B

Africa Growth Initiative
at BROOKINGS

Improving AGOA:

Toward a New Framework
for U.S.-Africa Commercial

Engagement

Contributions by:

Clement Ahiadeke
Elizabeth Asante
Emmanuel Asmah
Simon Bawakyillenuo
Jeff Frank

Moses Ikiara

Mwangi Kimenyi
Mukhisa Kituyi
Katrin Kuhlmann
Zenia Lewis

Nelipher Moyo

John Mutenyo
Christopher Onyango
John Page

Brandon Routman
Jessica Smith

Olumide Taiwo

In collaboration with AGI partner institutions:

Institute of Statistical, Social and Economic
Research (ISSER) - Ghana

Kenya Institute for Public Policy Research and
Analysis (KIPPRA) - Kenya

MAY 2011




B

Africa Growth Initiative
at BROOKINGS

Improving AGOA:

Toward a New Framework
for U.S.-Africa Commercial

Engagement

Contributions by:

Clement Ahiadeke
Elizabeth Asante
Emmanuel Asmah
Simon Bawakyillenuo
Jeff Frank

Moses Ikiara

Mwangi Kimenyi
Mukhisa Kituyi
Katrin Kuhlmann
Zenia Lewis

Nelipher Moyo

John Mutenyo
Christopher Onyango
John Page

Brandon Routman
Jessica Smith

Olumide Taiwo

In collaboration with AGI partner institutions:

Institute of Statistical, Social and Economic
Research (ISSER) - Ghana

Kenya Institute for Public Policy Research and
Analysis (KIPPRA) - Kenya

MAY 2011



INtroduction . . . ..ot e 1

Toward a Transformative Africa Growth and Opportunity Act:
Statement Presented at the United States Congress............. ... .. ..., 3
Mwangi S. Kimenyi

Supporting Deeper Regional Integrationin Africa ............. ... .. ... .. ... .. L 8
John Page and Nelipher Moyo

Promoting Private Sector Investments . ........... ... ... ... 11
Mwangi S. Kimenyi and Jeft Frank

Ensuring Growth and Opportunity: Strengthening Job Creation for AGOA...................... 14
Olumide Taiwo and Zenia Lewis

Removing Barriers to Improve Competitiveness of Africa’s Agriculture ......................... 16
Emmanuel Asmah and Brandon Routman

Building Regional Markets: AGOA and the Economic Partnership Agreements .................. 18
Katrin Kuhlmann and Mwangi S. Kimenyi

Improving U.S. Trade Assistance to Enhance AGOA. ............ ... ... . . i, 22
John Mutenyo, Jessica Smith, and Brandon Routman

Reflections on Kenya’s Experience under AGOA: Opportunities and Challenges ................. 25
Christopher Onyango and Moses Ikiara

AGOA: Market Opportunity and Supply CapacityinGhana. ..................... ... ... ... ... 29
Elizabeth A. Asante, Simon Bawakyillenuo, and Clement Ahiadeke

Beyond AGOA: Frontiers for a New Pactwith Africa ................ ... ... ... ... ... ... 33
Mukhisa Kituyi



ince its enactment in 2000, the Africa
Growth and Opportunity Act (AGOA) has
been the centerpiece of the commercial re-
lationship between the United States and
Africa. This unilateral preferential law has provided
Sub-Saharan African countries with the opportu-
nity to export a wide array of goods to the United
States duty-free and also quota-free. There is no
doubt that the past eleven years of AGOA have
been beneficial to Africa as evidenced by expanded
volume and scope of exports to the United States.

However, it is also quite evident that there are
many concerns over the effectiveness of the Act.
While there are tangible gains, the potential of
AGOA remains largely unexploited. After eleven
years, the global setting under which AGOA was
enacted has changed and although the law has been
amended a number of times, it is apparent there
is need to not only consider marginal reforms but
also more innovative
the commercial relationship between Africa and
the United States. As emerging economies such
as Brazil, Russia, China and India have expanded
their commercial linkages with Africa, the United
States’ commercial presence is shrinking. Experts
from the Africa Growth Initiative at Brookings as-

approaches to strengthen

sert that now is the time for the Obama Adminis-
tration to articulate a coherent strategy to deepen
such relationship with Africa. In this publication,
AGI scholars, together with collaborating partners
in African think tanks, offer some suggestions to
improve the Africa-U.S. trade relationship.

A Transformative Africa Growth and Oppor-
tunity Act: Statement Presented at the United
States Congress is the official account of a 2011
Congressional Briefing presented by the Brookings

Institution’s Africa Growth Initiative. The state-
ment calls for a reorientation of the US-Africa
trade relationship with a primary goal of support-
ing the transformation of African economies.

Supporting Deeper Regional Integration in Af-
rica. John Page and Nelipher Moyo investigate the
progress made to support regional integration in
Africa within the AGOA framework. They suggest
a blueprint for facilitating deeper regional integra-
tion in Africa.

Promoting Private Sector Investments. Mwangi
Kimenyi and Jeff Frank look at various strategies
to increase U.S. investments in Africa. The authors
suggest that the U.S. should use incentives such as
tax cuts on repatriated profits to promote U.S. in-
vestments in Africa which would also facilitate job
creation in America.

Ensuring Growth and Opportunity: Strengthen-
ing Job Creation for AGOA. Olumide Taiwo and
Zenia Lewis analyze how AGOA can be utilized
for increased employment generation in Africa.
They suggest ways to scale up job creation by ad-
dressing the constraints on local labor markets and
incentivizing the use of local employment.

Removing Barriers to Improve Competitiveness
of Africa’s Agriculture. Emmanuel Asmah and
Brandon Routman discuss the challenges inherent
in increasing African agricultural exports through
AGOA and provide recommendations for both
African and U.S. policymakers that would encour-
age the development of the sector.

AGOA in the Context of the EPAs: Consider-
ations for Future Trade Policy. Katrin Kuhlmann



and Mwangi Kimenyi examine the impact of Eu-
rope’s Economic Partnership Agreements on U.S.
Trade with Africa. The authors recommend that
policymakers use caution when looking at Eu-
rope’s model for trade liberalization as it has del-
eterious effects on regional integration.

Improving U.S. Trade Assistance to Enhance
AGOA. John Mutenyo, Brandon Routman and Jes-
sica Smith explore ways that the AGOA framework
can improve aid for trade to enhance the impact of
the policy on economic development. The roles
of African and U.S. governments are highlighted
to provide suggestions on how to better use trade
assistance, under AGOA, to remove constraints on
trade and improve market access.

Reflections on Kenya’s Experience under AGOA:
Opportunities and Challenges. Christopher On-
yango and Moses Ikiara reflect on Kenya’s experi-
ence under AGOA. They evaluate the opportuni-
ties and challenges the legislation presents for the

country and make a number of recommendations
for policymakers as to how to improve its effec-
tiveness.

AGOA: Market Opportunity and Supply Capac-
ity in Ghana. Elizabeth A. Asante, Simon Bawaky-
illenuo, and Clement Ahiadeke survey Ghana’s
experience with AGOA. Specifically, the authors
investigate the challenges Ghana faces in utilizing
AGOA:s trade preferences, and offer policy recom-
mendations which would help it overcome these
obstacles.

Beyond AGOA: Frontiers for a New Pact with
Africa. Hon. Mukhisa Kituyi analyzes the limita-
tions of enhancing African benefits through the
provisions of the current AGOA. He suggests
that while short-term measures may be needed to
consolidate gains made so far, a wider negotiated
compact may be required for future U.S. - Africa
economic relations.



he Africa Growth and Opportunity Act

remains the most important piece of

legislation defining the commercial re-

lationship between the United States
and Sub-Saharan Africa. There is no doubt that
during the past 10 years, AGOA has left a clear
imprint on the African continent. Although the
gains have been uneven, some countries and sec-
tors have benefited substantially from the AGOA
tariff preferences. For example, as a result of these
preferences, South Africa’s share of manufactured
and agricultural exports to the United States has
increased substantially. Another notable success
has been apparel exports—with countries such as
Madagascar, Swaziland, Lesotho and Kenya re-
cording substantial gains, especially for the period
2000-2005. However, after the expiration of the
Multi Fibre Arrangement, apparel exports from
Africa declined substantially as other more com-
petitive countries edged out African exporters in
the American market. As expected, however, the
expansion of African exports to the United States
as a result of AGOA preferences has contributed to
economic growth, poverty reduction and employ-
ment creation, all core goals of the act.

Nevertheless, the achievements of AGOA have by
and large been below expectations, and there is a
consensus that AGOA's potential has not been fully

exploited. In particular, AGOA has not contributed
to any discernible economic transformation of Af-
rican economies, as was envisaged. In fact, many
countries have not been able to take advantage of
AGOA to any significant degree. Furthermore, the
employment impact of AGOA has been less suc-
cessful because of limited value addition. Even in
the case of African apparel exports, many of the
components are assembled in other countries, with
Africa value added ranging only between 10 and
20 percent. Looked at globally, Sub-Saharan Af-
rica’s share of the U.S. market’s nonoil imports has
actually declined in recent years. Notwithstanding
the wide range of commodities subject to duty-free
and quota-free access, Africa’s exports to the Unit-
ed States remain only a tiny fraction of all U.S. im-
ports. But probably the most noticeable weakness
of AGOA is that it has not stimulated American in-
vestments in Africa. Thus, as other countries such
as China, Brazil and India have accelerated their in-
vestment in Africa, the United States’ investment in
Africa has been largely stagnant. Ironically, and not
withstanding AGOA, the relative U.S. commercial
presence in Africa has shrunk in recent years.

In this statement, I start by briefly sketching the
current status of AGOA, focusing broadly on its
achievements and weaknesses. Overall, the mes-
sage that emerges is that although AGOA has had

This paper was originally presented at a briefing for the U.S. Congress, “U.S.-African Economic Relations: AGOA and Beyond 2015,
sponsored by the Africa Growth Initiative at Brookings and the Corporate Council on Africa in cooperation with Representative Don-
ald Payne, on April 14, 2011. Attendees included Representative Donald Payne; Felix Mutati, Zambia’s minister of trade; and Hage

Geingob, Namibia’s minister of trade.



a notable impact, its full potential remains unreal-
ized. Next, I briefly review suggested reforms that
should be undertaken in the short run. Finally, I
propose deeper changes that would strengthen the
U.S.-Africa commercial relationship by encourag-
ing the transformation of African economies while
increasing the American commercial presence.

AGOA’s CURRENT STATUS
In reviewing AGOA, there is a broad consensus that

B AGOA has made incremental contribution
to the economies of several Sub-Saharan
African (SSA) countries, with some coun-
tries benefiting more than others. This has
been achieved mainly through increased
trade volumes, job creation and capac-
ity enhancement. AGOA has also had the
benefit of mainstreaming trade in develop-
ment, has contributed to some degree of
diversification and has been instrumental
in compelling African governments to im-
prove the climate for business.

