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ABSTRACT
The African Growth Opportunity Act (AGOA) provides preferentid accessto Africas
products in US markets. While proponents expect that AGOA will expand Africas exportsto the
US, opponents argue that such increases are unlikely, particularly regarding agricultura exports.
This paper offers new empiricd evidence thet isincondusive regarding the impact of AGOA on

African exportsto the US.
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HAS AGOA INCREASED AGRICULTURAL EXPORTS FROM SUB-SAHARAN

AFRICA TO THE UNITED STATES?

The African Growth and Opportunity Act (AGOA), which was 9gned into United States (US)
law in May 2000, offers preferentid access to Sub- Saharan Africas (SSA) productsin US
markets. In return, beneficiary countriesmust commiit to improve ther economic policy
environment, participate more actively in the globdization process, promote palitica and
economic gability, and foster human and workers rightsin Africa (Mattoo, Roy and
Subramanian, 2002). Theidea of cregting anew form of trade preferences exdusivey for SSA,
in addition to dready exising Generdized Systems of Preferences (GSP), drew both support and
oppasition from awide range of actors. Pointing to the margind place of SSA in the globd
marketsfor goods, services and investments, supporters have argued that AGOA would expand
African exportsto US, increase foreign direct investment, and creste new employment
opportunitiesin SSA.

AGOA dso faced severe criticiams, epecidly from international anti-globdization
movements and US interest groups. In the US, textile lobby groups and Iabor unions were
primarily concerned that remova of trade barriers on textile and gpparels would result in massve
loss of jobs (Cooper, 2002; Friedman, 2000a; 2000b). Recently, US fruit growers urged the
adminigration to re impose a 15.3% import duty on canned pears, daiming that AGOA gave
South African pear farmers an unfair advantage over US farmers (Poole, 2002). Opponents have
a0 charged that AGOA benefits will remain essantidly illusory for most countriesin SSA

(Blackman and Mutume, 1998; Mutume, 1998; Raghavan, 2000). Though largely



unsubgtantiated, severd limitations of the current SSA- US trade relationship implicitly support
the latter criticiam, a lesst in the short run. Firgt, not only are the SSA's exports to US dominated
by petroleum products, but they are aso highly concentrated in afew countries. Second, US
trade policies, dong with trade policies in other OECD countries, generdly give amixedsgnd

to trading partners (Linsay, 2002). In particular, agriculturd subsidies and tariff and non taxiff
barriersin OECD countries contribute mogt of the price distortions in the world agricultura
markets (Nouve et d., 2002).

Even with these limitations, preferentia trade opportunities would generdly tend to have
apogtive effect on tota exports from deve oping countries (Cheng and Wall, 1999; Rose, 2002;
IMF and The World Bank, 2001; 2002). However, their impacts on agricultura exports are less
clear, primarily dueto high distortionsin the world's agriculturd trading system. For example,
SSA's share in the European agricultural markets has dedlined despite nearly three decades of
trade preferences extended to SSA under severd ACPEC agreements” (Mattoo, Roy and
Subramanian, 2002; Rose, 2002). Y et, dmost every development strategy in SSA recognizesthe
centrd role of agriculture in gimulating an export-led growth. This raises an important question:
How have SSA's agricultura exportsto US responded to the trade opportunities offered under
AGOA? Thevery few sudiesthat have evauated the AGOA initiative, such as Mattoo, Roy and
Subramanian (2002), have not addressed this specific question. This study, therefore, attemptsto
fill the gap, usng pand data regression techniques to isolate the ceteris paribus effects of AGOA

on SSA's agricultura exports.

2 One may alsoargue that the decline could have been even worse without these preferences. Thereis no evidence
that the declining share of SSA’s exportsto EU is dueto trade “ distortions’ as opposed to lack of productivity
growth in African agriculture, especially compared to agriculture in Asia, which has made African exportsless
competitive in world markets.



The paper isorganized asfollows. The next section presents a synopsis on AGOA for
reeders who are not familiar with the legidation. The synopsis outlines the conditions for
digibility and discusses some key features of the potentia benefits of AGOA. Section Il
presents the theoretica modd based on the gravity trade equation, and Section 1V discussesthe
empirical modd and highlights important characterigtics of the data. Results are presented and
discussed in Section V. Thelagt section concludes that AGOA may have contributed to expand

agricultura exports from Africato the United States, dbeit, only margindly.

2. A Synopsis of AGOA?
Readers familiar with AGOA may skip this section and go directly to the methodology in
Section |11.
What |s AGOA?

The African Growth and Opportunity Act (AGOA) isaUS law that was Sgned in May
2000, and renewed in August 2002 under the AGOA 11 legidaion. AGOA offers preferentia
access to Sub- Saharan Africa s productsinto US markets. In turn, beneficiary countries are
required to commit themselves to improve their economic policy environment, participate more
actively in the globdization process, promote palitica and economic sability, and foster human
and workers' rights in their countries
What Countries Are Eligible?

