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Trade Policy and Performance in Sub-Saharan Africa Since The 1980s

by

Charles Ackah and Oliver Morrissey

Abstract

This paper reviews trade policy reform and performance in Africa since the 1980s. African
countries have implemented significant trade liberdisation in this period, in particular reducing
tariffs. This has usudly resulted in an increase in imports, but export growth has often been
duggish so that in many countries the trade deficit has increased. The paper documents trends
and performance and reviews the explanations for poor export response. While trade policy
reform has been beneficid, the impact has not been as great as expected and the core
chdlenge facing African countries is how to diversfy and increase exports.
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1. INTRODUCTION

The mgority of African countries have liberdised their trade regimes during the past two
decades. Some countries began this process in the early 1980s, but most have only
implemented sustained and significant reduction in barriers to imports since the late 1980s or
ealy 1990s. The mgor trade liberdisation reforms in dmost dl countries were unilaterd,
reforms made by the country acting aone, rather than being implemented as part of an
agreement with trading partners. However, various agreements with trading partners have
‘locked in’ the reform efforts. Mogt obvioudy, the multilatera negotiations during the Uruguay
Round of the GATT that culminated in the establishment of the WTO in 1995 resulted in African
countries making commitments to open trade policies and declaring their bound tariffs (typicaly
at levels above gpplied tariffs). Numerous regiond trading agreements, some of more substance
than others, exist whereby African countries have agreed to more open trade with other African
countries. There are dso specid agreements relating to trade between groups of African
countries and developed countries, especialy the EU (notably EU-ACP arrangements) and US
(notably AGOA). Trade and openness are now high on the policy agendain African countries.

This paper concentrates on the experience with trade reforms in Africa since the 1980s and
African trade performance in the 1990s. Although the focus is on sub-Saharan Africa (SSA),
some results are reported for dl of Africa (dlowing comparison between North Africa and
SSA). The mgor reforms implemented were import liberalisation, and it is these that may have
affected economic performance over the past decade. We address a specific question: what
trade reforms have African countries implemented during the past two decades and have there
been identifiable economic effects?

The direct impact of trade liberdisation should be to ncrease the exposure of economies to
internationd trade (a common definition of openness), which would be reflected in anincrease in
the volume of trade. The expectation is that increased trade encourages a more efficient use of
resources, increases competitiveness and contributes to economic growth. However, trade
reform is likely to have a more direct and immediate effect on imports than on exports. Factors
externa to an individua country, such as world prices, are typicaly more important determinants
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of the volume and vaue of exports than a country’ s own trade policies. Furthermore, the ability
of acountry to increase exports (its export supply response) is congtrained by structurd rigidities
in production capacity, and infrastructure and indtitutional barriers to trade (trade costs). Thisis
epecidly true in sub-Saharan Africa (SSA), where exports are predominantly of primary
commodities subject to world prices and demand determined elsawhere and, in the case of

agriculture, affected by weather and other natural phenomena. There are therefore a variety of

reasons why the beneficid effects of increased openness to trade may be dow to materidise for
African countries, and these are explored in the paper.

We begin in Section 2 with a brief overview of trends in Africa’s performance in terms of the
growth of globa trade in the 1990s. Section 3 consders the arguments for trade reform and
discusses some messurement issues. Section 4 reviews the trade liberdisation achievements in
Africa, which have generaly been more considerable than is often recognised. Section 5 relates
reforms to trade performance, covering imports, exports and the combined impact on the
balance of trade. In generd, export growth has been at best duggish, and the reasons for thisare

congdered. We conclude in Section 6 with a discusson of implications for future trade policy.

2. AFRICAN TRADE PERFORMANCE IN A GLOBAL PERSPECTIVE

In globd terms, Africa as a region, and especidly SSA, has exhibited poor economic
performance over at least the past two decades. While some countries have been exceptions to
the trend and performed very well, the regiona performance is cause for concern. The dollar
vaue (in current terms) of exports from Africa actualy declined in the 1980s and rose by only
three percent in the 1990s. Africa's share of world merchandise trade declined between 1990
and 2000, in terms of both exports and imports (Table 1). It is clear that Africahas not shared in
the growth of world trade.

The Africa region accounted for just over three per cent of world merchandise exportsin 1990,
but this had declined to a 2.3% share in 2000. Over the same period, Africa's share of world
merchandise imports aso declined. Annud varigbility in the vadue of exports was very
pronounced in the late 1990s, declining by 17% in 1998 but risng by 27% in 2000, for example
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(WTO, 2001: 77). The value of imports, in contrast, has been quite stable — negligible change
throughout the 1980s, and a four per cent increase in the 1990s (WTO, 2001: 77).

Table 1: Regional Sharesof World Merchandise Trade, 1990 and 2000

Region Exports (%) Imports (%)
1990 2000 1990 2000
North America 15.4 17.1 18.4 23.2
Western Europe 48.3 39.5 48.7 39.6
Ada 21.8 26.7 20.3 22.8
Latin America 4.3 5.8 3.7 6.0
Africa 3.1 2.3 2.7 2.1

Source: WTO (2001).

Table 2a: Composition of Regional Exports (Sector % Sharein Regional Total)

Region Agriculture Minerals Manufactures
2000 2002 2000 2002 2000 2002

North America 10 10.7 7.2 7.2 78 76.9
Western Europe 9.4 9.4 7.1 6.9 80.3 80.7
Ada 6.5 6.6 7 7.1 84.2 83.6
Lain America 18.4 19.3 20.5 20.3 60.5 59.5
Africa 12.9 15.8 59.7 55 24.6 25.2

Table 2b: Composition of Regional Imports (Sector % Sharein Regional Total)

Region Agriculture Minerals Manufactures
1999 2002 1999 2002 1999 2002

North America 6.3 6.2 9 11.2 80.5 785
Western Europe 11 10.2 8.2 10.7 77.2 75.7
Asa 10.6 9.5 145 16.9 72.5 711
Lain America 9.6 9.8 9.1 10.9 78 76.3
Africa 16.6 15.9 10.1 10.8 70.2 70.9

Source: WTO (2001; 2003).
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This variability in exports, as compared with imports, can aso be seen in the sector composition
of trade. Africd's exports are principaly of minerals (mining and petroleum). Sector shares of
export earnings are determined more by trends in world prices than changes in export volumes.
In the early 2000s, the value of minera exports declined dightly while the vadue of agriculture
commodities increased dightly, with manufactures remaining quite sable (Table 2a). Africa's
imports are predominantly of manufactures, and sector shares of imports are quite Sable (Table
2b).

Table 3: Trendsin Primary Commodity Export Prices (1995 = 100)

Commodity 1998 2000 2001 2002
All Primary 79 116 106 106
Food and Beverages 89 77 78 79
Cereds 79 67 70 80
Sugar 73 66 67 56
Coffee 82 50 35 36
Cocoa 117 63 76 124
Tea 145 151 121 109
Agriculture Raw Materids 76 81 77 78
Cotton 67 60 49 47
Minerds 74 82 74 72
Copper 56 62 54 53
Crude Petroleum 76 164 141 145

Source: WTO (2003).

Primary commodities dominate African exports. While the export prices of primary
commodities overd| held ther vaue in the 1990s, this was driven largely by increased world
prices for timber and crude petroleum. World prices for many products important to Africa
declined between 1990 and 2000: cocoa by 29%, sugar by 26%, coffee by 9%, cotton by
28% and copper by 32%, while minerals overdl declined by 14% (WTO, 2001: 212). One of
the principd factors accounting for the decline in the value of SSA exports is that the world
prices of many of the primary commodities they export have declined (Table 3). For example,
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between 1995 and 2002, prices of cotton, sugar and copper lost dmost half of their vaue while
coffee prices collgpsed to dmost a third of their 1995 value. On the other hand, exporters of
cocoa and tea will have seen some recovery, while oil prices showed the largest increase. Even
where the trend in prices is upward, Table 3 highlights the variaions in commodity prices from
one year to the next, which makes it extremely difficult to forecast prices. *If there is one stylised
fact that tends to be gpplicable to commodity prices in generd, it is that of generd voldtility
rather than predictable trend movements (Newbold et al, 2005: 493). Thisvariability in prices
IS the principal cause of indability of African export earnings and acts as a disncentive to
invesment.

