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Exports, Trade Liberalization and Economic Growth in Sub-Saharan Africa

. I ntroduction:

Despite the various efforts made to promote suabde economic growth in Sub-Saharan
Africa, there had been little achievement in teahprogress in standard of living and poverty
reduction in this part of the world. Given the ehse of a perfect strategy to overcome these
problems, most Sub-Saharan African countries haweed to place undue emphasis on export
promotion in the context of worldwide economic liézation and globalization. Moreover, as
a result of opening up their economies in the 1966gecially in the export/import sector of
these economies, it has been reported, some SuraBahfrican countries have experienced
some positive economic growth rates. A cursory emation of the literature around the quarters
of the IMF and the World Bank in the late 1990seias this same tone (see also, Collier and
Gunning, 1999). For example, one such publicatiates "...whereas per capita real GDP
increased in 16 [Sub-Saharan) countries in 199Q@v@éide as many countries registered positive
growth rates during 1995-97" (Basu et al., 2000hilé&/freforming the external sector is a good
start, this strategy (targeting the external s¢ctay not be the vehicle fbong-term economic
growth. And, while the positive growth rates expeced by same of these countries may be
undeniable, these gains, which are largely dubedifting of trade controls and exchange rates
(and usually accompanied by no substantial refqrare)unsustainable. In this paper, we show
that the euphoria is premature and the gains anm-tdrm.

Il. A Simple Theoretical Caricature on the Economic Growth-Trade Nexus

It has long ago been acknowledged that trade ierg&érand exports in particular, contribute
positively to economic growth. Attacking mercarstiéi successfully, Adam Smith has been cited
as the one who laid out the basic grounds of tead@ means of efficient resource reallocation.
Following Smith, David Ricardo proved that compaadvantage leads to trade and this in
turn leads to the reallocation of resources andntipeovement of the standard of living of any
nation, large or small. Modern trade theory alsi&esahe case for exports and open trade as the
causes for economic expansion: They foster comgetiihnovation, and learning-by-doing;
they bring international best practices to theraitbe of domestic producers, and hence spur
greater efficiency; export expansion helps domgsticlucers to realize economies of scale
when they attempt to produce for the world markatiser than for their own, limited domestic
consumers. Larger markets create incentives fiorsfilto engage in research and development,
allow countries to import important production itgpand foreign capital by minimizing the
foreign exchange constraints. They facilitate thegfer of technology and managerial skills.
They also encourage learning-by-doing. These the@tiggest that open trade and exports
increase the demand for the country's output andeheontribute strongly to positive economic
growth. It follows that, following the above suggess and as has been suggested in some of the
literature, exports are the causes of GDP growhis paper evaluates these hypotheses as
applied to Sub-Saharan countries.

While trade in general, and exports in particutdaty an important role in economic
development, we argue that the finding of a positelationship between trade and income is
incomplete for a number of reasons. To begin vaithone of the components of GDP, the
external sector should, in principle, be positiveiated to it: However, as Frankel and Romer

! The question, therefore, should not be about tistence of a positive correlation between the ghonate of GDP
and that of trade in general, and that of experizarticular, as this should be expected to taleelin fact, if the
growth rate of trade exceeds the growth rate of @GBdPthere is no take-off by the economy, theretizahnot be



note (Frankel and Romer 1999), the positive refatigp may not even reflect the effect of trade
on income, as trade may be endogenous (p.379).dMerean undue focus on the external sector
in general, and on exports in particular, may mat @ economic growth if they crowd-out the
goods and services produced for domestic consumgiiven the extremely scarce resources in
this region, devoting a larger proportion of theneaesources to the external sector would mean
that fewer and fewer resources would be availaii¢hfe remaining components of the general
economic activity. If, in fact, crowding-out exdshigher unemployment may take place, which
ultimately may offset the gains from liberalizingetexternal sector of the economy. This is so
because, in general, the contributions of the atbherponents of aggregate demand (that is,
consumption, investment and government spendirgghigher than the external sector of the
economy.

