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Preface

This report is the culmination of a sudy of the textile and garment indudries in the
member dates of the Southern Africa Development Community (SADC). Based on fiddwork
mostly done between October 2000 and April 2001, the project produced country reports for
each of the 11 countries that are signatories to SADC Trade Protocol. The present report
offers an overall view of the indudtries opportunities and condraints and proposng ingitu-
tiond, regulatory and policy changes to dlow these industries to thrive and become robust by
seizing the unique, but temporary, advantages offered in the current internationa juncture,

Vaious governmentad minigtries and departments, non-governmental  organizations, and
numerous manufecturers spent  vauable time shaing ther concerns and offering ther
evauation of the options open to the region as well each country. To al we are grateful.

This country report was prepared for the Southern Africa Development Community by the
German project a the SADC Secretariat (Gaborone) with funding from the German Minidry
of Cooperation and Development through GTZ. Peter Coughlin (project leader), Musa Rubin
and L. Amedée Darga (the latter two of StraConsult, Mauritius) prepared the report. Though
there were many mutua suggestions, Darga was principdly respongible for chapter 3; Rubin
wrote chepters 4 and 6 (except for the subsection on the Enabling Environment, jointly
written with Coughlin); Rubin and Coughlin wrote the recommendations, and Coughlin
wrote chapters 1, 2, 5 and 7 and prepared the executive summary. Thomas O'Keefe and
Susan Hester (both from the USAId Project for Regiond Activity to Promote Regiond
Integretion through Diadlogue and Policy Implementation, Gaborone, Botswana) contributed
Annex 4 (AGOA: Opportunities, Conditionalities, Regulations and Mar keting).

The cooperation of Michad Stahl (SADC Secretariat, Gaborone) and GFA-Management
(Hamburg, Germany) is acknowedged with appreciation.

Vii



Executive Summary

Global Trends

Globdization both menaces and offers opportunities to the SADC region. For the textile
and gament indudtries, this report’s focus, the European Union has long been tariff- and
quota-free for most such exports from sub-Saharan African countries, except South Africa
Now, with the South AfricalEuropean Union Trade and Development Agreement, even that
country will benefit as will those SADC countries that would like to use inputs purchased
from it to make products for export to Europe. Likewise, in October 2000, the African
Growth and Opportunity Act (AGOA) diminated the tariff and quota bariers to the U.S.
market for sub-Saharan African countries that manage to get ther visa sysems agpproved.
Thus, the barriers for regiond exports to these huge markets are gone or are fdling ...
preferentidly.

But the preferences are temporary. Therein the menace! In January 2005, the Agreement
on Textiles and Clothing will findly phase out dl quotas. With quotas gone, the new trade
regime will unlessh the Adan and other highly efficient competitors while kegping them only
lightly hobbled by the remaining tariffs imposed on countries not covered by Europe's or the
United States Generd System of Preferences, tariffs that are being steadily phased down.
Even the taiff exemption for sub-Ssharan African countries covered by AGOA’s appare
provisons will end in September 2008. After that, barring an extenson of the law, sub-
Saharan Africa will have to compete in the U.S. market on even footing, head-on with the
world's best. By then too, regiond preference ayreements with both the United States and the
European Union will have proliferated, greetly diluting their advantages.

Meanwhile the incressng diversty and consumer orientation of the market and the
indgtence on ability to regpond quickly to changes in tastes has led manufacturers and
digributors to form Quick-Response dliances to sharply cut costs and delivery time. These
and other technologica changes on top of an excess inddled capacity worldwide are making
globd competition in textiles and dothing intense if not brutd. It is thus imperative for
SADC to take advantage of this short period of dgnificant preferences to build a large and
technologically robust textile and clothing sector able to replace many imports in the region,
increase its share of European and American markets, and, eventudly, fend off intendfied
competition in foreign markets. This requires quick, bold changes in the Member States
regulations concerning the sector in order to encourage production, investment, and the
adoption of new techniques by firms and to liberdize regiond trade to help st up integrated
supply chains.

Industrial Structure and Performance

In that task, the countries in the region have both advantages and disadvantages. The
region produces and exports cotton, cotton that could be grown even more plentifully and
utilized in a high vaue-added pipdine making yarn, fabric and clothing. Most countries have
chegp or moderately priced eectricity; and many have chegp labour ided for garment manu-
facturing in the low end of the market. Others with more expensive labour have sophigticated,
high precison dothing factories with good capability to make origind and appeding designs
for the high end of the market where they are gill competitive. Some firms have accumulated
ggnificant experience in internationd marketing and earned a reputation for reiability and
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qudity. Such firms are able to guide a whole chain of suppliers to properly sisfy customers.
Fndly, in many countries large indudrid dties ae in ocean ports with good shipping
connections to principa marketsin Europe and North America.

Mgor problems exis too. The region has a huge shortfdl in fabric production, necess-
tating big imports. Building up the textile and clothing sector will require a huge increase in
the production of woven fabric in the region since, to sisfy the region’s annua consumption
of 652 million n?, 307 million n? had to be imported in 1999; and this caculation is even
before adding the fdbric required to respond to AGOA. Fortunately, the region has a
consderable excess capacity to produce fabric though, in many cases, better quaity-control
sysems will need to be indituted and outdated equipment, replaced. The apparently large
capacity for increesng textile production is extremely important for AGOA, as two of the
largest gament exporters in the region, Mauritius and South Africa, and another important
exporter, Botswana, need immediately yarn and fabric made in AGOA-digible countries
having approved visa systems. After September 2004, dl countries in the region will need
such yan and fabric in order for their garment exports to the U.S. to be duty-free
Fortunately, much extra capecity exists but is currently idle in many mothbaled factories
throughout the region, especidly in Mozambique, Maawi, Tanzania and Zambia, and can be
brought onstream more quickly than creating new capacity from scraich. The existence or
not of idle capacity is less important for garment manufacturing since it takes much less time
to st up a garment factory. Moreover, garment operations are generdly far more flexible
than textile operations. A garment factory can, in many cases, switch the type of product it
makes without much dday and with minima capitd investmen.

Mgor drengths and weekness exist in the SADC region's textile and clothing supply
chan. Andysng these shows the region has dgnificant potentid for developing efficient
apparel-ddivery pipdines though important wesknesses need to be overcome. Two major
drengths stand out. The region can support the entire pipeline from cotton fibre to finished
gaments and has many exiding world-class producers of textiles and garments. The mgor
weakneses are; (i) shortages of experienced daff and adequate training fadlities, (ii) poor
intracregiond  trangport infrastructure; (iii) intrace SADC barriers to trade that make it difficult
for firms in different countries to creste efficient regiond supply pipdines, and (iv) insuffi-
cient range and supply of manmade fibre and yarn as wel as fabric made from these
materids.

Factories also face condraints on their ability to supply the market and on the demand for
their products. The condraints cited most frequently, in 10 or more countries, as being ether
very important or extremely important, were:

» internaiond price competition
» internationd quality competition

*  high cogt of international marketing

*  inadequate supply of properly trained staff

Thee reaults show tha regiond manufecturers, above dl, fed they (i) face 4iff
competition in the international marketplace, (i) have difficulty finding cusomers due to the
cost of marketing, and (iii) cannot fully utilize their cgpacity because the labour force is not
well trained. High inland transportation cods was the condraint that received the highest
overdl rating with firms in nine countries conddering this to be between important and
extremey important. Coadtad shipping is dso inadequate. Difficulties in obtaning work
permits for expatriate and regiond pecidigs were dso important in many countries, and
insufficient capital was a ‘very important’ condraint in al but two countries. Moreover, the
management techniques used in many factories are inadequate and provide little motivation
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for workers to drive for sgnificantly higher productivity. This, in many countries, is partly
due to the absence of inditutions cgpable of encouraging advanced management systems. As
for demand, by far the most serious condraint in the local market arose due to the avoidance
of tariffs by merchants; and, in the international market, due to price competition.

Faced with these condraints, can the manufacturers in the region compete on codt, qudity
and ddivery? The results are mixed. In genera, garment manufacturers are good a meseting
deivery schedules, but textile manufecturers are not. The region could be competitive on
cotton-fibre costs, but regiond bariers to trade and high transportation costs reduce this
advantage. The region has large variations in the cost and reliability of dectricity. Moreover,
labour in the highest cost country in the region (South Africa) costs nine times as much as
that in the lowest cost country (Maawi).

The andyds of factor costs and avalability, investment attractiveness, and the existence
of unused cgpacity, shows that no sngle country has an absolute advantage in al factors
affecting competitiveness for dl seps in the garment supply chain. That chain congds of a
sries of seps from fibre production through yarn, fabric, and garment manufacturing and
digribution. Each gtep requires different intengty of factor inputs, different levels of capita
investment, and different lead times for inddling production faciliies For example, textile
production requires much larger capitd investment but much lower labour input than garment
production. As a result, a country with low labour costs, but high capitd costs can be
expected to develop a compstitive garment industry, but would have difficulty developing a
competitive textile industry.

The SADC region has abundant cotton supplies, and cotton fibre is traded among the
SADC countries without duties or quotas. Much of the local cotton is good qudity, medium
daple fibre suitable for the garments produced in the region for export. Approximately 10%
of the ginned cotton fibre is normaly lost as waste when spun into yarn. Therefore, the closer
the yarn is spun to the ginnery, the less will be spent to trangport materid that is ultimatdy
wasted, an important consideration particularly where transportation costs are high.! Using
regional cotton and spinning it as close as possble to its source could give the region a
competitive advantage on fibre costs.

The region is not sdf-aufficent in manrmade fibre. Neverthdess, for garments made for
the SACU market, SACU imposes two important regtrictions on the use of such fibre: (i) the
rules of origin for products produced from man-made fibre; and (ii) the SACU tariffs on such
products. These rules are very awkward for the region. The only producer of man-meade fibre
and filament yan in the region is South Africa South African manufacturers produce a
limited range of polyeter dagple and filament, acrylic daple, nylon filament yan, and
polypropylene filament yans. Since the region imports nearly hdf the faoric it uses for
garment production, much of which is from man-made fibres, the SACU duties and the rules
of origin under the SADC Trade Protocol are among the biggest barriers to the development
of competitive, regional garment-supply chains.

Productivity and labour-cost comparisons demondrate that manufacturers in many SADC
countries can be competitive with those in the Far East and South Ada. But some apparently
are not. Botswana would have to achieve productivity levels of about 19 pieces per day per
operator for the reference gament to be competitive with China. Difficult perhaps, but
possible. South Africa would have to produce at the nearly impossible rate of 34 garments per
operator day! But, as long as preferences exist, adl SADC countries ae potentidly
competitive with Ching; and al but South Africa are potentidly competitive with India on
labour cost. Neverthdess, the legd prohibition of or intense union oppostion to piece-rate

1 About 10% of yarn is also wasted in conversion to woven fabric; and about 10% of fabric is wasted in
conversion to garments. Thus, it isimportant to minimize the transportation costs between spinners and weavers
and between weavers and garment manufacturers.



payments hampers labour productivity in some countries Also, in many countries,
manufacturers reported they could not use a second shift because of the difficulty in having
women work in the evenings. Thistoo drives up costs.

Textile and clothing firms in most countries reported doing well on the competitive aspect
of qudity. The internationd norm is 1.5% return of sdes Of the seven countries in which
textile manufacturers were questioned, this was achieved everywhere but in Swaziland. Of
the 10 countries where garment manufacturers were questioned, those in Mauritius, Lesotho,
Botswana, Namibia and Mozambique achieved results within internationd norms. According
to international norms, reects should be bedow 5%. Only the textile manufacturers in
Swaziland and Tanzania achieved such results. Garment manufacturers did better, however,
with those in dl countries, except Namibia and Botswana, meeting international standards.
Repairs after sewing in garment manufacturing need to be beow 10%. The average reported
performance in al countries was, therefore, within international norms. Despite this, few
firms in the region have established advanced quality-control systems like 1SO 90002 which
would give them a big advantage in internationd markets. Moreover, some countries lack
ingtitutions able to certify companies as SO 9000 compliant.

The factories in many countries are dgnificantly below the internationd norm (95%) for
on-time deliveries due mainly to port congestion and clearance ddays for raw materias.

As for eectricd energy, most of the countries in the region have competitively priced
eectricity though Tanzania is a big exception: its monopoly supplier charges 6.6 times more
than manufacturers pay in South Africa Many countries aso suffer from prolonged power
cut-offs and wild fluctuations in voltage, ruining motors and idling factories.

Having consdered the condraints on these indudtries and ther relative competitiveness in
each country, the anayss makes clear two things. (i) no country has an absolute advantagein
al stages of production; and (i) the most competitive pipeline for garment production will be
a regiond one with each country contributing what it does best. Working together, the region
can cregte competitive pipeines. One country aone cannot, except in limited markets. Some
possible pipdines for basc gaments are:

ginning in Botsvana with weaving, fabric finishing, and gament production in
Lesotho

ginning in South Africa with knitting, fabric finishing, and garment production in
Mawritius

ginning in Mozambigue with weaving and fdbric finisning in South Africa and
garment production back in Mozambique

The problem, however, is that the trade redtrictions envisaged to say in place over the next
few years under the Trade Protocol discourage the rapid creation of such pipdines.

2|80 = International Standards Organization.



Countries with potential comparative advantages in different production stages

Production Stage

Countries

Comments

Spinning

Botswana, Lesotho, Mozambique,
Mauritius, Namibia, South
Africa, Swaziland

Malawi, Zambia

Zimbabwe, Tanzania

Must improve electric supply reliability
Must improve electric supply and investment climate

Knitting Botswana, Lesotho Hand and automated
Malawi Hand; automated knitting if it can improveits electric supply
Mauritius, Namibia, South Africa, | Automated
Swaziland
Zambia, Zimbabwe Hand and automated (see comments under spinning)
Weaving Botswana, Namibia Low water usage weaving

Lesotho, Mauritius, South Africa
Zambia, Malawi, Zimbabwe

(see comments under spinning)

Fabric dyeing and
finishing and yarn
dyeing

Lesotho, Mauritius, South Africa
Zimbabwe, Zambia, Malawi

(see comments under spinning)

Garment production-

basics

Lesotho, Mozambique
Malawi, Zambia, Zimbabwe
Tanzania

(see comments under spinning)
Must improve the reliability of the supply of electricity

Garment production-

fashion and high
productivity

Botswana, Mauritius, Swaziland
Namibia
South Africa

Also alogistics centre
High-end fashion garments; needs to relax restrictions on
piece rates to be competitive in high productivity garments

Product design,
development and

Mauritius
South Africa

merchandising and
marketing

Policies, Regulatory Framework, and Macr oeconomic and
Institutional Environment

The macroeconomic environment and regiond and country-specific policies, regulations
and inditutions both condrain and encourage the development of the textile and clothing
indudtries in the region. The pattern is diverse and only in some cases can generdizations be
drawn. Where there are problems, some are generd; and others, quite specific, as are the
solutions. Moreover, even when the problems are common throughout the region, the
inditutiona or policy remedies are often nationd, not regiond, though sometimes a regiond
solution may be viable. In al cases, the guiding criterion is that any solution must change the
environment to dlow and encourage firms to become increesngly efficient and world-
competitive, ... ableto turn the threet of globaization into an opportunity.

Macroeconomic performance—the rates of growth, investment, inflation and red interest
and the officid versus secondary-market exchange rates—vaies widdy in the region.
Wheress most countries in the region have moderate inflation, dow to moderate growth, and
liberdized foreign-currency markets, Zimbabwe—the worst case—has a shrinking economy,
massve inflation, high red interest rates, and a hugdy overvadued currency, conditions that
cut sdes, increase cods, scare investors, maeke others want to flee, and dash trade with
nearby countries. A few other countries gill suffer dgnificant inflation, overvaued foreign-
exchange rates, and restrictions on access to foreign currency.

Though most SADC member countries have implemented policies to create a dable
economy and liberdize foreign-exchange controls, the inflaion and foreign-exchange
difficulties in Maawi and Zambia and, above dl, Zimbabowe not only restrain growth in those
countries but have large negative repercussons for trade and investment in the entire region,
induding for the textile and garment industries. Worse yet, for political reasons, Zimbabwe—
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a country with the region’s best cotton and a strong though somewhat bludgeoned textile and
garment industry—is indigible under AGOA. This means tha producers in SADC, except
for those in least developed countries® may not use Zimbabwe yan or fabric in garments
exported under AGOA to the United States. Thus, AGOA gives, but AGOA takes away,
denying akey player in one of the region’s most competitive supply pipelines.

Beyond these macroeconomic and political concerns, a country’s fisca, technologica and
humanresource policies, the regulatory framework governing the edablishment and
functioning of corporations, and the inditutions supporting and regulating economic activities
grongly influence decisons to invest as wel as the ongoing viability of a proect. As for
taxes and customs regulations and adminidration, the sdient common problems involve (i)
the non-existence of provisons for or unnecessary limitations on export processing zones, (ii)
the falure to rebate, suspend, or diminate tariffs and the vaue added tax (VAT) on inputs,
spares, equipment, and purchased services used to produce exports, (iii) the agpparent failure
of South Africas Customs Service to deduct the vaue of South African yarn or fabric
incorporated in imported textiles or clothing before cdculating the amount of duties payable;
(iv) dow and often corrupt customs services, (v) the employment of time consuming import-
ingpection services to vet cargo beyond their competence to evauate with adequate precision,
(vi) counterproductive administrative methods for dlocating nationd quotas among
individua producers under the MMTZ-SACU textile and gament scheme, and (vii) the
prolonged falure by many countries in the region to get a visa system approved by the U.S.
Customs Service to make their apparel exports to the U.S. digible under the African Growth
and Opportunity Act (AGOA). Other regulations (i) grosdy complicate and dow down the
process of setting up a functiona company, and (ii) protect communication and eectricity
monopolies that charge excessive rates for poor service.

As for human resources, the manufecturers in most SADC countries viewed the existing
labour regulations as but minor impediments to their operations, though in four countries—
Botswana, Mozambique, Zimbabwe and Swaziland—the regulaions are deemed important
congdraints on capacity utilization, and in South Africa, they are deemed very important. The
most frequent complaint was about the tedious and expensive regulatory process for firing
workers, even those caught steding. Another problem is the prohibition of piece-rate pay
sysems in Lesotho and, under some conditions, in Botswana and the strong oppostion to
such by the labour unions in many other countries. Moreover, the time consuming,
frugtrating, and often corrupt administrative procedures to obtain work permits for foreign
workers daunt indudridists and would-be investors in many countries. On the other hand,
some countries (eg., Lesotho) in law or practice adlow an indudtridist to hire expatriates for
up to 5% of his totd workforce. Given the scarcity of technicians, supervisors and managers
in many countries, the frequent and onerous condraints on te employment of expeatriates are
srious congraints on competitiveness. In this context, SADC countries should serioudy
consgder adopting—at least on a pilot bass for these industries—provisons guaranteeing (i)
the automatic approva of work permits for up to a certain percentage of each factory’s tota
workforce and (ii) the free movement of managers and technicd personne who are citizens
of countries within the region.

As for support activities, the training of managers, technicians and operators & critica and
closly related to the presently high demand for expeatriates. Nevertheless, with the exception
of South Africa and to a lesser extent Mauritius, very little formal traning of skilled
personnel, technicians, supervisors and managers occurs in the textile and dothing industries
in the region. Typicdly, the training that occurs is informal and on the shop floor. Infactory
traning schools are extremely rare and present only in some of the best, most efficient

% Lesotho, Swaziland, Mozambique, Malawi, Tanzaniaand Zambia, but only through September 2004
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factories in the region. Textile and dothing technology and training inditutions only exigt in
Mauritius and South Africa and then with sgnificant gaps in coverage. Even in Mauritius and
South Africa, where some training facilities exist, only 40% of our respondents deemed that
the courses offered are “aufficient for the needs of ther industry”. Elsewhere, except for
Lesotho, the responses were even less favourable. Except for Mauritius, Botswana and South
Africa, the “lack of appropriate training inditutions’ is conddered a very or extremdy
important barrier to the use of formd training despite its acknowledged utility to the indudtry.

Growth will increase the need and, if policies are right, the demand for training thereby
moativating factories and educationd inditutions to offer a wider spectrum of relevant
courses. In view of this, we asked interviewees in seven countries to indicate whether they
would support or oppose a proposd to inditute a training levy on sdaries to create a fund
from which to re@mburse employers for traning expenses. The overwhelming majority
grongly endorsed the proposd, with the cavest that most were sceptical of government and
believed that the fund should be run by a semi-autonomous body “appointed by the private
sector with forma approvd by the government”.

Beddes efforts to support and gimulate training on a nationa bass, SADC should
recognize that the problem is regiond and requires a regiona approach, especidly for
goecidized or higher-leve training. Nevertheless, despite the scarcity of certan types of
traning specidized for these indudries, there has been no comprehensve regiond sudy of
these indudries training needs nor of the availability of courses to satisfy them. To assess
this requires such a sudy with a view toward setting up or expanding regional training
ingtitutions and technology centres for this sector where required.

The regulatory framework also governs company formation and competition policy. To st
up a company takes a month or less in Botswana, Swaziland and South Africa, three to Sx
months in Lesotho, and two to eght in Mauritius but much longer in most other countries.
These ddays are an obvious deterrent to investors. Moreover, few countries have a clear
policy promoting competition. For example, in Mozambique, Mdawi, Tanzania, the
government defends the locd telecommunications monopoly agangt the use of Internet
telephony and fax services, which cost 1% or 2% of present charges. Such policies cost both
indudridists and the nation dearly and are just another droke againgt ther internationd
competitiveness.

As for credit, both the survey responses and anecdota information confirm that even pre-
shipment finance for orders based on letters of credit is extremdy difficult or planly
impossible to get paticulaly in Zimbabwe, Mdawi and Zambia and, to some extent, in
Swaziland. The implications can be dire. Orders are lost; and employees by the hundreds are
fired. Moreover, whereas internationd subsidiaries can usudly obtan foreign credit,
companies owned by locd entrepreneurs often cannot. As a result, the locd banks dow
decisonrmaking and timid policies toward indudrid credit jeopardize, above dl, these
nationa entrepreneurs, a drata that most governments would like to see grow. In contrast,
very few multinationa subsidiaries complained about constraints due to lack of capitdl.

Though the SADC Trade Protocol has pushed liberdization of trade within the region, the
dow pace of liberdization and the protocol’s redtrictive rules of origin (including, in practice,
for EPZs within the region) gill hamper the region's textile and dothing indudries. Still
auffering from an inward-looking myopia, many countries are ever SO cautious in opening up
ther markets even to trade within the region, a trade that would spur thelr manufacturers to
Specidize, achieve economies of scae, and improve ther competitiveness in internationa
markets. The dow phase-out of tariffs on inputs for the textile and garment industries—with
the SACU taiffs on fabrics being diminated only in 2005—gives the sector a dow dart in
the process of regiond industrid and trade rationdization so necessary to teke full advantage
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of AGOA as wel as the EU/ACP accord.* Without the eimination of dl these intraa SADC
tariffs now, the potentid volume of trade involved in efficient regiond supply pipdines will
be sharply reduced. Ingtead, inefficient pipelines will be protected thus reducing everyone's,
including South Africas, ability to compete aggressvely in European and American markets.
Elimination of intraa SADC tariffs is a precondition for garting highly efficdent and competi-
tive drategic dliances involving spinners, weavers, garment producers, and large retail chain
gores in the region in preparation for usng these technologies in yet more competitive globa
markets.

Contrary to the common impresson, the double transformation rule itsdf is a grave
hindrance to the devdopment of the textile and clothing indudries in the region. Given the
notorious level of cusoms fraud and tariff evason especidly for cothing misreported as
second-hand or donated goods, clothing manufacturers face ever tougher competition from
imports snce, to get full protection, they must use fabric made in the region, often an
impossibility for man-made fibres for which a grave shortage exists and, even when possible,
expendve. The textile firms too face a dilemma Since most sdl primaily for regiond
consumption and the SADC member states seldom grant tariff rebates for te imported inputs
used by indirect exporters, textile mills—unless integrated dl the way to clothing or
incorporated in export processng zones—are a a big disadvantage againgt imports when
trying to sal to export-oriented clothing manufacturers. Thus, ingtead of having a burgeoning
garments industry creeting derivative demand for textiles, the garment industry’s sales have,
at best, grown dowly under the pressure of imports.

The redrictive tariffs and rules of origin ignore two screaming redities. Fire, the region
has a shortage of man-made fibres while consumers in the region express a big demand for
garments usng such fibres. Therefore, regiond supply pipeines will not be able to replace
much of these imports coming in from outsde SADC unless they can import fibre, yarn or
fabric and use these to make garments deemed to be of SADC origin. Second, the region
goparently has a surplus of cotton that is exported rather than converted into textiles and
garments.

The creation of efficient supply pipelines is dso impeded because, even under the waiver
benefiting the region's least deveoped countries—Madawi, Mozambique, Tanzania and
Zambia—the tariff-free quotas for fabric exports to SACU are trivial and, for clothing, very
small, utterly insuffident for them to build up ther industries. For example, a angle ide mill
in Zambia has a cagpacity more than double the quota for dl cotton fabrics and yarn from
Zambia, hardly an incentive to an investor to recuperate that factory since the quota will
certanly be taken up by exiging mills The quota for all MMTZ factories represents the
consumption of just two or three large garment factories employing a total of 5,500 workers,
just 5% of South Africas clothing industry. SACU’s concessons to the MMTZ countries
reved no red intention to encourage them to enhance their capacity to produce fabric. On the
contrary, the underlying drategy seems, implicitly, to only weskly encourage their garment
indudtries and, when the double-trandformation rule gpplies fully, require them to buy SACU
textiles, mogtly from South Africa, when making garments for the region. It is a drategy ever
0 myopic and far from reveding a globd or even a regiond vison. Nor is it in line with the
objective of setting up efficient supply chainsinvolving SADC's LDCs.

With such a defendve atitude by SACU, draegic dliances and efficient pipeines will be
hard to build; and, though growth will occur, it will be hindered by fiscd and bureaucratic
obstacles. If SACU perssts in trying to defend its overwheming trade imbaance with the
res of the SADC countries, the latter should openly consider stopping the trade diversion and

4 Under the new EU/South Africa Trade and Development Agreement, SADC countries may buy inputs
from South Africa and count these as originating inputs when exporting products to the E.U. under the EU/ACP
agreement.
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consequent losses by dradticdly lowering ther MFN tariffs on goods they import mostly
from SACU, thereby making SACU goods compete on an even footing with those from any
other sources indde or outsde SADC. Perhgps then a basis for more serious discussions
between the parties could be found. If the smdl nonSACU economies in SADC agree to
sacrifice through trade diverson by buying goods from SACU that can be purchased more
cheaply from dternative international sources, they must be assured that the agreement offers
them dgnificant dynamic gains paticulaly in indudries such as textiles and clothing where
they have of a chance of competing.

Despite pleas from Zimbabwe and Mauritius, SACU has dso, S0 far, refused to (i) waive
the double-trandformation rule for yarn made from manmade fibres produced in nil or
insufficient quantities in the region and (ii) extend this exception to marrmade fibre based
fabric and clothing whenever the respective inputs are produced in nil or insufficient
quantities in the region. This intrandgence virtudly blocks out such imports and,
correspondingly, the trade in textile fibres, yarn, fabric and clothing between SACU and
Mauritiuswas 7.6 to 1 in favour of SACU in 1999.

On top of this, when clothing imports do comply with the double transformation rule,
SACU daps taiffs on ther full vaue even if the inputs used to make them came from SACU.
This limits such imports and, ironicdly, the demand for textiles made in SACU, especidly
gnce the South African clothing manufacturers are under heavy assault by third-country
imports. Hence, the policy merdly diverts trade to Asan suppliers.

The Way Forward

The drategy for the region that will have the grestest effect on the textile and clothing
industry is what we refer to as regional is local. The concept is a Smple, basic principle on
which mogt regiond trade associations are founded. The consequences for SADC are far-
reeching and require a fundamentd change in the way member dates view ther trading
partners.

The god of this draegy for the textile and clothing indudtry is to build compstitive
garment-supply chains. This strategy will encourage the private sector to develop each part of
the textile and clothing supply chain to do what it does best, where it is done best. Since he
factor requirements among the different seps of the supply chan vary gredly, no sngle
country has the resources to peform competitivedly every pat of the pipedine while
processing for every possble market. Nor should they try. Rather, by abolishing tariffs on
equipment, spares and inputs used by the textile and garment industries and by adopting the
regional-islocal drategy for dothing, the countries in the region will specidize efficiently
and achieve economies of scale and improved competitiveness for the whole supply chain.

Improving the competitiveness of the supply chain will help SADC capture a greater share
of the export market. It will dso lower the cost and rase the qudity of gaments sold to
SADC consumers thus increasng everyone's welfare and, with the fdl in costs and presum-
ably prices, thereby sdling more while competing better againgt imports. To understand the
full importance of increased sdes, we need to understand the vaue dructure of the garment-
ddivery pipdine. Edtimates of the réatio between the factory- price and retal-price of
garments range between 14 and 1:6. Even under the lower estimate, nearly 75% of the value-
added in the pipeine is from wholesding and retaling! Thus, an increese in the sde of
gaments in the region means enormous benefits to the economy, especidly when aisng
from income and not mere subditution effects. By lowering the cost of garments in the
region, regiona manufacturers will be more competitive in both regiond and export markets
and, thereby, achieve further economies of scale regiond retallers and wholesders will sl



more; regiona consumers will pay less and get better garments, and the whole regiond
supply chain will grow and become more efficient.

The most effective private-sector drategy for increasing regiona  co-operation and
developing more competitive supply chains in the garment indudry is the cregtion of
strategic alliances among manufecturers and retallers. Strategic dliances endble dl parts of
the supply chain to work together as partners. This partnership lowers costs, risks, and delays
while increasing the range and value of the products delivered. To build drategic dliances,
the regiona-is-locd draegy is essentid as it will enadle firms to set up dliances with little
regard to national boundaries.

The basis for draegic dliances is the set of business practices caled Quick Response.
Starting in the 1980s, mgor players in the gppare-supply chain developed this concept (see
Box on next page) whereby the retallers and garment and fabric suppliers work together and
share information to create, produce and sdll a line of products. Pilot studies in the late '80s
and early "90s showed that (i) the time between the conception and sde of a product could be
reduced by severd months, (ii) large amounts of inventory could be sgqueezed out of the
supply chain, (iii) dl parties to the dliance would show increased profits, and (iv) the
consumer would have a better choice of merchandise designed for their specific lifestyles and
needs. Moreover, as regiond firms enter into the internationd marketplace, particdaly the
US maket, many of ther cusomers will compe them to work as Quick-Response
suppliers. Rather than waiting for this to happen, the regiond suppliers should anticipate it
and prepare to work this way. They should aso see Quick Response as a way to compete and
should offer it proactively to cusomers.

Regiond and internationa  mar-
kets are diverse and present different
competitive requirements for price,
qudity, response time, and product
innovetion, and order Szes Private

sector f |_rms need. to understand th.e Quick Response (QR) is the strategy being widely
competitive  requirements  of the_'r adopted in the consumer apparel industry, as well as other
curent and target markets. This | consumer-product industries. It was formulated in the 1980<
understanding will enable them to | and began to be widely adopted in the 1990s after pilot
sdect and implement the spedific studies in the United States showed the benefits to all parts

changes in production, logistics, and of the apparel supply chain. The strategy boils down to three

Quick Response: The Modern
Strategy for the Appare Pipeline

management  techniques  they  will things:
need to be compstitive. In addition,
privete sector firms will form dra
tegic dliances targeted a specific
markets. These dliances need to be
crested with firms who can meet the
competitive  requirements of  the
markets the dliance targets.

As firms compete on price,
quality, response, and product, Quick
Response  dliances hdp  them
improve on dl these scores. How-
ever, bariers to intraregiond trade
in cothing and textile products im-
pede the creation of pipeines usng
the most competitive suppliers. Eli-
minating these bariers in line with

strategic alliances among retailers, textile and
apparel manufacturers, and fibre suppliers

using consumer demand to pull products through the
pipeline rather than pushing goods to the consumer
tactics to move goods and information faster througt
the supply chain and, thereby, reduce inventories

The critical business processes and technology for
implementing Quick Response are:

electronic data interchange, which is increasingly
done over the internet

vendor managed inventory

short-cycle manufacturing techniques

advanced |l ogistics technology including bar-coding
of products and cartons




the regional-is-local drategy aso lowers costs by permitting increased specidization and
volumes.

To improve the ddivery peformance of garment pipelines in the region, drategic dliance
partnerships could (i) take advantage of the potentia proximity of fabric and garment manu-
facturers and of garment manufacturers and retallers and (ii) implement Quick Response pro-
grams to reduce the length of the gppard merchandise calendar. Co-operation and proximity
can help them to improve the product's quality because the producers in the pipeline can
respond quicker and in a synchronized way to changes in consumer demand. Strategic dli-
ances based on Quick-Response techniques adso permit manufacturers to compete better by
targeting specific market segments (eg., mass or niche markets). After learning to use these
techniques within the region, they could then apply them as a sdling point in internationa
markets.

Though the cregtion of drategic dliances for Quick-Response supply pipdines  will
improve efficiency, the latter is dso determined by the macroeconomic, regulatory and policy
environment in each country and within the region. Besdes conducive nationd macro-
economic environments, successful supply pipelines require the remova of barriers to trade
and to the free movement of managers and technica personnd who are citizens of countries
within the region.

Even with drategic dliances, however, the potentid for increesng the supply of textiles
and clothing in the region is mixed. There is a shortage of man-made fibre and fabric of al
types,® but the region produced 155,000 tonnes of cotton in excess of consumption in 1999.
Data from 1996 to 1999 show that fibre, textile and appard imports from outsde SADC
equaled 90% of the total imports of those products. What then are the prospects for
producing more textiles and garments in the region?

The most important issue for increasing production is the huge shortfdl in textle
production. The supply of Bbric and yarn must be increased if the region is going to develop
competitive garment-supply chains. Without such an increase, SADC will be condrained in
its effort to penetrate the U.S. market since, after 2004, AGOA requires al countries to use
yarn and fabric produced in the U.S. or AGOA-digible countries. The current production and
capacity-utilization figures reved that the region has the cgpacity to increase textile and
garment production, but not enough to cover the shortfdl in current demand. In 1999, the
shortfdl in woven gpparel fabric production was 307 million m?; and the potentid increaese is
about 58% of that. The remainder must come from imports or further increases in regiond
production achieved by reviving idle plants or building new facilities. This does not teke into
congderation the potentid for increesing exports under AGOA or LoméCotonou. By the
quota year 2004/2005 when al garments shipped duty-free under AGOA must be made from
African or U.S.--origin yan and fabric, the shortfal will be nearly 64,000 tonnes or 4.5 times
what was exported in 1999, this assuming no growth a dl in U.S. gopared imports. If the
growth in U.S. apparel imports is 6.4%,° the shortfal will be 86,000 tonnes or six times
1999 s exports.

Looking at cotton production, the 155,000 tonnes in excess of consumption is sufficient to
meet the short-term potentid for increesng yarn production, even if dl the new yan were
made from cotton and we subtract the 10% waste of converting cotton to yarn. Cotton
accounts for about 63% of the fibre used for spinning in the region. If this proportion remains
the same, as it has for many years, even with the optimisic estimates of increased yan
production we have used, the increased consumption of cotton for ginning would be 74,000
tonnes or half the region’s excess cotton production. On the other hand, as there is currently a

° except nylon filament yarn, which constitutes about 1% of the total fibre consumption in the region
® U.S. apparel imports, in dollars, aljusted for inflation grew by an average of 6.4%, on and annual basis,
from 1990 to 2000.
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shortage of man-made fibre produced in the region, if any portion of the increased yan
production uses man-made fibres, that will necesstate increased production from South
African fibre manufacturers or an increase in imports. Man-made fibre production is one of
the most capitd intensve parts of the garment supply chain; and low internationa prices due
to globa excess capacity might make it hard to dtract investment for increasng South
African capacity. As a result, third-country imports of fibre, yarn and fabric must and will be
an important source of increased use of man-made fibrein the region.

What of the regiond market for clothing? Current data on textile and garment imports for
some countries in the region is difficult to get. The data that is avalable, however, indicate
that most countries get most of their imports from outsde SADC. Seventy-nine percent of
cothing and 93% of textiles and fibre imported by SADC countries comes from outside the
region (Table 34). Thus, the region’'s manufacturers supply little of the regiond trade. A big
reason for the low leve of intraaSADC trade is the shortfal in fabric production, hence the
urgency to liberdize thistrade.

Other measures specific to the textile and clothing industries are dso necessary to
fadilitate theair growth.

daa gahering and dissamindtion for effective policy decisons and for efficent
purchasing, marketing, invesment promotion, technology diffuson;

internationaly compatible, regiond logidicad dandards for inter-industry  communi-
cation and labdling;

fadlitation of links between textile mills and smdl garment producers and between
large and smal garment producers, and

assistance to speed up the certification of AGOA visa systems.

Sophidticated logigtic techniques are important features of Quick-Response drategic
dliances. The criticd techniques are:

eectronic datainterchange (EDI), which isincreasingly done on the internet;
bar-coding of products and shipping cartons,
vendor managed inventory (Box 8).

These techniques reduce order cycle times and reduce inventory levels, thereby reducing
costs and merchandising risk (Box 7).

EDI and bar-coding on products and cartons require a regional standards organisation that
has the legd authority to set inter-industry legd sandards among SADC manufacturers,
wholesders and retalers in the gament supply chain that are compatible with internationa
dandards. This is especidly urgent as export customers will demand that SADC suppliers use
the techniques. Anticipating this, SADC suppliers should begin to implement and use them
for intraa SADC trade. In this way, they will gain experience, iron out the bugs, and even be in
apogtion to offer advanced logigtica services proactively.

Vendor Managed Inventory (VMI) is among the most sophisticated methods for inventory
management used in the consumer-products industry. Implementation requires trust and
intense cooperation among supplierss and customers. EDI, bar-coding, and compatible
computer systems are dso required. VMI is conddered the ultimate god of a drategic
dliance as it provides the most efficient supply chain possble. Implementing VMI provides
huge benefits through lower inventory codts, fewer price markdowns, higher sdes, and
increased profits (Box 5).

Information and research are dso needed. Producers, especidly those with yet little
experience in international markets, need to know about markets for inputs, potentia
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customers, and rdiable sdes agents; and potentia investors require information about
ingdled capabilities and product ranges and qudities within the region. Gahering and
avaling such information should be done within a framework for promotion, on a regiond
scde, of both investment and exports. For such, we advocate the cregtion of SADC Inc.
under the joint auspices of SADC and the Association of SADC Chambers of Commerce and
Industry. Besides the dissemination of information, SADC Inc. would promote the formation
of drategic dliances between producers and large retail chains and advocate this as a mgor
technique for cutting cods, speeding up delivery, and increesing the pipdines respondve-
ness to customer needs—in short, a technique for world-class competition.

Conclusions

SADC countries must mobilize their resources and dreamline their  bureaucratic
procedures to take advantage of huge opportunities offered—temporarily!—in European and
North American markets. The European Union has long been taiff- and quota-free for
AfricanCaribbean-Pecific countries;, and, as of October 2000, the African Growth and
Opportunity Act (AGOA) made the huge market for clothing in the United States duty- and
quota-free for sub-Saharan African countries fulfilling certain politica, legd and economic
conditions” Mearwhile Asan and other highly productive manufacturers will siill be
resrained by quotas, but only till January 2005. Freed of quotas, they will then assal the
northern markets and displace uncompetitive suppliers that had hitherto survived by the grace
of quota preferences. And then, in 2008, even the tariff preferences under AGOA end. If not
competitive by then, African manufacturers will enter a criss as they are beaten out of that
market.

This preferentid phase-out of tariffs and quotas thus offers SADC countries an higoricaly
unique opportunity to rapidly develop ther textile and garment indudries. But the offer
comes with a threat: grow fast and learn to be competitive now or lose your markets and,
hence, your factories. Go globa or withdraw, difled in a smdl protected market! Is there a
choice?

Vecillation chooses. So does boldness. If bold, SADC will seize the opportunity while it
lasts and, in a swift sroke, diminate the tariffs and many other adminidrative bariers that
dill hamper manufecturers who dedre to st up drategic dliances to create highly
competitive Quick-Response supply pipeines from fibre to clothing and from there to the
retaler. It will dso mohilize private initigtives for more efficient purchasing, the creation of
efficient pipdines, and better internationd maketing. Many inefficiencies and  inequities
ensue, however, from attempts to regulate the trade in yarn and fabric. To remove these,
SADC a a community (or, less idedly, esch country by itsdf) should adopt Mauritius
successftul modd: the abolition of dl intra-SADC and external M ost-Favoured-Nation
(MFN) tariffs and value-added taxes on equipment, spare parts, and raw materias used by
the textile and clothing indugtries SADC should adopt a policy that regional is local
implying the diminaion of dl inraSADC bariers to trade in fibre, yan, fabric and
clothing. Under this proposal, only clothing would keep the MFN tariffs and, hence, remain
protected against imports from outsde SADC.

With one blow, these reforms would diminate many buresucrdic inefficiencies, eg., the
need for pre-shipment ingpection, the ddays and demurrege charges incurred while clearing

" AGOA is particularly important because, by insisting that the fabric used in the clothing must be produced
in the U.S. or in AGOA -€eligible countries, it will press investorsto create supply chainsincluding abigincrease
in regional textile production.
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goods through customs, and the need for bonded warehouses® This would fadilitate efficient
srategic aliances for supply pipelines serving both the intra SADC® and externd markets,
thus smultaneoudy enhancing import subdtitution, economies of scae, specidization, and
better management processes. This reduces costs and improves qudity and, thereby, assdts
export promotion, which brings further gans in efficdency. Invetment promotion centres
throughout the region should aso be converted into true one-stop-shops. In the end, with an
easy fiscd policy and, hence, fast customs clearances plus a limited but guaranteed right to
choose managers and technicians, investors would recelve a clear message: welcome! And
those desiring to set up strategic aliances would be unencumbered by the present barriers.

Redrictions on intra SADC trade inhibit efficient regiona pipdines from usng the
region’s excess cotton to replace ex-SADC imports of textiles and garments.® Insistence on
double-trandformation rules is an impediment to regional growth. Indeed, regiond free trade
is a precondition for the credtion of efficient supply chains, which is one of SADC's key
objectives. If achieving world-class compstition is indeed the god, the inward looking,
defensve development mode must be abandoned. If SADC countries—especidly the
regiond powerhouse, South Africa—ocontinue protecting inefficient and uncompetitive textile
and garment factories, everyone, including the more progressve and successful producers
will suffer.

Which path to choose? Will SADC countries adopt policies permitting them to seize the
opportunities now offered? Or, will they continue to indst on smdl advantages over esch
other in ther tiny intend markets protected by tariff barriers and bureaucracy, which
together hamper the edablishment of highly efficdent drategic dliances for supply pipdines
from fibre to cloth and onward to the consumer?

Will we, in our myopia, let the opportunity pass by? Or, shal ours be agloba vison?

Recommendations: A Synopsis

The role of government should be to facilitate private-sector efforts by: diminating
barriers to trade, amending laws to amplify goprovad for the movement of people and capitd
among countries in the region, edablishing consgent policies for invesment and regulation
that will encourage investment; and providing the seeds for the development of training,
technology and marketing where the private sector either does not have the resources or is
unable to co-ordinate these devel opments themsalves.

8 Short of eliminati ng MFN tariffs on inputs, the countries with yet no provisions for export processing zones
or their equivalent should adopt the necessary enabling legislation, a still awkward second-best solution.

® In some cases, alliance partners may prefer to gain experience using Quick-Response techniques in the
intra-SADC market and later expand to into external markets using these techniques.

10 Though Zimbabwe is not AGOA -eligible, Lesotho, as a lesser developed country, may import Zimbabwe
fabric to make AGOA -eligible garments. But Lesotho may not import fabric duty-free from Zimbabwe to make
garments for the SACU markets (principally South Africa). If there were no restrictions on using the fabric in
Lesotho, Zimbabwe fabric manufacturers would be able to increase the volume of production and thus lower
costs through economies of scale. If Lesotho garment manufacturers could use the Zimbabwe fabric, already the
cheapest in the region, they could produce better priced garments for the South African market. This would
lower prices for South African consumers, increase the volume of retail sales (75% of the value-added going to
local retailers and wholesalers), and create many more jobs than whatever is lost in South Africa’s capital
intensive textile industry as a result of fabric imports from Zimbabwe. Furthermore, Lesotho and Zimbabwe
manufacturers would have the opportunity to start developing Quick Response-based strategic alliances with
South African garment merchants and retailers, thus improving the competitiveness of that supply chain and
stimulating afurther demand response.
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Besdes the obvious recommendations for the maintenance of dable nationd macro-
economic environment and for efforts by SADC to speed up the gpprovd of nationd visa
systems under AGOA, we recormmend:*

Policy and Regulatory Framework

Snce many textile mills have become internaiondly competitive as manifesed by thar
dready large exports, the remaning mills would benefit from increased competitive pressures
to either improve ther productivity or sdl out to others possessing the know-how and
resources to do s0. The time has come for the mills to target, directly or indirectly, large
externd markets especidly in Europe and America SADC member states should, therefore,
immediatdy eliminate all tariffs on intra-SADC and external trade in raw materids,
accessories, productive equipment, and spare parts used in the textile and clothing indudtries,
thus only mantaning protection for dothing menufacturers. Fibre, yarn and fabric would,
therefore, be totdly liberalized; and garments, subject to a single transformation rule of
origin to be exempt from tariffs within SADC. Thus, the effective rate of protection would be
drengthened againgt garments made outside SADC but dashed to zero for tose made within
the region. Doing this would dress that regional-is-local, a policy that dl SADC member
governments should officidly adopt. This would encourage the development of drategic
dliances among manufacturers and retailersin the region.

To encourage swift growth of the textile and clothing industries, corporate profits taxes on
these industries should be reduced to not more than 15% on profits for factories not operating
within an export processing zone. In a growing industry, the decrease in tax revenues would
be quickly offset by growing revenues from profits taxes and vaue-added taxes on activities
dimulated by the multiplier effects of the spending engendered by the different beneficiaries
of the growth in these indudtries.

These tax reductions will aso enable SADC countries to abolish pre-shipment inspection
on the above goods and reduce the frequency of customs inspections at the ports and interior
frontiers for such goods and the consequent delays and expenditures for warehousing of
goods awaiting release by the customs authorities. This will dash and make more predictable
the trangt time for raw materids to reach factories, a critical consderaion given the stress
internationa clients put on timely ddliveries.

Pending adoption of the above liberdized regime, SACU should grant much enhanced
textilie and cdothing quotass—wel above capacity levels—for MMTZ countries so as to
greatly encourage invesment and production in those countries till such time as intraa SADC
tariffs on textiles and clothing are abolished.

Since EPZ factories are often some of the most efficient in the region, SADC should
explicitly deem them to be within the geographic area covered by the Trade Protocol adbet as
a specia category. As such, these factories and others operating under schemes privileging
export-oriented manufacturing would be dlowed to sdl within the region up to 20% of ther
output and benefit from SADC's concessonay tariffs so long as (i) they pay duties to the
SADC country of origin on the imported inputs used therein; (ii) they pay profits taxes on the
portion of their sdes made within the region; and (iii) the products satisfy the corresponding
rules of origin. The Member State where the factory is located would be respongble for
enforcing the 20% limit.

SADC Member Countries should aso:

1 Here, we only list the report’'s major recommendations. For the full list, see the section on
Recommendations on pages 110 to 117.
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diminae—on a experimentd bass—dl migratory bariers for high-leve technicians,
upervisory personnd, and managers in the textile and garment indusries who are
SADC-country citizens, and

inditute a 1% to 2% nationd training levy on the vaue of totd sdaries so as to create
traning funds to remburse employers for traning expenses, including for approved
training in other countries, with preference for those within SADC.

I nstitutional Reform

Since SADC needs to promote the entire region as an attractive destination for investment
while also encouraging advanced technicd and managerid traning for citizens of SADC
countries, SADC should encourage member dates to adopt regulations for expatriate labour
in such a way 0 as to advance both gods smultaneoudy: simulaion of invesment and
better training. Since the cumbersome, dow, impracticad and, sometimes, corrupt gpproval of
work permits is a serious deterrent to investment and the dficient operation of the textile and
clothing industries, SADC should encourage member dates to adopt quick and transparent
systems with minimal scope for bureaucratic discretion. To achieve both the above goals
with a dngle ingdrument, we recommend thet—on a pilot basis for the textile and clothing
indugtries—gtates abolish their paper-oriented, highly discretionary systems in favour of a
lagdy fee-based system where the funds so raised would be earmarked for industrid
traning channeled through the indudrid training levy fund in each country as recommended
above. As a guide for discusson, we suggest variants of the following sysem to be initidly
goplied only to the textile and clothing indudtries.

In accordance with the regional-is-local policy, expatricte managers, supervisors and
technicians from SADC countries would not be subject to quotas or fees though they
would reduce the dlowable numbers of non-SADC expatriates.

All companies would have the automatic right to hire expatriates up to 5% of ther
total workforce subject to the payment of afee.

Within the above quota, posts held by expatriates in new companies or expanded
fadlities of exiging companies would be exempt from the fee for four years. In the
fifth year, the number of fe-exempt expatriates would fdl to 4% and any posts above
that number up to the automatic quota of 5% would have to pay a substantid annud
fee (eg., $5,000) to encourage firms to train nationds and employ preferentidly
SADC ditizens. In the sxth year, the percentage of fee-exempt expariates would fall
to 3%; in the saventh to 2%; and in the eight year and beyond to 1%. To encourage
amdl firms, those with more than 10 and less than 50 employees would be dlowed to
employ one fee-exempt expatriate after the seventh year; and those with 51 to 200
employees, two. In dl cases, the focus would be on the time a post is hdd by an
expatriate, not on the time a paticular expatriae had been in service with the

company.

Countries will dso need to continue or drengthen ther efforts to reform ther customs
authorities in order to speed up the clearance of imports, reduce customs fraud, and increase
the predictability of the impact of tariff policy.

SADC should aso spearhead and co-ordinate lobbying activities to persuade the United
States to include Zimbabwe under AGOA dnce the indigibility of Zimbabwe under AGOA
denies the entire region a competitive hub for many supply pipdines. In this effort, the
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community should mohilize lobbies'>—retailers, buyers and garment merchants—who would
benefit from having Zimbabwe yan and faoric avalable for AGOA-digible gaments. As
pat of this effort, SADC should try to get the United States government to agree to specific
actions to be undertaken by Zimbabwe to make it AGOA-digible. Zimbabwe¥aas al other
SADC countries that do not yet have ther visa sysem in place¥ashould aso begin
immediately to negotiate with United States Trade Representative to get a visa system
approved and operationa as done by Mauritius even before AGOA was passed.

