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The Contribution of Major Export Commodities of l~th ioJlia to the 
Volatility of the Country's Export Earni ngs 

Fitsum Zcwd u Mu lu gc ta ' 

Abstract: 

Ethiopian export, like many other developing coun/rics, is limiled In .lew 1)1";111(11 :)1 IJI'odll(,(s I/tOI 

are mainly agricultural. Studies sholl' that such commodity concentl"lltion could res lilt in 

instability of export earnings which in (urn will ((fleet growlh (Inti c(I/Ji/(fljiJl'II/(Ilio/l, sill(.'(, ,llt'.\'<' 

cOllntries highly depend on earnings from the export sector jill' tlleir illll}()rts or WI,iflll 111,,1 

consumption goods. It is argued that volatil ity of such proceeds "'ill significuntly illfluence II lItl"lt 

by constwining input and production planning The classical al'l,roach til me(lSllre illstllhilit, · 

lind identify its causes was using a cross-counfry regression, which has ifs own hl1lil(fliol/ .\'I/clt (IS 

the unrealistic inherent assumption of economic similarities orthe countries in the sallll,Ie (IS II 'e ll 

as limited use when it comes to country specific policy decisions. 'Ihe present stlldv lIIud.l':es 

Ethiopia's export earnings instability by employing muntry specific tillie series II/(/(Iels II 'hich 

will take advantage of the suffiCiently large s{//l1ple period, FOIII 1%2 to 200N. 'Iile stlli/, , 

ident ifies the cantriblllions of major agricultural export commodities, nOlllely coflee. hides (lnd 

skins, oilseed and fruits and vegetables. Allempls have a/so heen lIIade to lIIake cOllllwrisolls 

belween the periods of the Imperial, Derg and Posl-f)erg periods (IS lhese IJcriot/s S(/W 1II(!iur 

shifts in terms of trade policies. The study finds that the post-Dar; period is c/w/'{/cterized 1,-" 

increase both in the instability and diversification 0/ eXI'0rts. 'Illis wlls ./ill· reculIsii/"l'CItillll 01 

policy recommendations which subscribe diversification to treot inst(lhility. 

I. Introduction 

1. I .Backgro und 

Like many other develop ing countries, Ethiopia 's export is limited to f'cw primary prmili cis. 

which are mainly agricultural commodities. Besides coml11odity, thc cx port is also gcugraphiulil y 

concentrated into few dest ination countries as well. Acco rding to i\bebe (II)I) I) there has been a 

1 MA candidate, Department o f Economics, Addis Ababa Universit y 
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widely he ld view that such commodity and geographic concentrations ,rre tile rn:rjlH' c:ruse rllr 

volatility in the export ea rni ngs. Belay (1998) noted that the problem caused by ins tabil ity 01' 

earnings from commodity export has received considerablc attention. espcc iall y in Ihe Norlil­

South dialog. According to him, instability in expo rt earnings has been major concern ror poli ey­

makers in man y developing countrie s. 

Heavy and sudde n nuctuations in quantity and price of exports could create a se ri(lus prublern in 

balanec-of-payments (130 1' ), national income, investme nt as we ll as lire ove r,rli gr(lwlir (lr kss 

developed countri es. The severe consequences of export instability at the va ri ous rnmt or Ihe 

economy are ratchet effect on wages and man ufac tured products in the indus tri ali l.ed C(lunt rie s. 

espec iall y during the period after boom, and the innationa ry consequences on the Ie ,rsl deve loped 

countr ies (LDCs) through the higher import prices (Dcvkota 20(4). 

Accord ing to Gyimah -Brempong (1991). empirical rc searches on thc relationship betwcen export 

earnings instability and economic growth in Icss dcve loped countri es ha ve yielded mixed resuli s. 

Some of these stud ies found positive relat ionship wh il e others found a negative one. There is 'rlso 

a third group wh ich arrived at no significant rel ation to ex ist between export Cilrl1ill g,S instahilit y 

and economi c growth. These groups gave the ir own explanation ror llll.! ir rcspc<.:ti vl".' results. The 

"negative impact" groups expla ined the ir find ings using Ihe uneerta inlies caused by the 

instability, which makes planning and production decis ions of' the expo rl sect(lr dil·li cull. In 

add ition , the instability will al so constrain the cou ntry's ability to implH't g(l(lds lir:rl arc deerm'd 

essential fo r the growth of the count ry. 

On the other hand those who obtained positi ve rela lion between Iluelualions (l r exp(l rt earnings 

and economic growth used unce rtainty itself to exp lain their lind ings. They argue liral uneerlainly 

among exporte rs and other benefi ciari es of exports will encourage them to sa ve more. Tili s 

sav ing, wh ich is made with the intenti on of miti gati ng the impacts o r earn ings Ilucluations. lI'il l 

then becomes in vestment in the subsequent years. Thi s in turn contributes to Ihe :o: rowlir or IhL' 

economy (Gyimah-Brempong. 1991 ). 

The present study extends the wo rk of Be lay ( 1998), and allempts to ana ly?e thc rule or major 

agri cultu ral export com modities on instab ility of ex port earn ings in lothio pia. We consider c.s pun 
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earnings across three different time periods, i.e. the Imperial ( I %2-1 'n3), Ihe Ilcrt;' (I ')7-1- 1 'i'i I) 

and post-Derg (1991-2008) periods. Inclusion of the post-Derg period will help to analyze the 

role of the most recent po li cy (regime) change on export earnings instabilit y. 

1.2.J ustitieation 

As mentioned above, vo lati lity of export proceeds has possible negative illlpact Oil growlh. 

though universal consensus lacks in the empir ics. Hence, country speci lic study is necessary in 

order to make practical policy recomme nd at ions . The study carried uul by Ilelay (I 'I'IX) C!lyo rcd 

a period of twenty-nine yea rs from 1962 to 1990, of which 1962-1 'n } is the imperial pcrilld 

while the remaining 1974-1990 is that of the Derg. Sincc thc rail or thc I)erg ill I 'i!) I. Ihnc ha ve 

been major shifts in economic po li cies. Inclusion or thc post-Dcrg period, I !)'I I to 200X would 

make the picture mo re complete and gives bette r estimates by inc rcasing thc sample sil.e to Illrl y­

fiv e years. 

Theor ies of internationa l econom ics suggest that coun tries like Lthiopia have ctllnpa ralivc 

advantage in production and export of commoditics which arc labor intensive than capilal 

intensive. It is theoretically reasonable to expect far such cou ntri es to spec ialize in sectUl's like 

agricu llure, one of the most labor intensive sectors In a deve lopint; country setup . I':mpir ic:d 

results on the other hand suggest that concentrating into fcw CXpori producls has a dallger or 

earnings instability. But such resu lts are inconclusivc and arc bascd on cross-count ry rCt;reSSilllls. 

Therefore, each develop ing country should stud y thc role or commodity coneenlralioll 011 

instability before devoting re sources to policy dec isions such as exporl diversilicatioll allt! 

flu ctuation compensation. If in case concentration is not the source or instahili lY. devolillg 

limited resources towards diversification would not bc appropriate . 

On the othe r hand if instabi lity is caused by commodi ty eonccntrati on, the na lion has 10 lilld a 

solution to stabi li zc earn ings (for example by dive rsirying exporl commod ilies alldlor dcsli nalioll 

geography) since in stab ility cou ld have adve rsc effect on capi ta l format ion and economic grnwlh. 

~The Dcrg (o r Dcrguc) WClS a communi st military junta Ihal carne to power in I.:. thiopia, [ollowing tht.: ~)usti ll g 

of Haile Selassie I (From Wikipcdia, the free encyclopedia). This period is named aller this cOlllmi ttee thaI ruled the 

country during the years 1974 to 1991. 
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As economic growth is function of export and export earnings, according tu SUlllL: studies. ;1I1d as 

growth is the primary challenge to countries like Et hi op ia , resources should he eO lllll1itted to 

mitigate the impacts of export earnings instability in the sho rt-run and preventing/minimi/.ing in 

the long-run. For making recommendations and designing policy interve ntions, it is inevitahle rm 

us to identify the most important commodities in earn ings insta bility. 

1,3.Resea rch O bjecti ve a nd Meth odology 

1.3, 1. Resea rch O bj ec tives 

The general objective of this study is to identif'y thc contributions or maim agr icultural e-'p,,,· t 

commodities to the instability of the proceeds collected from their international trading. Thi s will 

help policy-makers in making decisions regarding export diversilication and their policy 

deci sions with respect to the most unstable commoditics. 

Specifically the study will: 

• Measure degree of instability of earnings of major agricultural cOllllllndities ove r the three 

sub-periods, imperial , Derg and post-Derg regimes ' IS we ll as the nver all period or tl" 

forty five years. 

• Measure the relative cont ributi on or each major agricullUral L:xpo rl ClllllllHH.lily lu lhe 

instability. 

1,3.2. Meth odology 

The methodology we are using to meet the above-mentioned objectives is lirst to identiry the 

most approp riate instability index with re spect to the three sub-periods, Imperial (1<)()2-1')74) '. 

Derg (1974 - 1991) and post-Derg (1991-2008) period s, and the entire 1'!Ii2-200X" peri",1 based nn 

the available data. The analysis of these periods separatcly is illlpnrtant since they have di stillL·t 

characteri stic s with re spect to their politica l, economic and fore ign relation policies. 

J Even though the imperial period extends before 1962, reliahle data i~ not tlv;,ilahlt: for;1. 

~ Thi s period is referred to as total period, ove rall period or cl1tin.! pl.:riod henet.: forth 
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As economic gro\vth is func ti on of export and export earnings. accurdin g tLl SLl lllC studies. ami as 

growth is the primary challengc to countries likc [thi opia, re sources slHluld be committed to 

mitigate the impacts of cxport earnings instability in the short-run and preventing/minimizing in 

the long-run, For making recommendations and designing policy interve ntions, it is inevilable I(lr 

us to identify the most important commoditie s in earnings insta bility, 

1.3.Research Objective and Methodo logy 

1.3.1. Research Objectives 

The general objective of this stud y is to idcntify the con tributions of maim agrieullural e.\p" rt 

commodities to the instability of the proceeds co llected from their internali onaltrading. This will 

help po li cy-makers in making dec isions re garding export di ve rsil;ealion and their policy 

deci sions with respcct to the most unstable commodities, 

Specifically th e study will : 

• Measure degree of instability of earnings of major agri eultlll'al commoditi es ove r the tlu'ce 

sub-periods, imperial , Derg and post-Derg regimes '" well as the uvcr all period "i' II,e 

forty five years, 

• Measure the relative contribution or each major agri cullural ex purt COllllll lH.lit y t\l tll l' 

instability. 

