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Abstracc' , " " , 

The purpose of the thes is is to d iscLlss and an:dyze d1l' (Ffcels of \"lTO accession oh i.:d1iOf)'I;\'s 
economic policy making with particular emphasis on fore~gn market access YOft 1le'r eXPOrts. 'That 'is: 
irs aim is [0 ask how important market ;lccess might be as an incenti ve fo r Eth iopia ( 0 JOIll rh t' 

\A/TO. Assessing Eth iop ia's effective utilization of already gran ted p referelltial market access IS 

also another major objective addressed in rhe paper. The paper also discusses rhe costs and benefIts 

to be expected by Echiopia if she accedes [Q the WTO. 

Vve employ bod1 descriptive and empirical analysis approaches. T rends of Ethiopia's expoITs b\' 
major des tin ations, Ethiopia's utili zat io n of pn::ferclltlal market access, and major consegu ences t~r 
policy changes as a result of jo ining the WTO arc alllong descriptively analyzed issues. Fo r 

en1pirical analysis part, we employ the gravity model of international trade and include da ta 011 ~~ J 

of Eth iop ia's trade panners. The empiri cal analysis is done using twO sample periods-( I 995-2003 ) 

and (2000-2003 )-to observe the effects of recent prefetential market accesses-AGOA and EBA 

initiatives. T o enable us to draw sound conclusions from empirical results, three tra,.de poli c;' 

indicators are used. These are Heritage Foundation Index of distort ions in intcrnation01i rraG e, 

EconOlnic Freedom of the World international trade ind ex and t rade dependency r3li o of 

Ethiopi:t 's trading partners. 

European Union (EU) member countries, COMESA member countries, Saudi Arabia, Ulllll'~1 

States (US) and Japan are maj or importe rs of Eth iopi;m expo rtc rs. Tn addition to the Gcneralized 

S;'stem of Preferences ( GSP), European Union g ranted Ethiopia preferemi,al market access L1ndel 

EU-ASP econom ic partnership (Coronal! Agreement) and EBA initiatives. United S[ ;1ll'S a!s \1 

offl'red p referential market access for Ethiopia under AGOA, H owever, it is found that FLhI OPl." " 
uti lization of these preferential market accesses IS not satJsf.1crorr. 

\Alithout taking these preferential markct accesses into account, our empiri cal cstimates sh o \\" rh,l[ 

impo rt barriers imposed by Ethiopia's trade partners do not play an important ro le in det cnninin~ 

the volume of Ethi opian exports, Thet:efore, the resuits suggest that the most favored l1ati~)!l 

mechanism and putative improved market access mlghl not be an important criterion for dl'Cldlll~ 

Ethiopia's Accession to the \lITO. Hence ,he should demand long-enough pe ri ods both (, ' [ 

accession process and transition period to address her suppl}' side problems. 

Xl 



CHAPTER ONE 

J. INTRODUCTION 

1.1. Background 

The key development challenge fac ing the Afri can region in general and that of Eth iop ia 

in particular is how 10 reduce poverty through sustained economic growth . There is an 

emerging consensus that trade. if well managed, could play an important role in 

confront ing thi s chall enge. This fac t has been recognized by Ethiopia as ev idenced by her 

in terest in multilateral trade ag reements. To thi s effect, she applied for accession I to the 

WTO in February 2003. 

It is agued that trade agreements2 are the different relations be tween various groups of 

develop ing and developed countries3 Thus, trade agreements reinforce and build on 

asymmelries lhat imposed the wi ll s, concerns, and priorities of economic actors In 

developed countries on less developed econo mic acto rs in poor count ries like Ethiopi a. 

Thi s process is being strengthened by the practice of appending the term ·trade related' to 

those areas of econom ic activit ies that internat ional capital would like to regula te 

favorab ly for themselves and in the interest of the developed countri es while ap pending 

lhe term ' trade barriers' to those rules and regulati ons that are believed to be unfavorable 

to internat ional capita l to the competiti ve advantage of developed countri es. Trade 

I The process of a country becomin g a member of international agreement, such as the World Tr:tde 

Organization (\\ITO). Member cOllluries ofWTO can be downloaded at: \\ww .\\'lQ.',Q.Q;. 

~ Trade Agreements are the set of modali ties, rul es, and procedures governing the sel!ing of tarilT, 11011-[<ll'irr 

barriers. and Ihe bounds of reciprocity between and among countries wilh regard 10 the flo\-\' of goods Clnd 

services across national borders. It also includes concerns for a level of flexibilit y for contingent trade 

measures stlch as anti-dumping dUlies, countervai ling and safeguard, measureS. as weI! as disptll~ 

sett!ement rules and procedures . 
-'The 'cClllcept is bllsed 011 UN's c!llssificatioll of count ries into developing and clcve!opt:d ones. 



Related Intellectual Property Rights (TRIP)4, Trade Related Investment Measures 

(TRIM)' and the focu s on creating a multilateral agreement on investment in the WTO 

and most social and environmental regulations could be cited as example of 'trade 

related ' and 'trade barriers' respectively. 

Developing6 and LDCs7 are concerned that they have not been able to derive substantial 

benefits from trade due in part to the protective agricultural policies and trading practices 

of advanced countries. The estimated static welfare gains from complete liberalization 

computed by d ifferent scholars using CGE8 models summarized below show the need for 

advanced countries' elimination of both tariff and non tariff barriers9 

Table I: Comparison of Estimated Static Welfare Gains from Complete Liberali zation (in 
billions of US dollars) 

+ CGEMODEL 

Stern and et al. Hertel T. Anderson and et al. Dessus and et al. 
Total gains 1857 350 254 84 

Of which : 1167 50 Not included in the Not included in the 
gains from model model 
servIces 
Gains for 272 147 108 18 

developing 
countries 

• Defined as non GECD. 

... III WTO, it used as an acronym for the Agreement 0 11 Trade related aspects of intellectual property rights. 
5 Trade related investment measure policy used by governments to influence the operations of foreign 
investors by establ ishing specific performance requirements and local content rules (mandating that 
investors lise a certain proportion of domestic inputs in their production). 
6 Developing countries are less developed ones as defined by the United Nation based on the criterion of 
per cap ita incomes, human resource development and economic vulnerability and includes all countries ill 
the world except developed and LOCs. In most li teratures developing countries includes LOCs. But in this 
study, both are treated sepa rately. 
' LOCs are defined as those countries with per capita incomes of less than US $ 1000 , a human resource 
criterion, and an economic vulnerabil ity criterion .The UN's lists of these countries (of which Ethiopia is 
one) can be found at http://w\Vw.ull.org/special-rep/ohrlls/ldc/ liSl.htlll 
8 CGE is mathemat ical presentation of the economy; used to predict the impact of policy changes taking 
into account both direct effects as well as indirect effects that work through labor and other markets. 
\) Non tariff barriers to trade refer to all act ions except tariff that impede transactions between fore ign and 
domestic resi dents. These can include both trade related restrict ions as well as government interventions in 
domestic markets via taxes or subsidies and also bureaucratic regu lations. 
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Since long time ago negotiations have been undergoing to eliminate or reduce these 

barriers both on bi lateral and multilateral basis. However, it has been hampered by lack 

of a free and fai r global market place. Even after the implementations of the AGOA 10 and 

EBA I I initiatives in 2000 and 2001 , scholars question whether Afri ca rea lly enjoyed 

unrestricted market access to US and EU I2
, respectively. The work done by UNECA on 

the app lied tariffs (as summarized in table 2 below) indicated that tariff barriers st ill 

app ly to less developed countries in addition to restrictions imposed on some products. 

Table 2: Tariff Barriers still Appl ied to Developing Countries ( in percentage) 

Importer I 
i 

EU US Japan World 
I 
J 

Exporter Industry Agriculture Industry Agricul ture Industry Agriculture Industry ! Agricu lt I 
I ure I 
I 
I , 

Africa ' " 1.1 1.7 1.7 2.9 2.7 4.6 16.5 I 
1. J I 

I 
I 
I 

i 
Developing 3.1 2.4 2.9 2.4 4.2 " 0 5.8 17.9 J.J 

I 
countries 

Wo rld 3.9 3.2 2.6 2.3 4.4 3.7 6.2 5,4 

Source: UNECA, (2005): Unrestncted Market fo r Sub-Saharan Afnca countrIes, P.5 

-----..-

----~----

· ·- " dli~· 'Ii 

I 

IORepresents United States legislation providing "duty free" access for a large number of products for Illost 
African countries. 
\I Refers a 200 I EU in itiat ive to grant least developed countries duty and quota free access for thei r 
exports. 
12 Lists of European Union Member countries can be found at hup://cn.wikipedia.or!!/list 

3 
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1.2. Statement of the P"oblem and Motivation 

The interest of Ethiopia in the WTO membership rai ses the obvious question about the 

benefits from accession to WTO. It is not enough to say that the main benefits are her 

right to participate in the proceedings of the WTO working committees, Working Parties 

or the Council. What matters are the tangible benefits derived from membership . Thus, 

Ethiopia should be able to point at such benefits to convince her cri tics . 

As any trade policy change, membership in the WTO has its costs and benefits . The main 

costs are expected to be a short term decrease of output due to stronger foreign 

competition, lower fiscal revenues as a result of reduced import tariffs, and restricted 

sovereignty over trade related policies. 13The benefits are believed to include improved 

access to major export markets via the Most Favored Nation (MFN)14 mechanisms, 

access to di spute settlements, invigoration of domestic economic reforms, and an increase 

of fo reign direct investments .15This research, however, concentrates on one of these 

issues, improved access to foreign markets. 16 

Specific features of Ethiopian exports revealed that more than 80 percent of its exports 

are imported by EU, USA, Japan, COMESA, and Saudi Arabia. 170n the other hand , 

Ethiopia is enjoying ' free ' market access to its major trading partners under ACP-EU 

Cotonou agreement, AGOA and EBA Initi atives with US and EU. Moreover, she is also 

~ member of COMES A which she didn't yet hIlly integrated with , but is intended to open 

Il Langilal11l11er and Lucke (2000) pp.2 1-27 
1-1 Most Favored Nation (MFN) is the 'norma l' non discriminalOry, tariff charged on imports of a good. In 
cOlll mercial diplomacy exporters seek M FN treatment that is, the promise that they get treatment as well as 
the 1110s1 favored exporter. 
15 Drabek and Laid (1998) pp. 244-25 I 
16 Note that sometimes access to export markets is understood to include access to the MFN mechanism as 
wei! as to dispute sett lement. In thi s study, however, I concentrate 011 the first point. 
I7NBE Annual Report 2003104 
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markets within the regional economic groupll1g for goods originating from member 

countri es. 

"-,,This research is, therefore, to investigate: if Ethiopia has such market arrangements with 

her major trading partners, why is she interested to join the WTO at this moment~ More 

prec isely, will WTO membership at th is moment reall y improve market access for 

Ethiop ian exports? 

1.3. Objective of the Study 

The purpose of the paper is both to descriptively and empirically analyze the effect of 

Ethiopia's accession to WTO on her foreign market access . Specific objective of the 

study include: 

a) To estimate the extent to which barriers imposed by Ethiopia 's major trading partners 

hurt her exports at this moment. 

b) To assess Ethiopia's utilization of preferential trades granted under GSP, EU-ACP 

economic partnership, EBA Ini tiatives and AGOA. 

c) To assess the policy implications of Ethiopia ' s accession to WTO, in general. 

d) To highlight the costs and benefit s of joining the WTO for Ethiopia. 

e) To eval uate progress of Ethiopia's regional integration into COMES A. 

f) To draw policy recommendat ions based on the finding. 

1.4. Method ology of th e S tudy 

To address the problem of the research and accom pli sh the objec tive as well. both 

descriptive and empirical analysis is under taken. 
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1.4.1. Data Collection and Soul'ces 

Secondary data is used for the anal ys is. The major sources of the data are: World Bank 

(WB), International Monetary Fund (IMF), National Bank of Ethiopia (NBE), Ethiopian 

Custom Authority (ECA), Ministry of Trade and Industry (MoTl) , World Trade 

Organi zation (WTO), and United Nation Economic Commission for Africa (UNECA). 

1.4.2. Methodology of Analysis 

For descriptive analysi s, the investi gator used both the data and empirica l research 

outputs of various scholars. For the empirical analysis, the study employed grav ity 

l11odel 18 of international trade. 

1.5. Hypothesis of the Study 

Ethiopia's export depends on small number of commodities w ith a low degree of 

processing. She trades more with EU member countries, US, COMESA member 

countries and Middle East Arab countries. 

Therefo re, based on the theoreti cal underpinning of Gravity model, it can be 

hypothesized that trade policies of trading partners are adversely affecting Ethiopia' s 

ex port. However, the coefficients of Gross Domestic products of these countries have 

positi ve and significant effect on Ethiopia 's export. The coefficient of di stance between 

Ethiopia and her trading partners ex pected to be negati \'e and significant. But Ethiop ia ' s 

\ 

ex port to COMESA member countri es is expected to be significantly improving. More 

explanations and descriptions are made in chapter fou r. 

-
IS The gravity eq uation predicts that the yolume of bi latera l trade is posi ti ve ly related to the countries' gro ss 
domestic products (G DPs) and negatively related to trade barriers betweell (rrlde partners. DC(1)iJp-· 

description and derivation of tile mode l is made in chapter four orlhe paper. ~,,,? ....... . '''' 
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1.6. Significance of the Study 

Ethiopia is on process to jo in the WTO. Therefore. it is intended to evaluate its 

importance from the point of view of improving foreign market accessibilities for her 

exports and in a due course to contribute suggestions and comments for po licy makers. 

Therefore; the significance of the research is to fil l these gaps. 

1.7. Scope and Limitation of the Study 

Analyzing the impact of WTO accession on Ethiopia 's export requ ires investigating both 

demand and supply side of the economy simultaneously. The supply side issues include 

fore ign direct investment, legal and regulatory environment, institutions and institutiona l 

issues as well as a few and dominant sub sectors namely agriculture, livestock and meat 

manufactures and touri sm. Demand side issues include market access and sub sectors 

related to domestic demand. 

This study, however, confined to analyze the li kelihood etfect of Ethiopia's accession to 

WTO on her fore ign markets. This is partly due in lack of proper data on all the requ ired 

variables to use comprehensive approaches to evaluate both the demand and supply sides 

of the policy changes . 

1.8. Orga niza tion of the Study 

Th is paper is organi zed in six chapters. General introduction is given in the first chapter. 

The relevant literature in the fi eld is di scussed in the second chapter. In chapter three 

tho rough di scussion and descriptive anal ysis of Ethiopian export and import secto r, 

Ethiopia's util ization of preferential market access and poss ible poli cy changes resulted 

from accessio n to the WTO are made. In chapter fo ur, a model spec ification and 

est imati on technique for empirical analysis is presented. Fo!!o\\'ing thi s. chapter five 
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conta ins results and discuss ion of empirica l analys is. Finall y, conclusions and 

recommendati ons are presented III the sixth chapter. 
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CHAPTER TWO 

2. Theoretical and Empirical Review of Literature 

2.1. WTO and Its Key Principles and Agreements 

Most of the WTO agreements are the result of the 1986-94 Uruguay round negotiations. 

signed at the Marrakesh ministerial meeting in Apri l 1994. There are about 60 

agreements and decisions totaling 550 pages. The primary responsibilities of the WTO 

are: (1) to provide a forum for multilateral trade negotiations and framework for their 

implementation, (2) to administer the trade policy Review Mechanism, (TPRM), & (3) to 

administer the dispute settlement procedures (OSPs) . 19 

Prior to the establishment of the WTO, the GATT was the only multilateral framework 

for administered protection. The latter now represents one of several agreements 

administered by the WTO. In particular, the Uruguay Round gave ri se to two new 

multilateral agreements: the general agreement on trade in services (GATS) and the 

agreement 011 trade related aspects of intellectual property rights (TRIPS). These 

agreements cover forms of trade and issues previously outside the scope of the GATT. 

In addition there are four plurilateral agreements covering government procurement, 

trade in civi l aircraft, trade is bovine meat and trade in dairy products. A plurilateral 

agreement is binding only on countries that sign the agreement. In contrast, multilateral 

agreements such as the GA TT are binding on all countries who agree to become members 

of the WTO. The TPRM is both a function and a set of procedures whereby the WTO 

monitors the trade policies of member countries. To this end, two reports are prepared ; 

one by the WTO staff and one by the member country being evaluation of these policies 

19 Harry P. Bowen, Abraham Houarder 8.:. Jean - Marie Viaere, 1998 pp. 59-109 
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li'om an economi c perspec tive. Thc stated intent 01' these repo rts IS to maintain 

transparency in the formul at ion and impl ementation 01' trade po li cies b,' providin g a 

mechani sm I'or multilateral surveillance of member countries trade practices. 

The Dispute settl ement fun ction is a set of procedures that deta il how a WTO member 

can initiate a compla in t aga inst the trade practices of another member and how this 

dispute is to be processed and ultimately resolved. 

2.1.1. Key Prin cip les of the WTO 

Two key principles underlying the GATT now forged by WTO and used is all­

multilateral agreements are that of non-discrimination (Article I) and national treatment 

(Article I f)20 

The non-di sc rimination or "Most- Favored-Nations (MFN) principle requires WTO 

member coulllr ies to treat products imported from differen t trading partners on the same 

basis. The CiATT does permi t exceptions to the MFN treatments. Custom unions arc 

all owed as are certa in hi sto rically recognized preferenti al tradc relation sh ips. In addition. 

developing countrics may be granted tariff preferences under \\'hat is known as thc 

generali zed systcm of preferences (GS P). Regional trade agrecments (RTA) such as 

custom s unions and free trade areas are fundamentall y at odds with IvlFN principl e 

underlyin g the GATT. Like GATT, GATS al so permits excepti ons. 'fhe GATS prohibit s 

in princi pl e. certain market access restrictions. namely. limitations on the numbcr 01' 

suppliers. the va lue of transactions or asset. the total quantit )" 01' se rvice output, thc 

number of natural persons that may be employed, the type of legal en tit y through which 

service suppl ier is permitted to suppl y a se rvice. and the share of equity ownershi p of a 

~\I Ibid 
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fo reign investor or the abso lute value of the foreign investment. The TRIPS al so permi ts 

excep ti ons for non discrimination principle. 

National treatment requires that foreign goods, once inside the border of a country, be 

treated the same as domest icall y produced goods. One implicati on of national treatment 

is that trade barri ers are onl y to be applied at the border; domesti c polices should not 

therefo re become barriers to trade, Nat ional treatment services to limi t the use of 

domesti c policies to restri ct trade and permits countries to more eas il y identi fy the trade 

barriers that may need to be overcome. 

2.1.2 Key Agreements of WTO 

The rules o f the WTO regime extend beyond what its predecessor, the GATT, used to 

address (i.e. trade libera li zation on goods) to specifi c po li cy choices on services. 

investment and intellectual property ri ghts. Thus, its influence extends to new areas of 

domestic po li cy mak ing critical to the development process. It al so has stronger 

compliance mechanisms to di scipline member states. 

As the purpose of this section is to identify what opportunities and const raints the WTO 

regi me provides, on ly se lected agreements are add ressed. 

i) Subsidy and C ',' M 2 1 ounterval \IJg easUJ'es : subs idy invo lves financial 

contributions by a government or public body for instance, in terms of direct transfer of 

funds (grants of loans), equ ity infusion (through investment decisions which are 

incons istent with the norm) and potenti al di rect transfer of fund s or liabilities by \\'ay of 

loan guarantees ( i r the fi nn pays lower than the case without govern ment guaran tee). 

Revenue forgo ne or not col lected such as tax cred its and provision of goods or serv ices 

11 For detail plc(l se visit at: h!!Jl:,'!W\\"W.\\,IO.org 
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other than general infrastructure at lower prices or purchases of goods at higher prices are 

also considered as subsidies. 

A member shall neither grant nor mai ntain subs idies contingent at up on export 

performance and up on the use of domesti c ove r imported goods. If any subsidy of one 

member has resulted in adverse effects on the interests of another member, the measure 

grant ing subsidy shall take approp ri ate steps to remove the adve rse effects or shall 

withdraw the subsidy. 

Non-actionab le subsidies, which are not directed towards a specific firm or industry, are 

not subject to countervailing duties or other remedial actions. It includes assistance for 

research activities, grants to di sadvantaged regions within the country and ass istance to 

promote adoption of existing fac ilities among al l similar firms to new env ironmental 

req u i remen ts. 

A members sha ll take a counterva iling measure. which is a special duty Icvied on 

imported good, if the sa id good is thought to be subs idized. Developing countries with a 

per capita income of less than $ 1,000 are exempted frolll the prohibi tion on export 

subs idies, while other develop ing countries are exempted for a period of eight years from 

the date of entry in to force of the WTO agreement. A country may, however. appl y for 

an ex tens ion. Developing countries are also exe ll1pted for five years frolll the prohibition 

of subsidies contingent upon the use of domest ic over imJlorted goods. Remedies ove r 

prohibited subsiciies shall not apply to a ci eveloping country provided that it s ex port 

subsidies are consistent with the above stated provisions (Art icle 27). 
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" ii) Safeguards-- : A member may apply to a safeguard measure to a product if that 

member has dete rmined that such product is being imported in to its territory in such 

increased quantities compared to domest ic production. A safeguard measure is applied 

only up on investi gation by a competent authority. 

Safeguard measures shall not be applied to product ori ginating in developing countri es 

whose share of imports of the product concerned in the importing member does not 

exceed 3% and the imported share col lecti ve ly accounts for not more than 9% of total 

imports of the product concerned. Developing countries shall have the right to extend the 

period of application of a safeguard measure fo r up to two yea rs beyond the maximum 

period (eight years) . 

iii) Antidum pin g Measures: A product is considered to be dumped if the price of 

the product exportcd from one country to another is less than the normal value in the 

ordinary course of trade. In order to offset or prcvent dumping, an im porting party may 

Icvy an antid ulllping duty, but not greate r in amount than lhe margin of dump ing (Article 

15) 

iv) Sa nitary & Phytosanitary Measures: It refers to measures applied to protect 

human. animal and plant li fe or health ar ising from the entry. establi shment or speed of 

pes ts, diseases, di sease- carrying or di sease caus ing organisms, add itions. co ntami nan ts. 

toxing or disease causing organisms in food. beverages or foods tu ffs. This agreement is 

based on the condition that members need to have harmonized sanita ry and phytosantary 

measures. 

" Ibid 
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Sanitary measures include all relevalll laws, regulat ions, requirements and proced ures 

including end product criteri a. processes and product ion methods, testing, expectation. 

certifi cation and approva l procedures. It also invo lves quarantine treatment s. including 

the transport of animals or plants or the materi als necessary for their survival during 

transport; provi sions on relevant statistical methods, sampl ing procedures and methods of 

ri sk assessment, and packaging and labeling requirements directly related to food safety. 

Accordingly, a member country may keep at bay imports from another member country if 

goods do not confi rm to the internationally set standard. The least-developed country 

members may delay application of the prov isions of sanitary and phytosanitary 

agreement for a period of fi ve years foll owing the date of entry in to force of the WTO 

agreement with respect to their sani tary and phytosanitary measures affecting imported 

products (Article 14). 

v) T.-acie in Ag.-iclIltllre2J
: the agreement on agri cu lture requires members to 

convert all non- tariff barriers ill 10 bounded tariff that represent the ceiling to which they 

could be raised, and reduce the ta ri ffs accordin g to the commitments agreed up 0 11 . to 

provide market access . All domesti c support measures and export subs idies have to be 

red uced and e liminated over a six yea rs period commencing 1995 for devcloped 

countries. 

A seve ral safeguard mechanism \\as a lso insta ll ed for imports that a country identi lies as 

subj ect to safegua rds ill its schedules. This allows countries to impose add itional duty if 

either the vo lume exceeds or the unit price falls be low a trigger level. Developing 

countries are a llowed to apply different rates of tariff reduction and leve ls of domestic 

" Ibid 
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support. Deve loping country members shall have the Oexib ili ty to implement reduction 

commitments over a period of up to 10 years. Governments are allowed to prov ide 

ass istance to encourage agriculture and rural development, investment and agricul tural 

input subsidies generally available to low income or resource- poor producers . 

Deve loping country members shall not be requi red to under take comm itments with 

respect to the provision of subsidies to reduce marketing costs of agricu ltural exports 

includ ing transaction and transport costs (Articl e 9). Least develop ing countri es on the 

other hand, are exempted from domestic support and export subsidiary commitments. 

vi) Trade in Sel-vices24
: A service refers to a range of areas, including transport, 

communication, education, health, and finance, among others, except those supplied by 

government. The agreement on trade in services cal ls fo r progress ive li beralization of 

regulati ons that stand as obstac les for trade and investment is servi ces. The international 

de li very of the services is regulated under four moda lities, including: cross-border 

supp ly, such as telephone and postal services, consumption abroad , such as tourism , 

fore ign command presence. such as banks, insurance compan ies etc, and presence of 

natural persons, such as temporary workers of any skill. 

A member country has to provide a schedule with respect to the sectors chosen to 

liberali ze or provide market access. The schedul e includes terms, limitations and 

condi tions as we ll as qualifications on market access. Acco rd ingly. progress ive 

liberalization of the market should be made. 

In accessing the ir markets, deve loping countri es shall be given flexibility in liberal iz ing 

fewe r types of transactions and in favo rable timeframe. The parti cipating of developing 

24 I bid 
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countri es will be facil itated through specific nego ti ated comm itments including; 

strengthcni ng domestic service through access to technology, improvi ng access to 

distribut ion channels and in formation networks, and li berali zing of ma rket access of 

ex port interests. Least deve loped countries shall be prov ided special pri ority in the 

im plementation of trade in services . Members shall give special consideration to 

opportunities for the LDCs in telecommunication services. 

vii) TJ-ade Related Investment Measures (TRIMs)25: The 31m of the 

agreement on TRI M is to eliminate trade-d istorting investment measures taken by 

members. The agreement does not define TRIM, leaving to members to decide which 

actions are ill egal , though TRIM is inconsistent with the agreements on agri cu ltural and 

industri al goods. 

Measures considered inconsistent with the TRIM agreement inc lude measures which 

requ ire the purchase or use by any domest ic source, or which require the purchase or use 

of imported products to be limited to an amount related to the volume or va lue of local 

products that it ex ports. Also measures which restrict the volu me or val ue of imported 

inputs to an enterprise as a proportion of local production or which limit the imported 

in puts of an enterpri se to the amount of foreign exchange it earns from e~port are 

rega rd ed as inconsistent, hence should be eliminated. 

Indu str ia li zed countri es were expected to eliminate such inconsistent measures within 

two years, develop ing countri es with in four years and least deve loped countri es wi thin 

seven yea rs. Prov ision for extension is a lso prov ided , parti cul ar ly fo r developing member 

countries. 

15 For detailed informa tion 0 11 the agreemen t vis it also: b.!!p:!/www.wto.org 
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A developing count ry member shall be free to deviate temporarily from the provis ion of 

TRIM. Developing country members could apply quantitative restri ctions fo r bal ance of 

payment purposes in a manner which takes account of the continued high level of 

demand for imports likely to be generated by their programs of economic development. 

viii) Trade Related Intellectual Property Rights (TRIP) Agreements: The 

agreement on TRIP aims at reducing distortions and impediments of international trade 

taking into account the need to protect intell ectual property ri ghts. TRIP include copy 

right, trade marks, geographical indications, industrial designs, patents, layo ut designs of 

integrated circui ts and protection of undisclosed in fo rmation26 

(a) Copyri ght and related ri ghts including computer programs, data compilat ion. 

performers, recordings. broad casting organization rights ex tend to expressions and not to 

ideas, procedures and methods of operations. Protection to express ion wi ll be in li ne with 

the Berne convention. 27 The terms for protection for works not being to natural persons, 

wi ll be a minimum of 50 years, from the date of publi cation or creati on. 

(b) A trademark const itutes a sign capable of di stinguishing the goods or servi ces of one 

undert ak ing from those of others. The term of protection shall be not less than seven 

yea rs, renewable indefi nitely. 

