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Africa in the Global Economy: Issues on Trade and Development for

Africa

I The Marginalization of Africa

1. This paper deals with various aspects of Africa's place in the world economy and

how Africa's relative position has changed over the past 20-30 years. In broad summary

the situation can be defined as further "marginalization" of Africa in the global economy.

In this context marginalization refers to very low and stagnant or declining shares in

world total output (GDP), in manufacturing output, in domestic savings and investment,

and in international trade and financial flows. The principal emphasis of the paper is on

international trade. It is now widely accepted across the world, by economists and policy

makers, that economies open to international trade have grown faster than more closed

economies. Yet the share of the poorest or least-developed countries, most of them in

Africa, in global trade has declined since 1980. The majority of these low-income

developing countries have failed to integrate into the global economy to the same extent

as the industrialized countries and the middle-income developing countries. The

underlying hypothesis of this paper is that Africa's failure to integrate and keep up with

changes in the global economy is a primary factor in explaining Africa's continued weak

macro-economic performance. Unless steps are taken to remove the external and internal

barriers to integration, Africa faces the prospect of being further marginalized as the

inexorable pace of globalizations continues or even accelerates.

A. Aggregate output and structure of the economy

2. As an economic entity Africa1 contains 53 countries, a population of 778 million,

a Gross Domestic Product (GDP) of $535 billion, and a GDP per capita of $688 (1998

figures, UNECA 2000). Its GDP is slightly less than that of Spain, a country with 39

million inhabitants. Africa today accounts for less than 2% of global GDP, and Sub-

Saharan Africa for barely 1%.2 Further, Africa's share of global GDP has stagnated

since the 1970s and has actually declined slightly since 1980. (See text Table 1)

Table 1

Africa's Share in World GDF

US$ billions

World GDP

African GDP

1970-74

14,700

231

1975-79

17,500

284

1980-84

20,100

352

1985-89

23,600

401

1990-94

26,800

443

1995-98

30,100

499

1 This paper deals with all of Africa. However, because most World Bank data deal separately with

Sub-Saharan Africa (excluding the five North African countries) some information and analysis focuses on

this group of countries. When references apply only to Sub-Saharan Africa this is clearly stated.

2 The share of Sub-Saharan Africa would be even smaller without South Africa, which accounts for

over one-third of the GDP of the region.
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3. While Africa achieved quite respectable economic growth in the first

independence decade—GDP per capital growth of 2.6% per annum during 1965-74— the

trend since then has been generally downward. There was a modest recovery in the

second half of the 1990s, but not enough to translate into meaningful increases in per-

capita incomes or reductions in poverty. The average rate of growth of GDP during five-

year periods from 1970 to 1980 is shown in text Table 2.3 Averaged over the entire
period since 1970, GDP growth has barely kept up with the high rate of population

growth (close to 3%), with the result that, for Sub-Saharan Africa at least, average

income per-capita today is below that of 1970.

Table 2

African and Global Rates of Real GDP Growth

World

Africa

1970-74

4.5%_J

5.9%

1975-79

3.6%

3.3%

1980-84

2.3%

4.2%

1985-89

3.6%

2.8%

1990-94

1.9%

1.3%

1995-98

2.9%

3.6%

Source: World Bank Data Base

4. Test Table 3 provides a comparison of Africa's growth performance since 1980

with that of other developing regions. While the countries of North Africa, except

Algeria, have generally performed about as well or slightly better than the average of all

developing countries (Low and Middle Income in the Table). Sub-Saharan Africa has

under-performed all developing countries as well as the Low Income group. And all

African countries, as well as all other developing countries, have under-performed in

comparison with the East Asian economies prior to the recent economic crisis in those

countries.

Table 3

Real GDP Growth Rates of Africa Compared with Other Regions

Region/Country

Sub-Saharan Africa

Algeria

Egypt
Morocco

Tunisia

All Low-Income Countries

Low Income excluding

China and India

Low and Middle Income

1980-1990

1.8

2.7

5.4

4.2

3.3

6.6

4.1

3.5

1990-1998

2.2

1.2

4.2

2.1

4.4

7.3

3.6

3.3

3 While the African growth rates over the entire period do not appear substantially different from

ihe global rates, it is important to remember that the global picture is dominated by the slower-growing

industrialized countries which account for 75-80% of global output.
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5. In addition to slow overall growth, there has been little change in the production

structure of most African economies in the post-colonial era. In Sub-Saharan Africa in

particular most countries remain highly dependent on agriculture, with primary

production of minerals, gemstones and petroleum in a few countries. The manufacturing

sector accounts for a small proportion of total output, and there has been little expansion

of the manufacturing sector share. Only five African countries have a manufacturing

sector that accounts for more than 20% of GDP. Today Africa produces only about 1% of

global value added in manufacturing. The sectoral shares of agriculture, industry (which

includes mining), manufacturing and services for Africa and other developing countries

for 1980 and 1998 are shown in text Table 4 below.4 The corresponding sectoral growth
rates for 1980-90 and 1990-98 are provided in Appendix A, Table 1. In text Table 5 data

on sectoral shares for of agriculture and manufacturing for the entire period 1970-1998

are shown. Unfortunately, there is considerable variation in sectoral output data from

various sources (see the UNECA data included in text Table 4) and even from the same

(World Bank) source in different publications. However, the one important conclusion

which it seems possible to draw from these data is that the share of the manufacturing

sector in GDP is significantly lower in Africa than in other developing countries.

Table 4

Sectoral Composition of Production in Developing Countries

(Sectoral Value Added as a percentage of GDP)

1980 and 1998

Country erouo

Low Income

Low & middle

income

Sub-Saharan

Africa

South Africa

Algeria

Egypt

Morocco

Tunisia

All-Africa

Agriculture

1980

31

18

18

7

10

18

18

14

22

1998

21

12

17

4

12

17

16

14

19

Industry

1980

38

40

39

50

54

37

31

31

39

1998

41

37

34

38

47

33

30

28

32

Manufacturing

1980

27

25

16

23

9

12

17

12

9

1998

29

23

19

24

9

26

17

18

13

Services

1980

30

42

43

43

36

45

51

55

39

1998

38

51

50

57

41

50

54

58

49

Source: World Bank: World Development Indicators: all-Africa data from UNECA

Economic Report on Africa 2000.

4 Again it is important to point out the dominating influence of South Africa in any data for Sub-

Saharan Africa. If South Africa is excluded the 1998 sectoral shares for the rest of Sub-Saharan Africa

would be: Agriculture 24.5%, Industry 31%, and Manufacturing 16%.



Table 5

Sectoral Shares in GDP for Africa

Agriculture

Manufacturing

1970-74

21.0

11.2

1975-79

19.5

10.5

1980-84

16.4

11.8

1985-89

18.2

13.1

^1990-94

16.4

14.4

1995-98

16.1

h" 14.2
Source: World Bank Data Base

6. Finally, information on the sectoral distribution of the labor force, while even less

robust than sectoral output data, confirms the finding of limited sectoral transformation in

Africa. This is illustrated in text Table 6.

Table 6

Employment by Sector in Africa

1980

63.4

Agriculture

1990

58.4

1998

NA

1980

13.6

Industry

1990

14.0

1998

NA

1980

23.0

Services

1990

27.5

1998

NA j

Source: ILO data cited in UNECA, Economic Report on Africa 2000

B. Trade

7. Closer integration into the world economy has been one of the distinguishing

features of successful developing countries over the past twenty to thirty years; this is

evident in the case of the East Asian "Tigers" but is no less true for the relatively more

successful countries in South Asia and Latin America. Since 1960 the ratio of world

trade to GDP has doubled with rising shares of manufactured goods and trade in services.

From the early 1960s to the 1990s world trade in non-fuel exports increased at almost

12% per annum, but Africa's exports grew at only 4.8% per annum on average, only one-

half the rate for industrialized countries and one-third the rate for East Asia. During the

1990s world trade has grown at an annual average rate of 6.5%, compared to world

output growth of only 2.5% per annum. Developing countries as a group have increased

their share in global exports of goods to 20%, and of services exports to 16% at the end

of the 1990s, but as a result of below average growth Africa's share of global exports has

fallen steadily over the past 30 years to only 2% at the end of the 1990s. Five-year

averages for Africa's share in global exports are shown in text Table 7 below.

Complementary information on annual growth rates of exports for Africa and other

developing countries is provided in Appendix A, Table 1. Even more noteworthy than

the declining share in total exports is the fact that Africa's share of trade with the high-

income industrialized countries, on which Africa depends for most of its imports of

manufactured goods, has fallen even more sharply, from 4.5%-4.8% in 1975-79 to 1.5%-

1.6% at the end of the 1990s. (This can certainly be accounted for in part by the shift in

global manufacturing production away from primary raw materials to synthetics.) These

trends are shown in text Table 8.



Table 7

Africa's Share in World Trade

(Five-Year Averages in US $ billions)

World

Mdse. Exports

African

Mdse.Exports*

Africa/World

Mdse. Exports

Africa/World

Mdse. Imports

1970-74

1,870

61

3.3%

3.7%

1975-79

2,450

70

2.9%

4.4%

1980-84

3,036

79

2.6%

4.5%

1985-89

3,888

94

2.4%

3.0%

1990-94

5,144

141

2.2%

2.5%

1995-98

6,834

140

2.0%

2.3%

*Includes intra-African exports.

Source: World Bank Data Base

Table 8

Africa's Shares in World Trade with Industrial Countries

(Five-Year Averages in US $ billions)

World Exports to

Ind. Countries

Africa's Exports to

Ind. Countries

Africa's Share of

Exports to Ind.

