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Abstract  This study examines the impact of trade liberalization on the Ethiopia's trade balance using the data over the 
period 1974 to 2009 from NBE (National Bank of Ethiopia). The country has undertaken serious trade reforms, either as a 
part of major macroeconomic reforms and commitments with international regulations, or by decisions driven by a process of 
internal adjustment for the last two decades. One of the anticipated gains from the trade liberalization policies adopted by 
Ethiopia is improved export performance. In this research, the arguments on which this expectation is based were reviewed 
and the impact of trade liberalization on Ethiopian trade balance was analyzed. However, when it was examined with the 
application of export equation of Santos-Paulino and Thilwall [2004], it showed that trade liberalization led to the deterio-
ration of the trade balance or too fast of an increase in imports. Thus, it was deduced the evidence that the trade liberalization 
worsens trade balance due to more imports than exports [Santos-Pauulino and Thirlwall, 2004].  
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I. Introduction 

The relationship between trade liberalization and trade 
balance has been an important area of study in recent years, 
especially for developing countries. The studies on the im-
pact of trade liberalization on trade balance in developing 
countries, showed conflicting conclusions. The empirical 
literature shows that trade openness or liberalization affects 
trade balance significantly [Santos-Pauulino and Thirlwall, 
2004].  

Theoretically, the effect of a change in tariff on the trade 
balance is ambiguous [Thiriwall and Gibson, 1992; San-
tos-Paulino and Thirlwall, 2004], as the impact will depend 
on the relative change of import and export growth. The 
literature survey of Ostry and Rose [1992] on the effect of 
trade tariff on the economy based on different theoretical 
frameworks concluded that there is no clear conclusion about 
the effect. They showed that the effect depends on the be-
haviour of real wages, exchange rate, a variety of elasticity, 
the degree of capital mobility, and whether the tariff shocks 
are perceived as temporary or permanent. Given the ambi-
guity, the impact of trade liberalization on the trade balance 
needs to be studied empirically. 

Empirically, there are only a few cross-countries studies 
that examined the impact of trade liberalization on the trade 
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balance [Santos-Paulino and Thirlwall, 2004; Wu and 
Zeng,2008]. Santos-Paulino and Thirlwall [2004] showed 
that for the period 1972-1997, trade liberalization worsened 
the trade balance of developing countries. They also dem-
onstrated that trade liberalization caused both imports and 
exports to grow faster, but the growth of imports was faster 
than that of exports for a panel of 22 developing countries. 
Wu and Zeng [2008] illustrated that both imports and exports 
increased after trade liberalization, however, the evidence 
that trade liberalization worsens trade balance was not robust 
for the trade liberalization dates. Parikh [2006] concluded 
that trade liberalization promotes growth in most cases, but 
the growth itself has a negative impact on the trade balance 
and adverse terms of trade. UNCTAD [1999] studied the 
effect of trade liberalization on the trade balance for 15 de-
veloping countries over the period 1970 to 1995 and found a 
significant negative relationship. Studies have also examined 
the impact of trade liberalization on imports and exports 
separately. Santos-Paulino [2002a]; Melo and Vogt [1984]; 
and Bertola and Faini [1991] showed that the impact on 
imports have been positive. However, the findings of em-
pirical studies on the effects of trade liberalization on exports 
haven been mixed. Santos-Paulino and Thirlwall [2002b] 
and Thomas and Nash [1991] showed a positive impact but 
Greenaway and Sapsford [1994] and Jenkins [1996] found 
little evidence of such a relationship. 

This manuscript deals with descriptive and econometric 
analysis on the impact of trade liberalization (open to inter-
national trade) on trade balance to confirm the hypothesis 
that trade liberalization reduces anti-export bias and makes 
exports more competitive in international markets by re-



76 Hailegiorgis Biramo Allaro: The Impact of Trade Liberalization on the Ethiopia's Trade Balance   
 

 

ducing exchange rate distortions and export duties, however 
worsen trade balance. 

