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Abstract The process of close integration in Eastern Africa has resulted in changes
in trade structures and production processes across borders. This paper presents the
transformations taking place in trade exchange in one of the initiatives of the
African community: the Intergovernmental Authority on Development (IGAD).
This paper offers a multidimensional analysis of the changes in foreign trade
structures of IGAD states, for example, trade creation effects, changes in compet-
itiveness, trade concentration or the similarities of IGAD’s trade with selected
economic integration communities in Sub-Saharan Africa. In order to ensure
uniformity in this analysis, the study is based on data compiled by international
organizations, mainly the United Nations Conference on Trade and Development
and the World Trade Organization (WTO).
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1 Introduction

The last decades of the twentieth century brought a significant acceleration in the
processes of globalization. This was exemplified in an increase in regional interac-
tions, especially with regard to bilateral and multilateral trade relations. The
political factor ceased to be the main driving force behind the integration of
countries and it was replaced by economic determinants. International integration
and cooperation are perceived by states as giving an opportunity to boost economic
development, even though there is no agreement as to the influence of the openness
of an economy (trade and capital flows) on the development of a country in
academic literature on the subject. In countries other than the most developed
ones the liberalization of foreign trade is not necessarily a factor contributing to
faster social and economic development.
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In the Eastern African region there are several barriers to regional cooperation
such as disparities in the levels of social and economic development, the problem of
poverty, institutional and infrastructural weaknesses, epidemics, political instability
and not infrequent military conflicts as well. Quite often, one of the reasons for the
failure of integration initiatives was attempts to transplant the integration solutions
worked out in developed countries to Africa. These models, consistent with liter-
ature on theories of international cooperation, did not perform well in the African
reality. However, despite these barriers the Intergovernmental Authority on Devel-
opment (IGAD) was established in 1996 and has remained in effect ever since and
at present comprises of eight countries—Djibouti, Eritrea, Ethiopia, Kenya, Soma-
lia, Sudan, South Sudan” and Uganda. IGAD’s mission is to guarantee food security
for the people and promote peace. It also oversees security and economic situations
(IGAD 2014). IGAD’s role, especially in the peace processes in Africa is remark-
able (Healy 2013). Among IGAD’s many objectives are boosting regional eco-
nomic cooperation in Eastern Africa, boosting joint development strategies (for
example, harmonizing polices with regard to trade and customs) and promoting and
realizing the objectives of the Common Market for Eastern and Southern Africa
(COMESA) and the African Economic Community (Dundas 2011).

The African continent is often analysed from the angles of poverty, development
assistance, problems in the agricultural sector, integration initiatives, political
problems, national and international security, trade inequalities and natural
resources. Publications which show Africa as an important growth pole and a
potential partner in trade and foreign investments have started appearing only
recently (Mataen 2012; Cieslik 2014). The first decade of the twenty-first century
brought about fundamental qualitative changes in African countries, indicating the
huge potential and developmental possibilities emerging out of them. Individual
countries in the region recorded the fastest economic growth in the world econ-
omy,” while most of the developed economies suffered from the economic crisis
and its consequences.

On the one hand, African countries have become more important players in
international markets while on the other hand, they have turned into a strategic
region for the most powerful countries in the world system (Cargill 2010). The next
decades, however, are expected to be a period of accelerated economic growth,
integration and development in the African continent (Ernst & Young 2013).
Therefore, this study is a contribution to further deliberations on the changes in
IGAD members’ positions in the global economy in terms of foreign trade.

' IGAD had its origins in the disastrous droughts that struck the Eastern African region in 1973 and
1984. In 1986 with support from the community the Intergovernmental Authority on Drought and
Development was established IGAD 2014).

2 The youngest member of this organization, joined IGAD in 2011.

3 For example, in 2013 Ethiopia’s economic growth reached 7 %, Kenya 5.1 %, Djibouti 5 % and
Sudan 2.9 %.
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The aim of this paper is to analyse foreign trade changes in IGAD member states
and the role that the states play in global exports with respect to liberalization
processes, their integration initiatives and competitiveness changes. The paper
focuses on commodity foreign trade that the investigated states have chosen as
the underpinning of their strategies of opening up to the world economy, especially
to the African economy. The analysis spans the years 1995-2012 (in some cases,
also 1994 and 2013). To make sure that the results are consistent and comparable,
data were obtained from databases kept by international organizations, mainly from
the United Nations Conference on Trade and Development (UNCTAD) database.

The paper consists of three sections and an introduction and conclusion. First, it
presents the IGAD community against the background of other African organiza-
tions. This section uses the most important and popular indicators to depict IGAD’s
position in the African economy. Standard measures as well as more comprehen-
sive methods like concentration and similarities are used in this section. The second
section is a study of the main changes in IGAD members’ foreign trade, especially
in terms of trade creation effects and technology intensity. The next section
analyses the changes in the competitiveness position of selected IGAD members’
exports (Ethiopia, Kenya and Sudan). The conclusion provides selected recommen-
dations for further regulation in foreign trade in the light of the presented
drawbacks.

