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ABSTRACT 

The purpose of the study was to establish and analyze the relation­
ship between Ethiopia's foreign trade (exports and imports) and Gross 
Domestic Product (GDP). A broader review of published sources was 
made on all aspects of the problem to be investigated. Based on a 
priori theoretical knowledge and the nature of the scatter diagram, 
linear regressions of GDP on exports and imports on GDP were formulated . 
Regression and correlation coefficients were computed and interpreted 
with allowances given to non-economic variables. The results showed 
that there is a strong association between GDP and exports, on the one 
hand, and imports and GDP , on the other. The relationships were then 
viewed with due considerations given to policy issues such as structural 
diversification and economic cooperation and integration. 
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CHAPI'ER I 

INI'RODUCTION 

Statement of the Problem 

When a portion of a country's income is derived from foreign trade, the 
country becomes vulnerable to changes in the outside world. This is 
especially so if exports consist of primary commodities, prices of which 
undergo wide fluctuations, and imports consist of manufactured goods, whose 
prices tend to show an upward trend. As a consequence, most primary pro-
ducing developing countries suffer from a deficit in their balance of trade. 
It has been estimated that of the 31.8 billion dollar increase in the deficit 
of non-petroleum developing countries between 1970 and 1975, $11 billion may 
be attributed to volume changes and $20.8 billion to price c~es.l 

Ethiopia's external trade statistics2 form a familiar developing 
country pattern of exports consisting almost entirely of agricultural pro­
ducts and imports largely dominated by manufactures and raw materials. 
The balance of trade during the period under review, 1970-1978, registered 
deficits with the exception of the year 1973 .3 The reasons for such a 

lUnited Nations Conference on Trade and Development (UNCTAD) , Review of InternatiOnal Trade and Development: Report by the Secretariat of UNCTAD. New York, 1978. 

2Statistical Abstr act of Ethiopia and Quarterly Bulletins of the National Bank of Ethiopia. 
3Central Statistical Office(CSO), Statistical Abstract. Addis Ababa, 1978, p. ' 108. 
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development are to be found in the character of both the export and 
import trade. 

Purpose and Importance of the Study 

Ethiopia, like any developing country ,4 bei~ committed to rapid 
econOOlic developnent has to have a. strategy of developnent in which the 
structure and growth of exports and imports play an important role . 'rhe 
export trade which provides the main source of foreim exchange for the 
importation of goods and capital eauipment largely determines the import 
capacity of the country. A developing country is to be characterized not 
only by a rising level of imports but also a continual change in the 
composition of its imports. A g;eneral picture of the changing composi­

tion of imports of a developing economy is manifested by a larger and 
grcwing share of i'llports of capital and intermediate goods in total imports. 

With the appearance of a deficit in the balance of trade, it becomes 
imperative to have some quantitative estimates of the structure of the 
foreign sector and the relationship between the foreign sector and Gross 
Domestic Product( GDP) . 'rhe main theme of this thpsis is to establish some 
association between Ethiopia's foreign trade(exports and imports) and GDP. 
Exports contribute to grcwth because they finance imports. 'rhe capacity 
to import can be attributed to movements in terms of trade, which for 

. primary producing countries(including Ethiopia.) have generally worsened 
and thus depressed the capacity to import . 'rhis calls for policies which 
aim at structuraJ. diversification of exports irL terms of products and markets 

4'rhe definition of developing countries in this study follows that used in UNCTAD. Review of International Trade and Develo ent, 1975 . Ethiopia is among the least developed countrles lower-lncome proup with'per capital Gross National Product(GNP) below $250 in 1973. 
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and improving world market terms of trade for Ethiopia ' s products. In 
this r ep.:ard, a brief lool{ at issues of economic cooper ation and integroation 
wil l be made with particular reference to the establishment of the recent 
Preferential 'frade Area(PTA) for Eastern and Southern African States. 5 
The study may lead to a better understanding of the development efforts 
and could help in the formulation of policies. It may also provide points 
of departure for further studies on related aspects of the problem. 

Research Methodol ogy 

Data Collection and Analysis 

A broader review of published sources will be made on all aspects 
of t he problem to be investigated. Where necessary various concerned 
individuals will be COD$ulted . 

Based on a priori theoretical knowledge and the nature of scatter 
diagram, linear regressiorsof GDP on exports and imports on GDP will 
be formulated. Regression and correlation coefficients will be 
computed . Such estimates will then be analyzed with due consider ati ons 
given to policy evaluations and t heir implications. 

Scope and Limitations 

The scope of the study is limi ted to the analysis 'of the rel ation-
ship between Ethiopia's foreign t r ade(expor ts and imports) and GDP. 
The sensitivity of the growth of the econaT~ to changes in exports 
and imports and the interrelationships between import saving and 

5Economic Commission for Africa (ECA), Revised Draft Treaty for the Establ ishment of the Preferential Trade Area for Eastern and Souther n African States. Kampala, Uganda, 28 May - 7 June 1980, p . 4. 
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export expansion will also be incorporated in the study. The period to be covered is 1970-1978. 6 

Even if GDP and GNP are accepted as reasonable indicators, in principle, of economic gr'owth, there remain considerable difficulties in practice in ~{ing reliable and consistent estimates of them. Such estimates imply accurate knowledge of economic activity in quantitative tenns in all sectors of an econany. Another measure-ment problem concerns the value of output of the non-monetary sector Errors in imputi~ such value could easily distort the recorded overall rate of growth of the econany. The difficulties of statistical measurement are increased when the estimates of GDP or GNP are converted from current to constant prices. The difficult ires are most acute in Less Developed Countries(LDCs) which generally have less adequate price information. Despite the limitations stated above, the paper attempts to analyze the association between foreign trade (exports and i~orts) and GDP ~nth allowance given to such limitations. 
A Review of Literature 

In this part , I would like to cite various works relatinr: to the problem. 
A number of studies have shown a stronr: relation between export expansion and the growth of GNP . It is fairly well established that countries carmot 

continue to grow rapidly by steadily reducing the share of imports in GNP and that expanding the share of imports and exports in GNP permits more 

6The years are chosen so as to cover both pre- and -post r evolution 

periods . 

. , 
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efficient allocation of resources and more rapid growth .7 In the journal 
of the Economic Record, Derek T. Healey c2lcul'tefl an association between the 
growth rates of GDP per capita and exports . He states ; 

"For Burma, Ceylon , Phillipines and Thailand the results show that a 1 percent rise in exports 
will be associated with 0.7 to 0.9 percent rise 
in GDP . For ~nlaysia, the elasticity is some ­
what greater - a 1 . 1 percent rise in GDP." 

In his book , Exports and Economic Growth of Developing Countries , 
Alfred ~izels showed that there was a positive correlation between the 
exports and GDP growth rates of some fifteen develop~ countries during 
1953-62. A linear regression of GDP growth rates on export ~wth rates 
for these countries yielded a regression coefficient of 0 .55. Furthermore,a 
linear rsgreSEicn ar GDP growth r ates on growth rates in the capacity to 
import (adjusted for capital inflow) showed a r egression coefficient of 
0.46. 

Richard Reimer8 in "Ethiopia ' s pattern of demand for imports" specified 
import demand function in the form : M = a + bY , where III is the value of 
imports and Y is Gross Domestic Product . Separat e equations were estimated 
for each of the five end-use import classifications - raw materials, semi-
finished manufactures, fuel , capital EOods , and consumer goods. The estimate 

7The World Bank, "The Changing Compositi on of Developing Country Exports.," World Bank Staff \>Iorking Paper No. 314, January , 1979. 
8He was a Research Associate at the Institute of Development Research (IDR) of the Haile Selassie I University (now Addis Ababa University). Presently, he is Professor of Economics, the Coll~e of Wooster, United States of America . 
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of the regression coefficient (b) is the marginal propensity to import in 
value terms. In other words , the estimate derived for the r egression co-
effi cient is the amount by which imports vary as income changes. The 
following table summarizes the findings : 

TABLE 1 

IMPORT DEMAND FUNCrIONS 

Constant Reg. Coefficient R2 

Raw materials 7.6333 0.0028 0.3148 
(1. 6341i) (2.1432) 

Semi-manufactured 
materials - 23 .5733 0.0248 0.9237 

(2.9106) (l0.9991i) 
Fuel 1. 4021 0.0083 0.7436 

(0 .2541) (5.3860) 
Capital goods 82.1937 0 .0178 0.2476 

(2.4163) (1. 8141) 

Consumer goods 28 .5479 0.0271 0 .8591 
(2.2896) (7.8099) 

Total imports 97.1526 0.0810 0.8179 
(2.2379) (6.7015) 

Source: Reimer, Richard ) "Ethiopia's pattern of demand for imports", 
Institute of Development Research,Haile Se1assie I University 
(now Addis Ababa University) , Addis Ababa. 
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? 0 The coeffici ent of determination (R~)' for semi-manufactured materials 
is quite high (0.924), indicati~ that changes in income explain virtually 
all the variation in imports of semi-manufactured materials. Similarly, 
for fuel. In developing countries imports of capital goods would ordinarly 
not be expected to be particularly responsive to changes in income and that 
is the case for Ethiopia as indicated in Table 1. One would expect other 
factors such as the scope of government development projects and the amount 
of foreign loans and trants, etc . , in addition to income to be important 
determinants of capital goods imports and this appears to be the case for 
Ethiopia. According to the results of the regression analysis, imports of 
consumer goods are fairly explained by the equation. 

Gerard J . Gill in "Readings on the Ethiopian Econany" sumnarizes the 
impact of the instability of export earnings as follows. He states: 

"The consequence of export fluctuations on the domestic economy focusses attention on the impact of such fluctuations on the macroeconomic variables - gross domestic expenditure, private consumption expenditure, investment expenditure and imports. ,. 

