, particularly to the United States under AGOA.* It has also
identified potential for small businesses to export a wide range of handmade products,
including clothing and woven rugs, furniture, and jewelry.*® The export potential for this
sector is, however, dampened by the increasing international competition stemming from the
end of textile and apparel quotas in 2005.” Many textile and garment plants remain idle, and
the remaining facilities and technologies are outdated and require extensive capital
investment.*® Current production capacity in the sector is low and further expansion is
limited by a lack of business initiatives and Mozambique’s strict labor laws. Only one
facility, Belita (a Mauritanian garment manufacturer) is currently exporting to the United
States under the AGOA program, but according to an industry official it has reportedly been
losing customers because of production delays.* Cotton production is also being promoted
as having potential both as an input to the textile industry, as well as for import substitution
of edible oils.* Raw cotton production has been increasing, but has been primarily exported
rather than processed in Mozambique.*'

In services, tourism has the potential to become a significant source of foreign exchange for
Mozambique.®* An industry representative estimated that there are about 1 million arrivals
each year, up from about 400,000 arrivals in 2001.” In 2004, the government developed a
new strategic plan for tourism. Among the identified opportunities are development of its
hunting and game reserves, safari operations, and ecotourism sectors, as well as
rehabilitation of the Gorgongosa National Park and development on the islands off the coast
of Pebane.*

*! Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

*2 Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

%3 Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

> Government official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

*® Trade Law Center Centre for Southern Africa, “AGOA no help for Moz clothing industry,”
May 12, 2003, found at www.tralac.org; retrieved Jan. 31, 2005.

% Trade Law Center Centre for Southern Africa, “Southern African businesses test U.S.
market,” Oct. 15, 2003, found at www.tralac.org; retrieved Jan. 31, 2005.

>7 For additional information on the Multifiber Arrangement and the end of textile and apparel
quotas in 2005, see app. C.

8 US&FCS, “Mozambique Country Commercial Guide, FY 2004.”

% Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 15, 2005.

8 WTO, Trade Policy Review: Mozambique, p. 43.

¢ U.S. Department of State telegram, “November Economic Wrap-up: Mozambique,” message
reference No. 894, prepared by the U.S. Embassy, Maputo, Dec. 2004.

¢ UN/ICC, “An Investment Guide to Mozambique,” p. 37.

% Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

 EIU, Mozambique Country Profile, p. 77; and US&FCS, “Mozambique Country Commercial
Guide, FY 2004.”
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Domestic and International Barriers

In general, domestic impediments to increased exports include complex regulatory and
bureaucratic impediments; restrictive labor policies; lack of standards, quality, accreditation,
and metrology capacity; and supply factors including inadequate infrastructure and the need
for extensive capital upgrades at most existing facilities.

Mozambique is perceived as one of the world’s most difficult places to do business. The
World bank notes that Mozambique has “heavy regulation in all aspects of business
activity,” and is in need of “comprehensive” reforms.® Costly and complex regulatory and
bureaucratic impediments are also blamed for Mozambique’s poor economic performance
across many of its industries. Regulatory burdens are also cited as contributing to
Mozambique’s underperformance in attracting foreign investors to its export processing
zones.* Among the reported impediments are complex labor laws, restrictive land
procedures, ineffective law enforcement and judicial systems, burdensome corporate laws
and regulations, an inadequate financial sector, a burdensome tax system, an underskilled
labor market that is inadequate for diversification into more skill-intensive industries,
inadequate transport and telecommunications capacity, and a lack of government
transparency.®’

These impediments are reflected in Mozambique’s ranking for many of the World Bank’s
business environment indicators, compared with the regional average. For example, the
average time to start a business is 153 days, more than twice the regional average
(table MZ-5). Continued effort is needed to streamline company registration processes and
to share information about regulations and procedures between the private sector and
government agencies.* In general, larger businesses receive more support than small- and
medium-sized business investors. It also takes longer to close a business, compared to the
regional average, and the private-sector credit coverage is negligible. Labor law requirements
are also more restrictive compared with the regional average.®” The Heritage Foundation’s
Index of Economic Freedom reports that Mozambique ranks better than the regional average
overall, but worse than the regional average in terms of trade and monetary policy, wages
and prices, property rights, and regulation (table MZ-6).

Mozambique’s major challenge is its inadequate energy, water, transport, and
telecommunications infrastructure, which contributes to high capital, transportation, and
utilities costs. Its national electricity grid is small and poorly integrated. Many areas do not
have access to electricity, and many areas rely on diesel-powered generators.” Less than
20 percent of all roads are paved (table MZ-7). The telecommunications sector in
Mozambique is underdeveloped, with only 4.6 telephone mainlines per 1,000 inhabitants,
one of the lowest of all the Southern African Development Community”' members.”™

% World Bank, Doing Business in 2004: Understanding Regulation (2004), p. 90.

% The Services Group, “Trade Policy Strategies for Mozambique,” Dec. 2002, p. 6, found at
www.satradehub. org, retrieved Mar. 6, 2005.

$71bid.; and EIU, Mozambique Country Profile, various pages.

% Nathan Associates, Mozambique: Diagnostic Trade Integration Study, Nov. 2004, found at
www.tcb-project.com, retrieved Mar. 11, 2005, p. 13.

% Ibid.

" EIU, Mozambique Country Profile, p. 37.

" For additional information on regional organizations, see app. C.

7 EIU, Mozambique Country Profile, p. 29. The telecommunication sector is controlled by the
state monopoly, Telecomunicagdes de Mogambique (TDM).
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Table MZ-5
Mozambique: Business environment

Regional OECD
Mozambigque _average average
Closing a business: Cost (percentofestate) . ................................ 8.0 205 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 123 171 721
Closing a business: Time (years) ................. ..., 5.0 3.6 1.7
Getting credit: Cost to create collateral (percent of income per capitay ............ 5.0 41.8 5.2
Getting credit: Credit informationIndex .............. ... ... ... ... ... ... ..., 4.0 21 5.0
Getting credit: Legalrightsindex . ...... ... .. .. i 4.0 46 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . ... .......... 0.0 39.4 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) . ... ..... 5.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) . ......... ... ... . ... .. ... . ... 16.0 43.0 10.8
Enforcing contracts: Number of procedures . ............ ... .. ... ... ... .. .. 38.0 35.0 19.0
Enforcing contracts: Time (days) ...t 580.0 434.0 229.0
Registering a property: Number of procedures ............................... 7.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 11.9 13.2 49
Registering a property: Time (days) . ............ooiiiiiniiennnnn. 33.0 114.0 34.0
Starting a business: Number of procedures . .......... ... ... ... ... ... ... ... 14.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 95.8 2252 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 14.5 2541 441
Starting a business: Time (days) . ...t e 153.0 63.0 25.0
Employment: Difficulty of firingindex ... ...... ... ... ... ... ... o 40.0 50.6 26.8
Employment: Difficulty of hiringindex ........ ... ... ... ... ... ... ... ... 72.0 53.2 26.2
Employment: Firingcosts (Weeks) . ....... ... . i 141.0 59.5 40.4
Employment: Rigidity of employmentindex . ............. ... ... ... ... . 64.0 56.0 344
-_Rigidi L 80.0 84.2 500

Import tariffs Simple average of ad valorem duties

Country data not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http:/rru.worldbank.org/DoingBusiness/, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http://stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table MZ-6

Mozambique: Economic freedom
Regional OECD
Mozambique average' average

Heritage Foundation indicators

1995 0verall SCore .. ... ..t 4.4 36 25
2000 OVerall SCOTe . .. ..ttt e 3.9 3.7 2.2
2005 OVErall SCOTE . .. oottt e e e e e e 3.3 34 2.2
Trade policy score ........... ... i 4.0 3.9 22
Fiscal burden of governmentscore ........................... 3.4 3.9 3.6
Government intervention in the economy score ... ............... 2.0 26 2.5
Monetary policy score . ........... . 4.0 24 1.5
Capital flows and foreign investmentscore ..................... 2.0 3.2 2.0
Banking and financescore . .............. ... ... o oL 3.0 32 1.9
Wages and prices score . ..., 3.0 28 21
Propertyrights score . ......... .. .. .. ... ... . i, 4.0 37 16
Regulationscore ......... ... .. .. ... . 4.0 3.7 2.7
Informal market activityscore . . .......... ... ... ... ... ... 4.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo .Tomé & Principé,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www. heritage.org, retrieved
Feb. 11, 2005.



Table MZ-7

Mozambique: Infrastructure-related indicators

MRY'
Roads, total network (km, 1999) . . . ... ... 30,400.0
Roads, paved (percent of total roads, 1999) ... ......... ... i 18.7
Transport services (percent of service exports, BoP, 2001) . ..............uiiiiiiinnnna... 22.3
Transport services (percent of service imports, BoP, 2001) . ...........c.c. i iinenann. 255
Fixed line and mobile phone subscribers (per 1,000 people, 2002) .. .......................... 186
Internet users (per 1,000 people, 2007) . .. .. ...t 17
Mobile phones (per 1,000 people, 2002) . .. ... ...t 14.0
Telephone mainlines (per 1,000 people, 2002) . .. ... ... .. 46
Electric power transmission and distribution losses (percent of output, 2001) .. .................. 3.0
Energy imports, net (percent of commercial energy use, 20071) . . . . ..\ 1.7

" Most recent year for which data are available between 1999 and 2003.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http://devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

Mozambique also lacks a fair and transparent land policy.” Land is officially state owned
and must be leased, but there are human and technical resource constraints in the land
registry service.”* As noted by an industry participant, the application process may take as
long as 2 years.” The constraints on privately-held land limits the use of land as collateral
to obtain financing forinvestment. Other challenges include shortage of domestic capital and
an inadequate local financing system, resulting in high borrowing costs and conservative
banking practices.”

Mozambique’s customs and excise service was privatized in 1997, but problems with lack
of government transparency and bureaucratic procedures remain.”” Among cited problems
are administrative burdens, customs clearance problems, long delays in clearing imports, and
export procedures. Customs reform has been underway for the past 3-4 years, and includes
improvements to customs procedures, removal of export licensing requirements, and the
adoption of a single document system, allowing all requirements to be contained in one
document.” Delays in value-added tax reimbursement and inefficiencies in Mozambique’s
duty drawback scheme also restrict funding for inputs and working capital. Industry
representatives assert that reimbursement of value-added tax can take up to 2 years.”

Identified impediments to Mozambique’s agricultural sector exports include low productivity
and production capacity, high input costs, high transport costs, limited access to cold storage
facilities, customs delays, ineffective producer organizations, limited agroprocessing
capabilities, limited market and export development services such as post-harvest
management, finance constraints, and difficulty obtaining import exemptions.* Additional
investment is needed for fishing vessels, marine engines, vacuum packaging, and cold
storage/refrigeration.

™ Nathan Associates, Mozambique: Diagnostic Trade Integration Study, p. 10.

™ UN/ICC, “An Investment Guide to Mozambique,” p. 55.

” Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

76 Nathan Associates, Mozambique: Diagnostic Trade Integration Study, p. 13.

" EIU, Mozambique Country Profile, p. 42.

8 Government official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

" Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 15, 2005.

% Nathan Associates, Mozambique: Diagnostic Trade Integration Study, p. 32; and Chemonics,
“Roadmap for Improved Horticulture Export Competitiveness,” p. xiii.
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Other impediments to Mozambique’s agricultural exports include the inability to meet
foreign quality standards and labeling requirements.* Currently, Mozambique has only a
rudimentary system of standardization, quality assurance, accreditation, and metrology. Also,
there are few laws relating to hygiene, sanitary and phytosanitary (SPS) standards,
importation, production, commercial exploitation, and export of foodstuffs and agricultural,
livestock, forestry, and fishery byproducts.® SPS requirements in foreign markets involving
pest eradication are particularly difficult to satisfy.® In the fisheries sector, Mozambique is
working to ensure that onshore processors meet U.S. Hazard Analysis and Critical Control
Point Standards, along with other types of SPS requirements that may require facility
upgrades and technical expertise.* Mozambique is receiving assistance from the European
Union and Japan in meeting these fisheries-related requirements.* Government
representatives also noted that labeling and certification requirements also limit
Mozambique’s timber processing potential, because requirements in some markets regarding
timber originating from sustainable forests limit the country’s ability to export processed
wood products.®

Impediments in the manufacturing sector include poor price competitiveness and the low
quality of local production; outdated technologies and need to upgrade facilities; poor
linkages to suppliers of inputs; and limited available industrial land.*” The manufacturing
sector has, nevertheless, benefitted from lower import tariffs on intermediate and capital
goods and more efficient customs procedures. Impediments in the mining sector include
inadequate geological information; an inadequate legal and regulatory framework issues,
including land tenure; lack of institutional capacity; and poor infrastructure and
transportation links.®

International barriers to increased exports mostly involve high quality and standards
requirements in developed countries. Mozambique’s agricultural sectors also have the
potential to be affected by ongoing reforms in developed country agriculture markets. For
example, Mozambique’s sugar export growth potential is said to be hampered by developed-
country agricultural sector support programs.® Complex rules of origin requirements under
various regional and preferential trade agreements were also cited as limiting Mozambique’s
potential exports.”

¥ Industry official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

82 Rebello da Silva and da Silva Carrilho, “Bridging the Standards Divide,” p. 108.

% Nathan Associates, Mozambique: Diagnostic Trade Integration Study, p. 31.

¥ US&FCS, “Mozambique Country Commercial Guide, FY 2004.”

% Government official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

% Government official, interview by USITC staff, Maputo, Mozambique, Mar. 14, 2005.

%7 Nathan Associates, Mozambique: Diagnostic Trade Integration Study, p. 35; WTO, Trade
Policy Review: Mozambique, p. 7; and EIU, Mozambique Country Profile, p. 52.

88 EIU, Mozambique Country Profile, p. 55.

% Trade Law Center Centre for Southern Africa, “The cost of European sugar,” Sept. 3, 2002,
found at www.tralac.org; retrieved Jan. 31, 2005.

% Nathan Associates, Mozambique: Diagnostic Trade Integration Study, p. 23.
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Niger”'

Economic Overview

Niger is land locked, has a semiarid climate, and is largely desert. Less than 4 percent of its
land base is arable (table NI-1). Its GDP totaled $2.7 billion and expanded by 4.0 percent in
2003. The economy is dominated by subsistence agriculture and animal husbandry, as well
as re-export trade and uranium exports.”” Economic activity, with the exception of mining,
is primarily located near the Niger River and the southern border with Nigeria and Benin.
Since the end of the uranium boom in the 1980s, Niger has faced macroeconomic imbalances
from weakening terms of trade, droughts, and poor money management. Trade represents
42.4 percent of GDP, and exports represent 16.1 percent of GDP.

In 2003, Niger’s services sector employed a little more than 10 percent of the population, but
accounted for 42.5 percent of Niger’s GDP in 2003 (figure NI-1).” This sector consists
largely of retail and wholesale trading, re-exports, and basic public services.

Table Ni-1
Niger: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . . . ... 2,729.7
GDP growth (annual percent, based on local currency, 2003) . ... ... ... . 4.0
GDP per capita growth (annual percent, based on local currency, 2003) .. ..., 1.0
Inflation, consumer prices (annual percent, 2003) . ... ... ... .. e -1.6
External debt, total (current US$, millions, 2002) . . . .. .. .. .. .. . . .. 1,797.1
Total debt service (percent of exports of goods and SEIVICES) . . . . .. .. .ot ®
Exports of goods and services (percent of GDP, 1999) . .. . .. ... i e 16.1
Trade (percent of GDP, 2003) .. .. ... ...t e 42.4
Official exchange rate (local currency unit per US$, period average, 2003) ... .........c.c.ouuiieiinennnnan 581.2
Population, total (millions, 2003) . . . . . .. .. e 11.8
Population growth (annual percent, 2003) . . . ... ... .. .. 2.9
Labor force, total (millions, 2003) . . . . . .. e 5.6
Labor force participation rate, total (percent, 2002) ... .. ... .. . . .. 45.9
Literacy rate, adult total (percent of people ages 15and above, 2002) ... ............coiiiiiniiinanennn.. 171
Primary school enroliment ratio, total (percent) .. ........ .. .. . . . . . %)
Secondary school enroliment ratio, total (percent, 2000) . . . ... ... . i @)
Land use, arable land (percent of tofal, 2001) . ... ... ... .. it s 3.5
Gross capital formation (percent of GDP, 2003) . .. .. ... ... .t 16.5
Gross fixed capital formation (percent of GDP, 2003) . . .. ... ... it e 16.3
Foreign direct investment, net inflows (percent of GDP, 2002) . . .. ... .ottt ittt 0.4

"Most recent year for which data are available between 1999 and 2003.
2 Not available.

Note.—lIndicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata. worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

°! Prepared by Seamus O’Connor, Office of Industries.

%2 Central Intelligence Agency (CIA), “Niger,” World Factbook 2004, found at
www.cia.gov/cia/publications/
factbook/geos/ng. html, retrieved Mar. 22, 2005.

% Economist Intelligence Unit (EIU), Niger Country Profile, 2004, p. 22; and EIU, “Economic
Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.

4-17



Figure NI-1
Niger: Composition of GDP (2003)

$2.7 billion

Tertiary
42.5%

Secondary

0,
Primary 17.2%

40.3%

Note.—Primary is defined as agriculture, fisheries, mining, and quarrying, secondary is defined as manufacturing, construction, electricity,
water and other utilities; and tertiary is defined as primarily services activities such as retail, financial, and real estate, and government
services.

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.

In 2003, agriculture accounted for approximately 40 percent of Niger’s GDP and employed
more than 80 percent of the population.”* Agricultural output is affected by drought and
insect swarms that can devastate harvests and displace large numbers of people in search of
food for themselves and grazing land for cattle. The rearing of livestock is the main activity
in the less fertile regions of Niger, and the national herd is still recovering from a steep
decline in numbers resulting from droughts in the 1970s and 1980s. Most of the food
produced is consumed locally and sector development is hampered by a lack of modern
technology and reliance on rudimentary tools.

