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Executive Summary

This study deals with the effects of regional tradthe ECOWAS region on decent
employment. The first part analyzes the compositibmegional versus global trade in
terms of its linkages with three dimensions of d¢ocsork: Number of jobs, labour
productivity, and employment and income securityarues that regional trade has an
important role for all three dimensions, but thdfe&s vary substantially across
countries. Following recent trends in internatiotratle literature, the second part looks
at firm level data to identify differences in thengoyment characteristics of domestic
firms, regional exporters, and global exportersfiits that both regional and global
exporters are larger, have higher labour produgti@nd pay higher wages compared to
domestic firms, but are not significantly differéndbm one another in these categories.
This means that regional exporters create highitguabs, but in the context of firm
level trade models it also suggests that they poatio face high trade costs which may
prevent less productive firms from entering thaaregl market.

Keywords: Trade, Regional Integration, Employm&@OWAS, Africa

JEL classification: F13 (Trade Policy), F15 (Ecomointegration), F16 (Trade and
Labour Market Interactions)
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1.

Introduction

In 2010, ECOWAS adopted its “West African Commodustrial Policy”. One of its
key objectives is to increase the share of intggereal trade from currently around 12% of
total trade to 40% in 2030, with a vision to “maiint a solid industrial structure, which is
globally competitive, environment-friendly and chfg of significantly improving the
living standards of the people by 2030” (ECOWASL@P This is the latest step in a long
history of ambitious attempts for regional integmtin West Africa, and it follows a
global trend towards regionalization of trade iméign.

The increasing interest in regional integratiomnfien attributed to the disappointing
progress of multilateral trade negotiations in W&O. But there also appears to be a
widespread notion that regional trade — in some way“better” for developing countries
than trade with the rest of the world. For examfite, recently published fourth report on
Assessing Regional Integration in Africa (Africae\2lopment Bank, African Union, UN
Economic Commission for Africa, 2010) emphasizesithportance of regional trade for
development and poverty reduction in Africa. At 8ame time, aid for trade projects are
increasingly taking a regional focus, for instartme providing technical support for
regional institutions, cross-border transport cmrs, and other trade facilitation measures.
Undoubtedly, trading with regional neighbours isiaportant part of a country’s overall
trade expansion. But is there indeed somethingnsitally different to regional trade
compared to trade with the rest of the world immziof its development potential? And if
so, what are these differences and how can thegxpmited in order to maximize the
development impact of trade?

The purpose of this paper is to shed light on anedspect of these questions for the
ECOWAS region: The contribution of regional tradethe creation of decent jobs. The
concept of decent work underlines that beyond trentity of jobs created, there is also an
important quality dimension, which includes (butnist limited to) the productivity of
work, the wage earned, and the security of employm€o the extent possible, these
qualitative aspects of employment will be considere the analysis of regional trade in
ECOWAS.

The paper is structured as follows. Section 2 gavésief overview of the history of
regional integration in West Africa and the currlevel of regional trade. Section 3 takes a
classical trade perspective on revealed comparatidgantage. The idea is that
comparative advantage can differ for the same cpuhepending on the partner it is
trading with, and therefore, the composition of @xp may be different for regional than
for global trade. This section analyses the difiees between regional and global trade
composition with respect to their likely impact &ry aspects of decent employment
creation. Section 4 follows a more recent strandrafie literature which, rather than
looking at comparative advantage, focuses on diffees at the firm level to explain
exporting behaviour. This section uses World Baiin flevel survey data from 7
ECOWAS countries to analyze whether and how redjipmxporting firms are different
from globally exporting firms in terms of their elapment characteristics. It also relies on
anecdotal evidence collected through structureehmews conducted by the author with
exporting firms in Senegal and Benin in 2011. $ech concludes.



2.

Background: Regional Trade in ECOWAS

The ECOWAS region includes fifteen countries in YWafsica. It can be sub-divided
in two groups: The eightynion Economique et Monetaire Ouest Africaifi¢dEMOA)
members (Benin, Burkina Faso, Cote d’lvoire, GuiBgssau, Mali, Niger, Senegal and
Togo), who adopted the CFA franc as a common cayreand non-UEMOA members
Cape Verde, Ghana, Guinea, The Gambia, Nigeriariatand Sierra Leone.

ECOWAS was established in 1975 as a free trade &ne2000, UEMOA also
became a customs union, which was eventually egtértd cover all of ECOWAS.
However, the actual implementation of both interfibkralization and the common
external tariff has been very slow and many mencbentries in practice still do not fully
comply with their obligations. A particular challgmis the integration of Nigeria, which
maintains a very complex tariff structure with highiff peaks and complete import bans
on a number of products.

A number of regional institutions were created tport and govern the regional
integration process, including the ECOWAS Commissidommunity Parliament, Court
of Justice, and the ECOWAS Bank for Investment @adelopment. Beyond trade policy,
additional integration steps were undertaken irualver of areas. For example, in 2004
the cross-border Initiative Programme (CIP) wasitded to support projects in areas such
as security and conflict prevention, health andcatlan, agriculture, trade and transport.
Furthermore, citizens of nine member countriesusmiag the ECOWAS passport, which
allows them to travel to any country of the regrathout a visa.

Since the signature of the Cotonou agreement i®,2BCOWAS countries are also
engaged in the negotiations for an Economic PastigrAgreement (EPA) with the EU.
The 2006 formal review of the negotiation processaaly found a lack of progress and
persistent disagreement, especially with respetttd@greement’s development provisions
and the amount of resources for financial assista@iven the delays and difficulties in
the negotiation process, the European Commissioptad a two-stage approach, asking
non-LDC countries to sign ‘interim EPAS’ limited tcade in goods in order not to lose
their privileged market access to the EU (LDCs grjaty free market access anyway
under the “Everything but Arms” (EBA) initiativeQf the four non-LDC members, Ghana
and Cote d’lvoire signed an interim EPA while Nigefell back to less favourable EU
market access under the Generalized System ofrBnefs (GSP). Cape Verde, after its
graduation from LDC status in 2008, obtained ammsibn of EBA until the end of 2011.
It has now been approved for EU market access uG®&#+, a special market access
status granted by the EU to developing countrias¢cbmmit to international standards on
human and labour rights, as well as environmentakption and good governance.

Critics argue that the EPA process can have a ivegatpact on regional integration
by further complicating the negotiations, imposoepdlines and procedures that are not
appropriate for the regions’ characteristics (déwl Gerard, 2010) (Gonzalez, 2007).
Arguably, the introduction of reciprocal free tradith the EU before the consolidation of
the regional market also carries the risk of ‘divey trade from regional markets to EU
markets (d'Achon & Gerard, 2010). ECOWAS memberkghberefore declared that they
see progress with regional integration as a présigufor the implementation of an EPA
with the EU (ECOWAS, 2005).

As illustrated in Figure 1, ECOWAS members are thaaheterogeneous group of
countries. Nigeria is by far the largest membermbiot terms of its population and its
economic weight. Per capita GDP (PPP) in the regamyges from US$396 (Liberia) to
US$3,650 (Cape Verde). With the exceptions of Cdprle, Nigeria, Ghana, and Cote
d’lvoire, all ECOWAS members are classified as td2sveloped Countries. In terms of
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Figure 1.
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economic structure, only a few member countriexehdeveloped sizeable manufacturing
industries, while most others depend primarily gniculture, services, and — in some
cases — oil and mineral extraction. Mali, Nigerd &urkina Faso are landlocked, while all
other member countries have access to the seaughhport infrastructure is not well

developed in some of them. Cape Verde is a sntalidseconomy.