The African ‘export problem’ is not Smply the generd dependence on primary commodity
exports, but the heavy dependence of most countries on a narrow range of primary
commodities. In the late 1990s, 39 African countries depended for more than haf of ther
export earnings on just two primary commodities (UNCTAD, 1999: 33). The collgpse of world
commodity prices in 1998 was equivaent to area income loss of 2.6% of SSA GDP in 1997-
98 (UNCTAD, 1999: 29). Zambia illustrates a severe case of dependence on a badly
performing commodity, copper in this case. Commodity prices have not shown any dramatic
sgn of recovery in recent years. For example, world coffee prices in 2002 were below a third
of the level in 1997. The implications of primary commodity dependence and the difficulty of
diversfying exports will be addressed in Section 5.

Countries with high shares of manufacturesin their exports are reatively protected from unstable
export earnings, dthough they are operating in a competitive world market. South Africais the
only African country with a significant share of diverse manufactures in exports. Mauritius and
some North African countries (such as Morocco and Tunisi@) have sgnificant exports of textile
and clothing manufactures, but these rely to some extent on preferentia access to the EU (and
may be eroded by the dramatic growth of Chinese exports following the end of the MFA).
Other countries, such as Lesotho and Kenya, have increased clothing exports to benefit from
preferentia access to the US under AGOA. In generd, preferentia access to developed
country markets has been an important feature of African exports. A downsde of multilaterd
trade liberdisation is that it erodes the margin of these preferences. African countries have
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enjoyed preferentia access to OECD markets, especidly the EU; dthough this has facilitated
exports, preferences have not worked to support export diversfication Erosion of trade
preferences will imply losses for some African countries; dthough this will rardly be sgnificant
for agriculture exports, it may be significant for manufactures such as textiles (Mold, 2004).
Erosion of preferences will increase the chalenge facing African countries attempting to diversify

exports beyond processing of commodities.

A few countries account for most of al Africa’s exports. In 2000, only six countries had
individud shares above five per cent of tota African exports (South Africa, Nigeria, Algeria,
Libya, Angola and Morocco), and together accounted for aimost 70% of African exports,
whereas in 1980 they had accounted for 76% of African exports (WTO, 2001: 77). Three of
these are very dependent on oil and a fourth (Angola) on minerds more generdly. There are
other African countries that have had export success, but these are smal countries (even relative
to Afric) and their success is usudly due to specific features. For example, Botswana has
managed its diamond resources well and had a steady export performance (although the
export/GDP rétio fell from over 50% in the early 1990s to dmost 30% by the end of the
decade, Appendix Table B), while Mauritius has benefited from preferential access to the EU
for its sugar and clothing exports (maintaining an export/GDP ratio above 60% in the 1990s).1
The mgority of SSA countries, however, are economicaly smal and dependent for their
exports on relatively low-vaue primary commodities.

3. WHY TRADE POLICY REFORM?

Although SSA countries may not be important relative to world trade, trade is economicaly
important for these countries. The vast mgority of SSA countries have had redtrictive and
digtortionary trade policies snce independence until the 1980s (at least), typically motivated by
some desire to protect domestic industries. Irrespective of the merits of supporting domestic
producers, most economists would agree that trade restrictions are not the best way of achieving

this objective. For one reason or another, many SSA policy-makers have become persuaded
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that trade restrictions are not the best way to support domestic producers. In many cases, it was
the World Bank and other donors that exercised the persuasion (Greenaway and Morrissey,
1994), dthough more recently participation in the WTO has become a force for change.
Whatever the reason, the end result is that most SSA countries have begun implementing trade
policy reforms, some earlier and more extensvely than others. These reforms have amed to
make it eeder to import, by reducing tariffs and non-tariff barriers, and to encourage exports, by
eiminating export taxes and providing incentives. Before discussng these reforms and ther
effects, it isworth digressng to consider why policy-makers may find trade reform attractive.

Box 1. Potential and Challenges of Trade

Engaging in trade does not guarantee net benefits, rather it provides opportunities to which
an economy must respond but also present chalenges.

exports access the goba market and permit increased production.

trade encourages efficient alocation of resources.

imports increase consumption possibilities.

trade contributes to economic growth by generating long-run gains
However,

Exporters face competitors on aworld market

Competition from imports chalengesloca producers.

Imports may increase fagter than exports, resulting in abalance of payments deficit that
IMpOses macroeconomic adjustment costs on the economy.

If local producers increase their competitiveness and the economy is able to readllocate
resources, the country can benefit from openness to trade. For SSA countries, athough
trade reform provides benefits these are unlikely to be sgnificant in magnitude (at least in
the medium term).

There are four broad ways in which trade benefits an economy (see Box 1), and trade policy
reforms are intended to increase the ahility to avail of these benefits. Firdt, trade implies that the
country has access to a globa market that is much larger than the domestic market. For many
products, production costs fal as the volume produced increases, o access to a larger market
increases the amount that can be produced competitively. This is especidly beneficid for small

countries. Second, trade encourages a more efficient dlocation of resources. Countries are

1 The erosion of preferences could have a severe impact on Mauritius, as competition from East Asia, especialy China,
crowds out clothing exports while reform of the Sugar Protocol reduces the value of sugar exports to the EU (a problem
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encouraged to concentrate on producing goods in which they are internationaly competitive.
These are then exchanged globaly for goods the country cannot produce efficiently (exports are
traded for imports). Third, in this way, imports increase consumption possibilities by expanding
the variety of goods available. A country can gain access to goods it is unable to produce itsdf,
or a least that it is unable to produce efficiently. Taken together, these are the datic gainsfrom
trade — countries can expand production and consumption possibilities and dlocate resources

more efficiently.

The fourth benefit is that trade can contribute to economic growth. One aspect of thisisthat the
cumulative effect of the gatic gains may be to generate dynamic gains. As countries engage in
trade, they engage with the rest of the world. There are incentives to avail of new techniques
and technologies to increase efficiency, and imports provide access to these. Increases in
efficiency and trade stimulate growth. There is dso a macroeconomic stimulation to growth as
exports earn foreign exchange that can purchase imported inputs and technology, permitting
domegtic demand to grow faster without generating a balance of payments deficit. Thirlwal
(2003: 16-20) argues that an increase in consumption or investment components of domestic
demand will tend to increase imports; if thisis not ‘covered’ by increased exports, the resulting

trade deficit will create macroeconomic imbaances that retard growth.

Associated with these gains, however, are costs and challenges. Exporters have to compete with
producers from other countries, so there is no guarantee that access to the world market will
lead to an increase in the value of exports. Access to an increased variety of cheap, or cheaper
(than domesticaly produced), goods is a benefit to consumers but a chalenge to loca producers
of import-competing goods that face increased competition. Some loca firms will fail, imposing
adjustment costs on the economy. The chdlenge is how locd firms can respond to the
competition and how the economy can adjugt, i.e. can it redlocate resources effectively. The
latter depends crucidly on the ability of export sectors to expand; exporters face the chalenge of
competing on the world market. It is not inevitable that the end effect is a net cost to the
economy. If sufficient local firms can become competitive and the economy does redlocate

faced by many SSA countries).



resources, the country can rise to the challenge and benefit from trade.

There are aso potentia adjusment costs on the macroeconomic side. Specificaly, if imports
grow faster than exports, the result is a balance of payments deficit that can have an adverse
effect on growth. While such an imbalance cannot persg in the long-run, it has often been
obsarved following trade liberdisation (Thirlwal, 2003: 22). An example is provided by
Ethiopia, where the trade deficit widened in the 1990s as imports increased from 12 to 28 per
cent of GDP but exports only rose from six to 15 per cent of GDP (Appendix table B). Thisis
not surprising as reforms can have a direct effect on imports, there being uncongtrained supply
from the rest of the world, whereas the responsiveness of exports is much dower. Trade
reforms can generate a payments deficit in the short-run, imposing macroeconomic adjustment

costs on the economy.

There are gains from trade, especidly for rdatively smdl countries (and most African countries
ae smdl in this sense) who need the larger foreign markets to provide demand for their
products. However, there is no reason to suppose that the gains from trade are particularly large
(relative to GDP) or evenly distributed, and some countries may even lose. Those SSA countries
that depend on a few primary commodities for their exports are the least likely to gain from
trade, as the growth benefit from exporting is crucialy dependent on price and income eadticities
of demand. One country’s growth rate relative to al others ‘is equi-proportiona to the ratio of
the income dadticities of demand for exports and imports (Thirlwal, 2003: 22). Many SSA
countries have experienced dow growth because demand for their exportsis not very responsive

to world incomes, whereas their demand for imports is more responsive to their income.

