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Abstract

The paper endeavoured to ascertain the effect of free trade agreement on household welfare by
analysing peace basket exports through AGOA in Rwanda. The study analysed the effect on
both macro and micro levels using data collected through an administered questionnaire. On the
macro level, the study evaluated export volumes of Rwandan handicraft to different markets in
comparison to the US market for over nine years (2002-2010) basing on data from Rwanda
customs. AGOA helped weavers and exporters of peace baskets to further expand and access
the US market even though there were already plans under way by the government to develop
handicraft sector in the country. On the micro level using bivariate and multiple regression
analyses; comparisons were made between weavers and non-weavers and between US and Japan
market weavers to determine the effect of the Act on the household weaver’s welfare. The
sample comprised of 150 respondents; 50 non weavers (control group) and 100 weavers (treated
group) in three districts of Kigali province; Nyarugenege, Kicukiro and Gasabo. Results show
that non-weavers made to some level a valid control group for weavers (treated group) basing on
the sample’s demographic characteristics.

Furthermore, results also indicate a significant difference between weavers and non-weavers
and between US and Japan market weavers basing on their socio-economic conditions like
monthly income earned, hours worked per day, monthly savings, future and current financial
situation and future and current provision of food and other basic necessities. This is attributed
to a certain extent the prospect of accessing the US market through AGOA that has enabled
weavers and exporters to not only earn an income and provision of employment that in return
has had an effect on the weaver’s welfare. At the same time they have also benefited from
serving a demanding and challenging market that has enabled them to some degree modernize
and perfecting their products which has led to creation of new designs, new products and
expansion of their production. The study also indicates that it’s not viable to generalize the
research results on all weavers due to difference in poverty level in the country particularly
between urban and rural areas indicating a need for further research. But all the same, free
market access for non-traditional exports with an increasing return to scale to some extent has
had a significant effect on houschold’s welfare and the country at large in a poor resource
country with limited and declining land productivity.
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Relevance to Development Studies

The paper adds to knowledge in development studies about the significance of market access to
developing countries exports particularly off farm exports in a densely populated country with
limited, decreasing efficiency and farm land size per family. The study results could somewhat
highlights the importance of market access for non-traditional export as source of sustainable
employment and income in order to enhance wellbeing of the poor, reduce income inequality
and poverty levels in developing countries. This is in comparison to other measures put in place
for development especially advancing the service sector given a high prevailing rate of illiteracy
or agriculture sector whose products are greatly protected on the international market especially
in developed countries yet it employs the biggest population mainly the poor in developing
countries. Therefore, the study may be of great importance to a country like Rwanda with a
vision 2020 target of reducing its population to 50% in agriculture sector yet has a high illiteracy
rate.

Keywords

Free trade agreements, free market access, AGOA, Household’s welfare, Handicraft, Peace
baskets exports, Rwanda
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Chapter 1: Introduction

1.1 Introduction

The idea of trade improving welfare and development dates back as far as
Adam Smith in the 18" century , emphasizing the importance of trade as a way
of expanding the market and an outlet for surplus production leading to
improved division of labour and productivity levels (Thirlwall, 2000).
Productive powers and maximum annual production are increased due to
opening up to a wider market for surplus production (ibid). The expansion of
the market in comparison to a small domestic market leads to increase in
domestic output which rises producers’ earning leading to improved welfare of
the population in return.

Special and differential treatment is intended to enable developing
countries to participate fairly in the context of opening up of multilateral
trading systems. It assumes accepting lesser responsibilities or receiving
exemptions from responsibilities, or enjoying special treatment in accessing the
market in comparison to what is received by other developing countries from
developed countries. It is expected to promote and increase participation of
developing countries in international trade and benefit more from their
integration into the global economy, to enable them to use trade as an engine
of economic growth besides reducing poverty and pushing forward social
development (Lankes, 2002). Has Rwanda, peace basket weavers in particular
benefited from the Act’s free market access? The paper aims at examining the
effect of African Growth and Opportunity Act as free trade agreement on
trade expansion of peace baskets and on the household’s welfare of the
weavers in Rwanda.

According to World Bank, more rapid growth in developing countries
linked with a global reduction in protection could reduce as much as 13 % of
the number of poor people by 2015, and make a valuable contribution to
meeting the Millennium Development Goals. In the 2000 Millennium
Declaration, UN members agreed that duty-free, quota free (DFQF) market
access should be provide by developed countries for LDCs to boost their
engagement in global markets as a tool of poverty reduction (Lankes , 2002).
With preferential market access through trade agreements like AGOA,
developing countries like Rwanda can increase export volumes through
economies of scale and also expand into non-traditional sectors like handicraft
that can generate employment and in turn decrease poverty in the country.

1.2 Background

Developing countries have been granted preferential market access in
developed countries through specific targeted schemes like the Lomé and
Cotonou Conventions, and recently by Everything But Arms (EBA) by
European Union and the African Growth and Opportunity Act (AGOA) in
the United States. Under these preferential schemes, Developing Countries
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have received some measure of duty-free, quota-free treatment for their
exports (Puri, 2005).

Developing countries like Rwanda could benefit a lot by taking advantage
of the free market access through AGOA by diversifying to other exports in
order to supplement their limited agricultural sector. In Rwanda, the Act has
enabled handicraft exporters to access the US market as handicrafts have
become increasingly popular in the global market and many developing
countries are exporting handicrafts to the developed world, creating a new
source of revenue and employment. Handicrafts have proved to be a
sustainable source of income and employment particularly in poor rural areas
in LDC. In India, Taimni, (1981) points out that a five year plan of providing
employment to 400,000 people was achieved while Belk and Grove (1999),
argue that the global interest in handcraft of the Aboriginal in Australia has
created employment in their communities. Handicraft expansion into
international markets offers a possible source of employment for artisans in
Rwanda; a country with limited land for agriculture.

The latest development of the handicraft in Rwanda, “Peace baskets” in
particular and AGOA’s role are the main focus of this research. The study
looked at the effect of the Act on both macro and micro level in the country
and the role of AGOA in basket export expansion? What is AGOA’s role in
creating employment and generating income for household? What is AGOA’s
effect on the economic welfare of households?

The paper assesses the effect of a free market access on household’s
welfare by looking at income earned through peace basket weaving and further
analyses the benefits of income earned through weaving in comparison to non-
weavers basing on socio-economic conditions. The study would also
strengthen importance of handcraft sector as an off-farm employment since
the Rwandan government’s vision 2020 is geared towards reducing agriculture
farming from 95% to 50% (Ministry of Trade and Industry, 2009)



Figure 1: Flow Chart illustrating effects of AGOA on Macro and Micro levels
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The chart illustration helps to show the effect of free market access
through AGOA on both Macro and Micro level; On the Macro level, Rwandan
peace baskets exports (Handicrafts) gained access to the US market through
AGOA due to the removal of tariff and non-tariff barriers. This to some
extent led to increase in domestic production of peace baskets, peace baskets
export volumes, and formalised handicraft sector in the country. On the Micro
level; increase in exports in some way increased employment in the sector
especially for the uneducated vulnerable women majority of whom are family
heads enabling them to earn an income resulting into enhanced household
weaver’s welfare due to labour supplied. Therefore, access of the US market
through AGOA in Rwanda could have increased peace basket exports leading
trade creation and generation of employment and income in the sector
resulting in better welfare for household weavers.

1.3 Research problem

Developing countries are finding it hard to access market for their exports
especially for agriculture products which has continuously slow down their
economic growth. Yet their integration into global economy and international
trade is expected to reduce poverty and improve economic and social
development. This is mainly through preferential market access to developed
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countries markets that has enabled developing countries to expand and
diversify exports. This paper focuses on the effect of a free market access for
off-farm production (weaving) on household’s welfare through provision of
employment and income earned from weaving. Most research including
Duygan and bump (2007) , Pradhan and Amarendra (2006), and Nicita (2004)
looks at the effect of trade openness on households’ welfare through price
transmission mechanisms (how tariff reduction is translated into households’
disposable income), through effects of households’ earnings and through
changes in the public sector (tariff revenue changes). But not much focus on
the effect of market access for off-farm exports on producer’s welfare and
trade expansion in a densely populated country with limited and low
productive land like Rwanda that mainly depends on the agricultural sector.
What are the effects of a preferential market access of peace baskets through
AGOA to the US to household weaver’s welfare in Rwanda? The research
paper attempts to highlight if AGOA which granted a free market access for
peace baskets made weaving a viable economic activity leading to improved
standards of living for the household weavers in Rwanda through generation
of employment and income and further creating trade and expanding peace
basket exports.

1.4 Justification and Relevance

This paper highlights the effect of a free market access of off-farm production
(handicraft) to household welfare in a densely populated country with declining
average farm size and land productivity. The IMF study done by Lankes (2002)
point out that most LDCs encounter high tariff and non-tariff barriers on
agricultural products yet three quarters of the world’s poor depend on
agriculture for a living. The paper emphasizes the importance of duty free
quota free market access of non-traditional exports in generation of jobs and
income for improving poor household’s welfare and the country’s economy.

1.5 Research Objectives

This paper will examine the role of AGOA both on macro and micro level in
the development of handcraft sector particularly peace baskets and its effects
on the (weavers) households’ welfare. In order to do so, the research will try to
answer the following question:
e What was AGOA’s role in development of peace basket weaving
industry?
e Did the Act generate employment and income for weavers?
e s there any difference in household’s welfare weaving for differ-
ent markets?

1.6 Research Limitations

A major concern for this research was how to get accurate information from
women weavers especially about past incomes and expenditures before
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weaving baskets. Some women could have overestimated or underestimated
their past incomes. This was worked out through interviews, and writing down
a narrative qualitative data on their past incomes and expenditure backed by
the control group of non-weavers.

1.7 Organization of the paper

The research paper is made up of five chapters, beginning with introduction,
background of the study, objectives and justification of the study in the first
chapter, the rest of paper is into four chapters; Chapter two evaluates some of
the studies done on the topic under study, chapter three looks into the
methodology used in the study, analysis, interpreting and findings of the
research are found in chapter four and lastly chapter five include the key
findings of the study, conclusion and policy proposal.



Chapter 2: Rwanda

2.1 Introduction

This chapter looks at the country’s economy, labour market, and Rwanda
export sector, development of the handicraft sector in the country highlighting
the relevance, products, challenges, export volumes and market opportunities.

2.2 Economy

Rwanda has made tremendous improvement since its 1994 genocide and war
ruins even though it remains low developed. The country’s economy is
growing at 7.5% rate in 2011; 2% higher than the East African Community and
more than sub-Sahara Africa (World Bank, 2011). The economy is
characterized by internal and external macroeconomic disequilibria, low saving
and low investment rates, high unemployment and underemployment (Vision
2020, 2000). Rwanda, a small rural country has an estimated population in 2011
of 10.7 million and high illiteracy rate of 48% both in urban and rural
population (Vision 2020, 2000). In addition, World Bank (2011) estimates that
79.5 % of Rwandan population lives on agriculture that’s still mainly
subsistence in nature, scarce and poor quality of land with large number of
families owning less than 1 hectare that’s too small to earn a living (ibid). In
addition, Rwanda’s exports are mainly tea and coffee whose prices fluctuate on
the international market making the Rwandan population unable to live only
on agriculture alone (ibid). There is a need to formulate new ways to expand
the economic base into other sectors to increase exports and employment
other than primary sectors. That’s why the government’s vision 2020 is geared
towards reducing agriculture farming from 95% to 50% and cut poverty level
from 60% to 30 % (Vision 2020, 2000).

2.3 Rwanda’s Export Sector

Rwanda’s goods and services exports are small representing 10% of its GNI! in
2003, below the average sub Saharan Africa. The export sector was very
affected by the 1990s war leading to a decline in export volumes by 60%; Sum
of exports per capita per year equal to US $18 in comparison to US$45 in sub-
Saharan Africa. However, the country has come to be reliant in trade terms as
indicated by the real trade and GDP growth ratio (Vinck, 2006). Trade is
fundamental to Rwanda’s economic advancement and poverty reduction given
the country’s small domestic market size. Additionally, overall poverty and an
economy based on subsistence agriculture, physical location limitations have a
significant effect on the country participation in international trade (Vinck,

1 Gross National Income



20006). Being a landlocked, makes Rwanda’s communication sector costly and
poor though participation in free trade areas like Common Market for Eastern
and Southern Africa (COMESA) and market access through special trade
agreement with United States and the European Union would help export
market expansion (ibid). The largest export crop is tea; followed by other main
exports like cassiterite and coltan. According to the World Bank, high price
instability on the world market for these products significantly affects the
economic performance of the country (ibid). That’s why export diversification
especially into non-agricultural sector like handicraft could have a significant
impact on the country’s economy not only through complementing the
agricultural sector exports but by increasing exports and employment.