The industrial (secondary) sector, which consists mainly of mining,” small-scale local
manufacturing, and brewing, accounts for about 17 percent of GDP and employs less than
5 percent of the population. Mining accounts for approximately one-third of the sector’s
output and is dominated by uranium extraction, although the recent upturn in gold prices has
revived interest in gold mining. Similarly, higher petroleum prices spurred exploration that
led to the discovery of petroleum reserves in January 2005, although it has yet to be
established if quantities are sufficient to warrant additional investment.”* Within the

 EIU, Niger Country Profile, p. 21.

% Despite the general categorization noted in figure NI-1, Niger’s mining activity is included
within the secondary sector.

% Rigzone, “Petronas Strikes Oil in Niger,” found at
www.rigzone.com/news/article.asp?a_id=19345, retrieved Apr. 27, 2005; and EIU, Niger Country
Profile, p. 29.
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industrial sector, manufacturing accounts for 6.7 percent of GDP, and is concentrated in the
production of soap, detergents, and bottled drinks, as well as the processing of oilseeds, rice,
cotton, and livestock products. Most factories are operating well below capacity. However,
because of an upturn in construction, Niger’s cement producing plant is experiencing an
increase in demand.

Export Profile

Uranium is Niger’s leading export, accounting for two-thirds of the $110.8 million total in
2003 (tables NI-2 and NI-3). Livestock is the country’s second-largest export, excluding re-
exports.”” Other agricultural exports include cowpeas and onions. Actual livestock exports
far exceed official statistics because large herds of animals informally cross the border into
Nigeria.” Informal trade with Nigeria, particularly in cattle and agricultural products, likely
amounts to as much as 50 percent of formal trade.” When considering informal trade,
Niger’s second-leading trading partner is Nigeria. Nigeria is Niger’s leading market for fresh
vegetable and livestock exports.'® With respect to re-exports to Nigeria, the value and
composition fluctuates greatly on an annual basis depending on price changes. For example,
the leading product for re-export in 1995 and 1998 was cigarettes, whereas in 2000 it was
textiles.'”!

As awhole, the structure of Niger’s exports has remained largely unchanged since 1995. The
European Union, more specifically France, is Niger’s largest trading partner, accounting for
more than two-thirds of the total value of exports in 2003 (table NI-4). Other markets for
Nigerien exports include Japan (5.7 percent of exports), the United Kingdom (4.2 percent),
and the United States (3.7 percent). Although Niger’s trade regime is considered one of the
most open within the region, it is still not well integrated in the global economy.'” As a
result of its membership in the Economic Community Of West African States and the West
African Economic and Monetary Union,'” most of Niger’s formal and informal exports, with
the exclusion of uranium, are to Niger’s neighbors. However, exports to Italy, Japan, and the
Netherlands are growing, with 9-year compound annual growth rates of 23.2 percent,
37.1 percent, and 53.8 percent, respectively.

¥ Official trade statistics, including those presented in tables NI-2 and NI-3, do not provide an
accurate reflection of exports that have been produced in Niger because of the large share of re-
exports and the number of informal trade channels. World Trade Organization (WTO), Trade
Policy Review: Niger, Reports by the Secretariat, WT/TPR/S/118, June 30, 2003, p. 8.

% U.S. Department of State, “Background Notes: Niger,” Apr. 2005, found at
www.state.gov/r/pa/ei/bgn/
5474.htm, retrieved Apr. 7, 2005.

* EIU, Niger Country Profile, p. 31.

' WTO, Trade Policy Review: Niger,p. 8.

! Ibid., p. 7.

12 EIU, Niger Country Profile, p. 27.

'% For additional information on regional organizations, see app. C.
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Table NI-2
Niger: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)
2003 share  9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars ——— —— Percent
28 Inorganic chemicals; organic or inorganic compounds of
precious metals, of rare-earth metals, of radioactive
elements orofisotopes ............... ... ... ....... 85,712.6 117,492.7 73,776.5 66.6 -1.7
84 Nuclear reactors, boilers, machinery and mechanical :
appliances; partsthereof ............................ 909.8 1,794.7 2,744.7 25 131
27 Mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineralwaxes ................. 21.7 159,860.2 2,426.7 22 68.9
15 Animal or vegetable fats and oils and their cleavage
products; prepared edible fats; animal or vegetable waxes . . 3.1 19.1 1,946.7 1.8 104.4
90 Optical, photographic, cinematographic, measuring, checking,
precision, medical or surgical instruments and apparatus;
parts and accessories thereof .................. ... .. 145.1 888.2 11,7713 1.6 32.1
31 Fertilizers. .. ... ... . 10.5 432 1,708.4 15 76.2
52 Cotton, including yarns and woven fabrics thereof. .......... 1,958.7 3,414.1 1,565.6 1.4 -2.5
85 Electrical machinery and equipment and parts thereof; sound
recorders and reproducers, television recorders and
reproducers, parts and accessories .................... 386.9 2,020.1 1,325.6 1.2 14.7
18 Cocoa and cocoa preparations. . ........................ 296.5 4412 1,307.9 1.2 17.9
44 Wood and articles of wood; wood charcoal ................ 284.8 158.3  1,284.9 1.2 18.2
Other ... e 17,9919 17,1282 20,9436 18.9 1.7
Total ... 107.721.5 303,260.0 110,801.8 100.0 0.3
Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
Table NI-3
Niger: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share  9-year
HS 4 Description 1994 1999 2003 of total CAGR
——— 1,000 dollars Percent
2844 Radioactive chemical elements and isotopes and their
compounds; mixtures and residues containing these
products . .......... ... 85,669.2 117,167.7 73,763.6 66.6 -1.6
2710 Petroleum oils and oils from bituminous minerals (other
than crude) and products therefrom, nesoi, containing
70% (by weight) or more of theseoils ................ 17.7 7,966.7 2,3325 21 72.0
1515 Fixed vegetable fats and oils (including jojoba oil) and
their fractions, whether or not refined, but not
chemically modified ................. ... ... ... ... 0.0 0.0 1,946.0 1.8 "
3105 Mineral or chemical fertilizers with two of the three fertilizer
elements; fertilizers nesoi; fertilizers in packs etc. not over
10kggrossweight . ........ ..., 0.0 0.0 16673 1.5 "
5201 Cotton, not carded orcombed . ....................... 1,501.3 3,229.6  1,4441 1.3 -0.4
1801 Cocoa beans, whole or broken, raw orroasted ........... 130.6 4412 1,301.7 1.2 291
4403 Wood in the rough, whether or not stripped of bark or
sapwood, orroughly squared . ...................... 0.0 915 1,1985 1.1 "
8474 Machinery for sorting, grinding etc. minerals; machinery for
agglomerating etc. mineral products and for forming
foundry molds of sand; parts thereof ................. 0.0 0.0 860.5 0.8 "
0714 Cassava (manioc), arrowroot, salep, jerusalem artichokes,
sweet potatoes and similar roots etc. (high starch etc.
content), freshordried;sago ....................... 0.2 264.6 759.9 0.7 144.2
7204 Ferrous waste and scrap; remelting scrap ingots of iron or
steel ... 110.2 0.0 676.1 0.6 22.3
Other ... . e 20.292.3 1740989 24.851.6 224 2.3
Total . o 107,721.5 303,260.0 110,801.8 100.0 0.3
" Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Table NI-4

Niger: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
1,000 dollars Percent

France . ...... ..ot 83,157.2 116,647.0 75,221.3 67.9 -1.1
Japan ... 368.5 310.3 6,299.0 5.7 371
United Kingdom ............. ... ... .. i 6,609.5 3,673.0 4,651.4 4.2 -3.8
UnitedStates . ........... .. i 2,543.7 12,797.8 4,090.3 3.7 54
Netherlands ........... ... .. ... i, 455 5,329.6 2,185.6 2.0 53.8
INdid ..o 0.0 84.4 2,178.7 2.0 %)
Namibia ... A Q) 1,549.1 14 "
Raly . oo 201.6 149.9 1,321.4 1.2 23.2
NIgeria ... vov i 0.0 903.6 1,309.7 1.2 "
T0G0 ettt 78.1 66.6 1,194.6 11 35.4
(] 177= 14,7174 163,297.9 10,800.7 9.7 -3.4
Total ..o 107,721.5 303,260.0 110,801.8 100.0 0.3

" Undefined.

2 Not available.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Sectors with the Greatest Export Growth Potential

The revealed comparative advantage'® (RCA) analysis shows that Niger has a positive RCA
index in 9 of'its top 10 exports (appendix E, table E-25). Most of these leading products have
exhibited relative stability in their RCA indices and therefore represent attractive export
potential. Of the leading 10 products in which Niger has a comparative advantage, the world
market is growing most significantly for certain ceramicwares; cyclic alcohols and
derivatives; and chlorites, hypochlorites, and hypobromites.

The mining and energy sectors have been identified as having export growth potential. For
example, gold and crude petroleum have been cited as sources of export growth.'” In
addition, although not viable at the present time, considerable phosphate deposits could be
exploited as the regional demand for fertilizers increases.'* Likewise, an expansion of the
power grid and improved transportation would increase the potential for additional coal
mining and power generation station construction. Growth in the energy sector could result
in energy exports to the regional market.'”’

Improved farming and irrigation techniques could result in increased production of gum
arabic, meat, and sesame for export to the region.'” Should agricultural production increase,
downstream food processing or packaging industries could follow.

1% RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

1% UN Integrated Regional Information Networks, “Niger: First gold bar produced from new
mine,” found at www.irinnews.org, retrieved Mar. 17, 2005.

1% U.S. Department of State telegram, “Niger: Request for Information for USITC Study on
Export Opportunities and Barriers in AGOA Eligible Countries,” message reference No. 08545,
prepared by U.S. Embassy, Niamey, Feb. 18, 2005.

197 Thid.

18 Thid.

4-21



Domestic and International Barriers

Niger ranks below the regional average in many business environment indicators, most
notably with respect to labor market rigidities (table NI-5). However, Niger ranks better than
the regional average on contract enforcement and property registration. Niger also excels in
the amount of days needed to start a business, taking less than one-half the time of other
countries in the sub-Saharan region. Niger’s score for economic freedom is very close to the
regional average, but ranked worse than the regional average in 70 percent of the factors
contributing to the overall score (table NI-6). Impediments to investment and business
development in Niger include the small domestic economy, limited buying power, and lack
of capital accumulation; a slow and cumbersome bureaucracy; high transportation costs; and
the lack of a trained labor force and service providers resulting from low literacy and adult
education rates.'®

Table NI-5

Niger: Business environment
Regional OECD
Niger average average
Closing a business: Cost (percentofestate) . ............. .. ... .. ............ 18.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 2.6 171 721
Closing a business: Time (years) .............ouiiiiii .. 5.0 3.6 1.7
Getting credit: Cost to create collateral (percent of income percapita) ............ 746 41.8 52
Getting credit: Creditinformationindex .......... ... ... .. ... .. ... ......... 3.0 21 5.0
Getting credit: Legalrightsindex ......... ... ... .. ... ... . ... .. .. 4.0 4.6 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . ............. 0.0 39.4 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) .. ....... 1.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) .................................. 42.0 43.0 10.8
Enforcing contracts: Number of procedures ................................. 33.0 35.0 19.0
Enforcing contracts: Time (days) .. ...t 330.0 434.0 229.0
Registering a property: Number of procedures . .............................. 5.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 125 13.2 4.9
Registering a property: Time (days) . ...........c..o o oiiiiiniiiniinaan, 49.0 114.0 34.0
Starting a business: Numberof procedures ............ ... ... ... ... ... .... 11.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 396.4 225.2 8.0
Starting a business: Minimum capital (percent of income percapita) . ............. 7447 254.1 441
Starting a business: Time (days) . .. ..ottt i 27.0 63.0 25.0
Employment: Difficulty of firingindex . .......... ... . ... . ... .. ... ... . 70.0 50.6 26.8
Employment: Difficulty of hiringindex .............. .. ... ... ... ... ... ... 100.0 53.2 26.2
Employment: Firingcosts (Weeks) ... .......... .. 76.0 59.5 40.4
Employment: Rigidity of employmentindex.................................. 90.0 56.0 344
Rigidi j 1000 642 50.0
Import tariffs Simple average of ad valorem duties

(Niger, applied rate, 2002)

AllLGOOAS . ..ot s 121
Agricultural goods . . .. ... .. 14.0
Nonagricultural G00AS . . . .. .ot 11.9

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at hftp:/rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http.//stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

1% U.S. Department of State telegram, “Niger: Investment Climate Statement,” message
reference No. 250356, prepared by U.S. Embassy, Niamey, Jan. 14, 2005.
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Table NI-6
Niger: Economic freedom

Regional OECD
Niger average' average

Heritage Foundation indicators
1995 OVErall SCOTE . .. ..\ttt ettt e ® 3.6 25
2000 OVerall SCOTE . .. ...ttt 4.1 37 22
2005 0verall SCOre .. ... .. i 35 3.4 22
Trade policy SCOre . ... ... ... . 5.0 3.9 2.2
Fiscal burden of governmentscore ................ . ... ... ... .... 43 3.9 3.6
Government intervention in the economy score ... ................... 3.0 2.6 25
Monetary policy score ......... ... ... ... 1.0 24 1.5
Capital flows and foreign investmentscore ......................... 3.0 3.2 2.0
Banking and financescore . ....... ... ... i 3.0 32 19
Wages and priCeS SCOre . . . ........oouutiiii i iiai e 3.0 2.8 21
Property rights score ........... .. ... .. . . .. . . 4.0 3.7 1.6
Regulationscore . ........ .. ... . ... 4.0 3.7 27
Informal market activityscore . . ........... ... .. 5.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.
2 Not available.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.

The biggest impediment that Niger faces is an underdeveloped infrastructure. There are
insufficient roadways in Niger, and those roads that exist are generally of poor quality. Of
the 10,100 kilometers of roads, only 7.9 percent are paved (table NI-7). Similarly, Niger’s
information infrastructure is undeveloped. Less than 2 percent of the population has access
to the Internet, mobile phones, and telephone land lines.

Table NI-7
Niger: Infrastructure-related indicators

MRY'
Roads, total network (km, 1999) . . .. .. . . e 10,100.0
Roads, paved (percent of total roads, 1999) ... ... ... ...t s 7.9
Transport services (percent of service exports, BoP) . ....... ... i ®
Transport services (percent of service imports, BoP) .. ............ .. iiiiiiiiiiiinas Q)
Fixed line and mobile phone subscribers (per 1,000 people, 2002) .. ..............c.cccvviui... 3.3
Internet users (per 1,000 people, 2002) . . . .. .. ... e 1.3
Mobile phones (per 1,000 people, 2002) . . . ... .. ... i s 14
Telephone mainlines (per 1,000 people, 2002) . .. ......... i 19
Electric power transmission and distribution losses (percent ofoutpuf) . . . ............ ... .. .. ... A
Energy imports, net (percent of commercial @nergy Us€) . . .. .. ... euuiue e, A

"'Most recent year for which data are available between 1999 and 2003.
2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http./devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.
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With regard to the agricultural sector, the export of downstream livestock products such as
milk, meat, hides, and skins is constrained by limited transportation infrastructure and
slaughterhouses.'"® Niger is also at a disadvantage because it does not have direct access to
a major seaport. Although Niger’s products have benefitted from tariff preferences in its
major export markets, nontariff barriers represent a major impediment for Nigerien exports
in markets such as Canada, the United States, the European Union, and Japan. Requirements

set by those countries for sanitary and phytosanitary standards for many products are costly
to meet.

YO EIU, Niger Country Profile, p. 27.
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Rwanda'!

Economic Overview

Rwanda is a small, land-locked country in east-central Africa with a GDP of $1.6 billion and
a population of 8.3 million in 2003 (table RW-1). Ninety percent of the population lives in
rural areas with the majority of the population existing on subsistence farming.''? The
country has a sunny, tropical climate and two rainy seasons, giving it an agricultural
advantage. Protracted civil wars, culminating in the genocide of 1994, have resulted in the
death and displacement of many Rwandans. Prolonged turmoil has also destroyed much of
the nation’s limited infrastructure and production resources.'”® The Rwandan government has
initiated several broad economic and financial reforms, including improving government
institutions and privatizing state-owned enterprises.'"* Rwandan international trade is small,
representing approximately 36.2 percent of GDP in 2003, but higher than the 1992-2002
average of 17 percent.'"’

Agriculture accounted for 41.4 percent of Rwanda's GDP in 2002 (figure RW-1). Economic
activity is dominated by many large coffee and tea plantations; various fruit products and,
more recently, horticultural products are also traded. Almost all agricultural activity relies
exclusively on rainfall, as irrigation is limited. The Rwandan government owns all land.
Agricultural cooperatives and other private entities must obtain leasing rights and privileges
on a simple fee basis to hold the land rights for 50 to 99 years."'® Services accounted for
37.3 percent of GDP, and is composed primarily of wholesale and resale trade,
transportation, and public administration.

Industry accounted for 21.3 percent of GDP in 2002. Within the industry sector,
manufacturing, which accounted for 10 percent of GDP in 2002,'" is dominated by food,
beverages, and tobacco production, which together account for 80 percent of manufacturing
output. Manufacturing also includes small chemical and textile and apparel segments, a

! Prepared by Christopher B. Mapes, Office of Industries.

"2 Integrated Framework (IF) “Rwanda Diagnostic Trade Integration Study Concept Note,”
Nov. 12, 2004, found at www.integratedframework.org/countries/rwanda. htm, retrieved
Feb. 18, 2005.

'3 Reportedly 1 million people were killed, 2 million people were driven into exile, over a
100,000 people were put in prison, and thousands of people were handicapped, both physically
and mentally. UK Embassy of Rwanda, found at www.ambarwanda. org.uk/genocide/index. htm,
retrieved Apr. 5, 2005.

