
VOLUME NO. 4 (2014), ISSUE NO. 04 (APRIL)  ISSN 2231-4245 

 A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

Indexed & Listed at:  
Ulrich's Periodicals Directory ©, ProQuest, U.S.A., EBSCO Publishing, U.S.A., Cabell’s Directories of Publishing Opportunities, U.S.A., 

Open J-Gage, India [link of the same is duly available at Inflibnet of University Grants Commission (U.G.C.)], 
Index Copernicus Publishers Panel, Poland with IC Value of 5.09 & number of libraries all around the world. 

Circulated all over the world & Google has verified that scholars of more than 3330 Cities in 172 countries/territories are visiting our journal on regular basis. 

Ground Floor, Building No. 1041-C-1, Devi Bhawan Bazar, JAGADHRI – 135 003, Yamunanagar, Haryana, INDIA 

http://ijrcm.org.in/ 

 



VOLUME NO. 4 (2014), ISSUE NO. 04 (APRIL)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

ii 

CONTENTS 

Sr. 
No. 

TITLE & NAME OF THE AUTHOR (S) Page 
No. 

1. CORPORATE SOCIAL RESPONSIBILITY AND GOVERNMENT REGULATION: 

EVIDENCES FROM BANKING INDUSTRY 

DR. T.N.MATHUR, ABHINEET SAXENA, DR. MAMTA JAIN & SURESH KUMAR 

YADAV 

1 

2. THE IMPACT OF CURRENCY DEPRECIATION ON LOGISTIC SECTOR IN INDIA 

DEEPA DIVAKARAN & DR. G S GIREESH KUMAR 

9 

3. IFRS CONVERGENCE AND ITS APPLICABILITY ON INDIAN CORPORATE SECTOR 

DR. M. MUNIRAJU & GANESH.S.R 

14 

4. THE NEW LARR BILL, 2011 AND ITS CHALLENGES 

PRASANT KUMAR BEHERA 

20 

5. HUMAN RESOURCE ACCOUNTING: RECOGNITION AND DISCLOSURE OF 

ACCOUNTING METHODS & TECHNIQUES 

GIRISHA H.J & VISHWANATH C.R 

25 

6. CORPORATE SOCIAL RESPONSIBILITY - A STEP TOWARDS VALUE CREATION: 

EVIDENCE FROM INDIAN COMPANIES 

DIVYA MEHTA & MONICA AGGARWAL 

28 

7. ECONOMIC GROWTH AND CONVERGENCE ACROSS THE OIC COUNTRIES 

DR. UMUT UNAL 

33 

8. THE IMPACT OF TRADE LIBERALIZATION ON BALANCE OF PAYMENTS OF 

ETHIOPIA 

SYED HASAN QAYED 

38 

9. CAN ECONOMICS AFFORD NO AFFILIATION WITH ETHICS? 

GURLEEN KAUR 

41 

10. EFFECTIVENESS OF MGNREGA IN ASSAM: A CASE STUDY 

GOBIN CHANDRA BORUAH 

44 

11. PERCEPTIONS OF GUARDIANS ABOUT THE ADMISSIONS OF CHILD INTO 

ENGLISH MEDIUM SCHOOLS WITH SPECIAL REFERENCE TO SILIGURI REGION 

OF WEST BENGAL 

DR. DEBASISH BISWAS & DIPANJAN MOITRA 

48 

12. AN EMPIRICAL STUDY ON TEA EXPORT COMPETITIVENESS IN SRI LANKA: 

BASED ON PARTIAL LEAST SQUARES STRUCTURAL EQUATION MODEL (PLS-

SEM) 

DR. P. J. KUMARASINGHE & K. M. V. SACHITRA 

51 

13. CROSS CULTURAL MANAGEMENT IN INDIAN SOFTWARE COMPANIES: AN 

EMPIRICAL INVESTIGATION ON JAPANESE & INDIAN MANAGERS 

H. RAHAMATHSULTHANA 

59 

14. BUSINESS PROCESS OUTSOURCING: PROBLEMS & PROSPECTS 

GANIPAKA.MAHESHWAR 

62 

15. KOLKATA TO KUNMING: IMPORTANCE OF NORTH EASTERN INDIA 

SANABAM GUNAJIT MANGANG 

64 

 REQUEST FOR FEEDBACK & DISCLAIMER 68 



VOLUME NO. 4 (2014), ISSUE NO. 04 (APRIL)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

iii 

CHIEF PATRON 
PROF. K. K. AGGARWAL 

Chairman, Malaviya National Institute of Technology, Jaipur 

(An institute of National Importance & fully funded by Ministry of Human Resource Development, Government of India) 