Table 1: Exports 2009 — 2010 (Value in USD Millions, Volumes in Tons)

Exports 103,135 234.9 112,700 297.3 9.3 26.5
Coffee 14 992 37.3 18 236 56.1 21.6 50.4
Tea 18 689 48.2 21528 55.7 15.2 15.5
Tin 4269 28.6 3 874 42.2 -9.3 47.7
Coltan 950 20.2 749 18.5 -21.2 -8.7
Wolfram 874 5.8 843 7.1 -3.6 23.3
Hides & Skins 1792 2 3731 3.7 108.2 90.8
Pyrethrum 3 0.6 6 1.4 99.2 118.6
Re — exports 4 080 20.6 7 398 35.9 81.3 74.5
Other export prod- | 57 485 27.7 56 394 33.8 -1.9 219
ucts

Source: National Bank of Rwanda, Statistics Department

2.4 Labour market

Free market access for non-traditional sectors like handicraft sector weaving in
particular can be a strong support for a massive unskilled labour in a
developing country with a high illiteracy rate. The opportunity could have an
effect on poverty levels through job creation and could offer a better income
in comparison to low agricultural earnings. What’s more, such an opportunity
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can safeguard worker’s well-being especially vulnerable women involved in
hard labour in informal sectors like construction sites, street vending etc. with
low earnings and without social benefits.

Labour market in Rwanda is made up of a high labour force participation
rates and very minimal rates of unemployment which makes it a challenge for
the government to come up with policies to raise the number of high earning
and quality jobs to improve the earnings for low value jobs (World Bank,
2009). What's more, agriculture still is the biggest employing sector; three out
of every four jobs even though there has been a considerable shift to non-
agricultural work between 2000 and 2006 (World Bank, 2009). According to
the World Bank (2009), there was a 13% decrease in primary sector total
employment from 2000 to 2006 to 76.7%, whereas employment in the
secondary sector tripled as a percentage of total employment though still
somewhat small at 5.1% of total jobs. Also, there has been an increase of jobs
in the tertiary sector; making up one-fifth of jobs in 2006 compared to one-
tenth in 2000(ibid). This substantial improvement in the non-agricultural
employment is a very important progress in the Rwandan labour market if it
could be maintained. This will lead major changes in transforming the
country’s economy to better earning sectors to complement the primary sector
that’s not so valuable both to the population’s welfare and the country at large.

Poverty status and employment status are interconnected closely;
waged farm labourers are the poorest with one third of them falling in the
lowest quintile. These are followed by family farmers and the well-off being
waged off-farm labourers half some of them falling in the highest quintile.
There is a clear difference between non-farm labourers and farmers as well as a
gender difference. Furthermore, 40% of the household heads are in the
poorest quintile with paid farm work as their key job whereas 50% waged off-
farm labourers fall in the richest quintile. Additionally, amongst the poor; 45%
are semi-skilled and 49% are unskilled (Vinck, 20006). This is a clear indication
of how the agricultural sector in Rwanda despite being the biggest employer
does not provide much benefit to households relative to off-farm activities.
This proves the importance of a free market access for non-traditional
production or a shift from primary to better paying sectors like secondary and
tertiary sectors to the welfare of the population and the country at large.

Poverty remains rampant in Rwanda even with a period of fast
economic progress; its ranked 152" out of 169 countries below the SSA
average level’. Poverty levels fell from 60.4% in 2000/01 to 56.9% in 2005/06
and an increase in inequality with a Gini coefficient of 0.51 from 0.47 (EICV2,
2007). Poverty levels are lower largely for waged or household business off-
farm workers yet there is poverty increase among them throughout the country
with the exception of Kigali (ibid).

2 http:/ /hdrstats.undp.org/en/countries/ profiles/RWA.html



2.5 Peace Baskets

In Rwanda, different products are produced in different regions and districts
depending on raw materials and indigenous skills. Some of the major
handicraft products include the following; baskets, wall hanging (Imigongo3),
wood carving and masks, bracelets and jewellery products, ceramics and
pottery etc. (Ministry of Trade and Industry, 2009).

Peace Basket locally known as “Agaseke” is an art-craft article woven
using sisal, grass, raffia, banana peel, papyrus, osiers, willow, bamboo, palm
and rattans. The finely crafted, delicate baskets are made from natural fibers
and women using a technique that has been practiced for almost a thousand
years. Several types of Ageseke are made according to proposed usages,
decorations or ornaments and come in different sizes which include cradles,
cases, shopping bags, table mats etc. (Plunnkett, 2008).

Basket weaving has been Rwanda’s greatest craft for centuries, women are
taught the art of basket weaving from a young age at the hands of their
mothers and grandmothers carrying on a practice that had been handed down
from generation to generation which today involves numerous women in both
rural and urban areas. The Rwandan Baskets symbolizes a coming together of
Rwandan women to provide for the needs of their families while instilling a
love and appreciation in their children for their country and their culture
(PPPMER, 2010). In the times past, the Rwandan women used the smallest of
these baskets to swap secret greetings or any other information with one
another, but nowadays symbolize a fresh start for a country that is moving
beyond it’s painful past (PPPMER, 2010). The Peace baskets derive their
name from the environment in which they are woven; Women whose
husbands were killed during the genocide sit with women whose husband
killed and weave together for a common cause of peace, reconciliation and a
need to earn a living. The stories behind them and the distinctive
characteristics of Rwanda handicraft make them a strong selling point to
foreign market (Plunnkett, 2008). Peace baskets exports have gained benefits
more than other products in Rwanda from the free market access through
AGOA mostly exported by Gahaya links.

Gahaya links company owned by Janet Nkubana and Joy Ndunguste was
started when the sisters gave the women a small shop to sell their baskets
instead of hawking the baskets outside their hotel premises and later offered to
meet the women in their villages and teach them how to use an old Rwanda
traditional skill to better their lifestyles after realizing that the baskets had
market with the tourists. The sisters organized about twenty women and taught
them how to improve their weaving abilities with new design skills and they
now have over 4,000 weavers. The sisters formed Gahaya links, the first
Rwandan handcraft Export Company to benefit from the Africa Growth and

3 18t Century traditional Rwandan art in spiral and geometric designs of cow dung on wooden boards
decorated in colours from organ material.



Opportunity Act which enabled them to penetrate the US market. There are
other women weaving groups but not under Gahaya links as the chain leader
with the biggest market in the US. Other women groups are supported mainly
by NGOs and government institutions that also export to the US market. Most
women weavers who joined Gahaya links were trained with the help from
Women for Women, an NGO that supports women survivors of war to
improve their opportunities for a better future. The women include female
headed households either widows or wives whose husbands are in jail and were
struggling to feed their families*.

Furthermore, Agaseke Project under Kigali city trained women weavers
to create employment for vulnerable, unemployed and landless women in the
city. The 16 cooperatives are under one union, with over 3000 women trained
even though the number reduced considerably and returned to less sustainable
and insecure ways of gaining an income for their families. This was mainly due
per diem termination at the end of the training and less orders from exporters
even though more women are being trained under the project. Before most
women were involved in hard labour jobs like working at construction sites, as
hired farm labourers, street vending that is illegal on the streets of Kigali city,
some were jobless. On average most women earned $ 1.8 per day and most
jobs like street vending, working at construction sites and hired farm labour are
not on regular basis and do not provide a regular and sufficient income. With
weaving, most women are able to earn a more reliable and regular income,
more secure and sustainable work unlike their economic activities before which
has had to some extent an effect on their families” welfare.

Therefore, in order to measure the effect of weaving on household
welfare, non-weavers were used as the control group basing on social
demographic characteristics for both weavers and non-weavers. Some non-
weavers possess weaving skills either learned through training by different
projects by some NGOs or under Kigali city or as a tradition from their elders
at home. A number of non-weavers with weaving skills confessed to dropping
out or not weaving due to lack of regular orders for their products from their
buyers, as a result returning to their low paying work which to some extent
provides a regular income.

2.6 Handicraft Industry Value Chain Analysis

For the handicraft sector to significantly benefit more from AGOA there is a
need to improve its market settings through its supply chain in order to yield
more from the free market access. Plunnkett (2008), states that Rwanda suffers
the “competitive consequences of high transport costs for exporters,”
including poor performance on the timeliness of delivery. Unfortunately, these
structural characteristics hinder Rwandan exporters from benefiting more

4 http:/ /www.gahayalinks.com/about-us/background
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extensively from the tariff benefits available under AGOA or EBA. Even
though the handicraft exports are not time-sensitive due to perishability, the
Rwandan handicraft exporters have to ensure on-time delivery to foreign
buyers. The contracted shipments for handicrafts must reach the ports of
Mombasa and Dar es Salaam in time to meet the ships on which they are
scheduled for departure. However, the products exported go by truck from
Kigali through Uganda to the Kenyan port of Mombasa, where they are
shipped by ocean freight (ibid).

Besides cost of transport, when Gahaya Links exports to the US, the
exported products are picked on arrival up by marketing intermediaries, who
sell them to Macy’s. The “middleman” in the US obviously reduces the market
power of the exporter and the profitability of the trade (ibid). The goods are
either sold by contract upon departure from Rwanda or considered sold upon
safe arrival in the US, in which case losses incurred during transit may be
deducted. There are several trading firms operating in the sector in Rwanda but
Gahaya Links is the main exporter; therefore, there is a need to promote and
expand exports by other existing firms and establishment of new entrants
into the group of exporters to lessen the monopoly by Gahaya links and a few
others to increase competition to earn weavers fairer prices (ibid). More
handicraft exporters particularly peace basket exporters will not only mean a
better pay for weavers but more people employed in the sector and market
expansion for handicraft products.

Furthermore, it has been difficult to increase export of craft products
due to failure to adapt to consumer needs in international markets in terms of
quality, designs, dimension, standards, sizes and above all ability to muscle a
critical supply capacity in the sector (ibid). Poor designs skills, specialization,
inconsistent product standardization, poor finishing are among other detract
from product quality upgrade. Low product development and limited
knowledge on market access and low market development efforts are still
inhibiting export growth in the sector. Most producers are ignorant of the
seasonality and trendiness of craft products, as well as the socio-environmental
requirements of the markets (ibid). However, continuous trainings are on-
going in order to upgrade products and come up with new ones plus to
overcoming the problem of under productions.

Craft products targets both domestic and international markets,
domestic buyers are either tourists or local buyers who serve as market
intermediaries and sell on the local markets in urban areas or export directly.
Rwanda’s crafts trade are largely informal marked with inconsistent and adhoc
market access, entry and market entrance approaches, and market supply
networks that are insufficient (ibid). The Strategy for handicraft exports, as
explained by the Ministry of trade and Industry and Export Promotion
Agency, is to penetrate the medium and lower-value markets in the US, which
are considered to be enormous. Therefore, Rwandan handicraft exporters need
assistance with market information, trade leads, and technical help (ibid). This
is the main reason the Craft industry Secretariat in the Ministry of Trade and
Industry was set up to help exporters, producers and the handicraft sector to
upgrade and develop products and expand the market.
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2.7 Market opportunities for Rwanda’s craft products

As stated earlier, the USA under AGOA, the European Union under EBA
offer preferential treatment for Rwanda’s craft products. There are
opportunities in other markets established through bilateral trade agreements.
Currently most of the craft products in Rwanda are sold domestically to local
buyers and tourists with some exported to Germany, UK, Japan and Italy.
Other existing markets for Rwanda’s crafts are Rwandans in the Diaspora and
Kenyan traders who buy Rwandan craft pieces and re-export them to Europe
and the USA. (Ministry of Trade and Industry, 2009) Table below shows
amount of Rwanda handicraft exports to different countries over a nine year
period.
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Table 2: 2002 -2010 Rwanda Handicraft Export Volumes in USD

Years 2002 2003 2004 2005 2006 2007 2008 2009 2010
Destination Value Value Value Value Value Value Value Value Value
Belgium 6,482 2,479 1,881 9,390 3,080 390 4,365 831 6,210
Canada 1,543 - 16,621 206,841 6,987 18,050 1,721 142 383

France 13,121 2,991 724 18,799 320 10,596 12,791 - 10,458
Germany 49,083 13,746 18,793 29,703 19,435 3,859 19,367 856 521

G. Britain 667 2,793 - 50,377 1,136 - 10,661 5,468 -

Italy 29,205 6,069 1,729 36,346 21,867 15,874 117,041 4,353 4,320
Japan - - - 4,775 - - 7,652 4,808 7,165

US - 56,128 7,521 87,811 131,703 274,531 520,750 496,237 648,900

Source: Rwanda Customs
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Chapter 3: Trade theory and Free trade agreements

3.1 Introduction

This chapter discusses the trade theory, free trade agreements and their effect on
household welfare. Chapter further discusses empirical research done on free trade
agreements effect on household’s welfare and country at large , AGOA in general
and Rwanda in particular and handicraft sector in Rwanda.

