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ABSTRACT 
 
The purpose of this study is to take a close look at Ethio-China trade relations and its impact on the 

latter’s economy. The result reveals that Ethio-China trade relations have a mixed impact on Ethiopia’s 

Economy. China considers Ethiopia as a strategic investment area and potential marketplace for its 

products. The growth of Chines investment towards Ethiopia, and the steady rise of the volume of trade 

between the two countries; coincided with accelerating the rapidly growing Ethiopian Economy. The 

composition of Ethiopia’s export relies on primary agricultural products while it imports manufactured 

products in return. Despite the increasing volume of import and export of products between the two 

countries, due to supply side constraints and various factors such as lack of efficient production and 

transportation systems; inadequate physical infrastructure; and other factors on the Ethiopia’s side, the 

balance of trade is favouring China. In addition, the surge in import of China’s goods threatening the 

growing small scale products in the country and; this condition adversely affected the manufacturing 

industry as well as overall export earnings of the country. 
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1.  INTRODUCTION 
 
China’s rapid and increasing economic and commercial relationship with Sub-Saharan Africa (SSA) has 

received increasing attention in recent years. As the impacts of this relationship anecdotally become 

more visible, there is a need for increasing empirical research on this economic relationship which 

presents both opportunities and challenges for African economies that reflect deepening relations 

with China (Sandrey, 2009). Various Propositions have been made why china keenly and intensively 

engaged with Africa. According to French (2016), the main motive behind burgeoning Sino-African 

ties is China’s quest for the utilization of natural resources to sustain its economic prosperity. As has 

been quoted in financial times in June 13, 2017, French, the author of a book “China’s Second 

Continent”, indicates that, “Africa has been a field where China can try various things in a very low-

risk environment,” and further, he says “Africa has been a workshop of ideas that now have a much 

bigger scale and strategic significance.”
1
 However, Busse, Erdogan & Mhlen, (2014) studied the 

china’s impact on Africa and revealed that African countries that export natural resources have 

benefited from positive terms-of-trade effects.they argued thatcompetition from China has 

displacement effect and Chines investment and aid in Africa does not have an impact on growth. 

 
From 2003 to 2013 China’s foreign direct investment has risen from 2 percent to 55 percent and 

contributed about one six financial loans ((Dittgen & Demissie, 2017). 

 
Furthermore, it is evident that China aspires to strengthen its economic outreach around the globe 

with its effort to integrate global market by new Silk Road Fund initiative. From Africa’s perspective, 

it helps in targeting the economies along Africa’s east coast. This shows the change from its focus on 

securing natural resources to towards opportunities for a manufacturing hub in the African region.
2
 

 
The Ethiopian Prime Minister Hilemariam Dessalegn during a state visit to China in May 2017, 

applauded that the Belt and Road Initiative is a “farsighted initiative with global implications, which 

will promote connectivity and cooperation in trade and investment. Ethiopia will actively join in the 

 
 
 
 
 
 
 

 

1 Chinese investment in Africa: Beijing’s testing ground. June,  2017 avilable at   
 

https://www.ft.com/content/0f534aa4-4549-11e7-8519-9f94ee97d996   
 

2 Can Africa trust China?  September, 2017. Available online at https://www.newsday.co.zw/2017/09/china/   
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construction of the Belt and Road”.
3
 

 
China has had a long history of involvement with Ethiopia, especially since the rise of the current 

EPRDF government in the latter country. It is still premature to conclude whether Chinese 

engagement has definitively contributed to overall economic progress in Ethiopia, as the conclusions 

of extensive fieldwork in the country remain mixed and are dependent upon the sector examined 

(Thakur, 2009; Adem, 2012). For a number of reasons, Ethiopia is at the center of Chines influence in 

Africa through bilateral trade, aid and investment. This study is therefore to survey the trends and 

implication of the increased trade relation between Ethiopia and China. 

 
The main objective of this brief review of the bilateral relations between Ethiopia and China is, 

though the complex and multidimensional nature of their relations, the focus is the bilateral trade 

and its implications on Ethiopia’s Economy. 
 