B Most of the AGOA-related trade is in the
form of energy (oil and gas) and minerals.
These commodities constitute more that
95 percent of the total trade by value. Yet it
is well accepted that these products would
have attracted buyers even without AGOA.
Textiles, apparel, leather, leather products
and agriculture are where the real impact
of AGOA has been felt by the larger num-
ber of countries.

B Appreciable modifications have been made
to AGOA to suit emerging concerns. These
include extending the act to 2015 and the
third-country rule of origin. These modifi-
cations have enabled SSA countries to con-
tinue reaping the benefits of AGOA.

B Very little foreign direct investment has re-
sponded to the AGOA initiative, and even
less of this investment has originated in the
U.S. By and large, under AGOA no sound

and consistent investment and export pro-
motion initiatives have been taken by the
U.S. government. Increasingly, U.S. firms
that have been willing to risk and invest
in Africa have faced what would be con-
sidered unfair competition because of the
generous official support extended by firms
from other countries.

The SSA export basket continues to com-
prise primary raw materials and semi-fin-
ished products with limited value added.
This means that AGOA has not been very
successful in transforming the SSA econo-
mies. And this limited value added also
means that duty-free and quota-free access
has had only a limited multiplier effect for
job creation and poverty reduction.

The SSA countries continue to suffer con-
straints on both the supply and demand
sides, and at the structural and strategic
levels, that hinder them from effectively
exploiting the opportunities opened by
AGOA. Thus, the SSA countries have
managed to exploit only a handful of the
approximately 6,400 articles that are ad-
missible under the Generalized System of
Preferences and AGOA.

The regional AGOA hubs are doing a com-
mendable job, but they need to broaden
their scope to serve both present and future
AGOA-eligible nations.

Despite commitments made by the U.S.
government two years ago that future en-
gagement will focus more on regional eco-
nomic communities, there has not been
any significant increase in support.

AGOA remains a top-down, unilateral ar-
rangement that gives the SSA beneficiaries
little space for making a real contribution.
By and large, AGOA does not give much
scope for cooperation between the U.S. and
African countries.



B From a business perspective, AGOA has
built-in weaknesses because it is unpredict-
able and some of its provisions come close
to expiring before they are extended. This
unpredictability has been detrimental to
the act’s overall success. Furthermore, the
unilateral withdrawal of trade preferences
undermines investments, especially in oth-
erwise fragile states.

SHORT-RUN PRIORITIES TO MAXIMIZE
POTENTIAL GAINS FROM AGOA

There is no question that AGOA is important to
both Africa and the United States. However, there
is broad agreement that significant reforms need
to be made to maximize the gains that AGOA
makes possible. In the longer run, and taking into
account the changing environment on the African
continent, especially with new players, it is criti-
cal that the act be overhauled. In the short run,
especially during AGOA’s remaining current life
span, several changes can make it more effective
in serving the interests of both SSA countries and
the U.S.:

B Include provisions concerning AGOAss life
span to create certainty and confidence for
investors and American importers.

B Renew, on a long-term basis, the Third-
Country Fabric Provision beyond the 2012
deadline to enable SSA cotton-producing
countries to realize the benefits of a revived
sectoral value chain.

B Expand AGOA to include currently exclud-
ed agricultural products other than sugar
where SSA countries have a comparative
advantage in supply. Doing this will in-
crease the benefits that will flow through
such products as tobacco (e.g., from Mala-
wi), peanuts (Gambia) and dairy (Kenya).
Also review, revise and simplify rules of or-
igin to facilitate the exporting of products
such as tuna and textiles/apparel.

B Trade development assistance and capacity
building should be a component of the pref-
erence program. Increasing aid for trade is
seen an important condition for solving the
supply side constraints.

B There needs to be a structured development
strategy to increase collaboration and thus
reduce or eliminate administrative, regula-
tory, certification and product conformity
assessment that is geared toward achieving
mutual recognition based on acceptable
and predictable international standards.
For example, products that have attained
EU certification should not be subjected to
further testing under AGOA. There should
also be sunset clauses for concluding the
sanitary and phytosanitary process, which
is currently taking up to six years.

B There should be investment in capac-
ity building for export competitiveness; for
awareness creation for micro, small and
medium-sized enterprises; and for youth
empowerment and gender mainstream-
ing in export trade. Investment in capac-
ity building should also extend to creating
awareness to embrace environmental prac-
tices in production processes.

B Efforts should be made to improve collabo-
ration between the U.S. and African trade
promotion organizations—and particularly
US. business associations and chambers
of commerce—to inculcate good business
practices, to promote the sharing of innova-
tive business techniques and corporate social
responsibility programs and to encourage
support for SSA in developing intellectual
property programs that recognize innova-
tion and creativity in industry and crafts.

TOWARD A TRANSFORMATIVE ECONOMIC
GROWTH STRATEGY

Africa has emerged from the recent global eco-
nomic and financial crisis in better shape than



many other regions, and indeed it is doing better
than would have been expected, given its fragile
economies. To some degree, this due to the fact
that the African economies are poorly integrated
with other world economies, and thus the trans-
mission of the crisis through financial markets was
limited. However, in the African countries, pru-
dent macroeconomic management, deepened po-
litical and governance reforms and improvement
in the business environment have been even more
important. Other factors that have contributed to
better-than-expected economic performance have
been the sustained external demand for commodi-
ties; expanded trading opportunities with Europe,
Asia and the U.S.; and the increased investments
by new partners, especially Brazil, Russia, India
and China—known as the BRICs. Finally, the ris-
ing demand for natural resources has been a pri-
mary driver of African economic growth during
the past decade.

Africa today is much different from the Africa of
2000 when AGOA was enacted. The continent is
more open and a much better place to do busi-
ness. Many African countries have reformed their
institutions of governance and have put in place
ambitious strategies to transform their economies.
As noted above, though AGOA is an important
piece of legislation that has provided opportuni-
ties through expanded market access, it has not
been transformative. As such, AGOA is not con-
sistent with the aspirations of African nations to-
day. In essence, a continuation of AGOA in its cur-
rent form would not be in sync with the economic
transformation of African economies. AGOA has
served Africa well, but looking ahead, it is time for
a comprehensive approach to the U.S.-Africa rela-
tionship that will support Africa’s economic trans-
formation. Furthermore, this relationship must
also be mutually beneficial to the United States by
increasing its commercial presence in Africa.

The transformative strategies envisaged by African
countries include a number of broad measures—
such as putting an emphasis on information and
communication technologies; the modernization
of agriculture; improving the competitiveness

of the manufacturing sector; and increasing the
value added of natural resources and agricultural
products and enlarging markets through regional
integration. Together, these strategies call for ac-
celerated investments in infrastructure, including
information and communication technologies,
transportation and energy. In addition, the trans-
formation process demands improvements in the
quality of human capital through strengthening
the development of skills. Although market access
as currently provided by AGOA is important, the
transformation of African economies must largely
be predicated on improved competitiveness. Fur-
thermore, deepening regional integration will
serve to exploit value chains across the continent
while expanding intra-Africa trade.

The United States is slowly being edged out of Af-
rica by the BRICs, which are aggressively investing
in Africa. In addition to their desire to gain access
to raw materials, the BRICs are involved in activi-
ties that contribute to the transformation agenda,
including infrastructure development, investments
in industry and engagement in public-private
partnerships. Given this increasingly competitive
situation, for the United States to continue to be a
meaningful player, it must step up its involvement
by also taking an aggressive approach. However,
this will not be possible without substantial sup-
port for private firms from the U.S. government.
To support this transformative growth strategy, the
United States should support the SSA countries as
they work toward achieving a common regional
economic agenda. The African Union recogniz-
es eight regional economic communities. These
REC:s are the loci of the AU’s strategy for consoli-
dating intra-Africa trade and also trade with other
regions. Each of the RECs has an elaborate devel-
opment master plan that could serve as an entry
point for U.S. engagement.

The other areas of U.S.- Africa engagement and co-
operative effort should include the development of
infrastructure (water, roads, railways and airways);
investment in both renewable and nonrenew-
able energy (hydropower, thermal, nuclear, wind
and solar); and the promotion of joint assistance



projects in agriculture, such as collaborative re-
search and the sharing of innovative developments
to quickly commercialize beneficial agricultural
practices that help alleviate poverty and improve
food security.

CONCLUSION

As we approach the final years of AGOAs cur-
rent life span, the US. and SSA need to take a
two-pronged approach. In the short run, the fo-
cus should be on reforming AGOA to address the
various weaknesses identified above that limit its
effectiveness. These reforms should begin imme-
diately while, at the same time, developing a long-
term strategy to enable SSA and its international
partners, especially America, to aggressively em-
brace the transformative agenda outlined in this
statement.



he African Growth and Opportunity Act

(AGOA) states that “Congress supports:

expanding United States assistance to

Sub-Saharan Africa’s regional integration
efforts,” and over the years, the United States has
reiterated its commitment to supporting regional
integration. Most recently, in August of 2010, U.S.
secretary of state Hillary Clinton stated that “re-
gional integration has gotten too little attention
within the AGOA framework, but I think it should
be at the top of our shared agenda.”

Although AGOA has had some success in promot-
ing trade and growth in Africa, the lack of mean-
ingful progress on regional integration is appar-
ent. To support real regional integration in Africa,
AGOA will need to acknowledge the importance
of the region’s economic communities and the role
that they can play in supporting trade.

Two facts underline the urgency of the regional in-
tegration agenda. First, Africa consists of 53 sepa-
rate countries, each with its own border and barri-
ers to the movement of goods, capital and people.
India, with about the same land area, has no inter-
nal barriers. Second, 40 percent of Africa’s popu-
lation lives in countries without access to the sea;
globally, about 4 percent of the world’s population
lives in such landlocked countries. Taken together,
these facts mean that for most Africans, prosper-
ity depends not only on their own efforts but also
on those of their neighbors. America has correctly
recognized that sustainable growth in Africa will

require greater regional integration, but the ques-
tion is: How can AGOA support deeper regional
integration in the future?

How CAN AGOA SuPPORT DEEPER
REGIONAL INTEGRATION IN THE FUTURE?

AGOA has facilitated the removal of intraregional
trade barriers and the creation of new trade part-
nerships in Africa. This is especially true in the ap-
parel industry, where new regional partnerships
have been formed to take advantage of AGOA
benefits. The garment industry in Madagascar is
one example. Under AGOA, Madagascar’s apparel
exports to the U.S. increased from $53 million in
1992 to $469 million in 2004." More impressive-
ly, the industry developed a truly regional supply
chain, sourcing zippers from Swaziland, denim
from Lesotho, and cotton yarn from Zambia and
South Africa. There are a number of ways that
AGOA can support deeper regional integration:

Increasing the Role of Regional Economic
Communities

It is difficult to imagine how AGOA will achieve its
stated mandate of “supporting regional integration
in Africa” without engaging the various regional
economic communities (RECs) on trade-related
matters. Today, there is very little high-level en-
gagement between U.S. trade officials and offi-
cials in the various RECs. To facilitate meaning-
ful regional integration in Africa, the U.S. should



establish mechanisms to include the RECs in
AGOA-related discussions and provide them with
the space within which they can work toward ac-
tionable solutions to the numerous challenges that
prevent their members from taking full advantage
of AGOA.

