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CHAPYER ONE : MACRO ECONOMIC AND INDUSTRIAL POLICY ENVIRONMENT

A. RECENT ECONOMIC TRENDS
Economic trends pre-1991

With a current per capita income of just US$120. Ethiopia is one of the lowest income countries and one
of the least developed in the world. Crucially, the country’s economic evolution has been closely tied to its
political developments. Under the tutelage of the late Emperor Haile Selassie, which was characterised by
a period of relative political stability and prudent macrocconomic policies, the country’s overall economic
development was quite impressive. Between 1963 and the overthrow of the Emperor by the ‘Armed Forces
Co-ordinating Committee’, otherwise known as the *Dergue’ in 1973, the economy cxpanded at an annuval
average rate of over 4 per cent. The result of such sustained growth in output was an ir proved standard
of living for most of the population.

The Dergue’s pursuit of socialist economic transformation under the leadership of Lt. Col. Mengistu Haile
Mariam. however, ushered in a period of economic stagnation, and indeed, regression. In 1975, two years
after its accession to power, the Dergue undertook a comprehensive nationalisation of private assets, which
saw the financial sector, major manufacturing enterprises, commercial farming, trade, transport and tourism
scctors brought under state control. In addition, there was an outright transfer of ownership of rural land,
most.w from feudal absentee landlords. to the peasanury.

Predictably, the economic dislocation which accompanied these radical measures were massive. Despite a
period of rising international coffze prices which underpinned the accumulation of foreign exchange rescrves,
and modestly successful successive annual development campaigns, the country’s overall economic
performance was broadly unfavourable. Between 1974 and 1990, real GDP growth averaged just 1.9 per cent
per annum, falling far short of the estimated annual population growth rate of 2.7 per cent. In fact. this
ligure helics the fact that for much of the sccond half of the 1980s, there was a systematic deterioration in
most macrocconomic indicators. In fiscal year (FY) 1988/89, rcal GDP grew by a sluggish 0.2 per cent,
undermined by a broad-based stagnation/contraction in sectoral economic activity; the agricultural sector
expanded by a pitiful 0.5 per cent, while industry and distributive services actually contracted by 3.5 per cent
ard 6 per cent respectively.

Allicd to the contraction in the real sector, the fiscal deficit steadily widened, with the government
increasingly resorting to deficit-financing from the central bank. By 1990, aggregate fiscal expenditures had
rcached a monumental 46 per cent of GDP (20 per cent in 1974), while revenues were less than 235 per cent
of GDP. The result was that the overall deficit, excluding grants, amounted to just over 20 per cent of GDP
for that year. Morcover, in 1989/%), export receipts plummeted by some 17 per cent year-on-year, imports
contracted by over 12 per cent on the samce comparative basis. The external account balance, excluding nublic
wransfers, worsened to almost 5 per cent of GDF, and by the end of 1990, gross official reserves equated o
a precarious 1.3 weeks of import cover.

Alotelliag was that in 1990, Ethiopia’s aggregate foreign debt siood at USSS.6 hillion or US$172 per capita
tcompared to a GDP per capita of US$90), and the country, once applauded for its prompt discharge of
debt service obligations was in arrears on its external debt by almost US$100 million.

In summary, the general deterioration of the domestic cconomy witaessed during much of the 1980s can bhe
cxplsined by the combination of several factors, including

+ the implementation of misguided policies which had the cffect of discouraging cfficiency;

= centralisation of cconomic management and the suppression of markcet forees;

¢ the maintenance of an unrealistic exchange rate which had the cffcet of penalising cxports, while
inducing an influx of cheap imports for both consumption and industrial use: and,

o fixed and administered prices which distorted resource allocation.
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In no sinall measure. the perverse eftects of the above policies were exacerbated by recurrent drought and
the disruption caused by the prolonged armed coanflict.

Table L1
Annual GDP growth rates - 1988/89 - 1993/94
(at constant 1980/81 factor -ost)

1988/89  1989/90  1990/91  1991/92  1992/93  1993/94
Agricultural sector 0.5 53 25 -2 64 -53
Agriculture 03 58 26 -26 70 -39
Forestry 20 20 1.7 20 25 -1.7
Fishing 6.0 48 638 6.4 6.0 57
Industry s 43 -185 716 271 7.6
Mining & quarrying 30 54 1714 251 6.4 212
Manuracturing 0.5 -39 -38.7 9.6 519 13.2
Handicraft/small-scale -10.0 10.5 -138 03 171 1.9
Building/Construction 4.1 24 30 39 58 36
Electricity/water -7.8 -150 92 -143 16.9 100
Distributive services 6.0 41 -23.0 -3.0 238 8.6
Trade, hotels cic -10.5 7.2 -31.2 -150 354 11
Transp/Communication 3.1 -13 -13 113 10.8 56
Other Services 6.6 55 5.1 -3.0 13.0 222
Banking,/Insurance -19 3.1 -104 4.2 -13 136.2
Real Estate etc. 4.1 42 3.7 32 39 4.1
Public admin/Dcfcnce 129 89 3.7 32 39 41
Education 64 24 9.0 27 -2.7 26
YHealth 42 25 -35 10.1 147 193
Domestic & other 16 79 69 6.1 6.1 6.2

services
GDP 02 4.0 -5.5 -29 120 49

Source: Ministry of Planning and Economic Development
t.conomic trends post-1991

With the end of civil war in 1991 and takeover of power by the Ethiopian Peoples’s Revolutionary
Democratic Front (EPRDF), the main pre-occupations the Transitional Gevernment were security concerns
and the quest for rclative poiitical stability. A process of rehabilitating the cconomy was soon initiatcd. A
Us$672 million donor-supportcd Economic Recovery and Reconstruction Project (ERRP) was designed
explicitly to help kick-start the moribund cconomy by rejuvenating essential social and physical infrastructure.
Essentially, the ehjective of the programme was to ntilisc ecmergency assistanc: to overcome the devastating
cifects of decades of war and to recommence cconomic activity.

Crucially, however, the government recognised the need for a more coherent cconomic strategy (o correct
entrenched macrocconomic imbalances. This culminated in the New Economic Policy (NEP) which was
unveiled in late-1995. The NEP represented a radical departure from the past, in that the main thrust of
sconomic policy became the transformation of the command cconomy inherited from the Mengistu regime
it a functioning markct-bascd cconomy. The emphasis was o dismantle the Byzantine labyrinth of
perverse state intervention and to fimit the role of the state in cconomic activity. The systematic reduction
in the role of the public s :a.. - in productive activitics was to he undertaken in favour of the cxpansion and
deepening of the private <+« r.




"]

In somu respects, the NEP acted as a precursor for a three-year IMF-sponsored Structural Adjustment
Procramme (SAP) which was implemented in 1992, Under the auspices of the SAP, a plethora of reforms
have been implemented including a partial liberalisation of prices: the devaluation of the focal current, the
birr: the cnactment of a new. more liberal investment regime: and the granting of autonomv o public
nterprises. Morcover, sweeping reforms have seen the establishment of a more market-determined foreign
«Xchange and interest rates, and  the overhaul of hitherts restrictive labour fegislations. Underpinning the
SAP has been the pursuit of tight fiscal and monctary policics.

By cvery objective criteria, the comprehensive reform measures implemented. in- combination with the
“estoration of relative stability, have viclded significant positive dividends. Although the economy continued
-0 contract in 1991/92, this had o do more with the lingering effects of the war. and in some respects, the
mevitable process of  consolidation by the new government. The domestic cconomy began to pull out of its
iraumatic decline in FY 1992/93, bolstered by the substantial infiow of forcign capital, both from official
and private sources. Overall, following a decline of 3.3 per registered in 1990/91 and a more modest 29
per cent contraction witnessed in 1991/92, the economy rebounded robustly in 1992793, registering year-on-
vear grevth in real GDP of seme 12 per cent. The improved availability of foreign exchange f cilitated the
critical importation of essential raw materials, spare parts. replacement machinery, and fertilisers to underpin
aronth.

Morcover, further assisting the impressive growth out-turn witnessed in- FY 1992/93, was the positive
supply-response of the productive sectors to the more liberalised price regime. On a sectoral basis, the
agricultural sector grew by 6.4 per cent in 1992793, industrial growth amounted to an impressive 27 per cent.
while the distributive services recorded an expansion of some 24 per cent year-on-vear.

[n contrast. undermined by a severe drought. which saw the largely rain-fed agricultural sector contract by
over 3 per cent, cconomic growth in 1993/94 was rather subdued. at 4.3 per cent. However, estimates for
I'M)3/95 suggest a return to accelerated growth, with real GDP estimated to record growth of some 6 per
vent for the year.

Fhe dramatic turnaround in Ethiopia’s cconomic performance is perkaps no better demonstrated than in
the restoration of price stability. Needless to say that historically, Ethiopia had been a low inflation cconomy,
although this was largely the result of the restrictive price and income policies pursued by the Dergue. As
such,  price developments have gencrally been influcnced by supply-side factors, such as external shocks,
variability in agricultural production and the availability of foreign exchange.

iargely due to supply-side disruptions and cxcessive monctary liquidity at the tail-end of the war, price
pressuies surged sharply in the first hali of 1991, to reach an annual rate in excess of 33 per cent. However,
with improved supply conditions, inflationary pressures subsequently decelerated markedly, with the result
that retail price inflation - mcasured by the Addis Ababa Retail Price Index - registered an annual 21 per
cent for 1991/92 as a whole. In 1992/93, annual inflation registered 10 per cent,  and this favourable
performance was achieved in spite of the adverse effeets on price levels induced by the sharp devaluation
ol ke birrin October 1992, Inflationary pressures further decclerated, and annual inflation plummeted to
4 impressive L2 per cent in 1993/94. While price pressures increased in the first half of 1994, this proved
i be un aberration,  as inllationary pressures remained generally subdued as a result of tight fiscal and
monctary policies purseed by the government,

Indved, with regards to fiscal performance, the overall picture that emerges is one of a stabilisation in
avrnmoent finances, with the fiscal deficit as a proporiion of GDP remaining consistently in the single digit
range. According to preliminary official estimates, in nominal terms, revenues excluding grants, amounted
o some BrS.7 billion in 199495, representing an incrcase of 84 per cent aer the level in 1989/,
Concurrently, aggregate expenditures rose by just $4 per cent o Brs. billion in 1993795, Thas. from 9.7
per cent of GDP in 1989/90, the fiscal deficit fell to 7.2 per cent of GDP in 1992793, and bolstered by a
sharp rise in revenue amid a virtual stagnation in expenditure growth, the deficit is estimated 1o hane fallen
to i commendable 4.1 per cent of GDP in 994 /95




Table 12
Profile of fiscal developments - 1990/91 - 1994/95
(million birr)

1990/91 1991792  1992/93  1993/94  1994/95*

Total revenue, incl. grants 3,169.6 27510 4.158.7 5,048.2 68177
Revenue 2.706.3 2.208.0 391.6 3.830.1 57828
Grants 4633 543.0 1.067.1 1,218.1 1,U349

Expenditure 4854.1 42053 6,039.2 7.893.2 8,136.9
Current expenditure 3.540.1 3.2535 3.566.9 44743 50750
Capital expenditure 1,2140 951.8 21723 34209 3,001.9

Ovcrall balance (cash) -1,6845 -1,454.3 -1,880.5 -2,8470 -1,319.2
Excluding grants (cash) -2,147.8 -1,9973 29476 -4,005.1 -2.354.1

Overall balance (%€ of GDP) -85 -12 -12 -10.2 -41
Excluding grants (¢ of GDP) -108 98 -114 -14.5 -1.2

- prchiminary estimates
Source: Ministry of Finance

It is important to note that, in addition to the reining-in of the budgetary deficit, radical changes in
government prioritics have led to significant structural changes in expenditure patterns. In particular, to
support the government’s stated policy of poverty alleviation, there has been a re-allocation of state
resources in favour of rchabilitating productive assets, as well as improving social and economic services. The
corollary of this has been that an increasing proportion of total budgeted expenditures is now in the form
of capital expenditures. Capital expenditures climbed from just 8 per cent of GDP in 1989/90 to a high of
over 12 per cent of GDP in 1993/94. although the ratio fell back to an estimated 9.4 per cent in 1994/95.
Military cxpenditures have failen from a massive 25 per cent of total government expenditures in FY 1989
(¢ 8 per cent in 1993/94, while at the same time spending on infrastructure rose from some 7 per cent to
17 per cent of total expenditures.

In sharp contrast to pricc developments, an analysis of the performance of the external sector post-1991
~hows rather mixed results. While Ethiopia has historically run current account deficits, towards the end of
the 1980s, the country’s external position became unsustain Hic. Political and economic instability resulting
from the intensification of the civil war curtailed exports, while the tevel of imports, dominated by military
uoods, remained high, albeit growth in imports actually stagnated.

In 1991, merchandise exports fell by some 43 per cent to US$163 million (or the year, and at the same, a
pervasive shortage of orcign exchange led to a sharp contraction in imporis. A result of this forced
curtailment in imports was that the trade balance improved markedly, with the deficit halving to just over
US$303 million in 1991. Notably, this improvement in the trade balance, coupled with the large net transfer
surplus registered for the year, led to a curreat account surplus of some US$174 million in 1991, the first
such to be recorded for many years.

Table 13
Balance of payments
(US$ million)

1990 1991 1992 1993
Mecrchandisc exports 2020 167.6 169.9 198.8
Mcrchandise imports 912.1 -470.8 9927 -706.0

Trade balance 620.1 -3033 -822.8 -507.2




Senvices:credit 346 2683 2679 275.1

Services:debit -353.8 228343 -368.3 204
Income:credit 9.2 144 223 215
Income:debit -T70 -96.7 141 AR
Private unrequited transfers 2291 2224 HIS 2518
Official unrequited transfers 2200 3530 39 MPXY
Curreml account -293.8 1739 -1198 -579

Source: IMF, International  Financial Statistics

fn 1922, there was a virtual stagnativa in merchandise exports, whilst imports bounded back to pre-1991
tevels, increasing by more than two-fold to register some US$Y93 million. and producing a deficit on the
iradc account of almost US$823 million. Yet, while the sharp deterioration in the trade deficit caused the
current account to move hack into deticit in 1992, of about US$120 million, the overall balance of pavments
was broadly favourabie. thanks to debt cancellation and rescheduling instigated by the Paris Club of official
creditors.

Driven by the recovery in the ccoromy in general, and buoyant agricultural exports in particular, IMF figures
show merchandisc exports increased by 135 per cent to US$200 million in 1993. Also positive was the fact
that, undermined by the currency devaluation initiated in October 1992, merchandise imports fell sharply in
1993. which in turn produced a significant ~ontraction in the trade deficit. Morcover, as a result of increased
debt reliel and large officia. and private inflows, the current account deficit shrunk to just US$60 million for
the vear.

Favourable international colftee prices provided a major boost 1o export revenue in 1994, which is cstimated
to have registered almost US$350 million. However, the beneficial impact of the strong growth in ¢xports
on the external account was offset somewhat by robust import growth that vear. Overall, the current account
was virtually in balance in 1994. Most notably, following sustained capiial inflows and the positive clfects
of lower debt servicing, gross official reserves, which amounted to below 5 weeks of import cover in
1990,91 had risen to over 24 weeks imports by end of FY 1993/94,

B. ECONOMIC STRUCTURE
ihe physical environment

Located in what is popularly tcrmed the Horn of Africa, Ethiopia is bounded by Eritrea in the north,
Djibouti and Somalia in the cast, Kenya in the South and Sudan in the west. It is the tenth largest country
n Alrica, and covers a total land arca of some 1.14 milfion square kilometres. OF this, almost three quarters
or about 840,000 square kilometres is comprised of arable land. However. the land suitable for cultivation
i~ himited. In fact, enly about enc-cight of the land arca of Ethiopia can be used for the production of
crops!. Three-cighths is permancnt pasture.

Primarily as a result of the topography of the land, and aiso the proximity o the Indian Occean, the country
is_characterised by both tropical and temperate conditions. Specifically, while the lowland regions arc
rencrally hot and humid, temperate conditions predominate on the central platcau.

Phere are two rainy scasons; the main one lasts between mid-Tune and mid-September, while the minor
canen or the so-called *little rains’, which covers mainly the central platcau arca, extends from Fcbruary
o April. In a aormal year, most parts of the central highlands expericnce average rainfall of some LG mm.,
while the lowlands typically get about 500 mm per year. Critically, however, large parts of the country are
vulnerable to drought, as has been witnessed in recent years.

i'he country’s physical features and geographical location have given it a rich and varied n.tural heritage
of vegetation and wildlife. Morcover. extensive geological surveys conducted over the past two decades
highlight that the country is blessed with  significant deposits of base, rare carth. and preciots metals, The
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Rift Valley arca. ir particular, is known to be rich in industrial minerals such as potash. soda ash. diatomite
and hentonite.

The demographic base

With an cstimated population of some 33 million in 1994, Ethiopia is the sccond most populous country in
sub-Saharan Alfrica. after Nigeria. And according to World Bank estimates. the population grew at an
average annual rate of about 3.0 per cent between 1985 and 1993, As with most other Alfrican countrics,
Ethiopia’s population is predominantly rural: same 85 per cent of the people reside i rural arcas. versus
I3 per cent in urban centres.

Demographic statistics show that the country’s population is almost equally split by sex, with the male
population marginally exceeding that of females at 50.1 per cent. Worrying, however, is the picture presented
by the distribution of the population by age group. Principally, as a result of the high population growth and
<hort life expectancy - estimated at 49 vears - almost two-thirds of the total population is under 20 years of
age. In Sact. about 20 per cent of the population is under 5 years old.

Table 1.4
Population structure by age group - 1994
Male Female Total % of total
0-19 17.3 16.2 335 o).9
20-59 9.3 9.7 19.0 M4
o)+ 13 1.3 26 47
Total 279 272 §5.1 100.0

source: Central Statistical Authority

An additional concern, which has direct implications for the provision of soctal services and indeed overall
~conomic development, is the divergent trends in growth patiern between the rural and urban arcas.
Uindermined by sharp rural-urban migration, in part induced by the *bright light” effect of town/citics, but
more lundamentally duc to a lack of ¢cconomic opportunitics in rural arcas, population growth in the wban
arcas is well above the national average. According (o official projections, Ethiopia’s population will expand
rapidly over the next 25 years to reach over 130 million in the year 2020, Simultancously, the proportion of
urbuan dwellers will increase to over 20 per cent by the year 2010, rising further to a projected 3¢ per cent
by the year 2020

Table L5
Populatien projection, by sex,- 1993 -2020

(million)
1994 1995 2000 2010 2020
Male 276 284 335 47.3 (6.0
Female 274 28.2 313 46.9 05.4
Total 55.0 56.6 66.8 94.2 1314

Seurce: Ceatral Statistical Authority

Ethiopia has » number of culturally distinet cthnic groups. The largest of these is the Amhara who inhabit
the central highlands of the country. Other major cthnic groups include the Tigreans who are related to the
Amhara, but speak a different, though related language, and reside in the northern portion of (¢ country;
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the Oromos, the agricultural-based people in the south; and the Somalis, who occupy the south-cast Ogaden
desert.

The majority of the population are Coptic Christians, although a growing number, estimated at about 40 per
cent, are Mushm.

Agriculture

Agriculture is the mainstay of the Ethiopian cconomy. Currcntly, it contributes over 45 per cent of GDP,
accounts for some 80 per cent of aggregate merchandise exports, and emplovs an estimated 80 per cent of
the labour force. The principal crops produced include cereals, oil seeds, pulses and sugar cane. The northern
part ol the country typically tends to farm grain, including sorghum, barley, and wheat, but partly due
decades of over-cultivation, the region is inflicted with the problems of soii degradation, erosion and
~almation of water resources.

Coffee, the major cash crop and the principal foreign exchange carner, is cultivated predominantly in the
south-west, south and east of the country, and gencrates over 60 per cent of export revenue. Cotton
prade.tion is also being encouraged, as is the development of tea plantations.

Ethiopia’s agricultural development has not only been hampered by the recurrence of austere weather, but
also by numerous infrastructural and institutional barriers to growth. Presently, the sector is having to
rcjuvenate itself from years of neglect under the system of state-owned farms imposed under the Mengistu
regime, the inadequate supply of critical inputs such as fertilisers, and constraints imposed by the restrictive
interaal marketing system. Unsurprisingly, the difficulty of restructuring a centrally planned agricultural has
placed significant constraints on production.

Since its accession to power in 1991, the EPRDF government has madc agricultural development its prime
priority, as evidenced in the increasing sharc of capital expenditures devoted to agriculture. But the sector
ts still confronted by immense problems. For example, in 1994, there were damaging floods in the northern
Welo area, as well as an infestation by army worm  in the Asosa region in the northwest, which destroyed
an ¢stimated 60 per cent of the arca’s potential maize and millet harvest. Against a backdrop of only 2 per
vent of the total arca under cultivation being irrigated, perhaps the biggest problem is the recurrence of
drought.