Countries

World Imports

from Ind.

Countries

African Imports

from Ind.

Countries

Africa's Share of

Imports from Ind.

Countries

1970-74

319

14

4.3%

334

15

4.4%

1975-79

725

33

4.5%

753

36

4.8%

1980-84

1,200

47

3.9%

1,220

50

4.1%

1985-89

1,700

43

2.5%

1,750

45

2.6%

1990-94

2,550

52

2.1%

2,650

56

2.1%

1995-98

2,860

45

1.6%

2,940

44

1.5%

Source: World Bank Data Base

8. Africa has traditionally relied on exports of primary products—agricultural

commodities, timber, minerals, and, in more recent decades, petroleum—mirroring



Africa's basic production structure. But the share of primary products in world trade has

fallen by half since the 1960s. For all developing countries manufactured products now

account for over 70% of their total exports, but for Africa the share, while it has been

rising, is still well below 10%.3 This is brought out in text Table 9.

Table 9

Share of Manufactures in Africa's Exports

(USS constant 1995 billions)

Total Exports

Mfg. Exports

Share of mfg.

exports

1970-74

74.9

0.2

1975-79

85.1

0.3

1980-84

89.8

1.2

2.6%

1985-89

105.0

6.7

6.4%

1990-94

126.0

8.7

6.9%

1995-98

157.0

9.7

6.2%

Source: World Bank Data Base

9. Three important factors linked to this dependence on primary product exports

have been responsible for Africa's declining position in world trade—failure to diversify

out of traditional primary commodity exports into more dynamic export sectors; slow

growth in global demand for these primary commodities, resulting in their reduced

importance in world trade (the share of primary products in world trade has fallen by

half) and a long-term decline in Africa's terms of trade; and Africa's declining market

shares even for these traditional exports. To elaborate on these points, only a few

countries (South Africa, Mauritius, Madagascar and Angola in particular) have managed

to increase industrial exports, and in the case of Angola this is largely accounted for by

exports of unprocessed diamonds. There has been little expansion of production or

exports of processed primary commodities. With the exception of South Africa there has

been no observable development of intra-industry trade (production sharing) that could

be a strong stimulus to industrialization for developing countries.6 Rather than
diversification there has been greater concentration on primary product exports. For Sub-

Saharan Africa nine commodities (in order of importance cocoa, coffee, cotton, tobacco,

sugar, tea, rubber, bananas, and groundnuts) have accounted for 70-75% of total

agricultural exports (or 60-65% when South Africa is included), and this percentage has

remained fairly constant since the 1970s. And within these primary product exports,

there has been growing dependence on a smaller number of commodities. The share of

coffee and cocoa in agricultural exports was higher in the 1990s than in the 1960s. There

are also many examples of loss of market share: copper alloys were Africa's largest

single export in 1962-64, with Sub-Saharan Africa supplying 32% of OECD imports, but

by the early 1990s this share had fallen to less than 10%. Comparing global trade shares

for Africa in 1990-97 with 1970-79 market shares have declined from 59% to 40% for

5 Unfortunately, data for manufactured exports in relation to total exports are subject to wide

variation, even from the same source (e.g., the World Bank), presumably due to differences in definition as

well as unreliability of basic trade data. The information presented here, from the World Bank Data Base,

may differ substantially from other sources, but is probably reflective of the correct order of magnitude.

6 A recent World Bank study has estimated that production-sharing now accounts for almost 30% of

global trade in manufactures.



cocoa, from 28% to 14% for coffee, and from 40% to 5% for groundnuts. (Binswanger et.

al., 1999) A brief summary of recent analysis by World Bank staff which decomposes the

factors responsible for the (low) growth rate of African exports over the past 20 years

into the above-mentioned components—growth in world demand, changes in market

shares, and diversification—is presented in Appendix B.

C. Capital flows2

10. While Africa has been a leading recipient of development aid (ODA) from

bilateral and multilateral sources for more than thirty years, it has not benefited from the

tremendous increases in private capital flows to developing countries over the past 15

years. As shown in text Table 10 below, aggregate net resource flows to developing

countries have expanded dramatically since the 1980s, to an annual average of over $300

billion a year in 1995-98. However, Africa's share in this flow has dropped off sharply

because of the change in the composition of the flow—the dramatic increase in private

capital flows, even to low-income developing countries, and the stagnation of ODA in

nominal terms in the 1990s. Given Africa's continuing dependence on aid, and virtual

exclusion of the great majority of African countries from private inflows, Africa's share

in total flows has inevitably fallen.

Table 10

Aggregate Net Resource Flows to Developing Countries

Five-Year Averages in Current US $ billions

Low and Middle Income

Africa*

Africa's Share

1970-74

18.1

3.8

20.8%

1975-79

54.7

14.1

25.8%

1980-84

84.2

17.4

20.7%

1985-89

71.0

18.0

25.3%

1990-94

163.0

21.2

13.0%

1995-98

308.0

20.8

6.8%

*Excludes South Africa 1970-94.

Source: World Bank Data Base

11. For foreign private direct investment (FDI) the overall trend has been the same,

with the global total rising from around $50 billion per year in the early 1980s to $400

billion in 1997, and an average of $430 billion in 1995-98. Within these totals the share

of developing countries has also been increasing, to over 25% in 1997, with $60 billion

flowing to the low-income developing countries in that year (although admittedly 80% of

this low-income total went to China and India). In comparison, FDI flows to Africa were

only $7 billion in 1997, less than 2% of the global total. Africa's extremely low, and even

declining, share in global FDI flows is shown in text Table 11. Within Africa only some

20 African countries have been recipients of significant FDI, with seven countries

(Angola, Cote d'lvoire, Egypt, Morocco, Nigeria, South Africa and Tunisia) accounting

for 2/3 of the total inflow. Also, more than 50% of FDI invested in Africa goes to the

petroleum sector and much of the rest to mining. These are not sectors that offer Africa

rich opportunities for diversification, modernization and technology transfer. Another

form of private capital inflow which is of growing importance for the developing world is

portfolio investment, but to date this has had a negligible impact on Africa, having been

7 The discussion of this topic is abbreviated in this paper because a separate paper is being prepared

for UNECA on the financing of Africa's development, including coverage of private flows, aid and debt.



concentrated in very few markets. South Africa received 90% of the $2.0 billion of

portfolio investment in Africa in 1996

Table 11

Foreien Direct

Five-Year Averases

World Total

Africa

Africa's share

[1970-74

13.3

| 0.6

■~~ 4.2%

1975-79

27.5

1.5

5.4%

Investment Flows

in Current US $ billions

1980-84

48.4

1.6

3.3%

1985-89

121.0

2.7

2.3%

1990-94

188.0

3.2

1.7%

1995-98

430.0

6.6

1.5%

Source: World Bank Data Base.

12. Development aid has been the most important element in capital transfers to

Africa for many years. Africa receives the highest share of aid in per-capita terms and as

a percentage of GNP of all developing regions. However, in the 1990s the debate over

aid has focused on aid-effectiveness (or perceived ineffectiveness), aid-dependence (the

risks thereof), and aid fatigue. Donor aid fatigue is clearly real and of major import for

Africa, as is clearly shown in text Table 12 below. There has been not only a decline in

nominal annual aid flows to all developing countries over the second half of the 1990s,

but an even sharper fall in real terms. More significantly for Africa, compounding the fall

in nominal aid levels there has been a decline in Africa's share of total ODA which has

reduced annual flows in real terms to below levels realized in the second half of the

1980s.

Table 12

Official Development Assistance

Five-Year Averages in Current US $ billions

Total ODA

ODA to Africa

Africa's share

1970-74

9.4

2.4

25.4%

1975-79

21.1

7.1

33.8%

1980-84

31.0

10.0

32.2%

1985-89

40.6

14.5

35.7%

1990-94

65.0

22.9

35.2%

1995-98

60.2

18.0

29.9%

Source: World Bank Data Base.

13. While Africa's external debt is outside the scope of this paper, some mention

should be made here of the magnitude of the debt issue, since relief from the burden of

this debt has been identified as an essential component of the growth equation for Africa.

In brief, Africa is a heavily indebted continent. Africa's total external debt has risen from

SI 12 billion in 1980 to $270 billion in 1990 and, at a slightly slower pace, to $325 billion

at end-1998. On the basis of their key debt ratios 29 out of the 53 African countries are

currently classified as severely indebted and another 13 as moderately indebted. The

ratio of total external debt to GNP is approximately 75% for Sub-Saharan Africa and

somewhat lower (ranging from 45 to 68%) for North African countries. Still, there are 19

African countries with debt/GNP ratios of greater than \ 00% and 7 with ratios in excess

of 200%, capped by the Democratic Republic of Congo at 720%. The unsustainable debt

problem for more than half of Africa's countries persists despite almost 20 years of debt

relief efforts from the Paris and London Clubs, from bilateral aid donors, and, more

recently, from the Bretton Woods institutions. That more is needed is clearly recognized,

but progress to date remains inadequate.



II The Reasons for Africa's Marginalization

14. This section of the paper examines the causes of Africa's lagging performance in

aggregate economic growth, diversification of production, expansion and diversification

of exports, and failure to attract private capital inflows (while at the same time

experiencing a high level of capital outflows through capital flight). What follows is

organized on the same lines as Part I, dealing in turn with economic growth and structure

of production, trade, and financial flows, although it is clearly not possible to deal with

each issue in a self-contained manner because these topics are inter-linked and many of

the same causal factors are common to growth, trade and external finance. Also, it is

important to note that Africa's macroeconomic performance relative to the rest of the

world has been exhaustively analyzed and written about in recent years. It is not possible

to do justice to this body of economic work in this paper; only a summary of some of the

findings and arguments is presented here. (See the attached bibliography for references

to this literature.)