2. Trade Liberalization and Trade  
Balance 

According to the World Bank [2001], trade liberalization 
is defined as (i) the removal of or reduction in the trade 
practices that thwart a free flow of goods and services from 
one nation to another. It includes dismantling of tariff (such 
as duties, surcharges, and export subsidies) as well as 
non-tariff barriers (such as licensing regulations, quotas, and 
arbitrary standards); (ii) the removal of government incen-
tives and restrictions from trade between nations; and (iii) 
any act that would make the trade regime more neutral 
(nearer to a trade system free of government intervention). 
The third definition was adopted in this study.  

Since the 1980s trade liberalization has become an in-
creasingly common feature of economic policy in develop-
ing countries. They have liberalized their trading regime 
with hope of gaining static and dynamic gains from trade, 
and that the liberalization will increase both the growth of 
export and imports, and consequently improve welfare 
[Santos-Paulino and Thirlwall, 2004]. 

Some developing countries have unilaterally liberalized 
trade in an attempt to integrate into the global economy and 
promote economic growth. In other cases, countries have had 
to liberalize trade in order to satisfy the requirements of 
international lending agencies. At the global level, multilat-
eral trade negotiations under the auspices of the World Trade 
Organization (WTO) are pushing for freer trade in response 
to the demands of globalization. It has been strongly sup-
ported by the multilateral institutions, both financially 
through their structural adjustment loans and intellectually 
through studies of the effects of trade liberalization. An 
important plank in the advocacy of trade liberalization is the 
belief that a more liberal regime will lead to increased ex-
ports which in turn will have a favourable effect on economic 
growth and employment generation [World Bank, 2001]. 

The empirical literatures show that trade openness (liber-
alization) affects output growth in the era of globalization (a 
phenomenon, whose economic dimension involves increases 
in the flows of trade, capital, and information, as well as the 
mobility of people across borders). In view of trade liber-
alization, Rodrik [2006] recommended the most common 
policy reform to developing countries. He indicated that 
trade liberalization must be accompanied by complementary 
adjustment policies, particularly macroeconomic reform, and 
must go along with a long list of conditions, in order to be 
effective and to be ensured to enhance welfare. One of many 
conditions, which there must be no adverse effects on the 
fiscal balance, or if there are, there must be alternative and 
expedient ways of making up for the lost fiscal revenues. 
Though he believes that trade policy is overemphasized, and 
that macroeconomic reform and institutional innovations are 

far more important in fostering economic growth, he agrees 
that trade liberalization accompanies development and that 
in long run an economy which fails to integrate with inter-
national markets will grow more slowly. 

A crucial element of the trade liberalization reforms in 
developing countries is the liberalization of import trade as a 
means of reducing the anti-export bias of the trade regimes. 
In that sense, many developing countries have made good 
progress in the last two decades in liberalizing their trade 
policies by removing quantitative import restrictions and 
reducing tariffs [Milner, 1990]. However, most developing 
countries’ tariffs are still high enough to create significant 
levels of anti-export bias. Moreover, tariff structures are 
typically escalated, with higher tariffs on final goods than on 
intermediate materials and components. Developing coun-
tries are also increasingly turning to anti-dumping actions 
and imposing antidumping duties above normal tariffs 
(raising both the nominal and effective protection of import 
substitution production and increasing anti-export bias), and 
removing quantitative import restrictions of various kinds. 
Furthermore, the consequent reduction in imports, given 
these restrictions, leads to less demand for foreign exchange, 
and enables the country’s exchange rate to be maintained at a 
higher level than otherwise. This in turn reduces the domes-
tic currency value of the export proceeds. 