(c) Geographic indications refer to indicati ons that identify a good originat ing from a 

spec ifi c territory where its quality or other characteristics are attributab le to that territory. 

Such geographical indications shal l be protected. Additi onal protection shall be made fo r 

wine and spiri ts. 

~(, I bid 
~i Rcrcr (0: hill): IW\VW .Law.Cornell.cdu/ treat ics I l3crncl (lvcrv ies.hlill. 

17 



(d) lndustria l des igns: New or or iginal industri al designs. independently created sha ll be 

protected fo r 10 years . 

(e) Patents shall be available for any inventions of products or processes for all fi e lds of 

technology provided that they are new. involve an inventive element (non-obvious) and 

capable o f industrial application. The protection period shall be 20 years. Pl ants and 

anima ls other than microorganisms are not patentable. 

(f) Integrated circuits. There shall be no importing, selling, or o therwi se di stributing for 

commercial purposes of protected layou t designs of integrated c ircle . Pro tect shall be for 

10 years. 

A developing country member is enti tled to delay the provisions of TRIP for a further 

peri od of four years from the date of app lication. Least developed countries can delay the 

provisions of TRIP for 10 years from the date of appli cation , which is al so suspect to 

extension up on request. 

ix) Technical Barriers to Trade (TBT): members are expected to obse rve 

in ternational technical regulat ions and standards of products, which o therwise could 

standardi zing bodies accept and comply with the provisions set by an internat ional 

standardi zing body, such as [SOi l EC info rmation center in Geneva. 

Technical regulation shall not be more trade- restructure than necessary to fulfill a 

leg itimate objective, taking accoun t o f the ri sks of non-fulfillm ent several create for 

instance on national securi ty requ irements, the prevention of deceptive practices and 

pro tection of human health or safety. animal or plant life or health or the investment. 
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x) Textile and C lothin g : Text ile and clothi ng have been excluded from basic GA TT 

principles until 1993 because of long-term bilateral dea ls (outs ide the GATT between 

importing (industrialized) and expoI1ing (developing) countries. So the agreement on 

textil es and clothing in 1994 had no alternative except phasing at the multi fib re 

agreement quota over a longer period of time (10 yea rs). 

The phase-out schedule has four sets: 16% of the quota Ivolume to be phased out by 

January 1995 , 17% by January 1998 , 15% by January 2002, and the remaining 49% by 

January 2005. Under the agreement there would be no change either in the process of the 

schedule of li berali zation, or the final date fo r complete integration in to the WTO 

principles (Arti cle 2). 

Moreover, the agreement on textiles and clothing (ATe) allowed imports of prod ucts 

under quota, but not included in the schedule to grow by 16. 25 , and 27 percent. The 

agreement prov ides transactional sa feguarding measures if increased import \'olumes 

cause or threaten serious damaged to the domestic industry, and they can be maintained 

fo r a maxi mum of 3 years and invoke on a country by country basis. However. thi s can 

only be applied in products whi ch have not yet been integrated in to the mainstream 

GA TT/WTO rules. 

The tex til e and clothing agreement requires members to take into acco unt export s of 

developing countries when applying the transitional safeguarding provision and to accord 

more favo rable treatment when sett ing economic criteri a fo r import s fro m these 

countries. It al so prohibits the use of the provision for developing country export s of 

cottage ind ustry hand looms, traditional fo lk art textiles and products. The agreement on 
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textile and clothing provides significantly more favorable treatment in the application of 

the transitional safeguards for least developed countries (A rticle 6.6). 

2.2. The WTO Access ion Process and the Con tent of Access ion Packages 

Only few WTO rules regulate the process of accession28 Accession is governed by 

Article X li of the Marrkesh agreement establishing the WTO, which defines in highly 

general terms and the rules for accession to the WTO. The specific terms of accession 

must be negotiated between the WIO members and the applicant country. Because each 

accession is a negotiation between the WTO members and a particular country with 

typically different economic cond itions, each accession is un ique. As Lanoszka (200 I ) 

put it; "Article XII does not stipulate any membership criteria, and this signals perhaps the most 

problem of legal aspect of the accession process .... No guidance is given on the terms to be 

agreed", these being left to the negotiations between the WTO members and the 

applicant. Further more, Article XII does not identify any concrete steps nor does it 

provide any advice when it comes to the procedures to be used fo r negot iating the terms 

f . 29 o access IOn 

However, the WTO Secretarial, in consultation with WTO members, have drawn up a set 

of procedures for a accession which are closely modeled on those fo ll owed by 

contracting parties to the GATT and relevant provision 3o These procedures require th at: 

(I) An applicant Illust send a cOlllmunication to the director - General of the WTO 

indicating its desire to accede to the WTO under Article XJI; 

(2) This communications then circulated to all WTO members ane! a dec ision is taken 

whether to approve the establi shment of a working party; 

18 for a detailed descripti on of the procedures see, Lan oszka (200 1) 
"~I Ibid p. 589-593 
;0 Maxine Kellnett. Simon J.Evcnell 8: Jonathan Gage (2005) 
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(3) Once a wo rki ng party has been establi shed and a chairperson has been appointed. the 

ap pl icant submi ts a memorand um on its fo reign trade regime; 

(4) The working party meets to examine the memorandum and the applicant provides 

furt her informati on and answers; 

(5) A work ing party report is prepared ; 

(6) At the same time, bilateral negotiations are undertaken on concess ions and 

commitments on market access fo r good and services (as well as other specific terms of 

accession) 

(7) A goods and servi ces schedu le are prepared; 

(8) There after, a draft decision and a draft protoco l o f Access ion. (Containing 

commitments li sted in the working p311y report and goods & services schedules) are 

prepared. 

(9) The working party, and then the general council or the m inis teri a l confe rence. 

approves the accession package; 

(1 0) Thereafter, the appli cant formall y accepts the accession package; 

( II ) The applicant not ifies the WTO secretariat of its fo rmal accepta nce; and 

(12) Thirty da ys later the app li cant becomes a mem ber of WTO. 

During the consultat ions betwee n the members and the secretar iat on these procedures, an 

understandi ng was reached between the members that these procedures would remain a 

practi cal guide fo r applicants, and would not be submitted to the m ini steria l confe rence / 

general counc il fo r fo rma li zation in to condi tio ns of entry]l . 

The main outcome o f the accession negotiations are the terms of access ion ·setout in the 

protoco l o f access ion . The protocol of accession inc ludes all the commi tments take the 

" Ibid 
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form of a general comm itment to abide by WTO rules, of a series of specific commi tment 

to ab ide by WTO rules, of a series of specifi c commitments referred to in the working 

party report. 32 Acceding countries should accede on terms that are broadly comparable 

both for acced ing countries among themselves and in compari son with incumbent. 33 In 

practice, however, the situation may involve some what differentl y. In several areas, 

acceding countries have made commitments in excess of incumbent members. l4Acced ing 

countri es , for instance, are required to bind all tari ffs while many developing countries 

still have re lat ively hi gh shares of their non-agricultural tariff lines unbound 35 

Similarly, there is pressure on new members to sign all plurilatera l agreements without 

properly addressing the question of whether this practice serves the interests of acceding 

country or not. In reporting and discuss ions in the general council, Naray noted that: 

a number of developing countries delegations recalled that in the accession process 

reasonable conditions were required of and imposed on, applicants because developed country 

members had requested that acceding countries accept more stringent conditions and a higher 

level of commitment than was required from members themselves CWTO- plus' requirement). For 

example, Ihe requirement to adhere to several plurilateral agreements, to guarantee fuJI 

transparency and objectivily and that markets access commitments should be about the same as 

those made by countries at similar level of development."36 

Another important issue required to be raised is a member's status determines whether it 

is entitled to use the special and differenti al (S&D) treatment provision s of the \:VTO 

agreemen t. In general, there are no WTO definitions of "developed" and "developing" 

" Ibid 
)) WTO stalT working paper DERD-2002-02 
" Langhallliller and Lucke (1999), Michalopoulos (2000) & Nara (200 1). 
3< Naray (200 I ) 
)(, Ibid "".9 I 
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countries. The general principle is the selecti on based on the principle of what can be 

ca ll ed a "self-appoi ntment" For countries joini ng WTO through access process, their 

status large ly depends, on the terms agreed in each specific area of the accession 

.. 37 
negotiations. 

If an accedi ng country makes an exp li cit commitment to restrict its domesti c agric ulture 

support at a level that is lower than what is all owed for developing countri es, the 

commitment would be binding even if the country self-appoints itself to the deve lopi ng 

country status or if it wanted to increase its agri cultural support to the level al lowed for 

"developing countries" at a later stage. 

However, the role is quite clear wi th respect to " least-developed" countri es. The WTO 

recognizes as least developed countries those countries which have been designated as 

such by the United Nations. There are correctly forty nine least developed countries on 

the UN li st. The status issue is related to the ri ght to transi tion periods to im plement th e 

WTO Agreements. Article XJ V.2 of the WTO agreement states that a member \\·hi ch 

accepts the Marrakesh agreement after its entry into force shall implement th ose 

conceSS ions and obl igat ions in the multilateral Trade Agreements that are to be 

implemented ove r a period of time starti ng with the entry into force of th is agrcement as 

if it had accepted thi s agreement on the date of its entry in to force. Transiti on periods are 

thus by no means made automatically available to acceding governments. Articl e X II on 

the other hand offers members a margin of manoeuvre. In practi ce, members have made 

it clear that transition periods will onl y be granted if the applicant is success ful in 

mak ing a strong enough case to prove that such a period is necessary. 

:;7 The "dclllinimis "level for devel oping country members is 10 percent while it is 5 percell! for developed 
countries (Article V I ofllle Agreelllelll on Agriculture). 



According to article Xl!. 1 of WTO (T) " the accession shall apply to this agreement and the 

multilateral trade agreements annexed there to". In other words, acced ing countri es are 

expected to accept al l the rules and conditions as specified in each of the WTO 

agreements. This rule is known as the principle of single undertaking. It should also be 

noted that countries are joining the WTO under what may be called status quo for the 

incumbent cO ll ntries. The acceding countries cannot negotiate any change In the 

incumbent countries' commitments of market access nor can they negotiate any change in 

the rules of the WTO agreements. The acced ing country is join ing the WTO under the 

existing commitments of the members. As any new member of a "club" has to abi de by 

the rules of the club he/she wants to join, countries acceding into the WTO must accept 

the terms and conditions of the WTO as they stand38 

2.3. Theoretical Reasons for Joining the WTO 

Economists have identified theoreticall y the reason why countries join WTO stat ing the 

argument that governments may be in the position to pursue what is known as "beggar-

thy- neighbor" policies and that they wil l agree to sign international trade agreements as a 

way of mitigating the incentives to do S039 . The countries can pursue the "beggar-thy-

neighbor" policies by imposing externalities on their trade partners in the absencc of an 

agreement. and the main mechanism through which a coun try can do so is through 

changes in terms-of-trade. These changes are, of course, onl y possible due to the 

countries large size or its monopolistic position in the market. To put it differently. 

governments can act in thei r own interest if they are in the pos ition to impose optimal 

3S Grynberg & Remy (2004) 
-'" Siaige r. R. II '. ( 1995 ) 
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tariffs in order to maximize the country's welfare. However, other (large) countries can 

do the same, which could lead to trade wars and an erosion of nati ona l \I'e I fare in each 

country. By joining a trade agreement, large countries can reach a higher leve l of national 

welfare by making their commitments to lower tariffs subject to an international 

agreement backed by sanctions.4o 

A related theoretical argument concerns strategic interaction between gO\'e rnments and 

its private sectol". As shown in the pioneering work of Kydland and Prescott (1977), the 

necessary cond ition for economic pol icy to be time-consistent is that governments pursue 

the first-best policies. This is virtually never the case in the presence of trade 

interventions. The fail ure to pursue the best policies will lead to a search fo r better 

alternatives and pressures for policy changes. As a result the creditability of government 

polices to the or iginal commitments will be adversely affected. An international 

agreement that locks in the original commitments will boost the government credibility. 

2.4. Empirical and Practical Review of Related Literature 

In thi s secti on . empirical literatures are reviewed. Practical benefits and costs of joining 

WTO with special emphasis on LDCs are also closely reviewed. 

2.4.1. Review of Practica l Benefits and Cos ts of WTO Mem bership for 

LDCs 

LDCs are characterized by: remoteness (large econom ic distance from major markets, 

(that is. landlocked states) , reliance on a small number of export good. mostly raw 

materials, weak administrative capacities, large economic and ecological vulnerability , 

lack of market-oriented institutional infrastructure , and political insatiability after 

.1(1 ibid 
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compounded by ci vii di sorder'! .Gi ven such characteri stics. the gai ns Cram WTO 

membership seem to be smal l if they are assesscd onl y in terms of improved market 

access for the traditional exports of LDCS42 Raw materials mostl y enjoy low or zero 

tariffs in OECD countries and bott lenecks on the LDCs side (including inadequate 

transport facilities) seem to hamper export expansion more than po licy induced barriers 

on the demand side. 

Furthermore, although some raw materials suppliers have been affected by AD 

procedures of major industrial countries, the LDCs are typically not pri ce setters in the 

world markets of individual raw materials and therefore have not been targets o f AD 

measures, quantitative restrictions, or other NTBs. Nevertheless, there are a number of 

good reasons for LDCs to j oin the WT043 

2.4.1.1. Benefits 

The attracti veness of WTO is that governments are able to obtain an improved access to 

markets fo r their export s. The accession itself will not affect the MFN rates of trade 

partners of the acceding count ries. However, the latter will be ab le to benefit from all 

commitments made by signatories of the WTO agreements in the future tradc 

negotiati ons. 44 By staying outside the WTO , the countries ' trade partners would be in 

the positi on to apply discri minatory tariffs aga inst non-members. In addition. non 

member countries would have to negotiate border measures with their partners bilaterall y 

or regional ly and may be exposed to undue negoti ating strength of their partners. The 

. " Fubsa,u, Kiiciliro,(2000) pp. 4-11 
~ ~ ibid 
~ :\ Lan!!lwllll11t:r, Ro lf 1. and Matthias Lucke,(2000) 
H In practice countries have been often benefit ed from reduct ions of MFN rates even if they remained 
outside Ihe GATT!WTO. In such s ituations the main benefit of joining the WTO wou ld be the certainty and 
predictability of slIch benefi ts, whi ch (Ire by no means guaranteed for outsides. 
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multilatera l trading system is, therefore, particularl y important fo r small countries which 

have a lim ited power to exploit their (small ) size to improve their terms of trade. Their 

impact on terms of trade may be enhanced if terms of trade (and, therefore, world pri ces) 

are negotiated on a multilateral level. 

The beneficial effect of the WTO on the credibi lity of government policies could be an­

other benefit s. Governments often face a "credibility gap" in trying to convince fo reign 

and domesti c investors, and the rest of the business community about their commitments 

to particular polices. By framing the countries' concessions into legal commitments, the 

WTO membership provides powerful guarantees of governments' policy directions. 

Unlike in the case of unilateral policy reform s supported by multilateral commitments are 

more credi ble, in particular because of the strategic interaction between government and 

pri vate sector which makes the agreement attracti ve . In this sell ing, governments use 

international trade agreements to enhance the credibi lity of their policy choices with 

respect to the private sector. The "credibility gap" is parti cularl y important and present in 

the case of many ifnotmost transit and less developed countries. 

The th~rd reason is the benefi cial effect of the membership on domest ic po licies and 

institu tions in vo lved in the conduct of international trade. Accedi ng countries are 

required to put in pl ace a se t of norms and insti tutions, which support the liberal izat ion of 

markets and increase transparency and promote the rule of law. contract enforce ment and 

the eva luation of an independent j udicial system . In princi ple, nothing would prevent 

governments fro m putting in place these norms and regulati ons on a unil ateral basis. The 

role of the WTO in th is process is to facil itate the introduction of effect ive reforms not 

onl y by reinforci ng the credibility of the government's trade po lic ies but also help 
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introduce the policies that are based 0 11 best-practi ces and that must be harmoni zed45 .The 

fourth reason why the WTO is cons idered to play an important and positive role is its 

contribution to the predictability, security and transparency of market access46 

The fifth reason is tied to the WTO's di spute settlement mechanism. The possibility of 

reso lving dispute through the dispute sett lement mechanism may appear, in particular to 

small er and "Weaker countries", as one of the most tangible benefits from WTO 

accession47 T here are very few effective vehicles to reso lve international trading di spute 

outside commercial arbitration, and those that exist can pity small trading nations against 

big ones. The WTO dispute settlement mechanism provides a uniquely fair , accessible 

and effect ive opportunity to each WTO member. 

WTO membership includ ing the process of acceSSIon, leads to sizeable technical 

assistance in the form of training with respect to the legal framework of the multilateral 

trading system and its economic underpinnings. Such human capita l is indi spensab le for 

bui lding up institut ional infrastructure, in particular for ancho ring private property rights. 

WTO is institutionally prepared and financiall y endowed to help LDCs to form human 

capital in trade policy formulation and trade diplomacy that can also be used for other 

I I · "8 ega Issues . 

The se~oint cou ld be WTO membersh ip encourages LDCs to open their domestic 

markets even if they can take a free rider under "spec ial and differential treatment" fo r a 

certain period. Apart from the medium term allocati ve effi c iency ga ins of import market 

opening in terms of lowering the implicit tax on exports and stimulating re sou rce 

" Flikasakll ,Kiichi ro (2000) pp.21-27 
~6 ibid 
n Murshed,S .Mansoob ( 1999) 
·IS Langilatl1lller and Lucke (2000) 
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reallocation and export diversification, import market open ing implies a concrete short-

term gain: domestic prices of imports will often fall by more than the experience of sub-

Saharan Africa 49that countries with high tariff levels al so pay higher CIF (Cost _ 

Insurance -Factor) prices for imports because restrictive tariff regi mes are inextricabl y 

intertwined with rent seeking activities of traders and domestic procedures( if the later 

. ) iO eXists . . 

Finally, the opportunity fo r accedi ng countries to shape the further rules and d isciplines 

of the WTO is cited as a benefit. Acceding countries will undoubtedly be interested in 

parti cipating actively in subsequent multilateral trade negotiations since only through 

direct negotiations rather than through an oversight from sidelines may they hope of 

protecting their interests51
. 

2.4.1.2. Costs 

The fiscal costs of reducing import tari ffs ma)' be sign ifi cant because taxes on 

international transactions are a major source of government revenue in many LDCs. This 

may be less of an issue in the early stages of trade li beral ization when non-tariff barriers 

me tmiffied and prohibitive tariffs are lowered and im ports increase. In the medium to 

long run , however, substantial reductions in average tariff rates requi re a broadening of 

government's tax bases. In the meantime, LDCs may need to concentrate on reducing the 

dispersion of tariff protection across commodity groups in order to eliminate the resulting 

d istort ions , while reductio ns in the average leve l of protection rema in limited by fi sca l 

'd . i2 cons l eratlons' . 

" Yeats( 1999) 
50 ibid 
'1 Furkasaku. Kiichiro (2000) 
" Murshed( 1999) 
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A more li be ral trade regime encouraged by WTO membership may expose companies in 

LDCs to stronger competi tion from ab road, often from more advanced developing 

member states rather than from OECD countries. The result may be a short-term 

deterioration of the current account since higher imports due to market opening 

materi ali ze faster than higher exports due to imported market access abroad. The ex ternal 

vulnerability of countries may thus be aggravated if the time lag between the two effects 

cannot be shortened. In any case, least developed countries (LDCs) can reso rt to long 

adj ustment peri ods as they accede to the WT0 53 

Sovereignty is curtailed and short-term manoeuvring in trade related polices is 

di scouraged and also restricted, even for developing economies that invoke special and 

differential treatment. Politician and interest groups who are used to acting se lfi shl y will 

take the pol itical cost invol ved in 'tying their hand' seriousl/ 4 

There are economic costs in terms of the opportunity costs of employi ng high skill ed 

personnel fo r the implementation of WTO commitments and act ive participation in WTO 

nego ti ations. Us ing thi s parti cular scarce resource- provided it is avai lable- in Geneva 

prec ludes its use at home and in other activities, perhaps including the pri vate sector. 

During GA TT ti mes, the performance of skill ed personnel play ing in the 'theatre of trade 

dipl omacy' \l as often belittled . Today, uncler the WTO with its multifaceted tasks to 

secure market access rather than onl y trade liberali zation, there IS every reason not to 

be little acti w participati on in WTO negotiations. Although training fac ilities are 

provided th rough external technical ass istance especially for personal from LDCs, the 

true opportunity costs ari se in the aftermath of training when stich personnel could 

/ 

5~ ibid 
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likewise be employed producti vely in other acti viti es. The proposal to economies on 

scarce human resources by bundling them regionall y among seri al developing country 

partners encounters a lack of political wil l on the part of governments to surrender 

national sovereignty55 

Moreover, 1. Michae l Finger and Philip Schul er (1998) attem pted to present a first 

approximation of the investments needed to implement WTO obligations on SPS, IPR 

(I ntell ec tual Property Rights) and custom reforms in order to ensure that implementation 

benef,ts the country. Accordingly, to ga in acceptance for its meat, vegetables, and fnut in 

industrial country markets, Argentina invested over US $80 mil lion in achieving higher 

level plants and animal sanitation. Hungary spent more than US $ 40 million to upgrade 

the levels of its slaughter house alone. Mexico spent over us $3 0 million to upgrade 

intell ectual properl y laws and enfo rcement. The authors al so ident ifi ed 16 elements in 

custom reforms, each of which can cost more than US$2.S million to implement. 

Although the amounts will vary by country. the totals invo lved in effect ive 

im plementation of WTO agreements can exceed the annua l development budget of 

LDC's . 

" Fllkasakll (2000 ) 
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2.4.2. Review of Empirical Literatul-es 

One of the prime objecti ves of the WTO is to smooth trade flo w and improve market 

access by lowering tariffs as well as non-tariff barriers and by helping with dis pute 

settlements. It is argued that since the establishment of the GATT/WTO international 

trade has significantly increased. As the WTO report stated "the achievement of the system 

are well worth celebrating ... during 50 years of GATT/wTO operations ,world trade has increased 

16 folds ... merchandized exports grew on overall 6% annually ...... GATT and WTO has hel ped to 

create a strong and prosperous trading system contributing to unprecedented growth56" 

However, not everyone share thi s opti mism. Langhamer and Lucke (2000) studied 

access ion issues fo r vulnerable economies. They concluded that the benefits springing 

from WTO membership in terms of improved market accesses for traditional exports are 

likely to be limited. given such characters as reliance on a small number of exports goods 

(mostly raw materials), weak ad ministrato r capacities. large econom ic vulnerability. lack 

of market-oriented capacities and political instability. Instead Langhammer and Luke 

argue that the main gains would come from market-oriented policies and send ing positive 

signals to foreign investors. 

Moreover Jensen ,Rutherford and Tarr (2002) in their work on " Economi c Wide and 

Sector Effects of Russ ia 's Accession to WTO " argue that the main trade partners of 

Russia already employ quite low import tar iff ,and those the MFN mechanism will not 

bring signi ticant addi tional benefi ts. According to their esti mates. 70% of the gains in the 

long term should come from increased foreign investments. Other important factors are 

improved resource allocation and better dispute settlement mechan isms .Rose in hi s 

'6 wro ( 1998) 
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series or papers'7 undertook research on the beneficial consequences of WTO 

membership (and the membership of its predecessor the GATT) using conventional 

economet ri c too ls to assess these claims. In one study he found no stati sti ca ll y sign ificant 

effect of GA IT/WTO membership on the value of bilateral trade fl ows over a fift y year 

period. a findi ng he regards as mysterious 58 Rose concludes that" ... membership in the 

GATTIWTO has systematically played a strong role in encourag ing trade." Moreover, in hi s 

another study he showed that there is little evidence that membership in the GATT/WTO 

has actually liberalized trade policies59 In another study, he also found that GA TT/WTO 

accession increased the va lue of bi lateral trade flows, but WTO membershi p itself does 

not60 Moreover, GATT/WTO membership was fou nd in a third study not to have a 

stati sticall y significant effect on the vo latil ity of trade flows , as measured by the 

coefficient of var iati on of bilateral trade flows over a twenty five year period61
. In these 

three studies GATT/WTO membership is captured in econometric specifications by the 

use or dummy variables, rather than directly identifying the changes in trade policies that 

followed from membership or access ion. 

These findings have prompted others to re-visit the question he posed and the methods he 

em ployed. Subremain & Wei (2003) diverges from Rose's earli er articles (2002 a, b) in 

two respects. First, they differenti ate between the efTects of GA TT/WTO membershi p on 

industrial ized and developing countries. More generally they note that there is no 

presumption that the effects of GA TT/WTO membership are common across all goods & 

trading partners; hence calling in to question the poo li ng of certain types of trade data. 

, - Rose . (C002a .c002b,2003.2004) 
" Rose (2002a) 
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Second , they employ some of the latest tech niques for estimating bilate ral gravity 

eq uations \Vhich try to control for country-specific charac teristics62 These two departures 

appear to have led to substantiall y different findings. Subramanian and Wei find that 

WTO membership rai sed trade between industrial countries by forty percent. where as 

such membership on ly increased a developing country 's trade if it joined the WTO after 

the completion of Uruguay round. Asymmetri c results were found across sectors and 

GA TT/WTO membership is associated with greater effects on goods trade (wh ich 

typically face lower trade barriers than other sectors). The authors note that these fi ndings 

are consistent with the reluctance of industriali zed economies to libera li ze trade in food 

and clothing under ausp ices of the GATT and WTO, and the fact that developing 

countri es of the GA TT and WTO, and the fact that developing countries were not asked 

to undertake many liberali zing commitments before the completi on of the Uruguay 

Round. 

Lissovolik and Lissovol ik (2004) found that contro lling for grav ity equation vari ab les 

and country specifi c effects, Russia 's export to WTO members frol11 1995 to 2002 were 

sma ll er than those to non members. Rather than immediately attribute the export under-

perfo rmance to Russia 's non-membership o f the WTO, Li ssovo lik and Lissovo lik 

consider four potentia l explanations for thi s findin g. Only one such explanati on (the 

nature and extent o f Russia export control s) survi ve scrutiny and authors ' qua li fy their 

conclusions accordingly. 

On the other hand , economists draw upon the insights of the international relat ions 

literature to assess the effects of international institutions on trade palterns63 They note 

(,2 Anderson and Van Win coop (2003) 
(., Goldstein.Rivers.and Tomz (2003)pp.14 -26 
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that many cus toms territori es (which need not be nations) participated in the GATT and 

WTO before [ormallv becoming members of Ihese institutions. The dare of access ion . 

therefore, may not accurately refl ect the point ar which a nation begins to align itse l [wilh 

multi laterals trade rules. Another interesting observation is that the effects of GA TT and 

WTO membership is likely to be conditional on prevailing preferential trading 

arrangements and on the nature and hi story of certain state- to -state ti es, such as form er 

colonial links. The authors' also under take gravity equation analys is and find thaI, 

although the GATT/WTO appears to have inc reased trade among members, these 

institutions have contributed to faster growth of trade among non-members. 

Turning to the perspectives of the legal comments, it is generally believed that economies 

that join the WTO later are being asked to comply with more obli gations than ear ly 

entrants64 Commentalors on access ion have claimed that price being asked is "100 high" 

and the task "100 demandin g" . Example, Van Grasstek uses "three dimensional anal ys is 

of multilateral trade dip lomacy" to argue that demands on ascending coulllries, have bcen 

increasing over lime. 

Finall y, country specific research on WTO access ions has almost exc lusive ly focused on 

the important case of china. As a result, li ttle is known about the impac t on economic 

performance and social well-being of the other economies that have joined the WTO 

since 1995. The 'paucity of studies on WTO accession is parti cularl y unsa li sfactory as 

many economies espec iall y LDCs are currently seeking to join the WTO. The vacuu m 

left by the dearth of empirical ev idence raises has been filled by doubls aboul the case fo r 

opening markets and taking WTO obligations and negotiations se ri ously. II al so begs 

further questions for developing economies, especiall y LDCs whi ch have been 

" Van Grasslek (2004) 
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encouraged to use the WTO as a forum to st ructure national development cfforls. This 

paper builds on these studies, yet departs from them in a number of respects. I too employ 

grav ity equation approach to estimate the relati ve contributions of the WTO membership 

to national exports growth. 

