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ABSTRACT 

• 
To integrate least developed countries including Ethiopia in to international 

trade market, African Growth Opportunity (AGOA) and Everything But Arm 

(EBA) initiatives have been designed by U.S. and European countries 

respectively. The purpose of these initiatives is to enhance and diversify the 

export of the beneficiary countries. Therefore the purpose of th is study is to 

analyze the effects of these programs on Ethiopian export. Th e study employs 

the fixed effe ct gravity model using panel data for the period 1974/75 -

2005 / 06 of annual data. 

The main findings of the study show that AGOA has negative contribution to 

Ethiopian Export. This might be explained from both beneficiary (i.e. Ethiopia) 

and granting country's limitation. Poor infrastructure, lack of skilled 

m anpower , poor public services, etc of Ethiopia is some of the limitation to 

exploit the scheme. Whereas un stability of the program, rules of origin, non 

tariff hmriers are some of the factors that hinders the exploitation of the 

scheme. 

The result of the study also indicates that the European Union initiative has 



no significant effect on Ethiopian export. Like U.S . initiative this program has 

also its own limitations, but still Ethivpia has to identify the drawbacks in 

exploiting the program. 

The policy implication of the finding is that to exploit the program Ethiopia 

has to solve the drawbacks for her poor export performance. Especially she 

has to use export diversification strategy, i.e. the government has to peru se to 

diversify exportable commodities from agriculture to other products both 

vertically and horizontally in order to be competitive . Since most of export 

items relied on few primary p roducts. In addition to this the governmen t has to 

give due attention to improve social capital , skilled manpower, public services 

infrastructure etc. 

key words: AGOA,EBA,EX PORT 
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CHAPTER ONE 

Introduction 

1. Background 

Trade has proved to be one of the most effective tools to fo ster development. 

The notion of trade has becoming global phenomenon. That is trade is getting 

free among nations. It involves grater interdependence among countries and 

currently linked to the phenomenon globalization. 

In the period from 1960 to 2005 world trade has grown amazingly faster than 

world Gross Domestic Product IGDP/. While in 2005 world output was about 

four times higher than in 1960 trade increased 12 fold during that time. The 

relative rapid growth in trade is related to the ongoing process of liberalization. 

That took p lace under the auspices of the GATT IWTO I Herz & Wanger (2006). 

Trade preferences are seen by many as an essential element in integrating the 

developing countries, and particula rly the Least Developed Countries (LDCs), 

in the world trading system. Thus it is believed that trade preferences a re a 

key element in industrial countries' effort to assist the integration of :"DCs in 

the world economy. The increased trade of developing country with developed 

countly will enhance their export earning, promote their industrialization and 

encourages the diversification of their economies. To achieve these goals 



developed countries have designed different instruments. Although each 

scheme h as their own TA O and cons a ll are designed to import goc::!s from 

developing country at lower or with free tariff rate. Hen ce, with these trade 

preferences goods that imported from developing countries a re not submitted 

to the n ormal customs duties . It provides an incentive to traders to import 

products from developing country and help them to compete on international 

markets. 

These tra de preference schemes are the tools designed to have unilateral trade 

liberalization. That is LDCs are exporting their products to developed countries 

with out reciprocal tari ff. Some of the instruments offered by developed 

countries are Generalized System of Preference I GSP I, Everything 

IEBAI and African Growth and Opportunity IAGAO I 

2. Statement of the problem 

But Arm 
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Ethiopia is one of the beneficiaries of unilateral trade liberalization scheme . . 

The Ethiopian export perform ance has grown annually . For the las t ten year 

on average the Ethiopian export increased above 9 % per annum . Thus , th is 

growth of eXI ort has an important policy implication i.e., having clear 

understanding of export dete rminant helps policy makers to des ign 

appropriate policies. 
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There a re plenty of studies indicating the variables tha t determine the export 

of Ethiopia. But these studies are conducted before a ti_ne of su ch trade 

preference scheme h ave been introduced or came to practices. Thus it IS 

necessary to see the significance of this policy relative to other variables In 

determining the export performance of Ethiopia. Hence this study will fill this 

literature gap. 

The main research questions are 

• Does trade preference scheme enhance Eth iopian Export? 

• What is the relative importance of each trade preference in determining 

export? 

3. Objective of the study 

The general objective of the study is to examine the impact of trade 

performance scheme offered by developed country on Ethiopian Export. 

Specific Objectives 

• To see th e significance of trade prefere . lce scheme 111 determining 

Ethiopian Export 

• To examine the re lative importance of each t rade preference s. 

3 



4. Research hypothesis 

The study has the followin g hypothesis to be tested. 

Trade preference schemes have positive significant impact on the Ethiopian 

Export. 

5. Significance of the Study 

The issue of trade liberalization is a hot agenda of ministerial 

Unilateral or not-reciproca l trade liberalization has been offered to LDCs to 

increase their export earnings, to prompt their industrialization and to 

accelerate their rates of economic growth. On the other hand this n on 

reciprocal trade liberalization given by developed countries aims integrating 

the developing countries particularly the LDCs in to the world trading system. 

For the post ten years the Ethiopia n Export performance 111creases 

significantly. Thus, understanding the cause factor for the improvement of 

export helps to design appropriate policy . Especially this study gives due 

attention to trade instruments designed by developed county offered to LD Cs 

to fa ster export performance. Th erefore the result of the study may h ave an 

important implication for Ethiopian performance 111 Exploiting trade 

preferences granted by developed county . 



6. Scope and limitation of the Study 

The improvement of Ethiopian export performance could be explained from 

different perspective. But this study is specifically focused on m easuring the 

con tribution of trade preference scheme i.e. AGOA a nd EBA for export 

enhancem ent. The limitation of the study was the nature of the data i.e., it is 

aggregated . In addition to th is the study covers only two trade preference 

schemes (AGOA and EBA) . 
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CHAPTER TWO 

2. Literature Review 

2.1 Theoretical Review 
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International Trade is the exchange of goods and services across international 

boundaries . In most countries it represents significant share of gross domestic 

product. White international trade has been present throughout much of 

history, it's economic, social and political importance has been 011. the rise in 

recen t cen turies. 

Increasing international trade is crucial to the continuous of globalization. 

International trade is a major source of economic revenue for a ny nation that 

is considered a world power. Without international trade, nations would be 

limited to the goods and services produced with in their own borders. Thus, if 

trade has such an effect on international economy, does every nation benefited 

fairly from trade or does every nation has equivalent participation in 

international trade? 

Several different theories have been proposed to predict patterns of trade and 

to analyze the effects of trade polices . According to Adam Smith 's absolute 

advantage theory when countries engage in th e production of goods and 

services in which they have absolute advantage and engage in trade for their 

other needs, both trading partners will benefit from trade, i.e. trade allowed 

6 



countries to produce what they were best at and buy from abroad every Lhing 

else. This theory, however , does not explain wh:, countries should engage in 

trade wh ile one of the countries poses absolute advantage in both goods. But 

for Rica rdo , even if a country had an a bsolute advantage in all production 

lines, it could s till gain from trade, i. e. countries specia lize in producing what 

they produce best (compa ra tive advantage). In other words this theory asserts if 

countries specializes in production and (possibly export) of goods and services 

in which they have comparative advantage; and engage in trade to meet their 

needs, both countries will gain from trade. 

Literally there is no doubt about the effects of this trade theory in exploiting 

the trade patterns among nations. But the unsati sfactory nature of economic 

re lation between developed and under developed countries could not be 

explained with this trade theory. Tha t is , the unfavorable terms of trade 

between developed and developing countries . Beside to this what might 

become of, if the source of comparative advantage will be universalized? 

As an a lterna tive to the Ricardian model of basic comparative advantage 

Hecksher Ohlin j H.O j mode, argues that the nature of international trade is 

determined by differences in factor enrlowmen ts . I t predic ts that countries will 

export those goods that make inten s ive use of loca lly abundant fac tors and 

will import goods that make intensive uses of factors that are locally scarce . 

But most of the trade is between countries with s imilar factor endowment and 

7 

, --



, 

productivity level, and la rge amount of multinational production (i .e. foreign 

direct investm en t) which exists. Thus the H.O model could no t explain several 

facts about trade especially trade of least developing countries with developed 

countries. Thus s till developing countries could not equally participate in 

international trade . To integrate less developed countries in international trade 

different sch emes has been designed by developed countries such as Genera l 

System of Preferences / GSP / , African Growth opportunity Act / AGOA/, 

Everything But Arm/EBA/ ..... 

2.1.1 The Least Developed Countries in International 

Trade 

Special attention to what were then called the "less developed" among 

developing countries began at th e first session of United Nation Confer ace on 

Trade And Development/UNCTAD/ in 1964 and has gathered momentum 

since. It should be recalled that until mid 1960s, developing countries were 

considered as homogenou s with the only distinction being the structure of 

their commodity exports. As such a n approach was simplistic and inadequate 

for conceptualizing certain policy measures. 

During the 1970s, it become evident those Least Developing Countries / LDCs/ 

were laggin g further and fu rther behind, and some cases moving backwards. 

As a group LDC s recorded per capita l declines in this period in each of the 
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following key economic areas; agricultural production, manufacturing out put, 

gross domestic investment, exports, purchasing power, alld import volume 

.The general Assembly of UNCTAD approved the list of the LDCs in 1971 , the 

original list included the fo llowing countries, Afghanistan, Benin, Bhutan, 

Burundi, Chad, Ethiopia, Guinea, Halite, the Lao people's, Democratic 

Republic, Lesotho, Malawi, Maldives, Mali, Nepal, Niger, Rwanda, Somalia, 

Sudan, Uganda, United Republic of Tanzania, Upper Volta (Burkina Faso), 

Samoa ,and the Yemen Arab Republic. 

Subsequently the following countries were added to the li st. Bangladesh, 

centra l Africa Republic, Democratic Yemen and the Gambia in 1975, Cape 

Verde and the Comoros in 1977, Genie Bissau in 1981, Djibouti, Equatorial 

Gunnies, Sao Tome and Principe sierra Leone and Togo in 1982, Zaire and 

Zambia in 1982 Eritrea and Angola in 1994.Botswana is the only country 

which is graduated from the list of the LD Cs in 1994. The present group 0 48 

LDCs comprised a population of 610 Million in 1997. The list of LDCs selected 

based on per capital gross domestic products(GDP) of $100(in 1968 united 

~tates dollar) or less share of manufacturing in total GDP of 10 percent of less 

adult literacy rate of 20 percent or less. 

As a result of the creation of a specific list, UNCTAD was able to begin more 

focused analytical work about special measures in favor of LDCs. In 1974, the 

UNCTAD Trade and development Board recognized the need to have integrated 
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action on behalf of the least developed countries and decides to convince an 

inter governmental grou p to initiate inte.lsified effor ts toward s the formulating 

development review a nd a ppraisal of policies and measures in their favor. 

The UNCTAD's work that originally leads to the creation of the list of LDCs has 

subsequently led to an increasing awareness of the special need s of these 

countries. This awareness has changed policies of countries and multilateral 

agencies in several important ways . There has been a shift in the share of 

official assistance going to this group of countries several donor countries have 

not only provided an increasing share of their assistance but h ave a lso 

cancelled the debt or taken other debt re lief assis tance in favor of these 

countries. The awareness h as a lso led to a few innovations in commercial 

policy measures on behalf of these countries . They create a s pecial sub­

committee for LDCs. Within Gen eral Agreement on Trade and Tariff / GATT / 

previously and n ow within World Trade Organization /WTO / should be noted 

trade preferences including provision wi thin the generalized system of 

preferences have also resulted. 

