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Abstract

High post genocide economic growth in Rwanda is impressive. What are the forces which drove it? After analysing the structure of production and of trade, we find that high post genocide economic growth in Rwanda was primarily driven by high growth in the primary sector, tertiary sector and exports of primary commodities. This is unlikely to provide basis for sustained high levels of growth. Then, there is need for a diversification policy.

Relevance to Development Studies

To find out if high post genocide economic growth in Rwanda can be sustained and finding ways of letting it be sustained if it is not, is very relevant to development studies as developing countries are working towards poverty reduction and meeting the millenium development goals.
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Chapter I:  INTRODUCTION

Rwanda is a country which continues to perform better on average despite the devastating 1994 genocide which led to a significant loss of human capital and a destruction of social, economic and political structures. Rwanda realised spectacular performance in subsequent few years after the genocide. The average economic growth rate for the period 1999-2008
 has been 7.3 percent. The GDP per capita has been increasing steadily and its average growth rate was 5.8 percent for the period 1999-2008. The GDP per capita was 254.4 US dollars in 1999 and it increases to 464.9 US dollars in 2008. Exports revenues have been also increasing and the average growth rate of exports was estimated at 20 percent for the period 1999-2008 (IMF, 2009). Exports values increased by 55.52 percent, going from 63.1 millions of USD to 98.1 millions USD between 2003 and 2004. They increased by 27.46 percent from 2004 to 2005, from 98.1 millions of USD to 125 millions USD (NISR 2008:32) and 17.8 percent between 2005 and 2006, increasing from 125 millions of USD to 147.3 millions USD. The value of exports increased by 77.7 percent in 2008 compared to 2006, going from USD 147.3 millions in 2006 to USD 261.76 millions in 2008 (NBR 2008).

Rwanda post genocide high economic growth has been impressive. Post genocide average growth rate outweighed the pre-genocide average growth rate. Indeed, as we have already mentioned the average growth for the period 1999-2008 has been 7.3 percent while it was 2.0 percent for the period 1980-1989
 (IMF, 2009). In addition, Rwanda has been performing well compared to other world groupings as can be observed from the table below.

Table n°1: Average growth rate for Rwanda and selected groupings (1999-2008)

	Description
	  Average Growth Rate (1999-2008)


	Rwanda

	                                                       7.3


	Emerging and developing economies
	                                                       6.1

	Africa


	                                                       5.3



Source: IMF April 2009.

On average, Rwanda performance outweighed that of emerging and developing economies and Africa taken as groupings. This is not only at the groupings level but also at the regions level.

Table n°2: Average growth rate for Rwanda and selected regions (1999-2008)

	Description
	Average Growth Rate  (1999-2008)

	Rwanda
	                                                            7.3

	Sub-Saharan Africa
	                                                            5.6

	Developing Asia 
	                                                            5.9

	Western Hemisphere
	                                                            3.4


Source: IMF April 2009.
Rwanda post genocide high growth performance led us to try and find out the driving forces behind it. In this regard, the current paper has assigned itself the following objectives:

· To find out the basis in terms of production and trade structures of the recent post genocide high economic growth in Rwanda.

· To find out if Rwanda production and exports structures are conducive for sustained high economic growth.

· What can be the policy implication if it is not?

In line with the above objectives, the following hypotheses are formulated:

· Rwanda’s post genocide high economic growth has been primarily based on rapid growth of the primary sector (agriculture and mining), tertiary sector and exports of primary commodities.

· This is unlikely to provide the basis for sustained high levels of growth.

· There is need for a diversification policy.

This study is of paramount importance in the development discourse as most developing countries are doing all their best to eradicate poverty and meet the millennium development goals. These goals are to be achieved through significant sustained economic growth. Thus, finding out the best drivers to sustained growth for economic development and poverty reduction is timely.

The present research paper uses secondary and tertiary data from National Bank of Rwanda, National Institute of Statistics of Rwanda and the International Monetary Fund database. To answer the research questions, this study of the basis and sustainability of Rwanda post genocide high economic growth mainly relies on the analysis of data using descriptive statistics where the use of graphical statistical presentation techniques is of great importance. The paper did not intend to use a cross sectional analysis given the circumstances under which Rwanda performed well. Hence, taking Rwanda as a special case was rational. In addition, due to availability of data, the paper focuses on the study of the basis and sustainability of Rwanda post genocide high growth in terms of production structure and trade structure. The emphasis is on a decomposition analysis of the contribution of each production sector and exports structure, hence the study of other aspects of growth, production and trade are beyond the scope of the present research paper. The analysis is basically limited to post genocide period and specifically the period going from 1999 to 2008. This period is chosen because Rwanda performed well compared to pre-Genocide period. Further, as we have already noted, though the genocide lasted three months in 1994, the period 1994-1998 is omitted because it was an emergency period. The data from that period may be inaccurate. The term ‘sustained’ is to be understood in the sense of high growth rate over a relatively long period.

The following part is structured as follows: the second chapter deals with the literature review where the discussion about the theoretical and empirical framework of the paper is elaborated. The third chapter is concerned with the presentation of Rwanda economy background. The fourth chapter analyses the basis and sustainability of Rwanda post genocide high growth rate in terms of production and trade structures while the last chapter concludes and gives policy recommendations of the paper.

Chapter II: LITERATURE REVIEW
2.1 Introduction

This chapter presents a theoretical framework and an empirical framework of this research. It first looks at the theoretical framework where neoclassicals, post keynesians and other economists’ debates on the importance of production and trade structure on economic growth is elaborated and then confront these to an empirical framework. 

2.2 Theoretical Framework

Neoclassical theories such as the H-O-S argue that countries should be producing and exporting according to their natural comparative advantage. According to the H-O theory, countries shoud be specialising in the production and export of commodities according to their relatively abundant and cheap factor and import commodities requiring intensive use of relatively scarce and expensive factor.  Thus, countries with relatively abundant labor should be producing and exporting relatively labor-intensive products and importing relatively capital-intensive products and vice versa. By doing this, the resources are allocated efficiently (Salvatore 1998:119). This means that developing countries, Rwanda included which are relatively endowed with labour and natural resources should be producing and exporting labour intensive commodities (agricultural commodities and minerals) and importing capital intensive goods  ( manufactured goods) from developed countries. Contrary to neoclassical approach, Kaldor (1975:895) argues that “economic growth is demand induced and not resource constrained”. From the neoclassical point of view, simultaneous industrialisation to achieve balanced growth is unnecessary given that international trade can accommodate imbalances between domestic supply and demand (Gutiérrez de Piñeres and Ferrantino 2000:10). Further, “ there is no reason in particular to believe that a transformation from primary products to manufactures is any more likely to be desirable than a transformation within the primary products group which recognises more fully the country’s comparative advantage” (Id.: 30).

