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SUMMARY 

In March 1990, the government of the People• s Democratic 
Republic of Ethiopia announced a radical package of reforms that 
would dismember the central planning machinery that has managed the 
economy since 1976 and allow market forces to all~cate resources 
within the economy. This abrupt change in economic policy was, the 
government stated, a response to the deterioration of Ethiopia's 
economic performance over the past decade. Real growth rates 
averaged just 1.7 per cent from FY1981 to FY1987 and m~y h~ve been 
lower still or negative for the period thereafter. This is far 
behind t.he estimated 2.9 per cent annual increase in population. 
Consequently, per capita incomes have fallen. According to the 
World Bank GNP per capita stood at $130 in 1987, making Ethiopia 
the poorest country in Africa by a wide margin. 

Agriculture, traditionally the mainstay of the economy, 
accounting for over 40 per cent of GDP and 90 per cent of exports, 
has performed abysmally. Value added has fallen by an average of 
0.4 per cent per year from 1980/81 to 1986/87. output of grains 
has failed to keep pace with population growth necessitating 
substantial food imports. Even so, the average per capita daily 
calorific intake has fallen by nearly 5 per cent over the last 
twenty years while the same indicator has increased significantly 
for almost all other low income countries. Droughts in the 1981-
82, 1984-85 and 1987-89 have certainly played a major role in the 
decline in agricultural value added, but there is also an 
underlying trend of declining per capita agricultural production. 
This may be ascribed to economic policies: the erosion of 
incentives as real prices for agricultural products declined and 
the concentration of resources in the development of state farms 
which have failed to yield an appreciable return. 

Industry has fared better, recording an average 4.8 per cent 
increase in value added per annum from 1980/81 to 1986/67. However, 
gross production figures for the IPEs - representing over 90 per 
cent of industrial output - indicate that growth rates have slowed 
from around 8 per cent in the early 1980s to just 2.8 per cent in 
i988 as investment tailed off and supply constraints began to tell. 

Low and declining real incomes, shortages of agricultural 
inputs and consumer goods have reduced the propensity to save in 
the private sector. Public sector saving has been negative for the 
1980s as a whole, even though government revenue rose from 21.7 per 
cent of GDP in FY1981 to 28.8 per cent of GDP in FY1987 and fiscal 
management has been conservative. Total domestic savings have 
dropped from 7.5 per cent of GDP in FY1975 to 2 per cent in FY1987, 
averaging just 1. 7 per cent over the FY1983-FY1987 period. What is 
more the share of government expenditure allocated to development 
activities has fallen owing to substantial increases in defence 
expenditure. Expenditure on general services - which includes 
defence - has inc~eased at a rate of 19 per cent each year from 



1974 to 1988 and accounted for over 50 per cent of the government 
budget by the late 1980s. While the lt!vel of investment has 
increased from about 10 per cent of GDP in the late 1970s to around 
11.5 per cent in the early 1980s, reaching 14 per cent of GDP in 
FY1987, this is still considerably lower than the levels seen in 
other developing countries. Furthermore, owing to the limited 
domestic financial resources available, about 70 per cent of new 
investment has been financed by foreign borrowing resulting in a 
massive increase in Ethiopia• s external debt burden. This has more 
than doubled from $1,239 million in 1982 to $2,978 million in 1988 
- the equivalent 54 per cent of GNP. Ethiopia's debt servicing 
obligations have increased at an even faster rate, rising from $74 
million in 1982 to $267 million in 1988, 39.2 per cent of export 
earnings as compared with 13 per cent in 1982. 

Meanwhile, Ethiopia• s chronic trade deficit has widened. 
Although the value of exports increased at an annual average rate 
of 4.7 per cent from FY1975 to FY1987, imports increased at a rate 
of 10.4 per cent over the same period. Despite attempts at export 
diversification, the economy has become increasingly dependent on 
coffee as a source of foreign exchange. Output of other 
agricultural exports has tended to stagnate or been diverted to the 
domestic market, even coffee production has fallen during the 
1980s. In the three years to FY1974, coffee accounted for less than 
40 per cent of export earnings; by the FY1984-FY1987, this 
proportion had risen to 65 per cent, with a peak of 72 per cent in 
FY1986. As a result the collapse of world coffee prices in July 
1989 following the abolition of the International Coffee 
Organisation (ICO) quota system, cut total export earnings by as 
much as 25 per cent. Fortunately Ethiopia's current account 
position has been cushioned from the effects of a deteriorating 
balance of trade by exports of services and net-transfers, 
particularly aid-flows during drought years, such as 1981, 1985 and 
1986. Yet these inflows have dropped sharply once the immediate 
threat of famine has passed. In the past the government has 
financed the current account deficit by drawing on reserves and 
foreign borrowing. By Hovember 1989, Ethiopia's reserves had 
dropped to $40 million, sufficient to p~ovide import cover for 
about four weeks. 

Peasant agriculture is the key to Ethiopia's economic 
recovery. To increase production, however, incentives must also be 
restored to encourage investment and production. The first steps 
along this line were taken in November 1987, when the government 
reduced compulsory grain purchases and increased producer prices by 
around 10 per cent. Following the collapse of world coffee prices, 
the government increased coffee producer prices by about 130 per 
cent in October 1989. Then in March 1990 the government dnnounced 
that price controls on grain would be reduced and the Agricultural 
Marketing Corporations' monopoly on domestic trade in cereals would 
be abolished. This is expected to increase producer prices 
significantly, providing an incentive for farmers to step up 



production. Hopefully this measure - together with the recognition 
of peasants' usufruct rights to the land and rights of inheritance 
- will nave the d&sired effect. But this is by no means certain. 
If consumer goods are not available an increase in income will be 
meaningless to farmers. They could respond by reducing production 
to maintain their output at subsistence levels. Moreover, without 
an increase in fertP.iser imports, farmers will be unable to 
increase production. Investment is also needed in Ethiopia's sparse 
rural infrastructure if agricultural surpluses are to be mobilised 
effectively. 

Private sector participation is also seen as the key to the 
revitalisation of the industrial sector. Measures were introduced 
to facilitate private sector investment in small-scale industry in 
mid-1989 1 prompting an influx of applications from potential 
investors. Further incentives were announ~ed in May 1990 with the 
promulgation of a new investment code. This legislation removes 
the ceiling on domestic private investment altogether, allows wide 
forms of capital association and joint ventures with foreign 
partners. All restrictions on the field of private sector 
investment have ;; , so been removed, save for a narrow range of 
sensitive activities. This will introduce a spirit of competition 
into the industrial sector, previou;:l.y characterised by quasi
monopolies and monopolies. competition will certainly benefit 
consumers, both by forcing down prices and closing the "supply-gap" 
which has offered large scarcity rents to producers in the private 
sector. 

Further reforms are expected. Discriminatory interest rates 
will be abolished, along with the public sector's preferential 
access to credit. So will the discriminatory tax regime that has 
burdened private investors with a marginal rate of taxation of 85 
per cent at the top of the scale. This will greatly facilitate 
private sector investment which has, in the past, tended to rely on 
personal savings to finance new projects. Furthermore, the 
abolition of the state's monopoly on the marketing of agricultural 
products will enable private investors to purchase raw-materials 
that have generally been short supply. Private sector factories 
will soon be able to bid for their inputs in fair competition with 
the large public sector enterprises. 

Public enterprises - acccunting for oyer 90 per cent of 
manufacturing value added and output - will also undergo major 
changes in the near future. Management autonomy has been promised, 
though exactly how this will be achieved is unclear. Certainly, 
direct Ministerial intervention in the day-to-day affairs of 
Industrial Public Enterprises (IPEs) will cease, as will 
Ministerial scrutiny of budgets, manpower and input requests, and 
investment decisions. At one level it may imply that the 
Corporation structure, in place since 1977, will be retained, with 
the Corporation's management supervising the activities of each 
enterprise. More likely, however, will be the dismemberment of the 



Corporation structure allowing plant level management to pursue its 
own development strategy. These enterprises will be able to 
compete freely for their inputs, determine their production lines, 
introduce new methods of ~anagement and incentives. Such managerial 
reform will be a lengthy process, requiring technical assistance, 
often on a plant by plant basis. Decision m~king will be 
facilitated by the removal of secondary social objective~ from the 
enterprises' corporate goals; the government has made it clear that 
profitability, productivity and economic efficiency will be the 
sole criteria for assessing an enterprises• viability. IPEs will 
no longer be shielded fro~ private sector competition by licensing 
restrictions, preferential access to credit and raw materials -
even their priority allocation of foreign exchange may be lost in 
the near fut.ure. Those enterprises that are unable to perform in 
the new competitive environment have been threatened with 
privatisation or liquidation. 

For the time being pric6 controls will remain in place for 
·.iany industrial products, but market pricing will be introduced 
progressively as monopolies are eroded by new investment. Within 
a couple of years, it is hoped that only the prices of necessities 
will be controlled. This will facilitate a far more efficient 
allocation of resources. So will the reduction a J unification of 
protective tariffs. Competition between dome.:;: .:ic and imported 
manufac~ures will also promote greater efficiency within the 
industrial sector, forcing the industry to follow the line of its 
comparative advantage. 

Formerly, the industrial development strategy emphasised 
import substitution, catering to the basic needs of the population. 
In view of Ett.iopia 's precarious balance of payments position, 
however, export promotion has been identified as one of the 
government's priorities since the mid-1980s. Considerable effort 
has beer. made to identify suitable export products and penetrate 
new markets. This policy has borne fruit as the value of 
manufactured exports increased from Birr83.7 million in 1980 to 
Birr157. J million in 1987 and the range of e;,,cport products has 
broadened slightly. Moreover, manufactures as a share of total 
exports have increased from 8.8 per cent to 19.8 per cent over the 
same period. The prospects for further expansion of manufactured 
exports seem bright. Alongside the development of export markets 
for products originally intended for the domestic market, the 
government is investigating a proposal to establish a Export 
Processing Zone to attract export oriented industries financed by 
foreign capital. 

Exports would be given a considerable boost by the devaluat.ion 
of the Birr, which fixed against the us Dollar since 1974, has 
appreciated in real terms against the currencies of major trading 
partners. The Wo~ld Bank considers the official exchange rate of 
Birr2.07=$1 to overvalue the Birr by at least 100 per cent. As a 
result, exporters receive only a fraction of the world market price 



at a market exchange rate. IPE exports have frequently had to be 
subsidised since the export price in Birr is below the level on the 
domestic market, while private sector exports have effectively been 
discouraged. Devaluation would provide a considerable incentive for 
exporters, but it would also hurt the pockets of consumers and 
raise costs in those sectors that depend heavily on imported 
inputs. For this reason the government favours a stepped 
devaluation of the Birr, which would have to be closely monitored 
to reduce its impact on inflation. Fiscal reforms will also be 
needed to ensure that the devaluation does not widen the budget 
deficit. 

Introduction of a market system is likely to have implications 
for the structure of Ethiopian industry. In the past, priority has 
been given to the production of basic necessities, often through 
import substitution activities. More recently, the government has 
sought to broaden the industrial base by developing basic-resource 
based industries and engineering activities. Progress has been 
limited. In 1985/86, food, beverages and textiles still accounted 
for 58.4 per cent of MVA. A few enterprises have been established 
producing non-metallic minerals have been established, though this 
sector is dominated by the cement production. Other than the oil 
refinery, the chemicals sector continues to be oriented towards the 
production of final goods, though several resource based projects 
are in the pipeline. The weakest 1 ink in Ethiopia• s industrial 
structure is the engineering sector. It was only in 1988 that the 
first large scale engineering plant, the Akaki Spare Parts Factory, 
was established. In the 1980s a number of assembly plants were 
commissioned with the intention of phased development of 
manufacturing operations but progress on this front has been slow. 
Consequently, Ethiopia is almost entirely dependent on imports for 
its machinery and for a large proportion of its spare parts. It is 
unlikely that private sector industry will develop along the lines 
mapped out by central planners. In the short term at least, their 
priority is likely to be consumer oriented activities, where the 
level of investment required is limited and the profits large owing 
to scarcity rents. If the industrial structure is to evolve as the 
government intended in its Ten Year Perspective Plan - and clearly 
it needs to indicative planning will be needed. So will 
government participation in the sector through investment in 
projects that will be unattractive to private investors on account 
of their long maturity or scale. 

Structural adjustments along these lines will not be effective 
unless they are accompanied by increased investment. Much of 
Ethiopia's industrial infrastructure -not to mention its transport 
and communications and aocial infrastructure - has deteriorated in 
recent years owing to inadequate replacement and maintenance. the 
limited resources made available during the 1980s have been 
channelled into an expensive new generation of industrial 
enterprises. IPEs are, for the most part, unable to finance 
rehabilitation, they are already saddled with massive debts to 



domestic banks which they are frequently unable to service. 
Privatisation in the form of equity flotations, joint ventures and 
asset sales may provide funds in selected cases. Many other 
enterprises will need external assistance, either from the 
government or the donor community. Unfortunately, the government 
is also strapped for cash and donors - other than :£astern European 
countries, which can no longer be regarded as dependable sources of 
development assistance - have proved reluctant to provide long-term 
investment capital. This is as true for the economy as a whole as 
it is for the industrial sector. Development assistance to 
Ethiopia has trailed far behind the levels accorded to other low
income African countries, amounting to just $14 per capita in 1987. 
Donors have been impressed by the reform programme and commitmer.ts 
are likely to rise in the near future, but aost of the funds will 
ear-marked for agricultural development. Since donor funding be 
limited it is essential that the government target assistance to 
those enterprises that offer the greatest economic return. 

Nor will the structural adjustment programme succed if the 
economy ios starved of foreign exchage. In 1986 nearly 40 per cent 
of the industrial sector's total material consumption was imported, 
and the proportion is as high as 80 per cent in some sectors. Any 
reduction in foreign exchange budgets inevitably has an impact on 
output. Following the sharp drop in coffee prices in July 1990, the 
foreign exchange shortage reached crisis proportions. The 
government was forced to trim budgets, allocating resources to 
strategic industries and those generating exports, while the 
private sector's allocation was cut altogether. Output inevitably 
suffered. Some relief was afforded by the EEC's Sectoral Import 
Programme, but only a small fraction of the $24 million made 
available was allocated to the industrial sector and then only to 
four of the ten Corporations managed by the Ministry of Industry. 
Private sector enterprises were denied these resources and had to 
depend entirely on the franco valuta system and the parallel 
market. If the output of IPEs is to recover and the private sector 
is to expand, additional balance of payments support will be needed 
in the short and medium-term. Donors have not, as yet, committed 
funds. Access to foreign exchange must also be made more equitable, 
allowing private sector firms to compete for scarce resources with 
public sector enterprises. In the absence of a freely convertible 
currency, this may require the introduction of a foreign exchange 
auction system open to both public and private enterprises. 

The transition to a mixed economy will be a lengthy and 
painful process. After fifteen years of central planning, existing 
management - both at a corporate and ministerial level - is ill
equipped to deal with the issues that will arise in a market 
system. Technical assitance is urgently required. Equally 
important will be capital assitance for the rehabilitation of 
industrial infrasture, either on the basis of grants or 
concessional loans, and balance of payments support to prevent the 
economy becoming strangled by shortages of foreign exchange. There 



has been a tendency in the past for donors to commit funds after 
recipient government's have shown good will be implementing the 
most socially painful reforms. In the case of Ethiopia, where the 
economic problems are deep rooted and of a critical nature, this 
would condemn tile reform programme to failure. Quite siaply 
Ethiopia cl.oes not have the means to escape its present plight. 
Ethiopia's economic recovery must be a cooperative venture between 
donor and government. 
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1. THE ECONOMY OF THE PEOPLE'S DEMOCRATIC REPUBLIC 
OF ETHIOPIA 

1.1. Recent economic trends and short-term prospects 

On March 7, 1990, the Central Comaittee of the 
Workers• Party of Ethiopia approved a range of ref oras that would -

when fully implemented - radically transform the economy from one 
that has, since 1976, been managed along the lines of a central 
planning model that of a market oriented mixed economy. K.ay 
elements to the reform package include: 

a. 

b. 

c. 

d. 

e. 

f. 

g. 

h. 

Recognition of peasants• usufruct rights to 
the land that will allow them to operate their 
own farms and transfer their farms to heirs, 
even though ownership will rest with the 
state. Peasant farmers will also be permitted 
to hire labour: 
Private investors are to be allowed to 
establish large co .. ercial farms under tenure 
from the state; 
The state• s virtual monopoly over the 
purchasing of agricultural produce is to be 
abolished in favour of the free market and 
private trading: 
State enterprises are to be based on the 
principals of profitability, competition and 
productivity. Those that cannot succeed on 
these grounds may be closed or sold to the 
private sector: 
Private sector enterprises will be allowed in 
any sector without a ceiling to their level of 
investment: 
Taxation will be reformed to encourage private 
entrepreneurs to compete with the state owned 
sector; 
Developers will be allowed to build, own and 
rent private housing and office blocks; 
Government owned land will be provided at 
concessjonal rates for private firms to 
construct hotels and other enterprises. 

These proposals have been welcomed in Ethiopia 
and applauded by the much of the donor community. It is hoped that 
the return to the market system will restore incentives throughout 
the economy and thereby end a period of economic decline. 
Inevitably, implementation of the reform package will be a lengthy 
process, demanding structural adjustments in macro-economic policy 
and the key economic management institutions. Moreover, the 
government has hestitated before announcing one of the most 
socially painful economic reforms: devaluation of the Birr. This 
will be essential if exporters are to regain their competitive edge 
in the world market - at present, many exporters are subsidised -
but a devluation will hurt consumers• pockets and marginal economic 
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activites which depend heavily on imported inputs. A qradual 
devaluation of the Birr over a period of two to three years is 
expected but the first step has yet to be taken. 

The benefits of the reform package will, as the 
government willingly admits, take some time to materialise. !n the 
meantime, the Ethiopia's critical economic situation, aggravated by 
the dislocations of a radical structural adjustment programme, will 
continue to deteriorate. Nor can the proponents of radical reform 
guarentee that their policies will solve Ethiopia's economic 
problems in the longer-term. As the experience of other countries 
e.emonstrates, much depends on exogenous factors. The most important 
of these are the inflow of sufficient foreign exchanqe and 
provision of funds for investment of generous terms. 

As a result of Ethiopia's chronic balance of 
payment~ deficit, the economy has been starved of foreign exchange, 
reducinq the capacity to purchase capital goods fer new investment 
and essential inputs in the agricultural and industrial sector. 
When coffee prices plummeted to the lowest level for fourteen years 
and their lowest level in real terms since the 1920s, following the 
collapse of the International Coffee Organisation (ICO) quota 
agreement, Ethiopia• s foreign exchange earnings were cut by at 
least 25 per cent in a matter of months - in the past decade coffee 
has accounted for about 70 per cent of Ethiopia's exports - thereby 
threatening the economy with foreign exchanqe strangulation. 
Although coffee prices rallied slightly in early 1990, rising to 
US$0l.85/lb from US$0.75/lb at the end of 1989, the market is still 
unstable without the guiding hand of ICO quotas. According to 
Economist Intelligence Unit forecasts, arabica prices may recover 
to US$1.l/lb by the first quarter of 1991, but prices will remain 
low if Brazil and Columbia have good harvests. 

Meanwhile, the Ethiopian government is trying 
to step up production of coffee to off set the drop in market 
prices. Improved farmer incentives are the principal tool of this 
strategy. Official buying prices have fallen in real terms since 
the early 1980s and production by small-scale producers has 
followed suite, dropping from a peak of 3.9 million 60 kg bags in 
1983/84 (October to September coffee year) to just 3.15 million 
bags in 1988/89. In October 1989, the government announced a 130 
per cent increase in coffee prices, from Birr17 per 17kg bag to 
Birr36, thereby narrowing the gap between world market and domestic 
coffee prices. This may reduce the amount of smugglinlJ, thought to 
represent about 20 per cent of the harvest, and will encourage 
farmers to step up production in the long term. It seems likely 
that the combined effects of good weather and improved incentives 
will bring about an increase in the 1990 harvest. The Hamburg 
commodity house F. o. Licht has forecast a harvest of 3.3 million 
bags for 1989/90. If both prices and production rise, the balance 
of payment crisis will pass, though the structural imbalance will 
persist. 

The donor community offered some relief during 
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the foreiqn exchange crisis of 1989/90. Early in 1990 the EEC 
announced that it would provide ECU24 million for a Second Sectoral 
Import Programme - more than double the amount made available in 
early 1989 - for the purchase of essential inputs for agriculture 
and four of the public industrial c~rporations. The Wcrld Bank is 
expected to follow s~ite with a balance of payments support 
facility of its own. However, the funds allocated to EEC represent 
no ~ore than a drop in the bucket of need. Massive funding is 
required to support the input requirements of Ethiopian agriculture 
and industry. 

Economic reform must be supported by new 
investKent and investment in t~e rehabilitation of the existing, 
but poorly maintained and frequently obsolete, economic 
infrastructure. Unfortunately, this herculean task is beyond the 
means of Ethio9ia 1 s f~agile economy. Domestic savings have fallen 
fron 10 per cent of GDP in the 1960s to just 2 per cent in FY1987, 
averaging 1. 7 per r.ent over the FY1983-FY1987 period. This 
reflects declining incomes in rural areas, limited opportunities 
for investment, inadequate supplies o: agricultural inputs and 
consumer goods, all of which contribute to a low propensity to save 
in the private sector. Even though government revenues increased 
from 21.7 per cent of GDP in FY1981 to 28.8 per cent in FY1987, 
this has only just kept pace with the growth of expenditure. 
Despite its conservative budget management, the government has 
registered a small deficit on its current account during the 1980s 
and so public sector savings have been negative. Low levels of 
domestic savings are reflected in low levels of investment. Total 
investment averaged just 11 per cent of GDP from 1975 to 1987. 
There has been a slight upward trend in recent years, the level of 
investment remains far below that of comparable least developed 
countries. 

Part of the problem is political. More than 
twenty years of years of fighting in the province of Eritrea, 
spreading to Tigray after the Revolution, have dislocated the 
economy. It has also drained the government purse. In November 
1989, the President revealed military expenditure has increased at 
a rate of 19 per cent per year since 1974, reaching Birr3, 500 
million by 1989. By the mid-1980s general services (including 
defence) absorbed over half of recurrent expenditure and one third 
of total expenditure by the mid-1980s. As a result only a fraction 
of the government's revenues have been allocated to social and 
economic development. Whilst fighting continues in Northern 
Ethiopia and the government continues to allocate the major part of 
its revenues to defence, the domestic resources available for 
development will be severely constrained. 

owing to the limited domestic financial 
resources available, about 80 per cent of investment is financed by 
the government, from domestic and foreign borrowing. Yet, even 
though Ethiopia is classified as a "least developed" economy and, 
on the basis of GNP per capita statistics, is the poorest country 
in the world, it has received limited assistance from the donor 
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community. From 1974 to 1984, Ethiopia received an average of $9.9 
per capita in development assistance compared with an average of 
$22.5 for other low-income African countries. When outstanding 
compens~tion claims were settled in 1985, aid flows more than 
doubled but donors continued to restrict disbursements owin~ to 
disagreements with the government over the appropriate econ~mic 
policy, particularly with regard to the agricultural sector. In 
1987, assistance to Ethiopia, estimated at US$14. 3 per capita, 
still lagged far behind the levels accorded to comparable African 
countries. 

Donors have tended to react favourably to the 
piecemeal economic reforms introduced in the past. The EC, for 
instance, released an ECUSl. 9 million grant shortly after the 
government announced reforms to tt-e agricultural marketing system 
in December 1987. If donors are favourably impressed by the 
reforms announced on March 5, 1990 - and most seem to be -
additional funds could be released. However, major bilateral 
donors such as the United States of America and some of the EEC 
countries have linked development aid to political as well as 
economic reform. Establishment of a multi-party system and an end 
to f ighti.ng in Northern Ethiopia through a negotiated settlement 
have also been put forward as pre-conditions to increased aid 
flows. The necessity of such reforms was accepted by the Central 
Committee of the Workers Party of Ethiopia in Mar~h but a timetable 
has yet to be agreed. In the short-term at least, there is little 
prospect of Ethiopia receiving assistance on the scale needed to 
liit the economy out of its present plight. 



1.2 Economic structure 

According to the World Bank Ethiopia is the 
poorest country in the world with a per capita GNP of $130. About 
60 per cent of the population live below the absolute poverty line. 
From 1970 to 1980, the real annual GDP growth rate averaged just 
0.6 per cent per year. In the 1980s, the growth rate accelerated 
somewhat with an average of 1.7 per cent recorded for the period up 
to 1986/87, but this still lagged far behind the estimated 2.9 per 
cent annual increase in population. Consequently, per capita 
incomes have fallan over the past two decades. 

During the period immediately after the 
Revolution, from 1975/76 to 1977/78, the economy stagnated. The 
average growth rate of GDP was just 0.4 per cent per year, as a 
result of the disruption of economic activity following armed 
conflict with Somalia, the implementation of a nationwide land 
reform programme and the nationalisation of many commercial and 
industrial enterprises. However, growth rates accelerated to an 
average 4.4 per cent over the period 1978/79 to 1980/81. This was 
a remarkable achievement when one considers that growth was 
achieved without massive investment. Indeed, the level of 
investment was barely sufficient to cover depreciation. The 
driving force behind the economy at this period was mass 
mobilisation. The government organised national development 
campaigns (zemechas) to rehabilitate the damaged industrial and 
transport infrastructure and consolidate the transformation of 
Ethiopia into a centrally planned economy. By the early 1980s the 
industrial sector recorded capacity utilisation rates of 80 to 100 
per cent, while good weather in 1978/79 and 1979/80 ensured bumper 
harvests. Thereafter, the economic situation began to deteriorate. 

A drought in 1981/82 led to fall in 
agricultural value added while supply constraints and a low level 
of investment contributed to a marked slow down other sectors. The 
economy recovered in 1983 only to be hit by a more devastating 
drought in 1984-85 which affected not just the north of the country 
but also the grain surplus producing regions in Highland Ethiopia. 
Agricultural value added dropped by 9.9 per cent in 1983/84 and 
16.3 per cent in 1984/85 and the fall in output, together with the 
reallocation of resources to relief and rehabilitation activities, 
contributed to a downturn in all other sectors of the economy. GDP 
fell by 3.6 per cent in 1983/84 and 7 per cent in 1985/86. 

Good harvests the following two years brought 
about a partial recovery though agricultural value added remained 
below the level of the earl~.' 1980s. The performance of other 
productive sectors was equally !~sappointing. Supply const~aints, 
brought about by low levels c.f agricultural produc\'.'.ion and a 
deteriorating current account, which forced the government to 
restrict the volume ~f imported inputs, acted ~s a brake on the 
industrial sector. Low levels of investme1:t, due t" negligible 



domestic savings and limited external resource flows, hampered 
development efforts throughout the economy. These constraints were 
exacerbated by another drought in 1987-88. Although the prospects 
of a recovery seemed bright in 1988-89, following a 12 per cent 
increase in the cereal harvest and a 15 per cent increase in coffee 
exports, Ethiopia's fourth drought in less than a decade struck in 
1989-90 and coffee prices collapsed in mid-1989 thereby dispelling 
any hope that Ethiopia's economic situation would improve in the 
short-term. 

Agriculture's poor performance in recent years 
is the root cause of the deteriorating macro-economic situation. 
Agricultu~e has traditionally been the mainstay of the economy: 
even in drought years it contributes more than 40 per cent of GDP, 
it employs over 85 per cent of the workforce, the majority working 
on small peasant farms, and generates 90 per cent of exports. From 
1980/81 to 1986/87, however, agricultural value added declined by 
an average annual rate of 0.4 per cent. Since output of grains -
the principal food crops -has failed to keep pace with population 
growth, grain now has to be imported in years of good harvests. 
The average per capita daily calorific intake has fallen by nearly 
5 per cent over the last twenty years while the same indicator has 
increased significantly for almost all other low income countries. 
Repeated droughts in the 1980s have certainly played a major role 
in the decline in agricultural value added, but there is also an 
underlying trend of declining per capita agriccltural production. 
This may be ascribed to both environmental degradation and the 
erosion of incentives through declining real prices for 
agricultural products. 

hble 1.1: Gross ctc.estic prociJct end sectoral value added growth rates, selected fiscal years 
(A.MUPl per cent rates end average period rates> 

1975· 1979· 
Sector 1978 1981 1982 1983 1984 1985 1986 1987 

Agriculture .1 3.6 ·1.3 !,.7 ·9.9 -16.3 9.2 11.2 
Other ca.iodity sectors: -1.8 6.4 3.1 5.2 6.0 •• 6 3.7 6.7 
· Mining ·10.1 1.0 16.0 -3.2 27.5 21.6 .7 32.4 
· Manufacturing -.3 8.0 4.6 7.3 3.8 1.6 5.3 5.9 
· Handicrafts & SSI ·.2 2.5 2.5 2.5 2.5 .o 2.5 2.8 
• Construction ·5.9 8.3 ·1.1 4.0 9.8 ·4.8 1.4 11.3 
· Utilities ·.2 4.5 12.4 6.4 21.8 ·3.9 5.4 7.4 
Distribution Services ·3.4 .0 3.8 6.5 1.6 -.8 7.9 5.2 
Other services 6.8 4.7 4.1 6.1 .5 2.3 3.6 5.2 
• ~lie adllinistration 10.1 .J.8 3.1 7.7 1.6 1.0 1.0 5.7 

GDP .4 4.4 1.2 5.3 ·3.6 ·7.0 6.7 8.0 

Source: National Bank of Ethiopia, A!!!U!l Report tnd OUfrte"lv Bulletin, various issues. 

In marked contrast to the decline in 
agricultural value added during the 1980s, the medium and large
scale - mostly public - industrial enterprises have achieved 
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positive real MVA growth rates, averaging 4.8 per cent. As a 
result of recent efforts tc increase manufactured exports their 
value more than doubled from FY1980 to FY1988 and their share in 
total exports has increased from 8 per cent to 19.8 per cent in 
1986/87. on both these counts industry has, consistently, 
performed better than any other productive sector. However, medium 
and large-scale industry's contribution to GDP is still relatively 
modest at 8.4 per cent. Nor is industry a major employer: it 
accounts for less than 6 per cent of the workforce. Consequently, 
the impact cf industry's comparatively strong performance impact on 
the remainder of the economy has been limited. Moreover, there are 
indications that the sectoral growth rate is beginning to slow 
after a decade of relatively steady grcwth. Even though several 
large-scale industrial enterprises were commissioned in the mid-
1980s, levels of investment are insufficient to sustain a rapid 
pace of exp~nsion. Since most large scale enterprises operate at 
near full capacity, the industrial sector cannot incre~se output by 
the addition of factors other than capital. Supply constraints, 
both for domestic and imported inputs, are also beginning to tell. 

