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Fin dings reports on ongoing operational, economic and sector work carried out by the World Bank
and its member governments in the Africa Region. It is published periodically by the Africa Technical

Department on behalf of the Region.

Africa Can Compete
Introduction

The study, "Africa Can Compete", argues that there is a significant niche in the US market for
Afrocentric products. It also maintains that producers of standardized garments in Africa have
become competitive with Asian rivals in countries where structural adjustment programs have
improved the economic environmient. These findings of the Regional Program for Enterprise
Development, housed in the Technical Department of the Africa Region, have important implications
for the development of Africa. To the extent that African export competitiveness exists, the study
suggests that foreign investors, trading companies, and buyers--all of which have proven to be
important catalysts for development in Asian and Latin America--have a larger role to play in Africa
than previously thought. These implications also shed light on the strategies the Bank should adopt to
encourage export-oriented private sector development.

Methodology

"Africa Can Compete" based its conclusions on several case studies of US retailers and buyers and
their interactions with African suppliers for three categories of products: Afrocentric garments,
Afrocentric home products, and mainstream garments. The retailers included JCPenney, Montgomery
Ward, Kmart, Dayton Hudson, and Pier 1 among retailers. Interviews were also held with industry
intermediaries such as Associated Merchandising Corporation (AMC). On the supply side, case
studies of African suppliers were conducted in 5 countries (Cote d'Ivoire, Ghana, Kenya, Senegal, and
Zimbabwe) to evaluate the opportunities and obstacles for African suppliers penetrating the US
market.

Although the case study method tends to provide evidence which does not lend itself to statistical
analysis, "Africa Can Compete" provides a good picture of African export capabilities in the above 5
countries (all of which are undergoing structural adjustment). It also makes conclusions, based on

http://www.worldbank.org/afr/findings/english/find22.htm 10/22/0 1

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed



Adjustment in Africa: Update on Reversing Economic Decline in Sub-Saharan Africa Page 2 of 6

new and hard-to-find data, which are broadly applicable to the rest of Africa.

Africa and the US market for Afrocentric products

A window of opportunity has emerged for African manufacturers to supply major US retailers.
African designs are "hot" and US retailers are scrambling to source products there. This is partly due
to what has come to be known as the "browning of America"--a term which describes the rising share
of minority groups in the US population. Minorities are expected to grow from 25 percent of the
population in 1992, to 28 percent in 2000, and 32 percent in 2010, African Americans are the single
largest ethnic group, representing almost 30 million consumers. There is also a compelling but largely
ignored degree of affluence among African Americans. Thirty-nine percent of all African American
households have incomes exceeding $25,000 per year, and 14 percent exceeding $50,000. With an
increase in the rate of African Americans completing high school and college, incomes for African
Americans are likely to increase. Compounding this effect, market research has shown that African
Americans respond more favorably to products that address their ethnic heritage.

Because cultural identity is important for African Americans, products that come directly from Africa
are in high demand. Retailers such as JCPenney, Kmart, Montgomery Ward, and Dayton Hudson
have all experienced success in marketing African products--which are clearly labelled as such--over
the past year. This market is therefore a potentially lucrative niche for African exporters. The study
estimates the Afrocentric market size to be between US$200 and US$270 billion ( 1 billion= 1,000
million).

Africa can compete in producing standardized garments too

African producers are also becoming competitive in the production of standardized gannents, their
costs comparing favorably with production centers in India and the United Arab Emirates. In factories
managed by knowledgeable, internationally experienced managers, this competitiveness is derived
from low labor costs, competitive task-level efficiencies, and the quota-free status of nearly all
African countries.

Cost Comparison for Men's Casual Long-Sleeved Shirt

(USn)

Cbountiy and Item Zimbabwe Kenya Senegal Ghana India Uni ted kab

Fabric 3.28 3.00 4.31 3.18 2.90 2.95
Misc. Materials 0.31 0.40 0.55 0.42 0.39 0.37
Washirg 0.10 0.12 0.11 0.12 0.12
LabelslPackaging 0.16 0.31 0.36 0.36 0.40 0.42
Dir.l/dir. Labor 1.72 1.34 2.36 1.22 1.22 1.60
Transport to Port 0.18 0.20 0.15 0.05 0.15 0.17
SubtotEl 5.75 5.37 7.73 5.34 5.18 5.63
Quota cost n.a. n.a. n.a. n.a. 3.00 1.50

Total Cost 5.75 5.37 7.73 5.34 8.18 7.13
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Standardized garment productivity depends heavily on unit labor costs (nominal wages/labor
productivity). While fabric is the most important input, it is easily and cheaply transportable, making
it an insignificant factor in in deciding where to produce. Furthermore, the industry does not depend
upon sophisticated skills or technology. The mobility of the industry and the importance of low unit
labor costs explains how countries like Bangladesh, Sri Lanka, and Mauritius--all of which have no
significant sources of fabric, are far from their principal markets, lack elaborate infrastructure but
offer low cost labor--have developed a substantial export garment industry. The study gathered data
on labor costs and task-level efficiency, and deterrnined that African labor is competitive with Asian
labor on both counts in factories ran by experienced managers. The study also discovered that African
workers could be made even more efficient if management practices were improved to provide better
worker incentives.