Size and Economic Structure of ECOWAS members
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Source: All data from World Bank, World Development Indicators

Despite the above described political efforts,ghare of regional trade in ECOWAS
has remained more or less constant at a ratherldgel over the past two decades
(between 10% and 15% of total exports go to rediovakets with some fluctuation, but
no clear trend) However, this aggregate figure is very much daisd by Nigeria's
heavy weight in the regions total exports. Thesasisd mainly of oil and are to a large
extent directed to the global market. For other lm@ntountries, regional trade plays a
much more important role. Figure 2 shows exporteshlay destination for all ECOWAS
countries with data availability in the COMTRADE tdbhase between 2004 and 2008.
Calculations are made over the average for allsyeéth available data in order to get a
consolidated trend and reduce the impact of slkeom fluctuations. Data for 2010 is not
yet available for most countries, and 2009 wasusled as an outlier given the impact of
the global economic crisis on trade during thatry@afew product groups that comprise
mainly re-exports of (sometimes used) goods ardtednfrom the calculations in order to
reduce distortions through non-domestically produgeods to the extent possibl&@he
same trade data is underlying all graphs presentsection 3.

! Author’s calculation based on COMTRADE data.

2 The omitted product groups are the following tvigitd chapter from the 2002 UN Harmonized System:
HS84 - Nuclear Reactors, Boilers, Machinery And Nadcal Appliances; Parts Thereof

HS85 - Electrical Machinery And Equipment And Partereof; Sound Recorders And Reproducers, Tetavisi
Image And Sound Recorders And Reproducers, And Pard Accessories Of Such Articles
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Figure 2.

In this breakdown, only Nigeria and Guinea havalsirdigit shares of exports to
ECOWAS. For other countries in the region, thisoratan be as high as 59 per cent
(Togo), 55 per cent (Burkina Faso), or 46 per ¢8enhegal). The remainder of the paper is
dedicated to the analysis of the employment effe€tthis regional trade, compared to
trade with other parts of the world, and thus agesmo give an estimate of the potential
for enhanced regional trade to contribute to tleaton of decent jobs in the region.

Export Shares by Region for ECOWAS countries
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Source: Authors’ calculation based on data from COMTRADE.

HS86 - Railway Or Tramway Locomotives, Rolling-Stdend Parts Thereof; Railway Or Tramway Track
Fixtures And Fittings And Parts Thereof; Mechanigatluding Electro-Mechanical) Traffic Signalling
Equipment Of All Kinds

HS87 - Vehicles Other Than Railway Or Tramway RagjiStock, And Parts And Accessories Thereof
HS88 - Aircraft, Spacecraft, And Parts Thereof

HS89 - Ships, Boats And Floating Structures

HS90 - Optical, Photographic, Cinematographic, Meag, Checking, Precision, Medical Or Surgical
Instruments And Apparatus; Parts And Accessoriasddf

HS93 - Arms And Ammunition; Parts And Accessoriéeiieof

4



3. The Classic Trade Perspective: Regional vs. Glo  bal
Comparative Advantage and Linkages with Employment

I. Classic Trade Perspective

In a classic Heckscher-Ohlin perspective on tradeguntry’s export composition is
determined by its comparative advantage, whicluin ¢lepends on its factor endowments
relative to that of its trading partners. Thus, panative advantage of a given country may
vary depending on the trading partners’ factor @ndent. This would imply that the
product composition of regional trade can be gditierent from that of global trade, with
potential repercussions on its impact on employment

The 2011 World Trade Report (WTO, 2011) analyzee itbsue of product
composition differences between regional and glabbatle empirically across broad
categories of products (manufactures, parts angoonents, other). It concludes that while
there does not appear to be a general global patteny regional trading areas reveal
substantial differences in product composition leetv global and regional trade. For
instance, the share of intra-regional trade witii@ Andean community is found to be
much higher for manufactures than for other expootducts. ASEAN is found to have a
particularly high share of intra-regional trade fmarts and components. The numbers
presented for ECOWAS suggest that intra-PTA tractmanted for 8 per cehof total
exports of member countries, but 38 per cent of tmanufacturing exports and 32 per
cent of exports in parts and components.

A number of empirical studies have investigated ithpact of regional trade on
product composition and its economic and socialaictp in more depth for other regions
of the world. For example, (Kweka & Mboya, 2004) a case-study of Tanzania, find that
regional integration within SADC and EAC led to icrease in trade and that regional
trade had a higher anti-poverty impact as it inedlthe poor more directly by providing
them employment and sales opportunities. For BaligiNina & Andersen, 2004) find that
the export profile shifted from global markets tod& the Andean Community and
MERCOSUR partners, and at the same time export ositipn changed from minerals
towards vegetable fats, foods and beverages. Tgposted the diversification of the
country’s export portfolio. (Sanguinetti, Siedsahl& Martincus, 2010) find evidence that
regional integration in MERCOSUR reshaped manufatju production structures
according to regional comparative advantage.

On the theoretical side, (Venables, 2003) argues #pecialization will occur
according to regional rather than global compaeatadvantage as a consequence of
regional integration. He points out that this caad to divergence in terms of the
economic structure between regional trading pastneith industrialization only in the
more advanced ones. (McLaren, 2002) points outpheferential liberalization within a
region is likely to induce investment decisionstttesult in specialization towards trade
with regional partners (which may pose an obstéelenultilateral liberalization). Both
arguments are consistent with the idea of diffeeenin product composition between
global and regional trade, and add a dynamic petisgeon the interaction between
regional integration and comparative advantage.

Annex 1 presents a breakdown of ECOWAS membersirxy destination region
and broad product categories. It confirms the figdiof the above described literature in
the sense that for most countries, the compositi@xports to ECOWAS partners is quite

® These figures are based on 2007 data from COMTRARE to differences in country coverage and siadis
methods applied for cleaning the data, they ardullgtconsistent with the COMTRADE data preseniethis
paper.



different to that of exports to other African cotes (other SSA), major emerging markets
(BRIC = Brazil, Russia, China, India), high-incor@&CD countries (hiOECD), and the
rest of the world (RoW). The main exception herdligeria, whose exports to all regions
are strongly dominated by crude oil. This beinglstiere does not appear to be a clear-cut
pattern across countries in terms of what is emgoregionally and what is exported
globally.

For some countries, the share of manufactured gsodsbstantially higher among

ECOWAS exports than among exports to global markets

Benin exports manufactured Food, Beverages and cEobéncluding substantial
amounts of cigarettes) and some construction nadgefinainly steel and cement) to
ECOWAS, while exports to BRIC and RoW consist maiof agricultural products
(Cotton, some cashew nuts).

Cote d’lvoire exports mainly refined petroleum puot¥ to ECOWAS. Exports to
hiOECD comprise agricultural (cocoa), mining (crum and food products (cocoa
butter).

Ghana exports manufactured wood, plastic and ¢eptibducts to ECOWAS. Exports
to other SSA are dominated by semi-processed gaBbuth Africa. Exports to other
regions comprise a large per centage of traditiagetultural exports, mainly cocoa.

