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Foreword

One of the lessons which has emerged from structural adjustrnent efforts in Africa is that
macro-level reform is a necessary, but not sufficient, condition for private sector development.
There are enterprise-level constraints that inhibit the growth of existing firms and impede the
growth of new ones. A major activity of the Africa Technical Department is the Regional
Program on Enterprise Development (RPED), which is designed to get a better grasp of the
constraints that inhibit enterprise development in Africa, and to make recommendations to ease
these constraints.

The RPED seeks to do this in two ways. One way is to collect panel data over a three
year period from a sample of 200 firms in each of the following countries: Burundi, Cameroon,
C6te d'lvoire, Ghana, Kenya, Tanzania, Zambia and Zimbabwe. RPED focuses on four
manufacturing sectors: textiles and garments, food processing, wood working and metal
working. Survey questions seek general information on the firm, and on issues relating to
technology, labor, financial markets, conflict resolution, infrastructure, regulation and business
support services. The second component of the program is a series of case studies on selected
aspects of the research agenda, such as finance, technological capability and business strategy.
Africa Can Compete! Export Opportunities and Challenges in Garments and Home Products in
the European Market and its companion, Africa Can Compete! Export Opportunities and
Challenges in Garments and Home Products in the US Market are studies in the business
strategy series.

By highlighting supply side constraints to the growth of manufactured exports in Africa,
the study pinpoints an important problem facing many African economies today. Even in
countries where policy reforms have changed the structure of incentives in favor of exports, the
proportion of manufactured exports to Gross Domestic Product continues to be small. This has
led to pessimism about the potential for Africa to significantly increase manufactured exports in
the near term. However, as this study points out, trends in Germany, France and the United
Kingdom are offering African producers of textiles, garments and home products an opportunity
to commence and expand manufactured exports. In addition to ethnic products, opportunities are
also opening up for export of standardized garments and wood furniture. In countries with
favorable policy environments, garment factories managed by experienced foreign investors
have unit labor costs comparable to those in Asia. Constraints at the enterprise level, such as
production and marketing know-how, access to finance and the institutional structure of
production continue, however, to hamper supply response. The study documents these
bottlenecks by way of actual case studies of interactions between European buyers and Africa
suppliers. It chronicles some of the basic difficulties of private sector development in Africa and
identifies critical areas to which the efforts of the World Bank and other international aid
agencies should be directed.

Kevin Cleaver
Director
Technical Department
Africa Region
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Abstract

This study is an extension of the Africa Can Compete! Opportunities and Challenges
in Garments and Home Products in the US Market, in that it utilizes the same case study
approach to examine opportunities and challenges for African products in European
markets. The study explores important trends in consumption patterns in European
Union (EU) markets and assesses the degree to which these patterns offer opportunities for
African exporters. The EU market requirements facing African producers - in terms of
price, quality, delivery and volumes - are also examined, and case studies describing the
challenges African firms have in meeting these requirements are presented. Data is also
presented to show that, in countries where policy reforms have been pursued, exports of
standardized products, like garments, are price competitive with their Asian rivals. A final
section outlines a public policy framework for getting exports going in Africa.
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Executive Summary

There is a demonstrated demand in Europe for African products. Europe imports
more manufactured goods from Africa than the US and Japan combined, and European
firms are the primary source of foreign investment in many African nations. The
European Union (EU) is also the largest unified market in the world. There is a familiarity
with Africa in Europe which contributes to the development of business relationships.
Africa is also relatively close to Europe and within the same time zones - factors which
add to the continent's desirability as a source of supply ifproduct quality, delivery and
price requirements can also be met. Although there is no market in Europe like the
African-American market in the US, because the black population is very small, currently
there appears to be renewed interest in the African continent and, more generally, interest
in authentic ethnic products.

This study, Africa Can Compete! Export Opportunities and Challenges in Garments
and Home Products in the European Market, AFT Discussion Paper No. 300, examines
opportunities and challenges for African products in European markets. It is an extension
of an earlier publication entitled Africa Can Compete! Opportunities and Challenges in
Garment and Home Products in the US Market, AFT Discussion Paper No. 242, in that it
utilizes the same case study approach to examine opportunities and challenges for African
products in European markets. The study explores important trends in consumption
patterns in European Union (EU) markets and assesses the degree to which these patterns
offer opportunities for African exporters. The EU market requirements facing African
producers in terms of price quality delivery and volumes are also examined, and case
studies describing the challenges African firms have in meeting these requirements are
presented. Data is also presented to show that, in countries where policy reforms have
been pursued, exports of standardized products, like garments, are price competitive with
their Asian rivals.

The European Market
Demand for ethnic, hand-crafted merchandise is particularly strong in the growing home
products sector. According to retailers in Europe, European consumers appreciate one-of-
a-kind items which can personalize their home decoration. Handmade crafts which
combine quality construction with a handmade, rustic appearance fit well into the more
modest, back-to-basics style for the home which is now popular in Europe. Ethnic designs
which are incorporated in traditional African furniture, textiles and handicrafts also have a
market in Europe. These authentic products often display geometric patterns and simple
designs which complement abstract and modern decors. At the same time, they appeal to
consumers who value traditional cultures, ethnic art and natural materials, such as wood,
stone and natural fibers.

Garment exports from Africa have also been finding a market in Europe. The
European market is different from the US in that there is no equivalent of the Afrocentric
market. Order sizes tend to be smaller and greater emphasis is placed on style. Therefore,
African producers must compete head-on with international competition in terms of price,
delivery and quality to be successful in selling standard garments in Europe. Some garment
producers in Africa are already successfully doing so. Mauritius is by far the largest
exporter in this sector. However, other Sub-Saharan African nations, including Kenya,
Zimbabwe, South Africa and Cote d'Ivoire are also exporting garments into Europe. In
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virtually all cases, these exports are basic garments, such as T-shirts, sweaters, trousers and
briefs. It is important to note that African garments represent only a small fraction of the
clothing imported into Europe. So, as African nations undertake policy reforms to
encourage exports, there are significant opportunities for garment producers to increase
their penetration of the EU market.

EU Trade Policy
An important factor in Africa's ability to export successfully to the EU are the

trade regimes affecting these products, namely the General Agreement on Tariffs and
Trade (GATT)/World Trade Organization (WTO), the Generalized System of Preferences
(GSP) and the Fourth Lome Convention (Lom6 IV). The elimination of all tariff ceilings
and fixed duty-free amounts in the revised 1995 EU-GSP accord means that Lome
countries (and LDDCs under the GSP) are now the only nations with duty-free access to
the European market. While Lome provides duty-free access for originating products, i.e.,
those which meet strict requirements concerning local content and value-added, its value is
substantially diminished if these rules of origin are so strict that producers in Sub-Saharan
Africa cannot meet the policy requirements and thus do not benefit from duty-free access.
This may be the case in the garment industry where nations are virtually required to have
an upstream textile industry in order to qualify for duty-free access. In fact, if the African
garment exporter is unable to meet the rules of origin under Lome, then its exports to the
EU face the full duty rate, whereas more advanced developing countries under GSP, which
can meet the GSP rules of origin, pay only 85 percent of the full duty on their exports.
Moreover, the general tariff reductions scheduled under the Uruguay Round of the GATT
have further reduced the importance of duty-free access to the EU since the existing tariff
level is relatively low and falling - currently it is slightly more than 10 percent on average
in the clothing and textiles sectors.

There is another factor, however, which is currently in the favor of Sub-Saharan
African nations which wish to promote garment exports - quota-free access to the
European and US markets in most instances. Quota-free status in the US market has
recently been constrained by the increased use of measures, such as voluntary export
restraints. According to the US Multifiber Agreement, quota restraints are now negotiated
when a country's exports threaten to cause market disruption in the US. On these grounds,
nascent exporters, such as Kenya, with very limited exports to the US market, have fallen
victim to punitive quotas, stopping export growth in certain "sensitive" categories of
garments just as it had begun. The gradual phase-out of the Multifiber Agreement between
1995 and 2005 means there is only a brief window of opportunity for African nations to
exploit their quota-free status before all quantitative restrictions are removed.

Africa's Price Competitiveness
The report presents the current competitive position of Sub-Saharan Africa in the

manufacture of standardized products, like men's shirts. A crucial index for assessing the
competitiveness of any country is relative unit labor cost in comparable industries.
Relative unit labor costs in a common currency, such as US dollars, is measured as the
ratio of nominal wages per worker for a given work period, divided by productivity per
worker for the same work period. Thus, competitiveness in garments manufacture can
vary among countries because of: (i) differences in wages paid to workers; (ii) differences in
task-level productivity of workers, and (iii) differences in exchange rates. Using unit labor
costs as an index, data show that African producers of standardized products, like men's
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shirts, are well within competitive cost ranges of Asian producers. Africa's lower task-level
productivity can be offset by its lower wages. Thus, although African workers are less
productive than Asian workers, nominal wages allow Africa to be equally cost competitive
on world markets. In terms of meeting the non-price requirements of the market,
successful African exporting firms have been able to target market segments which allow
them enough leeway to be competitive despite many institutional and infrastructural
constraints. Firms establishing garment factories in Sub-Saharan Africa have targeted low -
and moderately - priced casual wear, such as T-shirts, men's woven shirts, jeans and shorts.
These items are standard products carried season after season by major retailers the world
over. They can be ordered well in advance of the delivery date because there is a constant
demand for these products. These market requirements have enabled African
manufacturers to organize production, order and receive the necessary inputs and meet the
required delivery schedules despite the constraints they face.

Getting Exports Going
The study concludes with suggestions which might boost African manufactured

exports. Constraints at the enterprise level, such as production and marketing know-how,
access to finance and the institutional structure of production continue, however, to
hamper supply response. What can be done to remove current obstacles?

* First, the business environment must be continually improved in order to build up
existing production and technical learning as well as attracted new investment. This
also includes government and private sector awareness of relevant international trade
policies, like the textile quota, so that governments can effectively negotiate levels
which allow for growth and investment.

* Second, the transaction costs which link local producers to international markets need
to be lowered and the process streamlined. Transaction costs can be reduced through
the use of private mechanisms like trading intermediaries, search efforts by foreign
buyers, indirect exporting opportunities via subcontracting and the presence of pre-
existing private networks that can facilitate entry to particular countries and markets.

* Third, technical learning within the factory needs to be an ongoing process so that
African manufacturers can remain competitive. Companies need encouragement to
adopt systematic research and development with staff and facilities dedicated to these
tasks, and they must tap into the international network of technical information.

* Fourth, access to credit for the manufacturing sector needs to be re-examined.

* Lastly, infrastructure, particularly ports and roads, needs to be improved to eliminate
its barriers limiting the manufacturing sector's ability to grow.

The study documents these bottlenecks by way of actual case studies of
interactions between European buyers and Africa suppliers. It chronicles some of the basic
difficulties of private sector development in Africa and provides discussion of the critical
areas to which the efforts of the World Bank and other international aid agencies should be
directed. In order to be truly effective, the speed of donor-supported assistance must match
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the speed at which changes occur in the market and the business environment. This may
be more challenging than designing the support programs themselves.
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Introduction

In 1994 the Regional Program on Enterprise Development (RPED) published a
study entitled "Africa Can Compete," which documented export opportunities and
challenges for African manufactured products in US markets. The project was motivated
by the observation that demand for authentic African merchandise, particularly in the
garments and home products sectors, is growing in America. African clothing designs and
art for home decoration have become fashionable, as have other ethnic products. Large
department stores and mass merchandisers, including JCPenney, Montgomery Ward and
K-mart have all initiated product lines directed at African-American customers which
incorporate goods sourced in Africa. The significance of these programs was seen to be
twofold: first, there is sizable demand in the US for traditional African manufactured
products including textiles, clothing and handicrafts; second, African firms can use their
inherent advantage in supplying this market for "Afrocentric" products to learn the skills
needed to export more mainstream products.

When the research was initiated in mid-1993, however, problems had already
begun to emerge. Supply-side constraints were preventing African firms from exploiting
the opportunity provided by the Afrocentric market. In addition, more experienced firms
in other regions of the world were already beginning to copy African designs and
appropriate a significant share of the Afrocentric business. For example, multinational
textile mills in the US and Asia had begun printing fabric to resemble traditional woven
kente cloth from Ghana. In another case, a popular unisex vest of imitation mud-cloth (a
hand-woven textile from Mali) with a map of Africa printed on the back was being sold by
US retailers; the label inside the garment read "Made in India".

"Africa Can Compete!" analyzed the constraints to African export growth by
focusing on several case studies of specific export transactions between African manu-
facturers and American buyers. These cases highlighted areas where export problems
routinely occur, and singled out particular problems for policy intervention. On the
positive side, the study also dispelled the notion that African labor cannot compete inter-
nationally. Specifically, manufacturing firms in Africa with experienced managers reported
unit labor costs well within the ranges of competitors in Asia in standardized product
areas. In Kenya, Ghana and Zimbabwe, investors appear to have come to this conclusion
and have recently opened or expanded garment factories in these countries. There are
success stories in Afrocentric products too, such as the development of a handicraft export
industry in Ghana propelled by orders from major US and European retailers, most
notably Pier One.

The lessons provided by our study of African export opportunities and challenges
in the US market stimulated interest in whether similar possibilities might exist in Europe.
If Africa has export opportunities in the price-conscious mass market of the US, then
surely there must be opportunities in Europe where small retailers with high margins still
have a significant market share. This report examines this question and also investigates
some of the challenges African exporters face in meeting the requirements of European
markets.

There are several reasons why one might focus on markets in the EU, beginning
with demonstrated demand in Europe for African products. Europe imports more
manufactured goods from Africa than the US and Japan combined, and European firms are
the primary source of foreign investment in many African nations. The European Union
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(EU) is also the largest unified market in the world. There is a familiarity with Africa in
Europe which contributes to the development of business relationships. Africa is also
relatively close to Europe and within the same time zones - factors which add to the
continent's desirability as a source of supply if product quality, delivery and price
requirements can also be met. Although there is no market in Europe like the African-
American market in the US, because the black population is very small, currently there
appears to be renewed interest in the African continent and, more generally, interest in
authentic ethnic products.

Demand-for ethnic, hand-crafted merchandise is particularly strong in the growing
home products sector. According to retailers in Europe, documented in this report,
European consumers appreciate one-of-a-kind items which can personalize their home
decoration. Handmade crafts which combine quality construction with a handmade, rustic
appearance fit well into the more modest, back-to-basics style for the home which is now
popular in Europe. Ethnic designs which are incorporated in traditional African furniture,
textiles and handicrafts also have a market in Europe. These authentic products often
display geometric patterns and simple designs which complement abstract and modern
decors. At the same time, they appeal to consumers who value traditional cultures, ethnic
art and natural materials, such as wood, stone and natural fibers.

Some garment producers in Africa are already competing in the European market.
Mauritius is by far the largest exporter in this sector; however, other Sub-Saharan African
nations including Kenya, Zimbabwe, South Africa and Cote d'Ivoire are also exporting
garments to Europe. The market for clothing in the EU is qualitatively different from the
US since order sizes tend to be smaller and greater emphasis is placed on style. Moreover,
the Afrocentric garment market in the US has no European counterpart so African
producers must compete head-on with international competition in terms of price,
delivery and quality in standard products. In virtually all cases, firms are exporting basic
garments such as T-shirts, sweaters, trousers and briefs. Still, African producers export
only a small fraction of the clothing imported into Europe. As African nations undertake
policy reforms to encourage exports, there are significant opportunities for garment
producers to increase their penetration of the European market.

As in our earlier study of the US market, this report uses a case study
methodology to analyze impediments to export growth for African manufacturing firms.
Market research was performed first in Europe, primarily in France, Germany and the
United Kingdom, to identify firms which were souring manufactured products in Africa.
Research teams were then sent to a sample of these firms to gather information about
future demand and various supply problems, if any. After these buyer interviews, research
teams were sent to Africa to interview the African suppliers to these European firms. In
this way, the viewpoints of both the European buyers and African producers were
solicited regarding the export relationship. Where possible, the research followed a specific
transaction between the exporter and the European buyer so that concrete problems could
be identified. One of the advantages of these transaction-based interviews is that they
provided insights about:
* the export learning process in African manufacturing firms;
* how firms locate new export markets and learn the requirements of these markets with

respect to product quality, price and delivery;
* the channels that firms use to acquire new technologies and increase their productivity;

and
* the way firms learn to finance export activities over time.
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The report is organized as follows. Chapter 2 provides an overview of the
European market for manufactured goods. The European Union as a whole is analyzed
followed by country-specific studies of the opportunities for African exporters in the
United Kingdom, Germany and France. Chapter 3 reviews the European trade policies
which influence the terms of access for African exports. Chapters 4 and 5 present case
studies of export transactions between African suppliers and European buyers in two
broad product categories: handicrafts and other "ethnic" products and standardized
products, like basic men' and boys' shirts and wood furniture. Chapter 4 deals with
handicrafts, a sector which is fragmented among many small producers in Africa and
dominated in Europe by informal trade. Chapter 5 presents case studies of the export
relationship between African producers and European buyers of standard products. In
Chapter 5, the competitive position of African manufacturers is also evaluated in terms of
basic infrastructure costs and the task-level efficiency of workers. The report concludes
with an analysis of the role for policy intervention to encourage export growth in Africa's
nascent manufacturing sector in Chapter 6.
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2. European Market Opportunities for African Manufacturers

The European Market for Selected Manufactured Goods
This report focuses on four general categories of manufactured goods: handicrafts,

clothing, textiles and home products (including furniture). These sectors were selected
because they are relatively labor-intensive, incorporate skills which are widely available in
most Sub-Saharan African economies and have a potential for export to Europe. Sales of
clothing, textiles and home products in the European Common Market totaled more than
US$300 billion dollars in 1992 as indicated in Table 2.1 below. While this figure is already
large, the market is expected to grow considerably through the end of the 1990s as
additional countries join the European Union. Per capita demand is also expected to
increase in response to lower prices on consumer goods resulting from the further
reduction of trade barriers.

Table 2.1
Total Retail Sales in Clothing, Home Textiles and Home Furnishings in the EU in 1992
(in billions of current US dollars)
Product Category Value of 1992 Retail Sales
Clothing 223.3
Men's Outerwear 56.3
Women's Outerwear 76.8
Underwear and Nightwear 32.3
Knits 32.7
Socks and Stockings 12.5
Clothing Accessories 12.6
Home Furnishings (excluding electronics & appliances) 118.3
Furniture 69.5
Floor Coverings 12.1
Household Textiles 23.1
Glassware, China, Porcelain & Cutlery 10.0
Ceramic Housewares 3.6

Source: European Marketing Data and Statistics. London: Euromonitor, 1994

Of the product groups listed above, clothing is by far the most important.
Clothing represents 18 percent of total manufactured exports from Sub-Saharan Africa to
Europe. If we compare clothing exports alone to exports of the other product groups
covered in this study - handicrafts, textiles and home products - then clothing represents
80 percent of the total trade. This figure is slightly misleading, however, since the island
nation of Mauritius is responsible for 82 percent of this clothing amount. The sheer size
and importance of the clothing sector thus provides an additional reason for its inclusion
in this study. Moreover, standard garment production is often the first step in
industrialization and manufactured exports. Textiles play a strategic role in the growth and
development of a garment industry. Handicrafts and home products, on the other hand,
provide an opportunity for small-scale producers to become involved in export markets
and thereby contribute to more broad-based economic development.
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Specific products were identified for study in each of the four product categories.
For example, the clothing items selected for study were garments that currently dominate
African exports, including shirts, shorts and pants. More complex garments, such as suits
or outerwear, are not yet made for export in any significant quantity in Africa and were
excluded. In the case of textiles, only fabrics made of natural fibers available in Africa were
considered because there is no infrastructure to produce synthetic cloth. As for handicrafts
and home products, research in Europe and Africa identified those products currently
exported which have the greatest potential for expansion. This information was critical,
particularly in the handicrafts sector where official statistics miss a large segment of the
trade.

Appendix Tables A-1 through A4 present the 1993 import totals of the then
twelve member-states of the European Union for selected products in each of the four
sectors.1 Both total imports and imports from Sub-Saharan Africa alone are presented. As
can be observed, African exports of even relatively simple manufactured products are often
less than one percent of the European total. For example, Sub-Saharan Africa is
responsible for only 1.0 percent of baskets and wickerwork, 1.1 percent of wood carvings
and statuettes, 4.1 percent of T-shirts, 1.5 percent of men's woven trousers and 2.5 percent
of woven cotton fabric imports into Europe.2 Nevertheless, trends, such as increased
spending on home products and a concern with value, suggest that increased penetration of
the European market by African producers is possible if cost and quality requirements can
be met.

The following section focuses on general market trends in the European Union for
two product categories: (i) handmade products for the home including many goods
classified as handicrafts; and (ii) standard garments. The challenges and opportunities for
African producers are also analyzed for each of these product groups. Then the particular
circumstances of national markets within the EU will be addressed for the United
Kingdom, Germany and France. These nations were chosen because they together
represent between seventy and eighty percent of European imports from Sub-Saharan
Africa in the specified product groups. Pertinent economic information is presented for
each nation as well as current market trends. The final section in this chapter analyzes the
trade policies which apply to African exports to Europe.

A Trend Toward Handmade Ethnic, Authentic and Natural Home
Products

Handmade products created from natural materials, such as wood, stone, straw or
rattan, are popular in Europe. One segment of this market is unique, authentic or "ethnic"
goods which are created using traditional methods in developing countries. Traditional
handicrafts from Africa, including masks, wood carvings and hand-woven textiles, are sold
in these market niches. Much greater demand exists, however, for individually crafted
products which have been adapted to the needs of the European consumer. For example,
carved wooden utensils or bowls for the kitchen are far more marketable than common
wood handicrafts Fuch as decorative statuettes. Xenos, a French firm that imports Africar
handicrafts for saie in retail an-d -wholesale markets, projects an increase in demand for
those ethnic or Africt.ni pcclucts which have practical uses. Currently, these goods make

Austria, Finland and Sweden joined the European Union on January 1, 1995, bringing the total number of member
nations to fifteen.

2 Data for these calculations was obtained from the United Nations Commodities Trade Database (COMTRADE) and
are based on 1993 imports as reported by the twelve-member European Economic Community.
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up 20 percent of the firm's total sales. Relatively few African producers have taken the step
of adapting their crafts for the European market. Nevertheless, according to buyers for
several European importers (among these are Interart, African Art of the People, Gazelle
d'Afrique and others), imports of sub-Saharan handicrafts are expected to grow between 5
and 10 percent over the next few years.

Why are Hand-crafted Products Popular for Home Decoration?
Simple Yet Unique Designs that Appeal to a More Conservative, Post-

Recession EU. The demand for unique, handmade items is strongest in Europe in the
home products market, as we noted earlier. European consumers are spending an
increasing share of income on their homes and want to create a comfortable environment
which reflects their personal style. One-of-a-kind hand-crafted products can contribute to a
home decor which feels tailored to the individual or family. They also fit into the simpler,
more conservative lifestyle which is evident in Europe after the boom years of the 1980s
and the subsequent economic bust of the early 1990s. In 1995, Europe has emerged from
its worst recession since World War II; however, unemployment rates remain in the
double digits in many countries. Consumers are spurning ornate housewares in favor of
more basic products. The growth of non-traditional families, due to rising divorce rates
and greater participation by women in the labor force, has also contributed to this trend
since fewer households engage in formal entertaining. Hand-crafted goods from developing
countries are well-suited to this changing market because they combine the quality of
individual craftsmanship and unique style with a relatively low price.

Value for Money, which is Necessary to Attract Older European Consumers.
According to interviews with buyers, value for money will be a key factor for success in
the European home products market of the 1990s. One reason for this is that older
consumers, not new, young families, will be making many of the housewares purchases.
New household formation, which is the traditional engine of growth in this market, is not
expected to rise substantially in the near future3 from the current level of 133 million. The
median age of the EU population is rising; it is 36 years in 1995 and will be 42 years in
2010. These older consumers will be replacing and upgrading their current household
goods and will not be in a rush to purchase items to outfit a new house. Said the manager
at one department store, "It will become increasingly important to provide good quality
and value at acceptable prices. Pressures on our costs will, therefore, continue to exist."

The importance of home life increases as the population ages. In Europe, the
middle-aged spend most of their leisure time at home socializing with friends and family.4

The extended family is still important, and many European households include several
generations. Older consumers place greater importance than their younger counterparts on
value for money and functionality. In order for hand-crafted items to compete in terms of
value, they must be well constructed, professionally finished and, in general, have a
practical use as well as decorative appeal. A buyer for a French department store chain
indicated that the main issue he faces as a buyer is getting higher quality for the price. In
standard garments, he will buy wherever the quality-price ratio is high, and he has no
preference regarding location of a supplier if the above criteria are met. Traditional
handicrafts must be adapted for the European market and their manufacture closely
supervised in order to meet these market requirements.

3"Nineteen Trends for the Europe of the Mid-1990s." Market Europe (5)7: July 1994.
4 Ibid.



Natural Materials and Production Processes which are Environmentally-
Friendly. Environmental awareness also affects the demand for handmade home products
in Europe, however its impact can be negative as well as positive. Consumers who are
concerned with ecology tend to prefer goods made of organic materials which appear to be
close to their natural state. This is often the case with rustic handicrafts which are
transformed from natural materials into the final product by a single craftsperson.
However, these products may not be finished in an environmentally-friendly way (e.g.
chemicals may be used to color hand-woven textiles instead of natural dyes). Furthermore,
use of endangered plant or animal products, such as hardwoods from rain forests, can
create an environmental backlash against a product unless the use of such materials can be
justified as part of a conservation effort. Producers are often oblivious to such market
sensi'bilities.

Opportunities for African Producers
The growing European market for home products provides opportunities for

African manufacturers both in niche markets focused on ethnic handicrafts and in more
traditional standard products. African crafts are not well known in Europe, however,
because imports are limited. Appendix Table A-1 indicates the total imports of handicrafts
into the EU as well as the value of imports from Sub-Saharan Africa. In most product
categories, the share of imports coming from African producers is less than three percent.
In home products, which tend to have more standard designs and less ethnic influence,
Africa is also severely underrepresented as indicated in Appendix Table A-3.

The novelty of African goods right now is an advantage for current exporters.
European retailers can demand higher margins for traditional African products because of
their scarcity in the market. Consumers are willing to pay more for a unique or exclusive
product which is new in Europe, as are many African crafts. For example, one importer of
handicrafts indicated that Afrocentric handicrafts have markups reaching as high as 300
percent, in contrast to 125 percent for more standardized baskets. Relatively few
customers, however, are actively seeking African products just because they come from
Africa, in contrast to the US Afrocentric market. African producers will have to compete
on both price and non-price factors in order to be successful exporters to Europe.

Standard Garments and Textiles
The European market for clothing is nearly twice the size of the market for home

products (see Table 2.1). Some of the trends identified in the home products sector also
apply to clothing. For example, consumers prefer natural materials, such as cotton and
wool, for their wardrobe. In most European countries there is also a return to basic styles,
such as tailored shirts and straight slacks. There is limited demand for ethnic items in the
European clothing industry. However, handmade sweaters and accessories are popular and
some ethnic outerwear items are becoming fashionable.

Europeans are becoming increasingly price-conscious when they purchase
clothing, as they are for home products. Consumers are less likely to buy an expensive
wardrobe of high quality, European-made garments than was true in the 1980s. Instead,
they are looking for basic clothing items which provide value and which are easily cared
for. Construction, style and feel of the garment is still extremely important. Because the
average consumer is spending less on high cost merchandise, discount stores are taking
over the market share previously held by department stores in many European nations (see
the country case studies below for examples). Mail order catalogues which offer
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moderately priced, good quality merchandise are also expanding and catering to busy
consumers who lack the time to shop.

The establishment of the common market has begun to unify the European
clothing industry, but national divisions persist. For example, independent stores and
boutiques continue to play a large role in many European countries. One reason that
smaller stores flourish in Europe is the continuing importance of national character and
differing consumer tastes. As a recent article in the journal Industry Week points out, the
European consumer may be more a myth than a commercial reality.5 It should come as no
surprise that consumers continue to prefer local or national brands which are familiar and

6suited to specific tastes. In the clothing market, for example, French consumers are more
conscious of style trends, whereas Germans look for well-constructed garments made of
high quality materials and timeless designs. The size and preferred fit of garments also
varies between European countries; even color schemes differ! These national differences
will slow consolidation of the European clothing industry. This process is sure to advance,
however, as local producers face competition from more efficient regional rivals which can
offer a better product for an equivalent or lower price. To respond to these competitive
pressures, European clothing retailers are increasingly coordinating their sourcing activities
and merging to form regional retail organizations.

In addition to taking steps to respond to increased price competition, European
retailers are focusing on market niches. One firm that designs and manufactures its own
line of men's and women's clothing using traditional African textiles sells primarily to a
young, wealthy and exclusive clientele, and they retail nothing for under US$ 200.
Specialized chains which have developed unique product lines are growing. These stores
have clearly defined styles and their clothing is created by an in-house design team. They
contract out the manufacture of the garments and demand quick turnaround times so that
they can offer the latest styles to their clients. The mail order business is an integral part of
this trend. One of the basic advantages of catalogues is that they provide a mechanism for
focused product marketing. Catalogues are usually developed around a specific theme or
product line and are then sent to a well-defined clientele. Only limited stocks are kept of
the merchandise displayed in the catalogue. If an item is popular, it is rush-ordered from
the manufacturer so that customers can receive the product in the promised six to eight
weeks. This places the risk with the manufacturer who must be able to gear up production
in a matter of days to respond to the demands of the buyer.

These trends have increased European dependence on imported garments. Since
1985, production in the European garment industry is fallen by nearly 20 percent in real
terms and textile production has been relatively constant. Meanwhile, imports in SITC
Category 8, miscellaneous manufactured articles including clothing, rose by more than 30
percent between 1990 and 1993. Garment producers in low-wage countries are able to
manufacture more cheaply than their European counterparts. Labor costs are a relatively
significant proportion of the total input costs in this industry. For example, labor
represents between 20 to 30 percent of direct input costs for garments produced in low-
wage countries. This figure may well be higher for clothes produced in industrialized
nations. Labor's share of the cost of producing electronics is only 2 to 3 percent and the
similar figure is 10 to 15 percent for automotive components.

5
17ndustry Week, "The Myth of the European Consumer: Marketing Strategies for Europe's Not-So-Common Market,"
February 21, 1994, pages 28 -36.

6 In fact, an estimated 99% of all brand-name products sold in Europe are national or even local in scope.
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Potential garment exporters to Europe must be able to meet non-price criteria as
well, including use of high quality textiles and accessories, careful construction and ability
to meet orders rapidly. Eastern Europe and North Africa have been able to meet these
requirements, and clothing exports from these two regions have grown exponentially in
the last decade. In 1983, Eastern Europe and North Africa exported US$1.3 billion and
$540 million, respectively, to the then twelve member nations of the EU. In 1993, the
figures were US$5.3 billion and $3.6 billion, representing an increase of 306 percent for the
former communist nations and 557 percent for North Africa. These regions have relatively
skilled labor forces but high levels of unemployment and low wages. Export processing
zones have been established to encourage investment in manufacturing and provide jobs.
As a result, garment producers in these regions can meet both the price and quality
requirements of the European market. The close proximity of both Eastern Europe and
North Africa to the EU has also contributed to their use for orders with quick turn-
around times, including trendy fashion items which change with every season.

Sub-Saharan African producers have not participated in the growing European
import market. Since the early 1990s, Europe has reduced its imports of textile yarn, wood
products and leather goods from Sub-Saharan Africa. Even clothing imports, which had
increased by more than 25 percent annually between 1985 and 1992, fell slightly in 1993
and 1994. The fall in manufactured imports in 1993 can be partially explained by the
severe recession in Europe. Another factor which may have dampened growth is
continued reliance on established exporters whose potential for expansion is limited. For
example, the director general of one African firm estimated that his company could sell
three times as much output as it currently does; however, he is limited by his firm's lack of
equipment.

The characteristics of the European market present challenges for garment
producers in Sub-Saharan Africa. First of all, filling orders with short lead-times is difficult
in countries which have no upstream textile industry, because fabric must be purchased
abroad and transported via cargo ship. Second, since independent retailers are emphasizing
their own product lines, order sizes in Europe are relatively small. In many African
countries the garment industry is young and workers lack experience. Constantly changing
the product being manufactured in a factory requires experienced, skilled workers and can
increase labor costs as well as cause quality to suffer. Managers of factories exporting
garments from Africa often stated that they prefer to have larger orders so that production
runs are longer. Workers then gain more by learning-by-doing and costs are lower.

Nevertheless, the European market does offer opportunities for garment producers
in Sub-Saharan Africa, and some producers are already exploiting these. As a result of
structural adlustment reforms and realigned exchange rates, an increasing number of
African nations have very competitive wage levels. In the labor-intensive garment
industry, this provides a clear advantage, particularly in market segments that are price-
sensitive. The current structure of exports reflects this reality; approximately 20 percent of
all garment exports from the region are classified as T-shirts. Still, Sub-Saharan Africa is
responsible for less than 5 percent of all T-shirts imported into the EU. African producers
can also compete in basic standard garments which change relatively little between seasons
such as denim jeans and men's woven shirts. Order sizes for these goods are likely to be
larger and demand is relatively constant from year to year so production can be planned
months in advance. The cost of producing these two products in Africa compares
favorably with costs in India and China, as indicated in Chapter 5.

The market for Afrocentric or ethnic clothing in Europe is extremely small. There
are market niches, however, where clothing products with an African design or flair are
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being successfully marketed. For example, accessories, such as scarves, belts and bags
incorporating African motifs, are selling, albeit in small quantities, in Europe. The colorful
prints of African wax cloth might also be successfully adapted for "tropical" beach wear or
other warm-weather clothes. In order to develop this kind of bold product line,
manufacturers must be closely linked to trends in the European market and able to
skillfully create European fashions from African inputs. As of yet, this detailed level of
market knowledge does not exist in most Sub-Saharan African firms.

National Markets for Clothing and Home Products in Germany, the
United Kingdom and France

Germany

The Market

Developments and Trends. In 1993 the German clothing market totaled US$39
billion, including outerwear and lingerie. While clothing demand increased by a
compounded annual growth rate of 8 percent over the previous five years, this rapid
growth declined between 1992 and 1993. Outerwear (75 percent of the total market) and
lingerie decreased by 10 percent and 2 percent, respectively. The German clothing market
is expected to recover only slowly through 1996. While the market for outerwear is
estimated to decline in the first half of the 1990s by a total of 4 percent, it is expected that
it will pick up in 1996. However, the market for lingerie is expected to grow by more than
10 percent in nominal terms.7 Beginning in 1995, buyers are of the opinion that the
clothing market is predicted to grow at approximately 2 percent annually until the year
2000. Forecasts covering the first decade of the next century show that yearly real growth
rates will range between 1.5 and 2 percent.8

The German market for home products has grown considerably over the last five
years. Retail sales of household textiles' were US$13 billion in 1993, a 42 percent increase
since 1988, andfurniture sales amounted to roughly US$25 billion in 1993, a 100 percent
increase since 1988. Several factors are expected to contribute to a continuation of this
demand for home products throughout the 1990s. In order to reduce an acute shortage of
housing (currently estimated at 2.1 million dwellings in 1995), 900,000 additional dwellings
are expected to be built by the year 2000. In subsequent years, it is predicted that more
than 500,000 housing units will be added.10 One person households make up the largest
proportion of all German households and this share will steadily increase to 35 percent in
2000, when more than 65 percent of all German households will be occupied by one or
two persons. The growth of single occupancy households is a factor leading to an expected
growth of average living space per person of more than 5 percent by the turn of the
century.11 Finally, the savings rate is forecasted to fall from about 13 percent in 1991 to less
than 12 percent in 2000 (and to 10 percent in 2010).12 Experts claim that a significant

7Interviews with buyers and specialists; press releases, 1994.
Prognos, May 1993. The Republic of Germany 2000-2005-2010: Economic and Social Developments. Basel, Switzerland:
Prognos Germany Report No. 1.

9The market definition includes floor coverings, curtains and other decorative materials, bedwear, table and bed linens.
0 Op. cit. (Prognos).
" Ibid.
12 Ibid.
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proportion of this increase in spending will go to home products.13 Market research
suggests that the demand for home textiles and furniture is expected to increase until the
year 2000 at real annual growth rates of about 1.5 percent and 2.5 percent, resgectively.14

German handicraft production amounted to US$621 million in 1993.' Given
imports of US$2.5 billion and exports of US$647 million, the total German handicraft
market size at production cost is estimated to be US$2.4 billion.16 Buyers claim that
baskets/wickerwork and imitation jewelry will continue to be in high demand. The
market for baskets/wickerwork is expected to grow yearly between 5 and 10 percent in
nominal terms, and the market for imitation jewelry is predicted to grow at a rate between
2 percent and 5 percent.

Ethnic clothing has become more fashionable in Germany, and now is estimated to
represent about 7 percent of the outerwear market. In handicrafts, the ethnic component
is, of course, much higher. For example, in imitation jewelry and baskets, buyers estimate
that about 30 percent of retail sales can be attributed to ethnic products.17

Sub-Saharan Africa Imports into Gernany. Clothing imports into Germany
from Sub-Saharan Africa amounted to US$106 million in 1993, an increase of 30 percent
from 1988 (according to Appendix Table A-5, if Mauritius is excluded from the analysis,
the rate of growth of German imports of sub-Saharan clothing between 1988 and 1993 is
closer to 500 percent, reaching a level of US$28.5 million in 1993). As a percentage of total
clothing imports into Germany the above imports are very small, representing less than 1
percent of total German imports of clothing. Fabric imports from Sub-Saharan Africa
reached approximately US$4 million in 1993; however, a negligible amount of furniture
(US$180,000) was imported. Fabric imports have decreased over the last 5 years (Appendix
Table A-5), while imports of handicrafts have steadily increased to nearly US$3 million.

Consumer Characteristics

As a result of reunification, the population of the Federal Republic of Germany
increased by about 30 percent to 81 million people. Total population is predicted to grow
to nearly 84 million by 2005, it is then expected to decline back to about 81 million over
the course of the next 15 to 20 years. An analysis of the time period from 1970 to the
present indicates significant "aging" of Germany's population. By the year 2020, it is
expected that persons more than 45 years-old will represent 52 percent of the total
population, a 16 percent rise in share of this cohort from that found in 1970 (see Appendix
Table A-6).

Appendix Table A-7 highlights the trends in foreign residency in Germany over
the last three decades. Foreigners constitute only 8 percent of the German population;
however, their number has increased at an annual compound growth rate of 10 percent
over the last 5 years. More than 80 percent come from European countries. Since the mid-
1980s, immigrants from the EU have been declining, while the share of immigrants from
Eastern Europe has steadily grown. The fall of the Iron Curtain and the war in the former

13 International Furniture Fair Cologne, contribution from G. Hassert, Managing Board Member of the Association for
the German Upholstery Industry and Board Member of the Association for the Westfalian Wood and Synthetic
Industry, January 1995.

4Op. cit. (Prognos).
Thle market definition refers to basketware, wickerwork, articles of wood, worked stone, vegetable and mineral
carvings, imitation jewelry, handwoven rugs, lace and tapestry as well as textile bags.

16 Sources: German Statistical Office, Wiesbaden, and United Nations Commodity Trade Database (COMTRADE).
Interviews with buyers, 1995.
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Yugoslavia have prompted this inflow from Eastern Europe to increase at a rate of about
20 percent per year. Roughly 10 percent of Germany's foreign residents are of Asian
origin, and only 4 percent are African - of whom 284,000 come from Sub-Saharan
African countries - although the inflow of migrants from Africa has been growing. 8

As Appendix Table A-8 shows, average income levels in Germany have steadily
increased over the past 20 years. However, growth rates have declined recently. In the
former West Germany, average yearly changes in real disposable income amounted to 2.4
percent throughout the 1970s and 1980s. In the early 1990s, however, this rate decreased to
only slightly more than 1 percent per year. In the former East Germany, real disposable
income per capita has increased by more than 6 percent in the early 1990s, bringing the
income levels of eastern Germans a bit closer to those prevailing in western Germany.
Over the next 10 years, this trend is expected to continue. Real disposable income per
capita is forecasted to increase by 2 percent annually in western Germany and nearly 4
percent in eastern Germany. Given Germany's rising public debt to finance unification,
disposable income is not expected to grow much. 19 Consumers will be confronted with
rising taxes and increasing social contributions, which are expected to increase from 39.8
percent of gross income in 1990 to 49 percent in 1997.

The spending patterns of households at different income levels, shown in
Appendix Table A-9, reveal that between 5 and 8 percent of private consumption dollars
are spent on clothing and shoes, between 2 and 5 percent on furniture and household textiles.
While the share of private consumption spent on clothing and shoes has steadily declined
in all households since the beginning of the 1990s, German consumers have allocated an
increasing part of their consumption to home products. Forecasts indicate that this trend
will continue. After the turn of the century, Germans are expected to spend less than 7
percent on clothing and shoes; expenditures on furniture and home textiles will represent
roughly 5 percent of private consumption. In the future, a relatively greater share of
private consumption will be spent on education, entertainment, health and body care.

Capturing Major Consumer Trends of the 1990s. In contrast to the 1980s,
which were characterized by a pronounced orientation towards luxury, the beginning of
the 1990s has been marked by a recession. Since the fall of the Berlin Wall, German
consumers have been confronted with the relative poverty of Eastern Europe, and they
have begun to realize that the economic burden of Germany's reunification is more
substantial than originally anticipated. In addition, rising unemployment and slower
growth at home have changed perceptions about the future. As a result, luxury suddenly
seems to be unpopular. Consumers have started to value simplicity and have become more
aware of the price-value relationship of a product. Retailers we interviewed stated that
more emphasis than before is put on quality and service. Retailers expect this recession
culture to continue throughout the 1990s, because forecasters anticipate a "jobless
recovery." Long-term unemployment - referring to those individuals among the
unemployed who have been consistently out of work for more than one year - was 27
percent in the early 1990s and is not expected to decrease in the medium-term future.20

Research on current consumer trends indicates that the German consumer of the
1990s is engaged in a process of "purification." This incorporates a "return to essentials, to
clarity, to reduction and to the pure," and is considered to reflect a sense of "new

"8At a compound annual growth rate of 20 percent since 1988.
' 9Public debt is expected to rise from DM 1.4 trillion in 1989 to DM 3.2 trillion in 1998.
20 "Trends in (German) Trade and Society." Presentation of Ulrich Eggert, Managing Director of BBE Consulting, at the

German Trade Conference, Bad Homburg, Germany, November 1994.
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morality."2 ' This does not mean that consumers abstain from enjoying consumption, but
that the enjoyment is rooted now in valuing the original forms and uses of a product
before it is altered by the demands of western commercialism. As a result, the authenticity
of a product has become more important. Furthermore, consumers are keen on what is
frequently called "new honesty." They appreciate, and even expect, detailed information
on product contents and production processes which demonstrate that the product is
indeed "pure." In this sense, consumers incorporate health and ecological aspects into their
product evaluations. Consumer researchers predict that consumers will continue this trend
toward authenticity of products, not only with respect to their original forms and uses,
but, more importantly, in terms of their natural, environmentally-sound production and
their effect on health.

What the US analyst, Faith Popcorn, has described as the process of "cocooning" is
also observed among German consumers. Given their fast-paced professional and private
lives, together with current economic and social difficulties in many countries of the
world, consumers value the sense of security and warmth that can be created in the web of
a cozy home. They are, thus, investing more in building materially and aesthetically
pleasing private spaces.

According to industry analysts, themes have also become increasingly important to
provide the basis for images and associations of a product. Given the abundance of goods,
consumers have become more conscious of different product offerings with respect to
themes. Such themes are related to, for example, countries and their cultures (Africa, South
America, Scandinavia, etc.), time periods (i.e., 1920s), lifestyles (i.e., independent singles)
and to ideals and beliefs (environmentally-sound world, social justice between the
industrialized and the developing world, etc.).