Chancellor, K. R. Mangalam University, Gurgaon 

Chancellor, Lingaya’s University, Faridabad 

Founder Vice-Chancellor (1998-2008), Guru Gobind Singh Indraprastha University, Delhi 

Ex. Pro Vice-Chancellor, Guru Jambheshwar University, Hisar 

 

FOUNDER PATRON 
LATE SH. RAM BHAJAN AGGARWAL 

 Former State Minister for Home & Tourism, Government of Haryana 

Former Vice-President, Dadri Education Society, Charkhi Dadri 

Former President, Chinar Syntex Ltd. (Textile Mills), Bhiwani 

 

CO-ORDINATOR 
DR. BHAVET 

Faculty, Shree Ram Institute of Business & Management, Urjani 

 

ADVISORS 
DR. PRIYA RANJAN TRIVEDI 

Chancellor, The Global Open University, Nagaland 

PROF. M. S. SENAM RAJU 
Director A. C. D., School of Management Studies, I.G.N.O.U., New Delhi 

PROF. M. N. SHARMA 
Chairman, M.B.A., HaryanaCollege of Technology & Management, Kaithal 

PROF. S. L. MAHANDRU 
Principal (Retd.), MaharajaAgrasenCollege, Jagadhri 

 

EDITOR 
PROF. R. K. SHARMA 

Professor, Bharti Vidyapeeth University Institute of Management & Research, New Delhi 

 

CO-EDITOR 
DR. SAMBHAV GARG 

Faculty, Shree Ram Institute of Business & Management, Urjani 

 

EDITORIAL ADVISORY BOARD 
DR. RAJESH MODI 

Faculty, Yanbu Industrial College, Kingdom of Saudi Arabia 

PROF. SIKANDER KUMAR 
Chairman, Department of Economics, HimachalPradeshUniversity, Shimla, Himachal Pradesh 

PROF. SANJIV MITTAL 
UniversitySchool of Management Studies, GuruGobindSinghI. P. University, Delhi 

PROF. RAJENDER GUPTA 
Convener, Board of Studies in Economics, University of Jammu, Jammu 



VOLUME NO. 4 (2014), ISSUE NO. 04 (APRIL)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

iv 

PROF. NAWAB ALI KHAN 
Department of Commerce, Aligarh Muslim University, Aligarh, U.P. 

PROF. S. P. TIWARI 
Head, Department of Economics & Rural Development, Dr. Ram Manohar Lohia Avadh University, Faizabad 

DR. ANIL CHANDHOK    
Professor, Faculty of Management, Maharishi Markandeshwar University, Mullana, Ambala, Haryana 

DR. ASHOK KUMAR CHAUHAN 
Reader, Department of Economics, KurukshetraUniversity, Kurukshetra 

DR. SAMBHAVNA 
Faculty, I.I.T.M., Delhi 

DR. MOHENDER KUMAR GUPTA 
Associate Professor, P.J.L.N.GovernmentCollege, Faridabad 

DR. VIVEK CHAWLA 
Associate Professor, Kurukshetra University, Kurukshetra 

DR. SHIVAKUMAR DEENE 
Asst. Professor, Dept. of Commerce, School of Business Studies, Central University of Karnataka, Gulbarga 

 

ASSOCIATE EDITORS 
PROF. ABHAY BANSAL 

Head, Department of Information Technology, Amity School of Engineering & Technology, Amity University, Noida 

PARVEEN KHURANA 
Associate Professor, MukandLalNationalCollege, Yamuna Nagar 

SHASHI KHURANA 

Associate Professor, S.M.S.KhalsaLubanaGirlsCollege, Barara, Ambala 

SUNIL KUMAR KARWASRA 
Principal, AakashCollege of Education, ChanderKalan, Tohana, Fatehabad 

DR. VIKAS CHOUDHARY 
Asst. Professor, N.I.T. (University), Kurukshetra 

 

TECHNICAL ADVISOR 
AMITA 

Faculty, Government M. S., Mohali 

 

FINANCIAL ADVISORS 
DICKIN GOYAL 

Advocate & Tax Adviser, Panchkula 

NEENA 
Investment Consultant, Chambaghat, Solan, Himachal Pradesh 

 

LEGAL ADVISORS 
JITENDER S. CHAHAL 

Advocate, Punjab & Haryana High Court, Chandigarh U.T. 