Table 1.2: Structure of gross ~tic pr~t. selected years 
(Per cent shares at constant 1980/81 prices> 

Sector 1974/75 '980/81 

Agriculture 52.7 50.3 43.3 
ntner cClllOdity sectors: 14.8 15.5 17.9 
~ining .2 .1 .2 

• Manufacturing 5.5 7.0 8.4 
· Handicrafts & SSI 4.1 3.8 3.9 
· Construction 4.4 4.0 4.4 
· Utilities .7 .7 1.0 
Distrit.. tion Servic!s 15.8 15.0 17.3 
Other serv;ces 16.i 19. ! 21.5 
· Pl.blic adninistration 5.8 7.2 8.0 

GOP Birr Million 6,953.0 8,096.6 8,906.7 

Source: National Bank of Ethiopia. Annual Report and 
Quarterly Bulletin, various issues. 

~986/87 

This is particularly true of the small-scale 
industry sector which, since the Revolution, has suffered from 
acute shortages of capital and raw materials. As a result, growth 
rates in the small-scale industry and handicrafts sector averaged 
just 2.2 per cent from 1980/81 to 1986/87 and its share of GDP has 
remained less than 4 per cent over this period. The government has 
now turned its attention to the ~evelopment of this sector where 
idle capacity offers an ... pportunity to increase industrial output 
without substantial investment and the provision of brcader 
investment opportunities may help mobilise private savings 
particularly those from parallel m~rket activities - for develop. 
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Other productive sectors - mining and utilities 
- make a very limited contribution to GDP, though substantial 
investments in recent years have brought about rapid growth rates. 
Ethiopia's mineral resources are thought to be substantial and 
diverse, though they have yet to be fully explored. Weak 
infrastru~ture, particularly the sparse road transport network, is 
a major obstacle to the utilisation of these resources. 
Consequently, development of the mining sector will require 
substantial investment. Given the government's limited financial 
resources, finance for mineral sector projects could best be raised 
through joint-venture and production sharing contracts with foreign 
companies. The fj~st steps towards the establishment of a 
partnership between the government and private capital were taken 
in 1986 with the formulation of a framework for production sharing 
contracts with foreign companies in the field of oil exploration. 

The past decade has seen a steady growth in the 
service sectors with their share of GDP rising from 32.5 per cent 
in 1974/75 to 38.8 per cent in 1986/87. The development of state 
owned distribution services and the road haulage industry -
dominated by private sector contractors - have been particularly 
important. Inevitably, public administration has seen steady 
growth as the economy moved from a open market to a centrally 
planned model, though the administration's share of GDP (8 per cent 
in 1986/87) remains relatively modest considering its crucial role 
in economic management. 

Despite the deteriorating macro-economic 
situation, the government has struggled to bring about improvements 
in the level of social services. During the 1980s, social services 
have been allocated just 18 per cent of central government 
recurrent expenditure and 11 per cent of capital expenditure. 
Nevertheless, considerable progress has been made. Nationwide 
literacy campaigns from the late 1970s - in which most of the 
teachers participated voluntarily -have increased the level of 
literacy from less than 10 per cent before the Revolution to about 
60 per cent in the mid-1980s. Likewise, the rapid expansion in the 
number of schools (see Section 5.1) has enabled an increase in the 
enrolment rate for those of primary school age from 11 per cent in 
1965 to 36 per cent in 1986 and from 2 per cent to 12 per cent in 
the case of the secondary school age-group. Health care coverage 
has also widened with ~4 per cent of the population having access 
to basic health care facilities in 1986 as compared with 15 per 
cent before the Revolution. Moreover, a radical programme of land 
reform and strict controls on the wage increases for public 
servants - including those employed by parastatals - has brought 
about a more egalitarian distribution of wealth dnd income in rural 
areas. 

When compared with other developing countries, 
however, Ethiopia still lags far behind in some aspects of its 
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social development. Ethiopia's school enrolment rates are still 
less than one half of the average for low income countries and it 
has been argued that the increase in student nWlbers has been 
achieved at the expense of quality. Similarly, the nWlber of 
physicians per capita has fallen slightly over the last twenty 
years and now stands at 1:77,360 in 1984, by far the lowest number 
in the developing world. This is reflected in a high infant 
mortality rate (120 per thousand) and short life expectancy (46 
years). Progress towards an egalitarian society should also be set 
against the decline in per capita incomes over the past fifteen 
years and the persistence of shortages for many essential consllller 
goods. The current average nutritional intake is thought to be 
about 25 per cent below recommended levels and recent droughts have 
been associated with widespread famine. 

The rapid pace of population growth (currently 
estimated at about 2. 9 per cent; puts additional strain on the 
social services and the economy, undermining the gains achieved by 
respectable rates of economic growth. As it is the economy has 
been unable to keep pace and living standards have fallen. The 
first census, undertaken in May 1984, shocked the Ethiopian 
government by revealing a population of about 42 million as 
compared with the 32 million of the previous estimate. At current 
growth rates the population will double in 24 years. Clearly, 
measures to promote economic growth must be accompanied by the 
spread of family planning, not just through the health 
infrastructure - which is sparse - but also by using community 
distribution approaches to reach the widest population. Yet even if 
fertility declines rapidly the World Bank estimates that the 
population could increase by so per cent in fifteen years and reach 
80 million by the year 201sY. This optimistic scenario still 
raises the prospect of falling per capita food production andc 
deteriorating social service coverage. 

A major constraint on the economy is the low 
level of domestic saving and investment. Domestic savings have 
fallen from 10 per cent of GDP in the 1960s to 7.5 per cent of GDP 
in FY1975 and 2 per cent in FY1987, averaging just 1.7 per cent 
over the FY1983-FY1987 period. This compares unfavourably with an 
average of 15 per cent for low-income countries in 1987. Falling 
per capita incomes and stagnation in the agricultural sector may be 
identified as the principal cause of falling private sector savings 
since 1975, though institutional factors havP. also played a part. 
In recent years banks have extended their network of off ices in 
rural areas, maintained positive real interest rates and opened 
credit facilities to small farmers in an effort to mobilise private 
sector savings. However, the banking system faces an uphill 

1. World Bank, Population. Health and Nutrition Sector Review, 
September 1985. 



8 

struggle against a declining propensity to save as real inco•es 
fall. 

Private consumption has fluctuated at around 80 
per cent of GDP since 1975, but fallen in per capita tenas. 
Consequently, potential demand for zost consumer goods is 
considerably greater than effective de.and and consuaption is 
likely to absorb a large proportion of incremental increases in per 
capita income for some ti•e to coae. Public sector savings, as 
represented by the central governaent current account surpluses, 
were negative over the FY1981-FY1987 period: a consequence of 
rapidly growing recurrent expenditure co-itments. Whereas private 
sector consumption has stagnated since FY1975, public sector 
conswaption incr~ased from 13.2 per cent of GDP to 19.2 per cent in 
FY1987. 

Low levels of domestic saving have restricted 
the volume of domestic finance available for investment and forced 
the government to resort to foreign borrowing to fund its 
development programme. Total fixed investment averaged just 11 per 
cent of GDP from FY1975 to FY1987. Although the level of investment 
has increased from about 10 per cent of GDP in the late 1970s to 
around 11.5 per cent in the early 1980s, reaching 14 per cent of 
GDP in FY1987 (Table 1.3), this is still considerably lower than 
the levels seen in other developing countriesY. It is also far 
below the level Ethiopia must achieve to bring about a significant 
increase in per capita income, even though the incremental capital
output ratio is relatively low by African standards. About 70 per 
cent of total investment has been in the public sector, virtually 
all of which was funded from the central government budget and by 
internal and external borrowing. Public sector enterprises are 
unable to support their own investment programmes because they must 
surrender all but 5 per cent of their profits to the Ministry of 
Finances each year. Similarly, the private sector has made a 
limited and declining contribution to total investment; falling 
from nearly 50 per cent of total investment in FY1976 to less than 
20 per cent in the mid-1980s. Until 1989, domestic private sector 
investment was restricted to a limited range of small-scale 
industrial activities and agriculture. Opportunities for private 
sector investment were also curtailed by difficulties securing in 
credit and capital inputs. Legislation promulgated in 1989 (see 
Section 4.3) will remove some of these constraints. It hopes to 
provide a channel for the mobilisation of private sector resources, 
particularly the high liquidity of private sector traders. The 
initial response has been encouraging and so the level of private 

2. According to the World Development Tables 1989 the average rate 
of gross domestic investment for low income countries was 26 per 
cent 1987, though this figure drops to 15 per cent if China and 
India are excluded. 
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sector investment ma) increase in the near future. Efforts to 
attract foreign capital have met with little success since the 
nationalisations of 1975. However, the govenment has provided a 
liberal framework for foreign investors with the proriulgation of a 
new joint-venture code in 1989. This is intended to attract 
foreign capital for investments in export-oriented projects in both 
the industrial and agricultural sectors. 

1975 

Gross 0-Stic 
Experdi ture 103.0 
Consulpt ion 92.5 
- priY11te 79.4 
- pblic 13.2 
Investment 10.4 
let i llllPOf"lS 3.0 
Dmestic Savil"lllS 7.5 

T.tlle 1.3: Experditure on gross domestic proclact. selected yeers 
(Percent of GDP) 

1981 1982 1983 1984 198S 1986 1987 

105.6 108.2 108.5 110.4 111.2 115.8 112.5 
95.2 96.4 97.3 97.6 99.7 104.0 98.0 
79.5 80.1 ao.o 79.2 80.2 84.1 78.8 
15.7 16.2 17.3 18.4 19.5 19.9 19.2 
10.4 11.8 11.2 12.8 11.4 11.8 14.5 
5.6 8.2 8.5 10.4 11.2 10.6 12.5 
4.8 3.6 2.7 2.4 .3 1.2 2.0 

Source: htionel hr* of Ethiopi•. Guerterly end Amuel lulletins. Yllrious issues. 

Even though the macro-economic situation has 
deteriorated markedly in recent years, government revenues have 
increased from Birrl.8 billion (21.7 per cent of GDP) in FY1981 to 
Birr2.9 billion (28.8 per cent of GOP) in FY1987 (Table 1.4). About 
75 per cent of government revenues are generated from taxation, 
which amounted to about 20 per cent of GOP. Since the tax burden 
is already extremely heavy for a low income country, there appears 
to be limited scope for increasing tax revenues in the near future 
unless a steady pace of economic growth can be achieved. 
Consequently, the government has come to depend on non tax 
revenues, particularly transfers from the public sector 
corporations (averaging Birr416 million over the FY1981-FY1987 
period), as a source of increased income in recent years. 

On the whole, the government has managed its 
recurrent expenditure conservatively; the cumulative current 
account deficit amounted to Birr86 million for the FY1981-FY1987 
period, less than o.s per cent of cumulative revenues. General 
services (including administration and defence) are the main 
component of recurrent expenditures, averaging 53 per cent of total 
recurrent expenditure from FY1981-FY1987. In contrast, only 5.9 per 
cent of government expenditure went towards economic services and 
18 per cent towards social services over this period. If the 
government could reduce expenditure on general services, 
substantial resources would be released for development activities. 

Because of the overall deficit on current 
account budget during the 1980s, the government has had to finance 
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its investment proqramme by borrowing. Total capital expenditure 
averaged Birrl,032 million (11.5 per cent of GDPJ over the FY1981-
FY1987 period, with a peak of Birrl,245 aillion in FY1983 when the 
government implemented a nUlllber of large-scale industrial and 
agricultural projects to coincide with the tenth anniversary of the 
Revolution. over three-quarters of the government's capital 
expenditure has been directed towards economic development in the 
seven years to FY1987 (agriculture and resettlement 30 per cent; 
mining and energy 18.8 per cent; and industry 10.7 per cent). 

Teble 1.4: Central .,verniient finance. FY1981 to FY1988 
~Iii ll ian Birr) 

1981 1982 1983 1""4 1985 1986 1987 

Revenue 1.757 1.an 2.1114 2.243 2.260 2.677 2.864 
of llhich: 
·taxes 1.362 1.436 1.546 1.118 1.677 2.043 2.225 
Current expenditure 1.655 1.916 2.541 2.237 2.696 2.297 2.606 
of which: 
- general 952 1.102 1.327 1.229 1,229 1.268 1.395 
Current Surplus 102 -39 -357 6 -437 381 258 
Capital expenditure 436 714 1.245 ~ 945 1,107 1.219 

Overall deficit -334 -753 -1.602 -956 ·1,381 -726 -961 

As percent of GOP: 
Current r-..e 21.7 22.6 24.0 25.1 25.4 27.6 28.8 
Current expenditure 20.4 23.1 28.0 25.0 30.3 23.T 26.2 
Current surplus\aeficit 1.3 -.5 -3.9 .1 -4.9 3.9 2.6 
Capital expenditure 5.4 8.6 13.7 10.8 10.6 11.4 12.3 
Overall deficit -4.1 -9.1 ·17.6 -10.7 -15.5 -7.5 -9.7 

Source: National Bri of Ethiopia. Quarterly Bulletin. various issues. 

When capital expenditures are included the 
government's overall fiscal deficit inc . .-eases to an average of 
Birrl,063 million (11.8 per cent of GDP) over the FY1981-FY1987 
period, with a peak of Birrl,602 million, 17.6 per cent of GDP in 
FY1983. IMF statistics indicate that 55 per cent of the fiscal 
deficit was financed by foreign borrowing from FY1982 to FY1987, 
though the proportion has tended to f ~uctuate markedly from year to 
year. About 40 per cent of the deficit has been financed by the 
domestic banking system, though upwards of 60 per cent has been 
borrowed from domestic banks in years of substantial deficits, such 
as FY1983. One consequence of the government's dependence on the 
banking system for financing its fiscal deficit is to restrict the 
availability of credit for other sectors. Up to FY1982, the 
banking system's claims on non-central government borrowers 
exceeded those on the central government. The substantial increase 
in cental government domestic borrowing in FY1983 reversed this 
position. By FY1987 claims on central government accounted for 
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61.3 per cent of domestic credit. While this has not restricted 
the credit available to public enterprises, which are allowed tc 
build up substantial over-draft facilities with banks (see Section 
4.2), the private sector has suffered. 

Another aspect of Ethiopia's poor econoaic 
perforaance in recent years has been the deterioration of the trade 
balance and current account position. Fro• FY1975 to FY1987, the 
value of exports increased at an annual average rate of 4.7 per 
cent, though the trend has by no aeans been one of steady growth. 
Fro• FY1975 to FY1978 the value of exports fell at an average 
annual rate of 15.6 per cent. Exports recovered slowly thereafter, 
registering an average annual growth rate of 4.1 per cent up to 
FY1985. A 24 per cent increase was recorded in FY1986, but this was 
alaost entirely due to a 50 per cent increase in coffee prices. The 
following year export earnings fell by 14 per cent, to a lower 
level than FY1981. An increase in coffee prices and the vol\Ule of 
coffee exports in FY1988 led to a further increase in export 
earnings. However, the abolition of the International Coffee 
Organisation (ICO) quota systea in July 1989 and the subsequent 
collapse of coffee prices have been a aajor reverse. At the end of 
1989 coffee prices hit their lowest level for fourteen years and 
the lowest level in real terms since the 1920s. What is more, there 
is little prospect of prices rising significantly in the near 
future. This has serious implications for Ethiopia's balance of 
trade: forecasts for FY1990 suggest that total earnings may fall by 
as much as 25 per cent below their 1988 level. 

In order to reduce dependence on cot fee and the 
economy's susceptibility to external shocks, the goverment 
identified export diversification one of its priorities under the 
Ten Year Perspective Plan (FY1985-FY1994). The aim was to reverse 
the pattern of structural change which, since 1974, has left the 
economy increasingly dependent on a single commodity. In the three 
years to FY1974, coffee accounted for less than 40 per cent of 
export earnings; by the FY1984-FY1987, this proportion had risen to 
65 per cent, with a peak of 72 per cent in FY1986. Increasing 
dependence on coffee resulted from a reduction in the volume of 
exports of other commodities rather than the expansion of the 
export oriented coffee sector. Coffee exports increased marginally 
from an average of 74,000 tons in FY1972-FY1974 to 75,500 tons in 
FY1985-FY1987, with a peak of 97,000 tons in FY1984. over the same 
period, exports of oilseeds and pulses, the second most important 
commodity group before 1975, dropped from 200,000 tons to 22,500 
tons. The impact of declining export volumes was reinforced by the 
stagnation of the market price for these commodities. Their 
contribution to total exports fell from 25 per cent in the years 
before 1975 to just 5 per cent in the period FY1981 to FY1987. 
Similar trends may be traced in exports of cotton, fruit and 
vegetables and meat products (see Table A-0). 
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So•e progress towards export diversification 
has been made since 1984, notably in the expansion of exports of 
livestock, fruit and vegetables, and hides and skins. Nevertheless, 
the predominance of coffee persists. Moreover, the expansion of 
exports from the agricultural sector has done little to reduce 
dependence on exports of priaary co-odities; co-odities which 
generate lower levels of value added and have aore unstable aarket 
prices them processed goods and aanufactures. In FY1986 - the last 
year for which co•plete statistics are available - aanuf actured and 
processed goods accounted for just 15.7 per cent of exports. The 
MOI has made considerable efforts to diversify industrial exports 
and but in the industrial sector too exports are doainated by one 
co-odity. In FY1988, processed and seai-processed hides and 
skins, accounted for 69 per cent of manufactured exports of MOI 
supervised industries. 

What is •ore the expansion of exports has been 
achieved at considerable economic and social cost. Not only have 
cons\Dlers had to sacrifice cons\Dlption, producers have had to 
sacrifice income. owing to the artificially high valuation of the 
Birr and high consumer prices aaintained by tariff and non-tariff 
barriers, domestic prices are often substantially higher than those 
prevailing in the world market. Moreover, protection has allowed 
producers to operate with high production costs relative to world 
market prices. Consequently, many industrial and agricultural 
products can only be exported at a loss. These losses have to be 
covered by subsidies from the central government budget which 
involves the redistribution of resources from profitable to 
unprofitable enterprises and so adversely effects the efficiency of 
resource distribution. 

While exports grew sluggishly at an average 
annual rate of 4.7 per cent from FY1975 to FY1987, the value of 
imports increased rapidly at an annual rate of 10.4 per cent over 
the same period. To some extent the rapid growth of imports was 
unavoidable as the government stepped up its development programme 
in the late 1970s and early 1980s, since virtually all capital 
goods and fuel have to be imported and the productive sectors 
depend heavily on imported inputs. over the FY1980 to FY1987 
period, capital goods and fuel accounted for over half the import 
bill. 

However, the structure of.imports has changed 
significantly during the 1980s. While the volume of crude 
petroleum imports increased by 21. 2 per cent from FY1980 to FY1987, 
the value of fuel imports fell by 38.7 per cent as a result of the 
drop in oil prices in 1986 and the increased production capacity at 
the Assab refinery which enabled a 77 per cent cut in petroleum 
product imports. Consequently, fuel accounted for only 10.7 per 
cent of the import bill in FY1986-FY1987 as compared with 21.2 per 
cent in FY'l980-FY1981. The proportion of raw materials and 
intermediate goods in total imports has also fallen, from 18.4 per 
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cent to 14.8 per cent, as iaports of these co .. odities stagnated 
during the 1980s. Increases in the value of iaported inputs have 
not kept pace with the deaands of industry and agriculture and both 
sectors have suffered shortages. This has affected output. In 
contrast, iaports of capital goods, over half of which are destined 
for the industrial sector, have aore than doubled fro• FY1980 to 
FY1987 and their contribution to the total iaport bill has risen 
fro• 29.6 per cent to 38.2 per cent. This rapid increase reflects 
both the scale of the governaent•s investaent programae and the 
capital intensive path of developaent the governaent has chosen, 
both for industry and agri..:ulture. Within the industrial sector, 
•odern technology has been favoured, not only because the 
governaent reqards technological progress as an inteqral part of 
industrial developaent, but also at the behest of donors who have 
financed •uch of the develop•ent progra .. e. The preference for 
aodern technology has inevitably inflated the iaport bill. 

The governaent has tried to control iaports of 
consuaer durables through the Ethiopian Iaport and Export 
Corporation (ETIMEX: the sole channel for iaports financed by 
National BanJc of Ethiopia foreign exchange allocations) by giving 
priority to strateqic iaports of capital goods and inputs. Consuaer 
durables accounted for only 7.3 per cent of total iaports over the 
period FTY1980-FY1987. Nevertheless, i•ports of consumer durables 
increased by 69 per cent over this period. Much of this increase 
was accommodated by the franco valuta system (funded by private 
unrequited transfers for the most part) which is outside direct 
governaent control. In addition, the smuggling of animals, coffee 
and precious metals has financed a return trade of smuggled 
consUJDer goods which supports a flourishing market in Dire Dawa and 
the marcato area of Addis Ababa. These imports are not included in 
official statistics. Imports of consWDer goods through official 
channels were the first to be cut when the government implemented 
its retrenchment programme following the collapse of coffee prices 
in July 1989. ETIMEX received no foreign exchange allocation in the 
first six months of FY1990 and their is no indication that funds 
will be released later. As a result, official imports of consumer 
goods have stopped. This will inevitably strengthen the role of 
illegal traders. 

One of the most siqnif icant changes in the 
structure of imports has been the growth of food imports. Increases 
in agricultural output did not keep pace with population growth 
during the late 1970s and early 1980s. Ethiopia's food deficit has 
increased to the extent that substantial grain imports are needed 
in years of normal rainfall as well as during periods of drought 
(see Section 5. 2) • Grain imports have increased from an average of 
85,000 tonnes in FY1980-FY1981 to 628,000 tonnes in FY1986-FY1987, 
while the total food import bill, over 90 per cent of which is for 
grain, increased by 228 per cent from FY1980-FY1981 to FY1986-
FY1987. As a result, the share of food in total imports rose from 
4.6 per cent 14.4 per cent. 
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The disparity between growth rates for import 
and export volumes has been reinforced by the changes in the terms 
of trade. Rising import prices, particularly for oil and capital 
goods, and falling co-odity prices resulted in a 4. 7 per cent 
decline in the terms of trade per year from 1970 to 1984. The fall 
in oil prices and 55 per cent rise in the price of coffee reversed 
this trend in 1986. However, these gains were short-lived. The 
general export unit value index dropped by 25 per cent in FY1987, 
largely because of the 42 per cent drop in coffee prices, though 
the unit value of live animal exports also fell. Moreover, the 
deterioration of the terms of trade is expected to continue in the 
aediua term. Once again the fall in coffee prices is largely to 
blaae, though prices are also weak in the export markets for pulses 
and oilseeds. Mediua-term prospects appear favourable only in the 
case of exports of hides and skins, largely because of measures to 
increase the degree of processing. In the context of stagnant or 
falling export unit prices, Ethiopia can only increase its export 
earnings by increasing export volumes. Furthermore, as export 
prices fall Ethiopia will be under greater pressure to reduce 
production costs so as to maintain its cost-competitiveness. 

A fixed exchange rate has contributed to the 
balance of trade deficit. Since 1974 the Birr has been kept on par 
with the Dollasr at a rate of Birr2.07=$1 by exhange controls. 
From 1980 to 1986 the Birr appreciated against the currencies of 
its trading partners. Although the Birr subsequently depreciated 
along with the Dollar its value re•ains higher than in 1981 in 
nominal and real terms. Considering Ethiopia's consistent balance 
of trade deficit the curency is considerably over-valued. This is 
substantiated by the active parallel •arkets offering exchange 
rates for the Dollar 100 to 150 per cent above the official rate. 

Devaluation of the Birr would, there can be no 
doubt, lead to a marked i•provement in the balanc6 of payments and 
the efficiency of the economy (See Section 2.5): exporters would 
receive an incentive to increase production, imports of consumer 
durables would be discouraged and producers would be forced to 
search out do•estic inputs as import-substitutes - though aggregate 
demand for imports would be effectively controlled by the supply of 
foreign currency and import restrictions. The benefits of a 
devaluation are now recognised by the government, though there 
remains some confusion as to how this might best be achieved. A 
single step devaluation would shock the economy and its impact 
would be unpredictable, in the absence of suitable studies. Some 
degree of inflation is likely and this would probabaly affect the 
urban poor the worst. Devaluation would also have to be accompanied 
by tax reform to ensure that it did not widen the budget deficit. 
It seems likely, therefore, that the government will opt for a 
gradual transition to a market based system over a period of two to 
three years. In the meantime, the exchange rate will remain fixed 
but adjustable. As the Birr devalued the impact on monetary 
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conditions and inflation will be closely watched and will serve as 
a guide to the progress of reform. 

Althouqh Ethiopia's balance of trade 
deteriorated markedly durinq the early 1980s - the deficit risinq 
from $225.7 million in FY1981 to $507.6 million in FY1985, before 
recordinq a 10 per cent fall to $455.5 million in FY1986 owing to 
increased earnings from coffee exports - the current account has 
been cushioned by exports of services and net-transfers. Exports 
of non-factor services increased by about 10 per cent per year 
during the early 1980s, larqely due to the activities of Ethiopian 
Airlines and Ethiopian Shipping Lines. Private un-requited 
transfers have also increased from $23.7 million in 1981 to $212.9 
million in 1985: an increase that is almost entirely attrihutable 
to remittances by charitable organisations in response to the 
drought of 1984/85. Once the drouqht had passed, remittances 
dropped to $69.4 million in 1986. Official transfers followed a 
similar path, reaching a peak of $397 million in 1985 - mostly in 
the form of humanitarian relief - and then fallinq to the pre
drought level of $113 million the following year. The importance of 
these transfers was such that the current a..:count registered a 
surplus in 1985, though in 1986 the current account deficit reached 
record proportions at $327 million. 

Ethiopia has received very little in the form 
of balance of payments support. Libya provided a Birr327 million 
loan in FY1982 and the IMF agreed a stand-by facility of SDR67.5 
million in 1981 followed by compensatory financing worth SDR35.3 
million in 1986. Consequently, the government has had to finance 
the current account deficit by drawing on reserves and external 
borrowinq. In 1981, 1985 and 1986 surpluses on current account 
resulting from sharp increases in private and official transfers 
enabled the government to bolster its reserve position. In other 
years, draw-down on external reserves covered around 4 O per cent of 
the deficit. By November 1989, Ethiopia's reserves had dropped to 
$40 million, sufficient to provide import cover for about four 
weeks. 

External borrowing3J has increased steadily 
during the 1980s, with disbursements rising from $139 million in 
1982 to $503 million in 1988. As a result Ethiopia• s external debt 
has more than doubled from $1,239 million in 1982 to $2,978 million 
in 1988, rising from the equivalent of 28 per cent of GIJP to 54 per 
cent. While the bulk of Ethiopia• s debt is owed to official 

3. statistics on Ethiopia• s external debt cover only those 
liabilities picked up by the World Bank's reporting system. This 
excludes a large proportion of Ethiopia's debt centrally planned 
economies, notably the USSR. In November 1988, the Central 
Committee of the Worker' Party of Ethiopia revealed that Ethiopia's 
military debt amounted to $4,000 million and servicing repayments 
totalled Birr530.5 ($256 million) million in 1988. 
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creditors (31.5 per cent to multilateral creditors and 46.6 per 
cent to bilateral donors), the proportion of total debt raised from 
private creditors has increased from 8.2 per cent in 1982 to 15.8 
per cent in 1988. Moreover, the share of credits raised on the 
financial markets has increased faster than suppliers credits. 
Short-term debt accounts for a further 5 per cent of the total. 
Despite the government's recourse to financial markets and short 
term credits the average terms of new co .. itments have improved 
slightly since 1982, though proportion of variable interest rate 
loans has increased from 2.7 per cent to 8.4 per cent in i988. 

Ethiopia's debt servicing obligations have 
increased at a faster rate than its debt burden, rising from $74 
million in 1982 to $267 million in 1988. over the same period the 
ratio of debt servicing to exports Las increased from 13.7 per cent 
to 39.2 per cent. This is an intolerable burden for low-income 
country struggling with a widening current account deficit. 
Moreover, the situation is likely to deterior~te in the near future 
as debt servicing on the 1988 pipeline increases to a peak of $315 
million in 1989 and the collapse of coffee prices reduces export 
earnings. Nevertheless, Ethiopia has yet to formally reschedule its 
debts with the Paris or London Clubs and has a record of prompt 
repayments. At the end of 1988 arrears on long-term debt servicing 
amounted to only $1 million. 

Even though the World Bank classifies Ethiopia 
as the poorest country in world in terms of GNP per capita, it has 
received modest amounts of development aid. From 1974 to 1984, 
Ethiopia received an average of $9.9 per capita in development 
assistance compared with an average of $22.5 for other low-income 
African countries. Aid flows more than doubled from an average of 
$204 million dollars in 1982-84 to $726 million in 1985, in 
response to the drought and the resolution of compensation claims 
by foreign nationals, then dropped slightly to $647 million in 1987 
(see Table A-0). Despite the significant increase in aid flows, 
Ethiopia continues to trail behind other low-income African 
countries with development assistance amounting to $14.3 per 
capita. About half the development assistance disbursed in 1987 was 
committed by bilateral donors, led by Italy (20 per cent of the 
total), Sweden (5 per cent) and the Federal Republic of Germany 
(4.3 per cent). The remainder was committed by multilateral 
donors, of which the EC and IDA were the most important (14.8 and 
13.2 per cent respectively). Assistance from the centrally planned 
economies - not included above - has been directed primarily at the 
development of infrastructure and basic industries while the OECD 
and multilateral donors have focused on the directly productive 
sectors and social services. 