Thus, trade presents both opportunities and chalenges, and the latter are often more direct and
immediate than the former. The opportunities are heavily influenced by what other countries do;
the potentid gains from trade are grestest if al countries act together. It isin this respect, access
to foregn markets, that multilaterd (WTO) and regiond trade liberdisation is so important.

Nevertheless, a country’ s own policies can affect its ability to avail of opportunities, for example
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by supporting the competitiveness of export sectors, and can influence the willingness of other

countries to grant access.

Measuring Trade Policy Reform

In principle, any policy reform that dters the ease of importing or exporting could be consdered
as relding to trade. It is obvious that a wide range of policy instruments may be used to affect,
directly or indirectly, the value and volume of trade, and thereis no ready way of adding together
various ingruments. Furthermore, to evauate trade reform one wants to be able to capture the
effects on prices, from which one can then evduate effects on volumes and impacts on the
economy. It is quite easy to measure changes in tax instruments, such as tariffs or export taxes,
and these have quite direct effects on prices. While changes in other instruments can sometimes
be identified easily, such as reducing quantitative restrictions or relaxing non-tariff barriers, the
effects on prices can only be quantified with difficulty. Furthermore, instruments may be applied
and dtered at varying levels of intensty across different products, making it difficult to provide an
aggregate summary of reforms, and even more difficult to evaluate the effect on prices and
incentives. Thisisamgor problem for SSA countries that have reformed complex trade regimes
in a piecemed manner (Milner and Morrissey, 1999). Consequently, it is extremedy difficult to
produce comprehensve summary measures of trade policy reform for one country, never mind
for comparing countries over time. A common and expedient gpproach in the face of this

difficulty isto use rdatively smple measures and acknowledge their wesknesses.

Thereisalarge literature on theoretica representation and empirical measurement of trade policy
reform (Greenaway and Milner, 1993), but two reatively smple measures are used most
frequently. The first isthe ratio of exports plus imports to GDP, often referred to as a measure of
openness but more appropriately considered a trade volume measure. As a country with aless
restrictive trade policy is more open to trade, it could be expected to have a larger trade volume
relative to countries with regtrictive trade policies. The trade volume measure has particular

wesknesses that make it ingppropriate as a measure of trade liberdisation, i.e. ingppropriate to
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capture changes in trade policy.2 The mgor weakness, especidly in the context of SSA
countries, is that exports are largely determined by factors other than a country’s trade policy,
such as world demand and prices, and mgor commodity producers can have high export/GDP
ratios even if they have very regtrictive trade policies (e.g. Nigeria). Another weskness is that the

denominator (GDP) can change for reasons unrelated to trade.

The second smple measure of trade policy isto caculate some average of the scheduled tariffs,
a measure of nominal protection. To assess the effects on prices, one would like to know the
actud tariff paid (collected tariff as a percentage of the import price). This, however, will depend
on other factors such as exemptions, preferences and evasion, and data are often not available.
Although the scheduled tariff is not the actud tax paid on imports, one can argue that it captures
policy as it represents what policy-makers intended. Furthermore, as one is averaging across all
tariffs to get a summary, it is a reasonable representation of the policy intention, and changes
should capture at least the direction, if not the degree, of policy reform.

Box 2— Measuring Average Tariffs

There are problems associated with averaging tariffs across dl products. Idedly, one would
want to weight tariffs on products according to the importance of the product in tota imports.
For example, a 20% tariff on products that account for a large share of imports should be given
gregter weight in the average than a 5% (or 60%) tariff on products for which there are
negligible imports.  Typicaly, however, the data required to congruct weights is not reedily
available. A related problem isthat some scheduled tariffs are redundant as there are no imports
of the products to which they apply. To the extent that redundant tariffs are most often those at
the highest rates, their presence will mean that the unweighted average tends to overdate the
true average. As the unweighted average is smply the average scheduled tariff across the
number of products listed, it tends towards the modd rather than the mean vaue and any bias of
redundant tariffsis unlikely to be great. It is generdly true that the pattern of unweighted average
tariffs across countries will reflect the pattern of tariff protection across those countries.

Consider two examples, using data in Appendix Tables A and B. Nigeria has high average tariffs (30% in 2000-02) and
high trade volume (80% of GDP in 1998-2000) relative to the African average. So does Tunisia (average tariffs 34% and
trade volume 89% in the same periods). Although trade volume suggests both or relatively open, the high tariffs show
they are relatively restrictive. Rwanda and Uganda provide examples of countries with low tariffs but also relatively
low trade volumes.
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The change in the average scheduled tariff is not a very accurate measure, but is indicative of

tariff policy reform (Box 2). This is only one part of import liberdisation, so it may not be good
indicator of trade reform (e.g. mon-tariff barriers, such asimport quotas, are not accounted for).
These are important restrictions on trade in many SSA countries and their removal represents a
ggnificant liberdisation, the effect of which is not captured by a measure of tariff changes3 Asa
quota is more redrictive than an equivaent tariff, the process of replacing quotas with tariffsis a
liberdisation of the import regime. Such a process could give rise to an increase in the measured
average tariff as the number of products subject to tariffsisincreased. This would be mideading
if the products subject to quotasinitidly had zero scheduled tariffs. As the average tariff measure
does not account for this, one should look for information on changes in nontariff barriers,

especidly quotas, to obtain a better picture of overal import liberdisation.

Findly, it should be noted that the average nomind tariff is not an accurate indicator of the effects
of reforms on reldive incentives. As it is only an average measure of gross tariff protection on
domestic output, i.e. the extent to which domestic producers can raise the price of those outputs,
it falls to account for the effect of tade taxes on intermediate inputs. The effective rate of
protection accounts for taxes on inputs and outputs, providing a measure of the protection
afforded to vaue added (which more accurately captures the effect on production incentives.
Furthermore, romina protection is generdly greater for importables than for exportables (which
often have zero protection or are taxed), so tha effective protection of exports is frequently
negative and invariably less than that for import-competing goods. Unfortunately, the data
requirements for estimating effective protection are reasonably demanding and such measures are

not readily available for alarge number of countries

Natural Barriersto Trade

Policy barriers, and especidly trade policy, may be only a part (and often a smal part) of the

totd barriers to trade, the various factors that increase the transactions costs of trade. Some

Changes in non-tariff barriers can be captured by measuring trade reform as changes in tariff equivaents (Milner and
Morrissey, 1999). This approach shows significant liberalisation in Africafrom the mid 1980s (Ancharaz, 2003).
Greenaway and Milner (1993: 92) list 25 studies of effective protection (published in 1990 or earlier), only four of
which relate to SSA countries. The number of studies has not increased greatly since then.
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recent literature has measured ‘naturd’ or geographic barriers, such as those associated with
distance, being remote or landlocked, usudly focussing on transport costs

as amaor source of trade barriers and of effective ‘taxation’ of exports (e.g. Milner, Morrissey
and Rudaheranwa, 2000). This latter issue can be very important for ‘smal’ countries that have
to bear the costs of importing and of exporting, i.e. they are unable to shift trade costs to foreign
markets (as competition is intense from more favourably placed producers). It is likely to be the
case for many African countries that even if policy barriers to trade are reduced sgnificantly,
Substantid nortpolicy barriers remain, and these tend to discriminate againgt exporters. Thisis

one reason why export supply response is often low for African countries.

Transport cost is one of the more obvious non-policy barriersto trade. It isaparticular problem
in SSA, not only for the many landlocked countries but aso because most countries with sea
coadts aso have large interiors. One proxy for trangport costs is to compare the * cogt, insurance
and freight’ (cif) price with the ‘free on board’ (fob) price of imports. As the former includes
trangport, the ratio captures the significance of transport cogts. For example, acif/fob ratio of 1.2
suggests that transport and related costs are 20% of the fob price. Table 4 compares such ratios
for various regions of the world in 1980, 1990 and 1994.

Table4: Transport Costs, by World Region, selected years

Region cif/fob ratio

1980 1990 1994
Sub- Saharan Africa 1.112 1.115 1.157
Ada 1.093 1.086 1.086
Central and Eastern Erope 1.201 1.212 1.078
Middle East 1.124 1.103 1.108
Latin America 1.094 1.091 1.083
Western Europe 1.056 1.053 1.047

Notes: Figures are the ratio of cif and fob import prices, averages by region.
Source: Derived from IMF (1995).