CHANDER BHUSHAN SHARMA 
Advocate & Consultant, District Courts, Yamunanagar at Jagadhri 

 

SUPERINTENDENT 
SURENDER KUMAR POONIA 



VOLUME NO. 4 (2014), ISSUE NO. 04 (APRIL)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

v 

CALL FOR MANUSCRIPTS 
We invite unpublished novel, original, empirical and high quality research work pertaining to recent developments & practices in the areas of 

Computer Science & Applications; Commerce; Business; Finance; Marketing; Human Resource Management; General Management; Banking; 

Economics; Tourism Administration & Management; Education; Law; Library & Information Science; Defence & Strategic Studies; Electronic Science; 

Corporate Governance; Industrial Relations; and emerging paradigms in allied subjects like Accounting; Accounting Information Systems; Accounting 

Theory & Practice; Auditing; Behavioral Accounting; Behavioral Economics; Corporate Finance; Cost Accounting; Econometrics; Economic 

Development; Economic History; Financial Institutions & Markets; Financial Services; Fiscal Policy; Government & Non Profit Accounting; Industrial 

Organization; International Economics & Trade; International Finance; Macro Economics; Micro Economics; Rural Economics; Co-operation; 

Demography: Development Planning; Development Studies; Applied Economics; Development Economics; Business Economics; Monetary Policy; Public 

Policy Economics; Real Estate; Regional Economics; Political Science; Continuing Education; Labour Welfare; Philosophy; Psychology; Sociology; Tax 

Accounting; Advertising & Promotion Management; Management Information Systems (MIS); Business Law; Public Responsibility & Ethics; 

Communication; Direct Marketing; E-Commerce; Global Business; Health Care Administration; Labour Relations & Human Resource Management; 

Marketing Research; Marketing Theory & Applications; Non-Profit Organizations; Office Administration/Management; Operations Research/Statistics; 

Organizational Behavior & Theory; Organizational Development; Production/Operations; International Relations; Human Rights & Duties; Public 

Administration; Population Studies; Purchasing/Materials Management; Retailing; Sales/Selling; Services; Small Business Entrepreneurship; Strategic 

Management Policy; Technology/Innovation; Tourism & Hospitality; Transportation Distribution; Algorithms; Artificial Intelligence; Compilers & 

Translation; Computer Aided Design (CAD); Computer Aided Manufacturing; Computer Graphics; Computer Organization & Architecture; Database 

Structures & Systems; Discrete Structures; Internet; Management Information Systems; Modeling & Simulation; Neural Systems/Neural Networks; 

Numerical Analysis/Scientific Computing; Object Oriented Programming; Operating Systems; Programming Languages; Robotics; Symbolic & Formal 

Logic; Web Design and emerging paradigms in allied subjects. 

Anybody can submit the soft copy of unpublished novel; original; empirical and high quality research work/manuscript anytime in M.S. Word format 

after preparing the same as per our GUIDELINES FOR SUBMISSION; at our email address i.e. infoijrcm@gmail.com or online by clicking the link online 

submission as given on our website (FOR ONLINE SUBMISSION, CLICK HERE).  

GUIDELINES FOR SUBMISSION OF MANUSCRIPT 

1. COVERING LETTER FOR SUBMISSION: 

DATED: _____________ 

THE EDITOR 

IJRCM 

Subject: SUBMISSION OF MANUSCRIPT IN THE AREA OF. 

 (e.g. Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/Engineering/Mathematics/other, please specify) 

DEAR SIR/MADAM 

Please find my submission of manuscript entitled ‘___________________________________________’ for possible publication in your journals. 

I hereby affirm that the contents of this manuscript are original. Furthermore, it has neither been published elsewhere in any language fully or partly, nor is it 

under review for publication elsewhere. 

I affirm that all the author (s) have seen and agreed to the submitted version of the manuscript and their inclusion of name (s) as co-author (s). 