Marketing and | nformation

SADC needs SADC Inc. to ressarch and energetically promote synchronized multi-
country investment projects in the region. It would aso organize a Web-dte, perhaps in co-
operation with exiding information and research organs, to furnish manufecturers informa-
tion about reliable and competitive international and regiona suppliers and about potentia
customers and dependable, fair-priced sdes agents and their contacts. Perhaps as a joint
project of SADC and the Association of SADC Chambers of Commerce and Industry and
mgor regiond and international development banks plus development organizations such as
TIMSSA on the board of directorss SADC Inc. might initidly prioritize the textile and
gament indudtries, especidly conddering that the internationd juncture is highly propitious
for ther immediate development in the region. While SADC Inc. will initidly need srong
support and financid assstance from diverse sources including SADC itsdf, SADC Inc.
should be structured so as to give a dominant voice in its governance to the private-sector

participants.

Private-Sector | nitiatives

The biggest problem the textile and dothing sector in the region faces is a shortfdl in yarn
and woven fabric production. The public and private sectors must urgently focus atention on
increasing textile production in the region. For that, the key private-sector initiatives are:

implement gtrategic-dliance partnerships,

identify markets and their precise needs in terms of product, qudity, response, and
price;

sdect competitiveness drategies and implement necessary changes in business and
manufacturing processes and equipment;

deveop and implement regiona inter-industry linkage standards to support the use of
new logigics and computer and communications technology using the textile and
clothing industry as a pilat;

improve g&ff skills through regular formdl, training programs;

implement 1SO 9000 and improved quality-control procedures,

implement Quick- Response technologies; and

implement indudtriad engineering programs to reduce the time and cost to produce
garments.

The recommendations for the public sector are actions that will support and facilitate these
private-sector initiatives.

12 as done successfully by the Mauritius Export Processing Zone Authority on behalf of Madagascar






| ntroduction

Factories layered in dust and cobwebs, others in dire financid didtress usng 10% of ther
capacity or with workers laying on or undernesth thelr machines awaiting raw meaterids to be
rdleased by customs, others working a norma week but with outdated machines, poor
managerid sysems and little knowledge of internationd marketing; and yet others operating
a full cagpacity, udng advanced scientific motivationd and qudity-control methods and
exporting to highly demanding European and American cusomers — such is the panorama
of the textile and clothing indudtries in SADC.

This weakness, this drength must now be combined and mobilized to take advantage of
huge opportunities offered—temporarily!—in European and North American markets. The
European Union has long been taiff- and quota free for AfricanCaribbeanPacific countries,
and, as of October 2000, the African Growth and Opportunity Act (AGOA) made the huge
market for clothing in the United States duty- and quotafree for sub-Saharan African
countries  fulfilling certain political, legd and economic conditions. Meanwhile, Asan and
other highly productive manufacturers will ill be restrained by quotas, but only till January
2005. Freed of quotas, they will then assall the northern markets and displace uncompetitive
suppliers that had hitherto survived by the grace of quota preferences. And then, in 2008,
even the taiff preferences under AGOA end. If not competitive by then, African
manufacturers will enter a criss asthey are beaten out of that market.

This preferentid phase-out of tariffs and quotas thus offers SADC countries an historicaly
unique opportunity to rapidly develop their textile and garment industries. But the offer
comes with a threat: grow fast and learn to be competitive now or lose your markets and,
hence, your factories. Go globa or withdraw, difled in a smal protected market! |Is there a
choice?

Vacillatiion chooses. So does boldness. If bold, SADC will seize the opportunity while it
lasts and, in a swift sroke, diminate the tariffs and many other adminidrative barriers that
dill hamper manufacturers who desire to set up Quick-Response drategic aliances for supply
pipdines from fibre to dothing and from there to the retaller. It will dso mobilize private
initigtives for more efficient purchasing, the creation of efficent pipeines, and better
international marketing.

How? That is the subject of this report.

After presenting the internationd and regiond context in which the textile and dothing
industries operate, we examine the performance of and condraints on the factories visted and
evduate the impact of their macroeconomic, politica, inditutiond, and regulatory environ
ment. Next, we andyse their ability to increase production and supply linkages within the
region ad condder some inditutiond, informational and regulatory changes of specific
relevance for the textile and garment industries. After the conclusons, we offer recommen
dations, some to be implemented by SADC, others by individua countries.

M ethodology

During October through December 2000 and in February 2001, the project team
conducted factory vidts usng a sandardized questionnaire and interviewed key personnd in

13 For Mozambique, interviews were conducted in April and December 2000 and follow-up interviews were
donein May and June 2001. For Swaziland, the interviews were donein April 2001.
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the minigries of industry, investment promotion bureaux, customs authorities, chambers of
commerce, and industrid associations in dl 11 countries dgnatories to the SADC Trade
Protocol. The factory questionnaire was constructed to reved the practices and problems
associated with:

purchase and reception of inputs,
production

human resources

digtribution; and

marketing

in addition to the impact of the macroeconomic, politica, fiscd, regulatory and inditutiond
milieu. The interviews were conducted with the guidance of open and closed questions
though congderable discretion was given to the researchers to initiate ad hoc invedigations
of problems reveded during the interviews or factory vidts. The preparation of the present
report dso benefited from an extensve review of the literature and diverse satistica sources.
In total, the research teams vidted 104 functioning factories in the region. In some countries,
managers or owners of a few closed factories were dso interviewed, eg., in Mozambique,
Swaziland, Tanzania, and Zambia

Table 1. Number of functional factories visited

Botswana 6 South Africa 13
Lesotho 3 Swaziland 6
Madawi 10 Tanzania 11
Mauritius 11 Zambia 8
Mozambique 8 Zimbabwe 22
Namibia 6

Total 104

Global Trendsand New Market Opportunities
In the Textileand Clothing Industries

Worldwide, textiles were one of the earliest offshoots of the peasant economy; and industria
production of textiles and clothing condituted an engine of growth in early indudridization
and economic development, eg., in Japan in the early 1900s, in Hong Kong, Korea and
Chinese Taipe from 1950 to 1980, and in the Association of South East Asian countries and
China after 1980.

Textiles and clothing congtitute 9.1% of world trade in manufactured goods, and the sector
provides 142 million forma and informa jobs worldwide. Textiles and clothing trade is,
however, heavily concentrated among indudtrid countries with imports of the EU, U.S,
Japan, Canada and Switzerland accounting for 70% of the world tota. By contrast, imports
by developing countries (eg., China, Mexico, Korea, Hong Kong) amount to only 14% of the
world totd . **

¥ WTO International Trade Trends and Statistics 1997. Available a the WTO website
(www.wto.org/wto/archives).



SADC has, therefore, rightly prioritized the development of the textile and clothing sector
as an engine of indudrid devdopment, employment and linkages in the region. In many
cases, however, the rhetoric brought no action. Though successve Lomé and, now, Cotonou
Agreements granted market preferences to the African Caribbean-and-Pecific (ACP) Hates,
including dl of SADC except South Africa, only Mauritius and, recently, Madagascar have
capitalized much on the opportunity.

The renewed interest of the region for the textiles and clothing sector is coming a the
beginning of a decade promisng mgor changes in the internationa trade of these products
while the parameters of competitive advantages are being redefined by technologicd and
market trends. The textiles and clothing sector can ill be an important engine of growth, job
cregtion and foreign exchange eanings for the SADC region, however, the successful
development of the sector will depend on how wdl policymakers and indudtridists under-
gtand the forces shaping the market and are prepared to move fast to create the necessary
conditions for a coordinated fast track lift off.

It must be understood that:

The geogrephica digtribution of textiles and cothing production has been shifting due
to diverse pressures.

Technologica and supply-chain practices are redefining the conditions of comparative
and competitive advantages. (See the section Overview of the Garment Supply
Chain, page 14.)

The opening of markets after the find dimination of quotas (but not duties) in 2005
under the Agreement on Textiles and Clothing will foment baitles for market shares.

In order to comply with the World Trade Organization's (WTO) rules, the next round
of EU-ACP negotiations consequent to the Cotonou agreement will redefine the non
reciprocal preferentiad access to European market avalable to ACP countries for
decades under the successive Lomé conventions.

The Africa Growth and Opportunity Act extends new market access opportunities to
many ub-Ssharan countries, including adl of SADC except Zimbabwe, if certan
political conditiondities and other technical requirements are complied with.

Geographical Distribution of Production: The Impact of Market Practices,
Technological Changes and Structural Shifts

The geogrephicd didribution of production in the textile and clothing industries has changed
dramaticaly over the past 35 years and is fill evolving due to structural pressures.



Table 2. Developing and developed countries share of world export market (%)

Textile Appard
Developing Developed Developing Developed
1965 16.0 76.4 148 69.7
1975 17.6 74.6 320 545
1985 280 62.2 479 415
1990 39.0 59.1 56.4 413
1997 376 624 65.2 34.8

Sources: for 1965 to 1990, Murray (1995:68); for 1997, calculated from the Annual Statistical Report on U.S.
Imports of Textilesand Apparel, April 1997

Note: The percentages do not always add up to 100% because, for years, the Eastern European countries and the
newly industrializing countries were counted separately. This also explains why a change in one category is not
reflected precisely in the other.

From 1965 to 1990, the share of world production of textiles of developing countries has
increased from 16% to 39% while that of developed countries from 76.4% to 59.1%. In
goparel production, the share of developing countries increased greatly from 14.8% to 56.4%
while that of developed countries dropped from 69.7% to 41.3% (Murray 1995:68).

Fibre Production. Changes have occurred in the type and range of fibres used. Man-made
fibres have increased by 50% in terms of fibre consumption in the last 50 years. However,
man-made fibres account for only 45% of use in agppard, while cotton represents 53%
(AAMA 1998:11). Creation of man-made fibres has remained the doman of deveoped
countries given the leved of investment required in R&D, but part of the production has been
captured by the newly industridized countries speciadly the Asian ones.

Technological Change. Technologicd levd of devdopment in production and, as a
corollay, the level of labour intengty involved has been an important factor in this
geographicd shift. Labour-intendgve production of clothing has been relocating to low labour-
cost regions, while capita- and technology-intensve textile production remans largdy in
more developed countries.

Technologicd chage has been fa more dramatic in textile than in clothing production.
These changes concern both the replacement of manua with mechanized and automated
operations, as well as the increase of speed with which a particular processis carried out.

In 1975, atypica loom for fabric production could produce 8.3 square yards of fabrics per
loom hour, by 1997 loom productivity has gone up to 34.7 square yards per loom hour. High
capitd investment is required for such equipment.

Technologicd improvement in clothing production concern operations such as laying out
and cutting materid, which have undoubtedly brought sgnificant productivity gains. Limited
improvements have been achieved in sewing and assembly of garments, hence labour has
remained a critica input for these operations.

Product Diversity. The dynamics of the textile and dothing indugry is dso increasingly
subjected to product diverdty to suit customer needs or whet the customer’s appetite.
Frederick Abernathy et al. in their book, A Stitch in Time, refers to a survey carried out in
1992 by the Harvard Center for Textiles and Appard Research which showed that, by
volume, fashion items represented 28% of the American market, fashion-badc items (variants
of badc items with some incluson of fashion ements) 27%, and basic items 45%. Although
the percentages may differ in the other main markets of Europe and Japan, basic items remain



the mgjor part of the markets though fashion and fashion-basic items™ play an important part
and have mgor implications for the capacity of producers to respond to the pace of change in
demand in shapes, colours, and fabric types. Just-intime ddivery, zero defects, and the
capacity of producers to respond to quick changes in demand become highly important, the
more S0 in fashion items where orders are placed once for a season and shdf life is short.

Changes in Retailing Practices. All the above changes have dtered the way textile
producers, appard producers, importers, and retailers relate to each other. In the supply chain,
changes in retal management are imposing new conditions on production planning, sourcing
drategies, and delivery time. The need to reduce the cogt of mantaining large socks of a
wide variety of items, and the use of information technology with bar coding and scanning
dlowing for red time point-of-sde information on replenishment needs have imposed new
terms of competitiveness onto producers and shifted responghbilities to them which require
additional investment in information technology. For example, European clients demand that
the factories in Mauritius attach retall price tags and place the garments on hangers in the
containers ready to go direct to the retail outlet. This requires apparel producers to invest in
technology for packaging and |abelling and affects the end buyers choice of suppliers.

As a rexult of lean retaling practices, the exigencies of short-cycle production and fast
time-to-market, new regiond production zones are emerging—i.e, United States-Mexico-
Caribbean Basin, Western Europe-Eastern Europe-Mediterranean-North Africa, and Japan
Southeast Asa—which combine developed markets with developing areas of production. For
example, though four Asan suppliers—Ching, Hong Kong, Tawan and Korea—represented,
in value terms, 38% of the U.S. imports in 1991, their share dropped to 16% by 1997. On the
other hand, Mexico increased its share from about 4% in 1991 to 11% in 1997. The
Caribbean Basin countries congtituted 15.8% in 1997.1°

Compstition in clothing production today is much more than a smple matter of price and
cod: it involves the ability to respond efficiently to frequent shifts in the supply chain and to
dringent demands imposed by customers often arisng from new retaling practices and the
consumers changed preferences. Compstitiveness, therefore, involves the efficient manage-
ment of both production and logistics. While comparative labour cost remains important, the
imperatives of production planning and ddivery time deriving from retaling practices in
theman makets may be <hifting comparative advantages among developing countries
themselves.

Substantial Change in International Markets during the Present Decade

During the course of this present decade, various events will dter the textile and clothing
internationa markets:

the phase-out of the Multifibre Agreement/Agreement on Textiles and Clothing by
2005;

the negotiation under the Cotonou Agreement of new development partnership
between the European Union and the ACP countries, with Economic Partnership
Agreements (EPAS) being the favoured option of the EU;

15 Fashion basic items are typically variants on a basic item but containing some fashion element (such as
stonewashed jeans or khaki pants with pleats).

8 These figures are derived from the U.S. Department of Commerce census—Source: Www.census.gov/
foreign-trade/www/stati stics.html#products
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the gradud mutua opening of markets between South Africa and the European Union
under the EU- South Africa Trade Development and Cooperation Agreement;

the opening of the North American market with the African Growth and Opportunity
Act (AGOA); and

the implementation of the SADC Trade Protocol and the continued negotiation for an
agreement on textiles and clothing as part of the protocol.

These events present both opportunities and threats for the development of a textile and
clothing sector for the SADC region.

Multi-Fibre Agreement

Market opportunities need to be evduated againg the long history of redtraint in textiles
and dothing trade: the bilaterd voluntary agreements of the 1950s; the forma arrangements
for cotton textiles from 1961 to 1973; the Multifibre Arrangement from 1974 to 1994; and the
key provisons of the Agreement on Textiles and Clothing (ATC). Textiles remain one of the
hardest-fought issues in the Generd Agreement on Trade and Tariffs (GATT) and the WTO.
In the run-up to the 1996 Singapore Ministerid Conference (SMC), textiles again became a
focus of attention for many members.

The principa objective of the ATC is to integrate the textiles and clothing sector into
GATT. Accordingly:

Quotas are to be phased out in four tranches over a 10-year period (1/1/1995;
1/1/1998; 1/1/2002; 1/1/2005), encompassing 16%, 17%, 18% and 49% of imports of
al specified textile and clothing products based on the volumes of 1990.

Products not liberdized but under quota or otherwise resrained will have ther growth
rates increased during the first three steps of the phase-out period by 16%, 25% and

27% respectively.

Each of the four groups into which the spectrum of textile products had been broken
down (i.e, topslyarns, fabrics, made-ups, and clothing) must be included in each of
the liberdization tranches during the 10-year period.

Under the ATC, textiles and clothing will be fully integrated into the GATT by the year
2005. Most developed countries, however, have scheduled the removal of quotas and tariffs
for the bulk of commercidly meaningful items towards the very end of the phase-out period.

Will internationa trade in textiles and clothing redly be free after 2005?

The phasing out of MFA/ATC will mean tha markets will be free from quotas, but tariffs
will remain. Furthermore, producers and exporters need to keep in mind that there may be
non-tariff barriers such as eco-labelling, socid clause, and code of conduct conditiondlities.

The opening of markets during the MFA phase-out is pregnant with opportunities and
threets. For SADC countries, the implications are:

increased competition in preferentid markets such as the European Union under the
EU-ACP agreements due to the lowering of barriers to other developing and newly
indudtriadizing countries, and



increased pressure to open SADC' s protected markets to imports.

In other words, there will be sharper competition both to keep one's own market and
conquer market share in the target markets of developed countries.

EU Market and Cotonou Agreement

The European textiles and clothing industry represents over 110,000 enterprises (or about
10% of indugtrid companies in the EU, 90% of which are smdl and medium enterprises) and
directly employs over 2.3 million people. Its tota turnover exceeds € 200bn a year. The EU is
the world's second largest exporter of textiles and clothing products (€ 34.8bn in 1999, up
19% from 1995) and is the world's largest exporter of textiles (€ 20.3bn in 1999)" The EU
is the world's largest importer of textiles and clothing products. In 1999, such imports were
vaued a€ 59.3 hillion. Indeed, they account for haf of the EU’'s totd consumption of
textiles and clothing and grew by 31% between 1995 and 1999.

Despite the exigence of quotas on the imports from 21 countries, of which 14 are WTO
members, the EU market for textiles and clothing products is, overal, rather open. The EU
has no quotas on textiles and clothing imports from the least developed countries. In addition,
these countries, induding large garment suppliers such as Bangladesh, usudly benefit from
zero duties due to preferences under the Generdized System of Preferences (GSP), the
L omé/Cotonou Convention, or, recently the Everything-But- Arms Amendment.*®

In 1999, roughly 44% of the EU’s imports in textiles and clothing products were duty free.
For 46% of the imports, a GSP reduction of 15% of the most favoured nation tariff rate was
applied.®® For those who have to pay them, the EU'’s tariffs are low for raw materias (0.7%)
but rise progressvely from 5.3% for yarns and fibres, to 6.3% for fabrics, and 11.9% for
clothizrég, the latter representing more than 30% protection for the vaue added of the process
itsdf.

The Lomé&Cotonou Convention continues to offer ACP dtates better market access than
the EU's GSP. On average, in 2000, the preferentid margin between the two tariff rates was
1.6% for manufactured goods and 6.8% for textiles. However, the ACP/EU trade concessions
into the EU market violate GATT Article 1 on Most Favoured Nation Status to the detriment
of other developing country exporters, as evidenced in the recent banana dispute between the
EU and the U.S. The current WTO waiver for Lomé IV expired on February 29, 2000,
placing the Millennium Round and the ACP trading privileges on a collison course,

The Cotonou agreement, successor to Lomeé 1V, dipulates that the ACP states and the EU
will negotiate and conclude, by 2008 a the latest, new WTO compliant arrangements
between themsdlves. In 2004, an evauation will be made of those countries that have decided
that they are unable to negotiate partnership agreements. The EU would then study dterna-
tives in order to offer those countries a trade framework equivaent to their existing Stuation
but in a form compliant with WTO rules. The EU prefers, however, to replace the present
bilateral regimes by free trade agreements with regiona groupings. Such trade agreements

17 Background Note 2 Report on Market Access European Commission Directorate-General for Trade
Directorate D-Sectoral trade questions, market access negotiation and management of textile agreements;
12/7/2000

18 The Everything-But-Arms Amendment to the EU’s Generalised Scheme of Preferences eliminates duties
and quotas for essentially al products imported from the world's 48 poorest countries, as of 5 March 2001,
though “the full liberalisation of sugar, rice and bananas will be phased in during a transition period” (European
Commission 2001). Since, under the Lomé and Cotonou agreements, all SADC countries except South Africa
have long been able to export textiles and clothing free of duty and quotas to the EU, the amendment does not
increase the benefits for these industries within SADC.

19 idem.

20 Trade in Goods. The Textile Sector. Legislation, Reports and Texts in http:/europa.eu.int/comm/ trade.
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are cdled Economic Partnership Agreements (EPAS), a proposa resisted by ACP countries.
In generd, studies’’ on the African sub-regions point out that the traditiond benefits of the
EPAs would be less for LDCs than for non-LDCs. The crucid implication of EPA will be the
replacement of nonreciproca access under EU-ACP agreements by reciproca, dbeit
asymmetrica access, as evidenced by the EU-South Africa precedent.

Reciprocity will, in due course, imply having developed an industry competitive enough to
be able to keep its own home market. The industry, and particularly small garment producers
are dready hurt by imports of second-hand clothing from Europe by merchants or ad organi-
zations. In 1998, the European Community exported 515,800 tonnes of second-hand dothing
worth 486 million euros (Hyvarinen 2001).

Textiles and clothing ae the only manufactured products accounting for a sgnificant
share of ACP exports, and they increased in volume by nearly 70% from 1988 to 1997.

The opening of the European market as a consequence of the phasng out of the
MFA/ATC will undoubtedly signify an eroson of the preferential access of ACP textiles and
cothing. Although the preferentid margin for textiles and dothing will reman ggnificant
over GSP, SADC countries, which have traditionaly benefited from preferences under EU-
ACP agreements, will face tough competition from other developing countries exporters of
textiles and dothing which have dready built strong competitive advantages, and which have
advantages of proximity.

The other factor which has an impact on exports to the European market is the introduc-
tion of the euro as currency. The impact will on the one hand depend on how much the sector
IS dependent on raw materids imported from outsde the region, such imports being generdly
paid for in U.S. ddllars, and on the other hand the relative exchange rate between the dollar
and the euro. The Mauritian clothing industry exporters whose market is mainly Europe have
been serioudy adversdy affected by this factor in the last two years. This dso points to the
fact that countries having a more integrated sector will have afurther competitive edge.

Notwithstanding dl the above trends indicating that access to the European market, which
is one of the largest, will be highly competitive in generd categories of garments, African
countries have one niche maket which needs to be serioudy consdered in the sector
drategy: it is that of demand for ethnic, handcrafted items, particularly strong in the growing
home-products sector (Biggs et al. 1996).

With the loss of market share of European producers in their own market compounded by
pressure to further open up its market, the European Union views exports to third countries as
a drategic instrument for the European textile and clothing sector.?? This srategy is being
goplied in the EU’'s negotiations for free-trade-area agreements such as the South Africa- EU
Trade, Development and Cooperation Agreement. The same concerns underlie the EU-ACP
negotiations for a new partnership.

EU-South Africa Free Trade Area

The EU-South Africa Trade, Development and Cooperation Agreement is a comprehensive
trade, aid and cooperation agreement governed by WTO rules on Free Trade Agreements
(FTA). The agreement requires the removad of customs duties on “subgtantidly” al trade
over a maximum period of 12 years. The agreement provides for the EU to remove duties on

21 BU-ACP Negotiations. Commission Staff Working Paper for Negotiation Group 3: Economic and trade
cooperation. Synthesis of the studies of the impact of the EU’s REPA proposal on ACP sub regions. Seven
studies were commissioned to evaluate the impact of REPA. The one concerning SADC was carried out by
IMANI Development.

22 The Impact of International Developments on the Community's Textile and Clothing Sector,
Communication from the Commission to the Council, the European Parliament, the Economic and Social
Committee and the Committee of the Regions, 6/10/1995
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imports from South Africa on approximately 95% of its tariff lines over a period of 10 years
from implementation (1 January 2000). In return, South Africa will be required to remove
duties on around 86% of its imports from the EU over a period of up to 12 years in a few
cases. However, South Africa’s tariff cuts will mainly occur in the second haf of the 12-year
trangtion period, i.e, between 2006 and 2012. This will give the South African government
more manoeuvring space to protect and nurture sectors like textiles and clothing. Whereas
tariffs for SADC countries would fdl to zero by year 7, for the EU, this would be achieved
between year 8 and year 12.

Like any preferential trade agreement, the EU-South Africa Trade, Development and
Cooperation Agreement contains detailed rules of origin. The rules of origin contained in the
agreement are very similar to those applied by the EU to mogt of its preferentid partners,
however, some important differences have been talor-made in the EU-South Africa
agreement, namely, in terms of the cumulation of origin. These provide for:

Diagonal Cumulation: Goods usng materia from other ACP countries are aso
defined as originating in South Africa, provided the vaue added in South Africa
exceeds the value of the ACP materids.

Full Cumulation: This applies to members of the Southern African Customs Union
(SACU). Here products are defined as being of South African origin if the find dage
of processing is undertaken in the country, regardless of the value added.

Africa Growth and Opportunity Act

The Africa Growth and Opportunity Act (AGOA) is a nonreciprocd unilaeraly
determined trade regime offered by the USA to Sub Saharan countries®® AGOA, which is
part of the Trade and Development Act 2000, opens the U.S market for exports with
preferentiad access for a period of eght years ending 2008. AGOA being a unilaterd
declaration of preferences, and the U.S Presdent having the right to determine import
sengtivity of products, its renewa beyond 2008 remains subjected to circumstances that will
prevall at that time.

To benefit from the quota-free and duty-free preferentiad access to the U.S market, sub-
Sahaan African countries mugt fulfil two conditions under AGOA. The firg is palitical,
mandating that countries must meet political, human and work rights criteria  Additiondly,
countries cannot engage in activities that undermine U.S. national security or foreign policy
interests Certan governments unofficidly express serious concerns about the potentid use
of this condition for geopolitical reasons, under the pressure of certain economic interests, or
be used for am twidting in future WTO negotiations. The second is legal and bureaucratic,
requiring countries to put in place a customs visa sysgem officidly gpproved by the U.S
customs authorities to address trans-shipment risks and to guarantee compliance with the
rules of origin and ensuing documentation.

AGOA'’s rules of origin are far more dringent than those of EU-ACP agreements. AGOA
provides that, with certain very specific exceptions, to benefit from the quota-free and duty-
free access, gppard assembled in sub-Saharan Africa must be from fabric wholly formed in
sub- Saharan Africafrom U.S. or sub- Saharan African yarn.

Under the rules of origin, African LDCs are given a very short period ending September
2004, during which appard produced from fabrics imported from anywhere in the world

23 The technical details regarding AGOA are dealt with comprehensively in Annex 1. Here, we highlight the
macroeconomic aspects of this new trade regime.
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would be digible for the duty-free, quota-free preferential access. Not being LDCs,
Botswana, Mauritius, and South Africa do not benefit from thisfacility.

Although conddered as a handicap by some, the yarnforward rule of origin should, in
fact, be regarded as an opportunity for African countries to engage in the beneficiation of
their cotton and, therefore, develop the industrid base in this sector.

There is, however, a quota on the use of the duty-free benefit to the U.S market. The quota
is capped in the firgt year to 1.5% of the totd vaue of al appard imports into the U.S. This
cap will increase annudly up to 3.5% a the end of year eight. The cumulative vaue of duty-
free exports guaranteed is thus estimated at $15 billion over the eight years of AGOA.

As happened with the Lomé agreements, AGOA provides an opportunity to promote
investment particulaly for Adan indudridiss to invest in the region for the production of
textile fibres, faorics and clothing, usng quota free and duty free access to the American
market from Africa as the strongest incentive.

SADC Trade Protocol’ s Textiles and Clothing Provisions

The SADC Trade Protocol was supposed to be operational by 1 September 2000 but technical
and adminigrative problems 4ill had to be solved. In some countries like Zimbabwe,
its operationalization has been postponed until a later date. Negotiations are continuing about
some topics such as the consolidated text on the rules of origin, the dispute-settlement
mechanism, the sugar- cooperation agreement, and the textiles and clothing agreement.

Trade liberdization for textile and clothing products in the context of the SADC Trade
Protocol has been most controversid; and its implementation is gill being negotiated among
Member States. The reason for this is the paramount importance the sector has for dl SADC
Member States in terms of indudridization, employment, foreign-exchange earnings, and
budgetary revenues.

The opening up of the U.S. market for SADC exports of textile and clothing products
under AGOA, in force since late 2000, has brought new urgency for textiles and clothing
trade liberdization within SADC. Only through a bold trade dispensation within SADC can
member dates provide the most conducive environment to overcome supply-sSde congraints
and deveop aufficient competitiveness to benefit fully from the AGOA opportunity. Intra
SADC trade liberdization and AGOA complement each other in the case of textiles and
clothing, the sngle most important sector that can derive mgor and fast benefits from
AGOA. The specid preferences provided by AGOA to SADC's LDCs expire in September
2004. This imposes great urgency to agree on trade liberdization within SADC and on a
regiond drategy for textile and clothing products, if the risk of losing the benefits provided
by AGOA isto be averted.

Under the SACU-MMTZ arangement, SACU agrees to grant the textile and clothing
exports from the SADC countries of Madawi, Mozambique, Tanzania and Zambia (MMTZ)
access to the SACU market, within quota levels, a zero tariffs. Within the quotas, MMTZ
exports are granted an exemption till 2005 from the two-stage transformation requirement.

SACU made the duty-free trestment of MMTZ exports into SACU under the MMTZ
arangement conditiond on MMTZ countries granting market access to gpecified exports
from Botswana, Lesotho, Namibia and Swaziland (BLNS) to MMTZ beyond that contained
in MMTZ countries differentiated offers to SADC (except South Africa). The MMTZ
countries and SACU agreed that the tariff treetment for textiles and clothing products within
quotas should be duty-free?* Unfortunatdly, it is undlear whether the parties agree on the
rules of origin governing textile and clothing trade under the SADC Trade Protocol. South
Africa has gazetted that SADC Trade Protocol preferences are granted for imports qudifying

24 record of 11" Meeting of Ministers, Lake Centurion, Pretoria, 19 March 2001, point 57, p. 20
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under the two-gtage transformation rule. MMTZ countries have been granted a waiver from
this requirement until 2005. However, it seems that non-SACU member states consider the
Rules of Origin as not yet agreed upon.

The quota limits proposed by SACU under the MMTZ arrangement and agpplicable from
2000 to 2005 are not accepted by the MMTZ countries. Mdawi, Mozambique and Zambia
made counterproposals and asked for annudly growing quotas. Furthermore, non-LDC
SACU countries will be digible for AGOA only if they source the necessary inputs from sub-
Saharan AGOA-dligible countries (including the MMTZ countries) tha have approved visa
systems (Annex 4, p. 126). However, the quota limits under the MMTZ arangement only
refer to products consumed in the SACU market and not re-exported directly or embodied in
an item subsequently exported from SACU.

“SADC intends to use the trade dispensation for textile and clothing products under the
SADC Trade Protocol to ensure an integraied supply chain—fibre-yarn-fabric-garments—
within SADC, thereby increesng the SADC Member States internationa competitiveness’
in this sector. But the quota levels under the SACU-MMTZ arrangement are so small as to be
incoherent with the goad of creating the foundetion for integrated supply chains for an
internationaly competitive textile and clothing sector in SADC (SADC 20014) (see
Arrangements under the SADC Trade Protocol: How Far an Advance? p. 76)

SACU has not conceded the request of Mauritius and Zimbabwe for access to its market
for manrmade fibres and fabrics on the bads of single transformation. However, SACU
agreed, in principle, to offer accelerated tariff reduction to the rest of SADC (thus, Mauritius
and Zimbabwe) for textiles and clothing exports fulfilling the double transformation rules of
origin. SACU dso indicated that the SACU-internd discusson on the posshility of accepting
s'ngleustg%e transformation for textiles and clothing products containing man-made fabrics is
ongoing.

South Africa dressed that dngle transformation for textile and clothing products must
reman redricted to the minimum and alowed only in such cases where a viable dternative is
not at hand, for te time beng, i.e, for the MMTZ countries. South Africa tries to judify this
by pointing out that the AGOA preferences are subject to a triple-transformation requirement,
with the exception of, as far as SADC countries are concerned, MMTZ, Lesotho, and Swazi-
land for whom single transformation is acceptable until September 2004 (Annex 4, p. 125).

Serious disagreements remain, moreover, between South Africa and some textile- or
dothing-producing SADC countries (notably Tanzania, Mauritius, Maawi, and Mozam
bique) over the rules of origin to be applied in the clothing and textile sectors. South Africa is
concerned that some SADC countries import their materials and components from Southeast
Ada and that, after a one-stage transformation, such products could be exported to South
Africa a the preferentid tariff rate accorded to SADC members. This could undermine South
Africa’s locd textile and clothing industry. For this reason, South Africa and the BLNS have
tabled a proposal a the June 1999 SADC Trade Negotiating Forum in Botswana that
products in this sector need to undergo a two-stage transformation to be considered a loca
product. In other words, raw materids need to be converted into textiles, and textiles into
clothing in a SADC country, before these may enter South Africa as goods originating from a
SADC country.

Textile and clothing products from the MMTZ countries need only undergo a single stage
trandformation to benefit from import tariff cuts by South Africa This, however, will only
last for three years, after which they will need to prove that at least 45% of the value of a
product has been added domestically.

25 ibid., points 68 and 69, p. 23
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Sub-Saharan Textiles and Clothing on the World Market

Africa has been a traditiona producer of cotton, however, it does not appear as a Sgnificant
processor of raw cotton into semi-finished and finished products. Indeed sub-Saharan Africa
accounts for less than 1% of world exports of textiles and clothing in 1995. Sub-Saharan
Africas exports grew by an annud average of 5.4% during 1990-95 to $1.7 billion, two-
thirds of which conssted of appard. Mauritius and South Africa together generated three-
fourths of those exports in 1995. The primary market for the region’s exports of textiles and
apparel has been the EU, accounting for just over one-haf of the totd in 1994. The United
States followed with just under one-fourth of the totd.

Of the sub-Saharan Africa countries currently competing in the globa market, South
Africa has the largest textile ad gppard sector ($2.0 hbillion), followed by Mauritius ($288
million), and Zimbabwe ($236 million). Mauritius stands out since the sector accounts for
45% of its manufacturing value added.

Mauritius has the most developed, export-oriented gppard industry in sub-Saharan Africa,
exporting quaity appard dl over the world. Sector imports from Mauritius by the U.S.
increased from $191 million in 1995, to $244.9 in 2000.® Mauritius was among the top ten
suppliers of T-shirts to the EU in 1999. The price competitiveness of Mauritian sector goods
has declined recently because of risng labour costs brought on by a tight labour market. As a
result, some Mauritian manufacturers have shifted part of their operations to neighbouring
Madagascar. Sector imports by the U.S. from Madagascar, which has a low-cogt, reatively
killed v%/7orkforce, rose from less than $1 million a year in the early 1990s to $109.9 million
in 2000.

U.S. textile and garment imports from South Africa have grown rapidly since 1991, when
the United States lifted the trade embargo imposed againg South Africa under the
Comprehensve Anti-Apatheid Act of 1986. Imports rose from $1.5 million in 1991 to
$175.5 million in 2000;*® the pre-embargo pesk was $55 million in 1985. South Africa is the
largest producer of textiles and clothing in sub-Saharan Africa, but it exports only a smal
share of its production.

Trade sanctions on South Africa encouraged its textile and clothing manufacturers to shift
export production to neighbouring Lesotho and Swazilad. As a result, Lesotho's exports of
textiles and cdothing to the U.S. increesed from negligible levels in the mid-1980s to $27
million in 1991 and $52 million in 1992. This surge led the U.S. to impose quotas. With the
impogtion of the quotas and the lifting of the U.S. trade embargo on South Africa, these
exports to the U.S. levelled off a dightly more than $60 million during 1994 and 1995 before
legping to $140 million in 2000. Swaziland's exports of textiles and gppare to the U.S. more
than (ngubled between 1991 and 1994, risng to $15 million, and reached $31.9 million in
2000.

Prior to the AGOA legidation, the U.S. International Trade Commission consdered “that
nine countries are consdered to have the potential to expand exports of sector goods to the
United States” of which Botswana, Mdawi, Mozambique, Tanzania, and Zambia are SADC
member countries®

Right from 1983, the nine member dates of Southern African Development Coordination
Conference (SADCC), the precursor of SADC, earmarked textiles as a key sector for the
region's industrial development. Twenty-one of 88 projects listed by SADCC concerned

zj U.S Trade and Investment with Sub Saharan Africa. http::// reportweb.usitc.gov/africa/by _country.jsp
Idem

28 | dem

291 dem

%0 |nv. No. 332-379, USITC Publication 3056, September 1997
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textiles, namdy polyester yarns, knitting projects, “powerlooms’, “wool and mohair” and
textile chemicals production.®*

In 1989, SADCC commissioned an intraregiond textile sudy focussng on how to
achieve regiond sdf-sufficiency. The report concluded inter alia that the optimizetion of the
textile industry’s resources could become a redity only if SADCC were to coordinate and
encourage efforts to increasse intra-regiond trade more than through mere bilaterd or trilaterd
trade agreements (Bureau Technique de Conselllers Industriels 1989).

The report was dso pessmigtic as to the regiond market itsdf, concluding that while the
region’s populaion will increase from 70.6 million in 1985 to 111.9 million in 2000, the fibre
consumption per capita will not increase from the 1.10 kg level of 1985. No data is avalable
to evauate this forecast. The region now includes Mauritius, Seychdles, Souh Africa, and
the Democratic Republic of the Congo, which it previoudy did not. Economic development
and risng income determines the Sze of market consumption for clothing and textiles. Thus,
the number of outerwear garments purchased in the United States increased from 14.3 to 28.7
per capita between 1967 and 1995. Estimates for China 1995 is two per capita (AAMA
1996:7). SADC region produced 807.9 million garments in 1999 (Table 5). South Africa and
Mauritius together produce 613.0 million or 76% of SADC's totd. With the population at
200 million in 1999, SADC's clothing producers dso have their own market as immediate

opportunity.

Conclusion

For the SADC textiles and clothing sector, the countdown is year 8 minus 1 with year 4
marking halftime! The year 2008 is a turning point for the EU-ACP agreement, the SADC
Trade Protocol, the EU-South Africa Free Trade Agreement, and AGOA. The phasing out of
the Multifibre Agreement and the Agreement on Textiles and Clothing in 2005 needs to be
followed carefully lest the developed countries atempt to reinforce nonttariff barriers for
access to ther markets. Under AGOA, 2004 brings the full application of the yarn-forward
rulefor al eigible exportersto the U.S. market.

Snce the American and European markets dwarf those in the SADC region, SADC
countries must adopt a globa vision, jettison protectionist barriers, and create a libera trade
regime conducive for globa competitiveness. Time, a collective drategic approach, action at
both nationd and regiona levels, and a commondity of purpose between the private and
public sectors are vitd if the region does not want to miss the emerging new opportunities
just like the ACP countries, except Mauritius, largely faled to penetrate the EU market
despite successive Lomé preferences.

31 SADCC Industrial Workshop proceedings, Harare Zimbabwe 10" and 11" January 1984
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Structure and Performance of the Textile and
Clothing Sector in SADC

The manufacturing and textile industries are important economic sectors in SADC capable
of being engines of growth as a result of the market opportunities discussed in the previous
section. To understand how these sectors can be developed we first present an overview of
the garment supply chain and some of the dgnificant changes that it has undergone that will
affect SADC suppliers. Following that, we review the current dae of the textile and clothing
indudries in the SADC region. This review includes the sze of various sub-sectors, current
capacity utilization, and the mgor condraints on cgpacity utilizetion. We then report on the
competitiveness of the indudries in the SADC member dates in terms of cod, ddivery and
qudity. Usng this data, we andyse which countries have competitive advantages in the
different sub-sectors of these indudtries.

Subsequent sections of this report discuss the strategies and actions both the public and the
private sectors should take to ensure the SADC textile and clothing sectors can be effective
competitors in the international marketplace.

Overview of the Garment Supply Chain

The textile and dothing indugtries are part of a pipdine that takes raw materids and delivers
finished gaments to consumes The pipdine is complex and multi-faceted; and
generdizations are difficult to make and often dangerous to use. In this section, we describe
the feetures of this pipdine tha are important for understanding the significance of the textile
and clothing industries in SADC and how these indudtries can compete in regiond and
international markets.

Figure 1: The garment delivery pipeline or supply chain®?

Raw Fibre Yarn Fabric Garments Wholesale
Materia [P —> — —» T and Retail
Distribution
Filament T ¢
> Yarn
Consumer

Apart from the changes in the internationd markets discussed in the previous section three
magor changes have occurred in the way garments are manufactured and distributed since the
end of World War 1I. These changes fave consequences for the SADC region as it expands
its reach into the internationa market place.

The firg change was a result of increesng competition as the shattered economies in
Europe and Asa began to rebuild after WW 1I. Garment manufacturers in the U.S. found

32 Raw cotton also has to be ginned to remove seeds and other material before the fibre can be processed.
Man-made fibres are made from chemical feedstock. Man-made staple fibre is similar to raw natural fibre and is
spun into yarn. Man-made filament yarn is not spun from fibre but manufactured directly into yarn. Filament
yarns are usually texturized or processed in some way before they are woven into fabrics.
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themsdves facing low cost competitors and, to compete, introduced industria engineering
techniques™ to lower labour costs and increase throughput. This process had started before
the war and was refined during the war in response to wartime production needs. Competitive
pressures, however, caused industrid engineering to redly take off and become one of the
main focuses of improvement in garment manufacturing until about 1980.

The second change was the shift in economic power in the supply chain from the
manufacturers to the retailers. The change resulted, in part, from the recognition that the most
important information in the supply chain is what consumers want to buy, when they want to
buy it, and what they are willing to pay. As the retalers are closest to the consumers, they
have the best access to that information. Changing consumer tastes make this information
even more vduable as garment supply chains need to target products a an increasingly
segmented market. Technologicd innovations have enadbled retallers to better understand
consumer demand and, as a result, indst their suppliers respond more specificaly and quickly
to these changing demands. The garment industry in the United States—no longer able to
compete on price or qudity—began to re-organize itsdf in the mid-1980s with a series of
drategies collectively known as Quick Response (Box 5, p. 82). These drategies created
supply chains that were more efficient and responsive to the consumer.

The third change was a dramatic increase in the speed a which textile products are
manufactured. New spinning and weaving technologies introduced in the '60s and '70s have
increesed average production speeds six fold. At the same time, qudity has dramaticdly
improved, and fabric defect rates under 5% are considered the norm—hdf of what was
accepted 30 years ago. Without these new technologies, a textile manufacturer cannot hope to
compete on price, ddivery, or quaity in the world market.

What are the consequences of these changes to SADC manufacturers? Whereas, over a 50-
year period, U.S. gament manufacturers gradudly adapted industrid engineering and later
made the trandtion to Quick Response, SADC garment makers will have to undergo a
double-transformation. To be competitive they will have to (i) introduce indudrid engi-
neering into ther factories and (ii) become Quick Response enabled, now. Whereas U.S.
textile manufacturers who had time to ingtal the new technologies as they were developed,
SADC textile manufacturers must legp into the new technologies, if they have not aready
done s, because mills with old equipment will not find amarket.

Nature of Textileand Gar ment Production

The garment supply chain is composed of digtinct production stages, each with unique
characteridtics affecting the ability of the industry in each country to respond to changes in
their markets as aresult of the new trading regimes. These characteridtics are:

energy usage

water usage

labour intensiveness

capita intensveness

lead timeto bring a new operation into production

33 The industrial engineering techniques most frequently used in the garment industry are work methods
improvements and time studies. Together these techniques apply detailed time and motion studies to reduce the
time taken for each operation.
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The different production stages show a large variation in these characterigtics (Table 3).
Thee characterigics are important in determining where market opportunities can be
developed and may indicate barriers that require public-sector initiatives and policy changes.

Table 3. Characteristics of textile and garment production stages

Energy Usage Water Usage L abour Capital Lead time
intensity I ntensity for new

production

Natural fibre preparation low little or none low low moderate
Man-made fibre production  moderateto high  moderate to high low high long

Yarn texturising moderate low low moderate moderate

Y arn spinning moderate little or none low moderate moderate

Yarn dyeing very high very high low high moderate
Fabric formation high moderate low high long
Fabric finishing very high very high low high long
Garment production low low high low short
Garment washing moderate high low moderate short

Significance of the Clothing and Textile Sectorsin the Region

Gaments are dways an important sector in any economy, especidly if ther digribution,
wholesding, and retaling are included. As discussed in the section on “Scope and
Limitations for Regiona Strategies to Increase Regiond Inter-industry Linkeges’, wholesae
and retail didribution represents around 75% of the value added in the garment supply chain;
and, with few exceptions nearly dl retal sdes are locd.®* This is important when
congdering policies to improve the sector; and we will come back to it when we discuss the
way forward.

The manufecture of textiles and garments crestes jobs and vaue-added too. In many
economies in the region, it is dso a mgor source of exports and foreign investment.
Unfortunately, the project team had difficulty gathering recent, comprehensve data on tota
output and employment in these indudries. This information is critical for rationd policy-
making and invetment decisons. The section on “Information’ discusses what needs to be
done to improve the availability of this data

For those countries from which recent (1999 or 1998) data is available, the Mauritian
textile and clothing sectors are by far the largest. In 1998, these sectors contributed 26% of its
totd GDP and represented 72% of manufacturing employment in 1999 (Table 4). These
sectors represent more than 10% of manufacturing employment in Tanzania, South Africa,
Zimbabwe and Botswana, and, in Lesotho, nearly 7% of GDP®® and 58% of exports. They
can play even larger roles in the regiona economy given the potentid for expanding exports
under AGOA and Lomé&Cotonou plus the potentid to expand intraa SADC trade under the
SADC Trade Protocol.

Mog textile and dothing manufacturing in the region is privady owned. Only four
countries— Madawi, Mozambique, Tanzania and Zambia—have any dgnificant public

34 As an example of non-local retail sales, many Swazi and Basotho buy their garments across the border in
South Africa. Another example is international catalogue orders, which currently are insignificant in the SADC
region.

% The Lesotho percentage includes footwear.
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ownership in these sectors. These countries are privatisng mogt of the remaning publicly
held firms, and none reported any plans for direct public investment in this sector. These are
aso the countries that have among the lowest capacity utilization and many idle plants (Table
2). These are dso the MMTZ countries. Semingly, SACU’s offer of specid access under the
SADC Trade Protocol (see section 4) for these countries should encourage investment to
complete the privatization of firms and revitaize the underused capacity.

Unfortunately, as discussed in the section on Supply Potentid of the SADC Textile and
Clothing Indudries, the quotas are pathetically small and will have little effect. Further-
more, the quotas do not, in some cases, represent the comparative advantages of each country
and, thus, ther potentid for increesng exports (see section on “Comparaive Advantages
within SADC:. Strengths and Weaknesses of the Supply Chain’.) For example, Zambia,
which has clear competitive advantages in textile production, has an annua quota for cotton
faoric of merdy 1,700 tonnes, which is less than the capacity of the currently idle Kafue
Textile Mills. Tanzania, which theoreticdly has a greater advantage in garment production
than textiles, has a quota of only 500,000 garments per year.

Table 4. Sgnificance of the textile and clothing sectorsin SADC

Textileand clothing sectors

Per cent of GDP Per cent of Per cent of total Significant public-
manufacturing exports sector owner ship
employment (value)
Mauritius 26 (1998 est.) 72 (1999) 65
Lesotho 6.9 n.a 58.3 (1998)
Botswana n.a 38 4 (1998)
Tanzania n.a 240 3 yes
Zimbabwe n.a 16.0 (1998) n.a
South Africa 29 145 n.a
Zambia 18 1.0(1997) 4(1997) yes
Swaziland n.a n.a 9
Mozambique 0.2 14(1999) 2.1 (1998) yes
Namibia n.a n.a <1
Malawi n.a n.a n.a yes

Source: Country Reports

Note: n.a. = data not available. Countries are listed in approximate order of the significance of the textile and
clothing sectors in their respective economies based on percent of manufacturing employment, or percent of
total export value. Comparative datafor Malawi is not available.

The Pipeline®

In 1999, the last year for which comprehensve data is available, the SADC region was a
net exporter of cotton fibre and a net importer of yarn and fabric. A shortfdl in man-made
fibre and filament-yarn production is met by imports of fibre, yarn, and fabric made from
these materids.

% The data for this section is for 1999 unless otherwise stated and was almost entirely taken from The SADC
Textile Markets: Executive Summary available on the TIMSSA web site www.timsaa.co.za, accessed on 22 June
2001.
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Fibre
Totd fibre production in the region was 560,500 tonnes comprising:

= cotton 300,000 tonnes
= wool and mohair 31,000 tonnes
= gthers, mainly man-made fibres 230,000 tonnes

Consumption of fibre was 436,700 tonnes of which cotton was 155,000 tonnes, implying a
net export of nearly 145,000 tonnes of cotton.®” Consumption of all other fibres was 281,700
tonnes againg a production of 261,000 tonnes implying a net import of nearly 22,000 tonnes,
the bulk of which are man-made fibres.

Yarn

Yan spinning consumed 243,000 tonnes of fibre to produce 225,000 tonnes of yarn.>®
Nonwoven fabric production (such as filters, carpets, nornrwoven blankets) consumed 60,000
tonnes. This leaves about 134,000 tonnes of fibre used for other purposes such as insulation,
mettress and bed filling, consumer products (eg., sanitary towelling and indudrid
goplications).

Fabric

Woven broadcloth fabric production consumed 125,500 tonnes of yarn. Another 70,000
tonnes of yarn was used for knit fabric production, most of which presumably was used for
gppard. The authors have no data on yarn imports into or exports from the region. Assuming
such imports are smdl,® the remaining 30,000 tonnes of yarn produced in the region was
used to make towes, blankets, carpets, narrow fabrics, packaging, cordage, netting, and
industria products such as tyre cords.

Totd woven fabric production was 600.5 million square metres (m?), of which 345 million
n? was gopard fabric. The remaining 2555 million m? was used to make bed linen,
furnishing fabrics and tarps and tenting. The average weight per square metre of all woven
fabric produced was, therefore, 209 grams. The average weight per square metre of dl fabric,
woven and knitted was 181 grams.*°

Garments

TIMSAA reported garment production by sub-sector and by country. The tota for SADC
was 807.9 million gaments (Table 5), but the totd for al sub-sectors was 780 million. As the
data by sector includes fabric consumption, we will use the 780 million figure. These 780
million garments consumed 1,130 million m? of fabric, broken down as follows:

= woven gppard fabric consumption 652 million m?
= circular and warp knit gpparel fabric consumption 477 million m?

37 Some cotton may have been stored for consumption in future years.

38y arn spinning wastes about 10% of the ginned cotton fibre, and about 5% of man-made fibre.

