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Abstract

The study was envisioned to analyze the impact of the COMESA trade bloc on

Ethiopia’s trade using panel data regression from 2008 to 2016. A gravity model 

of international trade was utilized to estimate the coefficients using time fixed 

effect model using Stata, data analysis software. The volume of imports and 

exports of agricultural, fishery, and forestry products and manufacturing products 

were used as an explained variable and GDP, distance, population, along with 

dummies on language, being land-locked, COMESA and Africa.  The selection of 

the period is because of data and code zero (agricultural, fishery and forestry 

products) and two (manufactured products) categories of the Standard Industrial 

Classification were used among the five categories of the classification. The data 

were divided in to two sections to see the consistency of the result; all trading 

partners and the African countries. According to the regression result of the time 

fixed effect model, Ethiopia trades more with the COMESA member states in code 

zero products but exporting manufactured products more to nonmember African 

countries. A conclusion at 1% level of significance is made that Ethiopia exports 

primary products to a COMESA member state a higher value by about 1.5%

compared to a nonmember country. The export of the same category of products to 

a member state is also higher compared to a nonmember state by about 3%. 
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However, Ethiopia exports manufactured products to a nonmember African state

compared to a member state a higher value by about 3%. 

Based on the result it is recommended that Ethiopia should work on developing its 

manufacturing sector along with broadening the tax base and welcoming well 

established foreign manufacturing firms waiving its tight policy of infant domestic 

industries argument as it is revealed that it is in a lower level compared to its top 

two COMESA state trade partners.

Key Words: COMESA, FTA, trade in manufacturing, trade in commodities, 

Gravity Model, Fixed effect, time fixed effect,  

Student Number: 2018-25020
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개요

이연구는 2008년부터 2016년까지패널데이터회귀분석을통해 COMESA 

무역블록이에티오피아무역에미치는영향을분석하기위해계획되었다. 

데이터분석소프트웨어인 Stata를사용한시간고정효과모델을사용하여

계수를추정하기위해국제무역의중력모델을활용하였다. 농수산물과

임산물, 제조업수출입물량은피설명변수로사용되었고, GDP, 거리, 

인구는언어, 내륙국, COMESA, 아프리카와함께더미변수가사용되었다. 

이기간을선택한것은자료와코드제로 (농수산물, 임업제품)으로, 이

분류의 5개항목중표준산업분류의 2개(제조제품) 범주가사용되었기

때문이다. 데이터는모든거래파트너와아프리카국가등 2개섹션으로

나뉘었다. 시간고정효과모델의회귀결과에따르면에티오피아는코드

제로제품에서는 COMESA 회원국과더많이거래하지만비회원아프리카

국가에더많이제조된제품을수출한다. 1% 수준의중요성에대한결론은
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에티오피아가 COMESA 회원국에 1차상품을수출하는것이비회원국에

비해약 1.5% 더높은가치라는것이다. 회원국으로의같은범주의상품

수출도비회원국에비해약 3% 정도높다. 그러나에티오피아는아프리카

비회원국에비해제조된제품을약 3% 더높은가격에수출하고있다.

결과에따르면, 에티오피아는자국의상위 2개 COMESA 국가무역에비해

낮은수준이라는사실이밝혀짐에따라국내신생산업의엄격한정책을

포기하는조세기반을넓히고외국제조업체들을환영하는것과함께제조

분야를발전시키는데힘쓸것을권고한다.
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Chapter one

1. Introduction

1.1. Background 

Gravity model is a model that international trade theory has borrowed from physics

to analyze the bilateral trade between two countries. Notwithstanding, because of 

its absence of hypothetical establishments, the gravity model has been dismissed 

by trade analysts until the progressive works of different researchers, including 

Leamer, Deordoff and Krugman where it has logically progressed into a methodical 

trade model with a solid economic groundwork after that. Since the 1990s, with the 

restored enthusiasm for Economic Geography, the model has risen as another 

method by which bilateral trade can be analyzed and predicted.

Seventeen of the present twenty-two part nations met up in 1994 to frame an 

unhindered commerce region known as Common Market for East and Southern 

Africa (COMESA). COMESA was formed to substitute the previous preferential 

trade area that was formed in 1981. In the year 2000, nine of the individuals in 

particular Djibouti, Kenya, Madagascar, Malawi, Mauritius, Sudan, Zambia and 

Zimbabwe consented to frame an organized a free trade bloc by taking out all levies 

applied and later joined by seven more part nations. 
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The trade bloc comprises of 35% of the economic size and 40% of the total 

population of the continent. Ethiopia is a founding member of the trade bloc but 

has not signed the free trade agreement to date and remained with the ten percent 

preferential tariff rate for goods imported from the member states.

Ethiopia is the second populous state in Africa next to Nigeria with a population 

number of 105 million (the World Bank). According to the IMF, the country has 

about 1% share of the world GDP with USD84 billion in 2018 and is the eighth

biggest country in terms of economic size next to Kenya, Angola, Morocco, Algeria, 

Egypt, South Africa and Nigeria. Ethiopia registered one of the few fastest growing 

economies in the past decade with an average growth of about 10% from 2007 to 

2017 (the World Bank). In 2017, the service sector had the biggest share in the 

GDP with 36.9% followed by agriculture 34.1% and industry 22.9% (the World 

Bank). 

Many have tried to analyze the potential trade partners of Ethiopia using the model. 

For instance, (Abdella 2011) tried to analyze potential trade partners of Ethiopia 

from the Inter-Governmental Authority on Development (IGAD) using gravity 

model and Generalized two stage Least square estimation technique (G2LS) 

technique and (Gebrehiwot, Gebru et al. 2015) also tried to utilize the model to 

analyze the trade potential of Ethiopia with its major trading partners. However, no 
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adequate research has been done to analyze the trade relationship between Ethiopia 

and the COMESA member states. 

Considering the focus given to regional trade in Africa, it will be an important 

endeavor to analyze the trade relationship between the African countries. This 

study will be focusing on analyzing the impact of the COMESA trade bloc on 

Ethiopia’s trade with the rest of member states. 

1.2.Motivation

After the end of the Second World War, the world countries came together to think 

about something that prevents them from going to war again and eventually agreed 

on integrating every country with trade and value chain. Apart from the benefits of 

trade often mentioned by economists like David Ricardo, Ohlin and Samuelsson, 

trade has the power of bringing peace among trading partners as one country 

requires the prosperity of the other to prosper more profoundly if they are integrated 

through value chains. 

With the understanding of the benefits of trade, forty-four African countries came 

together and signed the biggest free trade zone in 2018, which Ethiopia is a 

signatory. The understanding targets upgrading the African regional trade, which 

is the most reduced at 15 percent contrasted 67% for with Europe, 58 for Asia, 48% 
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for North America and 20% for Latin America, (African Trade Report, 2018, The

African Export-Import Bank).

According to Benedict Oramah, Success at raising the scope of regional trade under 

the African Continental Free Trade Agreement (AfCFTA) will rely on the 

dedication and capability of countries to address a number of challenges and 

supply-side constraints, including the development of regional value-chains to 

produce more value added goods and services and increasing access to trade and 

market information.

As per William Amponsah, North Carolina State University in the US, since 

primary commodities make up the most of many of the African nations, not 

manufactured products, there is little that they are keen on trading one another.