A. GDP growth and output diversification

15. In analyzing Africa's low economic growth one should start with domestic

savings and investment. At a fundamental level Africa has grown slowly because the

level of investment and the efficiency of investment have been too low to sustain a higher

rate of growth. Investment has been low because the primary source of investment

financing, domestic savings, has been inadequate (and a significant proportion of

domestic savings has been lost through capital flight.) While foreign aid (i.e., foreign

savings) has contributed to overall resource availability it has been insufficient to fill the

gap between domestic savings and the needed level of investment. In Africa today the

savings/GDP ratio is only 17%, the lowest for all developing regions, while the

investment/GDP ratio is only 20%, also the lowest. While structural adjustment

programs have resulted in substantial progress in economic policy and management

reforms in many African countries, they have not yet induced an adequate response in

domestic savings and investment; even the "strong adjusters" still have savings and

investment ratios near the average for all countries. (Mwkandire and Soludo 1999) Many

countries appear to be caught in a low level growth trap. Text Table 13 provides

comparisons of savings and investment rates in Africa with those in other developing

countries. While savings and investment rates have declined across the globe over the

past 20 years (particularly in the industrial countries which are not shown here), the drop

has been sharper in Africa than in other developing countries. Whereas Africa's rates of

saving and investment were comparable to world and developing country averages in

1980, they are substantially below these benchmarks today. Further perspective on this

longer term declining trend in investment is given by text Table 14. One of the principal

challenges which economists (and policy-makers) must confront is to explain why

Africa's investment and savings have been low and declining, and then to develop

measures to restore them to higher levels.

10



Table 13

Savings and Investment rates in Africa compared to other developing countries

(Percentage Shares in GDP)

1980 and 1998

Country/Region

World

Low-income countries

Low and middle income

Sub-Saharan Africa

North Africa

Africa

Savings

L 1980

24

28

L 26
26

28

27

1998

21

32

24

15

19

17

1980

25

28

27

24

32

26

Investment

1998

20

30

25

18

22

20

Source: World Bank, World Development Report 1999-2000

Table 14

Trends in African Investment Rates

(Percentage Share in GDP

1974-1996

Sub-Saharan Africa

North Africa

Africa

1974-80

24.4

36.4

28.5

1981-90

19.8

30.1

23.9

1991-96

17.4

24.2

20.2

Source: World Bank Data Base

16. Econometric studies undertaken in recent years have tested a wide range of

possible explanatory variables that could have contributed to Africa's disappointing

economic growth. Easterly and Levine (1997) compare the growth rates of Africa and

East Asia where there has been a differential of 3.4 percentage points. They find that the

principal explanatory factors, which account for 75% of the differential in their model, in

order of significance are foreign trade policy, human capital (lower levels of education

and skills in Africa), macroeconomic policy (measured by the fiscal deficit), poor

infrastructure, and Africa's relatively underdeveloped financial systems.

17. Tn another recent study Sachs and Warner (1996) made a similar effort to explain

the African growth differential. Across a sample of developing countries they regressed

growth on three policy variables (openness to trade, market efficiency, and savings rate)

and three structural variables (initial income, to test the hypothesis that poorer countries

should grow faster through "catching up," whether countries are landlocked, and natural

resource abundance—they anticipated a negative impact here on the argument that

countries with abundant natural resources may fail to overcome this "Dutch Disease"

handicap and thus may grow more slowly). Their results showed that policy variables

were the most important, especially Africa's relative lack of openness to trade. Low

11



savings and market inefficiencies were also significant while being landlocked and

natural resource abundance had less influence.

18. Collier and Gunning (Collier, September 1998, Collier/Gunning, March 1999,

Summer 1999) reviewed the above and other research before presenting their own

conclusions as to why Africa has grown so slowly and failed to industrialize and diversify

its exports. They consider but reject the argument that Africa lacks comparative

advantage in manufactures. According to this argument Africa could not compete in

manufacturing production with other developing regions, especially South Asia, because

African wages would be too high. They would be too high relative to other regions not

because of capital, which Africa lacks, but because of abundant natural resources (e.g.,

minerals). They point out that in fact African wages and labor productivity are both low.

African wages are so low that African manufacturing would be competitive if it had

similar levels of productivity with other regions. It is low productivity which lies behind

Africa's failure to industrialize and which needs to be explained. African manufacturing

has been in a low-level equilibrium productivity trap—small domestic markets inhibit

economies of scale, with limited competition there is less pressure to be efficient, and

there is a technology gap. But they argue that Africa has also turned its comparative

advantage away from manufacturing because of its poor policy environment, including

trade policy, and neglect of infrastructure. These shortcomings have had a negative

impact on manufacturing and manufactured exports. They refer to this as the "high

transactions costs" constraint on economic activity. In their analysis the combination of

high transactions costs, or poor policies, and risk can explain much of the failure of

Africa to invest and grow.

19. Rodrik (May 1998) has analyzed the variation in growth performance among

African countries rather than between Africa and other developing countries. His basic

finding is that long-term growth can be explained by human resources and the

dependency ratio (determined by the population growth rate), macroeconomic/fiscal

policy, infrastructure and institutions (the rule of law). He gives less weight to foreign

trade than the studies cited above, perhaps because he is comparing African countries

with similar trade policies with one another rather than with more open, higher-growth

economies. He argues further that Africa's low share of world trade has been due to slow

growth of Africa's GDP, not to a change in the export/GDP ratio, which has in fact

changed only moderately. His regression results show that Africa trades as much as

would be expected given its level of income. However, as others have pointed out, this

static argument overlooks the point that, if there is a positive linkage between exports and

GDP growth, which is certainly a widely accepted hypothesis, then more dynamic export

growth would have raised incomes more rapidly; Africa could have the same export share

in GDP but with higher exports and GDP.

20. I believe that the weight of research evidence is clear; increased trade stimulates

more rapid growth by providing an outlet for employment of underutilized factors of

production, permits economies of scale through production for a larger market, improves

the efficiency of factor use through increased competition, and facilitates import of new

technology, as well as adoption of enhanced management and labor skills learned from

competitors and customers. . At the microeconomic level studies have also shown that,

other things equal, exporting firms have higher total factor productivity than non-

12



exporters in the same economy. (Pack and Paxon 1999, Elbadawi July 1999) Freer trade

and the resulting increase in competition in the domestic market have contributed

significantly to every sustained economic expansion in the post-World War II era. There

have been no cases of sustained strong economic performance under a highly restrictive

trade regime

B. Trade

21. The continued marginalization of Africa in global trade is undisputed. Given this

situation it is important to analyze both the external and internal factors which influence

Africa's external trade in order to determine whether external constraints or domestic

policies have been the primary cause of Africa's slow trade growth.

(i)The External Environment

22. The external environment to be considered here includes the terms of trade,

developed country trade policies, including both the restrictions and trade preferences

facing Africa, and the changes which have resulted from the GATT Uruguay Round of

trade negotiations concluded in 1995 (UR) and from the subsequent creation of the World

Trade Organization (WTO). Dealing first with the terms of trade, there is no disputing

the fact that the great majority of African countries, as primary product producers, have

faced declining terms of trade due to the low income-elasticity of demand for primary

commodities and to the development of synthetic substitutes. This is brought out clearly

in Appendix C. Of the 30 major trading countries in Africa, 23 faced lower terms of

trade in the second half of the 1990s than in the early or mid-1980s. For Sub-Saharan

Africa as an entity the decline in the terms of trade from 1980 to 1995 was approximately

30%. It is beyond the scope of this paper to consider the impact of terms of trade

declines commodity by commodity or country by country on the viability of production

for exports. However, the problem is a real one and must be acknowledged and

addressed, primarily through diversification of production and exports.

23. The post-World War II era has witnessed continuing trade liberalization under the

series of GATT agreements, culminating with the UR, which has underpinned the strong

and sustained growth in world trade. From the late 1940s to the present the successive

rounds of trade liberalization have reduced average tariff rates on manufactured imports

from over 40% to less than 5%. (World Bank, April 19, 2000, p. 80) However, in

addition to their own trade policies, which have been highly protectionist in the past,

thereby limiting the expansion of intra-developing country trade, developing countries

have faced certain important restrictions on access to markets in the industrialized

countries. These have included "voluntary export restraints"(VREs), non-tariff barriers

(NTBs) against imports of clothing and textiles under the MultiFiber Agreement (MFA),

NTBs against agricultural imports, escalation of import duty rates according to the degree

of processing which inhibited the development of export processing industries in

developing countries, and domestic agricultural production and export subsidies in

OECD countries which both depressed and increased instability in global commodity
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markets.8 African exports were less affected by these restrictive policies than those of

other developing countries. Africa was not affected by VREs that were applied

extensively to East Asian exports in the 1970s and 1980s and only 11% of African non-

fuel exports (mainly sugar, beef, textiles and clothing) faced NTBs compared to 17% for

all developing countries.9 Other than Mauritius and, to a lesser extent Kenya and

Nigeria, African textile and clothing exports were not affected by the MFA.

24. Alongside these restrictions developing countries were granted certain trade

preferences below Most Favored Nation (MFN) tariffs by the industrial nations under the

Generalized System of Preferences (GSP), and the Lome Agreement. Over 50% of world

trade now occurs under preferences and some 2/3 of trade within Europe. About half of

developing country exports are potentially eligible for preferences. However, only about

half of all eligible products actually receive preferences; thus only about % of developing

countries' exports otherwise subject to MFN duties receive preferential market access.