39 This may not, however, be a good assumption since Mauritius used 22,000 tonnes of yarn for circular
knits, aimost all of which wasimported.

0 Total knitted fabric consumption for garments was 477 million square metre equivalents, consuming
70,000 tonnes of yarn. Adding these figures to the 125,500 tonnes of yarn consumed to produce 600.5 million
square metres of woven broadcloth gives a total of 1,078 million square metres of fabric and 195,500 tonnes for
an average weight of 181 grams per square metre.
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The SADC region has a huge shortfall in woven fabric production for apparel. In 1999,
totd production was only 345 million m? agangt a consumption of 652 million n?, rexulting
in a shortfdl of 307 million m2! Since yarn production is, a best, baanced with weaving and
knitting demand, a large increase in production in the weaving and spinning sectors will be
required to enable the region to export more garments that, under AGOA, must be made
from regionally spun yarn and fabric or, under ACP/EU, from regionaly meade fabric.

In addition to the fabric-based garment indudtry, regiond manufacturers aso produce knit-
to-shgpe garments. A totd of 36.2 million sweaters were produced using 19,650 tonnes of
yan. For this, some fancy yans, particularly cashmere, are imported while much of the wool
and acrylic yarns are made locally. *

Table 5. SADC garment production by country, 1999

Country Million Country Million
units units

Angola neg. Swaziland 145
D.R. of Congo neg. Botswana 16.0
Seychelles neg. Maawi 27.5
Zambia 0.5 Lesotho 54.0
Namibia 15 Zimbabwe 61.5
Mozambique 9.4 Mauritius 149.5
Tanzania 10.0 South Africa 463.5
Total 807.9

Source: TIMSSA (2000) and, for Mozambique, Coughlin (2001:4)
Note: neg. = negligible

The other group of knit-to-shape products is hosery. Pantyhose production totalled 60
million pieces usng 1,200 tonnes of yarn. Sock production was 84 million pars usng 4,250
tonnes of yarn. Continuous filament nylon yarn is the main yan used in hodery production.
Thisyarn is produced mainly in the region.*?

No comprehensive data is avalable from publicly accessble sources on the totd garment
importsinto the region. Total employment in the garment sector in 1999 was 266,500+

Capacity

The 11 member dates in the SADC Trade Protocol have a wide variation in the sze and
dructure of their clothing and textile indudries. In nearly dl countries, production capacity
has been edtablished in response to specific trade arrangements. For example, Mauritius has
developed a successful garment industry based on its ability to sdl garments duty- and quota
free to the European Union under the Lomé agreement. Garment and textile operations in
countries such as South Africa, Zimbabwe, and Zambia were origindly established as import
subdtitution industries when trade embargoes or protective duties and trade regimes were in

1 For the production of knitted fabric, the only available data is in tonnes. Hence, we know the resulting
yarn consumption but cannot estimate the consumption of woven fabric for apparel in square metres without
making awild assumption about the average weight of fabric per garment.

42 Osman (2000:18) reported that, in 1997, capacity for nylon-filament-yarn production in South Africa was
20,000 tonnes per year; and local consumption was about 10,000 tonnes.

3 No comprehensive data on employment in the textile industry was available.
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place. Now, the chdlenge for the indudries in dl countries is to respond to opportunities
offered by the new trading regimes.

Only four countries in the region were able to provide data on production in their textile
and clothing sectors. In most cases, however, data on the export vaues are available though
the latest is for 1999 or sometimes only 1997. To caculate the capacity avalable for addi-
tiona export production we divide the existing export vaues by the current rate of capacity
utilization esimated by our survey.

The survey asked manufacturers for their current hours of operation. The assumed maxi-
mum hours of operation was 168 for the textile industry and 60 hours per week for the
garment industry. Current rate of capacity utilization for each firm was thus the current hours
of operation divided by the maximum. To obtan industry-wide estimates for capacity
utilizetion, rates for each firm were weighted by the percentage of tota employment they
accounted for in the sample of firms for that country. The manufacturers were also asked how
much more production they could achieve with the existing machinery and workforce if there
were abundant sdes orders and there were no difficulties in getting supplies, and how much
they could increase production usng the existing shifts and machinery if more labour were
avalable and dl the above condrants were removed. That raie of capacity utilization
adjused downward if the factory used less than the maximum number of hours is what this
report uses to calculate overal capacity in each country.
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Table 6. Exports-actual (1999) and potential capacity

Garment Manufacturing

Textile Manufacturing

Exports Production Capacity Potential Potential Exports Production Capacity Potential Potential
utilization exports production utilization exports production
(million $) (million $) (%) (million $) (million $) (million $) (million $) (%) (million $) (million $)
Tanzania 341 na 84 4.05 n.a 16.5 n.a 68 24.2 n.a
Mozambique 7.8 7.8. 67 n.a 11.7 n.a 55 32 n.a 17.3
Mauritius 1,097.0 na 83 1,322.0 n.a na 1,680.0 93 n.a 181.0
Zimbabwe 41.9 n.a 36 116.4 n.a 144.8 n.a 87 166.4 na
South Africa 1,020.0 n.a 77 1,325.0 n.a 2,600.0 n.a 64 4,063.0 n.a
Malawi 63 59
Lesotho 100.8 na 68 148.2 n.a 0.2 n.a n.a 0.2
Swaziland 64.5 n.a 73 88.4 n.a 25.4 n.a n.a n.a n.a
(1998)
Namibia n.a 41
Botswana 56.4 na 60 94.0 n.a 52 n.a n.a 52 na
Zambia 0.4 na 22 204 n.a 37.0 n.a 62 59.7 na
Total 2,384.5 7.8 3100.1 11.70 2831.1 173.5 4379.4 198.3

Source: the project’ s country studies
Note: As no data was available on capacity utilization for the textile industry in Lesotho and Botswana, it is assumed no capacity increase is possible. For these countries,
potential exports are set equal to actual exports.
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Even with the difficulties with the data, it is cdear tha substantid idle capacity for garment
and textile export production in the SADC region exigts. The tota reported garment exports
in 1999 equaled $2,384 million; and textile exports, $2,830 million. Adding the production
figures for those countries not reporting exports gives $2,392 million for gppard and $3,003
for textiles*® Using the estimated capacity utilization from the country studies, this could be
expanded, without additiond machinery, by about 30% to $3,112 million for garments and by
520 or about $4,578 million for textiles*® This is an increase, without additiond machinery,
of $718 million for gaments, and $1,575 million for textiles. To put this in perspective,
Africa exported garments worth $336 million to the United States in the firg sx months of
2000. Extrgpolating that for the full year would be $672 million (MUSBA 2000: 5). The
guota under AGOA for 2000/2001 is worth gpproximaey $902 million (Table 37). The
conclusons ae (i) the region does not have the sufficient unused capacity in currently
operating firms to increase garment production to quickly take full advantage of the increased
export opportunities under AGOA; and (ii) the region may have unused capacity in existing
textile firms to supply the incressed requirements for yarn and fabric to garment manu-
facturers based on the requirements for AGOA.*°

The agpparently large capacity for increasing textile production is extremely important for
AGOA, as two of the largest garment exporters in the region, Mauritius and South Africa,
and one important exporter, Botswana, immediately need yarn and fabric made in AGOA-
eigible countries having approved visa sysems (Annex 4, p. 126). All countries in the
region will need such yarn and fabric after September 2004 in order for thelr garment exports
to the U.S. to be duty-free. Since, as discussed in the section on The Pipeine, the region is a
large net importer of fabric, al the increase in new fabric and yarn production to meet the
AGOA-digihility requirements must come from new pinning, weaving, knitting and fabric
finishing capacity. Fortunaidy, much exira capacity exits but is currently ide in many
mothballed factories throughout the region and can be brought on-stream more quickly than
cregting new capacity from scratch. For example, in Zambia, Kafue Textiles has been closed
for five years and is awaiting privatization. When it was fully operationd, it produced 18
million metres of fabric per year*” Many other plants for both textiles and dothing are idle in
Mozambique, Maawi and Tanzania.

Although the spare capacity for garment production may not dlow the region to fully
exploit the trade benefits under AGOA, the good news is that the development of garment
capacity requires much less capital and shorter lead-times than yarn production.

Is this the right capacity? Can these factories produce what is needed, a the right price and
qudlity, and ddiver the goods when the customers want?

4 Mauritius is the major contributor to the additional textile production. Nearly all this fabric is used to
produce garments for export, so it is reasonable to include it in the estimates of exportable fabric production.
Mozambique is the only country for which garment production, not exports was reported. Mozambique's
production is only a small percentage of the total, and therefore, the assumption that production equals exports
will not significantly affect the calculations, nor the conclusions.

> To calculate the estimated potential capacity, we divided the export and production values by the reported
percent capacity utilization.

46 Another way of calculating this potential isto look at the total production of apparel fabric in the region,
which was 345 million square metres (see section on The Pipeling). If we assume this capacity can be increased
by 52%, this equals an additional 179 million square metres. Africa exported 77 million square metres
equivalents of garments to the U.S. in 1999 using African origin yarn and fabric. Combining this with the
potential increased production based on unused capacity gives a total of 256 million square metre equivalents,
which is slightly more than the AGOA quota for 2000/2001 of 246.5 million square metre equivalents (Table
36.)

47 interview with Kafue Textiles's managers, November 2000. Assuming an average width of 150cm, this is
27 million square metre equivalents.
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These quedions are much more important for the textile than the garment indudtry.
Gament operations are generdly far more flexible than textile operations. A garment factory
can, in many cases, switch the type of product it makes without much delay and with minima
capitd investment. A textile factory, on the other hand, can often only process certain kinds
of fibre or produce yarns of a given type or within a narrow weight range, or produce fabrics
that are limited by width, and weght, and finish. Furthermore, outmoded equipment can
rarely produce yarn and fabric of the quality and at the cost demanded in export markets.

The project team did not gather comprehensve data on the nature of the ingtalled
capacity in the textile and clothing indudtries in the SADC countries. Collecting such data
was far beyond the scope of the present study. Anecdota data from our vidts to specific
plants indicates, however, that at least some of the indaled capacity, in use as wdl as idle,
may be auitable for producing many of the yans and fabrics the SADC garment industry
will need.

The potentia to ingtdl new capacity, on the other hand, is affected by (i) the lead-time for
inddlation, (i) the amount of capitd required, (iii) the avalability of factory shels and (iv)
the ease of and incentives for investment. The firs two factors are characteristic of the
industry; and the last two vary from country to country. Furthermore, as discussed in the
section on Nature of Textile and Garment Production, each production stage has different
requirements for inputs such as labour and eectricity. It makes sense that investment in new
capacity will occur where a factory can be competitive. In the following sections, we anadyse
the relative strengths and weaknesses of the region as a whole and of each country to see
where the best opportunities for expanding capacity may lie.

Table 7: Lead time and investment required for textile and clothing production

Production process L ead timetoingall production Capital investment level
Y arn producti on-spinning 6 to 8 months medium
Weaving and fabric finishing 1year high
Garment making 4 months low
Circular knitting and automated hand 4 months medium

flat knitting
Hand flat knitting 4 months low

Note: Lead-time for installing production assumes the factory shell is already standing. Capital investment is
relative per employee.

Compar ative Advantages within SADC: Strengths and W eak nesses of
the Supply Chain

Since the textile and dothing industry is complicated and multi-faceted, it is difficult to
generdize about it as a whole. A comparative advantage in one production factor, such as
labour cost, does not necessxily result in an important compadive advantage in Al
production stages. Each production stage, however, is important sSnce a manufacturer can
only compete successfully as part of a compstitive pipeine. The perspective adopted in this
study is to consder the region as the potentia supplier and evauate the role each country’s
industry can play in deveoping competitive pipeines. Garment pipdines, in turn, compete
not just on cost but aso on response time, qudity, and product range. As a result, the evau-
ation of the comparative advantages is not Smply on a cost factor basis.

This study reveded mgor drengths and weskness of the SADC region's textile and
cothing supply chan (Table 8). Andysng these shows the region has Sgnificant potentid
for developing efficient appard-delivery pipdines. Important wesknesses aso need to be
overcome.
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Two mgor drengths sand out. The region has many exising world-class producers of
textiles and garments and can sypport the entire pipeine from cotton fibre to finished
garments. The magor weaknesses are: (i) shortages of experienced staff and adequate training
fadlities (ii) poor intraregiona transport infrastructure; (iii) intraa SADC barriers to trade
that make it difficult for firms in different countries to create efficient supply pipeines, and
(iv) insufficent range and supply of man-made fibre and yarn as well as fabric made from

these materids.

Table 8. Strengths and weakness of the textile and clothing supply chain in SADC

Strengths

| Weaknesses

I nputs

Abundant, good quality cotton

= Cottonispriced artificialy highin Zambia.

= Cottonis pegged to world-market price, less overseas
transportation and insurance costs, in other countries rather than
allowing it to tradelocally.

=  South African cotton users must consume domestic cotton
before they are allowed to import cotton.

= Ginning quality is not consistent.

= Highinternal transport costs

= Mozambique's cotton is poor quality.

Man-made fibre available in the region

= South Africaisthe only producer of the man-made fibres used
for apparel.

= Thevariety of what isproduced in the region islimited.

= Thetota supply of man-made fibre in the region does not meet
demand- raw fibre imports aloneis 10% of consumption.

Cotton is often converted to yarn and
fabricsin the countriesin whichitis
grown.

= Thecapacity for yarn and fabric production is low and much of
the cotton grown in the region is exported.

=  Thecapacity that does exist is under utilised, mainly because of
financial problems.

=  Theproductsarelimited inrange.

= Regional textile manufacturers have poor on-time delivery
performance.

Low labour cost in some countries gives
comparative advantage over other
regions.

= Poor training and skills resultsin poor productivity.

= Labour costs are much higher in most countries than in non-
SADC regional competitors, notably Madagascar

= Mauritius haslabour shortages and imports workers from India
and China, raising costs but increasing productivity

Mauritius has an effective guest-worker
program for overcoming specific skill
shortages and thus improving
productivity

Restrictions on labour mobility within SADC

Cheap €l ectric power in some countries

= Electricity isvery costly in other countries
= Hectric supply isunreliable in some countries

Zimbabwe, Zambia, Mozambique,
Swaziland, Lesotho, and South Africa
have abundant, cheap water for weaving,
fabric and yarn dyeing and finishing, and
garment dyeing and washing

Water is scarce, expensive and unreliable in parts of Namibia,
Botswana, and Mauritius

Coal isavailable as an aternative to fuel
oil for heating boilers (used primarily in
weaving, fabric and yarn dyeing and

finishing, garment washing and dyeing)

High intra-regional transport costs mi ght offset cost advantages of
coal in some cases.
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Strengths

W eaknesses

Asindustry has reached critical massin
some countries, stockists carry most
parts and supplieslocally; and many are
manufactured locally.

High dependence on overseas suppliers for machine parts,
accessories, and miscellaneous supplies

Logistics

Geographic proximity of yarn, fabric and
garment producers reduces transport
costs, lead times, and pipeline

= Highintra-regional transport costs can offset this advantage
= Poor roads lead to higher transport costs and delivery delays
= Delaysin clearing goods at borders

inventories = Mauritiusisanisland separated from the main continental
producers

Durban and Cape Town are major ports, = Durban is congested and has frequent loading and unloading

with frequent sailings and reasonable delays.

rates to all major markets and from main
supply destinations

=  Durban’sad valorem wharfage fees raise the cost of handling.

Walvis Bay has good road connections
to the continental SADC countries and
offers 10-day faster shipping to Europe
and the U.S. than Durban, and cheaper
handing charges. The trans-Kalahari and
trans-Caprivi highways provide all-
weather access to Walvis Bay for manu-
facturersin Zambia, Zimbabwe,
Botswana, and northern South Africa.

Sailingsto and from Walvis Bay are much less frequent than those
from Durban.

The Maputo Corridor will facilitate the

use of Maputo as an alternate to Durban.

The port of Maputo is not very efficient and has infrequent sailings
compared to Durban.

= Theregion lacksregional feeder-servicesfor intra-coastal

shipping
=  Theportsof Beira, and Dar es Salaam are not reliable.

Most countries have good, reasonably
priced telecommunications, and internet
services.

Some countries have poor, or expensive telecommunications, and
unreliable internet access.

Many South African retailers have
implemented world-class merchandising,
and sourcing systems, including Quick
Response programs.

= Distribution systemsin the region are still antiquated, slow and
expensive

= Most retailersin the region are far behind in implementing
modern retailing systems

Policy and Trade Relations

Countries such as Namibia, South
Africa, Lesotho, Swaziland and
Mauritius have attracted investorsin the
textile and clothing sectors

Countries such as Zambia frequently change the investment
incentives making it risky and confusing for foreign investors to
come to the region.

COMESA FTA membership for
Mauritius, Zambia, Zimbabwe and
Malawi facilitates trade among them.

Some potentially important regional markets and suppliers such as
Mozambique, South Africaand Tanzaniaare not in COMESA

AGOA has made all the countriesin
SADC potentially able to export
garments duty- and quota-free to the
United States

= Zimbabwe, the most cost-effective supplier of yarn and fabric
in theregion, hasfailed to qualify asan AGOA eligible
country.

= Only six SADC countries have had their visa systems approved
making them eligible for the apparel provisions of AGOA.

Six least developed countriesin the
region may source yarn and fabric from
anywherein the world and still meet the
rules of origin for AGOA.

= Threeof the largest garment exporters—Mauritius, South
Africaand Botswana—must source fabric and yarn
immediately only from other AGOA -€eligible countries or the
U.S. to be able to benefit from AGOA preferences.

=  Theworld-wide sourcing provision for least devel oped
countries under AGOA expiresin September 2004.
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Strengths

W eaknesses

All the countriesin SADC can export
duty- and quota-free to Europe under the
L omé/Cotonou or South Africa-EU
agreements

=  The Lomé/Cotonou agreement expiresin 2008.
= Thefabric used must originate in an ACP country, the EU or
South Africa

Others

Long history of garment and textile
production in the region

Many world-class producers of
fibre, yarn, fabric, and garments
existintheregion.

Much of the textile and clothing industry was devel oped under
protected or embargo trading regimes and management isweak in
international marketing skills, and world-class manufacturing
techniques.

English isacommon language,
which facilitates labour mobility,
intra-regional linkages, and
marketing to Europe and the United
States.

Mauritiusis bi-lingual, French and
English. French facilitates contact
with some European markets and
French fashion and design centres.

Mozambique is Portuguese speaking; and few people speak English.

The movement of labour among SADC countriesis highly
restricted.

Lack of training adequate training facilities in most countries limits
the ability to develop skilled technicians, supervisors, and middle-
managers.

Mauritius and South Africahave
advanced design and product
development facilities

A general lack of design and product development skillsin most
countries

Constraints on Capacity Utilization

Factors internd and externd to a

firm affect their capacity utilization and competitiveness.

Overcoming these condraints is important not only for individua firms and each country’s
nationad industry, but aso for the region to develop competitive garment-delivery pipelines.
Textile and garment manufacturers in each country were asked to rate the relative importance
of various condraints on capacity. These results are presented in the country reports. In this
report we have summarized the results for the entire region. This summary provides an
underganding of the importance of each condraint as a regiond issue, highlighting those that

may require regiond co-operation

to be overcome. The manufacturers responses about

capacity congraints are discussed in the following categories:

Supply constraints
0 infradructure condraints
0 input condraints
0 process condraints

Demand constraints
o0 loca demand condraints

0 internationd demand condraints

The condraints cited most frequently, in 10 or more countries, as being ether very
important or extremely important, were (see chart on page 29):

* internaiond price competition

» internationd quality competition
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»  high codt of international marketing
»  inadequate supply of properly trained staff

These results show that regiond manufacturers, above dl, fed they (i) face giff competition
in the internationd marketplace, (ii) have difficulty in finding cusomers due to the cogt of
marketing, and (iii) cannot fully utilize ther capacity because the labour force is not well
traned. The problem of price and qudity competition is related to the problem of
inadequately trained &aff, as a manufecturer cannot be fully efficient or produce the best
qudity without good people. Evidence from the study supports these concerns. As a result, in
setting priorities for action, dleviating these congraints should have top priority.
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Constraint

Capacity Constraints: Response for all Countries

Lengthy and cumbersome customs clearing procedures

Theft of spare parts and inputs

Fuel shortages

Difficulties in getting foreign exchange
Difficulties in importing emergency spare parts
Process-

Other reasons

Inefficiency of production process

Poor or inconsistent quality

Inability to use night shifts due to bad transport and security
Frequent machine break downs

Environmental regulations

Bottlenecks in production process

Demand Constraints--

Local Demand-

Competition with commercial importers avoiding tariffs

Other local demand constraints

Large excess capacity in the industry

Competition with imported second-hand goods

Consumers’ prejudices

Competition with commercial importers who do pay tariffs
Competition with imported donated goods

Transportation difficulties impeding distribution

Other constraints in the distribution chain

SA tariffs and quota limitation

EPZ limitations on local sales

International Demand-

Other factors that diminish international demand

International price competition

International quality competition

Supply Constraints--
Infrastructure- ]
High cost of electricity-
High inland transport costs ]
Irregular supply of electricity ]
Bad or inadequate road or railway service ]
Irregular supply of water ]
Inputs- ]
Labour law restrictions-
Inadequate supply of properly trained staff ]
Insufficient capital ]
Difficulties in obtaining work permits ]
Non-competitiveness due to non-exemption from tariffs-
|
| —
[
[
I
I

High cost of international marketing

Inadequate contact with buyers and intermediaries

Overvalued exchange rate

o

Number of Countries

Overy to Extremely Important BImportant to Very Important

12



Supply Constraints

Infrastructural Constraints. High inland trangportation costs was the condraint that
received the highest overdl rating with firms in nine countries consdering this to be between
important and extremdy important.*® The other constraints due to infrastructura problems
that are reported as a least important condraints in over haf the countries are the irregular
supply of water, bad or inadequate road or rallway services, and the irregular supplies of
water and eectricity. The problem with cosly and inadequeate transportation is clearly a
regiona problem that needs to be addressed further.

Manufacturers in over hdf the countries in the region reported sgnificant problems with
inconsgtent water and eectricity supplies. Consgtent eectric supplies are essentid for both
gament and textile production. Voltage fluctuations and power cuts play havoc with
production and cause qudity problems. Water supplies are especidly critical for fabric
production, yarn dyeing, and garment washing—essential processes for the garment ddivery
chain. Those countries having problems with dectricity or water supplies need to address
them as a matter of urgency.

Input Constraints. Three input condraints stand out as important throughout most of the
region: an inadequate supply of properly trained Saff, difficulties in obtaining work permits,
and inaufficient capitd. The lack of traned daff was reported everywhere. Solving this
problem is critica if the regionad indudtry is to be competitive. Although each country and
indeed each firm will have to take steps to solve this problem, some regiond coordination of
traning resources is essentid. Scarce training resources in the region do not have to be
duplicated in each country. SADC can play an important role by co-ordinating efforts to
determine the exact type of training required and the most efficient way to offer it.

The problem of work permits is reated to that of training. If properly traned dteff are
unavailable, expatriates are needed. Difficulties in getting work permits means that exigting
facilities will not be able to properly manage the operations. Potentid investors will be wary
of invesing in a country where trained gtaff are in short supply and work permits are difficult
to obtain.

Insufficient capitd was not, on average, an ‘extremey important’ condraint but was a
‘very important’ one in dl but two countries. In some countries, firms ieported problems with
short-term capital and in others long-term capitd or both (Table 25) The mog criticd
problems were for locad firms who could ether not obtain financing overseass, or could not
obtain finance localy a reasonable rates. In most countries, localy owned firms would have

“8 Somewhat contrary to these perceptions, at least for South Africa, Naudé (1999:22—-23) argues that, “as far
as transport costs are concerned, domestic transport costs in South Africa are not per se problematic: South
Africa's weaknesses are more in logistics management overall than the specific element of transport costs.
Improvements in harbour management, taxes and coordination with trading partners, as well as overall logistics
management by firms may be important in improving the competitiveness of South African exports. However, it
... international costs, rather than domestic transport costs, is an obstacle to South African exports. For instance,
the c.i.f.—f.0.b. band on imports (a crude measure of international transport costs) has been, on average, 0.07
(7%) in South Africa over the period 1988-1991. This compares very unfavourably with the world average of
0.03 [3%], and even the average for developing countries of 0.05 [5%]. Indeed, the international transport costs
to and from South Africa are amost 50% higher [sic] than the average for developing countries!” Nevertheless,
Naudé's econometric model revealed that, “although international transport costs are statistically significant in
reducing South African exports, the magnitude of the effect is relatively small (the elasticity of changes in
exports with respect to changes in international transport costs is around 0.08%)” (emphasis added). Thisis not
surprising. The extrainternational transport costs add only 3% to 4% to the c.i.f. cost of exports, alarge but not
damning amount. In interpreting his study, note that Naudé uses a very restricted definition of transport costs
(c.i.f. minus f.o.b. costs) whereas our respondents were considering overall efficiency and costs of
transportation.
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trouble obtaining pre-shipment financing. In some, the pre-shipment financing was only for
imported raw materids and not for the locd vaue-added input. The problem of cepitd
avalablity and cog is paticulaly srong in countries with high inflaion and ungable
currencies such as Mdawi, Zambia, Zimbabwe, and Tanzania Due to uncertainties about the
future exchange rate and rate of inflation, banks charge exorbitant rates, al but stopping locd
firms from borrowing.

The other issue concerning cepita is the problem of idle plants and plants waiting to be
privatised. In many cases, these plants are idle or in need of privatization not Smply because
of lack of capital but because of lack of management expertise. In seeking investors for these
operations, the government or other owners need to evauate the specific needs of each firm
besides money. For example, a one idle textile plant visited by the project team, it was clear
the firm’'s main need was, in addition to new capitd invetment, expertise in marketing textile
products. Its technical production expertise and generd busness and financid management
kills were sufficient.

Theft of inputs, spare parts and, sometimes, finished products is dso widespread in SADC
and, indeed, throughout the world, especidly in the garment indudtry. Different solutions
exis; and the choice depends on the loca Stuation. For example, in some countries, garment
fectories routindy frisk al employees when they leave work. In some factories, where the
problem is theft from dtorage, a single person is held responsible for a store; and frequent
audits limit the opportunities to stedl.

In two countries, manufacturers felt that even when thieves were caught they were not
properly punished. Except for this, confidence in the legd sysems was otherwise high; and,
in neither country, were the police consdered corrupt or ineffective. Most of the garment
operations were foreign owned; and it seems likely that the managers are not that familiar
with the local legd requirements for evidence to obtain convictions. In such cases, it makes
sense for the police and courts to assist the employers to understand what kind of evidence is
necessary. The employers can then, in conjunction with the union or other employee associa-
tion, st up procedures desgned not only to limit theft but dso to ensure the proper
documentary evidence will be available in theft cases.

Lengthy and cumbersome customs procedures were cited as very or extremely important
condraints in gx of the 11 countries. This problem is discussed in detal in the section on
“Taiffs, Other Taxes, Rebates, and Customs Regulations and Adminigtration” on p. 51.

Political  difficulties, fud shortages and difficulties getting foreign exchange or emergency
goare pats were isolaed problems. Whenever political difficulties were mentioned in a
country, they were deemed very or extremey important problems.

Process Constraints. The most widespread process constraint was productionprocess
inefficiencies. In nearly dl countries, this was rdated to the shortage of trained daff and the
lack of adequate training facilities. This is consgent with the fact that only a few countries
reported serious problems with machine breskdowns, indicating the machinery, except in
isolated cases, was adequate, and similar results for production process bottlenecks. Poor or
inconsstent qudity was reported as between an important and very important condrant in
only three countries. The other problems most frequently mentioned as causes of production
inefficiency were those with raw materid ddiveries and rawv materid qudlity.

Demand Constraints

Local Demand Constraints. The most important congtraints on loca demand were related
to competition from imports. By far the most serious, in the opinion of the manufacturers
surveyed, was with importers who avoided tariffs The second most important was
competition with imported second-hand goods. These problems affect both the garment and
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textile indudtries because reducing demand for locdly-made garments often reduces the
demand for localy-made fabric. Competition from imports is a problem for three reasons.

Lack of effective customs protection. Cusoms is smply unable to enforce the
regulations and impose duties on imported garments. Although this is a serious
problem and needs to be addressed, more diligent customs enforcement on imports
could creste problems for manufacturers usng imported raw materids. While
demanding better enforcement agangt competing goods, they expect more liberd
trestment for their imports. (In Sx out of 11 countries, the manufacturers consdered
‘lengthy or cumbersome customs procedures a very or extremey important condraint
[see chart on page 29]).

Failure of local firms to supply the demands of the market. Responding to loca
shortages, importers bring in what cusomers want, while, in many countries, locd
manufacturers have apparently not discovered the markets in which they have a
competitive advantage over importers. Since tariffs on clothing and textiles products
are going to continue to decrease, locd producers must find ways to compete locdly if
they wish to stay in that market. The primary advantage they have in the loca market
IS access to information about what local consumers want. In some countries,
consumers may prefer imported, supposedly superior garments. This was cited as a
very important or extremdy important condraint in only three countries. Rather than
make excuses about why they cannot compete, manufacturers should find ways to
develop proximity to the market as a competitive advantage.

Low consumer buying power. Though competition with imported second-hand and
donated goods was nearly as important a problem as smuggling, any policy to sem the
flow of such clothing into the region would conditute a heavy tax on the meagre
incomes of the bulk of the population in the region. Low consumer buying power
results from the genera dae of the economy and can only be solved by raisng the
nationa income and ensuring it is equitably digtributed.

International Demand Constraints. The most important congtraint on international demand
is price competition. The appard market is extremely price competitive, and this response
reflects that. All the factors that contribute to the cost of production affect the ability of
regiond producers to compete. One of the main points of this report is that bariers to
regiona trade need to be reduced to enable the region to be more cost competitive by
enabling each dtage of the gppard and textile production to be done where it is most cost
effective.

International quadity competition and the high cost of internationd marketing are cdose
seconds as condraints on international demand. The high importance given to qudity compe-
titton shows the awareness regiond manufacturers have of the importance of qudity in the
international textile and gppard markets. The current study shows that, in generd, locd firms
do not do badly ether in teems of meeting customer requirements, or in absolute qudity
performance. They are, however, aware of ther limitations and redize that they will have to
do even better to be able to tackle some of the more demanding markets, such as Europe, the
USA and Japan.

The high cost of internationd marketing is a mgor problem for regiond firms. Those
firms that are dfiliates of foreign-owned companies, mostly from the Far Eadt, do very little
marketing and did not cite this as a condraint. In contrast, nearly al the locdly or regiondly
owned firms deemed internationa marketing to be both costly and risky. Some countries
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assg firms by subsdisng atendance at trade fars or helping them to organize loca
expodgtions Although this is hepful, especidly for andl- and medium-sze firms the red
need is for the factories to find buyers who want their products. The lack of contact with
buyers and intermediaries was the condraint on internationad demand of third grestest
importance and is clearly related to the problem of high marketing costs.

Toward this end, textile agents, who provide sourcing services for internationa buyers, are
important intermediaries for loca factories. Such agencies are well edstablished in South
Africa and Mauritius and, to a lesser extent, in other countries in the region. In addition to
sourcing sarvices, they provide qudity control for the buyer to ensure that each shipment
meets specificaions. Because textile agencies are service companies, in many countries they
ae not digible for invesment incentives and tax benefits offered to manufacturing firms.
But, as this sudy demondrates, they are often a vitd pat d the marketing infrastructure for
manufacturing companies who want to export. Mauritius, which has an effective group of
textile agencies, has a gpecid export processing regime under which they operate with
benefits amilar to those of the manufacturers in the Export Processng Zone. Botswana's
investment incentive program includes ‘linking service indugtries (BMCI 2000:48).

Overvdued exchange rates are a problem in about haf the countries in the region. Those
firms exporting to Europe have had difficuties recently with the low vdue of the euro. On
the other hand, countries in the Common Monetary Area have been helped by the declining
vaue of the South African Rand. Overvadued exchange rates, in effect, tax exports and
subsidise competing imports.

Cost, Quality and Delivery

Can the manufacturers in the region compete on cog, quaity and ddivery? The results
ae mixed. In generd, garment manufacturers are good a meeting delivery schedules, but
textile manufecturers are not. The region could be competitive on cotton-fibre costs, but
regiona barriers to trade and high transportation costs reduce this advantage. The region has
large varidions in the cost and reliability of eectricity. Labour in the highest cost country in
the region (South Africa) costs nine times as much as that in the lowest cost country
(Mdawi). The anaysis of factor costs and avalability, investment attractiveness, and the
exigence of unused capacity, shows that no single country has an absolute advantage in dl
factors affecting competitiveness for al deps in the gament supply chain. That chan
condsts of a series of deps from fibre production through yarn, fabric, and garment
manufacturing and didribution. Each dep requires different intengty of factor inputs,
different levels of capitd invesment, and different lead times for inddling production
facilities For example, textile production requires much larger capita invesment but much
lower labour input than garment production. As a result, a country with low Bbour costs, but
high capital cogts can be expected to develop a competitive garment industry, but would have
difficulty developing a compstitive textile indudtry.

From the discusson in the section on The Nature of Textile and Garment Production, we
have seen that each production stage has its unique requirements. In the section on Strengths
and Wesknesses by Country, we will see which counties have potentid competitive
advantages a each production stage, and conclude that the most competitive garment-
delivery pipdines are those that use the unique advantages of several countries. This andyss
leads us to the concluson that a regiond rather than nationa approach is imperaive for
developing competitive garment-ddivery pipelines.
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Raw-Material, Labour and Energy Costs

Raw-Material Costs. Raw maerid is the largest component of the manufacturing cost of
textiles and clothing. The raw materid for yarn is ether fibre in the form of daple or man
made chemicas that are extruded to form filament yans. The daple fibre can be either
natural fibre, such as cotton, wool or slk, or man-made fibre such as rayon, polyester, and
acrylics Mog fibres and yarns are commodities;, and the prices paid vary little from supplier
to supplier but are subject to variations over time due to shifts in demand and supply. Some
goecidty yans and fibres have limited markets, often command premium prices, and ae
frequently made-to-order. For most natura fibres, prices are set daly in public commodity
markets for current or future ddivery.

Cotton is the fibre used most for textile production in the world and the region. Acrylics,
polyester and PP/HDPE* are the most frequently used man-made fibres. All are produced in
the region. Man-made fibre production in the region, however, does not satisfy the demand:;>
and some important man-made specidty fibres, such as rayon, are not even produced in the
region. Cotton is grown in large quantities and exported by Zambia, Zimbabwe, Tanzania,
South Africa, Lesotho, Swaziland, and Mozambique.

The main influences on cotton prices are the world market price st in Liverpool and the
premium or discount from the price of the sandard grade based on qudity. The cotton price
is dso influenced by trangportation costs, which vary depending on the locaions of the
source and use of cotton.

In the current study, the project team found two magor market condraints that caused
prices for cotton to be atificidly high. In Zambia, reportedly, the price textile manufacturers
pay for Zambian cotton is the Liverpool cif. price without any adjusment for the
transportation cost from Zambia to Liverpool. Thus, Zambian textile manufacturers pay for a
trangportation cost that is not incurred; and, as a result, cotton costs are atificidly high
(Rubin and Mudenda 2001:24).

In South Africa cotton users are required to buy all the loca cotton supply before import
permits are granted (Jafta and Jeetah 2001:36). As a reault, the spinners do not aways use the
proper grade cotton. This may cause them to use good cotton where an inferior grade would
do, resulting in higher cods. It may aso cause problems in blending and dyeing, resulting in
quaity problems. The market is further restricted in that import orders must arrive in 12 equd
monthly shipments (Jafta and Jeetah 2001: 37). This imposes storage and financing costs on
the spinners.

The SADC region has abundant cotton supplies, and cotton fibre is traded among the
SADC countries without duties or quotas. Much of the locd cotton is good qudity, medium
deple fibre suitable for the garments produced in the region for export. Approximately 10%
of the ginned cotton fibre is normdly lost as waste when spun into yarn. Therefore, the closer
the yarn is soun to the ginnery, the less will be spent to transport materid that is ultimady
wasted, an important consideration particularly where transportation costs are high.>* Using
regiond cotton and spinning it as close as possble to its source could give the region a
competitive advantage on fibre costs.

The only red barier to increased use of regiond cotton resources is the cost of trans-
portation. Anecdotal evidence indicates that this is sometimes abnormaly high, gpparently
due to poor road infrastructure. For example, a Zambian textile manufacturer reportedly pays

49 polypropylene/high density polyethylene
% Except for nylon filament yarn.
®1 About 10% of yarn is also wasted in conversion to woven fabric; and about 10% of fabric is wasted in
conversion to garments. Thus, it isimportant to minimize the transportation costs between spinners and weavers
and between weavers and garment manufacturers.
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$600 to transport a 20-foot container from the cotton growing area in Chipata to the factory in
Ndola (Rubin and Mudenda 2001:24). A 20-foot container holds about 10 tonnes of fibre.
That yidlds a transportation cost of about U.S. 6¢ per kilogr am or about 6% of current market
prices just for interna transportation within Zambia®® A more comprehensive assessment of
inter-regiona transportation codts is needed to determine to what extent transportation costs
are abarrier to intra-regiond trade in fibre,

Manrmade fibre production requires large cepitd investment; and, thus, only a few
suppliers exis worldwide. South Africa and the Far East are the mgor suppliers to the SADC
region. Suppliers in the Far East benefit from much larger economies of scale than those in
South Africa, except in nylon filament yarn, and, as a result, charge generdly lower prices.
Despite the additiona transportation costs, man-made fibre products from the Far East can be
cheaper. For example, the c.i.f. price for dyed acrylic yarn used in Botswana was reportedly
$4.86/kg for South African yarn and $4.16/kg for Chinese yarn (Rubin 2001a:16).

With no barriers to trade in man-made fibres, the SADC manufacturers would be able to
purchase the fibre, filament yarn, and fabric from the lowest c.i.f.-cost supplier. This happens
for products made for export. But, for garments made for the SACU market, SACU imposes
two important redrictions on the use of such fibre (i) the rules of origin for products
produced from marnmade fibre; and (ii) the SACU tariffs on such products.

Snce the region is not sAf-suffident in man-made fibre, these rules are an even grester
problem. The only producer of man-mede fibre and filament yan in the region is South
Africa®® South African manufacturers produce polyester staple and filament, acrylic staple,
nylon filament yarn, and polypropylene filament yans. The range is limited. For example,
the region apparently produces no rayon, an important component of many high-vaue added
fashion products. The supplies are inaufficient for even domestic South African consumption
(Jafta and Jeetah 2001:39). As discussed in the section on The Fipdine, about 10% of the
man-made staple fibre requirement is imported from outsde SADC. The region imports
nearly hdf the fabric it uses for garment production, much of which isfrom marnmade fibres.

The SACU duties and the rules of origin under the SADC Trade Protocol are, thus, among
the biggest barriers to the development of competitive, regional garment supply chains.

Labour Costs. After raw materias, labour is the next largest component of a textile or
clothing product’s cost. The actud time spent, the labour cost per hour, the number of defects
requiring rework, and the number of products that are regected after find assembly or
processing effectively determine the labour cost per garment. The SADC countries appear to
be reasonably competitive in the number of defects and rgects (see section below on
Quality). The labour cost per hour and labour productivity need closer examination.

The project team asked manufacturers what they paid newly hired direct factory labourers
and what they pad those with five years experience. The base sdaries were adjusted for the
average productivity bonus. In comparing the labour costs among the SADC countries, the
reference used is the average of the new-hire and the Syear cost. The cost per month in the
highest cost country, South Africa, is 9.5 times that of the lowest cost country, Mdawi (Table
10).

Internationa norms for processing time, such as the GSD (Generd Sewing Data) system,
determine the standard time, or standard minute value, for each garment. The use of standard
minute vaues is rare in the region; and no recent, comprehensive data on productivity in the
region's garment industry exists. Using the data that is avallable, however, gives some idea of
how competitive the garment industry is on labour cogt.

>2 Throughout this report the symbol ¢refersto U.S. cents unless specifically stated to the contrary.
%3 Olefinic tape and raffia are produced in other SADC countries, but this material is rarely used to make
fabricsfor clothing.
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Biggs Miller, Otto and Tyler reported productivity figures for representative garments in
sverd African and Adan countries (Biggs et al. 1996: 78). Biggs, Nasir and Fishman
(1996:26) reported productivity data for the Mozambican garment industry that was
corroborated by Coughlin (2000). Khanna (1993:282)** reported productivity data for some
Adan countries,

For the comparison of labour cost among the SADC countries, the reference garment is a
men's casud shirt. Productivity is stated as the number of pieces per operator per day. The
data for unit cost for assembly shows how sendtive competitiveness is to both labour costs
and productivity (Table 10). Lesotho has moderate wage costs and fairly high productivity
and, as a result, is among the lowest cost countries. Kenya and Mozambique have low
productivity but dso low wage costs and, therefore, are competitive even with India.
Maawi has extremdy low wage costs and is clearly the most cost-competitive country in the
region on labour costs. Mauritius has only te ninth lowest labour cog, but the fourth highest
productivity, and thus is ranked seventh on unit-assembly cost.

For the export markets, labour cost per unit is one of the critica factors for cost competi-
tiveness in garment manufacturing. Manufacturers in dl SADC countries may import fabric
duty-free if the garments they make are exported. Assuming the fabric is bought competi-
tively on world markets, differences in labour cogts will largely determine the garment’s cost
competitiveness. Productivity and labour-cost comparisons demondrate that manufacturers in
many SADC countries can be competitive with those in the Far East and South Asa (Table
9). But some apparently are not. Botswana would have to achieve productivity levels of about
19 pieces per day per operator for the reference garment to be competitive with China
Difficult perhgps, but possble. South Africa would have to produce a the nearly impossble
rate of 34 garments per operator day!

% as cited in Kathuriaand Bhardwaj (1998:16)
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Table 9. Productivity and labour cost comparison for men’s casual shirt

Pieces per Productivity Monthly Monthly salary Unit cost for
operator rank salary rank assembly
day (1=highest) $ (1=lowest) $
Malawi 10.5 8 26.0 1 0.11
Mozambique 105 8 440 2 0.19
India 16.0 5 725 5 021
Kenya 135 7 62.5 3 021
Lesotho 180 4 87.0 7 022
Zambia 10.5 8 60.4 4 0.26
Mauritius 18.0 4 108.0 9 0.27
Zimbabwe 130 7 80.0 6 0.28
Tanzania 10.5 8 720 5 0.31
Swaziland 15.0 6 1054 8 0.32
China-EPZ 20.0 1 150.0 1 034
Botswana 150 6 139.0 10 042
Namibia 10.5 8 1675 12 0.73
South Africa 15.0 6 248.0 13 0.75
Thailand* 198 2 n.a n.a n.a
Taiwan* 18.2 3 n.a n.a. n.a

Sources:. seetext. Month salary datafor the SADC countriesisfrom the Country Reports.

Note: Countries are listed in order by unit assembly cost, from lowest to highest. Productivity data (pieces per
operator day) for Malawi, Zambia, Mauritius, Namibia and Tanzania are estimates. For Mauritius, the data is
based on comparative productivity indices (Gherzi 2000: 9). For the others, the productivity is assumed to equal
the lowest reported in the region, i.e., 10.5 pieces per day. This estimated data and numbers based on the
estimated productivity arein italics. Unit costs are calculated assuming a month of 21.8 days.

*Monthly salary figures for Thailand and Taiwan are unavailable. Productivity data are shown for comparison
only.

Keep in mind, however, that SADC garment menufectures have no quota for the
European Union and the United States. This combined with the duty-free privileges avalable
under Lomé&/Cotonou and AGOA gives SADC suppliers a potentia cost advantage of 30%
over South Asa and 45% over China (Biggs et al. 1996.67). Assuming labour is 30% of the
ex-factory price of a garment, and the fabric cos is the same, the per unit labour assembly
cost in SADC can be double the cost in India and 2.5 times the cogt in China for the SADC
manufecturer to be competitive. Given this, the competitive per unit assembly cost for China
would be $0.85 and for India $0.42. All SADC countries are, therefore, potentialy
competitive with Ching; and dl but South Africa are potentidly competitive with India on
labour cost.

This advantage will not last forever. The Agreement on Textiles and Clothing (ATC),
under which countries and regiond trading groups impose quotas on textile and clothing
imports will expire in January 2005. After that, the only advantage SADC countries will have
over India and China will be the duties, which average about 20%. In this case, labour costs
in SADC will only be competitive if they are 1.67 times the labour cost in countries, such as
China and India, that do not have duty-free privileges This implies that South Africa® will

® The labour costs in South Africa are for those firms operating in urbanized areas, where there are active
labour unions. Foreign investors and emerging entrepreneurs are setting up operations in rural decentralized
zones where unions are not active, and employers are able to negotiate wages as much as 50% below the
minimum wage of 192 Rand ($24) per week (Cotton Board 2001:2).
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no longer be competitive with China and India; and Botswana will lose its competitive
advantage over India.

Monthly labour costs are made up not only of the sdary and bonuses paid to workers but
dso the socid charges the employer incurs for pensons and national hedth services. Some
countries aso require employers to pay an end-of-sarvice gratuity. In Zambia, textile and
clothing manufacturers pay an end of sarvice gratuity equa to three months per year of
employment, caculated a the wage rate being pad when the employee leaves. This creates a
large liadility for employers, who mug incdude this future expense when cdculaing the
effective current wage codts. In Botswana, the end of service gratuity is one month’s wages
for each year of service. Employers are obliged, however, to pay this every five years if the
employee requests as most do. This obligation raises the present vaue of this codt. In
Swaziland, an employee is entitled to one month’s pay plus 14 days pay for each year of
sarvice.

Other socid benefits affect labour cods, eg, sick-leave dlowances, maernity benefits,
and vecation entittements. Each country report discusses the specific nationa policies and
their potentid effects on the textile and clothing indudries and recommends nationd actions
where appropriate. The current study did not, however, collect comprehensive data on these
socid charges for dl countries in the region. A sydematic sudy would be beneficid. This
would enable investors and employers to fully understand the labour costs in each SADC
country. It would dso help policy makers who may want to review nationd policies in light
of their effect on labour-cost competitiveness.

From the point of view of capacity utilization, the most important labour regulations are
those on ovetime and on femae working hours. Overtime is very important for seasond
indudtries such as garment manufecturing. As noted in the section on Cgpacity Utilization,
the project team assumed the maximum hours for a garment manufacturer was 60 hours per
week. The standard workweek in the region varies by country and is between 45 and 48
hours. To reach full capacity utilization, garment manufacturers would have to work between
12 and 15 overtime hours per week. Mozambique, where the workweek is 48 hours, limits
overtime to no more than two hours per day and 100 hours per year. As a result, garment
manufacturers in Mozambique can only reech full capacity utilization about nine weeks a
year. Sgnificant redrictions on ovetime that affect the textile and dothing industry are
discussed in each country report.
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Table 10. Comparison of factor costs

Labour cost Labour cost Electric cost ((kWh) if Water cost Cost to ship
(new hire) (5 years factory works:
experience)
43 168 ($fora20

($/month) ($/month) hrs/week hours/week (de) container)
Malawi 19.50 32.00 n.a 5.0 n.a n.a
M ozambique 36.00 44.00 45 32 n.a trivial
Zambia 49.86 70.98 55 35 n.a 3,200
Tanzania 61.50 82.14 n.a 20.6 n.a trivial
Zimbabwe 70.00 89.67 n.a 51 n.a 2,400
L esotho 69.00 105.00 n.a 6.7 420 n.a
Mauritius 66.15 149.75 6.3 52 50.0 trivial
Botswana 100.00 178.00 53 32 614 1,149
Swaziland 93.46 117.26 5.6 31 490 486
Namibia 101.56 234.00 n.a 44 63.2 trivial
South Africa 213.00 283.00 32 31 n.a trivial

Source: the project’s country studies

Note: n.a. = datanot available. Electricity chargesinclude VAT and other taxes. The symbol ¢isfor U.S. cents.
"Cost to ship is the round-trip cost to and from the nearest port and includes container-handling charges. The
cost of shipping to the port for coastal countriesis considered trivial

Femdes are the mgority of the labour force in most garment factories. In many countries,
manufacturers reported they could not use a second shift because of the difficulty in having
women work in the evenings® Textile manufacturers generaly work 24 hours a day and,
dthough they are not a mgority as in garment manufacturing, females conditute an important
part of the workforce. There are, of course, sociad problems related to women working in the
evenings. Furthermore, in five countries lack of security and transportation were dso cited as
condraints in having second shifts (see chart, p. 29). Redrictions adso exist. For example in
Swaziland, women are not alowed to work between the hours of 10 p.m. and 6 am. unless
the employer obtains permisson from the labour commissioner®’ There are probably no
generd solutions or rules that could gpply to al countries. It is incumbent on each country’s
policy makers to be aware of the importance of femdes in textile and clothing manufacturing
and to reduce redrictions on their working hours due to legidation, regulations, socid
conditions, or inadequate infrastructure.

Gament meanufacturing is labour intensve. Improving labour productivity improves,
therefore, the industry’s competitiveness. Paying operators by the piece is a recognized
method of increesing labour productivity in garment manufacturing. It is common in high
productivity garment manufacturing countries such as the United States and the Far Eadt. In
Mauritius, one of the higher productivity countries in the region, most of the factories
surveyed reported paying their workers on a piece-rate bass. Piece-rate payments reduce the
need for supervison and give the workers immediate and meaningful feedback on whether or
not they are meeting production targets.

Outsde of Mauritius, the project team found that piece-rate payments were rare in the
region’'s garment indudry. In some countries, such as Zimbabwe, piece-raes are lega but
have not figured in the collective barganing agreements in the gament indudry. In
Swaziland, piece-raes are legd ‘but not encouraged and none of the manufacturers

° The other main reason cited was the lack of managers to supervise a second shift.
®" Since none of the manufacturers interviewed had ever applied, there is no information about how difficult
itisto obtain this permission.
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interviewed reported paying their employees that way. In Lesotho, straight piece-rate pay is
not permitted. In Botswana, firms operating under the Financid Assstance Policy (FAP),
were not alowed to pay piece-rates. In South Africa, only one manufacturer reported using
piece-rates a dl. The rest cited labour regulations and union prohibitions againgt piece-rates
as reasons for not paying piece-rates.

