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Enhancing Africa’s Trade: From Marginalization
to an Export-Led Approach to Development

Milton A. lyoha”

Abstract

This paper reviews Africa’s role in the global tragl system and discusses the
constraints and options for Africa to move fromatgrent marginalization to an export-
led approach to economic development. It discuisesmpact of regional economic
integration on intra-African trade, reviews the WT€&gime, analyses the internal and
external constraints to African trade, including ttontroversy over Western agricultural
subsidies and tariff and non-tariff barriers to iéén trade in Western markets. It then
discusses new approaches to trade developmentricaAfith special emphasis on the
role of export processing zones and concludesttieat is urgent need for Africa to
diversify its exports through a systematic struglttnransformation.

Résumeé

Ce document examine le r6le de I'Afrique dans lestéspe mondial d’échanges
commerciaux et analyse les obstacles auxquelsidjér doit faire face ainsi que les
options qui lui sont offertes pour passer de laasibn de marginalisation ou elle se
trouve actuellement a une approche du développemenhomique tiré par les

exportations. Ce document examine l'incidence ddégration économique régionale
sur le commerce intra-africain, le régime de I'OM&ant d’analyser les obstacles
internes et externes aux échanges commerciawaiaicy compris la controverse a
propos des subventions octroyées par les paysemtaiax a I'agriculture et les barriéres
douaniéres et non-douaniéres aux échanges commeugal’' Afrique avec les marchés

occidentaux. Puis, il analyse de nouvelles appgbeur développer les échanges
commerciaux en Afrique, en mettant un accent pai#ic sur le role des zones de
traitement des exportations. Pour conclure, ce mect affirme I'urgente nécessité de
diversifier les exportations africaines en procédanune transformation structurelle
systématique.

" Professor, Department of Economics & Statistics; UnitseddiBenin, Nigeriamiyoha@iyoha.comThis
paper is based on a small part of work commissioned bfitiean Development Bank for the African
Development Report 2004.



Chapter I: Introduction

The socio-economic conditions in African countrigsteriorated drastically during the
1980s, a decade that is widely regarded as Afritess decade of development
opportunities. Available empirical evidence shotattin sub-Saharan Africa, income per
capita declined at an annual rate of 2.4%; Africe&d gross domestic product (GDP) per
capita fell by 14.3%, investment contracted by 1%%ile exports and imports declined
drastically during the period. By 1990, the totaleenal debt of African countries was in
excess of US$270 billion, leading to a crushingt-gelovice burden and further aggravating
Africa's development problems.

Many reasons can be adduced for the dismal econmeriicrmance of African countries in
the 1980s. While domestic economic policy inademsacannot be ignored, it seems certain
that external economic conditions played a sigafiaole. According to the World Bank's
World Devel opment Report 1990:

Adverse developments in the world economy alscehaatt in the falling growth rates of the
1980s. Weak external demand, declining terms aefra diminishing supply of external
finance, and a great increase in the volatilityindérest rates combined to produce an
unusually adverse climate.

In fact, in the area of external economic relatijoms can identify three main issues that
have had significant impact on African economicfgrenance. They are (i) the escalating
external debt and crushing debt-service burdei;riGing trade deficits; and (iii) the
declining inflow of concessional finance and deteting terms and conditions of loans.
These issues are interrelated and inextricablgtnkowever, the issue of commodity trade
seems to be the most fundamental. This is becduge invariably an imbalance in
merchandise trade that leads to financing impesitike borrowing. Specifically, any
deficit in the trade or current account balancedsiabout the need to finance it either by
external borrowing (leading to escalation of debtther non-debt creating financial flows.

The high susceptibility of most African economiedrade and current account deficits arise
from the following:

. extreme volatility of primary commaodity prices;

. high dependence on the exportation of a limitedeasf primary commodities;
. high external trade dependence;

. low world share;

. declining terms of trade; and

. excessive export earnings variability and fallimg@t revenues.

Prices of primary commodities, particularly tropigaoducts and food crops, fluctuate
sharply in response to changes in global supply demdand. During the decade of the
1980s, prices of many primary commodities expotigdAfrican countries fell to their



lowest levels since the end of the Second World.\Many countries in Africa depend on
the exportation of a limited range of primary condlities. Some countries like Nigeria,
Algeria and Libya obtain the bulk of export revesnudeom oil. In fact, many African
countries obtain over half their export earningsfrl or 2 primary commodities. In 1988,
Uganda derived 100% of its export receipts frolmpry commaodities while sixteen other
countries obtained over 90% of their export reverft@m primary commodities.

It has been found that exports account for almosttbird of the GDP in Africa while
imports account for a slightly higher proportiorheltypical African country therefore
exhibits a high degree of "trade openness" whiddees it unduly susceptible to external
shocks. The adverse effect of this on Africa iseased by the continent's low market share
of world trade. Indeed, Africa now accounts forslésan 2% of the world export trade.
There is thus an unfortunate asymmetry -- becalige low market share, Africa has little
or no influence on international trade yet becaifsts openness, it is highly susceptible to
internationally transmitted shocks. The situat®ifurther worsened by the phenomenon of
declining terms of trade, which became quite proced in the 1980s when the prices for
many primary commodities collapsed. By 1989, averagmmodity prices were still 33%
lower than in 1980 in spite of a slight recoveryiites in 1988. The World Bank estimates
that the fall in commodity prices during the 1980st sub-Saharan Africa 15% of the real
purchasing power of exports.

All these factors combined to bring about a drafgticin Africa's export earnings and a
rising trade and current account deficit in the@98n 1988, Africa's export trade totaled
US$65.3 billion while its imports amounted to US&6billion. Therefore, in 1988, the
import surplus (or trade deficit) amounted to US30illion while the ratio of the import
surplus to total export earnings was an approximdi#. In year 2000, exports of goods
and services totaled US$116.3 billion while impamsounted to US$106.6. Thus, the ratio
of export surplus to total earnings was 8.3 percad World Bank (2002).

