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Abstract. A key macroeconomic objective for any economy is price stability and eco-
nomic growth, although unpredictable growth can have a detrimental effect on a coun-
try's economic performance. By examining trends and the causal relationships between

macroeconomic indicators — GDP per capita growth, FDI inflows, exports, imports, infla-
tion, and unemployment — this study addresses Ethiopia’s economic growth challeng-
es. The study hypothesizes that through addressing all factors contributing to Ethiopia’s

economic growth, itis likely to reverse the country's declining trend in economic growth.
The study utilized descriptive and the ARDL approach to analyze economic growth dy-
namics from 2000 to 2022, focusing on trend analysis and causal linkage among macro-
economic variables. The findings demonstrate that Ethiopia’s economy underwent vari-
ous growth phases, with an average GDP per capita growth rate of 6.40 % and real GDP
growth of 8.70 %. While exports and FDI inflows have both short- and long-term benefits,
unemployment has a detrimental influence on the growth of the country’s GDP per cap-
ita. Despite their substantial short-term positive effects, imports have had a long-term

detrimental effect on the GDP per capita growth. It has been shown that inflation has

a significant short-term negative effect on the nation’s growth. There are multiple ways

to assess the effectiveness of the approach, including promoting FDI inflows, encour-
aging predictable inflation, maintaining the current account balance, and creating more

job opportunities. In light of this, the study established the importance of palicies in at-
tracting foreign investment, job creation, and preserving moderate inflation in the country.

Key words: Ethiopia; growth trend; economic growth; macroeconomic factors; develop-
ment dynamics; ARDL approach.
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1. Introduction

Growth continues to be a major factor in determining a nation’s socioeco-
nomic standing and influences the dynamics of its economic activities. To better
comprehend economic growth, recent research, beginning with Simon Kuznets’
work, highlights the significance of using GDP as a quantitative term. Economic
development is the improvement of the economic and social conditions of peo-
ple through expansion of macroeconomic indicators. Growth involves an outward
shift in the production frontier, enabling the production of more goods without re-
ducing the output of other goods [1].

Hence, it is reasonable to argue that economic activity is a deliberate ac-
tion that has to be measured using a common growth phenomenon meter. GDP,
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commonly expressed in terms of real GDP growth rate or GDP per capita, is high-
lighted in modern theories as a crucial indicator for assessing how well an econ-
omy is performing in terms of its total size and productivity over a certain period,
usually a year or quarter [2]. Positive economic growth is observed when annual
average rates of macroeconomic indicators, especially GDP, surpass average pop-
ulation growth rates. However, unpredictable economic growth can significantly
impact the performance of the economy by causing certain shocks [3].

The Issue of economic growth becomes a top priority for countries like
Ethiopia since it is challenging for such economies to improve their economic
potential to serve their expanding population. For instance, Ethiopia’s real GDP
decreased from 13.58 % in 2004 to 5.32 % in 2022. However, it is still higher than
East Africa’s average'. Despite its potential and expanding economy, the country
has experienced severe economic crises since the 1970s as a result of internal and
external challenges. The challenges include geopolitical tensions, global econom-
ic recession, commodity and oil prices, trade policy issues, exchange rate issues,
internal conflicts, political instability, macroeconomic imbalances, institutional
inefficiency, and climate change factors. The country is among the most indebt-
ed nations in the region. Furthermore, the nation’s inflation rate, which peaked at
44.4 % in 2008, 33 % in 2011, and around 34 % in 2022, has grown to be a sig-
nificant macroeconomic issue. Other issues facing the country include low HDI
scores, high unemployment, and inadequate infrastructure development?.

Although there have been some studies on the dynamics of economic
growth, the findings about the precise determinants driving Ethiopia’s economic
growth have been conflicting and inconclusive, leaving a research gap unfilled.
Additionally, the variables influencing the Ethiopian economy have not been thor-
oughly researched. Thus, by examining the trends and causal relationships among
macroeconomic indicators, the current study seeks to fill in the knowledge gaps
regarding Ethiopian economic growth dynamics.

The following research questions were formulated during the study:

RQ1I: What are the key characteristics of the Ethiopian economy between the
period 2000 and 2022?

RQ2: Which macroeconomic variables have a major impact on Ethiopia’s
economy?

RQ3: What courses of action are recommended to help the nation carry out
an effective macroeconomic strategy?

In general, answering these questions is crucial for establishing a strategy for
economic advancement and reversing the country’s existing downward econom-
ic trends.

The purpose of this study is to examine trends and macroeconomic factors that
influenced Ethiopia’s economic growth from the sample period 2000 to 2022. In

! IMF: https://www.imf.org/external/pubs/ft/ar/2022/ (date of access: 14.02.2025).
2 AFDD: https://oe.cd/AFDD-2022 (date of access: 14.02.2025).

ISSN 2712-7435 Journal of Applied Economic Research, 2025, Vol. 24, No. 4,1188-1218  jgif:ie]


https://www.imf.org/external/pubs/ft/ar/2022/
https://oe.cd/AFDD-2022

. Hailu Sodana Teka, Elena V. Korchagina

this case, describing Ethiopia’s economic growth trends, investigating short- and
long-term drivers of economic growth, and coming up with possible policy rec-
ommendations for the effective macroeconomic policy implementation are some
of the crucial tasks that need to be accomplished.

The study posits that a thorough examination of the fundamental macroeco-
nomic variables affecting economic growth may result in conditions that can re-
verse the current deteriorating economic trends and possibly enable Ethiopia to
see stronger economic growth. Throughout the study, the following hypothesis
was explicitly addressed:

H]I: With a dynamic economy, issues originating in neighboring regions even-
tually spread to other areas. It is therefore expected that more FDI inflows stim-
ulate economic growth in Ethiopia through knowledge and technology transfer,
higher capital formation, and the creation of new job opportunities.

H?2: By trading goods, countries may expand their markets and acquire goods
and services from across the world that would not be available domestically.
Exporting goods is therefore expected to increase economic growth in Ethiopia
and allow the country to benefit from its comparative advantages.

H3: The country’s current accounting imbalance is expected to worsen as a re-
sult of increased imports of finished goods and services.

H4: Price stability is a crucial macroeconomic indicator since higher infla-
tion typically correlates with greater financial crises and slower national growth.
Therefore, it is anticipated that rising inflation will have a detrimental effect on
Ethiopia’s economic expansion.

H5: 1t’s critical that all nations maintain a greater level of employment since
workers are the economy’s biggest resource. Consequently, it is hypothesized that
rising unemployment retards economic growth in Ethiopia.

The remainder of the article is divided into five sections: A summary of the
study’s theoretical and empirical literature review is provided in the second sec-
tion, while the information basis, data description, and econometric approach are
explained in the third section. Section 4 presents the results. The discussion com-
ponents are presented in Section 5, while Section 6 provides the conclusion.

2. Theoretical Review

2.1. Theoretical Literature

Both economic theory and practices are unable to pinpoint the precise caus-
es of countries’ fast development, even though economic growth is commonly
used as a macroeconomic management tool. It is more challenging to identify the
specific factor that has the highest impact on a country’s growth since economic
growth is a more complicated process. Furthermore, the influence of various fac-
tors on a nation’s growth varies over time, regions, and countries [1]. Classical,
neoclassical, and modern growth theorists propose a number of factors that de-
termine a nation’s growth. Throughout the 20™ century, the primary forces behind
a nation’s growth were labor productivity, energy, and land [3].
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Hence, global development was profoundly influenced by the Green
Revolution and agricultural mechanization, which resulted in the mass manufac-
ture of interchangeable components. Automation, the development of transporta-
tion infrastructures, and power sources all increased production during the Second
Industrial Revolution. However, mass production led to overproduction and the
Great Depression of the 1930s. Due to the rising demand for products, including
automobiles, phones, radios, electricity, and home appliances, economic recov-
ery returned after the Great Depression [4].

