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ABSTRACT

The structure of Ethiopian foreign trade sector is dominated by a few primary products
that account for a lion's share of the country's export earnings, while the share of non-
agricultural products in total merchandise exports is almost insignificant effect on
economy. For the past three decades, primary agricultural products accounted the
majority share of the merchandise export earnings of Ethiopia. Export of Ethiopia is
increasing by average growth rate of 21% but has insignificant effect on economic
growth of Ethiopia and the balance of payment is in deficit. The trend also reveals that
Ethiopia’s export sector is mainly dominated by few primary commodities, where
manufacturing exports account for less than 15% of merchandise exports on average.
The results from unit root test show that all variables are order one integrated; and
Johansen co- integration shows the existence of long run relations among the variables.
The result further explained that agricultural export commodities are the dominant
factors of external income of Ethiopian export growth is at infant level and has
insignificant effect on economic growth and however, growth stimulate export in the long
run. The significant and negative coefficient indicates the relative speed of adjustment to
achieve the long run equilibrium. In all the cases Ethiopian export performance has
affected with the variables of gross domestic product, exchange rate, infrastructure and
share of trade have significant positive effect on the improvement of export performance
on both agricultural and manufacturing export performance and have long run
relationship. Whereas, foreign direct investment, inflation rate and terms of trade has
negative effect on Ethiopian export performance. Based on the findings the agricultural
and manufacturing goods has low share to real GDP of Ethiopia, hence the government

should strengthen the two main sectors for economic growth of the country.

Keywords: Agricultural and manufacture export, VECM and Ethiopia
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CHAPTER ONE
1. INTRODUCTION

1.1. Background of the Study

Economic growth is one of the major objectives of every Country in the world. There are
many variables that give to economic growth, off which the main components and it is
measured as one of the significant accelerators of economic growth. Export is an activity
in which products are made or grown domestically but shipped and sold abroad (Griffin,
and Ebert 1995). The economics literature supports the argument that development
requires economic growth to improve poverty, and superior right of entry to world

markets is supposed as a necessary condition for more rapid growth.

To this end many developing countries have performed to increase their share in
international trade sustainably. For example (Bacchetta M. , 2007) indicated that many
developing countries gradually increased their share in international trade from just less
to high volume in terms of both quantity and income. Asia and particularly China account
for most of the change, which has been facilitated by diversification of exports. The same
writer also explained that while developing Asia’s share in total world exports increased
from 11.7% in 1985 to 21.5% in 2005, Africa’s share decreased from 4.3% to 2.9% over
the same period. Different reasons have been justified for the main reasons of Africa’s
poor export performance. For example, (Alemayehu, 2006) and (Biggs, 2007) stressed
that the structure of African exports, which is characterized by dependence on primary

commodities, as the main reason.

As in the case of many least developing countries, Ethiopia’s export has been limited to
few primary products, which are mainly agricultural commodities. According to the
World Bank (World, 2018), the share of Ethiopia’s manufactures export in the total
export is only 9.0 percent (implying primary agricultural commodity to be 91 percent)
while that of China is 94 Percent. When we look at the last 34 years data, the export
structure of Ethiopia has been characterized by greater concentration on few agricultural

exports such as coffee, hides and skins and oilseeds and pulses, flower recently, cereals,

1



chat, and from more recently; manufacturing goods and electricity are the list (MOFED,
2017). In 2016/2017, Ethiopia's major exports included coffee (34%), oil seeds (23%), ,
pulses (11%), , gold (10%), chat (gat) (10%), Cut flowers (8%)and Ethiopia’s total export
earnings by value declined by 3% in 2016/2017 compared to the previous year (NBE,
2018). A miserable commodity price is the leading cause of this drop in exports. Though
Ethiopia’s total exports have been growing at an average rate of 15.23 per cent during the
year 1970/71 to 2010/11, Ethiopia’s export sector is still small; evidenced by the lower
export/GDP ratio and the declining share of exports in import financing. Exports of goods
in Ethiopia are only about 7.73 per cent of GDP, compared to an average of near 30
percent of GDP in Sub-Saharan Africa (World Bank, 2017).

