Assessment of the Level of Performance, ChallengesdaProspects

of Export Trade in Ethiopia: A Management Perspective

Andualem Debas

Abstract

This study tries to assess the level of performance, challenges and prospects of the
Ethiopian export trade from the management point of view and to investigate
the performance of the export operation in a systematical approach. With the
emergence of globalization and liberalization, barriers to cross border for business
are becoming so diminished. Globalization, a trend toward a more integrated and
global economic system, is a challenge that countries have to learn how to live with
it, manage it and take advantage of its opportunities since national economies are
becoming more interdependent and integrated. In addition, today’s theories of
economic development emphasize improving export performance as a vital
component to international competitiveness and rapid growth and development.
Hence, the modern credo of economic development became “‘export or perish’.

The main problem that this study tries to address is why the Ethiopian export trade
performance is unsatisfactory in spite of its long time entrance into the
international market and the paradox that Ethiopia has a capable labor force, low
wage rate, a wide range of weather and soil conditions, and preferential access to
major world markets. The objective is to assess the level of performance, to identify
the main challenges and potentials and to suggest possible remedial actions in
relation to export trade. The methodology used includes survey, interviews and
document review. The scope of the study covers those stakeholders having active
participation in the sector and its limitation is that it is not exhaustive in terms of
data sources and variables of analysis. The study is believed to benefit those
stakeholders in the export sector to see their weaknesses and strengths. Literatures
on both theoretical and empirical aspects have been reviewed. Quality problems,
inefficient management of exporters, inefficient promotion of the export sector, and

low performance of export processing are the main findings of the study.
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Accordingly, conclusions and recommendations have been made focusing on
improvements to be made on quality, exporters’ capacity, export promotion and

export processing in order to improve the performance of Ethiopian export trade.

Key words: Management perspective, Export operations, Systems approach,

Competitive advantage, Export performance.

Introduction

Many theories of economic development advocated ormp
substitution in order to increase productivity ahdersity of the production
structure (Brook Debebe, 1999, p.5). But today,dhimphasis has shifted to
improving export performance. It has been incregigimecognized that
given the limited size of domestic market and tbpehdence on the import
of intermediate and capital goods, expanding exgapacity and increasing
international competitiveness are vital factors fapid growth and
development.

Systematic identification of factors constrainiegport growth and
diversification is quite important in the desigrdagffective implementation
of export enhancing policies. With this regard réhare a number of theories
about the constraining factors of exports in depielg countries. One school
of thought is the trade pessimists who ascribedetkmort setback to the
difficult conditions in the export markets, espdygiathe protectionist
reaction of the industrialized countries. The otkenool of thought is the
structuralisms, who blame the supply side condsanithin the developing
countries as the main factors that inhibit expooingh and diversification.
There are also other arguments that consider pdadure as a major
constraint on effective export diversification. Aecdingly, the success of
export orientation depends on sound policy implematgn, at the right

place and at the right time in removing constraartd seizing opportunities.
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One study indicates that policy distortions, padrastructural services, high
risks and high transaction costs that inhibit cotitipeness are the prime
barriers on effective export diversification in Etbia.

Other researchers classified the export constrginiactors in
developing countries as external and internal. &kiernal factors include
international trade laws and regulations, regidradle organizations’ laws
and regulations, and the import regulations of vitilial countries. The
domestic/ internal factors include government peticthe level of industrial
development, the incentive structure, the expoppsu services, and firm
specific factors such as skill composition, quatitgnagement among others.
The modern credo of economic development of natiensexport or
perish” (Singh and Mahadevan, 1996). The developing awstof the
world have always been placed at a disadvantage-vis with the
developed ones and are beset with perilous balafpayments situations,
as their export falls behind their import requirernse to meet in many cases
domestic demands for necessities. The concertedlajguent of export
strategies, markets, and infrastructure, on one&lhand the evolving ways
and means to encourage export-oriented activitié®mm@e on the other, has
acquired an immediacy and urgency with which allelieping nations have
to implement their export strategy.

According to Cherunilam (2004, P. V), with the omgp
liberalization mandated by WTO, barriers to croselber business have been
disappearing or diminishing substantially and adbdess business world is
emerging. Ali (2004, p. 2) also states that “Glataion for better or worse
has changed the way the world does business. s.dtl ibut unstoppable.
The challenge that individuals and businesses facelearning how to live
with it, manage it, and take advantage of the beni$ it offers”.
Cherunilam states that “driven by the ubiquitousetalizations, national
economies are becoming more and more interdepeadenintegrated; and
the world economy and business are becoming marename globalized”.
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This research project is then conducted to asbespdrformance of
export trade of Ethiopia and to identify the mapbiallenges and potentials
of the export sector. Records show that exportetiadethiopia was started
during the reign of Minilik Il and expanded morerithg the reign of
Emperor Haile- Silasse I. Since then, the countty been exporting items
like coffee, leather, and hides and skins and sagneultural products such
as oil seeds and cereals.

Despite this long time entry into the export mayketrious studies
indicate that the overall performance of the expedtor is unsatisfactory.
This is evidenced by the lower Export/GDP ratio &ydhe declining share
of exports in import financing. The export struetaf Ethiopia has also been
characterized by greater concentration on a feditiomal exports such as
coffee, hides and skins, and oilseeds and puldes.ifidicates that there are
challenges preventing the expansion of export tnadghiopia needing to be
investigated to find out the appropriate remed(@s. the other hand, the
paradox is that Ethiopia is considered to haveowariadvantages for the
development of the export sector, as the abundahtcapable labor force,
low wage rates, a wide range of whether and saiditmns, preferential
access to some of the major world markets includingppe, USA, and the
Common Markets for Eastern and Southern AfricatesttCOMESA).

These aspects initiated the present study to ilgatstthe challenges
and prospects of export trade in Ethiopia and #asans for which Ethiopia
is not active enough in its export sector. Morecgpmlly, the following
basic questions are addressed by the study:

. How is Ethiopian export trade performing during theent years?

2. What major factors do affect export trade in Eta@p

. How do the parties involved in Ethiopian export dea affect its
performance?
. What are the strengths and weaknesses of the gpanimlved in the
Ethiopian export trade?
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5. What are the challenges facing the performancetubfian export trade?