In December 2002, there were 38 countries that were declared AGOA dligible. To be
digiblefor AGOA benefits, countries must commit themsdvesto (or make continua progress

towards) establishing indtitutiond environments that are conducive to the US-Africatrade. The

3 Detailsinformation is available online at www.agoa.gov. Only some key features of the agreement are highlighted
in this section.



conditionsindude (1) commitment to a market-based economy;; (i) practice of rule of law and
politica plurdism; (iii) dimination of barriersto U.S. trade and invesment; (iv) protection of
intellectud property; (v) making efforts to combat corruption; (vi) adopting policiesto reduce
poverty, increesing availability of hedth care and educationa opportunities; (vii) protection of
humen rights and workers rights; (viii) and imination of cartain forms of child labor. Although

it is not expected thet beneficiary countrieswill fully satisfy dl these conditiondlities, digible
countries must be committed to, and continue to make progressin regards to these reforms. The
US President determines what countries are digible.

Besdes the above conditions, it is required that a country be digible for the Generd
Sydtem of Preferences (GSP) before being AGOA digible. Furthermore, GSP digibility does not
necessaxily imply AGOA digibility. Though 45 of the 48 Sub- Saharan African countries were
GSP digible by December 2002, 7 of these 45 are not yet AGOA digible. Thus, currently there
are 10 SSA countries that are not AGOA digible®.

What Are the Benefits?

Under theinitid AGOA legidation, beneficiary African counties were granted duty-free
acoess for more than 1,800 tariff line products. Thiswas in addition to the gandard GSP ligt of
aoproximately 4,600 products available to other GSP beneficiary countries outside Africa
However, these additiond GSP digible products did not include items such as footwesr,
luggage, handbags, watches, and flaiware. In generd, preferentia access opportunities for SSA
exports to US were expanded under AGOA 1. An aticle can only benefit from the GSP duty-
free trestment, however, after officia determination by the US Trade Representative and the US

Internationa Trade Commission thet the product is not import-senstivewhen it isof African

“ The seven GSP-eligible countries that are not AGOA dligibleinclude: Angola, Burkina Faso, Burundi, Equatorial
Guinea, Liberia, Togo, and Zimbabwe. In addition, Comoros, Sudan and Somaliaare not GSP eligible, and thus are
aso AGOA indligible.



origire. In essence, the GSP gives African exporters a 5% preference margin over the average
Most Favored Nation (MFN) tariff rate (Mattoo, Roy and Subramanian, 2002). These authors
aso suggest that GSP covered about 179% of African exports, which could increaseto 72% asa
result of AGOA.

AGOA offerstwo additiond advantagesin regards to GSP provisons Fird, while the
GSP provisons are scheduled to expire in 2006 for other beneficiary countries, AGOA-digible
countries are granted a 2- year extenson of these provisons (until September 2008). Second,
GSP benefits are capped in other beneficiary countries outside SSA, but are not subject to celling
in AGOA bendficary countries Generdly, a cap indicates the maximum vaume of a given
product (from a specific country or region) that is alowed to enter US markets under preferentid
terms. Out-of quota tariffs goply once the cap isfilled. For example, in the case of textilesand
appard (seebdow), AGOA specifies only one cap for the whole Sub-Saharan African region.
The appard cap is measured in square meter equivaents, not in monetary term. Thiscap isfilled
on the “first come, first sarved” bass Thus, countries having awell-implanted infragtructure for
apparel exports sand a better chance to benefit from this cap than other AGOA bendficiary
countries with underdeveloped infragtructure.
Textileand Apparel: A Special Rule

A spedid rule gppliesto textile and gppard. This provides for a duty-free and a quota:
free access to SSA’ stextile products made from US fabrics, yarns and threads, following what
has been called the “triple transformation rule’ (see, for example, Gibbon, 2002). Beneficiary
countries may aso source intermediary materids within digible African countries. But exports

that arebasad on regiond materiads should nat, under AGOA |l (which doubled theinitia

> Import-sensitive products are generally those that benefit from US domestic protection policies. Thereisa
justifiable fear on the part of US stakeholdersthat giving unfettered access to these protected markets would
undermine the expected political and economic benefits of the protection policies.



figures), exceed 3% of thetotal gppard importsinto the US. This cap will increase up to 7% of
the overdl US gppard imports over aperiod of 8years. In addition, the lesser developed
bendficiary countries® are digible for the Specid Rule, which authorizes them to source
materids from dl over the world until September 2004. Imports based on these maerias may
benefit from the duty-free trestment, dthough they are subject to the cgp impased on imports
based on non US materids. Note however that, countries can benefit from the gppard
preferentid trestment only after establishing an effective visa system that can detect illega
transshipmerts and counterfeits and enforce verification procedures.

The specific, or even redtrictive, rules of origin imposed on AGOA gppardsimports are
often one of the main sources of criticiam of theinitiative. Critics often argue that AGOA only
permits gppard's manufactured usng US fabrics, yarns and threads. This criticismis not entirely
correct, as there are cases (besdes the specid rule provisions) where African countries have the
opportunity to export non-US based gppardsto the US (for details, see www.agoagov). There
is, neverthdess, little doubt that these redtrictive rules of origin reduce the scope of the AGOA
preferentid initiatives. For indance, Mattoo, Roy and Subramanian (2002) review the gppard
provisons of AGOA and conclude that over the medium term, the initigtive will expand Africals
posshility to export its products to the US by US$100 to $140 miillion, corresponding to an 8%
to 11% increase in African non-oil exports. Nonetheless, they aso contend that the benefits
would have been nearly five times greater, about US$540 miillion, were the terms of the
preferentid market access free of redtrictive rules, in particular the rule of origin. One may be
interested in knowing how much the contribution is, if any, of agriculturd exportsto the

increases in non-ail exports. Thisisthe centrd objective of this paper and we will devote the

® The lesser developed beneficiary countries (LDBC) are defined as countries with a per capitaincome less than
$1,500in 1998. AGOA |1 granted LDBC statusto Namibiaand Botswana. By the end of 2002, there were 33
countries that were beneficiaries of the Special Rule provisions.



next section to laying out the theoretical framework used to address this question. In the sub-
section thet follows we discuss afew other noteworthy characteritics of the SSA-US trade
relationship.