Improving the ability of LDCs to participate m world markets can stimulate 

growth and reduce poverty. To help those goals industrial countries offer 

developing countries preferen tial access to their markets through lower or zero 

duties. 

10 



Tariffs introduce a wedge between the world price of product and the price in 

the domestic ma.rket. The premium normally accru es to the ;:;overnment of the 

impor ting county as tariff revenue under preferences; however, it may go to 

the developing country beneficiary, thereby raising returns to the activity that 

enjoys the preference and depending on the n ature of competition in domestic 

product a nd factor markets, s timulates expansion of that activity, with 

implications for wages & employment. However, if there is little competition 

among importers /buyers In the developed country then the 

suppliers/ exporters in developing country may be unable to acquire much of 

the price premium. Ozden and loaireage (2005) find that only one third of the 

available returns for African exporters of clothing to the US under AGOA 

actually accrue to th e exporters . 

The arguments underling trade preferences are that the small scale of industry 

and low level of development in developing countries lead to high costs, which 

reduces countries ability to complete in global markets, and to a lock of 

diversification, which increases risks . 

Developing countries especia lly LDCs face much higher trade related costs 

than other countries in getting their product into international markets. Some 

of these costs may reflect institutional problems in the exporting counties such 

as inefficient practices or corruption, which require a domestic policy 

response . They may a lso reflect weak transport infrastructure firm's lack of 
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access to standard trade fac ilitating measures such as insurance and trade 

finance. 

2.1.2 Differential and More Favorable Treatment 

International trade is more important for development and poverty alleviation. 

It helps rise and sustain growth-a fundamental requiremen t for reducing 

poverty by giving firms and house holds access to the world markets for goods 

services and knowled ge lowering prices and increa s ing the quality and variety 

of consumption goods , and fostering the specialization of economic activity in 

to areas where coun tries have a comparative advantage. But estimates of sub­

Saharan African 's share of global trade are consisten tly below 4 percent 1 To 

increase the share of LDCs in global market developed countries des igned 

different schemes. Accordingly in 1974"Enabling clauses" Entitl ed Differential 

and more Favorable Treatm ent, Reciprocity and Fuller Participation of 

Developing countries made Standard and Differential treatment (SOT) a 

central element of the t ra ding system. It calls for preferential market access for 

developing countries limits reciprocity in negotiation round s to levels. 

Consistent with development needs and provides developing countries with 

grater freedom to usc trade policies than would other wise be pr rmitted by 

GATT rules . Hoekman, Michalopoulos and Winters (2003 ). 

1 see hhtp/lwww.agM.info 
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Historically, the major focus of efforts to operationalayze SDT have centered on 

preferential access through the generalized s / stem of preferences in 

1970s. Generalized system of preference is the tool that designed to have 

unilateral trade liberalization. That is to say those goods that imported from 

developing countries are not submitted to normal customs duties. It provides 

a n incentive to traders to import products from developing countries and help 

them to compete on international markets. 

The objective of GSP is to mcrease their export earnings, to promote their 

indus%ation and to accelerate their rates of economIc growth . The 

European Community was the first to implement a GSP scheme in 1971.The 

European Countries GSP grants products imported from GSP beneficiary 

countries either duty free access or tariff reduction, depending on which of the 

GSP arrangement a country enjoys. 

In subsequent years several a dditional schemes have been added. These 

schemes are grated to differed groups of countries, cover different products 

and offer different types of access. For instance The European Union offers not 

only the GSP, but also ' the GSP regimes for LDCs the regime to combat drug 

production and the Cotono agreement for African Caribbean and pacific 

countries (ACP).Lately the European Unions introduced Everything But Arm 

(EBA).Similarly the United States offers for approved African countries the 

African Growth and Opportunity Act (AGOA). In the next section, we will 

13 



discuss some of the schemes designed by developed countries to developing 

countries . 

2.1.3. African, Caribbean, Pacific (ACP) preferences; from Lome 

to Cotonou 

The ACP preferences have been granted through Lome conventions. The first 

Lome convention has been established in 1975 . These preferences are 

characterized by its non -reciprocal nature, under which the European Union 

has permitted almost completely duty free accesses for most of the products 

originated from the ACP countries. The exceptions are mostly agricultural 

product. There have been exclusions or re strictions in th e form of tariff and 

/ or quantitative or seasonal restrictions. 

Exports from ACP to the European Union a re hard ly divers ified and 

concentrated in raw materials a nd agricultural p roducts. Poss ible explanation 

for under achievement of the agreement could be that market access for some 

key products was still res tricted or that the development impact of the 

agreement h as fa iled (Yu and vig Jensen, 2003). 

As quoted by Yu and Vig J ensen, The European commission (2002a) indicate 

that the unimpressive performa nce of ACP preferences has led to a re-design 

and re-negotiation o f the Lome convention. As a resu lt of this effort the latest 

14 



Lome convention has been replaced by the Coton ou agreem en L, which 

ambitiously a ims at reducing ar.d eventually eradicating poverty consistencf' 

with the objective of sustainable development a nd the gradual integration of 

ACP countries in to the world economy. At present, the trade component of 

Cotonou is only a frame work for the European Union and ACP countries to re­

negotiate regional economic partnership agreement with the a im of liberalizing 

all bilateral trade between them on reciprocal basis. 

2.1.4 The Generalized System of Preferences (GSP) 

The GSP sch eme wa s allowed under the WTO through its Ena bling clause, 

which stats tha t pre ferential treatment under the GSP has to be 

nondiscriminatory, n on -reciprocal and autonomous. There should be no 

discrimina tion between developing countries, except for the ben efit of least 

developed coun trie s. 

As quoted by Yu a nd Vig J en sen,2003 The Europea n communities 

,(2001 b ) shows that the scheme operate a t two levels: the genera l system 

provides tari ff prefere n ces depending of the sensitivity of the product ,known 

as modulation. Prer~rences are granted to two diffe rentia tpd product 

categories: 

15 



• For non-sensitive products duty flee access is granted 

• For sensitive proudest the reduction of the ad valorem duty is 3.5 

percen t, whereas specific tariff should be reduced by 30 percent 

Accordingly, the GSP scheme covers around 7,000 of the dutiable products, of 

which 3,300 are classified as non-sensitive and 3,700 are classified as 

sensitive. 

Since 1998 the European Union h as tried to extend similar preferences as 

contained in the ACP preferences to the nine LDCs that are part of the GSP 

sch eme but not part of the ACP. The initiative to further improve market 

access for LDCs was followed up in February 2001, when the Europea n...Un· 

formally adopted the" Everything But Arms" regulation. 

2.1.5 Everything But Arm lEBA) 

. t 
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The period from 1989 to 1993 was one of absolute decline in the value of 

exports to European Union. The figure shows that he relative decline of LDCs 

exports to the European Uni01~ continued throughout the 1990s with sligJ t 

recovery in 200 and 200 I. In 2001 the LDCs share of the European Union 

import marked was about 25 Percent lower than in 1983 Berenton (2003). The 

possible impact of these changes introduce in 2001 EBA initiative. The 
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initiative is a continuation and enha ncem en t of the n on -reciprocal preferences 

gran ted under ACP and GSP. Unlike the Cotonou a 6reement, which provides 

for both trade and aid, the EBA is based on the principle of trade rather than 

a id, and provides tangible trade incentives to LDCs wishing to enter the 

European Market. The EBA beneficiary countries are those 48 LDCs of the 

world. Least Developed Countries are categorized by World Bank, those 

countries that have below 1,500 of precipitate income. 

According to CEC (2002) as sighted by Brenton (2003) the EBA regulations 

grant duty free access to imports of all products from the LDCs with the 

exception of arms and munitions and without any quantitative restrictions. 

The European Union has argued that this significantly enhance export 

opportunity and hence potential income and growth for these countries. 

Liberalization was immediate except for three products Fresh bananas, rice 

and sugar where tariffs will be gradually reduced to zero (in 2006 for bananas 

and 2009 for rice and sugar). 

It is importa nt to n ote that the majority of products from th ese countries 

already received duty free treatment und er the GSP or Cotnou agreement. The 

EBA proposal extended tariffs and quota free access to the EU markets to the 

remaining 919 tariffs lines. The m ajority of these 919 products the agricultura l 

products, including certain meat products , vegetables, fruits, wines are 

prepared food staffs, such as biscuits and J eans. Brenton (2003) . 
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For being considered a :, origination in the exporting country, produc. ts have to 

meet certain requirements, which are led down in the rules of origin. The 

European Union considers that the rules of origin applying to import under 

the GSP are meant to ensure that the tariff preferences foster the development 

of beneficiary countries. 

Products total obtained in the exporting country are con s idered as originating 

there a n d produ cts manufactured with inputs from other countries are 

considered so only if they have undergone sufficient working or processing. 

A key difference between EBA and other unilateral preference granted by 

European Union is that preference for the LDCs a re granted for an unlimi ted 

period are not subject to periodic review. This will provide exporters and 

investors with grater certain ty of market accesses to European Union and 

therefore stimulate grater capacity in the produ c tion of existin g products and 

an environment conducive to the export of a wide range of products 

2.1.6 African Growth Opportunity Act (AGOA) 

The aim of . eduction in U.S aid to Africa and by poin 'i ng to the re latively 

limited amount of commerce between the U.S a n d Africa, AGOA was singed in 

to law by president bill Clinton on Ma rch 18, 2000 as part of the la rger trade 

and development Act of 2000 Presiden t Bush s igned amendment to AGOA, 
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also known as AGOA II, it to law on August 6 ,2002 .AGOA II substantially 

expands preferential access for im]:.orts from beneficiary Sub-Saharan 

countr ies .By modifying certain p rovisions of AGOA the AGOA acceleration act 

of 2004 (AGOA III is signed by President Bu sh on J u ly 12,2004) extends 

preferential accesses for imports from beneficiary Sub-Saharan African 

cou ntries until September 3, 2015; extends third country fabric provisions for 

three years, from September 2,2004 until September 2007, provided additional 

congressional guidance to the administration of how to administer the textile 

provision of the bill. Further a mendment of AGOA was signed on December 

20, 2006 and is referred to as AGOA IV. The legislation extends the third 

country fabric prOVISIOns for an additional five years from September 2007 

until September 2012; adds an abundant supply provision; designates certain 

denim articles as being in abundant supply and allow lesser developed 

beneficiary Sub-Saharan African countries export certain textile articles under 

AGOA. AGOA is a preferential trade agreement between the United States and 

approved African Countries , allowing duty free and Quota free access to the 

US market4 . 

The eligibility criteria for GSP and AGOA substantially overlap, and countries 

must be GSP eligible in order to receive AGOA's trade benefit including both 

expanded GSP and the apparel provisions. The AGOA qualification criteria are 

extensive. They stipulate that the country must establish a market based 

economy uphold the role of law eliminate barriers to U.S trade and investment 

" sec http://WWW.agoaJ nro 

19 



pursue economic policies to reduce poverty protect internationa lly recognized 

worker rights, and implement a system to combat corruption. Additionally, a 

country (1) can not engage in activities that undermine U.S national security 

of foreign policy interests, (2) can not engage in gross violation of human rights 

(3) cannot provide support for acts of interna tional terrorism and (4) must 

have implemented commitments to eliminate the worst forms of child labor. 