The r esults of regression equations and correlation coeffici ents for changes 
in government expenditure and changes in exports, changes in gross domestic 
fixed capital formati on(GDFCF) and changes in exports, and changes in imports 
and changes in exports are gi ven in table 2. 

9The coefficient of determination is t he proportion of total variation in the dependent variable(imports) that has been explained by the independent variabl e(GDP) • 



- 8 

TABLE 2 

Sur.Jl.'ARY OF' RESULTS OF REGRESSION 
OF GOVERNMENI' EXPENDITURE. GDFCF & IMPORTS ON EXPORTS . 

Changes i n Y Changes in X Regression of Y on X Corr. Coeff . 
Gov't experoiture exports 26.3487+0 .3975x 0.3358 

(0 .4985) 

GDFCF exports 19.3230+1 . ll3x 
(0.7088) 

0.6716 

Imports exports 13.7937+0.9473x 0.4495 
(0.9412) 

Source: Gill , Gerard J. ed . , Readings on the Ethiopian EconO!T\Y, 
Institute of Development Research, Faculty of Arts, 

Haile Selassie I University(now Addis Ababa University), 

Addis Ababa, Ethiopia , Nov. , 1974 . 



CHAPl'ER II 

THEORETICAL FRAJI1E)JORK 

Trade and Development 

The role of international trade in the development process is a subject 
of controversy, and is an important issue in the deabte between outward 
looking and inward-IookiDf, strategies of development. IO A tradi t i onal vi ew 
based on the classical economic theory and the experience of major industrial 
countries, is that international trade brings gains to a nation and that it 
can act as an important stiurnulus to growth. Sane observers, while not 
contradicting the view, have agreed that such gains are unlikely to be 
significant among LDCs, because they are less developed and lack the re-
sponsiveness to the ~zrket oppotunities and dynamic influences of inter-
national trade found in developed econanies. They point to the slow growth 
of export earnings from ~y primary commodities, and the difficulties of 
obtaining access to overseas markets for a more diversified range of export 
products. Such arguments do not apply to all LDCs. Nor do they sUf~est 
that developing countries should seek to reduce their invol vement in inter-
national trade in order to further development. They suggest that the choice 
between an inward- looving or outward-looking development strategy should 
depend on the market opportunities, production possibilities and prospects 
of the individual LDC. 

lOAS far as interne_tional trade is concerned, outward-looking strategy encourages free t r ade , while inward--looking strategy stresses self-reliance . 
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A more radical view suggests that international trade, or ~ore 

specifically trade between rich and poor countries, is actually harmfUl 

to LOGs' development prospects. The view is supported by arQllllents 

relatinr to the adverse social , economic and political repercussions on 

development which can result from poor countrys' general involvement in 

the international economic system. The conclusion dra~TI from these sorts 

of arvwnents is that development will be best furthered by a str ategy 

which increases the self-reliance of individual LOGs or groups of LOGs 

and reduce their economic links, including trade links, .. lith developed 

countries. \ve examine some of these arguments beginning with the 

conventional case for international trade . 

The Theory of Comparative Advantage and Its Critiques 

The principle of camp2rative advanta~e demonstrates that, given 

certain assumptions, trade leads to high real incomes in the trading 

countries. The assumptions on which the theory is built and from 

which the conclusion is reached include, inter alia, the following: 

perfect competition in both the product and factor markets, perfect 

mobility of factors within the country and immobility among natiomt, absence 

of externalities, unchanp;ing techniques and free trade from tariffs 

and other obstructions . If these conditions are met, it is possible 

for the two trading partners to achieve higher levels of production 

and consumption through more efficient r esource allocation. The 

mechanism can be summarized with t he following example. 

Assume two trading partners A and Beach producting two goods, 

X and Y, using only two factors of production, capital and labour. 
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The analytical tool used in this expostition is the transformation 
curve or the production possibility curve. It shows the largest 
possible size of the two goods X and Y together, that could be 
produced with the fixed factors of production, capital and l abour. 
The production possibility curve is concave is shape, showing the 
marginal opportunity cost of product transformation . In other words, 
t he shape of the transformation curve signifies that production is 
made under increasing cost conditions . The production of anyone 
of the two commodities can be expla~led only at the expense of 
contract~ the production of another . 

The community ' s demand or consumption pattern is usually r e­
pr esented by the community indifference curves. The consumption 
and production point is determined by a point of tanvency between the 
producti on possibility curve and the community indifference curve. 
The slope of t his tangent also determinee the domestic price or 
exchanp:e r atio between the two p:oods. Now, assume that the inter­
national price ra.tio .. or terms of trade , is anywhere between the two 
individual cOlmtrys' domestic pr ice ratios. The free trade argument, 
therefore , asser ts that if t he two countries are allowed to trade , 
both CClIl gain t hrough trade and specialization. Each country will 
tend to specialize and produce more of that commodity in which it has 
a comparative advant~e, i.e., the product which it can produce r e­
latively cheaper . The trading opportunities enable the two countries 
to export t heir surpluses to each other ~rith export of A being the 
import of B" and vice versa. In essence, trade produces two beneficial 
effects. The first is the consumption effect, which is shwon by t he 
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movement from a lo~~er to a higher indifference curve. The second is 
the production effect which results from specialization. The effect 
of specialization ca~ either make it possible for more commodities 
to be produced with the same amount of factors or same quantity 

produced with less factor input. 

In the literature relating to economic development, a variety of 
arf,UIDents have been advanced by the protectionist in support of the 
policies of protection and import substitution. Some of them argue 
that the traditional trade theory may not always provide the answer 
to the develop!rent problems of WCs . Most of the arguments seem to 
hinge around, and to question the practical applicability of free 
trade theories in WCs. The free trade theory is backed by sane 
unrealistic assumptions and strict conditi ons .Thich can hardly be 
!ret in LDCs . The doubts that the protectionists have about the 
practical reliance of the pure trade theory have induced them to 

recommend the import SUbstitution policies to the LDCs. 

The free trade supporters, on the other hand, think that policies 
of protection and import-substitution are but second-best policies. 
Most of the arguments for protecti on can be summarized under the 
following : 

a) Market imperfection arf,UIDents, 

b) The infant industry and external 
economies argument, and 

c) The secular - deterioration hJ~thesis. 
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a ) Market Imperfection Argument 

One of the asswnptions of the free-,trade model is that 

there are no market imperfections that will lead to the 

distortions of the price system . If this asswnption is true, 

it follows that all the resources will be optimally allocated. 

But if there is imperfection in the market , then allocation of 

r esources resulting from free trade may not l ead to the 

highest attainable l evel of real income . In this case, some 

economists recommend the use of some form of protection to 

offset the distortion. The major fear about reconrnerx:ling a 

policty of protection as means of offsetting domestic price 

distortion i s that an attempt to offset one form of distortion 

may bring the economy to another. 

b) Infant-Industry and External Economies Argument 

One of the arguments for protection and import SUbstitution 

is the infant industry argument . The infant industry argument 

was forwarded in the 1840s by the Gennan Econani1t am Politician 

Friedrick List. The core of the argument is that the young high 

cost industry should be protected duriD~ the early l earning 

period. The pr otection should be removed when the irx:lustry 

matures , achieves economies of scales and is able to compete 

in the world market. 

In r eality this argument is less convincing than it may 

at first sound. The fear is that such protecti on may pamper 

the industl"'j to such an extent that it may remain inefficient 
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for a lorlf' time. Another important argument here is that the fact that the infant industry incurs high initial total cost does not provide a valid reason for the state to step in to support it because naturally the industry will eventually grow up to maturity stage and the maximum profit earned here will be more than enough to pay for the industry's early costs. 11 

Very closely related to the infant industry argument is the case of external economies. It is assumed that the activities of individual industries may either directly or indirectly benefit other industries. There are many ways in which indirect benefits could come to other industries . One of the commonest ways in which external econanies can come is throu!'"h "job t r aining . " Sc:rne qualified workers previously trained by other employers can in the future be employed by other industries. Such an empl oyee can increase the income of the second industry through an increase in producti vity . The ul timate gainer, of course , is the nation whose GDP has increased. In the same way , cost reduction in other industries may result from external economies . It fo11O\'ls, therefore, from welfare considerations that a divergence between private benefits and social benefits has resulted. Sane form of protection or subsidy will be needed to compensate for this divergence. 

IlSee Gerald M. Meier, Internationa Trade and Development (1963) , p. 125. 
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c) Secular Deterioration Argument 

Another very important but controversial argument for 

protection and import substitution is the secular deterioration 
argument . Raul Prebish and a number of other prominant 

economists argue that l ess-developed primary producing countries 
have suffered a secular deterioration in their commodity terms 
of trade12 in relation to manufactured goods. Theoretically 

Prebish accepts international trade theory but asserts that 

the gains from trade are unequally distributed among partners. 
He argues that according to the classical economists' theory 
of the d~vision of labour, international trade should have led 
to an equal distribution of the gains from technical progress 
between the tradine partners by either price reduction or by 

an increase in income. This has not been the case becaue the 
developed countries whom he calls the "centre ," have kept all 
the benefits to themselves and the less-developed countries 

whom he calls the ' periphery" have transferred to them the 

.fruit of their own technical progress. 

Because of the power of the trade unions in the centre, any 

productivity increase was absorbed by wage increases and not 
shared with the customers in the form of price decreases. 