Study by (Wondaferahu M. D., 2013), attests that the governments make an effort to
increase the country's foreign exchange earnings by pursuing tangible policy measures
and incentive schemes calls for specific case studies concerned with systematic
identification of factors constraining for export growth. Thus identifying and examining
the factors that significantly affect Ethiopia’s export performance helps us to know what
explains variation in Ethiopian export performance that should facilitate the design of

policies to improve the performance and ultimately overall economic growth.

(Yishak, 2009), in his study indicated that Ethiopia’s export performance, since 1995,
Ethiopia has taken different measures for the development of the external sector. Due to
these measures, some improvements in export performance have been registered during
the post reform period. However, Ethiopia’s share in the world total exports is still very

low and has low contribution to economic growth.

Following the potential and good opportunity cost of the country compared to other
African’s countries, the researcher is inspired to determine why export performance of
Ethiopia still low in spite of the fact that different policies for international trade were
implemented but not successful yet. Accordingly, the study attempts to examine the long
run determinants and short run dynamics of both agricultural and manufacturing export

performance so as to identify possible policy intervention areas for export growth.



1.2. Statement of Problem

Improving export performance is one of the macroeconomic objectives of many
countries, both in developed and developing countries. This is because export plays a
fundamental role in economic growth and the means for improving the current account
balance especially for the countries under deficit balance of payments. The study result of
(Alemayehu, 2006) and (Biggs, 2007) stressed that the structure of African exports,
which is characterized by dependence on primary commodities, as the main reason for
the low performance of export in general. Rwenyagila (2013) and Wondaferahu (2013) ,
explained that export is one of the components in the aggregate demand and, thus, low
export implies low level of income in terms of GDP. Accordingly, Senait (2014) and
Sisay (2010) Ethiopian external trade is characterized by persistent trade deficit,
domination of primary agricultural export revenue (MOFED,2017) were highly
dependent on few primary commodities, like Coffee, Chat, Oil Seeds, Hide Skin and
Flower accounted for 78% and limited manufacturing products (MOFED, 2018) and

characterized by domination of manufacturing goods in the import basket.

Manufacturing exports are showing a low growth rate in Ethiopia where their share in
total exports declines from 14% in 1981 to 4.6% in 2004 Sisay (2010). The growth in
manufacturing exports is weak while in non-manufacturing exports, primary products, is
high with low income and again manufacturing products are still deteriorating. Observing
insignificant earning from export of Ethiopia is planned to improve the status using
different growth transformation plan-I and Il especially agricultural and industrial sectors
(MOFED, 2005), however the plan has failed because of different factor.

The dependence of export revenues on few commodities has made Ethiopia’s export
performance highly unpredictable depending on the performance of the major
commodities with lower share of manufacturing exports that implies the sector doesn’t

play enormous role in on economic growth Ethiopia.

There are different factors that affect for the poor performance of export in Ethiopia. Of
the factors that frequently observed are Low Real GDP of annual growth, Effective

Exchange rate, , Inflation (price index), low Share of trade in GDP, lack of effective FDI,
3



terms of trade, domestic infrastructure and dependence on primary export goods are the
main factors that affect the export performance. There are different studies conducted on
the export performance and such studies have not been reached on consistence conclusion
as regard to the significant factors of export performance. Secondly some of the studies
of (Ngeno, 1996), (Santos-Paulino, 2004), (Nimrod, 2006), Yishak (2009) applied cross

country analysis whose results lack generality to the specific country context.

Ethiopia has registered low export performance in both agricultural and manufacturing
products as compared to African countries with similar features of economic structure
and other features. This study differs from the previous empirical study in that some of
empirical studies were only focused on Ethiopian agricultural export commodities
especially coffee export but, this study combines over all export performance by
identifying the key determinants of export performance in Ethiopia covers from the
period of 1992-2018 to come up with recent and reliable information that bring up to date
for responsible bodies and appropriate recommendation based on the determinants of the

export performance identified.