Prominent economists like Solow have regarded productivity factors as well
as physical and human capital development as significant macroeconomic drivers.
According to Solow [5], physical capital accumulation drives short-term growth,
while technical innovation propels long-term growth. Human capital, which in-
cludes literacy, the number of books produced per person, and formal education,
also reflects a country’s development. Keynesians place emphasis on how a na-
tion’s growth is affected by investment, savings, macroeconomic stability, geog-
raphy, and population increase. The product cycle model suggests that trade be-
tween nations boosts economic growth [6].

As to the theory put forward by Fisher [7], macroeconomic factors such as
population growth, inflation, exchange rate stability, and international trade have
an impact on a nation’s growth. He emphasizes the importance of macroeconom-
ic stability, arguing that policy uncertainty hinders market mechanisms’ ability to
respond to market forces. For instance, the economy may suffer significantly if
the rising inflation, government spending, interest rates, exchange rates, and pop-
ulation growth are not regulated. Keynesians illustrate the inflation-growth rela-
tionship using the aggregate demand and aggregate supply curves. The AS AD
model indicates a positive correlation between moderate inflation and econom-
ic growth, suggesting that robust economic activity, including investment, con-
sumption, and government spending, can lead to inflation [8].

Additionally, the Phillips Curve theory suggests that inflation may contribute
to economic growth by lowering unemployment. In contrast, it is widely accept-
ed that higher inflation would be bad for the economy. Gordon’s cost-push theory
suggests that inflation is primarily caused by the rising production costs, leading
to higher product prices [9]. In fact, a number of contemporary scholars consid-
er that moderate inflation is preferable to two-digit rates since double-digit rates
are more likely to hinder economic growth. Higher inflation could lead consum-
ers with fixed incomes or wages to leave the market [2]. It can have a detrimen-
tal impact on investor confidence and saving incentives [10].

The influence of population expansion on a nation’s growth is a topic of con-
troversy among theorists. Malthus [11] demonstrated that population expansion
negatively affects people’s standard of life. He predicts the population to grow ge-
ometrically, doubling every 30 to 40 years, but food supply to expand arithmeti-
cally. He suggests population control to keep population growth and food sup-
ply in balance.
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Similarly, Solow [5] contends that population growth has a detrimental ef-
fect on a nation’s growth because capital stock does not increase in tandem with
population increase. In contrast, Romer suggests that population growth influ-
ences productivity and human capital development through promoting the rise of
scientists and innovators. Moreover, endogenous growth models suggest popula-
tion growth as a key factor in economic expansion, highlighting its impact on la-
bor productivity.

Numerous FDI theories emphasize the role that FDI plays in the economic
development of developing countries, with FDI boosting domestic economies.
According to Ricardo’s theory of comparative advantage, the main source of
FDI in developing countries is natural resource endowments. Heckscher-Ohlin
extended Ricardo’s theory, proposing that countries should export items that
optimize their abundant and less expensive production components and import
goods that maximize their limited resources [12]. According to Solow [5], FDI
strengthens industrial efficiency, facilitates technology transfer, develops hu-
man capital, and provides foreign exchange. FDI boosts exports, as many FDI-
produced items are sold globally, aiding investors to produce export-oriented
products. FDI stimulates growth in emerging economies by breaking local mo-
nopolies, establishing competitive markets, and generating government reve-
nue. Conversely, scholars argue that FDI can have a detrimental effect on de-
veloping economies, as excessive FDI inflow hurts developing economies by
increasing the risk of Dutch disease through increasing child labor, reducing
export competitiveness, overvaluing REER, and distorting the current account
balance in Uganda [13].

There is a lack of agreement about the relationship between unemployment
and economic growth, as evidenced by a variety of viewpoints. Keynesians argue
that a lack of aggregate demand, particularly during recessions, hinders the cre-
ation of employment. Okun maintains that GDP gaps are correlated with higher
unemployment levels; however, the case of technologically advanced industries
could make the claim irrelevant. Theories like the pool of savings effect, creative
destruction effect, and capitalization effect are used to explain how unemploy-
ment and a nation’s growth are related. If the cost of implementing new technolo-
gy is lower than the cost of generating jobs, the capitalization effect theory holds
that stronger economic growth is associated with lower unemployment. Moreover,
the pool of saving effect theory emphasizes that increased unemployment slows
growth by reducing savings and capital accumulation [14].

However, the creative destruction effect theory proposes that the introduction
of new technologies into the production system may result in economic destruc-
tion, workforce replacement, and unemployment. Accordingly, introducing more
digital machines, which replace the existing work positions, might result in job
losses, particularly in developing countries [15].

For low-income countries, financial borrowing from international lenders
such as the World Bank and IMF is essential because of their cheap rates and
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flexible payback terms- According to the twin deficit theory, prudent borrowings
can help close two gaps: the difference in foreign exchange rates between indus-
trialized and developing countries and the lack of domestic savings for invest-
ment requirements [16].

Sloboda & Sissoko [17] suggest that because a sizable amount of revenue is
used to pay off debt, excessive debt makes the situation difficult to invest in wel-
fare positions, infrastructures, and education.

2.2. Empirical Literature

Numerous empirical studies have explored economic growth factors using
various methods, but a research gap remains unresolved. The study by Oladipo et
al. [18] used the ARDL approach to analyze macroeconomic variables affecting
Nigeria’s growth, confirming a strong positive relationship between FDI inflows
and economic growth. The ARDL model shows a positive impact of FDI inflows
on the North American Countries’ growth [19], while the GMM approach vali-
dates the negative association between FDI inflows and GDP per capita growth
in East African countries [20].

A study by Thaddeus et al. [21] used the ARDL model to examine how mac-
roeconomic factors affect Cameroon’s economic growth and discovered a signif-
icant negative effect of FDI inflows on economic growth. Similarly, a study in
Somalia found a negative correlation between FDI inflows and economic growth,
exposing the country to foreign firm exploitation, resource misuse, and work-
force misuse [22].

The study by Madurapperuma [2] utilized the VECM approach to examine
the influence of inflation on Sri Lanka’s economic growth, revealing a signifi-
cant negative long run and short run correlation. Likewise, Ahmad [23] found that
higher inflation exacerbates financial crises in Pakistan. Conversely, Mukit [24]
examined Bangladesh’s GDP using the VAR model. The results show that infla-
tion and economic growth are positively associated. Moreover, Ezako [25] in-
vestigated the relationship between inflation and economic growth in Burundi.
The results verified that inflation and economic growth are positively correlat-
ed. Additionally, there exists a strong positive correlation between inflation and
growth in EU Countries [26].

Countries promote their markets by obtaining goods and services through
producing domestically and trading internationally [27]. However, there is disa-
greement on the effect of exports and imports. Using the pooled OLS model, re-
search by Saleh [28] examined the macroeconomic variables affecting economic
growth in the Middle East and North Africa and found that exports support re-
gional expansion. However, research by Aden & Shire [22] found that exports
hurt Somalia’s economy. In reality, importing intermediate products and capital
may increase the productivity of manufacturing sectors [29].