Two misundergtandings concerning the use of piece-rates result in it having a bad
reputation. The firgt is that the use of piece-rate-pay systems forces the workers to work
harder. In fact, it encourages workers to work not redly harder, but smarter, as the workers
will earn more if they produce more. The second misunderstanding is thet piece-rates are a
way to pay workers less than the minimum wage. In fact, in most countries where piece-rates
are widdy used, workers on piece-rate must be pad the minimum wage To be fully
effective, however, labour lavs must dlow workers to be eadly dismissed if they do not
produce enough to earn the minimum wage after a specified period such as three months.>®

Indudrid engineering is what garment manufecturers use in high productivity countries
such as the United States and Europe. Industrid engineering enables garment manufacturers
to edtablish the best possble timing for each operation. Pecerate pay gives individua
operators the incentive to meet the target times, as well as to receive immediate feedback on
whether or not they are medting the targets. The combination of indudtrid engineering with
piece-rate pay for operators is essentid for obtaning the best possible labour productivity in
garment operations.>®

Energy Costs. Ancther important factor is energy cost. The main sources of energy for the
gament and textile industry are (i) dectricity manly for lighting and running mechinery and
(i) fud oil usad to produce steam. Cod is aso an important energy source that is used to
make seam, and, where avalable, is generdly a chegper dternative than fud. Fud, manly
diesd, isaso used for transportation.

As with any other cogt factor, the effective energy cost is a combination of its price, the
relidbility of its provison, and the efficiency with which it is used. The current sudy did not
atempt to evauae the energy efficiency of textile and garment makers in the region. If firms
that are compstitive in energy usage are dill uncompetitive in energy costs due to the price of
energy, policy makers can consider changing energy pricing policies® It will be up to the
private sector firms, through their industry associations, to demondrate how competitive they
are on energy usage and whether relief on energy costs would enhance their competitiveness.

Electricity cogs vay widdy over the region (Table 10). Those in the country with the
highest reported energy codt, Tanzania, are 6.6 times those in the lowest cost country, South
Africa®® Electricity consumption in the textile industry is much higher then in the garment
industry. As a result, high dectric costs are not as great a barier to competitiveness in
garment manufacturing as in textiles. Smilarly, fud consumption for heat is grestes in the
dyeing and fabric finishing indudries (Table 11). Countries that have high fud cogts or
difficulties obtaining fud will be a a disadvantage in those processing seps. Countries that

%8 Swarziland allows piece-rates so long as the workers are paid the minimum wage, but there is no simplified
dismissal procedure for unproductive employees.

%9 An alternative to straight piece-rate pay that is applicable to certain types of garment manufacturing is a
teambased incentive in conjunction with modular manufacturing. Modular manufacturing is a short-cycle
manufacturing technique used in many Quick Response supply chains. An entire team produces a garment; and
each operator is cross-trained on all assembly operations. Industrial engineering is still used to identify the most
efficient work methods for each operation and to set ideal the time for each operation, which is often used as the
basis for setting the team-based incentive for each garment style.

%9 Mauritius, for example, charges manufacturers in the Export Processing Zone, less than the normal rate for
electricity.

®1 on the basis of afactory working 168 hours per week
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have cod and cogt effective means of trangporting it to the factories, on the other hand, have
apotential advantage.

The continentd SADC region is fortunate in having one of the mog efficient and effective
power grids in the world, that of South Africa Integration of al SADC countries with this
power grid is important, as competitive eectric cods are criticd for developing the region’s
textile industry. One cotton-exporting country, Tanzania, has many idle and underused textile
mills and very high dectricity cods. Other countries have excess textile cgpacity and could
a0 reduce ther dectricity costs. The region will need this textile production capacity to
meet the requirements for AGOA-digible yarn and fabric. Integration with the South African
grid is preferable, in the long term, to providing subsdized rates. The later may be
considered as a short-term strategy to kick-gtart investment in these sectors.

The reliadility of the energy supply is as important as its cost. Fluctuaions in voltage and
electrical supply interruptions can wresk havoc on textile production, particularly dyeing, and
cause work stoppages in garment production. In seven out of 11 countries, manufacturers
reported that ‘irregular supply of dectricity’ was a very important or extremey important
condraint on capacity utilization (see chart, p. 29). Improving the rdiability of the eectricity
supply needs to be one of the priority projects for the region’ sinfrastructure.

Fud oil shortages can cause temporary shut-downs of operations, particularly in the textile
industry, but can dso affect garment operations dependant on fuel oil to creste steam for
pressing and for garment washing (Table 11). Usudly, such shortages dso signd shortages of
fud avalable for transportation, which creates difficulties in getting supplies, sending
shipments, and having saff come to work. Fue oil shortages were consdered an important
condraint in three of the 11 countries Two of those countries—Zambia and Zimbabwe—
have ide and underused textile mills. Fud shortages in those countries, will therefore, be an
important barrier to increasing the region’s textile cgpacity. The shortages in Zimbabwe seem
to be the result of economic problems, while in Zambia they seem to be due to weak transport
infragtructure. Improving the underlying problems causing the fud shortages need to be
priorities for these countries.

Table 11. Relative use of energy and water

Manufacturing process Electricity Fuel (coal or ail) Water
consumption consumption consumption

Spinning medium very low very low
Yarn dyeing medium high high
Weaving medium medium medium
Circular knit and automated flat knit medium low very low
Hand flat knitting very low low low
Fabric dyeing and finishing high high high
Garment making low low low
Garment dyeing medium high high

Note: Thisisrelative data only. Consumption varies by product type and process method.

Quality

Quadlity has three aspects. The competitive aspect means that the customer buys and keeps
the product. In this study, we use the percent of returns from customers to measure how well
firms in the region meet cusomer requirements. The internal aspects are process quality and
the quality process. Process quality refers to how well the production process conforms to
gandards. In this study, we use the percent of repairs and reects as an indicator of the pro-
cess qudity firms have achieved. The quality process refers to the business processes a firm
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has inddled to control and ensure qudity. In this study, we refer to the types of qudity
processes the firms have ingtaled to measure the ate of the quality processesin the region.

Textile and clothing firms in most countries reported doing well on the competitive agpect
of qudity. The internationd norm is 1.5% return of sdes. Of the seven countries in which
textile manufacturers were questioned, this was achieved everywhere but in Swaziland. Of
the 10 countries where garment manufacturers were questioned, those in Mauritius, Lesotho,
BotsG/;/awa, Namibia and Mozambique achieved results within internationa norms (Table
12).

According to internationad norms, reects should be below 5%. Only the textile manufac-
turers in Swaziland and Tanzania achieved such results. Garment manufacturers did better,
however, with those in dl countries, except Namibia and Botswana, meeting internationd

standards.

Repars after sewing in garment
manufacturing need to be below 10%.
The average reported performance in dl
countries was, therefore, within inter-
nationd norms. Repars after sewing are
an important issue for cost competitive-
ness because, in those countries where
piece-rate pay is not used, the repair cost
is pad by the manufacturer.®® Such
repairs are dways, however, an issue for
delivery competitiveness snce excess
repairs cause manufacturing delays.

The firms surveyed have not ingdled
sophigicated  quality  processes.  Few
firms in the region are 1SO 9000 certi-
fied or ae in the process of getting
catified; and very few have organized

Box 1

| SO 9000 and the Quality Process

ISO 9000 is a set of international standards for a
firm's quality management system. When the quality
management system meets these standards it can be certi-
fied as being 1SO 9000 compliant by a body accredited to
the International Standards Organization (1SO). After
certification, the certifying body will periodically review
the firm’s quality management systems, and a firm can
be de-certified if found not to be in compliance. The
certifying bodies are either national standards bureaus or
independent certifying agencies such as Bureau Veritas.

To obtain ISO 9000 certification, a firm has to
demonstrate that management is committed to making
the quality management approach a key part of its
strategic approach to business. The firm has to then
develop and implement a quality management system
whose key features are:

quaity cirdes or other sophisticated
total-quaity-management  systems. Mogt
do gaher data on qudity. In the textile | «
industry, such data is often used in a
datidicd  qudity-control  system  for
process control. Garment manufacturers,
however, genedly use the qudity

= Clear responsibilities for carrying out each part of the
system

A published quality policy and procedures manual
that defines in detail each document in the quality
management system, responsibilities for their creation
and maintenance, and how they are to be distributed

=  Written procedures for dealing with non-conforming

- result
results for record keeping and perfor- | « Aninternal audit process that ensures the system is
mance evauation. Process quality is followed

controlled by ingpecting individud ga-

ments as is done in most garment
producing countries.

Improving the qudity process improves qudity competitiveness. 1SO 9000 is an inter-
nationdly recognized qudity-process dandard that is being widely adopted in many

62 ‘Returns from customers' include goods that were rejected, not paid for or subject to non-conformity
penalties, even if the goods were not physically returned to the manufacturer

63 piece-rate pay systems allow a defect to be traced to an operator, who repairs the defect without receiving
any payment for the item until the defect isrepaired. Thus, the repair is done onher own time.

42



industries, induding the textile and garment industry (Box 1).°* Being 1SO 9000 certified
does not mean that a firm will produce better products or provide better services than a firm
that is not certified. It does ensure sysematic management of qudity and, if this is done
thoroughly, consistent results The firm will dso use the results of qudity management to
continuoudy improve its products and services and thus become more competitive.

The process of becoming 1SO 9000 certified forces a firm to improve, document, and
make its internal processes consgtent. Becoming 1SO 9000 certified is widely recognized as
one of the bet ways for a firm to improve its internal management processes and reduce
losses due to inconsstent procedures. ISO 9000 also addresses the problems of poor co-
ordination among sdes merchandisng, and planning that lead to unrdigble deivery
performance. Consequently, as pat of nationa technology policy, each country needs to
ensure that a body exigts to certify manufacturers as 1SO 9000 compliant and that these firms
have access to the necessary expertise. Countries without a national standards bureau
accredited to certify manufacturers as 1SO 9000 compliant can consider contracting another
country’s bureau to provide this service as the Namibian Bureau of Standards has done with
the South African Bureau of Standards. The status of 1SO 9000 certifying bodies is discussed
in each country report in the section on Qudity.

European buyers are increasingly demanding ISO 9000 certification, dthough it is less
important for American buyers. 1SO 9000 certification tegtifies to a firm's good managemernt,
busness sophidtication, and rdiability and is important when approaching new customers,
particulaly newcomers to the region. In addition, many large wholesders and brand-name
merchants certify their suppliers as meeting latter’s qudity dandards. This is essentid for
developing strategic aliances with buyers®® SADC garment manufacturers in many countries
have been successful in obtaining these proprigtary cetifications. These cetifications will
become more important to the region as more firms export to demanding merchants in the
US and Europe Garment manufacturers will aso need to ensure therr regiond textile
suppliers are cetified by their customers. In dl cases, implementing qudity management
processes compliant with 1SO 9000 gives manufacturers a solid foundetion that will help
them become buyer certified.

Gament ingpection before shipment is an essentid service for qudity control and is
demanded by most export customers. Large buyers usudly have their own quality-control
daff that peform ingpections a the suppliers factories. Smdler buyers often use locd
independent textile agents. Textile agents aso hep buyers find suitable factories to process
their orders. In some cases, the textile agent sub-contracts the order out to severa factories
based on ther avalable cgpacity and technica capabiliies and sometimes negotiates a
discount from textile mills for those factories. Textile agents are wel etablished in Mauritius
and South Africa and are a vitd pat of the infradructure for the garment industries there.
Textile agents are not manufacturing firms, and, thus, in severd countries in the region are
not digible for the same invesment incentives and operating bendfits as manufacturers.
Mauritius has set up an Export Service Zone in pardld with the Export Processng Zone to
grant the textile agents, designers, and other support companies the tax and other benefits
avaladle to the manufacturers. Other countries in the region need to consder copying this
practice.

% In Mauritius eight of the 11 manufacturers interviewed were either certified or in the process of doing so.
Strong government and promotion plus recognition of the benefits have led so many firms to seek 1SO9000
certification.

6 grategic alliances is the name given to an important co-operative business strategy in the textile and
apparel industry (see“ Strategic Alliances”, p. 81).
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Table 12. Quality results reported by textile and garment manufacturers (%)

Textilemanufacturers Garment manufacturers

Rejects Returns Repairs Rejects Returns
Botswana n.a n.a 100 6.0 0.0
Lesotho n.a n.a 80 1.0 0.0
Maawi 75 0.0 58 33 34
Mauritius 55 11 82 27 0.1
Mozambique n.a n.a 49 35 0.0
Namibia n.a n.a 43 56 0.2
South Africa 55 13 838 21 23
Swaziland 35 5 73 20 33
Tanzania 44 04 n.a n.a n.a
Zambia 50 0.0 50 <05 40
Zimbabwe 85 15 24 46 33

Sour ce: Field results from the country reports
Notes: n.a. = datanot available

Delivery

Ddivery time and cost ae important for the garment industry. Ddivery time has two
aspects. (i) the actua time required to deliver an order and (ii) the rdiability of deivery. This
study does not review the actud deivery times to export markets but it does measure ddivery
reliability by usng the manufacturers on-time performance.

Despite the previous cavest, the fidd survey did turn up severa issues that affect ddivery
times. The most frequently used port for imports and exports for the continenta SADC
countries is Durban. The port is congested; and labour problems a the port cause
unpredictable delays. Port Elisabeth is an dternative but does not have the same frequency of
slings Wavis Bay is an important dternative now that the al-weather trans-Kaahari and
trans-Caprivi highways have been completed. Shipping times from Walvis Bay to Europe and
the U.S. are 10 days faster than those from Durban. Sailings are less frequent from Walvis
Bay then from Durban; but, if traffic were to increase, presumably so would saling
frequency. The use of Walvis Bay as an dternative to Durban needs to be promoted.

Another issue that affects ddivery time is the lack of feeder services among the ports in
the region.®® As a result, shipping times and costs among these ports are higher than
necessary. The SADC Trangport Commission (SATTC) needs to study and recommend how
to implement viable regiond feeder sarvices.

Ddivery cod is a dgnificant aspect of an order’s cost. The region's ability to compete
depends in part on being able to deliver orders to the customer at a reasonable cost. As much
raw materid is imported from outside the region, it is crucid to have competitive and relidble
ways to do so.

Of the 11 countries that have sgned the SADC Trade Protocol, sx are entirdy land-
locked. Lesotho and Swaziland, dthough land-locked are close to South African ports and
have reasonably priced, regular overland shipments to and from those ports. Zambia, Mdawi
and Zimbabwe have to depend on transport infrastructures of varying quality and cost. High
inland transportation costs was conddered a very or extremely important congraint in nine
countries (see chart, p. 29). Improving this infrastructure and thereby reducing the intra-

® Though the cost is very high, shipments from the cotton producing areas in northern Mozambique to
Maputo are faster and far morereliable by road than by sea.
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regiond trangportation cost and increasing its reliability needs to be a high priority project for
the region’ sinfrastructure.

In this dudy, ddivery rdigbility is measured by the percentage of on-time ddiveries
reported by manufacturers for their internationd and domestic orders. Internationa buyers
expect 95% of ddiveries to be on time Only the gament manufecturers in Botswana,
Mauritius, Namibia, and Lesotho achieved this, and nore of the textile manufecturers did
(Table 13). The textile industry’s performance was poor for internationa orders and worse
for domegtic deliveries. This is digurbing. As discussed in the subsection on Response in
The Way Forward, garment manufacturers cannot deliver on time if their fabric arrives late
In the interviews, those garment manufacturers that are having the mogt difficulty in meeting
ddivery schedules sad the main problem was late fabric ddiveries. This gopears to be the
case in Zambia, Zimbabwe, South Africa, Mozambique and, most serioudly so, Malawi.®’

Improving the ontime ddivery of garment manufacturers in the region will, as a reault,
depend on improving the ontime ddivery peformance of the fabric manufacturers. Since
AGOA requires the yarn and fabric used to make garments digible for duty-free export to the
U.S. be produced in AGOA-digble countries or the U.S itdf, the &bility of textile
manufecturers in the region to offer timdy ddivery is critica for the region’s ability to take
advantage of the trade opportunities offered by AGOA.

Table 13. Percentage of deliveries on time during 2000

Garment manufacturers Textile manufacturers
I nternational Domestic International Domestic

Botswana 95 92 — —
Lesotho 95 — — —
Maawi 50 63 50 25
Mauritius 98 — 85 86
Mozambique 67 — — —
Namibia 100 100 — —
South Africa 76 R 89 0
Swaziland 92 — — —
Tanzania n.a n.a n.a na
Zambia 3 73 0] 93
Zimbabwe 80 — 82 —

Source: survey data

Note: n.a. = data not available. A dashed line means data for that industry sector
or domestic deliveries was not collected. Data for Zimbabwe is for both
domestic and international deliveries combined

Strengths and Weaknesses by Country

Having discussed the characterigtics of the various production stages and the current Situation
in each of the SADC countries, it is now possible to andyse their comparative advantages in
eech dage of textile and clothing production. This anayss makes clear two things (i) no
country has an absolute advantage in dl stages of production; and (ii) the most competitive
pipdine for garment production will be a regiona one with each country contributing whet it
does best.

%7 In Mauritius, fabric producers are only 86% on-time for delivery to garment producers. Despite this, the
garment manufacturers still achieve world-class delivery levels because (i) only about 40% of the fabric used by
garment exporters is made in Mauritius and (ii) Mauritian manufacturers sometimes use air-freight if production
islate.
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Each country in the SADC region has a set of characterigtics that will determine, in part, in
which indudries it will mogt likdy be competitive. Andysng thee chaacterigics will
enable us to develop a table for the region, showing how each country can contribute to
devdoping a compsditive pipeine. This will help policy makers develop locd drategies
consstent with an integrated, regiond agpproach rather than a limited nationd approach. The
compstitive table can dso guide investors to the industries with the best prospects in esch
country.

Each country is rated according to competitive factors that correspond to the character-
igtics of the different production stages (Table 3).

Competitive Factor Production Stage Characteristic
Electricity: cost and reliability —» Enegy Intensty

Water: cost and availability —» Water Intengty

Labour cost —p Labour Intensity

[nvestment attractiveness —p Caopitd Intensity

Percent of unused capacity —_y» Lead-timefor ingtaling new production

a) Usng datafrom Table 10, the scale for electric supply cost is

up to 4¢kWh = low
4.10kWh to 10¢kWh = moderate
above 100kWh = high

The scde for dectric supply rdiability is the importance manufecturers gave to
unreliable eectric supply as a congtraint on capacity utilization.®® In this andysis, we used the
inverse of the scae used in the survey, i.e, 3 = unimportant, 2 = important, 1 = very
important, and 0 = extremdy important. In this way, the higher number indicates a more
reliable dectric supply.

b.) The scdefor evauating water costs (usng datafrom Table 10) is:

less than or equd to S0¢m?3
more than 50¢m?

moderate
high

Water supply availability is based on anecdotal evidence gathered in the fidd survey.

c.) The scde for evauating labour costs (usng data from Table 10) is based on the average
of the new-hire and 5-year |abour costs:

up to $50 per month =low
above $50 and up to $100 per month = moderate
above $100 and up to $150 per month = high
above $150 per month = very high

d) To evduate investment attractiveness, we rated each country on a series of weighted
factors usng data gathered in the country reports (Table 14). The results in Table 15 for
investment attractiveness are the percentages each country received of the maximum score
possible. The higher the percentage, the more attractive the country isfor a potentia investor.

®8 hased on datain the country reports
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Table 14. Factor weights for computing investment attractiveness

Factor

Weight

Data used

Schemes for duty exemptions on

inputs

Ease of obtaining work permits
Currency overvaluation percent

Time taken to open anew company
Corporate tax levels
Companies constrained by lack of
long-term capital

Real interest rates
Companies constrained by lack of
short term capital

2% Datagathered in field studies

2% Manufacturers' response to survey questions

13% Percentage excess of the parallel exchange
rateto the US dollar over the bank rate

8% Datagathered in field studies

8% Datagathered in field studies

8% Manufacturers' response to survey guestions

5% Datagathered in field studies

1% Manufacturers' response to survey questions

Note: Detailed calculations of each factor and results for each country arein Annex 3

Table 15. Comparison of competitive factors among SADC countries

Electric supply Water supply Labour Investment Unused
Cost Reliability Cost Availabiliy costs attractive- production
ness capacity
Botswana moderate 15 high low high 90.7% Garments-40%
L esotho moderate 17 moderate medium moderate 76.2% Garments-32%
Malawi moderate 14 n.a na low 63.5% Textiles-41%
Garments-37%
Mozambique high 17 n.a n.a low 84.0% Textiles-68%
Garments-33%
Mauritius moderate 29 moderate medium high 52.5% Textiles-7%
Garments-17%
Namibia moderate 30 high variable very high 91.9% Garments-59%
South Africa low 27 n.a good very high 58.2% Textiles-23%
Garments-36%
Swaziland moderate 21 moderate good high 78.7% Textiles-58%
Garments-27%
Tanzania high 0.0 n.a n.a moderate 34.2% Textile-32%
Garments-16%
Zambia low 0.6 n.a good moderate 72.8% Textiles- 14%
Gaments-77%
Zimbabwe moderate 15 n.a good moderate 40.6% Textiles- 13%

Garments-44%

Source: seetext. Unused production capacity isfrom Table 6.

Note: For explanation of scales, see preceding text.

The reaults of this competitive andyss give us a composte picture of the region (Table
16). For each country, we show the strengths and weaknesses and point to stages of produc-
tion mogt likely to have a compstitive advantage. The conclusion is based on an objective
andyss of the competitive factors (Table 15) and on subjective factors noted in the strengths
and weeknesses. Findly, to summarize the results, Table 17 presents the countries that have
potential advantages for each production stage.



Table 16. Srengths and weaknesses by country

Country Strengths W eaknesses Conclusions: Compar ative
advantage for the following
sub-sectors:

Botswana | Capital available Lack of water Knitting and spinning

Good investment climate High labour costs Low water-usage weaving
Close to cotton and yarn in Zimbabwe and Zambia Opportunity to produce high-end
Moderately priced electricity fashion apparel, and apparel under
Significant unused capacity in garment production high productivity conditions
Close to major South African markets
Close to Walvis Bay
Lesotho Good investment climate Lack of factory shells | Yarn and fabric production
Moderate electric cost Apparel production, basics
Moderate labour costs
M oderate water costs
Unused production capacity available in garments
M al awi Moderate electric costs Moderately reliable Y arn and fabric production
Lowest labour costsin the region electric supply Apparel production, basics
Good investment climate (Must improve electric supply
Unused capacity in textiles and garments reliability)
Cotton Exporter
Mozambi- | Low labour costs High electric costs Apparel production, basics
que Good investment climate Spinning
Unused capacity in textiles and garments
Cotton Exporter
Mauritius | Fair investment climate High labour costs Y arn and fabric production
Moderate cost and very reliable electric supply High-end fashion apparel
M oderate water costs High productivity apparel
Well-devel oped design and marketing capabilities production
Product design and marketing
Namibia Low cost and reliable electric supplies Very high labour costs | Yarn production
Good investment climate Lack of existing Low water use weaving
Water available in certain regions industrial garment and | High-end fashion apparel
Walvis Bay textile industry Apparel produced under high
productivity conditions
Logistics centre for transport to the
U.S. and Europe
South Moderate investment climate Highest labour costsin | Product design and marketing
Africa Low cost and reliable electric supply the region Y arn and fabric production
Good water supply High-end fashion apparel
Well-developed design and marketing capabilities
Sole producer in the region of man-madefibresfor
apparel
Swaziland | Low cost and reliable electric supply High cost labour Y arn production
Good water availability High water costs High-end fashion apparel
Good investment climate Apparel produced under high
Significant unused capacity in spinning and garments productivity conditions
Tanzania Moderate labour costs Highest electricity costs | Apparel production
Unused capacity in textiles intheregion Spinning
Cotton Exporter Unreliable electricity (Must improve electric supply
supply reliability and investment climate)
Poor investment climate
Zambia Lowest electricity costsin the region Unreliable electricity Y arn and fabric production
Good water availability supply Apparel production
Good investment climate High shipping coststo | (Must improve electric supply
Moderate |abour costs sea-ports reliability)
Cotton Exporter
Zimbabwe | Moderate electricity costs Poor investment climate | Apparel
Good water availability Unreliable electricity Yarn and fabric

Moderate labour costs
Cotton Exporter

and fuel supply
High shipping coststo
sea-ports

(Must improve electric and fuel
supply reliability and investment
climate)
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Table 17. Countries with potential compar ative advantages in different production stages

Production Stage

Countries

Comments

Spinning

Botswana, L esotho, Mozambique,
Mauritius, Namibia, South
Africa, Swaziland

Malawi, Zambia

Zimbabwe, Tanzania

Must improve electric supply reliability
Must improve electric supply and investment climate

Knitting Botswana, Lesotho Hand and automated
M alawi Hand; automated knitting if it can improve its electric supply
Mauritius, Namibia, South Automated
Africa,Swaziland
Zambia, Zimbabwe Hand and automated (see comments under spinning)
Weaving Botswana, Namibia Low water usage weaving

Lesotho, Mauritius, South Africa
Zambia, Malawi, Zimbabwe

(see comments under spinning)

Fabric dyeing and
finishing and yarn
dyeing

Lesotho, Mauritius, South Africa
Zimbabwe, Zambia, Malawi

(see comments under spinning)

Garment production-
basics

Lesotho, Mozambique
Malawi, Zambia, Zimbabwe
Tanzania

(see comments under spinning)
Must improve the reliability of the supply of electricity

Garment production-
fashion and high
productivity

Botswana, Mauritius, Swaziland
Namibia
South Africa

Also alogistics centre
High-end fashion garments; needs to relax restrictions on
piece rates to be competitive in high productivity garments

Product design,
development and
merchandising and
marketing

Mauritius
South Africa

Working together, the region can create competitive pipelines. One country aone cannot,
except in limited markets. For example, some possible pipdines for basic garments are;

ginning in Botsvana with weaving, fabric finishing, and gament production in

Lesotho

ginning in South Africa with knitting, fabric finishing, ard garment production in

Mauritius

ginning in Mozambigue with weaving and fdbric finisning in South Africa and
garment production back in Mozambique

In the following section, we review the policy, regulatory, inditutiond ad macro-
economic frameworks in which the region’ s textile and clothing industry operates.
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Policies, Regulatory Framework, and
| nstitutional and M acr oeconomic Environment

The macroeconomic environment and regiond and country-specific policies, regulations
and inditutions both congrain and encourage the development of the textile and clothing
indugtries in the region. The pattern is diverse and only in some cases can generdizations be
dravn. Where there are problems, some are generd; and others, quite specific, as are the
solutions. Moreover, even when the problems are common throughout the region, the
inditutiona or policy remedies are often nationd, not regiona, though sometimes a regiond
solution may be viable In dl cases, the guiding criterion is tha any solution must change the
environment to dlow and encourage firms to become increasngly efficent and world-
competitive, ... ableto turn the threet of globaization into an opportunity.

M acr oeconomic Environment

Macroeconomic performance—the rates of growth, invesment, inflation and red interest
and the officid versus secondary-market exchange rates—vaies widdy in the region.
Whereas most countries in the region have moderate inflation, dow to moderate growth, and
liberdized foreign-currency markets, Zimbabwe—the worst case—has a shrinking economy,
massve inflation, high red interest rates, and a hugely overvaued currency, conditions that
cut sdes, increase cods, scare investors, make others want to flee, and dash trade with
nearby countries. A few other countries gill suffer Sgnificant inflation, overvalued foreign-
exchange rates, and redtrictions on access to foreign currency. For example, “the Madawi
kwacha (MK) fdl from MK 46.2 to the U.S. dollar a the end of January 2000 to MK 78 by
mid October (Nation 27/10/2000:14).” In October 2000, its officid exchange rate was ill
ovevaued with the black-market demanding 10% to 13% more than the officid rate the
inflation rate was about 30%, implying a 15% red interest rate, which a few months later rose
to 25%, a cause for bitter complaints by Maawian investors who are unable to obtain
foreign-currency loans (Coughlin and Undenge 2001:5). Zambia too has serious macro-
economic imbadances that hamper manufecturers and intimidate investors. It has adso
re-imposed foreign currency controls. Tanzania, on the other hand, has liberdized foreign
exchange markets, privatized many companies, and seems to have controlled its inflation to
moderate levels (7.9% in 1999 and 5.0% in 2000) though its red long-term interest rate for
loans remains high (14% to 20%). Along with other reforms, these changes have spurred
investment in the Tanzanian textile and garment indudtries.

That foreign-exchange misdignment, overvauation and fluctuations (ad the associated
uncertainty) discourage exports is wdl known both theoreticdly and finds consderable,
though not unanimous, empirica support.®® In Africa, for example,

non-CFA countries experienced an average levd of red exchange rate misdignment of
approximately 20% over the 1970-95 period.... According to the estimated eadticities of
export shares to misdignment, in the absence of misdignment, the ratio of export shares
to GDP could have been higher by 70%, 100%, and 60% for textile, chemicad, and metd
products, respectively.... Moreover, one should aso take into account the direct impact
gemming from a lower leve of the red exchange rate (RER), if it is assumed that RER

69 Seg, for example, Collier (1997), Harvey and Hudson (1993), Gagnon (1993), Grobar (1993), and Paredes
(1989).
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misdignment is reversed through RER depreciation. According to our estimated easti-
cities of export shares to RER movements, a 20% RER depreciation could improve the
tota export share of the three industries by 0.3% of GDP. This puts our estimate of the
direct impact of exchange-rate mismanagement on export shares of the three industries at
1.7% of GDP.

... This figure probably underestimates the overdl negdtive incidence of exchange-rate
mismanagement on manufactured exports. A better export peformance is likey to
improve productivity through learning effects thanks to an improved dlocation of
production factors, as wel as through economies of scae due to a bigger market sze
(Sekkat and Varoudakis 1998:44, emphasis added).

In another study, Tskata (1999) found that South African “exports are highly senstive to red
exchange rates, world demand, and trade policy. The short-run exchange-rae dadicity is
0.8”, that is, a 1% increase in the red exchange is associated with a 0.8% increase in exports
(Lewis 2001:6). Smilarly, Elbadawi (1999:13) usng extended transaction-costs models
found that “al of the four regressons find red exchange rae vaiability and the leve effect
of the tems of trade highly dgnificant and negativdy associated with  manufacturing
exports’. He concluded that “red exchange rate-based competitiveness is a pre-requisite for
a developing (especidly low-income developing) country to become a successful exporter of
manufactures’. Indeed, “African countries that have been successful in promoting manu-
factured exports have implemented cautious exchange-rate policies, leading to <eadily
declining red exchange-rate overvauation” (Elbadawi (1999:7).

Though most SADC member countries have implemented such policies, the difficulties in
Madawi and Zambia and, above dl, in Zimbabwe not only restrain growth in those countries
but have large negetive repercussons for trade and invesment in the entire region, including
for the textile and garment industries.”®

Policies, Regulatory Framework, and | nstitutional Environment

A country’s fiscd, technologicd and humanresource policies, the regulatory framework
governing the edtablishment and functioning of corporations, and the inditutions supporting
and regulating economic activities strongly influence decisons to inves as wdl as the
ongoing viablity of a project. The following sections examine how this affects the textile and
clothing indudtries in the region.

Tariffs, Other Taxes, Rebates, and Customs Regulations and Administration

The regulaions and fiscal measures applying to imports and exports ae contentious topics
with diverse, srong interests lobbying and perhaps bribing to guarantee, modify, thwart or
circumvent ther implementation. As a result, policy sometimes becomes a mythical system
supplanted by a practical code with unintended consequences hobbling rather than ading
indugtridists (Hors 2001:16). In other cases, policy can have inadvertent, undesired results
harmful to industry. "

Another difficulty aises when governments offer inducements and, with little or no
warning, discontinue them. For example, Zambia for long had no foreign-exchange controls
but, in December 2000, suddenly announced that:

0 According to one study in Africa, if over a decade the annual growth rate falls (rises) by 1% in a country,
then, ceteris paribus, the growth rate of its neighbour falls (rises) 0.55% (Easterly and Levine 1997 cited by
Longo and Sekkat 2001:14).

" See, for example, how a change in tariffs inadvertently crippled the fishnets industry in Tanzania
(Coughlin and Mworia 2001:25-26).
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al exports are to be receipted localy with a least 75% of this amount to be deposited with
locd banks immediately upon receipt but in ay case not exceeding 180 days from date of
exporting. Remittances, other than dividends, by busness entities will be made agains
invoices condgent with bills of entry collected by the tax office of the Zambia Revenue
Authority. (In this respect, dl budnesses wishing to make remittances are required to
furnish banks with invoices or supporting documentation). All external payments above
$5,000 are to be channelled through commercia banks (Rubin and Mudenda 2001:6).

Likewise, in March 2001, the Botswana government suddenly announced that “the Financid
Assgance Policy has been scrgpped for foreigners and will apply only to new investments

‘by dtizens and ndionds.
This policy offered large sub-
gdies for wages, training, and
capitd  investment ad served
to dtract many new manu-
facturers (Rubin 2001:4). Such
aborupt policy changes shake
investor confidence about the
rdiability of the  policy
environmen.

Besdes  such country-
gpecify problems, the indus-
triditss surveyed in the 11
SADC countries helped us to
identify patterns where, repest-
edy, in diverse countries they
confront ill conceived or md-
functioning systems. It is on
those patterns, not the minutiae
of diverse sysgems that this
report focuses. The sdient and
common problems involve (i)
the non-exigence of provisons
for or unnecessxy limitations
on export processing zones, (ii)
the failure to rebate, suspend or
diminae taiffs and the vdue
added tax (VAT) on inputs,
spares, equipment, and pur-
chased services used to pro-
duce exports, (iii) the apparent
falure of South Africa's Cus-
toms Service to deduct the

Fiscal | ncentives
A Key to Mauritius' Export Success

All raw materias, accessories, spares and production
equipment for the textile and garment industries enter
Mauritius duty free. Mauritius has aso declared the whole
idand an export processing zone so that an investor merely
has to obtain a site and the required loca government licenses
to be able to apply for a certificate as an export processing
zone manufacturer. Originally, such producers received a 10-
year x holiday, but the government now applies a uniform
15% income tax on al manufacturers.

Elimination of tariffs brings many advantages. Pre-ship-
ment inspections and the associated costs become unneces-
sary. Customs can drastically reduce how often cargo is phy-
scdly inspected (the Mauritius customs authorities, using
risk anadysis, inspect just 3% of cargo containing textiles or
clothing as opposed to 25% of other cargos). As a conse-
quence, most cargo for the textile and clothing industries can
be released immediately.

In addition to these fiscd measures, Mauritius has miti-
gated the impact of the surge in oil prices in 2000 by
completely removing “the VAT on eectricity consumption
[and doubling] the customs duty exemptions granted the
Central Electricity Board to Rs 100 million yearly. As a
result, the rate of increase in eectricity tariffs has been
limited to 20% on average, instead of 32%° (Mauritius
Ministry of Finance 2000:18). The VAT on water was also
scrapped.

vadue of South African yan or fabric before cdculating the amount of duties payable; (iv)
dow and often corrupt customs services, (v) the employment of time consuming import-
inspection services to vet cargo beyond their competence to evauate with adequate precison,
(vi) counterproductive administrative methods for dloceating nationd quotas among indivi-
dud producers under the MMTZ-SACU textile and garment scheme, and (vii) the prolonged
falure by many countries in the region to get a visa system approved by the U.S. Customs
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Service to make their exports to the U.S. digible under the African Growth and Opportunity
Act (AGOA).

Export Processing Zones

Whereas some countries (eg., Tanzania, Zambia, Lesotho, South Africa) do not yet have
export-processing-zone legidation, others impose unnecessary redrictions and 0 does the
SADC Trade Protocol given the way most Member States have interpreted and applied it for
EPZs. Unless a country has a smooth functioning duty-rebate or suspension system’® or,
dterndively, highly favourable specid tariffs and regulations for the textile and garment
industries as a priority sector, the lack of export-processing-zone legidaion handicaps
exporters and virtualy guarantees that no investment, locad or foreign, will occur in the sector
to take over and rehabilitate exiging factories or to set up new ones. This is Tanzanid's and
Zambia' s predicament.”®

Smilarly, the Internationd Monetary Fund's demand and the subsequent decree that limits
EPZs in Mozambique to “groups of enterprises or large projects’ in well demarcated geogra-
phicd zones set adde for export processing will make it very difficult to attract buyers
willing to buy and rehabilitate the various moribund textile mills in that country unless the
decree is reinterpreted to permit moderate-szed individual factories to become EPZs
(Coughlin 2001:7).”* Lacking a clear definition, investors will retrest or hesitate; and, at bet,
vitd time will be log seeking an authoritative darification. This rule has another, surdy
unforeseen consequence: it drongly discriminates agangt exising manufacturers, who are
often loca entrepreneurs. For example, in Zimbabwe, the directors of many firms expressed a
drong dedre to trandform ther plants into EPZs though the government, fearing a loss of
revenue, refuses to authorize them to do so unless they shift ther inddlations to an author-
ized zone, a prohibitivdly cosly move. Moreover, when consdering expandon, manufac-
turers confront a dilemma. To redize economies of scae, they must either move everything
into an EPZ at great expenditure or expand near ther present facilities in norma customs
territory outsde the EPZ, thus sacrificing the zone€'s benefits. Alternatively, they must split
their operations to gain the benefits of the EPZ while sacrificing economies of scde. All are
sub-optimal choices.

Vaious redrictions on EPZs dso hamper the zones use and efficacy. For example,
Madawi prohibits EPZ firms from sdling anything on the loca market; wherees mogt other
countries that permit EPZs dlow them to sdl between 15% to 20% of thelr output localy
upon paying the duties and taxes due on the respective inputs.”> The prohibition of locd sdes
ignores a key characterigtic of the textile and garment industries, namely, that they aways
produce overruns and seconds, which, in many cases, are best sold on the loca market.”

2 south Africa has a Duty Credit Certificate Scheme and two schemes for duty rebates and drawbacks (Jafta
and Jeetah 2001:15-17).

73 Tanzania's duty drawback scheme has considerable delays; and, as of late 2000, the country still had no
EPZ legislation. Zambia has a duty-drawback scheme for exporters and the Ministry of Commerce and Industry
has proposed but not yet passed legislation for EPZs that, though geographic, will be centred in the big textile
producing areas. The proposed law applies to incremental as well as new investment (Rubin and Mudenda 2001
610 8).

" The International Monetary Fund demanded the change “to better enforce customs control of the inflows
and outflows of goods and services’ in Mozambique. To our knowledge, the Fund has not yet demanded similar
legislative changes in other SADC countries though Zimbabwe has long required EPZ firms to locate only in
designated zones (IMF 2001).

> Namibiaallows EPZ firmsto sell up to 30% in the local market (Jeetah 2001:7).

® Thisis not a general rule. For example, due to the massive commercial and donor importation of second-
hand clothing, one clothing factory (Belita) in Beira, Mozambique, reportedly sells all its seconds and overruns
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Ironicdly, it dso means that the exported goods will sometimes be purchased outsde and
sold locdly by traders a prices that add the cost of two-way trangportation plus margins. This
regulation protects inefficient loca producers who are unable to export and pendizes the
geneardly more efficient EPZ firms. Worse ye, it protects no one if, as often hgppens, none of
the non-EPZ locd producers make the goods in question. In that case, the protection is for a
phantom.

Smilaly, SADC member dates typicaly apply external taiffs to find products made in
EPZs from other SADC countries. In practice, this excludes them from the SADC market
except for those exporting under SACU-MMTZ quotas. The Trade Protocol has no explicit
provison to dlow EPZ factories to sdl even a smdl fraction of ther output within SADC
except in the country where the factory is located. This policy, a least in practice, discrimi-
nates agang some of the mogt efficient firms in the region, a questionable way to encourage
development!

With the exception of income taxes, the fiscd rules for EPZ firms are fairly common

throughout the region, typicdly involving a complete exemption from tariffs and VAT on Al
imports. Corporate income taxes, however, vary greatly. Mdawi and Namibia grant EPZ
firms an “indefinite exemption” againg income taxes, Mozambique extends them a tax
holiday for seven years after which such firms pay 1% on gross recepts, Zimbabwe gives
them a five-year tax holiday after which they must pay 15% income tax; and Mauritius now
goplies a 15% income tax on dl EPZ firms. Though Swaziland does not have an EPZ regime,
it grants manufacturers producing for export a duty exemption on inputs. They dso get a five-
year tax holiday after which, if in the textile and clothing sector, they pay a 10% income tax
till the tenth year whence it reverts to the normaly applied 30% rate (Rubin 2001c:4).
Botswana too has no provison for EPZs but applies zero tariffs to equipment, exempts
exporters from duties and sdes taxes on raw materids, and gpplies a 15% income tax on
manufacturing firms as opposed to 25% for dl other companies.
Since multinationd corporations can easly minimize income taxes through trandfer pricing
on inputs or outputs, the above variations in rates are, in practice, inconsequentid and
cetainly do not, in themsaves, thresten cutthroat competition in incentives for foreign direct
invessment in the region. For mega-projects, other incentives such as subsdized infra
dructure or eectricity would surdy be involved in any attempt to woo an investor to switch
to another country, assuming that the generd business ambience is Smilar in both.”” In such
cases, the rewards for the winning country are so high that, without a strong enforcement
mechanism, it is nearly impossible to prevent such efforts. Nor isit desrable to try.

Tariffs and VAT

The falure to remburse nonEPZ exporters for tariffs and VAT on inputs, spares,
equipment and purchased services or gross ddays in doing so are the most serious and
common fiscd problems affecting exporters in the region. Where this occurs—eg.,
Zimbabwe, Mozambique, and Tanzania—the law usudly provides for the reimbursement of
such tariffs and VAT. Implementation is the problem. Strapped for cash, the countries

to international brokers because the local clothing market is saturated and would pay little for such goods—
interview with Niazi Hoolash, chief accountant and acting director, Belita, 21/12/2001

" For example, Ramatex was apparently enticed to abandon its negations with Buffalo City in the Eastern
Cape in preference for a site in Namibia partly because of the lure and partly because of South Africa’s delays
and obstinately insufficient offers. “Namibia is believed to have offered Ramatex a 20-year tax holiday, free
wharfage, free earthworks at the factory site and free electricity infrastructure up to the factory site. In Eastern
Cape, the company was offered 100ha at the old Bisho airport site for R250,000, and reduced wharfage fees.
The cabinet is believed to have rejected a more generous investment package, including a six-year tax break,
proposed by those negotiating with the Malaysians” (Business Day 21/6/2001:1).
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treasuries are gicklers about tiny errors on the applications and ether succeed—ddiberatdy
or not—in repeatedly frudrating the manufacturers till they just quit submitting applications
for rembursements or, faling tha, pay the gpplicants off in deflaed currency with no
interest payments a year or two after the exportation occurred. For example;

In Tanzania, manufecturers again and again informed us that only by collecting more
VAT than they pay out could they get reimbursed for VAT pad on inputs and
sarvices. Thus, a successful exporter who dls little on the domestic market would, in
practice, be pendized. Reportedly, the government is trying to improve the system by
dlowing monthly VAT refunds for exporters though no manufacturer informed us that
he was bendfiting from this sysem yet.’”® In a least one case—fishnets—the inter-
minable delays severely hamper loca production (Coughlin and Mworia 2001:25).

In Zimbabwe, factories complained of delays of more than a year in getting refunds for
duties pad on imported inputs used to produce exports. Faced with soaring inflation
and denied interest payments on the funds thus tied up, the manufacturers are thereby
burdened with a net tax on exports.

In Mozambique, a first glance, it gopears tha the textile and garment indudries have
escaped the rebate problem, but a closer analyss reveds that this is not entirdy so.
None of Mozambican textile firms export & the moment; and dl the clothing manufac-
turers that do, produce on a cut-make-and-trim basis and import raw materids paid for
by thelir customers as temporary imports exempt from duties and VAT. However, if
they were to begin to purchase their own cloth as is more usud in the industry inter-
nationdly,”® they might be able to get the duties suspended but would have to pay
VAT and apply for arefund, arefund that is extremely difficult to get.

Even when the rules alow temporary importation of raw materias with suspended duties
and VAT, they generdly prohibit a loca textile wholesdler from buying goods for export
from a locd factory without paying VAT. In a country where VAT refunds are grossly
delayed or, worse, never paid to exporters, the ingstence that wholesders who buy textiles or
gaments for export pay VAT on the goods virtudly prohibits the development of local
wholesders specidizing in such exports unless they were mere agents earning commissions.
No locdly incorporated wholesder could viably undertake this activity—especidly in a
country with few textile and garment manufecturers—unless located in an export service
zone (nonrexigent in Mozambique) though, in practice, the merchandise would be shipped
directly from the factory to the dient. With ingenuity, such hurdles can be overcome® ...but
at acost, acost that will stal or stop the project.

" Tanzania has given a commitment to the Internationa Monetary Fund to give no more VAT
exemptions—Source: interview with Ravi Chande, 2 vice chairman, Confederation of Tanzanian Industry,
10/11/2000

79 giill, cut-make-and-trim arrangements are also common; and producing that way is a strategic decision. It
is not the most advanced practice but it is certainly not abnormal. It might limit the scope of clients they can
deal with; but, in many cases, buyers prefer to work with such manufacturers. By doing so, they can control the
fabric and accessory supply or use their large buying power to purchase the fabric cheaper than a small
manufacturer in Mozambique.

80 perhaps by creating off-shore companies

81 Exactly this situation is currently stalling a significant long-term arrangement for clothing exports from
Mozambique to the U.S. Though one factory desiring such an arrangement currently imports, duty- and VAT-
free, all raw materials and exports 100% of its output, any deal that would momentarily shift the ownership of
the goods to the wholesaler would, under the current interpretation of the regulations, immediately call forth the
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Combined, fiscd pressures, bureaucratic sringencies, and rigid laws thus reduce the
ability of entrepreneurs to manoeuvre around obstacles inhibiting ther own and their nation’s
growth. Facing one obstacle, they turn ... only to face another.

Another common problem is the lack of a mechanism to rebate tariffs to indirect
exporters. For example, in the absence of such a clause, a garment manufecturer is pendized
when buying cloth from a loca mill. Though he may be adle to get his VAT back, neither he
nor the weaver can get a refund for the duties the weaver paid on imported inputs and,
perhaps, spare parts. Though integrated factories have no such problems, the common lack of
a rebate mechanism for duties paid by indirect exporters discourages the creation of export-
oriented pipelines comprising independent producers within the same nationa territory. A
counterexample is given by Mauritius. Since the whole idand is a virtud EPZ for the textile
and garment indudtries, large producers subcontract smdl independents for gpecidized
embroidery, cutting and sewing services. Taxes are not an obstacle. They are, however, in
SACU.

SACU customs regulations make it dmost impossible for SMIEs to subcontract with large
exporters. The SACU regulaions dlow the duty-free import of raw materids, if such
materids are used to manufacture for export. To qudify for exemption from SACU duties
on imported raw materia, a manufacturer must have a customer outsde SACU.®? Since
the SMES customers are Lesotho-based manufacturers, they are not exempt from import
duties even if that customer ultimately exports their products.

To overcome this redtriction, the Lesotho Manufacturers Association is trying to group
severd amdl operators in one physical space where they can set up customs bonded
operations.

Relocating SMEs is, however, an awkward solution. Easier would be to (i) require the large
manufecturer to guarantee that the subcontractors will return transformed inputs to his
bonded warehouse, (ii) control this with trandformation ratios, and (iii) impose tariffs, taxes
and fines for any unreturned inputs. If the large manufecturer is an EPZ firm, then the
solution is equaly essy: permit him to reesse inputs to subcontractors on the bass of a
temporary importation license.

South Africa’s Tariff Calculations

Though the South African customs authorities are supposed to deduct the vaue of South
Africen fdoric used to produce imported clothing, producers, especidly in Zimbabwe,
repeatedly dleged that, in fact, the authorities require importers to pay duties on the full
vaue of such garments. If true, this would clearly run contrary to the economic interests of
South Africa itsdf as well as violate the spirit of the SADC Trade Protocol. An investigation
IS required.

Pre-Shipment Inspection and Customs Clearance Procedures

Ddays and unreliaddility in the ddivery chan can doom a factory dedring to gain or keep
internationd customers, especidly in textiles and clothing. Whenever regulations or an
administrative decison requires that a high percentage of a certain cargo be inspected, the

imposition of VAT, a tax whose prompt refund is heavily doubted. Without a specific waiver for their
arrangement, the wholesder would have to endure delays and incur expenses to set up (i) an export company in
an industrial free zone—something not expressly permitted in the current legislation—or (ii) an import company
inthe U.S., either way, adaunting prerequisite.

82 SACU regulation 470.03, cited by Peter Tsoafoe, Director of the Lesotho Manufacturers Association.
Firms operating under this regulation must sell everything outside SACU.
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direct costs and the secondary repercussons are onerous. For example, South Africas
customs authorities have placed fabric on the high-risk lig and often indst on inspecting such
containers in trangt to other SADC countries. Moreover, for Swaziland, the authorities
require that such cargo be transported by the South African Railways, which, according to the
complaints of manufacturers in Swaziland, is dow and unpredictable in deivering imports®?
By contrast, gpparel exported from Swaziland via Durban is not on the high-risk lis and may
go by rail or road. Given the competition, these shipments arrive on time.

When deciding on the frequency of physca inspections the customs authorities must
understand that inspections and the consequent delays and unpredictability impose costs and
have adverse implications for manufacturers and the nation. Factories are idled; deliveries are
ddayed;, and clients get scared off. If ingpections are frequent, the customs adminigtration
itsdf becomes overburdened and clogged. Some countries (eg., Tanzania) even vet
shipments three times. once oversess, then by customs, and afterwards documentation and
vauation are vetted by an independent local auditor (charging a fee!) before the goods are
released. Moreover, pre-shipment inspection typicaly adds 1.5% to 2% to the ci.f. costs®*
Each ingpection before or after the arivd of the cargo implies cods in time and money and
increases the unrdiability of the entire process, an unrdiability causng unplanned delays
that can dlence factories while they wait for imported inputs delayed by the pre-shipment
ingpectors or stuck in the port awaiting customs clearance.

Since ingpections occur mainly to prevent customs fraud, two ways to cut the need for
them are (i) the reduction or, when economicdly judtified, the diminaion of tariffs and (ii)
the use of sophigicated andyss of risks coupled with random ingpection of cargo, the
frequency of which is determined by the risk associated with a specific shipment. Low tariff
levels reduce the incentives for corruption and, hence, the need for frequent inspection; zero
tariffs completely diminate the need for ingpections, except to catch smugglers, and risk
andyss focuses and cuts the frequency of ingpections. Such sysems increase net fiscd
receipts while greatly reducing the ddays and the direct and indirect costs for honest
manufecturers. Or, if goplied to a tariff-exempt product category, they randomly flag a amdl
percentage of cargo for ingpection to create a Sgnificant risk of discovery for smugglers and
those engaged in trans-shipment (Box 3).

