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Abstract

This report examines factors that contributed to the shift in global export

patterns in sub-Saharan Africa (SSA) during 2002-06 for 11 industries:

coffee; shea butter; spices (primarily vanilla, cloves, pepper, and ginger);
tropical fruit (primarily bananas and pineapples); footwear; natural rubber;
processed diamonds; textiles; wood furniture; aviation services; and
communication services.

The value of global SSA exports increased in nine of the 11 industries during
2002-06, ranging from a 12 percent increase in the value of textile exports to a
262 percent increase in the value of natural rubber exports. For the most part, the
nine industries benefited from three common factors: (1) increased global prices
as a result of demand growth exceeding supply growth; (2) investment in new
and expanded production capacity; and (3) implementation of policies and
programs to promote industrial development, whether targeted to a specific
industry or applied generally to all industries. Other factors that contributed to
the development of these industries and facilitated export growth include: (4)
growth of private enterprise and emergence of key business relationships; (5)
infrastructural improvements; (6) deeper regional integration; (7) improved
product quality; (8) liberalized market regulations; (9) effects of tariff
preferences; (10) improved industry organization; and (11) product
differentiation.

The value of global SSA exports declined for three of the selected industries
during 2002-06: spices, wood furniture, and the pineapples sector of tropical
fruit, industries which experienced decreases of 47, 46, and 5 percent,
respectively. Factors contributing to decreased export values or mitigating export
growth included; (1) increased competition in key markets; (2) low crop yield
due to weather; (3) political instability; (4) overproduction; (5) effects of
exchange rate changes; (6) reduced resource supply; (7) and increased local
demand.

The change in volume of global SSA exports for most industries varied, ranging
from a 28 percent decrease for pineapples to a 15 percent increase for natural
rubber, with an exceptionally large increase for shea butter of 660 percent.






CONTENTS

Page

ADSTract ... i
Executive Summary ....................... xiii
Chapter 1 Introduction and Overview ...................... 1-1
Industry and CouNtry COVErage . ... ... ..ttt e 1-1
Information used inthereport . . ... . 1-2
APPIOACKH . . o 1-3
Organization of report . . ... ..o 1-3
Overview of SSA sector exporttrade . ............ . i 1-4
AGriCUITUNE 1-5

Mining and manufacturing . .......... . 1-6

STV ICES . ot 1-6

Chapter 2 Agricultural and Fisheries Sector Profiles .. 21

COT e o 2-2
Summary of findings ... ... 2-2
INAUSEIY OVEIVIEW . . oo e e e 2-4

Ethiopia .. ... 2-5
KONy . .o 2-6
Uganda . . ..o 2-6
COte A7 IVOITE . 2-7
TaNZANIA . o 2-7
Rwanda . ... .o 2-8
Sub-Saharan Africa trade in the global context . ........... ... ... ... ... ..... 2-8
Leading exXporters . .. ...t 2-8
Leading export markets . ........ .. 2-9
Factors affecting export patterns ............. . i 2-10
Price increases and demand growth . . . ........ ... .. . i 2-11
Ongoing liberalization of SSA coffeesectors .............. ... ... .. ..... 2-12
Ethiopia .. ... 2-12
KNy . . 2-13

COte A IVOIre . .o 2-13
TaANZANIA ..o 2-13
Success in differentiating coffee from a homogenous commodity ............ 2-14

Shea bUtter .. .. 2-19
Summary of findings . .. ... o 2-19
INAUSEIY OVEIVIEW . . oo e 2-19



CONTENTS-Continued

Page
Chapter 2 Agricultural and Fisheries Sector
Profiles—Continued
Shea butter—Continued
Sub-Saharan Africa trade in the global context ............ ... .. ... ... ... ... 2-23
Leading eXPOrterS . .. .ttt 2-24
Leading export markets . . ... it 2-28
Factors affecting export patterns . .......... .. . 2-28
Rising cocoa butter equivalentdemand . ............. ... ... . ... L. 2-29
INCreased PriCeS . . ..ottt e 2-29
Growing CONSUMEr @WAIENESS . . . .. vttt et e ettt et e e 2-30
Training/funding for improved production ............... .. ... .. ... ...... 2-31
Increased private sectorinvestment . ....... ... . ... 2-31
SPICES it 2-35
Summary of findings . ... . 2-35
INdUSEIY OVEIVIEW . . .o 2-35
Sub-Saharan Africa trade in the global context ............ ... .. ... ... ... ... 2-38
Leading eXPOrterS . ...t 2-39
Vanilla ... 2-39
ClOVES 2-39
PPl . 2-40
] 1 =] 2-41
Leading export markets . . ... 2-41
Vanilla . ..o 2-42
ClOVES . 2-42
PPl 2-42
10T 2-42
Factors affecting export patterns ........... .. 2-43
Production and price instability .. ........... ... .. .. 2-43
Growing global demand .......... .. ... . 2-44
Programs to promote production and investment . ........... ... ... ... .... 2-44
Political UNrest . . ... o 2-45
Tropical fruit . ... 2-48
Summary of findings . ... ..o e 2-48
INAUSEIY OVEIVIBW ..ot e e e e e e e e e 2-49
BaNaNas . .. ... 2-51
PINEaPPIES ..o e 2-52
Sub-Saharan Africatrade inthe global context .............................. 2-53
BaNaNas . .. ... 2-53
PINeapPIES . . 2-54
Leading exXporters ... ...t 2-55
Bananas . . ... 2-55
PIneapples . ... 2-56



CONTENTS—Continued

Chapter 2 Agricultural and Fisheries Sector

Profiles—Continued

Tropical fruit—Continued

Leading export markets . . ... ...
Factors affecting export patterns ........... .. .
Demand growth for bananas and pineapples .. ........... .. ... .. .. ... ...
Bananas ... ...
Pineapples ...
Development of new pineapple variety . ........... ... .. ... ..
Increased foreign investment . . ... ..
Price increases forbananas . ......... ...
Assistance to SSA from international aid programs ........................

The development of industry organizations and government support
INSEITULIONS . . ..o e
Country profiles . . ... ...
COte d'IVOIre . .

Chapter 3 Mining and Manufacturing Industry

Sector Profiles ................. . . ...

OO AN . . . e
Summary of findings ......... .
INUSEIY OVEIVIEW . . .. o e
Sub-Saharan Africa trade inthe global context . .............................

Leading EXPOMterS . ..ottt e
Leading export markets . .......... i e
Factors affecting export patterns .............. i
Policies and programs to promote the footwear industry ....................
KONy . .o
Ethiopia . ...
Deeper regional integration . ............. i
Growth of private enterprise in Ethiopia and the development of partnerships
with the European footwear industry . ............ .. ... i
Impact of AGOA preferences on South Africanexports . ....................

Natural rubber ...
Summary of findings . ........ .
INUSEIY OVEIVIBW . . ..o e

Profiles of leading SSANR producers ..............coiiiiiiiinnn.n.
COte A IVOIrE .o

Page

2-57
2-60
2-61
2-61
2-61
2-61
2-62
2-62
2-64

2-64
2-65
2-65
2-67
2-70

3-1

3-2
3-2

3-6
3-7

3-8
3-8

3-10

3-11
3-12
3-17
3-17
3-17
3-20
3-20



CONTENTS—Continued

Chapter 3 Mining and Manufacturing Industry
Sector Profiles—Continued

Natural rubber—Continued

Liberia . .o
CaMEIO0N .
NIgerIa . .o
GNaNa . . o
GUINBA oottt e e e
Democratic Republic of the Congo (DRC) ............ ... .. ... .. ...
GaboN
Proposals to promote the industry and increase investment in the future ........
Sub-Saharan Africa trade inthe global context . .............................
Leading EXPOMterS . .. vttt e
Leading export markets . .......... i
Factors affecting export patterns .............. i
Demand growth ... ... .

Inadequate infrastructure and political instability in SSA countries supplying

N R L
Processed diamonds .. ... ..t
Summary of findings . ........ .
INUSEIY OVEIVIEW . . ..o e
Sub-Saharan Africa trade inthe global context . .............................
Leading EXPOMterS . ..ottt
Leading export markets . .......... i
Factors affecting export patterns . ............ i
Global price INCreases . ...t e e e
Beneficiation investmentand policy ............ ... .. .. . .. . i
ANQOLa ..
BOtSWaNa . . .. ..
Namibia . ...
SOUtN ATFICE .. ot
Other efforts to facilitate SSA beneficiation ............................
TeXUlES o
Summary of findings . ........ .
INUSEIY OVEIVIBW . . .. o e e
Sub-Saharan Africa trade in the global context ............. ... ... ... . ... ....
Leading exXporters ... ...t
Leading export markets . ...... ...
Factors affecting export patterns . ............ i
Deeper regional integration ... ...
Foreign investment ... ... .. i
Ethiopia .. ...

Vi

Page

3-20
3-21
3-21
3-22
3-22
3-23
3-23
3-24
3-24
3-24
3-25
3-26
3-26

3-27
3-30
3-30
3-30
3-34
3-34
3-35
3-36
3-36
3-37
3-37
3-37
3-38
3-39
3-39
3-43
3-43
3-45
3-46
3-47
3-48
3-49
3-50
3-50
3-51



CONTENTS—Continued

Chapter 3 Mining and Manufacturing Industry
Sector Profiles—Continued

Textiles—Continued

KNy A . .
LeSOtho ...
MaUrItiUS . ..o
TaANZANIA . oot
Policies to promote the industry and other country-specific factors .........
MaUrItiUS . ..
KNy A . .
LeSOtho ...
Ethiopia . ... e
WOoOod fUINITUFE . . .
Summary of findings ......... .. ..
INUSEIY OVEIVIEW . . ..o
Sub-Saharan Africa trade in the global context . ..........................
Leading eXPOrterS . ..ottt e
Leading export markets . ..........o i e
Factors affecting export patterns .............. i,
Competition from Chinainthe EUand U.S. markets ....................
GhaNa . ..
SOUtN ATFICE .. o
Appreciation of the South Africanrand ...............................
Reduced suppliesof timber . ....... ... ... .. . .
GhaNa . . o
KNy A . .
SOUtN ATFICE ..o
ZIMbabWe . .
Increased demand in South Africa .. ......... ..o,
Foreign investment has developed new exporters .......................
CaMEBIO0N .t
GabON L

Policies to promote the industry and increased investment . ...............
CaMEIO0N .. e
GaboNn .

vii

Page

3-51
3-51
3-51
3-52
3-52
3-52
3-53
3-53
3-53
3-56
3-56
3-57
3-59
3-59
3-61
3-63
3-64
3-64
3-65
3-66
3-66
3-67
3-67
3-68
3-68
3-68
3-69
3-69
3-69
3-69
3-70
3-71
3-71
3-71
3-72
3-72
3-73
3-74



CONTENTS-Continued

Page

Chapter 4 Services Sector Profiles............................ 41
AVILION SBIVICES . . . ottt 4-1
Summary of findings . ....... .. 4-1
INUSEIY OVEIVIBW . . . . oo 4-3
Sub-Saharan Africa trade in the global context . ............ ... .. ... ... ..... 4-5
Leading eXPOrterS . .. ottt 4-5
Leading export markets .. ........ .. 4-6
Factors affecting export patterns .............. i 4-7
Increased tourist and businesstravel ........... ... ... ... L. 4-8
Growth in time sensitive eXports . .......... ... 4-8
Alliances and route eXpansion ... ......... ... 4-8
Increased capital investment . ........... .. ... 4-9
Infrastructure development . ... .. 4-10
Country profiles . ... ... 4-10
KeNya . .o 4-10
Ethiopia .. ... 4-12
South Africa ... .. o 4-13
MadagasCar . . ... ... 4-14
SeYChEllES .. e e 4-14
Cape Verde . ... 4-15
CommUNICAtION SEIVICES . . . ..ottt et e e e e 4-19
Summary of findings . ... . 4-19
INUSEIY OVEIVIBW . . oo e e e e e 4-20
Sub-Saharan Africatrade inthe global context .............................. 4-20
Leading eXPOrterS ... oottt 4-21
Leading export markets . .. ....... . i 4-22
Factors affecting export patterns . ............ i 4-24
Introduction of competition and new licensing policies ..................... 4-24
Liberalization of international gateway competition . ..................... 4-24
Introduction of VoIP technology . ...........co i 4-25
Liberalization of competition policies . .. ............ ... .. i ... 4-25
Expanded infrastructure development . ........... ... ... . i 4-27
SSA telecommunications demand growth ............ .. ... ... .. . .. 4-28
Greater role of geographic links . ......... ... .. .. ... .. .. .. i 4-28
Increased African migration . ............. i e 4-28
Higher GDP percapita ......... ...t 4-29
Increased international trade and investment ............. ... .. ... ... .. 4-29
Innovative applications of telecommunications ......................... 4-29
Country profiles . ... e 4-30
Ethiopia . ... 4-30
KeNYa . .o 4-30

AN 0 T - 4-32

viii



CONTENTS-Continued

Page
Chapter 4 Services Sector Profiles—Continued
Communication services—Continued

South Africa . ... o 4-33

Uganda . . ..o 4-33
Appendixes
AL ReqUESt Leter ... A-1
B. Federal Register NOTICE . . ... ... .t s B-1
C. Hearing list of partiCipants . .. ... C-1
D. Summary of views of interested parties . ... D-1
E. Harmonized tariff schedule categories . .. ... .. i E-1
F. Leading export shifts for all SSA countries .. ........... . i F-1
Boxes
2.1. Product description forcoffee . ......... . 2-5
2.2. Shea butter production, processing, and marketingchain......................... 2-20
2.3. Production description for sheabutter ........... ... ... ... . ... . 2-21
2.4, Product description for SpiCeS . ... ..ot 2-38
2.5. Product description for bananas and pineapples ............. ... .. .. i 2-49
2.6. Downstream tropical fruit production . ........ ... ... .. . . 2-51
2.7. EU tariff preferences for bananas from ACP countries . ......................... 2-60
3.1. Production description for footwear ........... .. ... . . .. . e 3-4
3.2. Peacock: An example of the Italian connection .................. ... .. .. ....... 3-12
3.3. TSONGA USA LLC: An example of export growth prompted by AGOA ........... 3-14
3.4. Product description for natural rubber ......... .. ... .. .. 3-19
3.5. Product description for processed diamonds . ........... ... .. i 3-30
3.6. Precious-metal Jewelry .. ... ... e 3-32
3.7.  The Kimberley Process Certification Scheme (KPCS) . .......................... 3-34
3.8. Petra Diamonds’ efforts for SSA beneficiation ......... ... .. ... ... ... ... . ..., 3-40
3.9. Product description fortextiles . ......... .. ... i 3-45
3.10.  Product description for wood furniture . ......... .. .. . 3-59
3.11.  Shift in sourcing of wood furniture from SSA to China: One company’sstory ........ 3-66
3.12.  Visions of awood furniture cityinGhana .............. ... .. ... .. .. .. 3-70
3.13. Ghanato help Liberia salvage rubber trees to make furniture ..................... 3-73
3.14. The government of South Africa intervenes in forest products sector in 2007 ......... 3-75
4.1. Product description for aviation Services ................ .. i 4-3
4.2. Product description for communication services ............. .. .. . ... 4-19



CONTENTS-Continued

Tables
ES.1. Sub-Saharan Africa: Summary of findings for selected industries .. ................
ES.2. Sub-Saharan Africa, factors affecting trade patterns, by selected industry ...........
ES.3. Sub-Saharan Africa: Summary of factors affecting exports patterns ................
1.1. Sub-Saharan Africa merchandise and services exports: Value by sector, 2001-06 . . ...
1.2. Sub-Saharan Africa commercial services exports: Value by country, 2001-05 ........
2.1. Sub-Saharan Africa coffee exports, by selected exporters and key markets,

2002-06 ...
2.2. Sub-Saharan Africa shea nut production, shea nut exports, and shea butter exports, by

leading COUNTIIES . . . ..o e e e
2.3. Shea processing firms . ...
2.4, Sub-Saharan Africa exports of all SSA spices, by selected exporters and key markets,

2002-06 ...
2.5. Sub-Saharan Africa exports of vanilla, cloves, pepper, and ginger, by selected

exporters, 2002—06 . . ... ..
2.6. Sub-Saharan Africa exports of SSA bananas, by selected exporters and key markets,

2002-06 ...
2.7. Sub-Saharan Africa exports of SSA pineapples, by selected exporters and key

markets, 2002—06 . .. ... ...
3.1. Sub-Saharan Africa footwear exports, by selected exporters and key markets,

2002-06 ...
3.2. Sub-Saharan Africa natural rubber exports, by selected exporters and key markets,

2002-06 ...
3.3. South Africa processed diamonds exports, by selected exporters and key

Markets, 2002—06 . ... ...ttt
3.4. Sub-Saharan Africa processed diamonds exports (other than those of South Africa),

by selected exporters, 2002—06 .. ......... .
3.5. Sub-Saharan Africa textile exports, by selected exporters and key markets, 2002-06 . .
3.6.  Sub-Saharan Africa wood furniture exports, by selected exporters and key

Markets, 2002—06 . .. ... .ottt
4.1.  Sub-Saharan Africa aviation exports, by reporting exporters, 2001-05 . .............
4.2. Leading sub-Saharan African airlines, by international passengers and freight metric

tons carried, 2000 . . ...
4.3. Sub-Saharan Africa communications exports, by selected exporters, 2001-05 ........
4.4,  Competition and state ownership in SSA telecommunications sector ...............
4.5. Largest wireless providers in SSA by total number of mobile subscribers as of

JUNE, 2007 . .t
Figures
1.1. Sub-Saharan Africa merchandise exports: Average annual growth rates by sector,

2000706 ...
2.1. Leading global and sub-Saharan Africa exporters of coffee, 2006 . .................
2.2. Leading markets for global and sub-Saharan Africa exports of coffee, 2006 ..........

Page

XVi
XViii
XiX
1-5
1-7
2-3

2-24
2-28

2-36
2-40
2-54
2-55

3-3
3-18
3-35

3-35
3-44

3-57
4-2

4-4
4-22
4-26

4-34

1-4
2-9
2-10



CONTENTS-Continued

Figures—Continued

2.3.
2.4.
2.5.
2.6.
2.7.
2.8.
2.9.

2.10.
2.11.
2.12.
2.13.
2.14.

3.1
3.2.
3.3.
3.4.
3.5.
3.6.
3.7.
3.8.
3.9.

4.1.
4.2.
4.3.
44.

Shea processing and shea marketingchain .............. ... ... ... .. .. ... . ...,
Leading sub-Saharan Africa exporters of shea butter and sheanuts . ................
Shea nut exports for selected major exporting countries .........................
SSA shea exports for selected major exporting countries .. .......................
EU imports of SSAsheabutter .......... ...
Leading global and sub-Saharan Africa exporters of spices, 2006 . .................
Leading markets for global and sub-Saharan Africa exports of spices, 2006 ..........
SSA vanilla and clove export unit values, 200006 .............................
Leading global and sub-Saharan Africa exporters of bananas, 2006 ................
Leading global and sub-Saharan Africa exporters of pineapples, 2006 ..............
Leading markets for global and sub-Saharan Africa exports of pineapples, 2006 ... ...
Leading markets for global and sub-Saharan Africa exports of bananas, 2006 . .......
Leading global and sub-Saharan Africa exporters of footwear, 2006 ................
Leading markets for global and sub-Saharan Africa exports of footwear, 2006 .......
Leading global and sub-Saharan Africa exporters of natural rubber, 2006 ...........
Leading markets for global and sub-Saharan Africa exports of natural rubber, 2006 . ..
Leading markets for global and South African exports of processed diamonds, 2006 . . .
Leading global and sub-Saharan Africa exporters of textiles, 2006 .................
Leading markets for global and sub-Saharan Africa exports of textiles, 2006 .........
Leading global and sub-Saharan Africa exporters of wood furniture, 2006 ...........

Leading markets for global and sub-Saharan Africa exports of wood furniture,

2008 .
Leading global and sub-Saharan Africa exporters of aviation services, 2005 .........
Leading markets for global exports of aviation services, 2005 ....................
Leading global and sub-Saharan Africa exporters of communication services, 2005 . ..
Leading markets for global exports of communication services, 2005 ...............

Xi

Page

2-22
2-25
2-25
2-26
2-27
2-38
2-41
2-44
2-56
2-57
2-58
2-58

3-6

3-25
3-26
3-36
3-47
3-48
3-60

3-62
4-6
4-7

4-21

4-23






Executive Summary

African (SSA) exports in 11 industries' during 2002—06 found that

several internal factors within SSA contributed to increased SSA exports
in nine of the 11 industries during the period. Increased global prices also
contributed to export increases for several SSA industries such as coffee,
processed diamonds, and natural rubber. Selected factors are highlighted below,
while tables ES.1-3 summarize the study findings, including all factors.

ﬁ nalysis of factors contributing to significant changes in sub-Saharan

Industry-Specific Government Policies and Programs
Encouraged Exports

Government policies to encourage investment and expansion of domestic
industries were evident in certain industries. For example, the Namibian
government offered incentives in the form of Export Processing Zone status and
training grants to foster an export-oriented diamond cutting and polishing
industry. Ghana and South Africa sponsored or proposed programs to promote
the wood furniture industry. In Ghana, government institutions played a crucial
role in the pineapple and banana industries’ export growth by facilitating the
development and distribution of a new pineapple variety, coordinating the cold-
storage chain, and providing technical support to improve quality and acquire
international standards certifications.

Increased Investment Spurred Exports

Increased demand spurred investment and led to the rapid growth of the wireless
telephony industry; an expansion of airline fleets; an increase in textiles
production; and an increase in agricultural programs for bananas, pineapples,
spices, and shea butter. Investment was critical to the explosion of wireless
telephony services in several SSA countries as well as to the increase and
upgrade of air fleets by several SSA airlines. Ethiopian Airways’ ability to
reliably service its market in combination with the flexibility it achieved through
the Open Skies agreements led to plans to expand and upgrade its fleet. In 2004,
when Ethiopian Airways signed an agreement for at least five new Boeing 787
Dreamliners, it became the first African carrier to be a launch customer for these
jets. In Kenya, a joint venture in textiles enabled the domestic partner to secure
technology allowing expanded operations into apparel. In addition, increased
foreign investment in the banana industries in Cote d’Ivoire, Cameroon, and
Ghana increased the total area harvested for bananas by more than 12 percent
during 2002—-06. In Ghana, new investments by a large multinational fruit
company helped increase Ghanaian banana exports. The increasing popularity of
shea butter as an input in the cosmetics and edible fats industries prompted

" The 11 industries are: coffee; shea butter; spices (primarily vanilla, cloves, pepper, and
ginger); tropical fruit (primarily bananas and pineapples); footwear; natural rubber; processed
diamonds; textiles; wood furniture; aviation services; and communication services.
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several multinational companies to invest in shea processing in Ghana and
Burkina Faso.

Infrastructure Improvements Contributed to Increased
Exports

Some SSA governments, as well as international lenders such as the World Bank,
improved infrastructure or production facilities to assist domestic industries.
Infrastructure and transportation services improvements were especially
beneficial to exports of shea butter, certain tropical fruit, aviation services, and
communication services. Cote d’Ivoire, Ghana, and Cameroon export the
majority of their fresh pineapples and bananas to the EU, so proper cold storage
facilities and appropriate tracking and handling equipment are key components
for the industry. Also, expansion and upgrades of the fruit wharf at the port of
Abidjan were key in Cote d’Ivoire’s increasing banana sector exports. Several
landlocked countries in West Africa require adequate road and rail networks to
transport goods primarily to Senegal and Ghana for export by freight or air.
Improved roads in Ghana and railroads and air transport in Senegal facilitated
increased SSA exports of shea butter. Improved airport facilities and more direct
routes contributed to increased aviation services exports.

SSA Regional Integration Facilitated Exports

Strengthened ties among members of the Common Market for Eastern and
Southern Africa (COMESA) and the formation of the East African Customs
Union (EAC) also improved efficiencies and increased regional trade. The
establishment of the EAC between Kenya, Uganda, and Tanzania in 2005 likely
contributed to the increased level of footwear trade, particularly between Kenya
and Uganda, in 2005 and 2006 by liberalizing tariffs on intra-EAC trade while
establishing a common external tariff.

Tariff Preferences Boosted SSA Exports

Tariff preferences provided a boost to SSA exports of footwear and textiles. For
example, the Cotonou Agreement, which requires the use of regional fabric in
apparel receiving duty-free treatment to the EU, and South Africa’s elimination
of tariffs from Southern African Development Community (SADC) partner
members both contributed to increased intra-SSA textile exports during 2002—06.
For footwear, the elimination of tariffs under the African Growth and
Opportunity Act (AGOA) contributed to increased exports of footwear from
South Africa to the United States during 2002—06.

Sector and Market Liberalizations Increased SSA Exports

Liberalizations in the coffee, communication services, and aviation services
sectors in several SSA countries helped to facilitate greater exports. Reduced
government intervention in the coffee sectors of several SSA countries allowed
producer prices to be linked to higher prices. The introduction of competition and
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new licensing policies in several SSA countries’ communication services sectors
reduced the cost and increased the volume of international calls.

Among the largest and most successful SSA aviation services industries (Kenya,
Ethiopia, and South Affrica), the use of code sharing and other cooperative
agreements such as frequent flyer and open skies agreements between airlines
and nations have been vital to their sustained export growth. Changes in EU
market regulations permitting some shea butter in products labeled “chocolate”
increased demand for shea butter in the EU.

Some Sectors’ Exports Decreased

Not all of the 11 selected industries experienced export growth. Indeed, the value
of global SSA exports declined for spices, wood furniture, and pineapples. The
overall decrease in SSA spice exports during 2002—-06 was due primarily to
decreased prices associated with overproduction of vanilla in Madagascar.’
Increased competition in key markets was the principal factor contributing to the
decreased value of SSA wood furniture exports, as well as the main reason for
decreased pineapple export values. Exports of SSA wood furniture faced intense
competition with exports from China in key EU markets and the United States,
while SSA pineapple exports lost EU market share to Costa Rican exports. Other
factors contributing to the decrease of SSA wood furniture exports were the
relative strength of the South African rand against the euro and the U.S. dollar,
reduced resource supply, and increased local demand, particularly in South
Africa.

Unstable political conditions and a deteriorating economic environment
contributed to decreased export volumes of pineapples and coffee from
Cote d’Ivoire and pepper from Zimbabwe. Coéte d’Ivoire’s political crisis
curtailed most financial lending for small pineapple farmers, reducing
production. Zimbabwe, SSA’s leading pepper exporter in 2002, experienced a
sharp decline during 2003-06, following its land reform program that began in
June 2002.

2 Following a cyclone-induced shortage of natural vanilla in 2000, the resulting global price
spike compelled consumers to switch to artificial substitutes, thereby depressing demand for natural
vanilla and decreasing the value of SSA exports, primarily from Madagascar and Comoros.
Subsequently, recovery of supplies from the SSA area hit by the cyclone caused a vanilla glut and
further decreased world prices and export values.
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Table ES.1 Sub-Saharan Africa: Summary of findin

s for selected industries

SSA exporters SSA export
experiencing Leading shift from
significant competitors in 2002 through
Industry export shifts Key markets key markets Factors affecting shift in exports 2006
Agriculture
Coffee Increase: European Union Brazil Increase: Value:
Ethiopia Japan Colombia 1) Demand growth and price +$496 million
Kenya United States Vietnam increases +82 percent
Tanzania Algeria 2) Policies and programs to promote Volume:
Rwanda the industry -61,000 mt
Guinea 3) Increased investment -10 percent
Cameroon 4) Growth of private enterprise and
emergence of key business
Decrease: relationships
Céte d’lvoire 5) Improved product quality
Uganda 6) Product differentiation
Decrease:
1) Political instability
2) Low crop yield and reduced quality
Shea butter Increase: European Union European Union 1) Demand growth and price Volume:
Ghana United States increases +33,000 mt
Togo 2) Policies and programs to promote (2001 to 2005)
the industry +660 percent
3) Increased investment
4) Infrastructure improvement Note: this
5) Increased supply measure is in
6) Effects of market regulations shea-nut
7) Improved product quality equivalents
Spices (vanilla, Increase: European Union China Increase: Value:
cloves, pepper, | Nigeria United States India 1) Policies and programs to promote -$137 million
and ginger) Tanzania Singapore Indonesia the industry -47 percent
India Vietnam 2) Demand growth Volume:
Decrease: +1,000 mt
Madagascar Decrease: +3 percent
Comoros 1) Overproduction
Zimbabwe 2) Political instability
Uganda 3) Low crop yield due to weather
Tropical fruit Increase: European Union Costa Rica Increase (bananas): Bananas:
(bananas and Cobte d’lvoire Ecuador 1) Demand growth and price Value:
pineapples) Cameroon Colombia increases +$178 million
Ghana 2) Policies and programs to promote +69 percent
the industry Volume:
Decrease: 3) Increased investment +53,000 mt
Céte d’lvoire 4) Infrastructure improvement +11 percent
5) Improved industry organization
Pineapples :
Decrease (pineapples): Value:
1) Competition in key markets -$9 million
-5 percent
Volume:
-64,000 mt
-28 percent
Mining and Manufacturing
Footwear Increase: European Union China 1) Policies and programs to promote Value:
Kenya Uganda Vietnam the industry +$11 million
Ethiopia Zambia Italy 2) Deeper regional integration +33 percent
South Africa United States Brazil 3) Growth of private enterprise and
Malawi emergence of key business
South Africa relationships
4) Effects of tariff preferences
Natural rubber Increase: European Union | Malaysia 1) Demand growth and price Value:
Cobte d’lvoire United States Thailand increases +$596 million
Liberia Indonesia +262 percent
Cameroon Vietnam Volume:
Nigeria +53,000 mt

+15 percent
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Table ES.1 Sub-Saharan Africa: Summary of finding

s for selected industries—Continued

SSA exporters SSA export
experiencing Leading shift from
significant competitors in 2002 through
Industry export shifts Key markets key markets Factors affecting shift in exports 2006
Processed Increase: European Union Israel 1) Demand growth and price Value:
diamonds South Africa Switzerland India increases +$199 million
Botswana United States Belgium 2) Policies and programs to promote +43 percent
Mauritius Israel China the industry
Namibia 3) Increased investment Note: data
represent only
South Africa.
Textiles Increase: European Union China 1) Policies and programs to promote Value:
Mauritius Other SSA India the industry +$50 million
South Africa countries Pakistan 2) Increased investment +12 percent
Tanzania United States Turkey 3) Deeper regional integration
Kenya 4) Effects of tariff preferences
Lesotho
Ethiopia
Madagascar
Wood furniture Increase: European Union China Increase: Value:
Zimbabwe Other SSA Indonesia 1) Increased investment -$59 million
Mali countries Vietnam 2) Policies and programs to promote -46 percent
Gabon United States Canada the industry
Kenya Malaysia
Other SSA Decrease:
Decrease: countries 1) Competition in key markets
South Africa 2) Exchange rate effect
Ghana 3) Reduced resource supply
4) Increased local demand
Services
Aviation Increase: European Union European Union 1) Demand growth related to Value:
services Ethiopia Other SSA United States increased travel and freight transport +$331 million
Kenya countries Other SSA services (2001 to 2005)
Madagascar countries 2) Policies and programs to promote +39 percent
Seychelles Morocco the industry
Cape Verde UAE 3) Increased investment
Qatar 4) Growth of private enterprise and
emergence of key business
relationships
5) Infrastructure improvement
Communication | Increase: European Union Note: 1) Demand growth Value:
services South Africa Other SSA Communication 2) Policies and programs to promote +$355 million
Kenya countries exports from the industry (2001 to 2005)
Céte d’'lvoire United States different 3) Increased investment +87 percent
Mali countries are 4) Growth of private enterprise and
Uganda generally not emergence of key business
Ethiopia substitutable. relationships
Nigeria 5) Infrastructure improvement

6) Deeper regional integration
7) Effect of market regulations

Source: Compiled by Commission staff.

Notes: 1) Values for aviation and communication services are likely undervalued due to incomplete IMF reporting data. 2) SSA exporters
in column 2 are listed based on greatest absolute change in export value for the most recent five-year period.
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Table ES.2 Sub-Saharan Africa, factors affecting

trade patterns, by selected industry

Agriculture Mining and Manufacturing Services
Shea Tropical Natural Processed Wood Aviation Communication
Factors Coffee butter Spices fruit Footwear rubber diamonds Textiles furniture services services
Factors contributing to increased exports

Demand growth X X X X X X X X
Price increases X X X X X
Policies to promote the industry — SSA

governments X X X X X X X X X
Policies/programs to promote the industry —

International organizations and governments X X X X X
Increased investment X X X X X X X X
Growth of private enterprise and emergence of

key business relationships X X X X
Infrastructure improvement X X X X
Deeper regional integration X X X
Improved product quality X X
Effects of market regulations X X
Effects of tariff preferences X X
Improved industry organization X
Product differentiation X

Factors contributing to decreased exports

Competition in key markets X X
Low crop yield X X
Political instability X X X
Overproduction X
Exchange rate effect X
Reduced resource supply X
Increased local demand X

Source: Compiled by Commission staff.




Table ES.3 Sub-Saharan Africa: Summary of factors affecting export patterns

Coffee . Sustained rebound in world coffee prices since 2002.

. Greater demand for premium and gourmet coffee, particularly in the United States.

. Ongoing liberalization of the coffee sectors in several SSA countries.

. Success in differentiating coffee from a homogenous commodity through superior quality,
production process, or geographic origin.

Shea butter . Increased demand for natural/organic products in developed countries brought on by increased
consumer awareness of the natural “healing” benefits of shea butter.

. Increased demand for products containing shea butter, such as cosmetics and chocolates, in
markets with rising incomes.

. Increased prices.

. Standardization of EU regulations on other vegetable fats in chocolate besides cocoa.

. Increased supply and improved quality of shea butter.

. Effectiveness of funding and training by non-governmental and international organizations.

. Increased private sector investment.

Spices . Cyclone-induced global price spike for natural vanilla induced consumers to switch to artificial
substitutes, depressing demand for natural vanilla after the SSA industry recovered and
decreasing the value of SSA exports, primarily from Madagascar and Comoros.

. SSA government policies and international government programs designed to support the
industry and encourage investment.

Tropical fruit . Competition from a new variety of pineapple (MD2) in Costa Rica contributed to a downward shift
in exports from Céte d’lvoire and Ghana. Leading SSA exporters have since adjusted their
production strategies to regain market share.

. Growth in demand for bananas and pineapples.

. Increased prices for bananas.

. Assistance from international aid programs.

. Development of industry organizations in key SSA producing countries.

. Increased foreign investment in banana production.

. Changes in EU tariff preferences for bananas have continued to give SSA exporters a
competitive advantage in the EU market.

. Downstream fruit processing occurs in some SSA countries, though limited supply and
inconsistent quality of raw materials hamper growth possibilities.

Footwear . Policies and programs to promote the industry, particularly in Kenya.

. Deeper regional integration.

. Growth of private enterprise and emergence of key business relationships in Ethiopia.

. Elimination of tariffs under AGOA contributed to increased exports from South Africa to the United
States.

Natural rubber . Increased prices resulting primarily from favorable economic climates in the Western economies
and Asia, as well as growth in consumer demand for tires and other products made from natural
rubber.

Processed diamonds . Price increases driven by strong consumer demand.

. Investment in new diamond-processing facilities and programs by SSA governments and
international organizations to promote the downstream processing of rough diamonds.

Textiles . Several agreements to promote intra-African economic cooperation were strengthened and
trading partners took advantage of regional preferences.

. Foreign investment encouraged SSA exports of textiles, fabric, and made-up articles, and in
certain cases foreign investment encouraged new production in higher technology products.

. New EU preference programs (Cotonou Agreement) requiring the use of regional fabric in apparel
receiving duty-free treatment and South Africa’s elimination of tariffs on imports from SADC
partner members.

. SSA government policies to promote the industry.

Wood furniture . Intensified competition from China and other East Asian suppliers in the U.S., UK, and other EU
markets was the main factor contributing to the decrease in SSA exports.

. Other factors for the decrease were: the appreciation of the South African Rand, reduced supply
of timber for the regional pine furniture industry due to forest fires in South Africa and Zimbabwe,
and increased local demand taking away from supply to the export market.

. Despite this decrease over the period, foreign investment has developed new exporters and
various policies to promote the industry and increase investment have been implemented in many
SSA countries.

Aviation services . Steady growth in SSA international passenger (both business and leisure) and air freight
(transport of time-sensitive exports) traffic.

. Expansion of cooperative agreements and alliances among national airlines and governments.

. Continued investment in both capital equipment (airplanes) and infrastructure (airports).

Communication . Increased domestic competition and new licensing policies.

services . Expanded infrastructure development and introduction of new technologies.

. Increased demand for telecommunication services brought on by the greater role of geographic
links, increased African migration, higher GDP per capita in SSA, increased international trade
and investment in SSA, and the development of new, innovative applications of
telecommunications.

Source: Compiled by Commission staff.
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CHAPTER 1
Introduction and Overview

his report provides information on competitive factors affecting selected

industries in sub-Saharan Africa (SSA)' that have experienced significant

shifts in exports.” This report describes industry and market conditions;
identifies the leading SSA exporters, their key markets, and their global
competitors; and identifies, describes, and analyzes factors that have contributed
to significant export shifts in the selected SSA industries for the most recent five-
year period for which data are available. In addition, the report includes brief
overviews of the trends in SSA exports for the agriculture (including fisheries),
mining and manufacturing, and services sectors.

Industry and Country Coverage

This report analyzes eleven SSA industries selected by the United States Trade
Representative (USTR): certain spices (including ginger), coffee, shea butter and
downstream products thereof, and tropical fruit (e.g. bananas, pineapples, and
guavas) and processed products thereof in the agriculture and fisheries sector;
footwear, natural rubber and downstream products thereof, jewelry and
downstream diamond processing (e.g., polishing and cutting), textiles, and wood
furniture in the mining and manufacturing sector; and aviation services and
communication services in the services sector. For each industry, trade data were
used to narrow the focus of the analysis to that part of the industry and to those
countries within SSA that demonstrated substantial or consistent export value
shifts from 2002-06.”

" Throughout the report “SSA” is used to refer to both “sub-Saharan Africa” as a noun and
“sub-Saharan African” as an adjective.

2 On July 27, 2006, the Office of the United States Trade Representative (USTR) requested that
the U.S. International Trade Commission (Commission) prepare three annual reports under section
332(g) of the Tariff Act of 1930 (19 U.S.C. 1332(g)) addressing factors affecting trade patterns of
selected industries in sub-Saharan Africa. This report is the second in that series. The USTR
requested that the Commission submit its report by April 3, 2008. A copy of the request letter is
included in app. A, and the Commission’s notice of investigation, published in the Federal Register
of July 18, 2007 (72 F.R. 39445), is in app. B.

