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Abstract

Since 2000, the African Growth and Opportunity Act (AGOA) has

contributed to more than doubling trade with AGOA-eligible countries.
The countries of sub-Saharan Africa are increasingly viable econom-
ic partners that deserve focused attention and deeper engagement. If
the U.S. fails to advance AGOA beyond a trade-preference arrange-
ment, it risks losing ground to Europe and other nations eager to enter

into more robust economic partnerships. Congress and the Obama

Administration should work together to renew and upgrade AGOA to

advance economic freedom in Africa, encourage economic integration

within the region, and set the stage for a free trade agreement between

the U.S. and Africa.

Vibrant economic growth and lasting development in sub-Saha-
ran Africa depends greatly on increasing the competitiveness of
African entrepreneurs through expanded economic freedom. Since
the African Growth and Opportunity Act (AGOA) was signed into
law in May 2000, AGOA has contributed to that goal by providing
expanded duty-free access for most imports from the region and
encouraging good governance and economic freedom. Over the past
13 years, the preferential access granted under AGOA has deepened
the U.S. trading relationship with sub-Saharan Africa. Exports from
AGOA-eligible countries to the U.S. in 2012 were more than twice
the level of exports in 2000, and U.S. exports to these countries more
than tripled.
However, AGOA will not realize the full potential for trade-
led economic growth, increased investment, and broad-based
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KEY POINTS

m African nations, long regarded in
Washington primarily as troubled
countries in need of assistance,
have in many instances demon-
strated strong, sustained growth
and are increasingly becoming
viable economic partners.

m Renewal of the African Growth
and Opportunity Act (AGOA),
which will expire in 2015, pro-
vides an important opportunity to
expand that partnership.

m The full potential for trade-led
economic growth will not be real-
ized as long as AGOA remains
limited to a trade preference
arrangement.

m Ensuring dynamic economic
expansion and long-term devel-
opment in sub-Saharan Africa
depends greatly on increasing
the competitiveness of African
entrepreneurs through expanded
economic freedom.

m Congress and the Obama Admin-
istration should work together
to renew and upgrade AGOA
to advance economic freedom
in Africa, encourage economic
integration within the region,
and set the stage for a free trade
agreement between the U.S. and
Africa.
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CHART1

U.S. Trade with AGOA Nations
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Sources: U.S. Department of Commerce, International Trade
Administration, TradeStats Express: National Trade Data,
http://tse.export.gov/TSE/TSEHome.aspx (accessed August 9,
2013), and U.S. Department of Commerce, Bureau of Economic
Analysis, National Income and Product Accounts Tables,
http://bea.gov/iTable/iTableHtml.cfm?reqid=9&step=1&isuri=1
(accessed August 9, 2013).
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economic development as long as it remains limit-
ed to a trade-preference arrangement. To gain full
advantage of the opportunity for mutually beneficial
trade and investment, the Obama Administration
and Congress should work together to renew
AGOA along with provisions to encourage regional

integration, expand the number of products granted
duty-free access, eliminate quota restrictions, and
require gradual reciprocal duty-free treatment for
American exports with the objective of negotiating
a free trade agreement (FTA) between the U.S. and
Africa by 2025.

The upcoming renewal of AGOA presents a timely
opportunity to upgrade AGOA from a limited trade
arrangement into a pathway toward a free trade and
investment partnership that will solidify America’s
engagement with Africa and benefit individual
Americans and Africans.

AGOA: The Cornerstone of America’s
Economic Interaction with Africa.

Charting a new course for America’s practical
engagement with sub-Saharan Africa, Congress
passed the African Growth and Opportunity Act
as part of the Trade and Development Act of 2000,
and President Bill Clinton signed it into law on May
18, 2000. In August 2002, President George W. Bush
signed amendments to AGOA that expanded pref-
erential access for eligible sub-Saharan African
counties. Two years later, President Bush signed
the AGOA Acceleration Act of 2004, which extend-
ed preferential access for imports from eligible sub-
Saharan African countries through September 30,
2015, and broadened and clarified textile-related
provisions in the act.