Labor-intensive products such as textiles, clothing and footwear have been largely

excluded from preferential schemes. And for most goods the preference margins are

small because industrial country tariffs are low and where they are not low, implying that

the preference could afford a significant advantage, the preferences are usually

constrained by ceilings or rules of origin. Finally, these schemes are extremely complex

and non-transparent, and the preferences can be withdrawn unilaterally in the event that

imports from any country rise sharply, or even for non-economic reasons. The limited

benefit which Africa receives from trade preferences is further illustrated by the fact that

only !% of US imports under the GSP come from Africa, and the share of African

products in total EU imports is only 3.5%. Yeats (1994) examined the worth of OECD

preferences to Sub-Saharan Africa and concluded that trade preferences have generally

not had a major impact on Africa's exports to OECD countries.

25. The UR yielded some important reductions in global protection, primarily from

the industrial countries.10 Voluntary export restraints were phased out at the end of 1998.
Industrial country MFN tariffs have been reduced from an average (trade weighted) of

6.3% to 3.8% over 1995-2000. NTBs under the MFA are to be phased out over the

period 1995-2005. NTBs on agriculture have been converted to tariffs and are to be

reduced by 36% on average over 6 years for developed countries and by 24% over 10

years in developing countries. The new tariff rates are supposed to be "bound" or locked

in through commitments undertaken with the WTO. The percentages of trade covered by

bindings will rise from 68% to 87% for industrial products, and from 63% to 100% for

agricultural products. Finally, agreement was reached on limiting subsidies and other

agricultural export incentives in developed countries and some limited progress was

made in reducing tariff escalation. Rules on use of safeguards and anti-dumping duties

were tightened, but more is needed. With respect to the impact of the UR on Africa, on

the plus side the percentage of non-fuel exports covered by NTBs has fallen from 11% to

2-3%, and for Mauritius, dependent on textile and clothing exports, from 60% to 2%.

8 Largely as a result of the protectionist policies of the industrialized countries the share of

agricultural exports in global merchandise trade has declined from 12% in 1980 to 8% in 1998, and the

developing countries as a group have actually lost market share in agricultural trade.

9 Less than 5% of intra-OECD trade faces NTBs.

10 However, according to the estimate of the UNECA, some 70% of the benefits from the UR will be
realized by these same industrial countries.
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However, discriminatory OECD trade barriers against other developing countries,

particularly those in East Asia, probably enhanced the pre-UR environment for certain

African exports. The phasing out of VERs and the MultiFiber Agreement will subject

African exports to more competition.

26. Despite the progress achieved under the UR scope remains for much more

progress in future trade liberalization. The net effect of agricultural market liberalization

will be to reduce protection on only % of agricultural imports. Some NTBs on

agricultural products have been converted to tariffs at levels over 100%, clearly a barrier

to developing country exports. NTBs remain in place on fish, chemicals, and energy

products. In textiles only 33% of imported items have been liberalized so far, with

another 18% to be liberalized in 2002, and the final 49% only in 2005. In fact much less

liberalization has already occurred than is indicated by the 33% figure because developed

countries have focused on products that were not formerly restricted. So far the US has

eliminated only 1% of MFA restrictions, Canada 14%, and EU 7%. Liberalization to

date has actually been biased against products on which developing countries have

comparative advantage. While average developed country tariff rates against developing

countries' manufactured exports are now relatively low, about 4% on average, this

understates the full extent of tariff protection because it masks higher than average tariffs,

tariff peaks and tariff escalation on products in which developing countries have a

comparative advantage such as tobacco, clothing, furniture, fruits and vegetables, meat,

sugar, dairy products, cereals, cotton, processed foods, footwear and leather products.

(For example, a maximum tariff of 826% on meat products in the EU, 781% on

processed food products in Japan, 147% on fruit and processed food products in the US,

123% on footwear in Japan.)

27. What conclusion may be drawn about the impact of external factors on Africa's

past export record and future prospects? Numerous studies carried out at the World Bank

have addressed this question. (Amjadi and Yeats 1995, Amjadi, Reincke and Yeats 1996,

Ng and Yeats 1996, Yeats 1994, Yeats, Amjadi, Reincke and Ng 1997) All these studies

reason that external barriers were not the determining factor. The authors reason that the

external environment for exports facing Africa has been much more favorable than that

which the East Asian economies, and other developing countries as well, faced and

overcame in past decades. They argue that for Sub-Saharan Africa OECD protection

against Africa's exports is not an important factor: 97% of SSA exports to the EU enter

duty free. In North Africa Morocco and Tunisia have free trade agreements with the EU.

NTB protection against African exports has been and remains less restrictive than that

facing other developing countries, largely due to the fact that, aside from Mauritius, most

African textile and clothing exports have not been affected by the MFA, and footwear

exports are small. The above-mentioned studies, and other research by the World Bank,

conclude that Africa's poor export performance cannot be attributed primarily to trade

restrictions. But it is important to emphasize that these and similar studies do not prove

that OECD or other countries' trade restrictions had no impact on developing countries

generally, or on Africa in particular, simply that Africa faced relatively less restrictions

that other developing countries. Since other developing countries have achieved strong

and sustained export growth despite these relative handicaps, Africa should have done

even better than they did, not worse.
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28. Finally, it should be mentioned that African countries had very limited

participation in the UR negotiations, despite the fact that 4/5 of them were members of

the GATT. Instead African countries concentrated on maintaining trade preferences even

though the beneficial impact of these was already limited and they will be further

diminished by reductions in MFN tariffs. In the end Africa made very few commitments

under the UR; African countries have in general retained higher tariffs than both

developed countries and other developing countries, have on average bound few tariffs,

and where binding has been done it is frequently at levels much higher than actual rates

in effect. This is unfortunate because binding is important for establishing credibility

with trading partners.

(ii) Domestic constraints

29. The question to be considered in this sub-section is whether, for the majority of

African countries, slow growth of exports was due more to domestic shortcomings than

to external factors. Such domestic shortcomings could include poor policies, policy

reversals, institutional constraints, or neglect of supporting infrastructure. We consider

first exchange and trade policies and other related policies. Most African countries have

carried out far-reaching reforms of their trade and exchange systems over the past fifteen

or so years. With respect to exchange rate policy there has been substantial progress in

correcting misalignment of the exchange rate through liberalization. In 1980 45 African

countries had pegged exchange rates (including 14 CFA countries), four had managed

floats and none had free floats. However, by 1996 25 had pegged rates, six managed

floats and 19 free floats. (Shatz and Tarr, p. 20) (There is a growing body of evidence

that the real exchange rate is a more powerful influence on export growth than trade

policy, and also that overvaluation of real exchange rates has contributed a great deal

toward Africa's poor economic performance in the past.)

30. Concerning tariffs, there have been substantial reductions in average tariff levels

across Africa over the past 15-20 years, but Africa started with a much higher tariff level

than other countries, including other developing countries, and this disparity still exists.

Since 1980 average tariff rates in developing countries (sample of 127 countries) have

come down from an average of 28.2% in 1980-84 to 14.4% in 1995-98. (World Bank

staff estimates.) African tariffs still average over 25% and Africa's trade barriers were

virtually unchanged by the UR. Where actual tariffs have been lowered, in many cases

high ceiling rates remain on the books, and the actual rates haven't been bound. '' High

tariffs and NTBs, and export taxes in some countries, still represent a significant barrier

to trade and a disincentive to exporters.

31. In an IMF study of African countries undertaking IMF-supported adjustment

programs in the 1990s, in which trade regimes were classified as either restrictive, having

moderate restrictions, or open, 70% of these countries were rated as restrictive in 1990,

none as open. Based on data for 1996-98 for these same economies, 35% were considered

open, but 35% still had moderate restrictions, and 30% were still classified as restrictive.

This can be compared with all other countries undertaking IMF programs in 1996-98

where the ratings were 51% open, 39% moderate restrictions, 10% restrictive. This is

Zimbabwe temporarily raised all tariffs to 100% on the day it signed the UR, and bound them at

that level.
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further evidence that while significant liberalization has occurred Africa still retains more

trade restrictions than other developing countries. (Sharer 1998).

32. There are numerous reasons why many African countries have not moved further

with trade liberalization, even though the need for such reform is now generally accepted

across Africa. While the case for liberalization may have been acknowledged, such

reforms have generally been undertaken as part of donor-supported Structural Adjustment

Programs, in which timing, phasing and scope of reforms may have been heavily

influenced by donor conditionality. Thus domestic "ownership" of the reform program

may be less than 100%. This has led in many counties to slippages and backsliding and

loss of confidence by the business community in the government's commitment to

sustain reforms, especially in the face of a fiscal or balance of payments crisis. And there

are other problems. In some countries liberalization has been achieved by decree, but not

followed by appropriate legislative steps, creating an atmosphere of uncertainty for

traders and investors. Also, a heavy dependence on trade taxes makes deep cuts in tariffs

difficult. Countries fear loss of revenue from trade liberalization, but some revenue loss

could be offset by converting NTBs to tariffs and removing exemptions. Beyond this

governments need to increase reliance on revenue sources other than trade taxes.

Furthermore, in addition to enacting tariff reductions and maintaining a competitive real

exchange rate, governments need to reduce other bureaucratic constraints to trade such as

inefficiencies in customs rules and procedures as well as corruption. Governments have

also established investor centers and trade promotion agencies, duty-drawback and VAT

rebate schemes, but often these lack focus or the capacity to deliver the promised service

in a timely fashion. The same is usually the case as well for overseas trade offices.