Also, if my/our manuscript is accepted, I/We agree to comply with the formalities as given on the website of the journal & you are free to publish our 

contribution in any of your journals. 

NAME OF CORRESPONDING AUTHOR: 

Designation: 

Affiliation with full address, contact numbers & Pin Code: 

Residential address with Pin Code: 

Mobile Number (s): 

Landline Number (s):  

E-mail Address: 

Alternate E-mail Address: 

NOTES: 

a) The whole manuscript is required to be in ONE MS WORD FILE only (pdf. version is liable to be rejected without any consideration), which will start from 

the covering letter, inside the manuscript. 

b) The sender is required to mentionthe following in the SUBJECT COLUMN of the mail:  

New Manuscript for Review in the area of (Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/ 

Engineering/Mathematics/other, please specify) 

c) There is no need to give any text in the body of mail, except the cases where the author wishes to give any specific message w.r.t. to the manuscript. 

d) The total size of the file containing the manuscript is required to be below 500 KB. 

e) Abstract alone will not be considered for review, and the author is required to submit the complete manuscript in the first instance. 

f) The journal gives acknowledgement w.r.t. the receipt of every email and in case of non-receipt of acknowledgment from the journal, w.r.t. the submission 

of manuscript, within two days of submission, the corresponding author is required to demand for the same by sending separate mail to the journal. 

2. MANUSCRIPT TITLE: The title of the paper should be in a 12 point Calibri Font. It should be bold typed, centered and fully capitalised. 

3. AUTHOR NAME (S) & AFFILIATIONS: The author (s) full name, designation, affiliation (s), address, mobile/landline numbers, and email/alternate email 

address should be in italic & 11-point Calibri Font. It must be centered underneath the title. 

4. ABSTRACT: Abstract should be in fully italicized text, not exceeding 250 words. The abstract must be informative and explain the background, aims, methods, 

results & conclusion in a single para. Abbreviations must be mentioned in full. 

 



VOLUME NO. 4 (2014), ISSUE NO. 04 (APRIL)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

vi 

 

5. KEYWORDS: Abstract must be followed by a list of keywords, subject to the maximum of five. These should be arranged in alphabetic order separated by 

commas and full stops at the end. 

6. MANUSCRIPT: Manuscript must be in BRITISH ENGLISH prepared on a standard A4 size PORTRAIT SETTING PAPER. It must be prepared on a single space and 

single column with 1” margin set for top, bottom, left and right. It should be typed in 8 point Calibri Font with page numbers at the bottom and centre of every 

page. It should be free from grammatical, spelling and punctuation errors and must be thoroughly edited. 

7. HEADINGS: All the headings should be in a 10 point Calibri Font. These must be bold-faced, aligned left and fully capitalised. Leave a blank line before each 

heading. 

8. SUB-HEADINGS: All the sub-headings should be in a 8 point Calibri Font. These must be bold-faced, aligned left and fully capitalised.  

9. MAIN TEXT: The main text should follow the following sequence: 

 INTRODUCTION 

 REVIEW OF LITERATURE 

 NEED/IMPORTANCE OF THE STUDY 

 STATEMENT OF THE PROBLEM 

 OBJECTIVES 

 HYPOTHESES 

 RESEARCH METHODOLOGY 

 RESULTS & DISCUSSION 

 FINDINGS 

 RECOMMENDATIONS/SUGGESTIONS 

 CONCLUSIONS 

 SCOPE FOR FURTHER RESEARCH 

 ACKNOWLEDGMENTS 

 REFERENCES 

 APPENDIX/ANNEXURE 

 It should be in a 8 point Calibri Font, single spaced and justified. The manuscript should preferably not exceed 5000 WORDS. 

10. FIGURES &TABLES: These should be simple, crystal clear, centered, separately numbered & self explained, and titles must be above the table/figure. Sources 

of data should be mentioned below the table/figure. It should be ensured that the tables/figures are referred to from the main text. 

11. EQUATIONS:These should be consecutively numbered in parentheses, horizontally centered with equation number placed at the right. 

12. REFERENCES: The list of all references should be alphabetically arranged. The author (s) should mention only the actually utilised references in the preparation 

of manuscript and they are supposed to follow Harvard Style of Referencing. The author (s) are supposed to follow the references as per the following: 

• All works cited in the text (including sources for tables and figures) should be listed alphabetically.  