Rolfe and Wood ward (200 5). Coun tries must meet customs-related criteria 

that are designed prevent the re-export of garments actually made elsewhere. 

Overall, the United States certified 37 SSA countries for AGOA benefits, even if 

the United States doesn't automatically ensure apparel exports for the trade 

concessions. Accordingly by late 2005 the united states declared 24 countries 

eligible for the AGOA tex tile and a ppa rel: Benin , Botswana, Cameron, Cape­

Verde, Ethiopia, Ghana, Kenya, Lesotho , Madagascar, Malawi, Mauritius , 

Mozambique, Namibia, Nigeria, Niger, Rwanda, Senegal, Sera lion, Sou th 

Africa, Swaziland, Ta nza nia, Uganda and Zimbabwe. In contras t, Sub-Saharan 

African jSSAj countries that did gain under AGOA Lesotho, Kenya, 

Madagascar and Namibia h ad duty free programs for intermediate goods like 

cloth and were able to respond quickly to U.S market access opportunities 

Rolfe a nd Wood ward (2005). 

The Act allows for duty free imports under two broad categories apparel and 

non-apparel. For non-apparel, approximately 1800 items were added to the li st 
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of products with 2000 import duty under the GSP. As a result for AGO/\. 

countries the number of gO Jds on the U.S.GSP list expanded from 4,6nO to 

more than 6400 items defined as the 8 digits Harmonized systemj HS j level. 

Frazer Van Bieseboelk, (2007). The additional GSP line items which include 

such previously excluded items as foot wear, luggage, handbags, watches and 

flatware were implemented after an extensive process of public comment and 

revlew. 

In order to qualify for duty free access to the u.s under AGOA, the rules of 

origin underlying this trade act require that a product be the "growth, produc t 

or manufacture" of an AGOA beneficiary Sub-Sa haran African countries. The 

rules of origin requirement for attire and non-apparel are not identical. The 

silent features of AGOA's (i.e. non textile and apparels) rules of origin are: 

• The produ c t mus t be imported directly from AGOA ben efi ciary country 

in to the United States. 

• Items must be "growth, product or manufacture" of one or more AGOA 

beneficiary countries 

• Products m ay incorporate materials sourced from outs id e countries (i.e . 

non AGOA beneficiaries) provided that the sum of th e direct cost or 

value (i. e . the transaction value) of the materials produced in the AGOA 

beneficiary country (s) plus the "direct cost of processing "under taken in 
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the AGOA beneficiary countries, equal at least 35 percent of the 

product's appraised value at the U.S purt of entry. 

• In addition ,up to a total of 15 percent of the 35 percent value (as 

appraised at U.S port of entry)may consist of U.S parts and materials 

But for apparel under especial rules for lesser developed beneficiary countries, 

those countries with per capital gross nationa l product under $1500 in 

1998,will enjoy an additional preferences in the form of duty free / quota free 

access for apparel made from fabric origin ating any where in the world. 

Preferential treatment for apparel took effect on October 1, 2000, but 

beneficiary countries must firs t establish effective visa systems to prevent 

illegal transshipment a nd u se of counterfeit documentation and that they have 

instituted required enforcement and verification procedures. 

2.1. 7 The Implementation of AGOA and EBA 

Trade preferences a re seen by many as an essential element in integration the 

developing countrics, and particu la rly the LDCs into the world trading system. 

Accordingly developing and LDCs receive unilateral or non- reciprocal 

preferential access to the mark< t of developed countries. The aim of these 

preferences is to help developing economies to expand their production 

capacity, divers ify th eir export by offering th em bigger potential m arkets for 

th eir production. 

22 



The impact of these unilateral trade preferences has been the subjecl of 

numerous s,udies. Many studies critics the effectivenes3 of these programs. 

There are a number of reasons why most developing countries don't benefit 

from existing preferential market access programs. First, in many cases, 

exports are dominated by primarily products and raw materials that are 

already subject to low often zero tariffs Brenton (2003) .Second the absence of 

stability in the unilateral preferences schemes, which are not binding but are 

subject to frequent revisions, appeared to have discharged long term 

investments. Kenna, Stevens (2000) .Third for a wide range of products, rules 

of origin, non tariff barriers and administrative requirements seem to have 

prevented exporters from exploiting the schemes. Bernton and Ozden (2005) 

conducted a study on trade preferences for apparel and role of rules of origin ,;. 
1"-

the case of Africa. The s tudy indicates that the preferences tend to impose ;..;; 

rather strict rules of origin requirements. As a result compliance with these 

generous preferences requires significant bundles interims of additional input 

costs and bureaucratic paper work that decrease their utilization and benefits 

considerably. As sighted by Brentton (2003), Brentton and Man chin (2003) 

argues the prime suspects for the lack of u tilization of European Union trade 

preferences are the rules of origin both in terms of the nature of the rules 

dpfining specific processing requirements, with the constraints th at this 

entails for international sourcing from lowest cost locations , and the cost of 

providing the necessary documentation to prove conformity with the rules. 
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Forth, with the implication of the schem es Africa exports face the competitive 

challenges posed by China. Wi ·1es (2005) indicate that, with the end of multi 

fiber Agreement (M FA), Chinese exports have risen rapidly while many Asian 

investors fled SSA countries. Among other countries Lesotho lost thousands of 

jobs from 2004 through 2005, promoting economic crises . Unlike to the above 

studies Frazer Biesebroeed (2007) indicates that following the phase out of 

MFA, African exporters faced increased competition in the U.S market from 

China and other Asian countries, were the years with the largest impact on 

apparel exports. But the continuing duty preferences offered to Africa 

countries under AGO A could be sufficient to offset any relative competitive 

advantage of the Asian countries. 

For collier and Gunning (1999) trade restriction is not the primary constraint 

on African exports. They identified that the chief factors explaining African's 

poor economic performance as distorted product and credit markets, high risk 

inadequate social capital, inadequate infrastructure and poor public servICes . 

External factors such as developed countries trade restrictions are not 

considered as important. Therefore, the internal factors may continue to 

constrain African Exports after the removal of the U.S import restrictions. 
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2.2. Empirical Literature 

Trade Preference are seen by many as an essential element in integrating 

developing countries and particularly the leas t developed countries in to the 

world trading system . However economists are increas ingly questioning the 

feasi bility of preferences from a development perspective . And hence th eir is an 

intense controversy has been going on among trade economi st s regarding the 

cost and benefi t of a llowing preferences within the specia l and differentia l 

treatments framewo rk 

Rose (2004) conducts research on the impact of unilateral trade preferences on 

the volume of expor t and economic significance of WTO member ship using a 

gravity regression and a dummy variable that takes the value of one if the 

import county grants unilatera l trade preferen ce to the existing country in the 

period taken into consideration. The result indicates that having the G8P is 

associated with a n approximate doubling of trade but membership in the WTO 

seems that n ot to have an economically significa nt effect on trade . Rose's 

C0nclusion has been r;h a llenged in a number of papers. Tom?, Goldstein and 

Rivers (2005) criticize the use of an OL8 estimator, as it is a standard result in 

the econometr: -:; literature that the existence of individual s"ecific effects cause 

OL8 estimation to be biased and inconsistent. Instead they used specific panel 

estimation such as fixed effects . They finds tha t the WTO has a substantia l 

effect on aggregated bilateral trade increasing the trade volume by about 72% 
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if both trading p artners are WTO member and 31% if only one country 

participated in ',he WTO. In comparison the genera lized sys'em of preferences 

is les s effective a nd increase trade by 2 1 % . 

Herz and Wagener (2007) criticized Tomz Golds tein and Rivrs (2005) findings 

of short coming of Rose's (2004) analysis namely the use of aggregated 

bilateral trade date . They used annua l data from 1962 to 1999 for 

disaggregated export and import flows and apply the fixed effect estimator. 

Contrary to the above results they find th at the generalized system of 

preferences is nega tively associated with th e imports of the preferences 

granting countries. According to them this might be due to the politica l 

economy of GSP schem es which a re typically granted for products that are 

relatively unimportant for GSP gra nting countries. 

Lederman and Ozden (2004) analyze the impact of USA's unilateral 

preferences. Their analysis is based on the value of USA imports from 

developing coun t ries a t the two digit ha rmonized system in 1997 and 2002 . 

They implem ent a cross section Tobin a n a lysis on the two years separately and 

find tha t GSP h as a negative effective and being part of the free trade Area 

(ITA' has a positive impact .But concerning the European unila teral 

preference programs, Nilson (2002) estimates separate cross section gravity 

equations fo r th e period 1973-1992 and h e finds a positive effect of the 

European GSP sch em e on the value of European countries' imports. 
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In contrast to the above approach, Elisa Gamberoni (2007) measure thc 

impacL of European unilateral trade preferences on the extensive and intensive 

margin of trade. The analysis is based on recent developments in trade theory 

(Meltiz 2002) 3and econometric estimation of gravity equation. Using these new 

developments and detailed data base he finds that he GSP for least developing 

countries did not change the beneficiaries' export pattern. 

Rolfe and woodward (2005) carried out the study on garment exports from the 

African Countries most affected by the preferential access with the United 

States under AGOA. They find that following AGOA's implementation in 2000 

several African countries experienced a dramatic increase in exports to the 

United States. 

Kenya Lesotho, Namibia, Madagascar, South Africa and Swaziland experienced 

pronounced rise in a apparel exports Notably Kenya clothing exports to the US 

increased 607 percent from 1999 to 2004 . Another s ignificant success is 

Lesotho which saw export rise by 311 percent after AGOA, making this small 

land locked country the largest African garment exporter to US. According to 

Rolf and Wood ward (2005) although some eastern and southern African 

countries experienced impressive export growth it is a short term gain i.e. a 

form of temporary trade diversion from Asia countries. 
,-- . ~ . ~ 
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The U.S polices towards Africa (AGOA) evaluated whether it's desired result is 

achieved by Frazer and Bie~ebrock (2007).They estimate the impact wi'h a 

triple difference in difference estimation. The result indicate that despite the 

challenges of tra n saction cost in Africa countries, AGOA has a large and 

robust impact on apparel imports into the U.S as well as on agricultural and 

manufactured product covered by AGOA . For them 2005 and 2006 is the 

period for African exporte rs face competition in the U.S market from China 

and other Asian countries .But the continuing duty presences offered to 

African countries offset the relative advantage of the Asia countries . Thus 

AGOA imports were not merely diverted from elsewhere. 

Similar to Frazer Biesebrock (2007) several other papers have suggested the 

impact of AGOA could well be very limited due to beneficiary s ide limitation 

rather than U.S. Liamo and venables(2001)4 find that the relative low level of 

African trade flows "is largely due to poor infrastructure". The possible causes 

of poor export preferences in Africa are low levels of per capital income small 

coun ty s ize poor geographic and domestic (African) trade policy. Morrissey 

(2005) notes that transport costs natural barriers to trade are variable that 

hinders the African export promotion. Hoekman, Michalopoulos and Winters 

(2003) states that the schemes can have a significant positive effect on 

recipients, but that very much depends on their supply side capacity (e .g. a 

large proportion of the benefits of GSP have accrued to small number of more 

advanced developing countries), their abili ty to put the rents generated to good 
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use, and on the ancillary documentary requirements that are imposed by 

preferellce granting countries. 