3 Sub-Saharan Africa consists of the following 48 countries: Angola, Benin, Botswana, Burkina
Faso, Burundi, Cameroon, Cape Verde, Central African Republic, Chad, Comoros, Democratic
Republic of the Congo, Republic of the Congo, Cote d’Ivoire, Djibouti, Equatorial Guinea, Eritrea,
Ethiopia, Gabon, The Gambia, Ghana, Guinea, Guinea-Bissau, Kenya, Lesotho, Liberia,
Madagascar, Malawi, Mali, Mauritania, Mauritius, Mozambique, Namibia, Niger, Nigeria,
Rwanda, Sdo Tomé and Principe, Senegal, Seychelles, Sierra Leone, Somalia, South Africa, Sudan,
Swaziland, Tanzania, Togo, Uganda, Zambia, and Zimbabwe. Because data were unavailable for
2006 for all commercial services sectors, export shifts for services are based on changes during
2001-05.
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Information Used in the Report

Merchandise trade data throughout this report, unless otherwise indicated, were
obtained from Global Trade Information Services, Inc.’s (GTIS) Global Trade
Atlas database.® Industry sectors were defined based on 2-, 4-, and 6-digit
harmonized system (HS) classifications (app. table E.1). To minimize the effect
of incomplete trade data from SSA countries, the data presented for exports in
this report represent the value of apparent exports rather than actual reported
exports, unless otherwise noted. That is, as import data are generally considered
more reliable than export data, and export data from a number of SSA countries
were limited, export trade values were derived by aggregating import data values
(including insurance and freight) from all countries reporting to GTIS.’
Furthermore, complete and reliable 2006 data for some industry sectors (e.g.,
aviation services and communication services) were not readily available.

Services industry definitions were based on the International Monetary Fund’s
(IMF) Balance of Payments Manual. Services sector data were compiled from
various sources, including the IMF’s Balance of Payments Manual and the World
Trade Organization’s (WTO) International Trade Statistics 2007.

In addition to the trade data described above, information for this report was
collected from a variety of industry and government sources, including domestic
and foreign industry representatives; international organizations, including the
WTO, the World Bank, the Food and Agriculture Organization (FAO) of the
United Nations, and the IMF; U.S. and foreign government sources, including
U.S. embassies in SSA countries and SSA countries’ embassies in the United
States; and submissions of interested parties. In addition, Commission staff
conducted fieldwork in East Africa (Ethiopia, Kenya, Tanzania, and Uganda),
Southern Africa (Madagascar and South Africa), and West Africa (Cote d’Ivoire,
Ghana, and Senegal).

4 Global Trade Atlas was the primary source of trade data for this report. Most data were
collected as of July 24, 2007; however, Global Trade Information Services, Inc. (GTIS)
periodically updates its database and certain values were updated at later times. All data are
reported as nominal values unless otherwise indicated. Internal European Union trade data were
excluded. Throughout this report, references to the European Union (EU) refer to the EU27:
Austria, Belgium, Bulgaria, Cyprus, the Czech Republic, Denmark, Estonia, Finland, France,
Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, the Netherlands,
Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, and the United Kingdom.

5 Trade data used for the processed diamonds profile are an exception; as the import data are
likely inflated due to double counting of reexports, SSA export data from the leading exporter,
South Africa, were used. Import valuation for most countries reporting to GTIS is based on the
cost, insurance, and freight, or C.I.F. value. Although this approach provided the broadest set of
data, introduction of insurance and freight into the export values may cause additional variation.
For example, increased freight costs associated with increased fuel costs over the period will also
show up as increased export value.
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Approach

The approach employed by the Commission to identify factors that affected trade
patterns in the selected industries included several steps. First, the Commission
analyzed export data in the selected industries to determine whether changes in
exports over the most recent five-year period primarily reflected changes in
prices or changes in quantity. Second, examination of data was combined with
information gathered from domestic and foreign industry and government
sources, as well as international organizations, to identify factors that were
related to demand and supply conditions affecting each selected industry. For
example, factors relating to demand include changes in global demand and
changes in tariff preferences extended to the respective SSA countries in world
markets. Examples of factors relating to supply include increased investment
leading to increased capacity and changes in domestic government policies, such
as tax policies, or infrastructure improvements. The factors identified in this
report are not an exhaustive list and are not ranked according to significance.
Any level of relative significance suggested in the report is a qualitative
assessment based on the information gathered and is not the result of statistical
analysis.

Data sources for this report include public sources of export data, telephone
interviews, e-mail correspondence with domestic and foreign industry
representatives, information from other U.S. government agencies, and fieldwork
conducted by Commission staff. In Ethiopia, Kenya, Tanzania, and Uganda,
Commission staff met with representatives from the aviation services, coffee,
communications services, footwear, shea butter, spice, textile, tropical fruit,
wood furniture, and related industries. In Cote d’Ivoire, Ghana, and Senegal,
Commission staff met with representatives from the aviation services, coffee,
communications services, natural rubber, shea butter, tropical fruit, wood
furniture, and related industries. In Madagascar and South Africa, Commission
staff met with representatives from the aviation services, diamond processing,
natural rubber, spice, textile, wood furniture, and related industries.

Organization of Report

The remainder of chapter 1 provides an overview of SSA sector exports. Chapter
2 profiles the selected agricultural industries; chapter 3 profiles the selected
mining and manufacturing industries; and chapter 4 profiles the selected services
industries.
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Overview of SSA Sector Export Trade

Continued SSA export growth has played an important role in the region’s
strong recent economic performance.® From 2002 to 2006, the average
annual growth rates of merchandise exports by sector from SSA increased
from approximately 5 percent for textiles and apparel to approximately
67 percent for energy-related products. Overall, the average annual growth
rate of exports was 38 percent (figure 1.1). By comparison, global
merchandise exports increased by 22 percent annually over the same
period.” The mining and manufacturing sector has increasingly dominated
SSA’s merchandise exports, going from 82 percent of the total in 2002 to
91 percent of the total in 2006 (table 1.1). Although much smaller on an
absolute basis, SSA services exports also increased significantly, growing by
81 percent during 2001-05 (table 1.2).

Figure 1.1 Sub-Saharan Africa merchandise exports: Average annual growth rates by sector,
2002-06

Total merchandise exports 1
Agricultural products F——
Footwear F———1

Miscellaneous manufactures F——

Electronic products

Textiles and apparel ——

Machinery 1

Forest products F——

Chemicals and related products 1

Transportation equipment :‘F'

Minerals and metals ‘ ‘ ‘ 1

Energy-related products I I T T I 1

0% 10% 20% 30% 40% 50% 60% 70% 80%

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU
external trade.

6 Region-wide real gross domestic product (GDP) grew at an average annual rate of 5.1 percent
from 2002 through 2006, and it is estimated to have grown at an annual rate of 6.1 percent during
2007. IMF, World Economic Outlook Database.

7 IMEF, World Economic Outlook, 2007, 231.
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Table 1.1 Sub-Saharan Africa merchandise and services exports: Value by sector, 2002-06

Change, 2002 to 2006

Sector

2002 2003 2004 2005 2006  Absolute  Percentage

Million dollars

Merchandise exports:

Energy-related products 34,604 46,606 67,298 94,412 127,074 92,470 267
Minerals and metals 21,128 25,937 34,210 40,245 47,397 26,269 124
Transportation equipment 4,312 5,910 6,700 6,862 6,626 2,314 54
Chemicals and related products 2,915 3,591 4,313 5,305 5,311 2,396 82
Forest products 3,342 3,811 4,291 4,450 4,316 974 29
Machinery 1,779 2,090 2,534 2,779 3,516 1,737 98
Textiles and apparel 2,597 3,151 3,534 3,129 3,051 454 17
Electronic products 797 974 1,245 1,363 1,436 639 80
Miscellaneous manufactures 848 989 1,119 1,007 1,025 177 21
Footwear 32 41 45 41 42 10 31

Sub-total mining and manufacturing 72,354 93,100 125,289 159,593 199,794 127,440 176
Agricultural products (including fishery products) 15,465 18,526 19,881 20,631 20,687 5,222 34
Total merchandise exports 87,819 111,626 145,170 180,224 220,481 132,662 151
Total services exports 16,862 21,470 24,644 28,000 na na na
Total exports 104,681 133,096 169,814 208,224 na na na
Merchandise exports as a percent of total trade 84 84 85 87 na na na

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries' official statistics, including EU external trade and WTO
International Trade Statistics 2007.

Note: na = not applicable.

Agriculture

The value of agricultural sector (including fisheries) exports grew by 34 percent
during 2002-06, with an average annual growth rate during the period of
8 percent. As the growth in export value in agriculture lagged significantly
behind the growth in mining and manufacturing, the share of SSA merchandise
exports accounted for by agriculture declined from 18 percent in 2002 to
9 percent in 2006. Furthermore, SSA export growth in the agricultural sector
lagged behind growth in global exports in agriculture, which increased by
45 percent during the same period.® Six SSA agricultural sub-sectors each
generated total export earnings of more than $1 billion in 2006: cocoa and cocoa
products, fresh fish and fish products, fresh and dried fruit, cotton, coffee, and
tobacco. These six sub-sectors accounted for two-thirds of all SSA agricultural
exports.

The four selected SSA agricultural industries profiled in chapter 2, ranked by
2006 export value, are: coffee, tropical fruit, spices, and shea butter. Exports of
coffee and the bananas segment of tropical fruit increased significantly during
2002—-06, by 82 and 69 percent, respectively. Spices and the pineapples segment
of tropical fruit decreased by 47 and 5 percent, respectively during the same
period. Though specific export value shift data are not available for shea butter,
industry sources estimate that export values increased moderately during 2001—
05.

8 GTIS, Global Trade Atlas, reporting countries’ total global imports.
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Mining and Manufacturing

Growth in mining and manufacturing exports was strong during 2002-06;
however, it was concentrated in energy-related products and minerals and metals,
which grew at average annual rates of 67 and 31 percent, respectively, by value
(figure 1.1). SSA exports of energy-related products grew nearly 270 percent by
value during 2002-06, reflecting increased world petroleum prices as well as
increased volume (table 1.1). Similarly, SSA exports of minerals and metals
increased by 124 percent during 2002—06 as strong global demand increased the
volume of exports and fueled higher prices for products such as gold, aluminum,
steel, and copper. SSA exports of all other commodities in the mining and
manufacturing sector rose 52 percent during 2002-06.

The five selected industries in the SSA mining and manufacturing sector profiled
in chapter 3, ranked by 2006 export value, are: natural rubber, processed
diamonds, textiles, wood furniture, and footwear. Exports increased in four of the
five sectors during 2002—-06, with gains ranging from 12-262 percent. The one
exception was wood furniture, which decreased by 46 percent.

Services

Services exports represented about 15 percent of total SSA exports during 2002—
05 (table 1.1).” The value of SSA services exports increased 81 percent during
2001-05, from $15.5 billion in 2001 to $28.0 billion in 2005 (table 1.2)."” The
composition of SSA services exports shifted toward travel and tourism during the
period. Travel and tourism accounted for 47 percent ($13.5 billion) of all SSA
services exports in 2005, an increase from 39 percent ($6.4 billion) in 2001."
Transportation services accounted for 19 percent of all SSA services exports in
2005, a decrease from 22 percent in 2001. All other services (including
communications, construction, insurance, financial, computer and information
services) decreased from 39 to 34 percent of all SSA services exports during
2001-05.

Services exports from SSA are concentrated in the five leading exporters (South
Africa, Nigeria, Mauritius, Kenya, and Tanzania), which accounted for
$19.4 billion in services exports in 2005, representing 69 percent of all SSA
services exports (table 1.2). The predominant type of service exported varied
among exporters. In 2006, for example, tourism services dominated the services
exports from South Africa (67 percent), Tanzania (67 percent), and Mauritius
(60 percent).'”” Other services (including communications, construction,
insurance, financial, computer, and information services) dominated the services
exports from Nigeria (82 percent) in 2005. In Kenya, services exports were

% “Services” refers to commercial services as defined by the IMF and consist of transportation,
travel and tourism, and other services; other services include communications, construction,
insurance, financial, computer and information, royalties and license fees, and other business
services.

1 Services data were not completely available for 2006.

'L IMF, International Financial Statistics Yearbook, 2007.

12 WTO, Statistical Databases.
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divided between transportation services (48 percent) and tourism services
(38 percent) in 2005.

Table 1.2 Sub-Saharan Africa commercial services exports: Value by country, 2001-05

Absolute Percent
Country 2001 2002 2003 2004 2005 change change
Million dollars

Total Africa 32,200 34,500 42,500 51,400 57,600 25,400 79
Total sub-Saharan Africa 15,481 16,862 21,470 24,644 28,000 12,519 81
South Africa 4,728 4,863 8,120 9,444 10,898 6,170 130
Nigeria 1,653 2,524 3,473 3,336 4,164 2,511 152
Mauritius 1,218 1,146 1,274 1,449 1,604 386 32
Kenya 821 773 876 1,227 1,523 702 86
Tanzania 853 860 900 1,058 1,181 328 38
Other SSA countries 6,205 6,696 6,827 8,130 8,630 2,425 39

Source: WTO International Trade Statistics 2007.
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CHAPTER 2

Agricultural and Fisheries Sector Profile

he value of agricultural and fisheries exports from sub-Saharan Africa
(SSA) grew steadily during 2002—06. Increased prices generally drove the
increased value of exports, although the quantity of shea butter exports
increased substantially, as well. Agricultural and fisheries exports decreased as a
share of the total value of SSA exports because the value of mining and
manufacturing exports grew at a much greater rate than agricultural and fisheries
exports. The following tabulation summarizes factors that contributed to shifts in
exports in the selected agricultural and fisheries sectors.

Factors Coffee Shea butter Spices Tropical fruit
Factors contributing to increased exports

Demand growth X X X X
Price increases X X X
Policies to promote the industry — SSA X X X

Governments
Policies/programs to promote the industry — X X X X

international organizations and

governments
Increased investment X X X
Growth of private enterprise and emergence of X

key business relationships
Infrastructure improvement X X
Improved product quality X X
Effects of market regulations X
Improved industry organization X
Product differentiation X

Factors contributing to decreased exports

Competition in key markets X
Low crop yield X X
Political instability X X
Overproduction X
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Coffee

Summary of Findings

The value of SSA coffee exports increased each year during 2002—06, and by
82 percent to $1.1 billion between 2002 and 2006 (table 2.1). Increases occurred
for several SSA coffee-producing countries. The factors behind the overall
increase were a sustained rebound in world coffee prices since 2002; greater
demand for premium and gourmet coffee; ongoing liberalization of the coffee
sectors in several SSA countries since the early 1990s; and success in enhancing
demand by differentiating coffee by superior quality, production process, or
geographic origin. The growing popularity of premium coffee in the United
States in recent years has resulted in the United States becoming an increasingly
important market for several SSA coffee exporters.

Most of the value increase of SSA coffee exports resulted from higher prices.
World commaodity-grade coffee prices saw a dramatic rebound during this period,
doubling from the depressed levels in the early part of this decade. Compared to
value, the volume of SSA exports increased at a lower rate in Ethiopia, Kenya,
Rwanda, and Tanzania.. In Céte d’lvoire and Uganda, export volume actually
declined during 2002—06. Nevertheless, for SSA as a whole, the growing demand
by specialty and gourmet coffee producers for African-origin coffee beans
contributed to some gains in volume, particularly in exports to the United States.
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Table 2.1 Sub-Saharan Africa coffee exports, by selected exporting countries and key markets, 2002-06

Exports Change, 2002 to 2006

Country Key markets 2002 2003 2004 2005 2006 | Absolute Percentage
EU 1,000 dollars 78,172 100,407 126,707 193,319 190,947 112,775 144

Metric tons 49,302 70,541 79,087 81,864 78,343 29,041 59

Japan 1,009 dollars 39,576 39,847 55,562 67,699 87,910 48,334 122

Metric tons 32,344 30,948 36,551 29,055 37,606 5,262 16

iani ’ 1,000 dollars 9,893 12,923 15,153 29,665 42,944 33,051 334
Ethiopia United States | yietric tons 4,421 6,087 7269 10639 15005 10,584 239
All other l,OOQ dollars 11,126 11,482 17,054 24,485 23,415 12,289 110

Metric tons 5,823 6,435 9,965 10,166 9,080 3,257 56

Total 1,009 dollars 138,853 164,766 214,599 315,290 345,347 206,494 149

Metric tons 91,890 114,011 132,872 131,723 140,033 48,143 52

EU 1,000 dollars 66,526 75,097 80,384 97,578 104,251 37,725 57

Metric tons 33,330 40,750 40,398 36,517 35,081 1,751 5

United States 1,000 dollars 12,726 15,438 14,003 21,275 24,139 11,413 90

Metric tons 5,020 5,922 4,871 5,058 5,823 803 16

Kenya Switzerland 1,009 dollars 3,078 2,378 4,230 4,860 5,957 2,879 94
Metric tons 911 733 1,117 1,286 1,369 458 50

All other 1,00Q dollars 14,442 13,552 14,032 19,220 19,741 5,298 37

Metric tons 6,143 5,907 6,461 6,741 6,554 411 7

Total 1,009 dollars 96,812 106,511 112,695 142,978 154,131 57,319 59

Metric tons 45,404 53,312 52,847 49,602 48,827 3,423 8

EU 1,000 dollars 93,684 112,456 109,094 126,541 118,915 25,230 27

Metric tons 126,996 129,283 111,244 98,237 70,479 -56,517 -45

United States 1,009 dollars 3,865 7,009 5,453 10,925 7,527 3,662 95

Metric tons 5,636 10,497 6,975 5,820 4,343 -1,293 -23

Uganda Serbia 1,009 dollars 3,488 4,247 3,306 5,405 4,411 923 27
Metric tons 3,917 4,044 3,506 4,312 2,894 -1,023 -26

All other 1,009 dollars 13,433 16,444 11,369 12,488 10,117 -3,316 -25

Metric tons 18,046 17,243 11,506 10,719 6,205 -11,841 -66

Total 1,009 dollars 114,607 140,299 129,345 155,468 141,047 26,440 23

Metric tons 154,595 161,067 133,231 119,089 83,922 -70,673 -46

Algeria l,OOQ dollars 52,087 59,815 72,721 72,110 79,458 27,371 53

Metric tons 83,765 65,506 84,265 65,191 57,288 -26,477 -32

EU 1,000 dollars 40,024 38,667 35,384 42,125 45,552 5,528 14

Metric tons 70,456 50,229 45,814 46,986 33,682 -36,774 -52

Céte d'lvoire United States 1,009 dollars 779 1,125 1,080 484 971 192 25
Metric tons 1,362 1,709 1,473 529 614 -748 -55

All other 1,009 dollars 6,278 7,985 6,337 4,173 1,810 -4,468 -71

Metric tons 8,885 10,227 6,962 4,573 1,250 -7,635 -86

Total 1,000 dollars 99,323 107,709 115,654 119,004 127,881 28,558 29

Metric tons 164,469 127,671 138,514 117,279 92,834 -71,635 -44

EU 1,000 dollars 22,080 35,484 26,167 48,709 43,233 21,152 96

Metric tons 19,643 32,216 19,964 29,210 21,941 2,298 12

Japan 1,000 dollars 11,037 14,335 16,536 23,188 25,984 14,947 135

Metric tons 6,794 8,012 8,607 9,154 9,613 2,819 42

Tanzania United States 1,009 dollars 1,047 3,108 2,988 6,302 5,454 4,407 421
Metric tons 672 2,300 1,884 2,455 1,851 1,179 175

All other 1,000 dollars 2,923 5,780 4,436 6,735 6,165 3,242 111

Metric tons 3,045 5,456 4,616 7,276 4,559 1,514 50

Total 1,000 dollars 37,114 58,751 50,157 84,975 80,869 43,755 118

Metric tons 30,154 47,983 35,071 48,096 37,964 7,810 26
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Table 2.1 Sub-Saharan Africa coffee exports, by selected exporting countries and key markets, 2002-06—Continued

Exports Change, 2002 to 2006

Country Key markets 2002 2003 2004 2005 2006 | Absolute Percentage
EU 1,009 dollars 32,291 37,419 44,159 46,146 54,008 21,717 67

Metric tons 45,182 42,489 48,441 39,764 38,348 -6,834 -15

Algeria 1,000 dollars 573 2,879 3,729 2,348 6,330 5,757 1,005

Metric tons 834 3,040 4,279 2,035 4,333 3,499 420

Cameroon United 1,009 dollars 1,127 264 818 2,410 945 -182 -16
States Metric tons 1,046 244 995 1,095 727 -319 -30

All other 1,009 dollars 739 805 1,223 1,474 2,215 1,476 200

Metric tons 838 828 1,198 924 1,171 333 40

Total 1,000 dollars 34,778 41,413 49,983 52,421 63,541 28,763 83

Metric tons 47,900 46,601 54,913 43,817 44,579 -3,321 -7

EU 1,000 dollars 16,568 13,915 26,252 36,459 45,038 28,470 172

Metric tons 12,878 10,872 16,754 17,403 19,805 6,927 54

United 1,000 dollars 1,883 1,699 4,544 5,147 6,581 4,698 250

States Metric tons 2,274 2,162 3,213 3,092 2,648 374 16

Rwanda Russia 1,000 dollars 0 0 5 1,457 1,515 1,515 na
Metric tons (0] 0 8 627 581 581 na

All other 1,009 dollars 896 92 894 1,241 491 -405 -45

Metric tons 779 97 1,021 542 301 -478 -61

Total 1,009 dollars 19,362 15,719 31,715 44,326 53,647 34,285 177

Metric tons 15,931 13,132 20,996 21,663 23,335 7,404 46

All other Total 1,000 dollars 66,975 99,160 86,222 140,624 136,870 69,895 104
Metric tons 67,789 92,838 77,235 85,190 85,355 17,566 26

Sub-Saharan Metric tons 607,824 734,328 790,370 1,055,086 1,103,333 495,509 82
Africa Metric tons 618,132 656,615 645,679 616,459 556,849 -61,283 -10

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.

Note: na = not applicable.

Industry Overview

Several SSA countries rely on coffee for the vast majority of foreign exchange
(box 2.1). These countries include leading exporters Ethiopia, Kenya, Uganda,
Cote d’lvoire, and Tanzania. Because they are small producers relative to Brazil,
Colombia, and Vietnam, which collectively account for over 60 percent of world
production, SSA countries have little control over world commodity-grade coffee
prices. This volatility is often the result of weather variations in Brazil, the
world’s largest coffee producer. Additionally, the rise of Vietham as a major
producer and exporter over the past decade has made it increasingly influential in
affecting world coffee prices.

Compared to the large coffee plantations in Latin America, SSA coffee is
produced on smaller farms, utilizing on average only a few hectares of land.
Because virtually all of SSA agriculture is rain-fed, coffee production can be
subject to a high degree of variability in both volume and quality from year to
year.! Historically, SSA coffee exporters have been dependent on European
markets, but in recent years the United States has become an increasingly
important destination with the growing demand for premium or gourmet coffee
among American consumers.

! Rain-fed is defined as growing crops under conditions of natural rainfall rather than using
manmade irrigation systems.
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Box 2.1 Product description for coffee

Coffee is produced in tropical and subtropical climates in Latin America, Asia, and Africa, largely by small landowners.
There are two main types of coffee: Arabica and Robusta. Arabica is grown in higher altitudes in Latin America and
northeastern Africa and accounts for two-thirds of total world production. Robusta is produced in low altitudes in Asia,
western and southern Africa, and Brazil. Because of its superior flavor and aroma, Arabica coffee usually receives a
higher price than Robusta, which is often used as a filler in coffee blends. There are only five coffee producing countries
that consume a substantial amount of their own production: Brazil, Ethiopia, Indonesia, Mexico, and Colombia.?

Coffee is one of the most actively traded commodities in the world. In many years, it is second only to oil as a source of
foreign exchange for developing countries. For several of the world’s least developed countries, exports of coffee account
for over 80 percent of foreign exchange earnings. Most of the world’s coffee is exported to the high-income countries of
Europe, North America, Japan, and Australia. Coffee is a traded on major futures and commodity exchanges, most
prominently in New York and London.*

Coffee is a beverage that is made from the roasted beans of the coffee plant. The process of making coffee begins when
the green beans (or berries) are picked from the coffee plant (usually by hand) and then washed and dried. The coffee
beans are heated to between 180°C and 240°C for 8 to 15 minutes, depending on the degree of roast required. The
longer the coffee is roasted, the darker it becomes. The roasted beans are then ground and brewed in order to create the
coffee beverage.

! International Coffee Organization Web site. http://www.ico.org/index.asp (accessed various dates).
?Baffes, Lewin, and Varangis, “Coffee: Market Setting and Policies,” 2005.

Ethiopia

The Ethiopian economy is highly dependent on agriculture, with agriculture
accounting for almost half of its GDP.? Coffee is the leading cash crop and
consistently the leading export product, accounting for 35 percent of total export
value in 2006.% Ethiopia has been the fourth- or fifth-leading exporter of coffee
in the world over the past 5 years.* In addition, more than 25 percent of
Ethiopia’s population is dependent on coffee production and trade.® Ethiopia is
the birthplace of Arabica® coffee and, unlike the rest of SSA, domestic
consumption is large, accounting for a significant proportion of its usage.” The
combination of good rainfall during the past three years, following a severe
drought in 2002-03, and a recovery in world coffee prices has benefited the
Ethiopian coffee industry immensely. Coffee is produced largely in the central
and southern areas of the country,® and 95 percent of production is from small
landholders.’

2 E|U, Country Profile 2007: Ethiopia, 2007, 23.

? Ibid., 56.

4 USDA, FAS, Tropical Products: World Markets and Trade, June 2007, 9.

® McCarthy, “Linking Smallholder Producer Groups to Higher Value Markets,”
February 12, 2007, 10.

® One of the two major species of coffee, Arabica, represents about two-thirds of the world
market. Compared to the other major species, Robusta, Arabica coffee plants thrive at higher
elevations in a cooler, drier climate. Arabica beans are generally considered to produce better-
quality and more flavorful coffee.

" According to USDA, Ethiopia’s coffee consumption averaged 42 percent of production
during 2002-06. USDA, FAS, Production, Supply and Distribution Online.

8EIU, Country Profile 2007: Ethiopia, 2007, 24.

® McCarthy, “Linking Smallholder Producer Groups to Higher Value Markets,”
February 12, 2007, 10.
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Kenya

Coffee is a major export for Kenya. However, farmers have successfully
diversified their agricultural exports into cut flowers and fresh vegetables in
recent years.'® Kenya is the third-largest coffee producer in Africa, and most of
its production is exported.’* Ninety percent of the coffee grown in Kenya is
Arabica, as Kenya has a comparative advantage in Arabica production due to
higher altitudes.'> The majority of Kenya’s coffee is produced by small-scale
farmers organized into cooperatives for marketing; however, several estates™
operate as well.**

Uganda

Coffee’s share of Uganda’s total exports has dropped considerably since the
1950s when it accounted for over 90 percent of total annual export value.™
Currently, coffee accounts for roughly 20 percent of total exports.*® Because of
the collapse in world coffee prices that occurred in the early part of this decade,
Uganda has continued to diversify into other commodities, but it still ranks
among the top ten coffee exporters in the world.*” Unlike most other SSA coffee
producing countries, Uganda primarily grows the Robusta’® variety rather than
Arabica, and it accounts for almost 90 percent of Uganda’s total coffee
production.’® The lower-grade Robusta coffee is used to meet local demand,
while the higher-grade Robusta is exported.?

Uganda is the second-largest SSA coffee producer after Ethiopia; however, its
coffee production has suffered from coffee wilt disease®* for the past several
years. There is currently no known fungicide for this disease, so the infected trees

10 Kjollerstrom, Agro-based Industries and Growth, July 2007, 6-7.

1 USDA, FAS, Kenya Coffee, May 13, 2005, 2.

12| oise W. Njeru (managing director, Coffee Board of Kenya) and Isaac Muchomba
(executive secretary, Coffee Board of Kenya), interview by Commission staff, Nairobi, Kenya,
October 17, 2007.

13 Estates are coffee farms on large parcels of land. Estate coffee is the product of one farm,
unmixed with coffee from other farms. Estate coffee is grown, processed, and roasted under the
control of the estate farm. Estate coffee is unique to an individual farm.

Y E|U, Country Profile 2006: Kenya, 2007, 30.

iz EIU, Country Profile 2007: Uganda, 2007, 23.

Ibid.

7 USDA, FAS, Tropical Products: World Markets and Trade, June 2007, 9.

18 Robusta is the other major species of coffee besides Arabica and has about one-third of the
world market. Compared to Arabica, Robusta plants grow taller, are more resistant to pests and
disease, and produce more fruits. It is grown in Africa and Brazil, and to a much smaller extent in
Central America. The caffeine content of Robusta beans is about twice that of Arabica. Considered
inferior-tasting to Arabica, Robusta is often used for instant coffee and in supermarket-grade
blends.

EIU, Country Profile 2007: Uganda, 2007, 23.

2 Eugene Nsereko (commercial manager, NKG Coffee Alliance Trust), interview by
Commission staff, Kampala, Uganda, October 22, 2007.

2L Coffee wilt disease (CWD), scientifically known as Tracheomycosis, is caused by a fungus
that blocks water and nutrients from traveling to other parts of the coffee plant from the roots, in
turn causing wilting and eventually death. The disease, which affects only Robusta varieties, was
first reported in the Central Africa Republic in 1927.
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must be destroyed and the growing area disinfected.?? The government and
universities are collaborating in research to find a coffee tree that is resistant to
coffee wilt disease.?®

Uganda’s government coffee replanting program was introduced in 1992 with the
objective of increasing the productivity of the sector by replacing old Robusta
coffee plants with newer, high-yielding varieties and expanding the area planted
with Arabica. This program is administered by the Uganda Coffee Development
Authority®® and provides the new coffee plants to producers free of charge.”

Cote d’lvoire

Cote d’lvoire is Africa’s largest producer of Robusta coffee, ranking fourth or
fifth in world production. Because of the relatively greater importance of cocoa®
to its economy, coffee export revenue is relatively less significant to
Cote d’Ivoire than to some other SSA countries such as Ethiopia and Uganda.
Growing cocoa is relatively less labor intensive compared to coffee and with
cocoa prices relatively more attractive, farmers have been encouraged to produce
cocoa for the past several years.?” In addition, Vietnam is a major world producer
of Robusta, and its dramatic increase in production during the 1990s reduced
Robusta prices for several years. Vietnam’s production has subsequently slowed
since 2000, allowing Robusta prices to recover, and Cote d’lvoire and Ugandan
coffee exports have consequently benefited.?® However, widespread civil unrest
in Cote d’lvoire has reduced the volume of coffee exports during 2002-06,
offsetting the infrastructure advantage it possesses through its seaports and road
network, which is the most extensive in the West Africa region.29

Tanzania

The increase in world coffee prices in recent years, coupled with Tanzania’s
movement toward premium and branded coffee, has resulted in a recovery in
coffee production. Traditionally a large export earner for Tanzania, coffee
production eased during the mid-1990s because of low world prices. About

22 |_ewin, Giovannucci, and Varangis, Coffee Markets, 2004, 85.

2 Uganda Coffee Development Authority officials, interview by Commission staff, Kampala,
Uganda,October 22, 2007.

2 The Uganda Coffee Development Authority (UCDA) was established by statutory mandate
in 1991 following the liberalization of the coffee industry. The UCDA has a statutory mandate to
promote and oversee the development of the entire coffee industry through research, quality
assurance, and improved marketing. UCDA Web site http://www.ugandacoffee.org/index.php
(accessed October 2-November 30, 2007).

% Baffes, “Restructuring Uganda’s Coffee Industry,” October 2006, 14.

% Cote d’Ivoire is also the world’s largest producer of cocoa, accounting for about 40 percent
of global supply. EIU, Country Profile 2007: Cdte d’Ivoire, 2007, 30.

27 Jean-Louis Billon (chairman, lvorian Chamber of Commerce and Industry), interview by
Commission staff, Abidjan, Cote d’lvoire, October 24, 2007.

% USDA, FAS, Production, Supply and Distribution Online.

2 E|U, Country Profile 2007: Cote d’lvoire, 2007, 26.
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95 percent of Tanzania’s coffee is produced by small landholders on plots
averaging 1-2 hectares, with the remainder by larger, privately owned estates.*
About two-thirds of Tanzania’s coffee production is Arabica, with the remainder
Robusta.*

Rwanda

Coffee re-emerged as Rwanda’s top export earner following the rebound in world
coffee prices and a recovery in production. Production was negatively affected by
the country’s civil unrest in the mid-1990s and by low global prices. Coffee
production reached its highest level of the post-genocide period in 2006, but
remains only half of the former average production volume.* The strong demand
for Rwanda’s best Arabica coffee, mainly by U.S. specialty coffee buyers and
roasters, has improved the outlook for the country’s coffee sector.

Sub-Saharan Africa Trade in the Global Context

Global exports of coffee totaled $12.0 billion in 2006. This value represents a
103 percent increase from $5.9 billion in 2002.%* SSA coffee exports were
$1.1 billion in 2006, accounting for 9 percent of the world total and down from
10 percent of the world total in 2002.

Leading Exporters

The largest exporter of coffee to the world is Brazil, followed by Colombia and
Vietnam (figure 2.1).** Brazil accounted for almost one-quarter of the value of
global coffee exports in 2006, and the United States, the European Union, and
Japan were the leading destinations for most coffee exporters.

Reflecting the continued rebound in world coffee prices since 2002, the value of
SSA coffee exports increased 82 percent from 2002 to 2006. Ethiopia represented
almost one-third of the SSA coffee exports by value in 2006, followed by Kenya,
Uganda, and Cote d’lvoire. The primary export destinations for SSA coffee in
2006 were the European Union, Japan, the United States, and Algeria.

z‘; Baffes, “Tanzania’s Coffee Sector,” June 2003, 1.
Ibid.

% E1U, Country Profile 2007: Rwanda, 2007, 27.

33 GTIS, Global Trade Atlas.

* Ibid.
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Figure 2.1 Leading global and sub-Saharan Africa exporters of coffee, 2006

Global Exporters SSA Exporters

Colombia

14%

Kenya Ethiopia
Brazil 14% 32%
24%

Vietnam
10%

Uganda
13%

SSA
9%

Other
12%
Rwanda
5%

Cbote d'lvoire

Other 12% Tanzania LCameroon
43% % 5%
$12,032 million $1,103 million

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics,
including EU external trade.

Leading Export Markets

The leading global markets for coffee are the United States and the European
Union, together representing almost 75 percent of the value of global imports in
2006 (figure 2.2). The United States is the world’s largest consumer of coffee,
although its per capita consumption is well behind Canada and several European
countries.® The European Union is the leading market for SSA coffee exporters,
accounting for 63 percent of the value of SSA exports in 2006. Ethiopia and
Kenya are the largest SSA suppliers to the EU market, with the largest importers
being Germany, Italy, and Belgium. The United States has become the third-
leading market for SSA coffee, accounting for 9 percent of SSA exports in 2006,
up from 6 percent in 2002. Ethiopia and Kenya are the leading SSA suppliers to

the U.S. market.

% |CO, Coffee Market Report July 2007, 2007, 6.
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Figure 2.2 Leading markets for global and sub-Saharan Africa exports of coffee, 2006
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Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics,

including EU external trade.

Factors Affecting Export Patterns

The significant rebound in world commaodity-grade coffee prices during 2002—06
was important in raising the value of SSA coffee exports. By 2006, coffee prices
more than doubled from the extremely depressed levels in 2002. The continued
strong growth of the premium and gourmet coffee industry for the past several
years prompted several specialty coffee manufacturers to seek additional sources
of supplies, including from several SSA countries, and consequently contributed
to an increase in SSA exports during 2002—06.

The continued liberalization of the coffee sector from extensive government
control in several SSA countries, which began in the early 1990s, has improved
the efficiency of coffee production and marketing. Changes in world prices are
now transmitted more directly to producers, who receive a greater share of the
coffee price with the reduced government intervention. Private sector
involvement in the coffee sector has increased, including producer cooperatives.
Industry-related groups are permitted to form associations of growers,
processors, and exporters who seek to improve the quality of SSA coffee and
promote SSA coffee in world markets.

Finally, efforts in recent years to differentiate coffee from a homogenous
commodity through superior quality, production process, or geographic origin
has helped boost SSA coffee exports. The price of this “differentiated” coffee is
determined in channels outside of commodity markets in specialty coffee
auctions or directly between buyers and sellers. In these channels, coffee prices
are often higher. Consumer markets for these differentiated coffees are still
relatively small but are growing more rapidly than for conventional coffee. More
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importantly, consumers appear willing to pay a premium for these characteristics.
Consequently, several SSA countries have made strong efforts toward
differentiating their coffee in order to capture these higher returns.

Price Increases and Demand Growth

Following a precipitous decline in world commodity-grade coffee prices to their
lowest levels in 100 years in real terms in 2002,% a sustained rebound in coffee
prices has benefited SSA coffee exporters. The collapse in coffee prices from
1997 to 2002 had detrimental effects on several SSA coffee exporters. The
rebound in world coffee prices since 2002 has largely resulted from smaller
output levels from Brazil, the world’s largest coffee producer. Additionally,
Vietnam’s coffee production, largely Robusta, has slowed in recent years after
increasing dramatically in the 1990s. Global coffee consumption has also
continuously increased since 2002, most notably in Brazil, the European Union,
and the United States.*’

The continued growth of demand for premium and gourmet coffee in the United
States and other developed countries has resulted in an increased demand for
high-quality coffee marketed by Starbucks and other premium coffee
manufacturers.®® The specialty coffee market, which grew significantly in the
past 15 years, now accounts for over 20 percent of the U.S. coffee market®
because of greater out-of-home consumption in cafes, coffee shops, and
restaurants.*® Because of the specialty coffee industry’s consistent growth and
the unique quality attributes of African coffee, Starbucks has purchased
increasing amounts from SSA producers in recent years in order to expand its
supply sources.*" Starbucks pays a premium for SSA coffee compared to prices
on coffee exchanges in New York and London. In 2006, Starbucks bought coffee
from six SSA countries: Burundi, Ethiopia, Kenya, Rwanda, Tanzania, and
Zambia, although such purchases accounted for less than 10 percent of its global
purchases. In 2007, Starbucks announced plans to double its coffee purchases
from East Africa, the largest coffee-producing area in SSA.** Other specialty
coffee makers and large multinational coffee manufacturers® are also increasing
their purchases of African Arabica coffee because of the increasing demand for
quality coffee. This trend is expected to continue.* Surveys indicate the

% |CO, The Global Coffee Crisis, August 21, 2002.

3T USDA, FAS, Production, Supply and Distribution Online.

% Some of the other leading specialty coffee makers in the United States include Caribou
Coffee, Green Mountain, PJ's Coffee, and Peet’s Coffee & Tea.

% Stephen P. McCarthy (senior technical specialist, ACDI/VOCA), interview with Commission
staff, Washington, DC, October 30, 2007.

0 Bryson, “Why the Coffee Kings Are Losing Their Power,” August 20, 2007.

! These quality attributes include flavor and aroma that are unique to African coffee because of
the soil, climate, and altitude where the coffee is produced.

42 Xinhua News Agency. “Starbucks to Double Coffee Imports from East Africa.” May 8, 2007.

3 These manufacturers are Proctor and Gamble, Kraft, Sara Lee, and Nestle, the four largest
coffee manufacturers in the world.

4 Stephen P. McCarthy (senior technical specialist, ACDI/VOCA), interview with Commission
staff, Washington, DC, October 30, 2007.
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improvement in quality over the past few years and the continued demand for
this quality is likely to be sustained.

