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Abstract 

This stu dy exami nes the short run and long run impacts or uni la teral trade li berali z'lt ion , ill terms 

lll' a cl1 mp k te and Instanta neous import tariff remova l, on sectors of the Eth io pian eCO I\l lmy and 

hn usehnld pnVl' I'II' :lI ld iIl L' 'Iu:llit y, The stud y utili /,L'd :1 dynallli l' SC'III L' llli :t1 ( '( i i, lili llki. 

~ 

employ ing a ' top-doll'n' ap proach to ca rry ou( the microsimulation analysis 01' poverty and 

inequalit\" We used IVR SAM of 1999/2000 and CSA household surveyor I !J'J'J/2(H)O that 

'/ hL' 1l1:! i n !indings or tilL: analys is JI"L: l:ul11plctL: and i ll s l a nl a lH,:olls tarifr r~lllll\ · ;tl 111 (ilL' [ '(I IIPPI,111 

":I,,:OIl UI1l~· \\'o IJld kat! \(1.1 worsening or poverty in the short run , and con traction llr till' illitially 

protected industry. part icularly indus try and services. I II the long rUIl. lr.ldc lihcr.I1i/'llh)l1 

cOl1lbi ncJ with capital ,h.:cu J1l u]at ion reduces povert y and swd ls sectors Iha l WL' I\: f.: tllIlr:ll'kd ill 

Ihe short run, The growlh elTeel captured by the Illode l con tri butes to the eX lxlIlSioll or ,III ,el tllrs. 

I" l rticul arl y agri culturL' and reduces poverty. The decomposition of changes in povert y illllie,lI es 

gJ(I\\ Ih is pro-poor. 

I~l' ~ ' \\'urds: D),n:lI11i,' ('(i l;. Trade Liherali zation , Povert y, In eq ll :tlil y, Ethiopia 
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I , Jntrod lIction 

Globalizatinn and poverty, together wit h the issue or climate chan:;c. arc til,) lli' th,' 

1110st critical intcl'I1ational development a:;enda I0day. Despite thc hu gc l'0tcnti;tI or 

global iDlI il111 ill ;l~cckr;ltitlg econom ic ~r()\\' 11l and lk'Vl'lllp lll l'lll. it:-. illl!,:l!.' ! III , 
alleviating poverty is uneven and in some regi ons slIch as Sub-Saharan 1\ I'ril';\ (SSt\) 

minimal (Nissankc and Thorbc.cke. 20(8). 

International trade is a criti cal conduit though which global interdependence 

in tlucnces the welra re of Africa. Thus. the th orough analys is or trade libentli/.ation 

impacts on poverty and inequa li ty on Afri ca is indispensable (Alemayehu. 200(»). 

Globa lizatioll through trade libera li zat ion brings about new opportuniti es Itll' 

accelerating growth and development. But it also poses challenges to policy l11ilkl:rs ill 

;lIigningllatilln;11 pol icies to the global economic sys tem. Developing C<lLlllIries' 

cC<lnllmies and the wo rld 's poor arc easi ly hurt to the dow nside 01' globalil.atinll. Thi s 

si lll;nion i~; lldliL'cabl~ during glob;ll linancial <'llld cCdl1o ll1i c crisis . III !illll'S tIl' 

signi ficant gains from globalizalion. howL:vcr. lhe h!:nefits ;I!'L' tllli Sh:lt"l'Li l '\ l'1l1\ 

:lInnng th" glnhal cOlll lllunities (NissilnKc Hnd Thorbeckc. lOOS) 

Thl..' link hct\\Cl'll trade liberalization and hotls(:hold we lfare is diverse and ":OIllPk'\. 

Till' elft.:c\ or lradl: liberalization U I1 poverty is contentious. Though th\,; dUlllill:llH \ ic\\ 

\lll bUIll tlH:nry ~lnd C'tnpiric isll1 ma intain a wcll~l rc enhancing cflccl or libcralil.al iull. 

there are increasing concern that trade liberali zation might cause a deteriorating erlCct 

on lVe ltil re. Such concern is refl ected on Ethiopian stud y conducted by Dc.jcnc CI. ,I I. 

(~007) l'.\:ll1lini ng the impact of' unilatern l trade liberali za ti on in Ethiopia on poverty 

and in,'qualit\, nsing a CGE rvli cro simulat ion analysis. 

According to (W inters, 2000), empiri cal studies broadly acceptl:d that trade 

libera lizatioll \\ill be poverty allev ialing in th e long rlln and on average. lhcrl'i{)l"l'. ill 

this stu,". \\c entertain not only the short run impacts of trade liberalization but \\C 

also Ir~ \0 capture the long run elreels. Then, we assess if trade !il1L'rali /~tlioll IS a 

\ iabl L' ppli(~ instrument in allev iating poven) in both tht short and long i'Ull . 
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This stud, addresses thc following resea rch question: 

• vVlwt is till: short run itllp;t4.;ln/"lradc lii>cr:d i/.;!lilln (111 l!pu SL'lhdd Il\l\~'ll.\ :11111 

inequa lity? 

• What is the long run impact of trade libem li/.atioll on housdmld p"vnlv a",1 

i Ill'qlla lit y" 

• 1·llllI II ill taril'!' reducti oll affects sectoral and macro ecollllm ic variables bOlh 

on short and long run? 

F1l1piric1l sllldies have used (['nSS"Cliulitry, tilile se ri cs or ,;cllcr; 1I equilillriulli 

approaches to examine the link hetwe(;n trade liheralization alld l'CIl:hlllliL" )-!. rll\\ Ih . 

There arc dii'licullies in establishing empirical link between a liberal tradc legime allli 

iJl()IllL' gn)\\ til \\ h~1l tlh)dcls lI~c.:d li ncar rl'grcssiun tnudeb: 

• problem or aggregating and measuring larifls and quantitative restrict iulls 

• Casu'1Itl is dil'ticult to establish because the measure or opcllncss is likel ) tl) I", 

C 11 cJ og e no II S 

The ma,iority or the studies round that opel lness is associated with Illl)rc ra pid gr()"'lh. 

I-Io\\,el'cr, these studies are subject to cri ti cism, One COlli man drawback nl' these' 

st uJies is with the kinds or ope.nness indicators used. TIIC critics argued that "t rade 

polie l''' mcasures used are more than just trade policy. The trade measurements arc 

li~el\' tn be correlated with other variables/factors (Rava ll io n, 2004a). 

!\notherli1l1itation of the studies is the models used for estima ti on omit e"ntl'ol 

vll riable s. Polici~s correlated with gmwth. slIch as trade openness. rnacro L'('nllomlc 

st;)bili tl. rille- or lal\·. etc. are highly correla tcd among themsell'es. The il. 1\ hen all or 

till:S(, r~t)li(iL':' ;m: includc(1 in the regres sion. it i'i diriicllit to lind the sCp:lnll( Crh.'cls or 

di rlcre nt policies (Ra valli un. 200~a). 

,\ n"'l'e I,<)bllst tmele pol icy ana l) sis could be uncie1'takcn with in a general eqllilibriull1 

modeling i'ramelVork than partia l modeling framework. 'fhi s is because the geneml 

modeling Il1casun:s both the lirst rOllnd effects or simulated changes. alld second 

2 



round elrects Oil inte r-illliustry and macroecono mi c adj ostmellts (i(anaque "lId 

Rai han, 200S), 

In order to augment the ex ist ing resea rch wo rks , alld capture the overall dlccls "r 

track libcraliz:lIion on poveny and inequality, this anicle lVill utili/l' :1 Sequl'llIi:rI 

[)"Ilamie (;l'l;eral L:q uilibrium Model. The model requires data "n IHlllselHlld illUlllle 

and expenditure, alld Social Accoullt ing Matrix (S/\M), The study utilized Lthi"pian 

S .'\ ~'I or I <)<)9/2000 construc ted by the World l3 ank, and household Slll've" oi' 

I <)L)C)12001l, coillprises 01' 17,332 house holds , collected and organi/,ed hv ( 'c'l ltr:rI 

Statistics !\uthnrity (CSA), 
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2, Literature Review 

ThcoJT\icall y. tri.lde lihcraJi/.alioJl is the rcdUcli l )ll llJ' ll i'lil' ial harri l' r:- hl Ir:hk 111:][ 

di stons' the price or tradable and non-tradable goods and services. Its practical II I er;lIi 

measuremel1l. however. is clil'ticull. Ol1e or the reason. being it is rarcl l' th l' l':iS,' Ih :1I 
.. 

all di stllnilln:l1'I policies are iclcntiliablc. In addililll1, il is 11111 IIl'1l """ "" 1, ,," tlt l' 

promised policy changes ha ve actually been implemented (Wi nters, 2(00) 

Roderik (201J1J) dcJined trade libera lization as the reduct ion or 11,,111 larilfs ;111.1 11<111-

ta rirr barriers to trade. The traditional approach to measure openness is to use impons 

al1d ex pons. Then the inc rease or the two is considered as thc result or the lilll "i't rade 

barriers. The problem with this method or measurement is both imJlorls :1I1el ",P" rlS 

are determil1ed simultaneous ly with other variab les (Koujial1ou ct al. 20(4). 

,.\eenrdil1g tIl \\ ' il1 ters (2000), though there arc SlIllle ( ril ies lin Jlolicles "I ' Irade 

liberali zali () nkll)L~nneSs in improv ing wcf~lI 'c, there is a general C\) Il SCI1 Sll S Ih:1t ill till' 

Inng run ;lIld Pll a \, l'J"agl'. np~n econom ics cOll l r ihll ll'S lu long run de velopmeJlt. III til l' 

short run. t r~l. cJ e liberali za lioll might exert pre ssl!re on certain ~cc t o r ~; , !:Ind mi g.ht c\ ell 

l!nda-ngl:r SU lll l' group or the pupu lat ioll by aggravatin g puvert y. 

In anal) I. ing the impact or trade policy on poveny, determining poveny IhresllnldJline 

is importanl. There are two ways in determining poverty line: relati ve or absc)lu te line. 

Relative poveny lines are determined in relation to the overall distri bu ti on or incomes 

or consumption in a country, Absolute poveny bases on some standard that the 

household IllIlSt posses to meet their basic needs.Then, any indi vidua l or household 

measured be low the poverty line is considered as poor (See Rava llioll. 2004b: 

13 \lcca II rUSI l. ' 2 ()()~ ). 

Ravallioll (2004b) indicated three ways In measuring poveny: head CD unt indcx , 

povenl' gap index and sq uared poveny gap index. The head count in dex is the 

percentage (I I' househo ld popu lation wi th income per person below the poveny line. 

The pOl'ertl ~a p index provides the mean di , tance below the povenl lillc :IS a 

proporti oll oj" the pnvl: rty line . In squan.:d po vcrty g,t]1 indcx . thl..' ind i\ idll;t[ Pll\\,:t"t} 

gaps arc \\c ig illcd by the ga ps themse lves to rell eet ineq uality among the poor. 
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()11 Ill , ,)lh ,T 11'"1,1. i[1 L'.\I'I'lil1il1 [: ~ r<lll III II illl iI1 L' '1I1 ,lIil \, S[[lI ' lil I\[[ ( [[ L' I 11'1'1 '. ,il ,',1 [[I 

Culp, p,I, 2(02) (k veloped what is called thc l( uf.n, 1 CUI VC. I Ie: c.\ l'la il1,d tha t dlll in ~ 

industr ial develupment in the long run , income inequality at lirsl riSL' S :llld tlll'lI 

decline. giving an in verted U-shapecl curve. 

In'LiU:l lily ~~1\cr:1II y collll1ri s~s or two c"11111<1nc[1Is: incLiualit y hL' lwL'l'n ('\lu[[lr \, 

average incomes and inequal ity within countries. Inequality between nations lixuse's 

on the determinants of per capita incomes whi le inequality with in count rics luuks at 

the det,nninants or 1;lctor pr ices and their li nk tll the size di str ihu liun ur in ,u[ne 

(I .in cicrl anti Wil liamson, 20(1) , 

There is one COlllillo n measure of inequality. which is the Crilli cOl' J"r i l"il' ll l. !I r:lll ~ l· .... 

bel\\ CCn zero and one: where ze ro correspond wilh pe rreC I equalily (evcryun, h'IS Ihe 

same inCO lllc) and nne corresponds with perfecI incqu;lI il Y (Oll e' pL'rsnn il:1 S :111 I lll' 

income and evc ryo lll: has zero incollle). Th<.: (iini is deri ved frolll IhL' 1,\\ 1\'11 1 l"lIn L' 

lha t ,'anl" Ih,' I''' pulation by in come rrom poo rcsl 10 richcst. The cur VL' di.' pl ,[), s IhL' 

Cllllllrla ti\L' pro portioll or the ropulatiol1 0 11 the horizontal a:'\ is alld th ~ u lI lw la ti\\., 

prop(\ ('[i (\n,) I'cx p~ lldi t ure (or income) on the verti cal axis (WH, 20U5), 

The L'hannel through whi ch trade li bera lization affects poverty and inequalily is 

eomplc.\ and heterogeneous involving man ifo ld channels, Nissanke and Thmbecke 

(2005 : 4) illustrated suc h complexity th rough an analogy or lake (as poveny) anti its 

tribular ies (as c-ana ls) as, "These various channels can be compared to ri vers and 

canal s 11 ,\\\ ing illlo a common sea or lake. Some of these rivers may bc ll1udd y allli 

,'\Tn p(, II'r[iL'LI. 'llh~rs may b~ crystal clear. The resulling qualil)' DI' Ille lakL' w:llcr 

dep~lld s nil IhL'sc various l1 0ws combined ." 

I_ikewise, the ult imate net e lTccl or the dil 'ICrcllt linkages " I' Ir'ldL' lihL'l', il i/ ;lIi \> 1l ,1ll\1 

po\WI)' (kpcllds on Ihe sum or th e indi vidual d lCu s. The litc rature alu'ihu tes Ih~ 

maj or lin k be tween trade liberalization and poverty tu grow th. ()lh ~ r direct ;llld 

indireci li ll ks bctween trade liberalization and pove rty arc change in relat ivc pr ice 01' 

ractors, tec hno logical progress and technolog ical difl'usion, and institut ions (W ill iers. 
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2( 00), The , "hscqucnt di sc uss ion foll ows these causal li nks het\\ een trade 

liberal izati on. illequality and poverty. 