Undcer the on-going five-year programme to rchabiiitate and modernise the agricultural scctor, the
vovernment is hoping to lessen the dependence on rain-fed production, by bringing some 2.4 million hectares
of arable land under irrigation,. Presently, less than 200,000 hectares of farmland are considered well
srigated. In addition, a number of bilateral technical assistance schemes are being implemented that aim
ot improving viclds through improved hybridised seeds.

In the policy arcna, the system of collective farms imposcd under Mengistu has been largely dismantled, with
the farms now being leased to the farmers as tenants. However, in the short-to-medium term, it is expected
that the government will fully diversify from state farms by transferring the ownership of land to framers.
In linc with the quest to develop a market-based economy, the requirement that farmers scll a share of their
produce to the state procurement agency has been abolished, and the prices of agricultural goods have also
been deregulated in tandem with the gencral liberalisation of  prices in the cconomy. Morcover, it is
expected that cxisting subsidics on fertiliser will soon be phased out, with prices eventually deregulated.

Following the stabilisation and recovery in the sector now being witnessed, the main tencet of agriruliural
trategy is expeeted to shift the adoption of improved technologies to underpin enhancements in output,
diversification, and the broadening and deepening of the private scctor’s participation in both the production
and markceting of agricultural goods. Overall, barring the recurrence of adverse weather, agricultural
performance is sel to improve in the medium-term as the benefits of on-going deregulatory measures become
fully felt and the substantial investment in the transport infrastructure allows for the expanded dissemination
ol agricultural supplics. The sector’s performance will also be assisted by the greater availability of forcign
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exchange to allow for greater importation of vital inputs, such as tractors. pesticides and processing
:quipment.

Fishing

tn the carly 1980s, the Red Sea provided Ethiopia with approxamaiely 25,000 tonnes of fish annually.
With the loss of the Eritrean province, however, the country has lost its coastline and thus a large part of
its fishing industry.

Nevertheless, fishing has poteatial. In addition to the lakes in the Rift Valley portion of the country
{Kora, Zwai, Longano, Abiata, Shala, Awash, Abaya and Chamo), there is Lzke Tana in the norther part
of the country. Tana is the couniry’s largest lake with an arca of 3,600 square miles. Together with the
country’s rivers, it is estimated that freshwater fishing has the potential of producing 30,000 tonnes of
fish per vear. Approximately 24,000 tonnes of that would be frem the lake system. Currently only 5,000
tonncs of fish per year are harvested from thesc freshwater resources .

Early in 1995, the European Union granted the country US$3.2 million to develop the fishing sector.
The funds are to be used to purchase modern equipment and influence the eating habits of the local
citizenry which currently consumes very little fish®,

Mining and energy
Mining

Despite the country's wealth of mineral resources, their exploitation and development have, in many
respects, been rather rudimentary. But buoyed by the recent spate of forcign interest in the sector, the
covernment is aiming to increase the mining sector’s small contribution to ove .I output. In 1993/94,
mining contributed just three per cent of industrial output. The World Bank has recently classified Ethiopia
as a ‘Group A country’, thus including it in the category of countrics which ‘possess exploitable mincral
potential over large geological arcas, and which warrant the investment of US$10-20 million annually’.
Known reserves of metallic and industrial minerals include gold, phosphaics, nickel, copper, zinc, platinum
and soda ash.

Table 1.6
Proven reserves of some minerals - 1994

Tyvpe of mineral Tonues Location
Placer gold 38 Adola
Primary gold 62.0 Lege Dembi
Nickel 17,000,000.0 Adola
Quartz 300,000.0 Kenticha
I'hosphatc 4,000,060.0 (P205) Bikilal
Potash 160,000,000.0 Dallo!
Kaolin 500,000.0 Bwanbawawih:
Platinum 12.5 Yubdo
Soda ash 400,000,000 Lakes region
Diatomitc 40,000,000.0 Lakes rcgion

Source: Ethiopian Institute of Geological Surveys

Crucially, February 1995 marked the culmination of a three-month governmental initiative to attract forcign
investment into the mining scctor, with the Minister of Mining suggesting that the investment code might




9

he revised to improve upon the attractiveness of mining investment. Presently, the corporation tax is sct at
45 per cent for large-scale enterprises and a more favourable 35 per cent for smaller ones.

Mot recently, four gold prospecting and mining concessions were offered to tender, which attracted a total
of 12 bids, althovgh only three of the concessions were ultimately awarded. The winning bidders were the
Amcrican Canyon Resources for the Mcgado-serdo arca in the Adola gold belt. the Canadian Golden Star
Resources in Dul in the west region, and a Swedish-Saudi consortivm consisting of the Swedish company.
Boliden, and the Saudi National Mining Corporation, was awarded the concession for the Dawi Digats
region in the souih of the country.

According to mining analysts, it is cstimated that cach of the above concessions will require an investment
.n the neighbourhood of US$150 million before output can be brought on-stream. But there are strong signs
that the projects will become operational, with the *h:ree sites cumulatively producing about 30 tonnes
annually in five vears time. If this materialises, the outp o will sharply dwarf the annual production of three
tonnes generated at the country’s only hardrock goldmine at Lega Dembi in the Adola belt.

Encrey

In terms of encrgy, currently, the country is very low consumer and the principal sources of energy remain
wood and charcoal. Since 1990, the country’s fuel import bill has risen sharply, however, in part reflecting
the cessation of favourable pricing agreements with the former Soviet Union and partly due o supply
difficultics at the Assab petroleum refinery in Eritrea.

in 1991/92, largely due to war-related disruptions to output and techaical constraints exacerbated by
shortages of spare parts, production at the Assab facility tumbled to 326,000 toanes of refined petrolcum,
Jown from 708,000 tonnes in 1990. Although production recovered to some 350,000 tonnes in 1992793 and
rose further to 672,000 tonnes in 1993/94, the rise in output has failed to keep pace with demand growth.

As a consequence, the development of energy sources to meet growing demand, and more crucially. to
minimise the dependence on import sources has now assumed greater significance. The most promising find
thus far has been the 60 billion cubic metres of natural gas at Kalub, in the Ogaden district in the cast of
the country. Alrcady a sharc company has been established to develop the deposits for direct use and as a
feedstock for fertiliser production. The World Bank is poised to provide some US$70 mil'ion in financial
-upport for the project. Hopes are high that with the World Bank support, production could come cn-stream
by 1998. Estimates point to initial annual production of some 11,000 tonnes of benzene, 20000 tonnes of
hutane, 13,000 tonnes of naphtha and 17.000 tonnes of  kerosene. The net effect of these volumes
muterialising would be an estimated reduction in the country’s petroleum imports of some 12-15 per cent.

Presently, oil exploration is being undertaken in the Gambella region in the western part of the country, and
the US-owned Afar Exploration Company has taken over Agip’s prospecting interest in the north Afar
region. To date, there has been no significant oil finds.,

Large coal and shale oil deposits, estimated at 41 million tonnes and 100 million tonnes respectively, were
ioported in the Delbi and Moye arcas of the Hlibabor zone, which if exploited would complement encergy
aiput from the Gilgel Gibe hydro-clectric plant. Most crucially, it would _essen the dependence on wood
o tuel, which according to one estimate causes the deforestation of ncarly 1,000 square kilometres per
tpym,

Much of Ethiopia’s clectrienty is gencrated by hydro-clectric plants which lorm the basis of the country’s
NS 002 Encrgy Development Programme. Contributions towards the estimated Br3.7 hillion costs have
oo provided by international organisations and bilaweral grants. Following o decline almost 10 per cent
sxperienced in 1991, clectricity output recovered by about five per cent in 1993, However, hydro-clectric
power generation remains vulnerable 1o the effects of inclement weather,

Manufacturing
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According to rhe latest statistics from Etniopia’s Ministry of Planning and Economic Development, the
aanulacturing scetor, including handicraft and small-scale industries, accovnted for just under seven per cent
AL GDP in FY 1993/94, and contributes some five per cent of total employment Akin to other Alrican
conomies, manufacturing production is dominated by public sector entitics. The private sector comprises
ot seall enterprises, which typically cmploy less thar 100 people.

For the most part, manufacturing is dominated by hight manutacturing and agre-industrics - most notably,
tood processing and textiles and garments, although cement. metalwork, leather. and chemicals production
we also important. Fartly due to infrastructural and logistical bottlenecks. there is a large concentration of
manulucturing activity in Addis Ababa, and also along the 100 kilometre stretch bewween Addis Ababy and
Nazarcth. Other important manufacturing location inciudes Bahr Dar in the north-west, Dire Dawa in the
-ast. Dessie/Combolcha in the north and Awassa in the south.

\s might be expected, the intensification in the war in the late-1980"s and carly 1990°s exacerbated existing
mnlrastructural difficulttics and raw material shortages, with the result that aggregate manufacturing production
declined by a massive 43 per cent hetween 1989 and 1992, Inzuspiciously, the situatior was made worse by
the foss o Eritrea in 1993 of the heavy concentration of industry in that territory.

Although output has since recovered, it is estimated that capacity utilisation averaged just 70 per cent in
1'M4,'95. Fartorics continue to suflfer from the fack of erit.cal raw materials, spare parts and endemic power
cuts. In fact, despite recent improvements in the operating environment, mancfacturing activity remains
dogged by numerous problems, including antiquated machinery and the lack of skilled personnel. Although
forcien exchange is now more readily available, the devaluation of the currency has sharply incrcased the
costs of raw material imports, and at the same time, high domestic interest rates have deterred domestic
borrowing (o expand production. Morcover, the utilisation of property as collateral for loans has made
entreprencurs reluctant to borrow to make acw capital investments since, as leascholders. they do not have
the sceurity of ownership of the fand.

Dircet private investment flows into manufacturing oll but dried up after the Mengistu regime’s
nattonalisation of private assets. Even when the overall policy thrust changed in the late-1930s and foreign
direct investment was welcomed, inflows remained hampered by compensation claims and US legislation
which barred investment in Ethiopia. As a consequence, the only forcign-owned  manufacturing
ostablishments constructed undcer the Dergue  consisted of Eastern-Bloc investments.

Prescatly, as the push towards the development of a functioning market cconomy gathers pace, both domestic
and foreign private interest in manufacturing activity is rising sharply. The agro-processing sector is at the
forefront, attracting the most investor interest. The US company, Serviech, is building a large factory with
4 capacity of 4,000 tonnes of sugar and 45,00 tonaes of cthanol; the projeet has been made possible through
a US$30 million of risk insurance provided by the Amcrican Overscas Private Investment Corporation. An
LiS$80 raillion ADB grant is also being used te finance tie construction of another sugar factory at Fincha.

Iransport and communication

By cvery objective criteria, Ethiopia’s transport and communicition infrastructure cca be described as
udimentary.  Essentially, the transport infrastructure, consisting principally of roads, is inadequate, The
country’s mair. road is the Addis Ababa-Assab road, and only about 20 por cent of the entire road network
o paved. There exisis only limited intereonnecting links between adjacent road, which combined with the
sadequate feeder road network Ieaves large parts of the country isolated.

Sognisant of the crucial role played by an adequate transport infrastructure in the country’s overall
ceonomic deveiopment, the government is ¢'ving priority to road construction, and in particular, the
rehabilitation and maintenance of the existing road network.  Morcover there has been a shiflt towards
preater reliance on the private sector in the provision of road transport serviees. To this end, the government
his abolished the hither-to centralised freight transport allocation of the Katana system and ended all freight
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taniff regulation and control, including those related to petroleum freight. Additionally, there are plans to
scll some of the trucking fleet of the parastatal enterprises to private sector operators.

Banking aad finance

an 1973, the socialist goverrment rationalised all commercial banks, financial institutions and insurance
companies. Thus, until recently, other than the National Bank of Ethiopia (the central bank) there were
just three wholly state-owned barks: the Commercial Bank of Ethiopia; the Agricultural and Industrial
Development Bank; and the Housing and Savings Bank. A financial sector reform programme has been
implemented recently, part of which has included the restructuring and transformation of the three state-
owned banks from specialised banking institutions (o universal banks. In accordance with this restructuring
programme and the rencwed emphasis of greater  diversification. the Agricultural and Industrial
Development Bank has been renamed the Development Bank of Ethiopia (DBE), and the Housing and
savings Bank is now called the Construction and Business Bank (CBB).

Morcover, the policy of financial dercgulation has seen the establishment of the first private bank - Awash
international Bank - since 1975. Two further private banks, the Bank of Abyssinia and the Dashen Bank
are under formation, although these have yet to be licensed (at December 1993).

The Commercial Bank of Ethiopia is the country’s largest bank, and had a capitalisation of US$40 million
in mid-1994. The CBE ranks 19th in Africa in terms of capitalisation, and an impressive nineth in terms of
assct size, which amounted to US$1.7 billion in 1994. The banks’ share in total domestic lending is
cstimated at some 9 per cent, and its main sources of funds are demand deposits, savings deposits and tome
deposits.

The Development Bank of Ethiopia is involved primarily in the provision of medium-to-long term loans.
These are mainly to the agricultural and industrial sectors, although more recently, the hotels and the
construction sectors have become major clients of DBE as well.

With regards to non-bank firancial activities, such as pension funds and insurance companics, thesc are
rather rudimentary, although the past year has witnesscd an expansion in the size and scope of insurance
activitics. The biggest pension furd, with asscts estimated at some Brl billion, is run by the government.
Alse, as with other developing ¢ suntries, there exists significant financial activity in the informal sector, which
15 dominated by ‘money lenders’.

Tourism

Ethiopia’s historica! sites and wide diversity of landscape and wildiifc makes the country an attractive tourist
destination. Indeed, the country’s unique combination of natural, historical, cultural, archacological and
anthropolagical attractions underpin its massive tourism potential. But the disruption caused by the war and
the damzage inflicted on the already underdeveloped infrastructure fed to a sharp slump in tourist arrivals,
By the 'ate-1970s, the number of arrivals had fallen below 30,000, compared to a peak of almost 74,000
recorded in the carly years of the decade. However, in the mid-1980s, there was a gradual recovery in the
scctor, and by 1987, the number of tourists exceeded 70,000.

In facy, since the mid-1980s there has been a steady annual growth in the scctor. According to official figures,
the cumulative arrivals over the period 1991-95 amounted to some 504,000 tourists, an increasc of onc-third
over the total for 1985-89. Fou:ign cxchange carnings from tourism, which reached US$25 miltion in 1973
had siumped to US$9 million by 1977, and remaincd stagnant at this level until the late-1980s. Again,
according to government sourees, tourism generated an csumated US$40 million in 1993,

In a bid to capitalisc on the forcign cxchange potential from the sector, government cconomic policy now
places considerable emphasis on tourism. A number of hotels within the private sector have been constructed
vt the past three years, and the governmeit envisages that over 20 additional hotels will be completed by
1945, as well as the upgrading of cxisting oncs. It is hoped that the planned sale of some government hotels
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o private sector operators in the ncar future will bring an cnhancement in standards. 1a the short-to-
medium term, the tourism sector should also be a significant hencficiary of the planned extension and
miprovement of the road and air networks which should permit high volume tourism to historic sites.
Currently. in accordance with the government’s policy of regional devolution, a number of regional
authorities have started to market their own teurist attractions.

The demand structure of GDP

On the demand side. the main dynamic of cconomic activity is private consumption. This has been in spite
of ine overwhelming dominance of the public sector during the vears of socialist cconomic development.
Private consumption accounted for some 72 per cent of aggiegate economic activity in 1988, Following the
slow, but steady. rztionalisation of the public sector and the shift towards greater private sector participation
in the cconomy, the dominance of private consumption in gross economic activity has become even greater.
Since 1992, private consumption has accounted for some 86 per cent of GDP.,

In paralicl with the rising share of private consumption, there has been a concomitant decline in the share
o7 government consumption in GDP. The contribution of government consumption to GDP rose to a recent
high of over 18 per cent in 1990, before tumbling to about 10 per cent in 1992, By 1994, however, this had
riscn again, but only te about 12 per cent.

Gross lixed capital formation, which amounted to almost 20 per cent of GDP in 1988, fcll sharply to below
10 per cent of GDP in the carly-1990s. However, the government’s programme of rehabilitating the war-
shattered infrastructure, together with increased private investment, has led to a rebound in aggregate
mvestment. In 1994, the proportion of gross fixed capital formation to GDP had climbed back te almost 17
per cent.

A siriking development in the carly-19%s has been the increasingly negative contribution of forcign trade
to GDP. As the cconomy recovered, and also more fundamentally, duce to the greater availability of forcign
exchange, import growth has accelerated sharply. Thus, despite the increase in the export of goods and
services, which amounted to over 12 per cent of GDP in 1994, the rapid growth in imports of goods and
scrvices meant that in 1994, net trade represented a withdrawal from GOP of some

14 per cent, sharply up from a negative 4.6 per cent in 1992,

Tabie 1.7

The Demand Structure of GDP, 1988-1994

Source: IMF, International Financial S1atistics
i"sternal trade and payments

Meichandise exports are dominated by coffee, which typically accounts for about 70 per cent of total exports.
World coffee prices tend to be volatile, bui even with the depressed prices of 1990-1993, coffee’s share in

ttab export receipts reached some 65 per cent in FY 1992/93. Amid stiong international coffee prices for
most of 1994, it is estimated that coffee’s share in export revenue would amount to almost 80 per cent.

seenndary exports include leather goods and hides, which typically account for about 10 per cent of 1otal
spents, while goods exports contribute a further five 1o six per cent of total exports.

Ethiopia’s heavy dependence on food imports can best be scen in the country’s structure of imporls,
Excluding FY 1991/92 - the immediate aftermath of the war - when food imports accounted for less than
anc per cent of total imports, the share of food imports regularly exceed 10 per cent of aggregate imports,
Another major import requirement is petroleum, both crude and its derivatives. Since the Toss of the relinery
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facility at Assab to Eritrea, the volume of petrolcum imports has riscn sharply. The share of petroleum
imports to total imposts rose from about 10 per cent in 1990-1992, to about 20 per cent in 1993-94.

Table 1.8
Structure of Imperts, 1990/91-1993/94
{per cent of total)

1990/91 1991/92 1992/93 1793/94
Food & live animals 124 038 13.7 109
Petroleum c9 10.7 27 17.3
Chemicals 40 23 3.7 55
Textiles 21 41 36 4.1
Chemicals 40 23 37 53
Mctal 72 27 48 73
Muchinery(including aircraft) 264 105 193 68
Road vehicles 11.7 9.8 1.1 1738
Mcdical and pharmaceuticals 1.7 2.7 36 36
Other 206 541 138 214
Total 100.0 100.0 100.0 100.0

Sourcc: Ethiopia Custom:s Authority

With regards to the geographic distribution trade, trade with the industrialised countrics forms the most
significant proportion of the country’s aggregate trade. The industrialised countries’ share in Ethiopia’s
cxports registered some 90 per cent in 1994. The two main cxport markets are Japan and Germany, each
traditionally accounts for 20-25 per cent of total exports. In 1993, and again in 1994, Germany overtook Japan
1o become Ethiopia's largest export market. In 1994, exports to Germany alone represented 26 per cent
of total exports and Japan contributing a further 20 per cent. Since the collapse of the Mengistu regime,
exports to the US have been buoyant, rising from a share of under five per cent in 1991 to 11 per cent of
:otal exports in 1994

On the import side, the industrialised countries also predominate. hnports from industrialised countrics at
15 per cent in 1994, marginally up on 1991. On a country-by-basis, the US is the principal source of imports,
accounting for some 14 per of the total in 1994. Secondary sources of imports include Germany and the UK.
I'he importance of the Middle East, primarily Saudi Arabia as a source of energy supplics, is shown by their
harc in total imports at just under 10 per cent in 1994,

Table 1.9
Source of Imports, 1991-1994
(per cent of total)

1991 1992 1993 1994

Industrial countries 68.7 72.1 76.0 74.7
LS 13.1 21.7 133 14.4)
(icrmany 114 8.0 10.0 104
UK 55 8.2 8.3 72
Japan 0.5 4.0 6.9 7.1
France 30 34 33 5.5
Developing countries 320 27.1 230 244
Africa 9.5 39 5.9 7.1

Asia 2.1 6.3 6.5 0.l




14

Middle East 165 149 o6 Y1
Saudi Arabia 100 1.7 75 7.7
Total (US$ million) 472 1.263 1,138 1,125

Source: IMF, Dircction of Trade Statistics

C. THE POLICY ENVIRONMENT
henicw

Following vears of the pursuit of misguided policies, a cardinal objective of the present government has been
to implement corrective measures to revitalise the economy, as well as create the policy environment
conducive to the proper utilisation of the country’s resources. Thus, as previously discussed, since 1992, the
soverament has embarked on a programme of cconomic reform and structural adjustment aimed at
-stablishing a market-based cconomy. Essentially, the reform programme encompasses three overlapping
phascs. namely stabilisation, structural reform, and the enhancement of international competitiveness.