6. What should be done by the different stakeholdersriprove Ethiopia’s
export trade performance?

7. What are the opportunities available for the Ettdaopexport trade?

The main purpose of this research was to asses®waildate the
level of performance, the challenges and prospettexport trade in
Ethiopia. It also aimed at pointing out what shdogddone to increase export
trade performance to take advantage of opportghiéied to solve the future
challenges. The subjects of this study were th@ganzations that have a
direct involvement with export trade including Mitiy of Trade and
Industry, the Ethiopian Chambers of Commerce aralofial Associations,
the Addis Ababa Chamber of Commerce and Sectorssogiations, the
Ethiopian Customs Authority, National Bank of Ehi@m, Commercial Bank
of Ethiopia, one exporting company and a logisbitke.

The variables treated under this particular researe those factors
affecting export trade including the competitivene$ export commodities,
exporters’ capacity, parties involved in making teeport commodities
accessible to foreign markets, and export faadrsat Analysis was done
focusing on the challenges or threats and oppdrtsnof these parties in the
export performance. The limitations of this studyamated from its scope in
that, due to time and financial constraints, thelgtdid not include in fact
data from such organizations as transport agenitkes the Ethiopian
Shipping Lines and the Ethiopian Airlines, Ministf/Agriculture and Rural
Development, the Economic Commission for Africa g Cthe World Bank
and the Ministry of Finance and Economic Developm@hoFED). As a
result, some important variables may not be indyeéich would affect the
completeness of the research. In addition, documestitws were limited to
sources generated from NBE, CSA, ECuA, EEA, and MoT
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Literature Review

The theoretical framework of trade theories fenable to a review of
theories and empirical findings. Integrating thesrwith practices in fact
helps to better understand how and why nationgtvath each other.
The literature review has two major parts: thstfpart deals with theoretical

literature of trade, the second part deals withdpila's export practices.

Review of Theoretical Literature

The main reason that explains why countries tradle ®ach other is
related with economics. Basically, it is the diffiece in resource
endowments of nations that make necessary interratirade. In support of
this idea, Ayele Kuris ( 2006, pp. 70-71), statéEhe main reason that
countries trade with one another rather than rumptetely independent
economies is that the earth’s resources are natllgadistributed across its
surface.” According to Dwivedi (2002, pp. 507-508) uneven distribution
of resource endowments fuels international tradeivBdi further explained

his argument as follows:

“While some countries are better endowaith natural resources
Like vast fertile and cultivable lartdrge mineral deposits, water
And forest resources, some otherdatter equipped with capital

And technology.”

In addition, Jeannet and Hennessey (2001, p.3&)ested that: “Few
individuals in the world are totally self- suffici®; hence resources are
transferred to fill the sufficiency gap. Brieflgne can deduce that nations
trade with each other for the same reasons thatidu#ls do; and the basic
reasons are the uneven distribution of resourdesval the world, and no
nation is self- sufficient in producing and satisfy its people. Moreover,
according to Dwivedi (2002, p. 508), what is margortant is the gain from

trade. A number of scholars have presented thgumaents and explanations
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about the rationale behind why nations trade wabheother, and in this
process of arguments and explanations, new idésenaasbout new ways to

deal with the existing events, challenges, resauacel perspectives.

Mercantilism

Several literatures assert tmercantilismwas the first theory (some
call it belief) of international trade, that emetige England in the mid-1%
century. This theory of international trade stdtet it is in a country’s best
interest to export more than it imports. AccordtogHill (1998, p.126), the
mercantilist doctrine advocates government intereanthrough policies to
maximize exports by subsidizing exports and to miré imports by using
tariffs and quotas to limit imports. This resultsa management of balance
of trade surplus.

On the other hand, the classical economist Davithélidentified an
inherent inconsistency with the belief of mercasiil in 1752. Hill ( 1998,
p.126) states, according to Hume, that if one aguexports more than it
imports, the resulting inflow would swell the dortiesmoney supply and
generate inflation to the exporting country. On tleerse side, the outflow
would have the opposite effect for the importinguminy. That is, the
importing country’s money supply would contract atgdprices would fall.
Hume concluded his argument that in the long- nengountry could sustain
a surplus on the balance of trade. The flaw wigngantilism, as pointed out
by Hill, was that it viewed trade as a zero sum g@desituation in which a
gain by one country results in a loss by another).

Nonetheless, it is believed that mercantilism ii§ &ive today; even
recently, the trade strategy of many nations idgthesl to simultaneously
boost exports and limit imports. According to H{ll 1998, p.126), for
example, Japan is a neo-mercantilist nation becasisgovernment, while
publicly supporting free trade, simultaneously sedk protect certain
segments of its economy from more efficient foresgmpetition. Extending
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the explanation, Hill affirms that it was left tddam Smith and David
Ricardo to show the shortsightedness of this ambrand to demonstrate
that trade is a positive sum game (a situation imckv all countries can

benefit, even if some benefit more than others do).

Adam Smith’s Theory of Absolute Advantage

The classical economist Adam Smith in Hhiseory of absolute
advantageprovided the earliest evidence of the gain aridhogn foreign
trade. Hill (1998, p.127), explained that absolaterantage refers to the
situation in which one country is more efficientpabducing a product than
any other country. Jeannet and Hennessey (20012)dried to explain the
theory of absolute advantage as ‘While there aneymwariables that may be
listed as the primary determinants of internatiomi@de, productivity
differences rank high on the list”. Hence, Smithieeory of absolute
advantage states that a country tends to specializbe production of
commodities in which it has absolute advantageast ©f production. In
support of this idea, Dwivedi (2002, p. 508) al¢aberates the concept of
Smith’s absolute advantage as follows:

“It may be possible for all counsi¢o produce all the commodities they

need, in spite of resource constraints. Nevertiselé® cost of production of goods
for which a country is deficient in its resourcedewments would be exorbitantly

high. It is, therefore, advantageous for a coutitrgpecialize in the production of

commodities, which it can produce most efficiehtly.

