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Preference Reform Must Not Be Allowed To Destroy AGOA

The African Coalition for Trade, Inc. (ACT) appreciates the opportunity to submit these comments for the record of the November 17, 2009 hearing on U.S. trade preference programs held by the Trade Subcommittee of the House of Representatives Committee on Ways and Means.  
ACT is a non-profit association of African private sector groups involved in trade with the United States, especially under the African Growth and Opportunity Act (AGOA).  ACT’s members come from the private sectors in Botswana, Kenya, Lesotho, Madagascar, Mauritius, Swaziland, South Africa, Tanzania, Zambia and Zimbabwe.  ACT has been a leading spokesperson for the African private sector throughout the development, enactment, implementation and amendment of AGOA.

AGOA has been the United States’ most successful program for encouraging economic development and poverty reduction in Africa.  Since its enactment in 2000, AGOA has been the cornerstone of U.S. economic policy concerning Africa.  Although U.S.-Africa trade has grown in virtually all sectors, apparel trade has been AGOA’s biggest success.  In response to the trade preferences created by AGOA, African apparel exports to the United States nearly tripled during AGOA’s first five years in effect, 2000-2004.  An estimated 300,000 new jobs were created in the African textile and apparel sector, providing livelihoods for nearly two million people, many of whom were sustained by subsistence agriculture before AGOA.