In contrast to neoclassical economists, post keynesians economists such Nicholas Kaldor and other economists put emphasis on the importance of the ‘secondary’ sector particularly manufacturing and of manufactured exports on overall economic growth. In his 1966 lecture, Kaldor presents empirical evidence based on industrially advanced countries, that manufacturing production is important for the overall economic growth. However, the importance of manufacturing on overall economic growth rate was earlier acknowledged by classical economists such as Adam Smith who argued that there are increasing returns or economies of scale in manufacturing activities and that by increasing the degree of specialisation; productivity will increase as a result of increase in total output (Kaldor 1978a:102-105). Other economists such as Allyn Young (1928), Rosenstein-Rodan (1943) acknowledge the importance of increasing returns in the manufacturing sector. In this line of thought, Krueger (2000) also put emphasis on manufacturing. On the other hand, the new trade theories among other things acknowledge the widely prevalent of economies of scale in the manufacturing sector (Agosin and Tussie 1993:18). Furthermore, Hausmann et al. (2005: 1-2) argue that “while fundamentals play an important role, they do not uniquely pin down what a country will produce and export. Furthermore, not all good are alike in terms of their consequences for economic performance. Specialising in some products will bring higher growth than specialising in others”. Among their findings is that low income level is associated with traded primary commodities. Specialisation may not be important as the choice of what to specialise in for the future of a nation. World demand for some commodities may increase in the future while others benefiting from the application of science and technology over time. Thus, much of the success of the East Asian economies in recent years may be the result of a more dynamic understanding of the theory of comparative advantage (Cypher and Dietz 1997:120).

Proponent of manufacturing promotion defend their position by arguing that there is a long term tendency of the terms of trade of primary products to decline compared to manufactures leading to a decline of the terms of trade of developing countries compared to developed countries. This is in line with the Prebisch and Singer hypothesis (Toye and Toye 2003) empirically proved by Sarkar (2001). In addition, Thoburn (1977:21) highlights that primary commodity markets run greater instability compared to those of manufactures and this is due to price fluctuations which at the end affect producers and Government earnings. Sapsford and Ren Chen (1999) argue that “ there can surely be few, if any, theses in economics that have stood the test of time so well as that proposed in 1950 by Raul Prebisch and Hans Singer”. Contrary to classical theory which believes in agricultural terms of trade to improve in case of excess supply of industrial goods to demand, limit exists to the extent to which the terms of trade can improve in favour of agriculture due to the fact that limit exists to which industrial wages and prices can fall in terms of food, set by the subsistence wage (Thirlwall 1987:205). However, nothing concrete can be concluded in terms of the long run terms of trade and no ‘iron law’ of the industrial terms of trade deteriorating as prescribed by Ricardo or improving as prescribed by Prebisch. For Thirlwall, it depends on the balance of economic and social forces (Id.:218). Though there are controversies in terms of the long run trends of the terms of trade for either manufacturing or primary commodities, what is apparent is those countries specialising in manufacturing products production tend to perform better.
The neoclassical approach to economic growth and subsequent ‘new’ growth theory are very supply oriented and treat factor supplies as exogenously given. Further, they are very aggregative. All sectors of the economy are treated alike and no one sector is considered as playing an important role for growth than the other. However, this is in contrast with the reality from an historical point of view. Most developed countries went through a period of rapid increase in industrial activities, specifically manufacturing and its share is considerable in these economies. On the other hand, most of poor developing countries’ economies are based on agricultural products production and a minor share of industrial activities in the overall output (Thirlwall 2002). In addition most industrial activities exhibit increasing returns while land based activities such as agriculture and mining exhibit diminishing returns. This phenomenon is one of the explanations of the difference in the level of development between rich and poor countries as the latter tend specialise in diminishing returns activities while the former tend to specialise in increasing returns activities (Thirlwall 2006:124). From the above arguments, one can realise that the role of industrial activities and specifically manufacturing for the overall economic performance is crucial. Only three countries in the world have become rich based on agriculture alone: New Zealand, Australia and Canada. In the remaining countries, high living standards have been the result of a shift of resources from agriculture into industry (Id., 114). Kaldor argues that it is impossible to understand the growth and development process without taking a sectoral approach by distinguishing between increasing returns activities (industry) and diminishing returns activities associated with agriculture and mining (Thirlwall 2002:41). In addition, the development process is argued to be the result of the movement of factors of production from the sector with the lowest productivity, agriculture, to the sector with higher productivity, industry. Agricultural products low income elasticity of demand plays a role in this transformation process (Lewis 1955, Nafziger 2006 and Szirmai 1997). In his 1966 inaugural lecture, Kaldor presents a set of propositions which were later to acquire the status of ‘laws’ (Targetti 1992). These propositions are in line with his emphasis on industry and specifically manufacturing as the engine of economic growth based on the evidence in advanced industrialised countries. Basically, there are three Kaldor’s growth laws that:
· There exists a strong positive relation between growth of manufacturing output and growth of total output.

· There exists a strong positive relation between growth of manufacturing output and growth of productivity in manufacturing industry. This law is also known as Verdoorn’s law.

· There exists a strong positive relation between growth of manufacturing output and growth of productivity outside of manufacturing. An increase in growth of manufacturing output leads to an increase in the rate of transfer of surplus labour from agriculture to manufacturing leading to overall improvement in productivity (Thirlwall 1987 and Thirlwall 2006).

Though Kaldor’s laws are stated separately, they are interrelated. As the process of surplus labour transfer out of agriculture related activities to industry related activities specifically manufacturing is a key issue, this may have an invaluable implication for developing countries as they tend to have a significant surplus of labour leading to disguised unemployment.