Small Preference Marginson Oil and Tariff Peaks on Non-Oil exports

Data from Mattoo, Roy and Subramanian (2002) suggest thet the US sshare of SSA’s
totd exportsis much larger (about 23%) than its share of non-oil exports, estimated to be about
7.4%. It follows that oil isamgor component of SSA-US trade. Petroleum products condtitute a
large share of the increase in commodity coverage under AGOA 11. The preAGOA average
tariffs on oil products was 1.5%, and the removd of these tariffs would increase prices by about
1%, which will not yidd sgnificant benefits for mgor oil exporters, induding Nigeria, Angola
and Gabon. However, an officid report on AGOA (US Department of Commerce, 2002)
indicates that the legidation permitted $8.2 billion duty-free imports from SSA, indluding
AGOA preferences. The report, however, recognizes a concentration at more than 92% of these
benefits in three countries (Nigeria, South Africaand Gabon), with Nigeriaaone receiving $5.7
billion (about 70%).

In their gudy, Mattoo, Roy and Subramanian dso indicate that AGOA’s bendfits are
likely to come from two groups of non-oil exports: gpparels and non-apparels such as footwear
and agriculturd products. Some non-gpparel exports are subject to tariff rate quotas with high
out-of quotas tariff rates as high as 350% on tobacco, 164% on peanuts, 132% on Brazilian nuts
and 26% on bedf. The sudy findly indicates that 1067 tariff lines are not covered by AGOA
preferences. Of these, 174 lines face an average taiff rate of 2.5% and the remaining 893 lines
face on average atariff of 11%. These rates remain, however, below the average tariffsin SSA

(for details, se.e WTO, 2001).



3. The Gravity Trade M odd

This paper uses a gravity trade mode to characterize the margina impact of AGOA on African
agriculturd exportsto US. The andydsis redricted to one-way bilaterd trade from African
countries to US, which is enough to answer the question regarding whether AGOA has incressed
agricultura exports from SSA to the US.

The gravity trade modd was developed in the 1960s. It has been used in pioneering
works by Tinbergen (1962) and Pdynthen (1963). The modd, which iswidey known for its
empirical robustness’, is based on asmple and intuitive rationde. It postulates that the volume
of trade between two countriesis proportiona to their economic sizes (cgpacity to supply exports
and to absorb imports) and inversaly proportiond to cogts of trading. The distance between the
two trading units has traditionaly served as a proxy for trading costs (Lairds and Y eats, 1990).

Besdesther empiricd robustness, gravity trade modds aso have strong theoreticd
foundations both in traditiond and in the new trade theories (Wall, 1999; Cheng and Wall, 1999,
Rose 2002; Evenett and Kdler, 2002). The lack of rigorous theoretica underpinning has
traditiondly been the mgor criticism againg gravity trade models. However, Wall (1999)
indicates that such criticism has been weakened since Deardorff (1998) established a consistency
between gravity modds and variants of traditiond trade theories, such asthe Ricardian and
Heckschser-Ohlin modds. Wall (1999) dso pointsto “earlier works by Anderson (1979) and
Bergstrand (1985) who derived gravity equations from trade modds with product differentiation
and increesing returnsto scae’ (Wal, 1999; p. 35), suggesting thet gravity models may aso be
congstent with the new trade theory pioneered by, among others, Paul Krugman, Elhanan

Helpman and Gene Grossman.

" The empirical robustnessis often taken, according to Wang (1999), to mean high R-squared.



Although theoretical foundations have been etablished, the empirica gpplication of the
gravity modd may lead to wesk resultsin the presence of heterogeneities. Cheng and Wall
(1999) show that with such heterogeneities, gravity models tend to underestimate the regression
coeffidents between high-volume traders, while overestimating them between low-volume
traders. The SSA-US trade relationship is a potentid candidate of these heterogenaity biases, as
the compasition, volume, as well as unobservable inditutiona or geopolitical components of
these exchanges vary widdy from one African country to the other. One way to control for
countries heterogeneity isto impose a fixed-effects sructure on the unobserved country- specific
effects (Wadll, 1999). Thus, the methodologicd framework used in this study isbased on a
modified verson of what Cheng and Wall (1999) cdlled a fixed-effects gravity trade equetion.
The modification is an augmentation thet incorporates severd characterigticsof the AGOA

legidation. The mode can be represented asfollows:

Xt=a+at+a+bzZi+gWiete, i=12..,Nadt=1,2..T. (1)

where Xit represents agricultural exports from SSA country i1 to the USin period t. There are
three intercept terms: (i) @o is common to dl countries and dl periods; (i) & iscommonto dl
countries, but specific to each period; and (iii) a;, which cgptures countries heterogeneity, is
common to al periods, but specific to each country. Z;; isavector of conventiona gravity model
variables such asincome, population, and distance. Wit isavector of dichotomous varigbles
acoounting for different feetures of AGOA (digibility and gopard visa). Findly, €t represents
theidiosyncratic errors that are assumed, as discussed in Wooldridge (2002, Chapter 10), to be

seridly uncorrdaed with zero mean and congtant variance acrosstime.