However, according to Jeannet and Hennessey (20@R), it is not
possible to conclude that absolute differencesrauyction capabilities are
necessary for trade to occur. That leads to therggmee of the theory of

comparative advantage.
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David Ricardo’s Theory of Comparative Advantage

Ricardo took Smith’s theory one-step further xplering what if
one country has an absolute advantage or an absdlistidvantage.
However, according to Jeannet and Hennessey ( 20023), the theory of
comparative advantage measures a products’ cograzfuction, not in
monetary terms, but in terms of the foregone oppirg to produce
something else. It focuses on trade-offs. David aRio’s theory of
comparative advantagis explained by Hill (1998, p. 131), as a situatio
which a country specializes in the production afsén goods that it produces
most efficiently and to buy from other countrieegh goods that it produces
less efficiently, even if this means buying goodsf other countries that it
could produce more efficiently itself. In additioDwivedi (2002, p. 59)
describes Ricardo’s theory of comparative advantage'it is possible to
have a gainful trade between two countries evemé country has absolute
advantage in the production of both the commodaied the other absolute
disadvantage in the production of both the comnneslit

David Ricardo’s theory of comparative advantage lieen criticized
since based on such grounds as the assumptiobafilamogeneity all over
the world, labor being the only factor of produatiaghe demand side being
ignored, and so on. According to Michael Porterstated by Jeannet and
Hennessey (2001, p. 45), “...while the theory of camfive advantage has
appeal, it is limited just to the factors of protac on land, labor, natural
resources, and capital.”

According to Jeannet and Hennessey (2001, p. thé)theory of
comparative advantage suggests that it is theveledther than the absolute
differences in productivity that can form a deterimg basis for international
trade. However, these two authors claim that theoty gives little insight
into the source of the relative productivity. Thetiaon of comparative
advantage requires that nations make intensiveofighose factors they

possess in abundance. They should export thosesgoadhich they have a
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comparative advantage and import those goods inclwhhey have
comparative disadvantage. From this, it can barnedethat Ricardo’s theory
stresses comparative advantage arises from ditfesem productivity or

differences in the cost of production is the b&sisnternational trade.

The Heckscher-Ohlin Theory of Trade

This theory is also referred to ahé factor endowment theory of trade
or the modern theory of tradeThe theory tries to address why some nations
enjoy comparative advantage in the production afiesgoods and how this
comparative advantage forms the basis for intesnati trade. More
specifically, Hill (1998, p. 63) states that thedkgcher-Ohlin theory tries to
answer the following questions, which were not added by the Ricardian
theory of comparative advantage:

1. Why does a nation have comparative advantage iprtiauction of a

commodity and a comparative disadvantage in thelymton of
another commodity?

2. Why the production possibility curves of any twdioas differ?

According to Hill (1998, p.151), the Heckscher-@hiheory argues that
the pattern of international trade is determined differences in factor
endowments. It predicts that countries will expitose goods that make
intensive use of locally abundant factors, and wiport goods that make

intensive use of factors that are locally scarce.

The Leontief Paradox
The Heckscher-Ohlin theory has been one of the nmdktential

theoretical ideas in international economics. Mesbnomists prefer the
Heckscher-Ohlin theory to Ricardo’'s theory becausemakes fewer
simplifying assumptions, and it has been subjetbeshany empirical tests.

Beginning with a famous study published in 1953 \Wassily Leontief
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(winner of the Nobel Prize in economics in 1973gny of these tests have
raised questions about the validity of the Hecks€btdin theory. Using the
Heckscher-Ohlin theory, Leontief postulated thatsithe United States was
relatively abundant in capital compared to othetiong, it would be an
exporter of capital-intensive goods and an impartdabor- intensive goods.
To his surprise, however, he found that US exporese less capital-
intensive than US imports. Since this result wasasiance with the

prediction of the theory, it has become known asliontief paradox.

The Product Life-Cycle Theory

Raymond Vernon initially proposed this theorythie mid 1960s. The
theory suggests that trade patterns are influebgedhere a new product is
introduced first (Hill, p. 151). According to Jeatrand Hennessey (2001,
p.48), whereas the Heckscher-Ohlin theory argudmat the pattern of
international trade is determined by differencedaictor endowments, the
product life cycle theory focuses on thale of technology, economies of
scale, transportation costs and changing input regraents.In addition, the
Hecksher-Ohlin theory predicts that countries eiport those goods that
make intensive use of locally abundant factors aiidimport goods that
make intensive use of factors that are locally gsa®n the other hand, the
product lifecycle theory suggests that trade pastare influenced by where
a new product is introduced. On the other hand,esscholars claim that the
product life cycle theory seems to be less pradicin an increasingly

integrated global economy.

The New Trade Theory

This theory argues that in those industries whiee éxistence of
substantial economies of scale implies that thddvmarket will profitably
support only a few firms. Countries may predominatthe export of certain

products simply because they had a firm that wdgsa mover in that
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industry. First mover advantages can be explailsegicanomic and strategic
advantages that accrue to early entrants in ansinduAccording to Hill
(1998, p.141), the new trade theory is at a vadamith the Heckscher-Ohlin
theory where as it is not at a variance with theotli of comparative
advantage. Since economies of scale result in@ease in the efficiency of
resource utilization, and hence, in productivithe tnew trade theory
identifies an important source of comparative atvge.

Consistent with this theory, a recent study sstggethat first mover
advantages are important factors in explainingddminance of firms from
certain nations in certain industries. Hill (1998142) argues that the most
contentious implication of the new trade theorythe argument that it
generates for government intervention and strategie policy. The new
trade theory stresses the role of luck, entrepmshgu and innovation in

giving a firm first mover advantages.

Porter’'s Theory of National Competitive Advantage

Michael Porter focused on why some nations suceaedothers fail
in international competition. More specifically, iR explains why a nation
achieves international success in a particular stiggu(Hill, 2005, pp. 142-
150). Michael Porter in his theory of national catifive advantage
identifies four broad attributes of a nation tkabpe the environment in
which local firms compete, and that these attrisgieomote or impede the
creation of competitive advantage. Porter iderdifte four attributes as
factor endowments (such as skilled labor or theastfucture), demand
conditions (nature of local demand for the product)ated and supporting
industries and firm strategy, structure, and riggthe conditions in how
companies are created, organized and managed anththre of domestic
rivalry). Michael Porter also maintains that twoddinal variables can
influence the national demand in two important waghance and
governmentChance events such as major innovation creatomisuities
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that can unfreeze or reshape industry structurepaodde the opportunity
for one nation’s firms to support another’'s goveemtiby its choice of
policies, detracting from or improving national adtage. For example,
regulation can alter home demand conditions, astifpolicies can influence
the intensity of rivalry within an industry, and \@ynment investment in

education can change factor endowments.