Senegal exports refined petroleum products, coctgdrumaterials (steel and cement)
and food products to the ECOWAS region. ExportsBRICs are dominated by

refined petroleum products, while exports to hiOE&inprise mainly fish and other
seafood.

Togo, the country with the highest share of iIntGEBVAS exports (59 per cent),
exports construction (steel and cement) and pacgagaterial as well as some food
products (margarine, flour, mineral water) to ECOS/AExport to other regions
comprise mainly agricultural (cotton, cocoa) anding (phosphates) products.

On the other hand, a number of ECOWAS countriesehbigher shares of

agricultural and fishery products among their regloexports that among their global
exports:

For Burkina Faso, exports to all regions are doteithdy one agricultural product,
cotton. Exports to ECOWAS also comprise a few famud tobacco products
(cigarettes, sugar, vegetable oil), while hiOECBoatontain some semi-processed
gold.

Guinea has very low regional exports, about halfvbich are in fish. Export to other
regions are dominated by aluminium and gold inedé&ht degrees of processing.

For Mali, agricultural products (live animals) dhe main export items to ECOWAS.
Agricultural products (in this case, mainly cott@i$o play an important role in its
export portfolio to BRIC, hiOECD and RoW. The mamport item, however, is
semi-processed gold, which is exported to Souticafand hiOECD.

* The classification used for these statistics fefidhe ISIC Rev. 2 industrial classification, whitdtegorizes
refined oil as a manufactured product while cruilésalassified as a mining product. It shoulddaaitioned
though that a substantial share of the value addexport products in this category is likely todmnstituted by
the value of the mineral, not by the additionalgassing step of refining.
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« Niger exports agricultural products (live animaisjons) to ECOWAS and uranium
ore and semi-processed gold to hiOECD.

The following sections of this chapter analyze hbe compositional differences in
regional vs. global trade are related to varioyeets of decent work.

ii. Employment Intensity

This section compares regional to global export mmsition in terms of direct
employment effects, to the extent possible givendtarcity of employment data for the
region. Obviously, such a comparison misses outgoortant secondary effects through
intermediate inputs, as well as income inducedcedfeFor a thorough analysis of these
effects, country specific work in the frameworkaimultiplier or CGE model would be
highly desirable. However, in the case of many EGCBAountries, this is still prevented
by a lack of reliable data. For the purpose of gaiper, the analysis of export composition
by employment intensity is therefore restrictedat@omparative perspective on direct
employment effects. This is a useful short-termsuea of the impact of different types of
trade on the labour market, but it misses out ergthality of the jobs created. This will be
addressed in the following sections of this paper.

Detailed country specific data on the employmetgrisity of output by industry is
not available for most ECOWAS countiesTherefore, global vs. regional export
composition is classified in terms of the industpecific labour cost share (labour costs /
total cost), which can be extracted from a Socieddunting Matrix (SAM). This measure
depends not just on employment intensity, but alsothe level of wages in a given
industry. It should be interpreted as a generalsoneaof how much of the value generated
by a given sector accrues to wage earners. It doesontain any information on the
distribution of wages. This dimension is only imtuzed indirectly through the breakdown
between skilled and unskilled labour.

SAMS are available from the GTAP database for Negand Senegal, as well as for
the rest of West Africa combined. The latter is dohsnainly on weighted averages
between the Nigerian and Senegalese data. As tip@g®iof this exercise is to classify
and compare the structure of trade according td@mpent intensity rather than a cross-
country comparison of production technology, therage labour cost shares across the
three SAMs are used for all countries. While thigynbe less accurate for each specific
country, it does ensure comparability of resultsose countries in the sense that
differences will only be determined by the expdristure. The SAMs break the economy
down into 58 sectors, and for each sector provifiguae on total output, as well as on the
input costs for skilled and unskilled labour. Bytolang this indicator with the industry
composition of exports to different destinatiorg tata underlying Figure 3 is calculated,
which shows the share of skilled and unskilled tabmsts in exports to each destination

Figure 3 illustrates that the labour cost share drports to ECOWAS is quite
heterogeneous across countries in the region. Smytenf ten countries have a labour cost
share (skilled & unskilled) of exports to ECOWASd»e 10 per cent, and in most cases
substantially below the mean for exports to alligrg. However, the remaining three

®> While the UNIDO Industrial Statistics Database @msva number of ECOWAS countries, it only covers
manufacturing sectors and thus does not allow gpeoison with agricultural and mining activitiesterms of the
employment intensity of sales.

® The export labour cost share of exports by courtmdestination j ELCSis thus calculated as follows, where
LCS; is the labour share (labour cost / output) for &Tgector g (58 sectors in total),; Xare exports by country
i to destination j in sector g, and totglre total exports of country i to destination j:

ELCS;; = 558, [M . LCSg]

totalXi_]-



countries — Niger, Mali, and Burkina Faso - hawsame share in exports to ECOWAS of
more than 40 per cent, and way above their avei@gall regions. The main driver of
these differences is the fact that wage sharestpubare far higher in agriculture than in
any other activities (see wages shares by segportesl in Annex 2). This explains the
high wage share for exports from Mali, Niger andka Faso, whose regional exports
are dominated by agricultural products. On the off@aed, manufacturing products tend to
have much lower wage shares, which explains thedweerage wage share of regional
exports for countries like Benin, Cote d’lvoire, &ta, Senegal and Togo, whose exports
have a higher share of manufactures. The very lagenshare of Nigeria’s exports to all
regions is explained by the low wage share foregtlaction, an illustration of the often
mentioned jobless growth that is associated withroodity exports. This also applies to
Guinea.

The results illustrate that the direct employmeifeeats of an expansion in regional
trade are likely to differ substantially across thgion. Agriculture exporters are likely to
experience a much more substantial immediate emyay effect from regional trade than
countries with a regional comparative advantagenanufactures or mineral fuels. The
flipside of high labour intensity in agriculture wften found to be very low labour
productivity. Thus, while expansion of regionaldeawould have stronger employment
effects than global trade in these countries, ties jcreated are likely to be rather low-
wage. Policies and programmes that promote agui@llproductivity would in these cases
be appropriate complementary measures to expaneigignal trade.

In the short run, regional trade is likely to lemdthe creation of fewer, but more
productive jobs than global trade in regional ey of manufacturing products such as
Benin, Cote d’'lvoire, Ghana, Senegal, and Togo. [@heur cost share in manufacturing is
not just determined by a higher capital / labodiorebut also by more intensive use of
intermediate inputs, and thus a lower share ofevaldded per unit of sales. However, to
the extent that intermediate inputs are producededtically, they will have additional
indirect employment effects. As mentioned aboveyatild be highly desirable to analyze
these based on country specific multiplier effécta SAM framework.

Employment intensity is generally very low for miakexporters such as Nigeria and
Guinea. Both countries have very low shares of dggo ECOWAS. For these countries,
significant efforts to promote export diversifigatiin more employment intensive sectors
will be necessary for trade to contribute more isicgntly to decent work creation.
Exploring potential areas of regional comparatidvaatage and promoting regional
integration could be an important part of an emplegt friendly export diversification
strategy.