According to research by Ezako [25], imports have the potential to promote
the growth of East African nations. Using a dynamic panel method, a study by

ISSN 2712-7435 Journal of Applied Economic Research, 2025, Vol. 24, No. 4,1188-1218  kfsk]



. Hailu Sodana Teka, Elena V. Korchagina

Hadush et al. [20] investigated the possible factors driving economic growth in
East African countries and found a negative association between regional growth
and the final product’s import. A study by Denano et al. [30] found a negative cor-
relation between Ethiopia’s imports and economic growth, indicating a causal re-
lationship between the two factors. The study by Tenzin [31] utilized the ARDL
technique to examine the correlation between Bhutan’s economic growth and un-
employment, revealing a strong negative correlation.

In contrast, a study by Mose [32] in Kenya suggests a positive link between un-
employment and the country’s economic growth. Similarly, a study by Oluwafemi
& Laseinde [33] on the macroeconomic and social elements affecting economic
growth in South Asian nations found a substantial positive relationship between
economic growth and unemployment.

Hence, the contradictory results motivate the current study to fill up the knowl-
edge gaps in the Ethiopian economy through investigating the growth trends and
causal relationships between various macroeconomic indicator variables and the
country’s economic growth.

3. Materials and Methods

3.1. Data source

The study employs a dynamic data framework to analyze Ethiopia’s econ-
omy’s growth trends and factors from 2000 to 2022. The study uses GDP per
capita growth at year ¢ as an outcome variable to measure improvements in
people’s average living standards. Moreover, the model’s independent varia-
bles were chosen.

First, the study hypothesized that increased foreign direct investment (FDI)
boosts the economy’s investment and job creation and improves living standards
by influencing the neighboring effect.

Second, the study incorporated exports at year ¢ as an explanatory varia-
ble, expressing them as a percentage of merchandise exports’ value in the total
GDP [34]. The inflation rate at year ¢, expressed as the consumer price index, is
a crucial macroeconomic measure, as higher inflation affects consumer spending,
weakens investor confidence, and reduces saving incentives [2]. The model con-
siders the share of imports at year ¢, which represents a country’s GDP derived
from imported goods, and hypothesizes that increased imports of finished goods
would worsen the country’s current account deficit [30]. Unemployment at year ¢,
as a percentage of the employed population, was also included as an explanatory
variable, as higher unemployment is linked to GDP gaps [14].

The model variables were sourced from the Africa Development Bank' and
World Development Indicators databases?, and missing values were replaced us-
ing median imputation to lessen outlier sensitivity.

! Retrieved from ADB: https://oe.cd/AFDD-2022 (date of access: 14.03.2025).
2 Retrieved from WDI: https://data.worldbank.org/indicator (date of access: 14.03.2025).
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3.2. Model Specification

The use of the dynamic model approach was taken into account. The study
used the ARDL technique to examine the short- and long-term relationships be-
tween variables. The ARDL approach was selected because of its ability to cap-
ture the short- and long-term correlations, its ability to adjust for any endogeneity
in the regressors, and its flexibility in situations when variables are not integrat-
ed of the same order. Reliable results may be obtained using the model even with
a small sample set [35]. The econometric model was used in the investigation in
accordance with formula:

GDPCG = f (INF, FDI, EXPO, MPO, UNEMP). (1)

In addition, taking into account the effect of external factors, the standard
ARDL model is summed up in the following equation:

GDPCG, =B, +B,INF, + B,FDI, + B,EXPO, +,IMPO, + BUNEMP, +1,. (2)

Where 1, is the error term and B)s represent the estimated parameters in time ¢,
which measures the sensitivity of variables to the economic growth; GDPCG, is
the GDP per capita growth; /NF, is the annual inflation rate, measured by a con-
sumer price index; FDI, is the foreign direct investment inflows; EXPO, is the per-
centage share of exports; IMPO, is the proportion of total GDP that comes from
imports; UNEMPt is the country’s unemployment rate.

Moreover, the error correction representation of the ARDL model specifica-
tion for the above equation (2) is given by:

K K K
AGDPCG, =a, +Y_BAGDPCG, , + > B,AINF,_ +> B,AFDI,_, +

i=1 i=1 i=1

K K K
+Y B,AEXPO,  + Y BAIMPO, , + ) BAUNEMP_, +8GDPCG,  + (3)

i=1 i=1 i=1

+8,INF_, +8,FDI,_, +8,EXPO,_, +8IMPO, , +5 . UNEMP._, +1,.

Where A denotes the first difference operator, 9, is the drift component, and W, is
the usual white noise residual. The variables GDPCG , INF,, FDI, EXPO , IMPO,
and UNEMP  are as defined earlier.

4. Results

4.1. Pre-estimation Tests

4.1.1. Unit root tests

We began our analysis by testing the stationarity conditions of the variables.
Stationarity tests usually check whether there is any kind of trend in the data set
or not. A data set is said to be stationary if its mean value plus variance and co-
variance are equal to zero. In order to avoid inaccuracies in the model outputs, it
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is crucial that stationarity among the model variables be established before any
dynamic analysis.

We apply for the Augmented Dickey-Fuller (ADF) unit root test and/or the
Phillips-Perron test. The series is stationary at I(0) if it is stationary without any
differences. The series is integrated of order I(1) if it is integrated immediately
after taking the first difference. It is stationary at order I(2) if the series becomes
stationary after the second differentiation [36]. To detect the stationary condition,
we suppose the following relationship to exist (4):

Y =pY  +u,. 4)

Where L, is a white noise error term and p ranges from—1 to 1. When the value
of p equals 1, the process is a unit root cause, and the equation transforms into
a non-stationary stochastic process known as a random walk model without drift-
ing. We next regress Y, on its one period lagged value, Y, , to see if p is equal
to 1 or not. Y, is non-stationary if p is statistically equal to 1. We perform the fol-
lowing to check stationarity in the above relationship:

Y=Y, =pY_ =Y +u,. (%)

t

This can also be rewritten as:
, (6)

Where the first difference operator is represented by A and 6 = ( p— 1); we can as-
sess the null hypothesis of & =0 and estimate the equation above. We have a unit
root, indicating non-stationary time-series data, if d=0 and p =1. The idea of
the ADF test is to check if 8 =0 and to apply the same critical values by follow-
ing the same asymptotic distribution as the ADF statistics.

The standard ADF test equation takes the form of equation (7):

AY, =B, +B,t +8Y_, + DoAY+, (7)

i=1

Where U, represents a pure white noise error term, and AY,, =(YH —Y,fz);
AY, , = (Y,,2 -Y ), and so on.

Hence, we rely on the test results of the ADF unit root test. The approach was
chosen because it consistently maintains a mean value over time. When applying
for the ADF test, the selected 5 % significance level is taken into account. If the
absolute value of the test statistic is greater than the chosen 5 % critical, we re-
ject the null hypothesis. The results of stationary properties of the variables are
presented in Table 1.
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Table 1. ADF unit root test result

Unit Root Test Results (ADF)
Variables
t-statistic 5 % critical P>t Decision
GDPCG —4.91 -3.60 0.00 I(1)
FDI —2.92 -1.74 0.00 I(1)
EXPO -3.67 —-1.74 0.00 I(1)
IMPO —2.92 -1.74 0.00 1(1)
INF —2.85 -1.73 0.00 1(0)
UNEMP -3.10 —-1.74 0.00 1(1)

Source: compiled by the authors.

