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I. (Qeneral Background:
Ethiopia's economy 1s predominantly agricultural where agriculture

plays a significant role in terms of contributions to GDP as well
as the proportion of the nopul-tion it maintains. Despite its mize,
however, its growth and dynamism is limited thereby affecting growth
and developments in all cther sectors including industry.
Manufacturing Industry occupies 2 modes: share of the GDP. In
terms of growth rate, however, it has been one of the most dynamic
gseotors of the economy, with real output growth averaging 3,08 p.a.
in TFYP from 1967/65 to 1973/74. 1In this way, the sector has made
contribution to the overall growth of the economy. Emplcyment in the
sector, on the other hand, has increased more slowly, at a rate of
3,6% per annum from 1966 /67 to 197¢/73, altnough tnere has been more
increase in employment in primary producing sectors stimulatad by
growing demand from manufacturing firms. A nurber of the industries

constructed especially in recent years, have been relying heavily

on imported raw materials and many of these reruire very high degree

of protection if they are to survive. Information on small-scale
manufacturing enterprises has been cuite incomplete, but indications
are that output has grown at a substantially lower rate. Very little
policy support has been given to such small-scale enterprises to date,

Ethiopia has had three Five Year Development Plans. Nevertheless
due to the nature of the ownership of the productive forces, lack of
political will to implement planned targets and a host of economic
and social conetraints associnted with these two problems the develop-
ments of the economy in general and industry in particular was limited
and elowed down,

It oould be stated boldly that whatever deveclopments and growth
rates achieved so far were largely gained despite the plan,

The last plan was the third Five Year Plan 1963-1974. The TFYP set
seven cualitative goals for the large scale nanufacturing seotors




(1)

(i)

(iii)

(iv)

(v)

The first was to encourage the processing of locally available

raw materizls. This objective his by nd large been attained, but
in the metals and chemicals ficlds reliance continued on imported
raw mrterials.

The second objcctive was to continue encouragement of import

substitution industries. This has been achieved . 34 most of the

country's t.oriff polisv hus been gomred to the supnort of this
objective.

The third objective concerns the provision of low-cost ecuipment,

supplies -.nd consumer goods to nessant agriculture. This aspect

of provieion of consumer goods h:.s been fulfilled to a esmall
evtent At hish orices* in so far as the low-cost ecuinment -nd
other supplies ire concerned the objective has not been met at
all. The envisnged fertilizer plant did not materialize and the
products of the met:l tools factory bcing costly and therefore
evpensive could no* be made zviilable to the neasant farmers.

The develonment of new urban growth certers (besides the old

industrial zones of Asmara, Addis Ababa ond Dire Dawa) where
employment could be provided to local people in manufacturing
and processing irdustries was zet as the fourth objective,

This objective was & complele failure due to loack of Government
policv which would assist the process of urbanirzation.

The fifth ruclit.itive objective specified that special ~ttention

is to be given to those industries which through forward and/%r
backwsrd linkages, stimulate the growth of other sectors. Cnases
of gignificant forward linkoges are rare and have not been
important in Ethiopia. In the case of backward linkages, the
growth of evisting food, tevtile and leather industries has had a
significant effect in stimulating the growth of agricultural

preduction to gerve as inputs for the monufacturing sector.




(vi) The sixth objective relates to the encouragement of the use of

(vii)

indigenous resources, particularly the ~bundant supplv of

unskilled workers, along with a dcerecasc in the usa of imperted
resources. No steps have been taken to provide particular
incentives for firms to use unskilled l..bour. In fact, the
tar tariff and evchange rate structures tend to work in the
opposite direction, mekin~ the usc of J.:bour more costly rela~
tive to machinery and ecuipment, This is one of the areas
where the Third Tive Year Plan and its nredeccssors has utteriy
failed in their objectives,

Lastly is the objective of diagnosing the cause of excese

oapacity in mwny of the country's plants and to take appropriate
measures tn improve the utilization of capacity. Some attempt
has been made along this line but the depth and coverage of tle
study has not been asdecuzte enough to arrive at some conclusive
recomnendations.