4. Empirical Method and Data
Variables and Data Source
The empirical mode isdirectly based on Equation (1). The dependent variable Xitis denoted as
AGXit, representing to quarterly agricultura exports from SSA country i to the USin period t.
The data on the one-way SSA-US bilaterd trade isfrom the US Internationd Trade Commission
(USITC) database. Thetota expartsfrom SSA to US (or equivaently the USimportsfor
consumption from SSA) are disaggregated into agriculturd (AGXit) and non-agriculturd
exports’.

The vector Zit isformed by four sandard gravity variables: gross domegtic product in
SSA country i (GDPit), in the United States (GDP;jt), population in SSA country i (Nit) and US
population (Nit). The US GDP data were obtained from the Bureau of Economic Andyss of the
US Department of Commerce (USDOG-BEA, 2003) while the GDP vaduesfor SSA were
obtained from the World Economic Outlook (WEO) database (September 2002) of the
International Monetary Fund (IMF, 2002). While US GDP is available on aquarterly basis, it
was necessary to “quarterize’ the SSA data. For this purpose, we assume a uniform distribution
of production across the year, which makes the quarterly figures one-fourth of the annud data.
The population data were obtained from FAOSTAT, datidtica database of the Food and
Agriculture Organization of United Nations (FAO, 2003). The quarterly observationsare

obtained by assuming thet the population grows continuoudy and that observed deta points

8 It isnot clear whether the agricultural exports, as presented in the USITC database, included textile products. This
is because the USITC presented the data as agricultural and non-agricultural exports, with no further details on the
components of these categories. Preliminary checks, however, suggest that textile products (mainly from Section X1,
Chapter 50-63, of the Harmonized Tariff Schedule of the US) are unlikely to beincluded in the agricultural exports.
Nevertheless, it will be useful if the USITC provides details on the commoditiesincluded in the computation of the
agricultural exports. For the purpose of this study, AGOA has some clear benefits for the textile sector in SSA, and
these are not considered in the dependent variable of the model, assuming that textiles are excluded from the USITC
definition of the US agricultural imports. What this meansisthat AGOA may have a stronger impact on agriculture
in sub-Saharan Africathan is captured just in figures on agricultural exports, asthe export of manufactured products,
such astextiles, produced using agricultural products will boost the local demand for these agricultural products.
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correspond to the fourth quarter in each year. Thelagt three quartersin agiven year arefilled by
adding incrementdly, one-fourth of the populationincrease between that year and the previous
year®,

The distance between SSA countries and US is another Sandard variable in gravity
eguations, but it isirrdlevant in our modd, which is based on afixed effects trestment of the
unobserved effects. Fixed effects treetment calls for time-demeaning of the data.and thiswill
drop dl time-invariant varigbles out of the gravity equation, induding the unobserved effects &
(Equation (2)).

The vector Wit hastwo dummy varidbles  AGOAit, which captures whether and when a
given country was declared AGOA-digible; and VISA;, which indicates whether and when the
digible country has a visa sysem for gppard exports. These dummies take avalue equa to one
if digibility or qudification for the visasysem is granted before the middle of a given quarter.
Otherwise, they are assigned a zero vadue. They are congtructed based on public information
avallable with the USITC. While the margind effect of AGOA dummy is hypothesized to be
postive, this of gppard visd s dummy isambiguous due to the imprecison in the definition of
US agricultural importsin the USITC database’®. Findly, the intercepts a; were congtructed on a
yearly bass, instead of being quarterly dummies. This gpproach is adopted in order to save on
the degrees of freedom. Thus, we have four country-invariant time dummies, d99, d00, d01 and

d02 corresponding, respectively, to the four years from 1999 to 2002.

® For example, if a and b correspond to the annual populationsin 1998 and 1999, respectively, a corresponds to
1998:4 and b t0 1999:4. Letc = (b - a)/4, the population in the first quarter of 1999 (19991) is(a + c); in the second
and third quarters, the populations are (a + ) and (a + ), respectively; the fourth quarter’ spopulationis (a + 4c),
whichissimply b.