It should be pointed out that the increasing malgation of Africa in world trade has been
aggravated by the excessive dependence of Africamtises on the European export
market. In 1988, the European Community alone &lesbover 60% of exports of many
commodities from Africa. Yet, intra-African tradeaunted for less than 6% of Africa's
total trade. This low degree of intra-regional &acbmpares unfavourably with Latin
America (15%) and Asia (43%). With the industrializcountries placing more and more
tariff and non-tariff barriers on the manufactuegorts of developing countries and the
attainment of a single European market, it is olwithat continued over-dependence on the
European market will become even more unrealisiit @unterproductive. In fact, until
African countries resolve to increase intra-regidrede, the continent will continue to be
marginalized in world trade and become increasiimgijevant in global economic affairs.

A solution being considered by African countrieghiat of economic integration of the
continent, specifically, by the establishment @antinental Customs Union or Common
Market. Believing that intra-African cooperationdatrade are essential to the economic
survival of the continent in the years to come,eads of States and Government of the
Organization of African Unity signed a treaty inn@ul991 to establish an African



Economic Community by the year 2025. The need tmhseconomic integration is
supported by many academic economists and somenatit@nal organizations.
According to UNCTAD (1994), there is little doulhat economic co-operation and
integration, in the long-term perspective, is calido the economic development and
survival of African countries. Indeed, very few &#in countries possess the resources
and market size necessary for viable industriabmatand accelerated development.
Fewer still can participate on their own in the idapechnological revolution that is
sweeping the world today.

The remainder of the this paper concentrates ors@ussion of the impact of regional
economic integration on intra-African trade (Chapte a review of the WTO regime,
with special emphasis on the implications of the®WEgime for African countries and
African trade expansion (Chapter Ill); an analysfisnternal and external constraints to
African trade, the controversy over Western agtical subsidies, and tariff and non-
tariff barriers to African trade in Western mark@@hapter IV); and a discussion of new
approaches to trade development in Africa with gpeamphasis on the role of export
processing zones (Chapter V). The final chaptevides some concluding remarks.

Chapter II: Regionalism, Trade and Development in Arica

Regional co-operation, using regional trade groggior regional economic communities
(RECs), has been a dominant feature in the devedopof trade policy since the end of
the Second World War. Apart from the tariff redoos negotiated through the General
Agreement on Tariffs and Trade (GATT) and, sinc®59under the World Trade
Organization (WTO), the movement towards economiegration in Western Europe,
Latin America, Africa, North America and Asia hazel the most important
development affecting the level and structure tdrimational trade in the post World War
Il period. Many believe that integration of the momic (and ultimately political)
systems of nation states is a way of bringing almatitonly rapid economic growth but
also lasting peace through increased trade.

Jacob Viner’'s seminal work on customs union thedtgd The Customs Union Issue,
which was publisheth 1950, has stimulated a lot of intellectual reskand interest in
customs unions. However, in practical terms, theopean attempt at economic
integration, legalized by the Treaty of Rome in 19%has been an inspiration and
stimulus to other regions to engage in economiggirdtion. The success of the European
Union (EU), culminating in the single market in 298nd a single currency in 1999, has
been the envy of other regions. By 1998, a totad®fregional integration schemes or
agreements were identified but none had develapéuktlevel of the EU.

The concept of international economic integratisrcéntral to the issue of regionalism
and regional economic communities. According toeH{h994), “international economic
integration” describes both a state of affairs angrocess. As atate, international
economic integration refers to a fusion of formesgparate national economies while as



a process it signifies the gradual elimination of economrorftiers between countries.
Economic frontiers may be defined as any demarncatier which mobility of goods,
services and factors of production are relatively.I Thus, following Iyoha (2004), we
may postulate that international economic integrats the attempt by the governments
of 2 or more countries to link together their eamnes through the removal of economic
frontiers under specific integration schemes.

1.1  Forms of Regional Integration
We may identify five main types or forms of regibi#egration, classifying them by a
rising degree of intensity. They are:

» Preferential Trade Agreement (PTA), which is formedh the reduction of
custom duties (mainly tariffs) on trade among membelative to those on trade
with non-members.

* Free Trade Area (FTA), which involves the elimipatiof tariffs and quotas on
the trade among member countries.

» Customs Union (CU), which goes a step further tthenFTA as in addition to
free trade within the union, there is a common mktariff (CET) against non-
members.

« Common Market (CM), which is a CU that allows ftretfree movement of
factors of production among member countries. ThHwEscompasses intra-union
free trade, a common external tariff against nomalmer countries and free
movement of factors of production (labour and cdpivithin the union.

* Economic and Monetary Union (EMU), which is a conmmmarket in which
there is a single currency and monetary policy, amevhich major economic
policies (particularly fiscal policy) are coordiedtor harmonized. Often, there is
a compensation policy, which involves transfer @icame to poorer or
disadvantaged members of the Union.

1.2 Benefits of Regional Economic Integration

Regional economic communities are formed becauseeoéxpected benefits from them.
An important feature of the higher levels of intipn is free trade among members.
Free trade is expected to lead to rapid expanditrade among members, which in turn
is expected to lead to rapid economic growth. Thysses result from the dynamic effects
of a CU, which have been shown to overshadow thecseffects, viz., trade creation,
trade diversion and terms of trade effect. The dynaeffects, which are cumulative in
nature, lead to growth. Indeed, the dynamic effefta CU are often described as the
long-run consequences for the economic growth ahb® countries as a consequence
of increased market size and exploitation of ecaeerof scale, increased competition,
learning by doing, and increased investment, Coaper Massell (1965), lyoha (1977)
and Kreinin (1964). lyoha (1977) has shown thatl#nger the CU, the more likely it is
to lead to growth since the larger the CU, thedangill be the market created. Also, the
stronger the potential economies of scale are, thedmore rapid the autonomous
productivity advances, the more likely will the @&ad to growth. Thus, the contribution
of a CU (or regional integration in general) to mamic growth will be greater if the
exploitation of scale economies, made possiblenbseased market size, takes plpas
passu with learning by doing.