2 IGAD Integration Initiative Against the Background
of Other African Communities

IGAD is one of the recent integration initiatives in the African continent. Unfortu-
nately, there are doubts if this community can be considered an international
organization under international law. The doubts are related to its possession of
international legal identity status and exercisable power. Generally, it meets the
objective criteria® and thus it can be said that IGAD has an international legal
personality. The IGAD Agreement does not spell out any clear rule regarding
IGAD’s international legal personality. However, Article 3 of the agreement states:
“The Authority shall have the capacity of a legal person to perform any legal act
appropriate to its purpose, in accordance with the present Agreement. In particular,
it shall have the capacity: (a) to contract; (b) to acquire and dispose of immovable
and movable property; and (c) to institute legal proceedings. The Authority shall, in
exercising its legal personality, be represented by the Executive Secretary’ (Agree-
ment Establishing the IGAD 1996). This provision relates to IGAD’s legal person-
ality and capacity in an ambiguous way. Although the IGAD Agreement does not
contain express provisions on IGAD’s international legal personality, the expressly

“IGAD has been created by countries by a treaty under international law and has its own
international organs.
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granted treaty-making power as well as immunities and the clear recognition of the
right to cooperate with other subjects of international law make the possession of
international legal personality by IGAD explicit. In addition, in order to execute its
objectives, IGAD has adopted relevant institutional acts which comply with the
rules of its constitution and applicable international laws (Weldesellassie 2011).

Leaving IGAD’s formal aspect aside, it is worth analysing this community in
relation to its economic performance. Against the background of other African
organizations, the IGAD community seems to be an important economy, though it
integrates a relatively small number of states. Especially in terms of regional GDP,
its share in the world GDP, real GDP per capita growth rates and FDI flows or
populations, IGAD seems to be a relevant community in African society. It also
achieves high indicators of intra-regional trade share in comparison to other
analysed organizations, indicating close trade interdependence among IGAD mem-
bers. Certainly, it is inferior to the largest economic blocs in Africa such as the
Common Market for Eastern and Southern Africa (COMESA), the Economic
Community of West African States (ECOWAS) and the Southern African Devel-
opment Community (SADC).” In terms of the intra-regional trade intensity index,
IGAD’s intra-regional trade is slightly relatively more important than trade flows
with non-member states. Unfortunately, GDP per capita and FDI inflows per capita
locate IGAD at a disadvantage in comparison to the other integration initiatives
analysed later in the paper (Table 1).

It is worth mentioning that in Africa we observe the ‘spaghetti bowl’ phenom-
enon in terms of international agreements and African regional economic organi-
zations (Hartzenberg 2011). Every country from this continent participates in at
least two economic communities, 30 states take part in three international agree-
ments, 18 countries in four organizations, with Kenya, the leader in this field,
participating in five economic blocs. This accumulation of economic agreements
results in obstacles to the trade effect of preferential integration and obfuscates the
whole picture of the regional cooperation process (Iddrisu 2012).

The factors that were to become particularly important in boosting the integra-
tion processes and socioeconomic development were the growing openness of the
economies and their ability to exploit the opportunities of globalization. While
analysing the changes in foreign trade channels of IGAD members, it is relevant not
only to study the basic indexes of foreign trade exchange, but also to present the
processes in which the trade structures of these countries are integrating, becoming
similar or drifting apart. In comparison to the other African international organi-
zations, IGAD’s openness is limited. It is plausibly an effect of military conflicts
within this region (the war between Ethiopia and Eritrea between May 1998 and
June 2000, or the ongoing Somali civil war) which coincided with the downturn in
the Kenyan economy during the last term of Daniel Toroitich arap Moi’s

5We should be cautious in analysing intra-regional trade shares because organizations with a
higher number of states and larger regions (in terms of total trade) tend to present a higher intra-
regional trade share.
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Fig. 1 Openness of selected international economic communities in Africa (1980-2012) (foreign
trade as a % of GDP). Source: Author’s study on the basis of UNCTAD (2014)

presidency. After IGAD was established, we observe a considerable increase in
openness or, more precisely, a shift from near autarky to limited trade exchange, but
after 1999 the openness has been maintained between 40 and 50 % (Fig. 1).

As a matter of fact, IGAD’s share of foreign trade in global trade is not
significant and has been subject to considerable fluctuations in the last decade.
Members of the organization are more active in terms of imports of goods and
services (more than 0.25 % of global imports in 2012) than in terms of exports
(about 0.1 % of global exports). IGAD’s share of foreign trade in total developing
African states’ trade, however, points to the important position of the organization
in the continent. In 2012, the share of the countries in question in African exports
was about 3.2 % and it has been quite stable since 2000. We can observe a rising
trend in imports: IGAD states’ share of imports in developing African countries’
imports increased from 6.5% in 2000 to 7.5 % in 2012. This increase can be
explained primarily by the increasing share in imports of Kenya, Sudan and Uganda
(UNCTAD 2014).

COMESA seems to be IGAD’s most important export market, which should not
be surprising, because this bloc is the largest in the Eastern African region and also
covers almost all IGAD countries (except for Somalia). In 2012, IGAD directed to
this community primarily food and livestock (32 % of the total exports to the bloc),
manufactured goods (21 %) and chemicals (10 %). The South African Development
Community (SADC) remained a significant export partner for IGAD, where it
exported mainly manufactured goods (25 % of the total exports to the community)
and chemical products (15 %). In terms of imports COMESA is also a lead market
which provided the IGAD region with machinery and transport equipment (70 % of
the total imports from the organization) in 2012. The second significant African
bloc that is active in IGAD imports is SADC. This community from Southern
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Fig. 2 Export structure of the IGAD countries in 1995-2012. Source: Author’s study on the basis
of UNCTAD (2014)

Africa mainly provided manufactured goods (31 %) and food and live animals
(22 %) (UNCTAD 2014).