2.5 . Review of Literatul'c on Ethiopia 

Few empirical studies has been undertaken on the consequences of Ethiopia's accession 

to WTO on her economy in general and fo reign market access in particular. The 

~Diagnostic Trade Integration Study using CGE model by international consultant and 

local speciali sts showed that a 50 percent reduct ion of tariff and subsidies by all WTO 

members may on average be able to change the welfare of the poor by 0.03 and 0.0 I 

percents, respectively. Moreover, it further stated that: " .. there would not be an immediate 

benefit except to signal to international communily Ihal Ethiopia's trade regime is bound to the 

international rules of the game65." 

As part of the world bank/lMF led orthodox SAP, a number of macroeconomic and trade 

liberali zation policies was undertaken, including significant reduction of tarin's and 

removal of non-tariff barriers. Therefore , it is argued that the ul1 weighted averagc tariff 

rate is in the order of 17. 5 percent while the maximum ,is about 35 percellt 66 To this 

effect, some argue that Ethi opia has reduced its tariff substant iall y and "has al ready 

undertaken reforms that are consistent with WTO rules and disciplines such as non-discrimination 

and reduction of qualitative restrictions to less than 2 percent of imports"67 whi ch could bring 

about earlier benefit when it joins the WTO. 

" WB , (2003) P.7 
(,(, ibid 
(,' Ibid p.7 
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However, others argue that with many suppl iers of an agricu ltu ral raw material s to 

limited internat ional markets. subs tantial pnce increases is unli kely to happen, 

particularl y in the short run. Moreover, In light of the frequent ly recurnng drought. 

Ethiopia's experience demonstrated that it can not regularly supply given volume of 

agricultura l goods to the export markets68 Another study by Anteneh (2004) suggests that 

it is not economically rational decision for Ethiopia to joi n WTO as the costs outweigh 

the benefit s to be gained as a result. 

Fina ll y, Pohl Consulting and Associates in its studies using dynamic CGE model under 

different Sanarios indicated the impact of reducing and lor dismantling TB and lor 

NTB69 The main impact of trade liberali zation process they found mai nl y fi scal, 

stressing that the Ethiopian government wi ll have to rapidly find ways to keep to amounts 

of tax revenues stab le in order to maintain the level of investments that wo uld sustain 

economic gro wth. The present research, therefore, focuses on invest igating the effect of 

Ethiopia's accession to WTO 0 11 its exports using gravity equat ion. 

" M iell ae l Keyzer, Max Merb is,Geen Overboseh (2000) 
m Polll and Consulting and Assoc iates (2005) 
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CHAPTER THREE 

3. Ethiopia's Trade Regime and Its Prospects Resulting from WTO 

Accession 

[n this chapter, trade regImes of Ethiopia with special emphasi s to expol1 sector, 

preferent ial markets currentl y enjoyed by Ethiopia and possible policy change resulting 

from WTO accession is thoroughly di scussed and analyzed. 

3.1. Ethiopia 's Trade Regime 

Ethiopia is an agrarian economy with very small industrial base. Hencs the performance 

of the e economy as a whole is largely influenced by what happened in the agricultura l 

sector. Agriculture accounted for about 74%,62%,50%,45. [%,39.4% and 42. 1 % of GDP 

in 1965, 1978,1 988,2001 .2003 and 2004, respectivel/oThis declining trend conveys as if 

structura l transformation has been taking place. Nevertheless, the age old contribution of 

the sector in forei gn e ~ change earnings and employment generation remained stagnant at 

around 90 and 80 percen ts, respective l/ I
. 

On the other hand , as indicated in the introductory part, trade if well managed. is believed 

to play an important role in transforming an economy from agrarian to industrialized one. 

I-lence, in the following section brief review of Ethiopia' s past and current trade regimes 

are made to show her past and current fo reign trade policy. 

3.1. 1. Pre-1974175 

During thi s period the fo reign trade was governed by a relati vely free market ori ented 

policies with pri vate sector (mainly foreign capital) occupying lion 's share in both export 

10 Vari olls NBE annual reports. 

" Ibid 
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and import activ iti es. However, 1960 on wards thc government followed an in -wa rd 

looking strateg/2 The too ls used for inward looking were overva lued exchange rate , 

which help importers to import cheaply by taxing exporters impl icitly, high tariff rates, 

foreign exchange contro l and non tariff barriers such as restri ct ions on some items and 

heavy tax on export73 

The maj or destination during th is period was the USA, occupying about 35.6 percent of 

the country's exports on average. Germany (8.8percent), Ital y (7.2 percent), and Japan 

(6 .5 percent) were the other important markets for Ethiopian exports . Export to Russ ia 

and Yugos lavia account for about 1.52 percent and 1.28 percent, respectivel/ 4 

During the imperia l period most export bus iness was under taken by forei gn businessmen 

with a lot of under-invo icing practice. According to a study of MoTI , 68 percent of 

export sector investment was occupied by foreigners and the then under- invoicing 

practice was widespread hammering the reported export value during the peri od. In the 

four year period priori to 1974/75, the average export value was around USD 201.4 

million. The export to GDP ratio was 7.1 pcrcent 75 

3.1.2 . T he Period 1974175 - 1990/91 

It is stated that the export objective of the ten years perspecti ve plan of the Dergue reg ime 

were increasing foreign exchange ea rnings, reducing the dependence of the country 's 

export sector on limited export markets, increasing the amount and composition of 

manufactured exports and increasing the socialization of the export sector76Thi s regime 

highly res tri cted the private secto r participation in the export sector in particular the 

i1 Imperial government of Ethiopia ,The second five year development plan (1962 -1966) 
-) MoTI (2003) 
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economy at large. Its overall policies were expanding collective and public en terpri ses 

and manage the economy through cen tral planning. Likc the Imperial. this period was 

inward look ing behind hi ghly protective tariffs and quantit ative restr ic ti ons. 

The regime planned the reduct ion of the share of the trad iti ona l export commoditi es 

(coffee, hides and skins, oils seeds and pl uses) from its level of 73.5 percent in 1984/85 

to 53 .2 percent in the end of the plan period 77 .The other effort considered relevant for 

ex port was the directive issued to ban the export ofraw material s of hides and skins. 

During this peri od ex port structure was characterized by increased coffee and hides and 

sk ins export shares offsetting part of the signifi cant slowdown in o il seeds and pluses 

export78 The coffee sector has rece ived greater attenti on by the government as evidenced 

by the establi shment of both large state farms in potential coffec growing areas and the 

government owned Ethiopian Coffee Marketing Corporatio n. This led to a jump in the 

va llie of coffee export from an average level of US D 85.8 milli on in pre- 1974175 period 

to USD 227.7 million and its share from the total vallie of exports went- up from 45 .7 

66 ·1 ·d d · 79 percent to I. percent In t lC peno lin er review . 

Another development during this period was the establ ishment o f large tanneries in 

different parts of the country explaining the improved ex port performance in thi s sector80 

Other export markets in order of thei r export share include Germany ( 18.1 pe rcent) Japan 

(9 percent). Saudi Arab ia (7.7 percent), Italy (7.2 percent). and Dj ibouti (6.9 

percent). 8 enefit ing from the then bilateral trade agreements export to Russ ia and 

Yugoslav ia acco unt fo r about 3 .6 percent and 1.5 pe rcent, as opposed to the pre 1974175 

" Ibid 
78 Variolls NBE Annual repo rts 
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level of 1.5 and 1.3 percent, respectively. France appeared to be an im portant market for 

Ethiopian products as its market share increased from the pre-1974175 level of 2.9 

percent to 4.2 percent. The average export to GDP ratio in percenti le during thi s period 

was 6.8. 

3.1.3. The Post 1991192 Period 

The economic policy of the TGE acknowledged the importance of II1creas ll1g and 

di versifying the country's exports to ease foreign currency shortages along a free market-

based economic pathS1 By minimizing the role of the state in forei gn trade sector and by 

ensuring adequate private capital participation in the export business, the government 

aimed an increasing export and foreign exchange earnings. To this end , measures such as 

provision of fi scal incentives to ex porters, the replacement of quantitat ive restri cti ons 

with tariffs, encouraging export-ori ented investment, minimizing ad mini strative and 

bureaucratic procedures and promotion of the use of trade information were taken. As the 

focus of the paper is on current Ethiopia's trade policy, looking at her import and ex port 

policies in more detail is important. 

3.1.3.1. Import Sector 

Fol lowing the 1991 declaration of TGE 's market oriented economy, Ethiopian foreign 

trade pol icies are deducted from ADLI. To thi s effect, a compre hensive trade reform 

program aimed are dismantling quantitat ive restrictions and gradually reduc ing the level 

and di spersion of tariff rates was under taken82 The negative li st used to determ ine 

eligibility for imports through the foreign exchange access was reduced significantl y. 

Currently, quantitative imp0rl restrictions are app lied only to llsed clothing. harmful 

SI TGE, 1991 
82 \VB (2003)Diagnostic Trade and Integration Study 
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drugs , and firearmsS3 Both tariff levels and their dispersion have been reduced 

significantly, As a result of the reforms, tariff rates narrowed down from pre-refo rm zero 

to 240 percent to ze ro to 80 in 1995 and then to ze ro to 35 in 200284 The average 

(unweighted) tariff rate declined from 28 .9 percent in 1995 to 17.5 percent in 2002, The 

implicit import duty rate (import duties collected as a percentage of total e1F8
' imports) 

declined from over 23 percent in mid 1990s to 12 percent by 200 I /0286 Effective rate of 

protect ion87 estimated using the input-output tables for sub-Saharan Africa countries used 

in GTAP database concl uded that "effective rates of protection exceeds nominal rales of 

protection such that the evaluation of the protective structure based only on nominal rate 

understates the extent of protection accorded many activities8S," 

Moreover the estimates point to a clear incentive bias in the protection structure in fa vor 

of manufacturing against agriculture, This anti agricultural bias in effective protection has 

largely been the outcome of high protection enjoyed by input supplying manufacturing 

industries, It also indicated the presence of the high protection of some imports and the 

bias against exports could potentially contribute to appreciated real exchange rates, 

I-Jence, during negotiation for accession to WTO, one of the requirements for Ethiopia 

may be to reduce the tariff rate to the acceptable level by the WTO member countries. 

8J ECA,(2004) 
" Ibid 
85 Cost, insurance and importing country's port 
86 WB (2003) Diagnostic Trade and Integration Study 

, ,., .... ~-

8'Effective rate of protection refers to a measure of the protection afforded by an import restriction 
calculated ad percentage of the value added in the product concerned . It takes into account the protection 
on output and the cost raising effects of production inputs. They employed ERPj=[ti-2::(aij* tJ/( I ~ La 1j)] 

,where tjand tj are the normal (schedule) tariff rates on given industry and input supply respectively ,and 
ajj is the input coefficient indicating the share of industry I 's product ion lIsed as inputs for industry j's 
Olltput 
" Ibid 
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This acceptable level may be gauged by taking the existing bound and applied rates as a 

guide. 

Table3: Post Uruguav Round Applied and Bound Rates of Industrial and Developing 
Economies by Major Product Group (in percentage) 
Serial Industrial Economies Developing Economies 

No. Product Group Applied Bound Applied Bound 

I Agri culture excludi ng Fi sh 5.2 7.2 18.6 19.9 

2 Fish & Fish Products 4.2 4.9 8.6 25.9 

0 Petroleum 0.7 0.9 7.9 8A J 

4 Wood, Pulp, and Furniture 0.5 0.9 8.9 10.3 

5 Textiles and Clothing 8A 11. 21.2 25.5 

6 Leather, Rubber and Footwear 5.5 6.5 14.9 I SA 

7 Metals 0.9 1. 6 10.8 lO A 

8 Chemical & Photographi c 2.2 3.6 12.4 16.8 

Sup. 

9 Transport Equipment 4.2 5.6 19.9 13.2 

10 Non Electrical Machinery I.l 1.9 13.5 14.5 

II Elec.tri ca l Machinery 2.3 3.7 14.6 17.2 

12 Mineral Products and Metals 0.7 1. 0 7.8 8.1 

13 Manufacturers, not elsewhere 1.4 2.0 12. 1 9.2 

Specifi ed 

14 Industrial Goods row (4- 13) 2.6 3.5 13 .3 13.3 

I S All Merchandise Trade 2.6 3.7 13.3 13 .0 

Source: Bcrnard and et al (2002): Development, Trade & the WTO P: 98 
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Therefore, as one can observe from the above data , Ethiop ian simple average tariff rate is 

greater than the average rate of both developing and industrial economies average tariff 

rate (as compared to both appli ed and bound tariff rates). Turning to Ethiopia's imp0rl by 

country of origin , during the period 1992/93-2003 /04 fi scal years EU member coul1\nes 

remained her major import commodity suppliers followed by Saudi Arabia. 

Figure I: Trends of Ethiop ian Imports by Country of Origin from 1992/93-2003 /04 
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During the period , imports from European Union member countries , Saudi Arabia . 

USA , Japan, China, CO MESA member countri es and United Arab Emirates on average 

share about 26 .64%, 11 .34 %,6.21 %, 5.68%,4.77%, 4.74% and 3.03%, respective ly. The 

follo wing fi gure shows average share of Ethiopian imports by country of ori gin for the 

last thirteen years. 
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Fi gure 2: Average Ethiopian Imports by Country of Origin from 1992/93 -2003/04 
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Raw materials, sem i finished goods, fuel, cap ital and consumer goods are the major 

Eth iopian imported goods. In 1990191, share (as a percentage of total imports) of semi 

finished goods, fuel, capital and consumer goods were 11.13%, 9.85%, 46.19% and 

30.19%, respectively. The share of the same goods in 2003 /04 was 16 .82%, 12.0 I %, 

33 .89% and 34.62%, respective ly . The average share of these goods for the last thirteen 

years were 15.90%, 16 .57%,32.40% and 30.40%, respectively. 
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Figure 3: Average Ethiopian 1l1lports by End Use from 1992/93-2003/04 

Average Ethiopian Imports by End USE 
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Source : Computed. from NBE Annual Report. 

3.1.3.2. The Export Sec tor 
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In October 1992, IMF and WB supported structura l adjustment program was launched 

whose basic role in the exchange and trade system was to strength incent ive fo r 

diversified export production thereby attracting fo reign exchange Ilows away from 

parallel markets. Pursuant to new econom ic policy and the associated SA P. a bunch or 

poli cy measures targeted at stim ul ating export growth have been in acted. These include: 

export li censing procedures were stream lined and the bureaucrati c trade licensing chains 

were practically abandoned, devaluation of the Birr and step by step liberalization of the 

foreign exchange markets, wi th the view of enhanc ing ex port competi tiveness all taxes 

on ex ports (expect coffee) and subsidies to exporting enterprises were abo lished. As of 

46 



December 1992 and as of April 2001 exporters were waived from the 6.5 percent coffec 

export tax IVhen coffee export price is below 105 US cents per pound [or washed and 

below 70 US cents per pound for unwashed 89 In order to fac ilitate exporters ' access to 

bank credi t thereby ex ploiting bona fide export orders and enha nci ng the competitiveness 

of exporters in the international market, an ex port credit guarantee scheme was 

introduced since 199990 

Figure 4: Trends of Exports of Eth iopia in Thousands of birr 

Trends of Export by destination Since 1992 

~ 4500000 ~ " . 

~ 
.c 4000000 
c: 3500000 " . • 

, . - 3000000 '. ~ ~ 
~ 

-- Export to EU 0 2500000 0-

.~ 
>< 2000000 - - Export to COMESA OJ .... 1500000 

- - U.S.A 0 
1000000 OJ 

::J 500000 - - China iii 0 L~~=':::'_::::::::::'==:::2 ;;:' ~ > 
Japan 

~ <:J :\ '<> " ~ r1>Q) ~Q) ~Q) ~Q) ,s,c::, r1>c::, Total Export q,Q) Q)OJ Q)05 Q)OJ ~c:s ~c::, 

" " " " '1) '1) 

Year 

Source: Compl ied from Various NBE Annual Reports 

Turning to perform ance of the export sector du ring this per iod, as dep icted in figure 4 its 

growth is not stable. Moreover, in terms of market concentration EU member countries 

remained as the main importers of Ethiopian exports followed by Japan. COMESA 

member countries and Saudi Arabia imported on average I I % and 7.7% of Ethiopian 

S<) Ministry of Trade and Industry (2003) 
9(l I bid 
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exports during thi s period. Export contributed 7.24% to GOP on ave rage, which is a little 

bit higher than it s contribution during the period 1974175- 1990/91. 

Figure 5: Et hiopian Export Value by Destination (in Percentage Share) from 1992/93-
2003 /04 

Average Ethiopian Export Share by Destination from 
1992/93·2003 /04 
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In 2003/04 the EU member countries share of Ethiopian commodities import increased to 

5 1.2% of the country's total export. Japan, COMESA , Saudi Arabia, USA and China 

registered market share of 14.9%, 12.5%,9.2%,7.2%, and 2.4% of Ethiopian exports 

during the fi scal year, respectively. 
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Figure 6: Eth iopian Export by Destination in 2003/04 Fiscal Year 

Ethiopian Export Destination in 2003 /04 
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Fi gure7: Eth iopian Major Export Comlllodi ties Share in 2003 /04 
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Figure 8 : A verage Ethiop ian Export Share of Major Commod i ti es from 1992/93 -2003/04 

Average Ethiopian Major Export Share Since 
1992 
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Coffee was still the dominant export commodity accounting for about 52.04% of the 

coun try's exports fo llowed by hides and skins (11.01 %), Chat (9.79) , Gold (7 .92%) and 

oilseeds (5 .63%). The share of coffee duri ng thi s period showed a decl ine frol11 6 14% (as 

compared to the peri od 1974175 -1990/91) to 5204%. Therefo re, in terms of 

diversifi cati on Ethiopian export still concentrates on few commodities . 

3.2. Assessment of Ethiopia 's Current Preferential Trade Agreements 

In addition to bi latera l trade Agreements made with her trading partners from ti me to 

time, Ethi opia is currently enj oy ing vari ous preferenti al trade arra ngements . These 

include Genera li zed System of Preference (GS P), European Union A frican Ca ri bbean 
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Pacific Economic partnership Agreement (EU-ACP EPA), Everyth ing But Arms (EBA), 

and Afri ca Grov,th Opportunity Act (AGOA) . Therefore , in th is section , a brief 

di scussion and analysis of these market accesses will be made. 

3.2.1. Generalized System of Preference (GSP) 

The notion of provid ing trade preferences for development purposes has its origins in 

Preb isch and Singer's work on the secu lar decline in the terms of trade for agricultural 

commodities and the perception that only manufacturing could provide stability and jobs 

in developing countri es91
. The Prebisch-Singer hypothesis92 led to two important policy 

prescripti ons: sectoral intervention fa voring import-competing manufacturing industry 

(import substitution industrialization) and the idea of creating non reciprocal tariff 

preferences to foster manufactured exports from the developing countries. [n the latter 

case the GSP is the most extensive and expli cit expression of an attempt to use trade 

preferences as a tool of development but today there a number of other schemes limited 

to sub-group of developing countri es, wit h varying product coverage and preferential 

arrangements. Juridically, preferences for LDCs form a sub- set of the GSP whil e other 

unilateral preferences depend on ex plicit waivers of WTO rules . The GATT 1947 had no 

provisions for specia l arrangements to help developing countries through trade93 

However a number of prov isions were added in 1965 for example, Article XVlI I, Article 

XXVI II and part IV on Trade and development which recognized the need for a rapid and 

sustained expansion of the export earnings' of the developing countri es and exhort ing 

' positi ve efforts designed to ensure that (developing countries) secure a share in the 

" The History of UNCTAD (19964-84) 
92 Prebi sch.Singer Hypothesis postulates that the terms of trade of primary products, the chie f ex ports of 
LDCs, had been declining over time and would continue to do so, and thai th is phenomenon was due to 
causes which were exogenous to the policies of tile LD Cs themselves. 
93 Laird and ct al (2001 ) 
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groll1h of international tradc, commensurate with the needs of their economic 

deve lopment's by deve loped countries. Part IV al so recognized the needs to provide in 

the largest possible measure more favorab le and acceptable conditions of access to wo rld 

markets fo r their li mited range of pri mary exports, includ ing measures to attain stable, 

equi tab le and remunerative prices. 

In paraliel Prebisch proposed the GSP at UNCTAD I in 1964. The arguments were 

essential: MFN treatment didn't provide equality with domest ic producers or regional 

trade partners un less set at zero; MFN treatment didn't take account of inequali ty in 

economic structural and levels of development ; and because negotiations were conducted 

on the basis of rec iprocity and the MFN principle, developing countries' exports 

conti nued to face high tariffs. Prebisch's proposals were subsequently adopted as a 

principle at UNCT AD II in New Deli in 1968. The compromise was that the conference 

agreed that "the objectives of the generalized, non reciprocal , non discriminatory system of 

preferences in favor of developing countries should be : (a) to increase their export earnings, (b)to 

promote their industrialization and (c) to accelerate their rates of economic growth 94. , I t was also 

recognized that special preferences shou ld be granted to the less advanced deve loping 

countries would not offer 'conventional reciprocity ' as a result of preferences they would 

be able to import more than if the preferences had not been granted. 

In order to allow the GSP system to become lega lly operat ional, on 25 June 1971 , the 

GATT contracting parti es dec ided to waive the provisions of Arti cle I of the GATT for a 

period of 10 years to the extent necessary to perm it cont racting parties to accord 

prcferent ial tari ff treatment to products originating in deve loping countries and territori es. 

The dec ision refers to 'generali zed, non-reciproca l, non discriminato ry preferences 

" Ibid p. S 
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beneflcial to developing coun tries'. Finally, on 28 November 1979, following the 

conclusion of the Tokyo Round in one of the framework agreements' the cont racting 

parties adopted the decision on differential and more favorable treatment, reciprocity and 

fuller participation of developing cou ntries (the 'Enabling Clause95
. ) which provided a 

legal basis (other than a waiver) for the granting of trade preferences, tariff and non tariff 

mechanisms, by developed contracting parties in favor of developing countries, and 

special treatment of the LDCs, in the context of any general or specific measures in favor 

of developing countries. Thc enabling Clause as a decision of the GATT contracting 

parties became part of the WTO system under provisions of paragraph one of the GATT 

1994. The enabling clause therefore const itutes the lega l basis by wh ich individual WTO 

members may unilaterally grant GSP preferences to developing countries96 

Based on the permissive rather than mandatory language of the decision, preference 

givers usually consider that they may also unilaterally modify extend or withdraw such 

preferences including the covcrage of beneficiaries. Developing countries often argue 

that this creates a degree of uncertainty about the scope and duration of preferences 

mitigating the benefits. That is, it has always been a purely concessionary scheme on the 

part of the industrial countl'ies and is in no way contractual. Thi s has inevitably caused 

uncertainty about the permanence of the concessions, something wh ich has hardly 

encouraged long term investments in beneficiary countries. Another of the principal 

crit icisms has always been the degree of effective coverage of exports. In general terms, 

<)) Enabl ing Clause is 1979 GATT Dec ision' Differential and More Favorable Treatment, Reciprocity and 
Fuller participation of deve loping countries'. One of tile so called Framework agreements, it enables WTO 
members, not withstanding the nondiscriminati on requirements, to "accord differential and more favorable 
treatment 10 developing countries without acceding such treatment \0 other contrac ting parties". 
<)(, The granting afnoll-reciprocal preferences by developing countries in favor ofLDCs is the subject of the 
decision of 15 June 1999 (WT/ L/304). 
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the products which rece ive preference under the GSP have often been made in an 

arbitrary way, undermining any apparent commitment towards developmental objectives. 

The products wh ich receive preference under the GSP are not necessarily those most 

favored by the exporter, but rather those which are least li kely to be di srupti ve to the 

importer 's producers. As a result preference receiving countri es have therefore suggested 

the binding of preferential rates or margins to increase the security of GSP benefits97 

The generalized basis of preferences under the enabling clause means that there is no 

need for donor countri es to seek permission to grant preferences to developing countries 

or even better preferences to LDCs. However, as noted , unilatera l preferences are not 

covered by the enabling clause. Given thi s limitations, the researcher would like to 

rev iew econometri c studi es made by different scholars on the effectivcness of the GSP. A 

paper by Ozden and Reinhardt98 provides econometri c ev idence using a data set 01' J 54 

countries from J 976 to 2000 that developing countri es wi thin the GSP tend to be 

systemati call y more protectioni st than non GSP countries. This considered as negat ive 

from the point of view of globa l welfare, because consumers either end up paying higher 

prices fo r th ei r imports, or consuming less. The Orthodox view defended by Ozden and 

Reinhardt has been cha ll enged by Rose (2002). Us ing a gravity model spec ification, Rose 

reaches the conclusion that membership of the WTO per se does not seem to have any 

positive impact on the vo lume of trade. In other words, his resul ts suggest that it is the 

intern ational system of reciproca l, multil ateral liberali zation is failing developing 

97 The enabling clause does not provide legal cover for nonreciprocal , country se lec ti ve preference schemes 
such as those by the European Union in favor of ACP count ri es by the US and Canada in favor of 
Caribbean COUll tries . and so all. These arc covered by waivers from Article I of the GATT which ,He 
limited in time and require \VTO approval for renewal. 
98 Ozden and Reinhardt (1003) 
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countri es99 In contrast according to Rose's cconometri c results, the GS P approx imately 

doubled the volume of trade between signing partners. Simil ar support fo r effec ti veness 

of the GSP is found by Nielsson (2002). 

In 2001 onl y 68.5 percent of total imports from LDCs eligible to enter Quad markets at a 

preferential duty rate actually did SOIOo. The rest paid MFN duties. Although thi s might 

seem quite low, the utilization rate increased by 20 percent points between 1994 and 

2001 101.According to UNCTAD (2004 :250), the low utili zation ratios are basically in the 

context of the" insignificant magnitude of the potel tial commerci al benefits; the lack of technical 

knowledge, human resources and institutional capacity to take advantage of preferential 

agreements , which require in-depth knowledge of national tariff system in various preferences 

giving countries , and conditions attached to the realization of the potential benefits of the 

preferences. The effective benefits of market access preferences provided by non-tariff barriers, 

nolably rules of origin and product standards ." 

3.2.2. European Union Mal'ket preferences 

Europe and the countries of Afri ca, Caribbean and the Pacific (ACP) trade agreement and 

Everything But Arms (EBA) Initiatives are the main trade prefe rences offe red by EU for 

developing and least developed cou ntries. European Uni on member countries are the 

major Ethiopian export consumers. Trends of export trade volumes of Ethi opia to EU 

during the last nineteen yea rs, depicted in figure 9 below, reaffirms th is fact. Therefore, 

99 In fact, it could be argued that a dummy variable to refl ect WTO/GA TT membership is not the 1110S1 

appropri ate way ofl11cas uring the impact of the Illultilmeral syste m: particularly in Africa in the 19805 and 
90s many countries liberalized unilaterally, due to the condi tional ties placed Ll pon them under structural 
Adjustm ent Programmes. This docs not mean, however. that mem bership of the WTO does 110\ exe rt a 
significant influence of trade policy. 
l()(l UNCT A D(2004) 
](11 Ibid(P:25 1) and for full description see fln nex 
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in thi s section more elaborated di scll ssion and analysis on the granted EU markets 

prefe rences are made. 

Figure 9: Trends of Ethiopian Exports by Country of Destination (from 1985/86-

2003/04) 
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3.2.2.1. EU-ACP Economic Partne"ship Agreement 

Since its inception, the European Economic Coml11unity (EEC) agreed to appl y a 

favorable economi c treatment to African countries. The treaty of Rome signed in 1957 , 

fo unding the EEC offe red special trade and economic support measures for the offshore 

territories and dependent countries of the then six EEC member states (Belgium , Federal 

Republic of Germany, France, Italy, Luxemburg, and Netherlands). In 1958, the first 
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European development Fund (EDF) was set up to finance economic and soc ial 

d I . I . I Fl' . 102 eve opment proj ects, most y In t1en renc 1 tern tones . 