Furthermore, an increasing "multicultural awareness" seems to prevail among
German consumers. In the 1960s and 1970s, labor shortages led to an inflow of guest
workers from Southern European countries, and in the 1980s German income levels
allowed many to travel to different parts of the world, which laid the foundation for
multicultural interest and openness. Given the growing immigration pressures and
recessionary trends since the end of the 1980s, "multicultural openness has changed into
multicultural awareness."23 The globalization of various cultures is likely to continue
through the influences of commerce and migration, and more emphasis will be put on
promoting the characteristics of different ethnicities. Consequently, the interpretation of
product authenticity may be linked in the future with distinct, in the sense of original,
ethnic elements.24

Interpreting Consumer Trends in the Context of Markets. Consumer surveys
of the clothing market reveal that the three most important purchasing criteria for both
men and women seem to be comfort, good fit and make-up of the garment, followed by an
agreeable price/value relationship (see Appendix Table A-10). Furthermore, they stress the
use of natural materials, which are expected to be durable and of high quality. The
majority are keen on easy care." Several clothing producers have already established
"ecological collections." The brands which have pursued the most visible marketing
include, for instance, "It's One World" by Britta Steilmann, "Ecollection" by Esprit or

2 1Iiorx, Matthias, 1993. Trendbuch: Der erste grojie deutsche Trendreport Dusseldorf: Econ Verlag, pg. 66-69.
22Press Conference of the International Furniture Fair, Cologne, December 1993. "Images of Living Filled with

Emotions" Presentation by Helmut Liibke, Director of the International Furniture Fair.
23Interview with "Das Trendbiiro." Hamburg, January 1995.
24Ibid.
2 5Outfit 3, Spiegel Dokumentation, Presentation, Spiegel Verlag, Hamburg, November 1994.
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"Future Collection" by Ctto Versand. Officially these businesses claim to aim at reducing
environmental pollution at all stages of the textile value chain, and, thus, create clothing
that is not harmful to the end user. In reference to the internationality of the textile and
clothing trade, Britta Steilmann and Esprit particularly emphasize that they intend to
contribute to improving the standard of living in developing countries and to maintain the
authenticity of certain cultures.

As described by the trend of "cocooning," German consumers will spend more of
their free time at home, continuously investing in decorating their homes. While household
textiles and furniture are expected to have appealing designs, quality workmanship and
durability, they also must be functional.26 Reflecting this desire for functional styles,
consumers increasingly demand take-home/self assembly furniture.27 While product
themes are wide-ranging, nature themes currently dominate, manifesting themselves in the
extensive use of, for instance, natural fibers (cotton, linen-based melanges) and a variety of
wood (particularly alder, beech, maple, birch and different conifers of northern European
countries) in combination with other natural materials. While nature themes are often
associated with different ethnic roots in developing countries, they are also combined with
contrasting themes, in order to cater to the growing individualism among consumers. This
might be reflected in the use of contrasting colors or in combinations between natural and
man-made fibers.28

With respect to handicrafts, consumers are keen on moving away from mass-
produced products; they have become more individualistic and more interested in
authentic product design and natural materials.29 However, authenticity is expected to be
coupled with functionality of a handicraft product.

Retailing and Distribution Channels

Independents represent more than 40 percent of the retail market in both clothing
and household textiles in Germany. Although their market share has steadily decreased since
the late 1980s, and is expected to decline further in the future, they are still expected to
maintain a significant share of the retail trade. It is anticipated that to maintain market
share, independents will invest in increasingly specialized product offerings and more
personalized service. They will also continue to source with the support of large buying
associations, but will also form smaller, informal buying associations concentrating on

30sourcing more specialized product ranges.
Mail order businesses have managed to continuously gain retail market share in

clothing and household textiles markets (12 percent of clothing and 15 percent of
household textiles in 1993), and their share is expected to grow even further. In the
clothing trade, chain stores and clothing discounters are also key players in the distribution
channels and are considered to have good future prospects. Chain stores had a market
share of 23 percent in 1993. Confronted with downward pressures on prices, all retailers in
the clothing trade have begun sourcing more of their merchandise directly from producers
abroad in order to increase the cost-effectiveness of their purchasing activities. Mail order
businesses, in particular, have shifted buying to worldwide buying offices.

26Wohnen und Leben 3, Gruner & Jahr Marktforschung; Hamburg, 1994.
27 Interview with industry specialists.
2 8Trade journals including Haustex and Heimtex, Herford/Germany, December 1994 - March 1995.
29lnterviews with buyers, 1994-95.
3"Interview with Dr. Konrad Neundbrfer, Managing Director of the Association for Foreign Trade of German Retailers,

Cologne, September 1994.
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Department stores have encountered considerable difficulties recently in
maintaining market share, and their position in the coming years is considered rather
weak. Department store market share currently amounts to 13 percent of the clothing and
14 percent of the household textile retail trade. In response to declining market shares and
increasing margin pressures, many department stores have merged over the last 3 years.
For instance, the two major German department stores - Karstadt (DM 6.5 billion
clothing/textiles sales in 1993) and Hertie (DM 2.7 billion clothing/textiles sales in 1993) -
merged in early 1994. Department stores have also begun to streamline their sourcing
activities along the same lines as mail order businesses and are being forced to develop
marketing schemes that are more focused and, thus, more attractive to consumers of the
1990s.

In thefurniture trade, independents, including specialized (chain) stores for
furniture and other home products, have traditionally held the most significant market
share. Since the mid-1980s their market share has increased by about 10 percent to 72
percent today. This share is expected to grow even further to nearly 80 percent by 1998.31
At the same time, take-home furniture has become increasingly popular. Experts estimate
that retail outlets selling take-home furniture have reached a market share between 25 and
30 percent of the total furniture market which is anticipated to grow throughout the 1990s
as noted earlier.

Sourcing is exceptionally concentrated in the furniture trade. The five largest
buying associations supply 45 percent of the market, and the ten most significant retailers
and buying associations represent 65 percent of the total furniture market. Experts are of
the opinion that this concentration is likely to increase until the turn of the century.

Handicrafts for functional purposes are increasingly sold through home furnishing
retail outlets. In the case of imitation jewelry, traditional independents - holding more
than 60 percent of the jewelry market - face fierce competition from mail order
businesses and department stores. Furthermore, hypermarkets and coffee shops have
aggressively entered the market of imitation jewelry. Baskets are sold through home
furnishing stores, bag and basket specialty shops, chain stores offering household products
and flower shops.32

The United Kingdom

The Market

Development and Trends. The size of the UK market for clothing in 1993 was
US$33.3 billion, of which US$10.5 billion was for men's clothing, and US$22.8 billion for
women's. For home products, the market was US$10.7 billion, while for textiles it was
US$4.7 billion. The market size for handicrafts cannot be clearly identified, but it was
estimated to be about US$1.6 billion in 1993.

Based on a study of UK clothing and home products magazines over a three-year
period, it is calculated that standard products account for about 95 percent of the market,
ethnic-inspired products for up to 6 percent, and Afrocentric goods for up to 0.7 percent.
This study showed Afrocentric clothing to be concentrated in women's summer clothing
with no Afrocentric men's or women's winter clothing featured. Since magazines are more

3"Interview with Lothar Weinriller, Managing Director of the Association for the German Furniture and Home
Products Retail Trade, February 1995.

32Interviews with importers and buyers, 1994-95.
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likely to show unusual clothing, we assume the figures for ethnic and Afrocentric products
represent ceiling figures. Using trade sources, we estimate that in the handicrafts sector,
standard products account for over 90 percent of the sector, ethnic products for up to 10
percent, and Afrocentric goods for no more than 1 percent.

Sub-Saharan African producers, excluding South Africa and Mauritius, hold 0.4
percent of the UK market for clothing and accessories, 0.28 percent for household goods,
3.03 percent for textiles, and 0.24 percent for handicrafts.

Although the women's wear market is twice as large as the men's, Sub-Saharan
exports of male clothing are twice as large as female clothing (US$10.2 million compared
with US$5.7 million). This is possibly because men's clothing is less seasonal, more
standard and less fashion-conscious than women's, and longer lead times are permissible.

While the UK market share for Sub-Saharan products is modest, there have been
large increases in some commodities since 1988, despite what buyers consider bad trading
conditions. For example, clothing and accessories rose by 206 percent (based on current
figures), furniture by 108 percent, and imitation jewelry by 100 percent. However, textiles,
the biggest sector, performed poorly, with cotton fabrics rising by only 14 percent.

The main clothing exporters to the UK have been Kenya and Zimbabwe, with
non-knitted clothing exports in 1993 (US$12.2 million) five times higher than knitted
clothing (US$2.5 million). Disturbingly, the unit value of men's non-knitted shirts, the
biggest commodity from Sub-Saharan African, declined from US$27,000 per ton in 1988 to
US$13,800 in 1992. This compares unfavorably with rises in unit values to France
(US$17,610 to US$28,300) and Germany (US$15,800 to US$19,500). The UK decline is
probably explained by an increase in sales of lower-quality men's, non-knitted shirts, at the
expense of higher quality lines, which has caused the overall value per ton to decline. On
another note, however, while women's clothing exports are smaller, the unit values of
women's blouses to both the EU and UK have increased. These figures suggest that firms
that target the UK market for men's clothing are likely to experience the greatest cost-
pressures, and that firms should seek, over time, to enter the larger, more lucrative
women's market.

Consumer spending on clothing is predicted to grow at 2.1 percent and 3.0
percent, respectively, for men's and women's clothing annually for the next five years,
although discretionary spending on clothes and footwear as a proportion of income has
declined from 9.2 percent in 1970 to 6.3 percent in 1993. Growth for Sub-Saharan Africa
in standard garments, at least, will depend on the ability of African suppliers to remain
price competitive. For example, Gardner, which is one of the biggest UK importers and
distributors of schoolwear, and known as a trailblazer in opening up new supply countries,
imported a third of Kenyan exports to the UK. It has buying offices and agents in over
twelve countries, and, by January 1994, had an unprecedented three technicians
transferring technology to Bedi, a Kenyan supplier. However, when Kenyan prices
increased "unacceptably" for its Fall 1995 merchandise, the technicians were withdrawn
and orders were reduced for the year to US$500,000. If Kenyan suppliers had been able to
maintain price competitiveness, Gardner estimated it would have been buying US$5
million by the year 2000 from three suppliers, and growing new suppliers to the eight or
so it likes to have in each country.

In the area of home products, the main furniture exporters from Sub-Saharan
Africa to the UK are Ghana and Zimbabwe, whose UK exports rose by 52 percent and 274
percent, respectively, to US$3.7 million and US$2.9 million between 1988 and 1993. The
UK furniture market is forecast to grow by 2.4 percent until the end of the century - an
upward trend mirrored by the growth trend in spending on home products (as a
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proportion of income) from 6.5 percent in 1970 to 8.3 percent in 1993. Trade sources
expect Sub-Saharan exporters to increase their share of the market. Buyers estimate that
Zimbabwean exports could double if prices do not exceed market expectations.
Zimbabwean success in exports will depend critically on productivity increases and the
availability of competitively-priced timber.

Textile exports from Sub-Saharan Africa to the UK have come mainly come from
Zimbabwe and Zambia, which posted increases of 119 percent (to US$21.6 million) and
638 percent (to US$5.1 million), respectively, between 1988 and 1993. The UK market is
forecast to grow by about 2.5 percent between 1995 and 2000. However, buyers find it
difficult to estimate growth for Sub-Saharan Africa, noting aging and uncompetitive mills.

Typical handicraft commodities had mixed fortunes in the UK between 1988 and
1993, with imitation jewelry exports up 269 percent and basketry down 43 percent to a
mere US$80,000. Trade sources report a growing market opportunity for African
handicrafts due to an increasing interest in Africa as distributors seek a new look, a more
handmade appearance, and environmental awareness favoring the continent. Since most of
the research was undertaken for this project, including the magazine study reported above,
there has been a significant increase in media interest. A review of trade and other
magazines in the three years up to Fall 1994 showed no Afrocentric textiles, but in the first
three months of 1995, there were six sightings. In Fall 1994, one of the leading UK trade
fair organizers reported two Africa-specialist distributors on their data base. At the
Birmingham Gifts Fair in February 1995, by contrast, some seven stands had products
from Sub-Saharan Africa. However, many of the products are the same as those sold
during the previous Africa-fashion period, which suggests that unless the designs are
revitalized, buyer interest may be short-lived.

Consumer Characteristics

In 1994, the UK population was 57,899,900, and the age group between 20 and 39
formed the largest percentage of the population at 30.1 percent. By 2020, the population is
expected to increase by 6 percent to 62,080,000, with the age group between 20 and 39 (the
one most likely to buy clothing and home products) declining the most, with the over 60s
showing the biggest increases. In 1991, black Africans accounted for 0.3 percent of the
population, compared with 0.1 percent in 1981. However, despite this rise, the 16 to 44
years old group declined.

This decline in the spending constituency is likely to be offset by the greater
awareness of other cultures. In recent years there has been a significant increase in movies
featuring Africa, African-inspired music, and nature documentaries. Stores, such as Harrods
and Liberty's, featured African products in 1994 and the 'Africa 95' festival arranges a year-
long kaleidoscope of cultural events, including a major historical overview of art and
artifacts by The Royal Academy. Several sizable distributors, such as Boots and Natural
Selection, have launched 'Discover Your World' themed collections. Nevertheless, travels
to Africa have lagged behind visits to other destinations. In the decade to 1992, air travel to
Africa rose by 25-30 percent, lower than South America (161 percent) and Asia (175
percent).

Annual disposable income rose by 64.5 percent to US$24,000 between 1985 and
1993, but in recent years there has been little change in real disposable income, which
declined 0.2 percent in 1991. Succeeding years have posted rises of 0 percent, 1.1 percent,
and 0.4 percent in 1992, 1993 and 1994, respectively.
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In the three product areas covered by this study, there are seasonal patterns of
spending which affect the ability of Sub-Saharan African firms to supply the market. In the
clothing field, sales are highly seasonal. The traditional two buying seasons have been
increased to as many as six changes of stock per year as the market becomes more
segmented, putting a premium on flexible production, managerial skills to change
production runs, and fast delivery. This change makes it more difficult for African firms to
penetrate the women's, higher-value market. Furthermore, our magazine survey showed
ethnic and Afrocentric sales to be concentrated in the summer months, which could lead
to peaks and valleys in production. Shubette of London notes that some firms overcome
problems associated with selling to the Western European fashion market by selling
unbought stock into the Southern Hemisphere's summer market, or to less fashion-
conscious Eastern Europe a season later.

In the home products market there is seasonal variation with lower than average
sales in the summer, and vice versa in the winter. However, the handicrafts sector faces the
greatest seasonality pressures. For example, Masai Mara, a dynamic retailer of African
merchandise, reports 80 percent of woodware sales in the fourth quarter of the year, and 2
percent in the first. Late delivery, missing the Christmas season, clearly has considerable
price mark-down consequences. A further seasonality impediment is the fact that most
production is rurally-based; therefore, effective production may only be possible when
crops are not being sown or harvested, when agricultural by-products are available as raw
materials, and outside the rainy season.

The Retail Distribution System

There is much variation in where consumers buy different categories of products
and, partly as a result of the recession, there have been changes in recent years in where
they are bought.

Clothing. Some thirty years ago, about 60 percent of clothing was sold through
independent retailers. Since then, multiple-outlet and variety chains have expanded, and
today UK clothing retailing is the most concentrated in the world with the top five
retailers accounting for about 38 percent of market share. Marks and Spencer, for example,
which sources principally from the UK, is believed to have 15 percent of the market.
Between 1986 and 1991, the number of retail businesses declined by 16.34 percent. In
recent years, mixed businesses (variety stores and department stores) have lost business to
multiple-outlet specialist and independent retailers. For example, the biggest multiple-
outlet specialists increased market share by 3 percent in 1992-93. Mail order sales have
increased significantly in the past decade, helped by entrants from continental Europe. By
1991, the outlet types for UK clothing sales and their market shares were multiple-outlet
specialists (25.8 percent), variety chains (20.1 percent), independent specialists (18.7
percent), mail order and direct mail (8.3 percent), department stores (7.6 percent), market
stalls (6.6 percent), and others (12.9 percent). In recent years, sales of formal wear have
declined, while leisure and sports wear have performed best.33

With the recent recession, price consciousness became a dominant factor and has
remained so. This continuing interest in value for money is likely to favor the domination
of volume sellers and discounters, although a significant market share will remain with
independents (including up-market designer independents) and small multiple chains.
Margins are expected to remain tight, more manufacturing will be sourced internationally,

33 Sources: Textiles Intelligence Unit and Retail Inquiry.
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and retailers will pass on their price-consciousness to suppliers. Woolworth's, which buys

standard schoolwear from the importer, Gardner, requires the prices to be constant for

two years, and in an effort to achieve this, Woolworth's reduced its suppliers from 22 to

five to seek economies of scale. In the mass-market fashion area, Primark, with 70 stores,
reports that order sizes are becoming smaller. Five years ago, it typically had ten designs in
a Spring Collection line, with each design being made in 20,000 pieces. This year, it has 20

designs, with each design being made in 10,000 pieces. Shubette of London reports that mail

order catalogues specializing in bridal wear over recent years have reduced order size from

400 to 150 pieces per style. Smaller margins and smaller order sizes have encouraged some
distributors to source product in cheaper European countries (e.g., Spain, Eastern Europe
and from Indian-staffed factories in the UK), which can be more flexible and deliver faster.
The latter has been facilitated by the UK opting out of the EU social charter. African
suppliers are handicapped in this market where there is no upstream textile industry
enabling fabric to be sourced quickly in small quantities locally. Shubette notes that, as a

consequence, African suppliers often have to overstock by 20 percent on fabric purchases
to ensure availability for repeat orders. The advantage of local supply is demonstrated by
Gardner. Its Kenyan supplier, Bedi, is vertically integrated, making its own schoolwear
fabric, and therefore has much faster turnaround times on orders. Bedi also has a small,
flexible production system which allows it to make trousers in cost-effective batches of 200
pieces, compared with 2,000 pieces in Hong Kong and 3,000 pieces in Sri Lanka.

Product differentiation and niche marketing is expected to grow in importance and
this, together with unified European Market, should allow pan-European franchising to

grow.
Home Products. The home products sector is dominated by furniture (with about

twice the sales of textiles), where the market is divided into five specific areas, each with a
different structure. Bedroom sales are dominated by MFI, a discount store with 30 percent
of the market. It is this market which new-entrant Willis Gambier (see case study in
Chapter 5) is trying to penetrate. The kitchen furniture market also has MFI as the
dominant player with up to 25 percent of sales, while other discounters, or similar firms,
account for a further 30 percent. In the dining and living room area, independents and
multiples have 32 percent and 23 percent of the sales, respectively. Finally, the upholstery
market is dominated by the independents and furniture chains, which claim 50 percent of
business. The overall trend has been away from buying in multiple-outlet furniture stores
and department stores towards discount stores and mail order. The role of the high-street
independents has been threatened by the growth of out-of-town superstores.

Fluctuations in consumer spending tend to be extreme in the furniture market,
both on the downswing and upswing of the business cycle. For example, in 1991, there
was a decline of 3.2 percent in sales, followed by a 15.2 percent rise in 1993. A severe jolt
to the home products market took place beginning in 1989 with the fall in property values;
today, it is estimated that one million persons have negative equity in their homes which
will take some years to rectify. Consequently, retail furniture prices have lagged behind in
the general retail price index.

It is expected that consumers will continue to seek value for money, so the
growing market for self-assembly furniture will continue as will the trend in favor of large
discounters and volume distributors. International retailer, IKEA, plans to increase its UK
stores from one to five, which could make it a market leader.

Handicrafts. Handicrafts figures are elusive as hand-crafted products range across

several product categories from gifts and furniture to textiles, among others. However,
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trade sources suggest that 70 percent of handicrafts are sold through small independent
retailers, with the balance being shared by multiple-outlet and department stores. The
concentration on sales in small shops has traditionally resulted in products being
distributed through importers and wholesalers. With the recession, the unified European
Market, the opening up of China, increased traveling, and, until 1992, the Exchange Rate
Mechanism, there has been a tendency for the larger distributors to sell mass-produced
products over a wider area. Small distributors have concentrated on design-intensive
products at the higher end of the market. Many distributors have tried to broaden their
product collections (e.g., expanding from housewares and introducing furniture).
Distributors without economies of scale and/or a coherent product image have suffered.
One of the more successful distributors has been the medium-sized UK firm, Natural
Selection. Since 1990, Natural Selection has established separate distribution companies in
Spain, Italy and France, selling to 7,000 retailers. It has a clearly defined product collection
from which the separate companies can order to suit the preferences of their local market.
With the increase in European trade fair participation by handicrafts suppliers, there has
been a trend for retailers to source directly. Additionally, more department stores and
multiples have started to stock handicrafts. Both importer/wholesalers and retailers have
relied more on regional or national agents in developing countries to perform a variety of
functions, such as disseminating product specifications, supervising quality control and
consolidating orders.

The more competitive environment caused by the unified European Market and
by the recent recession has forced distributors to lower costs. Natural Selection, because of
its size, cannot justify a buying visit to a country or region unless it can be sure of
generating US$400,000 in sales (at wholesale value) per year. Without the availability of
experienced, in-country trading intermediaries, it is difficult in Africa to identify and
manage suppliers for such volumes. After pioneering Africa and sourcing much of its
product there for 30 years, Natural Selection is pulling out of Africa and getting African-
style products made in Asia to ensure competitive prices, volume and timely delivery.
After sourcing a container of Kenya bags per month for thirty years, Natural Selection
shifted its buying to the Chinese market, which offered a similar product at under half the
price. In three short months, in 1993, the market became dominated by these Asian bags.
Natural Selection has not bought any Kenya bags since that time. Many smaller
distributors, like Peacock Warehouse, also complain about the lack of local intermediaries to
reduce the costs of importing from Africa. In Ghana, it relied on a local partner, and when
he left, it looked for two years for an intermediary without success. Today only 10 percent
of the products in Peacock's brochure come from Ghana, and despite a commitment to
authentic African products, it has had Ghanaian masks copied in Bali. 'Suitcase' importers
(i.e., those who vacation as well as buying) have been traditionally important as
distributors of African products, but they have greatly declined in recent years. Masai Mara
reported that it was able to buy at least one container from each of some 15 persons
leaving the business in 1991/92.

The recession in Europe also ended a trend towards decorative products, and now
the UK market is becoming dominated by goods with a practical use. Unfortunately,
African handicraft exporters have been slow to shift product designs to meet this market
change. For example, stone carvers in Kenya do not have the technology to shift to
waterproof and non-toxic finishes to allow their hand-painted, decorative vases and dishes
to be used for cut flowers or food. As a result, buyers are moving to India to satisfy market
demand. This important handicrafts export may go the way of basketry exports to the
UK, noted earlier, which has declined to only US$80,000 per year.
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France

Market Size

The French market for the product groups included in this study is sizable, and
imports play a significant role. According to the National Accounts for France (Comptes
Nationaux), in 1993 the nation produced the equivalent of approximately US$50 billion in
clothing and textiles, household goods- such as furniture and tableware - and
handicrafts.34 This figure overstates national demand for the goods considered in this
report since the product categories reported in the National Accounts are more inclusive.
For example, whereas we are only concerned with imitation jewelry as a potential African
export, these statistics include total domestic production of all types of jewelry in France.
The sum of France's imports in the specific product categories targeted for this study was
approximately US$9 billion in 1993 (see Appendix Tables A-14 to A-17). The true value of
French demand for these items lies between these two numbers, and clearly the market
potential is great.3

Sub-Saharan African exports account for only a tiny share of the French market.
In handicrafts, Sub-Saharan Africa exported only US$5 million to France in 1993, slightly
more than 1 percent of total imports in this category. It should be noted, however, that the
informal trade in African crafts is estimated to be at least as great as the formal trade
captured in the statistics presented here. One of the more established French importers of
African handicrafts stated that the informal market and street trade eclipsed formal sales by
at least two to one. In clothing, the export figures are more encouraging since Sub-Saharan
Africa supplied over US$200 million to France in 1993, which represents approximately 5
percent of total imports. The relative success of African exports in this market segment,
however, is due almost entirely to the island state of Mauritius which has developed a
world-class garment export industry. In textiles, African exports account for
approximately US$25 million or 2 percent of total French imports. The majority of these
exports are of gray cloth or ecru from factories with French foreign direct investment in
Cote d'Ivoire and other francophone nations. In home products, Sub-Saharan Africa has
the weakest market penetration with only 0.2 percent of the total import business into
France.

In standard product categories, such as clothing, textiles and home products, Sub-
Saharan African nations must be able to compete directly with their international rivals in
terms of both price and non-price issues. In handicrafts, however, African styles and
designs provide a clear advantage, since consumers in this market are looking for unique
products and Africa is sorely underrepresented.

The following section describes the French consumer as well as the distribution
systems in France which bring products to them.

34 Information piovided by the Direction des Etudes et Syntheses Economiques, Departement des Comptes Nationaux,
Institut National de la Statistique et des Etudes Economiques. Figures provided were organized by the French
nomenclature system 'NAP".

35 Arriving at a more precise estimate of the market for the specific goods included in this study and described in Tables
A-14 through A-17 of the Appendix was not possible. This is due to the lack of compatibility between the French
National Account data and the Harmonized European system by which the detailed import data was organized.
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Characteristics of the French Consumer

The total population of France was 57,206,206 in 1992. The country's population
has increased at an average annual rate of 5.2 percent between 1980 and 1990, one of the
highest population growth rates of Europe, well above the 2.8 percent average growth rate
in the European Union. The age group which has grown the fastest in recent years is 20 to
39 years which represented nearly one-third of all French citizens in 1990 (see Appendix
Table A-18). Youths (0 to 19 years) are the only age group which now represent a smaller
share of the French population than they did in 1975. As with most of the industrialized
world, the French population is aging.

The demographic trends cited above have direct implications for demand of
manufactured products likely to be sourced in Africa. First of all, the largest age group (20
to 39 years) is at a stage of life where the home has special significance. Young adults, and
especially couples who are establishing their first home and having children represent a
significant share of demand for home products. Domestic furnishings, which increase the
comfort and convenience of home life, take on added importance. On the other hand,
clothing, which is very important to the youth market, loses some of its allure as the
population ages.

Another factor which could influence the acceptance of African products in
France concerns the country's attitudes toward other cultures and the changing role of
ethnic minorities in French society. In spite of the widespread reports of unrest among the
French population because of a perceived influx of immigrants, the census figures indicate
that the portion of foreigners among the population has remained relatively stable, falling
slightly from 6.5 percent in 1975 to 6.3 percent in 1990 (see Appendix Table A-19).

There has been a marked shift in the composition of the immigrant population
with a sharp decline in the number of immigrants from other European countries and an
increase of immigrants from the Maghreb countries (Algeria, Morocco, Tunisia). In fact,
almost half of all the immigrants in France are of African origin. It is estimated that the
total number of inhabitants of African origin, including naturalized citizens, amounts to 2
million or 3.5 percent of the total population. No more than 200,000 of these people,
however, are thought to come from Sub-Saharan countries. The most recent census
predates the break-up of the former Soviet Union and therefore does not register any
increase in immigration that may be caused by that development. It should also be noted
that there are strong indications of significant illegal immigration, particularly from North
Africa.

The vast majority of Africans in France are traders and manual laborers. The
unemployment rate among Africans is higher than in any other immigrant group and
more than double the national average: 27-percent in 1990 compared to 17 percent for the
East Europeans and a national average of 10.6 percent.36 The fact that the African
population in France is small and has limited purchasing power means that this group is
unlikely to create a significant demand for Afrocentric merchandise as has occurred among
the African-American population in the United States. Further, many of the Africans
living in France are recent immigrants who maintain ties with their family and friends in
Africa. These individuals are not searching for merchandise to link them to African culture
since they are still closely tied to their African homes. They are likely to purchase or
receive directly from Africa the African merchandise they desire.

36 'Les Vrais Chiffres de l'Imnmigration Africaine en France."JeuneAfrique, August 4, 1994, pg. 21.
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While the African population in France does not represent a significant source of
demand for African goods, French interest in other cultures, and particularly in African
culture, does contribute to potential demand. France prides itself on its long-standing
economic and cultural links with Africa, particularly its former colonies. Economic links
with the francophone countries in Sub-Saharan Africa have been reinforced by the fact
that most of them belong to the CFA Franc zone, which provides them with a unified
currency that, in principle, is fully convertible with the French Franc. Trade statistics for
1987-91 bear out the importance of the CFA zone to France. Its trade with the CFA
countries has consistently run a larger positive balance than with any other country or
group of countries in the world.

Paris is generally acknowledged to be one of the most prominent centers in the
world for African art. There are several museums specializing in African art and some of
the best known dealers in African antiques are located in the city. The fashion designers
who work out of Paris also regularly incorporate African design elements into their work.
An outstanding example of this trend was seen in the recently shown collection of Mr.
Romeo Gigli, an up-and-coming fashion designer who incorporated fabrics and accessories
from Ghana, Zaire, Nigeria and South Africa in his Spring 1995 collection. The exclusive
retail chain, Hermes, is also currently selling African jewelry in its stores, purchased from
the Touareg people of the Sahel region.

African countries and in particular the Maghreb (Algeria, Morocco, Tunisia) have
been among the most popular vacation destinations for French tourists. As Appendix
Table A-20 shows, French tourists spent nearly as many vacation days in Sub-Saharan
Africa as in the United States in the period 1987-91.37 This is a particularly important
statistic for the African handicraft market in France. Individuals who have become familiar
with the art and culture of a particular region, even during a limited vacation stay, are
more likely to buy typical items from that region upon returning home. At the same time,
overexposure of handicraft products, especially if they have not been adapted for the
foreign market, can reduce them to cliches and reduce their appeal. In several interviews
with retailers and wholesalers in the French handicrafts market, the issue was raised that
poor quality African crafts sold by street vendors were damaging sales in the formal
market. While an openness to African handicrafts may be present in France, there may be
an image problem which has to be addressed if sales are to reach their full potential.

A basic factor behind market demand which we have yet to touch upon is income.
France, like the rest of Western Europe, experienced a severe recession in the early 1990s
which greatly depressed spending. Per capita purchasing power growth was nearly 3
percent each year between 1988 and 1990, then fell to 1.2 percent, 1.5 percent and 0.2
percent in 1991, 1992 and 1993, respectively. Facing uncertain economic times, per capita
spending was cut back even more and actually fell in real terms in 1993 as indicated in
Appendix Table A-21. Although economic growth has returned to France in 1995,
unemployment levels are still in double digit figures and consumer spending has yet to
completely rebound.

Demographic shifts, including the aging of the population, together with recent
economic hardships have changed the way French consumers spend their money.
Appendix Table A-22 indicates the evolution of spending patterns in France between 1970
and 1993. Note that spending is up in all service categories - health care, transportation &

37 It should be noted that the figures in Appendix Table A-20 are the aggregate numbers of vacation-days spent abroad by
French citizens m various regions of the world. We do not know the number of tourists who visited each region, how
long the average stay was, nor the average income of the tourists who traveled.
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communication and education & entertainment. The amount spent on household goods
and services has fallen. However, spending on housing and utilities has grown
considerably. Rising rents in France will serve to further reduce the average living space of
citizens and increase the demand for home products that combine decorative appeal with
functionality in a compact package. Appendix Table A-22 also indicates the notable
decrease in expenditures on clothing over the past twenty-three years, from 9.6 percent of
household spending in 1970 to 6.0 percent in 1993. Recession-weary consumers will insist
on bottom-line prices for clothing and only moderate increases, if any, are expected in this
sector of the economy.

One notable exception to the conservative consumer mood described above is the
renewed interest in designer and high-fashion clothing in France. One-of-a-kind, elitist,
chic merchandise is coming on strong. All designers and fashion magazines are focusing on
the return of elegance to the apparel market and many, including Hermes, had excellent
sales records in 1994.

As stated previously, French consumers in the mid-1990s are still feeling the effects
of a severe economic recession. After the excesses of the 1980s consumer culture, people
are now searching for values which are enduring. There is a demand for products that are
deemed authentic, an interest in international cultures as the world becomes an ever-
smaller place and emphasis placed on harmony and family life. These trends have been
translated into the French consumer's purchasing decisions in the following ways: (i) a
demand for basic, not elaborate, versions of products; (ii) a focus on products deemed
essential to the consumer; and (iii) a desire for authentic and ecologically sensitive goods,
which was translated into "grunge" wear among the youth population.

In the standard clothing market, French consumers, more so than their German
and British counterparts, are polarized into two segments: (i) those that are looking for
fashion first and foremost; and (ii) those that are primarily motivated by price. Between
these two extremes, consumers need to be given a reason to buy. For example, Marks &
Spencer has effectively entered the mid-price segment of the French clothing market by
offering an excellent price-quality ratio and the Spanish retailer Zara has also made inroads
in this area by providing trendy fashions at an affordable price.

Although French fashion abounds with ethnic influences, this has not translated
into a sustained demand for purely ethnic clothing. Nor, as discussed above, has the
immigrant community created a market for clothing from their regions of origin. In spite
of France's reputation as a center for exotic arts and antiques, there is only limited demand
for purely ethnic handicrafts. Nevertheless, the success of specialty stores, such as the Pier
Import chain, clearly indicates a demand for ethnically inspired merchandise. Boutiques
and department stores alike report a sustained demand for textiles and other home
products which incorporate some ethnic motif, particularly if they have been adapted for
utilitarian purposes. For years, most of the ethnic inspiration came from Asia, but lately
retailers have started to notice a certain fatigue with these designs and a growing interest in
products that take their styling cues from Africa. This interest is likely to be reinforced by
the movement towards natural and ecologically sound materials which, although nowhere
near as strong in France as in Germany, is generally recognized as a growing force in the
marketplace.

The Retail Distribution System

Standard Garments. Women's clothing represents more than 60 percent of all
clothes sold in France each year. By far the largest portion of women's clothing continues
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to be sold through boutiques and independent stores, although their market share has
declined substantially in recent years, whereas specialty retailers, like Zara, are growing.
This development indicates that, as consumers are reducing their clothing purchases as a
proportion of their total spending, specialty chains which usually sell at relatively low
price points stand to gain the most market share at the expense of department stores.
Department stores are recognizing this trend but, so far, have failed to formulate an
effective strategy to counter it. Hemmed in by their relatively small order sizes, they have
little room to reduce prices. Several recent mergers among department store chains reflect
a trend towards consolidation in an attempt to rationalize ordering and reduce costs.
However, department store management teams feel that if they were to adopt a strategy of
price discounts and quality compromises they would loose their identity vis-a-vis the
discounters. Instead, they are attempting to position their stores as "fun" places to shop by
installing special boutiques catering to niche markets and organizing special promotional
events. Galeries Lafayette, for instance, has organized special theme events around Mexico,
China and India, each time allocating several thousand square meters in its stores to
exhibits of arts, handicrafts and special merchandise. In another attempt to differentiate
themselves, department stores are introducing their own house brands; Galeries Lafayette,
for instance, recently announced with much fanfare its "Jodhpur" brand of medium to high
quality clothing for men and women.

Although industry trends would argue for a move towards transnational mergers
between department stores, no major transnational mergers have taken place so far and
there is little evidence that this is about to happen. Department store representatives
acknowledge that greater internationalization forms part of their long term strategy but
that in their current struggle to preserve market share it is not a priority. Perhaps it is no
coincidence that international expansion occurs most frequently among specialty chains
and hypermarkets. Such foreign chains as C&A have started to expand their network into
France and Auchan, a particularly dynamic French chain of hypermarkets, is
implementing an aggressive strategy of expansion throughout northern Europe.

For the consumers who are looking for cheap clothing and are willing to
compromise on quality and fashion content there are a rapidly growing number of
hypermarkets and specialty chains that are selling clothes at rock-bottom prices.
Hypermarkets started as a French phenomenon in the early 70's but at first met with
mixed success as the concept proved to be somewhat ahead of its time. During the last five
years however, companies, such as Auchan, have experienced rapid growth as consumers
have started to change their buying habits and warm up to the idea of suburban style
shopping malls. Auchan offers a relatively limited variety of straightforward clothes at
highly competitive prices. Another striking example of this trend is the TA TI company
which operates a chain of specialty stores in Paris and throughout France which are
renowned for offering the cheapest prices. Although price remains TA T's main selling
point, the company has started to pay more attention to fashion as a marketing tool by
introducing its own line of clothes "Ia Rue est a Nous" and running clever publicity
campaigns with well-known designers. The company specifically targets the African
immigrant consumers who are looking for European merchandise at the cheapest price
possible. This strategy has been so successful that the company is investigating the
possibility of opening up stores in Nigeria and South Africa! Appendix Tables A-23 and A-
24 indicate the shares of different distribution networks for both women's and men's
apparel.
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Handicrafts and other Ethnic Merchandise. Handicrafts are mostly sold through
boutiques, department stores, catalogue sales and markets. Although there are no reliable
statistics on the distribution patterns, there are strong indications that small boutiques are
the most important outlet for handicrafts, followed by department stores. Traditional
African handicrafts are almost exclusively sold through boutiques and markets. To the
extent that department stores get involved in the sale of handicrafts, it is usually in the
form of reinterpreted products adapted for utilitarian purposes. Printemps for instance, has
been buying soapstone dishes and cups made in Kenya which it sells through its 'Instants
Presents" boutiques within the home products department. Galeries Lafayette buys a range
of adapted home products from Africa, including such items as wooden salad serving sets
from Kenya and hand-crafted tablecloths from Mali.

There are a growing number of young designers in France that produce clothes,
home products and giftware incorporating African motifs. These products generally are of
high quality and design and are sold in small quantities at premium prices to giftware
boutiques, department stores and a select group of private clients.

Germany, the UK and France: How Markets Differ between Countries
As previously noted, the unified market in Europe remains largely mythical.

While there has been a push towards a homogeneous market with transnational
distributors, multinational buying groups, and brands - such as Bennetton - which are
franchised throughout Europe, there are distinct differences between the various national
markets, even at the sub-national level. For example, in Spain, persons in Barcelona drink
beer from glassware and plain handicrafts are preferred while less than 500 km away in
Bilbao, ceramic mugs are used and decorated products are more popular. Handicraft
retailers in Barcelona can be reluctant to buy products from a distributor in Madrid.

At the transnational level, some of the differences may come from climatic factors
(e.g. rugs are more popular in the colder Germany than in the warmer Mediterranean
areas). Other differences come from cultural factors. Epiphany in Spain in January has
traditionally been a major festival, and Christmas has been less important than in
Northern Europe. Consequently, hand-crafted Christmas decoration sales traditionally
have not been as important in Spain, though the department store Galerias, reports the
market growing by over 20 percent each year. In Spain, the per capita consumption of
greeting cards, at 0.3 cards per year, is a fraction of the consumption in Northern Europe.
In Southern Europe, candlesticks, a major handicraft gift, are significantly less popular
than in the North. Habitat, the European lifestyle store with outlets in France, Italy, Spain
and the UK, reports that only about 60 percent of the product sold in France and the UK
is similar. Some years ago, it consolidated its group buying in the UK, but the venture was
not a success. After a period in which the function was separated again nationally, the
company is trying to centralize buying again, this time in France.

To reiterate an important difference mentioned earlier in the report, the unit value
of men's non-knitted shirts, the biggest clothing commodity imported from Sub-Saharan
Africa, has fallen by almost 50 percent between 1988 and 1992 in the UK while the unit
values have grown by 60 percent and 25 percent over the same period in France and
Germany, respectively. Increases in unit values were noted in the area of women's blouses
in the UK, as well as in the EU in general. Thus, African producers wishing to expand
exports of men's non-knitted products should look to continental Europe, while producers
seeking to enter the UK market may need to enter the larger, more profitable women's
clothing market.
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Within the category of handicrafts, baskets and wickerwork have exhibited widely
different trends between countries in Europe. In Germany, buyers anticipate continued
annual growth rates of between 5 and 10 percent while in the UK, baskets have declined
by over 40 percent (to a mere US$80,000 in 1993) since 1988. On the other hand, German
imports of imitation jewelry are expected to experience continued growth at an annual rate
of between 2 and 5 percent while trade sources in the UK report an increasing opportunity
for African suppliers in this category in which total imports have grown by over 250
percent in the last half dozen years. Projections, therefore, indicate greater opportunities in
baskets in Germany and greater opportunities in imitation jewelry in the UK.

In home products, furniture imports from Africa are expected to grow by 2.5
percent per year through the end of the millennium for both the UK and Germany.
However, these figures are misleading since the level of furniture imports from sub-
Saharan Africa into Germany were only US$180,000 in 1993 while they were in the
millions of dollars in the UK. Thus, opportunities for African producers seem greater in
the UK in the area of furniture.

An article in the September 12, 1994, issue of the Economist noted that in the
automobile market, "[p]rices of identical models can vary by more than 20 percent from
country to country. Sometimes dealers just refuse to sell a car to someone living abroad, or
to a dealer acting as an intermediary, even though refusing is technically illegal." While
automobiles do not fall into any of the product categories which are covered in this study,
this case does illustrate well the differences between markets within Europe. The reason
for the price differentials in the car market which are noted above is that European auto
manufacturers are allowed to strictly control the retail distribution networks in order to
limit intrabrand competition between nearby dealerships and to limit comparison
shopping by preventing one retailer from carrying more than one manufacturer's product
line.

Another difference across countries in Europe is the tax code. While at first blush
this may appear unrelated to the current study, how countries' tax codes treat owner
occupied housing versus rental units may have an important impact on the market for
household products. Differences between countries in the level of the property tax, in the
inclusion or exclusion of imputed rents in the calculation of property taxes, in the
deductibility of mortgage interest payments and local property taxes and in the existence
and level of capital gains taxes on primary residences all tend to influence both the level
and composition of spending on household products and the like.

Another difference between European markets comes in the composition of the
retail distribution networks within separate countries. For example, in Germany,
independents represent more than 40 percent of the retail markets in clothing and in home
products whereas in the UK, independents accounted for only 18.7 percent of the retail
sales of clothing and for roughly 30 percent in the home products category. Chain stores
or multiples accounted for 23 percent of the clothing market in Germany while they
accounted for a much greater percentage in the UK where the top five retail chains hold 38
percent of the market. Mail orders accounted for roughly 12 percent in Germany and 8
percent in the UK."

Small retailers in the UK market note that the increased participation of African
handicraft suppliers in European trade fairs has allowed these small retailers to source
directly. This trend has infuriated importers on two levels: first, these importers are being
cut out of the distribution chain completely by those retailers who source directly; and

38 These figures are from Germany, 1993, and from the UK, 1991. Sources: Textiles Intelligence Ltd., and Retail Inquiry.
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second, these importers are seeing their margins squeezed by the fact that many suppliers
do not offer different prices to clients who occupy different levels in the distribution
chain. This is in contrast to small retailers in Germany who are expected to continue their
use of large buying associations and smaller, informal buying associations. Nevertheless,
small retailers in both countries are purchasing increasingly specialized product ranges in
response to the trend toward individual expression on the part of the consumers.

Finally, a strong and growing trend throughout Europe that illustrates the
differences between markets within the region is the movement toward ecologically sound,
"green," consumption. Analysts note that this trend is a growing force in the French
market and, to a somewhat lesser extent in the UK, but these countries both lag far behind
Germany in this regard.

In summary, there are some economic factors which contribute to greater
homogeneity within the unified European market, but other economic factors as well as
climatic and cultural factors which continue to ensure that market differences persist.
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3. Terms of Entry Governing African Manufactured Exports to
Europe

There is no single trade policy which regulates Sub-Saharan African exports to
Europe. Instead, there are several trade regimes which impact upon this trade, most
notably, the General Agreement on Tariffs and Trade (GATT), the Generalized System of
Preferences (GSP) and the Fourth Lome Convention (Lom6 IV). GATT, and now the
World Trade Organization (WTO), is the coordinating body for multilateral trade
liberalization and is the most broadly based of the three regimes. The central objective of
GATT is to remove trade barriers between all nations, whereas, both GSP and Lome are
preferential trade regimes, directed at improving the access of developing nations to
developed country markets. Lome is more focused than GSP - it pertains to only 70
developing countries in Africa, the Caribbean and Pacific (ACP), while GSP also includes
nations in Latin America and Asia. Additionally, since the Lome Convention is directed
toward some of the world's poorest countries, the terms of access to the European market
under Lome are somewhat more lenient than in GSP.

In this section we will analyze how these trade regimes affect exports from Sub-
Saharan Africa to the EU, both in direct and indirect ways. Special attention will be
focused on the garment sector which is responsible for a significant share of all African
manufactured exports and which is governed by a complex set of rules. First, however, the
difficulty of obtaining information on European trade policy will be discussed as this
directly impacts on the effectiveness of preferential trade regimes and their role in export
development.

Informational Barriers to Entry: A Lack of Clear Information on
Preferential Trade Regimes Reduces Their Effectiveness

Determining how different trade regimes affect Sub-Saharan African exports, both
individually and collectively, is an unnecessarily time-consuming and often confounding
process. There are several reasons for this difficulty. First of all, these policies are not
mutually exclusive, so GATT, GSP and Lome must be considered jointly in order to have
an accurate picture of the regulatory environment for trade. This immediately creates
difficulties in accessing information for the EU because different offices are responsible for
GATT, GSP and Lome. For example, individuals working on GSP may have the most
recent information available on this topic but lack the knowledge about GATT and Lome
to provide a complete picture of applicable trade regulations. An example of this concerns
information we received regarding quantitative restrictions on garment imports from
South Asia, one of Africa's major competitors in this industry. One official stated that
since all quantitative restrictions created under GSP were abolished in January 1995,
developing nations in Asia (which are members of GSP) no longer have quotas or other
non-tariff barriers (NTBs). Further investigation showed, however, that while quantitative
restrictions under GSP were lifted, many South Asian garment exporters still have quotas
under the Multifiber Agreement (MFA) which is part of GATT. We will go into detail on
this issue later in this section.