Each year, the U.S. trade representative holds a
high-level meeting with African heads of state and
ministers of trade and commerce. Given the num-
ber of participants and divergent interests among
the various countries, these meetings are often
concluded without any meaningful AGOA-related
agreements. In addition to these meetings, the U.S.
trade representative should meet with the heads
of the RECs to discuss regional priorities. Many
of the supply side constraints to success under
AGOA (transportation, trade barriers, etc.) will
require a concerted regional approach. The start of
high-level dialogue between the U.S. trade repre-
sentative, other relevant U.S. government officials
and representatives from the RECs is essential to
enhancing regional integration under AGOA.

Addressing Concerns about Revoked Eligibility

The current AGOA eligibility procedures discour-
age the development of regional supply chains. Re-
moving a country from AGOA, even for the right
reasons, also punishes that country’s regional trad-
ing partners. The Madagascar success story we cit-
ed above had an unhappy ending for regional sup-
pliers when it lost its AGOA eligibility. The RECs
can help to reduce the negative impact of changes
in AGOA eligibility on regional supply chains.
RECs should be encouraged to propose transition
plans to help their AGOA-eligible members cope
in a way that reduces the regional impact while re-
specting U.S. guidelines.

One option we have proposed in the past is to al-
low a non-compliant country to continue to pro-
vide eligible inputs to the AGOA-eligible countries
within the regional group but to restrict direct ex-
ports from the non-compliant country to the U.S.
Another option is to allow a country declared in-
eligible to continue to export goods that contain

a specified amount of inputs from AGOA eligible
countries in the regional group under a transition-
al arrangement.’

Revising the Rules of Origin

The AGOA rules of origin for non-apparel goods
support regional cumulation by allowing AGOA-
eligible countries to use inputs from their eligible
neighbor to meet the 35 percent local content re-
quirement. Despite this seemingly generous pro-
vision, non-apparel/non-oil imports remain well
below their potential. In 2010, U.S. AGOA imports
were $44 billion; however, only about 5 percent
of those were non-oil/non-mineral/non-apparel
goods.? One of the primary reasons for this is the
low manufacturing capacity in the majority of
Sub-Saharan African countries.

Although a 35 percent local content requirement
may seem generous by world standards, given the
special circumstances in Africa—the motive for
the creation of AGOA in the first place—a lower
local content requirement is needed. The under-
utilization of non-apparel benefits suggests that
the rules of origin for non-apparel goods should
be revised to a level that can be more easily satis-
fied by the region’s countries. The appropriate local
content requirement should be determined based
on an assessment of manufacturing capabilities in
AGOA-eligible countries.

To further promote regional value chains, AGOA
could offer even lower local content requirements
for RECs that meet a certain standard of integra-
tion. This would encourage regional integration
while facilitating increased manufacturing capac-
ity in non-apparel industries. The success of the
special rule for apparel provides evidence that
more flexible rules of origin can stimulate the de-
velopment of regional value chains in Africa.

AFRICAN GOVERNMENTS AND REGIONAL
INTEGRATION

Strategies to enhance regional integration within
the AGOA framework cannot succeed without



concerted effort among African governments to
implement regional integration policies. The East
African Community has achieved the most sig-
nificant progress toward integration and as such it
is better positioned to realize the full benefits of
AGOA. Similar effort is needed to advance inte-
gration within Africa’s other RECs.

In the wake of the global financial and economic
crisis, African countries with high levels of intra-
regional trade were able to recover faster from the
crisis than those countries with low levels. Region-
al supply chains can help serve as a buffer against
global shocks. However, intraregional trade bar-
riers continue to hinder the creation of regional
supply chains. The removal of intraregional trade
barriers should be made a priority for African gov-
ernments.

Lack of infrastructure remains a significant ob-
stacle to trade in Africa. Regional collaboration
is needed for infrastructure development. Within
the various regional hubs / trade corridors, gov-
ernments should agree upon priority infrastruc-
ture projects and develop joint mechanisms to
finance such projects. The current state of ad hoc
regional engagement falls short of what is needed
to address the continent’s infrastructure deficit. As
Africa moves to attract investors under AGOA,
such efforts should be complemented with strate-
gies to improve infrastructure.

The 2011 AGOA Forum sets deeper regional inte-
gration as a priority for Africa. To realize this goal,
Africa should develop a regional strategy to take
advantage of AGOA. This strategy should highlight
regional priorities and serve as the platform for
engagement with the U.S. on trade-related matters.
Indeed, regional integration is essential for growth
and opportunity in Africa. Within the existing
framework, AGOA can help to support regional
integration in Africa by providing a platform for
engaging the RECs, adopting a regional perspec-
tive to minimize eligibility issues, and lowering the
local content requirement for non-apparel rules of
origin to promote the region’s industries.
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Itimately, the success of the African

Growth and Opportunity Act is depen-

dent on the profitability of investment

directed at harnessing the trade pref-
erences afforded by the act. It was expected from
the outset that AGOA would trigger higher levels
of foreign direct investment as a result of the profit
opportunities associated with the trade preferences.
More specifically, it was expected that the trade pref-
erences would be sufficient to make it attractive for
U.S. investors. In turn, higher levels of FDI would
expand job opportunities, incomes and result in
poverty reduction. AGOA is credited with both job
creation and increasing FDIL.' Between 2001 and
2007, FDI increased by 52 percent to $13.8 billion.?
Nevertheless, the U.S. commercial presence in Af-
rica remains small, and its relative importance is be-
ing eroded rapidly with the aggressive investment
stance taken by Brazil, Russia, India and China,
known as the BRICs.> Whereas FDI from the U.S.
is primarily focused on oil and mineral extraction,
investment from the BRICs is increasingly diverse.
While FDI from the BRICs declined across all con-
tinents during the recent economic downturn, FDI
to Africa decreased the least, from $72 billion in
2008 to $59 billion in 2009.*

Notwithstanding the opportunities afforded by
AGOA, many US. investors remain reluctant
to enter African markets. In addition to the real
and perceived high costs of doing business on the
continent, specific aspects of tact lead investors to
discount its potential benefits. To increase FDI

flows from the United States to Africa, policymak-
ers should consider a variety of options.

CREATING A PREDICTABLE ENVIRONMENT

Although AGOA has been extended a number of
times, from the perspective of an investor, the act
is “short term.” Initially, AGOA was set to last un-
til 2008, but it has been extended and is now set to
expire in 2015. Investors consider such time frames
insufficient to make investments, many of which
are associated with large sunk costs. Many years are
needed to establish the infrastructure and market
share required for foreign trade with the United
States. Equally, many African countries do not al-
ready have industries for AGOA-eligible commodi-
ties and await new investment to develop potential
businesses. Thus, the overall framework with regard
to the duration of the act needs to be reconsidered
to ensure that it has inbuilt investment incentives.

Of immediate concern are the implications of
AGOA’s expiration in 2015. Given that investors
are unsure of whether an extension will be forth-
coming, they are unlikely to undertake any sub-
stantial investments. One suggestion is to institute
a “grandfather clause” that would allow companies
to continue benefiting from AGOA on contracts
negotiated before the 2015 deadline, regardless of
whether the act is extended or not. Such grand-
fathering of contracts would allow companies to
operate under the AGOA trade policy as it is at the
time of signing for a predetermined period of years.



Grandfather clauses have been used in other trade
policies such as the General Agreement on Tariffs
and Trade as well as the North American Free Trade
Agreement.” Under a grandfather clause, investors
and business leaders would be able to negotiate con-
tracts with certainty that no matter how U.S. legisla-
tion affects AGOA in the future, they would be able
to operate under consistent trade guidelines.

FINANCING INVESTMENT

With the high perceived risk of investing in Af-
rica, many financial institutions are reluctant to
lend for such investments. Thus, unless there is an
alternative facility for investment finance, Ameri-
can investments in Africa will remain low and
the potential benefits under AGOA will remain
unexploited. There is therefore an urgent need
for creative approaches to ease access to invest-
ment finance. For example, the White House re-
cently launched a program designed to facilitate
investment in young companies called the Startup
America Initiative, which provides a range of tools
to help build young companies and offers a model
for how the U.S. could also facilitate investment in
Africa. This program supports investment financ-
ing by providing $2 billion in matching funds for
high-growth companies.® To facilitate investment
in Africa, the U.S. could provide similar matching
funds to U.S. companies investing in Africa. Ad-
ditionally, the program proposes an elimination
of the capital gains tax on the sale of certain small
business stocks. Likewise, the U.S. could assist in
the financing of investment in Africa by offering a
reduction or elimination of the capital gains tax on
the sale of stocks of African companies. This mea-
sure would offer an added incentive for investing
in African companies and also increase the prof-
its of U.S. investors selling African stock. In ways
like these, the U.S. government should engage the
private sector with a view to identifying viable ap-
proaches to investment finance.

TAaX INCENTIVES ON REPATRIATED PROFITS

Although the investment climate in Africa has im-
proved a great deal, much remains to be done to

make the continent a competitive destination for
FDI. Ultimately, the African governments must
shoulder the main responsibility of attracting in-
vestments.

To complement the actions of the African govern-
ments, the United States should consider a more
aggressive approach to supporting firms that in-
vest in Africa. Currently, there is a scramble to
invest in Africa by companies based in the BRIC
nations, and this scramble is also being heavily fa-
cilitated and supported by the BRIC governments.”
Such support is allowing the BRICs to access vital
natural resources and also dominate important
sectors of the African economies. It is therefore in
the interest of the United States to support firms
not only to make AGOA more effective but also
to maintain a competitive commercial presence in
the African market.

Although the removal of taxes on profits made
in Africa can increase FDI flows, such approach-
es may not be politically feasible. An alternative
policy would be to reduce the tax on repatriated
income rather than attempting to abolish taxes al-
together. In addition, tax credits could be extended
to firms based on the number of jobs they create
both domestically and in Africa. Tying tax benefits
to job creation in the U.S. and Africa would not
only make AGOA a true partnership but would
also help build support with American constitu-
ents.

HiGH-LEVEL TRADE MISSIONS TO AFRICA

Although many policy initiatives can be designed
and executed through AGOA, the U.S. also has the
ability to spur trade in Africa simply by influenc-
ing how Africa is perceived. One strategy would be
to organize a series of trade missions to the region
consisting of a delegation of American trade offi-
cials accompanied by heads of U.S.-based invest-
ment groups and business leaders. By conducting
these trade missions to the region, the U.S. could
reduce the perception of investor risk while simul-
taneously attracting the attention of African com-
panies looking for partnerships abroad. President



Barack Obama and Secretary of State Hillary Clin-
ton could play a central role by taking the lead and
being part of such missions.