Empirical literature
The theories of trade provide diverse perspestie explain why

certain nations are qualified to be exporters aotase commodities. The
success of nations as exporters depends, howeotrpmthe theoretical
perspectives but over the practical realities om @ghound. These include
export opportunities emerging because of globatmatregional economic
integration, diverse export development strategad, export promotion that
are to be discussed here under.

Globalization: Its Pros and Cons

Globalization may be explained as the shift talv@more integrated
and interdependent world economy (Hill, 1998, p. 8)the words of Ali
(2004, p. ix), globalization conveys “the perceptaf the world that is fully
connected and finite in its geographical space, yetdoffers an infinite
possibility for growth, renewal and revitalizationAli (2004,p. ix) states
globalization in a more comprehensive way, as Yaolo

“Globalization has become a fact becaudetlte advancements in
information technology and the unprecedented groatiu trade. It
reinforces a sense of responsibility toward us asrtners and
competitors, as beneficiaries and custodians ofarganizations and our

environment.”

The impact of globalization on developing counties remained a

controversy. The supporters of globalization mamtahe view that
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globalization would lead to economic growth and grby reduction if only
countries open up their economies through libeatibn and dismantling of
trade barriers. Explaining the merits and demenfs globalization,
Amdetsion Gebre Michael (2005, p. 318), in his entéation of the
Proceedings of the Second International Confereocethe Ethiopian
economy, has put as follows:
“The proponents of globalization argubat it will bring about
economic growth and poverty reduction. This arguneehbased on the
theory of comparative advantage that states theg-ftrade generates
considerable gains to countries by allowing eachrioy to specialize
in areas in which it has comparative advantage, &mwin access to
larger markets. On the other hand, the anti-globatiion view argues
that globalization is harmful to developing couasj and will
exacerbated income inequality across countries waiitth countries.
According to this view, globalization makes thehrigcher and the

poor poorer.”

Furthermore, Hill (2005, p. 25) states that supgrsrbf the notion of
globalization argue that increased internationaldér and cross boarder
investment will result in lower prices for goodsdagservices. They also
believe that globalization stimulates economic ghlgwaises the income of
consumers, and helps to create jobs in all counthat choose to participate
in the global trading system.

On the other hand, those who are against the nofigihobalization
argue that far from creating jobs, removing basrigy international trade
actually destroys manufacturing jobs in wealthy aatbed economies. The
trust for this argument is that falling trade barsi allow firms to move their
manufacturing activities offshore to countries wharages are much lower.
In response to this argument, the supporters diajlzation argue that the
benefits outweigh the costs. They argue that fradet results in countries

specializing in the production of those goods aedvises that they can
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produce most efficiently, while importing goodstttizey cannot produce so
efficiently from other countries.

A number of researches indicated that the extenthich developing
countries could benefit from globalization variesithwthe stage of
development of that nation. According to these asdefindings, the critical
conditions useful to take advantage of the benefitobalization are broad
based economic structure, well developed indust@dacity, diversified
export pattern, availability of skilled work forceinstitutional and

infrastructural facilities, good governance anddumive policy.

The Ethiopian export dynamics

During the Imperial regime, the Ethiopian economgsva type of
mixed economy where the private and public seatoexisted. There were
two major economic development strategies: expanented and import
substitution. Whereas export trade was consideseédeaengine of economic
development, the import substitution strategy airaggroducing goods at
home for the domestic market instead of importisiger the Second World
War, export promotion and diversification stratsgieere pursued.

Attempts were made to raise export by expanding iteens,
increasing quantity, and improving the quality ofperts. Large area of
agricultural land was devoted to the productioncadps for the export
market, and much of the physical infrastructurecsdly the expansion of
the road network was related to the growth of fymdrade. The aim of the
export-led development strategy was to generateigorcurrency that is
required for the country’s import financing andstisirategy continued up to
1960. After 1960, emphasis was shifted to the impabstitution strategy
with the aim of protecting the domestic infant istites. The protection used
a successively higher tariff on imported goods. Ewer, studies indicate

that this strategy was not successful. This wasipalue to the declining
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exports which resulted in a negative balance ofngay, acute shortages of
foreign exchange, and mounting international olbioges.

During the Derg period, the economic policy was @mmand
economy. The development strategy was import dubisth and both tariff
and non-tariff barriers were used to limit the tyged quantity of imports.
On the other hand, during the EPDRF, the econowiicypwas changed into
a market economic system. The strategy is AgricalliDevelopment Led
Industry (ADLI). This strategy consisted of two cooments: the external
(export-led) sector and the internal sector whisbutes on rural centered
development. In the external sector, agriculture maming were expected to
play a major role. The rural development prograns walieved to result in
rapid growth in productivity in agriculture. Hendebenefits the society at
large by boosting the supply side through sustaensipply of export goods,
food at reasonable prices and raw materials fontheufacturing sector. The
program was also aimed at creating market accéfsst{ee demand) for the

manufacturing sector.

Regional Economic Integration

The agreement between countries in a geographiorrédg reduce
tariff and non-tariff barriers to the free flow gbods and services, and
factors of production between these countries fermed to as regional
economic integration. Consistent with the preditdi@f international trade
theory (particularly the theory of comparative ankage), the belief has been
that regional free trade zones produce substagéimis from trade for all
member countries. According to Hill (1998, p. 23BATT and its successor
WTO also seek to reduce trade barriers. By entelimg regional
agreements, groups of countries aim to reduce toadeers more rapidly
than under the auspices of the WTO. In additionpating to the Ethiopian
Business Development Services Network (EBDSN, limeeat Guide for

Ethiopia 2/2004), Ethiopia has market access to i@om Markets for
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Eastern and Southern Africa (COMESA), for EverythiBut Arms (EBA)
trade into the European Union, Access to Africaiov@h and Opportunity
Act (AGOA) and Generalized System of Preference RiShe AGOA
agreement embraces 20 countries in Eastern ancdhé&auffrica with a
population of approximately 380 million and expostand importers with
member countries enjoy preferential tariff rates.

With regard to “Everything But Arms”, all Ethicgm export goods
except arms, can enter in to the European uniorkehdree of duty and
guota restriction. Under the AGOA program, Ethiomaentitled to duty-
free and quota-free, US market access. Ethiopialeady been eligible for
duty and quota -free treatment for its wide ranigeanufactured products in
other countries as Canada, Japan, Australia and Eosopean Union
countries under the generalized system of preferé@SP) program. Under
the AGOA, however, essentially, all export produdit&thiopia are eligible

for duty-free and quota-free US market access.