191N essence, it is not sure whether textiles areincludedinthe agricultural import figures. The marginal effect of the
apparel visadummy will most likely be positive if textiles wereincluded. However, if textiles are excluded from
theseimports, surgein textile exports from SSA to the US can lead to reallocation of resources away from
agricultural exports, leading to their possible decline Thus, the sign on apparel visa's dummyis ambiguous (for
further discussions, see Footnote 8).
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Key Features of the Data

The share of agriculturein total exports from SSA to the United States varies widdy
from 0% for rdaively large oil exporters, such as Angolaand Gabon, to more than 95% in
countries such as Liberia (Table 1). On average, agricultural exports form avery samdl fraction
of SSA’stotd exportsto US (about 5% between 1998 and 2000 and one percentage point lower
over the period 2001-2002). Agriculturd exportsin rdatively high performing economies,
including South Africa.and Mauritius, form less than 5% of the total exports to the United States
(See Table 1 for details). Despite the amdl share of agriculture in the South African tota exports,
the country remains the second largest exporter of agriculturd products from SSA to US, efter
Cate d'Ivoire, which accounts for at least one-third of these exports. Other mgor agriculturd
exportersindude Mdawi, Ghana, Kenya, and particularly Madagascar, which hasincreased its
agricultura market share from about 4% in 1998-2000 to 11% in 2001 and nearly 19% over the
fird three quarters of 2002 (Table 2). More than three-quarters of Cote d' Ivoire s exportsto US
were made of agricultural products during the period 1998-2000. This figure decreased to about
haf over the subsequent two years, and this decline may be partly due to the armed conflict thet
erupted in late 2002 in that country.

Regarding non-agricultura exports, more than 85% of them are concentrated in four
countries, namely Nigeria, South Africa, Angola and Gabon. Except South Africa, which
presents high export diversfication, the remaining three mgor non-agricultura exportersare oil-
rich countries (Table 3).
Estimation

Once the variables have been defined, the estimation Strategy is Sraightforward. The

regression is run over three sub-samples of countries: (i) afull sample of the 46 countries; (i) a

12



sample of 27 countries with quarterly agricultural exports greater or equa to $100,000 on the
average for the post- AGOA period; and (iii) asample of the 8 mgor agriculturd exporters, as
indicated in Table 2. Due to the economic power of South Africa, we also test the sensitivity of
these resullts by running the three separate regressons with South Africa excluded from the

sample. Results are discussad in the next section.

5. Resultsand Discussion

Reaultsindicate that AGOA may have contributed to an average of $376,000 additiond
(quarterly) increese in agricultural export earnings for an average SSA beneficiary country. This
figure increases to dightly less than $0.5 million when South Africais exduded from the sample

of the 46 countries (Table 4). When the sample of the 27 countries (with average agriculturd
exports exceeding $100,000 in the post- AGOA period) is used, the margina contribution of
AGOA to expansion in the agriculturd exportsis even larger, about $582,000. However, the
figureisvery senstive to South Africal sincdlusion in the sample, asthe remova of South Africa
reduces the estimate to nearly $0.4 million. For the top 8 agriculturd exporters, AGOA may have
contributed an increase of over amillion dallarsin their quarterly agricultural exportsto the

United States, again with adight average dedine when South Africais exduded from the

sample. Although having the appropriate Sgn (for example, in the sense of Rose (2002)) who
found that GSP encourages bilaterd trade), the estimates have two mgor wesknesses. Fird, none
of thefiguresis satisticdly sgnificant, thus cagting doubts on the robustness of the observed
positive impact of AGOA on SSA’s agriculturd exports. Second, the pecifications have arather

week explaretory power, with R-squared ranging from less than 2% (in the base regresson with

1 There are nine major exporters, asindicated in Table 2, but Liberiawas not included in the regression for lack of
data. Liberia, along with Somalia, were excluded from all the regressions run in this paper.
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al countries) to about 13% (in the regression of the top 8 exporters, excluding South Africa).
The observed low explanatory power of the mode standsin a sharp contradiction with the
traditionad empirica robustness of the gravity trade equation. The average qudity of the deata
used in this sudy may, in part, be at the origin of the identified Statistical weeknesses. Despite
these weaknesses, the regressions have overdl sgnificance levels dose to conventiond ones, as
indicated by the probakility of rgection (Prob > F) ranging from 3.7% to 14.6% (Table 4).

The non-ggnificance of the AGOA dummy can be atributed to many factors Frs, being
arddivdy young initiative, it may take longer time before its impacts are materidized in terms
of increased agricultura exports from SSA to US. Thisisthe sandard learning curve argument.
Second, the implementation phase of AGOA coincided with an overdl economic dowdown both
in the US and the world, and this may have mitigated the red impact of AGOA on export
performancein SSA. Third, the AGOA package covers commodities, such astextiles, that are
not treeted as agriculturd commodities. Thus, as market access restrictions for non-agricultura
commodities are oftened under the AGOA legidaion, ther rddive profitability may increase,
which will trigger aredlocation of resources from agriculture towards nor+agricultura export
sectors. Under such conditions, agriculturd exports will shrink, rather than expand, asa
consequence of AGOA.

Besdes the inconclusve AGOA reault, the year dummies cgpture more robust results
These dummies are highly sgnificant and show important increeses in the average agricultura
exportswith respect to the base year, 1998. Theincreases are ds0 condstent across dl the Sx
regression results displayed in Table 4. For example, in the first regresson in Column 1 (al 46
countries) SSA’s quarterly agricultura exportsincrease, on average, by more that $4.2 millionin

1999, when compared to the base year 1998. These figures reached an average of about $9.8
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million in 2000, $10.7 million in 2001 and $13.1 million for each of the firdt three quartersin
2002, reflecting the over time growthin the average agriculturd exports from SSA to US. Larger
scale sudies, such as Rose (2002) and Cheng and Wall (1999), did not find any sgnificant
impact of time dummiesin explaining variation in bilaterd trade between countries These
studies, therefore, concluded thet globalization, defined as increased participation in the global
trade system, was not an important factor in increasing trade over time. Our findings suggest that
SSA’sagriculturd exportsto US have intengfied over the past five years.