Many countries have attempted to promote trade expansion through export processing

zones, but aside from Mauritius these have generally not worked well. Finally, Rodrik

offers other reasons why trade reform in Africa has proven difficult He cites lack of

information on the likely impact of reforms, uncertainty as to who are the gainers, and the

magnitude of income redistribution effects in relation to the likely efficiency gains.

(Rodrik, June 1998)

33. In addition to incomplete or ineffective trade reforms, other complementary

reforms have also lagged. Trade and exchange policies alone cannot succeed in

promoting exports and economic growth if the complementary policies aren't in place.

This includes of course stable fiscal and monetary policy with the twin objectives of low

inflation and low real rates of interest. It also includes the development of a sound

financial system. African policies affecting taxation, security of property rights,

regulation of commercial activity and trade are still more restrictive than in those

developing countries which have experienced, or are now experiencing, successful

export-led industrialization drives.

34. An independent source of comparative information on these trade and other

economic policy reforms is provided by the Wall Street Journal/Heritage Foundation

"Governance Index." The WSJ/Heritage Foundation index is based on an evaluation of

government policies in ten areas—including extent and severity of trade controls, overall

level of taxation, government intervention in the economy, wage and price controls,

12 Critics have pointed out that his reasons would apply to all countries, not only to Africa.

Therefore they do not serve to explain why trade liberalization should lag in Africa.
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security of property rights, extent of government regulation of industry, and size of the

black market. Each indicator is rated on a scale of 1 (good policies) to 5 (poor). Domestic

trade policies and policies relating to banking regulations had the greatest impact on

economic performance, while wage and price controls had the least. Liberal trade

policies correlated with both higher economic growth and faster integration into the

global economy. On both the composite governance index and the trade policy index

Sub-Saharan Africa ranks well below other developing countries. For trade policy, 16 of

28 African countries received a ranking of 5, and 9 others were ranked 4. Even countries

that have undertaken a major liberalization of their trade policies and exchange rate

regimes (Cote d'lvoire, Kenya, Ghana, Uganda) received ratings of 4 or 5 on trade

policy.

35. In conclusion I refer to the findings ofNg and Yates who have studied the impact

of economic "governance" and trade policies on the speed with which countries have

achieved economic growth, export growth and integration into the global economy.

Countries that adopted less restrictive governance and trade policies achieved

significantly higher levels of per capita GDP, experienced higher growth rates for

exports, imports and GDP, and were more successful in integrating with the world

economy. Their regression results indicate that trade and governance policies explain

over 60% of the variance in some measures of economic performance. Their evidence

strongly supports the proposition that inappropriate national policies have been the

primary cause of Africa's weak economic performance. Foreign tariffs and NTBs show

no significant influence in their model. "The general message that follows from these

results is that foreign protectionism appears to be a far less important constraint to

improved economic performance than is the nature of the national trade and governance

policies a country adopts."(Ng/Yates, 1999) This view is shared by Collier who states

emphatically, "Whether Africa continues to be marginalized or integrates depends not,

primarily, upon what changes occur in the rest of the world, but on what changes occur in

African policy." (Collier 1998, p.2)

36. One additional variable which has had a strong impact on export growth, as well

as on foreign investment, is the quality and competitiveness of physical infrastructure,

and in particular transport infrastructure. With respect to transport infrastructure, Amjadi

and Yeats (1995) have examined the question of whether high transport costs have

constrained the growth of Africa's exports. They found that African transport costs were

higher than for other developing regions (for Sub-Saharan Africa 20% higher than for

similar goods shipped from other countries) and that the differential has been rising. The

ratio of net transport payments to export earnings for African countries increased from

11% in 1970 to 15% in 1990. For all developing countries the ratio was 6%. For

landlocked African countries freight costs exceeded 30% of export earnings. Freight

costs were a much larger share of export price than duties. And the cost differential was

higher for processed products which had a negative impact on export diversification.

Their analysis showed that these transport cost differentials were primarily due to African

countries' own policies which were designed to protect domestic carriers, often public

sector monopolies. However, in sea transport such preferences for national shipping lines

served to reinforced cartels, providing an umbrella for non-African lines to also charge

non-competitive prices.
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37. Another study, based on 1992-93 data, showed that ocean freight charges for

containers of garments from African ports to the US were only slightly lower than from

Sri Lanka and Bangladesh. However, local port charges in Africa were in the range of

$1400-2000 per container versus an average of $300 from Sri Lanka and Bangladesh.

While Ghana had lowest port charges, manufacturer reported that it took at least one

week to clear an export shipment through customs. Such port/customs inefficiencies

were found to be common. Transaction costs such as these can add significantly to the

cost of doing business. Furthermore, the long lead times and unreliability of carriers and

port services forces producers to hold larger inventories, also adding to cost. A recent

study in Egypt found that maritime shipping, a government monopoly, was charging fees

25% higher than those in neighboring countries for equivalent routes. Fees charged by

public companies providing port services for handling and storage of goods were 30%

higher. It was estimated that liberalization could lead to gains equivalent to 5-10% of

GDP. (cited in World Bank, April 19, 2000, p. 71) Another more recent World Bank

study of transport costs found that the median cost of intra-African trade is much higher

than in other developing regions—65% higher than in Latin America and 95% higher

than in East and South Asia—differentials which the authors attributed primarily to

Africa's inadequate infrastructure. (Limao and Venables 1999) Finally, other transport

modes can also confront exporters, as well as producers for the local market, with high

costs and delays. Rail freight rates in SSA are about twice, on average, those in Asia and

50% higher than LAC. Air-freight rates in Africa are in some cases four times those in

Asia, usually because of restrictive practices. (Gelb 1998)

38. Other infrastructure sectors that are critical for foreign trade, and for

manufacturing and investment in general, include telecommunications and electric

power. Africa today contains only 2% of the world's telephone main lines. At 0.4 lines

per 100 people, Africa's telephone density is only 10% of Asia's. Despite the obvious

need for massive new investment, and the inefficiency and undercapitalization of most

publicly-owned companies, many African governments have been unwilling to open up

their telecommunications sector to competition and private investment. In the power

sector there are many examples of the high cost which inefficiency and poor service

delivery impose on the private sector. In Uganda the problems of the national electricity

board have been well documented. Despite the country's strong reform record sustained

over many years, the private investor response has not been significantly different from

that witnessed in other African countries with worse policy environments. In a study

carried out by the World Bank, it was clearly demonstrated that poor quality

infrastructure, especially in the power sector, significantly reduced productive investment

by private firms. (Reinikka/Svensson 1999) In a survey of Nigerian manufacturing

establishments it was found that, due to the extreme unreliability of the public power

authority, over 90% of firms had their own generators, which added substantially to their

cost of production. From the standpoint of the utility itself, poor service delivery,

inefficiency and over-manning lead to a high cost/low revenue operation; resulting in

financial losses which make adequate maintenance and replacement investment virtually

impossible.

C. Capital Flows
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39. As shown earlier, private capital inflows to Africa over the past two decades have

been minimal, while the total flows to all developing countries have expanded

dramatically. Why hasn't foreign capital flowed into Africa with its relative abundance

of natural resources and labor and a shortage of capital, a situation in which economic

theory indicates that capital should have a higher return than elsewhere? It could be that

the return on capital in Africa is reduced by other factors. This is the "high transactions

cost" argument of Collier and Gunning that was introduced earlier and which focuses on

the same policy, institutional and infrastructure constraints already put forward as a

partial explanation for slow growth of GDP and of exports. In fact, Collier and Gunning

(1997) estimate that over the 1960-90 period the return on capital in Africa was actually

US less than the world average, which they attribute to high transactions costs. However

they find that the economic policy reforms of the late 1980s and 1990s have reversed this

situation; during 1990-94 the rate of return on FDI was 20-30% in Africa against 16-18%

in other developing countries. Yet despite this policy improvement and the higher returns

to capital in Africa increased investment flows to Africa have not materialized. (Collier,

August 1998)

40. Low capital inflows despite these higher returns is presented as evidence that the

African environment is seen as highly risky. Surveys of investors find that the single

main deterrent to investment in Africa is the perceived high risk. Four agencies currently

provide country risk ratings for investors: Institutional Investor, Euromoney, the

Economist Intelligence Unit, and the International Country Risk Guide. Africa continues

to be rated the most risky region by all of above. Furthermore. Africa's risk ratings show

only limited response to the economic reforms of the 1980s and 1990s. Studies have

shown a strong relationship between risk ratings and foreign investment flows. What are

the risks that most concern investors with respect to Africa? ) Surveys show that the

foreign business community gives highest ranking to fear of policy reversal, next civil

war, and third expropriation. It is important to note that all of these pertain to actions of

government, and that fear of policy reversal persists despite the now relatively long

period over which economic policy reforms have been sustained in many countries.

41. There are other related risks which are associated with the above-mentioned

factors. Included would be those related to macroeconomic instability—high inflation or

foreign exchange scarcity—and to institutional weaknesses—inability to enforce

contracts because of a weak or corrupted court system, inability to obtain reliable

financial data because of low standards of accounting and auditing. In many African

countries the courts lack independence from the executive branch of government, and are

hampered by limited human resource capacity and low funding. As a result they provide

only weak protection to investors. Investment codes can provide some assurances but

they have usually been of limited significance and have not always been made consistent

with other policies.