Upon their independence, in the early 1960 's, some African countries negoti ated with the 

EEC the continuation of their preferential economic relat ions. Th is gave ri se to the 

beginn ing of the EU-Africa partnership, under which the European Commun ity (then the 

European Union) and the group of African , later joined by Caribbean and Pacific 

countries agreed on a framework of economic, cul tura l and political cooperati on 103 Over 

time th is partnership saw its coverage extended both in geographica l terms and in the 

nu mber of areas of cooperation covered. The accession of the U nited Kingdom to the 

European Comm un ity in 1972 was fol lowed by a significant increase in the number of 

Member of states in the ACP groupl 04. The African-Economic Cooperation partnership 

was launched on a contractual basis by the signing of the first Yaounde Convention in 

July 1963 , between the EEC and 18 Afri ca States, mostl y Fra ncophone countries lOS. The 

convention contained provision on trade and fi nancial aid. Interest ingly, the trade 

provisions of Yaounde were based on reciproca l and non di scriminatory terms, pursuing 

the trade arrangements of pre-independence ti me. Such rec iproca l arrangement were 

closer to those of a free trade arrangements of a preferential trade scheme 106, and as such. 

more similar to the Economic Partnership Agreemen ts (EPA) currently under 

negotiations between the EU and ACP states. Agri cultural development was given a hi gh 

profi le in the first Yaounde convention. The second Conference of Yaounde, signed in 

102 Brenton, Paul Miriam Manchin (2003) 
103 EUROSTEP (2004) 
10-1 Ibid 

105 UNECA(2005) 
106 Henri -Bernard Soi ignClc Lecomte (2003) and also downloadable at 
: hup :llclI rooa. CLI. ill tlcomm/de ve iopmcllvl)od V!cotOIlOli 'overview-en. hI I \l II I I cad in g I 
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Jul y 1969. provided an Increase 111 European Development Fund resources fo r 

deveiopmel1l projects. It also prolonged the reciprocal non-d iscriminatory trade 

arrangements. Ke nya, Tanzania and Uganda chose to join the second Yaounde 

Convention. Major reform s to the European Economic Community-Afri can partnershi p 

were introduced after the expi ry of the Yaounde Convention, when the first Lome 

Convention was signed in February 1975 . At this time, the European Economic 

Community (EEC) had experi enced its first major enlargement, wit h among others the 

accessio n of the United Kingdom. In thi s new context, countries that had until then 

privileged trade relations with Great Britain in the Common wealth were confron ted with 

a shift in paradigm , as their traditional partner (the UK) overhauled rad ically its trade 

fra mework. Hence, the UK's accession to the EEC was a therefore extended to 46 

members. including for the fir st time, Caribbean and Pacific nations l07 

The Lome Convention was hailed for its innovation and as an exemplary fo rm of No rth-

South partnersh ip . The agreement include all SSA countri es, with the exception of South 

Afri ca l 08 With hindsight, however, most commentators now agree that the success ive 

Lome Conventions fai led to reach their deve lopment objecti ves and need reformi ng. It 

was characterized by its contractual nature, its partnership principle and a combination of 

aid , trade and po litical aspects . It was renewed four times, until 2000. The Convention 

proposed a non-reciprocal disc riminatory trade agreement between the EEC and the ACP 

group . This arrangement was a rad ical change from the Yaounde Convention , wh ich 

stipulated reciproca l and non-d iscriminatory trade. Concrete ly, whi le the EU was 

granting a very fa vorable market access to ACP countri es, those were no t committed to 

1{}7 Ibid 
IUS UNECA(200-l) 
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gran t equivalent concessions to European exporte rs. The Lome Convent ion al so 

introduced an innovative mechani sm aimed at compensating ACP members in case of a 

fall on their commodity export revenues. ST ABEX was therefore introduced by the first 

Lome Convention (1975). with a view to offering compensations for ACP members that 

experi enced a brutal decline in their revenues from trade in agri cu ltural goods. The 

second Lome Conference (1980) introduced SYSMfN, an equivalent mechani sm fo r 

revenues of trade in mineral commodities. Both STABEX and SYSM IN were funded 

through the EDF, mak ing payment advances to ACP states that were supposed to be 

refunded at a later stage. 

However, it has not met its development objective . Africa has lagged behind the rest of 

the developing world, both in terms of its integration in world trade, 109 but also and more 

importantly in terms of poverty reduction and soc io-economic deve lopment. Thus. AC P 

countries exports saw their share of the EU ma rket dimini sh from eight percent in 1975 to 

2.8 percent in 2000 11
0. It wou ld therefore be too simple to conclude that the EU-AC P 

agreement has not been effective for ACP countries. Clearl y, the aggregate resul ts are 

disappointi ng, with an apparent inability to mai ntain even existing market sha res . 

Moreover, a change in the attitude of the EU towards the WTO compatibili ty o f its trade 

regime with the ACP countries al so occurred III. 

As a result EU proposed the new ACP-EU agreement and thi s agreement was s igned in 

Cotonou, Benin in June 2000 112 This agreement will run for a duration o f twenty years , 

J09 ACP countries' share of EU market declined from 6.7% in 1976 to 3% in 1998 , and still aboul 60% of 
10lal exports are concentrat ed in only 10 products. Source: 
Imp:/ femopa.ell. in ticol11l1l/de ve loomcllI/bod v/colonou/ovcl'v i ew en. hIm II Head i n g I 
110 UNECA (2005) on its paper titled "Economic Welfare Impacts orlhe EU -Africa Economic Partnership 
Agreemen ts" provided the evidence being acknowledging the EU Comm iss ion. 
III Ibid 
11 2 Ibid 
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with possible rev isions e\uy five years and renegotiat ions of the finan cial protocol at the 

. I 11 3 TI same Interva S . le new agreement rests on five interdependent pillars: a 

comprehensive poli tical dimension consisting in an enhanced dialogue, and a special 

focus on conflict prevention and resolution, as well as on governance issues and the 

respect of huma n ri ghts and the rul e of law, a set of participatory approaches, including 

greater emphas is on the ro le of civi l society, a focus on poverty reduction, and a central 

role for the private sector and regional integration in deve lopment strategies, a new 

framework for trade and economic cooperation that would put regional integration at the 

fore-fron t, and extended cooperation to non-trade areas, a reform of fi scal cooperation, 

through the si mplification and enhanced flexibility of the financia l instruments of the 

partnership as well as the introduction of a performance criteria in the allocation of aid l14 

As far as trade is concerned, Cotonou agreement does not reall y deta il the prov isions for 

future llS It does, however, offer the pursuit of Lome non-rec iproca l trade arrangements 

until 2008 at the latest. and offer a fra mework of negotiations for future trade 

arrangement afte r that date l16 Under the Cotonou agreement, however, ACP countri es 

may choose not to take part in EPAs. Hence ACP LDCs that choose not be part of EPAs 

will still to a large ex tent benefit from duty access to the EU's markets under the EBA 

Initi ative. 

II) EU ROSTEP(2004) 
114 Ibid 

" ' UNECA(2005) 
11 6 This arrangemen t was validated by another wa iver, granted by WTO members during the Doha WTO 
Ministerial conference in September 200 I . A fIcr this deadline, the agreement stipulates clearly that a WTO 
compatible trade arrangement will have to be put in place. 
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Turning to assess ing effective utili zation of the preference, according to a stud y 

conducted by UNECA Ethiopia utili zed only 24% of the preference 117 The study also 

pointed out that the effective usage of the schemes by Ali-ican countri es in general 

depends not so much on deficienc ies in their operational characteri sti cs, but rather on the 

structure of exports of the country in question_ As it is clearly shown in sect ion 3_1.2 

above, Ethiopian exports concen trate on few commodi ti es in its structure and 

characterized by low or stagnant in its growth_ Thus the low level utili zat ion rate of the 

preference by Ethiopia could be a manifestation of these reasons. 

3.2.2.2. Everything But Arms (EBA) Initiative 

The EBA proposal was enacted by the council Regulation No. 416/200 I of 28 February 

200 I, amending European Commission (EC) Regulation No. 2820/98 applying a multi-

annual Scheme of generalized tariff preferences for the period I July 1999 to 3 1 

December 200 1, so as to ex tend duty free access without any quantitative rest ri cti ons to 

9 19 agricultural products or iginating in the least developed countries 118 More than 50 

percent of the liberali zed tariff lines covered meat and dairy products, bevcrage and 

milled products 119 EBA entered into force on 5 March 2001. 

It should be noted that whil e the preferences fo r deve loping country under the GSP 

scheme are subj ect to period ic renewal the special arrangements provided fo r in the EBA 

117 UNECA (2004) study on "Trade Preference and Africa" employed 'Analysis of Products Granted Large 
Preference Margins' approach to evaluate the ut ilizat ion rates of each country. Thi s approach eva luates the 
effect iveness of a give scheme on a product-by-product basis: export products where the margin of 
preference is large wou ld be expected to respond better to the incentive provided by the preference-giv ing 
coulltry. The computed figures arc annexed . Therefore, for further reference s, see allnex 2.The study 
employed utilization rale approach to determine the utilization of the preference (the value of imports 
receiving preferences divided by the va lue of impol1s el igible for the preference) . 
118 Page, S. and A. Hewill (2002) 
II? bid 
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initi ative (modifying the GSP) with regard to market access for LDCS wou ld be 

maintained for an unlimited period oftime] 20 

All the products included in the initiative are agricultural products in contrast with the 

original GSP which is in line with the Prebisch thesis focu sed on manufactured products 

as di scussed under section 3.2.1. Products such as fruits and vegetab les, meat, beverages 

and dairy products are now granted duty free and quota free access to the EU market. 

Only three products have not been liberalized immediately: bananas, rice and sugar. Their 

phase- in periods for ful l market access is as fol lows:]2] duties on bananas be graduall y 

eliminated by 20 percent annual reduction, starting on I January 2002. All duties will be 

eliminated from I January 2006; full liberalization of rice is phased in between I 

September 2006 and I September 2009 by gradually reduci ng the full EU tariff to zero. 

Duties will be reduced by 20 percent on I September 2008. During the transiti on peri od 

LDC ri ce can be exported duty free to the EU within the limits of a tariff quota. The 

in itial quantities of th is quota shall be based on best LDC export levels to the EU in the 

recent past , plus a growth factor of 15 percent. The quota will grow every yea r fro l11 25 17 

tones in 200 I 12002 to 6696 tones in 200812009.S il11ilar arrangements are provided for 

sugar. Fu ll li bera li zation will be phased in I July 2006 and a Jul y 2009. During the 

transition period, LDCs raw sugar can be exported duty free to the EU within the lil11its 

of a tariff quota which will be increased from 74 185 tones (white sugar equivalent) in 

2001 /2002 to 197355 tones in 2008/2009. 

120 One C0l111110n criticism of GSP schemes and other non-binding un ilateral preferent ial schemes for 
developing countries was the uncertainty of such trade regimes stemming from their annual renewal. Donor 
countries can exclude countries and products or alter the procedures at any time when such preferent ial 
schemes are renewed. Not being subject to periodic renewal, the EBA initiative makes a step further in 
reducing the uIlcel1aillty of preferential market access for LDCs. However bein g adopted within the GSP 
framework the EBA unlike the EU-ACP arrangements can be modified unilateral ly by the EU. 
m The informal ion provided is based on data available from the EC, at: h!!p://www.eul.opa.cn.int/collltll. 
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The adoption of EBA had to meet certa in conditions imposed by other international trade 

arrangements where the EU was signatory; the WTO agreements and the ACP 

preferential trade arrangements. The EBA was adopted as an amendment to the ex ist ing 

GSP scheme in order to benefit from the compatibility with the WTO rules of the current 

GSP scheme. The basis for EBA under WTO is paragraph 2(d) of the Enabling Clause of 

1979, which a ll ows fo r special treatment to be granted for LDCs in the contex t of any 

general or speci fic measures in favor of developing countri es. The EBA had to be not 

only WTO compatible but also to grant non discriminatory market access to all ACP 

countries. However, the EBA initiative would have granted more preferential market 

access to all ACP LDCs than the one enj oyed by ACP non LDCs countries. 

Apart from the extension of duty and quota free market access to all products (with the 

exceptions of arms) originat ion in LDCs, the EBA brings on ly few changes in the general 

rules admin istering the ex isting GSP scheme. Of these, one of the more important 

changes is that unli ke the EU GSP scheme that is subject to renewal and revi sion. EBA 

has no time li mitation. On the other hand, the EBA al so introduces new provisions 

allowing the EU to introduce safeguard measures when mass ive increases in imports of 

products originating on the LDCs ari se in relation to their usual levels of production and 

export capacity. Specific safeguard measures apply espec iall y w ith rega rd to sensiti ve 

products (bananas, sugar and rice); if imports of these products cause serious disruptio ns 

to the EU mechan isms regu lat ing these products (the CAP and ACP- EU protocol in 

. I )122 partlcu ar . 

These new safeguard measures are in addition to those laid down on preferential ta riff 

treatment under the GS P, whereby preferential tariff treatment may be temporar ily 

122 ib id 
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withdrawn (in whole or in part) in the case of certai n acti vities including S lavery , forced 

labor. ex port of goods made by prison labor, manifest shortcomings in customs cont rols 

on money launderi ng and fraud or fail ure to provide the cooperation req uired for the 

verification of certificates of origi n. Other ci rcumstances quali fying for such a 

withd rawa l are man ifest infringements of the objecti ves of internat ional conventions 

concern ing the conservation and management of fi shery resources. 

Furthermo re, MFN duties on a product may be re introduced where that product 

originating from a developing county is imported in terms which cause or threaten to 

cause seri ous difficu lties to a community producer of li ke or directl y competing products . 

This is basicall y paI'a ll els safeguards under GATT Article XIX. In exam ini ng the poss ible 

ex istence of such serious difficul ti es the commission takes , among other things, the 

fol lowing factors into account: reduction in market share of community producers, 

reduction in thei r production, increase in their stocks, choose of their production capaci ty. 

bankruptcies, low profitab ility, low rate of capac ity util ization, employment, trade and 

prices. i23 EBA initiative modifies the GSP scheme by adding to the reasons fo r the 

possib le temporary w ithdrawa l of preferences a ' measure increases in imports into the 

community of products originating in LDCs in relation to the ir usual levels of production 

and export capac ity.1 24 Thi s add ition shall allow the commission to ' react swift ly when 

the communiti es financial interests are at stake,12S The post -EBA GSP scheme also 

conta ins an extra paragraph in article 28 allowing for the supervis ion o f the preferences 

L!3 It is slated that the commission will do so 'where the information is availab le', wh ich COlllll1elllalQrs 

critic izes in its subjecti vity. 
l24 tn World Institute for Development Economics Research (W IDER) Discussion NO.2003 /47 ti tled 'The 
EU's EBA Initiat ives and LDCs' slates that this information is conta ined in Arti cle 1:4 of European 
Commission council Regulation No.4 16/200 I of28 feb ruary 200 I. 
115WIDER Discussion Paper No.2003/47ackoweldges that the so urce of the information is cOll l a i tl~d in 
Paragraph J 3 in the preamble of council Regulation NoA I 61200 I of February 200 J. 
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provided by this regu lat ion fo r rice, sugar and bananas, . i f imports of thesc products 

cause se ri ous disturbance to the community markets and their regulato ry mechan isms' 126 

The commission announced that whenever LDC impons of rice, sugar, or bananas 

exceed, or are likely to exceed the previous years level by mo re than 25 percent, than it 

wi ll automati call y examine whether the conditions for appl ying GS P safeguard measures 

are met l27 It remains to be seen whether the EBA modifi cations to the GSP safeguard 

scheme will in practice wo rk to frustrate market access for LDCs or to prov ide a genuine 

escape mechan ism where severe market di sturbances result from the newly granted LDC 

preferences. 

The major concerns were vo iced during the adoption ofEB A by the EU. The first related 

to the signifi cant trade di version effects that the EBA cou ld potent ia ll y have on other 

developi ng countri es, ACP coun tri es in pani cular 128 .The second warned against the 

im pact of EBA on the European Union 's Common Agri cultura l Pol icy (CA P) argued 

that, because of li ke ly exclus ions to avo id ' damage ' to EU agriculture, the EBA would in 

fact be 'everything But Farms, 129 The CAP has provided an array of policy measure in 

support of domestic agri cultural production and EU fa rmer' s incomes l30 Domesti call y, 

the CAP introduced various direct and indirect support measu res. while on the fore ign 

trade side it is now based on complex and substantial tari ffs and tariff quotas to reduce 

126Ibid contained in Article 1:5 of counci l Regul ation NoA I61200 I of 28 February 200 I 
127 Detail can also be found at: http:www.sugartraders.co .uk/archive.htm and 
h np://www.eurinco.co. tlkltrade!eba -rev"') . hI mthe 
128 Page and Hewitt (2002) 
129 Rasmllssen (200 J) 
130 The CAP comprises a series of general and sectoral arrangements for almost all agricultural products: 
arable crops, potato starch, cerea ls, oli ve oil, grain legumes, flax, hemp, silk worms, bananas. dried grapes, 
tobacco, seeds. hopes, rice mem and me<lt products, wi ne etc. 
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import competition attracted by high domestic prices, whi le export subsidi es are used to 

dispose of do mestic production surpluses lJ1
. 

I n the past several budgetary cri ses arose fo r certain products (Grains, mil k and sugar) as 

the CAP budget was too small to ensu re attracti ve running ll2 Budgetary prob lems also 

became an issue during the adoption of EBA. It was argued by many domestic producer 

groups that by eliminating tariffs and non tari ff quotas on products that are subject to 

CAP prov isions EBA wou ld increase im ports to such an ex tent that it woul d make CAP 

support measures ineffective ll3 

Turning to assessing the impact of EBA Ini tiative, research by the OECD notes that most 

Afri can countries have hardly ever used the scheme, with a utilizati on rate of less than 3 

percent lJ4 The possible reasons indicated fo r thi s are because the export products of 

these countries are already duty free, or because they are entering the European market 

I' -
under Cotonou scheme ,,- [n the context of Ethiopia, either reason could not be 

app licable (her utilization of Lome and I or Cotonou trade preference is so low as 

thoroughly di scussed under section 3.2.2.1 above). Therefore, the reason could be the 

supply constraints. 

lJl Q uantitative rest ri cti ons and variab le import duti es were elim inated under the Uruguay Rou nd 
Agreement on Agricu lt ure, although some products reclass ification closely mirrors the effects of variable 
levies. 
III Weyebrock (1998). 
133 Agra Europe (2001) 
134 OEeD (2004:37) explains that 11105t Afr ican cou ntries are under uti lizing the offered trade preferences. 
135 EBA is in competition with CO(Qnoll for around 86% of EBAMcligible imports. In 60% of EBA-eligible 
import operations (products and countries), the LDC 's preferential margin ill relat ion to Cownou is low 
aEeD (2004:47).Others argue that the requirements of compliance with rules of origin appear lO be 
decisive, especially for processed products. The rules of origin for the EBA are certainly more restrictive 
tha n in the COlOnou agreement. Under the COlO nO LI agreement with some exceptions, full cumulation 
within the ACP coulltries is allowed for. Thus products that undergo further process ing on ACP countries. 
although the original goods may not have originated ill the ACP region, are still eligible for duty-free 
access . Thi s is not the case with the EBA agreement - since the EBA is the ex lens ion of the GSP, the 
concept of diagonal cumulation applies, meaning that although products can move within tile EBA 
cou ntries for fUl1her processing, sourcing oLitside (he EBA, including with other ACP cOll ntries, is not an 
option for products to enter the EU duty free. 
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However, figure 10 below depicts that Ethiopian ex port to EU membe r countries since 

2001 showed an increasing trend. Of course, th is does not indicate that Ethiopian expo rt 

to EU member coun tries share as a proportion to total export is increasing l J6 Therefore , 

what the investigator can say is her utili zation of the preference is not satisfactory. 

Figure 10: Ethiopian Exports to EU Member Countries from 2000-2005 in Birr 
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3.2.3. The African Growth and Opportunity Act (AGOA) 

Afri can Grow1h and Opportunity Act CAGO A) was adopted by the Un ited States 

Congress in May 2000 to offer 'tangible' incentives for African coun tries to contin ue 

their efforts to open thei r economies and build free markets l37 Thanks to th is Act, 

e ligible Afri can countri es would enjoy better market access to the United States with a 

U6 As Ethiopia 's export share by destination to EU member countri es declined from 39.8% in 2000 to 
3 t .7% in 2005 . This is as per researcher's computation from ECA data. 
1)7 11 can be found al AGOA's webpagc: www.agoa.!!ov. 
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larger number of duty free lines. However, significant restri ctions st ill ex ists in AGOA 13S 

There has been uncertainty given that each country's eligibility is reviewed annual I". 

with the risk fo r an eligib le country of losing instantly the advantages granted. 

Moreover, to access AGOA, African countries have to face restrictive conditions. First. 

the rules of origin are strict, especia ll y in text il es, leadi ng countries like South Afri ca to 

opt out of the preferential access offered by AGOA to export apparel to the United Statcs. 

Furthermore, complementary conditions for African countries are associated with the 

agreement such as opening their markets to US trade and investment, strengthening 

customs requi rement and implementing market based reforms '39 According to some 

calcul ati ons, the absence of these restri ctions wou ld have magni fi ed the impact of AGOA 

nearl y fi ve fo ld, leading to an increase in non-o il exports of US $ 540 million. instead of 

the US $ 100 - 140 million expected in the presence of these restrictions 140. 

The products coverage is not cOlllprehens ive: some sens itive products for African 

exporters are st il l excluded from the agreement. According to UNECA (2004) . cight 

percent of the tariff lines are not covered by AGOA 141. These are mainl y te ~ti l es and 

footwear that still face exceptionally high tariffs l42 

However, countries such as Mozambique, Swaziland and Lesotho abled to export 90. 83 

and 95 percent of their exports under AGOA preference to US I43 Eth iopia 's utili zation 

138 Aaditya and Subramanian (2003) 

139 In fact , the way in which benefits from AGOA are tied to a better treatment of US in vestment s and 

exports fromlhe beneficiary country is potentially in conflict with WTO rules ofMFN trea tmen t. 

140 UNECA (2005) in its pub lication titled 'U nrestricted Market Access for Sub-Saharan Afri ca" stated 111m 

the restrictive conditions of AGOA undermine its benefits to African coulltries in general. 

14l UNECA (2004) stressed that AGOA is not an all -comprehensive agreemen t-of a total of ! 2750 tariff 

lines, 1067 are not covered by the agreement , representing 8 percent of the total. 

142 Ibid 
143 According to UNECA (2004) calculation of utilization of AGOA preference, these countries maJor 

beneficiary of the preference. The study employed utility rate approach (the value of ill11)(lrt rcc('i\'ill~ 

preference divided by lotal imports). 
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rate o f the pre ference as calcul ated by UNECA (2004), however, is 9 percent. Looking at 

ex port trend of Ethiopia to US . it shows an increasing trend (as depi cted in fig ure II ). 

Export to US as proportion to total export during the same period, however, indicates 

some what a fluctuating share l4
'. Therefore, like utili za tion of EBA initiative, AGOA's 

preference uti lization of Ethiopia is also not sati sfactory. 

Figure I I : Ethiopian Export to US from 2000-2005 
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3.2.4. Common Market for Eastern and Souther'n Africa (COMESA) 

The Common Market for Eastern and Southern A fri ca (COMESA)145 was founded 111 

1993 as a successor to the Preferential Trade Area (PTA) for Eastern and Southern 

Africa, which was established in 1981 146 COMESA formally succeeded the PTA on 8 

December 1994. The establi shment of COMESA was a fulfi ll ment of the requirements of 

14-1 As per researcher's computation based on ECA data. share of export to US as a proportion 10 IOta! 

export shows 3.66, 4.55, 3.84, 4.04, 6.06. and 5.07 percent in 2000, 2001 , 2002, 2003, 2004 and 2005. 
respect ive ly. 
1~5 CO MESA member countries and its historical establishment can be downloaded at: 
hi t p:/ IW\\' W.3 fr ica. u n i on. 0 rg/rccs/co mcsapro Ii Ie. pel r 
1·16 The information can <llso be downloaded at : hLlp:l/wwW.co11lcsa.ill l 
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the PTA Treaty , which provided for transformation of the PTA into a common market ten 

years after the entry into force of the PTA Treaty. 

It was establi shed with the aim of strengthening the process of regiona l economic 

integration that had been initiated under the PTA, in order to he lp member states achieve 

sustainable economic growth. Among other thi ngs, COMESA' s main priority is the 

establishment of a free trade area by October 2000. Currently, Ethiopia is a member of 

COMESA; but has not yet fully integrated into the common market system 14 7 She is 

adopting a gradual and step-by-step trade liberali zati on strategy for eventual integration. 

In the COMESA arrangement, the first step is the establ ishment of the free trade area 

(FT A), which eliminates tari ff and non-tariff measures on trade in goods produced wi thin 

member countries. The FTA is expected to expand to a custom union (CU) regime. In 

th is arrangement, a common tari ff and non tariff measures on imported goods fro m non­

members is introduced in a ll member countri es, fu rther conso lidating the integration. 

Overtime. the custom un ion develops to a common market where trade in goods would 

be followed by trade in services and free movement of factors of production, both labor 

and capital, as well as entrepreneuri al sk ill. 

The estab lishmen t of the FT A requi res, in add ition , the evo lution of uni fo rm national 

customs legis lation and procedures and ful l elimi nation of import duti es and non-tariff 

barriers on trade among all of the member countries. Problems in implementation are 

certain, of course, not least due to ill-equipped customs and regulatory control. But local 

factors of production wi II be affected throughout the region, with elements of competition 

entering more and more sectors in the economies of COMES A 's member states . Concern 

over domina nce of the stronger states withi n COMESA and the loss of jobs and capi tal 

1.t7 The inrormation source is Ethiopian Ministry of Trade and Industry (MoTI) 
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by less competitive economies are justified. In addition , no FTA has faced the physical 

and institutiona l obstacles to trade that COMESA will , from lack of roads and deports to 

poor communication systems to political volatility within regions and among members of 

the free trade area 148 

Concerning Ethiopia's trade relationship with COMES A member countries, as depicted 

in figure 12 and 13 below, it is not satisfactory. In fact, as mentioned above, she has not 

yet fully integrated into the common market system. However, countries like Egypt have 

unilaterall y offered her free trade area on the same playing with those COMES A member 

countries which are fully integrated into the common market l 49 Djibouti , Kenya, Sudan, 

Egypt, Uganda, Zambia, Rwanda and Tanzania are major importers of Ethiop ia's 

commoditi es among COMESA member countries. The unsatisfactory export share of 

COMES A member countries (as compared to their topography which may reduce 

transportation costs and so on) may be due to Ethiopia 's lagging behind time to fully 

integrate into the common market. 

I-I S The concepts and suggestion 5 are we ll briefed on a paper titled 'Opportunities for Ugandan Exports in 
the Context of WTO Trade Liberalization Analysis and Recolllm endation· by Christopher L. Shaw, 
Daniel Pl unkett, Germina Ssemogerere,Yusuf Abdella, and Polycarp Musing Uzi (2000) prepared for the 
Uganda National Conference on Trade Policy_ 
1-19 The source or the information is MoTI. 
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Figure 12: Ethiopia 's Export to COMESA Member Countries from 2000-2005(i n %) 
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Figurel3 : Ethiop ia' s Export to COMESA Member Countries from 2000-2005 (In Values) 
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3.3. Possible Policy Reform Resulting from WTO Accession 

Access ion to WTO has an important impact on the acceding country as it implies the 

adoption of WTO discip lines and these poses a number of challenges for the country. Tn 

fact, some critica l issues and concerns of Eth iopia has been raised and reviewed under 

practical and empirical rev iew of literatures in chapter two. But in this section, specific 

policy changes that possibly ari se as a resul t of Ethiopia 's accession to WTO are 

addressed. Therefore, the researcher would like to precisely review some of the major 

impacts of accession to WTO on Ethiopia in relation to economic po licies. 

