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Sub-Saharan African Textile and Apparel Inputs 

Potential for Competitive Production

Investigation No. 332-502

I appreciate the opportunity to appear before the Commission in connection with its investigation of the potential for competitive production of textile and apparel inputs in Sub-Saharan Africa.  I am appearing in my capacity as President of the African Coalition for Trade (ACT), which is a non-profit trade association of African private sector companies and associations that export to the United States under the African Growth and Opportunity Act (AGOA).  Because much of the success of AGOA has been focused on the textile and apparel industries, ACT’s members are likewise primarily from those sectors.  ACT’s members include many of the leading apparel producers in Africa and virtually all of the major textile producers.  ACT’s membership comes from the private sectors in Botswana, Kenya, Lesotho, Madagascar, Mauritius, South Africa, Swaziland, and Tanzania.

African exports of apparel to the United States have more than doubled under the AGOA duty-free preferences, creating an estimated 200,000 new jobs in Africa.  But this success story was tarnished upon expiration of the Multi-Fiber Arrangement (MFA) in 2005, which exposed Africa’s infant industry to competition from strong and well-established Asian producers, especially China, Bangladesh and Cambodia.  Since 2005, U.S. apparel imports from Africa have declined by 25% with the loss of an estimated 50,000 African jobs.  It is widely recognized that the competitiveness of Africa's apparel industry would be enhanced by the parallel development of a competitive textile industry to supply the inputs of apparel production.  Without a viable upstream to supply competitively priced yarns and fabrics, the only means available to the African apparel sector to enhance its competitiveness is by cutting the wages paid its workers.  That is not, however, the foundation upon which sustainable economic development can be built. 
1.
Context.

In the 1960s and 1970s, textile production was widespread across Africa.  Due in part to the “import substitution” economic development theories then in vogue, Africa was largely self-sufficient in textile production, which was targeted at meeting the apparel consumption requirements of the local market.  The African textile industry was supported by high tariffs that made foreign yarns and fabrics prohibitively expensive.  And South Africa, which had by far the largest textile industry in Africa, was forced to become self-sufficient due to anti-apartheid economic sanctions.

As economic development theories evolved during the 1980s and 1990s, import substitution was replaced by the model of production for export.  At the same time, large volumes of used clothing began to be imported from the United States and the EU, flooding local markets in Africa with cheap alternatives to locally produced garments, thereby significantly reducing the market for African textiles.  As a result, there was a sharp contraction and concentration of textile production in just a handful of countries in Africa.  

By the time AGOA was enacted in 2000, export quality apparel production was largely focused in just six countries in Africa:  Kenya, Lesotho, Madagascar, Mauritius, South Africa, and Swaziland.  Export quality textile production was likewise present in these same countries, except for Lesotho.  South Africa and Mauritius had by far the largest textile industries in 2000.  In addition, Zambia had a significant cotton yarn-spinning industry.  Small amounts of “ethnic” fabric were still produced in West Africa, especially in Ghana and Nigeria, while a few textile plants producing lower quality yarns and fabrics for the local market remained in operation across the continent.

2.
The Impact of AGOA.

As originally enacted, AGOA envisioned a gradual transition from use of imported “third-country” yarns and fabrics to greater reliance on African-origin inputs.  This can be seen most clearly in the fact that the least developed country (LDC) AGOA beneficiaries were given access to third-country fabric for only four years, i.e., 2000-2004, after which only garments made from U.S. or African-origin yarns/fabrics would qualify for duty-free treatment under AGOA.  Similarly, non-LDC beneficiaries Mauritius and South Africa, both of which already had significant local textile production, were limited to using only U.S. or African-origin yarns/fabrics.  AGOA’s encouragement of use of local inputs was an intentional policy choice, as it was widely recognized that apparel production is usually most competitive when it is vertically integrated, utilizing yarns, fabrics and other inputs from nearby sources, thereby reducing transportation costs and delays that decrease competitiveness.  The success of vertical integration, however, depends upon the competitiveness of the cost and quality of the locally-produced inputs.