AGOA has built on existing U.S. trade programs
by expanding the duty-free access previously avail-
able to developing countries under the Generalized
System of Preferences (GSP) program. While the
United States generally maintains relatively low
average trade barriers, its highest trade barriers tend
to apply to goods that developing countries export.
Under the GSP, the U.S. grants preferential duty-free
access to 127 developing countries around the world
for 4,975 products as defined by the Harmonized
Tariff Schedule.! In 2012, the program reduced tar-
iffs by $742 million.?

AGOA provides duty-free treatment for 1,827
additional goods not covered under the GSP.? Notably,

1. Office of the U.S. Trade Representative, “GSP by the Numbers,” April 16, 2013, http://www.ustr.gov/sites/default/files/GSP%20by%20

the%20numbers_0.pdf (accessed August 9, 2013).
2. Ibid.

3. Africa Taiwan Economic Forum, “Products Eligible for Duty-Free Treatment Under AGOA If Exported to the U.S. from an AGOA Beneficiary
Country,” http://www.africa.org.tw/upload/AGOA_annex2a.pdf (accessed August 9, 2013).
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AGOA “provides duty-free access to all clothing (as
well as certain textile) exports from countries that
qualify under the Act’s “‘wearing apparel provisions’,
subject to the Rules of Origin (RoO) being met.™
Between the GSP and AGOA, eligible sub-Saharan
African countries can export approximately 6,800
goods to the U.S. duty-free.

AGOA’s primary purpose is to increase trade
and enhance the development of eligible countries
through preferential access to the U.S. market. The
premise is that preferential access lowers export
costs to the U.S. market, which should make African
exports more competitive and spur trade-related
investment in AGOA-eligible countries, thereby cre-
ating jobs and contributing to economic growth and
development.

The data indicate that AGOA has led to an
increase in two-way trade since its inception in
2000. As shown in Chart 1, U.S. exports to AGOA-
eligible countries increased from $6.7 billion in 1999
(before AGOA) to $21.8 billion, as measured in con-
stant 2012 dollars. Despite the considerable vari-
ance since 2008, U.S. imports from these countries
increased from $17.8 billion in 1999 to $46.8 billion
in 2012.°

While AGOA imports were 35 percent lower in
2012 than in 2011, this decline was principally driv-
en by a 38 percent decrease in oil and gas imports.°
With these fuel products excluded, AGOA imports—
almost exclusively dominated by raw materials—
were $4.8 billion in 2012, decreasing by 4 percent

from the previous year. However, imports of agricul-
tural products increased by 28 percent.

According to Representative Chris Smith (R-
NJ), Chairman of the Africa, Global Health, Global
Human Rights, and International Organizations
Subcommittee of the House Foreign Affairs
Committee, areport by the African diplomatic corps

“estimated that AGOA has generated about 350,000
direct jobs and 1,000,000 indirect jobs in Sub-
Saharan Africa,and about 100,000 jobsin the United
States.”” The top five AGOA-beneficiary countries in
2012 were Nigeria, Angola, South Africa, Chad, and
Gabon. Other leading AGOA beneficiaries included
the Republic of Congo, Lesotho, Kenya, Mauritius,
and Cameroon.®

AGOA’s trade and investment incentives are also
intended to press African governments to improve
their political and economic governance because
sound policyis crucial to sustained economic growth
and broad-based development. As aresult, sub-Saha-
ran African countries are not automatically eligible
for AGOA benefits. Instead, the U.S. President must
designate eligible countries based on their progress
in areas such as establishing market-based econo-
mies, representative government, strengthening
the rule of law, combating corruption, eliminating
barriers to U.S. trade and investment, safeguarding
intellectual property, reducing poverty, expand-
ing health care and educational opportunities, and
protecting human rights.” However, a country need
not make progress in all areas to qualify for AGOA

4, AGOA.info, "New GSP Products Added Under AGOA," http://agoa.info/about-agoa/products.html (accessed August 9, 2013).

Most of U.S. exports were transportation equipment, machinery, chemicals, and other manufactured goods. Most U.S. imports were oil,
natural gas, and metals. See U.S. Department of Commerce, International Trade Administration, TradeStats Express: Product Profiles of U.S.
Merchandise Trade with a Selected Market, http://tse.export.gov/TSE/TSEReports.aspx?DATA=NTD (accessed August 9, 2013).

