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Outline 
• Introduction: Export upgrading and growth; 
• External flows and export upgrading; 
• Model design and empirical analysis; 
• Results 
• Discussion 

 



Export upgrading and Growth 
• Large literature on trade and economic growth: 

– Export diversification and structural transformation (Lall et al., 2006; 
UNIDO, 2009; OECD, 2013); 

– Export upgrading, the product space and growth (Hausmann et al., 
2007; Hidalgo et al., 2007); 

– Positive impact of export diversification on productivity and value 
added (Songwe and Winkler, 2012; McMillan and Rodrik, 2011) 

• But common findings for Africa: 
– The continent with the lowest rates of diversification (Amurgo-

Pacheco and Pierola, 2008); 
– Export few products “at the periphery of the product space” (Hidalgo 

et al., 2007) and is “stuck in a ‘low-product’ trap” (Abdon and Felipe, 
2011). 
 



Trade and Export upgrading 
• Traditionally, openness to trade is considered a channel for 

knowledge transfer (Romer, 1994): 
– Since it guarantees easier access to inputs and machineries 

(Grossman and Helpman, 1991) and imported goods foster 
learning opportunities and imitation (Frenken et al., 2007);  

– Forward linkages can favour incremental innovation, as the 
production process is standardized to low-wage settings (Puga 
and Trefler, 2010) 

– The origin of the imported good matters:  
• despite more distant technologies are less easily absorbed 

(Greenaway and Milner, 1990), evidence show that trading with the 
North results in stronger spillovers than trading with the South (Schiff 
and Wang, 2006) 



FDI and Export upgrading 
• Large literature on the developmental impact of FDI, including on 

export performance:  
– FDI bring new “ideas” and best practices to start new activities 

(Moran, 2010);  
– MNEs may engage in the production of new and more sophisticated 

goods (Crespo and Fontoura, 2007; Harding and Javorcik, 2010);  
• However, the nature of the investment matters for its spillover 

potential (Morrisey, 2012): 
– South-South FDI provide goods and services that are more accessible 

to other developing countries (Lipsey and Sjoholm, 2011); 
– Similarly, they can more easily build-up networks and promote 

forward and backward linkages with domestic firms, providing at the 
same time more effective technological spillovers due to a smaller 
“technology gap” (Gelb, 2005);  

– Especially if accompanied by improvements in infrastructures 
(Mlachila and Takebe, 2011) 



Empirical analysis 
• We estimate the impact of external flows from 

different sources (‘North’ and ‘South’) on two 
different measures of export performance: 
– An index of export diversification (at the extensive 

margin), calculated as the inverse of the Herfindal 
index computed as the square of the 2-digit sectoral 
share of each 6-digit product exported; 

– The unit value of exports computed as a weighted 
average, the weights being the market shares of each 
6-digit product p for any market j where country i has 
a positive flow 
 
 



Explanatory variables 
Variable Expected sign Source 

GDP_PC + WDI 

XRATE + IMF 

INV_GDP + WDI 

INFL - WDI 

RES - UNCTAD 

ToT - UNCTAD 

POL_STAB - WGI 

LLOCK - CEPII 

M=M_North+M_South + CEPII 

FDI=FDI_North+FDI_South + FDIMarkets 



Empirical strategy 
1. In our basic model we consider export diversification as a function 

of its lagged levels (Osakwe, 2007; Agosin et al., 2012):   
– This prevents the adoption of methodologies that do not account for 

the so-called dynamic panel bias. So, we run a GMM estimator based 
on Arellano and Bond (1991) 

2. We employ a quantile regression approach to examine our 
relation by simultaneously minimizing the sum of the squared 
deviation of the dependent variable series from the respective 
mean of the deciles of the serie; 

3. To estimate unit values, we include country-products fixed effects 
to take into account for any time invariant characteristic that may 
affect the unit values as well as to account for unobserved factors 
that may influence the relative quality of products   



Results – Export Diversification (Summary) 

• Path dependent, but less than in other studies (Agosin et al,2012) and 
more within the primary sector; 

• More developed countries are more diversified, especially in 
manufacturing (Cabral and Veiga, 2010); 

• A depreciation favours more firms to export and diversification (Melitz, 
2003), especially in the manufacturing (OECD, 2013); 

• Domestic investments discourage diversification since they are 
inefficiently allocated;  

• Politically stable countries are more likely to diversify (Osakwe, 2007; 
OECD, 2013), the relation being not significant only for mining; 

• Countries with high dependence on natural resources diversify less (Sachs 
and Warner, 1999), especially in manufacturing.  
 



Results – Export Diversification 



Results – Export Diversification (Manufacturing) 



Results – Export Diversification (Quantile) 



Results – Export Unit Values 



Discussion 
• We find that greater South-South integration can contribute more 

to African countries’ export upgrading strategies compared to 
North-South. In particular:  
– Imports from Southern countries are important to introduce new 

higher-technology intensive goods in low diversified contexts; 
– FDI from the South foster diversification of strategic low-tech 

industries (such as the processing of agricultural products and the 
textiles-apparel sector), when at an advanced stage of diversification, 
and a small product upgrading in the manufacturing; 

– FDI from the North push the diversification of primary goods 
industries, but have no impact on product upgrading; 

– Importing from the North, on the other hand, push up productive 
capacities in higher-tech and more capital intensive sectors. 

 



Discussion 
• We show that if export upgrading can be related to higher 

productive capacities, external flows matter for Africa according to:  
– The origin of the partner country; 
– The type of external flow; 
– The dimension of export upgrading; 
– The stage of diversification. 

• External flow can stimulate the process of industrialization and 
structural transformation in Africa favouring the rise of newer and 
more productive activities and moving resources from traditional to 
more advanced ones;   

• As FDI are concerned, we show that recent improvements 
experienced by some African economies can not only be partially 
explained by the foreign ownership of firms (as in Harrison et al., 
2013), but that the origin of the investment matters 
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