Moreover, trade liberalization may be accompanigd btrong temptation to enhance
export promotion strategies, increased industaiaeting, and unwarranted subsidies, which
ultimately increase monopolistic practices (therstif§ing competition) and rent-seeking
behaviors. It is also important to note that etrenaforementioned benefits from trade may be
realized only if a substantial proportion of thede they trade are in manufactured goods.
Unfortunately, however, Sub-Saharan trade is preciamtiy on primary products. Therefore, the
gains from technological transfers, competitiord Barning-by-doing, would be very limited.
Since the terms of trade in these products hawridedted over time, the gains from economies
of scale from selling primary products are alsditih?

Most importantly, one should recognize that thedbénof trade liberalization are best
achieved when the internal sector is liberalized@k. This is because, as Frankel and Romer
noted, a country's income may be influenced not bglthe amount a country's citizen trade
with foreigners but also by the amount they traa®mg themselves (p. 380). Economic
development may be impossible to achieve and natimay be unable to get any benefit from
liberalizing their trade policies if internal matkeare imperfect. With imperfect internal capital
markets, even the highly desired foreign capitay mat be obtained. Foreign capital may not be
attracted without adequate infrastructure, either.

Furthermore, the use of exports an engine of ecansatcess depend on whether or not
other nations, particularly industrialized natioosuld absorb the exports of Sub-Saharan
nations. It also depends on whether or not theeatitMF and WTO rules allow these nations to
continue subsidizing their exports indefinitely.eéevhough the poorest of the poor are allowed
to subsidize, it is unlikely that these countriesd be allowed to subsidize their exporting
firms indefinitely. The fact of the matter is thitss developed nations in general, and Sub-
Saharan countries in particular, cannot markegthezls they have comparative advantages in,
mainly agricultural and textile products, since éleped nations have placed stiff trade
restrictions in these areas.

the engine of economic growth, for, if it was, libsild have increased GDP and its other componers i
multiplicative way. On the other hand, if the ext@rsector is a relatively small portion of theieneconomy over
time, its effects would be minimal as it would beable to push the economy to the desired level.

2 Moreover, exports in primary products are notcslpwery volatile. This is so because exports prilpaepend

on foreign nations' incomes, the demand for theng@ry products by trading partners, the policiesading

partners, the stability of exchange rates, anghthiéical and social conditions of the exportinguatries themselves.
Since Sub-Saharan nations, as exporters of maiimhapy products, do not have full control over theariables,
the volatility of in the growth rate of the extelsactor could lead to the volatility in the growttes of GDP. We
have shown this to be the case in another resgaér we have conducted (Hassan and Milkessa, 2000)



In short, the praise given to these countries f@ning up their economies is
theoretically dubious at best, disingenuous at tyargd factually false. On theoretical grounds,
elevating openness and trade as an engine of giswatiainst the well-established economic
theory of growth accounting. In the growth accoogtiterature, the rate of output growth is
composed of the rate of growth of labor inputs,rdte of growth in capital inputs and total
factor productivity (TFP), which is the rate of gt productivity due to organizational and
technological advances that allows an economy todyze more output from the same amount
of resources. Even though the importance of THRabe ignored, empirical evidence has
shown that its contribution rises during and aiftelustrialization. This leaves labor and capital
as being the major sources of economic growth afdSaharan countries would have to work
hard to increase both the level and productivitgsaf these resources. The accumulation of
physical and financial capital requires increagegamestic savings rates, as domestic
investment rates are strongly correlated with daimesving. The increase in domestic saving
necessitates not only the foregoing of presentwopsion but also the designing of clear
macroeconomic policies that could stimulate thememhance the productivity of labor, Sub-
Saharan countries would have to design educatpoiaies that would increase their literacy
rates. This is because, without a skilled labocddhat can tackle sophisticated methods of
production, it would be impossible to achieve tlsited results of high economic growth. Of
course, this in turn may require the overhaulinthefeducational system. This should be the
clear and consistent message that needs to bbys#r international agencies like the World
Bank and the IMF. A careful review of the literaghows no clear empirical evidence
suggesting selective interventions such as exporhptions as clear tools to achieve desired and
sustained economic growth.