3.2 Trade theory

Trade amongst countries takes place due to different reason and according to
Suranovic (2008) different trade models explain different reasons why trade take
place between countries. Suranovic (2008) highlights the reasons why two countries
move from autarky to free trade due to difference in technology using the Ricardian
model (ibid). The difference in prices of goods due to difference in technology
between countries encourages trade and causes trade in the model, gainful trade can
take place between countries if they differ in production competence for goods and
services including labour or capital methods of turning resources into output (ibid).
It’s a basis for evaluating the effects of trade on incomes, production levels of
goods, employment levels and consumption levels and welfare effects both
nationally and individually, a nation benefits from trade only if the relative price of
a product is different from when it’s not involved in free trade (ibid). Exports of
peace baskets to US market through AGOA in Rwanda have any effect on weaver’s
income, consumption, employment and their overall welfare? Or lead to increase in
production level of peace baskets in Rwanda? Suranovic (2008) concludes that the
model enlightens some things but not everything that could occur when two
countries trade. Study will observe if AGOA in fact led to increase in peace baskets
production and exports due to free access of the US market, generated employment
and had any effect on weaver’s income earnings and in turn their consumption and
welfare.

However, Thirlwall (2000), points out that comparative trade theory does not
take into account monetary and balance of trade payments concerns since balance
of trade problems cannot be corrected on their own through movements of relative
prices (ibid). Further, the theory also does not assure equal gains from trade that is
mainly through exchange rate between two goods, terms of trade, and if full
employment is retained in the course of reallocating resources when countries are
specializing. One country could turn out to be totally worse off if trade gains from
real resources are set off by a reduction in terms of trade (ibid).

Contrasting the Ricardian model that concludes equal trade benefits, the
Heckscher — Ohlin model while integrating differences in endowment, theory
recognizes existence of winners and looser from trade. Rwanda like most
developing countries has abundant unskilled labour can thus benefit more from
producing and exporting labour intensive products like handicrafts because they are
cheaper to produce compared to capital goods. Furthermore, the Stolper -
Samuelson theorem is useful in analysing factor income effect upon countries
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joining free trade or when tariffs or other government policies are enforced within
the H-O model’s perspective (Suranovic, 2008). The study will examine if removal
of tariffs and non-tariff barriers and other government policies made have
benefited household weavers in Rwanda like government support of off farm
exports and joining AGOA. According to Sen (2010), making changes in the basis
for trade could transform trade effects, instead of basing only on comparative
supply costs alone; justification of free trade basing on Pareto- optimum could
ensure balance for two trading countries through increased production, trade
exchange and consumption. Besides, granting a free trade agreement for low
developed country like Rwanda for period of time could lead to the country
establishing itself in developed countries markets which could guarantee most
favourable trade outcomes.

According to Viner’s theory of preferential trade liberalization, removal of
tariffs, quotas and non-tariffs barriers is believed to allocate resources (Bhagwati
and Panagarya, 1996) and Kersten (2008) emphasizes how free trade agreements
can both create and divert trade due to reduction of tariff rates within the customs
union and trade creation; improvement of resource allocation leads to welfare gain
whereas trade diversion wotsens allocation of resources and leads to welfare loss
(ibid). The study will look at the theory estimates by observing if the free market
access through AGOA indeed led to trade creation by expanding peace basket
exports due to removal of trade barriers in US. Furthermore, the study will also
examine if the removal of tariffs and non-tariff barriers led to resource allocation,
benefited and improved household’s welfare but not into distraction of trade and
welfare.

Plummer (2010), states that the theory signifies allocation of resources due to
reduction in tariffs and regional trade agreements not only improve welfare due to
trade liberalization but could also have a negative impact (ibid). Free trade’s most
beneficial outcomes for the general population will be realized when the supply of
goods is permitted to flow freely to meet demand without government intervention
through such as tariffs, quotas and other non-tariff barriers (Sheehy,2006). The
removal of tariffs and non-tariffs for Rwandan exports in the US could enable
expansion of peace exports due to increased demand which could lead to creation
of trade, employment and income which could result in improved welfare. Joseph
Stiglitz former chief economist of the World Bank quoted by Sheehy (2006) urging
for free trade writes that: “opening up to international trade has helped many countries grow
Sar more quickly that they would otherwise have done. ... Because of globalization many people in
the world now live longer than before and their standard of living is far better”” (Sheehy, 20006:
12)

According to the World Bank, consumption reflects household’s ability to
meet basic needs, goods and services a household can command based on its
current income, savings when income is low’. In this research, basket weaver’s
welfare is to be measured basing on their income /consumption but also other

5 http:/ /web.worldbank.org/WBSITE /EXTERNAL/TOPICS / EXTPOVERTY /EXTPA
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socio-economic variables including their ability to meet basic needs, purchase goods
and services, save, time allocation between different activities (family labour supply)
and if there is any welfare improvement unlike before.

With a free market access for Rwanda’s peace baskets to the US market
through AGOA, household weavers might benefit from enhanced welfare through
labour supplied and better earnings in comparison to their past economic activities
and earnings. A free market access can turn weaving into better remunerative work
unlike for example agricultural activities with no wider market on the international
market. A wider market that’s duty free quota free could mean trade creation and
exports expansion for peace baskets which in might turn lead to increased
employment in the sector and better pay for the household weavers and in return
improved welfare.

3.3 Free Trade agreements / Free market access

Free trade agreements recommended under trade liberalization are assumed to
boost growth and reduce poverty in low developing countries through expansion of
exports. Nafukho (2003), points out that due to the failure and dependence on
foreign aid and other development strategies, economic development in African
countries through trade is being encouraged. This is mainly through trade
liberalization supported by neo-liberal trade theory with an idea of creating a level

of playing field for economies to compete on all levels of development (Nafukho,
2003).

Development for LDCs is being considered through free trade agreements as a
way of integrating them into the global trade as means to economic development.
Free trade pushed forward by trade theorists is believed to be advantageous for the
populace when the supply of goods is allowed to flow freely to meet demand with
no government intervention in terms of tariffs, quotas and other non-tariff barriers.
According to neo-classicists, engaging in free trade is advantageous to countries
because it increases their economies (Sheehy, 2006). Mostly, poor countries usually
face issues of accessing market for their products due to rules that regulate markets
and taking part in certain trade. Therefore, free movement of goods would greatly
have an effect on households’ well-being and development of the poor countries at
large through increased incomes and foreign exchange earnings.

The US, EU and other developed countries have offered developing countries
special market access through preferential trade agreements as eatly as 1970s and
this was in the name of promoting economic growth in LDCs through
encouragement of exports (Gil-Pareja and Llorca-Vivero, 2010). Preferential market
access of definite goods through lower tariff rates or duty free from developing
countries to developed countries is mainly to spur economic growth through export
— driven industry in LDCs. The set-up of trade preferences was also due to
developing countries request for special and differential treatment during the
GATT negotiations (ibid). Widening of market entry not only will improve
efficiency and volumes of exports from developing countries but will greatly impact
producers through increased earnings and employment benefiting both producers
and the country at large.
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World Bank cited by Lankes (2002), estimates fixed welfare gains of between §
250 billion to § 620 annually from the removal of merchandise trade barriers and a
third to half of that would go to developing countries plus investment and
technology transfer gains (Lankes, 2002). Rise of tariffs is a way of protecting
industries in countries that are importing in both industrial and developing
countries which would hamper countries trying to advance in technology while
limiting their industry and export expansion. This makes them more reliant on
commodities whose prices are frequently unstable (ibid). Most developing countries
like Rwanda rely on agricultural export whose prices are highly volatile which not
only hampers the country’s economic growth but affects the population’s welfare as
well.

Hoekman et al cited in a study done by Lankes insists (2002), that if all Quad
countries’ offered duty free quota free market access to LDCs like the EU’s current
schemes of EBA; this might boost their exports by $ 2.5 billion or 11%
(Lankes,2002). Nonetheless, US has taken the same initiative with AGOA even
though it has some limitations that LDCs have found hard to stick to like rules of
origin and condition set for eligibility. This and subsidization of agriculture in
OECD countties keeps LDCs agricultural products off the rich countries’ markets
by lowering prices for their products and increasing price instability hurting both
the poor countries and the population. In LDCs, agriculture contributes around
27% to GDP and exports and is the main economic activity to three quarters of
poor people living in rural areas (ibid). A free market access for non-traditional
sectors like peace baskets exports to the US through AGOA in developing
countries in Rwanda can help alleviate the poor living conditions of the population
mainly depending on agriculture. This can be through employment and income
earned to complement their subsistence agriculture sector as the major reliant in
rural area in Rwanda.

“The costs to the global economy of distortions in agricultural trade are large. Even if only
Static effects are considered, the welfare costs of agricultural distortions may be over § 120
billion. One-fifth of the cost is borne by developing countries, and the export revenues lost
are much larger both developing and developed countries suffer the most from their own
restrictive policies” (Lankes, 2002: 2).

Developing countries could benefit greatly from further liberalization of
agricultural products and textiles and clothing through incomes, exports and
employment. However, with current difficulties developing countries face in
accessing markets many have managed to develop and expand vibrant export
sectors though it would be easier with better access (Lankes, 2002). With some
developing countries like Rwanda that have been granted free market access in the
US through AGOA can greatly profit through trade and export expansion which in
turn can lead to employment and income generation.

OWTO term used to define major  industrialized country namely US, Canada, the EU and Japan
http://www.maketradefair.com/en/index.phprfile=08042002224228 htm&cat=2&subcat=6&select=22
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“The world community and international institution have made development and poverty
alleviation a high priority. The Millennium Development Goals, fixed by the United
Nations for 2015, call for halving the number of people living on less than a dollar day.
With this goal in mind, the international community is calling current global trade
negotiations, conducted by the World Trade Organization, the Doha Development
Agenda” Bouét, 2006: 1).

Using a CGE model, Bouét (2006) analysed global outcomes due to full trade
liberalization from 1999 to 2005 basing on 16 assessments. The analysis
emphasized full trade liberalization increased world welfare from 0.3% according to
Hertel and Keeney to 3.1% as per Dessus, Fukasaku, and Safadi all cited by Bouét.
Furthermore, numbers of people supported out poverty estimated by Anderson,
Martin and Van der Mensbrugghe cited by Bouét (2006), ranges from 72 Million
people to 440 million according to Cline (Bouét, 2000).

In addition, Bouét (2006) points out that after ten years of putting in practice
full trade liberalization; world real income could be raised by 0.33%. Change in
trade would increase growth rate in middle-income countries by 0.4%, least
developed countries by 0.8% compare to rich countries by 0.3%. It would lessen
poverty because benefits would go unskilled labour in developing countries slightly
reducing income inequality but all the same the reform might hurt some developing
countries. Trade liberalizations means efficient positive distribution of gains but in
some countries it may decrease terms of trade due to increasing world agricultural
product prices that would harm food importation or could lead to erosion of
special markets (Bouét, 2006). A low developed country like Rwanda could gain by
accessing developed countries” markets through increased exports of off-farm
production that would lead to increased employment of unskilled labour that’s in
abundance leading to somewhat better welfare due to income earned.