I'he first phase of the reform programme, which has been on-going over the past three years, has sought to
establish fiscal, monctary and exchange rate cquilibria. In the fiscal area, reforms have sought to climinate
:allationary deficit financing by pursuing a tight fiscal regime, while at the same time atiempting to mect the
hasic requirements for public services and infrastructure. To this end, there has been a re-ordering of fiscal
prioritics. The tax structure has been rationalised to enhance revenues, and both consumer and producer
subsidics have been systematically climinated.

Monctary policy has focused on restzaining the rate of domestic credit expansion and rationalising the
micrest rate structure in order to climinate discrimination towards the private scctor and also to achieve
positive interest rates. A significant dimension of monetary policy has been to increase the autonomy of the
National Bank of Ethiopia, strengthen the bank’s capacity in policy formulation and banking supernvision,
and to deregulate the financial sector to allow the establishment of private banks and insurance companies.

The second phase of the reform programme is aimed at stimulating a supply response to key reform
variables and creating the cnabling environment necessary to foster the development of the private sector.
'he emphasis of reform has included the climination of controls on prices and distribution, as well as reform
of the trade regime. Also central, has been the establishment of the appropriate legal, institutional and
regulatory framework to facilitate a deepening of private sector participation in the cconomy.

The third phase of rcform involves the development of appropriate financial scctor institutions; and a
comprchensive reform of the public sector. This is to include the restructuring/privatisation of the plethora
of incfficicnt parastatals and the rationalisation of the bloated civil service.  Thus, in a autshell, the
sovernment’s cconomic strategy involves limiting government intervention in the economy, enhancing the
role of the private sector in both production and distribution, and relying on market forces as the primary
mechanism for resource allocation. Central to this strategy has been the devaluation of the birr. In addition
ro promoting cxports, the birr's depreciation to a more competitive level has led to an elimination of cost-
price distortions and has improved the transparency and cfficiency in the allocation of forcign exchange.

Over the medium-term, the thrust of the government's cconomic policy is expected to focus on the
deepening of the reform process, particularly in teems of liberalisation, a further improvement in the cnabling
<mvironment for private sector development, and the acceleration in the pace, as well as a broadening in the
cope and extent of the country’s much-vaunted privatisation programme.

Fiscal pelicy




since Lthiopia reached agreement with the IMF over a three-vear Structural Adjustment Facility in ['92,
the country’s internztional and domestic hquiditr erises have abated. In 1993, the country received over
USs1 billion in aid and debi relief from both multilateral and bilateral donors. In March 199, the Paris
Club™ Consultative Group on Etkiopia. pledged some USSLL billion for FY 1994/95 of which some
USS350 miflion was slated towards bakince of payment support.

As carlicr stated. reflecting the re-ordering of fiscal prioriies under the auspices of the cconomic retform
rogramme, government expenditures have been restructured in favour of infrastructural development and
-he provision of socal services. The agricultural and natural resource sectors have also been given prierity.
in I'm3/99 the agricultural and natural resource scctors accounted for some 22 per cent of capital
oxpenditure. Reflecting  the  country’s  extensive  reconstruction  programme.  roads, transport  and
communications were the single largest component of the capital budget. represented about 25 per cont of
total capital expenditures.

Additi-nally, ia linc with the government’s policy of devolution, an analysis of recent expenditure trends
:ndicates an increasing shift towards local government expenditures. In 199394, some 37 per cent of the
total budgetary allocation went to the regions.

In addition to the distinct re-orientat:on of public expenditures away from military spending and the initiation
of fiscal decentralisation, 1994 saw significant income and tax reform. |, Those carning less than Bri20
monthly (about 16 per cent of the workforce), were exempt from the pavment of income taxes. Morcover,
the number of tax brackets were streamlined to just six and the maximum marginal tax rate of individuals
was reduced to #) per cent versus 80 per cent in 1992, The corporation tax also was reduced from 30 per
cent to 43 per cent for larger enterprises and 33 per cent for smaller oncs.

Fiscal policy over the near term is expected to focus on further rationalisation 1o minimise fiscal distortions
and Lo scek improvements in revenue performance. In particular, customs and tax administration is expected
10 be strengthened. while the rationalisation of the civil service should permit modest salary increases to be
implemented wathout creating any scrious fiscal disequilibrium. Morcover, it is expected that short-term
deficit hinancing will continue to be underpinned by concessional forcign assistance and further debt relicf,
and in the medium-term, the government open market operations (mainly government securitics) Lo bridge
any fiscal gaps.

Monctary policy

In some respeets, it could be argued that prudent monctary policy has been the cornerstone of the
eovernment’s reform programme. as evidenced by the crucial role which has been plaved by the more
«Aficicnt exchange rate policy. Monctary policy has cnsurced that rather than simply being driven by the pace
of government credit expansion, overall domestic credit growth has been consistent with the requirements
necessary Lo sustain the recovery in the economy.

In particular, monctary policy had to be tight cnough to rein-in the greater price pressures engendered by
price liberalisation and exchange rate adjustments. In 1991, aggregate money supply increased by 17 per
cent. In 1992, it increased by a modest 15.1 per cent, but in 1993 money supply growth amounted 1o just
wour per cent. In 1994, however, a sharp rise of 19 per cent year-on-year was recorded in money supply
resath,

\ui b from moncy supply growth (and foreign exchange stability as noted below), a central tenet of monctary
o has been to ensure the development of positive inferest rates. Accordingly, interest rate ceilings were

" to enable rates to more closcly reflect ‘market-determined” rates. However, the liberalisation policy
At rtof deregulation duc to the rather underdeveloped nature of domestic financial institutions. Thus,
pro wotly, the National Bank of Ethiopia still intcrvenes directly in setting minimum and maximum interest
rates. However, it is envisaged that with time, and as the financial scetor becomes more dereloped and
sophisticated, interest rates will become more market-determined.
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Forvign exchange rate policy

When the government assumed power, the bire had been set at an official rate of Br2.07:USS1 for almost
.+ quarter of a century. although by 11 the parallel market rate amounted to almost Bex:USSIL In a bid wo
-orrect the pervasive overvaluation of the domestic currency, realign relative prices between tradable and
aon tradable goods, and also to stimulate exports, the currency was devalued o Br3:USS' in late- 102,

'n May 1993, the government irtroduced a fortnightly forcign exchange auction as a means of making the
cxchange rate more market-determined. However, the official rate was kept at Be3:USSI for strategic
mmports, such as the import of petrolcum, pharmaccuticals and fertilisers. In April 1994, the official rate was
devalued by 2.6 per cent. and in mid-May, a further 8.1 per cent deviuation was implemented. which
Srougit the official rate to Br3 38:US$1. Notably, the more liberal foreign ex-hange regime has led o a
sharp improvement in the country’s foreign exchange reserves. In 1992, foreiga exchange reserves amounted
10 USSSS million - equivaient to less than two weeks of import cover: by carly. foreign reserves stood at
almost USS600 mill:oa, or some 4.6 months of imports.

Price policy

e cusience of price controls had. for many years, been a feature of the Ethiopian cconomy. The perverse
<(Tects of such controls plus the regulation of trade, both in teems of resource allocation and production and
comumption clficiencics, have been discussed elsewhere in this report. In tandem with the government’s
hjective to develop a market cconomy. the government has systematically fiberalised prices, with the soxnlt
that except for petroleum and pharmaceutical products, virtually all price controls have been dismanided.

At the same time, as part of these efforts to foster the development of a competitive domestic market, the
prices of monopoly goods, including public utility goods, have been sharply adjusted upwards to ensure cost
recovery on the production side, as well as, facilitate efficiency in consumption.

Irade policy

\s part of the transition to a market cconomy, a number of reform measures have been taken to liberalise
he trade regime. In a bid to promote and diversify exports, automatic granting of export licenses was
mtroduced in carlv 1992, Concurrently, automatic, non-discriminatory and transparent licensing of importers
hecame effective. Thus, import ficenses are now automatically granted for all goods, except for a timited
number of goods on a negative list. Furthermore, all non-cofice export taxes were climinated by end- {993,
while as part of measures to stimulute exports, the license fees for coffec exporters were sharply slashed.

The comprehensive process of import liberalisation pursued by the government has led to the rationalisation,
as well as the reduction in the rate of effective protection, Notably, the maximin import duty rate has been
lowered from 200 per cent to 80 per cent and the structure of  import taxes simplified. Additionally,
recognising the need to partly cushion the impact of the birr's devaluation on importers, import surcharges
were climinated in tandem with the devaluation of the currency.

Morcover as part of the reform in the coffee sector and in particular aimed at improving the clficicney of
k. ting, the Ethtopian Coffee Marketing Corporation was restructured in late-1993 into two entitics: the
ot Sales and Purchase Enterprisc: and the Ethiopian Coffce Export Enicrprises. In the short-to-medium
st is expeeted that trade policy will continue to focus expressly on promoting exports, but perhaps more
aa s tantly, onaceelerating the removal of cost-price distortions. Specifically, it is envisaged the government
vt s to further reduce average nominal tarniff rates, and the number of import duty exemptions. On the
Aport side, it s projected that the scope zad pace of the goverement's coffee sector liberalisation
programme will be accelerated to enhance private sector participation. Finally, to help bring to fruition the
programme of export diversification, the government is planning a a substantial pro-active campaign (o
market the country’s export potential in overscas markets,

Environmental Policy




Emvironmental issucs are a major concern in Ethiopia. Indeed. the world bore witness to the problems of
drourht and food insccurity that atflicted the country during the 19805, and Land related issues continue to
acencrate the major eovironmental challenges. I particular. degradation and loss of soil is increasing in
Ethiopia sveny year. as is deforestation. A 1986 study by the United Nations Food and Agricultural
Organsation concluded that over 19 billion tons of soil have been lose from the Ethiopian highlands
anmually. I this tread were to continue, it estimates that 33.00k) square kilometres would be croded down
to hare rock by 2010, with an additional 60.000 square kilometres being o shallow to support cropping.?
Delorestation. meanwhile. amounts to 0.3 per cent annually. The gquantity of forest-cover in the country has
tallen Irom 40 per cent at the turn of the centun w just 4 per cent today. This has caused soil o be washed
away, thus exposing bare rock. Detertorating and disappearing soils. in turn, mean lower vields, for both
agrrcuttural produce and hivestock.

Traditionally. the covironment has not had strone Lastitutional support in Ethiopia, however. No single
department within the government has had clear re, onsibilits tor it nor has the existing national kegislation
been strictly enforced. Nevertheless, more recent activity saggests that the government hopes to improve
Lind 1s¢ management, water, soil and {orest conservaton. International actors are alreadv making
comtrbation. The World Conservation Urion. for ¢xample, has been favolved in the development of o
national conservation strategy.

Morcover, Ethiopia. like other developing countries. qualifies for concessional assistance undes a vanicty of
ileraational emvronmental agreemaents. These present significant opportunitics., both for the promotion of
sustainable development in Ethiopia and for forcign investment in activitics that can advance the same.

N. INDUSTRIAL POLICY
Investment policy

In line with the market-orientated ceconomic policy being pursued, the goverament enacted Investment
Proclamation No. 15 in 1992, which is the legisiative instrument which regulates investment in the dome:tic
~conomy. The 12 Proclamation provides for avajor and signilicant liberalisation with respect to private
imvestment, both by local and foreign catities. Critically. the new investment regime actively encourages both
domestic and foreign participation in the cconomy, through a plethora of imestment incentives. Morcover,
the Proclamation sharply limits the role of the state te only the so-called strategic seetors, including defence
mdustrics, imports of armaments. large-scale prodiction and supply of cledricity, the post and
icleccommunications sectors, imports of petroleum, and farge-scale air, rail and marine transport senvices.
Other large-scale activities in cogineering, metallurgy, mining, pharmaccuticals and fertilizers arc also
reserved for the state on its own or in partnership with private investors.

To lacilitate investment administration. the Investment Office of Ethiopia (I0E) kas been established as a
‘one-stop shop” Lo actively promote and co-ordinate all investment activity in the country. The TOE is
supesiicd by the Ethiopian Board of Investment, which is accountable (o the Council of  Ministers.

Bxecpt tor strategic activitics reserved lor the government, domestic private smvestors are permitted (o invest
m virtually all sectors of the cconomy.  In contrast, forcign investment is not allowed in certain activitics
dcemed 1o be within the capabilities of dome-tic investors. The rationale of this is to discourage forcign
mostment in arcas which are not particularly capital intensive, and require: minimal skills, in terms of
echiacal and managerial know-how.,

snificantly, aside from these seetoral restrictions, @ minimum capital requirement of USSS00.000 applics
w forcign investment. Additionally, where joint ventures are concerned, the investment segime stipulates that
private domestic partners must have o minimum of share holding of 27 per cent. Where the joing senture
pastaer is the state, this threshold incrzases to 40 per cent.

In an attempt 1o encourage both domestic and forcign private imvestment flows, the government provides
various incentives, including:
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1th) per cent exemption from the payment of import dutics and vther taxes levied on imports of capital

goads, cquipment and spare parts up to 15 per cent of the value of capital invested:

*  Exemption from the payment of import duties levied on the import of raw material for production of
export-oricatated goods:

* Income tax exemption for periods ranging from three o cight  vears: this is a function of where the
investment s located and also the priority accorded to that particular good:

= All rescarch and development expenses are tax deductible: and.

*  Roemitiance from the proceeds of the sale or transfer of shares or assets wpon liquidation of an

enterprises to domestic investors is exempt from the pavment of any tax.

In addition to the above incentives, there is unrestricted repatriation of profits and dividends, as well as the
unrcestricted remittance of fees, rovaltics. principals and interests on approved forcign loans. The investment
iegislation prohibits expropriation of assets, except in accordance with the due process of law and upon the
pavment of adequate and prompt compensation

In terms of investment protectica. Ethiopia has ratified the Multilateral Investment Guarantee Agency
convention, providing protection against political and non-commercial risks. A bilatera! investment protection
weord has also been signed with Italy, and one with Germany is presently pending.

\cearding to statistics from the 1OE, a total of 1641 investment projects were approved between Juhy 1992
and mid-July 1995, Of these. some 677 were in the manufacturing sector, 380 were in the agricultural scctor,
239 comprised projects in real estate development and a further 155 were projects in the hotels and tourism
wetor, The total capital outlays of the projects amount to just over Brl1.6 billion. of which some Br3.2
rillion consists of equity financing and the remainder is the form of loan financing. The 10E Ggures also
how that about 32 per cent of the estimated investment capital or Br3.78 billion is comprised of forcign
currency, while the residual 48 per cent represents the local currency capital requirements. Estimates by the
IOE suggcest that, when completed. these projects would create employment for almost 100,000 people.

In addition to the above, the Tigray Investment Burcau, which co-ordinates investments in Tigray, had given
ipproval to 227 projects with an estimated value of Brl.3 billion over the same period.  The planned

cmplosment generation of these projects is estimated at an additional 131,500
Fable 1.10
Summary of approved investment projects - July 1992 -mid-July 1995

Sector No. of projects Estimated capital Employment
(birr million)

Agriculture 80 1.763.8 20921
Fishing 3 37 Ho
Mining & quarrying 10 200.0 671
Manulacturing 677 40356 RESUR )
Construction kR 1,220.2 14.3(0)
Real esate 239 14274 7.800
Wholesale & retatl trade 63 2273 4,170
Horel & tourism 155 9211 7.256
Transport 27 29 2713
banking & insurance 5 9%.5 102
I'ducation 12 439 493
Hcalth 12 57.0 633
Other soctal services 28 N5.0 1,256
Total 1,641 11,016.1 99,879

Souree: Investment Office of Ethiopia
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CHAPTER Il: THE MANUFACTURIANG SECTOR
A. GROWTH AND STRUCTURAL CHANGE
Growth

Although Ethiopia has a long history of artisan manufacturing activity, the development of large-scale
manv! «cturing did not occur until the Kalian occupation of 1935-41, and it was not until the mid-19350s
that manufacturing began play any significant role in the cconomy. The Post-World War Two
development in Ethiopian industrialisation falls into three broad phases. In the first phase, which lasted
from 1952 until 1974, industrialisation was characterised by the promotion of foreigr iavestment, the
cstablishment of large-scale foreign -owned enterprises active in import-substitution prodaction and
strong growth. In the second phase, from coup d'etat in 1974 until the installation of the transition
government in 1991, industrial ac ivity in the country was dominated by the nationalisation of industry,
promotion of statc-owned enterprises and stagnation. The third phase, which began with the fall of the
Dcrgue in 1991 and is still on-going, is characterised by the drive to liberlise the economy and promote
the development of small and medium enterprises in agricultural and other local resource-based
industries.

While the federation of Eritrea with Ethiopia in 1952 was a spur to the development of the country's
manufacturing base, the real stimulus during the 1952-1974 period came from the introduction of a serics
of policics designed to promote foreign investor participation. These incentives included a five- to ten-
year tax holiday for new investment; low duties for imported raw materials and export-valuc-added
goods; tax exemption on dividends and the expatriation of profits and proceeds obtained from sale of
assets; and high levels of protection to large-scale enterprises. Local financial institutions also provided
credit on extremely favourable terms.

These policies were largely successful and industry was a major source of growtk: for Ethiopia in the
1960s and carly 1970s. Between 1963 and 1967, industry grew al an average annual rate of more then 16
per cent and continued at an average annual rate of cight per cent per cent between 1968 and 1974, The
contribution of large-scale manufacturing to the country’s GDP as a whole, rose from just 2.4 per cent in
1960/61 to 5.4 per cent at the end of 1974,

As cxpected, the vast majority of businesses established during this period were foreign owned and
cngaged in import substitution-related activities. Consumer goods products in several manufacturing
subscctors were produced including: food stuffs; beverages; tobacco; textiles; leather and shoes; wood:
paper; printing; publishing; chemicals; and, metal products. Production was financed primarily by the
sale of Ethiopian coffec on the international market.

The growth of small-scalc industry during this period was not nearly as robust. These enterprises, which
were largely Ethiopian owncd, did not benefit from the same government support and encouragement as
large-scale enterprises. As a result, although the ;s did experience some satisfactory rates of growth,
posting an annual average of six per cent between 1967 and 1974, their relative contribution to the
country’s total GDP did not risc ncarly as much as that of large-scale industries. In 1972/73 it was still
only 4.9 per cent, while it had been 4.2 per cent in 1961,

Overall, Ethiopia’s industrialisation before the mid-1970s had a mixed impact on the cconomic well
being of the country. While it did scrve to expand the cconomy, it did not provide great cmployment
opportunitics, Most of the medium- and large-scale industrics were capital-intensive. Most also
continucd to rely apon imports. And. over the period some 80 per cent of the profits were repatriated,
not reinvested'.

The 1974 coup, however, brought significant changes to the entire Ethiopian cconomy, Once year afier
coming 5 power, the new government nationalised virtually all the large-scale industrial operations, The
country's new leaders, the Dergue (Committee), moved Ethiopia towards a centrally planncd cconomy
with the immediate goal of satisfying peoples’ basic needs. Within this framework, large-scale
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manufacturing caterprises under public ownership were seen as the means by which this goal could best
be achieved and these enterprises were accorded priority in the allocation of resources. Some private
scector manufacturing enterprises did continue to operate, but they were restricted to a limited range of
small-scale manufacturing and handicratt activitics.

As a result of the insecurity surrounding the new leaders attempt 1o consolidate their position, the kevel
of industrial activity declined between 1975 and 1978, Many manufacturing facilities were closed.
particularly in the Eritrean region. which at that time accounted for 4 per cent of the country’s
manufacturing output. But infrastructure, especially transportation and communication, was also affccted
throughout the country. In addition, the vast majority of expatriate managers and skilled staff Ieft
Ethiopia after the nationalisations, resulting in a severe shortage of the expertise needed to run the
cnterprises.

Much better performance was realised between 1979 and 1981, The security problems were aticnuated.
and manulacturing caterprises were pushed to their limits. With capacity utilisation rates of 70 to 100
per cent, amongst the highest in sub-Saharan Africa. the sector registered growth rates of 15 per cent
(1978/79) and 6.5 per cent (1979/30).

By 1981, however, production had once again begun to stagnate. With enterprises already running at full
capacity, any further gains in output would have had to have been realised through cither productivity
increases or new investment. But both were hampered by the fact that agricultural performance during
this period was poor. Lower agricultural exports meant lower foreign exchange carnings, which thus
limited the country’s ability to import the raw materials and spare parts needed by existing enterprisces.
or capital goods for necw investment.

Nevertheless. a magor effort was made during the 1980s to establish new large-scale public enterprises
and expand existing ones. Some Br640 miliion was invested over the period and several new enterprises
wer: created. the showpicce of which was the Mugar Cement Factory (built in 1983 with financial
assistance from East Germany). Annual growth rates in manufacturing averaged approximately three per
cent during this decade.