Promoting greater levels of FDI from the U.S. to
Africa through the African Growth and Opportu-
nities Act is beneficial for both the U.S. and Africa.
Although the U.S. continues to provide the region
with various forms of assistance, increased levels
of FDI hold the potential for leading to more sus-
tainable economic growth and development. It is
therefore critically important that promoting U.S.
investments be prioritized in evaluations of the
Africa-U.S. commercial relationship.
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he Africa Growth and Opportunity Act

(AGOA) benefits the U.S. and Africa by

providing free market access, encourag-

ing investment opportunities, and, for
Africa, providing opportunities to facilitate job
creation and poverty reduction. Although sta-
tistics show that oil-related products account for
more than 90 percent of exports from Africa, non-
oil exports increased by 230 percent between 2000
and 2008 alone. This increase has been followed
by investment in new and non-traditional export
sectors, which are in turn seeing the growth of
export-processing zones and new factories across
Africa focused most notably in textile and apparel
industries. If the participating African countries
incentivize the use of local employment while en-
forcing better labor standards, AGOA has the po-
tential to use these investments to vastly scale up
African job creation.

To date, the employment gains from AGOA have
been constrained for several reasons, but especial-
ly because of limitations faced by labor markets in
Africa. First, Africa ranks as one of the most dif-
ficult regions of the world for hiring workers, and
half of the 10 most difficult countries for employ-
ing laborers are in Sub-Saharan Africa.' High pro-
duction costs are also a major issue, as illustrated
by a 2008 report by the United Nations Conference
on Trade and Development. The report looks at a
case study of Kenyan and Bangladeshi garment
manufacturers, and shows that a critical barrier to
the competitiveness of garments made in Kenya is

the cost of production, which is three times higher
than costs faced in Bangladesh. Furthermore, of
these high production costs, the largest determi-
nants are high wage costs, which are 138 percent
higher in Kenya than in Bangladesh.? The problem
of high wage demand is widespread throughout
many African countries, and is often due to fac-
tors such as the high cost of transportation faced
by laborers.

The problems of high production costs and wages
are compounded by the problem of skills mis-
match, an issue that arises when available workers
lack the technical skills demanded by new compa-
nies. These uncomplementary employment prob-
lems must be addressed to ensure that new firms
in Africa hire from the local population and are
not motivated to import labor from elsewhere.

A well-publicized recommendation for improving
local employment under AGOA is the idea of in-
serting a clause in the legislation requiring that a
certain fraction of labor employed in AGOA fac-
tories or related investment projects consists of
African nationals. Considering that investors are
private companies, such a provision will encoun-
ter immediate problems in places where there is
a skills mismatch or labor costs are higher than
employers” willingness to pay. Such a clause would
ultimately result in decreased incentives for invest-
ment in the country. Finding the precarious bal-
ance between attracting foreign investment and
incentivizing the use of local labor must be a goal



for African governments to fully maximize the
benefits of AGOA.

It is a welcome development that both U.S. poli-
cymakers and African countries are beginning to
pay close attention to the employment component
of the range of AGOA benefits. The African Union
ministers of trade remarked at the fall 2010 AU-
AGOA conference that any discussion of AGOA
should prioritize ensuring job creation and pover-
ty reduction resulting from investments related to
AGOA .’ In furthering this discussion, it is impera-
tive that each country considers necessary changes
to ensure that AGOA-motivated investments, fac-
tories and projects translate into increases in local
employment. Ultimately, it is up to individual Af-
rican governments, and not the AGOA legislation
itself, to develop policies that ensure both private
firms and local laborers benefit from the increased
investment.

African governments must work to lower some
of the constraints faced by businesses with regard
to labor. Increasing access to necessary vocational
training will be an obvious priority for African
governments, while incentivizing private firms to
do so as well. In addition, providing new business-
es with incentives to locate in low-wage areas must
be a priority. Some of the high wage costs result
from high costs of transport for workers, therefore
facilitating export-processing zones where new in-
vestors have access to low-wage workers and lower
production costs could motivate additional invest-
ment and, in turn, job creation. EPZs should, of
course, also provide improved infrastructure, as
well as more direct access to ports, airports and
tax incentives, like temporary tax exemptions for
investors or the duty-free importation of materials
needed for production in order to further incen-
tivize investment through lower production costs.
It must be noted that as governments work to at-
tract investment, they should also work to enforce
existing labor standards. Workers’ rights should
not be sacrificed as a part of any strategy for scaling
up foreign interest. Many EPZs operate under flex-
ible labor laws where workers’ rights are bypassed,
but this approach should not be encouraged by

African governments. The AGOA legislation states
that its beneficiaries must implement “accept-
able conditions of work with respect to minimum
wages, hours of work, and occupational safety and
health”™ Thus, private investors and, more im-
portant, local governments should be expected to
abide by and enforce such standards with AGOA-
related firms and in general practice. Recent news
headlines about ill treatment of workers in Zam-
bia by foreign firms have only been exacerbated by
the reaction of local government, which has done
little to punish or rebuke exploitation and seems
to imply that domestic employers can be similarly
culpable.® Sacrificing the treatment of local work-
ers for the sake of attracting foreign investors has
not and will not benefit any side involved in the
long term.

Job creation has the potential to expand profound-
ly in the attractive investment environment that
AGOA has created for African countries. Address-
ing the labor market constraints outlined above
will ensure that the greatest possible gains are real-
ized from AGOA with respect to Africa’s employ-
ment needs.
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Ithough the Africa Growth and Oppor-

tunity Act has been associated with sig-

nificant success since its enactment in

May 2000, many eligible countries have
not exploited the act’s full potential. This underuti-
lization of AGOA is evidenced by the fact that en-
ergy-related products have accounted for almost
90 percent of its exports. In comparison, agricul-
tural products make up a microscopic share, less
than 1 percent—which is quite small, considering
that roughly two-thirds of Africas population is
engaged in this sector.!

Increased agricultural exports to the United States
and other developed countries could have a sub-
stantial impact on Africa’s economic development.
However, a number of obstacles undermine the ca-
pacity of Africans to export their products. In this
paper, we touch on a number of them and propose
several policy recommendations that might help
Africa achieve a better future.

U.S. SUBSIDIES

The U.S. heavily subsidizes its agricultural industry,
which increases world supply and depresses prices.
Given the high costs of agricultural production in
Africa, these subsidies erode the benefits otherwise
afforded by the duty-free provisions under AGOA.
A study conducted by Oxfam America found that
eliminating the U.S. cotton subsidy would signifi-
cantly help the West African countries of Benin,
Burkina Faso, Chad and Mali. According to Ox-

fam’s calculations, ending this subsidy would raise
the average household income of cotton growers in
these countries by between 40 and 160 percent of
their expenditures on food per capita.> Moreover,
given that these four countries are also categorized
as experiencing “low human development” by the
United Nations, this extra income is sorely needed.

However, the outright removal of agriculture sub-
sidies is not politically feasible. The U.S. interest
groups that advocate for them are simply too strong
a political force in Washington. That said, given the
fiscal difficulties that the U.S. currently faces, now
might be a good time to call for their reduction.

TRADE RESTRICTIONS

Another point of criticism of the U.S. has to do with
the fact that AGOA does not extend preferences to
certain products that are important to African farm-
ers. One aspect of this criticism deals with tariff rate
quotas. Essentially, these are two-tiered tariffs; there
is one tax for imports up to a certain volume, or
“in-quota” tariffs, and a different tax levied on ad-
ditional imports, or “over-quota” tariffs.

A number of key agricultural categories are sub-
ject to these tariffs, including dairy, sugar, cotton,
peanuts, beef and tobacco—many areas where Af-
rica has a comparative advantage. Products in the
beef and cotton categories often do not exceed the
volume threshold to activate the over-quota tar-
iff. But others, especially in the sugar and tobacco



categories, often do and face very steep over-quota
tariffs as a result. For instance, the in-quota tarift
for certain tobacco products is zero; yet the over-
quota tariff can be as high as 350 percent of the
value of the import!®

Improvements to this system have been called for
and should be considered. One recommendation
is to make all in-quota imports under AGOA duty
free. (For many products, although not all, this
is already the case. Thus, such a proposal would
likely be relatively easy to institute.) Another, more
dramatic step would be to apply the UN Millen-
nium Declaration’s proposal of duty-free, quota-
free market access from least developed countries
for all exports, whether or not they are imported
before or after some quota is filled. Even if such a
measure were not taken, steps toward this direc-
tion taken by a country like the U.S. could catalyze
other developed countries to follow its lead—espe-
cially if the U.S. chose to exercise its considerable
diplomatic strength.

VALUE-ADDED GOODS

One important measure of the state of Africa’s ex-
ports deals with the extent to which its products
are exported in their raw form or, alternatively,
the extent to which value is added to them before
they are sent abroad. In these terms, Africa has
not fared well; the vast majority of its exports are
shipped in their unprocessed form.

Consider the cocoa sector. Between 2005 and
2009, AGOA exports of cocoa and its by-products
amounted to roughly $90 million annually; in
comparison, chocolate, a processed form of cocoa,
amounted to only about $17,000.° U.S. tariffs are at
least partially at fault for this discrepancy. Cocoa
is well protected from tariffs; chocolate is not. Re-
forming U.S. trade policy would therefore be im-
portant in changing this outcome.

AFRICA’S EFFORTS

However, U.S. trade policy is not mainly respon-
sible for the failure of value-additive processes to

take hold in Africa. Nor is it primarily U.S. subsi-
dies or trade restrictions that keep Africa’s agricul-
tural industries from burgeoning and its exports
at low levels. Instead, the severe lack of technical,
human and infrastructural capacity limits the re-
gion’s ability to fully maximize the potential gains
from AGOA. Thus, any agenda to strengthen the
continent’s productive competitiveness must focus
on improving its business environment.

In particular, African governments must shoulder
the primary responsibility of providing a business-
friendly environment and enacting reforms that
are conducive for vibrant private sector growth.
Thus it is imperative that these governments step
up domestic resource mobilization efforts and
make the right investments in education, skills
training, infrastructure (motorable roads, reliable
transportation modes, energy provision, etc.)—all
of which are fundamentals for any competitive-
ness agenda.