Ola rreaga and Ozeden (2005) a nalyze the impact of AGOA's preferences on 

prices received by apparel exporters. Under AGOA the exporters should 

capture as tariff rent to the difference between preferential and non 

preferential export prices .But their finding indica te that exporters receive 

around one third of the tariff rent .Furthermore there is variation in these 

sh a re of the tariff rent thai: accrues the exporters across countries, with poorer 

and s m a ller ones capturing a low portion. Finally they conclude that small 

group of apparel exporters have been the main beneficiaries of AGOA 

preferences so far and there has not been significan t change in the exports of 

any of any other product from the eligibl e countries . 

Baier, Jeffrey and Bergstrand (1999) made a research on the relative effects of 

transport cost reduction , and tariff liberalization and income convergence on 

the growth of world trade among OEeD countries between the late 1950 s and 

the late 1980s. Their findings s h ow that income growth explain about 67%, 

tariff rate reduction about 25%, transport cost declines about 8% a nd income 

convergence virtually none. Thus the relative contribution of trade 

liberalization was three times that of transport costs . 
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Sangeeta khorana (2006) evaluate the efficiency of preferences as means to 

enhance market access for .44 developing countries and 53 LDCs Prod1...::tion 

and identifies the constraints to an effective utilization of preferences by the 

beneficiaries' countries and Proudest in Switzerland. It evaluates the 

efficiency of preferences with calculations on uti lization rates, potential 

coverage and utility rates . The results clearly show that the GSP schemes have 

not provided additional market access for all the beneficiary countrie s and 

products in Switzerland. 

Brenton and Ikezuke (2005) also evaluate the efficiency of preferences in 

Switzerland \\'ith the estimation of utilization ratio, potential coverage and 

utility rates preferences. It analyzes the extent to which developing coun tries' 

agricultural produc ts gain preferential access into the Swiss market under the 

existing GSP frame work. The result show that despite an increase in 

agricultural impos ts of Switzerland, the share of developing countrie s has 

declined from 26% to 13%, while Switzerland's import from the European 

Countries have grown five fold between 1992-2002. 

The impact of agoa for agricultural exports from Sub-Saharan African to the 

United States b'ls been m easured by Nouve and Staatz (2003). The 

Methodological framework used in this study is based on a modified version of 

what Chang and Wall (1999) called a fixed effects gravity trade equation using 

quarterly pan/ / data. Results indicate that, AGOA may have contributed to an 
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average of $ 376,000 additional increase in agricultural export earnings for an 

average Jub-Saharan African beneficiary countries. 

Yu a nd Vig J en sen (2003) evaluates th e impact of th e recen t ly adopted 

"Everything But Arm" init iative of the European Union on the least developed 

coun tries a nd to s how h ow the EBA prefe rences eroded with furth er 

mu ltination al trade libera lization. To realize the two objectives they u sed a 

global computable gen era l equilibrium framewo rk. Therefore, the result 

reflects a m ore op timistic p icture of the reforms . Tha t is exports fo rm the LDCs 

will ben efi t from such a m ove, especially for a sectors with deeper tariff cuts. 

There IS no direct work on Ethiopian export performance and trade 

preferences. Most of th e studies measure the performance of Ethiopian export 

sector based on internal external factors. Accordingly, Berhane Tesfaye (2000) 

examined the factors determ in ing performance of Ethiopian export usmg 

demand and su pply in s imu ltaneous equation. The resu lt of the s tudy 

indicates th at, the world demand is crucial deter minant of Eth iopian expor t. It 

has been a lso foun d that th e real exchange rate , re lative price, domestic 

demand pressu re and p r ice factors which referred as the lear ning process(e .g . 

quali ty, d iversification , packing, marketing ... )s ignifican tly determin e 

performance of exports. 
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From the above, it is clear that neither theoretical nor empirical studies h8.'.'e 

es tablished definitely when, er the non reciprocal preferences granted to LDCs 

would achieve its target. This clearly suggests in studying the preferences 

schemes, it is crucial to identify their short run and long run impacts of 

development for LDCs, 

Having discussed the expected effect of AGOA and EBA on the export volume 

and diversification of LDCs, we construct the hypothesis the case of Ethiopia 

under chapter one section four and will be tested in chapter five. 
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CHAPTER THREE 

3. An Overview of the Ethiopian Economy 

3.1 Background 

Like most of Sub-Saharan African Countries, Ethiopia is one of the poorest 

countries in the world with majori ty of its people living in a bsolute poverty a nd 

insufficient economic and social conditions. The country's economic condition 

of the country in genera l has been affected by the a dverse internationa l 

economic environment and by th e role of strictly different form of politica l 

regimes, which come to power at different times and follow different economic 

system. 

Prior to 1974(the Imperial era), the country was in landlord tenancy economic 

system. During this time, the country was in a period of relative political 

stability. The overall economic development was reasonably healthy, in 

relation to the experience of the subsequent years even if, it was poor by global 

s ta fld ards . 

The military administration came to pnwer in 1974/75 .The economic policy of 

military government was socialist system . As a result the major production 

industry a nd agriculture including the exporter were nationalized a n d replaced 

by government owned production and Export Corporation. In the socialist 



period, even if the land reform was an importa nt step in improving the 

economy, it was not accompanied by other institutional changes . The state 

policy diverted la rge investment to the inefficient s tates farms a nd inefficient 

state pastoralists . The inefficient state policy combined wi th the drought and 

a costly war let to a protracted decline in the economy out - put. 

In the post 1991 period, Ethiopia began moving from a state run economy to 

the market oriented economy and it a llows the private sector to play an active 

role in the economy. During this period, the country is in the p rocess of taking 

various reform m easures. Among the economic reform packages, under the 

guidance and support of international financial institutions, the IMF a nd the 

World Bank, the country has undertaken a series of structural adjustment 

programs. Under these progra m s a number of macro and sectoral policies, 

with a decidedly different orientation from what prevalled in the p revious 

decades a half, have been introduce . 

One of the central elements of th e n ew policy region is to increasingly open the 

economy to foreign completion with a view of benefiting the economy from 

expanded markets and increasing its efficiency. The available data shows that 

after the downfall of the military regime , Ethiopian's economy has bounced 

back from a negative performance to positive one and in some cases showed 

remarkable growth . Derrese Degafe (1 996) . 
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3.2 The Role and Performance of the Ethiopian Export 

Sector 

The export sector h as played an important role to bring ra pid economic growth 

in developing countries. However, most of them la rgely depend, for their 

source of currency earning on a s ingle product or a very narrow range of low 

value of products, mostly agricultural commodities and minerals. Basically 

these traditiona l exports face li mited demand due to their low income 

elasticity. 

Likewise, the Ethiopian commodity export sector is basically characterized by 

the dominant s hare of Agricultural raw commodities in gen eration the grater 

proportion of the export earning of the economy. These export commodities 

together have account for about 90 percent of the total merchandise export 

earnmg. 

According to Birihan (2000) the share of to ta l coffee export for 1973/74 before 

1974 revolut ion was about 28 percent, this has rises to a bove 78 percent a fter 

5 years in 1977/78. In recent years the coffee export shares is still dominant, 

which accounts about 70 perc :nt in 1997/98. Export of pulses was the seC'md 

largest exportable before the revolution . E.g. in 1973/74 it was accounted 19.4 

percents .However, it was surprisingly declined , in some years it was below 1 

percent. In recent years (E.g. 1997/98) it accoun ted only 2 percent of the total 

35 



exports. Oilseeds export before the revolu tion stands in third place . In 

1973/74 it W J.S accounted about 15 percent of the to'al exports, which 

dropped to below 1 percent in 1990/9 l. However currently it is showing 

improvements. 

The contribution of the sector to the national economy was not sustainable 

rather it fluctuates time to time . According to Eshete (2007) the total amount 

of exports value in 1770/7 1 was 425.12 million Birr. It has steadily increased 

to 1338.53 million Birr in 1978/79. In 1991 / 92, however, fluctuated and 

reached 279.03 mill ion Birr .After the reform period i. e . 1991/92, export 

earn ings increased with little fluctuates and recorded 733 1 million Birr in 

2004/05 . The merchandise export on the large contributed about 3.5% of GOP 

during 1990/71 to 2004/05 was the highest was 0.93% of GOP in to 2004/05 

and the lowest was 0.5% in GOP in 1991 /92 . 

According to Shiferaw (1995) as sighted by Miheret (2006) in 1942 

merchandise export was valued at 66 million Birr. Between 1945 and 1950, 

m erchandise export averaged about 64 million Birr. In 1950, earnings from 

m erch andise export increased quite considerab ly and averaged about 143 

million Birr. During the period 1960 to 1974 , expor t steadi ly increased with 

average growth of 8.83% per annum rising from 194 .6 million Birr in 1960/61 

to 556.5 million Birr in 1973 /74. However, the contribution of GOP remains 

low. Starting fro 6.8% of GOP in1960/61 it averaged 7% until 1973/74. Even 

.. 
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in the year where export earning was above imports, 1972/73, the earning was 

8 .7% of GOP. 

Although series structural adjustment program undertaken in the post 

1991/92 to promote the export sector its contribution to the national economy 

is still remained unchanged. According to Eshete (2007) ,in the post 1992 

,period export was increased from 1601.63 million Birr in 1993/94 to 7331.26 

million Birr in 2004/05. The rate of growth of export averaged about 46.19% 

annually. Its contribution to GOP, however, doesn 't show any improvement; it 

was on average 5.08% post the reform. 

Therefore, in general agriculture is under vagaries of nature, particularly in 

the Ethiopian case, the high consternation on non traditional export goods 

resulted in an unstable export performance. What is more , the sector is highly 

susceptible to the erratic nature of prices and unpredictable demand in the 

international market. 

3.3 The Structure of Export 

The volume of eX'lorts in Ethiopia for the past three decades has not changed 

significantly. Thi s shows the production s tructure of the country has not 

changed for a long time. Ethiopian export has a very narrow base it is highly 

dependant on few agricultural products, with very limited exports of 
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manufactured and semi-manufactured goods. This structure of concentrating 

0n few agricultural commodities has not sign'ficantly changed over time. 

Most of he export items directly originate from the agricultura l sector. Besides, 

coffee h as still remained to be dominant export commodity, though its share in 

the value of total exports fluctuates from time to time. It accounted for average 

of 56.92 percent of export earnings between 1970/71 and 2004/2005. Hides 

and skins oil seeds, pulses, chat fruits and vegetables, five animals and meat 

and meat products constituted 11.76 percent, 5.3 1 percent, 4 .35 percent, 5.12 

percent, 4.14 percent, l.19 percent and 0.94 percent respectively Eshete 

(2007) 

Ethiopia's share of the world coffee market has been stable at less than 2 

percent during the last twenty years and coffee exports have declined since 

1997/98 a long with the decline in the world prices. 

According to World Bank report (2005) as cited by Debel (2002) the absence of 

diversification and high dependency on specific commodities make the export 

sector to be exposed to external shock. Accordingly, the value of major export 

items fluctuated from year to year in terms of value due to the volatile and 

erratic behavior of prices and unpredictable demand in the international 

market. Similarly on the supply side, those agricultural items are influenced 
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by a large number of factors that are endogenous to the suppliers' production 

decision and behavior. 

Even after structural adjustment program, Ethiopia continues to expor t th e 

same primary commodities, dominated by coffee as it has been doing decades 

ago, a confirmation of the lack of structural transformation of the economy. 