1.3.2 . Methodology 

The methodology we are using to meet the above-mentioned objecti ves is I;rst tn identil 'y the 

most appropriate instability index with respect to the three sub-peri ods, Imperial (I <)()2- 1'J7<lli . 

Derg (1974-1991) and post-Dcrg (1991 -2008) periods, and the enli re I ')(,2-200X" period based on 

the available data. The analysis of these peri ods separately is important since they have di Sl illl'1 

cha racte ri stics with respect to their po litical, economic and fo reign relation policies. 

) Even though the imperial period extend s before 1962, reli ahle dilta is not avaibhlt: !"tH· iL 

~ This period is referred to as tolal period, overall period or <':Il l in; pt.: riod h<': ll c<': forl h 
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The other comparisons to be made arc between the relative eontrihutions Ill' coll1nllldities ill the 

instability. How important a commodity is to the overa ll instability will he assessed bl' 

comparing its share in the instab ility with its share in the total export earnings. 

1.4.Scopc and Limitations of the Study 

In this thesis we used a relat ively large time se ri es data from secondary sources. Ilased (Ill thi s \\'l' 

attempted to identify the stab ili ty and instability of live majo r export comll1odit ies, n,"ndy 

coffee , oi lseeds, hides and skins, pulses, and fruits and vegetables. Other export cOll1 llll lLlities 

than the ones mentioned here are taken as one commod ity by the name 'othe rs'. This is done due 

to the fact that these five commodities contribute to the larger sha re (ahou t XO'y" Oil avcra ~e) 01' 

the export income of the country . 

In doing so we rul ed out the ana lysis for the remain ing commodities. There arc two reaSllns 1<11' 

doing so; one is as mentioned above, the fact that the contributioll to total ea rnings of the 'others' 

is much less. And the second reason is that some immerging commodities. sllc h as 110wer alld 

chat;, are not treated separately since there docs not exist suf'lic ient time series data 1\11' th ell1 tll 

be analyzed separate ly. In addition, the fact that the study relics on secondary data I("'ees us tll 

accept the data SOllrces as 'rel iable'. Therefore, we arc assuming that the data WI.,; <Ire using is 

reasonabl y correct and the methodology with which it is gathered and compiled is appropriate. 

si nce we do not have any control over the process in which it is cl'mpi led. 

I .S.O rga nization of the Thesis 

This paper is organized as follows: The literatu res reviewed arc summari/.ed in th e 1\lII <lIv ill ~ 

sec tion. Then fo ll ows Secti on II I, with its desc ription or the export sec tor 01' the cOllllt ry. Thi s 

will be foll owed by Secti on IV, which presents the analytical fram ework and the discll ssill ll llr 

the main findings of the study. Finall y Section V wi ll conclude the study by sumilla ry or the ll1aill 

findings. conclusion, po licy -i mplication, and li st ing some issues for fu rther studies. 

5 Sometimes it is also spelled as khal 
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II. Literature Rev iew 

2. l.T heoretica l Litera ture: 

Adam Smith proposcs that two nations tradc with each other voluntaril y ifboth nations gain . This 

ga in is poss ible based on the theory of abso lute advantage, i.e. one nation is Illore d li eien t th :nl 

(or has absolute adva ntage over) another in the production of one commodity bllt is less eriie ient 

(or has abso lute di sadvantage with respect to) the other nati on in producing a second com modi ty. 

If that is the case both nations gain by each specializing in the pl'lldueti " n ur the eU l\\llll\llity of it s 

abso lute advantage. Thi s is given the assumption of a wor ld with onl y twu co nll11odi ties allli two 

nations (Salvatore 1998). 

According to David Ricardo ' s law of comparati ve advantage, a country sholi id spec iali /.e in thL' 

production and export of the commodity in which its abso lute disadvantage is small er (t hi s is the 

commod ity of it s comparat ive advantage) and im port the commod ity in which its ahsu ilite 

disadvantage is grcater (this is the commodity of its comparative di sadvantage) tha n the fureign 

country in order for both countrics to gain from trade. In this casc one cU lInt ry ""lIld ha ve 

abso lutc advantage in the production of both goods but it could bcne lit il ' it produce the one in 

which it is must effic ient and import the other good from th e I'orci gll sourCl:. be llct: a ha st...: rp r 

trade (Salvatore 1998). 

Mulugeta (2007) argues that most underdevel oped countries ought to conce nt rate in exporting 

raw materials because it is here that th ey ha ve comparative advantagL: over dcvdopcd 1l:lIinll s. 

Developed natio ns on the other hand are apt to have greate r com pa rative ad va ntage in 

manufactured goods. 

There is also another reason for de vc loping countries to concent rate on th e export ul' t'c\\' 

unprocessed products, which is exp lained by the I-Ieckschcr-Ohlin theorem. The theo rem states 

that a nation exports the commodity whose producti on requires intensive usc of the nation' s 

relatively abundant and cheep factors and imports the commod ity that is produced by intensive 

li se ofa nati ons rel atively sca res and expensivc fact " rs (Sa lvatore I') ')g). 
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Applying the above theorem to Ethiop ia, which has one or the larges t populatiolls ill /\I'ri(a 

(73 ,9 18,505 according to the 2007 nat ional popu lati on and housing census) or which about X.1, X:; 

percent are living in rural area, Thi s large rural populat ion providcs the ' abulldallt' suppl y or 

labo r for the agricultura l production, Si nce most farmc rs and rarm wo rkers in Icth iop ia wo rk ill 

their own and/or their families' farm , and farm employment doesn' t pay much due to the large 

suppl y of labor, it is reasonable to consider that labor is a cheep and abulldallt ra(llII". i\((l rd ill~ 

to the Heckscher-Ohlin theorem, the Ethiopian 'spec iali zation' in exporting agri cultural products 

and importi ng more cap ital intens ive manul' lctured goods is in line with the theury , Thi s IS 

because Ethiopia is capital scarce and labor abu ndant and agri culture is labor illi ell sive III 

developing countri es unlike th at of developed where it is rather cap ital intensive, 

Acco rding ly less deve loped countr ies are expected to spec ialize in the production or more labur 

intensive primary products, In line with thi s argument Ethiopia has 'speciali zed' 0 11 !'ew 

agricult ural commodi ti es, Thi s commodity concentration could have consequences in terms or 

earnings instability as suggested by several empirical arguments, 

2,2,Measurement of Ex port Instability : 

Naya (1973) defined export ea rnings as the re ec ipts or scvcral products tltatlhe «luiliry ""Jl(l rts , 

These products ha ve a va rying compos ition in the export of the country alld ma y l'lcc dilTerellt 

prices based on demand, suppl y and market conditions, r-Iuc tuati()ns in export proceeds arc th us 

induced by changes in indi vi dual products and by the interact ion 0 1' these challges, Such 

variatio ns could be caused by economic, natural and other forces which could be illl erilal ur 

external. Some examples of such shocks are crop I'a ilu re, cyclica l declille ill eco lHl mi ( ulIIdilio llS, 

and changes in commerci al policies, 

The gene ral agreeme nt in defining instability is that it is the dev iatioll 01' Ihe obse rved <l lIl e<l lll e 

from it s natural (expected ) val ue. In the context of export earnings, expo rt is ex pected t<l grlllv 

pos iti vely , negatively or stay nat foll owin g some pattern, The inslahil ily is tilell Ihe dev iati<lll " I' 

the actual outcomes of the earnings from thi s expected pattern , com monl y call ed the trend , To 

measure this nuctuation several authors deve loped and used dilTerent ind ices, 
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For example Cuddy and Valle (1978) argue that codlicient 01' variatioll is il10st WlllllH)1l '"1ei 

easi Iy interpretable measure of average variation or non-trended data se ri cs. 

Massell ( 1970) stressed that the measure of instabil ity chosen will be inlluenced by thc type 01' 

trend fitted. He chose to use exponential trcnds due to their best lit to his data alld their 

theoretical soundness as governments tend to plan on growth rates than level values. l ie speei lied 

the instability index using the formula: 

1= _ 1_ 
m 

logy 

I(logy-Iogy) ' 

N 

Where the filled value is estimated using log y = a + bt + [,. 

(2. I ) 

Prior to this Massell used what he called the "normalized standard error" ill Massell (I')M). 

wh ich is nothing but standard error of the unexplained variation orthc linear runction y, =;,-I' l1 t+>:, 

divided by the mean of the observations. The main difTe rence between the two studics. M'lssell 

(1970) and Masse ll (1964) is the fit of exponential trend in the former and lincar in the ktter. 

Cuddy and Valle (1978) criticizes the above approach for its 0<1 hoc nature , rcasonablc but not 

founded on any clear theoretical foundation. They suggestcd what they called "/I Cieneml 

Approach", wh ich was bascd on thc coefficient or multip le dcte rmill"tioll ill llI'dcr to give the 

approach a solid statistical foundation. After some mathematical manipulation they arrived at the 

following fo rmu la: 

(2.:'1 

, Icy- ;)' 
Where SEE- = is the sum of squares of deviat ion 01' the est ima ted rrom the "etu,,1 

N-k 

value. and k being the number of independent explanatory variables, including thc const,,"!. ill the 
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model. lev is a corrected coefficient of variati on with lower and upper limits I.el"() ,,,,d l'V 

respective ly. 

Love (1985) measured instability as the percentage de viati on o f export ea rnings I·rom it s trend. 

which could be expressed as: 

x, 

Where x, is total earnin gs and x, lS the trend value. The choice 01· the appropri"te trelld 

co rrection is central for the esti mati on of 11 ,. Among the avai la ble choices 01· trend "re linear. 

mo ving ave rage and exponential6 

Glezakos (1973), Savvides (1984) and Glezakos (1984) uscd the aritllllletic mean "f th e ab,,,I ,,t e 

value or the yea rly changes in a time se ries corrected for the trend and expressed as pe rcentage "I· 

the average or all obse rvations. The above definition is expressed symb"lic" ll y Ci S: 

s 

l Oa L IY, - Y,_l -b l 
f - __ , .. 2 

U - _ =--"-'---1-- (2.4 ) 

)' 

Where, b is the slope of the linea r trend Y, =o+b, Ii lied by ordinary least sq uare (O I,S) method. 

The log ica l economic explanation of thi s index is that part of the change in ea rnin gs Cll"ld be 

expected on the basis of the pos iti ve or negat ive trend experienced in the past whil e th e 

remaining part , Iy, - Y, -l -bj, being the unexpected change. 