Ongoing Liberalization of SSA Coffee Sectors

Several SSA countries reduced government involvement in their coffee sectors
beginning in the early 1990s.“® Prior to these reforms, the governments of SSA
coffee-producing countries had long controlled domestic marketing and trade
because of coffee’s importance as a source of foreign exchange and government
revenue. The two main factors behind the coffee sector reforms were the large
decline in coffee prices caused by the end of the International Coffee Agreement
(ICA)*" in 1989 and assistance by international financial institutions such as the
World Bank and the International Monetary Fund that was tied to market
reforms.*®

The overhead costs of extensive government intervention were high, with
farmers receiving a lower proportion of the export prices than they would have
through a more efficient system. With the liberalization, growers have been paid
more promptly and entrepreneurial activity has increased.” The number of
private exporting firms has increased, including producer cooperatives.”
Reduction in government involvement has allowed producer prices to be linked
to world prices rather than fixed administrative prices and, as a consequence,
producer prices have increased significantly as a share of the export price.>* The
reduced government intervention has allowed exporters and buyers to directly
interact, more effectively conveying quality concerns. Industry-related groups
were permitted to form private associations of growers, processors, and exporters
that sought to improve the quality of SSA coffee and to promote the SSA coffee
in world markets. These associations include the Kenya Coffee Traders
Association, the Uganda Coffee Development Authority, and the Eastern Africa
Fine Coffees Association.

Ethiopia

Ethiopia’s coffee sector was removed from state control in 1991, when the
Ethiopian People’s Revolutionary Party (ERDF) came into power. Since 1999,
several coffee farmer cooperatives have been formed to provide a new marketing
channel, which has encouraged farmers to improve the quality of their coffee by
directly marketing their coffee for export.>® Ethiopia has also been successful in

“ Xinhua News Agency. “U.S. Firm Seeks to Improve Coffee Quality in East Africa,”
February 13, 2007.

“6 This study identifies the factors during 2002—06 that caused an increase in SSA coffee
exports. Although many of these government reforms occurred during the 1990s, the result of these
reforms likely assisted in raising the value of SSA coffee exports during 2002—-06.

47 After World War 11 and until 1989, international coffee trade operated under the International
Coffee Agreement (ICA), which allocated export quotas to individual coffee-producing countries in
order to raise and stabilize prices.

48 Akiyama, “Coffee Market Liberalization since 1990,” 2001, 83.

49 Baffes, Lewin, and Varangis, “Coffee: Market Setting and Policies,” 2005, 305.

% Akiyama, “Coffee Market Liberalization since 1990,” 2001, 96.

*! ponte, “Coffee Markets in East Africa,” September 2001, 18.

%2 Komada, “New Role of Cooperatives in Ethiopia,” March 2007, 102.
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obtaining a premium price for its exports by developing organic coffee and
branding Ethiopian coffee through “The Ethiopian Coffee Trademarking and
Licensing Initiative.” The branding began in 2004 and Ethiopia has secured
trademarks in several countries with licensed distributors.>®

Kenya

In the last half of 2006, the government of Kenya authorized new legislation,
known as the “Second Window,” creating a marketing channel to run
concurrently with the central coffee auction, the traditional marketing outlet for
Kenyan coffee producers held at the Nairobi Coffee Exchange.”* Kenya’s coffee
farmers have long sought an alternative to the coffee auction in the belief that
increased marketing competition would result in higher incomes. The Second
Window allows farmers to sell directly to marketing agents for direct export of
Kenyan coffee.® The marketing agents are licensed and must demonstrate that
they can access export markets, conduct market research, and provide a bank
guarantee to protect farmers’ money.*®

Cote d’lvoire

Cote d’lvoire removed its coffee and cocoa sectors from state control in the late
1990s as part of an IMF/World Bank structural adjustment program. Further
sector reforms followed, and in 2001 the government’s price stabilization fund
for coffee and cocoa was abolished and replaced by the Coffee and Cocoa
Exchange (BCC), a private organization whose objective is to regulate the
marketing and export of coffee and cocoa. Farmers comprise two-thirds of the
BCC’s membership and exporters the remaining third.*’

The BCC regulates and improves revenue of producers, coordinates exports of
coffee and cocoa, and promotes the Ivorian coffee and cocoa label in
international markets. The reforms in the sector were aimed at ensuring minimum
revenue, establishing good purchasing prices, and setting competitive values.®

Tanzania

In the early 1990s, Tanzania eliminated several agricultural marketing boards
that were directly involved with production and marketing.”® The Tanzania
Coffee Board (TCB), formed in 1993, is now focused on quality control through
licensing and regulation. The TCB also licenses all operators in the coffee

%3 Ethiopian Coffee Network Web site. http://www.ethiopiancoffeenetwork.com (accessed
September 11, 2007).

 USDA, FAS, Kenya Coffee: Kenya Coffee Annual Report 2007, May 14, 2007, 5.

% Loise W. Njeru (managing director, Coffee Board of Kenya) and Isaac Muchomba
(executive secretary, Coffee Board of Kenya), interview by Commission staff, Nairobi, Kenya,
October 17, 2007.

% USDA, FAS, Kenya Coffee: Kenya Coffee Annual Report 2007, May 14, 2007, 5.

5 Tano Kassi Kadio (general manager, BCC), interview with Commission staff, Abidjan,
Cote d’lvoire, October 25, 2007.

%% 1bid.

% Beddies, et al., Tanzania Crop Boards Reform,” 2006, 492.

2-13


http://www.ethiopiancoffeenetwork.com/

business and conducts central coffee auctions, where all coffee in Tanzania is
sold to licensed exporters.®® In 2004, the TCB permitted the direct export of
premium specialty coffee rather than through the central auction. This direct
export has allowed Tanzanian producers to develop closer relationships with
specialty coffee buyers in the United States and the European Union, and better
understﬁalnd their requirements for a reliable supply of consistent, high-quality
coffee.

Success in Differentiating Coffee from a Homogenous Commodity

Following liberalization of their coffee sectors in the early 1990s, Ethiopia,
Kenya, Rwanda, Tanzania, and Uganda, made efforts toward differentiating their
coffee to capture higher returns. For most of the industry, coffee is a commodity
that continues to be largely priced on exchanges in New York and London.
However, a growing number of producers and coffee manufacturers differentiate
their coffee on the basis of quality, production process, or geographic origin. The
price of this coffee is determined in channels outside of commodity markets in
specialty coffee auctions or directly between buyer and seller. In these channels,
coffee prices are often higher.®” The differentiated coffee market includes
gourmet and specialty, organic, “fair trade,”®® and eco-friendly or shade-grown®
for which consumers appear willing to pay a premium.® Consumer markets for
these differentiated coffees are still relatively small but are growing more rapidly
than for conventional coffee.

By mid-2007, Ethiopia’s Coffee Trademarking and Licensing initiative had
secured trademarks of Ethiopian coffee in 28 countries, including the European
Union, Japan, and the United States.®® This trademarking of Ethiopian coffee is
an attempt to use intellectual property rights to increase export revenues. The
Ethiopian Fine Coffee Stakeholder Committee, a new group formed to manage
this initiative is composed of cooperatives, private exporters, and the Ethiopian
Intellectual Property Office and has a network of licensed distributors around the
world.®” In June 2007, Starbucks and Ethiopia ended a dispute over this

% Tanzania Coffee Board Web site. http://www.dreamweaver.co.uk/tcb/index.html (accessed
September 14, 2007).

L OTF Group, Improving Competitiveness, 2005, 4344,

82 For example, Ethiopian fine coffee have achieved far greater export prices when traded in
specialty coffee auctions. Ethiopian Coffee Network Web site.
http://www.ethiopiancoffeenetwork.com (accessed October 9, 2007).

% The International Fair Trade Association defines Fair Trade as “a trading partnership, based
on dialogue, transparency and respect, which seeks greater equity in international trade. It
contributes to sustainable development by offering better trading conditions to, and securing the
rights of, marginalized producers and workers.” International Fair Trade Association Web site.
http://www.ifat.org/ (accessed October 9, 2007).

®* Shade-grown or Eco-friendly coffee production maintains the environment through
management of the forest canopy rather than producing coffee through traditional means under full
or partial sun exposure.

8 Lewin, Giovannucci, and Varangis, “Coffee Markets: New Paradigms in Global Supply and
Demand,” 2004, 100.

6 March, “Making the Origin Count: Two Coffees,” September 2007.

%7 Ethiopian Coffee Network Web site. http://www.ethiopiancoffeenetwork.com (accessed
September 11, 2007).
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trademark, and Starbucks is now able to use and promote Ethiopian coffee in its
stores.®

Another example is Uganda’s Good African Coffee (GAC) Company, which was
founded in 2003 to purchase coffee directly from growers at prices to ensure
them profitable returns on their labor.®® GAC claims that it adds value to the
coffee through its stringent quality controls during roasting, blending, and
packaging. Although Uganda mostly produces the Robusta variety, GAC also
uses Arabica varieties grown in the more mountainous region of Kasese, Uganda.
GAC produces four different single-origin, roast, and ground coffees and one 100
percent Arabica freeze-dried coffee, which are named after regions in Kasese,
where they originate. GAC’s products are now sold in large supermarkets in the
United Kingdom, making GAC the first Ugandan coffee company to have a
presence outside of Africa.”

Several U.S. Agency for International Development (USAID) projects in SSA
countries have sought to improve quality differentiation in the specialty coffee
market. According to USAID, its programs in Ethiopia, Malawi, Rwanda,
Tanzania, Uganda, and Zambia have all made progress.”* In one example given
by a USAID representative, a key quality issue for SSA is to increase the use of
washing to separate coffee beans from other cherries produced by the coffee
plant. Because of the lack of a sufficient water supply, most farmers use dry
methods. During 2001-06, USAID allocated more than $10 million for the
Rwandan coffee industry to develop coffee washing stations and rebuild local
infrastructure, helping to improve quality. "

%8 Mekay, “Starbucks Coffee Deal with Ethiopia Hailed As Model,” June 30, 2007.

% Good Africa Coffee Company Web site. http://www.goodafrican.com/index.php (accessed
October 9, 2007).

™ allAfrica.com, “Uganda: Great African Coffee Steams Its Way to Europe, S. Africa,”
January 22, 2007.

™ Chris Kosnik (U.S. Agency for International Development), e-mail message to Commission
staff, September 15, 2007.

2 USAID, “USAID and Rwanda Ambassador Celebrate Rwandan Coffee (April 11),” 2007.

2-15


http://www.goodafrican.com/index.php

Coffee Bibliography

Akiyama, Takamasa. “Coffee Market Liberalization since 1990.” In Commodity Market Reforms,
edited by Takamasa Akiyama, John Baffes, Donald F. Larson, and Panos Varangis, 83-120.
Washington, D.C.: The World Bank, 2001.

allAfrica.com. “Uganda: Great African Coffee Steams Its Way to Europe, S. Africa,”
January 22, 2007.
http://w3.nexis.com/new/delivery/PrintDocdo?fileSize=233082&jobhandle=1862%3A39
(accessed various dates).

Baffes, John. “Restructuring Uganda’s Coffee Industry: Why Going Back to the Basics Matters.”
World Bank Policy Research Working Paper 4020, October 2006.

Baffes, John. “Tanzania’s Coffee Sector: Constraints and Challenges in a Global Environment.”
World Bank Africa Region Working Paper 56, June 2003.

Baffes, John, Bryan Lewin, and Panos Varangis. “Coffee: Market Setting and Policies.” In Global
Agricultural Trade and Developing Countries, edited by M. Ataman Aksoy and John C. Beghin,
297-309. Washington, D.C.: The World Bank, 2005.

Beddies, Sabine, Maria Correia, Shashidhara Kolavalli, and Robert Townsend. “Tanzania Crop
Boards Reform.” In Poverty and Social Impacts of Reforms, edited by Aline Coudouel, Anis A.
Dani, and Stefano Paternostro, 491-520. Washington, D.C.: The World Bank, 2006.

Bryson, York Emily. “Why the Coffee Kings Are Losing Their Power.” Advertising Age,
August 20, 2007. http://adage.com/print?article_id=119940 (accessed various dates).

Crown, Judith. “Coffee: The Generation Gap.” Business Week, October 8, 2007.
http://www.businessweek.com/bwdaily/dnflash/content/oct2007/db2007105 442051.htm?chan=s
earch (accessed various dates).

Economist Intelligence Unit (EIU). “Trading up.” Business Africa, July 1, 2006.

——. Country Profile 2007: Cote d’lvoire. 2007.

——. Country Profile 2006: Kenya. 2006.

——. Country Profile 2007: Ethiopia.2007.

—— Country Profile 2007: Rwanda. 2007.

——. Country Profile 2007: Uganda. 2007.

——. Country Report April 2007: Ethiopia. 2007.

Global Trade Information Services, Inc. (GTIS). World Trade Atlas Database. Annual data

complied from reporting countries’ official statistics, including EU27 external trade.
http://www.qgtis.com/gta/usitc/ (accessed various dates).

2-16


http://w3.nexis.com/new/delivery/PrintDocdo?fileSize=233082&jobhandle=1862%3A39
http://adage.com/print?article_id=119940
http://www.businessweek.com/bwdaily/dnflash/content/oct2007/db2007105_442051.htm?chan=search
http://www.businessweek.com/bwdaily/dnflash/content/oct2007/db2007105_442051.htm?chan=search
http://www.gtis.com/gta/usitc/

International Coffee Organization (ICO). Coffee market Report July 2007. London: 1CO, 2007.
http://dev.ico.org/documents/cmr0707e.pdf (accessed various dates).

Kjollerstrom, Monica. Agro-based Industries and Growth: Prospects for sub-Saharan Africa.
United Nations Department of Economic and Social Affairs. Innovation Briefs Issue 3, July 2007.

Komada, Yuka. “New Role of Cooperatives in Ethiopia: The Case of Ethiopian Coffee Farmer
Cooperatives.” African Study Monographs Supplementary Issue, 35 (March 2007): 87-108.

Lewin, Bryan, Daniele Giovannucci, and Panos Varangis. Coffee Markets: New Paradigms in
Global Supply and Demand. Washington, D.C.: The World Bank, 2004.
https://scaa.org/pdfs/2004 Coffee Markets.pdf (accessed various dates).

McCarthy, Stephen. “Linking Smallholder Producer Groups to Higher VValue Markets, Ethiopia’s
Coffee Cooperatives: A Case Study.” Presentation to the World Bank on Rural Institutions,
February 12, 2007.

March, Elizabeth. “Making the Origin Count: Two Coffees.” WIPO Magazine, September 2007.
http://www.wipo.int/wipo_magazine/en/2007/05/article_0001.html (accessed various dates).

Mekay, Emad. “Starbucks Coffee Deal With Ethiopia Hailed As Model.” allAfrica.com,
June 30, 2007. http://allafrica.com/stories/printable/200706300046.html (accessed various dates).

OTF Group. Improving Competitiveness and Increasing Economic Growth in Tanzania: The Role
of Information and Communication Technologies. Washington, D.C.: The World Bank, 2005.
http://www.infodev.org/en/Publication.81.html (accessed various dates).

PFK Consulting LTD. and International Research Network. Tea and coffee industry in Kenya.
2005. http://www.epzakenya.com/UserFiles/File/Beverages.pdf.

Ponte, Stefano. “Coffee Markets in East Africa: Local Responses to Global Challenges or Global
Responses to Local Challenges?” Centre for Development Research Working Paper 01.5,
September 2001.

Sebolt, Allison. “Coffee On-the-Go.” Food Business News, September 18, 2007.

U.S. Agency for International Development (USAID). “USAID and Rwanda Ambassador
Celebrate Rwandan Coffee (April 11).” Washington, D.C., 2007.

U.S. Department of Agriculture (USDA). Foreign Agricultural Service (FAS). (Author: Kevin N.
Smith). Kenya Coffee: Kenya Coffee Annual Report 2007. GAIN Report No. KE7005,
May 14, 2007.

—— (Author: Mary Onsongo). Kenya Coffee: Kenya Coffee Annual Update Report 2005
GAIN Report No. KE5008, May 13, 2005.

——. Production, Supply and Distribution Online.
http://www.fas.usda.gov/psdonline/psdHome.aspx (accessed various dates).

——. Tropical Products: World Markets and Trade. Circular Series FTROP 2-07, June 2007.

2-17


http://dev.ico.org/documents/cmr0707e.pdf
https://scaa.org/pdfs/2004_Coffee_Markets.pdf
http://www.wipo.int/wipo_magazine/en/2007/05/article_0001.html
http://allafrica.com/stories/printable/200706300046.html
http://www.infodev.org/en/Publication.81.html
http://www.epzakenya.com/UserFiles/File/Beverages.pdf
http://www.fas.usda.gov/psdonline/psdHome.aspx

Wasserman, Miriam. “Trouble in Coffee Lands.” Regional Review, Federal Reserve Bank of
Boston, Quarter 2, (2002): 4-12. http://www.bos.frb.org/economic/nerr/rr2002/q2/q202.pdf.

Xinhua News Agency. “Starbucks to Double Coffee Imports from East Africa.” May 8, 2007.
http://w3.nexis.com/new/delivery/PrintDoc.do?fileSize=2330082&jobHandle=1862%3A39
(accessed various dates).

Xinhua News Agency. “U.S. Firm Seeks to Improve Coffee Quality in East Africa.”
February 13, 2007.

http://w3.nexis.com/new/delivery/PrintDoc.do?fileSize=2330082&jobHandle=1862%3A39
(accessed various dates).

2-18


http://www.bos.frb.org/economic/nerr/rr2002/q2/q202.pdf
http://w3.nexis.com/new/delivery/PrintDoc.do?fileSize=2330082&jobHandle=1862%3A39
http://w3.nexis.com/new/delivery/PrintDoc.do?fileSize=2330082&jobHandle=1862%3A39

Shea Butter”™

Summary of Findings

Total shea SSA exports increased an estimated 35 percent during 2001-05, while
shea butter exports increased 660 percent and shea nut exports increased
21 percent.” Factors that have affected this growth include (1) rising demand for
cocoa butter equivalents (CBEs)” (2) increased prices, (3) growing consumer
awareness of shea butter, (4) training/funding for improved production, and
(5) increased private investment in SSA shea processing. Rising demand for
CBEs, the result of growing world chocolate consumption, is considered the
primary factor affecting international trade in shea butter. Increased investment
in SSA processing, which resulted in higher SSA shea butter production, is also
considered a major factor affecting the shift in SSA shea butter exports vis-a-vis
shea nut exports.

Industry Overview

SSA producers account for all global shea nut production and are the major
source of global trade in unrefined shea butter. Most refined shea butter is
produced in Europe, which is a major exporter of refined shea butter and related
downstream products. Shea nuts and butter are used in the production of a variety
of products, including vegetable fats and cosmetics (box 2.2).

™ HTS subheadings 1207.99.02 and 1515.90.21 include shea and other nuts and oils/fat not
elsewhere specified or identified, respectively. SSA production is dispersed across large rural areas
and is characterized by numerous small/micro-enterprises. Other products including cosmetics,
lotions, hair products, and soaps (HS 3304, HTS 3305.10, HTS 3305.20, and HTS 3401.11.00) do
not specify the percentage of shea in the final product. Industry representatives have stated in
Commission interviews that there is no good source of trade and production data for shea nuts,
butter, or downstream products. The best data available for trade and production are based on
industry knowledge and are subjective. Therefore, this section is a qualitative analysis of the shea
industry.

" LMC International, Ltd., “The Impact of Directive 2000/26/EC,” June 2006. The term “shea”
refers to both shea nuts and shea butter, similar to the use of the term cocoa when referring to both
cocoa bean and cocoa butter.

> CBEs are used sometimes as substitutes in confectionary products to replace cocoa butter due
to costs and certain property differences.
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Box 2.2 Shea butter production, processing, and marketing chain®

Production is primarily naturally occurring and largely determined by weather patterns. Shea tree plantations have not
been established because of the difficulty of domestication, crop oversupply, and a long tree life-cycle (a minimum 9 to 14
years is necessary for a tree to bear fruit). Shea fruit is collected after falling to the ground (June to August). After harvest,
the fruit is separated from the nut and the kernel removed from the dried nut by either traditional (manual) or mechanized
shell cracking. The kernel is then dried to a moisture content of 7-40 percent, allowing for storage without quality loss.
Shea butter is then extracted from the kernel. The kernels are ground and heated to facilitate the conversion into a paste.
The paste is kneaded and boiled, separating the fat, which is skimmed and cooled to create an unrefined shea butter. 2

Unrefined shea butter is further processed into refined shea butter by removing any natural ingredients that are
marketable.’ Refining is often facilitated by chemicals. The four major processes involved in refining shea butter are:
(1) de-gumming, (2) neutralization, (3) bleaching, and (4) deodorization.*

Fractionation is the process of separating the two components of shea butter—the olein (oil) and the stearin (fat). The
stearin is used to produce CBEs and other vegetable fat products, while the olein is usually used to produce margarines.
The cosmetic industry uses shea butter in a variety of forms, including refined, unrefined, hydrogenated, and chemically
modified.

Cultural practice in most villages where shea is gathered requires sales transactions through the men, despite the desire
of many purchasers to work directly with the women producing the kernels and butter.’ Cash sales are made to
intermediary buyers, directly to exporters, or with local businesses when income is needed, rather than selling product on
credit to buyers who are willing to give higher returns at a later date.® Intermediary buyers, typically individuals or small
enterprises with additional available capital, often purchase shea during periods when prices are low, selling the product
later when prices rebound.

There are also several medium-scale oil processing firms, including Kassardjians (Ghana) and Nioto (Togo), that produce
unrefined shea butter via semi-mechanized extraction. These companies sell under various contract arrangements to the
large international oil processing firms.” These firms produce shea products (e.g., refined butter and fractioned stearin for
consumption by consumer-product industries, such as confectionary and cosmetics firms). There are a few major
international buyers of shea that dominate international trade and prices.?

! For more detailed information on production, processing, and marketing chain of shea butter, see USAID WATH four
part study on shea butter. USAID WATH. “Agricultural Studies.”
http://www.watradehub.com/index.php?option=com_content&task=view&id=507&Itemid=117 (accessed
February 5, 2008).

2 Shea butter can be extracted via traditional, semi-mechanized, and fully mechanized commercial methods.

% Many U.S. shea product producers refer to “refining” as only the neutralization process, which is only one step in the
refining process, as defined elsewhere.

* De-gumming avoids color and taste reversion. Neutralization creates a more stable end product and more effective
downstream refining. Bleaching removes pigments from the butter.

® Industry representatives, interviews by Commission staff, Accra, Ghana, November 1, 2007.

® Lack of communication channels between producers and the market also contribute to imperfect information at point
of first sale and lack of commercial development of the industry. Other factors also affect this price differential including
high transportation costs and differences in marketing chains by country. Industry representatives, interviews by
Commission staff, Accra, Ghana, November 1, 2007.

7 Boateng, Agro-Processing, May 10, 2005.

8 Industry representatives, interviews by Commission staff, Accra, Ghana, November 1, 2007.

Shea butter is derived from the nut of the shea tree, also known as a karite tree,
which can only be grown in sub-Saharan Africa (box 2.3).” Shea nut production
is dispersed across western and central Africa’s semi-arid Sahel region, spanning

" There are two species of shea trees, the more predominantly exported Vitellaria paradoxa,
grown in West Africa, and the Vitellaria nilotica, grown in northern Uganda and southern Sudan.
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Box 2.3 Product description for shea butter

Shea products are used for a variety of purposes globally including as an edible vegetable fat (cooking oil, margarine, and
cocoa butter equivalent), hair and skin products, lamp fuel, and housing insulation.' Shea butter has a number of natural
benefits found in smaller concentrations in other vegetable fats for the hair and skin including moisturizing, regenerative,
anti-eczema and anti-wrinkle properties, and ultraviolet protection.”> Many popular cosmetic products containing shea
butter also contain a variety of essential oils and other natural products.?

! Many Africans value the shea oil, the other byproduct of shea kernels, for its nutritional content in areas where other
oils such as olive and palm oil are not available. USAID WATH, “The Shea Butter Value Chain: Production,
Transformation and Marketing,” November 2004, 1; and Pobeda and Sousselier, “Shea Butter,” April 1999.

2USAID WATH, “The Shea Butter Value Chain: Study Synthesis,” November 2004, 5; American Shea Institute Web
site. http://sheainstitute.com (accessed August 2, 2007); and American Shea Institute, 2007 Shea Butter Handbook, 2007.

¢ Among these ingredients are lavender, chamonmile, aloe, jojoba, butter, kukui oil, tea tree oil, babassu oil, therapeutic
minerals, and honey. USAID WATH, “The US Market Study,” November 2004, 2.

19 countries commonly referred to as the “Shea Belt.””" Production, however, is
concentrated in Benin, Burkina Faso, Cote d’lvoire, Ghana, Mali, Nigeria, and
Togo.™

Shea butter’s characteristics differ by geographic region, with certain butters
better suited for different end uses. Ugandan butter has properties that more
closely resemble olive oil, while western African shea has properties similar to
cocoa butter.” Ghanaian and Nigerian shea butters tend to receive higher prices
than other West African shea butters because of higher oil content.®’ However,
Ugandan and Sudanese shea butter, with their higher oil content and less distinct
smell, is preferred by cosmetics firms and commands the highest prices when
available.®

Shea is processed to differing degrees and marketed through several different
channels in SSA (figure 2.3). Shea may be exported as nuts or kernels and in a
refined or unrefined butter form.® Most SSA exports are nuts, but steps have
been taken to develop greater indigenous processing, allowing greater sales of
value-added products.

" In total, there are 19 countries producing shea nuts: Benin, Burkina Faso, Cameroon, Central
African Republic, Chad, C6te d’lvoire, Democratic Republic of the Congo, Ethiopia, Ghana,
Guinea, Guinea Bissau, Mali, Niger, Nigeria, Senegal, Sierra Leone, Sudan, Togo, and Uganda.
The American Shea Butter Institute Web site. http://sheainstitute.com/training.html (accessed
July 31, 2007).

"8 Industry representative, interview by Commission staff, Accra, Ghana, November 8, 2007.

™ This difference is due to the oleic acid content of each regional variety. Ugandan butter has a
59 percent oleic acid content, compared to 47 percent in Nigerian butter and 39 percent in that of
Burkina Faso. See Ferris, et al., “Evaluating the Market Opportunities,” October 2001.

8 Fintrac, Inc., “Market and Technical Survey: Shea Nuts,” 1999, 4.

8 This variety is generally unavailable because of ongoing civil strife in those countries.

8 For terminology purposes of this chapter the term “kernel” and “nut” will be equivalent.
Box 2.2 explains how the kernel is actually derived from the nut.
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Figure 2.3

Shea processing and shea marketing chain
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“The four international oil processing firms that control most of the international trade in shea nuts and butter. See Leading Export Markets section.

Shea butter competes with a number of other products in both the edible fats
industry and in the cosmetics (and natural products) industry, but competition is
limited due to CBE regulations. Shea is the primary vegetable fat used in CBE
manufacturing, although less healthy cocoa butter substitutes, such as the
hydrogenated oil (“shortening”) made from soybean, cotton seed, rapeseed
(canola), and palm oil are also CBEs that can be used as direct alternatives to
cocoa butter.®* The use of CBEs is primarily limited to certain markets (e.g., the
European Union and Brazil), where regulations permit only 5-10 percent of
CBEs as a replacement for cocoa butter in products labeled “chocolate.”® CBE
regulations are contentious in certain markets because of consumer concerns over
product ingredients and labeling (e.g., “butter” versus “margarine”).85

When left unrefined, shea butter, unlike other oils, has high levels of naturally
occurring chemicals that benefit the skin and hair. These natural healing benefits
are highly marketable, especially as consumer awareness of shea butter has

8 Other permitted vegetable fats, referred to as CBEs, include borneo, sal, koku gurgi, and
mango kernel. These less healthy vegetable oils, which are also not as compatible with cocoa butter
as CBEs, are referred to as cocoa butter replacers (CBRs) and cocoa butter substitutes (CBSs),
when used as a cocoa butter alternative. EC, “Directive 2000/36/EC,” August 3, 2000; LMC
International, Ltd., “The Impact of Directive 2000/26/EC,” June 2006.

8Coatings and fillings are not covered by CBE regulations and as such the United States is a
major consumer of CBSs. North America, as a whole, consumes approximately one-fifth of global
coca butter alternatives (CBEs, CBSs, and CBRs). Stapleton, “Market Trends for Cocoa Butter
Alternatives,” March 26-27, 2007.

8 CBE use is of issue because some consider the use of CBEs in chocolate creates an inferior
product that is essentially different from chocolate produced from 100 percent cocoa.
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grown, creating an opportunity for SSA unrefined shea butter producers to
increase the volume and value of exports. Demand for plant-derived natural
chemicals grew by 4.6 percent annually during 2000-05.2® However,
multinational oil-processing firms primarily process shea butter outside SSA
using a method that creates a white, uniform, odorless refined butter more
suitable as an emulsifier but lacking these healing benefits.®’

Sub-Saharan Africa Trade in the Global Context

SSA countries primarily export shea nuts and butter, while Europe solely exports

shea butter. SSA countries account for 100 percent of global production and
export of shea nuts. Shea is primarily an export commodity for SSA with the
equivalent of 80 percent of all shea nuts being exported in either nut or butter
form. The seven major West African producing countries harvest approximately
500,000 mt of shea nuts per year. This compares to estimates of shea nut
production in table 2.2, which represents best-case scenarios as yields normally
fluctuate on a three-year cycle. SSA countries account for most unrefined shea
butter production and exports, while Europe is the primary producer and exporter
of refined shea butter. Shea butter is also produced in India and Japan.

It is estimated that 30-54 percent of SSA shea nuts are exported. Assuming an
average 500,000 mt annual nut harvest, approximately 150,000-270,000 mt of
nuts are exported annually.®® The remainder (approximately 30,000-350,000 mt)
is converted into 60,000-91,000 mt of crude or unrefined shea butter, of which
half is exported.®

8 Demand has especially grown in the United States. USAID WATH, “The US Market Study,”
November 2004, 4.

8 Fintrac Inc., “A Marketing Manual for West Africa,” 2002.

8 USAID WATH, “Refining in West Africa,” October 2004, 2; and USAID WATH, “The
Shea Butter Value Chain: Production, Transformation and Marketing,” November 2004, 2.

8 USAID WATH, “Refining in West Africa,” October 2004, 2.
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Table 2.2 Sub-Saharan Africa shea nut production, shea nut exports, and shea butter exports, by leading

countries®
Shea nut production (estimated collection) Exports (shea nuts) Exports (shea butter)
Leading Leading Leading
producer Metric tons exporter Metric tons exporter Metric tons
Mali 150,000 | Mali 50,000 | Ghana 15,000
Ghana 130,000 | Ghana 45,000 | Togo 15,000
Nigeria Burkina

100,000 | Faso 37,000 | Cote d'lvoire 10,000
Burkina Faso 75,000 | Benin 35,000 | Burkina Faso 3,000
Benin 50,000 | Nigeria 20,000 | Mali 3,000
Céte d'lvoire Céte

40,000 | d'lvoire 15,000 | Niger 1,000

Togo 40,000 | Togo 15,000 | Sudan 200
Sudan 10,000 | Cameroon 2,500 | Uganda 100
Uganda 6,000 | Guinea 450 | Benin 100
Total sub-Saharan Africa 601,000 219,950 47,400

Source: USAID WATH, “The Shea Value Chain: Production, Transformation and Marketing,”

November 2004.

#Aggregate levels are not representative of actual levels as data reflect estimates made in 2004 of total
SSA production for maximum potential shea production; on average 3 kg of shea nuts are required to

produce 1 kg of shea butter.

Leading Exporters

SSA shea butter exports are predominately from countries with sea ports. Ghana,
Togo, and Cote d’Ivoire are estimated to be the largest shea butter exporters,
while Mali, Ghana, Burkina Faso, and Benin are estimated to be the primary shea
nut exporters (figures 2.4 and 2.5).° Though one-third of shea producing
countries are landlocked, Ghana, Togo, Cote d’lvoire, and Benin, all with sea
ports, are major SSA exporters as estimates of intra-SSA trade is not fully known
(e.g., Burkina Faso ships shea through Ghana, which is not always recorded,
resulting in Ghana having larger exports, as the Burkinan shea is eventually

exported).

% For detailed explanation of how data is calculated see USAID WATH, “The Shea Butter
Value Chain: Study Synthesis and Recommendations for WATH,” November 2004, 2; and USAID
WATH, “The Shea Butter Value Chain: Production, Transformation and Marketing,”

November 2004, 2.
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Figure 2.4 Leading sub-Saharan Africa exporters of shea butter and shea nuts®
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Source: WATH best-case scenario estimates. For detailed explanation of how data is calculated see
USAID WATH, “The Shea Butter Value Chain: Study Synthesis and Recommendations for WATH,”
November 2004, 2.

Figure 2.5 Shea nut exports for selected major exporting countries
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Industry estimates are that SSA exports of shea nuts and butter, in nut-weight
equivalents, increased by 35 percent during 2001-05.”* Over the same period,
shea butter exports increased by 660 percent, while nut exports increased by
21 percent. As a result shea butter exports accounted for 26 percent of total shea
exports in 2005 as compared to only 5 percent in 2001. These general trends for
all shea-exporting SSA countries are reflected by the exports of certain SSA
countries shown in figures 2.5 and 2.6.

Figure 2.6 SSA shea exports for selected major exporting countries
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Source: LMC International, Ltd., “The Impact of Directive 2000/26/EC,” June 2006.

Note: Based on limited data.

Approximately 80 percent of shea exports are destined for Europe.*> However,
during 2001-05, SSA exports of shea nuts to India increased from zero to
12,000 mt. These exports are processed by Foods Fats & Fertilizers Ltd. (3F),
and approximately 2,000 mt of the processed butter (stearin) was exported from
India, with nearly one-half going to the EU.*®

°! Nut-weight equivalent is calculated based on requiring approximately 3 metric tons of nuts to
produce 1 metric ton of butter. Industry representative, interview by Commission staff,
November 1, 2007; LMC International, Ltd., “The Impact of Directive 2000/26/EC,” June 2006.

921 MC International, Ltd., “The Impact of Directive 2000/26/EC,” June 2006.

% 3F, based in India, is one of the “big 4” oil processors. See Box 2.3 for definition and uses of
stearin. LMC International, Ltd., “The Impact of Directive 2000/26/EC,” June 2006.
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Although not the largest producers of shea nuts, Ghana and Togo are the largest
SSA exporters of shea butter and related products.94 Since the early 1990s,
Ghanian and Togolese shea butter exports to the European Union increased from
almost nothing to over 15,000 mt annually in 2005 (figure 2.7). With the largest
concentration of shea trees in West Africa, Burkina Faso has a large potential to
expand exports of shea butter to Europe and the United States.95 It is estimated
that the country has production potential of 771,100 mt of nuts annually;
however, only 36,300-72,600 mt are currently harvested annually.*®

Figure 2.7 EU imports of SSA shea butter
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Note: Based on limited data.

% The Shea Network Web site. http://www.thesheanetwork.net/ghana.html (accessed
July 31, 2007).
22 USTR, The African Growth and Opportunity Act Competitiveness Report, July 2005.
Ibid.
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Leading Export Markets

The leading export markets for SSA shea nuts are major processing countries,
including Denmark, India, and the United Kingdom. Meanwhile, Europe, the
United States, Japan, Russia, and India are the leading export markets for shea
butter and downstream products.”” Most of the international trade is conducted
by four large processing companies: AarhusKarsham, Loders Kralaan, 3F, and
Ghana Specialty Fats (table 2.3).

Table 2.3 Shea processing firms (the “big 4”)

Estimated

buying
Company market Tonnage (nut

share weight

(percent) equivalents) Export type Processing location Major selling market
AarhusKarsham 60 150,000 | nuts Denmark EU, US, Russia, Asia
Loders Kralaan 25 62,500 | butter Ghana, Togo N/A
Foods and Fats & Fertilizers
Ltd. 10 25,000 | nuts India India, UK
Ghana Specialty Fats 5 12,500 | stearin Ghana (not producing yet) N/A

Source: Industry representatives.

Approximately 90 percent of shea exported from SSA is destined for the
confectionary/chocolate market in products such as CBEs. In most of the
European market, shea is primarily used in the edible food market and only a
small portion is used in cosmetics. The United States and France are the primary
markets for shea butter for use in cosmetics and natural products.”® Most
industrial refining of shea for the U.S. market is completed in Europe, but several
firms are about to begin processing in the United States.*® U.S. imports are
estimated at 2,500-8,000 tons of refined and unrefined butter annually.*®

Factors Affecting Export Patterns

The ability of SSA to export shea products is dependent on a number of
competitive factors. Factors that have affected this growth include: (1) rising
CBE demand, (2) increased prices, (3) growing consumer awareness of shea
butter, (4) training/funding for improved production, and (5) increased private
investment in SSA shea processing. Rising demand for CBEs, the result of
growing world chocolate consumption, is considered the primary factor effecting
international trade in shea butter.

o7 Industry representative, e-mail message to Commission staff, November 8, 2007.

% 3F Ghana Web site. http://3fghana.com/sheanut.htm (accessed September 5, 2007).

9 Industry representative, interview by Commission staff, Accra, Ghana, November 8, 2007.

100 Estimates are not for any specific year, rather a general estimate for recent years. USAID
WATH, “The Shea Butter Value Chain: Study Synthesis,” November 2004, 5; and industry
representative, interview by Commission staff, Accra, Ghana, November 8, 2007. See “Factors”
section “Growing Consumer Awareness” for more detailed information on U.S. shea imports.
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Rising Cocoa Butter Equivalent Demand

Demand for CBEs in Europe is the primary factor affecting demand for shea
butter.’®* From 2000 to 2005 the global CBE market grew approximately 20,000
mt (29 percent) to an estimated 90,000 mt.'® Though European markets are
considered to be mature for chocolate and chocolate containing CBEs, demand is
increasing for three reasons: (1) changes in CBE regulations in multiple
countries/regions that allow use of CBEs in chocolate, (2) reduced demand for
less healthy CBE substitutes, and (3) rising incomes in emerging economies (e.g.,
Latin America and Eastern Europe).'®

Western Europe and East Asia consume nearly two-thirds of global CBE
production, but most growth has occurred in new markets. Most Asian markets
do not have any regulations on chocolate labeling with respect to CBEs. Though
the European Union recently enacted new, more liberal CBE regulations, certain
EU members already permitted the use of CBEs in products labeled chocolate,
causing the regulation to have little impact on overall European consumption
growth. The majority of the 2000-05 growth in CBE consumption occurred in
markets, such as Brazil and Oceania, where similar legislation was passed. It is
estimated that the Brazilian market for CBEs grew from zero in 2003 to 8,000 mt
in 2005.'**

Healthier eating and rising incomes caused the most significant growth in CBE
consumption. Increased consumer demand for products containing limited or no
trans fats resulted in greater demand for CBEs as chocolate manufacturers
replace these hydrogenated fats with healthier fat substitutes, such as CBEs. %
The switch to CBEs was most predominant in Latin America (Brazil) and eastern
and central Europe. Rising incomes in emerging countries in Latin America,
Eastern Europe, and the Asia-Pacific region has resulted in increased chocolate
consumption which, in turn, has increased demand for CBEs.

