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Abstract

Negotiations between SACU and the US, to conclude a free trade agreement,
have been stalled owing to substantive differences between the two sides on a
broad range of issues. This report examines the goods market access dimension
from the standpoint of additional market access that SACU could gain through
locking in and extending AGOA preferences. It concludes that, whilst there are
potential advantages to extending market access via the FTA, these are small in
scope and that the main areas of benefit lie outside tariff negotiations, in rules
of origin and US administration of trade remedies.
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INTRODUCTION AND SUMMARY

Nnzeni Netshitomboni, IDC
Christopher Stevens and Jane Kennan, IDS*

Objective of the paper

The free trade area (FTA) negotiations between the Southern African
Customs Union (SACU) and the United States of America (USA) are
expected to confirm and extend the benefits of the African Growth and
Opportunity Act (AGOA). But what are these benefits — and where do
they need to be extended? This paper provides trade negotiators and other
interested parties with an indication of where specific SACU interests lie
in the area of market access for goods. It does this through an analysis of
trends in US imports from SACU.

At this stage of the negotiations, where attempts to revive them are well
underway;, a study of this nature is necessary to contribute to what could
be a fruitful debate. The wisdom of engaging in bilateral trade negotiations
has been questioned in some quarters.? More recently, parliamentarians
have complained to the Department of Trade and Industry about the
apparent lack of research to assess the impact of free trade agreements on
the South African economy and its neighbours. Unlike trade negotiations
with the European Union (EU), where South Africa negotiated alone, the
current negotiations involve SACU as a group, following the ratification of
the SACU agreement.

Areas not covered

This paper analyses only one aspect of trade with the USA. The FTA,
of course, will provide a legal certainty absent from AGOA (however
unlikely the prospect of its abrupt withdrawal by the USA) and go beyond
market access for goods. It will include services, labour environment and
trade facilitation, among others. Clearly, there are South African interests,
which may be advanced during the negotiations, in all of these areas.
Although this study is confined to goods trade, it is an important area of
the talks. SACU’s ‘offensive interests’ lie chiefly in this area, which includes
agricultural products. Hence, by identifying the key areas where the FTA
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must improve upon the status quo in order to advance South African
interests, the paper aims to assist the negotiators” agenda setting.

Main findings

In the area of goods trade, SACU needs an FTA if it will provide a greater
stimulus to trade than is currently the case under AGOA (which has been
extended to 2015). This means, in turn, that it both removes any market
access barriers that remain under AGOA and also that SACU has the
capacity to increase its supply. This paper assesses the evidence on both
counts and points to areas where further information must be collected.’ It
builds upon previous studies but puts stronger emphasis on the regional
dimension.*

There is scope for extending the range of products that receive duty-free
access —butitis not great. In many cases what is needed is more favourable
treatment in areas other than tariffs. The most valuable SACU export not
covered by either AGOA or the Generalised System of Preferences (GSP)
is iron and steel goods. The most-favoured nation (MFN) tariff is low, but
exports have been hindered by the threat or application of anti-dumping
duties. If an FTA included restraints on the use of such measures, it would
represent an advance over the status quo.

For textiles articles excluded from AGOA, the main constraint for South
Africa is the rules of origin — as it is for clothing, which is covered. If an
FTA relaxed the rules of origin for South Africa, it would represent a major
advance, subject to the country remaining a competitive supplier in the
post-Multifibre Arrangement (MFA) era.

The products for which an extension of duty-free access would be most
valuable are peaches, manganese, wool and animal hair. These items face
significant MEN tariffs and are currently excluded from both AGOA and
the GSP (other than the GSP for least developed countries in the case of
the first two).

Another area in which an FTA might represent an improvement on
the status quo is in relation to utilisation rates. The reasons for a failure to
claim preference are unclear. A part of the reason is that some exports do
not meet the AGOA rules of origin, but this is not the whole explanation.
Further research is needed to identify the full range of causes and
determine whether or not they are amenable to a solution within the
context of the FTA.