Analysing the trade structure of IGAD countries, we can observe significant
changes between 1995 and 2012. Food remained the predominant export product of
the IGAD region; however, its share has decreased through the years. Crude
materials (mostly hides, textiles, wood and oil seeds) also have a considerable
share in IGAD’s exports. The insignificant share of manufacturing goods and still
little progress in this field over the past decade indicates that IGAD’s exports are not
advanced (Fig. 2). The import structure of IGAD states, in turn, has also not
changed considerably lately. Machinery and manufactured goods, chemicals and
fuels continue to shape the structure of imported commodities. All mentioned
products, except for fuel, have not changed their share in imports significantly.
Only fuel’s share has increased significantly since 1995 (Fig. 3).

The diversity of the revealed comparative advantages is also reflected in the
degree of similarities between foreign trade commodity structures of IGAD states.
In this study, the foreign trade commodity structures of the largest economic blocs
in Africa were adopted as the model. This analysis enabled us to indicate the
economic integration blocs similar to IGAD in terms of foreign trade structures
(applying Standard International Trade Classification, Rev.3). The Euclidean met-
ric formula was used in the study of the degree of similarity. Comparing 1995 and
2012, it can be observed that the structure of commodities exported by IGAD was
almost exact to the East African Community’s (EAC) structure, which the IGAD
members (Kenya and Uganda) largely shape. We also observed that IGAD is
becoming more similar to the Southern African Customs Union (SACU), SADC
and West African Economic and Monetary Union (WAEMU) models. IGAD has
clearly drifted away from the Economic and Monetary Community of Central
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Fig. 3 Import structure of the IGAD countries in 1995-2012. Source: Author’s study on the basis
of UNCTAD (2014)
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Fig. 4 Indicators of similarity of the export commodity structure of the IGAD states in 1995 and
2012 Source: author’s own calculations on the basis of UNCTAD (2014) using SITC Rev.3. The
n
Euclidean metric Z (xl- - y,-)2 has been used as the measure of similarity. The closer the value
i=1
is to one, the more different are the export structures of the analysed blocs. The closer the value is
to zero, the more similar the commodity structures

Africa (CEMAC), COMESA, Economic Community of Central African States
(ECCAS) and Economic Community of West African States (ECOWAS) models
(Fig. 4). COMESA’s exports are much more concentrated on fuels and
manufactured goods and food and live animals do not hold important positions in
the organization’s exports. ECOWAS, CEMAC and ECCAS focus generally on
mineral fuel exports and other groups of products have a limited share in their
export structures (UNCTAD 2014).
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Fig. 5 Indicators of similarity of the import commodity structure of the IGAD states in 1995 and
2012. Source: Author’s calculations on the basis of UNCTAD (2014) using SITC Rev.3. The
n
Euclidean metric Z (x,- — y,-)2 has been used as the measure of similarity. The closer the value
i=1
is to one, the more different are the export structures of the analysed blocs. The closer the value is
to zero, the more similar the commodity structures

As for the similarity in imports, we can observe small values of the Euclidean
metric, which implies a considerable similarity in the import structures of the
examined countries with reference to the analysed integration blocs. Among these
organizations, IGAD is characterized by the highest similarity with ECOWAS,
COMESA and certainly EAC models. Further, in the analysed period, IGAD
experienced the greatest decrease in similarity between its import structure and
CEMAC and ECCAS models. Generally speaking, the relatively low values of the
indicators which describe similarity in import structures mean that the structures of
imported commodities deviate insignificantly from the model established by the
other African communities (Fig. 5).

In terms of shaping the geographic composition of trade partners, the IGAD
region seems to behave similarly to all analysed economic communities in Africa.
In exports and imports, Euclidean metric values are small which indicate little
distance to the analysed economic African blocs. These indicators also prove that in
IGAD, like in all African communities, there is substantial diversification of trade
partners. Generally speaking, the analysed organizations are almost identical in
terms of the geographic structure of imports and slightly different in terms of export
structures (Figs. 6 and 7).
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3 Foreign Trade Changes in IGAD Member States:
Selected Statistics

When analysing IGAD’s trade exchange, it is hard not to notice the asymmetry of
this exchange. More than 80 % of the entire trade of the community is by Ethiopia,
Sudan and Kenya. In 2012, Kenya had a 33.6 % share in exports and imports, Sudan
a 25.4 9% share and Ethiopia a 22.7 % share (UNCTAD 2014). It would be hard to
question the fact that foreign trade within IGAD had no prominent place in the trade
of all the members of the organization, which focused on other markets. States in
the IGAD region trade little among themselves with the exception of Uganda,
Kenya and Ethiopia (Table 2). In 1995, the main trade markets for IGAD were
developed countries (70 % of total trade), but by 2012 the share of these markets
had decreased to 50 %. The most important export markets for IGAD in 2012 were
UEA (14 %), China (8 %) and Tanzania and the Netherlands (both 5 %). In 2012,
the IGAD states imported mostly from China (16 %), India (11 %), Saudi Arabia
(7 %), the United States (6 %) and the UAE (6 %) (UNCTAD 2014). It should be
noted that there has been a growth trend in foreign trade of all IGAD countries from
2000, which was disturbed in 2009 by the global crisis (Chauvin and Geis 2011).