Trade Liberalization and Growth 

Poli eies <1 1' ('pcnncss through trade liberali zation ha ve been e nco ur~lged h"scd Oil 

l'eon<1nlie gr(lll th , The Illain growth enhancin g cl'1i.:cls or openllcss are esplTled 10 

eOlllc 1'1'0111 : ( I) slat ic efii ciency ga ins ari sing rrom improved resource a ll oca li on, and 

(2) c!I 'namic erlicienc), gains I'rom economics or scale, dilTusion or inrmlllalion, 

lechnol<1!;1 I r ~ lIl s li.:r, knowledge spillover elTeels and intcrlempo ra l Irade gains 1'1'<1111 

tT0Ss- bo n k'r borrowing and lending lo incrca s~ investm ent and smoo th CUI1SlII 11p tioll 

(,'i iss;lIl!;c ~lIlCllho rbecke, 2008), 

'10 tltltkr"t:lIId thL' impact of openness 011 poveny. it would be bL:ltl.' t' to dn:{'ll1l'o'-,c tilL' 

l) pL'nllt.' s s-ill~l]lI<llit y -po\,L' rly elwin into thrce : I'rom OpCll Jl eSS 10 grn wl l1 . ~ rtl\\ 111 1\ ) 

incqu"li1,I, alllll'rom inequality 10 poverty (Nissanke and l horbccke, 20U), cOOX), 

Tracie libera lization is the main mani festa li on of openness, It affects growlh thrnllgh 

l'XP0rls :lJld imports. Liberali zation policies encourage ex ports that hCllcli t til l' CXJ1u rt 

sec lOr. 'lild c()lll ri but~ 10 gross dlll1lcst ic product (GD P) growth , However, Irade 

liberaliza lion w uld expose previously protecled domestic indusl r i~s Ihl'llllgh iIllPOI'I, II 

cfl il id al so recilice fi scal reve nue becallse of redllcti on or remova l or impol'l i<lrilT 

(Nissallk(' and l'hllrbeeke,l008), 

~ ' hlnl slud ies used cross -coun u y regress ion to ana lyze the Irade liberali zalion - ~ I 'l l\\lh­

pOI'e1'l1 link, ,\ ('cordi ng to Winlers et al. (2004), there is no a simple empiri cal linkage 

be t\\ ('L'n Ira ,k: liberal ization and pavel'll' because Irade libera lization and pO l'cl'l y arc 

Il {H casih tl1L';lstl red. 

lempirical lile rat urc wiclel y supports tl'l(: anal ys is Ihal openness is good !i, l' gl'llwill 

(Iiv1F. ~ OO~ ) i\ mnng till: pruminent ly ci tc.:d l il l:ratu res in this group arc l : r ; lll~\.: 1 :IIHI 

Romer ( 1909) , Dollar (200 I) and Dollar and Kraal' (200 I), 

Dollar (201J I), and Dollar and Kraay (200 I) fou nd Ihat openness, measured in lerms 01' 

trade volul11e , helps in a ll ev iating poverty, In similar ve in, but using geographical 
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indical"rs as a Pl\l\y Il)r Ir~llk . I:rankcl ~ llld I("lllcr (I I)I)I!) :II'sul'd lil ~ 11 Ir:ll!c- r:II"' ,, 

income Ihrough accumulation of physica l and human capital. 

Tllllugh Ihet'c arc no empirical ev idencc that show a ha rmfu l cfl\;cl "I' Ir:ldc 

liberalization on growth (W in ters et aI. , 2004) , th ere are critics (e,g, Rod ri gue/, allli 

R,ocl rik (200c\), Rodrik (2000b, 2004b) and Nyc et al. (2002» that Scrll tilli!c Ihe 

mcthodological viab ility of the above-mentioned growth enhancing dlcel 01' 

open nl, ,,!t r~ldc I i hcr~ll izat ion, 

Nyc el ai, (2002) argued that the arguments and evidence presented hv Dollar ~u)d 

knHl~ ' ,In: l'ITOIlCOllS and ullconvincing. The critic ism l(lClIscd 1111 the indic,llllr ()i" l!";llk 

,11ld l1pL'llill'SS lISl'lL thl' clirt'Cliotl or caUSillity and corn.:I;nioll or IllC(\ S UI'l'S (Ii' tr;ldl' 

npeJl!les~; \\itll olher policy variables that affect grmvth. Another crilici'>l11 IS (I ll 

se lect ion bi;ls hecause D o llar and Kraay on ly considered sliccessful "gJnh;lI i/LTs ' rnllll 

,'\ sia (N,'e el :.1, 2002) , 

l{odriguCi and Rodrik (2000). Rodr ik (2000h. 2004h) reasoned Ihal Ihe Ille:"'"'l' Id' 

openness lIsl'd hy DolinI' and Kraay are pOOl'. Therefore, th ey measure 0PClllll.:ssl! r;llk 

1' (1lici", ~lS rl'duetio n of'tari fr and nOn- tarilT bat'riers. not as trade volume as used by 

Dollar :lIld 1(l'<Iay, Then, they found little ev idence thai support the view Ih"l "pclllless 

promoles ecnn(lmic growth, Rodriguez and Roci rik (2000) cau ti oncd the reacb thai 

Iheir intenl ion is nol to disapprove of openness; rather. to red irect th e tOll lllueh l(leuS 

givell fo r , lrml~ policies to institutions, 

Nissankl' 'lild lhorbeckc (2005) noted that grow th is illciispellsable Ill r p(1vel'l) 

rccilll'li {l il. Il ll\ \cYcL is not the rate or growth 1)('1" s(' !I);II is llllport :lIll hLl! till' patlerll 

;md distrihutit)!l nr economic growth, 

Trade Liberalization and Inequ ality 

II' mlde lihcrali/,alion inlluellccs growth , alld growth alkels illeqllalily, Ihell Ir:llie 

liberalinllil1n has all indirect effect on inequa lity th rough Ihe growth channel, The 

Ihearelie,,1 lilennure provides two contrad ictory strancis in the link belweell illeljuality 

and ~rn\\'th , The classical approach argues that there is a hi gher marginal prnpcl1sity tn 
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,al c alllllll)! til,' riell tilall ilmull g tlie p,lllJ'. '1 lie illll'licatioll is tllat ;1 Iliglin IlleLlll;illl ) 

\\ ill result ill a highc:r saving. This re sults in a higher capit,-d aCCllllllllatilill :u.d ~rn\\ III 

(Nissallkl' and Thorbccke , 2(J08). 

Tile OPI'O,ill)! \ iell'. so cal led tlie llew political cCDnolll)" lillks greater ineLlll;ilil l II itll 

'-reduecd grnwth, Such a relatioll ari scs due Ill: (I) the disseillination or pulilieal ;Inti 

sUL,ja] iIlSt:lhilil~ kilding (n grl'illCr lIIKl'rt;,illly ilnd lower ill Vl'S!lll l' lll (2) ililprodll l'l ivl' 

rent :-Iccking ;ICti\'itics rcduci llg the security or property. and ( .') wide jlll"llllll' :111\1 

lIeahh gap ;Ich'ersely innuelleing education and health, and widesp read crilll e, Tile 

1I1ldcrclcvcl(lplllcnt in human capital and ma lnutrition leads 10 :I !I\\\I.:I" 1\111 ':": 11..'1" 111 

growth . This lauer view of the link between growth and inequality is reccntly ga ining 

IIWlllCllllllll as sOllle elllpirical findings reject the Kll7.net's 1i)'potl1('s i, Ill' ill l'C'ril'd 11-

sha ped relatillnship betweell growth and inequalit), (Nissa llke and Thorbecke, 2111IX). 

III the' empirical literature, Dollar (2001), allti Dollar <tnti Kraay (2001) cl;lillled 11",1 

there i:-. Ill ) Ck:Ho link hetween inequality and growth, and growth is distnhutio!lill 

11,'lIlr:11. 1'lIn,'r"r", they 1ll;lintained. growtll is ~ol\ll 1(11' the I"H'I', '" till' , 1I;II'c' .1 1' 

that tlll..:rc i~ nCr cvicknce that SUPP0 rlS sy~tcm < lli c link 1,)1" tral..k ,opi um I.,.' (tI:<l't! :1:-. 

Ille""ure "I' lrade policy) with income di stribut ion/ine'!u;llilY. However, Rudl'i gllCi ;IIld 

Rodrik (}OllO), Rodrik (2000b, 2004b) and Nyc ei al. (2002) cri ti cize the lllellHltiplpgl 

cmp lll~ ' l'd hy these authors. and thus its o utC Ullll'o 

If ine'lu;lIily inlluenees future growth, it al so alTeets P()Wl'ly. II pervasive ine'llialil l is 

harlll I'u I to tile objective or poverty reduction as an increase inequality slows g!'()wt h, 

I'ove l'll slows at a lower speed during a more unequal distribut ion than equitable olle. 

Ale mayc hu cl al. (2009) and Tassew et al. (2008) ha ve conlirl1led the signilicance 01' 

distribution (lr income and growth in allevia ting poverty. particularly I'llI' poor 

e()u lltries I ik Fthiopia. Tasscw ct al. (2008) study of povel'l)' in Ethiopia reponed that 

the pre\ alenec (, I" a higher inequality in urban areas increases the ilH.:icknL'L' or plI' ert
o

\ 0 

Ilal ' in~ conducted analysis 011 distributional effec i 01' pove l'l y in Eth iopi;l. I\klll;\I','hil 

et ;11. (cOO'l ) rOllnd that equally dis tri buted income growth w(\uld red uce 1)(,lel'll 

signitiL'I11tI~ tl1<l1l distributional neutral growth. 
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Trade Liberalization and Poverty 

Trade li be raliza lion can direclly afreels poverty lhrough changes in rel alive price 111 

h"l h r'l l'I,' r alld pnldll l' l IlI arKL' !. i\L'l'<l nl i ll ~ I" SIII I1 1L'1"S:l III IIl' I',,, " 11 1l''' I'' III , II I 

d(' \' (' l opil1 ~ Ll.1l1l11ries. wh (' r~ there is abulldant lIllskil kd I" bo l". i Il C \l !ll ~ illl.:qtl;dil ) , 
lIou ld decline 'IS lhe de mand 1'01' un sk il led labor increases. II 00veVC!' , Ih e IWIT"" Ing 

gap or wages/incomc be lwee n ski lled and unskill ed labor is nul obser\ ed in l11an \ 

(k w lop ing e(l unlr ies (See Akll1ayehu , 2006, Nissanke and Thorhee!-e :' ()() :i. 'Ilid V"s. 

200'/ , al11l1ng Nhcrs) , 

;\s sial cd hy Winlers el al. (2004) , lhe Slolper-Samuelson lheorem is insul 'li eie nl III 

answer quesl il1n l1 rlrade and poverty in lhe real world , 1'01' in slance , l h o u ~h lhe rise in 

lhe prices or unskil led labor-inlensi ve goods rai ses unsk illed wages, povert y will be 

al levialed only ir poor households rely mainl y on unskill ed wage came l's. 

Anolher channel lhrough whi ch lmde liberali za lion alTeels income dislr ibulion and 

p," 'en \' is lhe nalure of ledlllologieal progress and diiTusion. l\ cL'<lI'llillg. III l \dpeper 

(2002) . h.'chnica l change is main ly a result of Research :IIHI D evl' lopml' 1l1 ill itldll"lr i;d 

e,H lnlr :L' s. I hl' l1. IL' cl1I1ic:iI chan ge lends III hL' n1<H'e I:lhor saving an d sk illed hi' lscd . 

Thi s lI ould 1I1crl':ISe i ne~ualil y ill bolh developed 'Hl d developi ng COlll1ll'I es alike. The 

ski lled and ~ l'J1li - s k illcd labor would be lll' li t from opcning th e IT\llh) ll lY \\ llik' till' 

un sk illed la bor woul d be conlinuously margi nal izcd as prOd uclions require sO l11 e 

minimul11 k vel or sk il l. Alel11aye hu (2006) observed similar lindings in Al'r ie'l where 

lrade libcral il.illi on dclerioralcs the income di slribulion by reducing the del11:11 HI 1\,1' 

unskilled labm. 

II' lechl1l1logic:l1 change itselr is an oulcome of more OpCI1l1eSS , lrade rellmn l'll llid be 

ind irecll y respons ible for an increase in the skil l premium, Among ol her reasons, 

inlensil ied compel il ion from "bro"d may enlo rce domestic !irllls lo engage in research 

and devdopme nl (Vos, 2007), 

In Africa, 1 1( l\\~\ ' er , Irade liberalizati on exposes ma nv industries 10 CO nlr:lC lio n lhan 

u p~radin g. In I.a ll's (1999) sludy ( ciled ill Winlcrs el al .. 2011!Q lechnulogical 

ild:lpl:lli l'1l lil till: Kcn yan, T:Il1Zani an and 7 im b, lhwc(l1l cnginccrin g. and ~a rlll l' ll t 
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sectors I[lund that th e majority 01' domestic respond to import competition I'rcsslm: In 

contracting I'ather than upgradi ng. 