2.  ETHIOPIA-CHINA RELATIONS 
 
The establishment of diplomatic ties between China and Ethiopia forty years ago opened a new 

chapter in the history of bilateral relations. Since 1991 when the EPRDF took power and especially 

entering the new century, the all-round cooperative partnership between the two countries has been 

developing rapidly and smoothly.
4
 Ethiopia considers china as its key development partner. In pursuit 

of leapfrog to its vision of being a middle income country by 2025, the country embarked its 

ambitious first five year growth and transformation plan in 2010 and currently, it has been 

implementing the second growth and transformation plan. Thus, Ethiopia aims to increase 

investments in infrastructure and transform the country into a manufacturing hub. Hence, China 

could play a pivotal role to contribute enormously to the success of Ethiopia’s aspiration.
5
 

 
Ethiopia has been trading with various countries across the world, however, its major trading partners, 

both as destinations of its exports and origins of its imports remain concentrated on Europe for many 

years. However, the trend seems to take another direction since recently. The major 

 
 

1.  
3
  Ethiopia-China relations key in Sino-Africa cooperation – Xi. Available on line at 

 
http://www.africanews.com/2017/05/16/ethiopia-china-relations-key-in-sino-africa-c 

 
ooperation-xi// 

 
4 See Building mutually beneficial China-Ethiopia relations, china embassy. Aavailable online at 
http://et.chinaembassy.org/eng/zagx/t773341.htm3 

  

5 Chines Investment in Ethiopia. http://www.borgenmagazine.com/chinese-infrastructure-investment-in-ethiopia/ 
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trading partners of Ethiopia, which were, in order of importance, Saudi Arabia, Germany, Italy, 

Djibouti, Japan, USA, UK, China in 1997/98 have changed in recent years. In 2006/07, for instance, 

the ranks of Ethiopia’s major trading partner countries have taken a striking different shape, China 

came from the bottom to the top (EEA, 2009). It has become the first trade partner for Ethiopia in 

the year 2006 and hence Ethiopia called China its most reliable trading partner.
6
 Thus, Ethiopia 

considers China as an alternative trade partner to the West. 
 
(Geda, 2008) studied and attempted to give the scope of Chinese engagement in Ethiopia and he has 

indicated strengthening Ethio-Chinese relation in the recent years, particularly in the areas of road 

construction, supply of manufacture goods, telecommunication and installation of big electric power 

stations by Chinese companies (Geda, 2008). However, Thakur (2009), quoted on EEA (2009) has 

conducted a study titled: Chinese Engagement in Ethiopia, and comes up with the following 

conclusions. Overarching judgments as to whether China’s engagement is a blessing or a curse for 

 
Ethiopia are still unclear. This is because, with regard to the bilateral trade, it shows unbalanced. For 

instance, last year (2008), the two-way trade volume was about 1.46 billion USD; while Ethiopia's 

export to China constituted only about 200 million USD. One of the major challenges facing in the 

relationship of both countries is the trade balance, which is unfavourable to Ethiopia, and other 

setbacks (EEA, 2009). Gedeon (2007) noted major challenges, including, one the balance of trade is 

highly skewed in favour of China. Moreover, China is coming as a donor and Ethiopia as a recipient 

much as it has been to the west. The tilted trade balance in China’s favour making it difficult for 

 
Ethiopia to bargain a genuine partnership. He also added that the bilateral relation is imbalanced and 

dumping of low price export out weighing the infant industries in the country. 
 
3.  DRIVERS OF THE RISING SINO ETHIOPIA-RELATIONS 
 
Chines investment, aid and trade in Africa are driven by the search for raw materials. It has been 

argued that China’s engagement indicates that it imports natural resources from and exports cheap 

manufactured products to Africa. Critics opiened that the prevailing bilateral relations clearly 

resembles to what existed during the colonial regime (Taylor, 2009). However, according to 

Chakrabarty (2016), the Ethiopia-China relation has distinctive feature and is a clear departure from 

 
6
  Chines Investment in Ethiopia. http://www.borgenmagazine.com/chinese-infrastructure-investment-in-ethiopia/ 
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the prevailing claims that Chines interest is primarily driven by hunger for resources (Chakrabarty, 

2016). 