• Use (ed.) for one editor, and (ed.s) for multiple editors.  

• When listing two or more works by one author, use --- (20xx), such as after Kohl (1997), use --- (2001), etc, in chronologically ascending order. 

• Indicate (opening and closing) page numbers for articles in journals and for chapters in books.  

• The title of books and journals should be in italics. Double quotation marks are used for titles of journal articles, book chapters, dissertations, reports, working 

papers, unpublished material, etc. 

• For titles in a language other than English, provide an English translation in parentheses.  

• The location of endnotes within the text should be indicated by superscript numbers. 

 

PLEASE USE THE FOLLOWING FOR STYLE AND PUNCTUATION IN REFERENCES: 

BOOKS 

• Bowersox, Donald J., Closs, David J., (1996), "Logistical Management." Tata McGraw, Hill, New Delhi.  

• Hunker, H.L. and A.J. Wright (1963), "Factors of Industrial Location in Ohio" Ohio State University, Nigeria.  

CONTRIBUTIONS TO BOOKS 

• Sharma T., Kwatra, G. (2008) Effectiveness of Social Advertising: A Study of Selected Campaigns, Corporate Social Responsibility, Edited by David Crowther & 

Nicholas Capaldi, Ashgate Research Companion to Corporate Social Responsibility, Chapter 15, pp 287-303. 

JOURNAL AND OTHER ARTICLES 

• Schemenner, R.W., Huber, J.C. and Cook, R.L. (1987), "Geographic Differences and the Location of New Manufacturing Facilities," Journal of Urban Economics, 

Vol. 21, No. 1, pp. 83-104. 

CONFERENCE PAPERS 

• Garg, Sambhav (2011): "Business Ethics" Paper presented at the Annual International Conference for the All India Management Association, New Delhi, India, 

19–22 June. 

UNPUBLISHED DISSERTATIONS AND THESES 

• Kumar S. (2011): "Customer Value: A Comparative Study of Rural and Urban Customers," Thesis, Kurukshetra University, Kurukshetra. 

ONLINE RESOURCES 

• Always indicate the date that the source was accessed, as online resources are frequently updated or removed. 

WEBSITES 

• Garg, Bhavet (2011): Towards a New Natural Gas Policy, Political Weekly, Viewed on January 01, 2012 http://epw.in/user/viewabstract.jsp 



VOLUME NO. 4 (2014), ISSUE NO. 04 (APRIL)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

38 

THE IMPACT OF TRADE LIBERALIZATION ON BALANCE OF PAYMENTS OF ETHIOPIA 
 

SYED HASAN QAYED 
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ABSTRACT 
This study examines the impact of trade liberalization on the Ethiopia’s balance of Payment using the data over the period from 1981to 2012.In order to capture 

the partial effects of trade liberalization on the balance of payments different variables were included into the model and long run and short run relationships 

were analyzed with the use of ordinary least square (OLS) method and Error Correction Method (ECM) respectively. The results of the study show that the trade 

liberalization dummy variable and terms of trade variable is statistically significant and negative, implying that the trade liberalization deteriorates the balance of 

payments. Therefore in order to mitigate this negative impact and to ensure that trade liberalization will increase both the growth of exports and imports and 

consequently improve welfare, the government should complement the trade liberalization with a well designed macroeconomic reforms along with specific 

conditionalities. 

 

KEYWORDS 
Balance of Payments, Ethiopia, Trade Balance, Trade Liberalisation. 

 

JEL CLASSIFICATIONS 
C22, C51, E20, F13, F43. 

 

BACKGROUND 
rade liberalization since 1980s has become an increasingly common feature of economic policy in developing countries and most countries in Sub 

Saharan Africa have moved away from inward looking development strategies as a reaction to the failure of previous import substitution policies. The 

reforms were generally undertaken within the framework of structural adjustments programs under the auspices of International Financial 

Institutions.However, they intensively continue with the reform process in the 1990s without being necessarily under the pressure of the institutions. They have 

liberalized their trading regime with hope of gaining static and dynamic gains from trade, and that the liberalization will increase both the growth of exports and 

importsand consequently improve welfare, however, its final effect on the balance of payment depends on which one outweigh and the level of prices of traded 

goods (Santos-Paulino, Thirlwall 2004). 