SAIIA Trade Report No.9 3

US Imports from SACU

By country and programme

SACU exports to the USA have been growing rapidly, but the link to
AGOA is unclear from the aggregate data: the big surges have occurred
just before AGOA was inaugurated and in 2004, well after its launch (Table
1). The 2004 surge in AGOA exports appears to have reflected a buoyant
overall trade picture rather than the attractions of the scheme itself, as its
share of total SACU exports fell by 5%. One of the reasons for this is that
a high proportion of SACU exports do not receive any preference but
face MEN tariff rates of zero. More than 59% of 2004 exports fall into this
category (Table 2).

Table 1. US imports from SACU by programme and country, 1999-2004

1999 2000 2001 2002 2003 2004
Total value 3.39 4.48 4.77 4.76 5.58 6.90
($bn)
Growth 4.3% 32.2% 6.5% -0.2% 17.3% 23.7%
By programme Share of total
AGOA 11.6% 24.9% 27.5% 22.5%
GSP 13.7% 13.4% 10.8% 11.8% 12.4% 15.0%
By country
SA 94.2% 93.9% 92.8% 89.0% 87.6% 85.8%
Lesotho 3.3% 3.1% 4.6% 6.8% 7.0% 6.8%
Swaziland 1.1% 1.2% 1.4% 2.4% 2.9% 2.9%
Namibia 0.9% 0.9% 0.8% 1.2% 2.2% 3.5%
Botswana 0.5% |0.9% 0.4% 0.6% 0.2% 1.1%

By definition, therefore, the impact of AGOA will be limited at the
aggregate level, but it may have been important for specific countries and
products. And it may be important for the future by widening the range of
exports. Such a micro effect has been evident in the sharp rise in Lesotho’s
exports every year since AGOA was launched. Moreover, the growth,
linked to its clothing trade (see below), has clearly been associated with
export diversification.
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Table 2. Shares of US imports from SACU receiving duty-free access, 2004

Import Programme Value ($ million) Share of total (%)
GSP 1035 15.0
AGOA 1552 225
0% MFN 4 085 59.2
Sub Total 6672 96.7
By product

The high share of zero MEN items receiving no preference in SACU’s
exports to the US stems from a small group of products that account
for about half of the total (Table 3). The group is dominated by minerals,
chiefly platinum group metals and diamonds. All of the products in the
table face zero MFN tariffs, except for clothing and motor vehicles which
are covered by AGOA.

Because clothing and motor vehicles qualify for AGOA, they are the major
export items most likely to have been stimulated since 2000. And, indeed,
the share of automotive products in manufactured exports to the USA has
quadrupled in the four years of AGOA and now constitutes 14% of the
total: from $145 million in 2000 to $582 million in 2004. Yet the causal link
between AGOA and this rapid growth is uncertain because the MFN tariff
is only 2.5% — hardly a trade barrier. The Motor Industry Development
Programme has been instrumental in raising the export performance of
the respective sector.
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Table 3. Top ten US imports from SACU, 2004

HS6 Code | Description Value $m
711011 Platinum 1315
710231 Diamonds, nonindustrial, unworked 566
710239 Diamonds, nonindustrial, worked 255
611020 Sweaters, pullovers, sweatshirts 251
711021 Palladium 213
870323 Passenger motor vehicles cylinder capacity over | 205
1,500 cc but not over 3,000 cc
870324 Passenger motor vehicles with cylinder capacity | 204
over 3,000 cc
711031 Rhodium 166
620342 Men’s or boys’ trousers 151
720230 Ferrosilicon manganese 148
Sub total 3473
Total 6 903

Clothing, though, does benefit significantly from AGOA (if the rules
of origin are met) and exports thereof have grown from 17% to 22% of
total manufactured exports to the USA.® Between 2000 and 2004, clothing
exports rose from $322 million to $875 million. More than half of these
originated from Lesotho, with Swaziland, South Africa and Namibia (in
that order) supplying most of the remainder.

These changes have contributed to a rapid shift in the structure of SACU
exports to the USA (Figure 1). Manufactures grew from 43% to 59% of
exports in four years: an increase from $2.0 billion to $4.1 billion. Exports of
agriculture grew only marginally in absolute terms and so have declined
relatively, despite the inclusion of numerous agricultural products in the
AGOA list. The shift in the composition of exports in manufacturing’s
favour also occurred despite the contraction of iron and steel. Between
2000 and 2003, iron and steel exports fell by 29.2% in absolute terms as a
result of the threat and then the implementation of anti-dumping actions
by the USA. In some cases, South African exporters exercised ‘export
restraint’.” In 2002 a 113% duty was slapped on South African vanadium
exports into the USA*® following preliminary 13.5% countervailing duties
on hot-rolled steel imposed in 2001. Iron and steel exports, however,
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recovered in 2004 but fell short of volumes recorded in 1999 and 2000.