Increased Prices

The price of shea is mostly affected by its quality (e.g., oil and moisture content)
and the price of cocoa (through shea’s use in CBESs). Increasingly, quality is
becoming a more important factor than cocoa prices in determining the price
received for shea as cosmetic demand grows. Cosmetic firms are expanding
relationships directly with producers to ensure high-quality product by offering
price premiums. Price premiums are paid for certain natural characteristics that
also improve the butter’s desirability, such as higher oil content, and lower
moisture content and free fatty acids.'® Other factors that attract premiums

102 |ndustry representative, interview by Commission staff, Accra, Ghana, November 2, 2007.

102 Stapleton, Gerard. “Market Trends for Cocoa Butter Alternatives.” LMC International Ltd.
Presented at the Cocoa Outlook 2007 on March 26-27, 2007. Oxford, UK.

122 LMC International, Ltd., “The Impact of Directive 2000/26/EC,” June 2006, 54.

Ibid.

105 The other primary cocoa substitutes are cocoa butter replacers (CBRs), which are typically
composed of vegetable fats from soybeans, cottonseed, rapeseed, and palm olein all of which
require hydrogenation to form the correct consistency for use in chocolates. LMC International,
Ltd. “The Impact of Directive 2000/26/EC,” June 2006, 54.

106 The price premium is received by the exporter.
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include specific iodine values, melting points, and purity.'® These factors are
partially determined by the production processes used in the refining of the
butter.

Cosmetic firms, such as The Body Shop, increasingly purchase shea directly
from village women instead of village middlemen, who are traditionally men. By
purchasing directly from women, firms ensure that price incentives for higher-
quality nuts and butter are realized by the producers.'® Additionally, firms are
able to directly work with individual women’s groups to provide them the
necessary resources and skills to utilize best production practices.'®

Though primarily linked to cocoa prices, shea prices also fluctuate considerably
from year to year and seasonally in response to changes in production volumes,
quality, and availability.**® Average annual prices during 2002-06 fluctuated
between $300 and $400 per mt. Prices increased between 2000 and 2002 and fell
from 2003 to 2005, only to rise sharply to record levels above $600 per mt in
2007. Comparatively, cocoa prices increased significantly in 2002 peaking at
over $2,200 per mt, only to fall and fluctuate around $1,400 to $1,700 per mt
before beginning a sharp rise at the end of 2006. Prices of $2,100 per mt at the
end of 2007 were more than double the January 2002 price.**! The recent shea
price increase since 2005 has been in part a result of increased purchases by the
“big 4,” largely in response to increased demand.?

Growing Consumer Awareness

In recent years the cosmetics industry has promoted products containing
unrefined shea butter to increase consumer awareness and build shea as a viable
product to compete in the growing natural, organic market. Traditionally, the
cosmetics industry preferred refined shea butter to unrefined because it is low-
priced, readily available, of a consistent quality, and less likely to turn rancid.**®
In the 1990s, European cosmetics companies, such as The Body Shop and
L’Occitane, began incorporating, often in large quantities, unrefined shea butter
into product lines while promoting its healing and “natural” characteristics.***
The Body Shop also actively promoted its shea products as “fair trade” through
increasing awareness of the role rural African women play in producing shea.'*®

107 Bpateng, Agro-Processing, May 10, 2005, 5.
122 Industry representative, interview by Commission staff, Accra, Ghana, November 8, 2007.
Ibid.

10 International Shea Butter Conference, October 5, 2007; LMC International, Ltd. “The
Impact of Directive 2000/26/EC,” June 2006, 84.

1l Industry representative, interview by Commission staff, Accra, Ghana, November 8, 2007;
International Cocoa Organization (ICCO), “ICCO Monthly Averages of Daily Prices,”

February 4, 2008.
http://www.icco.org/statistics/monthly.aspx? AD=2002&MD=1&AH=2008&MH=1&Tipo=Tabla&
Datos=USD (accessed February 4, 2008).

112 According to industry representatives, during the current crop season, prices continued to
increase when prices have historically declined. The exact reason for this is not known. Industry
representative, interview by Commission staff, Accra, Ghana, November 8, 2007.

ii Ferris, et al., “Evaluating the Market Opportunities,” October 2001, 52.

Ibid.

115 This suggests to the consumer that paying a premium price for shea products returns greater
income to poor communities in Africa. Ferris, et al., “Evaluating the Market Opportunities,”
October 2001, 10.
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In the United States, most cosmetic firms traditionally purchased refined shea
butter from European processors, but more recently there has been more interest
in purchasing shea directly from Africa in order to obtain product containing
greater levels of its natural, healing qualities."*® This gives Africa the opportunity
to increase shea exports directly to the United States, improving Africans’ returns
on exports.

Training/Funding for Improved Production

A number of poverty elimination and rural development programs were
established across SSA to improve shea production and marketing. Among the
organizations working in this area are U.S. and Japanese international
development agencies and the U.N. Food and Agriculture Organization through
the Common Fund for Commodities. Other programs, funded by organizations
such as the World Bank, aim to improve the overall competitiveness of SSA
across a broad array of products, including shea butter.!*” These programs
generally attempt to improve traditional, labor-intensive production practices that
typically result in inconsistent and poor quality butter. Consistently high-quality
shea butter likely receives price premiums from exports, as the butter is suitable
for use in cosmetics.™™® USAID and other organizations, such as the Prokarite
Project, have provided extensive training and aid for increased mechanization in
rural communities.'*® Also, some small SSA cosmetic shea butter enterprises and
larger international firms have gone directly to their shea butter sources to
provide training, supervision, and machinery so that the end product meets their
standards.**

Increased Private Sector Investment

Traditionally, multinational oil-processing firms produce shea butter in European
refineries to ensure consistent quality and quantity. Recent investments by
multinationals in SSA shea processing, such as in Ghana, increased capacity to
produce bulk shea butter domestically, rather than export shea nuts for processing
overseas. Shebu Ltd., a subsidiary of Loders Croklaan, emerged in 2001 as a
major SSA shea butter extractor. Shebu purchases shea nuts from Loders
Croklaan’s suppliers (Kassardjians and Olam) and produces shea butter for
Loders Corklaan to export from SSA rather than shea nuts.?* In 2005 the shea
butter extractor planned to further expand its suppliers through direct purchase.
Loders Kralaan has moved to extract all of its shea butter within SSA. In Togo,
the company sources shea butter from the single industrial processor, Nioto,
which has resulted in a substantial shift in Togo’s exports from shea nuts to

118 Ferris, et al., “Evaluating the Market Opportunities,” October 2001, 52.

7 USAID WATH, “The Shea Butter Value Chain: Production, Transformation and
Marketing,” November 2004, X.

118 USAID WATH, “The Shea Butter Value Chain: Study Synthesis,” November 2004, 6.

119 Semi-mechanical methods have been introduced for extracting shea butter, such as roasters
and kneaders to improve Ghana’s traditional method’s low yields and efficiencies. In Northern
Ghana, the diesel or electric plate-grinder is the most commonly used “advanced” technology and
is used for a variety of agricultural products. USAID WATH, “The Shea Butter Value Chain: Study
Synthesis,” November 2004, 6.

120 YSAID WATH, “The Shea Butter Value Chain: Study Synthesis,” November 2004, 6.

121 Ferris, et al., “Evaluating the Market Opportunities,” October 2001, 26.
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butter. Blue Mont Trading LTD installed a fractionation plant in Ghana in 2006,
expanding processing capabilities from 40 mt per shift to 75 mt per shift.*? In
2006, ADM and Wilmar Holdings built a plant in Ghana that will begin its first
processing season in 2007, producing stearin for export to the European
market.’” In 2004, Cam, a Swiss group, invested $35.6 million in a partnership
with a Burkinabe village chief to build the Oil Works and Metal Barrel
Manufacturing Plant of Burkina with the capacity to extract 50,000 mt of shea
butter annually and produce metal barrels for the packing of the shea butter.**

122 Boateng, Agro-Processing, May 10, 2005, 10.
123 Dialog Global Reporter, “U.S. Equity News,” 2006.
124 Financial Times, “Burkina Faso,” July 16, 2004.
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Spices®

Summary of Findings

Between 2002 and 2006, the value of SSA spice exports to all markets decreased
by 47 percent (table 2.4). Adverse weather conditions during the period resulted
in irregular production that contributed to considerable inter-year variability in
prices. For example, rapid growth in export values during 2002-04 can be
associated with higher vanilla prices in the wake of a cyclone that hit
Madagascar’s vanilla-growing areas in 2000. Despite declines in export value
during 2002-06, the quantity of spice exports increased by 3 percent, led by
vanilla, cloves, and ginger. Factors contributing to this growth include increasing
global demand for spices and programs designed to promote the industry and to
encourage investment. These programs include funding for training in
production, processing, and marketing. Political unrest in some countries offset
these factors for spice exports.

Industry Overview

Spice exports from SSA involve a wide variety of products and every SSA
country reported exports in 2006. However, exports are highly concentrated both
in terms of products and exporting countries. In 2006, Madagascar was by far the
largest spice-exporting country in SSA followed by South Africa, Comoros, and
Tanzania (table 2.4). All other SSA countries exporting spices accounted for less
than 5 percent of the region’s total. Vanilla beans, cloves, pepper,'? and ginger
accounted for 93 percent of the $156 million in SSA spice exports in 2006.
Nearly 50 percent of SSA spice exports were vanilla beans ($76 million), while
cloves, pepper, and ginger together represented 44 percent ($41 million
[26 percent], $19 million [12 percent], and $9 million [6 percent], respectively).

125 Owing to the dominance of vanilla, cloves, pepper, and ginger among SSA spice exports,
these products and the countries that export them will be the focus of this profile. Spices are
defined as those products classified in Harmonized Schedule (HS) heading 0904, pepper, paprika,
anaheim and ancho peppers, bell peppers, jalapeno peppers, and allspice; HS 0905, vanilla beans;
HS 0906, cinnamon; HS 0907, cloves; HS 0908, nutmeg, mace, and cardamoms; HS 0909, seeds of
anise, badian, fennel, coriander, cumin, caraway, and juniper berries; and HS 0910, ginger, saffron,
turmeric, thyme, bay leaves, curry, origanum, and dill.

128 The largest category of pepper exported by SSA include the genuses Capsicum and Pimenta,
which include paprika, anaheim, ancho, bell, and jalapeno. The other SSA pepper export is from
the genus Piper, which includes black and white pepper.
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Table 2.4 Sub-Saharan Africa exports of all SSA spices, by selected exporters and key markets, 2002—06

Exports Change, 2002 to 2006
Exporters Key markets 2002 2003 2004 2005 2006 Absolute  Percentage
. 1,000 dollars 115453 178,986 134,209 36,024 31,103 -84,350 73
United States Metric tons 852 1.825 686 1.661 1335 483 57
U 1,000 dollars 65,122 74,877 41,531 21,372 29,426 -35,696 55
Metric tons 2,064 2,695 1,777 1,515 2,290 226 11
4 1,000 dollars 19,333 28,179 27,989 16,302 14,567 -4,766 25
Madagascar Singapore Metric tons 3,728 13,400 11,262 5,183 4,325 597 16
Al other 1,000 dollars 17,711 36,173 29,858 19,580 18,056 345 2
Metric tons 2,231 7,694 2,986 5,093 3,692 1,461 65
— 1,000 dollars 217,619 318,215 233,587 94,178 93,152 124,467 57
Metric tons 8,875 25,614 16,711 13,452 11,642 2,767 31
U 1,000. dollars 7,068 7,049 7,447 5,349 5577 -1,491 21
Metric tons 5,701 4,460 3,882 2,107 2,273 -3,428 -60
United States 1,000 dollars 2,477 1,986 1,407 2,463 1,477 -1,000 40
Metric tons 1,771 1,505 1,134 1,165 353 -1,418 -80
. . 1,000 dollars 376 497 810 1,315 1,182 806 214
South Africa Australia Metric tons 278 357 466 378 363 85 31
All other 1,000 dollars 2,959 6,831 4,827 4,386 4,880 1,921 65
Metric tons 7,146 7,592 6,521 4,555 4,037 -3,109 -44
Total 1,000 dollars 12,880 16,363 14,491 13,513 13,116 236 2
Metric tons 14,896 13,914 12,003 8,205 7,026 7,870 53
U 1,000. dollars 13,827 18,607 5,929 6,383 3,992 0,835 71
Metric tons 634 608 502 1,051 668 34 5
ndia 1,000 dollars 348 592 258 844 3,085 2,737 786
Metric tons 63 311 120 264 936 873 1,386
Comoros Singapore 1,000 dollars 3,475 1,565 6,263 4,322 2,754 721 21
Metric tons 605 832 2,193 1,388 857 252 42
All other 1,000 dollars 6,428 7,142 17,074 2,078 1,919 -4,509 70
Metric tons 509 778 523 743 433 -76 -15
S 1,000 dollars 24,078 27,906 29,524 13,627 11,750 12,328 51
Metric tons 1,811 2,529 3,338 3,446 2,894 1,083 60
ndia 1,000. dollars 712 2,627 3,810 5,023 5,970 5,258 738
Metric tons 111 1,319 1,729 1,625 1,779 1,668 1,503
Singapore 1,000 dollars 1,563 5,957 11,336 4,713 1,928 365 23
Metric tons 270 2,728 3,838 1,529 641 371 137
. 1,000 dollars 835 451 637 763 877 42 5
Tanzania EU Metric tons 364 261 396 429 437 73 20
All other 1,000 dollars 2,228 711 691 515 552 1,676 75
Metric tons 1,650 1,543 1,829 2,079 337 1,313 80
S 1,000 dollars 5,338 9,746 16,474 11,014 9,327 3,989 75
Metric tons 2,395 5,851 7,792 5,662 3,194 799 33
Sub-Saharan 1,000 dollars 202,452 423,809 328,269 165023 155,830 -136,622 47
Africa Vieiel Metric tons 35,932 53,057 49,374 42,566 37,185 1,253 3

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.

Spice production in SSA is characterized by small-scale farming by producers
with limited land and limited access to credit. There are no accurate estimates of
the total number of SSA producers or processors. Many SSA spice farmers
belong to grower associations that assist in processing, marketing, and exporting
their products. For example, it is estimated that there are at least 400 local vanilla
grower associations in Madagascar alone, representing more than 10,000
members, and that association membership is growing.*’

Most spice production is labor intensive with little mechanization or use of
chemical inputs. After harvest, farmers typically sell their products to local
traders or buyer cooperatives who, in turn, sell to processors and exporters. The
nature and extent of processing depend on the particular spice, but generally
involve rudimentary, traditional drying, and sorting, that lower the quality of the

127 |FAD, “IFAD Project Sets up Innovative Vanilla Growing Scheme in Madagascar,”
April 12, 2007, 1.
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final product.'® For example, in Nigeria, traditional methods of splitting and sun-
drying ginger result in high rates of spoilage, and poor quality and appearance.*?®

Most SSA spices are exported with little or no processing.”*® In particular,
processing activities that add significant value, such as grinding, blending, and
canning, are typically undertaken by large-scale international spice companies in
the importing country. For example, there is no processing of pepper in
Uganda,**! and in Nigeria, ginger is sold on the world market in split-dried form,
where importing countries further process it into ginger powder, essential oils,
oleoresin, and ginger ale concentrates.”® Similarly, only minimal processing
(e.g., removing stems, cleaning, and drying) of cloves is undertaken before
export for use as either a food ingredient or in cigarette manufacturing."*® Often,
importing countries will process and package products for re-export. For
example, ginger imported by India from SSA is ground and re-packaged for
export all over the world, and most of the SSA clove exports to Singapore are
processed and re-packed for distribution to other Asian markets. SSA vanilla is
exported as raw vanilla beans and further processed in the countries of
destination.**

Spice production in most of SSA lacks internal marketing infrastructure, such as
transparent pricing systems, grades, and standards. For example, clove exports
from Madagascar have been hampered by the inability of suppliers to meet
quality standards of importing countries,*®*® and Nigerian ginger exports
reportedly have gained a reputation for low quality because of poor production
and marketing infrastructure.'*® There is also little coordination between farmers,
buyers, processors, and exporters.

There are three distinct market segments for SSA spice exports. The retail sector,
such as supermarkets, grocery delicatessens, and specialty food stores; the
catering sector, such as hotels, restaurants, and other institutions; and the
industrial sector, including manufacturers of processed food, beverages, tobacco
products, cosmetics, pharmaceuticals, and detergents (box 2.4).**’

128 Trade and Industrial Policy Strategies and Australian Agency for International
Development. SADC Trade, Trade Information Brief, Spices, undated (accessed January 31, 2008).
29 yiljep, Fumen, and Ajisegiri, “The Effects of Peeling, Splitting and Drying on Ginger
Quality,” December 2005.

1%0 Trade and Industrial Policy Strategies and Australian Agency for International
Development, SADC Trade, Trade Information Brief, Spices, undated (accessed January 31, 2008).

B International Society for Horticultural Science, The Uganda Horticultural Sector in
Uganda, January 2005.

32 Yiljep, Fumen, and Ajisegiri, “The Effects of Peeling, Splitting and Drying on Ginger
Quality,” December 2005.

1% UNCTAD, The Market of Cloves in the European Union, 2006.

134 Nielsen-Massey Vanillas, Inc. official, interview by Commission staff, December 12, 2007.
Nielsen-Massey Vanillas, Waukegan, IL, is the largest vanilla importer and processor in the United
States.

% UNCTAD, The Market of Cloves in the European Union, 2006

138 Chemonics International Inc., Global Market Assessment, November 29, 2001.

37 Trade and Industrial Policy Strategies and Australian Agency for International
Development. SADC Trade, Trade Information Brief, Spices, undated (accessed January 31, 2008).

2-37



Box 2.4 Product description for spices

Spices have multiple uses. According to the U.S. Food and Drug Administration, spices are defined as, “any aromatic
vegetable substance in the whole, broken, or ground form, whose main function in food is seasoning rather than
nutritional, and from which no portion of any volatile oil or other flavoring principle has been removed.™ In addition to
culinary ingredients, spices are used in pharmaceuticals, essential oils and soaps, and tobacco products. The vast
majority of vanilla is used as an ingredient in vanilla ice cream. Vanilla is also widely used in baked goods and
confectionery products. Recent high prices of vanilla led to increased production of synthetic vanilla that is significantly
cheaper than natural. There are no synthetic alternatives for the other spices covered in this report. Cloves are commonly
used in cooking, including as a flavor in many foods and beverages, and in cigarette manufacturing.” Clove buds and
stem oils are also commonly used as a fragrance component in soaps, creams, lotions, detergents, and perfumes. Ginger
is an ingredient found in many types of cuisine, especially in Asian dishes, as well as an additive in processed meat
products and an ingredient in soft drinks, such as ginger ale.®> Recent research has discovered important properties of
ginger oil in the treatment of certain medical conditions. Peppers serve primarily as a cooking ingredient, providing a “hot
or spicy” flavor, commonly found in Latin American and Asian dishes.

1 21 CFR § 101.22 (2002).
2 Manitoba Agriculture, Food and Rural Initiatives, “Herb and Spice Industry Overview.”
® Chemonics International Inc., “Global Market Assessment,” November 29, 2001.

Sub-Saharan Africa Trade in the Global Context

Global spice trade was $2.4 billion in 2006, of which SSA countries contributed
$156 million, or 6 percent (figure 2.8). By far the leading SSA exporting country
is Madagascar, accounting for 60 percent of SSA spice exports in 2006. Other
major SSA exporters include South Africa, Comoros, and Tanzania.

Figure 2.8 Leading global and sub-Saharan Africa exporters of spices, 2006

Global Exporters SSA Exporters
Indonesia India
10% 12%
Madagascar
Vietnam 60%
8% China
15%
SSA
6%
B;?Z'l Other
6%
Zimbabwe
2%
South Africa Uganda
5%
Other 8% . Ni gen’a0
44% Comoros Tanzania 5%
8% 6%
$2,440 million $156 million

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including
EU external trade.
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Major markets included the EU, United States, and Japan, which together
account for about one-half of global trade. Close to 55 percent of SSA spice
exports in 2006 were destined for either the EU or the United States. Other
important markets for SSA spice exports were Singapore, India, and Japan.

Leading Exporters

Vanilla

The world’s two leading vanilla exporting countries are in SSA—Madagascar
and Uganda—and together these two countries accounted for about 71 percent of
global exports in 2006. Other major global suppliers are Indonesia, India, and
Papua New Guinea. The top five exporting countries accounted for nearly
90 percent of global exports in 2006. Madagascar is by far the world’s largest
vanilla exporting country, with over 87 percent and 64 percent, respectively, of
SSA and global exports in 2006, followed by Uganda, Comoros, Mauritius, and
South Africa.”® Although the value of SSA vanilla exports declined from
$215 million in 2002 to $76 million in 2006 (a decline of 65 percent), the
quantity of exports actually increased by 75 percent (table 2.5).

World vanilla prices increased from 2002 to 2004, but fell dramatically in 2005
and 2006, largely in response to the sharp fall and subsequent recovery of vanilla
production in Madagascar during this period.

Cloves

Global exports of cloves totaled $103 million in 2006, a decline of 36 percent
from $139 million in 2002. SSA clove exports were $41 million in 2006 and
accounted for 40 percent of total world clove exports, up from 29 percent in
2002. Indonesia was the world’s largest clove exporter in 2006, accounting for
27 percent of the world clove market, followed by Madagascar and Sri Lanka
with shares of 23 percent and 13 percent, respectively. Other major global clove
exporters are Brazil, Comoros, and Tanzania. Madagascar was responsible for
nearly 55 percent of SSA clove exports in 2006, followed by Comoros with
23 percent, and Tanzania with 21 percent. Declining world clove prices
accounted for the decline in world export values between 2002 and 2006. In
order to increase the prices of cloves received by clove producers, in 2002
Indonesia banned clove imports until the local price of Indonesian cloves
increased to a certain price level.*® The use of cloves in Indonesia is almost only
for cigarette factories, known as kretek.**°

138 GTIS, Global Trade Atlas.

1% Feitos, Orion, “Brazilian Cloves Exports,” August 19, 2002; and industry officials,
interview by Commission staff, Antananarivo, Madagascar, November 7, 2007.

140 Feitos, Orion, “Brazilian Cloves Exports,” August 19, 2002.
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Table 2.5 Sub-Saharan Africa exports of vanilla, cloves, pepper, and ginger, by selected exporters 2002—06

Exports Change, 2002 to 2006
Product | Exporter 2002 2003 2004 2005 2006 Absolute  Percentage
1,000 dollars 190,306 274,414 195,903 65,164 66,638 -123,668 .65
Madagascar )
Metric tons 1,176 1,446 729 1,788 2002 826 70
Uganda 1,00Q dollars 9,768 27,829 8,743 5,783 6,878 -2,890 -30
Metric tons 71 122 70 171 273 202 285
; 1,000 dollars 14,698 23,676 21,000 4,260 2,431 -12,266 -84
Vanilla | Comoros Metric tons 86 96 45 55 54 -32 -37
All other 1,000 dollars 224 2,945 710 404 297 73 33
Metric tons 5 35 17 24 13 8 160
SSA total 1,00Q dollars 214,996 328,864 226,356 75,611 76,244 -138,752 -65
Metric tons 1,338 1,699 861 2,038 2,342 1,004 75
1,000 dollars 24,575 40,108 34,706 25,988 22,398 -2,177 -9
Madagascar Metric tons 5,008 20,043 13,808 8485 6,587 679 11
Comoros 1,009 dollars 9,377 4207 8,510 9,361 9,315 -62 -1
Metric tons 1,528 2,037 3,074 3,060 2,789 1,261 83
Cloves Tanzania l,OOQ dollars 4,786 9,171 15,887 10,309 8,501 3,715 78
Metric tons 782 4,212 5,849 3,354 2,566 1,784 228
All other l,OOQ dollars 2,703 817 1,935 1,207 719 -1,984 -73
Metric tons 480 350 641 375 186 -294 -61
SSA total l,OOQ dollars 41,441 54,303 61,038 46,865 40,933 -508 -1
Metric tons 8,698 26,642 23,372 15,274 12,128 3,430 39
. 1,000 dollars 10,657 12,606 9,705 8,847 6,914 -3,743 -35
South Africa Metric tons 8431 6,672 6,057 4174 3171 -5,260 -62
Zimbabwe 1,009 dollars 13,603 12,643 8,960 5,606 3,536 -10,067 -74
Metric tons 9,487 8,293 6,838 3,455 2,605 -6,882 -73
Madagascar 1,00Q dollars 2,205 3,008 2,204 2,461 3,224 1,019 46
Pepper Metric tons 1,177 1,569 1,184 1,394 1,664 487 41
Malawi l,OOQ dollars 915 1,425 1,621 1,751 1,908 993 109
Metric tons 519 418 643 833 1,158 639 123
All other 1,009 dollars 2,252 1,908 2,302 2,048 3,256 1,004 45
Metric tons 1,422 2,120 1,307 1,022 1,626 204 14
SSA total 1,00Q dollars 29,632 31,590 24,792 20,713 18,838 -10,794 -36
Metric tons 21,036 19,072 16,029 10,878 10,224 -10,812 -51
Nigeria 1,009 dollars 1,407 1,627 7,006 11,720 7,167 5,760 409
Metric tons 1,580 1,263 4,931 9,349 6,055 4,475 283
Togo 1,009 dollars 116 91 143 248 610 494 426
Metric tons 115 68 110 166 476 361 314
. Benin 1,00Q dollars 0 14 0 238 380 380 na
Ginger Metric tons 0 0 0 160 389 389 na
Ethiopia l,OOQ dollars 17 498 508 1,512 321 304 1,788
Metric tons 24 608 520 1,356 329 305 1,271
All other 1,009 dollars 712 805 815 254 629 -83 -12
Metric tons 548 1,126 854 1,529 782 234 43
SSA total 1,00Q dollars 2,252 3,035 8,472 13,972 9,107 6,855 304
Metric tons 2,243 2,457 5,895 11,204 7,702 5,459 243

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.

Note: na = not available.

Pepper

Global exports of pepper rose steadily from $857 million in 2002 to about
$1.1 billion in 2006, an increase of 28 percent, spurred by growing demand for
pepper in the major world markets. SSA pepper exports were just $19 million in
2006, accounting for less than 2 percent of the world total. The largest exporter
of pepper in the world is China ($178 million in 2006), followed by Vietnam
($165 million), India ($151 million), and Indonesia ($108 million). SSA pepper
exports declined substantially during 2002-06, falling from nearly $30 million to
about $19 million during this period, reflecting declining production in both
South Africa and Zimbabwe, the two leading SSA pepper exporting countries.
This decline was offset to some degree by both Madagascar, the third-leading
SSA pepper exporter in 2006, and Malawi, the fourth-largest, which rapidly
expanded their exports during this period.
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Ginger

Global exports of ginger totaled $222 million in 2006, a 50 percent increase from
$148 million in 2002. SSA ginger exports were $9.1 million in 2006, accounting
for over 4 percent of total world exports, and up from 2 percent in 2002. The
world’s largest ginger exporting country is China, followed by Thailand, India,
Brazil, Nigeria, and Taiwan. China accounted for nearly 64 percent of the value
of world ginger exports in 2006. Between 2002 and 2006, world ginger prices
increased modestly, while world ginger export quantities increased by 45 percent,
reflecting strong world-wide demand. Nigeria accounted for nearly 79 percent of
SSA ginger exports in 2006, followed by Togo, Benin, and Ethiopia. The primary
destinations for SSA ginger were the EU, India, Morocco, and the United States.
Nigeria was by far the largest SSA supplier to these markets. Nigerian exports of
ginger to the United States increased fourfold during 2002—-06.

Leading Export Markets

Spices from SSA are exported to numerous markets worldwide (figure 2.9).
However, the United States and the EU are by far the leading markets for vanilla,
pepper, and ginger, accounting for 83 percent, 53 percent, and 25 percent,
respectively, of total SSA exports of these products. About 70 percent of SSA
exports of cloves are sent to Singapore and India.

Figure 2.9 Leading markets for global and sub-Saharan Africa exports of spices, 2006

Global Export Markets

United States
20%
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Japan
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SSA Export Markets

EU
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Other
17%

Singapore
12%
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Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics,

including_; EU external trade.
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Vanilla

In 2006, the leading world markets for vanilla were the United States and the EU,
together representing almost 80 percent of the value of global imports. The
United States was the world’s largest consumer of vanilla (mostly used in ice
cream manufacturing), purchasing nearly 42 percent of global imports that year.
The EU accounted for another 38 percent of world vanilla imports, while Japan
and Canada accounted for 7 percent and 5 percent, respectively. In 2006, over
77 percent of U.S. vanilla imports were supplied by SSA countries, mostly from
Madagascar (69 percent) and Uganda (7 percent). The EU and Japan relied on
SSA countries for roughly 77 and 93 percent, respectively, of their vanilla
imports.

Cloves

The leading world markets for cloves are India and Singapore, where cloves are
primarily imported for use in cigarette manufacturing. Together these countries
accounted for about 70 percent of the value of world imports in 2006. Other
major markets are the EU and the United States, with global import shares of
7 percent and 4 percent, respectively. Singapore and India are the leading world
markets for SSA clove exports. About 30 percent of India’s clove imports were
from SSA countries, while over 57 percent of Singapore’s imports were of SSA
origin in 2006. Madagascar is the largest supplier to these markets. The United
States relied on SSA countries for about one-half of its clove imports in 2006.

Pepper

The leading global markets for pepper are the United States and the EU,
accounting for about one-half of the value of global imports in 2006. Other
important pepper importers include Malaysia, Japan, and Singapore. World
demand for pepper grew rapidly from 2002 to 2006, up 25 percent by value and
32 percent by quantity, in part reflecting a growing trend toward the use of more
spices for culinary use in developed countries and rising incomes in developing
countries. The leading market for SSA pepper exports is the EU followed by the
United States and Malaysia.

Ginger

In 2006, Japan was the world’s leading importer of ginger, accounting for about
one-third of global imports, followed by the EU, Pakistan, and the United States,
which together accounted for another 39 percent. During 2002-06, Japan’s share
of global imports fell from over one-half to about one-third. At the same time,
EU and U.S. ginger imports grew rapidly, as did those of Pakistan. The EU is the
leading market for SSA ginger exports, accounting for over one-quarter of SSA
exports in 2006, mainly from Nigeria. India was the second-leading destination
for SSA ginger exports, followed by Morocco and the United States.
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Factors Affecting Export Patterns

During 2002-06, the general trend in SSA spice exports was toward increasing
volumes, decreasing values, and a high degree of year-to-year instability in both
volumes and values. In general, key factors contributing to the volume growth of
SSA spice exports included rising global demand and SSA government policies
and international government programs designed to promote spice industries and
to encourage investment. However, for spice exports and countries, these
favorable factors were likely offset by political instability.

Production and Price Instability

The principal cause for the overall decrease in SSA export values for spices was
the decrease in the world price for vanilla. With limited domestic spice
consumption in SSA, export patterns are driven largely by production. During
2002-06, the volume of SSA vanilla exports fluctuated widely from year to year,
rising or falling by 25 percent or more in 3 of the 4 years, and by over 10 percent
in the fourth year. The value of exports also fluctuated widely from year to year,
and was relatively unchanged only in 2005 and 2006. Vanilla price volatility
during the period was driven primarily by the relatively inelastic demand for
spices in leading markets, and by production changes beginning with Cyclone
Hudah, which struck northeastern Madagascar in April 2000*** and led to
widespread destruction of the principal vanilla-growing areas in the country.'*?

World vanilla prices, spurred by the supply shortage, rose sharply in 2002 and
2003, peaking in July 2004 at $470,000 per ton (figure 2.10).*** Madagascar’s
2004 crop recovered, but in response to record high prices in preceding years,
global demand fell partly because many industrial users of vanilla beans, such as
frozen dessert manufacturers, switched to cheaper synthetic vanilla.'* By
January of 2005, average vanilla prices were close to their early 2000 price levels
of $35,000 per ton.**

1 FAO/GIEWS, Foodcrops and Shortages, April 11, 2000, 3.

12 FAO/GIEWS, “Crop Outlook Further Deteriorates in Madagascar and Mozambique
Following Cyclone Hudah,” April 12, 2000. The cyclone destroyed over 30 percent of the
Madagascar crop and the storage houses containing much of the inventory. Gersema, “Vanilla
Prices Go Through the Roof, Poor Growing Seasons in Madagascar Cause Spike in Costs,”
August 2003.

¥ UNCTAD/WTO, “Spices,” 4.

4 Ipid.

1% Business and Market Expansion Program officials, interview by Commission staff,
Antananarivo, Madagascar, November 7, 2007.

148 Unit values from USITC, Dataweb.
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Figure 2.10 SSA vanilla and clove export unit values, 2000-06
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Growing Global Demand

Spice exports have benefited from strong international demand growth during
2002-06; world imports grew at an average of almost 6 percent annually, with
increases in both developed and developing countries.*” Factors driving demand
include growing ethnic populations inside developed countries and expanding
non-food uses such as health, pharmaceutical, and cosmetic products.*® In
developed countries, such as the United States and the EU, culinary spice use has
increased as the trend toward spicier ethnic foods continued during 2002-06.°
For example, pure extract of ginger is sold as a health product to aid digestion.

Programs to Promote Production and Investment

Because the domestic consumption of spices in SSA markets is generally low,
the level of spice exports is highly dependent on production. In several SSA
countries, technical and financial assistance programs by national governments
and non-governmental organizations (NGOs) have been geared to support the
sector. This assistance is aimed at both supporting spice producers and improving
marketing and exporting infrastructure. Assistance includes providing loans to
small farmers, establishing product quality grades and standards, and improving
rural infrastructure.

47 Government of Australia, Spices, 2.
148 Angrisani, “Cultural Revelation,” December 10, 2007.
49 Industry representative, telephone interview by Commission staff, December 3, 2007.
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Programs to promote spice production can be found throughout the region. For
example, an International Fund for Agricultural Development (IFAD)™ project
for small-scale vanilla producers in Madagascar provided training in improved
production techniques and assistance in managing financial risks associated with
seasonal high price and income volatility. Part of this program included the
establishment of 18 credit unions covering 43 communes that provided farmers
with access to affordable financial services for both borrowing and saving.* In
Uganda, assistance to vanilla and cardamom farmers was provided by the
USAID-funded Uganda Agricultural Productivity Enhancement Program
(APEP).* Working with the two main Ugandan vanilla grower associations, the
Association of the Vanilla Exporters of Uganda (VANEX) and the Ugandan
National Vanilla Association (UNVA), the program involves: (1) training
growers in improved production technologies, (2) helping grower associations to
coordinate and monitor farmer activities, (3) promoting the quality of vanilla
from the farm through processing, and (4) making Ugandan vanilla more
competitive in world markets. In Nigeria, the Kaduna State Agricultural
Development Project is working to improve ginger production, processing, and
marketing by establishing processing centers and providing micro-credit to
farmers.

Political Unrest

During 2002-06, political instability negatively affected exports of SSA spices.
For example, Zimbabwe, the leading SSA pepper exporter in 2002, experienced a
sharp decline during 2003-06, following Zimbabwe’s land reform program that
began in June 2002."** Exports of cloves by Comoros, the second-largest SSA
clove exporting country, were adversely affected by periodic political unrest in
Anjouan, a region that accounts for 90 percent of the Comorian clove crop.™*

150 |FAD, a specialized agency of the United Nations, was established as an international
financial institution in 1977 as one of the major outcomes of the 1974 World Food Conference.

51 IFAD, “Project Sets up Innovative Vanilla Growing Scheme in Madagascar,”
April 12, 2007, 1.

152 USAID, Uganda Agricultural Productivity Enhancement Program, 2007.

153 |_and was acquired from large-scale commercial farmers for redistribution to resettled small-
scale farmers. USAID FEWS, Zimbabwe Livelihood Profiles, September 2005, 9.

154 E|U, Country Profile: Comoros, 2007.
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Tropical Fruit™

Summary of Findings

Growth in consumer demand for both bananas and pineapples in the major
consuming markets of the EU and the United States spurred worldwide trade and
contributed to an increase in exports from SSA producers between 2002 and
2006. Increasing prices in the EU market led to SSA exports of bananas
increasing by 69 percent between 2002 and 2006 in terms of value compared to
only 11 percent in terms of volume. Cameroon and Céte d’lvoire, the largest
SSA banana exporters, together accounted for almost 90 percent of the total SSA
growth by value in banana exports. While increased prices were caused primarily
by growth in demand, the new EU banana tariff regime (see box 2.5) may have
also contributed to the increase. Multinational produce firms expanded their SSA
operations in order to take advantage of increased EU demand and the tariff
preferences granted to SSA countries.

Total SSA exports of pineapples decreased slightly during 2002-06, as
Cameroon and Ghana experienced increases that were offset by a significant
decrease from Céte d’lvoire. The introduction of a sweeter, consumer-preferred
variety of fresh pineapple in the market drove a shift in demand for this variety
(box 2.5). Cameroon, Cote d’lvoire, and Ghana were slower than competing
producers in Latin America to supply the new variety and consequent lost market
share in the EU. West African producers responded by converting their
production from the traditional Smooth Cayenne variety to the new MD2 variety.
This transition had a negative impact on SSA pineapple exports, but should
enable a more competitive SSA industry to emerge in the near future.

Certain factors benefitted both banana and pineapple exports during 2002-06.
Assistance from international aid programs and foreign governments provided
Cameroon, Cote d’lvoire, and Ghana with the ability to upgrade their
infrastructure during this period. Export facilities and feeder roads were
improved, which provided small pineapple growers, as well as larger banana
plantations, with the ability to get their product to the market with greater
efficiency, preserving product quality from farm to the final consumer. These aid
programs, as well as increased foreign investment in new operations and
increased support from industry organizations, significantly improved the
competitiveness of SSA exports.

155 The majority of SSA non-citrus tropical fruit production is from two product categories,
pineapples (HS 0804.30) and bananas, including plantains (HS 0803). Together these two products
make up more than 60 percent of the total volume of all tropical fruits produced in SSA. Pineapples
and bananas are also the most heavily traded tropical fruits and experienced the most significant
shifts in exports during 2002-2006. This section will cover the pineapple and banana sectors in
Céote d’Ivoire, Cameroon, and Ghana because those countries experienced large shifts in exports.
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Box 2.5 Product description for bananas and pineapples

The banana and its relative the plantain are often regarded as the fourth most important food crop for the world after rice,
maize, and wheat. Bananas are generally eaten raw, while plantains are most often cooked. Bananas are also eaten dried
as a snack food. Bananas grow in tropical climates on trees and in clusters. These hanging clusters together make up a
“bunch,” which is the most common commercial form and can weigh up to 50 kg. The majority of global production occurs
in developing countries and plays an important role in their economy and food security. Bananas are generally exported
from developing countries to developed country markets.

Pineapples are second only to bananas as both the EU’s and the United States’ most popular tropical fruit. Pineapples are
also produced in warm equatorial climates. Fresh pineapple is difficult to ship long distances because it can quickly
become over-ripe if not properly handled. As a result, a large percentage of pineapples traded globally are processed and
canned. The Smooth Cayenne pineapple was traditionally the most prevalent; however, it had several undesirable
characteristics such as tough flesh and large spikes. A new pineapple variety, the hybrid MD2, possesses characteristics
preferred by consumers, which has led to its increased consumption in recent years. For example, it is uniform in size and
ripeness, has spineless leaves, and is less resistant to internal browning, thus giving it a longer shelf life and making it
easier for producers to ship and handle. Consumers also prefer the MD2 variety because it is sweeter, less acidic, and
more palatable. Del Monte launched this variety in Costa Rica and began marketing it as the MD2 variety in the late
1990s.1

1 Del Monte, The History of the Pineapple, October 2006. The development of new pineapple breeds dates back to
the 1970s when Dole, Del Monte, and the Maui Land and Pineapple Company partnered with University of Hawaii
scientists and the Pineapple Research Institute to develop and introduce new hybrid pineapple varieties.