6.  Petroleum products continued to account for the largest portion of AGOA imports with an 86 percent share of overall AGOA imports.

7. Office of Congressman Chris Smith (R-NJ), “African Diplomats Present AGOA Recommendations to Foreign Affairs Committee,” July 31, 2013,
http://chrissmith.house.gov/news/documentsingle.aspx?DocumentlD=344810 (accessed August 9, 2013).

8. U.S. Department of Commerce, International Trade Administration, “U.S. Trade with Sub-Saharan Africa, January-December 2012,"
http://trade.gov/agoa/agoa_main_004064.pdf (accessed August 9, 2013).

9. U.S. Department of Commerce, International Trade Administration, “AGOA Frequently Asked Questions, International Trade Administration,”

http://trade.gov/agoa/fag.asp (accessed August 9, 2013).

10. U.S. Department of State, “U.S. Officials’ Briefing on 2013 AGOA Forum,” July 31, 2013, http:/iipdigital.usembassy.gov/st/english/
texttrans/2013/07/20130731279871.htm (accessed August 9, 2013). The 39 countries currently eligible for AGOA benefits are Angola,
Benin, Botswana, Burkina Faso, Burundi, Cameroon, Cape Verde, Chad, Comoros, the Republic of the Congo, Céte d'lvoire, Djibouti, Ethiopia,
Gabon, the Gambia, Ghana, Guinea, Kenya, Lesotho, Liberia, Malawi, Mauritania, Mauritius, Mozambique, Namibia, Niger, Nigeria, Rwanda,
Sao Tomé and Principe, Senegal, Seychelles, Sierra Leone, South Africa, South Sudan, Swaziland, Tanzania, Togo, Uganda, and Zambia. The 10
sub-Saharan African countries not eligible for AGOA are Central African Republic, Democratic Republic of Congo, Equatorial Guinea, Eritrea,

Guinea-Bissau, Madagascar, Mali, Somalia, Sudan, and Zimbabwe.
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Economic Freedom and the African Growth and Opportunity Act (AGOA)
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benefits. Currently, 39 of the 49 countries in sub-
Saharan Africa are eligible for AGOA benefits."’

Strong Case for Moving AGOA
Beyond Preferential Trade

The expanded two-way trade under AGOA is sig-
nificant and welcome. Without the GSP and AGOA,
goods from eligible countries would face significant
tariff-related costs that would make a number of
African exports less competitive, hindering trade
and trade-related economic activity between the

U.S. and sub-Saharan African nations. Those inter-
estedinboosting economic growth and development
in sub-Saharan Africa should support the renewal of
both the GSP and AGOA.

However, substantial benefits from trade remain
unrealized under AGOA, which is a largely one-sid-
ed trade preference arrangement rather than an
FTA. Moreover, AGOA retains tariffs and quotas on
a few key products. According to a recent Brookings
Institution economic study, if the U.S. were to grant
duty-free and quota-free treatment to all imports
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CHART 2

Advancing Economic Freedom Yields
Higher Economic Growth in AGOA
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Note: 38 AGOA-eligible countires were observed in this
analysis. South Sudan was not included due to a lack of data.
Sources: Terry Miller, Kim R. Holmes, and Edwin J. Feulner, 2013
Index of Economic Freedom (Washington, D.C.:

The Heritage Foundation and Dow Jones & Company, Inc.,
2013), http://www.heritage.org/index, and

International Monetary Fund, World Economic Outlook
Databases, http://www.imf.org/external/pubs/ft/weo/
2013/01/weodata/index.aspx (accessed August 9, 2013).
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from AGOA-eligible countries, exports from those
countries to the U.S. would increase by more than
$105 million while U.S. production of those goods
would fall by only $9.6 million."

Yet those gains would be small compared to
actions that African governments could undertake
themselves. Indeed, the study projected that imple-
menting five regional economic communities in

sub-Saharan Africa would increase intra-African
trade by $8 billion and a continental free trade area
would boost intra-African trade by $37.5 billion.

More importantly, the U.S. trading relationship
with sub-Saharan Africa is based on a regional per-
spective thatisincreasinglyless accurate. AGOA was
established to provide a hand up to a region in need
of economic assistance. Much of the region remains
poor, but it has become considerably more dynamic
and integrated into the global trading arena since
2000.

