












































































































































































expansion is analyzed with respect to: relative agricultural export growth, 

changes in market shares of agricultural exports, and changes in the 

commodity export composition. The paper discusses a model based on the 

framework of Authukorala (1991) and Al-Marhubi (2000). The resultant 

model will be analyzed by estimating the time series econometric models 

using OLS and ECM frameworks to test the impacts of trade liberalization 

on agricultural export performance both in the short run and the long run. 

5.2 Empirical Results 

5.2.1 Unit Root Tests 

To investigate whether there is a stable linear steady state relationship 

between the interested variables; unit root and cointegration tests will be 

applied to each variable. Cointegration requires the variables to be 

integrated of the same order. So we test the variables for unit roots to 

verify their order of integration. In order to test for unit roots in the sample 

data this study employs the Augumented Dickey Fuller (ADF) tests on 

both level and first differences of all variables. For this test; intercept and 

trend variable are included in the regression model to capture 

teclmological, infrastructural and other changes that plays a significant 

role in determining export performance. 
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Table 5.1 Unit root test for regression variables at level 

Variables Specifications ADF Test Critical Value at 

statistic 1% 5% 

Lxv LWI -0.717 -3.679 -2 .968 

LWIT -1 .657 -4.301 -3 .574 

Ldw LWI -2.904 -3.679 -2.968 

LWIT -3.245 -4.301 -3.574 

Lcm LWI -1 .183 -3.679 -2 .968 

LWIT -1 .760 -4.301 -3 .574 

Ldv LWI -1.327 -3.679 -2.968 

LWIT -2.945 -4.301 -3.574 

Lop LWI -1.923 -3.679 -2.968 

LWIT -1.908 -4.301 -3.574 

Where, L WI = level with intercept 

L WIT = level with intercept and trend 

The above table shows that the null that each variable is 1(1) cannot be 

rejected for all variables, as ADF statistics are above the critical value at I 

and 5 percent level of significance; indicating that the existence of unit 

root in all variables. 
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Table 5.2 Unit root test for regression variables at first differences 

Variables Specifications ADF Test Critical Value at 

statistic 1% 5% 

Lxv DWI -3.774 -3 .689 -2.972 

DWIT -4.467 -4.323 -3.581 

Ldw DWI -4.906 -3.689 -2 .972 

DWIT -4.798 -4.324 -3.581 

Lcm DWI -5.644 -3.689 -2.972 

DWIT -5.799 -4.324 -3.581 

Ldv DWI -4 048 -3.70 -2.976 

DWIT -4.598 -4.356 -3 .595 

Lop DWI -4.424 -3 .689 -2.972 

.. ...... 

'i:i= ' .. : If;: oICI.,_ ;-,:, 
• I 

--""""-,0 

DWIT -4.417 -4.324 -3.581 

Where, DWI = difference with intercept 

DWIT = difference with trend and intercept 

The results show that for all variables in log form null hypothesis of unit 

root can be rejected at I and 5 percent level of significance. This 

implies that all the variables are difference stationary that is, integrated of 

order one I (I). In order to find out the cointegration relationship among 
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the time series variable one can use the Engle and Granger (1987) 

cointegration technique. 

5.2.2 Cointegration Tests 

Cointegration analysis determines the long run relationship between the 

variables when all variables are found to be non stationary at level (that is, 

have unit roots). Provided that all the variables in the model are non 

stationary and integrated of order one, I (1) then the EG method can be 

applied to test whether these variables are co integrated. The results of the 

cointegration test and long run coefficients are reported in the following 

tables. 

5.2.2.1 Long-Run Results 

Engle and Granger (1987), cointegration technique will be applied after 

estimating the equation by OLS and conducted ADF test for the residual 

from this estimation. The ADF test for the residual gives the value of -

5.213 which is larger than -4.4, -3 .574 and -3.222 at 1,5 andlO percent 

level of significance, respectively. This indicates that unit root hypothesis 

can be rejected which means that there is cointegration and existence of 

long run relationship between the variables. Using the variables InXVt, 

InDWt, InCMt, InDVt and In OPt OLS estimation is made to obtain the 

following relationship. 
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Table 5.3 Long-run OLS Estimation Result of LXV 

Variable Coefficient Std. Error t-Statistic Prob. 