1 IF, “Rwanda Diagnostic Trade Integration Study Concept Note.”

!5 Trade and GDP generally increased during the period; a drought in 2002-03 caused the 2003
GDP growth to stall, which increased the export-to-GDP ratio. East and Central Africa Trade Hub
(ECAHUB), “Development of National AGOA Export Strategies for Rwanda (2004 - 2008),”
Oct. 2004, found at www.ecatradehub.com/reports/rp.downloads/
2005.AGOA.Strategy. Rwanda.pdf, retrieved Mar. 21, 2005.

!¢ U.S. Department of State, “Rwanda Country Commercial Guide - 2004,” prepared by U.S.
Embassy, Kigali, Oct. 2004.

17 Banque Nationale du Rwanda, “Structure des exportations annuelles de 1995 4 2003," 2004,
p. 110; and International Monetary Fund (IMF), “The Global Demographic Transition,” World
Economic Outlook, Sept. 2004, p. 206.
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Table RW-1
Rwanda: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . . . . ... e 1,637.3
GDP growth (annual percent, based on local currency, 2003) . . . . ...t e 3.2
GDP per capita growth (annual percent, based on local currency, 2003) .. ............ i 2.1
Inflation, consumer prices (annual percent, 2003) . . . .. ... .. ... e 6.9
External debt, total (current US$, millions, 2002) . . . .. ... . ... .. . .. . i 1,435.0
Total debt service (percent of exports of goods and services, 2002) . . . ........ .. 14.9
Exports of goods and services (percent of GDP, 2003) . .. ... .. ..ttt 8.6
Trade (percent of GDP, 2003) . . .. ..o ittt e s 36.2
Official exchange rate (local currency unit per US$, period average, 2003) .. ............ccoiiuiiinennennnnn. 537.7
Population, total (millions, 2003) . . . .. ... ... 8.3
Population growth (annual percent, 2003) . . ... ... ... 1.1
Labor force, total (millions, 2003) . . . . .. .. . 4.5
Labor force participation rate, total (percent, 2002) . .. ... .. . . .. . L 53.2
Literacy rate, adult total (percent of people ages 15 and above, 2002) ... ............iuieiiiiiinennnnnn.. 69.2
Primary school enroliment ratio, total (percent, 2000)? . . ... .. ... ... ... .. 119.0
Secondary school enroliment ratio, total (percent, 2000) . .. .. ... ... . . . e 14.0
Land use, arable land (percent of total, 2001) . .. .. ... .. .. . .. s 40.5
Gross capital formation (percent of GDP, 2003) . . ... . ... ... i 20.2
Gross fixed capital formation (percent of GDP, 2003) . ... ... ... ittt 20.2
Foreign direct investment, net inflows (percent of GDP, 2002) . ... ........ .. 'uu it 0.2

" Most recent year for which data are available between 1999 and 2003.

2 Where figures are more than 100 percent, total enroliment includes repeaters and pupils above and below the primary school
age.
Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http.//devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005; and
African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure RW-1
Rwanda: Composition of GDP (2002)

$1.6 billion

Agriculture
41.4%

Services

37.3% Industry

21.3%

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.
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small amount of mineral and metal processing (metal products include gold and tin), and
multiple handicrafts.''® The construction sector share of GDP has increased from 5 percent
to 8 percent during 1995-2002,"" because of infrastructure rebuilding and refugee housing
projects.'* Despite accounting for less than 1 percent of GDP in 2002, Rwanda’s mining
products became the largest export value category in 2001.'”* Domestically consumed
quarrying products include construction-related raw materials such as cement, sand, gravel,
and aggregate. Exported mineral products include concentrates of coltan,'? cassiterite (a tin
mineral), wolframite (a tungsten mineral), and sapphires.

FDI in Rwanda was estimated at $2.6 million in 2002, and has been negligible since the 1994
genocide, ranging between $1 million and $8 million per year. South African sources,
including mobile phone service and fuel distribution providers, are the largest foreign
investors. The government has expressed its intention to privatize all 74 parastatals, but only
30, almost all small, with a total value of $7 million, were privatized through 2003."* The
large telecommunications, energy, banking, and tea plantation parastatals have not yet been
privatized.

Export Profile

Rwandan exports totaled $107.7 million in 2003 (table RW-2). Rwanda’s export
composition is heavily weighted toward minerals and metals, which accounted for 5 of the
top 10 export categories (table RW-3), and coffee and tea, which were the third- and fifth-
largest export products in 2003. Rwanda’s largest export market is Indonesia, which
accounted for more than 61 percent of total exports in 2003 (table RW-4).'** Exports to Hong
Kong and Thailand also increased substantially during 1994-2003, accounting for less than
6 percent of the total. Many exports such as tea, leather products, and some mineral products
have yet to recover completely from the extensive disruption caused by the 1994 genocide
and civil unrest. Some mining facilities resumed operations only recently.'?®

"8 Economist Intelligence Unit (ETU), Rwanda Country Profile, 2004, p. 32.

' Banque Nationale du Rwanda, “Structure des exportations annuelles,” p. 110; and IMF,
“The Global Demographic Transition,” p. 206.

129 Banque Nationale du Rwanda, Annual Report 2002, pp. 19-21. Cement production, mostly
for domestic construction, increased by 66 percent during 1997-2002.

! Banque Nationale du Rwanda, “Structure des exportations annuelles,” p. 110; and IMF,
“The Global Demographic Transition,” p. 206.

12 EIU, Rwanda Country Profile, p. 32.

12 Coltan is a common term in sub-Saharan Africa for the mineral columbo-tantalite, from
which niobium (columbium) and tantalum can be obtained. Niobium and tantalum are critical
metals for electronic components of cell phones, computer chips, and numerous high-tech
electronics.

12 EIU, Rwanda Country Profile, p. 27.

' Discounting the unsubstantiated export value to Indonesia for HS 2709.

126 “Rwanda,” Infomine-Africa, found at www. infomine-africa.com/Rwanda.asp, retrieved
Mar. 29, 2005.
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Table RW-2
Rwanda: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)

2003 share 9-year

HS 2 Description 1994 1999 2003 of total CAGR
—— 1,000 dollars Percent

27 Mineral fuels, mineral oils and products of their distillation;

bituminous substances; mineralwaxes .............. 329 71.0 65,786.1 61.1 132.7
26 Ores,slagandash. ............................... 3,2879 53189 18,758.6 17.4 213
09 Coffee, tea, mate and spices. . ....................... 30,198.7 31,3721 16,223.3 15.1 -6.7
41 Raw hides and skins (other than furskins) and leather .... 3,067.0 660.7 909.3 0.8 -12.6
72 Ironandsteel. ....... .. ... . 38.1 7.4 737.3 0.7 39.0
84 Nuclear reactors, boilers, machinery and mechanical

appliances; parts thereof ........... ... ... ... ..... 413.8 777 623.3 0.6 47
80 Tin and articles thereof. ........ ... ... ... ... ....... 30.0 0.0 622.5 0.6 40.1
85 Electrical machinery and equipment and parts thereof;

sound recorders and reproducers, television recorders

and reproducers, parts and accessories ............. 96.4 210.3 590.6 0.5 22.3
47 Pulp of wood/of other fibrous cellulosic material; recovered

(waste and scrap) paper and paperboard ............ 0.0 0.0 446.7 0.4 @)
62 Articles of apparel and clothing accessories, not knitted or

crocheted ........ ... ... .. 51.8 5.1 3147 0.3 22.2

Other .. i 1.676.1 7.554.0 2,700.0 25 5.4

Total . ..ot 388927 452773 107.712.5 100.0 12.0
" Undefined.

Note.—Although these figures represent WITS data, they deviate from other sources, especially with respect to petroleum-related
exports.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table RW-3
Rwanda: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, percent or 2003 total, and compound
annual growth rate (CAGR)

2003 share 9-year

HS 4 Description 1994 1999 2003 of total CAGR
—— 1,000 dollars Percent

2709 Petroleum oils and oils from bituminous minerals, crude . . 0.0 0.0 65,659.2 61.0 ¢
2615 Niobium, tantalum, vanadium or zirconium ores and

concentrates .. ... .. ... 1,410.1 3,910.5  15,890.5 14.8 30.9
0901 Coffee, whether or not roasted or decaffeinated; coffee

husks and skins; coffee substitutes containing coffee .. 27,446.2 30,463.8 15,106.1 14.0 -6.4
2609 Tinoresandconcentrates ......................... 1,877.8 1,222.9 1,839.2 1.7 -0.2
0902 Tea, whetherornotflavoured . . ..................... 2,751.3 908.2 1,117.2 1.0 -9.5
2611 Tungsten ores and concentrates .................... 0.0 185.4 893.6 0.8 ¢
7206 Iron and nonalloy steel in ingots or other primary forms

(excluding iron of heading 7203) .................. 0.0 0.0 723.8 0.7 "
8001 Tin,unwrought . ... ... ... 30.0 0.0 622.5 0.6 40.1
4702 Chemical wood pulp, dissolvinggrades ............... 0.0 0.0 446.7 0.4 9

4103 Raw hides and skins nesoi (fresh or preserved, but not
tanned or further prepared), whether or not dehaired or

SPhit . .o 1,918.3 36.6 401.6 0.4 -15.9
Other ... e 3,459.0 8,549.8 5.012.1 4.7 4.2
Total ... 38,892.7 45,277.3 107,712.5 100.0 12.0
" Undefined.

Note.—Although these figures represent WITS data, they deviate from other sources, especially with respect to petroleum-related
exports.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Table RW-4

Rwanda: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
—— 1,000 dollars Percent

INdONESIA . ...\t 0.0 0.2 66,105.9 61.4 ¢
GeIMANY . .o ettt e et e 13,443.0 11,243.0 8,079.0 7.5 -5.5
China ...... ... it 0.0 1,738.8 7,116.9 6.6 §)
HongKong,China ............................ 2.1 123.7 4,2246 3.9 133.2
Netherlands . ........... ... ... ... ... .. ....... 8,214.6 2,988.0 3,290.8 3.1 9.7
UnitedStates ................ ... ... .. ...... 1,685.0 3,825.7 2,880.1 2.7 6.1
Belgium ........ ... ® 4,311.9 2,326.4 2.2 "
Thailand . ..... ... 5.3 157.1 1,919.5 1.8 92.6
ROMANIA . ..o oot e e 0.0 570.0 1,528.5 1.4 "
Denmark . .....coiii e 595.4 683.1 1,041.5 1.0 6.4
Other ... ..o 149474 19,635.8 9.199.2 8.5 -5.3
Total ... 38,892.7 45,277.3 107,712.5 100.0 12.0

" Undefined.

2 Not available.

Note.—Although these figures represent WITS data, they deviate from other sources, especially with respect to petroleum-related

exports.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Sectors with the Greatest Export Growth Potential

Rwanda’s leading exports—minerals and metals and coffee—are likely to be the engines of
export growth in the short to mid term. Rwanda’s hilly terrain, of which 41 percent is arable,
gives it a natural advantage in the growth of certain agricultural products such as coffee and,
more recently, tea. Rwanda also has a natural advantage in minerals and metals, notably in
gold, tin, gemstones, and other metals. However, opportunities for increasing Rwandan
exports may also be found in downstream processed products. Given their high input and
transport costs, most consultants are advising Rwandan producers to target high-end, niche
products that garner higher prices and take advantage of Rwanda’s low-cost labor.'”’

The outlook for Rwanda's mineral exports depends on the resolution of political instability
and favorable world market conditions for coltan, gold, tin, and tungsten. Historically, tin
exports had been the dominant mineral export. Rwanda was one of the major tin-producing
countries in the 1980s,'*® approaching 1 percent of world production'® and peaking at 1,100
short tons in 1990."*° However, since 2000, coltan has become the largest mineral export.
REDEM], the state-owned mining company, has more than doubled production of multiple
products during 2000-04, including cassiterite (up by 169 percent to 603 short tons), coltan

127 ECAHUB, “Development of National AGOA Export Strategies.”

12 T. Yager, “The Mineral Industries of Burundi, Comoros, Malawi, Mauritius, Reunion,
Rwanda and Seychelles,” U.S. Geological Survey (USGS), 2003, found at
http://minerals.usgs.gov/minerals/pubs/country/2003/bycnmimpfirwsemyb03. pdyf, retrieved
Mar. 28, 2005; and USGS tin commodity specialist, interview by USITC staff, Washington, DC,
Apr. 18, 2005.

12 J. Carlin, Tin Statistical Compendium, USGS, found at
http://minerals.usgs.gov/minerals/pubs/commodity/tin/stat, retrieved Apr. 12, 2005.

13 EIU, Rwanda Country Profile, p. 32.
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(up by 154 percent to 33 short tons), and wolframite (up by 110 percent to 258 short tons)."!
In addition, Rwanda also has undeveloped beryllium, kaolin, and peat deposits,"**> and
REDEMTI’s announced intention to begin offering concessions for sale in 2007 should
increase production of multiple mineral resources destined largely for export.'*?

The revealed comparative advantage'** (RCA) analysis shows comparative advantage gains
for woven fabrics, indicating potential for increased sector exports (appendix E, table E-28).
Rwanda’s main producer, Premiére Usine Textile du Rwanda (UTEXRWA), was established
in 1985 and, despite continuing low production capacity, has rapidly expanded in the last
few years to become an integrated textile company with spinning, weaving, dyeing, printing,
and apparel-making capabilities. It produces industrial and school apparel and basic products
such as sheets and curtains. It operates a growing textile mill with an in-house garment
manufacturing facility. UTEXRWA has already established contact with U.S. customers
such as WalMart. Other small textile weaving companies are also expanding, such as Gahaya
Links, which specializes in hand-loomed textile products.'** The export potential of textile
and apparel products is, however, dampened by the end of quotas in 2005."¢

Downstream chemical manufacturing opportunities include sodium hydroxides and
peroxides, which can be a product of peat processing; calcium carbides, which are generated
from carbon and limestone; and carbon black, a specialty product added to rubber tires,
which is derived almost exclusively from the burning of natural gas.

The Rwandan government has identified coffee as an export growth product. Given
declining international coffee prices,"’ the government plans to increase its sales of high-
grade arabica coffee by developing specialty products that could potentially triple the income
to the farmers. This policy requires introducing improved harvesting techniques and coffee-
washing technology,"® as well as introducing flavoring and packaging options to further
process the coffee for export.'*’

Other agricultural sector products also exhibit opportunities to diversify exports. For
example, RCA analysis indicates that dried fruit and frozen fish have gained in comparative
advantage, suggesting potential export growth for downstream products. In each case,
additional processing beyond raw materials (e.g., to dry the fruit and to freeze the fish) has
provided the opportunity to increase the margins on exported products and absorb the
additional transport costs associated with inadequate transportation infrastructure.

131 «“Rise in Redemi’s Production,” Africa Mining Intelligence: Rwanda, No. 79, Feb. 18, 2004,
p. 2, found at www.africaintelligence.com/recherche/navigation/p_navig_recherche.asp, retrieved
Apr. 11, 2005.

132 Yager, "The Mineral Industries."

133 «Rise in Redemi’s Production.”

13 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

135 ECAHUB, “Development of National AGOA Export Strategies.”

136 For additional information on the Multifiber Arrangement and the end of textile and apparel
quotas in 20035, see app. C.

137 Jason Bauer, OTF Group, 7th Annual Africa Business Conference, The Africa Business
Club of Harvard Business School, Feb. 11-13, 2005.

138 C. Spratling, “Premium beans, premium benefits,” Detroit Free Press, Mar. 18, 2005, found
at www freep.com/features/living/rwandal8e _20050318.htm, retrieved Apr. 22, 2005.

13 ECAHUB, “Development of National AGOA Export Strategies.”
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Consultants have identified ecotourism as a services sector trade opportunity. Rwanda has
a highland forest with over 30 species of primates, including gorillas. To capitalize on these
assets, consultants suggest that Rwanda develop a research center that offers university
programs to attract additional visitors who would stay in the country longer than the typical
ecotourist.'*

Domestic and International Barriers'!

In general, increasing production levels and improving delivery capacities are the key to
increased exports of existing products. Rwanda’s typically low production capacity results
from a lack of technology and costly and inefficient transportation stemming from
underdeveloped infrastructure. These factors impede Rwanda's participation and integration
in the global economy, and negatively affect investment. The challenges confronting
potential investors in Rwanda include a shortage of reliable and affordable energy, regional
instability, inadequate transport links, lack of fiscal discipline, and the slow privatization
process.'* Additionally, several business environment issues such as the cost and time
required to register a property and start a business, negatively affect business development
(table RW-5). However, economic freedom measures are improving such that Rwanda’s
overall score is approaching the regional average in 2005 (table RW-6).

The East and Central African Trade Hub notes a number of impediments to increasing
Rwanda’s exports, including lack of technical/management skills necessary for
diversification into downstream products; nearly inaccessible roads from production sites to
distribution centers or ports; no native seaport; small domestic capital base for local
investment; lack of sufficient reasonable-term credit for working capital; lack of technology
transfer to increase downstream production; high utility costs, including transport fuel; few
cold storage (for perishables) and warehouse facilities; low electrical supply, at high cost;
low water supply, especially clean running water; expensive information technology
services; significant “red tape” paperwork delays; limited marketing knowledge; weak cross-
sectoral linkages, translating into little support for small and medium enterprises; and varied
tariff and nontariff barriers.'*

Reportedly accounting for 40 to 60 percent of sales value, Rwanda’s high transport costs are
a major barrier to export diversification.'** Rwandan producers are thus unable to compete
in many overseas markets, especially commodity markets, and expand into new export
products.’*® As Rwanda has no railways,'*® all transport is road based, and only 8.3 percent
of roads are paved (table RW-7). Rwanda has two routes to access ports —a northern corridor
through Kampala to Mombasa and a central corridor to Dar-es-Salaam. Because of the lack
of security and dilapidated roads in the central corridor, 80 percent of traffic uses the
northern corridor. However, the greater security of the northern route comes at the expense

140 Bauer, 7% Annual Africa Business Conference.

! Much of this section is derived from IF, “Rwanda Diagnostic Trade Integration Study
Concept Note.”

12 US&FCS, “Rwanda Country Commercial Guide, FY 2004.”

' ECAHUB, “Development of National AGOA Export Strategies.”