As shown in table 1, having a share of more than 50 percent, coffee still 

remains the dominant export crop. What is more concerning is that the share 

of hides and skins, the major manufactured export commodity, is showing a 

declining trend. Equally worrying, at least in the longer term, is the sharp rise 

in the share of Chat, which is now becoming the second major export earning 

commodity of the country. Not only that its future prospect is not promising, 

as is expected for tobacco, but also it is competing coffee for land resource . It 

is said tha t some farmers are sub-planting coffee to grow Chat. 

These four commodities alone, which have been accounting for about 80 

percent of total export way back in the early 80s, have now increased their 

share to over 85 percent. This is typical of increasing concentration rather 

tl a n diversification, a testimony of the lack nf improvement in international 

competitiveness 
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Table 1. Export structure: share in percent 

Pulses Hides 

& & 

Year Coffee Oilseeds Skins Chat Total 

1981 6 1.6 5 .1 10.8 2.6 8 1.1 

1985 62.6 4.4 12 .8 2 .1 81.9 

1990 55 .0 5.0 18.2 2.8 82.0 

1995 65 .8 5.6 13 .7 5.3 91.4 

2000 54 .0 8.5 7 .2 15.6 85.3 

Source : NBE, Quar te rly Bulletin, Vol. 16, No.3. 

Another structural rigidity is shown in the destination of export commodities. 

For decades Europe remains Ethiopia's major trading partner, accounting for 

nearly half of its export. [Table 2J Germany, Ita ly France, Belgium and United 

Kingdom are the major importing countries with a share of over 85 percent of 

the exports to this region. 

Outside Europe, however, there is an indication of a shift from American to 

Asian markets. Export share to America (both North and Latin America) has 

been consistently declining, while the opposite has been taking place to Asia. 

The latter 's share of Ethiopia's export increased from 17 percent in 1980 to 35 
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percent in 2000. But within Asia itself there is little diversification. Japan and 

Saudi Arabia alone account for o' -er 70 percent of total export to the Asian 

market. 

Table 2. Direction of exports: share in percent 

Year Africa Europe America Asia 

1980 13 .2 51.0 18. 1 17.2 

1990 12.6 45.2 13.6 27.4 

1995 12.4 50.8 5 .8 29.7 

2000 18 .0 40.9 5.6 35 .2 

Source: NBE, Qua rterly Bulletin, Vol. 16, No.3. 

3.4 Ethiopian trade Policy and Export Sector 

The issues of accelerated economic growth are gammg much attention by 

many development economists . The decline in economic growth of m ost of the 

sub-Saharan African countries and other LDCs coupled with the alarming 

population growth resulted in stagnation and even a continual decline in the 

per capital income of these countries. 

One area that has been given much focus in order to promote the economic 

performance of these countries is external trade. Following the traditional 

trade argument, trade is viewed as an "engine" if not a s a "handmaiden" of 
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growth playing a supportive role in the econ omic growth of the LDCS . 

Proponents of this theory a rgues that trader can contribute substantially to 

the developmen t of primary exporting countries while opponents of h e theory 

strongly contend that international trade as being complexly irrelevant for 

development process of LDCs. The controversy on the role of trade led to the 

emergencies of the import substitution (IS) and export promotion (EP) t rade 

strategies. Failure of the IS strategy and success of some developing countries 

that once pursued the EP strategy, led many LDCs to 

the EP trade strategy. 

pay more attentiol1J.G ----- .. \ 
-. '. ito,) ~~'t:tl , 

\ 
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. ..... r;tAl:::.,. •••• j _ --In Ethiopian owing to structural problem and policies that were pursued by 

the different regimes that came to power the performances of the export sector 

has been less satisfactory. The policy adopted in the period 1991/92 

period(both the imperial and military government of Ethiopia) was 

characterized by strongly inward oriented development strategy which used a 

prolonged over valuation of the Birr, high ta riff rates, extensive fore ign 

exchange control and other non tariff barriers as well as a h eavy taxation on 

exports. This h ad a negative impact on exports through influencing directly or 

indirectly the profitability and competitiveness of Export. 

Even though both previous government of Ethiopia were commonly pursumg 

import substi tutions strategy and export sector was secondary for them in 

their economic development plans it doesn't mean that they didn't make any 
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effort Lo promote and diversify the country 's exports. The three fivc year 

deve1,)pmen t pla n of the imperial Government and the Derg's ten year 

pers pective plan have their own contribution to promote and divers ify the 

export. 

The first five year development pla n (1 957/58- 1962/63) of the imperial 

governm ent gave priority to import substitution indus trial promotion while it 

gave minor a ttention for export promoting. The second five year development 

plans stated the export sector to relay mainly on tra ditiona l export products 

such as coffee , hides a nd skins, oi l seeds and pulses and other. Simila rly the 

third five year development p lans gave great deal of attention for foreign trade 

in genera l, and for the export sub-sector development through diversifying 

variety of export items in particular. 

The military government ten-year perspective plan of 1985/86-1994/95 orient 

the coun try's export structure toward s manufactured products from the 

a lrea dy existing pnmary exports of agricultural product and expand 

substantially the county's foreign exchange earnings . Different measures , like 

provision of favorable tax, tariffs, foreign exch a n ge mea sures, improving 

exports in terms of qua li ty , quantity and Vari ty has been employed to promote 

th e export sector. 
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However, despite the measures taken by both imperial and Derg government, 

the Ethiopian Export remams un-divers' fied and concentra ted on very few 

primary products. 

Ethiopia has undertaken a series of s tructural adjustment programs under the 

guidance a n d support of internationa l financial institutions , the IMF a nd the 

World Ba nk. Under these progra m s a number of macro and sectoral policies, 

with a dec idedly different orientation from what p revailed in the previous 

decade and a ha lf, h ave been introduced. The m ea sures undertaken include 

devaluation of the Birr, public enterpri se reform , tariff reduction, financial 

sector reform, investment policy external sector liberalization, simplification of 

import and export licensing system, preferential interest ra te for expor ts and 

others. One of the central elements of the reform is to increasingly open the 

economy to fore ign competition with a view of benefiting the economy from a 

broad markets and increasing its efficiency. As a result of this trade policy 

reform a decrease in the anti-expor t bias incen t ive s tructure and an increase 

in export volume a nd earnings was realized. 

3.5 Ethiopian Export and Trade Preference 

Efforts by Ethiopia to address poverty a nd raise genera l living standards 

through trade policy reforms, creation of infrastructure and institution for 

purposes will n ot e fully realized to the exten t it face s market access 
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constrains. Moreover, such beyond the border barriers prevent the country 

from diversifying its trade s tructure particularly exports. In particllar 

diversification would be hampered by low export growth. 

In spite of some progress in the second half of the 1990s, Ethiopian's export 

bundle remain re latively small and very concentrated both in terms of 

products and markets. Moreover products exported by Ethiopia have been 

experiencing negative growth in world markets even though some of Ethiopia's 

export has sometimes been a ble to grow in these declining markets capturing 

a large m arket share . 

Besides, to the supply side limitation, tariffs and non-tariffs barriers a broad 

act as an important barrier to export growth and divers ification efforts of 

Ethiopia. The study conducted by an international and Ethiopia team of trade 

and sector specia list on Ethiopia trade and transformation indicts that, on 

average, across the whole spectrum of countries the tariff imposed on products 

exported by Ethiopia is 25 percent h igher. 

In nine countries , th e tariff imposed on Ethiopia's export product is double 

their average tariff. These include the European union-Ethiopia's main trading 

partner. Similarly non-tariff barriers represent a series problem for Ethiopian 

exports especially in the European Union market. These include technical 
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requirements and testes to protect human heallh (meal of sheep or goal) on 

non automatic licens,-,s or labeling requirem ents . Thus to enhance the market 

access for LDCs including Ethiopia developed designed different schemes like 

GSP,AGOA ,EBA Etc. 

Like any other sub-Saharan African countries Ethiopia has enJoy the trade 

preferences scheme designed by developed countries . Accordingly U.S declared 

Ethiopia as AGOA eligible country on October 2/2000, just immediately after 

the an noun cement of AGOA by the U.S government. Beginning from August 

200 1 Ethiopia has started to utilize provision for textile and apparel. The act 

allows Ethiopia to export eligible products to U. S market, free from tariff a nd 

quotas. Similarly the European Union grants like others duty and quota free 

access for all products except arms under to EBA initiative 

3.6 Ethiopian Expo't Expedence Post AGOA and ;!;: I .ill 
:68: 

EBA .oCI III .. -;",. 
Although with the aim of enhancing the economic performance of sub-Saharan 

African countries, both U.S and EU introduced non-reciprocal unilateral trade 

performan l-e , the be nefits is concentrated to small nun. ~er of countries. That 

is while most AGOA e ligible countries recorded some exports to the US, the 

bulk (by value) is concentrated among a relatively small countries. 
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Overall exports to US by Nigeria, Angola, Gabon and South Africa exceed those 

of the other countries . The tota l amount of export from AGOA eligible Sub-

Saharan countries to U.S market in values was 560 , 13264 in 2006 and 645, 

32295 . Nigeria, Angola, Congo, South Africa Chad & Gabon sha re was 81.5% 

in 2006 and 95% in 2007 . While, the rest of the countries share was below one 

percent. For Ethiopia in both fiscal years the s hare was 0.14 percen t of the 

to tal exports. (See annex1). Therefore, even if all SSA enjoys AGOA's privilege, 

the benefit is still concentrated towards small number of countries. Thus , 

beside elimination of tariffs and quotas for SSA countries export , the product 

coverage, technical support, and oth er issues should be addressed by 

integra ting these countries in to internation a l m a rket. 
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Pre EBA post EBA 

Value growth ratr Value growth rate 

Year (in billions) % age Year (in billions) % age 

1998 13.8 2002 53.2 

1999 26.5 9 1 2003 10.5 97 

2000 52.4 98 2004 13.7 -99 

2001 26.9 -49 2005 13.9 2 

Source: Author's calculation using data from custom Authori ty 

As depicted in the above table, the value of export before EBA h as registered at 

91 %, 98% and -49% in the year 1999 , 2000, and 2001 respectively. On the 

other hand post EBA it has been registered 97%,-99% and 2% for the year 

2003, 2004 , and 2005 . The figures implies th at, growth of export value 

fluctuate from year to year in both the period pre EBA and post EBA. Pre EBA 

its value increases from 1999 to 2000 by 7%. However it decreased by 147% 

and reached to -49% in the year 200 1. Like pre EBA the value of export 

fluc tuates m post EBA period . It has registered 97% mcrease in 2003 and 

decreased by 196% and registered -99% in 2004. In the year 2005, it has 

regi s tered a 2% increase in the value of export. Generally, in both the period s 

the impact of EBA is not consistent and fluctuates from year to year. 
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CHAPTER FOUR 

4. Data, Meted logy and Model specification 

To estimate the effect of multilateral trade agreements on international trade 

researcher would apply different techniques .The most common techniques 

used to measure trade flow across country is gravity model. 

Although Newtonian physics used gravity equation to study human behavior, 

it has been widely used in the social science. More recently, gravity model 

studies have achieved empirical success in explaining various types of inter-

regional and international flows, including labor migration, customers, 

hospital patients, and international flows. 