In addition to development assistance, Ethiopia 
received substantial quantities of humanitarian aid in response to 
the drought of 1984/85 and subsequent food crises. The bulk of 
this emergency relief has been provided in kind, primarily in the 
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form of grain and food but also as vehicles, medical supplies and 
spare parts. Nearly one million tonnes of food aid was delivered 
in 1984/85 anrt the total value of ~mergency relief assistance in 
that year is estimated at over $500 million. Another 570,00 tonnes 
of food aid was provided in 1986/87, nearly a million tonnes of 
grain was committed by donors in 1987/1988 and the government has 
requested a similar quantity for 1989/90. Consequently the total 
value of emergency relief in recent years has ~cobably been of the 
same order as development assistance. 
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1.3 An overview of the manufacturing sector 

Although industries in the modern sense of the 
term were first established in Ethiopia at the turn of the century, 
it was not until the 1950s that industrialisation gathered pace. 
At that time, generous tax incentives, high levels of tariff 
protection and the provision of credit by Ethiopian banks on 
favourable terms encouraged an inflow of foreign capital into the 
industrial sector. Most of these foreign owned enterprises were in 
the field of import-substitution. Food, beverages and textiles 
accounted for nearly 75 per cent of MVA in 1965. Industry was 
capital intensive and had few backward linkages into other sectors 
of the economy. Instead, it depended heavily on imported inputs. 

A profound change in the structure of ownership 
and management took place in 1975, when the government nationalised 
virtually all the large-scale industrial enterprises owned by 
foreigners and Ethiopians alike. From that date, the industrial 
sector has been dominated by Industrial Public Enterprises (IPEs). 
In 1985/86, IPEs accounted for 95 per cent of MVA and 93 per cent 
of employment of all medium and large-scale industrial enterprises. 
Private ownership was restricted to a narrow range of small-scale 
industrial activities and access to inputs and foreign exchange was 
restricted as the government gave priority to the public sector. 
Nevertheless, the small-scale industrial sector continues to play 
an important role in the economy. Complete figures are not 
available but, according to a survey undertaken in 1985/86, small
scale industry accounts for about 23.4 per cent of total MVA and 45 
per cent of all employment in the industrial sector. 

Industrial activity declined slightly from 1975 
to 1978 owing to the disrupticn of the economy during a period of 
armed conflict and levels of investment that were barely sufficient 
to cover depreciation. The situation improved markedly in 1978/79 
and 1979/80 when the industrial sector registered growth rates of 
15 and 6.5 per cent. This was achieved through mass-mobilisation, 
the elimination of supply bottlenecks and, in the continued absence 
or significant investment, the rehabilitation of idle plant. By the 
early 1980s IPEs were working at near capacity. Even though a new 
generation of large-scale IPEs were commissioned in the mid-1980s, 
industry's performance began to deteriorate. MVA growth rates 
averaged 4. 8 per cent from 1980/81 to 1986/87. While this 
performance was stronger than that of the economy as whole, the 
figures suggest a downward trend in growth rates. This is confirmed 
by statistics on gross production value for the IPEs for the period 
up to 1988. These indicate that growth rates fell from around 8 per 
cent in the early 1980s to just 2.8 per cent in 1988. 

over the last decade there has been very little 
c,hange in industrial structure, despite the government's plans to 
b,roaden the industrial base through the establishment of basic 
i,ndustries. In 1985/86, food, beverages and textiles still 
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accounted for 58.4 per cent of MVA. Some progress has been made 
towards the establishment of basic industries in the non-metallic 
minerals branch, though this sector is dominated by the cement 
production. Other than the oil refinery, the chemicals sector 
continues to be oriented towards the production of final ~oods, 
though several resource based projects are in the pipeline. The 
weakest link in Ethiopia's industrial stn.cture is the engineering 
sector. It was only in 1988 that the first large scale engineering 
plant, the Akaki Spare Parts Factory, was established. In the 
1980s a number of assembly plants were commissioned with the 
intention of phased development of manufacturing operations but 
progress on this front has been slow. Consequently, Ethiopia is 
almost entirely dependent on imports for its machinery and for a 
large proportion of its spare parts. 

The goverll!:!ent' s preference for large-scale 
projects using modern, capital intensive production strategies has 
exacerbated industry's dependence on imported technology and 
handicapped the development of a domestic engineering capability. 
New large-scale capital intensive projects have taken the lions 
share of the investment funds allocated to industry. Such projects 
are costly in terms of foreign exchange, both in the short-term as 
virtually all the machinery has to be imported and over the long
term owing to continued imports of spare-parts and intermediate 
goods ~.nd debt servicing obligations. Moreover, they have not 
proved a cost-effective means of generating employment. Total 
employment in the medium and large-scale manufacturing sector 
amounted to only 90,845 in 1986: equivalent to about 0.5 per cent 
of the economically active population. 

Industry has developed along the lines of 
import substitution and continues to be inwardly oriented. From 
1984 to 1988 only 5.7 per cent of industrial output was exported. 
Despite industry's orientation towards the domestic market, it 
dra'i1s heavily on imports for inputs. The degree of import 
dependence has fallen from 47.4 per cent in 1978 to 39.7 per cent 
39.7 per cent in 1985/86. Even so, the chemicals and metalworks 
branches continue to import over 80 per cent of their inputs. At 
a time of foreign exchange constraint this is both a burden and a 
source of risk, a reduction in the foreign exchange allocation 
would severely affect out~~t. There is considerabl~ roo• for the 
strengthening of backward linkages between industry and other 
sectors of the economy, particularly in the development of mineral 
resources and the improvement of coordination between agriculture 
and industry. A number of enterprises using agricultural raw 
materials have found out-grower contracts an effective means of 
ensuring regular supplies. such contracts could profitably be 
extended to other plants and branches. At present, the state 
marketing channels mediate between supplier and producer. 

over the period 1985 to 1989, the leather and 
leather products accounted for 65. 6 per cent of manufactured 
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exports. Due to a structural change in the industry at a global 
level, Ethiopia has been able to expand exports of semi-processed 
and processed leather rapidly. Other products have had difficulty 
competing in the international market, despite the provision of 
generous subsidies, often owing to their poor quality and design. 
Public sector managers have little experience of export markets 
since exports represent an extremely small proportion of total 
sales (ranging nil in the case of the Metal Works Corporation to 
6.8 per cent in the case of food products and, with a huge leap, 
49.7 per cent in the case of leather and leather products over the 
1984 to 1988 period). 

In recent years, export promotion has been 
given priority and the public sector has made considerable efforts 
to identify suitable export products and penetrate new markets. 
This policy has borne fruit as the value of manufactured exports 
increased from Birr83.7 million in 1980 to Birrl57.3 million in 
1987 and the range of export products has broadened slightly. 
Moreover, manufactures as a share of total exports have increased 
from 8. 8 per cent to 19. 8 per cent over the same period. The 
prospects for further expansion of manufactured exports seem 
bright. Alongside the development of export markets for products 
originally intended for the domestic market, the government is 
investigating a proposal to establish a Export Processing Zone to 
attract export oriented industries financed by foreign capital. 

The recent growth of manufactured exports is a 
bright spot in a picture that is, when taken as a whole, rather 
gloomy. Since 1984 the corporate pre-tax profits have stagnated and 
preliminary figures for 1989 indicate that prof its fell by more 
than half. The financial position of the IPEs has always been weak 
owing to substantial transfers to the government. The corporations' 
general reserve amounted to negative Birr279.5 million by 1989, as 
compared with positive Birrl43. 5 million eleven years before, 
indicating that accumulated losses from the period 1978 to 1989 
amounted to Birr422. 8 million. This has left the corporations 
dependent on the government and banks for the financing of their 
investment programmes and working capital. By 1989, many of the 
enterprises were chronically indebted. 

Transfers from IPEs to the central government 
may be identified as the root cause of the IPEs weak financial 
po~ition. However, their operations have also been handicapped by 
limited managerial autonomy, conflicting managerial priorities, 
inadequate accounting procedures, the separation of producers from 
consumers by the - generallt - obligatory mediation of state 
marketing channels. This has allowed the production of unwanted 
goods to persist alongside shortages of other products. 

Macro-economic factors have played an important 
role in the industrial sector's deteriorating performance. Funds 
for investment have been constrained by the low level of domes~ic 
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savings and limited inflows of development assistance. The 
deteriorating current account position has brought foreign exchange 
requests under ever closer scrutiny and effectively capped the 
foreign exchange allocation of small-scale enterprises. The early 
signs of foreign exchange strangulation are all too apparent. 

In March 1990, the government proposed reforms 
that could revitalise the industrial sector. Central planning is 
to be abandonned in favour a mixed-economy in which the public 
sector Corporations will operate in fair competition with the 
private sector. Price controls will be relaxed gradually and the 
monopoly of the state distribution organisations will be abolished. 
Firms will be forced to compete for their inputs and their place in 
the market. This should provide an incentive for public sector 
management to increase efficiency. The exchange rate may be 
devalued in steps, increasing competition from imports and 
providing incentive for firms to export. At the same time, the 
government will allow management greater autonomy - leading, 
perhaps, to an enterprise rather than a Corporate managerial 
structure in the public sector. Public enterprises that are unable 
to compete effectively may be closed or sold to the private sector. 

Meanwhile, the government has taken steps to 
facilitate greater private sector participation in the industrial 
sector. New investment codes announced in 1989 and May 1990 have 
removed most of the legislative and procedural hurdles to private 
investment in small-scale industry. The government has also sought 
to attract foreign investment through a refinement of its 1983 
Joint Venture Code. As of July 1989, the government dropped the 
requirement that it should be a majority shareholder in any joint
venture and allows the partner to negoti~tion the duration of the 
agreement. In addition, an institutional framework has been 
established to facilitate applications by prospective foreign 
partners. Already, the response is considered promising, though no 
applicant has received a trading licence. Establishment of an 
export processing zone - presedntly under consideration - would 
provide an additional incentive to foreign investors. 

As for the future, much depends on the 
successful implementation of the above reform packages and those 
currently under review. However, manac;;erial reform and the 
provision of a policy environment conducive to private investment 
is not a panacea. The pace of industrialisation is intimately 
linked to the performance of the economy as a whole. The recent 
collapse of coffee prices will exacerbate the acute foreign 
exchange shortage and force many enterprises to tighten their belt. 
Funds for investment and the purchase imported inputs will have to 
be cut and this will have a detrimental effect on output. The 
private sector is likely to be worst affected - there is still no 
indicatio~ that the private sector will benefit from greater access 
to foreign exchange than it has in the past - just at the moment 
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when the government is trying to instil a spirit of confidence and 
promote its activities. If Ethiopia is to weather the current 
crisis, the donor coDl!llunity will have to adopt a more supportive 
role than it has in the past. 
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2. GROWTH AND PERFORMANCE OF THE INDUSTRIAL SECTOR 

2.1 Growth and structural change 

While Ethiopia has lonq history of artisan 
manufacturinq activity, the first tentative steps towards 
industrialisation were taken after the completion of the Addis 
Ababa-Djibouti railway in 1917. Even though Ethiopia remained 
independent, but for the Italian occupation of Eritrea from the 
1880s and the brief Italian occupation of Highland Ethiopia from 
1935 to 1941, most of the industrial enterprises were established 
by foreigners. From the early 1950s the level of foreign 
investment increased steadily in response to generous tax 
incentives, the provision of credit by local banks on extremely 
favourable terms and the hiqh levels of protection afforded to 
larqe-scale enterprises. Ethiopian entrepreneurs were not favoured 
with the same incentives. Consequently, medium and larqe-scale 
industry, predominantly owned and operated by foreigners, grew at 
a much faster rate than Ethiopian owned small-scale industry. 
Medium and large-scale industry's contribution to GDP increased 
from just 1.9 per cent of GDP in 1961 to 4.5 per cent by 1972/73, 
while the contribution of small-scale industry rose from 4.2 per 
cent to 4.9 per cent over the same period. 

This pattern of industrialisation brought few 
benefits to Ethiopia. Opportunities for Ethiopians were limited to 
the small-scale industrial sector or to work as unskilled labour in 
the larger operations; senior manaqerial and technical posts in the 
larqe-scale operations were monopolised by foreigners. The number 
of jobs created by these large-scale industries was relatively 
small. and Ethiopian industry was extremely capital intnsive for 
its level of development since tariff protection and low interest 
loans effectively reduced the real cost of capital intensive 
projects. Paradoxically, capital utilisation rates were generally 
very low, largely because industry catered for the relatively small 
domestic market. Nor did foreign investment contribute to the 
development of Ethiopia's industrial structure. Most of the 
projects were concentrated in a narrow range of import substitution 
activities - food processing, textiles and a few consumer goods 
manufactured under licence. No attempt was made to broaden the 
industrial base through the establishment of a domestic engineering 
capability. All of the machinery used was imported, much of it 
second hand, and industry was heavily dependent on imported 
intermediate goods. Tariff protection appears to have been granted 
on an ad hoc basis, with little consideration given to the 
efficient allocation of resources or its impact on consumer prices. 
Moreover, little of these profits were reinvested in the Ethiopian 
economy. During the ten years to 1972, over 80 per cent of the 
prof its generated by foreign investment in Ethiopia were 
repatriated. 
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In 1975 the Ethiopian government nationalised 
virtually all the large-scale industrial operations and moved 
towards a centrally planned economic framework that identified the 
satisfaction of the basic needs of the population as its immediate 
goal. Large-scale industrial publicly owned enterprises were seen 
as the means by which this goal could best be achieved and this 
sector was accorded priority in the allocation of resources. 
Private sector manufacturing enterprises continued to operate, 
though they were restricted to a limited range of small-scale 
manufacturing and handicraft activities. 

From 1975 to 1977/78 the level of industrial 
activity declined slightly. This due to the general disruption of 
the economy - transport and communications in particular - and 
material damage to some industrial enterprises during a period of 
hostilities. A shortage of funds meant that the public sector 
could not keep pace with depreciation let alone undertake a much
needed inv~stment programme of new projects. At the same time, 
private sector activity stagnated as entrepreneurs adopted a •wait
and-see" attitude after the implementation of radical policy 
changes in 1975. Moreover, the transfer of most large scale 
industrial enterprises to public ownership was not achieved 
smoothly. Virtually all the expatriate managers and skilled staff 
left Ethiopia, leaving behind few skilled Ethiopians to take their 
places. The removal or destruction of factory records did not make 
the new management's task any easier. 

Industry's performance improved rapidly in 
1978/79 and 1979/80 - when the sector registered growth rates of 15 
per cent and 6.5 per cent - with the announcement of a national 
development campaign (zemecha) which, in the face of scarce 
investment funds, relied on the use of existing ~apacity to 
increase output. Idle factories were repaired and orought into 
operation, raw material and manpower constraints were alleviated. 
By the end of the decade, industrial public enterprises registered 
capacity utilisation rates of 70 to 100 per cent. 

Since the early-1980s, however, there has been 
little improvement in productivity or capital utilisation rates for 
the sector as a whole. Instead, the expansion of output has been 
brought about by new investment. In 1984 gross output of the 
manufacturing leapt by nearly 20 per cent over the level the 
previous year, largely because of the inauguration of several large 
industrial projects - among them the Kombolcha Textile Mill and the 
Harar Brewery - to mark the tenth anniversary of the Revolution. 
This was the first generation of new plants established since 1975. 
The wisdom of these large-scale projects has been called into 
que~tion on a number of grounds (discussed at greater length later 
in this chapter): 
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a. the preference for modern and so 
expensive machinery has increased 
dependence on imported capital goods and 
spare parts, thereby inhibiting linkages 
with any domestic engine~ring 
establishaents: 

b. the substantial foreign exchange component 
of these projects places a heavy burden on 
the balance payments, in the short-term 
through imports and the long-tera through 
debt servicing: 

c. large-scale, capital intensive plants are 
an expensive means of generating employment 
when compared to mediwa and small-scale 
operations; 

d. they exacerbate the shortage of skilled 
managerial and technical staff; 

e. concentration of investaent in a 
projects has gone hand in hand 
geographical concentration 
industrialisation; 

few 
with 

of 

f. large-scale enterprises strain the 
distribution se~1ices, particularly in the 
Ethiopian context where the transport 
infrastructure is weak, both in the 
distribution of products to ~heir markets 
and the supply of raw materials. 

The shortcomings of this investment strategy, together with 
institutional constraints in the management, supervision and 
servicing of the enterprises has contributed to the slowing down of 
growth rates in recent years. 

Industrial performance has also been affected 
by that of the economy as a whole and agriculture in particular. 
Output of many cash crops has stagnated, in some cases even fallen, 
and so industrial enterprises have had to contend with irregular 
and often inadequate deliveries of raw materials. Production in the 
food products branch in was particularly affected by the disastrous 
droughts of 1984-85 and 1987-88. While the 1987-88 drought was by 
no means as widespread as that of 1984-85, no lar9e-scale projects 
came on stream and so supply constraints were reflected in a fall 
in output. Moreover, the drought inevitably forced the government 
to reallocate resources away from industry to more urgent relief 
and rehabilitation activities. 

Despite Ethiopia's pressing economic problems, 
donors have not stepped in to fill the gap. Liquidity constraints 
have become more acute as the government, with little room to 
manoeuvre in its fiscal policy, has required substantial transfers 
to the central government from all public industrial enterprises. 
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The deteriorating current account position in recent years has also 
forced enterprises - particularly those operating in the private 
sector - to tighten their belts. Foreign exchange budgets have 
becoae subject to ever closer scrutiny. While the governaent has 
stoically continued with those projects in the pipeline, iaports of 
interaediate goods, spare parts and raw aaterials for operational 
enterprises have not kept pace with deaand. 

T.t>le 2. 1: Grwth of prcd!ctian wlue br brmncll. FY1919 to FY1W 
(Per cent m.nge at ~tent 1978/19 prices> 

lrmndl 1919-81 1982 198.l 1984 1985 1916 1987 1988 

Food 9.5 ·0.1 14.0 4.0 17.1 6.8 -4.8 -1.1 
8-reges 10.4 7.0 7.8 6.9 53.7 3.2 7.1 -.6 
Tobecco 4.2 18.4 16.8 6.7 44.9 20.6 o.o 10.1 
Tutiles 11.2 2.3 2.7 0.9 2.1 7.2 8. 1 4.0 
Leather & shoes 12.6 0..7 5.8 15.2 20.6 8.t 15.5 14.2 
Uood & proclActs 9.3 1.5 21.8 9.2 -51.5 5.3 2.1 3.6 
Paper & printing 15.9 11.8 5.0 15.7 14.8 6.9 5.4 -5.8 
Chaicals 7.8 13.3 14.8 7.7 15.2 -12.2 32.9 -2.2 
lon·•tallic 23.7 24.9 -4.6 ·13.9 99.6 22.4 7.1 17.3 
Metal procb:ts 8.6 3.1 11.0 5.6 13.7 ·5.7 7.2 1.3 

Total 10.4 4.7 9.1 5.4 19.8 5.7 6.0 2.8 

GDP 4.4 1.2 5.3 -3.6 -7.0 6.7 8.0 

~: hti-l lank of Ethiopia, Quarterly Bulletin, wri- issues, 
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owing to the adverse macro-economic situation 
and constraints within the industriasl sector, the value-added 
growth rate for large-scale industrial enterprises slowed during 
the 1980s, averaging 4.8 per cent froa 1980/81 to 1986/87. The 
downturn has been most apparent since 1986. In FY1988 the 
enterprises under MOI supervision registered an increase in gross 
output of just 2.8 per cent, the lowest level for a decade. The 
results for FY1989 are unlikely to show a aarked iaproveaent. 
Growth rates for saall-scale industries and handicrafts have 
trailed behind those for large-scale industry at an average of 2.2 
per cent for the 1980/81 to 1986/87 period. This reflects the 
priority accorded to large-scale industries in the allocation of 
investment funds and inputs. 

A branch level breakdown of growth trends at 
constant prices can only be calculated for gross output of 
enterprises supervised by the Ministry of Industry (representing 
70. 6 of total aanufacturing output in 1985/86) • This suggests that 
growth rates have been significantly higher, averaging 7. 2 per cent 
per year over the 1980/81 to 1986/87 period, largely because 
investment funds have been concentrated in the core industries -
food, beverages and textiles - operated by the Ministry of 
Industry. 

Growth rates have varied considerably between 
branches. The non-metallic products branch has shown the strongest 
performance, achieving an average annual growth rate of 17.9 per 
cent over the seven year period. This rapid increase in output was 
achieved by the construction of a new cement factory at Mugher 
which nearly tripled cement production in 1984/85. output 
increased by an average of 11.8 per cent per year in the beverage 
industry, again largely because of the installation of increased 
capacity (of which the Harar Brewery, commissioned in 1984, is the 
most important). The tobacco, beverages, chemicals and leather 
processing and products branches also achieved growth rates in 
excess of 10 per cent (13.5, 11.8, 11.1 and 10.9 per cent 
respectively). In contrast, the established branches of 
manufacturing, food products and textiles, performed relatively 
poorly, with growth rates of 3.5 and 6.3 per cent, in spite of 
substantial investment in such projects as the Kombolcha Textile 
Mill. Similarly, the metal products and engineering branch has 
performed below the sectoral average, wit}\ an average annual 
increase in output of 5.7 per cent. Its performance its likely to 
improve in the near future as recent projects - notably the Akaki 
Spare Parts Factory - step up production towards full capacity. 

Divergent growth rates have brought about a 
gradual change in the structure of manufacturing value added in 
recent years (Table 2.2). In 1965, the industrial sector was 
dominated by the food processing, t:everage and textile branches 
which, together, accounted for nearly 75 per cent of manufacturing 
value added. Their share had hardly fallen by 1980/81, largely 
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because there had been very little investment in the period 
immediately after the Revolution and the government still gave 
priority to the production of basic consumer goods on the basis of 
import substitution. It was only after the promulgation of the Ten 
Year Perspective Plan (FY1984-FY1994) that a concerted effort was 
made to diversify the industrial structure, with particular 
attention being given to the development of a basic (chemical, non
metallic minerals and engineering) industrial capability. However, 
Ethiopia has yet to make significant progress towards the creation 
of a broad industrial base. Only the chemical branch had increased 
its share of total manufacturing value added to more than ten per 
cent by 1985/86 had fallen slightly, and this was due, in large 
part, to the oil refinery's contribution. Moreover, the most recent 
statistics, which cover MOI supervised industries only, reveal that 
the marked predominance of the "traditional" industries persists. 
Whereas basic industries accounted for 18.5 per cent of 
manufacturing value added, the "traditional n industries contributed 
56.5 per cent. 
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Teble 2.3: Structure of value added by irdauial branch, selected mrs 
(Per cent sher-es) 

Medium and Large scale ird.atry MDI llll'lly 
Branch 1965 1976tn 1980/81 1985/86 1986 1988 

Food 30.0 18.4 31.1 23.8 20.8 19.3 
llewrages 15.0 14.3 10.7 14.6 14.8 12.1 
Tobacco 3.0 7.0 5.8 4.5 4.7 7.6 
Textiles 29.0 30.8 28.5 20.0 24.7 25.1 
lather & proclJcts 5.0 6.5 6.0 4.0 4.6 10.2 
WOOd & procb:ts 3.0 3.4 2.7 3.0 1.1 1.1 
Papet" & printing 2.0 4.3 4.2 8.o 9.0 6.4 
Chai ca ls 3.0 8.6 5.8 12.0 9.5 9.6 
lan·•t•l l ic 5.0 2.4 1.2 3.5 4.9 3.1 
Metal & procb:ts 5.0 4.2 5.2 6.6 5.9 5.4 

Source: CSA, Results of the 5un!!y of Manufacturing lrdatries, veri- issues: 
Wor-ld Bar*, Ethiopia lrdatrial sector Review, Report lo.5301 ET, 
Decamer 1985; flinistry of lrdatry, Statistical Bulletin, various 
issues. 
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The top heavy structure of Ethiopian industry 
is even more apparent if the dist"'"-; bution of value added by 
product end use is examined (Table 2.3~. Data for the Ministry of 
Industry supervised corporations reveals that the 103 of the 165 
enterprises were engaged in the manufacture of light consumer goods 
and these accounted for 67.7 per cent of total HVA. The second 
most important end use is intermediate goods, with 36 enterprises 
engaged in the production of inputs for agriculture, construction 
or the industrial sector itself. These enterprises accounted for 
23.5 per cent of HVA. By the far the most important corporations 
engaged in the manufacture of intermediate goods were the National 
Leather and Shoe Corporativn, Ethiopian Cement and the Share 
Companies accounting for 33.6, 12.7 and 12.4 per cent of the total 
output respectively. Both consumer durables and engineering made 
a negligible contribution to HVA. 
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T.t>le 2.3: Velue edded of pblic irdatriel enterprises by end use. 1988 
(Per cent sheres) 

Light lnter-
consme ~ mdiete Eneineerine Service 

Corporetian goods cllr.t>les goods goods renderine 

Etlliopien Food 100.0 
Etlliopien SUpr 100.0 
Etlliopien leftreges 79.9 20.1 
.. tional tobecco 100.0 
.. tionel Textiles 88.7 11.3 
.. tianel Leether 38.1 61.9 
Etlliopien Printine 9.3 3.9 86.8 
.. tional Chaicel 58.0 39.4 2.6 
Etlliopien c-nt 0.0 100.0 
••tionel Metel works 5.8 63.3 32.5 1.6 
Shere ec..ienies 23.2 76.8 

Totel lllOI 67.7 3.8 23.5 0.1 5.0 

SOUrce: llinistry of lniiatry. Stetisticel Bulletin, J...e 1989 
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With the change to a mixed-economy in which 
profit is the guiding principle of new investment, Ethiopia's 
industrial structure is likely to change. Private investors are 
unlikely to be interested, in the immediate future at least, in 
large-scale engineering and basic industries which require 
substantial investments with long pay-back periods. Instead, they 
are likely to concentrate on consumer oriented industries, where 
scarcity rents offer attractive profit margins. Such industries 
are likely to follow the lines of import substitution and may be 
established by foreign enterprises, possibly as joint ventures, 
wishing to take advantage of Ethiopia• s potentially large, but 
poor, market. If Ethiopia's industrial structure is to evolve along 
the lines mapped out by recent development plans - and clearly 
there is a need for such development as well as growth - some 
government commitment will be required. This may take the form of 
direct investment in new public sector enterprises, or mixed 
enterprises and joint ventures where the government absorbs some 
of the risk of a substantial capital outlay on the part of private 
investors. The government may also try to influence private sector 
investment by indicative planning, by, for instance, preparing 
feasibility studies or offering well-targetted tax concessitJns. Yet 
een if the government takes an active role in such indicative 
planning, the development of a broad industrial base is likely to 
be a much longer process than under the central planning system. 
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2.2 Ownership and size distribution 

Industrial Public Enterprises (IPEs) dominate the industrial 
sector in Ethiopia. In 1985/86, they accounted for 96 per cent of 
the gross production value of medium and large-scale enterprises 
(those using power driven machinery and employing 10 or more 
persons), 95 of the value added, 93 per cent of employment and 97 
per cent of the fixed assets (Table 2. 4) • This pattern has changed 
little since February 1975, when the government nationalised 72 of 
the largest manufacturing and commercial enterprises and assumed a 
majority interest in another twenty-nine. Subsequently, the 
government bought out the private interest in all but four of 
these "share companies". 

In 1988, 165 of the 215 IPEs were supervised by 
the Ministry of Industry and organised into eleven Corporations 
(see Section 4.3). The 50 remaining IPEs (accounting for 26 per 
cent of the public sector's gross production value, 29 per cent of 
its value added and 11.3 per cent of its employment in 1985/86) are 
supervised by other executing Ministries: meat packing and animal 
feeds under the Ministry of state Farms, saw mills under the 
Ministry of Agriculture and construction materials enterprises 
(with the exception of the cement industry) under the Ministry of 
construction. 
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Table 2.4: Plbl ic sector share in mnufacturi~ inciJSt!:lll, 1985l86 
<Percent sheres> 

llUlber Gross 
of estab- value of Value Fixed 

Branch listi.nts production Added Ellploymnt Assets 

Food 46 96 96 91 97 
Beverages 68 98 91 97 99 
Tobacco 100 100 100 100 100 
Textiles 47 94 98 97 98 
Leather ' shoes 38 97 96 92 95 
llood ' products 35 88 89 79 73 
Paper ' printing 38 92 93 86 74 
Chemicals 60 95 95 92 93 
Petrol- 100 100 100 100 100 
Non-11etall ic 48 95 95 88 99 
Metal products 55 72 70 79 83 

Total 50 96 95 93 97 

a/ All public sector enterpriae and a saaple of 199 private enterprises. 

Source: CSA, Results of the survey of the Manufacturing and Electricity 
JnciJStries C1985l'i986>. J81U1ry 1989. 
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The "Declaration on the Economic Policy of Socialist Ethiopia" 
of February 1975, assigned the private and public sectors very 
different roles in the economy. Within the industrial sector, 
basic industries and export processing were reserved for the state 
or joint-ventures between public and foreign private capital. 
Domestic private sector investment was restricted to a range of 
small-scale industriesY. Later, Proclamation No. 76/1975 fixed a 
ceiling of Birr500,000 for private investments by Ethiopian 
nationals (raised to Birrl million in April 1985). No restriction 
was placed on the number of workers a private enterprise might 
employ, but enterprises employing more than ten persons were 
required to recruit their workers through the Ministry of Labour 
and Social Affairs. As a result of these controls, the 
industrialisation paths followed by public and private sector 
industries have diverged. 

Large-scale, capital intensive projects predominate in the 
public sector. All but ten of the public sector enterprises employ 
more than 50 persons with an average of 418 workers and fixed 
assets of Birr3.4 million per enterprise in 1985/86. These large 
scale enterprises account for 97 per cent the industrial sector's 
gross production value (Table 2.5). Of the 165 enterprises under 
MOI supervision, 53 employ more than 400 workers and 17 employ more 
than 1, 000. In contrast, the average work-force of the 199 private 
enterprises covered by the 1985/86 Central Statistical Office 
su't'.Vey was 30.5 employees and the average value of fixed assets was 
Birrll3,000. According to a 1987 directory of manufacturing 
establishments employing more than 10 persons, only 32 of the 404 
private enterprises registered employed more than SO workers and 
the average work-force was 23 employees (see Table 2.6). The vast 
majority of private sector enterprises employ fewer than ten 
persons. According to a 1984/85 survey of 7,684 SSis undertaken by 
HASIDA, the government agency which supervises SSis (see Section 
4.2), the average size of these enterprises was less than five 
employees. Owing to the different institutional status and size 
characteristics of private enterprises, this sector is discussed 
separately in Section 2.9. 