3.3.1. Balance of Payments Management 

The effect of the WTO disciplines on macroeconomic po licy 111 the presence of BOPs 

disequilibrium 150 is one area to be seriously considered. The importance of the broader 

linkages of trade policy stem from the economic relationship between the current account 

in BOPs and domestic aggregate variables fo r sav ings and investment l 5l
. This 

relationship, which is known under the heading of "fundamental identity", li nks domestic 

investment expenditure (relative to savings) to net imports (or net exports). An excess of 

domestic spending over national savings can only happen if the corresponding amount is 

withdrawn fro m the domesti c economy in the form of net exports . 

These li nkages have been understood by the origina l GATT negotiators. The GA T"I' 

Articles xi ii and xv ii i make special provisions for countries with BOPs difficulties, and 

allow these countries to impose restrictions to ease domestic adjustment and to facilitate 

150 Balance of Payments disequilibria may happen when there is imbalance in a statistical record of all the 
economic transactions between residents of the reporting country and residents of the rest of the world 
during a given time period. For more explanations on the concepts, definitions and components of BOPs, 
one can refer any standard international economics books. 
'" The relationship can be represented as: (S-I ) + (T-G) ~ (EX + Til. - 1M) where S, 1,1', G,EX,TR ,and 1M 
represents domestic saving, domestic investment, domestic net taxes, government expenditure, export ,net 
unilateral transfers and illlport s, respectively. 
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the financin g of current account deficits. One of the important provisions of these articles 

is the temporary nature of the restri ctions. The restrictions must not be imposed 

"permanentl y" which means that the long term financing of current account deficits can 

only be achieved through domestic adjustment which in turn call for appropriate changes 

in macroeconomic and structural po licies. 

Another provision specifies that the restrictions can be taken in the fo rm a uniform import 

surcharge. Thus the restrictions must not be selective and subject to different rates of 

surcharge. In other words, the restrictions must provide uniform protection from 

imports l52 The critical effect of these provisions is to help introduce a stronger discipl ine 

into domestic policy making both on the macroeconomic and structural level. Another 

reason is to avoid frictions in international trade relations. Members conducting 

inflationary policies which lead to current account deficits are, for example, most likely 

to run into difficu lties with their trading partners if they seek aggressively to depreciate 

thei r currencies or restrict imports. While these policies may be seen by the countries that 

app ly them as the first best po licy, this is not the case when one takes into acco unt the 

likely react ions of trade partners. 

Quite apart from the fact that tariffs are never the first best pol icy to correct balance of 

payments di sequ ilibri um; both measures can be as the "beggar- thy-nei ghbor" pol icies. 

For this reason alone, the po lic ies will be often resisted by the countries that are directl y 

affected by them l 53 

152 Strictly speaking, however, the uniform rates of import surcharge do not necessaril y provide uniform 
import protect ion. In theory, this wi ll only happen if production functions are identical in each industry_ 
Otherwise. the governments would have to app ly uniform rates of effective tariffs or some other, more 
sophist icated measures of import restrictions. 
1>3 WTO-Developmenl and Economic Research Division (2002) in its paper titled 'Effects of WTO 
Accession on Policy Making' underscored that th ose WTO member countries directly affected by these 
provisions usually resists. 
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Eth iopia, as we ll known, has been experiencing persistent BOPs de ficits since long time 

ago. This prolonged balance of payment deficit (as depicted in figure 14 below) requires 

appropriate changes in macroeconomic and structural policies 154 The need of domesti c 

adjustment is, therefore, imperative. This lies on the fact that she failed to improve her 

current account through devaluation and other internal macroeconomic policies so far she 

adapted. Primary commodity exporter and price inelastic good importer countries usually 

face current acco unt deficit. Therefore, in thi s respect, it becomes imperative for Ethiopia 

to exert extra effort to di versify her export commodities and at the same time work hard 

to shift her economic base to industry. The provisions of WTO Agreement for BOPs 

disequilibria adj ustment as clearly explained above, don't give domestic policy space for 

structural transformation rather to introduce stronger di scipline on domestic policy 

making. 

Therefore, BOPs disequilibria acijustment is one important area to be given due attenti on 

during concess ions for accessio n. 

15~ In case of Ethiopia, the persistent BOPs deficit has been attempted to correCl , among other things, by 
deva luing the currency from birr 2.07 per dollar in 1990/9 1 to birr 5 per dollar in 1991 /92 , and then to 
managed Iype of exchange rate and hence currently the exchange rate is about birr 8.67 per do ll ar. 
However, the ac tions were not effective as (he deficit of current account has been increasing. 
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Figure 14: Trends of BOPs of Ethiopia from 1992/93-2003/04 
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3.3.2. Impact on Regional Agreements 

Accession to WTO may sometimes compl icate the relations of countries with some of the 

ex isting trading partne rs. Problems have indeed arisen as a result of confli cts hetween 

obligations imposed by regional agreements on the one hand and the WTO 011 the 

other '55 Regional trade negotiations may in turn complicate the countri es negotiati ons for 

accession to WTO which speci fies in Article xxiv of GA IT the precise conditions under 

which preferential trade arrangements is acceptable in the WTO. Currentl y, Ethiopia is 

active member of COMESA, EU-ACP economic partnership, etc. Therefore, in this 

respect, she is required to make sure that preferential trade agreements made so far with 

her trading partners are inline with WTO rules and di sciplines. 

'55 WTO Working Paper No.DERD-2002 (2002) PP. 35-40 
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3.3.3. Adjustment Costs and Policy Responses 

The most conteroversional cost of accession is adjustment costs resulting frol11 changes in 

relative prices and competitive conditions following the accession to the WTO. 

Liberali zation of the country 's trade regime will change the domestic relative prices of 

goods and se rvices, which, in turn will lead to increased competiti ve pressures on 

industri es that had been unti l now protected by tariff or non tariff barriers. Thi s, in turn, 

will create incentives for resources- capital and labor- to move into sectors which are 

more profi table and efficient. This process of resource allocation is not without costs as 

labor is retrenched and must move and be retrained (or the opportunity cost of 

unemployed labo r must be imputed into the calculations of adjustment cost). Capital is 

more mobi le than labor but investors will al so compute their adjustment costs and take 

into account, inter alia, the sunk costs of capital. 

These adjustment costs are pri ncipall y private costs but they are also li kely to have 

profound implicat ions for economic policy. It wo uld be very rare indeed that the private 

costs of adjustment would be fu ll y financed by private individuals or fi rms. More 

common is fo r governments to share in financing the costs in order to fac ilitate the 

adjustments l56 The relevant measures include measures towards labo r retraining, 

unemployment support, etc, all of which force govern ments to organi ze their busi ness 

differently than before. 

The response of government to changes in domestic market condi tions criti ca ll y depend 

in the impact of these changes on production, employment , pri ce level and welfare . Whi le 

in the long run the scope for positive gains frol11 trade is well understood, countri es may 

"' Ibid 1'1'.14·19 
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face adjustment costs in the short run '57 A complicating fac tor for the assessment of 

government responses is the negative perception of some governments and observers 

about the value of WTO Agreements. The Agreement may have been subject to two 

kinds of criticism. The criticism concerns the effects of welfare and the di stribution of 

benefits from the TRIPs and TRIMs among countries . The argument is that these 

agreements primarily serve the interests of developed countries and do not bring the 

corresponding benefits for developing benefits for developing countries . On TRIPs for 

example Panagarya constructed a theoretical case to suggest that the Agreement is a 

welfare reducing instrument for developing countries as well as for the world as a 

whole '58 Similarly two WB economists Finger and Schuler argued that in establi shing 

the content of the obligations imposed by the WTO Agreements on inte ll ectual property 

rights (and customs valuation and SPS) the developed countri es have essentiall y imposed 

their standards. In their view, the TRIP Agreement does not for thi s reason a lone protect 

indi genous technol ogy nor does it encourage innovation ' 59 The criticism of the TRIMs 

Agreement is based on the perception that trade related investment measures are useful as 

the second best policy instrument to stem restri cti ve business practices of multinational 

enterprises or to offset distortions due to tariffs . The view is rejected by the criti cs of 

TRIMs who argue that these measures introduce new di stortions which tend to increase 

the country' s import costs, worsen their Bops positions, and fail to generate export 

earnings and to transfer technologies to developing countries . In brief the critics dismiss 

TRIMs both on theoretica l grounds point ing to the inefficiencies of these instruments and 

'57 Ibid 
158 Panagarya ( 1999) p. 25 
15' Finger and Schuler (1998) p.68 
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on empirical grounds demonstrating their general failure in countries in which were 

used 160. 

These views sharp ly contrast with the genera l assessments of gains to countries from 

their access ion to the WTO. In econometric study based on a nine commodity by twelve 

regions version of the GTAP model Yang estimated the welfare e ffects of the WTO 

accession by China, Taiwan and the countries of the former Soviet Union both on the 

acceding countri es themselves as we ll as on different regions of the world. He found that 

the accession is li kely to bring substantial welfare benefi ts for the acceding country . 

Welfare gains are found to be much more dubious for other regions and critically depend 

on the level of agricultural subsidies in the OECD countries. However, if all dynamic 

factors of globalization were to be included in the analysis which could not be captured 

by the model itself the overall welfare gains become even not widespread and evident l61
. 

Therefore, while on process to accession, Ethiopia is required to investi gate the 

adjustment cost expected to incur and able to design appropriate policy . 

3.3.4. Implementation Cost and Budgetary Policies 

Acced ing countries typically have to carry out fair ly signifi cant changes in their poli cies 

and institutions to ensure full compatibil ity of domesti c legislation with that of the WTO 

and the ex istence of all institutions required for the implementati on of the countries' 

WTO commitments. Thi s rai ses serious questi ons for governments of acceding countri es. 

What is the implementation costs resulting from access ion? Whi le recognizing that the 

costs may differ among countries, can we iden tify the main elements of these costs? How 

high are the costs? Can they be fully and easily absorbed by the acceding country? If the 

160 Bora and et al (2000) 
161 Yang ( 1999) 
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implementation costs are high, should the country pursue its access ion objecti ve by 

taking all or at least the measures before the negoti ati ons or can the measures be 

introduced during the time of negotiations? Would it be better for the country concerned 

to plan its accession in such a way that the adjustment costs are minimized? These are 

important questions for policy makers and negotiators , In this paper, I shal l not attempt to 

answer all of these questions which wou ld be beyond the scope of the paper. However, I 

shall say few on some of these issues, 

Implementation costs are a part of adjustment costs of WTO accession which in turn can 

be divided into two broad categories public and private costs, The former in turn typicall y 

includes different types of costs resulting from the implementation of the WTO 

Agreements, The first important group includes costs that arise out of the harmonization 

of the country' s policy instrument with those of the WTO, Under GATT and WTO 

Article Xl Quotas must be replaced by tariff as the so le instrument of trade protection, 

The economic rationale for the rule is to replace admi nistrative instruments of protection 

by price based policy tools, This switch of policy regimes can be complicated , disruptive 

as well as costly, 

The second important group of adj ustment of costs includes the costs of institutional 

changes, The implementation of WTO Agreements is not a simple matter of adopti ng 

new laws, For Ethiopia it typically invo lves the setting of new admini strat ive capacities 

and substantial changes in technologies and new investments, The Agreement on SPS 

and on technical barriers to trade requi re the existence of specific test ing equ ipment ,lega l 

provisions fo r SPS and technical barriers to trade norms , sufficient number of staff with 

adequate and app ropriate skill s and so on, 
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The implementation of Art icle vii of GA TT requires the establ ishment of admini strative 

capacity, the training of custom officers, the learning of commercial practices, the 

development of ri sk analysis, and audit systems. The implementation of the TRIPs 

Agreement is equally investment intensive and it also requires drafting new legislations 

augmenting the admini stration to review applications build up of com puterized 

information systems, extensive training, the setting up of enforcing agencies etc. These 

costs may be quite high. In their study of the WB and UNCT AD projects in support of 

the implementation of techn ical sanitary and Phytosanitary standards and of the 

intellectual property law Finger and Schuller concluded: 

"Implementing such reforms is investment decision in that implementation wi ll require purchase of 

equipment, training of people, establishment of systems of checks and balances etc. This will cost 

money and the amounts of money are substantial. .. . those figures of project costs for just three of 

the six Urug uay Ag reements that involve restructuring of domestic reg ulations come to130 million 

dollar. One hundred thirty million dollars is more than the annual development budget for seven of 

the twelve LDCs for which we could find a fig ure for that part of the budgel. 162u 

Therefore, the budgetary impl ications of the WTO Agreements can not be 

underestimated. 

In fact , in this area she needs to thoroughly examine the implementati on costs of 

. k d . 163 accession pac ages an concessIOns . 

162 Finger and Sch uler (1998) p.25 
163 Experiences of olher count ries' implementation costs of three WTO agreement s ( Ihm is, clistom 
valuation, SPS and Intellectua l Property Rights) are annexed for reference. 
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3.3.5. Customs Revenue 

WTO access ion may affect customs revenues which are often of an important source of 

government revenues on countries with relatively low levels of income per capita. This 

concern is linked to the importance of tariffs as a source of government revenue in many 

developing countries. But the effect of WTO accession may differ from country to 

country, and the final outcome is indeterminate a priori 164 To the extent that accession 

leads to a reduction of tariff rates in the acced ing countr ies thi s will tend to reduce tariff 

revenues. At the same time, however, WTO accession may broaden the tax base. 

Accession wi ll lead to the elimination of quotas, which are on the WTO list of prohibited 

trade policy instruments. Quotas are typically replaced by tariffs on the acceding 

countries and thi s switch should add to the government's capacity to generate revenue. 

The WTO Agreement on customs val uation shou ld also broaden the tax base and thus 

contributes positively to tariff revenue as customs authorities are more effect ively able to 

register import transactions and col lect tariffs. Last but not least, lower tariffs will 

stimulate in the long run economic acti vity and thus the vo lume of imports . This will 

have a positive impact on tari ff revenue as well as on the base of other taxes. However. 

both simple average ta riff and effective rate of protection as discussed under secti on 

3. 1.3. 1. above shows that Ethiopia may be required to reduce her current tariff rates. This 

acti on adversely affects her economy. 

164 Different scholars arri ved at different outcomes due partly to differences in leve l of development of 

countries and partly to tariff base improvement. However, in Ethiopia at least in the short run due custom 

valuation and related as well as her level of development, the outcome most likely be adverse. 
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Table 4: Trend of GOP and Custom Revenue in Mill ions of Ethiopian birr 

I Year 2000 2001 2002 2003 2004 

GOP 53 189 542 10 51760 57077 69195 

Export duty 136 44 10 0 0 

tax 

Import duty 2834 4090 3439 5134 5526 

tax 

Total custom 3070 4134 3439 5134 5526 

revenue 

Total custom 5.77 7.63 6.66 8.99 7.99 

revenue to 

GOP (in %) 

Source: Computed from ECA data , MoFEO and NBE An nual Reports 

As one can see from the above table at least in the short run the e limination and/ or 

reducti on of tariff revenue adversely affects government revenue as on average it 

contri butes 7.4 percent to GOP. Therefore, the government is required to design other 

sources to compensate the fi sca l deficit to be incurred as a result of accession to WTO. 

3.3.6. Gove rnance and Corruption 

The WTO system, which aims at making commerce "stable" and "pred ictive", requires 

Ethiopia to di sclose policies and practi ces within the country and pub li sh trade rul es and 

regul at ions and notify WTO. Upon accession she would be ob liged to bind her 

com mitments. These bindings amount to ce ilings on customs tariff rates. Bound 

commitments can change but onl y after negot iatio ns. 
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There is strong ev idence, based on cross country compansons, that hi gher levels of 

co rruption are correlated with slower growth and lower level of per capita income ' 65 

Corru ption is very costly. It undermines well- functioning markets in five ways: as tax , as 

a barrier to entry, it leads to a loss of government revenue, it disrupts the operation of 

markets and it subverts the legitimacy of the state and its ability to provide institutions 

that support markets 166 

Membership in WTO should help reduce incentives for co rru ption by providing countri es 

with what are perhaps the most powerful institutional checks and balances in the 

international economic sphere . Accession imposes changes both in institutions and 

pol icies As di scussed above accession to the WTO provides, once fully implemented, a 

set of norms which should contribute to the opening of the economy, enhance the 

transparency of policies and promote the ru le of law and the evoluti on of an independent 

j udicial system . Theory and evidence suggests that openness reduces corruption '67 

Bi nding market access commitments increased transparency and market based 

institutions should further reduce rent seeking behavior and corruption. The adherence to 

internationall y acceptable rules for international trade and FDI imposes stricter 

di scipl ines on government and indirectly on firms. 

Assessment of the impact of WTO accession on institutional quality in the acceding 

country is difficul t and can only be estimated or inferred from business surveys. In 

addition, many other factors affect the quality of governance. Access ion to the WTO is 

on ly one of man y measures with effect on institutional quality and , most li ke ly, its effect 

is conditional upon other pol icies. Moreover the causali ty may go on both directions; a 

'" Kaufman el al (t999b) pp. 35 -49 
" ' WB(200 1) P. 168 
167 BOllaglia el al (2001 ), Broadman and Recallatin i (2000) and Treisman (2000) 
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high level of institutional quality wi ll facilitate the accession whi le the accession 

promotes good institutional quali ty l68 Also it is not of course poss ible to trace the precise 

time pattern of the effect of accession. It is quite likely that the institutional quality may 

be affected long before the actual access ion in view of the preparations that the country in 

question may want to under take in the anticipation of the actual conditions required by 

the WTO membership . 

Given Ethiopia 's current institutions quality, it will be mandatory to put better 

institutional settings into place before access ion. Hence, she will face the chall enge of 

putting in place institutions and institutional support to participate in world trad e. The 

institutional framework for the purpose comprise: an effective policy organization for 

investment and trade, provision of support for export deve lopment and promotion, and 

ensuring that policy reform is properly implemented and anticipating the impact of 

reform on producers and consumers alike. The present principal public sector institu ti ons 

dealing with trade are Mo n , MFA and EEPA. 

3.3.7. Mal'ket Access 

Arguably the most important and, undoubtedly ,most vis ible effect of the WTO on 

po licy- making concerns border measures affecting the flow of exports and imports. 

These measures are typicall y vi sible because they affect market access of acceding 

country for its exports and the access of foreign firm s to the markets of acceding country. 

Thus, the first type of quest ions that one can ask about the influence of the WTO on 

po licy making could be: " How does the WTO affect the extent to which markets of 

Ethiopia has to be opened? Will Ethiopia be ' forced ' to take unreasonable 

168 Bonaglia and et al (2001) p. 19 
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commitments?" The second type of questions concerns trade policies of other countries 

and their effect in market access of Ethiopia which is also the main focus of the paper. In 

particular, are trade policies of incumbent WTO members affected by the accession of 

new members? Is market access for Ethiopia's export improved by accession? 

An answer to the first type of questions can be provide by distingui shing between bound 

and applied tariff rates on imports of manufacturing and agri cu ltural goods. This is 

because it demonstrates the degree of acceding country's commitments agreed in the 

WTO (bound rates) as opposed to the rates actually applied in practice. Bound rate is the 

critical commitment in the WTO. A bound rate higher than applied rate implies that the 

coun try in question is actually pursuing more liberal policies towards imports than it was 

willing to concede under terms of accession. As evidences of other studies indicate 

currently Ethiopia's effective rates of protection is higher than the ex isting incumbent 

WTO member countries' effective rates of protection especially in areas of 

manufacturi ng products. Therefore, she would be required to make commitments to 

reduce tari ffs and non tariff barriers; this will apply to all economic sectors from 

agriculture to industry and services. The chall enge here is to ensure that its firms are 

sufficiently compet iti ve in the face of foreign competition. Therefore , to face thi s 

chall enge, it will be mandatory for Ethiopia to design appropriate policies including 

timing of opening of markets for forei gners sector by sector. 

Turn ing to the main concern of the paper, export market access, we observe that Uru guay 

Round negotiations have resulted in Agreement on a number of important definitions 

which are also concerns of Eth iopian exports. These definitions include the meaning of 

'subsidy', measurement methodologies of domestic support and steps to be taken by 
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signatory countries In order to clarify and reduce restraints to trade. As di scussed in 

chapter two , the agreement included provisions for greater market transparency and 

access based on conversion of non tari ff barri ers to tariffs (referred to as 'tariffication '); 

reduction of domestic support of the agricultural sector by individual governments; and 

lowering of export subsidies. 

Domestic support programmes were classified into tlu'ee categories l 69 The first category 

is the 'Amber Box ', which captures all domesti c support measures that are considered to 

di stort production or trade. Subsidies under thi s category are to be reduced or kept within 

defined limits. Measures and policies classified as ' amber' provide pri ce and income 

support to producers, often wo rth tens of thousands of do llars per eli gib le producer in 

OECD countries . They include such measures as price supports, marketing loans, 

payments based on acreage or number of li vestock, input subsid ies and subsidized credit. 

Under the provisions of thi s part of the Agreement on Agriculture, fo r largest subsidizers, 

reductions in domestic support wi ll be sign ificant in absolute as wel l as relative term s. 

The United States, for example, reduce tota l Aggregate Measures of Support (AMS) 170 

from $23.9 bi llion (defined as a base) to $19.1 billion. 171 The EU will have reduced from 

169 For more explanations on these concept, one can get more information by downl oad ing at: www.\-vto .or.g 

and iltl p:/ / WINw. [as. usda . go v/ in fol factshcets/wi o. h On 1/ 
170 There are variolls approaches to tariff reduction. Under the GATT, negotiation on tariff reduction was 
in itially based on a request and offer procedure. Under th is approach members negotiate bi lateral market 
access concess ions, and subseq uently extend them to other members. With relatively small number of 
negotiating p3l1ies and the foclIs 011 a limited number of industria l products, members \'-Iere ab le to 
substant ially reduce average tariffs. However, the approach was abandoned in favor of a comprehensive 
fo rmula approach in Ihe Kennedy Round (1964-7). The nexl round , Tokyo Round ( 1973 -9), inlroduced Ihe 
so ca lled Swiss formula. This approach was however abandoned during the Uruguay Round ( \986-94) and 
a more "flex ible" approach, AMS, was adopted . This new approach requi red that , on average, tariff lines, 
were to be cut by a certain amount. The distribution of the cut across sectors was left for negotiati ons 
between trading pmtners. While achi ev ing substant ial tariffs reductions, the Uruguay Round allowed 
members to protect strategic sectors, and failed to achieve signi ficant reductions in tariff escalation. 
111 Chrislopher L. Shaw and cl al (2000) p.1 3 
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76.5 billion euro to 61.2 billion. Canada will havc gone from C$ 5.4 billion to C$4.3 

billion. Japan will have reduced domestic support from ¥4.3 billion to ¥3.9 billion l72 

Signatory countries have, in fact, agreed not to reduce al l of these supports at a time. But 

they agreed to reduce Total AMS (defining the base as the period 1986-90) by 20% in 

2000 in equal installments (including those implemented during the base period). The 

commitment for developing countries was 13% reduction by the year 2005 173 Moreover, 

developed countries agreed to reduce spending on subsidies by 36% over six years and to 

reduce the quantity of subsidized exports by at least 2 1 % on a commodity - spec ific basis, 

relative to a 1986-90 base year. Developing countries agreed to reduce spending on 

subsidies by 24% over 10 years (by 2004), and the quantity of subs idized exports by 

14%174 The point here is, however, signatory countries specially developed ones were 

reluctant to implement the agreement l75 This clearly shows that trade agreements and 

negotiations at WTO are implemented at good faith of developed countries. The 

protection rate of QUAD countries calculated by Cline (2004) as depicted in table below 

shows high protection rate as percentage of tariff equivalent. 

T bl 5 0 a e vera llP rotectlon In A . ( \gncu ture (percentage tan ) eqUlva ent . 
Type of Protection US Canada EU Japan 
Tariffs 8.8 30.4 32.6 76.4 
Subsid ies 10.2 16.8 10.4 3.2 
Total 19.9 52 .3 46.4 82.1 
Source: ClIne (2004) p.64 

'" Ibid pp. 13-14 
173UNECA (2004): Trade Liberalization Under the Doha Development Agenda: Options and Consequences 
for AFrica, Addis Ababa, Ethiopia, pp. 20-36. 
m Spec ial and Different ial Treatment permits developing cOllntri es to make on ly 2/3 of the reduction 
percentage required of the developed countries and least developed countries are exempt from reductioll. 
For more information one can refer: USDAIERS (1998) PP. 20-27 
n; UNECA(2004) p.IO 
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Tn fact under Doha Development Agenda, the issue is currently reinstated at Hong Kong 

WTO Ministerial Conference held in December 2005. But many people still question that 

developed countries will be committed to reduce the domesti c support and ex port 

subsidies. In line with th is argument, Stevens explains as: "far from satisfying the aspirations 

of developing countries , EU 'liberalization ' in agriculture aims to sustain European production bu t to 

reshuffle the subsidies and taxes to make them less costly to European budget and more easily 

defensible in the WTO. The Commission proposal of 2002 seeks to shftQ5 billion of direct EU 

level income support from one type of support to another. This will neither decrease production nor 

increase market access. "176 

The second category, the Blue Box, covers Payments aimed at limiting production, but 

exempted from reduction requirements. These are pertained to US deficiency payments 

under the 1985 Farm Bill and EU area payments and compensation payments under the 

CAP reform l77 The final category, Green Box, includes payments that do not distort 

trade or are considered to cause minimal di stortion and do not invo lve transfers from 

consumers. These inc lude such measure as support for research, pest or disease control, 

extension services, inspection , marketing and promotion, crop insurance, natural disaster 

relief, conservation programs and public stockholding. 

Moreover, Art icle 4 of Agreement on Agriculture commits signatory countries to a 

number of steps toward ful ler market liberali zation , which were planned to take six years 

concluding in 2000 for developed countries and to take 10 years for developing coun tries. 

Signatory countries agreed to eliminate quotas, variable levies, di scretionary li censing, 

import bans and other no tariff barriers in favor of a single quantitative tariff. Countries 

176 Steve ns (2003) Developmenl Policy Review, 2 1(5 -6) p.6 74 
177UN ECA (2004) p. 17 
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agreed as well to convert all non-tariff barriers to tariffs based on the difference between 

the average internal market price (1986-88) and the worl d pri ce, to bind all tariffs, to 

reduce all tari ffs by an average of 36% fo r developed countries and by 24% for 

developing countri es, to reduce every tariff by 15% fo r developed and 10% for 

developing countri es and so on. However, as in the case of the agreement to reduce 

domestic support, signato ry countries in thi s case also failed to implement agreements; 

instead by choosing a base year with high tariff rate and restricti ve non tariff barriers, 

they set bound tariff above the ex isting effective protection rate tlu'ough 'tari ffi cation' 

process 178 The practice of setting high bindi ng rates complicated the problem of 

measuring the impact of furt her commitments to reduce bindings. It is clearly indicated in 

the fo llowing table that agricultural tariff rates imposed by QUAD countries ranges from 

zero to 409 percents. 

[n fact, these issues will be the concern of Eth iopia after accessIOn panly due in 

procedurally acced ing country IS not entitl ed to negotiate trade polices of incumbent 

countries and partly due in she is currently enJoYll1 g different preferential market 

accesses as discussed under 3.2. above. Theoretical ly, to secure stable fo re ign market 

access and to reduce the risk of preferential market access erosion, wh ich is also one of 

the benefi ts of WTO membership, Eth iopia normall y needs to seri ously negotiate on 

these issues. But given developed countries limited commi tment to implement 

agreements and negotiation in WTO, it wi ll not be difficu lt to predict that the benefit in 

this regard to Ethiopia will be very limited. 