Moreover, the reformist leadership in Ethiopia, which came to power on March 

2018, seems keen to open the economy up including trade liberalization. Hence, all 

these necessitate an analysis of the trade between African countries and in which 

case is between Ethiopia and the COMESA member states. 
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1.3.Research Questions

1. What determines the level of bilateral trade between Ethiopia and its 

trade allies?

1.1.1.1. Do the traditional gravity variables affect the trade between 

Ethiopia and its trade allies?

1.1.1.2. Do the determinants differ for the non-African and African 

countries?

2. What is the impact of the COMESA trade bloc in the trade between 

Ethiopia and the African countries?

1.1.2.1. What is the impact on Ethiopia’s export of agricultural, 

fishery and forestry products?

1.1.2.2. What is the impact on Ethiopia’s export of manufactured 

products?

1.1.2.3. What is the impact on Ethiopia’s import of agricultural, 

fishery and forestry products?

1.1.2.4. What is the impact on Ethiopia’s import of manufactured 

products?
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1.4.Significance

Given the timeliness of the paper, it will be an important policy input for

policymakers for detail regulations and can be used in further studies as a 

springboard. Moreover, since the study analyzes the impact on detailed by import 

and export of both primary commodities and manufacturing products, it will give 

more specific policy implications for the government of Ethiopia and its policy 

makers. 
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Chapter Two

Literature Review 

1. Theoretical literature

Using two factors of production, two goods and two countries, David Ricardo 

developed an international trade theory in 1817 with a conclusion that countries 

benefit from trade because of comparative differences in their labor productivity. 

Though many securitized the assumption of the theory, it remained one of widely 

used theories of international economics (Schumacher 2013). 

After David Ricardo, other classical trade model, Hechscher-Ohlin model also tried 

to answer the question to why nations trade by focusing on the variation in factor 

endowment. They concluded that nations could benefit from trade by specializing 

in the goods that use their abundant resource more and trading with the other 

country that specializes on their scarce factor of production, Samuelson

New trade Theory on the other hand argues that the motive for international trade 

is economies of scale and product differentiation 

According to all these theories, international trade extends nation's utilization limits, 

builds world yield, and gives access to scarce assets and overall markets for items 

without which poor nations would be not able access and free trade leads to 



8

efficiency by eliminating inefficient production through market forces and rewards 

efficient producers

Secondly, international trade will in general advance more prominent global and 

residential uniformity by evening out factor costs, raising real income of the trading 

nations, and utilizing every country's and the world's asset gifts – for example 

bringing relative wages up in labor-bounteous nations and bringing down them in 

labor-rare nations(Todaro and Smith 2005)

(Longo and Sekkat 2004)pointed out the role of trade in enhancing peace, which 

serves that provincial mix may decrease the danger of political and military 

pressures between nations.

Giovanni E. Reyes attempted to condense the contentions of the traditional 

hypothesis of international trade and its primary counter claims. Presented several 

contentions about the controversy of import substitution policy and the export-led 

economic growth in the context of developing countries. He begins by expressing 

that progressing globalization is described by expanding overall dynamic 

correspondence frameworks; and expanding familiar monetary conditions, 

particularly those conditions and factors with respect to versatility of money related 

assets and exchange. After reviewing the classical theories of international trade 

and the benefits of free trade, he contends that the suppositions made are in 
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opposition to the truth of contemporary global relations. He contends that 

facilitated commerce for the most part exists on the models and outlines of business 

analysts while the world is overpowered by all assortments of national creation and 

worldwide non-focused evaluating approaches.

He criticizes among others, the assumptions of free movement of factors of 

production; variation is technologies; prices being set by demand and supply factor; 

and the supposition that increases from trade that accumulate to any nation 

advantage every one of the nationals of that nation. However, the Hechscher 

Ohlin’s theory of resource endowment depicts that after trade, the proprietors of 

the bounteous factor will locate their genuine earnings rising and the proprietors of 

the rare factor will locate their real income falling.

Looking at nations' encounters on of exchange arrangements, he says that not all 

nations can accomplish send out drove development on the double as the 

proficiency of some random trade system is reliant on the exhibition of the world 

economy all in all.(Reyes 2012)

He raised the issues of 

· The volatile nature of prices of commodities which make up the bulk of the 

export items of the developing countries; 

· The fact that development is taken synonymous as industrialization; 
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· the limited capacity of developing countries to invest on R&D to give rise 

to innovations and 

· The high price charged for a borrowed technology as challenges of the 

developing world. 

Regine Adele Ngono Fouda tried to go over the ground of the generally traversed 

and examined arguments of protectionism versus free trade. She supported the free 

trade idea justifying that not every country produces all goods and service taking 

an example of Colombia and Brazil, which are coffee producers and the US being 

huge importer of coffee as the climate does not enable them to produce coffee and 

concluded that the uneven distribution of resources across the world does not

support protectionism. She also mentioned the deadweight loss resulting from tariff, 

tariffs being the sources of war and trade war where each side losses. She also 

scrutinized the immobile capital assumption of the comparative advantage theory 

because of the free movement of capital these days. 

On the other hand, she also scrutinized free trade agreement pointing gout the infant 

industry argument, free trade agreements denies the fact the developing countries 

rely on agricultural products as export items and they are disadvantaged because of 

prices fluctuations and unequal terms of trade. She mentioned revenue from tariff 

as an important source of government fiscal balance and free trade reduces that 

revenue.  Moreover, she pointed out the impact of free trade on loss of cultural 
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identity, and the importance of having an anti-dumping policy against countries 

practicing it.(Fouda 2012)

The little Sub-Saharan African nations household markets and mainland 

deterioration has converted into absence of economies of scale underway and 

circulation of products and ventures. The prior when joined with low per capita 

densities of rail and road transport foundation including absence of skill and 

funding to build up and work refined current correspondence frameworks has

brought about expanded transaction costs for trade (Hartzenberg 2011).

Because of the differing difficulties, the African landmass has gained noteworthy 

ground in opening up their economy to outer challenge through trade and exchange 

rate liberalization frequently with regards to IMF and World Bank's help programs 

particularly since the mid-1990s (Kagochi and Durmaz, 2018)

Dani Rodrik argues and urges economists to rethink the attitude towards free trade 

agreements because of the reasons he mentioned as free trade agreements have 

gone beyond just removing trade barriers and reducing tariffs. As indicated by him, 

since contemporary organized commerce understandings incorporate enemy of 

competitive business lead, electronic trade, labor, the environment, investment 

rules, monetary administrations, and licensed innovation rights, the advantages 

ought to be cautiously reanalyzed.
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He argues that governments sign free trade agreements because of the pressure 

from interest groups and firms that benefit from among others through higher 

market share abroad. He brought up the four regions that have gotten regular in 

present day trade understandings: exchange related protected innovation rights, 

manages about cross-outskirt capital streams, investor-state dispute settlement 

methods, and harmonization of administrative norms.

He added, as these trade agreements prevent states to control international capital 

flows and as they require capital account liberalization and countries get temporary 

breathing space during financial crisis through a tighter control over their capital 

account, the benefits of free trade agreements should be revised. 

He mentioned that free trade agreements between first and third world countries

ends up with large gains for the former and loss for the latter as consumers in 

developing countries pay higher prices for research-intensive products and the first 

world state firms gain higher rent in monopoly.  

Investor-state dispute settlement (ISDS) procedures also allow foreign firms to sue 

the host country to deregulate domestic policies so that their profits go up and the 

agreements usually give too much power to the arbitrator to interpret the law 

broadly. He also stated the absence of a benchmark to judge whether regulatory 
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standards are excessive or protectionist where it is possible in the case of tariffs 

and quotas. 