The methods used by Murray ( 1978) to measure instahility were Mac1lcan Index (M ill ) and till' 

Log Trend Index (L TI ). The MBI measures dev iati ons from a 5-year mov ing avera ge of the 

obse rved va lues having the form: 

b The preference of the study was the moving average as it is assumed to be morc likely by the author. 
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( 
100 )"-' M13!= n-4 ~~x,-MA,I/MA, ) (2) 

Where , MA, is the five year mov ing average of the earnings, X" The 1.'1'1, whieh n""ISIIl'es 

deviation from a constant growth rate trend line , has the lu rm: 

LT! = (~)t (x, - (Ie"), x I 00/, 
n 1=1 

Where, (I and b are esti mates derived from the least square lilling or log x, = log a +ht '1'1:, and x, is 

the export proceed. 

Belay (1998) used the ave rage absolute deviation instability index , having the fo rm: 

tlx,-;'I 
A A D = I 00 -,-,' ,"-', --:------' , (2.7) 

11 x , 

The above review of the different specificat ions " I' the instab ilit y indices sfHl ws Ih'll llie Cl'nlral 

agreeme nt rests on the need to eliminate the trend from the se ri es. Other than this, researchers 

used different approaches and explanations fa r their choice or a particular speci lical iun and 

method of eliminating the trend. For the purpose of thi s study we adapted a ve rsion ur (2.7) as 

specified by: 

1 lx, -;,1 
! = 100x I , 

,.1 x, 

With x, bei ng the expo rt ea rning in year 1= 1,2, ... , T and x, being Ihe estimaled Irend vallie Ill' 

earnings , estimated by regressing either the level or the logarithm or the earnings on year (tl,e 

time var iable) using ordinary least square (OLS). 
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2.3.Empir ical Literature: 

Several studies have been conducted regarding export earnings in stabilit y by " ,,"pling both 

deve loped and de velo ping cou ntri es, and an attempt had been made to review their metlwdologv 

and main findings. Below are the summary of these studies. 

Abebe (1991 ) based on a sample of twenty-nine A f'r iean coun tri es over the period I ')(,()-I 'JX2 

tried to as sess the relation of commod ity concentrati on ancl export earnings fluctuati on. I-Ie 

measu red commod ity concentration by computing Gini- I lirsehm ' ''l 'l ind ex and inst"hil ity hy 

deviation from exponent ial trend . The author regressed the instahil ity index on the inde., or 

concentrat ion (among other va riables) to identify the efrect of concent rati on on flu etll ,ltinns nl' 

export ea rnin gs. Hi s results showed that major export commoditi es contribute to the instabilit y 01' 

earnings di sproporti onately (more than proporti onately to be exact) in seventee n uJ' the tWCIl ty­

nine countri es in the sam ple. On the remaining twelve, no strong assm.: ia li oll was round bdwcl'll 

concentration and instability of ex port proceeds. 

The stud y by Murray ( 1978) ana lyzed instability of' export earnings with the ubjective or 

examinin g the patterns of instab ilit y in export prices and vo lumes, and the relative importance or 

suppl y and demand fluctuati ons in determining earnin gs instability. The st udy empluyed 

computation of two types of indices, Macl3ean Index (M ill) and I.ug Trend Index (1.'1'1 ). It 

considered a large number of countries from both deve loped and underdeveloped ove r the peri,,,1 

1952-1971. The re su lts showed th at instability of export earnings, pri ces and quan tit ies arc hi gher 

f'or underdeveloped countries than developed. The fi ndings also showcd that eal'llin!;s in sta hi lit \' 

in the case of developing countries is strongly associated with qll,"ltity instabilit y tl""l price. 

Belay (1998) also analyzed the contri butions of agricultural commodities O il th e I·: thi llpia ll eXJlmt 

ea rn ings nucluati on using a twe nty-nine years o f' time se ries data coverin g the period 1 ()()2 hl 

1990. Ana ly sis was also cOlldueted by groupillg the period illto two. 1962-1973 alld I 'J74-10')O. 

representi ng the imperial and the Derg period respect ively. 

7 An index to measu re th e degree of commodi ty concentration 
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Belay (1998) used different stat istical abstracts published by the central stati stical agency (l'Si\) 

of Ethiopia to obtain the data. The major agricultural commodities the study cons idered were 

coffee, hides and skin, vegetables and fruits, and oil secds. The index calculation Illethod used hy 

Belay (1998) is absolute deviation instab ility index. This measure is a better measure in that it 

does not impose appriori the same trend form. That is, it is possible to usc the best trend (linea r or 

exponential) for each period and commodity group respecti ve ly in calcula ting instahility indi ces. 

Inspecti on of instability indices for the two periods (1962-1973 and 1974-1990) showed tha t 

instability in earnings from major agricultural commod ities, with the exception of hides and 

sk ins, has increased in the second sub-period. The indices eomputcd li,r the entire pc riud. 1')(,"-

1990, we re between those computed for the two periods separatcly. 

The statisti cal results of Belay ( 1998) arc as follows. Ilidcs and skins, and colTee contrihutcd to 

the instability less than their share in the total export earnings. On the other hand th e contr ib ution 

of vegetables and fruits, and oilseeds to the instability we re greater than their share in total esporl 

proceeds. In analyzing the contr ibution of price and quantity Iluctuations on the instahil ity of 

export re ven ue, the study found that with the exccption of colTee, Iluctuations in ex pOrllfl""1ti tics 

were the dom inant causes of in stability in expon earnings. This means tha t the supply factors arc 

more important in causing the fluctuations of the proceeds. The study tried to expla in th is hy the 

fact that. Ethiopia heavily depends on few ag ri cul tural products for its export earnings and 

agri cultura l products in turn heavily depend on weather conditions. Another suppl y lactor is 

domestic consumption. In the case of coffee , whose flu ctuation has significant impact due to its 

share in total export earnings, it suffers \vide nuctuation in earnin gs owing lllostly to instahility ill 

the world market price where I: thiopia has no control. 

Massell (1964) used a sample of thirty-six countries when estil11ating hi s lill ear regression Illodd 

in which export instab ility , the dependent var iable, was function 01· cOl11 lllod ity concentration ami 

geographic concentration of exports. The standa rd errors of the residual of the trend equation and 

average annual percentage rate of change in va lue of export were used as two separate indices of 

export earnings instab ility. The re su lts gave significant results lor both col11nwdi ty ami 

geographic concentration of exports. Regarding the sign, the forlller was pos itivel y related tll 

instability while the latter being negatively, in the case of both indices. The st ud y suggested th e 
12 



insul at ing effec t of strong bil ateral trade relations for the negat ive sign or geogra ph ic 

concentration on instabili ty. 

In another, more extensive stud y of fi fty-five countries ovcr the peri od I <J50-6(" Massc\1 ( I '!70) 

fit exponential mode l to control for trend effe cts on in stability. I lere again used the stallciard error 

of the res idual as index of instab ility. The cross-country regress ion gave sigllilicant result lil r 

commodi ty concentrati on and food share ur exports in explainillg instabilit y ill cal"llill gs ui" 

export. The second model estimated was the same model after deleting geographi c conce lilratinli . 

per cap ital income, export market share and ra w materi al share. The second estimation re sult ed ill 

the improve ment of the power of the model (R2) and the signili cance 01' the vari ables: 

concent ratio n index, food ra ti o of ex port and value 01' total export . III both estill"'tioll s 

commod ity concentrat ion was pos itive while food rati o and cx port vol ume we re lIegati ve ill 

te rms of their direction of impact on instability of procceds. 

According to Love (1985), the typical stati sti cal techniq ues usedli) r the in vcsti gati oll Or C'"ISCS 0 1' 

export earnings instability were cross-country regress ions. These regress ions used some measure 

of instabil ity as dependent variables and tri ed to ex plai n it with struc tural va riables sue I, 'IS 

commod ity and geographic concentrati on, share of raw materi als, food and manul'aetures ill total 

ex port and the domesti c consumption ratio (sec Massell ( I % 4) and Masse ll ( I 'n O) lill' ill stallce). 

The empirical re sult s obtained from such models we re found to be insignifi cant. Love (I %5) 

ex pl ained the causes of thi s limited power of ex pl anation of these typical models as be in!; 

untenab le inherent ass umptions of cross-country regress ions, i.e. the assumption 01' sillgle, ull ique 

relationship between a given explanatory vari able and the degree of insta bilit y. Another poss ible 

cause of insi gnifi cant re sult s form the model is the usc of difrerent meth od or estimating tb e 

dependent and the ex planatory va ri ables, by mi xing cross sectio n with time se ries. 

Love (1985) based on the di stinction between ex terna l and internal causes or instabilit y, used 

country specific time-seri es mode ls. Us ing market insta bi lity and producti on inswbi li ty as 

dependent variables, he found that there is a conside rab le gain in the explanatory power or the 

new country-specific time se ri es model as compared to the typ ical cross-country regress ions. In 

nineteen out of a sample of twe nty countri es , the coe ffici ent of multiple determination (R') was 

found to provide a stronger case fo r the new model to ha ve a more ex planatory POWCI". The 
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coeffic ient of market cond ition was found to bc signili cant ror 15 or the 20 cases. It IV"S (lnly in 

the eight cases th at the supply side influences we re round to be signili eant. out or IVhi eh only I\lIlr 

were signifi cant for both market condition as we ll as supp ly/production cond it ion sillluitaneously. 

When we come to the studies, which anal yzcd the role 0 [' instability on economic gl'OlVth. lVe lind 

Gyimah-Brempong (199 1) mak ing Sub-Saharan A['rica (SSA) the cente r or "lIen ti on. Aee(\l'di n!,! 

to the study, SSA countries ha ve relatively homogeneous economics, hence expected Si'llil"r 

responses to vo latil ity of earnings from export' . The ,n"tl ysis tri ed til identiry the ililpart "I' 

earnings instability on growth over the period 1960 to 1986. The stud y used speeilie"tinn and 

estimation of a more general form of neoclassica l growth models in wh ich earni ngs inst"bility 

was included as explanato ry var iable using several instability indi ces. The main li nding nr thi s 

study was that the instabi lity indices had signi fi can t and negati ve impact on gro wth rate. and the 

significant improvement of the neoc lassical growth model's ex pl anatory power (adj usted R~ ) 

when including the indices into the model. 

Naya (1973), on hi s stud y of fluctuation s in export earnings and economic pattel'lls or Asi"n 

countries , employed the standard error of the residual term or the exponential gmwth nllldel or 

export proceed s as instability index. The re su lts eonlirmed with the lindings by MlII'ray (I 'l7X). 

i. e. the average instabi li ty index of LDCs arc greater than that or DCs. The re gress ion resu lts 

showed that large exporters tend to have relativel y stable earnings and cou ntri es with much or 

thei r exports directed to ne ighbo ring countries faceel hi gher instability. The laller linding h"s 

strong negative implication on regional economic integration. 