[I.3 Regional Economic Communities in Africa

Regional economic integration has a long historAfinca. The South African Customs

Union (SACU) was established in 1910 while the Bssican Community (EAC) was

set up in 1919. The East African Community collapsel987 but is now being actively

revived. Currently there are 14 regional econormmunities in Africa. They are:

» the Arab Maghreb Union (AMU) established in 1989;

* the West African Economic Community (CEAO) formadl972;

* the Economic Community of the Great Lakes Count(leEPGL) established in
1976,

» the East African Community (EAC) formed in 1919;

* the Common Monetary Area (CMA);

» the Economic Community of Central African State€AS);

» the Common Market for Eastern and Southern Afrl@@NMESA);

» the Economic Community of West African States (EC&S8Y established in 1975;

* the Mano River Union (MRU) formed in 1973;

» the Central African Customs and Economic Union (WA established in 1964;

» the Eastern and Southern African Preferential Traga (PTA) formed in 1981,

» the Southern African Development Community (SAD@)vied in 1992 and formerly
called SADCC, which was established in 1980;

» the South African Customs Union (SACU) formed iri@9and

» the Indian Ocean Commission (I0C).

In addition, there is the proposed continent-widac&n Economic Community, whose
treaty was signed in 1991 (the Abuja Treaty) andciviis expected to be in place by
2025. Even a cursory analysis shows that Africaghamiltiplicity of RECs, characterized
by overlapping memberships. Indeed, it is commofind a country belonging to 2 or
more RECs. A case in point is Southern Africa wheesotho and Swaziland are
members of SACU, CMA, SADC, and COMESA. Also, Maus belongs to 10C,
COMESA and SADC. Mauritania is a member of both BZAS and AMU. Many
analysts believe that overlapping memberships iI€REould cause complications and
inconsistencies due to the conflicting obligatiamsl divided loyalty. In fact, the lack of
progress or success with African integration scleinas been attributed in part to
conflicting interests brought about by overlappmgmberships in several RECs.

Osagie (1992) strongly decries this prevalenceveflapping memberships as it tends to
encourage lack of commitment to any of the orgdimma. According to him, “The
phenomenon of multiplicity of regional groupingstiin the same economic space is
peculiar to Africa. It is probably only in Africeh&t one country belongs to 2 or 3
communities, to which it exhibits little or no pdal commitment”, Osagie (1992, p. 20).
A possible explanation for the eagerness of coesto join integration schemes could be
the political motivation or inspiration of regionaitegration arrangement in Africa.
According to McCarthy (1999, p. 17) “the [Africaekperience has been that regional
integration is driven by pan-Africanist ideology obntinental unity and a desire to
escape the constraints posed by the smallnes®obetes.”



Unfortunately, in spite of the proliferation of @gration arrangements, there has been
little or no success in regional integration in 8, judging by the impact of RECs on
intra-African trade. Intra-African trade as a shaf¢otal foreign trade has remained low.
According to theEconomic Report on Africa 2003 by the Economic Commission for
Africa (2003, p. 38):

Trade among Sub-Saharan African countries (Africa-to-Afriadd) accounts for only

12% of Sub-Saharan exports, up from 8% in 1989. That eigjor established regional

arrangements did not contribute to the increase; their sha&gica-to-Africa trade
were either stagnant or declining between 1989 and 1993.

A recent study of COMESA by Geda and Kibret (20028) supports this finding as
they find that “regional integration arrangemeratiefd to positively affect intra-regional
trade. In fact, intra-COMESA trade is not signifitlg different from its trade with non-
member countries. This is the case whether importexports are used to measure
bilateral trade.” The low share of intra-regionedde in total foreign trade probably
reflects the high proportion of Africa’s trade withe European Union (EU) and the
United States (U.S.) and the so-called “hub-andksppattern of trade. Baldwin (1997).
Also contributing to this low share are structuiadtors like the competitive nature of
primary-producing, small, low-income economies wiitile or no manufacturing
capacity, and the existence of weak financial secmd poor intra-state and inter-state
transport and communications infrastructure in @n countries. McCarthy (1999).

However, what is rather disturbing is that Africeégional arrangements have the lowest

levels of recorded intra-regional trade of all suntegration schemes in the world.

Indeed, it has been found that shares of intraarediexports are typically below 5% in

African RECs; see Fouratan and Pritchett (1993)e Tiwo exceptions to this

phenomenon of low intra-regional trade are CEAO 8A€CU, which both have shares

of intra-regional trade in excess of 10% of totalde. In 1990, CEAOQO’s intra-regional

trade amounted to 11.3% of total exports while 994, SACU’s intra-regional exports

was an impressive 20.3% of total exports; see Mt@af1999, p. 22). Also, several

countries depend critically on trade taxes as acgoaf government revenue. They have

therefore been reluctant to eliminate trade taxésowt an assured compensatory source

of revenue. In addition to the limited trade poi@ntind the constraining structural

features of the typical African country alreadyudkd to, the low share of intra-regional

trade in total trade of African RECs is attribugabd many factors including:

» failure to implement reduction in trade barriers;

» inability to devise equitable arrangements for sigathe gains from integration;

» ineffectiveness of common external tariff due tguests for exemptions;

» failure to discontinue existing economic ties wittmn-members;

* wide differences in the degree of dependence ale ti@xes as sources of revenue;

* lack of sustained political commitment;

* macroeconomic instability; and

» political instability and poor governance; see Lyakaet al. (1997) and Geda and
Kibret (2002).



The barriers to intra-African trade are largelyipplinduced. Overcoming the barriers
will necessitate changes in trade and commercitypaviost importantly, tariff and
non-tariff barriers to trade need to be dismantldo important will be improvements
in macroeconomic policy management including thémiektion of over-valued
exchange rates. Within the regional economic conitesn there is need for policy
coordination especially in the areas of industrabduction, and transport and
communications infrastructure. In the long runrarifrican trade will no doubt expand
with increased industrialization and rising incopes capita in member countries of the
RECs.