Figure 3. Average share of skilled and unskilled labour cost in exports by destination region
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Source: Authors’ calculation, based on trade data from COMTRADE and GTAP.
iii. Prospects for productivity growth

This section applies a more dynamic lens to loolaraither key aspect of decent
work: labour productivity. It analyses trade compos according to a measure of its
potential to contribute to productivity growth. Ri@us research has argued that some
export products have higher prospects for long tgrowth than others because they have
more potential to increase productivity. For examgBbachs & Warner, 1997) find that
natural resource exports are associated with slogrewth than other products.
(Hausmann, Hwang, & Rodrik, 2007) argue that thedpctivity growth prospects are
higher for countries that export “rich country” gtso(defined as products exported mainly
by countries that are now rich). Based on this raggion, they construct a measure called
PRODY which is defined as the average per capit® @EZPP) of countries exporting the
product, weighted by their share in total expoftths product. They present evidence that
a higher average PRODY of a country’s exports soasated with faster productivity
growth in the future.

The PRODY approach has been criticized by othdnaast namely for its failure to
account for cross-country differences in producitligy (Xu, 2007) (Minondo, 2010) and
international production networks (Newfarmer, Sh&venton, & Walkenhorst, 2009).
(Harrison & Rodriguez-Clare, 2010) also argue that PRODY measure may be rather
noisy because it also reflects capital intensityexports and is thus correlated with any
exogenous conditions that favour the accumulatibeapital. While these factors may
create considerable problems for comparisons ad¢resogeneous countries and in the
presence of sophisticated transnational productetworks, it should not have a
substantial effect on the within country comparisgnexports to different destinations
undertaken in this paper.

Figure 4 shows the weighted average PRODY for e@xpufrECOWAS countries by
destination region. For Benin, Ghana, Senegal, dmgdo, who export mainly
manufacturing products to the ECOWAS region, PRCd2%res on regional exports are
guite high and substantially above those for gladgborts. To some extent, a similar
pattern can also be observed for Cote d’lvoire.



For agricultural exporters Niger, Mali and BurkiRaso, the overall PRODY levels
are lower, but the PRODY values for exports to ECABAare again higher than those to
hiOECD. This is partially explained by the relativdnigh PRODY on exports of live
animals. Burkina Faso exhibits a very high PRODY daport to other SSA, but these
exports are very close to zero in value. SimilaNiger has high PRODYSs, but very low
export values for other SSA, BRIC and RoW. For MBIRODY values for exports to
ECOWAS are also substantially higher than to othgions.

The PRODY methodology attaches a rather high vatuerude oil because it is
exported by a number of countries with high peritea@DP. This also explains the rather
high average PRODY for Nigeria’'s exports. Given ffast experience of oil and other
mineral exporting countries in Africa, it seems sfignable whether the high PRODY
value for these products is justifiable in termghadir contribution to overall productivity
growth. Guinea’s metal exports to BRIC, hiOECD &RdW lead to a relatively low
PRODY. Part of the reason for the high PRODY inn@ais exports to the ECOWAS
region, which are quite low in value, is the higR®DY for fish.

Figure 4.  Average PRODY values of exports by destination region
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Source: Authors’ calculation, based on trade data from COMTRADE and PRODY dataset from Dani Rodrik’s Harvard homepage.

The PRODY levels for regional exports vary subsédigtacross countries and are
typically higher for regional exporters of manufaets than for agricultural exporters.
However, the analysis presented here suggestéothatost ECOWAS countries, regional
exports have relatively higher potential to conitéto productivity growth than exports to
other main destinations, and thus an expansiorh®frégional trade share is likely to
promote the creation of higher quality jobs.
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In some cases the PRODY results seem to almosbmimversely the results for
direct employment effects. This points to a commooblem in dealing with questions of
industrial development and structural change inetigoing countries: A potential short-
term trade-off between high employment intensity agriculture and higher labour
productivity and productivity growth potential in amufactures. Both are important
development aims, and a successful developmenegyrawill need to find the right
balance between promoting enhanced productivitagriculture and at the same time
developing manufacturing sectors. Understandingexdoiting the potential of regional
trade can play an important role for both aims.

iv. Export Diversification

To conclude the analysis of regional trade comjmsitand its linkages with
employment, this section reviews the significanteegional trade for another key aspect
of decent work: job and income security. The globabnomic crisis of 2008/9 has
demonstrated that trade can act as a transmiskanmel of economic shocks with strong
repercussions to the labour market, especiallyHfose without access to adequate social
protection (Jansen & von Uexkull, 2010). A largelpof literature argues that in order to
better shield themselves against such shocks, agingl countries need to diversify their
exports (Lederman & Maloney, 2007) (Hesse, 200ahgén, 2004) (Malik & Temple,
2006) (Haddad, Saborowski, & Lim, 2010). This gmttitherefore discusses the
contribution of regional trade to export diversifiion in the ECOWAS region.

A standard way to measure export diversificatiotoisalculate a Herfindahl index.
This index is defined as the sum of squares okttege of each product exported in total
exports. This number would be equal to one for antry that exports only one product,
and will approach zero if exports are split veryemly among a very high number of
productd. Figure 5 presents the Herfindahl indices for EC&8\tountries, as well as a
measure of the contribution of each destinatiomore¢p export diversification. The bars
represent the hypothetical change in the Herfindatiex if exports to the respective
region were to be removed from the data. Thusgh bar indicates that exports to a region
make an important contribution to export diversifion; if exports to this region were
removed, the overall Herfindahl index would be sabsally higher. The magnitude of
this indicator is determined mainly by two factdrirst, the level of diversification within
exports to that region, and second, the complemgntaf exports to the region with
exports to the rest of the world. This measurel@anegative if exports to a certain region
are very concentrated in a few sectors, indicatiag the overall export portfolio would be
more diversified if exports to that particular rgiwere dropped from the calculation.

Figure 5 shows substantial variation in the degreexport diversification. Nigeria
has by far the highest Herfindahl index, which ist rsurprising given its strong
concentration on oil exports. Guinea also hasatively high concentration index, and so
do primarily agricultural exporters Burkina FasoalMand Niger. Regional exporters of
manufactures (Benin, Cote d’lvoire, Ghana, Sendgadp) are more diversified.

" A crucial factor in calculating the Herfindahl ixlis the level of product aggregation of the uhyitleg data: A
Herfindahl index calculated across the close t0® roducts of the 6 digit level of the Harmoni&dstem (HS)
will measure something very different than the samdex calculated across more aggregated induseizbrs.
Differences will arise in particular for countritigat export a high number of products (low Herfinldat HS6
level) that fall into just a few sectors (high Hadahl at sectoral level). Both can be interestarg] there is no
clear-cut better or worse: The question is whetimeris more interested in developing new produdtsinv
similar sectors, or progress in developing entiredy industries. For this note, a middle groundsied and the
Herfindahl index is calculated over the 100 indassectors of the 2 digit level of the HarmoniZggstem. This
means that, for instance, all cereals fall intoghme product group, but are separate from othaudtgral
products. There are a few different categoriesertiles of different degrees of finishing (plusedior footwear
and one for headwear), but for example no difféa¢ion between shirts, pants, or coats.
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The comparison of regional contributions to expadtiversification shows
unambiguously that regional exports increase thellef diversification, and quite
strongly so in most cases. Except for Ghana, GuanéaNigeria, the contribution to export
diversification of exports to the ECOWAS regionhigher than for exports to any other
region. The largest contributions are for Benin liMdiger, and Senegal. Thus, regional
exports contribute substantially to economic diegion in most ECOWAS countries.
This is the case for both manufacturing and agrical exporters. Export diversification is
likely to enhance these countries’ resilience agjaieconomic shocks, increase their
growth prospects, and reduce the exposure of wetkgob and income insecurity.