Akpokodje (2000) analyzed the casc of Nige ria to stud y the im pact o r ex port earnings Iluetuation 

on capital formation, Inline with the above studies; instability index was c() nstructed and lI scd as 

exp lanato ry variable in a mode l where logari thm or chang in capital st()e k was the dependent Dne. 

This index was calcu lated using standard normalization combined with movi n!l "vera ~e 

approach. Using data from internat ional publications by Internat iona l Monetary Fund (IMF) and 

World Bank , the swd y tried to answer th e cl'lcct or exporl eal'll ings instabil ity ()n capit"l 

8 Thi s is one of the po ints that Love( 198 5) criti cized cross-coull tr y regress ions on 
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formation. The short run model s confirmed the hypotheses that cxport ca rnings instability and 

loga rithm of changes in capital stock arc significantl y and invcrsely rclated. 

Sinha ( 1999) looked at the relat ionship between expo rt stability, investment and cconoillic 

growth in nine Asian countries using time serics data. The stud y particularly paid attention t,\ 

stationarity and cointegration iss ue s, on whi ch previ ous time sc ri l:s studies ill thi s area ha ve JHlt. 

The study Fo und that, in most cases, the variables arc non-stationary in their levels ,,,\d not 

cointegra ted. These re sults raise se rious doubts about the result s or the prev ious studies. TI\ l· 

results are not uniform ac ross countr ies; casting doubts about the validity or th e numCnl US cmss­

section studies. For Japan , Malaysia, Philippines and Sri Lanka, it was "HlI\d that a negative 

relationship between export instabil ity and economic growth to ex ist. r or (Sou th ) Ko rea. 

Myanmar, Paki stan and Thailand, a pos itive relationship betwee n the lwo var iahJcs was fOllnd . 

For India, the results we re mixed. 

Glezakos (1973) used instability index computed as the arithmetic Illean o l· the absolu te value "I· 

the yea rl y changes in a time se ries corrected for trend and expressed as a percentage or the 

average of all obse rvations. The study covered the period 1953-66 and both less de vel"ped 

countri es (LDCs) as we ll as deve loped ones (DCs) were included in the sample. Basica ll y the 

study used a cross-country regress ion but relied on time se ri es anal ys is to co illpute the indices. 

One of the findings of the stud y was that the ave rage expo rt ea rnings instability lor LI)Cs was 

twice as much as that of DCs. 

The regression results of income growth rate on export instability showed that instabili ty to ha ve 

a significant ly negative impact on real per capital income growth rat e in the case or Liles. Thl' 

re sults also convincingly confi rmed the a pr io ri criteria that export instabilit y is hannl·ul only to 

tbe economic growth of LDCs than DCs. It was al so round that the ave ra ge instability indices Ii\ r 

both volume and price of exports of LDCs were more than the size or the re specti ve ave rage 

indexes of DCs. On the ave rage, export vo lume instabi lity was higher than th at of price in both 

DC and LDC cases . The regress ions showed that the clTect o r export quantity instab ili ty to 

negati ve ly affeel income and export growth rate , despite, being insigni licant. This sllgl,;est that 

price instabilities to act more se ri ously in deterring export and in CDl1le gmwth than v" llIl\\l· 

instability in LDCs. which is in con trast with Murray ( I 'l7X) and Il ela y ( I 99X) wh" r"lInd 
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instability of expon ea rnings of LDCs to be afTected more by vo lume instability tl1<ln that "I' 

price, 

Savvides (1984) tried to test Glezakos's (1973) hypothesis tbat export instability is a I'act"r 

detrimental to the growtb of LDCs, The study used identical method of' esti mat ion as ( jluakus 

(1973) by extending the st udy to take accou nt of recent data, 1967-77 , Six countries out of' th e 

Glezakos's (1973) sample were excluded si nce it was no longer appropriate to c1assif'y them 'IS 

less deve loped, The surpri sing finding was that the cross-section regress ions d" not con Ii,.,,, the 

hypothes is in questi on; in fact these results directly cont radicted that of' Glezakos (197 3) give n 

the application of identical technique in both cases, The resea rcher suggested omiss ion 01' 

important variab les, measurement errors and endogenity 01' export instabili ty and t:rowth 'IS 

possible cause for the contrad icting results of the two studies, 

In anothe r study publ ished in 1984, Constant ine Glezakos, (G lezakos 19X4) agrees with 

Savvies's remark on the insu ffi ciency of single equati on cross-country model s, The li rst critique 

this study identifi ed on Savvies's (1984) was that thc rc lati ve ly hi gh pCI' capital growth mte, 

despite the economic downturn of the ea rl y 1970s f'o ll owing the lirst o il shock, Another point 01' 

critique was the trend elimination technique, The stud y argues th"t the data I ')'i :l- (,(, eshihited 

either a liner or no trend in export proceeds whil e that of' 1967-77 showed exponenti,,1 trends, 

Savvides (1984) ignored thi s fact in order to make his ana lys is using identical method like th" t or 

Glezakos ( 1973), The Glezakos (1984) regress ions were run by giving considerations J(,r th e 

above critiques, after correcting per cap ital incomes and choos ing the ' best' index, linear llI' 

exponenti al based on goodness of fit. [xport instabi lity is still shown to ha ve a signili cant 

negati ve impact on income growth of LDCs li ke that of Glezakos ( 1973), It was al so I'o und th'll 

export growth is more significant factor in determining the income growth of' LDCs th '"1 IlCs 

based on the regression coeffi cien ts, which is in direct con trast with Savvides's ( 1') K4), 

The literatures above show that countries like Eth iopia have comparati ve adva ntage in pl'llductiun 

and expo rt of commod ities which are labor intensive than capital intensive, It is th emet iea ll y 

reasonab le to expect for such count ri es to specialize in sec tors like agriculture , une ul ' the mus t 

labor intensi ve secto rs in a deve loping country context. Empirical resu lt s nn th e li ther h'"lll 

suggest that export concentration on few products has a dange r of' earni ngs instabilit y, Jlut thi s 
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re sult is inconclusive for all develop ing counti es. Thcrcro re, each deve lop ing Clllllllry sl","It! 

stud y the impact of com modity concentration on instabil ity before engaging in policy- making 

rega rding expo rt diversificat ion or nuctuation miti gation. If conccntratio n is not the sO llrce or 

instability, devoting limited resources for it wou ld not be appropriate. On the other hand ir 

instab ili ty is caused by commodi ty concentrati on. then nati ons have to lind a so lut ion to stah ilize 

earnings. 

As can be noted from above, most of studies employed cross-country regress ions to address ti ll' 

issue. And the onl y country specific study done on Ethiopia is that o l· I3clay (1998). Th is shows 

that most of the studies in the literature are note usea ble when it comes to ad vising policy 

fo rm ulation specifica ll y for Ethiopia. In addition the one close to appropr iate is that Dr llelay 

(1998). studied the twenty-nine yea rs be fore 1991, which is rare to say outdated. The knlllvlcdgc 

gap this study is anticipating to fill is to analyze the issue usi ng more comprehensive (btaset or 

fo rty-fi ve yea rs and to ana lyze the situati on at present in order to in li".,,, present p(l liey-mak ers 

where we stand with rega rd to the research questi on. 

TIL Performance of the Ethiopian Export Sector 

3,l,Oala 

The data on export earnings, price and quantity o f Ethiop ia used in th is stu dy is ga th ered I·!"llill 

vario us issues of the annual reports of the Nat ional Bank of Ethiopia (N I ~ I ·:) . In most cases the 

origi nal source of these data is Ethiop ian Customs Authority. The period under consideration is 

betwee n the yea rs 1963 to 20089
, covering a pe ri od of about 45 yea rs. Of th e forl y-live yea rs 

under consideration, the years 1963 to 1974 we re under the rule of th e imperial periml (lr 

Hailesilasie 110 followed by the period 1974 to 1'I'II,whieh is the period ol· the Derg" while til e 

remaining period of 199 1 to 2008 is the post-Dergl 2 peri od. 

~ For the purpose o f th e descriptive sta ti stics we used the period 1961 to 2007 

10 Emperor Hailesilasic 1 ruled Ethiopia from 1930 to 1974 ( l3 charu 2002). The illlp~rial rull: was thl:ll rq)bcl:d hy 

the military cou nci l of Derg. which over throw the king in a mi litary coup. 
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The first annual report of N13E was published in 1964 with data rmm the ye"," I %3 where 

detailed export earnings was reported onl y for coflCe, hides and skins, oilseeds and pulses. The 

remaining components of Ethiopian export commodities we re reported in aggregate limn as ' :111 

others'. Since the data for the yea rs 1964 to 1970 was reported in the Gregor ian calendar. we took 

the average of the two consecut ive years to make it compatible with the rest or the series. which 

is in Ethiopian/Julian calendar l3 

Several issues of Ethiopian Statistical Abstracts of the Central Stat istical Agency (CSA) arc used 

to obtain data on Gross Domestic Product (GO P) at current market prices to rep rese nt nal ional 

production, gross capita l formation (investment) and forecasts or popula tion size. Such d:iI:1 is 

ava ilable since 1961 as the publication of these abstracts has sta rted in 1963. 

3.2.Performance of the Export Sec tor During the ImJleria ll'eriod 

According to Berhanu (2005), this pe ri od is charactcrizcd by rel atively rree market orien ted 

policies with the pri vate, mainly fore ign cap ital , taking thc li on' s share or both impo rt and C'PO I"I 

trade. The dominant trade strategy of the time was import substitution even though e'pmt 

diversification was explicitly stated on the First-Five- Year Deve lopment plan. 

The trend of expo rt earnings in the imperial period is increasing in general, with some 

fluctuat ions hear and there. Coffee takes the lion 's share or the earnings as can be scen rmm the 

graph in fig. 3.1, The remain ing three, oilseed , hides and sk ins and pulses, slia re mme m less tliL' 

same trend; with hides and skins falling and pulsed ris ing towards the end or the sub-per iod . 

\ I Dcrg. which means a committee in Gc'ez, is the name of the council which took over K illg Il ailcsilasic I uIHkr Ihe 

leadership orthe Mengistu Hailcrnariam. 

I ~ Derg itself was also forced out of power by the military struggle of the current govcrnlllc ll t. Uhiopi;lIl Pl.:opks 

Re voluti onary Democracy Front (EPROF). 