He pointed out that free trade negotiators overlook the fact that free trade leads to 

deteriorated terms of trade by increasing the host countries export to the world 

market and when the world market supply increases, price declines leading to a 

lesser terms of trade for the host country. On the other hand, when the country’s 

import increase because of the free trade agreements,  prices go down for domestic 

producers of the same proctor and that also leads to a deteriorated terms of trade. 

The negotiators just look at increase in exports.(Rodrik 2018)

(Mistry 1995) argues that free trade agreements lead to trade creation if: 

· The tariff rate of every participant country are high before integration; 

· Manufacturing composition of member’s economies are roughly alike 

in their output blend but different in the arrangement of relative prices 

at which similar product are produced;

· Eternal tariffs levied in the region by every ally is flat and lesser 

compared to the tariff before integration; 

· The composition of production of the fellow states are adequately

receptive to allow intra-regional import substitution at least the same 

or lesser cost than its cost from inter regional origions.
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2. Empirical literature

John Kagochi and Nazif Durmaz tried to examine the effects of regional trade 

agreements on intra-regional trade utilizing panel data on gravity model of bilateral 

trade flows using a set of 46 Sub-Saharan African countries during the period 

1995–201. They started by conversing the current status of regional trade 

agreements in Africa where they indicated that;

a. Because of the small size of their economies, the countries fail to reap the 

advantages of economies of scale though they have made significant 

progress in opening up their economies through trade and exchange rate 

liberalization. 

Some RTAs have contributed essentially to auxiliary change by making motivating 

forces for evacuating prohibitive trade rehearses and authorizing strategies, 

streamlining traditions systems and guidelines, incorporating money related 

markets, improving moves and installment techniques, and blending charge 

treatment.

They also pointed out inappropriate and anticompetitive transport policies, 

overlapping membership of states and low industrial base to be the challenges of 

the growth of regional trade in Africa. 
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What is interesting about their finding is they found Per-capita GDP to have a 

negative coefficient sign which means that trade flow and per-capital GDP levels 

are inversely related in Africa. This suggests that African countries with higher 

Per-Capita GDP trade more with non-African countries maybe because of high 

level of similitudes in their economic structure as showed by fares of 

undifferentiated crude items.

They found out having a common currency to be significant and they also 

emphasized that this important given foreign exchange rate unpredictability threat

and price instability in raw commodity exports. 

Overall, their finding shows that RTAs in Africa significantly affect regional trade 

flow.(Kagochi, Durmaz et al. 2018).

Sarah Ellise Bernekow and Kishore G. Kulkarni tried to assess why nations choose 

to engage in regional trade agreements and whether or not regional Trade 

Agreements (RTAs) create or divert.   The increasing marginalization of the third 

world countries since the signing of the Uruguay round in the WTO and the desire 

for alternatives are the two reasons he pointed out to why countries engage in RTAs. 

Moreover, he also states that the bulky number of countries in the WTO makes it 

difficult for countries for negotiations and hence RTAs require lesser caution and 

fewer variables to deal with. 
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He picked the case of Economic Commission for Wester African State (ECOWAS) 

and (Southern African Development Community) SADC. He explains the 

relationship the African countries have with their former colonizers using 

dependency theory where the former colonial masters like France established 

unequal trade relationships with the African countries and that hampered the 

regional trade. He mentioned a survey done by the United Nations Economic 

Commission for Africa where it states that half of the countries engaged in RTAs 

have political and strategic reasons rather than economic or commercial. He 

stressed on that the fact that a country that is a member of SADC is also a member 

of the Common Market for Eastern and Sothern Africa (COMESA) which follows 

a conflict of interest. He cited from other writers who mentioned that non-tariff 

barriers like delays at border posts, custom procedures, licensing, transportation 

and quotas as hinder regional trade in Africa along with the fact that revenue from 

tariff is a substantial part of their fiscal balance which make countries to be 

reluctant to eliminate tariffs. 

Trying to answer the question of whether RTAs are good policies he used the 

impact of RTAs on trade liberalization or openness as a proxy to represent if RTAs 

are helping the countries to create trade instead of diverting trade. Hence, if RTAs 

are helping countries on liberalization then RTAs are creating trade and vice versa. 

In addition, since variables like governance, terms of agreement and change of 
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members make it difficult to measure the impact of RTAs in liberalization using 

time series analysis. Moreover, countries like Swaziland and Lesotho have an 

openness ratio of more than 100% because of the size of their economy which 

makes the comparison difficult to analyze it. He suggests using both trade to GDP 

ratio and an absolute value of trade side by side.  

He also indicated that the African countries engage in RTAs because of their 

perceived advantage owing to the less voice developing countries are given in the 

WTO. According to him, as trade is not increasing even after tariffs are eliminated 

and reduced, the reason lies on miss-organization in policy sphere, less attention to 

the manufacturing sector, political instability, and mismanagement of existing 

resources, inapt educational structures and corruption in the case of African 

countries. Moreover, insufficient price competitiveness, high dependence on 

primary commodity exports, similar production structure and inadequate transport 

infrastructure are pointed out to be factors to hamper the growth of trade in Africa,

along with too much focus on non-economic elements like political integration. 

(Barnekow and Kulkarni 2017)

One of the difficulties that have been related with the underdevelopment of Africa

is its low industrial base, which is basic development. This issue is normally 

connected with the nonattendance of economies of scale and the nearness of 

defensive boundaries at the national boondocks. Regional integration would thus 
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be able to empower higher innovative work (R&D) spending and empower new 

economies of scale from huge scale creation (for example producing parts) to thrive 

(Kagochi and Durmaz, 2018)

Probably the greatest hurdle for some African nations is the reception of wrong 

anticompetitive transport policies that have prompted swelled vehicle and fare 

costs, which go about as an obstruction towards between territorial and global trade. 

Combined with this is lacking interest in transport and correspondence framework 

which keeps on blocking trade streams inside Regional Trade Agreements in Sub-

Saharan Africa (Yeats 1999).

Another test confronting Africa's RTAs in executing their regional integration

programs has been their overlapping participation. Taking the case of the Common 

Market for Eastern and Southern Africa (COMESA), the East African Community 

(EAC) and the Southern African Development Community (SADC) regional trade 

blocs, UNECA (2013) report takes note of that while EAC is as of now a typical 

common market; it shares four member states with COMESA and one state with 

SADC. In the meantime, five SADC member states are from Southern African 

Customs Union (SACU). The report further notes that ten nations in the district are 

as of now from customs unions, however every one of them are additionally in 

exchanges to build up different customs unions from the one they presently have a 

place with. The situation is similar in members of the Western and Northern Africa 
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although to a mild severity when relative to the other regions (Kagochi, Durmaz et 

al. 2018)

With the objective of examining the impact of trade and trade policies on the 

branching out process in developing countries Patrick N. Osakwe a, Amelia U. 