Chapter IlI: Africa and the WTO Regime

.1 GATT and WTO

The World Trade Organization (WTO) is the succedsothe General Agreement on
Tariffs and Trade (GATT). GATT was established 841, after the ¥ World War -- as
part of the architecture of the post-war economamdscape. The two Bretton Woods
Institutions (the International Monetary Fund or HMand the International Bank for
Reconstruction and Development or World Bank, ahe@ tnternational Labour
Organization (ILO) were all created at that timéeTinternational Trade Organization
was also to be created to oversee world-tradinyises and settle trade disputes, but
agreement could not be reached. GATT was theref@aed as an interim organization
to oversee world trade issues. It ended up exidonglmost 50 years. Finally, at the
conclusion of the Uruguay Round of multilateraldganegotiations (MTN) in 1994, an
agreement to create the WTO was reached, andhittttod off in 1995.

The legal instrument establishing the WTO constftsGATT 1994 (which includes

GATT 1947), twelve Multilateral Trade Agreements TA6) on goods, the General
Agreement on Trade in Services (GATS), the AgrednoenTrade-Related Aspects of
Intellectual Property Rights (TRIPs), the Underding on Rules and Procedures
Governing the Settlement of Disputes, and an ageeeran a Trade Policy Review
Mechanism.

The main functions of the WTO, as contained inchetill of the Agreement are:(i) to
facilitate the implementation, administration angeration of the Uruguay Round
Agreements; and (ii) to provide a forum for negidias among members concerning
their multilateral trade relations. Many signaterte the Agreement, especially Canada,
the European Community (EC; now the EU), and maawebbping countries saw WTO
not only as a mechanism for implementing the resaoftthe Uruguay Round of trade
negotiations within a common institutional framewdut also as a device for imposing
more stringent discipline to preclude unilateratier measures. According to UNCTAD’s
Trade and Development Report 1994, the successfupletion of the Uruguay Round
of MTN and the signing of the WTO Agreement wouldad to a substantial
strengthening of the multilateral trading system by



» providing much more detailed rules to govern thpliaption of a variety of
trade policy measures;

» devising new multilateral trade rules to cover lietegtual property and trade in
services;

* achieving a substantial degree of tariff liberdi@ma so as to maintain the
momentum towards ever freer multilateral trade;

* reducing the discriminatory aspects of regionaléragreements;

» effectively raising the multilateral obligations @il countries to broadly
comparable levels, with differential and more fanalle treatment for
developing countries being delineated in a moreifipecontractual manner;
and

* linking together the various agreements concludethinv a formal
institutional framework (i.e., WTO), subject to antegrated dispute
settlement mechanism, see UNCTAD (1994: 119 angl. 121

[1l.2 Implications of the New Agreement for Africa’s Export Trade

Note that contracting parties of GATT 1947 wishtngoecome original members of the
World Trade Organization are required to accept2IMTAs on goods incorporated into
the Agreement, without exceptions or reservatidhgy are also required to submit their
schedules of tariff concessions and of specifitasatand sub-sectoral concessions with
respect to market access and national treatmentrdde in service to the WTO for
vetting. In essence, this has led to a substantieéase in the scope of obligations for all
GATT contracting parties. The developing countoé#\frica have been saddled with a
guantum increase in the level of their obligatibesause of the fact that they have high
tariffs on agricultural commodities. They have alsen adversely affected since they
face a higher level of obligations arising from th@w General Agreement on Trade in
Services and even more stringent obligations ermaparom the agreement on
intellectual property rights. In addition, the WTAYreement has substantially reduced
the flexibility hitherto enjoyed by developing cdtias under the multilateral trading
system regarding their trade policies.

[1.3  Provisions of Agreement on Agriculture

The long-term objective of the WTO Agreement on iédgjture is to establish a fair and
market-oriented agriculture trading system. ItI®aimed at initiating a reform process
through the negotiation of commitments on suppord g@rotection and through the
establishment of strengthened and more operatjoetidictive GATT rules and disciplines.
This long-term objective is to provide for subskanprogressive reductions in agricultural
support and protection sustained over an agreeddpef time, resulting in the correction
and prevention of restrictions and distortions orld/agricultural markets.

The WTO embodies provisions, as agreed on by dewgacountries, aimed at boosting
developing countries performance in world tradeagmicultural commodities. The WTO
members agreed to have specific binding on theviatig three areas:

@ market access,

(b) domestic support, and

(c) export competition and subsidies.



l11.3.a Market access

An often-mentioned problem of developing countragticultural export has been the lack
of access to developed countries’ markets, dudeanstitution of a myriad of import

controls and other restrictions. This has largehdarmined the growth prospects of
developing countries whose development strateggdredn agricultural exports. In the
WTO Agreement, developed country members, haveeddoetake fully into account

the particular needs and conditions of developiogntty members by providing for a
greater improvement of opportunities and terms afess for agricultural products of
particular interest to those members, includingfttiiest liberalization of trade in tropical-
agricultural products..., and for products of maitir importance to the diversification of
product from the growing of illicit narcotic crops.

Market access concessions relate to bindings ahdttiens of tariffs and to other market
access commitments as specified in the WTO Agreeriide agreement further provides
that members shall not maintain, resort to, ormeeeany measures of the kind which have
been required to be converted into ordinary custauies. These measures include
guantitative import restrictions, variable imporevies, minimum import prices,
discretionary import, licensing, non-tariff measurenaintained through state-trading
enterprises, voluntary export restraints and smilerder measures other than ordinary
custom duties. This is contained in Article 4 @ thgreement on Agriculture.

[11.3.b Domestic farm support programs in developeduntries

A basic source of distortion in the world market &gricultural commodities and primary
products has been the differential level of domestipport that developed and developing
countries can give to the production of these codities. This has tended to reduce the
price competitiveness of developing countries. This WTO provides for a commitment
by each developed country to reduce its domegtip@timeasures in favour of agricultural
products. However, for developing countries, goregnt measures of assistance, whether
direct or indirect, to encourage agricultural awndak development are regarded as an
integral part of their development programs. Hettoe WTO provides that investment and
agricultural input subsides (e.g. fertilizer) whiake generally provided to low-income or
resources-poor producers in developing countrielh BB exempted from domestic support
reduction commitments that would otherwise be apple to such measures in developed
countries. This is contained in Article 6 of therégment on Agriculture.