4. The activities specifically identified as the domain of the 
private sector under the Declaration were: food processing, 
quarrying, baking, grin-milling and oil seed pressing, manufacture 
of wood and metal products, weaving, knitting, sewing and 
tailoring, and handicrafts. 
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T.t>le 2.5: Size distribution of •nuhcturi!!I entere:isesa£, 1985£116 

Percent of 
llumer of est.t>l i~ts 1ross l!!:oclJction V11lue 

Brandl Total 10·19 l0·49 >50 10·19 20·49 >50 

Food 125 19 47 59 o.a 4.3 95.0 
leftrages 30 2 4 24 0.1 1.2 98.7 
TobKco 2 2 100.0 
Toti les 60 17 6 37 0.4 .4 99.2 
Luther & shoes 26 7 4 15 o.a 1.2 98.1 
Wood & proclJcts 31 a 11 12 2.3 6.2 91.5 
Pmper & printing 29 5 10 14 1.7 3.a 94.5 
Chemicals 32 4 5 22 1.0 1.1 98.0 
llon·•t•ll ic ll 7 7 19 o.a 3.4 95.8 
Metal proclJcts 34 6 9 19 0.5 3.4 96.1 

Total 402 75 103 223 0.6 2.1 97.3 

a/ All pbl ic sector enterprise and a SMple of 199 priVllte enterprises. 

~: CSA, Results of the Surwy of the lilarufe&:turina and Electricity 
lnclatr•es <1985£1996> • .lmry 1989. 
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Table 2.6: Size distribution of private sector enterprises./, 1985/86 

Esteblisi--tts 
E9')loyment 

10·19 

249 
3,243 

20·29 

78 
1,901 

30·49 

45 
1,6n 

50·99 

27 
1,750 

100 
or ~ 

5 
m 

eJ Enterprises employing mre thmi 10 persons end using motive po11er. 
Cover-ee is inc:C1111plete within this category owing to • printing 
mission of epproxi•tely 250 enterprises. 

~: llOI, Directory of ~acturing Esteblisi--tts, Mey 1987. 
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Special Decree No. 9/1989 broadened the range of industrial 
investments open to entrepreneurs within the private sector, 
increased the capital ceiling to Birr4 million for projects owned 
by business associations, offered incentives to investors and 
opened the door to new forms private ownership (see Section 4.3). 
In the first five months after promulgation of the decree, the 
licensing authorities received 1,200 applicants from prospectiv~ 
investors. If only half of these projects are implemented, the 
private sector's contribution to output and employment in the 
manufacturing sector will rise significantly in the near future. 

The reform package announced in March 1990 -
embodied in Special Decree No.17 /90, promulgated in May 1990 -
opened the gates even wider to private sector investmnent by 
abolishing the state's monopoly in certain sectors of manufacturing 
and removing the ceiling on investment altogether. It was also 
made clear thc.t investment by expatriate Et.hiopians would be 
welcomed. This will provide access to considerable funding from 
abroad, both from Ethiopians wishing to secure employment and 
income for relatives still resident in the country and those that 
see Ethiopia as an attractive investment opportunity. It is still 
too early to assess how successful the government's initiative will 
prove in attracting private sector investment through de
regulation. Nevertheless the reforms have provided an opportunity 
and it may be expected that the number of ~rivate sector 
enterprises - mostly small-scale - will proliferate in the near 
future. The only restrictions on private sector investment that 
remain cover investment in the defence industry, post and 
telecommunications, radio and television broadcasting services, 
air, rail and large-scale shipping. These activities are reserved 
for the state. A number of other activities - electric light and 
power, banking and insurance, supply of potable water and tobacco 
processing - are subject to close government supervision, requiring 
the approval of the Council of Ministers before any approval can be 
granted. Otherwise the private sector has been given a free rein 
throughout the economy, subject to the formality of a trading 
licence. 

These measures are likely to change the balance 
of ownership in the manufacturing sector in favour of the private 
sector. This trend may be reinforced if the government implements 
its pol icy recommendation that loss making parastatals in the 
manufacturing sector should be broen up and privatised. Obviously 
the procedure of privatisation will take some time to formulate as 
will will the identification of enterprises suitable and 
susceptible to private sector ownership. However, given the poor 
financial position of many of the state owned manufacturing 
enterprises privatisation is a realistic possiblity in the near 
future. Those enterprises most likely to be sold off - and bought 
- are the smaller-scale operations in the consumer oriented sector. 
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In line with the government's social objectives, cooperatives 
have been encouraged (see Section 4.2) but, until recently, other 
forms of capital association were restricted. The broadest form of 
association available at the end of 1989 was the partnership. 
There was no provision for financial institutions to subscribe to 
equity in private sector enterprises and joint-ventures have, in 
practice, been restricted to associations between the state and 
foreign partners. Horizontal and vertical integration within the 
provate sector has been prevented by the limitation of one trading 
licence to each individual - though extended families have managed 
to circumscribe this restriction and create larger units with 
complex linkages. 

Recent legislation (Special Decree No. 9 and 
No.11/1989) lifted some of these restrictions. Foreign investors 
were allowed to select partners from the domestic private sector, 
though the state would still hold an interest in such ventures. 
Wider forms of "business association" are discussed though not 
defined. Perhaps this will provide an opportunity for wider forms 
of equity participation. The legislation also permitted each 
individual or "business association" to hold multiple trading 
licenses within capital ceilings of Birr4 million and Birr8 million 
respectively. Clearly, the legislation provided for broader forms 
of capital association but it failed to provide them with a lega1 
basis. 

This critic ism was answered by the promulgation 
of "Special Decree on Investment No 17 /1990". The new decree 
permits foreign companies to form joint-ventures with the partners 
of their choice, without government interference. It also allows 
investors to form ordinary, general and limited partnerships, joint 
ventures, share companies and private limited companies. All forms 
of capital association are now permissable. 
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2.3 Investment 

Successive development plans have set ambitious targets for 
investment in the industrial sector (Table 2.7). These targets 
have been revised in medium-term and annual plans to reflect the 
available financial resources. The average annual investment in 
the TYP (FY1987-FY1989), for instance, was 42 per cent lower than 
originally anticipated in the TYPP (FY1985-FY1995) owing to the 
diversion of financial resources to faaine relief and 
rehabilitation following the 1984-85 drought. Implementation rates, 
based on annual plans, have been relatively high, averaging 67.7 
per cent of the planned annual investment of Birr216.5 for the 
period FY1984-88, though they dropped to 46.5 per cent in FY1986, 
a drought year. The targets for the FYP (FY1990-FY1994) are even 
more ambitious than those of its predecessors. It anticipates an 
annual average investment of Birr759.4 million, peaking at 
Birrl, 074. 6 million in FY1991. In view of the growing budget 
deficit and the acute shortage of foreign exchange, these targets 
will probably have to be revised downwards in the near future. 

The new market-oriented policy framework 
revealed in March 1990 will also affect the pattern of investment. 
While the government may decide to go ahead with the investment 
programmes proposed by the publicly owned Corporations, 
particularly where these investments are to be funded by external 
sources, it may prefer to limit public sector investment to those 
projects that would not be attractive to the private sector but may 
be considered important in terms of industrial development. In the 
absence of clear policy decision on the government's investment 
strategy for the near future, this section - and subsequent 
chapters - assumes that the projects identified will remain 
priorities and the investment targets are still valid. 

Following the "Declaration on Economic Policy of Socialist 
Ethiopia" in 1975, priority was given to investment in industrial 
projects aimed at satisfying the basic needs of the population. 
Projects in the food processing, beverages and textiles sectors 
received over 90 per cent of total investment in the period FY1976 
to FY1984 (Table 2.7). It was only in 1984, with the preparation 
of the TYPP (FY1985-FY1994), that attention turned to diversifying 
the industrial base through the development of basic industries 
(chemicals, non-metallic minerals, metals and engineering) which 
would strengthen linkages within the indust~ial sector, reduce 
dependence on imported inputs and increase the ranye of industries 
processing domestic resources. As a secondary objective, export 
oriented industries, such as the leather and leather products 
branch, were also to receive a larger shar,: of investment. Even so, 
those branches serving basic needs and domestic consumers were 
still allocated over 40 per cent of investment for the ten year 
planning period and an even larger share in the plans early years. 

In practice, the distribution of investment in the first three 
years of the TYYP, FY1985 and FY1988, has favoured the m~tal and 
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engineering, non-metallic mineral products and textiles branches to 
a much greater extent than originally anticipated. This reflects 
the momentwn of a few large-scale projects (such as the Akaki Spare 
Parts Factory) which have gone some way to strengthening the 
industrial sector• s resource base and internal linkages. The 
principal source of manufactured exports, the leather and leather 
products branch, has, on the other hand, been allocated an 
extremely small share of available resources. 

Under the Five Year Developaent Plan (FY1990-FY94), export 
oriented industries will receive a larger allocation of investment 
funds in line with the priority accorded to the development of this 
sector. However, investment in basic industries (nctably chemicals, 
metals and engineering) will be far smaller than anticipated at the 
beginning of the TYYP. Instead, investment will be concentrated in 
those sectors where the industrial base is already comparatively 
strong (food processing and textiles in particular) and the 
utilisation of domestic mineral resources (non-metallic minerals). 
Consequently, while investment during the TYYP period as a whole 
will diversify the industrial sector's resource base, it is 
unlikely to achieve the goal of stronger intra-sectoral linkages: 
the problem of import dependence for intermediate and capital goods 
will continue. 
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T8ble 2.7: Investment in ~lie sector inclatrial 
de-lel -•t l!!:Ojects 1 FY1976 to FY199to 

(Percentage shares) 

Actual Plarned Plarned Actual Plarned 
lr.-.dl 1976·84 1985·94 1985·88 1985·88 1990·94 

Food 37.2 25.0 ~.4 10.1 35.8 
leverages 29.0 3.5 3.0 2.1 6.8 
Tobacco 1.2 .6 1.3 .5 2.3 
Tutiln 26.6 14.7 10.7 34.3 18.8 
lHther & shoe 1.1 5.3 7.2 1.4 7.2 
Uood & proclacts 2.0 4.1 .o .3 
P~ & priniting .8 1.1 .5 1;J.4 
Chai cal 1.4 22.2 16.4 1.5 1.0 
•on·•tall ic 3.0 11.2 10.1 16.7 14.0 
Metal proclacts 0.5 14.7 11.6 33.1 2.7 
science & technology .7 

Total <Rill ion lirr) 317.6 5,074.2 799.8 563.8 2,923.7 

~: CllCCP, Ten Year Perspective Plan <FY1985·FY199io), 1984; 
ROI, Statistical Bulletin, VI, .lw.e 1989; ROI, Five Year Plan 
~t <FY1990·FY199to>, 1989 (in Alllharic). 
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Hew industrial projects have absorbed the lion's share of 
investment resources during the first four years of the TYYP, 
FY1985-FY1988, and will continue to do so during the FYP 
(FY1990-FY1994) (Table 2. 8) . Expansion projects accounted for only 
14.6 per cent of total investment in the period FY1985-FY88, rising 
to 23.6 per cent under the FYP. Government policy is, in effect, to 
expand the industrial infrastructure as fast as possible to take 
advantage of import substitution and domestic resource utilisation 
opportunities. While this is likely to strengthen the employment 
generation effect of investment in large scale projects, it is 
unlikely to be as cost effective a means of increasing output as 
investment in expansion, which builds on established 
infrastructure, managerial and technical capabilities. Furthermore, 
the allocation of substantial sums to new large-scale projects 
substantially increases the risk factor in calculating the return 
on investment (ROI) and capital employed (ROCE) and aggravates the 
acute shortage of skilled managerial and technical personnel (see 
Section 5.1). 

Another matter of concern, given the age of the equipment 
stock in use (see Section 2. 6) , is the relatively small proportion 
of investment resources allocated to replacement (including 
rehabilitation, renovation and removal of bottle-necks). During the 
period FY1985 to FY1988 expenditure on replacement amounted to 26.7 
per cent of total capital expenditure. However, expenditure per 
unit value of fixed assets in Birr varied from a low of Birr0.046 
in 1986 to a high of Birr0.083 in 1988. This level of replacement 
expenditure is barely enough to keep pace with depreciation and 
would bP- inadequate to maintain the productive capacity of 
relatively new machinery. In the Ethiopian context it results in 
frequent breakdowns, prolonged equipment down-times and 
considerable expenditure on spare parts. Under the FYP the 
allocation for investment in replacement will double in absolute 
terms but fall to just 10.7 per cent of total investment 
expenditure. As a result, the deterioration of the existing - and 
newly purchased - capital stock is likely to accelerate. 
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hble 2.8: Actuml Sid plemed irwesment in the plic sector 
corporations w tme of irwestment· "194 to "1"' 

(Millian lirr) 

Actual Pl.-..d 
1984·88 1990-9' 

Type of investment lirr Percent lirr 

Develas-r'lt projects 510.8 76.1 3.199.6 
• ExpMsian projects (93.1) (14.3) (895.l> 
- llew projects (417.4) (59.9) <2.304.3) 
Replec:~t 186.4 26.7 405.6 
Science & tedlnology 191.7 

Totel 697.2 100.0 3.796.9 

~: MDI. Stetisticel Bulletin. VI. Jww 1989; MDI. 
fi!fe Yeer PlWI ~t <"1990-"1"'>· 1989 
(in Allheric). 

Percent 

114.3 
(23.6) 
(60.7) 
10.7 
5.0 

100.0 
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The absence of a developed engineering branch renders the 
economy heavily dependent on imported capital goods (see Section 
2. 6) • During the period FY1984 to FY1988, 51 per cent of all 
expenditur~ on capital investment weet towards purchases in foreiqn 
exchange (Table 2.9). The completion of the Akaki Spare Parts 
Factory in 1988 will help to reduce the expenditure of foreiqn 
exchange on spare parts, but virtually all of the machinery needed 
for new and expansion projects and replacement will still have to 
be imported. Indeed, the foreiqn exchange component of investment 
under the FYP is expected to increase slightly. Given the 
government's tight foreign budget, and the anticipated decline in 
foreign exchange receipts in the near future, planned investment 
is likely to be subject to considerable slippage during the FYP. 
This strengthens the case for the careful identification of 
sectoral priorities and the selection of projects on the basis of 
their projected ROI and ROCE ratios. 

Only 5.3 per cent of investment during the period FY1984 to 
FY1988 has been financed out of the corporations' own funds (Table 
2.10). Liquidity constraints (see Section 2.5) and the depletion of 
general reserves to finance loss making enterprises leave the 
corporations dependent on government and bank finance. If the 
corporations are to double the proportion of total investment 
financed out of their own funds, as the FYP anticipates, the 
structure of corporation taxes and supplementary charges will have 
to be reformed so that they can retain a larger proportion of their 
earnings. 
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Table 2.9: Actual end l!lamed forei!l!'.! exchame ccai111ie11t of 
c12ital exoeuditure !;!:it'. the ~lie sector, FT1984 to FT1994 

(Mill ion Ii rr) 

1984-aa 1990-94 
Foreign Per- Foreign Per-

Type of project Total Exchange cent Total Exchange cent 

Develcis-nt projects 722_5 381.2 52.a 3.199.6 1.759.3 55.0 
- EXJ*'Sion projects n.a. n.a. n.a. 2.304.3 1.306.0 56.7 
- llew projects n.a. n.a. n.a. 895.3 453.4 50.6 
Replacement 227.5 102.5 45.1 405.6 167.1 41.2 
Science & technology n.a. n.a. n.a. 191.7 109.2 57.0 

Total 950.0 483.7 50.9 3.7'96.9 2.035.6 53.6 

~: MOI. Statistical Bulletin. VI. June 1989; MOI. Five 'fear Plan 
Docullent CF'f1990-F'f1994>. 1989 (in Allllaric). 

Table 2.10: Source of investllent fwds for Corporation devel!!Pftt 
orojects, FT1984 to FT1994 

(Million Birr) 

Plamed Actual Plamed 
1984-aa 1984-aa 1990-94 

Source Birr Percent Birr Percent Birr Percent 

Gove,.,..,.t budget 442.7 36.6 247.5 34.1 1.163.1 30.6 
OWn Fird 37.9 3.1 38.2 5.3 438.7 11.6 
Local t.lk lowi 294.9 24.4 162.6 22.4 912-7 24.0 
~tiers credit 349.4 9.2 
Foreign lowi 405.0 33.5 256.7 35.4 872.7 23.0 
Foreign grant 28.4 2.4 20.5 2.a 60.3 1.6 

Total 1.208.9 100.0 725.5 100.0 3.7'96.9 100.0 

Source: MOI. Statistical Bulletin. VI. June 1989; MOI. Five 'fear Plan 
DOCUl!ent <FT1990-FT1994>. 1989 (in Alllharic). 
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Central government and local banks provided over half of the 
investment finance over the five year to FY1988. This puts a heavy 
responsibility on the MOI project assessment department since 
institutional mechanisms for the allocation of resources replace 
the market, which, if a larger proportion of projects were financed 
out of the corporations' own funds, would ensure that investible 
resources were available only to profitable enterprises. While the 
effectiv~ centralisation of capital budget.s in the government's 
p~rse sh~uld allow close management of the economy's investible 
resources, this advantage is lost by the absence of consolidated 
accounts for t~e public sector covering flows of funds between the 
governme~t, corporations and banking system. 

During the period FY1984 to FY1988, 35. 4 per cent of the 
investment expenditure was financed by foreign creditors. Recourse 
to foreign financing is a regrettable necessity in view of 
Ethiopia's limited domestic savings (see Section 1.2). However, 
faced with a growing debt servicing burden and tightening exchange 
budget it is desirable to keep such financing to a minium and 
ensure ~hat it is secured at concessionary terms (through suppliers 
credits and donor sources). There is a strong case for donors to 
increase the value of grants to industrial sector which, to date, 
have made only a marginal contribution to total investment. 
Furtherm~re, if external financing is not to result in a net drain 
in foreign exchange, care should be taken to ensure that the new 
servicing obligations are matched by growth in the value of the 
manufactured exports. 

No comprehensive data on the level of private sector 
investment in the industrial ~ector is available. Under the TYPP 
private sector investment was expected to average Birr16 million 
per year (3 per cent of total investment) though the estimate rose 
to Birr33 million per year (11 per cent of the total) under the TYP 
(FY1986-FY1989). Actual investment in new private sector projects 
licensed by HASIDA has increased from around Birrl million in 
FY1983 to Birr20 million in FY1988, though this excludes investment 
in replacement and informal sector projects. The level of 
investment is expected to increase sharply following the 
introduction of incentives and the removal of barriers to entry in 
July 1989 (see Section 4.3). 

According to a 1985 HASIDA survey 81 per cent of private 
sector investment is financed from private savings and only 19 per 
cent from bank loans. Many private sector traders benefit from 
high liquidity, generated from the substantial margins earned in 
the parallel market. Where the policy environment is favourable, 
these traders are clearly willing to invest their liquid assets in 
small-scale manufacturing enterprises. On the other hand, the 
f inanc~aJ and institutional constraints of a banking system geared 
to the needs oi large-scale public sector projects rather than 
small-scale industry (see Section 4.2), have made it very difficult 
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for businessmen to secure long-term credit even for the expansion 
of an enterprise with a healthy financial record. The degree of 
dependence on imported capital goods is probably lower than that of 
the public sector and is usually financed through unofficial 
sources of foreign exchange (see Section 4.3). 

2.4 Employment 

Industry is not a major employer in Ethiopia. In FY1986 medium 
and large-scale industrial enterprises employed a total of 90,845 
persons. This represents less than O. 5 per cent of the total 
economically active population and 5.9 percent of the economically 
active population resident in urban areas. While employment in 
manufacturing has increased by over 50 per cent in the ten year 
period to FY1986, providing, on average, 3,162 additional jobs 
each year, this has made no impact on the vast numbers of urban 
unemployed (see Section 5.1). 

Public sector enterprises account for over 90 per cent of 
employment in large and medium-scale manufacturing enterprises -
and MOI supervised industries about 85 per cent - a proportion that 
has remained fairly constant since FY1976 (Table 2 .11). The 
distribution of employment between branches of manufacturing has 
also changed little over this period. Although the predominance of 
the textiles branch has fallen slightly as employment in paper and 
printing, beverages, leather and shoe, metalworking and food 
processing branches increased faster than the sectoral average, it 
remains by far the most important employer,accounting for about 40 
per cent of the industrial workforce. 
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Tele 2.11: Pe..-nent !!!!l!lovees ~ brench, FY1976 to FY1986 

Percent 
1976 1981 1986 change 

Brench llwiber Percent llUlber Percent llUlber Percent 1976-116 

Food 10,724 18.1 15,502 19.6 18,216 20.1 69.9 
Bever8geS 3,625 6. 1 6,194 7.8 8,261 9.1 127.9 
Tobecc:o 662 1. 1 849 1.1 1,017 1.1 53.6 
Textiles 26,044 44.0 32,305 40.8 35,782 39.4 37.4 
Leather & shoe 2,708 4.6 4,537 5.7 5,771 6.4 113.1 
Yood & procb:ts 4,242 7.2 5,237 6.6 2,581 2.8 -39.2 
Paper & printing 1,634 2.a 3,776 4.8 4,443 4.9 171.9 
Chmical 4,511 7.6 5,590 7.1 7, 142 7.9 58.3 
llon-.etall ic 3,338 5.6 2,994 3.8 4,535 5.0 35.9 
Metal procb:ts 1,734 2.9 2, 107 2.7 3, 187 3.5 as.a 

Total 59,222 100.0 79,091 100.0 90,845 100.0 53.4 

P\J>lic sector 55, 105 93.0 71,240 90.1 84,783 93.3 53.9 
Private sector 4, 117 7.0 7,851 9.9 6,062 6.7 47.2 

~:CSA, Results of the SurYev of Manufacturioa lrdJSt~,various issues. 
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Several studies have argued that staffing levels at enterprise 
level are inflexible~./. Certainly, the terms of the labour 
Proclamation (No.64/1975), offer workers• considerable protection 
against redundancy: prior notice of up to three months, powers of 
appeal, automatic severance pay of two months salary, redundancy 
compensation of one month's salary for the first year of employment 
and one third of a month for the remaining years. Furthermore, in 
the case of MOI supervised enterprises, changes in staffing levels 
would have to be justified before the Ministry's Manpower 
Department. These procedures, backed by an implicit understanding 
that one of the enterprise's objectives is employment generation, 
do discourage employers from laying workers off to cut costs during 
temporary lulls in production. Nevertheless, statistics compiled 
at Corporation level (see Table A-0) do show periodic reductions in 
staff i.ng level that are greater than one naight expect from natural 
wastage through retirement. 

Besides, enterprises can achieve some degree of flexibility by 
hiring temporary workers and contractual staff to meet seasonal or 
temporary changes in their work load. In 1988, MOI corporations 
hired 16,971 temporary workers, one for temporary worker for every 
4.6 permanent employees. Half of these were engaged by the Sugar 
Corporation, with ~ ratio of about one temporary worker for each 
permanent member of staff, though the ratio was also relatively 
high in the Ethiopian Beverage Corporation (5.4), the Ethiopian 
Food Corporation (3.9), and National Tobacco and Matches (1.3). 

In practice, inflexibility arises from supply rather than 
demand constraints. While there are plentiful unskilled manpower 
resources, the Ethiopian economy faces an acute shortage of 
skilled and professional workers (see Section 5. 1) • ONCCP operates 
a Central Allocation System which rations the supply of graduates 
to the Ministries on the basis cf the requests they submit and the 
government's sectoral priorities. The MOI's allocation of skilled 
managerial and technical staff has, consistently, been lowP.r than 
the number requested (see Table A-0). As a result, the skills 
profile of the industrial sector is biased heavily towards the 
unskilled and semi-skilled categories (Table 2.12). Although the 
proportion of professional staff has inc~eased steadily in recent 
years, professionals still only accounted for 1.3 per cent of the 
workforce in 1985 and all skilled categories only 10.7 per cent. 
Managerial and executive staff are well qua_lified (66 per cent 
holding degree or diploma qualifications in 1985), so too are most 
of the administrative staff, but the skills profile lacks depth. 
In 1985, only 14 per cent of production workers had vocational 
training, while the educational achievement of 38 per cent was 
limited to being able to read and write and only 2~ per cent had 
received secondary education. 

5. Notably World Bank, Ethiopia Industrial Sector Review, Report 
No 5301-ET, December 16, 1985, page 20. 
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Within the private sector the skills shortage is even more 
acute. The ONCCP allocates all graduates and diploma students to 
the public sector enterprises for their first job and these staff 
are unable to transfer without their employers consent. 
Consequently, highly qualified personnel are directed away froa 
private enterprise. Technical school students have recently been 
allowed to f ir.d employment through labour exchanges but they are 
discouraged from taking 
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Table 2.12: tlir.ist!:]! of lnrlat!:J! llOl'ttforce ~ still 
cateaorv1 selected mrs 

1979 1983 1985 
st H l category •o. Percent Ko. Percent llo. Percent 

Professionel 476 .7 754 1.0 1.005 1.3 
S.i-professionel 1.715 2.7 2.521 3.3 2.709 3.5 
still.:I 3.707 5.8 4.442 5.8 4.566 5.9 
S.i-sti l led 9.284 14.5 12.514 16.2 12.925 16.7 
lhstilled 48.798 76.3 57.019 73.8 56.191 72.6 

Total 6:;.980 100.0 77.250 100.0 77,396 100.0 

Source: Data provided by the tlinistry of lnliJstry. 
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up posts in the private sector by lower wages - though skilled 
production staff in such fields as metal working and printing are 
paid a premium by private sector employers - and perceived job 
insecurity. Both public and private sector management regards the 
shortage of skilled staff as one of the main hurdles to 
industrialisation in Ethiopia, particularly in the development of 
industries using modern technology. 

In Ethiopia, technological development is seen as a sine qua 
!lQ!l of industrial progress. Ethiopia's industrialisation strategy 
has favoured large, capital intensive ,P,rojects and the introduction 
of "advanced and complex" technology§/. Consequently, the cost of 
employment creation through the construction of new industrial 
plants has been extremely high by international standards, 
averaging Birr33,309 ($16,000) per permanent employee over the 
period FY1975 to FY1984. Investment costs per employee have 
increased rapidly in recent years, reaching Birrl76,146 ($84,685) 
for those projects in progress in June 1989 (Table 2.13). The 
level of investment is particularly high in the case of the c~ment 
industry, where a Birrl80 million project (the Mugher Cement 
Works) under way in June 1989 is expected to generate only 117 jobs 
at a cost of Birrl.5 million each. However, the cost of job 
creation appears to be rising across the board. A major project in 
the textile sector, for instance, the Kombolcha Textile Mill, which 
began operations in 1984, generated 3, 460 jobs for an investment of 
Birrl80 million, at a cost of Birr50,000 each, while investment per 
employee has increased to Birr123,000 for the two mills currently 
under construction at Arba Minch and Awassa. 

The wisdom of a capital intensive path of industrialisation in 
the Ethiopian context may be questioned. Prevailing levels of urban 
unemployment are high even by African standards. Investment in 
smaller, lower technology projects would certainly increase labour 
absorption within the industrial sector and is a far more 
cost-effective means of job creation. Modern technology has to be 
imported, so do the spare parts and many of the intermediate 
products it uses, thereby increasing the industrial sector's import 
dependence. Labour costs are lower in Ethiopia than in most of the 
developing world and so the economic justification for capital 
intensive production strategies is weak. Furthermore, modern 
technology offers little or no opportunity for the substitution of 
labour in production and so substantial investments in capital 
intensive plants amount to a long term commitment to this path of 
development. In contrast, a labour intensive productio':"1 process 
can easily be upgraded. 

6. ONCCP, Ten Year Perspective Plan (1984-1993), 1984, page 67. 
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T.t>le 2.13: Emloyeent penerated per 161it of exper!tit~e in new dewloment 
projects i11>lemented <FT1976 to FY1984> and in progress (J161e 1999) 

Projects i!l!lemented 1976·84 Projects in Pr29ress 1999 
Investment Investment 

Investment Jobs per Job Investment Jobs per Job 
Branch (Mn Birr> created (Birr) (Mn lirr> crnted Clirr) 

Food 118.3 3.834 30.856 
a-rages 92.1 1.581 58.254 1111.8 750 118.407 
Tobacco 3.7 70 52.857 
Textiles 84.4 2.796 30.186 361.5 2.930 123.365 
Leather & shoe 3.5 633 5.529 9.1 69 131.884 
Wood & prociJcts 
Paper & printing 16.5 195 84.708 
Ch•ical 4.6 380 12.105 48.2 248 194.359 
11on-11eta ll ic 9.5 70 135. 714 180.5 117 1.543.120 
Metal prm,cts 1.5 170 8.824 194.8 797 244.440 

Total 317.6 9.535 33.309 899.4 5.106 176.146 

Source: Pol icy and Research Division (LllOI >. The Evolution of Manufacturing 
lncbltry in Ethiopia. August 1986; and LllOI. Statistical Bulletin. 
YI • J161e 1999. 
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However, much of Ethiopia's industrial stock 
was purchased second hand and is already fully depreciated. For 
this reason, the capital intensity of production, as measured by 
the net book value of assets, is not excessive by international 
standards (Table 2.14). During the late 1970's the ratio of capital 
per employee fell as a result of higher capital utilization, 
resulting in some labour absorbtion, but also as a result of 
depreciation of the capital stock. The spate of new investments in 
the early 1980s led to a 30 per cent increase 
in the level of capitalization in the public sector between FY1980 
and FY1986. Much of this increase was due to the •assive 
investments in the cement industry and, to a lesser extent, in the 
metalworks branch. Yet, despite such large scale projects as the 
Kombolcha textile mill, the levels of capitalization in the leading 
branches of the industrial sector - textiles, food processing, 
beverages and leather and leather products - continued to fall as 
the combined effects of depreciation and labour absorption exceeded 
the infusion of new capital. 