Collier and Venables (2007), underline two ways in which trade preferences
benefits accumulates; first, through transfer of rent to developing countries. Tariff
revenue meant for rich countries’ importer is transferred to exporting countries’
producers. Hoekman et al (2000) cited by Collier and Venables (2007) estimated the
amount of rent transfer of around § 11 billion annually, least developed countries
receiving around $ 500 million. Secondly, benefits to developing countries due to
trade preferences can include considerable response of the export supply leading to
employment. Rents from trade preferences for Africa rely mainly on market access
for its current agricultural exports while preferences in manufactures could permit
breaking into markets that are barely penetrated. Even though agricultural exports
rents can also produce quantity effect, quantity effect of manufacturing export is far
greater and this is mainly due to being free from decreasing return to scale (ibid).
According to Collier and Venables (2007: 1327):

Production of manufactures for the domestic market encounters diminishing returns due

to the constraints of small market size. Traditional agricultural and resources-based

exports encounter diminishing returns because of limited endowments of suitable land

and hence declining resource base per worker. By contrast, employment in

manufacturing exports can be expanded without running into diminishing returns to

scale due to markets or endowments. The other reason for the greater potential is that

manufacturing exports are subject to scale thresholds which can generate multiple stable

equilibria. The scale thresholds arise because of well-documented external economies
that advantage those firms that are located within a cluster of similar firms. Potentially
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viable export locations may be uncompetitive relative to established clusters and so

never develop unless induced. Hence, not only may trade preferences in manufactures

generate a large supply response, they may switch a location to a new equilibrium and so

have permanent effects even if only implemented temporarily (ibid).

However, manufacturing and other non-traditional sector exports are of great
importance in the wider course of economic development. Jones and Olken cited
by Collier and Venables (2007), show that rising growth rate relates to an average
increase of 13% in the share of trade in income over five years’ time and a high rate
of labour shifting to manufacturing. Rwanda could definitely benefit from
accessing a free market for manufacturing sector like handicraft with no
diminishing returns like in agricultural sector. Hanson cited by Collier and Venables
(2007) turther highlights that Mexican exports grew five times in over 12 years due
to strong effect of NAFTA leading to increase in employment while a significant
effect on the Mexican economy as a whole is a debatable issue(ibid).

Additionally, Mauritius has been able to transform its self from impoverished
island dependent on sugar to a high income economy in Africa because it entered
into international markets in manufacturing (ibid). Collier and Venables (2007)
further cites Subramanian and Roy stressing the reasons for Mauritius’s growth
success was mainly due to the government allowing duty free imports for the
exports production but more importantly OECDs resolution to award Mauritius
trade preferences through MFA. The agreement granted Mauritius privilege market
access to OECD compared to Asian countries and even though the privilege of
accessing market ended in 2004, Mauritius has not only slowly transferred into
more complex undertaking in manufacturing but is now well set up in OECD
markets. The short-term trade preference arrangement played a significant part in
transforming the Mauritius economy permanently (ibid). Preferential market access
like AGOA could help a developing country like Rwanda to further accomplish
diversification into other sectors like handicraft and establish it’s self on the
international market through preferential market access. This can support further
growth and expansion of the new sector.

Further Collier and Venables (2007), compares the effect of AGOA and EBA
on a sample of 86 developing and middle—income countries apparel exports.
Provision of AGOA apparel was found to have a positive significant effect relative
to exports to EBA. Therefore in order to promote Africa’s economic development,
EU should devise its trade preferences because its Africa’s natural big market (ibid).

Thirlwall (2000), emphasizes that the issue for developing countries and Africa
in particular is not whether to trade but what to trade and terms of trade with
developed countries or amongst themselves. What is disagreed about is mostly is
whether total gains to developing countries could be better and bigger in case the
current structure of trade system were any different and if developed countries
made changes in their trade policies with developing countries. Thirlwall , cited by
Thirlwall (2000) points out that over 60% of developing country’s exports earnings;
80% for Africa are from primary commodities transactions whose prices have been
falling at around 0.5% annually compared to manufactures for not less than a
century. Reducing dependence on agricultural sector could have great effect on
population’s welfare through creating other source of revenue.
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One of the major significant trade benefits is export markets enlarge whole
market for producers in a country if production is subject to an increasing return,
that way export developments turn into a continues source of productivity growth.
Additionally, for a small country there is little possibility for substantial capital
equipment investments; specialization is restricted by the market scope. There are
some chances of industrialization and dispensation of traditional production
methods if poor small countries do trade, without export markets manufacture of
numerous goods would economically not feasible (ibid). For that reason, accessing
free market for peace basket could have enhanced the ability of weaving a
traditional method of production turning into an economic activity capable of
creating employment and incomes for household producers.

Other important trade benefits include incentive to compete, gaining of
modern knowledge, new ideas and distribution of technical knowledge, and mind-
set and institutions changes which the new growth theory terms as type of
externalities that maintains marginal product of physical capital from falling
improving the country’s long-term growth performance (ibid).

Thirlwall (2000), further stresses gains from trade to an individual country
based on specialization could be affected by welfare losses of unemployment and
deterioration of terms of trade which makes complete specialization not optimal
choice. Recent research on regional trade agreement suggests in form of customs
unions and free trade agreements reduce growth and investment but unilateral tariff
or non-tariff reduction improves growth performance. There is a positive
correlation between trade liberalization and export growth but it depends on
demand and production of goods produced and exported. Countries specializing in
primary products production and export do not perform well compared countries
specializing in production and export of manufactured goods (ibid). Thus, free
market access for peace baskets can lead to branch out into handicraft exports that
can be beneficial to a developing country’s terms of trade and increased welfare due
to increase in exports and employment instead of concentrating on agricultural
products with diminishing return to scale and heavily protected on the international
market

3.3.1 Africa Growth and Opportunity Act

As part of the US Trade and Development Act of 2000, AGOA offers increased
special access for Sub-Saharan Africa exports to the USA. It modified the US
generalized system of preferences program by giving the president the authority to
approve the duty-free quota-free treatment for definite non-import sensitive
products from countries that are eligible (Seyoum, 2007).

According to 2008 AGOA report by the office of United States trade repre-
sentative, the past eight years have made a change in US-Africa trade and invest-
ment. There has been a new trading opportunity for businesses, thousands of jobs
created, and investments worth millions of dollars brought into sub-Saharan Africa.
Since 2001, total two-way trade between the United States and sub-Saharan Africa
has more than doubled and AGOA imports have increased up to $44.2 billion in
2007. Non-oil AGOA imports more than doubled, from $1.4 billion in 2001 to $3.4
billion in 2007 (USTR, 2008).
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On top of GSP market access, AGOA has opened the U.S. market to almost
all goods produced in eligible countries and has facilitated the increase in both the
volume and diversity of U.S. trade with sub-Saharan Africa. African firms have
been able to produce higher value products and become more competitive
internationally through provision of new market opportunities for their exports by
AGOA, especially of non-traditional and value-added products. This has
strengthened sub-Saharan African economic growth and assisted in poverty
alleviation in one of the wotld’s poorest regions (USTR, 2008). What's more,
producing for a bigger and demanding market improves both products and earning
for developing countries producers which directly improves not only their skills and
knowledge but also their economic wellbeing.

Therefore, AGOA was revised to AGOA 1II to increase trade opportunities for
eligible countries by qualifying certain articles and activities for duty free treatment
in August 2002. It also allowed certain non-LDCs to benefit from AGOA. Further
amendment was done in 2004 to AGOA III that extended special treatment for
eligible countries till 2015 (Seyoum, 2007). Seyoum (2007), points out a significant
increase of 73.4% in US imports from eligible AGOA countries between 2001 —
2003 more than any other countries in same period of time. In 2003, energy
products made up a huge part of AGOA imports at 80% followed by textiles and
apparel 8.5% and transport and transportation equipment of 5.2% (Seyoum, 2007).

Additionally, there was an increase of about 17% in post AGOA exports
(2001-2004) in comparison to the four year before AGOA (1997-2000). Most
export products are eligible for the special treatment apart from some agricultural
products like refined sugar etc. though GSP offers similar benefits apart from a few
products (Seyoum, 2007).

3.3.2 AGOA in Rwanda

In its Vision 2020, the Rwandan government intends to put in place favourable
macroeconomic stabilization policies to enhance private sector growth and enlarge
domestic resources base to increase exports. This will help the country reduce
dependency on foreign aid and develop strategies to expand tax base, attract foreign
investors and address the debt situation (Vision2020, 2000). In addition,
diversification and development of non-traditional exports need to be promoted to
deal with the anti-export bias in public policies. Some of the policies to be put into
practice include trade liberalization that will help transform the agrarian subsistence
economy (ibid). The government realized that developmental process and capital
formation cannot in the long run be achieved by only donor funds, but the
backbone should be middle class Rwanda entrepreneurs in order to create wealth,
employment and vital innovations through opportunities for profit (Vision2020,
2000). What's more, given the size of the country and its high population density;
Rwanda could do well with a sector that takes away the pressure from the land
that’s inadequate with declining productivity. Also, access to market of non-
agricultural product would greatly benefit both individual producers and the
country’s economy at large through not only lessening the pressure on land by
increasing employment in off-farm sectors but also encouraging a sector that offers
better remuneration compared to agriculture sector. This will lead to government
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promoting better paying exports and raising the GDP per capita to US$900 in line
with Vision 2020.

Comparing at Rwanda’s exports in general to the US before and after AGOA
over a period of twenty years were unstable but increased particularly in the early
2000s the time AGOA was signed as indicated by figure 2. Historically, the main
Rwanda exports to the US were mostly coffee, tea, minerals and metals. However,
non-traditional exports like handicrafts are increasing (Chandra and Rodarte, 2007).
Chandra and Rodarte (2007), further indicates that the increase in handicrafts
exports is a huge opportunity not only for Rwanda’s non-traditional exports offered
by AGOA but also vertical diversification within the coffee chain by increasing
greater value fir coffee.

Figure 2: Rwanda’s exports to the US - 1992-2011
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AGOA was recognized as opportunity for Rwanda since it became eligible on
October 2nd 2000 and gained apparel eligibility on March 4" 2003. But AGOA
remains unexploited with exports under the Act accounting for 1% of total exports
in Rwanda (RBD, 2010). There are so many opportunities under AGOA, for
example exports under the Act could contribute between 3% to 7% of Rwanda

7 http:/ /www.census.cov/foreion-trade/balance/c7690.html
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exports totalling up to USD 10 — 15 million a year if compatible skills were to be
developed that could add 5,000 jobs to the Rwanda economy. Furthermore,
servicing the American market would lead the way to finding new export due to
servicing new challenging customers (RBD, 2010).

At the moment, several successful exports include handbags and personal
accessories, jewellery and home furnishings. Non-traditional export to the US
market became the fastest growing between 2007 and 2008, with a yeatly growth of
53 % compared to 8.6 % of total exports during the same period. There plans
underway from local textile company UTEXRWAS to expand exports under
AGOA during the coming years (ibid). Even though since 2000 Rwanda has
qualified for AGOA provisions, AGOA remains underutilized particularly in the
textile and apparel category. Exports under GSPLDC preferences continue to
dominate preference based exports from Rwanda indicated by the Figure below

(ibid)

Figure 3: Share of exports from Rwanda to United States by Preferences system in 2008
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Nevertheless, majority of Rwanda’s exports to the US are currently low value
commodities and AGOA’s opportunities are limited and are set to end by 2015
although according to the US Bureau of African Affairs AGOA might be renewed
to 2025°. Therefore, Rwandan firms should quickly adapt to servicing sophisticated
markets, and define sources of strategic advantage outside low-cost segments in
order to gain from AGOA preferences (ibid). The country can benefit from both

8 Rwanda Textile Industry
? http:/ /www.state.gov/p/af/tls/tm/2011/163589.htm
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going into high earning segments and also expanding and perfecting the current
exporting sectors that can be established and sustained even after AGOA ends in
the next few years. This can help other sectors set up themselves in the same
markets where say the handicraft sector is already established.

3.4 Handicraft sector and employment in Rwanda

According to Dhamija (1975), one of the major difficulties facing developing
countries is employment provision since most LDCs predominantly depend on
agriculture that does not provide continuous work and given that most people in
rural areas are mostly involved in subsistence agriculture. This leads to large
movement of people from rural to currently congested urban areas with no skills to
find employment creating excess unskilled labour resulting into taking advantage of
especially women who are paid less for the same work (Dhamija, 1975). Expansion
of opportunities for better pay employment based on traditional abilities using local
raw materials is worthy of considering in development planning (ibid). Rwanda,
with a high number of unskilled especially vulnerable women involved in
subsistence farming in rural areas or in hard labour jobs like construction with low
pay can greatly benefit from market access for handicraft sector like peace basket
weaving with flexible working hours and not so tedious in terms of employment.