42. According to a study by Collier, Hoeffler and Pattillo (1999) the combination of

low returns to investment in the past and high risk has led, since at least 1980, to the

opposite of private capital inflow to Africa. Rather the African continent has suffered a

massive outflow of flight capital. The authors estimate that for Africa 39% of private

wealth (excluding land) is held abroad, putting Africa in tie for first place with the
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Middle East. Their analysis finds that the principal causes of capital flight, in Africa as in

all other regions, are economic distortions, the risk index, and foreign debt.

21



HI Conclusions and Recommendations

43. Can Africa achieve higher domestic savings and investment, and more efficient

investment leading directly to a higher rate of growth of output? Can the export sector

become not only the engine of growth for African economies but also the focal point of

diversification, modernization and technology transfer? In other words, can African

countries follow the path of export-led growth already pioneered by the high-growth

economies of Asia and Latin America? Can African countries find a way to augment the

meager ration of private capital inflows that they have received in the past in order to fill

the gap between domestic savings plus declining ODA flows and their target investment

level? If yes to all of the above, then how?

44. As stated, the above questions might seem to cover virtually the whole agenda of

development economics. Clearly it would be impossible, as well as foolish, to attempt to

cope with such an agenda. Therefore, this section will be sharply limited in its focus.

First, it makes no sense to push an agenda for export-led growth at countries that are

embroiled in civil or cross-border wars; peace and the rule of law are fundamental for

economic growth, but the restoration of peace is not our topic. Second, the basic facts of

under-development and poverty and the underlying structural factors (e.g., low level of

human resource capacity, the landlocked situation of many African countries, weather,

etc.) are basic development issues but they are not going to change dramatically, or at all,

in the time frame envisioned for the sort of recommendations coming out of a report like

this. What then are the key constraints to growth and investment, exports and financial

inflows that can be addressed now and in the near-term? The author alone is responsible

for the choice of issues to highlight here. As in earlier sections these will be grouped

under the headings of growth of output, trade and capital flows, in full recognition that

many of the factors discussed impact on one or more of the outcome variables.

45. Growth of output. Sound macroeconomic policies (fiscal/monetary) are essential

for growth. Macroeconomic instability—manifested in high inflation or high interest

rates and a falling or overvalued exchange rate, or all of the above—will seriously

undermine investment and exports. Most countries have accepted the need for such

policies and are attempting to implement them. The further step that is needed in many

countries is to strengthen the authority and capacity of the central bank to pursue an

independent monetary policy and act as a brake on any fiscal indiscipline. But,

admittedly, most African governments, even those which have sustained good

macroeconomic policies and a liberalized trade regime over enough years to remove the

fear of policy reversal, are not seeing the private investor response, domestic and foreign,

that they hoped for. What is missing?

46. In my view what is missing is institutions and infrastructure. Infrastructure

deficiencies can be an even greater constraint to private investment than policy

shortcomings or fear of policy reversal. Africa cannot compete for private investment in a

globalizing world economy with 19th century telecommunications, inadequate power
supply and woefully inefficient ports, to cite only a few examples. Collier is entirely

correct in his analysis of the impact of Transactions Costs. The costs of inadequate

infrastructure are particularly burdensome for exporters trying to penetrate global
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markets. According to the African Development Bank Africa needs new annual

infrastructure investments equivalent to 5-6% of GDP, or $25-30 billion per annum. Yet

public resources are tightly constrained and bilateral donors are now less interested in

funding large infrastructure projects. The answer is a combination of deregulation and

public/private partnerships. Africa needs FDI in infrastructure. There is some scope for

optimism on this front, given the recent approval by the United States OPIC of $500

million for privately funded infrastructure projects in Africa and the $150 million Modern

Africa Growth and Investment Fund launched in 1997. The private sector would be

willing to invest, in most countries, but governments are often still reluctant to let go of

public monopolies.

47. As examples of the impact of deregulation, when the government of Cote d'lvoire

broke up the monopoly of ocean shipping held by the government-owned shipping

company SITRAM freight rates fell 25%; when the Uganda government legalized the

transport of coffee by road, ending the monopoly of coffee shipments previously held by

the government railway corporation the rapid expansion of road transport broke the

previous cartel and led to a reduction in road freight rates of 50%. However,

privatization and/or deregulation does not mean no regulation. On the contrary, private

investment in infrastructure requires creation of a new effective, independent regulatory

agency. The other key institution is the court system which should operate without "fear

or favor." In many African countries the court system is overburdened, under-funded,

subjected to political pressures and, in the worst cases, corrupted. In one country not to be

named here a USA1D study found that the average length of time required to settle

commercial taw cases was ten years. This is not a strong inducement for FDI, or for

domestic investors either.

48. Trade Most African countries have substantially liberalized their trade and

foreign exchange systems over the past 10-15 years. It is assumed that governments

understand that despite these reforms Africa is still at the protectionist end of the

spectrum and that further liberalization would be a good thing, not just to bring Africa in

line with other developing countries or to win favor with the WTO or with donor

governments or the Bretton Woods institutions, but to benefit the domestic economy.

Tariffs and NTBs are still high enough that they protect inefficient import-substitution

manufacturers and bias the incentive regime against exporters. Lower tariffs would

improve consumer welfare. [Is has been claimed that import liberalization has proceeded

too rapidly in some countries, thereby killing off many of the 30 year old infant industries

that failed to grow up, and leading to the de-industrializaion of Africa. Whether this is in

fact occurring is an important question, and possibly one that is under-researched. One

study of this subject (Jalilan and Weiss, 2000) finds little evidence that Africa has been

experiencing de-industrialization. However, this is a study of long-run trends, since

1970-74, and does not deal with the events of the recent past. Further research on the

question, and on how to help infants grow up, would be useful.]

49. There is ample evidence from across Africa that non-traditional exports can

flourish under the right set of policies, essentially freedom from excessive government

intervention. With the recent passage in the United States of the Africa Growth and

Opportunity Act there is now the potential for an exponential expansion of African non-

traditional exports, primarily in textiles, shoes and leather products. After waiting five
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years for the passage of this bill, African governments should now rush to inform their

business communities about its provisions. [The essential details of this act are provided

in Appendix D.] The Trade Policy Division of UNECA should help in disseminating

information about this important opportunity.

50. Another under-utilized opportunity for Africa lies in tourism. The benefits from

tourism could be enhanced if countries cooperated in offering multi-country packages

and simplifying visa requirements. This is only one example of the scope for greater

intra-African cooperation, whether within the framework of Africa's existing trade blocs,

or Regional Integration Arrangements (RJAs) or outside of them. A brief discussion of

Africa's experience with regional integration and other possible areas for future

cooperation is presented in Appendix E.

51. Clearly there is substantial unfinished business remaining from the UR and a large

potential agenda for the next round of WTO trade negotiations. This agenda has not yet

been developed, but numerous issues are already being put forward. Further liberalization

in textiles, clothing and footwear would be important for Africa. Tariff escalation on

processed raw materials has decreased under the UR but is still a problem. As already

stated, many tariff bindings are at levels much higher than the current tariffs; this creates

uncertainty about future policy intentions. Developed countries still retain some NTBs

including on energy products, fish and chemicals. The next round should certainly

confront the issue of the EU's Common Agricultural Policy and developed country

agricultural production and export subsidies in general.

52. There are many further steps that OECD countries could take to liberalize their

trade policies. OECD preferences could be extended to all stages of processing of

primary products. Ceilings and quotas could be eliminated from preference schemes.

The ultimate step would be for the EU and NAFTA to give all less-developed countries

the same duty and quota free import privileges they afford to bloc members. The OECD

countries are trying to help developing countries through foreign aid, technical assistance,

and by forgiving part of their foreign debt. It is hard to see the logic in these countries

providing foreign aid, debt forgiveness and other assistance, but not fully opening their

markets in order to help developing countries expand their exports in order to finance a

greater share of their own development. The cost of opening markets to these countries

would be small for the OECD but would be of major significance for the less-developed

countries. It could also help insure that these developing countries would sustain their

own liberalization efforts.

53. Also related to the UR and the WTO, African countries need both investment and

technical assistance in order to facilitate their compliance with and benefits under the UR

and WTO. Technical assistance is being offered under the Integrated Framework for

Trade-Related Assistance to Least Developed Countries (IF). The IF was established by

the High-Level Meeting on Integrated Initiatives for LDCs' Trade Development held in

Geneva in October 1997. The participating agencies are the IMF, International Trade

Center, UNCTAD, UNDP, World Bank and WTO. However, only one country to date,

Uganda, has received specific assistance for projects under the IF. The slow progress of

the IF so far is of concern both to developing countries and to the participating agencies.

Is this something that could be pushed by UNECA?
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54. Another need is for more research, e.g., on the constraints that African and other

developing countries face in attempting to utilize preference schemes, on how quotas are

applied or exceeded, how rules of origin are applied, on the significance of product

standards as a barrier to trade, on options for developing countries in future WTO

negotiations, research on the impediments to trade in services, and sector specific studies

in telecommunications, finance and transport.

55. A final recommendation is to improve trade data reporting to the UN. Many

African countries have not reported consistently for many years, with the result that much

analysis is based on OECD and other developing countries' trade partner data, thus

omitting much information on intra-African trade that has to be estimated.