However, these laws have for a long time been subjected to criticism based on neoclassical and keynesians debate arguing whether supply or demand factors cause economic growth (Wulwick 1989). It is understandable by the fact that in reality other factors than output growth may also lead to productivity growth. Further, as argued by Thirlwall (2006:201) “…a large part of the observed labour surplus may result from seasonal nature of production. Studies that exclude this possibility will certainly overestimate the existence of disguised unemployment”. The debate surrounding these laws does not however take away the validity of Kaldor main focus that is manufacturing as the engine of growth.

According to Kaldor (1978 b:139) ,“ it is no accident that all advanced countries with relatively high incomes per head have a large manufacturing industry and, in most cases, are also large exporters of manufactured goods” . In addition, Lewis (1978:67) argues that “ in so far as exporting primary products is the engine of growth of the developing countries, this engine beats rather more slowly than industrial production’’. According to Nafziger (2006:608), many low income primary products exporting countries experience international trade vulnerability due to high primary commodity exports, highly concentrated in a few commodities and directed to a few countries. This leads to instability in prices and earnings of nonoil primary products exporters leading to budgets and external balances problems. Further, Ray (1998:40-41) argues that “activities that have comparative advantage today might not be well suited for export earnings tomorrow. The adjustment to a different mix of exports then becomes a major concern”. In line with these scholars points of view, Hausmann et al. (2005) highlight that some traded goods exhibit higher productivity levels than others and countries that adopt these higher productivity goods tend to perform better. This was also supported by Fergal McCann (2007) study which shows that countries producing and exporting high tech manufacturing tend to perform better than countries which production and exports rely on primary sectors. Again Szirmai (1997:235) observes that through technological advances, demand for products is affected by the substitution of synthetic products for natural products like rubber or vegetable fibres and by the reduction of the amount of raw materials used per unit of output. From the 1880s onward, apart from the periods of world war, commodity and mineral producers’ terms of trade deteriorated. The dependency on the production and export of one or two primary commodities based on comparative advantage came to be seen as a deceptive strategy (Cypher and Dietz 1997:86). 

However, as argued by Gutiérrez de Piñeres and Ferrantino (2000:10), “there is nothing automatic about the linkage between an export specialisation in manufactures and high living standards”. Though we can to some extent agree that there is nothing automatic in this process, given that other factors may be important too, which we are not going to discuss here because it is beyond the scope of this study, the current evidence shows that countries exporting manufactured goods tend to perform better than countries exporting primary commodities and a transition to a mix of exports is crucial. Reliance on primary commodities and low value added commodities for export does not seem to give way for high sustained economic growth rate. Indeed, one of the striking features of the HPAEs has been their spectacular export performance. The share of these economies’ exports in world exports has been increasing. The share of HPAEs’ exports (as a group ) in the world exports increased from 8 percent in 1965 to 13 percent in 1980 and 18 percent in 1990. Most of this growth is attributable to manufactured exports. This export structure plays a big role in these countries and other East Asian economies’ penetration in the world exports. For instance, the share of manufactured exports of Korea, Hong Kong, Singapore and Taiwan in world manufactured exports went from 1.5 percent in 1965 to 7.9 percent in 1990. Their share of manufactured products exports in developing-economy manufactured exports has grown from 13.2 percent in 1965 to 61.5 percent in 1990. The HPAE share of manufactured exports to world manufactured exports went from 9.4 percent in 1965 to 21.3 percent in 1990. Their share in developing-economy manufactured exports increased from 14.2 percent in 1965 to 73.5 percent in 1990 (World Bank 1993).
Recently, natural resource curse literature came into existence advocating that countries endowed with natural resources tend to perform poorly than resource poor countries. However, there still debates about its validity and the channels through which it can be made valid. In this line, Sachs and Warner (2001:833) observe and i quote “ just as we lack a universally accepted theory of economic growth in general, we lack a universally accepted theory of the curse of natural resources. Most current explanations for the curse have a crowding-out logic”. On the one hand, the same authors note that countries endowed with natural resources did not succeed in achieving high export led growth or any other kinds of growth. In addition, Collier and Goderis (2007) find support for the resource curse. They argue that commodity booms are conducive to output in the short term, but are unfavorable in the long-term. Thus, supporting the vast literature on ‘Dutch disease’. They further observe that good institutions can reverse the trends. Though, Argentino Pessoa (2008) also find support for the curse of resources, he however notes that the curse of resources do not only appear in countries where inferior institutions exist. Gylfason, Thorvaldur (2001) argues that natural resources and economic management, institutions seem to matter for growth than natural resources abundance only. Hausmann and Roberto Rigobon (2002), observe that due to the lack of a sufficient non resource tradable sector, the economy experiences much volatility as a result of high price movements. Stijns (2005:107) argues that “...the ability of a country to exploit its resource base depends critically on the nature of the learning process involved”. On the other hand, Brunnschweiler and Bulte (2008) find that growth is not affected by resource dependence and that growth and institutional quality are positively affected by resource abundance. These debates on natural resource curse show that what can be learnt is not whether it exists or not but rather the need to diversify the economy as already advocated by some scholars.
2.3 Empirical Findings
There exists a considerable amount of studies on the relation between production structure and growth and trade structure and growth. Some studies argue in favour of industry and specifically manufacturing as the engine of growth whereas others argue in favour of agricultural activities and other natural comparative advantage based production as the engine of growth. In terms of trade structure, on the one hand, some empirical findings suggest a long run decline in the terms of trade of primary commodities exports compared to manufactured products exports while on the other hand, other studies suggest that there is no such a trend. 