C 19.0536 1.7414 10.9418 0.0000 

LDW 0.2196 0.1304 1.6848 0.1050 

LCM 0.1186 0.1030 1.1510 0.2611 

LDV -2.4435 0.3773 -6.4764 0.0000 

LOP 0.4236 0.1546 2.7400 0.0114 

AR(l) -0.0360 0.2468 -0.1457 0.8854 

R-squared = 0.80 Adjusted R-squared = 0.76 ow = 1.92 F·statistic = 19.03 

lnxv = 19.06 + 0.22lnDW + 0.12lnCM - 2.44lnDV + 0.42lnOP 

p·yalue (0.0000) (0.1050) 

t-statistics [10.94 18] [1.6848] 

(0.261\) 

[1.1510] 

(0.0000) 

[-6.4764] 

(0.0114) 

[2.7400] 

Since all variables used are in the logarithmic form, the estimated 

coefficients can be directly interpreted as long term elasticities. 

Coefficients on the variable diversification and openness are statistically 

significant at I % level of significance. The long run elasticity of 

agricultural exports (XVt) with respect to DVt is -2.44 indicating that 

agricultural export performance is most sensitive to diversification 

(InDVt). That is, a I % increase in diversification of agricultural product 

wi ll increase agricultural export performance by 2.44 percent per year. 
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The highest responsiveness of agricultural export performance to the 

diversification may be as a result of Ethiopia' s was having moved away 

from her traditional exports to new commodities such as floriculture which 

is of high quality and highly demanded in the world market. Openness of 

agricultural export is also with expected sign and significant; implying that 

a I percent increase in the openness variable increases agricultural export 

by 0.42 percent. The other variables namely; competitiveness and world 

demand, are with expected sign but are not statistically significant in 

explaining the export performance for the period specified. The possible 

explanation that the world demand variables do not respond positively to 

the export performance of the country may be due to the fact that 

developing countries exports including Ethiopia's are mainly primary 

commodities whose demand is less in the world market. The demand for 

primary goods and raw materials is both price and income inelastic, which 

has an adverse impact on the export expansion of primary commodity 

exporters. This is because developed countries do not want to depend on 

other countries produces for their food item, which is developing countries 

main export; as such they give incentive to their farmers to produce more 

and to be competitive in the world market. This is the main reason why the 

Doha Round is not yet concluded among with other issues such as TRIMs 

(Trade Related Investment Measures) and TRIPs (Trade Related 
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Intellectual Property Rights). Furthermore, technological progress in 

developed countries has been successful in substituting raw materials like 

hides and skins by synthetic products, which reduce the demand for these 

commodities in the importing countries. The competitiveness variable is 

also insignificant in explaining export expansion, showing that there is no 

increment in the export shares of our commodities in the world markets. If 

the competitiveness variable is highly significant in explaining export 

performance of the country, in the face of deteriorating external market 

conditions a country may even offset any resulting decl ine in earnings that 

may n se. 

5.2.2.2 Short-Run Results 
.~ , . 

This relates the change in InXVt to the changes in the variables such as 

InDWt, InCMt, InDVt and InOPt and the error term in the lagged periods. 

Here the lagged difference terms for dlnDWt, dlnCMt, dlnDVt and dlnOPt 

capture the short run changes in the corresponding level variables while 

the error correction tern captures the long run impact. 
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Table 5.4 Short-rut OLS Estimation Results of D(LXV) 

Variable Coefficient Std. Error t-Statistic Prob. 

D(LDW) 0.1467 0.1307 1.1217 0.2731 

D(LCM) -0.0014 0.0590 -0.0231 0.9818 

D(LDV) -1.7643 0.5043 -3.4985 0.0018 

D(LOP) 0.4801 0.1103 4.3525 0.0002 

ECM(- I) -0.8800 0.3919 -2.2453 0.0342 

R-squared = 0.36 Adjusted R-squared = 0.26 DW = 2.17 

D (lnXVt) = 0.15D (lnDW) -1.76D (lnDV) + 0.48D (lnOP) - 0.88ECM (-1) 

t~statistics 

P-value 

(1.1 217) 

[0.273 1] 

(-3 .4985 11 ) 

[0.0018] 

(4.3525) 

[0.0002] 

(-2.2453) 

[0.0342] 

The short run results indicate that only diversification and openness 

variables are significant with expected sign in explaining agricultural 

export performance. The speed of adjustment coefficient is also 

significant with the correct sign. This means that the speed at which the 

rate of variation of the export performance, the dependent variable, in the 

ECM system adjusts towards the single long run cointegrating 

relationship differs from zero. That is, the equation for the export 

performance contains information about the long run relation ship since 

the cointegrating vector does enter into this equation. According to this 
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estimate, short run export performance disequilibrium is corrected at a 

speed of 88% per year. The result also indicates that there is a need to 

increase the competitiveness of our products in the short run by 

increasing its export shares in the world market which also overwhelm 

the world demand impact. 
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CHAPTER SIX 