Throughout the Dergue period, the development of small-scale industry was hindered by a numher of
lactors. Practical constraints included the lack of access to a range of essential inputs, particularly skilled
labour and raw materials. Several fegal constraints were also imposed.  First, private enterprises were
allowed only to deal in those activitics that the state was incapable of taking over. Capital was also
restricted.  Retail trade enterprises werce limited 1o a capital base of Br200.006. while wholcsale tradc
establishments were limited 1o Er300.000 and industrial establishment were limited to Br3og0,000.> The
rate of growth of small-scale anc handicraft industrics after the 1974 revolution fell 1o practically nil. At
the same time, it is estimated tha the policies of the Dergue inspired the growth of a large underground
cconomy, perhaps as much as 15 to 25 per cent of total GDP in 1990°

Greater insccurity and the threat of Tamine towards the end of the 1980s and the beginning of the 19905
had a negative impact on Ethiopian manufacturing activity. Rcal output declined between 1989 and 1991,
with industrial activity falling 14 per cent in real terms and manufacturing value added {MVA) falling 17

per cent in 1990/91 alone.

The installation of the transitionai goverament in 1991 brought a new approach to industrial policy and
reversed the downward trend in output. Between 1991 and 1992, both industrial output and MVA
increased more than 50 per cent. By 1993, output was at historic highs.  The new industrial policy, re-
affirmed by the recently clected government focuses on the liberalisation, privatisation and
internationalisation of the country's manufacturing scctor. The first significant measure taken by the
tramsitional government was 1o declare a 'New Economic Policy’. With regard to manufacturing, the
major principles of this included a commitment to replace the hitherto significant role of the state, with
greater domestic and foreign private participation,
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The more recently announced strategy of "Agricultural Development Led Industrialisation’ (ADLI) has as
its primary goals the improvement of the Ethiopian peasantry’s productivity and the development ol an
Ethiopian industrial sector that is both labour-intensive and utilises local raw materials. Supporting this,
a number of subsidiary targets have been identified, including:

* the promotion of ecconomic efficicncy and growth:
the promotion of inter- and inira-scctoral tinkages:
the development of domestic technological capabilitics for the production of
intermediate inputs, spare parts and capital goods;
the creation of a sound basc for the transfer, adoption and development of
technology:
the achicvement of international competitiveness in arcas of clear comparative
advantage in industrial exports;
the greater use of labour intensive technology and local resources; and,
the promotion of balanced regional industrial development.

*

*

Thus, the ADLI is intended to promotce the unhindered participation of the private sector in all fields of
cconomic activity, within a framework of private property 1ights and competitive markets. It is accepted
that the external and export sectors will be vital to the successful implementation of the ADLI.

Structural change

The range of goods manufactured in Ethiopia is relatively narrow as can be seen in Table 111, Also
noticcable from the data, is the fact that the pattern of production has changed very little over time. The
three major subsectors in the late 1980< were the same as those in the 1960s and 1970s: food, beverages
and textiles. These three sectors have consistently accounted for over 50 per cent of the gross valuc of
production, manufacturing value-added, and employmeni since well before the 1974 revolution.

INSERT

Table 11.1
Manufacturing Production, 1985/86-1989/90

Mcasurcd in terms of manufacturing valuc-added, manufacturing activities in Ethiopia have ranged
between cight and 11 per cent for many years. As can bee seen in Figures 11LA and I1B, this is despite
the fact that it has fluctuated in absolute terms from y *ar-to-year, particularly during the latc 1970s and
carly 1990s. The domination of the three sectors identifi_d above, food, beverage and textiles, is also
cvident. However, Table 11.2 docs reveal that the contribution of the beverages subsector 1o total MVA
has been gradually declining, to such an extent that the late 19805 rise in the production of other
subscctors, particularly Icather and footwear and tobacco, has placed its position as third-largest
contributor 1o value added in jeopardy. Table 113 presents the distribution of gross value of production
among different industrial groups.

INSERT
Figure ILA. Growth of Manufacturing
Value Added (MVA), 1975-1993

Figure 11.B
Sharce of Manufacturing Value Added in GDP, 1975-1993

Table 11.2

Sharce of Valuz-Added in the National Account Concept (at factor price), by Industrial Group, 1985/36-
1989 /%)
(per cent share)




Table 113
Gross value of production by industrial group, 1985/86-1989/90 (per cent share)

Industrial group 19%5/86 1986/87 1987,/88 1988/89 1989,/90
Food 2530 2350 2237 26.56 26.65
Beverage 16.68 16.95 17.84 18.56 1781
Tobacco 6.40 7.06 683 6.57 747

Textiles 1993 2006 2004 1658 1839

Leather and 638 691 345 9.09 3.96
footwear

Wood and 203 1.77 1.86 1.87 1.9
Furniture

Paper and 491 469 405 425 415
printing

Chemical  7.02 7.90 7.41 6.50 7124
Non-mectallic goods 361 313 357 361 298
Metallic goods  7.73 804 7358 641 607
Total 100 100 100 100 100

Sourcc: Results of the Survey, of Manufacturing and Electricity  Industries 1982 E.C. (1989,190
G.C.) (Addis Ababa: Central Statistical Authority, April 1993), pp. 89-90. (Figures are only for thosc
enterprises with at least ten employcces.)

Diversification, or even significant expansion, of the manufacturing base has been inhibited by a numbcer of
factors. Most significantly, the sector has not been able to provide the inputs for its own growth. The
preference during the Dergue period for modern and expensive machinery increased the country’s
dcpendence upon imported capital goods and spare parts. This caused both short-term difficultics in terms
of balancc of payments problems or simply having to 'do without’, and longer-term liabilitics in terms of an
cever-growing debt burden. It also inhibitcd the development of an indigenous capital goods and
engincering industry.

The fact that the cxpansion that took place in manufacturing during the Dergue period was large-scale and
capital-intensive also inhibited growth in employment opportunities as noted above. This was further
exacerbated by the problems associated with a shortage of skilled managerial and technical staff. The
contribution of rural development also remained low during this period. Awarce of these problems, the
new policies for manufacturing initiated under the New Economic Policy and Agricultural Development
Led Industrialisation, as bricfly outlined above, arc designed 1o overcome these shortcomings.

Noncthceless, Ethiopian manufacturing continucs to be characteriscd by a "double-dualism’ of mcedium (50-
399 employcces) and large-scale (more than 400 employeces) enterprises versus small-scale (10-49
cmployces) on the onc hand, and public versus private ownership, on the other hand. Government figures
for 1989/90 suggest that there were 121 small-scale enterprises and 183 medium- and large-scale
eaterprises in operation

With respect to the public/private ownership division, although the number of establishments was virtually
identical in 1990, 158 public enterpriscs and 155 private enterpriscs, the public caterprises dominated on
cvery other measure. For example, they accounted for 96.5 per cent of the gross value of production, 94.5
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per cent ol all wages paid, 98.0 per cent of fived capital assets, 989 per cent of investment in tixed assets
and 94.4 per cent of all employees®.  The subsequent independence of Eritrea ha. resulted in a drop in
the number of public enterprises in Ethiopia to 119,

B. INDUSTRIAL EMPLOYMENT
Quantitative trends

The contribution of manufacturing to total employment in Ethiopia is small. S.atistics on the number of
pcople employed in manuiacturing are scare. UNIDO experts estimated that the figure in 1990 was
approximately 105.000 persons. Others have suggested that it contributes about three per cent o the
country’s total cmployment®. Officia! figures for the public sector in 1992793 indicated that just under
78.000 were employed in public sectur enterprises. Figures for 1989/90, counted 4.586 cmplovees in those
22 private-sector establishments that had at least 10 employces. Smaller enterprises might contribute
another 10,000 to 30,000 employees to the total figure . Regardless, it is clear is that the agricultural
scetor remains the dominamt source of employment for the Ethiopian labour force accounting for 85 per
cent of total employment.

The number of people employeu in manufacturing grew as the scale of activity in the sector grew during
the 1950s and 1960s. In 1936, there were about 19.000 workers in the manufacturing industries. while by
the end of 1962, there were some 29.000. On the eve of the Ethiopian revolutioa, there were about
150,000 permancnt industrial workers. Of these. the food and textil: industries accounted for 37 per cent
and 34 per cent of employment respectively. And, of the 37 per cent of the labour force employed by the
food scctor, the H.V.A. sugar company cmployed 70 per cent®.  Morcover, large-scale enterprises
dominated with 63 per cent of all cmployecs in establishments vith more than 500 workers®

During the Dergue period, staffing levels in manufacturing (and, indeed, in all scctors) were Jargely
inflexible. The terms of the Labour Proclamation (No. 64/1975) offered workers considerable protection
against redundancy including prior notice of up to three months, powers of appeal. automatic severance
pay of two months salary and redundancy compensation of onc month’s salary for the first year of
cmployment and onc-third of a month for cach of the remaining years. The rate of growth of employment
during this period was steady, yet modest. It rose from approximately 77,000 in 1980 to an cstimat-d
88000 in 1985, and then 1o 105,000 in 19%).

This growth, however, was not in response to actual increases in the demand for labour, for the capital
intensive pature . the new investments meant that they did not gencrate significant amounts of new
employment opportunitics. Rather, the growth resulted from over-manning as the result of the Dergue
government policy of absorbing all graduates from university, and commercial and technical high schools.
This policy also deprived the private sector of skilled manpower.,

Table 114 displays the distribution of cmployees in 1992/93, in public manufacturing enterprises, while
Table 11.5 presents information about employment in all manufacturing cnterprises with more than 10
employees. The largest single employer in the public sector was the textiles industry, which had over 38
per cent of the total, while the food industry was sccond. with almost exactly half of that share (19 per
cent). The beverages industry was third, with 9.5 per cent of the total employees. These relative shares
had remained virtually constant for the previous five years. Indeed, so too had the total number of people
cmployed in these large public caterprises in cach of the years between 1987/88 and 1992793 when the
figure fluctuated between a narrow band of 77000 and 81,000,

‘Table 114
Vimployment in Public Enterpriscs, by Main Industry, 1992/73

Source: Faces About Public Manufactunng Enterprises, rade & Tournm (Addis Ababa: Industry and Trade Depaniment, March 1995).
P2




Tabk IIS
Per cent Share of Employment, by Main Ind: stry, 1935,/86-198%/90

Industrial 1985/86 1986/87 1987/88 1988/8Y9 1989 /9)
group

Food 2048 204 19.62 1903 18.81
Brverage v.12 9.65 9.23 946 9.50
Tobacco 110 101 1.03 L0S 10>
Tevales 4181 40.52 $1.54 4041 39.67
I.cather and 6.16 590 008 637 717
footwear
Wood  and 331 334 267 5.26 191
rupture
Paper  and 519 538 542 5.51 R )
printiny
Chemical 193 531 529 529 547
Non-metal 3.03 4.06 490 4.32 398
Metal 287 34 322 3.30 101
Total 100 o0 100 100 100

Source: Results of the Survey of Manufucturing and Eleciricity Industries 1982 E. C. (1 93919 . () (Addis Ababa: Centval Statistical
Authority. April 1993). pp. 85-86. (Figures arc only for thosc enterprise with at least ten employees. )

With th. installation of the tramsition government in 1991, a new approach 1o labour policy has been
adopted which gives gi~ater autonomy to management. The government’s policics on wage and
cmployment are now geared towards liberalisation of the labour market by removing restzictions on labour
mobility, employment and wage rates (with the exception of the government-set minimum wage). The goal
of these policics is to generaie employment by encouraging the use of labour-intensive production
mcthods. Such policies have caused the incvitable shake up among employment structures and there have
been a number of redundancices in the public sector enterprises. Twenty to 30 per cent of the workforce
may cventually b laid off.

Ethiopia has a large pool of unskilled and semi-skilled workers upon which potential employers can draw.
Although there are presently shortages of managers, trained production supervisors and some kinds of
engincers, the new liberalisation of the labour market is beund to encourage a new supply (both Ethiopian
and forcign) rcady to meet demand.

Educational background and skill levels

AL the time of the 1974 revolution, Ethiopia was at an extremely low level of development in terms of
cducational and skill levels, cven in comparison to other African countries. In 1973, for example, ihe
cnrolment rate for primary school age children (seven to 12 years) was only 18 per cent. The illieracy
rate that year for the population over the age of 10 years was an astounding 90 per cent. And, there was a
significant urban bias in cducation. In 1974, the rural population, which accounted for 90 per cent of the
population, only madc up 50 per cent of those enrolled in an cducational facility.

Undcr the Dergue regime, basic education was given a high priority and a number of achicvements were
made in the 1974-84 period. Subscquent ¢fforts were hampered by the problems of famine and msceurity
between 1984 and 1989, Many steps were taken to increase literacy including the National Literacy
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Campaign which the government launched in July 197, These efiorts were extremely successful and by
1990 the hiteracy rate had increased to 66 per cent. The government was also sble to make headway in the
reduction of the urban bias in education. Table 1.6 reveals the dramatic inerease in the number of people
attending school between 1974 and 1989,

Table 11.6
School attendance, 1974 and 1989

Level/type of schooling 1974 1989 Annual change (¢7)
Pre school 7570 87335 19.1
Primary school 839800 2855846 9.0
Junior sccondary schwol 101800 HI387 11.2
Seator secondary school 31300 26413 126
Special education 522 1337 30
Technical education facility 5500 4101 221
Primary teacher education facility 3100 4142 21

Source: Kinfe Abraham, Ethiopia: From Bullets to the Ballot Box (Lawrenceville, NJ. NJ: Red Sca
Press, 1994), p. 232,

Despite these efforts and the increase in the numbers of people attending school, the percentage of the
chigible population cnrolled in an cducational facility in Ethiopia remains low. It is below not only the
average for developing countrics, but also for those fabeled least-developed. Only 39 per cent of the
country’s children who are cligible cver enter primary school. In total, onlv 28 per cent of the country's
children are cnrolled in primary school, and secondary enrolment stands at only 15 per cent. Mcanwhile,
the figure for tertiary enrolment in 1988 vaas only one per cent. Enrolment in technical subjects at the
sccondary level is even lower, and stands at only 0.5 per cent of all secondary enrolment. as comlparcd with
4.7 per cent for all least-developed countrics and 7.5 per cent for sub-Saharan Africa as a whole'!.

As a consequence, Ethiopian workers have low skill levels. The United Nations Development Programme
(UNDP) cstimates that the average member of the Ethiopian workforce has had only one vear of
schoolingu. Morcover, there are significant gaps in the range of skills available, particularly in the arca
of upper and middle management.

Recent developments, however, bode well for the future. Much of the "peace dividend' that has resulted
from the cessation of hostilities has been channeled into the country’s educaticn budget. Morcover, skilled
personncel, who fled during the Dergue years, are reported to be considering a return to the country.
Finally, there are also cfforts to use the country’s educated individuals more uscfully. For example, the
practicc of automatically hiring graduates of higher level institutions into the public service has been
discontinucd.

The role of women

Although the Dergue regime initiated a number of changes in the legal arrangements concerning marriage.
divorce and property ownership, custom and tradition still play an important rolc in the lives of wosen
and the opportunitics open to them. The result is that women are still limited in their participation in the
modern scctor. For example, the participation rate of women in the manufacturing scctor barely increased
over the decade of the 1980s, rising from 29 per cent in 1979-80, 1o just over 31 per cent by 198979013,
And, as can be scen in Table 117, when women are employed, it tends to be in traditionally *female
occupations”. Textiles provided the majority of opportunitics in manufacturing employment, with just over
58 per cent of all employed women,  Together, these women made up almost half of the workers in the
manufacture of textiics. Smaller enterprises (less than 10 employees), not included in the figures above,
arc also substantial employers of women,




Table 1.7

Employment by Sex and Industrial Sector. 1989/90

Industnal Male per cent
gruup

Food 12602
Beverage 5935 75.67
Tobacco 57 66.36
Textiles 17797 54.32
L.cather and H60
footwcar

Wood and 3591
furniture

Paper and 2951
printing

Chemical 3192 70.67
Non-metal 2906
Metal 2885 8734
All manu- 56893 68.9

facturing

Source: Source: Results of the Surnvey of Manufacuring and Elecmricity Industries 1982 E.C. (1 959,190 G.C.) {Addis Ababa: Central
Statistical Authority, April 1993). pp. 24-25. (Figures are only for those enterprises with at least ten employees.)

A morc dramatic rise in female participation has been experienced in education, however.
shows, girls, as a percentage of total number of pupils, increased during the 19705 and 1980s, with particularly
strong increcases in the senior secondary level. In 1989, girls made up about 40 per cent of all of the country’s
students.  Still, lcss than half (45 per cent) of all girls enter primary school when they are cligible. a figure

Female  per cent

share

8i.13 2932

19098 2433

92 33.64

14965 45.68

7538 1457

88.60 462

65.72 1539

1325 233

849 37

418 12.66

25676 31.10

below the average for Icast developed countries.

Total
share
1887
843
868
32762
2462
11.40
3428
4517
11.51
3301
82569

15534

4053

HN

As Table I11.8



Table H38
Trends in School Enrolment, by Level and Sex, Seler Years

1974 1984 1986 1989
Primary
Total S39%0) 2497100 23448300 2833300
Boys 585600 1560500 1491300 1743000
¢ share 68.11 6249 60.90 6103
Girls 274200 936600 957500 1112800
¢z share 31.89 37.51 39.10 3897
Junior
Secondary
Total 1800 30360 363100 H7600
Boys 71200 194500 221100 203800
¢ share 69.94 61.06 61).8Y 3394
Girls 30600 109100 142000 183800
¢ share 30.06 3594 39.11 41.06
Scnior
Sccondary
Total 1300 276200 292400 426400
Boys 62100 177800 178700 258800
“ sharc 76.38 64.37 61.11 60.69
Girls 19200 98400 113700 167600
¢7  share 23.62 35.03 38.89 39.31

Source: Kinfe Abraham, Ethiopia:
1994), p. 241.

From Bullets to the Ballot Box (Lawrcenceville, NJ: Red Sca Press,

C. PRODUCTIVITY AND PERFORMANCE
Output

As noted in Scetion A of this chapier, data reveal that the share of manufacturing value added in total
GDP has remainced relatively constant in Ethiopia. It has ranged between 9.3 and 10.6 per cent for 16 of
the 19 years between 1975 and 1993 (see Figure 11.B above). This relative stability masks some variations
within individual scctors, however, as is cvident in Table 19, For example, the relative share of textiles in
total MVA fcll dramatically between 1980 and 1990, especially between 1980 and 1985, while food products
have experienced a more modest decline. Significant relative increases in the share of manufacturing value
added, meanwhile, were experienced by beverages and petroleum refinerics products. These figures differ
from those compiled by the Ethiopian government (Table 11.2), which usc different years and industrial
groupings.

Bascd on data from the Ethiopian government (Table 11.10), the share of value added in the gross output
of the manufacturing scctor as a whole a!so remained relatively constant during the second half of the
1980s. 1t declined slightly from 23.0 per cent in 1985786 to 21.6 per cent in 1989/90. But also concealed
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within this relative stability are a number of branch-specific vaniations. The wood and furniture, and paper
and printing scctors, were well above this average, while the beverages sector fell well below the average
and was largely responsible for the slight overall decline.

INSERT

Table 119

Share of Industrial Sector Relative in Total Manufacturing Value-Added. Sclect Years
{per cent share)

Table 1110

Sharc of Manufacturing Value-Added in Gross Quiput, 1985/86-1939/%)

Paper and 394 39.2 329 338 311
Printing

Chemical 329 321 29 234 25
Nor-metal 228 19.6 28.1 1 257 28.7
Mctal 194 198 245 21 16.7
All 236 238 22 217 216

Manufacturing

Source: Results of the Survey of Manufacturing and Elecrricity  Industries 1982 E.C. (1989/90 G.C.)
(Addis Ababa: Central Statistical Authority, April 1993), pp. 107. (Figures are only for those enterprises with
at least ten employcees.)

Labour productivity

As is cvident from the data presented in Table 1111, labour productivity (mcasurcd in terms of the value added
per person employed) varies greatly across industries.  Between 1985/86 and 1989/90, the figures for the
diffcrent industrial groups varied from approximately onc-half the average for all manufacturing industrics in
the case of textiles, to over seven times the average in the casc of tobacco. There were, as well, sianificant
year-to-year fluctuations, with the beverages industry showing a constant decline, while the food industry
expericnced a gain over the period. Other subsectors had more mixed fortunes. Overall, labour productivity
declined by just under four per cent in the sccond half of the 1980s.

Table 1111
Relative Indices of Pre Capita Valuc-Added, by industrial group, 1985/86-1989/90)

Industrial group 1985/86 1988 /98
Food 121.14 190.03
Beverage 151.83 183.83
Tobacco 473.34 568.59
Textiles 50.93 56883
Leather and footwear 59.04 1198.8G
Wood and furniturc 103.28 RO%88
Paper and printing 158.01 100.50
Chemical 198.20 149.683
Non-metal 69.10 99.30
Mctal 220,56 13348

All manufacturing 100 100




Source: Results of the Sunvey  of Manvjacturing  and Electricity  Industries [ 1982 E.C. (1989, %0
G.C) (Addis Ababa: Central Statistical Authority, April 1993). p. 108. (Figures are only for those
enterprises with at least ten emplovees.)