The gravity model of international trade was developed independently by 

Tim bergen( 1962) and poyhenen (1963).1 In its basic form, the amount of trade 

between two countries is assumed to be increasing in their sizes, as measured 

by thcir national incomes, and decreasing in the cost of transport between 

them as measured by the distance between their economic centers. 

Mij = YiYj -----------------------(1) 

Dij 
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Where, Mij = imports of good i by countr-y j 

Yi = national income of country i 

Yj = national incom e of country j 

D ij= the distance between the two countries. 

Following this work by inclu ding additional explanatory variables to the basic 

gravity model (what we call augmented gravity model) has been developed. For 

instance, according to Lin nemann (1996) and Cuairan and Sanz (1963) as 

cited by Cheng a nd Wall (2004) incorporated population and per capita income 

to the basic gravity model respectively. 

The work of Rose (2004) ,augment the basic gravity equation with a number of 

extra conditioning variables that a ffect trade, in order to account for as many 

extraneous factors as possible . These includes: culture (e.g. whether a pair 

countries share a common language, geography, weather none one or both a re 

land locked) and history (e.g. whether one colon ized the other) 

Thus gravity model has been used widely as a base line model for estimating 

impact of Varity of policy issues, including region al trading groups, currency 

unions, pol i ' ical blocks, partner's rights and various trar e distortions. It is the 

most successful empirical trade device of the last twen ty five years Anderson 

(2007) . 
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Although theoretical foundations have been establish, the empirical 

application of the gravity m odel may lead to weak results in the presence of 

h eterogen eities. In th e following section we will briefly set ou t the various form 

of gravity model. ,.~ \.., 
~.$~,~ 

.,.(. ",.~ ~ 
.. b \~;j."'~ ••. 
1>''' ~ ,.." 

4 . 1 Statistical overview . ~'" o'? ~'" ~.,.. v : .. ~~ 
Variou s form s of gravity model th at h ave been used to es tima te bila teral trade 

flows h ave been developed by different trade economists .These model's has a 

long liner s pecification. 

The volume of trade between countries i and j in year t can be characterized by 

t=l ... T -----------------(2) 

Where: Xijt is exports from country i to country j in year t and 

Zijt = (Z;"Zj, .. . ) is the 1 x k row vector of gravity var iables(GDP, 

Popu lation and distance). 

The intercept has th ree par ts ,one which is com m on to :111 years and county 

pairs, Go, one which is specific to year t and comm on to all pairs, at and one 

which is specific to the country pairs and common to all years ait. Nearly ad 

estimates of the gravity model of trade provide basic estimates due to presence 

of heterogeneity. Similarly Rose (2004) estimates the effect of international 

trade of multilateral trade agreements - the world trade organization and its 
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predecessor the general Agreement on tariffs and trade, and the Generalized 

System of Preferences extended from rich countries to devf' loping countries 

using national income, population area, language ,distance, 

The existence of individual specific effects causes OLS estimation to be biased 

and inconsistent. That is no heterogeneity allowed for the regression. With 

such heterogeneity; a country would export different amounts to two 

countries, even though the two exports markets have the same GOP's and are 

equidistant from the exporter. These can be because, there are historical, 

cultural, ethn ic , political or geographical factors that affecting the level of 

trade, and are correlated with the gravity variables (GOP, Popula tion, 

Distance). If so, such estimates that do not account for these factors will suffer 

from heterogeneity bias. Cheng and Wa ll (2004). Moreover, th ey argues that 

although some studies have to some extent tried to control for this using 

pooled cross sectional model by including things such a s whether trading 

parterres share a common language have had a colonia l history, are in military 

alliance, etc, these factors are often difficult to observe ,let alone quantify. 

Thus to a lleviate this problem they introduced fixed effects into the gravity 

equation. 

Fixed e ffects model allow for unobserved or miss specified factors that 

simultaneously explain trade volume between two countries . 
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According to Cheng and Wall (2004) the use of fixed effec ts as a solution to un 

observed heterogeneity is roughly the t;am e, but there is little agreement about 

how to actually specify the fixed effects . For them, for instance, on their 

previous work, Cheng (1999) and Wall (1999) purpose two fixed effects for each 

pairs of countries, one for each direction of trade, Glick and Rose (2001),each 

pair of countries has only on e fixed effects, and Matyas (1997) each country 

has two fixed , one as an exporter and one as an importer. 

Finally based on the empirical analysis they show that: 

• Pooled cross section method for estimating gravity model of trade suffer 

from estimation bias due to omitted or miss specified variables . This 

problem is eliminated using the two way-fixed model of Cheng (1999) 

and wall (199 9) in which coun try-pair and period dummies are used to 

reflect the bilateral relation ship between trading partner. Bu t, since 

these factors (i.e . physical dista nce, the length of border (or contigu ity) 

history, culture, langua ge etc are not observable and are difficult to 

m easure . 

• The alternative fixed effects model proposed by Grick and Rose (200 1) , 

Matyas (1997), the r f ,> trictions they imposed to gravity model ha~ little 

or no economic support. 
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Thus they conclude that as the gravity model h as become th e "work horse" 

of empirical work on the effect of integration, country pair fixed -effects 

model is preferably statistically to all others specifications. 

4.2 Empirical Model and Data 

The methodological framework used in this study is based on a modified 

version what Chenge and Wall (2004) call ed a fixed-effects gravity trade 

equation. The modification is an augmentation that incorporates several 

variables of trade. In addition to its simplicity, it is able to capture the effects 

of all observable and non observable variables on trade. Thus the empirical 

model used in this study is: 

Where, i denote exporting country (i. e . Ethiopia), j denotes her trading 

partners and t denotes time . The res t va riables defined as follows: 

Xij ' = the real value of Ethiopian export to her trade partners j at time t. 

Qij = is the specific "country pair" effect between Ethiopia and her trading 

partners. It includes the effects of all omitted variables that are 

cross-

sectional specific but remain cons ta nt over time, such as distance, 

contiguity, language, culture etc. 

PCl lt = pcr ca pital income of Ethiopia a t tim e t 
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PCljt" per capita income of trade partners of Ethiopia, country j, at time t 

rerijt • IS the real exchange I ate between Ethiopia a nd h er trading par'ner 

county 

j, at time t. 

ago a it = captures when Ethiopia nominated as ago a eligible. Thus it takes the 

value one after Ethiopia enjoys AGOA eligibility, other wise zero 

ebait - captures dummy variables . That is, it takes one at the time Ethiopia 

enjoys Europea n Union scheme (EBA), otherwise zero 

Eijt" represent the omitted other influences on bilateral trade. 

4.3 Data Sources and Definition of variables 

4.3.1 Source of Data 

The data u sed in this study are collected from different institution. Annua l 

data of Gross Domestic product (GDP) of Ethiopia is ob tained from national 

Bank of Ethiopia and Ministry of Finance a nd Economic Development 

(MOFED) the real exchange rate of Ethiopia a gainst h er trade pa rtners is 

obtained from National Bank of Ethiopia (NBE) The population s ite and GDP of 

Ethiopia trade partner countries and their real per capita income are obtained 

from the report of World Development indicator. The a u J10r computed 

Ethiopian real per capital income. The data collected is annua lly for the period 

1974/75 to 2005 /06 of U.S. a nd European Union countries who are the major 

trade partners of Ethiopia 
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. 4.4. Definition of variables and Expected sings 
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The modal specified in this study require data on the following variables. 

i. Real Per Capital income (PCI) 

Per capita l income is the ratio of national income to the population size. To 

manipulate real per capital income, I used real Gross National Product (GNP). 

Real Gross National Product is the value of goods and services measured using 

a constant set of prices. That is, real GNP shows what would have happened to 

expenditure on out put if quantities had change but prices had not changed. 

Where as nominal GNP for any particular country is simply the value of GNP 

measured in terms of current money price. There fore, since society's ability to 

provide economic satisfaction for its members ultimately depends on the 

quantities of goods and services produced, real GNP provides a better measure 

of well being than nominal GNP 

Expected signs of real per capital income index 

AI Real per capital income of Ethiopia 

It state that the trade balance is affected by the rise of domestic per capital 

1I1come. Increase in per capital income would lower the trade balance due to 

increased demand for imports. However, it was revealed 111 recent years that 
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adverse trade balance response to the rise of domestic incomes is nol so 

certain a priori, as a rise of pre capita l income can increase both the demand 

for the country's exports if the latter h ave been supply constra ined, More over 

if the rise of per capita l income stems from an increase in the production of 

import-substitute goods, imports may decline, That is why the s ign of the 

coefficient of per capital income is ambiguous i, e , either positive or negative . 

Bf Per capital income of importers (PCjt) 

It is used as a proxy measure for foreign in come, A r ise in foreign per capital 

income is led to an increase in the demand for country's exports , So, its sign 

is expected to be positive , 

ii. Real exchange rate (RER) 

Exchange rate is th e price of one currency in terms of another. Sin ce there is 

an essen tia l symm etry between the two currencies, the exchange rate may be 

defined in one of the two ways: as the amount of the fore ign currency that may 

be bought for one unit of the domestic curren cy, or as the cost of domestic 

currency of purchasing one unit of the foreign currency, The data on real 

exchange rate that I got from n ational bank of I:.,thiopia I S based on the IMF 

definition of th e nominal exchan ge rate (USD per Birr) 
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Therefore, I used the definition of exchange rate as, price of domestic currency 

against foreign currency 

Where, E = 

P= 

RER= E.P/P* 

Nominal Exchange rate 

Ethiopian con sumer price index (CPI) 

P*= wholesale price indices (WPI) of foreign country 

The fall of domestic currency in terms of foreign currency results devaluation 

of home currency, but if the price of domestic currency against the foreign 

currency rises, the home currency will appreciate . Generally it is believed that 

devaluation of home currency will induce to rise in import price and decrease 

of export prices. As a result of change in relative prices of exports and imports, 

the demand for imports decrease in the country of devaluation its currency 

and foreign demand of its product increase . 

Therefore, a real depreciation of the exch a n ge rate enhanced competitiveness 

of the currency goods vis-a.-vis foreign goods. On the other hands, an 

appreciation in rLal exchange rate will decrease competitiv ness of home 

economy in international market. 
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Expected sign of Real exchange rate index 

As we have seen a bove, on theoretical a rguments the impact of the real 

exchange rate of Export is clear. That is devalu ation of home currency will 

enhance the export. But this might n ot be n ecessary for countries like 

Ethiopian. Even if devalua tion ill decrease the price of home products, the 

demand of foreign countries will matter. Especially, for countries like in which 

the export is dominated by primary products, it might not be necessary . 

Because the income elasticity demand for these products is vary low. There for 

the expected s ing of real exchange rate is ambiguous . 

iii . Dummy variables in the model 

In regression analysis, a dummy variables (also know as indicators or bound 

variables) is one that takes the values 0 on 1 to indicate the absence or 

presence of some categorical effect th at may be expected to shift the out 

comes. The following two dummy varia bles are included in over model. 

A! agoa : IS a dummy Africa growth opportunity act with vale one( 1 ) after 

2001/2002 were , U.S government introduced duty and quota 

free imports from Ethiopia and other Sub -Sahara African 
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counties and zero (0 ) otJ:ier Wlse . S ince agoa create a market 

opportunity for Ethiopia the expected ~ lgn will be positive. But, 

SInce the Ethiopian export is dominated by few primary products 

it might not be necessarily positive. Since these products have low 

income elasticity which ma ke the sign of agoa ambiguous. 