Conclusions and Recommendations 

6.1 Conclusions 

The paper has analyzed the dynamic effects of trade liberalization on 

agricultural export performance of Ethiopia for the period 1974 to 2004 by 

exammmg the impact of both domestic supply-side factors: 

diversification, openness and competitiveness and external demand 

conditions. The results suggest that agricultural export performance is 

more sensitive to the domestic factors such as diversification, which can 

be changed due to economic reforms. This supports the importance of 

domestic policies designed to improve domestic supply conditions aimed 

at promoting agricultural export performance. This will result in an 

increase in export volume of agricultural products which in turn results in 

an increase in export earnings. 

The findings also suggest that developing countries can be able to achieve 

a better export performance even if world demand influences fail to 

translate in to higher export demand. This may be because of the fact that 

developed countries put restriction on developing countries export on the 

ground that their products do not meet the standard required such as 
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sanitary and physio-sanitary measures. In general, since export 

diversification plays a key role in explaining agricultural export 

performance, the country should continue to diversifY her exports by 

giving different incentives to farmers and by adopting favorable supply 

side policies. 

6.2 Recommendations 

Based on the findings of this study the following policy recommendations 

are forwarded:-

• Since reforms in domestic policies are the most important factor 

as compared to external market conditions to stimulate 

agricultural export expansion in Ethiopia, the agricultural policy 

should incorporate trade policy as one component to promote 

agricultural trade both in domestic and world markets by 

improving terms of trade for primary commodities. 

• Research and development (R&D) and extension services to adopt 

new agricultural systems are crucial issues to foster diversification 

in to high value added crops such as fruits and vegetables and 

floriculture. 

• Since competitiveness IS a domestic policy variable the 
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government can influence it by providing different incentives to 

producers which will enable them to meet international criteria 

and requirements to increase their share in the world market, 

which in turn overcomes the impacts of world demand variable. 
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APPENDICES 

Appendix 1: Data used for computing the agricultural export 

performance 

Year XVt OWt eMt OVt OPt 

1974 292493 74.9865 78.73 50.51 6 1.67 

1975 257162 43.5545 122.73 65.22 92.85 

1976 20 111 2 79.9268 148.4 1 68.82 106.58 

1977 138063 144.77 11 9. 1 82.67 95.15 

1978 1503 11 108.568 273.59 89.5 185.05 

1979 142605 114.349 83 .65 78.03 110.4 

1980 149827 10 1.046 66.06 76.55 87.57 

1981 160804 62.6894 67 .96 71.02 68.78 

1982 182746 31.0351 276.12 75 .3 299.4 

1983 117430 73.6345 88.94 76.01 83.73 

1984 112647 84.282 61.12 78.79 75.83 

1985 123237 77.6484 85 82.5 82 .07 

1986 138889 126.684 57.44 75.72 70.62 

1987 129335 69. 1832 63.56 68.05 65.81 

1988 1432 11 80.9755 8.25 76.47 80. 19 

1989 97935 68.898 1 60.4 69.07 56.55 

1990 45 155.45 58.5596 53.26 68.22 35.05 

1991 83298.1 55.5603 37.87 74.25 14.82 

1992 1184 16.48 41.4972 11 7.92 74.49 39.69 

1993 154660.78 47.4066 108.95 67 .23 50.48 

1994 165139.61 86.7378 158.87 73.07 120.22 

1995 204835.13 95.6454 169.7 1 74.78 91.54 

1996 250673.63 84.2179 262.79 75 .59 108.6 

1997 2 18620.63 106.567 276.82 73 .92 138.34 

1998 230221.22 80.7882 241.37 67.87 128.1 

1999 22293 7.99 58.57 19 309.26 65.63 135.37 

2000 46,036.45 60.874 1 263.58 57.08 107.62 

2001 17,828.82 60.3575 305.6 53.84 105.95 

2002 29,124.71 54.0088 327.47 53.91 123.52 

2003 48,060.07 64.6263 335.64 54.43 156.56 

2004 29,893. 18 63.8014 488 .91 54 .78 186.21 

Source: own computat ion from different databases 
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Appendix 2: Value of Export Items in thousands of Birr 