Bemides the above cualitotive objectives cuantitative targets
were set for Mumafacturing lndustry in the TFYP. A planncd target
of grose value of production of EJ700M at conetant prices wos
envisaged in 1974 (i.c. end of the Third plan period) and the
actunl calculated at curren. market prices was E%344M. Regarding
value added and achicvement of E%245M in curieit prices was
obtained out of 2 plan target of E?°30M at constant prices by 1974
which shows that the plan was not fulfilled to 2 large ertent,
The target growth rate for manufacturing (in the revised plan
1967 /63-1973/14) was 12.34 p.a. The actual showed and under-
fulfillment with - growth rate of 3.04 p.a. The causes of this
underfulfillment include inadecunte flow of investment both for

new and old industrial enterprises, and the absence of enter-

preneurs capable of introducing better methods of production
and marketing, thereby raising the productivity of the existing

capital stock, Wi*h regard to gross fived capital investment,




the projected figure over the plan period w~ns ?515M. and the
actucl reached & level of %230.1M., i.e. 45/ of the investment

target in constant prices of 1963.

In the field of employment, the s2id cector showed i rather

modest performance with the ictuzl employment of 60,000 .g ~gainst
the planned tarpet of 110,000, However, with employment growing
at just 3,64 p.a. end vilue added rising by 3,04 p.a. labour
productivity increascd. This surpsassed the plans' anticipation

of 1l.1p p.a. grorth in lubor productivity.

Pinally, it was planned that exnorts would reach %60M. by the
end of the plan periocd. Actu:.l manufactured erports showed

a value of ?20m in 1974 if we take into account 2 genersl increase

of evport prices by 774,

To conclude, we can say that «t the end of TFYP manufacturing

industry came to  complete mtandstill and there was even a

fall in production due to eraggeratcd import substitution policy,

under investment, too high protective import duties, which
resulted in high prices ¢f locally produced and sold goods, too
heavy a reliance on imported row materials, too little attention
was given to putting highly skilled Ethiopian in responsible
poste in foreign owned companies, e€tc., As 2 result of the
failure of successive five years plans many problems came to
expreasion in the form nf mass unemployment, maee poverty,
famine, high illiter.cy rate, shortage of skilled manpower

and menagerial etaff, very old machinery in many industries
with freruent break-down for which spare parts could not be found
because they were produced any longer, shortage of financial
resources, underdeveloped infrastructures, all contributing to

the culmination of the present revolution.



Although some ruzlitativc gozls werc put on paper only and were
not realizcd in previous sucvessive five years'! plans, there ic
no doubt that somec of thcem reflected long-term necds of the
country and should be ~chieved in the future plions like forward
and backv-rd linkages, the cffective use¢ of indigenous raw-
materials, utilization of evcese crpacities, etc. On the

other hand, 28 3 result of » fiaxsco of cconomic policy of the
previous regime aon?! s the conscoucnce of besic Acficiencies in
the prcvious zoverning system substantial institutional changes
hid to be mide in order to intcnsify investment, to step-up
growth ratcs, to mike a just distribution of national income, eto.
To support this, i% wos nccessary to t-ke measures in cconomic
and social policy, organizational ipproach, legislative matters
and in other sectors. So cime the nationalization of land and
houses, ley manufacturing induastrics, scveral important tronsport

companies and banke and insurance companies.

A sccond aspect of the Industry scctor is the areas of handiocrafis
andt the major goods in the TIYP for the handierift and cottage
Industrics include improvement of productivity through various
forms of tcchnieal nssistance, promotion of co-operative orga-

nizations and marketing facilities and ertcnsion of credit.

Overall assessment of the sub-secctor industries indicotes that the
growth rate war in evcess of thc planned. For recaliable
evaluation, however, information concerning investment, employ-
ment and output are very much lacking and the semec factors

have a2lso made planning of the sub-sector difficult. The
objectives of institutional ~nd organizational changes have becn

virtual foilures.



II1.