8 “gShipment between Swaziland and Durban is overnight by road. Rail shipments take between six and
eight days by rail from Durban to Matsapha and about three days from Matsaphato Durban” (Rubin 2001c:19).

8 The efficacy of pre-shipment inspection itself is disputed. For example, under the subtitle “Measures that
Do Not Work: Examples from Pakistan, Bolivia and the Philippines’, Hors (2001:23-24) concluded that “while
the services provided by [Cotecna and Société Générale de Surveillance] reduced the abusive exercise of
discretion by customs officers, in respect of verification, they made no real impression on the corruption
problem. Firstly, corrupt practices were displaced to other points in the clearance process. Secondly, once
identical shipments were found to have been valued differently by the same verification firm, the information on
value, provided by these services, was no longer considered as reliable. [Moreover,] ... the personnel of these
firms, themselves, were not immune from corruption. Competition between the three firms, intended to lower
costs borne by importers, stimulated the development of corrupt practices, for example, the undervaluation of
consignments in order to attract customers.” In Pakistan, “in November 1996, the government was dismissed on
charges of corruption and the conditions under which pre-shipment inspection service contracts had been
concluded were investigated by the Accountability Cell, revealing that the two companies had made payments,
into foreign bank accounts, in favour of the then President, Benazir Bhutto and her spouse.”

A study of two African countries was slightly more positive about pre-shipment inspection services. It
concluded that “to help reduce fraud, donors need to support institutional reforms which reduce discretion and
which improve possibilities for monitoring the actions of individual officials. Evidence from Senegal and Mali
suggests that hiring a pre-shipment inspection company can be a useful tool for reducing fraud but, in order to
be effective, pre-shipment inspection needs to be accompanied by reforms within the customs which ensure that
the pre-shipment inspection company has access to the information it needs to carry out its duties. The key
institutional reform here in both Senegal and Mail has been to computerize the customs service, a reform whose
importance has not been fully emphasized in previous studies’ (Stasavage and Daubrée 1998:31).
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At present, however, many governments in the region have manud systems subject to
lage ad vaiddle deays, especidly for imports In the worse cases—Zimbabowe,
Mozambique and Tanzania—the customs service delays cargos of raw materids, on average,
by nine days as opposed to two, three or four days in al the other countries (Table 18) and
recaves srongly negative raiings by manufacturers (Table 19). The long ddays are dso
symptomatic of big and unpredictable variations that grestly perturb their production
planning and cause late deiveries to the client. Since internationa clients expect 95% on
time deliveries, repeated falure to meet deadlines can mean losng the dient, as happened
recently with a Mozambican knitwear factory, in this case its only diet. Unable to sl but
amal orders, the factory now runs a a tenth of its capacity, with workers chatting or deeping
at their posts.

The falure to unify border inspection posts and to instdl computer sysems to provide
cusoms officias with comprehensive eectronic records of a cargo’'s history adso dows cargo
and abets corruption. If it is trandt cargo imported from oversess, an dectronic-data-transfer
sysem would provide rdiable information dl the way from the segport, eg., Durban, as it
passes subsequent borders. Border unification aso helps to reduce corruption because
exporters and importers have conflicting gods, which, if their inteface with customs occurs
amultaneoudy, would assst in reveding the truth about the shipment. For example, a trans-
porter, upon exiting SACU, will desre to declare the full value of the cargo and apply for a
refund if he has pad VAT, but, upon crossng, no-man's land and entering the neighbouring
country, may try to switch invoices and underdeclare the merchandise in order to minimize
the duties to be pad. Findly, with an integrated risk andyds utilisng information from the
central customs adminigiration on both sdes of the border, physica ingpections can be more
focused and reduced in frequency.
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Box 3.
Electronic Data Based Customs M anagement System
in Mauritius

Mauritius has by far the most electronically integrated and efficient customs-clearance adminis-
tration in the region. Till 1997, the customs authorities utilized the ASYCUDA system but had
difficulty maintaining it because the computer-service technicians had to come from abroad.
Beginning in 1997, they phased in the locally designed Customs Management System together with
electronic data system based on the United Nation’'s Electronic Data | nterchange for Administration of
Commerce and Transport (EDIFACT) as recommended by the World Customs Organization. To
protect the system against hackers and prying eyes, external users communicate via TradeNet, an
electronic mailbox on an intermediate server that periodically transfers information to and from the
customs’ server, thus severing the direct link between customs and its diverse information sources,
€.g., companies, cargo agents, and other government departments.

The implementation of the Customs Management System entailed:

1. “transmission of release notification to the Mauritius Ports Authority;

2. reception of electronic manifest data from the shipping agents and clearing and forwarding
agents’;

3. e€lectronic processing of “import and export declarations and payment of duties and VAT”;

4. movement of containers with multiple consignees in preparation for unstuffing;

5. electronic approval of import/export permits required for a few exports and for 10% to 15% of
imports; and

6. “electronic approval of certificates of origin (EUR1, Comesa, etc.)”.

The first five phases are now operational; and the last, the electronic approval of certificates of origin,
will be implemented in June 2001.

The new system has many advantages for the government as well as for exporters and importers.
Being electronic, the system not only improves the speed and accuracy of data entry and responses and
cuts personnel requirements but also greatly enhances the customs' ability to identify and manage
risks scientifically and focus more efforts on high-risk transactions identified by diverse indicators
(e.g., origin, importer, declarant, type of cargo, tariff rate, freight-to-manifest comparisons). Thisalso
simplifies the work for low-risk transactions though even these are subject to a random, albeit low,
probability of inspection to induce caution even in traders who might learn the risk profiles used by
customs. By eliminating many faceto-face encounters, making the criteria for decisions more
objective, consistent and transparent, and maintaining a clear documentary trail and, hence, increasing
accountability, the system also reduces opportunities for malpractices and makes its easier for customs
supervisors to monitor transactions and each officer’s performance. With all the data computerized,
statistics—both supervisory and general purpose—are also easier to generate.

Less corruption, increased tax revenues, and fast clearance of cargo are the results. In general, only
25% of goods are physically inspected; and many goods are cleared even before they arrive. For EPZs,
including most textile and garment producers, customs randomly inspects only 2% to 3% of shipments
since the “task is greatly simplified because most EPZs are duty free and they may sell on the local
market”. Of course, this sampling procedure is buttressed by a systematic risk analysis. When the
goods do not require inspection, their clearance takes only about 15 minutes!

In addition to inspecting cargo, the customs authorities physically inspect the premises of about
15% of the EPZ factories each year to protect against trans-shipments by verifying that they do, in
fact, have sufficient capacity to produce the volume of exports declared.

Besides speedy clearances, traders benefit because the computer system is available 24 hours aday,
seven days a week. Moreover, when a trader fills in an electronic declaration form, the system
automatically uses the most current tariff rates and does all calculations, thus eiminating the
numerous clerical errors common in manua systems. With the approving agencies al on-line (e.g.,
health, agriculture, police, defence), permits, when required, are also issued quickly; and traders can
easily verify the status of their declarations on-line. Finaly, as the speed and reliability of the system
are confirmed through repeated use, traders soon begin to rely on that to plan their activities, ...
project costs, [and deliveries] with more precision.

Source: reproduced from Jeetah and Coughlin (2001:9-10)
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Table 18. Average responses about customs clearance delays and their impact on
sales and inventories

Question: €] (b) (©) (d)
Increase Increasein  Reduce Dayslost
inventories? inventories? sales? clearing cargo?
(0=no; 1=yes) (%) (scalein (average days)
note c)
Malawi 04 6.7 04 23
L esotho 00 00 00 23
Mauritius 0.2 0.2 24
Zambia 00 00 28
Namibia 03 05 31
Botswana 0.0 0.0 35
Swaziland 0.3 75 0.3 37
South Africa 0.3 165 10 43
Mozambique 0.8 17 75
Zimbabwe 0.6 128 14 9.3
Tanzania (through Dar es Salaam) 06 170 19 112
Average 0.3 10.1 0.7 4.8
Memo: Tanzania (through Tanga) 05 0.0 .05 3.0

Note: Blank meanstheinformation is not available.

Do delays in custom clearance of inputs cause you to increase your inventories?

®|f s0, by how much do you increase your inventories? %

° Do delays in custom clearance of inputs affect the volume of your sales orders?
(0=no; 1 = negligibly; 2 = somewhat; 3=Severely)

9 How many days are typically lost in clearing goods?
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Table 19. Manufacturers evaluation of customs services, 2000

Overall Botswvana Namibia Zambia Mauritius Swaziland Maawi South Lesotho Zimbabwe Tanzania(Dar Mozam- Tanzania

average Africa es Saaam) bigue (Tanga)
Land & Sea Transport
Imports
Speed 29 42 4.0 39 33 33 31 29 2.7 18 16 15 45
Consistency of service 31 43 35 40 35 33 31 35 23 20 19 23 45
Simplicity of procedures 31 42 33 39 35 30 29 33 47 20 16 19 45
Integrity 31 4.6 45 33 35 31 28 25 40 16 11 45
Exports
Speed 36 47 35 39 32 40 3.7 40 40 31 26 28 50
Consistency of service 36 43 35 44 34 35 34 41 40 30 26 32 45
Simplicity of procedures 35 45 35 36 33 35 35 37 47 28 26 26 45
Integrity 35 45 4.0 37 35 38 34 36 47 22 18 45
Air Transport
Imports
Speed 33 4.7 4.0 42 38 32 38 25 28 10 4.0
Consistency of service 35 42 33 43 38 36 37 28 27 27 40
Simplicity of procedures 33 4.3 33 40 35 36 35 28 27 17 3.0
Integrity 32 50 43 34 35 36 35 2.7 15 10 40
Exports
Speed 39 50 45 36 3.7 42 42 39 40 20 45
Consistency of service 39 50 35 40 36 42 38 41 30 35 45
Simplicity of procedures 37 50 4.0 30 34 4.2 38 39 30 25 45
Integrity 35 5.0 45 34 35 42 38 30 30 10 45
Aver. import clearance delay (days)? 35 31 2.8 24 37 2.3 4.3 2.3 9.3 10.3 75 3.0

Note: 0 =very bad; 1 = bad; 2 = poor; 3 = good; 4 = very good; 5 = excellent. Blank means the information is not available.
! The overall average includes the values for Dar es Salaam, not Tanga, for Tanzania. Tanga' s values are included here for reference.
*as reported by interviewees
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Allocation of SACU-MMTZ Quotasto Individual Producers

Since the quotas tha SACU grants the MMTZ countries are greetly inferior to ther
productive capecities (Table 27), serious problems sometimes arise in the dlocation of the
guotas between producers. In Mozambique, the Ministry of Commerce and Industry allocates
the quota on a firgd-come-fird-serve bads for shipments. Since no provison exids to
recognize orders backed by irrevocable letters of credit, both manufacturers and their
cusomers run a grave risk of receiving no quota by the time the products are ready.
Moreover, the firg-come-firgd-serve dlocation system does not provide any incentives for
firms to become more efficent or to move into the highly competitive European and
American markets. For example, a portion of the quota might serve as a reward for firms that
increase their exports to non-SADC markets.

Labour Regulations and Work Permits

In most SADC countries, the manufacturers viewed the existing labour regulations as but
minor impediments to ther operations, though in four countries—Botswana, Mozambique,
Swaziland, and Zimbabwe—the regulaions are deemed important constraints on capacity
utilization, and in South Africa, they are deemed very important (Table 20). The most
frequent complaint was about the tedious and expensve regulatory process for firing
workers, even for those caught stedling. But even in countries where such complaints were
voiced, the manufacturers opinions were far from unanimous. While some complained
bitterly of the legd and bureaucratic exigencies surrounding the dismissd of employees and
the concomitant costs, others tried to avoid dismissals, preferred to use manageria and
motivational techniques to minimize such cases, and clamed, moreover, that, so long as the
personnd records are kept well and the legdly required steps leading to a dismissd are
properly followed, employees can be dismissed ... dowly ... with a little patience and
moderate cods. Such manufecturers typicdly criticized the more dismissa-prone firms as
usng backward and ineffective techniques to motivate and discipline workers. Another
complaint, voiced above adl in Mozambique, was about the stringent restrictions on hours and
overtime. There, with some exceptions, the norma week is 48 hours, and no more than 2-
hours overtime per day is permitted up to a maximum of 100-hours overtime per year
(Mozambique 1999: articles 28 and 33).

For some employers, however, ther answers were limited by their vison. For example,
though piecework rates for individuds or teams are widdy used to spur productivity in the
clothing indudry in Asa and Latin America, very rare were the factories in SADC, except in
Mauritius and Namibia, that used such payments to inspire higher productivity even where
these are alowed. Not surprisingly, in countries that prohibit wages based on piecework 2
the manufecturers in genera did not complain about the redriction despite their low output
per worker ratios. Few even pay sgnificant productivity bonuses, much less piecework rates
despite the efficacy of such systems.

Without exception, dl countries in the region experience “very important” condraints due
to shortages of properly traned daff for the textile and clothing indudtries (Table 20). As a
consequence, when a country’s rules and adminigtration for the issuance of work permits to
expatriates are cumbersome, unpredictable and sometimes thoroughly corrupt, the efficiency
and profitability of factories declines and with that the country’s attractiveness for investors.
On dl scores, the worst case is Mozambique: two ministries are involved, employers must
goply for a work permit before the expatriate is admitted to the country and may obtan a

8 Lesotho prohibits piece-rate payments; and Botswana prohibits it for firms receiving subsidies for wages,
training, and capital under the Financial Assistance Policy (Rubin 2001a:14 and 2001b:9).
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resdent's permit;®® and the process is notoriously slow, complicated and corrupt. According
to arecent study,

82% of investors with foreign workers conddered the procedures to be dow and
complicated.... The few cases in which [the interviewees] thought that the process was not
complicated involved companies that had lawyers on ther daff or had employed
consultants, lawvyers or influentid people with gdrong links with the inditutions connected
with the legdization of contracts for foreign workers. [Moreover,] of the 31 interviewees,
the mgority (65%) mentioned that they had been subject to illicit charges (Macamo
2000:21 emphasis added).

No wonder managers in Mozambican factories consder the problems associated with getting
work permits to be an “extremey important” condraint on the utilization of ther factories
capacity. In Lesotho, Botswana and Maawi, such difficulties were deemed “very important”,
while, in dl other SADC countries, the managers were bothered much less by them (Table
20).%" For example, in Lesotho and Swaziland firms are given quotas for expatriates or for
certan key daff such as the production manager and the managing director. If these are
approved routindy and quickly the senior government officids can concentrate ther efforts
on gpproving the occasional exceptiona cases.

On another scde, South Africa, Mozambique and Zimbabwe are deemed the countries
where work permits are the hardest to get (Table 21). Moreover, in addition to the delays, the
rues are sometimes quite impractica. For example, ingead of evauding whether the post
dill needs to be filled by an expatriae, Madawi normaly refuses to renew an expatria€'s
work permit beyond sx years regardless whether the post will continue to be filled by a
foreigner. When a locd person is till not avalable for that pod, the ingstence on bringing in
a new expariate imposes an often unsettling discontinuity in management. Such redrictions
on the issuance of work permits are criticad when governments hamdring entrepreneurs by
interfering with and delaying ther choice of a management team, including supervisors who,
in the textile and clothing industries, are the key personnd on the factory floor. Without
dynamic, wel traned floor supervisors, productivity and quality droop threatening the
indugtry’ s vighility.

Where the gpprova of work permits is fraught with corruption and unjudtified delays, the
sysem must be sreamlined to radicdly reduce the number of discretionary decisons by
officids. Indeed, some SADC countries goply controls on expatriate labour that are easy to
comply with and even guarantee investors the automatic right to employ a certain number of
expariates. For example, Tanzania dlows investors to employ five expatriates virtudly
automaticadly; and Lesotho has an informd rule dlowing up to five expariates per 100
employees. These rules reduce the scope for arbitrary discretion and, sometimes, extortion by
bureaucrats, an abuse that can menace a firm's profitability and, if pervasive, a country’s
dtractiveness as an  invedment dedtingtion. Though governments need to promote

8 To circumvent this eminently impractical rule, some companies bring in personnel on 30-day tourist visas
and send them out of the country to renew it periodically till, eventually, the work permit is approved, a process
that often takes three to six nonths or even more and imposes costs, frustrations and uncertainty upon both the
company and the expatriate employee, who, meanwhile, cannot bring in his family. Disgusted at such abuse, the
empl oyee sometimes quits, in which case the company has to find areplacement and begin the paperwork again.

87 Despite Lesotho's informal rule allowing five expatriates per 100 employees, our interviewees complained
that the restrictions on work permits was a very important constraint on capacity utilization and that such
permits are somewhat difficult to get (Table 20 and Table 21). This may be because their factories customarily
fill nearly all supervisory, technical and managerial positions with foreigners mainly from Asia and use nearly
all their automatic rights to permits.
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employment and training for their citizens, they must dso respect the indudridist’s need to
choose, without grave hindrances, a good management team.

The panorama of rules governing the enployment of expatriates hinders the region's
ability to benefit from underutilized or unemployed skilled, technicad and managerid taent
avalable in the region. Despite the generd shortage of such people in the region in these
industries, some countries whose textile and garment indudries have been dhrinking—e.g.,
Zimbabwe and Tanzania—have an oversupply of certain categories of skilled workers, super-
visors and managers. For example, with the cridgs in Zimbaowe, many have been emigrating
legdly and illegdly to SACU countries and a few, to other countries. Rather than recruiting
SO many supervisors and managers from Ada, who cost more than loca cadre and sometimes
lack culturd sengtivity, the SADC countries should condder fecilitating the movement
within the region of supervisors, high-level technicians, and managers in this indudry. Easy
migration of such personnd within the region would reduce, but not eiminate, the need for
expatriates from other countries.

Table 20. Constraints on capacity utilization: Labour-law restrictions, work permits, and
availability of properly trained staff (average responses)

Labour-law ~ Work  Inadequate Labour-law ~ Work Inadequate
restrictions permits availability of restrictions permits  availability of
properly properly
trained staff trained staff

Lesotho 0.0 23 20 Botswana 10 18 18
Namibia 0.0 10 22 Zimbabwe 10 0.6 17
Malawi 03 18 17 Mozambique 11 2.8 23
Mauritius 05 11 22 Swaziland 13 16 17
Zambia 0.6 05 18 South Africa 19 12 18
Tanzania 0.7 11 20

Note: 0 = not important; 1 = important; 2 = very important; 3 = extremely important

Table 21. Degree of difficulty in getting work permits for foreign workers (average
I eSpoNses)

Managers Supervisors Skilled Managers  Supervisors Skilled
technicians technicians

South Africa 47 5.0 5.0 Mauritius 19 20 21
Mozambique 43 43 43 Tanzania 19 24 43
Zimbabwe 42 41 40 Botswana 14 14 20
Lesotho 32 32 32 Zambia 0.0 13 13
Swaziland 23 23 23

Malawi 2.2 24 31 Namibia’ n.a na na

Note: 0=easy; ... 5= extremely difficult; n.a. = not available
Since only one manufacturer responded to this question in Namibia, the answer is not reported here.

Company Formation and Project Approval

Though our survey data is incomplete, the countries that have been most successful in
dtracting invesment in the textile and clothing industries seem dso to have the most
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expeditious procedures for company formation and approva of diverse licenses. For
example, in Botswana, Swaziland and South Africa, it takes a month or less; in Lesotho, three
to Sx months, and, in Mauritius, two to eight months (Lal and Wignarga 1998:134; Niekerk
2001). Indeed,

cregting a company in Swaziland is ample, quick, and inexpensve. The mogt effective
way to do so is to channd the whole process through the Swaziland Investment Promotion
Authority (SIPA). After presenting a business plan to SIPA, the company files a Memo-
randum of Association and Articles of Incorporation with the Registrar of Companies at
the Minigtry of Judtice. The company then gpplies for a trade license with the Minigry of
Employment and Enterprise. The whole process takes, & most, a month and costs
between E2,500 ($308) and E3,700 ($456) (Rubin 2001c:6, emphasis added).

This compares very favourably with the average processng times reported in many of the
Asan newly indudridizing countries. For example, the “average processng time for foreign
invesment approvas’ is a month or less in Singapore, S Lanka, and Thailand and one to
two months in Thailand, Indonesaand Tawan (Lal and Wignarga 1998:134).

By contrast, in Mozambique, a country attracting very little investment in this sector, 42%
of the respondents in a recent sudy about “Adminidrative Barriers to Investment in Mozam:
bique’ reported that it took them more than 12 months to get al required documentation
together and obtain necessary registrations and approvas required before being able to
initiate their projects, another 46% required sx to 12 months (Macamo 2000:15). Only 3%
got everything in less than three months. Such delays are disastrous, especidly for the textile
and gament indudry, because a mgor mative that foreign firms in this sector have for
investing in a less developed sub-Saharan country, is that by locating there they may export
clothing to the U.S. independently of where the fabric is made, a privilege that will expire on
30 September 2004. Wasting a year or more to approve a project is intolerable to such
investors. They will go esewherel

To try to overcome such problems, many countries—often as part of structura adjustment
programmes—are smplifying their procedures by cutting out unnecessxy agpprovas and
dlowing the requests for others to be submitted smultaneoudy instead of sequentidly. Most
ae ds in different stages of converting ther investment promotion centres into one-stop
shops, where investors can swiftly get dl the various licenses and approvas, as done in
Swaziland's now truly one-stop shop run under the auspices of SIPA (Swaziland Investment
Promotion Authority).

Manpower Training I nstitutions and I ncentives

With the exception of South Africa and to a lessr extent Mauritius, very little formal
traning of skilled personnd, technicians, supervisors and managers occurs in the textile and
clothing indudries in the region. Typicdly, the traning that occurs is informal and on the
shop floor. Infactory training schools are extremdy rare and present only in some of the
bet, most efficient factories in the region. Textile and clothing technology and training
inditutions only exig in Mauritius and South Africa and then with dgnificat ggos in
coverage®®

8 |n Zimbabwe, “the National University of Science and Technology in Bulawayo intends to open a
Department of Textile Technology ... [in 2001]. The Department of Textile Technology, which will soon be
opened by the University of Science and Technology, will provide some specialized training” (Coughlin et al.
2001:11).
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In Mauritius, the Industrid and Vocational Traning Board offers a Higher Nationd
Diploma in fashion and design; and “other indtitutions also offer courses related to the
textile and clothing indudries. The Clothing Technology Centre, the technicad arm of
the Export Processing Zone Deveopment Authority (EPZDA), utilizes qudified
experts in textile and clothing from Mauritius or abroad to teach a variety of courses
year round, for example indudrid pattern making, circular knitting, optima sewing
methods, screen printing, and line management.®® The textile technology department
of the Universty of Mauritius dso offers B.Sc. degrees in textile technology and
textile fashion and desgn; and the Manchester Metropolitan Universty offers a
Higher Nationd DiplomaB.Sc. in dothing production manegement in collaboration
with the Professor Basdeo Bissoondoyd College. Moreover, a least five training
inditutions are regisered with the Indudtrid and Vocationd Training Board to cater
for training needs in textiles and dothing®™ while the tertiary educational sector caters
for middle management postions in desgn and production of textiles and cothing’
(Jeetah and Coughlin 2001:11).

In South Africa, under the new Qudifications Authority, the textile and clothing
sector authority “has to register courses to be accredited by the qualifications
authority. Industry representatives participate in the development of training courses
for the industry through the relevant Standards Generating Body. ...

“Sevard courses for the textile industry have dready been accredited. A new
degree course in Textile Technology was introduced a Peninsula Technikon [in
2000].... The clothing industry is developing a Clothing Qudifications Framework as
pat of the Nationd Qudifications Framework. ... Students interested in the dothing
industry can be trained a tertiary level through career-orientated courses a techni-
kons. ... The South African Bureau of Standards [also] provides training countrywide;
... [and] Textek offers a wide range of traning ... amed primarily a ertry-leved
managers and sUpervisors....

“The Workplace Chdlenge is a joint initiative of Nedlac and the Department of
Trade and Industry ... amed a transforming workplace practices and work
organization ... and encourag[ing] workers and management to work together to
improve how South African industry ddivers products and services to the market. The
Workplace Challenge process includes establishing and training plant-levd consulta:
tive forums, ... deveoping traning plans and career pahs [and] identifying and
developing new forms of work organization and job re-desgn as well as developing
and implementing new remuneration systems, especidly those linked to skills and
performance....

“The Wegsern Cgpe Clothing and Textile Service Centre (Clotex) facilitates
training mogtly ... for smal and medium enterprises (Jafta and Jeetah 2001:26-27).

Even in Mauritius and South Africa, where some training facilities exist, only 40% of our
respondents deemed that the courses offered are “sufficient for the needs of ther industry”
(Table 22). Elsewhere, except for Lesotho, the responses were even less favourable. Except
for Mauritius, Botswana and South Africa, the “lack of appropriate training inditutions’ is
consdered a very or extremey important barier to the use of formd traning despite its
acknowledged utility to the industry. In the seven countries where we asked interviewees to

8 The Clothing Technology Centre is currently setting up a model clothing factory to train managers and
other personnel in the latest techniques and systems for the manufacture of clothing.

% |ndustrial and Vocational Training Board's website, http://nch.intnet.mu/ivtb/dir_tx.htm accessed on
13/4/2001
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indicate whether they would support or oppose a proposd to inditute a training levy on
sdaies to create a fund from which to remburse employers for traning expenses, the
overwhelming majority strongly endorsed the proposd, with the caveat that most were
scepticd of government and believed that the fund should be run by a semi-autonomous body
“gppointed by the private sector with formad approvd by the government” (Table 23). Only
one company preferred the fund to be administered by the state.

At present Mauritius and South Africa have wdl-functioning training levy schemes
Maawi’'s recently adopted scheme has yet to be implemented; and, though Tanzania has a
scheme, it only finances the state-run school and does not reimburse companies for training
expenses. In South Africa,

under the Skills Development Levies Act of 1999, a levy-grant syssem has been intro-
duced under which each employer has to pay 1% of tota payroll (from 1 April 2001) to
fund skills devdopment. The South African Revenue Service collects the <kills levies.
Twenty percent of this revenue is pad into the Nationd Skills Development Fund for
training of the unemployed; the rest is paid to the sector authority for disbursement. Frms
who dready train their employees are entitled to reimbursement of expenses. There is no
restriction on training a foreign ingdtitutions (Jafta and Jeetah 2001:24 and 26).

In Mauritius,

a training levy equa to 1% of tota wages is payable monthly together with the Nationa
Pensions Scheme remittance. Companies paying 15% or less as corporate tax®! are entitled
to a 70% grant comprisng (i) a direct traning grant of 53% of the training expenditures
whether incurred in-house or oversess, but not exceeding Rs 100,000 ($3,675) — atiny
vadue for a big company — plus (ii) an additiond 17% that may be offset agang the
corporate tax payable by the company.

Though much literature exigs showing the efficacy of such levies in promoting training
(eg., in Tawan, China, Singapore, Mdaysa, Mauritius and Kenya), most governments in the
region have not yet consdered this as a way to promote training (Box 4). Such levies help to
(i) offst the daunting costs of in-factory traning, (i) compensate for the tendency by many
managers to underestimate the vaue of training, new technology and managerid systems,
(iii) overcome the notorious fear by managers tha, if they invest heavily in training, they will
lose because others who invest nothing benefit by luring away the newly trained workers—a
cassc problem of mdfunctioning of the market aisng when an investor must pay for but
cannot benefit from &l the externdities he creates, and (iv) encourage other parties to respond
to the increased demand by setting up training schools. With a training levy, those who train
are reimbursed, in large pat, by those who only employ, but never train, skilled workers.
Jugtice! And entrepreneurs like the idea

According to the needs, such funds can finance training in in-factory schools as well as in
locd, regiond or internationd training inditutions. For operators and supervisors, formd in-
factory training can be emphasized snce that usudly guarantees the training’s relevance and
takes advantage of much of the equipment dready ingtdled. Moreover, the fund can offer to
subsdize the capitd equipment used in training as a leverage to encourage factories to open
ther schoals, for a fee, to a few employees from other firms. This is epecidly feasble in
best-practice export-oriented factories that would fed no threat in their markets from the
additiond firms benefiting from the training.

Higoricdly, the countries in the region need many more nationas to be traned as
managers and high-level technicians. Any policy that discourages their preparation forces

%1 |n Mauritius, all firms, including those in export processing zones, now pay 15% corporate tax.
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manufacturers to indst on bringing in expatriates. The policy, whatever its motives, becomes
then anti-nationdist. Unfortunatdy, in some countries in the region, the rules covering the
use of the training fund make exactly this error.%? For example, in Maawi,

the Technicd, Entrepreneurid and Vocaiond Education and Traning (TEVET) Authority
is mandated to target or focus on training ‘technica and vocationad skills up to technician
leve’. Tertiary training is ignored. The scheme does not remburse companies for training
outsde Mdawi; and only one company had sent anyone aoroad for training. Significantly,
this was the only company where black Maawians were the production and sdes
managers. TEVET's indgence on not reimbursing companies for foreign training stymies
the promotion of Mdawians to dgnificant managerid posts. Whereas the country urgently
needs to train Maawians to be senior managers and technicians and that can only be done
outsde the country, [the TEVET Authority’'s] indgsence on financing only locd training
... will prolong the country’ s dependence on expatriates (Coughlin and Undenge 2001.:9).

Within the region, Mauritius and South Africa have a 1% levy; Tanzania, a 2% levy; and
Mdawi, 2% (in law but not yet implemented). In Mauritius and South Africa, the fund
remburses employers, but, in Tanzania, it only finances a government-run training inditution
as will hgppen in Madawi whenever the new law begins to be implemented. Outsde the
region, the rates are sometimes higher, an extreme example being Tawan where the training
levy is 5% for medium and large firms (Lal and Wignarga 1998:77).

Table 22. Barriersto and use of formal training (average responses)

What arethe main barriersto formal training? Courses
Lack of Training Risk of  High cost Low sufficient for
appropriate  programmesnot  employee of formal usefulness needs of
. tr'aini.ng well adjustedto  abandoning training? of f'or.mal industry?
institutions? company'sneeds? company? training?
(% yes)
Mauritius 11 18 0.8 04 0.2 40%
Botswana 12 10 05 0.2 0.3 20%
South Africa 14 15 05 14 0.6 40%
Zimbabwe 21 20 11 12 06 30%
Swaziland 23 21 11 19 03 40%
Zambia 24 25 0.6 00 06 0%
Namibia 27 23 23 25 0.0 0%
Lesotho 30 15 10 15 00 50%
Malawi 30 30 16 12 08 10%
Mozambique 30 30 0.8 0.6 04 0%
Tanzania 30 28 0.6 17 0.0 20%

" 0= not important; 1 = important; 2 = very important; 3 = extremely important

92 Before the 2001 Budget abolished rebates for training expenses, Zimbabwe refused to pay for training
outside the country.
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Table 23. Evaluation of proposal for a training levy (average responses)*

Opposeor  Type of management preferred for training levy fund?

favour a
training State managed Jointly managed Semi -autonomous
levy? bady
(% favouring) (% yes) (% yes) (% yes)

Lesotho 100 0 50 50
Malawi 88 0 38 63
Mauritius 100 0 25 75
Mozambique 100 0 17 83
Namibia 100 0 25 75
Swaziland 86 17 17 67
Zambia 86 0 17 83

* These questions were not asked in Botswana, Zimbabwe, Tanzania and South Africa

70



Box 4.

Training Leviesand the Asian NICs

“Severd East Adan economies have effectivdly used direct rembursement of
gpproved training expenses, funded out of payroll levies, to encourage firms to train thelr
employees. Severd schemes—such as those in Tawan, China and Singgpore—are
flexible, demand-driven, and often accompanied by an information campaign and a
program of technicad assgance to smdler firms. The introduction of such a scheme in
Tawan, Ching, led to dramdic increases in the volume of training, which continued even
after the program was terminated in the 1970s. Singapore uses a levy on wages of
unskilled workers to upgrade skills through the Skills Development Fund, and the Fund's
aggressive efforts—to raise awareness of training among firms to support development of
company training plans, and to provide assstance through industry associations—have
led to a deady rise in the incidence of traning, egpecidly amongst smdler firms.
However, such schemes, when administered rigidly, can adso cregte disincentives to train.
In Koreg, the requirement that firms give training lasing a minimum of six months or pay
afine, led many firmsto pay the pendty rather than train to this sandard. ...

“Maaysa’s Human Resource Development Fund is an example of a flexible, demand-
driven training scheme. A payrall levy is used for partid rembursement of approved
traning expensss. Depending on ther training needs, firms can choose flexibly from
among severd programs. (i) approved training courses provided by registered externa
inditutions, (ii) ad hoc in-plant or externa training courses on a as-needed basis, and (iii)
annud traning programs. ... In addition, the [Fund] provides firms with grants for
developing training plans, organizes regond courses on training need assessments, and
adminigers a vaiety of subsdized programs targeting smdl enterprises’  (Harrold,
Jayawickrama and Bhattasali 1996:93-94).

In Singapore, “the Training Voucher Scheme supports employers with training fees.
This Scheme enabled the Skills Development Fund to reach more than 3,000 new
companies in 1990, many of which had 50 or fewer employees. The Training Leave
Scheme encourages companies to send their employees for training during office hours. It
provides 100% funding of the training cods for gpproved programmes, up to a maximum
of $20 per participant hour. In 1990, over 5,000 workers benefited from this Scheme. The
success of the Skills Development Fund is due in pat to the drategy of incrementd
implemertation. Initidly, efforts focused on cregting awareness among employers, with
ad hoc reimbursement of courses. The policy was then refined to target in-plant traning,
and rembursement increesed to 90% of costs as an additiona incentive. Further
modifications were made to encourage the development of corporate traning pro-
grammes by paying grants in advance of expenses, thus reducing interest codts to firms’
(Lal 1996 cited by Ldl and Wignargia 1998:76).

" newly industrializing countries
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Utilitiesand Their Costs

Government policy affects the cost of both eectricity and communication sarvices in the
region. For dectricity, the tax rates (VAT plus excise taxes) vary between zero in Mauritius™
and 245% in Zambia, with 14% being the typicd as in South Africa® In one case—
Mauritius—the price of dectricity for EPZ firms (i.e, manly textile mills and dothing
factories) is adso subsidized by U.S. 1.6¢ per kWh;® and in other countries, inefficient
monopolies rule and charge exorbitant prices. Hence, the cost of eectricity per kWh runs
from 2.7¢ in South Africa to 20.6¢ in Tanzenia (Table 10). Though normaly VAT should be
refunded on exports, our fiedldwork confirmed that refunds are ether grosdy late in coming or
amply not obtained, precisely in the countries where dectricity codts the most. In the worst
cae (Tanzania), the VAT alone costs more per kWh than the entire per unit cost of
electricity in South Africa.

Levying such an onerous tax on top of an aready exaggerated price is a big deterrent to
investors, especidly in countries dedring to revive ther textile mills snce these are energy
intengve. According to the norm based on surveys in southern India in the late 1980s, ring
pinning should consume 3.56 kWh per kilogram of an average 40s count yarn, without any
wet processing such as dyeing or steaming (STRA 1990: 3.8).%° That amounts to 9.6¢kg in
South Africa, 18.2¢ in Zimbabwe and 73.3¢ in Tanzania In Tanzania, these cods are S0 high
& to endanger the viahility of spinning there®” For example, a mgor spinner in Zimbabwe
reported that eectricity costs roughly 5% of its sdling price. If located in Tanzania, the
expense would be prohibitive a nearly 20% of the sdling price, condgdering Tanzanids
current eectricity rates. An dternative way to caculate this is to compare the vaue of the
electricity based on the norm for 40s combed undyed yarn to the product’s price. A typicd
price for 4091 in Mauritius is currently $3.10/kg. Since eectricity cods are virtudly the
same in Mauritius, Mdawi and Zimbaowe, if that yarn were spun there, dectricity would
represent about 5.9%, but in Tanzania, 23.7% (Table 24). By ether method, the results are
gmilar. Thus, with their exorbitantly expensve dectricity, Tanzania has made it extremey
difficult for textile manufacturers to export and, indeed, survive.

%3 |n October 2000, Mauritius removed the VAT on electricity. Previously, only EPZ firms were exempt.

% Near SADC, Kenyaalso charges EPZ firms zero VAT on electricity (Omondi 2001).

% The rate cited for Mauritius is for companies holding an Export Certificate. Others pay more than double
that: 10.0¢per kWh. “The deliberate attempt to keep prices at an artificialy low level [in Mauritius] has not
been without adverse implications.... It has nearly led the State Trading Corporation and the Central Electricity
Board to bankruptcy.... The financial situation of the [board] had deteriorated mainly on account of cost
increases which had not been matched with tariff increases.... For every unit of electricity sold, the [board] was
losing 43 cents [of arupee]” or 1.6¢0of adollar (see Box 1) (Mauritius Ministry of Finance 2000:11, 15 and 16).

9% Consumption varies by the yarn count, with heavier yarns consuming less power, though not in alinear
relation.

%7 interview with Stefan Schmidt, managing director, Glendale Spinners, 18/10/2000
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Table 24. Cost of electricity to make
40s/1 combed yarn as a % of total price

%

South Africa 36
Mozambique 37
Swaziland 36
Botswana 37
Zambia 40
Namibia 51
Malawi 57
Zimbabwe 5.9
Mauritius 6.0
Lesotho 17
Tanzania 237

In the communication sector, some governments—eg., in Mozambique, Madawi and
Tanzania—have adopted retrograde policies legdly banning the use of modern and very
cheap technology for communication services such as Internet telephony and fax messaging
unless done through the loca telecommunications monopoly. Naturdly, the monopolist does
not care to offer a sarvice menacing its revenue and, therefore, lobbies vehemently to keep
control and protect its profits while persuading government to believe erroneoudy that
suppressing this technology and forcing clients to pay exorbitant retes is in the nationd
interest. Often the effort succeeds. For example, in Mozambique, the government

indsts on anachronigtic legidation protecting the loca telephone company’s monopoly by
prohibiting third paties from offering Internet tdephony and Internet fax services. These
sarvices cost about 1% to 2% of the present charges for a normd telephone cdl or fax
message, which permits a huge saving for companies aming at the international market, a
market that demands constant communication.® The present policy is dso extremdy
expensve for the nation. For each two dollars that Telecomunicagbes de Mogambique
charges for an internationd cal, roughly haf is paid out to oversess telephone companies,
that is, ... [the centra bank] shells out a dollar in foreign exchange, a dollar for a service
now offered for afew pennies via the Internet (Coughlin 2001.:23).

Can suppressing technology and paying 50 to 100 times more to do so redly be in a nation's
interest? Can attempts to prohibit companies, especidly those targeting export markets, from
usng advanced technologies that will permit them to incur but trivid internationd communi-
cation costs encourage investors?

Financial I nstitutions and Credit Availability

Manufacturers  replies about whether they are constrained by a lack of short- or long-term
credit are difficult to interpret because the answers may (i) indicate a scarcity of bank finance
even for creditworthy firms or (ii) reflect the inaccurate opinion of a high-risk, uncredit-
worthy firm. Still, our survey doesyidd useful indghts.

%8 Telecomunicacdes de Mocambique currently charges $2.07 per minute for calls to Europe and America
whereas calls to the U.S. cost, at most 3.9¢ per minute and are sometimes free, fully financed by advertising, for
example, via www.net2phone.com and www.go2call.com. To Europe, the cost is usualy less than 7¢ per
minute, including for faxes. Better yet, direct PC-to-PC communication is completely free for calls and faxes.
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Both the survey responses and anecdotd information confirm that even pre-shipment
finance for orders based on letters of credit are extremely difficult or plain impossble to get
paticularly in Zimbabwe, Mdawi and Zambia and, to some extent, in Swaziland (Table 25).
The implicaiors can be dire. Orders are lost; and employees by the hundreds are fired.
Congder the following:

[In Mdawi,] for those who need it, pre-shipment finance is dso “impossible to get”. For
example, one factory got a trid order with confirmed letters of credit and eventualy had to
cancd the order because of the unavalability of back-to-back financing for letters of
credit. Now the manager has a new order and irrevocable letter of credit from the same
cusomer but, though the locd bank sad that, in principd, it could give credit agangt
those, it ingsted on “investigating the viability” of extending credit. At the time of the
interview, a month and a hdf had lgpsed with Hill no decison and the company had to
postpone the promised date of delivery. The manager indsted tha “if we have to cancd
agan, [my customer] will not even look a Maawi” again. He dso informed us, “I got a
tral order from [a large American buyer] and they've asked to vigt the factory. I'm
ddaying because, if | can't get the financing, there is no point in asking them to come
here’ (Coughlin and Undenge 2001:20).

Moreover, whereas international subsdiaries can usudly obtan foreign credit, companies
owned by local entrepreneurs often cannot. As a result, the loca banks dow decison
making and timid policies toward indudtrid credit jeopardize, above al, these entrepreneurs,
a drata that most governments would like to see grow. In contrast, very few multinationa
subsidiaries complained about congtraints due to lack of capitdl.

Those same countries—Mdawi, Zambia and Zimbabwe—plus Mozambique have the
highest percentage of respondents that, reportedly, are extremely condgtrained by the lack of
both short- and long-term credit. Usudly about a quarter to a third of thelr respondents were
in such draits (Table 25). Would they have been meritorious candidates for loans had they
goplied for such? Were the banks exceptionaly conservaive about industrid loans,
demanding much collaterd and high interest premiums for risks? Or, were they just short of
cgpitad? We do not know. The most likdy answer contains dements of al of these
considerations.®

One way to obviate the problems of high interest rates and exchange rate risks would be to
dlow firms that are exporting particulaly outsde the SADC region to borrow in foreign
currency. Many foreign-owned firms do this to finance the loca operations.

Though we did not conduct a sysematic sudy of the region's financid inditutions, we
observed that various countries do not have industrid development banks to provide manu-
facturers long-term loans and equity, especidly where commercid banks conservatively
focus on short-term financing. Where absent, indudtrial development banks are needed to fill
that gap; but, to be effective, they must do more than just 9t on a dtatic portfolio. They should
be pro-active, invesing and liquidating, investing and liquidating, to rotate ther capitd,
identify and promote competent industriaists, and push industriaization forward.

% For an informative review of credit constraints in manufacturing enterprises in Africa, see Bigsten et al.
(2000).
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Table 25. Credit constraints and availability (% average responses)

Number of % of firms constrained by lack of: Pre-shipment credit
r&spondents* Short-term credit Long-term credit Difficult or If unavailable,
impossibleto get?  would it be useful?
Somewhat Extremely Somewhat  Extremely (% yes) (% yes)

Botswana 6 0 0 0 0 0 n.a
Lesotho 3 0 0 3 0 0 0
Mauritius 11 9 0 0 0 0 n.a
Mozambique 5 40 20 40 20 0 n.a
Tanzania 7 13 13 37 13 14 n.a
South Africa 9 3 0 31 0 20 n.a
Swaziland 7 0 29 0 29 43 —
Zimbabwe 20 15 35 1 32 58 —
Malawi 8 13 25 0 25 75 83
Zambia 8 11 67 11 22 100 100
Namibia 5 40 0 25 0 — —

Note: dash = no response; n.a. = not applicable because pre-shipment credit isreadily available to creditworthy exporters.
* to question about constraints due to lack of short-term credit. (In afew countries, one less respondent answered the question about long-term
credit.
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Arrangements under the SADC Trade Protocol : How Far an Advance?

Though the SADC Trade Protocol has pushed liberdization of trade within the region, the
dow pace of liberdization and the protocol’s redrictive rules of origin (including for EPZs
within the region) hamper the region's textile and dothing indudtries Still suffering from an
inward-looking myopia, many countries are ever o cautious in opening up their markets even
to trade within the region, a trade that would spur their manufacturers to speciaize, achieve
economies of scale, and improve their competitiveness in internationd markets. Of the non
SACU SADC Member States that Sgned the Trade Protocol, Mauritius, Zimbabwe, Maawi
and Zambia completely abolished tariffs among themseves under COMESA as of 31
October 2000; but, their offers concerning the schedule for phasng out tariffs have been
considerably backloaded.!®® These states plus Mozambique and Tanzania dl urge a quicker
dimination of taiffs on yan, fdoric and dothing within the entire region. The SACU
countries, however, face intense lobbying from manufacturers and labour unions dreading
competition and lost jobs and, hence, oppose an accelerated schedule.

The dow phase-out of tariffs by SACU on inputs for the textile and garment industries—
with the SACU tariffs on fabrics being diminated only in 2005—gives the sector a dow dart
in the process of regiond indudrid and trade rationdization so necessxy to take full
advantage of AGOA as well as the EU/ACP accord (Table 26).1°* Moreover, the offers by
other Member States are often even dower. Without the dimination of all intra- SADC tariffs
now, the potentid volume of trade involved in efficient regiond supply pipdines will be
sharply reduced. Ingtead, inefficient pipeines will be protected thus reducing everyone's,
including South Africa’s, ability to compete aggressively in European and American markets.

Eliminaion of inraSADC taiffs is a precondition for dating highly effident and
competitive drategic dliances involving spinners, weavers, garment producers, and large
retal chan dores in the region in preparation for using these techniques in yet more
competitive globad markets (see “Strategic Alliances’ on p. 81 and “Competitive Strategies’
on p. 83). Moreover, the single-trandformation privileges for least developed countries expire
under AGOA in September 2004, merdly three years from now; the Agreement on Textiles
and Clothing diminates quota redrictions, and AGOA itsdf is only in force till 2008. After
thet, tariff preferences will end; and a commerciad ondaught from low-cost Asian producers
will begin. If the region's indudtries are not robust and technologicaly and commercidly
savwwy by then, they may wither or smply not survive. By 2008, the current incentives and
inggtent pressures for globdization will have lowered SADC's externd tariffs, making them
but smdl hurdles for Asan producers. In this context, delay now, even for two or three years,
can be codtly.

Table 26. South African ad valorem duty rates for SADC (%)
2000 2001 2002 2003 2004 2005 2006 2007

Fibres 10 7 4 0 0 0 0 0
Yans 13 10 7 4 0 0 0 0
Fabrics 18 15 12 9 5 0 0 0

Source: South African Government Gazette, 11 September 1998
Note: Under very restrictive quotas, the MM TZ countries may export duty-free.

100 el egating most concessions toward the end of a phase-out period
102 Under the new EU/South Africa trade agreement, SADC countries may buy inputs from South Africa and
count these as originating inputs when exporting products to the E.U. under the EU/ACP agreement.
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The SADC Trade Protocol imposes a double-trandformation rule for products to be
congdered originaing in the SADC region and, thus, digible for duty rates lower than those
for Most-Favoured-Nations (MFN). The rule is interpreted to mean that, to qudify for the
SADC concesson duties, yan and faboric must be made from SADC-origin fibre, and
clothing, from SADC-origin fabric. Moreover, pending further discusson in SADC, EPZ
factories are deemed by most member states to be outside the joint customs territory and,
hence, subject to MFN tariffs.

Two maor exceptions exist to the double-transformation rule. The first applies only to the
MMTZ countries. Mozambique, Maawi, Tanzania, and Zambia. Until October 2005, these
countries may export fabric and clothing to SACU duty free if those products have undergone
a sngle trandormation. MMTZ countries should, therefore, be able to export products to
SACU made from raw materids imported from outsde the region. These exports, however,
are redtricted by tiny quotas for yarn and fabric (Table 27). The quota is nil for fabric made
from filament yarn; that for yarn and fabric produced from mantmade saple fibre is only 433
tonnes per year, enough to supply a garment factory with about 300 workers. Even the quota
of 7,610 tonnes for cotton yarn and fabric is 7,610 tonnes only equals the consumption of two
or three large garment factories employing a total of about 5,500 workers!%? That is less than
5% of South Africa’s clothing industry. Thus, the quotas for fabric are trivial in the context
of the South African market and smal when shared by four countries. The sngle transfor-
mation rule, therefore, gpplies, in practice, only to garments and other made-up textile
products such as blankets, bed-sheets, and tenting, and then only in smdl amounts. SACU’s
concessons to the MMTZ countries reved no red intention to encourage them to enhance
their capacity to produce fabric. On the contrary, the underlying strategy seems, implicitly, to
only weskly encourage ther garment industries and, when the double-transformetion rule
aoplies fully, require them to buy SACU textiless mosly from South Africa, when making
garments for the region. The drategy is ever so myopic and far from reveding a globd or
even a regiond vidon. Nor is it in line with the objective of setting up efficient supply chains
involving SADC'sLDCs.

Contrary to the common impresson, the double transformation rule itsdf is a grave
hindrance to the devdopment of the textile and clothing indudries in the region. Given the
notorious leve of customs fraud and tariff evason especidly for clothing misreported as
second-hand or donated goods, clothing manufacturers face ever tougher competition from
imports since, to get full protection, the must use faoric made in the region, often an
imposshility for man-meade fibres for which a grave shortage exists and, even when possible,
a a cog ggnificantly higher than that paid by competing firms in Asa The textile firms too
face a dilemma. Since most sl primarily for regiond consumption and the SADC member
dates seldom grant tariff rebates for the imported inputs used by indirect exporters, textile
mills—unless integrated dl the way to clothing or incorporated in export processng zones—
ae a& a bhig disadvantage againgt imports when trying to sdl to export-oriented clothing
manufacturers. Thus, indead of having a burgeoning garments industry creeting derivative
demand for textiles, the garment industry’s sdes have, a best, grown dowly under the
pressure of imports.

Both ddes have a protectionst orientation, begrudgingly trading concessons ingead of
looking a regiond integration as a way to improve efficency to compete better in globd

102 The average weight of fabric produced in the region in 1999 was 209 grams per square metre; and the
average consumption of fabric per garment is 1.45 square metres (see section above on The Pipeline) for an
average of 303 grams per garment. The quota for man-made staple fibre fabric would be enough to make about
1.4 million garments per year, which is the output of one factory with about 300 employees, producing 20
garments per day per employee!
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markets.}®® Moreover, outside SACU, the SADC countries have gone to the negotiation table

hat in hand, not knowing how to extract larger concessons principaly from South Africa, the
largest sngle market in the region. This posture of weskness is not atogether necessary.
Though “only 2.2% of SACU imports are sourced from non-SACU members’, 7.5% of South
Africa's exports are sold there; and, in 1998, Mdawi, Mozambique, Zambia and Zimbabwe,
al bought between 36% and 40% of their imports from SACU countries (Flatters 2001:27).
Non-SACU SADC countries should understand that, by accepting tiny concessons from
South Africa, concessons that are by far insufficient to build-up ther indudries sgnificantly,
they ae thereby committing themselves to codly trade diverson (buying expensve South
African goods ingead of from chegper internationa sources) and getting little in return. They
need not assume a wesk negotiating posture with SACU. Ironicdly, in this case, sandlness is
to their advantage.