1.3. Objectives of the Study

The study will have the following general and specific objectives:-

1.3.1.General Objective

The main objective of this study is to assess status and export performance and its effect

on Ethiopian economy.
1.3.2. Specific Objective(s)
The specific objectives are:

s To assess the status and trend of agricultural exports and manufacturing exports
over time and its relation with economic growth; and

% To analyze the effect of manufacturing and agricultural goods export on economic
growth in short and long run relation for the period of 1992 to 2017/18



1.4.Significance of the Study

Export instability affects the overall performance of the economy leading to balance of
payment in surplus/deficient. Identifying the determinants of export growth rate will help
and provide information to policy makers to enable them come up with the suitable
policy regarding the growth of the sector in particular and the economy as a whole. This
study is expected to add update and new knowledge to the existing literature, as it comes
from Ethiopia. Therefore, apart from getting current research findings, the study also
provides the opportunity for comparison with the previous research findings for further

studies.

1.5. Scope and limitation of the Study

The study covered a period of twenty seven years (1992-2017/18) mainly focused on
agricultural and Manufacturing export of goods as it affects the growth and development
of Ethiopian economy. Because these two sectors are expected to the thematic areas of
the government to design appropriate policy in the short run and long run for the
improvements of external trade to be at the level of competitive for export growth. This
study also focused on the following variables to be examined trend of export (significant
Manufacturing and agricultural export goods), effective Exchange rate, Inflation (price
index), GDP, Share of trade in GDP (Openness), Foreign direct investment, terms of

trade, domestic infrastructure.

During the research period the researcher encountered the following challenges; lack of
inconsistent macroeconomic data on the selected secondary official source like WB, IMF,
Federal Reserve Data, NBE, CSA, and MOFED. Accordingly to analyze the data the
official data source of the country are NBE, CSA, and MOFED are used. In addition

budget constraints and power interruption was stressed the researcher.



1.6. Organization of the study

This study has organized into five chapters. Chapter one will present the introduction in
which brief introduction of the topic, research problem, research questions, objective of
study, and scope and limitations of the study will be addressed. Chapter two will discuss
literature review in which previous theories and empirical findings regarding work
related export will be explained. Chapter three will explain the research design and
methodology that intends to make use of (i.e. Model specification, data source and
description, estimation techniques). Chapter four will briefly discuss the results and
findings of the study. Finally, section 5 will presents conclusion and policy implication

based on the estimated results.



CHAPTER TWO
2. LITRETURE REVIEW

2.1.Theoretical Literature Review
2.1.1. Definitions and concepts of Export

As cited on the study of Nega Muhabaw (2013), a conceptual definition of export
performance addresses two parts: export and performance. Export is the international
marketing related decisions and activities of internationally active firms (Nevin, 1981).
The over-tone of the word performance, in the literature sense, does not pose any
problem for it is the act of carrying out or accomplishing something such as a task or
action. When it comes to economics, this word has been defined in many ways and no
unifying principle has underlined its quantification. However, in the context of current
study, Export performance is defined as: (i) the success or failure of the efforts of a
nation to sell domestically produced goods and services in other nations markets
(Shaoming Zou, 1998); (ii) the export effectiveness, export efficiency and continuous
engagement in exporting (Shoham, 1991); (iii) the composite outcome a nation‘s
international sales (Shoham, 1996); and (iv) the three sub-dimensions which
encompasses sales, profit and growth (Madsen, 1987).

The performance of the country‘s exports highly dependent on its exchange rate regime
and more specifically the real exchange rate. Different studies have shown that the
demand for the county‘s exports increase when its export prices fall in relations to the
world prices. The depreciations of its currency compared to other currencies particularly,
the dollars makes its exports cheaper on the international market. For example (Sharma,
2001) discovered that the demand for Indian exports increased when its export prices fell.
He also said that the appreciations of the Indian rupee at one time adversely affected

Indian exports.