Contrary to the basic expectation of gravity trade modds, the coefficient on the US GDP
was not pogtive. While the negative Sgn is hardly judtifidble, it is possble that the GDP growth
in US may not necessaxily trandate into incressed demand for agriculturd importsin US, as
changesin the GDP are more likdly to induce increases in the consumption of nonagriculturd
products, which tend to be more income dastic than agricultura products. Ancther reason thet
may explain the inconggency isthat in generd, African exports are margind in the US totd
agriculturd trade. Thus, obsarved variaionsin US GDP may not have any noticegble effect on
the demand for these exports in the US markets.

Also puzzling isthe 9gn of the population coefficient for exporting African countries
This coefficient is negative (the firg four columns), though gatigticaly not different from zero.
Even though the theoreticd literature is ambiguous regarding the Sign of the coeffident, thereis
atendency to interpret them following Bergstrand (1989), asindicated in Cheng and Wall
(1999). Bergstrand' sinterpretation suggests that for exporting countries, a poditive population
coefficient indicates that exports are labor-intensve, whereas a negetive Sgn suggests thet they

are capitd-intendve. African agriculturd exportsto US are lesslikely to be capitakintendve
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Stll usng Berggtrand' s framework, the positive US populaion coefficients suggest thet
USimports of agriculturd commodities from Africatend to beincomeindadic, asusudly isthe
case with mogt agriculturd products. This would mean that basic commodities dominate SSA's
agriculturd exportsto US, and thisis consstent with the generd patterns of the region’s
agriculturd exports. In fact, African exports are generdly concentrated on afew primary
commodities, and thislack of divergfication is usudly attributed to poor investmentsin
agricultura processing, but it is aso due to selective tariff barriers on processed productsin
importing countries, a practice known astariff escalation (see Nouve et d., 2002, for a
discusson in the case of Western Africa). The observation that US import demand for SSA’s
agricultura products may be income indadtic reinforces the conjectured judtification of the
negative sgn observed on the US GDP.

A find noteworthy varigblein this section isthe gppard visa sdummy. Again, even if
textiles and gppard are not the centrd focus in this sudy, they congtitute a centerpiece of the
AGOA legidative and arelikdly to determine non-ail trade dynamics between SSA and the US
over the coming years. Smilar to the AGOA dummy, the gppard dummy was postive but not
datigicdly different from zero. Thus, participation in the gppard market is postively carreated
with participation in the agriculturd markets. Furthermore, the goparel provisions may congtitute
an important factor explaining recent investment dynamics originating from both within and
outsde SSA. Such dynamics are being observed, for example, in South Africawhere the largest
agriculturd company (OTK Limited) has rdocated or acquired new ginning fadllities within the
Southern African region. In particular, the company bought a cotton gin in Ugandain 2002.
Such drategic investment decisons are mativated by the specid rule provisons, which dlow

sourcing textile and appard inputs from AGOA digible countries (See Section 11 for detalls).
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Increasad investment in the cotton ginning is likely to be channded through the supply chain,
with subssguent supply response in agricultura production. Thus, AGOA may affect agriculturd
exportsindirectly through the promotion, among others, of the textile sector within SSA. These

dynamics would not be directly reflected in the US-SSA agriculturd trade that wasinvestigated

in this paper*?.

1Ane thank Michael Weber for directing our attention to these important trade and investment dynamicsin Southern
Africa. For details, see http://business.iafrica.com/news/947347.htm. In addition, Gibbon (2002) discussed how the
performance of the clothing sector in South Africa, following EU and US preferential trade initiative, benefited
mostly foreign-owned firms. However, irrespective of the ownership of factors, improved performance of the sector
may be viewed as a positive impact of these preferential arrangements. Even in the case of the direct impact of
AGOA on agricultural exports, there still will be questions regarding the distribution of the gains or losses from the
legislation. Thisissue goes beyond the goal of this paper.
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6. Concluson

The centrd question investigated in this paper was to determine whether the African Growth and
Opportunity Act (AGOA) hasled to increased agricultura exports from Sub- Saharan African
(SSA) to the United States since the law entered into force in late 2000. The question arises
because there is an ongoing debate about whether the legidation has achieved (or isableto
achieve) itsmain god, which is the promation of an export-led growth through increase in SSA’s
trading opportunities with the United States. This export-led growth ismost likely to help
transform the economic landscape of SSA, if it benefitsthe agriculturd sector, which remains by
far one of the mogt important activitiesin the largdy agrarian African economies.