The ratio of wages and salaries to value added is another indicator ol labour productivity. Table 1112
shows that when using this measure as well, tobacco isl the most productive subsector and textiles is the
keast productive subscctor. These results are, of course. not particularly surprising. for the textiles industry
is labour-intensive, while industries such as tobacco and chemicals have a high natural resource input
and/or are highlv capital-intensive.

Table 1112
Relative Indices of the Ratio of Wages and Salaries to Value Added by Industrial Group, 1985/861989/90

Industrial group 1935/86 1936/87 19877388 1939/80
Food 78.11 [01.65 9850 33.18
Beverage AR 78.30 83.97 108.00
Tobacco 11.29 1557 18.38 19.39
Textiles 173.04 146.46 157.05 16383
Leather and 150.23 103.77 7479 85.52
footwear

Wood  and 11221 14222 121.15 133.39
Furniture

Paper  and 72.35 82.78 108.97 106.89
printing

Che:nical 73.38 7217 .27 842.49
Non-mctal 150.46 169.58 86.54 8285
Metal 85.71 81.37 70.73 184.98
All Manu- 100 100 100 100
facturing

Source: Resulis of the Suney of Manufacturing  and Electricity  Industries 1982 E.C. (1989/90
G.C.) (Addis .Ababa: Central Statistical Authority, April 1993), p. 109, (Figures are only for those
cnterprises with at least ten employeces.)

Profitability

Given that most of the manufacturing activity in Ethiopia has been under public control since 1975, it is
difficult to discuss profitability in any meaningful way. Indeed, the problem is made even more difficult
by the policy in place before the transitional government came to power in 1991 which prevented public
enterprises from retaining more than five per cent of net income.

Nevertheless, some observations can be made. In the mid-1980s, the Targe public enterprises were
registering increascs in their levels of profits primarily a result of the lower book value of their assets,
whicl resulied in an overall fower cost of production. In subscquent years, however, financial
performance deteriorated, with the downward trend being primarily caused by declining labour
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productivity and policies that discouraged efficicney. A a result. the industrial sector public enterprises’
contribution to budectary receipts of residual surplus el from BeS4.8 million in 1987/3% (o Br37o
million in 1991792 in current prices. In real figures, the decline is even more dramatic. Figures showing
the ratio of gross profits to manufacturing value added for ditferent industrial groups are presented in
Table IL13.

Table IL.13
Ratio of Gross Profit to Manufacturing Value Added by Industrial Group, 1985/86-1989/90

Industry group 1935 /80 19836,/87 1USg /98
Food 63.5] 36499 63.08
Beverage 638.37 67.22 4590
Tobacco 94.30) 93.58 vg.18
Textiles 2400 3501 1639
Leather and 4381 56.28 63.93
footwear
Wood and 51.26 .65 333
furniture
Paper and printing 68.57 65.05 3838
Chemical 6717 67.00 6890
Non-metal 11.84 28.00 £8.49
Metal 62.89 63.60 68.9926.95

All Manufacturing 56.78 57.56 5360 5101 W07

Source: Results of the Sunvey of Manufaciuring  and Electricity  Industries 1982 E.C. (198990
G.C.) (Addis Ababa: Central Statistical Authority, April 1993), author’s calculations. (Figures arc only for
those enterprises with at least ten employees.)

D. INSTITUTIONAL FRAMEWQORK FOR INDUSTRIAL DEVELOPMMENT

Because the vast majority of large-scale manufacturing activity was undertaken by the public sector during
the Dergue period, government departments played a crucial role in industrial development at this time.
Handicraft and small-scale industrial development, meanwhile, was to be the responsibility of the
Handicraft and Small-Scale Industrics Development Agency (HASIDA). This agency, established by the
goverament in 1977, was designed to organise crafisman and artisans into producers” and service co-
operatives of their own. - Although HASIDA's work was not restricted to any specific arcas of the country,
in practice it achicved morc in the urban centres than the rural arcas.

With the liberalisation of the cconomy during the carly 19905, new institutional structures to promote
private scctor activity have emerged. Foremost among these is the Ethiopian Private Industrics
Association (EPIA). Foundcd in 1991, the EPIA is designed to promote an cnabling environment for the
growth and development of private industrics. To achieve this end, the EPTA has been organising a
number of workshops around the country, as well as establishing committees that are intended 1o
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undertake the preparatory work for the formation ol associations. 1t has been widely agreed that the
EPIA has made great strides in reducing the psychological barricrs created by the former command
cconomy.

E. OWNERSHIP PATTERNS

As discussed above, the majority of Ethiopion manufacturing was controled by foreigners before 1974, A
range of US, European, Israch, Indian. Japanese and other foreign companics owned cnterprises in the
country. However, also as discussed above, most of these operations were tuien over by the Dergue
regime. More specifically, in February 1975, 72 of the largest manufactering and commercial enterprises
were nationalised. and the government assumed a majority interest in another 29 enterprises. It
subscquently bought out the private interests in all but four of this latter group. The result meant that,
during the 1986Gs. publicly-owned enterprises dominated the manufacturing scctor in Ethiopia. In 1935/80
for example, as noted in Section A of this chapter, they accounted for Y6.r per cent of the gross production
vialue of medium- and large-scale enterprises, 93 por cent of the value added. 94 per cent of the
cmployment and Y8 per cent of the fixed assets. Table 114 shows how the public sector dominated
virtually all those industry groups in 19899 among those enterprises with at least 10 employees.

Table 1114
Ownership by Major Industrial Group. 1989/9%) (¢ of cach industry’s value of  production)

Industry group Public pePricant
Food 6301935 430
Beverage 425549 o9
Tobacco 182037 100
Textile 446266 639
Leather and footwear 220821 3.8
Wouod and rupture 37973 1738
Paper 371173 83
Printing 38167 88
Chemical 143148 o0
Non-metallic mineral products 69913 3% 0]
Mctal and electrical 140820 YRS
Total 2398068 4R34

Source: Results of the Swev of Manufacturing  and Electricity  Industries 1982 E.C. (1989/90
G.C.) (Addis Ababa: Central Statistical Authority, April 193), p. 46-47. (Figures for enterprises with more
than 10 cmploycees.)

A shift away from the dominance of public ownership is a central plank to the new government’s cconomic
policy. There is a commitment to cnsure that the state’s role is eventually limited to a selected number of
activitics such as the production of strategic raw materials. To achicve this end, there have been initial
moves in the restructuring of public enterprises with a view to giving greater autonomy to management. in
addition, a new privatisation policy is currently under development which the government plans to launch
in the near future. The government has also announced (in carly 1995) its intention to pay compensafion
or return property confiscated by the state during the 17-vear period of Dergue rule.

The new government has not made a complete about-face in terms of how public ownership is valued,
however. Under the country’s new constitution, for example, urban and rural land is owned by the state,
and only the development on the Tand can be privately owned.

F. INVESTMENT PATTERNS

Given the dominance of public owncrship in the country since 1974, virtually all investment in the country
since then has been made by the government. This investment has been financed through various means
over the years. For example, between 1980/81 and 1989/90, forcign loans comprised the fargest single
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coniributor to the total amount of capital invested in the country at H per cent. The second-most
important financing clement was government equity. which comprised 35 per cent. followed by domestic
bank loans at 19 per cent. and finally forcign grants, which made up only two per cent of total capital investment.

During the first two vears of the 1990s, the rankings changed somewhat. Given the insecurity in the
country at ihis time, it is not p: rticularly surprising to find that foreign loans fell off during this period. In
1992/93, the shares were as follows: government equity (50.6 per cent), foreign loans (20.1 per cent).
domestic bank loans (179 per cent), foreign grants (10.2 per cent), and a small amount labeled "own [unds’
(1.3 per cent). See Table IL15.

Table 1115
Public Investment in Industry, by source of linance, 1988/89-1992193

1983/59 1959/90 199%/91 1991/92 199293
Government 49317 6948 103510 78933 108064
Forcign loans 110969 227543 115320 61135 12901
Forcign grants 3441 97 4563 2518 21747
Domestic bank loans 71193 6-K)29 6725 28601 38216
Own lunds 18189 34200 47H9 32062 2796
Total 25310 425078 1 334367 1 203369 201374

Source: Facts about Pubiic Manufacturing  Enterprises, Trade & Tourism  (Addis Ababa: Industry
and Trade Department. March 19953), p. 63,

During recent years, the food industry has been the main beneficiary of investment. Textiles, beverages,
chemicals and non-mctallic industrics. meanwhile, have also received significant amounts of new
imvestment. Table 1116 lists the extent to which investment was distributed among different public sectors.
Also presented, in Figure 11.C, is the extent to which the investment was used for cither new plant,
expansion of existing facilities or the replacement of obsolete equipment. It is clear from this data that
new investment projects absorbed the lion's share of available resources. aimost two-thirds between
1988/89 and 1992/93.

Table 1116
Public Investment in Industry, by Industrial Group, Sclect Years, 1988/89-1992/93

Industry group 1938/89 ¢ sharc 1990/91 “: share “: 199h M8
Food 2870 1.13 129061 38.60 10877606
Beverages 32824 1297 22021 0.539 ime
Tobacco 459 0.18 1080 0.32 (R0f
Textiles 100928 39.88 71964 2152 234
Leather and shoe 8706 3.4 12510 374 1iM8
Wood 3018 1.19 1384 0.41 0
Non-Mctallic 53703 21.22 41391 12.3% 3129
Printing 5054 200 2012 (.00 1280
Chemical 12082 4.77 39370 1178 IA60
Metals 33465 13.22 13568 4.00 212
total 2531 10 334367 (13] 213704

Source: Facts abowr Public Manufucturing  Enterprises,  Trade & Tourism  (Addis Ababa: Industry and
Trade Department, March 1993), p. 04,

During the Dergue period, private investment was discouraged by various means such as ccilings on
permissible lixed assets, licensing requirements, high rates of personal taxation, employment protection
legislation and discrimiaation in credit allocation. Attitudes changed modestly during the Tatter part of the
1980s and 1990 and in 1989, a package of investment incentives was lavnched. The incentives included a
tax holiday bascd on the scale and type of investment, exemption from customs duty on capital goods
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destined for investment. important concessions on imports in general, a liberalized policy on remittances
derived from profits, dividends and from the sale of companics. and favorable terms for leasing land.

In 1990, initiatives continued with the issuance of Proclamation No. 83/t on 5 May which was designed to
provide further investment incentives and hoped to encourage domestic investors as well as foreign capital.

MORE INFO
INSERT

Figure 1.C Industry public investment
by type of investment, 1988/89-1992/93

Source: Facts  About Public Manufacturing  Enterprises,  Trade & Tourism  (Addis Ababa:
Industry and Trade Department. March 1993), p. 65.

As part of the post-1991 liberalisation and internationalisation of the Ethiopian cconomy, the government
has been encouraging much greater private investment. This was initially promulgated in the transitional
government’s Proclamation Number 23, This act opened all but large-scale energy projects, transport and
{inancial services to foreign investors. Subject 1o a minimum investment of US$300,000, investors wers Lo
be permitted up to 100 per cent forcign cquity holdings. Further incentives included tax breaks of up to
three vears for new investment and reinvested profits, as well as the tax-free importation of up to 15 per
cent of the productive capital for any new projects.

More recently, the government has stated that it will provide all the necessary assistance for domestic and
foreign private investors who wish to undertake veatures in modern commercial farming. Incentives have
been put in place such as the making available of suitable land, providing access to domestic credit, tax
benelits and providing the necessary infrastructure.

To coordinate new investments, both domestic and foreign, a new “Investment Office of Ethiopia’ was
cstablished in July 1992. Inquirics for investment certificates have been quite brisk since then, though the
numbcr of implemented projects have thus far been quite [iw in number (particularly when compared to
the volume of requests made). Still, the Investment Office has claimed that it has issued 1,016 private
investment licences to projects worth Br8.60 million by mid-1994. However, only 13 per cent of these were
actually under way at that time.

G. INDUSTRIAL LOCATION

Ethiopia’s manufacturing industry is concentrated around Addis Ababa (the capital) and Dirc Dawa (in the
cast of the country). Indecd, the Addis Ababa and the Shoa Region, along vith Direc Dawa and the
Hararghe Region, account for 91.7 per cent of all industrial cstablishments, 89.5 per cent of industrial
cmployment and 93.0 per cent of the GDP. Wello, Gojam, Sidamo and Arsi regions account for only 3.2
and onc per cent of public enterprises respectively. This concentration is not particularly surprising given
that this is where the greatest concentration of infrastructure (transportation, communications and
utilitics), skilled labour and markets are 1o be found. In addition, there have traditionally been no
incentives for enterprises to be located in different regions. The promotion of halanced regional
development was not a high priority of the Dergue regime.

The new government, however, is commitied to fostering a more balanced geographical distribution of
industrial development. Entreprencurs arc already beginning to recognize the potential advantages
associated with developing small-scale industrics, which will be able to supply discrete, hitherto un-served.
regional markets. Such enterprises would be able 1o take advantage of the natural protection afforded by
Ethiopia’s relatively high costs of transportation,




H. ENVIRONMENTAL ISSUES

Although the level of manufacturing activity is such that pollution, the more “traditional” eavironmental

concern, is not vet a major problem for Ethiopia, and certainly not a high priority. the manutacturing

sector does not escape the consequences of a deteriorated environment. Because so many of the inputs o

Ethiopian manufacturing are derived from the land (crops for the food. beverage, tobacco and textiles
industrics, along with livestock for the leather industry). the country must use its natural resources

sustainably if it is to increase its manufacturing base. The receni crises have illuminated this point most

vividly. Indeed. it 1s crucial to recognize that the degradation is neither inevitable nor necessarily
irreversible.  Institutional development (particularly at the local level). technical assistance and
supplementary food during critical periods would all help to alleviate the environmental crises.

Given the experiences of environmental crises in Ethiopia, along with the increased attention now being
paid to cnvironmental issucs by both the government and the international community, it is certainly the

case that pressures for the adoption of eovironmentally-fricndly processes in the country’s industry are

bound to increase. This is no bad thing: it will ensure that Ethiopia’s industrial development takes due

regard of the country's natural resource base, and therehy augments #s own sustainability.

I. TRADE IN MANUFACTURES

Im ports

As an essentially resource-based cconomy, Ethiopia has long been dependent on imports to sausly its

demand for manufactures. Between 1975 and 1993, manufactueres made up over 75 per cent of all imports
in cvery year except 1991 (see Table 11.18). In 1993, the latest year for which data are available, the higure
stood at 85 per cent. The other characteristic 1o note is that there is no discernible trend in the data over

this period.

Table 11.17

Share of Manufactures in Total Imports, 1975-1993

1975

1976

177

1978

1979

1930

1981

1982

1983

1984

All manu-
factures

39.04

87.47

8328

91.25

33.01

80.73

77.12

77.08

76.33

R(OL.N3

Capital Processed
goods foods

82
3233
2800
323%
16.03
23388
3883
2673

3Re

38.02




imports by major product groups.
Table 1118

share)

Product 1975
group

Processed 6.86
foods

Textiles 10.51
and
clothing

Wood 0.29
products,
furniturc

Paper, 3.27
printing,
publishing

Chemical 3.1
industry

1980

8.98

6.52

3o

RH

1987

1938

1989

1990

1991

1992

1993

1985

28.96

454

(.28

2.66

15.44

78.37

86.83

88.26

90.28

97.88

84.19

47.29

80.01

85.03

1990

12.10

4.9

.81

18.16

Source: UNIDQ), Industrial Development Reviews Information Databasc.

1991

949

4.68

098

24.42

1992

11.74

4.67

1.02

1.88

19.68

3804

348

1048

3282

1619

13.48

930.13

The composition of manufactured imports has remained relatively consistent. Despite Ethiopia’s desire to
develop a sclf-sustaining industrial base, the country has continued to be dependent upon foreign sources

for most of its machinery and equipment, and these elements have constituted more than half of the
country’s manufacturing imports during eight of the 13 years between 1981 and 1993. In 1993, for cxample,
they accounted for 56.5 per cent of the total value of manufacturing imports. Sccond and third in
importance have consistently been the chemical products and processed foods, usually contributing about
20 per cent and ten per cent respectively to total imports. The only exceptions to this are 1985 and 1986,
when the failure of domestic food production necessiiated vast increascs in the quantity of imported

processed food. Table 11.19 provides a more detailed breakdown of the composition of manufactured

Compesition of Manufactured Imports by Major Product Category, Select Years 1975-1993 (per cent

1993

3.1

3

1.()

1.92

18.70
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Non- 1.23 220 0.75 1.20 3.16 134 1.57
mctallic

products

Basic 550 464 4.19
metals and

iron and

steel

5.19 3.08 IN)

n
—
W

Machincry 3840 40.10 42.80 3419 899 36.17 36.50
and
equipment

Misc. 0.87 1.00 0.38 0.49 0.69 041 0.35
products

Source: UNIDO, Industrial Development  Reviews Information Database.
Exports

It might surprise some to see the extent 1o which manufactures dominate Ethiopia’s exports, accounting for
almost 85 per cent of total exports in 1993. A closer look, however, reveals that this figure includes
processed foods which in turn includes coffee. Processed foods regularly accounted for more than Y per
cent of all manufactured exports during the 1970s and morc than 80 per cent during the 1980s. Table 11.20
provides full details.

INSERT
Table 11.19
Share of Manufactures in Total Exports, Select Years, 1975-1993 (per cent)

Source: UNIDQ, Industrial  Development Reviews Information Database.

Although most of the manufacturing in Ethiopia has traditionally been designed to cater for the home
market, there have been a number of goods in addition to coffec that have been exported, including sugar,
semi-processed hides, skins and other leather work, oilseed products and some petroleum products.
Morcover, Table 11.21 shows that the non-food scctors have grown during recent yea.s, so that they now
occupy a greater share of total manufactured exports. The risc of textiles and clothing, along with
machinery and clothing, arc particularly noteworthy. Nevertheless, it is still the casc that, although
manufactured exports appear to have registcred impressive growth in the past few years, they remain
dominatcd by the agricultural-bascd lcather and leather products, food and textiles.

Table 1120

Composition of Manufactured Exports by Major Product Categery, Select Years 1975-1993 (per cent
share)

Product 1975 1980 1985 1990 1991 1992 1993
group

Processed .08 79.45 77.72 67.62 71.05 68.44 00.32
foods

Textiles  and .88 2.42 398 13.65 11.53 1492 13.17
clothing

Woaod 0.75 0.25 0.05 0.02 0.01 0.00 0.05

products,
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furniture

Paper, 0.04 0.01 0.01 0.08 0.09 0.04 0.03
printing,
publishing

Chemical 6.55 1548 13.19 7.78 255 237 0.56
industry

Non-metallic 0.27 0.01 0.01 0.004 0.10 0.01 0.01
products

Basic mctals 0.03 0.02 0.001 0.03 0.004 0.002 o0nd
and iron and
steel

Machincry 1.27 235 5.02 10.70 1463 14.11 19.79
and equipment

Misc. 0.14 0.03 0.01 0.02 0.04 .06 - 004
products

Source: UNIDO, Industrial Developmernt Reviews Information Database.

J. INTERNATIONAL COOPERATION FOR INDUSTRIAL DEVELOPMENT

As can be scen in Table 11.22 which presents Ethiopia’s receipts of official development assistance between
1984 and 1990, the most important bilateral donors have been laly, the US, Sweden and Germany.
Significant multilateral doncrs include the Europecan Community (through the various Lome programmes),
the International Development Association, the World Food Programme and the United Nations High
Commission for Refugees. Much of the assisiance Ethiopia has received over the years has been
emergency relicf. Many donor countries were hesitant to give to the Dergue regime, fi - aid donations
were perecived as being tantamount to indirectly financing the ongoing civil war.

In addition to this assistance from Western countrics and Western-dominated agencics, technical and
cducational assistance was provided by the USSR and other socialist countrics, including East Germany,
Bulgaria and Cuba during the period of Dergue rule. The quantity of assistance received during the 1970s
and 1980s was low, however, when compared with other African countries. In 1991, it was only US$19 for
cach Ethiopian. Only Algcria, Libya, Nigeria and Zaire received less in per capita tzrms',

Table 1121
Receipt of Official Development Assistance, 1984-1990
{millions of Birr)

1984 1 1985 1986 1987 1988 1980
Bilatcral 195.3 433.0 4059 3204 569.4 3989
of  which 1
Ttaly 459 83.0 1529 1239 2333 N3
USA 210 146.0 94.0 8.0 69.0 536
Sweden 179 246 35.2 35.1 532 333
W. Germany 29.5 26.6 27.2 279 38.9 36.0
UK 9.4 364 14.1 14.0 M2 0.6
Multilatcral 1775 292.0 2444 3274 417.1 396.2
of  which
EC 579 103.3 85.7 96.0 1534 53.0

IDA 423 AN 150.3 85.1 76.0 70.0
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WFP 2718 47.1 303 311 40.1 88.6
UNDP 10.6 194 232 2838 226 19.0
UNHCR 134 20.7 218 279 73.7 549
Total 372.7 726.0 630.2 6478 9%6.5 907.2
of which

grants 286.0 615.7 5627 9425 7751 G03.0

Source: Kinfe Abraham, Ethiopia: From Bullets to the Ballot Box (Lawrenceville, NJ, NJ: Red Sea
Press, 1994), p. 257.