The other maior concern of trade liberali zation, especially for developing countries, is 

that it redllCcs gnvct'l1tllc lll revcnue, II' the L'OlllpcnsalOl"Y iIlCl'C'ISC ill ullin 1.1.\(", "r 

decrease in e~penditure imposed mainly on the poor, poverty would he exacerbated 

(Winters, 2000), 

I,,)ss "t" 1\'\,'llIlc i,< [lmlicul:lrlY:1 l)(l ll'llIi:1I SIlI ll'lC "t" 1'1.'.,' :11 Illst:lllIlll\ 111 ;\111"111 

counlriesm these countr ies mainly rely on trade taxes for government re Vl'nlll', In 

1·:('1\ plIhliGllioll, J\cillerbosch d al. (2()()4) I"cj1orlcd 111:11 hl.'[\\l'l'Jl jl)I)l)_ '()()I 11111)\'1"[ 

duties constitu te s 34/10 or govern ment revenue ill the Least Dcycl upcd l·\lUllll·it..'~ Pi" 

ivlon:o\'l:r. incrc<Jsl:u openness incapaci tates government ill raising rl' Vl:llUL' 11L'l"tlllsl' 

Illobill' fact()rs cal) no longer be taxed. III such cases. the social <lIlt! rl'dislrihLllillll 

cx pend ilure would be under threat (Mamoon, 20(7), 

TI1i'-: aro n:llll'lltiol1l:u l:lTIpirical ev iuencl:s an; main ly basnl UI\ crllSS-Clllllllrv 

I'egress ions, As the methodological interest of this article is on economy-wide impaci 

of trade liberalizalion on poverty and inequalily in a spec ilie counlry and its usc 10 

swell' issues of trade liberalization, poverly and inequa lity, we look ve ry bl'iclly at the 

empirical literature on Computable General Equilibrium (CGEl, 

Most \,1' thl' c<lrlicl' sludies uli lized Sialic C(lE models 10 <lnalyzc Ihe elTeet "I' tl'a\k 

libel'alization, A lew of these studies are Corol'aton (2006) for Phi lippines: 1(1",ndk,'!" 

and Raih"n (2004) for Bangl"desh; and Cockburn (200 I) for Nepal. None of these 

static studics I'"und that trade liberalization have a signi li cant we llinc cnhancing 

enee!. On Ihe olher hanel, dynamic CGE of Annabi et al. (200S) I'm Seneg,,1 "nti 

Ilh"II"l'ai "nd Okyel'e (2005) l'or Gh"na reported" bellel' poverty "llc vi"l in g l' I'lCct 01' 

Irade libel'alizalion , Such findings mighl seem in line with the theol'etic,,1 liler"llll'e "s 

gains i'rom lradc are lIsually realized aller adjustment/resource rcall oCt:ll ioll. Thu s. ill 

the short run. trade libera li zation might worsen wel l·~lre while in the mcdiulll :lIld lung 

run, "hel' adjustment, trade is expecled 10 increase growth and al leviate poverty , 
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Trade Libera li zation, Inequality and (love/'Iy in I<:thiopia 

Th!.!!\; is s\.:vt.:r po verty and incq uulity in Ethiopia. Policy Ilwk t.:rs ha y\,: 1IIH.krt;lkL'1l tr;ll.k 

rdi1rms III rca p Ihc potcntial bcnclit associatcd wilh lradc, and ac hi cve the Ilvn;\I'l'hi ll f.! 

p<)licy ll bil'Clil 'c ol' thc gove rnmcnt - pove rt ), rcdll ctin l!. 
~ 

Economic groll'lh is expeeled in the wake of trade libe ralizat ion. Tassew el al. (20()X.) 

argued Ihal Ihere is ' impressive' growlh. However, sludies (e.g. Alc mayc hll allli 

rkkbdll ( ~(I ()~). Dcrcon (~003), and i\lc ma ye hll cI al. (2009)) rCJl <ll lcd 11 1<11 pllllr 

markel 1i1l' Jll'l1ducls and inputs, and unstab le poli lica l env ironment. illler (Ilia. have 

(or11ributcd It)!" thl.! limited gruwth p(.;rronnHnce of the ":lhiopiall h.':1l111l111.\ . 

TasscII Cl ;iI. (2008) argued Ihal a[lhoug[' Jlllverty is sli[[ pervasive. 27.:' lI1i[[iuu 

PCl1[1k IIcrl' bl'[oll' poverty linc in 2004/05 , il declines ,lver Ihe perilld [')') :'1')(1 III 

2()O~f()5 11) 0.7'X .. The fa[[ ofnationa[ poverty is allribulcd 10 Ihe redllclilln ,,1 'P'IVl' I'II ' 

200~/U5 Jue In increase in consumplion . On Ihe olhcr hand, hi ghe r inequalil y in IIrban 

:<reas sliiled P(1VCrt)' rcducing erfect or Ihe higher growth nbsCl'ved in Illl' area. 

IloII'CI'CI'. Ikrcon (2003:610), co-au lhor in Tassnv et al. (2008), prc vious [y reported 

Ilwl Ihe growlh in urban areas particularly in Addis Ababa is ma in ly, "an aid-rue[[ed 

real eslale e~pansion of Ihe non-Iradable seClor." 

Rural and ul'ban poverty or Ethiop ia possess unique attributes. A pers islenl poveny is 

pre\'alcnl in urban areas Ihan rural ones. Thi s is exp lained by Ihe perccntagc or 

households Stal ing in the poverty trap which is Iwice as large as rural h,' usc\w[c\s. In 

rural arL'a~. P()\,L'rty fluctuates due to lack or conslimptioll smoothin g. j'lll' possihk.· 

rC'll1edy :\uggl..'sh.'d is availability and access to credit (Iinancial inst itutions) In 

ame[im;lIl' pl'phkm or consumplion smool hing ;uld hence poverty (i\lcmayellil el ;ti .. 

2006) 

Ik tha i as it may , dll atlempt 1.0 lin k such poverty with tn.lde Jibcrali / .atidll is ll1:llk' h~ 

\)cjcnc cl al. (2()07). Thc sludy examincd Ihe impaci or unilalera [ lrade [ibcr;tii /.al ioll 

in Elhiop i;l on poverly and inequality using a stati c CGE Micro si mu [alion analysis. 
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Th~\' Lllili/.cd I,XTE R CGE model. and 1) /\1) so lhl'a,.~ ill :1Il:III'/in~ 1"1\ITII :111.1 

illcquali ty 

I lcic n~ ~I :11. (~()()7) siudy ,.~vea l edlha l i'Ll ll liilu alizalinn is liKL'l v I" ,.~dLl(I· d,lIlIl'slir 

1""(1d LlCliull ,\I'I1l:lIlLlI':l ~ I Ll r~d guuds. Th ~ lk l1l :llld I'"r dlllill' stil' gllllds ""Llld dr,' lillr ,1 1\1' 

10 cheap im l~or\ed commodities. The micro simulati oll outcome suggesls Iha t Ih~ 

uvera ll (lutl:(lml' aftcr thl.: refo rm might bl.: an ilH.:rl.:asc ill povcrly al lla tillll: \I 11.'\ I.'!. 

l-I oll'~ l' e,., Ihe sl udy did not essentially capture the ove rall cfl ect or th e trade rd lll'll1 as 

il is iI slali l'." ll l'- limc poli cy sil oc k. 

In Ihe Il exl s~clio n, we wi ll explore the impaci or trade liberali 7.alioll ill Ihe I(ll'ln "I' 

tarifr reduction on puverty anti ilH:quaJity ill 1,:tlJi opi :1 l' ll1pl ll,\ ill t! ;1 I ),' II;ll11I~ ' l '{;j 

Micro simulalion. In the process, we wi ll see how dilk rellilhe dynam ic approach lIill 

bl' i'l'l1m Ihal ll i' Deiene el al. (2007). The econom ic lI'id~ simulation IVill cllahk LI S I" 

l' al'IL1I\' Ih,' di'\\'1 :lIld ind il\', 1 lillk ill Iralk li hn :di/ aliu ll :Illd IHIl'L' rt ) 1101\s. 1\ III.sl 

important. il II ill illC()rpOrnle the ove rall efieCI 01' dy"amism, :lIlei hl'nlT h,.""dn 111:111 

Ihe ~ I ;lijl: ilppro;lch ')uch ;) ') I k jenc L't :11 . C,~ ()(1 7 ) 
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3, Model Spcc ification and Ana lvs is 

3,1 Model Spccification 

Inlhis se' l' li" n, \ll' lirsl 1",,1; al whl' a ~L' IIl'r;d L' qllili hrill ill is al'l 'rll l"'ial l' li l\ IIIl' ', 11 1111 

or pove l'l), ann income dislribul io n, Then, we ex plore Ihe sal ienl !Calures or Ihe ",,,de l. 

The model is ca ll ed EXTER+SD wh ich is a combinal ion of Ihe stali c EXlE R moekl 

and Ihe eX lended dyna mic version, Scholars wilh French as nali ve language have huill 

FXTFR mock l, Then , Ihe model is named "ncr a French wmd 1:\f(: /'i ('I//', lI1e; ln in~ Ihe 

lil reign eX Il(lrISL'c IDr; as LXTLR model is Cllnslruc\ed by eX lend il lg Ihe ellised 

~conotlly into un open economy with government. 

,\ s Dejcne CI al. (2007) used Ihe same static model, the inten ti on Dr the stud)' is III 

olcnd 11lL' ,[alie mockl into dyn:1mie nnc, Il a v in~ ~ra s ped Ihe Illain ehC!rC!c leTiSlics "I' 

Ihe clllnpuwhic ge neral equi librium (eGF) model, we proceed III Ihc hnllsL'ililld 'Hin,,· 

s ill1ltJati~lJl model. The lauer incorporates household survey daw. which constitlltL':" \)1' 

17332 IHlllScillll(b. undel'laken by Cenl !'a l Statistics l\ulhl11"1l )' (eS /\) in 1')l)I)/cIJlIO. 

This <laiC! is eonsislen l with Wo rld Bank (W rJ ) soc ial accounti ng matrix (S /\M) Ihal 

\I'ill be used 1'01' the analysis. The consistency or the household data wit h the SAM 

arises hecause the SAM is constructed using the same household survey 01' ('SA I'lli' 

the yCnI' 1999/2000 . Finall y, we indicate the pove rty indices used and decom posi ti on 

of change in pavel'll' into growth and di stribu tion e ffects, 

/\n all-inclusiw study or the illipact or trade libera li zation on poverty and in Cll llle 

dist ri bulion ideally necess itates 1'0 1' a ge nera l equilibriulll appl'oach (G I~/\). II is 

becaUSe' Ill\' (,1:..\ assess both the direct and indirec t e rrects assoc ia ted wi lh a certain 

I'oli('\ ' I'cli' I'''' on household we lfare, The direci e rfeet on household real inellille, 

,HllOt~g other \·ariables. arises from change in consumer prices \vhilL: the illdirect crkct 

is the resliit ill' demand and su pply response to Ihe policy l'elo l' lll. Thl' laltL'1' e!"ii:e'l 

gene l'ates c!"iicicnc), and revenue impacts (1MI' , 2008) . 

;\11 L'COJlOlll} wide Illodel in te grates details on ho\v households carn and Slll'lHI [heir 

income. /\ C(jl~ model, as an economy wide framework. exp lic itly illcitl(.ks markct:-. 
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1\.) 1' fa(l ll rS and l'lHlllllOdilics. i.lnd their links to the rest or the eCOIlUI11:. KIlU\\ kdsc on 

househo ld incotlle and c;~pcnditure is gl'Jh.: ralnl f"rll i ll ('(il : Ilh ldcl 111 :11 Ili .... II !.)\ 

inlo rmation on remune ration lo r ractors and expenditure lo r commodities, 

CeiE models L'om par" outco mes in the ohservl'd (hasc rllIl) hi l'IIUIIlI'l'i':ll' lu:li 
~ 

(s imu lated) situations, Thei r constructiu n demands a C!l mplcle list of bo th Illl' deiliaud 

and supply side or all relevant ma rkets, The spec ilication or these equati ons I'apllll'es 

al l Ilows in the economy, The CeiE includes the Ii I'S! orde r condi tion 01' both pl'llLiuccrs 

ma\ imi/ ing pni li t subject tu productiun tec hnology ,uld C!l nsu mers 11\;I\i ll1i/,illg 

ut il ities suhjcctto income constra int (Robinson, 2003), 

3, 1.1 Th e Static Modul e 

The st:ltie Ilhl,lel is based on FX TI, R 1l11111e1 , which is an opcn CCII""1111 1\ ith 

gUVl.TIl11H': 1l1 (!kcluw0 cl aI. , 20UO). The tkscripliull ur the s\;llil" IIIude1 li.d1\l\\ :-> 1"1 \1111 

(,,,ckburn. Ikelum' and Robic haud (2008). unless otherwise st:lt ed, The stnlctul\' or 

thc model is sub-divided into seven parl s: production, income and " lvings, dcm'"1d, 

prices. international trade and equ ilibri um conditions. 

The compicle I ist of the equations is provided at the appendix whe re parameters arc 

indicated in lower cases, exogenous and endogenous va riab les are represented with 

and wi thou l a bar at the top respect ive ly, As exceptions. returns 10 I"elors ' lll d 

c\change ra lc arc in lower case whil e they are va riab les, 

Produ ctioll 

Produ c~ rs are assumed to maxim ize profit subject to production teCh nology, The C(if: 

Illodel illcorpor<ltes the first-order conditio lls oJ' pro rit Ill<.l;-"imil..;llion I·u r PI\)(.!ucL'rs 

(I,olgrcn el al .. :>002),A mulli-stage produclion l'till cl ion is ado pled (Iigure II. 

III the lirsl stage. each activ ity j is a combina tiull or va ilic added ~l ll d tUI;1I illlerllll.'d i:llL' 

el)nsul11plilHl according 10 Leonlief function, The Leo nl iei' funct ion is charaClerized 111' 

zero suhslilutahilily, Th is is because in pU IS arc used in Ii xed pro pOl'l ions 10 Ihe Ie"el or 

OUlpul (Eisenblll'g, 2003), Then, va lue added is represel1\ed by conslanl cla"icill' "I' 
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substitut ion (CES) for both agriculture and non-agr iculture secto rs which wnstitutcs 

industry and service. According to Annab i ct al. (2006), "CES runetion "lIo"'s lin 

non-unitary but constant price elastic iti es and non-nil but constant suhstitution 

clast il:i til'S." 

. \ 

Thc valuc ad ckd l'or agricultu ral and non-agri culture consists or lahm anti capit:d 

IIhile 1'01' the agricultural secto r it also includes land. Va lue added 1'0 1' the agricultur,JI 

sec lors is a combination or land and a composite Elctor which is all opli lll:1I mi ., nf 

ri gun.: I: IVlulti -s t:lgc production fUllcti on 

,--------------------------------------------------.-----

I: i rst lll.:s1 

Total intermediate Value added j 

I Scc\)ntincst . 

composlt; 1 

''''Of~ 

[ Ca~tal J J [Labor j 1 

Intermediate demand 

I 

1 
I 

I 

i lf"'" "'" I 
L_ ----------------_.- - -~ 

Cockburn. iJccaluwc and Robichaud (2008) 

The basic EXTER mode l includes both tradable and non-tradable. According to 

Devarai an et al. (1997). a CGE model shou ld include at least two productive sec tors: 

tradable and non-t radab le goods. If an economy only produces traded goods. policy 

instrumcnts such as devaluation wou ld not have impact because all or the coulllry's 
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dOlllestic prices are determined by world prices . f'vlon:ovcr. if ~ l cOli lltry Oilly prOdlH..'l';o. 

non-trOlclablc goods. it would not be affected by global shocks. 