In theory, Marshal-learner condition, real effective exchange rate movements are
positively related with the growth in exports performance in long run. An increase in the

real effective exchange rate means a real depreciation of the domestic currency, which

7



makes exportable items cheap. It is well known that exports of LDCs are price inelastic in

the international market due to nature of the product that LDCs produces.

2.1.2.Trade Theories /Export/

The main objective of any theory of international trade is to examine the cause and
pattern of trade. Two other objectives of a theory of international trade are to explain the
composition and volume of external trade. International trade is the exchange of capital,
goods and services between countries. The scarce resource and more recently
globalization phenomenon is both a consequence and a cause of international trade.
International trade studies which countries engage in trading amongst each other, why
they do so, what goods they exchange, analyses the benefits and costs of it and reasons
and effects of government policies that limit or promote international trade. There are
different trade theories developed by different authors of which, two theories dominate

international trade analysis: namely the classical and Neo-classical theory.

2.1.2.1.The Classical Theory of International Trade

David Ricardo, the 18th century British economist, was the author of the classical theory
of international trade and the doctrine of comparative advantage. Ricardo was the first to
demonstrate that external trade arises not from difference in absolute advantage but from
difference in comparative advantage. By “comparative advantage" is meant by “greater
advantage™ Thus, in the context of two countries and two commodities, trade would still
take place even if one country was more efficient in the production of both commaodities
(provided the degree of its superiority over the other country was not identical for both

commodities).

The theory assumed the existence of two countries, two commodities and one factor of
production, labor. Labor was fully employed and internationally immobile and that the
product and factor prices were perfectly competitive. There are no transport costs or any
other impediments to trade. According to Ricardo, differences in climate and
environment tend to result in differences in comparative advantage; differences in

comparative advantage lead to trade. In the context of a model of two countries, two



commaodities and one factor of production, Ricardo obtained the result that a country will
tend to export the commaodity in which it has a comparative advantage and to import the
commodity in which it has a comparative disadvantage. Since comparative costs are the
other side of comparative advantage, the classical theory is easily couched in terms of
comparative costs. Specifically, the theory now states that a country will tend to export
the commaodity whose comparative cost is lower in autarky and import the product whose

comparative cost is higher in pre-trade isolation.

2.1.2.2. Neo-Classical Theory of International Trade

The Neo-classical theory of trade evolved in an attempt to modify some assumption of
the classical theory. The, Neo-classical theory, also called the modern theory, advanced a
more satisfactory explanation for the existence of comparative cost differences between
countries. The theory introduced capital as a second factor of production; and allowed for
international differences in the pattern of demand. The Neo-classical theory is therefore a
2*2*2 model, that is, it assumes the existence of two countries, two commodities, and

two factors of production.

The introduction of a second factor of production turns out to its important as it explains
the relationship between factor allocation, income distribution and international trade. For
example, the basic insight of the Heckscher-Ohlin-Samuelson H.O.S Model is that traded
commodities are really bundles of factors (land, labor, capital).The exchange of
commaodities internationally is therefore indirect factor arbitrage, transferring the services
of otherwise immobile factors of production from the locations where these factors are
abundant to a location where they are scarce. Under some circumstances, this indirect
arbitrage can completely eliminate factor price differences. The most important
implication of the H.O.S Model is that option to sell factor services externally (through
the exchange of commodities) transforms a local market for factor services into a global
market. As a result derived demand for inputs becomes much more elastic and also more

similar across countries Appleyard, Field and Cobb. (2010).