However, several studies have investigated the impact of 
trade liberalization on export growth in developing countries, 
and have reached conflicting conclusions. Some studies have 
looked at individual countries; others have taken a 
cross-section of countries. The individual case studies which 
show a positive impact of liberalization on export perform-
ance were carried out by Weiss’s [1992] cross-sectional 
study of Mexican manufactured exports; Jenkins’s [1996] 
times series and cross section analysis for Bolivia’s manu-
factured exports; Joshi and Little’s [1996] analysis of India’s 
economic reforms; and Ahmed’s [2000] cointegration and 
error correction modelling for Bangladesh and Svedberg 
[2000]. Multi-country studies for developing countries that 
confirm the positive relationship between exports and liber-
alization include; Thomas’s et al [1991] cross-section 
analysis; Helleiner’s [1994] collection of theoretical and 
empirical studies; and Bleaney’s [1999] panel data study. 
Similarly, Santos-Paulino [2000]; [2002]; and [2003] ex-
amined the impact of trade liberalization on export per-
formance for a sample of developing economies using the 
export demand function approach. Results from his study 
showed that exports react negatively to an increase in rela-
tive prices and positively to an increase in world income 
growth, while export duties have detrimental effect on export 
performance, although the impact is relatively small. He 
concluded that trade liberalization emerges as a fundamental 
determinant of export growth in all the countries in their 
sample. Multi-country studies that show a non-significant 
impact comprise UNCTAD’s [1989] analytical assessment 
of the relationship between trade reform and export per-
formance; Agosín [1991] quantitative and qualitative analy-
sis; Clarke and Kirkpatrick’s [1992] cross-section study; 
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Shafaeddin’s [1994] analytical study; Greenaway and 
Sapsford’s [1994] times series analysis; Greenaway and 
Sapsford’s [1997] smooth transitions analysis.  

The bases of the controversy have been on the importance 
of complementary reforms, stage of development before 
opening up to trade, sequence and degree of liberalization as 
well as methodological and measurement issues among 
others [Utkulu et al., 2004]; [UNCTAD, 2005]; and [Mor-
rissey and Mold, 2006]. Utkulu et al.; [2004] argued that a 
traditional model of export supply with explanatory variables 
such as export prices, home and foreign costs, and produc-
tive capacity can be further extended by taking the effects of 
trade reform, which consists of measures to reduce 
anti-export bias. They argued that trade liberalization leads 
to the reduction of anti-export bias and strong supply re-
sponse. The argument is based on whether trade liberaliza-
tion has led to positive or negative export performance. 
However, the assertion of a strong influence of liberalization 
on export performance has remained largely unresolved in 
the literature [Utkulu et al., 2004].  

The new consensus was adopted by many SSA countries 
as part of their structural adjustment and reform programmes 
from the mid-1980s. The SAP (structural adjustment pro-
gramme) was adopted with the purpose of liberalizing their 
economies, particularly the external sector. The main pur-
pose of trade liberalization over this period was to promote 
economic growth by capturing the static (reduced costs from 
economies of scale, efficiency gains from exploiting com-
parative advantage, reduction in distortion from imperfect 
competition and increased product variety) and dynamic 
(benefits from trade that accumulate over time in addition to 
static gains from trade) gains from trade through a more 
efficient allocation of resources; greater competition; an 
increase in the flow of knowledge and investment and, ul-
timately, a faster rate of capital accumulation and technical 
progress. It was the belief that barriers to trade, and 
anti-export bias would reduce export growth below potential. 
As a result, the adoption of trade liberalization measures 
would reduce anti-export bias and make exports (especially 
non-traditional ones) more competitive in international 
markets, mainly by reducing trade policy barriers, exchange 
rate distortions and export duties. Foreign trade was liberal-
ized through the reduction of tariffs and non-tariff barriers 
and reduction of import duties applied to imports in a large 
number of SSA countries. In addition, import permits were 
abolished and duty rates as part of tariff liberalization were 
also lowered in many SSA countries. Currencies were de-
valued to encourage exporters, with the aim of boosting 
exports and growth and fostering the integration of SSA into 
the global economy. A sizeable number of SSA countries 
virtually eliminated parallel market premiums, with buying 
and selling of foreign exchange then becoming market-based, 
while abolishing previous restrictions on currency transac-
tions [UNCTAD, 2005].  