In response to AGOA’s formula, significant investments were made in yarn spinning and fabric weaving in Lesotho and Mauritius shortly after AGOA’s enactment.  The viability of these investments in textile production was undermined, however, when Congress twice extended the LDC third-country fabric provision, first to 2007 and then to 2012.  

According to Department of Commerce statistics, 90% of the apparel imported from Africa under AGOA has been made in LDCs using third-country fabric.  Unfortunately, the original AGOA third-country fabric provision was scheduled to terminate on September 30, 2004, literally on the eve of the expiration of the MFA system of quotas on January 1, 2005, pursuant to the WTO Uruguay Round Agreements.  I have no doubt that the AGOA apparel program would have collapsed if the third-country fabric provision had been allowed to terminate at virtually the same time as the MFA quotas were being lifted, thereby exposing Africa to direct competition from super-competitive Asian apparel exporters such as China, Bangladesh, and Cambodia.  This illustrates one of AGOA's conundrums:  extension of the third-country fabric provision was essential to prevent the collapse of the infant African apparel industry that had grown up in response to AGOA, but at the same time the extension of access to third-country fabric handicapped efforts to achieve vertical integration, which is essential to the long-term competitiveness of the African apparel industry.  

Motivated in large part by a desire to minimize the harm to the African textile sector that had been caused by the extension of the AGOA third-country fabric provision, in 2006 Congress added a new provision to AGOA to encourage the use of African-origin yarns and fabrics that were determined to be readily available.  Known as the “abundant supply” or “commercial availability" provision, this new measure proved unwieldy in practice, as the Commission is well aware, and threatened to undermine the African apparel sector at precisely the same time that it was facing unprecedented competition from Asia in the post-MFA environment.  In response to intense lobbying by U.S. apparel importers and retailers, Congress repealed the commercial availability provision in 2008.

3.
Today’s African Textile Industry.
In this context, the African textile industry has been struggling to survive.  The expiration of the MFA has not only stressed the downstream apparel sector, i.e., the primary customer base of the African textile industry, the lifting of the MFA quota system and general liberalization of trade under the Uruguay Round Agreements have also directly threatened the African textile industry, as increasing volumes of foreign textile products, mostly from China, have been imported into Africa, further reducing the demand in the local market for regional yarns and fabrics.

Facing these new competitive threats, in the four years since the end of the MFA, several major African textile producers have ceased operations, including:  BMD Textiles of South Africa (major yarn spinner and fabric weaver), CGM Textiles of South Africa (small yarn spinner and denim fabric weaver), and Socota Textiles of Mauritius (major yarn spinner and fabric weaver).  And Nien Hsing Ltd., the largest denim producer in Africa, is seriously considering closing its Lesotho plant.

On the other hand, three new major textile plants have been built in Africa since 2004, and all three are located in Mauritius:  CMT and Tianli, both major cotton yarn spinners, and RS Denim, a major cotton yarn spinner and denim fabric weaver.  It must be noted that these three new textile operations were all built in response to AGOA incentives that no longer apply.  Thus, both CMT and Tianli were built to supply African-origin cotton yarn to the Mauritian knitwear industry because Mauritius was originally classified as a non-LDC and, therefore, was prohibited from using third-country yarn/fabric under AGOA.  In 2008, however, Congress granted Mauritius access to third-country fabric.  While this was necessary to prevent the complete collapse of the Mauritian apparel industry (U.S. apparel imports from Mauritius had fallen by 50% since the end of the MFA), the extension of access to third-country fabric has undoubtedly diminished the demand for locally-produced yarn in Mauritius.  In addition, the RS Denim factory was built in large part in reliance on the AGOA commercial availability provision.  The repeal of that provision has significantly undercut the market for the denim fabric produced by RS Denim.