The U.S. should do its part, too, by working to re-
duce the impact of its subsidies and to reform its
trade policies. Furthermore, it should strengthen
programs like the Overseas Private Investment
Corporation, the Millennium Challenge Corpo-
ration, and the African Global Competitiveness
Initiative, which exist to assist Africa in its pro-
cess of capacity building—particularly, as a prior-
ity, to extend the AGCI, which is set to expire in
2011. The efforts of these programs indirectly, and
sometimes directly, affect Africa’s ability to utilize
AGOA's benefits.
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nilateral trade preferences under the
African Growth and Opportunity Act
(AGOA) have been the hallmark of U.S.
trade policy toward Sub-Saharan Africa
for the past decade. With the approaching expira-
tion of AGOA in 2015, both the Executive Branch
of the U.S. government and the U.S. Congress have
begun a thorough examination of the programs ef-
fectiveness with a view to either extending the cur-
rent preferences beyond 2015 or replacing them
with new legislation. Although AGOA is the most
expansive of the U.S. preference programs and has
played a positive role in U.S.-African relations, it
does come with certain limitations. AGOA contin-
ues to restrict trade in certain key agricultural com-
modities like sugar and peanuts, and—like most
preference programs—it has struggled to create
broad, sustainable opportunities for economic di-
versification. At the same time, however, it is to be
praised for treating the region as a cohesive whole
and continues to have untapped potential that could
be realized if coupled with the right policies to build
needed capacity and address market barriers.

Europe has also had a long history of using uni-
lateral trade preference programs with its develop-
ing country trading partners, and the least devel-
oped countries (LDCs) continue to get duty-free
quota-free access to the European market under
the Everything But Arms program, while other
developing countries are eligible for preferential
market access, albeit not as comprehensive, under
Europe’s Generalized System of Preferences (GSP)

and GSP+ programs. Recently, however, the Eu-
ropean Union moved away from comprehensive
preferences for non-LDCs and began to negoti-
ate more reciprocal Economic Partnership Agree-
ments (EPAs) with all the African, Caribbean and
Pacific countries. This new trade policy tool has
been met with heavy criticism and resistance by
African policymakers and with skepticism by in-
ternational trade experts. Both the scholarship
on the EPAs and their reception by African stake-
holders indicate that the tool is not right for Af-
rica. This paper briefly discusses EPAs, their over-
lap or inconsistency with AGOA, and offers some
lessons to keep in mind as U.S. policymakers con-
sider their future options.

IMPLICATIONS FOR ECONOMIC
DIVERSIFICATION UNDER THE EPAS

Without question, sustainable economic diversi-
fication and value-added trade will be needed in
order for Sub-Saharan Africa to truly and sustain-
ably develop. Any trade policy with any trading
partner should advance this goal, yet some trade
tools better promote economic diversification than
others, and the hard work ultimately falls upon the
Africans themselves.

Analysis has shown that EPAs clearly create ben-
efits for European companies. But their ability to
increase and diversify African trade is question-
able. Under the provisions of EPAs, African coun-
tries are allowed to maintain existing tariffs on 20



percent of tariff lines under a “sensitive product”
exemption that effectively enables countries to
protect nearly all their domestic production.! The
remaining 80 percent of tariff lines will be liberal-
ized for European imports. Taken together, these
provisions make both economic growth and diver-
sification under EPAs nearly impossible. Due to
the sensitive product exemptions, African compa-
nies have little incentive to innovate and improve
existing production. Where trade is liberalized
with Europe (the other 80 percent), more efficient
European companies will dominate, making it dif-
ficult for African companies to expand into new
products and causing trade diversion away from
lower-cost, third-country producers, including the
United States, in addition to significant revenue
loss from tariffs.”

Further solidifying Europe’s position in the African
market, EPAs contain a notorious “most favored
nation (MFN) clause” that stipulates that all par-
ties to an EPA must give Europe equivalent access
to any preference negotiated with another trading
partner, including other African countries. Coun-
tries have already signaled challenges to the MFN
clause, and it runs directly counter to a legal re-
quirement in AGOA that African countries receiv-
ing trade preferences not grant any special trade
access to their markets that could have a “signifi-
cant adverse effect” on trade with the United States.
Taken together, the trade provisions in EPAs signif-
icantly undermine the potential of increasing trade
with non-EU partners and cut against AGOATs at-
tempt to create new trade opportunities between
Sub-Saharan Africa (SSA) and the United States.

IMPLICATIONS FOR REGIONAL TRADE
UNDER EPAS

Although international markets are important
to SSA, the development of regional markets is
perhaps most critical to long-term economic
growth, diversification and food security. A strik-
ing common feature within SSA is the limited
trade among the region’s various countries. Though
the SSA countries have long sought to trade in-
ternationally, their intra-African trade remains

disappointingly low. It is well accepted that for Af-
rican countries to really exploit their productive ca-
pacities and develop competitive economies, they
must trade with each other. Through expanded in-
tra-African trade, nations can exploit regional val-
ue chains and more effectively vertically integrate
production processes. Thus, any trade policy tool
that seeks to promote sustainable economic growth
in Africa must strive to promote intra-Africa trade.

Although there are many reasons for low intrare-
gional trade, EPAs do not build regional markets,
as some have claimed. Aside from EPAS’ political
nature, which has pitted LDCs against more devel-
oped countries in the rush to preserve preferences,
EPAs undermine nascent regional markets. In ad-
dition to the market dynamics discussed above,
the various carve-outs for sensitive products do
not overlap among regions, further complicating
already-fragmented nascent regional markets.?
EPAs also limit opportunities for cumulation,
making value-added production across borders
and regions difficult.*

Regional integration is very important for prod-
uct diversification and in enabling smaller Afri-
can producers to realize economies of scale. Co-
operation with neighbors is especially vital for
landlocked economies with limited access to ports
and markets. To the extent that EPAs undermine
regional expansion of trade, they are not suited to
support the sustainable economic growth of the
African countries.

THE WAY FORWARD: AGOA AND EPAs

U.S. and European trade policies vis-a-vis SSA are
unlikely to have much impact unless they comple-
ment African initiatives to build regional markets.
Although the implications of the different trade
policy models require significant further analy-
sis, some immediate suggestions are as follows:
overhaul policies to better support regional integra-
tion and diversification; expand market access to
include products of importance to SSA, including
all agricultural products; make rules of origin more
transparent and predictable across SSA; coordinate



the processes for sanitary and phytosanitary (SPS)
procedures across the Atlantic; and treat trade ca-
pacity building and focused development assistance
as a necessary compliment to trade policies.

The Africans have put forward a model for re-
gional integration that merits greater support from
trading partners and donors. This comprehensive
regional framework, the Development Corridors
movement, started with Nelson Mandela’s vision
when he was president of South Africa and is now
widely recognized by African institutions, includ-
ing the African Union’s New Partnership for Afri-
can Development. Through the Development Cor-
ridors spatial development strategy, which builds
on trunk infrastructure to connect more remote
and rural areas to markets, regional trade has the
potential to increase by as much as $250 billion
during the next 15 years if the corridors are prop-
erly supported.®

The developed country trading partners’ policies
toward SSA will work best if these partners grant
meaningful market access across sectors and to
both more and less developed countries in the
region alike. For the United States, this would in-
clude opening the U.S. market to key agricultural
imports from Africa, like sugar and peanuts, that
are currently subject to restrictive tariff rate quo-
tas. For Europe, this would mean reshaping EPAs,
including elimination of the MFN clause, which
limits the ability of SSA to expand trade regionally
and with partners other than Europe.

With respect to both the United States and Europe,
rules of origin should be as simple as possible, and
cumulation needs to be possible SSA-wide. Cumu-
lation is currently uncertain under EPAs, because
many countries have not concluded agreements,
yet open cumulation is critical for realizing future
opportunities. For trade in agriculture, SPS rules
and procedures also need to be as transparent and
predictable as possible. Although the United States
and Europe have different food safety priorities,
U.S. and European SPS procedures and processes

could be better coordinated and streamlined. Given
that approximately 80 percent of SSAs population
depends on farming for their livelihoods, improv-
ing the process to help agricultural producers meet
standards would help diversify trade under AGOA
beyond apparel to expand opportunities in agri-
culture as well.®

To address the needs of both agricultural and
nonagricultural entrepreneurs, development as-
sistance, including trade capacity building, needs
to be systematically and strategically coordinated
with European and U.S. trade policies toward Afri-
ca. America’s efforts to build capacity and markets
in SSA have, thus far, lacked a regional focus and
have not been sufficiently linked to specific busi-
ness needs. European efforts could also be stepped
up, and once again, regional integration should be
a central goal. Trade capacity-building assistance
initiatives should also be coordinated with African
governments, and particularly with businesses, to
help target needs and make policies as predictable
and useful as possible.

Finally, we offer a word of caution as the future of
AGOA is contemplated. When reviewing AGOA,
the United States should avoid adopting the EPA
model, which has provoked such a strong nega-
tive reaction among the Africans and which deters
regional integration, diverts trade and fails to en-
gender what Africa needs most—sustainable eco-
nomic diversification; the promotion of new op-
portunities for value-added production, especially
in agriculture; and the development of regional
markets. EPAs in their current form are not a good
framework for linking trade with economic devel-
opment. Instead, to build regional markets, it will
be better for all concerned to focus more on the
Development Corridors that stem from the SSA
nations themselves. The United States should also
take a careful look at the implications of EPAs and
press for change from the EU, and, at the same time,
avoid repeating the same mistakes as policymakers
look to the future of trade with Sub-Saharan Africa.
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ne of the main objectives of AGOA was

to promote export-led economic devel-

opment in Sub-Saharan Africa (SSA).

Prior evidence shows that an expansion
of trade with other countries is associated with
not only economic growth but also a reduction in
poverty and overall increase in living standards.
Good examples of countries that have experienced
rapid economic development driven by trade in-
clude Brazil, China, India, South Africa, and the
Southeast Asian “Tigers” AGOA has made trade
between the U.S. and SSA attractive by increasing
the duty-free coverage of products. However, trade
preferences can only lead to increased export pro-
duction if beneficiary countries and their respec-
tive firms are prepared.

Less-developed countries are not taking full ad-
vantage of trade preferences. Most of the AGOA-
eligible nonoil firms are small and medium-sized
enterprises. These SMEs, such as those in the ap-
parel sector, remain inefficient and constrained in
their productive capacities due to a lack of skills,
capacity and other resources. Citing the Asian ex-
ample from Kawai and Wignaraja, SMEs tend to
have less knowledge regarding free trade agree-
ments, and thus less preference usage.! Therefore,
trade assistance targeted to SME industries can
help AGOA stimulate more local and diversified
production. More multiplier and spillover effects
to economic development come from production
by SMEs than oil and unprocessed agricultural
commodities, whereas the diversification of trade

buffers fragile SSA economies from shocks. Thus,
responding to the specific needs of SMEs could en-
hance AGOA’s impact on development. Bringing
more SMEs into production requires increasing
knowledge about trade preferences, streamlining
the export process with regard to phytosanitary
procedures, bolstering trade financing and identi-
tying regional and firm-specific needs for techni-
cal assistance.