Fruits & Live 

Year Coffee Oil Seeds Hides & Skins Pulses Vcgct. Animals Chat Uees Wax Grand Tota l 

1974 11 7,507.00 88,760.00 37,225.00 73,529.00 9,794.00 - 5,539.00 2,518.00 334,872.00 

1975 297,688.00 35,435.00 42,753.00 52,820.00 7,11 1.00 31,375.00 4,125.00 2,665.00 473,972.00 

1976 408 ,850.00 26,807.00 52,556.00 48,506.00 9 ,299.00 52,075.00 7,967.00 3,259.00 609,319.00 

1977 5 14,525.00 11 ,938.00 57,955.00 30,442.00 4,076.00 1,542.00 3,215.00 3,933.00 627,626.00 

1978 1,176,626.00 9,648.00 104,051.00 17,907.00 2,728.00 1,541.00 7,462.00 - 1,3 19,963.00 

1989 631,651.00 13,586.00 138,691.00 25,851.00 7,441.00 8,326.00 4,233.00 - 829,779.00 

1980 524,325.00 15,539.00 92,705.00 23,693.00 5,378.00 9,800.00 22,349.00 3,583.00 697,372.00 

1981 377,245.00 19,532.00 94,673.00 20,822.00 6,760.00 8,565.00 21,135.00 1,443.00 550,175.00 

1982 497,650.00 15,536.00 77,052.00 28,372.00 1,764,6 18.00 15,885.00 36,541.00 2,347.00 2,438,001.00 

1983 590,444.00 30,066.00 93,654.00 20,274.00 6,431.00 14,7 16.00 29,002.00 4,625.00 789,212.00 

1984 446,473.00 11 ,57 1.00 72,674.00 13,083.00 4,269.00 16,544.00 8,620.00 1,803.00 575,037.00 

1985 664,790.00 7,686.00 94,759.00 12,635.00 6,027.00 18,903.00 8,477.00 1,271.00 8 14,548.00 

1986 524,348.00 9,793.00 108,291.00 8,481.00 12,847.00 15,646.00 28 ,677.00 764.00 708,847.00 

1987 439,181.00 22,0 15.00 133,004.00 15,965.00 11,787.00 32,357.00 21,323.00 2,469.00 678,101.00 

1988 626,448.00 11 ,029.00 123,498.00 16,31 7.00 8,999.00 23,539.00 7,906.00 18,752.00 836,488.00 

1989 405,097.00 8,387.00 134,049.00 35,961.00 4,068.00 10,821.00 21,024.00 1,700.00 621,107.00 

1990 268,451.00 3,633.00 92,206.00 15,7 16.00 12,001.00 5,169.00 20,422.00 689.00 418,287.00 

1991 168,324.00 383.00 58,645.00 386.00 6,399.UO 467.00 5,073.00 657.00 240,334.00 

1992 536,982.00 1,186.00 134,515.00 4,050.00 2,729.00 1,322.00 65,727.00 1,917.00 748,428.00 

1993 718,0 19.00 44,187.00 203,610.00 27,704.00 6,864.00 10,757.00 107,932.00 5,5 14.00 1,124,587.00 

1994 1,799,033.71 50,130.01 373,548.93 103,287.42 18,192.37 7,655.38 172,338.76 6,520.75 2,530,707.33 

1995 1,724,008.D9 41,938.44 309,700.76 77,224.11 21,029.12 770.44 174,443.67 7,987.48 2,357,102.09 

1996 2,307,393.56 74 ,239.26 372,252.91 87,854.07 45,792.62 11 ,200.74 199,533.42 9,1 75.88 3,107,442.46 

1997 2,889,530.58 314,660.13 347,699.01 102,952.83 31 ,479.22 10,562.15 272,354.99 10,513.97 3,979,752.88 

1998 2,112,712.75 271,461.58 243,052.17 101 ,657.63 40,564.39 5,724.43 444,987.59 9,9 14.05 3,230,074.59 

1999 2, 133,645.55 255,329.49 286,459.46 80,011.17 44,249.59 14,136.61 618,771.55 5,549.27 3,438,162.70 

2000 1,520,100.60 269,597.92 633,751.82 72,799.62 45,689.35 1,505.57 510,505.60 7;247.27 3,061 ,197.74 

2001 1,393,809.27 278,738.22 474,425.60 281 ,409.10 80 ,11 4.24 7,132.33 4 18,674.25 6,005.77 2,940,308.78 