Figure 5.  Herfindahl Index of Export Concentration, and contribution of different regions to export
diversification
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Source: Authors’ calculation, based on trade data from COMTRADE.
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4.

A “New New Trade Theory” Approach: Firm-level Em  ployment
Characteristics of Regional Exporters

I. Heterogeneous firm models

In a seminal paper, (Melitz, 2003) proposed a traddel that, instead of focusing on
comparative advantage, introduces heterogeneouss fiand focuses on differences
between exporters and non-exporters at the firrelldéa Melitz’ dynamic industry model,
only the most productive firms find it profitable become exporters while less productive
producers remain in the domestic market due todfizests of exporting. Subsequent
extensions of the model that have introduced labwanket frictions and search costs (e.qg.
(Helpman, Itskhoki, & Redding, 2010)) explain thitea observed empirical finding that
exporters tend to be larger, more productive, aydhigher wages than non-exporters (e.g.
(Bernard & Jensen, 1999) (Seker, 2009)).

Recent extensions to Melitz type models suggedtfitm level characteristics may
differ depending on the type of export markets tsewe. For example, in (Helpman,
Melitz, & Rubinstein, 2008), export markets carfalifin terms of trade costs. The higher
the trade costs to access a specific market, titeehis the threshold for firm productivity
above which market entry is still profitable. Enipadly, (Eaton, Kortum, Kramarz, &
Sampognaro, 2011) observe that the wage premium F@nch firms increases
significantly with the number of markets a firm exs to, and with exporting to more
remote markets.

The above described findings suggest that regiex@abrters may differ from global
exporters in terms of size, productivity, and emgpient characteristics. If for some reason
regional trading costs were lower (e.g. due to jonity, common language, preferential
markets access), one would expect that less prioduitms may find it profitable to
export regionally, but not globally. In the framakamf the above mentioned papers, this
would imply for regional exporters to fall in betare domestic firms and global exporters
in terms of size, productivity, and wages. It woaldo imply that even within the same
industry, employment effects of regional trade naliffer from employment effects of
global trade.

ii. Empirical Application to ECOWAS

In order to empirically analyze potential differescbetween regional and global
exporters, a pooled firm level dataset for ECOWAStries is constructed with data from
the World Bank’s Enterprise Surveys. Comparable fievel data is available for seven
ECOWAS countries, with the surveys carried out leefav 2007 and 2010, as shown in
Table 1. This leads to a sample of 2,815 firm$ialgh response rates vary for different
parts of the survey.

The survey covers both manufacturing and servidesisf including micro
enterprises, but no mining or agricultural compani®&ample size varies between
countries, with larger economies showing a largenpe size. The surveys are typically
stratified by industries, and weights are provideat are also meant to control for non-
response. However, it is not clear whether the atgig method is suitable for cross-
country comparisons. Furthermore, some observatiereive weights up to 237 times the
minimum weight, which creates substantial problemith outliers if the weights are
applied. Therefore, the summary statistics belowewaalculated with unity weights for
each observation. This implies that the sampleois representative of the underlying
economies in terms of the distribution across itriks and any potential sampling bias
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arising from non-response. However, the resultsvaliel as a comparison of companies
based on their exporting characteristics withis thibsample of the seven economies.

Table 1. Pooled World Bank Enterprise Survey Data
Country Year Number of Number of Number of  Total number
purely domestic  exporting firms indirect of firms

firms exporters

Benin 2009 120 14 16 150
Burkina Faso 2009 341 23 28 392
Cote d'lvoire 2009 485 20 20 525
Ghana 2007 541 26 49 616
Mali 2010 296 36 26 358
Niger 2009 122 18 9 149
Senegal 2007 558 40 27 625
Total 2,468 177 175 2,815

Source: Author’s calculations based on World Bank Enterprise Survey Data

Based on their survey responses, firms can beiftéasaccording to their exporting
status. The survey contains information on the estadr total production that is sold
domestically, exported through intermediaries, xpogted directly. All companies with
more than O per cent of directly exported saleschssified as exporters. While this may
appear a rather generous definition, it is consisteith the theoretical framework
presented above that assumes that firms have t@wawve a fixed cost to enter export
markets. Once this investment has been made amat@ sf production — even if it is small
— is exported, the firm is classified as an expo@n the other hand, a firm that exports
only indirectly may be able to avoid making thepérant investments itself by exporting
through a larger supplier and is therefore notsifi@sl as an exporter. However, results for
these indirect exporters are shown separately fesults for purely domestic firm in the
following analysis. As shown in Table 1, this splihe total sample of 2,815 firms into
2,463 purely domestic firms, 177 direct exporteasd 175 firms that only export
indirectly.

The exporting firms in the sample are subdividedeomore into regional and global
exporters. This classification is based on a qoesi the survey that asks firms what
share of their exports goes to “neighbouring coestwithin Sub Saharan Africa”.
Obviously, this is an imperfect definition of regad trade and possibly subject to some
differences in interpretation among respondentg. iff interpreted strictly, this definition
would not classify all within-ECOWAS trade as remabbecause not all member countries
share a border. On the other hand, it may alsadeckxports from Senegalese firms to
Mauritania and from Niger to Chad, which are not®B&ZAS members. Mali and Niger
also share a border with Algeria and Niger withylapbbut neither is classified as a Sub
Saharan country, so these exports should not bediedt. In any case, the classification of
regional exports remains rather conservative anthgily does not cover all ECOWAS
trade, but gives a reasonable sample of firms whegsorts are restricted to the
geographical proximity of their home country.
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Figure 6.

The distribution of firms based on their regionapert share is shown below in
Figure 6. Over 40 per cent of exporting firms ie gample have a regional export share
above 90 per cent. These firms are classified gienmal exporters, and all others as global
exporters. The rational for this rather low cutdaft is similar to that for the classification
of exporters vs. non-exporters and lies in the ridtigal foundation that once a firm has
overcome the costs of exporting beyond the bouedanf the region (even in small
quantities) it can be considered a global exporter.

The global exporters are distributed rather eveelyveen different shares of regional
vs. global exports, except for a significant clusig around the other extreme of the
distribution of firms whose exports are destinedirely outside of the region. The
clustering of firms at the extremes of the disttidm indicates substantial segmentation
between regional markets and the rest of the world.

Distribution of exporting firms in the sample by regional export share (n=177)
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Source: Author’s calculations based on World Bank Enterprise Survey Data

Figure 7 shows the distribution of firms in the gdenby category across countries.
For all countries, purely domestic firms are by ttae largest group, ranging from 80 per
cent (Benin) to 92 per cent (Cote d’lvoire). Regibaxporters only account for a relatively
small share of total firms, but there is substamtiderogeneity between countries, ranging
from 1.5 per cent (Cote d’lvoire) to 7.4 per cediger). These findings are consistent with
the underlying theoretical framework of entry cost® exporting, which restricts most
firms to their home market.
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Figure 7.

Firm type distribution by country
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Figure 8.

Despite their relatively small numbers, exportiirgié account for a significant share
of employment in all countries. Figure 8 shows tit share of employment within the
sample in purely domestic firms ranges from 40qe#it (Senegal) to 77 per cent (Burkina
Faso), and firms classified as regional exporteoant for between 4 per cent (Cote
d’lvoire) and 17 per cent (Niger) of employmentfliyns in the sample.