The value added lu I' tradable secto rs in the model is an optimal mix 01' land. labor and 

capitOl\. For the non-tradable sectors, however. va lue added is exclusively gcnerated by 

labor. whieh'is the so le l~lCtor 01' producti on in this sec tor. IlolVcvcr. :IS this 

assu mption is not maintained in Ethiopian case. lu I' the non-tradable scrvicc scctor 

genc'r:lles I :i1ue add,'cI I'rom both labor and capita \. IVC aggrega ted the non-tradable :!lld 

tr:'ldahk St...'1'\ icf..' :-it...'ClO l' into one. 

In the second stages of product ion, the individual inputs me Cllmbincd to ",rm 1<11 a I 

interrllcdiatc consumption according to Leontiel' I·unction. These arc composite 01' 

domc~tic and imported products that are pro vided !'or the domestic market. 

Incom e and Savings 

:\~ents <II' instit utions inthc dOlllcstic eCllnonlY arc housclHl lds. lirills alill !;OVLTlllll cnl. 

For ""ch or these agents, income and savings equations arc defined. 

Household income constitutes returns to labor, cap ital and lanc\. It also includes 

gl1l'crnment transl'ers. which are indexed by the gencrnl prrce inc1c, to maintain 

homogcniet'· or degree ze ro. and dividends co ll ected from firm s. I loliselHlld 

disposablt...' income is given by total income less di rect income taxes \\fhi!:..: hOllsdwld 

sa\ ings art...' prop<1rtiollate to its disposable income cUlt! ad.iust to tnSlIl'l' savlllg­

investl1l~nt balance. 

Firms obtain their income from returns to cap ital and lane\. Their savings is dcrivcd 

after deducting the following items li'olll their im:olllc : paYIllt.;llts or di,·iLkllds to 

households and to the rest of the world , and direct taxes payment to the gllvcrnmellls. 

Governmelll revenue is derived from taxes. Thesc includes tarin~ export t",cs. indircct 

taxes nn !!""ds and direct taxes on households and firms income. Government saving 

is the residual income after current gove rnment consumption and fixed tl'an sli:: r 

payments tn househo lds are deducted. 
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OCilla nel 

IlollsclHl lds are assllmed to n1aXII11I Ze a S tll ne-( iea ry lIti lity I"unc tioll whi ch i, ai ,,, 

known as the I, inea r Expend itu re System (U::S), Th is I'uncti on dist ingu ishes het \I een 

IllininHl11l tH' subsistence eonsul1l pti on and discrd illlwry consumption, 'lot,lI 

ennsul1lptilln ; s the sum or the two consum pti llnicvels, The minimum wlisuilipt io ll is 

the \ oilime 01' each product a household must consume to meet cenain minimal 

st,]lH.l ard or living. Such minima l level of conslImption is irre specli ve lIf it s pricl' or 

l'I,nSUIl'lI'rS ' inetHlle (R'"llSkllV and tvilinKsga,lI'(1. 200 I ), 

I,' Ih is sWli e l'ersion or Ihe model , in vestmCnl docs not determine eapil:11 stllek, 'lilt! 

hellec do 11111 intluence producti on le ve ls, Inves tment is inc lud ed unl y as pan 01" lin,lI 

de ma nd, 

Prices 

The raCtN relli rn s arc assumed to be determined by thc equality or marginal costs alld 

mar~ill,d rel'enLle 1'01' each production "Ictal' in both agricul tural and Illln-agricultur,d 

S(:c 101'. 

!\ s the rL,stll l "I'the presencc or indirectt:lxes, we di stinguish prices at "Ictor CllSlS and 

al markel prices , Ma rket pr ice or a product produced and so ld locally is equal tl' price 

paid II) I(lcll (,rnducers (ractor price) plus indirect ta xcs, 

Due to the sllla ll country assumpt ion. world pri cl!:-' u l imports and C.\PIlJ"t:-. ;11\,' 

determined 0 11 the wo rld ma rket. I-Iellce, these prices a r~ li xed It)r the (01111 11,), The 

\'arial ioll or ,\Urld prices alld domesti c prices is all ribu led to exchange r,lle and 

illdirectlaxation ol'tariffs and domestic taxes, 

The composite cOll sumer price is a weighted average or domestic prices and imp0rl 

prices, It mai lllains equi libri um between tota l comll1 odi ty supply and the sum 01' ils 

domeslic market. Likewise, average producer price represents a weigh ted ave rage or 

the local price (at li1clO r cost) and export pr ice , 
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I:irwlly, til,' ~,'rll'l'al price index is LiL'iineLi as tile sum "I' val ue :rLicbl priee,s IIciglltClI 

by sharcs ol'value added of each activ ity intntal Gross Domestic I'rndul,t (il ll' ). This 

pr ice represents the GDP dellator, 

In ternat iona l Trade , 
Local producers allocate lOtal production betwee n export and domestic marKcts wilile 

local COI 1Sllllll'i".'i chose between Im.:a ll y prodlll.:l:d ;111<.1 imported goods. I'I'Od11Cl io11 

al location and consumption choice are based on constant elasticity 01' transl(ll'llHitiun 

(CrT) and constant elasticity of substitution ([ I' S) respectively, CI':l measures 

elasticity o f transformation for producers between export and domestic sales, while 

CES measures elasticity of substitution for consumers between imported '"ld I<>calll 

produced ~oods : The n, CGE mode l incorporates the lirst order conditions lilr pJ'lllit 

maximization of producers when se ll ing between the domes tic market and e.\pm\. :rl1(l 

c\penditlll'l' minimiza ti on of conSllmers when choos ing bdvVCCIl dOllh . .'s tic.lll y 

p[\hlucl'd gPlH.is nr imports. 

In contra st II ith the assumption of pe rl'cct substitutabi lity a 11(1 tnrnsl(lI'Inahilit\ "rr h,' 

>1:rnclard neoclassica l model. the I::XTLR model adopts the standard /\rmin:,!t un 

assomptiun or impnlcct substitutability and transl(lrIllahility, 

Equilihriunr 

Gene ral eLJuilihrium is maintained by the equality between sup pl y and demalHl ul ' 

goods and l;letor5 as well as the saving-investment identity, 

Limitations of the model 

This article is based on a neoc lass ica l EXTER mode l. Then , the major cll'"wb"e~ or the 

model is assllciated with the assumption or neoclassical school 01' th ought. Some a i' 

assumpti()ns arc equilibrating mechanism of prices in both the goods ilnd 1:lel lll' 

m<lrkl.'\ s: till' lI Sl' of' rral valLi!.: . n.:lativc pritTS. impl ying absence or a l:karly SPlTilil'Li 

18 



Structuraiisl I;conomists such as Taylo r (1990) argucd that a rcali stic n",dcl that 

:1ssists p()lic~ ' formulation could be cons tru cted by ameliorating tilt: abO\L'llll'lllil.llll'd 

Taylor (I ()()II) maintained tha i StrucllIralism is more or a program "I' ITscarch and , 
polic" de velopmen t than a set or prescription lo r buildin g a model. Howcver Crlll1plc.\ 

the st ructural detail 01' the economy. Taylo r suggested general hYI'"thes is "n h"" 

economic system funct ions. These hypotheses underl ie the I'unda mental dirkrence 

be tween the m.:oclass ica l and struc tural approaches. Amo llg fl:w or tlll.:sl' IlypPlhL'SL'S. 

onL' deals" ith the rolc and fu nc ti on of institut ions. Insti tut ions arc enllHlIlliea li v 

powerful actms . .A. few of them are the state, cOl'pora lion5 and unio nized labm. i\ nd 

th L' se groul's. accord ing to Tay lor ( 1990), arc nol pri ce takers as aSSllllled hy 

neoc lassical paradigm. Rathe r, they can inA uence change in price and/or quam it\'o 

Then, in «lnstructing a model, stucturalist mode lers stn rl s in identir\'in~ :IIHI 

s pl'cif~\ ' ing ~ lrLlClUrc and institutions or the econolllY. In contrast. 1h(' pri.lclil'L' in 

UI" Ii rill .";. Thl' (\lIlsidcralioll or institutiolls comes. if' all)". as all ,dkni1()ut ill ill lIil' 

nL'"elassieal par"dism (Tay lm, 1')<)0). 

The ot her di stinctive feature of structura list model s is Ihey are not established based 

on real terl11 S. in relative prices. Structu ralist model s exp lic itl y incorporate prieL' and 

incume accollnts in nominal terms, argui ng that the nom inal var iables e;1Il :dTLct tile 

r~a l va riabks un like the neoc lass ica l school where nom in al varia bles are not supposcd 

to af'f'eet thc rcal va ria bles (Taylor, 1990). 

Wit h sUL'h vivid weakness of' EXTER model. we arc compelled to usc the mode l. It is 

becausc' the Illa in Illotivat ion of' thi s arti cle is to add val ue to the ex isting literature. 

Specilieall,. there is only one publ ished research ma terial on econol11 Y wiele elTeet of' 

trade libe ralizat ion on poverty and inequality in Ethi opia. The modcl. that of' l.)eienc et 

al. (2007). utili/L'd stati c eGE. As our intention is to examinc what will happen if' we 

c:\ [cn d the exi sting static CGE into a dynamic one, we followed th l' model uSl'd h\ 

Ikicne et al. (2t)()7). which is the ncocla" ieal EXTEI( Illodel. The other rall " r in 

19 



ulilizing a nencla,;sieal CGE mudd is Ihalthe,"" is nn SAM Ii)r Lthinpia, tn I Ill' hesl nl' 

OLl r knowledge. which is built on lhe st ructura list rralllc\\lH"k. The (lllhlt'lIL"ti\11l Ill" \111: 

:lvailablc S!\fvl It) !' Lthiupia fulluws the nCUl.: lass ical assuillpt iuns. (ji Vl' ll IIlL'sL' [":1\.:101':-'. 

IW arc obi igd t\) base our analysis on ncoclass icalnlndcl. 

<-
3.1.2 The Dynamic Module 

Dynamic analysis for the effecI of trade poli cy reforms are importanl to slud) Ihe 

ad,iustmL'nt pL'l'ind as thc crfect of the rdlll'lll is nnl immediale, 1,(\1' m'1I1)' nf I Ill, 

eonseq uenccs nl' lrade policy shocks arc dynamic in nature, slatie C(,I-~ s arL' Ill)1 \\ell 

cquipped 10 an,Ii ),/,e th e full magnitude 01' Ihe ellce ts 01' poli cy rc lill'lll , There ,,,'e 

mainll 1\\0 dimcnsio ns of dynamism, The lirst is Irade policy may nmdil ) capilal 

slocks through impacts on incomes or savings. and the second di mension is that ilmtl} 

inllucnce hUlllan capital and technology (Hed i el <II .. 211112), 

\\' he ll \\L' I'Llrlht..'r l!xtC lld the wcll'an.: anal ys is oCthe imp:lcts ul' tr:llk: 1'1.:1"01"111 011 Pl)\ l'rI} 

and inc'!ualit), ll10st studies reveal ed neg li gible c!'Icct l'o r Ihc static ,,,,,II\'si5, 

According In Cock burn and Decl11 we (2006). t.his result is 110 t surprising I~, r Ill\.: st;lli l..: 

effecI comes only from vari atio n in factor and consumer prices, In such models, Ihe 

all ocation of production factors among households is ti xed, In order to incorpOI'<lte the 

long term I~ctor accllmu lalio n and growth effects, a dyna mic approach is appropriate 

(CocKbul'll 'Ind I)',cluwc, 2006), 

1) ~ ' ll;1llliL' ('(iI': Illo,kls arc grouped into two calego rics: interlemp()['al () r sequcnt i,tI 

(rccursive), In the intertemporal mode ls. agents are assumed to h'l ve rational 

cxpcct"li,)ns and make optim al decisions, In Lofgren and Robinson ( ~OU ,l j \\"rds, 

"cI'cryb'kh Knoll's," in the illlertem poral mode ls, "everything abuut the fu turc, and 

they use that infurmation in mak ing dec isions." 

In the ITl..:ursivL: l11 0dels on the other hanu agen ts make thei r dec isi(1lls on lhe h:l sis uj' 

P;lst alld ClI 1T('1l1 informat ion with no role for I'on.vard looking expec tat iolls, i.l'. agcllts 

haw Illlupie beh :l vior (Lo rgren and Robinson, 2004 ), A recursivc dynamic ll'Iudc l 

combines a withi n-period mod ul e and a between-perioe! module, The wi lhin -pL' riod 

f~ 
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['nodel is csscntia ll y the stati c model w hile the IX:lwccll -per iod model links (ill' \\ ililill­

pcriuds l1lodu k~ by updaling sck:t.:Icd paralllctcJ's (c.g., popu la( ion) \ III IIII..' 11; 1 ~1 ." \ l( 

exogenous Irends and past endogenous va ri ab les (e.g. in vestment) (Lofgren and 

Robinson . 2()(}~). Then, recursive CGE model s arc so lved seqlli: nli;ill y /suLTL'ssill'I~' 

I"l' cilL'h l'L'1"i ' lIl. ThL' timL' splln is usulill y I ~ 1(1 2() ycars (I kdi L'I al .. ,~ IIII.'I . 

It is usually impractical or inappropriate to assu ll1 e perfect foresigh l. particularh' 1\". 

develol'in!,! CLlunl ri es. Therefore, in mosl of empirica l stud ies mY(1 pic scq uenti;d 

Lh na mic IllIlLiel is adopted (Cockburn and Deciuwc, 2110(,). Ijkewisc. Ive ;lIlopl a 

recursivc dynamic CGf' modcl 1'0 1' i"thiopia. Speci li c:dl y, lVe 1,,11011 Ihl' 1: \'1'1' " I .'>1) 

(Sl"quc llti ;iI d~' l1a1llic) model or 1\ 11 Ili.lhi cl <II. (:~(J().1. ~()()5). I t is all \.: .\ll'11 Sii lll Ill" tlil' 

static I·:;'; TI], mlldelthat incorporates dynamic It:a lures. I'hesc i'ea lures. lI,hidl arc Illl' 

altrihllt~s \'1' till.' ht:{wCCIl IlH.Kkl. arc illcn:asL' in \\'ork rO!"CL' (lahllr ;tCClIlllld;lti ll ll). 

sav in gs (c,lpital accumulalion) and redi stribu ti on or labor and capil'lI . Lconoillic 

grolVth mainly ariscs from these "Ictors (Cockburn and Dccluwc, 2()() (,). 