Santos-Paulino and Berna Dogan wrote an article by employing both parametric 

and non-parametric techniques using sample of 144 developing countries over the 

period 1970–2015. They utilized the Theil export diversification index to see how 

diversified are the exports of developing countries and they discovered that the 

export diversification is the least in sub-Sahara African countries. They arranged 

creating nations in the example as "more open to exchange" and "less open to 

exchange" contingent upon their trade to GDP proportion contrasted. At that point, 

figured the median export diversification indices for the two categories to see 

whether there are any noteworthy contrasts in send out broadening between the 

categories and presumed that nations progressively open to trade are barely more 

enhanced than those less open to trade. Nevertheless, the outcome indicated 

distinctive outcome for the SSA nations that nations that are progressively open to 

trade have less diversified exports. They also analyzed the data using regressing 

panel estimation where their resulted shows that human capital leads to export 

diversification and the more the constricting the trade regime the higher the 

specialization of exports. (Osakwe, Santos-Paulino et al. 2018)
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Chapter Three

The COMESA Trade Bloc

1. Background of the trade Bloc

The Common Market for Eastern and Southern Africa (COMESA) grasps 21 

African Member States that met up with the goal of advancing regional integration

through exchange and the use of natural and human resources for the shared 

advantage of everybody in the sub-continent. COMESA is Africa's biggest trade

coalition that spreads complete populace of around 430 million and an expected 

joined GDP of US$ 447 billion in 2018 with in it.

COMESA was conceived in 1981 as a Preferential Trade Area (PTA) for Eastern 

and Southern Africa sub-continent inside the structure of the Organization of 

African Unity's (OAU) Lagos Plan of Action and the Final Act of Lagos and later 

created to a preferential trade understanding in 1994. The preferential trade area

was built up to take benefit from a bigger market size, the area's shared legacy and 

predetermination and to consider prominent social and economic collaboration. 

The trade bloc is one of the eight Regional Economic Communities endorsed by 

the African Union.

The trade bloc was established with the following objectives:
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· The need to make and keep up full unhindered commerce region 

guaranteeing the free development of merchandise and enterprises created 

inside COMESA and the illumination of both tariffs and non-tariff 

obstacles;

· A customs union where products and enterprises imported from non-

COMESA nations will draw in a concurred single levy (Common External 

Tariff) in all COMESA Member States;

· The development of an increasingly ideal investment atmosphere for the 

locale and the reception of a typical shared investment bloc where there is 

free movement of capital and investment in the area. 

· Foundation of an installment association dependent on the COMESA 

clearing house with a shared currency; and

· Slow Relaxation and Eventual Elimination of Visa Requirements 

prompting the Free Movement of People, Labor, Service, Right of 

Establishment and Residence.

COMESA Member States built up a Free Trade Area (FTA) on 31 October 2000 

following a sixteen-year time of dynamic trade advancement through end of intra-

COMESA levies. As of December 2018, 16 nations were taking an interest in the 

Free Trade Area. The other three Member States, in particular Ethiopia, Eritrea and 

Eswatini were at various levels of integration in the FTA. The presence of the FTA 
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and the duty decreases affected by the other Member States has the outcome that 

normal levies on intra-COMESA exchange have fallen essentially. As indicated by 

COMESA insights, intra-COMESA trade has augmented at an average of 7 percent 

consistently since the foundation of the Free Trade Area with a higher increment 

reflected between the intra-FTA states

Figure 1. Inter COMESA Trade

Burundi, Comoros, Democratic Republic of Congo, Djibouti, Egypt, Eswatini, 

Eritrea, Ethiopia, Kenya, Libya, Madagascar, Malawi, Mauritius, Rwanda, 

Seychelles, Somalia, Sudan, Tunisia, Uganda, Zambia and Zimbabwe are the 

existing member states of the trade bloc. 
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Figure 2. COMESA member countries map

The COMESA Customs 

Union framed as per 

Articles 4 and 45 of the 

Treaty with the expect 

to: further change intra-

territorial trade in

merchandise; advance 

proficiency underway 

inside COMESA; 

improve domestic, cross 

outskirt and outside investment in COMESA; and advance monetary advancement 

and broadening in industrialization in COMESA. 

Promising progress has been made in disposal of non-tax obstructions, for example, 

in advancement of import authorizing, evacuation of outside trade limitations, 

expulsion of duties on international trade, expulsion of import and fare standards, 

expulsion of barricades, facilitating of Customs conventions, broadening times 

fringe posts are open, formation of pilot "one stop outskirt posts", bury alia. The 

COMESA Council of Ministers in December 2014 approved the NTB Regulations 

which streamline the way NTBs are resolved in the sub-continent.
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The Customs Union was propelled on 7 June 2009 by Heads of States and 

Government of the COMESA Authority at Victoria Falls in Zimbabwe. The 

Authority embraced the major standards and decides that structure the reason for 

the activity of the Customs Union. A transitional time of three years was given 

during which time the Member States would adjust their domestic laws with the 

provincially concurred Customs Union instruments. Specifically, the Customs 

Management Regulations (CMR); local traditions law; the Common Tariff 

Nomenclature (CTN) as the orchestrated framework for coding and depicting the 

exchanged items; and the Common External Tariff (CET) as the uniform levy 

framework in exchange with non-COMESA third nations.

Once totally implemented, it is expected that the union can bring nice edges to the 

region like in enhancing cross-border investment, worth advantage for 

regionally created product, wider shopper selection, faster clearance of products, 

lower cost of production, and bigger and wider marketplace for producers. This in 

any case, calls for Member States to combine their national duties towards the 

concurred CTN/CET and CMR. The COMESA Council of Ministers in 2016 

embraced the transposed CTN to Harmonized System (HS) 2017 version and 

Member States are transposing their Tariff Books to the HS 2017, considering their 

relocation to the COMESA CTN/CET.
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2. Trade Facilitation

COMESA Secretariat is actualizing projects to improve the transport and 

correspondences frameworks of the district just as improve information accessible 

to businesspersons with a goal of upgrading exchange both inside and outside the 

trade bloc. They incorporate the accompanying:

· Blended Road Transit Charges: The Road Transit Charges framework was 

presented in 1991 (as of now being executed by Burundi, Ethiopia, Kenya, 

Malawi, Rwanda, Sudan, Uganda, Zambia and Zimbabwe). It determines 

that overwhelming products trucks with multiple axles should pay a street 

charge of US $10 per 100 km; trucks with up to three axles should pay a 

charge of US $6 per 100 km; and transports with a limit of in excess of 25 

travelers pay US $5 per 100 km

· The COMESA Carrier's License, which enables business merchandise 

vehicles to be authorized, with one permit, which is legitimate all through 

the district so the vehicles can work in all Member States. This implies 

vehicles can get back-loads in different nations which utilizes the locale's 

vehicle armada at that point decreased expense of exchange. The permit 

was presented in 1991 and is as of now in activity in 11 territory nations 

(Burundi, Ethiopia, Eritrea, Kenya, Malawi, Rwanda, Eswatini, Tanzania, 

Uganda, Zambia and Zimbabwe).
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· One-stop border posts are likewise being built up with an expect to speed 

up trade by bringing down the handling time at the outskirt and thus 

decreased cross-outskirt exchanges and upgrade the area's intensity 

alongside dispensing with duplication of strategies

· The COMESA Customs Transit Guarantee Scheme, prominently known as 

the RCTG-CARNET is a Customs travel system intended to encourage the 

development of travel merchandise under Customs seals in the COMESA 

district marked and approved by twelve COMESA Member and non-

Member States, to be specific: Burundi, Djibouti, DR Congo, Ethiopia, 

Madagascar, Malawi, Kenya, Rwanda, Sudan, Tanzania, Uganda and 

Zimbabwe. Work on building up the modalities of tasks and institutional 

game plans was begun in 2002 and the execution of the plan was propelled 

in 2012.