The hypotheses of this paper are as follows: Ekrengh some Sub-Saharan countries
might have experienced positive gains in economowth in the 1990s, these gains are short-
term at best. Secondly, the mantra for opennegsotde a substitute for economic growth. This
trend of equating of trade with economic growth poticies is very dangerous and give hollow
promises: it diverts poor nations meager resoufu@san and non-human resources,
administrative focus, health, education, the bagdof infrastructures, and the political and
social reforms) away from important uses to unsgialpriorities. Third, not only trade and
openness cannot serve as a shortcut for economidlgrthey themselves require complete
changes and an overhaul of the industrial, adnmatige, political, and social structures of each
country. The emphasis on trade and openness crowd®rious thinking and efforts (Rodrick,
2001). Using data that includes the latter pathef1990s, the empirical evidence we obtained in
this paper for does not support trade being the eogjine of economic growth for Sub-Saharan
Africa.

1. A Brief Review of theLiterature

a. Review of the Empirical Literature finding Trade as Engine of Economic Growth

There is a plethora of research done concerningethgonship between economic
growth and exports. Some of the research thatatescpositive linkage between exports and
economic growth include: Blassa (1978); Frankel Bocher (1999), Okpolo (1994); Tyler
(1981); Chow (1987); Bahmani-Oskooee, Mohtadi, &&igh (1990); Bahmani-Oskooee and
Alse (1990), 1993); Ram (1987); Sheehey (1993ankel and Romer (1999), find that, a one
percent increase in trade increases per capitaiadmetween one-half and two percentage



points. They also find that within-country tradéses income per persdrfter running a
regression of GDP growth against the growth ratespital, labor, fuel exports, non-fuel
primary products, consumption and government copsiom, Okpolo concludes that low-
income countries in Africa can use non-fuel primprgducts as the major engine of economic
growth. Using a cross-section data from developmygntries, Tyler affirms the conventional
economic theory, which suggests that export exparesnd promotion are positively correlated
with economic growth. He regressed the growth oat8DP against the growth rates of
manufacturing output, investment, exports, direcéiign investment, and the terms of trade.
Chow conducts Granger and Sims causality testsiaasl bi-directional causality between
growth in exports and industrial development oféight newly industrialized countries under
his study. The procedures followed by Bahmani-@sko Mohtadi, & Shabsigh is the same as
Jung and Marshal (see below) and Chow's, excepthteg adjust for the optimal lag lengths.
They find some support in favor of the export-ledvgth hypothesis. Their twenty country study
indicates that the evidence obtained are eith@miclasive in evaluating competing hypothesis
(whether GDP growth causes export growth or vigsajeor in some cases, the causation from
exports to GDP is negative. Bahmani-Oskooee and édg cointegration and error correction
methods and find bi-directional causality betwerpogts and real output for nine countries.
Ram uses both cross-section and times series nsetmabfinds evidence for the hypothesis of
the export-growth linkage.

A series and most recent study was presentedympasium in thelournal of Economic
Perspectives at the end of 1999 by Collier and Gunning, Dealohylu and O'Connell, Schultz,
and Sender on Sub-Saharan Africa. Collier and Gumionclude that, among other things,
even though economic growth in these countriesslpecidictability, Africa's slow growth has
been due to policies of reduced openness. Thesdr@sibegan experiencing positive growth in
the 1990s because of the reversal of their closédigs. Deaton (1999) argues that the roots of
Africa’'s poor economic performance lies not onvblatility in the prices of their primary
commodities but in poor investment and bad goverea@urrent research on Sub-Saharan
Africa itself indicates that economic growth in skeecountries lacks predictabifttyTo begin
with, Sub-Saharan Africa is plagued with intringroblems such as ethno-linguistic
fractionalization; high population growth accompahiwvith high mortality rates; volatility (and
also declining) terms of trade; insufficient preatavings; dominance of the government sector
which is unresponsive to market and economic charigek of political pluralism and stability;
lack of adequate investment in health and educ&tian Collier and Gunning, 1999; Ndulu and
O'Connell, 1999, Schultz, 1999). To overcome tlesiemic problems, Sub-Saharan leaders
need to take bold measures that advance politicedlsm, sound economic policies and
coordinated commitment to regional and sub-registadility. International support from the
well-developed nations could be critical as well
b. Empirical Support for Trade as a Handmaiden Rather than as an Engine of Growth