The dynamic mode l is constructed as a static CGE model that is linked to hellveen 

peri\)d, I" L'xusell\)US ;lIId clldogenolls variables IIpdating procedures. As llie rL'L' III'si 1'1' 

dynamic m\,del is an extension of the stat ic model, it incorporales the slatic mlldcl 

parI. the wilhi n model, and the main driver or dynamism, th e between mlldel. The 

variables in the between model could be updated endogenously or exogen,HlSly, 

Capital sluck is updated endogenousl y witli cap ilal accuillulation eqllatilln and 

population (total labor suppl y) is updated exogenously between period,;. ThL' 

E\TEIZ +SD Illodel is const ru ctcdusi ng th e Sialic I'TIY model. i nd cxin~ ;tli ""ri"hk, 

lIith lime III "1lL1 inlroducing Ihe fallowing equations. 

Dynamic [qllations (the order of num bers is in li ne wi th equations in th e appendix ) 

Capital Accuillulation: (45) KDi,it+l = (1- 5)J(DUt + inc/ul 

I.ahor forc e grolVlh: (46) LS,+ 1 = (J + ng) • LS"h" 

LES minimal consumption: (47) emin = (1 + ng) * ell1in 
ch,t+l I ,h,t 

In vestmenl demand: (4.8) Ind,'" = . (r,. ,)2 (" " ') 
KD . Yin::-, + Y2tr tt, '.' 
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Cap;ta l user cost: (49) U, = Pinv,(i r + 8) 

In vestment equilibrium : (50) IT, = Pinv, • I i In ci i" 

Where. 

K Dir : Ca l' it:iI stlle k 
\ . 

l/ld i, : In ves tm en t by destination 

LS, Tutal labur suppl y 

CABc : For('ign savings 

{j: Cap ital clql reciation rate (rrce parametn) 

ng: Population growth rate (free pa rameter) 

ir : Interest rate (free parameter) 

IT, : Nll minaltotal investment 

Pinv : Price indc, of in vestment 

Ii i · Shan..: par:ltl1l.:tc r (free paramete r) 

Capita l .'\ITllllIulatioll 

LqU:lt illll (,I)) describes the law ol' moti on I'llI' sectonil capital stllek . In "'lCh pcriuli. 

capital stock (KD ) used ill each sector (i) var ies with secto ral rate or in vestmc nt ( IND, 

) and the r:lle ureiL-preciation of the capital stock (8). 

Growth ;" Lahul' Suppl y 

The introduct ion of equation (46) endogen izes the to tal labor suppl y. LS,. va riable . 

But it incn.:a sl.:s at the exogenous rale, ng, which is at tlu; same lime the popul atillll alld 

labllr Itl lW l!l'llll'th rate . The minimal kvd or consumption in LES is al so assumed to 

increase at Ih~ same rate, ng. 
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invcstmcnt Demand 

The in vestmcn t function determ ines how new investment is di stributed '"11o ng Ihe 

different secto rs, The in vestment demand function used by i\nnahi et <II. (2004. cliO:'). 

equation (~~l. is ilkntica l with lhe One elliployed by Ihlllrgui glHIl 1. Ilr:I II "lli :!11l1 Ik 
\ 

~ kl 'l (I <)~<)) 

The accumulalion rate. wh ich is the r<ltio of in ves tll1 ln l ( Ind ) I() capila l sl«ck (I, I )). is 

an increasillg I·unction of the ratio 01· the rate 01· retum to capi tal (R) and its usn cost 

(I I). The renl:d ensl ol·capiwl is in tum equ,d 10 the capit:d gone! price indes Illlliliplicd 

by the sum or the capita l stock depreciatioll ra te and <I n C'\l)gCilOIIS ill(l'I"L" :·\l LIt .. : (II") 

(e qu atiotl (<I(»)) . 

l30urguignlln et al. (1989) proposed the formulation 01· a 'Iuadrati e espressillil illr 

demand 1'0 1' rea l in vestment to avoid extreme flu ctuati on (0 the changes ill th e relati ve 

profitability of investment because of in terest rate or expectat ions change. We. 

there lo re. «li low such quadrat ic formulation for demand of real investment. 

Tow l hnusehold. IIrm, gO l'erllment and loreign savings of the previous per iod 

delcrm inc the tl) tal investment budget ava ilable al the beginn ing or th e pcrilHi. The 

allllL':lti,lIl ,,1· ill\·estment by seetors of destination is determined by return to capital 

anc! its lisn cost. 

Thc im cstlllCllt ill the dynamic modllie is not investmen t by or igin (product) ,I" is ill 

the static model. l~llt it is investment by sectors v I' destinatiun. I II each period . lile lol~11 

of all ill\\?stllll?llts by sectors oj' destination is se t equal to lotal ill VCStll1(: llt allli lnl ,1I 

S<1I·ings (equalion (50» . 

Then. ill [XTER+S D moclelthe main determinants 01· growth, whi ch is enci ogellously 

determined in the model , stelll s 1'1'0111 accumulation 01· capital and its distribution by 

sec tors (Cockburn and Decluwe, 2006). 
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3.1.3 'fhe Household Model (Microsimulation) 

There ;\I\~ t\\{\ approaches in ana lyzing poverty alld in come distribtltion LlSill ~ ( >til · 

The lirst :111(1 e:lrlier one is ca lled the traditional or the ,.. . ." present:ltivc :lppru;IL'h hecolLISe 

it IIS,'S th,' r"prcsclLt:ltiw hnllscllllld rath"I ' 11"", I Ill' :1("ll,,1I IltlllS,·lltd,1. IllIS :qll" \l:l"1r 
~ 

disa~grl.'g:JlL' S hllllscholds as IllLlch as poss ibk b<lscd 011 socio ecolhllllic ur hlCil lioll 

cr iteria. Theil. it ana lyzes the impacts or polic ies 0 11 incomes <Ind w clEII'l.'. 11 1l\\l'\'l.'L 

tile representati ve aprrum: h is not able to provide illrOrill illiol1 0 11 pll Vl.'I'!) \\ i!l lili ,:.!1\lU P 

(intra-group) distr ibution. Besides. as the intra household income cii strihlLtion is 

assumcd t,\ h,' lised. this appruach euuld nol anaI Y/.\' in lra-gruup il1l:o llie dislril>u lioll 

(lJec luwc l:t al. . I <)<)<). The main adV<1IlI,lgL: or tile reprl'Sl.'ll l :1 Ii vl.' :tppn1:ll'h i;-. II i ... 

cas in to usc lhan the other Illethods. 

CtiE nll1(kls typically include small household ealegories. This limits thcm in 

:uwll·l.mg 1),II'Cr!\ :1lld ineomc distribution, This is bccausc indicatms used to lll,':!sure 

po ve rt." and income di stribution (e.g. FGT indices and the !\tkinsOll and l iilli 

incqll:ilili" Si Ill:l',' usc nrlru use holcl or indi vidu :!1 dat:l (1 '"""lll:! :lnd Cockburn . ~I)(J.)), 

COII;-"I.'qUl.'l1! I~ . (Ill' se~o!ld approm:h in antllY/.iJlg poverty and incL]1I:1Iity C:lIllC !ll Ihl.' 

:-'Cl'Ill:. II i-. 1l1llnl:U as Illicros imulation ilna lys is. II djn ~ rs rn llll I Ill.' J'l.'prl.·-';l·ll[;I,i\c 

apprdach in th<1I it makes explicit lISC of household su rvey data . Such mCllwd Ilwkl.'s il 

possible to rully grasp the heterogeneity or household incoille ,\lid consumption 

patte rn . There are two st rands w ithin th L: micros illlu latio ll :mal ysis: Ih l..' ill lq!rah.:d 

approach and the layered (or the top-down) approach (Dav ies. 2004). 

Thc il11egrated approach includes large or all or the househo ld data into the CGE 

moclel. The l11erit or this app roach is the consistency u l' l11icro anti l11acro dat:l. In 

add it ion. compared to the representati ve approach, it allows l'or intra-group 

distribut ion va riation. However. the approach is nol withou t a taint. First. as the si/.e nl' 

the llloJcl increases, it would become a constrain ing lactor and data reconciliation 

bCl\\ecn lhe- l11icl'(l and macro data would be dillicult .The other major drawback "rthe 

intcgratcd Illicl'llSimulation approach is thai it limits the typcs 01' behaviors that \I ill be 

used in the Illodel. For instance. regirnc-swi lching behav iors from ell1pl()~ 1lll.'111 Il) 



u n ~l1lp l ll\ 11l~lll d~cis i ons me dil'licu lt tll Illllllcl (rviussard :Ind Sa va rd . _' titl e ). 

/\ ccording to Savard (200]), the diriicull ics ;I ri sc "as till' cqu atitlll S}'S l l'lll \11' thl..' 111Plk'j 

cannot changr..: as the iteralion process Illoves along." The problelll Illi.lgI1illl..' :-' it' ,Ill' 

Ceil::: n 1l1 d ~l u,~s non-linear equation, which is usuall y the case. 

~ 

The' Se'l'llnd :1)11"1>:I,h lIithill the' IlliL"l"llSi'lllilatillll allah sis i.\ the' ' 1"11'1\'.1 ' III 't" I' 

dOlln ' app rllach. In this mcthod. thcr~ mc tll'O 1:l yel s (stages): li rst la yer and sewnd 

layer . In the lirst stage, ca lled the top byt..: r. tilt: ( '( ij ·: 11HHlc i C; l pllll"l..' S l'll;1I1:.~l' 111 

pri L:c~. iJlC()tlH';~. l'XCha ll gL~ rate :l lld IlWCfO varia hie s. ThL' second b ye!" is til l' h llu .... dlllid 

m i ~nl simul ation model inco rporating the ( Illire 1ll1uscilllid in cllme :ll1d Cll lISll lll pt ill l1 

survey clat :1 (Davies, 2004). Th ~ model sim ulation is undertaken by taking changes ill 

sc lectcd va ri ables from the fi rst layer/stage all d ked it illto the seco ll d layer/stage' . 

To link th~ (,(II '~ with th~ household data, lirst we construct alld so lve the ( '( il·: Ill llde i. 

Theil we pnlVidc the changes of before and alie r sim ulati on (policy shock). such :I S 

chang..: ill consumption and income, as an input into th e Illicros illlulalinn hOllsehold 

Ill odel. Thi s is lIow we deve lop a ' to p-down' appr() :l ch 01' analyzin~ plll'Cl'l\ :!lld 

incqualitl Lhillg CG E (Dav ics, 2004). 

Til e g:lin 01' utilizing th e top-down appmaeh is, as in tile case or th c intcgr:ltcd 

apprllach. it t:lkes in lO account the variation within the group di stribut ion. But itolTers 

fl ex ibilit y or nl0deling household beha viors unlike the integrated appm;.ICII. The 

poten tial pitl:11I wi tii the laye red approach is tha t it docs l](I t take the kedha ck e' lreC I 01' 

the household mi crosi mu lati on back into the CGE mode l (Davies, 2004). 

In this article, we adopt a sequent ial (' top-down' ) micros imulat ion model. We li rst 

so lve the CGE model, and fe ed the changes in consum pti on into the household model. 

The model ut ilizes Central Stati sti cs Authority (CSA) househo ld survey 01' 191)1)12000 

th at is used Il) r tile constructi on of the SAM. The ana lys is or poverty an d incolll e 

di str ibut ion lI' ill bc analyzed usi ng Distribution /\ nalys is So lhva re . 
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The analysis uses the Fosler, Greer and Thorbccke (I :(jT) class 01' Pll\'LTt.' Illl';l:-.ilI"L':-. 

that is de lloted hy 1'". It is fo rmulated as (I'osteret al .. 19X4). 

Prt = !. ,,'I (iZ.- Vi
)" 

n L.. I== 1 Z 

Where I. is Illlvcrty line, n is the size of total pupulation, q is the nUlllher 01' pliO I' 

household. i is sub-group of indi vidual s with income below the poverty lille a ll tl II 

relll'ets dCt!rL'l' of ave rsion to inequality withi n thL' pOl\!' . 

Alpha (u) allows us to ca lculate alternati ve mcasu res of povc rty indices. WIlL'1l " = O. 

the po 1'<: rt \ indo is cal led head count index . It measu res the percentage or th e 

popul;lliun beloll the pove rty linc. If (J. = 1, the measure is called poverty gap illdex 

(depth or p",·ert,.). It measures the aggregate deliei t 01' the poor relative tll ti ll' pOVL'l't\ 

lilll'. I:ina]).'", \\ hCIl (L = 2, V,IC lou llL! sq uan:d povc:rty gap illlkx (pover!: :'l'\ LTil.'). 

This me;l sure, Illit uill y the delicit that the puur huusc lllllds need tll meet the h;lsie 

Ileed but it also takes into acco unt the inequal ity amo llg th e poor (W 13, lU(5). 

Cockbul'l1 and Ueduw" (2006), J(l ilowi ng th e wo rk cll' Datt and Ra va lliOll ( 19'!2 ) and 

Kawkani. (1997). as c ited in their work, fo rmulated decomposition 01' ch;ln ge ill 

poverty as gl'Owth and distribution components. Considering the poverty index as 1', = 

i' (Z /p, . I. ,). lI·here Z represents the poverty line. fl., clelincs ave ra ge incomes ;lIId I., 

indica tes a parameter vector represent ing income di stribution at time t. Th ~n. pown)' 

ma)' changl' duc to incomc or its di stribution. 

The grCl\\'th component meas ures change in poverty index as a result or changc in 

al'crage income whil e maintaining th e initial di stribution. On th ~ othel' IWlld' the 

distribution cumpunent measures change ill poverty b~ClllSC \)( \ari:tlioll in 

di st ributi on "hile holding ave rage income at initial level Ma l hem<!ticall~ · . the gru\\lh 

G(t,/: + n;t) = P(Zill l +II,L,) - 1'(zip"L, ) 
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I\nd Ih,' dislrihulilln wmp'"1"nl is, 

D(t, t + n; t) == P(z//-lt, Lt +,,) - P(Z/Il" 1, ,) 

In order III capillre the full inte raction of the growth nnd distribul ion complln"nl. 