Figure 1. US imports from SACU by sector, 2000 and 2004

Table 4 shows the performance of SACU exports that qualify for AGOA
and previously faced an MFN tariff of 10% or higher. SACU exports under
AGOA (AGOA imports’) are compared to SACU total exports of each
product to the USA (“Total imports’). The ratio of AGOA imports to total
imports (AGOA Share’) provides an indication of the share of total exports
that qualified for duty-free access under AGOA. The annual export growth
rate for 2002, 2003 and 2004 is calculated in the final three columns.
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Of the items in the table, all of which are apparel products with the
exception of manganese, three predominate (typed in bold); all saw high
utilisation rates. Encouraging signs are also reflected in the SACU exports
of products facing high MEN tariffs of 28.2% or above. These products
have registered high rates of growth in 2003 and 2004. This suggests that
AGOA has offered producers of these products a distinct advantage over
many competitors. Moreover, US imports of each of these products from
the world exceeded $420 million, and in the case of sweaters more than $3
billion.

Table 4. US imports from SACU under AGOA, 2004

HS8 Description MFN ad | AGOA Total AGOA Growth | Growth | Growth
valorem | imports | imports | Share 02 03 04
$ million | $ million

61034210 | Men’s or boys’ | 16.1% 18 21 89.1% 6.6% 101.5% | -4.9%
trousers

61034315 | Men’s or boys’ | 28.2% 28 28 98.9% 86.2% 98.3% 59.8%
trousers

61046220 | Women'’s or 14.9% 40 41 96.9% 95.6% 82.8% -3.3%
girls’ trousers

61046320 | Women'’s or 28.2% 26 27 99.5% 30.5% 97.6% 49.8%
girls’ trousers

61051000 | Men’s or boys’ | 19.7% 1 15 73.6% -12.0% | -16.7% -1.7%
shirts

61061000 | Women'’s or 19.7% 21 23 91.5% 114.7% | -31.5% 10.0%
girls’ blouses

61091000 | T-shirts 16.5% 46 47 97.9% 17.2% 45.9% 45.8%

61102020 | Sweaters 16.5% 242 250 96.7% 26.3% 10.5% 22.0%

61103030 | Sweaters, 32.0% 55 56 98.5% 195.0% | 38.3% 27.7%

62034240 | Men’s 16.6% 146 151 97.2% 21.5% 48.7% 12.7%
or boys’
trousers

62046240 | Women’s 16.6% 90 94 95.4% -2.1% 63.3% -19.8%
or girls’
trousers

62046335 | Women'’s or 28.6% 20 21 95.0% 421.7% | 95.0% 35.8%
girls’ trousers

81110047 | Unwrought 14.0% 11 11 100.0% - - 36.4%
manganese

61034210 | Men’s or boys’ | 16.1% 18 21 89.1% 6.6% 101.5% | -4.9%
trousers

Only those items facing an MFN tariff of 10% or higher are included

A minimum of $10 000 000 in total imports is set

Some tariff descriptions have been shortened and simplified in this table
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GSP exports

The focus on AGOA should not lead one to ignore the GSE. Some SACU
exports receive their preferential access to the US market through the
GSP instrument: 15% in 2004. Indeed, in 2004 South Africa’s GSP exports
outstripped its AGOA exports. The products that obtain better treatment
under the GSP are quite diversified (Table 5). Of the items that receive a
significant competitive advantage under the GSP (because the MEN tariff
is 10% or higher), sugar is the biggest (0.9% of total GSP exports); the top
10 products account for 1.5%.