Export Development Strategies in Ethiopia

According to the Ethiopian Ministry of informatias’'Press and
Audiovisual Department’'s 2005 report, the exporvelepment strategy
focuses on sectors and products that have alredidyple markets and thus
contribute to the foreign exchange earnings of ¢bantry. The export
development strategy aims at maximizing the pradigt through
improvement and cultivation of unused land. Moreptee strategy aims to
utilize the advantage of natural resources for dspmf high value
agricultural products, establish new basis for etgpof manufactured goods
based on the country'sompetitive advantage of labor and discover
exportable mineral and fuel deposits. High valueicatjural products
include vegetables, flowers, and fruits as wellfresh and chilled meat.
There is plenty of scope for expansion of expodsel on surplus venting
by allowing exploitation of unused land for agricwhl cultivation. The
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report also states that there is the greatest paltdor growth of export
manufacturers for which the world market is hugerenepecifically in
clothing, textile, leather and leather products.

Reports indicated that there are conducive scenalio export
development, including access to land, infrastmactievelopment, and water
resources. The same is true for private—publi¢dosquartnership forums,
institutional support, and tackling bureaucraticstalles. Export incentives
include export tax exemptions, access to inputppexfinancing, external
loan and suppliers or foreign partners’ credit,némvaluta schemes, and

foreign exchange retention.

Export Trade Promotion in Ethiopia

The importance of export trade promotion is justifby a number of
arguments. According to Getnet Astatike (2005, §), the first argument is
that export promotion strategy leads to increasingrket size for the
developing country and render all the benefits @ased with large-scale
operations, while the second argument is that @éxgromotion strategy also
would make possible the availability of critical ported inputs that would
boost domestic capacity utilization and bring abotél factor productivity.
In other words, an export promotion strategy camdase foreign exchange
revenue, capacity utilization, and growth of fagtooductivity.

For instance, Ethiopia, recognizing the importaméethe export
promotion strategy, has established the Export Btimm Agency (currently,
it has been changed in to Ethiopian Export Prommobepartment, EEPD),
which is responsible for facilitating the designdaooordination of the
overall export promotion task (Berhanu Lakew, 20@b355). Other
institutions supporting the export promotion are Ethiopian Trade point,
the Animal Products Marketing Agency, and the Leatland Leather
Products Promotion Agency. The Ethiopian Exporteniition Agency

(EEPA) is a government institution with the objeetiof promoting the
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country’s exports. It provides export incentive esties including export
trade duty incentive scheme, export credit guaeanscheme, foreign
exchange retention scheme, external loan and sugptir foreign partners’

credit scheme, and so on.

Determinants of Ethiopia’s Export Performance

Birhanu Lakew (2005, P.351), as stated by Brukntified that
market access, low level of private investment,hhigansaction costs,
infrastructural deficiencies, delays in service id®ly, limited market
knowledge, and shortage of skilled work force as thain constraints
challenging Ethiopia’s export sector.

Research/ Conceptual Framework of the study

This part of the research project, the researcimdveork or
conceptual framework, tries to depict the worldl@ait or worldview of the
researcher about the topic under study and pretfemiaput—process-output
relationship of export trade performance, showimg ihtegration among the
different components that make up export tradeoperdnce and link the
literature review with the methodology.

The conceptual framework also tries to show thkettalders present
in each stage of the export system and their wltheé final output of the
system. In addition, the framework helps to idgntifho is involved, in
which stage of the process and their interacticheénsystem. Furthermore, it
is helpful to show how data had been obtained riatyasis of the topic.

As depicted in the following figure, the researchniework may be
organized to have such components as the exponnodities in the input
side, market access and export processing as pexesthe system, and the

export trade performance as an output (see thenfoly figure).
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Figure-1: Input-process- output of the researcméwaork
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Competitiveness of Export Commodities

First of all, the export commodities should be cetitfve enough in

the international market and such parameter caméasured in terms of

quality, reliability, cost, and delivery time of éhparticular product/

commodity.

The competitiveness of the product can also beuentted by the

exporters’ market knowledge, the industry structuiekage between

suppliers and exporting companies, management gialisaction costs, and
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investment capacity. Such information was collectexin the exporting
companies through questionnaires and direct irgersj in which the
following questions were asked to key-stakeholders:
1. How competent are the Ethiopian export commodities the
international market?
2. How strong is the exporters’ management capacity?
3. What are the prevailing problems of export trad&timopia?
4. How conducive is the government policy and str&egn terms of
export?
5. What are the strengths and weaknesses of expodegsing in
Ethiopia?
6. What is the level of the Ethiopian export tradef@enance?

Market Access

The second components of the research frameworkpeveess
determinants, as market access and export fa@iitafunctions. Export
market access can be influenced by such factogeasrnment export trade
policies and strategies, infrastructural facilities(as roads,
telecommunications, railway systems, airlines, gimg lines, etc.),
globalization and liberalization policies, traderriis, regional economic
integration, and export market research facilitié¢ith this regard, the
Ministry of Trade and Industry and the Export Proioo Agencies are the
main target groups to be investigated. In additiexport trade process is
dependent by the performance of such stakeholddiseaEthiopian Customs
Authority (ECuA), the National Bank of Ethiopia (M the Commercial
banks (both government owned and private bankspoExPromotion
Agencies (EPASs), logistics offices, and governmiecentives in terms of
tax exemption. Primary data from these parties walilected using

guestionnaires and interviews, and the questioms:we
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1. What are strengths and weaknesses of the Ethiepiaort trade policies
and strategies?

2. How much is the infrastructure facilitated to prdmthe export trade in
Ethiopia?

3. How is Ethiopia benefiting from regional econommeegration and from
globalization?

4. Is there any institution in Ethiopia, which is resgible for conducting
export market research?

5. What are the prevailing problems of export fadiitg parties like banks,

customs authorities, logistics offices, and expooimotion agencies?

Export Processing

The performance of export trade sector is alsoctdte by the
performance of the parties involved in facilitatitiggs trade. This group
includes the Ethiopian Customs Authority, the Comuiad banks, National
Bank of Ethiopia, and the transit agents and laggsbffices, and their
efficiency or inefficiency has a direct bearing the performance of the

whole Ethiopian export trade.