Employment distribution by firm type and country
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To the extent possible, the data was cleaned fiovioas outliers. Two observations
with extreme values for employment were removedftbe sample for the calculation of
these and all following statistics. In both casems reported employment above 100,000
three years before the survey and less than 10@&isurvey year. Remaining employment
statistics were reviewed thoroughly and do not appe be affected by obvious outliers.
The single largest employer after removal of thevabmentioned firms has 3,000
employees.

Unfortunately, data consistency is much weaker dales and other accounting
statistics reported by firms. In this case, fivéreme values were removed. Nevertheless,
some values remain questionable due to large gianoges between sales reported for the
survey year and the value reported for three yeefere or impossibly high or low values
for sales / worker. The standard treatment for pnedlem in the literature is to construct
averages over the log of the figures, which greegijuces the weight given to extreme
values in the calculation of the mean. This has adeantages: First, it reduces the noise
resulting from very high values that are due toadantry or other errors. Second, it
produces summary statistics that are more repsantof the typical firm in the
distribution and less influenced by few very lafgens. Given that the sample combines
firms of very different sizes, this is desirable @btaining representative results. For easier
readability, the log was reversed after calculatbrthe averages presented in the next
section. This is what the expression In-averagerseto in the titles and explanations of
subsequent figurs

In(Y;)
Z?:1< n :

® Formally, the In average of — for instance — tetdés is thus defined &sAVGY = e > where Y is

sales of firm i and n is the total number of firmghe sample.
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iii. Firm level characteristics

Figure 9.

Figure 9 characterizes firms by ownership statum-Burprisingly, there is a higher
share of foreign ownership among exporters thanngmuon-exporters. This share is
slightly higher for global (19 per cent) than fegional exporters (14 per cent). This seems
intuitive given that Foreign Direct Investment oftBows into export oriented firms, but
overall, the share of foreign ownership does ngieap to be very high in the region.
Regional exporters exhibit a higher share of “ctiygpes of ownership, but unfortunately
the questionnaire does not specify what is mearthisy Government ownership is very
rare across all firm types.

Ownership distribution by firm type
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With respect to the sectoral distribution of firntke share of service providers is
significantly larger among domestic firms (53 pent) than among exporting firms, but
nearly identical between regional (24 per cent) giothal (24 per cent) exporters and only
slightly higher among indirect exporters (29 penty€Figure 10). This is not surprising
given that many services are non-tradable. Anngxe3ents a more detailed perspective
on the distribution of firms in the sample acrosxters. It shows that the industry
distribution of regional and global exporters idant similar. The industries that more than
5 per cent of regional or global exporters in tample are classified into are identical with
only two exceptions: More global than regional ex@s are in the textile sector, and more
regional than global exporters are in the furnitsgetor. This is remarkable with respect to
the previous finding of rather different productrgmosition among regional and global
exports. Apparently, while these differences argegqorominent at the macro level and in
particular for the distribution of exports acros®dd economic categories (agriculture,
mining, manufacturing etc.), they are much less\punced within the manufacturing and
tradable services sectors. This suggests that rwilése sectors, firms’ decisions on
whether to export regionally or globally (or botlwe not necessarily determined by the
type of product they produce. The finding suppdins usefulness of a model based on
firm-level rather than industry characteristics éxplaining export behaviour among these
firms.
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Figure 10.

Sectoral distribution by firm type
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Figure 11.

Figure 11 presents summary statistics on the I|nagee number of full-time
employees by firm. Consistent with previous redeaexporters are much larger in terms
of employment than non-exporters. However, thegsdwt appear to be a significant size
difference between regional and global exportensliréct exporters fall in between

domestic firms and direct exporters.

Ln-average Permanent Full-time Employees by firm type
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Figure 12 shows the average shares of temporaryogment by firm type. This
variable is an important indicator of decent work tamporary employees often face
substantial vulnerability and less access to sqmiatection then their colleagues with
permanent work contracts. The share of temporapl@mees is higher for exporters than
for non-exporters, but again there does not apfmehe a significant difference between
regional and global exporters. Entrepreneurs ine§anand Benin interviewed in the
context of this research indicated that exportétsnouse temporary workers to react to
sudden orders from large international buyers, whieould otherwise exceed their
capacity.

Figure 12.  Average share of temporary / total employees by firm type
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The World Bank surveys also ask firms for their @yment three years ago. This
information is exploited in Figure 13 for all firmsho report data for both observation
points. Regional exporters reveal the highest @eemployment growth rate (21 per
cent), followed by domestic firms (20 per cent) ajibal and indirect exporters (16 per
cent).
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Figure 13.  Percentage changes in In-average employment over three years by firm type (only firms
reporting data for both observation points)
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Figure 14 shows the In-average of value addedgsat®st of inputs) by type of firm.
As with employment, direct exporters are substipti@rger than non-exporters and
indirect exporters fall in between. However, thagain does not appear to be a significant
difference between global and regional exporters.

Figure 14.  Ln-average value added by firm type (US$)
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Figure 15.

Finally, Figure 15 shows In-average results fomfilevel productivity in terms of
value added per worker as well as the average vpag@ (total wage costs / total
employment). Both regional and global exportersfatad to be much more productive
than domestic firms, with indirect exporters adfailfing in between. However, as with the
previous indicators, there is no significant diflece between regional and global
exporters. The same applies to average wagesughhihe dispersion in this case is less
pronounced; both regional and global exporters @arage wages roughly twice as high
as domestic firms. Unfortunately, the survey does gontain sufficient information on
labour force composition to determine whether tesge premium is determined by
worker characteristics (e.g. because exporters rhoee skilled workers), or whether it
represents a wage premium due to the higher privityatf the firm.

Ln-average Value added / worker and average wage by firm type
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To confirm that the above reported findings areualty driven by firm-specific
characteristics rather than country- or industffedénces, a simple OLS regression is used
with employment, VA, VA/worker, or average wageag form as the dependent variable
and dummy variables for exporting status, courdoation, and ISIC 2 digit industry. The
results are reported below in Table 2. For all feaables, they confirm that global and
regional exporters are significantly larger (imterof value added and employment), more
productive, and pay higher wages than domesticsfirbut that there is no significant
difference between regional and global exporters.

22



Table 2. OLS Regression results on firm level characteristics

In (employment) In (VA) In (VA /worker) In (average wage)
Domestic -1.02 -1.96 -0.67 -0.46
(0.00)* (0.00)* (0.00)* (0.00)*
Regional exporter Dropped
Global exporter 0.11 0.36 0.14 0.09
(0.54) (0.32) (0.57) (0.67)
Indirect exporter -0.37 -0.98 -0.31 -0.22
(0.03)* (0.004)* (0.19) (0.25)
Control variables Country, ISIC 2 digit sector
Constant 3.71 13.85 9.76 7.92
(0.00)* (0.00)* (0.00)* (0.00)*
Observations 1,957 1,002 1,000 1,960
R-squared 0.30 0.46 0.32 0.17

p values in parentheses

* significant at 5%; ** significant at 1%

Source: Author’s calculations based on World Bank Enterprise Survey Data
Iv. Interpretation

The firm level characteristics described in thevimes section confirm that exporters
in the ECOWAS region tend to be bigger, more prtigtac and pay higher wages than
non-exporters. There has been relatively high eympémt growth across firm groups, and
in particular for regional exporters and domestim$. Exporters exhibit a higher share of
temporary workers than non-exporters.