It should be understood thit rome of the objcctives and

the difficulties encountered in the industiry sector are

matters of going concern. They have been passed on to

the Third from thc firs® and second nlong, and still they may
be passed to the future nlan periods., Thercfore, let us

now turn to look into some gencral problems which had hampered
the growth of industry over the pasl years,i.e. meinly the
pre-revolution d-ys. We will clso gloss over some of the
current nroblems facing the eristing operation of industries

in Bthiopin,

Specific Problems of Industrialization

One of the major problems of incustrialization stems from the

lack of a meaningful devclroment plan bo*th at the overall and

gectoral levels, Until very reccntly the productive forces in

industry were owned by a few national capiiclists and foreign
invegtora and therefore, the decisions in the types and directions
of production and investment were not geared to generating dynamic
intemal grouth of industry a.nd/or creating cross sectoral linkages
but merely to "massing evorbitant profits. With indusiries ovmed
by private holders, there is not ony effective way of guiding

and controlling the :.ctor both for purposes of its development

as well as for creating imnacts on other sectors. Conserucntly,
investments concentrated in a few lucr-tive sub-sectors such as

good, beverages ~nd tevtiles,

There have not been definite objectives and policies with ‘reg‘fﬁ

to the role of inductry and its possible contributions to the

economy, say in terms of employment. Thus the allocation of

resources in industrv was induced by ratc of return tc the
investor ecven at the ervpense of employment. The main reason which
caused this situation was the eristing tar, tariff, and exchange
rote structures vhich made imports of machinery and ccuipment

cheaper relative to labour.




A related problem is thct partly due to the factors raised

above ‘tariff, c-changes rate, ctc.) and l.ck of clcar policy

- -

on thc interdependence of Agriculture ~nd Industry, many manu-
facturing industrics in Ethionia rcly hcavily en imported

raw materials ~ni intcrnediate goods for their operations.
Included also are spire paris ond similar other auriliary
gervices so that it hus not been possible to stimulate an
autonomous -nd sustainedd industrial devolopment unhampered by
strains arising from cogie ad sunply availability of the
~bove mentioned factor inputs. Agriculture is currently
developing in o Jdirection isolated from nceds of the industry
scctor and this lack of poliecy on intersectoral resource
tronafers has deprived the industry scctor from the benefits

of a chcap and continous supply of inputs, -

Another policy problem is the abscnce of o framcwork for

roject preporation and appraical and their implementetion
] 3%

in order to dctermine 1heir priorities in order to enjoy public
or private investment. MNcither is therc = policy for the choice
of tcchnology to be adapted in respeci of particular projects
and programmes in o given sectior. This situation hus cntailed
a problcm where smnll-scale industries werc neglected despite
their potentinl advantages in terms of emplovment creztion,
income Aistribuiion, less imported capitsl and technolozy

recuirenent, utilization of indigenous s'©ill ~nd resources, etc.
] ]

It has to be emphasirzed thot in order to develop the small
scale industry sector .s wcll <z ihe modern manufacturing
sector, appropricic technology hes Lo be developed and adopted
in production nrocesscs. Currently, however, the choice of

technology is not -ppropriate and is ot 2 low level (i.a,



compared to producers in similar industries in other countries).
The relevance of appropriite technology should be considered

not only from the stand point of efficiency and its effect

on unit couts but clso from the stand point of factor proportions

and factor endowments in the cconomy.

Of considernble importance i: the problem of skilled manpower,
This problem permeites = whole range of cctivities ranging

from project prenarction to their implementation, Menagerial
skill and financial anilysists are very much in short supply
end hence industries suffer from lnck of proper management

and financial ~llocitions. Feasibility studies, cengineering
designs, specifications as well os supervision ot constructions
and install.tion works are undertoken by foreign personnel.
This situation has given rise to inflating the capital costg

of induatrial projects besides the problem that projects
prepared ond installed by forcign personncl tend to use foreign
machinery =snd tcchnclogy which often bear little or no relevance
to the needs of the ecoromy. This perpetuctes dependence on
the develoned countries for purposes of indugtrialization with
the oomsecucnt effect of retarding the development of locally

generated and integrited industry.

No lcss importon’ than the ¢bove probleus is the cipacity

constraint facing the develonment of basic and impact creating

industries such as iron, stcel and strotcgic chemicals like

fertilizer, pciro-chemicals, etc. Economic -~nd technological

PP it

realities dictate that projects cannot operate below a certain
minimum capacity. The problem is this rezird is thit due to
the smallness of the size of the market for the products of
the above industries, it has not become vorthwhile to incur

the recuired amount of investments in the said types of industries.