Based on test results, /NF is found to be stationary at level, while other varia-
bles such as GDPCG, FDI, EXPO, IMPO, and UNEMP are stationary after their
first difference.

4.1.2. Lag length selection criterion

Since greater lags may result in residuals resembling white noise processes,
the choice of appropriate lag length becomes a crucial step. When determining
the appropriate level of lag lengths, the ARDL model employs (p+1) k regres-
sions, where p is the maximum number of lags and k is the number of variables.
The ARDL model is typically created using lag length selection criteria such as
FPE, AIC, SIC, HQ, and LR.

In order to establish the optimum lag length, this particular study utilized the
AIC technique, as it permits a greater probability of obtaining a large number of
lags. The model will be better if the value of the AIC is lower [35]. We compute
the following system statistics for every lag to apply the AIC criterion:

AIC = 1og|z|+2—g. (8)
n

Where the cause of the variance-covariance matrix of the system’s residuals
is represented by log |Z| the number of observations is signified by n, and the to-
tal number of parameters evaluated in all equations is represented by the symbol g.

The optimum lag length for the model is presented in Table 2. As can be seen,
three lags showed an appropriate number of lags obtained, and the optimal mod-
el is represented by the ARDL (1, 1, 2, 2, 1, 3).

4.1.3. Co-integration Test

The co-integration test is a crucial step in determining the long-term connec-
tions between model variables. There are several approaches to detect long-term re-
lationships. The ARDL bounds test, and the Johansen co-integration test are the two
alternative approaches that we can use to check the long-term co-integration among
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Table 2. Optimum lag length selection criteria

Lag LL LR Df P FPE AIC SC HQ
0 -8.79 0.16 1.03 1.04 1.08
1 -1.13 15.32 18 0.00 0.08 0.33 0.37 0.47
2 —-0.57 2.14 18 0.00 0.09 0.39 0.42 0.59
3 0.61 0.72* 18 0.00 0.06* 0.33* 0.35* 0.43*
4 1.47 2.33 18 0.00 0.09 0.37 0.41 0.62

Source: compiled by the authors.

variables. When the model variables have a mixed nature of integration of either
I(0) or I(1), the bounds co-integration test is employed, while if all of the mod-
el variables have the same order of integration of either I(0) or I(1), the Johansen
co-integration test is employed. Given the mixed nature of the integration of or-
der I(0) and I(1), the Bounds co-integration test technique was employed in this
study. Greater flexibility is the advantage of the ARDL-bound approach over the
other techniques.

The approach gives two critical values: the lower bound and the upper bound
values. We compare the calculated F-statistic value with the critical upper bound
value. In the event that the computed F-statistic value exceeds the selected upper
bound of 5 % crucial, we accept the [ H1: B, # 0] that suggests some co-integration
among variables. However, the result is inconclusive if the calculated F-statistic
value falls between the upper bound and lower bound values [35].

Table 3 displays the co-integration test results. Since the F-statistic value is
more than the chosen upper bound 5 % critical value, we deduce that there is
a long-term co-integration among the model variables. As a result, we can utilize
the ECM approach to find the long-term coefficients.

Table 3. The results of the ARDL Bounds Test

Pesaran/Shin/Smith (2001) ARDL bounds test
F-statistic = 19.502, t-statistic =—7.824

Pesaran et al. [35] Narayan [36]
Significance level 1(0) I(1) 1(0) I(1)
10 % 2.26 3.35 —2.57 —3.86
5% 2.62 379 —2.86 -4.19
2.5% 2.96 4.18 —3.13 —4.46
1% 3.41 4.68 -3.43 —4.79

Source: compiled by the authors.
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4.2. Descriptive Statistical Analysis

The study starts with a descriptive statistical analysis, and Table 4 shows the
mean, median, maximum, minimum, and standard deviation values. The stand-
ard deviation figures highlight the extent to which the data diverge from the true
mean value.

Accordingly, the country’s growth, represented by GDP per capita, ranged from
a minimum of 2.67 % to a maximum of 10.36 % with an average growth rate of
6.40 %. In terms of the real GDP growth, it ranged from 1.52 % to 13.57 % with
an average rate of 8.70 %. The FDI inflows ranged from 0.41 % to 5.74 % with
an average share of 2.94 %. The percentage share of exports ranged from 7.61 %
to 17.44 %, with an average share of 12.11 %. Imports ranged from 16.65 % to
52.39 %, with an average share of 32.73 %.

Table 4. Summary statistics

Variables GDPCG RGDP FDI EXPO IMPO INF UNEMP
Mean 6.39 8.70 2.94 12.11 32.73 14.95 273
Median 6.62 9.43 275 12.56 30.22 10.68 2.50
Minimum 2.67 1.51 0.41 7.61 16.65 3.23 2.24
Maximum 10.35 13.57 5.74 17.44 52.39 44.35 3.93
Std. deviation 2.16 3.12 1.61 3.41 11.42 10.80 0.53

Source: compiled by the authors.

The inflation, measured by a consumer price index, ranged from 3.23 % to
44.35 %, with an average rate of 14.95 %. Lastly, a nation’s average unemployment
rate was 2.73 %, with a range of 2.24 % to 3.93 %. In summary, Ethiopia’s econo-
my increased by 6.40 % (GDPCG) and 8.70 % (RGDP) on average. EXPO, IMPO,
INF, UNEMP, and FDI growth averaged 2.94 %, 12.11 %, 32.73 %, 14.95 %, and
2.73 %, respectively.

Looking at the growth patterns, Ethiopia’s economy went through various
growth phases, including the expansionary and recessionary trends. Figure 1 il-
lustrates the growth trends of the economy over the study periods.

First, from 2000 to 2004, the economy experienced a significant expansion,
with GDP per capita increasing to 10.36 % and RGDP to 13.57 %. The primary
drivers of this economic growth may be linked to declines in /NF and increases
in macroeconomic indicators such as FDI, EXPO, and IMPQO. FDI inflows rose
from 1.65 % in 2000 to 5.39 % in 2004. Between 2000 and 2004, the percentage
share of exports increased from 12.19 % to 17.23 %. In the same way, imports
rose from 24.20 % in 2000 to 50 % in 2004. Figure 2 shows that the rate of infla-
tion dropped from 13.67 % to 3.33 %.

Next, the economy then saw a recessionary growth pattern from 2004 to
2009, as seen by the GDPCG falling from 10.36 % in 2004 to 5.79 % in 2009
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Figure 1. The growth trends of the Ethiopian economy over the study period

Source: compiled by the authors based on WDI data.

and the RGDP dropping from 13.57 % in 2004 to 8.80 % in 2009. Both the rise
in INF and the fall in FDI and EXPO may be the cause of this economic down-
turn. FDI inflows decreased from 2.38 % in 2004 to 0.77 % in 2009. Likewise,
EXPO's share dropped from 17.23 % in 2004 to 15.17 % in 2009. Inflation rose
from 3.33 % in 2004 to 44.36 % in 2008.

The nation’s economy grew rapidly in 2010, as seen by the GDPCG ris-
ing from 5.79 % in 2009 to 9.42 % in 2010 and the RGDP rising from 8.80 %
in 2009 to 12.55 % in 2010. Improvements in FDI, EXPO, and IMPO may be
linked to this economic boom. FDI inflows rose from 0.77 % in 2009 to 1.07 %
in 2010. EXPO s percentage increased from 15.17 percent in 2009 to 16.68 per-
cent in 2010. Furthermore, IMPO s percentage share rose from 40.34 % in 2009
to 47.54 % in 2010.