Second, both Lome and GSP are preferential trade regimes which provide benefits
to developing nations under certain conditions. In the case of manufactured goods, the
products must meet specified criteria concerning value-added or processing in the

33



exporting nation to receive preferential treatment. If these conditions are not met, it is
difficult to determine which trade regime then applies to the exports. The documents
pertaining to a given trade regime do not indicate the results of non-compliance and we
found no published material which addressed this issue.

Lastly, the legal jargon and complicated appendices in the trade regime documents
obscure their meaning to the average businessperson. Without a lawyer by your side, or
better yet, someone already familiar with these documents, correct interpretation is
difficult, if not impossible. This was the motivation behind a 1994 seminar in Harare
Zimbabwe, on the Lome Convention. The seminar was designed to help African exporters
meet the conditions for preferential access to the European market. Experienced importers
in the United States interested in entering the EU market have also found it necessary to
seek expert advice on European trade policy, according to Laura Bond, President of the
United States Association of Textile Importers. She stated that her members, who have a
wealth of experience in importing, have had great difficulty obtaining information on
trade regimes governing the European market. This issue was of such interest that the
Association invited a European expert to address this topic at their 1994 annual meeting.
Recent changes in both GATT and GSP further complicate their interpretation. There is
clearly an informational barrier to entry to European trade regimes, especially preferential
ones such as Lome, which reduces their effectiveness.

The Fourth Lome Convention
The Fourth Lome Convention is the policy which has the most direct impact on

trade between Sub-Saharan Africa and the EU, and African nations are the main
beneficiaries of this accord. Lome IV contains a two-pronged development strategy of both
preferential access to the European market and concessional financial aid worth
approximately 12 billion ECU between 1995 and 2000. When the first Lome accord was
signed in the early 1970s, few of the African nations covered were pursuing outward-
oriented development policies, so the aid component was the main attraction. In 1995 the
situation has changed, as African nations are reforming their economies and looking to
exports to provide the impetus for economic growth. The key elements of the preferential
trade policy contained in Lome IV, which differentiate it from other regimes such as GSP,
are:
* duty-free access to the EU for products deemed as originating in Lome IV signatory

countries in Africa, the Caribbean and Pacific (ACP);
* intermediate inputs used to make final goods in ACP nations can be sourced in other

ACP nations, in Overseas Countries and Territories (OCT) or in the EU without
affecting the originating status of the final product - this is known as cumulation;

* derogations to the rules described in Lome IV are available on a very limited basis if a
country can show that the rule creates extreme hardship.

Duty-free access to the European market is the cornerstone of the Lome IV accord.
A recent study published by the British Commonwealth Secretariat stated that over 99
percent of all ACP exports enter Europe duty-free. This figure can be misleading,
however, since it suggests that the Lome Convention exempts ACP countries from tariffs
on virtually all goods imported into Europe. In reality, the fact that the vast majority of
ACP exports enter duty-free reflects the continuing dependence of these economies on
primary commodities, which necessarily meet the local origin requirements of Lome IV.
Manufactured goods, which may include imported intermediate inputs, must meet strict
requirements concerning local content and value-added in order to qualify for duty-free
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- status. Protocol 1 of the Convention, "Concerning the definition of the concept of
'originating products' and methods of administrative cooperation" provides detailed
information on this issue. To determine if a good made of imported components or
materials has originating status, the following procedure should be followed:39

1) Refer to Protocol 1, Article 3 for the list of activities which are insufficient to confer
originating status including cleaning, sorting or labeling goods.

2) Determine whether the item has undergone a "change of heading" meaning that the
final product has a different four-digit classification in the Harmonized System
Nomenclature than the non-originating input. If a "change of heading" has occurred,
then the product is considered as originating unless an exception to this rule applies.

3) Refer to Annex 1 and Annex 2 of Protocol 1 to determine if the article in question is
treated as an exception to the general rule. This is the case for most textiles and
garments.

As indicated above, cumulation clauses allow intermediate inputs imported from a
specified list of countries to be given the same treatment as domestically sourced inputs -

and therefore, the final product can be considered "originating' in the place of
manufacture. For example, under Lome IV, ACP countries can import intermediate inputs
from each other without affecting the originating status of the final product. The
following example illustrates how the origin of a product is determined under cumulation.
In order for a garment to be conferred originating status, the cloth used to make the shirt
must also meet local origin requirements. Zimbabwean cloth can be used in the
manufacture of a shirt in Kenya because both are ACP countries, without jeopardizing the
originating status of the finished Kenyan shirt. 40 The cumulation clause in Lome permits
beneficiaries to use intermediate inputs from all ACP, OCT and EU nations without
affecting the originating status of their final products so they will still be eligible for duty-
free entry. A more detailed discussion of the issue of originating status is presented in the
next section.

Lome IV has a mechanism to deal with any problems posed by originating status.
This is one of the fundamental differences between Lome and GSP. Countries which
cannot reasonably meet the local content rules as described under Lome can request a
derogation which enables them to use intermediate inputs from outside the ACP, OCT
and EU. This system has enabled garment manufacturers in Fiji and Lesotho to import
cloth from Asia, for example, and still have their products granted originating status. These
nations are thus able to benefit from duty-free entry to the EU for their garments up to
certain limits. Derogations are only extended very infrequently, however, and do not
address the larger problem - a trade policy which makes compliance difficult for Sub-
Saharan Africa in manufacturing activities such as garment production.

European Union- Generalized System of Preferences
The EU-GSP is the other preferential trade regime governing Sub-Saharan African

exports to Europe. The principle behind GSP is the same as that for Lome: developing

39This methodology was suggested by Cees Kaijim at the "Seminar on Rules of Origin in the Lome Convention",
Harare, Zimbabwe, May 24 to 26, 1994.

40 Note that the intermediate good itself must meet the rules for origin in the country where it was made. In the case of
Zimbabwean cloth, for example, the yarn used in weaving or knitting must also be spun in Zimbabwe in order for the
final cloth to be considered of Zimbabwean origin. If the yarn had been imported from China and then woven into
cloth in Zimbabwe, the cloth would not be considered as originating in Zimbabwe; and, if it were made into a shirt in
Kenya, that shirt would not qualify for preferential treatment under Lome IV as an originating product.
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countries have preferential access to the European market in the form of tariff reductions
for products which qualify for originating status. There are, nonetheless, significant
differences between the two policies. The GSP regime covers a much larger group of
developing nations but the benefits it provides are less generous than those under Lome
and the qualifying criteria are more stringent. For these reasons, ACP countries which
benefit from Lome will seldom, if ever, be inclined to export under the EU-GSP scheme.
African nations are affected indirectly, however, by EU-GSP policy since many of their
competitors in South Asia and Latin America export to Europe under this system.

The following list indicates the major differences between the EU-GSP and Lome
IV:
* EU-GSP provides reduced tariff access to the European Union in most cases rather

than duty-free access, which is the rule under Lome IV.
* Cumulation clauses are more restrictive in the EU-GSP regime. In most cases,

intermediate inputs can only be sourced in the exporting nation or in the EU if the
final good is to qualify for originating status.

* Derogations to the rules are not available under EU-GSP as they are under Lome.
Until January 1, 1995, all countries exporting under the EU-GSP regime received

limited duty-free access to the European market. Quantitative limits on this duty-free
access were set for each GSP beneficiary nation and varied by product category. The
largest exporters, such as China, were allotted fixed duty-free amounts (FDFAs) which
specified the quantity of exports which could enter Europe without paying tariffs. FDFAs
were usually set to represent only a small fraction of these nations' exports to the EU. The
remainder of exports were then automatically subject to the full duty. GSP beneficiaries
which had lower export levels were assigned tariff ceilings, which were conditional
quantitative limits on duty-free entry. Once a nation's exports in a given product category
reached the assigned tariff ceiling, full tariffs would be imposed if this was requested by any
EU member state. This complicated system was revised annually so participating nations
did not know the benefits they would receive from one year to the next and, in the case of
tariff ceilings, they did not even know during the year what percent of their exports would
enter duty-free.

In order to make the EU-GSP regime more consistent with the GATT framework,
the quantitative limits on duty-free access described above (FDFAs and tariff ceilings) have
been eliminated and replaced with a system of modulated tariffs.4" The new GSP tariff
schedule makes the duty on imports in very sensitive product categories 85 percent of the
full duty. All textiles and clothing imports, for example, are classified as "very sensitive".
Goods under the heading "sensitive" pay 70 percent of the full duty, "semi-sensitive"
imports pay 35 percent and non-sensitive goods enter duty-free.

The direct impact of the changes to EU-GSP policy on Sub-Saharan Africa is
minimal. This is true even though many African nations are classified as LDDCs - least
developed developing countries as defined by UNCTAD42 - and are thus exempted from
all duties on originating exports under the revised EU-GSP framework. The revised GSP
document recognizes this fact and states, "..-most of [the LDDCs] are parties to the Lom6

41 This change was what prompted an EU official to state that beneficiaries of the EU-GSP no longer have quantitative
restrictions on their exports as described in the earlier section on informational barriers to the use of trade regime
policies. Again, quantitative restrictions under other trade regimes, such as the Multifiber Agreement, are still in
effect.

42 In addition to the UNCTAD list of LDDCs, the EU has given the same preferential treatment to five South American
countries which have been recognized for their efforts to combat the drug trade. These nations are: Bolivia, Colombia,
Ecuador, Peru and Venezuela.
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Convention, and therefore not greatly concerned with GSP...."4 The main reason for this
is that cumulation of intermediate inputs which will not jeopardize originating status of
the final product is more restnrctive under GSP, even for LDDCs. 44 Under Lome,
countries can source inputs from a wider range of countries than they can under the EU-
GSP policy. Therefore, any product which is considered originating and thus exempt from
duties under GSP will also be duty-free under Lome, however, products classified as
originating under Lome do not necessarily qualify according to the more restrictive EU-
GSP rules.

The indirect effects of the new EU-GSP scheme could be beneficial to Africa. For
example, many of Sub-Saharan Africa's strongest competitors in the textiles and clothing
sectors are Asian nations which are beneficiaries of the EU-GSP scheme. Before the 1995
revisions, a portion of exports from these nations entered duty-free as discussed above.
Now these same nations must pay a tariff on all exports in these sensitive product
categories. Lome nations thus have a greater advantage since they, and the LDDCs, are the
only ones with duty-free access to Europe. Furthermore, for a number of products from
countries which would have disproportionately benefited from the replacement of FDFAs
by tariffs, (e.g., China, South Korea, etc.) because the quantitative restrictions they faced
were very binding, the EU-GSP excludes these goods from preferential access to the
European market.45 The revised EU-GSP policy therefore provides indirect incentives to
encourage exports from Sub-Saharan Africa.

Two further important points about the provisions of the new EU-GSP regime
need to be made here. First, the agreement includes more clearly defined safeguard clauses
whereby the full rate of duty can be imposed if the product causes or threatens to cause
damage to EU producers of that good or to a related EU industry. Second, the new
agreement for the first time includes a mechanism for the phasing out of GSP benefits for
certain products from certain countries. There are two components to this "graduation"
system. The first was initially called a 'solidarity' mechanism. This provides for the
removal of any developing country from the EU-GSP when that country's exports reach
25 percent of all EU-GSP imports of a given product." The other type of "graduation"
refers to the gradual removal of high volume textiles and clothing exporters from the GSP
system. In garments, five nations have been affected by this. Hong Kong and South Korea
face the elimination of all preferential tariffs by January 1, 1996, and Malaysia, Macao and
Thailand will have full duties imposed beginning on January 1, 1998. In textiles, South
Korea is also on the accelerated 1996 graduation schedule; India and Pakistan are to
graduate in January 1998. As more advanced developing nations lose preferential access to
the European market, the importance of duty-free access under Lom6 will increase.

43 EU Memo/95/l dated 19 January 1995. Those countries which are not parties to the Lome Convention which are
beneficiaries under the EU-GSP LDDC scheme include: Bangladesh, Afghanistan, Yemen, Maldives, Nepal, Bhutan,
Myanmar, Laos, and Cambodia.

44 Note that the 1995 revised EU-GSP allows for inputs from the EU to count toward originating status. This was not
the case previously.

45 EU Memo/95/1 states that "products which were already excluded under the previous scheme, or for which the
preferential treatment covered less than 1% by volume of the total exports of that product of the country concerned
(0.5% for textiles), will be excluded from I January 1995." The memo goes on to note that Article 5(4) of the new
regulation provides for the exclusion of Korean textile products which were already excluded in 1994 from
preferential treatment due to the increase in customs duties applied in Korea on European textile products.

46 This graduation would result without regard to the level of development of the country. Note that there will be a
phasing-in of this requirement with wealthier countries graduating earlier, but all countries will be graduated out of
GSP within 3 years of achieving the 25% limit for a particular product. In textiles and clothing, only China has been
affected by this policy. Chinese exports in this sector will lose all GSP preferential treatment as of January 1, 1996.
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There are also two incentive clauses built into the EC-GSP scheme which provide
for further tariff reductions to countries whose production processes respect the rights of
labor and preserve the ecosystem. Imports from countries which meet the requirements
regarding the protection of the labor rights or the requirements regarding the protection of
the environment (in the case of goods manufactured from tropical woods) are to receive an
additional 20 percent (of the full CCT) tariff discount. Imports from countries which meet
both sets of requirements are to receive an additional 30 percent (of the full CCT) tariff
discount.47 Note that these figures are suggested discounts; Articles 7 & 8 of the revised
EU-GSP legislation state that these additional preferences will not be determined by the
Commission until 1997, and will not be applied until January 1, 1998.

Garments

This section focuses on the impact of EU trade policy on garment exports from
Sub-Saharan Africa to the European Union. The reasons for emphasis on the garment
industry are two-fold. First, as stated previously in this report, garments represent a
significant share of all manufacturing exports from Sub-Saharan Africa to the EU.48

Second, regulations governing trade in these goods are more complex than in other sectors
due to the importance, both economically and politically, of the textile and garment
sectors within the EU.

Sub-Saharan African nations which produce garments for export to Europe benefit
from trade policies in two main ways. First of all, they are not subject to quantitative
restrictions which have been imposed on many of their competitors under the auspices of
the Multifiber Agreement. Second, due to the Lome Convention, they are exempt from
tariffs if the garments qualify as originating products. This section will explore the
practical implications of both the quota-free and duty-free access of Sub-Saharan African
garment exporters to the EU. It will also analyze how the recently concluded Uruguay
Round and EU-GSP revisions will affect export opportunities for African producers in this
sector.

The Waning Importance of Quota-Free Access as the MFA is Phased Out
The Multifiber Agreement (MFA) is a complicated system of non-tariff barriers

governing international trade in textiles and garments. Currently, Sub-Saharan African
nations are not signatories of the MFA and are not bound by any quantitative restrictions
from that accord. However, developing nations which are large exporters of textiles and
garments, such as India, Pakistan and Indonesia, do have quantitative restrictions on their
exports to the EU which were negotiated under the MFA.

Over the next ten years, restrictions under the MFA will be phased-out as was
agreed in the recently concluded Uruguay Round of the GATT. In general, the changes to
GATT will have only a marginal impact on Sub-Saharan African trade. The eventual
elimination of the MFA may, however, be one of the most important issues negotiated

47 Full details of these discounts are contained in the EU-GSP scheme, but the effect of these social and environmental
clauses would be the following: If one (two) of the clauses is (are) in effect, then the tariff on very sensitive products
which are otherwise subject to 85 percent of the normal rate of duty would face only 65 (55) percent of the common
customs tariff; the tariff on sensitive goods already receiving a 30% discount would be 50 (40) percent of the CCT, and
the tariff on semi-sensitive goods already receiving a 65% discount would be 15 (5) percent of the CCT. Tariffs on non-
sensitive goods would be completely eliminated.

48This fact notwithstanding, manufacturing exports continue to account for a very small fraction of total SSA exports to
the EC.
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within GATT for Africa. This is because it will affect international investment in the
garment industry and remove an existing incentive for firms to source products in quota-
free regions such as Africa. The planned elimination of the MFA states that by the end of
2004, 51 percent of all textile products (by 1990 import volume statistics) will be integrated
into GATT and thus free of any quantitative restrictions. The remaining 49 percent of
textile products will have quantitative restrictions removed on January 1, 2005.49

Quantitative restrictions on garment imports into the EU are causing European
firms to look to new sources of supply. Most of these buyers, however, have been active in
countries bordering the EU. In particular, garment factories are growing rapidly in Eastern
and Central Europe and in North Africa to serve the European market. In most Sub-
Saharan African nations, the garment export industry is relatively new and limited in size.
The main exception to this rule is Mauritius which exported over US$500 million dollars
in clothing to Europe in 1993; 61.7 percent of these exports were in product categories
covered by quotas. Mauritius, a Lome signatory, was exempt from such quantitative
restrictions. It is important to note that US investors are also constantly searching for
quota-free supply sources. Garment factories have already been established in several
African nations, including Ghana, Kenya and Zimbabwe, to serve the US market, with

50
investments motivated by the fact that these nations were not subject to quota.

Despite the planned elimination of all quantitative restrictions on textiles within
ten years, the impact of this accord has yet to be felt. Neither the United States or Europe
included any "sensitive" goods with quotas into the first phase of integration of textile
products into GATT, so there will be no reduction in actual quotas until 1998 when the
second phase of the MFA elimination begins.5 ' The final act of the Uruguay Round
provides for the establishment of the Textile Monitoring Body (TMB) to supervise the
implementation of the Agreement on Textiles and Clothing, the document which contains
the provisions for removal of quantitative restrictions.

It is also worth noting that the Uruguay Round has resulted in the diminution of
tariffs in the garment sector. Non-preferential tariffs levied on Sub-Saharan African
clothing and textiles (which are non-originating under Lom6) will be reduced to an average
rate of 10.2 percent in the EU.52 In general, EU tariffs on textile and apparel products will

4 The elimination of the MFA is to occur in three phases: during Phase 1 (1995-1997), 16% of 1990 Import Volume must
be quota free while remaining quotas are permitted to grow at a rate 16% higher than the 1994 rate. This means that if
the previous rate was 3%, the new rate would be 3.48%. Both the US and Europe have decided to adjust the growth
rates only once during each phase so the higher growth rate which was calculated in January 1995 will not change
until Phase II is initiated. During Phase II (1998-2001), an additional 17% of 1990 Import Volume must be freed from
quantitative restrictions, and remaining quotas are allowed to grow at a rate 25% higher than the rate under Phase I.
Again, this new higher growth rate will be calculated only once at the beginning of Phase II. During Phase m (2002-
2004), an added 18% of 1990 Import Volume must be quota free, and remaining quota growth rates increase by 27%
over the Phase II rates; finally, in 2005, all remaining MFA quotas must be lifted.

50 This situation changed for Kenya in 1994 when several categories of clothing, including men's woven shirts, had a
quota imposed by the US government. Mauritius and Lesotho also already have quotas on some of their garment
exports to the United States.

51 Note that the US has already provided the schedule of goods to be liberalized during each phase. Product categories
which were most sensitive (and which were bound by the most stringent quotas) are to be integrated into GATT last
in 2005. In fact, it has been estimated that only 15% of textile products with quota limits (by 1990 import volume
figures) will be integrated before 2005. Europe has indicated it will not announce a complete schedule of products to
be liberalized over the second and third phases until closer to the implementation date. However, the EU has
indicated that they will be including more products with quotas into GATT before 2005 than the US has planned.

52 See Peter Harrold, 1995. The Impact of the Uruguay Round on Africa. Washington DC: World Bank Discussion Paper
No. 311.
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drop by an average of 16.5 percent to be phased in over the next ten years.53 The tariff
reductions are not, however, extremely significant. Before the most recent GATT
negotiation, tariffs on most garments imported into the EU were either 13 percent or 14
percent. Under the new GATT, the EU agreed to reduce all garments tariffs to 12 percent
by the end of the ten-year phase out of the MFA. Goods which previously had a 14
percent tariff have a 13.8 percent tariff in 1995 - and this tariff will decrease by increments
of 0.2 percent each year until 2005 when it will reach 12 percent. Goods with a 13 percent
tariff will have a 12.5 percent tariff in 1995 and 1996 and then will be subject to 12 percent
beginning on January 1, 1997.

The fact that Sub-Saharan Africa is currently exempt from quantitative restrictions
creates a window of opportunity for the development of an internationally competitive
garment industry in the region. The eventual abolition of all quantitative restrictions on
textile products through the MFA means that African countries have only one decade
during which to take advantage of this privileged position.

Is Trade Assistance under Lome IV Out of the Reach of African Garment
Producers?

The new GATT agreement will reduce all tariffs on imported garments into the
EU to a maximum of 12 percent by 2005. Although this figure is relatively small, every
opportunity for cost savings matters in the highly competitive international garment trade.
As previously indicated, garments exported by Lome beneficiaries pay no duty if they
meet the criteria for originating products. The rules governing originating status for
clothing are sufficiently complex as to require special attention. As will be shown, they are
very difficult for most Lome beneficiaries to meet since they require an upstream textile
industry in ACP countries which can serve garment exporters. Such an industry does not
exist currently in most Sub-Saharan African countries.

Defining an Originating Product in the Textile and Garment Sector

In general, the rules of origin for garments under GSP are very similar to those
specified in Lome IV, with the previously stated exception that Lome allows cumulation
from a wider range of countries. Garments entering the EU under the GSP scheme must
meet the "double transformation rule." Similar language under the Lome agreement
categorizes this as a two-step criteria. This refers to the requirement that both the cloth and
garment must be made in the exporting nation if the yarn used to make the cloth was non-
originating (sourced outside the ACP, OCT or EU). This means that cloth woven from
non-originating yarn in one ACP nation cannot be exported to another ACP nation for
garment production without the final product losing its preferential, originating status. In
the case of knitted garments that are knit from the yarn stage, such as T-shirts, the yarn
must also be spun in a country from which cumulation is allowed in order for the final
garment to meet the originating criteria. Garments constructed of woven fabrics have to
meet a three-step criteria, which comprises weaving, cutting and assembly if the yarn is non-
originating.

The restriction on use of intermediate imports from other regions of the world
(notably from Asia), however, raises some questions about the real value of Lome
preferences in terms of their impact on industrial development in Africa. First, in the

5 Interview, Office of the US Trade Representative, 1994.
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international garments industry, much of the fabric and accessories used is sourced by
exporters in Asia, where prices are lower. For many items of clothing, these components
represent as much as 70 percent of the total cost of production. To be competitive,
exporters around the world must be able to source fabric and accessories at world prices.

Nascent African exporters are confronted with several problems in sourcing.
Importing low cost Asian cloth and accessories means losing their preferential treatment
under Lome. Producers thus must calculate whether the tariff exception from Lome is
greater than the cost savings from sourcing cloth in Asia. In most instances, however, Sub-
Saharan producers have virtually no choice but to use imported cloth, because locally-
made cloth is generally of too low a quality to be acceptable in the export market.
Importing fabric and accessories from the EU to get around the problem raises another set
of difficulties. Fabric produced in the EU is generally high quality and high cost, because
EU textile companies have been forced to continually move up-market to offset rising
labor costs. Early stage exporters in Africa do not currently have the capability to meet the
stringent requirements (fast turnaround times and high quality) of the market for
fashionable items that use these high quality, high cost inputs. Thus, for all practical
purposes, most African exporters in highly competitive areas of standardized products, like
garments, are unable to take much advantage of Lom6 preferences.

Second, it would appear that one of the principal effects of Lome preferences is to
increase the incentive for African countries to invest in developing world class textile
industries (either country-by-country or cooperatively). There may be some merit to this
strategy in the longer run, but, given the capital-intensity and technological sophistication
of internationally competitive textile plants today, it is questionable whether many small,
low-income African countries have a short-run comparative advantage in this business.
This problem could be circumvented to some degree by cooperative specialization on a
regional basis.

Third, faced with the difficulties of sourcing fabric and accessories locally and from
the EU, African exporters in standardized garments must compete head-to-head with more
experienced rivals from Asia and elsewhere. In fact, as we will note below, they may even
be at a slight disadvantage to competitors operating under GSP. Further assistance for
African exporters to enter and compete in the garments market to promote learning and
industrialization seem appropriate under these conditions. Garments production has been
an early-stage lead industry in all of the newly industrializing countries and crucial for
technological learning.

The difficulties which African garment exporters encounter in meeting the rules of
origin under Lome may cause a large portion of these exports to enter the EU as non-
preferential originating goods - represented by a rectangular box in the middle of the
following page in Figure 3.1. Goods exported in this manner pay the full rate of duty. This
creates a surprising result. Developing countries which are far more advanced industrially
than most nations in Sub-Saharan Africa, and which benefit from preferential access to the
EU under GSP, may effectively pay a lower rate of duty than Lome signatories. Lome
nations would be paying the full duty rate (because they cannot meet the origin
requirements in Lome) whereas GSP beneficiaries, able to meet the origin requirements,
would receive a 15 percent tariff reduction (that is, only pay 85 percent of the full duty)
This is because advanced developing nations that benefit from GSP are in a better positic,
to meet the rules of origin for garments, even though they have a more restricted number
of countries from which to source intermediate inputs under the cumulation clause than
do Lome nations. In some cases, such as the ASEAN countries, GSP allows regional
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cumulation which makes it even easier for GSP nations to meet origin requirements and
become eligible for the 15 percent reduction in the duty to be paid on garments.

Figure 3. 1
Decision Treefor Trade Policies Governing Garment Exports to the European Union
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Note: Rectangular boxes are used for the trade policy regimes and ovals contain information as to
the terms of access under each regime. If the requirements of a trade policy regime are met,
then follow the line marked "yes" to the appropriate oval.

Summary
The Fourth Lom6 Convention provides duty-free access for originating products

but rules of origin are often difficult to meet. The elimination of all tariff ceilings and fixed
duty-free amounts in the revised 1995 EU-GSP accord means that Lome' countries (and
LDDCs in the GSP) are now the only nations with duty-free access to the European
market. The value advantage is substantially diminished, however, if rules of origin are so
strict that producers in Sub-Saharan Africa cannot meet the policy requirements and thus
do not benefit from duty-free access. This may be the case in the garment industry where
nations are virtually required to have an upstream textile industry in order to qual4if for
duty-free access. In fact, if the African garment exporter is unable to meet the rules of
origin under Lom6 then its exports to the EU face the full duty rate, whereas more
advanced developing countries in GSP, which can meet the GSP rules of origin, pay only
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85 percent of the full duty on their exports. Moreover, the general tariff reductions
scheduled under the Uruguay Round of the GATT have further reduced the importance
of duty-free access to the EU since the existing tariff level is relatively low and falling -
currently it is slightly more than 10 percent on average in the clothing and textiles sectors.

There is another factor, however, which is currently in the favor of Sub-Saharan
African nations which wish to promote garment exports - quota-free access to the
European and US markets in most instances. Quota-free status in the US market has
recently been constrained by the increased use of discriminatory measures, such as
voluntary export restraints. According the US Multifiber Agreement, quota restraints are
now negotiated when a country's exports threaten to cause market disruption in the
United States. On these grounds, nascent exporters, such as Kenya, with very limited
exports to the US market, have fallen victim to punitive quotas, stopping export growth in
certain "sensitive" categories of garments. The gradual phase-out of the Multifiber
Agreement between 1995 and 2005 means there is only a brief window of opportunity for
African nations to exploit their quota-free status before all quantitative restrictions are
removed.
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4. The European Market in Ethnic, Hand-crafted Products

Market Opportunities
Interviews with European buyers highlight three basic niches or market segments

in Europe where African handicraft producers and manufacturers of ethnic-design
products54 can compete:
* Traditional or Afrocentric handicrafts
* African handicrafts that have been adapted for international markets
* Handicraft products designed by the foreign buyer, which may not have an Africa-

specific motif (sometimes called OEM manufacturing)
The first of these is the market segment for traditional handicrafts, such as masks,

baskets, hand-woven textiles and statuettes representing African people, animals or deities.
These items will be referred to as Afrocentric in this report since they are clearly identified
with Africa and are not significantly adapted for export. The second market segment is for
craft products which have been westernized and, often, given a functional purpose. For
example, in Kenya, a successful handicrafts exporter has transformed purely decorative
statuettes into useful products popular in foreign markets, such as salad servers and napkin
rings. In some cases the African design is still very evident in these adapted products;
however, what attracts most consumers is the rustic, hand-crafted look rather than the
place of origin. The third area within ethnic products where African producers can
compete is as original equipment manufacturers (OEM) for foreign companies. This type
of activity requires more advanced skills and the ability to take someone else's design and
organize craftspeople in an efficient production process. An example of OEM manufacture
would be to take a basket designed in the UK, or perhaps Asia, and have Ghanaian
weavers produce it in volume for export.

The OEM described above requires the biggest jump from what Africa is currently
doing, and this is potentially the largest market in Europe for hand-crafted goods from
Africa. Right now, most African crafts producers lack the organizational abilities and
production skills to successfully manufacture foreign-designed products in the required
volumes. In the other market niches (westernized crafts and traditional handicrafts),
African designs are very important to consumer interest. European buyers indicate that
African designs are colorful, unique and unknown, bold and bright, rustic, geometric,
modern and ecological. They communicate excitement to European consumers who have
been exposed to Asian handicrafts for many years and are looking for something new.
Moreover, they complement many styles of modern decor. Hand-crafted wood furniture
from Africa complements rustic and country home decoration, while the abstract shapes
and muted colors of things like bogolon cloth from Mali can fit into modern interiors with
geometric designs colored in grays and blacks.

Research for this report indicates that European consumers are willing to pay
higher prices for unusual crafts from Africa than for the more plentiful competing
products from Asia. This is mainly due, however, to the look of the products and not
because they were produced in Africa. In fact, the European consumer who buys these

54 Ethnic-design products refers to goods which have a non-western look. The vast majority of such items are
manufactured in developing countries. Examples of products included in this market include: rattan furniture,
handwoven rugs, baskets and wickerwork and traditional textiles from developing nations.

44



items may never know their origin; the attributes they value are the style, quality of
construction and functionality of the good. Only in the market for traditional African
handicrafts does the authenticity of the product matter to European customers. This is a
major difference from the US Afrocentric market, where African-American consumers
value highly the authenticity of products and will pay a premium for goods manufactured
in Africa.

Market Requirements

Price

While consumers may be willing to pay a slight premium for unusual crafts from
Africa, in general, the price for African handicrafts and other products with ethnic-inspired
designs must be competitive with international norms in order to succeed in export
markets. All too often, in the course of this research, buyers for American and European
store chains stated that one of the reasons they were not sourcing in Africa was that they
believed prices were high. In many African nations, prices have been high historically due
to factors that support overvalued exchange rates and other policies. But, in the past
several years, many nations have begun to realign exchange rates to remove this export
bias. There are equally important microeconomic conditions related to the pricing issue.
Firms which have never produced large quantities may not know the costs associated with
volume production, and may be unable to set reasonable prices for the goods to be
produced. As a result, they may quote prices to foreign buyers which are either excessively
high - since they are unaware of potential savings they will have due to buying inputs in
bulk or the economies of scale in production- or too low, since they do not anticipate
additional costs such as financing large input purchases, paying workers for overtime and
packaging the goods for export. Pricing can also be affected by product design. With
experience, producers learn to make small modifications to products to reduce production
costs and to fit particular market price points. In the end, pricing skills come with
experience. As African exporters learn to deal with the market, pricing should converge to
international norms.

As we noted above, European consumers are often willing to pay higher prices for
unusual handicrafts from Africa. While there is a limit to the premium consumers are
willing to pay, it does give African exporters some room to maneuver. In handicrafts,
other market requirements, like volume and delivery, may be more difficult for African
producers to meet than price.

Delivery & Packaging
On-time, reliable delivery is as important as having a competitive price. A product

may be perfectly crafted and sold at a competitive price; however, if the retailer cannot
rely on the shipment arriving as scheduled, there will be no market. Delivery problems
arise in Africa from two main sources: (i) problems in production, including access to raw
materials, prompt access to pre-shipment finance to buy inputs and production scheduling;
and (ii) delays in transport within the country and in sea passage to external markets.

The importance of on-time delivery is paramount in any export business. Having
said that, however, certain segments of the handicrafts trade are slightly more forgiving of
delays than are, say, importers of standard products, such as clothes. In the garments trade,
items are often seasonal and therefore have limited time in which to sell in the foreign
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market. In some very specific clothing categories, such as winter holiday clothes, there
may only be a few weeks in which the items can be sold at full price. In the handicrafts
trade this is also sometimes true, as in the market for Christmas tree ornaments or Easter
decorations. In general, however, most crafts products do not have such clear seasons
Therefore, exporters can sometimes negotiate contract extensions with importers.
Handicraft intermediaries in Africa, as well as foreign wholesalers who have specialized in
African craft imports, stated that they had to keep rather significant levels of inventory in
order to ensure on-time delivery. This adds another cost to the product since inventories
must be financed and stored.

There are several reasons, beginning with inadequate access to finance, why
African handicrafts firms are unable to reliably produce on schedule. Most artisans in
Africa produce small quantities, sell these items and take the proceeds to buy more inputs
to be used in future production. When an export order arrives, they have no existing
financial structure to rely on or any means of securing the necessary working capital. In
Asia, trading companies have played an important role in providing such key resources.
Unfortunately, trade intermediaries in handicrafts are still few and far between in Africa in
these early stages of export growth. Without mechanisms to provide pre-shipment finance,
input purchases are delayed, and orders are likely to be late or incomplete.

Production problems also contribute to shipping delays. These include poor
quality control (so goods must be reworked or discarded), inexperience with managing the
production of large volumes, and lack of access to some specialized inputs needed for
export orders (especially packaging and labeling materials). Both quality control and
volume production issues will be discussed below in depth because of their importance.
Packaging is a less weighty topic. However, it also complicates orders, especially for new
exporters. The required packaging materials must often be imported together with the
pnrice tags or labels which must also be secured to the goods. African producers cited
difficulties with customs authorities which delay the arrival of these items and contribute
to late production runs.

Shipments are also often delayed because of poor sea freight infrastructure in
Africa. Ships routinely arrive in port late and leave late. Many exporters are forced to send
goods via air freight which costs at least three times more than sea cargo. For nations
which are landlocked, problems at customs crossings between nations also pose a serious
problem. A 1995 article in the Washington Post highlighted this problem, stating that on
the road between Ouagadougou, Burkina Faso and Accra, Ghana (two neighboring
countries whose capital cities are approximately 700 miles apart), there were thirty
different customs check-points. Etni-Tecni, a French handicrafts importer studied for this
report, sources goods in Mali and Burkina Faso, neither of which has sea ports. The firm
tried to transport goods to Abidjan for shipment by sea but found the customs duties (and
bribes) at the borders so high (over 30 percent of the value of the goods) that they decided
to ship by air. In addition to customs problems, poor internal infrastructure in African
nations also creates a hurdle for on-time delivery. For example, during the rainy season,
dirt roads can become so impassable that goods cannot be transported. In addition, lack of
electricity may keep artisans from being able to work longer hours to meet a deadline and
limit production to a single shift.

Quality
The uniformity of product quality is less important in the European market for

crafts than in the United States. Buyers for European stores stated that their customers
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purchased the crafts because of their unique, handmade appearance. In the US, however,
buyers state that customers are more likely to link product quality with uniformity and do
not like to see differences in the size or shape of items. In this regard, the European market
is easier to enter than is the American market. This acceptance of slight quality differences
only extends, however, to items which are sold as traditional handicrafts. Goods which are
adapted for functionality or OEM production of buyer-generated designs must meet
stringent quality standards in both the US and Europe.

In terms of quality, the many European stores which sell true African art and
antique handicrafts must be mentioned. There is a small but influential high-end market
for authentic, high quality African crafts in many European nations. In Bordeaux, France,
for example, there is a long history of trade with Africa and strong interest in authentic
African goods. One firm which is capitalizing on this demand is Essences Primitives, a small
shop that sells antique textiles from central Africa for use in home decoration. This store
also provides interior decorating services and has outfitted the offices of one of France's
most prominent business executives. In Paris, Khepra Ly Dumas is another example of a
high-end firm which also sells antique textiles. This business tries to merge traditional
African textiles with high-fashion clothing.

Etni-Tecni, the French firm mentioned above, is another example of a firm
pursuing a high-end marketing strategy. The owners of Etni-Tecni stated that an important
aspect of their product quality is the natural materials which they use. Their product line is
environmentally sensitive. Jewelry is made from recycled auto parts which are melted and
shaped, and the dye used in the firm's bogolon cloth is made from organic materials
sourced in Africa. Ecological concerns of this sort are particularly important in the
German market, where the Green Party is strong and ecology is a popular issue.

In adapted products, quality is often linked to functionality. For example, candle
holders must be of a uniform diameter in order to securely hold standard candles. In order
to ensure uniform quality, producers in one crafts business created "test candles" made of
wood which were fitted into each holder as part of quality control. Similarly, lack of
functionality can significantly reduce the potential market available to producers. For
example, one buyer told us that, in Kenya, a vase is being manufactured which is not
water-tight. It is made of permeable pottery and therefore can only be used to hold dry
flowers or as a decorative object. A finish applied to the inside of the vase could make it
water-tight and greatly increase its functionality and potential market size.

Product Design

Product design is also crucially important for ethnic products since their appeal is
largely in their unique designs and, secondly, in their functionality. In both the European
and US markets, African crafts producers must increasingly provide new and fresh designs
and rely less on traditional motifs. Marvin Girouard, President of Pier One Imports, stated
that this was necessary, in his opinion, if African crafts were to gain wider acceptance in
developed country markets. In Europe, where there is no Afrocentric market, per se, the
importance of adapting products to local tastes is paramount.

Mr. Gautriaud, owner of Xenos, one of France's largest importers of African crafts,
underlined the importance of merging African designs with functional products. He stated
that currently 20 percent of his product line is centered around table accessories, such as
wooden bowls, napkin holders, salad servers and candle holders. Many other items his
store carries also have a practical purpose as well as a decorative appeal, such as lighting
fixtures carved in the shape of African animals, wooden game sets and jewelry.
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French importers of African crafts have excelled at innovative product design.
Firms such as Etni-Tecni, Papagayo (a crafts importer based in Corsica) and SocieteAPEAFI
from Cote d'Ivoire, have introduced new designs for traditional items and thereby
increased their market penetration. In the case of Etni-Tecni, the firm created new designs
to be dyed into bogolon cloth, including a leaf pattern instead of the traditional geometric
shapes and lines. The resulting product has a "softer" look which is popular in Europe.

How Lack of Product Design Can Destroy a Popular Item - The Case of the Kenya
Bag

Lack of product design can lead to the demise of a popular good. Take the case of
the Kenya bag, which was very popular in the late 1970s and early 1980s. It was a
traditional woven bag from Kenya which could be used as a handbag or book bag. Its
unique design and natural colors caught on well in both the US and Europe. However,
Kenya's position as the originator and leading producer of the Kenya bag has eroded in
recent years. The first reason behind the loss of market share was Kenyan firms' failure to
increase productivity. Competitors for the mass-market in handbags, like China and the
Philippines, were able to provide more value for the money. As is discussed further in
Case Study #2 later in this chapter, prices for "Kenya bags" manufactured in China and the
Philippines in 1994 were significantly less than for those manufactured in Kenya. Second,
Kenyan producers did not systematically innovate or upgrade the quality of their bags
sufficiently to retain shares in everchanging markets. Production of Kenya-type bags for
the low quality market thus moved to Asia while more sophisticated boutiques who
carried the item began to customize the basic bags themselves in England.

In addition to having a lower production price, the Chinese pack an estimated 20
percent more bags in a container than the Kenyan supplier, which reduces transport costs.
The Chinese gain an additional competitive edge by packing their bags in cartons, rather
than plastic sacks, which simplifies inventory control and reduces both the suppliers' and
buyers' costs.

Natural Selection, a British handicrafts retailer which has sold these bags for
decades, stated that market penetration by Chinese imitation Kenya bags occurred so
strongly and quickly that Kenya's thirty-year old market was killed off in four months.
Unable to sell the higher quality Kenyan bags (made in Kenya) in a market dominated by
poor quality, cheaper knock-offs, Natural Selection ceased ordering the bags from Kenya.

Volume Production
Volume production is another market requirement in ethnic goods which is

unfamiliar to most handicrafts producers in Africa. Importers require particularly large
volumes in the US market, which is dominated by large store chains, such as Pier One
Imports, but volumes can also be large in European markets. In order to meet large volume
orders, it is necessary for African exporters either to coordinate the production of many
independent, small, traditional producers or to invest in a factory where the items can be
manufactured or assembled in-house. In Africa, there has yet to be much investment in
facilities to manufacture crafts in large quantities. Thus, the issue of volume production in
handicrafts continues to revolve around the coordination of many small producers in most
cases.

The coordination of artisans is complicated, especially with large orders that
require multiple suppliers. Foreign buyers, like Pier One Imports in Ghana, deal with
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approximately thirty different crafts producers. Each of these suppliers produces a
different item or group of items which must be checked for quality against product
specifications. African intermediaries hired to handle such orders have to be in constant
contact with each of the individual producers to ensure that the order is on time. In
addition, the intermediary is a central contact for the bank and is involved in the financing
of the entire order. One of Africa's greatest impediments to handicrafts exports today is
lack of experienced export intermediaries to play this coordinating role.

Letter of Credit Financing
The final issue has to do with financing of export orders. One of the most

common ways to finance international purchases is with letters of credit (LCs) which
promise payment if the merchandise is delivered by the agreed upon date in the required
amounts and quality. Using letters of credit for imports of handicrafts from Africa is
virtually impossible, European buyers told us, unless there is an experienced intermediary
handling the order, because many artisans are illiterate and poorly prepared for dealing
with international financial documents. But, even if there is a qualified intermediary, using
a letter of credit poses problems in Africa. One reason for this has to do with delivery
delays, which are commonplace. If LCs are dated and delays ensue, it creates extra costs for
buyers to modify or open new LCs with banks. Experienced exporters can try to negotiate
LCs which take such problems into account, but African banks are generally unfamiliar
with the complexities involved and often create difficulties.

Even if these LC problems can be worked out, there are still financial problems in
using the LC to obtain pre-shipment working capital credit. African banks are reluctant to
extend credit based on LCs, particularly to first-time exporters, because there is a
significant risk of non-shipment. Until African exporters develop a track record of success,
banks will be reticent to lend.

Several exporters, like Madame Seguinard of SocieteAPEAFI, raise the additional
issue of the high costs charged on LCs in countries such as Cote d'Ivoire. For example,
while amendments or changes to letters of credit in the US require small fees (under one
hundred dollars), they require large fees in Africa - double or triple these amounts. For
this reason, once there is trust between importers and exporters, they often prefer to work
on the basis of bank transfers which can be sent as soon as the order is shipped.

Case Studies in Exporting Handicrafts

Kenya: Problems Encountered by Small and Large Handicrafts Exporters

Background

Kenya's handicrafts industry is more developed than most other countries in Sub-
Saharan Africa, due partly to the long-established networks of expatriate communities and
partly to the tourist industry. These case studies look at two different buyer and seller
relationships and the difficulties experienced by each, and introduce corroborative details
from interviews with other firms. First, we describe the experiences of a small Kenyan
supplier and its German buyer who deal mainly in more authentic products. Second, we
discuss the experiences of one of the longest established UK distributors of African
handicrafts and one of its traditional suppliers in Kenya who deal in volume produced
handicrafts.
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The story of the small Kenyan producer and German buyer shows that buyers'
demands for greater volumes can have an important effect on the handicraft sector because
the authenticity and character of objects can be dimninished in constant duplication.
Furthermore, this case demonstrates the difficulties of coordination and monitoring of
outsourcing. In the case of the volume market, it is demonstrated that as authenticity
declines and opportunities for originality become exhausted, products become
commodities and their producers must become globally competitive in order to survive.
Larger suppliers often try to control production by moving it in-house, however
management skills are often inadequate and there is limited access to new technology. One
of the core lessons is that African suppliers must be more aware of different market
segments and their strengths and weaknesses in serving each. They must adopt appropriate
strategies in terms of marketing and production to exploit these segments.