14 Ibid.

' For a detailed description of the transportation issue, see IF, “Rwanda Diagnostic Trade
Integration Study Concept Note.”

S EIU, Rwanda Country Profile, p. 23.
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Table RW-5
Rwanda: Business environment

Regional OECD
Rwanda average average
Closing a business: Cost (percentofestate) ................ ... ... ....... " 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 0.0 171 721
Closing a business: TiMe (YEArs) . .............c.uuuiiieeineaiiiinnnnann. " 3.6 1.7
Getting credit: Cost to create collateral (percent of income per capita) ............ A 41.8 5.2
Getting credit: Credit informationindex ............... ... ... ... .. ... ... ..., 3.0 21 5.0
Getting credit: Legalrightsindex ............ .. ... . i 5.0 4.6 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . . ............ 0.0 39.4 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) . ........ 1.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) ............. ... ... ... ... ... ... 495 43.0 10.8
Enforcing contracts: Number of procedures . ............. ... ... ... ... .. ... 29.0 35.0 19.0
Enforcing contracts: Time (days) .. .........oviiiiin i 395.0 434.0 229.0
Registering a property: Number of procedures . .............................. 5.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 9.5 13.2 4.9
Registering a property: Time (days) .............cooiiiiiiiiiiineennn. 354.0 114.0 34.0
Starting a business: Numberofprocedures ............... .. ... ... ... ...... 9.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 316.9 2252 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 0.0 2541 441
Starting a business: Time (days) . ...ttt 21.0 63.0 25.0
Employment: Difficulty of firingindex ............. ... ... ... .. ... ... ... . ... 60.0 50.6 26.8
Employment: Difficulty of hiringindex ........... ... ... ... ... .. ... ... ... 89.0 53.2 26.2
Employment: Firing costs (Weeks) . ...... ... . i 54.0 59.5 40.4
Employment: Rigidity of employmentindex .................. .. ... ... ........ 76.0 56.0 34.4
Emplovment: Rigidity of hours index 800 642 500
Import tariffs Simple average of ad valorem duties
(Rwanda, applied rate, 2002)
AlLGOOAS . . ..o s 19.2
Agricultural goods . . ... ... 14.5
Nonagricultural goods . . . . ... i 19.9

" No practice.
' Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http.//rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http.//stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table RW-6

Rwanda: Economic freedom
Regional OECD
Rwanda average' average

Hentage Foundation indicators

1995 Overall SCOTE . .. ... i e Q) 3.6 2.5
2000 0Verall SCOTe . . . .ot 4.3 3.7 2.2
2005 OVerall SCOTE . .. .ottt e e e 3.5 34 2.2
Trade policy SCOTe . ... ... i e 3.0 3.9 2.2
Fiscal burden of governmentscore ............................ 4.4 3.9 3.6
Government intervention in the economyscore . .................. 2.0 26 25
Monetary policy score . ........ .. ... .. 2.0 2.4 1.5
Capital flows and foreign investmentscore ...................... 4.0 3.2 20
Bankingandfinancescore . .......... ... ... ... ..., 4.0 3.2 1.9
Wages and priCeS SCOTe . .. .. ... vi ittt 3.0 238 21
Propertyrights score . ......... ... . .. . ... 4.0 37 16
Regulationscore . ....... ... ... ... i 4.0 37 2.7
Informal market activityscore .. ................ ... ... .. .. .... 5.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.

2 Not available.
Note.— Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.
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Table RW-7

Rwanda: Infrastructure-related indicators

MRY'
Roads, total network (km, 1999) . . .. ... . e 12,000.0
Roads, paved (percent of total roads, 1999) . ... ... . ... . 8.3
Transport services (percent of service exports, BoP, 2002) . ... ........ ... 18.7
Transport services (percent of service imports, BoP, 2002) .. .............c..uieei 442
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .. ... 16.4
Internet users (per 1,000 people, 2002) . . . .. ... .. 3.1
Mobile phones (per 1,000 people, 2002) . .. .. ... .. i 13.6
Telephone mainlines (per 1,000 people, 2002) . .. .. ... ... ... .. 2.8
Electric power transmission and distribution losses (percentofoutpuf) . . .......... .. ... .. ... . ... . ... ....... A
Energy imports, net (percent of commercial @nergy use) . . . ... ... ... A

" Most recent year for which data are available between 1999 and 2003.

2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http:/devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

of more checkpoints, resulting in delays and increased transit costs. The cost of moving
goods to or from the coast is reportedly often more than twice the cost of ocean-borne
shipping to and from Europe or Asia.'*’

The length and variability of shipping times require producers to maintain large inventories,
which tie up capital and increase the cost of products. This constraint is particularly difficult
as interest rates average 20 percent.'*®* Rwandan producers also face a number of customs
barriers on both imports and exports that lead to delays and increased costs, including the
inefficient bonded warehouse system and the multiple customs frontiers that must be
crossed.'® Airline-based trade'” is being evaluated to assist in the development of services-
based export activities."”! Air transport is also considered important to the development of
nontraditional exports such as horticulture.

Insufficient water and power hinders development in all sectors. The national electric utility
monopoly, Electrogaz, is almost entirely dependent upon hydroelectric power. Thus, the
drought of the past 2 years has caused regular supply interruptions'*? during a time when
demand is increasing by more than 10 percent per year."”® As a short-term remedy, many
companies have purchased their own electrical generators to improve supply reliability, but
this is more expensive than hydroelectricity.'** Other companies have significantly curtailed
output.'*® Several businesses report that they have been unable to carry out plans to expand
production because of unreliable water and energy supplies.'*® Water is also becoming

"7 For multiple examples, see IF, “Rwanda Diagnostic Trade Integration Study Concept Note.”

1% Regional organization official, interview by USITC staff, Lusaka, Zambia, Mar. 15, 2005.

' TF, “Rwanda Diagnostic Trade Integration Study Concept Note.”

1% The principal airlines are Air France and Sabena, as well as some regional
airlines.“Rwanda,” Infomine-Africa, found at www. infomine-africa.com/Rwanda.asp, retrieved
Mar. 29, 2005.

' Regional organization representative, interview by USITC staff, Lusaka, Zambia,

Mar. 15, 2005.

12 TF, “Rwanda Diagnostic Trade Integration Study Concept Note.”

133 Tbid.

'* Energy product imports were 108,506 short tons, at a value of $40.2 million, in 2003; energy
imports accounted for nearly 16 percent of Rwanda's total imports. Banque Nationale du Rwanda,
“Structure des exportations annuelles.”

133 IF, “Rwanda Diagnostic Trade Integration Study Concept Note.”

1% Tbid.
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increasingly scarce, and the urban water supply is dependent upon energy supply reliability.
This also affects tourism.

Another barrier to accessing export markets is the lack of technical capacity to meet product
standards and requirements. To successfully market products internationally, especially
agricultural products, Rwanda must meet international standards in process and quality. With
the creation of the Rwandan Bureau of Standards in 2002, Rwanda is introducing a modern
system of standardization that did not exist."’

With regard to the agricultural sector, lack of access to credit constrains export growth; only
2 percent of bank credit went to the agricultural sector in 2002."*® High interest rates and
demands for 100-percent collateral make formal loans prohibitively expensive. Access to
credit to finance crop selection, fertilizer use, and marketing is necessary for large-scale
production and expansion into downstream products.

‘As noted above, Rwanda’s land-locked geographic position, requiring the need to access
neighboring country transportation infrastructure and the associated additional costs, limits
export diversification into low-margin, high-volume exports. In addition, rules of origin
requirements for certain exports such as textile and apparel products were identified as
limiting market access and export growth.'”

137 ECAHUB, “Development of National AGOA Export Strategies.”

18 IF, “Rwanda Diagnostic Trade Integration Study Concept Note.”

15 Brenton and Ikezuki, “The Value of Trade Preferences for Africa,” mimeo, World Bank,
2004, found at www.ileapinitiative.com/pages/pdfs/WB, %20Trade%20Prefs rcvd
%2011.07.04_FINAL%20FORMAT pdf, retrieved Apr. 6, 2005.
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Sierra Leone!®

Economic Overview

Sierra Leone, located on the west coast of Africa, had a GDP of $793.3 million in 2003
(table SL-1). With a population of 5.3 million, Sierra Leone’s GDP per capita of $150 places
it among the poorest countries in the world. The 1991-2002 civil war displaced about
2 million people, devastated the country’s infrastructure, disrupted economic activity, and
stifled the export sector.'®' Sierra Leone’s economy is based on production of rice for the
domestic market, and diamond mining, which likely accounts for about 90 percent of total
official exports. In addition, a significant volume of diamonds are smuggled out of the
country.'®?

Sierra Leone’s real GDP grew by 6.5 percent in 2003, reflecting recovery in the agricultural
sector, strong growth in diamond mining, and modest growth in manufacturing for local
consumption.'®® Agriculture accounted for just over one-half of Sierra Leone’s GDP in 2003
(figure SL-1). The sector employs about two-thirds of the labor force,'** mostly in the
production of rice by subsistence farmers.'®® Cash crops include coffee, cocoa, ginger,
cassava, bananas, citrus, peanuts, sweet potatoes, and vegetables.'® Relatively infertile soil
limits the potential productivity of arable land. Sierra Leone’s timber production ceased
during the civil war because the insurgents occupied the forests that had the best prospects
for logging.'®’ The country’s fishing infrastructure also was damaged during the civil war.'®®

Industry accounted for almost one-third of Sierra Leone’s GDP in 2003, with mining the
main industrial activity. Sierra Leone’s mineral resources include diamonds, gold, iron ore,
rutile (a source of titanium), and bauxite (a source of aluminum); however, only diamonds
and gold currently are mined and exported. Diamond production in Sierra Leone reportedly
amounts to about $300 million annually. Roughly 90 percent of production is smuggled out
of the country without payment of taxes.'®® Sierra Leone’s only iron ore mine was abandoned
prior to the civil war. A bauxite mine ceased operations in 1995 after it was attacked during
the civil war. A rutile mine also ceased operations in 1995 after it, too, came under attack.
Prior to its closure, the mine accounted for 25 percent of the world’s production of rutile.

1% Prepared by Ralph Watkins, Office of Industries.

161 Economist Intelligence Unit, (EIU), Sierra Leone Country Profile, 2004, p. 44; and World
Trade Organization (WTO), Trade Policy Review: Sierra Leone, Report by the Secretariat,
Jan. 7, 2005, p. 3.

12 EIU, Sierra Leone Country Profile, p. 31.

1 EIU, Sierra Leone Country Profile, p. 28.

164 U.S. & Foreign Commercial Service (US&FCS), “Sierra Leone 2003 Country Commercial
Guide,” found at www.stat-usa.gov, retrieved Feb. 4, 2005.

1 EIU, Sierra Leone Country Profile, p. 24.

166 U.S. Department of State, “Background Notes: Sierra Leone (November 2004),” found at
www.stat-usa.gov, retrieved Feb. 4, 2005, p. 2.

1$7 EIU, Sierra Leone Country Profile, pp. 19 and 29.

18 US&FCS, “Sierra Leone 2003 Country Commercial Guide.”

19 WTO, Trade Policy Review: Sierra Leone, p. X.
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Table SL-1
Sierre Leone: Basic economic indicators

MRY'
GDP (current US$, millions, 2003) . . . .. . ... . 793.3
GDP growth (annual percent, based on local currency, 2003) . . .. ... ... i 6.5
GDP per capita growth (annual percent, based on local currency, 2003) . ... ... 4.5
Inflation, consumer prices (@nnual percent, 2003) . .. .. ... ... . 7.6
External debt, total (current US$, millions, 2002) . . ... ... .. ... . . . . . 1,447.7
Total debt service (percent of exports of goods and SEIVICES) . . .. ... ... ot Q)
Exports of goods and services (percent of GDP,2003) . ... ... ..ot 18.0
Trade (percent of GDP, 2003) . . .. .. .. i e e 66.7
Official exchange rate (local currency unit per US$, period average, 2003) . ................c.iiiiiininnnn. 2,347.9
Population, total (millions, 2003) . . . .. .. ... 5.3
Population growth (annual percent, 2003) . . . .. .. ... . 1.9
Labor force, total (millions, 2003) . . . . .. ... 2.0
Labor force participation rate, total (percent, 2002) ... ... ... .. . . . . .. 37.2
Literacy rate, adult total (percent of people ages 15and above) ... ...t @)
Primary school enroliment ratio, total (percent, 2000) . ... ... ... .. . . 65.3
Secondary school enroliment ratio, total (percent, 2000) . . ............... ... . .. i 26.0
Land use, arable land (percent of total, 2001) ... ... ... ... . 7.0
Gross capital formation (percent of GDP, 2003) . . ... ... ... i e 18.5
Gross fixed capital formation (percent of GDP, 2003) . . . . ...t 18.5
Foreign direct investment, net inflows (percent of GDP, 2002) .. . ... ...............iouiiniiniiniininn. .. 0.6

" Most recent year for which data are available between 1999 and 2003.
2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http:/devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Figure SL-1
Sierra Leone: Composition of GDP (2002)

$0.8 billion

Agriculture
52.7%

Industry
31.6%

Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.
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Manufacturing accounted for an estimated 3 percent of GDP in 2003.'” Products currently
manufactured on a small scale for the domestic market include plastic footwear, apparel,
small furniture items, beer, soft drinks, matches, candles, and travel bags.'”!

Export Profile

World Bank data based on reports by partner countries of imports from Sierra Leone show
that Sierra Leone’s exports totaled $196.2 million in 2003 (table SL-2).'”> However,
according to the Bank of Sierra Leone, the country’s exports totaled $84.0 million in 2003.
The World Bank reports that Sierra Leone’s diamond exports in 2003 amounted to
$96.3 million and accounted for nearly one-half of Sierra Leone’s total exports
(table SL-3).'” Actual diamond exports likely amounted to three times the value officially
reported as imported by Sierra Leone’s trading partners because most diamonds are
smuggled out of the country to avoid paying the export tax. Total diamond exports likely
accounted for over 90 percent of the value of Sierra Leone’s actual exports.'”* Exports of
bauxite and rutile amounted to about $76 million in 1994, when they accounted for nearly
one-half of the country’s exports. However, as noted above, both mines closed in 1995
following attacks by forces of the Revolutionary United Front, and Sierra Leone’s exports
in 1999 were 42-percent smaller than in 1994. Exports of cocoa beans were valued at
$7.0 million, or 3.6 percent, of total exports.'”

The European Union is the largest market for Sierra Leone exports, accounting for more than
87 percent of Sierra Leone’s shipments by value in 2003. Belgium, Sierra Leone’s largest
single export market, accounted for almost one-half of total exports in 2003 (table SL-4). In
2003, approximately 95 percent of Sierra Leone’s officially traded diamonds were exported
to Belgium for processing. Germany and Italy were the leading markets for Sierra Leone’s
exports of cocoa beans in 2003, and Morocco and the Czech Republic were the leading
markets for Sierra Leone’s coffee. All of Sierra Leone’s exports of crustaceans and molluscs
in 2003 were shipped to France.'’® Sierra Leone’s exports of cocoa beans and crustaceans
more than doubled in 2003 compared with 2002; exports of coffee declined slightly.'”’

17° From the 2004 Annual Statistical Digest by the Sierra Leone Central Statistics Office, as
reported in WTO, Trade Policy Review: Sierra Leone, p. 3.

" US&FCS, “Sierra Leone 2003 Country Commercial Guide.”

' Export data in tables SL-2, SL-3, SL-4, which are based on reports by partner countries of
imports from Sierra Leone, may be subject to reporting errors. Exports of articles classified in HS
chapters 22, 38, 61, 72, 74, 84, 85, and 94 (alcoholic beverages, chemicals, apparel, articles of
steel and copper, electronic components, electro-mechanical appliances, and furniture,
respectively) were likely exported from Slovenia, but inadvertently reported as U.S. and EU
imports from Sierra Leone. EIU, Sierra Leone Country Profile, p. 35.

' WTO, Trade Policy Review: Sierra Leone, p. 13. According to the Bank of Sierra Leone and
Sierra Leone’s Ministry of Finance, diamond exports totaled $76.7 million in 2003 and accounted
for 91 percent of the country’s total exports that year. Manufactured goods accounted for
5 percent, and cocoa, 3 percent.

' WTO, Trade Policy Review: Sierra Leone, p. x.

' The remaining eight categories listed in tables SL-2 and SL-3 are not produced in and/or
exported from Sierra Leone.