With the change in government and corresponding shifts in policy during the carly 19, there is a
brighter prospect for greater international co-operation. Indeed, a number of national governments and
interna..onal agencics have alrcady committed themselves to assisting with the transition to a market
cconomy. The United Kingdom, for example, announced in July 1995 that it would give Ethiopia LY
million in financial assistance: LS million for balance of payments support and L4 million in commurcial
debt relicf. The UK Minister for Overscas Development also announced that Britain will give Ethiopia
000 tonnes of food aid. In the samc month, the Clinton administration announced that it would do its
utmost to ensure that the horn of Africa was not affected by the cost-cutting in foreign aid that was being
executed by the US Congress.

Whilz the World Bank (in the guise of its International Development Association) has been at the
forcfront of the renewed activity on the multilateral front, the African Development Bank and the
European Union have also been important players. Furthermore, UN agencies have been providing
specialist assistance. With Ethiopia now firmly on the road towards cconomic liberalisation, it is expected
that, notwithstanding the growing pressures upon aid budgets worldwide, the country should continue 1o
have the opporiunity to bencfit from international assistance and cooperation.
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CHAPTER III -- INDUSTRIAL BRANCH PROFILES
A. — FOOD PROCESSING AND RELATED AGRO-INDUSTRIES

The Ethiopian cconomy is dominated by agriculture. In 1993, agriculture generated 43.3 per
cent of the country's GDP. and it made the largest contribution to the country's export
earnings as well.! The sector is also an important input for manufacturing within Ethiopia,
for the sector is dominated by processed foods, beverages and textiles.

Given the centrality of agriculture to the couniry’s economy as a whole, the steady recovery
of the sector since the dark days of the mid-1980s is obviously welcomed: in constant prices,
the value of production from the agricultural sector increased by 116.2 percent between 1985
and 1993.% The good rains that nccurred in late 1994 and early 1995 suggest that this figure
should continue.

The increase is absolute terms, however, masks the problems that the country experiences in
attempting to feed itself. With an annual population growth rate of approximately 3 per cent,
Ethiopia must produce enough additional food to feed an additional 1.6 million people every
year.” The shortage in recent years has been considerable.

To meet this deficit, Ethiopia has been forced to buy more foodstuffs from abroad. Its imports
exceeded 1 million tonnes in each of the years 1938, 1992 and 1994. (There were particularly
poor rainy seasons in 1993 and early 1994.) However, it was estimated that the 1995 needs
would be less -- perhaps only 500,000 tonnes of food aid. (Even with a good harvest, it is
estimated that the country requires 500,000 tonnes a year of cereals in order to feed its
population.)

About one-eighth of the Ethiopian land-area can be used for crop production. Another three-
eighths is permanent pasture.* Most of the agricultural activity takes place on the country's
highlands and its central plateau, where farmers grow a range of crops. including teff, barley,
wheat, maize, beans, peas and lentils. At intermediate altitudes, sorghum and millet are
farmed. In the southern highlands, meanwhile, the false banana’ tree (enset) is the main
staple crop, with tubers, vegetables and grains as secondary crops. Livestock husbandry.
common as a subsidiary activity in all regions, is virtually the only source of food production
in the nomadic and semi-nomadic pastoral lowland areas.

The vast majority of agricultural activity is undertaken by peasants on small plots (1 or 2
hectares in size). This is a legacy of major land-reform schemes that took place after 1975;
the involvement of the state in primary agriculture is relatively small. In Ethiopia, there are
two harvests a year: the smaller one in the highlands after the small rains in mid-year (this
accounts for about one-tenth of the annual harvest) and the main harvest in November-
December.  Table [T presents the production figures for some of the country’s major
agricultural products, while the subscquent sections consider a range of agricultural crops
individually. To place this discussion within the broader cantext of the chapter, Figures [11.A
and [I1.B compare the size of the country's major industrics (ranked by the value of
production in 1992/93).
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Table II1.1 -- Annual harvest (in thousand tonnes) of selected crops, selected years, 1981-1993

Crop 1981 1983 1984 1385 1987 1989 1991 | 1993
Cereals 5799 6360 4115 5320 5727 6355 6305 | 6617
Pulses 978 1053 804 944 616 686 824 802
Vegetables 496 507 513 333 5N 588 594 574
and melons
Fruits 203 209 210 212 218 226 231 230
excluding
melons
Sesame 35 36 36 36 37 35 35 32
seeds

Source: FAO 1 earbook, Production (Rome: Food and Agricultural Organisation, Volume 47, 1994). Figures
for 1991 and 1993 are estimates; figures for 1993 exclude Eritrea.

Cereals

Maize: In terms of both the area under cultivation and the quantity produced, maize grew
dramatically during the first half of the 1980s. This expansion took mainly place on state
farms, though some peasants also substituted maize for sorghum. The trend continued --
though somewhat subdued -- during the latter part of the 1980s and the first part of the 1990s.
Consequently, maize now provides almost 30 per cent of ihe country’s cereals, having
surpassed both teff and sorghum during the past ten years. In 1991/92, it was estimated that
986,500 hectares were under cultivation, an area which produced 15,106.2 thousand quarts.’

Teff: Teff is a fine-grained cereal which is used in the cooking of injera, the staple food of
most Ethiopians. Grown predominantly in the highlands, it is a relatively low-yielding crop
which requires great attention. (In order to grow teff, for example, the land must be ploughed
about eight or nine times. This wouid, in any case, make the crop a demanding one; it is even
more so given that as many as one-third of Ethiopia's subsistence farmers do not own traction
animals.) Nevertheless, the amount of land devoted to the production of teff has expanded
during the past few years (primarily at the expense of other cereals -- cereals which often
ofter greater returns to land, if not to labour as well). About 1.37 million hectares were under
cultivation in 1991/92, and 11,845.5 thousand quarts were produced.®

Barley: Barley is another major cereal grown in the Ethiopian highlands. In 1991/92, 736,000
hectares were under cultivation, and production amounted to 7,851.4 thousand quarts. This
represented about 15.8 per cent of Ethiopia's total production of cereals.’

Wheat: The amount of land devoted to wheat increased considerably during the 1980s. As a
result, about 560,000 hectares were under cultivation in 1991/92. This expansion was, in part,
in response to the growing demand for bread (which, in turn, had resulted from greater
urbanisation). Wheat production in 1991/92 was 7,556.7 thousand quarts.®




Sorghum: Sorghum has traditionally been the most preferred crop in the Ethiopian lowlands.
Approximately 460,000 hectares were devoted to this cereal in 1991/92, and the output in the
same year was estimated to be 5,647.3 thousand quarts (representing about 11.3 per cent of
the country's total cereal production).®

Other: Millet is also produced in the lowlands (where, in terms of quantity produced, it is
second only to sorghum) -- in 1991/92, 1,283.4 thousand quarts were produced on 152.]
hectares. Small amounts of oats (approximately 300,000 quarts annually) are also produced. '

Pulses

The production of pulses peaked in 1979/80 at 933,650 tonnes. Since that time, there has
been a decline in production levels, with some reduction in the land-area under cultivation as
well. The UN Food and Agriculture Organisation has estimated that, in 1993, 802,000 tonnes
of pulses were produced from 891,000 hectares."" The relative constancy of the production
figures between 1979/80 and 1993 masks some wider fluctuations within individual crops.
More specifically, there was a significant increase in the production of haricot beans, but an
equally significant decrease in the production of broad beans. (Nevertheless, Ethiopia still
produced about 6 per cent of the world total of the latter.) Other pulses of significance are
peas and chickpeas.

In the past, pulses have formed a significant export commodity for Ethiopia -- over the period
1971/72 10 1973/74, for example, 109,900 tonnes were exported annually.'> Though this
subsequently fell, it still amounted to 23,354 tonnes in 1989/90 -- a figure which represents
almost 5 per cent of the value of all Ethiopian exports in that year (and almost 11 per cent
of all non-coffee exports). Reductions continued, however, and by 1992/93 the share had
fallen ten-fold to just over one-half of one per cent.’ During the past decade, haricot beans
have come to dominate pulse exports (always constituting at least half of the weight of total
pulse exports, and rising to a 97.7 per cent share in 1992/93, with an absolute figure of an
extremely modest 1,493 tonnes).™

Oilseeds

The UN Food and Agricultural Organisation reports that Ethiopia's estimated production of
oil seeds in 1993 were as follows: rapeseed (82,000 tonnes on 151,000 hectares), sesame
seeds (32,000 tonnes on 62,000 hectares), linseed (33,000 tonnes on 67,000 hectares),
safflower seeds (36,000 tonnes on 70,000 hectares) and seed cotton (46,000 tonnes on 41 ,000
hectares).' What was an important export sector in the early 1970s has since virtually dried
up: in 1983/84, exports were still above 33,000 tonnes, but had fallen to under 1,000 tonnes
in both 1991/92 and 1992/93." The fall has been particularly dramatic in the case of sesame
seeds (which are primarily grown in Humera). In 1974, exports of this commodity amounted
to 84,600 tonnes, netting US$38 million in foreign exchange (nearly 15 per cent of total
foreign exchange earnings)."” Since 1984/85, however, sesame seed exports have been under
2,500 tonnes a year, falling below 400 tonnes in both 1991/92 and the following year."*
Nevertheless, given that the government has lifted restrictions upon the use of private labour,
there is optimism that the production of sesame seeds can start to increase. (It is a labour-
intensive activity which requires a large seasonal work-force.)




Fruits and vegetables

A wide range of fruits and vegetables are cultivated by peasant farmers on small horticultural
plots. both for personal consumption and for market. Production for the latter, however, has
traditionally been dominated by the state-owned Horticultural Corporation. In 1993, output
of vegetables and melons was estimated to be 574,000 tonnes, and fruits (excluding melons)
230,000 tonnes. The largest single commodities, in terms of weight, were estimated to be
bananas, tomatoes, cabbages and onions.'®

Modest quantities of fruits and vegetables are usually exported (contributing between 0.5 and
2.0 per cent to the value of total exports). In 1992/93, for example, exports amounted to just
over 6,000 tonnes (valued at 2.7 million Birr).”®

Sugar

There are approximately 14,000 hectares under cultivation for sugar cane in any given year,
with the production figure for 1993 being 1.45 million tonnes.* Most of this came from two
large facilities: one, at Wonji in Shoa, which has a potential of about 10,300 hectares: while
the other, at Methara, has about 9,000 hectares which could be potentially under cane.

Coffee

Coffee is the country’s most important export. The commodity has deep roots in the country,
with Ethiopians claiming that coffee in fact originated in their country. (The Yemenis make
the same claim.)” What is indisputable is the value of the crop to the national eccnomy.
Between 1980/81 and 1992/93, it generated 63 per cent of total export revenues (see Figure
IT11.C), and taxes on it are the largest single source of government revenue.?

Although coffee is grown in many parts of the country, the production which supplies the
export market is concentrated in four areas in the south and south-west of the country --
namely, Sidamo, Kefa and Illubabor, Wollega and Hararge.* Indeed, the variety produced
in this last location is considered to among the best in the world -- consequently, premium
prices can often be obtained. In all areas of the country, it is the peasant farmers who
produce most of the coffee. The central grading and marketing centres, meanwhile, are
located in Addis Ababa and Dire Dawa.?

Most of the Ethiopian production is processed by the sun-drying method and then hulled.
Hulling capacity, however, is limited by old plant. In 1985/86, for example, only 13,000
tonnes (less than 10 per cent of that year's crop) was processed as washed coffee (a
commodity which sells at a premizm). Meanwhile, most domestically consumed coffee is
roasted and ground at home, while exported coffee undergoes no further processing.*

As Figure I11.D reveals, the export figures for coffee -- in terms of both quantity and value -
- have fluctuated considerably during the past 30 years. The variations in the quantity of
coffee exported are explainzd by a number of factors. Most importantly, coffee berry disease
(CBD) has been a severe problem.
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Figure II1.D. CofTee exports, by
weight and value, 1961-1992/93
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During the 1980s, CBD aftfected up to 30 per cent of the country’s trees. In response. a
programme of replanting with discase-resistant strains was instigated. This has served to
remove a proportion of the diseased trees from production each year. Given, however, that
it takes five yvears after replanting for the new coffee tree to reach maturity, there is
necessarily a lag-time associated with any such programme. Other physical problems which
have served to inhibit production have included drought, rust. aging trees and the inadequate
use of fertilisers.

Economic and social factors also impact production levels. When world prices are low . it
may be in farmers’ interest to switch to other cash crops -- for example, qat. Additionally,
in times of food shortages. other kinds of pressures may force farmers to substitute
subsistence crops for their coffee trees. Either way, the land-area devoted to coffee falls, and
the quantity available for export declines accordingly.” (Additionally, when the prices paid
by government were relatively low during the 1980s, a substantial illegal export market
emerged, with farmers striving to profit more from their production.™)

For many years, Ethiopian exports of coffee were also regulated by international agreement.
As a signatory of the International Coffee Agreement (ICA). Ethiopia was allocated quotas
which accounted for the majority of its exports. Its share of the world coffee trade under
quota agreements fell from about 2.5 per cent in the late 1960s to 2.2 per cent in the late
1970s. This decline was cffset to some extent by a growth in exports to countries not
covered by quota agreements -- particularly the Middle East and Japan. Consequently, the
proportion of exports to quota markets to totai exports fell from about 90 per cent to just less
than 80 per cent.” With, however, the suspension of the ICA in July 1989, this agreement
no longer presenied a constraint.

Additionally, coffee is also an important domestic consumer good: it is drunk by almost all
Ethiopians, with people brewing up three times a day in the areas where it is grown. This
love for coffee among Ethiopians has a considerable impact upon export performance, for
domestic demand sometimes consumes about half of the total output.

The corresponding value of coftee exports has also fluctuated -- within the last 20 years.
world coffee prices in 1977/78 were particularly high, while those during 1989/90 and
1991/92 were extremely low (indeed, because of the collapse of the ICA., they were at their
lowest level in real terms since the 1920s). Preliminary indications. however, suggest that
both export volumes and cxport values may be rising to historic highs.

Explaining this are a combination of good rains in Ethiopia in 1994 and the frost and drought
that hit Brazil at the same time. Consequently, one report suggests that coffee exports could
have reached US$250 inillion in 1994, as compared with USS$100 million the previous year.™
Production, meanwhile, was also predicted to increase: officials have forecasted that the
country will export more than 120,000 tonnes of coffee during the 1994/95 crop year.” More
tangibly, it was reported that the country’s Jimma zone had increased coffee production by
600 tonnes to 12,000 tonnes between September 1994 and April 1995.% Farmers have been
tempted back into coffec producing by many factors: not only the higher world prices, but
also by the fact that the government has set a minimum producer price, thus allowing them
to carn a higher return (and thereby reducing the incentive for smuggling).




The prospects for Ethiopian coffee are generally good. Yields are continuing to rise as
management practices are improved and as applications of fertilizer are increased. The fate
of the sector, however, is heavily determined by climatic factors (affecting not only the
production of the crop itselt, but also the production of other crops, and thereby deiermining
whether they -- in particular, cereals -- will place demands upon those lands currently under
coftee cuitivation). World prices are, of ccurse, the other main determinant of the health of
the Ethiopian coffee industry.

Cotton

Cotton plantations were first established in the Awash valley during the 1960s. Between 1975
and 1985, the area under cotton cultivation increased by 50 per cent, and production increased
by 66 per cent, to 34,000 hectares and 75,000 tonnes respectively.” The increase in quantity
produced was realised through large investments in both irrigation and fertilisers (with cotton
farmers being one of the country’s largest users of the latter). Since that period, however,
production figures have been disappointing -- according to the FAQ, the harvest fell to only
30.000 tonnes in 1992, rebounding to 46,UCO tonnes the following year >

Tea

Recently, there have been efforts to increzse the amount of tea grown in the country. This
has been primarily in an atiempt to encourage domestic consumption -- by tempting
Ethiopians away from coffee, more of that commodity could be made available for export.
(Notwithstanding this motvation, there are also hopes that tea may prove to be a valuable
export crop in itself.) While there was no production in 1980, an estimated 2.000 hectares
were under cultivation in 1993. producing a relatively modest i,000 tonnes of tea.**

Tobacco

Tobacco is cultivated along side food crops on numerous peasant farms. in addition toa 1,100
hectare state farm in the Billate river valicy. Production peaked in 1981 at 11.700 tonnes.
since falling to its present level of approximately three to four thousand tonnes a vear (grown
on about 6,000 hectares).” All of the harvest is used domestically.

Qat

Qat (also known as chat, khat or miraa), a tree crop with leave, rich in amphetamines, is
used socially as a stimulant. It is grown in the highland areas. where it is often the dominant
cash crop. Many farmers have turned to qat -- intercropping it with vegetables like sweet
potatoes -- for two major reasons: first, it is relatively reliable; and second, it is highly-
profitable. This latter characteristic is derived from the fact that most of the crop goes for
export, primarily to Djibouti and Somalia. During the past ten years, the quantity of qgat
exported has been as high as 3.363 tonnes (1987/88) and as low as 251 tonnes (1991/92).
with the most recent figure being 1,936 tonnes (1992/93). 7

Livestock

Ethiopia boasts the largest livestock population in Africa.™ The numbers grew steadily during
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the 1980s (in spite of the drought). and the cessation of Eritrea has had relatively minimal
impacts upon numbers (reducing total populations by. on average. between 3 and 4 per cent).
Table HI.2 presents a fuller picture.

Livestock plays an important role in the economy of the highlands. where oxen are used for
agricultural work, sheep and goats for meat and’or sale. and equines for transport.™ In the
lowlands. meanwhile, livestock is the mainstay of a pastoral-nomadic subsist=nce economy.
Inall parts of the country, livestock is regarded as an asset, potentially protecting individuals
against economic or climatic distress.

Table 1I1.2 — Livestock populations in thousands of heads, selected years.

1979-81 1991 1992 1993
Horses 1602 2700 2750 2750
Mules 727 610 630 630
Asses 3925 5100 5200 5200
Caule 26000 30000 31000 26450
Camels 980 1060 1070 1000
Pigs 18 20 20 20
Sheep 23250 25000 23200 21700
Goars 17177 18000 18100 16700
Chickens 52000 58000 59000 54000

Source: FAO Yearbook, Production (Rome: Food and Agricultral Organisation. Volume 47, 1994). Figures
for 1991-93 are estimates; figures for 1993 exciude Eritrea.

The export of live animals has increased during the 1980s, more than doubling in terms of
numbers and value. In 1983/84, for example, less than 5 million tonnes were exported (at
a value which represented 1.5 per cent of total exports), while in 1987/88, the respective
figures had climbed to 14.1 million tonncs and over 4 per cent. Since that time, however,
exports have fallen, with less than 1 million tonnes being exported in both 1991/92 and
1992/93. Bovine cattle and sheep traditionally dominate the exports.® A relatively small
number of those animals that remain in the country, meanwhile, are slaughtered for both their

meat and hides. Others of course provide a variety of dairy products.

Fisheries

In the carly 1980s, the Red Sca provided around 25.000 tonnes of fish annually. With the
loss of the Eritrean province, however, Ethiopia lost this coastline and thus a large part of
its national fisherics industry.