In the periphery countries, on the other hand, there is a 

l2'Derms of trade is defined as the ratio of a country 's average export price to its average import price . A country's terms of trade are said to improve when this ratio increases 8nd to worsen when it decreases. 
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general lack of trade unions and any tendency for a wage increase is destroyed by a population increase. The fruits of any t echnical progress are therefore transferred t o the customers of the primary products, the majority of whom are in the centre. !l"any economists do not agree with the secular deterioration theories of Prebish and his collaborators. The critics feel that the terms of trade may not have 
deteriorated for all products , and where the terms of trade are declining, it may not have come as a result of external causes. As Myint pointed out, most of the time it may have been caused by internal problems. l} 

A similar thesis to that of Prebish has been advanced by Arghiri ElTmanuel. 14 His argument proceeds as follows. In the course of transa~tion between nations, the LOGs exchange their output that r equires a relatively large amounts of 
l abour for its production for the o~tp~t of the developed countries that requires less labour for its production. Based on Marx ' s theory of value which states that the value of a commodity is determined by the amount of socially necessary labour used in its production , Emmanuel concludes 

:~8'ee H. fv\yint, The Economics of the Developing Countries, p. 28. 
. - to ~-,. -

. 

148 - . . 1 1 ha Y M ly R . 
ee Arghll'l Ammanue , Unegua Exc nge . New ork: onth eVlew 

Press , 1972. 

{ ' y 

j 

I 
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that t r ade between the developed and under-iieveloped 
countries diverges from such an exchange. His argument is , 
therefore , based on the difference in the remuneration to 
factors of production, especially wages which is the price 
of labour. In the less developed countries wages are low 
because of the r elative abundance of labour . The low prices 
of labour in the production of primary products which are 
labour·'intensive means lower costs of production and this 
results in low international"prices . In developed countries, 
however , as a result of historical development and union 
pressure, wages are high and this r esults in hig:b international 
price for comnexiities produced by them. This is a case of 
unequal exchange and as long as there is difference in wages, 
the LOes would keep on being exploited. Emmanuel suggests 
that for an individual LDC, a policy of seeking to reduce its 
t r ade by increasing its trade with other low-wage countries 
or increasing self-reliance , or both, is the only possible 
way of avoiding unequal exchange and r etaining the benefits 
of low-cost producti on. We now briefly look at Marxist 
critique of international trade theory. 

The marxist critique of internation trade theory is 
based on the exa~ination of the assumptions on which t he 
theory is constructed. We will look at some of the assumption 
and their criticisms. First, the assumption of perfect com­
petition is challenged on the basis that concentration of 
capital has given rise to the development of monopolies and 
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and ol~opolies. Monopolistic and oligopolistic market control 
of internationally traded commodities means that large 
individual corporations are able to manipulate world prices 
and supplies in their own private interests. Instead of 
competition, one finds joint producer activities and 
oligopolistic bargaining among giant buyers and sellers as 
the most perva1<ive price and quantity detenning force in 
international economic affairs. Second, the improvement in 
the l evel of technology has resulted in the development of 
increasing returns to scale which results from a change in 
the scale of production. Third " the mobility of factors 
of production , e1<pecially capital, is increasingly high. 
The direction and the magnitude of the flow of capital is 
determined by the rate of profit. As r!Jarx explains , capital 
withdraws fran spheres with l ow re.tes of profit and invades 
others which yield a higher rate. 15 

Socialist Forei~ Trade 

Foreign trade has brought socialist countries into closer economic 
cooperation and mutual assistance. The purpose is t o pave the way for 
the expansion of socailism, the growth of socialist industry and the 
improvement of the living standards of the working people . Foreign 
trade in socialist countries is characterized by systematic 
modification of the commodity structure of exports and imports in 

lSpor a mathSTatical relationship, see Befekadu Degefe, Some Theories of Development and Under-development . Institute of Development Research, Addis Ababa University, January, 1977. 

, 
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accordance with potentialities and needs among them. Exports are considered not as 2n end in themselves but as a means to finance the . 16 necessary lmPorts. 

The r apid and rati onal development of socialist foreign trade is the result of applying definite principles on planning. Planned development is the most characteristic featUre. Plans for exports and imports, an essential component of the national economic plans, are based on lo~-term trade agreements . In the preparation and implementation of exports and import plans, account is taken of the economic principles of socialism - the law of planned proportionate development. Commodity exchange between socialist countries develops in accordance with the demands of their planned economies and serve as an important means of coordinating their national economic plans. There are no risks of exchange fluctuations in the trade relations between socialist countries. The Council for Mutual Economic Assistance (CMFA) has a role in the orp:anization of economic co­operation. The rrajor function of CMEA is to bring about the co-operation of its members in the coordinated planning of their national economies, the coordination of the various plans, drawn up in the light of the actual characteristic of each country concerned , is designed to promote the r ational division of labour between socialist countries . 

16Franklyn D. Holzman. University Press, Cambridge , 
Foreign Trade Under Central Planning. 1974. Harvard 
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Trade in UX::s 

International trade has played a crucial role in the historical development of UX::s . Most UX::s depend on priwary exports for their foreign exchange earnings. In addition to their export dependence, many developing countries rely on the importation of r aw materials, machinery, capital goods, inte~Bdiate goods and consumer products both for industrial expansion and consumption. 
The distinction between devel oping and developed countries is not wholly synonymous with the distinction between primary producers and producers of manufactured goods. The fact remains that the export trade of developine countries is largely dominated by primary products while the share of manufactures is very small. This situation is illustrated in table 3. 
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TABLE 3 

COMI"DDITY COMPOSITION OF EXPORTS, 1971 (% ) 

Category 

PRIMARY COMMJDI'J'IT'"....3 

- food , food products and 
raw materials 

- fuels 

MANUFAC'I'URES 

- Chemicals 

- Engineering products 

- Manufactures(non-
metallic mineral and 
others) 

.. Unspecified 

'roI'AL 

UX::s 

39 

39 

2 

2 

17 

1 

Developed 
Countries 

18 

4 

9 

36 

31 

2 

Source: Todaro, Michael P. Econanics for a Developil1€" World . London: 

Longman Group Limited, 1977, p. 296 . 

Most statistical studies of world demand patterns demonstrate 
that the demand for foodstuffs and other consumer ~ood is generally 
much less responsive to income growth than the demand for industrial 
products. It has been estimated that a one percent increase in the 
developed country incomes will normally raise their import of food-
stuffs from UX::s by 0.6 percent. agricultural raw materials like 
rubber and vegetable oils by 0.5 percent, petroleum products and 
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other fuels by 2.4 percent and manufactures by about 1.9 percent. 17 Various explanations have been advanced for the relative worsening of the trade position of LOCs. Most of these arr:uments have been presented in the preceding discussion on international trade theory and 
. .. 18 Its crItIques. 

The 1970s have marked a turning point in the trade relations between the rich and the poor countries to bri~ about a more rational international divisi on of labour 2Jld to ensure a more equitable world economic order. There is thus a consensus ir. the developing world that a New International Economic Order (NIEO) needs to be established in which developing co~~tries can begin to reap the benefits of intern3tional trade which they have long been denied. Among LDCs' stated aims in the field of commodities are access to markets in developed countries, price stabilization and improvement in the terms of trade. 

It was largely the belief that the inability to import adequate quantities of industrial prodt;cts was frustrating t he attempts of LOCs to achieve an "adequate rate of growth that led to the establishment of 
.. UNCTAD. 

F ' ' ~ " 
In d~rnanding the reform of internation trading arr~rnents, the LOCs in UNCTAD are seekLDg price-support and price-stabili zation assistance . 

17 
lilichael P. Todaro. Economics for a Developing World. London : 

Longp.1CU1 Group Lirni ted, 1977 . 
18por detailed arguments against free- trade, see Gerald M. Meier , 

Leading Issues in Development Economics. New York: Oxford University 
Press, 1964. 
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A consensus of opinion is also growing that LDCs should begin to 

look both outward and inward - outward towards new forms of economic 

cooperation and integration and inward towards self-reliance through 

the economic use of their own resources of development. Several 

groups of countries, most with differences in the developnent level 

and sorre at roughly equal st~es of development have entered into 

arrangements to integrate their economies. While there are potential 
-

benefits to be derived from an economic union, especially in the 

long- run , the imnediate gains should not be over-estimated and due 

attention must be given to the possible undesirable consequences. 

We will deal with economic integration in the later chapter . .-



CMAFTERIII 

ETHIOPIA'S STRUCTURE OF FOREIGN TRADE 

Exports 

In this and the chapter that follow we attempt to carry the analysis 
a little more deeply into Ethiopia's foreign trade in the hope of dis­
covering relationships. The classic characteristic of the domination of 
agricultural primary products in the export structure of LDCs is no 
exception to Ethiopia. The main export items of apricultural origin 
comprise coffee, oilseeds, hides and skins , and pulses. The value of 
most of these ccmnodities are of varyi!1p". nature fr~ year to year . This 
situation is illustrated using table 4 and figures 1 and 2. 

Coffee 
Oilseeds 
Hides and 
skins 

Pulses 
Meat 
Fruts and 
vegetables 

Sugar 
Others 

Total 
Source: 

TABLE 4 
i 

VALUE OF MAJOR EXPORTS19 , 1970-78 
(IN MILLIONS OF BIRR) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 
181. 3 175. 2 182.5 189. 8 151. 9 152.7 324.6 519.3 502.3 
28.4 32 .1 48.7 52.0 95 .9 84.0 31.2 17.5 12.1 

24 .4 25.7 47.6 68 .6 117.1 
15.8 22 .2 26.2 77 .2 101 .9 
6.0 8.9 15.1 17.5 14 .6 

34.4 55.4 48.5 66.3 
64.9 55.9 43.4 17 .3 
7.1 6.8 4.5 0.7 

5.5 6.2 9.2 7.9 11. 8 7.6 7.7 7.6 3.3 
3.2 4.1 9.1 18.7 4. 5 9.5 17 .9 2.0 

40 .5 39.6 45.8 71 .5 128.6 137.7 81.0 46.0 31 .4 
305 .8 314.1 384.2 503.2 556 .2 497.8 580.~ 689.0 633.6 

National Bar~ of Ethiopia (NBE) , Annual Reports of 1972-78, Addis 
Ababa , Ethiopia. 