Our investigation, which is basad on pand dataregresson using afixed effects gravity
trade modd, generates arather inconclusive answer regarding the response of SSA's agriculturd
exportsto AGOA’s commercid incertives. We found that the response was positive, as intended
in the legidation. However, the AGOA-induced gainsin agriculturd exports are found not to be
gatidicdly different from zero. There is no doubt that AGOA isardaively young initictive and
that afew more years of additiona datamay be required for amore accurate and complete
evauation of theimpacts of the legidation. However, the preliminary assessment carried out in
this paper is dso necessary for shgping the making of the AGOA process, if theam isto makeit
very responsve to the needs of agriculturd exports development in SSA. The mere existence of
apaostive relationship between AGOA and expandon of agriculturd tradein Africais
encouraging for the continent. Whet is needed now isto maintain and rainvigorate efforts
towards meking this rdlationship redly sgnificant. The observed postive, dbeit margind,
relationship between AGOA and SSA’s agriculturd exports spesks for the potentid gains for

AGOA digible countries, aslong as they continue to maintain politica and economic

18



environments thet are compatible with AGOA commitments. The rlationship aso spesks for the
potentid gainsto the ten SSA countries that are not yet AGOA digible, provided thet they pass
the admisson conditiondities. It findly spesks for the potentid opportunity cost to countries,
such Eritrea, which face the prospect of being disqudified from the AGOA preferentid benfits,
if they fail to comply with the conditiondlities

Peripherd to theincondusive result regarding the impact of AGOA on African agriculturd
trade, this sudy aso obtains amore conclusive result regarding the trend of these exports over
the past five years. It was found that African agricultura exports have consgtently trended up
during the lagt half-decade. Though secondary and indirectly related to the god st forth in this
paper, such an observation bears, nevertheless, some important implications for SSA’s export-led
development srategy. Thisis particularly relevant in this period of Post-Uruguay Round, a
period characterized by the global objective to dismantle tariff and non-tariff barriersto world's
agriculturd trade. It isusudly admitted that SSA ismost likdly to benefit from the ongoing
globdl agriculturd trade reforms through diversfication of both the composition and the
dedtination of its exports. At atime when most African countries are increasingly concerned with
thar dedining share in the globd agriculturd markets following the Uruguay Round
Agreements on Agriculture, it is encouraging to notice that, on average this trend may be
reversed in the US exports market. The average positive trend does not, however, solve the
problem of high concentration of the US trade with a handful of countries. It may therefore be
useful to devise mechanisms that will dlow alarger number of countriesto participate in the
export dynamics brought about by the new eraof SSA-US trade reaionship.

The results obtained in this udy are fairly indicative of future directionsin the SSA-US

agriculturd trade, particularly the possibility for African countries to expand their exportsto US.

19



But, because of the average qudlity of the data used for the investigation, caution should be taken
in drawing thar implications. A large part of the variaionsin African agricultura exportsto US
remain unexplained in our modd. Countries idiosyncradies certainly account for some of these
variations, and S0 do other factors aswell. As more deta become available, future assessments of
AGOA initigtive, usng ather the gravity trade equetion or dterndtive bilaterd trade modds, will

most likely provide aricher characterization of the impacts of the legidation on African

agriculturd exports
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APPENDIX

Table 1. Average Quarterly Exports from Sub-Saharan Africa countriesto the US

Agricultural Exports Non-agricultural Total Exports Share of Agricultural
($1,000) Exports ($1,000) ($1,000) (%)

Countries 1- 1- 1- 1- 1- 1- 1- :
2000:4 2002:3 2000:4 2002:3 2000:4 2002:3 2000:4 2002:3
Angola 0 0 659760 719631 659760 719631 0.0 0.0
Benin 1530 101 442 168 1973 269 59.7 30.5
Botswana 5 28 6424 5939 6428 5967 0.1 0.6
BurkinaF. 358 18 127 1070 485 1087 294 18.9
Burundi 1658 426 282 60 1939 486 82.2 86.7
Cameroon 2590 2778 20387 32834 22978 35613 16.3 10.0
Cape Verde 0 0 372 387 372 387 n.d. 0.0
Cen Afr.Rep 571 143 145 304 716 447 57.4 324
Chad 72 57 1512 1482 1583 1540 33 54
Comoros 453 2127 80 44 532 2171 711 96.6
Congo, DR 488 357 50765 34747 51252 35104 11 15
Congo, Rep. 748 676 102018 90219 102765 90895 0.7 10
Cote d'lvoire 78738 53031 15748 25899 94486 78930 775 53.6
Djibouti 50 19 39 313 88 332 n.d. 4.6
EqGuinea 1 3 21748 120823 21749 120826 0.0 0.0
Eritrea 43 10 75 50 118 60 26.2 194
Ethiopia 8164 6157 1008 932 9262 7089 89.0 86.9
Gabon 119 135 389976 421679 390095 421813 0.0 0.0
Gambia 1 35 261 60 262 96 12 19.1
Ghana 11628 11120 35007 28411 46635 39530 24.0 28.1
Guinea 431 630 26182 20349 26613 20979 15 4.4
GBissau 0 0 193 6 194 6 n.d. n.d.
Kenya 9818 9801 16438 28694 26255 38495 375 26.4
Lesotho 0 0 29268 66871 29268 66871 0.0 0.0
Liberia 8151 10782 331 472 8481 11253 96.0 95.9
M adagascar 9039 27316 16740 38758 25779 66074 39.3 37.4
Malawi 13013 13960 77 3092 13791 17051 93.7 79.8
Mali 302 91 1419 1018 1721 1110 18.6 8.6
Mauritania 0 0 125 83 125 83 33 0.0
Mauritius 2285 2404 65324 67633 67610 70038 3.2 34
Mozambique 4637 1017 398 250 5035 1267 89.3 62.1
Namibia 165 13 10156 9155 10321 9168 18 0.2
Niger 32 1 1097 304 1128 304 7.8 10
Nigeria 2023 2670 1535982 1851079 1538006 1853749 0.2 0.2
Rwanda 519 667 546 654 1065 1321 42.6 417
S. Tom.& P. 2 0 322 102 324 102 7.1 0.0
Sénégal 95 939 2145 14129 2241 15068 8.7 18.6
Seychelles 6 0 1284 6258 1290 6258 12 0.0
SierraLeone 52 80 2149 903 2201 983 4.3 8.9
Somalia 37 16 74 78 112 94 22.7 28.2
South Africa 28674 29131 842138 1042050 870812 1071181 33 2.7
Sudan 23 68 390 508 413 575 n.d. 10.0
Swaziland 1996 1050 7621 19726 %617 20776 14.8 55
Tanzania 1996 1786 6450 4772 8446 6559 23.4 274
Togo 373 244 551 1850 924 204 50.6 20.7
Uganda 3786 2845 1586 1224 5373 4069 733 66.3
Zambia 308 204 8255 2972 8563 3176 4.8 8.3
Zimbabwe 5583 6713 25360 17030 30943 23743 17.1 27.8
SSA 200561 189643 3909566 4685074 110127 4874727 5.3 71