3.1 Trade Diversion and Trade Creation Effect

It is worth answering the question if IGAD’s establishment in 1996 resulted in a
trade creation effect and a trade diversion effect. Due to the limited length of this
paper, only the results of this analysis are presented. This approach relies on the
indices of income elasticity of import demand. The trade diversion effect occurs
when the average dynamics of IGAD imports from countries outside the organiza-
tion (e.;—before integration, e.,—after integration) before the establishment of the
bloc in relation to the annual average dynamics of IGAD states’ GDP before 1996 is
higher than these indicators after the establishment of IGAD (E.,—before integra-
tion, E.,—after integration). Matrices of intra-regional trades, calculated dynamics
of GDP and import from non-members of IGAD for two periods 1994-1996 and
1997-1999 should be created in the analysis. The results are:

Table 2 PercenFage share of Country Export Import

trac?e tu'rnover Wlt.h the IGAD Djibouti 12% 32%

region in the foreign trade of

the bloc’s members (2012) Eritrea 0.1% 1.7%
Ethiopia 19.4 % 2.7 %
Kenya 15.0% 1.4 %
Somalia 0.2% 1.0%
Sudan 3.4 % 2.3%
Uganda 20.6 % 13.6 %

Source: Author’s calculations on the basis of UNCTAD (2014)
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€c1 €2
— =0.745353; — =1.028765
Ecl ’ E('Z
zd < ;ﬁ — the trade diversion effect is not observed
cl 2

This means that the creation of the IGAD region in 1996 did not contribute to the
emergence of the trade diversion effect. Intra-trade did not push out trade with
states outside the community. This is also proved by the percentage share of imports
with IGAD in imports of community members (Table 2). Moreover, we should take
into account some important limitations of this analysis. Firstly, the research takes
into consideration only short periods of time (3 years before and after the introduc-
tion of changes in IGAD’s status). For a longer period, perhaps these indicators may
be different. Secondly, according to official data, the consensus view is that intra-
African trade is generally low. These results, however, are problematic because
they do not take into consideration any informal trade flows, which are relatively
high in East Africa. For instance, Ugandan informal exports to its neighbors
represented US$224 million or 83 % of its total recorded trade to these countries
in 2006. In 2009 and 2010, Ugandan informal exports to its neighbors were worth
US$790 million and US$520 million respectively (Afrika and Ajumbo 2012).

A popular method of calculating the trade creation effect is gross effect by
Balassa (1998). This means that we do not adjudicate whether raising imports has
replaced domestic production or third countries’ production. First, the total creation
effect was calculated. Two years were taken into consideration: 1997 (the first year
after the reorganization of IGAD) and 2012 (the last year for which statistics are
available for most of the member states). The creation effect for exports and
imports was calculated according to the following method assuming linear
extrapolation:

(a) Export creation effect (total)

Cc _ c c Xfo06 = X{ooy
E,, X1997 - [X1996 + 5 ]

ex

where
ES —creation effect in total exports
X [99;—real exports of each country to the IGAD region
X oo — X . . .
X{gge + —25—1*'—the hypothetical exports of each country if the IGAD region
does not exist

(b) Creation effect in i product group export

X

i _ i i X{we — 1i991

E, = Xigor — [Xigos + s
where

E, —creation effect in i product group

X {997—real exports of i product group in 1997
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X {996 + M—the hypothetical exports of i product group if the IGAD

region does not exist

(c) Import creation effect (total)

C c _ c Floos = Fioor
E; Fl997 [F1996 + 5 ]

m

where

Ef, —creation effect in total imports

F {9 —real imports of each country from the IGAD region

Flogs + Mtbe hypothetical imports of each country if the IGAD region
does not exist
(d) Creation effect in i product group import

Ej, = Fiog; — [Flogs + Fioe T ;FIILM]

where

Efm —creation effect in i product group

F f997—real import of i product group in 1997

F {996 + M —the hypothetical imports of i product group if the IGAD
region does not exist

For 2012 an analogical methodology was applied.

Unfortunately, there are no explicit results of this calculation. Generally, we
cannot see any impressive and stable trade creation effects in IGAD members,
though some trade liberalization measures have been introduced. The exports
creation effect existed at the beginning of the changes in IGAD regulations. This
was unlike the imports creation effect, which was stronger in 2012. In 1997, total
exports of member states to the IGAD region accounted for US$432 million, (23 %
was the creation effect). In 2012, this tendency was the opposite when the total
exports of member states to the IGAD region amounted to US$2336 million, which,
according to the calculation, was 0.01 % less because of the existence of the IGAD
community. It is observed that export creation occurred mostly because of Ethiopia.
Only three countries’ exports (Ethiopia, Somalia and Sudan) benefited from the
changes in IGAD regulations in 1996. In 2012, the situation worsened: only in
Somalia and Uganda was there the creation effect while the overall (for all member
states together) export creation effect did not occur. In terms of imports, there were
opposite effects: the first year after changes in IGAD’s status did not bring any
import creation, but in 2012 the total effect occurred because of Eritrea, Kenya and
Somalia. In 1997 total imports of member states from the IGAD region accounted
for US$638.5 million, which, according to the calculation, was 0.02 % less because
of the existence of this community. In 2012, total imports of IGAD members from
the community amounted to US$1947 million, with the creation effect of 0.05 %
(Table 3).
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Table 3 The effects of IGAD initiative on trade creation and diversion (1997 and 2012) (US$ in

thousands)