B/. eba:- is a lso a dummy variable with value one(l ) for European unions grants 

to Ethiopia and other developing countries to export duty and quota 

free under Every thing But Arm initiative, since 2002/2003 , other 

wise zero (O). Similarly the expected sign of eba is positive. However, as 

expla ined in the ago a the result might be n egative. Therefore the 

expected sign of eba is ambiguous. 

4.5. Method of Analysis 

The econometric procedure that we follow in this study is described as follows 

.The traditional gravity model u se random effect model to measure bilateral 

trade or any multinational effects on trade volume. That is most of them 

including dis tance, la nguage, common colony etc in their s tudy. But these 

variables are constant over time, (i. e . they a re time invariant variables). Thus, 

to control these unobservable and un-quantifia ble variables, I treated u s ing 

fixed effect model. Thus, following the work of Ch eng and Wall (2004) I used 

fixed effect gravity model. To control for h eterscadasticity of the dummy 

variables I regress the model using robust. Similarly the multicollineari ty of 

the expla n a tory variables has been tested (see annex 2). 
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CHAPTER FIVE 

5. Empirical Results and Interpretation 

5.1 Empirical result 

The data analysis is carried out using annual data on variables, Export, per 

capital income of Ethiopia and importing country, real exchange rate and the 

dummy variables, AGOA and EBA for the period 1974/75 to 2005/06. The 

soft ware used to analyze the data is stata version 9. 

Estimated equation 

Using fixed gravity model, the estimated equation is given in the follow ing table 

xtreg Inxijt Ingdppcitexp Ingdppcjt Inrerijt agoaijt ehaijt,fe robust 

Robust 

Inxijt I Coef. Std. Err. P>ltl 195% Conf. Interval] 

-------------+---------------------------------------------------------------------------------------------------

Ingdppcitexp I 3.521365 1.886094 1.87 0.064 ·.2003344 7.243064 

lngclppcjt I .000229 .00006 16 3.72 0.000 .0001075 .0003504 

ln rerijt I -.8928163 .3876609 ·2.30 0.022 - 1.65776 I - .1278719 

agoaijt I -2 .32353 1 .6513127 ·3.57 0.000 -3.608722 - 1.038341 

ebaij t I .033435 1 .6741833 0 .0 5 0.96 1 - 1.296884 1.363754 

_cons I 36.3896 12 .683 16 2.87 0.005 11.3628 61.4164 

- - -- ---- -+- - - - - -- - - -- ----- - - - ---------- ---- - - -- - ----- - -- --- -------- - ------------ ----- --- ---- -------- ---- --- ---------- ------ --- ----

Xijt =Export of Ethiopia to country j, gdppcitexp =per capital income of Ethiopia, 

gdppcjt =pe r capital income of importing country, rerijt = real exchange rate 

61 



Based on th e above results, th e equation can be written as follows. 

InXijl = 36.39+3.52 Ingdppcitexp -O.89Inrerijt -2.32agoaijt +O.033ebaijt 

5.2 Interpretation 

Based on the results presented a bove, we can interpret th e estimated model as 

follows: 

i. Per Capita l I ncome of Ethiopia 

The pre capital income of the exporting country, Ethiopia, has positive 

relationship with export of Ethiopia. On the other hand it IS a significant 

variable which has a positive impact on export of Ethiopia. In the prevlOus 

section, we explained that the sign of per capital income of the domestic 

country IS ambiguous i.e. either positive or negative depending on the 

domestic country demand on imports. In our case the sign is positive which is 

consistent with the theory, fo r which if the per capital income of the domestic 

country increase , the production capacity increases and then export increases. 

The coefficient of p re capital income of Ethiopia shows that export of Ethiopia 

increasE' '' by 3.52% if per capital income of Ethiopia increase by 1 %. 
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The sign of per capital income of the selected trading partners of Ethiopia is 

positive, which is consistent with the theory and its effect on export is 

insignificant The result indicates that a rise in per capital income of Ethiopia's 

trading partners does not lead to a significant improvement fo r export of 

Ethiopia. This result supports the view that exports of developing countries 

like Ethiopia have low -Income elasticity and it is also consistent with the 

hypothesis that exports from developing counties are supply rather than 

demand determinant. The world demand for Ethiopian's major export items / 

agricultural products/ is limited due to slow growth of population, low income 

elasticity of demand for the se goods. 

iii. Heal Exchange rate 

The model predicts a negative relationship between export of Ethiopia and real 

exchange rate with elasticity of -0.89. This is consistent with the theory that 

appreciation of real exchange rate deteriorates export of Ethiopia. The negative 

coefficient of real exchange rate revealed that export of Ethiopia will decrease 

by 0.89% if real exchange rate appreciated by 1 %. 

iv. AGOA 

There are two controversial ideas regarding with the effect of AGOA on 

exports. Some scholar is in favor of AGOA on exports while others explain the 
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negative impact of AGOA on exports. For those oil exporting African counlry 

like Nigeria, (See Annex J) AGOA ha..; a positive impact for its exports, since the 

importing country demanding oil than primary products. For country like 

Ethiopia AGOA a ffect s its exports negatively, since more than 90% of 

Ethiopian m ajor export items a re agricultural produces which may not be 

competitive qua litatively as compared to other counties which produce the 

same agricultural products like Ethiopia. 

As it was explained in chapter two 111 section two the sign of agoa is 

ambiguous i.e. it may be positive or negative based on numerous stud ies 

regarding with the effectiveness of AGOA. In our case the sign of AGOA is 

negative which supports the idea of those scholars, who criticize the 

effectiveness of th is program on developing countries like Ethiopia . The 

following reasons may support the negative impact of AGOA on Ethiopian 

exports : 

• In m any case exports a re dominate by pnmary products and raw 

materia ls that a re already subject to very low, often zero tariffs . 

• The absence of stabili ty in the u nilateral preformed sch e m es, wh ich are 

not binding but subject to frequent revisions, appears to have 

d iscouraged long term investments. 

• A wide ra n ge of products, rules of ong1l1, non-tariff barriers and 

admini strative requirements seem to have prevented exporters form 

exploit ing AGOA. 
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• The in te rnal fac tors such as poor infrastructure, scarcity of skilled 

la bors force, ina dequate social capital, poor public services etc are 

constraints of African exporters like Ethiopian even a fter the removal of 

the U.S import restrictions. 

v . EBA 

Even if the coefficient of eba is positive it does not statistically significant in 

expla ining the Ethiopian expor t . 

, 
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CHAPTER SIX 

6. Conclusion and policy implication 

6.1. Conclusion 

The share of the leas t developed countries in international market is 

insignificant. The limitation of their performance could be explained from both 

demand and ' supply side perspective . Especially to enhance their export 

volume and diversifica tion , developed countries h a ve designed different 

schemes . Among the tools designed by developed countries are AGOA and EBA 

by U.S. government and European Union respec tively. The ultimate goal of 

these sch emes is creating of market opportunity for LDCs products by 

removing tariffs and quotas with out reciprocal. 

Ethiopia is like any other developing countries enjoy AGOA since 2001/2002 

and EBA 2002 /2003. Therefore this paper a n a lyses the impact of these 

preferences on Ethiopian expor t volume. The data source of this study is from 

different institution such as National Bank of Ethiopia, customs Authority of 

Ethiopia , Ministry of Finance and Econ omic Development a n d World 

development indicators report. The expor t of Ethiopia to European countries in 

this s tudy is used for selected Europepn countries who are the maj or trade 

partners of Ethiopia .The study employs a nnua l data in the period 1974/75-

2005/2006 . This study used a penal data to examine the above trade 

p reference sch emes gran ted to Ethiopia a nd other developing countries using 
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fixed effect gravity model. Because fixed effect model helps to control a n 

observable variable that determine th" volume of bilateral trade. To control the 

heterscadasticity of the error robustness has been used and also the 

multicollinearity of the explanatory variables is tested. 

The variable specification of the statistics model showed that the per capital 

income of Ethiopia has positive impact on export of Ethiopia. This result will 

consistent with the theory for which if the per capital income of the domestic 

currency Increase, the p roduction capacity increases and export a lso 

Increases. 

The sign of per capital income of the selected trading partners of Ethiopia is 

positive consistent with the theory and its effe ct on export is insignificant. 

Thus though the theory states that the rise in per capital income of foreign 

country increases the import of Ethiopia commodities, the result indicates that 

almost zero imports of Ethiopia commodity with the r ise of their per capital 

income. This result will coincide with the view that export of developing 

countries, like Ethiopia have law-income elasticity. 

The coefficient real exchange rate is negative .This im plies that the rise in real 

exchange rate will reduce the export of Ethiopia and vice versa. Thi s is a lso 

consistent with the theory that appreciation of real exchange rate deteriorates 

exports and the devaluation of the home currency (in our case Ethiopia) will 

enhance the export volume. 
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The impact of the trade preference, AGOA and EBA on Ethiopian trade will not 

coincide with t,le basic motive of the initiation. That is thesL. acts are designed 

to en hance and diversify the export of beneficiary countries . The result of th e 

study shows that AGOA has n egative effect on Eth iopia Export. Th is result will 

support the idea of those scholars of the area who criticize the effectiveness 

this program. The short coming of the program is explained from both 

beneficiary country and granting country of the program. The frequent revision 

of the program, absence of stability, rules of origin is some of the factors that 

hinder its effectiveness from the initiative country of the program. Whereas th e 

beneficiary countries poor performance with the scheme could be explained by 

absence of infrastructure, poor social capital, lack of awareness, etc . But the 

European Union EBA would not affect the export of Ethiopia. The coefficient of 

EBA is statistically insignificant. 

6.2 Policy implication 

The mam obj ective of th is paper has been to empirically test the impact of 

generous grant of U.S. and European Union for Ethiopia and other Developing 

countries, on expor t volume of Ethiopia. The empirical results indicate that 

U . S' ~ AG OA has negative impact on Ethiopian Ex;' ort. Even if the program has 

its own shortcoming from granting country's perspective, the finding h as its 

own policy implication for the beneficiary country (i.e. Ethiopia) point of view. 
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Ethiopia should have to asses the internal problem within the sector. The lack 

of adequate infrastructure, skilled manpower, poor public service etc. has to 

be addressed in order to exploit the grants. 

The poor performance of Ethiopian Export might be explained by absence of 

product diversification i.e ., Ethiopian export is dominated by few primary 

product which have low income elasticity . Thus to be competitive on 

international market, the structure of the external trade ,which relies on few 

primary commodities has to be changed and the government of Ethiopia has to 

peruse to diversify export commodities from agriculture to other products both 

vertically and horizontally. By increasing the number of export sectors, 

horizontal export diversification can reduce the dependency of Ethiopia on 

limited number of primary commodities that are subject to extreme price and 

volume fluctuations. Vertical diversification out of primary into manufactured 

exports is also useful for Ethiopia if there is a general trend toward declining 

terms of trade for primary products. 

Normally international trade needs advance and fast communication as well as 

promotion of produc ts. But for Ethiopia this may not be the case. This might 

be due to lack of awareness of the nature of international trade and capacity 

limitation of Ethiopian exporters . Therefore the Government of Ethiopia should 

create awareness on international trade especially with reference to AGOA a nd 
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EBA and build capacity (i .e. provide technical support) of exporters. 