The framework of trade proposed by Heckscher (1919) and Ohlin (1924) departs from

the Ricardian model in that it emphasizes the roles of land, labor and capital in both
9



agricultural and industrial production and attempts to explain how variations in the
availability of these factors of production determine a country's nature of specialization
and patterns of trade. Paul Samuelson added elegance to this framework by developing a
two-factor, two-sector and two country version of the Heckscher-Ohlin model that

became the cornerstone of modern theory of international trade.

According to the Heckscher-Ohlin-Samuelson theory of trade, a country should
specialize in and export a product that uses more intensively the factor of production with
which the country is well endowed. Therefore, a capital-rich country like the United
States should export the capital-intensive products while a labor-rich country like
Bangladesh should export various labor-intensive products. While this theory offers a
more logical way to think about trade among nations than the Ricardian approach, it also
exclusively focuses on the supply side of the economy and suggests that differences in
factor endowments can explain specialization patterns and the volume of trade between
countries. The demand side is muted through the assumptions of and homothetic
preferences of consumers and that countries trade in homogeneous products. The
refinement of the H-O-S trade model continues along with the development of empirical

implications of the factor content of net trade flow. (Helpman 1999)

Therefore based on this theory, it is expected that since Ethiopian has plenty of land and
above 80% portion of its people are employed in agriculture sector in order to expand its
trade it should produce and export labor intensive commodities. In turn it should import
capital intensive commodities including machines to be used in construction of
processing industries which will add value on agriculture commodities to be exported.

Hence it will further increase GDP and excess of it to be exported.
2.1.2.3.Post — Heckscher-Ohlin Theories of Trade

The imitation Lag hypothesis in international trade theory was formally introduced in
1961 by Posner. The theory relaxes the assumption of the Hackscher-Ohlin theory about
identical technology. It assumes that the same technology is not always available in all
countries and that there is a delay in the transmission or diffusion of technology from one

10



country to another. Consider countries | and Il. Suppose that a new product appears in
country | due to the successful efforts of research and development teams. According to
the imitation lag theory, this new product will not be produced immediately by firms in
country Il. Incorporating a time dimension, the imitation lag is defined as the length of
time (For instance, 15 months) that elapses between the product’s introduction in country
| and the appearance of the version produced by firms in country Il. The imitation lag
includes a learning period during which the firms in country Il must acquire technology
and know-how in order to produce the same products. In addition, it takes time to
purchase inputs, install equipment, process the inputs, and introduce the finished products
to market, and so on Appleyard, Field and Cobb. (2010).

In this approach, a second adjustment lag is the demand lag, which is the length of time
between the product’s appearance in country I and its acceptance by consumers in
country Il as a good substitute for the products they are currently consuming. This lag
may arise from loyalty to the existing consumption bundle, inertia, and delays in
information flows. This demand lag also can be expressed in a number of mouths, say,

four months.

A key feature in the Posner theory is the length of the imitation lag with the length of the
demand lag. For example, if the imitation lag is 15 mouths, the net lag is 11 months that
is, 15 months less 4 months (demand these 11 —months) period. Country I will export the
product to Country I1. Before this period, country Il had no real demand for the product;
after this period, firms in country Il are also producing and supplying the product so the
demand for country I’s product diminishes. Thus, the central point of importance in the
imitation lag hypothesis is that trade focuses on new manufactured products. How can a
country become a continually successful exporter? By continually innovating! This
theory has considerable relevance for present-day concerns about the global
competitiveness of U.S. firms. Further, it seems to be capable of handling “dynamic”
comparative advantage than are the Heckscher-Ohlin and Ricardo models Appleyard,
Field and Cobb (2010).