This fict hie rendered it difficult to moke available
domestically cnginecring products, agricultural machinery,
electrical ecuipment 'nd other stratcgic innuts at reasonable

prices und in the desired cuantivy.

Shortage of domestic savines is yet onother fhctor that has to

be paid duc :ttention. Some industricl projects suffer from

lack of reaources for fin.ncing capital costs as well as
recurrent costs for erpericnced forcign nersonncl and consultanta
and other oper .ting costs, This hus often 1led to postponement of
project ¢rccutions ond imnlementition cel-vs., In fact, a

problem of . more grave mignitude ie Toreign crchange limitae-
tione. In thc pist, this he.d uriscn duc to cmphasis of the
industry sector on import substituting industries to the neglect
of those eatering for evport nromotion, Of coursec, the former
strategy hod contributcd towrirds relieving the balance of
payments througzh foreign erchinme saving:; however, the best
opportunities for import substitution hive been erhausted,

It means thot the necd to carn sufficient foreign cxchange by
erport to financc the imnor+*ation of strategic inputs, remains

to be achieved,

An issue relrted to the cbove points is the feeling in some
ruarters thot local sovings ond foreigv erchange are not
constraints to industrialization in Ethiopi~. This is too
naive 2 statement. h:t may be .i1 Zceepinble cuslification

is  the fact thol the ~bove rcsources -rc¢ not the stronsest
constr.ints. This is diffcrent from 2 condition of no
constraint. There re cases in Ethiopia where investible

funde heve bcen m-de avoilable ond yei nrojects do not appear
at ~1ll. This indicates thit the absorptive copacity to readily

absorb investments is at a low level., This has evidenced itself



through lack of avail bility of vell conceived projects,
lack of loenl budget even when foreirn inputs .re made
available, administr tive bottleneck ond implementation

problcms,

Howving outlined the above generel problang which has becn
besctting the irdustrv scctor for the p-st several years,

let us now turn to consider in r wvery bricf foshion some of

the current nd do-io-doy problems >f  the sector. Prominent

among thesce stonds hortage of s%illed personnel -+ study as

PESIRRRS e SR

well as opcretion levels:  then comce orgnnizational nroblems

s

duc to ovirl.nning functions rspecially on mutters for

i
—

industri:l nolicy. This hos chused implementation hozards and
problcm of deeirion maling. Related to thig is the institutional
problems of haphizord crcation of corporations without clecr
definitions of functions thus lesding tc the senaration of
industrics whish othertise would howe had lorical relationships
and 1liikamen s vell ag nrevented the dunlivation of wnocessary
adininistrative and skill overheads vith all the implic? cocto. ext
could be raircd *the mucstion of high investment coste duc

among others, rising nricces of importcd cruipment thereby making
Ethiopizn industrice higu cost producers when coupled with

other factors such = limitntions of nhysiceal, humen, financinl
and other infr-siructurcs. Pretsent industrics, thosc ¢ isting
and newly vroposcd oncs, suffer from delaye of implementztion
cnd unnecessary prolong.tien of gestation veriod. These are
induced dur to delays in the commencine of constructions

arising from the scule dearth of snocislized controctors and
administrative incfficicncies including delays at ports ~nd
cugtoms clear-ncc, Finullv there src the 2ifficultics arising
from hish cost of gp.rc parts, ror miterinle »nd intermedinte
inputs for which relince is =till nut on imnorts. Mention
ghould also be made of *he unriliingness of importers to '
rcadily make avail-ble the timely sunply of *he cbove inputs

and in the desired ruamtity and flow, »




II.