Table 5. US Imports from SACU qualifying for GSP having MFN tariff of 10%

or higher, 2004

HS8 Description MFN Value $000
Ad valorem
20081990 Nuts and seeds 17.9% 168
71039950 Precious or semiprecious | 10.5% 198
stones
71162040 Semiprecious stone 10.5% 432
71171990 Imitation jewellery 11.0% 170
71179090 Imitation jewellery 11.0% 127
72025000 Ferrosilicon chromium 10.0% 720
Specific
08029015 Pecans 17.6¢c/kg 565
08029080 Nuts 1.3c/kg 147
08045080 Guavas 1.5¢c/kg 125
09042020 Paprika 3c/kg 1039
12099180 Vegetable seeds 1.5¢c/kg 241
17011110 Cane sugar 1.46¢/kg 9173
20089940 Mangoes 1.5c/kg 165
22041000 Sparkling wine 19.8c/l 368
22042180 Grape wine 16.9c/l 2897
51031000 Noils of wool 2.6¢/kg 210
96081000 Pens 0.8c ea+5.4% 308
A minimum of $100 000 in exports is set
All those items facing a specific MFN tariff are included
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Improving On AGOA and the GSP

Extending coverage

Increasing preferential exports to the USA requires one (or more) of three
things:

® an increase in supply of the products currently exported under AGOA
or GSP;

® the development of a competitive supply of items covered by AGOA or
GSP that SACU does not currently export; and

® the extension of preferential coverage to include items that SACU does
export, which are not covered by either AGOA or the GSP.

An FTA would contribute directly only to the third of these, though it
might help indirectly with the others (e.g. through increasing investment).
Which current exports, therefore, are excluded from AGOA or GSP?

About 3.3% of total US imports from SACU in 2004 ($231 million) did not
qualify for either AGOA or GSP and faced tariffs that were greater than
zero (see Table 6 for the most important). Just under one-tenth of these
($18.2 million, 0.3% of the total) faced tariffs that were higher than 10%. If
the FTA extends to these goods it will improve product coverage.

The products in Table 6 in bold do qualify for GSP if exported by a
least developed country, which means that Lesotho (which has least
developed country status under the GSP) should be able to export them
under preference. But it does not export any of these products; indeed,
no Lesotho exports to the USA claimed for benefits under the GSP (see
Table 7). Evidently, though, other SACU states do export the items. South
Africa is the sole supplier of all the products with the exception of cotton
yarn and ferrovanadium, which originated from Namibia and Swaziland,
respectively. If the FTA gave all members the same access as is currently
available to Lesotho, it would represent an improvement of the status quo.
Although some of the products face low tariffs, this is not the case for
textiles, peaches and manganese, nor for the items facing specific duties,
such as wool, wool tops and animal hair. All of these are likely to benefit
from inclusion in an FTA, but in the case of textiles this conclusion is
subject to rules of origin being unrestrictive.’



10 Identifying Export Opportunities

Table 6. US Imports from SACU above $100 000 facing tariffs and not

qualifying for AGOA or GSP, 2004

HTS8 Description Tariff Value $000
51121160 | Woven fabrics of combed wool/| 25.0% 206
fine animal hair
51121995 | Woven fabrics of combed wool/| 25.0% 517
fine animal hair
20087020 | Peaches 17.0% 1717
20089290 | Mixtures of fruit or other edible 14.9% 390
parts of plants
54076199 | Woven fabric 14.9% 511
81110049 | Unwrought manganese 14.0% 10 776
54071000 | Woven fabrics 13.6% 607
55121900 | Woven fabrics 13.6% 138
55122900 | Woven fabrics 12.0% 110
55129900 | Woven fabrics 12.0% 439
60053200 | Dyed warp knit fabrics 10.0% 1262
63026000 | Toilet linen and kitchen linen 9.1% 114
54021030 | Single high tenacity yarn of| 8.8% 1692
nylon
54022030 | Single high tenacity yarn of| 8.8% 4751
polyesters
52093900 | Dyed woven fabrics of cotton 8.4% 404
52094900 | Woven fabrics of cotton colours 8.4% 162
52095900 | Printed woven fabrics of cotton 8.4% 119
57023110 | Wilton, velvet and like floor 8.0% 180
coverings
60029080 | Knitted or crocheted fabrics 8.0% 387
65059020 | Headweair, of cotton 7.5% 127
58081070 | Braids in the piece 7.4% 512
63023190 | Bed linen 6.7% 248
63049200 | Furnishing articles 6.3% 103
58063220 | Narrow woven fabrics 6.2% 805
51071060 | Yarn of combed wool 6.0% 694
51072060 | Yarn of combed wool 6.0% 236
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Table 6. US Imports from SACU above $100 000 facing tariffs and not

qualifying for AGOA or GSP, 2004 (Continued)