The economy continued to have severe recessionary growth tendencies from
2010 to 2022. The decrease in EXPO and increase in /NF may be the cause of this
economic downturn. In this case, EXPO s percentage share dropped from 16.68 %
in 2010 to 8.12 % in 2022. The INF also demonstrated a consistent upward trend,
ranging from 8.15 % in 2010 to 33.89 % in 2022.

4.3. Empirical Findings and Interpretations

4.3.1. Estimated Short-run Coefficients

It is well recognized that the short-term deviations from long-term equilibri-
um can result from shocks. The dynamic adjustment to its long-term equilibrium
is shown by each short-term coefficient. The rate at which the dynamic model’s
disturbance can be corrected to return to its equilibrium might be evaluated us-
ing the error correction term (ECT). The ECT that is highly significant and neg-
ative indicates a stable long-term relationship. The short-run ARDL model esti-
mate results are shown in Table 5.
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Figure 2. Growth trends of Ethiopia’s economy in relation to FDI, EXPO, IMPO, INF, and UNEMP

Source: compiled by the authors based on WDI data.

ISSN 2712-7435

Journal of Applied Economic Research, 2025, Vol. 24, No. 4, 1188-1218

1201



. Hailu Sodana Teka, Elena V. Korchagina

The result shows that the computed ECT coefficient expected has an expect-
ed negative sign and is statistically significant. Accordingly, the system has been
rapidly correcting its previous period disequilibrium at an annual rate of 59 % to
achieve the long-run equilibrium steady-state position. The short-run ARDL mod-
el results show a positive correlation of economic growth with DI, EXPO, and
IMPO. The economy showed a 0.64 % rise in GDPCG as a result of a 1 % in-
crease in the current /DI inflows and a 0.71 % rise due to a 1 % increase in the
first lag period FDI inflows. The result is theoretically supported by Solow, who
suggests FDI to greatly aid in boosting a nation’s growth through creating jobs,
technology transfer, human capital development, and foreign exchange provi-
sion [5]. Empirically, Ali et al. [38] established a similar conclusion that FDI sig-
nificantly contributes to the revenue in Southern African Development Community
(SADC) member countries.

The results further reveal a strong positive association between short-term eco-
nomic growth and EXPO, with a 1 % increase in the percentage share of EXPO
resulting in a 0.33 % rise in the GDP per capita. Theoretically, Heckscher-Ohlin’s
theory supports the result, maintaining a view that countries can improve their
current account balance by acquiring commodities internationally. As explained
by Rahman [12] exporting goods that maximize the plentiful and affordable man-
ufacturing components is a good idea for nations. Empirically, Iballi et al. [27]
supports this finding, suggesting countries should open their economy to pro-
mote their markets by trading globally. The result is comparable with the empir-
ical studies by Saleh [28].

Similarly, the positive coefficient of /MPO indicates that a 1 % increase in the
share of IMPO leads to a 0.15 % economic expansion in the short term. A like-
ly explanation for this result could be attributed to the fact that importing pro-
ductive assets improves productivity over time. The Heckscher-Ohlin theory al-
so holds that since imports are cost-effective, countries should concentrate on
importing products that maximize their limited resources. Empirically, Jawaid &
Waheed [29] concludes that the import of capital goods boosts the manufacturing
sector’s productivity. In a similar vein, a study conducted by Ezako [25] suggests
a positive link between growth and imports.

Additionally, the short-term model results show a statistically significant neg-
ative correlation between economic growth and inflation and unemployment, with
a 1 % increase in the inflation rate causing the short-term growth to reduce by
1.34 %. The result is consistent with the study by Madurapperuma [2], which con-
tends that inflation, has a considerable detrimental impact on a nation’s growth
leading the poor to cut their current consumption. Similarly, a study by Becha et
al. [10] suggests a detrimental impact of higher inflation on households by reduc-
ing their purchasing power and weakening investment confidence.

The short-term growth was reduced by 3.30 % due to a 1 % rise in the current
period unemployment and by 1.82 % due to a 1 % rise in the first lagged period
unemployment. In support of this, the result corroborated by Gordon & Clark [14]
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Table 5. Estimated coefficients for short-run relationships

Variables Coeff. Std. error t-statistic Prob > /t/
INF INF -1.34 0.46 -2.92 0.03
AINF(-1) —-0.02 0.02 -0.99 0.39
FDI FDI 0.64 0.16 4.05 0.01
AFDI(-1) 0.71 0.17 4.28 0.00
AFDI(-2) -0.22 0.15 -1.47 0.21
EXPO EXPO 0.33 0.08 4.08 0.01
AEXPO(-1) 0.19 0.09 2.02 0.11
AEXPO(-2) 0.21 0.13 1.54 0.19
IMPO IMPO 0.15 0.04 3.40 0.02
AIMPO(-1) 0.03 0.03 1.13 0.32
UNEMP UNEMP -3.30 L.15 —2.87 0.04
AUNEMP(-1) -1.82 0.73 —2.48 0.05
AUNEMP(-2) 1.48 0.63 2.32 0.08
AUNEMP(3) 0.55 0.64 0.87 0.44
ECT(-1) -0.59 0.33 —4.71 0.00

Source: compiled by the authors.

contends that GDP gaps are attributed to the higher unemployment rates. The pool
of saving effect theory also highlights that higher unemployment reduces a na-
tion’s savings. Empirically, the conclusions by Oluwafemi & Laseinde [33] and
Saleh [28] support the result.

4.3.2. Estimated Long-run Coefficients

Table 7 is a tabulation of the long-term model results. Accordingly, the per-
centage share of exports and the coefficients of /DI inflows were positive, but un-
employment and the share of imports were negative. The GDP per capita growth
increases by 0.56 % for every 1 % rise in FDI inflows. Theoretically, Solow [5]
supports the outcome by arguing that FDI facilitates the transfer of advanced tech-
nologies and management practices. The theory further highlights that DI con-
tributes to the creation of employment, which in turn increases the nation’s income.
Empirically, a conclusion by Ali et al. [38] is comparable to this result, arguing
that FDI inflow improves the revenue generation potential in developing countries.

Similarly, the long-term model results reported a significant positive correla-
tion between the GDP per capita growth and exports, with a 0.37 % increase of
GDP per capita for every 1 % rise in the percentage share of exports. Theoretically,
the result is supported by Heckscher-Ohlin’s theory, which suggests countries
obtain commodities that are locally unavailable through trading internationally.
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Table 6. Estimated coefficients for long-run relationships

Variables Coeff. Std. error t-statistic Prob. > |t|
INF 0.01 0.02 0.50 0.67
FDI 0.56 0.09 6.22 0.00
EXPO 0.37 0.05 7.40 0.00
IMPO —-0.14 0.04 -3.50 0.02
UNEMP -1.55 0.32 -4.84 0.00
C 2.61 1.46 1.78 0.15

Note: Despite its positive long-term correlation with GDP per capita growth, inflation is statistically
insignificant in Ethiopia

Source: compiled by the authors.

Empirically, a conclusion by Iballi et al. [27] supports the finding, suggesting
countries open their economy to interact internationally.