[11.3.c Export competition and export subsidies

Domestic support and export subsidy policies haaenbemployed largely by developed
economies to protect their agricultural sectordéyrihe Export Competition commitments,
each member undertakes not to provide export sebsid any financial contribution other

than in conformity with the Agreement and with tbemmitments as specified in that

member's schedule. The financial contribution mayolve a direct transfer of funds,

potential direct transfers (such as loan guaraptetee forging of revenue by the

government, or the public provision of goods amises, other than infrastructure, or the
government purchase of goods; or any form of incamerice support. The Agreement

prohibits subsidies contingent upon export perferteaor upon the use of domestic goods
in preference to imported goods. GATT members lase entered into commitment to

reduce those classes of subsidies specified in Abpeement as actionable with



accompanying target dates and a desired level tanaequired. The bound reduced of
export subsidies are defined in Article 9(1) of kgreement. These are to be reduced by
24% in terms of value (budget outlays) and 14% olume over a 10-year period by
developing countries. For developed countriesctiveesponding figures are 36% and 21%
over 6 years.

1.4 Assessment of Impact of the WTO Provisions Africa's Agricultural Exports

Bold as the 1994 Uruguay Round initiatives werdotars are not convinced that the real
motive behind them is actually the revitalizatidntlee developing countries' agricultural
export trade. Most of the developing countries @r@o significant consequence in their
trade relations with the developed countries to mttbeir total trade is largely oriented.
Indeed, despite the changes in the WTO, developmmtries will continue to have a
relatively weak bargaining position, as trade llieation in the WTO remains dependent
upon developed countries’ willingness to reducédfsaand domestic support in areas of
interest to developing countries. Moreover, trade€ommodities has over the years been
governed by Commodity Trade Agreements. There iefasence in the WTO of what will
become of these Agreements. Their sustained udbeirdetermination of commodity
bargains side by side with the WTO Agreements @altinue to impoverish commodity
producers.

Aside from the observed internal weakness of theO\Gther factors contribute to Africa's
poor competitiveness, and might hinder her abibtyruly exploit opportunities presented
by the WTO though the new system is expected forddglem free. These include:

« unfavourable supply conditions for cash crops,

» poor and unreliable infrastructure (energy, watgpsy, transportation),

» poor access to credit and foreign exchange, regutiimajor supply problems,

* lower labour productivity in relation to most Asieountries,

* rural-urban migration away from agriculture to istlial and white-collar
employment,

* pervasive poverty and poor health, and

* cumbersome export procedures.

All in all, the Uruguay Round of multilateral tradeegotiations was not particularly
favourable to African countries. This is to somdeex related to the low level of
participation by African countries in the negotas. Also, the unfavourable results to
some extent reflect imbalances whose overall effestalized African countries. In
particular, issues of great interest to Africanrtoes were not adequately covered in the
Uruguay Round negotiations. Worse still, Africanuntriies accepted many binding
obligations in exchange for non-binding promisesrfrthe developed countries of the
North. Also, in retrospect, African countries didtriully understand the implications of
many of the Uruguay Round agreements that theyastgmp Not surprisingly therefore,

! Unfavourable supply conditions for cash crops are due)tingufficient domestic production, (ii)

relatively poor quality of outputs as a result of poordiiag of crops, (iii) underdeveloped agronomic
research and weakness in the link between research organizationmodnders; and (iv) a lack of

improved seeds and seedlings.

10



African countries have been faced with difficulbadistrative, institutional and financial
problems in trying to meet the obligations whichrnfiointegral parts of the WTO
agreements. Many African countries have also erteoeid problems in trying to realize
the benefits which the WTO agreements promised.e nound of negotiations, the
Doha Round has been presented to developing cesnfis a means to redress the
demonstrated imbalances and inequities of the Wydround. The Doha Round has
also been presented to developing countries as @orwnity to place more
development-oriented issues and proposals on thatining agenda.

Note that expanding market access for its expsnarticularly critical for Africa since it
depends more on external trade than do other daewglaegions. In 2001, exports of
goods and services accounted for 34% of the GDHewstloping countries but they
amounted to 40% of the GDP of sub-Saharan Africamtries. ECA (2003, p.20)

Chapter IV: Barriers to African External Trade

Attempts to expand Africa’s trade have been hantbéne both internal and external
constraints or barriers. Internal barriers to Adndrade include low per capita incomes,
tariff and non-tariff barriers, overvalued exchangées, inconvertible currencies, poor
transport and communications infrastructure, aatil¢ biased policies, civil wars, and
poor macroeconomic policies. The external barrierstrade are those imposed by
foreigners and include lack of access to Westermketsr and trade-distorting farm
subsidies by Japan, the EU and the US.

On account of a host of factors including low protilty, lack of competitiveness, poor
market access, falling terms of trade, and restdactrade regimes, Africa’s relative
market share in world exports has been declinimgdérades. According to the World
Bank (2000, p. 192):

Since 1970 Africa has suffered losses in its world markeadpicultural exports — 55
percentage points for groundnuts, 27 points for coamoe,14 points for coffee.