Levels of capitilaization are significantly lower in the 
private sector than they are for the public enterprises. This 
reflects the age of the capital stock and the limited funds 
available for the purchase of new equipment. The removal of 
restrictions on private sector investment, the raising of the 
capital ceiling and the ?rovision of incentives for enterprises to 
purchase new equipment under recent legislation (see Section 4.3) 
will be followed by significant investment and capitalization in 
t~e near future. 
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TM>le 2.14: look Ylllue of fixed usets ~ !!l!lcwee, FT1981 to FT1986 
(lirr> 

1981 1914 1986 
lr.idl P\blic PriYllte P\bl ic PriY11te PWlic PriY11te 

Food 12.275 1.61a 10.529 2. 154 10.110 2.929 
levereges a.114 3.289 a.980 3.301 5.263 2.087 
Tobeccoe/ 3.037 6. 179 
Textiles 3.465 2.004 2.908 2.oa1 2. 114 1.402 
Leather & shoes 5.921 2.013 3.989 1.776 1.644 1.260 
Wood & proclacts 3.591 1.212 1.9n 1.790 1.175 2.648 
Paper & printing 4.754 4, 167 4. 101 4.337 4.012 5. 199 
Chemicals 6.993 9.Z7l 5. 105 a.021 5.m 5.254 
Nan·•t•l l ic 9.0llO 2.632 5.071 1.651 43.112 2.618 
Metil proclacts 5. 103 a.2u 3.305 6.622 "· 170 a.330 

Total 6.335 2.765 5.451 2.957 a.199 3.656 

., Includes tobecco for Fl1981 • 
!!!!!:£!: CSA. 5urveY of Menucaturi!'J!il lnclatries. Yllrious issues. 
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Wage levels are extremely low in Ethiopia. Average wages in 
the industrial sector were Birr234 ($112.5) per month in FY1986 and 
Birr285 ($137) for public sector employees in FY198S (Table 2.15). 
Al though few employees earn the minimum wage of Birr2 per day r 
which has remained unchanged since it was introduced by the Labour 
Proclamation in 1975, about 35 per cent of industrial employees 
earned less BirrlOO ( $50) per month and 85 per cent less than 
BirrJOO ($150) in 1985/86. Public employees are generally paid 
slightly more than their counterparts in the private sector though 
there are wide variations in the average wage and distribution of 
wage rates between branches. A government Wage Board is the 
process of reclassifying and regrading public sector jobs to ensure 
equal remuneration for those undertaking comparable work throughout 
the public sector. 

The government has also sought to reduce income inequality by 
restricting annual incremental increases to public employees 
earning less than Birr650. Up to FY1980 these annual wage rises 
were generalised for all eligible employees. Thereafter they were 
related to productivity (see Section 4.3). Higher paid managerial 
and professional staff are excluded from these benefits and are, 
effectively, subject to a wage freeze. In the mid-1980s a ceiling 
of Birr2,000 per month was announced for public sector employees. 
This policy has compressed income differentials in line with the 
government's social objective. 
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hble 2.15: Monthl]! - of !l!!l!lOYtts ~ o.inershi(! end br-ench
1 FY1996 

<Birr) 

Averege mnthly wge Percent eeming 
Br.nch Total Public PriV11te <100 101-299 300-799 >800 

Food 216 221 164 41.7 43.6 13.3 1.4 
lewreges 264 264 271 31.2 48.2 18.3 2.3 
Tobacco 121 121 32.1 49.0 17.7 1.3 
Tutiles 194 194 202 39.7 53.4 6.1 .7 
Leether & shoes 196 195 212 37.4 47.0 13.4 2.2 
Mood & procU:ts 399 443 236 15.7 5'i.O 26.7 2.6 
P..,er & printing 258 243 351 16.9 59.2 21.6 2.4 
Chemicals 395 392 432 22.4 45.0 22.5 10.2 
llon·•tall ic 247 256 183 27.6 55.8 13.9 2.7 
lletal proch:ts 370 295 650 14.1 55.3 23.6 7.0 

Total 234 230 278 34.4 50.5 12.7 2.4 

Source: lased on CSA, Results of the Survey of Manufacturing lrdatries, 
1985/86, Janary 1989 
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Al though the average industrial wage has doubled in the 
fourteen ~ears since FY1975, wage increases have not kept pace with 
inflatior¥-1 (Table 2.16). Indeed, by FY1985 the average real wage 
had fallen to 58 per cent of its FY1975 level. It subsequently 
recovered to 78 per cent of the FY1975 real wage in FY1988 - though 
the data from 1987 covers only relatively higher paid public sector 
workers - largely as a result of a fall in the retail price index. 
The decline in real wages will have been even more marked for 
managerial staff who did not benefit from annual performance linked 
pay rises. 

To compensate for declining real wages, a number of 
enterprises have introduced bonus schemes and a range of near-cash 
fringe benefits for their staff: free or subsidised milk, 
soft-drinks, food and housing, free transport or transport 
allowances, and contributory pension funds. In FY1984 bonuses and 
fringe benefits amounted to 11.9 per cent of the MOI's wage bill, 
rising to 14. 2 per cent in FY1988. Management has also used 
promotion generously as a means of circumscribing wage controls 
(only promotions for staff earning more than Birr700 per month are 
subject to prior MOI approval). In FY1983 83 per cent of staff 
earning between 350 and 700 Birr received promotions and 16 per 
cent of staff in managerial grades. Despite these measures, the 
industrial workforce has suffered from a significant decline in 
real wages which, inevitably, will have eroded incentives. 

7. Real wages have been caluclated on the the basis of the 
average monthly wage of all indu~trial workers and the Addis Ababa 
Retail Price Index. The retail price index should be used with 
caution since it takes no account of subsidised purchases from 
keb@ll.~ shops and other mass organisation outlets. Nor does it 
inclutle housing costs. 



43 

Teble 2.16: Aver~ monthly wages and real Wl!Qe 1 FY1981 

1975 1980 1982 1984 1985 1986 1987a/ 19888/ 

Average 1111tge (Birr) 131 187 196 212 229 233 253 289 
Yage index 100 143 149 161 174 177 193 220 
Price index 100 208 230 251 299 270 264 282 
Real w.ge (Birr) 131 90 85 84 16 86 96 102 
Real w.ge index 100 69 65 64 58 66 73 78 

a/ MDI ~rvised incllstries only. 

~: Calculated from CSA, Results of the Surm of Mlnlfacturins 
lncllstries. various issues; NIE. Quarterly Bulletin, 2.2. 1987; 
and IMF. Financial Statistics. various issues. 

Teble 2.17: Wollen in the industrial workforce, FY1977 to FY1986 

1977 1980 1984 1986 

Fe1111le workforce 17.586 22,436 30,776 28.282 
we.en u proportion of 
total workforce (per cent) 28.0 29.2 34.3 31.3 
Average monthly wage <Birr> - .,, 166 186 224 231 - _,, 98 113 119 149 
wc.en•s wage as a 
proportion of mens 58.7 61.0 53.3 64.6 

Source: CSA, Results of the Survev of Manufecturi09 lncllstries, 
selected years. 

to FY1988 
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Female participation in the industrial workforce has been 
encouraged. '.~Y vy1986, 28,282 women were employed in the 
manufactu~ing s£ ·, ten thousand more than in FY1977, and women 
accounted for 3~ per cent of the industrial workforce (Table 
2.17). Progress had also been made in bringing women out of the 
traditional office occupations and onto the shop-floor - in FY1986 
81 per cent of female industrial employees were production workers 
and women have entered such males preserves as the metal products 
branch - and in reducing pay differentials between men and women. 
In FY1986, however, about 60 per cent of the female workforce was 
engaged in the textile industry (62 pe~ cent of women employed by 
the MOI in FY1988}, virtually all as low paid seamstresses in the 
garment assembly plants or on the production lines in textile 
mills. Furthermore, opportunities for technical and vocational 
training, and so higher level managerial jobs, are narrower for 
women than for men. Other constraints on female participation 
include the absence of sufficient day-care-facilities and 
inadequate maternity leave. These and other women's issues are 
dealt with by the Revolutionary Ethiopia Women's Association 
(REWA), which boasts a membership of five million and is 
represented in all enterprises. 
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2.5 Capacity utilization rates. labour nroductivity 
and efficiency 

Much of Ethiopia's industrial capacity is 
obsolete and ni. •• -down. A survey undertaken in 1984 revealed that 
nearly three quarters of the factories in operation at that date 
had been commissioned at least twenty years before (Table 2.18). 
Often equipment was already second-hand wh~n it was installed and 
so the age of much of the plant is older still. The problem of 
aging machinery is exacerbated by inadequate maintenance procedures 
(in many cases owing to the failure of owners to hand over plant 
manuals at the time of nationalisation) , the inexperience of repair 
staff and the difficulties in acquiring spare-parts for equipment 
that is no longer produced. Spare parts often have to be tailor 
made at great expense. Furthermore, most of the machinery installed 
since 1975 has been imported and spare-parts have to be ordered 
from abroad. Although factories maintain substantial inventories 
of spare-parts, at great cost, there are still prolonged delays in 
the d~livery of spares from some suppliers. Consequently, equipment 
down-times are often relatively long. 



37 

Teble 2. 18: Ase of whinery in s!JIJ!!Y!d 
enterprises. 1984 

Age of Machinery llllllber of Percent 
(Years) factories di str-i but ion 

2-11 10 8.9 
12-18 20 17.9 
19·28 37 33.0 

older than 29 45 40.2 

Total 112 100.0 

Source: Gizachew Shiferaw, The choice of 
developaent of mRlfactur-ing technology 
in Ethiopia, 1986. 
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The age of much of the installed capacity means 
that capacity utilisation rates are often a matters of purely 
academic interest, particularly as the necessary data on rated 
capcity is often not available since details of plant were not 
handed over at the time of nationalisation. Despite these 
problems, the MOI reports that capacity utilisation rates increased 
rapidly in the late-1970s when zemecha campaigns brought about 
rapid growth of industrial output. At this time the financial 
resources for new investment were limited and much of the increase 
in production in the period up to 1981/82 was achieved by bringing 
spare capacity into use. By the early 1980s capacity utilisation 
rates were given as 80 to 100 per cent. Similar rates are given for 
the mid-1980s, though the decline in output and deteriorating sales 
performance in recent years (FY1989 in particular) will have been 
translated into falling capacity utilisation rates. 

In contrast, capacity utilisation rates in the 
small-scale (private) industry sector are generally very low. A 
HASIDA survey undertaken in 1980 revealed that only 5 out 72 
enterprises had capacity utilisation rates exceeding 56 per cent 
and only 27 had rates above 40 per cent. Since then capacity 
utilisation rates are thought to have fallen even lower. HASIDA now 
considers the range for the sector to be closer to 10-35 per cent. 
This reflects both the age of the installed capacity in private 
sector manufacturing establishments and the supply constraints 
these enterprises face. 

variations in the level of labour productivity 
between branches are, as might be expected, closely related to 
variations in capital intensity (Table 2.0). This is equally true 
of the disparity between levels of productivity in the public and 
private sectors. 

Data for all medium and large-scale industrial 
enterprises indicates that labour productivity increased by 27.9 
per in terms of gross value of production and 18.3 in terms of 
valued added per permanent employee at current m~rket prices (Table 
2. 0). Fixed price data is not available. However, if these 
increases are compared with the 20 per cent increase in the Addis 
Ababa ~etail Price Index over the same period, it may be surmised 
that there was little improvement in productivity in real terms for 
the sector as a whole. This reflects the high levels of capacity 
utilisation at the beginning of the period, which provided little 
room for improvement in labour productivity through the addition of 
increments of capital stock except through new investment. There 
has also been a tendency for factories to maintain higher than 
optimal staffing levels in an effort to mop up urban unemployed. 
A recent survey of the textile branch - the largest employer -
concluded that staffing levels were significantly higher than might 
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be expected!'. This may explain why productivity (at current 
prices) declined in the textile branch, despite substantial 
investment in large capital-i~tensive textile mills in the early 
1980s. Most of the other branches that benefitted from substantial 
investments in the period 1984 to 1986 - non-metallic miraeral 
products, beverages and chemicals - registered increases in value 
added productivity that exceeded the rate of retail price 
inflation. The other exception is the metalworking branch. 
Although output per employee in the metal products branch more than 
doubled from 1981/82 to 1985/86, productivity in terms of value 
added stagnated because much of the increase in output was brought 
about by the expansion of assembly operations. Improvements in 
productivity in the wood products branch are related to the cl1 sure 
of old and inefficient mills rather than new investment. 

The importance of new investment in bringing 
about improvements in productivity is substantiated by data for the 
enterprises supervised by the MOI. over the period FY1984 to 
FY1988, immediately following the collllllissioning of the first 
generation of new enterprises established since 1975, labour 
productivity, as measured in terms of gross production value at 
constant prices (Table 2.0), increased by an average of 18.6 per 
cent. The Ethiopian Cement Corporation recorded a massive increase 
of over 400 per cent. This was brought about by the commissioning 
of the new Mugher Cement Factory. However, other Corporations that 
benef itted from substantial investments in the form of new plants 
performed less uell. Productivity actually declined in the basic 
industries - metalworking and chemicals - where the government had 
hoped to bring about the largest increases in output during the 
TYPP period. Both these Corporations have been affected by supply 
constraints owing to their dependence on imported inputs. 

8. Werner International Consultants, Final Report on the 
Establishment of a National Textile Centre, June 1988. 
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Table 2.19: Procb:tivity of all medilml and la!Jl!·scale -.dacturins 
enterprises in term of 1ross proclJction value and value act.led 

Clirr at currellt •rtet prices) 

Gross value of procb:tion Value Added 
per ~t aployee per permnent aployee 

Per cent 
BrS!dl 1981/82 1985/116 char4je 1981182 1985/116 change 

Food 33,992 32, 168 -5.4 8,401 7,271 -13.5 
llewr.,es 40,729 51,046 25.3 7,693 9,870 28.3 
Tobacco 99,780 131,489 31.8 28,841 24,573 -14.8 
Textiles 13,241 12,331 -6.9 4,702 3, 116 -33.7 
Leather 25,356 26,005 2.6 ,,l84 3,837 -12.5 
Wood 12,118 16,241 34.0 5,260 6,461 22.8 
Paper 24,805 24,553 -1.0 1,9n 9,966 25.0 
Ch•icals 36,669 36,540 -.4 9,453 12,424 31.4 
llon-metall ic 16,739 19,586 17.0 3,241 4,317 33.2 
Metal 23,038 55,133 139.3 11,336 11,457 1.1 

Total 25,048 32.024 27.9 6,661 7,887 18.4 

P\bl ic 32,831 5,720a/ 8,039 40.5 
Private 20,952 3,4nat 5,605 61.2 

a/ Data for 1980/81. 

~: CSA, Survey of ~ecturins lrdlstries, various issues. 

Percent 
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It is noteworthy that neither the Tobacco and 
Matches Corporation or the Leather and Shoe Corporation, which 
achieved significant increases in productivity (50 and 32 per cent 
respectively), benefitted from large-scale investment in the early 
1980s. In the case of the Leather and Shoe Corporation the marke~ 
improvement in productivity may be explained by improved capacity 
utilisation rates as the export market expanded and the higher 
degree of processing achieved in recent years. 
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Table 2.20: Procb:tivit:it: in lllOI 5'mervised co!:E!!:!r•tions, FY1984 to FY19M 

MVAb/ 
Corporetion FY1984 FY19M 

Eth. Food 38,845 41~314 
Eth. SUgar 18,550 28l~•7 
Eth. leverages 38,544 31~5 
Nat. Tobec:co 49,359 11n1115 
Net. Textiles 10,443 11lOIB9 
Net. Leether 26,306 Ja~Z 
Eth. Printing 19,685 2Z~IMl5 
Nat. Ch-icel 52,017 48&1$125 
Eth. Ce.ent 10,6n 54~ll8 
Nat. Metal Works 41,335 3'l?189 
Share CCllllpBnies 40,247 31~ 

Total 21,611 25,630 

•I At constant 1980/81 prices. 
b/ At current •rket prices. 

FY1984 

46,043 
21,148 
56,531 
91,934 
15,288 
38,427 
21.2n 
46,279 
48,840 
38,521 
37,581 

23,966 

Source: lllOI, Statistical Bulletin, JWW! 1989. 

(Birr) 

GYPe/ GVPb/ 

FY19M FY1984 FY1988 

5,866 7,204 
7,565 7,023 
8,267 8,087 
8,380 23,358 
3,342 4, 100 
4,449 9,882 
9,388 9,422 

14,670 12,868 
2,015 11,010 
7,653 8,417 

11,041 9,368 

30,392 5,667 7,080 
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Ultimately, the efficiency of manufacturing activities should 
be measured in terms of the return on resources allocated. This can 
be assessed crudely by calculating the cost of resources needed to 
save or earn a unit of foreign currency - the Domestic Resource 
Cost (DRC) ratio. A study of this kind was carried out by the 
World Bank in 1983. Their analysis covered 19 enterprises drawn 
from all of the MOI supervised Corporations covering 20 per cent of 
gross production value and 21 per cent of employment at that time. 
At the current exchange rate, their calculations revealed that 14 
entE:rprises had DRC ratios of greater than one (the domestic 
resource cost of production is greater than the cost of importing 
that product). DRC ratios were highest in the case of the case of 
iron and steel, pulp and paper, glass bottle, beer and textile 
products. Three of these enterprises had negative international 
value added, meaning that the balance of payments would benefit if 
these enterprises were closed because the tradeable cost component 
of production is greater than the international value of the final 
product. Only leather processing was shown to be extremely 
efficient (with a DRC ratio of 0.36), while the Addis Ababa Cement 
Factory and Wonji sugar Factory achieved DRC ratios of 0.41 and 
O. 74 respectively. Other enterprises achieving a DRC ratio of less 
than unity were the Babile Mineral Water Factory and Ethiopian 
Footwear. When the exchange rate was devalued by thirty percent 
the number of enterprises with a DRC of less than unity was found 
to increase from five to nine. 

A more detailed study of the state-owned textile enterprises 
undertaken in 1987Y, reveals that DRC ratios may vary considerably 
from plant to plant. Three of the fifteen enterprises studied were 
shown to have DRC ratios of less than one, while twelve showed 
varying degrees of inefficiency of which three generated negative 
value added at international market prices. Consequently, a high 
DRC ratio for one enterprises should not be interpreted as evidence 
that Ethiopia does not have a comparative advantage in this brancn. 
Nor should a low DRC ratio be confused with profitability. Even 
thou~h the domestic resource cost of producing cem~nt at the Addis 
Ababa factor~.; was l~ss than the cost of importinc; its products, the 
factory has consistently made a loss. I~s comparative advantage 
arises from the natural protection afforded by high transport costs 
per unit v. lue as much the internal efficiency of its operations. 
Furthermore, the DRC calculation may take no account of social 
benefits - se~urity and employment for instance - that accrue even 
j f an opera ;ion is inefficient when compared with world market 
prices. 

9. Gezahgne Mitikie, Measuring Economic Efficiency. A Study of the 
State Owned Textlle Industry in Ethiopia, MSc. Thesis, Addis Ababa 
University, 1987. 
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Nothwithstanding its methodological limitations, the DRC is a 
useful tool in pointing out inefficiencies in the allocation of 
resources. These inefficiencies are compounded where the degree of 
protection afforded as measured in terms of their Effective 
Protection Coefficient does not correspond to their efficiency as 
measured by their DRC ratio (see Section 4. 3). Three of the 
enterprises with DRC ratios of less than one suffered from policy 
disincentives in the form of EPC ratios of less than one, while ten 
of the enterprises with DRC of greater than one enjoyed incentives 
from the combined effect of pricing and tariff policies. 
Consequently, the World Bank study demonstrates that inefficient 
enterprises are sustained by the high level of protection afforded 
by tariff and non-tariff barriers to imports. 

Clearly the introduction of a unified tariff structure would, 
in the long term, increase the efficiency of the industrial sector, 
though only at the short-term cost of the closure of the most 
inefficient enterprises. However, the picture is not entirely 
bleak for those enterprises that currently run ineff ienctly. There 
is room for reducing the Domestic Resource Cost of the least 
efficient enterprises, indeed for the sector as a whole, by 
increasing capacity utilisation rates and adjustment of the 
exchange rate. A recent World Bank study101 has carried out a 
sensitivity analysis on the basis of 36 IPEs, most of which are 
export oriented, which indicates that full capacity utilisation 
throughout the sample would reduce the long-run DRC from 0.82 to 
0.66. A 100 per cent devaluation of the Birr would reduce the DRC 
from o. 82 to o. 57. Consequently, the prospects for Ethiopian 
manufacturing are closely linked to the implementation of suitable 
reforms. The most important of these are the devaluation of the 
Birr and the provision of adequate foreign exchange, thereby 
eliminating one of the most crippling constraints on industrial 
performance, the shortage of imported inputs and spare-parts. 
Moreover, the government's decision to open the industrial sector 
to market forces is likely to improve efficiency. Although, 
efficiency in terms of Domestic Resource Cost and profitability are 
not synonomous, as indicated above, they are closely linked. 
Competition between enterprises, and between domestic manufactures 
and imports, will stimulate changes in product lines and 
manufacturing methods which will reduce costs and increase margins. 

10. Ethiopia; strategies and Policies for Improved Performance, 
Industrial sector Review, World Bank, Report No. 7831-ET. 
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2.5 Financial performance.!J..I 

In marked contrast to the performance of IPEs in the rest of 
Africa, the Corporations supervised by the Ministry of Industry 
have: for the most part, been profitable. Total pre-tax profits in 
the Corporations• consolidated accounts have increased from 
Birr49.7 million in FY1978 to Birrl76.8 million in FY1987.!Y. 
These profits have been sustained by controlled prices and a high 
degree of protection. Consequently, profitability, in the Ethiopian 
context, should not be equated with economic efficiency. Indeed, 
the World Bank analysis of Domestic Resource Cost ratios referred 
to above indicates that ten out of the nineteen enterprises 
examined were financially profitable but relatively inefficient, 
whereas only four of the profitable enterprises were classified as 
relatively efficient. On the other hand, two of the unprofitable 
enterprises were classified as relatively efficient. 

From FY1978 to FY1984, total Corporate pre-tax profits 
increased at the phenomenal average annual rate of 22.2 per cent. 
Only the Ethiopian Cement Corporation consistently registered 
losses (Table 2. 21). Increases in total profits were achieved 
through rapid sales growth - total net sales income increased at an 
average annual rate of 16.8 per cent from FY1978 to FY1984 - and 
widening of the prof it margin from an average of 7 per cent in 
FY1978 to 10 per in FY1984 (see Tables A-8 and A-9). Profit 
margins varied considerably between enterprises: they were highest 
in the printing industry, around 30 per cent, and lowest in the 
case of the Ethiopian Food Corporation, around 6 per cent. These 
variations reflected the government's social priori ties. The 
factory-gate price of essential commodities, such as foodstuffs and 
textiles, was purposefully kept low in order to protect consumers 
while producers of non-essential commodities were allowed larger 
margins. 

11. This section deals with Industrial Public Enterprises 
supervised by the Ministry of Industry only. No details on the 
financial performance of private sector or other public sector 
industrial enterprises. 

12. This analysis is based on the Profit and Loss Accounts and 
Balance Sheets of the Corporations supervised by the Ministry of 
Industry. Before 1979, taxation and government transfers were 
appropriated at Corporate level on the basis ~f their consolidated 
accounts. Under the terms of Proclamation 163/79, however, the 
Corporation ceased to function as a fiscal unit. All taxation and 
central government transfers are now appropriated at the plant 
level. This diminishes the value of analysis based on consolidated 
accounts at a Corporation level. It also has important 
implications for financial management. 
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Although the overall picture was one of rising profitability 
in the period up to 1984, consolidated Corporate accounts disguise 
the variations in performance between plants some of which had 
consistently made losses. As of June 1985, twenty-six plants - out 
of a total of over 150 under MOI supervision - had negative 
capitals, either from the date o! the Proclamation or as a result 
of accumulated losses. Another ten plants had large accumulated 
deficits as a result of consistent operating losses. Total 
operating losses before taxation had increased from Birr14.6 
million in FY1980 to Birr26 million in FY1984 and rose as a 
proportion of total profits from 7 per cent to 15. 5 per cent. 
Clearly, there was an underlying trend for the financial position 
of loss-making enterprises to deterioratelll. 

After FY1984 the IPEs' financial performance deteriorated 
across the board. Total pre-tax profits levelled off at around 
Birrl70 million in FY1986 and FY1987 and then dropped to Birr77.4 
million in FY1989: far below their level in FY1978 in real terms. 
The deterioration in financial performance was seen all but two of 
the Corporations. After a decade of steady losses the Cement 
Corporation managed to make a small profit in FY1988 and FY1989 
and, thanks to strong export sales, the Leather and Shoe 
Corporation registered a steady growth in profits up to FY1988, 
though its profits also fell in FY1989. 

Exogenous factors played a major part in reducing Corporate 
profits. Total net-sales income stagnated at around Birr2, 000 
million from FY1987 to FY1989. While Cement Corporation sales 
nearly tripled over this period and Leather Corporation sales 
continued to rise at a steady rate, net-sale income in the Share 
Companies and Metalwork Corporation dropped by 48 and 37 per cent 
respectively. This was partly due to a reduction in output as a 
result of supply constraints. These enterprises depend heavily on 
imported inputs and so they have been severely affected by real 
cuts in the foreign exchange allocation. The slow-down in economic 
activity and gradually erosion of per capita incomes have also 
played a part in reducing demand for some products. Increases of 
sales of essential commodities - foodstuffs and textiles - have, 
for instance, slowed down to a lower rate than the growth in 
population. 

13. Siviter, o. H., Financial Management and Information Systems 
.i.n._pyblic Industrial Plants in Ethiopia, Paper submitted to the 
First National Symposium on Industrial Development in Ethiopia, 
June 1986. 
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Table 2.21: Co!]!!!ration net inccme before tu, selected :Bars 
(Million Birr) 

1984 1986 1987 1988 1989 

Eth. Food 1.8 16.2 17.3 30.6 22.1 9.9 9.7 
Eth. SUgar 5.5 18.7 24.3 16.5 14.6 11.2 19.5 
Eth. Beverage 21.3 14.4 31.4 32.2 21.6 14.0 8.4 
llat. Tobacco 12.7 25.2 19.5 24.0 31.6 35.8 23.4 
llat. Textiles 3.1 24.4 13.2 14.5 14.0 -1.7 -27.1 
llat. Leether -1.0 .3 9.~ 8.6 24. t 38.5 24.6 
Eth. Printing 3.6 10.5 15.2 18.1 20.1 17.7 14.6 
llat. Chaical 1.1 13.3 20.9 12.8 22.2 18.5 5.9 
Eth. C-t -2.7 -6.2 -3.9 -2.9 -2.0 2.3 2.4 
llat. Metalwrk 7.9 15.3 29.0 17.9 15.1 15.0 3.1 
Share ca.panies 3.4 2.9 7.2 18.5 8.2 8.7 1.0 

MOI 49.7 125.8 169.2 165.4 176.8 153.9 77.4 

Source: Based on the Balance Sheets and Profit and Loss acceu1ts of the 
MOI s~rvised Corporations provided by the MOI. 

Corporation 1978 1982 
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As sales stagnated inventories increased from a total of 
Birr757 million in FY1986 to Birr897 million in FY1989 (see Table 
A-11). Although the ratio of inventory to gross sales income 
(turnover) has fallen from over 50 per cent in FY1978 to 42 per 
cent in FY1989, the ratio has deteriorated in the case of those 
Corporations worst affected by the slow-down in sales: the ratio 
rose fr~m 54 per cent in FY1986 to 106 per cent in FY1989 in the 
case of the Metalwork Corporation and the ratio also doubled for 
the Share Companies reaching 64 per cent. 

Reductions in cash flow also had a follow on ·...?ff ect as 
distributors and retail outlets delayed the settlement of their 
accounts. Accounts receivable rose by over 50 per cent from 
Birr408 million in FY1984 to Birr645 million in FY1989 and in that 
year represented 27 per cent of the Corporations' consolidated 
assets (as much as 41 per cent in the case of the Food Corporation) 
as compared with 18 per cent in FY1978 (see Table A-10). This has 
been a major drain on enterprise liquidity. 

Rising material costs coupled with tight controls on factory
gate price rises h~ve also contributed to a reduction in prof it 
margins across the board. By FY1989 the average 9rofit margin on 
sales was only 4 per cent, lower than in FY1978, and five of the 
eleven Corporations were making margins of less than five percent 
as compared with two Corporations five years before. 

Th~ deteriorating Corporate financial position is reflected in 
other financial indicators. Returns on total net-fixed assets rose 
from 19 per cent in FY1978 to 41 per cent in FY1984 (see Table A-
12). rn that year, four of the Corporations registered profits 
which exceeded the book value of fixed assets while only the 
Cement, Textiles and Sugar Corporations had a rate of return of 
less than 25 per cent. These exceedingly high rates of return were 
possible, in large part, because much of the plant had been fully 
or almost fully depreciated. As new factories were inaugurated 
after 1984, the rate of return on book value fixed assets 
inevitably fell though this trend was amplified by falling profit 
margins and the stagnation of sales. By FY1989, the return on 
total fixed assets had fallen to 12 per cent and six of the 
Corporations were registering returns of less than 25 per cent. Of 
these the Cement and 'l'extile Corporations, both of which had 
benefitted from substantial investment in the previous five years, 
were in the weakest position. The Cement Corporation's profits 
were well below an acceptable return on investment at 2 per cent 
while the Textile Corporation registered a loss. As a result of low 
levels of investment the Printing and Tobacco Corporations 
continued to register returns that exceeded the book value of fixed 
assets, though these were much reducad. Owing to the Corporations' 
low equity base the rate of return on net-worth has deteriorated to 
an even greater extent than the return of net-fixed assets (see 
Table A-13). 
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Despite the rapid increase in pre-tax profits in the period up 
to FY1984, the Corporations' financial position has always been 
weak owing to substantial transfers of funds to central government. 
The government has drawn on Corporation profits by applying a 
capital charge of 5 per cent of pre-tax income, which represents 
the return on government equityW, and corporate tax at a rate of 
50 per cent. Both the capital charge and income tax are levied at 
the plant level. Consequently, Corporations are unable to offset 
the losses of one enterprise against the profits of another and 
Corporations that have registered a loss overall have had to pay 
some Corporate tax. Those enterprises that have made profits after 
tax must surrender 90 per cent of these profits - termed the 
residual surplus - to the Ministry of Finances within six months. 
The remaining 10 per cent of residual surplus - equivalent to 5 per 
cent of pre-tax income, excluding capital charge payments - may be 
added to the Corporation's general reserves (see below). However, 
when these general reserves reach 30 per cent of the government's 
equity holding all net-income after tax must be surrendered to the 
Ministry of Finances. Consequently, net-income after tax amounts 
to just 5 per cent of pre-tax net income. 