Moreover, the model reveals a negative long-term influence of unemployment
and imports on the country’s growth, with a 1.55 % GDP per capita growth re-
duction due to a 1 % increase in the unemployment level. The result is confirmed
by the pool of savings effect theory, which reinforces the belief that higher unem-
ployment reduces the nation’s ability to save [9]. Empirically, the result is com-
parable with the conclusion by Tenzin [31] in Bhutan, which suggests a strong in-
verse relationship between a nation’s growth and unemployment.

Moreover, Saleh [28] established a substantial negative correlation between in-
creased unemployment and a country’s growth in the Middle East Africa. Similarly,
a 1 % increase in the share of imports results in a 0.14 % reduction in the long-
term GDP per capita growth, validating a significant negative long-term associa-
tion between imports and the country’s growth. In theory, the outcome is similar
to the Heckscher-Ohlin hypothesis, which argues that a country’s trade balance
may be distorted by excessive imports of final items. The conclusion of Hadush et
al. [20] is empirically supported by the findings. Moreover, study in Bangladesh
by Mukit [24] supported the finding that imports hurt long-term growth.

4.4. Diagnostic Tests
To make sure that the model appropriately reflects the data set, we have to
test the model’s validity, robustness, and applicability.

4.4.1. Autocorrelation Test

The ARDL model requires no serial correlation, which can be confirmed us-
ing the Breusch-Godfrey LM test or Durbin-Watson statistics, with the null hy-
pothesis accepted if the probability value is greater than 0.05. The test results of
serial correlation are tabulated in Table 7. Finally, since the d-statistic of 1.97 is
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nearly equal to 2 and the Breusch-Godfrey LM test probability value of 0.99 is
higher than the selected 0.05, we accept the null hypothesis that serial correla-
tion does not exist.

Table 7. Serial correlation test results

Assumption Test methods Test results
Autocorrelation Breusch-Godfrey LM test Prob > chi2 = 0.99
Durbin-Watson d-statistic d=1.97

Source: compileSource: compiled by the authors.

4.4.2. Heteroscedasticity Test

The heteroscedasticity test checks if the variances of the disturbances and the
mean values remain constant over time or not. We apply the Breusch-Pagan/Cook-
Weisberg test. As a general rule, we accept the null hypothesis if the probability
value is greater than the chosen 0.05. Table 8 presents the test results of hetero-
scedasticity, concluding that the variance is homoscedastic.

Table 8. Heteroscedasticity Test

Assumption Test method Test result

Heteroscedasticity | Breusch-Pagan/Cook-Weisberg test Prob. chi2 = 0.425

Source: compiled by the authors.

4.4.3. Multicollinearity Test

The Issue of multicollinearity becomes a big deal if there is a strong correlation
among explanatory variables, usually 0.80 or greater. To inspect the nature of the re-
lationship between variables, we implemented the correlation matrix and mean VIF.
The high mean VIF value, usually > 5, suggests a strong multicollinearity Issue in the
model [37]. As a remedy, we omit a variable that is strongly correlated but needs at-
tention to not drop a theoretically sound variable. Table 9 presents the VIF test results,
while Table 10 reports the results of the correlation matrix. As can be seen, given the
lower mean VIF value and no variable with a high correlation coefficient, we accept
the null hypothesis and confirm that the model is free from multicollinearity issues.

Table 9. Variance Inflation Factor

Variable VIF 1/VIF
GDP per capita growth L1 12.01 0.083
Imports 9.15 0.109
Exports 5.53 0.181
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End of table S
Variable VIF 1/VIF
Imports D1 4.18 0.239
Unemployment 391 0.255
FDI inflows 3.79 0.264
Export D1 2.96 0.337
FDI D1 2.69 0.371
Inflation 2.60 0.385
Unemployment 1.92 0.522
Mean VIF 4.87
Source: compiled by the authors.
Table 10. Correlation matrix results
Variables
GDPCG 1.00
INF —-0.22 1.00
FDI 0.12 —0.47 1.00
EXPO 0.65 —-0.18 -0.19 1.00
IMPO 0.83 -0.15 -0.17 0.45 1.00
UNEMP -0.73 0.09 0.14 -0.39 —-0.56 1.00

Source: compiled by the authors.

4.4.4. Normality Test

Understanding the underlying distribution of data is essential in statistical
analysis. The normal distribution is commonly used with most of the data grouped
around the mean. The mean and median of a normal distribution are thought to be
almost equal. To assess the normality assumption, a variety of statistical tests, in-
cluding the Jarque-Bera test, the Shapiro-Francia test, and the Skewness/Kurtosis
test, can be employed. The Jarque-Bera test compares the data’s skewness and kur-
tosis to what would be predicted from a normal distribution. Kurtosis measures
how peaked the distribution is, whereas skewness measures how asymmetrical
the series’ distribution is around the mean [37]. We accept the null hypothesis if
the computed probability value exceeds the chosen 5 % significance level. Table
11 and Table 12 present the test results of skewness/kurtosis. As evidenced by the
sign of coefficients, the FDI, INF, IMPO, and UNEMP are likely to be leptokur-
tic (positively skewed), indicating the mean values are peaked relative to the nor-
mal, while the GDPCG and EXPO are platykurtic (negatively skewed), implying

the distribution produces more outliers (Table 11).
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Table 11. Skewness/Kurtosis test results

Variables GDPCG RGDP FDI EXPO IMPO INF UNEMP
Skewness -0.25 -0.74 0.17 —-0.03 0.38 1.25 1.01
Kurtosis 2.16 3.04 1.99 1.58 1.94 3.76 2.89

Source: compiled by the authors.

The residuals of all the individual variables are found to be normally distrib-
uted because their computed probability values are greater than 0.05. Likewise,
looking at the joint probability chi-squared value of 0.34, we also conclude that
the residuals are normally distributed (Table 12).

Table 12. Skewness/Kurtosis tests for normality

Variables Obs. Pr (Skewness) | Pr (Kurtosis) Jomt
adj chi2(2) Prob > chi2
GDPCG 23 0.55 0.39 1.17 0.55
FDI 23 0.68 0.21 1.94 0.38
EXPO 23 0.94 0.01 6.87 0.06
IMPO 23 0.37 0.15 3.14 0.21
INF 23 0.01 0.17 7.50 0.09
UNEMP 23 0.03 0.66 491 0.11
Residuals 23 0.16 0.94 2.13 0.34

Source: compiled by the authors.

4.4.5. Model Adequacy Test

A model to be reliable must be well specified and accurate with appropri-
ate lag lengths. To test a model for its reliability, we use a Ramsey RESET test.
As a general rule, we accept the null hypothesis if the computed probability val-
ue is greater than 0.05. The test results of the Ramsey RESET test are tabulat-
ed in Table 13. The probability value of 0.24 confirms the model is accurate-
ly specified.

Table 13. Model specification test results

Assumptions Test method Test result Decision

Model adequacy Ramsey RESET test Prob.chi2 = 0.24 | free of specification issue

Source: compiled by the authors.
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4.4.6. Model Stability Test

To ascertain if the long-term coefficients are stable to external shocks, we ap-
plied the CUSUMSQ approach. We accept the null hypothesis if the plot line of
residuals’ distribution lies within the chosen 5 % critical boundaries.

Figure 3 presents the CUSUMSAQ test results. The test graph provides clear
evidence that the estimated ARDL parameters are structurally stable and reliable
because the estimated plot line lies within the critical boundaries.