· COMESA is working with the relevant specialists and the locale's carriers 

on a program to expel aviation authority. The point is to inevitably wipe out 

all aviation authority aside from those worried about security. Expanded 

rivalry inside local courses will lessen the expense of air travel and transport 

and encourages more noteworthy local exchange. A nitty gritty 

arrangement on Air Transport has been embraced by the COMESA Heads 

of State and Government. The arrangement considers the Yamoussoukro 
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announcement on Air Transport in Africa. The approach has been embraced 

in a joint effort with SADC and EAC to cover the entire Eastern and 

Southern Africa district. Air Transport Competition Regulations have been 

grown together by the East African Community, COMESA and Southern 

Africa Development Community (SADC) Ministers liable for air transport. 

In 2014, COMESA Secretariat verified roughly US $10 million from the 

African Development Bank (AfDB) to set up a solitary, consistent airspace 

in the sub-district, which is proposed to decrease air transport expenses and 

increment the travel industry, exchange and local financial reconciliation.
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3. Comparison of economic structures of the COMESA 

member states 

A comparison of the economic structure of the member states along with other 

trade blocs is presented below 

a. Economic structure

i. Openness:   

Openness reveals how an economy in interacting with the rest of the world. 

A percentage value of import to GDP ratio is used to analyze how open an 

economy is. Below is the average import to GDP ratio of the countries in 

the four trade blocs in four continents. Accordingly, the European Union 

and ASEAN countries are the most open followed by the COMESA 

member states while the MERCOSUR states are the least open. 
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Figure 3. Average openness of FTAs  

Source: author’s compilation using data from the World Development Indicators of the World Bank

Moreover, a comparison of the level of openness among the COMESA member 

states is presented on the figure below. Accordingly, Zimbabwe, Zambia and 

Uganda are the countries with the highest level of openness whereas; Burundi, 

Comoros and the Democratic Republic of Congo are the countries that are the open 

based the data from 2013 to 2018.
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Figure 4. Openness with in the COMESA trade bloc

                                     

Source: author’s compilation using data from the World Development Indicators of the World Bank

ii. Level of industrialization 

One of the reasons why there is low Intra African trade is pointed out to be the 

low level of industrialization. Primary commodities have been the major export 

items for the African countries and their imports are mainly machineries and 
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their trade partners are the developed world countries. Not surprisingly, the data 

below shows that the European Union has the highest average level of 

manufacturing export from total merchandize exports and the lowest is 

MERCOSUR. Moreover, the average share of manufacturing export from the 

total mechanize exports do not show an improvement in the period 2010 

through 2018. 

Figure 5. Average level of manufacturing export in FTAs

Source: author’s compilation using data from the World Development Indicators of the World Bank
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In addition, intra COMESA comparison of the level of industrialization measured 

in terms of the percentage value of the share manufacturing export from the total 

merchandize exports is presented below and accordingly, Eswatini, Egypt, 

Mauritius and Tunisia have a remarkably higher level of manufacturing exports

with above 50% share in 2017. Whereas, Burundi, Ethiopia, Malawi, Comoros, 

Rwanda, Seychelles, Uganda, Zambia and Zimbabwe have the lowest value which 

is below 20% in the same year. 

Figure 6. Level of manufacturing export with in the COMESA 

Source: author’s compilation using data from the World Development Indicators of the World Bank
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iii. Dependence on revenue from import tariff 

Among the reasons why the African countries refrain from free trade agreements 

is the fact that there are highly dependent on revenue from import tariffs and duties. 

Free trade agreements wipe out revenues from tariffs and countries need to broaden 

their tax base before bumping in to free trade agreements. 

A comparison of the level of dependence of the COMESA member states on import 

tariffs for revenue shows that Somalia is the country that depends relatively highly 

on the revenue from international trade tax followed by Ethiopia. The figure below 

shows the average customs and other import duties and average taxes on 

international trade from 2010 to 2017. Mauritius is the country that depends least 

on revenue tax from international trade.  
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Figure 7. Dependence of public revenue on revenue from tariff  

Source: author’s compilation using data from the World Development Indicators of the World Bank

iv. Population size of COMESA member states in millions

The impact of population on trade has been ambiguous based on many empirical 
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bigger demand for goods including imported ones and hence higher trade. On the

other hand, countries with a bigger population can rely on the domestic market and 

hence lesser incentive for external trade. The US is one of the most populous 

countries and of course has the biggest GDP. However it is also the country with 

one of the lowest import to GDP ratio. This is because of the fact that the US 

population is a big market unlike the case of countries like Singapore. The 
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interaction of these two argumnets perhaps leads to an ambiguous impact of 

population on internatinal trade. Neverthelless, for the fact that the member states 

are once in the trade bloc are supposed to liberalize their trade no matter what their 

population is, then a bigger poplation means a big market and hence affects 

internatinonla trade volume positively. 

Below is the data of the size of the population of the member states and accordingly, 

Ethiopia, Egypt and the Democratic Republic of Congo are the most populeous 

states and bigger market size whereas, Seychelles, Comoros and Djibouti are the 

least populous countries and hence lesser market. 

Figure 8. population size of the COMESA member states 

Source: COMESA, 2018
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v. COMESA member stats GDP at current prices in million US 

dollars, 2018

A higher GDP means a higher production and hence something trade with other 

countries. empirically, the impact of GDP on trade has been positive and is also 

one of the basic variables of the gravity model. 

The data below shows the GDP of the member countries in the year 2018 and 

accordingly, Egypt, Libya, and Sudan have the biggest economies in the region 

whereas, Comoros, Seycheless and Djibouti occupy the bottom three in the rank. 

Figure 9. level of the size of economies of the COMESA member states

Source: COMESA, 2018



37

b. Level of integration into the trade bloc

i. Intra-COMESA Import in 2018 (in million US dollars)

The data below in 2018 reveals the volume of import of the member countries from 

the members and accordingly, Zambia, Libya and Kenya are the countries that 

imposed more from the member countries. Whereas, Eswatini, Comoros and 

Seychelles imported the lowest in 2018 and this is not surprising as the three 

countries have the lowest number of population (around 1 million) along with 

Djibouti and Mauritius. 

Figure 10. Member countries’ import from COMESA 

Source: COMESA, 2018
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ii. Intra-COMESA Export in 2018 (in million US dollars)

The top three intra-COMESA exports comprises of Egypt, Kenya and Zambia 

whereas, Comoros, Eritrea and Somalia had the least value of exports to the other 

member states in 2018. 

Figure 11. Member countries’ export to the COMESA

Source: COMESA, 2018
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Chapter Four

Methodology and Model specification

1. Methodology 

The study employed a panel data from 2008 to 2016 and the year 2008 is selected 

because of lack of data on the World Integrated Trade Solutions (WITS) database.

The data is divided in to two sections, one for all trading partners of Ethiopia and 

the second one for the African countries. Moreover, the regression is ran for both 

sections using two techniques of pooled OLS and time fixed effect model two sets 

of data are. Then comparison of the coefficients is done based on the difference 

between the polled OLS and the time fixed effect model in terms of explaining the 

variation. 