56. Finance Africa remains a high risk environment for FDI. Investors report that

their greatest fear is of policy reversal, not trusting in the government's commitment to a

policy reform program. The other side of this coin must be the concern that the reform

program has been imposed on the government by a donor or donors and/or multilateral

agencies, but that aid conditionally will be insufficient to prevent the government from

abandoning the program if it chooses to do so. If private foreign investors believe that a

country's policy framework is not genuinely "owned" by the government, and that the

government's commitment to sustaining the program may be suspect, they may or may

not be reassured by the presence of a World Bank or IMF agreement on economic

policies. After analyzing this question Rodrik (1966) concluded that the existence of an

IMF program has had an insignificant impact on FDI to Africa. Even more telling is the

information from the investor risk rating agencies that the correlation between the

existence of an IMF program and the country's risk rating is negative. One possible way

to address this issue of ensuring government ownership of a reform program would be

to condition policy-based lending on actions already taken rather than promised future

actions. Of course, a government could always cancel a policy that had been previously

implemented and "paid for," but applying ex post conditionality rather than ex ante

would still be a step in the right direction. Finally, in my view the institutional

weaknesses cited earlier (e.g., in the regulatory regime and the courts) should also be

considered as important risk factors for foreign investors.
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APPENDIX A

Appendix Table Al

Sectoral Growth Rates of GDP

(1980-90 and 1990-98)

Country/Region

World

Low IncCountries

Low&middle inc.

SubSaharan Africa

Algeria

Egypt

Morocco

Tunisia

GDP

1980-90

3.2

6.6

3.5

1.8

2.7

5.4

4.2

3.3

1990-98

2.4

7.3

3.3

2.2

1.2

4.2

2.1

4.4

Agriculture

1980-90

2.7

4.1

3.4

2.5

4.6

2.7

6.7

2.8

1990-98

1.2

3.5

1.7

2.6

2.6

2.9

0.3

1.7

Industry

1980-90

7.8

3.7

0.9

2.3

5.2

3.0

3.1

1990-98

2.1

11.0

4.2

1.2

-2.0

4.2

3.2

4.5

Source: World Bank. World Development Report 1999-2000.

Appendix Table A2

Average Annual Growth Rate of Exports of Goods and Services

(1980-90 and 1990-98)

Region/Country

World

Low-income countries

Low&middle income

Sub-Saharan Africa

Algeria

Egypt

Morocco

Tunisia

1980-1990

5.2

5.9

6.1

2.4

4.1

5.2

6.8

5.6

1990-1998

6.4

11.1

8.4

4.6

3.0

4.3

6.6

5.1

Source: World Bank, World Development Report 1999-2000.
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APPENDIX B

Analysis of factors contributing to growth in Africa's Exports

Thirty years ago GATT research staff examined broad patterns of export growth

among developing countries in order to analyze the extent to which differences in the

pattern of merchandise export growth across countries were explained by (a) the growth

in demand in the markets for their traditional exports, (b) expansion of market shares in

these traditional exports, or (c) diversification into non-traditional exports. The World

Bank has updated this work for more recent time periods for different samples of

countries. One example of this work is presented in World Development Indicators

where the methodology of this decomposition is explained. This published study

covered a sample of 118 industrial and developing nations, including 40 from Africa.

The two time periods analyzed were 1983-84 to 1988-89 and 1988-89 to 1993-94, This

analysis is summarized here, supplemented with later unpublished work covering a

sample of 95 industrial and developing nations, including 35 from Africa, for the period

1989-90 to 1997-98. The data are presented in Appendix Table Al.

Table Al

Average Annual Rates of Growth of Exports and Export Growth Factors

Years

1983-84 to

1988-89
a

1988-89 to

1993-94
«t

1989-90 to

1997-98

Country

Group

Total

sample(118)

African

sample(40)

Total

sample(l 18)

African

sample(40)

Total

sample (95)

African

sample (35)

Total

Exports

11.2

4.0

6.7

0.9

6.5

3.0

World

Demand

8.3

5.2

7.0

4.7

6.6

4.3

Market

Share

1.6

-2.4

-0.9

-4.4

-0.1

-1.8

Diversification

1.0

1.3

0.6

0.8

0.0

0.7

What this analysis shows clearly is that African countries, dependent still on

primary commodities, faced less buoyant growth in world demand than other countries in

each of the sub-periods analyzed. However, the differential in growth rates between

Africa and the rest of the countries in the sample (which is of course even greater than

indicated here because the African group is included in the total sample) was greater than

could be explained by different global demand factors. The other major contributing

factor was the loss of market share, which was responsible for reducing Africa's export

growth rate by 2-4 percentage points over the entire period.

See World Bank, World Development Indicators 1997, pp. 256-259.



APPENDIX C

Net Barter Terms of Trade for African Countries

1980-1998

(1995=100)

Country

Angola

Benin

Cameroon

Congo DR

Congo Rep.

Cote d'lvoire

Ethiopia

Gabon

Ghana

Guinea

Kenya

Madagascar

Malawi

Mali

Mauritania

Mauritius

Mozambique

Nigeria

Senegal

South Africa

Tanzania

Togo

Uganda

Zambia

Zimbabwe

Sub-Saharan Africa

Algeria

Egypt

Libya

Morocco

Tunisia

1980

NA

81.4

91.0

105.2

173.0

115.1

NA

262.6

203.9

NA

96.1

108.3

126.4

105.3

71.1

98.8

221.8

329.7

106.1

119.8

NA

114.3

NA

136.1

87.4

1980

131.9

162.9

149.5

203.2

106.7

144.0

1985-89

111.1

79.6

90,8

116.8

139.7

123.4

83.9

135.5

123.9

149.9

75.8

130.5

110.6

112.1

89.8

106.2

191.1

154.0

113.4

103.1

116.2

128.7

119.8

138.2

99.9

1985

120.9

208.4

154.7

NA

110.0

135.2

1990-94

103.7

84.4

89.6

105.6

117.6

90.6

102.1

117.6

96.8

130.1

81.7

94.4

102.0

106.0

103.5

104.6

135.2

124.9

106.1

99.0

97.9

115.5

65.6

101.1

101.3

1987

109.9

120.5

105.3

107.5

111.1

109.9

1995-98

100.0

93.5

99.6

89.9

108.0

95.7

88.5

109.7

93.8

102.8

103.8

114.4

103.9

99.2

98.2

100.3

99.5

117.2

103.4

100.4

99.0

113.3

83.7

92.1

99.9

1995

100.0

100.0

100.0

100.0

100.0

100.0

Source: World Bank, World Development Indicators and Staff Estimates
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APPENDIX D

The Africa Growth and Opportunity Act

An important event for African trade prospects is the recent (May 2000) United

States Congressional passage and Presidential signing of the "African Growth and

Opportunity Act," enacted as part of the US Trade and Development Act of 2000. Draft

legislation, in various forms, had been under consideration in the US Congress for five

years. Under the approved bill trade preferences will also be afforded to Caribbean and

Central American nations.

The key provisions of the act deal with trade in textiles and garments. All African

countries will be entitled to duty and quota-free access to the US market for any apparel

made from US fabric or yarn. Apparel made from African fabric would also be eligible

for duty and quota-free treatment but such treatment would be capped; this category now

accounts for 1.1% of all US apparel imports; the cap would start at 1.5% of imports in

2000 and rise to 3.5% over 8 years, with the preference ending in 2008. In 1999 US

imports of apparel made with African fabrics were valued at $250 million; if African

nations could produce up to the level of the cap in each year this value could increase to

$923 million in 2000 and to an estimated $4.2 billion by 2008. Duty and quota-free

imports without a cap would apply for garments made from third country yarns not

produced in the US such as silk, cashmere and merino wool. Countries with a GNP per

capita of less than $1500, which would include almost all African countries, would be

able to obtain duty and quota-free treatment for apparel made with any third country

fabric, but for only four years. Another provision of the bill specifically eliminates

quotas on textiles still applicable to Kenya and Mauritius if those nations adopt effective

measures to block unlawful transshipment of textiles from third countries.

The act also extends duty-free treatment to other goods previously excluded from

the GSP including petroleum, watches, certain electronic and steel articles, footwear,

handbags, and glass products. To be eligible for any of these trade preferences countries

must meet the general eligibility requirements of the US GSP, which applies to all

developing countries and includes basic commitments to foster open trade, avoid steps to

discourage foreign investment, and afford internationally recognized workers' rights.

Additional eligibility requirements specific to Africa under this act include promotion of

a market economy and a democratic society, adoption of economic policies to reduce

poverty, and a system to combat corruption. As is common in similar trade preference

arrangements, the legislation contains provisions allowing duties to be re-imposed at non-

preferential levels in cases where increased imports are seriously damaging US

industries.

Another provision creates a "United States Sub-Saharan African Trade and

Cooperation Forum" which will hold regular meetings to discuss expanding trade and

investment. The US President is to submit an annual report to Congress on African trade

and investment policy every year through 2008. There is also a non-binding "sense of

Congress" provision that encourages the US to work with international bodies on debt

relief.
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APPENDIX E

Regional Integration

A detailed treatment of Regional Integration in Africa is outside the scope of this

paper. Nevertheless, because strengthening Africa's Regional Integration Arrangements

(RIAs) is being put forward as a recommendation which could help improve both

Africa's economic performance and trade relations with the rest of the world, some

background (and opinion) is provided here on the subject.

Africa has had a long history of RIAs, beginning with the Southern Africa

Customs Union (SACU 1910); the Economic and Monetary Community of Central

Africa (UDEAC 1966, reformulated as CEMAC in 1994); the East African Community

(EAC 1967, collapsed in 1977, recently revived): the Economic Community of West

Africa (CEAO 1973, revived and expanded in 1994 as UEMOA); the Economic

Community of West African States (ECOWAS 1975, treaty revised in 1973); the

Economic Community of the Countries of the Great Lakes (1976); the Southern Africa

Development Community (established as SADCC in 1980, now SADC); the Common

Market for Eastern and Southern Africa (established as the PTA in 1983, COMESA since

1994); and the Indian Ocean Commission (IOC 1984). There are no RIAs covering

North Africa, but Morocco and Tunisia have free trade agreements with the EU.