 
The Chines enticement towards Ethiopia is a result of the latter’s strategic position and its market 

potential. Addis Ababa, being the defacto political capital of Africa hosts the head quarter of the 

African Union and numerous international institution like the United Nations Economic Commission 

for Africa, serves as the gateway to the continent and Ethiopia being one of the fastest growing 

economy in Africa and the second most populous country (100 million people), is considered as the 

potential market destination should the country maintains the momentum and the sustenance of the 

current economic growth (Cabestan,2012; Adem,2012; Dittgen & Demissie, 2017). According to Geda 

and Gebremeskel (2009), Addis Ababa is being the diplomatic hub of Africa; China invests and 

channels its aids and resources to Ethiopia that could serve as a showcase for other African countries’ 

leaders to see what the Chinese did in Ethiopia when they come for one of their official work to Addis 

Ababa. To mention some, big road projects, pass overs, ring roads; which adored Addis Ababa; and 

airports, storage facility of the Ethiopian Airline, as well as the ultra-modern headquarter building of 

the African Union are projects constructed by big Chines companies with a significant grant from the 

government of China (Geda and Gebremeskel, 2009). Furthermore, As Ethiopia plays a pivotal role in 

African Union as well as IGAD, China contemplates to work with these institutions as a regional 

platform to spread head its influence. Thus, China strengthens its relation with Ethiopia as its 

leverage to advance its interest. 

 
Adem (2012), argued that the relationship between China and any of African countries could be 

labelled as one of "infrastructure for natural resources," whereas the Sino-Ethiopian relationship can 

be portrayed as "infrastructure for diplomatic support”. This indicates that the prime motive of 

 
Chines engagement with Ethiopia through trade, aid and investment is Ethiopia’s attractiveness in 

terms of its strategic importance in the African continent, while larger population is a prospect of 

huge market potential for China’s manufactured products. On the other hand, Ethiopia looks China as 

its model of development as the latter succeeded by industrializing its economy where it able to 

build a strong industrial base and achieved the status of the second largest economy in the world 

within a shorter time span. Ethiopia is keen to learn from this Chinese experience of Industrialization 

and massively committed itself to emulate and follow Chines development path which was embarked 

three decades back. Thus, the very reason that China interested and motivated as much by 
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diplomatic, strategic, and even ideological considerations as economic ones (Cabestan, 2012). 
 
4.  TRADE RELATIONS BETWEEN ETHIOPIA AND CHINA 
 
Ethiopia has trade relations with numerous countries around the world, though for a long year 

Europe was both its main trade destinations for its export and origins of its imports. However, this 

trend seems to change and taking another pattern. For instance, in 1997 Ethiopia’s major trade 

partners were, in order of importance, Saudi Arabia, Germany, Italy, Djibouti, Japan, USA, UK, China. 

But in 2006, China has come from the bottom to being a major trading partner for Ethiopia (EEA, 

2009). Thus, it has become the first trading partner for Ethiopia in the year 2006 and hence Ethiopia 

called China it’s most reliable trading partner and considers China as an alternative trade partner to 

the West.
7
 

 
The empirical analysis also suggests that trade between the two countries has increased in quantity 

of exported and imported items. Time series data from 2004 to 2016 with the harmonized system at 

2 digit level of dis-aggregation has been used and both export and import have shown an increasing 

trend. 
 

Figure 1: Total Import, Export and Trade Balance 
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The above figure shows that the total export of Ethiopia is increasing from 2004 to 2016. In 2004 the 
 

 
7
  Ibid 
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total export was $50million and was increasing at a lower rate and nearly $100 million in 2008. 

However, in 2009 it has shown dramatic change and reached $250 million and thereby reached 

$275million in 2011. It has continued to rise and reached $347.6 million in 2015. 

 
The trend of import is also similar to the exports and shows sharp increase. The only difference is the 

volume and the rate of import is higher compared to the export. As we look at the same figure, in 

2004 the import volume was around $250 million. Until 2010, the volume shows increasing steadily 

and reaches $2 billion. However, in 2011 it shows declining to $1.6 billion. This may be the impact of 

global economic downturn on Ethiopia’s economy. But after, 2011, it has shown a sharp rise and 

reached $7.1 billion. From the above analysis, the balance of trade favors to china and we can 

conclude that Ethiopia is facing a huge deficit of more than $5 Billion from the trade between the 

two countries. 
 

Figure 2: Composition of Import and Export of Ethiopia to and from China in 2015 
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The composition of import and export indicates that Ethiopia exports agricultural and raw materials 

while it imports manufactured products. According to data from National bank of Ethiopia, In 

2007/08, the main export products were coffee, Oilseeds, pulses, leather and leather products. 

Through the years, among the major export items only leather and leather products are non- primary 

producing components, while oilseeds and pulses are winning a bigger share from the total export. 

However, in 2015 the structure of Ethiopia’s export remains the same and barely significant change 

occurred. It continued to export agricultural primary products. 