176 World Bank, World Integrated Trade Solution database, reports of imports from Sierra
Leone by partner countries.

177 Ibid.
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Table SL-2
Sierra Leone: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)
2003 share 9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars Percent
71 Natural or cultured pearls, precious or semiprecious
stones, precious metals; precious metal clad
metals, articles thereof; imitation jewelry; coin . . . 23,685.7 34,755.8 96,482.8 49.2 16.9
94 Furniture; bedding, cushions etc.; lamps and lighting
fittings nesoi; illuminated signs, nameplates and
the like; prefabricated buildings .............. 808.6 1,095.9 20,959.1 10.7 43.6
84 Nuclear reactors, boilers, machinery and mechanical
appliances; parts thereof . . .. ................ 5,821.4 4,084.1 14,1279 7.2 10.4
85 Electrical machinery and equipment and parts
thereof; sound recorders and reproducers,
television recorders and reproducers, parts and
ACCESSOMES ..ottt ee e 2,085.2 3,425.7 10,616.7 54 19.8
22 Beverages, spiritsand vinegar. ................. 17.7 359 89455 4.6 99.7
18 Cocoa and cocoa preparations. ................. 4,039.7 2,6009 72195 3.7 6.7
61 Articles of apparel and clothing accessories, knitted
orcrocheted ............................. 420.9 357.0 5,058.5 26 31.8
74 Copper and articles thereof. .................... 174.9 276.3 3,4259 1.7 39.2
38 Miscellaneous chemical products. ............... 311 91.0 1,901.2 1.0 57.9
72 Ironandsteel. ............................... 1,191.5 4115 1,850.5 0.9 5.0
Other ... 116,969.1  42570.1 25,566.5 13.0 -15.5
Total ...............coooouiiniinniion.. . 1552459 89.704.3 196,154.1 100.0 26

Note.—Although these figures represent WITS data, they deviate from other sources, possibly resulting from the similarity of

country codes for Sierra Leone, Slovenia, and St. Lucia.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table SL-3
Sierra Leone: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)
2003 share 9-year
HS 4 Description 1994 1999 2003 of total CAGR
1,000 dollars ———  —— Percent ——
7102 Diamonds, whether or not worked, but not mounted orset ... 22,8586 34,599.4 96,324.5 491 17.3
9401 Seats (other than barber, dental and similar chairs), whether
for not convertible into beds, and parts thereof .. ........ 2125 901.7 20,389.4 104 66.1
8473 Parts and accessories nesoi for typewriters and other office
machines of headings 8469t08472 .................. 235 4386 9,214.1 47 94.1
2208 Ethyl alcohol, undenatured, of an alcoholic strength by
volume of under 80% vol.; spirits, liqueurs and other
spirituous beverages . ............ ... ... . ..., 9.9 0.0 38,7354 4.5 112.4
1801 Cocoa beans, whole or broken, raworroasted ............ 4,0021 26009 7,027.8 36 6.5
8509 Electro-mechanical domestic appliances with self-contained
electric motor; parts thereof . . . ...................... 240.0 1315  2,990.9 15 324
8511 Electrical ignition or starting equipment used for spark-ignition
for compression-ignition internal combustion engines;
generators etc. therefor;parts . ...................... 154 1394 24322 1.2 75.5
8533 Electrical resistors (including rheostats and potentiometers),
other than heating resistors; parts thereof . . ... ......... 16.2 26.9 11,9599 1.0 70.4
6105 Men's or boys' shirts, knitted or crocheted ................ 0.7 1.5 1,859.5 0.9 141.3
7403 Refined copper and copper alloys (other than master alloys
of heading 7405), unwrought . . . ..................... 0.0 0.0 1,827.1 0.9 "
Other ... .. 127.867.0 50,864.4 43393.3 221 -11.3
Total .. 155,245.9 89,704.3 196,154.1 100.0 2.6
" Undefined.

Note.—Although these figures represent WITS data, they deviate from other sources, possibly resulting from the similarity of

country codes for Sierra Leone, Slovenia, and St. Lucia.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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Table SL-4
Sierra Leone: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)

2003 share 9-year
Market 1994 1999 2003 of total CAGR
——— 1,000 dollars Percent

Belgium ... ¢) 29,184.8 94,065.6 48.0 ®
France .........c.oouiiiiiiiiininan.. 6,717.7 645.8 43,383.5 221 23.0
GeIMANY . .ottt et e 17,172.0 2,451.8 20,311.0 10.4 1.9
United Kingdom .......................... 30,260.9 5,083.3 6,877.7 35 -15.2
UnitedStates ............................ 54,694.8 10,873.6 6,726.7 34 -20.8
India ... 0.0 110.1 6,390.7 3.3 @)
Netherlands . ............................ 7,811.0 522.8 2,569.1 1.3 -11.6
Canada ..........ccoiiiniiiiii i 5,532.4 2,790.7 2,349.0 1.2 -9.1
SpaIN .. 12,584.0 83.6 2,048.7 1.0 -18.3
Raly ... 576.5 78.2 1,593.7 0.8 12.0
Other ... i 19,896.7 37.879.6 9,838.5 5.0 -7.5
Total ..o 155,245.9 89,704.3 196,154.1 100.0 2.6

" Not available.

2 Undefined.

Note.-Although these figures represent WITS data, they deviate from other sources, possibly resulting from the similarity of country
codes for Sierra Leone, Slovenia, and St. Lucia.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Sectors with the Greatest Export Growth Potential

Sierra Leone is, and is likely to remain, a globally competitive producer and exporter of
diamonds as a result of the country’s vast diamond reserves and expanding world demand,
as indicated by the strength and stability of the revealed comparative advantage'’® (RCA)
indices (appendix E, table E-32). Foreign investors have been engaged in Sierra Leone’s
diamond mining sector and are expanding their operations.'” Resumption of production at
Sierra Leone’s rutile mine following the purchase of the mine by foreign investors could
boost exports of that commodity.'** Sierra Leone also has the potential to become an exporter
of bauxite and iron ore again if the country can find investors. With its diamond and gold
resources, Sierra Leone could become a producer and exporter of jewelry if investments
were made in manufacturing equipment.

The agriculture and fisheries sectors may have export growth potential. The RCA analysis
indicates that Sierra Leone has a strong revealed comparative advantage in the production
of cocoa beans as a result of land that is particularly conducive for cocoa production in the
eastern part of the country. Sierra Leone also eventually could develop downstream cocoa-
based products for export such as cocoa paste and cocoa butter. In addition, with only about
one-third of arable land under cultivation, Sierra Leone has the potential to expand
agricultural production and exports of products such as cassava, coffee, palm kernels, ginger,

178 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

' E1U, Sierra Leone Country Profile, p. 31; and US&FCS, “Sierra Leone 2003 Country
Commercial Guide.” '

18 EIU, Sierra Leone Country Profile, p. 31.
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rice, asparagus, avocados, cut flowers, green beans, mangoes, and mushrooms.'®' Sierra
Leone also has substantial potential to become a seafood exporter. Most of the fish, lobster,
shrimp, and shark are caught by artisanal fishermen; investment in a fish processing facility
could permit the country to become an exporter of fish products.'®

Sierra Leone is in the process of establishing an export processing zone for companies that
engage in manufacturing and assembly for export.'® It is anticipated that the first products
to be manufactured in the zone will be spare parts needed to service equipment in the
agricultural and mining sectors; such products also could be exported to regional sub-
Saharan African markets.'®*

The petroleum and tourism sectors have elicited foreign investor interest. Several foreign
companies have acquired rights to explore for petroleum and gas off the coast of Sierra
Leone." Foreign investors have also expressed interest in developing a business/tourism
travel industry in Sierra Leone.'®® If such investment materializes, Sierra Leone could
increase exports of petroleum and tourism.

Domestic and International Barriers

Sierra Leone scored worse than the regional average on most business environment indices
(table SL-5). The country registered its worst scores in costs for starting and closing
businesses, complexity of contract enforcement, and all labor-related indices. Sierra Leone
also ranked poorly with respect to economic freedom, particularly in its trade policy,
property rights, and regulation scores (table SL-6). Lack of government transparency is
reportedly widespread in Sierra Leone and is a significant obstacle to investment.
Enforcement of the rule of law is irregular and inefficient."®” Many professionals in civil
service, law, medicine, and education left the country during the civil war, weakening the
institutions that rely on such professionals.'®® Although Sierra Leone has a surplus of labor
(the labor force participation ratio is less than 40 percent), the lack of education in the labor
force limits the availability of skilled labor required for diversification into more skill-
intensive industries.

Inadequate infrastructure is a significant impediment to investment, production, and the
expansion of exports. Much of the country’s transportation network was damaged or
destroyed during the civil war and has not been repaired. Only 7.9 percent of Sierra Leone’s
roads are paved (table SL-7). Significant investment is required to enable farmers to get their
products to urban areas for domestic sale, and the state ofthe nation’s transportation network
prevents farmers from getting their products to the port in Freetown for export. The lack of

181 US&FCS, “Sierra Leone 2003 Country Commercial Guide.”

182 Ibid.

'8 WTO, Trade Policy Review: Sierra Leone, p. 29.

18 US&FCS, “Sierra Leone 2003 Country Commercial Guide.”

183 EIU, Sierra Leone Country Profile, p. 31.

136 Ibid., p. 35.

187 See US&FCS, “Sierra Leone 2003 Country Commercial Guide,” p. 19, for a discussion of
attempts to fight corruption in Sierra Leone.

'® The National Recovery Strategy recommends the provision of housing for medical workers
and teachers at clinics and schools to encourage the return of displaced professionals to their
communities. EIU, Sierra Leone Country Profile, p. 24.
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Table SL-5
Sierra Leone: Business environment

Regional OECD

Sierra Leone average average

Closing a business: Cost (percentofestate) . ................................ 38.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 121 171 721
Closing abusiness: Time(years) ................ oo, 2.5 3.6 1.7
Getting credit: Cost to create collateral (percent of income per capita) ............ " 41.8 5.2
Getting credit: Credit informationindex .......... ... ... .. ... . ... .. 0.0 21 5.0
Getting credit: Legalrightsindex ............ ... ... ... ... ... 5.0 4.6 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . . ............ 0.0 394 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) ......... 0.0 11 76.2
Enforcing contracts: Cost (percentofdebt) ........... ... . ... ... ... .. ... .. 31.0 43.0 10.8
Enforcing contracts: Number of procedures . ........ .. ... ... ... ... . ... ... 58.0 35.0 19.0
Enforcing contracts: Time (days) ...t 305.0 434.0 229.0
Registering a property: Number of procedures . .............................. 8.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 16.5 13.2 49
Registering a property: Time (days) ...........c.iiiiiiiiiiiiiiinn.. 58.0 114.0 34.0
Starting a business: Number of procedures . ............. ... . ... . ... ... 9.0 11.0 6.0
Starting a business: Cost (percent of income percapita) .................... ... 1,268.4 2252 8.0
Starting a business: Minimum capital (percent of income percapita) . ............. 0.0 2541 441
Starting a business: Time (days) ..............o i 26.0 63.0 25.0
Employment: Difficulty of firingindex . .. ... ... ... . ... .. ... .. ... .. 70.0 50.6 26.8
Employment: Difficulty of hiringindex .......... ... .. ... . ... . . .. 78.0 53.2 26.2
Employment: Firingcosts (weeks) ......... ... ... . ... i i 188.0 59.5 40.4
Employment: Rigidity of employmentindex . .............. ... ... ... . ... ... 76.0 56.0 344
Emplovment: Rigidity of hours index 800 642 200
Import tariffs Simple average of ad valorem duties

Country data not available.

Note.— Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http://rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http://stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table SL-6

Sierra Leone: Economic freedom
Regional OECD
Sierra Leone average' average

Heritage Foundation indicators

1995 OVeErall SCOTE . . ...t e 3.9 3.6 25
2000 OVerall SCOMe . .. ..o vttt i 4.0 3.7 22
2005 OVErall SCOM® . . ..o v ittt et e et e 3.8 34 22
Trade policy SCOMe ... .. ..ot e 5.0 3.9 22
Fiscal burden of governmentscore .......................... 4.3 3.9 36
Government intervention in the economy score . ................ 25 26 25
Monetary policy score . ...... ... ... . 2.0 24 1.5
Capital flows and foreign investmentscore .................... 4.0 3.2 2.0
Banking and finance score . ........... . ... i 4.0 3.2 1.9
Wages and PriCes SCOT@ . . . ... v vttt et e ie e e et 20 2.8 21
Property rights score . ............ . i 5.0 37 1.6
Regulation SCore . ....... ...ttt 5.0 3.7 27
Informal market activityscore .. ........... ... .. .. . .. ..., 4.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sdo Tomé & Principe,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.

4-41



Table SL-7

Sierra Leone: Infrastructure-related indicators

MRY"
Roads, total network (km, 71999) . . .. ... .. . . e 11,330.0
Roads, paved (percent of total roads, 1999) . ........... ... .. 7.9
Transport services (percent of service exports, BOP) .. ............ .o it ®
Transport services (percent of service imports, BoP) . ..............c.ooiiiiiiinian.. A
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . . .......................... 18.2
Internet users (per 1,000 people, 2002) . .. ........... .. 1.6
Mobile phones (per 1,000 people, 2002) . .. .... ... i 134
Telephone mainlines (per 1,000 people, 2002) .. ... ... i i 4.8
Electric power transmission and distribution losses (percent ofoutpuf) . ... ..................... 6)
Energy imports, net (percent of commercial energy use) . . .. .......... ... A

"Most recent year for which data are available between 1999 and 2003.

2 Not available.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at http:/devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

widespread, reliable, and reasonably-priced public utilities also is an obstacle to economic
recovery and the resumption of industrial production.'®

Government land policy also impedes foreign investment. Foreigners are prohibited from
owning land in Sierra Leone. However, there are many instances of de facto foreign
ownership. Technically, all land outside the region around Freetown belongs to the local
chiefs, and foreign investors who want to operate in such areas must negotiate leases with
the chiefs. Uncertainties with respect to the rights and obligations of leaseholders detract
from the business climate in Sierra Leone.'®”

With regard to the fisheries sector, Sierra Leone lacks both a well-organized fleet to harvest
deep-sea resources, and adequate fish processing facilities. All fish caught in the country’s
territorial waters not intended for fresh consumption must be processed in foreign plants.'*!
Sierra Leone lacks resources to enforce laws against illegal trawling, which impedes
investment in the local fishing sector and reduces revenue from licensing fees. Another
constraint to increased fish exports is the inability to satisfy international standards.
Although the European Union and the United States have banned the import of various fish
and fish products from Sierra Leone, the Sierra Leone Standards Bureau reportedly is in the
process of developing standards and codes of conduct in compliance with EU directives on
sanitary certification for fish and fish products.'**

The primary international impediment to increased exports is regional instability. For
example, Sierra Leone’s leading cash crops, coffee, cocoa, and palm products, are grown in
the eastern part of the country, near the border with Liberia. Regional political instability,
evident in cross-border raids by insurgents from Liberia, have retarded the development of
these products for export.'”® Regional instability has also destroyed resources that could be
used for the development of downstream production. For example, much of the country’s
livestock was killed during the civil war, limiting the potential for development of a leather
goods exporting industry.'**

18 US&FCS, “Sierra Leone 2003 Country Commercial Guide.”

190 Ibid.

' WTO, Trade Policy Review: Sierra Leone, p. X.

12U.S. Department of State telegram, “WTO Trade Policy Review Questions: Sierra Leone,”
message reference No. 5041, prepared by U.S. Embassy, Freetown, Feb. 2, 2005.

19 EIU, Sierra Leone Country Profile, pp. 22 and 29.

1 Ibid., pp. 19 and 29.
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South Africa'?

Economic Overview

South Africa has the largest GDP, at $159.9 billion, and is the most economically diverse
country in sub-Saharan Africa (SSA). GDP growth in 2003 was 1.9 percent (table SA-1),
down from 3.6 percent in 2002, owing to the strength of the rand, which negatively affected
exports; tight monetary policy; and weak agricultural sector performance resulting from
adverse climate conditions.'*® Total trade represents slightly more than one-half of GDP.
Exports represent an increasing percentage of GDP, from 25.7 percent in 1999 to
33.3 percent in 2002, then declining in 2003 to 27.6 percent, largely because of the effect of
the appreciated rand on exports.

Table SA-1
South Africa: Basic economic indicators

MRY"
GDP (current US$, millions, 2003) . . . .. .. .. 159,885.9
GDP growth (annual percent, based on local currency, 2003) . . .. ...t 19
GDP per capita growth (annual percent, based on local currency, 2003) .. ...ttt -2.0
Inflation, consumer prices (@annual percent, 2003) . . . .. ... ... 6.0
External debt, total (current US$, millions, 2002) . . . . .. ... ... . i s 25,040.5
Total debt service (percent of exports of goods and services, 2002) .. ...........oiuiiiiiienneinann. 12.3
Exports of goods and services (percent of GDP,2003) . ... ... ... it e 27.6
Trade (percent of GDP, 2003) . . ... ... ittt e e e e 51.3
Official exchange rate (local currency unit per US$, period average, 2003) . .............c..oiiiiiinninnen... 7.6
Population, total (miflions, 2003) . .. . ... .. .. .. . e 453
Population growth (annual percent, 2003) . .. ... ... .. -0.1
Labor force, total (millions, 2003) . . . . .. ... e e 18.1
Labor force participation rate, total (percent, 2002) ... ...... .. ... . . ... 416
Literacy rate, adult total (percent of people ages 15 and above, 2002) ... ..........c.c.ouiiiiiinnineennnn. 86.0
Primary school enrollment ratio, total (percent, 2000)% . . . .. .. ... ...ttt 111.0
Secondary school enroliment ratio, total (percent, 2000) ... ... ... .. . . ... 87.0
Land use, arable land (percent of total, 20071) ... ... ... .. 121
Gross capital formation (percent of GDP, 2003) . .. .. ... ottt 14.9
Gross fixed capital formation (percent of GDP, 2003) . . ... .. ...t e 14.8
Foreign direct investment, net inflows (percent of GDP, 2002) . . . .. ..ot i ittt et 0.7

" Most recent year for which data are available between 1999 and 2003.
2 Where figures are more than 100 percent, total enroliment includes repeaters and pupils above and below the primary school

age.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “World Development Indicators,” found at hitp://devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005;
and African Development Bank, “Country Tables,” found at www.afdb.org, retrieved Feb. 1, 2005.

Manufacturing accounted for 20.2 percent of GDP in 2003, followed by financial services
(19.5 percent), mining and quarrying (5.4 percent), and agriculture, forestry, and fishing
(4.3 percent) (figure SA-1). However, as a whole, services is the single largest contributor
to GDP. Leading this sector is the financial services industry, which has been increasingly
liberalized and is considered one of the largest and most deregulated among developing

19 Prepared by Laura Polly, Office of Industries.

19 Economist Intelligence Unit (EIU), South Africa Country Profile, 2004, p. 42; and Economic
Commission for Africa, “Recent Economic Trends for Africa and Prospects for 2004,” Economic
Report on Africa 2004: Unlocking Africa’s Trade Potential, Sept. 2004, p. 21.
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Figure SA-1
South Africa:

Agric., forestry & fishing

Composition of GDP (2003)

$159.9 billion
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Elec., gas & water supp., .

3.5%

Construction
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Other
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Source: EIU, “Economic Structure,” found at www.viewswire.com, retrieved Feb. 1, 2005.

countries. Other important services include tourism, information and communication
technologies (ICT), and the feature and commercial film industry.