Perhaps surprising is the high degree of similabgtween regional and global
exporters. The only significant difference in fitavel characteristics appears to be slightly
faster employment growth for regional exporters.

The interpretation of these findings is double-etjgm one hand, it is certainly good
news and an encouragement for regional integrati@t regionally exporting firms
contribute significantly to the creation of jobstvivage and productivity levels on pair to
those of global exporters.
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However, in the context of the above described fienel models of international
trade, the reason for productivity differences lesw exporters and non-exporters is
typically the presence of high trading costs, whartly the most productive firms are
willing to incur due to prospects for higher prefitn international markets. In this
scenario, the findings shown above would suggest firns face similarly high trading
costs to regional as to global markets. This, h@neis somewhat at odds with the
observation in Figure 6 that almost half the fiimshe sample export to regional markets
only. After all, if trading costs were the samegdb firms should also be able to access
global markets, especially given that regional gtabal exporters are found to produce
similar products. A possible explanation could i while investments required to access
global markets are of a similar magnitude, they rhayof a different nature than those
required to access regional export markets. Acegdsoth regional and global markets at
the same time would then require a double investmérch few firms are prepared to
undertake.

To shed light on this question and to better urtdadsthe real-life stories behind the
data, structured interviews were conducted witth bgibbally and regionally exporting
firms in Senegal and Benin in February 2011. AnBeshows the questionnaire used for
these interviews. It focuses in particular on défeces in the constraints faced by
exporters to regional and to global markets, and these differ from one another. While
the sample of firms is rather small and evidenoeaias anecdotal (a total of 10 companies
from the processed food, palm oil, fresh fruit, diiamaft, clothing, and cosmetics
industries), main results were also confirmed thhowiscussions with employers’
federations and export promotion bureaus in botmttees as well as an exporter network
in Senegal.

Most companies mentioned difficulties to accesarfoe as a major obstacle to their
operations, regardless of the destination of thgports. However, beyond that, answers
regarding main constraints differed greatly frorgio@al to global exporting. For global
exports, most firms mentioned that they would hdge make very high up-front
investments in machinery and production procedumesrder to comply with buyers
standards in international markets (in particulardpe and the US). Companies that were
currently exporting only to the region were usualgluctant to undertake these
investments and argued that there would be fevr®pilrs with their regional exports. In
one case, a company even reported running two @tetplseparate plants to produce the
same product, one in compliance with buyer stardéod the US market, and one for
regional exports only.

On the other hand, global exporters were less ecoadewith transport logistics and
getting their products to market than regional etgre. Several companies reported that
shipping a container from Benin or Senegal to aogean or American port was less
cumbersome for them than shipping it across a lander to a neighbouring country. The
main obstacles mentioned were poor infrastructsrevell as harassment, long waits and
charges at intra-ECOWAS borders and sometimes eleng the road. Companies
frequently complained about arbitrary charges & Wlorder and customs charges on
products that should not carry any customs dutyeurtdle ECOWAS agreements. One
company director pointed out that due to the EWEveérything but Arms” initiative,
market access conditions were more favourableifoptoducts in Europe than within the
region.

In summary, interviews with exporters confirmedtthp-front costs to reach foreign
markets are in fact high, but rather different kestw global and regional exporting. Thus, a
company may indeed face the choice between engagioge or the other type of trade,
but find it too costly to invest in both. While shihypothesis cannot be explicitly tested in
the available firm level data, the survey contansumber of questions that ask firms to
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Figure 16.

rank the severity of constraints (unfortunatelynptiance with standards is not among the
issues covered). Figure 16 reports these indic&tothie sample of firms presented above.
While the differences are not very pronounced, aregii exporters do in fact more

frequently rank transport, political instability i¢h may to some extent reflect the
reliability of political commitments in ECOWAS) antbrruption as an obstacle. Global
exporters are more likely to complain about cust@mcedures, but the relatively high

share of regional exporters complaining about tlémains remarkable given that

ECOWAS is — at least on paper — a customs union.

Finally, global exporters are more likely to rardcess to finance as a major or very
severe obstacle. It seems unlikely that global eep®find it indeed more difficult to raise
a given amount of money from a bank than a companaygional exporter. More likely,
this ranking reflects a higher demand for extefivdnce among global exporters. This
adds an interesting perspective to the structurerade costs; while the necessary
investments in upgrading of machinery and processesiired for global exporting
typically have to be made up-front, high costs aisged with transport, border crossing,
etc., which are most common at the regional leeehee with each individual shipment.
This could explain a higher demand for externahrfice among global exporters, and it
could also mean that the decision between regiandlglobal exporting by firm may to
some extent be determined by their access to edtdémmance: If finance is readily
available, firms may more readily decide to undextahe large upfront investments
associated with global exporting.

Share of Firms Ranking an Issue as a Major or Very Severe Obstacle

70.0%

60.0%

H regional exporter

50.0%

global exporter

40.0%

30.0% -
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bl

Transport Customs and Access to Finance Political Instability Corruption
Border Regulations

Source: Author’s calculations based on World Bank Enterprise Survey Data
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If it is indeed correct that regional and globapetting entails different types of
costs, which would add up for a firm exporting tottb regional and global markets, a
heterogeneous firm model would predict that onby iiost productive firms would find it
profitable to invest into accessing both the regiand the global market. This hypothesis
can be tested by further subdividing the grouplobg exporters in the data between firms
that export only to global markets and firms thapat to both the regional and global
markets. Figure 17 presents the results. It apptbatsindeed, firms exporting to both
regional and global markets are more productiva fivans exporting to only one or the
other, confirming the hypothesis. This finding alsighlights the particular challenges
faced by landlocked countries in the region; exgsrfrom these countries will have to
deal with both the regional and the global tradingts in order to access overseas markets,
and are thus likely to face an even higher prodgitgtthreshold below which exporting is
not profitable.

Figure 17.  In-avg. VA | worker by firm type
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Source: Author’s calculations based on World Bank Enterprise Survey Data
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5.

Conclusions

This paper has analyzed the impact and potentieggibnal trade in the ECOWAS
region for the creation of decent employment fromo tdifferent perspectives. First,
following classic trade models, product compositidnegional versus global exports and
their linkages with decent employment were analyZ€dis revealed that regional
comparative advantage is quite different from globemparative advantage for most
countries in the region, but there are differerttqua of regional vs. global comparative
advantage across countries with different implaator employment:

« For regional exporters of agricultural product®Iiali, Niger, and Burkina Faso, an
expansion of regional trade could be expected tee b relatively strong direct
employment effect. The flipside is that these jalosild probably have relatively low
productivity levels. Direct employment creationrfraegional trade is likely to be
lower, but in more productive jobs for regional exprs of manufactures (Benin,
Cote d'lvoire, Ghana, Senegal, Togo), and very fowwmineral exporters (Guinea,
Nigeria).

< The PRODY methodology to analyze export compositiith respect for its potential
for future productivity growth suggests that regibexporters of manufactures on
average have higher potential for productivity gitowhan agricultural exporters in
the region. However, in both cases, the composiabmegional exports suggests
higher potential for productivity growth than thengposition of global exports.