The fisheries sector, nevertheless, has considerable potential. In addition to the lakes in the

famous Rift Valley (which include the Kora, Zwai, Longano, Abiata, Shala, Awash, Abaya
and Chamo), there is Lake Tana. Located in the northern part of the country with an area of
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3,600 square miles, rana is the country's largest lake. Together with the country’s rivers, it
is estimated that inland fishing has the potential to produce about 30.000 tonnes a year (with
the vast majority of that -- aboui 24,00C tonnes -- being supplied by Lake Tana and the Rift
Valley Lakes), as compared with the current production of slightly less than 5,000 tonnes a
year_.u

In early 1995, the European Union granted the Ethiopian government 20.15 million Birr
(US$3.2 million) in order to develop the fisheries sector.*> Most of the money will be used
to buy modern fishery equipment in a bid to encourage investors deployed in the sector. Some
will also be used to try to increase the relatively low fish consuming habits of the country --
fish is rarely eaten other than during the Lent fast, when meat is prohibited to Orthodox
Christians. "’

Food manufacturing

Food manufacturing as a group accounted for 16.8 per cent of the value of total production
from public enterprises in 1992/93, as well as employing 19.4 per cent of all people working
in manufacturing.* (As with most branches of industry, food manufacturing is still dominated
by the public sector -- in 1989/90, the last year for which statistics are available. private

Table I1.3 -- Major products of food manufacturing (percentage share of total production, by value),
1988/89-1992/93

i
1988/89 1989/90 1990/91 1991/92 1992/93

Flour 22.97 25.76 22.82 17.88 18.47

Edible oil 5.1 5.01 4.08 491 5.13

Pasta and 3.10 2.88 4.58 1.13 2.61

macaroni

Fafa products 1.57 1.93 1.81 2.31 0.58

Bread, galleta 0.47 0.51 0.25 4.77 1.91

and biscuit

Flour 0.92 1.07 8.87 1.48 0.96
by-products

Oil cake 1.93 1.90 1.90 219 1.85

Spice products 2.19 1.86 1.99 2.25 3.67
Sugar 34.12 35.15 32.74 55.09 59.48
Molasses 1.10 1.14 1.08 1.60 1.95
Wat 12,12 10.54 7.68 0 0
Other 14.34 12.44 12.20 6.33 3.38

Tol 100 100 100 100 100

Source: Facts About Public Manufucturing Enterprises, Trade & Tourism (Addis Ababa: Industry and Trade
Department, March 1995), p. 52.
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sector establishmen:s contributed only 4 per cent to the total value of production in the food
manufacturing sector.**) The 1992/93 contribution was well down from, for example,
1989/90. when food manufacturing contributed 28 per cent to the total value of production
from public enterprises. Capacity has. accordingly, fallen from 100 per cent in 1988/89
(which represents the maximum preduction during the past 20 years) to 43.6 per cent in
1992/93.* The government reports that in 1993/94, there were 30 publicly-owned
establishments involved in food manufacturing -- most of which were located in Obomiyaa
and Region 14. Table 1il.3 summarises the major elements of the Ethiopian food
manufacturing, and the following sections consider them individually.

Sugar

The sugar industry came to the country in the early 1950s. HVA, a Dutch enterprise, was
looking for a new locaticn after it had been forced to leave Indonesia in the late 1940s (after
that country's independence). It choose Ethiopia, and its tirst sugar mill began production
in 1954. In 1958, the official name of the company becaine HVA Ethiopia, with the
government receiving a 20 per cent stake in the company, and the bzlance remaining in Dutch
hands.” As with virtually all major industry, the company was nationalised in 1975.

The large Wonji and Methara estates, at which sugar cane grows, have production facilities
associated with them.. (Each has a production capacity of 100,000 tonnes of refined sugar a
year.) Ethiopian production of sugar peaked at 181,196 tonnes in 1985/86, again coming close
to that figure 4 years later (in 1989/90, when 171,263 tonnes were manufactured).** The
production of refined sugar fell once again the following two years, however. Despite
rebounding slightly during 1991/92 (to 149,516 tonnes), decline returned again the next year,
with a production figure of only 136,727 tonnes for 1992/93.*° Notwithstanding these figures,
1t is important to recognise that the two enterprises weathered the turbulent period of 1991/92
rather better than most other industries. Although output and value fell, the decline was not
as dramatic as was seen in other parts of the food sub-sector. Indeed, what was a one-third
contribution to the overall food sector in 1988/89 had become almost 60 per cent by 1992/93.
This is indicative of a particular resiliciice in the industry.™

In 1992/93, the total valuc of production of sugar and sugar-related products by publicly-
owned enterprises was 125 million Birr. Moreover, both the Wonji-Shoa Sugar Factory and
the Methahara Sugar Factory were reported to have made profits in that year.”

Production is mainly for the domestic market, and what little exports there have been have
been declining in recent yecars. They totalied approximately 42,000 tonnes a year in the mid-
1980s (with a value of just over one per cent of all Ethiopian exports), but had fallen to 2,500
tonnes in 1991/92 and 13,123 tonnes in 1992/93.%

Although the sugar scctor is dominated by the two large facilities at Wonji and Methara, there
is another publicly-owned enterprise (the Addis Ketema Sweet Factory, which produces a
small amount of sugar confectionarics), along with five privately-owned facilities. The latter,
however, are relatively minor players -- in 1989/90, they together employed 119 people. less
than 4 per cent of the sector total.

Given that domestic demand for sugar and sugar products surpasses supply, there is scope for
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expansion in the sector. Although desires, ainounced in 1989, to build a new sugar complex
at Finchaa were dinted by the change of government in the early 1990s, the sector has seen
some more recent interest. More specifically, Serv-Techn (a company based in Houston,
USA) has announced its plans to construct a sugar tactory and ethanol distillery. (This was
agreed after the US Overseas Private Investment agreed to provide US$50 million in political
risk insurance.) The facility will be capable of processing 4.000 tonres of sugar and
producing 45,000 tonnes of ethanol a day. It has been estimated that the project will increase
Ethiopia's sugar production by 40 per cent.

Flour, bread and pasta

The second-largest component of the food manufacturing irdustry is that made up of flour,
bread, pasta and related products. With regard to flour. there were reported to be, in
1992/93, ten publicly-owned factories that primarily produce flour -- the largest of these were
located at Awassa. Anbessa, Misrak. and Kokeb. Following the broader trend within the
sector, output trom these facilities fell during the late 1980s and early 1990s, with production
declining by almost two-thirds between 1988/89 and 1992/93 (from 185,500 tonnes to 63,500
tonnes) and the value of production, in constant prices, falling by a similar amount (from
104,111 Birr (1973 prices) to 36,889 Birr over the same period).™ In addition to these public
enterprises (which predominantly supply the urban areas), smaller-scale operations strive to
meet rural demands. * According to the 1985/86 HASIDA survey there were between 10,000
and 20,000 small-scale mills in operation, each employing 2 or 3 people.’**

Within the public sector, there is also 2 factory producing pasta at Ada, and two
establishments, at Kaliti and Fafa, which produce a wider range of foods (including flour and
pasta). Output of pasta grew dramatically during the late 1970s, when the factory at Ada
came on line: indeed, production aimost quadrnled, from 14,000 tonnes to 53,600 tonnes,
between 1978/79 and 1979/80. By the mid 198us, however, the figure had fallen back down
to an average of 19,000 tonnes a year, with decline continuing since then. In 1992/93, for
example. the Ada Pasta and Macaroni Factory produced only 3,689 tonnes, compared with
8.296 tonnes four years carlier.”

Because the production of bread is better suited to small-scale operations, serving a local
market, than large industrial operations, most is produced by smaller, privately-owned
enterprises -- a 1989/90 government survey reports that there were 52 private sector entities
involved in the manufacture of bakery products, which together employed 1,213 people.*’
To meet the demands from a larger urban population, bread production grew dramatically
during the 1980s: from about 30,000 tonnes in each of 1985/86 and 1986/87 1o 156,977
tonnes in 1989/90.** Morcover, it appears to have rebounded trom the troubles of 1991 more
quickly than some other sub-sectors within the food industry -- the real value of output
actually increased between 1990/91 and 1992/93.*

Edible oils

In 1992/93, there were cight factories primarily producing edible oils. This figure was a drop
from previous years, because the age of a couple of the factories had forced them 1o be
phascd-out and recently shut down. As a result, Ethiopians remain relatively small consumers
of these substances -- Iess than | kilogram a year.
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‘Tne Bahir Dar Edibie Oil Factory produced the largest single amount of edible oil in the
country during 1992/93 -- 859 tonnes. This facility is located in the northwest of the country
and was constructed in 1983/84, with the assistance of East German financing. During the
previous two vears, the Modje Edible Oil Factory -- which came on line in 1985/86 -- had
been the largest single producer. These two, along with the Dil Edible Oi) Factory. are the
top three producers of edible oils. (This having been said it should be recognised that
production is rather evenly distributed amongst the largest seven producers.) The three major
producers each were unprofitably in 1992/93, though the Dil Edible Oil Factory showed the
smallest losses. Two smaller factories -- in Teramaj and Edget -- registered small profits.™

In 1989/90. 8,669 tons of edible oils were produced in the country as a whole, this was down
from a peak in 1986/87 of 15,302 tons.®" 1n 1992/93. however, the figure had fallen further,
to 3,658 tonnes. This decline 1s explained not only by the aging of the plant, but also by the
fact that it had proved to be more difficult to acquire the necessary raw materials. (Between
1990/91 and 1991/92, for example. the government reported that the production of oil seeds
fell by almost 75 per cent.*) In 1992/93. edible oils accounted for 5.1 per cent of the total
value produced in the food industry, which placed it third after sugar and flour. The value
of production in constant terms has fallen steadily over the past {ive years. falling by
approximately one-half between 1989/50 and 1992/93. This, however, generally mirrcrs
broader trends within the fooa industry as a whole.

However, production of edible oils is set to increase during the coming years. This will
result not only from greater use of existing capacity, but also because a new facility is s2t to
come on line. The Addis-Mojo Oil Factory, which has been built with l.alian assistance.
begin trial production during September 1995. One report estimates that this factory will
cover 28 per cent of the country’s and 1CJ per cent of Addis Ababa’s oil consumption. The
US$9 million enterprise will have an annual output of 17.000 tonnes of cooking oil, 5.850
tonnes of vegetable oil, 754 tonnes of margarine, 250 tonnes of sari acid and 435 onnes cf
fodder.*”

Another product coming out of this industry is oil cake. This good, which is an important
byproduct of the cil seced milling process, is used as an animal feed supplement. Production
of oil cake peaked in 1978/79 at 74,200 tonnes, falling to 17.100 tonnes in 1985/86. It then
rose during the second half of the 1980s. reaching 40,684 tonnes in 1988/89. It has again
fallen, however, with the figure standing at 16,478 tonnes in 1992/93."* Given that it is a by-
product of the process producing edible oils, it is somewhat surprising to discover that
production is more concentrated than in this primary good: the Modjo Edible Oil Factory
produced almost on -third of the total amount in 1992/93, with the Nazareth Edible Oil
Factory and the Adama Edible Oil Factory -- the second and third largest producers -- each
producing less than half this figure. In total, oil cake is the eighth most valuable product
coming out of the food industry, accounting in 1992/93 ror 1.8 per cent of the total.*

Ol cake was also an important export commodity for Ethiopia during the first half of the
1980s. In 1983/84, for example, it accounted for 4.8 per cent of the value of non-coffee
cxports (16.1 million Birr on a quantity of 49,218 tonnes). A combination of declining
preduction and increasing domestic demand has meant that exports have fallen -- to less than
one million Birr by 1988/89 and they have not rebounded since then. (In terms of quantity,
they stood at 300 tonnes in 1990/91 and O the 10llowing year.)™
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Beyond the production coming from publicly-owned facilities, figures from 1989/90 reveal
that there were three private establishments involved in the manufacture of " vegetables and
animal oils and fats’, between them employing 110 people (6 per cent of all employees).
Alternatively, a HASIDA survey estimated that, in 1985/56, there were about 17 private
sector mills operating (ten of these employing less then ten people). and were thought to
produce about 5,000 tonnes per year.

Spices

In 1970. a spice extraction plant was established as a joint venture between an Ethiopian and
a US company. The facility -- the Ethiopian Spice Factory -- primarily produces spiced
ground red pepper, paprika and semi-finished capsicum. Using inputs from domestic small-
holders, production in 1992/93 was valued at 7,235,000 Birr. This was exclusively generated
by the relatively more-lucrative paprika and capsicum.®’

Much of the output is exported -- between 1985/86 and 1989/90, an average of 105 tonnes
was seni to (primarily) the USSR and Europe annually. generating 6.7 million Birr.** There
1s good potential for expansion in the export of spices. Not only would rehabilitation of the
domestic plant increase output, but there is the possibility for diversification with ginger,
garlic and black pepper tumeric showing the greatest potential.*

Meat

The Ethiopian Meat Concentrate, the Dire Dawa Meat Factory, the Sopral Combolcha Meat
Factory, the Gondar Meat Factory and the Ethiopian Livestock Development (Melge Wondo)
-- all publicly-owned -- are the five enterprises involved in the production, processing and
preserving of meat products. (This is, of course, in addition to the backyard slaughtering that
takes place, primarily in rural areas.) Most of the output is in the form of canned wot (or
“watt'), which is an Ethiopian curry made from beef and mutton. (In 1989/90, for example,
this accounted for 55 per cent of the value of total production). Other products of significance
include corned beef, beef in jelly, boiled beer, minced meart and products which undergo no
processing (that is, frozen carcasses and boned meat). The wrmoil of the early 1990s hit this
industry particularly hard, for production fell dramatically in both 1991/92 and 1992/93.%

Given the size of the Ethiopian livestock population. there is considerable scope for the export
of manufactured meat products. During the first half of the 1980s. an average of 1,900
tonnes was exported annually -- this figure fell to under 1.000 tonnes after 1986/87, with no
exports at all registered in 1991/92 and only 40 tonnes the following year. Thus, what had
been worth about 5 million Birr a year in foreign exchange earnings during the earlier period
had completely dried up by the beginning of the 1990s.”

Prospects

There is great promise in the food sector, both in terms of agriculural crops and
manufactured products. With regard to the former, the potential for increasing harvests could
be realised by, for one, increasing the use of irrigation. Kinfe Abraham argues that there are
" 14 large river basins with a total runoff of 105.5 billion cubic metres, 96 per cent of which
flows to neighbouring countrics. This offers immense potential for irrigation ... 3.5 million
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hectares of land ... could be developed to make the country the bread basket of the Middle
East and North Africa”.™ Only 1 per cent of Ethiopia’s cropland is presently irrigated. a
figure that places it well below the African average of 6 per cent. Indeed. it has been
estimated that the amount of land-area irrigated could be doubled relatvely easily. Fertiliser
use is also below the continent’s average -- 7 kilograms per hectare of crop land in Ethiopia
annually. as compared with 20 kilograms in Africa.”

National and internationzl agencies are starting to take up 1o these possibilities.  The
International Development Association. for example, has recently approved two schemes of
credits. One. valued at US$120 million. will develop a national project designed to liberalise
the fertiliser sector and involve the private sector in what has hitherto been the preserve of
the state. This is expected to contribute significantly to enhanced food security at national
and household levels. improve soil management and strengthen fertiliser-related institutions.
Another is a seed systems development project. Valued at USS22 million. it will contribute
to the goal of increased agricultural output by laying the foundation for the development of
a broad-based and competitive seed industry.

Improved technology and practices will also increase yields. Much of the outmoded
machinery in the sector is to be replaced, and the breeding and feeding practices of livestock
are 1o be scrutinised. so that the incidence of animal discases -- which have. in the past.
plagued livestock development -- can be reduced.

Institutionally. meanwhile, state farms are to be consolidated. rationalised and privatised on
the basis of an in-depth study of their financial and managerial problems. More generally, the
previous policies -- which served to obstruct private farming -- have been reevaluated.
Amongst the changes (some of which were set in train before the change of government in
1991) include: an elimination of compulsory sales to the state. the establishment of legal
tenures. the acceptance of the use of private labour and the creation of large commercial
farms.

Beverage industry

There were 14 publicly-owned establishments involved in the beverages industry in 1992/93.
Although most (that is. one-half) were located in Region 14, the industry showed a more even
distribution than virtually all the other manufacturing sectors (not surprising considering the
domestic demand). Together. these enterprises employed 7,421, operated at 67.4 per cent
capacity. and contributed 15.9 per cent to the value of all industrial production. Table 111.4
reveals the main products from this sector.

Beer

Within the beverage scctor as a whole, the largest single component was the ™ malt hiquors and
malts” category, accounting for almost half (49.2 per cent) of the value of total production
in the scctor in 1992/93.7 The beer clement of this was realised by three breweries, each of
approximately the same size. They were located in Addis Ababa (the St. George Brewery,
which was opened in the 1920s), in Scbetta (the Meta Brewery, built in the 1960s) and in
Hararge (the Harar Brewery, completed in the mid 1980s with financial assistance from the
Czechoslovakians).




Table I11.4 — Major products of beverage manufacturing, percentage share, 1988/89-1992/93

1938/89 | 1989/90 | 1990/91 1991/92 | 19927953
Liquor 12.06 15.30 18.97 16.46 10.65
Wine 7.21 7.87 0.00 9.81 7.12
Beer 49.82 44.65 57.38 32.39 26.71
Soft drinks 7.49 7.90 9.33 11.58 7.36
Mineral 1.92 21 1.68 2.13 2.10
water _
Malc 8.87 9.89 9.80 10.98 22,51
Odher 12.61 12.28 2.84 16.63 23.56
Toual 100 160 100 100 100

Source: Facts Ahout Public Manufacturing Enterpr:ses. Trade & Tourism (Addis Ababa: Industory and Trade
Deparment. March 1995), p. 52.

Before the Assela Maltery in Arsi was completed in 1984, most of the malt required for the
industry had to be imported. With this constraint relaxed, however, production figures
increased dramatically during the second half of the 1980s. Output from the ihree breweries,
however, fell steadily between 1988/89 and 1991/92 -- from just over 60 rillion litres to just
under 19 million litres. Recovery is well underway -- in 1992/93, the production figures had
risen to almost 24 million litres.”

In addition, the production of malt itself has increased to such an extent that it is rivailing
beer in terms of vaiue (84.3 per cent of the value in 1992/93). After the Assela Maltery
opened, malt production grew rapidly, with an output of 11,000 tonnes in 1988/89 -- 110 per
cent of nominal installed capacity. Expansion of the Assela Maltery and the production of
malt at the St. George Brewery helped to double this production figure to 22,000 tonnes in
1992/93 (with a value of over 42 million Birr).” The development of the malt industry has
also strengthened the backward linkages to the agricultural sector.

Soft drinks and carbonated water

Of the other elements making up the beverage industries, the soft drinks and carbonated water
industries is second to beer. They are produced from scven facilities, two (at Amso and
Babile) produce mineral water, while the others produce a relatively narrow range of soft
drinks (of these, the most significant are the Addis Soft Drinks Factory, the Abay Mesk Soft
Drinks Factory and the Dire Dawa Soft Drinks Factory). Each serves a regional market.

The output of soft drinks rose steadily during the 1980s -- within the public secior. for
example, production rose from 10.4 million crates in 1985/86 to 13.1 million in 1988/89."
As with most manufacturing activity, however, production and sales suffered during the late
1980s and carly 1990s. Nevertheless, the worst scems to have been weathered, for the real
value of production in 1991/92 and 1992/93 was virtually identical. Mineral water production,




meanwhile. appears to be well on its way to recovery: output at the Ambo Mineral Water
Factory increased by 30 per cent between 1991/92 and 1992/93 7

There are plans to partially privatise parts of the industry in the near future. It is proposed
that the soft drinks and mineral waters factories will be jointly operated by government and
private enterprise. with the government retaining 2 stake of between 25-49 per cent.™

Spinits

Spirits iake up the third largest component of the sector, with araki (pastis). brandy and rum
being the major products. They are produced at eight distilleries and blending plants (some
of which are private. which is unique in the beverages industry). Ouiput doubled during the
first half of the 1980s. thereafter levelling off at an average of about 55,000 hl a year. The
largest publicly-owned factory. the *National Alcohol and Liquor Factory’, produced about
3 million litres in 1992/93.%

Wine

Finally. the wine industry rounds out the beverage industry. There are two wineries in Addis
Ababa (publicly-owned by the Ethiopian Beverage Corporation) and ore Jrivate one.
Approximately 1,000 hectares are under cultivation for grapes. and these form the basis for
much of the export wine produced. Wine for domestic consumption, meanwhile, is produced
from raisins imported from Turkey and the Yemen Arab Republic. Production during the
second half of the 1980s was steady at just under 100.000 hl. There are some export
possibilities in the sector. All elements of the beverage industry. however, are hampered by
two major problems: bottle shortages and problems with the country's transportation
infrastructure.

Tobacco industry

Cigarettes. retailing largely under the name “Nvyala', are produced at a publicly-owned
faciory in Addis Ababa. This establishment empioyed 984 people in 1992/93. and produced
just under 1.3 million units. Valued at 79.4 million Birr, the factory contributed 6.7 per cent
to the vaiue of the country’s industrial production. Although the production represented a
decline compared with two, three or four years previously. it was not down as much as some
other industrics; moreover, recovery appears 1o be well underway. Capacity had already
increased 10 67.5 per cent (as compared with the previous maximum production) by
1992/93."

Given the modest-size of the Ethiopian tobacco crop. the indusiry is relatively import-
dependent (averaging 64 per cent of raw material costs between 1988/89 and 1992/93).
Nevertheless, it is still a profitable one, making 13,000 Birr in 1992/93. Moreover. it has
achieved this will relatively little public investment (for example, it received less than 0.25
per cent of all industrial public investment between 1988/89 and 1992/93).*

B. -- TEXTILES AND CLOTHING

In the late 19403, the textile industry ranked second only to the food industry in terms of
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production and employment. Within this, the cotton industry was dominant. The majority of
it. however, was made up of foreign capital. The Indo-Ethiopian Factory. for example, was
41 per cent Indian-owned. with only 25 per cent Ethiopian participation (both public and
private). By the same token, the so-called Ethicpian Cotton Company was originally
organized by the ltaliars and later taken over by the Japanese. Another major cotton factory
located at Asmera was owned by an lialian, and the so-cailed Ethio-fabrics Share Company
was dominated by Swiss capitalists. Likewise. the Tendaho cotton plantation was virtually
completely owned by the British company Mitchel Cotts.*

With the revolution in 1975, however, came nationalisation of the industry. Even with the
onset of economic retorm after 1991, the industry still remains predominantly in public hands.
There are a number of privately-owned knitting mills. but they contribute less than 2 per cent
to the value of the production in the sector.

