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1      Explain how the theory of comparative advantage could account for the 


data in 
Table 1.  




          (10%)


2      Explain why it is necessary to distinguish between  (i) differences in

factor endowments, and (ii) market structure when accounting  for the data in Tables 2 and 3.                       



(25%)

3      Identify the arguments for tariff protection implied in The Ethiopian 

Reporter article reproduced below.  What are the arguments against Ethiopia using tariffs as a policy instrument?     

(25%)                                                             



4      According to The Ethiopian Reporter, WTO membership could boost the 

Ethiopian economy by attracting more FDI.  Discuss the potential advantages and disadvantages  to Ethiopia from higher levels of FDI.     




       


(40%)









TABLE 1
SOMALIA


TRADED GOODS   2004 


    


      Ranking1



    
 Ranking1



Product


Export    Import 

Product


Export    Import 

Rank       Rank2




Rank2     Rank


Live Sheep & Goats
   1
   n.a.

Sugar Cane or Sugar Beet
  n.a
    1 


Wood Charcoal
  
   2
   n.a

Vegetable products

  n.a
    2

Animal Products         
   3
   n.a

Cigars & Cigarettes

  n.a
    3

Wood Pulp

   4
   n.a

Rice          
 
  n.a
    4

Live Bovine Animals
   5      
   n.a

Wheat or Meslin Flour 
  n.a
    5













Source:  International Trade Centre (ITC)




Notes: 
(1) ranking is based on the value of exports and imports in US $million.

(2) n.a. for export/import rank means product is not exported/imported

TABLE 2
UNITED KINGDOM

TRADED GOODS   2004  (US £billion)


Product


   
 Export   
Export 
         Import    Import
   Net

 

   

 Rank      
Value
          Rank      Value
Exports1 


Cars


      
     1
 18.6   
             1
        30.9
         
 - 12.3     


Medication Mixtures
   
     2
 16.2  
            4
        11.0
        
 +  5.2

Crude Petroleum Oils             

     3
 15.1   
            5
          9.7
        
 +  5.4

Turbo Jets & Other Gas Turbines    
     4
 12.2
          10
          6.7
        
 +  5.5

Automatic Data Processing machines
     5      
   9.5 
            2
        15.2
        
  -  5.7               

Motor Vehicle Parts

   10
   6.9
            3
        11.5
        
  -  4.6     


Source:  International Trade Centre (ITC) 
Notes:  
(1) net export value is plus when value of exports exceed the value of imports and minus when value 

      of exports is less than the value of imports.  All values in terms of US $billion.

TABLE 3
GERMANY


TRADED GOODS   2004  (US $billion)


Product


   
Export   
Export 
         Import    Import
   Net

 

   

 Rank1     
Value1
          Rank      Value
Exports2 


Cars


      
    1
 91.5  
             1
          32.8 
+ 58.7
     


Motor Vehicle Parts

    2
 24.9
             5
          15.0
+   9.9

Medication Mixtures
   
    3
 16.2   
             9
            8.5
+   7.7


Automatic Data Processing machines
    4      
 12.5 
             3
          17.8
 -   5.3     


Aircraft



    5
 11.5
           10
            8.5
+   3.0

Crude Petroleum Oils             

 n.a
   n.a
             2
          23.3
-  23.3     

Petroleum Gasses


  31
  3.6 
            4
          17.0
-  13.4     


Source:  International Trade Centre (ITC) 
Notes:  (1) n.a. for export rank and export value means product is not exported.

            (2) net export value is plus when value of exports exceed the value of imports and minus when value of 

   exports is less than the value of imports.  All values in terms of US $billion.

The Ethiopian Reporter

Date: Saturday, October 08, 2005 

Ethiopia on the track of joining WTO


The following article was carried by "Ethiopia's WTO accession" in 2005. It was presented for publication in The Reporter by Filagot Sileshi, our reporter.

World economic history simply testifies that the developed as well as the developing countries have benefited very much from participation in global trade. Trade has enabled the countries to engage in production far beyond domestic requirements. In addition, it has made these countries capable of utilizing their comparative advantage. It has also triggered countries to adapt and enhance modern production techniques and systems of management while at the same time enabling them to upgrade the skill and productivity of their labour force. 

In explaining this evolving process of globalization, the developed counties and the global trade giant (World trade organization, WTO) are arguing that the world is becoming a better place for competitive marketing. WTO is the only global international organization dealing with the rules of trade between nations. WTO has become a giant international institution which deals not only with trade in goods but also trade in services.  WTO accession is more than a ratification of an international treaty. It is a decision that will have a direct and dire implication on the day-to-day life of the people. According to Action Aid Ethiopia (AAE), Ethiopia formally applied for WTO membership in January 2003 and is in the process of finalizing its Memorandum on Foreign Trade Regime (MFTR). 

The integration of the country into the global economy will have benefits and costs. One of the benefits of being a member of WTO is that it creates more access to foreign markets and export opportunities.  By making the policies and laws of the country more predictable and transparent, accession to the WTO may bring more FDI. In general, FDI is to be welcomed and encouraged in Ethiopia since it has the potential to boost the country's capital and investment. FDI could play a direct beneficial role by producing exportable goods and services which may help in producing or replacing other imported goods and services. 

On the contrary, there are challenges and costs of joining WTO. Globalization is increasingly making the world economy more competitive. But, both the industrial and agricultural sectors in Ethiopia lack economies of scale, efficient production and distribution set up and thus lack competitiveness at the global levels. Moreover, in Ethiopia there are transport and communication problems, lack of requisite credit faculties and awareness among the business and private sector. Therefore under such circumstances Ethiopia's accession to the WTO has to encounter difficulties. 

The fiscal cost of reducing import tariffs could be significant in a country like Ethiopia where taxes on international transactions are a major source of revenue. In addition to this, a more liberal trade regime encouraged by the WTO membership may expose infant industries to stronger competition from abroad. This may result in the future deterioration of the country since higher imports due to market opening materializes faster than higher exports due to improved market access abroad. 

The industries in Ethiopia are still in an infancy stage and cannot compete with the more advanced foreign companies and without protection, they could easily lose. Apart from the economic consequences, such a situation will have a social dimension as well. Jobs will be lost, and the needs of the people will be under the control of foreign products. 

As Action Aid indicated, further reduction of tariffs will make the government even weaker and detracts it from investing in pro-development project like education and health. This will further marginalize the rural poor community and poverty could further be deepened. 
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