Industry Overview

Production of bananas and pineapples has thrived in Cameroon, Cote d’lvoire,
and Ghana due to favorable climate conditions and soil fertility. Bananas and
pineapples flourish in subtropical equatorial climates where the temperature
remains high. As a result of these climatic requirements, tropical fruits are
typically grown in various Latin American, African, and Asian countries situated
around the equator.

Nevertheless, the lack of a comprehensive “cold chain” from farm to port and
adequate road networks seriously impacts the competitiveness of SSA exports.™®
Because fresh tropical fruits are highly perishable, efficient infrastructure
systems are critical to the success of banana and pineapple export industries.
However, pre-cooling and cold-storage facilities are limited for producers and
exporters throughout SSA. While there are some facilities in place in Ghana,
these are largely unused because a complete cold-storage chain, while under
construction, has yet to be completed. As a result, approximately 40 percent of all
Ghanaian agricultural output is lost annually due to inadequate cold-storage
facilities, infrastructure, and road networks.™’ Cold-storage facilities and supply

156 The percentage of tropical fruit products shipping from Cameroon, Cdte d’lvoire, and
Ghana by sea freight has grown significantly as the number of reefers with cold storage capabilities
has increased. Pineapples and bananas are generally transported from the farm at ambient
temperatures prior to reaching the port for sea-freight shipping but will be cooled slightly once in
the hold of the reefer vessel or container. Air freight remains expensive and therefore is generally
used only for the highest-quality products. Adongo, “Reflecting National Circumstances and
Development Priorities,” 8.

57 «“Ghana-1Irrigation is a Priority,” edited by Pita Adams, Africa Research Bulletin,17054A—
17055A.
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chains, as well as more dependable road networks, are being developed in all
three countries.

Recently, large international agribusiness corporations have begun to play a more
significant role in the pineapple sector in West Africa and in the banana sector in
Ghana. Compagnie Fruitiere, of which Dole Food Company, Inc., has a
40 percent stake, began its Ghanaian operations in August of 2003 under the
locally registered name of Golden Exotics Ltd. Compagnie Fruitiére plays an
influential role in the region and has a history of large banana and pineapple
production facilities throughout West Africa. As more international firms have
entered SSA through partnerships, joint ventures, or direct investment, and as
worldwide demand for tropical fruits has increased, the hectarage utilized for
production of these fruits has increased significantly.

Downstream processing of tropical fruit in Cameroon, Cote d’lvoire, and Ghana
is fairly limited. Despite the fact that SSA firms generally have adequate
technical expertise allowing them to remain competitive, they face numerous
challenges that limit the possibility of growth.™®® Downstream processing, of
pineapple juices and concentrates as well as sliced and canned pineapple, is
limited primarily due to concerns about the reliability of the supply of the fresh
goods needed for processing. The lack of sufficient fresh produce for processing,
which has intensified as a result of the transition to newer varieties; rising fresh
produce prices; and quality concerns are the primary supply issues that limit the
expansion of downstream processing in SSA (box 2.6).

158 Industry official, interview by Commission staff, Ghana, October 30, 2007.
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Box 2.6 _Downstream tropical fruit production

A limited number of firms in Cameroon, Céte d’'lvoire, and Ghana are operating in the downstream sectors of the fresh
tropical fruit industry. Downstream processing includes the processing of tropical fruits, primarily pineapples and
mangoes, into various forms such as fruit salads, juices, concentrates, and sliced and canned produce. Bananas are
only processed into a limited amount of forms, such as dried chips, and only a very small amount of banana processing
occurs worldwide.

In Cote d'lvoire, pineapples are the only fresh produce to benefit from a well-structured processing industry. The
processing is primarily done by two firms, Confripral and Safco. Both firms produce pineapple juice and concentrate,
while Confripal also produces fruit pulp in cans. In Ghana, downstream industries consist of several small-and
medium-sized companies. The processing firms in Ghana include: Blue Skies, which ships fresh pineapples and other
tropical fruit, both organic and non-organic, also processes fruit into fruit salads; Astek, which is a large processing and
packaging company that produces fruit juices; Dansak Farms, which produces fresh fruit juices as well as dried fruits and
nuts; Ebenut Ghana, which produces dried fruits and nuts; N'Kulenu, which is a producer of preserves and fruit sauces;
and Athena Foods, which produces fruit juices and concentrates.

While demand for processed products has increased in European markets, the challenges that limit downstream
processing in SSA generally lie on the supply side. The primary concern has been the availability of high-quality fresh
fruit needed for processing. Processors compete with exporters that demand high volumes of fruit and often offer higher
prices for raw materials.” The transition to the new MD2 pineapple variety has also limited the availability of raw
materials, especially for the juice producers. Juicers generally prefer to use the Smooth Cayenne pineapple variety,
however, very few growers are still producing the Smooth Cayenne variety as a result of the fresh market preference for
MD2.2 The supply of quality raw materials is also a hindrance to downstream processing of tropical fruits. Quality
standards are of significant importance to European importers, and if SSA processors are not able to maintain their
quality certifications, then their business is impacted tremendously. One problem is that fruit acidity levels are often
inconsistent. Second, varying levels of supply cause inconsistent quality. For example, in 2004 Athena Foods of Ghana
had an oversupply of the Smooth Cayenne variety due to the lack of demand in Europe and as a result, quality
decreased.

! Sofreco,”Strategic Evaluation of the Agro-Industrial Sector,” September 4—7, 2002.
% Industry official, interview by Commission staff, Ghana, October 31, 2007.
®Industry official, interview by Commission staff, Ghana, October 31, 2007.
* Industry official, interview by Commission staff, Ghana, October 31, 2007.

Bananas

In Cameroon, Coéte d’lvoire, and Ghana, most bananas are grown on medium to
large plantations that are located near the major road networks, allowing for more
efficient transport of the produce. Farm sizes have become the norm in SSA
because large capital investments are needed in order to establish efficient
growing plots. **° In addition, expansion requires a significant amount of capital
expenditure prior to generating an output because banana trees take
approximately 12 to 16 months to bear fruit and the bananas are generally
harvested only once a year.

In Coéte d’lvoire, banana plantations cover an area of approximately
5,500 hectares. The industry has experienced significant consolidation; since
1993, the number of plantation sized farms has dropped from 83 to fewer than
30.1%° As West African producers have become increasingly export oriented,
consolidation has occurred as a result of the competitive pressure from Latin
American countries outside of the EU tariff-exempted African, Caribbean, and

159 Minot, “Are horticultural exports a replicable success story?” 36.
180 Industry official, interview by Commission staff, Céte d’Ivoire, October 24, 2007.
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Pacific (ACP) regions to reduce the cost of production while at the same time
adhering to the strict quality and sanitary conditions that European importers
require.*® A portion of overall banana production does come from smaller farms;
however, according to the Food and Agriculture Organization (FAO), smaller
growers are “usually located in poor soils, with steep slopes and limited water
availability... [they] are finding it increasingly difficult to compete and are
slowly disappearing.”*®? In Céte d’Ivoire, the largest export companies are the
Banana Development Society (SCB), a venture in which Dole Food Company,
Inc. has controlling ownership interest; Banador, a subsidiary of Chiquita Brands
International; and Canavése. The employment generated by these banana
operations is estimated at approximately 20,000-30,000 jobs.*®?

While the banana industry is relatively young in Ghana and smaller than some of
its SSA competitors, it has a competitive advantage in its productivity. Hotter
temperatures in Ghana allow banana trees to produce an average of 1.7 bunches
of bananas per year compared to 1.3 bunches in Cameroon and Céte d’Ivoire.™®

Pineapples

Pineapple-producing companies in Cameroon, Cote d’Ivoire, and Ghana range in
size from small individual subsistence farmers, to medium-size local companies,
to cooperatives and joint ventures generally established through investments by
larger multinational produce firms. The larger cooperatives and joint ventures
generally operate at almost all stages of the value chain and often produce,
process, and export the product.®® There are 56 pineapple exporters in Ghana,
with the largest five accounting for 57 percent of the product.®

Small landholders that produce pineapples on farms generally between 0.5 and
10 hectares in size continue to play a crucial role in the SSA pineapple industries
and make up a significant percentage of production.’®” These small growers
generally have limited access to inputs such as mechanical equipment, training,
and seeds, but are vital to the industry’s success because large exporters
generally have to subcontract with them in order to acquire their needed supply
of fruit. In Ghana, exporters buy approximately 40 percent of their export
requirements from small independent growers under various arrangements.*®® In
Cote d’lvoire an even larger percentage of exports is purchased from small
independent growers.'®® Small growers tend to be more common in pineapple
production compared to other tropical fruit production because the initial
investment cost of establishing a farm is relatively low.”® Unlike bananas and

161 Minot, “Are horticultural exports a replicable success story?” 38.

162 FAQ, “The World Banana Economy 1985-2002.”

1623 USAID, “Policies Affecting the Development of Ghana’s Banana-Export Sector,” 69.

184 Industry official, interview by Commission staff, Accra, Ghana, October 30, 2007.

185 Danielou, “The Rise of Ghana’s Pineapple Industry,” November 2005, 17.

188 The five largest exporters are Jei River, Farmapine, Koranco, Milani, and Prudent. Danielou
“The Rise of Ghana’s Pineapple Industry,” November 2005, 17.

167 Minot, “Are horticultural exports a replicable success story?” 36.

168 yeboah, Godfred, “The Farmapine Model,” January 16, 2005.

132 Minot, “Are horticultural exports a replicable success story?” 36.

Ibid.
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other tropical fruits, pineapples have a short crop cycle time and are generally
harvested every 6 to 8 months. Because of this faster crop cycle time, the
investment risk and the capital requirements per unit of production are
reduced.'™* However, poor roads in these countries penalize the small growers
that tend to operate in more remote areas of the country.

Partnerships between small growers and large exporters can provide the growers
with access to necessary inputs that the growers may not be able to acquire on
their own. Exporters will occasionally provide assistance, often in the form of
chemicals, planting materials, or even cash advances, to independent growers
with the understanding that the grower sell his produce to the exporter. In Ghana,
the arrangements between small growers and larger exporters are rarely made
with legal contracts. This creates an uncertain business environment for both the
producers and traders, as the growers will often disregard their previous
agreements to sell to other exporters who are offering higher prices.*"

Sub-Saharan Africa Trade in the Global Context

Bananas

Global banana production totaled almost 70 million metric tons (mmt) in 2006.
While bananas are produced in many tropical countries worldwide, the majority
of production and trade is highly concentrated in a few countries. The 10 largest
banana-producing countries accounted for about 75 percent of total banana
production in 2006; Brazil, China, Ecuador, India, and the Philippines alone
produced more than half of the total.*” In 2006, 35 SSA producers accounted for
almost 4 mmt, or 6 percent, of worldwide production. During 2002-06, the
largest SSA producers in order of production volume were Burundi, Cameroon,
Uganda, Kenya, and South Africa. Global production of bananas increased by
3 percent volume between 2002 and 2006, while global exports have increased
by 13 and 42 percent, in terms of volume and value, respectively. SSA exports
grew at a similar rate to global exports by volume, increasing by approximately
11 percent during 2002-06. However, in terms of value SSA exports grew by
69 percent (table 2.6).*™

171 YSAID, “Policies Affecting the Development of Ghana’s Banana-Export Sector,” 104.
172 yeboah, Godfred, “The Farmapine Model,” January 16, 2005.

1% EAQ, FAOSTAT Production Database.

174 GTIS, Global Trade Atlas.
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Table 2.6 Sub-Saharan Africa exports of SSA bananas, by selected exporters and key markets, 2002—-06

Exports Change, 2002 to 2006
Exporter Key markets 2002 2003 2004 2005 2006 Absolute Percent
1,000 dollars 134,125 214,852 213,408 226,758 221,157 87,032 65
Metric tons 236,502 298,507 261,244 252,926 252,722 16,220 7
1,000 dollars 1,731 1,134 665 216 510 -1,221 -71
Cameroon All other Metric tons 4,542 2,838 788 74 627 -3,915 -86
1,000 dollars 135,856 215,986 214,073 226,974 221,667 85,811 63
Metric tons 241,044 301,345 262,032 253,000 253,349 12,305 5
1,000 dollars 112,992 158,929 183,402 164,034 180,441 67,449 60
Metric tons 216,742 210,952 210,776 183,850 221,791 5,049 2
Cote d'Ivoire All other l,OOQ dollars 4,404 5,374 7,196 7,493 9,025 4,621 105
Metric tons 13,345 13,540 15,548 16,442 20,590 7,245 54
1,000 dollars 117,396 164,303 190,598 171,527 189,466 72,070 61
Metric tons 230,087 224,492 226,324 200,292 242,381 12,294 5
1,000 dollars 2,647 1,245 2,500 3,763 16,852 14,205 537
Metric tons 3,536 1,238 2,003 4,331 22,615 19,079 540
1,000 dollars 23 26 8 6 75 52 226
Ghana All other Metric tons 25 32 4 5 158 133 532
1,000 dollars 2,670 1,271 2,508 3,769 16,927 14,257 534
Metric tons 3,561 1,270 2,007 4,336 22,773 19,212 540
1,000 dollars 250,342 375,430 399,877 395,807 421,040 170,698 68
Metric tons 457,434 510,935 474,274 441,907 498,400 40,966 9
Sub-Saharan All other 1,000 dollars 8,714 6,933 8,525 9,308 15,833 7,119 82
Africa Metric tons 23,587 18,148 19,358 23,350 35,426 11,839 50
1,000 dollars 259,056 382,363 408,402 405,115 436,873 177,817 69
Metric tons 481,021 529,083 493,632 465,257 533,826 52,805 11

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.

Pineapples

Global pineapple production was approximately 18 million mt in 2006 and in
recent years has been characterized by steady growth.'”® Between 2002 and
2006, global production of pineapples increased by 15 percent by volume. In
2006, the largest producers were Thailand (2,705,179 mt), Brazil (2,487,116 mt),
the Philippines (1,833,910 mt), China (1,400,000 mt), India (1,229,400 mt), and
Costa Rica (1,200,000 mt).'”® The 23 countries that produce pineapples in SSA
produce about 14 percent of the world total each year, which in 2006 was
2.6 million mt.'”” During 2002-06, the largest SSA producers in order of
production volume were Nigeria, Kenya, South Africa, Cote d’lvoire, and the
Democratic Republic of the Congo.

Growth in global exports of fresh pineapples grew at an even faster rate than
production during 2002-06: approximately 84 percent by volume.*”® Although
SSA countries have historically held a significant share of global pineapple trade,
that share dropped during 2002-06 as total SSA pineapple exports fell 28 percent
by volume (table 2.7). This decrease lowered SSA’s share of total world exports
from approximately 21 percent in 2002 to only 11 percent in 2006.*"

15 FAQ, FAOSTAT Production Database.

178 Thailand and China are the first and fourth largest exporters of canned pineapples in the
world. Brazil, India, and China are the world’s second, third, and fourth largest consumers of fresh
pineapples only behind the United States. As a result, all four countries are not major exporters of
fresh pineapples. FAO, FAOSTAT Consumption Database and GTIS, Global Trade Atlas.

" EAO, FAOSTAT Production Database.

178 GTIS, Global Trade Atlas.

9 bid.
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Table 2.7 Sub-Saharan Africa exports of SSA pineapples, by selected exporters and key markets, 2002—06

Exports Change, 2002 to 2006
Exporter Key markets 2002 2003 2004 2005 2006 Absolute Percent
EU 1,00Q dollars 104,152 119,295 120,887 77,275 72,059 -32,093 -31
Metric tons 165,305 141,347 137,528 99,889 94,761 -70,544 -43
N R 1,000 dollars 6,833 6,751 9,497 8,965 9,092 2,259 33
Cotedivoire | All other Metric tons 14,522 13,688 16,195 13,998 12501 -2,021 -14
Total 1,00Q dollars 110,985 126,046 130,384 86,240 81,151 -29,834 -27
Metric tons 179,827 155,035 153,723 113,887 107,262 -72,565 -40
EU l,OOQ dollars 40,265 60,001 70,275 57,393 51,268 11,003 27
Metric tons 36,467 44,316 51,726 45,066 40,102 3,635 10
Ghana All other l,OOQ dollars 6,874 7,192 5,992 6,671 5,489 -1,385 -20
Metric tons 4,080 3,754 3,846 4,338 3,488 -592 -15
Total 1,009 dollars 47,139 67,193 76,267 64,064 56,757 9,618 20
Metric tons 40,547 48,070 55,572 49,404 43,590 3,043 8
EU 1,00Q dollars 1,451 3,019 3,807 4,164 7,050 5,599 386
Metric tons 2,005 3,484 3,963 4,411 8,493 6,488 324
Cameroon All other 1,00Q dollars 181 306 265 298 583 402 222
Metric tons 90 117 92 113 375 285 317
Total 1,000 dollars 1,632 3,325 4,072 4,462 7,633 6,001 368
Metric tons 2,095 3,601 4,055 4,524 8,868 6,773 323
EU l,OOQ dollars 154,806 192,943 207,566 150,832 144,166 -10,640 -7
Metric tons 211,297 196,336 200,637 156,822 150,085 -61,212 -29
Sub Saharan All other 1,000 dollars 15,593 16,200 17,804 17,613 17,367 1,774 11
Africa Metric tons 19,914 18,517 21,231 19,335 17,510 -2,404 -12
1,000 dollars 170,399 209,143 225,370 168,445 161,533 -8,866 -5
Metric tons 231,211 214,853 221,868 176,157 167,595 -63,616 -28

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.

Leading Exporters

Bananas

The leading global exporter of bananas is Ecuador, followed by Colombia, Costa
Rica, and the Philippines (figure 2.11). In 2006, these four countries accounted
for 75 percent of total global banana exports. Banana exports from Latin America
are shipped in large quantities to both the United States and the EU. Banana
exports from the Philippines are destined almost entirely for Asian markets.

The largest SSA banana exporters are Cameroon, Cote d’lvoire, and Ghana.
Cameroon and Cote d’lvoire together accounted for approximately 93 percent of
all SSA banana exports in terms of volume in 2006. Some of the largest SSA
banana producers, including Burundi, Uganda, Kenya, and South Africa, export
only minimal quantities of bananas as a result of high domestic consumption.

During 2002-06, banana exports from Ecuador, the Philippines, and Costa Rica
increased in terms of volume by 7, 44, and 12 percent, respectively. The increase
in exports by all of SSA, 11 percent by volume, mirrored the worldwide growth
of 13 percent. Exports from Céte d’lvoire and Cameroon, each of which grew by
approximately 12,000 mt, or 5 percent, accounted for approximately 47 percent
of the SSA export growth. Banana exports from Ghana, which contribute a much
smaller percentage of the total SSA banana exports, experienced the largest
growth in both volume and value, as a new acreage entered production, and
increased by more than 530 percent, albeit from a very small base.** While the
volume of exports from SSA increased to some extent, the increase of exports in

180 1hid.
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terms of value was much more significant as a result of increased prices
bananas exported to the EU.

of

Figure 2.11 Leading global and sub-Saharan Africa exporters of bananas, 2006
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Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics,
including EU external trade.

Pineapples

The leading global exporter of fresh pineapples to the world is Costa Rica,
followed by the Philippines, Céte d’lvoire, Ghana, and Ecuador. Costa Rican
exports are sent in large volumes to both the EU and the United States. In 2006,
the EU and the United States received 46 and 43 percent of Costa Rican
pineapple exports, respectively. The Philippines’ exports are almost entirely
destined for Asian markets. Fresh pineapples from Céte d’lvoire and Ghana are

exported almost exclusively to the EU.

The largest SSA pineapple exporters in order of volume are Cbte d’lvoire,
Ghana, Cameroon, South Africa, and Benin. Cote d’lvoire and Ghana accounted
for 85 percent by value of all SSA exports in 2006 (figure 2.12). The two largest
SSA producers, Nigeria and Kenya, export only minimal quantities due to high
domestic consumption and a lack of export orientation by small-scale producers.
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Figure 2.12 Leading global and sub-Saharan Africa exporters of pineapples, 2006
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Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics,
including EU external trade.

As world pineapple trade expanded during 2002-06, Costa Rica and the
Philippines increased their exports by 62 and 46 percent by volume, respectively,
and maintained their large share of world exports. Cote d’lvoire’s exports,
however, decreased by 40 percent from 179,827 mt to 107,262 mt during 2002—

06 due to political unrest and changing consumer preferences. As a result,
Cote d’lvoire’s share of world exports in terms of volume dropped from
17 percent in 2002 to 5 percent in 2006. Despite a decreasing position as a global
pineapple exporter, Cote d’lvoire still accounted for 64 percent of total SSA
exports by value in 2006. Ghana’s exports peaked in 2004 before decreasing but
by the end of the period had increased by 8 percent overall. Cameroon’s
pineapple exports increased consistently throughout the 5-year period and by the
end of the period increased by 323 percent, albeit from a much smaller base.™

Leading Export Markets

The leading global importers of both pineapples and bananas are the EU and the
United States. The EU is the destination for 47 percent of global exports of both
pineapples and bananas, while the United States is the destination for 31 and
17 percent by value of pineapples and bananas, respectively® (figures 2.13 and
2.14). The global export market outside of the United States and the EU for
pineapples and bananas is fragmented among a large number of relatively small
markets.

181 The trends in pineapple exports mentioned above are similar when exports are measured
either by value or by volume. GTIS, Global Trade Atlas.
182 GTIS, Global Trade Atlas.
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Figure 2.13 Leading markets for global and sub-Saharan Africa exports of pineapples, 2006
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including EU external trade.

Figure 2.14 Leading markets for global and sub-Saharan Africa exports of bananas, 2006
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Because the EU imports such large quantities of the global supply of both fruits,
European consumer preferences and quality standards often set the market trends.

SSA exports of both fresh pineapples and bananas are almost exclusively
destined for EU markets, which received 89 and 96 percent of SSA pineapple and
banana exports by value, respectively, in 2006. However, as global trade and EU
imports of pineapples and bananas have increased, SSA pineapple exporters have
struggled to maintain their market share in the EU. While SSA producers ship
mainly to the EU, in 2006 SSA exports accounted for approximately 19 and
11 percent of total EU imports of pineapples and bananas, respectively. This is a
significant decrease from 2002, when SSA pineapple exports accounted for
56 percent of EU imports. SSA banana exporters maintained their market share
in the EU between 2002 and 2006.'* During 2002-06 SSA exports of bananas
and pineapples entered the EU free of duty below a quota as a result of the
Cotonou Agreement, which provides tariff preferences for selected ACP
countries (box 2.7).'** SSA exporters further benefited from a policy in place in
the EU before January 2006, which restricted the gquantity of bananas imported
from non-ACP countries with a tariff-rate quota system. SSA exports of
pineapples compete with exports from Costa Rica in the EU market, which also
enter the EU duty-free under tariff preferences granted to South and Central
American countries with programs to combat drug production.

183 | pid.

184 The Cotonou Agreement is a treaty between the EU member states and a group of African,
Caribbean, and Pacific (ACP) states. Seventy-nine ACP countries are signatories of the Cotonou
Agreement, which replaced the Lomé Convention when it was signed in 2000. It came into force in
2002 and aims to reduce poverty and increase development through a number of methods,
including trade preferences. Market access preferences under the Cotonou Agreement expired on
December 31, 2007. Some ACP countries have since entered into “interim” agreements called
Economic Partnership Agreements.
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Box 2.7 EU tariff preferences for bananas from ACP countries

EU preference conditions for bananas from ACP (African, Caribbean, and Pacific) countries have given SSA exporters an
advantage in the EU market over the large producers and exporters in Latin America. Prior to January 1, 2006, the EU
applied a complex system of tariff-rate quotas for bananas under which ACP bananas entered free of duty under a quota
of 750,000 tons. A €75 (about $90) per ton tariff was applied to EU banana imports from all other countries up to the quota
of 2,653,000 tons.® An additional 460,000 tons for all countries was added to the quota in 2004 as a result of the EU
membership expansion.” For bananas that entered the EU above the quota limits, prohibitive out-of-quota tariffs of €380
(about $440% and €680 (about $790) per ton were applied for bananas from ACP countries and all other countries,
respectively.

The EU banana regime has been the focus of ongoing negotiations, cases, and formal consultations in the WTO.* The EU
lost a case before the WTO Dispute Settlement Body in 1999, and after negotiations with the United States and Ecuador,
agreed in 2001 to implement a new banana tariff-only regime by January 1, 2006. The new tariff regime implemented in
2006 continued to be preferential for ACP bananas. The new regime applies a tariff of €176 (about $200) per ton to
countries with WTO MFN status. Bananas supplied by ACP countries enter free of duty below a quota of 755,000 tons.
The quota level for ACP countries is approximately equal to the average amount of ACP bananas that traditionally entered
the EU on a yearly basis.> Non-ACP countries, such as Ecuador and Colombia, that do not receive the ACP preferences
have continued to fight the tariff, arguing that the €176 (about $200) per ton tariff is too high and provides additional cost
advantages to the ACP producers.

L FAO, “Agriculture, Trade Negotiations, and Gender,” 36.

2 The additional 460,000 tons was the total provided for all countries. EC, “Biennial Report on the Special Framework
of Assistance for Traditional ACP Suppliers of Bananas,” December 12, 2004, 5.

% EC, Taric Consultation Database.

““In September 1995, the United States, Guatemala, Mexico, and Honduras requested formal consultations with the
EU, challenging the European import regime that gave preferences to banana imports from its former colonies, and
preferential licenses to European banana importers. Ecuador later joined the WTO dispute. The EU lost the case before
the WTO Dispute Settlement Body, and in 1999 the US imposed 100 percent tariffs on a list of eight items representing
$191.4 million in imports from the EU. In 2001, the EU reached an agreement with the US and Ecuador to implement a
new tariff regime by January 1, 2006.” USDA, FAS, EU-25 Trade Policy Monitoring Second WTO Rejection of the Banana
Dispute, 2005, March 14, 2007.

® EC, “Biennial Report on the Special Framework of Assistance for Traditional ACP Suppliers of Bananas,”
December 12, 2004, 4.

Factors Affecting Export Patterns

Growth in consumer demand for bananas in major consuming markets, such as
the EU, was the key factor contributing to SSA banana export growth. In order to
take advantage of increased EU demand and the tariff preferences granted to SSA
countries, multinational produce firms expanded existing banana plantations and
invested in new operations. This increased investment by multinational produce
firms was a key factor contributing to SSA banana export growth.

The main factor contributing to shifts in pineapple exports was the entrance in
the market of new, sweeter, consumer-preferred pineapple varieties. The
resulting shift in demand to the new pineapple varieties forced the West African
producers to convert their production to the new MD2 variety, which negativity
impacted SSA export volumes during 2002-06.
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Demand Growth for Bananas and Pineapples

Bananas

Demand for bananas in the EU grew significantly in 2003 and 2004, partly as a
result of cool weather in parts of Europe that reduced competition from other
summer fruits due to below-average harvests.'® Also, EU domestic production'®
during 2002-06 decreased by more than 13 percent by volume.'®” These
conditions led to greater EU demand for banana imports, which, by volume,
increased by 13 percent between 2002 and 2006."® As a result, total EU
consumption of bananas grew steadily between 2002 and 2005, increasing by
12 percent by volume.™® This increased demand in the EU encouraged SSA
growers to increase production and exports to the EU.*®

Pineapples

Demand for fresh pineapples in major consuming markets has increased over the
last decade as a result of increased consumer education, better quality control, a
growing preference for fresh instead of processed fruit, and improved packing
techniques and product movement. Increases in demand during the 2002-06
period can be attributed to product innovations, such as the new MD2 variety,
which have catered to changing consumer tastes, and new fresh pineapple
product offerings by marketers, such as fresh cut pineapple in supermarket
refrigerated sections. Pineapple consumption in the EU, SSA’s major export
market, grew significantly during this period, by more then 30 percent by volume
between 2002 and 2005.'°* As there is virtually no pineapple production within
the EU, the additional demand was supplied almost entirely by increased imports.
Total EU imports of pineapples increased by 104 percent by value between 2002
and 2006.** Despite growing EU demand and consumption of pineapples, the
increased demand was primarily for the new varieties and not the traditional SSA
export varieties.

Development of New Pineapple Variety

During 2002-06, a new, consumer-preferred variety of pineapple entered the
market in significant quantities, primarily from Costa Rica, and was an important
factor that contributed to a decrease in exports from Céte d’lvoire and Ghana and

185 FAQ, “Food Outlook April 2005,” April 2005, 20.

186 EU banana production is located in Spain (Canary Islands), France (Guadeloupe and
Martinique), Greece, and Portugal (primarily Madeira). EU production has typically supplied
slightly more than 10 percent of EU consumption. FAO, FAOSTAT Production and Consumption
Database.

187 EAO, FAOSTAT Production Database.

188 GTIS, Global Trade Atlas.

189 2005 is the latest year for which consumption data is available. FAO, FAOSTAT
Consumption Database.

190 Industry official, interview by Commission staff, Céte d’Ivoire, October 25, 2007.

%1 FAQ, FAOSTAT Consumption Database.

192 GTIS, Global Trade Atlas.
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a corresponding contraction in market share for SSA in the EU. The Smooth
Cayenne pineapple was traditionally the most prevalent; however, a new variety,
the MD2, is now preferred by European and U.S. consumers due to its sweeter,
less acidic flavor.’*® Increased demand for the MD2 variety increased the value
of trade for pineapples, because the MD2 variety is often twice the price of the
traditional Smooth Cayenne.® In 2003 and 2004, Costa Rica began exporting
large volumes of the MD2 variety, which provided Costa Rica with a first-to-
market advantage and allowed it to significantly increase its market share in the
EU, to the detriment of the West African producers.’®® The MD2 variety also
drove down the price of the traditional Smooth Cayenne variety, which resulted
in a significant drop in the value of SSA exports.

The MD2 variety now accounts for more than 75 percent by volume of European
pineapple imports.*® This change in consumer preference to the new variety
forced the industries in Cote d’lvoire, Ghana, and Cameroon to transition their
production to the MD2 variety in order to counter their decreasing market shares
in the EU. The transitions in each country occurred on different time schedules,
used different methods, and had varying degrees of government assistance and
success.

Increased Foreign Investment

Multinational produce companies, such as Dole, Chiquita, and Del Monte,
expanded their plantings or established new large-scale production operations in
the banana sector of West Africa in order to take advantage of the EU tariff
preferences provided to ACP countries.’®” For example, new investments in
Ghana brought a large multinational firm, Compagnie Fruitiére and Dole under
the Golden Exotics name, into the banana industry and exponentially increased
exports since the beginning of its operations. Investments in the region increased
plantings, and as a result, the total area harvested for bananas in Cote d’lvoire,
Cameroon, and Ghana increased by more than 12 percent between 2002 and
2006.'% Foreign investment also brought highly professional farm practices and
state-of-the-art logistics to the West African tropical fruit producers.

Price Increases for Bananas

The price of imported bananas in the EU increased significantly between 2002
and 2006 as a result of a number of factors. Refrigerated container rates increased

198 The hybrid MD2 pineapple is also uniform in size and ripeness, has spineless leaves, and
has a brighter gold color than the more traditional varieties, such as Smooth Cayenne. To the
benefit of both producers and consumers, the MD2 variety is less resistant to internal browning, has
a longer shelf life, and as a result demands a higher market price.

%% Fresh Plaza, “Ghana: Government fulfils promise to Pineapple exporters,” July 11, 2005.

1% Ghana Export Promotion Council, “Exports of MD2 Variety Rake in $20 million,”

February 8, 2007.

1% Ghanaweb, “GEPC Orders Pineapple Plantlets,” October 11, 2004

97 Dow Jones Newswires, “Ecuador Reignites Banana Wars,” February 27, 2007.

1% EAOQ, FAOSTAT Production Database.
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worldwide, causing the price of bananas to rise in all markets.’® Unfavorable
weather in Central America during the 2005 hurricane season limited supply
while demand remained high, causing prices to rise globally.”® In addition,
changes to the EU tariff regime for bananas in 2006 may have contributed to a
rise in banana prices.

For SSA exporters, the price of bananas in the EU has a substantial impact on the
total value of exports since almost all SSA banana exports are destined for EU
markets. While the value of SSA exports to the EU rose significantly due to price
increases, the quantity exported only rose by approximately 9 percent.”®* While
the average unit value of EU banana imports rose from all sources, the increase
was much more significant from the large West Africa producers. Between 2002
and 2006, the average price per ton of imported bananas from Cameroon and
Cote d’Ivoire rose 54 percent, from $548 to $843.%°2 Over this same period the
average import value increased for bananas from the large Latin American
producers by only 26 percent, from $557 to $704.°® The average EU value
increase per ton for all imported bananas in terms of the euro was less profound
but still significant.®* The increase was 30 and 20 percent from Cote d’lvoire
and Cameroon, respectively, in terms of euros during 2002-2005.°” These
higher prices encouraged producers to increase production and exports.?*

The new EU banana tariff, which increased from €75 (about $90) under a TRQ to
€176 (about $200) per ton for all non-ACP imports in January 2006, also may
have contributed to an increase in prices of bananas that year.””” The new tariff
reportedly added significant costs for large multinational firms exporting bananas
into the EU from Latin America and other non-ACP countries such as Brazil. As
a result, large multinational produce firms announced price increases in the EU
market in 2006. For example, Chiquita announced that the tariff increased its cost
per box of Latin American bananas in the EU by $2.20.2%® The firm’s average
price in the EU, as a result, also rose by 5 percent on a local currency basis.?® As
the higher tariff reportedly increased costs and prices for the Latin American

199 One factor contributing to the rise in import prices was the rise in the cost of sea
transportation. This was caused partially by the doubling of fuel prices between 2002 and 2006.
Reefer rates on average increased by approximately 10 percent between 2004 and 2005 alone.
FAO, “Banana Market Situation in 2005 and Early 2006”; The Federal Reserve Board of San
Francisco, “Oil Prices and the U.S. Trade Deficit,” September 22, 2006; and InflationData,
“Historical Crude Oil Prices.”

20 FAQ, “Banana Market Situation in 2005 and Early 2006,” May 2006

201 GTIS, Global Trade Atlas.

202 prices are C.I.F. (Cost Insurance Freight) values.

203 | atin American producers referred to here includes Ecuador, Colombia, and Costa Rica.

204 SSA exports are generally traded in euros while Latin American exports are generally trade
in U.S. dollars.

205 YSAID, “Policies Affecting the Development of Ghana’s Banana-Export Sector,”
December 2006, 26.

26 |ndustry official, interview by Commission staff, Céte d’Ivoire, October 25, 2007.

27 g, “Biennial Report on the Special Framework of Assistance for Traditional ACP
Suppliers of Bananas,” December 12, 2004, 4.

298 The standard box size is 40 Ibs.

209 Heller, “Chiquita Raises Banana Prices in Response to Higher Tariffs,” Food Navigator
Europe, March 24, 2006.
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product, the largest suppliers to the EU market—the SSA exporters—may have
also been able to increase their average price per ton without losing market share.

Assistance to SSA from International Aid Programs

During 2002-06, development aid from a number of international organizations
and government donors funded projects that provided support to the pineapple
and banana industries in SSA in order to improve their competitiveness in global
markets. Although the specifics of these initiatives will be discussed below in
specific country profiles, the support provided technical assistance to SSA
growers in order to enhance productivity, improved the business environment,
and upgraded export facilities and supporting infrastructure thereby improving
speed to market and product quality. The assistance also supported the
development of tropical fruit industry organizations and producer organizations.

The Development of Industry Organizations and Government
Support Institutions

Private industry and tropical fruit producer organizations in Céte d’lvoire,
Ghana, and Cameroon increased their coordination and influence as their
industries matured during 2002-06. As a result of their increased capabilities,
these industry organizations, with the assistance of government support
institutions, were able to provide strategic direction for their industries’ growth,
as well as oversight of their industry operations. Industry organizations worked
with individual private firms and were integral to the pineapple industries’
transition from the Smooth Cayenne variety to the consumer-preferred MD2
variety. Because the EU is the destination for almost all SSA tropical fruit
exports, it was essential for growers to adapt to and follow the EU’s sanitary and
quality restrictions. Private industry organizations and institutions provided
technical support and assistance as growers and traders increasingly tried to gain
EU quality certifications. Industry organizations and government agencies also
coordinated the growth in cold storage sea-freight shipping and began programs,
which assisted product-and industry-specific efforts to increase the
competitiveness of horticultural exports. The impact of specific industry
organizations and institutions will be discussed in more detail in the following
country profiles.?*

219 |ndustry official, interview by Commission staff, Abidjan, Céte d’Ivoire, October 24, 2007;
and FAGE, “Ready for Take Off-Ghana Horticulture,” May 2007, 5.
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Country Profiles

Cote d’lvoire

In Cdte d’lvoire, the principal factors that contributed to the decrease in
pineapple exports between 2002 and 2006 were the political crisis®** and its
transition to production of the new MD2 pineapple variety. Banana exports grew
significantly by value as a result of increased prices in the EU market. Both the
banana and pineapple industries benefited from assistance from international aid
programs that improved infrastructure and productivity.

The political crisis in Cote d’Ivoire that began in 2002 had a significant impact
on the production of tropical fruit and was one of the primary causes of the
significant decrease in pineapple exports. Unlike the production of bananas,
which generally takes place on larger plantations, pineapple production is still
largely generated by small independent growers. As a result of the political
instability, most financial lending in the country became restricted, particularly
for small farmers. Without access to credit, many small farmers were unable to
produce pineapples.”*? Ivorian producers are reliant on the EU export market,
and there are significant hurdles to market diversification, giving EU importers
significant buying power. As a result, most producers are not paid by the EU
importers until the product is purchased by consumers in the European market.*®
This arrangement significantly limits the smaller growers’ ability to utilize the
limited capital they possess and adds to the capital limitations created by the
political instability. There has also been concern that the transportation
infrastructure is deteriorating as a result of the recent political crisis.”** Before
the crisis began, small pineapple growers produced approximately 150,000 mt
per year; after the start of the crisis, production dropped to 25,000 mt per year.?"

Another factor that limited Cote d’lvoire’s exports of pineapples was the new
consumer preference for the MD2 pineapple variety. The industry transition to
the new variety in Cote d’lvoire was undertaken entirely by the private sector,
with the direction and oversight of the Organisation Centrale des Producteurs-
Exportateurs d’Ananas et de Bananes (OCAB).?'® SCB, a venture in which Dole

2L A failed coup attempt in 2002 quickly evolved into a rebellion. Rebel groups unified under
the name, New Forces. In late January 2003, the country’s major political parties and the New
Forces signed the French-brokered Linas-Marcoussis Accord (LMA), agreeing to a power-sharing
national reconciliation government to include the rebel New Forces representatives. While on
occasion there have been violent flare-ups, the country has maintained the east-west ceasefire line
since the LMA with the help of peacekeeping troops. Due to political deadlock, the country
remains divided. U.S. Department of State, “Background Note: C6te d’lvoire,” November 2007.