« For all countries (except Nigeria), regional trégléound to contribute significantly to
export diversification, and it thus plays an impoit positive role to reduce these
countries’ vulnerability to external shocks that ymeesult in job and income
insecurity for workers.

The second part of the paper focuses on differemtethe firm level between
domestic firms, regional and global exporters. fihdings suggest that exporting firms in
ECOWAS are larger, more productive, and pay highages than non-exporters, but
regional and global exporters are remarkably siniilderms of these categories. Regional
exporters did exhibit slightly faster employmenbwth in the years prior to the survey.
These findings are good news in the sense thatghew that regional exporter do create
productive jobs. However, in the context of hetermgpus firm trade models, these
findings on firm level characteristics suggest ttrate costs in the region are similarly
high as global trade costs, although they appebetof a very different nature. Thus, the
costs of exporting to regional and global markedens to add up, which explains the
relatively high number of firm that export to ordpe or the other market, but not to both.
This suggests that lowering regional trade cosssstrang potential to allow more firms in
the region to benefit from the opportunities ofioegl trade and create jobs.
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In conclusion, regional trade for most ECOWAS mershis quite different from
global trade in terms of its impact on decent emypient creation, but it is not generically
“better” or “worse”. Instead, the employment effectf regional trade expansion can be
expected to be quite heterogeneous across coumrisms of both the number and
quality of jobs created. If these effects are weltlerstood, ECOWAS countries are in a
better position to combine the potential of botbbgll and regional trade in a way that
fosters decent work creation, and to implementetad and coherent supplementary
policies that maximize the benefits of trade. Faaraple, regional exporters of primarily
agricultural products can expect a relatively sgremployment effect of regional trade,
but would be well advised to support this throughqpes that enhance the productivity of
agricultural employment. Regional exporters of nfaotwuring, on the other hand, can
expect creation of higher productivity jobs frongimnal than from global trade, but these
may be more limited in number. For oil and minezgporters, diversification into new
export products with higher employment effectsdag.k
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Annexes

Annex 1. Export composition by destination of expor

ts for ECOWAS countries
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egal and West Africa SAMs

Annex 2. Average wage shares from GTAP Nigeria, Sen
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Annex 3. Sectoral distribution of firms in sample b

y exporting status

1. domestic

2. regional exporter
(n=80)

3. global exporter
(n=94)

4. indirect exporter
(n=149)

ISIC sector

15 - Manufacture of food products and beverages

17 - Manufacture of textiles

18 - Manufacture of wearing apparel; dressing and dyeing of fur

12.2%

0.9%

9.7%

19 - Tanning and dressing of leather; manufacture of luggage, handbags, saddlery, harness and footwear 1.1% 4.3% 0.0%
20 - Manufacture of wood and of products of wood and cork, except furniture; manufacture of articles of straw and

plaiting materials 2.4% 3.8% 4.3% 1.3%
21 - Manufacture of paper and paper products 0.3% 3.8% 1.1% 0.7%
22 - Publishing, printing and reproduction of recorded media 3.9% 3.8% 4.3% 4.0%
23 - Manufacture of coke, refined petroleum products and nuclear fuel 0.3%

24 - Manufacture of chemicals and chemical products

2.5%

25 - Manufacture of rubber and plastics products

0.7%

26 - Manufacture of other non-metallic mineral products 1.3% 2.1% 0.7%
27 - Manufacture of basic metals 0.5% 0.0% 4.0%
28 - Manufacture of fabricated metal products, except machinery and equipment 3.4% 2.1% 3.4%
29 - Manufacture of machinery and equipment n.e.c. 0.6% 3.2% 3.4%
30 - Manufacture of office, accounting and computing machinery 0.0% 0.0% 0.0%
31 - Manufacture of electrical machinery and apparatus n.e.c. 0.3% 2.1% 2.7%
32 - Manufacture of radio, television and communication equipment and apparatus 0.1% 0.0% 0.7%
33 - Manufacture of medical, precision and optical instruments, watches and clocks 0.2% 0.0% 0.0%
34 - Manufacture of motor vehicles, trailers and semi-trailers 0.1% 0.0% 0.7%
35 - Manufacture of other transport equipment 0.1% 0.0% 0.7%

36 - Manufacture of furniture; manufacturing n.e.c.

37 - Recycling

40 - Electricity, gas, steam and hot water supply

41 - Collection, purification and distribution of water

45 - Construction

50 - Sale, maintenance and repair of motor vehicles and motorcycles; retail sale of automotive fuel

51 - Wholesale trade and commission trade, except of motor vehicles and motorcycles

52 - Retail trade, except of motor vehicles and motorcycles; repair of personal and household goods

55 - Hotels and restaurants

1.5%

60 - Land transport; transport via pipelines 3.2% 2.7%
61 - Water transport 0.1% 1.3% 1.1% 0.0%
62 - Air transport 0.3% 1.3% 0.0% 0.0%
63 - Supporting and auxiliary transport activities; activities of travel agencies 0.7% 0.0% 0.0% 1.3%
64 - Post and telecommunications 0.8% 0.0% 1.1% 1.3%
65 - Financial intermediation, except insurance and pension funding 0.0% 0.0% 0.0% 0.0%
72 - Computer and related activities 2.0% 1.3% 0.0% 0.0%
74 - Other business activities 0.8% 0.0% 0.0% 0.0%
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Annex 4. Questionnaire for structured interviews wi th exporting companies

Name and location of company:
Name and position of interview partner:

Contact information:

A. Your company

Al. What do you produce / sell?

A2. What were your total sales last year?

A3. What share of your production is...
...sold domestically?

... exported through other companies?

... exported to other ECOWAS countries?

... exported to the rest of the world?

A4. What share of your intermediate inputs is...
...purchased domestically?

... imported through other companies?

... Imported from other ECOWAS countries?

... imported from the rest of the world?

A5. Over the last three years, has your busineparsled, contracted, or remained more or less the
same? Why?
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B. Current Employment

B1. Your company currently employs...

... full-time permanent employees (m/f):

... full-time fixed term or seasonal employees [m/f
... others (please specify):

of which:

skilled / unskilled:

production / non-production:

unionized:

B2. Over the last three years, has your busines®ases / reduced / maintained its number of
employees?
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C. Obstacles/ constraints

C1: What are the main constraints to expanding gales? Do these differ by markets?

Domestic| Regiona | Global
sales I Exports
Exports

Examples:

Cost of electricity, water, telephone, ...

Cost of intermediate inputs (specify)

Labour cost

Labour education*

Labour regulation

Production technology

Market access: Tariffs*

Market access: NTBs (specify)*

Lack of market information

Capital cost

Access to working capital*

Access to trade finance*

Palitical instability
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Air transportation cost

Water transportation cost

Land transportation cost

*) if not a major constraint: No demand or easyess?

C2: What do you see as the priority areas for ipalireform with respect to regional trade? Global
trade?

D. Regional integration

D1: What are your priorities with respect to regibmas well as global trade integration of your
country?

Regiona| Global
| market | market

Examples:

Market access (tariffs)

Market access (NTBs, please specify)

Market access (reliability / implementation / cortrment)

Lower tariffs on intermediate inputs
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Lower NTBs on intermediate inputs (please specify)

Protection against competitors

D2: Do you see regional integration as a chanceventually access global markets? Are you
expecting this to happen for your company, hasapgpened in the past, or do you know of any
companies that did so? How can regional integragif@pare / support a company for accessing global
markets?
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