Manufacturing growth is currently constrained by high crude petroleum prices, slow global
demand, and the appreciation of the rand."”” The manufacturing sectors that contribute most
significantly to South Africa’s GDP are automotive, metalworking, chemicals, textiles,
apparel, and food processing.'”® The automotive industry has grown significantly in the last
decade, and now reportedly accounts for almost 30 percent of manufacturing output.'*® The
chemical industry is also significant, accounting for 5 percent of GDP and 25 percent of
manufacturing sales.”” South Africa also has a well-established aerospace and defense
manufacturing industry, with ties to both U.S. and European aerospace companies. South
Africa’s textile and apparel sector is contracting sharply; 30,000 jobs were lost during
2003-04.%!

South Africa has a diverse natural resource base. It leads the world in production of
platinum-group metals (PGMs), gold, and chromium,** is the fifth-largest producer of uncut

"7 Business Day, Nov. 2, 2004, as reported in U.S. Department of State telegram, “South A frica
Economic Newsletter, Nov. 5, 2004,” message reference No. 04876, prepared by U.S. Embassy,
Pretoria, Nov. 2004.

'® Anastasia Gekis, The Services Group for USAID, “Southern African Development
Community Economic Impact Assessment Study, Background Study: The Manufacturing Sector
in Southern Africa,” Feb. 18, 2004, p. 11.

' EIU, South Africa Country Profile, p. 51.

2% “South Africa: Chemicals Industry,” Mbendi, found at
www.mbendi.co.za/indy/chem/af/sa/p00035. htm, retrieved Apr. 7, 2005.

' Industry official, interview by USITC staff, Pretoria, South Africa, Mar. 7, 2005.

2 Central Intelligence Agency (CIA), “South Africa,” World Factbook 2004, found at
www.cia.gov/cia/publications/factbook, retrieved Feb. 1, 2005.
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diamonds,*® the sixth-largest producer of coal,” and is also a leading global producer of

alumino-silicates, titanium, zirconium, antimony, and fluorspar. South Africa is the world’s
largest producer of ferroalloys and other alloying metals for the steel industry, and is a
significant producer of a wide variety of mineral-based products.?® South Africa does not
have any operating mines tapping into its limited bauxite reserves, but has developed an
expanding aluminum smelting and manufacturing industry based on alumina imports from
Australia,”® and is considered a major world aluminum producer.?*’ As one of the lowest-
cost steel producers in the world, South Africa has a well-developed steel industry that is
among the top 25 in the world.?*® Although South Africa accounts for less than 0.001 percent
of the world’s crude petroleum reserves,”” it has become the second-largest petroleum
refining country in Africa. South Africa also has a long-established and highly-developed
synthetic fuels industry based on abundant reserves of coal and offshore natural gas and
condensate. South Africa’s natural gas reserves are also being developed to replace coal as
the feedstock for its synthetic fuels industry.*'°

Agriculture, forestry, and fishing accounted for 4.3 percent of South Africa’s GDP in 2003.
The agriculture industry primarily consists of large-scale farms with economies of scale that
enhance their international competitiveness.”! Corn is the largest crop in terms of land area
cultivated, followed by a variety of other field crops including sugarcane, wheat, sunflowers,
barley, soybeans, canola, groundnuts (peanuts), and cotton.”’* South Africa is reportedly one
of the largest producers of cotton and raw wool in the world,*" and is the 6™ largest wine
producer in the world.?"* South Africa is a significant producer of ostrich products, as well
as tropical and temperate fruits and vegetables, flowers, and health foods.*'

The South African government has actively promoted an open investment climate, placing
virtually no restrictions on foreign investment. However, foreign direct investment (FDI) in
South Africa is low compared with other emerging peer economies, including Thailand,

28 EIU, South Afica Country Profile, pp. 33 and 48.

2% Official statistics of the U.S. Department of Energy.

25 U.S. & Foreign Commercial Service (US&FCS), “South Africa Country Commercial Guide,
Fiscal Year 2004,” Feb. 20, 2004, found at www.stat-usa.gov, retrieved Feb. 1, 2005.

2 Ibid.

27 EIU, South Afica Country Profile, p. 51.

2% Ibid.

%% Official statistics of the U.S. Department of Energy.

219U.S. Department of Energy, Country Analysis Briefs, South Afiica, Jan. 2005, p. 3.

! Michael L. Humphrey and Didier de Senneville, Cargill Technical Services for USAID,
“Constraints and Opportunities for Improved Trade and Investment between African and U.S.
Companies in Selected Countries (Ghana, Lesotho, Senegal, South Africa, Uganda, Zambia),”
African Trade and Investment Policy Project, Sept. 2002, p. 69.

?12 Trade and Investment South Africa and South Africa Business Guidebook 2002-2003, “Agro
exports plough ahead,” found at '
www.southafrica.info/doing _business/economy/’key_sectors/agricultural-sector.htm, retrieved
Jan. 5, 2005.

283 Pan-African Productivity Association, “Supply side constraints that hamper African
enterprises from taking advantage of emerging export market opportunities,” Action Programme
on Productivity Improvement, Competitiveness and Quality Jobs in Developing Countries,
Working Paper PMD-5, Jan. 2000, p. 16,
found at www.ilo. org/public/english/employment/ent/papers/pmd-5. htm, retrieved Sept. 29, 2004.

2% Business Report, Nov. 16, 2004, as reported in U.S. Department of State telegram, “South
Africa Economic Newsletter, Nov. 19, 2004,” message reference No. 05043, prepared by U.S.
Embassy, Pretoria, Nov. 2004.

215 “Economic Sector: Agriculture,” Cape Business News, found at
www.cbn.co.za/ovreview/ecosect2. htm, retrieved Feb. 1, 2005.

4-45



Malaysia, South Korea, Mexico, and Poland.?'® The United Kingdom is by far the leading
foreign investor with $24.9 billion in year-end 2003 FDI stock; other FDI comes from the
United States ($3.9 billion in year-end 2003 FDI stock), Germany ($3.0 billion), the
Netherlands ($2.1 billion), and Malaysia ($1.3 billion).”’” Major FDI recipient sectors
include plastic products; leather; television, radio, and communications equipment; motor
vehicles and parts; paper and paper products; and basic chemicals.”'®

Export Profile

South Africa’s exports totaled $36.2 billion in 2003. The leading product groupings included
precious gemstones, iron and steel, conventional energy and energy related products, and
motor vehicles (table SA-2). Within these broad product groupings, the leading products
exported by South Africa in 2003 were PGMs, diamonds, coal, motor vehicles, and gold
(table SA-3). The leading markets for South African exports in 2003 were the United
Kingdom, the United States, Japan, Germany, and China (table SA-4). China and the United
Kingdom have been the fastest growing markets for South Africa over the last decade, with
compound annual growth rates (CAGR) during 1994-2003 of 14.6 percent and 13.2 percent,
respectively. As a region, the European Union traditionally has been the largest market for
South African exports.

Table SA-2
South Africa: Leading 2003 exports by HS 2-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth
rate (CAGR)

2003 share 9-year
HS 2 Description 1994 1999 2003 of total CAGR
1,000 dollars Percent

71 Natural or cultured pearls, precious or
semiprecious stones, precious metals; precious
metal clad metals, articles thereof; imitation jewelry;
COIM ot e 5,078,715.2 8,259,006.7 9,360,006.1 259 7.0

72 fronandsteel............. ... ... .. ..ol 1,867,013.0 2,385,892.9 3,263,607.8 9.0 6.4

27  Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral

WAXES . . o ete ettt e e 1,886,300.9 2,472,919.3 3,171,218.6 8.8 59
87  Vehicles, other than railway or tramway rolling

stock, and parts and accessories thereof ......... 226,755.0 1,266,318.8 3,047,903.9 8.4 335
84  Nuclear reactors, boilers, machinery and

mechanical appliances; parts thereof ............ 423,209.8 1,247,713.9 2,288,226.4 6.3 20.6
26 Ores,slagandash ............................. 1,230,814.9 1,604,911.6 1,743,252.6 438 3.9
08  Edible fruit and nuts; peel of citrus fruit or melons . . ... 825,190.6 1,357,479.9 1,679,685.6 46 8.2
76  Aluminum and articles thereof. . ................... 1442418 837,649.0 910,517.7 25 22.7

85  Electrical machinery and equipment and parts
thereof; sound recorders and reproducers, television

recorders and reproducers, parts and accessories . . 157,981.1 463,844.2 683,738.1 1.9 17.7

22  Beverages, spiritsand vinegar. ................... 199,028.9  310,825.3 623,432.8 17 13.5
Other ... ..o 6.314945.1 9,087,377.6 9,425,094.0 26.0 45

Total . ...........oioiiii e, 18,354,196.2 29,293,939.2 36,196.683.5 100.0 7.8

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

*16 Business Day, Jan. 5, 2005, and IMF Country Report #04/379, as reported in U.S.
Department of State telegram, “South Africa Economic Newsletter, Jan. 7, 2005,” message
reference No. 00084, prepared by U.S. Embassy, Pretoria, Jan. 2005.

217 As reported in the South African Reserve Bank’s quarterly bulletin, Sept. 2004. U.S.
Department of State telegram, “Investment Climate Statement 2005 - South Africa,” prepared by
U.S. Embassy, Pretoria, Jan. 19, 2005.

218 Gekis, “Southern African Development Community Economic Impact Assessment Study,”
p. 45.
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Table SA-3

South Africa: Leading 2003 exports by HS 4-digit, 1994, 1999, 2003, percent of 2003 total, and compound annual growth

rate (CAGR)
2003 share  9-year
HS 4 Description 1994 1999 2003 of total CAGR
1,000 dollars —— Percent ——
7110 Platinum, unwrought, in semimanufactured
forms, orinpowderform................. 1,648,275.6 2,661,099.5 3,903,985.8 10.8 10.1
7102 Diamonds, whether or not worked, but not
mountedorset ....................... 215,616.3 1,651,774.8 3,055,349.1 8.4 343
2701 Coal; briquettes, ovoids and similar solid fuels
manufactured fromcoal ................. 1,665,072.0 2,037,526.0 2,617,267.2 72 52
8703 Motor cars and other motor vehicles designed
to transport people (other than public-
transport type), including station wagons and
racingecars . ...........c.ooeuuennina... 63,558.0 760,585.9 2,323,468.5 6.4 49.2
7108 Gold (including gold plated with platinum),
unwrought or in semimanufactured forms, or
inpowderform ........................ 2,964,853.6 3,783,305.9 2,190,476.9 6.1 -3.3
7202 Ferro-alloys . ............................ 752,326.8 1,162,596.7 1,348,763.7 3.7 6.7
8421 Centrifuges, centrifugal dryers; filtering or
purifying machinery and apparatus, for
liquids or gases; parts thereof ............ 75,969.3 504,934.2 1,162,304.7 3.2 35.4
7601 Unwrought aluminum . .................... 94,336.4 748,382.2 667,532.2 1.8 243
2601 Iron ores and concentrates, including roasted
fronpyrites ......... ... ... .. ... 462,425.4 466,002.7 638,717.6 1.8 37
0805 Citrus fruit, freshordried .................. 254,067.1 449,461.1 623,305.6 1.7 10.5
Other ....... ... i, 10,157,695.9 15,068,270.1  17,665,512.2 48.8 6.3
Total ... ... ... . ... ... 18,354,196.2  29,293,939.2 - 36,196,683.5 100.0 7.8

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Table SA-4
South Africa: Leading export markets, 1994, 1999, 2003, percent of 2003 total, and compound annual growth rate (CAGR)
2003 share 9-year
Market 1994 1999 2003 of total CAGR
1,000 dollars Percent
United Kingdom ..................... 1,625,736.2 3,226,895.0 4,946,517.3 13.7 13.2
United States . ...................... 2,279,145.3 3,473,473.9 4,798,577.5 13.3 8.6
Japan ... 1,998,297.6 2,276,002.8 3,593,849.0 9.9 6.7
Germany . ........oouiiiiiini 1,625,758.0 2,676,095.4 3,087,505.0 8.5 74
China ........... i, 537,814.1 864,390.7 1,839,993.2 5.1 14.6
Belgium ........ ... ... .. ...l 9 1,025,962.7 1,263,382.2 35 G
taly ... 637,253.6 800,714.0 1,166,672.3 3.2 7.0
Namibia ........ ... ... . ... ... ¢) §) 1,148,960.7 3.2 A
Spain ... 507,419.0 897,840.5 1,017,524.5 238 8.0
France ......... ... ..., 588,687.7 745,698.5 971,859.6 27 5.7
Other .......... ...t 8.,554.084.8 13,306,865.8 12,361,842.2 34.2 4.2
Total ... 18,354,196.2 29,293,939.2 36,196,683.5 100.0 7.8
' Not available.
2 Undefined.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.
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The South African mining sector is the leading foreign exchange earner.”' South Africa is
the world’s largest exporter of gold and PGMs, and the fifth-largest exporter of coal. South
Africa is the fifth-largest world producer of uncut diamonds. DeBeers, through its Diamond
Trading Company, controls approximately 60 percent of the global diamond market.”° The
iron and steel industries are export oriented, benefitting from some of the lowest production
costs in the world.”*! South Africa is the largest exporter of ferroalloys for the steel
industry.”? Unwrought aluminum is also an important export for South Africa.

South Africa is a net exporter of food, and exports a wide variety of products. South Africa
benefits from its counterseasonality with respect to export markets in the Northern
Hemisphere, and is the leading global exporter of avocados, tangerines, and ostrich products,
and the second-largest global exporter of grapefruit.””’ South Africa is also the world’s third-
largest exporter of plums and pears, and the fourth-largest exporter of table grapes.”** Other
important agricultural product exports include corn, sugar, wine, semiprocessed wool,
tobacco, and other fruits. Exports are critical to the South African sugar industry, accounting
for one-half of production.””> South Africa also exports mussels, oysters, abalone, and
shellfish to the Far East.”*

South Africa produces an increasingly diversified array of manufactured goods for export.
The automotive industry has become a major source of export earnings. South Africa
currently exports automotive products to 117 markets,”’ and is a net vehicle exporter. South
Africa also exports aerospace and defense products, railway equipment and rolling stock,
mining equipment, coal and chemical products including synthetic fuels, and furniture and
other wood products. South Africa exports some fabric, primarily to regional markets.”®
South Africa is the world’s third-largest supplier of merino wool, and also exports synthetic
yarns.””® More recently, South Africa has began exporting flax yarn, the result of Irish
investment.”*°

Among South Africa’s leading exports, the products with the largest CAGRs over the past
decade include passenger motor vehicles (49.2 percent), catalytic converters (35.4 percent),
diamonds (34.3 percent), unwrought aluminum (24.3 percent), citrus fruit (10.5 percent), and
platinum (10.1 percent). Gold is the only leading export with a negative CAGR for 1994-
2003, at -3.3 percent.

29 US&FCS, “The South African Mining Industry,” Sept. 30, 2004, found at www.stat-usa.gov,
retrieved Feb. 4, 2005.

0 E[U, South Africa Country Profile, p. 48.

221 Simon Roberts, “The Role for Competition Policy in the Economic Development: The South
African Experience,” Working Paper 8-2004, Trade and Industrial Policy Strategies, p. 13.

222 CIA, “South Africa.”

3 Trade and Investment South Africa and South Africa Business Guidebook 2002-2003, “Agro
exports plough ahead.”

224 Tbid.

25 “EU sugar subsidies hurting South Africa,” Moneyweb, Apr. 16, 2004, found at
www.tralac.org, retrieved Jan. 31, 2005.

26 Andre Jooste, Erik Kruger, and Flip Kotze, “Standards and Trade in South Africa: Paving
Pathways for Increased Market Access and Competitiveness,” ch. 4 in the International Bank for
Reconstruction and Development/The World Bank, Standards and Global Trade: A Voice for
Africa (Washington, DC: The World Bank, 2003), p. 265.

227 “South African automotive sector narrows trade deficit,” Business Report, Nov. 15, 2004,
found at www.tralac.org, retrieved Jan. 31, 2005.

228 Industry official, interview by USITC staff, Pretoria, South Africa, Mar. 7, 2005.

22 Industry official, interview by USITC staff, Pretoria, South Africa, Mar. 7, 2005.

B0 Industry official, interview by USITC staff, Pretoria, South Africa, Mar. 7, 2005.
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Sectors with the Greatest Export Growth Potential

The major economic sectors with the greatest potential for growth in merchandise export
sales are agriculture and agroprocessing, manufacturing (particularly motor vehicles,
engines, and parts), minerals and metals; and services (particularly ICT, business process
outsourcing (BPO), tourism, and feature and commercial film production).?' The agriculture
products with the greatest potential for increased exports are processed and canned foods,
cut flowers, fresh fruits and vegetables, wine, and ostrich products.”** Many large, global
agroprocessing firms have a presence in South Africa. There is a broad range of agricultural
products in which South Africa is beginning or increasing export production, with recent
investments in pineapple processing,”’ berries,”* licorice,”* and paprika.?*® Fruits that have
the potential for increased exports include grapes, citrus, apples, mangoes, avocados,
pineapples, and peaches; and flowers with the greatest export potential include roses, protea,
tulips, shasta daisies, and bulbs.”’ Most wine exports go to the United Kingdom,
Netherlands, Scandinavia, and Germany. The United States, India, China, and Japan have
been identified as growth markets for wine.”®

The CAGR for motor vehicle and component exports during 1994-2003 was approximately
33 percent,” and strong growth is expected to continue. Motor vehicle exports are predicted
to double by 2007 compared with 2004 levels, and component exports are also expected to
expand, but this growth will be strongly influenced by the value of the rand.*** Although
local production is expected to remain predominantly right-hand drive (RHD) vehicles, the
recent start of left-hand drive vehicle production expands the number of potential markets
for South African-built vehicles. Investment and expansion plans by automakers such as
Ford and Toyota will create new opportunities for components producers in South Africa.
There are no serious impediments to the export of these products, as the industry is
dominated by multinational automakers that are familiar with and can meet global market

! The sectors identified by the government’s Microeconomic Reform Strategy in 2001 include
agriculture and agroprocessing; tourism; ICT; cultural industries including film, music, crafts and
design; minerals and metals; clothing and textiles; automobiles and components; and chemicals. In
2002, BPO and tourism were added to the government’s list of targeted sectors in the Integrated
Manufacturing Strategy.