The growth of international markets for home accessory products and an
increased interest in global goods have opened up new market opportunities for
artisans making Handicrafts an important productive sector and export commodity
for many developing countries (Barber and Krivoshlykova, 2006). Currently, in
many developing countries, handicraft production is a major form of employment
and makes up a considerable part of the export sector (ibid).

The sector has been accredited as the second largest employing sector
following agriculture in most parts of the world and it has been observed that the
handicrafts sector is growing and a number of small businesses going into
handicraft production will not be decreasing any time soon. The success of the
handicraft sector is mainly based on the fact that the sector has distinctive
advantage of minimal start-up capital; flexible working hours and the freedom to
work at home and manage own business. Additionally, the sector offers an
opportunity for seasonal employment to people who have minimal chances of
being employed and presents an opportunity for creative, independent
entrepreneurs (Barber and Krivoshlykova, 2000).

“Handicrafts are unique expressions of a particular culture or community
through local craftsmanship and materials. With increased globalization,
however, products are becoming more and more commoditized and artisans find
their products competing with goods from all over the world’ (Barber and
Krivoshlykova, 2006 :1)

As per Goldberg (2007), “sustainable employment refers to at least a person or family’s
employment situation provides a permanent and stable job, wages adequate for food, clothing and
shelter, full health benefits, and the opportunity for job advancement” (Goldberg, 2007:2)
Whereas ILO and MDGs, defines decent work as employment that’s productive
and pays a reasonable income, freedom, dignity, security, family social protection,
prospects for personal growth and social integration and equal prospect for both
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men and women. This is a fundamental aspect in the struggle against poverty and
hunger in the world (ILO and MDGs, 2011).

In Rwanda, there is a growing economic and social importance of handicrafts
in recent years; handicraft production has seen upswing as the industry is seen as a
possible business prospect for sustainable income generation. It has attracted more
and more artisans, traders and exporters. The sector is perceived as a possible way
of mainstreaming the poor in the export business and as such boost the country’s
economy (Ministry of Trade and Industry, 2011). The sector has enabled
households to take part in trade which has enabled to earn an income and improve
their well-being as well as expanding exports and trade in the country. Based on the
importance and potentiality of the sector, the ministry of trade and industry formed
a distinctive Secretariat to facilitate the development of the sector and expedite the
implementation of the existing National Handicraft Strategy (Ministry of Trade and
Industry, 2009).

The handicraft sector was found to have the potential in creating work and
income to a bigger share of rural population, paying special attention to vulnerable
sector of the society, especially women, youth and people with disabilities. There
around 509 cooperatives bringing together 22,945 organized crafts people and
artisans. The sector is recognized as potentially high growth export sector with
significant social benefits that can support other export sector like tourism (ibid).
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Chapter 4:  Methodology

4.1 Introduction

This chapter presents all the methods used to collect, analyse, and interpret the data
collected. It includes sampling design, data collection methods and lastly data
analysis methods.

4.2 Data collection Method

The data collection tools used were the survey questionnaire carried out through
face to face interaction and focus group discussions with the respondents in three
districts of Kigali Province; Gasabo, Kicukiro and Nyarugenge. A small survey of
100 weavers (treated group) and 50 non weavers (control group) was intended to
verify if baskets woven and exported through AGOA is a source of employment
and income and measure it’s welfare effect on household weavers . Three districts
in Kigali Province were picked instead of rural handicraft villages because of limited
time and finances.

4.3 Sampling technique

4.3.1 Weavers

In Kigali province there 2 main weaving projects: Ageseke Project; under the City
of Kigali, was implement to empower poor and vulnerable women with skills for a
sustainable livelihood. There are 16 cooperatives under this project that are under
one union called Ibanga with over 2,000 women involved in handicraft activities
with Japan as their main export market. From the 16 cooperatives, four were picked
from the list using systematic sampling, one after every 4th cooperative and the
numbers of weavers to be interviewed per cooperative were chosen proportionately
from each cooperative. Systematic sampling was used again select a sample of 50
respondents proportionally from the four cooperative selected.

However, weavers working with Gahaya links (exporter to the US market) are
not so well organized in cooperatives but weave from the same premises belonging
to the company, there are over 4,000 weavers in both Kigali and in rural areas.
Volunteer sampling was used to come up with the sample of 50 weavers to be
interviewed. After an introduction and main purpose of the research, 50 women
weavers volunteered for the interview. The volunteer sampling method can be
highly unrepresentative even though it’s a reasonable way of guaranteeing a
satisfactory numbers for a study (Black, 1999).

4.3.2 Non Weavers

A sample of 50 non weavers was selected using snowball sampling method. Since
all the 3 groups were in the same socio-economic position before weaving because
they were involved in the almost in the same kind of work, women weaving were
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asked to help identify households in their neighbourhoods that are not involved in
weaving but are in same economic situation like the weavers before. Some non-
weavers possess weaving skills either learned since childhood or through training
during various trainings by NGOs and Kigali city council. At the end of the
interview, women weavers were asked to describe a household in their
neighbourhood who does the same job like them before they started weaving.
Description involved the household size, jobs, estimating how much they earn,
marital status and their current wellbeing, etc. After the description, they were
asked if it’s possible to meet and interview the pointed out households. Some
interviewees were sceptical, some declined and others accepted after explaining the
main reason for the research with the help of cooperative heads. Out of 100
weavers, 83 were willing to identify a household to be interviewed; out of 83, 50
non weavers were systematically selected to be interviewed as the control group.
Snow ball sampling method does not guarantee that the sample is representative of
the population (Black, 1999).

4.4 Data Analysis Technique

For the analytical purposes, a causal analysis was not possible due to a cross section
data set; study only determines the relationship between the peace baskets exports
through AGOA and household welfare. Data collected through questionnaire, in-
depth interviews and FGDs was analysed through descriptive data analysis
techniques and exploratory econometric techniques, graphs, and tables. A
nonparametric test, independent sample t-test was applied at 5% level of
significance to compare the mean difference and standard deviation and between
weavers and non-weavers and between US and Japan market weavers per variable.
Comparison of key household characteristics weavers and non-weavers basing on
mean difference and standard deviation was used to assess non-weaver’s validity as
control group for weavers. Furthermore, bivariate analysis was used to determine
the difference in household welfare due to weaving between groups. In addition,
multiple regressions was used to further estimate the effect of the Act on the
household welfare using three models. This helped identify the effect of the Act
through basket weaving has had on weavers in comparison to non-weavers and
those weaving for the US market in contrast to Japan market weavers basing a 5%
level of significance. What's more, the macro impact on micro levels was verified in
the course of export volumes to different markets and welfare improvement
through income earned and labour supplied by households.

4.5 Questionnaire and Variables

Questionnaires were addressed to households weaving and non-weavers containing
demographic, educational level and socio-economic characteristics that were
intended to answer the research questions. Others interviewed included people
working with the government institutions e.g. the Handicraft Secretariat, Private
Sector Federation, Rwanda Development Board, Exporters etc. The characteristics
are linked to the measuring of basket weaving as a sustainable source of
employment and income and its effect on household’s welfare.
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4.6 Model estimation

Further emphasis of effect of AGOA on household’s welfare is measured by
comparing weavers and non-weavers, US and Japan market weavers using a
multiple regression analysis. A causal analysis is not possible due to cross sectional
data with no records of socio-economic status of weavers before the free trade
agreement.

Two variants of the model are estimated using: i) linear-linear model using the
equation 1 and ii) log linear model using equation 2. For each of the model three
different specifications are used to estimate monthly income, amount saved and
intra household bargaining power as dependent variable. Lastly, monthly income
will be included as one of the explanatory variables for estimations of amount saved
and intra household bargaining power as dependent variables. The models will
attempt to estimate the effect of the AGOA on households’ welfare by estimating
income , amount saved and bargaining power depending on whether a person
weaves or not or weaves for the US or Japan markets in addition to bivariate
analysis. Ordinary Least Squares (OLS) method is used to estimate monthly income
and amount saved whereas probit as model is used for estimating intra household
bargaining power which is a dummy dependent variable. This is measured by
looking at the effect of belonging to a different group or weaving for a different
market on income earned, amount saved and bargaining power. Whether weaving
or weaving for a certain market has an effect on the three dependent variables while
controlling for household social demographic characteristics.

Equations
Monthly income = {(G) ..............n 1)
Amount saved = £ (G) ....ooviiiiiiiiiiiene e (2)

Intra household bargaining power = f (G)..... (3)
G= group (weavers and non-weavers/ US and Japan market weavers)

Linear-Linear equation 1

0
(D

Log-linear equation 2

.2
g — Group; belonging to a different group of either weavers or non-weavers or
weaving for different markets is expected to have an effect on a household’s
monthly income, amount saved and intra household bargaining power. A positive
relationship on three variables is expected for a group belonging to US market
weavers with a free market access due to some extent a high income. age — Age is
in the ranges (midpoints for age range). MS — Marital status; binary dummy from
four previous responses to yes/no responses, Sc2 & Sc3;,— Education is in levels; 1-
No education; 2-Primary level; 3-Secondary; 4- Tertiary. 1- No education is set as a
reference to determine the effect of having primary and secondary education level
on households’ monthly income. hs— Household size, hr - Hours per day are
expected to have a positive effect on monthly income earned and amount saved.
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More hours worked can lead to more income earned which in turn can lead to
increase in amount saved. m— Monthly income as an independent variable is for
amount saved and intra household bargaining power equations.

Table 3: Variable and their codes

Age range 17.5 27.5 37.5 47.5 | 57.5
Household size range 3 5 7 9
Monthly Income range 0 20,000 45,000 70,000
Hours/day 0 4 6 8 10
Amount saved range 0 7,500 17,500
Codes 0 1 2 3 4 5
Marital Status Single Married Divorced Widowed
Educational Level None | Primary Secondary | Tertiary
How many work None | One Two Three Four
Satisfaction with current financial Fully satis- | Somewhat | Less than | Not all
situation fied satisfied satisfied satisfied

Improve a | Slightly Remained the
Financial situation in 2-3 years lot improve same Deteriorate
Current level of expenditure on
food and other basic necessities More than Less than | Don’t
like clothing & housing adequate Adequate | adequate know
Saving Yes No

More as-
sets  e.g. | Others-Farm

Small busi- | livestock , | inputs, hired
Other Investment None | ness land labour
Intra household bargaining power Better Same Worse
Household economic situation in Feel Not rich
comparison to other in your com- among the | but man- | Neither rich
munity well - off age well nor poor Poor

Scale Description

Age - In the questionnaire, age was in intervals and coded 1-5 respectively;

1.15-20;

2. 25-30;

3. 35-40,

4. 45-50;

5. 55-60

During analysis, the age mid points from age intervals were use.

Household size — Number of household in the questionnaire were in intervals of
between 2-4, 4-6, 6-8, 10 & more and they were coded 1-4 respectively. Mid points
for household’s size were used for further analysis.

Monthly Income — household’s monthly income were captured in ranges; no
income, 10,000 — 30,000, 40,000-50,000, 60,000 & above and were coded 1-4
respectively and bivariate and multiple regression analysis, mid points were used.
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Hours /day — hours worked per day were 0, 4, 6, 8, and 10 and coded 0-4. For
analysis hours worked remained the same.

Amount saved — amount saved per month ranged from 0, 5,000 — 10,000 and
15,000 — 20,000 and were coded 0-3. For analysis, mid points for amount saved
were used for both bivariate and multiple regression.

Marital status — status ranged from single, married, divorced to widowed and they
were coded 1-4 respectively. For multiple regression analysis, marital status was
made into a binary dummy of married (1) and unmarried (0).

Educational Level — level ranged from None, Primary, Secondary to tertiary and
coded 1-4 respectively. For multiple regression analysis, educational level variable
was changed and tertiary level was dropped due to few respondents.

How many work in a household - this variable ranged from 0-4 and coded 0-4
respectively and remained the same for analysis.

Satisfaction with current financial situation — classified from fully satisfied,
somewhat satisfied, less than satisfied and not at all satisfied and the codes were 1-4
respectively for bivariate analysis.