These cases of two different firms involved in the Kenyan handicrafts industry
serve to illustrate many of the salient points made in the previous section. Each case
demonstrates the need for stronger linkages between the artisans and African exporter
intermediaries, and between exporters and the European importers (buyers) to foster
greater technical learning on the part of the African producers. Increased information
flows in both directions will also reduce the transactions costs of doing business in the long
run.

Case Study 1: Lisko - The Small Seller and Buyer

Background. Lisko, a Kenyan trader, was established in 1991 when Elizabeth
Ongeri obtained start-up capital from an early retirement gratuity. Lisko obtains its
products from three independent producer groups, each of which is 15 to 50 persons.
Buying visits to these groups involve round trips of 200, 800 and 1,000 km, which
increases monitoring and supervision costs. Lisko's marketing is undertaken primarily
through meeting buyers at European trade fairs. Unusually for a new exporter, Lisko
entirely funds its own participation at major fairs, like Frankfurt Premiere and Frankfurt
Herbst. One of Lisko's preferred buyers is Africa Art of the People, a German-based
company operated by Mr. Kuper, who formerly spent several years undertaking volunteer
work in Africa. Mr. Kuper's firm sells to about 100 shops, mainly interior decorators, in
several countries including Japan. Mr. Kuper has never visited Kenya and buys from Lisko
when it visits Germany. Africa Art of the People has established its own offices in other
African countries.

Learning Mechanisms: Linking with Buyers at Trade Fairs. Lisko's development
as an exporter of woodware, baskets, soapstone and clay products has been based on its
participation in a mixture of privately-organized and government-sponsored trade fairs. Its
first exposure was at the Kenyan government's stand at the 1992 Seville Expo, but this had
little commercial impact on the company. Lisko then applied for and secured a stand in the
Frankfurt Premiere Fair of January 1993. Many handicrafts exporters are first introduced
to such major international fairs through participation in an often-subsidized, national
stand. Lisko, by contrast, spent much of its capital on preparation for and participation in
this fair, which it mistakenly believed was a selling fair rather than a trade fair. It was
equally unfamiliar with accommodations in Frankfurt, noting that it paid DM 200 per
night for a hotel room then subsequently learned of adequate guest house accommodations
priced at DM 60.

Although briefed by the Kenya External Trade Association on topics such as the
preparation of documents, and quoting and responding to inquiries, Lisko found that
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things were not always the same in practice and believed it needed training in such matters
as how to promote the company and how to calculate prices in different currencies. Lisko
feels that the Frankfurt Premiere Fair was of considerable value in linking it to buyers. As
a result of its attendance, Lisko received business from the French companies Pier Import
and Pila, the German distributor Africa Art of the People, and the US Navy Exchange. This
response encouraged Lisko to participate in the Frankfurt Herbst Fair in Fall 1993 and the
Frankfurt Premiere Fair again in 1994.

During this time, Lisko continued its participation at government and donor-
sponsored fairs, such as the Berlin Import Fair in 1993 and 1994, and at a trade fair in
Japan in June 1993. It reported a poor response at the Japan fair, where 19 companies were
said to have had the same merchandise and few buyers showed up. The Berlin Import Fair,
which has both a trade section and a retail section where exhibitors can sell to the public,
often provides new exporters with their first exposure on the international market. This
fair can, and often does, play a significant role in the nascent exporters' movement down
the learning curve. In addition, the Fair is used for other purposes by some participants.
For example, Lisko transported its merchandise from the 1994 Frankfurt trade fair to
Berlin where it was sold at retail to recoup the cost of the earlier air freight to Frankfurt.
Lisko and other exporters interviewed reported that many exhibitors, rather than servicing
their trade stands in the wholesale part of the Berlin Fair, attend to their stands in the retail
section of the fair to generate cash sales. Others reported that they attended the Fair to
obtain the extra import quotas for particular goods which are given to participants. Some
German distributors, Gevomac and Interart, do not like this retail aspect of the Berlin Fair,
arguing that African suppliers are destroying their market in Germany by offering
products at trade fairs at unreasonably low (subsidized) prices direct to retailers and
consumers.

Lisko's cost of participation in such trade fairs is considerable, but it feels it gets a
reasonable return on this investment. The direct cost of the two Frankfurt fairs in 1993,
out of a total of four international fairs attended, totaled about 7 percent of sales of
US$120,000 for the year, as detailed below in Table 4.1. Unfortunately, in Kenya,
assistance programs such as the World Bank-supported Kenya Exporter Assistance Scheme
reportedly do not encourage applications from handicrafts exporters, but trade fair
activities in other sectors are eligible for support.

Table 4.1
Lisko's Costsfor Participation in the Frankfurt Premiere Fair, January 1994
Item Cost (US $)
Travel for two persons 1,984
Air freight of samples 2,336
Rent for exhibition space (12m2) 2,817
Fitting out of exhibition space 313
Accommodation and subsistence 600

Source: Lisko, 1994

Delivery Schedules. One of Lisko's difficulties has been in servicing orders. Buyers
usually require shipment within 30 days from the receipt of the order. Orders vary
considerably in size, e.g., orders from Canada may be as small as US$1,500, those from
Germany vary between US$2,000 to US$10,000, while those from the US may total
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US$16,000. At Lisko's first fair visit in January 1993, Pier Import, a European retailer of
handicrafts, made an inquiry and Lisko responded with some sample goods in February.
The buyer was happy with the price/quality ratio and in May ordered a 20' container
valued at US$31,000 of wood salad servers, platters, stone candleholders and small drums
to be shipped within one month. The size and shipment requirements presented Lisko
with several difficulties. The company did not have sufficient working capital to purchase
raw materials, its producers were far away and transportation was difficult to arrange from
the production areas in such a short time. Nevertheless, Lisko managed to overcome these
difficulties and the order was delivered only slightly late at the end of June. This lateness in
delivery, however, created problems for the buyer and resulted in loss of business for
Lisko.

Working Capital. Lisko went to its bank, Transnational, with a Pier Import LC for
US$31,000, seeking to borrow US$11,000 for working capital. The bank refused to lend
the money without substantial collateral. However, one of the bank managers was a
personal friend of Elizabeth Ongeri's family and offered a small overdraft at 36 percent
interest, which was enough to assist in completing the raw materials purchases for the
order. Another banking problem that arose was that Lisko had to wait up to four weeks
for payments from buyers to clear the bank account. Subsequently, the company changed
to the Commercial Bank of Africa and, although it still cannot borrow money without
collateral, its account is credited upon the presentation of checks from the buyer. In this
regard, it is noted by bankers in Kenya that improvements in trade finance have been
made in recent years. Four years ago, it took about a week on average to redeem an LC:
up to three days to check the documents, followed by several days to obtain payment
advice from the issuing bank. Now, it can be undertaken in most cases in one hour.
However, the position on collateral for working capital loans based on LCs has not
changed. Small borrowers (those owing US$75,000 or less) are viewed as a big risk
compared with larger borrowers.

Lisko has tended to resolve its working capital needs by obtaining credit from its
producers. By the end of 1994, it owed US$25,000 to its small artisans, who generally have
to wait two months for payment.

Lisko's capital needs increased as it had to build up its inventory to meet buyers'
delivery requirements. In late 1994, inventories were valued at US$50,000, about one-third
of annual sales. This enables the company to dispatch a typical consignment of US$5,000
in three weeks from receipt of the order. Ms. Ongeri cannot, however, predict what
specific orders there will be other than noting that soapstone sells well in the Canadian
market, wood in the French market, and a mixture of items in the German and US
markets. Consequently, when visiting fairs, Lisko often has to showcase unsold stock to
lower its inventory rather than concentrate on new products.

Coordinating and Monitoring Artisans. Lisko has to visit its producers on a
regular basis to issue orders and monitor production. As can be seen from in Table 4.2,
these producer groups are scattered, and consequently this process is costly and
complicated.

Because Lisko is not in continuous contact with the groups and pays them when
paid by its buyer, its producers have no exclusive commitment to the company. If another
buyer arrives with cash, the producers may sell the production ordered by Lisko, although
the company notes that one of its competitive advantages is good relations with its
producers. Furthermore, product innovation is quickly leaked to competitors. Lisko
reported introducing sitting wooden animals to the market in June 1993, but all the
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exporters had the same product by the following year. Also, it is difficult to negotiate
prices with the producers. Each standard product has an established market price, which is
known to all producers. Some items seem to have higher profit margins for producers than
others. As a consequence, if Lisko is sourcing US$5,000 of soapstone plates, animals and
candlesticks from three producers, as is done typically, it cannot give the plates to one
producer and the candlesticks to another to permit specialization. The producers insist that
the order be split on the basis of value rather than product so that no producer is favored
over another. Lisko has tried to discuss with producers the potential gains from
specialization and economies of scale, but they have not been impressed with these
arguments to date.

Table 4.2
The Size, Location and Specialization of Lisko's Producer Groups

Number of Round Trip
Product Artisans Location Distance (Km) Frequency of Visits

Sisal/wood 30 Machatos 200 Group delivers to Nairobi
fortnightly

Stone 50 Kisli 800 Home town of Lisko
owners - visits fortnightly

Clay 15 Kakamega 1,000 Visits every six weeks

Source: Lisko, 1994

Lisko reports that, if it could borrow money, it would improve some if these
supply constraints by undertaking product finishing in-house, employing its own
soapstone carvers, leasing a warehouse and purchasing its own transport.

The Tradeoff between Volume and Authenticity in Handicrafts Export
Markets. One of Lisko's most regular buyers has been Mr. Kuper's three year-old
company, Africa Art of the People, in Germany. Its competitive advantage is that is
specializes in African handmade products and seeks "more original products, about which
we give a story on who makes them." The majority of its customers are small specialist
retailers, including interior decoration shops. One of Africa A rt of the People's concerns is
that "authentic African design is slowly being eroded and disappearing." Consequently, it
seeks to differentiate its product line from the market segment where designs are produced
in volume and are continually adapted at the expense of individuality and authenticity. Mr.
Kuper believes that Kenyan handicraft products have been "diluted and adulterated by too
much adaptation and volume production." The company believes that Kenya is "moving
towards the Asian model of handicrafts production and it is uncompetitive in this type of

strategy." In its search for authenticity, Africa Art of the People sources its fifteen annual 20'
containers from fifteen African countries.

Interestingly, while buyers of volume-produced goods were turned off to Kenya
during 1994 because appreciating exchange rates pushed up export prices, Africa Art of the
People stated that price increases did not adversely affect its sales, although its purchases
from Kenya have declined because of the loss of authenticity, as noted above. Hence, from
the buyer's point of view, the high-end market segment, where authenticity matters, is less
price sensitive and reduces some of the commercial price risk. Where the commercial risk
is great in the high-end segment is in the area of design. Mr. Kuper often supplies design
and product specifications to producers for manufacture. He notes, however, that these
design ideas are frequently not realized as well as might be hoped. In Africa right now,
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buyers expect too much from their suppliers, particularly in the OEM area. African
producers need more experience to move up to this more sophisticated segment of the
market. Africa also needs more trade intermediaries to assist producers in placing buyer-
specified designs, upgrading technical skills and finding markets.

European Buyers' Problems in Finding Sources of Supply. Africa Art of the
People is similar to many buyers in Europe in terms of its scale and product line. However,
it has one distinctive edge in the market. Because of his experience as a volunteer working
in Africa, Mr. Kuper is able to take advantage of his knowledge and experience to find
suppliers and African trading intermediaries.

Other buyers have to use other mechanisms, such as government information
sources like African embassy trade offices, which are reported to be both uninformed and
unreliable. Of eight handicrafts buyers interviewed in the UK, five had some kind of
personal links to Africa prior to buying. The other three had no prior links and all of
them experienced difficulties identifying suppliers. Ron Scott of One Village, a UK retailer
and wholesaler in business for 15 years selling currently to some 200 shops, stated that he
would like to do more business with Africa but says "its mostly a problem of finding
suppliers." Brenda Taylor of Out ofAfrica Gifts and Jewelry, also in the UK, uses the
African commercial officers attached to embassies, as well as the Birmingham Chamber of
Commerce, to identify suppliers. She notes that many suppliers use the Chambers of
Commerce as information intermediaries. But she reports that "one of her principal
difficulties is sourcing suppliers." Mark Howard of Puckator in the UK tried four years ago
to source products from a company identified to him by the commercial section of the
Kenya High Commission (embassy), but observes that:

"the samples took fourteen months to arrive and were not the
same as what I askedfor. I know of other companies with the
same story. I think some African products are competitive, but
this business has put me off trying again. "

He decided to source from the Philippines instead because he knew it had a well-
advertised gifts and housewares trade fair which had "been on our short list for years so I
visited the excellent fair in April and placed orders." In view of the emphasis placed on
commercial offices by the buyers, we contacted the commercial section of the Kenyan
High Commission in London, which noted it had received many inquiries from buyers
and suppliers, but believed it lacked the information to handle them properly. It reported
that most of the exporter inquiries were from handicrafts businesses and the biggest single
product category was fishing fly makers.

The Philippines trade fair just mentioned is regarded as a benchmark fair by
buyers, and over 2,400 international trade buyers attend the Manila fair in April. Part of its
success is that it is part of a circuit of Asian trade fairs anchored to the Canton fair and
timed so buyers can go from one to the next in a single buying trip. Several buyers, such as
Gazelle d'Afrique, note that trade fairs in Africa are necessary for the development of
buyer-seller relations. In recent years, the Ouagadougou Salon has been initiated in
Burkina Faso, but buyers are reluctant to go to such fairs unless the timing is convenient
and visits can be made elsewhere in the region. Africa Art of the People noted that its
accommodations in Ouagadougou, which had been pre-booked, had been taken over by
government officials on arrival. Buyers observe that this fair also occurs at their busiest
time of the year, just before Christmas, and is inconveniently located. Paperchase, a leading
retailer of paper and gifts in the UK, reported in August 1994 that it was going to
Ouagadougou to investigate Africa "because we are always after new products, and too
many competitors are going to the Philippines." However, the company reported in a later
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interview that it was unable to go because all its buyers were busy traveling elsewhere. The
company also said, "the trip to Ouagadougou was too complicated, there were no direct
flights and the return flight would have been really tortuous with a change in Algiers or
somewhere." The consensus among trade sources is that trade fairs must be located
conveniently for air travel, held at convenient times for buyers and have adequate
accommodations.

Africa Art of the People reported that it has not had to visit Kenya because it has a
good relationship with Lisko and Lisko visits Germany every year. However, the company
does visit its major supplier countries, such as Nigeria and Cameroon, about three times
per year. With the help of its established network of contacts, Africa Art of the People
initially identified local producers, as well as products, and organized the logistics -
including export documentation, packaging and transport - itself before transferring
responsibility to a local intermediary. The company also decided to open an office in
Kano, Nigeria and employed a Nigerian to act as an intermediary. This employment
relationship was found to be unsatisfactory, so the company decided to use a Cameroonian
whom Mr. Kuper had met when he lived in that country. The office, which is shared with
a local business center, has been open for more than a year with salary, rent and overheads
costing some US$370 per month. Africa Art of the People is now trying to establish a non-
profit organization of artisans as a cooperative, which it believes could benefit from donor
assistance, to make it easier to source products in that country.

Case Study 2: Mohindra -The Larger Seller and Buyer

Background. The market for volume handicrafts production is represented by
Natural Selection, a UK distributor, and one of its suppliers, Mohindra, a large Kenyan
exporter. Natural Selection is roughly 40 years old and was based in South Africa until
1977, servicing its seven shops in the UK. It then moved to the UK and concentrated on
distribution around the UK and Europe. Today, it has separate companies in France, Italy,
Spain and the UK, selling to 7,000 shops through a network of agents supported by
participation in the major European fairs and a regularly updated trade catalogue. One of
its regular suppliers, Mohindra, has been in business 50 years and is the fourth biggest
handicrafts exporter in Kenya with sales in 1993 of US$1.5 million. Its production is
undertaken both in-house and by sub-contractors. In the past couple of years, Mohindra
has also started a distribution company, Besmo, in the UK.

Linkages with Buyers. Mohindra's annual sales of US$1.5 million are divided
between the US and European markets. The European share of its sales had declined to 25
percent in 1993, partly as a result of a reduction of sales to Natural Selection described in
detail below. As a consequence of these declining sales, it established Besmo in the UK as a
distribution company and began aggressively to market its products. Mobindra is now
sourcing from other African countries, such as Ghana, having identified a UK-based West
African to act as intermediary there. Besmo began by exhibiting in UK trade fairs, by
producing a catalogue and by promoting its products to leading stores. Within a year, it
had a client base of about 100 stores and, a year later, 200 stores, including market leaders
such as Harrods, the Conran Shop and Liberty's. It had also exported to Galerias, the second
largest department store group in Spain, and contracted with the German firm, Interart, to
act as its representative in Germany. Besmo's sales in its first full year of trading totaled
about US$320,000 and on an annualized basis, expected to total US$500,000 in the second.

Besmo sees its competitive advantage in servicing the needs of buyers in several
ways which are new for African companies. These include packing goods in individual
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cartons in Kenya and bar coding them; operating a cash-and-carry so that small retailers
can conveniently buy in small quantities; wholesaling products at a lower price than can be
obtained by retailers sourcing directly themselves; and acting as an intermediary in
facilitating product development in Kenya to the buyers' specifications. The examples of
Masai Mara and the Conran Shop demonstrate this policy at work. Masai Mara is one of the
largest specialist African-product retailers in the UK with five shops. Its founder, Al
Jackson, reported that when he started the business in 1989, he had to spend three weeks
traveling to Africa to purchase merchandise valued at only US$15,000. Since Besmo started
operation, he can buy US$40,000 of basic merchandise in two hours at a much lower price.
Masai Mara now visits Africa only to buy unique theme pieces to accessorize the shops.
Besmo has become an OEM intermediary, receiving designs and specifications from
retailers, like the Conran Shop, one of Europe's most influential "lifestyle" shops, and
having them produced in Kenya. Conran's first order was for 300 specially-made stone
boxes. This initial order and those to Liberty's and Harrods were not large, but they have
had a big effect in encouraging large retailers to buy OEM products from Africa.

Providing a tailor-made design service has also assisted Mohindra in developing its
links with US buyers. It has had a long-established relationship with the US market, selling
to such companies as AMC (its largest buyer, with orders varying between US$5,000 and
US$75,000), Marshall's and Target. Each year, AMC visits Mohindra, bringing its own
designs which account for about half of its product needs. The balance is created through
the designers from the two firms visiting the local markets and identifying themes to be
adapted by Mohindra to suit the US market. Such specially developed designs may be
marketable for several years. For example, Mohindra observes that AMC will allow its
designs to be marketed elsewhere when its need for them has ended, and designs sold to
Marshall's will later be taken up by Target though at 20 percent lower prices, and this helps
to link 'slipstreaming' companies to Mohindra.

Delivery Reliability and Quality. The importance of reliable delivery is widely
recognized, whether of samples for distributors' trade fair participation or for the highly
seasonal market. Mohindra observes that buyers are requiring shorter and shorter delivery
times. In the last three years, its buyers have cut delivery times from 90 to 60 days.
Mohindra notes that poor management is the main reason for missing shipping dates, after
which the firm must air freight at its own additional expense. In order to achieve its
delivery targets, the company must carry an inventory of US$400,000, which, as in the
case of Lisko above, corresponds to about one-third of its annual sales.

To maintain quality control, Mohindra assembles and finishes many products in-
house. Between 160 and 250 workers are hired to supplement the 30 subcontractors
making woodware and soapstone for this assembly and finishing operation. Mohindra
observes that the extra cost of this operation is essential for any volume exporting business
in Africa. Quality, Mohindra notes, is the buyers' most important buying factor next to
price.

While necessary, this internalizing of assembly and finishing creates problems. The
most important of these is that costs are higher - a 40 percent increase is noted. The
reasons for higher costs, according to Mohindra, include the fact that some of the workers
- because of labor laws - are daily-wage laborers rather than being employed on a piece
rate, and overhead costs are higher than when the work is done by subcontractors.
Mohindra observes that the company has failed in its attempts to provide more efficient
incentives to its artisan producers, and it observes that slower workers often 'gang-up' on
their faster peers. Furthermore, up to 10 percent of the work force are 'shadow workers.'
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That is to say, 10 percent of the work force registers for work, but is not present, and
attempts to eliminate this practice have met with difficulties.

Management skills and technological capabilities are also problems for Mohindra.
The company reports that it has been unable to introduce a second shift because of the
unavailability of skilled factory managers. The company also wishes to mechanize some of
its production processes, but it lacks knowledge on technology. For example, Mohindra
visited Bosco, a local Kenyan enterprise, and saw Indian cutting and polishing machines in
use, an insight which resulted in it seeking similar equipment. However, this machinery,
without competent management and trained operators, reduces the company's potential
productivity. The application of new technology in the handicrafts industry in Kenya has
lagged far behind Asian countries. For example, within the finishing area in the Mohindra
workshop, varnishes are applied by brush whereas in, say, the Philippines, even backyard
sub-contractors use spray guns for speed and quality. Also, labels are applied to porous
soapstone vases to warn against putting water in them, and on dishes against putting food
on them because of toxic finishing materials. This greatly reduces the market and could be
ameliorated by the use of appropriate finishing materials.

Design and Technology. While Kenya is one of the best African countries at
developing new designs, it is only on a par with the poorest Asian countries. There is a
limited pool of design skills in Kenya, which is evidenced in Mohindra, where its three
designers all came from the former biggest Kenyan exporter, African Heritage, as did some
40 percent of its in-house stone carvers.

Given the scarcity of design talent, new designs are quickly picked up and copied
by competitors. Mohindra observes that a new product commands a 40 percent price
premium, but this premium is quickly reduced as the design is copied by other firms. Most
of its soapstone products are finished in-house, partly to reduce copying, but even then
these new products may be copied by other firms within four months. In the Philippines,
this has been a common problem, and the trade promotion organization has endeavored to
punish plagiarists by banning them from exhibiting in trade fairs for a period of time.

The fact that that Mohindra produces a substantial amount of its products in-house
should give the company an edge in increasing productivity and controlling costs.

Volume, Productivity and Cost. Natural Selection, the UK handicrafts retailer,
bought sisal bags from Mohindra for some thirty years. This item represented a large
component of Mohindra's sales and Kenya's handicrafts exports. However, Kenya's
position as the originator and leading producer of the sisal ("Kenya") bag has, however,
become eroded in recent years. First, it has failed to increase productivity during this
period, and competitors for the mass-market have provided more cost-effective bags.
Second, it has failed to be fashion sensitive and upgrade its quality sufficiently to retain
more exclusive markets. As a consequence, a large share of production has shifted to Asia.
In some cases, the basic body is bought in Kenya and the trims to upgrade it to a
fashionable item are applied in Europe. The product has been adapted on so many
occasions during its life at the bidding of its many buyers that now there is little room for
design innovation. At one end of the market, the product has become a commodity and
the market is price driven. At the other, there is a market demand, ordained by the fashion
cycle, for designer-labeled sisal bags, but the appropriate fashion knowledge, production
skills and trimmings are not available in Kenya.

When initially developed, the bag found a ready market due to its novelty and
practicality and to the culture-driven fashion of the 1960s and 1970s. Natural Selection
bought a container of Kenya bags a month for decades. Interest in the bag as a fashion

57



accessory increased again in the early 1990s. But this increase in demand coincided with the
recession, and buyers, such as Natural Selection, needed a similar but cheaper product.
Buyers looked first to the Philippines, Asia's most flexible handicrafts source, and then at
China to supply the additional volumes. China began to supply an inferior machine-made
version, but gradually improved its quality. After three years, the average shopper could
not easily distinguish between the original and the Chinese copy. As shown in Table 4.3,
by early 1994, the sisal bag made in Kenya was nearly two and a half times more expensive
than the one from China and about 60 percent more expensive than the one from the
Philippines. In addition to having lower production costs, it is estimated that the Chinese
pack 20 percent more bags in a container than the Kenyans, and that the Chinese bags are
packed in cartons rather than in plastic sacks as in Kenya, which serves to simplify
inventory control.

Table 4.3
Comparative Pricesfor the Kenya Bag (1994, US dollars)

Kenya Philippines China
FOB 4.12 2.47 1.69
Transport 0.22 0.22 0.18
Total Cost 4.34 2.69 1.87

Source: Natural Selection, 1994

Natural Selection observes that managers in African firms have little experience
costing products. This is demonstrated by the wide disparities in price quotations which
were recorded for standard handicrafts products among Kenyan producers in our
interviews, as Table 4.4 illustrates.

These firms note that prices charged by artisans and subcontractors are often
determined by the prices which tourists pay for a similar article and, if the tourist market
declines for as much as a few days, prices may drop by a third. Small producers have no
experience with export market pricing, particularly for volume production. This
influences the prices in Table 4.5. As export volumes pick up and producers gain
experience, this situation should change.

Table 4.4
Cost Comparison for Similar Products from Kenyan Exporters
Item African Heritage (Ks) Mohindra (Ks) Lisko (Ks)
Soapstone candlestick 130 73-83 85
Palm leaf dish 170 200-280 140
Wooden giraffe 200 100 63
Sisal bag 180 190 250

Source: Firm interviews

Natural Selection notes that market penetration by global competitors, like the
Chinese, was so great in mid-1993 that its thirty-year old market collapsed in four months,
and it has not purchased a bag from Kenya since. It believes that Kenyan soapstone may be
the next casualty. Stone items, which have been made in Agra, India, for centuries, are
now being dyed and etched to look like Kenyan products and cost 25 percent less. Natural
Selection believes that if Kenyan producers do not begin to innovate and move their
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soapstone upmarket, and increase productivity, they will also lose their market share. This
view is reinforced by Africa Art ofthe People. It observed that sisal bags, masks and carved
animals are being offered in the Philippines and India at about half the price of those in
Kenya.

As the scale of Natural Selection's business has grown, it has required an increasing
range of products and greater volumes. But it reports that the range and volumes of
merchandise from Africa have not kept pace with its needs. Recently, it has begun to
purchase large orders of products with African designs in Asia. This is also true of other
importers, such as the small UK distributor, Peacock Warehouse, who has had "authentic"
Ghanaian masks copied in Bali. It is possible that Natural Selection will cease to buy from
Africa altogether, despite a strong interest in the continent as a source of supply, an
appreciation of the distinctive colors and a recognition of the good quality of many of the
products. The company notes that it can financially only justify making buying missions
to Africa if it can source products to the value of at least US$400,000 per year, and it
believes on the basis of its thirty-years experience that this is difficult to achieve in most
cases.

COte d'Ivoire: Can the Local Handicraft Industry Evolve from the Tourist
Trade to Exporting?

Background

The market for handicrafts in Cote d'Ivoire is one of the largest in the region.
There are several reasons for this, including the relative wealth of the country when
compared with neighboring states and the sizable tourism industry which provides much
of the demand for handicrafts. It is no exaggeration to say that there are hundreds of
businesses which operate in the handicrafts sector and that they employ thousands, if not
tens of thousands, of people. Unfortunately there are no reliable statistics on this largely
informal sector of the economy. There is little organized export activity, however, in the
handicrafts sector in Cote d'Ivoire. The overvalued exchange rate for the CFA franc for
years inhibited exports in this, and other, sectors. The currency devaluation which
occurred in January 1994 has removed this obstacle to exports but many others remain.

One of the primary difficulties foreign buyers encounter when they come to Cote
d'Ivoire in search of handicrafts is a lack of information. Trade organizations, such as the
National Union ofAntiquzities Dealers, have very lirmited resources and do not have updated
or reliable lists of their members. 55 One of the founding members of this organization and
a one-time president of the group who was interviewed for this study reported that even
he had no contact with foreign buyers. There are several handicrafts markets in and near
Abidjan, including the Cocody market in Deux Plateaux, the market at Grand Bassam,
and the Center Artisanal de la Ville d'Abidjan (CAVA), which was inaugurated in 1990.
These markets are geared to the tourist trade, however, and few businesses located in these
areas have ever exported. Those that have exported almost certainly sold their goods to
someone in Cote d'Ivoire who then was responsible for packing and shipping the goods
abroad. A French handicrafts importer who has worked in Cote d'Ivoire for five years
stated that there were virtually no organized or established businesses in this sector with
which she could work. She stated that she had only one reliable local business contact - a

55 In French the organization is known as the Syndicat National des Antiquaires de C6te d 'Ivoire (SNA CI).
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man who owns a workshop which manufactures masks - but she refused to provide his
name or address for fear a competitor would make use of the information.

In order to gain a clearer picture of the problems limiting the development of
handicrafts exports from Cote d'Ivoire, we interviewed a number of crafts producers and
dealers for this report.56 These discussions substantiated the reliance of the local industry
on the tourist trade as well as the scarcity of exporters, despite the rich handicraft tradition
of CGte d'Ivoire. This section of the report will analyze why the Ivorian handicrafts trade
continues to focus on domestic sales to tourists rather than exports outside the region. A
case study of one firm which is breaking this pattern, SocieteAPEAFI, will then follow.

Exporting Through Club Med: Handicraft Sales to Tourists

As stated above, a significant share of the market for handicrafts in Cote d'Ivoire is
related to tourism. Demand is strongest from November through the New Year and
winter. Europeans who vacation in Cote d'Ivoire are looking for a break from the cold,
but many are also interested in exploring the local culture. Handicrafts embody elements
of African culture and are popular souvenirs. On the supply side, artisans are able to meet
the requirements of the tourist market whereas they have much greater difficulty
complying with the production and shipping problems of export orders. What are the
differences between the tourist and export market for African crafts, and why is it difficult
-o develop foreign sales?

Export Transactions Costs

The first obstacle to exports which does not exist in the tourist trade is the lack of
information, which was already discussed above. This lack of information leads to
significantly higher search costs for producers looking for markets. Many of the artisans
who produce handicrafts are illiterate or poorly educated. They lack the means to
investigate export opportunities, including funding to travel abroad to promote their
products. Nearly all of the artisans interviewed for this report requested information on
foreign market opportunities, stating that they had no contacts at present. This
information barrier continues even after a relationship with a foreign buyer is established,
because they have difficulty dealing with written correspondence, faxes and financial
papers. As a result, it is often the case that the exporters are people with friends or family
abroad who buy from the artisan and ship the goods themselves. The difficulty of getting
started in exports is exemplified by the case of Eve Beeler, a Peace Corps Volunteer in
Cote d'Ivoire who was working at a handicrafts center, Lamine Ferrer, in Bouake. She
worked for more than a year trying to develop export opportunities and, in the end, was
only able to sell the center's products through a personal friend in the United States.

In most parts of the world, these export barriers facing small firms would be
overcome by large export intermediaries. Possibly because the current market is small,
such intermediaries are not in evidence. Assistance to develop export intermediaries might
provide a needed stimulus to getting exports going.

Product Design

The tourist export market for handicrafts has both similarities and differences with
the international export market. One of the most important factors they have in common

56 Interviews were conducted by Martin Aka Kouadjio, Professor of Art History at the National Art Institute in
Abidjan.
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is a preference for items which have a utilitarian function. This observation was repeated
by many of the handicrafts dealers who were interviewed. Even when tourists are looking
for a handicraft to be used in their home for decoration, they expect it to make efficient
use of space. Masks are a favorite item for this purpose because they can be hung on the
wall and, therefore, do not occupy scarce table or shelf areas.

Product Quality

Product quality standards are significantly different between the two export
markets. Tourists may accept small defects or discoloration when buying a craft product in
a colorful, bustling, outdoor market in Africa, but might likely reject the same product
when evaluating it under the neon light of a formal store in Europe. Other quality
problems may not be readily apparent to tourists in Africa. For example, products made of
wood which has not been properly dried may crack or even break apart in Europe due to
much lower humidity levels. SocieteAPEAFI, the company presented in the following case
study, had a problem of this sort in a recent export shipment to Europe. The wood used in
the artisanal furniture was not adequately dried so mildew grew on several pieces during
transport at sea. Madame Seguinard, the owner of Soci6tSAPEAFI, compensated the
importer for the loss of these pieces at her own expense.

Although it is probably true that the tourist market for handicrafts has more
lenient quality requirements than the export market, the market criteria are not simply less
stringent; they are also different. For example, some tourists prefer handicrafts that are
traditional to Cote d'Ivoire and that are locally produced since they are buying a souvenir
to represent their visit. Crafts must also be small so that they can be easily packed in a
suitcase. Tourists are usually unwilling to pay the freight charges to export an item back to
their home, even when they are considering purchasing valuable antiques. One reason for
this is the very high cost of transport between Africa and Europe. The cost of shipping
may exceed the item's value several times over. Mr. Christian Debenest, the owner of the
Rose d'lvoire African art store located in the elegant Hotel Ivoire in Abidjan, states that
even at his high-end shop, customers prefer items that are easy to transport.

Delivery & Packaging

The local scarcity of professional packaging materials and the cost and
complication associated with cargo transport to Europe or North America are factors
which have limited the development of an export industry in handicrafts, and encouraged
efforts geared toward tourism. Pier Import, the French store chain similar to Pier One
Imports in the US, imported handicrafts from Cote d'Ivoire once several years ago. The
high cost of transport (port charges plus shipping), however, was one of the main reasons
that the firm discontinued operating there. As can be seen in Table 5.2 on standard
products, Abidjan has the highest port charges of all countries surveyed: US$1,100 vs.
US$185 in Ghana, US$150 in India and US$190 in Hong Kong.

Pricing

For tourists, part of the unique character of a handicraft purchase, for better or
worse, is the negotiation or haggling which takes place over the price. Inevitably, the
tourist is sure that the first price offered is inflated and thus makes a lower counter-offer.
This back-and-forth continues until agreement is reached on a price. This process was
greatly complicated after the devaluation of the CFA franc in January 1994. Handicrafts
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dealers reported that customers expected merchandise prices to remain constant even
though costs had increased after the devaluation. European buyers, on the other hand,
stated that handicrafts dealers tried to maintain the price of the good in foreign currency so
the price in local terms was doubled. In general it appears that the first-half of 1994 was a
period of very slow sales, then local prices adjusted to reflect the new situation.

Export orders in Cote d'Ivoire also often have prices which were set through
haggling. One Ivorian handicraft dealer who has sold to a French importer for several
years stated that each time the buyer comes to Cote d'Ivoire, she visits his competition
then comes to haggle with him over the price of the goods she will buy. While this set-up
may work for relatively small export orders, such as those handled by this French firm, it
is not acceptable when dealing with large foreign companies. They expect to be quoted a
serious and competitive price and while limited negotiations may occur, they do not have
time to waste haggling.

A complaint that was heard from several foreign buyers who have tried to work in
Cote d'Ivoire was that prices, even once they are agreed upon, are not respected. Catherine
Halewa of SocietePapagayo, a French handicrafts importer based in Corsica, stated that
prices for an order are never truly fixed. There are always last minute attempts to increase
the price. In addition, she stated that in CGte d'Ivoire it is common for the per unit price
of goods ordered in bulk to exceed the local or tourist market price for a similar item.
There are several probable causes for this economic puzzle and many of them are linked to
the difficulties handicrafts producers have producing in volume.

Volume Production

The tourist trade in handicrafts has no volume requirements; you sell what you
have available and make more. There may be lost sales if you run out of merchandise but
there is no contract to break. In the export market, however, orders are almost always for
sizable volumes - hundreds or thousands of units. If a manufacturer does not know how
to measure the cost of production, especially when dealing with unusually large volumes,
then the price may not reflect the underlying costs. Additionally, handicrafts producers in
Cote d'Ivoire tend to have very labor-intensive production methods. There is little
mechanization, and there are no production-line type processes.

Export Finance

One of the reasons that production processes have been slow to modernize leads us
into yet another problem - lack of finance. Working capital required to purchase inputs
for a large order is unavailable, due in large part to the informal character of many
handicrafts businesses. One factor contributing to informal business in the sector is the
high cost of incorporating and paying taxes on a small business in Cote d'Ivoire. This
precludes most handicrafts dealers from registering with the government. The informality
of the sector is compounded by the high levels of participation by immigrants, a significant
percentage of whom are in the country without the proper documents.

Handicrafts traders from West and Central Africa travel to Cote d'Ivoire to sell
their goods. In interviews performed for this study, handicrafts dealers in Abidjan reported
buying items from Niger, Burkina Faso, Togo, Ghana, Nigeria, Benin, Guinea, Mali,
Cameroon, Congo, Zaire, Senegal and Angola. In some cases, immigrants from these
nations living in Cote d'Ivoire reproduce crafts from their native countries to sell in the
local market. In fact, the trade in African art and handicrafts within Cote d'Ivoire was
dominated by Senegalese traders for many years. Today, many nationalities are involved in
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handicrafts in Cote d'Ivoire including the Ivorians, Senegalese, Malians, Burkinabe and
French. In the following case study, we analyze the problems faced by a French woman,
Catherine Seguinard, as she has begun to develop an export business selling traditional
African furniture in Europe.

Case Study 3: Societe APEAFI

Background

Soci't&APEAFI was founded in 1993 by Catherine Seguinard, a French citizen who
moved to Cote d'Ivoire in 1990. While furnishing her home in Abidjan, she became aware
of traditional handmade African furniture, and became familiar with the artisans who
produced the pieces. She believed the furniture would be commercially successful in
Europe, where it would be new and unique to the market and yet simple enough to blend
in with many decorating styles. Ms. Seguinard's inclination was correct and she received
several sizable orders from Italy and Germany in the first few months of operation.
Although sales slowed immediately after the devaluation of the CFA franc, Soci6tjAPEAFI
renewed its export business in the fall of 1994 and continues to grow.

Export Transactions Costs

The experience of this small firm in trying to break into export markets is highly
typical of the problems faced by many African exporters. Sociz&APEAFI has had no
especially close relationship with a foreign buyer to help develop the firm. Rather, as a
small company struggling to survive, most of the learning has been via the most exacting
teacher of all - experience. The firm has benefited, however, from a donor agency
sponsored by German Government, Protrade, which helps fledgling exporters in
developing countries enter the international market.

Protrade has assisted Ms. Seguinard primarily by helping her to attend trade fairs in
Germany where she could publicize her firm and try to get orders for her merchandise. In
the 1994 Frankfurt fair, Ms. Seguinard participated and received enough orders to keep her
busy for nearly six months. According to Ms. Seguinard, Protrade is a valuable
intermediary between the new exporter and the German market. Both ex-ante and ex-post
costs of dealing with a new and unknown supplier are reduced through Protrade. Search
costs are offset since Protrade provides firms with a subsidy to enable them to participate in
European trade fairs. Ex-post costs are also reduced because the agency acts as a go-between
for European buyers and developing country exporters once the trade fairs are over and
orders have been taken.

In the case of SocieteAPEAFI, the firm recently benefited from this intermediary
role played by Protrade. APEAFI shipped a container of wooden furniture to a German
client they had gained through participation in a German trade fair sponsored by Protrade.
The merchandise, however, arrived damaged due to humidity in the container.
Immediately, the German buyer called the Protrade office to complain and inquire as to
what remedy was available. The ability of that buyer to make a domestic phone call and
talk to someone concerning non-delivery of good quality merchandise is a kind of
insurance against ex-post transactions costs which Protrade provides. Now it is up to Ms.
Seguinard to cover the buyer's costs arising from the damaged merchandise so that her
firm does not gain a bad reputation in the German marketplace. A good reputation is one
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of the most effective ways to assure buyers they will not face high ex-post transactions
costs and encourages business.

Production Capabilities

Pricing. As stated previously, new exporters often have difficulty appropriately
pricing their merchandise for foreign markets. This was one of the problems faced by
Societe APEAFI. Mme. Seguinard had already lowered her mark-up on the furniture she
planned to sell in Europe when she went to the Frankfurt trade fair. Relative prices in
Cote d'Ivoire were still high due to the recent devaluation. She believed that she could no
longer compete at a mark-up of 200 percent, so she lowered prices to reflect a 100 percent
mark-up - the minimum price which would leave her with a comfortable margin.

In Frankfurt, however, buyers all requested the traditional 20 to 30 percent off
published prices which suppliers offer at trade fairs. She believed that she would not
receive any orders if she did not agree to the price reduction and accepted the lower price.
This created a situation where she could not afford to absorb any increased costs and still
make a profit. Although these orders did not provide much financial capital to the firm,
they were a valuable learning experience. Again much private learning takes place in the
context of an export order.

Reliable Access to Supplies for Volume Production. Another persistent problem
for new exporters in handicrafts is access to raw materials of good quality in a reliable and
timely fashion. If the supply chain is broken, then quality of the goods suffers and volume
production may not be possible. In the case of SocieteiAPEAFI, lack of access to timber is a
significant production obstacle.

The tight margins which Seguinard managed in her recent export orders were
further exacerbated by an increase in domestic timber prices by as much as 150 percent
over pre-devaluation levels. Timber firms began to export their production and the wood
that was left for domestic use was second quality. In order to obtain the wood that she
needed for her furniture line, and hoping to save money at the same time, Mme. Seguinard
decided to fell trees in the forest and have them made into planks. She went to speak with
the chief of a village with forest land within an hour of Abidjan and gained permission to
cut down several trees for an agreed upon price. Then, Ms. Seguinard had to select the
trees she wanted, have them reviewed by the village elders to ascertain whether they were
sacred or otherwise not available, and pay a crew of experienced tree-cutters to fell them.
Once they were felled, several were clearly rotten inside and of no use. The others were
cut into planks in the forest and carried out one kilometer on the backs of local laborers
because there were no access roads. Then, the planks were loaded onto tractors until they
reached the main road where they were placed on trucks for the trip back to the artisans
studios in Grand Bassam. This involved process saved about 20 percent on the final
materials cost but was so difficult and time consuming that Seguinard doubts she will try it
again.

Difficulties with Letters of Credit. One of the most serious problems, however,
involved letters of credit. First, in the case of several orders APEAFI has received where
letters of credit were involved, Mme. Seguinard's bank did not notify her when the letters
arrived for her approval. They were sent to the main office of the bank and not to her
branch, and bank officers made no attempt to contact her. Finally two and one-half weeks
after the letters had arrived she tracked them down. At this point it was late in the order's
processing cycle. By the time her bank sent the letters back to Germany and got final
confirmation of the letters validity, APEAFI had incurred a great deal of risk in

64



prefinancing and producing most of the order. Second, borrowing working capital using
the letters of credit as collateral has been a problem for APEAFI. Banks want additional
amounts of collateral to cover the risk of non-shipment. APEAFI, being a small company,
has not been able to raise such collateral.

Summary

The case of SocieteAPEAFI shows the rudimentary, yet costly, barriers to export
from Africa. Access to raw materials, finance through letters of credit and developing an
export presence are all common problems. In this case, export assistance through donor
organizations, like Protrade, has been instrumental in encouraging the development of the
enterprise, especially by reducing the export transactions costs facing prospective buyers.

Ghana: How a Government Agency, a Non-Governmental Organization
and a Large Multinational Firm Are Contributing to the Deveropment of a
Handicrafts Export Industry

Background

In the previous edition of "Africa Can Compete," the case of Pier One Imports (Pier
One) in Ghana was briefly described. Now, one year later, this case continues to provide
important lessons concerning how to develop a handicrafts export industry, many of
which were described above in the section on ethnic goods market requirements. The Pier
One case also provides a valuable counterpoint to the Cote d'Ivoire experience since
Ghana has only recently begun to overcome the problems which still plague its next-door
neighbor.

Several points are worth repeating concerning the Pier One experience in Ghana,
beginning with how the Ghanaian government first encouraged the firm to come to the
country. The Ghana Export Promotion Council (GEPC) received a grant to sponsor
research on US market opportunities for handicrafts and, subsequently, to pay for a GEPC
official to travel to the US to promote Ghanaian products. Canadian consultants were
hired to identify the specific firms which the GEPC official should visit in the United
States, and Pier One was among this group. Robert Darko, who worked at GEPC, made
this first trip and discussed with the American firms which Ghanaian producers might be
able to fill their needs. Several US firms expressed interest, so a second trip was organized
which included representatives of approximately eight Ghanaian handicrafts firms. This
delegation went to the US to meet with the firms which were potential buyers and
importers, marking the second formal contact made in the buyers' home market. The
third step was to encourage buyers from the US firms to come to Ghana to see the
production facilities and, hopefully, to place orders. Pier One did make this trip and placed
an order in the spring of 1993 for delivery by the end of the year.

There were difficulties in the first order that Pier One placed in Ghana, and 30
percent of the merchandise which was ordered was not delivered. However, Pier One is
accustomed to helping new exporters develop and was satisfied with this as a first-time
order. In 1994, Pier One returned to Ghana with a second order worth about twice as
much as the previous year's amount. This merchandise was shipped in late 1994 and early
1995 and showed improvement over the previous shipment.
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The Pier One order has been important to Ghana in a variety of ways. Producers
have begun to learn to manufacture large volumes, to cost their production accurately and
to negotiate prices. Finance, which in the first order was only provided through
government intervention, is now more readily available from private sources because
producers now have a track record of being able to deliver. Also, firms which are
producing for Pier One have gained confidence and can now identify themselves as
suppliers for a major retailer, which helps them to gain even more business.