Coc kbul'l1 :1Il~ I)"cluwc (2006) took sim ple mean 01' each componenl as: 

• I 
G(I , I + II) = Z-[P(zl!lt+,.,Lt ) - P(z/~l t,Lt) + P(zIi1t+" ,1,,+,.) 

- P(2//1" Lw ,) 1 
1 

D(t.t -I- II) = lil'(1.II',.f.,+,,) - I'VIII, ,1,,)'1 I'V I II",,,, I." ,,) 

_. 1'(1./11,+",1.,) I 

Th,' "hang" ill Ihe pOI,erty index can Ihell read as roll oll's: 

Pt +,. - Pt = cCt, t + n) + oCt, t + nl 
change in growl!1 rct/isll'ihlllioll 

poverty compollent component 

In the I'onhcoming analysis or the impact of trade liberalization on poyen) and 

incqua lill '. lI 'e em pl ny these techniques in allribul ing change in poverly 10 L·ilher 

growlh erreel or disl ribut ion effects. 
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3.2 Base-run Statistics and Simulation Results 

The orig in al Wo rl d Bank SAM is a 40 by 40 mat rix. But lo r lllil ' anal ys is. ,IS ollr lilCliS 

is on the accounts of households l~lc to r remuneration and consumption, we agg regated 

into a ~~ hI 2~ malrix . The SAM has three accounts Il u' househo lds: rarm h"usl"iHl lds. 

" wage earners and entrep rene urs. Consistent with the household grouping in the SAM. 

we classi lied the total household surveyor 1999/2000, 17,332 households. collec ted 

and orga ni zed by Centra l Stati stics Author ity (CSA). into three accounts hased on 

11\1uscl1<l ld "eeupation : noo 0 1' lill'll1 households, ·1.l0X or wage earners alld :i X2 :i "I' 

elllrepreneurs. The selecti on of the 1999/2000 household survey <la ta is I" make il 

consisten t" ith the SAM Ihat used lo r it s constructi on th e same housciwld data. Then. 

thL' C(il ·: n1<lLki is solved using GAMS snlhvare and MINOS5 SI)ll'er. The h'III"' lhlld 

analysis or poverty and inequality is undert aken through distrihutioll anal." sis slll'l\\;lrl'. 

3.2.1 Base-run Statistics 

3.2. 1.1 Macro and Sectoral variables 

The S I\~'1 rL'presents thL' initial st ructure or the Uhiopian economy. Ta hle I ind icates 

the share of key mac ro economic var iables. The economy is represe nted hI' three 

secto rs: agricul ture, industry and services. Protection , th rough im posi tion or imparl 

tarirr. is obse rved in all the th ree sectors. But in the industrial sector. there is hi ghest 

level or protection, 25% impa rl tarifr rate. Thi s sector also has hi ghes t (7S 'X,) impa rl 

share. 1-lo\\el'Ll'. the sector contr ibutes the least share to total va luc added C:> 1%) and 

prociuc!inn (26%). The ag l'i cu lture and se rvice secto rs have th e majol' shal'e or 

production ;Ind C\Plll'l. The 'Igr iculture seetlll' also produces the highest (· 1(1"',,) IiII' 

domestic sa ics. 

The agl'icultural secto r employs 60% of the total labor demand whi le the industl'Y and 

se rvicc sectors absorbed 15% and 25%, rcspec ti ve ly . or to tal lahol' demand . ()n thL' 

cOl1l l'ary. the agricul ture sector has the lowest cap ita l share. 20%. The majol' 
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Table I: Share of macroeconomic variables in the base-run (perccntagc) 

-
Sectors 

I\ gri cultllrc Illdusiry Sc rviL'c:-, r~ 
Tariff r,l le ti n'" 16 25 I 1 I I ti ll ---

I ~!~~Il ,~ rl' 1, -
Mi lM 'I 7X IX 11111 

------- - - ----- __ __ M_._~ - -- - I 
L\ llllrt shan.: LX i/EX ~I :! () ) ~ 11111 

Vallie added :-; 11 ,11\ .' VAilY A 49 21 JO 100 
/)oll1csti l: Sai l' '' Ditrl II () '0 -" I till '- - ------------ ------ -- - - - --_. -
Production ~ha n: XS i/XS 3lJ 26 J) 100 

I .abour Sllill'c LDi/LD 00 15 25 11111 

Capila l shun: KDi/KD 20 36 ~ 4 IUO 

Va lue added composition 

Labor LDilYAi 59 34 41 49 -- --- ----- - ---
Capital KDiIYI\i 16 (,(, .:)9 .1t) - - -
Lalld LalldlY Ai 25 0 II Ie 

Total 100 100 100 lOll 
Sou rce: C<lml,utcd trom EthlopJan SAM (1999/2000) 

* see the apllclllli x I'or variab le notat ion 

:-i harl?lw lcicrs ul' c lpila arc industry (J6~/o ) and service sCdors (44/}o!. Thi s ligures and 

the- C(' lllpllsi tion nr va!lI e added in tab le: 1 indicates that til L: agri culwrc S~C l o r is lahor 

in lL llsi,c. hin ing 590/0 of its 10iai value ad Jed gc n c nlt l~d rr0 l11 lahul'. T ilL' induslr) :llld 

scn'icl' scUO!". .... , in conlrast. are ca pital intensive ha ving () ()<X) dtH.I 5()lX). n; ~ pccli\ cl) , or 
their tOlal va lLic added produced from capital. 

3.2.1.2 So urces and uses of Household Income 

The source of househo ld income differs sign ij·icantl y among household groups. The 

household gcncrnte their income mostly from two jitcto rs of producti on, labor and 

cap ital. and I'ronl tran sfers . Farm household deri ve their income mainly from wage 

(57%) and capital (38%). The wage earners obtain the li on share of thci r incomc I'rom 

lI'age (XX"'o) _ Cllnvcrscly. cl1lreprencurs receivc their income mainl y from capilal 

(6"°/,,) (Scc ta ble 2). Then, trade li bcralizati on would cxert sign ilicanl cl"l\:ct O il 

househcdd \\·clfarc through factor remuneration. If. for instance. the policv rc i"mm 

shrinks the 1l 1(lJl u l ~lC(Uring industrial sector. (hose hO ll ~c ho lcl \-\t ho hea vii ) rel y tlll \\,lgC 
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irH.:omc \\Oldd hurt most. /\Itcrna tivcly. if' trad e lihcnd i:;.alion ilH.lu ccS l·.\pall~inl1 {II' till' 

agricultural sec tor. those households engaged in the sec tor wo uld bend!1 IlH1S I. 

Tab l~ ~: Sl1ll1n'S alld tl S~S \,1' Il o ll s ~liold 1(I ,O ll1l' (pl'I'c'l' llla l!l') 

\ Income Sources 
f---- -'""-'~~-~--

Household Type. Trans fer 
Wage Capita l T Olill 

Public Private Forc it.:11 

F;mll I hHI:->l'IH)lds 57 J ~ I :1 ) 11111 - -_._---- ---
Wage Eilrlh.'r:- H8 () :) 11 7 11I1l -- ----- --
L 11 [1'lJ? I'l'I1C It r:- 9 62 4 , '! 17 11111 

1 Iscs of ~!c,!'!ne - --,---
ConslIlnpl itll l 

.-~ Direci Tax S;J\ 'ilig Tota l 
Agriculture I ncluslry Service 

Farm Households 7 1 18 :) I (, I II( I -- - -.- -~---- --_.- ----
Wage: EiJrlH.~r\ 32 J7 12 (, I , 11111 ---- r--~--

Elltrc.I?rCnl'llr ~ 24 28 <) 17 2 1 11111 
-Source: cOlllpu(ed lrolll Icthloplan SAM (199<)12000) 

The househo ld also difTer In how they usc th eir incol11e. The malor share 01· 1,,,.,11 

housell\lld inwlll~ (7 1 'Yo) IS spent 0 11 consumption or agri cultural prod ucts. This 

househo ld group saves the least share of its total income (6%) to savi ng. Wage earners 

and entrepreneurs allocate th eir highest income sha re in consul11ption 01' industrial 

goods. These ho·useho ld groups contribute the relati ve largest share of their inCllllle tl) 

savi ng . 12'1., Ind 21 % respect ive ly, Part of household income al so goes to gove rllill ent 

in the rorm of direct tax. Goverlll11ent co ll ects direct taxes, as percen tage of househo ld 

income. 17'!';, !'rom entrepreneu rs. 6%} rrol11 w ag..; c:mlcrs and II!";, frolll farm 

hous~hl,lds. \I 'c' could draw impl ication I'mm such st ru cture 01· direct t'L\CS: il · 

go\'ernllll'tlt cumpensates the loss or import tarifr re venue wi th direct la x. til l.,' poor \\ ill 

be arkctcd le ss. as their share to direct tax is the ledst (I':;,,). llut this as" "l1eS 11"'1 

majorit y or the poor ex ist in farm households. 'r he assumption is asserted in our later 

ana lysis '\-\, 11 1.:1"<.: \A,.' C lind Ill os t of the poor (6!(%) in farm household ~: ItL'gory . 

The difference in consumpt ion pattern , particu larly in agricultural and indust ri al 

product has consi derable clTeet in distribution " I' trade libera lizat ion benelils 'II1)\ Jl 1[,; 

Ill1 useholds. The erfect due to consum ption of se rvice pmducts is Illuch lower as the 
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shan: OrhllllScllllld 011 service consum pti on is tilL: lea sl. and household \, 'Oll S lIll1ptillll till 

not relati vely va ry among themse lves. Trade liberali zati on impacts consuillptillil. <lIlLi 

he lIce I'l'l'l'rl~' . through changcs io price or imports :lIld domcsti c S:ill'S . 111 Ihi s 

:1I1<llysis. challgl's in consumer price or agricullu r:iI JlI'otiucls alTecl 1111 1St 1':11'111 

l1l>uscholJ WM spend 71 % of their income in agricultural producls. On thc other h,,"d. 

chall ge ill prices or industrial producls afrects most wage camel's and entrepreneurs. 

3.2.2 Simulation Results 

ThL' C1n;d) si .... explores the in"!p;lct or trade lihcrali/: lIioll . ill Icrm s nl";1 l'nlnplt'll..' :l nd 

instantalleous tariff n:1l10val , on the economy as (\ wholt: and 011 I wusdHlld~' l)l\\ \.:rt~ 

and inclllllL' di ~lri blilioll ill particular. The study caplUrcs bo th shurt rlln and l\lll t! run 

erlCets. The period of' analysis extends f'rom 2002 to 2017 . The shurl run illlP<ll'l rL'li:rs 

tlllhe per iod 2002 wh il e the long run analysis correspollds to the yea r 2017. 

The rcmo\',,1 of' domestic distortion. causcd by tarirr. is cxpccted to bring "hOlil <I more 

ei'licicnt "lctor reallocalion bel ween sec lors. The cxpecled oulcome is lhe highly 

prntcc(l..'d ilnd import competing sector wou ld contract "vhercas th ~ less protl.:c\l:d "nL! 

~xport ,'rient~d seclor wo uld expand. The dynamic model nOI Dilly grasps th~ 

ci'licicn~) c1T~cts but il also takes into account the capital accumulation errects. In lil~ 

short 1'l1l1. capital is seClOr spec ilic while in the long run il is mobile and moves to the 

expanding scctnr. 

3.2 .2.1 iVlacro and Sectoral Effects 

Tahle .') pl"l": ~ l:llt ~ the outcome of trade liberalization Ull imports. explIrt s. secto r:ti 

olitpulS and domestic sales. The el imination or lari rf' induced a 1;1 11 in import pric~ 1',11' 

:11 1 product grnups ill hoth th e short run and long run except 1'01' tlil' se rvice scclllr 

wilere it shows increasing lrend in the long run. The hi ghest dec lin~ (-17'1.,) is 

obse rved Ill\' illdustrial goods in the sha ri run. In the longer peri od. the induslr i,,1 

product prices still decreases but at a lower rale. 
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Table -,:Impact ll rtracle liberalizati on on pricc or import, clomes tic sa le s. C~P() rt and 
(I' I I' I I ) output ercentage C lange rom ll C ,asc-rUIl 

~ 
Short Run ------_. - __ .J.:9.rlg Run 
~--S~(t\)rs Dom~stic . Out I hllll~ s l ic' 

hl'"rts 
( ) ul 

Imports 
sales 

1 '. ~p() rt S Impo rl s 
s:lIes [lui 

~I - put 
!\grH..'lI 1 I 

lire "-II -I 0 -3 -10 -25 -I g -1 5 
Industr\ -17 -7 0 -10 -5 -9 I -" - -----
SI.'r\' ICL'S ·X -28 0 - 18 X -44 70 -25 

SOllrCL': Illnde! si1llu laliol1 s 

III rcspilll~\': 10 l ilt..: rail i ll import pr ice, 10\;11 import d Clll:lllll iIlC I'L'; ISl'S (lU u ill 11h: ", I!tl!"l 

run and 34(% inlhc long rUIl . Consequentl y. localllroduccl" -; COI1!'fPIlI \\illl ,I dl.'\: lilll' ( . 

~'!!(d ill dUlllestic lkll1and in the short rUIl, ilml hellce a rail in domesti c S'IiL:S pri ce (-

I %) . But the longer period result revealed that domestic sal es incrcases bl' )2% (SCl' 

table 4). 

Table -1:lmpact nr tradc liberalization on vo lume oril1lport, domesti c sales. cxport and 
output (I' I rib ) ercentage c lange rom t lC ase-run 

Short RUII Long RLin 
- - -~ - -- --- - -----

Seclor~ 
Domc Domes 

Im ports stic Ex ports Outpu t I III ports ti c Expnrls OLltPLIt 
Sales Sales 

Ag ri cull I " 4 II 5 11 5 72 1..1 (,() -.) 

lire 
--j- 12 

- ----
Indust1Y 16 -2 -2 44 II 2. I () 

S('n H .. '~S -~ J I -18 II -7 -28 70 IJ ] 
-- -- ---- ----

Total 6 -2 i I - I 34 52 I . .1 29 

Source: Illodel silllulations 

Thc impact of the trade po licy reform has generall y incrcilsed expurt in both periods. 