Financial situation in 2-3 years — estimates for near future financial situation
rankings were from improve a lot, slightly improve, remain the same and
deteriorate and were coded 1-4 respectively.

Current level of expenditure on food and other basic necessities like clothing
& housing — responses to this question ranked from more than adequate,
adequate, less than adequate and don’t know that were coded 1-4.

Saving — responses consisted of YES and NO coded 1 & 2.

Other investments — included none, small business, more assets (e.g. livestock,
land) and other (farm inputs, hiring labourers) with codes from 0-3.

Intra household bargaining power — question responses were better, same and
worse; coded 1-3. For multiple regression analysis, responses were changed to yes
and no.

Household economic situation in comparison to others in your community —

responses to this question were feel among the well-off, not rich but manage well,
neither rich no poor and poor which were coded 1-4 respectively.
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Chapter 5:  Analysis and Interpretation of Data

5.1 Introduction

This chapter talks about the analysis and discussion of the research findings with
the intention of responding to the research objectives. Data analysis is discussed on
two levels; Macro and Micro level. On the Macro level, the analysis and discussion
of data is done to highlight AGOA’s role in development of Peace basket exports
by indicating the export volumes per year to different markets and on the Micro
level, is to analysis and discuss Act’s effect on the households’ welfare due to basket
weaving.

5.2 Macro Level

On the macro level, export volumes to different markets are compared for a period
of nine years in order to illustrate the potential effect of the duty free quota free
market access on the handicraft sector.

Handicrafts were not a major focus for exports in Rwanda; artisans produced
for tourists and for the local market but a resolution by the government to promote
diversification of exports put much importance on the sector and after, there has
been a noteworthy growth in exports (Plunnkett, 2008). The government, according
to the Handicraft Secretariat in the Ministry of Trade and Industry recognized the
“potential of the handicraft sector to create employment and income for a big percentage of
uneducated vulnerable women, youth and people with disabilities in both rural and urban areas in
addition to earning foreign exchange for the country". The government policy coincide with
other Non-governmental organization like GTZ that were supporting the sector
and AGOA that offered duty free market access that lead to the expansion of peace
baskets exports in particular and the formalization of the handicraft sector today in
Rwandal®.

5.2.1 Export Volume to different markets —Macro level effect

Export volumes of handicrafts in Rwanda have increased substantially especially to
the US market and not much to the European countries over a period of ten years.
As earlier stated this has been to a big extent due to government policy to diversify
exports and carter for women war survivors who were heads of families with no
source of income. With preferential market access through AGOA, it offered an
opportunity that helped expand the new sector and this was not only by accessing
market but also modernizing the crafts products and improved the efficiency of
weavers through serving a challenging and demanding American market. Weavers
and exporters had to keep up with US market dynamic which a certain extent led to
improved products and product diversification other than peace baskets alone.

10 nterview with head of Crafts Sectetariat in the Ministry of Trade and Industry
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Exports have shifted from the original local baskets to diversifying into
different colours, materials used and shapes to different products like jewellery
made from different materials. Before 2003 - 2004, there were very little exports
and inadequately captured by customs which has made the comparison of before
and after AGOA export volumes not possible. After 2003 - 2004 there has been a
significant increase in export volumes especially to the US market though exporters
complained about decline in exports due to the financial crisis which have not fully
picked up yet like years preceding the financial crisis. In 2002, 50% of total exports
in Rwanda were to Germany and 30% to Italy and in 2003 there was a big change
with over 70% of total exports were to US compared to 0% in 2002. Export
volumes decreased greatly in Germany and Italy to almost 16% and 7%
respectively. Whereas handicraft exports from Rwanda to European countries
decreased between 2002 to 2010, exports to US increased; in 2003, almost 70% of
the total handicraft exports in Rwanda were to US market and this has increase
over the years to over 95% in 2010. In an interview with Gahaya link’s manager, the
main exporter in the country to the US market; they took advantage of duty free
market access after the government and the US embassy’s AGOA campaign to the
local companies was launched. Like any other exporter they were happy with
availability of duty free market where she would compete with other exporters from
different countries without paying taxes. On top of benefiting from a duty free
quota free market access to the US, they are given support in form of capacity
training, marketing and new product designs in order sustain their products on the
international market. Nevertheless, not all exporters are aware of the AGOA and
free market access opportunity in the country because not most of them have made
an attempt to take advantage of the Act and this was revealed by talking to heads of
unions for some cooperative.

Therefore, free market access through the Act has had to some extent a
profound effect on the trade expansion of handicraft sector, peace baskets in
particular. This has been mainly through new ideas and knowledge, incentive to be
innovative and competition that has somehow led to expansion of exports, trade
creation and facilitated in formalising handicraft sector and creating an ideal
employment for a number of uneducated vulnerable women not to mention its role
to other sectors like tourism. Demand for handicraft products is estimated to grow
in the country with the growth of the tourism sector in the country, local as were as
international markets. On the Micro level, US and Japan market weavers are
compared to examine the effect of AGOA on household’s welfare through weaving
mainly because they are somewhat both consistent importing countries of peace
baskets in Rwanda even though Japan imports volumes are minimal compared to
the US market. This may be to some extent due to a free market access through
AGOA in the US.
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Figure 4: Handicraft export volumes 2002-2010 USD ’00 in Rwanda

Handicraft Export Volumes 2002 -2010 in USD in '0O0

2010
2009
2008
2007
2006
2005
2004
2003
2002
0% 20% 40% 60% 80% 100%
2002 2003 2004 2005 2006 2007 2008 2009 2010
m Belgium 65 25 19 94 31 4 44 8 62
m Canada 15 O 166 268 70 180 17 1 4
m France 131 30 7 188 3 106 128 O 105
m Germany 491 137 188 297 194 39 194 9 5
m Great Britain 7 28 O 504 11 O 107 55 O
mItaly 292 61 17 363 219 159 1170 44 43
mJapan O O O 48 O O 77 48 72
mUS O 561 75 878 1317 2745 5208 4962 6489
Source: Rwanda
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5.3 Micro Level

The study analyses the difference between weavers and non-weavers to show
any difference in household welfare due to basket weaving and determine any
differences between US market weavers and Japan weavers to justify AGOA’s
effect on household weavers for the US market. Comparison is done between
US and Japan markets because currently they are more somewhat steadfast and
bigger markets for peace baskets in Rwanda compared to other countries.

Basing on mean difference and standard deviation of key household
characteristics of the three groups, non-weavers are taken as the control group
and a baseline to determine any difference in the households’ welfare due to
weaving ie. due to income earned for both US and Japan market weavers
(treatment groups). To estimate the effect of the AGOA on household
weavers, weavers for US market are compared to Japan market weavers on
basing on a number of variables.

Table 4: Description of Respondent’s social demographic characteristics

Households Mean
characteristics Mean differences Standard deviation

Non-weavers | Weavers Non-weavers | Weavers
1. Age 29.1 37.3 Hokk 82 8.417668 | 11.09919
2.Marital Status 2.32 2.1 0.22 1.168288 | 1.077783
3.Educational level 1.78 1.94 0.16 0.5816935 | 0.5283861
4.Household size 5.76 5.48 0.28 2.015856 | 2.012486
5.0ther sources of Income 3.04 2.68 0.36 2.649297 245723
6.Hours/day 6.84 7.76 % (.92 4.102563 | 1.341791
7.Monthly Income 21,200 35,000 Rk 13 800 15,797.18 | 16,283.47

Source: Primary Data

As earlier indicated, weavers and non-weavers were to some level in the
same socio-economic situation before weaving given that a number of non-
weavers possess weaving skills learned during trainings or as a tradition and do
the same work weavers did before weaving. Therefore, even with some
differences between the two groups; non-weavers make to some degree a valid
control group for weavers basing on their demographic characteristics. There
are no difference between non-weavers and weaver’s marital status, household
size, other sources of income and educational level. Level of education
influences the shift of individuals from agriculture to off-farm employment
(EICV2, 2007). But weavers and non-weavers differ in age; weavers are older
than non-weavers by 8 years.

Additionally, respondents’ household size on average is 5.76 for non-
weavers and 5.46 for weavers, justified by the household survey which
indicates that a houschold contains on average five members in Rwanda,
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(EICV2, 2007). There is no statistical difference between weavers and non-
weavers in terms of household size as specified by the mean difference of 0.18.
What’s more, other source of income per households does not differ between
weavers and non-weavers as indicated by the statistically insignificant mean
difference of 0.36. The difference of close to one hour between weavers and
non-weaver’s working hours is significant.  Further emphasized by the
Household survey (2007) in Rwanda indicate that on average, off-farm
labourers work for 8 hours per day on their main jobs (EICV2, 2007). Non-
weavers are involved in street hawking, small scale farming, construction site
jobs, food vending, hired labourers on other people's farms etc. Even though
weavers work more time, they earn more and working hours are flexible
because they work at home and take care of their families unlike non-weavers
who work away from home. According to the household living standard
measurement in Rwanda (EICV2), women do on average 20 additional hours
managing their homes and families (EICV2, 2007). Non weavers work the
whole day away from homes and do intensive labour jobs that do not allow
them to work throughout the week leading to less earnings.

Conclusion

Basing on mean difference values, weavers and non-weavers differ in age,
working hours and income earned. Even with the indicated differences
amongst the 150 respondent’s demographic characteristics, non-weavers make
a somewhat valid control group for weavers (treatment group) and could be
used as a baseline to analyze if weaving due to the Act has had any effect on
household weaver’s welfare.
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Table 5: Bivariate analysis for weavers, non-weavers and for US and Japan market weavers

Mean Mean Mean Mean dif-
difference | Standard Deviation ference Standard Deviation
Non UsS Japan
Variables Weavers | Weavers Market | Market
1 | Monthly Income 21,200 35,000 | *** 13,800 | 15,797.18 | 16,283.47 | 40,500 | 29,500 | *** 11,000 15722.4 1 15059.41
Satisfaction with current financial situa-
2 | tion 3.06 1.96 k1.1 ] 0.6824326 | 0.2814106 1.96 1.96 0 [ 0.3475864 | 0.1979487
3 | Financial situation in 2-3 years 3.5 1.49 *k2.01 | 0.6468132 | 0.6741249 1.48 1.5 0.02 | 0.6141196 | 0.7354022
Current level of expenditure on food and
4 | other basics necessities 2.62 1.96 % (0,66 | 0.4903144 | 0.315268 1.88 2.04 % (0,16 | 0.3282607 | 0.2828427
Concern for providing for food and
5 | basic necessities for family in 2-3 year 1.72 2.61 % (.89 | 0.7570081 | 0.5485518 2.7 2.52 0.18 | 0.5050763 | 0.5799367
6 | Saving 1.76 1.1 % (0,66 | 0.4314191 | 0.3015113 1.06 1.14 0.08 | 0.2398979 | 0.3505098
7 | Amount saved 2,150 9,125 **%6,975 3912.63 6023.68 9,750 8,500 1,250 |  6,473.06 | 5532.833
8 | Other Investments 0.6 1.12 (.52 | 1.124858 | 1.257543 1.66 0.58 61,08 | 1.205599 | 1.070762
9 | Intra household bargaining power 2.54 1.27 k1,271 0.7059514 |  0.446196 1.28 1.26 0.02 | 0.4535574 | 0.4430875
Household economic situation in com-
10 | parison to others in your community 3.26 2.04 k1,22 | 0.7230886 | 0.7236272 2.18 1.9 **(0.28 | 0.7475129 | 0.6776309
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5.3.1 Comparison between weavers and non-weavers

As indicated by the mean difference, there is a significant difference between
weavers and non-weavers’ incomes, signifying a difference in households’
earnings that could be to some extent due to weaving. Most non weavers earn
on average Rwf 21,200 (US § 35)!" per month while weavers earn on average
Rwf 40,500 (US $68) per month. Annually, weavers earn § 810 more than non-
weaver’s $ 420 exceeding the country’s GDP per capita of US § 54012 and close
to the targeted GDP per capita of US$ 900 by the country’s vision 202013,
Basing on the household survey (2007), welfare condition of the labour force
has a lot to with their employment status. The poorest are paid farm labourers
falling in the lowest consumption quintile followed by the family farmers and
most well-off people are paid off-farm workers almost half are in the top
quintile (ibid). Weavers are somewhat contented with their current financial
state compared to non-weavers given their higher earnings and secure job.
Statistically, there is a significant difference in weavers and non-weavers’
satisfaction with their current financial situation which indicates a difference in
their welfare that could be to some degree due to weaving,.