While the experience of Pier One in Ghana is admirable, it is not always possible
for a handicraft firm or industry to develop based on sales to a major retailer. As the
President of Pier One is fond of saying, there is no Pier Two. After this US billion dollar
retailer of handicrafts, there are many other stores and boutiques which buy these items
but in much smaller quantities. Boutique owners are quick to point out, however, that
they have been operating in Africa for many years, albeit in small volumes, and that they
develop more personal working relationships with African producers which can withstand
the often fickle marketplace.

The next case study of a handicrafts firm is focused on the Accra-based Getrade,
which is a supplier to Pier One. Getrade primarily sells baskets to the European market
through boutiques and wholesale agents. Although the volumes are much smaller, they
have built a significant business upon these sales and are currently the largest single
handicrafts exporter in Ghana.

Case Study #4: Getrade and its Solution to the Problem on Coordinating Many Small
Artisinal Producers

Background

Getrade was founded in 1987 by Ladi Nylander, who is also the Managing Director
of the Johnson Wax Corporation in Ghana. Mr. Nylander had worked for years as a
management executive for large corporations when he came upon the idea of starting a
handicraft export business. In the early 1980s when the "Kenya bag" was enjoying
international export success, Mr. Nylander, who is Ghanaian, was living in Kenya. He
suspected that similar market opportunities existed for the Bolgatonga basket, which is a
hand-woven product made of natural materials indigenous to northern Ghana.

Nylander used his own funds to start the business. However, he could only give it
part of his time and attention due to the position he held atJohnson Wax. The firm began
to grow dramatically when Ms. Rosmarie Boos, a German citizen, was hired. Since 1990,
Getrade has grown from annual sales of about US$120,000 to nearly US$420,000 in 1994.

The firm relies on small, independent producers who operate throughout Ghana.
This has enabled the firm to increase sales substantially without incurring the costs
associated with investment in a production facility. To a large extent, the firm's operations
are still funded on short-term working capital, such as bank overdrafts, which are tied to
export orders. This type of operation entails less exposure and risk for the firm's owners.
The absence of a production structure which can be easily controlled has made it more
difficult, however, for Getrade to reliably deliver on large and complex orders.

Export Transactions Costs

Export transactions costs have been lowered in the case of Getrade by the presence
of Rosmarie Boos as marketing director and due to the professionalism and international
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business experience of Mr. Nylander. Ms. Boos has established strong working
relationships, and in some cases personal friendships, with European buyers of Getrade
merchandise. She knows the languages, culture and business customs of Western Europe,
which reassures new clients. Buyers responded well to her direct approach, honesty and
straight-forward pricing strategy. Moreover, Ms. Boos was known among German
collectors and retailers of African arts and crafts even before she began working in Ghana.
Because the community of African art enthusiasts is rather small, she had established
personal relationships with several potential importers before seeking any orders. This
added to the level of trust once the business relationship began.

The fact that Ms. Boos was known in Germany reduced the search costs which
had to be incurred bv both Getrade (for locating serious buyers) and by the European
buyer (for identifying reliable suppliers). It was perhaps more important in reducing the
risk of high transactions costs after the order was placed (e.g., costs due to non-delivery of
goods). Mr. Bernhard Baier, owner of the German handicraft retailer Afrassca, placed the
first order Ms. Boos received and told us that he felt reassured by her presence in Ghana.
He trusted her to deliver the merchandise as agreed upon and felt she could oversee the
order effectively since she was living in Accra. The German firm, Interart, also placed great
value on the fact that Rosmarie Boos was involved. They had been defrauded in an earlier
transaction with a Nigerian exporter who had been prepaid and then shipped an empty
container. Mr. Ochmann of Interart was understandably wary of doing further business in
Africa but decided to take the risk with Getrade. He knew where Ms. Boos' family lived in
Germany and felt that provided additional insurance against non-delivery.

Production Capabilities

Coordinating Many Small Suppliers. Getrade does not directly produce the items
it exports. Rather, it buys them from independent artisans. In order to be able to meet
rush orders, the firm maintains an inventory of basic stock. This serves two purposes: first,
it makes it possible for Getrade to keep a group of artisans continuously busy so they can
devote full time to handicraft production and be available for rush orders; second, a
substantial inventory, although it increases costs somewhat, reduces the risk and
uncertainty associated with crafts production by independent artisans.

The Bolgatonga baskets, on which the firm was founded, are produced by village
weavers in northern Ghana. Due to poor transportation infrastructure, access to these
artisans is difficult, especially during the rainy season. Moreover, the weavers are members
of the Fra-Fra tribe and speak a language which Getrade officials do not know. In order to
facilitate the coordination of these weavers, Getrade employs a local man, Abubakari Sidik,
as a purchasing agent. He was recommended to Ms. Boos due to his honesty and
reliability. Since he was already engaged in the handicrafts trade as a small retailer to
tourists, he understood at least some of the market requirements.

In 1994 Getrade opened an account for Mr. Sidik at the bank branch in
Bolgatonga. He is now the biggest account holder there and is respected by the bankers
and businessmen of the town as well as by the weavers. Mr. Sidik is illiterate so he must
thumbprint his signature on his banking slips. Each month approximately ten million
cedis (ten thousand US dollars) is put into his account to finance basket purchases for
Getrade. Mr. Sidik's monthly salary is about 500,000 cedis. This is an extraordinary
amount since the typical yearly income of a villager is 200,000 cedis.

A unique private learning channel has developed over time between Getrade, Mr.
Sidik and the village weavers of Bolgatonga. Getrade has helped Mr. Sidik to gain
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sophistication in financial management and in the requirements of the international
market as to product quality, delivery and volume manufacture. At the same time, due to
the trust which has been developed over time between this intermediary and his fellow
villagers, he is able to provide a valuable service to Getrade which greatly facilitates their
supervision of production. The importance of trust in this relationship between Mr. Sidik
and the weavers is not fundamentally different from the role trust plays in Ms. Boos'
contacts with German buyers. In both cases, confidence and trust between the transacting
parties are reducing the ex-post transactions costs they face from non-compliance or fraud.

Product Design & Quality Control. The individuals who produce for Getrade
have little education and have difficulty adapting the products to meet ever-changing
market demands. This may even be the case when the design change is intended to make
the product simpler and easier to produce. For example, a Swiss retailer ordered a new
product from Getrade which they named the Niarga tray. It was an open basket bowl and
was substantially smaller than the traditional basket produced in the village of Niarga. The
buyer ordered two hundred units which would typically take the women weavers in the
village one week to complete. Instead, the project took two months due to the difficulty of
mastering the new design. The weavers found the job so demanding that they also wanted
extra money for the order even though the trays required fewer inputs than the traditional
baskets.

Getrade also helps buyers to develop products which can be successfully crafted by
the artisans. The firm is selling Bolgatonga baskets to the Pier One store chain in the US,
for example, which have the traditional shape but which are dyed bright solid colors. Mr.
Nylander needed a way to communicate to the artisans how many baskets were needed of
each size and color so he developed a code which he uses to communicate with artisans
who are illiterate. They know that the L shape indicates a large basket and that the s shape
(always drawn smaller than the L) is for smaller baskets. The color of the L or s provides
color information for the final product. In conjunction with this code, Getrade
representatives are in frequent contact with producers to help them to meet the exact
product requirements. Export staff at Getrade spend an average of 70 percent of their time
in the field monitoring production. In some rural areas, the firm has also hired a local
agent to oversee the operation.

The purchasing strategy adopted by Getrade has also contributed to higher quality
products. Even though there are cyclical fluctuations in Getrade's export orders, artisans
are given orders throughout the year, so that they are working continuously. This enables
the firm to retain skilled workers since they can depend on handicrafts for their livelihood.
Approximately 50 percent of the 600 artisans who work for Getrade have been with the
firm for several years. The artisans are also given small orders, so that they must come to
the Getrade main office frequently. When they deliver the merchandise, the products are
inspected, and only then are they paid and given new orders. This system makes it possible
to detect production problems in a timely fashion and make the necessary adjustments.

The interaction between Getrade and independent producers has also created a
private channel for the diffusion of technology transfer in the handicrafts industry in
Ghana. Artisans who work for Getrade have learned about the requirements of the foreign
market, including the importance of uniformity, quality of construction and timely
delivery. One of the reasons that this transfer of knowledge has been successful is that
Getrade rejects substandard merchandise. Ms. Boos oversees the purchase of handicrafts for
the firm and has established a reputation for high standards which she is quick to apply.
One basket weaver gave the following description of Ms. Boos' purchasing policy: "We
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love Rosie, but she's tough. If she finds any little thing wrong with the basket she doesn't
accept it or pay us, but she has helped all of us to produce better baskets and earn more
money for ourselves."

Summary

Getrade has been able to successfully source baskets from hundreds of artisanal
producers in Ghana. This massive coordination effort has been eased by the firm's
willingness to decentralize some of the purchasing decisions to regional intermediaries.
Private learning channels have been established between Getrade and these artisanal
producers so the quality and complexity of the merchandise have both increased. The fact
that the firm has also had strong foreign marketing links has added to the commercial
success of Getrade.
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5. The European Market for Standard Products: Case Studies in
Clothing and Furniture

Market Opportunities in Standard Products
The category "standard products" encompasses the vast majority of goods which

are sold in international markets. These are goods whose origin is not obvious upon casual
observation of materials or appearance. In the garments industry, standard products refers
to items such as denim jeans, T-shirts, basic front-button sweaters or men's woven shirts.
A case study of African exports of standard garments is included in this chapter. Examples
of standard products in other industries include shoes, ceramic tableware, lighting fixtures
and other household hardware, consumer electronics and furniture. Another in-depth case
study in this chapter will focus on the export of unfinished bedroom furniture from
Zimbabwe.

There is really only one strategy which African manufacturers can pursue in
serving standard product markets: producing relatively high volumes of price competitive
products, targeted at the low and mid quality segments of the international market and
select standard items with little product differentiation or seasonal design change. Success
with this strategy will require access to inputs at world prices and the experience and
ability to organize high-volume production flexibly and efficiently. For the most part,
marketing is not an issue. African producers in the near future will be selling to large
international buyers, which will market under their own brands. Hence, the focus of
producers should be on the factory floor: that is, their energies should be concentrated on
organizing production in the most efficient way possible to meet the requirements of the
market.

The maj or competitive advantage African manufacturers have ig access to
inexpensive labor which can, with training, meet international productivity standards in
relatively simple manufactured products. Data gathered for this study demonstrate that
African unit labor costs for standard products like garments are well within Asian ranges.
The garment industry is particularly well-suited to Africa because the cost advantage rests
with labor and not with other factors of production, where Africa has no particular
advantage vis-a-vis its competitors. For this reason, it is not surprising that garment exports
represent 80 percent of the region's manufactured exports in the product categories
included in this study.

There are also opportunities for firms to move up into higher value-added
segments of simple manufactured products markets, and this is beginning to occur in
African nations with more advanced industrial bases. For example, the case of furniture in
Zimbabwe, which is presented in this chapter, demonstrates how more complex
manufactured goods can be successfully exported from Sub-Saharan Africa. Another
example of higher value-added exports is found in the garment industry where Esser
Textiles, a German importer of clothing, has been able to source increasingly complex
garments from Zimbabwean suppliers. Currently, this firm is importing tailored women's
suits.

Admittedly, most African manufacturers are not yet able to compete in the high-
value, complex-product end of the international market. Most firms are constrained to
pursue a strategy focused on lower-value items, such as simple standard garments, where
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labor is a significant component in price, as we have noted. Products such as men's and
boys' shirts are where most countries get started in standard products exports, because
production requirements are easily mastered and firms can manufacture many colors and
varieties, based on the same skills, to meet changing market demands.

In order to provide a framework for the following case studies on standard
garments and furniture production in Africa, we will begin with a discussion of the market
requirements in the standard products area. These issues are somewhat similar to those
which were developed in the previous chapter on ethnic products; however, there are also
important differences. One of the main differences between the markets for these products
is the strict price requirement in standard products. Because product differentiation is
limited, manufacturers must be able to compete almost exclusively on price. Secondly,
delivery requirements are much tighter, especially in the clothing business, since products
are seasonal. Third, quality control standards are extremely strict and uniformity between
pieces is much more important. Finally, volumes in standard products tend to be much
greater than in ethnic goods, so firms must be able to gear up for production of thousands,
if not tens of thousands of units, in a relatively short period of time.

After an in-depth discussion of market requirements, the role of factor costs in
African competitiveness will be addressed. This section will show that elevated factor costs
in some African countries are still impeding the development of export industries. A clear
example of this is presented in Table 5.2 on transport costs in Africa. Note that the port
charges in Cote d'Ivoire are US$1,100 whereas in Hong Kong, the equivalent figure is
US$190. High transport costs no doubt have discouraged the development of an export
industry in this nation. In other areas, however, including labor costs and task-level
efficiency of production, Africa can compete, as the case studies presented at the end of
this chapter show.

Market Requirements for Standard Products

Price
Standard products are, as the name suggests, goods which have relatively little

product differentiation. For this reason, trade in these items is very sensitive to price.
Buyers interviewed in Europe often discussed the importance of price in terms of the price-
quality ratio. For example, a buyer for Galeries Lafayette in France stated that it is not price
alone which drives his purchasing decisions but rather the search for quality merchandise
at a competitive price.

The market for standard products is highly competitive in the EU and North
America, as countless suppliers of these goods vie for market share. This has resulted in the
establishment of clear price guidelines and price quality points in many standard
products.57 For example, in the standard garment case presented later in this chapter, Mr.
Esser, the German agent who handles the clothing imports for his firm, stated that his
prices could not increase by more than 5 percent without pricing the goods out of the
market. It is worth noting here that Esser Textiles operates in a segment of the market
where price competition is relatively less intense, since the firm serves German garment

57 Buyers, both European and American, generally have clear target prices in mind, which are derived from the selling
price they believe they can obtain in their respective markets. These buying prices are usually 5 to 6 times less than the
retail price.
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manufacturers who seek to establish long-term relationships with offshore manufacturers.
Major retailers in Europe and the US are generally less concerned than Esser with
establishing relationships with their suppliers and are willing to move their sourcing
operations for small changes in price as long as quality does not vary.

Delivery and Packaging
One of the main components of the price-quality ratio described above is reliable

and timely delivery of the merchandise. This is particularly important in standard product
markets, which have seasonal sales cycles. For example, in the garment industry there are
two main seasons - fall (and winter) and spring (and summer). Garment manufacturers
must be able to meet the seasonal delivery schedules because merchandise which arrives
late may not be able to be sold until the following year when it may already be out of
fashion. For special seasons, such as Christmas or Easter, late delivery of even a week or
two may significantly lower the sales generated by the merchandise and result in a large
fraction of the goods being sold at a discount, eating into the retailer's profits.

The increasing importance of mail order and television shopping creates yet
another delivery pressure for producers of standard products. In general, these outlets pre-
order only a small fraction of what they expect to sell so as to reduce their exposure if the
item is not popular. If sales are brisk, then they reorder the product and expect
manufacturers to provide the merchandise within three to four weeks, so that customer
orders which have already been taken can be filled.

Standard products often have standard formats for the way the merchandise is to
be presented to the consumer. For example, there is a standard convention as to how to
fold a man's shirt and present it to the customer, including the insertion of a cardboard
stay in the collar. Packaging requirements today often include the attachment of a bar-
coded price tag to the merchandise in the country of manufacture. This enables the
retailers receiving the goods to immediately place them on the store floor, and means that
all quality control must be completed at the factory.

Quality
The standard product category encompasses all levels of quality, from low-end

merchandise sold at discount merchandisers to high value goods sold by exclusive
distributors. Again, it is the price-quality ratio which is uppermost in the minds of
retailers. A low quality garment which could not sell in a main-line department store,
could, at the right price, do a brisk business in a discount outlet. There are basic quality
standards, however, which must be met so that the item in question can fulfill its function
or purpose. For example, the seams on clothing must be sufficiently deep so that they do
not easily tear apart when worn. In the case study on furniture, safety standards are
important since the items which are being produced - children's bunk-beds - have to be
able to withstand vigorous play. In fact, in the bunk-bed case, there are specialized quality
and safety standards which the goods have to pass before being sold in European markets.

As consumers are increasingly concerned with the environment, the processes used
to make standard products and the materials used in their construction are also a point of
concern. For example, in the standard garment industry, the dyes used to color textiles
must meet rigorous quality checks regarding both colorfastness and toxicity. In order to
guarantee that these tests will be met, some offshore producers have opted to import dyes
from Europe which comply with these requirements, thus ensuring that their products
will also be accepted in the EU.
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Volume Production
One of the most important requirements of the standard product market, and one

which most clearly differentiates this market from the ethnic product market studied in
the previous chapter, relates to volume production. Manufacturers of standard products
must be able to handle large volume orders. Although order sizes in the European market
are significantly smaller in some cases than in the US market (due in part to greater
fragmentation of the distribution system), orders for thousands, or even tens of thousands,
of units in the course of a year are not uncommon.

The ability to produce in large volumes requires special skills and experience
which manufacturers do not necessarily develop when servicing smaller orders. Inputs
must be organized, and production planning is critical. In addition, large orders are often
complex, requiring numerous styles or variations on the items purchased. Building up
experience with volume production will be critical to the growth and development of
African exporters.

Export Financing - Letters of Credit
The final requirement of the standard product market has to do with export

financing. Export orders entail a great deal of risk since the transacting parties are separated
by country borders, legal systems, language barriers and distance. In order to dirminish
these risks, many export transactions are paid for using letters of credit (LC). A letter of
credit, issued by a buyer's bank, is an irrevocable promise of payment, providing the
conditions of sale are met. For example, a letter of credit includes a final date by which the
merchandise must be shipped if it is to be honored. The LC may also include conditions
concerning the quality of the merchandise by requiring that an independent firm verify the
quality of the goods before they are shipped. LCs must have the mutual consent of both
the importer and exporter before they are issued. If an LC is modified after issuance, fees
are charged by the participating banks for such amendments or derogations.

Letters of credit are important not only as payment instruments once goods have
been shipped, but also as guarantees or collateral for pre-shipment finance in most
countries. Unfortunately, in Africa there are significant obstacles to using LCs for
payment of exports, and even greater difficulties in using them to secure working capital.
In the Esser Textiles case, for example, letters of credit are not used because the bank fees
and bureaucracy are too costly in Zimbabwe. Since Mr. Esser has been purchasing in
Zimbabwe for more than a decade, his suppliers trust they will receive payment and thus
ship before any funds have been received. Only in cases where they are dealing with a new
importer whom they do not know and trust do they expect to work under a letter of
credit. In many regions of the world, letters of credit are also used to secure working
capital to fill an export order. In fact, many producers in the garments exports business
stated that without a functioning system of back-to-back LCs, whereby they use the
buyer's LC to purchase fabric and accessories from Asian suppliers on credit, they could
not do business. The fact that Africa has yet to develop the necessary institutional
structures for efficient export financing hinders its export potential.
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The Price Competitiveness of African Firms in Standard Product Export
Markets

We now turn to a discussion of the current competitive position of Sub-Saharan
Africa in the manufacture of standardized products. Data will be presented to assess and
compare production costs of African firms with those of rival exporters to EU markets.

Factor Costs

The cost of basic production inputs is a key element in any country's competitive
position in international trade, especially in standard products where one country's
products are indistinguishable from those of other exporting nations. Table 5.1 below
indicates the prices of four fundamental factors of production -wages, electricity, water
and diesel fuel - in five countries, compared to those in competitor nations, like Mairitius
and India.58

One of the most striking features of these data is the large intercountry variance in
reported nominal wages for machine operators in the garments industry. Ghana, as might
be expected considering its successful efforts with policy reform and its limited industrial
development, has the lowest average wage (in US dollars) of the sample, followed by
Kenya. Cote d'Ivoire and Senegal report relatively high wages, which is surprising given
the 1994 devaluation of their common currency - the CFA franc - by 50 percent.
Reported wages in 1994 in these two countries, however, are significantly below pre-
devaluation levels. Notwithstanding this fact, they continue to be well above regional and
international norms for similarly skilled work forces.59 Explanations for the wage
differentials in Francophone West Africa include government regulation and union power,
particularly at older, large manufacturing firms. In the so-called "informal sector" in Cote
d'Ivoire and Senegal, wages are much lower, averaging approximately $40 per month.

In comparison to more experienced competitors, like Mauritius, and Asian rivals,
like India, factor costs in our sample Sub-Saharan African countries do not appear to be
drastically out of line, with the exception, again, of Cote d'Ivoire and Senegal. Ghana's
labor cost is about half to three-quarters that found in India and one-third the average wage
in Mauritius (see Table 5.3). Kenya, at $55, is somewhat higher than expected, but this may
be partly caused by exchange rate fluctuations in 1994. Zimbabwe's labor cost is
significantly higher than Ghana's and Kenya's. Explanations for Zimbabwe's relatively
high wages generally point to labor laws.

Electricity costs, like labor costs, are higher in Francophone countries, reflecting
differences in exchange rates and in government policy. Water and fuel costs do not
indicate a great deal of variation, with the exception of water in Senegal. One element of
electricity cost which is not included in our estimates is the reliability of service flow. In
many African countries, power supply is very unreliable and machinery can only be

58 An important factor of production which is not included here is capital. The cost of working capital and fixed
investment capital is comparatively very costly in Africa, and access is severely limited for smaller firms. Because of
the difficulties of obtaining comparable data for firms in Africa and elsewhere, we do not include capital costs.

5 In 1993, Gote d'Ivoire reported a monthly wage of US$175 while the wage bill in Senegal was US$130. The current
estirnate for the labor rate of $104 in Senegal is based on an analysis of the labor market conditions by the economist
of the World Bank Resident Mission in Dakar. The only factory that is roughly comparable to a formal sector
garment factory and which is currently operational pays its machine operators $135; however, the minimum wage for
unskilled labor is $73 and because of this and the high unemployment levels, the resident economist believes that a
new garment factory in Senegal could bargain for a rate of $104 for a machine operator.
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operated part-time. This raises the cost of installed production capacity and hampers the
firm's ability to meet delivery schedules.

Table 5. 1
Comparison of Factor Costs between Select African & Non-African Countries, 1994

Cote
Zimbabwe Kenya d'Ivoire Senegal Ghana Mauritius India

Monthly wage3 $70-75 $55 $66-$99e $104 $30-45' $120 $60
Electricityb 1.78* 9.70¢ 11.40* 11.76¢ 5.70¢ 9.00¢ 4.80¢
Water' $0.38 $0.52 $0.60 $1.09 $0.32 $0.46 $0.32
Diesel Fueld $0.26 $0.47 $0.40 $0.68 $0.37 $0.27 $0.28

'Wage for a semi-skilled machine operator in the garments industry.
blndustrial electricity rates per KwH during peak load period.
CIndustrial water rates per cubic meter.
dDiesel fuel cost per liter.
'The $66 rate is estimated for inexperienced employees in a new factory whereas $99 is the
rate currently paid at the only remaining export garment factory in Abidjan, where workers
have significant experience.
f$30 is for new hires and $45 for more experienced workers.
Source: Interviews with garment producers, 1994

Transportation

Transportation is cited by many exporting firms in this study as an important
infrastructure problem in Africa. Sea freight in Africa is dominated by a few firms and
suffers from lack of competition.60 The relatively low volume of trade in the region
further exacerbates the problem in that there are few ships plying African waters and the
reliability of their sailing schedules is erratic. Ocean freight rates in Sub-Saharan Africa are
expensive when compared to Asia, with West Africa reporting some of the highest fares
(see Table 5.2). The arrival and departure dates of ships are also subject to change at a
moment's notice, and security at the port is often a problem unless exporters load and seal
their own containers. As indicated in Table 5.2, port charges are also exorbitant in some
countries. In Abidjan, for example, port charges for a 20-foot container reach US$1,100,
whereas they are only US$190 in Hong Kong! In Abidjan and Dakar, port charges are
inflated by monopolies held by local stevedores and freight forwarders.

Meeting delivery schedules presents an additional difficulty for exporters,
especially those operating on quick turnaround times for rush orders. Ships come into port
only once every several weeks and never on a daily basis. Firms are thus forced to use air
freight frequently in Africa, which can add significantly to the exporter's cost. Exporters
in landlocked countries, like Zimbabwe, rely almost exclusively on air freight because
customs duties and other "fees" on intra-African commerce are generally extraordinarily
expensive, even when goods are only entering a nation to be re-exported through the port.

Even if these obstacles to increased use of sea freight were removed, the
infrastructure at the ports in many countries is inadequate to handle increased volumes. In
Abidjan and in Tema, Ghana, for example, there are only two cranes for unloading

60 See Amjadi, Azita, Tlrich Reinke and Alexander J. Yeats, 1995. "Tariffs, Nontariff Measures and Transport Barriers
Facing Sub-Saharan Africa's Exports: An Assessment of the Potential Impact of Positive OECD Trade Policies."
Washington: The World Bank, International Trade Division.
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containers, and they are prone to frequent breakdowns. To date, this has not posed a
serious problem given the relatively low volume of use and the fact that many ships sailing
into African ports come equipped with their own cranes to bypass local equipment
failures. When trade increases, however, these difficulties will become more constraining.
In the Kenyan port of Mombasa, trade increased 40 percent between 1989 and 1993,
creating some of the worst backlogs in any African port. Today, it can take as many as ten
days to load a container once it arrives at the port. If trade in Africa is to increase, new
investment in port facilities will be required.

Table 5.2
Shipping Costs from Selected Ports to Hamburg/Le Havre for a 20' Container of Garments
(Values in US dollars, Fall 1994)

Cote Hong
Zimbabwe Kenya d'Ivoire Senegal Ghana Mauritius India Kong

Port Port Hong
Durban Mombasa Abidjan Dakar Accra Louis Bombay Kong

Ocean 1,250 1,525 1,430 1,350 1,500 1,580 1,325 1,300
Freight
(US$)
Port Charges 205 715 1,100 910 185 230 150 190
(US$)
Total (US$) 1,455 2,240 2,530 2,260 1,685 1,810 1,475 1,490
Duration of 21 30 15-20 15-20 20-25 28-30 24 25
Sailing
(Days)
Overland 5-10 2 n.a. n.a. n.a. n.a. n.a. n.a.
Transport
(Days)
Total 26-31 32 15-20 15-20 20-25 28-30 28 25
Transport
Time (pays)
Frequency of 3/wk 2/wk 1/wk l/wk 3/wk 3/wk 3/wk daily
Sailing
Turnaround 12-14 hrs up to 4 12-24 12-24 12-18 24 hrs 12-24 8 hrs
Time of Ship days hrs hrs hrs hrs
in Port
Time 3 days up to 2-3 days within up to within within within
Between 4 days 24 hrs 2 days 24 hrs 24 hrs 24
Receipt and hours
Loading of a
Container

Source: Interviews with garment producers, 1994

Unit Labor Costs: Task-Level Efficiency of African Garment Workers
A crucial index for assessing the competitiveness of any country is relative unit

labor cost in comparable industries. Relative unit labor cost in a common currency, like
US dollars, is measured as the ratio of nominal wages per worker for a given work period,
divided by productivity per worker for the same work period. Thus, competitiveness in,
say, garments manufacture can vary among countries because of: (i) differences in wages
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paid to workers; (ii) differences in task-level productivity of workers, and (iii) differences in
exchange rates.

As indicated in Table 5.1, nominal wages in US dollars, on average, tend to be
comparatively low in Africa, with the exception of those in Francophone countries.
Assuming that the exchange rate is permitted to seek its equilibrium level, the central
question for international competitiveness is whether or not the task-level productivity of
workers in countries like Ghana, Kenya and Zimbabwe is high enough, given these
nominal wage rates, to produce export items at competitive prices. To answer this
question, we interviewed plant managers in African companies producing clothing for the
export market. All of these plants had managers Oocal and expatriate) experienced in
dealing with the international garments trade. Questions were asked regarding the
productivity of machine operators per eight-hour work period for the production of a
particular product, in this case a man's casual, long-sleeved shirt and, in Zimbabwe, men's
jeans. The resulting figures were then compared with data gathered from similar garments
factories producing in India and the export processing zone in China. The results of this
exercise are set out in Table 5.3.

Considering the lack of experience of African workers, it is not surprising to find
that task-level efficiencies of machine operators are only 60-70 percent of the average
Chinese worker and 75-80 percent of the average Indian worker. Additionally, African
workers, as was true of inexperienced Asian workers in earlier days, have problems
maintaining quality when greater production speed is required. In early stages of industrial
learning, this problem constrains the use of incentive schemes to increase productivity. For
example, plant managers indicated that piece-rate pay schemes could not be used to raise
worker task-level productivity until workers reach a certain level of skill. The end result of
piece-rate pay schemes when skills are low will be higher output but with a greater number
of quality rejections.

One factor that does materially influence worker productivity in early skill
development is order size. Factory managers indicated that the larger the order size the
higher the average expected task-level efficiency of workers. The reason is that
inexperienced workers have a chance to build up speed and accuracy on longer production
runs. As a consequence, African firms stated a preference for large and recurring orders
from buyers. They prefer in most cases (at least in bigger factories) to deal with large
international retailers rather than small boutiques. It also takes experience to be able to
make fast switches from one design to another along the production line and maintain
high task-level productivity. This is why African exporters like to begin exporting by
producing shirts rather than other items, like shorts or pants. Once workers learn to make
a shirt, all that is generally required to keep up with fashion changes over time is to change
the color of the fabric. With items like pants, the factory often needs to change the whole
sewing technique when designs change.

In terms of international competitiveness, Africa's lower task-level productivities
can be offset by its lower wages. A comparable worker in the export processing zone in
China is paid about $120 per month. This translates into a unit labor cost index ($120 .
dollar output per worker per month) for China of about 0.23, compared to 0.22 for
Zimbabwe, 0.14 for Kenya and 0.14 for Ghana.61 India's unit labor cost index is 0.14.
Thus, although African workers are less productive than Asian workers, lower nominal
wages allow Africa to be equally cost competitive on world markets.

61 The unit labor cost index here is derived by assuming that 26 days are worked each month and the prices of the shirts
produced are taken from Table 5.5.
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Table 5.3
Task-level Efficiency in Standardized Garment Production in Selected Countries, 1994

Number of Garments
Produced per Machine EPZ

Operator in 8 Hour Shift Zimbabwe Kenya Ghana1 India China
Men's Casual Shirts 12-14 12-15 12 16 18-22
Men's Jeans 10-12 n.a. n.a. n.a. 14
Index of Unit Labor Cost 0.22 0.14 0.14 0.14 0.23
(for Men's Casual Shirts)

'Task efficiency for plain shirts was 12 and for striped or checkered shirts was 8 to 10.
Source: Interviews with African garment producers, 1994

Comparative Costs: Woven Shirts andJeans
In order to make a more precise comparison of manufacturing costs in Sub-

Saharan Africa with those of some of its main competitors in European markets, we
collected detailed cost information from exporting factories producing two standard
garment items, a men's casual long-sleeved shirt and basic denim jeans. Table 5.4 describes
the specifications of these two products, which are identical across all the factories
interviewed. Several of these factories had been interviewed a year earlier as part of our
first "Africa Can Compete" study; so the reported cost figures represent an update from
1993.

Table 5.4
Product Specifications for a Men's Casual Long Sleeved Shirt and Basic Denim Jeans
Men's Casual Long-Sleeved Shirt Men's Basic Denim Jeans
Fabric: sheeting (60*60, 16 singles); basic solid Fabric: 12 ounce denim; 148-150 cm width;
color 100% cotton
Style: Long sleeves, double-pleated; 1 chest Style: basic 5 pockets: 2 front pockets, one with
pocket; single cuff; tail bottom; box pleat smaller inside pocket; 2 sewn-on back pockets
Construction: 7 buttons; spare buttons; single Construction: metal jeans button; 5 rivets; metal
needle; collar band; double yoke; standard zipper
placket
Packing: in individual polypropylene bags, Packing: in individual polypropylene bags
stand-up pack, 48 bags/box, 24 inner cartons

Source: Interviews with garment producers, 1994

The first thing to note about the cost comparisons for men's shirts in Table 5.5 is
that African producers are well within competitive cost ranges of Asian producers, as the
unit labor cost indices indicated. Zimbabwe represents the high-cost African producer in
the sample and it is only about 10-15 percent higher in total cost than its two Asian rivals.
A cost differential of this amount for very competitive products, like shirts, can make a
competitive difference, however, as we will see in the case studies to follow, some
Zimbabwean producers have been able to find and compete in higher-end market niches
for garments which are less price-sensitive. Zimbabwe's higher costs stem from relatively
high direct and indirect labor costs, and higher transport cost to the port. It is interesting
to point out that about 60 to 65 percent of the cost of producing a shirt is the cost of fabric
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and accessories. 62 Almost all exporters can import these inputs at about the same price
from Asia. Transportation cost of these inputs are relatively small. Where firms compete is
in labor cost, which amounts to about 30 percent of total cost. This is why producers are
continuously searching the world for low cost labor countries to set up production. Ghana
is virtually equal in cost to India, and about 5 percent lower than China. Ghana's
competitive advantage, as noted earlier, is accounted for by low labor cost, which should
continue for the foreseeable future.

When we factor in European Union trade policy, Africa's competitive position
potentially looks even better. Assuming that all of Africa's shirt exports to Europe meet
the originating requirements under the Lome Agreement, they enter duty free. Asian
producers' exports, on the other hand, are subject to the General System of Preferences
(GSP), which levies a duty on shirts equal to 85 percent of the 12.5 percent full duty (for
details see Chapter 3 for an explanation of EU trade policy). These tariffs raise the entering
price of Indian shirts by US$0.58 and Chinese shirts by US$0.61. India and China are also
subject to quota. If producers in either of these countries want to export more shirts to
Europe than their individual quota allows, they must purchase quota in their home
markets, raising the landed cost of shirt exports to Europe by $1 for India and $2 for
China. Tariffs and quotas together can raise India's export price by about 30 percent and
China's by 45 percent, enhancing Africa's competitive prospects substantially.

Unfortunately, this result assumes that all African exports meet Lome's originating
requirements, which in most cases is not true. As noted earlier in Chapter 3, many African
countries do not have competitive upstream textile industries that can produce export
quality cloth at competitive prices. As a consequence, exporters must import fabric and
accessories from abroad, eliminating the possibility of qualifying for originating status
under Lome. Therefore, thefuIl tariff applies to their shirt exports, adding 12.5 percent to
the landed price. As Table 5.5 indicates, compared to Asian producers costs, assuming they
pay tariff and quota, Africa continues to have a competitive edge. However, in cases when
Asian producers do not have to go into the market to purchase additional quota, African
producers are put at a distinct disadvantage competitively by their non-originating status
under Lom6, as a comparison of figures in row totals (b) and (d) of Table 5.5 indicates.

62 a composite of five companies in Africa and Asia, without commissions and quota premiums.

79



Table 5.5
Cost Comparisonfor Men's Casual Long Sleeved Shirtfor Export to Europe
(in US dollars, Fall 1994)

Zimbabwe Kenya Ghana India EPZ China
Fabric 3.09 3.00 3.18 2.90 2.78
Misc. Materials 0.57 0.65 0.52 0.65 0.65
Washing 0.13 0.14 0.11 0.12 0.16
Labels/Packaging 0.18 0.47 0.36 0.40 0.25
Dir./Indir. Labor 2.09 1.68 1.22 1.22 1.83
Transport to Port - 0.21 0.16 0.05 0.15 0.05
Subtotal A (FOB) 6.27 6.10 5.44 5.44 5.72
GSP (85% of 12.5%)' 0.58 0.61
Lom6 Originating --- ---- n.a. n.a.
(No Tariff)
Totalb 6.27 6.10 5.44 6.02 6.33
Quota Cost n.a. n.a. n.a. 1.00 2.00
Totalc 6.27 6.10 5.44 7.02 8.33
Lome Nonoriginating 0.78 0.75 0.67 n.a. n.a.
(12.5% Tariff)
Total' 7.05 6.85 6.11 7.02 8.33

'This figure represents the 15% discount on the full rate of duty which GSP beneficiaries enjoy.
bThese figures represent the relative prices of Lome vs. non-Lome goods when the Lom6 goods have
originating status and when the non-Lome exporters do not have to purchase quota.
'These figures represent the relative prices of Lom6 vs. non-Lom6 goods when the Lome goods have
originating status and when the non-Lome exporters must purchase quota.
dThese figures represent the relative prices of Lome vs. non-Lom6 goods when the Lome goods do
not have originating status and when the non-Lome exporters must purchase quota.
Note: Quota premiums are for the home-country purchase of quota for export to Europe. Their

level may vary depending on market conditions. The values indicated are considered to be
the maximum level. Most of the big exporting firms in Asia operate under historical quota
allocations. Only when the firm wants to produce more than it has currently been
allocated does it have to buy more quota on the market.

Source: Interviews with garment producers, 1994

Zimbabwe is the only African country where cost data could be gathered on men's
jeans exports. Again, direct and indirect labor costs and transport costs are relatively high
in Zimbabwean factories compared to a country like India. But fabric costs also present a
problem in jean production. Zimbabwe's cost for fabric is about 14 percent higher than
India and 27 percent higher than China. Nevertheless, Zimbabwe is still within the
competitive range if it can meet originating status under Lome, as column total (b)
indicates in Table 5.6. Without Lome, Zimnbabwe's costs are about 10 percent higher than
China's, Asia's high cost producer in Table 5.6.
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Table 5.6
Cost Comparison for Men's Jeans
(in US dollars, Fall 1994)

Zimbabwe Indza EPZ China
Fabric 4.32 3.70 3.15
Misc. Materials 0.95 0.90 0.63
Washing 0.47 0.70 0.50
Labels/Packaging 0.28 0.25 0.35
Dir./Indir. Labor 1.65 1.25 2.58
Transport to Port of Departure 0.25 0.10 0.06
Subtotal' 7.92 6.90 7.27
Lome Originating --- n.a. n.a.
(No Tariff)
Full Tariff (12.5%) n.a. 0.86 0.91
Total' 7.92 7.76 8.18
Lome Non-originating 0.99 n.a. n.a.
(12.5%Tariff)
Totalc 8.91 7.76 8.18
Quota Cost n.a. 2.00 2.00
Totald 8.91 9.76 10.18
'This figure represents the FOB cost ex-plant.
bThese figures represent the relative prices of Lome vs. non-Lome goods when the Lome goods have
originating status and when the non-Lome exporters do not have to purchase quota.
'These figures represent the relative prices of Lome vs. non-Lome goods when the Lome goods have
originating status and when the non-Lome exporters must purchase quota.
dThese figures represent the relative prices of Lome vs. non-Lome goods when the Lome goods do
not have originating status and when the non-Lome exporters must purchase quota.
Note: Quota premiums are for the home-country purchase of quota for export to Europe. Their

level may vary depending on market conditions. The values indicated are considered to be
the maximum level. Most of the big exporting firms in Asia operate under historical quota
allocations. Only when the firm wants to produce more than it has currently been
allocated does it have to buy more quota on the market.

Source: Interviews with garment producers, 1994

Non-Price Competitiveness of African Firms

In terms of meeting the non-price requirements of the market, successful African
exporting firms have been able to target market segments permitting enough leeway for
them to be competitive despite many institutional and infrastructural constraints. Firms
establishing garment factories in Sub-Saharan Africa have targeted low and moderately
priced casual wear, such as T-shirts, men's woven shirts, jeans and shorts. These items are
standard products carried season after season by major retailers the world over. They can
be ordered well in advance of the delivery date because there is a constant demand for
these products. These market requirements have enabled African manufacturers to
organize production, order and receive the necessary inputs and meet the required delivery
schedules despite the constraints they face.
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Case Studies in Exporting Standardized Clothing and Furniture
The fact that trade in differentiated products does not take place on organized

exchanges, like trade in metals and chemicals, is important. The inability to engage in
simple, arms-length transactions means that scarce resources must be devoted to matching
buyers and suppliers, and to governing their contractual relationships. Problems of
verifying product quality and assuring reliable delivery of garments and furniture, whether
they be ethnic or of the more standardized variety, require buyers to incur costs searching
for appropriate suppliers and, in some cases, to expend resources entering into long-term
relationships with suppliers to assist them in learning over time to meet market demands.
The case studies which follow highlight these transaction costs which European buyers
and African suppliers face in international markets for clothing and furniture. Case Studies
#1 and #2 look at problems in garments exporting and Case Study #3 deals with furniture
exporting.

Case Study #1 explores the relationship between Esser Textiles, a German trading
company, and its Zimbabwean garments suppliers. One of the central lessons which can be
drawn from this case is the importance of having experienced trading intermediaries
involved in African-European trade in helping to create a reputation for quality and
reliability for African suppliers in the European market. Most European buyers
interviewed for this study indicated that they would be just as willing to buy in Africa as
in Asia if the quality, price and delivery were the same. But European buyers are not
familiar with African producers (or, if they are, many have heard discouraging stories of
problems), and few have traveled to Africa to source products. So, even though they may
be willing to buy from Africa, they lack the information to make an order with
confidence. Heinz Esser of Esser Textiles has developed a strong network of garment
producers in Zimbabwe which can meet the stringent requirements of the German
clothing market. He has helped these suppliers overcome many of the problems which
typically plague nascent exporting firms by establishing an unusually strong private
learning channel between the Zimbabwean producers, his wholesale company and
German garment manufacturers who purchase the clothing for retail sale. He has also used
his reputation as an experienced international trader in garments to secure important
export orders.

Case Study #2 examines the operating procedures of Gardner, a major British
garments importer. This study illustrates the substantial search and other transaction costs
buyers incur to secure reliable sources of supply. These costs can be particularly high for
trailblazing companies, like Gardner, which is trying to develop new sources of supply in
countries just beginning to export. The case study also indicates how interactions between
European buyers and African suppliers promote learning in the form of technology
transfer and learning-by-doing. An additional lesson which the Gardner case imparts is the
importance of stability in the macroeconomic environment for an exporting country.

In Case Study #3, we investigate the interaction between a European buyer and an
African supplier manufacturing a more complex product. Willis Gambier, a British
furniture importer, provides an important impetus for Zimbabwean furniture makers to
upgrade their manufacturing techniques and raise productivity. The study demonstrates
that small improvements, focused on the factory floor, can lead to important efficiency
gains and international competitiveness. The study also shows that substantial learning can
take place in an export situation which is less than successful. The Zimbabwean firms,
most of which had never before exported, were largely unprepared for the fierce
competition they were exposed to in their transactions with Willis Gambier. In the end,
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they were unable to increase productivity enough to offset local inflation and remain
competitive in the international market niche they and Gambier and targeted. However,
the companies involved benefited greatly from this experience, and several producers have
gone on to be quite successful exporters in other product areas.

Case Study #1: Esser Textile Handels GmbH and the Zimbabwean Garment
Industry

Background

Esser Textiles is a German import agent for women's and children's garments. The
firm sells 10 million DM per year (approximately US$7.5 million) in the medium-priced
segment of the clothing market. Esser's clients are garment manufacturers which also
import and sell to German department stores, mail order businesses, buying associations
and specialty store chains. With the help of a secretary, Mr. Heinz Esser oversees the
operation of this trading firm which he founded in 1971.

In 1981, Esser Textiles began buying from Zimbabwe. Since then the trading firm
has sourced an increasingly large share of its products from Zimbabwe, where Esser has
established close relationships with approximately ten garment manufacturers. These
firms, located in Harare and Bulawayo, can produce an average of 50,000 units per month.
Esser Textiles has been instrumental in helping these suppliers build their export capabilities
by providing technical assistance, information on market trends and a steady stream of
orders. Zimbabwean firms now provide the bulk of Esser's product line, which is growing
due to their ability to meet the price, quality and delivery standards of the German
market.

The clients served by Esser Textiles, as just noted, are German garment
manufacturers which serve the mid-range segment of the clothing market. These
companies have their own product lines, designed and marketed in Germany. They are
known for their style as well as quality construction. Over the last decade, rising costs in
Europe have forced these firms to locate increasing shares of their production offshore. In
many cases, this production is handled through subcontracting operations with garment
producers in low wage nations. Often a long-term relationship is established with the
foreign supplier with the hope that this continuous interaction will build up mutual trust
and capability of the subcontractor over time. By international standards, this trade
involves relatively small volumes, as most of these companies do not have the funds to
support an international sourcing infrastructure as do large retailers. Moreover, as one of
the advantages of these German garment manufacturers is their unique product line and
reputation for quality, there is a need to keep volumes small and to establish strong links
with a few offshore manufacturers, so they can be sure that the items they design and
market in Europe will be produced to exact specifications and delivered in a timely
manner. If these firms constantly changed suppliers, then quality control could become
infinitely more difficult. An investment in a new supplier could only be justified if
substantial cost savings were expected.