178 UNECA (2004): Trade Liberalization Under the Doha Development Agenda: Opti ons and 
Consequences for A fri ca, Addis Ababa, Eth iopia 1'1'.20-2 1 
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Table 6: Agricultural Tariff Rates (Percent) 

Sec tor Weio-ht US Canada EU Japan 
Paddy Rice 2,94 4,9 0,0 64,9 409,0 
Wheat 2 01 2,6 62,7 61.4 249,2 
Cereal 2,76 0,6 8,9 38,6 20,2 
Grains 
Vegetab les, 8,63 4,7 1.9 14,5 44,9 
Frui ts, Nuts 
Oil Seeds 1.85 17,7 0,0 0,0 76.4 

Sugar Cane, 0,95 0,7 0,0 25 1.4 0,0 
Sugar Beet 
Plant-Based 0,93 9,7 0,0 0,0 0,0 
Fibers 
Crops 3, 14 21.5 2.4 3,1 22, 1 
Cattle, 4,03 1.1 0,2 36,6 149,1 
Sheep, Goats 
Horses 
Animal 5,7 1 0,6 19,8 6,7 5,0 
Products 
Raw Mi lk 3,96 0,0 0,0 0,0 0,0 
Wool ,Silk- 0.45 0,9 2.3 0,0 54,7 
Wo rm 
Cococoons 
Forestry 2.53 0.8 0.7 0.4 0,2 
Fishing 2,8 0,6 ,04 9 4,9 
Bovine Meat 4,83 5.3 16.3 88,9 36.4 
Product 
Meat 5.4 3.6 72.4 3 .. 9 58,2 
Product 
Vegetables 3,17 4,3 8,6 11.4 6,6 
Oi ls and Fats 
Dai ry 5,6 1 42,5 214,8 87,7 287 ,0 
Products 
Processed 3,05 5,3 0,7 87.4 409,0 
Rice 
Suoar 1.93 53.4 4,9 76.4 11 6, 1 
Food 21,73 11.4 14, I 28,8 38.3 
Products 
Beverages 11 ,59 " 62,5 8,3 16,2 J 

Tobacco 
Products 
To tal 100 8.8 30.4 32.6 76.4 
Source: Chne (2004) p,56 
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As described under sect ion 3.1.3.2; EU member countries, Japan, COMESA member 

countri es and US are the major Ethiopian export destinations. Agricultural domestic 

support programs and setting high bound tariff rate as compared to the existing one by 

these countries adversely affect the export prices of Ethiopian exports. These countries 

are, therefore, expected to be among interested parties during concession process for 

Ethiopia's accession to WTO. 
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CHAPTER FOUR 

4. Model Specification and Estimation Techniques 

[n this chapter, as a continuation from the last section focuses on specificati on of the 

model to be employed for the estimation of the impact of WTO accession on Ethiopia' s 

foreign trade market access. 

4.1. Alternative Modeling Appt'oaches 

There are various modeling approaches that could be used for quantitative analysis of 

trade poli cy reform . Model structure range from simplified partial equilibrium 

representations of a single industry through large scale general equilibrium representati on 

of the global economy. Important characteri sti cs of all quantitative models require 

assumptions imposed by the structure of the model. The model structure must be 

transparent so that the results are easy to interpret. 

The other key issues include data avai lability and how the model defines each variahl e. 

For policy makers the value of estimation resu lts often depends on how key variables are 

treated in the model. That is, each variable must be defined as either endogenous or 

exogenous to the system. Endogenous variables are market outcomes determined by the 

estimati on of the model and exogenous vari ab les are market develop ments imposed on 

the es timation at predetermined fixed values . 

There are tllJee commonl y used model s to estimate the impact of multilateral or regional 

trade Agreements on foreign trade of a country. These are econometri c models, CGE 

models and grav ity models. Therefore; in the fo llowing sect ion , these modeling 

approaches will be described in brief. 
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4.1.1. Econometr'ic Models 

It is the objecti ves that gu ide the development of an econometri c model. One of these 

objectives could be an econometric model should be suitable for both forecasting and 

policy simulation. It should also be able to run simulations of po licy and other scenarios 

under a variety of assumptions about how househo lds , firms and financial markets form 

expectations including the extent of available information. The other is conceptual 

design. Expectations should be explicit. Structural equations for households, firms and 

financia l markets should be based on economic theory of optimizing behavior ' 79 Un like 

other models, it concentrates on specific sector or industry. 

Estimations of equations in the model should be based on modern econometric estimation 

techniques. Therefore, based on macro economic theory one can choose the left hand side 

and right hand side variables for stochastic equations in the mode l. Hence based on the 

objective of the research, the assumptions made may differ. 

4.1.2. Computable General Equilibrium (CGE) Models 

The main reason to use a CGE model is to provide a quantitative evaluation of the effects 

of government policies. A CGE model is basically a large set of demand and supply 

functions that cover every market , both for commodities and factors of production in the 

econOlny'80 

The demand side of commodity market is comprised of private households, government 

agents and firm s. Some of these agents are domestic and some are forei gn and therefore 

capture export demand. Private househo lds are able to buy only as much as their income 

allows them. They rece ive thi s income as they sell labor services to finn s but they also 

'" Jeffrey D. Sachs and Andrew M. Warner (1995) pp.54·61 
'" Whally and Wooton (1995) Pl'. 9·27 
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rece ive a return on any capital investment that they have made. In addition to 

participating in the regulatory process the government has a number of tax and subs idy 

instruments available for redistributive uses. As private households sell their labor and 

capita l services to firms, it enables finns to produce. In addition to buying these primary 

production factors, firm s al so buy intermediate inputs from each other. Commodity 

purchases by all agents comprise both imported and domestically produced goods. 

Based on these general features , in the last 20 years or so, an enormous number of 

practically useful COE models have been developed to study a wide range of policy areas 

in which simpler, partial equi librium tool s would not be sati sfactory. Equilibrium models 

have been used to study a variety of policy issues including tax policies, development 

plans, agricultural programs, international trade energy and environmental policies and so 

on. A range of mathematical formulations and model solution techniques have been used 

in these modeling experi ences. 

The advantages of computable general equilibrium models for policy anal ysis compared 

to traditional macro-economic models are now widely ad mitted. The general equili brium 

models allows for consistent comparative analysis of po li cy scenarios by standardi zing 

their outcome around the concept of an equilibrium point fulfilling the same cons istency 

criteria . In addition the computable general equilibrium models incorporate micro­

economic mechanisms and institutional features within a consistent macro-econom ic 

framework and avoid the representat ion of behavior in reduced fo rm . This allows 

analysis of structural change under a variety of assumptions. 

However, CGE models have two drawbacks: they are simulated rather than estimated and 

they are almost always based on a very large block box consist ing of dozens to hundreds 
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of equations. The first characteristics make it difficult to know how reliable is the 

simulation model while the second characteristics make it difficult to eva luate what 

drives the findingsl81. Many CGE models have been developed by scholars like CGE 

derived from Wah·asian general equilibrium, GTAP Models, the Michigan -Brown-Stern 

Production and Trade CGE model 182 and so on. 

4.1.3. G.-avity Model 

Newton formulated hi s law of grav ity in 17'h century stating that the attraction between 

two bodies is directly proportional to the product of masses and inversely proportional to 

the square di stance between those bodies . Much later the same idea was employed in 

social sc iences in general and particularly in economics. Especiall y successful was the 

use of gravity model in explaining patterns of international trade 183. 

Although later the model was tested for flows of foreign direct investment and labor 

migration , trade flows remai ned the most frequently explored object wi th the gravity 

model. Researchers attempted to originate empiricall y successful model from trade 

theori es and micro economics. Anderson (1979) deri ved gravity equation using 

assumption abo ut world with product differentiation. He did not di scriminate between 

international trade theories in hi s specification. Helpman and Krugman (1985) showed 

that the basic gravity equation could be derived from the diffe rentiated products trade 

theory lS4 Deardorff ( 1995) establ ished that the grav ity model is also consistent with the 

'81 Ibid 1' .36 

181 Equations and derivations of the Model can be found at: hlli):I/www.Spp.lI111ich.cd uJrs ie/modc l/ 

183 Tinmbergcn ( 1962) 
]S4 Thei r theory suggests that flows of goods depend on the demand in the imp0I1ing country and the supply 

of differentiated products frolll the exponing country. For fUI1her concept see an y Internat ional Trade 

Books. 
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Heckscher-Ohlin internationa l trade theoryl 85 ; the idea of gravity became very popu lar in 

ex pl aining volumes and patterns of trade. Even though the debate on the theoretical 

grounds of the model continues, it is more or less clear that whether because of the 

monopoli stic competition nature of industries or because of comparative ad val1lage and 

countries' specia lizati on trade flows obey the law of gravity. 

a) The Simple Vers ion of Gravity Model 

Based on the followin g basic assumptions, Scholars l86 deri ved the simple Gravity Model. 

But in thi s secti on, special emphasis is given to the derivation approach of Feenstera 

(2004): 

I. There is free trade so that all countries have identical prices. Then it follows that a 

good produced in any country is sent to all other countries in proportion to the purchasing 

country' s GOP. 

2. Countries are specialized in diffe rent varieties of a final product. 

3. Demand is identical and homotheti c across countries. 

4. There is no tariff and transp0l1ation costs. 

5. Trade is ba lanced in each country. 

Consider a multi-country fra mework, where i, j= l ... N denotes countries, and k= l ... N 

denotes products (any variety of a good counts as a distinct product) . Let Y'k denotes 

country i's product ion of good k. Since prices are the same across a ll countr ies, we 

normali ze them to unity, so Y'k actua ll y measures the val ue of production. The total GOP 

in each country is measured by: 

185 Their theory argues thm a country will have a comparative advantage in, and therefore export, the good 

that uses its relatively abundant faclor intensively in production. For more detail on the theory see Bowen 

and el al (1998), reenstera (2004) or any slandard Internal iona l Trade books. 

186 Sec Feenstera (2004), Bergs trand ( 1985) and so on . 
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Y; = LY k; -------------------------- ----------------------------------- ------- [I], and worlel GDP 

IS: 

y'" = LY; -- --- ------- --- -- ---------- ----------- --- ------- ------------ -------- --- ---- -- ---- ---- --- -- [2] 

Let si denote country j 'S share of worl d expendi ture. Assuming that trade is balanced in 

each country, the si also denotes country j 's share of worl d GDP, so that: 

[3] and 

simil arl y, 

s;= Y; IY'" ------------ ---- --- ---- ------ ------ ---------- ---- -------- --- -------- --- --- --------- --- --- - [4] 

Under the assumption that a ll countri es are producing diffe rent products, and demand is 

identical and homothetic, the exports from country i to country j of product k are given 

by: 

[5] , and 

similarly 

Xi; k =s; /k ------------- -- -------------- ----------------- ------------- --------------------------------[6] 

Summing over al l products k, we obtain: 

X;i - ",;j - s"" ; - iy; - yiY;I "w - i ;Y'" - X'; [7] - t...x k - t...Y k - S - I -s S - . . -------- --- ----- - ------------ - --------- ------

Summing the fi rst and last of these terms, we therefore find that bi lateral trade between 

two countri es equals: 

x;; + Xi; = (2iY"') yJy; -- ----------- -------- ---- ---------------- --- --------------------------------- [8] 

[8] gives over simplest derivation of the gravity eq uation where the bilateral exports from 

country i to country j are proportional to the product of their GDP 's. 
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"In its simplest form, the gravity equation states that the bilateral trade between two countries is 

directly proportional to the product of countries GDP's. Thus larger countries will tend to trade more 

with each other and countries that are not similar in their relative sizes will also trade more. This 

equation performs extremely well empirically, as has been known since the original work of 

Tinbergen (1962),,187 

b) Bonier Effects in the Gravity Model 

When there are border effects such as transport costs o r tariffs (trade po li cy in 

genera l),then it is no longer the case that prices are equali zed across countri es 'so the 

pattern of trade is more complex than in the gravity equation [8]. Anderson and Wincoop 

(2003) decompose trade barriers into three components: the bilateral trade barrier 

between country i and j, country i's barrier to trade with all count ri es and country j's 

barrier to trade with all countries. In this study, the focus is on the later case. The 

fo llowing deri ved gravity model is also made inline with th is concept. Therefo re, the 

major assumptions of border effects of Gravity Model include: 

I) There is identical and homothetic consumer preferences approximated by a constant 

elasticity of subst itution (CES) utility function. 

U j = {[(IN KX9\j) IIOJj'i'j + X'I'J
li

} I /~'j _____ ______ ______ ______ ______ ____ _____________________ ------- -- [9] 

Where j= I ... Nand Xkj (XU) is the amount of k 's aggregate good (j's domesti ca ll y 

produced good) demanded by j's consumers, ~Ij = (Pj -I )/f.lj where Ilj is the CES between 

domestic and importab le goods in.i (0' ~lj , 00) , and 8j = (lij - I )loJ. whe re OJ is the CES 

1S7 !'eenslera (2004): Chapler five P: II 
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among importable in j (0 S OJ 5 00). Acco rdi ng to Jeffery H. Bergstrnd (1985), this 

spec ification a ll ows the elastici ty of substitution between domestic and importable goods 

and that among importables to diffe r. Equation [9] simplifies to a standard CES function 

when Ilj and oj are constrained to be equal. 

2) Expendi tures in country j are constrained by income: 

Yj =L N k Pkj Xkj, where j = ... N ---------------------------------------------- ---------- [ 10], 

and 

Pkj = Pkj Tkj Ck/Ekj ----------- ------------------------------------------------------------------- [II] 

Where Pkj is the k-currency price of k 's product so ld in the j'h market (and assumed to be 

constant), Tkj is one pu lse j's tariff rate on k's product (Tv = I) , Ckj is the transport-cost 

(c.i.f Ifo. b. ) facto r to ship k's product to j (Cu = I), and Ekj is the spot va lue of j 's 

currency in terms of k's currency (Eb = I). Henceforth, L " will denote summati on over 

k= 1. . N, k,tj. Maximizing [9] subject to [10] under cond iti ons of[ll] generates N (N+I) 

first o rder cond itions that are solvable for N (N-I) bilateral aggregate import demand 

. 188 
equat ions . 

and N domest ic demand funct ion equations. 

x = yp .. -,,{[(,,"p, .. I.o)II(I.o)]I·I' + p . .i-J,}.I J' = I . .. N ---------------------- --------------- [13] 
.lI J.U L.."J 11' 

3) In each country i in each year, !inns maximize the profit functi on. Thus, 

n; = LkN p ;kX;k - W;R;, i = I ... N ------------ ------------- -------- --------- -- -------- -------- --[ 14] 

188 The concept of derivation is mainl y taken from Jeffrey H. Bergstrand ( 1985) and Feenestera (2004) 
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Where Ri is the amount ava ilable of the single, internationally immobile resource in a 

given year outpLits and Wi is the i-currency value if a unit of Ri . 

4) R in each country is allocated according to the constalll-elasticity-of- transformation 

(CET) joint production surface. 

Ri = {[(IkNXik'I')I/Q']O + Xii'} 1/8 , i = I ... N -------------------------------------------------- [15] 

Where ii = (I + 11 )hl where 11 is i's CET between production for home and foreign 

markets (O ::S 11i ::S (0) and <Pi = (1 + y )/y where Yi is i's CET for production among export 

markets (O ::S y ::s (0). This specification allows the elasti city of transformation of supply 

between home and foreign markets and that among foreign markets to differ. Equation 

[15] simplifies to a standard CET function when 11 and yare constrained to be equal. 

Henceforth, t will denote summation over k = I ... N, I¢ i. By substituting [15] in [14] 

and maximizing the resulting equation yields N2 fir st order conditions that are solvable 

for N (N-I) bilateral aggregate export supply equations. 

Xij s = YiP/ [(I'Pikl +))I /( I+)) ] - (1-IJ) x {[( t Pik
l+) ) 1/ (1 +1)]1+ ,] + Piil +'1 rl --------- [16] 

i, j = I .. . N (i i j ) and N domestic supply equations. 

X iiS = Y iPii'] ([(I'Pi/'''( ) 1/( I+y) )1 /( 1+) ]1 +'1 + Piil+']r l , i = I ... N ------------------------- [17] 

Where, with one factor of product ion national income in I in constrained by: 

Yi = WiRi, i = I ... N -------------------------------------------------------- ------------------- [18] 

Therefore; at equilibrium assuming N2 equilibrium conditions: 

Xij = xiF = Xi/, i, j = I ... N ------------------------------------------------------------------[ 19] 

Where Xii is the actual trade flow vol ume from i to j. Equations [10] - [13] and [1 5] - [19] 

produce a general equilibrium model of world trade with 4N2 + 3N equations and 

endogenolls vari ab les. 
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The reduced form for Xi; from this system would be a functi on of every Ri (i = I '" N) . 

Tij and Cij (i,j= I " . N, Ii j ). Yet such a function is not a gravity equation. since thi s 

reduced form necessaril y excludes endogenous exporter and importer incomes. 

5) Market for the aggregate trade flow from i to j is small relat ive to the other N1_I 

markets, This is ana logous to the small open economy assumption frequently used in 

international finance studies, which implies that the foreign price level, the forei gn 

interest rate, and foreign income can be treated as exogenous. The small market 

assumption implies that variations in Xij and Pij to equili brate XijD and Xi/ have 

negl igible impacts on Yi, Yj , Pii , Pjj , L'Pik l+y andL"P k{o. The general equ il ibrium 

system of 4N2 + 3N equations can then bi considered N2 partial equilibrium subsystems 

of 4 equations each in fou r endogenous variables (Xij, XijD ,Xi/ ,Pij ) and 3N constraints. 

Combining one each of [12] and [16] with one of [19] yields: 

X [(L"P ktO)( I'I,)1 (1 '0) + p{I']'I) II (y+o) ------------------------------ -------- -----------[20] 

and 

X .. = {y,oYYC .. ·yOT ·yO E .. ·'· ""p , I+Y)'0(Y" 1)1 (I+y) "'''P 1.0)y (0 - I' ) I (I - 0) , ["" 1) ' 1+,)(1 +'])1 
1J 1 J IJ IJ 1J X \L., Ik X \L., kJ X \L I\.: 

(I+y) 

+ p, I+'1]'0 ' [(""P l-o)(I- I')/( I,o)+ p .. I",]·Y} I/ (y+O) . '-1 NI( · ..J. ·) [? 1] " x L. k) V I ,J - ... I T J ---------------- -

The sma ll ma rket assumption yields a reduced form bilateral trade equation with Y, and 

Yj treated exogenously. A consequence of thi s assumption is that certain price terms are 

also treated exogenously. 

6) An assumption of identica l utili ty and production functions across countries ensures 

that parameters in [20] and [2 1] are constant across all country pai rings. Thi s assumpti on 
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is common to trade analysis 189 Therefore, combining [20) and [2 1) along with the 

assumpti on, we get: 

PX .. = y.io- I )I (y + o)y .(Y + 1)1 (y+o)c .. -o(y+ 1)1 (y+o) x T. -o(y+ 1)1 (y+O)E.O(y+1 )/(y+o) 
IJ r J IJ IJ lJ 

+ P;; I +'lr (O-I)I (y+o) x [(I"Pk{O)( 1-1,)1 (1-0) + P
u 

1-"r(Y+ 1)1 (y+o) __________________________ [22)190 

Where PXu is the va lue of the trade flow from i to j (PX;j = P;jXu). Equation [22) is 

termed as general gravity equation by Bergstand (1985). 

4.2. Model Specification 

In this study, the researcher employed gravity model because it is relati vely simple and 

the requ ired data are available. More than ail , empirical literatures proved that it is robust 

to explain trade flows. Of course, literature on gravity was concentrated on the 

elaboration of the right econometric specification and amending the equat ion with new 

vari ables l91. A comparatively bigger portion of research was based on the aggregate trade 

flows . Some authors analyzed trade flows at the level of separate industri es testing the 

theory of bilateral trade with differentiated produets l92 

However, I specify a Grav ity model that builds on the conventional Tinbergen (1962) and 

Linneman (1966) bi lateral trade of gravi ty model in such away that aside the standard 

variables of gravity model I add an indicator of trade liberali zati on to the estimating 

equation. In other words , I specify a grav ity model type of equation [22) after some 

manipulations. 

189 The assumption of identical utility and production functions across countries is COlllillon to trade 
analys is including Heckscher-Ohlin-Salllueison model of interindustry trade and ill traindustry trade of Dixit 
and Norman (1980). 
'90 Full derivation of the equation can be found from Bestrand (1985) 
'" Baldwin (1994), Matyas ( 1997) and Berstrand (1985) 
'" Bergstrand (1985) 
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Therefore, the specification of the gravity model is as follow's: 

Xij= a (Yi )p(Y, )Y(Dij)O (FTPj) °Uij---------------------------------------- -----------------------[23) 

In logarithmic form, it can be re-written as: 

InXij= a + ~lnYi + ylnYj + olnD ij + 8lnFTPj + ,LinDummyCOMESA + Uij ------------ [24) 

Where; Xij represents exports of Ethiopia to its trade partnerj to the rest of the wo rld , 1 

Yi represents gross value of the GDP of Ethiopia, 

Y, represents gross value of the GDP of country j, 

FTP, represents foreign trade policy of country j , 

Dij represents distance between Ethiopia and country j, and 

DummyCOMESA represents dummy for COMES A member countries 

Uij represents stochastic term a log-normally distributed error with E(lnUlj) = O. 

The constants ~ and yare expected to be positive and signi fi cant as gravity model 

hypothesizes. The constant ,l is also expected to be positive as Linder's hypothesis' 93 

formulates and adjacency COMESA member countries relative to others; whereas, Ii is 

expected to be negati ve and signifi cant as gravity model predicts that trade flows is 

negatively related to trade barriers between trade partners. And the sign of 8 depends on 

how trade policy indicator included in the model is rated. 

There are many fore ign trade policy indexes developed by different economists. Dollar 

(1992), Sacks and Warner (1995), Harri son (1996), Edwards ( 1997) and Greenaway and 

et al (2002) are some of the contributors. These indexes are Sacks and Warner OpelUless 

Index, Trade Dependency Ratio index, Heritage Foundation Index, Economic Freedom of 

19: Linder 's hypothesis predicts that the more simi lar the demand structures of two countries are, the more 
illlcnse the potentia! trade between them will be. As an index for this similarity, Linder takes the similarity 
of income levels, since, in his opinion; there is a strong relationship between income levels and the types of 
commodities demanded. 
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the World index, Collected Trade Tax Ratio index, Average Coverage of Non tari ff 

Barriers index, Average Import Tariff on Manufacturing index, Average Black Markel 

Premium index, World Development Outward Orientation Index, Leamer Openness 

Index, Wolf index of Import Distortions and so on. Given the complexity commerc ial 

policy which can be affected by tariffs, quotas, li censes, prohibition, exchange controls, 

and so on ; scholars argue that attempts to use (and construct) a single indictor of trade 

orientation may be futile and tend to generate di sagreements and controversies.194 

Therefore, relying on one 0 t'Yo of these of trade policy index wou ld be ri sky to draw 

sound conclusions. This is especially true since Pritchett (I996) has demonstrated that a 

number of different measures of trade po li cy indexes are mutually uncorrelated. 

Therefore, to minimize this problem and draw sound conclusions from empirical results, I 

used three trade policy indexes using different samples and periods. These are Heritage 

Foundation index, Economic Freedom of the World index and Trade Dependency ratio 

index. These indexes are selected because Economic Freedom of the World is relatively 

comprehensive measure. Heritage Foundation Index is assumed to indicate policy-

induced trade di stortions and Trade Dependency Ratio, despite its shortcoming, remained 

one of the wide ly used indexes due to data availability. Moreover, I couldn't get data on 

other indexes. 195 Hence, in the fol lowing sections, brief descriptions on these three 

indexes are made. 

4.2.1. Heritage Fo undation Index of Distortion in International Tracie 

The Heritage Foundation has created an index of overall 'economic freedom ' . This 

measure runs from one which signifies insti tutions and policies most conducive to 

'" For fUriher concepls and exp lana tions see Edwards (1 997) and Rose (2002) 

19; Components and variables used in developing and calculating other indexes can be fOllnd from Dol lar 

(1992), Edwards ( 1997), Harrison ( 1996), Greenaway and et al (2002), and Rose (2002). 
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economic freedom through five which signifies least conducive. That is, the index ran ges 

from one for free to five for repressed. The index compri ses trade, fi sca l burden, 

gove rnment in terventio n, monetary policy, fo reign investment , bank ing, wages and 

prices, property ri ghts, regu lat ion and informal sector. I96Heri tage fo undation index of 

d istolt ion in international trade, therefore, takes value from one to fi ve and measure the 

extent to which the government po li cy d istorts trade. [t classifies countries into fi ve 

according to the degree of tariff protection in the country no n tari ff barriers, and 

corruption in the custom service l9J As a high value of the index shows a negative impact 

on trade flows , the expected sign of the coeffi cient of trade policy in equation [24) above 

is negative. Therefore, equation [24) fo r empirical estimati on can be re-written as: 

InXij= a + ~I n Yi + yin Yj + 81nDij + 81 nHFTPlj + !llnDum myCOMESA + Uij .... ··· .... ······.1251 

Where, HFTPlj represents heritage foundation index of di storti on in international trade. 

4.2.2. Economic Freedom of th e World Index ofInternational Trade 

Economic freedom of the world comprises: size of the government , legal structure and 

security of propel1y rights, access to sound money, freedom to trade internationally and 

regulation of credit , labor and business l98 Th is measure runs from one to ten. A higher 

val ue denotes a lower degree of po li cy intervention of govern ments. Therefore, freedom 

to trade internationall y as indexed by The Fraser Institute, also incorporates of:( I) taxes 

on international trade which includes revenue fro m taxes on in ternat ional trade as a 

percentage of ex ports pi us imports, mean tariff rate and standard deviati on of tari ff rates. 

(2)regu latory trade barri ers which includes hidden import barriers-no other barriers than 

196 Detail description all these variab les can be found at: http:/hvww.hcrita ge.org/rescarc hl fcaturcslindex 
197 See O ' Driscoll et al (2002a) and lohnson and Sheehy (\996) 
198 For further information on these concepts, one can access at: htJpJ/www.rrccthc\\'orld .com and 
Gwartney and el al (2004) . 
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publ ished tariffs and quotas, and cost of importing the combined effect of import tariffs, 

license fees , bank fees and the time required fo r ad ministrative red-tape raises costs of 

importi ng equipment, (3)actua l size of trade sector compared to expected size, (4) 

difference between official exchange rate and black market rate, and (5) internatio nal 

capital market control which includes access of citi zens to fo reign cap ital markets and 

fore ign access to domestic capital markets and restri ctions on the freedom of citi zens to 

engage in cap ital control . 

In this case, expected s ign of the coeffi cient of trade po licy in equation [24] above is 

positive. The equation is re written for empirical estimation as: 

InXiJ= a + Bin Yi + yin Yj + olnDij + 81nEFWj + ,LinDummyCOMESA + Uij ------- --------------[26] 

Where, EFWj indicates economic freedom of the world internatiOilal trade index of 

country .i. 

4.2.3 . Trade Dependency ratio 

Aggregate trade to GDP ratio is the third alte rnative used to proxy trade policy. The 

higher the value of the ratio is, the lesser the intervention of government in international 

trade is. Therefo re, ex pected coeffi cient of the trade policy index in equation [24] above 

is positi ve. Hence, the equation can for empi ri cal estimation be re-written as: 

InXij= a + Bin Yi + yin Yj + olnD ij + 81nTGDPRj + ,LinDummyCOMESA + Uij ----------------[27[ 

Where, TGDPRj represents aggregate trade to GOP ratio of country j. 