Zanias (2005) finds using data series covering almost the whole of the 20th century (1900-1998) that the relative prices of primary commodities over the 20th century fell to almost one-third of their level at the beginning of the century. In addition, Grilli and Maw Cheng Yang (1988) find in their study that over the period 1900-1986, all primary commodities prices (fuels included) declined by about 36 percent compared to those of traded manufactures, at 0.5 percent average annual rate. Thirlwall and Bergevin (1985) find after distinguishing between less developed countries and developed countries’ primary commodities exports that for the period 1954-1982, there has been greater cyclicality in prices and deterioration in the terms of trade of primary products. In his study of ‘export composition and the impact of exports on economic growth of developing economies’, Kwasi Fosu (1990) finds for 64 developing countries over the period 1960-1980 that though exports play an important role on economic growth, a big amount can be attributed to the manufacturing component of exports. He also found a positive estimate for the effect of primary export sector on GDP growth but the estimate was not statistically significant. On the contrary, he found a positive and significant estimate of the differential impact of the manufacturing export. Herzer et al. (2006) in their study on ‘export-led growth in Chile : Assessing the role of export composition in productivity growth’ for the period 1960-2001, find that primary products exports had a statistically negative impact on non-export GDP whereas manufactured goods exports had a statistically positive impact. Further, estimating the trends for 26 developing countries’ commodity terms-of-trade since 1970, Rati (2004) finds that the predominant trends for developing countries are negative for the period 1970 to 1999. Some improvement is noticed between 1980 and 1999, and the increase in the share of manufactures in exports has been of paramount importance. Indeed, a simple test has shown that manufactures exports increase improve the terms of trade of developing countries. In terms of production structure, Alejandro Diaz Bautista (2003) finds for the period 1980-2000 that there is a long run relation between the industrial sector and over all economy in Mexico. Libanio ( 2006), testing the first and second Kaldorian laws in seven largest countries in Latin America for the period 1985-2001, finds that manufacturing is the engine of growth as hypothesised by Kaldor and that there exists increasing returns in the manufacturing activities of countries studied. Further, Szirmai (2009), studying 63 developing countries and 16 advanced countries for the period 1950-2005 finds no straightforward evidence statistically that manufacturing has been the engine of growth in the past fifty years in developing countries. He however argues that manufacturing has been important, that more historical evidence supports the industrialisation thesis and no important developing countries’ success which have not been based on industrialisation since 1950 onward. In addition, Wells, H. and Thirlwall (2003) testing Kaldor’s laws in 45 African Countries for the period 1980-1996 find GDP growth to be more associated with manufacturing/industrial sector growth than the agricultural or service sectors. 

In contrast, Addington Coppin (1992), in his study of 59 least developed countries over the period 1973-1983, finds that primary and manufactured goods exports were important to the relation between export and output. Further, in a study of export composition and growth of selected eight low income African countries, Ukpolo (1994) finds that no-fuel primary exports played an important role on economic growth of these economies over the period 1969-1988. The estimates for manufactured exports are not statistically significant at 10 percent. However, he cautioned policy makers not to over rely on primary products exports but also to work towards the generation of growth through manufactured goods. Zhenhui Xu (2000), studying 74 countries over 1965-1992 period, finds positive effects in short and long term of primary exports on manufactured exports and on economic growth in more than two thirds of the countries. Thus, he suggested that policy makers in developing countries should not discriminate against primary commodities exports but promote exports. In terms of production structure, Chebbi and Lachaal (2007), in their study on Tunisia under the period 1961-2005 find that all economic sectors tend to move together in the long run and that the agricultural sector has limited role in the short run to influence growth in other sectors. Awokuse (2008), studying 15 developing and transition countries in Africa, Latin America and Asia over the period 1971-2006 finds strong evidence of agriculrure as engine of economic growth.

However, though there are controversies regarding industry/manufacturing or agricultural and other natural comparative advantage based production structure as the engine of growth, in addition to their implication in terms of the trends of the terms of trade of primary commodities exports versus manufactured goods exports, mainly due to the time period under investigation by the studies, data availability, variables used, statistical techniques used and the theoretical basis of the studies, there is in any case reason to support studies in favour of manufactured goods  production and exports. Some of these studies have used data covering almost a century. In addition, the use of statistical tests to take into accounts breaks in the series is of great importance. Therefore, results in favour of declining terms of trade in primary commodities exports are not surprising given the level of development of most primary commodities exporting countries. Further, as we have already noted, the share of manufactured goods production and exports is significant in most of the now developed countries. Manufactured goods production and exports through backward and forward linkages allow learning to take place, improvement in technologies used which in return have positive effects in the non exports activities (Keesing 1967).
2.4 Conclusion

This chapter gave an overview of the literature on production and trade structure and its impact on economic growth. Neoclassical and other economists argue that countries should be producing and exporting according to their natural comparative advantage whereas post-Keynesians and other economists observe that industry/manufacturing based production and manufactured exports is the engine of growth. Empirical works have tried to support these conflicting ideas. However, increasing returns and backward and forward linkages associated with manufacturing are to be taken seriously.

Chapter III : RWANDAN ECONOMY PRESENTATION

3.1 Introduction

The present chapter gives a general background of Rwanda economy. It focuses on the presentation of economic indicators in relation to economic growth rate, GDP per capita, the structure of gross domestic product and of exports. Finally, Rwanda post genocide growth strategies and policies are discussed.
3.2 Background to the Economy of Rwanda

Rwanda is a landlocked country situated in central Africa. Rwanda is also known as “ the land of a thousand hills” and is bordered by Burundi to the South , Democratic Republic of Congo to the West, Uganda to the North and Tanzania to the East (Government of Rwanda 2009). Rwanda is a small and densely populated country in East Central Africa. The land area is 26,338 sq. Km and about 1,400 sq. km of it is occupied by water (RIEPA 2009). The population of Rwanda was estimated at 9,3 millions in 2007 (NISR 2008).

Rwanda is classified among poor developing countries. This situation has been aggravated by the 1994 genocide which left the Rwandan economy totally destroyed. However, despite the 1994 devastating genocide, the Rwandan economy registered remarquable performance in the following few years. “Starting from a very low base after the genocide and associated conflicts, the economy registered a significant recovery, with the real GDP growing at annual rate of over 10 percent. The economy then stabilized between 2001 and 2006, and growth declined to an annual rate of around 6.4 percent. The country has also registered a strong growth of exports, which averaged 12.5 percent per annum since 2001” (NISR 2007: xi). Although Rwanda went through a period of dark days in 1994, it has been performing well compared to many other African countries which experienced periods of relative stability. Table n°3 gives a comparison of the average economic growth rate of Rwanda, Africa and other African countries for the period 1999-2008.