For a smdl country, i.e, one too smdl to have a dgnificant impact on world markets ...,
the benefits of its own trade liberdization measures accrue entirdy to itsdf. This smple
fact dands in sharp contrast to a common myth of trade negotiation, i.e, that tariff
reductions are concessions to on€'s trading partners. Perpetuation of this myth is arguably
one of the largest costs of the multilatera trade liberdization exercises of the past severd
decades. By depicting and treating tariff reductions as ‘concessons, they have become a
meassive source of disnformation to policy makers and observers....

By bringing domestic prices closer in line with world costs and prices, [a smdl
country] ensures a more productive and efficient use of its domestic resources (Flatters
2001:20).

Thus, if SACU persdts in trying to defend its overwhdming trade imbaance with the rest of
the SADC countries, the latter can openly consder stopping the trade diverson and
consequent losses by dragticdly lowering ther MFN tariffs on goods they import mostly
from SACU, thereby making SACU goods compete on an even footing with those from any
other sources inside or outside SADC.!%* A basis for more serious discussions between the
parties could then be found. If the smal economies in SADC agree to sacrifice through trade
diverson by buying goods from SACU that can be bought more chegply from dterndive
international  sources, they must be assured that the agreement offers them Sgnificant
dynamic gains through “economies of scae, increasgd] invesment and higher totd factor
productivity growth from better access to technology and expertise’, particularly in those few
sectors (eg., textiles and clothing) where they have a chance of being competitive (Tskata
1999:33). And if SACU is unwilling to cede even that, a unified and tougher Stance is
warranted.

The SACU offer under the SADC Trade Protocol cals for duties to be imposed on (i)
yarn, fabric and clothing imported from SADC countries, that are not covered by the quota
for the MMTZ countries, and (ii) dl such products imported from Mauritius and Zimbabwe.
For products that meet the double-transformation rules of origin and are thus consdered of
SADC-origin, the duties are lower than the MFN duties and will be phased down to zero over
the next four years (Table 26). Products made in SADC that do not meet the double-
transformation rules are treated as if they are from outdde SADC and must pay the higher
MFN duties. These duties and rules of origin greatly redrict the ability of manufacturers in
the region to use the competitively priced fabric and yarn they need to make garments for

103 See also Annex 4, p. 130.

104 «Trade diversion ... arises when initial imports from non-members that were cheaper are replaced by
more expensive member countries’ imports. Of course, to the extent that a free trade arrangement does not force
participating countries to commit to a common external tariff, trade diversion effects can be minimized. The
country can unilaterally liberalize in order to obtain the least cost import” (Tsikata 1999:33).
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SACU, the region's largest market, and to compete successfully againgt imports. A sngle
dage transformation rule would better enable firms to compete and achieve economies of
scale by displacing imports 1%°

Despite pleas from Zimbabwe and Mauritius, SACU has dso, so far, refused to (i) wave
the double-trandformation rule for yarn made from manrmade fibres produced in nil or
insufficient quantities in the region and (ii) extend this exception to man-made fibre based
fabric and clothing whenever the respective inputs are produced in nil or insufficient
quantities in the region. This intrandgence virtudly blocks out such imports and,
correspondingly, the trade in textile fibres yarn, fabric and clothing between SACU and
Mauritiuswas 7.6 to 1 in favour of SACU in 1999 (Annex 1).

Table 27. SACU quota offers to MMTZ countries, 12 February 2001

HS chapter
52 55 60 61 and 62 63
Cottonand  Man-madestaple Knitted or  Articlesof apparel Other made-up textile
cotton-based  fibres,yarnand  crocheted and clothing articles; sets; worn
yarn and fabric made fabrics accessories clothing and textile
fabric ther eof articles; rags
(tonnes) (tonnes) (tonnes) (thousand units) (tonnes)

Maawi 1,110 43 200 8,565 565
Mozambique 3,600 0 0 4,200 170
Tanzania 1,200 0 0 500 300
Zambia 1,700 390 60 500 300

Source: SADC (2001:6)
Note: Under HS 52 and 55, the quotas apply to yarn and fabric, not to fibre.

Another possible exception or, better said, a loophole to the SACU edtrictions is through
the Botswana-Zimbabwe bilateral trade agreement. Accordingly, goods manufactured in one
country may be imported into the other without quota or duty. To qudify, the vaue of labour
and locdly produced raw materid must be 20% of the totd manufacturing cost for clothing,
and 25% of the totd manufacturing cost for other products. Since Botswana is a member of
SACU, once Zimbabwe origin products are imported there, they can eadly find their way to
other SACU countries without redriction. The loca content rules are easy for garment
manufacturers to satisfy since labour is generdly 25% to 35% of a garment’s cost. Yarn made
from Zimbabwe cotton will meet the locd content rules, but yarn with imported fibre most
likely will not. Fabrics made from Zimbabwe cotton will meet the locad content requirements,
as will some fabric made from a blend of Zimbabwe cotton and imported man-made fibre.
Fabrics made entirdy from imported yarn will probably not meet the criterion for duty-free
importation under the bilatera agreement. The bilatera accord appears to create a loophole
that some Zimbabwe manufacturers may use though we only came across evidence of this in
the case of one small Zimbabwean producer.

105 \We advocate the complete abolition of internal and external tariffs on inputs, equipment and spare parts
used by textile and garment producers. Hence, except for clothing, the rules of origin would not apply and, then,
only asasingle transformation rule.
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TheWay Forward: Strategic, | nstitutional and
Policy Options

Scope and Limitationsfor Regional Strategiesto I ncrease Regional
Inter-industry Linkages

The sngle drategy for the region that will have the greastes effect on the textile and
clothing industry is what we have referred to as regional is local. The concept is a Smple,
basc principle on which most regiond trade associations are founded. The consequences for
SADC are far-reaching and require a fundamenta change in the way member dates view
regiond trade and their trading partners.

The god of this draegy for the textile and cothing industry is to build compstitive
gament-supply chains. This drategy will do that by dlowing each pat of the textile and
clothing supply chain do what it does best, where it is done best. As discussed in the section
on “Strengths and Weaknesses by Country”, no single country has the resources to perform
competitively every pat of the pipdine while processng for every possble market. Nor
should they try. Rather, by abolishing tariffs on equipment, spares and inputs used by the
textile and garment industries and by adopting the regional-is-local drategy for clothing, the
countries in the region will specidize efficently and achieve economies of scde and
improved competitiveness for the whole supply chain.

Improving the competitiveness of the supply chain will hep SADC capture a greater share
of the export market. It will dso lower the cost and rase the qudity of gaments sold to
SADC consumers thus increesing everyores wefare and, with the fdl in costs and
presumably prices, thereby sdling more. To undersand the full importance of increased
sdes, we need to understand the vaue dtructure of the garment-ddivery pipdine. ESimates
of the ratio between the factory- price and retail-price of garments range between 1.4 and 1.6.
Even under the lower edimate, nearly 75% of the vaue-added in the pipdine is from
wholesdling and retaling! Thus, an increase in the sde of gaments in the region means
enormous bendfits to the economy, especidly when aisng from income and not mere
substitution effects'®® By lowering the cost of garments in the region, regionad manufacturers
will be more compstitive in both regiond and export markets and, thereby, achieve further
economies of scade regiond retalers and wholesdlers will sdl more; regiona consumers will
pay less and get better garments, and the whole regiona supply chain will grow and become
more efficient.’’

What ae the drategies to implement the regiond-is-locd vison and to improve the
regiond gament-ddivery pipdine? Private-sector firms will have to adjus and make

108 This argument could be used to favour opening up the regional market to clothing imports. While this
may be a long-term goal, the immediate strategy is to improve the regiona garment-delivery pipeline and seize
export opportunities. As the pipeline improves, it can be opened up to garments imported from outside the
region and still retain asignificant share of alarger, regional market.

197 This is exactly what happened under NAFTA. Retail sales of garments throughout North America have
increased, leading to creation of jobs in retailing and wholesale distribution. Rough estimates show that
American households have an extra $1,300 to $2,000 per year of disposable income as a result of lower retall
prices and higher incomes. U.S.-based retailers have expanded in both Canada and Mexico. Contrary to
expectations, Canadian garment firms have actually increased production as they shifted to supplying niche
markets where they can compete. Mexico is now the largest supplier of garments to the U.S. with a huge
increase in jobs in that sector. U.S.-based textile mills have expanded production to supply Mexican garment
manufacturers.
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invetments to effectuate the changes. The public sector will need to implement enabling
drategies to facilitate these private- sector initiatives.

The most effective private-sector drategy for increasing regiona  co-operation and
devdoping more competitive supply chains in the garment industry is the credtion of
strategic alliances among manufecturers and retalers. Strategic dliances endble dl parts of
the supply chain to work together as partners. This partnership lowers costs, risks, and delays
while increasing the range and vaue of the products ddivered. To build srategic dliances,
the regionda-is-locd drategy is essentid, as it will endble firms to st up dliances with little
regard to national boundaries.

Strategic Alliances

Up until the last decade, most business in the gppard supply chain was conducted on an
am's-length, buyer-sdler rdaionship. Garment manufacturers either created a line and tried
to sl it to retailers or made products designed and ordered by the retailers. Fabric suppliers
did the same with the garment manufacturers. Such relationships are ill common, but they
have a price and that priceistime.

Starting in the 1980s, mgor players in the appard-supply chain developed a concept
known as Quick Response (QR) (Box 6, p. 83). The underlying concept is tha the retailers
and garment and fabric suppliers work together to create, produce and sl a line of products.
Rilot sudies in the late '80s and early '90s showed that (i) the time between the conception
and sde of a product could be reduced by several months, (ii) large amounts of inventory
could be sgueezed out of the supply chan, (iii) dl paties to the aliance would show
increased profits, and (iv) the consumer would have a better choice of merchandise designed
for ther gpecific lifestyles and needs (Box 5). Quick Response is the set of business practices
that form the basis of srategic dliances (Box 6).

Product Line

Design Inforvation

Fibre — Textile _—p,.  Appael Retaller 9 consumer
Supplier Manufacturer Manufacture

I S S

Information Flow

<= Demand, Capacity, Production ;>

Figure 2. A strategic alliance among retailers, textile and apparel
manufacturers, and fibre suppliers
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Box 5.
Benefits from Quick Response
and Strategic Alliances

Pilot studiesin the early 1990s in the U.S. showed large benefits for all partiesto
the apparel supply chain when they implemented Quick Response programs and
Strategic Alliances.

Table 28. Benefits from quick-response and strategic-alliance programs

Fabric Apparé Retailers
manufacturers manufacturers
Sales 50% increase 35% to 40% increase 35% to 40%
increase
Salet;rn on 25% increase 70% increase > 100% increase
Return on . . .
0, 0, 0,

. 45% increase 270% increase 85% increase

Inventory 25% lower 50% lower 30% lower

Source: Rubin (1996: 25) based on datain KSA (n.d.)

Working together to develop a product line means co-operaing and sharing information
from the conception of the line through to its sde to the consumer. Instead of the apparel
manufacturer developing a line and then looking for customers and fabric suppliers, or an
gopard merchant taking his design concept and looking for fabric and a CMT contractor, the
line is developed jointly. Matmade fibre suppliers are involved as wel gnce fibre
performance is criticd in a fabric's performance, which, in turn, is critica for the success of a
garment line.

The co-operdtion centres around sharing information (Figure). The drategic-dliance
partners share information about the product as it is being developed. As a reault, they are
aware from the beginning exactly what is required and can begin ealy the technicd and
developmental work necessary, rather than waiting for an order to arive. The partners share
information on the timing and projected volumes of retal sdes and on capacity a each
production stage. In the most advanced forms of such dliances, the partners agree on prices
and profit sharing, creating in effect, avirtual corporation.

Snce implementing the draegic dliance requires sharing information, the partners must
have the information and efficient ways to share it. Having and sharing information requires
good communications technology and dataprocessng systems to gather and process the
information. The information sysems must co-ordinate orders, capacity and material supplies
and are referred to as Enterprise Resource Planning (ERP) systems. The communication
technology required is dectronic data interchange (EDI). EDI was origindly implemented
using specidized vaue-added networks but is now increasingly done over the Internet.
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Putting a draegic dliance together requires investment in money and time plus a willing-
ness to make radicd changes in business practices. The potentia benefits are huge and should
motivate partners in the gppare-supply chain to co-operate. In fact, however, the mgority of
manufacturers in the United States were driven to make the legp into Quick Response and
drategic dliaces a the inggence of their retall cusomers. This makes sense as it is the
retallers who fed the competitive pressure first, and the shift in economic power to the
retaller has given them the ability to demand the changes from their suppliers (see p. 14).

The benefits from Quick Response based drategic dliances are clear. Moreover, as
regiond firms enter into the international marketplace, particdarly the U.S. market, many of
therr customers will compe them to
work as QR suppliers. Rather than | Box 6.
walting  for this to happen, the Quick Response: TheModern

regiond suppliers should anticipate it AT
and prepare to work this way. They Strategy for the Apparel Pipeline

should ds0 see QR as a way to Quick Response (QR) is the strategy being widely
compete and should offer it pro- adopted in the consumer apparel industry, as well as other
actively to customers. consumer-product industries. It was formulated in the 1980

. and began to be widely adopted in the 1990s after pilot
Why not sat now with the studies in the United States showed the benefits to all parts

regional supply chains? In SAD_Q of the apparel supply chain. The strategy boils down to three
we have the advantage of having | things:

some sophidticated retailers, mainly
based in South Africa, who can lead - strategic alliances among retallers, textile and
the way. Beginning regiondly, the apparel manufacturers, and fibre suppliers

. . . . using consumer demand to pull products through the
fibre, texile dothing and  retall pipeline rather than pushing goodsto the consumer

industries can (D_'ea'n how to work - tacticsto move goods and information faster througr
together, (ii)) find products and the supply chain and, thereby, reduce inventories
supply chains where  QR-based

Srategic  dliances can  bring  big The critical business processes and technology for

benefits, and (iii) work out the bugs | '™Pementing Quick Response are:

in the new systems. Working within
the region, the drategic-dliance
patners can make mistakes and
refine their procedures in a less
demanding and risky environmert.

To do this, the region must work
as a unit and redlly act as if regional

is local. Eliminating the bariers to trad

electronic data interchange, which is increasingly
done over the internet

vendor managed inventory

short-cycle manufacturing techniques

advanced | ogistics technology including bar-coding
of products and cartons

le in textiles and dothing in the region is imperdive if

we want to develop truly competitive garment-delivery pipdines.

Competitive Strategies

Apparel-deivery pipelines compete on more than just cost. Four axes of competition are

important:

price
qudity
response'®®
product

108 The idea of referring to this aspect of competition as ‘response’ rather than the more limited ‘delivery’ is
due to Steve DuMont of DuMont and Associates (DuMont 1997:3)
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A continuum of drategic postioning is possible, for example:

low price/low quaity/medium response/generic products
rapid response’high price/medium quality/specific products
high qudity/d ow response/medium price/moderately specific products

Maket demands and manufacturing capabilities determine the drategies to pursue. A firm
can choose more than one competitive drategy and have a different dtrategic postioning for
each product group and even for different customers or didribution channds. Individud
private-sector suppliers, in conjunction with ther parttners, will decide which drategies they
can be successful in.

Governments cannot choose drategies for the industry. Their role will be to support the
drategies that private firms in thar jurisdiction choose Private firms in turn, will have to
inves in equipment, information technology, training and modify ther business practices 0
as to support the chosen drategies. It is important, therefore, to discuss what policies and
private initiatives will support competitiveness in each of the competitive axes price, quality,
response and product.

Price Competition

Price is the cost to the purchaser. Developing a price-competitive pipeine means lowering
coss al aong the supply chain. Price competition is related to production cost dince a
manufacturer must charge a price that will ensure long-term profitability. Other factors
contribute to the price seen by the purchaser, eg., financing codts, supply inventory levels,
the cost of unsaleable merchandise, other merchandising risks (Box 7), and the transportation
costs between production steps and to the final purchaser.

Lowering production costs requires (i) increesng volume to gain economies of scae, (i)
lowering cost of inputs and increesng input usage efficiency, and (iii) Specidization.
Specidization is accomplished by choosng a product strategy (see section on Product
Competition). It is possble, for example, to specidize in offering a wide range of products,
or to specidize in a narrow range of specific products. In either case, the manufacturer must
organize production, shipping, and purchasng sysems to execute the chosen drategy as
economicaly as possble.

The andysis of cost issues based on the field studies and presented in the section on Codt,
Qudity and Ddivery shows that bariers to intraregiond trade in cdothing and textile
products impede the creation of pipeines usng the most competitive suppliers. This
interferes with the ability of a supply chan to use the most cost effective suppliers.
Eliminating these baries in line with the regional-islocal dtrategy adso lowers costs by
permitting increased specidization and volumes.

The SADC region has huge varidions in labour cost. A low-price drategy normdly means
producing a garment in a country where the per unit labour cost for assembly is lowest.X%°
This does not necessarily mean where the wages are lowest, as productivity counts'®
Increesing productivity means training daff, usng indudtria engineering, and applying piece-
rate pay sysems. Governments wanting to support low-price drategies must consder
eliminating any legd, regulatory or politica barriersto piece-rate pay systems.

199 Textile production is not as labour intensive as garment manufacturing; and competitiveness in textilesis
much less sensitive to labour costs.
110 see Table 9, p. 37
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Box 7.
M erchandising Risk
Textile and garment manufacturing differs from many other
industries in that a few raw materials can be processed into a huge
number of end products, whereas other industries involve the

assembly of many parts into afew end products. This characteristic
resultsin the so-called inverted pyramid illustrated below:

A

Other Industries

Finished Goods

Raw Materials
Textile and
Clothing
Industries

A consequence of this inverted pyramid is the increased
merchandising risk. As each production step is completed, the
number of possible end products becomes smaller. Each successive
conversion mmmits the supply chain to a certain and narrowing
range of products. If this range of products does not include the
ones the consumer ultimately purchases, the supply chain is stuck
with product that cannot be sold. Most textile and garment
processes are irreversible; and unsaleable products must be
disposed of aswaste or sold to jobbers at a huge discount.

The goal of an efficient supply chain is to keep material in the
least differentiated state possible, consistent with the delivery-time
requirements. A classic example of this problem is the case of
yarn-dyed versus piece-dyed fabric (fabric dyed in the cloth). For
yarn-dyed cloth, the fabric manufacturer must commit—before the
fabric is woven—to delivering specific coloured fabrics. If the
yarns are dyed in colours the customer does not order, the yarn
may be wasted. On the other hand, the fabric manufacturer may not
be able to wait for the customer to make the final decision on
colour because of the long weaving production time. Dyeing the
yarn before the customer selects the colours entails a merchan-
dising risk to the fabric manufacturer.

Response Competition

Response is the time it takes
a pipeine or one dage
thereof to ddiver finished
product darting from the
time an order is placed. As
discussed in the section on
Ddivery, pipelines compete
on both ddivery speed and
ddivery  rdidbility.  The
goeed and rdiability of the
pipdine depends on tha
between each sep in the
pipeline, not jus ddivery
time from the find manu-
facturer to the customer.

To improve the ddivery
performance of  garment
pipelines in the region, dra-
tegic dliance partnerships
could (i) take advantage of
the potentid proximity of
fadoric and gament manu-
facturers and of gament
manufacturers  and  retalers

and (i) implement Quick
Response programs  to
reduce the length of the
apparel merchandise
caendar.

One of the weakest links
in the garment-supply chan
is the ddivery of fabric to
the garment manufacturer.!'?
Having textile and garment
manufacturers close to one
another reduces the trangt

time between the two and, hence, shortens the total time to theretailer.

Proximity can dso improve ddivery time in two other ways. Closer proximity between the

faboric and garment manufacturers can improve ddivery performance by mitigating the effects
of fabric production ddays. If part of a fabric order is not ready on time, and the manufac-
turers are near each other, it will not be very difficult or costly to send part of the order as
soon as it is ready. In many cases, if the garment manufacturer can get some of the fabric, he
can dart sewing immediately and avoid missing his shipment deadlines.

Physcd proximity between a manufecturer and his customer can aso reduce sample-

agoprova time. For example, if garment manufacturers are near their source of fabric and
yarn, paticularly if these are dyed, the time to get gpprovas of the colours, fabric and yarn is

1110 the field studies, the project team found that |ate fabric deliveries were among the most frequent reason
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often substantially reduced. The approva process, paticulaly with new products, often
involves much communication and retrids back and forth until an acceptable product is
offered. If the supplier and customer are nearby, the time for each iteration can be reduced to
hours, rather than the days it normaly requires for a sample to be shipped and a response to
be receved. Regiond integration among yarn, fabric, and garment manufecturers will thus
dlow SADC supply chains to dgnificantly reduce order-cyce time and thus gan a big
competitive advantage.

The advantage of proximity holds true for garment manufecturers and ther retall
cusomers as wel. Exploiting this advantage will enadble SADC garment manufacturers to
offer very rapid response to their retail customersin SADC.

The most dramatic improvements in response time come from implementing an advanced
merchandise cdendar (see diagram, p. 87). A merchandise calendar is the time it takes to
conceive a product line, produce it, ddliver it, and begin to sl it to the consumer a full retall
price. The traditional apparel merchandise caendar requires about one year between the time
fabrics are conceived and gppard lines desgned to the firg shipments and retall consumer
purchases. Studies conducted by Kurt Sdmon Associates in the late '80s and early '90s
showed that advanced supply-chan-management techniques could reduce this by a least
four months (see diagram, p. 87). Among the most sriking aspects of this is a reduction of
five months in the lead-time for greige (unfinished) cloth production plus four months in that
for finished fabric and garment production. These lead-time reductions mean a dramatic
decrease in the amount of materid that is in process in the supply chain and consequent
decreasesin costs and merchandising risk (Box 6).

In addition to reducing the time from conception to production of a product line, the
advanced merchandising cdendar extends the time over which shipments may be sent to the
retaler. Traditiondly, that is about one month, a the start of the season; under the advanced
cdendar, it is 3.5 months over the entire season. With the advanced calendar, at the beginning
of the season, the retaller will hold about 30% of the stock he would have traditiondly. This
lowers inventory codts, but, more importantly, it dlows the supply chan to dday syle
assortment choices and commitments and, thereby, alows it to observe consumer buying
patterns and change styles, colours and quantities during the season. This ability to respond,
within a season, to actua consumer demand reduces the retaller’s merchandising risk and
increases sdes. Furthermore, the full-price sdling season is extended by nealy a month
because, toward the end of the season, the retaller will have adapted and will ill be offering
precisdly what the consumer islooking for.
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The Apparel Merchandising Calendar: Traditional vs. Advanced

Advanced
Calendar Start

Open Textile Line
Order Fabric-First Orders
Process Fibre into greige
Finish Fabric
Ship Fabric
Select Fabrics
Design and Cost Line
Make garment samples |
Open garment line _|
Cut Fabric 4
Ship Garments
Retailers Commit to Capacity _|
Retailers Send Initial Orders
Retailers Receive garments
Consumers purcahse at full price

0 2

Traditional
Advanced Source: KSA (n.d.:17)

The improvements in the merchandise caendar are accomplished primarily through Quick
Response drategic dliances (Box 6, p. 83). By co-operatiing a al stages of product-line
development and ddivery, dl the parties in the supply chain can reduce product development
coss and delays, cut inventories, and provide a timdier and, therefore, higher value-added
product to the consumer (Rubin 1996:25). The benefits in terms of lower costs and higher
returns on sdes and investment can be huge (Box 5, p. 82). Strategic aliances thus improve
competitiveness on both response time and costs.

Deveoping drategic dliances and implementing Quick Response programs to reduce
response time are private-sector drategies. To endble firms in the region to implement such
dliance, the governmentsin the region need to iminate the barriers to

intra-regiond trade in textiles and dothing,**?
free movement of people within the region, and
free movement of capita within the region.

Regiond governments should aso provide the same invesment and operating incentives for
textile agencies as ae now avalable for manufacturers. Moreover, to enable regiond
gament-delivery pipdines to compete more effectivedly on response, SADC member dates
need to

eliminate customs ingpections and other delays at the borders;
improve regiond road and rail services,

M2 This report recommends that all countries in the region eliminate all duties on imports of fibre, yarn and
fabric from whatever origin, and that clothing be traded duty-free among all SADC countries under a single-
transformation rule of origin.
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edablish intraregiond maitime feeder services among continenta ports and
Mauritius,

dlow sedled containers to trandt without delay or hindrance, and rely on the customs
authorities in the country of final destination to verify the shipment; and

promote the use of Walvis Bay as an dternative to Durban.

Quality Competition

Qudity in competitive terms is subjective and is determined by the customer. When
gpesking about a scae of qudity from low to high, we do not mean the levd of non
conforming goods!'® Rather, we are referring to the consumers perception of the rdative
qudity of one atice versus another. Qudity in this case refers to the desgn, leve of
embdlidment, type of finishing and packaging, and overal degree of workmanship.
Branding is an important part of qudity asit affects consumer perceptions.

How do SADC manufacturers compete on qudity? The firms making up a garment-
deivery pipdine firsg need to undersand what levels of qudity are avalable in the market
and how much the market is willing to pay for each. The competitive god is to offer a
dightly better quaity than the customer usudly paysfor.

Quadity competition then becomes a maketing issue. Garment pipelines require informa
tion about market needs. In the section on Capacity Congraints, we noted that both the high
cog of international marketing and the internationa competition on qudity were consdered a
very or extremey important congraint in 10 of the 11 countries. Inadequate contact with
buyers was aso consdered a mgor condraint in Sx countries. This implies that manufec-
turersin the region have trouble getting thisinformation.

Strategic dliances and Quick Response programs are an excdlent way for them to get
precise information on the quality level thar cusomers seek because the drategic dliance
patners agree on qudity levels from the very beginning when the product line is conceived.
The dternative is to gather information from current and potentia customers, but contacting
potentid customers is expendve. Attendance a textile and appard trade fars is an efficient
but expensive way to do this and is beyond the means of many locad manufacturers. In al the
countries surveyed, the manufecturers reported only limited government assgance in
atending trade fairs. These policies need review paticulaly in light of the difficulties
manufacturers gpparently have in getting good marketing information.

Another problem that presents a barier to regiona pipelines competing on qudity is the
avalability of yan and fabric. The yarn and fabric used influence the consumer’s perception
of a gament's qudity. If a manufacturer cannot get the right yarn and fabric, he most likely
will not achieve the targeted quality. As discussed in the section on Raw Materid Cods, the
range of yan and faoric avalable from regiond manufacturers is limited. Bariers to
importing yarn and fabric and udng these maerids to make garments for regiond consum-
ption must be diminated if regiona pipeines are going to be able to compete successfully on

qudity.
Product Competition

Competing on product means providing your customers with the products they are looking
for. Some people in the garment industry fed that product competition is an aspect of quality
competition. The authors, however, bdieve it useful to consder product competition
separady, as it presents the manufacturer with four sets of drategic choices in deciding how
to compete on product. He may:

113 Quality as the level of non-conforming products is discussed in the section on Comparative advantages

within SADC.
88



gpecidize in a narrow range of products or provide a wide and more flexible manu-
facturing cgpability;

make products to the customers designs or provide products of his own design;

produce many smal orders of unique products or a few large orders of the same or
smilar products, and

produce smple or complicated products.

The variely of markets in the textile and clothing sector is dmogt limitless. Some markets
require larger volumes, more than 15,000 pieces''* of a single style and colour with amost no
product innovation. In this case, the manufacturer smply executes the cusomer’s ingruc-
tions. Some fashion markets have order volumes in excess of 15,000 pieces and require
extensve desgn and development work. Markets with smdler orders—i.e., less than 15,000
pieces of a dngle dyle and colour—aso exis, some smply executing customers designs and
others requiring the manufacturer to do the design and product development.

A dngle manufacturer can pursue more than drategy. For example, some manufacturers
dedicate some of their production to large runs of sSmple products done according to the
customers design and the rest to short runs of unique products of their own design.

Each product srategy implies different production set-ups and a variety of upstream and
downgream linkages and requires a choice anong a st of manufacturing and management
sysems. A manufacturer adopting the srategy of producing large orders of a few customer-
desgned garments will have inflexible, but very efficient production lines The customer
sarvice and planning process will be geared towards deding with a few large orders that
require strict adherence to customer specifications. Pre-production activities, such as sample
goprovas, will have to be very wdl coordinated with the customer. By contrast, a garment
manufacturer that produces his own desgns will need good facilities for desgn and product
development and strong integration between marketing and product development but may
have less pressure to co-ordinate pre-production activities with the customer.

The choice of product drategy may dso daffect the type of equipment a manufecturer
ingdls. Textile manufecturers generdly are fa more limited in ther choice of products to
make once equipment has been inddled than garment manufacturers. For example, a dye
house that has only atmospheric dye ranges cannot dye polyester fibres. A dyer may choose
to ingdl (i) many smdl dye ranges to produce smdl quantities of many different colours or
(i) a few large dye ranges to produce large quantities of the same colour. The choices can be
complicated and require the manufacturer to have a clearly defined product strategy.

Choosing a product competition drategy is part of the draegic planning process that dl
firms need to undertake, however formdly or informaly. Individud firms in the private
sector will do the choosing. The public sector may, however, have a role in facilitating these
firms choices.

As with quality competition, understanding what the market is looking for is a key dement
in choosng a product drategy. In many SADC countries, manufacturers have much trouble
finding cusomers and identifying what they want. A discussed in the section on Qudity
Compstition, governments can hdp manufacturers in the textile and clothing industry to
overcomethis barrier.

114 No precise definition exists for a large order. For this discussion, a large order is one that uses at least a
container of fabric. A 20-foot container will hold about 50,000 metres of cloth. Assuming an order consists of
two-colours of the same style, at 1.5 metres per garment, a large order for a single style and colour would be at
least 15,000 pieces. At 15 garments per operator per day, the 15,000 pieces would require a factory of 100
people 10 daysto complete.

89



Product drategy is dso vitd in deveoping draegic dliances. All patners in a draegic
dliance paticipate in product development. The dliance itsdf must choose a product
drategy. This can be complicated since it requires agreement among severd firms. It is esser
to create dliances among firms with clear product strategies that are consstent with the needs
of the dliance to serve particular markets.

In summary, private-sector firms will choose how to postion themsdves drategicdly. The
textile and clothing indudtries offer an enormous number of choices with ample room for
firms to compete in diverse ways. The god of each firm is to find a competitive garment-
delivery pipeline in which it can add vaue, profitably. Regiona co-operation will widen the
available choices and, thus, increase the scope and size of the textile and clothing industry in
SADC. The mosgt important thing governments can do is to adopt the regional-is-local palicy,
and diminate the barriers to regiona trade in textiles and garments and to the free movement
of people and capitd in SADC. Governments can aso assst regiond garment-ddivery
pipelines by providing financid support to identify markets and their needs.

Table 29. Private and public sector strategies to improve the regional garment-supply chain

Private-Sector Strategies Public-Sector Strategies

Implement strategic-alliance partnerships. Remove tariff and non-tariff barriersto regional trade at all
steps of the supply chain.

Remove import barriersto fibre, yarn, and fabric not
produced in the region. Implement single transformetion to
confer SADC origin for products made from raw materials
not available in the region.

Adopt theregional- is-local policy.

Identify markets and their preciseneedsintermsof product,
quality, response, and price.

Provide financial support for regional firmsto attend trade
fairs and do market research.

Select competitiveness strategies and implement necessary
changes in business and manufacturing processesand
equipment.

Publicize opportunitiesfor investment intheregionin textile
and clothing production, including cross-border
opportunities.

Develop and implement regional inter-industry linkage
standardsto support the use of new |ogistics and computer
and communications technology using the textile and

Provide facilitation and the proper legal framework for the
implementation of regional interindustry linkage standards
for EDI, product labelling, and carton labelling standards

clothing industry as a pilot. that conform to international protocols (see section on

L ogistics).
Improve staff skills through regular formal, training Provide financial support and a framework for regional
programs. training.
Implement 1SO 9000 and improved quality-control Eliminate barriersto the free movement of people within the
procedures. region.
Implement Quick-Response technologies Eliminate barriersto the free movement of capital within the
region.

Privatize the remaining publicly -owned textile and garment
factories. Usethe privatization processto install managers
with skillsin both production and marketing.

Implement industrial engineering programs to reduce the
time and cost to produce garments.

Permit piece-rate payments, with guarantees of minimum
wage.

Supply Potential of the SADC Textile and Clothing Industries

Regiond manufacturers must understand the markets they face. Markets differ in ther
requirements for price, response time, quality, and product; and manufacturers must choose
drategies that will endble them to compete successfully in them. SADC countries have
different competitive advantages and, as a result, differ in their ability to meet the require-
ments of specific drategies. The most competitive pipdines, therefore, may have production
and product development done in more than one country. To facilitate the building of such
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pipdines, the region's clothing and textile industries must be integrated;, and, to enable this
integration, regtrictions on intra- SADC trade in textiles and clothing must be diminated.

The region has the potentid to expand production in yarn, fabric, and garments. The
exiding spare cgpacity in yarn and fabric production facilities, however, is neither sufficient
to meet current demand nor to take advantage of the large export opportunities under AGOA.
Asaresult, the region urgently needs to produce more yarn and fabric.

Markets

To successfully exploit regiond and international market opportunities in the textile and
clothing sectors, these firms will have to understand the markets requirements and adopt an
gopropriate drategic postioning. It will be helpful, therefore, to andyse some of the potentia
markets, the drategic podtioning they most likely require, and to identify some potentid
regiond supply chains that can serve these markets.

Policy makers and private-sector managers must understand that markets for textiles and
clothing, even the regiona and locad ones, are complex and multi-faceted. If we look a the
regionad market, we can identify severa distribution channds!'® each requiring a different
drategy:

Formal-modern
Niche markets
Mass markets

Formal-traditional
Niche markets
Mass markets

Informal markets

The formal market is defined as the market in which al busness transactions are recorded
and reported; and most of the parties are limited liability companies. Informal markets are
those in which many transactions are done in cash, without forma busness records and
limited consstent reporting to authorities of business results. In the informa market, many of
the entities will be individuas or sole proprietorships rather than limited liability companies.

Mass markets are those with a limited number of seasons per year, with replenishment
shipments within a season, and with more thean 25% of the product line being basics, i.e,
dyles and products that vary little from year to year, even in some cases Seasonto-season.
Niche markets are those with frequent style changes, less than 25% of the products are basics,
and replenishment shipments are the exception rather than the rule.

The traditional market is one in which business is conducted more or less as it has been
for the last hundred years. Manufacturers creste products that they go and sdll to wholesders
who in tun sdl and didribute them to retalers. In some cases, the wholesder or retaller
crestes the product and subcontracts its production to a manufacturer, who then produces it to
order. The modern market is a more sophisticated business arangement in which the
retalers, wholesders and manufacturers are partners in developing and delivering products to
the consumer. These are the markets that have dready implemented or are moving towards

Quick Response.

M5 The markets discussed are consumer markets. There are very important institutional markets, such as
military and police uniforms. These markets, however, are complicated by local procurement programs and
specific tendering procedures. It is, therefore, almost impossible to make the kind of generalizations about these
markets that we are making in this section.
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In some cases, pat of a retaller’s product line will be handled with traditionad busness
arrangements, and part with modern ones, just as part of a retailer’s product line may have the
characteristics of aniche market, and other parts those of a mass market.

Although it is impossble to give hard and fast rules about which drategies each type of
market requires, and with the undersanding these are generdizations, we can suggest some
common-sense guiddines (Table 30). Looking at the international markets, we would see a
gmilar dructure and potentia drategic requirements. The main difference is that an informd,
internationd market does not redly exis, with the possble exception of neighbouring
African countries.

Table 30. Potential strategies for different markets

Market Segment Potential Strategies
Informal = Lowprice

=  Slow response

= Low quality

Range from generic to specific products
Small production runs

Formal Traditional Niche Higher price

Slow to medium response
High quality

Very product specific
Smdl production runs

Formal Traditional Mass Low price

Medium to rapid response

Medium quality

Generic to moderately product specific
Medium to large production runs

Formal Modern Niche High price

Rapid response

High quality

Very product specific

Small to medium production runs

Formal Modern Mass Low price

Very rapid response

Medium quality

Generic to moderately specific products
Large production runs

Possible Regional Pipelines

Comparison of the potential drategies with the strengths and wesknesses of individud
countries in the region (see section on Strengths and Weaknesses by Country) reveds
possble regiona supply chains for each market. This andyss does not mean that manufac-
turers in each country are limited to the market segments suggested, nor that manufacturers in
other countries cannot serve those segments (Table 31). The purpose of this andyss is to
show possible regiondly integrated supply chains that gppear to have a compstitive
advantage. The point is that the region can compete and that regiona integretion is one of the
keysto redisng this potentid.
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Informal Markets

The informa markets are of unknown sze since few records are kept and datistics are
unavalable. Products sold in this market are not complex, so the technica production
requirements are modest, and there is no need for sophisticated desgn and product-
development fadiliies'® This market provides many entry-level opportunities for start-up
firms and smdl and medium enterprises.

The key to exploiting this market is knowing exactly what the consumers in each area are
looking for. Wholesders and didributors are the best source of this information. Though
gndl shops, often in remote areas, sdl many garments in this market, the wholesders are
often more accessible. They know exactly what consumers buy and probably have the most
information about what consumers want but cannot get. These markets present excellent
opportunities to implement draegic dliances between the garment manufecturers and the
wholesdlers. These dliances would be on a smdl, perhaps even informa scde. The whole-
sders would gan much by sdling more garment in the arees they sarve, but they lack
production facilities.

This narket is very price senstive and, in many cases, would be best served with imported
fabric. It will be up to the regiond fabric manufacturers to identify specific niches in which
they can serve these markets competitively.

Despite the lack of data, this market should not be ignored. In fact, it is worthy of focused
research. ldentifying niches in this market is a very effective way nationd governments can
assigt loca manufacturers, particularly smal and medium enterprises.

Formal Traditional Niche Markets

The defining characteristic of formal traditional niche markets is the smdl sze of runs of
unique products. It tends to be very sendtive to qudity though customers accept higher
prices. Good, innovative desgns based on a strong understanding of the niche are essentidl.
Gament manufacturers from nearly dl countries can compete in this maket because
regponse and price requirements are limited. Fabric requirements are very specific and
demand high qudity on short runs. This points toward ether using imported fabric or fabric
finished in countries with better finishing fadlities like Mauritius and, especidly, South
Africa The yan and greige fabric could be made by any fabric manufacturer in the region
since rapid response is not required.

Mauritius and South Africa have the best facilities for developing products and providing
designs for this market.

Formal Traditional Mass Markets

The formal-traditional-mass market is looking for price. Fabric needs to come from
average quality, cost-effective producers as might be found in Zambia and Zimbabwe.
Lesotho is an emerging moderate cost fabric supplier that, with the proper investment, has the
potentia to supply this market. Because of price sendtivity, the market may need to use
imported fabric in the short to medium term. Response and qudity requirements are not
severe, S0 price will be the main criterion for choosing fabric. Garment production should be
done in the low-cost countries. For the U.S. market in particular, this would provide oppor-
tunities for gament production in the low-cost LDCs such as Lesotho and the MMTZ
countries as they can use imported fabric, and fabric from Zimbabwe until September 2004.

118 A commonly discussed example of this market is school uniforms. Informal markets are often targets for
used clothing and smuggled imports.
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Formal Modern Niche Markets

The key difference between the formal-modern-niche market and the formal traditional
niche market is the need for more rapid response and the possibility of larger production runs.
The requirement for more rapid response means fabric should be finished closer to the
gament manufecturer. This plus the lack of price sengtivity point to fabric finishing in South
Africa and Mauritius with garment manufacturing being done in the higher cost countries
closest to the fabric finishers such as Botswana, South Africa, Swaziland and Maurritius.

Formal Modern Mass Markets

Formal modern mass markets require low price, very rapid response and more
sophigticated business systems. Fabric should be finished close to the garment manufacturer.
Low price requirements and large runs point to garments being manufactured in ether the
lowest cost countries, such as Mdawi, or higher cost countries capable of high productivity.
The latter requires wdl-run plants with sophisticated systems and piece-rate pay such as in
Mauritius. Namibia is a potentid emerging supplier. South Africa, Swaziland, and Lesotho
have redrictions on or discourage the use of piece-rate pay sysems This limits the ability of
their manufacturers to produce garments for this market.

None of these markets are datic; nor are the conditions in each countries. As the textile
and cdlothing indudries evolve in the region, ther ability to serve the different markets will
too. Furthermore, it is private-sector firms, not countries, that will compete in these markets.
As a reallt, individud firms ether by finding specific market opportunities or by imple-
menting better business and production systems, can become competitive in markets despite
the generd conditionsin their country.
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Table 31. Potential regional pipelinesfor different market segments

Market segment Greigeyarn and Fabric Garment Design and product
fabric production finishing production development
Informal All SADC countries ~ All SADC All SADC All SADC countries
Imported Imported
Formal-Traditional- Zambia South Africa All -Mauritius
Niche Zimbabwe* Mauritius -South Africa
Lesotho Imported -Customer designs
Swaziland
Imported
Formal-Traditional-  Zimbabwe Zimbabwe Lesotho -Customer designs
Mass Zambia Zambia Malawi -Minimal product
L esotho L esotho Mozambique  development work
Swaziland Swaziland Tanzania
Zimbabwe
Zambia
Formal-Modern- Zambia South Africa South Africa  -Mauritius
Niche Zimbabwe Mauritius Mauritius -South Africa
Lesotho Imported Botswana -Customer designs
Swaziland Swaziland
Imported
Formal-Modern- Zimbabwe Zimbabwe Botswana -Customer designs
Mass Zambia Zambia Mauritius -Joint product development
Lesotho Lesotho
Swarziland

* Zimbabwe is not currently AGOA -eligible and thus cannot be source for either garments or for yarn and fabric
made in into garments in Botswana, Namibia, South Africa, and Mauritius for duty-free entry into the U.S.
market. Zimbabwe may currently supply yarn and fabric to the AGOA -eligible LDCs in the region, i.e., Zambia,
L esotho, Swaziland, Mozambique, Tanzania, and Malawi for making duty-free garments for the U.S. market.

Private-sector firms, therefore, might develop important and competitive regionad garment
delivery pipelines for both regiona and internationd markets. The only serious bariers are
the tariffs and other redtrictions on trade in textiles and clothing among the countries in the
region. Time is short as many deadlines loom in the near horizon. The Agreement on Textiles
and Clothing cdls for al import quotas to be diminated by 2005, which will erode an
important competitive advantage for the region. The derogation under AGOA permitting
LDCs to source fabric from anywhere in the world expires in September 2004. In 2008, both
the ACP agreement and AGOA will expire. It is critical for SADC member dtates to act now,
adopt the regional-is-local philosophy, and unleash the region’s potentid to be a magor
international supplier of textiles and clothing.

Supply Potential for Textile and Clothing in the Region

The potentid for increasng the supply of textiles and cdothing is mixed. There is a
shortage of man-made fibre and fabric of al types !’ but the region produced 155,000 tonnes
of cotton in excess of consumption in 1999. Data from 1996 to 1999 show that fibre, textile
and appard imports from outsde SADC equaled 90% of the tota imports of those products.
What then are the prospects for producing more textiles and garments in the region?

The mogt important issue for increesng production is the huge shortfdl in textile
production. The supply of fabric and yarn must be increased if the region is going to develop
competitive garment supply chains. Without such an increase, SADC will be condrained in
its effort to penetrate the U.S. market since, after 2004, AGOA requires that al countries use
yarn and fabric produced in the U.S. or AGOA-dligible countries.

17 except nylon filament yarn, which constitutes about 1% of the total fibre consumption in the region
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In the long term, production shortfals can be overcome by investing in new capecity.
Such invesment will mogt likely take place in those countries tha have the compardaive
advantages appropriate for each production stage (Table 17). New production fecilities have
the advantages of using modern technology, which means they will be more efficient and
produce better products, and will be able to produce what the market is looking for.

Dday is the problem with new capacity. For garment manufacturing, this is not serious as
it takes about four months to gart a garment plant, from the time the factory shdl is ready.
Ingaling textile mills takes much longer: dx to eight months for spinning and a year or more
for weaving and fabric finishing. Due to these ddays, it is important to look a increesng
capacity at exigting facilities and restarting idle ones.

The current production and capacity utilization figures (see sections on “The Pipdine” and
“Capacity”’) reved that the region has the capacity to increase textile and garment production,
but not enough to cover the shortfal in current demand. In 1999, the shortfdl in woven
apparel fabric production was 307 million m?; and the potentia increase is about 58% of that
(Table 32). The remander must come from imports or further increeses in regiond
production achieved by reviving idle plants or building new facilities. This does not take into
consderation the potentia for increasing exports under AGOA or Lomé&/Cotonou.

Increesing textile production will not solve, by itsdf, the region's shortfdl in faboric.
Garments and textiles may be made in different countries. Intraa SADC redtrictions on trade in
fabric and yan—such as duties and quotas—must be eiminated in order for the garment
manufactures to use the region's increased production of textiles in competitive supply
pipelines. The specific changes to the SADC Trade Protocol the authors believe will be most
effective for the devdopment of competitive regiond supply pipdines are discussed in the
Recommendations.

Table 32. Potential production increase for yarn, fabric and garments (currently
operating plants)

Existing production Estimated potential Estimated potential
(1999) capacity increase production increase
Yan 225,000 tonnes 52% 117,000 tonnes
Woven apparel fabric 345 million R 52% 179.4 million r?
Garments 780 million units 30% 234 million units
(1,230 million SMES) (340 million SMES)

Source: see sections on The Pipeline and Capacity
Note: SME = square metre eguivalents

Although AGOA provides direct incentives for increesng exports of garments to the
U.S, the man policy god is the devdopment of an African textile indudry. In a speech
soonsored by MEPZA (Mauritius Export Processing Zone Association) on 24 May 2000,
Peter Craig, the Trade Advisor to the Mauritian Embassy in Washington, reported thet, in
1999, African exports to the United States, usng African origin yan totdled 77 million
quare metre equivaents (SMEs). Usng the average weight of fabric produced in SADC in
1999 of 181 grams per square metre,!*® the tota production of African yarn in 1999 for use in
garments exported to the U.S. was about 14,000 tonnes.*'® If we consider this as the current
capacity to produce export-qudity yarn in Africa, the shortfdl in African yarn production for
the AGOA quota year 2000/2001 is 30,600 tonnes.?® By the quota year 2004/2005, when all

18 see note to Annex 1.
119 For comparison, SADC manufacturers produced atotal of 225,000 tonnes of yarn in 1999.
120 This takes into account the yarn waste in weaving, of about 7.5%.
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garments shipped duty-free under AGOA must be made from African or U.S.-origin yarn and
fabric, the shortfal will be nearly 64,000 tonnes or 4.5 times what was exported in 1999,
this assuming no growth a al in U.S. appard imports. If the growth in U.S. gpparel imports
is 6.4%,?! the shortfall will be 86,000 tonnes or six times 1999's exports (Table 33).

Table 33. Estimated shortfall in African yarn and fabric production for making AGOA-
eligible garments

Quota year No growth in U.S. appard U.S. appard importsgrow at
(Oct. 1 to Sept. 30) imports historic rates (6.4%)
Yarn shortfall Fabric shortfall Yarn shortfall Fabric shortfall
(tonnes ' 000) (million nP) (tonnes ' 000) (million n?)
2000/2001 30.6 169.5 30.6 169.5
2001/2002 389 2155 42.3 234.1
2002/2003 47.3 261.5 55.3 305.9
2003/2004 55.6 307.5 69.7 385.6
2004/2005 63.9 353.6 85.7 473.8
2005/2006 72.3 399.6 103.6 571.4
2006/2007 80.6 445.6 122.9 679.1
2007/2008 90.1 498.2 146.2 808.0

Source: Estimated from tablesin Annex 2.
Note: Grey highlighting indicates the period when all eligible sub-African countries must use African (or U.S.)
origin yarn and fabric for garments to qualify for duty-free entry under AGOA.

If we just bok at the AGOA requirements, it appears SADC could increase production to
cover the yarn requirements through most of the eight years of AGOA (Table 33). In the
more likely case that U.S. imports continue to grow at least a higtoricd rates, this additiona
capacity will just suffice to meet the quota alowances through 2005/2006, a which time dl
yan and fabric must be of African origin. But this assumes that dl the increase in yarn
production is used to make fabric and garments for the U.S. market. For fabric and garments,
however, this is not the case; and, without substantiad new capacity, SADC will only be able
to avail itsalf of aportion of the quota!?

Two assumptions need to be pointed out. The firg assumption is that the potentid increase
in cgpacity is redly achievable No manufacturer achieves 100% capacity utilization for any
extended period. For garment manufacturers, the calculated capacity increase is based on the
factories working a sustained 60 hours per week, which is not legdly possble in countries
like Mozambique, and is not sugtaindble in dl firms Increasing textile production, in most
cases, means increased investment, and it is uncdear if this can happen a dl textile firms with
unused capacity.'®® Manufactures in both industries included increased productivity estimates
as a source of potential production increases. Increasing productivity assumes better staff and
Upervisor traning and better sysems of management and control. Achieving this will
require invesment, traning and technica resources and managers commitment, none of

121 y.s. apparel imports, in dollars, adjusted for inflation grew by an average of 6.4%, on and annual basis,
from 1990 to 2000 (calculated from data obtained from the U.S. International Trade Commission Web site,
http://dataweb.usitc.gov, accessed on 10 July 2001.)

122 This assumes, of course, that SADC countries will capture all of the increased exports to the U.S. under
AGOA, which is unlikely. It is more likely that SADC will capture a large share, given that the three largest
exporters to the U.S. from Africa are all SADC countries. However, two non-SADC countries, Madagascar and
Kenya, are increasing exports to the U.S. very quickly and show heavy investment activity in textiles and
clothing.

123 The field survey showed that lack of capital was a very important constraint on capacity utilization in
eight out of 11 countries (chart on page 29).
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which is assured. Despite dl these caveats, however, even if only hdf the increase can be
obtained, it is clear that substantia capacity increases are possible.