Two interesting [etterns emerge. The firgt is that for al regions except SSA, transport codts
(measured in this way) declined between 1980 and 1994 — SSA s the only region in which
trangport costs increased. In mogt regions except for Centra and Eastern Europe, this decline
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was moderate, but by 1994 transport costs were less than 10%. The second observation is that,
by 1994, SSA had the highest trangport costs of any region. Such costs are a barrier to trade:
they are equivdent to a tax on exports, making African countries less competitive, and they
increase the price of imports (thereby conferring some naturd protection on domestic

producers).

4. TRADE POLICY REFORM IN SUB-SAHARAN AFRICA

Since the 1980s, and especidly in the 1990s, amost al African countries liberdised their trade
regime to some extent, and many countries reduced trade barriers sgnificantly (especidly
restrictions on imports). In most cases, these trade policy reforms were undertaken unilaterally
under the auspices of a World Bank programme. Although the vast mgority of African countries
sgned the Uruguay Round Agreement in Marrakech in December 1994 and therefore were
members of the WTO at its establishment, the WTO has not been the driving force for trade
liberdistion in the continent. Although there has been a proliferation of regiona trading
agreements (RTAS) in the continent, few of these have been associated with sgnificant trade
policy reform. Consequently, in this section the focus is on unilaterd trade reforms.

Table 5: The Pattern of Tariff Changesin Africa

Average Scheduled Tariffs %change

1980-85 1990-95 2000-02 | 1990-2002
All Africa (29) 32.8 23.2 16.1 -30.6
Regions
North Africa (4) 35.2 27.2 24.3 -10.7
West Africa (10) 38.5 234 14.4 -38.5
Centrd Africa (6) 331 204 16.4 -19.6
Eagt Africa(5) 325 26.1 16.0 -38.7
Southern Africa (4) 19.5 17.7 12.9 -27.1
Export orientation
Manufacturing 28.1 204 16.5 -19.1
Agriculture 40.2 22.5 145 -35.6
Mining/resources 50.5 184 13.2 -28.3
Oil 30.7 25.2 20.2 -19.8

Notes. Figures reported are smple averages across countries in each group for average
unweighted scheduled tariffs reported for a year within the relevant period. Total
sample is 29 countries with tariff data for at least two periods (see Appendix Table
A), with numbers per region in parentheses (see Appendix for list).
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A broad picture of trade policy reform can be obtained by examining trends in tariffs. Although,
as mentioned above, there are limitations of average tariff measures, it is the one measure thet is
farly widdy avalable for many countries a different points in time. Even dill, the data are
patchy. The data presented here are based on average (scheduled, unweighted) tariffs for as
many countries as available covering three periods — 1980-85, 1990-95 and 2000-02. Where
data were available for more than one year in any period, the average for available years is

cdculated. Thisindicates the pattern of changes in average tariffs shown in Table 5.

The figures in Table 5 are smple averages in three senses. Firdt, for each country they are
unweighted averages of scheduled tariffs. Second, within each period they are averages of annua
vaues for each country (although often there is only one observation for a country in any period).
Fndly, they are smple averages, not weighted by trade, across countries in each of the groups
(and are thus affected by individua countries that may have very low, or very high, vaues).
African countries are grouped by region, and by ‘export orientation’ — whether it is
manufactures, agriculture, mining products or oil that are mgor export commodities. The
countries in each group are liged in the Appendix. The classfication by export orientation is
useful insofar as manufactures and oil are likely to be more stable sources of export earnings than

agriculture or mining.

Being smple averages, the data are no more than indicative, but some clear patterns emerge.
Average tariffs have been reduced sgnificantly, roughly haved on average, in Africa over the
past 20 years. The fina column reports the percentage reduction between the early 1990s and
early 200s (for comparison with trade datain Section 5), and even in this latter period reductions
were quite large, some 30% on average. Comparing different regions of Africa, dthough the
overd| variation or spread in tariffs has been reduced, progress varies. North Africa reduced
tariffs the least, especidly since the 1990s, and by 2000-02 had the highest tariffs of any region
(this is influenced by Tunisa having increased tariffs). Southern Africa has conagtently had the
lowest tariffs (and the trend is influenced by sgnificant reductions in South Africa). Although
West Africa appears to show the greatest reduction, the 1980-85 vaue is distorted by very high
tariffsin Guinea. Of the regions, East and West Africa reduced tariffs the most since the 1990s.
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Findly, we can observe some differences according to export orientation. In the 1980s,
countries whose main exports were agriculture or mining tended to have high tariffs, whereas
countries with sgnificant exports of manufactures tended to have rdativey low tariffs. By the
2000s, these differences had largely disappeared: the differences by export orientation were
negligible, except that oil exporters tended to have higher tariffs. Although the latter figure is
digorted by Nigerids rdatively high tariffs, even excluding Nigeria the average in 2000-02
would be amost 19%. It is perhgps surprising that the ‘manufacturing’ group had the least
reduction in tariffs and the highest average in the 2000s after the *ail’ group, but this may reflect
the compostion of the group. The generd pattern is that sgnificant tariff reductions (trade
liberdisation) can be observed in dmogt al African countries, athough the timing and extent of

reductions varies across countries.

Table 6 Distribution of Average Trade-weighted Tariffsin SSA

Average tariff N=35 N=26
1990s 1980s 1990s
Under 10% 6 3 6
10-19% 21 2 14
20-29% 6 8 4
30-39% 2 10 2
40% and over 0 3 0

Notes: The column N=35 refers to a sample for the mid to late 1990s, whereas N=26 refers
to 26 countries for which valuesin the 1980s and 1990s can be compared.
Source: Derived from datain WTO website.

Table 6 reports data on average trade-weighted tariffs for 35 (SSA) countries. By the 1990s,
three-quarters of the SSA countries had an average weighted tariff under 20%, and only two
countries had an average tariff over 30%. We have information to compare average weighted
tariffsin the 1980s and 1990s for the 26 countries: 21 countries (80% of sample) had an average
over 20% in the earlier period, but only sx (23% of sample) in the later period. About three-
quarters of these countries had average tariffs below 20% in the 1990s, suggesting the sample is
quite representative of SSA. The pattern is consdistent with the evidence in Appendix table A,
suggesting that the use of unweighted tariffs gives afairly reliable picture of the pattern of change.



17

Table 7 provides more detalled data, reporting unweighted average tariffs for al goods,
agricultura goods and manufactures (for years generdly in the mid-to-late 1990s). Although
tariffs are generdly higher in agriculture than manufacturing, the gap is rarely large and there are
only two countries with average tariffs in agriculture in excess of 30% (Burkina Faso and
Rwanda). It is interesting to note that SSA averages are relaively close, by this time, to the
average for dl developing countries, higher than East Ada and Latin America, but lower than
South Asia. For other regions tariffs are generaly lower for manufactures than for other goods
(al or agriculture). This suggests that African exporters are globaly disadvantaged because they
tend to export goods facing rdatively high tariffs e sawhere.
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Table7 Average Tariff Ratesby Sector in SSA and Other Regions (1990s)

Country Taiff Rate (%, unweighted)

Y ear All Agric. Man.

Goods
Benin 1996 13.1 13.7 12.8
Botswana 1996 11.1 12.3 110
Burkina Faso 1998 311 37.0 29.1
Cameroon 1996 18.1 24.3 17.8
Central Africa Rep 1997 7.0 7.6 6.8
Chad 1997 15.8 17.0 155
Congo Rep. 1997 17.6 18.0 175
Coted Ivoire 1996 19.2 21.2 18.8
Gabon 1998 20.6 25.1 19.7
Ghana 1995 15.0 20.1 141
Guinea 1998 16.4 16.6 16.3
Kenya 1999 18.0 16.7 18.2
Madagascar 1998 6.8 6.4 6.9
Maawi 1998 15.7 15.6 15.7
Mdi 1999 11.2 16.1 104
Mauritius 1998 19.0 14.9 195
Mozambique 1997 15.6 16.9 15.3
Nigeria 1998 234 23.0 24.0
Rwanda 1993 34.8 58.0 311
Senega 1996 12.3 13.5 121
South Africa 1999 85 8.0 8.6
Tanzania 1999 16.1 174 16.2
Togo 1997 13.3 13.6 133
Uganda 1996 13.2 23.7 11.6
Zambia 1997 13.6 15.9 13.0
Zimbabwe 1998 22.2 27.0 21.7
Averages for Regions (number of countries)