It can be argued that export expansion may follomestic economic growth rather than
the other way round. It may be that domestic graveilnses trade growth or that there may be a

% We believe this finding is very important as ibpes the importance of liberalizing internal maskiet addition to
the external sector of the economy.

* See, for example, the Symposium articles presenteteJour nal of Economic Per spectives, Summer 1999
(pp-3-114).

> The improved economic growth rates of some Suta@ahcountries of the 1990s are good testimonidiseof
importance of democracy, economic liberalizatiorg aternational support (Ndulu and O'Connell, 19@9%en
though the se changes are extremely inadequate.



bi-directional causality between export expansiot the domestic economic actiVityAs one
author aptly put it, growth is mainly a result &ivorable internal factors...” (Kravis, 1970).
More recent empirical research also reveals thelitik between exports (especially the link
between exports in primary products) and GDP grasvthther weak (Jung and Marshal, 1985).
Fosu (1990) finds no significant relationship begwéhe growth rate of GDP and the growth
rate of exports. He concludes that the primaryaexthibits little effect on GDP growth in
LDCs. Using cross sectional studies, Sharma arak&lfand (1994) and Bahmani-Oskooee
et.al. (1991), find no causal links between tranié exports for many developing countries. Al-
Yousif (1997) also finds no causal relationshipA®stn exports and economic growth for the
Arab Gulf states. Jung and Marshal perform caystdgts between exports and growth for 37
countries and doubt the validity of the export pobdion hypothesis. The results obtained by
most these researchers use GDP (or its growthaattle dependent variable. The export
variables enter either as one of the independetrghlas in the production function or as one of
the components of the GDP identities. Sheehey, , 1898es that the results obtained by those
who used the export variable in the production fiamcare biased because of the inherent
relationship between exports and GDP. He runs i@ssgpn with the non-export production
components entering as independent variables add §imilar results as when the export
component is the independent variable. He conclbgesaying that "[p]Jroductivity, however,
cannot be higher in both exports and non-expoptst57). Of course, the results obtained
through co-integration and causality tests of tkigoet and GDP variables reveal nothing other
than a correlation between the two variables. Séggleriticism of biased regressions may fit
the results obtained using cointegration methotis. résults obtained these techniques are
indeed ambiguous on a number competing hypothesis.

[I1.  TheMethod and Framework of Analysis of this Study

So far, we have cast doubt, if not refuted, tradganeral, and openness in particular, being
the engine of economic growth. We did this basethenretical grounds and by presenting
conflicting results of the empirical literature.what follows, we attempt to show two things:
that the allegedly open Sub-Saharan economiesoai@en at all; and that the euphoria was
premature and unrealistic. In particular, we shiogsé by using: 1) two openness indicators; 2)
an average measure of foreign direct investment)(Rpthe weighted average of the terms of
trade over time, 4) the weighted average of thevtiron manufacturing exports, and 5)
manufactured exports as percent of total exporesallo use pooled time series regression to
show the same thing. Here, after controlling faiadales such the terms of trade, foreign direct
investment, inflation, budget deficits, the compaiseof GDP, a measure of human capital, etc.,
we show that openness did not contribute to econgnowth any differently for the periods of
1992-1998.

The empirical analysis presented in this paper tieetatest data available from the
International Monetary Fund (IMF) and the World Bafhe sources of the data are the CD-
ROM and print versions of the International Finah&8tatistics and the CD-ROM version of
World Bank Africa Data Base, 2000. Prior to anycoédtions or estimations, we deflated by
GDP deflator or the CPI (whichever was availalie);onvert them to real values.