CUSUM squared

CUSUM Squared

\ \
2004 2022

Year

Figure 3. Plot of cumulative sum of squares (CUSUMSAQ) stability test
Source: compiled by the authors based on WDI data.

5. Discussion

Analyzing economic growth trends, investigating growth factors, and devel-
oping successful macroeconomic policies are crucial for achieving rapid and sus-
tained economic growth and price stability in Ethiopia. The study utilized a de-
scriptive approach and the ARDL approach to analyze economic growth dynamics,
focusing on GDP per capita growth, DI inflows, exports, imports, inflation, and
unemployment. To check the stationary conditions, we employed the ADF unit
root test; to find the optimal lag length, we used the AIC approach; and to eval-
uate the short- and long-term co-integration among variables, we applied the
ARDL bounds co-integration test. Post-estimation diagnostic techniques such as
the Breusch-Godfrey LM, Breusch-Pagan/Cook-Weisberg, VIF test, Skewness/
Kurtosis, Ramsey RESET, and CUSUMQ square approach were used to evalu-
ate the model’s validity and reliability.
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The results confirmed that the model was free of serial correlation, heterosce-
dasticity, multicollinearity, normality, and model specification issues. After vali-
dating the model assumptions, we specifically addressed the following research
questions: how to characterize the Ethiopian economy’s key features, what fac-
tors influence the country’s growth, and what policy measures need to be consid-
ered for effective policy recommendations that assist the country in attaining an
efficient economic position in the long term. In general, we made the following
conclusions using the calculations that were obtained.

According to Table 4’s descriptive analysis, the average real GDP has grown
by 8.70 %, while the average GDP per capita increased by 6.40 percent annual-
ly. The growth trends during the periods analyzed are displayed in Figure 1. As
can be seen, the economy had a range of growth phases, including expansion-
ary growth periods and recessionary trends. Between 2000 and 2004, the econ-
omy expanded dramatically, with RGDP reaching 13.57 % and GDP per capita
hitting 10.36 %. The main drivers of this growth were reduced /NF and high-
er FDI, EXPO, and IMPO. Then, between 2004 and 2009, the RGDP decreased
from 13.57 % to 8.80 %, and the GDP per capita growth decreased from 10.36 %
to 5.79 %, demonstrating recessionary growth trends.

This economic slowdown may have been exacerbated by the rise in INF and
the fall in FDI and EXPO. Improvements in FDI, EXPO, and IMPO were major
factors in the country’s economy’s notable growth in 2010, which saw GDP per
capita increase from 5.79 % to 9.42 % and real GDP rise from 8.80 % to 12.75 %.
The GDP per capita growth rate declined from 9.4 % to 2.67 %, and the RGDP
from 12.55 % to 5.31 % during the severe recessionary growth that occurred in
the economy between 2010 and 2022. The decrease in EXPO and the increase in
INF was attributed to this economic downturn.

The basic study question, “Which macroeconomic factors significantly con-
tribute to the Ethiopian economy?” is addressed by the ARDL model analysis. The
empirical results of the investigation show substantial support for the suggested
research hypotheses. In this regard, we utilized the error correction term (ECT)
to assess the rate at which the disturbance in the dynamic model may be correct-
ed to return to equilibrium. Table 5 shows that in order to reach the long-run equi-
librium steady-state position, the system has been rapidly correcting its prior pe-
riod disequilibrium at an annual rate of 59 %.

The first hypothesis (H1), which maintains that increased FDI inflows boost
Ethiopia’s economic growth by promoting knowledge transfer, boosting capi-
tal formation, and generating new job possibilities, is supported by empirical ev-
idence. In this regard, the results of the ARDL model analysis show that larger
FDI inflows are consistently associated with stronger economic growth over both
the short and long terms, suggesting that DI inflows have a significant positive
influence on Ethiopia’s economic growth. For instance, the country’s GDP per
capita rises by 0.64 % in the short term and by 0.56 % in the long term for every
1 % increase in FDI inflows.

ISSN 2712-7435 Journal of Applied Economic Research, 2025, Vol. 24, No. 4, 1188-1218 @



. Hailu Sodana Teka, Elena V. Korchagina

Likewise, the evidence for the second hypothesis (H2) shows that Ethiopia
can use its comparative advantages since in this particular study the country’s
economic growth and increased exports are positively correlated. The model’s
results confirm that increased exports positively correlated with both short- and
long-term economic growth, with a 1 % increase in exports resulting in a 0.33 %
short-term and a 0.37 % long-term increase in GDP per capita.

According to the evidence supporting the third hypothesis (/43), Ethiopia’s cur-
rent account imbalance is made worse by rising finished product imports, which
are inversely correlated with economic growth in the nation. In this instance, the
long-run ARDL model supports this theory, estimating that a 1 % increase in fi-
nal goods imports would result in a 0.14 % decline in GDP per capita. But in the
short-run, the results show that increased imports are positively correlated with
the nation’s economic growth, contradicting the stated hypothesis. In this instance,
for every 1 % increase in the percentage share of imports, the GDP per capita of
the nation rises by 0.15 %. The fact that importing productive assets progressive-
ly boosts production could account for the outcome [15].

The fourth hypothesis (/4), which contends that growing inflation worsens
the nation’s financial crises and hurts the country’s economic performance, is al-
so supported by the findings. The short-term GDP per capita growth decline of
1.34 % that follows a 1 % increase in inflation supports the theoretical predic-
tion that rising inflation could lead to the poor cutting back on their consumption.

Lastly, the study confirms the fifth hypothesis (5), stating that higher unem-
ployment hinders a nation’s growth, with a 1 % increase causing a 3.30 % short-
term and 1.55 % long-term GDP per capita decline.

The conclusions have significant policy implications for Ethiopia’s economic
growth since they call for comprehensive fiscal reforms, economic stimulus strat-
egies, and employment creation programs. Efforts to improve the macroeconom-
ic factors that are identified to be substantially influencing the nation’s economic
growth therefore enable the establishment of a growth rate for per capita GDP that
is reasonably comfortable. The study suggests Ethiopia can achieve rapid econom-
ic growth and price stability through increased FDI inflows, a balanced current ac-
count, predictable inflation promotion, and expanded employment opportunities.

The following policy areas should be addressed in order to achieve the des-
ignated economic growth goals:

1. Encouraging export-led policies and lowering reliance on the imported final
goods through offering export subsidies and tax incentives to manufacturers
and businesses.

2. The implementation of policies designed to promote foreign investment while
generating employment opportunities.

3. The adoption of strict monetary policy instruments to maintain a single-digit
inflation rate.

4. Developing suitable economic policy reforms that foster the generation of new
employment opportunities by investing in industries with high labor absorption.
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Notwithstanding its contributions, the study has certain shortcomings. First,
the study’s scope is limited to one economy, which may limit the applicability
of its conclusions to other economies. In this setting, a cross-country or region-
al comparison may be useful in order to better understand how the proposed var-
iables influence economic growth in different economic contexts. Second, the
study’s focus on macroeconomic indicators may restrict its comprehensiveness
and generalizability, as it ignores key areas, including political, institutional, and
environmental aspects. Third, exogenous shocks, such as fluctuations in global
oil prices or other macroeconomic variables, such as the exchange rate, are also
not considered. As a result, the reliability of the findings may be undermined, as
these aspects may also have a significant impact on the country’s economic ad-
vancement. Fourth, the model also yielded contradictory results for a few varia-
bles, including imports and inflation.