All  deveoping countries 1993-99 131 17.0 124
(96)
East Asa(15) 1994-99 9.8 13.9 94
South Asa (5) 1996-99 21.7 26.3 28.0
Sub-Saharan Africa (26) 1993-99 16.5 19.2 16.0
Middle East & N. Africa 1995-99 14.4 20.8 13.2
(11)
Trangtion Europe (15) 1996-99 9.6 15.7 7.8
Latin America (24) 1995-99 10.1 13.8 9.5

Notes: Agric refers to agriculture products and Man to manufactures.
Sources: WTO, IDB CD ROM 2000 and Trade Policy Review, various issues, 1993-2000; World Bank, World
Development Indicators, 2000 and UNCTAD, World Investment Report 2000.
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5. POLICY AND TRADE PERFORMANCE

The presence of import barriers or restrictions creates an anti-export bias by raising the price of
importable goods relative to exportable goods. Removd of this anti-export bias through trade
liberdisation should encourage a shift of resources from the production of import subgtitutes to
the production of exports. Typicdly, import supply from the rest of the world responds more
rgpidly than domestic export supply. Imports increase faster than exports, imposing adjustment
costs, as jobs are logt in import-competing sectors faster than they are created in export sectors,
and possibly increasing the trade deficit. The most obvious trade policy liberdisation measures
are reducing the average tariff, reducing the dispersion of tariffs and reducing or diminating nor
tariff barriers to imports. All such forms of import liberdisation were implemented by African
countries in the 1990s. The most immediate effect is to make it easer to import and, specificdly,
to reduce the domestic price of imports. One would therefore expect to observe an increase in
imports following liberdisation. Table 8 shows that this was generdly the case, with data on
import and export trends in the 1990s for the same sample of African countries for which
average tariffs were reported in Table 5.

Table 8: Trade Performancein Africa (Tariff Data Sample)

ImportsGDP ExportsGDP
90-92 98-00 %change 90-92 98-00 %change
Regions
North Africa (4) 341 321 -5.9 295 29.¢ 14
West Africa (10) 323 384 189 265 29t 11.3
Centra Africa(6) 273 308 12.8 236 284 20.3
East Africa(5) 334 355 6.3 230 261 135

Southern Africa (4) 306 372 216 266 308 158
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Notes: Columns give average import/GDP and exports/GDP ratios averaged over 1990-92 and 1998-2000,
and percentage change in ratios. Sample is those countries used for the pattern of tariff changesin
Table5.

Sources: Derived from datain Appendix tables.

Table 8 shows that it is not uniformly the case that regions that reduced tariffs the most
experienced the greastest increase in imports, nor that import growth necessarily exceeded
export growth. However, the broad pattern is as expected. North Africa, the region with the
highest tariffs and that reduced tariffs the leest, actudly saw a decline in imports and very dow
growth of exports. Southern Africa, with the lowest tariffs and a significant liberdisation, had the
greatest increase in imports to a relaively high import/GDP ratio and relatively good export
growth. West Africa, which aso had significant liberdisation to rdaivey low tariffs, had high
import growth but relatively modest export growth. These regions suggest a relationship from
reldive tariff reductions to relaive import performance. East Africa was the region with the
greatest tariff reduction since the 1990s, but had low growth of imports and moderate growth of
exports. Centrd Africahad the lowest tariff reduction for SSA regions, moderate import growth
but the highest export growth. It is clear that trade performance, especidly for exports, is only
partly explained by tariff reductions. The remainder of this section explores trade performance

further for alarger sample of countries.

Trendsin Imports

For Africa overdl, imports (measured relative to GDP) increased by some 12% during the
decade of the 1990s, and increased in al regions except the North (Table 9). Although North
Africaisthe only region for which the samplein Table 9 (and subsequent tables) is the same as
for Table 8 (and Table 5), the pattern of relative regiond trade performance is amilar for the
two samples, so we can relate the trade performance to our information on (relative) tariff
reductions. North Africa reduced tariffs the least (proportiondly), had the highest average tariffs
a the end of the decade, and import retios fell. Southern Africa had consgtently the lowest
average tariffs and the highest import/GDP ratio. This high starting point may explain why the

percentage increase in imports was relaivey low for the larger sample.
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For the dher three regions, there is no evident corrdation of tariffs and tariff reductions to
growth in imports. West Africa reduced tariffs sgnificantly and to the lowest leve (of these three
regions), but did not have the highest import growth and actudly Fes the lowest import/GDP
ratio of the three regions. However, asthe data for average tariffs are not weighted, whereas the
data on trade performance are relaive to GDP, one should not necessarily expect a strong

correation.

Table 9: The Pattern of Import Performancein Africa (Country Groups)

Imports Change
(% GDP)
1990-92 1998-00  %points %

All Africa (47) 394 447 53 13.5
Regions
North Africa (4) 34.1 321 -2.0 -5.9
West Africa (15) 35.8 40.8 5.0 14.0
Central Africa(9) 36.7 44.6 9.2 26.0
East Africa(9) 39.0 46.5 75 19.2
Southern Africa (10) 514 54.1 2.7 5.3
Export orientation
Manufacturing (18) 35.8 394 3.6 10.1
Agriculture (10) 33.2 36.9 3.7 11.1
Mining/resources (7) 35.3 42.0 6.7 19.0
Qil (6) 30.8 35.1 4.3 14.0

Notes. Change between 1990-92 and 1998-2000 averages is given in percentage points and in
percentage terms.
Sources: Derived from datain Appendix tables.

Although ail exporting countries had the highest average tariffs in the 1990s, they dso showed
reatively high growth of imports, probably because buoyant demand for their exports alowed
them to finance imports. Among the other groups of countries classed by export orientation,
import shares and growth tends to be higher in those groups with lower tariffs. In particular,
mining exporters tended to have the lowest tariffs but highest imports, whereas manufacturing
exporters had rdatively low tariff reductions and the lowest import growth. There is some
indication that imports are highest and grow faster in countries with low and dedlining tariffs,
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whereas imports are least in countries with rdatively high (or dowly dedining) tariffs. However,
the performance of exportsis likely to be amore important determinant of import growth.

Export Performance

Although trade liberdisation does not usudly affect actud export prices (as these are typicdly
determined on a world market), it increases the return to exportables relative to the return to
importables. Producers of importables face increased competition from cheaper imports,
reducing the profits of those that remain competitive. The competitive position of producers of
exportables is not adversdly affected, and may be improved if they can access chegper inputs
and/or the trade reform included specific export promotion measures. Thus, the relative
incentives to producers of exportables are improved. An adequate export response is usudly
aufficient to ensure that the net impact of trade liberdisation is favourable.

Table 10: The Pattern of Export Performance in Africa (Country Groups)

Exports (% GDP) Change
1990-92 1998-00 % points %

All Africa (47) 27.2 324 52 191
Regions

North Africa (4) 29.5 29.9 04 14
West Africa (15) 25.3 28.6 3.2 12.6
Centra Africa(9) 22.2 35.2 13.0 58.6
East Africa(9) 25.4 29.4 4.0 15.7
Southern Africa (10) 35.5 39.1 3.6 10.1
Export orientation

Manufacturing (18) 26.9 314 45 16.7
Agriculture (10) 21.9 27.3 54 24.7
Mining/resources (7) 29.7 33.0 3.3 111
Qil (6) 34.4 38.3 3.9 11.3

Notes: Change between 1990-92 and 1998-2000 averages is given in percentage points and in percentage
terms.
Sources: Derived from datain Appendix tables.

Table 10 shows that overal export growth in Africawas quite strong over the decade, with the
export/GDP rétio increesng by amost 20%. Interestingly, the lowest growth was in North
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Africa, the leest ‘liberalised’ region, whereas the highest export/GDP ratio (with moderate
growth) is in Southern Africa, the most liberalised region. There are many factors affecting
export performance. Domestic trade policy is only one, and rarely would it be the most
important, a least in the short to medium term. Thus, one would not expect to observe a strong
correlation between reative tariff reductions and relaive export growth, dthough it is
encouraging that export growth was generdly strong throughout Africa. Only a few individua
countries recorded sustained export growth in the 1990s, but these are mostly countries that
reduced tariffs. Ghana is one example, where export growth supported rapid import growth
(during the 1990s, import/GDP grew 107% whereas export/GDP grew 125%, Appendix Table
B).

As export performance is driven by trends in world demand and prices for the commodities
exported, performance across countries dassified by export orientation is only weekly related to
tariff reductions. Agriculture exporters reduced tariffs the most and had the most rapid export
growth, but the other groups exhibit no clear pattern. As export earnings are the basis of
financing imports, one might expect to see a relationship between export and import growth. This
is evident comparing Tables 9 and 10. Regions with the highest export growth tended to have the
highest import growth, athough no pattern emerges when countries are grouped by export
orientation. The two come together in the effect on the balance of trade.