 
Regarding the flow of investment, from 2000 to 2014, Ethiopia is the second largest recipient of 

overall loans from China, scooping a total of $12.338 billion, which trails the first ranked Angola with 
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an investment of $21.206 billion and ahead of Sudan and Kenya with a cumulative sum of $5.586 and 

$5.199 billion respectively. 
8
 While looking at the flow of foreign direct investment, with the same 

period, China has invested $3.744 billion in Ethiopia. Though this looks a small fraction compared 

with resource rich countries like Sudan $9.317 billion and the Democratic Republic of Congo $6.285 

billion, or other economies like South Africa $29.783 billion and Nigeria $11.915 billion, Ethiopia is 

still one of the largest destinations of China’s foreign direct investment in Africa.
9
 Most of the chines 

aid and investment focuses on the construction of large scale projects in Ethiopia, including the 

industrial parke (Hawassa, Arerti, Modjo Industrial Parks and others), the express toll way, the first 

operative wind power plant, the Addis Ababa Light Track Railway, the Ethiopia–Djibouti railway line 

and the tekeze dam to mention few from many. 
 
Figure 3: Foreign Direct Investment and Financial Loan from China to Africa 
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8 Chinese investment in Africa: Beijing’s testing ground. June, 2017 avilable at     

 

https://www.ft.com/content/0f534aa4-4549-11e7-8519-9f94ee97d996     
 

9 Chinese investment in Africa’: SAIS-CARI,. ‘Data:  

 
 

http://www.sais-cari.org/data-chinese-and-american-fdi-to-africa,     
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Source: SAIS-CARI and fDi Markets 
 
The above empirical analysis shows that within the time period of ten years between 2003 to 2013, 

the bilateral trade increased by more than thirteen times and China’s influence has grown fast and it 

turned out to be not only the biggest source of foreign direct investment to Ethiopia but also the 

largest trading partner (Dittgen & Demissie, 2017). 
 
5.  IMPLICATIONS FOR ETHIOPIA 
 
The rise of China as a global economic power has impacted every corner of the world’s economy. 
 
Ethiopia is no exception. Particularly, since the transition of political power in Ethiopia, the bilateral 

relation gained momentum and transformed to the highest level with the ruling party frequently 

praising Chines development model as an alternative to neoliberal capitalism (Workneh, 2014). Thus, 

the impact of the recent burgeoning bilateral relations between the two countries divided opinion 

among researchers, policy makers and academia. 

 
According to Desta (2009), except the negative externalities triggered by Chines investment in 

Ethiopia, in the short term, it is plausible to conclude that Ethiopia has substantially benefited from 

the Chinese cooperative investments. However, in the long run, the sustainability of this bilateral 

relation is unclear and depends on whether the country continues its striking progress to uplift its 

citizens from the grip of poverty and hold on their positive perceptions this increased relations 

(Adem, 2012). 

 
Gebreegziabher (2007) studied the impact of China’s shoe export to Ethiopia on small and medium 

enterprises. His finding concluded that local firms are significantly impacted and face stiff competition 

in the domestic market. With better quality and affordable prices than the local products, few firms 

went into bankruptcy and few others resorted to the informal sector. However, those who have 

adaptation strategy, able to mitigate the impact by improving design and quality, lowering prices and 

profit margins or mixing different policies. As cited by Anchirez and Ragbour (2010), Kaplinsky and 

Morris (2008) reported that the emergence of China and India as a larger exporter of manufactured 

goods in the world economy in general and in Africa in particular, impacted negatively the growth of 

the export industry in SSA. They argued that without concrete policy remedies, Sub-Saharan Africa’s 

textile and clothing industries will be excluded from the world markets and will face serious threats 

on the domestic market (Anchirez and Ragbour (2010). 
 
From the above analysis, it is undeniable that growing trade with China has in part a positive impact 
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on the Ethiopian economy. Most agrarian societies and poor families benefit from the consumption 

of low cost Chines manufactured goods and the increasing export of Ethiopia to China helps the 

country to fuel its economic growth. Nevertheless, this condition seems undermining the growing 

trade relations and thereby economic growth. This argument is based on the following grounds: 

 
First, even if the significant growth of import and export between the two countries, the trade 

balance tilts towards China and leaving Ethiopia in a huge deficit. A large proportion of the exported 

items of Ethiopia towards China are mostly of agricultural products while it imports manufactured 

products in return this in turn restricts the growth of industrial sectors. The major export earner, 

oilseeds and pulses are the growing export potential for Ethiopia. This implies that export prospect is 

still on agricultural products, which are vulnerable to global price and environmental fluctuations and 

affecting in export earnings. Ethiopia is also less integrated in the global value chains and has low 

industrial base, whereas, China’s economy is more sophisticated and has most efficient industrial 

base. Thus, the difference between the two economies cannot be compared and boasts massive 

capacity differentials which led to the trade balance favoring the latter and remains unsustained 

trade partnerships particularly in Ethiopia (Venkataraman & Gofie, 2015). And either trade relations 

or other investment ventures should acknowledge these differentials if both need to build 

sustainable and genuine partnerships. 