Although the primary objective of these RIAs was to promote intra-bloc trade, the

different groupings have followed different paths with different emphases. UDEAC was

established as a full customs union with a common external tariff and a single tax on

internal trade. ECOWAS also sought to remove all internal barriers to trade and factor

mobility and establish a common external tariff; it also sought to harmonize domestic

economic policies across member countries and develop joint infrastructure projects, but

has had little success in achieving these ambitious goals. SADCC began with the

objective of promoting coordination in the development of infrastructure and other

projects in order to reduce dependence on South Africa and facilitate overseas trade links;

it has had some limited success in reducing infrastructure bottlenecks. Following the

political changes in South Africa in the first half of the 1990s, and the accession to

membership of South Africa as well as Namibia, Mauritius, Seychelles and Congo

(DRC), SADC is now moving in the direction of an RIA. The PTA/COMESA had the

objective of establishing a common market with a common external tariff; it was initially

intended that all internal tariffs would be eliminated by 2000 but this has not been

accomplished.

The hope has been articulated that this proliferation of RIAs could provide the

base for an Africa-wide Economic Union. The Lagos Plan of Action (1980) called for

creation of four regional groups that would merge into an African Economic Union by

2000; however, in light of the limited progress achieved, the Abuja Treaty of 1991

extended the date for establishing a continent-wide common market to 2025.
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Despite these hopes, Africa's experience in attempting to promote intra-regional

trade through RIAs has been disappointing. This is particularly evident when Africa's

experience is compared with the rest of the world. The number of RIAs world-wide has

increased dramatically in the past twenty or so years, and the share of world trade now

taking place within such groups has also increased. There are now almost 200 RIAs

registered with the WTO, and more than one-third of world trade now is carried out

within such groups (almost 60% if the looser Asia-Pacific Economic Cooperation group

is included.) Internal trade has reached quite high levels in many of these RIAs, rising (in

the mid-1990s) to 62% of members' total exports in the EU, 47% in NAFTA, and 20-

25% in ASEAN and MERCOSUR. But internal trade has been much less important in all

of the African blocs, with, in most cases, little or no growth in relative terms over time.

The two largest groupings in terms of number of members, COMESA and ECOWAS,

show intra-regional trade shares of only 6-7% and 5% respectively, with little or no

growth.14 The share of intra-regional trade within SADCC in the 1980s was below 5%,

but has risen to closer to 10% with the accession of South Africa. The intra-regional

trade share amounted to 9% in UEMOA in 1996, but for UDEAC/CEMAC it was less

than 2%. (World Bank, April 19, 2000, p. 52)

In fact, total intra-African trade, while a low share of total African exports (7.5%

according to UNECA 2000), is actually higher than the corresponding share in most

African RIAs and has been rising modestly in recent years. The RIAs have not

contributed to this increase; rather it has taken place primarily across RIA boundaries

with a significant part of the increase accounted for by petroleum. This outcome is

positive in one sense in that it indicates that African countries have actually reduced their

overall external trade barriers faster than the pace of their intra-RIA liberalization. It is

also the case that the trade liberalization which has taken place over the past 10-15 years

in Africa has not been much influenced by membership in an RIA; the pace of overall

liberalization has been more or less the same irrespective of RIA membership.

Clearly, the trade impact, whether trade creation or trade diversion, of African

RIAs over the past 20-30 years has been extremely limited. The causes of this

disappointing result have been well documented and are widely acknowledged:

- First, there is the limited scope for internal trade reflected in the small share of

overall intra-African trade, mentioned above; African countries have similar

economies, producing and exporting the same narrow range of basic

commodities. These exports go primarily to developed country markets and

do not figure importantly in the import bill of other African countries. This

lack of diversification of production structure and exports, with little trade in

manufactures and very little intra-industry trade, is a major obstacle to the

expansion of intra-RIA trade. The failure of RIA trade to expand has been

due in small part to the failure to implement agreements, but more importantly

to the lack of real benefits.

- The original objective of African RIAs was not so much to promote internal

trade among members as to promote import-substitution industrialization (IS)

on a regional basis through high external tariffs. But in many cases regional

14 A study comparing intra-regional trade in 1973 and 1993 found that ECOWAS had very little

impact on the volume of internal trade. (Hanink and Owusu 1998)
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markets were too small to support efficient IS industries and each country

tried to protect its own manufacturing sector, fearing both concentration of

new investment in the larger, more economically advanced members (e.g.

Kenya, Cote d'lvoire, Cameroon, South Africa) and an ensuing trade

imbalance. This was a major factor in the collapse of the EAC. Closely

linked to this factor was the tendency for countries faced with a balance of

payments crisis to re-impose high tariffs and trade controls, including

restrictions on other RIA members.

Geography and infrastructure. One reason for the small share of overall intra-

African trade is the size of the continent, the distances separating countries

both north-south and east-west, and the inadequacies of transport linkages,

even between neighboring countries.

Even in cases where tariffs and quantitative import restrictions were

substantially reduced or eliminated among members, there were other

constraints which hampered growth of trade. These constraints include failure

to harmonize economic policies, lack of integration of financial markets,

customs bureaucracy and corruption, problems in agreeing on the level of a

common external tariff and on distribution of revenues, and constraints to

labor mobility.

Reluctance to agree to scheduled tariff reductions because of the potential

loss of tax revenue. Many African countries raise as much as half of total

fiscal revenue from trade taxes, and elimination of tariffs within the RIA

could result in a substantial loss of revenue which would be difficult to

replace. Of course, if little trade diversion or trade creation resulted from the

establishment of the RIA there would be minimal revenue impact. However,

in cases where scope for a significant change in trade patterns exists, as

appears to be the case with the entry of South Africa into SADC, there could

be a heavy cost in lost customs revenues for the other trade partners. An IMF

study of SADC has estimated that the cost of moving to free internal trade

would be a loss of close to 50% of customs revenue for Zambia and

Zimbabwe, or 6% and 10% respectively of total tax revenue, (cited in World

Bank, April 19, 2000, p. 35)

The existence of so many RIAs with overlapping membership has created

problems, e.g. in the case of COMESA and SADC which have twelve

common members.15 (Some Eastern and Southern African countries belong to
as many as three RIAs.) In West Africa ECOWAS encompasses both

Anglophone and Francophone countries, and the Francophone countries also

belong to their own customs and monetary unions. Inevitably there are

differences in policies, in the pace of internal liberalization, and in the depth

and breadth of integration between RIAs which creates a situation of

uncertainty.

With such limited impact of African RIAs on intra-African trade in the past, could

one expect this situation to change substantially in coming years? Probably not, unless

there is accelerated growth in the manufacturing sector. Failing that, regional trade is

1 A 1992 summit meeting of heads of state of the member countries of the two RIAs agreed to a
merger of COMESA and SADC, but this has yet to occur.
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unlikely to be the engine of growth for Africa in the near term. Nevertheless, addressing

the constraints listed above would help to increase effectiveness of existing RIAs as

agencies of trade promotion. Increased focus on key infrastructure links would help to

link countries and markets physically, especially for neighboring countries and between

coastal and landlocked countries. Emphasis should be given to liberalization in the

services sector. While most of the focus has in the past been on trade in manufactures,

substantial gains could be realized from liberalizing trade in services. Services are

usually less exposed to competition and a high-cost services sector can handicap all the

other sectors of the economy for which it supplies inputs. And more emphasis should be

given to collaboration through other forms of infrastructure, i.e. projects in water

management and power. As an example of the scope of possible benefits in power, the

potential gains from the Southern Africa Power Pool, which provides for regional

exchanges of electricity, have been estimated at $785 million over the period 1995-2010,

or a saving of 20%. (World Bank, April 19, 2000, p. 18) Finally, while African RIAs

have not been notably successful in attracting FDI, if the internal trade liberalization

already implemented is strengthened, and the other constraints to FDI in Africa, cited

earlier, are addressed, the potential of the wider internal markets afforded by RIAs should

make it easier to increase FDI flows into Africa. And there is considerable evidence from

elsewhere in the world that regional arrangements, at least those with reasonably sizeable

markets, have been successful in attracting FDI. In summary, other linkages—transport,

power, telecommunications, services, capital markets, and labor migration (which is

already substantial) are likely to be more important than merchandise trade.

If the possible benefits of Africa's RIAs lie not in expanded intra-African trade in

goods in the foreseeable future, what potential benefits, if any, could "Africa in the

World Economy" reap from retaining and even strengthening RIAs? In addition to

enhanced political solidarity and national security, effective RIAs could bolster the

credibility of reforms (while the peer pressure of an RIA framework could perhaps give

credibility to reforms, any country that wishes to assure investors that trade reforms will

not be reversed can do so by simply binding its tariffs under the WTO.) RIAs could be

used as the vehicle to combine the bargaining power ofmember countries in international

trade negotiations. Smaller developing countries may find that by negotiating

collectively with developed countries on trade issues they can gain better results than

through one-on-one negotiations. However, the weight of evidence from RIAs in other

geographic regions is that a trade pact with higher-income partners, i.e. a North-South

link as in NAFTA, is likely to be the best option for developing countries. African

countries could seek to negotiate, through RIAs, an association agreement with the EU as

is provided for under the new Lome agreement.
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