HTS8 Description Tariff Value $000
51091090 | Yarn of wool 6.0% 100
28046950 | Silicon 5.5% 3339
94049010 | Pillows, cushions 5.3% 195
52051210 | Single cotton yarn 5.2% 110
56090030 | Articles of yarn of man-made| 4.5% 1280
fibres
72029200 | Ferrovanadium 4.2% 14 121
51082060 | Yarn of fine animal hair 4.0% 288
57023120 | Carpets and other textile floor| 4.0% 375
coverings
58089000 | Ornamental trimmings 3.9% 7104
59111020 | Textile fabrics 3.8% 286
56075040 | Twine, cordage, rope and cables 3.6% 691
of synthetic fibres,
63022170 | Bed linen 2.5% 1374
Specific
51013040 | Wool 24 .4c/kg 1162
51052900 | Wool tops 3.9¢c/kg+3.1% 2213
51053900 | Fine animal hair 6.8c/kg+5.5% 116

In the absence of an FTA covering these items could Lesotho take
advantage of its special status and diversify into the products for which
it qualifies for duty-free access? The answer is probably no” for the
minerals on the list. As for peaches, shortage of arable land and possible
sanitary and phytosanitary measures may be some of the reasons behind
their absence from Lesotho’s export basket.

Only Lesotho and Swaziland were able to claim AGOA treatment for
the greater part of their exports in 2004 (Table 7). Whilst 96% of Lesotho’s
exports to the USA in 2004 and 89% of Swaziland’s claimed AGOA
treatment, only 28% of Botswana’s and 32% of Namibia’s did so; for
South Africa the figure is a mere 14%.
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Table 7. SACU exports under and outside AGOA, 2004

Country Value of Percentage share which:

exports entered under: paid import duty because:

to USA:

($mn) |AGOA |GSP |Other® | MFN no pref. pref.
zero positive | available | available
duty duty but not

claimed

Botswana |72.5 27.8 0.0 - 72.0 0.3 0.1 0.2
Lesotho 465.4 96.2 0.0 - 2.0 1.8 - 1.8
Namibia 233.3 32.5 36.5 |- 29.5 1.4 0.1 1.3
South 5,789.0 14.4 16.4 0.3 66.1 2.8 0.8 2.0
Africa
Swaziland | 198.2 88.8 0.5 0.0 1.8 9.0 7.2 1.8

Notes:

(a) In HS Chapters 1-97. (Tariffiimport regime data are not available for exports in HS 98 and 99).

(b) i.e. Pharmaceuticals and Civil Aircraft preferences, both of which are duty free.
Sources: USITC Interactive Tariff and Trade DataWeb (http://dataweb.usitc.gov/scripts/user_set.asp);
UNCTAD TRAINS (http://wits.worldbank.org) — both accessed May 2005.

However, things are not quite as they seem from these data — largely
because of differencesin the commodity composition of exports. Although
a much higher share of Swaziland’s exports obtained preferences than
did those of South Africa, a higher proportion also paid a tariff. Two-
thirds of South Africa’s exports received no preference, yet because
the MFN tariff on most of these is zero, only 2.8% of its exports paid a
positive duty — compared with 9% of Swaziland’s. In Swaziland’s case,
the main reason for not receiving zero duty entry is that no preference
exists on the product, not that the country failed to claim the preference.
So Swaziland would stand to gain relatively if an FTA opened up duty-
free access for these exports.