2. Model specification 

The gravity model is an exact model that has been utilized to dissect reciprocal 

trade streams between two nations. The gravity model for trade is tied down on 

Newton's gravity law in mechanics, which expresses that the gravitational draw 

between two physical bodies is relative to the result of each weight's isolated by 

the square of the separation between their individual focuses of gravity. This 

similarity has been made an interpretation of in trade to imply that progression of 

trade between two nations is corresponding to their economic size as estimated by 
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a result of their national income and conversely relative to the separation between 

the nations' particular "economic focuses of gravity", for the most part considered 

as their capitals. Early advocates of the gravity model determined the essential 

gravity model condition as pursues:

Tij=A.(YiYj/Dij)

Where Tij is the estimation of trade between nation i and nation j and Yi and Yj 

are nation i and j's particular economic sizes. Dij is a proportion of the separation 

between the two nations' economic focuses or capitals and A will be a consistent 

of proportionality.

Taking the logarithms on the gravity model condition, we acquire a straight type 

of the gravity model condition which can be spoken to as:

lanTij=A+ β1 ln(GDPit.GDPjt)+ β2 lnDij

The gravity model was first used in the field of worldwide trade by Tinbergen 

(1962) and Pöynöhen (1963) in the mid-1960s. In light of gravity-type conditions, 

they led the principal econometric examinations of reciprocal trade streams 

however they just gave experimental proof without providing any hypothetical 

legitimization. Following their examinations, for around 20 years, the gravity 

model, in spite of its apparent observational achievement, did not get a lot of 

consideration from financial analysts because of its frail hypothetical establishment.
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Be that as it may, with the expanding significance of land factors in universal 

exchange hypothesis, the gravity model began to draw in a renewal enthusiasm for 

the 1980s. Works by Krugman and Helpman (1985), Bergstrand (1989), Deardorff 

(1995), Evenett, and Keller (1998) altogether added to the foundation of a 

hypothetical establishment for the gravity model by indicating that the gravity 

condition could be gotten from various distinctive universal exchange models.

Accordingly, based on the basic gravity model variables, in this study four 

regression equations augmented by other variables along with the COMESA 

dummy are estimated using both pooled OLS and time fixed effect model

Equation 1. 

Equation 2. 

Equation 3. 

  InprimX= α+ β1ln(GDPp) +β2ln(Popp) + β3(ln_dist) + β4(land_locked) + β5 (language) + β6

(COMESA) + β7 (Africa) +Ɛijt

  InmanX= α+ β1ln(GDPp) +β2ln(Popp) + β3(ln_dist) + β4(land_locked) + β5(language) + 

β6(COMESA) + β7 (Africa) +Ɛijt

  InprimM= α+ β1ln(GDPp) +β2ln(Popp) + β3(ln_dist) + β4 (land_locked) + β5(language) + β6

(COMESA) + β7 (Africa) +Ɛijt
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Equation 4. 

Where InprimX, InmanX, lnprimM and InmanM are the natural logarithms of 

Ethiopia’s export of code 0 products (primary agricultural products), Ethiopia’s 

export of code 2 (manufacturing products) products, Ethiopia’s import of code 0 

products and Ethiopia’s import of code 2 products respectively.  

In addition, α, β1, β2, β3, β4, β5 β6, and β7 are the coefficients estimated using the two 

techniques mentioned. The error term (Ɛijt) catches whatever other irregular 

occasions that may influence trade between the two nations and is anticipated to 

have a mean of zero and constant variance.

Whereas, 

· ln(GDPp) represents the natural logarithm of the GDP of the trading partner;

· ln(Popp) for the natural logarithm of the populations of the partner country;

· ln_dist is the natural logarithm of the distances between Addis Ababa and 

the capital cities of the partner country measured in kilometers and is used 

to reflect the cost of trade; and it is assumed that the distant the countries 

are the lower the bilateral trade between the two.

· land_locked is a dummy to identify landlocked countries from those that 

have ports. This variable is used because in Africa, the prevalence of low 

  InmanM= α+ β1ln(GDPp) +β2ln(Popp) + β3(ln_dist) + β4 (land_locked) + β5 (language) + β6

(COMESA) + β7 (Africa) +Ɛijt
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international infrastructures is supposed to be an obstacle for regional trade 

and the assumption is that having a sea outlet facilitates regional trade. If a 

country is landlocked, then it takes the value 1 and zero otherwise.  

· Language is a dummy for language and takes a value 1 if a country’s 

official language is English and zero otherwise. Language is used to capture 

the ease of communication; and

· COMESA identifies whether a country is a member state of the trade bloc 

and a country that is a member assumes the value 1 and 0 otherwise.

· Africa represents weather a country is in the African continent or not and takes 1 if a 

country is in the African continent and 0 otherwise.

3. Source of Data

Data on GDP, population are extracted from the World Bank’s World Development 

Indicators database. Whereas, data on import of Ethiopia is collected form the 

World Integrated Trade Solutions (WITS) databases. Moreover, data on Language

from https://www.nationsonline.org and distance from 

https://distancecalculator.globefeed.com was collected.
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Chapter Five

Imperial Results-The Gravity Model

In this section, the result of the regression ran is presented. The regression has two 

parts; the first one is done using the data for the African countries and the second 

one is don using the data for all the trading partners of Ethiopia. Moreover, an 

attempt is made to see the impact on both imports and exports of agricultural, 

fishery and forestry products and manufacturing commodities based on the 

standard industrial classification (SIC). Although the Standard Industrial 

classification has five categories, the analysis is done for code 0 and code 2. This 

is because of both availability of data and relevance that means that the last two 

categories (manufacturing commodities not identified by kind and other 

commodities categories) are not selected because of their insignificance share. The 

second category, which is mineral commodities, is not selected because of minor 

data as the African countries do not trade ores and crude oil each other and this is 

the result of the low level of industrialization.

Accordingly, the panel data regression result for the year 2008 to 2016 is presented 

below
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Figure 12. Regression Result for the dataset of all trading partners

Time Fixed Effect Pooled OLS

(1) (2) (3) (4) (1) (2) (3) (4)

VARIABLES lnprimX lnManX lnPrimM lnManM lnprimX lnManX lnPrimM lnManM

lnGDP 1.59*** 1.68*** 1.04*** 1.67*** 1.61*** 1.67*** 1.03*** 1.66***

(0.15) (0.13) (0.17) (0.11) (0.15) (0.13) (0.17) (0.11)

lnPop -0.36** -0.15 1.35*** 0.02 -0.36** -0.14 1.35*** 0.02

(0.14) (0.13) (0.16) (0.11) (0.14) (0.13) (0.16) (0.11)

lndist -2.77*** -3.66*** -1.51*** -2.25*** -2.79*** -3.66*** -1.51*** -2.25***

(0.30) (0.28) (0.35) (0.23) (0.31) (0.28) (0.35) (0.23)

land_locked -3.27*** -0.79** -1.05** -0.13 -3.26*** -0.80** -1.06** -0.13

(0.40) (0.36) (0.46) (0.30) (0.40) (0.36) (0.46) (0.30)

language 0.55 1.03*** 2.46*** 0.90*** 0.53 1.04*** 2.47*** 0.91***

(0.42) (0.38) (0.49) (0.32) (0.42) (0.38) (0.49) (0.31)

COMESA 1.58*** -1.30*** 2.83*** -0.75** 1.58*** -1.30*** 2.82*** -0.75**

(0.50) (0.46) (0.59) (0.38) (0.51) (0.46) (0.59) (0.38)

Africa -3.27*** 2.89*** -5.38*** -2.13*** -3.23*** 2.86*** -5.38*** -2.15***

(0.53) (0.48) (0.61) (0.40) (0.53) (0.48) (0.61) (0.40)