Are these economies open at all? First, we caledifavo openness indicators: x/(gdp-x)
and (x+m)/gdp, all variables in real terms. We tptited these openness indicators against time
for each individual country. Except for five counsy, Cote d'lvoire, Ethiopia, Mauritius,

® If there is a bi-directional causality for mosuatries under consideration, exports and the fetsieodomestic
economic activity may depend on each other fortargdhe means (resources) for increased employment



Seychelles, and Togo, that showed increased opennésthe late 1990s, all of the remaining
Sub-Saharan countries (that is, for more than 868emn) indicated qualitatively similar results
as presented in Figures 1 anfl ®Ve then calculated the weighted average of tledpenness
indicators for most of the Sub-Saharan countrieshasvn in Figures 1 and 2. Figures 1 and 2
clearly reveal that, even though the opennessaalis rose in the early to mid 1990s, the
indicators fell in the latter part of the same dixdn other words, these economies, as a group,
are not open at all when we include the entireqgokeri

Figure 1: opennessl- as measured by
x/(gdp-x)
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Figure 2: openness2-as measured by (x+m)/gdp
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Next, we consider another openness indicator, nathelgrowth rate of foreign direct
investment (FDI) as a percentage of GDP. Foreigectinvestments are real investments in
factories, capital goods, land ownership, resoaxteaction, services, etc. and they are there
to stay for many years since they are mostly iligeveloping nations could enhance their
productivities by supplementing (and not substitgtitheir own saving by borrowing from
abroad. FDI allows the transfer of highly desirechinology that would otherwise be

" See the Appendix for the list of the countriedided in the calculation.



impossible to obtain domestically. To begin witbrefign capital can only be attracted if the
returns to investments in Sub-Saharan countriebigher than in the countries that the FDI
originates. Be that as it may, we can ask the guredtlave the Sub-Saharan economies been
more open in recent years than in the previousdi#ecasing FDI as a gauge? Figure 3
reveals that, even though FDI as a percentage & @Be relatively quickly from 1992 to
1996 for all countries as a group, it subsequearily dramatically fell from there on. In fact,
the same figure shows that the level of FDI asragre of GDP in 1997/1998 is below that

of early 1970s. This result is consistent with dihes shown in Figures 1 and 2.

Figure 3: FDl as % og GDP
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We now ask the question: Have Sub-Saharan cosnpésea group, benefited from open
trade? We attempt to answer this question by expldhree indicators over time: the terms
of trade (TT), average growth rates of manufactuarports, and percentage of exports as of
total exports.

If these nations benefited from trade, their teaigsade must have improved. The terms
of trade reflects the prices that a nation receigesis exports relative to the prices it pays
for its imports. Here again, we gathered the tesftsade (the aggregate weighted average
from the national accounts data) for 44 countries$ @lotted each country's TT against time.
We then calculated the average for all countries gup as shown in figure 4. Figure 4
reveals that the terms of trade (based on 199%89%rior these countries deteriorated during
the 1990s. We understand that our use of the tefrmade is limited since the number of
years under consideration is very few. However ténes of trade is one more useful
indicator revealing the limited fortunes that Sudda&ran countries could garner from their



promotion of trade and their use of world markets.

Figure 4: Terms of Trade
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The growth-trade or growth-exports nexus we laitiouhe beginning of this paper is
mainly applicable, not from the benefits that magrae from exporting primary products,
but on their ability to sell manufactured goodshia world market. The dynamics of
learning-by-doing, enhanced competition, and th@iegtion of international best practices
of doing business are mainly attributable to thehexge of manufactured goods. On this
light, we can ask the question: Have Sub-Saharanufaetured exports as a ratio of GDP
improved during the decade of the 1990s? To shex $ight on this question, we plotted the
average growth rates of manufacturing exports disasenanufactured exports as percent of
total exports. These plots are shown, respectivelfigures 5 and 6. Figure 5 reveals that
there was a sharp rise in the average growth cdtesnufacturing exports. However, this
rise in growth rate of manufacturing exports waly dor a very brief period. It also dropped
to its original level by the end of 1998.