Country Creation effect in total exports Creation effect in total imports
1997 2012 1997 2012

Djibouti —20,600 —9056 —101 934
Eritrea —2521 —275 n.a. 50,175
Ethiopia 13,889 —44,150 —41,862 —40,751
Kenya —43,003 —298,813 15,730 54,806
Somalia 487 1925 —1044 47,497
Sudan 522 —110,399 —1963 —93,053
Uganda —3602 85,863 —16,831 —159,379
Total 1009 —275 —101 934

Source: Author’s calculations on the basis of UNCTAD (2014)

In terms of product groups it is difficult to evaluate which type of goods
benefited the most from the IGAD initiative. We also face serious lack of data for
many states. The highest creation effect occurred in product group ‘crude materials,
inedible, except fuels’ in 1997 Ethiopia’s exports in this product group increased by
24 9% because of the creation effect. The largest negative influence of IGAD
initiatives on exports was seen in Kenya’s manufactured goods’ exports in 1997,
which were 6.7 % lower than without IGAD’s existence. In 2012, Uganda experi-
enced the most significant creation effect in terms of food and live animals—14.2 %
of the exports of this product group were the result of the creation effect. Generally,
Kenya’s exports suffered the most because of IGAD, especially the product groups
of ‘machinery and transport equipment’ and ‘food and live animals’. The negative
impact on these product groups amounted to 75 and 47 % respectively. Neverthe-
less, the largest decrease in export values was observed in Sudan in terms of mineral
fuels, lubricants and related materials (Table 4).

Research on the import creation effect has some limitations because of the
limited availability of statistical data for 1997. This is also the reason why we
focus on IGAD’s impact on imports only in 2012. The creation effect was visible
especially in the more advanced product group of ‘machinery and transport equip-
ment’ in 2012. This effect was driven mainly by Eritrea’s imports of this product
group, but almost all IGAD members (except for Uganda) registered import
creation effects in this product group. The creation effect in Eritrea’s imports of
‘machinery and transport equipment’ amounted to more than 96 %. The most
dramatic decrease in the imports of almost all product groups due to the creation
effect was seen in Eritrea and Uganda. Eritrea suffered most from the negative
creation effect in the group ‘food and live animals’, whereas Uganda registered the
deepest negative effect in ‘manufactured goods’ imports (almost 37 % lower than
without IGAD’s existence). A serious negative creation effect was also seen in
Ethiopia’s imports of mineral fuels, lubricants and related materials. Generally,
‘manufactured goods’ was the group of products that suffered the most due to the
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import creation effect in 2012 (almost 29 % decrease in value because of IGAD’s
new status), but this falloff was driven only by Uganda (Table 5).

3.2 Trade Concentration

The geographical concentration of IGAD members’ (except for Sudan and Eritrea)
exports and imports was investigated with the Herfindahl-Hirschman Index (HHI).
Eritrea experienced the most significant increase in the geographical concentration
of exports. In 2000, almost 45 % of Eritrea’s exports went to Yemen. By 2012,
however, the structure of its main export partners’ had shifted towards Canada,
where almost 94 % of its exports went. The opposite trend is observed in Djibouti,
where exports focused on Ethiopia (47 %) in 1995. In 2012, Djibouti exported
mainly to UAE (21 %) and Yemen (18 %). Kenya was characterized by the lowest
geographical concentration. Its exports focus was on markets in Uganda, the
Netherlands, the UK and USA. Analysing the diversification in import markets
we also cannot see any uniform trends in all IGAD states. Only Eritrea and Uganda
decreased their import concentrations slightly. In 2012, Eritrea imported primarily
from China, Egypt and Italy, while Uganda imported from India, Kenya and China.
Kenya and Sudan held the lowest import concentration indexes in 2012. However,
import market concentration indices measured in HHI are much lower than HH
indexes in exports. This implies a rather moderate concentration of imports of
IGAD members (Table 6).

While analysing the synthetic measures of concentration of commodity struc-
tures of exports and imports (applying Standard International Trade Classification,
Rev.3), we can observe that there is no clear tendency among IGAD member states.
States such as Sudan, Somalia and FEritrea were characterized by really high
concentration of exports in 2012. In 2012, almost 81 % of Sudan’s exports were
realized by groups of crude and refined petroleum and gold. Somalia primarily
exported livestock (sheep, goats and bovine) and wood charcoal. Eritrea concen-
trated its exports on gold, silver and hides. Both the Gini coefficient and the
Herfindahl Index (HI) in these three countries were high and pointed to the high
degree of commodity export concentration. The other IGAD members, especially
Kenya, were characterized by more diversified exports in 2012. Kenya exported
mainly tea and coffee, cut flowers and refined petroleum. Djibouti concentrated its
exports on refined petroleum, livestock and coffee. Ethiopia, in turn, focused on
exporting coffee, oily seeds, vegetables and cut flowers. Uganda sold abroad
primarily coffee, broadcasting equipment and fish. Uganda is a country that has
managed to diversify the structure of its exports most significantly in 1995-2012. In
contrast, in Djibouti, Eritrea and Sudan the opposite trend is observed. In the period
under analysis Djibouti focused more on exports of livestock and petroleum, while
Eritrea exported gold and Sudan sold petroleum and gold abroad. The commodity
concentration was lower in imports, regardless of the indicators which were taken
into account. Unquestionably, Somalia had the most concentrated imports. In
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Table 6 Index of export and import market concentration of the IGAD countries (1995 and 2012)