Likewise, non-weavers are not confident about their financial situation in
the future compared to weavers and this could be relatively due to difference in
the economic activities, low earnings and some being unemployed. Majority of
non-weavers are engaged in street vending or hawking of food, clothes and so
many other products that’s illegal on the streets of Kigali city where they are
mostly arrested and their goods confiscated by authorities. Making them
uncertain of their future earning and welfare for their families plus they are not
organized in cooperatives like weavers. Where in case of any financial concerns
weavers rely on loans from their cooperatives on top of earning a higher
income and being able to save and guarantee any future unforeseeable. Also,
most women weavers attribute their confidence in future of their financial state
to continuous training in different products and managerial and entreprencurial
skill for future sustainability and improved quality of their work and in return
better welfare even though a few are sceptical due to unreliable market for
their products especially weavers for the Japan market.

Furthermore, result indicates that weavers have sufficient level of
expenditure on food and other basic necessities and this is due to somewhat
low unreliable incomes on the part of the non-weavers. For example, women
who work at construction sites work on average 3 — 4 days a week because of
limited availability of wotk or due to the exhaustive/hard labour work which
limits their ability to work more days in a week and in return lowering their
earnings as well as their welfare. Non weavers are more concerned about
providing for their families with food and other basic necessities in the future

1 Exchange rate at 1 US $ = 600
2http:/ /statistics.gov.rw/index.php?option=com_content&task=view&id=260&Itemid=337
13 GOR Vision 2020, 2000
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compare to weavers and its mainly due to job insecurity and others being
unemployed. Most of them have no guarantee for their jobs because they are
involved in illegal activities like street vending or work at construction sites that
are not on permanent basis. On the other hand, women weavers are less
worried because of secure work and regular income due to weaving and
belonging to cooperatives as means for survival. As pointed out by Khosa
“Households rely on community-based networks, particularly cooperative arrangements
organized by women. Not only are these networks survival mechanisms, but they can also
lead to more secure livelihoods for entreprenenrial women” (Khosa, 2001:232).

Since saving depends mainly of income earned, weavers save more than
non-weavers and partly due to a higher income and working in cooperatives
that advises them to save as almost all weavers have an account in local
community banks and train in different entrepreneurial and managerial skills.
There is a significant statistical difference in saving and amount saved between
weavers and non-weavers which can be attributed partially to unreliable
incomes on the part of the non-weavers due to their insecure low earning jobs.

Similarly, there is an improved intra household power amongst weavers
primarily owing to some extent to having a job and earning an income as
compared to non-weavers. Weavers attribute limited violence and better
improved decision making and understanding to the fact that they bring money
into the household and don’t heavily rely on their husbands for all household
expenditures. Husbands are grateful and supportive because of the
contribution made to the family unlike in the past were the task was entirely
left for men only. On top of earning an income, they take care of their homes
due to flexibility of their jobs unlike non weavers with odd jobs working long
hours that keep them away for a long time which at times lead to
misunderstanding in their homes. According to Varshney (2011), income
generation alone might not raise women’s socio-economic conditions; their
economic ability should be accompanied by their political ability in order to
improve their household bargaining power at home and at work.

The fact women have acquired skills and have jobs to go to every
morning, women weavers to an extent feel privileged amongst others in their
communities. They feel fairly well off or manage well because unlike before
they earn an income and are able to take their children to school, pay for
mutual health insurance, better feeding and provide clothes for their children.
Weavers are economically better off than non-weavers as indicated by the
statistically significant mean difference

Conclusion

As pointed out by the sample analysis, there is a considerable difference
between weavers and non-weavers on all aspects of their socio-economic
situation. They differ in income earned, satisfaction in both current and future
financial situations, and current and future provision of food and other basic
necessities for their families, intra household bargaining power etc. Thus,
weaver’s welfare is reasonably better in comparison to non-weavers indicating
a somewhat improved standard of living mostly due to reliable and regular
source of income earned from weaving,.
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5.3.2 Comparison of the US and Japan market’s Weavers

By means of bivariate analysis, there is a difference in income earned between
US and Japan Market weavers with a statistically significant mean difference of
11,000. Majority of the US market weavers’ earn on average Rwf 40,500 (US §
68) per month, whereas Japan market weavers’ earn on average Rwf 29,500
(US § 49) per month. The difference in income can be attributed to mostly a
duty free quota free market access that has provided a more reliable market for
producers and exporters of peace baskets. Besides, difference in income
earned does not only depend on difference in markets supplied but also
difference in income earned amongst weavers supplying the same market to
some extent also depends on personal handwork.

Even though there is a difference in income earned, there is however, an
insignificant difference in savings and amount saved between the two groups
of weavers; with US market weavers saving Rwf 9,750 compared to Rwf 8,500
savings by Japan weavers. This can be explained partly by Japan market
weavers belonging to well organized cooperatives that encourage them to save
despite their lower earnings compared to weavers for the US market. But, there
is no difference in respondent’s satisfaction with their current financial
situation. This can be explained by the fact that even though weavers for the
Japan market earn less than weavers for the US market, they are somewhat
assured of their financial situation because of savings and emergency loans
from their cooperatives. Most of them are to some extent satisfied with their
current level of financial state due to the fact that unlike before they earn an
income that’s made a difference in their daily lives plus the continuous training
in different products and skills is kind of an assurance to their financial
conditions.

What’s more, in terms of investments made differ between US and Japan
market weavers and it’s statistically significant with mean difference of 1.08
even though there is no difference in saving and amount saved. Most weavers
for the US market have made investment in other income generating
businesses like small shops in the neighbourhood for food and other home
necessities, livestock farming e.g. goats, rabbits, edible rats, cattle etc. and a few
in farm inputs and hired labour for farming on mostly hired plots of land.
Furthermore, they regard their current level of expenditure on food and other
basic necessities more adequate. This can all be attributed partly to a higher
income earned from weaving and accessing a quota free duty free market
through AGOA that’s reliable than the Japan market.

Both groups of weavers have experienced ease in economic conditions
relatively due to weaving; most of them are able to pay for expenses at unlike
before, have more regular meals, pay school fees and mutual health insurance,
rent etc. This has made them more optimist about their future financial
situation due to continuous training and capacity building in different skills,
products other than baskets alone and government policy in place to promote
the handicraft sector. This has made them less concerned about meeting their
food and other basic necessities expenses in the near future. Weavers for the
US market regard their current level of expenditure on food and other basic
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necessities more adequate than weavers for the Japan market. This can be to
some degree due to a higher income and a more reliable market for their
products.

Conclusion

Therefore, there is a notable difference between US and Japan market weavers
in terms of income earned due to mostly weaving for the US market that’s free
and reliable accessed through AGOA. US market weavers earn a higher
income; have adequate current levels of expenditure on food and other basic
necessities, invest more in other sources of income and feel are better off
among others in their communities. This is further emphasized by the
movement of weavers from cooperatives exporting to Japan market to those
weaving for Gahaya links an exporting company to the US market, and its
mostly because of a more somewhat weaving for an somewhat established
market with more export volumes compared to Japan market.

5.3.3 Multiple regression analysis

Table 6: Evaluation of weavers and non-weavers

M @ ® @ )
VARIABLES Monthly In- Log-linear Amount Log-Linear =~ HH Bargaining
come Monthly In- Saved Amount saved Power
come
Weavers 14,39 5%k 0.214%* 6,04 5%%* 0.272%% 1.8071%%*
(2,996) (0.100) (1,008) (0.0930) (0.335)
Age -150.9 -0.00342 -86.39* -0.00645 -0.00440
(132.2) (0.00402) (46.71) (0.00412) (0.01206)
Marital status -123.4 -0.0314 -261.9 -0.0833 0.423*
(2,609) (0.0769) (897.9) (0.0800) (0.254)
Schooling?2 -5,059 -0.0901 1,323 0.0293 -0.207
(3,283) (0.0963) (886.4) (0.1006) (0.288)
Schooling3 -516.4 0.117 2,000 0.217 -0.880*
(5,089) (0.154) (1,992) (0.185) (0.486)
Household Size 2,956+* 0.0950** -271.5 0.00732 0.119
(1,316) (0.0393) (443.2) (0.0411) (0.126)
Hours/day 2,009k -0.0326 -34.84 0.0123 0.0436
(375.3) (0.0268) (142.5) (0.0249) (0.0495)
Monthly Income 0.108%%* 5.75e-06** 9.19¢-06
(0.0302) (2.54¢-00) (7.66e-00)
Constant 8,055 10.39#%* 2,425 8.881*** -1.957***
(5,9806) (0.280) (1,830) (0.308) (0.569)
Observations 150 138 150 96 150
R-squared 0.271 0.102 0.376 0.158 0.3088

Standard errors in parentheses
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K p<0.01, ** p<0.05, * p<0.1

Basing on the multiple regression analysis results, they seem to be in agree-
ment with results assessed through bivariate analysis as there is a difference
between weavers and non-weavers mostly in monthly income earned, amount
saved and intra household bargaining power. Monthly income is influenced by
the fact that an individual weaves or not; weavers earn Rwf 14,395 more than
non-weavers; weaving leads to change in monthly income by 21% compared to
non-weavers. Age, marital status, do not have any effect on income earned but
hours worked per day and household size have a significant effect on monthly
income earned.

Also, since savings rely mostly on income earned; weavers save extra Rwf
0,045 compared to non-weavers and savings change by 27% if a person weaves
as an economic activity. Monthly income and age have an effect on amount
saved whereas marital status, working hours per day and household size do not
have any effect on amount saved. What’s more, there is a better intra-
household bargaining power amongst weavers than non-weavers and this is
partly attributed to somewhat the ability to earn an income and not asking for
money from their husbands all the time and contributing to household expend-
itures. Secondary education completion somehow does not have much influ-
ence on decision making in a household basing on 5% level of significance.
While citing other studies done by Heaton, Huntsman and Flake (2005), Mal-
hotra and Mather (1997); Acharya (2008) study carried out in Nepal finds hav-
ing a primary or secondary level education is not related with any increase or
decrease in decision making in a household compared to having no education
and that the education empowers women claim other things being constant is
thus not always the case (ibid).
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Table 7: Evaluation of US and Japan weavers

M @ B @ B
VARIABLES Monthly Log-linear Amount Log-linear HH Bargaining
Income Monthly Save amount save  Power
Income
Group 10,653 0.328%* -1,090 0.0340 -0.193
(3,195) (0.0919) (1,359) (0.100) (0.300)
Monthly Income 0.115%** 0.58e-06** 1.14e-06
(0.0400) (3.11e-00) (9.08e-00)
Age -111.2 -0.00282 -117.4%% -0.00530 -0.0135
(150.2) (0.00431) (56.60) (0.00440) (0.0145)
Marital Status -3,326 -0.103 589.8 -0.0790 0.542%
(3,329) (0.0913) (1,227) (0.0919) (0.304)
Schooling?2 -4,595 -0.109 -504.6 0.0120 -0.797*
(4,271) (0.114) (1,400) (0.113) (0.418)
Schooling3 2,269 0.0879 1,611 0.191 -1.133%
(6,085) (0.165) (2,872) (0.196) (0.617)
Household Size 3,132* 0.0846* -468.2 0.0236 0.193
(1,662) (0.0472) (558.0) (0.04406) (0.145)
Hours/day -1,044 -0.0312 454.4 0.0523 -0.0252
(1,252) (0.0337) (520.1) (0.0425) (0.120)
Constant 40,464%+* 10.50%%% 7,403 8.731#F* 1.351
(13,445) (0.363) (4,971) (0.410) (1.268)
Observations 100 100 100 83 100
R-squared 0.180 0.193 0.156 0.157 0.0941

Robust standard errors in parentheses
R p<0.01, ** p<0.05, * p<0.1

Multiple regression analysis results reveal the same results as the bivariate
analysis signifying a difference among weavers for US and Japan markets in
terms of monthly income, although there is no difference in amount saved and
intra household bargaining power. A weaver for the US market earns Rwfs
10,653 more than a weaver for the Japan market and weaving for US market
leads to a change of 33% in monthly income. Monthly income earned is sig-
nificant to amount of savings while marital status has an effect on the house-
hold intra bargaining power for US market weavers. Additionally, age, marital
status and hours worked per day do not have any effect on income earned but
houschold size to some extent has a significant effect on monthly income
earned. Primary and Secondary level of education does not have much effect to
household decision making for US market weavers basing on 5% level of sig-
nificance.
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5.4 Peace basket weaving as a source of employment and
Income

Peace basket weaving has not only offered weavers an adequate wage that has
enabled them to a certain degree live a satisfactory life but has also provided
them with an established stable employment. Weaving has been an established
economic activity since early 2000s with increase in exports over a period of
time. Handicraft exports have increased by nearly 700% between 2002 and
2010 signifying a growing market for the Rwandan crafts products. The sector
employs more than 22, 945 people in over 509 cooperatives and this indicates a
somewhat stable employment for household weavers who have been employed
in the sector for over a period of 10 years. Agaseke Project under Kigali City
Council is still training more ladies to join the 16 cooperatives on top of ongo-
ing trainings of the already set up weavers.