The study’s shortcomings generally point to the need for further investigation
and impartial analysis of the dynamics of economic growth, particularly when ex-
tending the findings to other economies and employing varying methodologies.

6. Conclusion

We investigated the growth trends and factors affecting Ethiopia’s economy
over the period 2000-2022. The ARDL approach was employed to estimate the
short- and long-term coefticients. On the basis of growth trend analysis, the econ-
omy went through various growth phases, with an average growth rate of 6.40 %.

According to the ARDL model outcomes, FDI inflows and exports have
a consistent and substantial positive influence, while unemployment has a sub-
stantial negative influence on economic growth over the short and long-terms.
Moreover, the short-term economic growth is positively influenced by imports,
while it has a substantial detrimental long-term effect on growth. Inflation has
a significant negative short-term effect and a positive but insignificant effect on
long-term growth.

The study’s findings have significant policy implications for the country’s eco-
nomic growth. We provide specific policy recommendations that promote a bal-
anced current account, higher FDI inflows, moderate and predictable inflation,
and greater employment creation in the country.

First, the findings indicate that exports have a considerable positive influence
on the country’s growth over both the short and long-terms, whereas imports have
a short-term positive influence but a long-term negative effect. Hence, working to
maintain the current account balance requires the state to focus on the implemen-
tation of export-led policies while reducing the reliance on imported commodi-
ties. In this case, it is advised that the government should provide export subsi-
dies and tax incentives to domestic industries and manufacturers.

Second, FDI inflows have shown a positive influence in the short and long-
terms. Thus, the state should adopt policies that promote foreign investments to al-
low the transfer of knowledge and technologies and capital creation in the country.
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Third, the results showed a significant and detrimental short-term effect of in-
flation on the country’s growth. Hence, to keep the inflation rate at a single digit,
the central bank should adopt tight monetary policy instruments.

Fourth, unemployment has shown a significant detrimental influence on the
country’s growth over the short- and long-terms. Thus, it is advised that the state
should design policies that promote the creation of new jobs by promoting invest-
ments in high-labor absorption sectors like manufacturing, tourism, and agricul-
ture and expanding mega projects.

To sum up, our work is backed by well-known “neoclassical and Keynesian
growth theorists,” like Solow and Keynes, who contend that macroeconomic var-
iables and stability factors, like trade with other nations, inflation, FDI inflows,
exchange rate stability, and population growth, significantly influence a nation’s
economic growth. The study’s conclusions are also confirmed by several previ-
ous studies.
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TeHaeHUUKN 1 paKTOpbl 3KOHOMUYECKOrO POCTA
C MaKpPO3KOHOMMUYECKOWN TOYKMU 3pEHUS:
aHanu3 AUHaMUKK pa3suTusa Ipuonum

X. C. Texa ® 4, E. B. Kopuazuna

Canxm-Ilemep6ypackuii norumexnuyeckuu ynueepcumem Ilempa Benuxoeo,
2. Canxm-Ilemepoype, Poccus

>4 hailusodana@gmail. com

AHHOMayus. Knto4eBbIMM MaKPO3KOHOMUYECKMMU LiensaMn Ans Mobo 3KOHOMUKM SB-
NAKTCS LeHoBasd CTabubHOCTb M 3KOHOMUYECKMI POCT, XOTH HEMPeACKa3yeMblii POCT
MO>KEeT 0Ka3blBaTb NarybHoe BAMSHWE Ha 3KOHOMUYECKME MOKa3aTenn CTpaHbl. M3yyas
TEeHAEHLMM Y MPUYMHHO-CeACTBEHHDIE CBA3M MEXAY MaKPO3KOHOMUYECKMMM NOKa3aTe-
namMn — poctom BB Ha ayLuy Hacenerus, NPUTOKOM NPAMbIX MHOCTPaHHbBIX MHBECTULMN,
3KCMOPTOM, UMMOPTOM, MHDNALMEN 1 Be3paboTuLEel, 3TO UCCNe0BaHNE PaCCMaTPUBa-
eT NpobnemMbl 3KOHOMUYECKOro pocTa 3duonuun. B uccnegoBaHWm BblABUraeTCs rvnoTe-
33, 4TO NYTEM YCTPaHEHMS BCEX PaKTOPOB, CNOCOBCTBYHOLLMX S3KOHOMUYECKOMY POCTY
Sdwonum, BEPOSTHO, YaacTcs 06paTUTb BCMSITb TEHAEHLMI0 K CHUMEHWHD 3KOHOMUYECKOrO
pocTa CTpaHbl. B nccnepoBaHnm MCNonb30BanmMch onvcaTenbHbi  ARDL-nogxogbl ois
aHanM3a AUHaMMKKM 3KoOHOMMYecKoro pocTta ¢ 2000 no 2022 rog, C ynopom Ha aHanms
TEeHOEHUMA 1 NPUYMHHO-CNEACTBEHHbBIX CBA3EN Mexk4y MaKPO3KOHOMUYECKUMU Nepe-
MEHHbIMU. Pe3ynbTaTbl MOKa3blBakaT, 4TO 3KOHOMMKE 3hMOonMM NPOLLa pasnnyHble dhasbl
poCTa Co cpefHuM Temnom pocTa BBl Ha aywy Hacenerus 6,40 % v peanbHbIM POCTOM
BBI1 8,70 %. X0Ta 3KCMOPT 1 NMPUTOK NPAMbIX MHOCTPaHHbIX MHBECTMLMI (M) npuHocaT
KaK KpaTKOCPOYHbIe, TaK M ONrOCPOYHbIE BbIrogpl, 6e3paboTuua 0TpuLLaTENbHO BAMSET
Ha pocT BBl Ha ayLuy HaceneHuns. HeCMoTps Ha CYLLECTBEHHbIN KPaTKOCPOYHbIM MOMOXM-
TeNbHbIM 3DPEKT, UMMOPT OK33bIBAET LO/ITOCPOYHOE HEraTUBHOE BMINSIHWE Ha pocT BBIM
Ha AyLuy HaceneHws. Bbino NoKasaHo, YTO MHMAALMS OKa3bIBAET 3HAUNTENbHOE KPaTKO-
CPOYHOE HEraTUBHOE B/IMSAHNE H3 SKOHOMUYECKWUIA POCT CTPaHbl. CyLeCcTBYET HECKOSb-
KO Cnocob0B oLeHKN 3hdEKTUBHOCTM 3TOM0 MOAX0A3, BKMOYas CTUMYIMPOBaHME NpU-
TOKa MPAMbBIX MHOCTPaHHbBIX MHBECTHUMIA (M), nooLupeHme npeacKasyemMon MHGAsaLumm,
nopaepKaHve banaHca TeKYLLEero CHeTa M Co3A4aHue HoBbIx paboymx MecT. B cBeTe aT0-
rO UCCMef0BaHME BbISBMI0 BAXXHOCTb NOAUTUKM NPUBIEYEHNSA MHOCTPaHHbIX MHBECTU-
LMi, CO30aHNs paboumx MecT 1 NOAAEPIKEHNA YMEPEHHOT0 YPOBHS MHMNSLIMM B CTPEHE.

Knroyesbie cnosa: 3hronus; TEHAEHLMSA POCTa; SKOHOMUYECKMI POCT; MBKPO3KOHOMM-
yecKve QaKTopbl; AMHaMKKa pasBuTug; nogxod ARDL.
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