Data not available . ---
19Exports are based on free on board(f.o.b)valuation. 
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IVDVEMENI'S OF VALUES OF SOME EXPOill' 
COMMODI TIES OF ETHIOPIA , 1970-78 

FIGURE 1 : Cof fee 
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FIGURE 2: OIISEEDS, HIDE') AND SKINS AND PUlSES 
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These trends are mainly determined by the fluctuations in volume and 

prices. Special mention should be made on coffee export earnings in 1977 

and 1978(see table 4) . The value of coffee exports in 1977 increased by 

Birr 194.7 million or about 60.0 percent over the level in 1976. The rise 

in the value of coffee was reflection of relatively high world prices for 

the commodity owing to reduced shipment for major coffee producing 

countries. Adverse weather conditions and political problems combined to 

create a world shortage of the commodity. An additional factor for the 

rise in international coffee prices was speculation involving mainly the 

holding of above-average stocks in expectation of rising prices. The 

value of coffee export, inspite of volume increase (table 5), declined 

from Birr 519 . 3 million in 1977 to Birr 502.3 million in 1978. This was 

mainly due to the price decline of coffee in the world market. The 

increase in the volume of coffee was attributed both to i~roved trans-

portation and government's efforts to increase its production. 

In recent years, there has been considerable discussion of the problem 

posed by fluctuations in export earnings and the impact of these fluctuation~ 

on primary- producing countries. The factors for the fluctuations in export 

earnings from primary commodities are identified with low income elasticity 

of demand and the supply conditions. Table 5 shows the varying nature of 

the quantities of Ethiopia's major exports during the period 1970-78. 

",. ~. tr.- P.B;~ 

( " ,' . u,~t' '''fJ ' \ 

,: -~. ----
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TABLE 5 

QUANI'ITIFS OF fv1AJOR EXPORTS, 1970-78 
(IN l'IErEFIC TONS) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 70,860 80,803 82 ,522 76,082 55 ,666 57,780 68,002 48,215 66,325 56,314 63 , 336 88,436 96,659 Il3,280 79 ,351 32,12021,624 13,835 
10 ,61111 10.859 16,303 13,984 99 ,773 6.835 9,219 11,333 8,226 51.109 64 ,105 77,652~1,581~7 , 160 98 ,84790,91185,54123,745 5,046 6,432 10,027 11,364 8,975 3,197 2,928 2,058 339 

vegetables 17,678 18, 465 27,013 23,175 31,018 26,206 21,04114,978 4,516 Sugar 12,275 )4 , 307 20,5i9 32,407 10,500 6,431 41,211 3,500 
Source: NBE, Annual Reports of 1972-78, Addis Ababa, Ethiopia ____ Data not available. 

The slow growth of demand has been attributed partly to the improvement of technolof1Y, which has reduced the requirement of raw material inputs and partly due to the development of synthetic sUbstitutes for some primary commodi tes . 20 The argument for the supply conditions is that the fluctuations in supply reflect unstable volume of exports because of the influences of natural exogeneous factors such as the weather and insect pests that adversely affect production of export commodities. 

20Association of African Central Banks, African Centre for Monetary 
Studies . Balance of Payments Problems of African Countries and their 
Effects on the DevelOpment Objectives. Dakex, August 1979. 
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The structure of Ethiopia ' s exports shows that no significant change 
has t aken pl ace in t he composition of exports and the hea~l reliance on 
coffee has not been reduced. The dominant position of coffee is demonstrated 
in table 6 whi ch shows percentage contribution of major exports to total 
export earnings. 

TABLE 6 

ETHIOPIA'S MAJOR EXPORTS ~970-7 8 
(PERCENTAGE OF TOTAL VALUE OF EXPORTS) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 
Coffee 59.3 55 .8 47.5 37.7 27.3 30.7 55.9 75 . 4 79.3 
Oil seeds 9.3 10.2 12.7 10.3 17.2 16.9 5.4 2.5 1.9 
Hides & 

skins 8.0 8.2 12 . 4 13.6 8.5 6.9 9.5 7.0 10.5 
Pulses 5.2 7.1 6.8 15 .3 18 .3 13.0 9.6 6.3 2.7 
Meat 2.0 2.8 3.9 3.5 2.6 1.4 1.2 0.7 0.1 
Fruits & 
vegetabl es 1.8 2.0 2.4 1.6 2.1 1.5 1.3 1.1 0.5 

Sugar 1.1 1.3 2.4 3.7 0.8 1.9 3.1 0 .3 
Other s 13.2 12.6 11. 9 14.3 23.1 27.7 14.0 6.7 5.0 

Tot al 100.0 100 .0 100.0 100 .0 100.0 100 .0 100.0 100 .0 100 .0 

Source: Computed from data jn table 4. 

The proportion of total exports represented by coffee averaged about 52 
percent over t he period 1970-78. Oilseeds have contr ibuted between 2 and 17 
percent of total exports, the average for the period having been 10 percent . 
The significant decline in the contribution of earnings from oilseeds for the 
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6 8 · .. . 21 d 't years 197 -7 lS assoclated wlth reduced productlon ue to securl y 

problems, increased domestic consumption and low international prices for 

the commodity. Exports of hides and skina and pulses have both averaged 

9 percent of total exports in the period under review. Higher domestic 

consumption and a decline in the production of pulses were responsible 

for the reduced earnings from the comnodity for the years 1976-78. The 

remaining minor exports of primary conrnodities have been of little relative 

:importance. 

An analysis of the direction of exports 22 by country indicates that 

the United St?te1 Jf America has been the major market 

exports, lar~l~ coffee. Exports to the United States 

for Ethiopia 's 

fluctuated between 

19 and 49 percent during the period 1970-78 averaging about 32 percent of 

the total value of exports . The dependence on the United States as an 

outlet for Ethiopia I s exports has been reduced , the share being declined 

from 49 percent in 1970 to 31 percent in 1978. 'l'he significant decline 

in the share of Ethiopia's exports to the United States for the years 1974 

and 1975 is mainly due to the political situation and the consequent 

expansion of exports to other trading partners like West Germany, Japan 

and Saudi Arabia .23 The following table demonstrates Ethiopia's exports 

by major destinations as percentages of total value of exports. 

21See table 5. 

22For the details of export commodities by country, See CSO,Statistical 
Abstract , various issues. 

23 
See NEE , TWelfth Annual Report, 1976 , Annex table 16. 
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TABLE 7 

EXPORTS BY MAJOR DESTINATIONS~ 1970"78 
(AS PERCENTAGE OF' TOTAL VALUE OF EXPORTS) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 U.S.A 48.7 43.9 35 .6 29.9 19.5 18.7 32 .6 25 .8 31.0 W. Germany 7. 3 7.9 7. 3 8.7 11.4 11.5 6.0 8.6 11 .8 Saudi Arabia 5. 5 6.4 5.9 6. 2 8.9 12. 7.4 8.6 11.2 Japan 5.4 6.0 7.0 5.5 9.1 8.1 6.9 7.0 5.8 Dj i bouti 5.1 6.3 5.9 7.3 6.9 10.7 8.5 4.8 1.3 Italy 6.2 5.3 8.3 7.8 6.7 4.2 6.9 4.8 5.9 Others 21. 8 24.3 30.1 34.5 37.5 34.0 31.6 40.4 33.0 Total 100.0 100.0 100.0 100 .0 100.0 100.0 100.0 100 .0 100.0 
Source: Computed from data in Annual Reports of ~~E, 1972-78, Addis Ababa , Ethiopia. 

West Germay and Saudi Arabia occupy the next positions for Ethiopia's exports. West Germany I s share in total exports, mainly cof fee and vegetabl es, increased from 7 percent in 1970 to about 12 percent in 1978, the average being about 9 per cent for the period 1970"78. Expor t s to Saudi Arabia, which lar~ly consist of coffee, averaged 8 percent of total exports during t he peri od under review . The share of Ethiopia I s expor ts to Japan, fluctuated between 5 and 9 percent of total exports . Japan occupi ed the fourt h positi on, t he main export comnodities to the country beine cof fee and oilseeds. Djibouti and Italy both averaged about 6 per cent of total exports for t he period . Exports to Djibouti largely consi sted of vegetabl es, while exports to Ital y were dominated by coffee and hides and skins . Among other countries of destination, which constituted smaller shares of total exports, are France , Netherlands and the United KinfCl.an . 
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Imports 

In considering the structure and magnitude of imports, the level of 
economic development of the country in question has to be examined. Thus, 
during the early stages of development, imports of most LDCs are small 
and concentrated ; while as development proceeds, imports increase in 
magnitude and will be more diversified due to a hi~er requirement of 
importation of development goods. A general picture of the changing 
composition of imports of a developing economy is thus manifested by a 
larger and V"owing share of imports of capital goods and intermediate 
goods in total imports. The changes in the structure of imports are 
affected not only by the process of industrialization but also by the 
country's policy of restriction and control. Arguments for restrictions 
on the r;rowing import demand stem mainly from two sources: to protect 
infant industries and to discourage inessential imports. Let us look at 

Ji'. each of these arguments. 