Constant -4.50 -7.11** -34.82*** -16.58*** -4.88 -6.98** -34.66*** -16.50***

(3.37) (3.07) (3.91) (2.53) (3.40) (3.06) (3.91) (2.52)

Observations 909 909 909 909 909 909 909 909

R-squared 0.45 0.31 0.47 0.57 0.45 0.31 0.46 0.57

Number of year 9 9 9 9

Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

From the above table, we can see that the gravity model worked well with a 

reasonable explanatory power and the traditional variables of gravity model having 

their expected signs and being significant. Moreover, the fixed effect model does 

not appear to be a better model compared to the pooled OLS model with no big 

difference in the R-squared values. 
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In all of the cases, GDP of the partner country is an important determinant of 

Ethiopia’s trade and based on the time fixed effect model and holding the effect of 

other independent variables constant, the following conclusions can be made:

A 1% increase in the economic size of partner country increases the export of 

agricultural, fishery and forestry products from Ethiopia by about 1.6%; 

Likewise a 1% increase in the economic size of a partner country leads to an 

increase in the export of manufacturing commodities of Ethiopia by 1.7%;

A 1% increase in the economic size of the partner country leads to a 1% increase 

in the import of agricultural, fishery and forestry products of Ethiopia to the partner 

country;

Moreover, a 1% increase in the GDP of the partner country induces a 1.6% increase 

in the import of manufacturing products by Ethiopia from the partner country.

Distance is another traditional variable of the gravity model that is showing a 

statistically significant effect on the bilateral trade between Ethiopia and its trading 

partners. Hence, according the time fixed effect model, with the other conditions 

remaining the same, 

A 1% increase in the distance between Addis Ababa and the trading partner’s 

capital cities induces a 2.7% decrease in the export of agricultural, fishery and 

forestry products from Ethiopia to its trading partner.
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A 1% increase in the distance between Addis Ababa and the capital city of a trading 

partner leads to about a 3.6% decrease in the export of manufacturing commodities 

from Ethiopia to a trading partner. 

A 1% increase in the distance between Addis Ababa and the trading partner’s 

capital city leads to about a 1.5% decrease in the import of agricultural, fishery and 

forestry products of Ethiopia from its partner. 

Likewise, a 1% increase in the distance between the distance between the two leads 

to a 2.2% decrease in the import of manufacturing products of Ethiopia from a 

trading partner. 

Language appears to affect manufacturing exports and imports and the import of 

primary products. Accordingly, keeping other conditions the same, Ethiopia 

exports a 1% and imports 0.9% higher value of manufactured to a trade partner 

whose official language is English. A 2.5% higher value of the import of primary 

products from those countries that use English as their official language is also seen.

The variable of interest, the COMESA dummy has a positive significant impact at 

5% level of significance on trade in agricultural, fishery and forestry products.  The 

impact on trade in manufactured products is negative significantly. 

Ethiopia trades in primary products less with the African countries but within 

Africa, the country trades more with the COMESA member states.   
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On trade in manufactured products, Ethiopia exports more to the African countries 

but less to the COMESA member states. Imports of manufactured products is 

negative for both members and nonmember African states which means that 

Ethiopia does not import manufactured products neither from the COMESA 

member states nor from nonmember African countries. Imports of manufactured 

products come from non-African countries.  

Accordingly, Ethiopia imports primary products from the COMESA member states 

a higher value by 1.6% compared to nonmember African states. Export of 

manufactured products is higher for nonmember states by about 3% compared to 

the member states. 

Ethiopia imports primary products a higher value by about 3% from the COMESA 

member states compared to nonmember African countries. The import of 

manufactured products is negative for both but relatively better for the member 

states than the nonmember African countries.  
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Figure 13. Regression result for the dataset of the African countries

Time Fixed effect Model Pooled OLS Model

1 2 3 4 1 2 3 4

VARIABLES lnprimX lnmanX lnprimm lnmanM lnprimX lnmanX lnprimm lnmanM

lnGDPp 2.48*** 0.87*** 1.31*** 2.63*** 2.54*** 0.90*** 1.28*** 2.57***

(0.38) (0.27) (0.34) (0.32) (0.39) (0.27) (0.34) (0.31)

lnPopp -1.07*** -0.29 0.37 -0.46 -1.07*** -0.30 0.39 -0.42

(0.38) (0.26) (0.33) (0.31) (0.39) (0.27) (0.33) (0.31)

lndist -3.27*** -3.37*** -4.83*** -0.92 -3.27*** -3.38*** -4.81*** -0.89

(0.85) (0.59) (0.75) (0.69) (0.87) (0.60) (0.74) (0.69)

land_locked -2.90*** 0.19 -0.87 0.38 -2.82*** 0.23 -0.90 0.32

(0.78) (0.55) (0.69) (0.64) (0.80) (0.55) (0.69) (0.64)

language -0.44 0.48 2.32*** 1.42** -0.49 0.46 2.34*** 1.47**

(0.70) (0.49) (0.62) (0.58) (0.72) (0.50) (0.62) (0.58)

COMESA 1.75** -1.73*** 0.96 0.36 1.79** -1.72*** 0.95 0.35

(0.75) (0.53) (0.67) (0.62) (0.77) (0.53) (0.66) (0.62)

Constant -13.15 14.80** -3.23 -45.25*** -14.55 14.42** -2.90 -44.75***

(8.89) (6.24) (7.88) (7.31) (9.14) (6.26) (7.83) (7.29)

Observations 342 342 342 342 342 342 342 342

R-squared 0.32 0.15 0.37 0.37 0.31 0.15 0.37 0.36

Number of year 9 9 9 9

Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Despite a lesser number of observation for this group of data, the regression could 

explain the variation (except for Ethiopia’s export of manufactured products) in the 

value of trade between Ethiopia and its African trading partners with the traditional 

gravity variables having their intuitive signs. For statistical reasons the result of the 

time fixed effect model result is analyzed. 



50

In all the four cases, the size of the economy of the African countries significantly 

determines the value of trade with Ethiopia. Accordingly, at 1% level of 

significance, we can conclude all other conditions remaining the same, 

A 1% increase in the GDP of an African trade partner increases export of Ethiopia’s 

agricultural, fishery and forestry products to the continent by 2.5%. 

A 1% increase in the GDP of an African trade partner country leads to a 0.8% 

increase in the export of Ethiopia’s export of manufacturing commodities.

A 1% increase in the size of the economy of an African country induces a 1.3% 

increase in Ethiopia’s import of agricultural, fishery and manufacturing 

commodities to the continent. 

Likewise, a 1% increase in the size of the economy of an African country leads to 

about 2.6% increase in the import of manufacturing products of Ethiopia to the 

continent.

In the same way, distance has its intuitive sign in all four of the results despite 

showing insignificant impact on the import of manufacturing import. This is 

perhaps because of the fact that most of the neighboring countries have similar 

industrial structure and countries like South Africa; Africa’s most industrialized 

country is relatively distant from Ethiopia.

Accordingly, keeping other factors constant, a conclusion can be made that, 
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With 1% level of significance, a 1% increase in the distance between Addis Ababa 

and the African partner country’s capital city leads to a decrease of the export of 

agricultural, fishery and forestry products of Ethiopia by 3.2%.

At the same 1% level of significance, we can conclude that a 1% increase in the 

distance between the capital Addis Ababa and its African trading partner leads to 

about a 3.4% decrease in the export of manufacturing products from Ethiopia. 