Africa’s agricultural exports continue to be domath by a few crops. Indeed, since
1970, nine crops, namely, cocoa, groundnuts, coffetton, tea, rubber, banana, sugar,
and tobacco, have accounted for approximately 70%draca’s agricultural exports; see
World Bank (2000, p. 184). Between 1970 and 199fficAs share of world trade
declined for seven of its major export crops. Thesre cocoa, groundnuts, coffee,
cotton, rubber, banana, and sugar. Africa’s redaskiare of world exports increased for
the remaining two, viz., tea and tobacco. Overaftica’'s share in world trade as
measured by its share of world exports or worldanghas steadily declined since 1970.
In 1970, Africa’s share of world exports was 4.48t by 1997, its share of world exports
had declined to a minuscule 2.3%. Africa did noéfenuch better in imports as its share
of world imports fell from 6.1% in 1970 to 3.9%1997.
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What accounts for Africa’s declining share of worldde and declining market share of
agricultural exports? First is the issue of retitits on market access by the rich
countries. This point has been well made by Shé@01, p. 15) who declared that
“industrial country protectionism in the agriculirsector is particularly harmful to
Africa, much of whose export potential is in agtiatal products and processing.”
However, even though industrial country trade pesicand market access restrictions
have played a role, the fundamental cause of Afifaling export could be ascribed to
lack of competitiveness arising mainly from low @uativity, undercapitalization, high
transactions costs, inadequate market infrastrectuweak institutions and support
services, inadequate diversification, and poor wowmrnomic policies (including
overvalued exchange rates). Thus, ultimately, Afisca’s lack of competitiveness that
has resulted in the steady marginalization of gdcalture in world trade. This is best
demonstrated by comparing the agricultural expamtfggmances of Africa and Asia
during the last decade of the 20th century. Asia wery competitive -- a result of high
labour productivity arising from favourable economand trade policies, high
capitalization, use of modern techniques, and adoicel of the requisite infrastructure.
Consequently, Asia increased its market sharelithalmain agricultural commodities.
In contrast, Africa's market share in all the majommodities declined. An examination
of African and Asian export market shares shows bletween 1970 and 1993, Africa's
export market share in cocoa fell by 20.2% whiléaAssmarket share rose by 19.6%. For
coffee, Africa's relative share fell by 10.3% whHeia's market share rose by 6.0%. As
for cotton, Africa's export market share declingd13.5% while Asia's share increased
by 19.0%. It seems imperative therefore for Africayuntries to produce agricultural
commodities at lower costs, possibly by using neghhologies, to ensure that Africa’s
position in world markets is not further eroded.

Africa, of course, has comparative advantage inpttoeluction of primary agricultural
commodities. Thusseteris paribus, Africa’'s exports of agricultural commodities abie
significantly increased if there is a level playifigld. The tariff reductions already
agreed upon under the auspices of the World Tragar@ation (WTO) are no doubt
useful. But more needs to be accomplished in futomeds of trade negotiation to ensure
that Africa's gains are maximized. In particuldfoes should be made to reduce non-
tariff barriers by the Organization for Economic-Qgeration and Development (OECD)
countries on Africa's agricultural exports, andgeneral, to increase market access.
According to Sharer (1999, p. 26), “[d]during theund of talks launched in Seattle,
African nations should join forces to persuade stdal countries to liberalize agriculture
and open their markets to Africa's exports.”

It is true that a country's export performance degeon many factors, including its
natural endowments and its macroeconomic and stalcpolicy environment, i.e., its
domestic policies but the external environmentlse aften quite critical. Sharer (1999,
p. 27) states the matter thus with particular exfee to Africa:

Africa's export performance will be determined primarily by dsefit polices. However,
enhanced access to industrial country markets is also ampoaind could provide
African countries with additional incentives to reform thdmmestic polices.
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In this context it is noted that industrial couesritend to have restrictions on imports of
agricultural products, an area where much of Afsiexport potential is concentrated. For
example, in 1997, the average most-favoured nd#dff in the European Union (EU)
was approximately 15% for imported unprocessecdcaljural commodities and 25% for
processed agricultural products. These were mughehithan the 4% tariff that was
levied on other goods; see Sharer (1999). AlsthenOECD countries, especially in the
European Union, non-tariff barriers in the form pfoduct price supports, export
subsidies and marketing arrangements also helprtcefout agricultural imports. It has
been estimated that agricultural subsidies in tB€D countries amount to 1.5% of their
total GDP; see Sharer (1999). Data contained in UNDP’s Human Development
Report 2003 show that in 2001, the OECD countries’ agricultusabsidies totaled
US$311 billion which exceeded sub-Saharan Afric@®P of US$301 billion; see
UNDP (2003, p. 156).

Thus, in addition to the problem of lack of marketess, there are the important issues
of trade-distorting farm subsidies and trade-distgrexport subsidies by the advanced
developed countries. High farm subsidies encouoage-production of primary products
like cotton in advanced countries. The resultirtdieial increase in world supply in turn
leads to falling prices and declining incomes irrigen countries that depend almost
entirely on the exportation of these primary prddud¢n addition, according to UNDP
(2003, p. 12), “...agricultural subsidies in rich otiies lead to unfair competition.
Cotton farmers in Benin, Burkina Faso, Chad, Mati dogo have improved productivity
and achieved lower production costs than their cdoantry competitors. Still, they can
barely compete. Rich country agricultural subsidatal more than US$300 billion a year
— nearly six times official development assistanddie World Bank has analysed OECD
subsidies to agriculture and their effect on Afréacal other developing countries. It found
that transfers to farms in OECD countries reachadgering amounts in the late 1990s.
According to the World Bank (2000, p. 177):

In 1996, transfers were estimated at US$300 billion bput the same as Africa’'s GDP.
These transfers are largest in the European Union, with Japérthe United States
transferring income at just over half the EU level.

It is obvious that removing the OECD subsidiesddaulture would result in significant
benefits to developing countries, including Africamountries. In the first place,
production patterns would shift, with agricultu@bduction falling in OECD countries
and rising in developing countries. For exampl@as iestimated that meat production in
Africa could increase by 20 per cent. Secondly,l ieaome in Africa and other
developing regions would rise. According to the WdBank (2000, p. 177), “[a]Jnnual
per capita income would increase by US$1 in Sowgia AUS$4 in Southeast Asia, US$6
in Africa, and US$30 in Latin America.” The tradbdralization aspects of globalization
therefore still have a long way to go. Clearly, ggo implementation of the tenets of
globalization would result in huge gains for Afreagricultural production.

Before ending this section, it would be helpfuptovide an overview or summary of the
constraints and challenges of agricultural prodaunctn Africa. It would seem that there
are both external and domestic obstacles to reapagull benefits of globalization. The
external constraints arise partly from the regiexsessive reliance on the exportation of
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primary commodities whose prices tend to be vaafllhis makes Africa to be highly

susceptible to adverse external trade shocks andattaries of international trade cycles.
Another constraint is the high tariff and non-tbbérriers to Africa's agricultural exports

by OECD countries. Finally, there is the issue xfessively high farm subsidies and
export subsidies for primary products by the indaktzed countries. On the domestic
side, constraints include supply bottlenecks agisirom rigid land tenure systems,

antediluvian farm technologies, poor infrastructdoav on-farm investment, and weak
rural financial systems. Other constraints incladeio-economic and political instability,

and poor macroeconomic policies.