The second assumption is that there will be a demand for the increased production. For
textile manufacturers, in particular, this may be a faulty assumption, snce the range of
products each manufacturer can produce is limited. There is dso the problem of outmoded
equipment, which may render some of the increased production unsuitable for export
markets, or too codtly. A related problem is that the increase in available capacity may not be
baanced. An increase in the capacity of a fabric ddivery pipdine will not occur if there is not
a concurrent increase in al production stages'®* A more thorough survey of the production
cgpabilities of textile firms would be needed, to determine the extent to which this assump-
tion is correct. The information from such a survey would be useful for the investment
promation agencies that will try to atract the investors needed in most cases to redize the full
production potentid of these firms.

These potentid increases in yarn, fabric and garment production are not, however, dl in
the same countries. South Africa, of course, dominates the region in both current production
and potentid increase. South Africals potentia increase in textile production is 93% of the
totd and only 42% of the total additiond garment capacity. On this basis done it is clear that
trade among SADC countries will be necessxry for the region to aval itsdf of these
productions increases.

Looking at cotton production, the 155,000 tonnes in excess of consumption is sufficient to
meet the short-term potential for increasing yarn production, even if al the new yarn were
made from cotton and we subtract the 10% waste of converting cotton to yarn. Cotton
accounts for about 63% of the fibre used for spinning in the region (TIMSAA 2000:
paragraph 4). If this proportion remains the same, as it has for many years (Jafta and Jeetah
2001:38), even with the optimistic estimates of increased yarn production we have used, the
increased consumption of cotton for spinning would be 74,000 tonnes or hdf the region's
excess cotton production. On the other hand, there is currently a shortage of man-made fibre
produced in the region. If any portion of the increased yarn production uses man-made fibres,
that will necesstate increased production from South African fibre manufacturers or an
increase in imports. Manrmade fibre production is one of the most capitd intensve parts of
the garment supply chain; and low internationd prices, due to globa excess capacity, might
make it difficult to atract investment for increasng South African capacity (Jafta and Jeetah
2001:39). As a result, third-country imports of fibre, yarn and fabric must and will be an
important source of increased use of man-made fibre in the region.

What of the regiond market for clothing? Current data on textile and garment imports for
some countries in the region is difficult to get. The data that is avalable, however, indicae
that most countries get most of their imports from outsde SADC. Seventy-nine percent of
clothing and 93% of textiles ad fibre imported by SADC countries comes from outside the
region (Table 34). Thus, the region’s manufacturers supply little of the regiond trade.

A big reason for the low level of intrae SADC trade is the shortfal in fabric production. To
capture more of the regiond trade, yan and fabric capacity must increase. This need
combined with the fact that AGOA-oriented exports aone could take up most of the currently
unused capacity in fabric production is a further argument for developing new capacity for
textile production in the region and for lifting the intraa SADC barriers in trade on fabric and
yarn.

124 The capacity utilization figures for textiles assume the same utilization rates for spinning, weaving and
fabric finishing.
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Table 34. Textile and clothing importsinto SADC ($’000)

Country and year HS chapter s 50-60 HS chapters61-63

for which datais World Non-SADC Non-SADC World Non-SADC Non-SADC
presented total (%) total (%)
Mauritius (1999) 446,963 434,620 97 19,029 185510 97

M ozambique (year-??) 16,955 15,357 92 21,167 17,359 82
SACU (1996) 634,704 591,694 93 222,527 173,096 78
Tanzania 1999 19,481 18,843 97 37,316 36,605 98
Zambia (1997) 22,49 16,022 71 25,646 18,196 71
Zimbabwe (1999) 88,621 63,582 72 12525 3,728 30
Total 1,229,220 1,140,118 93 338,507 267,494 79

Sources. Mauritius: unpublished data from he Central Statistics Office; other countries: offers tabled by
individual SADC countries to the SADC Trade Protocol Trade Negotiating Forum as furnished by the SADC
Secretariat

Enabling Environment: | ssues Specific to the Textile and
Clothing Industries

Certain agpects of building an enabling environment for textile and clothing manufacturers
were discussed in the section “Policies, Regulatory Framework, and Inditutional and
Macroeconomic Environment” (p. 50); and others comprise a wdl known litany, eg., the
need for a stable macroeconomic and political environment, trade liberdization, privetizetion
of inefficient government corporations, and faster and smplified bureaucratic procedures!®
We will not discuss these here. Rather, we will focus on a few additiona issues specific to
the textile and clothing indudtries in the region:

information for efficent purchasing, marketing, investment promotion, and technology
diffuson;

regiond logisticd standards;

links between textile mills and smdl garment producers and between large and smal
garment producers,

regiond and internationd investment promotion especidly to creste supply pipdines,
and

certification of AGOA visa systems.

I nformation

For many manufecturers in the region, information about purchasing, marketing, invest-
ment possibilities, and technology is hard and expensive to access. Many are 4ill wedded to
the telephone and fax machine and do not use the Internet even for e-mal, much less to
search for information or advertise their products. As a result, they sometimes buy overpriced
materids and engage intermediaries or saes agents that prove both costly and unreliable.

During our fiddwork, many manufecturers, especidly locdly oriented factories with less
than 500 employees, reveded little internationd marketing experience and readily
acknowledged that they urgently need advice and information about how to cut costs for
materids and penetrate the European and American markets. Mozambique is an extreme
case each of the dx export-oriented garment producers has only one international customer
and, hence, has learned little about globa purchasng and marketing (Coughlin 2001:30). In
one factory, that is not a problem because its mother company, a multinationa corporation,

125 5ee, for example, Morriset (2000).
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handles both purchasing and marketing. In other countries, protectionisn has kept firms
ignorant of globd marketing techniques. If, for decades, they sold exclusvey to the locd
market, even firms with 500 or so employees were sometimes perplexed about how to gain
internationa customers though they usudly did know how to search and identify reigble and
reesonably priced internationa suppliers. Manufacturers ignorant about globad marketing
techniques and about how and where to seek such information were more prevaent in
countries without the presence of edtablished textile agents representing big internationa
buyers as exig in Mauritius, South Africa and Zimbabwe. Such manufacturers, including
most smdl- and medium-Size enterprises, desperately need information about (i) mgor
markets and customers, (ii) how to identify and contact relidble commissoned saes agents,
and (iii) the typica financid and other arrangements with such agents.

Most, though not dl, large companies prefer, however, to ded directly with ther
customers. For example, in Mauritius,

the preference for direct contacts—a tendency noted among most of the large, well-
established exporters in SADC—was defended because it reduces niscommunicetion and
dashes sdes cods. As one interviewee asserted, “Many agents and middlemen will take
you for a ride’. Another opined, “Agents are necessary initidly, before customers have
confidence in you, ... but [they don't] hep communicetion. [They] deter it.” To redize
economies of scae and reduce uncertainties, the firms prefer to ded directly with a smal
number of long-danding clients, many of which are the largest buyers in the world and
mantan offices in Mauritius Frequently, deding direct aso reduces transaction costs
(i.e, letters of credit) snce, as confidence increases, deds are done with trust and mutua
cooperation (Coughlin and Jeetah 2001.:23).

Despite these caveats, many large producers do use agents to market a portion d their sdes.
As for the purchase of inputs, large mature companies typicdly have well established systems
and channd s to get good quality, competitively priced raw materids from reliable suppliers.

Stll, the region has many companies that need to make the trangtion into the globd
economy and need help to do so. Mogly, they need information about competitive and
reliable supplies for thread, yarn, fabric and accessories and a good means to quickly learn
about markets, potentiad customers, and reiable fairly priced agents to represent them to
cusomers. They dso need information about technology, not so much about machinery, but
rather about managerid and technical systems and where to get help on setting these up.

Findly, regiond and international investors need information about relisble partners in the
region with whom to develop supply pipelines and drategic dliances. The same database can
srve to guide investors in identifying factories worthy of substantid invesment for rehabi-
litation and investment with an eye toward the globd market. TIMSSA (www.timssaco.za)
dready has such a database with detailed information, updated biennialy, about nearly 500
textile and garment companies in the region. The information is for sde commercidly and
serves as abasis for guiding potentid investors on a consultancy basis.

To obtain accurate and timely data on the performance and tructure of the SADC region’'s
textilie and dothing indugry is extremdy difficult. This hinders both policy mekers and
potentid investors. If the textile and clothing industries are consdered priority sectors, the
folowing is the minimum daidica information (in addition to the information about input
sources, customers, agents, and technology) that should be gathered and published on
SADC's web dte. The data for fabric and garments must be in square metres and square
metre equivaents as well as weight and pieces (for garments) because AGOA quotas are in
terms of square metre equivaents, the European Union reports imports of these products in
tonnes, and, for garments, piecesis the most frequently used measure of productivity.
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Table 35. Minimum reporting requirements for industry performance data

shifts, manufacturers need to be asked
about slack, i.e., the potential to
increase production with the same
workers

Labour:

- Total wages paid by sector (garment | Dollars Annual National 1abour
and textile) and country of origin departments or
(or, at least, SADC and non-SADC) employer reports
Total number of employees by Number of employees
sector, country of origin, inthe Annual National labour
categories of: unskilled, skilled, departments or
supervisory, technical, manageria employer reports
Shifts worked and workers per shift | Number Biannual | National labour

departments

Exports for each country by four digit Dallars Annual National customs

HS codes and by destination country Volume asfollows: services

(HS chapters 50, 61, 62 and 63) Yarn: tonnes

Fabric: m2 and tonnes
Garments: pieces, tonnes, and
square metre equivalents

Imports for each country by four digit Dollars Annual National customs

HS codes and by source country (HS Volume asfollows: services

chapters 50, 61, 62 and 63) Yarn: tonnes

Fabric: m? and tonnes
Garments: pieces, tonnes, and
square metre equivalents

Total production for each country by Dollars (raw material plus value added) Annual National depart-

four-digit SITC code (revision 3) for all Volume asfollows: ments of

clothing, fibre and textile sectors Yarn: tonnes and Ne count” industry, or
Fabric: m2 and tonnes manufacturers
Garments:_pieces, tonnes, and reports
square metre equival ents

Total consumption of raw material Dollars (manufacturers’ purchase price) Annual National depart-

by four-digit SITC code (revision 3) for | Volumeasfollows: ments of Indus-

all fibre and textile sectors Yarn: tonnes try, or manufac-
Fabric: m? and tonnes turers’ reports
Capacity utilization In addition to the data on labour and Biannual Annual census of

manufacturers

Note: Though we suggest that most data, except for capacity utilization, be gathered annually, the long-term goal

would beto obtain it more frequently.

* Ne count is a widely used measure of the weight of yarn per liner measure. The count is required to evaluate
productivity as spinning production rates vary with yarn count.
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Logistical Standards

One of the mogt ggnificant
devdopments in the garment
supply chan in the United States
over the past 20 years has been
the introduction of sophidticated
logidtics technologies. As a result
of these technologies, order-cycle
times are now discussed in hours

Box 8.
Vendor-Managed Inventory

Vendor Managed Inventory (VMI) is asophisticated system
for managing stock and replenishing shipments. The customer
does not send orders to its suppliers, but rather shares with the
supplier its projected sales or consumption forecast and reports
of actual sales or consumption. The supplier uses this data to
calculate how much stock the customer has and how much it
will need to hold to cover the projected consumption or sales

instead of days and Week; between the current and the next shipment. The supplier sends
The three most important | areplenishment shipment based on this calculation.
logdic  technologies  enadling
this reduced order-cycletime are: Customer Actual Customer
Stock Levels Customer Forecasted
. . Sdes Sdes
electronic data interchange
(EDI) '\Au/
vendor-managed inventory I
(VMI) sends replenishment
bar coding of products and shipment.
shipping cartons The key differences between this process and traditional

business practices are:

These technologies are common
in the U.S. and are being rapidly
introduced in Europe. Some of
the leading retalers in  South
Africa are dso beginning to use
them. In order for manufacturers
in SADC to compete effectively
in the European and U.S
markets, they will have to adopt
them. If manufecturers and
retalers in the region adopt these technologies, the regiona garment supply-chan will
become more efficient.

Electronic data interchange alows suppliers and customers to share data about orders,
shipments, inventory and comsumption in the volume and speed required for nass markets as
well as the detall required for niche markets. Electronic data interchange has been conducted
over proprietary vaue-added networks since the 1970s. In recent years, eectronic documents
are being transmitted increasingly over the Internet. One of the main gods of the so-called
‘e-business is to develop ways for busnesses to exchange information eectronicaly, essen
tidly EDI. The man advantage of e-business is that it is chegper to set up and use than
traditiona EDI.

Vendor Managed Inventory (VMI) is a sysem in which the supplier sends replenishment
shipments to the customer based on forecasted future consumption and actua past consump-
tion (Box 7). VMI is a sophigticated business process that requires a strong commitment to
make it work on the part of both the customer and the supplier. For business partners to use
VMI, two things must be in place. First, they have to be members of a Srategic aliance. The
close interaction, the high levd of trust, and the extensve co-ordination of detals make it
impossble to implement a VMI arangement on a casud bass. Second, they have ingdled
information sysems tha will handle efficiently the large amounts of data VMI processes

The vendor is responsible for maintaining customers
stocks;

Stock levels are based on forecasted future sales and
may vary over time;

Customer stock levels are lower, because the customer
receives more frequent shipments that fit its real needs
more precisely.

Based on studies in the early 1990s, VMI contributed to inven-
tory reductions of between 25% and 50% (Table 28 in Box 4).

102



generate. The benefits of VMI are enormous. It reduces stock levels, increases sales, and
lowers stock-outs and markdowns.

Bar-code scanning of products a retail has enabled suppliers to know the exact sdes of
eech item in red-time and, thus, to be able to cdculate the quantities that must be shipped to
meet the forecasted required stock levels. Bar coding of shipping cartons has enabled the use
of automated shipping systems that reduce handling and trangt time and make it possble to
ship effidently smadl quantities of many items.

Many exporters will find their customers forcing them to adopt these technologies. Rather
than wait for this to happen, manufacturers can anticipate the need to adopt these techno-
logies. Three good drategies are to:

begin with suppliers rather than customers,
begin with regiond partners rather than export customers; and
implement regiond standards that are compatible with internationd standards

The experience in the United States is that working with suppliers to develop and
implement these systems makes sense for two reasons. Firs, you as the customer take the
lead and thus manage the process. Second, the pendties for mistakes are greatly reduced
since your supplier has a strong incentive to continue working with you as the process suffers
trids, errors and growing pains.

A smilar argument can be made for developing the sysems in conjunction with regiond
partners rather than export customers. Regiond partners are geographicaly closer and this
reduces communication time and cogs. Since these technologies are new to the region, such
partners will appreciate the opportunity to introduce processes that have proved successful
esewhere. Furthermore, the regiond partners may be more willing to accept the inevitable
difficulties in implementing new techniques, whereas export customers, who dready use
them, may be less patient.

The third drategy is the one that will require regiond cooperation and facilitation. In the
U.S. and Europe, the textile and clothing industries worked together with retailers to develop
dandards for product specifications, product labdling, data interchange and shipping.
Private-sector  groups, under the sponsorship of the recognized standards inditutions,
developed the detalled sandards for the indusry within the framework of generic inter-
industry communication and labelling sandards.

SADC does not need to renvent the whed. The best drategy is to learn from the
experience of others. It is important, however, to have a regiona body that can set agreed
standards applicable to the region and in harmony with the international ones'?® A regiond
body effiliated with internationa organizations can resolve detalled issues that aise, and
ensure that participants have access to the latest technology.

The newly formed Associaion of SADC Chambers of Commerce and Industry can be the
umbrella organization that manages the establishment of dandards. This organization can
faclitate the introduction of the new technologies by providing (i) forums for the indusiry-
standard-setting bodies, (i) links with the international standards setting bodies, and (iii) co-
ordination among nationa and industry groups.

The SADC governments will need to give legd sanction to these standards. Electronic
documents need to be acceptable as legd documents in trade, if they conform to the require-

126 For example, electronic shipment documents can contain data necessary to verify SADC rules of origin.
Another possibility is for these documents to carry the data needed for regional statistics on the industry (see
section on Information.)
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ments of the regionaly accepted standards. The United States passed a law in 2000 accepting
the legdlity of eectronic documents that can serve asamodd for the region.

The use of EDI and industry standards in communication and labdling is widespread in
the internationa textile and clothing indudtries; and the pressures will be strong for regiona
suppliers in these indudtries to conform. Indeed, SADC should implement such standards as
soon as possible. Since much of the work has aready been done in setting the standards for
these indudries;, SADC could adopt with little difficulty those compliant with internationa
norms but suitable for the region. As a reault, it makes sense for the textile and clothing
industry to be the pilot for developing these dectronicaly based inter-industry linkege
standards for the region.

Links between Small and Large Producers

Two types of linkages between smdl and large producers in this industry dready exid in
the region:

hiring of smdl firms that provide specidized services such as mark-up, cutting and
embroidery;

subcontracting Smple or less demanding work out to cut-make-and-trim operators; and
sling doth to forma and informd tailors who arrange their own customers.

Indeed, subcontracting to forma and informa cut-make-and-trim operators appears to be
increasing, especidly in South Africa (House and Williams 2000:3).1?" The section on Tariffs
and VAT (p. 54) examined how in some countries tax regulations encourage subcontracting
and, in others, unfortunately discourage it. The trend is beneficid.

Smdl- and medium-sze producers can hire specidized services without investing in
extra capitd while 4ill benefiting from the economies of scade that such services can
achieve. The avalability of such services augments the range of products a smal
producer can offer and, hence, hisflexibility and competitiveness.

The use of cut-make-and-trim operators dlows large firms to concentrate on more
exacting work.

Thus, the tax and regulatory hindrances to subcontracting should be removed.

As for the sde of cloth to smal talors, one mus redize that, for certain types of clothing,
they can produce acceptable qudity garments for their clientdde. Moreover, they have a
competitive advantage in their proximity and response to the persona desires of the customer
and a drong pecuniary disadvantage in tha they usudly buy doth from retalers & a
consgderable mark-up over the ex-factory price pad by their competitors, the large clothing
manufacturers. Such tallors would be grestly assisted if they could bypass the wholesaers
and retallers by pooling their resources and buying smal quantities of a subset of popuar
fabrics (eg., 50- and 100-metre rolls) for cash from a factory outlet—maybe just a window in
the factory wal—open, perhaps, just once a week. The proposd is smple to execute and, if

127 « Between 1996 and 1999, the decline in formally recorded employment in the clothing sector was 18,300.
This decline appears to be exaggerated and not an accurate reflection of actual job loss, but a reflection of a shift
in the nature of employment. The shift is an amalgamation of the following trends. subcontracting of workers by
firms, subcontracting of production” to register or non-registered firms, and increases in production in
households. For example, in the Western Cape, “there is an increasing trend towards informalization and
outsourcing, with some relocation to other SADC countries; and, in Kwazulu-Natal, there is “a tendency
towards informalization, with close linkages to decentralized areas’ (House and Williams 2000:3 and 5). On
this, also see Salinger et al. (1999:43).
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executed, would represent a dgnificant transfer of income from middlemen to these smadl
entrepreneurs, a class that governments in the region want to encourage. Given the ease with
which this can be done, governments could apped for and get many factories to co-operate.

Regional I nvestment Promotion: A Job for SADC Inc.

At present, investment promation in the region is conceived of and done with a nationd
focus and, to a large extent, passvely. In the textile and garment industries, where efficient
pipdines—from fibres to garments—are criticd to success, this orientation is inappropriate.
Instead of awaiting for potentid investors to think of projects, study their viability, and invest
in their execution, the region needs to take a pro-active approach, visudizing linkages,
dudying specific obstacles, lobbying where appropriate for their removd, and sdling
potentid investors on the idea of sSmultaneous cross-border invesments within the region in
order to take advantage of or create efficient pipdines.

For this, SADC needs SADC Inc.! Backed by a strong statistica base, indudtriad research
cgpability, and a senior executive with industrid managerid experience, SADC Inc. would
pro-actively promote synchronized indudtrid investment projects within the region. Perhaps
as a joint project of SADC and the Association of SADC Chambers of Commerce and
Industry and with mgor regiond and internationa development banks plus development
organizations such as TIMSSA on the board of directors, SADC Inc. might initidly prioritize
the textile and gament indudries, especidly consdeing that the internationa juncture is
highly propitious for their development now in the region. SADC Inc. could adso hogst the
Web gte offering an aray of sarvices, information, and relevant hyperlinks for manufacturers
and potentid investors.

Certification of AGOA Visa Systems

The dow gpprova of the visa sysems required for a country to be digible under the
gopard provisons of AGOA is a disaster for the region. Appare-digible countries may only
buy yan or faboric from other such countries. With only sx SADC countries—Botswana,
Lesotho, Maawi, Mauritius, South Africa, and Swaziliand—so far possessing approved visa
gysdems and with Zimbabwe not even on AGOA'’s lig of potentidly digible countries, the
region's ability to develop effective supply pipdines is severdy condrained. Therefore, if a
country lags in getting approva, it should gravely concern the entire region. Indeed, the lack
of gpprova is a blow to the enabling environment for this industry in the region and threstens
to waste much of the time during which the preferences avaled to the region under this act
will bein force.

With donor support, SADC should immediately mount a one-year effort to accelerate
these gpprovads by sending specidists to counsd governments on how to proceed and to
explan to them the types of sysems and legidation that have aready gained approva within
the region. Senior SADC personnel should also lobby to get all countries to apply, even those
that have done little in that direction so far.
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Conclusions

Globdization both menaces and offers opportunities to the SADC region. For the textile
and gament indudtries—this report's focus—the European Union has long been taiff- and
guota-free for most such exports from sub-Saharan African countries, except South Africa
Now, with the South AfricalEuropean Union Agreement, even that country will benefit as
will those SADC countries that would like to use inputs purchased from it to make products
for export to Europe. Likewise, in October 2000, the African Growth and Opportunity Act
(AGOA) diminated the tariff and quota bariers to the U.S. market for sub-Saharan African
countries that get thelr visa systems gpproved. Thus, the barriers for regional exports to these
huge markets™*® are gone or falling ... preferentialy.

But the preferences are temporary. Therein the menace! In January 2005, the Agreement
on Textiles and Clothing will findly phase out dl quotas. With quotas gone, the new trade
regime will unlessh the Adan and other highly efficient competitors while kegping them only
hobbled by the remaining tariffs imposed on countries not covered by AGOA or the
Lomé&Cotonou agreement, tariffs that are being seadily phased down. Even the tariff
exemption for sub-Saharan African countries covered by AGOA'’s appard provisons will
end in September 2008. After that, barring an extenson of the law, sub-Saharan Africa will
have to compete in the U.S. market on even footing, head-on with the world's best. By then
too, the regiond preference agreements with the United States and the European Union will
have proliferated, greetly diluting their advantages.

The threat compels urgency. SADC countries must take advantage of the period before the
ondaught to use the present—but temporary—preferentid incentives to builld a large
technologicaly and manageridly robugt textile and clothing sector with strong linkages from
fibre to clothing. Good linkages imply reduced costs and an increased ability to compete on
globa markets and defend againg threats to market shares once preferences vanish.

In that task, the countries in the region have both advantages and disadvantages. The
region produces and exports cotton, cotton that could be grown even more plentifully and
utilized in a high vadue-added pipeline making yarn, fabric and clothing. Mogt countries have
chegp or moderately priced eectricity; and many have chegp labour ided for garment manu-
facturing in the low end of the market. Others with more expensive labour have sophidticated,
high precison clothing factories with good capability to make origind and appeding designs
for the high end of the market where they are gill competitive. Some firms have accumulated
gonificant experience in international marketing and earned a reputation for reiability and
quaity. Such firms are able to guide a whole chain of suppliers to properly sisfy customers.
Fndly, in many countries large indudrid cities ae in ocean ports with good shipping
connections to principal markets in Europe and North America

Mgor problems exist too. The region has a huge shortfdl in fabric production, necess-
tating big imports. Productivity is dso low compared with Europe and the Far East though, in
many countries, that is offset by very low wages. Managerid, supervisory and technicd sills
are in short supply; and formd training inditutions appropriate for the industry are few and
offer but a subset of the required courses. Moreover, the management techniques used in
many factories are inadequate and provide little motivation for workers to drive for dgnifi-
cantly higher productivity. This, in many countries, is partly due to the absence of inditutions
cgpable of encouraging advanced management sysems. Some countries must incur large

128 Under modest growth assumptions for U.S. apparel imports (continuing the average growth over the last
10 years), AGOA will be worth about $15.5 billion over the eight years (Table 37). If SADC captures only a
quarter of that it will be ahuge benefit to the region.
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inland transport codts just to get cargo to a port. And the inland transport infrastructure is
sometimes wretched. Coastd shipping is dso inadequate.

On top of these technicd problems, indudridists often endure adverse regulations and
fiscd policies that (i) hamper ther choice of a management team and the use of expatriate
technicans, (i) dday customs clearances for raw materids, spares, and equipment,
(iii) grosdy complicate and dow down the process of seting up a functiond company,
(iv) protect communication and electricity monopolies that charge excessve raes for poor
sarvice, and (v) impose taxes that are never or very bdatedly refunded to exporters. Thus, in
some countries, the operating milieu is, a best, sub-optimd.

Then there is the Zimbabwe mdtdown with rampant inflation, a hugdy overvaued
currency, desperate fuel shortages, and scared investors, al this in a country that has a strong
though somewhat bludgeoned textile and garment industry together with the region’'s best
cotton. Worse yet, for politica reasons, Zimbabowe is indigible under AGOA. This means
that producers in SADC, except for those in least developed countries®®® may not use
Zimbabwe yarn or fabric in gaments exported under AGOA to the United States. AGOA
gives, but AGOA dso tekes away, derying a key player in one of the region's most
competitive supply pipelines.

Clody linked supply pipeines—from fibre to garments and onward to the consumer—
must be crested because close linkages imply reduced costs for transportation, communi-
cation and inventories. In some cases, proximity aso speeds decisons thus shortening the
pipdine and improving competitiveness in the fast changing makets for clothing. To run
those pipdines efficiently, the best ones are co-ordinated by drategic dliances usng Quick
Response techniques covering each stage of production and didribution: fibre-yarn—faboric—
garments-wholesaling—retalling. An dliance is complex and requires eager co-operation and
the willing exchange of information to enable time to be saved and costs cut a each of these
dages. Saving time dso increases the pipeing's flexibility to respond quickly to demands of
an ever more diverse, consumer-oriented market. Speed and flexibility yidd competitive
advantage. Thus, the dliance grives for optimality, choosing, for each sage, to produce using
the most efficient and conggently reliable producers and locations, often creating supply
pipdines involving multiple countries.

Efficency, however, is in lage pat determined by the macroeconomic, regulatory and
policy environment in each country and within the region. Besdes conducive naiond macro-
economic environments, successful supply pipelines require the remova of bariers to trade
and to the free movement of managers and technica personnel who are citizens of countries
within the region. In this context, SADC countries should serioudy condder adopting—at
leest on a pilot basis for these industries—provisons guaranteeing the automatic gpprova of
work permits for up to a certain percentage of each factory’s tota workforce. Moreover,
despite the region's massve shortfdl in the production of fabric and man-made yarn, many
inefficiencies and inequities ensue from attempts to regulate the trade in yarn and fabric.
Therefore, SADC as a community (or, less idedly, each country by itsdf) should adopt
Mauritius successful modd: the abalition of dl intra-SADC and external M ost-Favoured-
Nation (MFN) tariffs and value-added taxes on equipment, spare parts, and raw materias
used by the textile and clothing industries. SADC should adopt a policy thet regional is local
implying the diminaion of dl inraSADC bariers to trade in fibre, yan, fabric and
dothing.7®° With one blow, these reforms would diminate many bureaucratic inefficiencies,
eg. the need for pre-shipment inspection, the delays and demurrage charges incurred while

129 esotho, Swaziland, Mozambique, Malawi, Tanzaniaand Zambia, but only through September 2004
130 Ynder this proposal, only clothing would keep the MFN tariffs and, hence, remain protected against
imports from outside SADC.
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clearing goods through customs, and the need for bonded warehouses.*3! This would facilitate
efficient srategic aliances for supply pipeines serving both the intraSADC®? and externd
markets, thus sSmultaneoudy enhancing import substitution, ™3 economies of scae, specidi-
zation, and better management processes. This reduces costs and improves quadity and,
thereby, assss export promotion, which brings further gans in efficdency. Investment
promotion centres throughout the region should aso be converted into true one-stop-shops. In
the end, with an easy fiscd policy and, hence, fast cusoms clearances plus a limited but
guaranteed right to choose managers and technicians, investors would receve a cdear
message: welcome! And those desiring to set up dtrategic dliances would be unencumbered
by the present barriers.

Growth will dso increese the need and, if policies are right, the demand for training
thereby motivating factories and educationd inditutions to offer a wider spectrum of relevant
courses. Till now, the organization of indudrid training for this sector has been dmost
exclusvely focused on the factories in each country. Despite the scarcity of certain types of
traning specidized for these indudries, there has been no comprehensve regiond sudy of
these indudtries training needs nor of the avallability of courses to satisfy them. To assess
this requires such a sudy with a view toward setting up or expanding regional training
ingtitutions and technology centres for this sector where required.

Information and research are dso needed. Producers, especidly those with yet little
experience in international markets, need to know about markets for inputs, potentia
customers, and rdiable sdes agents; and potentia investors require information about
ingalled capabilities and product ranges and qualities within the region. TIMSSA gathers and
slIs information about textile and clothing production by country within the region; but a
system is required to gather and avail the rest. This would be best done within a framework
for promotion, on a regiond scade, of both investment and exports. For such, we advocate the
cregtion of SADC Inc. under the joint auspices of SADC and the Association of SADC
Chambers of Commerce and Industry. Besides the dissemination of information, SADC Inc.
would promote the formation of drategic dliances between producers and large retal chains
and advocate this as a mgor technique for cutting costs, speeding up ddivery, and increasing
the pipdineés responsveness to customer needs—in short, a technique for world-class
competition.

If achieving world-class competition is indeed the god, the inward looking, defensve
development modd must be abandoned. If SADC countries—especidly the regiond power-
house, South Africa—continue protecting inefficient and uncompetitive textile and garment
factories, everyone, including the more progressve and successful producers will suffer.
When clothing imports comply with the double transformation rule, SACU daps taiffs on
their full vaue even if the inputs used to make them came from SACU. This limits such
imports and, ironicaly, the demand for textiles made in SACU, especially snce the South
African clothing manufecturers are under heavy assault by third-country imports. Hence, the
policy merely diverts trade to Asan suppliers. On top of this, the SACU quotas enforced by
South Africa for MMTZ countries are trivial for fabric and very small for dothing, utterly
insufficient for them to build up ther indudries. With such a defendve atitude, drategic

131 short of eliminating MFN tariffs on inputs, the countries with yet no provisions for export processing
zones or their equivalent should adopt the necessary enabling legislation, astill awkward second-best solution.

132 1n some cases, alliance partners may prefer to gain experience using Quick Response techniques in the
intra-SADC market and later expand to into external markets using these techniques.

133 1n 1999, SADC countries imported $270 million dollars of clothing and $1.1 billion of textile and fibre
from outside SADC (see p. 99). If, by increasing efficiency, SADC manufacturers could displace even a quarter
of those imports, it would greatly benefit the region. This does not even include any future growth, which is sure
to happen as the population increases and national incomesrise.
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dliances and efficient pipdines will be hard to build; and, though growth will occur, it will
be hindered by fiscad and bureaucratic obstacles.

The redrictive tariffs and rules of origin dso ignore two screaming redities. Firdt, the
region has a shortage of manmeade fibres while consumers in the region express a big
demand for garments using such fibres. Therefore, regiond supply pipdines will not be able
to replace much of these imports coming in from outsde SADC unless they can import fibre,
yarn or fabric and use these to make garments deemed to be of SADC origin. Second, the
region gpparently has a surplus of cotton that is exported rather than converted within SADC
into textiles and garments. Redrictions on intraSADC trade inhibit efficient regiond
pipdines from usng this cotton to replace imports of textiles and garments from outsde the
region.’®* Insstence on double-transformation rules is thus an impediment to regiond
growth. Indeed, regiond free trade is a precondition for the credtion of efficient supply
chains, which isone of SADC's key objectives.

Which path to choose? Will SADC countries adopt policies permitting them to seize the
opportunities now offered? Or, will they continue to indst on smdl advantages over each
other in their tiny internd markets protected by tariff barriers and bureaucracy, which
together hamper the edablishment of highly efficent drategic dliances for supply pipelines
from fibre to cloth and onward to the consumer?

Will we, in our myopia, let the opportunity pass by? Or, shdl ours be agloba vison?

134 Zimbabwe is not AGOA-eligible but Lesotho, as a lesser developed country, may import Zimbabwe
fabric to make AGOA -eligible garments. But Lesotho may not freely import Zimbabwe fabric to also make
garments for the SACU markets (principally South Africa). If there were no restrictions on using the fabric in
Lesotho, Zimbabwe fabric manufacturers would be able to increase the volume of production and thus lower
costs through economies of scale. If Lesotho garment manufacturers could use the Zimbabwe fabric, already the
cheapest in the region, they could produce better priced garments for the South African market. This would
lower prices for South African consumers, increase the volume of retail sales (75% of the value-added going to
local retailers and wholesalers), and create many more jobs than whatever is lost in South Africa’s capital
intensive textile industry as a result of fabric imports from Zimbabwe. Furthermore, Lesotho and Zimbabwe
manufacturers would have the opportunity to start developing Quick Response-based strategic alliances with
South African garment merchants and retailers, thus improving the competitiveness of that supply chain and
stimulating afurther demand response.
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Recommendations

M acr oeconomic Environment

Fest inflation, high red interest rates, and significantly overvaued currency are a deadly
environment for invesment and export promotion. For serious indudridization,
governments must keep inflation and red interest rates moderate and liberdize foreign
exchange.

Policy and Regulatory Framewor k

Tax Policy

Regional-is-Local Policy. All SADC member governments should officidly adopt the
policy tha regional is local when consdering dl maiters of trade and invesment in the
textile and clothing indudtries.

Tariffs and Profit Taxes. Snce many textile mills have become internationaly competi-
tive as manifested by their dready large exports, the remaining mills would benefit from
increased competitive pressures to either improve therr productivity or sdl out to others
possessing the know-how and resources to do s0. The time has come for the mills to
target, directly or indirectly, large externd markets especidly in Europe and America
SADC member sates should, therefore, immediately eliminate all tariffson intra-SADC
and external trade in raw materiads, accessories, productive equipment, and spare parts
used in the textile and dothing indudries, thus only maintaining protection for clothing
menufecturers. Textiles would, therefore, be totdly liberalized; and garments, subject to a
single transformation rule of origin to be digible for preferences for intraa SADC trade.
Thus, the effective rate of protection would be drengthened agangt garments made
outside SADC but dashed to zero for those made within the region. Doing this would
dress that regional-islocal and thereby encourage the development of dSrategic dliances
among manufacturers and retallersin the region.

To encourage swift growth of the textile and clothing indudtries, corporate profits
taxes on these ndudtries should be reduced to not more than 15% on profits for factories
not operating within an export processng zone. In a growing industry, the decrease in tax
revenues would be quickly offset by growing revenues from profits taxes and vaue-added
taxes on activities simulated by the multiplier effects of the spending engendered by the
different beneficiaries of the growth in these indudtries.

These tax reductions will dso enable SADC countries to abolish pre-shipment ingoec-
tion on the above goods and reduce the frequency of customs inspections a the ports and
interior frontiers for such goods and the consequent delays and expenditures for
warehousng of goods awaiting relesse by the cusoms authorities. This will dash and
make more predictable the trangt time for raw maerids to reach factories, a criticd
congderdtion given the dress internationd dients put on timey ddiveries. In countries
that dill reguire import licenses the dimination of taiffs would adso remove any
remaining judtification for licenses for such goods.

Tariffs, an Alternative Proposal. Till the above fiscal recommendations are implemented,
individud governments must  opt—respectivdy—for second-, third-, or fourth-best
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olutions: (@) export processing zones, (b) wdl functioning duty and tax suspenson
schemes for export-oriented producers, or (¢) duty- and tax-drawback schemes for
exporters. The latter two schemes are, by far, inferior to export processing zones,
epecdly if individua export-oriented factories are permitted the ample privileges
granted to such zones. Moreover, countries that only create export processng zones in a
few desgnated areas discriminate againgt locd factories that may want to expand and
become export processng firms benefiting from the EPZ legidation. Such countries
should modify their laws to stimulate loca manufacturers to invest and export.

Also pending the broader liberdization advocated above, SADC countries should
eiminate the tariffs on the import of man-made fibres and yarn and fabric made from
man-made materid, as well as other fibres that are not available or are in short supply in
the region.

SACU Textile and Garment Quotas for MMTZ countries. Since manufacturers must have
generous quotas to be able to plan, invest and grow with confidence, SACU should grant
MMTZ countries generous quotas well above their present capacity levels and rely mostly
on monitoring and factory vidts to guard againg trans-shipment. Moreover, if violaions
are discovered, pendties should be applied to only to the company or relevant investor
group, not to a countries entire industry.

Export Processing Zones. Since EPZ factories are often some of the most efficient in the
region, SADC should explicitly deem them to be within the geographic area covered by
the Trade Protocol abeit as a specid category. As such, these factories and others
operaing under schemes privileging export-oriented manufacturing would be dlowed to
sl within the region up to 20% of ther output and benefit from SADC's concessionary
tariffs s0 long as (i) they pay duties to the SADC country of origin on the imported inputs
used therein; (ii) they pay profits taxes on the portion of ther sdes made within the
region; and (iii) the products satisfy the corresponding rules of origin. The Member State
where the factory islocated would be responsible for enforcing the 20% limit.

Export Service Zones. SADC countries should extend the same investment, tax and
operating incentives to service companies working in the textile and dothing indudtries
that they extend to manufacturers. The working mode is the Export Service Zone that
Mauritius has implemented, which has encouraged the crestion of textile agencies, testing
services, and logistics companies to service the export sector.

Taxes on Regional Consultants. If the region's dothing and textile industries are to
compete internationdly, they must be ade to implement world-class technology and
business practices. To facilitate this, the concept of trade in services should be extended
to include professona sarvices such as conaultancy, testing, management outsourcing,
product design, and marketing services. In particular, taxes on payments to SADC-based
externd consultants should be abolished as a way to give preference to and encourage the
development of such services.

South African Customs' Interpretations of Tariff Policy. Pending the abalition of tariffs
on inputs and spare parts used by the textile and garment indudtries, the South African
Revenue Service should verify thet, in practice, the vaue of South African fabric used to
produce imported clothing is deemed nortdutiable.
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Human-Resource Policy

Regional Migration. As a pilot project in migratory policy, SADC member countries
should make the issuance of work permits automatic or unnecessary for high-levd
technicians, supervisory personne, and managers in the textile and garment industries
who are SADC-country citizens. Likewise, the issuance of resdent’s permits for such
employees should be automatic. The dimination, on a experimenta bass of migratory
barriers would be to the mutuad economic and culturd benefit for the countries involved
and would further one of SADC's long-term gods, namely, the free movement of labour
in theregion.

Training Levies. As pat of a long-term effort to reduce dependence on expatriate
personnel, SADC should encourage dl member dtates to gpply a 1% or 2% training levy
on totad sdaries to create a fund in each country to reimburse manufacturers for expenses
incurred for formd training conducted in in-factory schools and other locad or foreign
indudria training inditutions. Where feasble, preference should be given to training
inditutions within the region.

Training Needs. SADC should dso arange to sudy systematicdly the needs and
avalability of traning in the region for the textile and dothing indudtries S0 as to plan to
cregte, drengthen or expand regiond traning ingditutions and technology centres to
overcome deficiencies.

Facilitation of Work Permits for Expatriates. Since SADC needs to promote the entire
region as an dtractive dedination for invesment while aso encouraging advanced
technicd and managerid training for citizens of SADC countries, it should encourage
member states to adopt regulations for expatriate labour in such a way S0 as to advance
both goads smultaneoudy: dimulation of invetment and better training. Since the
cumbersome, dow, impractical and, sometimes, corrupt gpprova of work permits is a
serious deterrent to investment and the efficient operation of the textile and cdothing
industries, SADC should encourage member states to adopt quick and transparent systems
with minimal scope for bureaucratic discretion. To achieve both the above goas with a
gngle ingrument, we recommend that—on a pilot bass for the textile and clothing
industries—states abolish their paper-oriented, highly discretionary systems in favour of a
largdy fee-based system where the funds so raised would be earmarked for industria
traning channdled through the indudrid training levy fund in each country as recom
mended above. As a guide for discusson, we suggest variants of the following system to
be initidly applied only to the textile and clothing indudtries.

o In accordance with the regional-is-local policy, expatriate managers, Supervisors
and technicians from SADC countries would not be subject to quotas or fees
though they would reduce the alowable numbers of non SADC expatriates.

0 All companies would have the automatic right to hire expatriates up to 5% of their
total workforce subject to the payment of afee.

0 Within the above quota, posts held by expatriates in new companies or expanded
facilities of existing companies would be exempt from the fee for four years. In
the fifth year, the number of fee-exempt expatriates would fdl to 4% and any
posts above that number up to the automatic quota of 5% would have to pay a
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subgtantid annud fee (eg., $5,000) to encourage firms to train naionds and
employ preferentidly SADC ditizens. In the sixth year, the percentage of fee-
exempt expatriates would fal to 3%; in the saventh to 2%; and in the eight year
and beyond to 1%. To encourage smdl firms, those with more than 10 and less
than 50 employees would be adlowed to employ one fee-exempt expatriate after
the seventh year; and those with 51 to 200 employees, two. In al cases, the focus
would be on the time a post is held by an expatriate, not on the time a particular
expatriate had been in service with the company.

Piece-rate Pay Systems. SADC countries should legdize piece-rate pay systems so long
as (i) workers are guaranteed the minimum wage sat for the industry and (ii) employers
have the ability to dismiss workers who do not produce the equivdent to earn the
minimum wage during a period of three months.

Marketing and Monopoly Policy

Cotton Markets. Cotton lint markets need to be liberalised. South Africa needs to end its
policy of requiring cotton spinners to use up loca cotton supplies before issuing import
permits. Zambia needs to adjust its formula for cdculaing locd cotton prices to ignore
the fictitious cost of freight and insurance to Liverpool. A more effective solution would
be to develop locad cotton auctions where cotton prices are st in loca currency for
curent and future deivery. This would enable cotton buyers and sdlers to establish
prices based on locd supply and demand and mediae the locd vaue of adjusments for
quaity. These auctions would dso dlow the buyers and sdlers to mediate the exchange
rate risks that are now borne entiredly by the purchaser when prices are based on U.S.
dollars.

MMTZ Quota Distribution. Mozambique, Maawi, Tanzania and Zambia should each
adopt methods to didribute internaly the quotas for exports to SACU to minimize the
uncertainties for both manufecturers and their clients while dso encouraging the former
to expand exports outside SADC. Our recommendation for Mozambique can serve as a
guide:

The Minigry of Industry and Commerce should re-evauate its firgd-come firg-serve
method of digributing the clothing export quota for the SACU market. The quota
should be dlocated for shipments or for orders supported by irrevocable letters of
credit. Moreover, as a way to encourage producers to export outside the region, 25%
of the quota should be digributed, in the beginning of the year, to the firms in
proportion to their prior years exports outside the region; and tha portion of the
quota could be used a any time during the year. When the other 75% of the quota is
eventudly given out, the recipients of the initid quota digtribution would then be able
to continue to export for awhile (Coughlin 2001:38).

Administrative Regulations

Visa Systems. The SADC Secretariat should request funding under AGOA from the
Office of the U.S. Trade Representative to set up a short-term office or to hire consultants
to as3s SADC countries to adopt visa sysems that will likely get approvd. This should
include funds to dlow a few officids to trave to countries in the region that have been
successful in desgning and implementing visa systems that gained acceptance. Because
the falure of many countries to gan full dighbility under AGOA'’s textile provisons
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hinders the development of intra-country indudrid linkages within SADC, this matter
should be trested with urgency by the entire community.

Electricity. To make investment more viable, countries whose locd monopolies charge
exorbitant prices for dectricity should, as a temporary measure, diminate the VAT and
excise taxes charged on eectricity used by the textile and garment indudries. In the long
term, however, technologica and manageria solutions must be sought.

Telecommunications. Protecting local tdecommunications companies by laws upholding
their utter monopoly over and, hence, their suppresson of modern and chegp Internet
technology for telephony and fax services is extremely cosly to both naions and ther
manufacturers.  Governments must, therefore, liberdize these activities and  permit
competition, thereby dlowing companies the same advantages as their internationa
competitors have.

Institutions

Inter-industry Electronic Data Interchange and Bar-coding Sandards. Electronic data
interchange and bar-coding on products and cartons require a regiona standards
organisation thet has the legd authority to st inter-industry legd standards among SADC
manufecturers, wholesders and retailers in the garment supply chain that are compatible
with international standards. This is especidly urgent as export customers will demand
that SADC suppliers use the techniques. Anticipating this, SADC suppliers should begin
to implement and use them for intra SADC trade. In this way, they will gain experience,
iron out the bugs and even be in a podtion to offer advanced logigticd services
proactively.

Customs Reform. In pat related to corruption, the often large delays in customs
clearance of imports imply costs and risks for both manufacturers and their cdlients and
deter sdes. Since the pervasive corruption in many of the cusoms sarvices within the
region subverts policy, reduces governmenta revenues, and encumbers business
activities, governments must drive to combat such practices by (i) reducing excessve
tariff rates to lessen to the incentive to bribe, (ii) increesng sdaries and emoluments for
cusoms officids to improve ther loydty, (iii) monitoring to more readily detect
malpractices, (iv) smplifying and computerizing sysems to meke viglance agangt
corruption easer, and (iv) applying more conggtently the economic and crimind pendties
alowed within the law to deter both bribe giving and taking.

Adminidrative measures goart, gSgnificant political forces within sociely must be
mobilized to oppose criminds in high government pods from utterly subverting other-
wise wdl dedgned sysems. Indeed, in many cases the task is more politicd than
technicd or adminigrative and depends in large pat on the vigilance of civil society and
its willingness to oppose powerful kleptocrats who often wak away even after being

caught.

Zimbabwe's AGOA Ineligibility. The indigibility of Zimbabwe under AGOA denies the
entire region a compstitive hub for many supply pipelines. Therefore, with goprova of
the Zimbabwe government, SADC should co-ordinate lobbying activities to get the
United States to include Zimbabwe under AGOA. In this effort, the community should
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mobilize lobbies™°*—retailers, buyers and garment merchants—who would benefit from
having Zimbabwe yan and fabric avalable for AGOA-digible garments. As part of this
effort, SADC should try to get the United States government to agree to specific actions
to be undertaken by Zimbabwe to make it AGOA-digible.

Zimbabwe should dso begin immediately to negotigte with United States Trade
Representative to get a visa system approved and operational as done by Mauritius even
before AGOA was passed. Zimbabwe can get a system approved even before being
officidly desgnated as digible under AGOA.

Infrastructure

Electricity. Countries with unreliable dectric supplies need teke seps to improve them,
particularly to areas with textile and garment manufacturing as a maiter of top priority.

Transportation Costs. The SADC Transport Commission should undertake a study of the
regiond trangportation infrastructure and freight cods thet are particularly important to
increesing trade in fibre, textiles and clothing in the region. Identifying improvements to
the transportation infrastructure should be treated as atop priority.

Walvis Bay. Wadvis Bay is a vauable regiond resource for the textile and dothing
industry as it offers a 10-day shipping advantage to the U.S. and Europe over Durban.
The effectiveness of this port, however, depends on increasing traffic through and salings
from the port. All efforts should be made to facilitete and promote its use.

Maritime Feeder Services. The region suffers from a lack of maritime feeder services
serving the continental ports and Mauritius. SADC should seek funding to do a feashility
study on developing such feeder services.

Technology and Industrial Deepening

ISO 9000 Promotion. Governments should actively promote quality as objective and
encourage firms to seek 1SO 9000 certification. SADC, under the auspices of the SADC
programme on Standardization, Qudity Assurance, Accreditation and Metrology and the
Association of SADC Chambers of Commerce and Industry should develop a SADC
qudity award to encourage quality awareness.

SO 9000 Certification Services. Countries that do not have an accredited agency that can
certify firms as 1ISO 9000 compliant should have ther naional standards buresu contract
with the bureau in a neighbouring country that is accredited.

Privatization of Factories. Governments should move to privatize the remaning publicly
hed firms in the textile and clothing sector that are idle or operating subgtantidly below
capacity. Potentia investors should be sought who can bring managerid, technicd and
marketing expertise. Governments should dso promote the posshilities of developing
drategic dliances through investment in these companies.

135 as done successfully by the Mauritius Export Processing Zone Authority on behalf of Madagascar
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Mar keting and Information

SADC Inc. SADC needs SADC Inc. to research and energeticaly promote synchronized
multi-country investment projects in the region. It would dso organize a Web-Ste,
perhaps in co-opeation with exiging information and research organs, to furnish
manufacturers  information about reliable and competitive internationa  and  regiond
suppliers and about potential customers and dependable, fair-priced sales agents and ther
contacts. Perhaps as a joint project of SADC and the Association of SADC Chambers of
Commerce and Industry and magor regiond and international development banks plus
development organizations such as TIMSSA on the board of directors, SADC Inc. might
initidly prioritize the textle and garment indudries, especidly consdering that the
international juncture is highly propitious for their immediate development in the region.
While SADC Inc. will initidly need strong support and financid assstance from diverse
sources induding SADC itsdf, SADC Inc. should be structured so as to give a dominant
voice in its governance to the private-sector participants.

Data Gathering. The lack of timdy, specific information &bout the activities and
performance of the textile and clothing sectors in the region is a serious barrier to rationd
policy making. It aso makes it difficult to assess the potentid for the region to incresse
production and meet market demands. Such information would dso hep investors and
investment promotion agencies and encourage invesment in viable fadlities in the
region. SADC needs to sponsor a regular, comprehensive program to gather this data and
publish it on its web dte. A detaled lig of the minimum data required is given in Table
35. In this context, SADC should see if it is possble to contract the services of TIMSSA
to publicize its biennid dadbase on this industry and, if necessary, to improve its
coverage.