Ostry (1991) developed a theoretical framework that took into account different economic circumstance under which trade liberalization policies could be 

imposed and concluded that trade liberalization policies do not necessarily lead to deterioration of the current account and, hence, the balance of payments. 

Khan (1985) used a Dynamic Computable General Equilibrium model to examine the transitional macroeconomic effects of change in the balance of trade and 

capital flow. He concluded that the final outcome depends on the structure of the economy and added that for trade liberalization to help improve the balance 

of payment it must be accompanied by active domestic macroeconomic management. Parikh (2006) concluded that trade liberalization affects output growth in 

most cases but the growth itself has a negative impact on the trade balance and adverse terms of trade.Rodrik (2006) recommended trade liberalization as the 

most common policy reform to developing countries but emphasized that it must be accompanied by complementary adjustment policies, particularly 

macroeconomic reforms along with various conditions in order to be effective and to be ensured to enhance growth. 

After nearly two decades of centralized economic policy a new government took over in 1991, and it has since then started extensive policy reforms to 

transform the economy into market oriented one. The government adopted a Structural Adjustment Program in 1992/93 and this reform package was 

formulated with regard to the complementarity between trade liberalization and macroeconomic management in shaping the reform outcomes. Finally in 1996 

Ethiopia fully adopted trade liberalization based on the extended Sachs and Warner (1995) liberalization dates. The condition for a country to be considered to 

have liberalized trade is to continue all tariff rates below 40%, non Tarff barriers covering less that 40% of trade, a black marker rate that is less than 20% below 

the official rate, no state monopoly on major exports and a non- socialist country (Wacziarg, 2008). 

 

TRADE LIBERALIZATION AND BALANCE OF PAYMENT 
The theory of trade liberalization includes two alternative arguments namely neo liberal and neo structuralist arguments regarding the effectiveness of trade 

liberalization policies. The economists in support of the neo – liberal view towards trade liberalization argue that trade liberalization is the right policy to solve 

the problem that had resulted from the inward looking policies adopted by most of the developing countries in the 1950’s.According to Milner (1990) trade 

reforms raise the attractiveness of exports to producers and stimulate their competitiveness in the international trade by removing anti-export bias.Nishimizu 

and Robinson (1984), and Dornbusch(1992) argue that greater competition leads to better utilization of resourceswhichresults in higher growth of productivity 

due to the easier access to imported inputs that lead to a more complete utilization of productive capacity. In addition, Jenkins (1997) argues that trade 

liberalization reduces the unproductive rent –seeking activities that are associated with the intervention of government and improves the distribution of income 

by increasing labor intensive activities that would in turn increase employment. 

On the other hand the neo-structuralisteconomists argue that developing countries must adopt policies that protect strategic industries in a way that achieves 

that dynamic comparative advantage rather than the wholesale policies advocated by the World Bank and the International Monetary Fund which promotes low 

and uniform tariff rates. Pack (1991), argument for infant industry protection is strengthened by the gains of productivity obtained throughlearningwhich is 

normally reflected through dynamic analysis than static. Similarly, Devarajan and Rodrik (1989) argue that even though the theoretical argument for the static 

case of trade liberalization is convincing, it tends to have a weaker theoretical groundwork when its dynamic aspects are taken intoconsideration. The inclusion 

of increasing returns to scale or imperfect competition may lead to a result where trade  liberalization causes losses instead of gains depending on which sector 

expands and which sector contracts. In addition, Ostry and Rose(1992) and Rodrik (2006) argue that an equilibrium real appreciation or depreciation may result 

from deterioration in the terms of trade depending on the values of a variety of elasticities and thus trade liberalization must be accompaniedby well designed 

macroeconomic policies along with different specific conditionalities. 

 

EMPIRICAL EVIDENCE 
Santos-Paulino and Thirlwall (2004) by using least squares and the general method of moments examined the the impact of trade liberalization between period 

1972-1997 on the trade balance and the current account of the balance of paymentsof differentcountries of Africa, Latin American and Asia and found that the 

impact of liberalization is same across all of the regions which is a deterioration of the trade balance and the current account of the balance of payment. 