Arising from this analysis, the recommendations éwhancing Africa's agricultural

production, exports, and economic growth includeribed:

« for diversification both within agriculture and inmanufacturing;

 to promote a conducive and favourable environmemt domestic and foreign
investment;

* to adopt stable, transparent, predictable and d¢r@ndmoting macroeconomic
policies;

» to promote a stable social and political environtfensustainable economic growth;
and

» to improve market access (preferably by grantimpss:the-board, bound, duty-free,
and quota-free access to industrial country marfieetprimary products from African
countries) and to reduce agricultural subsidigbénindustrialized countries.

IV.1 Export Subsidies by Developed Countries

While advocates of liberalization in the economadsthe developing countries have
called for reduction in subsidies, the high lew#isubsidies in developed countries have
increased significantly especially in the OECD does. Subsidies have increased from
US$247 billion in 1986-88, to US$270 billion in IR@&Nnd US$274 billion in 1998.
Similarly, US subsidy levels increased from US$4hikion in 1986-88 to US$50.0
billion in 1998. While the Uruguay Round advocaties reduction of subsidies in most
developing countries, subsidies have been on ttiease in OECD countries and the
United States.

IV.2 Removal of Barriers and Enhancement of MarketAccess

It is now widely believed that a major challengethe expansion of trade by African
countries is that of increasing access to develameohtry markets. In other words, if
Africa’s external trade is to be significantly expled, ways must be found to remove the
external barriers to African trade, viz., lack afcass to developed country markets,
reduction of tariff and non-tariff barriers to Aden agricultural exports, reduction or
elimination of trade-distorting domestic farm sugpoand elimination of export
subsidies in developed countries.

%2 There is need to diversify both food crops and cashscuarticularly non-traditional export crops that
can be profitably produced in Africa's agro-ecological conditi®uch commodities include horticulture
and floriculture. Already, Burkina Faso, Kenya, Tanzania, ldapand Zimbabwe have started exporting
these products. Other non-traditional export crops that hapteired the interest of African countries
include shrimps, tuna, fish, cashew nuts, Soya bean#rabit gum.
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It had been hoped that the Doha Round of WTO wbeldised to solve the problem of
improving access for agricultural products expartddfortunately, the Doha virtually
collapsed as a result of the inability of Japan,, Edd the US to agree on tariff
reductions. However, there is no choice but toicoetto negotiate to bring down tariffs
on agricultural products of developing countriesl do reduce trade-distorting export
subsidies and domestic subsidy to farmers in deeela@ountries. These issues will now
be addressed at the WTO meeting scheduled to hdidmng Kong in December 2005.

An important initiative likely to improve market eess for Africa is the US’ African
Growth and Opportunity Act (AGOA). This initiativeras introduced in 2000 and is
designed to give most African countries preferéra@ess to the US market for some
categories of products, mainly petroleum produetgricultural commodities, and
manufactured products such as textiles. Alreadypodg from Gabon, Lesotho,
Madagascar, Mauritius, Nigeria, South Africa, anda3iland have increased as a result
of AGOA. More countries are expected to benefitthe future. While beneficial to
Africa since it gives African countries an advamtagyer other regions, its benefits are
rather limited as it does not cover all exportarfréfrica and there are some stringent
“rules of origin” requirements enshrined in the AftCongress.

Also, the EU’s “Everything but Arms” initiative, @poved in 2001 has the potential to
improve market access to the EU for African coestriThe objective of the EU’s
initiative is the elimination of quotas and dutes all products except arms imported
from 49 least developed countries, most of whighiarAfrica. Proper implementation of
this initiative is likely to significantly increasafrica’s exports to the EU in the years
ahead.

Chapter V: New Approaches to Trade Development in Aica

One of the new approaches that can be used tor fmatie development in Africa is
establishment of export processing zones (EPZsYsEd® duty free zones are areas
where domestic and foreign firms locate their puotiin facilities for manufacture,
assembly or processing of goods. (Din, 1994) Theamaihges that EPZ creation offers
include the rapid expansion of the industrial bastenulation of the domestic sector
through linkages with the rest of the economy, afléviation of the problem of
unemployment in the host country. The Asian andfffamountries have used free trade
zones as instruments of development more than &mgr aleveloping nations. The
establishment of EPZs has been a huge successm kting, Singapore, China, Taiwan
and South Korea.

There are divergent views on the role of EPZs imhating and sustaining economic
growth. Rondinelli (1987), in his review and reasseent of EPZ as a means of
promoting growth, increasing employment, and prangpteconomic development in
Asia, argued that EPZs have created new employngamterated foreign exchange,
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expanded national revenues and increased expavs.flele however added that large
EPZs might promote undesirable in-migration fronraluareas and produce more
dependence on foreign-owned firms. Neverthelesedmeluded that the benefits that
EPZs confer are usually more than the cost.

Heron (2002) presents an assessment of the caimnbePZs in the Caribbean in terms
of the costs and benefits associated with offepirgferential treatment to export-oriented
investment, the backward linkages fostered betwassembly operations and the
domestic economy, as well as the extent of teclygyotcansfer. He concludes that even
though the EPZs offer the host country undeniakleebts in terms of employment and
foreign exchange earnings, their contribution talustrial transformation is not
substantial. However, in practical terms, it se@fear that the establishment of an EPZ
would normally lead to the creation of new employmegenerate foreign exchange,
increase national revenue, increase export flow alsd attract foreign investment.
While, this is not without a cost, the benefits quoed by EPZs are usually quite
significant.

The success of the newly industrializing countridsSouth-east Asia (Hong Kong,
Singapore, South Korea, and Taiwan) in developimgugh industrial export-led growth
has demonstrated that this i®a@ne fide avenue for rapid economic development, lyoha
(2003). A pre-requisite for successful growth thetdriven by the exportation of
manufactured goods is domestic industrializationl &mgorous export promotion. In
addition to the production of high-quality manufaetd goods, successful exportation
requires creative marketing, attractive packagawgyuisition of information on demand
conditions in foreign markets, flexibility, adapiily and zeal in penetrating foreign
markets. Africa has the potential in terms of humesources, raw materials, and access
to the requisite technology. What are needed agewtiti, organizational acumen and
persistence to succeed.