1) In this calendar a year stans on September 11 (and 12 in every leap year) and the Ethiopian lisca l yeilr starts 011 Xlii 

of July. 
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Fig, 3, I: Trend of export earn ing and share in earnings by comlll udity during 1'I().,-7'-1 
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The shares of these major export commodities in earnings is dominated by collee, which declined 

towa rds the end of the sub-period (panel (b) of fig, 3, I) while that of' lulal proceeds f'rul1l es purl 

of co ffee increased sharply (panel a) dur ing the same time peri od, On the other hand. the other 

commod ities experienced a rise in their share with the exception 01' hides and skins, These lhree 

commod ities have a more stab le trend in their levels in panel (a) o f fi g, 3. 1 while th eir share 

suffered nuctuat ions from time to time (panel (b) of fi g, 3, I) , Co llee on the other hand sullCl'ed 

from nuctuation in thi s period both in share and earnings, its share dec lined in general but with 

nuctuations lVilhin the period. 
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Table 3.1: Growth rates of export proceeds by commodity ove r the imper ial period 

Year in G.c. \96.1/65 1965/66 1966/67 1967168 \ 968/69 1969170 197()17 1 ltJ7 1172 PJ72173 197 )174 

Year in E.C. \957 1958 1959 1960 196 1 1% 2 I W, ) IW"I ! 'J(, S 1'1111> 

Coffee 27 54 ·J .OJ -1420 ·0 81 IIV, X 55 I 13 -x )(J 21 511 - I (, ' IX 

Oilseeds ·7 89 -\.1 9\ -472 -068 1 13 1 S 59 I X IX ]4 XO 53 ()2 :is X') 

Hi des & 

Skins -400 28 .84 10 64 ·1649 ·1.10 ·0 77 .1.} 67 2J 63 12) IX - 12 SU 

Pulses -496 2245 14 14 -<1 .50 , 25 -1277 _!JO') 17 XI /, X ·1'1 I to '! h .! 

Olhers ·0.44 · 3. 16 I 80 5.12 8.88 II 88 -84 S5 -2 9<)7 -)5 79 15s) 2.1 

Total l:US ·01 9 -665 -2 \4 X XI, 7 02 42 53 -21 '12 I'I X'I .! " S 1 

Source: Computed based on N f1 Ie data 

The growth rates of export earnings of the country as we ll as earn ings I"rol11 the individual e'porl 

commodities show that the growth has suffered from nuctuations indicated by the positive and 

negative signs of these rates. Negative growth rates indicate declinc in ea rn il1gs as cll1llpan:d to 

its prev ious year, whi le the pos iti ve ones showing increase in earnings , even thou gh these 

increases are not uniform or constant. Th is means that there was l1uct ualiull l.:V\.:l l i ll thl.: g rowlil 

rates of the proceeds. 

3.3.Pcrformance of the Export Sector Durin g the Dcrg Period 

Alemayehu (2007) outli ned the economic characteristics of the periml 1074- I C)91. whi ch we 

termed as the Derg period, as: 

• Strength en ing the state's role In exte rnal trade by attempting to control pa rti eipatioll of 

private capi tal in the secto r 

• Close monitor ing of pri ce , quantity and di st ribution o f goods 

• Espec ial emphasis was given to external trade sec tors c.lL:clllcd cssential ror econom ic 

growth and in the trading of medi cal equipment and goods that ensure th e hea lth Cllid 

security of the popu lati on 

20 

• 



• D iversification attempts were also made in terms of' CO lllllHHJity ;IIHI tkstill;lliull II!" 

expo rts. especially to divert trade form capi talist to socialist partners. 

The openness index l' as defined by the ratio of exports to gross domeslie pl'Oduet lS ( d)l» is 

fou nd to be I 0.36% on the average for the yea rs 1974 to 1991. On the othe r hand the share or 

imports in Ethiopian GDP ave rages at 16.94%10 for the same peri od. Th is indicates that the 

country's trade is running in deficit with the export earnings being unable 10 cover the Cll uillry's 

import requi rements. 

Fig. 3.2: Trend of export earnings in the Derg period 
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Source: Own computation based on Nf1E data. 

During the Derg period the earn ings form export remai ned more or less between 500 mill ion and 

a bi llion Birr. The average share of major agricultural prod ucts, namel y eolTec, hides and sk in . 

fruits and vegetable, pul ses, and oi lseeds for thi s per iod was standing al X2.4(,'X" 

X 
I .; Openness index is calculated using 0 1, = --' - where x, is the export earnin gs in yt.: ar I. 

CD?, 
IS GOP used for this computation is based on GDP at current prices reported by MED"C/Mo FED <1nd puhli sh~d hy 

CSA on its annllal statisti ca l abstracts. 

16 Import data is obtained from the 2007 Database of th e Ethiopian Economic Association/l :titiop ian Econolllic 

Polic), Re search Institute (EEA/EEPRI) 
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• Diversification attempts were also made in le rms ur cUllllllodit y alld dc stillatiilll ur 

exports. especially to divert trade form capitali st to soc iali st partners. 

The openness index l
' as defined by the ratio of exports to gross domeslic produel l

; (( il)l» is 

found to be I 0.36% on the ave rage for the yea rs 1974 to 199 1. On Ihe olher hand Ihe share "I' 

imports in Ethiopian GOP averages at 16.94%1 6 for the same period. Thi s indicates Ihal Ihe 

country's trade is running in deficil wilh the export ea rnings be ing unable 10 cover Ihe coulltry's 

import requirements. 

Fig. 3.2: Trend of export earnings in the Derg period 
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Source: Own computalion based on NfllC: data . 

During Ihe Derg peri od the earnings form export remained more or less belween SOO million aud 

a billion Birr. The average share of major ag rieullu ral producl s, namel y cu llee, hides alld sk ill. 

fruits and vegetable, pulses, and oilseeds for thi s period was slandi ng al X2.41i'Y. .. 

X 
1.l Openness index is calculated using 01, = - -' - where x, is the ex port earnings in year I . 

CDf', 
15 GOP used for thi s computation is based on GOP at cu rrent prices rcrorted by MED"C/ivlol'T-:D :lIlt! puh!i slll:d by 

(SA on its annual stat istical abstracts. 

16 Import data is obtained from the 2007 Database of the Ethiopian Econol1lic A ssoc iali ollll~ l h i o piall 1':clln1l1lli( 

Policy Research Institule (EEAlE EPRI ) 
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In this period coffee alone took 61.47% of the earnings loll owed by hides alld ski ll wit h II.X7'}", 

fruits and vegetables with 0.98%, pulses with 3.87% and oil seeds with 2.89'1. .. As call be SCC Il 

from the average percentage share of these commodities, agriculture const itutes most part "I' the 

countries export earnings. 

Table 3.2: Percentage share of agricultural products in total export earnings in the Dcrg pniod 

(1974 to 1990) 

I Avcrngc share !\ li nilllulll Max imulII S. D. of shares 

Co ffee I 61.47 17 .5 1 X 7 .')0 1 ~.1 Ci 

Hides & Sk ins I 11.87 5.55 I X. I ') 3.(10 

Fruits & Vegetables I 0.98 0 .20 1.95 0.4 7 

Pulses I 3.87 1.07 IO .<JG 2.')() 

Oilseeds I 2.89 0.59 13.23 1.05 

Live Animals I 2.35 0.00 7.62 2.JO 

Chat I 1.60 0.49 3.61 1. 16 

Source: Own computation based on Nlll ·: data 

The pattern of the shares in earnings of the major ex port commodities 0 1' th e country rcnwincd 

being dominated by coffee in the Derg period as well. The share 01' eolTee started tn rise I'l'<llll its 

decline towards the end of the imperial period and suffercd several mild ups and dowils durill '; 

the cou rse of the Derg period. 
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Fig. 3.3: Share of the maj or agricultural commod ities in export earnings 
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3.4.Performanec of the Export Sector During th e Post-Derg Period 

Foll owing the fall of the Derg the objecti ves of th e government changed towa rds e n s\l rin ~ 

participation of the pri vate sector, promoting export by providing incenti ves . replacing 

quantitative trade re strictions with ad valorem rates, increase di vc rsifi ca ti on. minimi/.e illi cit 

trade and rest ructuring state owned trade enterpri ses (i\ lemaye hu 20(7). 

According to Alemayahu (2007) and the Ethiopian investment and licens ing po li cics and 

procedures of the Ethiopian Investment Agency, gove rnmcnt took the fo llowing mcasures to 

meet the above objecti ves: 

• Liberalize the foreign exchange market into an auction sys tem be tween banks. in nrei er tn 

prov ide foreign currency for both public and private sec tors 

• Devaluation of the Birr in order to make Eth iop ian product s cheaper in the wo rld market 

versus the products of the rest of the wo rld 

• Simplification of licensing procedure 

• Supporti ve services to private exporters we re designed in areas (II' tran sport. package 

training, overseas market resea rch , etc. 

• Introduction of simple tariff structure and fo reign exchange retenti on schcmes 

Acco rding to the present stud y, the Post-Derg per iod covers the per iod 1,)<) I to 200X. In thi s 

peri od the five major export commodities, cofree, hides and skins. fruit s allli vegetahle. oilseeds 

and pulses, account for about 71.91 % on ave rage. The one product which ga ined importance ill 

terms of average share in earnings , as compared to the previous two periods, is chili with share Cl f' 

0.84%, 1.78% and 9.26% in the imperial, Derg and post-Derg periods respec ti vely. 

With the exception of chC/l and oil seeds, all the other com moditi es li sted Oil Tahle l.l 

experienced declined from the ir relati ve share in the Derg peri od, as compared to the ir shares in 

the post-Derg period. This could be an indicator for either shrin k in vo lume and/or pri ce of' th e 

commodities, or diversification away rrom these commodities. 
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lx, -~', I 
1,=IOOx A ( ~ . I ) 

Where x, is the actual export earnings from time I , x, is thc trcnd va luc of ea rn ings and I , 

being the value of the instability index for time I. In thi s stud y equation (4. 1) is es timated lI Sill t: 

the regress ion of expon earnings on time, as spccified by (4.2) and (4.3) below". to deline the 

trend growth of expon earnings. 

x, = a + j3.1 + c, ( 42) 

Or 

log x, = loga + j3.1 + c, (4.:1 ) 

Where x, is the expon earnings, 1 being the time va riab le and I;, is the stochastic error term . 