Trade Balance

In percentage terms, export growth exceeded import growth for Africa overall and in most
country groups. However, as import/GDP retios were initidly higher than export/GDP ratios,
this need not trandate into an improvement in the trade balance. As Table 11 shows, the trade
deficit for Africaoverall was dmost unchanged, at just over 12% of GDP at the start and end of
the 1990s. The deficit declined noticegbly in North and Centra Africa. In the former this can be
attributed to a decline in imports (consstent with relatively high trade barriers), wheress in the
letter it is due to the dramatic increase in exports (as a number of countries in this region

emerged from political and economic ingtability during the period). The deficit declined dightly in
Southern Africa, the region most dependent on imports. In West and especidly East Africawas
there a noticegble increase in the deficit. Interestingly, these are the regions in which average
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tariffs were reduced the mogt, highlighting the danger that, following rapid liberdisation, imports

can increase faster than exports.

When we consider countries classed according to export orientation, only the oil exporters asa
group show atrade surplus (and this declined dightly). In terms of the reducing the trade deficit,
the best performance was in agriculture exporters, for which the deficit declined sgnificantly
dthough it remained high. There is a suggetion of import compression in these exporters, as
export/GDP ratios remain very low (exports would have to grow by some 40%, given constant
imports, to diminate the deficit). In particular countries, import surges are not unusud, O
sugtaining a reduction in the trade deficit is difficult if exports are flat (eg. in Madawi, imports
roughly doubled from 30% of GDP to 60% between 1992 and 1994 but exports did not
change). Exporters of manufactures reduced the deficit dightly. Exporters of mining resources
displayed the worst performance, with the deficit increasing by over athird.

Table 11: Trade Balance in Africa (as % GDP) (Country Groups)

1990-92 1998-2000

M X X-M M X X-M
All Africa (47) 394 27.2 -12.2 44.7 324 -12.3
Regions
North Africa (4) 34.1 29.5 -4.6 321 29.9 -2.2
West Africa (15) 35.8 25.3 -105 40.8 28.6 -12.2
Centrd Africa(9) 36.7 22.2 -14.5 44.6 35.2 -94
East Africa(9) 39.0 254 -13.6 46.5 294 -17.1
Southern Africa (10) 51.4 35.5 -15.9 54.1 39.1 -15.0
Export orientation
Manufacturing (18) 35.8 26.9 -8.9 394 314 -8.0
Agriculture (10) 33.2 21.9 -11.3 36.9 27.3 -9.6
Mining/resources (7) 35.3 29.7 -5.6 42.0 33.0 -9.0
Qil (6) 30.8 34.4 3.6 35.1 38.3 3.2

Notes: Columns give imports (M), exports (X) and the trade balance (X-M), where a negative sign
indicates a deficit, all expressed as percentages of GDP.
Sources: Derived from datain Appendix tables.

These results show that there is a potentid danger from relatively rapid liberdisation, as import
supply is more immediately responsive than export supply. This problem is most pronounced for



25

countries exporting primary commodities subject to wesk and volatile world prices. Kenya, for
example, has experienced an increasing trade deficit; in the 1990s, import/GDP rose 15% but
export/GDP fell by four per cent (Appendix Table B). Oil exporters have fared reasonably well
and maintained a surplus as a group, dthough this was significantly reduced in the late 1990s
(eg. in Gabon it fdl from 14% to four per cent of GDP in the 1990s, Appendix table B) and
agriculture exporters have fared better than may be expected (reducing the size of the deficit for
the group). Countries dependent on mining exports, however, have not fared well in the 1990s.
Whilst overdl, it woud be wrong to conclude that Africa has not gained from trade liberdisation
in the 1990s, export supply response has been a mgor congraint in many countries. Thisis one
reason why trade reforms may not have ddivered the growth dividend anticipated.

Trade and Growth: The I mportance of Exports

The empirical evidence on the relationship between trade and economic growth can be quite
confusing, as often studies are writing about different issues. Some commentators take a
narrow focus on the associaion between exports and growth. Exports, by providing a
market for surplus and by earning foreign exchange (to finance imports), will tend to be
asociated with growth. This need not require a very liberd import regime. Nevertheess,
many commentators refer to the openness of the trade regime, the core argument being that
minimising protection against imports reduces relative price disortions and encourages
production of exportables. Some commentators take a very broad focus, consdering the
openness of the regme not only to imports but dso to foreign investment, technology,
ingtitutions and ideas (Rodrik, 1999). Our interest is the middle ground, of the link between
trade policy and growth.

For smadl economies, and dl African economies are smdl in this sense, export expansion can
be the driver of growth. Uganda is an example of a country for which this was the case
(export/GDP grew by 35% in the 1990s, although import/GDP grew by only four per cent,
Appendix Table B). Countries that achieve high export growth rates dso achieve high
economic growth rates, wheress it is rare for a smal economy to achieve high economic
growth without export growth. However, it is not o clearly evident thet trade liberaisation
increases exports and therefore contributes to growth (Greenaway et al, 1998). As
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observed above for SSA in the 1990s, imports often grow faster than exports following
trade liberdisation, such tha in the short to medium term the impact on growth may be
minima if not adverse. The long run gains require export growth, but this often falsin SSA
because of congtraints on export supply response.

There are a number of reasons why the beneficid impact of trade policy on growth may be
muted in Africa. A generd problem is that there is a wesk link between unilaterd trade policy
reforms and the effect on export trade. Domestic policy reforms have their direct effect on
imports, while export performanceis largely determined by externa factors, notably world prices
and demand. In the latter respect, multilateral (and regiond) trade liberdisation can be important
because it increases countries access to foreign markets. Specific concerns relate to the
sructure of African exports, and these are most relevant for SSA countries (as few of these are
ggnificant exporters of manufactures). The structure of SSA exports generates two problems for
growth — commodity dependence and high trade costs.

First, SSA countries rative endowments of land and naturd resources result in export
dependency on primary commodities. This subjects exports to the vagaries of a volatile world
market and the economy is vulnerable to terms of trade shocks and volatile export earnings, both
of which have negative impacts of growth. It dso means that exports are likely to be reativdy
bulky with high volume-to-price ratios, hence rdaively high unit trangport costs. Thislinks to the
second factor, SSA countries tend to face ‘natural barriers that increase the cogts of trade —
imports are more expensive and exporting more costly. While these barriers confer protection to
producers of importables, they imply effective taxation of exports (Milner et al, 2000).
Trangport costs are the most obvious such costs. Many SSA countries are landlocked (and
auffer the additiona costs of dow Customs procedures at borders) and many of those that are
not have large interiors. The primary commodities they produce have to be transported large
distances overland to reach ports; road and rail systems tend to be inefficient throughout SSA,
and sea shipping codts are rdatively high.
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Resource endowments will be a mgor determinant of trade structure. A standard hypothesis is
that countries with relatively low endowments of natural resources, thus rdatively high labour
endowments, will need to industridise to promote export growth and utilise their comparative
advantage. However, countries endowed with natura resources coupled with low skill levels will
tend to have export dependence on unprocessed primary commodities. This can retard growth
because extractive industries have weak linkages with the rest of the economy, agriculturd
exports are largely unprocessed and primary commodities tend to face volatile and deteriorating
terms of trade. Although having an abundance of primary commodities to export is, in itsdf,
beneficid, problems arise for those countries dependent on a narrow range of primary
commodities (Lederman and Maoney, 2003). Under such an environment, trade liberdisation
will confer limited benefits — the capacity of the export sector to respond is constrained, whereas
domestic producers will face increased competition from imports. This may help, in particular, to
explain Africa s poor growth performance.

Although the evidence that trade liberaisation increases growth is wesk (Mbabazi et al, 2003),
there isamost no evidence that trade liberdisation retards growth beyond the short-term adverse
effect on the baance of payments discussed above. Whilst increased competition from imports
could have adverse effects on manufacturing indudtries, there is no convincing evidence that trade
reforms caused de-indudtridisation in Africa (Bennell, 1998). In generd, trade liberdisation offers
benefits to African countries. The evidence is stronger that exports promote growth, even in
African countries. There is some evidence that growth has been higher in more outward oriented
SSA economies, suggesting that trade liberdisation offers the potential for SSA countries to
increase growth rates (Onafowora and Owoye, 1998). Even in those countries dependent on
primary commodity exports, aless redtrictive trade regime is conducive to increased efficiency of

resource alocation and hence growth.