AGOA, however, is not designed to address trade
constraints; nor is it a technical assistance pro-
gram. From AGOA I (2001) to AGOA IV (2006),
the legislation has not outlined a framework for
trade assistance. Instead, it makes suggestions to
other U.S. entities to develop initiatives that create
an environment receptive to trade and investment.
An effort should be made to make AGOA com-
prehensive regarding trade assistance as a comple-
ment to trade liberalization, not a substitute. An
improved AGOA framework should focus on the
following trade assistance issues the identification
of firm specific technical needs, consultation with
African nations, allocation of trade assistance to
demand, and integration of regional trade hubs
with regional economic communities.

FocusING IN ON FIRM-SPECIFIC ISSUES

Aid for trade, also referred to as trade capacity
building (TCB) by the U.S. Agency for Interna-
tional Development (USAID), is donor assistance
that provides financing and technical assistance to



improve trade, without which many developing
countries cannot successfully trade with the de-
veloped world. TCB includes a breadth of activi-
ties that are lacking in most developing countries,
particularly AGOA-eligible ones—to name a few:
physical infrastructure development, trade facili-
tation, governance transparency and interagency
coordination, financial sector development and
assistance in understanding World Trade Organi-
zation agreements. The diffuse scope of TCB ac-
tivities prevents the allocation of trade assistance
to be utilized in depth on issues specific to regions
or firms looking to enter U.S. markets. To better
express regional and firm-specific needs, SSA gov-
ernments should actively establish priorities for
trade assistance that are in line with their goals for
development and constraint issues.

MOVING TRADE ASSISTANCE CLOSER TO
THE GROUND

AGOA formulates trade assistance initiatives ex
ante to consultation with recipients; the Paris Dec-
laration on aid effectiveness suggests a departure
from this top-down aid approach. Trade assistance
with better linkages to African priorities and the
AGOA policy itself enhances the ability of AGOA
to promote long-lasting trade with SSA countries.
Trade policy models from Japan, Europe and Chi-
na can provide “do’s and don'ts” to coordinating
trade preferences with assistance. The Japanese,
through the Tokyo International Conference on
African Development, offer good examples of us-
ing ex post requests of aid monies after co-formu-
lation between African and Japanese firms and
governments. USAID’s best practices report for re-
gional trade hubs also suggests co-formulation to
improve trade assistance programs. Additionally,
the coordination of U.S. policies with other donor
countries is necessary to avoid negative global im-
plications.

MATCHING TRADE ASSISTANCE
ALLOCATIONS TO DEMAND FOR AID

According to USAID, US. trade assistance dis-
tributed to all global regions through the Millen-

nium Challenge Corporation, USAID and other
government agencies totaled $2.2 and $1.8 billion
in 2008 and 2009, respectively.” Infrastructure de-
mands in SSA alone exceed the amount of U.S.
trade assistance. The World Bank’s Africa Infra-
structure Country Diagnostic Report estimates
that the SSA region requires a 10-year annual in-
vestment of $12.7 billion ($7 billion under a more
pragmatic strategy) to build infrastructure capac-
ity.> Trade assistance should be carefully matched
to demand from African countries and firms. The
Africa Global Competitiveness Initiative (AGCI)
was slotted to run from 2006 to 2009, yet AGOA
trade preferences last until 2015. The extension of
AGCI and other trade assistance initiatives should
be discussed at the Lusaka AGOA summit. Fur-
thermore, AGOA legislation should make trade
assistance predictable to avoid shocking emerging
industries and thus defeating the original goal of
economic development.

STRENGTHENING REGIONAL TRADE HUBS

One way in which USAID is making ideal use of
trade assistance funds is through ACGI via the
USAID regional trade hubs. The hubs in Botswa-
na, Ghana, Kenya and Senegal serve as a forum for
African governments, civil society and the private
sector firms to request information and techni-
cal assistance. The experience of Minata Kone, a
female Burkinabe entrepreneur, is an example of
how the trade hubs work. In 2005, Kone was trying
to break into the processed cashew market when
she approached the West African trade hub. Her
goal was to obtain technical assistance in order to
reach export quality standards and purchase the
correct equipment; her operation now creates 330
jobs, mostly for women.*

To scale up and extend these kinds of trade hub
successes, U.S. and African governments should
consider deeper joint coordination of trade hubs
with the regional economic communities (RECs),
which are African-led entities responsible for eco-
nomic integration across African borders. Com-
bining USAID trade hubs with these RECs would
make trade assistance more efficient and longer



lasting. The RECs have deeper insight as to the
specific supply constraints that firms in their re-
spective regions face and can continue the trade
hub concept after TCB funding is phased out.

In conclusion, future AGOA legislation should
ideally provide a framework for trade assistance.
Explicitly, the duration of AGOA trade assistance
efforts needs to coincide with AGOA trade prefer-
ences. AGOA should take a comprehensive stance
toward export-led growth, ensuring that con-
straints to increased trade are dealt with in coor-
dination with African priorities for development.
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enya was among the first Sub-Saharan

Africa countries to qualify for prefer-

ences under the Africa Growth and Op-

portunity Act. Undoubtedly, AGOA has
played a positive role in Kenya’s economic devel-
opment. Apart from significantly increasing the
country’s exports, it has directly created more than
20,000 new jobs. Nonetheless, Kenya has not fully
exploited the opportunities presented by the leg-
islation. This paper reflects on Kenya’s experience
under AGOA thus far, examines the opportunities
and challenges the legislation presents, and makes
a number of recommendations for both Kenyan
and U.S. policymakers to improve AGOA.

KENYA’S EXPERIENCE

Kenya’s bilateral trade with the United States in-
creased fivefold between 2000 and 2010, from
$163 million to $875 million. During this period,
Kenya’s exports to the U.S. expanded from a pal-
try $36 million to $284 million, with the highest
growth from 2003 to 2005. More than 90 percent
of the exports from Kenya to the U.S. have ben-
efited from AGOA and the Generalized System of
Preferences.

The bulk of Kenya’s exports under AGOA are in
the textile and apparel sector, comprising more
than 94 percent of total exports in 2009. Among
AGOA-eligible countries, Kenya is the second-
largest exporter of these products to the U.S., and
it has a market share of 23.2 percent. The sector

has also been prominent in the economic life of
Kenya’s export-processing zones (EPZs). Although
the sector constitutes only 25 percent of the en-
terprises located in the EPZs, it generates more
than 90 percent of Kenya’s apparel exports under
AGOA and contributes 85 percent of the jobs cre-
ated in the zones.

The declining trend of exports under AGOA in
Kenya is replicated in other African AGOA ben-
eficiary countries and has been mainly attributed
to the end of the Multi Fibre Arrangement (MFA).
Under the MFA, the U.S. and Europe restricted
the volume of garment and textile imports from
developing countries. As a result, AGOA gave a
significant advantage to countries in Sub-Saharan
Africa. With the expiration of the MFA, African
exports have come under increasing pressure, and
the region’s share of U.S. textile imports fell by 21.9
percent and 18.9 percent in 2007 and 2008, respec-
tively. Meanwhile, during the same period, Asia’s
share of these exports increased.

OPPORTUNITIES AND CHALLENGES

Although AGOA has given its beneficiary coun-
tries unprecedented access to the U.S. market, the
opportunities presented by the legislation have not
been utilized to their fullest potential, and likewise
the challenges it poses have not been overcome.
These opportunities and challenges include the
development of value chains, diversification, high
transportation costs to the U.S. market, the persis-



tence of nontariff barriers, the high cost of doing
business, uncertainty about the future of AGOA,
limited credit facilities, and the potential erosion
of preferences. It is useful to outline each one.

The development of value chains. AGOA and exist-
ing regional integration structures (i.e., the East
African Community and the Common Market for
Eastern and Southern Africa) present the opportu-
nity for the development of regional value chains
of many products, including textiles and clothing.
This is because AGOAs rules of origin allow a ben-
eficiary country to source raw materials and inputs
from other beneficiary countries. Production shar-
ing among members of existing regional trading
agreements provides opportunities for supporting
both regional investments in trade as well supply
to the U.S. market.

Although the textile rules of origin were ostensi-
bly put in place to encourage vertical integration
of the textile and clothing industry in Africa, little
of this has taken place. For instance, while Kenya’s
textile firms have successfully used AGOA export
window, this growth sharply contrasts with per-
formance at lower levels of the value chain, where
cotton production is barely 10 percent of demand.
Further, there is limited or low regional trade in
intermediate goods and components; hence, more
than 90 percent of textile export products use non-
originating raw materials.

Diversification. AGOA has also had a limited im-
pact on Kenya’s agricultural sector. Nonetheless,
the share of its products under AGOA increased
from 1.4 percent in 2007 to 4.6 percent in 2009. Yet
the sector has immense potential to reduce pover-
ty and create jobs in both Kenya and on the whole
continent. Increased agricultural exports under
AGOA could help to diversify Kenya’s exports and
boost production capacity in the sector.

High transportation costs to the U.S. market. The
long physical distance between Kenya and the
U.S. translates into high transportation costs and
thus weak price competitiveness of products in the
U.S. market. This problem is compounded by the

absence of direct air freight services and limita-
tions associated with sea transportation. The cost
of air freight is high, while sea freight takes about
28 to 30 days to ship goods from Mombassa to the
U.S. This time period is long, especially for perish-
able products.

The persistence of nontariff barriers. Under AGOA,
the product approval process is long and cum-
bersome. Moreover, AGOA health and safety
standards are very strict. Often, AGOA-eligible
countries do not have mechanisms to adequately
address these issues.

The high cost of doing business. A number of factors
contribute to the high cost of doing business: poor
physical infrastructure; high electricity tariffs; and
expensive inputs like imported fertilizers, machin-
ery and packaging materials, which are not readily
available locally.

Uncertainty about the future of AGOA. Uncertainty
regarding the future of AGOA—it is set to expire
in 2015—makes it difficult to guarantee a secure
market for trade and investment. Along the same
lines, the potential removal of a country from its
AGOA-beneficiary status can be a significant dis-
incentive for a company considering moving its
operations to Africa. Uncertainty about the exten-
sion of the Third-Country Fabric Provision, set to
expire in 2012, presents a challenge for investors
in Kenya.

Limited credit facilities. The lack of adequate export
credit facilities for micro, small and medium-sized
enterprises hinders these businesses from exploit-
ing AGOA opportunities. Indeed, these enterpris-
es require funds to cope with domestic supply or
production constraints, to meet the cost of export-
ing to the U.S. and to conform to U.S. market re-
quirements.

The potential erosion of preferences. There have
been proposals for the U.S. to extend the trade
benefits currently available to AGOA-beneficiary
countries to developing countries outside Africa.
This would erode the preference margins that



Kenya and many other African countries currently
enjoy. Many of the countries that would receive
these benefits, such as Bangladesh and Cambodia,
have significantly higher levels of trade with the
U.S. than do the majority of Sub-Saharan African
countries.