We made the cho ice between the linear and thc exponential models or (4.2) and (4.3) usill g the 

regress ion specificat ion test (RESET)19, ada pted from Woo ldridge (2000). We lirst es tilll:ltcti 

(4.2) and (4.3) to obtain x and logx. Then we computed their difference 

, . 
d 10, ., 

1 = x-e (4.4 ) 

and 

d, = log(x) -log x ( 4:i ) 

Then we est imated: 

18 Please see the annex for estimated results 

1'1 Davidson and MacKinnon called thi s method the J·tsct as it estimates jJ and ()' or y (ror (lUI) or (11.7) 

respecti vely)joilll/y (Maddala 1992) 
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x, = a + (3./ +,J .d, + 0, 

logx, = loga + (3./ + r.d, + 0, (47) 

If we accept the hypothesis of,J = 0 from equation (4.6), then we chose the linear model. Un the 

other hand the acceptance of the hypothesis r = 0 from (4.7) will accept the exponent ial 1110del. 

In the cases where both model s arc acceptable, we choose the une wit h the highest power oj' 

acceptance. Significance of th e trend is also considc n.:d as a criterioll or (hoosi llg ;1 llIudet ill tilL' 

event when both specifications are acceptable. In the few cases where both models we re re.iected 

by the RESET test, we base our choice on significance of' the trend and graph ica l inspection 01' 

the earn ings. 

In case of the overa ll pe ri od, from 1963 to 2008, all the models'(J with the except ion of' the I1ne 

for oilseeds and pulses turned out to be best filled by the exponential trend of'equatil1n (4.]). The 

models for total earnings, fruits and vegetable, and other exports were chosen by graphical 

inspection of the trends. Those earnings that increase at a faster rate ove r time arc fitt ed using 

exponentia l trend. To avoid the bias of' us ing lim:ar and logarithilli c scaics, we t r ;1I1~1i.)1'I 11l.:d ,I ll' 

esti mates from the linear model by taking their natural loga rithm in "II cases 111' l1ur ",,,dys is. 

During the imperial sub-period, the exponential model performed well in representing th e d:il a. 

with the exception of the case for pulses. The exceptions f'rom exponential trend during the Ilerg 

period are total earn ings, coffee and hides and sk ins. 

When it comes to the Post-Derg period, li nea r trend dominates exponential with the eseept ion 01' 

the case for oil seeds and pul ses. 

Following the fillin g of the appropriate trend for each time pe ri od, we computed shares of' each 

agr icultu ral commodity in the instability. The first step is to summari/.c the instab ilit y indices hy 

commod ity, using arithmet ic mean of the index computed using (4. 1): 

:0 Model for total export earn ings, earnings from Coffee, Oilsecds. Hides and Skins, Pul ses , Fruits and Vegetables. 

and Other exports 
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When we take a look at the contribution of the major export commodities or the elltire peri od or 

1963-2008, we find that coffee , and hides and ski ns cont ribute less (45.74'X, "nd 7. 17% 

respectively) to the instability than their shares in ex port ea rnings, wh ich on ave rage slood "I 

54.52% and 10.98% respectively. The remaining, o il seeds, pulses , and rruil s allli vel!,'l ahlcs 

contribute 9.53%, 7.02% and 4.45% res pecti vely to the instabilily, which arc more Ihan Iheir 

respective average shares in export proceeds o f' 6.56%, 4.91 % and 2.0 I %. These lintlings "r,' 

similar with that of Belay (1998) with the except ion of the case of pul ses, even Ihough his sludy 

does not include the post-Derg period. 

In the imperial period it was only coffee and hides and skins which conlributcd less in Ih,' 

instability thall their share in earnings. Coffee contribuled onl y 16()4% while its average sl",,'c 

for the period was 52.53%. The conlribution of hi des and skins21 10 the insl"bilily was <) .7X% 

while its sha re in earnings was 10.06. Out of the eleven yea rs covered l'or Ihis peri od, onl y I'H'" 

observations were found for fruit s and vegetable, therefore it is len oul 01' our an"l ys is li lr Ihi s 

period. For the remaining products , o il seeds, and pulses, Ihe contri but ions 10 insl"bilily lVere 

12.54% and 15.81 % respectivel y while their respective conlribution 10 the 101,, 1 ex port eaminl!s 

was 10.19% and 8.56%, which again is inline with the findings ol'lklay (19<)X). 

In the Derg peri od; coffee and hides and skins were slabl c, oncc aga in , in lerms 01 ' Ihcir 

contr ibut ion to the instability as compared to their export share (53.97% ve rsus 61.47% Ii,,' 

coffee, and 10.26% ve rsus 11 .87% for hides and sk in s). The remaining eO ll1modilies con lr ibuled 

1l10re to the instability than what they contributed to the proceeds of ex pons. Co llee ill OUl' case 

has a stabilizing impact (s ince its share ill instability is less Ihan il s share in eamings) ill conlrasl 

wilh Ihat of Belay (1998) that found proportional contribulion or collee ill Ihe insl"hilily 10 hc 

almost equal to its share in earnings. The particular interest on Ihis commod ily is due 10 ils major 

share in earnings. Its stability will ha ve a strong implication for the mili ga lion or insl"hilili es or 

man y commodities and its slight instab ility is likely 10 cause major dislonioll ill Ihe c'\plln 

earnings due to the fact that it is a big player in the export sector orlhe cO llnlry. 

:1 For the case of hides and skins the share in earnin gs is only marginall y greater than the share in the in stilbililY. 
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Table 4.1: Est ima1ion Results for Ins tabi li ty Indi ces 

Total 1963-1 991 Im perial 1963- 1974 Dcrg 

I nstabi l ity Share in Sh,ln:': in Instability Share in Share in Instabil ity 

index instabil ity C<lrnmgs index instabi I ity earn Ings index 

Coffee 2.64 45.74 54.52 0.66 16.94 52.53 2.56 

O ils(" cd s 4.58 9.53 6.56 2.53 12.54 10.19 4.24 

Ilides and 

Skins 2.06 7.17 10.98 1.00 9.78 10.06 2.52 

Pul~t's 4.51 7.02 4.91 3.80 I ~.S I 8.56 2.99 

Fruits and 

Vcgctahks 7.00 4.4:i 2.01 7.48 3 .. L69 9.55 3.90 

Olhas 3.86 26.09 21.33 1.39 10.24 1:'.19 4.06 

Tota':; 2.16 1.00 2.26 

Source: O\l"It analysis based on "'BE data 

:: The estimation I~lr this period is based on lining. of iinc:lf trend 

:' This index stand for the inslabilir: index 0 fth~ lO la 1 expol1 eamings ,"omputed using (4.S1 

3(1 

1974-1991 Post Dcrg 199 J -200g:: 

Share in Share in Instability Share in Share in 

instability earnings index insta bi lity earnings 

53.97 61.47 3.1 I 42.31 48.87 

4. 19 2.89 7.67 16.88 7.90 

10.26 11.87 2.67 7.96 10.68 

3.96 3.S7 7.34 7 .31 3.58 

1.31 0.98 2.77 0.97 1.26 

16.31 18. l )3 3. 18 24.55 27.71 
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The post-Derg period is facing higher shares of correc, hidcs and skins, and rruit s allli vege tahle­

in earni ngs as compared to their share in causing the instability. The shares ill ea rn ings or thC Sl' 

commodities are 48.87%, 10.68% and 1.26%, while their shares in thc fluctuation are 42.31')1,., 

7,96% and 0,97% respectively, During the same period oil seeds and pulses con tri bu ted nHlre t,l 

the instab ility than they do to the proceeds from their export. 

In summary coffee and hides and ski ns consistently contributed to the stability ol' the earnings ill 

all the four cases, the entire pe ri od, imperial , Derg and post -I)erg periods. Oil seeds '"ld pulsl's 

mostl y cont ri bu ted to the instability more than what they arc contri buting to the earn ings whi le 

fruits and vegetables marginally im prove in the case or the post-I.)erg period, 

Table 4.2 below shows the total instab ili ty index and the weighted total instabilit y illdex rur each 

peri od. The total instability index is computed using the formula (4.8) lollow ing the regression ul' 

the total export earnings on time and the computation of the index I, or equati"n (4.1) rur the 

total expo rt earn ing, On the other hand the we ighted total index is the sum or the illstabilit)' 

indexes of the constituent commodit ies of the export earnings weig hted by their share in th e total 

export earnings, 

The weighted IOta I index is greater than that or the simple total index ill periods. The we ighted 

IOta l's being greater is an expected re su lt as it is the sum or the instability I'rom the illdividual 

commodities, The instability index of total export earnings on the other hand docs not relleet the 

nuctuation of indi vidual commod iti es, rather the net-fluctuation ol'the total expu rt earni ngs or the 

country. Since instability of one commodity cou ld be olTset by the stability or the othe r, the index 

or the total earnings is ex pected to be lesser than that or the we ighted. In the case or I,: thi"pia, 

even if most of the commodities fluctuatc more wil dly, the re lative stabilit y " I' the lllaj"r 

commod ity, i,e, coffec , offsets the impact of the fluctuat ion or the total earnillgs. 

In orde r to expla in the higher instability index l'o r the post-I)erg pe riod, we took a I""k at the 

difference between the share of coffee in earnings and its sharc in thc instabilit y "vcr the pcri"ds 

unde r cons iderati on, In doing so it is found that the gap between coffee's shme in earn ings and its 

sha re in the instability of earnings range from around 36 percen tage points ill th e imperial era tIl 

6.5 in the post-Derg period. 

31 



Table 4.2: Total and weighted total instability indexes 

Period Total Instab ility Weigh ted Total 

Index Instabi lit y Index 

Imperia l 1.00 2.06 

Derg 1.04 2.92 

Post-Derg 3.24 3.59 

Total 2.16 3.15 

Source: Own computati on based on NI3E data 

This means that the share of coffee in export proceeds was much higher tha n its share in the 

instability during the imperial per iod and it is the least now. Following thi s we can sll ggest that 

the coffee has lost its power to stabil ize the volatility In earnings ca ll sed by the llthn 

commodities since it only marginally qualifies for stabili zation. 

Acco rding to the frame work of Abebe ( 199 1), the instability o r each ex port commod it y is a 

functi on of its share in earnings and the correlat ion between the trend-corrected export earnings 

of the commodities. Negative con'elation indicates the offsett ing movements of the major (w lfe:e 

in our case) and the minor (the remaining) export commodities. On the other hand posili ve 

co rrel ations indicate that the major and the minor commodities arc moving in phase, i.e. in a way 

that reinforces their impact on the instab ility. 

Taking coffee as major export and Ihe remaining as minor, we compuled Ihc corre lali nns bel ween 

the trend-corrected earn ings of the major the minor commodities. The findings sllggesl thai the 

movement of coffee in the three periods, over-all, imperial and Dcrg is orrse lling. On the olher 

hand the movement of the ' major' and the 'minor' export commodit ies in Ihe per ind Ihat 

followed the Derg is in phases as indicated by the positive corre lation on Table 4.3 bdnw. 