There arc two poss ible explanations fo r the increase in export. First. lo llow in lo! th e 

reduction ill prodLicer prices, real exchange rate wo uld deprec iate, as the real exchange 

rate incorporates producer prices as its denominator. The depreciation would create 

w lllpctiti l'cness ill international market by supp lyi ng cheaper dOlllesti c products. 

Second. 'h the increase in import has dwindled domestic sales, domesti c producers 

h:ll'L' t() compensate the reduct ion ill domestic sales by looking 10 1' market elSewhere. 
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When we exam ine the e ffect or trad e liberaliz:ll ion on factor mark ets. \\l' nbSlT\l' ;1 

c loser li nk between ou tput price and factor price. Follow ing the pol ie) sl1l'l·!-. Ill' 

fou nd a fall in output prices th at is hi ghest fo r service sector, -I S% 1(11' Ihe shol'l run 

and - ~S"" I','r Illl' Ion" rU11. Nex i 10 sen il'e sn' I,' r, Ill l' ill<iII , lli :d <111 11'111 I'""'" ,11\' 

cllrtailed III -~ O% in the shol'l run and -22% in the lo ng run (table 3) . 

The lIal' in which this output pri ce changes inlo !>Ielor price dclcnnincs Ihe change in 

household incomes. We ant icipatc a fall in lilctor priee I()r !>Iclors inlcnsively 

empl lll'l'd in seetllrs where va lue added prices dec line I(lllmvi ng the shlle k. I.ike Ihe 

changes in outptlt prices, va lul: added pri ces (kcl illl' for all Sl'C lnrs in hU11l pni'1d" TIll' 

major reduction is observed for the industrial sector, -T';;) in lhe shun rUIl and -! 711/0 ill 

the long r Ull. and the service sec tor -2 1 (Yo in the shurt run <I lld - 12(% in the lung rUIl. 

Table 5: I'JJ'cet ll l' trade liberalizationlln prices uf value-adlhl. fa clors alld C!lnS Ul llers 
(Percen lage change from the base-run) 

Agricu lture In dustry SCI'vi"l" 
I--'-'-''''-'rc::.:.:=-=--+----'-'-'=r=----+-·--~ -- -----

SR LR SR LR SR L. R 
Value added -3.0 -9,4 -7,2 -17,2 -20 .8 -12.0 -

~i~1 -=~_~~~-- --- ·d.i JI __ ~~ ~ :~ ~~ t~:)~\~-±-· -=~;iL 
( 1'1 -Q.:.Lr - 5.5 -11.1 -. ~~-t -2~ .. :_U_L 
~)E_'.s itl' f!o,,<i -0.8 5.7 - I 1.11) _ ·2 5..\ [ -22. K 

~UlJrce: llHlt,k-1 simulations 

SR = shurt nlil. I.R = long run , CPI '" consumer pri ce index 

l"3ecallsc oj" the assumption o f labor mob ility ill hoth pcr iods. va ria tioll 01" wagl' r:llc is 

un iform across sectors. In con trast, capita l is sector speci fic in th e shun run. alld its 

returns diller ac1'OSS secto rs. Changes to returns capital resembles changes in value 

added price of the co rresponding sector. The decl ine in returns to capital fo r inciust rial 

and sl'rviee secto rs, -8% & -31 % in the short run allci -22% & -28'1u in the long run. 

respective h·. are attributed to the decrease in value added for the same seclors . -7'X, & 

~ I % in the short run and -17% & -1 2% in the long run respecti ve ly. Return to capilal 

is relatively highest for agr icultural sector (0% in the short run and 8% ill the long run) 
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because agriculture has undergone the least decli ne in prices or ",-lI ue :H.lded (_ .\°;1 ill 

the shon run and -9% in the long run) (see tab le 5). 

Thc pIllin' r,'111rm has brllllghl ahlllli a Ch;III!,!C il l price Il l' illll'<lI'h ;llId dlllll l',l il':lII, 

I'n1dllCcd )C,,"ds. :\lId "IlllSllllll'r I'ril'c illdc.\ (l ' I'I ) is;1 lIl'igllll'" ;1\l'1;1! 'l' "I 111l' III,' 

prices. Thc ~mpilct of changes in consu ill er price depends on the p;ltlel'll Il l' 

consumptiol1 by the hOLiseh olds. Table 5 shows th:11 thL: highest (krlilll' . sill)!"! nill. III 

ePI is nhsL'rvl.'d fo r the industrial producb (-1 It X.) nex t to scrvicl' products (-~)IIIf). 

The 1,111 in e l' l l'or agricultll re is only 1%. CIlll sequel1lly, Ihose hllli schllld .s \I htl 

prcdnllli nanlly conSlIllle the industria I products would bcncll1 Il1osl. In Ollr C:I ..... c. \\ :Igc 

earners and entrepreneurs consume most of the industri al goods. Then. thl' Sitlllll:l1iPIl 

suggests til:ll the two llO liseholJ groups ht..:llciil Jlltls t I"nnll tradt..: lihcr;ili/;Ili,11l in lilt.." 

shon run. 

The cll:In~e in l'11l1SlImCr price or se rvice products is not as signilicilnl as the other tWIl 

product grrHlps.· It is because hOllsehold conSl llnptio ll share 01" SCl"vil·c pn1dll l."iS 11;1:'> 

srn:J!lcst shan.: 01" their income and it Lines 1101 va ry much aillong the huuschulds. III the 

Inng rUIl . . tlll' l·h:ltlgl' ill CP I hL'lwel'1l agricultural alld induslri ;d products dol'S n(ll V; lI")' 

much. Thcn. highest reduction in CPI enjoyed by wage camel's and entrepl'eneul" in 

the .~ hnrl run would vanish. 

\Ve call c;..:plicitly measure var iation ill poverty IlllI \)\N ing tr;llk: lihcr:lli/.;llillll 

employing Ihe 1"lSler. Greer and Thorbeckc (1984) class 01' poveny measlll'es. The 

Sllb'l'qucnl secl ion presents I:GT indicc,; using MOI·TIJ (LOO? ) estllll;lIion "I' poverll' 

line. I 075.rn Bi rr, below which households are deemed poor. 

3,2,2.2 Povertv and Inequalitv Effects 

Level of pOl'eny and inequal ity fo r the base run is repo rted on lab le 6. Farlll household 

group has the highest (61%) concentrat ion of the poor, measured by head coun t index. 

On the (llher hand, the least number of poor househo lds is located in th e wage earncl's 

group. This group, however, I'epresents the most uneq ual expenditure distribulion, 

compuled I,,· the Gini coefficient as 41 %. Uniform expend it ure di slribution is 

relatil'el\' nbsel'l'ed in I'arlll households group with a Gini coel'iic icnt 01' ~()'%. /\1 Ihe 
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coulllr, In·el. 56% or Ih(~ households arc below Ihe poverlY line while overall 

inequalilY is measured as 320;';'). 

I\"'erl) g;ll' inde.\ Illeasures Ihe Illeall propOi'liollale pnverly :;;lP ill Ihe 11Ill lSe hllld , 

\\h~['t...· thl' lh'n-ponr havl' IlTO pl)\ll'rt ~' g;'p . 11 ":;11 1 hI.' Vlll ls idnrd ;, .... ([I f l · \1' ,\ \1 1 

.. 
l'lilllin;llillg pn\l'rt~ ' relative 10 pO Vl' rt)' lilll' ['O\ 'L'I'I)' g;'p indc.\ ;1\S\\ i lld il';llV 11\1\\ 

Illuch \\o ulJ ha ve to trall sre r 10 brillg the poor expenditure (o r inCll llle) up In Ihe 

po ve l'l l' line (Wn. 2005). Accordillgly , rrom lable 6, we could see Il lal ral'lll 

11OlIsdlOlus lkrnand higher amount of transfer in both base run and si mulation IK'rillLl s 

where as \\';lge earne rs need Illillillluill level or trall sre r illihe base rUIl and long run . 

The simu lalioll result has revealed that trade libera li zation, in Ihe forlll :1 Cl) llll'icl e' 

larirf rClllovaL has an adverse short run effect on household we ll~lre. Table () SlllllVS 

Ihal all houschold groups have undergone through an increase in Ihe nUlllher 01' Ihe 

Pl)ll!'. The' Il)I;11 nUlllber ol'households has increased by I5'X .. 

T II ( I a ) c J: 'overl )' a ll t I II1C t lLIa lty In tht.; base run and anc !" ~ill llllatj o ll 

I'<lI'I11 Househo ld Wage Earners 1:11 t rCl)rc nell rs ~~I;d Illlll<ehol ds 
- IJ::;-f SR 

._.,-- - --- r -T-LR Ba!'\t: 5R UZ l'lasc SI( LR 13a"e SIZ LIZ 
I kadcouill 
rati () 61 74 53 3 1 52 J_Q... 44 53 37 Sf) 7 1 -0 
_._---- -' 1----- "- -~ 
Po verty 

cell) IX 26 15 9 19 ~9 1'1 IX I!.!.... 17 2) 

Poverty 
--

severily 7 12 6 4 9 4 6 8 4 7 12 
Gini 26 26 26 4 1 41 41 39 39 39 ,~ 

,1_ 
" " 

Source: model Simulations 
SR = shari run errects, LR = long run 

The lI'age ear'ne'rs are the most adversely affected household groups in Ihe shari run. 

Thi s could he c . .\plained by the loss of job attribuled 10 Ihe SliD' compelilion associaled 

lI'ilh Ihe' inllll.\ ell' I<)reign imported producls . The reduclilln in import price ami 

probabll Ihe improved quality of imported producls wo uld compel Ihe domeSli c 

manufacturing illdustry to shrink. Thi s, in turn. would reduce labur dL:ll1and Ill!" the 
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Tah!!: 7: I)I".'L·lIllljll)sitinn or )llVCrty clwngcs intu gro w th ;1I1d rcdistrlhlltl ll il ClI lllPOlll." llh 

f-__ ::-_-,=C..:.O",Ilc:J11-"lx"''';.::,e::.:Il",1 s'-c' ______ I I) i i"ll: 1' ... · 11 

[ [li li seh 
\lIds 

Farm 

HiT [Ildiees 

Growlh [~~lribllli (l1l [(l's itill ;'[ I ,',' 
[)<lII8: 1 [) ;lll ,~ 11"11\ CCIl 

Kakwa Ra vall [( <lk "" [{ <lv<l lli llll) IlIllg rli ll 
Ra va llion nl ani 

Ion ;II HI hil S\.: 

Dati 8: 

(I (IX 171 I,::l' ':-:llf""':c.<ll:::".:.:lI .:..r':::1 I.:.:i ()~_-.:.:O:':' I:::..) X _-1--,-1,,:::),(:::) X-,-' +-...c0-,::' [:,::10_ +--",0 'c,.(I.0c._ + _ I,c-I. (I 
HOll sch Povel'l v !!ap -39 -39 0 a 0.0 -.1 9 

f-,,-ol_cl,-s -t-c-Pove l'lY severity -20488 -20488 I I 0 . .1 -20487 
Headco llill ratio 0.00 0.00 0.00 0.00 0.0 0.00 

Wage 
1-:...1" :...' \:..:e::.:r",1 Y:.;_ '-:.-.:' a", r1 __ 1- -0.70 -0.70 o. a I -,0"._°=-1'_-11 __ °:.:.. 0'--_1_'_-(~J: 'c.c('-:-8 _ Earners -

1--__ -+...:.1'0\',1'1)' seve ri.:..tv'-+_...:-3:..:7.,.:.9 __ -t-._-::.3-,79=---t--'c6 _ _ 1--..-C6_+_-'0_.0'-___ ._-...:..1_7_.1 _ [ 
.. I !c'ILicoll nl ra lin -O .OS -O.OS 0.00 0.00 0.0 -().OX 
1-.llIre I' rc f-"-=='-'-'-"-'-=-t--:':""=--+--"""-t-=-"-+...::.:.=-=--+---'-'-'---+-:=----j 

1'1Ive l'l v gap -37.49 -37.49 0.00 0.00 0.0 -37.49 
ll~lIrs 

f-___ +'-i'''-o.:..:ve:;-I'I"IY '..,.:' s",e-,-ve",r.::.ilL-jY_ --";20",3::,:4:,.:4--t_-.::2,,,03=c-4:..:4+--::-,0:c:c-_ ° -0 . [ __ -2 O:;.:l_~ 
[k"dco llilira li o -0.06 -0.06 0.00 0.00 0.0 -O.lI l, 

[loverl\ !!ap -+._-=~-=3~[ ===:=~-=3~[ ~=;::,,-_c~-'O_~-_-t-r--_-=O~_=:=_===I:":)-,-.-(_)="==f - --, [--
I' ll \'el'l\ severilY -[ 6250 -[625[ I 0 [ 0 , -O J I -[1,2)0 

TOTA [_ 

Source: model S lIllUlati OIl S 

;lIlecleci h\ loss ol'jobs. 

[11 Ihe long rlili. trade liberalization and capital acclImll[atioll e ffects leads to <I [,d[ III 

povel'l l' across a[1 household grou ps. The hi ghest redu ct ion in poverty is observed In 

farm house hold group (-8%). The decline in Ihe number o['lhe pOO l' in [,mil househllid 

has eonsiciel'able eiTect on the ove rall poverty leve l. This is because most of Ihe pOllr 

16 [Ufo) arc C(l ncellll'ated in farm househo[d_ and ['lI'rll household consl itlil e 42% Ill' 1[lL' 

Illta[ hllllscho[ds. Then. at Ihe coun try leve l. household poverty has liillcn hy (,"1, ,, On 

Ih l' l' lhl'r hand. illeljuality \':;lue has generally re lll<l ilieLi as Ihe base I'UII vallil' . 

As stated ill the theoretical literature, we cou ld dct..:.omposc change in PO\"L'I"! .' itl hl 

growth Hnd red istri but ion cnccts. We I..!.x plnrc if hOlh compnIlL'llh. ~ rll\\111 :Itld 

J\:di strib uti nll . \\o rk tuge the r ill alleviating povcrt y or OIH.:. red istr ibutiull Clll lljWIlL'Il t. 

might deL'l'e<lse pove l'ly red ucing effect of the olher. growlh com[ll)I1Cn l. 