According to the World Bank [2001], Ethiopia has im-
plemented trade liberalization in the late 1990s. It was 
theoretically designed to increase the efficiency of national 

industries through competition with the outside world. In-
stead, such liberalization may lead to the inability of Ethio-
pian industries to compete at all, thereby further assuring the 
dominance of the agricultural sector. The potential advan-
tages of trade liberalization for Ethiopia are firmly rooted in 
the theory of economies of scale. The small size of domestic 
markets to absorb most of its supply desires expanding 
markets and increasing participation in the global economy. 
Therefore, a relaxation of trade restrictions within a given 
range could reduce internal transport costs, stimulate in-
tra-regional trade, and ultimately increase the growth and 
productivity of the country. Additionally, liberalization 
could encourage the country to adopt a more out-
ward-oriented attitude towards trade instead of the protec-
tionist, inward-oriented mentality which frequently exists. 
Consequently, Ethiopia’s economy has experienced several 
dramatic events and changes after trade liberalization. The 
volatile nature of the evolution of the growth rates of Ethio-
pian economies has been accompanied by a variety of re-
forms (external and internal real shocks faced), and different 
responses to them. The theoretical and empirical tools to 
determine the factors behind the performance of the econ-
omy could be broadly categorized in domestic policies and 
domestic or external shocks (such as domestic supply shocks, 
terms of trade shocks, international crises, etc.).  

3. Model Specification 
The model used for the analysis of impact of trade liber-

alization on trade balance was based on export equation of 
Santos-Paulino and Thilwall [2004]. The equation is based 
on the traditional trade function, where trade is a function of 
income, price, and a trade liberalization dummy: 
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where, 
TB

GDP  refers to the trade balance over real GDP ra-

tio; dy∆  is change in domestic real income in US dollars, 
RER∆  is the change in real exchange rate; TOT∆ is the 

change in the terms of trade and Lib is the trade liber-
alization dummy; α ’s are unknown parameters to be esti-
mated, t is time in years (1974-2009) and u is random terms 
that are independently and identically distributed with mean 
zero and variance2 (δ2). 

4. Results and Discussions 
4.1. Descriptive Statistical Analysis 

Two macroeconomic indicators (real export and real im-
port) were analyzed to describe Ethiopian trade balance. A 
look at the trends of export performance of Ethiopia before 
and after trade liberalization reveals that imports did increase 
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as a proportion of GDP following trade liberalization. The 
comparison of imports and exports performance as the per-
centage of GDP prior to and following trade liberalization 
shows that imports increased by 86 percent while exports by 
21 percent. By and large, the evaluation shows a high dete-
rioration in the trade balance following trade liberalization. 
The trade balance following trade liberalization was wors-
ened by 147 percent (Table 1).  
Table 1.  Trade balance before and after trade liberalization in Ethiopia 

(As % of GDP) 

Description Before 

(1974-1991) 

After   

(1992-2009) 

       % 

change 

Export   8.5 10.3 21 

Import 17.4 32.3 86 

Trade balance -8.9 -22.0 (147) 

Source: Author’s computation taken from NBE annual reports. 

Figure 2 shows the trade balance during the study period. 
It was demonstrated that like other SSA countries, Ethiopia’s 
trade balance was in deficit in both periods.  

 
Figure 2.  Trends of Ethiopia's trade balance in million USD (1974-2009) 
Source: Author’s computation taken from NBE annual reports 

Table 2 tabulated the overall average for the trade balance 
for Ethiopia pre and post trade liberalization episode. On 
overage, trade balance is in deficit in both periods. However, 
the deficit worsened after trade liberalization. The average 
trade balance was – 381,436 and –1,858,774 million USD for 
pre and post trade liberalization respectively. Thus, it was 
deteriorated by 387 percent with divergent.  