Exports Imports

1995 2012 1995 2012
Djibuti 0.273 0.108 0.082 0.118
Eritrea 0.254 0.884 0.112 0.098
Ethiopia 0.134 0.060 0.068 0.099
Kenya 0.064 0.053 0.057 0.063
Somalia 0.541 0.475 0.106 0.160
Sudan 0.068 0.302 0.048 0.062
Uganda 0.076 0.065 0.119 0.080
IGAD 0.045 0.045 0.044 0.060

Note: A HH index below 0.01 indicates a highly competitive index. A HH index below 0.15
indicates an unconcentrated index. A HHI index between 0.15 and 0.25 indicates moderate
concentration. A HHI above 0.25 indicates high concentration

HH index formula: HHI = £"S/?, where S;: market share of country i

Source: Author’s calculations on the basis of UNCTAD (2014)

Somalia, vegetables, rice, raw sugar, pasta and wheat flour constituted more than
half of the imports value in 2012. The other countries were characterized by more
fragmented and diversified imports (Table 7).

3.3 Trade by Technology Intensity

A weakness of the export structure of IGAD members is that the high-tech products’
share of their exports continues to be low. This opinion is expressed here although it
is still uncertain whether in the case of developing countries high-tech exports can
really be treated as a solid indication of their technological development (Mani
2000; Srholec 2005). These doubts are usually justified by the statement that
technologically advanced exports do not necessarily have to be the result of actual
innovative activities in the countries, but rather of a suitable position in global value
chains based on revealed comparative advantages (vertical specialization) (Dicken
etal.2011). We can explain the low technological advancements in IGAD countries
by their very low share of expenses on research and development. For example,
Kenya allocated most expenses to R&D activities, (0.42 % of its GDP in 2012),
followed by Uganda, which allocated 0.41 % of its GDP to this goal. In comparison,
the average for the EU-27 in this regard was 2.03 % of the GDP in 2012 (Eurostat
2014). Total R&D personnel per million inhabitants amounted to 150 in Ethiopia in
2010, 180 in Kenya, 63 in Uganda in 2007 and 751 in Sudan in 2005° (the latest
available data). As compared to developed countries, these figures are considerable
lower. For instance, in 2010, in UK the total number of R&D personnel per million
inhabitants was 8448, in Finland it was 14,900 and in Japan it was 9105. The number
of researchers per million dwellers in the IGAD states was also lower. In 2007, there

S Overestimated or based on overestimated data according to UNESCO.
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Table 8 Structure of exports of manufactured products in terms of technological advancements
(1995 and 2012)

Djibouti | Eritrea | Ethiopia | Kenya |Somalia | Sudan | Uganda
Labor-inten- 1995 |23.8% 189% |97.0% 359% |169% |83.0% |17.6%

sive and 2012 | 14.0% |57.8% |56.1% 360% |477% |35.6%" |28.5%

resource-
intensive
Low-skill and | 1995 |16.6 % 11.8% |0.0% 21.4% [29.0% |0.6% 21.1%
technology- 2012 | 11.6% 1.7% |23% 149% |13 % 113%* |15.6%
intensive
Medium-skill | 1995 |419% |54.7% |0.0% 13.4% |302% 11.1% [30.5%
and technol- 12012 (41.9% |92% |315% |167% |31.5% |11.1%" |17.0%
ogy-intensive
High-skill and | 1995 |17.6 % 146% |3.0% 294% |239% |53% 30.7 %

technology- 2012 |32.5% 31.3% |10.0% 324% [195% |42.0%" |389%
intensive

“Estimation
Source: UNCTAD

were 30, 93 and 29 researchers in Ethiopia, Kenya and Uganda respectively. As
compared to numbers from developed countries (10,094 in Finland, 6942 in Japan,
or 6187 in the UK in 2007) these figures are small (UNESCO 2014). In the Global
Innovation Index (2013), Uganda was the leader in the IGAD region—it had the 8§9th
place among 142 countries in this ranking, while Sudan held the last but one position
in this ranking (World Economic Forum 2013). In turn, in the Knowledge Economy
Index 2012, Kenya (111) reached the highest position.

With regard to the share of high-tech product exports in the total manufactured
goods’ export value, in 2012 it was the highest for Sudan (42 %). However, this data
is merely an estimation and this share is questionable because of a lack of latest
R&D statistics and the low rank that the country has in the Global Innovation Index.
The second country in terms of high-tech exports is Uganda. The country’s high
percentage of high-tech exports is primarily the result of inflows of foreign direct
investment connected with parts and components for electrical and electronic goods
and the development of this sector within the country.” Also, Uganda has improved
its performance partly due to the recently increased investments in oil manufactur-
ing and services sectors, which are reflected in improvements in its exports struc-
ture. In Eritrea, Ethiopia and Somalia around half of the manufactured exports still
consist of labor-intensive and resource-intensive products.® We can see an optimis-
tic tendency in high-skill and technology-intensive exports between 1995 and 2012.
The share of these exports increased in all analysed countries, except for Somalia
(Table 8).