Table 7 present s the change in poverty be twecn th e base ru n valuc s and IOll g rlill 

va lues. The resull indica tes that growth is the major [ilcto r ill cu rtail ing poverty. [I 
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im pli~s thatth~ gl"llwth componcnl is invnse ly r~ l atcd tll challges in tllc 1I1I11Iber "I'tlie 

poor: as grcHvth increase, the number of poor decl'C:"(lses. In farm household grollps. 

growth is the sa le fac tor in lessening poverty, In other household gro up. wage' earne rs. 

head Cl)U nt rati" slightly increases due to d~teriorati()n "I' npenditure di si rihutillii. III 

Ih,' I)thn Hilll1e':ISIIr"S. I)lll' l' rt)' ga p :llld pIlI'nll ' sn nil\', I lin,' is:1 :dll: ilkr "tlln:,,' 

efrect ol'the redi stribut ion component in a sense that it increases poverty, 

Based on tahle 7, we cou ld generally say that trade liberalization. el)upktl ami elri, en 

by capital aCcllllllllation (growth), is pro-poor in the Illng run, 
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4, Conclusion an d Implications 

\Ve ha\!,: ,Htcmpled to examine the short run and long run impacts or lInilall'r:d lr;llk 

lihL'rllli;:\ti\ lIL ill lL'nllS or a L'tlmpll'll' :Jlld illstilllt:1l11'1l1lS import 1;ll'il'l'I"I:11111\;II . \111 

~~<.:tors {II' 111l' 1". ll1iopiill1 economy '- lilt! huu se hold !11)Vl:I'l.V illld illcqLl;dil~ . tilL' ... llll,1\ , 
utilized" cllnal1lic sequentia l CGE mocle l, employing a 'top-clown' appnw"h 11\ ";IITI 

out the l1licrosirnlllation ana lysis or poveny and inequality, We used Wil S/\M 01' 

I <J99/2()()() anel ('SA household su rveyor I <)<)<)!2000 thai cOlll pri ses "I' 17.1:>2 

households. 

The lIlain lindings or the analysis are complete and inslanlaneous lari IT relllo,," in Ihe 

Ethiopian econolllY wou ld lead 10 a wo rsen ing of poverty in the shan run, anel 

contraction or the in ilially protected industry , part icula rly industry and services. In Ihe 

long run, u'a,ic liberal izat ion combined with capita l accumulation reduces poverty and 

swells seclors that were contracled in Ihe sha ri run. The growth errec t captLired hy Ihe 

model ,,(\ nlr ihules to Ihe expansion of all secto rs, particularly agricu ltlll'e anel reduces 

Till' {kCdlllPllsilion or changes in poverty intiicatl's thai thL' contrihlltion or the 

l'L'distrihLllioll component in al leviati ng po verty is trivial. Tilis implil'" tl1 .11 thl..' 

liL'crca .... c ill PO\ cny observed in the long run is sok ly allribulcd to thl' gro\\ til 

component. There lore, we could say that growth is pro-poo r. 

In order to ~ !nH.:liurate the short run negative impacts or tradc lihl'ra liz;Ilinll, \\1..' suggl'sl 

111'0 possible remedies. First, provisions of temporary Iransrers to the pont' until the 

long ru n I,,'nelil s arc rea li zed. As the in cl usl ri ,lI and se rvice sectors arc coll1pelled 10 

shrink and Ihe poor did not beneli l f'1'01ll the increased in fl ow or imported 

commodities. we suggest a different po licy 1001 as a second So lu lion . Insle"cI or 

undertaking a complete and instantaneous import lari rr removal, it might be 

"ppropri"tc' In gradua ll y liberal ize and temporarily prolec t key inelusl ries Ih ;1I provided 

cnormous empluyment. However, this policy is not to cncourage inef'licienc), linked 

lI'ith protectioni sm. In order to reap the efti ciency ga in associated wilh liberali/ed 

cconoml , 111\Ise tcmpomrily prDleCleci induslries would be uli immely liher;"i/ed. The 
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liberalized. 

Then. as a l·lIllire rescarch agcnda. il would be use hd III e~aminc Ihe elleel "I· gradll;d 

(radL: li hcr~di/.alii)ll Oil household poverty ami iJlcqu;dil ). (Hllcr \ il;11 i"lII llJ"l' I'l' :-."O; II\"II , 
agenda wOli ld bl: to ill(.;orporatc the sl ru ctural rig idities alld illslilulion;d c\lJ\ slr:lillls 

inherenl in Ihe r·: lh iopian economy in lo Ihe mode l. 

Fina ll y. caul ions need 10 be exercised in il11erprcl ing and using Ihe mockr-s re slilt s as 

Ihe model asslimed markel-clearing cond ilions lo r all markels. 
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,\ppl'ndi " LlJ"'Il;lI ns o r EX TER 1 SJ) 

The subscrip t pn:st.:nt ing the. time per iods is introduced nll!y W lll'l1 Il CL·CSS; lr ~. 

I'rndul'1inll 

1 X 5 = 111 i11 ,--l-,_' \ lei Vk] 
J Wj Vj 

I
, kl 

(1 '<I) I(f) - ""!I 
- (('HLll 7H1g 

- , 
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(1 - ad ) LAND -I> ]""' 

L/l N /) '" (I-a") ('T)O" . - , - cr-
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InCOllll' and savings 

10, YDII
'I 

~c 1'11,1 - DTf-Ili 

11. SHII = AUf' VJII ' 1'01'/11 

-- - -row 
13. SF = 1'1' - I'I DIVII - e * DlV - DTF 

14. YG = L ;TI; + I;TIE; + I;TIM; + LII DTII'I + UTI' 

15. '1'1; = tx;CI';XS; - PE;EX;) -I- [0 + tm;) 'e * pWM;MII 

16. TIM; = tlll;' e * PWMi Mi 
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17. Tlfi = tcil'eJ,'Xi 
18, DTN" = tyil l! Yl-/ I! 
19, DTF=ty! * YF 

20, SG = YG - C; - Pindex II! TCII 

Demand 

21. 
'
),(' -\ ,) . . mill, (("",., \~ I) ' .11 1111 ) 
(i ' i .I' - LiLU, 'Yu, , I! - L... I, Li LU, 

22, cril l! = YOIII! - SNI! 

23, I Nil = ",I'r 
I /'( 1 

2'1, on, = L, /!I , 
25, (; = X.I)', 

Pri ces 

27, 
,. = /'IJIII I,I,V AH(!g-wLDIICl.Q 

IHlll KDlIlZg 

.P-,V,,'lC"'-'" ,.:.... A"" ,!!..:"._-.:.:r I.:.:' L:::.A::...N::.D 29, rc = - ' . 
CF 

30. PDi = ( I + tXi) Pli 

31. PM, = (1 + (Xi)(l + tmi) * e * PWM i 

32 . I' Ei = ':.:!:w r:! 
1 +-/1', 

34, PiXSi = PliDi + PeiEXi 

35, I'inv = f1 i (I"i)''1 
Iii 

Intcrnaliunal Trade 

I 

37 XS = 13" [ lj<'FXkf + (1 -li")Dkflkf 
. , I '" . ' J iii 
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'lH FX = 1 (~) ('I-I,li)'I< D 
. " \. 1'1, (I,t' 1 , 
'H) II - ill/ I ('11M- f), + ( 1 - a~ll)lJ -lli - I', I HI 111 1 '" 
.) . vi - I (. iiI i . 

) 1/1 Jar' ~, O,M , = l l.ld ; )(~) D 
1 \~ l-ai" 1 

Equili h rium 

41. Q; = [)IT; + LII C;,II + INV; 

42, LS = Li Wi 

~3, IT = L"SIIII + SF + SG + e ' CIiB 
44 EV = (CHI -" , PC _lIdll) n' - (C'{'f1O -" pca CII!ill) . II H 6 1 l LI,J 1 11 1.. / I I.} 

D~ ' naJllic Eq uati ons 

4 S, f( iJi 1/' 1 ~ ( 1 - i\') I( [)i it + Il1d; i, 
, " 

46, LS, + 1 = ( 1 + I1g) * LS, h' 

47, e"';11 = ('1 + ng) • C"i" 1,11,/ + 1 /,11/ 

48, 
, 2 
"1(1i,( _ (,"i.e) (ru) --)" -+y'-"D , - 11 Ii 21 U . 1,/ 1 I 

49, V, = PIJl1J r (il' + 8) 

50, IT, = I'in]}, .' Li Indi,t 

Eudogl' 11 011 S "'Iriables 

Ct,l, : 11" U,c llJ,ld Ii's consumplion orgood i (volume) 

CF: CJllllllJ)silC agricultural cap ital -labor hlctor (vol umc) 

elf : Tota! intl!I"IllL' Li iatl: consum ption of'<lctivil) i (VO llllll L') 

C,{,H,! Il nuscilJ) ld Ii's total consumption (val ue) 

D,, : i)elll'")(! Illl' domestic good i (vol ume) 

DIi,j I nlcrm eci i.ne consumption of good i in act ivity j (vol ume) 

DITi : I nlCl'lllcdiate demand l'or good i (volumc) 
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Dr !" : Recei pts li"om direct taxa tion on li rms' income 

DTH /I : Recei pts li"om direct taxat ion on household ii 's income 

e : [ xc ha l1gl' rate 

Ell" : lequ ival ent variation l'o r household iI 

" "X; : F.\ I") rts in good i (vo lume) 

G : I' ubl i, expendi tures 

INlI; : 1111",'SIl11,'nt demand /"or good i (vo lume) 

IT "/"" tOlI i1l\ ,'stment 

LD, /\ltil it) I demand l'or labour (vo lu me) 

Mi Irnp()rl~ in good i (vuluJl1L:j 

Pi P['u<.iUCl'I' price of good i 

pc; : C" nSlllller pri ce a /" compos ite good i 

I'D, : /)omes tiL' price 0 1" good i including ta xes 

PE, : f),'mestic price ofexpo rled good i 

i'INDfX : Gil I' dellato r 

Pin v: Pric~· index of investment 

Pl. ; : Domestic pr ice of good i (exc ludi ng taxes) 

I'M; : Ilo1l1esti, price o/" impo rted good/ 

V, : Demand Ic,," composite good i (vo lul11e) 

1"; " ROlte ill" retum tll capital in ac ti vit y i 

rl : Ra te 01' n:turn to agr icu ltural land 

rc : Hi.lIc oj' return to composite facto r 

SF : Firms' savings 

S(; : tinVL' l'nllh.:tl l's savi ngs 

SH/, : Household ii's sav ings 

Ti, : Receipts rrom indirect tax on i 
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TIMi : ReCC 'lHs 1'l"Om import du ties; 

VA ; : Va lue adeled ICJr acti vityj (vo lull1e) 

IV : \V,lgC r;\I~ , 
XS j (lutplIt"I' activity; (volul11e) 

YDH I! : Household II's disposable income 

Y F: Firms' income 

YC : Government's in come 

Y HI! : Household ii's income 

LS : T"tal lab'"lr supply (vo lume) 

K Di i)em:lIld ror capital in ac tivity; (vo lume) 

CAB Current acco unt balance 

Illel l.( : J),'111'Uld rur capital in ac ti vity; (vo lume) 

(/, : Capil:lluscr cost 

C/H1lI ;vlinillllllll CO I1Stllll lJti on or!!ood i b), hlJlIsl'hlild It i.l! '-' 

Exogello ll s va riables 

DIVI, : Ili vidends I",id to ho usehold II 

__ row 
DIV : Dividends pa id to the rest orthe World 

LA ND: I ,'lI1d su pply (vo lul11e) 

PW Ei : W"rld price or export; 

PWM i : W"rld price of imp Or! ; 

TCI! : Pu bli c transfers to household II 

Pa rameters 

Production function s 

Aj : Scak cllcrticicnt (Cobb-Douglas production runction) 

aij", : Input-outpu t coerticien t 
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/OJ : Tcchnical coe fficient (Leollticrp rod uCl ioll fUllclion) 

Ilj' Tcch ll ic;1I CIH: rfi ciclll (I ,co ill icrprodliclioll r' IIl Cl ioll) 

CfS hllll'tion bet wN'n capita l and lahor 
~ 

Atl : Scak co~nicie nt 

(If 1 : Slwrc' paral1l~ t e r 

pfl : Substitution parameter 

(Ji
kl 

: Substillltion elast icity 

CES function between composite factor and land 

prL SlIhslillJli(l1l par<lJ11l:ter 

CES fu nction between imports and domestic produc tion 

al" : Sh;m: paraill eter 

ptl 
: Suhstitlltinn parameter 

(Ji" : Substi tu tiL1 n elastic ity 

CET functi ou between domesti c production and exports 

Bf : Scale cDe nicitnt 

P,'·' " SI , l<1r,' p:lr:nn~t~ r 

kf : Transformation pa rameter 

rf : Tr<lnsl()J"Illa ti oll elast icity 

I. fS conSllll lpti'''1 function 

Vi. : j\ \;1I'gilla l shan~ or good i 

Tax nlll:s 
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tm j: Impur\ dllti~ s on good i 

tyhll : I)irc( tta \ ratc 0 11 houschold Ii's incom~ 
\ 

tyf : Dircct ta\ ratc on linlls' inwillc 

Oth<'r paramrll'rs 

OJ: Sharc 'il'activity) in total value added 

A~, : Share "I' land incomc r~c~ived by 11(IlI s~ h o ld II 

A'f : Sh,,,'( " I' land income rceeiv~d by linns 

A'rlllV : Share (II' I ,mel income received by roreigners 

Ai; : Shar~ a i' capita l income rece ived by house hold" 

}/f : Shar~ " I' capital income received by lil'lllS 

"rolV : Share ,ir capital income received by fo reigners 

Al:' : Share " I'lah,,,' income rcccived by Ihlusehold Ii 

IIi : Sh'lre "hhe value or good i in total investment 

ng : Pnpll!al ilHl growth rate 

,\' : Ca l'it ,i\ del'reci'llion rate 

Yli : Paramcll: r in the investment demand fun cti on 

V:!.i ; Paralllcll'r ill the investment demand J"UllCliull 

ir : Rcal illlLT~st rate 

Sets 

; , j E I = (Agriculture, Industry, Service) 

11ag E NAG = {lndustry,Service} 

h E H = {Farm Households, Wage Earners, Entrepreneurs} 

t E T = {lOIJ1 ,l003, .. " lOll} 

so 
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