Table n°3: Average growth rate of Rwanda, Africa and other African Countries (1999-2008)
	Description
	Average Growth Rate (1999-2008)

	Africa
	5.3

	Angola
	11.3

	Burundi
	2.2

	Comoros
	2.0

	Djibouti
	3.3

	Eritrea
	0.2

	Ethiopia
	7.4

	Kenya
	3.7

	Madagascar
	3.9

	Malawi
	4.1

	Mauritius
	4.4

	Namibia
	4.6

	DR Congo
	2.9

	Rwanda
	7.3

	Seychelles
	1.9

	South Africa
	3.9

	Sudan
	7.0

	Swaziland
	2.5

	Tanzania
	6.5

	Uganda
	7.6

	Zambia
	4.8


Source:  IMF April 2009.

From the above table, one can see that despite the 1994 genocide, Rwanda has been performing well compared to a quite important number of other African countries. In addition, Rwanda performed well compared to Africa as a whole. Indeed, the average growth rate of Rwanda for the period 1999-2008 was 7.3 percent compared to 5.3 percent for Africa. However, Rwandan economy performed very poorly in 2003 as can be observed from figure n°1 and this poor performance was a result of poor performance in agriculture due to unfavourable climatic conditions. This situation has led to famine in some regions like Bugesera. Food commodities’ total production dropped from 7.1 thousand tons to 6.8 thousand tons (NBR 2003). The figure below shows the trend of  Rwanda annual economic growth rate for the period 1999-2008.

Figure n° 1 : Evolution of Rwanda annual economic growth rate (1999-2008)
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Source: IMF April 2009.

In regard to GDP per capita, it has been increasing steadily. The evolution of Rwanda GDP per capita annual growth rate is represented in the figure below.

Figure n°2: Evolution of Rwanda GDP per capita from 1999-2008 (in US dollars)
[image: image2.emf] 

-20.0

-15.0

-10.0

-5.0

0.0

5.0

10.0

15.0

20.0

25.0

30.0

35.0

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Years

Annual Growth Rate (in%)

Annual Growth Rate GDP per Capita 


               Source: IMF April 2009.

The figure above shows a general upward movement of Rwanda GDP per capita for the period 1999-2008. Indeed, the GDP per capita reached 464.9 US dollars in 2008 while it was 254.4 US dollars in 1999, which is an increase of 82% in ten years.

3.2.1 The Structure of Gross Domestic Product 

The structure of Rwanda GDP as that of other countries is mainly based on three sectors: the primary, the secondary and the tertiary sector. The primary sector comprises agriculture (food crop, export crop, livestock, forestry and fishing) and mining. The secondary sector comprises manufacturing; electricity, gas and water and construction. Finally, the tertiary sector includes wholesale and retail trade, hotels and restaurants; transport, storage and communication, finance and insurance, real estate and business services, public administration, education, health and other personal services.

Though the primary sector used to be the main contributor to the gross domestic product of Rwanda, in recent years, the services sector has overtaken the primary sector. The figure below shows the evolution of the contribution of each economic sector to the gross domestic product in Rwanda for the period 1999-2008 at constant 2001 prices.

Figure n° 3 : Contribution to GDP by sector for the period 1999-2008
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              Source: NISR 2008 and NBR 2008.

From the figure above, it can clearly be seen that for the period 1999-2008, the tertiary sector has been the leading contributor sector to GDP followed by the primary and lastly secondary sector. Indeed, the contribution of this sector went from 266.7 billions of Rwf in 1999 to 573.2 billions Rwf in 2008 while the primary sector contributed 239.7 billions Rwf and 378.8 billions Rwf in 1999 and 2008 respectively. Finally, the contribution of secondary sector went from 90.1 billions Rwf in 1999 to 177 billions of Rwf in 2008. For the period 1999-2008, on average, the contribution of the primary sector to GDP was 35.6% while those of secondary and tertiary sectors were 13.9% and 44.8% respectively. The primary sector registered poor and negative growth rates in 2003, 2004, 2006 and 2007 and these were mostly due to bad weather conditions. Within sectors analysis shows that the big component in primary sector is food crop and its share in the primary sector was 86.2% in 2008 while within the secondary sector, the average contribution for the period 1999-2008 was 49.3 percent, 3.5 percent and 47.2 percent for manufacturing; electricity, gas and water; and construction respectively. In terms of the tertiary sector, the major sources of growth of this sector have been the real estate and business services, wholesale and retail trade, and transport, storage and communication.

3.2.2 Exports 

Rwanda’s major exports are coffee, tea, minerals such as tin, coltan and wolfram; hides and skins and pyrethrum. Coffee and tea contribute a lot to Rwanda’s exports. The value of coffee exports was 26.50 millions US$ in 1999 and reached 46.91 millions US$ in 2008, which is an increase of 77 percent. The value of tea exports was 17.50 millions US$ in 1999 and reached 40.05 millions US$ in 2008, which is an increase of 129 percent. In 2008, coffee and tea exports represented 33.2 percent of total exports. Exports of coffee decreased in 2007 compared to 2006 level “due to bad rains cyclic phenomenon of good and bad production alternation”(NBR 2007:57). However, in recent years, the contribution of minerals exports to total value of exports has been increasing and is responsible together with agricultural products exports for the good performance of the total value of exports in 2008. Indeed, the contribution of the main three Rwanda’s minerals exports i.e tin , coltan and wolfram to total exports was 40 percent and 35 percent in 2007 and 2008 respectively. The table below gives details of the development of the value of major exports in Rwanda for the period 1999-2008 in dollar terms.