7 The World Investment Report 2013 shows that Uganda is the leading recipient of FDI in the East
African region (UNCTAD 2013).

8 The massive oil and gas deposits found in Kenya, Somalia and Uganda, are going to define their
economies as so-called petro-dollar economies. In these three countries have operated
Pan-Continental, Tullow, Anadarko, ENI, Statoil, CAMAC, BG Group, Swiss Oil, Total, CNOOC,
General Energy Plc, Conoco-Philips, Royal Dutch Shell, Exxon Mobil and BP (New African 2014).
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4 Competitiveness of Exports of the Selected IGAD States

IGAD’s accession to international markets has resulted in adjustments to global
trade systems and in changes in competiveness indicators. Generally, we observe
economic synergies between Africa and the world by revealing the advantages
resulting from combining sectoral and national potentials on a win-win basis.
Consequently, it is worth analysing the changes in the competitive positions of
IGAD states. The analysis covers three economies in the IGAD region: Ethiopia,
Kenya and Sudan and their relations to selected regions and country groups. The
rest of the IGAD countries had to be excluded from this study due to lack of reliable
and comparable data. Annual export and import dynamics were calculated in order
to evaluate the changes in competitive positions. These indicators were adjusted to
currency exchange fluctuations (changes of exchange rates of the local currencies to
US$) and volatility of commodity prices in the international market. The indicator
formula is:

AggiXly — AX, / AX,

where Aadejn is adjusted annual dynamics export of region/country j in n
product group,

AX', / AX, is real dynamics of export value of region/country j in n product
group in relation to real annual dynamics of total export of the analysed country.

If the indicator is above zero (Aadejn — AXJ, /| AX,>0), it means that the
analysed country improved its competitive position in a given region/country. If the
indicator is below zero (Aadejn — AXJ, / AX, <0), it means that the analysed
country deteriorated its competitive position in a given region/country.

Generally, it is difficult to find a common tendency in changes in competitive
positions in particular product groups. Only in beverages and tobacco all analysed
countries indicated improvements in their international positions. In the case of
other product groups the results varied widely. For example, Uganda’s competitive
position improved in almost all product groups and in relation to the analysed
regions during 1995-2012. Kenya’s competitive position deteriorated in relation to
developed countries, especially in relation to Eastern African developing states. In
the case of Ethiopia, a lot of data is not available, so it is difficult to point out a trend
in changes in its international position. Sudan’s competitive position worsened
almost in all the product groups in relation to the analysed regions, except for
fuels and chemicals (Table 9).

The commodity structure of exports and changes in competitive positions of
IGAD countries are related to specialization in international exports. In order to
express the relative comparative advantage of a given commodity group in exports,
it is most appropriate to calculate the International Specialization Index. For this,
we used the revealed comparative advantage index (Balassa 1965). Generally, the
IGAD countries export primarily those products in which they have a comparative
advantage or in which their competitiveness has improved recently. When we
calculate the revealed comparative advantage index for selected countries we see
that they moved in the same direction as the changes in competitive positions
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A. Ethiopia
1995
12
10
6
4 = Food and live
2 animals
2012 Q 2000
Crude materials,
inedible, except
fuels
2005
1995
0.8
0,7
0.6
0.5
0.4 == Chemicals and related
0.3 products, n.e.s.
0.2 Manufactured goods
0.1
2012 o= 2000
Beverages and tobacco
== Machinery and transport
equipment
2005

Fig. 8 The revealed comparative advantage indexes (RCA;) of Ethiopia, Kenya and Sudan
between 1995 and 2012. Source: Author’s calculations on the basis of UNCTAD (2014). Note:
RCAjx = Xi/Zk Xi)/(Xwi/Zk Xwk), Where: X; =country i’s exports of product k; X, = world
exports of product k. RCAj, > 1—revealed comparative advantage in export of product j

calculated earlier. Ethiopia and Kenya were characterized by revealed comparative
advantages in terms of food and live animals and crude materials. Additionally,
Kenya proved to be competitive in beverages and tobacco and in manufactured
goods. Sudan specialized only in mineral fuels. The remaining product groups
seemed to be still in a disadvantaged position in world trade exchange. None of
these countries had comparative advantages in more technologically advanced
commodity groups, such as machinery and electronics or transport industry prod-
ucts (Fig. 8).