Africa’s place in the world is changing rapidly.
Despite some setbacks caused by political turmoil in
some countries, overall trade and investment policy
has gradually improved and contributed to increased
economic growth and living standards. According to
the Index of Economic Freedom, an annual data-driven
economic policy analysis by The Heritage Foundation
and The Wall Street Journal, sub-Saharan African
economies as a group have gradually moved toward
greater economic freedom since 2000. Mauritius is
now the world’s eighth freest economy, while Rwanda,
Cape Verde, Angola, and Botswana have also made
notable improvements over the years.

Asdocumented by the Index, trade facilitation and
other regulatory reforms have strongly contributed
to advancing economic freedom in these countries,
enhancing competitiveness and the general entre-
preneurial environment. In fact, 24 of the 38 AGOA-
eligible countries—excluding South Sudan, which is
not graded by the Index—have moved toward greater
economic freedom since 2000.

These policy reforms have coincided with high
economic growth over the same period. On average,
African countries have registered consistent growth
rates of around 5 percent, which were only temporar-
ily interrupted by the global economic downturn.'?

In 2012, the economies of about one-fourth of
African countries grew at 7 percent or higher, and
the economies of Sierra Leone, Niger, COte d’Ivoire,
Liberia, Ethiopia, Burkina Faso, and Rwanda are
among the fastest growing in the world.”® Net private

1. Simon Mevel et al., “The African Growth and Opportunity Act: An Empirical Analysis of the Possibilities Post-2015,” The Brookings Institution,
July 2013, http://www.brookings.edu/research/reports/2013/07/african-growth-and-opportunity-act (accessed August 9, 2013).

12. World Economic Forum et al., The Africa Competitiveness Report 2013, 2013, http://www.worldbank.org/content/dam/Worldbank/document/
Africa/Report/africa-competitiveness-report-2013-main-report-web.pdf (accessed August 9, 2013).

13.  Press release, "Africa Continues to Grow Strongly Despite Global Slowdown, Although Significantly Less Poverty Remains Elusive,” The
World Bank, April 15, 2013, http://www.worldbank.org/en/news/press-release/2013/04/15/africa-continues-grow-strongly-despite-global-
slowdown-although-significantly-less-poverty-remains-elusive (accessed August 9, 2013).
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capital flows to the region increased by 3.3 percent
to a record $54.5 billion in 2012, and foreign direct
investment into the region increased by 5.5 percent
in 2012 to $37.7 billion.** Economic growth is expect-
ed to remain strong.”®

Not by coincidence, overall poverty in the region
is also declining. Economic research shows that the
entrepreneurship encouraged by greater economic
freedom leads to innovation, economic expansion,
and overall improvement in living standards and
human development.

With improved policy environments and a rich
resource endowment, many economies in the region
have become more attractive trading partners to the
rest of the world. The European Union is currently
pressuring African countries to enter into econom-
ic partnership agreements that would make prefer-
ential access to EU markets contingent on recipro-
cal preferential access to African markets. China’s
trade with Africa exceeds $160 billion, overtaking
the U.S. as Africa’s largest trading partner in 2009.'¢
Emerging partners—including Brazil, India, and
South Korea—account for around 40 percent of the
continent’s merchandise trade, up from 23 percent
a decade ago.

In short, African nations should no longer be
regarded primarily through the lens of assistance,
but increasingly as viable economic partners that
deserve focused attention and deeper engagement.

Next Steps for the United States

AGOA is at a critical juncture. As the law stands,
nearly all imports from eligible sub-Saharan coun-
tries enter the U.S. duty-free through 2015. However,
the existing law ignores significant potential bene-
fits. If the U.S. fails to advance AGOA beyond a trade-
preference arrangement, it risks losing ground to
Europe and other nations eager to enter into more
robust economic partnerships. Instead of simply
renewing AGOA, the U.S. should use the legislation
to spur African economic integration and ultimately

transform the trade-preference program into a FTA
between the U.S. and Africa. Specifically, the U.S.
should:

= Reauthorize the GSP. The GSP expired on July
31, 2013. Given the critical linkage between AGOA
and the GSP and the substantial trade benefits
arising from the arrangement, Congress should
renew the GSP.