Thus. textiles and clothing are dominated by the 17 publicly-owned establishments. They are
located around the country: nine in Region 14, three in Region 3, two in Oromiyaa and one
in each ot Southern Ethiopia, Region 12 and Dire Dawa. Together, they employed 19.717
people in 1992/93. worked at 61.6 per cent of capacity and contributed 19.3 per cent to total
value of industrial production.

The major products coming from this sector are tabrics and yarn (accounting for,
respectively. 58 and 15 per cent uf the total value of production in the textiles industry). The
most important mills producing these goods (in order of value of production in 1992/93) are
located in: Akaki, Awassa, Combolcha.™ Dire Dawa and Bakir Dar. Major garment factories
(which contribute 13 per cent to total value) can be tound in Addis Ababa and Akaki, with
blankets (8 per cent) being produced at Bebre Berbane and sacks at the Ethiopian Fiber
Product. Other products being produced -- in smaller values -- include sewing thread, twine
and rope. Table III.5 presents the major products.

Table II1.5 -- Major products of textile manufacturing, percentage share, 1988/89-1992/93

1988789 193990 1990/91 i991.92 199293 i
Fabrics 48.60 48.82 49.25 5551 57.98
Yarn 14.75 15.63 12.57 15.15 14.73
Blankews 5.86 4.46 .11 2.47 7.80
Garments 14.57 19.71 16.71 12.71 13.27
Sacks 7.46 6.29 6.74 3.86 2.46
Sewing thread 278 218 287 1.35 0.46
Other 6.00 2.95 7.94 9.15 3.29
Toral 100 100 100 100 100

Source: Facts Ahout Public Manufacturing Enterprises, Trade & Tourism (Addis Ababa: Industry and Trade
Deparunent, March 1995), p. S2.
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C. -- LEATHER AND FOOTWEAR

With Ethiopia being home to Africa’s largest livestock popuiation. the countrv has been
encouraged to develop a significant industry in hides and skins. It ranks as the second larges:
export commodity. accounting for 21 per cent of export earnings in 1991792 and 17 per cent
the next year.™ Preliminary figures suggest that its contribution has continued to be important
since then: one source reports that the value of exported goat hides for gloves has recently
been about US$2 million a vear.®

In Ethiopia in 1992/93, there were 10 publicly-owned establishments in the leather and shoe
industry in operation -- together they employed 6.283 people. were working at 100 per cent
capacity (that is, the greatest output for the previous 20 years) and coniributed 11.3 per cent
to the total value of industrial production. The largest tanneries were the Ethiopian Tannery.
the Medjo Tarnery. the Awash Tannery and the Addis Tannery. Leather shoes were
produced at the Tikur Abbay Shoe Factory and the Anbessa Shoe Factory, while canvas shoes
were made at the Ethiopian Rubber and Canvas Shoe Factory (which also produced a smaller
number of wellington boots). Universal Leather Articles produces a small amount (in terms
of value) o1 higher-quality leather goods -- for example. briefcases. hand-bags and wallets.

It s widely agreed that this sector offers great potential for export expansion and the
promotion of national deveiopment. Relatively few skins are currently processed lccally. The
government’s new programme of reforms is intended to change this -- increasing both the
quality and quantity of production. (Quality can often sutfer from poorly prepared hides,
which decay and lose their grain quality with delays in distribution.)

D. - WOOD AND WOOD PRODUCTS

Forests once covered most of Ethiopia -- even in 1950. there was six times more forest cover
than there is at present. It is estimated that only 4 per cent of the country is presently under
forest cover (though a larger area has open woodland savannah). The annual rate of
deforestatior. during the 1930s was approximately ().3 per cent. The Economist intelligence
Unit quotes 2 World Bank report which says that Ethiopia needs a 2C-year programme costing
more than US$400 million to replant 4 million hectares. Without it. the Bank calculates that
the demznd for wood for fuel will exceed resources within two decades.™

Because of the demand for wood to meet houschold energy requirements, the worst
deforestation has taken place around urban areas. Most -- that is more than one-half -- of th.
forests that remain can be found in the western part of Ethiopia (particularly the regions of
Kefa and llubabor); a further one-third are in the south.™

Deforestation obviously has implications for the wood and wood products industry, and the
industry has expericnced a corresponding decline since the early 1980s. Nominal installed saw
capacity at that time was estimated to be 220,000 cubic metres per year. Most of the saw
mills were old, even then, working with obsolete machinery and finding it difficult to sccure
spare parts. Conscquently, many mills subsequently closed.™ Output of finished timber
declined steadily during the 1980s: the FAO reports that the production of sawnwood fell
from 45.000 cubic metres in 1982 to 12,000 cubic metres in 1993, Reductions were also
experienced in the production of fibreboard, sawlogs and veneer, and wood-based pancls.™

19




This has been accompanied by an increase in demand for fuelwood and charcoal. The FAO
also reports that the production of these goods increased from 33 million cubic metres in 1982
to 45 million cubic metres in 1993 -- not surprising given the increase in the size of the
population.*!

In 1992/93. the government reported that there were eight publiclv-owned establishments in
the wood and wood products industry in operation. All were located in Region 14. and
together they employed 4,297 people, operated at 78 per cent capacity and accounted for 2.2
per cent of industrial production. Of these, half produced furniture (with the most significant
being at Warka [a facility called Mosvold] and Finfine [3F]). and, of the others. the
enterprise at Ecafco was the most important, producing less-refined products.®

E. - PULP AND PAPER; PRINTING AND PUBLISHING

Acuivity in Ethiopia’s pulp and paper industry centres around two publicly-owned enterprises.
The largest of these is the Eihiopian Pulp and Paper Share Company. which is located in
Wonji. Established in 1955, its capacity is nominally 10,000 ronnes a year. In 1992/93, it
produced just under 7.500 tonnes. the majority of which (almost 63 per cent) was writing
and painting paper.”’ Notwithstanding the name of this factory, Ethiopia produces no pulp.
Consequently, domestic demand can only be met when sufficient foreign exchange can be
found to pay for imports (the price of which fluctuates dramatically). In 1989/90, the country
imported 6.084 tonnes of the material.> The country also imports quantities of ~paper and
paperboard’. The FAO estimated that in 1993, 5,000 tonnes were imported -- they have been
as high as 13.000 tonnes (1985).* These imports are, of course. also restricted by the amount
of foreign exchange available.

With regard to the printing and publishing industry, there were seven pukblicly-owned
establishments in operation in 1992/93. Five of these were located in Region 14, while there
was one in each of Regions 3 and 13. Together they employed 5,613 people, opcrated at 67
per cent capacity (as compared with the maximum production over the past 20 years) and
contributed 5.5 per cent to the total value of industrial production in the country. The Berhane
Selam Printing Press. the Artistic Printing Press and the Commercial Printing Press were the
most significant ones that produced the traditional range of publishing materials. A wider
range of goods (including toilet paper), meanwhile, is produced by the Yekatit Paper
Converting. A number of smalier, private printing presses have also traditionally operated.*

The prospects for the industry are good. The value of output, in real terms, grew between
1991/92 and 1992/93, and it is generally thought that this has continued since. In particular,
with the expansion in education, there will be greater demand for paper products. Indeed,
exercise books were the largest-single contributor to the industry’s value in both 1991/92 and
1992/93. This is all the more remarkable given that none were reported to have been
produced during the previous three years.”

F. - PETROLEUM REFINING

Oil exploration has been carried out sporadically in the Ogaden region of Ethiopia since the
1930s. During the 1970s, Americans undertook exploratory drilling in the region, followed
by Sovict geologists during the 1980s -- though traces of oif were found, they were not of the
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size 10 be commercially-exploitable. Nevertheless, geologists are still cautiously optimistic,**
and an oil concession was granted in the Afar region (in the northeastern part of the country)
in 1994.™ Under the terms of this agreement. Afar Oil Exploration of the US has a six-year
contract to search 23206 square kilometres. The Ethiopian Minister of Petroleum
Development saxd in February 1995 that an international oil company was also seeking
exploration rights in the western Gambela region. In 1994, morcover. the International
Petroleum Corporation reported it was involved in regional studies on this huge block on the
border with southern Sudan. The Minister also announced that studies were being planned for
the Wereilu region in northern Ethiopia."™ Hence. activity is brisk with respect to oil
exploration.

There is. meanwhile. also potential for natural gas production. In {987, the government had
announced the discovery of a deposit with an estimated reserve of 235 billion cubic metres,
in Hararge. Although the size made the tird attractive, the deposit's remote location made
it somewhat more daunting. Nevertheless. a feasibility study was prepared.™ More recently.
the World Bank has invested about US$1350 million to develop the Calub gas field (which is
focated in the southern extreme of the country).'”” Finally. the government disclosed., in June
1995. the discovery ¢f a natural zas denosit of 68.("0 million cubic imetres in the Gode

arca.'”

These various developments bode well for the future, though at present, Ethiopia continues
to be dependert upon foreign sources of oil and gas. In addition. with the independence of
Eritrea. Ethiopia has also become entirely dependent upon imported petroleum products --
most of which are now obtained trom the refinery in Assab (Eritrea)."

G. - CHEMICALS

There were 12 publicly-owned establishments in the chemical industry in 1992/93. They
employed 2.824 people, operated at 67 per cent capacity and contributed 9.7 per cent to the
national value of industrial production." The following sections briefly examine the major
products of this cector.

Soap: There are three soap producing factories: the Gulelie Soap Factory, the Nazereth Soap
Factory (both of which produce primarily laundry soap) and the Repi Soap Factory (which
produces powder soip. bleaching liquid and detergent). Production increased dramatically
between 1991/92 and 1992/93. to such an extent that soap accounted for 22 per cent of the
sector (as compared with 15 per cent and 8 per cent the previous two years). '™

Carbon dioxide: Production of carbon dioxide increased dramatically during the mid-1980s,
in response to greater demand from the beverage industry. Production figures went from 480
tonnes in 1985/86 to 788 tonnes in 1989/90. In 1992/93, the main reported producers were
the Meta Brewery and the Addis Gas and Plastic Crates Factory (Ethio-Gas and Plastic
Factory).""”

Oxygen: Oxygen is primarily produced at the Chora Gas Products Factory.  Output peaked
at 186,000 cubic metres in 1987/88 and has been relatively constant -- varying between
148.000 cubic metres and 170,000 cubic metres -- since then.™”
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Paints, varmishes and lacquers: Paints are primarily produced at the Tsedey Paints (No. | and
2) Factory (Nefas Silk Paint and Oil Pain:) in Addis Ababa. The value of production has
grown in recent years. Other products -- for example, shoe polish and floor wax -- are
produced at the Chora Gas Products Factory (also located in the capital)."™ The Kokeb Paints
Factory, meanwhile, is a privately-operated enterprise which also operates in the sector.

H. - NON-METALLIC MINERALS (BUILDING MATERIALS)

The building and construction contributed 2.5 per cent to the country's GDP in 19931
Cement is by far the most important construction material manufactured in Ethiopia.
accounting for 87 per cent of value in the “non-metallic’ manufacturing sector. Of this, the
vast majority is produced at the Mugher Cement Factory. This facility. which came into
production in 1983 with financial assistance from East Germany, produced 343.918 tonnes
in 1992/93. An additional 33.167 tonnes was produced at the Addis Ababa Cement Factory -
- this facility. which was established in 1964, has a nominal capacity of 70.000 tonnes per

_\'ear.l“

Bricks, meanwhile, are produced at the Burayu Bricks Factory and the Ethio Bricks Factory
(each producing about 9 million annually). while marble is produced at the Ethio Marble
Industry. In the “non-metallics’ industrial sector as a whole. there were nine publicly-owned
establishments -- three in Oromiyaa and six in Region 14 -- which together emploved 4.415
people in 1992/93, operated at 100 per cent capacity and contributed 7.4 per cent to the total
value of industrial production.'"

The above are only the publicly-owned operations in the sector. The construction industry
is relatively unique in Ethiopia, given the high rate of private sector participation. even during
the Derg regime. Chole, for example, states that the state accounted for only 48.4 per cent
of all activity.'” Keith Griffin further reports that the " construction sector ... has about 160
small-scale building contractors and for policy purposes should be thougit of in conjunction
with small-scale manufacturing ..."""*

Prospects for the industry are good. Given the increase in tourism -- both that which has
already been realised and that which is expected to occur -- there will be greater demand for
new buildings (for example, hotels and recreation facilities). Supply. moreover. could be
increased. There has traditionally been a bottleneck in construction, primarily caused by
problems with the transportation infrastructure. Overcoming these would open up even greater
opportunity for the industry. It would also bring benefits by replacing what now has to be
purchased with precious foreign exchange (that is, some cement) with domestic production.
Additionally, the elements of a construction industry could be created based on local needs
and local supplies: a small quarry. a brick kiln, 2 sawmill or a cement plant.'**

At present, the range of non-metallic mineral products used outside the construction sector
is extremely limited. Glass is the most important of these products -- “bottles’ contributed
2.5 per cent to the total value of the “non-metal industry’ in 1992/93 "%

I. -- IRON AND STEEL

The government has ciaimed to have discovered proven reserves of 60 million tonnes of iron
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ore in Welega province.'"” At present, however. because Ethiopia has no iron ore reduction

facilities. it must import its steel.

Thus, the national production of metal products is usually derived from a combination of
imported steel and imported and !ocal scrap metal (imports account for over 80 per cent of
total raw material costs). The largest facilities are the Akaki Metal Products Factory (which
produces galvanized plain and corrugated siecl sheets and, since 1985. galvanized metal
pipes), the Ethiopian Iron and Steel Factory (which primarily produces reinforcement bars
and nails) and the Kaliti Steel Industry Factory (which produces the largest range of products,
both for the general market and custom built for ciients in industry and the construction
sector). The quality of the steel is generally poor. Still. all three reported profits in
1992/93.'"

Within the sector as a whole. corrugated iron sheets, reinforcement bars. household utensils
(which are produced at a factory in Kolfe) and nails are the most valuable products. The
indusiry appears to have recovered from the difficulties that afflicted manufacturing as a
whole in 1991/92, for production in all of these areas increased between 1991/92 and
1992/93. while the value of the sub-sector as a whole increased by <7 per cent (in constant
prices)."'"

J. -- NON-FERROUS METALS

[n 1993. mining and quarrying contributed only 0.3 per cent to the country's GDP.'™ There
is, however. considerable potential. This section briefly considers a couple of the most
premising non-ferrous metals.

Gold

The country currently has onc operating gold mine -- that is at Lega Dembi (in Sidamo),
some 350 kilometres south of Addis Ababa, which opened in February 1991. The annual
output of this facility is approximately 3 tonnes. Additionally, there is mining of alluvial eold
deposits at Adola in the Sidamo region -- this produces an additional 400 kiiograms per year.
Table I11.6 reports upon gold production in Ethiopia during the 1980s.

There are large hopes for future activity in the s_ctor, for proven deposits amount to 300
tonnes and potential reserves have been estimated at 500 tonnes. Moreover, the prospect for
more finds is strong.'*" Accordingly, the government has been promoting foreign investment
in the gold sector.

In August 1994, the government put four gold projects up for inter.ational tender. Three --
that is, those at Dul near Assosa in the west (about 800 kilometres from the capital), and
Adola-Mcgado-Seredo and Dawa-Digati near Adoua in the south -- subscquently attracted
interest; no investors registered curiosity in the fourth project, near the southern border town
of Moyale." In all, 13 companics bid for the licences to produce gold -- four were
American, three Canadian, two lalian, and onc cach from the UK, Ireland, Saudi-Swedish
and an indigenous consortium.'*’ (The mining laws had been revised in 1991, thus inviting
in forcign capital and experts to participate in the exploration of the country's natural
resources.)
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Table 111.6 - Quantity and value of production of gold, 1981/82-1990/91

weight (kg) value
(thousands of
Birr)
1981/82 4921 13782.7
1982/83 463 13140
1983/84 661.6 16936.8
1984785 918.2 19373.4
1985/86 923 20951.7
1986/87 643.3 17983.2
1987/88 728.3 212432
1988/89 745.5 20410.9
1989/90 848.1 21476.3
1990/91 3038 79647.3

Source: Ethiopian Siatistical Abstract 1992 (Addis Ababa: Central Statstical Authosity).

One agreement was eventually signed with a Canadian-registered company called Golden Star
Resources. In April 1995 (after the selection had been made in January), 90 exploration
licenses (each with an initial three-year term) covering the 1,800-square-kilometre Dul gold
project were granted to the company. The project area covers three proterozoic greenstone
belts within which there has been significant historical artisinal gold mining. Small scale gold
mining is still active in the area (and there is evidence of small scale open pit and
underground mining). The company said that the Ethiopian Institute of Geological Surveys
had carried out exploration work in the area since 1985 and had identified six gold prospects
(and perhaps some chromate occurrence as well!). Of these, the Dul mountain prospect was
the most advanced, with previous work consisting of soil geochemistry, geophysics, pitting,
trenching and diamond drilling. Six drill holes were completed by the Insiitution in 1993-94,
for a total »f 697 meters, prior to the decision to offer the property to international tender.
Two of these holes were abandoned before they reached target depth due to drilling problems.
Golden Star said it intended to operate the Dul project through its 91.4 per cent-owned Pan
African Resources Corp. As part of the agreement, the company said it had undertaken to
commit up to US$7.3 million to exploration of the project area during the initial term. It said
that it was committed to spending US$2.15 million during the first year of the agreement.'**

Another was signed with Canyon Resources Corp. in January 1995, when this company
received two exploration contracts in the Megado-Seredo and the Meleka Abeba areas. The
two areas comprise about 205 square kilometres in the greenstone belt in southern Ethiopia.
(The Megado Seredo exploration area includes 97 square kilometres immediately south and
adjoining the Lega Dembi mine area.) One prospect area at Megado Seredo has already been
extensively trenched and sampled, yielding an average of 2.5 grams per ton (or 0.08 ounce
per ton) of gold within a quartzite horizon over a strike length of 800 meters and an average
thickness of 10-30 meters. In addition, visible gold has been found in trenches in other areas
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of the Megado Seredo exploration area. The Meieka Abeba exploration area, meanwhile,
includes 108 square kilometres with several favourable gold-bearing horizons north of the
Lega Dembi mine within the Adola gold belt.'”

September 1995 saw the conclusion of another agreement -- this one with a US company
called Canyon Resources Africa. The agreement gives the latter exclusive rights to explore
for gold in an area covering 23 square miles in the Adola gold belt. The company was
expected to start exploration within 45 days and had indicated that it would spend around
US$2.3 million during the initial exploration period of three years.'**

The government hopes to the country to be producing up to 30 tonnes of gold annually within
five years. Moreover, the government is confident that developments will bring other benefits
as well -- creating employment opportunities and helping to develop more remote areas. (The
mining law provides for exploration licenses which are convertible to mining licenses.)

Tantalite

Tantalite is a hard mineral which is primarily used in the electrical components industry. A
significant deposit of tantalite has been identified in Kenticha (in the south-west of the
country),"” which could yield 200 tonnes a year. Given the high international price of the
commodity, this is a potentially-strong export material.'** The government is keen to
encourage development.

Other

There are already limestone (for cement) and salt works in operation. (The former is
processed at the Ethio Lime Senkelle Factory.) The government has claimed to have
discovered proven reserves of 300 million tonnes of coal in Kaffa, 400 million tonnes of
bicarbonate in Shoa and potassium deposits with a potential yield of 1.5 million tonnes a year
in Tigray."® Abraham, meanwhile, reports that copper reserves are estimated to be 660,000
tons. '

What is beyond doubt is that the government would like to develop potential mineral seams -
- in addition to those already mentioned, others include soda ash. nickel. tin. cadmium.
platinum, potash and marble. Not only Joes it provide the potential to benefit the country as
a whole, but. given that most of the mineral wealth is located in the peripheries of the
country, mining (and other industries based on mineral resources) would help further the
government’s goal of more balanced national development. Therefore, to encourage
exploration, prospecting and production, new investment and tax incentives have been
introduced. "'

K. -- MACHINERY AND TRANSPORT EQUIPMENT

The Nazereth tractor factory, which is located about 100 kilometres from Addis Ababa, was
completed in 1984/85 with financial assistance from the USSR. Production from the factory
was reported to be consistent for each of 1989/90, 1990/91 and 1991792, but had some
increase in output in 1992/93."* The factory has historically been hindered by the difficulty
in securing the spare parts necessary for assembly operations.
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