The reason for coffee to move from its role as stabi li ze r or the export eamings 10 marginally 

qualify as stable could be due to the fac t that its sha re dropped at a ra sler rate Ihan ils share in Ihe 
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instability. One of attributes to the loss in share of the eone:e is the di ve rsilieatill11 lIl' Ihl' 

country's export into other products. f or example fl ower, which was never on Ihe lisl lIr 

Ethiopian export balance few years back, is gaining inc reasing sha re in the export eamings 

account of the country. Another immerg ing commodity is Cha t, whosc share increased rmlll 

below one percent in the imperial and belo\\' 2% in the Dcrg to more than 9'Y., du ri ng the posl­

Derg period. 

In orde r to test the hypothesis that the post-Derg pe ri od is the most diversilil'd 111<I11lhl' lIlhers, II'l' 

computed the Gini-Hi rsc hman concentrat ion index as employed by i\hehe (1991 " Xin and I.ill 

(2007), Malik (2007) and others. 

Table 4.3: Correlation between de-trended majo r and minor com moditi es 

Period Correlat ion 

Total -0.6364 

Imperial -0.1041 

Derg -0.9259 

Post-Derg 0.5550 

Source: Own computation on NBE data 

The formula used to generate the Gini-Hi rschman concentration index ,n above Ill enli llned 

stud ies as well as in the present study is: 

('I. I I 1 

Whe re X" re present the export earnings from commodity i in yea r t while X, represenl the 

total export proceeds of the yeart. We then computedthc mcan values fo r each pcriod In lind a 

summary stati stic that best describe the period in terms of its export diversification/concen tration . 
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Table 4.4: Average Index o f Export Coneentration/Diversifi ea tioll 

Period Total Imperial Derg I'os t-I)erg 

Gini-Hirschman index 57.29 56.69 63.34 5 I .(,2 

Source: Own computation using NIlI : data 

The likely values of thi s index are between 0 and 100. According to Malik (2007) the hi!o!hest 

likel y va lue, i.e. 100, indicates that the total agricultural exports are comprised or only nile 

commodity. When the number, and value of goods exported increases. the value nr (;, \\"ill 

decline. This means that when the value of G, gets lowcr, it indicates that ex port diVCl"silic<ltinll 

has increased. 

Based on this definition, the Derg IS the period wherc export is concentrated il1lo rewer 

commodities. The imperia l period is the second , following the l)erg, ill te rms or hi gll esport 

commodity concentration. The post- Derg period is thc least, among th e three, with regard to 

export commodity concentration. In other words. the post-Derg period I'aced the hi ghest degree 01' 

export com modity diversification as compared to the remaining two. Whcn comparcd to the level 

of concent ration over the total pe riod, that of the imperi al and post-Derg sub-periods perrormed 

better than the over all period wile that of the Derg is belo w the entire perioel. Even in so me ye<l rs 

in the Derg sub-pe ri od, the values of G, reached as high as 88'1<" meaning that this much pereellt 

of the export income is generated by a single commodity. 

y, Conclusion and Policy Implication 

In thi s section we try to summarize the major findin gs of the study, deri ve some conclus ions <llld 

forward some policy impl ications. Like in many developing countries in the Sub-Saharan Arrie<l 

(SSA ). the performance of the Ethiopian export sector hilS remained to he dominated hy Ii:,, ' 

agri cu ltural commodit ies. These commodities remained dominanl nvc.; !" the fort y- li ve ),l'; I l'S 

covered by th is study. The period between 1963 and 200 H witnessed sever;r1 shil'ts or ee'"l<lllil' 

policies along with changes in pol itical regimes. The economic poli cies shined I'rom market tn 
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command in 1974 , wh ich changed into mixed towards the final years 01' th e rc gime allli lil1alll 

back to market in 1991. 

Thi s study aimed to identify the contributions of the majo r agricultural export com modities oi" th,' 

country to the nuctuat ions of the export earn ings. The knowledge of the contributi on o i" these 

commod ities is expected to inform policymakers improve the quality and directiol1 o i" polic )' 

interventions to be designed. We used data from the se veral issues o i" the annual repurts u i" the 

National Bank of Ethiop ia (NBE) to conduct our ana lysis. 

It is found that Ethiopian export com modities arc concentrated into rc w agri cultural col1 l1lHldities. 

and coffce in pa rti cular contri butcs to more than half of the country's cxport carn in gs. We ,li so 

found that the commodity concentration has been declining since 1991. One 01' th e ma il1 fill(f ings 

of thi s study is that the major commodi ty2' , i.e. coffee, cont ributed to the instability ill total 

ea rnings by less than it contributed to the tota l earnings in all peri ods. leven though cofTce 

performed well with respect to the fluctuati on, its share in export prucccds oilly ,nargil1all y 

exceeded it s share in the earnings during the post-Derg period, the period sillce 1991 . Thi s ill 

other words means that coffee played a role of stabilizing the vo latility oi" the cami ll gs caused by 

the other commodities. The contributi on of the remaining commodities ill the ill stahi fit y eseee,b l 

their contr ibution in the export income. But coffee even tually lost thi s stabiliz ing rule as time 

moved from the imperial to the post-Derg period . 

5. 1 Conclusion : 

Based 0 11 our findings we conclude that the market-economy 's economic policies peri"mmed wel l 

in attaining diversification, which is one of the recommended remedial or export earnings 

volatility, as the imper ial and the post-Derg periods performed better than that o i" the Uerg ill thi s 

regard. Despite the fac t that the post-Derg period is the most di versi fied as compared t' l the 

remaining two, it performed badly when it comes to stabiliz ing the fluctuations i"rom the export 

income . This is in direct contradicti on with the policy recommendati on by most literatures tll 

attain stability. 

~~ Based on the signi fi cantly large share of coffce in the earnings of expon we used the cnll vl:ntioll or cLl ssi ryi ng the 

country's export commodities into major (that is co ffee) and minor ( the remaining ex ports) c() lll111 o dili ~s . 
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The source of th is contrad ict ion could be the pos it ive corrc lation between the traditional e'pmls. 

i.e. coffce, oi lseeds, hides and skins, pulses, and rruits and vcgc table , wilh the newly emerging 

export commodities, such as nower and chol. This means that all th e major ex port cOlll lll odili~s 

fluctuate in a similar manner, in terms of their export proceeds. This cou ld be exp lained by Ihe 

fact that most of these commodi ti es are agri cultural, and it is a known fact that agricu llural 

outputs in Ethiop ia are highly de pendent on le vel or rainrall. The rerore, when oulpu l (vo lullle) 

fall s due to climati c conditions, earn ings from export will also fa ll since ea rning is a runc li on 01' 

both supply (vo lume) and price of export commodities. 

The above analysis shows that for expo rt to be stab le, diversilication shou ld be direcled lowards 

commodities that could be negatively correlated with the traditional expo rts. In other words. 

diversification efforts should give attention to dive rsifyi ng into non-agricultural expo rt s. such as 

manufactured goods and other non-traditional com modities as hydro-e lectric powe r. 

5.2 Policy Implication : 

The policy lessons to be taken from this study is that diversi ficalion hy il se ll' dnes nnl so lve Ih L' 

problem of export earnings volatility. Diversification sho ul d be a means not an end . Ami when 

dive rsify ing. if we diversify with more unstabl e commodities or in tu CO Jlllll od ili l.!s Ih al nll c lll:ll ~ . .' 

in Ihe same direction as the traditi onal exports, thi s may result in mOl'e disturt ion Ihan olher\Vise. 

Thc country should conside r to diversify ing into commodit ics on wh ich it has comparat ive 

advantage and a sustainable demand. Production of commod ities th ai have domesli c dem,ulti is 

advantageous, especially to sustain production at early stages and motivate in vestors 10 ell ier Ih:ll 

part icular industry. Eventuall y it could increase its foreign market and grow through tilll e. 

The poli cy conclusion of thi s study is to su pplemen t the diversific:l ti nn Cnt )riS nr Ihe e' Jlnl'\ 

commodities with an effo rt to red uce the instability. And mos t impOri:lntly to divCI'siry into 

secto rs that do not rely on rainfall. such as manufacturing and se rvice sectors. 

Stabili ty in ea rnings is a function of stabi lity of bo th pr ice and vo lume 01' ex pori s. Since l~t hillf1i" 

is a 'small open economy', which does not havc in flue nce in the world com modity price, ou r 

primary focus should be in stabili z ing export volumc, i.e. sustainable, weather il1tkpcndcnl 

production. Another ri sk minimiz ing factor is geographic dive rsifi calion. wh ich insul:l tes Ihe 
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export market from nuctuations caused by shifts and/o r flu ctuation in dcmand [o r ou r e"'purts in a 

particular country or group of countrie s. 

One additional so lution to reduce the nuctuation in earnings is to cn tcr in to trading agrcemcnls 

(reg iona[ trad ing agreements (RTA), free trade areas (FTA) , custom unions etc) with counlr ies 

with wh ich the country is trade com patibl e. This means to remove trade harriers thruugh a 

mutua[[y negotiated agreement with countries that are not producing and exporting similar 

product s as Ethiop ia . This is because trade compatible countries ha ve demand [(lI' each olhers' 

products and the RTAs fac ilitate freer trade among the partners. 

Joini ng the World Trade Orga ni zati on (WTO) could also have sim ilar adva ntage as a multi[ateral 

trad ing platform, if Ethiopia manages to negotiate and inter the organization withou t having to 

give up much of its advantages at the cu rrent status quo. Ilut joining on[y is nul a so lution h~' 

itse lf; the country should be able to increase its trading partners in the WTO ['or it s expo rt s, 

5,3 Important Issues for Further Studies: 

The present study attempted to identi fy whi ch and by how much important export commodi ti es 

contribute to the instabil ity, Determinants of the instability arc he yo nd th e scope or thi s stu d~' , 

Other issues such as the impacts of instability on the economic growth ol' th e country, its eapilal 

formation and future in vestmen ts, the pressure it puts on the fareign cu rrency resc rve , thc nations 

ability to import both capital and consumpt ion goods, etc, are len for other parallel and l'tl ture 

studi es. 

ncfcrences: 

Abebe T, (1991 ), "Commod ity Concentration and Export Larnings Instahilit y: I':v idencl' rrum 

Afr ican Countries," Cente r for Economic Research on Africa, Montclair State t Jni vers it y 

Akpokodje, G, (2000) , "The Effect of Export Earnings Fluctuations on Capital Formation In 

Nige ri a," African Economic Resea rch Consortium, 1,[' 103 

Alemayehu Geda, (2007), "Readings on the Ethiop ian Economy" (Department of i.:co nomics, 

Addis Ababa Unive rsi ty, Unprocessed), 

37 



Bahru Zewde, (2002), "A History of Modcrn Ethiop ia IX55-1'),)I ", .lames Currey I,td . ()"I·prd. 