= Renew AGOA through 2025. AGOA is set to
expire in 2015. Together with the GSP, AGOA
provides duty-free treatment for approximately
6,800 products exported from eligible African
nations. This special trade treatment has con-
tributed to investment, business formation, job
growth, and economic growth for Africans and
Americans alike. Failure to renew AGOA on a
long-term basis risks reversing these gains and
undermining America’s credibility as a reliable
economic partner in the region.

= Endorse regional economic integration. The

African Union has already announced its inten-
tion to finalize agreements for regional economic

communities by 2014, integrate them between

2015 and 2016, and establish a continental free

trade area by 2017."” Economic analysis indicates

thatregional economicintegration would provide

significant economic benefits, and the U.S. should

encourage the African nations through AGOA.

= Incentivize economic integration while
encouraging AGOA-eligible countries to pur-
sue greater economic freedom. AGOA has
facilitated trade expansion for African econo-
mies. However, tariffs and quotas remain on a
number of goods that could significantly benefit
African economies and U.S. consumers at a rela-
tively small cost to U.S. producers. AGOA should
reward African progress toward economic

14.  Ibid.

15.  “Africa Rising—A Hopeful Continent,” The Economist, March 2, 2013, http://www.economist.com/news/special-report/21572377-african-
lives-have-already-greatly-improved-over-past-decade-says-oliver-august (accessed August 9, 2013).

16. Bloomberg View, “Obama'’s Opportunity to Improve U.S. Investment in Africa,” July 7, 2013, http://www.bloomberg.com/news/2013-07-07/
obama-s-opportunity-to-improve-u-s-investment-in-africa.html (accessed August 9, 2013).

17.  African Union Assembly, Decision 394(XVIII) and Declaration 1(XVIII), in African Union Assembly, “Decisions, Resolutions, and Declarations,”
18th Sess., January 29-30, 2012, http://www.au.int/en/sites/default/files/ASSEMBLY %20AU%20DEC%20391%20-%20415%20

(XVII1)%20_E.pdf (accessed August 9, 2013).
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integration and economic freedom by linking
those steps to expansion of duty-free treatment
and elimination of quotas on key products.

m Starting in 2017, make AGOA preferences
contingent on reciprocal duty-free treatment
of a gradually expanding list of U.S. exports
with the goal of transforming AGOA into a
formal FTA by 2025. While AGOA is useful, it is
an incomplete approach to increasing U.S.-Afri-
can trade that ignores the benefits that Africans
could realize from lower tariffs on U.S. imports.
The U.S. should expand AGOA into an FTA to
maximize its economic benefits.

Time for an Economic Freedom Partnership
with Africa. In the AGOA forum’s inaugural meet-
ing 12 years ago, President George W. Bush under-
scored, “We have a unique opportunity to build ties
of trade and trust that will improve the lives on both
our continents. And we will seize this opportuni-
ty.”!® Substantial bipartisan support continues for
forging close relations with African countries and
promoting economic growth, stability, and good
governance. AGOA has helped to advance this goal,

but trade-preference legislation falls short of the full
potential for American economic partnership with
the region.

Congressional support for freer trade is critical
to America’s efforts to replace poverty with eco-
nomic freedom and prosperity in the continent.
The Obama Administration and Congress should
work together not only to renew AGOA, but also to
upgrade it into an instrument that advances eco-
nomic freedom in Africa, effectively encourages
economic integration within the region, and sets
the stage for a free trade agreement between the
U.S. and Africa.
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International Regulatory Affairs in the Margaret
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Studies, at The Heritage Foundation; Anthony
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International Trade and Economics at The Heritage
Foundation; and Charlotte Florance is Research
Associate for Economic Freedom in Africa and the
Middle East in the Douglas and Sarah Allison Center
for Foreign Policy Studies, a division of the Davis
Institute, at The Heritage Foundation.

18. George W. Bush, “U.S., Africa Strengthening Counter-Terrorism and Economic Ties,” U.S. Department of State, Washington, DC, October 29,
2001, http://2001-2009.state.gov/p/af/rls/rm/2001/5781.htm (accessed August 9, 2013).