But this dramatic and widely-acclaimed success proved to be fragile.  With the end of the Multi-Fiber Arrangement (MFA) system of quotas in 2005, the infant African textile and apparel industry was subjected to unprecedented competition from much larger and well-established apparel producers in Asia, especially China, Bangladesh, Cambodia and Vietnam.  With the end of the MFA quotas, U.S. imports from these Asian apparel giants skyrocketed.  On the other hand, AGOA apparel exports to the United States have fallen by 30% since 2005, and an estimated 100,000 AGOA-created jobs have been lost in Africa.  
By contrast, Asian least developed countries (LDCs) that would benefit from preference reform proposals, especially Bangladesh and Cambodia, have fared much better.  As illustrated by the following graph, since the end of the MFA, U.S. apparel imports from Bangladesh have surged by 50%, and imports from Cambodia are also up 40%.  While apparel imports from Cambodia have declined somewhat during 2009, Cambodia remains a significant net winner from the expiration of the MFA quotas.  U.S. apparel imports from Cambodia for the 12 months ending September 2009 are up 21% from 2004 levels.  By contrast, Africa is one of the primary losers from the restructuring of global apparel trade that followed the expiration of the MFA.  ACT’s members in the textile and apparel industry in Africa report that much of the business they have lost since 2005 has shifted to Bangladesh and to a lesser extent Cambodia.  
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Accordingly, it must a bedrock principle that any general action on preference reform must:  (1) do no further harm to AGOA; and (2) strengthen and extend AGOA to make Africa more competitive.  To that end, ACT respectfully recommends that any general preference reform legislation should:
a.  Renew AGOA on a permanent (or at least long-term) basis comparable to the permanent Caribbean Basin Initiative (CBI) program to provide greater stability and predictability sought by investors and U.S. buyers.  By contrast, the recently introduced New Partnership for Trade Development Act (NPTDA), H.R. 4101, would allow AGOA to expire in 2015 (or 2019 if there is a successful conclusion to the Doha Round), thereby sending the exact opposite message to investors and buyers and discouraging them from continuing to do business with Africa in the interim.
b.  Renew on a permanent (or at least long-term) basis the AGOA third-country fabric provision, which has been the key to AGOA’s success.  On the other hand, the NPTDA would create a new rule of origin for non-AGOA LDCs that would allow them to use fabric from any origin, provided it is cut and sewn in an LDC beneficiary.  This generous rule of origin is the de facto functional equivalent of AGOA’s third-country fabric provision.  Extending it to already-competitive LDC apparel giants like Bangladesh and Cambodia will seriously undermine AGOA and further accelerate the exodus of the apparel industry from Africa to Asia. 
c.  Eliminate the distinction between LDCs and non-LDCs under AGOA.  Greater regional integration is another key to the future success of AGOA.  Accordingly, the AGOA distinction between LDCs and non-LDCs should be eliminated so that all AGOA beneficiaries would have access to third-country fabric and the provision for non-apparel textile products.  The LDC/non-LDC distinction under AGOA discourages regional integration and is counterproductive.  As a corollary, any preference reform initiative should provide full benefits to all AGOA beneficiaries, including those that do not meet the UN LDC definition, such as inter alia Ghana, Kenya, Mauritius, Nigeria, South Africa and Swaziland.  Again, the NPTDA takes the opposite tack and would eliminate all benefits for AGOA’s non-LDCs when AGOA expires in 2015 (or 2019).  The uncertainty that would be created by the NPTDA would drive investors and U.S. buyers away from AGOA’s non-LDCs and would seriously handicap Africa’s efforts at regional integration.
d.  Expand AGOA to encompass all currently-excluded agricultural products other than sugar.  Sugar trade is a special case and requires special treatment, as was recognized by the Deputy Secretary General of the Common Market for Eastern and Southern Africa (COMESA) in his testimony at the November 17, 2009 hearing.  The International Sugar Trade Coalition (ISTC) has submitted a statement for the record of the Ways and Means Trade Subcommittee’s hearing that explains in detail the need for excluding sugar from duty-free, quota-free (DFQF) treatment in any preference reform legislation.  ACT endorses ISTC’s statement.
e.  Revise the AGOA rule of origin for canned tuna.  A number of African countries (including Ghana, Kenya, Mauritius and Senegal) export canned tuna to the EU, but exports to the United States are extremely small even though canned tuna is already theoretically eligible for duty-free under AGOA.  This is because the applicable rule of origin is too restrictive.  Relaxing the rule of origin would create a new product likely to be successful under AGOA.  The current 35% value-added requirement could be replaced with a simple tariff shift requirement or reduced to 10% value added, coupled with a tariff shift.  This change is necessary because the cutting, processing and canning that is done on-shore in Africa typically adds only about 10%-15% of the final value of the canned tuna.  It is impossible to meet the current 35% requirement without a substantial local-flag fishing fleet, which no country in Africa has. (Africa meets the 35% requirement for exports to the EU by cumulation with the value created by catching the fish on EU-flag ships.  This works for exports to the EU because there is a large EU-flag fishing fleet that serves Africa, but there is no comparable U.S.-flag fleet.)
f.  Any preference reform initiative should also include significant support for trade-related infrastructure development and trade capacity building in Africa.
But even these AGOA enhancements will not be sufficient to save the African textile and apparel sector if already-competitive Asian LDCs like Bangladesh and Cambodia are given DFQF access to the U.S. apparel market.  Indeed, consideration of providing DFQF benefits to LDCs must start with the premise that trade preferences are intended to help uncompetitive countries become more competitive.  But extending duty preferences to already-competitive industries is contrary to the policy justification for trade preferences.
The NPTDA recognizes the serious threat that extending DFQF to apparel from Bangladesh and Cambodia would pose to AGOA.  To try to minimize that threat, the NPTDA would impose a tariff rate quota (TRQ) on imports from Bangladesh and Cambodia of key apparel product categories that are of critical importance to the survival of the AGOA:  cotton or manmade fiber (MMF) trousers and slacks (Categories 347, 348, 647, 648); cotton or MMF knit shirts and blouses (Categories 338, 339, 648, 649); cotton and MMF non-knit shirts and blouses (Categories 340, 341, 640, 641); and cotton and MMF coats (Categories 333, 334, 335, 633, 634, 635, 643, 644).  These product categories represent approximately 90% of apparel imports under AGOA and roughly 50% of apparel imports from Bangladesh and Cambodia.  
ACT does not believe that the NPTDA’s proposed TRQ will prevent the decimation of AGOA.  This seems self-evident from the fact that U.S. imports of these products, especially from Bangladesh, are currently increasing even on a duty-paid basis.  Giving in-quota duty-free status to these key products will only provide further encouragement for U.S. buyers to shift their orders from Africa to Bangladesh and Cambodia.  
Two witnesses at the November 17, 2009 hearing testified that all textile and apparel products from already-competitive LDCs (i.e., Bangladesh and Cambodia) should be excluded from DFQF eligibility to prevent preference reform from destroying the AGOA apparel industry.  (See testimony presented by the National Council of Textile Organizations and COMESA.)  An alternative would be to exclude those key textile and apparel products identified above from already-competitive LDCs from DFQF eligibility.

Another alternative approach, however, would link the availability of DFQF treatment for apparel from already-competitive LDCs to the survival of the AGOA apparel sector, thereby creating a win-win for Africa, Bangladesh and Cambodia.  To encourage greater sourcing of apparel from Africa under AGOA, an Earned Import Allowance Program (EIAP), similar to those already in effect under DR/CAFTA and the Haiti Hope program, would apply to allow U.S. importers to import apparel from already-competitive LDCs on a duty-free basis.  By importing garments made in AGOA countries, U.S. importers would earn the right to import an equivalent volume of sensitive apparel duty-free from Bangladesh and Cambodia.   In order to encourage vertical integration, which is critical to the future competitiveness of the African textiles and apparel industry, the EIAP would include double duty credit for garments imported from Africa that are made from African-origin fabric.

By including the foregoing measures in any preference reform legislation, Congress can simultaneously strengthen AGOA and provide benefits to non-AGOA LDCs.  ACT would be pleased to provide any further information or assistance the Trade Subcommittee may require.
Respectfully submitted,
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