First, development creates a growing demand for imports of machinery, 
raw materials and semi -finished goods. A part of these imports has to be 
supplied from domestic production. Thus the development of domestic 
industries to reduce potential demand for imports is facilitated by the 
infant industries protection policy which is to be applied until these 
industries reach the level of maturity. Nevertheless, attempt at import 
SUbstitution requires long-term planninf, and proper administration because 
,,!hat needs to be minimized is the level of imports over time and not just 
innEdiately.24 Another argument for restriction of imports arises~am 

J 24, . . Ec " . LG. Patel, 'Trade and Payment Pohcy for a Developlng onomy, ill International Trade Theory in a Developing World, ed . Roy P,arrod and Douglas Hague, New York, 1965. 
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the developing country's desire to encourage the importat.ion of items 
necessary for development and to keep a~my inessential ones. It is well 
established that there is a close link between the rate of economic 
growth and the available supply of investment goods. 'rhus , a policy of 
import restriction was used to curtail the demand for luxury imports so 
as to allow for a larger import of capital goods and semi-finished 
;;l3.terials that are essential for development. 

Data on the end-use classification of Ethiopia's imports25 indicate 
that there has not been much chanve in the composition of imports during 
the period 1970-78. Consumer goods(durable and non-durable) and capital 
goods have a larger percentage share in the total value of imports, 
averaging about 32 and 31 percent , respectively, for the period under 
reviel<'. Improved personal consumption and the growing requirements of 
development projects have contributed to the larger share of imports of 
consumer and capital goods. TablES 8 and 9 demonstrate values of imports 
by end-use and as percentage of total. 

25Imports are based on cost, insurance and freight (c.i.f.) valuation. 
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TABLE 8 

VALUE OF It-1PORTS BY END--USE, 1970-78 (IN MILLIONS OF BIRR) 

1970 1971 1972 1973 197}j 1975 1976 1977 1978 14.3 19 .7 19.0 20.9 26 .8 31.9 24.2 28.7 40.8 84.3 88.8 72 .1 96.4 132.3 141. 8 132.5 117.8 173 .4 
33.7 44.3 36.2 42 .0 97.5 107.0 111.1 128.3 145. 3 

Capital goods 142_ 3 159.9 167.5 135.2 151.0153.8 217.7 225.2 360.7 
Consumer goods 152 .3 152.6 137.7 150.0174.0174.9 242 .2 271 .7 345 .0 
Miscellaneous 2.0 4.2 3.1 3.7 4.11 3.7 1.2 41.1 15.6 

Total 429.1 469 .5 435.6 448 .2 586.0613.1736.6 810.9D80 .8 Source: Central Statistical Office , StatistiCal Abstracts of 1972-78, Addis Ababa , Ethiopia. 

TABLE 9 

VALUES OF IMPORTS BY END--USEz 1970-78 (PERCENrAGE OF TCYI'AL VALUE OF' IMPORTS) 
1970 1971 1972 1973 1974 1975 1976 1977 

Raw materials 3.3 4.2 4.4 4.7 4.6 5. 2 3.3 3.5 
semi-finished products 19 .6 18 _9 16.6 21.5 22.6 23 .1 18 .0 14 .5 

Fuel 
7.9 9.4 8.3 9.4 16 .6 17.5 15 .1 15.8 

Capital goods 33.2 34.1 38.5 30.2 25 .8 25 .1 29.6 27.8 
Consumer p:oods 35.5 32.5 31.6 33.5 29 .7 28.5 32 .9 33.5 
Miscellaneous 0.5 0.9 0.7 0.8 0.8 0.6 1.2 5.1 

1978 
3.8 

16.0 
13.4 
33.4 
31.9 
1.4 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100 .0 100.0 100.0 Source: Computed from data in table 8. 
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Semi-finished products and fuel represented about 19 and 13 percent, r espectively reflecting increased industrial processing utilizing availabl e capacity and increase in prices. The proportion of raw materials imports to total imports accounted for a smaller share owing to the combined ff f . . . 26 d ' 1 l' 
e ect 0 lmport r estrlctlon an lmproVed ocal supp les. Imports of raw materials fluctuated between 3 and 5 percent , averaging about ~ percent of total imports . 

As far as the geographical distribution27 of imports is concerned, the share of the United States has been less important than the case of exports as shown in table 10. 

TABLE 10 

VALill' OF IMPORTS BY JV1AJOR COlllTRIES OF ORIGIN I 1970-78 (AS PERCENl'AGE OF 'IOTAL VALUE OF IMPORTS) 
1970 1971 1972 1973 19711 1975 1976 1977 1978 Japan 1~.8 1~ .7 15 .2 13 .5 12.6 12. 4 12. ~ 15 .9 15.0 Italy 16.9 16.1 16 . ~ 1~.9 15.0 11. 3 8.8 10 .0 13.0 W. Gerrmny 13.7 11.1 10.7 11.6 11.8 10 .3 8.8 8.1 12 .1 U.S .A 8.5 9.2 9.2 8.5 5.5 7.7 1O.~ 9.1 5.2 U.K . 7.5 9.~ 9.5 9.3 7.6 8.0 6.4 5.8 7.9 others 38 .6 39 .4 39.1 ~2.2 47.5 50.~ 53.3 51. 2 ~6 .9 Total 100.0 100.0 100.0 100.0 100 .0 100.0 100.0 100.0 100.0 

Source: Computed from data in Annual Reports of NBE ,1972-78 , Addis Ababa, Ethiopia. 

26see NBE(Exchange Control), Notice to Importers-List of Goods for 
which Foreign Exchange will not be Provided , July 21, 1978 . 27For the details of imported commodities by country of origi n, see 
CSO, Statistical Abstract , Various issues. 
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Japan and Italy both averaging about l~ percent of total imports have 
been the !THin sources of Ethiopia's imports during 1970'-78. The major 
imports from Japan included road motor vehicles and parts and rubber 
articles; while those from Italy were lareely road motor vehicles and 

parts . West Germany occupied the third position as supplier of imports 
which mainly consisted of road motor vehicles and parts and machines for 
industries. Imports from Vlest Germany fluctuated between 8 and l~ per-
cent, the average being 11 percent of total imports. The United States 
of America and the United Kingdom both represented an average of about 8 
percent of total imports during the period under review. Road motor 
vehicles and parts and machines for industries dominated imports from 
these countries. The remeining countries of origin for Ethiopia's imports 
include Saudi Arabia and Iran(largely petroleum and products), and France 
and Netherlands(mainly road motor vehicles and machines for industries). 

Visible Trade Balance 

Economic development creates a growing demand for imports, which in 
most developing countries, are very large to be met by the export sector. 
The situation is further aggravated because of the fact that developing 
c~tries e~ort pr~ for which world demand has been 
less favourable relative to manufactured goods. Thus, the growth rate of 
these countries is retarded by the bottleneck arisLng from the lag between 
an insufficient capacity t o import , which is limited by inelastic commodity 
pattern of expepts. The export-based capacity to import should be dis-
tinguished , of course, from the total capacity to import, which depends 
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not only on exports but also capital inflow and other invsible ex­
. t 28 change recelp s. 

The balance of trade records the balance of the value of goods 
exported and the value of goods imported. If the value of goods 
exported exceeds the value of goods imported , it is termed as a 

favourable 

Ethiopia's 

balance, otherwise it is unfavourable. Although both I 
exports and imports have been increasing in absolute terms, 

the rate of growth of imports have been greater than that of exports. 
As a consequence, trade balance based on ~e~on board(f.o.b) valuation 
for exports and cost insurance and frei~ht (c . i.f) valuation for imports 
has been unfavourable during 1970-78 with the exception of the year 1973 .. - -
as shown in table 11. 

Exports 
(f.o.b) 
Imports 
(c.i.f) 

Trade 

1970 

305.8 

429.1 

TABLE 11 

TRADE BAlJ~CEI 1970- 78 
(IN MILLIONS OF BIRR) 

1971 1972 1973 1974 

314.1 384 .2 503.2 556.2 

469.5 435.6 4/18.2 586.0 

1975 1976 1977 1978 

497.8 580.6 689.0 633 .6 

613.1 736.6 810.9 1080.8 

balance -123.3 -155 .4 -51.4 55.0 '· 29 .8 -115.3 -156.0 -121.9 -447 .2 ,,0 
) 

Source : Computed from data in tables 4 and 8. 

~er, G.M. International Trade ar~ Economic York: Harper and Row, 1963, p. 42. 
Developnent. New 
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The year 1973 was marked by an exceptionally high increase in world trade expansion estimated to have been 36 percent in value and 12 percent in real terms over the level in 1972. 29 Exports increased from Eth.Birr 384.2 million in 1972 to Eth.Birr 503 .2 million in 1973 (see table 4) , which was an increase of about 31 percent . Imports, on the other hand rose sluggishly from Eth.Birr 435 .6 million in 1972 to Eth.Birr 448 .2 million in 1973 (see table 8), which was about a 3 percent increase . The country therefore registered a surplus of Eth.Birr 55 .0 million in 1973. Coffee < the most important export item, registered a rise in foreign earnings of Eth.Birr 7.3 million or 4 percent from Eth.Birr 182.5 million in 1972 to Eth.Birr 189.8 million in 1973. World coffee prices remained high throughout 1973 as a result of world supply shortages and low stocks brought about by the severe frost in B~l in July 1972. 
The trends in the geographical distribution of exports and imports illustrate the problem of disequilibri~1 in Ethiopia's trade with most of her trading partners. This situation can be demonstrated in table 12 which shows Ethiopia's trade balances with major trading partners . 