212 The banana sector was less affected because production generally takes place on larger
plantations operated by multinational produce firms, which lenders view as less risky and are less
susceptible to domestic interruptions.

23 |ndustry official, interview by Commission staff, Abidjan, Céte d’lvoire, October 24, 2007.

214 J.S. Department of State, “Background Notes on Cote d’lvoire,” November 2007.

215 |ndustry official, interview by Commission staff, Abidjan, Céte d’lvoire, October 24, 2007.

218 OCAB is the national association of producers and exports of bananas, pineapples, and
mangoes in Cote d’Ivoire. It provides quality control, industry oversight, oversight of freight, and
supervision of production.
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has a controlling interest, was the private firm that began MD2 production in
Cote d’Ivoire.”” The transition in Cote d’Ivoire, despite OCAB’s oversight and
assistance, was somewhat slower than in other West African countries. While
measurable planting began in 2004, by the end of the 2006, production of the
MD?2 variety still made up less than one-half of all pineapple production.?*® This
factor limited demand for Ivorian pineapples in the EU.

The EU Special Framework of Assistance for Traditional Suppliers of Bananas
provides technical and financial support for specific projects proposed by the
respective  ACP banana-producing-country national governments. The EU
allocated €21.73 (about $25) million for Céte d’lvoire’s banana industry
between 1999 and 2006.%"° Projects between 2002 and 2006 were focused on
technical assistance to increase productivity, rural development, and the social
infrastructure. Investments were also made to improve quality and phytosanitary
standards in order to: acquire or maintain EurepGAP/1ISO14001 certifications;?*
establish producer organizations; increase handling, packaging, and storage
facilities; and develop marketing strategies. This program, along with the efforts
made by industry organizations such as OCAB, has succeeded in getting
producers to meet European quality standards. Today, all banana production is
EurepGAP certified.?*

International aid programs helped Cote d’lvoire improve its infrastructure to the
benefit of both pineapple and banana exporters. The World Bank operated an
Export Promotion and Diversification Project that began operating in 1996 and
was completed at the end of 2003. One of the program’s most beneficial aspects
for banana and pineapple exporters was the rehabilitation and upgrading of
export facilities. The fruit wharf at the port of Abidjan was refurbished and
reopened for use for 2003. New facilities for cold storage, handling and
packaging, and increased storage capacity were constructed at a cost of
$27 million, which was financed primarily by the EU.?? This project increased
the number of outlets on the dock for cold storage containers from 2 to 91,
allowing for the storage of more fruit on the dock for longer periods while
reducing spoilage.?? In 2004, the port’s logistical systems were improved to
include a computerized tracking system, barcodes, and scanners. This tracking
system allows traders and producers to coordinate and track shipments better,
thus improving efficiency. The EU also funded this project. The port at Abidjan
is now considered to be one of the most efficient ports in all of Africa and has
contributed to the success of the country’s banana export sector.?**

i; Industry official, interview by Commission staff, Abidjan, Céte d’Ivoire, October 24, 2007.
Ibid.

29 EC, “Biennial Report on the Special Framework of Assistance for Traditional ACP
Suppliers of Bananas,” December 15, 2006, 10.

220 EurepGAP is an organization that sets standards for the certification of agricultural products
in order to establish consistent standards and procedures for Good Agricultural Practices (GAP)
around the world. The certification is designed to enhance consumer confidence in food safety and
quality. 1SO14001 is a environmental management certification.

221 |ndustry official, interview by Commission Staff, Abidjan, Céte d’Ivoire, October 24, 2007.

222 \World Bank, “Implementation Completion Report,” December 31, 2007, 6.

228 Industry official, interview by Commission staff, Abidjan, Céte d’Ivoire, October 26, 2007.

28 FITA, “Market Access — Ivory Coast,” 2006.
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Ghana

In Ghana, the principal factors that contributed to the shift in exports of both
pineapples and bananas between 2002 and 2006 were increased investments from
a multinational firm and assistance from the Ghanaian government and
international aid programs that improved infrastructure, increased productivity,
and supported industry organizations in the transition to the new pineapple
variety. The benefits of some of these factors did, however, have a much more
limited impact on pineapple exports as a result of competition from the new
variety.

Investment from multinational produce firms helped to spur export growth for
both bananas and pineapples in Ghana during 2002-06. Compagnie Fruitiére of
France, in which Dole has a 40 percent stake, was incorporated under the name
Golden Exotics Ltd. in 2003 and began operations in Ghana in 2004. It acquired
and expanded the previously existing pineapple operations of the Paradise Farm
and banana operations of the Kasunya Farm. Golden Exotics made significant
capital investments in these two projects in order to expand its operations in
Ghana. By the end of 2006, investments in their Ghanaian banana operations
alone totaled approximately €25 (about $30) million.?*

Golden Exotics’ banana operations expanded significantly as a result of this large
capital investment. Golden Exotics was the first, and is currently the only, major
multinational firm producing bananas in Ghana. The banana operation was
launched in 2005 and prior to its entrance banana production was primarily done
on smaller plantations. By the end of 2006, Golden Exotics’ banana farm had
grown to 800 hectares (1,976 acres) in size and had the potential to expand to
2,000 hectares (4,942 acres). In 2006, the 800 hectares (1,976 acres) at the
Paradise Farm yielded 35,000 tons of bananas for export, which according to
representatives from Golden Exotics, accounted for more than 85 percent of
Ghana’s total banana exports in 2006.%%° As a result of this expansion, exports of
bananas from Ghana grew by more than $13 million between 2005 and 2006.%*’

Golden Exotics pineapple operations expanded significantly as well. By the end
of December 2004, 160 additional hectares were planted, and by the end of 2006,
350 additional hectares (865 acres) were planted. In 2006, Golden Exotics’ farm
yielded approximately 15,000 tons exclusively of the MD2 variety all for
export.??® This production represented approximately 40 percent of the country’s
total pineapple exports.””® The company is expected to expand its planted
hecterage to the maximum of the purchased land, approximately 1,000 hectares

zzz Industry official, interview by Commission staff, Accra, Ghana, October 29, 2007.
Ibid.

227 GTIS, Global Trade Atlas.

228 |ndustry official, interview by Commission staff, Accra, Ghana, October 30, 2007.

229 De| Monte was able to establish a plant in 1994 for a particular new pineapple variety,
which gave a head start in production. However, the legality and applicability of this patent to other
newer pineapple varieties was challenged by both Dole and Maui Land and Pineapple. After
numerous suits and counter suits were filed. The patent issue was finally settled out of court in
2003. Fresh Del Monte then withdrew the patent. Frank, “Juices Details,” October 7, 2003. 1-4.
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(2,471 acres) at the Paradise pineapple farm, which would expand the total
production capabilities significantly. To sustain its development, Golden Exotics
started an MD2 pineapple nursery early in 2003, and, in addition its own needs, it
developed enough production capabilities to supply third parties with MD2
planting material.?*

Ghanaian pineapple exports struggled to expand and actually experienced a
decrease as a result of the presence of the new MD2 variety in the market. The
growth in pineapple exports from Ghana occurred mainly between 2002 and
2004. While the quantity of exports peaked in 2004, the price of the traditional
Smooth Cayenne variety decreased. During the following year, 2005, the
quantity and value of Ghana’s pineapple exports dropped significantly as a result
of the European preference for the MD2 variety pineapple. The Ghanaian
government responded with a $2 million budget allocation to establish
Bioplantlet Ghana Limited for the multiplication of the MD2 variety through
tissue culture techniques as well as other nursery methods. Bioplantlet was
established as a joint venture among the Ministry of Agriculture, the Sea-Freight
Pineapple Exporters of Ghana (SPEG), the Ghana Export Promotion Council
(GEPC), the Biotechnology and Nuclear Agriculture Research Institute, and the
Ghana Atomic Energy Commission, with support from the USAID.?! In 2002,
all pineapple production in Ghana was of the Smooth Cayenne variety. By 2006,
approximately 90 percent was of the MD2 variety.”* As a result of these
programs, after more than a year of decreasing exports, exports of pineapples
began growing again in July of 2006 as the new MD?2 variety was successfully
exported to European market.?*> While this transition was successful, Ghanaian
exports struggled to resume consistent growth due to poor post-harvesting and
handling. Many small scale farmers still lack the capital needed to invest in new
pack houses and to increase cold storage facilities.?**

Assistance from international aid programs was a beneficial factor for both the
pineapple and banana industries. The 9th European Development Fund (EDF) is
an aid program that allocates funding to developing countries worldwide based
on the framework and goals established by the Heavily Indebted Poor Countries
initiative of the World Bank and by the Poverty Reduction Strategic Papers
written by the domestic governments with assistance from the International
Monetary Fund. The primary goal of the 9th EDF (from 2000 to 2007) is to
allocate funding for projects with the goal of reducing poverty. Approximately
€80 (about $90) million was allocated toward rural development in the 9th EDF.
The enhancement of rural capital and economic growth through agricultural
development was seen as crucial to decreasing poverty and was therefore one of
the program’s priorities. €13 (about $15) million was allocated to the agricultural
component of the rural development program between 2003 and 2006.
Reportedly, this was accomplished through agricultural assistance and

20 Danielou, “The Rise of Ghana’s Pineapple Industry. From Successful Takeoff to Sustainable
Expansion,” November 2005, 22.

2! Ghana Export Promotion Council, “Exports of MD2 Variety Rake in $20 million,”
February 8, 2007.

22 Industry official, interview by Commission staff, Accra, Ghana, October 29, 2007.

28 EAGE, “Lessons Learned from Others,” May 2007, 3.

2 Industry official, interview by Commission staff, Accra, Ghana, October 29, 2007.
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infrastructure development aimed at the promotion of export crops by growers.**
This funding increased the global competitiveness of both the pineapple and
banana exports from Ghana.

The poor condition of the road networks in Ghana has been a major hindrance to
the growth of agricultural exports. The 9th EDF allocated funding to assist rural
development and the development of the road networks. Approximately
€70 (about $80) million was allocated toward the Ghanaian road transport sector
in the 9th EDF.?® Between the second half of 2004 and the end of 2006,
€36 (about $40) million was disbursed for construction and rehabilitation of
major transport roads in Ghana. In 2005 and 2006, €28 (about $30) million was
disbursed for the development of feeder roads that increase access for
agricultural producers to markets and traders.”®” According to government
officials, the feeder roads in the more rural growing regions are crucial to the
success of these industries. As a result of the funding, the feeder road networks
were improved and allowed the smaller banana and pineapple growers to get
their product to market more efficiently.?®

During 2002-06, Ghanaian industry organizations and government institutions
improved their operations and played an influential role in both the banana and
pineapple industries’ growth and development. With assistance from USAID,
these institutions increased their coordination with each other and their producing
members in order to respond more effectively to market demands and to increase
exports. The Ghanaian Ministry of Food and Agriculture’s Horticulture Export
Industry Initiative (HEII) began in 2004 and was crucial to the pineapple and
banana industries’” export growth. HEIIl was at the center of efforts that included
developing and distributing the MD2 variety, coordinating the cold-storage
chain, and providing technical support to improve quality and acquire
international standards certifications.?*®

As result of these efforts the number of EurepGAP certifications increased
tremendously. In 2002, very few producers were EurepGAP certified, but in
2006, 75 percent of growers were certified.?”> GEPC is a national export trade
support institution facilitating the development and promotion of exports by
organizing contract product/supply schemes, disseminating trade information,
and providing technical support for product and market development.*** SPEG
and the Federation of Associations of Ghanaian Exporters also played important
roles in the successful transition to the MD2 variety, the coordination of industry
resources, the increase in cold-storage shipping, and the industry-wide effort to
increase  EurepGAP certifications.”> SPEG consolidates cargo for vessel
operators, coordinates shipping arrangements, oversees loading of cargo at the

2% Republic of Ghana and the European Community, Country Strategic Paper and Indicative
Program for 2002-07, 19.

23 |bid., 26.

27 bid., 35.

28 Government officials, interview by Commission staff, Washington, DC, October 17, 2007.

29 EAGE, “Building Ghana’s Institutions,” May 2007, 7.

20 Industry official, interview with Commission staff, Accra, Ghana, October 29, 2007.

21 EAGE, “Ghana Fresh Produce Exporter’s Directory 2007,” 2007, 7.

22 EAGE, “Building Ghana’s Institutions,” May 2007, 6.

2-69



port, and provides market information and technical support for better
agricultural practices.”*® Most important, SPEG coordinated sea-freight
shipments for horticulture exports and increased the availability of cold-storage

shipping.

In addition to these larger organizations, hundreds of small farmer-based
organizations disseminated new and better farming techniques and plant
materials, which increased growers’ competitiveness.?** In addition to industry
organizations and government institutions, other international organizations
provided assistance and supported both the transition to the MD2 variety and the
increase in quality certifications. USAID’s Ghana Specific Economic Growth
Program and Trade and Investment Program for a Competitive Export Economy,
and the EU’s Regional Pesticide Initiative all coordinated with each other and
worked with the private sector to provide support to Ghana’s pineapple and
banana industries.**

Cameroon

In Cameroon, the principal factors that contributed to the shift in exports of
pineapples and bananas between 2002 and 2006 were international aid programs
and increased investment by multinational firms.

To the benefit of both the pineapple and banana industries, the 9th EDF allocated
approximately €82 (about $95) million toward the transport sector in
Cameroon.?® The focus was to rehabilitate the major transport roads. Crucial
transport roads, such as the Ngaoundéré - Touboro - Moundou regional road, that
connect major growing regions of the country to axis roads that lead to the port
of Douala and major rail terminals were constructed or rehabilitated.?’ The fund
has also restructured the Ministry of Public Works, set up and financed the Road
Fund, and through other administrative measures, has promoted the care and
upkeep of the road infrastructure. In coordination with other development
projects from the International Fund for Agricultural Development and the
African Development Bank, the 9th EDF funded €56 (about $65) million toward
rural development projects, which have significantly improved the infrastructure
and feeder roads.

The EDF also provided an annual budget for technical assistance measures solely
for the banana industry in Cameroon. The budget allocated more than
€5 (about $6) million per year directly to the banana industry. EU technical
assistance generally includes replanting, land clearing, inputs and drainage
works, training for farmers and staff, and help through the input supply fund to
offset income losses suffered by banana farmers.**®

28 EAGE, “Ghana Fresh Produce Exporter’s Directory 2007,” 2007, 8.

24 EAGE, “Building Ghana’s Institutions,” May 2007, 6.

25 1pid., 7.

26 EC, “EU Relations with Cameroun,” September 2007.

7 Delegation of the European Commission in Cameroon, “EU Cooperation with Cameroun,
Infrastructure Sector,” September 2007.

28 EC, “EU and the Eastern Caribbean-Special Framework of Assistance.”
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The EU Special Framework of Assistance for Traditional Suppliers of Bananas
also provided technical and financial support for specific projects proposed by
the respective national governments. The total funding allocated for Cameroon
between 1999 and 2006 for the program was €35 (about $40) million,*® or
approximately €5 (about $6) million per year. Between 2002 and 2006, the
projects focused on technical assistance to increase productivity, rural
development, and the social infrastructure. Investments were also made to
improve quality and phytosanitary standards in order to acquire or maintain
EurepGAP certifications; establish producer organizations; increase handling,
packaging, and storage facilities; and develop marketing strategies.

The increase in banana exports also occurred as a result of plantation expansion
made by multinational firms. The area harvested for banana production increased
by approximately 10 percent between 2002 and 2006.*° Banana exports are
produced primarily by two large companies that operate in the southwestern
region, Compagnie Fruitiere and the Cameroon Development Corporation
(CDC). Compagnie Fruitiére increased its production capabilities to 150,000 mt
during 2002-06.%*! Banana production efficiency also increased significantly due
to improved farming methods developed as a result of technical assistance and
the influx of plantation expertise brought through partnerships with multinational
produce firms.?*?> The CDC has a working partnership with Fresh Del Monte. As
a result of technical assistance, Cameroon’s banana yield per hectare increased
from 2002 to 2006 by more than 13 percent from less than 9 mt/ha to more than
10 mt/ha.?®

249 Not all £35.2 million had been allocated by the end of 2007.

20 EAQ, FAOSTAT Production Database.

5! Danielou, “The Rise of Ghana’s Pineapple Industry: From Successful Takeoff to
Sustainable Expansion,” November 2005.

%2 EC, “Biennial Report on the Special Framework of Assistance for Traditional ACP
Suppliers of Bananas,” December 15, 2006, 12.

3 EAO, FAOSTAT Production Database.
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CHAPTER 3
Mining and Manufacturing Industry
Sector Profiles

verall growth in mining and manufacturing exports from sub-Saharan

Africa (SSA) was strong during 2002—06. Increased global demand and

prices for energy and certain chemicals, minerals, and metal products
drove increased exports. In many cases, multinational firms partnered with
domestic entities to expand production capacity, resulting in increased raw
material and natural resources use. In some cases, exports benefited from
preferential tariff policies in key markets. The following tabulation summarizes
factors that contributed to shifts in exports in the selected mining and
manufacturing sectors.

Natural Processed Wood
Factors Footwear rubber diamonds Textiles furniture
Factors contributing to increased exports
Demand growth X X
Price increases X X
Policies to promote the industry — SSA X X X X
governments
Policies/programs to promote the industry X X
— international organizations and
governments
Increased investment X X X
Growth of private enterprise and X
emergence of key business
relationships
Deeper regional integration X X
Effects of tariff preferences X X

Factors contributing to decreased exports

Competition in key markets
Exchange rate effect
Reduced resource supply

X X X X

Increased local demand
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Footwear

Summary of Findings

Although SSA countries export a very small amount of footwear, less than one-
half of one percent of total worldwide footwear exports in 2006, the value of
SSA footwear exports increased 33 percent during 2002—06, to $42.5 million
(table 3.1). The principal drivers of the increased exports from the SSA countries
were footwear production training and support initiatives to promote the footwear
sectors in these countries, the establishment of the East African Customs Union
in 2005, the emergence of new business relationships between SSA countries and
European footwear firms, and duty-free treatment for footwear established under
the African Growth and Opportunity Act (AGOA). Although South Africa is by
far the largest SSA footwear producer,’ Kenya and Ethiopia experienced the
largest increases in footwear exports (albeit from small bases) of 150 and
4,937 percent, respectively, during this period.”

Industry Overview

Leather and leather products (such as footwear) are among the most broadly
traded and used commodities in the world (box 3.1). Although the SSA
countries account for less than one percent of worldwide exports, the SSA
footwear industry is not only important for creating manufacturing jobs, but
also, according to some sources, is vital for generating foreign currency
earnings.” Consequently, as discussed later, some SSA governments have
focused increasingly on expanding the footwear sector in their countries by
establishing training institutes and creating regional associations designed to
strengthen footwear manufacturing.® SSA governments have also sought to
attract foreign investment by offering incentives including abolishing export
and import licensing, rationalizing and reducing import tariffs, allowing
residents and non- residents to open foreign currency accounts with domestic

' South Africa has historically been by far the SSA region’s leading footwear producer. South
Africa’s footwear sector consists of an estimated 230 factories producing completed footwear and
another 50 to 100 factories making components. Dennis Lind (executive director, Southern African
Footwear and Leather Industries Association), e-mail message to Commission staff,

November 1, 2007; South African Footwear and Leather Export Council Web site,
http://www.saflec.co.za/ (accessed February 4, 2008); and International Trade Centre
UNCTAD/WTO Web site, http://www.intracen.org/ (accessed February 4, 2008).

2 From 2002 to 2006, Kenya’s global exports of footwear increased from $3.1 million to
$7.7 million, while Ethiopia’s exports increased from $58,000 to $2.9 million. GTIS, Global Trade
Atlas.

> CDE/PRO&INVEST, “Targeted Support Programme,” September 2004.

* The Regional Africa Leather and Footwear Industry Scheme (RALFIS) has aimed at
addressing some of the sector’s principal challenges and has assisted companies region-wide to
adapt production operations to exploit market opportunities. In addition, national leather industry
associations are operating in SSA countries and some are providing considerable assistance to their
members.
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Table 3.1 Sub-Saharan Africa footwear exports, by selected exporters and key markets, 2002-06

Exports Change, 2002 to 2006
Exporters Key markets 2002 2003 2004 2005 2006 Absolute  Percentage
Dollars

United States 461,098 909,720 1,024,284 1,874,014 2,629,319 2,168,221 470

Zambia 1,869,523 2,736,184 2,574,027 3,548,648 3,353,443 1,483,920 79

South Mozambique 598,623 966,439 906,870 1,446,818 1,633,936 1,035,313 173
Africa Malawi ) 468,465 806,267 934,251 977,443 1,047,210 578,745 124
Australia 1,096,127 1,270,402 1,327,852 1,016,132 933,250 -162,877 -15

All other 8,051,370 8,843,862 8,497,790 8,132,320 5,440,324  -2,611,046 -32

Total 12,545,206 15,532,874 15,265,074 16,995,375 15,037,482 2,492,276 20

Uganda 1,320,261 2,957,494 3,406,551 3,804,312 5,191,417 3,871,156 293

Zambia 81,040 276,753 27,506 241,086 566,930 485,890 600

United States 33,161 9,916 293,742 45,766 337,194 304,033 917

Kenya Malawi 265,584 275,415 251,013 309,253 508,073 242,489 91
EU 101,205 228,603 323,483 347,131 242,981 141,776 140

All other 1,257,597 1,093,884 1,634,553 1,659,958 807,597 -450,000 -36

Total 3,058,848 4,842,065 5,936,848 6,407,506 7,654,192 4,595,344 150

Zambia 380,459 271,463 411,998 1,034,110 1,447,184 1,066,725 280

South Africa 2,199,015 2,704,010 2,873,695 2,734,972 2,825,218 626,203 28

Malawi 120,550 200,067 307,077 205,239 277,322 156,772 130

Zimbabwe | United States 86,180 105,156 188,183 227,704 231,647 145,467 169
EU27 104,374 29,083 80,309 113,131 121,061 16,687 16

All other 12,890 84,498 29,600 30,861 2,207 -10,683 -83

Total 2,903,468 3,394,277 3,890,862 4,346,017 4,904,639 2,001,171 69

Cape EU 3,869,001 3,906,269 4,982,840 3,153,790 3,187,136 -681,865 -18
Verde All other 3,556 39,495 8,654 2,016 116,196 112,640 3,168
Total 3,872,557 3,945,764 4,991,494 3,155,806 3,303,332 -569,225 -15

EU 55,111 8,171 26,038 592,363 2,847,183 2,792,072 5,066

Canada 24 2,400 2,321 1,309 26,764 26,740 111,417

Ethiopia United States 320 0 0 8,560 21,412 21,092 6,591
Uganda 0 0 5,120 25,370 8,729 8,729 na

All other 2,280 22,681 8,372 13,899 3,750 1,470 64

Total 57,735 33,252 41,851 641,501 2,907,838 2,850,103 4,937

EU 13,147,463 12,516,805 13,931,882 9,763,939 10,230,814 -2,916,649 -22

Uganda 1,655,194 3,317,495 3,715,314 4,313,803 5,665,949 4,010,755 242

Sub- Zambia 2,642,783 3,556,403 3,169,023 4,926,277 5,447,292 2,804,509 106
Saharan United States 1,375,504 1,482,229 2,068,356 2,599,223 4,356,940 2,981,436 217
Africa South Africa 2,479,265 3,147,669 3,287,731 2,971,763 3,181,516 702,251 28
All other 10,651,405 16,645,757 19,104,230 16,064,666 13,591,867 2,940,462 28

Total 31,951,614 40,666,358 45,276,536 40,639,671 42,474,378 10,522,764 33

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.

Note: na = not applicable.
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Box 3.1 Product description for footwear

Footwear products include a broad range of durable coverings that protect, support, and adorn the human foot. The leading
materials used to manufacture footwear include leather, textiles, plastic, rubber, and wood.

Footwear production processes are more labor intensive than the manufacturing operations required for most other articles.
Consequently, production worldwide has shifted increasingly to countries with relatively lower labor costs. The basic
production process for most footwear involves cutting, fitting, lasting, bottoming, finishing, packing, and warehousing.
Cutting of shoe uppers and other parts is the first major machine operation, usually done with a die-cutting machine. In the
fitting operation, the various parts of the upper are prepared, matched, and stitched together. This step is the most labor-
intensive operation and industry sources estimate that it accounts for at least 50 percent of total labor costs. These stitched
uppers are then secured to a specifically sized last (a rounded oblong block used to approximate the form of the human foot
used by a cobbler to make or mend shoes) with the insole attached, which gives the shoe its final shape. During the next
manufacturing process, bottoming, the outer sole is attached to the upper.

The three major construction methods used are cementing, sewing, and molding. In cementing, either the sole alone, or the
sole and heel as a unit, are attached by an adhesive, which is usually augmented by heat, pressure, or chemicals. This
method is characterized by the absence of stitching or tacking on the finished shoe. Cementing is the most popular method
used in conventional shoes. Sewing involves attaching a sole to the upper by means of a stitched seam using thread of
cotton or manmade fibers. The Goodyear welt (a method of attaching the sole of a shoe to the upper that uses machinery
that was invented by Charles Goodyear, Jr.) is the most popular type of sewn construction in footwear production. Welt
construction is used predominantly in producing better-quality men's shoes. Molded construction in footwear production is a
process by which the sole and heel are formed and simultaneously fused to an upper within a mold. In addition to the three
major construction methods, vulcanizing is used for a small number of certain athletic and fashion shoes. In this process,
the sole and the upper are put into an autoclave oven and the resulting heat and pressure bind the parts together without
adhesive.

Source: USITC, Footwear: Industry & Trade Summary, January 1993, USITC Publication 2572, and telephone interviews
with footwear industry representatives in October 2007.

banks, and removing restrictions on borrowing by foreign and domestic
companies.’ SSA footwear industries are located primarily in larger urban areas
or in export processing or foreign trade zones (EPZs/FTZs). Most footwear
produced in African countries consists of low-priced leather shoes with leather
uppers and synthetic soles.® Some SSA footwear production, however, is targeted
at higher-end niche export markets.’

The SSA region’s key competitive advantages include low-cost labor and
ample supplies of required raw materials including livestock that supply
tanneries that produce footwear leather.®

5 World Bank Group, “Snapshot Africa: Benchmarking FDI Competitiveness in Sub-Saharan
African Countries,”
http://www.fdi.net/documents/WorldBank/databases/snapshot_africa/docs/snapshot_africa.pdf,
January 2007, 22, 23, (accessed August 9, 2007).

6 Cipriani, “Study of the Quality Control and Management,” 2002, 14.

TUSITC hearing transcript, October 23, 2007, 34.

8 CDE/PRO&INVEST, “Targeted Support Programme,” September 2004. Industry sources
report that South Africa has the raw materials needed to produce any type of footwear from low
end to high end. Bovine, ostrich, Nile crocodile, game leather, textile, and PVC and other synthetic
raw materials can be sourced locally. DTI, “The Footwear Sector/Industry — Overview of SA
Industry in the Global Economy,” undated.
http://www.dti.gov/za/downloads/ivnestfootwearsector.pdf (accessed July 31, 2007).
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Principal challenges that have hampered growth of the footwear sector in the
SSA region in the past include obsolete tanning, finishing, and production
technologies; high cost of financing or lack of capital; inadequate infrastructure,
such as poorly paved roads that slow the transport of goods; poor handling
methods resulting in low-quality raw hides and skins; modest labor
productivity;’ political instability in certain countries; limited design
capabilities; and limited managerial expertise in business operations.'® Trade
liberalization in SSA countries has also allowed an influx of low-priced imports
of Chinese footwear, leading to lower domestic production and capacity
utilization as well as job losses. "'

Sub-Saharan Africa Trade in the Global Context

As the world population has risen, so has demand for footwear.'? Total global
exports of footwear rose 43 percent, from $39.2 billion in 2002, to $56.1 billion
in 2006. An estimated 11.6 billion pairs of shoes were produced worldwide in
2006 with revenues of $106.7 billion. "

Because footwear manufacturing is labor-intensive, developing countries with
relatively lower wage rates, particularly China, dominated footwear production
in 2006. China is projected to manufacture about 6.7 billion pairs of shoes, or
an estimated 57 percent of total production in 2007.'* Vietnam, the next-
leading and rapidly growing supplier, produced about 900 million pairs in
2007, or almost 8 percent of total world production.'” SSA footwear exports
increased 33 percent during 2002-06, to $42 million, but accounted for less
than one-half of one percent of the total world exports, essentially unchanged
from their share in 2002. Although labor costs are low in the SSA region,
numerous challenges discussed later in this section prevent SSA footwear
exporters from becoming leading players in the world marketplace. Most of the
increase in SSA footwear exports was in regional trade and likely prompted by
the establishment of the East African Customs Union (EAC), the strengthening
of Common Market for Eastern and Southern Africa (COMESA) ties, growing
privatization, and the emergence of business relationships between footwear
producers in SSA countries with European manufacturers.

® Cipriani, Simone, “Study of the Quality Control and Management on the African Leather
Sector,” 2002. http://www.unido.org/file-storage/download/?file_id=10201, accessed
August 30, 2007. Labor productivity is referred to here in terms of output per worker. Several
industry sources have reported that labor productivity in manufacturing in SSA countries tends to
be lower than in other developing regions such as the Caribbean/Central American region.

1 Calabro, “UNIDO at Work: Sub-Saharan Africa: Kenya, Ethiopia,” undated.

11 All Africa.com, “Textile ‘Tax Gap’ Costs Soars R20bn,” September 3, 2005.

12 IBISWorld, Global Footwear Manufacturing: C1321, July 4, 2007, 29.

" Ibid., 4.

“1Ibid., 31.

'3 IBISWorld, Global Footwear Manufacturing: C1321, July 4, 2007, 31;Vietnam’s exports
could reach $6 billion by 2010, according to deputy chairman of the country’s Leather and
Footwear Association, Nguyn Duc Thuan. World Footwear News, “Vietnam: Positive First Half
Figures,” September/October 2007, 5.
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Leading Exporters

China dominates exports of footwear to the world, accounting for close to two-
thirds ($35 billion) of total world exports in 2006 (figure 3.1). China has
penetrated virtually all segments of the world footwear market, due to its price
competitiveness, based on relatively low wages and an efficient production and
shipping infrastructure. Vietnam’s footwear exports to the world rose almost
80 percent from $2.7 billion to $4.8 billion during 2002—-06. Manufacturers
have shifted some footwear production to Vietnam to take advantage of the
lower cost of labor in the face of rising wages in China.'®

The leading SSA exporters of footwear in 2006 included South Africa, Kenya,
Zimbabwe, Cape Verde, and Ethiopia. Together, these countries accounted for
80 percent of SSA footwear exports. Of SSA exporting countries, Kenya
registered the largest absolute increase in footwear exports during 2002-06
($4.6 million). Ethiopia followed with an increase of $2.9 million.

Figure 3.1 Leading global and sub-Saharan Africa exporters of footwear, 2006

Global Exporters SSA Exporters

China
61%

South Africa
35%

Kenya
18%

Other

Zimbabwe
16%

Other 12%

0/
Vietnam 22%

8% Cape Verde
° Italy SSA 8% I .
50, Brazil Ethiopia  Nigeria
4% 0.1% % 4%
$49,854 million $42 million

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including
EU external trade.

1® IBISWorld, Global Footwear Manufacturing: C1321, July 4, 2007, 13 and 31.
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Although South Africa is the dominant SSA footwear producer and exporter, its
total footwear exports dipped sharply in 2002 from previous years and leveled
off through 2006. Contributing to this decline was the increase in low-priced
footwear imports from China in other markets, which also reportedly led to
decreased domestic footwear production. The appreciation of the South African
rand against the euro during this period contributed to the dip in exports to the
United Kingdom, one of its principal export markets.'” Nevertheless, although
the rand also appreciated against the U.S. dollar during the same period,"
South Africa’s footwear exports to the U.S. market rose substantially during the
period (albeit from a small base) to $2.6 million, which likely can be attributed
to duty-free treatment granted to footwear imports under AGOA. That
treatment may have helped offset some of the appreciation of the rand against
the U.S. dollar.

Leading Export Markets

Global markets for footwear exports reached $49.9 billion in 2006, up 44 percent
from $34.7 billion in 2002. The world’s leading importers are the United States,
the EU, Hong Kong, and Japan, which together accounted for just under
80 percent, by value, of world imports of footwear in 2006 (figure 3.2).

Figure 3.2 Leading markets for global and sub-Saharan Africa exports of footwear, 2006

Global Export Markets SSA Export Markets

United States
36%

Uganda
13% EU
24%

EU
26%

Zambia
13%

United States

10%

Other
Other

Hong Kong 22% o
10% 26%
Japan South Africa
6% 7%
$49,854 million $42 million

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including
EU external trade.

'7 Jed Diemond (South Africa specialist, U.S. Department of Commerce), telephone interview
by Commission staff, October 10, 2007; and Dennis Linde (executive director, Southern African
Footwear and Leather Industries Association (SAFLIA)), e-mail message to Commission staff,
November 1, 2007.

'8 The South African rand appreciated 43 percent against the U.S. dollar between
January 2, 2002 and December 29, 2006, “Representative Exchange Rates for Selected Currencies
for January 2002 and December 2006,” http://www.imf.org/externa/np/fin/data/, accessed
January 31, 2008.
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SSA footwear exports reached $42.5 million in 2006, up 33 percent from
$32.0 million in 2002. The leading markets for SSA footwear were the EU,
Uganda, Zambia, the United States, Malawi, and South Africa, which together
accounted for slightly over two-thirds of world imports by value from SSA
suppliers.

Factors Affecting Export Patterns

The growth of SSA exports of footwear during 2002—-06 was driven largely by
the long-term impact of programs launched by international development
organizations and national governments to enhance existing footwear industries,
the establishment of the EAC, the strengthening of COMESA trade ties and
COMESA initiatives to expand the leather products sector, the growth of private
enterprises, and the emergence of business relationships between certain
footwear producers in SSA countries and European manufacturers. To a lesser
extent, preferential trade programs such as AGOA also contributed to increased
footwear exports from South Africa to the United States. Although the
percentage increases in footwear exports from the SSA countries during 2002—-06
were large, the value increases were more modest and the total values of exports
from these countries were relatively small."’

Policies and Programs to Promote the Footwear Industry

Kenya

Kenya has one of the most established footwear sectors in East Africa. Kenya’s
footwear industry has about 10 factories.”® Footwear accounted for 8 percent of
Kenya’s manufactured export earnings in 2004.>' Leading Kenyan footwear
producers that currently export include C & P Shoe Industries and Bata Kenya,
both located in Nairobi. C & P Shoe Industries attributes its success to state-of-
the-art manufacturing technology and technical assistance arrangements with
companies in the United Kingdom, India, and Taiwan.”> Bata Kenya receives
technological and design support from its parent company in Canada. In addition,

! By contrast, during 2002-06 China’s footwear exports rose 97 percent to $21.8 billion. One
U.S. footwear industry representative emphasized that footwear production for domestic versus
export markets differs substantially. He stated that, in general, SSA suppliers lack the capability or
capacity to manufacture footwear in the quantity and quality required for export markets such as
the United States whose consumers seek branded or private label quality footwear at the lowest
possible price. He stated that eliminating duties on footwear imports from SSA countries was
therefore unlikely to boost SSA footwear exports substantially to the U.S. market. Peter Mangione
(president, Footwear Distributors and Retailers of America), telephone interview by Commission
staff, October 11, 2007.

2 George Aldridge (economics officer, U.S. Embassy, Nairobi), e-mail message to
Commission staff, November 13, 2007.

A Kenya Association of Manufacturers, “Leather Products and Footwear,” undated.
http://www.kam.co.ke/sector_content.php?ID=Leather%20Products%20and%20Footwear&page ti
tle=KAM%20SECTORS (accessed October 2, 2007).

22 C & P Shoe Industries Web site, undated.
http://www.cpshoes.com/default2.php?active _page id=382 (accessed October 2, 2007).
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Bata Kenya is able to be price-competitive because of its vertically integrated
operations.”

Industry sources attribute the export success of some Kenyan footwear producers
not only to investments in upgrading manufacturing technology, but also to the
availability of domestic raw materials and competitive labor costs.** Bata Kenya
is able to source all its leather supplies from local tanneries.” In 2005, the
government of Kenya imposed an export tax on hides, leading to more leather
available at lower costs for footwear producers in Kenya.”® As a result, Bata
Kenya was able to reduce its prices on shoes for both the domestic and export
markets, making them more competitive with shoes from China. Uganda is Bata
Kenya’s largest export market at $4 million.”” Kenya’s footwear exports to
neighboring Uganda rose substantially in 2005 and 2006. **

United Nations Industrial Development Organization (UNIDO) claims that
Kenya’s footwear industry has also benefited substantially from a program it
created in 1994 with the Industrial Development Decade for Africa (IDDA).”
These two organizations invested $900,000 to establish a Training and
Production Centre for the Shoe Industry in Thika, a city northeast of Nairobi that
has been a site for light manufacturing for many years.”” The project’s goal was
to improve the quality and design of locally made footwear to make it
internationally competitive. The center has focused on the needs of the footwear
and leather product industries in eastern and southern Africa since its inception.*!
Training courses provided by the center include shoe design and pattern cutting,
shoe upper cutting and stitching, leather sole making, and business training.
Although this project was completed in 2000, the resulting strengthening of
Kenya’s footwear industry likely contributed to the expansion of Kenya’s
footwear exports during 2002—-06.

Ethiopia

Ethiopia established a similar leather products training institute in Addis Ababa,
where students receive six months of training in various shoe-making skills. The
institute has supplied workers to the three footwear factories that have opened in
Addis Ababa in 2006-07, reducing the start-up training costs for these

2 George Aldridge (economics officer, U.S. Embassy, Nairobi), e-mail message to
Commission staff, November 13, 2007.

24 United Nations University, “Kenya: Leather and Footwear Industry,” undated,
http://www.unu.edu/unupress/unupbooks/uu34ee/uud4eOt.htm (accessed August 13, 2007).

5 George Aldridge (economics officer, U.S. Embassy, Nairobi), e-mail message to
Commission staff, November 13, 2007.

%6 Barry Fisher (executive director, African Cotton & Textiles Industries Federation (ACTIF)),
interview by Commission staff, Nairobi, Kenya, October 16, 2007.

27 George Aldridge (economics officer, U.S. Embassy, Nairobi), e-mail message to
Commission staff, November 13, 2007.

%8 Barry Fisher (executive director, African Cotton & Textiles Industries Federation (ACTIF)),
interview by Commission staff, Nairobi, Kenya, October 16, 2007.

¥ Aurelia Calabro (project manager, UNIDO), e-mail message to Commission staff,
October 2, 2007.

30 «K enya: Institutional Support.” UNCTAD/WTO 1994-2006, undated
httpé/l/intracen.org/appliz/leather/AfricanPlatform/ (accessed August 23, 2007).