11



2.1.2.4.The Product Cycle Theory

Vernon (1966) developed the Product Cycle Theory (PCT) of trade which builds on the
imitation lag hypothesis in its treatment of delay in the diffusion of technology. The PCT
relaxes several other assumptions of traditional trade theory and is more complete in its
treatment of trade patterns. The PCT is concerned with the life cycle of a typical “new
product” and its impact on international trade. Vernon emphasizes that manufactured
goods and the theory begins with the development of a new product in the United State.
The new product will have two principal characteristics: (i) it will cater for high-income
demands because the United State is a high-income country; and (ii) it promises, in its
production process, to be labor-saving and capital-using in nature (It is also possible that
the product itself e.g. a consumer durable such as a micro ware oven-will be labor saving
or the consumer). The reason for including the potential labor-saving nature of the
production process is that the United States of America is widely regarded as a labor-
scarce country. Thus, technological change will emphasize production process with the
potential to conserve this scarce factor of production Appleyard, Field and Cobb. (2010).

The second stage of the life cycle is called the maturing-product stage. In this stage, some
general standard for the product and its characteristics begin to emerge, and mass
production techniques start to be adopted. With more standardization in the production
process, economies of scale start to be realized. This feature contrasts with Heckscher -
Ohlin and Ricardo, whose theories assumed constant returns to scale. In addition, foreign
demand for the product grows, but it is associated particularly with other developed
countries, because the product is catering to high-income demands. This rise in foreign
demand (assisted by economies of scale) leads to a trade pattern whereby the United
States of America exports the product to other high-income countries. Other

developments also occur in the maturing-product stage.

Once U.S firms are selling to other high-income countries, they may begin to assess the
possibilities of producing abroad in addition to producing in the United States of
America. If the cost picture is favorable (meaning that production abroad coasts less than
production at plus transportation costs). Then U.S firms tend to invest in production
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facilities in the other developed countries. If this is done, export displacement of U.S.-
produced output occurs.

The final stage is the standardized-product stage. By this time in the product life cycle,
the characteristics of the product itself and of the production process are well known; the
product itself and the production process to producer. Vernon (1996) hypothesized that
production may shift to the developing countries. Labor costs again play an important
role, and the developed countries are busy introducing other products. Thus, the trade
pattern is that the United States of America and other developed countries may import the

product from the developing countries Appleyard, Field and Cobb. (2010)

In summary, the PCT postulates a dynamic comparative advantage because the country
source of exports shifts throughout the life cycle of the product. At the early stages, the
innovating country exports the goods but then it is displaced by other developed
countries-which are ultimately displaced by developing countries. A casual glance at
product history yields this kind of pattern in a general way. For example, electronic
products such as television receivers were for many years a prominent export of the
United States of America. But Europe and especially Japan emerged as competitors,
causing the U.S. share of the market to diminish dramatically. More recently, Japan has
been threatened by South Korea and other Asian producers. The textile and apparel
industry is another example where developing countries (especially China, Taiwan,
Malaysia, and Singapore) have become major suppliers on the world market, displacing
in particular the United States of America and Japan. Automobile production and location
also relatively from the United States of America and Europe to Japan and later still to
countries such factor mobility and economies of scale, make the product cycle theory an
appealing alternative to the Heckscher-Ohlin model (Appleyard, Field and Cobb. (2010).

2.1.2.5.Porter’s National Competitive Advantage Theory

In the continuing evolution of international trade theories, Michael Porter of Harvard
Business School developed a new model to explain national competitive advantage in
1990. Porter’s theory stated that a nation’s competitiveness in an industry depends on the

capacity of the industry to innovate and upgrade. His theory focused on explaining why
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some nations are more competitive in certain industries. To explain his theory, Porter
identified four determinants that he linked together. The four determinants are (1) local
market resources and capabilities, (2) local market demand conditions, (3) local suppliers
and complementary industries, and (4) local firm characteristics.

2.1.2.6.Theories of Economic Growth

As cited Tewodros Gebru (2015) the process of economic growth and the sources of
differences in economic performance across nations are some of the most interesting,
important and challenging areas in modern social science. The analysis of the process of
economic growth was a central feature of the work of the classical economists, as
represented chiefly by Adam Smith, Thomas Malthus, David Ricardo, and Karl Marx
were all concerned with the growth of the economy (l.e., the increase in the production of

goods and services over time).