The "turn-around" time for first orders from German manufacturers is six months,
beginning with the selection of the fabric and specification of the volume of the order, and
culminating in delivery in Germany. Reorders for popular items, however, have
significantly shorter lead times, particularly in the catalogue business. Approximately 30
percent of Esser's business is from catalogues and mail order houses where delivery is
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expected within three to four weeks of the order for items which have already had an
initial production run.

Average order sizes in this segment of the German market are between 3,000 and
5,000 pieces per style or item. Each season (there are two per year), each of the
Zimbabwean garment manufacturers working for Esser produces between twenty and
thirty styles of clothing, resulting in total factory production volumes of 75,000 pieces per
season. The German garment manufacturers purchase between 30,000 and 50,000 pieces,
on average, per season, or about ten different style garments each order cycle. Since order
sizes per item are on the small side, Esser coordinates similar orders to enable the
Zimbabwean firms to benefit from economies of scale.

The price requirements in this mid-range segment of the German market are
extremely competitive. However, the long-term contracts established between buyers, like
Esser, and suppliers tend to give suppliers some slack. As stated earlier, the German
clothing companies, and traders like Esser, are interested in establishing long-term
relationships with a small number of suppliers who can guarantee consistency and quality.
Hence, they are often willing to accept small fluctuations in price (I percent to 5 percent)
rather than investing in locating and developing new suppliers who understand their
particular needs. In the long-run, however, producers must stay within the competitive
price range to avoid buyers searching for new producers. The contractual division of labor
between the German buyers and African suppliers is arranged such that German firms are
responsible for product design and even technical aspects of garment construction, such as
creation of flat patterns, grading, sizing and fabric development, as well as marketing, and
the Zimbabwean firms are involved in garments manufacture and assembly. For its
services as an intermediary, coordinating the orders, working with suppliers and shipping,
Esser Textiles earns a 7 percent commission. The German clothing manufacturers who
market the garments to retailers also earn a commission and the final retailer marks the
goods up to its "target" selling price. Each of these links in the distribution chain puts
pressure on the factory gate price to be as low as possible.

Linking into International Markets

The search costs of linking up the German buyers with possible suppliers in this
case were greatly reduced by Mr. Esser's personal business network, which has been
developed over three decades of working in the international textile business. Initially, Mr.
Esser did most of his business with manufacturers in Hong Kong. However, after many
years going to Asia, he got tired of the travel distance and change in time zones. The
Southern Africa region looked to him like an emerging source of supply where conditions
were adequate to develop business. It was also closer to home and, most importantly, he
had personal contacts there who could introduce him to the local garment industry.

These personal relationships greatly reduced Mr. Esser's search costs in this new
supplier market. His local contact person was able to do all the ground work of identifying
capable suppliers. At the time, firms in Zimbabwe were beginning to become more
interested in international markets, and were willing to entertain proposals to reorganize
and shift some of their production to meet the demands of the German market. In the
beginning, to assure German buyers that merchandise would be delivered at the right
quality in a timely fashion, Mr. Esser traveled to Zimbabwe frequently to monitor
production. In the early years of his business in this region, he traveled to Zimbabwe as
many as five times per year to work with suppliers. Over time, he began to delegate much
of this monitoring to a local firm based in Harare, Fairlamb & Bester, who continue to
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coordinate production and monitor quality control. This firm is responsible for sourcing
fabrics from local and international sources, organizing samples for new clients, placing
formal orders with Zimbabwean manufacturers, checking garment quality throughout the
production process and arranging for international transport. The Zimbabwean suppliers
like having a local contact person who can respond to problems that arise during an order.
In many instances, Fairlamb and Bester is the conduit for technology transfer and learning
which occurs among Esser's textile suppliers.

In the beginning of an order cycle, Fairlamb and Bester contact the upstream fabric
manufacturers in Zimbabwe and check their production against specific technical
benchmarks. They establish a delivery schedule for the finished cloth needed for both
swatch samples and volume production and then verify that the fabric manufacturers have
sufficient production capacity to meet these commitments. During fabric sampling,
Fairlamb & Bester monitor quality and then send the swatches to Europe for customer
approval. Fairlamb and Bester receive feed back from Europe and help to resolve any
remaining quality problems with the Zimbabwean fabric manufacturers. In addition to
securing reliable fabric suppliers in Zimbabwe, Fairlamb & Bester are responsible for
importing materials, such as fabric from the Far East and buttons and trimmings from
Europe. As in the case of the fabric suppliers, Fairlamb and Bester also ensure that the
garment manufacturers have sufficient production capacity to meet the production
deadlines set by Esser Textile. They are in daily contact with these suppliers for status-quo
reports on each order. Fairlamb and Bester have access to all levels of production staff in
the supplier firms in order to troubleshoot problems effectively and discuss major issues
with the managing directors.

Fairlamb & Bester are involved in the order until the ship leaves the dock. They
purchase the packaging material and verify that it meets customer standards. They also
arrange for transport, either by sea or air freight. Fairlamb & Bester have established strong
working relationships with several air cargo firms, so they can secure transportation for
orders with short lead times. This type of access is invaluable because reliable
transportation is a necessity for meeting the tight delivery schedules for which Esser Textile
is known.

Because of the activities of Esser Textile and its local agents, Fairlamb & Bester, the
Zimbabwean producers do not have to address the concerns of numerous foreign buyers
or organize the import or export of merchandise. This allows these manufacturers to
concentrate on manufacturing. In addition, coordinating fabric supplies and imports of
trimmings enables Esser and the suppliers to negotiate better input prices. Also, exports are
scheduled to combine shipments from different manufacturers, which reduces both
transport costs and delays at the port.

In summary, many of the potential problems which foreign buyers face when
dealing with Africa are pre-empted due to the extensive monitoring of production carried
on by Esser's local agent, Fairlamb & Bester. This reduces the risks associated with export
orders and has helped to create the quality reputation for which the firm is known in
Germany.

Production Capabilities: The Important Role Played by Private Learning Channels

Before going into business for himself, Mr. Esser spent twenty years working for
large corporations in the textiles and clothing industry. Esser applied this experience in his
overseas operations including those in Zimbabwe. He has established trust with his
Zimbabwean partners which has facilitated the exchange of information between all
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parties. The interaction between Esser and his suppliers has enabled them to increase their
production capabilities and is a clear example of learning through private channels.

Zimbabwean manufacturers have increased product quality not only via the
learning channel Esser has established with them, but also from the learning opportunities
provided by Esser's European clients. Mr. Esser has a policy of encouraging new customers
to send technicians to Zimbabwe to oversee production of the first order and to instruct
the garment makers as to their particular quality standards aild product specifications.
Technicians frequently spend two to three months on site and become familiar with their
Zimbabwean counterparts. Even long-standing customers of Esser Textile may decide to
have the production process controlled by their own technician if the order is particularly
large or complex. The resulting improvements in the production process and quality
control can often be applied to other orders handled by the firm.

These technical interactions have also led to direct technical improvements in the
garment factories. Zimbabwean firms lacked specialized equipment for making different
types of clothing. They had been producing a large range of products but in small
quantities of each style for the local market, and, as a consequence, firms had basic
machines but no specialized equipment. Once the garment makers began to specialize for
export production, then investments in special equipment made economic sense. Specific
examples of these investments include special appliques for ironing presses to increase the
speed of pressing shirt sleeves or collars and more sophisticated parts for sewing machines
to make construction more exact such as customized sewing foots. In many instances,
technicians from Esser's German clients came to Zimbabwe and suggested these
improvements. In other cases, the Zimbabwean firms sent managers to Europe to learn
about new technologies. In virtually all cases, however, this learning occurred at the firm
level in the context of export orders.

Interaction between Esser and his Zimbabwean manufacturers has also
strengthened their ability to meet the demands of large volume orders which must be
delivered in short time periods. To accomplish this, Mr. Esser has encouraged firms to
specialize in certain product categories. The less experienced firms, which are just
beginning to learn and therefore have lower levels of technical sophistication, are assigned
basic garments, which change little between seasons, such as athletic shorts or simple shirts
and blouses. More advanced firms are given orders for more fashionable items, such as
women's dresses, which change each season. This coordination of orders is one of Esser's
main roles as an intermediary between the European market and Zimbabwe garment
industry. It has helped less experienced garment producers overcome one of the obstacles
in the European market - small order sizes and, therefore, constantly changing product
designs.

Another problem which new exporters often face is accounting for costs associated
with production and pricing items accordingly. Esser has helped to educate his
Zimbabwean partners concerning the price requirements in the segment of the German
market to which he sells. In addition, he begins the process of pricing and considering costs
even before the first garment in an order has been produced. Throughout the process of
product development and sampling, Mr. Esser provides Zimbabwean manufacturers with
guidelines on price requirements, so that they are aware of market requirements at the
earliest possible time. Fairlamb and Bester collect detailed information from the
Zimbabwean firms on their cost structures for different product styles and order volumes.
Both Fairlamb and Bester and Mr. Esser also negotiate the contracts in Europe with
clothing manufacturers.
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In order to continually upgrade the quality level of the garments being produced
for export, Esser also had to have access to improved fabrics at the local level. Also, in
order for the Zimbabwean garments to enter the EU duty-free under the Lome accord, the
fabric must meet strict criteria for local origin, as was discussed in Chapter 3. Again,
private learning channels were central to the development of a local fabric supplier, Cotton
Printers, who now serves the Zimbabwean garment industry.

Cotton Printers is vertically integrated from the spinning of the yarn to dyeing and
finishing the fabric. Despite the firm's significant investment in plant and equipment, its
fabrics were of low quality when Esser entered the Zimbabwe market. Mr. Esser jokes that
he thought they were producing bulletproof cloth because it was so thick and coarse.
Through their interaction with Esser Textile, Cotton Printers adopted softer finishing
techniques, improved printing and dyeing procedures and introduced new fiber blends
such as cotton-polyester, cotton-rayon and polyester-rayon. The firm also upgraded its
equipment so that it can now produce fabric with a higher yam count. Cooperation
between Esser and the company has intensified over the years, and he now visits them
during each of his trips to Zimbabwe and provides the managing director with the latest
European fabric trends.

Cotton Printers is currently producing cloth that meets the quality and price
standards of the European market. This enables garment manufacturers to buy fabric
locally for some export orders, which reduces order turnaround time and strengthens the
competitive advantage of the Zimbabwean garment industry. Turnaround time of an
order, as noted earlier, is particularly important in the European market because it is
highly sensitive to fashion trends. Many orders are made with very short lead times, so
that the latest styles will be available to fashion-conscious consumers. Fast turn-around
times are also vital for working with catalogue companies, because re-orders are not placed
with manufacturers until customers have ordered and are waiting for their merchandise.6 3

In many areas, including costing and pricing of garments, production processes and
equipment investment, organization for volume production and access to intermediate
inputs, the private learning channels which Esser has created have contributed to the
development of the Zimbabwe garment industry and to the profitability of the firms
involved in this sector - both in Zimbabwe and in Germany.

Macroeconomic Environment - Keeping up with Rising Prices

The macroeconomic situation can seriously affect a manufacturers' ability to meet
the requirements of the international market. For example, Zimbabwe has experienced
rapid changes in its export price level recently due to appreciation of the Zimbabwean
dollar. Esser has developed a strategy to try to deal with these rising prices by moving
upmarket toward higher value items where higher prices can be justified, and by
encouraging producers to raise productivity. For example, Saybrook, one of the
Zimbabwean suppliers selling to Esser, initially made jogging suits and casual sportswear.
Now it has moved into higher value apparel, including women's professional suits. Esser's
ability to assist firms in making these strategic shifts into new, higher-end product areas

63 Catalogue or mail order firms will generally place an initial order before the catalogue is distributed. This order may
be quite small if demand for the item is uncertain, as is the case for new or unusual products. If orders are received for
more than the initial stock, then re-orders are placed. Lead times for re-orders from catalogue companies range from
only three weeks to two months and order volumes range between 200 and 1,000 units per style.
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has been a key element in the Zimbabwean suppliers' ability to respond to macroeconomic
shocks.

Summary

The Esser case illustrates the great impact that export orders and trading
intermediaries can have on the development of a nascent export industry. In the context of
repeated export orders, Mr. Esser and his German clients' technicians facilitated a real
transfer of technology to Zimbabwean producers. These private learning channels between
firms united in a business venture have contributed to significant productivity increases in
the Zimbabwean garment industry. Learning has been strengthened by the direct
monitoring of production by Mr. Esser and by his local agent, Fairlamb & Bester. This
continuous monitoring of production and troubleshooting has also increased product
reliability and reduced the transactions costs to German buyers dealing with African
producers.

Not every foreign buyer will be willing to bear the costs associated with
monitoring production and improving productivity as Esser has done. However, this type
of hands-on approach via experienced trading intermediaries is one of the strategic
interventions which are needed to generate competitive success in Africa in the highly
competitive international garments trade. This is the conclusion that Esser and his clients
have reached in the case of Zimbabwe.

Case Study #2: Gardner Distributing Company and its Kenyan Schoolwear
Suppliers

Background

The garments sector is often referred to as a starter industry in industrial
development. This case describes a pioneering company in this industry, operating at the
very first rung of the evolutionary ladder - namely, the manufacture and distribution of
schoolwear. The company, Gardner, is one of Britain's largest distributors of clothing for
major chain stores. We were alerted to Gardner by agents, such as DSA Associates, who
referred to it as a 'trailblazer,' and Gardner's Tony Butcher, Senior Merchandising
Executive, confirmed this when saying the company 'liked to be one jump ahead.'

This case demonstrates the role these trailblazers play, their systematic approach to
developing a country's resources, how buyers move from country to country, and their
need for a business environment in a new supplier country which can be predicted with
some certainty for the first couple of years. It describes initially a typical cycle of
developing schoolwear suppliers from one country and, as it becomes costly, of
introducing another country. Secondly, it describes the attempted move to Kenya.

Gardner, one of Britain's largest distributors of clothing for major chain stores, has
annual sales of roughly US$150 million, of which about 10 percent is represented by
schoolwear sales with the balance in children's, women's and men's wear. The UK
schoolwear market is worth approximately US$360 million annually, with British Home
Stores (BbS) having the biggest share (US$17 million) followed by Marks & Spencer (US$16
million). Gardner's product range covers several levels of the market from the cheapest,
through Woolworth's and BhS, up to Dorothy Perkins, Next (a specialist chain store group
often seen as a barometer for the clothing retail business) and Principles. Its competitive
advantage is that, while not a cheap supplier, it can provide its customers with a
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comprehensive and coordinated range of merchandise, facilitated by a team of ten
designers and a widespread network of buying offices. This is valued as it enables buyers,
such as Woolworth's, Littlewoods and BAS, to reduce their suppliers in order to cut costs.
An example of this is the case of Woolworth's which reduced its schoolwear suppliers from
22 to just six in just over a year, and Gardner now supplies 40 percent of its requirements.

Gardner sources from many countries and has permanent buying offices in Hong
Kong, Korea, Singapore, Sri Lanka, Taiwan, Thailand and Turkey. It works through
agents in other countries, such as Bangladesh, Greece, India and Mauritius, and it has
begun to develop suppliers in Kenya.

The Buying Cycle

Typically, a chain store approaches Gardner, and its competitors, with the
specification for a garment it requires and the target price. Gardner, in turn, faxes its
buying offices with the request and, when quotations are received, evaluates them and
passes the most appropriate ones to the customer. If the price is within the range of
acceptability, a sample is made which, if the most competitive, results in an order.
Garments which are required for the Back-to-School (Fall) season must be ordered from
the suppliers the preceding November, shipped in March/April to arrive in the UK in
May for display in the stores in July. Timely deliveries are essential as the buying season
lasts only a few weeks. The pace of the process is rapid and relies on trust between all
parties. For example, Littlewoods gave notice of its order with Gardner in July 1994, for its
Back-to-School 1995 range, and the latter started its buying process immediately although a
physical order did not actually arrive for the merchandise until September 1994. The fact
that this order was processed before a formal order had been issued is attributable to the
fact that Littlewoods had established a firm relationship with Gardner. This relationship,
built on mutual trust, reduces transaction costs significantly.

The Country Supply Cycle

Gardner notes that supply sources start cheap and then generally get progressively
more expensive. As they do, Gardner moves on to buy from countries with cheaper
suppliers. For example, in 1985, 60 percent of Gardner's product was made in Hong Kong
and Taiwan. Today, this figure is 10 percent. Much of this new business was taken up by
Sri Lanka and now is being passed to cheaper Bangladesh.

In 1980, Gardner started exploring Sri Lanka through a small sister company, John
E. Woodrup, whose annual sales are about US$8.5 million. This firm identifies potential
new suppliers and buys their products, which it imports and wholesales on a speculative
basis. When Gardner moves into a country, it typically builds on Woodrup's experience by
developing a couple of the companies with the best track record, and gradually building up
to a network of eight suppliers, some of whom it may enter into a limited partnership
with. This process of following Woodrup into supplier markets tends to reduce the search
costs for Gardner, which otherwise might have to blindly seek new producers.

When the sourcing process is started, Gardner specifies a simple product to its new
supplier, such as a standard school shirt. Then, as skills, reliability and trust develop,
Gardner buyers order more complicated garments with higher value added.

Gardner introduced schoolwear into its portfolio of products in 1985 and today it
sources schoolwear from five countries. Ninety percent comes from Sri Lanka, and the
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balance comes from Bangladesh, Singapore, Thailand and Kenya.64 However, as Sri
Lankan prices are reaching the upper limits of acceptability, Gardner is beginning to
reduce this country's share of supply. Bangladesh and Kenya are now being developed as
suppliers to replace Sri Lanka. Table 5.7 shows the current cost differentials in each of
these supplier countries. Gardner expects Kenyan costs to decline substantially over time as
production increases and factories become more efficient.

Table 5.7
Cost Comparison for a School Shirtfor Back-to-School, 1995

Sri Lanka Bangladesh Kenya
Fabric (1.lm @ US$1.17/m C&F) 1.28 1.28 1.40a
Freight to Europe 0.10 0.10 0.10
Manufacturing Cost 1.08 0.83 1.00
Duty 0.34 0.34 _b
Total (US$) 2.80 2.55 2.50

'The same Malaysian fabric is used by all of the countries, and its landed cost is identical. However,
internal costs in Kenya are thought to result in the higher price shown.
bKenya pays no duty because this product meets the originating requirements of the Lome
Agreement.
Source: Gardner, 1994

When Gardner first began sourcing in Bangladesh, Woodrup identified potential
suppliers with whom it had been doing business. Gardner technicians evaluated these
suppliers as well as infrastructural and social factors, such as freight carriers, the risks
associated with flooding and the use of child labor. Several factories passed the evaluation,
and Gardner placed an order for one 20' container containing 12,000 shirts with one firm,
ordering the balance of the 500,000 shirt order from three factories in Sri Lanka. The
Bangladesh factory initially had problems with dirty fabric and delivery and needed
considerable technical assistance, which Gardner provided, in dying, finishing,
manufacturing and engineering technology. Furthermore, Gardner delayed shipment of
the order from April to June 1994, so that the company could deliver a high quality
product. For the Back-to-School 1995 collection, Gardner increased the order in
Bangladesh to 100,000 pieces and introduced a second factory to the buying cycle.

The Kenyan Experience - Linkage Mechanisms to International Markets

A technical expert working for a customer, Littlewoods, first suggested that
Gardner might consider Kenya and Tanzania as potential suppliers. Gardner decided to
look into the possibility and asked the Commercial Section of the Kenyan High
Commission and the equivalent for Tanzania for names of potential suppliers. It took
quite a bit of time to receive the names of these companies and, when they finally arrived,
there was not very much information available regarding their particular capabilities.
Gardner then sent letters to the names supplied: only one company replied of 14 firms
contacted in Kenya; and no replies came from eight Tanzanian contacts. Undaunted,
Gardner then phoned ten of the Kenyan companies and made appointments to visit these

64 One of the ways Gardner facilitates its multi-country sourcing is by identifying a single supplier of fabric in Malaysia
and negotiating a volume-based, discounted price (US$0.71/m compared with a regular price of US$0.83/m) for 1.5
million meters of material from whom the individual country producers can buy.
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firms. After interviewing the firms in Kenya, two were selected for follow-up visits: Bedi (a
vertically integrated fabric producer and men's trousers maker) and Kenknit (a vertical
spinning and knitting company). The others were eliminated because the quality of their
products did not meet Gardner's standards. Samples were collected from Bedi and Kenknit
for inspection by Gardner's management, which ultimately approved Kenya as a source of
supply for its buyers. Gardner's experience in searching for new suppliers indicates the
difficulties European companies have in gathering information and contacting African
firms.

Gardner's search costs might have been reduced initially by more active support
from Kenya's embassy, which should have highly qualified staff in its commercial sections
as well as access to more appropriate information on Kenyan companies.

Learning

One of Gardner's first orders from Kenya was a large consignment of school
trousers for the Back-to-School season of 1994. As a backup, another order was given to a
firm from Zimbabwe. Table 5.8 shows the comparative prices of producers in these two
African countries, along with figures for Sri Lanka and Indonesia.

As can be seen, Kenya is highly price competitive in school trousers; also, in this
case of school clothes, Bedi, the company manufacturing the order, has the added
advantage of operating an upstream textiles mill, facilitating faster turn-around times and
small quantity orders. However, in supplying this and other orders, Bedi had its problems.

One difficulty encountered was in piling of the trousers. Fibers from the cloth
used to make the trousers often form balls of fluff on the fabric's surface, and this problem
can only be remedied by using a singeing machine which must be purchased from
Germany. Gardner stepped in to assist in buying this machinery, contributing US$3,900 to
demonstrate its commitment to a long-term relationship with Bedi . In addition, Gardner
provided three of its own technicians to Bedi to improve its production performance. As a
result, Bedi has been able to raise the overall efficiency of its manufacturing operation by
about 25 percent and increase substantially the task-level productivity of its workers.

Table 5.8
Pricesfor School Trousersfor Back-to-School, 1994

Country Observations US$
(C&F)

Kenya Vertical operation (own fabric); minimum 4.06
order 200 pieces; no duty (fabric from a Lome
country).

Zimbabwe Not a vertical operation; minimum order 5.62
2,000 pieces; 4 mos. lead time; 14% duty if
fabric not from a Lome country.

Sri Lanka Fabric imported requiring 4 mos. lead time; 4.38
minimum order 3,000 pieces; 14% duty.

Indonesia Similar price to Zimbabwe; minimum order ca. 5.62
2,000 pieces; 14% duty.

Source: Gardner, 1994
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In addition to school trousers, Gardner also began to work with two knitwear
companies on school sweaters: Alphaknit, which was recommended by Bedi; and Kenknit.
Kenya's comparative competitive position for knitwear is illustrated in Table 5.9. While
these numbers suggest that Kenya is relatively competitive, Gardner reports that the
quality/price ratio is still relatively low, rendering it only marginally competitive. Also,
Gardner reports that Kenya's productivity is relatively low. Gardner indicates that in
Hong Kong, nine school sweaters can be made per shift on a hand-flat machine, seven in
Sri Lanka, but only four can be made in Kenya currently. Gardner expects that with
additional technical assistance these knitwear companies can raise their quality and
productivity over time substantially.

Table 5.9
Comparative Costsfor School Sweaters, 1994

Sri Lanka Bangladesh Kenya
FOB price LJS$) 3.82a
Freight/clearanceb 0.19
C&F price (US$) 3.75 2.80 4.01
Import duty 0.52 c
Total US$) 4.27 2.80 4.01

aGBP 2.45 @ US$1.56/GBP - US$3.82.
b5 percent of FOB price.
cGSP certificate given, duty paid, and reclaimed on presentation of certificate. The yarn only is
imported by Bangladesh, and the processing undertaken permits eligibility for GSP.
Source: Gardner, 1994

The Influence of Macroeconomic Shocks

Gardner's plans for developing Kenya were cut back temporarily in 1994 when
two factors in the business environment conspired against further sourcing in Kenya. First,
Kenya's currency appreciated substantially causing an "unacceptable rise in the
manufacturing cost." Secondly, the world price of polyester, a raw material used in the
production of schoolwear, increased due to the closure of two US plants and the China
cotton crop failure, which forced cotton users to turn to polyester. Gardner's orders in
Kenya were about US$1 million in 1993 with the expectation of substantial future
increases. With the appreciation of the Kenyan shilling and other cost increases, these
orders were reduced to under US$0.5 million by 1995.

The fragility of Kenya's position in the market and the influence of these
macroeconomic shocks are demonstrated by the specifics of Gardner's order for school
trousers for Back-to-School 1995. Kenya's manufacturing costs had increased significantly
in 1994, but by the time Gardner could give its UK customer, Woolworth's, a price, it was
too late for Gardner to source elsewhere. The increased manufacturing costs resulted in the
trousers being put into a different price point category at Woolworth's, L9.99 rather than
the target £8.99. Woolworth's was pleased with the quality of the Kenyan goods, which had
risen since Gardner had initiated its buying, and with delivery, but it was unsure whether
the market would bear the £9.99 price even though the quality had increased. If consumers
do not buy at this price, it may mark the end of Gardner's sourcing in Kenya unless Bedi's
costs decline back down to 1993 levels. Gardner believes the Sri Lankans, in similar
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circumstances of an exchange rate appreciation, would have temporarily reduced their
margins to suit the market, and observes that, "Kenyan firms are naive in this respect."

Summary

This case shows the systematic approach of a pioneering buyer, Gardner, in
developing supplier markets. Gardner's search costs are reduced by following other buyers
into the supplier market, which provides initial contacts to supply sources. Gardner
encourages learning on the part of its suppliers, so that these suppliers can begin to meet
the more rapid turnaround times and adapt their products to the market. The fact that
Kenya has begun to have problems as a supplier for Gardner reflects the need for a stable,
predictable macroeconomic environment, especially in the early stages of the sourcing
relationship.

Case Study #3: Willis Gambier and Blooms Furniture Company
This case study highlights the difficulties encountered by an African exporter of a

more complex standardized product - self-assembled furniture. The study examines the
problems such firms face in shifting from domestic to international markets. It also shows
the important impact that small technical changes in the production process can have on
international competitiveness.

Background

Willis Gambier is a British furniture distributor established in 1990 to import
children's furniture. The business focuses on a particular product line: ready-to-assemble
children's pine bunk beds. In 1994, sales were estimated at US$4.0 million which is
approximately 5 percent of the UK market for all wooden beds. More than 800 retail
outlets sell Gambier products including four major store chains: Courts Furnishers, Harveys,
C.hildren's World and Furniture Land.

In the past decade, conditions in the UK market for furniture have been extremely
difficult for producers and distributors. More recently, recession, particularly in the early
1990s, put even more pressure on the margins of furniture retailers. The retailers' response
to declining profits has been to squeeze their suppliers' margins even harder. A few large
discount stores dominate the furniture retail market, such as the discounter MFI, which
controls 30 percent of the bedroom furniture sales in the UK, and their market power can
effectively be used to dictate prices to suppliers. In this context, Willis Gambier targets its
products at one of the most price-sensitive segments of the industry.

Willis Gambier's mode of operation is to specify the design of the furniture it
requires in the UK market and then to contract production with offshore manufacturers.
Gainbier has purchased from furniture makers located in Europe, South America and
Southern Africa. Zimbabwe was one of its first offshore supply sources, due in large part
to the fact that one of the firm's founders - Nigel Gambier - is Zimbabwean and has
many contacts in the Zimbabwean manufacturing community.

In 1991, Willis Gainbier began sourcing in Zimbabwe, from a furniture
manufacturer called Hartneck. Unfortunately, this firm went out of business a year later,
but its owner recommended that Willis Gambier shift its business to another local
company, Blooms Manufacturers, a long-established firm with about 1,000 employees.

Blooms, prior to its dealings with Willis Gambier, had had no previous exporting
experience. For many years, Zimbabwean companies, like Blooms, had been inward

93



looking. The international blockade imposed on Zimbabwe during Ian Smith's Unilateral
Declaration of Independence from 1963 to 1980 had given local manufacturers a captive
market. After independence in 1980, removal of the blockade and various policy changes
made by the new government opened the local market a bit to competition, but the
overall trade regime continued to be heavily weighted toward import substitution. Hence,
for almost 30 years, Zimbabwean furniture makers had been making a wide variety of
products for the domestic market, facing little external competition. The product ranges of
these firms included bedroom, dining sets and office furniture, mostly constructed from
traditional woods, like mukwa. These products were often dark, heavy in style and made
in small quantities - as few as 10 to 20 pieces - using 40 year-old machinery. Frequently,
the furniture was delivered within the locality of the factory; hence, packaging was
unnecessary.

Willis Gambier's product needs, driven by the demands of the international
market, were very different from the quaint, local requirements to which Blooms had
become accustomed. Large volume production was required in different styles and in
different woods. Moreover, volumes and styles had to be produced to a quality and
consistency dictated by an unfamiliar foreign market. Also, Gambier wanted bunk beds, a
product which appears simple to produce, but in fact is complex compared to many of the
products Blooms normally manufactured. As Table 5.10 demonstrates, bunk beds have
more than 200 components, including 58 pieces of timber which must be machined to 12
different sizes. These beds must be rugged and take many years of abuse throughout the
childhood of the end user. The quality of manufacture is also very important as British
Standard BS 747 regulates safety and performance, and subjects the product to stringent
testing. In addition, manufacture has to be sufficiently accurate to enable the consumer to
self-assemble the product.

Notwithstanding Blooms' inexperience with exporting, it entered into a long-term
agreement with Gambier to develop the company into the biggest pine exporter in
Zimbabwe and the main supplier for Willis Gambier's estimated total import requirement
of up to twenty-four 20' containers of furniture per month. A combination of factors
coinciding with Gambier's order produced the impetus for Blooms to make such a large
commitment. First, domestic demand for furniture had deteriorated because of a severe
drought and a precipitous decline in local incomes. And, second, the government had just
embarked on a major economic reform program, reducing substantially the anti-export
bias that had existed for so many years.

Blooms' first test order from Gambier for two containers was completed
satisfactorily in January 1993 and the company began implementing plans to increase its
capacity gradually from approximately four containers per month in the next order to
about 20 containers per month. To accomplish this increase in production, Blooms
invested more than $150,000 in new equipment. By August 1993, Willis Gambbier was
ordering six 20' containers per month from Blooms and receiving full delivery.

It was not until the end of 1993 that problems began to occur in the Gambier-
Blooms relationship. In response to market opportunities in the UK, Willis Gambier began
to make changes in the product mix it offered to retailers. As a consequence, Gambier
began ordering more furniture styles from Blooms with smaller average production runs
(for example, average production runs fell from 187 pieces in mid-1993 to 78 pieces in early
1994). These order changes, in conjunction with growing overall volume requirements,
created serious manufacturing challenges for Blooms, delaying scheduled shipments. By
early 1994, Gambier was awaiting shipment of 14 containers from Blooms, however only
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six arrived despite Blooms' putative capacity to produce sixteen. One of Blooms problems
with these shipments was dealing with the complicated manufacturing planning and
organization presented by a new and more complex style called the Hilton bunk bed. In
mid-1994, Blooms reported that it was losing money on this item and increased the factory
price of the Hilton bed by 25 percent.

Table 5. 10
Clover Bunk Bed Components List
Item Quantity
Board Components:

Top end rail (H1001) 4
Center and bottom end rails (H002) 8
Legs (H003) 4
Legs (H004) 4
Side rails (HO05) 4
Support rails (H006) 4
Safety rails (H007) 2
Safety rails (H008) 2
Ladder style (H009) 1
Ladder style (H010) 1
Rungs (H011) 2
Base slats (H012) 22

Hardware Finishing:
Wood screws (4.0 x 35mm) 51
Wood screws (4.0 x 30nrm) 28
Chipboard screws 6
Dowels - leg 4
Dowels- guides 14
Tape 3/4" Unbleached 2
Staples
Glue per kg 0.250
Sandpaper
Plaseal base coat per Itr 1
Raction lacquer clear gloss per ltr 1
Shrink wrap side rails and base slats, per kg 0.241
Poly strapping, per mtr 0.280
Buckles 4
Gas
Paper
Container-slats per set 1

Outpurchases Hardware:
FS 80 screws 22
Cross dowels (VBS x 10mm) 22
Key 1
Container-rails 1
Container - ends (box and lid) 1

Source: Fran9ois Furniture Company, 1994

95



Willis Gambier's response to this price increase was rapid. It had little room to
maneuver in the price-sensitive UK retail market; hence, it began searching the world for
cheaper sources of supply. Recent reports of increasing pine furniture exports from Brazil
made this country a good initial prospect. Gambier obtained a list of furniture-making
firms from the Brazilian Embassy in London, and asked an acquaintance who owned a
shipping company to advise on which Brazilian firms were shipping the largest volumes to
various European destinations. Potential suppliers were then identified and visited, and
local agents were selected to act as trade intermediaries between the Brazilian producers
and Willis Gambier. The decision to buy the bulk of its production from Brazil, while
continuing to purchase a smaller quantity of about four containers a month from
Zimbabwe, was taken quickly after the Brazilian research was completed and the transfer
of production to Brazil was rapid: The decision to transfer production from Zimbabwe
was made on 22 July 1994; a bunk bed was sent to Brazil by DHL on 26 July; a pre-
production sample was approved on 30 August and an order placed. On 26 September, the
first container arrived in the UK, with deliveries scheduled monthly thereafter.

The underlying reasons for Blooms competitive difficulties in the UK are
emblematic of the problems nascent African exporters face in entering EU markets. The
remainder of this case study will be devoted to a detailed examination of these fundamental
problems and their impact on the Gambier-Blooms relationship.

Instability in the Macroeconomic Environment

The macroeconomic environment in Zimbabwe in the early 1990s presented
export manufacturers with a significant challenge: rapidly rising costs. Government fiscal
deficits and their direct monetization into the economy were causing significant increases
in inflation and currency devaluation. Blooms and several other furniture makers reported
that these factors, in conjunction with pressures from government-sponsored labor unions,
sparked wage increases of nearly sixteen percent on an annual basis from 1990 to 1993.
Considering that labor accounts for about 43 percent of the price of Blooms' exported
bunk beds, these increases in wages were quite detrimental to competitiveness. In addition,
exchange rate movements were causing substantial increases in the prices of imported
inputs, like finishing materials. Also, local timber prices were rising at the rate of 30 to 40
percent during the same period. To remain price competitive in such an unstable
macroeconomic environment, Zimbabwean exporters, like Blooms, would have to take
stringent cost cutting measures and to engage in efforts to raise productivity, problems to
which we now turn.

Cost Cutting and Productivity Improvements

Although input prices were rising rapidly for furniture producers in Zimbabwe in
the early 1990s, on average their labor and raw materials prices were still lower than those
of rival furniture exporters, like the Brazilians Willis Gambier turned to after Blooms raised
prices. As Table 5.11 shows, the cost of pine timber and the cost of labor were both lower
in Zimbabwe in 1994 (an especially important fact when one considers that these two
inputs account for approximately 70 percent of the price of a bunk bed). Despite such
input price advantages, however, average selling prices of comparable styles of bunk beds
from Brazil were about 20 percent lower. The reason, as noted further below, was that
Brazilian firms were substantially more efficient. Brazilian firms had much higher labor
productivity (although Brazilian wages per month were 2.4 times higher than Zimbabwean
wages, the task level efficiency or productivity of its workers was 2.8 times greater). This
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meant that the Brazilians generally had lower average unit labor costs (Zimbabwean
Company B in Table 5.11 is an exception because of its relatively high output per worker).
Brazilian firms also utilized resources more efficiently; for example, they were much less
wasteful in their use of timber, as we will discuss in greater detail below.

Table 5.11
Comparative Costs between Zimbabwe and Brazil, 1994

Zimbab-we Brazil
Input Costs
Timber (US $ per cu.m.) 123 132
Labor (US $ per month) 84 200
Output prices
Clover bunk bed (US $; FOB) 99 78
Hilton bunk bed (US $; FOB) 97 80
Average 98 79
Shipping Costs (US $; 40' container)
Factory to port 260
Factory to port (Harare-Durban) 665
Port to Tilbury, UK 2,100 2,000
Clearance costs 490 540
Total 3,255 2,800

Company Company
Productivity comparison A B A B
Number of employees 208 160 30 270
Number 40' containers per month 5.4 11.4 3 16
Average value per container (US $) 23,100 22,000 26,000 40,000
Sales per person per month 600 1,567 2,600 2,370
Wages per month (US $) 84 84 200 200
Average unit labor rate (by 0.14 0.05 0.077 0.084
company) a

Average unit labor rate (by country)b 0.095 0.080
Task-level efficiency c 884 2,500

aCalculated by dividing wages per month by sales per person per month.
bCalculated as an average of the company average unit labor rates.
'Calculated by dividing wages per month by country level average unit labor rates.
Source: Authors' estimates based on interviewrs with Willis Gambier, Blooms, Frangois and

Wilson, 1994

The labor productivity differential between Brazilian and Zimbabwean firms
results from several factors. One of the most important is the relativelv low technical skills
of managers, combined with their lirnited access to external technical resources.
Zimbabwe's isolation from international markets over the past 30 years has meant that
managers and technical personnel have had access to very little overseas technical training.
Firms have also had limited access to foreign technical expertise. Few foreign managers and
technicians were recruited by Zimbabwean companies and foreign technical assistance was
low, especially compared to the human capital flows exhibited in rival exporting firms in
Asia and Latin America. One senior manager in the Zimbabwean furniture industry
reported that, as a result of these problems, there are now only 10 technically-qualified
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managers in the entire industry, and some consider this an optimistic figure. Moreover,
several companies interviewed for this study noted that trying to recruit a foreign technical
manager has generally been extremely difficult. Having identified a suitable manager, "it
can take three months for the relevant government ministry to take a decision on whether
to allow entry for employment, by which time the potential employee has often obtained
other work. If one needs a production manager, the ministry generally advises one to
promote an existing employee to the position."

Adding to the problem, there seems to be a general lack of interfirm cooperation
in Zimbabwe, in terms of sharing technical resources, information or subcontracting.
Willis Gambier's management noted that, in the other countries where it was buying,
managers often supported each other. In Brazil, for example, orders would be shared out
to achieve the required volumes, technical information was shared, and exporting firms
would often contract out the manufacture of specialized components. "In Zimbabwe, by
contrast, this kind of cooperation is missing; companies seem to view each other as
threats."

Inexperienced and low-skilled factory managers lead to inefficiently organized
firms with attendant effects on labor productivity. When Blooms was finally able to hire
and experienced foreign factory manager in 1994, he immediately began to review the
efficiency of the production line. His efforts, along with the services of a time-motion
expert, resulted in eight minor production line improvements, which increased labor
productivity significantly. The direct labor required to produce one type of bunk bed fell
by more than 30 percent in the first subsequent production run, from 780 minutes to 546
rinutes. Some additional changes led to more time savings on the second run, further
reducing labor input to about400 minutes.

Another significant problem which influences labor productivity in Zimbabwean
firms is lack of specialization. Small, varied orders over the past 30 years of operating in an
isolated market have not encouraged factory organizations or purchases of modern
equipment needed for more specialized, volume-oriented production. This is one of the big
differences, Nigel Gambier notes, between the Zimbabwean and Brazilian furniture
industries. Many of the Brazilian factories are specialized in producing a certain type of
furniture, for example, turned products or panel products. Gambier hired a local agent
when it shifted production to Brazil to assist in "placing" orders for individual products
with the appropriate firms. Willis Gambier's management states that, "this 'placing' is
critical to quality and price. Nobody can make a consistently good product, at the right
price, if they don't have the correct specialized machinery." The machinery is so
important to efficient production that Brazilian firms will negotiate changes in product
design with buyers to accommodate their particular equipment.

Lack of specialization has meant that Zimbabwean firms are generally unprepared
to plan, design products, negotiate and produce export orders for firms like Willis
Gambier. Most firms traditionally expanded by manufacturing a wider range of products
for the domestic market, including bedroom, dining and kitchen furniture. These were
often copies of existing products. One Zimbabwean company, for example, Sterling
Furnishers, produces over 350 different items. Historically, reduced specialization resulted
in production runs which were often as small as ten to twenty pieces per model. This
strategy meant that losses could be kept to a minimum if an item turned out to be
unpopular. Firms operated, as many do today, on what can almost be considered a "made-
to-order" basis, rather than on identifying a market niche and developing a product line.
Because of this history, a firm like Blooms was unprepared to negotiate effectively with
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Gambier, for example, by suggesting style modifications to suit available equipment or by
developing other products which might be produced more competitively. Nor was Blooms,
well prepared to negotiate price. With little experience in specialized, volume production
and a very limited cost accounting system, it was difficult for Blooms to accurately estimate
production costs. In addition, Blooms found it difficult to cope with the complexity of
styles and volumes of Willis Gambier's orders, which required different machining and
finishing techniques. It bought an expensive lathe to facilitate production of these parts.
However, because of the volume of the Willis Gambier order, Blooms had to operate this
piece of equipment 18 hours a day. Lack of additional resources to maintain the machine
under this heavy usage (specifically, the sharpness of the cutting blades) resulted in poor
quality components. In the end, these components had to be repaired manually, increasing
the cost of production and delaying the orders.

With the advent of export orders from firms like Willis Gambier, Zimbabwe's
furniture industry has begun to learn and to modernize. In particular, firms have begun to
introduce new equipment. Invariably, companies can point to 40 year-old machines, which
are another contributing factor in their low labor productivity. Recently, firms have been
importing new machinery to address this problem. One large furniture company, J. W
Wilson, reported that 30 percent of its machinery had been purchased in the last few years.
Two other large companies, Franpois and Micro noted that, where four years ago about 5
percent of the equipment had been purchased during the previous four years, today the
figure is more than 20 percent. Managers, however, state that they are having difficulty in
deciding what types of equipment to buy. Choices often range from buying a machine
designed to produce in high volumes at low cost against machinery which is more flexible
but not so fast. The choice dilemma is great when the firm does not know exactly what
market it is in. Managers stated that good information about demand characteristics in
foreign markets is critical in making such decisions.

In addition to new equipment, the furniture industry in Zimbabwe is also trying to
raise labor productivity by devoting resources to plant reorganization and other
improvements. As noted earlier, the new foreign manager at Blooms has begun to measure
worker time-motion efficiency. Wilson, one of-the industry's most established furniture
firms, has introduced the Kawasaki Production System in one of its factories at
considerable cost - nearly US$250,000. Wilson's managers report that the investment is
paying off in immediate labor productivity increases of between 30 and 40 percent, as well
as improved product quality.

At Blooms, several improvements have been made recently which are beginning to
shift its "bottom line" competitiveness enough to bring foreign orders back from firms like
Willis Gambier. Blooms has begun reducing wastage in its use of timber and cutting the
overall use of high grade timber in all of its products. As Appendix Figure A-1 indicates,
Brazilian firms waste much less timber in the production process than Zimbabwean firms.
When knots are found in pieces of timber, they are cut out and the smaller solid pieces of
timber are glued together to make various furniture components (for example, a bed rail).
The small offcuts of wood containing the knots are also sold off to a blackboard factory.
No part of the original piece of timber goes to waste. By contrast, in Zimbabwean
factories, when a knot is discovered in a piece of timber, the whole end of the board may
be cut off to get rid of the knot, and these pieces are discarded. The smaller solid pieces
that remain are then used as components; for example, bed legs, which, in many cases,
may mean additional cutting and more wastage.
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Table 5.12
Average Cost Reductions Resulting from Increased Productivity
for a Hilton Bunk Bed
Productivity Improvement Cost Saving per Bed (US$)
Reducing timber waste from 30% to 10% 5.00
Increasing production line speed of work by 30 percent 12.60
Placing 20 additional beds in each container 2.80
Total Savings 20.40

Source: Blooms Furniture Company, 1994

As Table 5.12 indicates, reducing timber wastage from about 30 percent to 10
percent, as Blooms has done, translates into a cost savings of about $5 per bunk bed (a 5
percent reduction in total cost).

In addition to cutting down on the direct labor required to produce a bunk bed by
30 percent, as noted earlier, Blooms also began evaluating its export packaging. In Brazil, it
learned, firms were able to pack many more beds into a 20' container, substantially
lowering their shipping cost per bed. Given that Blooms had little experience in exporting,
it had not thought much about such problems. Towards the end of 1994, the company's
investigation uncovered ways to increase the number of bunk beds in a 20' container from
115 to 135 by stacking the bed components differently in their cartons, as Appendix Figure
A-2 shows. This small change cut $2.80 off the landed price of a bed. With these modest
improvements in timber wastage, labor productivity and packaging, Blooms had realized a
total cost savings of $20.40 per bed by the end of 1994, putting it at par with Brazilian
producers.