2 Humphrey and de Senneville, “Constraints and Opportunities,” pp. 14-15.

% Department of Trade and Industry, “Pineapple plant to boost exports,” June 10, 2003, found
at www.southafrica.info/doing_business/sa_trade/exporting/processingplant. him, retrieved
Feb. 1, 2005.

 Proudly South African, “SA berries make their mark,” May 19, 2003, found at
www.southafrica.info/doing_business/economy/success/berryfarming. htm, retrieved Feb. 1, 2005.

23 Expansion of facilities and a 10-year contract to supply British American Tobacco were
announced in 2003. “Liquorice plant starts exporting,” BuaNews, Oct. 29, 2003, found at
www.southafrica.info/doing_business/sa_trade/exporting/liquoriceproject. htm, retrieved
Feb. 1, 2005.

76 “N Cape’s R55m paprika factory,” BuaNews, Mar. 5, 2003, found at
www.southafrica.info/doing_business/sa_trade/exporting/factory 050303. htm, retrieved
Feb. 1, 2005.

»7U.S. industry association officials, interview by USITC staff, Johannesburg, South Africa,
Mar. 7, 2005. :

* Business Report, Nov. 16, 2004, as reported in U.S. Department of State telegram, “South
Africa Economic Newsletter, Nov. 19, 2004.”

% National Association of Automobile Manufacturers of South Africa, 2004 Annual Report,

p. 5.
0 Government officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.
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requirements.”*' Major automakers with assembly plants in South Africa include BMW,

DaimlerChrysler, Ford, General Motors, Nissan, Toyota, and Volkswagen.

Revealed comparative advantage*** (RCA) analysis shows that South Africa has a strong and
growing RCA index in certain yarns.””® However, because of increased international
competition stemming from the removal of textile and apparel quotas in 2005,* this sector
isnot likely to offer considerable export growth, although opportunities reportedly may exist
for the South African textile and apparel industry in niche industries such as embroidery
services, overdyeing, high performance textiles, smart textiles, medical textiles and gowns,
and fire retardant clothing.**> Other potential export growth products include raw and
semiprocessed wool and cotton,**® and mohair.?*’

RCA analysis supports the qualitative assessment of merchandise export potential
particularly with respect to the minerals and metals sector, as 5 of the top 10 highest indices
ranked by change in RCA are for products in this sector (appendix E, table E-33). Despite
the fact that South Africa’s mining sector is mature, new deposits continue to be discovered,
offering the potential for continued growth. In addition, minerals and metals processing is
expected to be a growth area in the next 5 to 15 years, as downstream processing is an
important government policy focus. An example of a new downstream metal product export
is superalloys made from locally procured nickel that are purchased by Rolls-Royce for use
in aircraft engines. Observers expect that there will be interest from other aerospace
companies as well.**®

The South African government is targeting diamond processing, including diamond cutting,
polishing, tool making, and jewelry making. Government officials have called on the global
diamond industry to assist African countries in acquiring the technology and capability to
process their own diamonds.”** The jewelry industry is expanding and is a downstream
processing focus area for the South African government.**® Recently proposed legislation,
entitled the Precious Metals and Diamonds General Amendment Bill,”! would require
mining companies to engage in downstream processing on a percentage of the diamonds and

21 Association officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

2 RCA indices measure a country’s export specialization in certain products, and they indicate
whether a country has or lacks comparative advantage in those products. See ch. 1 and app. D for a
discussion of RCA indices.

3 Although the average SRCA for 2000-03 for these yarns is negative, the value for 2003, the
most recent year available, is positive (0.623 for HS 5110 and 0.502 for HS 5306).

** For additional information on the Multifiber Arrangement and the removal of textile and
apparel quotas in 2005, see app. C.

#5 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

2% Pan-African Productivity Association, “Supply side constraints,” p. 16.

#7U.S. industry association officials, interview by USITC staff, Johannesburg, South Africa,
Mar. 7, 2005.

28 “On the Air,” Creamer Media’s Engineering News, Dec. 3, 2004, found at
www.engineeringnews.co.za/eng/essentials/air/?show=60957, retrieved Apr. 8, 2005.

9 «“Global diamond industry needs to change image of African diamonds - Mbeki,” Business
Day, Nov. 17, 2004, found at www.tralac. org, retrieved Jan. 31, 2005.

0 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005;
U.S. industry association officials, interview by USITC staff, Johannesburg, South Africa,

Mar. 7, 2005; and U.S. Embassy official, interview by USITC staff, Pretoria, South Africa,
Mar. 8, 2005.

! Precious Metals and Diamonds General Amendment Bill, Staatskoerant 16 April 2004, No.
26245, Republic of South Africa, found at
www.polity.org.za/pdf/ DraftPrec Met& DiaGenAmenBill pdf, retrieved May 26, 2005.
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precious metals they extract. The remainder, if exported without processing, would be
subject to an export tax.

ICT offers substantial growth potential in South Africa, and is considered a key driver of the
economy, accounting for over 6 percent of GDP.?* The sector is dominated by the parastatal
Telkom, but most multinational ICT firms have a presence in South Africa. South Africa’s
advantage lies in its skilled workforce and its development of niche products for the
financial, retail, and manufacturing sectors.” BPO also has growth potential. South Africa
reportedly has enormous capacity for data processing, and call centers are a growth area as
well.” Lufthansa is currently using South Africa as a call center, and a number of U.S.
companies are reportedly considering BPO opportunities in South Africa.?**

Tourism is another important service sector for South Africa, contributing an estimated
7 percent of GDP.** Tourism reportedly surpassed gold as the leading foreign exchange
earner in South Africa in 2003, and appears to be fairly resilient to the appreciation of the
rand.”’” South Africa accounts for approximately one-quarter of international tourist arrivals
on the African continent, owing to its game reserves, comparatively good road system,
reliable power supply, and political stability.”*® Recently, steps have been taken to develop
a cruise line industry in South Africa; a multipurpose docking terminal to accommodate
cruise ships is to be built, and the government is reportedly committed to developing this
part of the tourism industry in the mid to long term.>*

South Africa is becoming increasingly competitive in the feature and commercial film
industry. Low cost labor is an advantage, and it is reported that overall film production costs
are half as much as in the United States, even given the recent appreciation of the rand.?*°
The industry received a boost in July 2004, when the government initiated a
rebate/investment scheme, similar to those offered in markets such as Australia and Canada,
with the aim of promoting South Africa as a high quality-production site for film making,!

Although the United States and the European Union will likely remain South Africa’s most
important markets, they are not likely to offer significant opportunities for export growth for
anumber of reasons: (1) these are mature markets for South African exporters and not likely
to offer expanded opportunities in established export sectors; (2) these markets are signing
a large number of free trade agreements with other emerging economies that will enhance
those countries’ competitive position as compared with South Africa; (3) the addition of new
members to the European Union provides those countries with preferential access; (4) market
liberalization and reform in the United States and the European Union will lower their
domestic prices for certain items for which South African exporters currently have

22 US&FCS, “ICT Market,” Oct. 2, 2003, found at www.stat-usa.gov, retrieved Feb. 4, 2005.

2% US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

2% Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.

% Government officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

%6 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

»7U.S. Department of State telegram, “South Africa Economic Newsletter, Oct. 15, 2004,”
message reference No. 04621, prepared by U.S. Embassy, Pretoria, Oct. 2004.

*® World Markets Research Centre, “Unlocking the Tourism Potential in Africa,” World
Markets in Focus 2002, found at
www.worldmarketsanalysis.com/InFocus2002/articles/africa_tourism.html, retrieved Apr. 7, 2005.

9 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

2% US&FCS, “Film Industry in South Africa,” July 20, 2004, found at www.stat-usa.gov,
retrieved Feb. 4, 2005.

1 US&FCS, “Film Industry in South Africa.”
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preferential access; and (5) transportation time and cost, and the size of orders, limits export
opportunities to the United States.?*

In general, developing or emerging countries are increasingly important markets for South
African goods and services. Markets that offer increased export potential include Argentina,
Brazil, CostaRica, Egypt, Indonesia, Iran, Korea, Malaysia, Mexico, Pakistan, Saudi Arabia,
Thailand, Turkey, and Venezuela.”* In addition, South Africa reportedly is one of the few
SSA countries that has the potential to increase its exports to other African countries in the
short to medium term.”* South African industry officials cite SSA,*** especially western
Africa,”®® as a huge potential market for South African exports. The Southern African
Development Community (SADC),?’ the rest of Africa, India, and China have recently
gained importance as export markets.>®

South African exports to China are concentrated in raw materials such as iron ore, diamonds,
crude petroleum, copper, aluminum, paper pulp, paper and paperboard, and coal.”® China’s
booming economy has led it to source energy and natural resources from African countries,
including South Africa. China’s importance as an export market is expected to be enhanced
by the New Asian-African Strategic Partnership, launching in 2005, which aims to improve
trade and investment opportunities between Southern Africa and Asia.””

Domestic and International Barriers

South Africa ranks above the regional average, but below the OECD average, for many of
the World Bank’s business environment indicators (table SA-5), and the Heritage
Foundation’s Index of Economic Freedom (table SA-6). In the latter index for 2005, South
Africaranked better than the OECD average on trade policy, government intervention in the
economy, and wages and prices; and worse than the regional average on monetary policy.
South Africa ranked first in the category of organized crime and corruption in the World
Economic Forum’s Global Competitiveness Report.””

South African industry sources report that there is little incentive for South African firms to
export, as manufacturing costs are high, production capacity is not sufficient, and there is a
perceived lack of interest on the part of the South African government.””? These sources also
report that South African manufacturers do not have good information regarding consumer

%62 Charles Krakoff, The Services Group for USAID, “Key Potential Export Markets and the
Market Access Barriers Facing Southern African Exporters,” Nov. 2003, p. 1; and industry
officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.

%63 Krakoff, “Key Potential Export Markets,” various pages.

24 Thid, p. 8.

265 1.S. industry association officials, interview by USITC staff, Johannesburg, South Africa,
Mar. 7, 2005.

266 .S. industry association officials, interview by USITC staff, Johannesburg, South Africa,
Mar. 7, 2005.

*¢7 For additional information on regional organizations, see app. C.

268 African Development Bank (AfDB)/Organization for Economic Cooperation and
Development (OECD), “South Africa,” African Economic Outlook, 2004, p. 286.

26 Economic Commission for Africa, “Recent Economic Trends,” p. 28.

0 Cyril Widdershoven, “Chinese Quest for Crude Increases Focus on Africa,” Energy
Security, Nov. 15, 2004, prepared by the Institute for the Analysis of Global Security, found at
www.iags.org/nl 115044. htm, retrieved Mar. 23, 2005.

2 EIU, South Africa Country Profile, p. 20.

212 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.
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Table SA-5
South Africa: Business environment

South Regional OECD

Africa average average

Closing a business: Cost (percentofestate) ................................. 18.0 20.5 6.8
Closing a business: Recovery rate (centsonthedollar) ........................ 31.8 171 721
Closing a business: Time (years) ........... ... .. 2.0 3.6 1.7
Getting credit: Cost to create collateral (percent of income percapita) ............ 23 41.8 5.2
Getting credit: CreditinformationIndex ...................... ... ........... 5.0 21 5.0
Getting credit: Legalrightsindex . ......... ... .. ... ... ... ... .. ... ...... 6.0 46 6.3
Getting credit: Private bureau coverage (borrowers per 1000 capita) . . ............ 636.0 394 577.2
Getting credit: Public credit registry coverage (borrowers per 1000 capita) ......... 0.0 1.1 76.2
Enforcing contracts: Cost (percentofdebt) .................................. 11.5 43.0 10.8
Enforcing contracts: Number of procedures ................................. 26.0 35.0 19.0
Enforcing contracts: Time (days) ................o ... 277.0 434.0 229.0
Registering a property: Number of procedures ............................... 6.0 6.0 4.0
Registering a property: Cost (percent of property value percapita) ............... 11.3 13.2 4.9
Registering a property: Time (days) ................o .. 20.0 114.0 34.0
Starting a business: Number of procedures ................................. 9.0 11.0 6.0
Starting a business: Cost (percent of income percapita) ....................... 9.1 2252 8.0
Starting a business: Minimum capital (percent of income percapita) .............. 0.0 2541 441
Starting a business: Time (days) . .. ... 38.0 63.0 25.0
Employment: Difficulty of firingindex . ........ ... ... .. .. .. ... ... ... ... ...... 60.0 50.6 26.8
Employment: Difficulty of hiringindex ........ ... .. ... ... .. ... ............ 56.0 53.2 26.2
Employment: Firing costs (Weeks) . .. ... ... i 38.0 59.5 40.4
Employment: Rigidity of employmentindex .................................. 52.0 56.0 344
Emoloyment. Rigidity of hours index. 400 642 50.0
Import tariffs Simple average of ad valorem duties

. (South Africa, applied rate, 2002)

AlLGOOAS . .. .. 5.8
Agricultural goods . . ... ... 9.1
Nonagricultural goods . . .. ... .. 5.3

Note.—Indicator definitions are provided in app. F.

Source: World Bank, “Doing Business in 2005,” found at http./rru.worldbank.org/DoingBusiness, retrieved Jan. 25, 2005; and WTO,
“Country Profile,” Nov. 2004, found at http://stat.wto.org/CountryProfile, retrieved Apr. 5, 2005.

Table SA-6
South Africa: Economic freedom
South Regional OECD
Africa average' average
Heritage Foundation indicators
1995 Overall score . ... ... ..t 3.2 3.6 2.5
2000 Overall SCOre ... ... ot e 3.0 3.7 2.2
2005 0verall SCOre ... ...ttt 238 34 2.2
Trade policy SCOre . ... ... ... . 2.0 3.9 22
Fiscal burden of governmentscore ........................... 3.8 3.9 3.6
Government intervention in the economyscore . ................. 2.0 2.6 25
Monetary policy score ............... .. 3.0 24 1.5
Capital flows and foreign investmentscore ..................... 3.0 3.2 2.0
Banking and financescore . ............ .. ... .. ... 3.0 32 1.9
Wages and prices SCOr€ . .. ..o, 2.0 2.8 21
Propertyrights score ........... ... .. ... ... ... ... ... 3.0 37 1.6
Regulationscore .......... ... . ... .. i 3.0 3.7 27
Informal market activity score . . .. ... ... ... 3.0 4.1 1.9

" Heritage Foundation data cover 42 of the 48 SSA countries; it does not include Comoros, Eritrea, Liberia, Sa0 Tomé & Principé,
Seychelles, and Somalia.

Note.—Indicator definitions are provided in app. F. A lower score indicates a higher degree of freedom.

Source: The Heritage Foundation, “2005 Index of Economic Freedom Database,” found at www.heritage.org, retrieved
Feb. 11, 2005.
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tastes and standards in foreign markets.””> The U.S. market in particular is perceived by
many in the South African business community to be impenetrable; the orders are too large
for South African manufacturers, and the time and cost of transportation and distribution are
prohibitive.””* South African industry officials acknowledge that these constraints have led
to missed opportunities for increasing exports under AGOA.?” There is also reportedly a
lack of confidence, particularly on the part of small, medium, and microenterprises
(SMMESs), to invest in expanding output. The government is launching the National Small
Exporters Development Program at the end of 2005 to address this issue.”’® A number of
South African officials stated that when domestic demand is strong, South African
manufacturers pull out of export markets and devote their existing capacity to domestic sales,
giving overseas customers the impression that South African suppliers are unreliable.
Likewise, when there is a downturn in business, South African manufacturers choose to
decrease production instead of look for new opportunities.”’”

As the composition of South African exports has moved away from primary exports to more
sophisticated, manufactured goods, the ability of firms to comply with international
standards, and the capacity of the South African government to educate firms, becomes
increasingly important.”’® A 2001 government standards, quality assurance, and metrology
(SQAM) system review highlighted a lack of regulatory transparency in the South African
system that hinders the country’s ability to negotiate mutual recognition agreements with
foreign countries and meet its WTO Technical Barriers to Trade Agreement obligations.””
In addition, the relative cost of compliance is greater for SMMEs; reportedly, the South
African government does not provide sufficient support to SMMEs with respect to SQAM
issues.”®® The government has, however, established a number of initiatives to help SMMEs
with the cost associated with standards compliance. This effort has reportedly assisted some
SMME:s in their efforts to export.”®!

Compared with other AGOA-eligible economies, the transportation infrastructure in South
Africa is of a much higher standard. However, the “efficiency, cost, and capacity for
intermodal transfers” is reportedly an impediment to increased South African exports.”*> The
transportation infrastructure suffered from lack of investment because of budgetary
constraints in the late 1990s, leaving road networks stressed.”** Only 20.3 percent of the
roads are paved (table SA-7). In addition, several large companies in South Africa have
complained about poor rail infrastructure.”® South African ports, a critical link in terms of
exports, are in need of upgrading. The South African government has begun a program of

13 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.

2" Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.

5 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.

% Government officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

17 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005;
and government officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

8 WTO, “Annex 9: South Africa,” SADC Member States and the Implementation of the WTO
Technical Barriers to Trade Agreement: A Benchmark Study, p. 4.

2 Jooste, Kruger, and Kotze, “Standards and Trade in South Africa,” p. 259.

%0 The International Bank for Reconstruction and Development/The World Bank, Standards
and Global Trade: A Voice for Africa (Washington, DC: The World Bank, 2003), p. 1.

31 Jooste, Kruger, and Kotze, “Standards and Trade in South Africa,” p. 253.

2 Department of Trade and Industry, “Accelerating Growth and Development: The
Contribution of an Integrated Manufacturing Strategy,” p. 16, found at
www.nedlac.org.za/research/fridge/investstrategy/appendix-d. pdf, retrieved Jan. 31, 2005.

2 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

284 «Southern African railways not performing,” I-Net Bridge, Beira Daily, Business Day,

Feb. 13, 3004, found at www.tralac. org, retrieved Jan. 31, 2005.