Ibid.
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companies. Footwear and apparel exporters also benefit from reduced freight
rates when using government-owned trucking companies.**

Most of Ethiopia’s footwear establishments are located in Addis Ababa, with the
remainder in Oromiya and Amhara.*® Estimates of the number of factories vary;
a recent report stated that currently more than 30 new shoe-manufacturing
industries are operational, employing more than 9,000 workers.** Most factories
employ only ten or fewer workers; a few factories employ hundreds of workers.>

Although Ethiopia has the largest livestock population in Africa and the tenth
largest in the world,* the competitiveness of Ethiopia’s footwear sector has been
hampered by low-quality hides, skins, and finished leathers as a result of non-
commercial slaughtering and handling conditions and obsolete tanning, finishing,
and production technologies.”” Recently, Ethiopia’s footwear sector has launched
initiatives to improve the harvesting of hides and skins through training programs
and projects to reduce defects and to enhance and create linkages between
tanners and footwear producers.’®

Deeper Regional Integration

The establishment of the EAC* among Kenya, Uganda, and Tanzania on
January 1, 2005, also likely contributed to the increased level of intraregional
footwear trade, particularly between Kenya and Uganda, in 2005 and 2006. The
EAC established common duty rates to be applied uniformly on goods imported
into the EAC, and also partly liberalized tariffs on intra-EAC trade; the EAC
plans to fully eliminate tariffs on intra-regional trade by year-end 2009. Uganda’s
reduction of tariffs on footwear imported from Kenya since the establishment of
the EAC contributed to the subsequent growth in Uganda’s imports of footwear
from Kenya in 2005 and 2006.*" The steady growth of Uganda’s GDP by an

32 Tesfay Weldekiros (general manager, Peacock Shoe Factory), interview by Commission
staff, Addis Ababa, Ethiopia, October 26, 2007.

33 van der Loop, Clothing and Footwear in African Industrialization, January 2003, 13.

3% Economic Commission for Africa/Africa Union, Economic Report on Africa 2007,
February 2007, 160.

3% Akoten, Otsuka, and Sonobe, “The Development of the Footwear Industry in Ethiopia,”
January 2007.

3¢ Van der Loop, Clothing and Footwear in African Industrialization, January 2003, 12.

37 Slaughtering of animals in Ethiopia primarily occurs in private back yards rather than
commercial abattoirs. Haile Kibret (economic specialist, U.S. Embassy, Addis Ababa), e-mail
message to Commission staff, November 20, 2007; and Calabro, “UNIDO at Work: Sub-Saharan
Africa: Kenya, Ethiopia — For Export.”

38 USAID, “Hides, Skins and Leather Sector Activities Briefing,” September, 2007.

% Burundi and Rwanda have since joined the EAC, becoming full members on July 1, 2007.
East African Community, “About EAC,” www.eac.int/about_eac.htm (accessed March 11, 2008).

40 «“Uganda,” African Economic Outlook 2005-2006, AFDB/OECD 2006,
http://www.oecd.org/dev/publications/africanoutlook, 513, (accessed September 12, 2007).

4 Tariffs decreased from 10 percent to a current 6 percent for Ugandan importers that are not
officially registered with the Government of Uganda and became duty free for companies that are
registered with the government. George Aldridge (economics officer, U.S. Embassy, Kampala), e-
mail message to Commission staff, November 23, 2007.
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average of 5.8 percent or more per year since 2004** and the country’s limited
footwear production® also likely contributed to the growth in Uganda’s footwear
imports from Kenya.

The regional footwear industry also likely benefited from strengthened trade
ties among COMESA members and COMESA initiatives to support the
manufacturing of leather products.** USAID contractors at the East and Central
Africa Trade Hub in Nairobi have worked with the COMESA Secretariat to
lower tariffs among COMESA members and incorporate measures to speed
customs processing, reducing costs for traders. Leading COMESA markets for
sub-Saharan Africa exports include Uganda, South Africa, Malawi, and
Tanzania.”” COMESA also established a leather products institute to provide
training in leather-making and technology,*® which may have contributed to
growth in footwear trade among certain COMESA members during
2002-2006.

Growth of Private Enterprise in Ethiopia and the Development of
Partnerships with the European Footwear Industry

The Ethiopian Government launched a program to privatize state-owned
enterprises and the Ethiopian Privatization Agency (EPA) was established to
implement the program in 1995.*7 Although state-owned footwear facilities still
account for a significant share of Ethiopia’s footwear sector, the number of
privately-owned operations has grown. The entry of high-performing,
innovative private enterprises since 2001 has reportedly led to improvements in
the quality of products and increased efficiency of marketing and
management.®® Such private enterprise activities have likely helped to
strengthen and expand Ethiopia’s footwear sector and exports. Private
Ethiopian firms have been building new large factories in industrial parks
developed by the government, and plans are underway to establish additional

42 «UUganda,” African Economic Outlook 2005-2006, AFDB/OECD 2006,
http://www.oecd.org/dev/publications/africanoutlook, 507 (accessed September 12, 2007); and The
Economist, “Africa’s Economy: A Glimmer of Light at Last?” June 24, 2006, 51.

# Stella Kasansula (economic/commercial assistant, U.S. Embassy, Kampala), e-mail to
Commission staff, November 16, 2007. Uganda’s footwear business is dominated by one large
manufacturer, Uganda Bata Shoe Co. which employs over 100 people and produces 5 million pairs
of assorted footwear. Uganda’s population in 2007 was an estimated 30.9 million.

“ Industry sources report, “at the regional level it is especially the trade arrangements made
within the Common Market of Eastern and Southern Africa (COMESA) that are likely to promote
exports. . . . In the leather sector there are several regional associations.” Theo van der Loop,
“RLDS Policy Brief No. 1: The Importance of the Leather Footwear Sector for Development in
Ethiopia,” June 2003, 4.

> Ronald Black (chief of party, East and Central Africa Trade Hub), interview by Commission
staff, Nairobi, Kenya, October 17, 2007.

46 UsITC hearing transcript, October 23, 2007, 30.

47 «“Ethiopian Business Development Services Network: Investment Opportunities,”
http://www.bds-ethiopia.net/investment-opportunities.html (accessed August 17, 2007).

48 Akoten, Otsuka, and Sonobe, “The Development of the Footwear Industry in Ethiopia: How
Different Is it from the East Asian Experience?” Prepared for the Global Development Network
Annual Conference, January 2007, 1, 8.
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factories and to train employees to begin mass production of high-quality shoes
for foreign markets.*’

In addition, business relationships developed between Ethiopian footwear
producers and companies in Europe, particularly Italy,” which likely
contributed to the surge in Ethiopia’s footwear exports to Italy during 2002-06
(box 3.2). A leading Italian producer now sources footwear from three new
companies in Ethiopia. Imports from Ethiopia complement the Italian
company’s production in Italy and are sold under the company’s brand names
throughout Europe.

Box 3.2 Peacock: An example of the Italian connection

Peacock, a vertically-integrated Ethiopian footwear producer, has two tanneries outside Addis and a footwear
production complex in the city.” Soles are currently produced in another facility on the outskirts of Addis. All workers at
the Addis complex graduated from Ethiopia’s leather goods training institute. Peacock’s vertically integrated operations
allow it to benefit from economies of scale and quality control, factors that are important for export success. Peacock
exports 95 percent of its production to a single customer, Adeki, in Italy, which markets the shoes under its highly-
recognized brand names throughout Europe. Adeki supplies the programs generated by CAD-CAM machines in Italy
for use in CAD-CAM machines in Peacock’s leather cutting room as well as adhesives and materials for soles. All
upper leather is from Peacock’s own tanneries in Ethiopia. Peacock began producing footwear for Adeki in 2004 and
Adeki has manufacturing contracts with two other footwear producers in Ethiopia. In addition, industry sources in
Ethiopia note that the quality of Ethiopia’s raw materials and a favorable political climate, which has been promoting
the development of Ethiopia’s footwear sector through government-initiated incentives, have encouraged ltalian
footwear investors that had been in South East Asia to move their operations to Ethiopia.’

! Tesfay Weldekiros (General Manager, Peacock Shoe Factory), interview by Commission staff, Addis Ababa,
EthioPia, October 26, 2007. Most of the information in this paragraph is from this interview.
Haile Kibret (economic specialist, U.S. Embassy, Addis Ababa), e-mail to Commission staff,
November 20, 2007.

The Ethiopian industry has benefited from the guidance of Italian technicians
dispatched by the company. There have been rapid improvements in Ethiopian
productivity.”’ Some Ethiopian footwear manufacturers import high-quality
soles from Italy, Spain, and other European countries, while others use Italian
machinery and technology to produce the high-quality soles in Ethiopia. Men’s
dress shoes account for the bulk of Ethiopia’s footwear exports; production of
casual men’s and women’s shoes is also being developed, however, and is
expected to account for a significant share of footwear exports soon.>>

Impact of AGOA Preferences on South African Exports

Signed into law in May 2000, AGOA granted duty-free treatment under the
Generalized System of Preferences (GSP) program to U.S. footwear imports
from eligible SSA countries until 2015, as long as they are a growth product, or
manufactured in an AGOA-eligible country and are imported directly from an

“1bid., 2, 12.

*Tbid., 13.

> Tbid., 12.

52 Haile Kibret (economic specialist, U.S. Embassy, Addis Ababa), e-mail message to
Commission staff, November 20, 2007.
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eligible country; the rule-of-origin qualifications specify that U.S. content may
be counted toward the 35 percent value contribution threshold (HTS general
note 16 (b)). Such preferential treatment contributed to increased SSA
(primarily from South Africa) footwear exports to the United States from 2002
through 2006.” One U.S. footwear distributor stated that it began importing
hand-stitched footwear from South Africa shortly after AGOA went into
effect.”® Before AGOA, importing footwear from South Africa for this U.S.
footwear distributor was cost prohibitive because of tariffs and because South
African production costs are higher than other footwear suppliers. South
African workers are paid an average of four times as much as their counterparts
in China.” Another industry source stated that AGOA has given South African
footwear exports “an edge over our competitors who have to pay duties of
between 15 percent and 16 percent on synthetic products.”

In 2002, U.S. imports of footwear from SSA countries under AGOA accounted
for 35 percent of total U.S. imports of footwear from SSA countries; in 2006,
U.S. imports entering duty-free from SSA countries under AGOA accounted
for 61 percent of total U.S. footwear imports from SSA. Virtually all of U.S.
imports of footwear entering duty-free under AGOA in 2006 were from South
Africa. In general, however, SSA footwear producers as a group have taken
limited advantage of AGOA to boost their exports of footwear to the United
States. This may be, in part, because of existing contractual obligations to sell
cowhides to be processed in China, or because of minimal interest in alternative
sources of supply on the part of U.S. footwear importers who source more than
90 percent of their products from China.”’ According to one U.S. industry
representative, the principal opportunity for SSA footwear producers in taking
advantage of AGOA lies in “small orders and niches.””® South African
footvggear producers tend to concentrate on producing higher-end shoes (box
3.3).

53 Dennis Linde (executive director, Southern African Footwear and Leather Industries
Association (SAFLIA)), e-mail message to Commission staff, November 1, 2007.

%4 Russell Lindsay (president, TSONGA USA LLC), e-mail message to Commission stafT,
October 10, 2007.

> Ibid.

% Njobeni, “Business Day (South Africa): SA Producers Push Quality Ahead of Price,”
October 3, 2005.

5T USITC hearing transcript, October 23, 2007, 110-111, 139.

> Ibid., 139.

% Dennis Linde (executive director, Southern African Footwear and Leather Industries
Association (SAFLIA)), e-mail message to Commission staff, November 1, 2007.
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Box 3.3 TSONGA USA LLC: An example of export growth prompted by AGOA

TSONGA USA LLC (TSONGA), based in Colorado Springs, CO, has been importing and distributing hand stitched
footwear made in South Africa since 2001. Craftswomen of the Tsonga tribe, who live in the Drakenberg Mountains in the
Zulu kingdom, stitch together pre-cut shoe and handbag components at the Thread of Hope farm. The farm, which
currently employs 160 women who earn 25 percent over minimum wage, can produce over 2000 pairs of shoes daily.
TSONGA is the first of six brands produced by TSONGA to be launched internationally. Made from high quality leather,
the shoes offer comfort elements such as arch supports and removable footbeds, and retail for $85 to $190 in the U.S.

market.

Russell Lindsay, president of TSONGA, stated that before AGOA went into effect, it was cost prohibitive for his company
to import footwear from South Africa. “South African footwear workers are paid an average of four times more than their
counterparts in China, have far superior labor regulations and higher production costs. Thus, without duty-free entrance
into the USA, footwear imports from South Africa would not have been financially viable. My understanding is that AGOA
has been ratified until 2017 or 2018 and this no doubt bodes well for expansion of footwear products and accessories
from Africa into the USA.” U.S. imports of footwear from South Africa rose 470 percent during 2002—2006 to $2.6 million
which can likely be largely attributed to duty savings on footwear offered by AGOA.

' Russell Lindsay (president, TSONGA USA LLC), e-mail message to Commission staff, October 10, 2007.

3-14



Footwear Bibliography

Akoten, John, Keijiro Otsuka, and Tetsushi Sonobe. “The Development of the Footwear Industry in
Ethiopia: How Different Is it from the East Asian Experience?” Prepared for the Global Development
Network Annual Conference, Beijing, China, January 2007.

Cipriani, Simone. Study of the Quality Control and Management on the African Leather Sector. Prepared
by Assomac Servizi Srl for UNIDO, 2002.

CDE/PRO&INVEST. “Targeted Support Programme for Small and Medium Sized Enterprise (SME)
Development in the Leather Sector.” Leather Programme for Eastern and Southern Africa,
September 2004.

Datamonitor, Footwear in South Africa: Industry Profile. October 2005.

Department of Trade and Industry (South Africa) (DTI). Textile, Clothing and Footwear Sector — the
Trade and Investment South Africa Profile. Undated.

Global Trade Information Services, Inc. (GTIS), Global Trade Atlas. Annual data compiled from
reporting countries’ official statistics, including EU27 external trade. http://www.gtis.com/gta/usitc
(accessed various dates).

IBISWorld. Global Footwear Manufacturing: C1321. IBISWorld Industry Report, July 4, 2007.

New Agriculturist On-line, “Africa Goes Hell for Leather.” http://www.new-ag.info/99-
4/develop/dev03.html (accessed August 23, 2007).

OECD. African Economic Outlook 2005-2006, “Uganda,” AFDB/OECD 2006,
http://www.oecd.org/dev/publications/africanoutlook.

Republic of Kenya, “Position Paper on Leather and Leather Products.” June 2001.

“Trade Matters: A Bread for the World Institute Newsletter. AGOA,” November 2006.

UNIDO, “Trade Capacity Building: Case Studies: Sub-Saharan Africa, Kenya, Ethiopia.”

United Nations Economic Commission for Africa and the African Union. Economic Report on Africa
2007: Accelerating Africa’s Development Through Diversification. Addis Ababa. February 2007.

United Nations Industrial Development Office. “Regional African leather and footwear industry scheme,”
2003.
http://wwap.unesco.org/ev.php?URL_ID=7505&URL_DO=DO_TOPIC&URL_SECTION=201&reload=
1154102136&PHPSE.

United Nations University. “Kenya: Leather and Footwear Industry.” undated.
http://www.unu.edu/unupress/unupbooks/uu34ee/uu3d4elt.htm (accessed September 19, 2007).

U.S. International Trade Commission (USITC) hearing transcript in connection with inv. No. 332-477,
Sub-Saharan Africa: Factors Affecting Trade Patterns of Selected Industries, October 23, 2007.

3-15


http://www.new-ag.info/99-4/develop/dev03.html
http://www.new-ag.info/99-4/develop/dev03.html
http://www.oecd.org/dev/publications/africanoutlook
http://wwap.unesco.org/ev.php?URL_ID=7505&URL_DO=DO_TOPIC&URL_SECTION=201&reload=1154102136&PHPSE
http://wwap.unesco.org/ev.php?URL_ID=7505&URL_DO=DO_TOPIC&URL_SECTION=201&reload=1154102136&PHPSE
http://www.unu.edu/unupress/unupbooks/uu34ee/uu34e0t.htm

Van der Loop, Theo. Clothing and Footwear in African Industrialization: The Case of Ethiopia. The
Netherlands: Institute of Social Studies, Clothing and Footwear Network in Africa, January 2003.

——. “The Importance of the Leather Footwear Sector for Development in Ethiopia.” RLDS Policy Brief
No. 1, Addis Ababa. June 2003.

WorldWater Assesment Programme, “Regional African Leather and Footwear Industry Scheme.”
http://wwap.unesco.org/ev.php?URL_ID=7505&URL_DO=DO-
TOPIC&URIL_SECTION=201&reload=1154102136&PHPSE.

3-16


http://wwap.unesco.org/ev.php?URL_ID=7505&URL_DO=DO-TOPIC&URL_SECTION=201&reload=1154102136&PHPSE
http://wwap.unesco.org/ev.php?URL_ID=7505&URL_DO=DO-TOPIC&URL_SECTION=201&reload=1154102136&PHPSE

Natural Rubber

Summary of Findings

Rising demand for motor vehicles, tires, and other rubber products grew faster than
global natural rubber (NR) production and led to sharply rising NR prices and SSA
export values during 2002—06. These higher prices were chiefly responsible for the
262 percent increase in the value of SSA exports of NR during 2002—-06, from
$228 million in 2002 to $824 million in 2006. The price of NR in SSA more than tripled
during 2002-06, from $668 per metric ton (mt) to $2,092 per mt in 2006. SSA price
trends mirror global NR trends, which are driven by Asian exports.

Supply constraints faced by SSA NR producers, however, dampened the increase in SSA
export value, allowing for the relatively low volume growth of 15 percent over 2002 —06.
Factors that limited export volumes and the development of value-added rubber
processing in the region included infrastructure constraints, capital resource
requirements, and political instability in several SSA countries. In response to the
increasing global prices, officials in Cote d’Ivoire, Cameroon, and Ghana have
announced plans to double production of NR during the 2010-20 period.®® The project
will be funded by the Common Fund for Commodities and include the adoption of
technologies used in Asia.

Industry Overview

NR is a large-volume commodity product produced and traded only in select countries
situated near the equator; thus, most large consuming countries are dependent upon a
limited number of suppliers. The industry is dominated by exports from Asia, and
strategically augmented with supplies from SSA and Latin America. Major NR
exchanges are in New York, London, Tokyo, Shanghai, Thailand, and Malaysia. NR is
generally imported duty-free by non-producing countries (as such, AGOA preferences
play no role).®!

The NR industry in SSA consists of nine known producing countries, largely situated
near the equatorial coastal regions of West Africa. SSA countries produce NR from
rubber tree plantations; such plantations employ several thousand workers on roughly
0.5 million hectares (1 million acres),”* and are operated by both large conglomerates and
smaller farmers. Cote d’Ivoire, Liberia, Cameroon, and Nigeria are the leading producers
and exporters, accounting for about 91 percent of total SSA production and exports
(table 3.2).

% AFP, “Three African Nations Pledge to Double Rubber Production,” July 27, 2007. Yann R. Wadjas
(factory manager, Sigal, Céte d’Ivoire), e-mail messages to Commission staff, September 18-19, 2007.
http://www.aaalatex.com/content/comments.asp?id=113 (accessed September 1, 2007).

%" Dock No (International Rubber Study Group (IRSG)), e-mail message to Commission staff,
September 18, 2007.

82 International Rubber Study Group (IRSG), Rubber Statistical Bulletin, July/August 2007, table 46.
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Table 3.2 Sub-Saharan Africa natural rubber exports, by selected exporters and key markets, 2002-06
Exports Change, 2002 to 2006
Exporters Key markets 2002 2003 2004 2005 2006 Absolute  Percentage
1,000 dollars 92,549 124,481 154,233 181,756 296,146 203,597 220
EU Metric tons 125,342 123,018 116,140 135,641 147,663 22,321 18
A ) f 1,000 dollars 2,281 5,440 15,522 21,086 37,854 35,573 1,560
Coted’ Ivoire | Al other Metric tons 3204 5898 12145 14896 19615 16,321 495
Total 1,00Q dollars 94,830 129,921 169,755 202,842 334,000 239,170 252
Metric tons 128,636 128,916 128,285 150,537 167,278 38,642 30
United States 1,009 dollars 43,396 55,688 83,639 89,276 129,109 85,713 198
Metric tons 70,094 68,160 54,086 66,568 36,710 -33,384 -48
EU 1,009 dollars 23,919 28,083 54,475 49,203 55,922 32,003 134
Metric tons 35,718 28,414 39,953 36,202 27,047 -8,671 -24
o 1,000 dollars 727 532 4,994 9,142 15,209 14,482 1,992
Liberia Canada Metric tons 685 396 3,718 6,407 7,583 6,898 1,007
All other 1,00Q dollars 3,082 1,923 7,287 12,038 23,932 20,850 677
Metric tons 13,785 3,748 11,913 16,487 18,263 4,478 32
Total 1,00Q dollars 71,124 86,226 150,395 159,659 224,172 153,048 215
Metric tons 120,282 100,718 109,670 125,664 89,603 -30,679 -26
EU 1,000 dollars 36,756 51,875 61,478 67,782 111,384 74,628 203
Metric tons 53,085 54,882 50,313 53,049 58,130 5,045 10
. 1,000 dollars 2,798 4,694 5,822 7,042 8,365 5,567 199
Cameroon United States | \jetric tons 3436 4593 4259 4721 4808 1,462 43
All other 1,00Q dollars 3,127 4,179 7,169 2,845 4,622 1,495 48
Metric tons 4,300 4,119 5,725 2,271 2,660 -1,640 -38
Total 1,009 dollars 42,681 60,748 74,469 77,669 124,371 81,690 191
Metric tons 60,821 63,594 60,297 60,041 65,688 4,867 8
EU 1,009 dollars 7,611 14,043 34,899 30,528 45,845 38,234 502
Metric tons 10,880 14,265 26,555 23,031 22,897 12,017 110
. 1,000 dollars 0 434 4,766 3,193 9,467 9,467 na
Nigeria United States | \jotric tons 0 403 3740 2209 4798 4,798 na
All other 1,00Q dollars 1,011 361 2,639 3,340 11,699 10,688 1,057
Metric tons 1,320 383 2,038 7,341 6,156 4,836 366
Total 1,00Q dollars 8,622 14,838 42,304 37,061 67,011 58,389 677
Metric tons 12,200 15,051 32,333 32,671 33,851 21,651 177
Sub-Saharan Total 1,000 dollars 227,864 317,313 471,785 526,530 824,142 596,278 262
Africa Metric tons 341,232 332,153 356,147 400,087 393,995 52,763 15
Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.
Note: na = not applicable.

NR is also produced and shipped from Ghana, Guinea, Democratic Republic of the
Congo (DRC), Gabon, and Malawi.®

Société Internationale de Plantations d’Hévéas (SIPH) is reportedly SSA’s largest NR
producer, with annual production in excess of 92,000 tons. SIPH is also reportedly SSA’s
leading rubber exporter through its two majority-owned subsidiaries, Ghana Rubber
Estates Ltd. (GREL) in Ghana and Société Africaine de Plantations d’Hévéas (SAPH) in
Cote d’Ivoire, which is listed on the Abidjan Stock Exchange (BRVM). Additional
plantations are located in Nigeria. SIPH is majority-owned by the SIFCA Group, a
diversified agribusiness conglomerate with activities in Cote d’Ivoire, Benin, and Ghana.
SIPH is also partially owned by Michelin, the world’s leading tire manufacturer and
largest purchaser of NR. Michelin has been the manager of both SAPH and GREL since
2003, and, in 2006, Michelin acquired a 20-percent stake in SIPH in exchange for SIPH’s
acquisition of Michelin’s rubber plantations in Nigeria.**

There appears to be little or no domestic NR consumption in most SSA countries, with
the exception of Nigeria, and to a lesser extent, Cote d’Ivoire and the DRC.* South

83 IRSG, Rubber Statistical Bulletin, July/August 2007, tables 7 and 8.

% Emerging Capital Partners, “Emerging Capital Partners Sells Stake in African Natural Rubber
Company for 3.4x Initial Investment (July 23),” 2007.

% ISRG, Rubber Statistical Bulletin, July/August 2007, tables 7 and 8.
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Africa, the only industrially developed country in SSA, reportedly consumes some
amount of SSA NR in tire production.®® Tire production facilities in other SSA countries
also may consume some regionally-produced NR.®” Background information on the
description and uses of NR is presented in box 3.4.

Box 3.4 Product description for natural rubber

Natural rubber (NR) is derived from the aqueous milky white latex sap of the rubber tree (Hevea brasiliensis), which flourishes in tropical
regions near the equator where there are alternating periods of abundant rainfall. The rubber tree is native to the Amazon region. Rubber
trees are a renewable resource cultivated under agro-forestry conditions from seeds, seedlings, and by grafting. It takes about six years
for a rubber tree to reach harvest maturity and up to 15 years for maximum yields to occur; its productive lifetime is 26-30 years." NR
harvesting is labor intensive typically involving the recovery of rubber by many workers from trees grown on large estates or plantations.
Yields from a quality rubber plantation under ideal conditions may approach one short ton per acre on a 100 percent solids basis.? About
80 percent of the world’s NR tonnage is supplied by plantations in Southeast Asia, followed by other Asian countries, and sub-Saharan
Africa (4 percent), with minor amounts from Latin America.’

The latex tapped from the rubber tree contains about 30 percent by weight of natural rubber in aqueous colloidal suspension. Workers
collect less than a cupful from each tree every four hours. Latex is transported to collection stations where a small amount of ammonia
must be added to prevent it from coagulating if its end use is to be concentrated liquid latex, or for most solid forms. The ammoniated
crude liquid latex is subsequently transported to a processing plant where it is purified and concentrated to about 60 percent solid content
for latex use, which after aging is ready for shipping. Solid forms of natural rubber are produced from coagulated product transferred from
the collection site, or by subsequent coagulation of the diluted latex with acid at the processing plant.*

Solid forms predominate and are produced in three types: ribbed smoked sheet (RSS) in several grades; technically specified natural
rubber (TSR) in several grades; and smaller amounts of crepe rubber. RSS sheet forms are milled through ribbed roller drums to form a
ribbed sheet and washed; the sheet is subsequently dried and smoked to cure and preserve the rubber, and the dark product sheets are
pressed into bales and packaged for shipment. TSR rubber coagulum is washed to remove impurities, and passed through a mill to form a
sheet which is compressed into bales and packaged. TSR rubber specifications quantify the dirt, ash, nitrogen, and volatile matter
contents and color code the NR. Crepe is the purest form of NR (polyisoprene) but it is produced in limited amounts.®

About 75 percent of total solid NR forms are reportedly consumed in tire manufacturing of all types;® NR solid items such as seals, hoses,
drive belts, conveyor belts, and foam rubber, are also produced. In the United States, about 90 percent of NR consumption is as solid, and
10 percent as latex. About 80 percent of the solid NR is of the TSR type.” Latex is an important commodity used in dipped goods such as
surgical gloves, other medical products, and prophylactic items used for personal hygiene. Latex is also used for carpet backing,
adhesives, and other products.®

! Technical Centre for Agricultural and Rural Cooperation ACP-EU, “Natural Rubber Springs Back,” April 2007; and Wikipedia, “Para
Rubber Tree,” undated (accessed September 1, 2007).

2 Firestone Natural Rubber Company, LLC, Web site. http://www.firestonenaturalrubber.com (accessed May 23, 2007).

® |IRSG, Rubber Statistical Bulletin, July/August 2007.

* Firestone Natural Rubber Company, LLC, Web site. http://www.firestonenaturalrubber.com (accessed May 23, 2007).

® Transportation Information Service, “Natural Rubber, version 1.0.0.05,” undated (accessed September 10, 2007).

®Technical Centre for Agricultural and Rural Cooperation ACP-EU, “Natural Rubber Springs Back,” April 2007.

T USITC, Dataweb.

® Rob Blalock (U.S. sales representative, Firestone Natural Rubber, Co.), telephone interview by Commission staff, May 24, 2007.

% Bridgestone, Continental, Dunlop, and Goodyear operate tire plants in South Africa that employ some
5,500 workers. www.rubbernews.com, “Directory of Tire Manufacturers,” October 2007. Various suppliers
in West Africa ship regular quantities of NR to South Africa. Certain supplies from Cameroon, Céte d’Ivoire,
and Liberia are reportedly transshipped through Spain. Gary Soska (principal engineer, Goodyear Tire and
Rubber Company), e-mail message to Commission staff, September 13, 2007.

67 Angola, Cameroon, Democratic Republic of the Congo, Ethiopia, Ghana, Kenya, Mozambique,
Nigeria, South Africa, Sudan, Tanzania, and Zimbabwe. Rubber News, www.rubbernews.com, July 5, 2007.
Rubber gloves are produced to a limited extent in one factory in Cote d’Ivoire; condoms are not known to be
manufactured in any of the NR producing countries. South Africa reportedly produces condoms from
imported Malaysian latex; Namibia reportedly produces condoms from latex of unknown origin.
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Profiles of Leading SSA NR Producers

Cote d’lvoire

The leading producer and exporter of NR in SSA demonstrated strong growth, with
exports rising 30 percent by volume and 252 percent by value during 2002—06. Overall
production volume also increased by 48 percent, from 120,000 tons to 178,000 tons,
representing 42 percent of total SSA production in 2006.°® The area under cultivation in
2006 was reported to be 122,000 hectares (300,000 acres).*’

The NR industry in Cote d’Ivoire is well organized and structured. The industry consists
of two subsectors, manufacturers and growers, which coordinate their activities through
the Association of Producers and Manufacturers of Natural Rubber (APROMAC). There
is reportedly no government support for the NR industry.” The NR industry was
privatized during the early to mid-1990s. Historically, manufacturers of salable basic NR
in bales and sheets relied primarily on their own plantations for a steady flow of raw
materials. However, the sharp increase in the world price of rubber, as well as improving
terms of trade following a 50 percent currency devaluation in 1994, resulted in a marked
increase in areas planted by small growers. Although the share of producing areas
cultivated by small growers averaged only about 16 percent during 1990-93, this share
climbed to 43 percent by 1997. Following privatization, two large enterprises, SAPH and
SOGB, which were originally set up under state control to run certain sectors of the NR
industry, remained and commanded about 80 percent of the producing areas.”’ There is
very little domestic consumption of NR in Coéte d’Ivoire other than a rubber glove
factory, SIGAL, and possibly some production of rubber buckets and boots. "

Liberia

Export values during the 2002—06 period increased by 215 percent due mainly to rising
prices. In 2006, about 64 percent of Liberia’s NR export shipments by value were
exported to the United States and Canada.” The remainder was shipped largely to France
and other EU countries. Annual NR production of Liberia, the second-leading producer
of NR in SSA, was relatively constant during 2002—06, ranging from a high of 115,000
tons in 2004 to a low of 101,000 tons in 2006, and representing about 24 percent of the
SSA total in that year.”* There is no known domestic consumption of NR in Liberia.

% JRSG, Rubber Statistical Bulletin, July/August 2007, table 7.

% Tbid., table 46.

7 Jean-Louis Billion (chairman, Ivorian chamber of commerce and industry (CCI)), interview by
Commission staff, Abidjan, Cote d’Ivoire, October 24, 2007.

! Jones, Jammal, and Gokgur, Impact of Privatization, July 15, 2002, 111-1-43.

2 Yann R. Wadjas (factory manager, SIGAL, Céte d’Ivoire), e-mail message to Commission staff,
August 30, 2007.

3 GTIS, Global Trade Atlas.

™ IRSG, Rubber Statistical Bulletin, July/August 2007, table 7.
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Approximately 270,000 acres of rubber trees were under cultivation in 1999, the last year
of available data. ™ Firestone Natural Rubber Company, LLC, reportedly operates the
world’s single largest NR estate in Liberia, encompassing approximately 120,000 acres.
Firestone began production in Liberia in 1926. Approximately 8 million rubber trees are
now planted, and about 6,000 workers are employed.”® Hydroelectric power has been
developed for the estate. Firestone reportedly supplies solid block rubber to its sister
company, Bridgestone Firestone North America Tire, LLC, and liquid latex to specialty
compounders and manufacturers in the United States and Canada.”’ Firestone indicated
that it has contributed significantly to the redevelopment of Liberia’s NR production and
infrastructure during the post-Civil War period (1995-96), including restoration of roads,
bridges, and schools.”

Cameroon

The third largest NR producing country in SSA accounted for 15 percent of total
production volume in 2006. Export volumes were relatively stable during 2002—-06, while
the value of exports grew by 191 percent, due mainly to rising prices. In 2005, the total
area of rubber trees under cultivation was reportedly 40,400 hectares (99,000 acres).”
Although the industry has reportedly been privatized, production remained relatively flat
during 2002-06, hitting a high of 62,200 tons in 2006 and a low of 54,000 tons in 2004.*
No confirmed evidence exists of domestic NR consumption in Cameroon,®' although a
tire facility may exist in Douala.*> However, a producer in Cameroon of technically
specified rubber (TSR) is seeking a partner for a factory that would be built in Cameroon
to process rubber into higher value-added articles, which would reduce transportation
costs per unit volume, and create more jobs.™

Nigeria

NR is one of Nigeria’s traditional non-oil export products. Dynamic growth in global
demand during 2002—-06 resulted in an export increase of 677 percent by value and
177 percent by volume. The largest market for Nigerian NR is the EU. Companies from
Cote d’Ivoire and Cameroon are reportedly major stakeholders in the Nigerian industry.®*
Nigeria also consumes significant quantities of NR—more than 35 percent of
production—domestically,*® using it to make products such as tires, bathroom slippers,
rubber bowls, and cups. Major export markets for Nigeria’s rubber products are other
West African countries. In the past, both Michelin and Dunlop operated tire plants in

75 IRSG, Rubber Statistical Bulletin, July/August 2007, table 46. Currently, about 550,000 acres of semi-
developed arable land are potentially available for NR cultivation in Liberia. Juba, “Natural Rubber Industry
of Liberia,” April 5, 2007.

76 Firestone Natural Rubber Company, LLC, Web site. http://www.firestonenaturalrubber.com (accessed
various dates, 2007).

7 1bid.

7 Tbid.

" IRSG, Rubber Statistical Bulletin, July/August 2007, table 46.

* Ibid., table 7.

*! Ibid., tables 7 and 8.

82 Rubber News. www.rubbernews.com (accessed various dates, 2007).

8 «Rubber Factory Project,” UNIDO Web site.
http://www.ticadeexchange.unido.org/templatees/detailviews/detaiview_all.sap?lan=en&plan=en, (accessed
December 3, 2007).

84 «“Rubber and Rubber Products,” Nigeria Commerce, January 9, 2007.

% IRSG, Rubber Statistical Bulletin, July/August 2007, tables 7 and 8.
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Nigeria; however Michelin ceased operations at the end of 2006. Six Nigerian firms were
identified that trade in NR products other than tires.*

Nigeria is the fourth largest producing country of NR in SSA, representing about
10 percent of total production by volume in 2006. Production volume ranged from a low
of 38,000 tons in 2003 to a high of 45,000 tons in 2004.% Risingson International, Inc., a
Nigerian affiliate with a sales office in Chicago, IL, markets various solid grades of TSR.
Risingson works with rubber plantation owners and producers near Benin City, which is
located in the Edo State, about 200 miles east of Lagos. Benin City is at the center of
Nigeria’s rubber industry and is home to the headquarters of the Nigerian Rubber Board
(NRB) and the Rubber Research Institute of Nigeria.*®

Ghana

In 2006, Ghana was the fifth largest SSA producer of NR, providing about 3 percent of
total SSA production. Production and export volumes were relatively constant during the
2002—06 period, averaging about 10,000 tons per year. Export values, however, increased
238 percent during the period, owing to a dramatic rise in prices. The latest data available
indicate acreage under cultivation of 17,000 hectares (42,000 acres) in 1999.*° There is
no indication of domestic consumption of NR in Ghana, although an idle tire production
facility formerly run by Firestone using Liberian NR feedstock is reportedly located in
the country at Bonsasa.”

Ghana Rubber Estates Ltd. (GREL), a formerly state-owned operation that was privatized
in October 1996, currently encompasses 22,000 acres. GREL has received financial aid
from the French Development Fund (CFD) to establish a processing plant, which
reportedly is on stream.”!

Guinea

Guinea is the most recent entrant into NR production in SSA. In 2006, NR production
was 9,000 tons, representing about 2 percent of total SSA output. Production was
relatively constant during 2002—-06, averaging 9,000 tons annually, while export volumes
averaged 8,400 tons-per-year. Both export values increased significantly during 2002—-06
due to increased prices.

NR is produced by Société of guinéenne de palmiers a huile et d’hévéas (Soguipah), a
wholly owned government company, at its Nzerekore estate in the south of the country,
along the Liberian border. The plantation is managed by Société guinéenne de gestion
agro-industrielle (Soggai). Rubber planted acreage in 2001-02 totaled 6,000 hectares

8 Nigeria Commerce. “Rubber and Rubber Products.”
http://www.commerce44ng.org/commerce/index.php?option=com_content&t, (accessed August 30, 2007);
and “Michelin Annual Report 2006.” www.michelin.com, undated.

%7 IRSG, Rubber Statistical Bulletin, July/August 2007, tables 7 and 8.

8 Retrieved from Risingson Web site, www.risingsoninternational.com/rubber.asp, September 1, 2007.

% IRSG, Rubber Statistical Bulletin, July/August 2007, table 46.

% USITC staff interview with a delegation of Ghanaian government and industry representatives,
Washington, DC, October 17, 2007; and Rubber News. www.rubbernews.com, (accessed various dates,
2007).

! “The African Rubber Industry,” Secretariat Conference Paper 2002B, International Rubber Study
Group (IRSG), September 2002, 10.
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(15,000 acres), including around 3,700 acres of smallholder rubber. A processing plant
was scheduled to be on stream by early-2001. Plans were formulated to plant an
estimated 17,000—20,000 acres, of which 6,000 acres were to be in smallholdings.g2
USITC staff was not able to confirm whether these plans have reached fruition.

Democratic Republic of the Congo (DRC)

NR production in DRC averaged 2 percent of the SSA total during 2002-06, varying
between 7,000 and 8,000 tons per year, while export volumes averaged only 1,700 tons
annually. However, both export volumes and value increased significantly during 2002—
06. In 1972, Cobra Tire and Rubber Company opened a 1,000-unit-per-day tire plant at
Kinshasa.”

Production of NR in DRC reached 35,000 tons-per-year by the early 1960s, during which
average planted acreage was 222,000 acres. Since the 1970s, production and planted
acreage fell, however, averaging under 20,000 tons per year in the 1980s and less than
15,000 annual tons in the 1990s. By 1990, total planted acreage was estimated at 99,000
acres, of which only 25,000 acres were tapped by four companies.” In the 1990s,
production fell below 10,000 tons per year, disrupted by civil war, economic crises, high
interest rates, and hyperinflation.” Planted acreage in 1999 was reported at 35,000
hectares (86,000 acres).96

Gabon

In 2006, Gabon’s exports of NR ($26 million) accounted for about 3 percent of total SSA
exports. Export prices for NR from Gabon tracked global and SSA trends, increasing
from $762 per ton in 2002 to $2,112 per ton in 2006. Hevegab, a government-owned
company, was formed in 1981 to develop NR cultivation in Gabon with the assistance of
the CFD. A total of 9,000 hectares (22,200 acres) were planted and production began in
the early-1990s on three estates, Bitam, Kango, and Mitzic. Production reportedly
reached 10,000—12,000 tons in 1997-98. A 10,000—20,000 ton processing plant was built
at Mitzic to produce block rubber. In 2000, a privatization plan was initiated.”’
Production fell thereafter, but export volumes increased from 1,000 tons in 2004 to
12,500 tons in 2006.