PoLicY RECOMMENDATIONS FOR THE
KENYAN GOVERNMENT

To enable Kenya to better take advantage of AGOA,
while meeting the challenges and seizing the par-
ticular opportunities described above, we offer the
following policy recommendations for the Kenyan
government:

Negotiate a bilateral agreement for air freight trans-
portation. Direct flights into the U.S. from Kenya
would significantly reduce the transportation
costs faced by exporters. The Kenyan government
should work with the private sector to create the
appropriate environment to encourage couriers to
operate this route. This may also require offering
incentives for air freight couriers to establish the
route. Direct air freight routes between Kenya and
Europe have helped to increase the volume of per-
ishable goods exported from Kenya.

Identification and prioritization of export products.
Kenya should consider setting up a task force to
identify products for which the country has a com-
parative advantage in producing and to diversify
its export base. South Africa has diversified its ex-
ports to include agricultural products, chemicals,
minerals, machineries and energy-related prod-
ucts; Kenya may be able to learn from its experi-
ence. Targeted incentives could be considered to
nudge exporters toward producing new products.

Enhancing competitiveness. A number of measures
should be implemented to reduce transaction
costs and increase productivity. Among the key is-
sues are infrastructure development, better trans-
portation systems, trade facilitation and worker
training. Additionally, exporters require capacity
building in the areas of market research, product
development and supply chain management. U.S.

development assistance should target these and
similar constraints.

Building domestic and regional supply chains. Mea-
sures such as conditional incentives for export-
ers that procure raw materials and intermediate
inputs from beneficiary countries in key regional
economic communities should be considered. As a
regional and continental leader, Kenya should ag-
gressively pursue the growth of intraregional and
intra-continental trade and the development of re-
gional supply chains, as platforms for strengthen-
ing international export competitiveness.

Addressing AGOA’s uncertainty. Kenya and other
African governments should negotiate with the
U.S. to make AGOA more long term, predictable
and transparent. These outcomes are important
for encouraging strategic and sustainable planning
and investment.

PorLicYy RECOMMENDATIONS FOR THE U.S.
GOVERNMENT

To enable the United States to better implement
and administer AGOA vis-a-vis Kenya, we offer
the following policy recommendations for the U.S.
government:

Extend the third-party fabric arrangement and
simplify product eligibility requirements. The U.S.
should simplify existing rules of origin and extend
the third-party fabric requirement. Suspension of
this rule could adversely affect the production and
exportation of textiles and apparel.

There is a need to further simplify existing rules of
origin and extend the third-party fabric require-
ment, taking into account the fact that the envis-
aged vertical integration of the cotton value chain
has not taken root in Kenya. Suspension of the
rule could adversely affect the production and ex-
porting of textiles and apparel because exporters
would relocate to other more competitive coun-
tries and regions. Furthermore, enforcement of
stringent standard requirements—including resi-
due levels of pesticides, sanitary and phytosanitary



standards, traceability, social accountability and
environmental safety—discourage export diversi-
fication into other sectors, such as agroprocessing,
where Kenya has a competitive advantage. This
issue could be revisited to ease any requirements
that do not threaten health and safety standards.

Development assistance. U.S. development assis-
tance should target AGOA-related constraints, in-
cluding infrastructure development, trade logistics
and value chain development in order to promote
production capacities, diversification and greater
program utilization. In particular, the U.S. could
provide technical assistance to strengthen and de-
velop domestic and regional supply chains.

Maintenance of preference margins. The envisaged
extension of preferences to non-AGOA beneficia-
ries would seriously undermine the gains already
made by Kenya, especially in the textile and ap-
parel sector. The U.S. should consider improving
country-level support to ensure that such local in-
dustries are not adversely affected. Moreover, the
rationale behind the initial limitation of AGOA to
eligible African countries should not be forgotten
as the program is being extended to other benefi-
ciaries. Thus, giving extra preferences or support to
the original targeted countries could be explored.
Addressing uncertainties. The benefits the Kenya
has received under AGOA should be enhanced
and sustained with a longer-term view. Depend-
ing on the industry, it can take years for a business
to recoup its initial investment and start to make
a profit. Therefore, it is important for AGOA to
maintain a longer time frame that will allow in-
vestors to invest in Africa and begin to reap gains
from those investments.

* Kenya Institute for Public Policy Research & Analysis
(KIPPRA-Kenya)



hana has enjoyed access to the U.S.

market under the African Growth and

Opportunity Act since its inception in

2000. AGOA presents a significant op-
portunity for Ghana to increase its manufacturing
capacity and diversify its exports. However, after
11 years, it has become apparent that despite early
success, Ghana has not been able to exploit the
trading opportunities afforded by AGOA. Ghana’s
exports to the U.S. increased from $116 million
in 2002 to $222 million by 2008.' The majority of
the country’s exports to the U.S. are raw materials,
with cocoa, wood and ores being among the top
export products. A lack of supply capacity, lack of
financial resources and AGOA’s ad hoc implemen-
tation has led to its underutilization.

AGOA OPPORTUNITIES: FREE ACCESS TO
U.S. MARKETS

In the last two decades, Ghana has recorded growth
of about 4.6 percent, and much of this growth has
been driven by price increases in the country’s two
key commodity exports, cocoa and gold, as well as
by donor inflows to the country. Over the years,
these sources of growth have suffered sharp varia-
tions such that the economy has oscillated between
crises largely determined by the world prices of co-
coa and gold, and variable and unpredictable do-
nor support. Ghana has therefore been challenged
to find new pillars of growth while protecting and
expanding its current main sources.

The generous preferences offered to African coun-
tries under AGOA were initiated at a crucial time of
stiff global industrial competition and productive
efficiency. The removal of import tariffs and quo-
tas on a large variety of local products presented a
great opportunity for Ghana to expand its exports
to the United States. AGOA had the positive effect
of encouraging the different sectors of the Ghana-
ian economy to collaborate. AGOA was expected
to trigger industrialization as domestic firms ex-
panded and diversified in order to add value to
local products for export. It was also anticipated
that the ensuing industrialization would increase
employment by absorbing surplus labor. To date,
however, these expectations have not been met.

APPROACHES TO IMPLEMENTING AGOA

Upon the enactment of AGOA, the government of
Ghana, under the leadership of the New Patriotic
Party, promptly began to lay groundwork to posi-
tion the country to exploit the benefits extended
by the act. Specific products were identified for
preferential access under_AGOA, and structures
were put in place to enhance private sector export
capacity for the selected products. Public institu-
tional support included the establishment of an
AGOA Secretariat at the Ministry of Trade and In-
dustry and a Ghana AGOA Committee.

The Secretariat provided the main administrative
framework to facilitate AGOA’s implementation



and consisted mainly of temporarily reassigned
Ministry of Trade and Industry personnel. The
Ghana AGOA Committee composed of represen-
tatives from both the government of Ghana and
the private sector. Ghana focused attention on the
textiles/garment industry and obtained export
certification visas in 2002. The AGOA Committee
embarked on study tours to other African coun-
tries to learn lessons from their successful expe-
riences, especially in the textiles/garments indus-
tries, and sought to initiate regional collaborative
partnerships. The activities of the AGOA commit-
tee, among other factors, contributed to increased
textile/garment exports to the U.S. market that
peaked in 2007.

Capacity development and education on AGOA
and its benefits formed an important aspect of the
measures adopted by the state. It embarked on free
intensive training of tailors and seamstresses on
how to sew to U.S. standards. However, there was
no additional capacity to absorb those who had
been trained, nor were there regional linkages that
would have facilitated the absorption of the trained
labor. Eventually, the training centers set up by the
government closed down and currently, only one
in the Light Industrial Area of Accra remains ac-
tive. Nationwide awareness of efforts related to
the creation of employment initiatives based on
AGOA has long stalled. The West African Trade
Hub-Accra is continuing this educational role, but
can only reach exporters able to attend their work-
shops or visit their office or Web site.

The government also established the Presidential
Special Initiatives (PSIs) which were public—pri-
vate partnerships whereby the state mobilized fi-
nancial and technical resources to empower small-
holder private sector businesses and farmers to
increase their production capacity for exporting
purposes. In design and objective, the PSIs had the
potential to help the country attain the diversified
industrialization levels needed to meet U.S. mar-
ket demand. However, the four PSIs, despite their
excellent program designs and potential, are no
longer functioning—mainly because of a lack of
adequate financing.?

CHALLENGES OF MEETING THE DEMANDS
OF A GLOBAL MARKET

The inability of Ghana to benefit significantly from
AGOA can be explained by looking briefly at its
difficulties with respect to three main challenges:
its lack of supply capacity, the result of low indus-
trialization; its lack of financial resources; and its
lack of a national strategy on AGOA.

The Lack of Supply Capacity

A low rate of industrialization and an associated
lack of supply are among the primary reasons why
Ghana was unable to meet the demand of the U.S.
market. Ghanaian firms were not able to make the
necessary adjustments—upgrading equipment,
expansion, retooling production processes—that
were necessary for them to meet the demands of
U.S. market. Many lacked the machinery to add
value or bring output up to acceptable standards for
exporting. With limited cash reserves, firms had to
wait for importers to receive/accept products and
then pay, which resulted in irregular production
and difficulties dealing with contractors and labor
force. Many Ghanaian firms quickly lost contracts
from U.S. businesses. Today, few firms process
products for export to the American market.

The Lack of Financing

One of the main constraints on Ghana vis-a-vis
AGOA has been a relative inability to finance in-
vestments for industrial production. Although the
government established a fund—the Ghana Export
Development and Investment Fund (EDIF)—its ef-
fectiveness has been limited. EDIF was established
in October 2000 to provide financial resources for
the development and promotion of Ghana’s export
trade. EDIF was widely advertised as part of the
national AGOA sensitization process, and would-
be exporters were educated about EDIF and en-
couraged to access either its grant or credit com-
ponents. Though EDIF’s credit component had
the lowest interest rate among commercial banks
rates in Ghana, access of the fund has been very
low. Evidence shows that the modus operandi for



accessing EDIF—through designated commercial
banks in Ghana—had produced a conflict of inter-
est for these banks. Those commercial banks that
were mandated to administer EDIF appeared to
be more interested in selling their own loan pro-
grams to exporters than that of EDIE. Applicants
for EDIF were therefore subjected to strategic ad-
ministrative delay tactics to the point where these
exporters simply gave up in despair. The tempo-
rary nature of AGOA has also been cited as hin-
dering many firms and exporters from taking the
risk to borrow non-EDIF loans because many do
not think that it is possible to both pay back loans
and recoup their initial investment within the time
frame of AGOA.

The Lack of a National Strategic Plan for
Benefiting from AGOA

Ghana has lacked a clear-cut AGOA implemen-
tation strategy to maximize the act’s benefits for
national development. Implementation has been
carried out in an ad hoc manner, with no reference
to national development targets. The transient
government arrangement that has characterized
the institutionalization of AGOA has been due to
the lack of a national strategic plan. The National
Development Planning Commission, which is re-
sponsible for setting national goals, objectives and
targets, has not been up to the task of incorporat-
ing the AGOA program into the national develop-
ment framework. This has been demonstrated by
the lack of coordination between the relevant in-
stitutions involved in the export business.