4.
Competitiveness of African Textiles.

I am not aware of any comprehensive analyses of the competitiveness of the African textile industry.  Drawing on anecdotal and indirect information, however, it is evident that, for the most part, African-origin yarns and fabrics are not cost-competitive with those manufactured by well-established Asian textile producers, especially China.  This can be seen most clearly from the fact that as much as 90% of the garments produced under AGOA have consistently been made from third-country fabric.  Even though regionally-produced fabric should have considerable advantages in lower transportation costs, quicker delivery times, etc., the share of AGOA apparel imports made from regional fabric has actually been falling, hitting an all-time low of just 3% in 2008.
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Further confirmation that African textile products are generally not competitive with those produced in Asia comes from the fact that only extremely small volumes of yarns, fabrics and made-ups are imported into the United States from Africa.

U.S. Imports of Yarn, Fabric, Made-Ups from Sub-Saharan Africa

2006-2008 (million SME)

	Country
	2006 Imports


	2007 Imports


	2008 Imports

(12/07-11/08)
	% Change 2006-2008

	Botswana
	0.221
	0.000
	0.000
	-100%

	Ghana
	0.011
	0.037
	0.038
	+245%

	Kenya
	0.328
	0.870
	0.144
	-56%

	Lesotho
	0.000
	0.000
	0.000
	NA

	Madagascar
	0.019
	0.213
	0.308
	+1,521%

	Malawi
	0.000
	0.000
	0.004
	>100%

	Mauritius
	0.011
	0.025
	0.014
	+27%

	Namibia
	0.503
	0.001
	0.004
	-99%

	South Africa
	10.101
	11.416
	27.818
	+175%

	Swaziland
	0.003
	0.001
	0.015
	+400%

	Rest of SSA
	2.795
	1.574
	2.481
	-11%

	SSA Total
	13.992
	14.137
	30.826
	+120%


(Source:  U.S. Department of Commerce, Office of Textiles and Apparel)

Although there has been some growth in textile imports from Africa during the past three years, some observations are necessary to put this data into perspective.  First, Africa supplies only 0.1% of U.S. textile product imports.  By contrast Africa supplies 1.3% of total U.S. apparel imports.  In other words, apparel made in Africa from third-country fabric would seem to be much more competitive – perhaps as much as 10 times more competitive - than yarns, fabrics and made-ups produced in Africa.

Second, fully 90% of the textile products imported from Africa come from South Africa.  This illustrates the fact that textile production, unlike apparel production, is dependent upon reliable and affordable infrastructure, especially electricity, water and waste water treatment facilities.  But the requisite infrastructure is unavailable in much of Africa.

The notable exception to this pattern is Mauritius, which has been successful in developing and expanding upstream yarn and fabric production.  Although this production has been largely built to serve vertically integrated operations between related company units, there has been sufficient production to supply yarns and fabrics to unrelated companies in Mauritius and even to export them to Madagascar.  The Government of Mauritius has been proactive in its efforts to encourage the development of the textile sector.  The public-private partnership in these efforts has been crucial to their success so far.

5.
Factors Affecting Competitiveness of African Textile Production.

a.
Economies of Scale.

One of the biggest competitive advantages that Asian textile producers have over their counterparts in Africa derives from their economies of scale.  Because textile production is capital intensive, large volumes of production are necessary to bring unit costs down to competitive levels.  To illustrate, during the 12 months ending November 30, 2008, China exported fully 25 times as much apparel to the United States as did all of Sub-Saharan Africa combined (7.7 billion sme's of apparel from China vs. 304 million sme's from all of Sub-Saharan Africa).  As a consequence, the market for textiles in China dwarfs that in Africa.

In a very real sense, therefore, the African textile industry faces a "chicken-and-egg" problem.  The downstream apparel industry is too small and geographically fragmented to justify the large capital investments necessary to achieve competitive large-scale upstream textile production.  And in the face of unprecedented competition in the post-MFA era, it is uncertain whether the downstream apparel sector can achieve the critical mass necessary to justify investment in upstream textile production of sufficient size to be internationally competitive.

b.
Infrastructure. 