Table n°4 : Development of the value of major exports 1999-2008 (value in millions US$)
	Description
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	Coffee

	Value
	26.50
	22.50
	19.36
	14.65
	15.01
	32.23
	38.27
	54.04
	35.67
	46.91

	Tea

	Value
	17.50
	24.30
	22.70
	22.02
	22.52
	21.55
	24.38
	31.86
	31.52
	40.05

	Tin

	Value
	1.20
	0.90
	1.10
	1.41
	4.49
	15.88
	17.86
	15.87
	31.97
	41.15

	Coltan

	Value
	4.60
	11.30
	41.10
	13.95
	6.37
	12.99
	16.87
	11.17
	19.23
	37.21

	Wolfram

	Value
	0.10
	0.30
	0.40
	0.52
	0.23
	0.40
	2.58
	9.53
	19.42
	12.90

	Hides and skins

	Value
	0.54
	0.43
	0.78
	2.64
	3.78
	3.39
	4.73
	1.99
	3.56
	2.85

	Pyrethrum

	Value
	0.30*
	0.00*
	1.80*
	1.06*
	1.28
	0.65
	0.00
	1.92
	3.00
	0.38

	Other products

	Value
	11.27
	9.31
	6.03
	11.04
	9.37
	10.80
	20.22
	20.91
	32.32
	80.16

	Total Value
	62.01
	69.04
	93.27
	67.29
	63.05
	97.88
	124.90
	147.30
	176.69
	261.76


NB: For the period 2003-08, the current total integrate the transport and insurance services on exports of USD 5.15 millions.
* Value for pyrethrum and quinquina
Source: NBR 2003 and 2008.

From the table above, we can see that the total value of exports went from 62.01 millions US$ in 1999 to 261.76 millions US$ in 2008, which is an increase of 322 percent in ten years. Other products which are currently beeing exported by Rwanda include non traditional products such as beans, skin care products, handcrafts, cement, shoes, mineral water, beer and livestock. Each product contribution is still low. The value of other products exports increased from 32.32 millions US$ in 2007 to 80.16 millions US$ in 2008 and this is mainly attributable to exports of non traditional products mentioned above.

3.3 Post Genocide Growth Strategies and Policies

After the 1994 devastating genocide and the subsquent related conflicts of 1996-2000, there was need for the Rwandan Government of Unity to restore peace, to stabilize the country, the repatriation of refugees and the rehabilitation of the destroyed socio-economic structures. Rwanda has also embarked on a given number of policies to boost its economy despite the tragic effects of the 1994 genocide. It is in this regard that the Government of Rwanda came up in 2000 with a vision called ‘Vision 2020’ and transforming Rwanda into a middle income country by the year 2020 is the primary objective. The major objectives of this vision are in the short term, the promotion of macroeconomic stability and wealth creation to reduce aid dependency; in the medium term, transforming from an agrarian to a knowledge-based economy and in the long term, the creation of a productive middle class and fostering entrepreneurship (Republic of Rwanda 2000a). This vision is to be achieved through series of medium term strategies. The first one was the interim PRSP, elaborated at the end 2000. It was the first step towards the development of a poverty reduction strategy and its aim were to come up with challenges and policy questions confronting Rwanda in regard to poverty eradication, the presentation of government view on the strategy and the intended main actions, the provision of a framework in relation to the best way in which domestic and aid resources may be used, the analytical work and participatory process to be used in the following year. In its fight against poverty, the government of Rwanda has identified four main policy priorities which are agriculture revitalisation and rural economy recapitalisation, the development of potential sources of growth and exports, the development of human resource and the development of infrastructure in agriculture, energy, water, transport and telecommunications (Republic of Rwanda 2000b). The full PRSP and considered as the first, is built on the interim PRSP and covered the period 2002-2005. The priority areas in terms of importance in this PRSP are: “rural development and agricultural transformation, human development, economic infrastructure, governance, private sector development and institutional capacity-building” (Republic of Rwanda 2002). With regard to the above priorities, several actions have been proposed such as agricultural productivity improvement, promotion of credit and savings institutions, private sector investiment promotion and export promotion ( hence the creation of Rwanda Investment Promotion Agency established in 1998 which was transformed in 2004 into Rwanda Investment and Export Promotion Agency with one among its objectives being the facilitation of business development and export production, RIEPA 2009), privatisation promotion, tourism promotion, the development of ICT and mining development. The second and current strategy known as Economic Development and Poverty Reduction Strategy (EDPRS) covering the period 2008-2012, is based on three flagship programmes: Growth for jobs and exports, Vision 2020 ‘Umurenge’ ( i.e. rural development programme aimed at eradicating extreme poverty) and Good Governance ( Republic of Rwanda 2007). With regard to the above flagship, exports is set to grow at 15 percent annually, the financial sector will be strengthened and widened, investment and pivate sector promoted, business costs reduced, skills developed; science, technology and innovation promoted, agricultural productivy increased and food security ensured, manufacturing and services contribution for sustainable growth increased, tourism promoted, mineral exports increased, economic infrastructure built, population growth slowed down and health status improved, decentralisation and good governance promoted. 
3.4 Conclusion
The main focus of this chapter was to present a general background to the Rwandan economy. Overall the economy has been performing well despite the 1994 devastating Genocide. The GDP per capita and exports is on an increasing trend. Finally, a discussion of Rwanda growth strategies and policies since the genocide was provided.

Chapter IV: The Basis and Sustainability of Rapid Growth in Post  

                                           Genocide Rwanda
4.1 Introduction

The present chapter analyses the basis and sustainability of post genocide high economic growth in Rwanda. It looks at the basis in terms of production and trade structure of post genocide high economic growth in Rwanda and then finds out if the structure of production and exports is conducive to sustained high economic growth. 

4.2 The Basis and Sustainability of High Economic Growth 

The structure of Rwanda production as that of other countries is basically divided into three sectors: the primary sector, the secondary sector and the tertiary sector. The Rwandan production structure relies heavily on the primary sector. The figure below shows how the economic growth rate is related to the growth of the primary goods sector for the period 2000-2008 at constant 2001 prices.

Figure n°4: Relation economic growth rate and primary sector growth rate (2000-2008
)
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         Source: NBR 2008 and IMF April 2009.

As can be observed from the figure above, it is clear that the economic growth rate is strongly related to the primary sector growth rate. This shows that post genocide high economic growth in Rwanda was highly based on good performance in the primary sector.

Further, the exports structure of Rwanda relies heavily on primary products. The major exports products for Rwanda include coffee, tea, pyrethrum, hides and skins and minerals such as tin, coltan and wolfram. The figure below shows how the growth of the primary goods sector is related to the growth of exports for the period 2000-2008 in dollar terms.

Figure n°5: Relation exports growth rate and primary sector growth rate (2000-2008)
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             Source: NBR 2003 and 2008.