Additionally, to increase of exports/production over time, weavers or arti-
sans are trained in different skills to improve their expertise including new
products and entrepreneurial and managerial skills. This has enabled them to
diversify in different products like jewelry and not only rely on baskets which
can be helpful in both increasing incomes and exports. Through ongoing train-
ings, household weavers are equipped with prospects to advance in their em-
ployment and earnings.

As earlier indicated, weavers earn an adequate income that’s able to sustain
their livelihoods. Weavers, majority who have been weaving for almost five
years and more are able to not only have regular meals but also take their chil-
dren to school and pay for mutual health insurance. There is regularity in in-
come earned since weavers are paid per piece and loans from cooperatives act
as back up for weavers in case of an emergence or insufficient income. There-
fore, weaves earn to some degree an adequate income and that’s able to sustain
their family’s welfare. Even though the Act is set to end in 2015, Rwandan
handicraft products are to some extent recognized on the international market
especially US, in some few EU countries and Japan. Nevertheless, there is a
need to expand the market to earn a better pay for weavers but also to benefit
a larger number of households in the country.

5.5 Macro level - Micro level impact

The Macro level can be evaluated through a formalized handicraft sector,
foreign exchange earnings, trade creation and development due to a free
market access that has to some extent led to employment and better standards
of living due to income earned on the micro level. Furthermore, trade
development and increase in handicraft exports could have to some level
improved the country’s balance of payment position through foreign exchange
earned through exports which could have eased imports and could have an
effect on the long term development of the country.

With free market access to the US market through AGOA, there has been
a steady increase in handicraft exports leading to a formalized handicraft sector
and generation of employment and income for the households weavers.
Integrating local producers (weavers) with external markets somewhat
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increased their income earnings and relatively enhanced household’s standards
of living yet also to a certain extent increased the country’s total output or
income that in part play a role in reducing poverty. Household weavers with a
regular and adequate income are able to sustain their welfare; they are
somewhat satisfied and reassured about their current and future financial
situation and current and future provision of food and other basic necessities
for their families. Furthermore, the improved standards of living are attributed
to a certain extent a sustainable employment and income due to weaving and
availability of a free market access.

41



Chapter 6:  Conclusion

This chapter sums up results of the study by analysing the research findings
basing on the research question and sub questions.

The study discussed the effect of AGOA on to household’s welfare by
relating non weavers (control group) and weavers (treated group), and
comparing US and Japan market weavers to further stress the effect of the Act
on to the US market weavers relative to Japan weavers.

In comparing the weavers and non-weavers’ demographic characteristics,
non-weavers were found to be to some degree a suitable control group for
weavers even though some differences were found in their demographic
characteristics making the comparison when examining the results between the
two groups valid. In other words, both groups can be compared in terms of
the characteristics analysed.

The study findings indicate that there is a significant difference between
weavers and non-weavers regarding not only to their incomes but also other
socio economic conditions. The study points out that weaving an economic
activity somewhat became worthy due to the Act which offered a free market
access and has had to some extent an effect on weaver’s welfare through
provision of a regular and more reliable income. An income that has to a
certain extent led to adequate and safe living conditions of the weavers. They
are able to feed better than before, send their children to school, pay for
mutual health insurance etc. but the difference in household’s income can also
depend on personal handwork. However, because of a higher income and job
security weavers are somewhat contended and confident with their present and
future financial situation in comparison to non-weavers.

What's more, a regular market for peace baskets exports and other crafts
in Rwanda due to the Act; US market weavers have to some extent benefited
more compared to Japan market weavers with no free market access in terms
of more export volumes to US market compared to Japan market. This mostly
through expansion of exports, product upgrading, increased product
competitiveness and capacity building because of serving a challenging market
that has led to relatively a higher income for weavers which in return has
somewhat had an effect on their well-being through increased earnings. There
would be more benefits not only to US market weavers but also to a wider
population if the market is guaranteed and enlarged not only in the US but also
to other rich countries like Canada and Japan. The Craft Industry Secretariat in
the Ministry of Trade and Industry confirmed that there is a need to expand
the handicraft market and there is a strategy to help develop the market for the
sector and this includes; developing a handicraft marketing strategy in order to
improve product marketing, acquire a marketing company and also establish a
permanent handicraft showroom in the capital. This is all done mainly to fulfil
the Craft Secretariat plan of promoting the sector in order to promote exports
for job creation and also reducing poverty in the country.
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In conclusion, free market access for peace basket exports through
AGOA to a certain extent has had an effect on weavers in general and more to
US market weavers in particular relative to Japan market weavers. Granting a
free market access has enabled weaving become a viable economic activity and
has provided households with an opportunity to get engaged into new and
profitable sector that has to some extent enhanced their welfare. This draws
attention to benefits of preferential agreements and market access can have on
households’ welfare in developing countries especially in case of non-
traditional export considering the heavily protected agricultural market in
developed countries yet majority the world’s poor are stranded in farming.
What is more, agriculture sector in developing countries like Rwanda not only
face difficulties in accessing market mostly in developed countries but is also
restricted by limited and declining productivity of land on top of having
declining returns of scale. In addition, agriculturalists and agro-labourers not
only face limited access to land and other resources like income leading to
greater threat of selling land as a coping mechanism!4. The sale of land leads to
more risky future for agricultural households as they turn out to be land poor
leading to food insecurity crisis'>. Hence, other economic opportunities
especially in off-farm sectors as a result of free market access could generate
different sources of income in order to broaden their livelihood strategies!t
leading to improved and a bit more secure livelihoods particularly in rural
areas.

Even though the study indicates that market access for off farm
manufactured goods has a significant effect on household’s welfare in Rwanda,
further exploration on rural households is needed to accurately disclose the
significance of the Act’s effect particularly in rural areas because of difference
in poverty level in the country. The paper examined only weavers in Kigali city
due to limited time and financial resources. The ability to generalise the effect
on all households weavers (handicraft) is restricted because different
households may benefit differently depending on their level of poverty in
different area of the country or even amongst different households. There is a
remarkable difference in poverty levels between rural and urban areas, with
rural areas at 66% than in urban areas; Kigali at 12% and other towns at 19%!".

4 http:/ /amis.minagri.gov.rw/sites/default/files /user/Rwanda_CFSVA_Final_Feb_07.pdf

15 Tbid
16 Tbid
17 ibid
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Appendices

Questionnaire
A. Household
District: ... Cooperative:
1. Age
(1 15-20
O 25-30
[1 35-40
0 45-50
[l 55-60
2. Marital status
L] Single
[] Married
[l Divorced
[l Widowed
3. Education level
Ll Primary
[l Secondary
L) Tertiary
4. How big is your household?
[1 24
0 4-6
0 6-8
[1 10 and more
5. How many work and how  many

[]
[

[
[

6. How did you get into weaving?

Word of mouth
Radio announcement

Other ways .................

7. Is weaving:

Seasonal job

Temporary job
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[l Permanent job

8. Economic activity before weaving?

[l Full time housewife

[l Substance farmer

(] Small scale commercial farming
Ll Livestock farming

[l Others .............

9. If farming, what is the size of family plot (more than 60% of household have
less than 0.7 hectares)?

0 01-04
Lt 04-0.7
b 07-1

10. Largest share of family income come from?

Weaving
Own farm

]

U

[J  Sale of assets
[l Social benefits
U

Other business

11. Monthly net income (estimate) from weaving?

] 10,000 — 30,000
[J 40,000 — 50,000
[J 60,000 and above

12. Number of hours per day spent weaving?

4
6
8

(I I I

10

13. Do you have other sources of income?

No

Small scale commercial farming
Livestock farming

Small shop

Sale of assets

Social welfare e.g. Survivor’s fund
Others ................

N Y s Y B O O
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b) Estimate the amount? ..........................
14. Family monthly expenditure (Estimates)?

(0 I A I

]
©)
—
5
o
%

15. How satisfied are you with your current financial situation?

Fully satisfied
Somewhat satisfied
Less than satisfied
Not at all satisfied

[ O B O B

16. Do you feel that your financial situation since weaving;

Improved a lot
Improved somewhat
Remained the same

(I I I O O

Deteriorated
17. Do you think that in the near future (2-3 years), your financial situation
Improve a lot

[

[l Slightly improve
[ Remain the same
]

Deteriorate

18. How do you consider your current level of expenditure for your food

and other basic necessities like clothing and housing as?
[l More than adequate
1 Adequate
[l Less than adequate
0 Don’t know

19. How concerned are you being able to provide for your family with
food and basic necessities in the near future (2-3 yr)?

1 Very concerned

[1 A little concerned
[ Not too concerned
[l Don’t know

20. What is the current aspect of life that concerns you most?
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LI Money

[l Job security

J Time allocation between activities
[l Others

21. Do you belong to Umurenge SACCO (saving scheme)?

[J Yes
[J  No

22. If yes, how much are you able to save per month?

15,000 — 10,000
115,000 — 20,000

23. Any other investments?

[l Livestock

[l More land

[1  Business

[l Others ..............

24. How has the income earned been able to help you improve your (intra
household bargaining power) relationship with your household members e.g.
Husband?

Ll more respectful
[J Same
[  Worse

25. Considering your household economic situation in comparison to others in
your community;

[l Feel among the well —off
*] Not rich but manage well
[l Neither rich nor poor

[1 Poor

21. Since you began weaving; has the economic situation in your household
easier than before?

[l Yes
[l No
b) How?

22. How important is the income from weaving important in your
household?

Ll Very
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Fairly important

J

Least important
L) Don’t know

Local leaders/cooperative heads -Questionnaire

1. Brief description of the Interviewee
L] Position in the community and number of years in that posi-
tion?
[l Describe the living conditions in the community in the compar-
ison to other areas

[l Describe the living conditions of the weavers in the community
in the comparison to other
2. Brief description of the area under study

L] Population

L] Major economic activities

Ll Major issues affecting the area

3. What are some of the main changes in your community since the in-

troduction of weaving on a large scale especially for families that
weaver

1 Increase/decrease in employment (estimates)

71 Increase/ decrease in number of school going children

1 Increase/ decrease in number of households joining Umurenge
SACCO, Mutual santé¢ (CBHI)

Decrease/ increase in Child labor

Migration due to employment opportunities

Increase in services demanded like telephone, power, etc
Improved housing conditions

Women empowerment

Reduced domestic violence

Any others

Etc

N s Y O B

Ministry of Trade and Industry, Rwanda Development Board,
Private sector federation - Questionnaire

1. What led to the expansion of the Peace basket and handcraft sector in
the country? And when?
"1 Booming tourism industry
L] Government policies
[l US Market through AGOA
[J Any other .....
2. What are government policies in place for the development of the
handcraft sector at the moment?
3. How do you see the Rwandan handicraft sector in comparison to other
countries’ handicrafts on to the international market?
4. Has there been any change in the export volumes over the years?
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How many exporting companies are in the country and where do they
export to?

What is the total number of handcraft cooperatives? And are they or-
ganized under one organization?

Exporting Companies

e e

o

When did you start operating / exporting?

How did you get into the business?

Where do you export?

Any changes in your export volumes since you began? And
why?............

How optimistic are you about the Peace basket market exports to your
specific market?

How many cooperatives (artisans in total) do you work with?

What is your relationship with them? Buyer- supplier, joint venture or
partners?

Any substantial changes in women weavers’ welfare you are working
with?

How do you see the Rwandan handicraft sector in comparison to oth-
er countries’ handicrafts on to the international market?
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