29 See NBE, Tenth Annual Report , 1973, p. 18. 

'. 
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TABLE 12 

TRADE BALANCES \>1I'lli MAJOR TRillING PARTNERS 

(IN MILLIONS OF BIRR) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 
U.S.A 112.5 94.5 96 .9 112.5 75.9 45.8 113.1 104.0 140 .6 
Djibouti 14 . 6 19.2 22.1 35.8 37.4 52.6 48.0 31. 7 5.7 
Saudi Arabia 18 .0 22 .1 30 .5 20.0 -13.4 -51.7 -27.5 69.0 
W. Germnny -36.6 -27.1 ·'18. 2 - 8.1 '-5. 2 -6. 1 -29.8 ··6.1 -55.5 
U.Kingdom -26.2 - 37 .1 - 30.4 ·'26 .6 -26 .4 - 35. 2 -29.1 -29.1 -71.0 
Italy - 53.6 -59.2 -39.4 -27.6 -51.0 - 48.2 -24.5 -47.9 -103.2 
Japan -117.0 ·'50.5 - 42.4 - 32.5 ··23.2 · 35.5 -51. 1 -80.7 -125 .5 

Source: NBE , Annual Reports, Various issues. 
Data not available. ---

As shown in the t able, Ethiopia has alw~ys had a favourable trade 
balance with the United States and Djibouti, to which most of its exports 
of coffee and vegetables, re~pectively , have been directed. Saudi Arabia 
maintained favourable balances during the period 1971-74 and in 1978 , while 
the balances for the years 1975- 77 were unfavourable . Trade balances with 
the remaining major trading partners have consistently registered deficits 
during the period 1970-78. 



CHAPI'ER rv 

E1TIIOPIA'S GROSS DOMESTIC PRODUCT 

The present chapter is a discussion on Ethiopia's Gross Domestic 

Product (GDP) followed by the establishment of an association between GDP 

and exports and GDP and :imports. The relationship will then be analyzed 

and interpreted with due considerations given to policy evaluations and 

their implications. 

The reference period for the government budget and r,overnmental plan 

in general is the Ethiopian Fiscal Year(E.F.Y) in order to facilitate the 

monitoring and evaluation of plan implementation. Thus , national accounts 

data have been compiled in the E.F.Y. According to the av~ilable data,30 

GDP by sector at constant 1960/61'prices is classified into agricul tural 

sector, other commodity sectors , distribution services, and other services. 

Agricultural sector includes forestry, hunting and fishing. other corrrnodity 

sectors comprise mining and quarrying, manufacturing , handicraft and small 

scale industry, building and construction, and electricity and water. 

Distribution servi ces are, wholesale and retail trade, and transport 

and corrrnunication. other services include banking, insurance, public 

administration and defense . educational services, medical and health 

services and other domestic services . Tables 13 and 14 show GDP by 

sector at constant 1960/61 prices and the relative contribution of different 

sectors to GDP , respectively, during the years 1970/71-'1978/79. GDP at 

30See NBE, Annual Report , Various Issues. 
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constant1960/61 prices l.ave been considered to take an account of the 

inflationary situation which could lead to overstim~tion of the values. 

TABLE 13 

GDP BY SECTOR AT CONSTANT 1960/61 
FAC'IOR COST(E .F.Y. 1953), 1970171"1978179 

(IN MIIjGIONS OF BIRR) 

1970/71 71/72 72/73 73/74 74/75 75/76 76/77 77/78 78/79 

Agricultural 1870.3 1936.8 1950.8 1940.1 1902.6 1953.7 1952.8 1922.2 1968.4 
sector 

Other commodity 593.8 620.6 637.2 633.7 624.3 597.7 605.5 583.1 653.0 
sectors 

Distribution 527.1 560.7 585.5 612 .7 611.6 647.5 624.6 569.3 638.0 
services 

Other 
services 614.9 659.7 706.1 749.5 801.0 832.5 872.4 931i.7 958 .1 

GDP at 

constant 

Factor cost 3606.13777.8 3879.6 3936 .0 3939.5 4031.4 4055.3 4009.3 4217.5 

Source: tJl3E , Annual Reports of 1977-79 , Addis Ababa, Ethiopia . 

TABLE 14 

CONTRIBUTION OF ~'lAJOR SECTORS TO GDP 1 1970171-197fl179 
(PERCENTAGE OF GDP) 

1970/71 71172 72173 73174 74175 75176 76177 77/78 78179 

Agricultural 51.9 51. 3 50.3 49 .3 48.3 48.5 48.2 48.0 46.7 
sector 

Other corrrnodi ty 16.5 16.4 16.4 16.1 15.8 14.8 14.9 14.5 15.5 
sectors 

Distribution 
services 14 .6 14.8 15.1 15.6 15.5 16.1 15.4 14.2 15.1 

Other services 17.1 17 .5 18.2 19.0 20.3 20.7 21.5 23 .3 22 .7 
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: Computed from data in table 13. 
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As seen from table 111, the lTKlst important sector is asrriculture, which during the period 1970/71-1978/79 accounted on the average for about 49 percent of GDP. The agricultural sector fluctuated between 52 percent in 1970171 and 117 percent in 1978179 owing mainly to variations in climatic conditions. other commodity sectors represented on the average about 16 percent of GDP during the period under review. Distribution services averaged about 15 percent of GDP. Other services such as bankiTlf, insurance ,education, medical and health contributed the remaining balance to GDP. 
According to the available statistics , the annual rate of grown of GDP in constant 1960/61 prices has fluctuated between 4.7 percent in 1970/71 and 5.2 percent in 1978/79, averaging about 2.3 percent over the nine years period. Table 15 illustrates the situation. 

TABLE 15 

ORIGIN AND GROWTH OF GDP l 1970171-1978179 
(IN PERCEllII') 

1970/71 71/72 72/73 73/74 74175 75176 76/77 17178 78179 Agricultural 2.0 3.6 0.7 -0.5 -1.9 2.7 -0.04 -1.6 2.4 
sector 

other commodityl0. 0 4.5 2.6 -0.5 1.5 -4.3 1.3 3.7 12.0 
sectors 

Distribution 8.4 6. 4 4.1l 4.6 -0 . 2 5.9 - 3.5 -8 .9 12.1 
services 

other services 5.2 7.3 7.0 6.1 6.9 3.9 4.8 7.1 2.5 GDP at consta11t 
factor cost 11 . 7 4. 8 2.7 1.5 0 .1 2. 3 0.6 ::'.1 5.2 Source: . Computed from data in table 13 . 
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The fluctuation in GDP WElY be explained by the fact that the economY is 
basically agricultural and variations in weather have a big impact on the 
economY. The growth in GDP was thus adversely affected by the performance 
of the agricultural sector, where the annual rate of vrowth averaged about 
0.8 percent. The average annual srowth rates for other commodity sectors , 
distribution services , and other services are , respectively 3.4 , 3.2 and 5.6 
percent.· 

Gross Domestic Product and Exports 

In chapter three we have attempted to look at Ethiopia's structure of 
foreign trade - exports, imports and the balance of trade. It is generally 
accepted from the analysis that earnings from primary products fluctuate 
from year to year owinf to low income elasticity of demand and the supply 
conditions of these commodities. The fluctuat ions will tend to have internal 
repercussions. The arpument is that national product is ~enerated lar~ely 
in agriculture and ancilarr activities while industry is winute and ele~~ntary 
with the corollary that manufactures of capital equipment must be imported 
from aborad and paid for mainly by exports. This study is an attempt to 
establish an association between Ethiopia's GDP and exports, analyze and 

interpret the r esults. 

Similar studies have been made for some developinv countries. In the 
journal of the Economic Record, Derek T. Healey calculated an association 
between the growth rates of GDP per capita and exports . He states : "for 
Burma, Ceylon , Philippines and Thailand the. results show that a 1 percent 
rise in exports will be associated with 0 .7 to 0 .9 percent rise in GDP. 
For Malaysia, the elasti city is some what greater .. a 1.1 percent rise in 
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GDP . ,; In his book, Exports and Economic Growth of Developing Countries, 

Alfred Maizels showed that there was a positive correlation between the 

exports and GDP growth rates of some fifteen developing countries during 

1953-62. A linear regression of GDP growth rates on export growth rates 

for these countries yielded a rer-ression coefficient of 0 .55 .31 A similar 

work has been done by Alasdain I. Macbean,32 who established an associat ion 

between Ur:anda' s exports and GDP. It was found out that the annual per-

centage changes in export proceeds and domestic product for 1950-60 are 

highly corr el ated (r = 0.95). 

The present study is therefore an attempt to fill-in the gap by 

establishing some association between GDP andexports for Ethiopia. 

The GDP values that have been considered in the relationship are in 

current prices so that they correspond to export prices of the same 

valuation. The following table provides GDP and export values upon 

which the relationship is based. 

TABLE 16 

GDP A}ID EXPORTS AT CURRENT PRICES 1970/71-1978/79 
(IN MILLIONS OF BIRR) 

1970/71 71172 72173 73174 74175 75/76 76177 77178 

GDP 4408.9 4416.6 4629.2 5140 .8 5103.2 5~30.0 6146 .3 6487 .0 
Exports 305.8 314.1 384.2 503.2 556.2 1197.8 580.6 689.0 

Source: NEE , Annual Report, Various issues. 

CSO, Statistical Abstract; Various issues. 

78179 

7086.5 

633.6 

31Alfred Maizels, F0Ports and Economic Growi;h of Developinr: Countries. 
Cambridr:e University Press, 1971, pp. 43-45 

32Alasdain I . Macbean. Export Instabilit~ and Economic Development. 
Harvard University Press, C~bridr:e 1966, p. I 3. 
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Description of the Model and Analysis 

Based on a priori reasoning, nature of scatter diagram, and 
published results of others , a linear regression of GDP on exports 
is formulated. This takes the form ' 

~ = a + bXt , where 

Q = GDP, and 

x = Exports. 