However, the extent of the impact of trade liberalization on the trade balance and on the current account was found to depend on the level of protection the 

country had initially. Lopez (2005) after conducting the study on Mexico using an Autoregressive Distributed Lag model based the theoretical ground work on 

T 
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Thirlwall’s balance of payment Constrained Modelemphasizes the importance of the balance between the exports and imports and the position of the current 

account of the balance of payment for the effectiveness of trade liberalization polices in bringing about growth. Whereas, Parikh (2006) concluded that trade 

liberalization promotes growth but it has a negative impact on trade balance and adverse terms of trade. Similarly, studies done by Melo and Vogt(1984),Bertola 

and Faini(1991),Thomas and Nash(1991),Greenaway and Sapsford(1994),Jenkin(1996), Joshi and Little(1996),Ahmed(2000),Svedberg(2000),Thomas et 

al(1991),Helleiner(19994),Bleany(1999) as well as by UNCTAD(1999),they all found quite a mix results of the impact of trade liberalization on exports and 

imports. The reasons of the conflicting results might be based on the degree and importance of complementary reforms, pre trade liberalization developmental 

stage, sequence and degree of liberalization of the country as well as the measurement and methodological issues. 

Given these  ambiguities about the impact of trade liberalization on balance of payment and the caveat used by researchers to generalize the impact on balance 

of payment through current account and  trade balance, it is important to investigate the performance of the balance of payment of Ethiopia before and after 

the year in which trade liberalization measures where fully implemented (1996) according to the extended Sachs and Warren (1995) trade liberalization dates by 

using complete data of balance of payments.  

 

DATA AND MODEL SPECIFICATION 
Time series data covering the period from 1981 to 2012 G.C. from various Institutions namely, UNCTAD, World Bank, Ministry of Finance and Economic 

Development (MoFED), and National Bank of Ethiopia (NBE) is obtained to analyze the relationship between trade liberalization and balance of payment. 

The model used for the analysis of the impact of trade liberalization on balance of payment is an equation where balance of payment is a function of the growth 

of world income ,growth of domestic income ,terms of trade, ratio of foreign trade tax revenue to value of total international trade and a trade liberalization 

dummy. 

tttttt ULibTOTDFTTYWBoP ++++++= 543210 αααααα
 

Where, BoP is the Balance of Payment, W is the Growth of World income, Y is the Growth of domestic income, DFTT is the ratio of foreign trade tax revenue to 

value of total international trade, TOT is the Terms of trade, Lib is the Liberalization dummy and U is the Error term, α’s are parameters to be estimated and t is 

time period (1981-2012). 

 

RESULTS AND DISCUSSION 
Multivariate time series model enable one to estimate the dynamic effects of the explanatory variables on thedependent variable. However, to undertake 

estimation or testing procedures it is important to make sure that the variables are stationary. Accordingly, a stationarity test was conducted on the variables 

that are under study and found that all the said variables became stationary at first difference.After finding that variables are stationary the long run relationship 

i.e.,cointegration were tested by performing an Augmented Dicky Fuller test on the residual from the regression of the dependent variable on the independent 

variables. If one rejects the null hypothesis that there exists a unit root then the distribution of the error term is stationary which therefore, indicates that there 

exists long run equilibrium. 
 

TABLE 1: RESULTS OF THE LONG RUN MODEL; DEPENDENT VARIABLE: LOGARITHM OF BALANCE OF PAYMENTS 

Variable Coefficient t-value P-value 

Log (Growth of domestic   income)t -0.018 -0.13 0.89 

Log (Growth of world income) -0.241 -1.43 -0.19 

Log  (Terms of Trade)t -1.945 -2.19** 0.06 

Log (foreign trade taxes ratio)t -0.556 -0.61 0.59 

Liberalization Dummy -0.723 -2.09** 0.07 

** Significant at 5% significance level  

Source: Own Computation 
 

TABLE 2: AUGMENTED DICKY FULLER TEST STATISTICS FOR THE RESIDUAL ERROR TERM 

 Test statistic 1%Critical Value 5%Critical Value 10%Critical Value 

Z(t) -6.546*** -3736 -2.994 -2628 

***Significant at 1% significance level 

Source: Own Computation 

As can be observed from Table 2, the error term from the regression of the logarithm of balance of payment on the other explanatory variables is stationary 

indicating the existence of co integration, hence, a long run relationship between the variables. Table 1 shows that trade liberalization dummy has a significant 

and deteriorating effect on the balance of payment. Similarly, terms of trade found to be statistically significant but with negative sign indicating that terms of 

trade affects other components of the balance of payments negatively even if it improves the trade balance or the current account. However, the logarithm of 

foreign trade taxes ratio is statistically insignificant may be because of trade liberalization is applied more on non tariff barriers than on taxes on both imports 

and exports. 