The interest of these economists in problems of economic growth was rooted in the
concrete conditions of their time. Specifically, they were confronted with the fact of
economic growth and social changes taking place in contemporary English society as
well as in previous historical periods. According to A. Smith (1776), the importance of
‘invisible hand’ (the force of supply/demand in a competitive market),
specialization/division of labor, accumulation of physical capital (investment) and
technological progress were the most determinants of economic growth in the long term
and hence the prosperity of nations. A wide range of studies have investigated the factors
underlying economic growth. Using different conceptual and methodological viewpoints,
these studies have placed emphasis on a different set of explanatory parameters and

offered various insights to the sources of economic growth.

The broad consensus highlighted in these studies is that a country’s growth over a long
period is basically determined by three factors, namely: (1) the efficient utilization of the
existing stock of resources, (2) the accumulation of productive resources such as human
capital, and (3) technological progress (Dewan and Hussein, 2001, Ndambiri et al.,
2012). Moreover, research and development, economic policy and macroeconomic
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condition, export performance and institutional framework are among the most important
determinants of economic growth. There have been two periods of powerful work on
growth theory, the first was in the 1950s and 1960s, and the second (30 years later) in
1980s and 1990s. In the first period, the neoclassical theory of growth was best known
contribution by Robert Solow (1956).

2.2. Empirical Literature Review

2.2.1. Overview of Export

An export is a function of international trade whereby goods produced in one country are
shipped to another country for future sale or trade. The sale of such goods adds to the
producing nation's gross output. Ethiopia is the 117th largest export economy in the
world. In 2016, Ethiopia exported $3.13B and imported $17.9B, resulting in a negative
trade balance of $14.8B. In 2016 the GDP of Ethiopia was $72.4B and its GDP per capita
was $1.73k. The top exports of Ethiopia are Coffee ($763M), Other Oily Seeds ($470M),
Gold ($397M), Dried Legumes ($247M) and Cut Flowers ($173M), using the 1992
revision of the HS (Harmonized System). The top export destinations of Ethiopia are
China ($424M), Switzerland ($345M), the Netherlands ($313M), Saudi Arabia ($287M)
and the United States ($231M).

The top import origins are China ($5.46B), the United States ($1.54B), India ($1.3B),
Kuwait ($1B) and Italy ($700M). In 2016 Ethiopia exported $3.13B, making it the 117"
largest exporter in the world. During the last five years the exports of Ethiopia have
increased at an annualized rate of 1.7%, from $2.88B in 2011 to $3.13B in 2016. The
most recent exports are led by Coffee which represents 33% of the total exports of
Ethiopia, followed by Other Oily Seeds, which account for 15%. Earning from export of
coffee rose sharply by 59.3 percent in 2017/18 to USD 841.8 million on account of a 40
and 14 percent growth in world coffee price and volume of export, respectively. As a
result, the share of coffee in total exports of goods increased to 30.6 percent from 26.4
percent in the previous year (Workman, 2018).

According to Daniel Workman (2018) Ethiopia’s top 10 exports are highly concentrated,

representing 91.9% of the overall value of Ethiopian global shipments. The coffee, tea
15



and spices category placed first via a 33.6% gain. Ethiopia’s exported coffee generated
the bulk of these international sales. Next to coffee Vegetables exported was the second
income generating commodities for Ethiopia accounted for 18.8%. Shipments of oil seeds
from Ethiopia posted the third-fastest gain via a 15.6% improvement. Electrical
machinery and equipment was the fastest-growing among the top 10 export categories, up
175.1% from 2016 to 2017.
Two categories declined in value, namely Ethiopian exports of live animals (down -
31.8%) and oil seeds (down -13.7%).