As can be observed from the figure above, there is a positive relation between the growth of exports and the growth of the primary goods sector. This shows that the growth of exports has been following the growth of the primary goods sector emphasizing that Rwanda exports were concentrated on primary products.

Whereas there is no a clear relation between economic growth rate and the secondary sector growth for the period 2000-2008 at constant 2001 prices. The figure below shows how economic growth rate is related to the secondary sector growth rate.
Figure n°6: Relation economic growth rate and secondary sector growth rate (2000-2008)
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              Source: NBR 2008 and IMF April 2009.

From the figure n°4 and figure n°6, it can clearly been seen that the growth of the secondary sector value added is not as strongly related with economic growth as that of the primary goods sector. Moreover, within the secondary sector which is composed of manufacturing, electricity, gas and water and construction, though the share of manufacturing used to be more or less bigger than that of other components, in recent years, the share of construction increased considerably and began to overtake manufacturing. 

Figure n°7: Evolution of the share of secondary sector components 1999-2008

                                               (Constant 2001 prices)
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              Source: NISR 2008 and NBR 2008.

As the figure above shows, though the share of manufacturing to secondary sector is important, it is however decreasing while that of construction is increasing. This shows that the important contributor to this sector is undercontributing. Thus proving that the contribution of manufacturing to the recent post genocide high economic growth was very limited. In addition, as can be observed from the table below, the average growth rate for the period 2000-2008 was 5.5 percent, 4.5 percent and 10.6 percent for manufacturing, electricity, gas and water and construction respectively. This also highlights underperformance of manufacturing as high growth rate is being realised in the construction component of this sector where the average growth rate for the period 2000-2008 has been almost twice that of manufacturing. 

Table n°5 : Average growth rate of secondary sector components (2000-2008)

	Description
	Average growth rate (2000-2008)

	Manufacturing 
	5.5

	Electricity, gas and water 
	4.5

	Construction 
	10.6


Source: NISR 2008 and NBR 2008.

Further, manufacturing here is not primarily export oriented as shown in the table below of the evolution of the share of major primary commodities exports in total exports of Rwanda for the period 1999-2008. 

Table n° 6: Share of major primary commodities exports in total exports (1999-2008)

	Description
	Share of major primary commodities exports in total exports

	1999
	81.4

	2000
	86.6

	2001
	91.6

	2002
	82.0

	2003
	85.1

	2004
	88.9

	2005
	83.8

	2006
	86.0

	2007
	81.7

	2008
	69.3


Source: NBR 2003, 2006 and 2008.

From the table above, it can clearly be seen that the majority of Rwanda exports is mainly based on primary commodities and these are coffee, tea, pyrethrum, hides and skins and minerals such as tin, coltan and wolfram. For the period 1999-2008, on average 83 percent of Rwanda total exports was made up of primary commodities. This shows how exports of Rwanda are concentrated on primary commodities. The contribution of other products is still very low and these include non traditional products such as beans, hand crafts, shoes, skin care products, mineral water, beer, cement, and livestock. As a matter of facts, the contribution of coffee and tea to total exports was 70 percent in 1999 while that of minerals was 9 percent. In 2008, the contribution of coffee and tea to total exports was 33.2 percent while that of minerals was 34.8 percent. The increase in the share of minerals exports to total exports is mainly due to the recent boom in this sector. The decrease in the share of these commodities exports in total exports for the year 2008 may be explained by the recent world financial crisis.
Taking into consideration the tertiary sector; the figure below shows that for the period 2000-2008 at 2001 constant prices, the tertiary sector growth rate is less strongly related with economic growth rate than the primary goods sector. This may be explained by the fact that the tertiary sector seems to follow the movement of the primary and secondary goods sectors.

Figure n°8: Relation economic growth rate and tertiary sector growth rate (2000-2008)
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               Source: NBR 2008 and IMF April 2009.
The figure below shows that for the period 2000-2008 at constant 2001 prices, the tertiary sector growth rate tends to follow the movement of the primary and secondary goods sectors growth rate.

Given this fact, it can clearly be seen from figures above that the recent post genocide high economic growth in Rwanda was primarily been based on a rapid growth in the primary sector that is high growth in agriculture and mining components of it , high growth in the tertiary sector and exports of primary commodities. Therefore, this highlights lack of strong diversification in Rwanda production and trade structures.

Figure n°9: Evolution of the growth rate of the three sectors (2000-2008, 2001 prices)
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            Source : NISR 2008 and NBR 2008.

In addition, in terms of exports, though exports of primary commodities have been contributing to high post genocide economic growth of Rwanda, there is reason to doubt the sustainability of this contribution. Albeit Rwanda presents comparative advantage in these products; Rwanda as many other developing countries are price takers instead of being price makers. In addition, there is a high dependence on climatic conditions for agricultural products production which from time to time affect exports volume and a demand which is not elastic in most cases. Again, most of the growth of exports of primary products has been driven by the rise from time to time in prices of these goods. The table below shows the average growth rate of price for the period 2000-2008 in dollar terms. As can be depicted by the same table, the average growth rate of price specifically for minerals has been high that is 34 percent, 34.2 percent and 56 percent; for tin, coltan and wolfram respectively. Price also increases for agricultural exports commodities such as coffee and tea by 5.1 percent and 5.9 percent respectively. This low average growth in agricultural exports commodities price may signal the historically weak price for these types of commodities and a demand which is inelastic.

Table n°7: Average growth rate of price of major exports products (2000-2008)

	Description
	Average Growth Rate of Price (in dollar terms)

	Coffee
	5.1

	Tea
	5.9

	Tin
	34

	Coltan
	34.2

	Wolfram
	56.9


Source: NBR 2003, 2006 and 2008

Furthermore, the prices of primary commodities exports tend to be the most volatile. As observed from the table n°8, the standard deviation of unit value indices (indices 2000=100) for the period 1999-2007
 is greater for agricultural, fuels and mining products than for manufacturing products exports. Indeed, it was 19.2, 62.6 and 12.3 for agricultural, fuels and mining, and manufactures exports products respectively.