Also important in determining Africa's competitiveness in the manufacture of standardized garments
is that all but 2 African countries are quota free (Lesotho and Mauritius being the exceptions). This
advantage is critical. As the table shows, in India the quota adds 3 dollars to a production cost of
$5.18. Further, there is not a single important garment producing country in Asia whose exports to
the US and Europe are not restricted by quotas.

The potential market is huge: a 1 percent growth in US apparel imports would represent an increase
of close to $275 million, more than 10 times the current apparel exports of the 5 countries considered
in this study.

Already, several international garment manufacturers have set up or are setting up plants in selected
African countries. Major US retailers, such as Sears, WalMart, Montgomery Ward, Target, Mervyns,
and The Gap, have begun sourcing garments in Africa. Large buyers have begun to set up offices in
Africa, like AMC in Harare to identify and evaluate factories which might qualify as suppliers.

Supply constraints

Perceiving opportunities in Africa, the retail industry, was quick to react, establishing relationships
with African producers and sourcing products there. However, problems soon arose. And contrary to
most commercial failures, the problems were not due to insufficient demand but to an inability on the
part of African producers to supply adequately. These supply-side constraints have both
macroeconomic and enterprise-level causes.

At the enterprise level, most of the supply problems emanated from the mismatch between US buyers
requiring large volumes and adherence to strict delivery schedules and quality specifications, and
small manufacturers with little export experience and no familiarity with US business culture.

African suppliers are not yet sophisticated enough to meet the rigourous demands of foreign buyers,
often producing products of inferior quality and experienceing problems in packaging and the
coordination of input supply.

To surmount these problems, several steps need to be taken at the enterprise level.

. Technical assistance is required for on-site training in production methods, quality control, and
technical craft skills. This includes teaching artisans how to manage production schedules,
accurately judge material input requirements, and get goods to a preestablished collection point
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on time.
. Working capital must be made more easily available so firms are able to meet large orders

immediately and eventually update their technology.
* Better management is necessary. Also, sounder management could enhance the productivity of

African workers, heightening their competitiveness. African managers, long conditioned to a
domestic market which generally absorbs merchandise without respect to quality and price,
must strengthen themselves to survive the rougher competition of the international
marketplace.

. Better access to information is needed, especially concerning the complexities of foreign retail
systems, the positioning of retailers, and the retailers which offer the greatest promise as
customers. Exporters to the standardized garment market need similar information, as well as
information on quotas--in particular whether their country is suspected of trans-shipment (a
suspicion which frequently leads to the imposition of quotas).

. At the same time, governments need to address certain macroeconomic conditions which
inhibit the development of an export industry.

. The ability to import raw materials at world prices with the minimum of difficulty is essential
for success in global trade. In too many African countries, red tape and bureaucratic restrictions
still abound, raising the cost of doing business and deterring potential entrants. This problem is
particularly serious for the producers of standardized garments. Governments must create a
more enabling environment for exports.

* Governments also have a key role to play in eliminating anti-export bias in their exchange rate
regimes. In all 5 countries studied, despite widely varied approaches to managing the exchange
rates of their currencies, all companies surveyed reported difficulties in obtaining foreign
exchange. For exporters who earn foreign exchange, this problem needs immediate attention,
and should be addressed through comprehensive economic reform programs.

* Finally, unless addressed, infrastructural deficiencies could put a quick halt to further growth of
exports. Port facilities in the countries studied, while adequate now, will need to be expanded if
the export industry takes off. Telecommunications facilities, increasingly important in
international business, also need to be strengthened. Again, governments have a primary role to
play here.