1. Coffee, tea, spices: US$963 million (33.6% of total exports)
Vegetables: $538.4 million (18.8%)
Oil seeds: $446.3 million (15.6%)
Live trees, plants, cut flowers: $221.9 million (7.8%)
Gems, precious metals: $125.7 million (4.4%)
Meat: $97.1 million (3.4%)
Raw hides, skins not furskins, leather: $74.8 million (2.6%)
Live animals: $61.9 million (2.2%)
Electrical machinery, equipment: $56.2 million (2%)
10. Footwear: $45.5 million (1.6%)
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2.2.2. Empirical Studies conducted on Export Determinant

Different studies have been conducted by different people to analyze the determinants of
exports and to analyze their impact on export performance. Different studies used the
imperfect substitution model proposed by (Goldstein, 1985) to analyze the determinants
of countries export performance. For example (Munoz, 2006) analyze the impact of
parallel market and governance factors on Zimbabwe’s export performance using
quarterly data and found positive and significant relationship between exchange rate and
export. Similarly, On a study made on the factors affecting export performance in three
different export categories; total merchandize exports, manufacturing exports and exports
of machinery and equipment on nine East & South East Asian countries by (Jongwanich,
2007) using quarterly data and Imperfect Substitutions Model, results found from the

long run equation reveal that real exchange rate to have different elasticity in the three
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export categories, it was found to have highest elasticity for merchandise export while

lowest elasticity for exports of machinery and transport equipment.

Recent studies on export have been focused on the role of trade facilitation reforms on
export performance. A study made by Portuga-Perez, and S.Wilson (2012) tried to
analyze the role of hard infrastructure (roads, ports, airports, rail infrastructure and
information communications technology) and soft infrastructure (efficiency of customs
and domestic transport and business regulatory measures and transparency) on export
performance of 101 countries during 2004 -07. The results from their study revealed that
an improvement in hard and soft infrastructure leads to more exports which ensure that
investments on physical infrastructure have a positive impact on exports, but declining as
per capita income increases, on the contrary investments in ICT and soft infrastructures

were found to have more impact on richer countries.

2.2.2.1. Real exchange Rate

The major factor that affects export supply capacity is the real exchange rate. The real
exchange rate can be an important element in determining export growth, diversification
and international competitiveness of goods produced in a country (UNCTAD, 2008)
(UNCTAD, 2005). It is a key variable that requires close government supervision in any
programme to expand and diversify exports (Biggs, 2007) since its management can
influence export performance over a large number of different product groups (Mouna
and Reza, 2001).

The performance of a country’s exports is highly dependent on its exchange rate regime
and more specifically the real exchange rate. VVarious studies have shown that the demand
for a country’s exports increases when its export prices fall in relation to the world prices.
The depreciation of its currency compared to other currencies particularly the dollar,
makes its exports cheaper on the international market. However, Sivri and Usta (2001),
while studying the determinants of export growth in Turkey found that real exchange rate
does not appreciably account for changes in exports. On the same issue, Fang et al.
(2006) analyzed the impact of exchange rate depreciation on exports for 8 Asian

economies (Philippines, Malaysia, Indonesia, Japan, Singapore, Chinese Taipei, Republic
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of Korea and Thailand) and they found that depreciation contributes exports for most

countries, but its contribution to export growth is low and varies across countries.

Biggs (2007) explained the real exchange rate is often rendered uncompetitive in low
income countries by poor economic management and turbulence in financial markets.
Ensuring that the real exchange rate adjusts to more realistic levels is a means of
enhancing the economy’s incentives for exporting and can lead to an increase in the
production of export products (Oyejide, 2007). While an overvalued currency can
undermine export competitiveness through a direct loss of price competitiveness for
exporting firms undervaluation of the currency can bolster export competitiveness
(Biggs, 2007), enhance the incentives for export activities (Oyejide, 2007). Therefore,
unexpected positive and statistically insignificant long- run relationship of real exchange
rate exists. This finding is contrast to most economic literatures which confirmed the
significant relationship between the real exchange rate and export. However, this result
conforms to Rodrik (2008)’s study which indicated the insignificant effect of real
exchange rate on exports. Also, other 