Table n°8: Standard deviation of world unit value indices of exports (1999-2007)

	Description
	Standard Deviation

	Agricultural products exports
	19.2

	Fuels and mining products exports
	62.6

	Manufactures exports
	12.3


Source: WTO 2008
In addition the prices of primary commodities exports on which Rwanda depends on most (coffee, tea, minerals) tend to be the most volatile. As a matter of facts, the price of coltan was 26.68 US$/Kg in 2001 and then declined to a level of 8.69 US$/Kg in 2003. It increases to 30.44 US$/ Kg in 2008. While the price of Wolfram was 2.5 US$/Kg in 2001 and then declined to a level of 1.89 US$/Kg in 2003. It increases up to a level of 7.72 US$/Kg in 2008 which shows difficulties to predict prices for these products due to its high volatility. As these prices keep on fluctuating, this also affect economic growth. This phenomenon raises doubt about the sustainability of post genocide high growth in Rwanda given its basis discussed above. Moreover, as already mentioned above, the growth of exports was mainly driven by prices as can be observed from the figures below.
Figure n°10: Evolution growth rate in prices and growth rate in value (2000-2008, Coffee)
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                Source: NBR  2003, 2006 and 2008

Figure n°11: Evolution growth rate in prices and growth rate in value (2000-2008, Tea)
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               Source: NBR  2003, 2006 and 2008.

Figure n°12: Evolution growth rate in prices and growth rate in value (2000-2008, Tin)
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               Source: NBR  2003, 2006 and 2008.
As can be observed from the figures above and the figures below, there is a general tendency of the growth in value of exports to follow the movement of the growth in prices. This shows that growth of exports was mainly driven by growth of prices. This fact is not only for agricultural commodities but also for mineral products.

Figure n°13: Evolution growth rate in prices and growth rate in value (2000-2008, Coltan)
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                        Source: NBR  2003, 2006 and 2008.

Figure n°14: Evolution growth rate in prices and growth rate in value (2000-2008, Wolfram)
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                Source: NBR  2003, 2006 and 2008.
4.3 Conclusion

This chapter presented the basis in terms of production and trade structure of Rwanda recent post genocide high economic growth. It also gives an analysis of the sustainability of this high post genocide growth rate. It was found that Rwanda post genocide high economic growth rate has been primarily driven by growth in the primary sector (agriculture and mining) and growth in the tertiary sector. In addition, exports of primary commodities contributed to this high growth rate. This leads us to conclude that there is doubt for the sustainability of these post genocide high economic growth rate given the production and trade structure which lacks enough diversification. A growth of exports of primary commodities as a result of prices gives reason to doubt its sustainability as these prices tend to be the most volatile. The standard deviation of prices of these commodities tends to be great compared to that of manufactured products.

Chapter V: CONCLUSION AND POLICY RECOMMENDATIONS 

5.1 Conclusion

This research paper purpose was to analyse the basis and sustainability of Rwanda post genocide high economic growth . Three objectives were formulated:

· To find out the basis in terms of production and trade structures of the recent post genocide high economic growth in Rwanda.

· To find out if Rwanda production and exports structures are conducive for sustained high economic growth.

· What can be the policy implication if it is not?

After analysing the structure of production and trade in Rwanda, we find that the recent post genocide high economic growth was primarily based on rapid growth of the primary sector (agriculture and mining which is export oriented), tertiary sector and exports of primary commodities. We find that this structure of production and trade is unlikely to give the basis for sustained high levels of growth. There is lack of diversification in the production and trade structures which may lead to shocks from time to time. The tertiary sector tends to follow the movement of the primary and secondary sector which is underrepresented in Rwanda production structure. The underrepresentation of the secondary sector is mainly due to low growth of the manufacturing component of it. Further, exports mainly based on primary commodities are likely to face problems in the long run as its prices have a high standard deviation than manufactured goods prices. It is found that growth in exports was mainly driven by prices which tend to be the most volatile.

5.2 Policy Recommendations

Rwandan Government should diversify the production and trade structure to alleviate vulnerability to shocks of the economy and to enhance growth. As we have already noted the secondary sector contributed minimally to Rwanda post genocide high economic growth, hence there is need to diversify into manufacturing as it can enhance economic growth through backward and forward linkages with other sectors. Diversification of exports is also important as it reduces risk and help to increase revenues. Agosin and Tussie (1993:20) observe that “for most countries, export expansion and diversification is the surest road to sustained growth”. Diversification into leather, horticulture, handcrafts, tourism products for export (Minicom 2008) does contribute to the country growth but more efforts should be oriented towards manufactured products if sustainable high growth rates are to be achieved. Jagdish Bhagwati (1966:165) argues that “it is possible to argue that poor countries should continue producing primary products only if it can be established that they could always earn enough foreign exchange to import their manufactures. Where this is not so, industrialisation is a rational consequence. And this is the case for many developing countries”. Given that primary commodities exports prices mainly based on agricultural tropical products and mining tend to be volatile, diversification into manufacturing exports can enhance growth as these types of goods tend to have relatively stable prices. Indeed, we found that the standard deviation of manufactured goods exports is low compared to that of primary commodities exports. The contribution of primary commodities exports continues to be necessary but efforts to increase the value added should be emphasized. As argued by Cypher and Dietz (1997:306) “countries need to search for goods to export to the world market which have a reasonable prospect for having an expanding demand over time and with substantial value-added to the local economy, if significant gains to exporting are to be realised”.

Kaldor argues that manufacturing expansion allows the transfer of labour from primary sector to secondary sector, specifically in manufacturing related activities. This can help to reduce the unemployment rate in Rwanda. However, this implies that the work force should have enough skills to allow the transfer. Hence, policies oriented towards increasing the skills and quality of the work force should be emphasized if the gains from diversification into manufacturing are to be achieved. Policies in relation to manufactured exports promotion, investment promotion should be emphasized. All of these can not be attained without proper infrastructure. Thus, to make all the necessary infrastructure available should be given priority.
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 The Sustainability of Rapid Growth in Post Genocide Rwanda








� The 1994-1998 period is omitted because it was an emergency period.


� The period 1990-1994 is omitted because it was characterised by insecurity and genocide.


� The results are for the period 2000-2008 instead of 1999-2008 due to growth rate calculation.


� Data for 2008 were not yet available from the source to have a complete set.
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