As noted above, textile production requires significantly more infrastructure than does apparel production.  Reliable and affordable electricity, water and waste water treatment are especially important.  Most of Africa, however, lacks the infrastructure necessary to support competitive textile production.  It is not a coincidence that South Africa has the largest textile industry in Africa or that all of the new investments recently made in textile production in Africa have been in Mauritius.  These two countries have the most advanced infrastructure in Africa.  Significant U.S. Government-sponsored or multilateral support for infrastructure development will probably be necessary if textile production in Africa is to become more internationally competitive.

c.
Access to Financing.

As pointed out above, textile production is capital intensive.  An investment of considerably more than $100 million is typically necessary to develop a textile plant of sufficient size to benefit from economies of scale.  But access to financing on this scale is limited in Africa.  Further complicating matters, U.S. Government-sponsored financial facilities, including OPIC and Ex-Im Bank, have typically been reluctant to participate in financing textile projects in Africa due to the perception that such projects would be politically controversial.  Access to U.S. Government-sponsored or multilateral financial support will need to be enhanced if textile production in Africa is to become more internationally competitive.

d.
Need for Consistent Policy.  

As discussed in the preceding sections of this statement, textile production in Africa has received inconsistent policy support from the U.S. Government.  The extensions of the AGOA third-country fabric provision, although necessary to prevent the collapse of the African apparel industry, sent "mixed signals" to the African textile sector.  This policy confusion was exacerbated by the 2006 enactment of the commercial availability provision, which was intended to encourage vertical integration, followed by repeal of the measure in 2008.  Such "on again-off again" policies seriously discourage the large capital investments necessary to develop a competitive textile industry in Africa.  

On a broader scale, efforts to extend AGOA-like duty preferences to apparel made in non-African LDCs that are already fully competitive (such as Bangladesh and Cambodia) will only further undermine efforts to develop a competitive textile industry in Africa.

It is recommended that the U.S. Government should adopt and pursue consistent policies aimed at encouraging the development of a competitive textile industry in Africa.  As noted above, such policies should include support for infrastructure development and access to financial facilities.  But the experience of AGOA has demonstrated that preferential market access is also necessary, especially in the post-MFA context.  Some trade policy initiatives that warrant consideration as means to encourage the development of a competitive textile industry in Africa are:

· Enhance the market for African-origin textiles by modifying the rules of origin under various free trade agreements (FTAs) and trade development programs for other regions (such as the Caribbean Basin Initiative and the Andean Trade Promotion and Drug Eradication Act) so that garments made under such FTAs and trade development programs can incorporate yarns and fabrics made in Sub-Saharan.

· Extend duty-free eligibility to yarns, fabrics and made-ups from all AGOA beneficiaries.  In 2006 Congress amended AGOA to extend duty-free status to yarns, fabrics and made-ups produced in LDCs, but that amendment excluded such products from non-LDCs like South Africa, which has the largest textile industry in Africa.  As discussed above, South Africa has the best infrastructure in the region and, therefore, is among the most attractive locations for textile production, but the exclusion of South Africa's textile products from AGOA's benefits handicaps the entire region's ability to develop a competitive textile industry.

· Consider non-punitive incentives to encourage greater use of regional yarns and fabrics in garments made under AGOA.  The commercial availability provision did not work in practice because its “carrot and stick” approach focused much more on the stick.  That is, the punitive element for failing to use regional fabric far outweighed the positive incentive.  But non-punitive incentives for using local fabric are available and are incorporated in other trade preference programs.  For example, both the Dominican Republic under CAFTA and Haiti under the HOPE Act are permitted to earn the right to use third-country fabric by using specified volumes of regional fabric (2-for-1 in the case of the Dominican Republic and 3-for-1 for Haiti).  A variant of this approach could be used to encourage greater use of regional yarn/fabric under AGOA.  

I would be happy to answer any questions the Commission may have.

Respectfully submitted,
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Paul Ryberg

President