Labour Costs. Labour cost is a key dement in the compsitiveness of garment
manufacturing. The avalable data is neither comprehensve nor up-to-date. As a result,
SADC should sponsor a study of the labour costs in the garment and textile indudtries in
the region. This study should cover a large sample of manufacturers and produce detailed
wage profiles by industry segment, employee category, and length of service. In addition
to wage rates, the study should report on labour regulations, both legd and collective
bargaining, mandatory and actud fringe benefits, and socid charges such as training
levies, penson and nationd hedth contributions, and the use of piece-rates and other
productivity related payment schemes.

Informal Clothing Markets. Governments need to undertake detailed studies of the
informa markets in clothing and textiles in the region. These studies will include not only
the nature and volume of the products sold, but dso an analyss of how these products are
digributed. Supplying these informa markets is a sgnificant opportunity for SMEs, and
these studies are important way to support their development.

Trade-Fair Attendance. Regiona ddivery pipelines must understand the needs of export
markets. For many market segments, the mogt efficient way to get this undersanding is
through atending trade fars and meeting with buyers visting the region. Governments
should assigt textile and clothing producers to atend trade fairs and should promote buyer
vidits to the region. As part of the regional is local policy, SADC and the member States
should co-ordinate these activities s0 that the asistance is not limited to nationd
industries, but includes their partners regardless of the location within SADC.
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Regional Trade Fair. The Association of SADC Chambers of Commerce and Industry
should organize a regular regiond textile and clothing fair to promote exports and intra-
regiona trade.

Cross-Border SQupply Pipelines. SADC-country governments should actively promote
invesment in the region dressng the opportunities to develop regiondly-based competi-
tive gament-delivery pipeines. The investment promotion should dress the varying
competitive advantages in different countries and the opportunities to develop drategic
adliances among competitive firmsin severd countries.

Private-Sector |nitiatives

The biggest problem the textile and clothing sector in the region faces is a shortfadl in yan
and woven fabric production. The public and private sectors must urgently focus attention on
increasing textile production in the region.

It is private-sector firms whose efforts and investments will boost production and trade in
SADC's textile and clothing sectors. This report has discussed in detall in the The Way
Forward various initigtives the private sector should undertake to develop garment-supply
chains that are regiondly and internationdly competitive. The key private-sector initiatives

are

implement gtrategic-dliance partnerships,

identify markets and their precise needs in terms of product, qudity, response, and
price;

sdect competitiveness drategies and implement necessary changes in business and
manufacturing processes and equipment;

devdop and implement regiona inter-industry linkage standards to support the use of
new logigics and computer and communications technology using the textile and
dothing industry as a pilat;

improve saff skills through regular formal, training programs,

implement 1SO 9000 and improved quality-control procedures,

implement Quick- Response technologies, and

implement indudrid engineering programs to reduce the time and cost to produce
garments.

The recommendations for the public sector are actions that will support and facilitate these
private-sector initiatives.
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Annex 1. SACU textile and garment exportsto and importsfrom
Mauritius (million Rands)

HS Description Exports Imports
1996 1997 1998 1999 1996 1997 1998 1999
50 Silk, silk yarn, and silk-based fabric 0.00 0.00 0.00 0.00 0.01 0.01 0.03 0.06
51 Wool, fine or coarse animal hair; horsehair yarn and woven fabric 11.47 17.44 13.62 21.11 0.12 0.40 0.05 0.00
52 Cotton and cotton yarn and fabric 4.16 8.64 7.24 39.71 0.40 3.48 2.93 4.43
53 Other vegetable textile fibres; paper yarn and woven fabrics of paper yarn. 0.06 0.16 0.10 0.00 0.00 0.00 0.00 0.05
54 Man-made filaments; yarn and fabric thereof 1.78 2.22 237 3.37 0.12 0.10 0.26 0.30
55 Man-made staple fibres; yarn and fabric thereof 2.43 1.30 0.69 1.47 0.00 0.00 0.08 0.00
56 Wadding, felt and non-wovens; specia yarns; twine, cordage, ropes and cables and articles thereof 2.59 3.12 3.26 3.78 0.00 0.24 0.20 0.16
57 Carpets and other textile floor coverings 2.59 2.06 143 139 0.07 0.03 0.04 0.03
58 Special woven fabrics; tufted textile fabrics; lace tapestries; trimmings; embroidery 0.26 0.33 0.52 0.64 0.08 0.06 0.08 0.07
59 Impregnated, coated, covered or laminated textile fabrics; textile articles of akind suitable for industrial use 1.39 1.22 186 1.75 0.01 0.00 0.00 0.00
60 Knitted or crocheted fabrics 2.58 1.36 154 155 0.00 0.01 1.67 0.01
61 Articles of apparel and clothing accessories, knitted or crocheted 0.32 0.73 0.45 0.51 0.44 0.21 0.40 3.29
62 Articles of apparel and clothing accessories, not knitted or crocheted 0.25 0.42 0.98 0.87 0.38 0.60 1.17 1.10
63 Other made up textile articles; sets; worn clothing and worn textile articles; rags 1.48 1.67 178 171 1.43 0.96 0.71 0.75
Total textileand gar ments 31.36 40.67 35.84 77.85 3.07 6.10 7.63 10.24

Source: Department of Customs and Excise, South African Revenue Service
Note: All valuesarein current values.
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Annex 2. Estimated Yarn, Fabric and Gar ment
Exports Possible Under AGOA

Table 36. Requirements for African yarn under AGOA assuming 0% growth in overall U.S
garment imports

Year U.S.importsin prev. year Quota Equivalent  Equivalent
ATH — ATH arn tonnes garment pcs.
(S(;;;[gr?]%re:.;g) Quota % SME billions  $million SME millions *A\\/zlpl:gx_ y (-000) 9 (miIIior?s)
$billions

2000/2001 1.50% 164 60.1 246.5 09 446 170.0
2001/2002 1.78% 164 60.1 2925 11 529 2017
2002/2003 2.06% 164 60.1 3385 12 613 2335
2003/2004 2.34% 164 60.1 3845 14 69.6 265.2
2004/2005 2.62% 16.4 60.1 430.6 16 77.9 296.9
2005/2006 2.90% 16.4 60.1 476.6 17 86.3 328.7
2006/2007 3.18% 16.4 60.1 522.6 19 94.6 360.4
2007/2008 3.50% 16.4 60.1 575.2 21 104.1 396.7
Total 119

Note: Exact figures are highlighted in grey. All other figures are estimates. The bold numbers from 2004 and
beyond indicate the period when all African countries will have to use African (or U.S.) origin yarn and fabric
for garments to qualify for duty-free entry under AGOA. ‘Equivalent yarn tonnes are calculated assuming an
average weight of 181 grams per sguare metre, including waste. ‘Equivalent garment pieces’ are calculated
assuming an average of 1.45 square metre equivalents per garment, which is the average consumption of fabric
for al garments produced in SADC in 1999 (See section on The Pipeline).

SME = Square metre equival ents
* The quota for AGOA is only measured in SMEs. We have given an approximate dollar figure for illustration

purposes only.

Table 37. Requirements for African yarn under AGOA assuming 6.4% growth in overall U.S
garment imports

Year Quota % U.S.importsin prev. year Quota Equivalent  Equivalent
(October 1 to SME billions _ $billions SME millions _ Approx, Y& N tonnes garment pcs. -
September 30) $ \E)alpue (*000) (millions)
($billions)
2000/2001 1.50% 164 60.1 246.5 09 44.6 1700
2001/2002 1.78% 175 63.9 3111 11 56.3 2145
2002/2003 2.06% 186 68.0 3829 14 69.3 264.1
2003/2004 2.34% 198 72.3 4625 17 83.7 319.0
2004/2005 2.62% 21.0 76.9 550.8 20 99.7 379.8
2005/2006 2.90% 224 81.8 648.3 24 117.4 447.1
2006/2007 3.18% 238 87.0 756.1 2.8 136.9 5214
2007/2008 3.50% 253 92.5 885.0 32 160.2 610.4
Total 155

Note: See note for Table 36.
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Annex 3. Calculation of investment
attractivenessfor SADC countries

To evduate the investment atractiveness of the SADC countries, we used a variety of
factors weighted by a subjective evauation of their relative importance.

Currency overvaluation percent. This equas the pardld rate divided by the bank rate,
minus one, and the result is multiplied by 100. The square root of this result subtracted
from 10 is multiplied by the weighting factor. A 100% overvauation would be equa to
zero times the weighting factor. A zero percent overvauation would be 10 times the
weighting factor.

Time to open company. Thisis based on data obtained during the field studies.
more than three months

one to three months
one month or less

0
5
10
Work permits. This refers to difficulties manufacturers reported in obtaining work permits
in the fidd sudy and is the average of the difficulty on a scde of zero to five (zero =
easy, five = very difficult) for dl levels of gaff. This raw score is subtracted from 5 and

multiplied by two, so the best possble raw score (i.e, zero) would have the highest
possible contribution (i.e., 10).

Tax breaks. This is an evdudion of the tax incentives the country gives to manufacturing
and related service companies.

Not tax breaks are offered to exporters or manufacturers.

A reduced tax rate is offered to exporters only.

A reduced tax rate is offered for both exporters and manufacturers, but not to
Service companies.

A reduced tax rate is offered for al manufacturers and related service
companies.

0
5
8

10

EPZ scheme. This is an evauation of the type of duty-exemption scheme available to
exporters.

0 = noduty exemption scheme for exporters

3 = duty draw-back scheme

5 = awdl functioning duty suspenson scheme

8 = geographicaly based export processing zones

10 = export processng zones, or the equivaent, with no geographical redtriction
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Real interest rate. Interest rate based on the nomind bank interest rate less the inflation
rate, as shown in the country reports.

0 = red interest rate above 20% per year
5 = red interest rate between 10 and 20% per year
10 = red interest rate below 10% per year

Capacity Constrained. The raw scores are the average of the responses of manufacturers
in the field study to how condrained they were by short teem and long term capitd
requirements. A response of zero means the manufacturer was not congrained, and a
response of three meant that they were serioudy condrained. The responses are
subtracted from three, and scaed so the total response for both short term and long term
capitad condraints would tota ten, with the score for long term capitd being weighted
twice that of short term capital.

Score. This is the sum of dl the raw scores, scaded as discussed above, and multiplied by
the weighting factor.

Percent of maximum possible score. To correct for missng data, the evauation of each

country is expressed as a percent of the maximum possible score the country could obtain
for the dl the datathat is available.
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Table 38. Evaluation of country investment attractiveness

Currency Capital Work Timeto Tax EPZ Real Score  Percent
overvaluation constrained permits open breaks scheme interest maximum
Per cent company rate possible
score
Short  Short
term term
Botswana 0 02 0.2 16 10 10 10 10 3176 90.7%
Lesotho 0 0 0 32 5 10 10 10 266.6 76.2%
Malawi 115 23 23 26 n.a 5 10 0 2032 63.5%
Mauritius 0 03 0.3 20 5 10 10 10 2939 84.0%
Mozambique 2 26 26 43 0 8 8 10 1836 52.5%
Namibia 0 1 1 08 10 8 10 10 3216 91.9%
South Africa 0 1 1 49 0 n.a 10 10 186.2 58.2%
Swaziland 0 21 21 23 10 5 10 10 2754 78.7%
Tanzania 0 14 14 29 n.a 0 0 5 109.3 34.2%
Zambia 0 5 5 05 10 8 3 10 248.7 71.1%
Zimbabwe 82 2.7 2.7 40 n.a n.a 8 5 117.8 40.6%
Factor Weights 5 2 2 10 3 3 10 2

Note: The valuesfor thefirst five columns are the observed values still not converted to the one-to-10 index.
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Annex 4. AGOA: Opportunities, Conditionalities,
Regulations and M arketing

Thomas O’ Keefe and Susan Hester™>®

I ntroduction

The African Growth and Opportunity Act (AGOA) was sgned into law by Presdent Bill
Clinton in May of 2000. AGOA expands through September 30, 2008, the Generaized
Sysem of Preference (GSP) program for eigible sub-Saharan African countries that the
United States has had in place since 1974. In particular, AGOA adds an additiona 1,900 or
0 HTS lines to the current GSP list of gpproximatey 4,600 products eigible for duty free
entry into the United States. In addition, the United States included certain textile and
cothing items as digible for duty-free treatment under AGOA. Traditiondly the textile and
clothing sector has been excluded from duty-free access into the United States under prefer-
entid market-access programs extended to other parts of the developing world. These
preferential market access programs include the Caribbean Basin Economic Recovery Act or
CBERA™’, which entered into effect on January 1, 1984, and the Andean Trade Preference
Act or ATPA that was sgned into law in December 1991 and covers imports from Bolivia,
Colombia, Ecuador, and Peru.

On October 4, 2000, the U.S. Federal Register published the fird lig of sub-Saharan
African countries that were deemed digible for participation in AGOA. This firg lig
included dl 14 countries of the Southern African Development Community (SADC) but for
Angola, the Democratic Republic of Congo, Swaziland, and Zimbabwe. Swaziland was
incorporated by a Proclamation issued by outgoing Presdent Clinton on January 17, 2001,
after the kingdom quickly amended its labour laws to the satisfaction of the U.S. government.
On October 4, 2000, the Federal Register aso published a ligt of the sub-Saharan countries
deemed to be “lesser developed beneficiary countries’ and therefore eligible for more
generous benefits with respect to clothing exports to the United States. Of the AGOA-digible
SADC countries, the lig included five nations (i.e, Lesotho, Mdawi, Mozambique,
Tanzania, and Zambia). Swaziland was added to this fird lig of LDCs by the same
Proclamation issued by Presdent Clinton on January 17, 2001, that declared the kingdom
AGOA-digble

What makes a country digible to recave the benefits of AGOA supplement those
governing GSP digibility (when they are nat, in fact, identica) and are conditioned on, inter
alia, the edablishment of market-based economies, the development of politica plurdism
and the rule of law, the dimination of bariers to U.S. trade and investment, the protection of

136 This contribution was made possible by the cooperation of RAPID/USAID. The cooperation is gratefully
acknowledged.

137Some 22 countries or territories are currently eligible to receive CBERA preferential treatment when
exporting to the United States. These countries (or territories) include Antigua, Aruba, The Bahamas, Barbados,
Belize, British Virgin Idands, Costa Rica, Dominica, Dominican Republic, El Salvador, Grenada, Guatemala,
Guyana, Haiti, Honduras, Jamaica, Montserrat, Netherlands Antilles, Nicaragua, Panama, St. Kitts and Nevis,
St. Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago. On January 1, 1998, Aruba and the
Netherlands Antilles became ineligible for preferential treatment because they were deemed “high income”
countries as defined by official World Bank statistics.
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intellectual property rights, the adoption of policies to reduce poverty and incresse the
avalability of hedth care and educationd opportunities, engagement in efforts to combat
corruption, and the protection of human rights and so-called core worker rights'*® as well as
the dimination of certan egregioudy abusve examples of child labour as defined by the
Internationa Labour Organization.

Sub-Saharan African countries designated as AGOA-digible must undergo an annud
review of their datus, and countries may be added or withdrawn during this yearly review. As
a word of warning for African countries that fal to take the digibility requirements under
AGOA sioudy, preferentia access to the U.S. market can be logt (particularly if sufficient
political pressure is put on the U.S. government by an influentid interest group). For
example, in 1998 Honduras was declared CBERA-indigible for three months when the U.S.
government, under a dmilar annud review requirement for tha program, determined the
country was failing to adequately enforce itsintellectud property laws.

A Presdentid Proclamation issued on December 18, 2000 (and published in the Federal
Register of December 21, 2000) contained the find list of products that AGOA added to the
GSP program for duty-free entry into the United States. From that point on, any AGOA-
eligible countries has been able to export the approximately 1,900 additional HTS lines duty-
free that AGOA added to GSP. Excluded from this automatic privilege, however, are AGOA-
eigible textile and clothing products Before exports of those types of products can
commence, a beneficiary country must fird have in place a visa system approved by the
United States government. To date, of the SADC countries that are AGOA-digible, the
Office of the United States Trade Representative (U.ST.R.) has only approved the visa
systems of Botswana, Lesotho, Maawi, Mauritius, South Africa, and Swaziland. Approva of
the visa sysem in the specific case of Mauritius dso meant that the country was no longer
subject to the quotas that had been in place for its textile and appare exports to the United
States.

Textile and Clothing Articles Eligible for AGOA Privileges

The textile and clothing aticles that are permitted duty-free entry into the United States
correspond to one of the nine preference groups which must be noted in the visa tha is
damped on dl commercid invoices and requiste certificae of origin reflecting AGOA-
eigible textile and clothing exports. In most cases, the preference group will aso reved the
particular rule of origin that is required for that particular product. With one exception, these
preference groupings are excdusvey for dothing. Only the last grouping designated (1) or 9:
“Hand Loomed, Handmade, or Folklore Items’ can encompass both textiles and clothing.

The remaining eight preference groups for dothing include (A) clothing assembled in one
or more AGOA beneficiary countries from U.S-formed and cut fabric which, in turn, is made
from U.S. yan'*®; (B) dothing assembled and further processed*® in one or more AGOA
beneficiary countries from U.S-formed and cut fabric which, in turn, is made from U.S
yar; (C) dothing cut and assembled usng U.S-made thread in one or more AGOA

138These core labour rights include the right of association, the right to organize and bargain collectively,
freedom from compulsory labour, a minimum age for the employment of children, and acceptable conditions of
work with respect to minimum wages, hours of work, and occupational health and safety.

139 ncludes fabrics not formed from yarns if those fabrics are classifiable under HTSUS headings 5602 or
5603 and are wholly formed and cut in the United States.

140 Further processing includes embroidery, stone-washing, enzyme-washing, acid washing, perma-pressing,
oven-baking, bleaching, garment-dyeing, screen printing, or other similar processes.

1Y neludes fabrics not formed from yarns if those fabrics are classifiable under HTSUS headings 5602 or
5603 and are wholly formed and cut in the United States.
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beneficiary countries from U.S. made fabric which, in turn, is made from U.S. yant*?; (D)
clothing assembled from fabric made in one or more AGOA beneficiary countries which, in
turn, is made from yan spun in ether the U.S. or one or more AGOA bendficiary
countries™*®; (E) clothing assembled in one or more AGOA beneficiary countries that have
been specificaly desgnated as “lessr developed beneficiary countries’ regardless of the
source of the fabric, yarn, and/or thread; (F) sweaters knit-to-shape in one or more AGOA
beneficiary countries whose chief weight is made up of cashmere sourced anywhere in the
world; (G) sweaters knit-to-shape in one or more AGOA beneficiary countries whose weight
is made up of 50% or more of wool yarn measuring 18.5 microns in diameter or finer and
sourced anywhere in the world**; and, (H) clothing cut and assembled (or knit-to-shape) in
one or more AGOA beneficiary countries from third country fabrics or yarn (i.e., not from the
US or from AGOA countries) that have been desgnated as not avalable in commercid
quantitiesin the United States.

As can be gathered from the above discussion, the rules of origin for clothing in prefer-
ence groups (A) through (D) congitute a triple substantid transformation rule’*® On the
other hand, clothing in preference group (E) is the exception granted to least developed
AGOA beneficiary countries through September 30, 2004 and amounts to a single substantia
transformation rule. This latter rule means that the ax AGOA-digible SADC countries that
have been desgnated as LDCs (i.e, Lesotho, Maawi, Mozambique, Swaziland, Tanzania,
and Zambiad) can make clothing from fabric imported from anywhere in the world and can,
once their visa sysems are gpproved, export that clothing duty-free to the United States.
Accordingly, even though Zimbabwe is not yet an AGOA beneficiary country, Zimbabwean
cotton, yarn, and even fabric can be used to make clothing in one or more of these LDC
countries**® In addition, Zimbabwean fabrics or yans not available in commercid quantities
in the United States could conceivably dso be used to make cdothing in any AGOA
beneficiary country under preference group (H). At the present time, the U.S. Department of
Commerce has designated certain HTS headings of cotton velveteen, corduroy fabrics, and
batige as in short supply in the United States. Zimbabwe could dso theoreticdly supply
AGOA-dligible countries with cashmere or very fine wool to make swesters.

Ovedl the rules of origin for the textile and clothing sector in SADC and AGOA ae
farly compatible, dbeit more complex in the case of AGOA. Both SADC and AGOA
provide for a temporary single subgtantid transformation rule for less developed countries (to
end on 30 September 2004 for AGOA and in 2005 for SADC). The generd SADC rule of
origin for textiles and dothing is a double subgtantia transformation rule, whereas the
generd AGOA rule for digible dothing is equivdent to a triple subgtantia trandformation
rule. In addition, there are specific fabric-cutting obligations under AGOA that do not exit in
SADC as wdl as requirements that certain clothing assembled in AGOA countries may be
required to use U.S. thread.**

12)ncludes fabrics not formed from yarns if those fabrics are classifiable under HTSUS headings 5602 or
5603 and are wholly formed in the United States.

31ncludes fabrics not formed from yarns if those fabrics are classifiable under HTSUS headings 5602 or
5603 and are wholly formed and cut in one or more beneficiary sub-Saharan African countries.

144pespite the fact that the heading in the Act for this provision specifically mentioned “merino wool”, U.S.
Customs interprets the statutory language as reflecting the intent of Congress to set a maximum (18.5 micron)
diameter limitation without regard to the type of animal from which the wool was obtained.

145 Though the fibre may come from anywhere, the yarn-forward rule requires three transformations: fibre to
yarn, g/arn to fabric, and fabric to apparel.

14°Clothing made in an LDC must be “wholly assembled” in one or more LDC. The U.S. Customs has
interpreted this to include the cutting of the third country fabric in the LDC and not simply sewing operations.

1471 U.S-origin fabric is used and the fabric is cut in a beneficiary sub-Saharan African country, the
garment must be assembled with U.S. origin sewing thread (AGOA section 112 paragraph b-2.). If the garment
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In February 2001, it was widdy reported in the press throughout southern Africa that a
shipment of wool sweeaters made in Mauritius had not been afforded AGOA duty-free entry
into the United States*® The position of U.S. Customs was that the Mauritian swesters were
not gpparel snce the knit-to-shape panels from which the sweaters were assembled are not
fabric. Nor were the sweaters in chief weight cashmere or made with the specified width of
wool. In addition, they were not made from a third-country yarn listed as in short supply in
the United States. Accordingly, they did not fdl under one of the nine AGOA textile and
gopard preference groupings and were therefore levied the corresponding Norma Trade
Reaion (N.T.R) taiff. Members of Congress involved in the AGOA legiddive drafting
process as wdl as the Office of the U.ST.R. objected to the interpretation made by U.S.
Cugtoms, arguing that it was the legidators intent to include swesaters as digible for duty-
free access into the United States. U.S. Customs, for its part, has countered by stating thet its
interpretation is in keeping with past U.S. practice. Any speciad exception made for AGOA
would undermine past rulings made with respect to imports of sweeters from other parts of
the world.

Visa Verification System

As previoudy emphasized, no AGOA beneficiary country may export any textile or dothing
duty-free to the United States until it has adopted an effective visa sysem that has been
gpproved by the Office of the U.ST.R. In addition, the Office of the U.ST.R. mug find that a
beneficiary country has implemented and follows (or be making substantid progress towards
these two goals) certain customs procedures that will assst U.S. Customs in verifying the
origin of the textiles and clothing. The visa sysem certifies tha textile and clothing products
cdaming benefits under AGOA were produced in a beneficiary country. To date, of the 11
AGOA-digible SADC countries, the U.S. government has only approved the visa sysems
and related customs procedures of Botswana, Lesotho, Mdawi, Mauritius, South Africa, and
Swaziland. Hence, only digible dothing assembled in one or more of these six countries and
complying with AGOA’s rules of origin can currently be exported duty-free to the United
States.

At firg glance, it would seem more logicd that the continued falure to implement a U.S.
goproved visa veification system and related customs procedures should not prevent the
other AGOA-digible SADC countries from supplying clothing manufacturers in - Mauritius
and South Africa with fibre, yarn, or even fabric that is used to make garments that are
subsequently exported duty-free to the United States. Unfortunately, except for the nor:
problematic supplying of fibre, this issue has yet to be resolved by the United States
government. Accordingly, a present, it is not possble for other SADC countries to supply
Mauritius and South Africa with any yarn and/or fabric as inputs to garments that can be
exported duty-free to the United States, if they themsdves do not have an approved visa
verification system in place. By contrat, they may supply clothing manufacturers in Lesotho
and Swaziland a least through September 30, 2004 (when the yarn and fabric-sourcing
exception for least devel oped countries expires).

Although there is no sngle standard for the visa system and related customs procedures
that must be adopted by dl AGOA beneficiary countries, among the customs-related obli-
gations that must be included as pat of an overdl package are, inter alia, the adoption of

is made from U.S. fabric that is cut in the U.S,, there is no requirement to use U.S.-origin sewing thread (AGOA
section 112 paragraph b-1). There is also no reguirement to use U.S. thread if the garment is made from fabric
and yarn sourced and cut in the AGOA eligible countries, or through September 30, 2004, if a garment cut in an
AGOA -€ligible LDC from fabric sourced anywhere in the world.

14850, @,g., Barber (2001) and Wadula (2001).
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domedtic laws and enforcement procedures designed to prevent unlawful trans-shipment and
the use of countefat documents, the enactment of legidaion that would permit U.S
Cugoms to make on dte invesigaions to invesigate alegations of trans-shipment (induding
verification vidts to factories, producers, exporters and/or manufacturers), passage of legida-
tion that requires al domestic producers and exporters to mantain production and export
records for a period covering up to five years, and an agreement with the U.S. government to
timely supply its Customs Service with the documentation that was used to support issuance
of a visa such as production records, information relating to the place of production, the
number and identification of the types of machinery used in production, the number of
employees, and certifications received from both the manufacturer and the exporter.

If the U.S. Customs Service actudly vidts the facility of a producer or exporter in an
AGOA beneficiary country (and the Act itsdf cdls for verification teams from U.S. Customs
to vist at least four countries a year) it may also expect to see:

inventory records,

documentation for payment of raw materia purchases;
export and shipping records,

agreements with subcontractors;

payroll records,

cutting records;

assembly records,

letters of credit; and,

Out-processing records

Requirementsfor the Actual Visa

Any shipment of digible textiles or cdothing from an AGOA beneficiay country (if it is to
receive U.S. preferential market access trestment) is required to have an origind visa in blue
ink only stamped onto the front of the origind commercid invoice reflecting that particular
shipment. The country of origin of the textile or clothing issues the visa. In those cases where
an item is not completely produced or manufactured in one country, U.S. Customs generaly
deems the country of origin to be where the inputs to make the textile or garment were
wholly assembled. Alternatively, when this cannot be ascertained, origin is in the country
where the mogst important assembly or the most important manufacturing process took place.
When even this information cannot be accurately determined, then the third dternative is for
origin to be based on the last country where an important assembly or manufacturing process
took place.
Each visa gamp must contain the following informeation:

a visa number in nine digit-letter format beginning with the numeric digit ranging
from 1 through 9 that is the equivdent in ranking to one of the nine preference
groupings (i.e, A-H) usad to desgnate AGOA digible textile and clothing articles,
followed by the two-character apha code specified by the International Organization
for Standardization (1SO) for the dedgnated sub-Saharan African country; followed
by asx-digit numericd serid number identifying the shipment;

the date of issuance (i.e, the day, month, and year on which the visa was signed by an
authorized government officid);
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the correct AGOA grouping for the paticular textile or gppard item, the totd
quantity, and the unit of quantity in the shipment; and,

the origind ggnature of an authorized officd of the AGOA beneficiary country or
his’her designate.

Certification Procedure for Hand-loomed, Handmade and
Folkloric Products

Before anyone from an AGOA digible country can begin exporting items that are deemed to
be hand loomed, handmade, and/or folkloric (i.e, the products that fal under preference
group (1)), their government must firs have implemented a procedure for etifying that these
items are indeed what they clam to be. In addition, the government in question must consult
with the U.S. government as to the products it desires to include in this category, and the U.S.
government must gpprove this selection. One thing U.S. Customs has dready made clear is
that any product fdling under this preference grouping must be produced in a manner that has
been in exigence for a long period of time (i.e, centuries). In addition, any petterns incor-
porated into hand loomed, handmade, and/or folkloric items must also be traditional ones that
have a long higory of locd use. Accordingly, traditiond African baskets made by modern
machinery would not be acceptable. Equaly unacceptable would be textiles made with
traditional handlooms but incorporating Wat Disney characters, for example, into ther
design patterns.

Of the nine AGOA preference groupings for textiles and clothing, preference group (1) is
the only one that can conceivably be used to export textiles as well as dothing to the United
States duty-free. The other eight groupings are, by definition, limited to clothing. Further-
more, one or more AGOA beneficiary countries can be involved in the production of hand
loomed, handmade, and folkloric articles. Presumably each country paticipating in the chan
of production would have to have a certification procedure in place, athough this would not
be true if a country is smply supplying raw maerids. In any event, the lack of darity on this
issue in the Act itsdf is something that can be taken up and resolved during the required
consultation process between the interested sub-Saharan African government(s) and the
United States.

To date, no AGOA-digible SADC country has consulted with and received approva from
the United States as to what products it wants to include as hand loomed, hand made, or
folkloric. In addition, none of these countries have implemented any domestic procedure for
certifying hand loomed, handmade or folkloric items.

Cap Limitation on Certain Appare Exports

Any garments exported to the United States under either preference grouping (D) (i.e,
clothing assembled from fabric made in one or more AGOA beneficiary countries which, in
turn, is made from yarn spun in ether the U.S. or one or more AGOA beneficiary countries),
or (E) (i.e, clothing assembled in one or more AGOA beneficiary countries that have been
specificaly desgnated as “lesser developed beneficiary countries’ regardiess of the source of
the fabric, yarn, and/or thread) are subject to a so-cdled cap. Any imports from AGOA
beneficiary countries that exceed the cap for the specified period will not be excluded from
the United States, but will smply be charged the corresponding N.T.R. duty.

The cap is based on a percentage of the total U.S. clothing imports during the previous 12-
month period. The cap, which is gpplicable to al the AGOA beneficiary countries as a group
and isfilled on a“first come, first served” basis, has been st at the following percentages:
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October 1, 2000- September 20, 2001 1.50%

October 1, 2001- September 30, 2002 1.78%
October 1, 2002- September 30, 2003 2.06%
October 1, 2003-September 30, 2004 2.34%
October 1, 2004- September 30, 2005 2.62%
October 1, 2005- September 30, 2006 2.90%
October 1, 2006- September 30, 2007 3.18%
October 1, 2007-September 30, 2008 3.50%

The fact that the cap system is cumulative for the entire region has raised concerns that a
few AGOA-digible countries may quickly fill it and thereby deny the others duty-free access
into the U.S. market. This concern was heightened by the fact that, until April 23, 2001, the
visa sysgems of only four AGOA-€digible countries had been approved, and these four
countries (i.e., Kenya, Madagascar, Mauritius, and the South Africa) had traditiondly been
responsble for the bulk of sub-Saharan African clothing exports to the United States. In a
March 2001 interview, Rosa M. Whitaker, Assstant U.S. Trade Representative for Africa,
tried to downplay that concern by pointing out that not only do the cap percentages increase
every year, but dso they are multiplied agangt actud U.S. gppard imports for the preceding
year.!*® Current U.S. appard imports totd approximaidy $70 billion a year and this is
projected to grow to $180 billion over the next five years. Accordingly, Ms. Whitaker does
not foresee the entire sub-Saharan region ever exceeding the cap let done smdl groups of
countries such as Kenya and Mauritius. Even so, Ms. Whitaker is a big proponent of efforts
to revise pats of the current Act through an AGOA Il that would, among other things,
eliminate the cap. She advocates such a move because the current cellings probably have a
negative psychological impact on the U.S. busness community who fed that ther sourcing
optionsin Africa are restricted (however unredistic that perception).

In terms of any effort to extend the deadline for clothing made with third-country fabric in
lesser developed countries beyond the current September 30, 2004 deadline, legidative staff
from the House Ways and Means Committee (responsble for drafting the origind AGOA
and any future revisons to it) as wel as Rosa Whitaker have expressed doubt as to whether
this is feasble. The thought is that a window of opportunity is being provided for lesser-
developed countries to begin finding sources of yarn and/or fabric in ether the United States
or in AGOA-digible countries. U.S. policy is dso to encourage less developed AGOA-
eigible countries to focus on those aspects of a regionadly integrated and internationdly
competitive textile and appard indudry in which they enjoy a comparaive advantage. The
United States does not have any interest in relegating the less developed countries to a role in
the production chain where only thelr chegp labour is used to cut and assemble fabric
produced el sewhere in the world.

How AGOA Encourages Female-Owned Business

Given tha a mgority of the workers employed in the dothing industry in sub-Saharan Africa
are dready women, the preferentid access that AGOA affords to this particular sector into
the U.S. market is likedy to have a digproportionate postive impact on femae employment
opportunities. Furthermore, preference group (1) of AGOA for hand loomed, handmade, and
folkloric textile and gppard products will likely have a disproportionately greater beneficia

Minterview with Rosa M. Whitaker, Assistant U.S. Trade Representative for Africa, at the Office of the U.S.
Trade Representative in Washington, D.C., March 14, 2001
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impact on femae-owned businesses and cooperative endeavours given that this is an activity
that has been traditionaly been dominated by women in most African societies.

Why AGOA Can Complement Effortsto Createa SADC Free Trade Area

An important god of AGOA is to promote efforts a sub-regiond economic integration in
Africa by dlowing beneficiary countries duty-free access into the United States for textile
and clothing products using inputs from throughout the AGOA region. In the specific case of
AGOA-digible SADC countries, inputs to make textiles and clothing can potentidly be
sourced from within SADC. In the case of clothing exported to the United States, both the
yarn and fabric can be sourced from felow SADC countries that are aso deemed AGOA
eigible and (at leest for the time being) have a visa sysem in place. Even SADC countries
like Zimbabwe that ae currently AGOA-indigible, can supply AGOA-digible SADC
members with the fibre that is spun into yarn. In addition, until September 30, 2004, AGOA-
indigible countries like Zimbabwe can adso be the source of the yarn and/or fabric that the
lesser developed AGOA beneficiary countries use to make clothing for duty-free export to
the United States. Furthermore, nothing prevents a nonrAGOA digible SADC country like
Zimbabwe from being the source of yan and fibre to make in chief weight cashmere or
certain types of wool sweaters, or to supply AGOA beneficiaries with yarn and fabric deemed
to be in short supply in the United States.

Ovedl the rules of origin for the textile and clothing sector in SADC and AGOA ae
farly compatible, abeit more complex in the case of AGOA. Both SADC and AGOA
provide for a temporary single substantia transformation rule for less developed countries (to
end on September 30, 2004 in the case of AGOA and in 2005 in the case of SADC). The
gened SADC rule of origin for textiles and clothing is a double subgtantid transformation
rule. The generd AGOA rule for digible clothing amounts, in essence, to a triple substantia
trandformation rule. In addition, there are gpecific fabric-cutting obligations under AGOA
that do not exist in SADC as well as requirements that certain clothing assembled in AGOA
countries may be required to use U.S. thread.

The above discusson makes clear that SADC can be used to creste a seamless and
veticdly integrated textile and clothing industry whose output is imported into the United
States duty-free under AGOA. Idedly, different member states can focus on that part of the
production chain where they enjoy the grestest comparaive advantage. Overal the regiond
textile and gppard industry would become even more efficient and internationaly competi-
tive as a result of the new economies of scale that would be creasted. Whether this scenario
becomes a redity, however, depends upon SADC becoming a genuine free trade area. To
date the negotiations to creste a SADC free trade area have been very disappointing in this
regard. In particular, the SACU block led by South Africa appears reluctant to open up both
its textile and gppard markets to free trade from the other countries negotiating the SADC
Protocol on Trade. This resstance can adso be seen on the part of the other SADC countries
that seek greaster access to the SACU markets but refuse to reciprocate. Sadly, the SADC
region appears to lack the requidte visonary leadership needed to carry out a restructuring of
the region’s textile and clothing indudtries, and to sudan it in the face of the backlash that
this restructuring will produce as aresult of inevitable short-term didocations.

U.S. Unfair Trade Practice Remedies and Other Non-Tariff Barriers

One of the important advantages provided under AGOA is that digible exports are not
subject to ether the GSP competitive-need and country income redtrictions. Products that
achieve a gpecified level of imports into the U.S. maket (i.e, eather exceed a specific
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annudly adjusted vdue in dbsolute terms or 50% of the vadue of totd U.S. imports of the
product in the preceding cdendar year) are deemed to have exceeded the competitive need
limit ard may be excduded from GSP digibility. In addition, countries may lose dl GSP
privileges once their nationa income grows to exceed a specified amount (in the late 1990's,
the maximum ceiling that could not be exceeded in a given year was the sum of U.S$8,
500.00 multiplied by a percentage calculated from the U.S. GNP for that year over the U.S.
GNP for a pre-determined base year). When a country does become particularly successful
and manages to dominate U.S. imports of a certain product, the absence of competitive need
limitations becomes an extremely useful benefit.1>°

Another important advantage of AGOA over GSP is that it guarantees uninterrupted duty-
free access into the U.S. maket for a least the currently authorized eight years it is in
exigence. This is a dgnificant benefit given that snce 1995, the GSP program has lgpsed a
number of times including for periods exceeding savera months. During these lapses,
importers have been forced to pay N.T.R. duties, until Congress has restored GSP retro-
activdy and they have been dlowed to apply for refunds®' The uncertainty as to whether
GSP will be renewed and additional expenses incurred during the time GSP has lapsed,
undermines the attractiveness of sourcing imports from beneficiary countries and gives a big
advantage to AGOA-sourced products.

Despite the dimination of redrictive practices found in the GSP that AGOA exporters are
exempt from, digbility of products for duty-free entry into the United States under AGOA
does not preclude the U.S. government from imposing anti-dumping or countervailing duties
to combat dleged unfair trade practices. This is not a threat to be taken lightly gven that, in
the past, the U.S. has imposed compensatory tariffs on imports of certain flowers from
Colombia, Ecuador, and Peru that otherwise quadified for duty-free entry under ATPA. The
duties were imposed in response to actions filed by U.S. flower groups dleging that flowers
from those three Andean were being sold in the United States below production costs and/or
exports were receiving government subsidies.

Perhaps of greater concern to textile and clothing exporters from the AGOA countries than
general U.S. unfar trade practice remedies, should be the specid safeguard provison
included within the Act itsdf. This specid safeguard measure applies to sub-Saharan African
gopard exports that fal under preference groupings (D) (i.e, clothing assembled from fabric
made in one or more AGOA beneficiary countries which, in turn, is made from yarn spun in
gther the U.S. or one or more AGOA beneficiary countries) and (E) (i.e, clothing assembled
in one or more AGOA beneficiary countries that have been specificaly designated as “lesser
developed beneficiary countries’ regardless of the source of the fabric, yarn, and/or thread).
Section 112 (b)(3)(C)(i) of AGOA requires that the Secretary of Commerce monitor imports
under preference groupings (D) and (E) on a monthly bass to ascertain if there has been a
aurge in imports of such clothing from a particular country. If the Secretary of Commerce

150The fact that items admitted under ATPA are not subject to the competitive-need limit, for example, has
proven particularly beneficial for the Andean countries in terms of exports that have expanded tremendously as
a result of ATPA. For instance, in 1997, Peru’'s exports of refined copper cathodes exceeded the GSP
competitive need limit and Peru lost GSP eligibility for this item. However, Peruvian copper cathodes continued
to enter the U.S. market duty-free under ATPA. Similarly, Colombian fresh-cut chrysanthemums would not be
able to enter the U.S. market duty-free were it not for ATPA, given that the country regularly exceeds the GSP
competitive-need limits. The same thing happened to Peru in 1998 with respect to fresh or chilled asparagus.

151G3p expired on July 31, 1995 and was not renewed for more than a year until October 1, 1996, retroactive
to August 1, 1995 through May 31, 1997. The program expired again on May 31, 1997, but was renewed
August 5, 1997, retroactive to June 1, 1997 through June 30, 1998. After GSP expired at the end of June in 1998
it was not renewed until October 21, 1998, retroactive to July 1, 1998 through June 30, 1999. Most recently,
GSP expired on June 30, 1999, but was renewed more than half a year later on December 17, 1999, retroactive
to July 1, 1999 and continuing through September 30, 2001.
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finds that there has been a surge, Section 112 (b)(3)(C)(ii) then obligates him or her to
determine whether such dothing “is being imported in such increased quantities as to cause
serious damage, or threat thereof, to the domestic }i.e., U.S] indusiry producing a like or
directly competitive article” An “interested party”'®* may aso request that the Secretary of
Commerce make such a determination a any time. If a finding of serious damage or of a
threat of serious damage is made, the U.S. can suspend duty-free entry of that particular
garmen.

Strong Competition Sub-Saharan Africa Can Expect in the U.S. Textile
and Clothing Mar ket

The passage by the U.S. Congress of the U.S-Caribbean Basn Trade Partnership Act in
conjunction with AGOA in January of 2000 extended duty-free entry into the United States
of previoudy excluded textile and appard artides®® The Act is designed to offer digible
Caribbean Basin countries the same type of duty and quota-free market access for textiles and
goparel into the United States that Mexico received under the North American Free Trade
Agreement or NAFTA. This is a temporary benefit that will expire whenever the Free Trade
Area of the Americas (i.e, the FTAA) comes into effect or on September 30, 2008
(whichever comesfirst).

Even prior to passage of the U.S.-Caribbean Basn Trade Partnership Act, many CBERA
beneficiary countries were dready dlowed to ship back to the United States clothing
assembled from fabric formed and/or cut in the United States under liberd duty or quota
requirements. In particular, imports of clothing and other made-up textile articdes (including
footwear) assembled from ether U.S. or foreign components cut-to-shgpe in the United
States and initidly exported from the U.S. ready for assembly, were digible for reduced
duties upon re-entry into the U.S. in therr find form under HTS heading 9802.00.80. In
addition, gaments assembled in participating CBERA countries from fabrics wholly formed
and cut in the United States could enter the U.S. under preferentia quotas known as guaran+
teed access levels (GALS) tha provide virtualy unlimited U.S. market access. A duty was
only charged on the vaue-added performed abroad (i.e., the sewing), which aso tends to be
the most labour-intensve stage of production.

The two pre-exising production sharing arangements described above, coupled with
passage of the recent U.S.-Caribbean Basin Trade Partnership Act as well as the 1994 North
American Free Trade Agreement (NAFTA), have provided garment manufacturers from the

152The term “interested party” is defined by Section 112(b)(3)(C)(v) of the Act to include “any producer of a
like or directly competitive article, a certified union or recognized union or group of workers which is represen-
tative of an industry engaged in the manufacture, production, or sale in the United States of a like or directly
competitive article, a trade or business association representing producers or sellers of like or directly competi-
tive articles” as well as these same categories of parties engaged in the production of essential inputsfor like or
directly competitive articles.

153ynder the U.S.-Caribbean Basin Trade Partnership Act, duty-free treatment was extended to clothing
assembled in one or more eligible CBERA countries from fabric wholly formed and cut in the United States
which, in turn, is made from yarns wholly formed in the United States and that enter under HTS subheading
9802.00.80 or, in special circumstances, under HTS Chapters 61 or 62. In addition, also now subject to duty-free
entry into the United States is clothing cut in one or more eligible CBERA countries from fabric wholly formed
in the United States which, in turn is made from yarn wholly formed in the United States (including certain
fabrics not formed from yarns) if such clothing is also assembled in one or more CBERA countries with thread
formed in the United States. Duty-free treatment is aso provided for some knit-to-shape and knit apparel articles
as well as apparel classifiable under HTS subheading 6212.10 within defined quota limits, and textile luggage.
As is also true under AGOA, eligible CBERA countries are allowed to produce clothing from third-country
fabrics or yarn deemed to be in short supply in the United States, and there is also a special rule for hand
loomed, handmade, or folklore items as well.

132



CBERA countries and Mexico a condderable head dtart in accessing the U.S. market. This is
in addition to the advantage CBERA and Mexican manufecturers enjoy over African compe-
titors as a rexult of ther closer proximity to the U.S, thereby providing U.S. firms with
greater management control over production and quicker turn around times. Furthermore,
freght charges from the Caribbean Basin and Mexico to the U.S. are noticegbly less in red
unit terms over those from Africa, and shipping time from the Caribbean Basn and Mexico
to the United States is measured in days and not weeks as compared to Africa (or even
months in the case of some land-locked countries).

Possible Strategies for |dentifying Promising Clothing Categories for
Export to the U.S. Market

Short-Term Strategies

AGOA provides SADC countries with a near-term advantage over mgor producing
countries that are limited by quotas negotiated under the Multi-Fibre Agreement (M.F.A.)
and, since 1995, the WTO Agreement on Textiles and Clothing (ATC). Until December 31,
2004, the quota-free access provides SADC countries with specid entrée to the U.S. market
and sves as an incentive for foreign investment by countries whose access is limited by
quotas. During this period, the clothing categories that are the largest and most frequently
filled would appear to hold the most potential for success. Countries wishing to export more
clothing in these categories may find investing in AGOA digible countries atractive. These
categories include such garments as knit shirts, woven shirts, trousers, and shorts.

These basic garments are the firgt clothing tems typicaly exported by new suppliers to the
United States. In recent decades, retailers and importers have been forced to constantly search
out new suppliers not subject to quota limits as soon as their established sources of supply
push up agang quota levels. Eventudly the exports of the new suppliers become subject to
guotas, and the search begins dl over again. In the case of AGOA, the threat of quotas is
absent, and hence the opportunity for investment and a continuing growth in exports exiss
for the beneficiary countries.

An examination of exports to the United States prior to the enactment of AGOA suggests
that this pattern exised in many of the SADC countries. For example, the largest clothing
categories exported by South Africa in 2000 were knit shirts, trousers, and woven shirts.
Zimbabwe, Mauritius, and Botswands largest categories were trousers, Swaziland and
Lesotho's largest categories were knit shirts. These garment types have provided the entrée to
the U.S. market for generations of exporters, learning to successfully manufacture and market
these garments are clearly important steps on the export learning curve.

SADC countries can best magter the learning curve by concentrating on these badic
clothing items that are not generaly subject to seasond demand. It is not surprising that GAP
is the largest U.S. customer currently sourcing from sub-Saharan African countries as GAP
sls many of its gppard items such as jeans, pants, and basc knit and woven shirts year-
round.

On January 1, 2005, when the ATC terminates and textile and clothing products are fully
integrated into the W.T.O., quotas will no longer redrict the magor exporters, and SADC
countries will find themsdves in head-to-head compstition with such exporting giants as
Mexico, China, Bangladesh, Tawan, and Hong Kong. AGOA will, however, ill provide
SADC countries with tariff-free access, a benefit not shared by traditiona suppliers to the
U.S. market. This benefit will make a difference only if the productivity and qudity of SADC
manufecturers are comparable or nearly comparable to that of manufacturers in competing
countries. SADC countries have less than four years to edtablish themsdves as rdiable
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suppliers and to provide U.S. importers with a reason to source from them over their tradi-
tiond suppliers. Thisis aformidable chdlenge by any measure.

Long-Term Strategies

Companies that hope to be successful in the long run will need to prepare themseves for
the phase out of the ATC. and the possble end of AGOA and its specid benefits after
September 30, 2008. Potentidly successful companies will master the learning curve for
basc gaments quickly and use their knowledge and skill to develop a busnes and
marketing plan that will extend for more than eight years.

Numerous possble aternative paths can lead to success in the export market. For
example, while the greatet demand in the U.S. maket is for cotton trousers (including
jeans), the greatest vaue added is found in pants made of other fibres such as dlk and linen
(both currently in the short supply category in the U.S. market). Likewise cotton swesters and
knit shirts are basic items that could be exchanged for garments made of unique and/or highly
vaued yans.

The large U.S. retallers are understandably the most well known and are, therefore, the
most desired customers. These retailers require a scae of manufacturing and support (such as
just-in-time deliveries) that is feagble for few African manufacturers. However, there may be
much better matches for African dothing manufecturers among the medium- and smdl-sze
U.S. retales. These retalers supply lucrative niche markets in the United States and may
well agppreciate the specidty fabrics and designs provided by companies in Africa (Biggs et
al. 1994:12-33).

Ultimate success will depend on a number of factors. In the fird indance, African manu-
facturers must be able to offer a qudity product produced in a timely manner by an efficient,
educated, and well-trained workforce. Knowledge and understanding of the export market is
the second prerequiste for long-term success. The most direct route to this inteligence is a
partnership with an American retaler, desgner, importer, or agent. In any event, success in
gopad manufecturing is a continuing chalenge as consumer tastes change and fashion
evolves. AGOA provides entrepreneurs in SADC countries with an open door; but ther
success will be determined by what they do after they walk through that door.

Final Thoughts

One thing that the SADC countries as a region may want to condder as an ad to increasing
textile and clothing exports to the United States and encouraging grester foreign investment
in this sector a home is to borrow an example provided by the MERCOSUR countries. As
pat of an initistive pushed by the private sector, the governments of the four MERCOSUR
region have decided to promote their exports abroad jointly under a “Made in MERCOSUR”
labdl and have decided to, inter alia, jointly sponsor booths a trade fairs and set up regiona
trade and investment promotion offices in key North American and European cities. The
embasses of the four member Sates dso coordinate efforts & aggressvely promoting the
region’s exports in the locd media. Perhgps the SADC countries could partialy imitate this
effort by pooling scarce resources to promote the entire SADC region's exports in the U.S.
market and set up a smdl but professondly daffed and aggressve SADC Trade and
Investment Promotion Centre. The centre could serve as a clearinghouse of information for
potentid investors to the region. At the same time the centre could serve as a useful middle-
man between SADC-based exporters and potentid U.S. customers looking for new sourcing
opportunities. An ided location to st up such an office would be in New York City, the
fashion capitd of the United States and the location of most of the clothing buyers for the
mgor U.S. retall outlets. Idedly, such a Promotion Centre would serve as a supplement and
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not as a subdtitute for the independent efforts embassy dtaff from the SADC countries should
be doing to promote trade and investment links between their home countries and the United
States.

Finaly, an important precedent that should not be forgotten by governments from sub-
Saharan Africa is that CBERA was initidly set to expire on September 30, 1995. The Carib-
bean Basin Economic Recovery Expanson Act of 1990, however, made CBERA benefits
permanent and expanded those benefits in severd ways as well. Accordingly, if AGOA does
produce postive results by expanding exports from sub-Saharan Africa to the United States
and incressing U.S. invesment in the region, there is no reason why the program could not be
extended beyond the current cut-off date of September 30, 2008. In fact, the drafters of
AGOA initidly desired to have the benefits in effect for a 10-year period, but were forced by
the Revenue Reconciliation Act to scde it back to eight years.
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