Since 1980, transfers in the form of Corporation tax and 
capital charge have averaged at least 55 per cent of Corporate pre
tax income, though in FY1988 and FY1989 the average rose to 66 and 
99 per cent respectively (see Table A-14). In FY1989, the total 
net-income of the Corporations after tax amounted to less than 
Birrl million, three Corporations registered losses and two others 
harely broke even (see Table A-15). In contrast, only one 
Corporation registered 10sses b~fore tax in that year. ~e~ai~s of 
central government appropriations in the form of residual surplus 
transfers are not included in the Corporations' balance sheets or 
profit and loss accounts. However, data provided by the Ministry of 
Industry reveals that these transfers totalled Birr79.3 million in 
FY1988, which represents 50.9 per cent of pre-tax net-income and 
133 per cent of net-income after tax. Those Corporations faced with 
a loss after the deduction of central gove~nment appropriations 
have had to finance their operating expenditure by borrowing or 
from general reserves. 

6. There is some confusion as to the vasluation of the initial 
State Capital on the basis of Article 5 of Proclamation 1632/79. 
The NOI recognises the State Capital as amounting to value of share 
capital, reserves and acculmulated profits (net assets) on July 1, 
1977. The Ministry of Finances, on the other hand, regards the 
State Capital as equivilent to the paid-up capital before 
nationalisation. This method of assessment would tend increase the 
volume of transfers to the Treasury. Znterprises under MOI 
supervision have followed the MOI procedures for calucaltion of the 
State Capital. 



Eth. Food 
Eth. Supr 
Eth. leftr89e 
Mat. TabKco 
Mat. Textiles 
Mat. Leether 
Eth. Printing 
Mat. Chemical 
Eth. C-t 
Mat. lletelwrts 
Share CGlllPMies 

MDI Totel 

50 

Tllbl~ 2.22: Corporate gener•l reserves, selected ye•rs 
(Birr ail lion) 

1978 1982 1984 1986 1987 19815 1989 

8.8 6.6 .5 12.3 8.8 ·.4 ·8.5 
59.4 5.8 8.o 9.3 9.5 9.7 10.7 
15.3 ·5.4 -3.6 2.3 -4.1 -12.7 -35.6 
33.2 4.6 6.7 9.0 10.5 11.7 12.4 
40.8 -26.4 -29.8 -54.6 -78.5 -110.7 -149.9 
-9.9 -36.7 -42.7 ·39.4 -35.5 -25.7 -24.8 
1.9 2.6 1.9 2.1 2.2 2.2 2.2 
-.3 -2.9 -3.IS -2.0 -1.5 -.6 ·1.2 

-8.7 -20.6 -27.0 ·18.5 -36.3 -ao.2 -74.0 
3.0 1.3 .9 .4 -.3 -3.2 -10.6 
1.5 2.5 2 • .., 3.1 3.3 3.6 3.5 

143.5 -71.0 -88.6 ·79.1 -127.3 -209.9 -279.5 

~: lesed on the Balance Sheets and Profit and Loss KCCU'lts of the 
MDI supervised Corporations provided by the MDI. 
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Article 6 of Proclamation 163/79, permits each public 
enterprise to establish a "reserve fund"y. This may be used 
increase working capital; for the amortisation of debt, subject to 
Ministerial approval; for the improved utilisation of existing 
capacity; and to cover losses. owing to the extremely low level of 
transfers to general reserves permitted for profitable enterprises, 
withdrawals to r.over loss making enterprises have usually exceeded 
transfers from profitable enterprises to general reserves. From 
FY1978 to FY1989 the total value of reserves held by the 
Corporations fell from Birrl43. 5 million to negative Birr279. 5 
million (Table 2.22). This represents cumulative net-losses after 
transfers to central government of Birr423 million over the eleven 
year period. While all but three of the Corporations had a 
positive general reserve position in FY1978 this had reversed by 
FY1989 when only three of the Corporations had a positive balance. 

The low le·rel of transfers to general reserves by profitable 
enterprises and the deteriorating ov~rall general reserve position 
has meant that the Corporations have been unable to take a leading 
role in the financing of their own investment programmes. \o!hereas 
the Corporations financed 52 per cent of their investment in 
FY1981, through transfers from subsidiary plants, they financed 
just 5 per cent of their investment from their own funds in the 
period FY1984 to FY1988: the balance was made up by ~overnment 
contributions (34.1 per cent) and bank loans (57.8). 

Transfers from the central government to finance investment 
project.::> .fu:1V8, .:.~. ~'''-' .... ~~cc, ~.:.:.~c~ -. _. ____ :... ~ .. 
reserves, though both the National Leather and Shoe and Cement 
Corporations have temporarily suffered negative capital positions. 
Total equit} increased from Birr474.0 million in FY1978 to 
Birr724. 5 million in FY1989 while the total value of government 
equity increased from Birr331 million to Birr874.l million over 
this period. Nevertheless, long-term borrowing increased at a 
faster rate and the overall long-term debt-equity ratio from rose 
from 16 per cent in FY1978 to a peak of 50 per cent in FY1987 and 
then fell slightly in FY1988 and FY1989 (see Table A-16). The 
degree of dependence on long-term borrowing to finance new 
investment has varied considerably between Corporations. The 
Tobacco Corporation has been able to financ2 all of it.s investment 
out of capital and the Sugar an~ Chemical Corporations together 
with the share companies have managed to keep their long-term debt
equity ratios relatively low. In the case of the Metal Works and 

7. The "reserve fund" was originally conceived as a specific cash 
fund. However, the accounting procedures followed by IPEs do not 
allow for the establishment of discrete identifiable funds and so 
the profits retained by enterprises (transferred to general 
reserves) are usually represented by an increase in working 
capital. 
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Textiles Corporations, on the other hand, long-term debts exceeded 
capital in FY1989. 

Low net-incomes after tax have also affected the Corporations' 
lic;uidity. The total value of cash on hand at the bank held by the 
Corporations peaked at Birrl90 million in FY1980. It dropped to 
around BirrlOO million during the early 1980s and then fell to 
Birr63 million in FY1989, less than the value held in FY1978. As 
a result enterprises have been forced to borrow to finance 
operational costs. In FY1980 the value of short-term loans were 
equivilent to about 52 per cent of the Corporations• cash on hand; 
by FY1989 the Corporations' short-term was 4.5 times that value of 
their cash on hand. 

The Commercial Bank of EthiC'~ia provides credit for those 
enterprises in financial difficulties in the form of term loans or 
overdraft facilities. overdraft facilities should be repaid in a 
single instalment at the end of the year. However, they are 
usually renewed automatically and, in practice, both the banks and 
the enterprises regard overdrafts as credits which need not be 
serviced. As a result the Corporations' consolidated short-term 
debt more than doubled from Birr87.l million in FY1978 to Birr188.l 
million in FY1989 (see Table A-17) and short-term credit has 
assumed a key role in the financing of public enterprises. 
Although the proportion of short term loans in the Corporations' 
consolidated total liabilities has dropped from 10 per cent in 
FY1978 to 8 per cent in FY1989 and the proportion of short-term 
~oans in total Corporation borrowing has fallen from 50.6 per cent 
~ =-. ? ":": ~ .-. .- -:. : :. : " ~ t: ·~~ :- = C: ;"'.:. .:. :-. ? ·_· : ~ ::" : I '.:: ~-::. ":'° ":_ - ·~- .--_:. :-:-· :- : ~ ~:: ·_.; : :-• ~ ~. --: :: 

always been quantitatively more important than long-term borrowing 
from domestic banks. 

As the Cor,porations' liquidity position has tightened in 
recent years, retained income has been insufficient to cover 
repayments and slippage on long-term debt servicing has also 
increased. This is particularly true of the bank financed 
investments of the early and mid-1980s which had high gearing rates 
and are now suffering from low profit levels. By FY1989 
accuEulated arrears on interest and principal owed to the 
Agric-~ltural and Industrial Bank (AIDB) amounted to Birr88 million 
on an outstanding principal of Birrl67 million. The poor 
performance of loans to the public sector .has meant that the 
Corporations have pas~ed on their cash-flow difficulties to the 
banki:ig system and weakened its financial position. In order to 
address this problem the MOI issued a directive in 1985 that loan 
repayments should be charged against general reserve or, if the 
general reserve was insufficient, against pre-tax profit by 
crediting a new Loan Redemption Fund. This fund amounted to 
BirrlJO million in FY1989. However, there is still no indication 
that the outstanding debts can or will be redeemed. 
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Inventories hav~ always relatively high, owing to the 
shortcomings of the distribution and marketing system, and this has 
exacerbated the enterprises' liquidity constraints. Unfortunately 
raw materials and finished goods cannot be distinguished in the 
data available. However, a recent study has shown that the raw 
material turnover ratio (the stock of raw materials and other 
inputs over the cost of direct and indirect inputs) for the 
Corporations as a whole amounted to 216 days in 1984, varying from 
48 days in the case of the Food Corporation to 563 days in the case 
of the Cement Corporation. Eight of the Corporations maintained 
raw material stocks sufficient to cover more than four months of 
production and four had sufficient stocks to maintain operations 
for more than a year. Though enterprises•s may cave to maintain 
relatively large inventories as a buffer against delays in 
delivery, there can be little justification for inventories of more 
than six months. This indicates poor stock management and a 
failure to coordinate production operations. The finished goods
turnover ratio (the stock of finished goods divided by the cost of 
goods sold) has been significantly lower, averaging 57 days in 
1984, and ranging from 7 days in the case of the Printing 
Corporation to 124 days for the Textile Corporation. Four of the 
Corporations held stocks of finished goods in excess of 100 days. 
In normal circumstances enterprises can be expected to hold 
finished goods inventories equivalent to no more than a month of 
production. The poor performance of Ethiopian industries on this 
count reflects poor coordination between the distribution agencies 
and producer, the inadequate distribution infrastructure which 
results in delays and the production of unpopular items which 
... - .·- ... -. : , ,-..... - - • ...... -...- - , .. ~ +- ;, - .. +- -- ,,..... ~ ~ - - \.... -., - ,~. 

Despite large inventories, most of the corporations have an 
unfavourable current ratio (current assets:current liabilities). 
Ideally, the current ratio should be around 1.5 but it has fallen 
from 1.79 in FY1978 to 1.28 in FY1989 and reached a low of 1.16 in 
FY1984 (see Table A-18). The situation varies from Corporation to 
Corporation, the ratio being least favourable in the Textiles, Food 
and Chemicals Corporations owing to their large short-term debt 
burden. If the acid test ratio (debtors and cash on hand: current 
liabilities) is calculated the situation is shown to be even more 
precarious. The ratio should be around 1:1, but the overall value 
for the enterprises under MOI supervision was 0.44 in 1989. The 
ratio of total debt (long and short-term) to equity is also 
unfavourable. Given the Corporations' considerable dependence on 
short-term financing a debt:equity ratio of 1.2:1 would be most 
suitable. Since the early 1980s, however, the ratio has 
consistently been above 2: 1 and there has been no significant 
improvement over this period (see Table A-19). 

There can be no doubt that the massive transfers from the 
Corporations to the central government over the past decade have 
adversely effected the operating efficiency of tne IPEs as well as 
rendering their financial P,osition unstable. R~i:ention of a larger 
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proportion of residual surplus would enable enterprises to finance 
their working capit.-1 out of operational profits, build up reserves 
for future investment and reduce dependence on a severely strained 
banking system. Operational losses and expenditure on interest 
charges could be reduced by the consolidation of accounts at the 
Corporation level for taxation purposes, thereby allowing transfers 
between enterprises. Proclamation 163/79 already has provision for 
the elimination of accumulated losses through budgetary grants 
several of which have been awarded to the most seriously indebted 
enterprises in the past. However, those plants with substantial 
accumulated losses could be assisted without transfers from the 
government budget by allowing them to credit their after-tax 
earnings to reserves before tax. Since the retention of a large 
proportion of earnings would distribute resources to the most 
profitable enterprises, this measure should be accompanied by a 
restructuring of the tariff system to ensure that profitability 
corresponds with efficiency. In the long term, unprofitable and 
inefficient enterprises should be closed. 
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2.6 Imports and exports of manufacture~ 

Import dependence, measured as the per cent ratio of total 
imports to total domestic supply, has increased from 13 per cent in 
FY1975 to 18. 5 per cent in FY1986 (Table 2. 23). This may be 
explained, to a large extent, by the agricultural sector's failure 
to meet the growing demand for food which has necessitated massive 
food imports (rising from Birr75.6 million in FY1980 to Birr607.4 
million in FY1986). In contrast, while the value of imported 
industrial products has increased at a rate of 7 per cent per year 
over the FY1975 to FY19J6 period, this increase has been 
outstripped by an 11 per cent growth rate for domestic industrial 
output (at current prices). As a result, overall import dependence 
for industrial goods has fallen from 38.7 per cent in FY1975 to 
30.l per cent in FY1986; a trend that has been accompanied by a 
fall in the proportion of industrial goods in total imports from 
67.3 per cent in FY1975 to 56.9 per cent in FY1986 (see Table A-1). 

This may be attributed, in part, to the success of the 
government's strategy of i1:1port substitution through the 
development of industries satisfying basic needs and domestic 
consumer demand. However, in the context of foreign exchange 
shortages and strict control of imports, measures to curtail 
imports of non-essential industrial goods have also had an impact 
on the relative decline of industrial imports in the total import 
bill. Thus, a significant fall in the level of import dependence 
for industrial goods may be seen in drought years (such as FY1985) 
when foreign exchange resources are diverted from imports of 
manufactured goods to toou and other essentials. Consequently, part 
of the substitution effect may have been achieved by failing to 
meet the demand for imported goods. Rationing, queues at shops and 
scarcity rents for both domestic imported and domestic manufactures 
testify to the fact that a large proportion of the domestic demand 
for manufactures is not satisfied. 

A break.down of industrial imports by end use suggests that the 
import substitution effect has been strongest in the case of final 
goods. However, the proportion of intermediute goods in total 
imports has fallen from 13.6 per cent to 11.7 per cent over the 
FY1980 to FY1988 period and intermediate goods have also declined 
as a proportion of domestic industrial supply. Data on the 
structure of industrial inputs (including raw materials and 
covering imports for ~se in manufacturing: see Section 2.0) confirm 
that dependence on imported intermediate goods and raw m~terials 
has declined over this period. 

Meanwhile, dependence on imported capital goods has increased. 
In the absence of a domestic engineering capability, Ethiopia has 
to import virtually all of its machinery and equipment and most of 
its spare parts. As the government implemented its TYPP, imports of 
capital goods increased from Birr440 million in FY1981 to Birr730 
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million in FY1986 (see Table A-1). Over this period capital goods 
accounted for 38.6 per cent of total imports - a larger proportion 
than consumer goods. 

Although the economy's dependence on imported capital goods 
suggests a path for future import substitution, the development of 
this sector must be a long-term objective. At present Ethiopia 
lacks the basic engineering industry -a shortcoming the Akaki Spare 
Parts Factory, opened in 1988, seeks to address -and the technical 
skills necessary for such projects. Consequently, the priority 
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Table 2.23: l!!!;!!rts and domestic S!:l!!ll, FY1975 to FY1986 
(Mill ion Birr> 

1975 1981 1983 1985 1986 1987 

l11pOrts 847 1,384 1,753 1,770 2,201 2,237 
GDP 5,689 8,097 9,083 8,902 9,708 9,938 

Oc.estic supply 6,536 9,481 10,836 1D,6n 11,909 12, ,75 
lllpOrts as per 
cent of dollestic supply 13.() 14.6 16.2 16.6 18.5 11S.4 

l~tri•l illpOrts 570 938 1, 129 1,035 1,291 1,612 
- fir• l goods 115 240 264 243 262 329 
- inter'lledi•te goods 246 289 2n 287 326 
- Cllpi t• l goods 453 5n 515 742 958 
Gross Vlllue of procb:tiona/ 903 7.,400 2,632 2,848 2,909 3,200b/ 

DOllleStic i~triel supply 1,473 3,339 3,761 3,81S2 4,201 4,812 

l~tri•l illpOrts •s 
per cent of tot•l supply 38.7 28.1 30 • .1 26.6 30.7 33.5 
lqiorted fin.l goods 7.8 7.2 7.0 6.2 6.2 6.8 
lnter'lledi•te goods 7.4 7.7 7.1 6.8 6.IS 
Capit•l goods 13.6 15.3 13.3 17.7 19.9 

•I Enterprises aploying .,re then ten persons. 
b/ Esti•te. 

~: Bued on Table A-1 end CSA, Results of the survey of 
.,~ .... c'J:~:..: ... ~~::; !X·~c:.~ ... :i-:.·, ·.,;-=~~s ~ss .... es.. 
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areas for import &ubstitution will continue to be in the production 
of consumer and intel.-mediate goods, particularly such industrie~ as 
cffer opportunities for domestic resource utilisation and so •ill 
have the greatest import substitution effect. 

Import substitution has been fostered by a protective trade 
environment. The principle control on imports is the import 
licence, by which the government restricts imports of goods similar 
to those manufactured in Ethiopia. In addition, imported goods 
carry substantial duty charges, though these vary considerably from 
product to product. A survey of the structure of protection 
undertaken by the World Bank in 1983§1, indicated that the Nominal 
Protection Coefficient (NPC) ranged from 2.2 (120 per cent 
protection of output) to 0.47 (53 per cent negative protection!, 
with a weighted average of 1.11 for the 19 enterprises surveyed. 
Disparities were even broader - ranging from 0.03 to negative 9.89 
(indicating negative value added at world market prices) around an 
average of 1.36 - when the Effective Protection Coefficient (EPC) 
was calculated. A more recent study of the textile industry, 
undertaken in 1987, shows that these disparities may be just as 
wide within a branch. Although ~he NPC was calculated as 2.08 for 
all 15 textile enterprises studied, the EPC ranged from 0.15 to 
negative 15.4. 

Such wide disparities in the degree of protection afforded to 
each enterprise effectively redistribute resources within the 
industrial sector by enabling protected firms to charge higher than 
;..;0r-.i..u filarj.;,et. pri 0..:es and taxing firms with negative protection 
(where they sell at below world market prices in the domestic 
market and/or pay higher than world market prices for their 
inputs). This may result in a less than optimum use of resource~ 
where, as both the World Bank and textile sector surveys 
demonstrate is the case in Ethiopia, the protectionist policies 
have been used to shield inefficient firms (as measured in cerms of 
their Domestic Resource Cost: see Section 2. 4) • WhilP- the 
protection of inefficient firms may be justified in the short-term 
on the infant industries argument, the World Bank study argues that 
the efficiency of some of the protected branches of manufacturing 
had not improved over a ten year period. Thus, the structure of 
protection has not promoted industrial development on the lines of 
potential comparative advantage and has resulted in a substantial 
opportunity cost. Under these circumstances, reform of the 
structure of protection could increase economic benefits (see 
Section 4.3). 

In recent years, priority has been given to the promotion of 
manufactured exports as the government has sought to diversify 

8. World Bank, Ethiopia Industrial Sector Review, Report No 5301-
ET, December 16, 1985, pages 55-61. 



52 

exports away from coffee and boost total foreign exchange earnings. 
Such is the importance attached to increasing manufactured exports 
that the government ~as been prepared to subsidise the loss~s of 
~nterprises exporting at less than cost price at the official 
exchange rate. In addition, exporting e~terprises have benefited 
from preferential access to raw materials, foreign exchange and 
credit (see Section 4.3). This policy has proved successful. The 
value of manufactured exports increased steadily from Birr83. 7 
million in FY1980 to Birrl57.3 million in FY1987 and their share in 
total exports increased from 8.8 per cent to 19.8 per cer.t over 
the same period (Tabie 2.0). Moreover, the rate of increase appears 
to be accelerating. In FY1988 exports of goods manufactured by MOI 
supervised enterprises alone amounted to Birrl72.8 million, double 
the level two years before. 

Despite the growth in total export value, the range of 
manufactured exports remains extremely narrow (Tables 2.24). In 
1988, 72 per c£nt of the exports of MOI supervised industries were 
generated by the leather and leather products branch, mostly 
processed hides and skins; 19. 5 per cent by food processing 
industries, mostly sugar and molasses; and 7.5 per cent by the 
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T.tlle 2.24: Structure of manufactured exeerts, FY1980 and FY1988 
(Million Birr) 

Percent 
she re 

Branch 1980 1984 1986 1987 1988 1988 

Food 21.5 31.3 32.1 33.5 33.7 19.5 
Beverages 0.6 0.2 0.5 0.9 0.5 
Textiles 2.9 4.7 6.0 12.9 7.5 
leather ' prociJcts 53.6 62.5 51.3 98.6 124.4 n.o 
Chemicals 0.9 0.2 1.0 0.6 
MOI supervised 
enterprises subtotal 76.0 97.3 88.3 138.9 172.8 100.0 

SSls end other IPEe/ 7.7 12.9 30.6 18.4 

Total 83.7 110.2 118.9 157.3 

Manufactures es per 
cent of total exports 8.8 11.9 12.9 19.8 

a/ Excluding the oil refinery. 

Source: MOI, Statistical Bulletin, VI, J~ 1989; and CAS, Results of the 
Survey of Manufacturing Industries, various issues. 
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textiles branch, principally knitwear and ready made garments. The 
contribution of other branches was negligibl~ or nil. For the 
period FY1985 to FY1989, the MOI lists only 34 export products and 
only 18 of these were exported regularly (5 food products, 3 
beverage products, 7 types of processed skins and hides, 1 leather 
product, 1 textile product and salt). These 18 products accounted 
for over 90 per cent of total export earnings. The range of 
products exported by industries outside MOI supervision is equally 
limited: animal feedstuffs, fruit canning and packaged meat by 
enterprises under Ministry of State Farms and some hides and skins, 
leather and textile products by a small number of private sector 
enterprises. 

Furthermore, 88.4 per cent of the manufactured exports of MOI 
supervised indu~tries in the period FY19@5 to FY1989 may be 
classified as primary products or intermediate goods which would 
undergo further processing in the destination country (Table 2. 24) • 
Such product~ are characterised by low value added, low margins and 
volatile prices. Sugar prices have, for instance, slumped in the 
1980s and the unit price of exported hides and skins was 23 per 
cent lower in FY1986 than it was in FY1980. In order to maximise 
foreign exchange earnings priority should be given to extending the 
range and quantity of export products with a high degree of 
processing. 
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T8ble 2.25: Value of mifac:ture!f egrts lzlt: DI aduct 
cat!S!!!Jt:. FY1985 to FY1994 

(ThOUURf Birr> 

Percenl l!!!re 
Pracb:t 1985 1987 1988 

Average 
1989 1994 1985·89 1994 

Oil cake ard lint 1.4 3.6 2.8 1.5 2.1 2. 1 0.6 Pepper eJ1trac:ts 3.5 6.2 10.5 7.4 8.3 5.0 2.6 
SUgar ard Molasses 22.9 23.2 20.3 13.8 17.1 15.0 5.3 
Alcoholic br.lerages & 
•ineral .. ter 1.5 0.5 1.0 
Selti-processed skins 

o.8 5.5 0.6 1.7 

'hides 57. 1 96.5 121.0 93. 1 153.4 65.6 47.8 
Finished leather & 
leather articles o.o 1.6 3.5 2.9 42.9 1.4 13.4 Textile pracb:ts 1.7 6.5 14.2 24.4 79.5 7.8 24.8 
Washed ard begged salt o.8 0.7 1.0 1.1 10.0 0.7 3.1 Tools & pu1p5 1.2 0.4 Others 0.6 0.0 11. 1 o.8 0.8 1.9 0.2 

Total 89.5 138.8 185.3 145.8 320.8 100.0 100.0 

Source: Data provided by the MDI. 
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Some progress has already been made in increasing exports of 
finished products and the HOI anticipates that this trend will 
continue under the FYP (FY1990-FY94). This foresees both an 
increase in the value of exports across the board and the share of 
finished products in manufactured exports rising from 20 per cent 
to 40 per cent over the plan period (Table 2.25). However, the 
range of exports will still be extremely limited. Almost half the 
finished goods exported will be textiles - garments, knitwear and 
fabrics - and a third will be leather products. Ethiopia is 
thought to have a comparative advantage in these secto~s and the 
foundations for increased production and export sales have already 
been laid. 

Less attention has been given to identifying new export 
products. This could be done by the promotion of manufactures 
already produced in Ethiopia or new products that might be 
manufactured specifically for export markets. Only three new export 
products are identified in the FYP: hand tools, pumps and grain 
milling machines. All three are the products of new projects whose 
prj~ary markets are domestic. A number of enterprises have tried to 
penetrate export markets with existing products. over the past five 
years shipments of mine't"al water, cigarettes, canvas shoes, leather 
upholstery and leather uppers nave been exported. Unfortunately, 
none of these have developed into regular sales. To some extent, 
these failures reflect the limited capability for export p~omotion, 
marketing and product presentation in Ethiopia. 

Ethiopian industry, developing along the lines of import 
substitution, has become inward looking. over the period FY1984 to 
FY1988 less than 6 per cent of total production was exported (Table 
2.26). Only the leather processing and leather products branch, 
which exported nearly half of gross production, can be described 
as export oriented. In the remainder of the industrial sector the 
proportion of production exported, though rising, is still minimal. 
As a result, managers have little experience of export procedures, 
marketing strategies and the design of products to meet 
international standards and consumer preferences. This 
inexperience is, perhaps, the greatest hurdle Ethiopian industry 
faces in its attempts to penetrate export markets. Joint ventures 
with experienced foreign investors may, therefore, provide an 
opportunity for the most rapid pace of export expansion. 
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hble 2.26: Praportion of tot•l procllction exported by brwh~, FY1984-FY1988 
(Percent) 

Brmnch 1984 1985 1986 
Aver-.e 

1987 1988 1984-118 

Food 6.3 6.6 7.0 7.0 7.1 6.8 
llevereges 0.2 0.4 o. 1 0. 1 0.2 0.2 
Textiles 0.7 0.6 1.1 1.2 2.5 1.3 
Luther & shoes 49.9 43.4 35.7 57. 1 56.8 49.7 
Chai a ls o. 1 0.5 0. 1 
Others 

Tot•l 5.1 4.7 4.4 6.2 7.4 5.7 

a/ ROI ~ised enterprises only. 

Source: lued on ROI, St•tistical AbstrKt, VI, .lme 1989. 
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To date, most Ethiopian manufactures have been exported to 
Europe (by far the most important trading partner) and the 
centrally planned economies. Ethiopia's trading relationship with 
Europe appears to be secure, because of its status as an LDC, its 
long-standing ties with Italy and its strategic role as an exporter 
of processed leather which provides feedstock for Europe's leather 
industry. However, there is mounting concern in many circles that 
the establishment of a single European market in 1992 will have a 
detrimental ef feet on exports of manufactures from developing 
countries. The signing of the Lome IV agreement in December 1989 
will allay some of these fears. Of particular importance to 
Ethiopia, in its efforts to promote export oriented assembly 
operations through the establishment of an EPZ, is the relaxation 
of the rules of origin for duty free import into the European 
Community, reducing the proportion of local value added from 60 per 
cent to 45 per cent. It is more difficult to judge the effect o~ 
closer economic ties between Western and Europe. Certainly, 
comeptition will intensify in Ethiopia• s established export markets 
and the importance of competative pricicing and quality control 
will increase. 

2. 7 Domestic resource utilisation. import dependence and linkages 

Since 1975, the priority accorded to industries satisfying 
basic needs and meeting demand for consumer products has directed 
industrial development along a path of import substitution. Within 
the food processing, beverages and textiles branches this strategy 
has been compatible with the development of industries based on 
domestic agricultural resources. By FY1988, 77 MOI supervised 
public enterprises, all of which fell within these three sectors, 
drew the majority of their raw materials from domestic agriculture 
and these enterprises generated nearly half of the MVA (Table 2.0). 
Likewise, leather processing, in responding to domestic consumer 
demand and an export market, has been able to draw on Ethiopia's 
substantial livestock resources. In contrast, only 17 enterprises 
take the majority of their inputs from domestic forest and mineral 
resources and they contributed only 5.4 per cent of value added. 
The remaining 59 enterprises, contributing one third of value 
added, are dependent on imports for the majority of their inputs. 
such import dependent enterprises predominate in the tobacco branch 
(where they contribute 100 per cent of branch MVA), metals (97 per 
cent) , paper and printing (93 per cent) and chemicals (85 per 
cent). 
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Teble 2.27: ll"datrial l!bl ic enterprises br source of i!J!Uts. FY1988 

Enterprises Value adi:ied 
Source lo. Percent lirr "" Percent 

Aa:-iculture 77 46.7 269.3 49.2 
Liwstodt 12 7.3 54. 1 9.9 
Forest resources 5 3.0 3.1 0.7 
Mirwral resources 12 7.3 25.5 4.7 
Imports 59 35.a 194.2 35.5 

Total 165 100.0 547.0 100.0 

~: llJI. !tatistic.l lulletin. VI. Jute 1919. 
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If the proportion of imported input5 in total input 
consumption is examined, the degree of import dependence is shown 
to be even greater. According to a FY1986 Central Statistical 
Authority survey of 206 public industrial enterprises and 196 
private enterprises, nearly 40 per cent of all the material inputs 
consumed by the industrial sector were imported (Table 2.27). The 
proportion has fallen by 16.2 per cent since a comparable survey 
was undertaken in FY1978 but the downward trend is slow and aay 
reflect import constraints as well as improved domestic linkage. 