4-54



Table SA-7

South Africa: Infrastructure-related indicators

MRY"
Roads, total network (km, 2000) . . .. ... ... o 362,099.0
Roads, paved (percent of total roads, 2000) .. ............. ...t 20.3
Transport services (percent of service exports, BoP, 2003) .. ............ . ittt 191
Transport services (percent of service imports, BoP, 2003) .. ........... .. it 448
Fixed line and mobile phone subscribers (per 1,000 people, 2002) . ... .......... ... . i, 410.5
Internet users (per 1,000 people, 2002) . .. ... ... e 68.2
Mobile phones (per 1,000 people, 2002) . .. ...ttt e i 303.9
Telephone mainlines (per 1,000 people, 2002) ... ..... ... ... i s 106.6
Electric power transmission and distribution losses (percent of output, 2001) ... ........... ... ... 8.2
Energy imports, net (percent of commercial energy use, 2001) . . . . .. .o -34.9

" Most recent year for which data are available between 1999 and 2003.

Note.—Indicator definitions are provided in app. F.

Source: World Bank, "World Development Indicators,” found at http./devdata.worldbank.org/dataonline, retrieved Jan. 25, 2005.

upgrading and restructuring the ports system, which includes ports at Durban, Cape Town,
and Elizabeth, but this process has been slow and difficulties have been compounded by the
increased demands for commercial traffic through the ports system.”* South African iron ore
producers have claimed that they are losing market opportunities in China because of the
poor state of the South African rail and port infrastructure.”® A new deep-water port at
Coega is being constructed, although at least one report indicates that it will have to be
expanded beyond original plans in order to accommodate ships fully laden with iron ore.”®’
Some South African exporters, for example Ford and BMW, have begun using Port Maputo
in Mozambique, which has recently been upgraded, to accommodate larger ships and
increase overall efficiency.”® The South African government is reportedly working to form
transportation cooperatives to lower shipping costs for smaller-scale exporters.” With
respect to tourism, the passenger aviation industry suffers from a high cost structure, with
inefficient routings, schedules, and services.”® South African industry officials add that
requests for charter flights are often declined.”"

As noted earlier, South Africa has an abundance of unskilled labor; the official
unemployment rate is 31 percent.”> The HIV/AIDS infection rate is also a factor in the labor
market, as an estimate for 2003 claims the adult prevalence rate to be 21.5 percent.””
However, there is a shortage of skilled workers, partly because of the emigration of skilled
labor,* which is restraining the growth potential of skill-intensive sectors.” In particular,
more extensive training of employees in the tourism industry is needed to improve the

285 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

6 «“Southern African railways not performing.”

21 EIU, South Africa Country Profile, p. 29.

28 «Upgrade of port in Maputo could provide relief for SA exporters,” Business Day,

Jan. 9, 2004, found at www.tralac.org, retrieved Jan. 31, 2005.

2 Government officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

20 Remarks by Jeff Radebe, MP, Minister of Transport, Airline Destination Workshop 2004,
Sept. 20, 2004, Cape Town, found at www.transport.gov.za/comm-centre/sp/2004/sp0920. html,
retrieved Apr. 7, 2005.

1 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.

22 U.S. Agency for International Development, found at
www.usaid.gov/locations/sub-saharan_africa/countries/southafrica, retrieved Feb. 15, 2005.

3 CIA, “South Africa.”

24 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.

% Jeffrey D. Lewis, “Reform and Opportunity: The Changing Role and Patterns of Trade in
South Africa and SADC,” Africa Region Working Paper Series No. 14, Mar. 2001, p. 14.
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quality of services.” U.S. and other foreign investor companies have noted that South
African immigration policies make it difficult to get work permits for their foreign
employees.”” Until recently, immigration policies reflected apartheid era policies. Parliament
approved the Immigration Act in May 2002, but implementation reportedly has been slow.”®

Labor market rigidities are compounded by a strong labor movement presence in the
economy, representing 44 percent of those employed in the formal sector.”® As a result,
wage increases do not necessarily reflect increasing labor productivity, negatively affecting
international competitiveness.’® In an attempt to address this constraint, amendments to
labor laws agreed to by a business-labor group called the Millennium Labor Council were
passed by Parliament in March 2002. Subsequently, in January 2003, the IMF reported that
conditions in the labor market had improved.**’ However, some observers note that “rigid
labor legislation and other regulations concerning employment are a major obstacle to more
rapid job creation in the private sector.”**

The volatility of the rand puts those South African exporters with rand-denominated inputs
at risk, and also makes it difficult for export-oriented firms to make long-term plans.*”®
Increased prices for gold and PGMs made the rand “one of the best performing currencies
in the world” in 2003 and 2004,** with the rand appreciating against the dollar by
18.5 percent in 2004.°® A number of South African industries have indicated that their
export capabilities have suffered during this recent period of rand appreciation, including
textiles and apparel, sugar, and motor vehicles and parts. South African industry sources
report that the effect on automotive component producers is so great that some producers
may not renew some export contracts and may phase down their export business.’*® Another
macroeconomic impediment to SMMESs and businesses owned by historically disadvantaged
individuals is access to financing.

The Broad-Based Black Economic Empowerment (BEE) bill went into effect in early 2004.
The law aims to redistribute capital toward, and accelerate skill acquisition by, historically
disadvantaged groups. The government’s “BEE scorecard” recommends 25.1 percent BEE
equity levels, 40 percent black management, 50 percent procurement from black-owned
firms, and 50 percent equity in employment.*” A survey conducted by the American
Chamber of Commerce in South Africa reported that 74 percent of participants view selling

2% «SADC predicts boom in tourism,” The Reporter (Gaborone), Oct. 15, 2004, found at
www.tralac.org, retrieved Jan. 31, 2005.

27 Office of the United States Trade Representative (USTR), 2004 National Trade Estimate
Report on Foreign Trade Barriers, p. 435.

8 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

9 U.S. Department of State, “Investment Climate Statement 2005 - South Africa.”

3% Marcel R.A.R. Kohler and Janet O. Bruce-Brand, “Comparative Cost Advantage and Trade
Performance in South African Manufactures: 1970-2000,” University of Natal, Durban, p. 12.

301 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

392 Statement attributed to EIU, as reported in “SA companies understanding of free trade
abysmal,” Business Report, June 24, 2004, found at www.tralac.org, retrieved Jan. 31, 2005.

30 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

3% BIU, South Africa Country Profile, p. 61.

395 Just-auto.com editorial team, “South Africa: Car sales set record in 2004,” Jan. 6, 2005,
found at www.just-auto.com, retrieved Jan. 6, 2005.

3% Industry officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

3970.S. Department of State telegram, “South Africa Economic Newsletter, Dec. 17, 2004,”
message reference No. 05407, prepared by U.S. Embassy, Pretoria, Dec. 2004.
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equity under BEE as a negative factor in investment decisions. Nonetheless, 50 percent
planned to invest more in South Africa in 2005, and 62 percent said the business
environment is good or excellent, up from 50 percent in 2003.>®

FDI in the mining sector is currently being delayed because of perceived significant
valuation and financial risk issues arising from several new pieces of legislation. The
Mineral and Petroleum Resources Development Act 0f 2002 (adopted in May 2004) requires
mining companies to transfer 26 percent of their ownership to black partners and transfers
ownership of the country’s mineral resources to the state. Further, the 2004 Mineral and
Petroleum Royalty Bill instituted royalties of 3 percent on gold, 4 percent on PGMs, and
8 percent on diamonds. In addition, the proposed new Mine Health and Safety Acts are
expected to increase production costs.

Export control and licensing requirements exist for a number of products, including
petrochemical products; waste and scrap of iron, steel, aluminum, copper, nickel, lead, zinc,
tin, magnesium, cadmium, antimony, manganese, and refined copper; motor vehicles;
diamonds (required to be registered with the South African Diamond Board); and live
ostriches and fertilized ostrich eggs.’® With respect to scrap metal, a new regulation was
issued in August 2003 with the goal of increasing the amount of downstream processing of
scrap metal, and ensuring that domestic demand is met before export sales are pursued.*°
Such control and licensing requirements, however, limit exports by raising export costs and
encouraging industries for which South Africa may not have a comparative advantage.

The agriculture sector also faces a number of domestic regulatory constraints. The South
African fruit industry claims that domestic regulations pertaining to the industry are “out of
line with domestic norms, enormously time consuming and unrelated to the core production
issue — the quality of the fruit they produce.” The industry believes that this system is a
major impediment to exports.’'' For example, pesticides must be registered in the exporting
country, a long and costly process that may not be undertaken if the crop’s economic
viability is questionable.*'?

South African participation in international standards setting bodies tends to be reactive
rather than proactive,’”® and is “greatly challenged by the voting procedure within the
committees in which South Africa often disagrees with the EU.”** Standards as an
impediment to South African exports have been most prevalent in the agricultural sector
(food, beverages, and tobacco), but also affect exports of pharmaceuticals and other
chemicals, machinery, and transportation equipment. Foreign country standards and
conformity assessment requirements, in general, can be costly for South African exporters
and in certain instances, nontransparent. They are particularly burdensome for SMMEs.*'?
Although South Africa enforces safety regulations for the manufacture and distribution of

3% Business Day, Dec. 14, 2004, as reported in U.S. Department of State telegram, “South
Africa Economic Newsletter, Dec. 17, 2004.”

3% US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004;” and “Market
Profiles - South Africa,” tdctrade.com, found at www. tdctrade.com/mkiprofiother/mpsaf htm,
retrieved Jan. 5, 2005.

319 US&FCS, “South Africa Country Commercial Guide, Fiscal Year 2004.”

3 Jooste, Kruger, and Kotze, “Standards and Trade in South Africa,” p. 268.

312 Thid.

33 Ibid,, p. 272.

M Ibid., p. 273.

315 Government officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.
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products, there is no mechanism for mutual recognition of the local conformity assessment
infrastructure by export markets. Therefore, South African exporters must undergo costly,
time-consuming testing and certification in overseas markets.*'® South African automotive
industry officials, for example, assert that the U.S. testing process requirements are lengthy,
and that components producers have lost contracts in the interim.?!’

South African exporters of fruit reportedly must meet both internationally accepted standards
as well as distinct standards of the importing country. For example, the European Union is
increasingly applying the European Retailers Produce and Good Agricultural Practices
(EUREPGAP) protocol, which is invoked at the discretion of the importer. Meeting
EUREPGAP standards in addition to the internationally accepted standards adds cost and
uncertainty for South African exporters of fruit.*'® Quality and packing requirements
reportedly disqualify up to 40 percent of the domestic fruit crop as not acceptable for
export.’'® Citrus black spot (CBS), a disease afflicting citrus, is difficult to prevent in most
citrus-growing areas in South Africa. The European Union and the United States ban the
import of citrus fruit infected by CBS. This ban is perceived as a trade barrier by the South
African citrus growers aimed primarily at increasing export costs.” Approximately
70 percent of South African citrus is exported to Europe.*®' Complex U.S. sanitary and
phytosanitary (SPS) regulations reportedly discourage many potential exporters of
agricultural products, particularly the processing of pest-risk assessment approvals by
Animal Plant and Health Inspection Service of the U.S. Department of Agriculture.’??
Additionally, agricultural support programs, particularly those in the United States, the
European Union, Japan, and India are cited as barriers to South African exports.’* Some
developing countries also provide agricultural subsidies, including Brazil, Thailand,
Venezuela, and, although less extensively, South Africa.***

With respect to the United States, South A frican industry officials cite the differences among
U.S. Customs procedures and rulings in various States and at various ports as an impediment
to exporting to the United States.*** Import-related administration in the European Union has
also been cited as an impediment.’?°

India reportedly has a very complex customs procedure that is considered burdensome by
exporters, and customs valuation procedures are reportedly arbitrary.**’ India also requires
its own costly testing for over 100 products, and only permits standards certification to
countries with a local commercial presence or business representative. In addition, the
country applies its own SPS standards that are reportedly not scientifically relevant.’?®

*1% Jooste, Kruger, and Kotze, “Standards and Trade in South Africa,” p. 274.

*'" Industry officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

*"® Jooste, Kruger, and Kotze, “Standards and Trade in South Africa,” p. 267.

319 Ibid., p. 270.

%2 CBS can only be controlled by costly spray chemicals.

*! Jooste, Kruger, and Kotze, “Standards and Trade in South Africa,” p. 270.

*22 Humphrey and de Senneville, “Constraints and Opportunities,” p. 13.

32 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.
3¢ Krakoff, “Key Potential Export Markets,” p. 19.

¥ Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.
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China, another potentially large market for South African exports, has a variety of import
barriers. For example, China’s tariff-rate quota system, applied to key South African export
products such as wheat, corn, rice, soy oil, cotton, barley, vegetable oils, and fertilizers,
reportedly is nontransparent and disproportionately hinders new market entrants.’”® In
addition, import licensing requirements vary among products, and China reportedly uses
technical standards and SPS measures to control import levels.”*’

High tariffs on nonagricultural products are found in potentially important markets such as
India, Mexico, Nigeria, and Brazil. These countries all apply tariffs of over 15 percent to
more than one-half their nonagricultural tariff line items. With respect to agricultural
products, India, Nigeria, Algeria, Egypt, Turkey, and China apply tariffs of over 15 percent
to more than one-half of their agricultural tariff line items.”®" South African automotive
industry officials cite Brazilian tariffs in particular as a barrier. The Brazilian tariff structure
has three distinct rates for automotive parts; however, South African exporters report being
charged above these rates. The South African industry is addressing this issue through talks
with Mercosur.”> Also with respect to motor vehicles, Malaysia and Thailand are RHD
markets with prohibitively high tariffs.**® As South African motor vehicle assembly is
focused on RHD vehicles, these markets could offer opportunities if tariffs were reduced.

Transportation infrastructure is a major impediment to increased exports of cut flowers,
especially to the United States, as there is no direct air route between the United States and
South Africa, and associated logistics costs are high. Transportation is also an issue with
respect to certain fruits that require cold storage or careful handling. For tourism to expand,
improvements in interregional travel are needed.”® In addition, South African industry
officials note that road fees for regional transport of goods within SADC are problematic.
These officials claim that exporting to the United States and the European Union can be less
complicated than exporting within the region.**’

32 Tbid., pp. 28-29.

330 Thid.

31 Ibid., p. 24.

332 Industry officials, interview by USITC staff, Pretoria, South Africa, Mar. 8, 2005.

333 Malaysia’s tariffs range from 70 percent to 200 percent, with excise taxes ranging from
60 percent to 100 percent; In Thailand the tariff is 80 percent, with an additional tax ranging from
35 percent to 48 percent. USTR, National Trade Estimate Report of Foreign Trade Barriers.

334 «SADC predicts boom in tourism,” The Reporter (Gaborone), Oct. 15, 2004, found at
www.tralac. org, retrieved Jan. 31, 2005.

335 Association officials, interview by USITC staff, Johannesburg, South Africa, Mar. 7, 2005.
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CHAPTER 5
Cotton-Exporting Countries:
Benin, Burkina Faso, Chad, and Mali

These four countries share the semiarid grassland and woodland climate of the Sahel region
of West Africa in at least part of their territory. This territory lies between the Sahara Desert
and the mostly tropical plain of the West African coast. Cotton is the predominant export of
all four countries (“textiles and fibers,” table 5-1). A summary of findings for each of the
four countries with respect to potential export growth sector and domestic and
international barriers is provided below.

Table 5-1

Benin, Burkina Faso, Chad, and Mali, 1999-2003 average share of total exports, by sector

Sectors Benin Burkina Faso Chad Mali

— Shares of total exports, 1999-2003 (percent) —

Fishandrelatedproducts .. ............................. 31 1.0 0.1 0.4
Coffee, tea, and SPICeS . . ... ...t 4 0.2 " 0.1
COCOA - o ettt " " @) $)
Otheragriculture . . ....... ... ... .. .. 27.0 28.1 15.3 8.1
Forest-basedproducts .............. .. .. ... .. .. ... ..... 2.9 22 0.5 1.2
Minerals, metals, and metal products .. .................... 2.0 4.4 0.4 29
Fuels and electricalenergy . . . ........................... 3.7 0.2 4.3 0.1
Textilesandfibers ......... ... ... .. . ... ... 58.3 50.8 74.6 70.8
Apparel andrelated articles . ............ ... ... ... ... ... 0.2 04 0.2 0.5
Other manufactures . .................................. 27 12.7 4.7 16.0

" Average share of less than 0.05 percent during 1999-2003.

Source: World Bank, World Integrated Trade Solution database, retrieved Feb. 1, 2005.

Benin

Exports exhibiting the greatest potential are processed products that use agricultural products
as an input, such as cotton thread and cloth. Given its unexploited natural resources, the
mineral sector also holds potential for export growth. However, expansion of exports
requires investment, which is inhibited by lack of government transparency, the high cost
of conducting business in Benin, and an inadequate infrastructure. Given the predominant
role of cotton in exports, tariffs and subsidies in developed markets have been identified as
barriers to export growth.

Burkina Faso

Potential export sectors include processed cotton, shea butter, light manufacturing,
traditional handicrafts, tourism, and gold. Major impediments to export expansion are an
inadequate and rigid regulatory structure, the high cost of utilities and other business inputs,
inadequate infrastructure, lack of skilled labor, costs associated with the country’s land-
locked location, and agricultural support programs in developed markets.
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Chad

Mali

Although Chad had been predominantly a cotton exporter, recent development of the
petroleum sector has substantially altered the country’s macroeconomic and trade structure.
Gum arabic, a resinous secretion of certain acacia trees, is an important export for Chad.
Nevertheless, the agricultural sector and downstream processing of agricultural products
have export growth potential. The main barriers to export expansion include inadequate
infrastructure; high input costs, especially costs for utilities; lack of skilled labor; additional
transport costs associated with accessing neighboring country transport infrastructure; and
agricultural support programs in developed markets.

Mali’s economy is heavily dependent on cotton, livestock, and gold mining; these products
are both the main current and potential exports. Additional products and services with export
growth potential include rice, coarse grains, meat,<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>