Now in order to capture how much of the disequilibrium is being corrected in every period error correction mechanism has been used. The Granger 

representation theorem (Verbeek 2004) states that there exists an error correction mechanism if a set of variables are found to be cointegrated. Accordingly the 

error correction model was examined and in order to ensure that model is correct and results are robust different tests such as Ramsey Regression Equation 

Specification Error Test(RESET) for misspecification, Breusch-Pagan/Cook-Weisberg test for hetroskedasticity, Lagrange Multiplier test for Autoregressive 

Conditional Hetroskedasticity (ARCH) effects ,Durbin’s alternative test for autocorrelation and Bruesch-Godfrey Lagrange multiplier test for serial correlation 

were conducted. All of the tests for the existence of misspecification, heteroskedasticity and autocorrelation show that none of these problems significantly 

exist. Therefore, the error correction term of the model is areliable estimate and the result is robust.  

As can be observed from the table below there is a statistically significant error correction term where the short term fluctuations adjust to the long run 

equilibrium at a 135% per annum. This indicates that the fluctuations take less than a year to go back to their initial level of equilibrium 
 

TABLE3: ESTIMATION RESULTS OF THE ECM; DEPENDENT VARIABLE: Δ LOG (BALANCE OF PAYMENT) 

 

 

 

 

 

 

 

 

 

 

***  Significant at 1% significance level 

Source: Own Computation 

Variable Coefficient t-value p-value 

Δ Log (Growth of domestic income)t .033 0.27 0.81 

Δ Log (Growth of world income)  -.129 -0.98 0.37 

Δ Log (Terms of Trade) t .997 0.89 0.41 

Δ Log (foreign trade taxes ratio)t .119 0.15 0.91 

Liberalization Dummy -165 0.65 0.55 

et-1 -1.35 -5.83*** 0.00 

 F (6, 20) = 7.39 0.00 

                                                                 Number of Observation  27 
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CONCLUSION AND POLICY IMPLICATION 
Since almost all existing literatures argue that consequences of trade liberalization measures on balance of payments are ambiguous(Ostry 1991,Khan 

1985,Santous-Paulino 2004),this research has put particular emphasis on the impact of trade liberalization on Ethiopia’s balance of payment during the sample 

period 1981-2012,particularly since 1996 when trade liberalization were fully adopted by the country.  

In this endeavor, time series econometrics was applied to examine the relationship between trade liberalization and the balance of payments of Ethiopia. OLS 

was used to obtain the long run relationship between the variables and ECM to know the adjustment of the short run fluctuations to the long run equilibrium. 

The existence of long run relationship was also tested by conducting an Augmented Dicky Fuller (ADF) test on the error term from the regression run to obtain 

the long run relationship. The error term was found to be stationary indicating the existence of a coitegration, i.e., long run relationship between the variables, 

whereas the adjustment of the short run fluctuations to the long run equilibrium was found to be in less than a year as the coefficient of the lagged error term 

was found to be statistically significant even at 1% significance level.  

The result of the study showed that, the trade liberalization measures adopted by Ethiopia have adversely affected the balance of payment as demonstrated by 

the negative and statistically significant coefficient of the liberalization dummy variable used to capture the pure effects of trade liberalization on the balance of 

payment. Similarly, the terms of trade also found to be statistically significant and negative implying that imports growth outweigh the exports growth.However, 

the ratio of foreign trade tax revenue to value of total international trade was found to be statistically insignificant. Therefore, in order to reduce the negative 

impact of trade liberalization the government should select some industries that are strategic to the economy and protect these industries rather than allowing 

a full-fledged removal of all trade barriers. In nutshell, in order to change negativity into positivity and to have the desired outcome of the trade liberalization 

policy the government must complement it with well-designed and active macroeconomic reforms along with specific conditions. 
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