Table 2.  Average Trade balance of Ethiopia in million USD for pre and 
post trade liberalization 

Pre- trade liberalization 
(1974-1991) 

Post-trade liberalization 
(1992-2009) %change 

-381,436 -1,858,774 (387) 

Source: Author’s computation taken from NBE annual reports 

4.2. Econometric Analysis 

4.2.1. Unit Root Test 

The preliminary analyses concur with the findings of the 
previous studies that the trade balance deteriorates after 

liberalization. Even though the simple statistics were in-
dicative of a change in trade balance, they do not control 
other factors that may affect trade balance. Hence, regression 
analyses were used to identify the role of each variable in the 
model with unit root test (Table 3). 

Table 3. discloses the results of unit root tests on 
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Table 3.  ADF unit root tests on Variables 

Variables 
ADF 
test 

statistics 

Order of 
integration 

Critical 
values 
at 5% 

Critical 
values 
10 % 

1/log −tGDPTB  -6.400364 
I(1) -3.64 -2.95 

d
ty∆log  

-5.219934 
I(1) -3.64 -2.95 

tRER∆log  -3.976055 
I(1) -3.64 -2.95 

tTOT∆log  -6.320149 
I(1) -3.64 -2.95 

tlib  -3.973923 
I(1) -3.64 -2.95 

4.2.2. Cointegration Test 

Having confirmed unit root presence in all data series and 
the findings of stationarity in the first difference, the next 
step was a Johansen’s cointegration procedure. It was ap-
plied to determine the long-run equilibrium relationship. The 
second procedure was to specify ECM to account for 
short-run equilibrium. Johansen’s cointegration multivariate 
procedure is used to establish whether the variables are 
cointegrated in the long run. The likelihood ratio indicates 
one co-integrating equation at 5% significance level. In other 
words, it accepts the alternative hypothesis of having one 
co-integrating vector. Since the test statistic (97.89) is 
greater than the 95% critical value (68.52) of the likelihood 
ratio test, it is possible to reject the null of more than one 
co-integrating vector. The maximum Eigen value test also 
starts with the null hypothesis of at most r co-integrating 
vector against the alternative of r+1. The result for maximum 
Eigen value test confirms the rejection of the null hypothesis. 
Therefore, both maximum Eigen value and likelihood ratio 
indicate that there is one co-integrating equations at 5% 
significance levels (Table 4). 

Table 4.  Co-integration tests for 
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r=0 0.815363 97.88785 68.52 76.07 
r≤1 0.418418 40.44958 47.21 54.46 
r≤2 0.347774 22.02147 29.68 35.65 
r≤3 0.194294 7.491071 15.41 20.04 
r≤4 0.004280 0.145819 3.76 6.65 
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Note: The test assumes linear deterministic trend in the data 

Under the assumption of linear deterministic trend in the data 
and intercept, and no trend in the co-integration equation, 
Johansson co-integration test identifies one co-integration 
equation, which is specified as follows:  
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The above cointegration equation shows that there is a direct 
long- run relationship between trade balance over real GDP 
ratio and libandTOTgRER tt ∆∆ log,log , the coefficient de-

fined that a 1% change in real exchange rate, terms of trade 
and liberation dummy would change trade balance over real 
GDP ratio by 2.1, 5.65 and 4.63 percent respectively, while 
the relationship between trade balance over GDP ratio and 
lagged value of domestic income was found to be indirect in 
the long run. 

The error correction model (ECM) signifies two basic 
factors: ECT and other variables. The ECT indicates that 40 
percent of the short term equilibrium of Ethiopian trade 
balance will be adjusted in the same year, while 60 percent in 
the subsequent years (Table 5).  