Export Trade Performance

Finally, the output of the process is the expaatiér performance,
which can be measured in terms of GDP growth raterease in
employment rate, and changes in the balance of eatgn inflation
reduction rate and increase in the trade balanaeebexports. Analysis of
the export trade performance was carried outlbgumentary reviewsing
secondary data sources, such as annual repomstabtitions as the Central
Statistics Authority of Ethiopia (CSAE), the Ethiap Customs Authority
(ECuA), the National Bank of Ethiopia (NBE), ancetMinistry of Trade
and Industry of Ethiopia (MoTIE).
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Questions asked at this particular point includeftilowing:
1. What does the trend of Ethiopian export trade lida?
2. What are the critical measurements of the Ethiopigyort trade?

3. What are the constraints hindering export tradetimopia?

Methodology

While conducting this research, a causal typeeséarch design was
used. Data were collected using survey and interymith selected experts
and document review. Interviews were conducted vkdy informants
selected from three institutions among the eigmpa organizations and
documents were collected from Central Statisticsthdaty (CSA) of
Ethiopia, the Ethiopian Customs Authority (ECuA)atddnal Bank of
Ethiopia (NBE), Ministry of Trade and Industry (MBTand the Ethiopian
Economic Association (EEA).

The survey

The survey was administered in eight organizatioviich are
involved in the export sector: the National Bank Bthiopia (NBE),
Commercial Bank of Ethiopia (CBE), Ethiopian CussoAuthority (ECuA),
Ministry of Trade and Industry (MOTI), Addis Abab&hamber of
Commerce and Sectoral Associations (AACCSA), EtliopChamber of
Commerce and Sectoral Associations (ECCSA), atiogi®ffice (Panafric
Global), and an exporting company (AGIL Exportet<H. The study used
a non-probability sampling technique, specificalliyat of judgmental
sampling. Five respondents were selected from eaganization on a
judgmental basis. The survey questionnaire consfssvariety of questions,
including both close-ended and open-ended ones$y Eaestionnaires were
distributed and 38 of them were completed and netiby the respondents.
The choice of applying such data collection methadas due to a

systematical approach to the research questionsssiti.
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The survey respondents reflect their opinions owagety of
issues in relation to the Ethiopian export secfyppendix-2A: Questions
treated by surveysFor instance, these respondents gave their opiraans
the competitiveness of the Ethiopian export segiaducts in terms of
quality, reliability and cost effectiveness. Thespendents’ opinions were
also reflected on the Ethiopian exporters’ capadityese opinions cover the
state of backward and forward linkage of Ethiopexporters, industry
structure, management capacity, market knowledge, state of skilled
manpower in the sector, the state of integrationtled export sector.
Furthermore, the respondents’ opinions cover thiecefeness of the
facilitation support and services in the Ethiopiamport sector. The
respondents also provide assessments on the cwuedass of diverse
policies to assist the private sector to accessrnational markets. These
opinions address infrastructural, institutional amdformational supports
provided by such parties as the chambers of comenepgort promotion
agencies, regional economic integration and expodrket research

institutions.

The Interview

Other data were collected by interviewing seleeegerts.The study
conducted interviews with three executives (onenfiethiopian Chamber of
Commerce and Sectorial Associations, one from ABxporters PLC., and
one from the Ministry of Trade and Industry). Theseple were selected for
an interview since more competent with issues eglevo the study. The
interviews provided information useful to identgyrengths and weaknesses
of the Ethiopian export commodities and exportelnsillenges and prospects
of getting access to international market for Hifaa products, and the
strengths and weaknesses of the parties involveaport processingNote
that information about the overall export perforimamwere not dealt with

during the interview).
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Document Review

The documents reviewed in this study comprise MatidBBank of
Ethiopia’s Annual Reports on export trade during ylears 2006/7 till 2008/9,
reports of the Central Statistics Authority of Ehia, data from the Ethiopian
Customs Authority, data from the Ministry of Teadnd Industry, and from
the Ethiopian Economic Association’s 2008/09 quérteeport. The annual
reports of NBE provided the study with performamndeEthiopian exports in
terms of the changes in the overall balance of geysfor the consecutive
years under consideration. In addition, these decus provided also
information on the changes in the trade balancegeldpments in Ethiopian
merchandise trade, price changes of major expemsf volume of major
export items, revenues of major export items, eixpbare of selected items,

and exports of major commodities by destination.

Findings
Strengths and Weaknesses of Ethiopian Exported Commadats
Responses from key informants on the strengthstlubgian export
commodities indicated that they are organic (prymegricultural products),
characterized by a significant demand in the wondrket as a result of
better nutritional values, an high potential forpay diversification, a
relatively cheaper cost of production as a restlabor intensiveness, and
highly advantaged in terms of geographical locaitmthe world market.
With regard to their weaknesses, low quality, hggite because of high
local costs, semi processed, lack of diversificgt&trong domestic demand
resulting in lower volume of exports, inherent utamty of production
(unpredictability of supply), poor packaging, adudttion and low rate of
purification are some among the most frequentlpoases. It has also been
indicated that the Ethiopian export commodities sgasonal, so prices are
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fluctuating, exposed to damage while in transibagsult of low access to
direct ports, and affected by low income elastioitglemand.

In addition, respondents also indicated that at shilheeded from
agricultural to manufactured commodities with madeled value and able to
generate more foreign exchange. The poor qualitprofiucts and export
services is the result of unethical activities asimg with other items, thefts
by drivers, and lack of trucks for exports whiclsuks in delayed delivery,
poor handling and freight, which are the most reggbrweaknesses.
Ethiopian export commodities with better developtmgmospects (as
suggested by the respondents) include oil seedsegutruits, horticulture,
coffee, sesame seeds, Niger seeds, tin seeds, mkésk red kidney, beans,
lentils, leather and leather products, chat, frartd vegetables, gold, flower,
spices, honey, bees’ wax, meat and dairy prodshbtse wears, cement, fish
(artificial production), food supplements, poultgyroducts, sugar and
minerals, potash, hides and skin, precious metal$ @recious stones,
processed hides and skin, textiles and garmenentalum, herbs, and

beverages.