The following conclusions can be drawn from this analysis for the three selected
IGAD members:
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B. Kenya
1995
10
8 === Food and live animals
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2012 2000
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2012 2000

Machinery and transport
equipment
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Fig. 8 (continued)

1. Ethiopia:

35

(a) generally, we cannot observe any explicit positive trend in Ethiopia’s
overall competitiveness due to both external and domestic factors including

poor international prices, structural supplies and logistical challenges;

(b) the country improved its competitiveness especially in exports of beverages

and tobacco with regard to all analysed regions and groups of states;

(c) in terms of more advanced goods (for example, machinery and transport
equipment), it improved its competitiveness with respect to the world as a

whole and its closest neighborhood (East Africa);

(d) generally, we observe a deterioration in the country’s competitive position
in terms of minerals fuels, but we do not have complete data to illustrate

exXports;
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C. Sudan
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Fig. 8 (continued)

(e)

®

(€9)

revealed comparative advantages improved in three of the six analysed
groups of products between 1995 and 2012. Beverages and tobacco, crude
minerals (except fuels) and machinery and transport equipment; food and
live animals; chemicals and related products; and manufactured goods
deteriorated their RCA; between 1995 and 2012; the most dramatic
decrease in the RCA; index was noticed in manufactured goods;

in 2012, the country was characterized by revealed comparative advantages
in primary products, for example, food, live animals and crude materials;
the most significant increase in the RCA; index was observed in crude
materials;

unfortunately more advanced products such as manufactured goods, are
still at a comparative disadvantage, though improvements in the RCA; of
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these products, especially in machinery and transport equipment have been
observed.

2. Kenya:

(a)
(b)

(©)

(d)
(e)

®

we can observe an explicit trend in its competitiveness position: almost all
product groups, except for mineral fuels, improved their positions;

an important aspect of the improvement in Kenya’s competitiveness posi-
tion is the fact that the product group ‘machinery and transport equipment’
improved its competitiveness in relation to almost all analysed regions
(except for Eastern Africa developing countries);

deterioration in mineral fuels, lubricants and related materials’ competi-
tiveness positions with respect to all regions indicates that Kenya’s exports
have become more advanced;

between 1995 and 2012 the most significant increase in RCA; was observed
in beverages and tobacco and also in crude minerals, except fuels;
improvements in Kenya’s competitiveness position in exports can be
explained by its promoting trade facilitation through enhancements at the
Port of Mombasa (now operating 24/7), investing in improvements in the
northern corridor road network, starting the construction of the Standard
Gauge Railway to link Mombasa to Kampala with a loan from China,
launching the Lamu Port and South Sudan-Ethiopia Transport road and
rail network with the construction of berths at Lamu and the Jomo Kenyatta
International Airport which remains the gateway to East Africa;

Kenya actively promotes and conducts trade with all its neighbors.

3. Sudan

(a)

(b)

(©)
(d)

we can observe a clear trend in Sudan’s competitiveness position: almost
all product groups, except for mineral fuels and chemical products, deteri-
orated their positions; mineral fuels, lubricants and related materials were
the only products that improved their competitive positions with regard to
all analysed regions; between 1995 and 2012 the most significant increase
in RCA; was observed in mineral fuels, lubricants and related materials;
deterioration in almost all product groups’ competitiveness positions with
respect to all regions indicates that Sudan’s exports have become less
advanced and more concentrated on resource-based goods;

crude materials, inedible, except fuels significantly deteriorated their RCA;
between 1995 and 2012;

the pessimistic picture of Sudan’s exports’ competitiveness and in its
comparative advantage is because of the very difficult and unstable polit-
ical and international situation in this state; although Sudan is a member of
COMESA, it has not implemented the tariff-reform program; moreover, the
depletion of its foreign exchange reserves limits the potential for a signif-
icant reduction of tariffs or other restrictions on imports;
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(e) unbalanced exports and concentration on resources is the result of the
policy of elimination of external debt.”

5 Conclusion

Leaving aside the influence of the redistribution of income between countries with
different levels of development, which has already been discussed on numerous
occasions in academic literature, the introduction of international fragmentation of
production has made it possible to boost selected branches of the IGAD economy in
which there had already been comparative advantages or at least a fair chance for
increasing international competitiveness (Feenstra 1998). Therefore, it is an attrac-
tive development strategy for the Eastern African region to participate in interna-
tional trade (Ernst & Young 2014).

Reducing the development gap between them and the developed countries and
creating a stable economic environment is a priority for the IGAD states (IFC and
The World Bank 2014). One of the ways of achieving this goal is by ensuring
proper management of foreign trade and gradually joining the global economy.
However, IGAD members are very diverse in terms of their economic levels and
social and institutional development, and there are also considerable differences in
the orientation of their foreign policies which translate into trade flows. The
community has not defined one common policy and its members largely realize
their particular goals, thus causing even greater economic polarization in the region.
However, the omnipresent delocalization and fragmentation of production have not
left this region unaffected. The most economically advanced countries in the region
joined the international trade the earliest. Transformations in Eastern African
economies resulted in foreign enterprises deciding to take advantage of the coun-
tries’ comparative advantages. Thanks to its factors of production and level of
development the IGAD region seems to be attractive for four types of investors,
looking for four things: resources, a ready market, a reduction in production costs
and strategic assets (for example, the power industry and the railroad network)
(Proksch 2003; Ernst & Young 2014).

Nevertheless, we should remember that the IGAD region is still unstable and that
it is a pivotal geopolitical pressure point in world politics. That is why economic
development and integration within the community may be the solution to political,
ideological, religious and ethnic problems which are often compounded by natural
disasters like widespread droughts and famines in the region.

 As Sudan had become the world’s largest debtor to the World Bank and the International
Monetary Fund by 1993, its relationship with the international financial institutions soured in
the mid-1990s. Since then the government has taken steps to improve its performance. Fiscal
expansion, high oil exports and substantial inflows of capital have contributed to a strengthening of
the dinar (PRS 2011).
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