 
Second, low cost and manufactured goods flooding the country and this in turn outweighing the less 

competitive and growing industries that are the major employment opportunities. This can be 

evidenced with a study conducted by Gebreegziabher, (2007). He reported that in Ethiopia, although 

the arrival of low priced Chines shoe imports poses fierce competition for the local shoe factory, it 

has led to an upgrading of processes and design by many domestic firms, it simultaneously had a 

negative impact on employment and domestic output. The finding of the study on 96 micro, small 

and medium domestic producers indicated that as a consequence of Chinese competition, 28 Percent 

were forced into bankruptcy, and 32 Percent downsized activity. The average size of micro 

enterprises fell from 7 to 4.8 employees, and of SMEs, from 41 to 17 (Gebreegziabher, 2007). This 

implies it is adversely affecting the promising and growing infant industries. Adem (2012) argued that 

though deep investigation is needed to understand the scope and the level of impact of the growing 

presence of China in Ethiopia, it is plausible to conclude that the result so far is mixed, and said that 
 
“structural dependency and vulnerability of Ethiopian economy have not changed much as a result of 
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China's arrival”. 
 
Furthermore, Ethiopia’s growth and transformation plan embedded that leather, textile and apparel 

sectors are the priority sectors of the manufacturing industry. This is due to the strong linkage 

available in these sectors with the agricultural sector as their input materials are sourced from the 

livestock and cotton. They have also larger export potential and low entry barriers.
10

 However, like 

any other developing countries, Ethiopia is also facing strong competition on third markets in these 

sectors. For instance Mauritius textile industries struggled with the third markets in the US and EU 

because of the competition from China, even though Mauritius is one of the beneficiaries of 

preferential trade under AGOA framework (Ancharaz and Ragoobur, 2010). The study of Isaac (2017) 

revealed that the Chines textile products impacted negatively the Ghanaian textile industry. 
 
6.  CONCLUSION AND RECOMMENDATION 
 
Chines engagement on trade relation with Africa in general and Ethiopia in particular dated back to 

many years back. Recently, as Chinese economy growing to be one of the world’s leading economy 

and the powerhouse of development, its interests for raw materials and resources are increasing. 

Hence, to meet their resource needs, they are promoting their ties on both economic and political 

aspects to the highest level. Many studies have revealed that the increasing volume of trade between 

Sub Saharan African countries and China is affecting their economy both positively and negatively. 

Hence, according to the Africa Research Institute, African countries should cooperate vigorously to 

optimize the benefits from the relationship with China and other trading partners so as to improve 

their economic diversification and competitiveness. 

 
The result of the study revealed that the trading between the Ethiopia and China is increasing 

dramatically during the last decade and both of the two countries are benefited. However, the trade 

balance is in favor of China and shows a huge deficit to Ethiopia. The exporting commodity of 

Ethiopia is primary agricultural products and the import is mostly low cost consumption goods as well 

as machineries. However, the continued dependence on agriculture and primary goods slow down its 

industrialization prospects. Based on the analysis of the study the following recommendations are 

 

 

2.  
10

    Chinese Infrastructure Investment in Ethiopia. April, 2017, avilabl at 
 

 http://www.borgenmagazine.com/chinese-infrastructure-investment-in-ethiopia/ 
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made. 
 
 Focus should be given for export diversification and Value addition for primary goods which 

helps to narrow the trade deficit and to reap its comparative advantage. 




 One of the pillars of poverty reduction strategy of the country is strengthening micro and small 
scale enterprises and scaling up to the medium size industries thereby creating employment. 





Therefore, import competing protection measures should be adopted through bilateral 

negotiation. And the regulatory and institutional framework should be strengthened. 




 Future negotiations should be pragmatically designed and should consider the sustainability of 
their relations that could benefit both parties. 





 Strengthening the effort to attract foreign direct investment that can enhance the export sector, 
which could help reduce the trade deficit. 
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