Constraints on Export Supply Response

Trade liberdisation is expected to remove the relaive disncertive to produce exports and the
anticipated beneficid effect is that exports will increase and, in turn, fud economic growth.
However, trade policy is only one factor congtraining exports, and relative prices are rarely the

magor congraint on export supply response. For countries dependent on agricultural exports,
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non-trade policies (e.g. marketing boards and price controls) have often been biased against
agriculture and discouraged export production. In addition, farmers face many condraints in
ganing access to factors, inputs and technology that limit their ability to increase production in
response to improved (export) price incentives (McKay et al, 1997). Given the many and varied
condraints to increasing production and digribution of primary commodities, one may not
observe a quick export response to trade liberdisation. This does not mean that trade reforms

should not be undertaken, but one should exercise care in interpreting the evidence.

As mentioned previoudy, transport costs can be quite high for many SSA countries and this can
act as an important congtraint on primary commodity exports. Trangport costs are some 15% of
unit values on average in Africa, which is consderably higher than the averages for other
developing country regions. Table 12 illugtrates the importance of trangport cogts, reporting the
cifffob ratio for groups of African countries. Unsurprisingly, Landlocked countries (or Central
Africa, which is amilar) face the highest trangport codts, of over 20% unit vaues, while North
Africa faces the lowest transport costs. In generd, transport costs declined dightly between
1980 and 1994. The main exceptions are landlocked, Southern Africa and Agriculture groups.
The increases in dl of these groups are largdy due to Maawi, where the ratio in 1994 rose to
1.67 (because the war in Mozambique denied the shortest route to the sea).
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Table 12: Transport Costsin Africa, Country Groups

Grouping cif/fob ratio
1980 1994
Landlocked Countries 1.227 1.249
Regions
North Africa 1.101 1.096
West Africa 1.196 1.191
Centrd Africa 1.244 1.224
Eagt Africa 1.161 1.146
Southern Africa 1.137 1.222
Export orientation
Manufacturing 1.144 1.128
Agriculture 1.168 1.196
Mining/resources 1.197 1.139
Qil 1.148 1.152

Source: Derived from datain IMF (1995).

Differencesin transport costs between groups of countries reflect differences in the direction and
composition of trade as well as location characteristics. The latter seems most important, as there
ae few condgent patterns across countries grouped by export orientation (dthough
manufactures gppear to have the lowest costs). Remoteness, poor infrastructure and being
landlocked are clearly damaging to trade because they raise trade costs, and such codts are a

particular burden on African countries.

A more generd point can be made regarding the link between trade liberdisation and openness.
While the latter may give rise to concerns regarding the competitiveness of domestic producers of
importables, access to imported investment goods and the technology embodied in imports may
be very beneficid. Furthermore, trade openness and being seen to implement trade reforms may
attract foreign investment. Foreign investors tend to be attracted to countries with relatively open
trade regimes and increasing trade volumes. Furthermore, the injection of funds, know-how and

marketing contacts associated with foreign investment may itself be a boost to exports.
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6 CONCLUSION

There is no doubt that SSA countries have liberdised their trade regimes quite sgnificantly over
the past decade or so. The pace and pattern of trade reforms varies from country to country,
but the broad trend is towards lower barriers to imports. Evidence for this can be found in lower
average tariffs, and perhgps more sgnificantly in increases in imports as a share of GDP.
Multilateral and regiona agreements have committed them to these reforms — the clock can not
be turned back, athough the gppropriate pace of future liberdisation is an important policy
issue. To cHte, there is little aggregate evidence that the trade policy reforms and liberaisation
since the late 1980s have produced a sgnificant export response. Exports have not increased
consgently, and there is no evident correlation between the extent of trade liberdisation and the
rate a which exports have grown. There is some tendency for imports to grow faster than
exports following liberdisation, increasing the trade deficit and thus congtraining growth. The
major problem facing SSA is not trade reform per se but rather how to diversify and increase

exports.

There are many explanations as to why the export response to trade liberdisation in SSA has
been limited. These include factors relating to the effectiveness of the liberdisation itsdf (what
trade reforms were actualy implemented), and to the response of producers to the gpparent
shift in the incentive structure (do they believe tha the reforms are credible and sustainable).
However, trade liberaisation has now been sustained for some time in most SSA countries.
The issuefor the future is how the effectiveness of trade reforms is contingent on the existence of
other characterigtics of the environment in which production and investment decisons are made.
We have identified trade structure and congtraints on supply response as predominant among
these. Some commentators emphasse the role of inditutional (politicd and legd) and
infrastructure factors in affecting private sector confidence in achieving and securing adequate
returns. The ample point is that there are many factors other than trade policy that help explain
the poor export performance of SSA countries. Consequently, the benefits of trade liberdisation
may not be immediately apparent. This does not imply that, a the margin, trade policy reformiis
not beneficid.
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The importance of trade, and especidly palicies to enhance export performance, feature
prominently in the Commission for Africa (2005). Transforming Africainto a dynamic exporting
region is seen as central to achieving sustained economic growth and poverty reduction. The
basic argument of the Report is that more needs to be done, globdly and within African
countries, to dlow these countries to expand exports, and to diversfy exports away from
dependence on a narrow range of (unprocessed) primary commodities. Chapter 8 of the Report
discusses trade and offers many sengble policy proposals, and the Commisson for Africa
(2005) advocates a subgtantial increase in ad to assist in implementing these and other
proposals. Although the Commisson for Africa (2005) recognises that an increase in imports is
necessary for macroeconomic accommodation of the rgpid growth in foreign exchange inflows
associated with alarge increase in ad, there is surprisingly little discussion of imports. Morrisssy
(2005) quedtions the feasibility and desirability of a sgnificant increase in imports (as we have
seen above, import/GDP ratios are high and rising), and that the Commission for Africa (2005)
is rather weak on how to implement trade reforms. Nevertheess, this reinforces the importance
of trade on the African policy agenda.

One of the keys to future prospects is ‘discovering’ how to bring about improved export
performance. A core eement of any srategy is the need to diversify exports. Trade liberdisation
can do no more than provide opportunities — unilateral reforms increase relative incentives to
exporters, and multilaterd or regiond liberdisation increase market access. Domestic policies
are necessary to reduce the varied congtraints on supply response, increase transport and
marketing efficiency, and encouraging investment. To benefit from trade, and channd these
benefits into hel ping reduce poverty, SSA countries need to increase the flexibility and efficiency
of resource use S0 that they can be competitive in globa markets. Policies in other countries,
and especidly multilaterd and regiond agreements, will be important in the long term, but will
not ensure that any particular country is able to benefit from the opportunities provided by trade
rather than succumbing to the chalenges and costs. African countries should concentrate on

their own policies and not rely on actions by other countries.
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Appendix - Country Classifications Used

To summarise the data in the text, two ways of cassfying countries (47 for which full trade data
were avalable) were used. The fird was rddively draightforward, classfying countries
according to the geographica region of Africa in which they are located. The second classifies
according to the relative importance of particular sectors in exports, termed export orientation.
Four sectors were identified (following the WDI classification): manufactures, agriculture, mining
and ail. The criterion used was to designate the sector as relatively important if it accounted for
over 20% of merchandise exports, on average, in the 1990s. The classfication should be
consdered asilludrative of African countries exporting products in these sectors. Data qudity is
poor S0 it is not adefinitive list (for specific countries, sector shares can vary considerably from
year to year). Furthermore, as the criterion is not based on the mgority share of exports, a
country could appear under more than one sector. The full list of countries included under each
classfication is given below.

Classfications of Countries by Region

North Africa (4)

Algeria, Egypt, Morocco, Tunisa

West Africa (15)

Benin*, Burkina Faso*, Cape Verde, Cote dIvoire*, Gambia, Ghana*, Guines*, Guinea
Bissau, Mdi, Mauritania®, Niger, Nigeria®, Senegd*, Sierra Leone*, Togo*

Central Africa (9)

Burundi*, Cameroon*, Central African Republic*, Chad, Congo (Republic)*, Equatoria
Guinea, Gabon*, Rwanda*, Sapo Tome and Principe

East Africa (9)

Comoros, Eritrea, Ethiopia*, Kenya*, Madagascar, Mauritius®, Seychelles, Tanzania*,
Uganda*

Southern Africa (10)

Angola, Botswana, Lesotho, Maawi*, Mozambique, Namibia, South Africa*, Swaziland,
Zambia*, Zimbabwe*

Countries for which observations on average tariffs were available for a least two periods
(Appendix Table A) are denoted with *.