Strengths and weaknesses of Ethiopian Exporters

According to most of the responses, Ethiopian evgperhave a high
level of commitment in their work, relative trustitloy, ready to learn,
endorsed with good working capital, and they useost their capacity to
compete in the world market. They also play a geeattribution role in
generation of a significant amount of foreign coog even though still
working in a very competitive environment. With aed to their weaknesses,
most of the responses indicate that Ethiopian dgpmouse traditional ways
of marketing, carrying on their businesses withdaising on valuable
research. Poor management, inefficiency, poor conmation, lack of
reliability, poor customer service and handling afe most cited
weaknesses. Other weaknesses suggested includewnelbtorganized,
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delayed delivery, lack of supplying quality prodsjagxporting only primary
products, lack of skilled work force, poor marketieatation, limited
products and customer knowledge, poor attentioguality. Some of the
Ethiopian exporters were also blamed to use uredthigsiness practices.

In addition, traditional management, lack of foreigade research,
lack of innovation in packaging, lack of plannindiilg entering into the
export sector, lack of demand analysis, lack obnmfation and export of
unprocessed raw materials are the most common peiaks of Ethiopian
exporters. In fact a significant number of respanisglicate that Ethiopian
exporters ignore the international rules and regura in relation to foreign
trade, and that lead to improper utilization ofith@nancial and human
resources, not updated prices, not defined streiafifocal markets, lack of
access to foreign markets, lack of knowledge (thsyally rely only on
experience). These problems are mainly due to bimgt in doing their
business.

Furthermore, respondents suggested that most Ehiggxporters
experience shortage of foreign currencies, badnffastructures, lack of
sustainable supply chain, focus only on agricultyeoducts, improper
documentation, unwillingness to hire professionafiamily based
employment), little cooperation among themselvesfaiu competition,
monopoly or oligopoly scenario, costs with out supipg documents, long
chain between exporters and farmers, and laclomfcasting future price

fluctuations.

Challenges and Prospects of Getting International Mrket Access
According to the responses of key informants, wasy challenging
for Ethiopian exporters to get international markeaicess because the
commodities are agricultural products not compadiin terms of cost and
quality. Getting market access for agricultural darets is very difficult

because developed countries have a common agriutialicy subsidizing
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their farmers, increasing and affecting the lefet@mpetition. Entering into
the export market for such commodities is veryidift, specially getting
customers as result of no market research andaftoon.

Although Ethiopia has access to AGOA, COMESA andAEB is
not benefiting from them as possible due to bemdétk of knowledge.
Some experts argue that globalization do not inaphyarket access problem,
but Ethiopian exporters lack form of coordinatiogtveeen their selves and
also are not well aware of the concept of compagadvantage.

Ethiopian geographic location nearness to Europé,Aand the Middle-East
and its very good climatic conditions are also opputies of which
advantage should be taken of.

Another challenge of getting access to internatiomarket for
Ethiopian products is due to the traditional methad conduct business,
which should instead be more technological and chwmifair competition,
while more promotional efforts should be done. Ehare no organized
institutions to facilitate training, market access intensive use of
technology to find new markets and chances. Sumde constraints,
infrastructure lack, trade facilitators’ negligenastc. represent the main
problems. Ethiopian exports are mainly limited thirf@, and generally
limited in terms of coverage and volume, due tohhitgmand but limited
production capacity. There are no internet faeititrade fairs, exhibitions
that facilitate international market access andui@ Ethiopian products.

Further government policies, strategies, bilateaatl multilateral
agreements should be developed between differamttices. Bottom to top
level policies implementation problems should bévesh Taxed export
commodities in the domestic market are also otlarsicaints for export

access.
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Strengths and Weaknesses of the Parties Involved Export Processing

With regard to the strengths and weaknesses opahées involved

in the export processing, the following commentseaeollected:

Strengths

Encouraging environment of government policies aexport
processing.

Banks doing their best in facilitating export trade

At an average, all parties are doing well especiathen exporters
come with all criterion fulfilled.

Smooth relationship among stakeholders upon prasentof the
required documents.

High collective interest in improve export dynamicand

performance.

Weaknesses

Not solid organization and coordination among tadies.

Lack of adequate knowledge in some organizations.

Inefficiency in providing necessary information tmstomers and
potential buyers.

Lack of strong supply chain management.

Lack of awareness of necessary documentation tlagt masult in
discrepancies.

Lack of encouraging policies.

Lack of high value added export commaodities.

Improper use of AGOA opportunities.

Lack of integration of the parties in the proceskich can be solved
through a single window or an online service.

Delayed processing which results in delayed paysient
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» Inefficiency of export promotion agencies.
* NBE’s new discouraging policies, illegal and une#hi business
practices, long procedures, and government problendarifying

export opportunities and exporter’s capacity.

Analysis of Trade Patterns by Destination and Diverification
Destination

The largest market for Ethiopia’s export during fiegal period of
2007/08 was Europe, accounting for 41.9% of thenttgis exports (NBE’s
2007/08 Annual Report). Out of European countrespectively the largest
portion of coffee was exported to Germany, flowerthe Netherlands,
followed by Switzerland, which is the sole imporeérgold from Ethiopia.
Leather and leather products, coffee and textitk garments were the main
exports of Ethiopia to Italy during the year 20@@/0

Exports to Asian countries accounted for 35.2% tifidpia’s total
exports during the fiscal year. On the other hddd2% of Ethiopian exports
were directed to African countries, of which 88.8%nt to Somalia, Sudan
and Djibouti. The share to America from the coustriptal exports was
8.2%, of which 89.1% went to the USA, 6.1% to Canaand 1.2% to
Mexico. The main exports to USA were coffee andesls.

In general, Ethiopia is currently exporting its ¢weots to about 20
nations in Africa, Europe, America, Asia, and Ogcaanith differences in

type of product and volume of export.

Diversification
The Ethiopian export items analysis show an inéngasrend in
terms of diversification over the considered peridlith this respect,
Ethiopia is currently exporting the following itenmffee, oil seeds, leather
and leather products, pulses, meat and meat psduaits and vegetables,
live animals, chat, gold, flower, sugar and molassextile and garments,
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natural gum, tea, cereals and flour, honey and b&es injera, tantalum,
sesame seeds, Niger seeds, tin seeds, chick pdakidney, beans, lentils,
spices, meat and dairy products, shoe wares, f@bd, supplements, poultry

products, herbs and beverages.