Looking at Figure 6, manufactured exports as peaggnof total exports rose
consistently from mid 1980s to mid 1990s. Not amignufactured exports as percentage of
total exports dropped by mid 1990s, but the legalained below the previous periods also.
Since manufactured exports as percentage of tgpalress consistently rose since mid 1980s
and fell around mid 1990s, one may not attribuégrthse in the early 1990s to increased
openness. At best, Figure 6 reveals the samewsiaonlwe have made before: targeting a
specific industry like exports in particular, ame texternal sector in general, would bring no
miracle to attain the desired and sustained ecangrowth.



Figure 5: Average Growth in Manufacturing
Exports (%)
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Summary, conclusions and observations

In this paper, we have attempted to garner evidaboet the contribution of exports on
economic growth both on theoretical and empiricaligds. We have rejected, again both on
theoretical and empirical grounds, the strong tangend practice by Sub-Saharan countries,
and the implicit or explicit advise given to thear fising exports as a panacea for the declining
(and some times negative) economic growth rategedsas using it as a miraculous engine for
the take-off their economies. We believe that Sah&®8an African countries may be well
advised to follow dualistic policies which mustdpeared towards not only in the free trade of
tradable goods vs. foreign nations but also infribxe trade of goods and services among the
citizens themselves and the free movement of resswithin each country itself. Emphasis on
export-led growth may lead to the neglect of tir@iernal sectors (domestic consumption and
investment, and government spending), which arentjer sources of the supply capabilities of
their economies. These export led growth strasege only disregard internally existing market
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distortions (misrepresentations) but also exacertia problems by creating more distortions
between the external and the internal sectorseoh#tional economies. Simple dismantling of
old trade barriers and investment, without an dvdevelopment strategy, cannot do the trick
for economic development because attaining sustanenomic development requires
comprehensive institutional reforms.

Furthermore, the constraints peculiar to thisaegiut extra limitations to how much
exports could be used as catalysts of economicthrdwr example, some of these countries are
landlocked and access to the sea is paramounbitmetc development. Most of these countries
are ridden with corruption and there is the greaéptial for exports to be used as a means of
looting the resources of these countries. We atdie\®e that the recommendations put forth by
the IMF and the World Bank are still valid and @usd economic basis: Free trade could
positively impact any economy. However, it cannotloe trick by itself. The impact of trade on
economic growth depends on, in large part, of tlewing conditions: conducting structural
and institutional reforms such as the eliminatibga@/ernment regulations; the elimination of
the rigidities in the labor and financial marketse respect of the law and designing well-defined
property rights; the creation of laws for (and enément of the existing ones) to enhance
competition; a decontrol of the wholesale and fétadle; a creation of an efficient
infrastructure; designing an educational systerhéhbhances productivity; creation of a well
functioning democracy and full participation of aiizens; and passing land reform laws.
Reducing inequality may also be necessary foridies a stake for every citizen to have the
chance of sharing the wealth of the nation.

The effectiveness of trade also depends on howrdlde revenues are used. They should
not be used to acquire military weapons, whichuttienately used to protect the interests of the
privileged very few and dictators who expropriateager resources to send them abroad.
International institutions such as the IMF and\Werld Bank must make these issues loud and
clear. They should also practice what they preach.

In summary, we have shown there to be no conseimstiee economics literature, either
on empirical or theoretical grounds, for an existeof clear evidence suggesting that sustained
economic growth could be achieved by selectivewetgtions such as export promotions and
liberalizing only the external sector of any ecolyom
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Appendix: The data were generated using the following countries

Benin Cote d'lvoire Mauritania Sudan
Botswana Equatorial Guinea Mauritius Swaziland
Burkina Faso Ethiopia Mozambique Tanzania
Burundi Gabon Namibia Togo
Cameroon Gambia, The Niger Uganda
Cape Verde Ghana Nigeria Zambia
Central African Guinea-Bissau Rwanda Zimbabwe
Republic Kenya Sao Tome and

Chad Lesotho Principe

Comoros Madagascar Senegal

Congo, Dem. Rep. Malawi Sierra Leone

Congo, Rep. Mali South Africa