4.3. Data 

Data are collected in such a way that continuous exports and availability of data on all 

variables during the peri od included in the study were the major criterion used to include 

country into the sam ple . As more time is considered from the past, avai lability of data on 
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some vari ables especially data on fore ign trade policy index on some count ri es are 

limited. Moreover, Ethiopian export markets showed a decl ining trend as more time is 

considered from the past. Therefore, to deduce sound conclusions from the empirical 

results, choosing appropri ate period time to include as many countri es as possible into the 

sample is important. Accordingly, a maximum and minimum period of nine years (1995-

2003) and four years (2000-2003) are considered, respectively. And 31 countries are 

included into the sample. 199 

4.3.1. Export (Xij) 

Export data are mainly collected from Ethiopian Custom Authority (ECA). The authority 

provided me the data in a softcopy for horizons of periods. In fact, to cross check the 

data, I, to some extent, used IMF's world trade direction statistics data and vari ous 

NBE's Annual reports. Moreover, to change the value of exports into US dollar 

equi valent, average official exchange rate against dollar was taken from IMF's 

International Financial Statistics data . Based on the cr iteri on stated above, 31 countries 

and 9 years period is considered for the estimation of the model. A minimum of 31 

countries and 4 years data were included into the sample for est imation. Of these 

countries, in general more than 96 percent of them are currently members of WTO. The 

statistical summary of export data are summari zed in the fo llowing table. 

J99 Lists of these countries are annexed . 
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Table7: Stat istical Summary of Export data 

Stati stical Mean Standard Skewness Kurtosis Number of Number 

Summary Deviation Observations of 

Countri es 

Export 1.10e+07 2.05e+07 3.52 17.89 279 3 1 

(1995-

2003) 

Export 1. 02e+07 1.54e+07 2.52 10.84 124 3 J 

(2000-

2003) 

Source: Computed from the data USll1g Stata- Version 9 of Statlstlcs Softwa re Package 

A maximum of seventy eight and a minimum of sixty six percent of total Ethiopian 

export are covered in the study. Detail of the data parentage used in the analysis across 

period is summarized in the following tables. 

Table 8: Percentage of EX pOl1 Data used for Empirical Analysis ( 1995-2003) 

Period 1995 1996 J997 J998 1999 2000 200J 2002 2003 

Export 76.6 72.7 1 77.78 77.29 68.9J 70.93 66.71 72.0 1 6602 

Source: Computed from the data 

4.3.2. Distance (Dij) 

Data on the distance between Ethiopia and her trade partner countries are co ll ected based 

on the di stance between Addis Ababa city and cap ital of these countri es20o Therefo re, 

these data are avail able from: \\wwindo.com/distance or http ://ame ri candi gcst.o rg/mt-

200 In a gravity model distance between countries is the distance between the economic centers of countries. 

which is usually the distclllce between thei r capitals. 
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arch ives/00S7 14 ·plm or http ://www.mapcrow.info/cgi-bin/Ci ti es-d istancc.cgi Thc 

di stances are ava ilable both in kilometers and mi les. But 1 used di stance in kilometers for 

est imation of the model. Statistical summary of these countries are summari zed in the 

following table. 

Table 9: Statisti cal Summary of Data on Distance 

Statistical Mean Standard Skewness Kurtosis Number of Number 

Summary Deviation Observation of 

Country 

1995-2003 6037.93 2524.96 0.81 3.55 279 31 

2000-2003 6037.93 2524.96 0.81 3.55 124 3 1 

Source: Computed from the data USll1g Stata-VersIOn 9 of Stati stical Software Package 

4.3.3. Gross Domestic P."oduct (Yj and Yi) 

Gross domestic product data are available from World Bank, World Development 

Indicators, 2004 which also available from: http://devdata.worldbank.on!ldala-query . Of 

course, the same data is available from International Monetary Fund, Internationa l 

Financial Statistics, 2004. Statistical summary of this variable is summari zed as follows. 
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T bl 10 S .. IS a e tattstlca fO ummary 0 . ross D . P d omestlc ro uct D ata 
1 

Statistica l Mean Standard Skewness Kurtosis N umber of Nu mber of 
Summary Deviation Observation Country 

Yj 1.1 5e+ 12 6.05e+ 12 14.78 235.6 1 279 3 1 

1995-
2003 

Yi 6. 17e+ 10 4.0e+08 -0.52 2.34 279 I (Ethiopia) 

1995-
2003 

Y. .I 1.60e+ 12 8.88e+ 12 10.39 11 2 .72 124 31 

2000-
2003 

Yi 6.44e+09 2.26e+08 -0.94 2.21 124 I (Eth iopia) 

2000-
2003 

Source: Computed fro m the data using Stata-Versio n 9 of Stat istics Software Package 

4.3.4. FO I"eign TI"ade Policy (HFTPlj , EFWj , and TGDPRj ) 

Heritage Foundation Index of distortion in internati onal trade data is available from 

http ://www . heri ta!!.e. 0 rg/researc h/ featu res/i ndexl do wn I oa I1 s1 acad em i c userOu i de. pel r 

Data on Economic Freedom of the World Index of International Trade is available from: 

htlp ://lVwlV.li·eetheworld .cOlll. Data on trade dependency ratio is available from Wo rl d 

Bank, World Development Indicato rs, 2004. Alternatively, it can be accessed from: 

http ://devdata.worldbank.org/data-guery . Internat ional Monetary Fund, Directions of 

Trade Stati stics, 2004 is also another option from where to get the data. The summary 

stat ist ics of these indexes are summari zed below. 
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Table II : Summary Stati stics of Fore ign Trade Policy Index 

Stati stical Mean Standard Skewness Kurtosis Number of Nu mber 
Summary Deviat ion Observations of 

Country 

HFTPI 2.84 1.10 0.70 2.63 279 31 
1995-
2003 

EFW 7.2 145 -0.77 3.27 279 3 1 
1995-
2003 

TGDPR 153.34 1255.72 16.54 27548 279 3 1 
1995 -
2003 

HFTPI 2.75 1.05 0.86 3.03 124 31 
2000-
2003 

EFW 7.72 104 108 -0.70 124 3 1 
2000-
2003 

TGDPR 154.63 64.8 1 2.07 6.75 124 31 
2000-
2003 

Source: Computed from the Data Using Stata-Version 9 of Statistics Software 

Correlations and covariances matrix of foreign trade po licy indexes are also summari zed 

in the foll owing tables. A co rrel ation between the indexes in the two sample periods 

ranges from 7 percent to 67 percent. Therefore ; as prev ious ly stated, the rcsult 

reco nfirmed that correlati on between fore ign trade policy indexes are not sa ti sfactory; in 

this case the co rrelations between TGDPRj and HFTPli during the two sample peri ods 

are 7 percent and 43 percent. Moreover, despite the fact that both EFWj and TGDPRj are 
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rated upward to show country j 's foreign trade poli cy conduciveness and openness, the 

correlation result of the sample peri od 1995-2003 is found to be negative. 

Table 12: Correlations and Co variances of Foreign Trade Policy Indexes ( 1995-2003) 

Foreign Trade HFTPI J EFWj TGDPRj 

Policy Index 

HFTPIj I -0.67 -0.07 

EFW J -0.67 1 -0.11 

TGDPRj -0.07 -0.11 I 

Source: Computed from the Data Using Stata-Version 9 of Stati sti cs Software 

Table 13 : Correlat ions and Co vari ances of Foreign Trade Policy Indexes (2000-2003) 

Foreign Trade I-IFTPlj EFW J TGDPRj 

Policy Index 

HFTPlj I -0.75 -0.43 

EFW J -0.75 I 0.60 

TG DPRj -0.43 0.60 I 

Source : Computed from the Data Using Stata-Version 9 of Stati stics Software 
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4.4. Estimation Techniques 

The nature of the data, as described above, is cross sectional time se ri es. Therefore, to 

estimate the equation, employing appropriate model for panel data analysis201 is 

important. Among the various cases of panel data analysis; pooled regression, fixed and 

random effect models are the most frequent ly used ones. In the specified model , however, 

there are time invariant variables (i.e. di stance and comesadum). I-lence, employing fixed 

effect model drops these variables from estimation. 

Pooled regression and random effect models are the two panel data analysis employed for 

estimation. Pooled regression is where time series and cross sectional observations are 

combined or pooled together. "When dealing with cross-section and time series data, where 

each individual or country cross section sample is small so that sharp inferences about the 

coefficients are not possible, it is a common practice in applied work to pool all data together, and 

estimate a common regression. The basic motivation for pooling time series and cross section data 

is that if the model is properly specified, pooling provides efficient estimation, inference and 

possibly prediction.''202 Therefore, employing pooled regression is one possible option to 

estimate the data. 

Random effect model of panel data analysis is viewed as one in which investigators make 

uncond itional or marginal inferences with respect to the population of al l effects. That is, 

if an experiment involves large numbers of individuals who are considered a random 

sample from some large r population, then random effects are more appropriate. The fact 

101 Panel data set is olle that follows a given sample of countries or individuals over time, and thus provides 
Illultiple observations on each country or individual in the sample. For more inforillation on this concepts 
and mathematical aspects, one can refer: Will iam H. Greene (2003) pp. 283-334 and Badi H. Baltagi 
(2001), and Gujarati (1995) 3" ed pp. 522-529. 
202 Gujarati D. 31d ed. (1995) pp. 523-524. In fact, it acknowledged that original work be longs to: H.D. 
Vinod and Aman Ullah, (199SI): Recent Advances in Regression Methods, Marcel Dekker, New York, 
pp.259-261. 
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that countries inc luded in the sample are both representat ive and major importers of 

Ethiopia's commodities, employing random effect in esti mating the equations is also 

another option. 

To test for data compatibi li ty into random effect model as compared to pooled regression, 

Lagrange multiplier (LM) test is used. Breusch and Pagan (1 980) have devi sed a 

Lagrange mU ltiplier (LM) test for the random effect model based on the OLS res iduals203 

Under the null hypothes is, LM is distributed as chi-square with one degree of freedom. 

The null hypothesis is that there is a single constant term in the regress ion model. That is, 

the null hypothesis is in favor of pooled regression. Rej ection of the null hypothes is is in 

favo r of the appropriateness of the random effect model204 

In running the estimation of the models, I employed both the pooled regression and 

random effect model. In fac t, I conducted LM test as described above. 

)OJ Greene W. (2003) 5'" ed. pp.298-299 and Ballag; H. (2001) 2"" ed pp. 58-59 
,0< Greene W. (2003) 5'" ed. P.299 
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CHAPTER FI VE 

5. Analys is of E mpirica l Res ults 

The regression results are summari zed in four tab les. In the first two tables, results of 

ra ndom effect and pooled OLS models are summari zed for the sample period 1995-2003. 

For the sample period 2000-2003, the same summary report is made on two tables. The 

importance of two sampl e peri ods, as exp lained in the last chapter, is to see if there is any 

change in results due to preferential trade of EBA initiatives and AGOA on Ethiop ia's 

export. In each table, the results of employing alternative trade poli cy indicators are 

summarized. 

5.1. Basic Res ults of Sample Period 1995-2003 

The regression resul ts show that the variab les are acceptably signifi cant, except dum my 

fo r COMESA member countries. Moreover, all variables are with expected signs. 

According to estimate of random effect model, wh ich is tested that it is appropriate model 

to estimate the equat ion, Eth iopia wi ll export 163percent (EFWj), 170 percent (TGDPRj) 

and 174 percent (HFTPIj) less to the market due to physical barriers. Increase of 

Ethiopia's GDP by 10 percent would lead to an increase of exports b 50.3 percent 

(HFTPIj ), 51.4 percent (TGDPRj) and 46.4 percent (EFWj). Interestingly, the 

coefficients of Ethiopia 's GDP under alternative trade po li cy indicators are a lmost 

simi lar. While ten percent growth ofGDP of trade pa rtners resul t in 9 1 pe rcent (HFTP lj), 

98 percenl (TGDPRj) and 88 percent (EFWj). This result s also interesting as its effect 

under the three trade po licy indicators almost lead to the same conclusion. 

In order to interpret estimate fo r dummy variable, we have to transform it, tak ing anti log 

and subtracting one. This is because in estimating the equation, other variab les were in 
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logarithm form. Accordingly, results show that Ethiopia would exports to COMESA 

member country by 26 percent (HFTPlj), 23 percent (TGDPRj) and 20 percent (EFWj) 

more than to other countri es. From this, one may deduce that fully integrating into 

COMESA wi ll positively affect Ethiopia's export. From this one can deduce that fully 

integrating into COMESA will positively affect Ethiopia 's export. 

Turning to one of the important variables, trade policy indicator, the regression suggests 

that it has the expected effect on Eth iopian expolts though statistically not significant as 

evidenced under TGDPRj and EFWj. A one point increase on foreign trade index of 

HFTPlj is associated with 76 percent decrease of Ethiopian exports to these countries. 

Likewise, a one point decrease of trade protection by partners under EFWj indicator 

would lead to 68 percent increase of Ethiopian exports. Moreover, a one point increase in 

trade to GDP ratio of trade partners lead to an increase of Ethiopia 's export by 23 

percent. One important point needs to be underlined is that foreign trade policy of partner 

countri es are not such affecting Ethiopia's exports . In fact , HFTPIj trade pol icy indicator 

shows that partner countri es trade policy is significantly affecting Ethiopian exports at 5 

percent level of significance. 

Pooled OLS regression resu lts in general almost directed to the same conclusion as in 

random effect regression resu lts explained above except few differences in magnitude of 

coeffic ients. 
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Table 14: Regression Results of the Sample Period 1995-2003 Using Random Effect 
Model 

Variables Coefficients of Regresso rs 

Using HFTPlj Using TGDPRj Using EFWj 

Constant - 106.85 -113.20 -100.14 

(25.66) , (2561)' (2719) ' 

Distance (Dij) -1.74 -1.70 -1.63 

(069)" (070)" (0.7 1)" 

GOP of 5.03 5.14 4.64 

Ethiopia(Yi) (1 12) , (112) , (11 9), 

GOP of Partners 0.91 0.98 0.88 

(Yj) (0 16)' (0 17)' (017) ' 

Index of Foreign -0.76 0.23 0.68 

Trade Policy (0 39)" (0.19) (0 .53) 

Dummy for 0.10 0.01 0.08 

COMESA ( 11 3) (115) (118) 

R-Squared 0.59 0.56 0. 55 

Total number of 279 279 279 

Observations 

. -Note: Standard Errors are 111 parentheses; *- 1 % slgl1lficance level, ** - 5 % slgl1lficance 

level. 
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Table 15: Regress ion Results o f tile Sample Period 1995-2003 Us ing Pooled OLS Model 

Variables Coeffi cients of Regresso rs 

Using HFTPlj Usi ng TGDPRj Using EFWj 

Constant - 103.26 -113.20 -91.02 

(32. 19) ' (3254) , (33.86)' 

Distance (Dij) -2. 15 -2.19 -1.99 

(0.33)' (0.34)' (033) , 

GDP of 4.85 4.98 4.16 

Ethiopia(Yi) (1.42) , (1.44)' (1.50)' 

GDP of Partners 1.08 1.24 1.02 

(Yj) (0.08) , (0 10)' (008) , 

Index of Foreign -1.12 0.55 1.14 

Trade Policy (026) , (060)' (0 .46) , 

DUll1my for 0.17 0.15 -009 

COMESA (0.52) (0.53) (0.53) 

R-Squared 0.42 0.40 0.39 

Total number of 279 279 279 

Observations 

Note : Standard Errors are In parentheses; *- 1% slgl1lfi cance level, ** - 5 % slgl1lficance 

level. 
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5.2. Basic Results of Samp le Period 2000-2003 

Using the sample peri od 2000-2003 data, the regress ion results show that the variab les 

are in genera l with expected signs except dummy for COMES A. R- Squared is also 

moderate. However, significance of income of Eth iopia (Yi) as compared to the sample 

period 1995-2003 has decreased. [n this case al so random effect is tested to be 

appropriate model to estimate the equation. 

According to estimates of random effect model, Eth iopia will export 148 % (I-1FTPlj ), 

147 % (TGDPRj) and 146 % (EFWj) less to the market due to physical barrier to trade. 

The coefficient of di stance (Dij ) under the three trade policy indicators are almost the 

same. But these coefficients are less (in absolute terms) than the coefficients we obtai ned 

using the sample period 1995-2003 . The difference can be explained as Eth iopian exports 

to her trading partners increasing regardless of the physical di stance of these countries 

from Addi s Ababa. A ten percent increase of GDP of Ethiopia would lead to 10 % 

(I-1FTPlj ), 10.2 % (TGDPRj) and 10.2% (EFWj) increase of exports. Thi s result is 

smaller than the resul t we obtained using the sample period 1995-2003. The justification 

lays on the fact that mean of Yi for the sample period 1995-2003 is $ 6.17e+ I 0 while the 

sample peri od 2000-2003 is $ 6.44e+09. Moreover, exports to sampled countri es on 

average are $1. 1 Oe+07 and $ 1.02e+07, respectively. 

A ten percent increase of GDP of trading partners of Ethiopia would lead to 70 percent 
~.; .,,,! .... 

~ 

increase of expo rts under the three alternative trade poli cy indicators. Thi s "'~(Iri is 

~ 
under the sample period 1995-2003. I n facr:as \, . 

.' < 
smaller than the result we obtained 

evidenced by the result, it is significant at 1 percent level of s ignifi cance. 
. ~;. , .. 
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Trade po li cy esti mates of I-IFTPlj show that a point increase of trade barriers by trade 

partners would result in 7 percent decrease of Eth iop ia's exports. Moreover. EFWj 

estimates show that a point decrease in trade barriers by trade partners would lead to 18 

percent increase of Ethiopian exports. A one point increase of trade to GDP ratio by trade 

partners would result in a one percent increase of Ethiopia' s export. However, the three 

alternative trade policy indicators are statist ically insignificant. Assessing the impact of 

trade po licy of partner countries on Ethiopian exports as compared to the sample period 

1995-2003, one may observe that the coefficients of trade policy indexes we obtained 

under the sample period 1995-2003 is greater than the result we obtained under the 

sample period 2000-2003. This difference can be explained by partner countries' 

improvement of trade policy as evidenced in the means under the sample periods. 

Surprisingly, the regression suggests that the 'COMESA dummy' variable has the 

opposi tc effect on Ethi opian exports from what we would expect: the more similar the 

econom ies of the coun tries are, the more intensive trade among these countries wi ll be. 

Moreover, stati stica ll y the coefficients are insignificant. Therefore, the results indicate 

that Ethiopia's integration into COMESA is weak. In other words, Ethiopia 's integration 

• into COMES A is being aborted. 

In a nutshell , empirical results show that without taking the special and differenti al 

provi sions of the WTO into account, trade po li cies of partner countries are not 

significantly affecting Eth iopia's expol1s. This is further explained by decrease of 

significance of trade policies of partner countries in the sample period 2000-2003. 
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Table 16: Regression Resu lts of tile Sample Period 2000-2003 Us ing Random Model 

Variables Coefficients of Regressors 

Using HFTPlj Using TGDPRj Using EFWj 

Constant -13.22 -1 3.8 1 -14.13 

(4101) (40.87) (40.7S) 

Distance (Dij) -148 - 147 -146 

(068)" (0.69)" (068)" 

GDP of 100 102 102 

Ethiopia(Yi) (180) (18 1) . (1.79) 

GDP of Partners 0.70 0.70 0.69 

(Yj) (0 IS)' (0 18)' (0 IS) ' 

Index of Foreign -007 0.01 0.1 8 

Trade Policy (045) (0.3S) ( 1.1 7) 

Dummy for -0.98 -100 -0 .97 

COMESA (1.14) ( 1.1 6) ( I.1S) 

R-Squared 0 .. S3 0.S2 0.52 

Total number of 124 124 124 

Observations 

Note: Standard Errors are In parentheses; *- I % signi ficance leve l, d - S % significance 

level. 
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Table 17: Regression Results of the Sample Period 2000-2003 Us ing Pooled OLS Model 

Variables Coefficients of Regressors 

Using I-IFTPlj Using TGDPRj Using EFWj 

Constant -8.65 - \ 0.83 - 12.3 1 

(70.57) (70.43) (70.97) 

Distance (Dij) -1.92 -2.00 - 1.84 

(038) , (039) , (0.38)' 

GDP of 0.78 0.72 0.88 

Ethiopia(Yi) (3.12) (3 .12) (3. 12) 

GDP of Partners 0.89 0.97 0.88 

(Yj) (009)' (0 .11 )' (009) , 

Inclex of Foreign -039 0.28 0. 13 

Trade Poli cy (0.32) (0.21 ) (0.84) 

Dummy for -0.93 -0.84 - 1.03 

COMESA (0.6 1) (0.63) (0.63) 

R-Sguared 0.45 0.45 0.44 

Total number of 124 124 124 

Observations 

No te: Standard Errors are 111 parentheses; *- 1% slgl1lfi cance level, ** - 5 % slgl1lfi cance 

leve l. 

5.3. Diagnostic Analys is of Empirical Results 

An important issue needs to be addressed is whether the estimation resu lts were being 

dri ven by outliers or not. That is, robustness of the estimates needs to be add ressed. The 
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covariance matrix of coefficients of both random effect and pooled regress ion models 

under alternative trade policy equations suggest that there is heteroscedastc ily. Robust 

standard errors estimations are used to correct fo r the presence of heleroscedasc ity . 

However, the result obtained indicates that there is no fundamental change in the 

significance level of the variables. Moreover, the results obtained dropping one country 

after the other under alternative trade policies ind icates that the result reported above are 

not driven by outliers. 

Correlation matrix under alternative trade policy and periods shows that correlations 

among explanatory variables are less than fifty percent. These results suggest that there is 

no multico ll inearity problem205 In order to analyze whether the results are period­

specific or not, the researcher extended the sample period by one year fo r the two sample 

periods, that is, (1995-2004) and (2000-2004). Moreover, more countries are included in 

the sample to ana lyze whether the results are cross section specific or not. A limitation 

with this analys is is lack of data on the three alternative trade policies. Heritage 

foundation index is the only trade policy index for which data is available fo r 2004. 

Therefore, including all countries of Ethiopian commodity importers , which have 

complete data on all variables, helps to analyze the effect. Accordingly, thirty five and 

fifty two countri es are considered fo r the sample period 2000-2004 and 1995-2004, 

respectively. The results suggest that there is no fundamental change both on the level of 

significance and coefficient of explanatory variables. Therefore, the results reported in 

this paper are not both period and export destination (country) specific. 

20; Gujurati D. 3,ded . (1995) pp.335-339 
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CHAPTER SIX 

6. Conclusions and Recommendations 

6.1. Conclusions 

Accession to the WTO has an important impact on Ethiopia. It implies the adoption of 

WTO disciplines (as briefly assessed in chapter two), and this poses a number of 

challenges. First, accession will impose not only certain disciplines and rul es but it wil l 

require the establishment of those institutions and pol icies that are cri tical for the 

enforcement of those di sciplines . It also affects government budgets since border 

measures constitute an element of government policies towards budgetary revenues. 

Third , accession wi ll also lead to various adjustment costs, and these can be divided into 

two groups-the government (public) financial costs of implementing the WTO disc iplines 

and private costs of market adjustments due to changes in relative prices. Fourth, 

accession will also affect the conduct of macroeconomic policy. Finally, accession will 

affect the access of foreigners into Ethiopian markets, and Ethi op ia 's access to fo reign 

markets. 

The aim of this paper is to question the importance of the factor of improved market 

access after Ethiopia 's accession to the WTO. I employed the gravity model of 

international trade to this end. Empirical results show that without taking the special and 

differentia l provisions of the WTO for LDCs including Ethiopia into account, trade 

barriers imposed by Ethiopia 's trade partners do not play an important rol e in 

determining the volume of Ethiopia 's exports. 

Moreover, Ethiopia 's effective utilization of preferences offered by developed countries , 

as assessed in chapter three, is not sat isfacto ry. All these suggest that the Most Favo red 
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Nation mechanism and improved market access might not be important aspects of 

Eth iopia 's membership in WTO. Therefore, hasty marriage with WTO would have little 

significance for Ethiopian export market access. This finding is coincided with the 

Diagnostic Trade Integration Study by WB, which argues that: " ... there would not be an 

immediate benefit except to signal to international community that Ethiopia's trade regime is bound 

to the international rules of the game.,,206 

The cost of acceding to the WTO as well as the cost of actively participating in the 

organization once countries have become members should not be underestimated. The 

transition from GATT 1947 to the WTO Agreement, the range of issues covered by 

multilateral trade rules has expanded substantiall y (e.g. GATS, TRIP and TRIM). Most of 

these new issues are of little relevance to improved export market access for Eth iopia, 

whil e the implementation of the new rul es, as evidenced in other countries, involves a 

large administrative, institutional reform and budgetary burden to her. Demands for 

minimum standards and labor and env ironmental protection could burden Ethiopia with 

short term adjustment costs and perhaps even losses in net export reve nues and may 

further aggravate the country's balance of payments deficit. The later could arise not only 

because of declining exports but also because more expensive imported capital goods 

may be needed to meet envirorlllent standards. 

'" \VB (2003) P.7 
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6.2. Recommendations 

The scope of glo bal trade agree ments has extended in to areas ( such as sCITi ces and 

intell ectual property ri ghts) that until the creation of the WTO were in the domestic 

domain, while at the same time enhancing ex isting di sciplines to make them more 

intrusive. These new features together - extension into new areas, more intrusiveness into 

domesti c policy making and the single undel1aking- extended the WTO's influence over 

domestic policy making areas criti cal to the development process. The agreements under 

the WTO regime commit members not just to trade libera li zation in goods sector, but also 

to specific policy choices on services, investment and intellectual property rights. Trade 

sanctions were seen as a way of enforcing property ri ghts. Thus, the internationa l trade 

regime is starting to have a direct effect on nation regu lation and legislat ion, through 

rules and agreements that seek to harmoni ze different norms and standards of 

governance. 

However, economic growth expenence of industri ali zed countri es demonstrates that 

liberali zat ion was gradua l and se lecti ve and came later after the take off period and after 

the domestic economy achieved some degree of competitiveness, at least in the domestic 

market, if not internationall y. For thi s to be reali zed, autonomous domestic policy making 

is of paramount important. 

Hence, it should be emphasized that long-enough should be given for th e access ion 

process. Thi s is so because the WTO rules are not only about trade per se. The WTO 

regime is so intrusive that there is literally no domesti c policy area that it does not 

intervene. Its influence is felt in every policy making area criti cal fo r the socio-economic 

development process . Moreover, membership demands all ob li gations to be taken as a 
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' single under taking' , as a package rather than se lective ly in pieces. Thi s. therefore, 

necessitates detailed studies of its content and possible impact on the economy over the 

coming years. Longer period also allows Ethiopia's industrial policy to take finn root. 

This can be accomplished through designing appropriate policies aimed at producing 

diversified and competent products, and working hard towards its implementation. 

Making necessary institutional changes is another important policy area to be 

underscored. Therefore, relatively better benefits would arise through buying time to 

launch and proceed w ith the restructuring process of the economy so as to enable it 

acquire, at least a better shock absorptive capacity, ifnot a strong competitive status. 

Ethiopia should also demand the maximum period which could be allowed for the 

transition period. As noted above, little (if any) would be gained in the short run. It is the 

long run benefit that matters most. The transition period will also give it a breathing 

space to promote its industries with relatively less pressure from the ' WTO. Therefore, 

Ethiopia should take all the time it could to put its industries in-order, that is, with greater 

shock resistance, more productive and competitive, before the elapse of the transition 

period. In other words, she has to request fo r max imum transit ion period possible, 

carefull y study and exploit full y all the provisions avai lable for LDCs. Hence, the country 

must specifica ll y make sure that it is in a position to exploit the opportunities rather than 

pay undue price by joining earlier and unprepared. 