Source: US Internationa Trade Commisson (USITC)
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Table 2. Mgor Exporters of Agriculturd Products from SSA to the United States

Countriesd/ltems 1998-2000 2001 2002*
Totd SSA's exports ($ million) 752.6 757.6 569.9
Share of (%)
Cote dlvoire 404 30.0 253
South Africa 141 14.0 17.2
Maawi 6.2 7.8 6.7
Ghana 6.1 7.7 35
Kenya 4.8 5.1 5.2
M adagascar 4.2 111 18.8
Bhiopia 4.1 34 31
Liberia 39 5.4 6.0
Zimbabwe 2.9 3.1 4.1
Total share of the nine countries above 86.7 875 90.0
*Datain 2002 isfor the fird three quarters
Source: US Internationd Trade Commisson (USITC)
Table 3: Mgor Exporters of Nonagricultura Products from SSA to the United States
Countriedltems 1998-2000 2001 2002*
Totd SSA's exports ($ million) 13731 20303 12493
Share of (%)
Nigeria 385 439 324
South Africa 220 21.3 238
Angola 17.0 137 181
Gabon 10.1 8.5 9.8
Total shareof thefour countries above 87.7 87.4 84.1

*Datain 2002 isfor the fird three quarters
Source: US Internationa Trade Commission (USITC)
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Table 4: Regesson Reaults (p-vauesin parentheses)

Dependent Variable Full Sample Pog-AGOA Averageof Top 8 Agricultural
(46 countries) AGX;; O $100,000 Exporters
AGXi; (Quarterly (27 countries)
Agricultural Exports
from SSA country i to Al Exduding Al Exduding Al Exduding
US, in $1000) countries S. Africa countries S. Africa countries S. Africa
@ 2 ©) 4 ©) (6)
GDP, 0530 3198 0524 3498 0641 532
(millionsUS dollars) (0.530)* (0123 (0.676) (0.286) (0.809) (0.7110
GDP; -13811 -15.207 -23.79% -26.630 -77.300 -95.469
(billions US dallars) (0.001) (0.000) (0.001) (0.000) (0.001) (0.000)
N 0153 -0525 -0.027 -0492 0529 0.052
(1,000 inhabitants) (0.735) (0313 (0.966) (0537) (0.880) (0.989)
N 0.745 0953 1271 1681 3791 5483
(1,000 inhabitants) (0.082 (0.027) (0.083) (0.026) (0.125) (0.048)
do9 4256.2 4437.1 72724 7606.7 23912.7 28081.3
(1in 1999, and 0 ese) (0.010) (0.008) (0.010) (0.009) (0.012) (0.009)
doo 9784.8 9988.7 16811.0 174291 556589 64793.1
(1in 2000, and O else) (0.001) (0.002) (0.001) (0.002) (0.002) (0.000)
dol 10688.1 109101 182530 19178.3 600834 71270.2
(1in 2001, and 0 else) (0.003) (0.003) (0.003) (0.003) (0.009) (0.003)
do2 131276 133376 223339 233838 745492 87865.8
(1in 2002, and 0 else) (0.003) (0.003) (0.009) (0.003) (0.009) (0.003)
AGOA 376.1 4717 5825 394.9 11438 10275
(AGOA dummy) (0.765) (0.709) (0.793) (0.862) (0.885) (0.907)
VISA; 20705 16365 3106.0 2458.0 10084.8 8556.1
(Apparel visadummy) (0.175) (0.291) (0.191) (0.318) (0.180) (0.359)
Intercept -78475.6 -121757.6 -134464.6 -218589.7 -359417.2 -659910.2
(@) (0.406) (0.202) (0.406) (0.190) (0.503) (0.275)
N 874 855 513 494 151 132
Group 46 45 27 26 8 7
R-squared 0.0189 0.0236 00319 0.0386 0.1013 0.1282
Overall significance
(Prob>F) 0104 0.0374 0.0517 01127 02465 0.0909

*P-vaues are in parentheses
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