Seeing these productivity improvements, Willis Gambier has begun to give Blooms
and other Zimbabwean firms additional export orders in 1995, and plans to continue
building back its relationship with Blooms over time.

Poor Understanding of Markets

Being isolated from international markets for so many years, Zimbabwean
companies have a poor understanding of the requirements of world markets and of export
marketing techniques. In general, their marketing techniques are reactive rather than
proactive. Typically, most Zimbabwean furniture companies, in their early explorations of
international markets, have tried to sell their own designs rather than obtaining market
information about preferred designs and price points in foreign markets prior to product
development. Their marketing efforts have met with little success. Also, Zimbabwean
companies seem to distrust trade intermediaries and foreign distributors, suspecting them
of making unreasonable profit margins. This distrust may be due, in part to not fully
understanding the levels in the channels of distribution, their functions and cost structures,
and the fact that traditionally Zimbabwean companies have sold directly to local retailers,
where markups were only moderately more than the factory-gate price. This contrasts to
the Brazilian practice, where factories insist on dealing through an agent wbo of-en issists
in negotiation, transfers of technology and rnarket information. As in other nascent
exporting countries, Zimbabwean producers of complex standardized products will have
to spend some period of time as OEM manufacturers, producing for buyers like Willis
Gambier, before they will be able to design their own products and market them in the
EU.



6. Getting African Manufactured Exports Going

Interviews with buyers and other market makers in the course of this study
indicate that there are substantial unexploited opportunities for Sub-Saharan African
producers in the EU in ethnic and standard products. Meeting the competitive
requirements of these markets, however, has been shown to be a formidable challenge for
nascent African exporters. Yet, there is reason for optimism; there is both good news and
bad news on the competitive front. The good news is that, in countries where policy
reforms have begun to substantially reduce price distortions, experienced African
producers are becoming price competitive with Asian and Latin American rivals in highly
competitive standard product areas, like garments and furniture. The bad news is that
there continue to be substantial microeconomic impediments in African countries which
limit export growth. It is to a summary and discussion of these microeconomic constraints
that we now turn.

The international transactions investigated in this study between African suppliers
and European buyers highlight six observed needs which must be addressed if African
producers are to successfully respond to the challenges they face in EU markets:

* Efforts must continue in Sub-Saharan Africa to liberalize the business
environment;

* The transaction costs of linking into international markets must be reduced;
* Technical learning must be enhanced in African firms;
* Access to export finance must be increased;
* The quality and management of export infrastructure must be improved; and
* EU trade policy towards Africa must be reformed, as we have already discussed in

Chapter 3.

Continue to Improve Business Environment

That price distortions and government regulations need further reform in most
African countries is a well-known fact. Becoming more price competitive in terms of unit
labor costs in foreign currency is the first step toward getting exports going. This study has
shown that, in countries where policy reforms have been pursued, unit labor costs in US
dollars, in factories run by experienced managers, are well within Asian ranges for
standardized products like men's shirts and wood furniture. The task-level efficiencies of
African machine operators are lower than those of more experienced Asian competitors,
but lower nominal wages in Africa offset these productivity differentials. In countries like
Ghana, Kenya and Zimbabwe, experienced African producers are price competitive!
Unfortunately, in countries like Senegal and COte d'Ivoire, even after the January 1994
devaluation, regulatory regimes, government wage policies and other factors continue to
artificially maintain formal sector wages well above market-determined levels. As a
consequence, unit labor costs constrain manufactured exports. Further reforms are a
prerequisite for export progress in these countries.

A second reason to be interested in a better policy environment is that it helps
foster the conditions for foreign investment and technical learning. As we noted in our
companion paper, Africa Can Compete! Opportunities and Challenges in Garments and
Home Products in the US Market, there is a clear link between the investment strategies of
foreign investors and the policy environment in the countries where they propose to
operate. European investors interviewed for this study point to several specific policy-
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related factors which figure prominently in their international investment decisions: price
competitiveness, labor/work force regulations, security of investment and ability to
repatriate profits, and infrastructure costs. All of these highlight the role governments can
play in creating an environment conducive to investment and growth.

Creating a more favorable business environment for foreign investors is important
not only to raise investment and employment levels, but also for the development of
Africa's long-run capability to produce and export standardized manufactured goods.
African firms, like Asian firms before them, must find ways to learn the technical
requirements of producing and competing in highly complex, standardized products in
world markets. In the newly industrializing countries of the 2 0 th century, this has occurred
in large part via working for and copying direct foreign investors, borrowing technologies
from foreign rivals, and learning from foreign buyers and suppliers. Facilitating these
crucial learning mechanisms relies heavily on a conducive policy environment to activate
these foreign connections.

Thus, it is crucial that policy reform programs continue to liberalize the business
environment in Sub-Saharan Africa. Much has been written on this problem in other
studies; hence, we will not dwell any further on these policy reform issues here.

Lower the Transaction Costs of Linking into International Markets
Even where policy reforms have created more favorable business environments,

exports do not occur automatically. Goods and services are sold to world markets through
institutions and via exchanges which involve transaction costs. Two types of transaction
costs occur in international trade: ex-ante transaction costs and ex-post transaction costs.
Ex-ante costs arise when buyers and suppliers expend resources searching markets for
potential customers and, once deals have been struck, developing appropriate contractual
arrangements to govern their exchanges. Ex-post costs are incurred when non-performance
of one of the trading parties results in costs for the other party. For example, when the
seller delivers late or delivers poor quality, the buyer's profits in subsequent sales can be
reduced. In addition, there are extra costs involved when the buyer engages in activities to
enforce the contract with the seller when late delivery or inappropriate quality occurs.
Increasing exports from Africa to EU markets will require mechanisms to reduce these
costs.

The types of mechanisms which reduce transaction costs of linking into markets
all over the world can be categorized under two distinct headings: private support
mechanisms and collective support mechanisms.65 Collective marketing support
mechanisms are so named because marketing assistance emanates from the collective action
of organizations such as governments, business associations, non-governmental agencies
and international development agencies. Private mechanisms, on the other hand, provide
marketing assistance in the normal course of private business transactions. The most
prevalent private mechanisms which reduce the transaction costs to firms of participating
in export markets are:

* trading intermediaries;
* search efforts by foreign buyers;
* opportunities for indirect exporting via subcontracting; and

65 For a discussion of the operation of these mechanisms in Asia, see Levy, B., with A. Berry, M. Itoh, L. Kim, and S.
Urata, 1994. "Technical and Marketing Support Systems for Successful Small and Medium Size Enterprises in Four
Countries." Washington, DC: World Bank Policy Research Working Papers Series, No. 1400.
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* the presence of pre-existing private networks that can facilitate entry to particular
countries and markets.

If these private mechanisms exist and are operating effectively, there will be less
need for collective support services such as:

* national export promotion agencies;
* business association promotion programs;
* donor agency support programs; and
* NGO support programs.

However, in some cases, collective support mechanisms can complement the
marketing activities of private firms. For example, government or donor agency programs
can assist the direct marketing efforts of nascent African exporters. So, the demand for
collective marketing support services will depend on two factors: the extent and
effectiveness of existing private support mechanisms and the need for complementary
assistance to direct private marketing efforts by enterprises.

It is clear from the investigations conducted for this study that the transaction
costs of linking into international markets in Africa are currently quite high. The private
mechanisms which have traditionally played important roles in reducing transaction costs
of trade in other regions of the world are weak and/or missing. Collective mechanisms are
also weak or missing in most cases, although some government and donor support efforts
have been helpful.

First, Africa has no reputation as an exporter of manufactured products. Worse,
where European buyers have some experience dealing with African suppliers, often one
hears stories about the trials and tribulations, and ultimate failure in some cases, of trying
to buy products from this part of the world. As a result, when buyers think about
searching for new sources of supply, African countries do not make the list of possible
candidates. In addition, we were told by many buyers that the cost of exploration for new
supply sources in Africa is "too high." Buyers from most EU countries today are making
many trips to Asia, because Asian countries have become the traditional source of supply.
As part of a normal buying trip, it is relatively low cost to make side excursions to other
Asian countries or other regions of the same country to meet and evaluate new companies
that might potentially become suppliers. Trips to Africa, on the other hand, "are costly
trips, off the beaten path, to an area which has no reputation as an exporter (in fact, even a
bad reputation in some cases), and to an area where we have no information on viable
companies which we might visit and evaluate as potential sources of supply."66

This reputation problem is something all nascent exporting countries have had to
overcome. Mechanisms must be found to reduce the high ex-ante search costs for buyers,
as well as the high direct marketing costs for African suppliers. In addition, ways must be
found to alleviate buyers' fears that ex-post transaction costs of dealing with African
suppliers will be higher than for beginning exporters from other regions of the world.

Secondly, Africa has only a scattering of knowledgeable export intermediaries.
Handicrafts buyers in the UK, France and Germany, for example, told us that one of the
greatest current impediments to exports is the lack of knowledgeable African
intermediaries to coordinate and expedite export orders. Without local trading
intermediaries, buyers have to incur much higher costs to coordinate and monitor

66 Quotation from an interview with a buyer from a large multinational retailer in the United Kingdom.
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purchases. In many cases, these costs tip the competitive balance in favor of products from
other regions of the world.

Of course, a primary reason why there are so few African export intermediaries in
manufactured products is that exports are just beginning in Africa. The extent of the
market, as Adam Smith argued long ago, limits the division of labor. Trading companies
need to have large volumes to keep costs down. So, until there are adequate numbers of
export suppliers, few trading companies will start up.

Thirdly, opportunities for indirect exporting in Africa via private subcontracting
channels are very limited. Currently, there are few large African companies in the export
business and, of the ones that do export, there are even fewer that subcontract. As many
studies have shown, subcontracting in Africa is still very limited.

Fourth, Africa has limited pre-existing private networks which it can exploit to
ease entry into foreign markets. In Asia, for example, pre-existing private networks, such
as the worldwide connections of the Chinese community, played a significant role in
easing foreign market entry. Expatriate communities, such as the Indians in Kenya, the
Europeans in Zimbabwe and the Lebanese in Ghana and Nigeria, might play similar roles.
But tensions between these communities and indigenous African communities in these
countries continue to limit this potential.

Lastly, collective marketing support services, which could substitute for or
complement these weak or missing private mechanisms, are missing in many cases or are
weak in delivering adequate services themselves. For example, most African countries have
commercial offices attached to their embassies abroad. These trade offices are supposed to
be the front line in providing information to foreign buyers and investors. To the
contrary, we heard from buyers and investors all over the EU that these offices invariably
provide very little useful information at all (for example, see the Kenya handicrafts case
study earlier in this report for the experience of UK buyers). We got the same story from
African firms, which had tried to use these offices to gather information about the EU. It
is unfortunate that such important information channels are not working because our
interviews in the EU found companies selling both ethnic and standardized products
which were interested in getting information on potential suppliers in Africa. Several of
these companies had been frustrated from the start by the lack of information they had
received from their contacts with African embassies. Some of these companies were still
trying to gather information on Africa via contacts through their local chambers of
commerce. This was proving to be only moderately successful.

National export promotion agencies, on the whole, have not performed much
better in Africa. The only national export agency which EU and African companies report
is doing an adequate job is ZimTrade in Zimbabwe. But Africa is not unusual in this
respect. National export promotion agencies, even in Asia where government industrial
policies have been relatively more successful, have not been credited with great successes.67
ZimTrade and several other national agencies have done some good in the areas of
promoting a better export image of their countries and in bringing in international buyers.
For example, ZimTrade financed inward missions for selected groups of European
journalists from trade magazines. This was successful, we were told, in that it generated a
considerable amount of favorable media coverage in Europe for Zimbabwean companies
that export products. Similarly, with Canadian technical assistance, the Export Promotion
Council of Ghana was successful in searching out and recruiting Pier One Imports to visit
Ghana and begin buying handicrafts for the US market. But, given the resources devoted

67 Op. cit. (Levy and others).
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to these agencies in most countries, these few successful cases of intervention on behalf of
the private sector come at a relatively high cost.

In addition, other sources of marketing support, like business associations and
Chambers of Commerce, which provided significant assistance in the form of information
and other services to Asian firms in early stages of export growth, are weak or non-existent
in Africa. Many of the African firms we interviewed suggested that exporter associations
be formed in each country to share information and provide some separately funded
export services to members.

Addressing the problem of high transaction costs of linking into international
markets in Africa is a difficult task. However, our interviews with EU buyers and African
exporters, together with the experiences of other developing countries, provide some
direction for public policy to support marketing efforts in these early-stage exporting
countries.

To begin, private mechanisms appear to be the bedrock of export marketing
efforts in all countries. A comparative study of three Asian countries (Indonesia, Japan and
Korea) and one Latin American country (Columbia) found that in the early stages of their
export growth, private mechanisms of export marketing support turned out to have been
much more important than collective mechanisms. 68This suggests that public policy may
have an important role in nurturing the development of these private marketing channels.
For example, we found no efforts in the development community or in government
programs in Africa to promote development of private trading intermediaries or trading
companies. As we noted earlier, the absence of trading intermediaries has been an
important impediment to export growth in products such as handicrafts. Programs are
needed to train would-be export intermediaries and to give technical assistance, perhaps on
a cost-sharing basis, to existing small trading companies. Programs may also be needed to
support the efforts of foreign buyers to search for new sources of supply in Africa, as well
as to work with new African suppliers to raise their export capabilities. Additionally,
support may be needed to assist local African firms to search for and work with foreign
buyers in various EU countries. Finally, efforts to promote and support development of
private mechanisms, such as subcontracting, have also been helpful in stimulating early
stage exports. Financial innovations, like back-to-back letters of credit (or sometimes called
domestic L/Cs) have promoted subcontracting in Asia, as well as legislation to protect the
interests of small firms embedded in subcontracting relationships.

Second, in terms of collective forms of marketing support, firms in Asia ascribe a
high value to their past participation in trade fairs at home and abroad as a means of
penetrating export markets.69 Our interviews with EU buyers and with African suppliers
uncovered a similar enthusiasm for trade fairs. Particularly in product areas such as
handicrafts and other kinds of home products, buyers talked a great deal about the value of
trade fairs. The organization of fairs in Asia was thought to be exceptional. The timing of
fairs in various countries are coordinated, interaction with supplier firms is facilitated and
made easy with lots of available information, and accommodations and communication
facilities are excellent. Buyers thought that trade fairs in Africa, if designed and managed
well, could be quite valuable. The one African fair several handicrafts buyers had attended,
the Ouagadougou Salon, did not receive very high marks. Buyers felt that the fair was: (i,
held in a place where accommodations are poor (buyers felt it would be better to begin
with fairs in regional centers with good accommodations, such as Nairobi, Harare and

Ibid, pg. 20.
69 bid, pg. 20.
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Abidjan); (ii) held at a bad time of year (buyers felt that a better time for handicrafts might
be in the Spring, when buyers are getting ready for the next Christmas, than in October);
and (iii) difficult to get to (buyers like to consolidate different destinations in one trip to
minimize cost and time). EU buyers also stated the South Africa was becoming more and
more important in terms of their sourcing plans. And, considering that more buyers are
beginning to travel to South Africa, fair organizers in other parts of Africa should try to
coordinate fair activities to get buyers to make side trips to their countries on their way to
and from South Africa.

External trade fairs in the EU, both private and government-sponsored, were cited
by African suppliers as valuable channels for learning about markets and for finding
cu3tomers. International donor agencies and government have instituted various programs
to facilitate greater participation in such fairs around the EU. Our interviews with African
suppliers at these fairs and in Africa raise some issues about implementation of these
programs. While trade fairs, and the collective programs to promote participation in them,
are potentially valuable mechanisms for linking buyers and suppliers, the benefits derived
from them by African producers are highly dependent on how they are implemented. An
example of the kind of problems that can occur was noticed at the Berlin Import Fair,
where we spent some time interviewing participants.70

The Berlin Import Fair is an event with three basic activities. The first activity is a
buyer fair, where suppliers from developing countries show their products to professional
buyers. Concurrent with the buyer activity is a second section of the fair, which is open to
the public, where suppliers display their goods for public sale. The third activity is a set of
seminars for fair participants on various topics dealing with practical aspects of doing
business in the EU.

To help promote African exports, some participants are selected by German aid
organizations, like Protrade, to participate in the fair, and all their expenses are paid.
Protrade consultants also help to select the best companies in a country to participate and
assist these firms to develop their product lines to get ready for the fair. On the face of it,
this kind of collective support is exactly what nascent African exporters need. It seems,
however, that in practice some difficulties arise which limit the potential benefits gained.

First, it is evident in interviewing participants at the fair that the selection of
participating African firms could be improved. We found quite a few stalls in the buyer
section of the fair run by government officials (or their wives) rather than by real
producers. Most of these officials had almost no information about the products displayed,
the companies that made them, or the prices to be charged for the quantities ordered. In
addition, we were told that the criteria used to select companies for participation often
seemed to be constrained by other kinds of development objectives rather than aimed at
selecting the most viable business enterprises.

Second, from the buyers point of view, African suppliers were seen as having some
interesting products, but when orders of any magnitude were given these suppliers could
not deliver the quantities needed. Moreover, many African suppliers could not quote
reasonable wholesale prices because they did not appear to know their production costs
and/or they did not understand the market very well. For these reasons, we were told,
fewer buyers were now attending the fair than in previous years. There is a need to assist
firms to upgrade their costing and production capabilities.

70 We do not use the problems of the Berlin Fair as an example because it stands out in any way. In fact, it is well
organized and a very useful experience for African suppliers. As the case studies of this report make clear (see the case
of Lisko, for example), the problems experienced at the Berlin Import Fair are typical of other fairs.
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Third, to penetrate markets, companies generally have to go to a trade fair two or
three times before they begin to establish a rapport with buyers. Thus, nascent exporters
should not have very high expectations for their first fair attendance. Folk wisdom states
that one loses money on the first fair, breaks even at the second and finally makes money
at the third. We were told in interviews that many companies had only been selected to
participate in the Berlin Fair once. The next year, someone else was selected. This may not
be enough to get a foot in the door in the EU market. There is a need to select viable
companies and to work with them for several years to give them a reasonable chance for
success. In general, this necessitates going to the same fair several times in order to build
relationships with individual buyers rather than attending different fairs which have
different audiences.

Fourth, trade fairs are valuable mechanisms in themselves, but they need to be
supplemented with follow-up assistance. After participating firms receive orders at fairs,
two additional forms of assistance were suggested by our interviews with African buyers
and suppliers. One is to make a visit to the EU buying company and its showroom.
African suppliers need to see and understand the markets in which buyers operate. They
also need to learn more about how to adapt their products to the market and more about
other products they might produce within the existing, or planned, product collection of
potential buyers. Buyers can be quite helpful in design assistance and in transferring
production technologies to suppliers. Lastly, visits to buyers signal business credibility and
buyers are generally more willing to give additional orders and work with suppliers when
they take the time to visit. Another need for post-fair assistance is in the area of follow-up
technical assistance. Particularly in design and production, suppliers need assistance in
meeting the requirements of the EU market.

Promote Technical Learning in African Firms

The case studies of export supply constraints presented in this report indicate that
African firms need to raise their technical production capabilities if they are going to be
successful over the long run in EU markets. Five areas were shown to be of key
importance in this respect: (i) the ability to cost and price products for export; (ii) the
ability to choose the most appropriate production machinery; (iii) the ability to design and
produce higher quality; (iv) the ability to manage and produce high volumes of complex
products at low cost; and (v) the ability to meet tight delivery schedules. It was not long
ago that similar problems were evident in Korean and Taiwanese firms, and before them in
Japanese firms. In the last 30 years, these East Asian firms have learned to be world class
exporters, and there is no reason why African firms cannot learn and develop their
production skills in a similar manner. The central question is how to promote technical
learning in the near term so that African producers can take advantage of some of the
current export opportunities outlined in this study?

Historical experience, derived from detailed firm-level studies around the world,
directs attention to several major characteristics of the technical learning process which
should be considered in formulating any assistance programs to promote capability
development:
* A large part of technology, both new production processes and products, involves

uncodified knowledge: rules of thumb that are acquired only with experience and only
via sustained interaction with the people and institutions which embody this know-
how.
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* Sustained interaction between transmitters and recipients of technical knowledge is
important because it reduces uncertainty and cost in acquiring know-how. The
presence of an individual with actual production experience in using the technology
reduces the uncertainty and cost of acquisition below that which would be in evidence
if the recipient only had a blueprint to work with.

* Because of the complexity of technology and its many uncodified elements, learning-
by-doing, trial and error and step-by-step incremental learning are all important for
technology transfer. Accordingly, proactive, time-consuming efforts must be made by
firms to transfer new process and product technologies and these investments can be
costly.

* Successful absorption of a new technology is only the first step. After the initial
learning is mastered, it is critically important for firms to develop the ability to adapt
and modify practices as circumstances change. Problems arise frequently from local
changes in inputs, products and processing requirements. Adaptability in these areas is
especially important as firms enter world markets, where, even in relatively standard
products such as textiles, frequent changes are necessary in inputs and designs.

It is these major features of the accumulation of technical know-how which give
individuals such a decisive role in its transmission and diffusion of technology. Both within
countries and transnationally, virtually all studies of technology transfer find that the
diffusion of technical skills results from the movements or interactions of individuals from
firm to firm and from country to country. There appears to be no evidence that the
transfer of technological production capabilities can be achieved effectively by other modes
independently, such as via technology licenses or via blueprints sent over the Internet
unaccompanied by sustained individual interaction.

Learning Mechanisms
The channels through which individuals and institutions diffuse technical know-

how to firms and workers can be classified according to the schema in Table 6.1. As with
marketing support mechanisms, enterprise learning in all economies is assisted by a host of
private and collective mechanisms. We begin with an examination of the private learning
mechanisms.

Private Mechanisms

The leading source of technical learning in firms in all countries comes via private
channels - from determined internal technical efforts of firms themselves, from business
interactions with buyers and suppliers, from interactions with other firms in the same
industry, from hiring consultants and other technical experts, and so on. When firms are
unable to meet their technological needs internally, there will be a demand for collective
technical support services of government, NGOs and donor agencies to fill the gap.
Hence, external-private and collective mechanisms of technical support can be viewed as
partial substitutes. Of course, they are also partly complementary in that collective
technical support services of governments, NGOs and donor agencies can work to
enhance the effectiveness of existing private learning mechanisms.
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Table 6.1
Learning Mechanisms in Technology Transfer
* Private Learning Mechanisms

- Internal
* In-house training.
* R&D.
* Hiring expatriates.

- External
* Foreign buyers and suppliers.
* Interactions with other firms (e.g., subcontracting), industry networks, or mobility of workers.
* Courses.
* Hiring local or foreign consultants.

* Collective Learning Mechanisms: Technical Support Services (NGOs, Government,
Business Associations, Donors)

- Broad-based
* Cost sharing technical assistance.
* Build up local TA services.
* Training courses (companies or intermediaries).
* Information services.

- High-intensity
* Direct technical support to specific firms.
* Technical license agreements.

Source: Adapted from Levy B., with A. Berry, M. Itoh, L. Kim, J. Nugent, and S. Urata, 1994.
"Technical and Marketing Support Systems for Successful Small and Medium Size
Enterprises in Four Countries." Washington, DC: World Bank Policy Research Working
Papers Series, No. 1400.

Internal Sources of Learning. In-house technical effort is a crucial source of
learning. Most small and medium manufacturing exporters, questioned in a recent survey
covering Asia and Latin America, indicated that the combined effort of the entrepreneur
and workers played the strongest role in the firm's technological development.71 Learning-
by-doing, on-the-job training and internal tinkering, adaptation and modification are cited
as the most important sources of technological capability and productivity gains over the
lifetime of the firm. Such technical efforts are also occurring in African firms. The firms
that we interviewed in Africa are engaged in training workers, rudimentary research and
development activity, and development and use of technical documentation and technical
offices.

Where African firms appear to differ from their Asian and Latin American
counterparts is in the overall incidence and quality of internal technical efforts. In-house
worker training is a good example. The pattern and determinants of enterprise training in
Africa, across firms, sectors and types of workers, looks rather similar to the patterns and
determinants found in other countries: large firms train more than small firms; foreign-
owned firms train more than domestic firms; exporters train more than non-exporters;
managerial and skilled workers receive more training than unskilled workers; and so on.
Where African firms differ most is in the overall incidence of formal enterprise training.
Only a very few large firms, mostly multinationals, have any kind of formal, in-house
training courses. The same is often true of the other elements of internal technical effort,

71 op. cit. (Levy and others).
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like organized research and development activities to design or adapt new products and
processes, and technical documentation to facilitate in-house learning.

Some of the difference in observed incidence and quality of internal technical
effort in African firms, compared to the rest of the world, is attributable to differences im
average firm size and average skill ratios of the work force. Larger firms with higher
worker skill ratios in all countries are likely to train more than smaller firms with
unskilled workers. Larger firms, because of economies of scale in training and so on, can
afford to engage in more training, and particularly training of a formal nature.72 Policy
also matters, of course. In countries like Zimbabwe, which have more elaborate vocational
training systems, more privately provided training alternatives and policies to promote
firm training, one tends to observe higher average enterprise training because firms (and
workers) take advantage of these external training sources and because the returns to
enterprise training are higher and the costs lower.

A lot more of the difference in internal technical efforts of African firms, however,
can be explained by the mix of products being produced and the quality of available
external support services. Many studies have shown that some production activities carry
with them a high rate of skill acquisition, and other routine or traditional ones are
associated with a low rate.73 That is, producing a mix of traditional goods which has been
produced for many years engenders a much lower rate of capability development from
learning-by-doing than does producing a more modern mix of (tradable) goods. These
potential learning gains can be reaped via import substitution activities or, as it appears
from empirical evidence in East Asia, much more from exporting activities. The fact that
many African countries have had policy regimes which have caused economic activity to
stagnate, and/or created an anti-export bias, has inhibited firms from moving up the
",quality ladder" in terms of product mix. The result has been much lower rates of internal
technical learning-by-doing as well as much lower quality in the internal learning activities
that do take place. Only Zimbabwe, during the import-substitution days of the UDI
blockade, shows any visible signs of having substantially increased skill acquisition by way
of learning-by-doing.

The internal technical efforts of the firm will not amount to much if the
environment within which the firm operates is not supporting these efforts with new
inflows of know-how, new market connections and access to individuals with technical
expertise. The availability and quality of business support services are crucial elements in
the internal learning process. As discussed below, the fact that these external support
services, both private and collective, have been weak and missing in some cases has limited
significantly the effectiveness of enterprise internal technical efforts.

External Sources of Learning. External to the firm, a host of private learning
channels potentially exist on which firms can draw as they seek to build technological
capability. The observed importance of individual external private mechanisms for
acquiring technical capability differ across countries depending on country "endowments:"
that is, on a country's existing industrial organization (e.g., the extent of vertical and
horizontal interfirm linkages); on the availability of industry-specific courses, specialized
consulting services and useful technical information; and on the country's links with the
international marketplace. Thus, in Japan, the strong vertical links between large firms,

72 For more detail, see Biggs, T., M. Shah and P. Srivastava, 1995. "Training and Productivity in African Manufacturing
Enterprises." Paper presented at the Conference on Enterprise Training Strategies and Productivity. Private Sector
Development Department, World Bank, Washington, DC.
For a review of this literature, see Lucas, R.E., Jr., 1993. "Making a Miracle." Econometrica 61(2): 251-272.
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like Toyota and Mitsubishi, and their smaller subcontractors drive a large part of the
technological learning process. In Italy, Taiwan, and some parts of Korea, horizontal links
between small and medium firms in industrial districts or "clusters" are very important in
technology acquisition. And in other countries, like Indonesia, where a recent inflow of
foreign investors and buyers is driving a nascent export boom, the crucial factors in
technology accumulation are the international linkages with these foreign economic
agents.

Where country "endowments" are limited (that is, where vertical and horizontal
inter-firm ties are weak, where connections with foreign market agents are limited, and
where the micro-environment of specialized technical information and technical services is
"thin"), the obstacles to enterprise learning can be formidable. Acquiring technical
capability in firms in such circumstances may require proactive strategies to strengthen
existing learning sources and to substitute for modes of technology transfer which are
missing. This is surely the case with Sub-Saharan Africa.

With the exception of multinational companies and a few large exporters, most
Sub-Saharan African firms are technologically isolated from the rest of the world. As a
consequence, connections with international private learning sources, such as foreign
buyers and suppliers, are weak or non-existent. Moreover, domestic firms operate in an
information-poor environment. There are a small number of firms in each modern
industrial sector, which means that firms cannot rely on interfirm flows of information or
employees to acquire new products and production knowledge, as in more developed
countries. In addition, direct foreign investment is limited, reducing the ability to "learn-
by-imitating" and the ability to "benchmark" the firm's operations against internationally
competitive firms in the same business. External training opportunities and specialized
consulting services are also often weak or not available locally, and information services on
technical business matters are very poor. Lastly, collective support services to assist
technical learning are often poorly delivered when they exist at all.

Where African firms have access to foreign flows of technical knowledge through
technical assistance contracts, technical license agreements and foreign ownership, studies
show that they were much more productive. Such private external learning mechanisms
increase average firm productivity by about 30 percent. '4 The priority task for public
policy at the firm level is first to ensure that the business environment facilitates - rather
than obstructs - the development and functioning of the private-to-private flow of
technical know-how at home and from abroad. Measures here span a rather wide range of
issues, but might include:
* Reducing the problems and costs to firms in hiring experienced expatriate personnel.

This would include things like making expatriate salaries tax free, allowing expatriates
to easily repatriate salary earnings.

* Making the environment better for multinational investors in key labor-intensive
industries and encouraging vertical and horizontal linkages with local companies.

* Finding ways to reduce the transaction costs of subcontracting. At current levels of
manufacturing activity and levels of education and skill, the transaction costs of
subcontracting are likely to be quite high for some time. However, a substantial
current barrier to subcontracting in Africa is the problem of contract enforcement.
Finding inexpensive ways to enforce business contracts, by way of private or public

74 See Biggs, T., M. Shah and P. Srivastava, 1995. Technological Capabilities and Learning in African Enterprises.
Washington, DC: World Bank Technical Paper No. 288, p. 54-55.
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enforcement mechanisms, could reduce the transaction costs and risks of
subcontracting substantially.

Considering the evident limitations of existing private learning mechanisms in
Africa today, proactive interventions at the firm level to accelerate technological
accumulation must be the next priority. Evidence from other developing regions of the
world indicate that there are substantial benefits to be derived from collective
technological support, if it is implemented properly.

Collective Learning Mechanisms

Collective technical support programs generally take two basic forms: "broad-
based" or "high-intensity." Broad-based programs work to facilitate the development of an
information-rich environment from which firms can draw to upgrade their technical
capabilities. High-intensity collective support, on the other hand, aims to promote
technical learning by supplying technological know-how directly to firms. In practice,
some countries, like Korea, provide both types of support together in a single government-
directed program.

Broad-Based. Taking broad-based programs first, examples of technical support
services that have been popular with Asian and Latin American firms include: provision of
industry-specific courses on specialized topics; facilitating the use of technical consultants,
either by providing financial assistance to firms for hiring consultants, or by providing
consultants directly; making technical information available; and promoting information-
sharing among firms. Much can be learned from the successes of collective support
programs, in "endowment-poor" Asian and Latin American countries, like Indonesia and
Colombia, where vertical and horizontal interfirm links are poor and information and
technical services are relatively "thin." Proactive interventions to provide broad-based
technical services have been successful in assisting small and medium exporters to
overcome these limitations in these countries.75 Key lessons, with respect to successful
delivery of services, that emerge from such programs include the following:
* Programs should make available usable information and other services, leaving it to

firms to judge their specific needs and how information and technical assistance can be
adapted to these specific needs. For small firms, which are technologically primitive
and "don't really know what they don't know," special measures might be needed in
terms of more "hands-on" assistance. The maxim for any "hands-on" assistance must
be that it is "performance-based." That is, high performing firms get the assistance.

* There is a great need for providers of broad-based technical support to be close to, and
familiar with, the needs of clients. A consistent feature of successful programs in
Colombia and Indonesia is that broad-based support is most effectively delivered by
decentralized institutions, like business associations and independent NGOs. The
record of centralized provision by government agencies is uneven and sometimes quite
poor. However, centralized institutions often provide finance for operations of
decentralized providers successfully.

* The demands on institutional capability of provision of successful, broad-based
support in Indonesia and Colombia is found to be relatively light compared to high-
intensity support programs. However, institutional weaknesses among providers cause
delivery problems in some cases.

7 Op. cit (Levy and others).
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* Technical courses emerge as the most popular form of broad-based support from the
firms' point of view. For example, more than 50 percent of Indonesian small and
medium exporters in the wood and rattan furniture sub-sector sent workers to
technical courses run by the industry association or independent NGOs. These courses
were cited by firms as extremely useful for technical development. Similarly, in
Colombia, small exporters in the leather and garments industries sent large
proportions of their workers to courses run by industry associations and the National
Training Organization. Technical consultants, provided on a cost-sharing basis (50
percent of the cost), are cited by firms as the second most useful support service in
most cases.

* Access to private learning mechanisms are uneven. Private channels appear to be
mostly accessible to larger firms and firms with more educated managers. Collective
support was able to substitute for a lack of access to private channels. Small firms
relied more heavily on collective support.

Given these lessons from Asia and Latin America, what can be said about the
objectives of collective support efforts in Africa? First, the most highly desired support
services, as articulated in interviews by African firms themselves, seem to coincide with the
types of programs popular in Asia and Latin America, namely specialized technical courses
and technical assistance for productivity improvement. A first priority for broad-based
collective support programs should be to deliver effective services in these areas. These
services will be particularly important for small, black-owned firms. A recent study of
technological capabilities in Zimbabwe, Kenya and Ghana showed that entrepreneurs from
small, black-owned firms attended courses external to the firm more often than other
entrepreneurs.76 In general, private learning mechanisms appear to be the most readily
accessible to larger enterprises with some foreign ownership, and to educated
entrepreneurs who can take advantage of private network linkages. Hence, an exclusive
reliance on private learning mechanisms might reduce the participation of smaller, black-
owned firms in the technological upgrading process.

Second, given the tacit nature of technology discussed earlier plus the current low
technical capability endowments in Africa today, the necessary changes in production
engineering to raise productivity significantly are not likely to be successfully implanted
on a one-shot, short-term or sporadic basis typical of technical consulting or short courses.
Ways will have to be found to provide broad-based support on a more sustained basis in
Africa. Assistance with hiring experienced expatriate technicians might be one approach to
this problem.

Third, given the crucial need for decentralized delivery of such services to be close
to clients and the fact that, in Africa, there are few decentralized providers with the
wherewithal to successfully mount such efforts, a central objective of policy must be to
build up the necessary institutional infrastructure. Key institutions, like industry
associations and independent NGOs need to be strengthened to deliver broad-based
technical support.7 7 Centralized providers, which currently deliver some of these support
services in Africa, could also be encouraged to move closer to clients to increase the

76 Op. cit. (Biggs and others, Technological Capabilities and Learning in African Enterprises).
77 We do not mean to leave the impression here that decentralized providers in Africa are weak and everywhere else they

are strong. Indonesia's industry associations are by no means outstanding either. Levy and others state that, "...they
are not professionally staffed; ... are rarely accountable to their members; ...tend to be captured by powerful players in
the industry; and are consequently viewed with suspicion by smaller firms." Overall, it has been the private channels
that have been responsible for most of the technical upgrading which has occurred (See Levy and others, 1995).
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effectiveness of their existing programs. Particularly in the area of training, closer
partnerships with firms could enhance service delivery. However, the longer-run objective,
if Asia and Latin America are to be our guides, would be to decentralize delivery of
support services, and perhaps leave funding to centralized providers.

Fourth, if the successful East Asian experience tells us anything, it highlights the
central importance for productivity growth of learning-by-doing. Broadly speaking,
learning-by-doing includes the skill development which comes from producing particular
kinds of goods, as well as the knowledge which is gained from interaction with buyers and
other economic agents in marketing the product. Collective support efforts need to focus
on creating and maintaining foreign market linkages in Africa to foster more learning-by-
doing. For example, broad-based support programs are needed to finance trips for African
producers to foreign markets. Producers might receive assistance to go to trade shows and
visit buyers and suppliers. Foreign buyers might also receive support to visit African
producers. The objective of such support would be to obtain new markets for African
producers, so that the mix of goods produced can be upgraded over time - adding to
learning - and to transfer technical knowledge through market interactions with buyers
and suppliers. Technical support agencies can also perform the important function of
information broker in this respect: publications, seminars and exhibitions would be useful
ways to transfer technical information.

Lastly, a highly desired technical support service by the firms in some of the
78

countries we visited was the provision of quality control testing and inspection services.
The focus of managers on such services reflects the perceived need in these countries to
meet higher quality standards brought on by more extreme competition under current
policy reform programs. These services should be part of any broad-based collective
support effort.

High-Intensity. The objective of high-intensity technical support is to meet
directly the specific technical needs of firms which cannot be obtained via other types of
mechanisms. Demand for this type of direct support comes from firms operating at
relatively high levels of technological complexity. Examples of high-intensity support
include direct technical assistance from government techrptlogy institutions in the form of
productivity improvement or joint technology developi. - L programs. Again, the lessons
from high-intensity technical support programs in Indonesia and Colombia are instructive
for Africa:
* The demands on institutional capability to effectively deliver high-intensity technical

support are substantial. Supplying agencies must have as much or more competence on
sophisticated, industry-specific technical matters as the clients they serve.

* Notwithstanding the fact that both Indonesia and Colombia have publicly provided
high-intensity support programs available, few firms report benefiting from these
services on any significant scale.

* A central lesson from the experience of high-intensity support efforts in Indonesia and
Colombia is that, at their respective stages of development, government should not be
in the business of direct delivery of technology services. Public institutions generally
lack the technical capability, commitment and flexibility to provide quality support
services to firms. The government's role should be to facilitate and support the
emergence of private networks of technology provision.

780p. cit. (Biggs and others, Technological Capabilities and Learning in African Enterprises), pg. 147, 175.
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This experience is not unlike that found in Africa. Ghana, Kenya, Zimbabwe and
the other countries we visited all have government technology institutions of one kind or
another. However, few firms report using these high-intensity services and fewer still have
anything good to say about them."7 Effectively, the only government-related technical
services which firms report using with any regularity are bureaus of standards (for quality
testing) and vocational training institutions. Neither of these services receives very high
marks by the survey firms using them in any of the countries.

Given the record of centralized provision of support services in Africa and the
pervasive organizational weaknesses of public institutions - in terms of human capital,
commitment and funding - the potential for delivering high-intensity technical support is
severely limited. As in Indonesia and Colombia, the government's role should be to
support private-to-private technology provision. Assistance for training and technical
consultants by public agencies to support delivery of these services by non-government
providers on a decentralized basis would also be beneficial.

Provide Greater Access to Finance

Shortcomings in the banking system, shared by all countries surveyed, severely
restrict the opportunities for obtaining working capital, specifically pre and post-export
finance. Access to export financing remains a major hindrance to exporters of non-
traditional products, particularly for small exporters. Working capital is also critical for
garment manufacturers, but access to it is often limited. Inexperience, both within the
exporting community and in the banking system, has led to ineffective timing in granting
export credit, which in some cases has led to delays in payment. Most local banks take two
weeks, and often longer, to process an LC. Banks typically are uninterested in adapting
financial products to meet the needs of viable small or medium enterprises. The tendency
is to try to mold the customer to an existing set of financial products. As a result, bankable
small and medium enterprises have a hard time accessing overdrafts and short term capital,
let alone credit for expansion.

Restrictions on foreign exchange transactions that continue to exist in parts of
Africa disproportionately affect local manufacturers. Expatriate manufacturers tend to be
less affected by a restrictive local banking system as they have easier access to off-shore
financing through arrangements with a parent company and can obtain their raw materials
through internal transactions with the parent company or off-,. .e partner. Moreover,
foreign exchange restrictions have the effect of isolating a local manufacturer from
developments in equipment and technology elsewhere in the world.

Improve Infrastructure
Although neither the standardized garment industry (judging from the experience

in countries such as Bangladesh and Sri Lanka) nor the handicrafts industry require
particularly sophisticated infrastructure for their development, improvements in basic
infrastructure are needed in all five countries surveyed. Infrastructure, particularly
telecommunications, is weak. At the present level of operations, it does not seem to pose
significant obstacles for the manufacturers which are all located within the major industrial
centers. Nevertheless, each of the five countries has infrastructural deficiencies that could
hamper the growth of their industries. For example, Beira - the principal port of

9Ibid., pg. 148,174,197.
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Mozambique and the closest ocean port to neighboring Zimbabwe - is still difficult to
reach because of security risks, and transport from Nairobi to Mombassa frequently suffers
from the poor condition of the main road or breakdowns in the rail system. At the current
level of exports the port facilities seem to be adequate, but any significant increase would
quickly cause bottlenecks in ports such as Mombassa and Dakar. For the moment,
manufacturers are planning for these "shocks" in their overall time schedules and are able
to maintain a satisfactory delivery record. However, unless addressed, infrastructural
deficiencies could put a quick halt to further growth of exports. What is noteworthy is
that the level of infrastructure development required is niot extensive. Exporting does not
require rebuilding the whole road or port system in a cc untry; for example, the addition of
a few extra cranes in Mombassa port and improvements in the road and rail system
connections to Nairobi would suffice in the short term.

Conclusions

This chapter has summarized five observed needs which must be addressed in
Africa if producers are to respond to market demand - a demand which unquestionably
exists among the buyers we interviewed in Europe. How.ever, in talking to buyers,
suppliers and consultants who have experience working in Africa and Asia, several factors
touch on programs which are being, or might be, implemented in Africa.

Market demand is being constrained at the outset by the difficulty buyers have in
identifying suppliers. The uniform approach of buyers, whether a pioneering garments
buyer or small handicrafts importer, in using the commercial sections attached to the
embassies to link with suppliers is significant. Most are critical of the service. Many
attend trade fairs, but these are infrequent and generally poorly organized in Africa, and
the professionalism of African firms at European fairs does not yet match their global
competitors. Our research shows that improvements in these linkage mechanisms would
be beneficial. For example, the services of commercial sections could be contracted out or
the existing services upgraded through better information and staff training. Trade fairs in
Africa could be developed and linked to buyer-seller reciprocal visits. Supplementary
services could be promoted at these fairs for both buyers and sellers (e.g., consulting and
intermediary services, supplier searches, financial and freight services, etc.) so that they
become business centers.

There are two constituencies which our research shows to be significant in the
development of business and these have not traditionally been addressed by donors: the
pioneering buyers and the intermediaries. Stability is required in the business environment
so pioneering buyers can measure the risks they take in developing new countries. These
buyers view Sub-Saharan Africa as being riskier to source from than, for example, Asia,
and incentives like support for supplying technical experts may be appropriate to
encourage risk-taking. Intermediaries are less easy to identify than pioneering buyers, but
some have been picked by buyers. Experience in other countries suggests that they may
emerge from government export agencies or small exporters who wish to diversify.
Technical training, assistance in identifying potential clients and access to finance could be
provided.

The need for technical assistance in Africa is very evident, and it is fashionable to
focus on cost-sharing grant schemes as an appropriate mechanism to facilitate this aid.
These schemes often concentrate on marketing activities, but our case studies demonstrate
that a matching supply-side capability needs to be developed, albeit in the context of
export development. This is rarely identified by companies, largely due to their traditional
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isolation and lack of knowledge of achievable levels of productivity. Furthermore, these
schemes often support applications by firms for single activities while our interviews
suggest that a longer-term, multi-faceted focus is needed. For example, firms need to visit a
fair for several years to penetrate a market and to make supplementary visits to buyers
over two or three years.

During this study, we have often invoked Asia by way of comparison. It seems to
us that Asian countries have been exposed more to the global environment, and firms may
have benefited from years of multi-disciplinary projects during which they have become
accustomed to using consultants, to the need for integrated development and to the
measurement of the value of such activity. African firms do nc t have this experience and
may require some coaching before they can properly identify t' eir needs and benefit from
technical assistance for which they have paid fully or in part.