A success story

But even with these constraints, successful export programs are possible in Africa. Associated
Merchandise Corporation (AMC) has been successfully importing home products from various
manufacturers in Kenya, using the Kenya External Trade Authority (KETA), a government
institution, as an intermediary. The relationship began in 1976. Almost a decade was spent in honing
the skills of exporters, large and small, and in building the credibility of Kenyans as efficient
suppliers of quality merchandise. Between 1989 and 1992, an estimated US$8 million worth of
handicrafts were exported to the North American market, and US$2 million to Europe, Japan, and
elsewhere. The study identifies the following as key factors in the venture's success: an interested
buyer, the availability of diverse products, government commitment to the project's success, realistic
assessment of production capability, foreign technical assistance, graduated scaling- up of orders, and
reasonable infrastructure and communication links.

The AMC/Kenya study has important implications for the role of government in artisan product
exports. In the absence of other commercial intermediaries, large buyers look to the government to
provide basic support functions. In this example, the government, with donor support, worked closely
with the buyer. The lessons provided by this case, particularly in regard to the government's role, are
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applicable elsewhere in Africa.

The role of the World Bank in nurturing African export industries

The World Bank has an obvious part to play in encouraging African exports by continuing its
structural adjustment efforts to promote policy reform and its project lending. It has a less obvious
but potentially effective part in directly assisting the private sector.

"Africa Can Compete" credits existing structural adjustment reforms in the 5 countries studied for
inducing a more export-friendly macroeconomic environment. Of particular importance were
devaluation measures, which made African goods more attractive abroad, and deregulation. For the
private sector to develop effectively, policy reform efforts need to be sustained by African
governments. Also, the regulatory framework must be liberalized.

The Bank needs to continue its infrastructure projects, particularly in telecommunications and
electricity. An emphasis should be made on providing efficient management for completed
infrastructure projects. The main port in Ghana, for example, was recently rehabilitated and
expanded, but the gains from this project have been partly usurped by inefficient management.

Infrastructure has always been a focus of Bank work, and policy reform has been a recent Bank
priority. Both will continue to be so. A potentially new and more innovative role for the Bank,
however, is assistance at the enterprise level. The study argues that in countries (such as Ghana)
where policy reforms have created an environment more conducive to exports, the provision of
technical, financial, and infrastructural support should be provided at the enterprise level to galvanize
production. However, this implies a more hands-on role for the Bank than it is used to, and brings it
closer to the turbulence of the marketplace than it has ever been.

Direct assistance to private enterprises is within the mandate of the IDA and possible through the
Institutional Development Fund. The study suggests several broad measures and pilot programs the
Bank might adopt to jump start the private sector.

* First, the Bank should disseminate information regarding the competitiveness of African
countries to foreign investors. This would help to redress the information gap about Africa and
might accelerate the flow of foreign investment into the continent.

* The Bank should also promote programs that reduce industry barriers to entry for local
entrepreneurs. Experience in other countries shows that indigenization of industry is necessary
to sustain it once real labor costs begin to rise. It is therefore essential that the number of local
manufacturers increases.

. To help advance some African factories, the Bank could provide technical assistance and
training programs that would increase the skill level in production techniques, finance,
international trading norms, and marketing.

* Finally, the Bank might consider funding pilot programs to facilitate small-scale exports as a
first stage in developing an export industry. These programs would be a direct response to
market opportunities. The Bank could cooperate with international buyers on such efforts.

Due in large part to structural adjustment, pockets of competitiveness have been created in some parts
of Africa for some export manufacturers. In addition, there are markets in the US which are
particularly receptive to African products, providing unique opportunities for African exporters.
Adjustment efforts must be sustained in order to expand these pockets of competitiveness, and the
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business environment--including infrastructure--must be improved so that gains from increased
competitiveness are not eliminated by the high cost of doing business. At the same time, problems at
the enterprise level need to be addressed to eliminate the supply constraints which currently prevent
most African exporters from taking advantage of potential markets. The Bank can play a role at both
the macroeconomic and enterprise level.

RPED in brief

Cne of the lessons which has emerged from structural adjustment efforts in Africa is that
macroeconomic reform is a necessary but insufficient condition for private sector development.
There are enterpriselevel constraints thatinhibitthe growth of existing firms andimpede the entry
of new ones. The Regional Program on Enterprise Development (RPED), is designed to shed more
light on the constraints that inhibit enterprise development in Africa

RPED seeks to accomplish this by collecting panel data over 3 years from a sample of 2 00
firms in eight African countries. 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", the study on which this Findings is b ased, is the first RPED case
study.

Tyler Biggs, Gail R. Moody, Jan-Hendrik van Leeuwen and E. Diane White. 1994. Africa Can
Compete! Export Opportunities and Challenges for Garments and Home Products in the U.S. Market.
Discussion Paper No. 242. Africa Technical Department Series. Washington, D.C.: World Bank.
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