Table 5.  Results of ECM test 

Variables Coefficient t-Statistic Sign. 

constant -0.01(0.02) -0.751020 0.6103 

log / 1t tTB GDP −  -0.89(0.50) -1.594126 0.1046 

log d
ty∆  1.28(0.60)** 2.046795 0.0367 

log tRER∆  0.37(0.10) 3.200006 0.1042 

log tTOT∆  2.41(0.66) 4.260011 0.5003 

tlib  0.48(0.80) 5.276345 0.20245 

ECT 0.40(0.14)* 3.705407 0.0001 

R2 =0.90; F= 33.23 (0.00)* 

*(**) shows significance at 1% (5 %) significance level and the number in the 
brackets refers standard error. 

The literature review in this study indicates that the rela-
tionship between trade liberalization and trade balance has 
been an important area of study in recent years, especially for 
developing countries. Several studies have investigated the 
impact of trade liberalization on trade balance in developing 
countries, and have reached conflicting conclusions. The 
empirical literature shows that trade openness or liberaliza-
tion affects trade balance significantly. Liberalization was 
aimed at making it easier to import by reducing tariffs and 
non-tariff barriers and encouraging exports by eliminating 
export taxes and providing export incentives. The new policy 
strategy attempted to promote greater openness in order to 
boost export growth and encourage the competitive integra-
tion of the SSA economies into the globalized world. How-
ever, the universal consensus was on the need to design and 

implement economic reforms in SSA countries. It was and 
remains uncertain if the trade balance of the region would be 
enhanced through the adoption of trade liberalization that 
encourages more open economic policies [Santos-Paulino 
and Thirlwall, 2003]. 

Therefore, it is important to converse the evolution of 
trade policies pursued in Ethiopia in order to understand 
Ethiopia’s export structure, performance and trade balance. 
This would then allow an assessment of the effects of these 
policies on export augmentation and trade balance. The 
evolution of Ethiopian foreign trade policy can be traced 
back to the 1931 constitution, which promulgated the first 
bicameral parliament in Ethiopia. The foreign trade policy of 
Ethiopia before the Derg regime was largely plugged-in by 
‘the free trade’ doctrine. Ethiopia, like most African coun-
tries, had been following ISI policy during the reign of the 
socialist Derg regime. The principal objective of the policy 
was based on that by replacing the imported goods with 
domestic production, import-substituting industrialization 
strategy would ease the balance of payments problem and, at 
the same time, accomplish high economic growth by pro-
moting industrialization and thereby reducing unemploy-
ment. Nevertheless, the anomalous and irrational tariff 
structure introduced under the inward-looking strategy, 
along with other non-tariff barriers, not only proved to be a 
major constraining factor for sustained growth of an efficient 
industrial structure but also generated a distorted incentive 
structure resulting in an "anti-export" bias and thus under-
mining the potential for export growth. Moreover, the Derg’s 
regime strengthened protectionist policy through an ex-
change rate pegged to the US dollar; curtailed imports 
through imposing quotas; imposed high tariff rates; and 
lengthy import licensing procedures. Both export and import 
activities were performed through government marketing 
channels [Befekadu and Berhanu, 1999/2000].  

Since 1992, the pressure from the World Bank, the IMF, 
and the world-wide turn against the import substituting de-
velopment policies, contributed to the consideration of a 
policy reversal in Ethiopia. Prior to trade policy reform, 
exports in Ethiopia were distorted by export taxes, overval-
ued currencies, export licensing, the existence of monopoly 
marketing boards and high import duties. In order to boost 
export performance and improve trade balance; several 
measures were adopted: export taxes and levies were sig-
nificantly reduced and even abolished on most exports and 
exchange rate regimes were liberalized. Consequently, 
Ethiopia stopped fixing exchange rates and overvaluing the 
currencies in order to stimulate exports and make the 
economy more competitive. The 1990s reform was begun 
with a clear vision of reversing the socio-economic crisis of 
the 1980s, and rapidly transforming the economy. Thus, the 
country pursued the SAP (Structural Adjustment Program) 
initiated by the World Bank and the International Monetary 
Fund. As the major component of the structural adjustment 
programs, trade reforms were adopted as a central lever of 
the free market strategy in order to obtain financial support to 
pull the country out from its entrenched poverty. Since the 
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beginning of the 1990s, Ethiopia has been making significant 
progress toward opening up its economy and has notably 
improved its trade policy regime. More specifically, the trade 
policy reforms implemented resulted in a significant cut in 
import tariff rates, a reduction of the tariff dispersion, a 
decrease in the level of applied rates and lead to the dete-
rioration of the trade balance or too fast of an increase in 
imports [MoFED,2006]. 