It should also be underlined that Eth iopia needs to improve her utili zati on of existing 

preferential market accesses as well as to exploit the opportunities of all preferential 

market accesses for LDCs. This can be accomplished by design ing appropriate policies 

aimed at strategic approach to solve supply side problems of the countries. 
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Appendix I: Estimation Result of Pooled OLS using H FTPlj from 1995-2003 

Number of obs = 279 F( 5, 273) = 38.99 Prob > F = 0.0000 
R-squared = 0.4 166 Adj R-squared = 0.4059 

Inxij 1 Coef. Std. Err. P>l tl [95% Conf. Interva l] 
-------------"'----------------------------------------------------------------

Ind ij 1 -2.146657 0.3296862 -6.51 0.000 -2.795708 -1.497607 
Inyj I 1.077729 0.083071 12.97 0.000 .9 141874 1.24127 Inyi 1 4.845555 1.423993 3.40 0.001 2.042 I 53 7.648958 

Inhftpij I -1. 12331 1 0.2573666 -4.36 0.000 -1.629987 -.6 I 6636 
comesadum I . 1734559 0.5230651 0.33 0.740 -.8562979 1.2032 1 

_cons I -103.26 16 32.19439 -3.2 I 0.00 1 - 166.6425 -39.88079 

Appendix 2: Estima tion Res ul t of Random Effect Model using HFTPIj from 1995-
2003 

Random-effects GLS regression Number of obs = 279 
Group variable (i): country Number of groups = 3 1 
R-sq: = 0.5923 

Inxij I Coef. Std. Err. z P>lzl [95% Conf. Interval] 
-------------"'----------------------------------------------------------------

Indij 1 -1.736499 0.685117 -2.53 0.01 I -3.079304 -.3936944 
Inyj I 0.9119689 0.1593551 5.72 0.000 .5996387 1.224299 
Inyi 1 5.02622 1.1 15249 4.51 0.000 2.840373 7.2 12068 

Inhftpij I -0.7575046 0.3903999 -1.94 0.052 -1.522674 .007665 
comesadul11 I 0.101175 1.1 30 11 2 0.09 0.929 -2 .113804 2.316154 

cons I -106.8512 25.65677 -4 .16 0.000 -157 .1375 -56.56481 
-------------"'----------------------------------------------------------------
Appendix 3 : B,-eusch and Paga n Lagrangian Multiplier Tes t for Random Effects 
(1995-2003) Us ing HFTPlj 

Inxij[country,t] = Xb "' u[country] + e[country, t] 

Estimated resu lts: 
Var sd = sq.-t(Var) 

---------"'-----------------------------
Inxij I 4.22437 1 2.055327 

e I 1. 506449 1.227375 
u l 1.1 35 134 1.065427 

Test: Var(u) = 0 
chi2(1) = 158.74 

Prob > chi2 = 0.0000 
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Appendix 4: Estimation Resu lt of Pooled OLS usi ng TGDPRj froll1 1995-2003 

Number of obs = 279 
R-squared = 0.4023 

F (5 , 273) = 36.76 
Adj R-squared = 0.39 14 

Prob > F = 0.0000 

---------------------------- --------- ---------- ------- ----- ------- ------- -----
In xij 1 Coef Std. Err. P>ltl [95% Conf In terval] 

-------------1-----------------------------------------------------------____ __ 
Indij 1 -2.192783 0.3406308 -6.44 0.000 -2.86338 -1.522186 
Inyj 1 1.239 127 0. 10 19191 12.1 6 0.000 1.03848 1.439775 
Inyi 1 4.984746 1.4405 18 3.46 0.001 2. 14881 7.820682 

Intgdplj 1 0.5544 109 0. 1595653 3.47 0.00 1 0.2402761 .8685457 
comesadum 1 0.1 518732 0.53 15153 0.29 0.775 -0.8945 166 1.198263 

_cons 1 -11 3.6307 32.54 18 1 -3.49 0.00 1 -1 77.6954 -49.56586 

Appendix 5: Es timation Res ult of Random Effect Model Using TGDPRj fr oll1 1995-
2003 
Rando m-effects GLS regression 
Group vari able (i) : country 
R-sq: = 0.5823 

Number of obs 
Number of groups = 

279 
31 

Inxij 1 Coef Std. Err. z P>lzl [95% Conf. Interva l] 
-------------1-----------------------------------------------------------------

Indij 1 -1.695604 0.6961097 -2.44 0.01 5 -3.059954 -.33 12542 
Inyj 1 0.9750134 0.1710909 5.70 0.000 .6396814 1.310345 
Inyi 1 5.14310 1 1.115959 4.6 1 0.000 2.955861 7.330342 

Intgclplj 1 0.2347592 0. 1869464 1.26 0.209 -. 13 1649 .6011674 
comesadum 1 0.0049075 1.1454 11 0.00 0.997 -2 .240057 2.249872 

cons 1 -113 .1958 25.61323 -4.42 0.000 -163.3968 -62.99478 
-------------1-----------------------------------------------------------------

Appendix 6: Breusch and Pagan Lagrangian M ultiplier Tes t for R andom Effec ts 
(19~5-2003) Us ing TG DPRj 

Inxij[countrY,t] = Xb + u[country] + e[country, t] 

Estimated results: 

Test: 

Var sd = sqrt(Var) 

---------+-----------------------------
Inxij 1 4.224371 2.055327 

e 1 1. 5 10909 1.229 19 
u 1 1.170022 1. 08 1676 

Var(u) = 0 
chi2(1) = 

Prob > chi2 = 

164.83 
0.0000 
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Appendix 7: Estimation Result of Pooled OLS using EFWj from 1995-2003 

Number of obs = 279 
R-squared = 0.389 

F( 5, 273) = 34.87 Prob > F = 0.0000 
Adj R-squared = 0.3785 

Inxij 1 Coef. Std. Err. P>ltl [95% Conf. Interva l] 
-------------"'----------------------------------------------------------------

Indij 1 -1.990271 0.3345228 -5.95 0.000 -2.648844 -1.331699 
Inyj 1 1.021379 0.0846 168 12.07 0.000 .8547946 1.187963 
Inyi 1 4.162912 1.502363 2.77 0.006 1.205222 7.120602 

Inefwj 1 1.1 36396 0.4572005 249 0.0 14 236309 2.036483 
comesadum 1 -0.0908838 0.5298727 -0.17 0.864 -1.13404 .952272 1 

cons 1 -91.022 I 4 33.86181 -2.69 0.008 - 157.6856 -24.35867 

Appendix 8: Estimation Result of Random Effect Model using EFWj from 1995-
2003 
Random-effects GLS regression 
Group variab le (i): country 

Number of obs = 279 
Number of groups = 31 

R-sq : = 0.5723 

Inxij 1 Coef. Std. Err. z P>lzl [95% Conf. Interval] 

-------------"'----------------------------------------------------------------
Indij 1 -1.6268 I 7 0.7148827 -2.28 0.023 -3.027961 -.2256727 
Inyj 1 0.8778165 O. I 657048 5.30 0.000 .5530412 1.202592 
Inyi 1 4.635999 1. I 90778 3.89 0.000 2.302117 6.969881 

Inefwj 1 0.678188 0.5289439 128 0.200 -. 358523 1 1.714899 
comesadum 1-0.0837991 I. I 80904 -007 0.943 -2.398328 2.23073 

_cons 1 - 100.1434 27.19195 -3.68 0.000 -153.4387 -46.848 17 

-------------"'----------------------------------------------------------------
Append ix 9: Breusch and Pagan Lagrangian Multiplier Test for Random Effects 

(1995-2003) Using EFWj 

Inxij[country,t] = Xb"' u[country] "' e[country,t] 

Estimated results: 
Var sd = sq rt(Var) 

---- --- --",--- ---- --- -- - --- ------ ---- ---

Inxij 1 4.224372 2.055328 
e 1 1.508551 1. 22823 1 
u 1 1276449 1.1298 

Test: Var(u) = 0 
chi2(J) = 185.32 

Prob > chi2 = 0.0000 
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Appendix 10: Estim at ion Result of Pooled OLS Us ing EFWj from 2000-2003 
Panel variable: count ry, I to 31 Time variable: year, 2000 to 2003 
Number of obs= 124 
F (5, 11 8) = 18.70 

R-squared = 0.4420 

Inxij Coef 

Indij -1.83868 
Inyj 0.8783808 
Inyi 0.876244 
Inefwj 0. 1328964 
comesadu -1.030745 

cons -12.30808 -

Prob > F = 0.0000 
Adj R-squared = 0.4184 

Std. Err. P>t [95% Conf Interval] 

0.3752377 -4.90 0.000 -2.58 1753 -1.095608 
0.0925142 9.49 0000 .695 1775 1.06 1584 
3.1 40067 0.28 0.781 -5.34 19447.094432 
0.8381981 0.16 0.874 -1.526964 1.792757 
0.6268803 -1.64 0.103 -2.272139 .2106488 

70.96691 -0.17 0.863 -152.8419 128.2257 

Appendix l1:Estimation Result of Random Effect Model Usi ng EFWj from 2000-
2003 
Random-effects GLS regression Number of obs = 124 
Group variable (i): country Number of groups = 3 1 
R-square = 0.5244 

Inxij Coef Std. Err. z P>z [95% Conf Interval] 

Indij -1.46108 0.6786279 -2 .1 5 0.031 -279 11 66 - 1309932 
Inyj 0.6937978 0. 1527352 4.54 0.000 .3944424 .9931532 
Inyi 1.024317 1.7911 7 0.57 0.567 -2.486312 4.534946 
Inefwj 0.1784047 1.1 70814 0.15 0.879 -2. 116349 2.473159 
Comesadum -0.9739204 1.15447 -0.84 0.399 -3.236639 1.288798 

cons -14.12769 40.75084 -0.35 0.729 -93.99788 65.7425 

Appendix Breusch and Pagan Lagrangian Multip lier Test for Random Effects 
(2000-2003) 

Inxij [country,t] = Xb + u[country] + e[country,t] 

Estimated results: 
Var sci = sqrt(Var) 

---------+-----------------------------
Inxij 2.655333 1.629519 
e 0.483 1495 0.6950896 
u 1.176546 1.084687 

Test: Var(u) = 0 
chi2(1) = 79.7 1 
Prob > chi2 = 0.0000 
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Appendix \3 : Es tima tion Result of Pooled OLS using HFTPlj from 2000-2003 
Panel variable : country, I to 31 Time variable: year, 2000 to 2003 
Number of obs = 124 
F (5, 118) = 19.23 Prob > F = 0.0000 
R-squarec\ = 0.4490 Adj R-squared = 0.4256 

Inxij I Coef. Std . Err. P>l tl [95% Conf. Interval] 
--------------r----------------------------------------------------------------

Indij I - 1.923 895 0.3786554 -5.08 0.000 -2.673735 -1.174054 
Inyj I 0.8922227 0.0926057 9.63 0.000 0.7088382 1.075607 
Inyi I 0.7583372 3. 121927 0.24 0.808 -5.423929 6.940603 

Inhftpij I -0.3882034 0.3153799 -1.23 0.221 -1.012741 .2363 347 
comesadum I -0.9277786 0.6134398 -1.5 1 0. 133 -2.142556 .2869992 

cons I -8.648706 70.57065 -0.1 2 0.903 -148.3978 13 1.1 004 
Append ix 14: Estimation Result of Random Effect Model using HFTPlj from 2000-
2003 
Random-effects GLS regression 
Group variable (i): country 
Overall R- Squared = 0 .. 5344 

Inxij I Coef. Std. Err. 

Number of obs = 
Number of groups = 

z P>lzl 
----------- ---r----------------------------------------------------------------

124 
3 1 

[95% Conf. [nterval] 

Indij I -[.4 76245 0.6783 156 -2. [8 0.030 -2.8057 [9 -.1467707 
Inyj I 0.6992198 0.1520662 4.60 0.000 .40 [[ 754 .9972641 
Inyi I [002797 1.800499 0.56 0.578 -2.526 11 6 4.53 [ 71 1 

Inhftpij I -0.0707783 0.4548798 -0. 16 0.876 -.9623263 .8207698 
comesadum I -0.983570[ [[ 35517 -0.87 0.386 -3.209 [43 1.242003 

_cons I -13.22438 410077 -0. 32 0.747 -93.5980 1 67.14924 
--------------r-------------------------------------- --- -----------------------
Apped ix 15: Breusch and Pagan Lagrangian Multiplier Test for Random Effects 
Us ing HFTPlj (2000-2003) 

Inxij [country,t] = Xb -r u[country] -r e[country,t] 
Breusch and Pagan Lagrangian multi plier test for random effects: 

Inxij [country,t] = Xb -r u[co untry]-r e[country,t] 

Estimated resul ts: 

Test: 

Var sci = sq rt(Var) 
----------r-------------------------- ---

Inxij I 2.655333 1.629519 
el .483[7 [6 .6951054 
u I 1.148668 1071759 

Var(u) = 0 
chi2( 1) = 

Prob > chi2 = 

77.65 
0.0000 
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Appendix 16: Estimation Result of Poo led OLS using TGDPRj Fro m 2000-2003 
Panel variable: country, 1 to 31 
Time vari able: year, 2000 to 2003 Number of obs = 124 
F(5,118) = 19.33 
Prob > F = 0.0000 R-squared = 0.45 Adj R-squared = 0.4270 

Inx ij Coef. Std. Err. P>t [95% Conf. lnterval) 

Indij -199307 0.3895249 -5.12 0.000 -2.764436 -1.22 1705 
Inyj 0.9715065 0.1149504 8.45 0.000 .743873 5 1 199 139 
Inyi 0.722279 3.1 1874 1 0.23 0.817 -5 .453678 6.898235 
Intgd plj 0.2790685 0.2075154 1.34 0.181 -.1318684 .6900054 
comesadulll -0.8368161 0.6253198 -1.34 0.183 -2.07512 .40 14872 

cons -10.83218 70.43424 -0.15 0.878 -150.3 111 128.6468 -

Appendix 17: Es timation Result of Random Effect Model using TGDPRj frolll 2000-
2003 
Random-effects GLS regression Number of obs 124 
Group variab le (i): country Number of groups 31 
overall R-squared= 0.52 13 
Inxij Coef. Std. Err. z P>z [95% Conf. Interval) 

Indij -1.46623 0.6884373 -2.13 0.033 -2.8 15543 -.11 6918 
Inyj 0.7001436 0.I78G995 3.92 0.000 0.349899 1.050388 
Inyi 10204 19 1.80559 0.57 0.572 -2.5 18473 4.559311 
Intgdplj 0.0050386 0.3482232 0.01 0.988 -0.6774663 .6875436 
comesadum - 1.003224 1.1 56733 -0.87 0.386 -3.270378 1.263931 

cons -1 3.8 1857 40. 8662 -0.34 0.735 -93.91486 66.27771 

Appendix 18: Breusch a nd Pagan La grangian M ultiplier Tes t for Random E ffects 
Us ing TGDPRJ (2000-2003) 
Inxij [country,t) = Xb + u[country) + e[country,t) 

Est imated results: 
Var sd = sq rt(Var) 

---------+-----------------------------
Inxij 2.655333 1.629519 
e 0.483522 .6953575 
u 1. 141 784 1.068543 

Test: Var(u) = 0 
ch i2(1) = 77.01 
Prob > chi2 = 0.0000 
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Annex I: Effectiveness of Prefe rence fo r LDCs as Measured by the Im port Coverage, the 
Util ization Rate and the Utili ty rate 1994-200 1 , 

Country Year Total .Dutiable i ll1pO l1 S Import Imports Uti li zation Utility Imports Impolt s Eligible for Receiving Covered Rate ofGSP Rate of GS P (a) (b) in Mil. GS P GSP ByG SP Scheme Scheme Preferences Preferences Scheme (d)/(e) in % (d)/(a) in % (e) in Mil Cd) in Mil. (e)/Ceb) 
1994 5347 .0 39 17.3 2071.0 999.0 52.9 48 .2 18.7 1995 6087.8 4706. 1 25 64 .3 136 1.2 54. 5 53.1 22.4 1996 99 56.3 74 5 1.1 2985.0 15 17.9 40.1 50.9 15.2 1997 10634.1 8 163.4 5923. 1 1788 .2 72.6 30.2 16.8 QUAD 1998 9795.7 79 15.1 5564 .2 2704. 5 70.3 48.6 27.6 1999 10486.5 8950.4 5869.3 3487.5 65.6 59.4 33.3 2000 13359 .2 11 7 15.5 7836.0 4990.2 66.9 63.7 37 .4 200 1 12838.2 111 67. 1 7 185.5 49 19.9 64.3 68.5 38.3 1994 - - - - - - -
1995 175 .9 41. 3 6.4 4 .1 15.5 64.1 2.3 1996 336.9 34.5 6.3 2.9 18.3 46 .0 0.9 Canada 1997 205.3 47.3 8.6 4. 7 18.2 54. 7 2.3 1998 256.0 92.1 9.8 5.8 10.6 59.2 2. 3 
1999 154.6 60.7 8.2 4.9 13.5 59.8 3.2 
2000 180.1 75.9 9 .9 7.2 13.0 72.7 4.0 
2001 24 3.2 94.6 11.4 8.0 12.1 70.2 3.3 
1994 24 7 J.2 1823.4 179 1.7 748.1 98.3 41.8 30.3 
1995 28 14.6 2277.8 2246 .3 1077.6 98.6 48.0 38.3 
1996 3219.0 2580 .3 252 0.1 1196.8 97.7 47. 5 37.2 EU 1997 36 14.8 2926.3 2888.8 770.8 98 .7 26.7 21.3 
1998 35 19.4 2932.1 2908.0 761.8 99.2 2(\ .2 2 1.6 
1999 3562.2 3 100.9 3075.2 103 5.0 99.2 33. 7 29.1 
2000 4247. 1 367 1.7 3633.6 1499.5 99.0 41.3 35 .3 
200 1 4372.4 3956 .1 3935.7 1847.4 99 .4 46.9 42.3 
1994 11205 695.5 21 1.2 200.5 30.4 94.9 17.9 
1995 1309.8 91 2.7 24 1.9 230.1 26 .5 95 .1 17.6 
1996 1504.3 939 .8 388.9 269.9 4 1.4 69.4 17. 9 Japan 1997 1204 .9 757 .3 306.3 222. 1 40.4 72.5 18.4 
1998 1045.4 643.8 364.0 189.9 56.5 52 .2 18.2 
1999 989.0 679.6 366.2 23 1.9 53 .9 63.3 23.4 
2000 123 6.5 88 1.3 61 5.3 236 .0 69.8 38.4 19.1 
200 1 1001.3 398.1 278.3 228.4 69.9 82.1 22 .8 
1994 1755.3 1398.4 68 .1 50.4 4. 9 74.0 2.9 
1995 1787.5 1474.3 69.7 49.4 4. 7 70.9 2.8 
1996 4896.1 3896.5 69.7 48 .3 1.8 69 .3 1.0 USA 1997 5609.1 4432.5 27 194 790 .6 6 1.4 29. 1 14.1 
1998 4974.9 4247 .1 22824 1747.0 53. 7 76 .5 35. 1 
1999 5780 .7 5 109.2 24 19.7 2215.7 47.4 9 1.6 38.3 
2000 7695.5 7086.6 3577.2 324 7.5 50.5 90 .8 42.2 
2001 722 13 67 16. 3 2960.1 2836.1 44 .1 95.8 39.3 

Source: UNTCAD (2004) 'The Least Devel oped Countries Repon 2004- LinkIng Internat Ional Trade With 
Poverty Reduct ion', P.2S I 
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A ') U T f C - nnex _: tl Izatlon 0 . oton ol! A \ g reement y ncan b AD· C ol!ntnes, 200') -
Country In 'OOO' In '000' % use of In % MFN-O Cotonal! 

Totallmpon MFN~O MFN+ Cotonou preferences Preferences 
Zero 

Njoeria 4989988 4689 188 4988985 100 94 6 
Ivory Coast 2600303 165251 1 2470654 95 63.6 36.4 
Anoola 22642 14 2194 183 2264203 100 96.9 3. 1 
Cameroon 15625 55 126363 1 1422321 9 1 80.9 19.1 
Conoo (Oem. Rep.) 1232089 1228309 1231733 100 99.7 0.3 
Ghana 1106461 665270 11 03340 99.7 60.1 39.9 
Liberia 872724 870522 872609 100 99.7 0. 3 
Kenya 845305 28 13 19 834662 98.7 33 .3 66 .7 
Equal. Guinea 738680 692593 738680 100 93.8 6.2 
Zimbabwe 605677 147957 562705 92.9 24.4 75.4 
Gabon 602526 5153 14 602456 100 85.5 14.5 
Mozambique 582737 25265 573894 98.5 4.3 95.7 
Madaoascar 525793 120162 523513 99.6 22.9 77.1 
Congo 5018 11 455465 490707 97.8 90.8 9.2 
Guinea 475845 4 17784 475843 100 87 .8 12 .2 
Namibia 447903 147293 386153 86.2 32 .9 67.1 
Tanzania 409639 197943 398197 97 .2 48 .3 5 1.7 
Scnena! 404990 8 1540 3992 11 98.6 20.1 79.9 
Mauri tania 37 1579 249718 37 1532 100 67.2 32.8 
Botswana 3 13098 243572 2760 16 88.2 77. 8 22 .2 
Sudan 2625 12 2 19853 243111 92.6 83.7 16.3 
Uo an da 25937 5 127682 2593 10 100 49 .2 50.8 
Ethiopia 183860 13966 1 17501 9 95.2 76 24 
Malawi 176548 3 1580 151107 85 .6 17.9 82. 1 
Central Afri ca 172183 171839 172183 100 99.8 0.2 
Swaziland 127374 5459 39719 31.2 4.3 95.6 
Zambia 99936 32726 84578 84. 6 32. 7 67. 3 
Sierra Leone 83048 54643 82930 99.9 65.8 34. 1 
Niner 78961 75548 78935 100 95.7 4.3 
Tooo 67974 43 101 67923 99 .9 63.4 36.6 
Mali 654 50 55334 65 107 99 .5 84 .5 15.5 
Benin 57688 32076 57476 99 .6 55.6 44.4 
Burkina Paso 52541 30974 48753 92.8 59.0 41 
Chad 45499 40774 45499 100 89 .6 10.4 
Cape Verde 23945 113 01 23940 100 47.2 52.8 
Gambia 2365 1 6104 23 521 99 .5 25.8 74.2 
Rwanda 2 1453 201 19 2 1366 99 .6 93.8 6.2 
COllloros 18896 4179 18896 100 22. 1 77.9 
Burundi 18481 17829 18481 100 96. 5 3.5 
Lesotho 10255 6573 102 55 100 64. 1 35.9 
Guinea Biss . 7523 3829 7523 100 50.9 49. 1 
S. Tome, Prine 6246 463 4 6242 99 .9 74. 2 25 .8 
Eritrea 5110 2142 452 1 88.5 41. 9 58.1 
Diibout i 4293 199 1 425 5 99. 1 46.4 53. 3 
Somalia 2685 11 53 2685 100 42.9 57 .1 
Afri can ACP Tolal 233267 17 17279488 22698061 98. 74.1 23.2 

-Source: UNECA (2004) : 'Trade Preference and Afnca- The Siale of Play and Isslies at Stake P. ) I 
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Annex 3: U T R 11 It y ates 0 or n IV I ua I"Ican r AGOA ~ I d"d I Afi' C ountnes, - 0 2002 200 -
Country Total Exports to US in $'000' AGOA in GS P in $ '000' I % of imports under AGOA or GSP 

2002 2003 2002 2003 i 2002 2003 
Nioeria 5819603 10 11 3618 5409660 9356012 93 92 .5 
Anoo la 323 1266 4176429 0 0 0 0 
South Africa 4235974 4887962 1342594 1668573 3 1.7 34. 1 
Gabon 162202 1 19277 15 1145627 1177458 70.6 61.1 
Lesotho 32 1475 393056 3 18029 372674 98.9 94.8 
Chad 5700 22434 0 14478 0 64.5 
Kenya 189156 249 137 1292 10 184441 683 74 
Madaoascar 215923 383329 79728 187879 36.9 49 
Cameroon 172057 193319 11 5804 1470 11 67.3 76 
Congo 223824 407 186 106633 340790 47.6 83.7 
Swaziland 114464 162033 8 1252 133975 7 1 82 .7 
Mauritius 280433 298096 11 4292 143077 40.8 48 
Nam ibia 57353 123249 17 17 46755 3 37.9 
Cote d'ivoi re 38 1860 490248 49733 88037 13 18 
ConDo (DROC) 189692 173867 0 11947 1 0 68.7 
Gu inea-Bissau 35 19 12 0 0 0 0 
Botswana 29732 13642 4578 6324 15.4 46.4 
Lhiopia 25659 30496 2320 2885 9 9.5 
Uoanda 15 197 34883 32 1509 0.2 4.3 
Tanzania 25343 24234 1293 1569 5.1 6.5 
Cape Verde 1811 5640 5 1 2465 2.8 43.7 
Mozamb ique 8160 8711 59 16 7917 72.5 90.9 
Zambia 7790 12469 83 510 1.1 4 .1 
Senegal 3799 4326 499 720 13.1 16.6 
Sierra Leone 3833 6478 2 17 75 5.7 1.2 
Mali 2583 2394 342 262 13.2 10.9 
Guinea 71600 69226 68 194 0.1 0.3 
Djibouti 1915 615 23 27 1.2 4.4 
Niner 897 4034 22 63 2.5 1.6 
Gambia 0 134 0 20 0 14.9 
Benin 680 602 0 0 0 0 
Rwanda 3086 2623 10 6 0.3 0.2 
Seychelles 2629 1 15324 0 3 0 0 
Sao Tome and 39 1 9 1 0 0 0 0 
Prill. 
Maurilania 929 929 35 3 3.8 0.3 
Total 17474282 24404120 899 1502 14 105025 51.5 57.8 

. , , -Source: UNECA (2004). T rade Pr eference and Afrrca- The State of Play and Iss ues at Stake P.)2 
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Annex 4: Costs of World Bank Projects Related to the Im plementation of Three WTO 
Agreements 

Area of Implementation Country Nature of Work Cost 
($m) 

Customs Valuation 10 Eastern 7 years Institutional reform- 108 
European Customs Modernization 
Countries 
Tunisia Customs reform component of a 16 

5 years World Bank export 
development project 

Tanzania 3 years reform customs 8- 10 
procedures 

Lebanon Customs reform component of a 4 
7 years. World Bank fi scal 
management Program 

Armenia 4 years World Bank proj ect 2 
involving drafting new laws, 
training staff, computeri zing 
Procedures 

Sanitary and Russ ia 3 years SPS implementation- 150 
Phytosanitary Standard di sease control and improvement 
(all WB projects) of food processing faci I ities 

Algeria 2 Years locus control project 11 2 

Brazil 7 years li vestock di sease control 108 
project 

Argentina 5 years genera l agr.export reform 83 
project 

Poland 5 years SPS component of agr. 71 
expOlis development proj ect 

Hungary 6 years Slaughter-house 4 1 
moderni zation project 

Intellectual Proper!}, Mexico 4 years project establi shing 32. 1 
Right (a ll WB Projects) agency to implement industrial 

property laws 
Indonesia 6 years project to improve rPR 15 

regulatory framework 
Brazil 5 years project to train staff 4 

administering IPR laws 
Source: WTO Workll1g Paper No. DERD-2002-02, P. 57 
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Annex 5: Lists of Countri es Included in the Sample for Empirica l 
Analysis 
Name of Country Status in WTO 
Australia Member 
Belgium Member 
Canada Member 
China Member 
Denmark Member 
Egypt Member 
Finland Member 
France Member 
Germany Member 
Greece Member 
Hong Kong Member 
Hungary Member 
India Member 
Israel Member 
Italy Member 
Japan Member 
Kenya Member 
Malaysia Member 
Netherlands Member 
Norway Member 
Pakistan Member 
Poland Member 
Romania Member 
Russ ia Applicant 
Singapore Member 
Spain Member 
Sweden Member 
Switzerl and Member 
Thailand Member 
United Kingdom Member 
United States Member 

148 



Declaration 

I, the undersigned, declare that this thesis is my original work and has not been presented 
for a degree in any other university, and that all source of materials used for the thesis 
have been duly acknowledged. 

Declared by: 

Name: Wo1~ 
Signature: 

Date: 

Confinned by Advisor: 

Name: 

Signature: 

Date: 

Place and date ofsubmission : _________________ _ 


	MX-M464N_20210608_155939
	MX-M464N_20210608_160008
	MX-M464N_20210608_160151