Classifications of Countries by Export Orientation

Manufacturing (>20% share of exports) (18)

Algeria, Cape Verde, Centrd African Republic, Cote d'lvoire, Gambia, Ghana, Guinea,
Kenya, Madagascar, Mauritius, Morocco, Mozambique, Senegd, South Africa, Tanzania,
Togo, Tunisia, Zimbabwe

Agriculture (>20% share of exports) (10)

Benin, Cameroon, Central African Republic, Ghana, Mdawi, Mdi, Mauritius, Tanzania, Togo,
Uganda

Mining/Resour ces (>20% share of exports) (7)

Angola, Centrd African Republic, Guinea, Mauritania, Niger, Togo, Zambia

Oil Exporters (6)

Algeria, Cameroon, Congo, Egypt, Gabon, Nigeria




APPENDIX Table A: Average Tariffsby Country

AVERAGE ANNUAL TARIFFS
Country 1980-85 1990-95 2000-02

Algeria 29.6 23.9 19.2
Benin 48.3 41.0 12.0
Burkina Faso 21.0 12.0
Burundi 37.9 7.4
Cameroon 28.3 18.6 18.0
Centrd African Republic 18.6 18.0
Congo, Rep. 20.6 18.0
Coted'voire 27.7 22.9 12.0
Egypt, Arab 47.4 32.9 19.9
Rep.
Ethiopia 29.0 22.6 18.8
Gabon 18.6 17.9
Ghana 33.3 16.7 14.6
Guinea 76.4 11.9
Kenya 41.0 33.3 171
Maawi 19.4 19.1 134
Mauritania 24.6 28.2 10.9
Mauritius 36.2 29.0 19.0
Morocco 375 24.3
Nigeria 33.8 33.7 30.0
Rwanda 38.4 9.9
Senegal 13.3 12.0
Seraleone 25.8 30.3
South Africa 29.0 9.6 5.8
Tanzania 23.9 28.4 16.3
Togo 15.0 12.0
Tunisa 26.3 27.9 33.9
Uganda 171 9.0
Zambia 25.5 14.0
Zimbabwe 10.0 16.7 18.3
Average 32.8 23.2 16.1

Source: Compiled from various WTO sources.



Country

Algeria
Angola
Benin
Botswana
Burkina Faso
Burundi
Cameroon
Cape Verde
C African Rep.
Chad
Comoros
Congo, Rep.
Coted'lvoire
Egypt
Equatorial Guinea
Eritrea
Ethiopia
Gabon
Gambia, The
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Madagascar
Malawi

Madli
Mauritania
Mauritius
Morocco
Mozambique
Namibia
Niger
Nigeria
Rwanda

Sao Tome e Principe
Senegal
Seychelles
SierraLeone
South Africa
Swaziland
Tanzania
Togo
Tunisia
Uganda
Zambia
Zimbabwe

APPENDIX TableB: Trade Sharesby Country

IMPORTS (% GDP)
90-92 98-00 Change 9092 98-00 Change 9092 9800 Change

24.1
39.6
21.7
45.9
255
284
16.8
447
24.7
26.1
39.1
44.3
274
334
61.2
56.7
12.0
32.6
74.1
26.7
26.5
41.6
289
124.3
25.7
3.1
33.7
55.0
67.4
31.3
404
55.5
195
335
16.8
79.8
30.9
62.8
290
17.8
86.2
36.8
41.0
47.5
21.9
40.6
28.8

Source: WDI 2002 CD-ROM

23.6
81.4
28.9
334
30.4
20.6
255
58.2
18.6
315
34.5
57.8
37.8
24.3
105.1
88.6
28.3
39.1
62.8
55.2
27.6
45.7
33.2
96.8
32.3
40.4
36.9
53.2
67.8
34.4
34.2
57.0
24.0
40.1
23.2
79.7
38.8
85.4
24.7
24.6
89.3
255
47.2
46.1
22.8
42.1
41.7

-2.3
105.6
4.6
-27.2
19.3
-27.5
52.2
30.4
-24.6
20.8
-4.6
30.5
37.8
-27.4
71.8
31.9
135.8
19.8
-15.3
106.6
4.2
9.7
14.7
-22.1
254
15.4
9.3
-3.4
0.6
9.8
-15.3
2.7
22.8
19.5
38.3
0
25.5
22.6
-14.7
38.4
3.6
-30.8
15.2
-2.9
4.4
3.8
44.6

EXPORTS(% GDP)

26.0
46.0
14.9
52.3
116

8.8
20.2
115
12.9
12.2
174
47.2
312
25.6
274
201

6.0
46.5
62.2
17.0
244

8.3
26.8
17.0
17.0
234
16.9
424
62.7
252
111
47.3
153
41.0

6.2
18.6
24.5
59.0
27.1
22.7
75.2
11.8
313
41.2

7.8
35.6
24.7

31.0
77.9
16.5
31.2
12.3

8.6
27.2
21.0
13.7
17.0
23.8
71.9
44.2
15.8
96.8
13.9
151
42.7
48.3
38.3
22.9
23.7
25.6
26.4
23.6
28.9
24.8
39.9
65.2
29.7
12.3
47.4
164
40.9

6.5
32.6
31.3
73.0
15.0
26.9
72.8
13.9
33.6
43.1
10.6
26.6
40.8

19.5
69.3
10.8
-40.3
5.6
-2.3
34.4
81.9
6.1
39.3
6.4
52.4
41.7
-38.2
252.8
-6.2
151.7
-8.2
-22.3
125.1
-6.2
186.5
-4.4
54.9
38.7
23.2
46.4
-5.9
4.0
17.9
11.3
0.3
7.3
-0.1
5.0
14.0
28.0
14.0
-44.6
18.5
-3.2
18.3
7.4
4.6
35.4
-25.3
65.6

TRADE (% GDP)
50.1 546 9.0
856 1592  86.1
425 454 6.8
982 646 -34.2
371 427 150
372 292 -215
370 527 425
562 792 410
376 323 -141
382 484 266
565 583 1.8
915 1297 418
586 820 399
501 401  -321
88.7 2020 1278
76.8 1025 257
180 434 1411
79.1 818 34
1363 1111  -185
437 935 1138
50.9 505 0.8
499 694 390
557 5838 55
1413 1232  -128
427 559 307
585 693 185
50.7 617 217
975 931 45
130.1 133.0 2.2
565 641 134
515 465 9.6
102.8 104.4 16
348 403 160
745 810 8.7
229 297 294
984 1123 139
554 701 267
121.8 1584 366
56.1 397  -29.2
405 516 @ 272
161.4 162.1 05
486 394  -189
723 808 118
88.6 892 0.6
297 334 126
762 688 9.8
535 825  54.3



Appendix Table C: Transport Costs (cif/fob ratio)

Country cif/fob ratio Country cif/fob ratio
1980 1994 1980 1994
Algeria 1.100 1.100 (Mdi 1.428 1.429
Benin 1.205 1.205 |[Mauritania 1.130 1.130
Botswana 1.176 1.176 |Mauritius 1.210 1.148
Burkina Faso 1.279 1.282 |Morocco 1.136 1.099
Burundi 1.150 1.150 [Mozambique 1.120 1.120
Cameroon 1.100 1.100 |Niger 1.246 1.173
Cape Verde 1.150 1.150 |Nigeria 1.107 1.107
C African Rep. 1.194 1.089 |[Rwanda 1514 1.436
Chad 1.330 1.350 |Senegd 1.144 1.144
Congo 1.222 1.229 |Seychelles 1.150 1.150
Coted'lvoire 1.223 1.244 |Sierraleone 1.099 1.136
Egypt 1.111 1.111 |[Somalia 1.149 1.149
Ethiopia 1.176 1.186 |[South Africa 1.051 1.087
Gabon 1.201 1.211 |[Sudan 1.099 1.066
Gambia 1.167 1.167 |[Swaziland 1.006 1.014
Ghana 1.069 1.069 [Tanzania 1.177 1.176
Kenya 1.149 1.163 |Togo 1.217 1.164
Liberia 1.158 1.155 (Tunisa 1.058 1.072
Libya 1.111 1.111 |Uganda 1.111 1.110
M adagascar 1.244 1.205 (Zambia 1.230 1.200
Malawi 1.138 1.670 |Zimbabwe 1.150 1.150

Source: IMF (1995).
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