PoLicY RECOMMENDATIONS

From the backdrop of Ghanas experiences and
challenges under AGOA, the following policy rec-
ommendations are advanced to both the Ghanaian
and U.S. governments.

Policy Prescriptions for the Government of
Ghana

These policy prescriptions for the government of
Ghana follow from the problems identified above:

B Develop a national implementation
strategy for AGOA that establishes tar-
gets for national development.

B [nvest in intensive industrialization
with revenues from Ghana’s oil produc-
tion and exporting. The country’s newly
discovered oil resources should be uti-
lized to diversify and increase manufac-
turing capacity in other sectors of the
economy.

B Review existing arrangements for EDIE.
Its inaccessibility could be eliminated by
establishing a separate Bank for Export
Development, which could be decen-
tralized by setting up regional branches.

B Continue to collaborate with other
countries to intensify regional integra-
tion in order to protect and increase Af-
rica’s shared trade interests.

Policy Proposals for the U.S. Government

Proposals for the U.S. government also follow
from the identified problems:

B Readdress the temporary nature of
AGOA. A longer time horizon would
give governments the incentive to inte-
grate AGOA into their national devel-
opment planning.

B Improve the communication of new
U.S. customs laws and do more training
of US. customs officers on AGOA to
eliminate the hindrances faced by Afri-
can exporters at U.S. ports.

B Create more intermediary and technical
supports—more trade hub offices.

B AGOAs bias toward energy-related
products should be addressed by ad-
justing it to require a certain a percent-
age of agricultural products. This will



encourage the development of a more
systematic industrialization strategy for
Ghana and other nations, and AGOA
thus could begin to play the important
role of generating and strengthening
productive interactions between ag-
riculture (the foundation of Ghana’s
economy) and the rest of the economy.

ENDNOTES

* Institute of Statistical, Social and Economic Research (ISS-
ER-Ghana)

! Foreign Trade Division, U.S. Census Bureau, “Trade in
Goods with Ghana,” 2011.

2 Elizabeth A. Asante, “Evaluative Research on the PSIs,” In-
stitute of Statistical, Social, and Economic Research, Univer-
sity of Ghana, 2010.



As the sunset phase of the African Growth and Op-
portunity Act approaches, the fashioning of future
economic arrangements between the U.S. and Sub-
Saharan Africa (SSA) can gain substantially from
an approach that seeks to take stock of the gains
made under AGOA. The U.S. Congress should ad-
dress identified weaknesses in the architecture and
implementation of the legislation in order to meet
the challenges of the new epoch we have entered
internationally. This may be a uniquely convenient
time to construct a new pact that will shape and
galvanize the joint efforts and mutual benefit of the
peoples of the U.S. and SSA.

THE LIMITS OF A PREFERENTIAL TRADE
ARRANGEMENT

The initial assumption behind AGOA was that
preferential market access would spur greater
export of goods eligible that SSA countries were
already producing. This may have held true for
oil and gas producers in Nigeria and Angola,
and automobile manufacturers in South Africa.
Oil, gas and automobiles from these three coun-
tries account for more than 90 percent of the SSA
countries’ total exports to the U.S." For virtually
all other countries, however, AGOA’s failure to
spur increased exports underlines the challenge of
making unilateral market access a tool for Africa’s
sustainable development.

Some of the heretofore unmet challenges for un-
locking Africa’s export potential can be addressed

by making adjustments to AGOA. These improve-
ments were very much part of the AGOA reform
and extension agenda promoted in 2005, and are
reemerging in the debate about extending AGOA
beyond 2015. These suggestions include:

B Having a longer time horizon to ensure that
investors can recoup their investments be-
fore the preferences are lifted and to allow
for longer-term investor confidence.

B Expanding the list of tradable products
to include sugar, tobacco, beef and dairy
products, where some SSA countries are
competitive producers.

B Creating a longer and more predictable
time frame for the use of third-country fab-
rics for apparel manufacturers.

B Simplifying compliance requirements; as-
sisting the meeting of standards, including
the SPS requirements, for market access;
and accrediting regional certification agen-
cies for compliance.

B Fashioning a basket of incentives for en-
hanced flows of foreign direct investment
to SSA for AGOA-related investments.

B These measures are necessary to consoli-
date the gains made thus far under AGOA.
Yet many of SSAs challenges cannot be



remedied by a law designed primarily to of-
fer a time-bound preferential market access
for a limited basket of products. The drift
toward greater global liberalization, with
its attendant leveling of the playing field,
calls for more innovations to strengthen
the weak players in international trade. The
story of African textile and apparel exports
is a good example.

The textile and apparel sector witnessed the most
spectacular growth in the early years of AGOA.
Starting from $355 million in 2001, the sector
topped off at $1.6 billion in exports in 2004, cre-
ating 300,000 direct jobs in SSA and many more
indirect opportunities up the supply chain.* The
expiration in 2005 of the waiver granted under the
Multi Fibre Arrangement rudely interrupted this
momentum, and exports had plummeted to $900
million by 2009. Scores of Chinese “container fac-
tories” shipped out of Africa and set up in Bangla-
desh, Cambodia and Vietnam, taking with them
more than 100,000 jobs.?

The sector has recorded some recovery since then,
with a 13.9 percent growth in volume between Jan-
uary 2010 and January 2011. Additionally, some
countries had significant increases; for example,
Kenya and South Africa showed jumps of 83.8
percent and 186.68 percent, respectively, in sales
for January 2011.* However, the future is clouded
in uncertainty. On the horizon are the expected
expiration of the waiver on third-country fabrics
in 2012 and the possibility of an AGOA-like trade
preference grant for the Bangladesh and Cambo-
dia apparel sectors. These combined measures will
wipe out the remnants of Africa’s third-most-suc-
cessful export sector.

Understanding the conditions that make sustain-
able investment in the textile industry more attrac-
tive is important for unlocking the potential of this
sector. Creating a predictable time frame, securing
preferences from erosion and dealing with supply
side constraints remain daunting tasks if the origi-
nal promise of this sector will be realized beyond
2015.

Agriculture remains the key sector for address-
ing poverty in Africa. In spite of the doubling of
the number of agricultural products exported into
the U.S. market, Africa’s share of U.S. agricultural
imports has declined to 1 percent.’ Unlocking the
benefits of AGOA for the agricultural sector may
require solving supply side challenges, more than
focusing on market access.

Nonetheless, debate on critical areas, such as the
role of U.S. domestic subsidies to cotton farm-
ers that have effectively locked out West African
producers, remains pertinent to any discussion on
African trade. Including dairy products, tobacco,
peanuts and sugar, which are currently excluded
by tariff rate quotas, would double SSA agricul-
tural exports under AGOA.

Overwhelmingly, the constraints on enhanced
SSA exports to the U.S. are located on the supply
side. Archaic customs procedures, erratic and un-
coordinated transportation regulations, red tape
in cross-border movement and other trade logis-
tics nightmares demand solutions that go beyond
the scope of AGOA original framework. Consider
that the margin of preference given to SSA under
AGOA is 7.7 percent, and transportation logistics
add up to 40 percent of the export cost of Afri-
can merchandise.® The AGOA advantage is totally
wiped out by transportation costs in the face of
other exporters that pay up to 30 percent more
duty to enter the U.S. market.

Access to low-cost credit and efficient financial
sector operations to unlock the potential of small
and medium-sized enterprises in SSA remains a
key area of intervention for realizing the promise
of AGOA. Similarly, unstable macroeconomic and
governance conditions adversely affect the cost of
doing business with many of the SSA countries.

EFFORTS AIMED AT DEALING WITH
EXTRANEOUS CHALLENGES

The evolution of AGOA during the past decade
has been accompanied by measures to mitigate
these sets of challenges. Governance consider-



ations in the eligibility criteria have to some extent
contributed to disciplining corrupt and dictatorial
regimes. However, entry point eligibility criteria
remain without a system to monitor, enforce and
sustain improvements in governance. Sanctions
for declining governance standards in countries
like Guinea, Madagascar and Niger have come be-
latedly after a total collapse in democratic gover-
nance.

The Millennium Challenge Corporation (MCC)
has signed agreements with a number of countries
whose governments have demonstrated improved
attention to the concerns and aspirations of their
people. This has substantially reinforced the pur-
suit of good governance. However, the impact of
this initiative on enhancing AGOA-related chal-
lenges remains modest and difficult to measure
because there is little coherence between the MCC
and AGOA initiatives.

The African Global Competitiveness Initiative
(AGCI), which is managed by USAID, has target-
ed trade-related infrastructure and capacity chal-
lenges in some landlocked countries with encour-
aging results. Although its operations have been
restricted by the country-specific nature of the
program, it points to and validates the critical role
that addressing supply side constraints will play in
building on the gains of AGOA.

THE CHALLENGES GOING FORWARD

The key policy challenge before the U.S. govern-
ment and its SSA partners is how to design a pact
that nurtures the gains realized to date under
AGOA but also goes beyond trade provisions to
address the overarching impediments to Africa’s
development. For such a pact to evolve, the process
of creating it is as important as the final product.
The voices of experience from a decade of AGOA
can inform the policy dialogue on what worked
and why. Areas of success must be protected from
an increasingly hostile international environment.
Although AGOA remains an American law, a

unilateral grant of market access, its successor will
require a process of dialogue whereby goals are
agreed to and the road map to attain them is af-
firmed between the parties to the agreement. A
starting point may be the establishment of a task
force by the U.S. government and its SSA partners
involving top-level policymakers and enterprise
and thought leaders from both the SSA nations
and the U.S.

A fundamental consideration in any new pact is
that it must focus the role of regional economic
communities (RECs) in disciplining trade rules,
reducing trade costs and prioritizing components
of aid for trade. Experience shows that deeper re-
gional integration is associated with a moderniza-
tion of customs procedures, more simplified cross-
border movement of commerce, greater adherence
to standards and regulations, and generally a re-
duction in the cost of trade logistics.

Beyond reducing trading costs, RECs are emerg-
ing as a major force in the expansion of African
production zones and enhanced investment areas.
This presents a platform for dealing with fragmen-
tation in SSA and expanding intra-Africa trade.

A new pact will require mechanisms that can sus-
tain adherence to governance commitments and
be enforced by peer pressure within the region.
Building on the African Peer Review Mechanism
of the New Partnership for Africa’s Development
would be a good starting point for this.

Although the U.S. has complemented AGOA with
financing facilities like the MCC and the AGCI, a
new platform should consider more coherence be-
tween these funds and the agreed-on goals of the
partnership. If trade and economic partnerships
are expected to gradually replace aid as the tool
for addressing SSAs poverty, then development
assistance may need to be made more consistent
with the goals of strengthening private enterprise
to build the economic infrastructure that SSA so
strongly needs.
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