92 “The African Rubber Industry,” Secretariat Conference Paper 2002B, IRSG, September 2002, 10.

% Rubber News. www.rubbernews.com, undated.

% Of the four producing entities, three were foreign owned, and one, Cultures Zairoises (CZ), was
locally-owned. In the late-1990s to early-2000s, only the foreign-owned entity, Groupe Agro-Pastorale
(GAP), an American company, was believed to still be in production. The GAP plantations output was used
for tire production. Production was all solid still rubber in several grades. TSR capacity was installed at the
Busira estate in Equatorial Zaire around Ikele in 1995, and at the SCAM estate in the southwest of the
country in early-1999.

95 “The African Rubber Industry,” Secretariat Conference Paper 2002B, IRSG, September 2002, 12—13.

% IRSG, Rubber Statistical Bulletin, July/August 2007, table 46.

97 “The African Rubber Industry,” Secretariat Conference Paper 2002B, IRSG, September 2002, 9—10.
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Proposals to Promote the Industry and Increase Investment in the Future

In order to encourage continued growth in NR production and trade, Coéte d’Ivoire,
Cameroon, and Ghana announced ambitious goals to double NR production during 2010—
20.”® Industry sources report that during a July 2007 meeting on how to increase revenues
for small rubber farmers, plans were disclosed for implementation of a project involving
the adoption of technologies used in Asia. The $3 million project, a figure representing
the costs for all three countries combined, will be financed by the Common Fund for
Commodities, a Netherlands-based financial institution.” The project is designed to
achieve production increases through:

e Technology transfer for the implementation of good agricultural practices;

e Productivity increases through the use of high-yielding clones;

e Installation of breeding programs so that high-yielding clones are available in
sufficient quantities; and,

o Strengthening of professional and research organizations. 100

Sub-Saharan Africa Trade in the Global Context

Leading Exporters

In 2006, global exports of NR were valued at $13.6 billion. Thailand, Indonesia,
Malaysia, and Vietnam dominated global exports, accounting for 89 percent of the total
value (figure 3.3). SSA countries, in contrast, accounted for 6 percent of the global total.
Cote d’Ivoire and Liberia ranked fifth and sixth in terms of the world’s largest global
exporters, while Cameroon ranked ninth. Cote d’Ivoire, Liberia, Cameroon, and Nigeria
accounted for 91 percent of the total value of SSA exports, while Gabon, Ghana, and
Guinea accounted for another 7 percent.

Relatively minor differences between production and export statistics indicate very little
apparent domestic consumption in any of the SSA producing countries except for Nigeria
(36 percent of production) and a minor amount in Céte d’Ivoire (3 percent of production).
There is also statistical evidence of domestic consumption in the DRC. Of the SSA
countries identified, 94 percent of Cote d’Ivoire’s exports were in solid forms, while
60 percent of Liberia’s exports were in latex forms.'"!

% AFP. “Three African Nations Pledge to Double Rubber Production,” July 27, 2007.
http://www.aaalatex.com/content/comments.asp?id=113 (accessed September 1, 2007).

% Ibid.; and Yann R. Wadjas (factory manager, SIGAL, Céte d’Ivoire), e-mail message to Commission
staff, September 19, 2007.

1% Yann R. Wadjas (factory manager, SIGAL, Céte d’Ivoire), e-mail message to Commission staff,
September 19, 2007.

1% TRSG, Rubber Statistical Bulletin, July/August 2007, tables 7 and 8.
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Figure 3.3 Leading global and sub-Saharan Africa exporters of natural rubber, 2006
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Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU
external trade.

Leading Export Markets

In 2006, global imports of NR totaled $13.6 billion.'? China, the EU, the United States,
Japan, and South Korea accounted for about 76 percent of global NR imports (figure 3.4).
The EU accounted for 21 percent, led by Germany, France, Spain, Italy, and the UK.
Other Asian countries accounted for about 10 percent of the total; Latin America,
6 percent; and Canada, 2 percent. Approximately 56 percent of NR imports were
consumed as technically specified NR (TSR); 17 percent as ribbed smoked sheet (RSS);
12 percent as latex; and 15 percent in unspecified forms.

The SSA industry is strongly influenced by its traditional affiliations with Europe and the
United States, where 88 percent of its NR product was shipped in 2006. The EU
accounted for 69 percent of total SSA exports of NR, led by France, Spain, Italy,
Germany, and the UK; the United States accounted for 19 percent; and Canada accounted
for 3 percent of the total (figure 3.4). Shipments to the United States and Canada were
predominately from Liberia, where the Firestone Natural Rubber Company, LLC, a U.S.-
based firm, has a large presence. African export shipments, mostly intraregional trade to
South Africa and Cote d’Ivoire, made up an additional 3 percent of total SSA exports,
while Morocco accounted for 2 percent. The Ukraine also took 2 percent of the total,
while China and Malaysia took a combined 2 percent of exports.

192 Global exports and imports both equal $13.6 billion as derived from origin-destination data compiled
from Global Trade Atlas data reported by importing countries. The volume, value, and price trends
previously addressed apply to both exports and imports.
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Figure 3.4 Leading markets for global and sub-Saharan Africa exports of natural rubber, 2006
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Factors Affecting Export Patterns

Rising demand for motor vehicles, tires, and other rubber products grew faster than
global NR production, leading to sharply rising NR prices during 2002—-06. However,
SSA export volume increased more slowly than exports from Asia. Factors that limited
export volume growth and the development of value-added rubber processing in the
region included infrastructure constraints, capital resource requirements, and political
considerations.

Export data compiled by the International Rubber Study Group (IRSG) in 2002 indicate
that most high-quality NR shipped from SSA countries was sold directly to tire
manufacturers, leaving little for other markets. Approximately 66 percent of total global
NR exports was reportedly sold to the “big three” global tire manufacturers, Michelin,
Bridgestone Firestone, and Goodyear.

Demand Growth

The tire and associated rubber products industries are the main drivers of NR demand. '
Global economic growth and concomitant consumer demand for goods and services are
major drivers of demand for vehicles and tires, the largest end uses for NR. Increasing
purchases of motor vehicles in China and other developing or newly industrialized
countries have boosted demand for tires, driving up rubber prices. In the first 10 months
of 2006, China surpassed Japan to become the second-largest market after the United
States for vehicles sales,'™ contributing to increased demand for tires.'"’

193 Tires are produced from solid forms of NR, and dipped goods, such as surgical gloves and other
prophylactics, are produced from liquid NR latex.

1041 eow, Claire. “Investing: A Bullish Case for Natural Rubber,” December 5, 2006.

1% IRSG, Rubber Statistical Bulletin, July/August 2007, table 44.
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In addition, global economic growth has created more demand for rubber products. A
period of generally depressed NR prices in 2002 was followed by a period of growth,
during which prices for ribbed smoked sheet (RSS) on the New York market rising from
$907 per mt in 2002 to a record high of $2,904 per mt in June 2006, an increase of
220 percent.'” Global NR production volume increased a more modest 31 percent, from
7.4 million metric tons in 2002 to 9.7 million metric tons in 2006.'"” However, because
of supply and infrastructure constraints, limited domestic consumption, and political
instability in Africa, NR production volume in SSA grew at about one-half of the global
NR rate.'®

The increase in the price of synthetic rubber also fueled increased demand for NR during
2002—-06. Synthetic rubber uses petrochemical feedstocks derived from crude oil, and
consumes 3.5 times more oil than is required to produce NR from a renewable resource
rubber tree plantation. This dependence on oil has led to a dramatic increase in synthetic
rubber prices over the last few years, fueling an increase in demand and prices for NR.'"

Prices for natural rubber often track crude oil benchmark prices, which soared to a record
high of more than $90 per barrel in November 2007. Officials in Cote d’Ivoire reported
that NR has benefited relative to synthetic rubber because of a demand shift created by
the high oil prices.'"® One industry source predicts that NR prices will continue to rise
because economic growth in emerging countries, especially China, is so strong that
global supply will lag behind demand.""

Inadequate Infrastructure and Political Instability in SSA Countries
Supplying NR

Inadequate infrastructure and other supply constraints have hampered SSA suppliers of
NR from keeping pace with the growth in exports from other NR supplying regions.
Roads, electricity supplies, and communication networks are viewed as inadequate to
meet the needs of the NR rubber exporting industry in SSA.

Political instability, particularly in Liberia and the DRC, has constrained some SSA
suppliers from meeting growing demand for NR. Although a democratic government is
now in place in Liberia, the damage to infrastructure and institutions that occurred during
and immediately after the civil war (which ended in 2005—06) will likely take years to
rebuild. Civil wars in the DRC and Cote d’Ivoire also disrupted NR production during
2002—06. The civil war in the DRC is officially over, although armed conflict in the
eastern part of the country has hampered investment. A cease fire in Cote d’Ivoire that
began in 2003 offers hope that a more favorable climate for NR investment and
production will return.'"?

1% Thid., table 48.

"7 Ibid., table 7.

"% Tbid.

19 Crawford, “Rubber is Critical, and Vulnerable,” April 16, 2005.

"% Jean-Louis Billon (chairman, Ivorian chamber of commerce and industry), interview by Commission
staff, Abidjan, Cote d’Ivoire, October 24, 2007.

"' eow, “Investing: A bullish case for natural rubber,” International Herald Tribune, Bloomberg Press,
Jakarta, Indonesia, December 5, 2006. www.iht.com/articles/2006/12/04/bloomberg/bxinvest.php (accessed
September 1, 2007).

112 CIA, The World Factbook 2007, May 25, 2007.
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Processed Diamonds

Summary of Findings

Global price increases driven by strong consumer demand for polished diamonds was the
key factor contributing to the export growth of processed diamonds (box 3.5) from SSA
during 2002-06. Other contributing factors were investment in new diamond-processing
facilities, and programs by some SSA governments and international organizations to
promote beneficiation, or the downstream processing of rough diamonds. These principal
factors led to increased production and exports by small but growing producers such as
Botswana, Namibia, and Angola. The Kimberly Process Certification Scheme (KPCS)
has helped to maintain consumer confidence in diamonds originating from the SSA
diamond industry, thereby limiting any negative perception or impact on its exports of
processed diamonds.

Box 3.5 Product description for processed diamonds

As a mineral (rather than a rock) due to its isometric (cubic) crystal structure, diamond is a form of pure carbon characterized by
extreme hardness. Rough diamonds are mined from both primary and secondary deposits. SSA is the world’s leading source of
rough diamonds.

The steps to transform a rough diamond into a processed one involve sawing or cleaving, grinding (bruting), and cutting and
polishing, all steps requiring much experience. Initial shaping and sizing of the diamond is now generally done by sawing with a
diamond-impregnated circular saw, rather than the older cleaving method of tapping a chisel held against the diamond. The
diamond is further rough-shaped by grinding it against another diamond. To cut and polish the facets, the diamond is cemented to
a holder and held against a high-speed horizontal wheel (rotating at about 1,800 to 3,000 r.p.m.) that is covered with a mixture of
diamond dust and lubricating oil. Despite the high degree of mechanization, the cutting of angled facets is still ultimately guided by
the cutter’'s experienced eye. The loss of material throughout the grinding, cutting, and polishing processes can amount to about
50 to 60 percent of the original rough diamond. Rough diamonds can have a greasy luster before processing, but cut diamonds
are usually colorless, with some being tinged with various colors, most commonly yellow.

Source: Schumann, Gemstones of the World, 1986.

The value of SSA exports of processed diamonds increased steadily during 2002—06.
However, volume (as measured in carats) likely decreased during this period. Exports
from South Africa, which make up the vast majority of SSA exports of processed
diamonds, increased from $465 million in 2002 to $664 million in 2006, or by 43 percent.
Botswana, Mauritius, and Namibia also showed gains during the period.'"

Industry Overview

Over one-half of the world’s diamonds are mined in Africa, with four SSA countries—
Botswana, South Africa, Angola, and Namibia—contributing the bulk of the production
and trade. However, with the exception of South Africa (and to a much lesser extent
Mauritius), SSA countries have not been significantly engaged in diamond processing
and other value-added activities (diamond cutting and polishing), which were principally

113 GTIS, Global Trade Atlas.
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done in overseas locales.''* Nonetheless, in recent years, some SSA countries in addition
to South Africa (notably Angola, Botswana, Namibia, and Mauritius) have taken steps to
add value to their rough diamonds and boost domestic revenue and employment.
Processed diamonds are used primarily in jewelry manufacturing to make items such as
rings, necklaces, bracelets, pins, and earrings (box 3.6). s

During 2002—06, shifts in the SSA diamond-processing industry and exports were
differentiated between the more established industry in South Africa, which currently
dominates SSA production, and the newer developing industries in Angola, Botswana,
and Namibia. Although one company, De Beers,''® continues to control or influence
virtually all aspects of SSA diamond operations, Angola and Namibia have become
notable exceptions by also relying on other outside foreign investment in their diamond-
processing operations.

South Africa, the oldest rough diamond producer in the region, was also the first to
establish a diamond-cutting and polishing industry. Due to efforts by the government,
De Beers, and many firms in the diamond cutting and diamond retail sectors, a slow but
steady increase in South Africa’s production of processed diamonds has occurred since
the mid-1990s. By 2005, in addition to the 13,000 employed in South Africa’s diamond
mines, another 300 people were employed in sorting and valuing activities for De Beers
in Kimberly, and some 2,100 people were employed in diamond cutting and polishing
in about 20 major factories and over 100 small-scale cutting operations.''’ Safdio RSA
Diamond Cutting factory is one of the largest South African factories and is located in
the heart of Johannesburg’s diamond district. It opened in 1985, and currently has a
highly skilled workforce of more than 200 artisans. The operation includes the grading
of rough diamonds, followed by sawing, cutting, and final polishing. The factory
specializes in “perfect makes” and “fancy yellow”, many of which are prepared for the
prestigious Graff collection.'” These South African polished exports compete
favorably with products from Antwerp, New York City, and Tel Aviv. The Harry
Oppenheimer Training School, a diamond-cutting school operated by De Beers and the
Diamond Foundation of South Africa, is also located in Johannesburg.

"4 The cutting and polishing of rough diamonds is a specialized skill that is concentrated in a limited
number of locations worldwide. Traditional diamond-processing (cutting/polishing) and trade centers are in
Israel, India, Belgium, and the United States. Recently, China and Thailand have become established
diamond-cutting centers. Cutting centers with lower costs of labor, notably Surat in Gujarat, India, handle a
larger number of smaller carat diamonds. India has the largest cutting and polishing industry in the world,
employing over a million people. It is the leading center in terms of value added, accounting for over
50 percent of cutting and polishing by value; 80 percent by carat weight; and 95 percent in terms of pieces of
global cut and polished diamond production.

!5 The USTR requested coverage of the SSA industries engaged in jewelry production and downstream
diamond processing. However, since SSA export values of processed diamonds are much greater than the
exports of jewelry, this analysis focuses on processed diamonds.

"6 For the past century, De Beers has dominated the global diamond trade. De Beers, with annual sales of
more than $6 billion, accounts for around 40 percent of the world’s production of rough diamonds. De Beers
S.A. is the holding company of the De Beers mining interests around the world. It oversees De Beers
Consolidated Mines (DBCM, mining, South Africa) and The Diamond Trading Company (DTC), the
marketing arm of De Beers. It also controls the De Beers diamond mining interests with the governments of
Botswana and Namibia.

"7 Mining Review Africa, “Diamond Beneficiation in South Africa,” 2005.

"8 The House of Graff reportedly is synonymous with the most prestigious diamonds in the world,
representing rarity, beauty, and the highest quality and craftsmanship.

3-31



Box 3.6 Precious-metal jewelry

An established and growing processed-diamond industry in the SSA countries could also contribute to growth in the value-
added precious-metal jewelry industry by increasing the availability of diamonds to the domestic jewelry industry.

Exports of precious-metal jewelry from the SSA countries totaled $163.7 million in 2006, representing a 38-percent gain over
2002. Leading SSA exporters were South Africa, with $97.1 million (58 percent of SSA exports) and Mauritius, $56.7 million (35
percent of SSA exports)." The major factor affecting this trade pattern was the substantial annual increase in the global price of
gold, as well as government programs to support the industry in South Africa.

The United States accounted for half ($82.6 million) of total SSA exports in 2006, followed by France, which made up 28 percent
($45.1 million). Reflecting growing regional trade, two percent ($2.6 million) went to South Africa. The SSA countries represented
roughly one percent of global exports of precious-metal jewelry in 2006.

South Africa is the leading producer of precious-metal jewelry in SSA. South Africa has a small but well-established jewelry-
manufacturing sector, producing a wide variety of precious-metal jewelry items, ranging from mass production items to individual
pieces. South Africa’s jewelry production is located primarily in the Gauteng and Western Cape provinces, although there are
also important manufacturing centers in the Durban/Pietermaritzburg (Kwazulu Natal) and Bloemfontein (Free State) areas. The
precious-metal jewelry industry in South Africa consists of about 350 manufacturing concerns, ranging from large manufacturers
employing several hundred employees to smaller studios specializing in high value-added “designer” pieces. Total jewelry
manufacturing employment is estimated at 3,000. A large portion of South Africa’'s manufactured jewelry is sold locally;
approximately 20 percent of production is exported.?Gold chain is the largest export jewelry item. Reportedly, much of the gold is
locally sourced.’

As with the processed diamonds sector, the jewelry industry was targeted by the South African government as a priority sector to
increase the country’s production of value-added products. The Precious Metals Act of 2005, for example, amended portions of
the Mining Rights Act of 1967 to eliminate the barriers to local beneficiation of precious metals and to rationalize the regulation of
matters pertaining to the downstream development of precious metals. The objectives of the Act include: (1) to allow for the
acquisition and possession of precious metals for local beneficiation; (2) to regulate the precious metal industry; (3) to repeal
earlier legislation that had created barriers to beneficiation; and (4) to amend the over-regulation of the industry by centralizing
the issuing of jewelers’ permits within the Department of Minerals and Energy.* The continuing growth of the precious-metal
industry will also depend on the success of the Mineral Policy and Promotion Branch’'s numerous ministerial projects, two of
which are the ATA Carnet System,’ and the Industrial Development Zone (IDZ) Jewelry Manufacturing Precinct gJMP) at the
Johannesburg International Airport.° Tariff preferences under the African Growth and Opportunity Act (AGOA)’ have been
credited with drawing foreign investment to the South African jewelry industry.® The MFN duties in the U.S. on gold jewelry range
from five percent to seven percent.

L GTIS, Global Trade Atlas.

2MBendi, “South Africa Manufacturing: Jewelry and Watch Manufacturing,” 2007.

% Lorens Mare (The Jewelry Council of South Africa), interview by Commission staff, Pretoria, South Africa, October 31,
2007.

“ “Mineral policy development,” The Department of Minerals and Metals (DME), Republic of South Africa.
http://www.dme.gov.za/minerals/min_pol_development.stm (accessed February, 7, 2008).

®The ATA Carnet system is a means of facilitating international trade and streamlining customs procedures for local
jewelers wishing to export their goods temporarily, e.g., to show their products in foreign markets. One benefit to the system is
the ATA Carnet eliminates VAT payments and customs duties on their return.

®The IDZ is specifically designed for the manufacture and export of jewelry products.

" AGOA became effective May 18, 2000, and offers incentives for African countries to continue their efforts to open their
economies and build free markets. The AGOA Acceleration Act of 2004 extended preferential access for imports from beneficiary
SSA countries until 2015.

8 Lorens Mare (The Jewellery Council of South Africa), interview by Commission staff, Pretoria, South Africa, October 31,
2007.

Although labor costs are reportedly never more than 10 percent of the final cost of the
processed diamond,'" they do factor into the competitiveness of various countries and
the types of diamonds processed in those countries. In South Africa, because skilled
labor is in relatively short supply, the estimated labor cost of cutting and polishing
diamonds is $55 to $75 a carat. This compares with $75 per carat in Belgium; $100 to

"9 Ernest Bloom (president, World Federation of Diamond Bourses), interview by Commission staff,
Johannesburg, South Africa, October 30, 2007.
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$110 in the United States; $18 to $25 in China; and $12 in India.'* South African (and
generally SSA) diamond-processing producers tend to cut and polish larger/higher-
value diamonds than those processed in India and China due to higher South African
labor costs.

There are two major diamond-processing factories in Mauritius. Mauriden Ltd, owned
by a U.S. investor, was one of the first companies to operate in the country’s EPZ more
than 30 years ago. It is involved in diamond cutting and polishing as well as jewelry
production and sales. The other factory is Floreal Diamond Cutting Ltd, which was
established in 2001, and is managed by a former employee of Mauriden. In 2006,
Mauritius imported about $44 million worth of diamonds, mostly rough, primarily from
Belgium and the United States. Once the diamonds are cut and polished, they are re-
exported to their principal markets (Belgium, United States, South Africa, and
Australia).'?!

In contrast to the relatively large and established diamond-processing industry in South
Africa and Mauritius, the industry in Angola, Botswana, and Namibia is small and
developing. Namibia reportedly operates about eight factories that compete with low-
cost cutting centers in India and China and with highly skilled ones in Antwerp, New
York, and Tel Aviv. These factories employ approximately 800 workers.'” The
Namibian industry nearly tripled in size during 2002—-06. The Namibian factories are
not primarily cutting diamonds mined in Namibia. Namdeb,'” Nambia’s diamond
mining company, has a marketing agreement with the Diamond Trading Company
(DTC), the marketing arm of De Beers’s, whereby 100 percent of its rough diamonds
are exported to London. Some of the factories in Namibia are owned or supplied by De
Beers’s clients. These clients buy parcels of rough diamonds from the DTC in London
that are comprised of rough diamonds that also originate from Botswana, Russia,
Tanzania, and South Africa. The rough diamonds that are shipped back to Namibia are
unlikely to contain more than a small percent of Namibian stones.'**

One of the most important developments for SSA governments and the diamond
industry in general is the KPCS, which seeks to bring accountability to the global
supply of rough diamonds. The KPCS has been credited for allowing SSA and the SSA
diamond industry to portray a positive image, and to increase the value of their
diamonds. The KPCS has helped to maintain consumer confidence in diamonds
originating from the SSA diamond industry, thereby limiting any negative perception or
impact on its exports of processed diamonds (box 3.7).

" Broadman, Africa’s Silk Road, 2007.

121 U.S. Department of State; U.S. Embassy, Port Louis. “USITC Study on sub-Saharan Africa;
information on Mauritius and Seychelles (PORT L 000448),” August 23, 2007.

122 Boer, Managing Diamond Dependency, April 2004.

123 In 1994, De Beers operations in Namibia were renamed Namdeb Diamond Corporation (Namdeb),
and it became a 50-50 joint venture with the Government of the Republic of Namibia.

124 Boer, Managing Diamond Dependency, April 2004.
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Box 3.7 The Kimberley Process Certification Scheme (KPCS)

This process began in 2000 as an effort by diamond-producing countries in Africa to prevent “conflict diamonds” from entering
the market. The initiative now includes 74 countries that are involved in the production and trade of diamonds. The members
are obliged to provide each other with statistics on their diamond production, making it easier to trace and eliminate so-called
“plood diamonds™ from legitimate trade.

Reportedly, Botswana’'s Diamond Cutting Act, in conjunction with the KPCS, requires every polishing factory in Botswana to
keep records of its trade in rough and polished diamonds and submit them to the Mining Commissioner each month.
Companies must record their imports of rough diamonds, details of the manufacture of cut and polished stones, and the
remaining and residual rough diamonds for export. These figures are checked against agreed parameters on loss through the
cutting and polish process. However, because the KPCS is essentially self-enforced, many factors can jeopardize certification,
from lack of enforcement on the ground to the commercial secrecy in the diamond trading centers such as Antwerp. Industry
sources indicate that the KPCS provides legitimacy to SSA diamonds and access to the global diamond market, and
simultaneously makes a positive contribution toward the local economy and the curbing of illicit and conflict diamonds.

Source: Kimberley Process Update, “Combating Conflict Diamonds,” November 2006.

! Blood diamonds which are also called conflict diamonds, dirty diamonds, or war diamonds, refer to diamonds mined in a
war zone and sold, usually clandestinely, in order to finance an insurgency or invading army’s war efforts.

Sub-Saharan Africa Trade in the Global Context

Leading Exporters

Israel, India, and Belgium are the world’s major diamond-cutting and trading centers
and the leading global exporters of processed diamonds. Reportedly, all three countries
produce high-quality finished diamonds. India specializes in processing more labor-
intensive, small-carat diamonds used in less expensive gold jewelry inlaid with
diamonds, jewelry which is typically produced in India and China. Higher-carat
diamonds processed in Belgium and Israel are used in more expensive, higher-quality
gold jewelry, which is typically produced in the EU and the United States.
Traditionally, the leading producers and exporters of processed diamonds have not been
countries with natural diamond deposits. Rather, they have imported the rough
diamonds.'?

Despite the abundant natural deposits of rough diamonds in certain SSA countries,
these SSA countries remain small players in the global context of trade in processed
diamonds. Unprocessed (rough) diamonds, which have lower prices on world markets,
continue to make up the bulk of SSA diamond exports. SSA is estimated to produce
over 75 percent (in value) of the world’s rough diamonds, worth about $15.8 billion."*
By comparison, processed diamonds from SSA make up an estimated 4 percent ($1
billion) of the global market.'”” Nevertheless, SSA exports of processed diamonds in
recent years have grown steadily. South Africa, Botswana, Mauritius, and Namibia,
were the four SSA countries that have made the greatest gains in increasing value-
added diamond processing operations (tables 3.3 and 3.4). South Africa accounted for
most of the SSA exports, with

125 Manduna, “Assessing the Causes of Sub-Saharan Africa’s Declining Exports,” May 2005.
126 MBendi, “Africa: Mining-Diamond Mining, Overview,” November 29, 2006.
127 Estimated by Commission staff from GTIS, Global Trade Information Services, Inc.
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Table 3.3 South Africa processed diamonds exports, by selected exporters and key markets, 2002—-06

Exports Change, 2002 to 2006
Exporter Key markets 2002 2003 2004 2005 2006 Absolute Percentage
1,000 dollars
Switzerland 118,253 168,151 205,460 222,691 171,530 53,277 45
Belgium 78,558 59,323 75,051 122,082 150,002 71,444 91
South United 80,797 113,992 114,126 151,522 148,213 67,415 83
Africa States
Israel 130,730 89,917 55,217 163,791 131,156 425 0
All other 56,462 49,385 60,273 59,176 63,046 6,585 12
Total 464,800 480,768 510,127 719,261 663,946 199,147 43
Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.
Note: Statistics are based on South African export data which are believed to be reliable.
Table 3.4 Sub-Saharan Africa processed diamonds exports (other than those of South Africa), by selected exporters, 2002—-06
Exports [ Change, 2002 to 2006
Exporters 2002 2003 2004 2005 2006 | Absolute Percentage
1,000 dollars
Botswana 9,646 6,878 15,617 22,082 86,487 76,841 797
Mauritius 23,417 26,221 34,180 53,544 45,094 21,677 93
Namibia 2,424 1,801 11,483 20,358 15,500 13,076 539

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU external trade.

Note: Statistics are based on import data from other countries and are believed to be overstated. However, the data presented likely provide a

reasonable portrayal of trends.

$664 million'”* in 2006. Although South Africa experienced the largest absolute
increase in exports, the other SSA exporting countries showed strong relative growth.

Leading Export Markets

The United States was by far the leading world export market for processed diamonds,
accounting for 39 percent ($16.5 billion) of world imports in 2006 (figure 3.5)."* Since
the United States has few natural diamond resources, imports supply almost all of U.S.
demand. Following the United States, other major export markets were Hong Kong and
the EU. Hong Kong accounted for 17 percent ($7.4 billion) of global imports of
processed diamonds; the EU"* represented 15 percent ($6.6 billion).

Europe (including Switzerland) is by far the largest SSA export market for processed
diamonds, followed by the United States and Israel. The United States accounted for
roughly one-fifth of South Africa’s exports in 2006.

128 The South African Diamond Board reports in its 2007 annual report that total polished diamond
exports from South Africa were valued at $511 million, 321,047 carats, in 2002, increasing to $701 million,
280,965 carats, in 2006.

129 These data are believed to be overstated due to re-importations and/or transshipments of processed
diamonds. However, the data should provide a reasonable illustration of the trends.

130 Belgium accounted for most of the trade.
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Figure 3.5 Leading markets for global and South African exports of processed diamonds, 2006

Global Export Markets South African Export Markets

Switzerland
United States 26%
39%

Belgium
23%

Hong Kong
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th
Other 1%
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Hong Kong
8%

India
4% United States

22%

15% Switzerland

Israel

Israel 4%
10% 20%
$42,660 million $664 million

Source: GTIS, Global Trade Atlas, annual data compiled from reporting countries’ official statistics, including EU

external trade.

Note: Data for global export markets are believed to be overstated, but market share is likely a reasonable
representation.

Factors Affecting Export Patterns

Strong consumer demand for polished diamonds resulting in global price increases was
the key factor contributing to the growth in exports of processed diamonds from SSA
countries during 2002—06. Although they contributed less to the growth in exports from
all SSA countries, investment in new diamond-processing facilities and programs by
SSA governments and international organizations to promote the processing of rough
diamonds were important factors leading to increased production and exports by

Botswana and Namibia.

Global Price Increases

Increased global prices fueled the growth in processed-diamond export values from
SSA during 2002-06."" Although the value of South Africa’s processed diamond
exports rose by 37 percent during the period, the quantity exported declined by 12
percent. The unit value of South Africa’s exports, as measured in dollars per carat, rose

from roughly $1,600 per carat in 2002 to nearly $2,500 per carat in 2006.

31 Ernest Bloom (president, World Federation of Diamond Bourses), interview by Commission staff,

Johannesburg, South Africa, October 30, 2007.
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Beneficiation Investment and Policy

During 2002-06, SSA countries initiated or increased beneficiation activities (post-
mining, value-added activities such as diamond cutting and polishing) and entered
global markets."”> SSA government officials have called on the global diamond
industry to assist African countries in acquiring the technology and capability to process
their own diamonds. Examples of actions include policies to promote the domestic
industries, the development of new technology for diamond cutting and polishing,
training and development of the industry work force, and retention of domestically
produced rough diamonds to make them available for local processing. All SSA
producers likely benefited from these activities, particularly Angola, Botswana, and
Namibia.

Angola

Although Angola has a large and growing diamond-mining industry, its cutting and
polishing operations have been very limited. However, a new state-of-the-art diamond-
cutting and polishing plant (one of the largest in Africa, currently employing 300
Angolans, with the capacity to hire 300 more workers) opened in 2005 in the Talatona
suburb of Southern Luanada, Angola’s capital.'*> The factory is the result of a joint
project between diamond merchant Lev Leviev and Angola’s state-owned diamond
selling company Endiama, and is considered one of the most modern and sophisticated
in the world. The plant is equipped with advanced sawing, cutting, and polishing
machines supplied by the Leviev Group. Reportedly, the factory has the capability to
process 25,000 carats of cut and polished diamonds per month.'**

Botswana

In late 2004, Eurostar Diamond Traders,'”” a Belgian-based company, began a

diamond-cutting and polishing operation in Gaborone, Botswana, employing more than
1,000 workers. The facility is one of the largest such factories in Africa.'*® Reportedly,
the opening of the Eurostar factory was an indication that the battle for access to
Botswana’s rough diamonds had begun. Most previous diamond-cutting factories in the
region were small. Now, major rough diamond buyers like Eurostar are investing large
amounts in the region.

Botswana sought local cutting as part of its diamond-mining agreement with De
Beers.'”” As a result, in 2006, De Beers Botswana and the government of Botswana
took a major step toward creating a sustainable beneficiation industry by establishing
DTC Botswana. DTC Botswana is a 50/50 partnership between the government of
Botswana and De Beers (Debswana). The company will sort and value all Debswana’s
rough diamond production and sell rough diamonds to the local cutting and polishing
industry.

132 1 addition, beneficiation also can include marketing and jewelry manufacturing.

33 |RIN Africa, “Southern Africa: Adding Sparkle to the Region,” September 7, 2007.

134 Globes, Israel Business News, “LeViev, Angolan Government Dedicate Joint Diamond Venture,”
November 8, 2005.

135 Eurostar is one of the major customers of De Beers for rough diamonds.

136 Mutume, “Africa Strives To Rebuild Its Domestic Industries,” October 2004.

7 tano, “Looking to Africa to Polish Its Diamonds,” The New York Times, September 17, 2004.
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The opening and success of the planned $83 million DTC (Diamond Trade Center)
Botswana in 2008 is likely to have a significant effect on SSA’s future global role in the
diamond-processing industry. The DTC Botswana reportedly will create over 3,000
jobs in downstream diamond-related activities alone, representing an increase of about
30 percent in diamond-related employment levels in Botswana, and an increase of about
10 percent in the manufacturing sector, including expansion of jewelry
manufacturing.”*® In addition, in 2007, a $3 million diamond-polishing factory was
opened in Botswana.'”

Namibia

The Namibian government has been actively engaged in efforts to foster a diamond
cutting and polishing manufacturing industry for export. The government has offered
incentives in the form of Export Processing Zone status, whereby taxes and duties are
waived, and training grants are provided. In an effort to break the South African market
concentration, several diamond-trading companies have established polishing plants in
Namibia. In June 2004, Israel-based Lev Leviev Diamonds (LLD Diamonds), the
second-largest diamond trader in the world,'*" opened a diamond-polishing factory in
Namibia, employing 550 workers. LLD Diamonds can produce as many as 150,000
carats of cut and polished diamonds annually. Lev Leviev'*' has expressed a desire to
help the economy in SSA and wants to continue to expand value-added processing
where the diamonds are mined.'**

Namibia is the only SSA country where De Beers’s operations include cutting and
polishing, through the Namdeb subsidiary of NamGem. With 129 workers, NamGem is
a major source of employment for the town of Okahandja. In 2005, NamGem increased
production by 42 percent over 2004. In 2005, NamGem diamonds were made available
to a number of local retail and jewelry outlets, thereby further fostering value-added
operations developing in Namibia.'*

Going forward, Namibia likely will see an upsurge in the opening of processing
factories as the Ministry of Mines and Energy registered 20 licenses for cutting and
polishing early in 2007; six of the approved licensees are already in operation.
Beneficiation in Namibia may further benefit from De Beers’s announcement in
September 2007 that it would supply up to $300 million worth of rough diamonds to
Namibia by 2009.'*

138 The DTC Botswana will be the world’s largest and most modern individual diamond-processing
facility.

139 De Beers, “Investing in the Future, Economics,” Supply Chain Value Creation: Case Study-
Establishment of DEC Botswana, 2007.

1% The Leviev Group, a major competitor to De Beers, has diamond-polishing plants in Russia, India,
China, South Africa, Ukraine, and Armenia.

41 L ev Leviev, an Israeli born businessman now living in the United Kingdom, controls global
operations that cut and polish more diamonds than anyone else in the world. And, according to the New York
Times, since 1996 he has invested millions of dollars in the diamond concessions in Angola and Namibia.

142 Weildlich, “Africa Taking Its Diamond Cut,” November 6, 2005.

3 De Beers, “Investing in the Future, Economics,” Supply Chain Value Creation: Case Study-
Establishment of DEC Botswana, 2007.

144 The Norwegian Council in Africa, “Namibia: Diamond Rush,” October 6, 2007.

3-38



South Africa

In August 2006, diamond cutting/polishing operations were established in Pelindaba in
northwest South Africa. Production in Pelindaba is intended to reach 18,000 carats per
month with custom-built facilities covering 30,000 square meters. The operation falls
under the Calibrated Diamonds Project, which focuses on cutting and polishing of
diamonds with leading technology developed in South Africa that reduces production-
related product loss from 40 percent to less than 10 percent.'*” The Calibrated
Diamonds Project, valued at nearly $15 million, has the potential to create at least 400
businesses in cutting and polishing operations.'*®

Other Efforts to Facilitate SSA Beneficiation

In 2005, the Overseas Private Investment Corporation (OPIC)' entered into a

partnership with the South African government, Lazare Kaplan International Inc. (LKI),
and Nozala Diamonds, a cutting factory in South Africa (a joint venture between Lazare
Kaplon and a South African women’s empowerment group) to facilitate diamond
beneficiation projects in Angola, Botswana, Namibia, and South Africa. LKI is engaged
in the cutting, polishing, and sales of diamonds internationally. The joint venture is
designed to make it possible for SSA to “go downstream.”

Beginning in 2006, SSA countries have also begun to develop new organizations
designed to expand beneficiation through investment in new processing facilities. The
African Countries Diamond Producers Association (ADPA), formed in November
2006, is an organization designed to strengthen Africa’s influence on the world
diamond market as well as harmonize legislation and encourage foreign investment in
the industry. A main concern is the continued illegal sale of blood diamonds. The
Diamond Empowerment Fund (D.E.F.TM) was established in December 2006. The
mission of the D.E.F.TM is to raise money for the development and empowerment of
people and communities in African countries where diamonds are a natural resource.
This non-profit organization is involved in the advancement of the processed-diamond
sector. In addition, in 2006, Petra Diamonds, a pan-African diamond mining company
began pursuing a strategy of acquiring facilities to cut and polish their own rough
diamond production (box 3.8).

145 Calibrated Diamonds’ proprietary laser-cutting process has significant advantages over traditional
cutting and polishing methodology, producing stones to a very high and consistent standard. Reportedly,
Calibrated Diamonds’ cut and polished stones are a premium product producing the highly sought after
“hearts and arrows” (style of cut used for round brilliant diamonds) quality, which is rarely achieved by
conventional means.

16 Diamond Intelligence Brief, “Polishing Operations Established in Pelindaba Under the Calibrated
Diamonds Project,” June 13, 2006, 3957(1).

7 OPIC is a U.S. government agency that supports economic development by promoting U.S. private
investment in developing countries.
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Box 3.8 Petra Diamonds’ for SSA beneficiation

Another factor that will contribute to the continuing growing capacity of the SSA diamond-cutting and polishing industry is
the regional expansion of Petra Diamonds' from solely rough diamond mining into the beneficiation of diamonds in SSA
countries. In November 2006, Petra made a strategic move into the diamond cutting and polishing industry with the
acquisition of Calibrated Diamonds Investments Holding Limited (“Calibrated Diamonds”). This acquisition gives Petra the
in-house capability to cut and polish its own rough diamond production, which in turn will directly affect Petra’s bottom line
given the value added in a polished stone compared to the rough form. Construction of diamond cutting and polishing
facilities is underway, and it is expected that an additional 2,500 carats per month of rough diamonds will be processed in
the region by mid-2008.

! Petra Diamonds is a pan-African diamond mining company with operations in South Africa, Angola, Botswana, and
Sierra Leone. Petra has grown significantly over the last few years to be the largest diamond company quoted on London’s
Alternative Investment Market (AIM) market. Petra is the second largest producer of diamonds after De Beers.

2 petra Diamonds Ltd, “Current Operations,” Calibrated Diamonds, 2007.
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Textiles'™

Summary of Findings

Textile exports from SSA increased 12 percent by value during 2002-06 to
$467 million, reflecting increased global demand for textiles, deeper regional
integration, and increased foreign investment (table 3.5). This growth occurred
despite a decrease in textile exports of roughly $68 million during 2004-06,
following the completion of staged elimination of global quotas under the
Agreement on Textiles and Clothing (ATC) on January 1, 2005."*

Patterns of exports of textiles from SSA are influenced by the 