Finally, it has been sobering to observe the speed at which changes in the market,
the business environment and the infrastructure impact on firms. In order to be truly
effective, the speed of donor-supported assistance must match the speed of these changes -
and this may be more challenging than designing the support prcgnums themselves.
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Table A-1
Handicrafts Imports into the EEC12 1993

Total Imports and Imports from Sub-Saharan Africa
(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Importsfrom Sub-
Europe ~ USA into EEC12 Saharan AfricaEurope USH into EEC/2 into EEC12

Basketware, wickerwork Basketware, wickerwork and other articles made directly to shape 46.02 899.71 281.33 2.81

from plaiting materials...
Articles of wood Manufactured articles of wood: tools, tool and brush bodies and 4417.00 and 44.21 635.9 639.43 2.22

handles, shoe trees, other articles of wood, n.e.s.
Wood marquetry Wood marquetry and inlaid wood, caskets and cases for jewellery or 44.20 635.49 284.25 3.14

cutlery, statuettes and other ornaments of wood, wooden articles of
furniture not falling within SITC division 82

Worked stone Marble, travertine, and alabaster and articles thereof, moulded, tumed, 6802.91 661.36 255.32 0.01

polished, decorated, carved or otherwise worked

Imit. jewellery lmitationjewellery 71.17 897.2 549.91 1.07

Worked ivory and bone Worked ivory, bone, tortoise-shell, horn, coral, mother of pearl and 96.01 899.11 21.43 0.32

other animal carving material and articles of these materials
Worked vegetable or mineral Worked vegetable or mineral carving material and articles of these 9602.00 899.19 62.28 0.12

carving materials; moulded or carved articles of wax, of stearin, of natural
gums or natural resins or of modelling pastes and other moulded or
carved articles.

Orig. sculptures Original sculptures and statuary, in any material 9703.00 896.3 217.85 1.50

Hand-woven rug Carpets and other textile floor coverings, knotted 57.01 659.2 1289.56 0.01

"Kelem", "Schumacks", "Karamanie" and other hand-woven rugs 5702.10 659.3 46.57 0.01

Carpets and other textile floor coverings, tufted 57.03 659.4 1536.86 0

Handmade lace Lace, hand-made 5804.30 656.43 3.61 NA

Hand-woven tapestry Tapestries, hand-woven, of the type Gobelins, Flanders, Aubusson, 5805.00 658.91 8.50 0.06

Beauvais and the like, and needle-worked tapestries (e.g. petit point,
cross-stitch) whether or not made up

Textile bags Sacks and bags of textile materials, of akind used for the packing of 63.05 658.1 213.07 2.87

goods .

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-2
Clothing Imports into the EEC12 1993

Total Imports and Imports from Sub-Saharan Africa
(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Importsfrom Sub-
Europe USA into EEC12 Saharan AfricaEurope ~~~~~~~~~~into EECI2

Men's woven: Mens and boys clothing, of textile fabrics, not knitted or crocheted:
Trousers Trousers, bib and brace overalls, breeches and shorts 6203.41-6203.49 841.4 4136.07 59.94
Shirts Shirts, cotton and non-cotton 62.05 841.5 2998.04 61.41
Briefs, etc. Singlets and other vests, underpants, briefs, nightshirts, pyjamas, 62.07 841.6 240.01 1.94

bathrobes, dressing gowns and similar articles
Men's knitted: Mens and boys clothing, of textile fabrics, knitted or crocheted:

Trousers Trousers, bib and brace overalls, breeches and shorts 6103.41-6103.49 843.24 241.17 2.71
Shirts Shirts, cotton and non-cotton 61.05 843.7 819.11 35.19
Briefs, etc. Underpants, briefs, nightshirts, pyjamas, bathrobes, dressing gowns 61.07 843.8 651.82 3.42 -.

and similar articles
Women's woven: Womens and girls clothing, of textiles, not knitted or crocheted

Dresses Dresses 6204.41-6204.49 842.4 874.80 5.07
Skirts Skirts and divided skirts 6204.51-6204.59 842.5 1190.78 2.72
Trousers Trousers, bib and brace overalls, breeches and shorts 6204.61-6204.69 842.6 2299.44 27.09
Blouses Blouses, shirts and shirt-blouses 62.06 842.7 2596.80 15.45
Briefs Singlets and other vests, slips, petticoats, briefs, panties, nightdresses, 62.08 842.8 476.23 5.85

pyjamas, negligees, bathrobes, dressing gowns and similar articles
Women's knits: Womens and girls clothing, of textiles, knitted or crocheted

Dresses Dresses 6104.41-6104.49 844.24 460.76 2.59
Skirts Skirts and divided skirts 6104.51-6104.59 844.25 213.71 2.17
Trousers Trousers, bib and brace overalls, breeches and shorts 6104.61-6104.69 844.26 1039.48 6.39
Blouses Blouses, shirts and shirt-blouses 61.06 844.7 500.02 9.71
Briefs Slips, petticoats, briefs, panties, nightdresses, pyjamas, negligees, 61.08 844.8 1359.27 6.89

bathrobes, dressing gowns and similar articles
Babies' garments not knitted or crocheted 62.09 845.1 1068.82 3.51

knitted or crocheted 62.11

Knit sweaters Jerseys, pullovers, cardigans, waistcoats, etc, knitted or crocheted 61.10 845.3 6697.32 219.85
T-shirts T-shirts, singlets and other vests, knitted or crocheted 61.09 845.4 3180.92 131.72
Knit scarves Shawls, scarves, mufflers, veils, etc., knitted or crocheted 6117.10 846.93 50.86 0.35

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-3
Home Products Imports into the EEC12 1993

(Furniture, Home Textiles and other Home Products)
Total Imports and Imports from Sub-Saharan Africa

(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Imports from Sub-
Europe USA into EEC12 Saharan AfricaEurope ~~~~~~~~~~~into EEC 12

Wood furniture:
Office Office fumiture 9403.30 821.51 320.96 0.07

Kitchen Kitchen fumiture 9403.40 821.53 453.92 0.06

Bedroom Bedroom fumiture 9403.50 821.55 873.06 2.02

Other uses Other wooden furniture 9403.60 821.59 2417.77 3.38

Metal furniture:
Office Office fumiture 9403.10 821.31 292.97 NA

Other Other metal fumiture 9403.20 821.39 674.58 0.04

Home textiles
Blankets Blankets and travelling rugs 6301.20- 658.3 88.91 0.01

6301.40 _____

Bed linen Bed linen, table linen, toilet linen and kitchen linen 63.02 658.4 2055.84 6.27

Curtains Curtains (incl. drapes) and interior blinds; curtain or bed valences 63.03 658.51 202.23 0.05

Bedspreads Bedspreads 6304.11 and 6304.19 658.52 61.25 0.07

Wall cover. Textile wall coverings 5905.00 657.35 37.70 NA

Furnishings Fumishing articles, n.e.s. 6304.91- 658.59 208.50 0.27
6304.99 _-

Other products
Tableware Tableware and kitchenware, of wood 4419.00 635.42 96.54 0.22

Glassware Glassware of a kind used for table, kitchen, toilet, office, indoor 70.13 665.2 1139.43 0.14
decoration or similar purposes, n.e.s.

Ceramics Statuettes and other omnamental ceramic articles 69.13 666.2 542.29 0.22

Ceramic tableware, kitchenware and other household articles 6911.10 and.90, 69.12 666.1 998.67 0.10

Metal decor. Statuettes and other omaments of base metal; photograph, picture or 8306.21-8306.30 697.82 249.08 0.54
similar frames, of base metal; mirrors of base metal

Xmas decor. Articles for Christmas festivities (tree omaments, etc.) 9505.10 894.45 390.35 0.07

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-4
Textiles Imports into the EEC12 1993

Total Imports and Imports from Sub-Saharan Africa
(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Imports from Sub-

Europe USA into EEC12 Saharan Africa
into EECI2

Cotton yarn Cotton yam (other than sewing thread) not for retail sale 52.05, 52.06 651.33, 651.34 1379.44 31.16

. Cotton yam (other than sewing thread) put up for rctail sale 5207.10, 5207.90 651.31, 651.32 49.22 0.02

Wool yarn Yam of carded wool (285% wool, <85% wool) not for retail 5106.10, 5106.20 651.12, 651.17 120.62 NA
Yam of combed wool (>85% wool, <85% wool) not for retail 5107.10, 5107.20 651.13, 651.18 470.52 0.09

Cotton fabrics Woven cotton fabrics, 285% cotton, <200 g/m' 5208.11-5208.59 652.21, 652.3 1876.93 41.69

Woven cotton fabrics, 285% cotton, >200 g/m2 5209.11-5209.59 652.22, 652.4 1070.08 32.94

Woven cotton fabrics, <85% cotton, S200 g/m2 5210.11-5210.59 652.23, 652.5 219.40 0.13

Woven cotton fabrics, <85% cotton, >200 g/m2 5211.11-5211.59 652.24, 652.6 231.67 0.15

Other woven cotton fabrics 5212.11-5212.25 652.25, 652.9 65.87 0.04

Cotton gauze, terry towelling and similar fabrics, unbleached 5803.10, 5802.11 652.11, 652.12 8.69 0.54

Other terry towelling and similar terry fabrics, unbleached, 5802.19 652.13 12.27 NA

Pile and chenile fabrics, woven, other than terry towelling 5801.21-5801.26 652.14, 652.15 140.24 0.01

Denim fabrics, (285% cotton, <85% cotton) 5209.42, 5211.42 652.43, 652.63 361.18 10.70

Other fabrics Fabrics, woven, of wool or fine animal hair 51.11, 51.12 654.2, 654.3 1297.56 0.01

Fabrics, woven, of flax 53.09 654.4 214.55 0.02

Fabrics, woven, of jute or of other textile bast fibers 53.10 654.5 50.23 0.03

_ Fabrics, woven, of vegetable textile fibers, n.e.s. 5311.00 654.93 4.33 0.05

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-5
Imports into Germany from Sub-Saharan Africa

(millions of US dollars)

% Change
1988 1989 1990 1991 1992 1993 1988-'93

84 Clothing + access. 4.99 8.9 8.89 16.49 19.08 28.47 470.54%
85 Footwear 0.01 0.07 0.02 0.03 0.06 500.00%

82 Furniture, bedding 0.13 0.31 0.45 0.22 0.69 0.22 69.23%
813 Lightning Fixtures 0.05 0.11 0.22 0.01 0.05 0.04 -20.00%

Furniture 0.18 0.42 0.67 0.23 0.74 0.26 44.44%

651 Textile Yarn 6.23 5.75 10.23 11.24 8.18 4.31 -30.82%

652 Cotton fabrics, woven 7.13 8.2 6.16 7.98 4.63 3.95 -44.60%
653 Fabrics, man-made fibres 0.2 0.01 0.01 0.01 -95.00%
654 Other textile fabric 0.02
655 Knit fabric 0.02 0.06
656 Lace, etc. 0.01 0.02 0.01
657 Special textile ya.+fabr. 3.35 2.93 5 4.52 3.61 3.25 -2.99%
658 Textile articles 1.47 2.18 0.69 1.58 1.54 1.18 -19.73%

Fabrics 12.15 13.32 11.89 14.1 9.85 8.41 -30.78%

8997 Wickerwork 0.59 0.61 0.75 0.76 0.96 1.07 81.36%
6354 Wood; decorative 0.42 0.41 0.51 0.52 0.47 0.62 47.62%
896 Works of Art and Antique 0.26 0.28 0.43 0.47 0.59 0.56 115.38%
8972 Imitation jewelry 0.01 0.04 0.09 0.09 0.14 0.37 3600.00%
898 Musical Instruments 0.3 0.23 0.11 0.2 0.26 0.36 20.00%
8942 Childrens' Toys 0.05 0.02 0.05 0.06 0.04 0.06 20.00%
666 Pottery 0.02 0.02 0.02 0.03 0.03 0.05 150.00%
892 Printed matter 0.05 0.05 0.04 0.09 0.08 0.05 0.00%
665 Glassware 0.01 0.02 0.01 0.04
8943 Table game articles 0.01 0.01 0.01 0.04 300.00%

Handicrafts 1.71 1.67 2.03 2.23 2.58 3.22 88.30%

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-6
German Population, by Age Group and Age Trends

By Age Group in 1992
Total %

< 15 yrs 12,883,064 15.91%

16 - 34 yrs 23,004,893 28.41%
35 - 45 yrs 11,247,376 13.89%

46 - 55 yrs 10,818,211 13.36%

56 - 65 yrs 9,951,782 12.29%

> 65 yrs 13,069,306 16.14%

Total 80,974,632 100.00%

Past and Future Age Trends (in Thousands)

Year < 15 yrs 16- 34yrs 35 - 45yrs 46 - 55yrs 56- 65yrs > 65yrs Total

1970 14,103 17,087 7,958 6,470 7,265 8,119 61,001

1980 11,003 18,442 9,038 7,658 5,983 9,535 61,658

1990 12,937 23,942 10,702 11,222 9,038 11,912 79,753

1995 13,393 23,322 12,309 10,185 10,481 12,687 82,376

2000 13,049 21,450 14,091 10,879 10,678 13,593 83,741

2005 11,823 19,980 14,578 12,280 9,661 15,491 83,813

2010 10,966 19,813 12,371 13,925 10,282 16,076 83,433

2015 10,388 19,435 10,352 14,378 11,583 16,352 82,488

2020 10,169 18,454 10,325 12,194 13,118 16,923 81,184

Past and Future Age Trends (in Percent)

Year < 15 yrs 16- 34yrs 35 - 45yrs 46 - 55yrs 56- 65yrs > 65yrs Total

1970 23.12% 28.01% 13.04% 10.61% 11.91% 13.31% 100.00%

1980 17.85% 29.91% 14.66% 12.42% 9.70% 15.46% 100.00%

1990 16.22% 30.02% 13.42% 14.07% 11.33% 14.94% 100.00%

1995 16.26% 28.31% 14.94% 12.36% 12.72% 15.40% 100.00%

2000 15.58% 25.62% 16.83% 12.99% 12.75% 16.23% 100.00%

2005 14.11% 23.84% 17.39% 14.65% 11.53% 18.48% 100.00%

2010 13.14% 23.75% 14.83% 16.69% 12.32% 19.27% 100.00%

2015 12.59% 23.56% 12.55% 17.43% 14.04% 19.82% 100.00%

2020 12.53% 22.73%/o 12.72% 15.02% 16.16% 20.85% 100.00%

Note: Data before 1990 refer to the Federal Republic of Germany only.
Source: Germnan Statistical Office, Wiesbaden



Table A-7
Ethnic and Foreign Composition of the German Population

% Diference (3)

1970 1980 1988 1989 1990 1991 1992 1970-92 1988-92

Total Number of 2,976,497 4,453,308 4,489,105 4,845,882 5,342,532 5,882,267 6,495,792 7% 10%

Foreigners
In % of Total Population 4.88% 7.22% 7.27% 7.73% 8.38% 7.33% 8.02% 3% 1%

Number of Foreigners

European Union (2) 784,946 913,624 1,275,858 1,325,400 1,438,991 1,487,271 1,507,339 6% 4%

Turkey 469,160 1,462,442 1,523,678 1,612,623 1,694,649 1,779,586 1,854,945 12% 5%

Rest of Europe 1,469,696 1,579,243 1,046,976 1,165,085 1,321,442 1,589,571 1,999,607 2% 18%

of which Eastern Europe 836,031 932,865 1,072,309 1,333,439 1,745,009 20%

Africa 39,927 103,432 136,749 163,579 197,974 236,370 283,804 18% 20%

The Americas 77,706 113,354 120,680 132,233 144,633 160,564 168,546 7% 90/o

Asia 74,092 219,710 330,184 386,444 472,263 553,383 593,936 19% 16%

of which Middle East 276,026

of which Far East 317,910

Other 60,970 61,503 54,980 60,518 72,580 75,522 87,615 3% 12%

Total Subsaharan Africa 18,270 45,706 52,588 64,625 82,644 103,261 137,054 18% 27%

% Split of Foreigners

European Union 26.37% 20.52% 28.42% 27.35% 26.93% 25.28% 23.20% -3% -5%

Turkey 15.76% 32.84% 33.94% 33.28% 31.72% 30.25% 28.56% 13% -5%

Rest of Europe 49.38% 35.46% 23.32% 24.04% 24.73% 27.02% 30.78% -19% 7%

of which Eastern Europe 18.62% 19.25% 20.07% 22.67% 26.86% 8%

Africa 1.34% 2.32% 3.05% 3.38% 3.71% 4.02% 4.37% 3% 1%

The Americas 2.61% 2.55% 2.69% 2.73% 2.71% 2.73% 2.59% 0% 0%

Asia 2.49% 4.93% 7.36% 7.97% 8.84% 9.41% 9.14% 7% 2%

Other 2.05% 1.38% 1.22% 1.25% 1.36% 1.28% 1.35% -1% 0%

% Subsaharan African 0.61% 1.03% 1.17% 1.33% 1.55% 1.76% 2.11% 1% 1%

Total German Population 61,001,164 61,657,945 61,715,103 62,679,035 63,725,653 80,274,564 80,974,632 -- --

Note: (1) As of 1991 data refer to unified Germany; data before 1991 reflect the Federal Republic of Germany only.
(2) EU includes Greece since 1981, Spain and Portugal since 1986.
(3) % difference for % changes, CAGR for actual changes.

Source: German Statistical Office, Wiesbaden



Table A-8
Yearly Average Changes of Disposable Income in Germany

1970-1980 1980-1991 1991-1995 1995-2000 2000-2005 2005-2010

Western Germany
Nominal 7.50% 5.50% 4.80% 6.30% 5.70% 5.50%
Real 2.40% 2.40% 1.20% 2.20% 1.90% 1.90%

Real per capita 2.20% 2.00% 0.10% 2.00% 2.00% 2.10%

Eastern Germany
Nominal 11.70% 6.70% 7.00% 5.90%
Real 4.80% 2.60% 3.20% 2.30%

Real per capita 6.20% 3.60% 3.80% 2.50%

Note: Data prior to 1991-1995 refer to the Federal Republic of Germany only. Data beginning 1991-1995 refer to unified Germany by geographic
region.

Source: Prognos, May 1993. The Republic of Germany 2000-2005-2010: Economic and Social Developments. Basel, Switzerland: Prognos
Gemiany Report No. I



Table A-9
German Spending Patterns - Private Consumption

Federal Republic of Germany % Diference German Democratic Republic Difference
1983 /985 1987 1989 1990 1991 1992 1993 1983-93 1991 1992 1993 1991-93

Low Income Households
Total Private Consumption 1,356 1,457 1,621 1,627 1,739 1,828 1.916 2,065 52.26% 1,543 1,726 2,010 30.30%
(per month in current DM)
% Split of Private Consumption
Food and Tobacco 32.10% 30.50% 29.20% 28.40% 27.50% 27.20% 26.40% 25.50% -6.60% 30.50% 26.80% 24.20% -6.30%
Clothing and Shoes 6.50% 5.30% 5.90% 5.70% 5.70% 5.40% 5.20% 5.20% -1.30% 7.10% 6.00% 5.90% -1.20%
Rent 23.20% 24.20% 24.10% 26.90% 26.90% 27.30% 27.50% 28.00% 4.80% 7.00% 11.30% 16.20% 9.20%
Energy 9.40% 10.00% 8.90% 8.10% 7.80% 8.10% 7.80% 7.60% -1.80% 6.30% 8.20% 7.80% 1.50%
Household Goods 6.80% 6.40% 7.70% 7.10% 5.80% 5.50% 6.70% 6.10% -0.70% 12.40% 13.70% 13.60% 1.20%

Furniture and Home Textiles 2.40% 1.80% 2.80% 2.20% 1.80% 1.50% 2.50% 2.10% -0.30% 4.60% 4.50% 4.60% 0.00%
Body and Health Care 4.40% 4.90% 4.30% 4.60% 4.70% 5.20% 5.40% 5.60% 1.20% 5.40% 5.90% 5.40% 0.00%
TransportandCommunications 7.80% 9.40% 10.00% 9.40% 11.70% 10.80% 10.50% 11.90% 4.10% 17.60% 16.00% 14.10% -3.50%
Education and Entertainment 5.90% 5.90% 6.50% 6.50% 6.70% 6.80% 6.70% 6.50% 0.60% 8.90% 7.70% 8.10% -0.80%
Other Personal Expenses 3.90% 3.40% 3.40% 3.30% 3.20% 3.70% 3.80% 3.60% -0.30% 4.80% 4.40% 4.70% -0.10%

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Medium Income Households

Total Private Consumption (per 2.744 2.804 3,058 3.234 3,361 3,646 3,823 3,830 39.57% 2,482 2,851 3,076 23.92%
month in current DM)
% Split ofPrivate Consumption
Food and Tobacco 26.10% 25.70% 24.40% 23.80% 24.10% 23.30% 22.40% 22.00% -4.10% 28.20% 26.30% 24.90% -3.30%
Clothing and Shoes 8.00% 8.20% 8.80% 8.00% 8.10% 8.00% 7.70% 7.70% -0.30% 9.90% 8.10% 8.00% -1.90%
Rent 17.30% 19.70% 19.70% 20.90% 21.60% 21.00% 20.90% 21.80% 4.50% 4.90% 8.20% 12.70% 7.80%
Energy 6.70% 7.30% 6.30% 5.40% 5.30% 5.40% 5.20% 5.00% -1.70% 4.00% 6.10% 6.20% 2.20%
Household Goods 9.20% 7.00% 8.00% 8.70% 7.20% 7.50% 7.50% 8.10% -1.10% 10.80% 10.10% 9.90% -0.90%

Furniture and Home Textiles 4.70% 2.80% 3.40% 4.20% 3.30% 3.50% 3.30% 4.10% -0.60% 3.90% 3.90% 3.40% -0.50%
Body and HealthCare 3.30% 3.10% 3.10% 3.30% 3.70% 3.80% 3.90% 3.60% 0.30% 3.10% 3.50% 3.20% 0.10%
Transport and Communications 15.90% 14.80% 16.20% 15.50% 15.90% 17.30% 17.90% 16.80% 0.90% 24.60% 23.70% 20.00% -4.60%
Education and Entertainment 9.70% 10.00% 10.30% 10.70% 10.60% 10.30% 10.70% 11.10% 1.40% 12.00% 11.20% 12.00% 0.00%
Other Personal Expenses 3.80% 4.20% 3.20% 3.70% 3.50% 3.40% 3.80% 3.90% 0.10% 2.50% 2.80% 3.10% 0.60%

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%



Table A-9 (continued)
German Spending Patterns - Private Consumption

Federal Republic of Germany % Difference German Democratic Republic Difference

1983 1985 1987 1989 1990 1991 1992 1993 1983-93 1991 1992 1993 1991-93

Higher Income Households

Total Private Consumption 4,152 4,427 4,635 4,818 5,046 5,251 5,541 5,555 33.81% 3,140 3,453 3,680 17.23%

(per month in current DM)
% Split of Private Consumption
Food and Tabacco 21.50% 21.00% 20.60% 20.40% 20.00% 20.20% 19.50% 19.40% -2.10% 24.60% 24.40% 23.30% -1.30%

Clothing and Shoes 8.90% 8.80% 9.40% 8.40% 8.60% 8.50% 8.10% 7.90% -1.00% 10.20% 9.20% 8.70% -1.50%

Rent 16.10% 18.90% 19.00% 19.80% 19.50% 19.50% 19.50% 20.30% 4.20% 4.70% 7.20% 11.10% 6.40%

Energy 5.40% 6.00% 5.00% 4.50% 4.50% 4.50% 4.30% 4.30% -1.10% 3.80% 5.60% 5.60% 1.80%

Household Goods 8.10% 6.80% 8.10% 8.50% 8.10% 7.90% 7.90% 7.90% -0.20% 11.10% 11.40% 11.90% 0.80%

FurnitureandHome Textiles 4.30% 3.40% 4.00% 4.30% 4.00% 3.90% 3.90% 4.00% -0.30% 3.70% 4.30% 5.10% 1.40%

Body and Health Care 5.80% 6.10% 5.90% 6.10% 7.10% 6.40% 7.10% 7.10% 1.30% 3.00% 3.70% 3.40% 0.40%

Transport and Communications 17.60% 15.90% 16.20% 15.90% 15.80% 16.30% 16.80% 16.00% -1.60% 26.50% 22.80% 19.90% -6.60%

Education and Entertainment 10.90% 10.70% 11.30% 11.70% 11.80% 11.70% 12.00% 12.20% 1.30% 12.50% 12.00% 12.10% -0.40%

Other Personal Expenses 5.70% 5.80% 4.50% 4.70% 4.60% 5.00% 4.80% 4.90% -0.80% 3.60% 3.70% 4.00% 0.40%

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Note: Lower income household: 1-2 household members mainly retired individuals and recipients of social security; medium and higher income household:

4 household members.
Source: German Statistical Office, Wiesbaden



Table A-10
Germany - Purchasing Criteria for Clothing

Percentages rating the following factors as very important / important

Men (%) Women (%)

Comfortable 95 95
Good fit 93 95
Good make-up 94 95
Good price/value relationship 92 94
Agreeable on the skin 91 94

Price 92 92

Durable 89 89

Multi-purpose/versatile 86 89

No wear-out 88 87

Natural materials 73 84

High-quality materials 82 81
Coordinating with my existing wardrobe 82 78
Shop with nice atmosphere 71 59
Crease-resistant 69 62
Easy care, without ironing 65 62
Fashionable, following the trend 42 31
Brand 30 32
Extravagant 24 15
Designer-label 16 12

Source: Outfit 3, Spiegel Dokumentation, Presentation,
Spiegel Verlag, Hamburg, November 1994



Table A-11
Attitudes Toward Furniture (Home Use Only) in a German Consumer Survey 1993

Percentage of respondents citing agreement....
Statement Entirely Mainly Not exactly Not at all
I frequently think about how to improve the furnishing of my home. 20 40 30 10
I have fun buying new furniture for my own home every now and then. 21 50 24 5
I like to spend money on furnishing my home. 18 53 25 4

Spending my free time at home I enjoy most. 18 44 32 6
I frequently have visitors at home. 19 47 30 4

It is important to me to furnish my home according to my personal style. 33 49 16 2
Good taste and style are always reflected in furnishing. 30 54 14 2

I like beautiful, exclusive items. 12 40 36 12
Design is important to me with respect to day-to-day items. 11 43 36 10
I emphasize exclusivity with respect to my furniture design. 6 28 45 21
I emphasize exclusivity with respect to the material content of my furniture. 7 30 44 18
I value furniture made out of natural material. 27 52 18 3

Most importantly, furniture need to be practical. 26 51 20 3

Most importantly, furniture need to be worth the money. 11 30 43 16
I'd rather postpone the purchase of a piece of furniture before compromising on 28 45 22 5
on "cheap" substitute.

Note: Sample represents 36,93 million Germans between 14 and 64 years of age.

Source: Wohnen & Leben 3, Gruner & Jahr Marktforschung. 1993



Table A-12
German Market Developments - Clothing and Home Textiles

Clothing
% Difference

1989 1990 1991 1992 1993 1989- 1993
German Market Size 54,071 58,944 62,165 65,577 63,617 17.65%
(in Millions of DM)
of which outerwear 41,770 45,039 47,580 50,567 47,973 14.85%
of which lingerie 12,301 13,905 14,585 15,010 15,644 27.18%

German Market Size 28,741 36,473 37,422 42,050 38,453 33.79%
(in Millions of $)
of which outerwear 22,203 27,869 28,642 32,425 28,997 30.60%
of which lingerie 6,539 8,604 8,780 9,625 9,456 44.62%

Exchange rate (DM /$) 1.8813 1.6161 1.6612 1.5595 1.6544
Home Textiles

% Difference
1989 1990 1991 1992 1993 1989- 1993

Gernan Market Size 18,110 20,100 21,030 22,910 22,730 25.51%
(in Millions of DM)
of which floor 8,320 8,755 9,015 9,975 9,280 11.54%

coverings
of which 2,085 2,425 2,535 2,750 2,760 32.37%

curtains/decor. fabric
of which bedwear 4,410 5,260 5,455 6,080 6,265 42.06%
of which table/bed 3,295 3,660 4,025 4,105 4,425 34.29%

linens

German Market Size 9,626 12,437 12,660 14,691 13,739 42.72%
(in Millions of $)

of which floor 4,422 5,417 5,427 6,396 5,609 26.84%
coverings
of which 1,108 1,501 1,526 1,763 1,668 50.53%

curtains/decor.fabric
of which bedwear 2,344 3,255 3,284 3,899 3,787 61.55%
of which table/bed 1,751 2,265 2,423 2,632 2,675 52.71%

linens

Exchange rate (DM /$) 1.8813 1.6161 1.6612 1.5595 1.6544

Source: BBE, Deutscher Fachverlag, Gesamt-Textil (Textie and Clothing Consulting Firmn)



Table A-13
Distribution Channels in Germany

Clothing
% Difference

1988 1991 1993 1988(91)-93
In Percent of Tot. Mkt.:

Independents 45.30% 44.70% 42.20% -3.10%
Chain Storesa 21.00% 22.00% 22.70% 1.70%
Department Stores 12.50% 12.40% 12.50% 0.00%
Mailorderb 10.50% 10.80% 11.80% 1.30%
Hypermarkets 3.40% 3.00% 3.00% -0.40%
Clothing-Discounters 3.60% 4.60% 5.30% 1.70%
Other 3.70% 2.50% 2.50% -1.20%

100.00% 100.00% 100.00%
Household Textiles

% Difference
1987 1990 1993 1987(90)-93

In Percent of Tot. Mkt.
Independents 44.40% 43.00% 43.10% -1.30%
Department Stores 12.70% 13.20% 13.50% 0.80%
Mailorder 12.90% 14.30% 15.20% 2.30%
Y'ObiekteureflC 10.40% 10.50% 10.20% -0.20%
Do-It-Yourself Markets 6.60% 6.60% 7.00% 0.40%
Craft Trade 9.00% 8.30% 7.60% -1.40%
Other 4.00% 4.10% 3.40% -0.60%

100.00% 100.00% 100.00%
Home Furniture

1986 1988 1990 % Change
In Percent of Total Mkt.
(West Germany only)
Independents, incl. stores 62.40% 67.60% 72.30% 9.90%
specialized in furniture
and home products
Department stores 19.80% 18.40% 16.00% -3.80%
Mailorder businesses 5.90% 4.40% 4.90% -1.00%
Other outlets 11.90% 9.60% 6.80% -5.10%

100.00% 100.00% 100.00%

aminimum of 5 chain stores with 2,000 sqm each.
b# of outlets for mailorder are the authors' estimates.
Cln connection with public contracts.

Note: Exchange rates 1993 (1,6544 DM/$), 1991 (1,6612 DM/$) 1990 (1.6612 DM/$).

Source: BBE, Deutscher Fachverlag, Gesamt-Textil (Clothing and Textiles)
IFAK/Marplan and Ferdinand Holzmann Verlag GmbH, 1994 (Home Furniture)



Table A-14
Handicrafts Imports into France 1993

Total Imports and Imports from Sub-Saharan Africa
(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Imports from Sub-
Europe USA into France Saharan AfricaEurope ~~~~~~~~~~~~~into France

Basketware, wickerwork Basketware, wickerwork and other articles made directly to shape 46.02 899.71 47.35 0.88

from plaiting materials... ________ __________

Articles of wood Manufactured articles of wood: tools, tool and brush bodies and 4417.00 and 635.9 104.23 1.87
handles, shoe trees, other articles of wood, n.e.s. 44.21

Wood marquetry Wood marquetry and inlaid wood, caskets and cases for jewellery or 44.20 635.49 53.02 1.21
cutlery, statuettes and other omaments of wood, wooden articles of
fumiture not falling within SITC division 82 . .-

Worked stone Marble, travertine, and alabaster and articles thereof, moulded, tumed, 6802.91 661.36 25.34 NA
polished, decorated, carved or otherwise worked

Imit. jewellery Imitation jewellery 71.17 897.2 129.04 0.58
Worked ivory and bone Worked ivory, bone, tortoise-shell, hom, coral, mother of pearl and 96.01 899.11 4.42 0.15

other animal carving material and articles of these materials
Worked vegetable or mineral Worked vegetable or mineral carving material and articles of these 9602.00 899.19 11.76 0.07
carving materials; moulded or carved articles of wax, of stearin, of natural

gums or natural resins or of modelling pastes and other moulded or
carved articles...

Orig. sculptures Original sculptures and statuary, in any material 9703.00 896.3 27.41 0.21
Hand-woven rug "Kelem", "Schumacks", "Karamanie" and other hand-woven rugs 5702.10 659.3 5.42 NA

Handmade lace Lace, hand-made 5804.30 656.43 0.13 NA
Hand-woven tapestry Tapestries, hand-woven, of the type Gobelins, Flanders, Aubusson, 5805.00 658.91 1.06 0.02

Beauvais and the like, and needle-worked tapestries (e.g. petit point,
cross-stitch) whether or not made up

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-15
Clothing Imports into France 1993

Total Imports and Imports from Sub-Saharan Africa
(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Importsfrom Sub-
Europe USA into France Saharan AfricaEurope ~~~~~~~~~~~~into France

Men's woven: Mens and boys clothing, of textile fabrics, not knitted or crocheted:
Trousers Trousers, bib and brace overalls, breeches and shorts 6203.41-6203.49 841.4 824.75 16.71

Shirts Shirts, cotton and non-cotton 62.05 841.5 519.04 27.54

Briefs, etc. Singlets and other vests, underpants, briefs, nightshirts, pyjamas, 62.07 841.6 50.74 0.77
bathrobes, dressing gowns and similar articles

Men's knitted: Mens and boys clothing, of textile fabrics, knitted or crocheted:
Trousers Trousers, bib and brace overalls, breeches and shorts 6103.41-6103.49 843.24 27.97 0.40

Shirts Shirts, cotton and non-cotton 61.05 843.7 164.39 19.65

Briefs, etc. Underpants, briefs, nightshirts, pyjamas, bathrobes, dressing gowns 61.07 843.8 114.11 1.13
and similar articles

Women's woven: Womens and girl's clothing, of textiles, not knitted or crocheted
Dresses Dresses 6204.41-6204.49 842.4 129.99 1.50

Skirts Skirts and divided skirts 6204.51-6204.59 842.5 170.98 0.87

Trousers Trousers, bib and brace overalls, breeches and shorts 6204.61-6204.69 842.6 285.38 7.01

Blouses Blouses, shirts and shirt-blouses 62.06 842.7 274.92 8.00

Briefs Singlets and other vests, slips, petticoats, briefs, panties, nightdresses, 62.08 842.8 100.18 3.24
pyjamas, negligees, bathrobes, dressing gowns and similar articles

Women's knits: Womens and girls clothing, of textiles, knitted or crocheted
Dresses Dresses 6104.41-6104.49 844.24 71.40 1.21

Skirts Skirts and divided skirts 6104.51-6104.59 844.25 40.16 0.97

Trousers Trousers, bib and brace overalls, breeches and shorts 6104.61-6104.69 844.26 176.02 3.72

Blouses Blouses, shirts and shirt-blouses 61.06 844.7 64.79 6.15

Briefs Slips, petticoats, briefs, panties, nightdresses, pyjamas, negligees, 61.08 844.8 262.81 2.69
bathrobes, dressing gowns and similar articles

Babies' garments not knitted or crocheted 62.09 845.1 295.73 1.40
knitted or crocheted 62.11

Knit sweaters Jerseys, pullovers, cardigans, waistcoats, etc, knitted or crocheted 61.10 845.3 1256.69 71.39

T-shirts T-shirts, singlets and other vests, knitted or crocheted 61.09 845.4 555.05 54.79

Knit scarves Shawls, scarves, mufflers, veils, etc., knitted or crocheted 6117.10 846.93 9.47 0.01

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-16
Home Products Imports into France 1993

(Furniture, Home Textiles and other Home Products)
Total Imports and Imports from Sub-Saharan Africa

(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Imports from Sub-
Europe USA into France Saharan AfricaEurope USA into Franceginto France

Wood furniture:
Office Office fumiture 9403.30 821.51 91.04 0

Kitchen Kitchen fumiture 9403.40 821.53 74.09 NA

Bedroom Bedroom fumiture 9403.50 821.55 166.93 0.09

Other uses Other wooden furniture 9403.60 821.59 496.64 0.46

Metal furniture:
Office Office fumiture 9403.10 821.31 48.64 NA

Other Other metal fumiture 9403.20 821.39 143.94 0

Home textiles
Blankets Blankets and travelling rugs 6301.20- 658.3 16.65 0

6301.40
Bed linen Bed iinen, table linen, toilet linen and kitchen linen 63.02 658.4 358.46 0.94

Curtains Curtains (incl. drapes) and interior blinds; curtain or bed valences 63.03 658.51 30.69 NA

Bedspreads Bedspreads 6304.11- 658.52 14.21 NA
6304.19

Wall cover. Textile wall coverings 5905.00 657.35 25.47 NA

Furnishings Fumishing articles, n.e.s. 6304.91- 658.59 22.18 0.02
6304.99

Other products
Tableware Tableware and kitchenware, of wood 4419.00 635.42 16.39 0.04

Glassware Glassware of a kind used for table, kitchen, toilet, office, indoor 70.13 665.2 156.40 0.02

decoration or similar purposes, n.e.s.
Ceramics Statuettes and other omamental ceramic articles 69.13 666.2 77.79 0.06

Ceramic tableware, kitchenware and other household articles 6911.10 and.90, 666.1 177.85 0.01
69.12

Metal decor. Statuettes and other omaments of base metal; photograph, picture or 8306.21- 697.82 44.40 0.49
similar frames, of base metal; mirrors of base metal 8306.30

Xmas decor. Articles for Christmas festivities (tree omarnents, etc.) 9505.10 894.45 54.11 0

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-17
Textiles Imports into France 1993

Total Imports and Imports from Sub-Saharan Africa
(in millions of US dollars)

Product Category Description Harmonized SITC Total Imports Importsfrom

Europe USA into France Sub-SaharanEurope USA ~~~~~~~~~~Africa
into France

Cotton yarn Cotton yam (other than sewing thread) not for retail sale 52.05, 52.06 651.33, 651.34 258.13 2.37
Coton yam (other than sewing thread) put up for retail sale 5207.10, 5207.90 651.31, 651.32 6.02 NA

Wool yarn Yam of carded wool (285% wool, <85% wool) not for retail 5106.10, 5106.20 651.12, 651.17 9.76 NA
Yam of combed wool (285%wool, <85%wool) not forretail 5107.10, 5107.20 651.13, 651.18 66.59 NA

Cotton fabrics Woven cotton fabrics, 285% cotton, 5200 g/rm 5208.11-5208.59 652.21, 652.3 342.23 15.99
Woven cotton fabrics, 285% cotton, >200 g/m2 5209.11-5209.59 652.22, 652.4 164.76 5.40

Woven cotton fabrics, <85% cotton, <200 g/m2 5210.11-5210.59 652.23, 652.5 46.96 NA

Woven cotton fabrics, <85% cotton, >200 g/m2 5211.11-5211.59 652.24, 652.6 48.56 0.05
Other woven cotton fabrics 5212.11-5212.25 652.25, 652.9 15.73 0.01
Cotton gauze, terry towelling and similar fabrics, unbleached 5803.10, 5802.11 652.11, 652.12 1.28 NA

Other terry towelling and similar terry fabrics, unbleached 5802.19 652.13 1.75 NA
Pile and chenile fabrics, woven, other than terry towelling 5801.21-5801.26 652.14, 652.15 26.94 0.01
Denim fabrics, (285% cotton, <85% cotton) 5209.42, 5211.42 652.43, 652.63 54.01 2.14

Other fabrics Fabrics, woven, of wool or fine animal hair 51.11, 51.12 654.2, 654.3 216.04 NA
Fabrics, woven, of flax 53.09 654.4 31.76 NA

Fabrics, woven, of jute or of other textile bast fibers 53.10 654.5 2.74 NA

Fabrics, woven, of vegetable textile fibers, n.e.s. 5311.00 654.93 0.93 0.02

Source: United Nations Commodity Trade Database (COMTRADE)



Table A-18
France - Population By Age Group

1975 1982 1990
Age 1, OOOs % 1, OOOs % 1, OOOs %

0-19 16,151.7 30.7 15,594.8 28.7 15,010.5 26.5
20-39 14,684.4 28.0 16,445.5 30.3 17,128.4 30.3
40-59 11,797.8 22.4 12,218.6 22.5 13,208.2 23.3
60 et + 9,965.5 18.9 10,036.7 18.5 11,287.2 19.9
Total 52,599.4 100.0 54,295.6 100.0 56,634.3 100.0

Source: Republique fran,aise, Ministere de l'economie des finances et de la privatisation, Institut national de la statistique et des
etudes, 1991-92. Annuaire statistique de la France. Paris

Table A-19
France - Ethnic Composition of Population

1975 1982 1990
Million % Million % Million %

Total Foreigners 3.44 100.0 3.71 100.0 3.60 100.0
Europe 2.10 61.1 1.78 47.8 1.45 40.4
Maghreb 1.10 31.9 1.59 38.8 1.65 39.2
Other Africa 0.01 0.3 0.03 0.8 0.06 1.7

Source. Republique fran,aise, Ministere de l'economie des finances et de la privatisation, Institut national de la statistique et des
etudes, 1991-92. Annuaire statistique de la France. Paris



Table A-20
France - Vacation Days Spent Abroad

(Millions of days)

1987 1988 1989 1990 1991
Europe and Mediterranean 122.4 119.5 118.0 118.0 102.2
E. Europe and Asia 2.0 2.9 4.9 4.0 4.7
Maghreb 32.5 34.7 43.2 31.2 32.3
Rest of Africa 8.8 3.4 7.1 3.0 4.6
United States 3.9 5.0 6.4 6.1 6.0
Other 12.7 18.5 19.4 25.7 22.2

Source: Republique fran,aise, Ministere de I'economie des finances et de la privatisation, Institut national de la statistique et des etudes,
1991-92. Annuaire statistique de la France. Paris

Table A-21
France - Variations in Per Capita Income and Spending

(in % compared to the previous year)
1985 1986 1987 1988 1989 1990 1991 1992 1993

Per Capita Purch. Power 1.2 1.9 (0.1) 2.7 3.2 2.8 1.2 1.5 0.2
Per Capita Spending 1.8 3.2 2.2 2.6 2.4 1.8 0.6 0.6 (0.1)

Source: Republique fran,aise, Institut national de la statistique et des etudes economiques, 1994. La Consommation des Menages en 1993. Paris



Table A-22
France - Household Spending Patterns

(in % of total, current values)

1970 1975 1980 1985 1990 1993

Food 26.0 23.5 21.4 20.7 19.3 18.6
Clothing and Footwear 9.6 8.5 7.3 7.0 6.5 6.0
Housing and Utilities 15.3 15.8 17.5 19.1 18.9 21.1
Other Household Goods
and Services 10.2 10.4 9.6 8.4 8.0 7.6
Healthcare 7.1 7.8 7.7 8.6 9.5 10.3
Transport. and Commun. 13.4 14.4 16.6 16.9 17.0 15.9
Education and Entertaimnent 6.9 7.2 7.3 7.1 7.7 7.5
All Other Goods and Services 11.5 12.4 12.6 12.2 13.1 13.0
Total Household Expend. 100.0 100.0 100.0 100.0 100.0 100.0

Source: Republique francaise, Institut national de la statistique et des etudes economiques, 1994. La Consommation des Menages en 1993. Paris



Table A-23
France -Evolution of Distribution Networks for Women's Clothing

(in % of total purchases)

1987 1988 1989 1990 1991 1992 1993 Diff 87-93

Boutiques/Indep. 52.3 49.6 49.5 50.6 49.5 46.8 45.8 (6.5)

Specialty Chains 14.5 16.6 18.3 18.1 20.3 21.7 22.3 7.8

Department Stores 5.4 5.6 5.7 5.9 6.0 5.4 4.9 (0.5)

Mass Merchandisers 1.1 1.1 0.9 0.8 0.7 0.8 0.8 (0.3)

Super/Hypermarkets 5.5 5.7 5.0 4.7 5.2 5.4 5.9 0.4

Mail Order/Catalog. 9.0 9.4 9.6 10.1 10.5 11.4 12.1 3.1

Markets/Fairs 6.3 6.6 6.1 6.1 5.6 5.5 5.1 (1.2)

Other 6.0 5.4 4.9 3.7 2.2 3.0 3.1 (2.9)

Source: Federation Fransaise du Pret-a-Porter Feminin, 1994

Table A-24
France -Evolution of Distribution Networks for Men's Clothing

(in % of total purchases)

Changefrom
1989 1993 1989 to 1993

Boutiques/Indep. 43.6 39.8 (3.8)
Specialty Chains 18.1 25.9 7.8
Department Stores/ 7.1 6.0 (1.1)
Mass Merchandisers
Super/Hypermarkets 14.0 13.9 (0.1)
Mail Order/Catalog. 5.6 5.6
Markets/Fairs 5.8 4.4 (1.4)
Other 5.8 4.4 (1.4)

Source: L'Industrie Fran,aise du Vetement Masculin, 1994
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