5. Conclusions 
This research has put particular emphasis on the impact of 

trade liberalization on Ethiopia’s trade balance during the 
sample period, particularly since 1992 when export promo-
tion policies appear to have formed a superior development 
strategy for the country. The country has undertaken serious 
trade reforms, either as a part of major macroeconomic re-
forms and commitments with international regulations, or by 
decisions driven by a process of internal adjustment for the 
last five decades. The policy adopted in the pre reform period 
(during the Derg) was characterized by strongly inward 
oriented development strategy (ISI) that had a negative im-
pact on export through influencing directly or indirectly the 
profitability and competitiveness of exports. The current 
government has undertaken trade policy reforms, which 
aimed at promoting exports through diversifying the coun-
try’s commodity exports. Despite the policy reforms, there is 
still a bias against exports that calls for active government 
intervention to create a favorable environment for effective 
export performance to achieve favorable trade balance 
[Santos-Paulino and Thirlwall, 2003]. 

The manuscript also disclosed that trade liberalization 
enhances export and generates two types of gains. It raises 
static allocative efficiency and average incomes in the me-
dium- run, whereas, it is the source of dynamic gains, mainly 
in terms of advanced productivity and more rapid growth, in 
the long-run.  As well, it was revealed that in the long-run, a 
more open economy will achieve higher growth rates be-
cause it offers easier access to new technology, provides 
benefits derived from increased competition and economies 
of scale. The study further analyzed that trade policies vary 
from country to country, depending upon a great deal on the 
level of openness of the external sector. The argument be-
tween trade liberalization and exports was examined, which 
states that the reduction or elimination of trade policy dis-
tortions reduces anti-export bias, and therefore, improves 
export performance and competitiveness. Accordingly, it 
was divulged that the reduction in tariff and non- tariff 
measures improved access to international markets to in-
crease exports from Ethiopia.  

It was further analyzed that trade liberalization seeks to 
reform a country’s international commercial policies in order 
to improve economic welfare by achieving a better allocation 
of resources in the long- run. The results of the estimated 
model show undoubtedly that in the observed period, 
1974-2009, trade liberalization has had a positive and sig-

nificant impact on the export performance of the country. 
This implies that policy makers should generate such poli-
cies for attracting exports from Ethiopia, which will focus on 
the utilization of the country’s resource endowments in terms 
of developing new technologies, and improving national 
capabilities. As a result, openness has lead Ethiopia to eco-
nomic growth. This suggests that when countries are more 
open, they are better able to exploit market opportunities 
through product diversification and differentiation. These 
results have important implications for national policies and 
strategies within the trading system of Ethiopia to open up its 
foreign trade policies in inter regional and global perspec-
tive.  

Therefore, Ethiopia should further improve its export 
commodities composition, structure and foreign trade policy 
instruments (tariffs) based on the expected benefits to 
stimulate economic efficiency, improve trade balance, and 
achieve sustained growth in the future.  However, when it 
was examined trade liberalization on the trade balance using 
Johannes cointegration procedure, it showed that liberaliza-
tion lead to the deterioration of the trade balance or too fast 
of an increase in imports. Thus, it was deduced the evidence 
that the trade liberalization worsen trade balance (San-
tos-Paulino and Thirlwall, 2004).  
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