The res...llt of the study indicates that the European 'Jnion EBA has no impact 

on Ethiopian export. This does not mean necessarily has no positive 

contribution for export performance. Like AGOA this preferences has its own 

limitation from granting nation point of view. The above limitation and policy 

implication might be also applicable for EBA. In addition to this, it is 

necessary to identify the basic internal limitation to exploit the program. 

Generally, to exploit both schemes to be competitive on international trade the 

Ethiopian government has to have skilled experts of the area. So that she can 

peruse fore ign countries on trade negotiation. For instance to get technical 

support of developed country' s the roll of expertise is highly significant. 

The drawbacks for her poor export performance, especially she h as to use 

export diversification strategy, i.e. the government has to peruse to diversify 

exportable commodities from agriculture to other products both vertically 

and horizontally in order to be competi tive . Since most of export items relied 

on few primary products. In addition to this the government has to give due 

attention to Improve social capital, skilled manpower, public services 

infrastructure etc. 
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Annex I. The export of Sub-Saharan African country under AGOA 
program 

Name of Total export Export share in % 
the country 

2006 2007 2006 2007 
Nigeriea 27863412 32525048 49.74 50.40 
Angola 11 513833 12210961 20.56 18.92 
Congo 3045473 3098745 5.44 4.80 
Sou th Africa 7497257 9131863 13.38 14.15 
Chad 1904713 2238277 3.40 3.47 
Gabon 1330984 21469 11 2.38 3.33 
Lesotho 408407 443018 0.73 0 .69 
Madagascar 281065 337895 0.50 0.52 
Kenya 352804 326086 0.63 0.51 
Swaziland 155807 147963 0.28 0.23 
Mauritius 2 18649 187020 0.39 0 .29 
Malawi 79010 69007 0.1 4 0.11 
Senegal 21450 18734 0.04 0 .03 
Botswana 252107 187453 0.45 0 .29 
Ethiopia 81120 88236 0.14 0.14 
Cameroon 223517 306742 0.40 0.413 
Ghana 192228 198652 0.34 0.3 
Namibia 115650 2 19743 0.21 0 .3 
Uganda 21787 26622 0.04 0 .0 
Tanzania 34567 46196 0.06 0 .0 
Mali 7851 9712 0.01 0.0 
congo 85111 206404 0.15 0 .32 
Ruanda 8854 12675 0.02 0.02 
Burkinafaso 1020 1466 0.00 0.00 
Mauritania 0 7 18 0.00 0.00 
Sierra Leone 38895 48104 0.07 0.07 
Sao Tome and Prin 187 393 0.00 0.00 
Zambia 28969 48780 0.05 0.08 
Moza mbique 15594 5356 0.03 0.01 
Benin 555 5076 0.00 0.01 
Burundi 1866 1111 0.00 0.00 
Seychelles 10121 10332 0.02 0.02 
Guine 91689 95748 0.16 0.15 
Niger 123695 9082 0.22 0.0 1 
Liberia 0 11 5303 0.00 0.18 
Guina- Bissau 470 38 0.00 0.00 
Gambia 287 148 0.00 0.00 
Diiibout 3295 4484 0.01 0.01 
Cae verde 965 2 193 0.00 0.00 
Tota l 5601 3264 64532295 
Source: hht / /www.agoa.mfo 
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Annex II . 

. xt- e g Inxijt Ingdppcitex p Ingdppcjt Inrerijt agoaijt ebaijt , fe robust 

Fi xed - effects (within) regression 
Group variable (i) : importer 
R-sq : within 0 . 3540 

betlveen O. 6077 
overall 0 . 0099 

corr(u i, Xb) -0 . 62 8 4 

Inx ijt I Coe f. 
Robust 

Std . Err . t P>ltl 

Number of obs 
Number of groups 
Obs per group : min 

F(5 , 180) 
Prob > F 

avg 
max 

[95% Conf . Interval) 
-------------+------- --------------------------------------------------------
Ingdppcitexp 3 . 521 365 1 . 886094 1 . 87 0 .064 - . 2003344 7 . 243064 

Ingdppcjt . 000229 . 0000616 3 . 72 0 . 000 . 0001075 . 0003504 
Inrerijt - . 8928163 . 3876609 -2 . 30 0 . 022 -1 . 657761 - . 1278719 
agoaijt -2 . 323531 . 6513127 -3 . 57 0 .000 -3 . 608722 -1 . 038341 

ebaijt . 033 4351 . 6741833 0 . 05 0 . 961 -1 . 296884 1 . 363754 
cons 36 . 38 96 12 . 68316 2 . 87 0 . 005 11 . 3628 61 .4 164 

1 91 
6 

31 
31. 8 

32 
15 . 92 

0 . 0000 

- - - ----------+----- ------- - - - --------- ------ ----- -- ----- -- --------- -
slgma u I 2 . 2591 63 8 

sigma_e I 1 . 5662508 
rho 1 . 67537997 (fraction of variance dee to u i) 

reg lngdppcitexp lngdppcjt lnrerijt agoa~jt ebaijt 

Source I ss df HS 
-- ---- -------+------ --- --------------------

Model I . 286567949 4 . 07l6t;:92"1 
Res i dual I 1 . 11688508 186 . 00600 4758 

----- - - - -----+----- ------------------ ------
Total I 1 . 40345303 190 . 007386595 

Numbe r of obs 
F ( 4 , 186) 
Prob > F 
F.-squared 

Adj r:\-squared 
P,oot MSE 

191 
11 . 93 

O. OOOG 
0 . 204 2 

0 . 1871 
. 07749 

lngdppcitexp I 
Interval) 

Coef . Std . Err . t P> ! t [95% Conf . 

----------- --+- ----------------- - - - -- - --------- -------- ----------------------
Ingdppcjt -2 . 13e - 06 9 . 45e-07 ~ . LO O . 0~5 -4 . 00e-06 -2 . 6ge-07 
1nrerijt - . 0333711 . 0110498 -3 . 02 0 . 003 - . 0551702 - . 011572 

agoaijt . 1001782 . 0388506 2 . 58 3 . 0 11 . 023533e . 1768227 
e baijt . 08261 39 . 020009 4 . 23 0 . 000 . 043140~ . 1220875 

cons -7 . 0:3051 . 0286037 -245 .5 3 ~ . OOO -7 . 07948~ -~ . 966622 
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. reg lngdppcjt lngdppcitexp lnrerijt agoaijt ebaijt 

Source ss df MS 
-------------+~------------------------ - ---

Model) 1 . 5331e 
Res i dual I 6 . 5458e 

4 3832712E9 
186 35192364 . 8 

----- - -------+------------------------- ----
Total) 8 . 078ge 190 42520341 . 7 

1ngdppcjt I Coef . Std . E:rr . t P>ltl 

Number ... f obs = 

F( 4 , 186) 
Prob > F 

R- squared 
Adj R-squared 
Root HSE 

[95% Conf . Interval] 
-------------+------------------------------------------------ ---------------
1ngdppcite xp -12501 . 59 5537 . 971 -2 . 26 0 . 025 -23426 . 9 -1576 . 28 

111rerijt 1093 . 973 862.6959 1 . 27 0 . 206 -607 . 9537 2795 . 9 
agoaijt 16101 . 94 2787 . 168 5 . 7E 0 . 000 10603 . 41 21600 . 46 
ebaijt 6057 . 217 1537 . 593 3 . 94 0 . 000 3023 . 852 9090 . 581 

cons -64938 . 99 39195 . 26 - 1 . 66 0.099 -142263 . 4 12385 .42 

reg Inrerijt ~ngdppcitexp Ingdppcj t agoaijt ebaijt 

Source I ss df MS 
-------------+-----------------------------

Model I 11 . 3465688 4 2 . 83E6422 
Residual) 46 . 8807389 186 . 252046983 

-------------+------- ----------- ----- ------
Total) 58 . 2273077 190 . 306459514 

Inre rijl I Coef . Std . E:rr . t ?>Itl 

Number of obs 
F( 4 , 186) 

Prob > F 
R-squared 

.l.\dj R-squared 
Root l'-lSE 

[95% Conf . Interval] 
-------------+------ --- --------------------------------------- ---------------
Ingdppcitexp -1 . 400735 . 4638112 -3 . 0: 0 . 003 ... 315742 - . 4857286 

Ingd~pcjt 7 . 84e - 066 . 18e-06 1 . 210.206 -4.35e-06 . 00002 
agoaijt -.7110636 . ~508016 -2 . 8~ 0 . 005 -: . :05845 - . ZI6Z8Z~ 

ebaijt -.4819726 .1307522 -3.69 O. non - . 7399206 - . 2240246 
cons -11 . 54638 3 . 232388 -3 . 51 0.000 -2. 7 . 92323 -5.169524 

reg agoaijt ebaijt Ingdppcitexp J.ngdppcjt Inrerijt 

Source I ss df NS 
-------------+-----------------------------

Model) 1 . 02808849 4 . 2570~21 23 

Residual I 3 . 84102146 186 . 020650653 
-------------+-----------------------------

Total ( 4 . 86910995 190 . 0256~6894 

agoaijt I Coef . Std . Err . t ?>Itl 

ebaijt - . 1291135 .0375954 -3 . 43 0 . 001 
';dppci texp . 3445178 . 133609 2 . 5~ 0 .0" 
2.ngdppcjt 9.45e-06 1 . 64e-06 5.7"2 0 . 000 
lr::rerijt - . 0582587 . 0205486 -2 . 8 t 0 . 005 

cons 2 . 150704 . 9433493 2 . 28 0.024 
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Number of obs = 

F( 4 , 186) 
Prob > ... 
R-squared 

Adj R-squared 
Root MSE 

(951 Conf . Interval] 

-.~O]28l8 -.0549452 
. 0809339 . 6081017 
6 . 22e -06 . 000012-' 
- . 098797 - . 0177204 
. 2896646 4.011744 

191 
10 . 89 

0 . 0000 
0 . 1898 
0 . 1723 
5932 . 3 

19l 
11. 25 

0.0000 
0 . 1949 
0.1776 
. 50204 

191 
12 . 45 
0 . 0000 
0 . 2111 

0 . 1942 
. 1437 



reg ebaijt agoaijt IngdppcitExp Ingdppcjt I ncerijt 

SO-.Jrce 55 df MS 

---- - --------+------------- - ------ -- -- --- --
~·jodel I 4 . 16652683 4 1 . 04163171 

Residual I 13 . 7392323 186 . 07386684 

-------------+-----------------------------
~ctal I 1 7 . 9057592 

ebaijt I 
Interva~ ] 

Coef . 

190 . 094240838 

Std . Err . t 

Number of obs 
F( 0 , 186) 

Prob > !: 

R-squared 
Adj R-squared 

Root MSE 

191 
14 . 10 

O. ODeO 
0 . 2327 
0 . 2162 
. 27178 

P>ltl [95% Conf . 

-------------+--------------------- - ---- - ---- - ------------------- - --- -- - - ----
agoa ~ Jt I - . 4618357 .1344779 -3 43 0 . 001 -.7 27:337 - . 1965377 

Ingdppci:€xp t 1 . 016265 . 2461378 4 . 13 0 . 000 .5306845 1 . 501846 

Ingdpr~Jt 1 . 0000127 3.23e-06 3 . 94 0 . 000 6 . 35e-06 . 0000191 

Inrerijt I - . 1412506 . 0383193 -3 . 69 0 . 000 -.2168469 -. 065654 4 

c~~s r 6 . 725683 1 . 140383 3 .8 6 0 . 000 3 . 29~25S :0 . 15911 
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