Ourrent Changes in the Home Front
With the historic viectory of the 1966 recvolution, Ethiopia

has entered into o new ¢ra which cstoblishes the ground work for

the construction of a frce national economy. sthiopia declared
herself a socialist stite and with it the old fettcrs of feudalism
were given fatal blows., The smcll capitalist sector in industry and
other areas no longer bccame fertile soil for imperialist exploitation.
To implement the reruired economic and social changes, the Nutional
Democritio Revolution was launched., In industry, the major productidn
and distribution units as well as financial intermecdiaries, Banks

-nd Insuranccs were nitionalized. This wis a significant and neccessary
step for undertaking o planned development in the Industry sector.
Indeced, o prosperous industrv cannot co-evist with a bickward agri-
culture., Hence, in view of the need to cater for the downtrodden
mosses and the necessity of developing the productive forces and
production relationshin in agriculture, rural lands were nationalized
and made available to the people freely. With these fundamcntal-
preparatory measures industry is logically cypected to develop

faster ond in the desired direction. Moreover, the often recuired
intcrdependence between ~griculture and industry (ae well as others)

would be more meaningfully attained hence forth,

It is understanduble that what affects develo~ment in industry
¢re not only forces which operate in the industry sector alone or
even in both industry and ~griculture, but cctiviti:s, variables,
programmes and policies, ctc, which oceur in all other economic

sectors and social spheres. These factors are duly recognized and

an irrevocadbly determined effort is be...gz made by Ethiopiu based on
the novel principle of self reliance to generate and make available
the necesserv local manpower, financial resources, infrastructural
facilities, etc. through the minimum program of the NIR to achieve
a sustained, dynamic and diversified development of industry
including the small-scalc sub-sector.
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Recuirements from the Evtcrnal Front

In the preceding scction, an attcmpt has bcen made to chart

in verv broad terms the rccent acasurce taken by the Government to
give impectus to the proccss of dynamic industrialirzation and the
overall economy, Domestic cfforts arc indecd of nrime importance
in all types of n.tional endeavours in order to attain o sustiined
and frce nationnl economy. Howkver, in vicw of the objective
realities that the cconomy is plagued with all the symptons of
gerious under dcvelonment nomely, mase unemployment, mass poverty,
faminc, low liter.cy rate, shortize of skilled manpower, shoriigc
of financial resources, widcer developad infrastructure, etc. it is
inconceivable ko thinlk of Ethiopia being capoble of lounching
devclopment activities and overcoming the nangs of cconomic
bockrxdness purcly on its om cfforts. Thus the need arises for
the mobilization of externtl finenciol and technical assistance
resources under the most desirable conditions (the word condition
being used in the most inclusive sense to include political, economic
and gocinl motters) os o strategic supplement to locel cfforts and
resourccs, It should bc noted thet th:z support coming from evtcrnal
pources is a temporary substitute for domecstic resources considering
the country's objective of sclf-relisnce in future,

With the above words in mind let us then proceed to discuss
somc of the possible uctiong and special measures that could be

taken by Internition:l bilateral and Multilatceral organizations to

assist the LDC's (as thit of ours) to mect their nccds for accclerating

industrialization @

Technical ond financicl assistance should be given to the LDC's

to assist them to preparc policice and plan for attaining A more

opid indugtrializotion, Such policics should pay prrticular

attontion to the est blishment of basic industries which form the

industrinl base of the cconomy. Emphagis should be laid on those
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(i1)

industrial projecte which create means of production, generatc
ocross sectoral and interregionel linkages, and have the highest
poesible multiplicr cffects such as industris1l infrastructure
projcots,

A stepped up program of aseistance should be designed for the

gpecific purpose of the development of rural industries which

would cnable the fuller utilization of local-resources znd the
development of appropriate technology.
Strong support should be given to the LDC's in order to alleviate

the shortoges of high-lcevel and middle-level cdvisory and opera-
tional personnel through local training programmes, fellowships,
workshops ctc,

Both bilateral and mltilatercl donors should co-ordinzte and

programme their asgistances to the LDC's in a common pool with the

view to creating = stronz impact on the development of the
industrial scctor rather than continuing the present practice of

the dispersion of assistance in = whole array of activities.

In respect of specinl measures, donor agencies and organizations —_—
should:

ageist in making the nccessary studics and investigations to

increase the country's stock of knowledge on resource basis,

projcct aveailability, abeorptive capacity a1 identification of
bottlenecks, ete. Study should also be mrde on resource recuire-
ment for project development ancluding the magnitude, role and
type of assistancc inputss; and

help initiatc a program of economic and tachnical co-operation

between the LDCs and the developing countries and between them and

the industrialized nations with the view to erchanging information,
erperience nd knowledge on problems of industrinlization., The
donor agencies should in particular create forums for such
co—operctione ~s well as assumc the responsibilities of developing
policies and progroms a8 well as supplying funds in order to
facilitate implementation of co-operation schemes mutually agreed

upon » !