Ohio Un ivers ity Press, Athens and Addis Ababa Univc rsity Prcss, Addis Ababa. 

Belay K. ( 1998), "Instability of Ethiopia's Export Earnings: The Cont ribution 01' Major 

Agricultural commodities," Eth iop ian Journal 01' Agricultural I:conomics 2( I) pp. 27-54 

Be rhanu Lakew, (2005), "Determinants of Ethiopia's Export Pcrformancc: An Fconomctr ie 

In vestigation" , Alemayehu eL al (eels), EEA/Proceedings of the Sccond Intcrnati ona l Conl'erenee 

on Ethiopian Economy June 3-5 , 2005. Eth iopia , PI' 347-373 

Cuddy, J.D.A. and Valle, P.A.D. (1978), "Mcasuring the Instability ul Ti nle Series 1),,"1" thl'md 

Bulletin of Economics and Statistics. 40: pp. 79-85 

CSA (Central Statistical Agency). Ethiopia, Stat istical Abstracts (various issucs I'['(jm I %3 to 

2007) 

CSA (2008), " Preliminary Results of the Ethiopian Population and Ii ousing Census." 

unpublished 

Devkota , S. C. (2004), "Causes of Export Instability III Nepal." Publis hed on 

hllp: ' idca s .rcpce.pr" · p /\\pa \\lIl\pil · ()~I()()(P .hlilll, accessed on November 1'),200') 

Glezakos, C. (1973), "Export Instability and Economic Growth: A Stat istical Vcrii;catinn:' 

Economic Development and Cultural Change, 21 (4), Part I, pp. 670-67X 

Gl ezakos, C. (1984), " Export Instability and Economic Growth: Rcpl y," Econoll1ic Il cvclnpll1Clli 

and Cultu ral Chan ge, 32(3), pp. 6 15-623 

Greene, W. H. (2003), "Econometric Ana lysis," Upper Sadd le Rive r, New Jersey, 51h cdi. 

Gyimah-Brempong, K. (1991), "Export Instability and leconomic (irpwlh in Sub-Sallar;lll 

Africa," Economic Development and Cu ltural Change, 39(4) pp. 815 -828 

hIW f / \\ \\ \\ .ClhipmarkcLcom 'eic / : Et hiop ian Investment Policies and Procedu res, Acccssed on 

December 5, 2009 

38 



Malik , N. (2007), " Pakistan Agr icul tural Export l'errormance in the I,ight orTradc I.iilcralizatiull 

and Economic Reforms", University of Baloc hi stan Quella , Department or Commerce, Working 

paper ser ies 2007:4 

Maddala, G.S. (2005) , "I ntroduct ion to Econometrics," John Willey & Sons, LT\), Singapore , 3,,1 

edi. 

Massell, B. F. (1964), ''Export Concentratio n and Fluctuation in Export learnings: II Cross­

Sec ti on Analysis," American Economic Review, 54(2), Part I, pp 47-63 

Massell, B. F. (1970), "Export Instab ility and Economic Structure ," IImerican leco nomie Review. 

60(4). pp 618-630 

Mulugeta, A. (2007), "The Effec t of Export Earnings Fluctuation on I:conomie (irowth in 

Ethiopia," M. Sc. Theses, Addis Ababa Un iversity. 

Mu rray, D. (1978) , "Export Earnings Instability: Price, Quantity. Demand'!" I':conumic 

Development and Cu ltural Change, 27 (I), pp. 61-73 

NBE (Nat ional Bank of Ethiopia). Annual Report (various issues rrom I ')64 to 2(07) 

Naya , S. (1973), "Fluctuations in Export Earnings and Econom ic Pallerns of IIsian CountrieS:' 

Economic Development and Cultural Change, 21 (4) , Part I, PI' 629-MI 

Salvatore , D. (1998), " International Economics," Prentice I-I allintcrnational , Inc. 6' 1> cd. 

Savvides, A. (1984), "Export Instab ility and Economic Cirowth: Some New l:vidcncc." 

Economic Development and Cu ltural Change, 32(3), PI'. 607-6 14 

Verbeek, M. (2002) 'A Guide to Modern Econometrics ' , .1ohn Wiley & Sons Ltd . 

Wooldridge J.M. (2000) " Introductory Econometrics: II Mode rn IIppl'Oach Suuth-Westcl'll:' 

Cincinnati. 

From Wikipedia, the free encyc lopedia: !lli.J" " cn .\\ ii< iped i'l. <l re/\\ i i- iii)",,::., IIceessed oll il pril 10. 

2009 

39 



Xin . X. and Liu, J. (2007), "Geographic Concentration and China's Agric ultu ral 1' .\I'<ln 

Instab il ity", Journal of World Economy, 3 1 (2), pp. 275-285 

A nn ex: 

Model Estimation 

Table A I : Est imatio n of equatio n (4.3) lo r the pcr iod I %2 to 200X 

Co mm odi ty Constant Time trend R2 DW 
(s.c) ... 

Total -141 
0.07854 1 0 .8452 0.452279 (2. "5) 
(0.006045),:: 

Coffee -131 
0.073097 0.7923 0.573342 (2, 45) 
(0.00593 It 

Oi lseed Un -4.30x I 07 21 859.67 0.3637 0. 1934 162 (2,45) 
(935975 1/,t: 

Hides and Skins -1 45 
0.079438 0.9 132 0.93773 1 (2 . 45 ) 
(0 .003533)' 
8644 .542 • Pu Ises Lm -1.70x I 07 0.2690 0.4:l2 1 CJ5<i (2. 45) 

(3863.255) t 

Fruits and 
-1 39 .1 05 

0.075096'" 0.4505 0.599854 (2.38) 
vegetables (0 .02 1967 tt . ,-, 
Others - 185 

0.099596 0.8265 0.825606 (2.45) 
(0.0074 1 )' 

Source: Own ca lculation based on NBE data 

ll1l Estimated using linear tre nd, * 10% signi ficance level, ** S% sign ificance leve l and *** 1%. t Ncwy­

West standard error at one period lag, tt Newy-West standard erro r at two pc riods lag and ttt Ncwy-WcS! 

standard error at three periods lag 

Table A2 : Estimati on of equati on (4.3) lo r the imper ial pe riod 

Commodi ty Co nstant 
T ime trend R2 DW 

(s .c) 
h ' 

Tota l -113 
0 .064 119 0.6739 1.727 117 ( 2, I I) 
(0.0 14868) 

Coffee -20.8 
0.0 16726' 0.272 2 1g522 1 ( 2, I I ) 
(0.009 12) 

O ilseed - 183 
0.098622' 0.52 1 0.395 1 13 ( 2, I I) 
(0 . 04409 1)~ __ 
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0.074227 
.. 

Hides and Skins -1 35 0.4767 1.125209 ( 2. I I) 
(0.026398): 

Pu lses Un -I.I Ox I07 5623.041 0.4 108 0.983490') 2. I I) 
(3099.235) : 

Fruits and 
1545.459 

-0.78174 0.5012 2.376872 2. I I) 
vegeta b les (0.55148 1) 

0.061823' 
._-_. 

Others -I 10 0.4295 .140154 ( 2. I I) 
(0.03 1564 ): 

Source: Own calculation based on N131': data 

Lin Estimated using linear trend, '" 100/0 sign ifi cance level, *. 5% significance level and *"'* I !%. : Ncwy­

\Vest standard error at zero lags t Ncwy-Wesl standard error at one period lag. tt Ncwy-vVcsl standard 

error at \WO periods lag and ttt Ncwy- West standard crror at three periods lag 

Table A3: Estimation afequati an (4.3) far the J)e rg period 

Commodity Co nstant 
Time trend R2 DW 

(s.e) 

Total ijn -2.97x I 06 1909.063 0.0030 l.nn43 (2. 17) 
(8934.32) 

Coffee L", -1.04x I 06 7840404 o.oorn 1.2 50n3 (2. 17) 
(12852.65) : 

••• 
-0.0994 

Oi lseed 206 0.4779 o <)15021i (2 . 17) 
(0.030464 ): 

Hides and Skins 
-873x106 4470.102'" 0.5095 1.03086 (2. 17) Lm ( 1320.983) t 

Pu lses 160 
-007608'" 0.4 789 1.098787 (2. 17) 
(0 .023778): 

Fruits and 
-30.59 

0.019955 0.0554 1.655353 (2 . 17) 
vegeta bles (002 1267) 

Others -6 5 
0.038809 0.08 0.%7564 (2 . 17) 

(0.037933) : 
Source: Own calculation based on NIlJ: data 

LUI Estimated using linear trend, * 100/0 significance level , ** 5% signilicancc Icv!,;l and *** I I}';,. ~ New\,­

\Vest standard error at zero lags t Ncwy-West standard error at one period lag. tt Newy-Wt.:st standard 

error allwo periods lag and ttt Ncwy-\VcsI standard error at thrce periods lag 
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Table A4: Estimation of equation (4.3) for the post-I)e rg period 

C ommodity Constant 
Time trc nd R' DW 

(s.c) 

Tota l L;n -1 .14xI09 574830.6' " 0.7935 0.333589 (2. 17) 
(9064O9~1: 

Co ffee L;n -3.62 x I OS 
182582.8 0.5647 0.54930& (2. 17) 
(42829.95)' -- -

O ilseed -828.52 
0.42 18979 0"0 0.7967 0.7 32073 7 (2. 17) 
(.083024 1) , 

Hides a nd Skin s -7.92 xl07 
3997 1.88'" 0.72 19 1.3 I I lOX (2 . 17) Lm 
(5196692);. 

Pu lses -6 13. 12 
0.3135134 0.7001 0.6364568 (2. 17) 
(0.0810417) ' 

F ruits and 
- 1.79 xl07 

9040.598'" 0.&608 1.4837% (2 , 17) vegetables Lin (742677~I; 
Oth e rs L", -3.64 xlOs 1835 19.9 0.8777 1. 50037 1 (2. 17) 

( 19763.85): 
Source: Own ca lculation based on NBL daw 

lin Estimated using linear trend, *10% significance level , ** 5% signi fi cance level and *** I%. ! NL'\\Y­

\Vest standard error at zero lags t Ncwy- \Vest standard error at olle pl.:riml lag. t1 Nl!wy- Wl'SI S\;lIllbrd 

error at two periods Jag and ttt Newy-West standard error at three periods lag 
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