Conclusions and Recommendations
Conclusions: Strong Points of the Ethiopian ExporSector

According to the findings of the survey and intews with key
informants, Ethiopian export commodities are maikganic (primary
agricultural products). They have a good demanthenworld market as a
result of better nutritional values, high potenta@ diversification, relatively
cheaper cost of production as a result of laboenisiveness, and highly
advantaged in terms of geographical locations &wilorlds’ market. Such
achievements are due to Ethiopian exporters’ p@sdompetencies and their
high level of commitment to the export work. Mosttearviewees also
indicate that Ethiopian exporters are relativelystworthy, ready to learn,
committed to their jobs, endorsed with sufficierdriing capital. They are
supported by good promotion and use utmost capacityompete in the
world market.

With respect to International market access, thength points
include encouraging government policy for the pievaector, in attracting
FDI, and encouraging export trade policies in teohtax exemption. With
respect to export processing, banks are doing best in facilitating export
trade. At an average, all parties are doing wegbleemlly when exporters
come with all criterion fulfilled, smooth relatiomgs among them upon
presentation of the required documents intervame almost all stakes have

high interest in development of the sector.
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Weak Aspects of the Ethiopian Export Sector

The competitiveness of the Ethiopian export commneslin terms of
quality is poor, as indicated by 23.7% of the regjsmts. This may result of
lack of backward and forward integration in the @ypchain, poor
packaging, poor storage, poor carriage, and pamtymtion methods. With
regard to the competitiveness of the Ethiopian expommodities in terms
of reliability, 52.3% of the respondents said thas poor, percentage that
indicates the existence of a serious problem. EhEossibly due to lack of
integration, lack of access to infrastructure, ficefncy of the export
facilitators, etc. Similarly, the Ethiopian exp@dmmodities result weak in
terms of cost effectiveness, as a significant nunobeespondents (54.9%)
affirm. The possible reasons for this may include involvement of large
parties in the distribution channel, and high teanti®n costs resulting from
transportation, storage, insurance.

A significant number of respondents indicate tHs tapacity of
Ethiopian exporters is poor in terms of back wardl dorward linkage
(31.6% agree), management capacity (47.4% agreajketn knowledge
(36.8% agree), reliability in terms of deliveriniget right quantity (31.6%
agree), skilled workforce (89.4% agree) and coatiom among them
(84.2% agree).

Interviews results show that most Ethiopian expertese traditional
ways of marketing and management. Other weaknessggested include
lack of well organization, delayed delivery, lack supplying quality
products, exporting only primary agricultural prots) lack of skilled work
force, poor market orientation, limited productsl @astomer knowledge. In
addition, poor attention to quality, unethical imess practices, lack of
foreign trade research, lack of innovation in pabkg, lack of self
motivation, lack of planning while entering intoetlexport sector, lack of
demand analysis, lack of information and exportiagy materials that are
not processed are the weaknesses of Ethiopiantexg.or
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Furthermore, Ethiopian exporters are also blamedhag do not
know about the international rules and regulationgelation to foreign
trade. Improper utilization of their financial amdiman resources, lack of
updated information on prices, lack of well definsttucture of local
markets, lots of transaction costs and inconveigsnsuch as lack of
infrastructure and technology, lack of access t@igm markets, lack of
knowledge.

Last but not least, Ethiopian exporters have alsih sveaknesses as
lack of reliability in terms of delivery time, quigl and quantity, lack of trust
with professionals, lack of foreign market reseamhterms of product
surveys and supply bases. A large portion of thepoedents (68.4%)
indicate that the Ethiopian export policy is congac which may help
getting access to the international market. Howeleseems that there is
lack of effective communication, because 21.1% bé& trespondents
answered that they are not sure whether the p@i@ponducive or not. In
addition, high transaction costs is one of the aeashindering access to
world markets for the Ethiopian export items aspsufed by 44.8% of the
respondents. Another critical problem in relatian international market
access is the absence of export market researcfinged by 100% of the
respondents.

Weaknesses of the parties in export processingdedack of strong
organization and lack of adequate knowledge, aspsattly interdependent,
none supply chain management, lack of coordinati@ck of encouraging
policies, lack of value added exports and impropse of AGOA
opportunities. Export processing parties showednewefficiency from
export promotion agencies work, dependency ontteedil way of handling
and dealing export trade. For example, NBE’s nescaliraging policies,
illegal and unethical business practices, long ¢dacal time and
government inefficiency in make clear and knownakpportunities and

exporter’'s capacity, are still unfortunately actpadblems.
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Recommendations

v Ethiopian export commodities offer should be diifexd and in
addition to primary agricultural products export neoattention
should be given to fully and better processed, evalkdded
manufactured items, which can increase level oéifpr currency
reserves and facilitate import substitution.

v In order to make Ethiopian export products competiin the world
market, special attention should be given to tleudasof quality
through better production methods, innovative pgiigaand storage
and by maintaining a strong supply chain management

v Ethiopian exporters should improve their managenvapacity by
hiring skilled professionals and managers, condgecéixport market
research and by organizing themselves in form sb@ations. They
should also take advantage of the opportunitieatedeby regional
economic integration agreements. In addition, Htlaio exporters
should make a kind of portfolio analysis in orderchoose which
products export and where to export, and exploifagorable
geographical location, so near to Europe, AsiathadMiddle East.

v In order to minimize the challenges for Ethiopiap@t commodities
in getting access to international market, speaintion should be
given to the sector by the government, by the erep®and by other
institutions involved. At this regard, governmeanlay a key role
by revising its foreign trade policies and stragésgto support the
export sector trough liberalization, and by joiniaugd/ or strengthen
regional economic integration.

v" In addition, maintaining the necessary infrastreetand availing
capital through banks would help the Ethiopian etgre to get
access to world markets. Moreover, Ethiopia carsatibe bilateral
as well as multilateral agreements with differeattries to boost
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the export demand. The Ethiopian government may déide to
support more import substitution, in order to reglumports and to
save cash outflows.

v' The parties involved in export processing shouldrione their
performance too. For example, the Ethiopian Cust@ughority
should assign skilled personnel and cut its lormg@dures in order to
reduce delays. In addition, export processing @artshould be
networked to improve efficiency and coordinatioheTEthiopian
export promotion department should do more efforisproviding
updated information to the business society andrewvess creation
about new developments of international trade ratesregulations.

v' The need of diversification of commodities offerdamarket of

destination should be considered too as a stratsgiect.
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