Increased utilisation

Limitations on AGOA/GSP product coverage is not the only reason why
some SACU exports failed to obtain preferences. In some cases preferences
were available but were not fully claimed. For all the SACU states, other
than Swaziland, an FTA would offer few benefits unless it dealt with the
underlying reasons for the failure to claim preferences.
Country-by-country information on the products that are excluded,
and those on which preferences are not being claimed, is provided in
Appendix Tables A2-A6. In the case of Botswana, Lesotho and Namibia,
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a major reason why some exports pay a tariff is that preferences are not
claimed - the products concerned are mainly clothing items. One possible
reason is that the US Customs Authorities do not accept that the items in
question meet the rules of origin. Given that all three countries benefit
from the rules of origin derogation for lesser developed countries, the
implication is that the goods are deemed not to have been processed in
the country concerned. Another possible reason is the lack of awareness
of AGOA on the part of particularly small importers since the onus is on
the importer to claim the benefits.

Whilst they are a relatively small share of total exports, the values
concerned are quite high. In Lesotho’s case, for example, duty was paid
on more than $8 million of exports (mainly clothing), even though they
were covered by AGOA or the GSE while for Namibia the figure was
$3 million. And in the case of South Africa, a full $114 million of exports
were of goods for which a preference is available but was either not
claimed or only partially claimed.

In the case of Swaziland, the make-up of the items for which a
preference was not available or was not claimed is broader. Sugar, non-
clothing textiles and ferrovanadium were the main items for which no
preference was available — and they totalled $14 million. Citrus, clothing
and a wide range of manufactures make up the (smaller) amount for
which preferences were available but not claimed.

For South Africa, one reason for the low utilisation rate is to be found
in the rules of origin for clothing — but it is not the only, or even the most
important, reason. Clothing items account for only 16% of the value of
goods listed in Appendix Table A6. Textiles account for 19%, and wine
for 7%.

Given the significant levels of under-utilisation and the fact that
clothing rules of origin appear not to be the sole cause, it is important
that further enquiries be made in order to feed into the negotiations.
Improving the AGOA utilisation rate by dealing with its causes would
allow an FTA to provide a significant advance on the status quo.
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Will AGOA Gains Survive the End of the MFA?

The bulk of Botswana, Lesotho, Namibia and Swaziland (BLNS) exports
to the USA under AGOA has been in apparel products. This is because
they benefit immensely from the provision which permits them to export
with less onerous rules of origin. Lesotho has benefited from this since
the outset of AGOA and its exports to the USA doubled in two years. As a
direct result of AGOA, in 2002 Lesotho overtook Mauritius to become sub-
Saharan Africa’s biggest single supplier of apparel to the USA."°

In 2002 Botswana and Namibia were specifically designated as less
developed countries under AGOA II. This opened the way for them
to also qualify for the less developed country rules of origin benefit for
apparel. Swaziland was classified likewise in July 2001.

The extension of the less onerous rules of origin to Namibia, in
particular, triggered a rapid rise in their garment exports to the USA
(Table 8). The recent extension of AGOA to 2015, and the lesser-
developed country provision within that to 2007, has provided BLNS
countries with an opportunity to grow their garment exports for at least
another two years. This extension was crucial considering the expiry of
the MFA quota limits at the end of 2004. It is widely expected that many
Asian suppliers will extend their dominance in the US apparel market.
The explosion of Chinese exports in the first few months of 2005 has
already triggered trade friction between China and the USA."" As shown
in Table 8, South African garment exports fell precipitously in 2004, but
recorded a sharp rise in the share of those qualifying for AGOA.

Table 8. US clothing imports from SACU by country and AGOA shares

Country 2000 2001 2002 2003 2004

Value |AGOA |Value |AGOA |Value |AGOA |Value |AGOA |Value |AGOA
($000) |share |($000) |share |($000) |share |($000) |share |($000) |share

Botswana |7 896 [0% 2923 0% 6353 158.4% |7 144 [88.5% |20 252 (99.4%
Lesotho  |140053 [0% 16692 [9.8% 321015 199.0% [392416 [94.9% 455935 (98.2%
Namibia 162 0% 95 0% 6685 23.0% |41952 |76.6% [75904 |96.5%

South 140909 |0% 173394 |17.6% |180 606 |46.9% (231787 |54.5% |141286 |82.1%
Africa

Swaziland |31 852 [0% 48 077 [17.0% [89 059 |83.0% |140490 |89.9% |178603 |98.3%
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To a significant extent, therefore, the success of AGOA (and the
desirability of an FTA for goods exports) is tied to the future international
division of clothing production following the end of the MFA quotas in
2004. There can be little doubt that China’s share of world exports will
grow; what is questionable is how much space will be left for other
suppliers and, critically, whether any of it will be in the product, quality
and process niches that SACU producers have occupied.