This high degree of import dependence is seen throughout the 
industrial sector. Imports account for less than 20 per cent of 
total inp~ts in only two branches, the food and leather processing 
industrie~. In all other branches more than 30 per cent of raw 
materials are imported and the proportion is above so per cent in 
the case of the tobacco, paper and printing, chemicals, 
non-metallic minerals and metals and engineering industries. 
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Tmte 2.28: latio of i50rts to total ,.., mterial cost by 
brench, FY197B to FY1996 

(Per cent> 

I ranch 1978 1~ 1914 1986 

Food 35.2 13.7 12. 1 13.3 
lewrages 56.6 56.6 55.5 33.a 
Tabecco 89.4 74.8 7'9.0 71.0 
Tutiln 33.6 38.0 40.5 32.a 
Leether & shoes 28. 1 24.0 22.2 11.3 
WOod & fumi ture 12.4 16.5 31.a 31.2 
P..-r & prinhng 71,7 80.2 73.1 66.5 
O..icalsat 86.4 80.6 11.4 82.4 
lkln-•t•ll ic 31.4 46.4 41.7 53,] 
Metals 86.2 95.2 96.3 93,] 

Total 47.4 42.9 42.a 39.7 

a/ fJlc:ludes oil refinery. 

~: CSA. lesults gf the 5'rveY of "8r&lfacnrim 
lrdatrin. Vl'Ti- issues. 
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Statistics collated by the MOI from corporation budgets 
suggest that the ratio of purchases of imports to total consumption 
of inputs is somewhat lower, averaging 30.4 per cent for the period 
FY1985 to FY1989 (see Table A-0), though these figures are thought 
to cover only those imported inputs purchased with foreign exchange 
(excluding those imported goods purchased in Birr from state 
distribution agencies) and so may be considered an underestimate of 
total import consumption. The proportion of imports in total 
consumption is slightly higher in the case of direct materials 
(mostly raw materials but including some intermediate goods) than 
for indirect inputs (mostly intermediate goods and such inputs as 
packaging materials), though there marked variations between 
corporations. Virtually all the spare parts used by the 
corporations are imported, with the notable exception of the 
National Food Corporation, one of the few IPEs to have forged 
strong links with engineering enterprises in the small-scale 
industry sector. 

As a proportion of the total corporation expenditure on 
imported inputs, direct materials are by far the most important, 
accounting for 78 per cent of imported inputs, whereas indirect 
inputs account for only 9 per cent and spare parts 13 per cent. 
Clearly, import dependence reflects both the limited linkage to a 
domestic resource base and the weakness of Ethiopia's basic 
industrial structure. 

Import dependence puts a heavy strain on the government's 
foreign exchange budget and reduces the net foreign exchange 
savings generated by the industrial sector. Moreover, in the 
context of foreign exchange constraint, reductions in the 
corporations' foreign exchange budgets are more likely to curtail 
output and impair efficiency. At present, both public sector 
managers and the MOI identify foreign exchange shortages as one the 
principal constraints facing the industrial sector. The shortage 
of foreign exchange is even more pressing in the case of private 
sector enterprises whose allocation is residual (see Section 4.3). 

In an effort to exploit a wider range of domestic resources, 
the government encourages both though the development of resource 
based industries (such as ceramics and caustic soda) and 
strengthening linkages between industry and the primary sectors of 
the economy. However, this policy is hampered by contradictory 
sectoral objectives (see Section 5.2 and 5.4). Food production is 
priority f.or agriculture, not production of industrial cash crops. 
Likewise, investment in the mining sector has been directed 
primarily at the development of high-value precious metals for 
export, not basic industrial minerals. Consequently, a wide range 
of raw materials that could be produced in Ethiopia are not at 
present, or are produced in insufficient quantities: jute, tobacc·~, 
malted barley and hops to mention just a few. Closer co-operation 
between Ministries is essential if import dependence for basic r·.sw 
materials is to be reduced. 
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Furthermore, while the requirement to purchase domestic raw 
materials ensures that they are used when available, the 
centralised distribution system does not guarantee that these will 
be supplied regularly at a suitable price and quality. Under ~hese 
circumstances enterprises often prefer imported substitutes. 

The solution may be to give producers greater control over the 
source and price, particularly as regards quality, of their inputs. 
Already, a number of enterprises have taken steps along these lines 
by signing supply contracts with farmers or purcl,asing land to 
cultivate industrial crops themselves (see Section 4.3). 

Dependence on imported capital goods can only be reduced in 
the long-term, by increasing investment in these sectors through 
such projects as the Akaki Spare Parts Factory. This factory will 
address both the immedi~te problem of dependence on imported spare 
parts and the longer-t~rm objective of developing an indigenous 
engineering capability. While engineering - in its widest sense -
must be the priority, there is also considerable potential for 
import substitution projects aimed at produciug intermediate ~oods 
for the industrial sector and agriculture. At present, most of the 
chemicals used in tanneries and all fertilisers and insecticides 
are imported. 

There are also opportunities for strengthening linkages within 
the industrial sector, particularly by sub-contracting from large
scale public enterprises and small-scale industries and 
cooperatives. At present a few corporations, notably the NFC, 
purchase tailor-made spare parts from SSis. Otherwise small and 
large-scale manufacturing enterprises operate indepentedly. 
This is regrettable because SSis can specialise to a degree that 
the large, public sector enterprises cannot afford; their 
flexibility could allow them to assist the IPEs in fulfilling 
demand peaks without costly increases in capacity; and they could 
provide regular inputs of domestically manufactured inputs and 
components. REVOMETAL in PDR Yemen, for example, has been ~ble to 
increase production of LPG cookers with a low capital outlay by 
subcontracting assembly work to rural cooperatives. Integration of 
the industrial sector along these lines will bring sector economies 
of scale, diversify production and respond to social objectives 
such as regional development. 
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2.8 Regional distribution 

Primacy is a characteristic of most developing countries and 
reflects the concentration of infrastructure (transport, 
communications and utilities), skilled labour and markets in the 
major urban centres. In Ethiopia industry is concentrated in three 
regions: Shoa, containing the capital; Eritrea, in the north of the 
country; and Haraghe to the east (Table 2.29). Within these 
regions industrial activity is largely restricted to the largest 
towns (Addis Ababa, Asmara and Dire Dawa). This particularly true 
of modern large-scale industries, as the data for the MOI 
supervised enterprises indicates. Only Shoa and Eritrea, the two 
regions with the longest history of industrialisation, have a 
diversified industrial base providing opportunities for linkage. In 
Haraghe two textiles plants and a brewery dominate the industrial 
sector. A similarly truncated industrial structure is seen in 
Wollo, Gojjam and Arsi, while seven of the fifteen regions have 
minimal industrial activity or none at all. 
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Teble 2.29: Regionel distribution of W'Uf.cturinq value 8dded 
end !!!pl9*f!t. selected w•rs 

(Percent shares) 

1984 
urbwl 1980a/ 1986a/ 

legion population MVA Ellp. MVA 

ShOll 45.6 67.8 63.6 63.4 
- Addis Abebe (29.8) 
Eritra 8.6 17.2 17.5 26.9 
Haraghe 6.6 6.3 10.0 6.0 
Other regions 39.2 8.7 8.9 3.7 

a/ Enterprises 8'>loying ten or more persons. 
b/ Ministry of lrd&stry supervised enterprises. 

Ellp. 

62.8 

1S.8 
9.8 
8.6 

1981Jb/ 
MVA Ellp. 

73.6 68. 1 
<55.7) (50.0) 
11.4 14.1 
8.3 10.2 
6.8 7.5 

Source: .. n. Statistic•l Bulletin. VI. J~ 1989; srd CSA. Survey of 
"--'facturina end Electrical lrd&stries <1985186>. Jmry 1989. 
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While the government is committed to a pol icy of balanced 
regional growth, the TYPP recognises that opportunities for 
industrial decentralisation are, for the most part, limited to the 
development of resource based industries. Even then, the cost of 
installing utilities in a remote location, constructinCJ 
communications and high treight charges may rule out the! 
exploitation of an otherwise attractive resource (see Secti~n 5.4 
and 5.5). Several large-scale public sector enterprises have been 
established outside the traditional industrial centres (the 
Kombolcha Textile Mill in Wollo, Bahr Dar Edible Oil Mill in Gojjam 
and Assela Maltery in Arsi, for instance). Under the TYPP, the 
industrially underdeveloped regions were to receive 46 per cent of 
planned investment (though Shoa was still to receive almost of half 
total investment) , their share of total production was expected to 
rise from 5.5 percent in FY1984 to 32.4 per cent in FY1994 and they 
would account for 26.6 per cent of industrial employment by the end 
of the planning period. Although planning committees at the 
regional and awraj::t level do co-ordinate economic activities, 
planners in central government often have little experience of 
regional conditions. Their targets are f3r too optimistic. 

The new "market oriented economic system" will provide a far 
more favourable environment for regional industrial development. 
Small-scale industries supplying discrete regional markets will be 
able to develop, taking advantage of the natural protection 
afforded by high transport costs. Large-scale public enterprises 
will be able to disperse their assembly activities through sub
contracting agreements. Small-scale service industries will also 
be possible. At the same time, private e~trepreneurs will be able 
to secure concessions to exploit Ethiopia's substantial mineral 
wealth, much of which is found in the peripherles of the country. 
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2.9 ~mall-scale industries and handicrafts 

Small-scale industries (SSis) and handicrafts~ make a 
significant contribution to Ethiopia's manufacturing activity. 
Estimates based on HASIDA's 1984/85 SSI survey, the handicrafts 
survey of 1985/86 - the most comprehensive to date - and CSA 
surveys of the manufacturing sector, suggest that SSis and 
handicrafts accounted for about 45 per cent of total empl)yment in 
the manufacturing sector, 23.4 of total fixed assets, 13.2 per 
cent of gross productio~ value and 23. 8 of manufacturing value 
added (Table 2. 3 O) • Due to the under recording of informal, 
unregistered enterprises these figures are likely to underestimate 
the j mportance of SS Is and handicrafts to the economy 
significantly. 

Thirty years ago SSis and handicrafts had a central role in 
the manufacturing sector but since then they have been eclipsed by 
large-scale ;:ublic sector industrial enterprises. In 1961, SSis and 
handicraft activities were thought to account for 69 per cent of 
gross manufacturing output101 • Their share fell to 63 per cent in 
1975, 45 per cent in 1981 and, on the basis of the above estimate, 
13.4 per cent in 1985. T~is relative decline resulted both from the 
rapid growth of the modern, public sector industrial sector, the 

9. Analysis of the Small-Scale Industry sector is hampered by 
the use of several definitions of SSis and sample surveys with 
differing levels of coverage and methods of sample selection. For 
HASIDA's purposes, SSI's are defined as "any industrial activity 
which uses motor power and machines and which has fixed assets of 
a value which does not exceed Birr200,ooo excluding buildings". 
Under current legislation (Special Decree No9/ll) t:he investment 
ceiling used in the definition of SSis is Birr2 million for 
enterprises owned by individuals and Birr4 million for those owned 
by business associations and co-operatives. Central Statistical 
Authority manufacturing sector surveys, on the other hand, cover 
enterprises which employ more than ten persons and use power driven 
machinery. Comparison with a Ministry of Industry "Directory of 
Manufacturing Establishments" indicates that the latest survey 
covers less than half the number of enterprises employing more than 
ten persons. Clearly, the CSA surveys provide only partial coverage 
of the small-scale industries as defined by HASIDA's criteria. 
HASIDA's definition has been used for the purpose of this study. 
All these surveys distinguish small-scale industrial activities 
from hana_crafts. HASir~ defines a handicraft as an activity which 
primarily uses mar.ual skills and hand tools. 

10. World Bank, Ethiopia Industrial Sector Review, Report No. 5301-
ET, December 16, 1985. 
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stagnation of private investment and the poor performance of SSis. 
Estimates of SSI and handicraft activities indicate that value 
added grew by an average of only 2.2 per cent per year in real 
terms over the 1980-1987 period while the medium and large-scale 
manufacturing sector grew twice as fast. 



62 

Teble 2.30: Contribution of S.ll·Scale lrDlstry to total walfacturins 
activity. 1984/85 

Fixed 
11umer o>f Assets GPV MVA 

Branch Enterprises Employment i.t Birr i.t Birr i.t lirr 

MLSls 381 90.141 703.6 2.909.3 715.2 
SS ls 7.684 36.846 216.2 409.7 210.7 
Handicrafts 15.433 40.000at 1.7 38.7 21.5 
Total -.Jfacturing 
sector 23.519 165.257 921.5 3.357.7 974.4 
As per cent of total 
lllillUfacturing sector 
· SSl1 33.4 22.3 23.3 12.2 21.6 
- Handicrafts 65.7 24.0 0.1 1.2 2.2 

a/ Those employed in handicraft cooperatives only. 

~: HASIDA. Report on Survey of Private S.ll·Scale Manufacturins and 
$ervice givins Esteblisi-nts C1984t15>. (1981. extracts only); 
and CSA. survey of Manufacturing and Electrical lrDistries 
(1915/86). J8'Ulry 1919. 
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Few private enterprises were established in the period 
immediately following the nationalisations of 1975 but the creation 
of HASIDA in 1978, as a supervisory and co-ordinating body for the 
SSI sector responsible for business promotion (see Section 4.2), 
did much to restore business confidence. Its extension services, 
assistance in organising co-operatives, particularly in the 
handicrafts sector, and work as an advocate of small-scale industry 
deaonstrated that the government saw a role for the private sector 
within the framework of a centrally planned economy. The number of 
applicants for HASIDA licences has grown slowly but steadily from 
57 in 1982/83 to 402 in 1987 /88, followed by a surge of 1, 200 
applications in the five months after the promulgation of Special 
Decree No.9 in July 1989. Clearly the private sector is prepared 
to inves~ where conditions are deemed favourable. Unfortunately 
HASIDA's licensing procedures, while intended to ensure the 
development of appropriate industries, have worked as a break on 
the creation of new enterprises (see Section 4.3). Although the 
number of new projects licensed by HASIDA increased from 14 in 
1982/83 to 145 in 1987/88, a total of 324 enterprises for the six 
year period, less than one third of the 1, 005 applicants were 
actually licensed. These procedures have recently been revised. 

About 50 per cent of 7, 684 SS Is identified in the HAS IDA 
survey are engaged in the food processing sector (Table 2.31). Most 
of these are bakeries, grain mills and edible oil presses many of 
which operate on a custom basis. These traditional activities 
require limited investment and little training, while controlled 
prices ensure a regular return on capital. Substantial profits can 
also be made by the sale of food products on the parallel market. 
A MOI directory of manufacturing establishments employing more than 
10 persons lists 141 bakeries, 30 per cent of all the private 
sector enterprises registered. Of these 73 were in Addis Ababa. 
Textiles and garment manufacturing is the second most important SSI 
activity. Here too traditional activities - tailoring, weaving and 
knitting - predominate. 
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Tele 2.31: Structure of smell ·scele irdatriel ectivitx. 1984/85 
(Percent sheres) 

lumer of Fixed 
Brendl Enterprises Ellpl~t Assetse/ Gf'Ve/ 'INM! 

Food 50.9 48.2 37.9 50.5 46.9 
Bewreges 0.2 1.0 0.9 1.8 0.6 
TobKco 
Textiles 28.3 21.4 7.1 12.1 12.6 
Leether & shoes 3.7 3.8 1.6 3.7 2.8 
Wood & proclJcts 5.5 8.2 3.3 4.7 4.8 
Peper & printing 0.5 1.9 2.6 10.8 18.5 
Chemicals 1.0 2.3 4.5 4.7 4.3 
•on·•tel l ic 1.2 2.7 2.6 2.9 2.6 
Metel proclJcts 4.8 6.1 38.7 7.6 5.8 
lklclessified 4.1 4.3 o.8 1.1 1.0 

Source: llASIDA. Report on Survey of Privete S-ll·Scele Manufecturins end 
Service giving Est8blishments (1984/85), (1988. extrects only). 
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SSI projects in the chemicals, metals and non-metallic mineral 
products branches require substantial investments, depend heavily 
on imported inputs, demand new skills and tend to produce goods 
with relatively low levels of value added - though still higher 
than the level prevailing in the public sector. All these factors 
discourage diversification within the SSI sector. Nevertheless, the 
ran~e of products manufactured by these branches is already 
impressive (insecticides, shoe polish and toilet preparations in 
the chemicals branch; cutlery, structural metal products, light 
machinery and tools in the metal products branch; marble, finishing 
stones and building blocks in the non-metalljc mineral products 
branch) and is gradually widening as entrepreneurs take advantage 
of the wide range of simple products suitable for import 
substitution. 

Entrepreneurs are attracted to the SSI sector by the freedom 
to determine product prices, allowing them to benefit from scarcity 
rents by charging high margins. These margins are reflected in the 
high ratio of value added to gross production value (Table 2.32). 
For the SSI sector 3s a whole, the 1984/85 HASIDA survey indicates, 
51 per cent of gross production value was value added, ranging from 
17 per cent in the beverages branch to 88 per cent in the case of 
the paper and printing industry. These levels are twice as high as 
those in the public sector (the only branch in which the ratio was 
lower was beverages, where the public sector corporation enjoys 
high margins on luxury products such as beer and spirits) and 
significantly higher than those in the larger private sector 
enterprises. There is little reason to believe that SSis undertake 
a greater degree of processing than public sector enterprises in 
the same branch, indeed the dependence of many SSis on intermediate 
products manufactured by the public sector and imported materials 
would indicate just the opposite. Furthermore, most private 
enterprises benefit from lower wage levels than their counterparts 
in the public sector (see Section 2.0) and even allowing for lower 
levels of productivity th,. wage cost per unit of production is 
unlikely to be any higher than in the public' sector. Consequently, 
the higher level3 of value added may be ascribed to higher profits. 
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Tlble 2.32: Value edded per W1it value of procNctiC!!. 1!14115 
(lirr) 

I ranch SSlsa/ Privatebl ,,.,.. ice/ 

Food .48 .26 .23 
lewereges .17 .34 .19 
Tabecco .19 
Textiles .54 .35 .25 
Leather & shoes .39 .31 .14 
WOOd & proclcts .53 .47 .40 
Paper & printing .aa .45 .41 
Chmialsdl .48 .43 .34 
lkln--•tal lie .46 .42 .21 
llletal proclcts .39 .29 .19 
~lassified .46 

Total .51 .33 .24 

a/ 1!14/85 llASIDA surwy of 7,864 SSls. 
bf 1985/86 CSA surwy of 196 private enterprises 

aployil"ll more tlMn 10 persons. 
e/ 1985/86 CSA surwy of 202 pblie enterprises 

aployil"ll more tlMn ten persons. 
di E.11Cludi1"11 oil refinery. 

~: llASIDA. leport on Sury!y of Private S.l l ·5eale ....,reeturirw and 
S!rviee Givina Est.tllislments (1!14185>, (19111, utreets C!!ly>; llDI, 
llftistical lulletin, June 1989; and CSA, SUrvey of "8rufaeturil"ll and 

El.ctrial lncllstries (1985/86), J....-y 1989. 
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High domestic market prices, relative to world market prices 
at the official exchange rate, and the requireaent ~o surrender 
foreign exchange earnings to the NBE discourage SSis froa exporting 
their products. Furtheraore, the private sector does not have 
access to the facilities needed to conduct an export trade: 
co-unication with buyers and attendance at trade fairs are a 
particular problem. Besides, aquisition of an export licence is a 
tiae consuming process. Yet, despite the sector's doaestic 
orientation, several enterprises have been able to develop export 
sales of such products as shoes, semi-processed leather and 
garaents. There is considerable potential for the expansion and 
diversification of exports if a suitable incentive environment can 
be created. 

Al though domestic demand for SSI products is strong, the 
performance and expansion of SSis is constrained by lack of inputs 
and capital. SSis depend heavily on the state marketing agencies 
for purchases of do•estic raw materials, the public sector 
enterprises for intermediate goods and imports for capital goods, 
spare-parts and inputs. According to the 1980 HASIDA survey, 36 per 
cent of SSis used some imported inputs and 6 per cent of SSis 
depended entirely on imports. While comprehensive data is not 
avaialable, the evidence suggests that SSis have far lower levels 
of import dependence than large-scale manufacturing industry. This 
may be cited as a social advantage of SSis over large-scale 
industry. 

Since priority is given to the public sector enterprises in 
the distribution of scarce domestic inputs and foreign exchange, 
SSis face acute shortages. In recent years, the shortage of foreign 
exchange has become particularly acute, with the number of SSis 
eligible for foreign exchange allocations limited to around 260 
while the budget allocation amounted to less than 20 per cent of 
the sum requested (see Section 4.3) and perhaps no more than 10 per 
cent of the sector's true requirement. Even though exporters have 
priority access to foreign exchange they too face shortages. These 
enterprises argue that significant increases in the volume of their 
exports could be achieved if they were allowed to retain a 
proportion of their foreign exchange earnings to purchase essential 
inputs. 

Some enterprises purchase their inputs on the parallel market 
at inflated prices in order to maintain production levels. A few 
have adopted ingenious stratagems to conserve precious inputs (for 
instance, arranging the cut of leather to maximise the number of 
articles produced from each hide), or developed recycling 
activities (manufacturing shoes out of leather scraps discarded by 
public sector enterprises), or re-process those goods which the 
public sector producers to excess (production of cutlery out of 
large-size nails and clothing out of towels and sheets). For the 
sector as a whole, however, performance is severely impaired by the 
shortage of materials. 
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Another fundamental problem facing the SSI sector is the lack 
of skilled managerial and technical staff. The 1984/85 HASIDA 
survey, revealed that about three quarters of SSI proprietors have 
only had primary school education or less, about 7 per cent were 
illiterate. Less than 2 per cent had received vocational training. 
Low levels of training are generally associated with low levels of 
innovation and initiative. Applications for HASIDA licences, for 
instance, are dominated by a narrow range of projects - bakeries, 
edible oil presses and tailoring. Few applicants present new 
project ideas and fewer still introduce technical innovations. 
Many entrepreneurs regard their businesses as a part time activity 
carried out in junction with salaried employment or retailing and 
trading activities. 

Furthermore, SSis have little access to skilled employees. 
All diploma and degree graduates are employed by the public sector 
in the first instance. It is only recently that technical school 
graduates have been appointed through the MOISA labour exchanges 
and can be recruited directly by the private sector. Formerly, all 
technical school graduates were allocated to the public sector. 

SSis are also handicapped by their limited access to bank 
finance for ~tart-up and working capital. A survey undertaken in 
1981/82 indicated that 81 per cent of the SSis' fixed assets were 
financed from savings and informal loans. Bank loans financed the 
remaining 19 per cent. Similarly, between 60 and 90 per cent of the 
investment in SSI projects licensed by HASIDA in the period 1982/83 
to 1987/88 was self-financed or financed through traditional 
lending institutions!!I. Less than one quarter of licensed 
projects receive medium-term bank financing (see Section 4. 2). 
Short term funding is more accessible, largely because many 
entrepreneurs already hold accounts with the Commercial Bank of 
Ethiopia. However, discriminatory rates apply for private sector 
borrowing and about one quarter of the enterprises interviewed 
during the 1984/85 HASIDA survey identified the lack of suitable 
financing facilities as a major constraint on their performance. 

In the absence of ;,. strong "venture capital" market, the 
implementation of new prcjects is restricted to those with access 
to private funds: traders for the most part. Traders may have 
business experience but they bring with them a short-term, 
commercial outlook which scorns troublesome projects with a long 
maturity and those requiring substantial investments. Consequently, 

11. Traditional lending institutions include 
money-lenders who charge exorbidant interest rates and generally 
only lend on short-term basis and the .i.kY1;2. The .itl.m is a form of 
mutual savings cooperative to which members contribute and the 
funds are distributed by lot or by concensus to an individual in 
particular difficulties. 
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the inaccessibility of bank loans for many entrepreneurs helps 
perpetuate a poorly developed SSI structure. 

Shortages of basic inputs have resvlted in extremely low 
capacity utilisation rates. The 1980 HASIDA survey revealed that 
only 5 out 72 firms had capacity utilisation rates exceeding 56 per 
cent and only 27 had capacity utilisation rates exceeding 40 per 
cent. Capacity utilisation rates have fallen since then. According 
to the 1984/85 survey the average capacity utilisation rate was 
only 22 per cent of the full three shift capacity and some 
enterprises are thought to have laid off workers in recent years 
due to the lack of production inputs. Capacity utilisation rates 
are thought to range from 15 to 35 per cent. In contrast, most 
public sector enterprises were reported to be working at near full 
capacity. 

Under-utilisation of capacity partly explains the higher than 
expected capital-labour ratio seen in some branches of the SSI 
sector. The 1980 HASIDA survey revealed that capital-labour ratios 
were almost twice as high among medium and large-scale industries 
as they were among the ssrs!Y, though there were marked 
variations between branches. In the beverages, wood and furniture 
and metal products branches, for instance, the capital- labour 
ratio for SSis was only 20 to 30 per cent lower than the ratio for 
medium and large scale enterprises. The 1984/85 HASIDA survey also 
shows that capital-labour ratios are ~ower amongst SSis than among 
the public sector enterprises, though only 31 per cent lower as 
compared with 50 per cent lower five years before (Table 2.33). 
This confirms the argument frequently cited in favour of SSis that 
they of fer of cheaper means of generating employment than 
large-scale public sector enterprises. In Ethiopia, where capital 
is scarce and labour plentiful, they are also more compatible with 
the country's factor endowment. 

On the other hand, capital-labour ratios are shown to be 
higher for SSis in the metal products, chemicals and wood and 
furniture products branches than they are for corresponding public 
sector enterprises and higher for all SSI than they were for the 
larger private sector enterprises. In the wood and furniture 
manufacturing enterprises this discrepancy probably reflects the 
under capitalization of public sector enterprises relative to their 
counterparts in the private sector. In the case of chemicals and 
metal products industries, on the other hand, the high ratio of 
assets to labour probably results from under-utilisation of 
capacity. In such enterprises the incremental changes in levels of 
capitalization are large and enterprises are unable to reduce the 
value of fixed assets in response to reduced inputs and so 
production levels. Furthermore, it is in these sectors, which 

12. Eshetu Chole and T. Mulat, The Pattern of Industrialisation 
and its Impact on Employment and Incomes in Ethiopia, ILO, 1983. 
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depend heavily on imported inputs, that the supply constraints are 
tightest. 
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T8ble 2.33: P~tivitx end C!Qit•liHtian of -ll-sc•le end 
ll!!:iv8te sector incilstl"ies ~ br.nch, 1984£85 

Per !!!l!l- i ndi a tor 
Birr ~ 9lovee .s ~cent of yl ic sector 

lr811Ch GVP MVA Assets GYP MVA Assets 

7,6114 entel"Dl"iHS CO¥Bed ~ llASIDA SUl"VeY 

Food 11,655 5,563 4,615 34.3 n.4 45.4 
Bever-.es 19,939 3,3116 5, 175 38.5 34.1 44.9 
Tobecco 
Totiles 6,273 3,368 1,946 50.5 107.7 92.1 
lHtller & shoes 10,859 4,247 2,462 39.7 107.7 58.7 
Wood & procb:ts 6,343 3,350 2,3n 3'.6 45.8 126.5 
,...,.. & printing 64, 133 56,399 8, 122 244.1 524.8 29.0 
Cheaicels 22,404 10,662 11,325 59.2 82.6 19'.1 
llan·•t•ll ic 11,792 5,467 5,565 55.9 120.8 12.7 
Met•l prcOlcts 13,791 5,377 36,953 27.1 57.0 331.5 
Uncl8SSified 2,952 1,368 1,085 

Tot•l 11, 118 5,718 5,867 41.5 90.8 69.0 

199 entel"DI i HS covered ~ CSA SUl"VeY 

Food 16,084 4,204 2,929 47.4 54.7 za.8 
lever8gH 34,719 11,916 2,087 67.1 120.2 18.1 
Tobecco 
Textiles 10, 104 3,489 1,402 81.4 111.6 66.3 
le•tller & shoes 11,341 3,569 1,260 41.5 90.5 30.1 
Wood & prcOlcts 9,236 4,319 2,640 50.4 59.0 140.8 
P...,- & printing 14, 136 6,302 5, 199 53.8 58.6 18.6 
Ch•ials 23, 138 9,977 5,254 61.1 77.3 90.1 
llon·•t•llic 9,088 3,813 2,618 43.1 114.2 6.0 
Met8l proclJcts 72,235 20,679 8,330 142.1 219.3 74.7 
line less if i ed 

Tot•l 20,952 6,816 3,656 78.2 108.2 43.0 

Source: 1Jr111blished llASIDA survey end CSA, Survey of M8nuf.cturing lnclatries 
( 1985/1986). J.,.,.ry 1989. 
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Supply constraints also impair labour productivity. The 
1984/85 HASIDA survey reveals that the gross production value per 
employee in the SSI sector was 68.5 per cent lower than in the 
public sector (Table 2.33). Labour productivity in terms of gross 
output is considerably lower than th~ disparity in capitalization. 
When MVA is considered, however, the disparity narrows to less than 
10 per cent. Indeed, labour productivity is higher than in public 
sector in the case of the non-metallic minerals, textiles, leather, 
and paper and printing branches. Statistics for private 
ente::prises employing more than ten persons, indicate that 
productivity levels are higher overall than in those enterprises in 
the HASIDA survey despite lower levels of capitalization. 

Although low capacity utilisation rates and levels of labour 
productivity - in terms of gross output at least - may suggest that 
the SSI has less to off er the Ethiopian economy than large scale 
industry, the performance of SSis would improve markedly in a more 
conducive policy environment. Low capacity utilisation rates offer 
an opportunity for rapid increases in output without substantial 
investment by the rem~val of input constraints. An increase in the 
SSI sector's foreign exchange allocation, for instance, would have 
an appreciable effect on capacity utilisation rates and production 
levels. 



73 

T8ble 2.34: Fixed assets Dtr enterprises. 1984/85 

Branch 

Food 
Beverages 
Tot.c:co 
Texti la 
Leather & shoes 
Wood & procb:ts 
Paper & printing 
Ch•icalsd/ 
llon-•tall ic 
Metal procb:ts 
Unclassified 

Total 

~I 
percent 

Birr of public 

20.939 .8 
162.137 3.9 

7.067 .3 
12.309 .1 
11.026 4.9 

151.912 i.6 
124.n1 8.2 
62.453 .6 

22.9.212 14.7 
5.456 

28.134 .a 

a/ 1914/85 HASIDA survey of 7.864 SSls. 

