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Pleasure to serve on this distinguished panel on a topic that is most important to all members of the AGOA Coalition.

Pleased that Paul could moderate, he’s one of the most knowledgeable people around on the topic of AGOA and its textile & apparel provisions.

Good also to have representatives of other key stakeholders, including Angela from the House W&M Committee, private sector reps, and Julie from one of the key trade associations.

My remarks are short.  Want to hear from fellow panelists and audience because your input on this issue is crucial.  Especially keen to hear different perspectives from business people on what the third-country fabric provision means to your operations and impact of its expiration or possible extension.

Here’s what I think I can contribute to the discussion.  I would like to make a few observations on:

· the origins of the 3rd country fabric provision,

· how it has played out in practice,

· what we have heard so far from stakeholders about it,

· and the factors that we in the Administration are considering as we 

· look at how to address the September 2004 expiration of the provision.

Why Early Expiration?
Many have asked why AGOA runs through 2008 but the third-country fabric provision only through Sept. 2004.

I was involved in some of the early discussions on AGOA, but not in its legislative evolution.  So stand to be corrected.  And perhaps Angela and Paul can add some perspective.  But my understanding is that the proposed AGOA third-country fabric provision was such a revolutionary step in the late 90’s,  a major change to existing Rules of Origin (ROO) for preferential trade programs, that it became one of the more controversial elements of the bill and was hotly negotiated by those concerned about potential impact on the U.S. textile and apparel sector.  

That it was passed at all is a testament to the hard work of those in the AGOA Coalition, including my predecessor, Rosa Whitaker.

Simply put, AGOA’s third-party fabric provision gives most AGOA beneficiaries THE most liberal ROO of any of our trading partners except for Israel & Jordan.  Thanks to AGOA, manufacturers in eligible less developed countries have not only duty-free, quota-free entry to US market but can use fabric from ANY source.  None of our other trading partners, except for Israel and Jordan, have that.

So, while we’re debating what to do about the provision, let’s keep in mind what a ground-breaking benefit this is.

The intent of the provision was to give African producers a jumpstart, a special boost to make them competitive and enable them to get a foothold into the U.S. market, especially those countries with no prior history of apparel exports.

At the same time, there was a realization that, in the long-term, especially with the coming changes in the world textile and apparel trade with the phase-out of the ATC, African producers would not likely remain competitive if they had to continue sourcing fabric from outside the continent.

So the decision was taken to end the third country fabric provision early in order to give an incentive for investment in African textile production.

This intent was reinforced in AGOA 2, passed in August 2002, which doubled the overall AGOA apparel quota but assigned most of the increase to apparel produced from African regional fabric.

How Has Provision Played Out in Practice?
It did not take long for apparel producers to understand the boon that the third country provision provided for African apparel production.  

Hundreds of millions of dollars in investment flowed to AGOA countries in order to take advantage of the special access provided to the US market.  And the third country provision was a big part of this.

Paul can probably cite the figures more precisely, but I know that from the outset the bulk of AGOA apparel exports, over three-quarters in value and even more in volume,  have been made of third country fabric, mostly from Asia.

There has also been significant investment in textile production in Africa as a result of AGOA’s special incentives for regional fabric: in Namibia, Zambia, Senegal, etc.

So AGOA has done what it was supposed to do.  Or perhaps I should say it has BEGUN to do what we intended: for while AGOA has attracted investment to AGOA-eligible countries both in apparel assembly and in textile production, the latter has been a little slower to get under way, for a myriad of reasons, not the least of which is that textile production is much more capital-intensive and takes longer to get started up.

So the situation developed that, as the expiration of the third country fabric provision approached, countries and companies began to find that the anticipated transition from third country to African regional fabric would be more difficult than expected.

Simply put, there did not appear to be sufficient capacity for African fabric producers to meet the demands of the flourishing AGOA apparel assembly sector.

The experts on the panel can tell us more about why AGOA apparel producers cannot find what they need in Africa,  in terms of both cost, variety, and capacity.  But there seems little doubt that the current and projected textile production capacity cannot meet the full demand of AGOA apparel production.

What Stakeholders are Telling Us
As this situation became more and more evident, we began to hear calls for the extension of the third country provision.  We were told that AGOA’s substantial achievements in the apparel sector were in jeopardy if producers would be forced to source fabric from Africa or the United States after September 2004.

Over the past several months, we have sought to learn more about the implications of the provision’s expiration, as well as of its possible extension.

We have spoken to governments, retailers, fabric producers, and apparel manufacturers.  We have polled African embassies in Washington and our embassies in the field for local perspectives.  And many of you here have come to talk to us about this.

We have learned that AGOA apparel producers, who are already bracing for the increased competition that will come with the expiry of the ATC quotas in January 2005,  are virtually unanimous that expiration of the provision will seriously undercut, and in some cases devastate, AGOA production in Africa.

We have also heard of orders of the 2004 season that are already being moved to non-AGOA producers (mostly in Asia) because of the anticipated expiration.

On the other hand, we are sympathetic to those who have invested their time, money and energy in African textile production since much of their business plan is based on AGOA’s built-in incentives for use of African fabric.

Factors Guiding Our Thinking

We have taken in all of this information and are considering it as we craft the Administration’s position on the third country provision. 

We have not yet reached consensus on our approach but I can tell you that Amb. Zoellick is sympathetic to the needs of the apparel producers as well as sensitive to the need to continue the push for greater African textile production capacity. 

All the more important given the largely untapped competitive advantage provided by African cotton production, why should African cotton be shipped to Asia only to be returned to Africa for use in apparel assembly?   

So we are leaning toward support of extension but are also keen that extension not pull out the rug from those who have already invested in regional textile production or that it undercut Africa’s long-term competitiveness in the post-2005 environment.

One idea is to extend the provision for a few years but phase it out over the course of that extended period.  

Also understand the urgency of acting on this soon.  Investors/producers/buyers need certainty and the longer we wait the more orders we are likely to see moved elsewhere.  We know that apparel production is a very mobile sector and don’t want to see investors move their operations out of Africa.

Glad to see that two AGOA 3 bills have been introduced on the Hill and that they address the third country provision.  We will be weighing in soon with the bills’ sponsors and the key Committees with our own perspectives and hope to see hearings and action on these bills early in the new year.

Let me also make one more point.  With all of this talk of third country and African regional production, let’s not lose sight of the opportunities for greater use of U.S.-made yarn and fabric.

I know that U.S. products in this sector are not always competitive on price, but am also aware that there are producers from as far away as Mauritius who are sourcing high-quality, specialty yarn from the U.S. 

There is some AGOA production in Ghana using U.S. inputs, too. 

We need to do more to explore market niches for U.S.-African production-sharing.

What Can You Do?

 Want to hear from you, the stakeholders, as we proceed on the third country issue.

 Want to continue hearing of how expiration is affecting you and how extension might affect you.

 Encourage you to share your views with Congress so that we can have as informed a debate as possible.