We can also conclude at 1% level of significance that a 1% increase in the distance 

between Ethiopia and its African trade partner leads to about a 5% decrease in the 

value of import of agricultural, fishery and forestry products.

Ethiopia’s agricultural, fishery and forestry products export is the only variable 

negatively affected by a partner African country being land-locked.   

Language turned out to affect only the import of Ethiopia from the African 

countries. Accordingly, at 1% level of significance, all other conditions remaining 

the same, Ethiopia imports a 2.3% higher value of agricultural, fishery and forestry   

products and 1.4% higher of manufacturing commodities from African countries 

that use English as their official language.

The variable of interests, the COMESA dummy shows a consistent result with the 

previous regression result (all trading partners dataset). Accordingly, it has a 

significant impact on Ethiopia’s export of agricultural, fishery and forestry 
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products, and an adverse impact on Ethiopia’s export of manufacturing products. 

Accordingly, at 5% level of significance, all other conditions remaining the same, 

Ethiopia   exports an agricultural, fishery and forestry product to a COMESA 

member African country a higher value by 1.7% than a non-member country. 

However, it exports manufacturing products to the member countries a lesser value 

by 1.7%. Though the impact is insignificant on imports, the coefficients are positive 

which indicates a higher import of both on primary products and manufactured 

products for the member states than the nonmember African countries. .

Since the impact of the trade bloc turned out to be insignificant especially on trade 

in manufactured products, it would be helpful to look at the data on the export and 

import structures of Ethiopia and few of its trading member state countries. 

The figure below compares the export structure of Ethiopia with Kenya and 

Egypt.
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Figure 14. Export structure of Ethiopia and Import structures of Ethiopia’s 
two biggest COMESA member trade partners

Source: Author’s Compilation based on data from the OECD

      From the figure above it can be clearly seen that the export structure of Ethiopia 

is dominated by food and agricultural commodities whereas these commodities 

make up only a small share of the import of Kenya and Egypt. This perhaps the 

reason to why the regression result for the African countries show a negative 

coefficient on manufactured products. Hence, the level of the Ethiopian 

manufacturing sector appears to be the problem of the adverse impact of COMESA 

on the trade in manufacturing products between Ethiopia and the rest of the member 

states. 
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Figure 15. Import structure of Ethiopia and Export structures of Ethiopia’s 
two biggest COMESA member trade partners

Source: Author’s Compilation based on data from the OECD

In the same way, the figure above demonstrates that both the export structure of 

both Kenya and Egypt is better than Ethiopia that primary commodities do not take 

the biggest share of their export. Surprisingly the import of food and agricultural 

products are also important elements of Ethiopia’s import compared to the other 

two countries.   

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%

Machinery & complex manufactured products

Chemicals, industrial & fuel products

manufactured consumer goods

food and agricultural products

metals and articles thereof

Compatability between Ethiopia's import and the 
export of the two biggest COMESA memeber trade 

partenes, 2017

share from Ethiopia's import Kenya's export Egypt's export



55

Chapter Six

Conclusion and Recommendations 

1. Conclusion

The paper attempted to analyze the impact of the COMESA trade bloc on 

Ethiopia’s trade using data from the World Integrated Trade Solutions database 

using time fixed effect model. Code 0 and code 2 products (agricultural, fishery 

and forestry products and manufactured products) of Standard industrial 

classification of products were utilized to take the analysis to a more detailed level. 

The data were divided in to two datasets, one group for all the trading partners and 

the second one for the African countries. a gravity model analysis of international 

trade was used with economic size and population of Ethiopia’s trading partners, 

the distance between the capital city of Ethiopia and the trading partner. Dummy 

variables on the existence of common language as a proxy to represent the impact 

of language in facilitating communications, a variable to indicate whether a country 

is land-locked or not along with the variable of interest COMESA and Africa 

dummies were used. 

From the time fixed effect model, it is clear that the COMESA trade bloc is

facilitating trade between Ethiopia and the rest of the member countries only in 

primary products. According to the result, Ethiopia trades in agricultural, fishery 
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and forestry products with the member states compared to the nonmember African 

countries. However, compared to the nonmember states, Ethiopia exports 

manufactured products to the non-COMESA members compared to the member 

countries. 

This implies that the COMESA trade bloc is not really facilitating trade in 

manufactured products between Ethiopia and the rest of the member states.  The 

possible reasons for this is compatibility in trade structure between Ethiopia and 

the rest of the member states along with the low level of development of the 

manufacturing sector in Ethiopia and the region in general. 

In 2017 top export, destinations of Ethiopia are china, Switzerland, the US, 

Netherlands and Germany. Whereas, top import origins are China, France, India, 

Germany and Turkey. Of course, one cannot expect one of the African countries to 

make a list of these groups and this is merely because of the level of manufacturing 

industry of the partner countries.  

The fact that Ethiopia’s export structure is dependent on primary products 

compared to that of the structure of the top trading partners of the trade bloc

explains why the Ethiopian government officials have been insisting on a ten 

percent preferential tariff rate over a complete free trade. However, an incoming of 

foreign companies brings about new technologies and management skills along 
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with capital. The tradeoff seems to be between loss of employment and the 

resources the foreign firms come with. The loss of employment is because of the 

fact that the infant domestic industries use labor-intensive technologies thereby 

absorbing unemployment whereas, the well-established foreign companies tend to 

use capital-intensive model of production. Nevertheless, a decision has to be made 

if the domestic industry is now working well as Ethiopia is a country where a 

significant number of its population is youthful and needs job opportunities. 
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2. Recommendations

The following recommendations are drawn from the above analysis:

1. Ethiopia should work on developing its manufacturing sector along with

signing up for a free trade agreement, as it is evident that the FTA does not 

enhance trade in manufactured products unless its manufacturing sector is 

working well. The same action should be taken by the other African 

countries as they are going in to FTAs. 

The newly signed continental free trade agreement, which is now endorsed 

by all the African countries except Eritrea would be successful only if it is 

accompanied by improvements in the manufacturing sectors of the 

economies of the members. Otherwise, there is no way Ethiopia can import 

Nigeria’s crude oil and the valuable minerals of the Democratic Republic 

of Congo. Hence, Ethiopia as a representative of a typical African economy 

should have a better trade conformity with the rest of the Africans before 

going in to a free trade agreement. 

Moreover, as the land-locked dummy showed insignificance impact, more

focus should not be on constructing regional transport infrastructures when 

the countries are exporting their primary commodities to the developed

world with low terms of trade and importing expensive machineries and hi-
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tech products. A focus instead should be given for developing the 

manufacturing sector. 

2. The government’s argument of infant industry appears that it is 

compromising the countries trading potential and the possibility of 

exploiting the benefits of trade in manufacturing products. The best way to 

protect the domestic infant industries should be through making the 

domestic infant industries to work with the production lines along with the 

well-established foreign firms. This could be done together with the 

government’s ongoing program of industrial parks development.

3. Since Ethiopia is one of the countries that have a high percentage of revenue 

from tariff, an attention should be given to broadening the tax base of the 

economy to compensate the loss of tax revenue from tariff because of a free 

trade agreement.  In fact, this will enhance the public revenue as the current 

tax to GDP ratio of Ethiopia is even below the sub-Saharan average 

(Ministry of Finance). The low tax to GDP ratio could be because of either 

the economic structure or weak institutions. 
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