For several reasons especially the success of ebgubgrowth in South East Asia, the

current international orthodoxy is in favour of exporiented trade policy. A critical

feature of such a strategy is export promotion. pbkcy of export promotion is being

canvassed for many reasons including:

» the improvement of the balance of trade and balahpayments;

» asource of export-led growth;

* in order to promote capital inflows and improve deenpetitiveness of domestic
industries; and

* a means of encouraging the diversification of pobidun and exports.

V.1  Export Promotion Policies in African Countries

Export promotion is a wide-ranging policy initia#ivthat has many components and

dimensions. Policies and strategies for export pt@n are designed to:

* enhance the marketability of exportables througidpct diversification and quality
improvement;

» strengthen and improve the institutional framewéwok providing better support
services to exporters and export-oriented indusstrie
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» establish backward linkages between export-oriemddstries and primary sectors
for the utilisation of local raw materials;

* attract an increased number of entrepreneurs fongeip export-oriented industries
and encourage them through the provision of swgtaientive packages, as well as
appropriate  human resources development programimesthe promotion of
entrepreneurial and managerial skills in the canté#xa competitive international
environment;

» expand and consolidate existing export markets elt ag create new markets for
African exportables;

* ensure the removal of procedural and regulatoryldre@cks incompatible with the
attainment of the objectives of an export-led gropolicy;

» promote programmes for developing export-orientevwedge-based resources,
including computer software, Internet facilitiedaglectronic commerce, engineering
and consultancy services;

» diversify and increase the exportation of high eadwlded manufactured products,
that depend on the natural resources where Afasacbhmparative advantage; and

* encourage the acquisition and adaptation of enmient-friendly technologies to
ensure that African products meet the requiredmat@nal standards.

V.2  Export Promotion Strategies for Primary Products

Many believe that agricultural exports can be madence again contribute substantially
to export earnings. In addition to the traditioeaport commodities, it is believed that
Africa has significant potential for export of th@lowing products: horticulture, Soya

beans, shrimps, fish, cashew nuts, and gum Ardbate that in order to have a

reasonable chance of success, government shouwdougly promote improvements in

rural infrastructure, enhance extension deliveryises, undertake aggressive marketing,
provide comprehensive agricultural trade informmatand offer other requisite incentive

packages and trade support infrastructure.

V.3  Export Promotion Strategies for Manufactured Gads

It is well known that the gains from export of pessed and manufactured goods are
greater than those from exporting primary commeditiargely because of the higher
value added. Therefore most developing countriesadi supplementing the exportation
of primary products with the export of manufacturaad eventually, like the Asian
Tigers, concentrating on processed and manufacaxgaolts.

It is apparent that specific steps and measureg teebe adopted and implemented in
order for African countries to be successful expertof manufactured goods in an
increasingly competitive global environment. Toeeffvely pursue the trade policy in
industry, a number of constraints which currentlypede the export of manufactured
goods must be addressed with the zeal they des®mv@ng such constraints are:

* inadequate infrastructural facilities;

» excessive import dependence;

» lack of export awareness or culture of export ambhgerian manufacturing

establishments;
* policy instability and lack of predictability;
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» significant price and exchange rate instability;

* low level and high cost of funds for industrial é&pment;

» insufficient emphasis on R & D activities;

* inappropriate technologies; and

» ineffective regulatory institutions which manifeste.g. ports difficulties, export
bottlenecks, bureaucratic delays and rent seeking.

It is clear therefore that Africa currently has exppotentials in many lines of products.
Import of technology and adaptation of currentlaitable techniques would permit entry
to other areas like assembly of electronic prodantsexportation of metal products.

Chapter VI. Concluding Remarks

In the 19th and 20th centuries, trade has by aige lbeen an engine of economic growth
for the global economy. It has also acted as armnengf growth for particular national
economies -- in the 19th century, Canada and Aist@ad in the 20th century, Japan. In
recent years, trade has acted as an engine oftgfomthe newly industrializing countries
of Southeast Asia, the so-called "Gang of Fourfelg, South Korea, Taiwan, Hong Kong,
and Singapore. Briefly, the dynamic gains from éradise from the effects of trade on the
level of investment, and on the state of techrkoalWwledge in the country. The increase in
investment and improvements in innovations and rnieeh progress will then lead to
increased productivity and competitiveness, arghén a further increase in trade. This
positive feedback effect continues and brings ahduirtuous circle” of increased trade and
economic growth.

However, the marginalization of many African cousdrespecially during the last two
decades shows clearly that Africa needs to ado@tpmasecute a policy of structural
transformation in order to achieve rapid and sosatae economic growth, raise living
standards, and reduce the incidence of povertyceSAfrican countries are generally
primary producing, structural transformation invegwudiversifying into manufacturing for
export. Export diversification refers to a deliderpolicy to expand number and type of
exported items. This is important for primary proihg countries that obtain the bulk of
their export earnings from one or two primary condities. Dependence on one or a few
primary commodities leads to instability of expateipts and foreign exchange earnings
especially in a world of volatile primary commodipyices. Instability of commodity
prices inevitably leads to balance-of-payments lgrok and inability to steadily finance
development expenditures.

The obvious solution is to encourage exportatiootbér products or, more importantly,
the exportation of manufactured goods. Dependemcenanufactured exports is more
beneficial as manufactured goods tend to have bigte and income elasticities of
demand. Consequently, foreign exchange earnings franufactured exports tend to
rise more rapidly over time and to be less volatilbus, a major benefit of export
diversification is that the country will become desusceptible to internationally
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transmitted shocks, particularly commodity tradeley, and in general, the volatility of
global primary commodity prices. This will enhandevelopment programming and
boost the rate of economic growth. Export divecsiion often goes hand in hand with
export promotion, which refers to the set of measwand policies used by a country to
boost the volume, value and variety of its exportsrder to increase foreign exchange
earnings, ensure balance-of-payments viability @odnote economic development.
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