2002 1,418,323.93 395,565.10 448,002.81 17 1,243.68 82, 118.01 4,129.02 497,866.40 4,032.26 3,021,281.20 

2003 1,926,678.82 7 12,737.99 375,844.1 7 194,678.54 109,662.71 16,453.94 758,878.39 8,280.41 4,103,214.97 

2004 2,901,327.29 1,082,2 15.25 585, 184.5 1 306,609.32 139,052.79 110,874.61 866,802.94 9,587.91 6,00 1,654.64 

Source: NatIOnal Bank of EthIOpia. 
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Appendix 3: Volume of Export Items in thousands Tones 

Hides & Fruits & Live necs 
Pedod Coffee Oil Seeds Skins Pu lses Veget. Anima ls Chat WRX G~ 1974 8,023.00 112,316.00 10,570.00 2,709.00 495.00 

t975 77, 112.00 42,411.00 7,463.00 ou,".'" 2,26 1.00 708.00 257,162.00 

1976 43,011.00 8,157.00 92,151.00 21,838.00 2,1 71.00 2,864.00 471.00 20 1,1 12.00 

1977 ", •• " vv 11,68 1.00 45,754.00 5,902.00 946.00 427.00 682.00 , 

1979 9,003.00 33,710.00 11,321.00 3,027.00 2,075.00 450.00 150,3 11.00 

1980 8,253.00 8,897.00 24,516.00 6,486.00 3,547.00 2, 124.00 366.00 142,605.00 

1981 80,159.00 10,190.00 7,192.00 2,776.00 2,471.00 171.00 "7, •• " VV 

1982 87,917.00 11 ,615.00 8,272.00 35,559.00 8,842.00 5,083.00 3,152.00 364.00 160,804.00 

1983 ., - 31 ,265.00 9,702.00 9,143.00 4,685.00 2,558.00 658.00 

1984 9,434.00 7,970.00 15,197.00 7,2 17.00 5,952.00 734.00 283.00 117,430.00 

1985 5,630.00 11,996.00 7,550.00 9,228.00 7,353.00 711.00 180.00 1 •• ,0., ... 

1986 80,216.00 8,219.00 10,249.00 4,427.00 12,075.00 5,012.00 2,931.00 108.00 -,. 
1987 71 ,165.00 17,821.00 8,617.00 3,363.00 473.00 :1 i?' ""W 
1988 92, 141.00 5,390.00 9,674.00 11,943.00 10,187.00 . . . 

~ . 1989 6.9 11.00 8,637.00 8,741.00 4,3 14.00 1.8 14.00 251.00 

1990 58,232.00 2.558.00 5,660.00 14,759.00 12,960.00 2,195.00 1,469.00 102.00 9~ 

~ - II , , 
1991 176.00 3,676.00 1,398.00 7,194.00 124.45 251.00 87.00 45, 155.· . • 

. ~ . 
1992 67,374.52 392.00 5,573.71 1,527.00 6,051.48 311.99 1,936.40 131.00 . \ . 

. -< 
1993 69,160.00 7,807.00 9,840.00 15,893.00 2,407.00 2,808.48 313.00 II 

. ~o; 

1994 82, 198.64 11,911.64 9,863.88 26.106.65 19,435.63 77 1.59 4,072.16 300.60 . . ~ ~,~ 

1995 7.83 1.71 7,546.77 >7,VV •• 7 182.53 3,698.29 329.83 165,139.61 

1996 123,165 .5 1 14,069.25 8,648.34 30,468.23 21,834.21 1,304.73 5,031.20 313.66 

1997 l<v ,v.7.0 , 7,851.75 17,010.26 1,323.60 5,980.93 994.84 

1998 101 ,232.34 51,366.30 5,824.34 29,832.62 19,394.35 918.92 9,702.07 349.69 2 

1999 I , 8,603.80 .V. , ,,. 7 1,766.31 216.92 

2000 99, 133.97 55,05 1.37 12,408.95 26,861.22 17,029.74 214.07 11 ,927.73 3 10.95 222 ,937.99 

2001 I 76,604.41 165.68 9.376.67 284.98 

2002 82,801.23 10,544.95 66,154.41 25,304.0 1 607.07 6,105.58 184.00 317,828.82 

2003 I 9,401.48 3,141.42 433.03 • • 7 .... . 71 

2004 161 ,060.55 • 'v." .0_ 15,644 .1 5 I : " ' ,no.» 21,225.97 19,389.92 382.54 548.060.07 

Source: National Bank of Ethiopia. 
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