When world trade is distorted as substantially and for such a long
period as has been the case for clothing, it is extremely difficult to
predict how the pattern will change following liberalisation at the level
of specificity needed to forecast the future for SACU’s producers. Early
evidence for 2005 suggests that the region has had a torrid time. But
this has also been a period of rand appreciation, and so the ‘"MFA/China
effect’ (which is likely to be permanent for the medium term) has to be
disentangled from the ‘currency effect’ (which may be cyclical).
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Trade Creation or Diversion?

In the case of Lesotho’s clothing, AGOA has clearly led to new investment,
although this has been partly a transfer from South Africa. In other cases,
though, it is unclear whether the growth in exports to SACU merely
reflects a diversion of exports away from other markets. This section
concentrates on the exports of South Africa, which has the widest range
of AGOA exports.

A number of products that face specific MFN tariffs but are covered
by AGOA have achieved phenomenal growth, albeit from low bases
(Table 9). All are agriculture related. About half of those in the table have
done so consistently in the past three years. Given the newness of the
agreement, most of these products are likely to achieve further export
growth as long as AGOA preferences remain in place. SACU does need
to increase its fruit production in the medium term in order to take full
advantage of the opportunities provided by AGOA. This would also
ensure that trade creation, rather than trade diversion, is accomplished.

Table 9. US imports from SACU under AGOA that would otherwise face

specific tariffs, 2004

HS8 Description |MFN AGOA |Total AGOA |Growth |Growth |Growth
specific |imports |imports |Share |02 03 04
rate $ mn $ mn

08029098 [Nuts 5c/kg 16 18 89.1% |[14.9% |69.6% 19.4%

08051000 |Oranges 1.9c/kg |26 27 99.5% |4.7% 55.4% 10.7%

08052000 |Mandarins  |[1.9c/kg |12 13 98.9% |[1.0% 123.6% |0.8%

08061020 |Grapes $1.13m3 |2 2 100.0% |801.8% |-46.6% |10.9%

08062010 |Raisins 1.8c/kg |1 2 36.3% [93.0% |-45.8% |44.5%

20099040 [Mixtures of |7.4c/l 1 1 99.8% [1542.4%|-23.0% |-18.8%

fruit juices

22042150 |Wine 6.3c/l 18 29 63.3% [29.1% |[36.7% |44.4%

24022080 |Cigarettes  |1.05/ 8 8 100.0% 195.6%
kg+2.3%

A minimum of $1 000 000 in total imports is set
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It is difficult to assess the extent to which AGOA has created new trade
rather than divert existing exports from other destinations to the USA.
But a cursory look at South African pear exports over the past few years
indicates that this deserves further product-specific analysis of SACU’s
exports to other regions. In 1999, the year prior to AGOA, South Africa
exported $18.1 million” of prepared pears worldwide. By 2002, total
exports of prepared pears had fallen marginally to $18.0 million.” The
rise in South African exports to the USA over this period was offset by an
even larger decline in exports of prepared pears to the EU.



18 Identifying Export Opportunities
Conclusion

The rapid expansion of clothing exports is indubitably bound up with
the introduction of AGOA. SACU’s clothing exports have grown two
and a half times, while Africa’s exports have also doubled. The growth
of clothing exports from lesser-developed countries under AGOA has
demonstrated that with the right incentives investment can be mobilised
over a short period of time. However, the success of exports of automotive
products does not appear to be strongly linked to AGOA.

The textiles items that fall outside AGOA and the GSP that SACU is
exporting under high tariffs are one area that could benefit from an FTA
with the USA. So, too, are garments that fall foul of the AGOA rules of
origin. Curbs on the use of anti-dumping actions against steel would also
be useful.

As these examples illustrate, SACU interests lie in areas that are
politically sensitive. Simply confirming the lesser-developed country
rules of origin in an FTA could represent an improvement on AGOA for
BLNS as the extension to 2007 relied on intense lobbying and its future
would always be in doubt. Apart from these moves, SACU needs to
diversify into other exports that are included in AGOA and face high
tariffs, which are currently absent from its basket. This is particularly
important given the uncertain future of regional clothing exports.