The regression equation resulted : 

Q = 2307 .6628+6.3120X R2 = 0.8136 (1.1420) 

According to the results of regression analysis GDP and exports 
are hi~ly correlated (r = 0.9020) . The coeffi cient of determination 
(H2) is quite high (0.8136), indicating that about 81 percent of the 
variation in GDP is explained by variation in exports. The estimate 
of the regressi on coefficient (b) is the amount by which GDP varies 
as exports change. Over the period, the results show t hat a 1 birr 
increase in the value of exports is associated with about 6 birr 
increase in GDP. It has to be noted , however, that the causal effect 
of exports is only one element in the process . There are government 
policy instruments and other non-economic variables that could 
influence the relationship. The parenthetical figure is the standard 
error for the regression coefficient. The regression coeffici ent is 
highly significant at the 0.01 level. 

i 
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Gross Domestic Product and Imports 

The foregoing trends in exports naturally entail changes of similar 
i ntensity in the quantum and value of imports. It must be noted, however, 
that other factors will also affect imports. Richard Reimer33 in "Ethiopia's 
pattern of demand for imports" specified import demand function in the form: 
M = a+bY, where N is the value of imports and Y is GDP . Separate equations 
were estimated for each of the five end-use import cl assifications - raw 
materials , semi- finished manufactures, fuel , capital r-oods, and consumer 
goods. The results showed that the coeffici ent of determination (R2 )34 
for semi-finished manufactures (0 .9237 ) , fuel (0.7436) and consuner goods 
(0.8591) was quite high, i ndicating that changes in income explain most 
of the vari ations in imports of these coomodities. Imports of raw materials 
and capital goods, however, shmled coefficients of determination of 0.3148 
and 0. 2476, respectively. The relatively low response of imPorts of raw 
materials and capital goods to changes in income indicates the influence 
of other factors such as the scope of devel opment projects,amount of foreign 
loans and grants, and other non-economic variables that operate through 
government instrumental policies. 

This part of the work , on Ethiopia' s GDP and imports, is similar to 
t he study done by Richard Reimer . But, instead of estiwating separate 
equations for each of the five end-use classificati ons of imports as in 
the case of Reimer , the analysis is based on a linear regression of total 

33See footnote 8 . 

34See footnote 9. 



·- 11 6 -

imports on GDP . Import and GDP values for the regression eauation are 
obtained. respectively, from tables 8 and 16. 

Description of the Model and Analysis 

. This is based on a linear regression of the 

1>'t = 8.l +bl Zt > where 

M = Imports, and 

Z = GDP. 

The results obtained are as follows ! 

= -573 .79196+0. 2201Z 
(0.0255) 

form: 

The coefficient of correlation is quite high (r = 0.9561), 
indicating: a strong association between imports and GDP. The co­
efficient of determination (R2 = 0.9142) shows that about 91 per-
cent of the variation in imports is explained by changes in GDP . 
It has to be noted that the relatiorship we have already 
established between GDP and exports could have an effect on the 
association between imports and GDP. The r egt"ession coefficient 
(bl = 0.2201) is highly significant at the 0.01 level. Standard 
error of estimate of the regression coefficient is ~nclosed in 
parenthesis. 



CHAPl'ER V 

POLICY ISSUES 

In the foregoing, we have attempted to look at LDCs' structure of 
foreign trade in general and of Ethiopia in particular in view of 
establishing relationships. The purpose of the present study is to 
explore some of the ingredients of policy issues as important factors 
affecting foreign trade . An analysis of such effects will enable us to 
make an overall assessment and implications on economic development. 

A convenient way to approach the complex issue of appropriate trade 
policies is to set the specific policies in the content of a broader LDC 
strategy of looking outward or looking inward. Outward-lookin« policies 
encourage free movement of capita], ~Jorkers, and enterprises a welcome to 
the multi-national corporations and an open system of communications. 35 

Inward-looking policies are those that stress economic self-reliance 
including the development of indigenous technologies appropriate to a 
country's resources endowment. Based on outward and inward-looking 
policies for development, we will now examine the specific trade strategies 
that fall under these two broad approaches. Among the specific trade 
strategies that have been considered in this study are structural 
diversification and economi c integration. 

35por a detailed discussion on these issues, see Streeten, Paul. ed. Trade Strategies for DevelOpment . Macmillan, 1973, pp. 1-10 . 

• 
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Structural Diversification 

The majority of LDCs are still heavily dependent on one or two principal commodities in their export trade , and relatively few countries have yet achieved any subetantial progress in the diversification of their export structures . The narrow commodity specialization, for which the world market is sluggish, affects LDC ' s development unless appropriate remedial policy changes are made. Primary export promotion36 
has long been considered as a major ingredient in long-run development strategy of these countries. But , despite the efforts made to promote primary exports, experience has shown l?-rge fluctuations in earnings from the commodities . The factors that work against the rapid expansion of primary export promotion include instability in supply conditions , low demand and supply elasticities(affectir~ the price) , and cyclical variations in world demand. On the other hand , past experience has shown that a number of developing countries likE Korea, Taiwan, and Mexico have been able to increase their exports of manufactures quite substantially. A device to modify the tendency for prilr.ary product prices to decline relative to manufactures is the establishment of international commodity agreements . International commodity agreements , in which both producing and consuming countries participate, have ~enerally aimed at price stabilization. It is for this reason that UNcrAD advocated, at its fourth international conference in ~ay 1976, the establishment of an 11 bi llion dollar fund to suppor t the prices of some 18 primary commodities. 37 A successful promotion of primary 

36Primary export promotion is defined as the encouragement of 
agricultural and raw material exports. 

37Tod a'O, op.cit., p. 323. 

• 
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product exports necessitates a reorganization of rural social and econorr~c structure. The primary obj ecti ve must be to provide sufficient food to feed the nation first and then be concerned about export expansion. Export promotion can then be achieved through cooperation, access to markets in developed countries, and by price stabilization programmes. 
Associated with export promotion is export diversification. The problem of export diversification is the most important issue from the long- term view-point. Development planning in UlCs needs to allow for the expansion and structural change of the export sector as an integral part of general economic gro~rth. The process assumes that the planners make careful and objective assessment of the probable future trends in world demand for both present and potential export commodities, so that a rationally based programme of diversification into r elatively expanding export lines can be drawn up , taking into account the country's available resources. 

In a dynamic sense, export diversification also implies industrialization . The early stages of industrialization consist of the development of import-savi ng industries, which entail an attempt to replace imported commodities with domestic sources of production and supply . Though the initial costs of production may lead to a higher retail prices than those of former imports, the economic rationale for the establishment of import-substituting rnanufacturinF is either that the industry will eventually be able to reap the benefits of large-scale production and lower costs38 or that the balance 

38This is the so-called infant industry argument where a newly 
established industry is set-up behind the protection of a tariff barrier 
as part of a policy of import SUbstitution. Once the industry is no longer 
an infant, the protective tariffs are supposed to disappear but they often 
do not. 
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of payments will be improved as fewer consumer goods are imported. Some argue that the protection afforded to certain industries leads to dis-tortions in the price system of other industries which are not protected. In fact , by protecting only import-substituting industries, a bias is created against export industries . Advocates of this view argue for better forms of protectionist policies which do not discourage exports. This presentation of ~nts and counter-arguments is only meant to illustrate the controversial character of the strate~ of import substitution. In reality, import substitution is the product of a natural growth process , in which domestic industries emerge as the economy grows. 
Economic Cooperation and Integration 

Some Basic Concepts 

The continuing concern with economic growth and economic develop-ment in LDCs has resulted in the emergence of new forms of economic cooperation and integration. Several groups of countries in Latin '. America , the Caribbean and Africa, most at different states of develop-ment and some with relatively hO!TJOf':eneous structure , have entered into arrangements to intei'l'ate their economies . 
Economic integration is defined as a process and as a state of affairs . As a process, it includes all measures which aim at abolishing discrimination between economic units from different countri es , and as a state of affairs it is characterized by the absence of various forms of discrimination between countries . 39 

39See L.B.M. Mennes. Planninr Economic Integration AmOng Developing 

Countries . Rotterdam University Press , Rotterdam, 1973 , p. 1. 
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Economic intee;ration can take several forms, each form representing 
a different stage of integration. One first st,,€"e is the free-trade 
area, in which member countries remove trade-barriers such as tariffs 
and quantitative restrictions among themselves, while each country is 
allowed to set its olm tari ffs against non-members. A second stage 
is the custom union which, besides removing trade barriers within 
the union, requires the establishment of a tariff at common rates on 
imports from non-·member countries. A third stap:e is the comnon 
market which allows not only for the removal of trade barriers, but 
also for the abolition of restrictions on factor movements. A higher 
stage may be reached in an economic union which , in addition to the 
removal of restrictions on comnodity and factor movements , may also 
involve agreement on other matters of international economic relations, 
such as the coordination of national policies in order to remove 
discrimination that was due t o disparities in these policies. 

Arguments for Intefr,ration 

There are economic as well as political factors underlying the 
derive towards integration . The traditional customs uni on theory , 
pioneered by Jacob Viner, attempts to determine the static effects 
of a customs union . Professor Viner introduces the concepts of 
trade creation and trade diversion. The former represents a shift 
from high-cost domestic production to low-cost partner production , 
while the latter indicates a shift from low-·cost foreip:n production 
to high-cost partner production . The concern here is with the 
efficiency of r esource allocation. Viner's argument is entirely in 

J 
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terms of production effects. Trade creation has positive production effects of saving in cost resultip~ from a shift of purchases from higher-cost to lower-cost sources of supply. Trade diversion, on the other hand, has negative production effects as the result of the extra cost of producing a commodity in the partner than in the foreign country. The conclusion is that trade diversion is considered undesirable since both the world and member states are perceived to be worse off as a result of the diversion of production from more efficient 

of member 

foreign suppliers 
~o states. 

to the less efficient domestic industries 

It may be argued that economic integration for LDCs should be so~pt not for its static but for its dynamic effects , irrespective of the initial economic cost. Dynamic effects are long-run effects and are expected to be induced thrOUf...h expanding the size of the market. Larger economic units with their larger markets permit economies of scale in production and justifY the establishment of enterprises previously considered too costly . Resources may move freely to the most productive areas of these larger markets and add to the growth of output. The other dynamic rationale for economic intef!.l'3tion is that, by removing barriers to trade among member states, it provides the possibility of coordinated industrial planning. 'Ihis presumes both political and technical judp:ements on the feasibility and desirability of priorities and locations for the industries. 