(1)

(i1)

(iii)

(iv)

(i) the overall finuwncial .nd tcchnical assistonce flow should be

In more specific terms UNTDO and other multil-teral agencles
and bilateral donor orgwnization should concentrate their efforts
on the arcas of planning and programming of the industrial develon-
ment of the LDCs, c-pard the cvisting flow of assistance as wels
as improve thc present conditions of such assistance, «nd adap?
worksble skill develeopment measures oimed ot curtuailing the cffecis
of manpover constr-ints in industry. Thesc points could be a little
bit more claborated upon in the intceregt of dei-ils.

Henee, in respect of planning and programming multilateral

and bilatercl donors should:

Increasc the provision of fechnieal assistance to the LDC's

in the planning of their industri~l sectors (through advisory
services) n~s well s in implementing various projects and in the
actual operation of ey functions at plont lcvels:

Prepar.tion of cpeci.l nrogrammes and projccts cspecially

tailored to the needs of the LDCs. In this progr:mme could be

inecluded the ezt blishment of smnll =nd medium sized factories,
workshope, indusirial estates, ctc. Ecucnlly important are
measures aimed ab cnabling utilization of loenl natural resources,
deveclopment and adantion of apnroprinte technology, rural indus-
triclization ond cmployment crenation:

Assist in the investimation of the couses of cycess capucity and

their solution in eristing industrics both in the contcxst of
National "nd Multinationnl economics of the LDC's: and

Formulute policies and progrommes of co-operation among the
Develoning countries as 8 step towurds 2 morc rapid industiria-
lizution. Assistonce in the implementrtion phasc is an immortance

agpect of tho proposal:

As regards finoncicl problems, the following measures maybe
g Iinoncied ’

considereds

cugmented through the erponsion of allocations from eristing

-

gourccs as well as tapping of new ones;




(1i) Creation of a co=drdincting machinery to rationslize ond program

(i11)

111 asgist rce to the industrial development of the LICg; and

Improvement of the present terms and conditions of assistance

through such mc :sureg s local cost finoneing, lifting or

reduction of counterpart obligoations, frce foreign exchange

purchase in c2se of biloteral grants, provision of multiannual

arsistance, financing nrojects beyond pre-investment stagee to

include the 1ctual nrcduction phascs, etc.

Finally, in thc sphere of training, vigorous cfforts h:ve
to be madc by donor organizations to make it possible for the
LDCs to take over the positicns presently cssumed by the expatriates
as wecll as meke available o continous flow of industrial skillé

in nccordance with thc demands and growth of the sector.

Hencc, (i) the noture of training offcred in the existing

educationsl institutions his to be cvaluated and

restructured in the light of cristing ind future

industrial rcruirements:

(ii) training meisurcs should focus on those ~pproaches

wvhich yield the moyimum possible multiplicr cffect

(c.z, through triining of local instructors, insisting
foreism instructors rather than sending trainees) to
ensurce - continous flow of loeal c¢xnerts; and

(iii) designing and implementation of zccelerated training

programace to catcr for the immedinte needs of the

sector.

It may be reiterated in conclusion that the task to be undertaken
by international donor organizitions and the assistance anti-
cipated from thcm do not singul~rly providc .. miraculous panacea
to the industriilization process of thce LDCs. The main efforts
have to be carried cut by the LDCs themselves. A key step in

thie direction is the nced to adhere to a properly formulated
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development plan. This would involve several development

approaches, tcchnicucs, modcls, etc. which have to be m
carefully considered and applied, Of course we will not

dwell on these as this paper is not o strategy outline '
intended to Ciscuss such modalities, Howev-r, thc peint

has been raised here simply to stress the significance of

2 planning approach with its implications in terms of

administrative reforms, organizational vestruoturing, esonomic

and policy changes and politic:l imperatives.