The confinement of exports to a few products by BLNS could generate
economic instability if major changes are made to AGOA. It is important
that diversification of exports be sought while the window of opportunity
remains open. Lesotho exports qualify under GSP for least developed
countries, but it does not seem to have the capacity to export. Only a few
products from BLNS countries do not qualify for any preference and
yet for a large number the preferences for which they qualify are not
claimed. Lack of capacity in BLNS countries to export certain products
appears a major constraint because of unutilised additional access. More
research is needed on areas where SACU already has capacity or can
readily expand to take advantage of improved market access.
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Appendix

Figure A1: US manufactured imports from SACU by industry, 1999

Figure A2: US manufactured imports from the SACU by industry,
2004

-Iron&steel 19%
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Table A2. Botswana: breakdown of export items for which some consignments paid

a tariff? (2004)
Code Description MFN GSP AGOA

Value Tariff Value Tariff Value Tariff
($000) (%) ($000) |(%)" ($000) (%)®
No preference available 68
63025120 |Plain woven 1 4.8
tablecloths and

napkins, not knitted
or crocheted, of

cotton
64061090 |Uppers & pts. 67 4.5
thereof for footwear,
nesoi
Preference available but not 74
claimed
07142020 |Sweet potatoes, 2 4.5 0

fresh, chilled or
dried, whether or
not sliced or in the
form of pellets

39239000 |Articles nesoi, for 1 3 0
the conveyance or
packing of goods, of
plastics

61072100 [Men'’s or boys’ 71 8.9 0
nightshirts and
pajamas, knitted or
crocheted, of cotton

Preference available but only 42 4,169
partially claimed
61091000 |T-shirts, singlets, 19 16.5 3,462 0

tank tops and
similar garments,
knitted or
crocheted, of cotton

62046240 |Women'’s or 23 16.6 707 0
girls’ trousers,
breeches and
shorts, not knitted
or crocheted, of
cotton, nesoi

Notes:
(a) On the value of exports shown in the MFN column.
(b) An entry in this column denotes that a preference is available under the scheme.

Sources: USITC Interactive Tariff and Trade DataWeb (http:/dataweb.usitc.gov/scripts/user_set.asp); UNCTAD
TRAINS (http:/wits.worldbank.org) — both accessed May 2005.
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Endnotes

! An earlier version of this paper was submitted to the National Treasury.
The views expressed in this paper are those of the authors and should not
be attributed to the IDC or IDS.

2 Business Day, Cosatu calls for audit of trade pacts, 27 August 2004, http:
//'www.businessday.co.za

* Unless otherwise stated, all the data used in this paper is sourced from
USITC website http://dataweb.usitc.gov

* Stern M and N Netshitomboni, AGOA: Hot Air or Hot Stuff?, TIPS
Occasional paper, Johannesburg, 2002.

> See Flatters E 2002, From import substitution to export promotion: Driving the
South African motor industry, available at:
http://qed.econ.queensu.ca/faculty/flatters/writings/ff driving_the_
motor_industry.pdf.

¢ A full breakdown of manufactured US imports from SACU is included in
the appendix.

7 Business Day online http//:www.bday.co.za, US producers seek 54% duty
on SA steel, 17 November 2000, and Storm clouds brew for steel exports, 19
April 2001. South African exporters made an effort to keep their exports
below 3%, the level which allows the US to impose countervailing duties.
8 Stern M and N Netshitomboni, 2004, AGOA, Africa and Agriculture: South
Africa’s Experience, SAIIA Trade Policy Report No.3.

° In the agreement between the US and Australia the change in tariff
heading at HS4 which, in this case, constitutes the ‘fibre forward rule’ is
needed to qualify for the FTA.

1 Mauritius, which relies on fabric imported from the East, managed
to export 57% of its apparel to the US under AGOA. This suggests the
growing utilisation of domestic or regional fabric by the island nation,
which, prior to 2004, did not qualify under the lesser-developed country
provision.

I Chinese apparel exports to the US grew by 81% in the first half of 2005
relative to the same period in 2004: an increase of about $3.7 billion.

2 According to South African trade data available from TIPS
(www.tips.org.za).