4oTod ·t 333 ero, op.Cl. . , p. . 
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Apart from the static and dynamic economic arguments, there is a poli tical motive for establishinp- regional economic groupings. This is to strengthen collective self-reliance and thereby reinforce the political independence of the developing countries .. ertlance their power vis- a -vis the developed world, and enlarge their economic and political role in interna.tional relations. 

Main Ob~tacles Hindering Integration and Possible WayS to Overcome 

Despite the ~eneral arguments for L~tegration and the urgent need for acceleratinr. economic development, economic integration in LDCs has not yet gone very far. The major problems r&late to the differences in l evels of development among prospective members and the consequent expectation among smaller members that a uniform trade liberalization will benefit the more developed members at their expense . Experience with economic integration illustrates the possibility of the concentration of benefits on the side of the r elatively developed because of the availability of infrastructure , supply of ancillary goods and services, and proximity to markets. A good eX3l1lpl e in t he East African Community(EAC). Among the factors that contributed to the breakdown of the BAC is the dissimilarities among t he partners in the level of development. The economic characteristics of the EAC were such that the benefits wer e not distributed evenly among them . If there are imbal ancEEamong member countries, as in the case of Kenya vis- a -vis Uganda and Tanzaniz, there will be a tendency for the widenil'lf" of income between 

" 
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rich and poor members. This is why many LDCs feel reluctant to 
consider integration between themselves without maki~ the necessary 
institutional arrangements beforehand so as to warrant equity in the 
distribution of benefits. 4l 

Secondly, an effective economic integration presupposes to a 
certain degree a cooperative atamosphere . Unless the political 
condition is ripe for a refional integration, any attempt at 
economic integration will probably raise more issues than it settles. 
The effects of the different ideological orientations of the partner 
states affect trade relations and the general scheme of investments 
and industrial policies - the situation in Tanzania contrasting 
with a clear emphasis in Kenya on private , largely foreign, investments. 
Ideological differences influence the foreign policies of the 
countries and , in burn, their relations among themselves. 

It would be erroneous to assume that any cooperative scheme would 
automatically cause the distribution of benefits to flow in the right 
direction and in the rig)1t proportions. The problem of differences 
in the level of development and the consequent unequal gains could be 
tackled by the application of different schedule of trade liberalization, 
with the more advanced countries lowering their barriers at a faster 
rate. As to problems of cooperation, the appropriate approach at the 
initial stage will be to increase contact among neighboring countries. 

41Girma Zawdie . Economi c Integration and Industrialization: Reflections on the Proposed Access of Ethiopia to the East African Coomon Market. Occasional Economic Paper No.7 , Department of EconOffilcs, Halle Selassie I University(now Addis Ababa University), April 1975. 
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In the area of economic policy, this could assume the form of joint 
irrigation projects, joint mining or railroad ventures and the like. 
A cautious, go slow intial approach will probably prove beneficial 
in the long run. 

42 Aaron Segal surgests three preconditions which must be met 
if inte~ation between developing countries is to be successful: 

1) Substantial tangible benefits must be offered to each 
member of the proposed union - requiring advance 8.fI'ee-
ment concern~ distribution of any benefits; 

2) The present sources of external assistance must not be 
threatened or must be substituted for : and 

3) The carrying out of nation - buildL~ policies must not be 
jeopardized. 

The Preferential Trade Area(PTA for , 
Eastern and Southern African States 

A declaratjon on the establishment of the PTA for Eastern and 
Southern African States was adopted by the first Conference of 
JIo1inisters of Trade, Finance and planning held in Lusaka, Republic 
of Zambia, from the 30th to the 31st March 1978. The PTA for 
Eastern and Southern African States is a step towards the establish­
ment of a common market and eventually of an economic communit y .43 

42Aaron Seg'aL "The Integration of Developing Countries: Some Thoughts on East Africa and Central Africa" , Journal of Common Market Studies, Quoted by S.E. Reynolds in Customs Union Among Developing Countries, 1967 . 4~A. Revised Draft Treaty for the Establishment of the Preferential Trade Area for Eastern and Southern African States . Kampala, Uganda, 28 May - 7 June 1980, p. 4. 
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The aim of the PTA is to promote cooperation and development in all fields of econOMic activity. These intlude trade,customs, industry, transport , conmunications, agriculture, natural resources, and monetary affairs. The member states agr'ee to the eventual establishment of a common market among themselves. The Council of Ministers - Minister for Trade or Finance or Economic planning designated by each member state are responsible to review and ensure 
44 

the proper functioning and develorment of the PTA . The -manber states recognize the unique situation of Botswana, Losotho and Swaziland(BLS) states as members of the Southern African Customs Union and thus grant the BLS states of temporary exemption from the full applications of certain provisions in the Treaty. The manber states also agree to exempt Comoros and Djibouti from the full application of some of the provisions. 

As to trade matters, the member states agree to the establishment of a list of comnodities to be traded among themselves. Goods shall be accepted as ori~inating in a member state if they have been produced by eneterprises in the member states which are subject to majority indigenous management and to at least 51 percent equity holdinp by nationals of the member states . 45 Customs duties and 

44 The member states of the PTA are: Angola , Botswana . Comoros, Dj ibouti, 
Ethiopia, Kenya, Lesotho, ~alawi, ~adagascar, Maritius, ~bzambique , Seychelles, 
Somalia, Swaziland, Tanzania , Uganda . Zambia and Zimbawe . 

45ECA , op.cit ., Annex III , p. 2 
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non-tariff barriers are reduced or eliminated with respect to these 
goods. Ethiopia's list of export commodities to be traded within 
the PI'A for Eastern and Southern African States include: poultry, 
beef, fresh er,r,8, l entiles, pulses, gum, incense, sugar, molasses, 
mineral water , wine , common salt, leather shoes, etc. On the other 
hand, among the imports are: milk and cream, butter, tea, tobacco, 
paper pulp, cotton , jutes, etc . 

The economic structure of Ethiopia and the PTA member countries 
are observed to be competitive rather than complementary. The 
corrrnodity pattern is such that primary camlodities account for the 
bulk of exports and imports consist of products of light industry 
for the consumer market. While economies of LDCs may be competitive 
in the sense that they produce similar' products, they cannot be 
complementary without a dynamic economic transformation. Therefore , 
econowic integration for LDCs should be sought for its dynamic effects, 
irrespective of the initial economic cost . This view way be un-
warranted, however, since dynamic effects can be fully expl oited only 
after a union has overcome the difficulties caused by the initial , 
unfavourable static effects. 46 

46 . Yu-Min Chou. "Economic Integration in Less Devel oped Countries, the Case of Small Countries", Journal of Development Studies, Vol . 4.4. , 1967, p. 354. 



CHAPI'ER VI 

SlJMlIiARY AND CONCLUSIONS 

In r ecent years , a great deal of attention has been devoted to the 

problemsof LDCs. Hhile economic growth is by no means the exclusive 

concern of any particular group of countries, there can be little doubt 

that t he task of developing the poorer societies i s particularly urgent 

and difficult. In analyzine; the probl€lTls that WCs are faced with, one 

has to learn t heir economic and social history . In other words, the 

problems must be viewed within the context of a country's general 

political , economic, so'cial and cultural obj ectives . 

All LDCs are cornrnitteed to accelerating their economic development. 

Development is a complex process , and the form it takes differes from 

country to country. We have seen that there is always an external trade 

element to every development strategy that has been devised. One of 

the important aspect of the role of foreign trade in the process of 

economic development, is its influence on internal conditions. Trade, 

by rnakine; imports available, and by providing export markets , helps 

industrialization in several ~l8.ys . On the import side, it affords a 

country access to sources of essential commodities which would otherwise 

be unobtainable . On the other side, exports earn the foreign exchange 

required to finance the imports of essenti al commodities. 

Inspite of the increased needs of developing countries for a widening 

of their trade opportunities, their rel ative position has worsened and 

they have been unable to ITI3.intain their share of total world trade. The 

. majority of LDCs are still heavily dependent on one or two principal 
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primary commodities in their export trade, and r elatively few countries 
have yet achieved any sUbstantial pror:ress in the diversification of 
their export structures . In a world that is becoming more rapidly 
interdependent , the real issue is how to increase a countr y ' s effective 
participation by strenpthening its economic international bargaining 
position. The answer lies in a process of appropriate policy formulation 
where the engines of structural change are sought in and around the 
domain of domestic r esources . 

The objective of this study was to analyze the relationship between 
Ethiopia's GDP and exports , on the one hand, and imports and GDP , on the 
other. As already has been outlined , Ethiopia is dependent largely on a 
few export cornmodities whose prices fluctuate from year to year. The 
overall instability in the expor t earnings of the country has been caused 
by the fluctuation in the prices and volumes of exports, high specialization 
in a few commodities, the unstable demand for exports, and by increased 
volume and values of imports. These f luctuations will tend to have internal 
repercussion on macro-economic variables. This calls for policies that 
aim at structural diversification and economic cooperation and integration. 

The problem of export diversification is the most important from the 
long-run view point. Development planning needs to allow for the expansi on 
and structural change of the export sector as an integral part of general 
economic p:rowth. The process assumes that the planners make careful and 
objective assessment of the probable future trends in world demand for 
both present and potenti al cornmodit~es, S0 that a r ationally based programme 
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of diversification into relatively expand~ eA~ort lines can be 
drawn up , taking into account the country ' s available resources. 
The issue of economic integration and cooperati on is to establish 
collaboration between LDCs to stimulate their mutual trade as one means 
of promotilllZ their mte of economic growth . 
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