Privateb/ 
percent 

Birr of public 

74.2.97 2.7 
68.625 1.6 

60.194 2.4 
85.154 5.0 
71.750 20.6 

173.889 1.8 
193.083 12.7 
82.235 .8 

350.375 22.5 

111.3n 3.2 

P\mlicc/ 

Birr 

2.765.262 
4.185.955 
3.142.000 
2.540.966 
1.112.m 

347.545 
9.780.000 
1.514.842 

10.955.813 
1.556.778 

3.497.584 

b/ 1985/86 CSA survey of 196 private enterprises employing more 
tMn 10 persons. 

C/ 1985/86 CSA suney of 202 public enterprises aploying more 
than ten persons. 

d/ Excluding oil refinery. 

~: HASIDA. Report on Survey of Private S.ll-SCale ManJfacturing and 
service Givina Establishments <1984185>. (1988. extracts only>; MOI. 
St11tistical Bulletin. Jwie 1989; and CSA. SUrvey of Manufacturing and 

Electrical lnciJstries <1985/86). January 1989 
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Recent changes in the legislation governing private sector 
investment sector have sought to stimulate the expansion of ssrs. 
Small-scale industry, Special Decree No 9/1989 recognises, can make 
a significant contribution to the production of consumer good and 
exports and the generation of employment. HAS IDA regards employment 
generation as one of the principal benefits to be won by providing 
a more conducive environment for small-scale industry, arguing that 
the cost of creating a new job opportunity is between 1 and 10 per 
cent of that in the public sector. Clearly, SSis offer the 
cost-effective means of tackling urban unemployment, one of 
Ethiopia's most pressing social problems. Successful SSis will 
also mop up the liquidity within the trading community that fuels 
the smuggling trade and parallel market. As Table i.34 indicates, 
very little capital is needed to establish an SSI. 

Alongside SSis are a wide range of traditional handicrafts 
practised in small workshops, generally using labour intensive 
techniques. The results of an unpublished HASIDA survey of urban 
informal handicraft enterprises indicate that two activities, 
tailoring and weaving, dominate the handicraft sector (Table 2.35). 
Many of these activities are the traditional preserves of ethnic 
groups - Gurage metalworkers and Dorsie weavers, for instance - and 
their workshops are often congregated in separate quarters of the 
city. Levels of capitalization in these enterprises are extremely 
low. HASIDA estimates that cost of job creation is less than 1 per 
cent that in of IPEs and in some cases - basketry, for example -
the capital required to establish an enterprise is negligible. 
High ratios of MVA to gross production indicate that they too enjoy 
considerable margins, though turnover is generally small. Many of 
the enterprises double-up as retail outlets. 
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Tmble 2.35: Structure of handicrafts activities. 1985/86 

Percentage share 
Est.ti- Fixed 

lishllents Assetsa/ GVPa/ 

Gold & silver 1.5 4.1 2.4 
Knitting 1.5 4.7 2.4 
leather wrks .9 .o .9 
Metal wrks 2.4 1.1 2.8 
Pottery 3.8 .2 1.5 
Tailoring 46.6 84.0 43.0 
Weavi111 40.4 4.1 43.1 
Woodworks 1.1 1.3 2.1 
Others 1.8 .5 1.8 

Total 15,438 8,696 38,741 

a/ Total in Birr. 

Saree: Based on Table A-0. 

Ratio .. tio 
GYP to MVA to 

MVAI/ MVA assets 

2.0 .47 1.2 
1.6 .36 .8 
.6 .33 35.1 

2.4 .46 5.3 
1.7 .60 24.3 

51.2 .65 1.5 
37.1 .47 22.1 
2.0 .53 3.9 
1.5 .47 6.3 

21,302 .55 2.4 



76 

Handicrafts also play an important part in the rural economy. 
No survey of rural handicrafts has been undertaken in recent years 
but a survey carried out in 1972/73 indicated that about 250,000 
people were employed in nousehold enterprises in rural areas. 
Almost half of them were employed in weaving, though household 
enterprises manufacture a wide range of products. One recent study 
argues that handicrafts are "the principal suppliers of 
manufactured goods for most of the rural communities 
today"lll.Most peasant households engage in some handicraft 
activities, such as basketry and weaving, but there are also 
handicraft communities spread throughout the countryside. These 
communities are usually despised by their neighbours, while 
agriculture is esteemed. HASIDA tries to combat this prejudice in 
order to promote handicarfts activities as a means of inconme 
generation in rural areas. 

HASIDA has sought to develop and expand the handicraft sector 
by organising craftsmen into co-operatives (see Section 4.2). By 
1987 there were 852 co-operatives with 37,046 members, most of them 
in urban areas. These cooperatives help producers purchase inputs, 
J11.arket their products and gain access to credit at preferential 
rates. They also provide a means by which the government can 
upgrade skills and introduce new products, transforming the 
handicraft sector into small-scale industry. The development of 
producer co-operatives introduces new forms of association which 
cc>rrespond to the government's policy of socialisation. Levels of 
capitalization are higher than in the informal handicraft sector 
and, in the case of producer cooperatives, often higher than the 
small-scale industrial sector. 

13. T. Mulat, Some Notes on Employment in Small-Scale 
Manufacturing and Handicrafts Industries, mimeo, Institute of 
Development Research, Addis Ababa University, 1982. 
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3. PROBLEMS AND PROSPECTS OF SUB-SECTORS OF MANUFACTURING 

3.1 Food processing 

In terms of gross production value, food processing is the 
leading industrial activity, accounting for 22.7 per cent of total 
output in the manufacturing sector in 1985/86. Food processing 
also ranks second in terms of its contribution to MVA (18.6 per 
cent) and employment (20 per cent). More important, however, it 
has the strongest backward linkages to the economy and lowest level 
of import dependence: in 1985/86 only 13.3 per cent of the inputs 
used in the branch were imported. This reflects the strong resource 
base of Ethiopian agriculture and the government's policy of 
developing industries which satisfy the basic needs of the 
population. The sector is dominated by f~ur activities - primary 
and secondary grain processing (which accounted for 42 per cent of 
gross production value in 1985/86), sugar refining (29.7 per cent), 
production of vegetable oils and fats (10.3 per cent), and meat 
processing and the manufacture of dairy products (11.3 per cent) -
all of which are oriented towards the domestic market. 

owing to its dependence on domestic raw materials, the branch 
has been affected by the agricultural sector's poor performance in 
recent years and the supply of raw materials has emerged as one of 
principal constraints on growth. over the 1980/81 to 1986/87 
period the branch averaged an annual growth rate of 6.3 per cent, 
one per cent lower than the average for the industrial sector as a 
whole, and in 1984/85, 1986/87 and 1987/88 gross production value 
at constant prices actually fell. While shortages of raw materials 
are particularly acute during drought years, the problem is, 
fundamentally, one of developing an agricultural marketing system 
that will stimulate aii.d direct expansion in the peasant sector 
which still dominates Ethiopian agriculture (see Section 5.2). 

If output is to be increased in the near future, these supply 
constraints will have to be resolved. Liberalisation of the grain 
marketing system is a step in this direction. A free market in 
agricultural products will provide an incentive for farmers to step 
up and diversify production. Abolition of the Agricultural 
Marketing Corporation's monopoly on domestic trade in grain will 
facilitate the flow of farm produce into the urban and industrial 
areas. It will also allow industrial enterprises to establish 
direct contact with farmers. One approach, already practised on a 
small-scale by the spice processing factory, is for factories to 
establish contracts with out-growers. This will enable the food 
processing industry to determine the type of raw materials it 
needs, ensure better quality control and secure more reliable 
supplies than it can through an intermediary. Another approach is 
for tne factories themselves to become involved in the cultivation 
of their own raw materials, as in the case of the Ethiopian Sugar 
Corporation's large aqro-industrial complexes. 
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Primary grain and oil seed processing are the principal 
activities of the Ethiopian Food Corporation (EFC}. The 
corporation operates fifteen wheat flour mills, four of which also 
process edible oils and another four undertake secondary cereals 
processing. Most of these mills were built in the 1960s or before. 
Their production capacity varies from 45 to 120 tonnes per day. 
Output increased by 52 per cent from 114,800 tonnes of flour in 
1978/79 to 174,600 tonnes in 1979/80 when new plant was 
commissioned at three of the mills, but then fluctuated around this 
level during the 1980s. By 1985/86 production had reached 195,500 
tonnes. 

Irregular supplies of grain, purchased from the Agricultural 
Marketing Corporation (AMC), affect production. During the drought 
of 1983/84, output dropped by 16 per cent over the level in the 
previous year to 134,100 tonnes. In order to prevent shortages of 
basic commodity occurring in urban areas EFC has, increasingly, had 
recourse to imports: in 1985/86 20.5 per cent of the flour mills' 
raw material requirements were met by imported wheat as compared 
with only 1.5 per cent two years before. Domestic raw ma~erials 
are, furthermore, of poor quality. The levels of impurities are 
high and poor storage often results in grain deterioration. 
Production is also handicapped by the age of existing plant, lack 
of spare parts and skilled personnel for servicing and maintenance 
work. 

There are no plans to establish new industrial grain mills. 
Instead, EFC plans to rehabilitate five of its grain mills to 
increase output. Work on the Dire Dawa Flour Mill is currently at 
the design stage. When completed the mill will have a capacity of 
39,000 tonnes per year. Renovation work is also planned for mills 
in Addis Ababa, Debre Zeit, Asmara, Nazareth and Kaliti. 

In recent years, EFC staff have voiced concern that the wheat 
flour produced is not ideal from a nutritional point of view. After 
milling the bran (12 per cent by weight) and germ (3 per cent) are 
separated from the endosperm and used in the production of animal 
feeds (see below). Since the bran and germ contain about 70 per 
cent of the wheat grain's minerals and vitamins and most of the 
fibre, the production process greatly lowers the nutritional 
content of the flour. There are plans to produce whole meal flour 
on a trial basis. 

EFC also operates a mill producing maize flour - the Debre 
Zeit Maize Flour Mill, established in its present form in 1978. 
This draws on domestic supplies of maize which have increased 
rapidly in recent years as peasant farmers and the state farms have 
extended the area under maize cultivation (see Section 5.2). Output 
has increased from 2, 400 tonnes in 1981/82 to 18, 759 tonnes in 
1985/86, though this remains well below the plants capacity of 110 
tonnes per day. Again, the supply and quality of raw materials are 
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a major constraint on production. Most of the output is mixed with 
wheat flour for bagging and sale. 

EFC plans to diversify the range of products manufactured from 
maize by establishing a wet maize processing plant. The plant, 
costing an estimated Birr80 million, would produce 12,200 tonnes of 
starch, 9,150 tonnes of maltose and glucose syrup, 19,825 tonnes of 
fructose syrup and 41,000 tonnes of partially ground maize. These 
products are currently imported. A Belgian company has shown 
interest in participating as a joint-venture partner. 

The large industrial mills operated by EFC supply most of the 
grain used in urban areas. In rural areas, on the other hand, flour 
is either hand milled in the home or supplied by small-scale grain 
mills. According to the 1985/86 HASIDA survey there were between 10 
and 20,000 of small-scale mills in operation, each employing 2 or 
3 people. The production process is simple, the grain is cleaned 
manually and then milled. There is no sifting stage and so the 
flour produced is whole meal. Until the construction of a small 
production facility at the Kaliti Metal Factory, all the machinery 
for these mills was imported. They are either electrified or 
diesel-driven and have a capacity of up to 400 quintals per hour. 
Imported small-scale mills cost about Birr25,000 and so can only be 
purchased with a loan from the Agricultural and Industrial 
Development Bank (AIDB). Lengthy delays in the application for 
these loans restricts the establishment of new facilities. Mill 
owners also have difficulty acquiring spare parts and there is no 
training available in maintenance procedures. These services could 
be provided by the newly established production facility. 

EFC's facilities for the secondary processing of grain 
products are limited to the production Jf pasta, biscuits, bread 
and baby food. Pasta is produced at three of the grain mills, two 
in Addis Ababa and the other at Debre Zeit. Output of pasta jumped 
from 14,000 tonnes in 1978/79 to 53,600 tonnes in 1979/80 when the 
Ada Flour, Spaghetti and Macaroni Factory was commissioned, but 
tailed off to 11, 000 tonnes in 1982/83. Production recovered to an 
average of 19,000 tonnes in the period FY1985 to FY1988. This is 
well below installed capacity. Biscuits and qaletta are produced 
at the Kali ti Food Factory, commissioned in 1979. Output of 
biscuits averaged about 240 tpa and galetta about 7,500 tonnes over 
the 1981/82 to 1985/86 period. EFC also operates two large-scale 
industrial bakeries. Nine other large-scale bakeries are run by 
municipal authorities and other government institutions. A new 
integrated factory at Asmara is currently at the design stage. 
This would produce 48,750 tpa of flour, 11,375 tpa of pasta and 
4, 850 tpa of bakery products. In order to supply the bakery sector 
with yeast, the Ethiopian Sugar Corporation (ESC) has plans to 
establish a yeast factory with a capacity of 1,125 tonnes per year. 

Production of bread and is better suited to small-scale 
operations serving a local market than large industrial operations. 
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The 1985/86 CSA survey records 56 small-scale private sector 
bakeries which accounted for about one-third of the qross 
production value in this sub-branch. The number is certainly larqer 
than this. A directory of manufacturinq establistuaents published by 
the MOI in 1987 lists 151 bakeries, a few of which also produce 
cakes, biscuits and confectionery. output of bread - froa those 
establishments included in the CSA survey - has increased fro• 
21,800 tonnes in 1978/79 to 33,700 tonnes in 1985/86, reachinq a 
peak of 40,700 tonnes in 1984/85. 

Bread has qradually become a staple in urban areas. 
Unfortunately, AMC cannot supply enouqh qrain to meet the demands 
of all producers and the proliferation of small-scale bakeries has 
intensified competition for flour. Consequently, private sector 
bakeries have come to depend increasinqly on qrain dealers whose 
prices are siqnif icantly hiqher than those of the official 
distribution c~annels. Nevertheless, private investors still view 
a bakery as an attractive investment and applications for licences 
in this sector have multiplied in recent years. HASIDA has 
expressed its concern that these applications are i•itative or 
speculative: many investors cannot conceive of projects in other 
fields or are simply interested in the official allocation of flour 
which they can then sell at a substantial profit. Abolition of the 
AMC's monopoly on the domestic traee in qrains and the removal of 
price controls will encouraqe more regular supplies to the urban 
areas, even though prices for wheat may rise, and supply 
constraints are likely to become less s~vere in the future. 

EPA• s only facility for the production of processed foodstuffs 
is the Faffa Food Factory at Addis Ababa, established in 1979. 
This blends wheat, protein rich bean flour (soya and field beans), 
minerals and vitamins ~) produce baby food and food supplements. 
There are currently four products: Faffa used in porridge form for 
children up to 5 years; Dube Deket used for undernourished adults 
and lactating mothers; Meten, a precooked weaning food; and Edget, 
which milk based and used as a breast milk substitute or 
supplement. During the early 1980s about half the plant's output 
was used in the government• s famine relief effort. Production 
capacity was increased from 12,000 tpa to 22,000 tpa in 1985. The 
following year output reached 21,600 tonnes. This is far below the 
current and projected effective demand for such products. On the 
basis of 36kg consumption of Faff a products per child between 1 and 
4 years of age, demand is expected to reach 41,000 tonnes in 1990 
and 67,000 tonnes in the year 2000. To meet this demand EFC plans 
to establish a new baby food factory with a capacity of 17,500 tpa. 
The Corporation has also planned a publicity campaign to advise 
mothers of the nutritional benefits to be gained from using breast 
milk supplements and prepared weaning products. Linked to this 
project is EFC's plan for a soya bean processing complex. At 
present most of the soya flour used by the factory is imported. 
EFC considers that this project might be attractive to a 
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joint-venture partner since a proportion of the output could be 
exported. 

Edible oil and vegetable qhee substitute accounts for 15 per 
cent of EFC's gross production value. The corporation aanages 
fourteen •ills aanufacturing these products (one of which also 
produces soap) fro• locally grown oilseeds (sesame and niger seed). 
All but two of these factories were built before 1974. 
Consequently, auch of the installed capacity is obsolete and 
several plants are scheduled to be phased out. output increased 
fro• 9,400 tonnes in 1978/79 to 19,500 tonnes in 1983/84, when the 
Modjo Edible Oil Mill and the Bahr Dar Edible Oil Mill were 
co-issioned, but has dropped since then to 12, 600 tonnes in 
FY1988. This is partly because of technical probleas but also 
because of difficulties in acquiring raw aaterials. In recent years 
the AMC price for oilseeds has fallen relative to cereals and 
production of this crop has stagnated (see Section 5. 2) • The 
problem of raw material supplies is particularly acute for 
saall-scale private sector •ills. According to a HASIDA there were 
about 170 private sector •ills operating in 1985/86, ten of which 
employed fever than ten persons. They are thought to produce a 
total of about 5,000 tpa. 

At present the level of edible oil seed production is 
inadequate to meet domestic demand: on the basis of CSA statistics, 
per capita consumption of edible oil is less than lkg per year. In 
order to increase production, EFC plans to rehabilitate both the 
Hamaressa and Addis Ababa Edible Oil Mills raising capacity by 
22,400 tpa of edible oil and 6,000 tpa of ghee substitute. There 
are no plans for the construction of new edible oil mills. 

An important by-product from the oil seed milling process is 
oil cake, used as a animal feed supplement. It is also produced by 
oil mills producing inedible (cotton seed, linseed, and rapeseed) 
oils. output has fluctuated from 74,200 tonnes to 17,100 tonnes 
over the 1978/79 to 1985/86 period, though there has been a general 
upward trend, with output reaching 26,400 tonnes in 1985/86. over 
the 1981/82 to 1985/86 period 68 per cent of the domestic 
production of oilcake was exported, earning an average of Birr8.3 
million in foreign exchange. Exports are mostly of cotton seed 
cake. The more popular nigerseed cake is virtually all sold to 
livestock owners in Ethiopia. As domestic consumption has 
increased in recent years the surplus available for export has 
fallen. In years of low production most of the output is sold on 
the domestic market. 

EFC also sells grain mill by products for use as animal feed. 
A small proportion of the 80,000 tpa maize and wheat flour 
by-products (reject grains, wheat and maize bran, and maize germs) 
sold each year are sold to the three animal and poultry feed plants 
managed by the Livestock Development and Meat Corporation (LDMC). 
The largest of these, at Kaliti, was established in 1979. That year 
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production jumped from 2, 800 tonnes to 63, 000 tonnes but since then 
production has fluctuated at around 18,000 tonnes, reaching 22,000 
tonnes in 1985/86. This is only a small fraction of the potential 
demand in a country that boasts the largest livestock herd in 
Africa (see Section 5.2). The majority of the granary by-products 
are sold direct to livestock owners and dealers, particularly those 
involved in fattening cattle, and used without the addition of 
mineral and vitamin supplements. EFC plans to establish an Animal 
Feed Processing Plant which would use those by-products currently 
sold unprocessed to produce feed pellets and powders with a higher 
nutritional value. An FAO financed pre-feasibility study argues 
that the project - with an estimated cost of Birr10 million - would 
be financially viable and would also provide a valuable input to 
the livestock sector. 

Vegetable and fruit orocessing is undertaken by two plants 
managed by the Fruit Development Corporation (FDC; under the 
Ministry of state Farms Development). These produce vegetable 
soup, bean and tomato paste, and canned vegetables and fruit. 
Production of tinned orange juice stopped in 1979. Output of 
processed vegetable products has fluctuated ira recent years, though 
the general trend has been downwards: 6,766 tonnes of vegetable 
soap were produced in 1978/79 but only 1,450 tonnes in 1985/86; 153 
tonnes of tomato paste were produced in 1978/79 but production 
ground to a halt in the early 1980s and then resumed in 1~83, after 
the plant had been refurbished, and reached 1, 900 tonnes in 
1985/86; similarly production of marmalade began in 1981/82 but was 
subsequently suspended and then resumed in 1984/85, output was 350 
tonnes in 1985/86, 75 per cent lower than the year before. 

Irregular supplies of raw materials - pulses in particular -
have been one of the major constraints on production. so too has 
the need to import cans. Imported cans are expensive and deliveries 
unreliable. Given Ethiopia's inadequate storage and distribution 
facilities, the expansion of processing capacity for fruit and 
vegetables merits consideration. Production would be targeted at 
the domestic market, though exports of horse bean paste to the 
Middle East could be considered. Ethiopia already exports fresh 
fruit and vegetables but most of these are sold at a loss. Even so, 
the price of exported fresh fruit and vegetables is generally more 
attractive than for processed and canned products. 

Production of spices is one area in which EFC does have export 
potential. A spice extraction plant was established in 1970 as 
joint-venture between an Ethiopian and a US company. The plant was 
designed to produce 180 tpa of semi-finished red pepper oleoresin 
for export. Owing to difficulties in acquiring raw materials -
about three quarters of which are supplied by small-holders, 
through the AMC - production never reached full capacity. Technical 
assistance from UNIDO helped the factory install a facility for the 
separation of oleoresin paprika (75 per cent by weight) and 
semi-finished oleoresin capsicum from crude oleoresin pepper. By 
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purchasing its inputs directly from small-holder sut>pliers and 
increasing the producer price by 75 per cent above the level 
formerly paid by the AMC, the factory has been able ensure regular 
supplies of inputs. As a result, production increased to near full 
capacity, the ex-factory price of products has increased and the 
sales have diversified. About 70 per cent of production is 
exported (an average of 105 tonnes per year over the period FY1985 
to FY1989, with average earnings of Birr6.7 million) mostly to the 
USSR and Europe. 

Although the market for oleoresins is extremely competitive, 
there is scope for the expansion of export sales. However, if 
expor~ production is to be increased, indeed if production is to be 
maintained at the current level, the plant will have to be 
rehabilitated. The machinery used in primary processing is now 
eighteen years old. It is prone to frequent breakdowns and is 
inefficient. Furthermore, the facilities for quality control and 
plant maintenance are inadequate. The Ethiopian Spice Extraction 
Factory also has plans to diversify production, currently 
restricted to the processing of oleoresin paprika and capsicum. A 
much wider range of spices could be processed by the same plant if 
small-holders could be persuaded to begin cultivation on a 
commercial scale. Research work is currently under way to identify 
the most promising areas for development. These are likely to 
include processing of ginger, garlic and black pepper tumeric. 
Diversification may hel_p the plant level out seasonal variations in 
production activity. 

Sugar is produced at two agro-industrial complexes operated by 
the Ethiopian Sugar Corporation (ESC; see Section 5.2). The 
largest of these, at Wonji in Shoa, has a production capacity of 
100,000 tonnes of refined sugar per year. The other, at Methara, 
has recently been upgraded to a capacity of 95,000 tonnes per year. 
Production of refined sugar increased from 155, ooo tonnes in 
1978/79 to a peak of 181,000 tonnes in FY1986 and then fell to 
168,000 tonnes in FY1987 and 175,000 tonnes in FY1988. Production 
of molasses, the principal sugar refinery by-product, has followed 
a similar pattern. Output averaged 64,500 tonnes from 1981/82 to 
1985/86. Although the effective demand on the domestic market 
exceeds production - indeed sugar is rationed in some urban areas 
- and the quality of the sugar produced is sometimes below 
international standards, ESC exports about 16.5 per cent of its 
output (averaging 29,000 tonnes over the FY1985 to FY1989 period). 
About half the molasses produced is also exported (an average of 
37, 100 tpa in the five years to FY1989). In order to :meet the 
growing domestic market for refined sugar the government gave the 
go-ahead for a new $225 million sugar complex at Finchaa in 1989. 
The new complex has a planned capacity of 85,000 tonnes in the 
initial phase, rising to 127,000 tonnes in the eighth year. It 
will also begin processing of sugar by-products, through the 
establishment of an ethanol plant. This will be used as a 
petroleum substitute. 
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ESC also operates two factories manufacturing confectionerv 
products for the domestic market. Six small-scale private sector 
enterprises also produce confectionery. Output of these products 
has fluctuated around 4,000 tpa over the 1978/79 to 1985/86 period. 
There are no plans to install new capacity in the public sector, 
though this sector may have potential for further small-scale 
development. 

Total meat production amounts to about 415, ooo tpa (equivalent 
to 13-14 kg per capita). Most of the meat for domestic con~umption 
in rural areas is supplied by backyard slaughtering, through 
private s~ctor retailers. About half the meat sold in urban areas 
is slaughtered at municipal abattoirs and sold fresh or frozen 
through the official retail channels. Approximately 2.3 per cent 
(an average of 9,500 tpa over the 1981/82 to 1985/86 period) of the 
meat produced undergoes further processing. Processed meat is 
unsuited to local eating habits, most of it is either exported or 
sold to the armed forces. Nevertheless, one would expect that 
Ethiopia's huge livestock herd could provide a sound basis for the 
development of export oriented meat processing facilities. 

Unfortunately, the Livestock Development and Meat Corporation 
(LDMC), which operates six meat processing and packaging 
facilities, has been plagued by high production costs, unreliable 
deliveries of packaging products and irregular supplies of 
livestock, all of which have impaired the Corporation's 
profitability and export potential. LDMC purchases animals both 
for export and slaughter. It has to compete with private sector 
dealers who can often offer more favourable terms. Moreover, the 
quality of animals delivered for slaughter is generally poor. 
Endemic animal dis~ases, the infrequent use of feed supplements and 
the lengthy trek to slaughterhouses all contribute to poor quality. 
Abattoirs often have sloppy hygiene practices, the cold storage 
facilities are limited and slaughtering methods are often 
inefficient. NLSC, for instance, complains that flaying and storage 
methods often cause faults to hides and skins. U!DC is currently 
trying to resolve some of these problems by upgrading the 
slaughterhouse facilities at four of its abattoirs. 

LDMC produces corned beef, beef in jelly, boiled beef, minced 
meat and wot (Ethiopian curry made from beef and mutton, accounting 
for 75 per cent of output from 198/82 to 198~/86) in addition to 
meat products which undergo no processing - frozen carcasses and 
boned meat. Output of meat products has fall en from a peak of 
15,800 tonnes in 1981/82 to just 5,050 tonnes in 1985/86. This is 
largely due to shortages of livestock and financial constraints. 
As production tailed off, resources were concentrated in those 
plants which process meat for export. Production of wot for the 
domestic market has dropped from 12,800 tonnes in 1981/82 to 3,500 
tonnes in 1985/86 - from 81 per cent of total output to 70 per 
cent. Although LDMC has given priority to exports, which have 
averaged 1,900 tonnes (Birr5.8 mil1ion) over the period 1980/81 to 
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1986/87, most of its e.-nort sales have been made at a substantial 
loss owinq to hiqh production costs. Consequently, prospects for 
the expansion of the meat products exports in the near future are 
poor. 

In the mid-1980s about 85,000 tpa of slaughterhouse 
by-products were collected throuqh the public abattoirs, of which 
about 7,800 tpa was used for human consumption and 49,000 tpa was 
used for industrial purposes (meat and bone meal). Meat and bone 
meal contains a hiqh proportion of easily diqestible proteins and 
is used in feed compounds for poultry and piqs. However, due to the 
limited capacity of feed mills in Ethiopia most of the meat and 
bone meal produced by the abattoirs is exported. Blood meal is 
also a valuable feed supplement, thouqh production is limited by 
the low capacity of dry-ren1erinq plants at the public abattoirs. 
Technical fat is used in the manufacture of tallow for sale to the 
soap and chemical plants, thouqh it could also be used in the 
manufacture of hiqh energy feeds for dairy cattle. Domestic 
consumption of tallow amounted to 290,000 tonnes in 1985/86, 96 per 
cent of which was supplied by Ethiopian abattoirs. A UNIDO 
study.!!! has arqued that the ranqe and volume of slauqhterhouse 
by-products used in the manufacture of animal feeds could be 
increased, thereby strenqtheninq the linkages between the 
industrial and aqricultural sectors. 

Dairy farminq is the most intensive element of the livestock 
sector. Most of the milk supplied to urban areas is provided by 
state farms which make use of animal feeds and cultivated pastures. 
LMDC operates two milk processing plants producing pasteurised 
milk- Output has increased steadily in recent years, risinq from 
80,000 hl in 1978/89 to 130,000 hl in 1985/86, in line with the 
expansion of state dairy farms. Small quantities of milk powder 
(300 tonnes in 1985/86) are imported to supplement domestic 
production. A limited quantity of dairy products are processed 
an average of 550 tpa of butter and ghee and 80 tonnes of c~eese 
over the 1981/82 to 1985/86 period - at a plant operated by LMDC. 
Virtually all processed dairy products are sold in urban areas. 

3.2 Beverages and tobacco 

The gross production value of Ethiopia's beverage industry 
grew by an average of 12.4 per cent per year in real terms between 
1978/79 and 1986/87. The branch is dominated by four breweries 
which accounted for 58 per cent of gross production value in 
1985/86. While brewing has seen the fastest rate of growth in 
recent years, largely because of the commissioning of a new brewery 

14. UNIDO, Assistance to the establishment of a national 
utilization scheme for slaughterhouse by-products (SI/ETH/85/802), 
Final Report, May 1987. 



86 

in 1984, there has also been a significant increase in the 
production of soft drinks, mineral water, wine and alcoholic 
liquors. The industry has also strengthened backward linkages to 
the agricultural sector through the establishment of a maltery. A 
steady expansion of production in this branch is expected in the 
future, targeted at the domestic market primarily but also taking 
advantage of the export opportunities within the region for beer 
and mineral water and in Europe and North America for wines. 

Ambo Mineral water Factory, managed by EBC, was originally 
established in the 1930s and then refurbished in 1970. The factory 
has two bottling lines with a capacity of 30 million 650 cc 
bottles. Although the source is plentiful the plant operates on a 
two shift basis owing to technical problems. Another mineral water 
bottling plant at Babile also dates from before 1940, much of the 
equipment is old and the factory is in need of a complete overhaul. 
In spite of the plant deficiencies, output has increased from 
139, 000 hl in 1978/79 to 244, 600 hl in 1985/86 and from 31. 3 
million bottles in FY1986 to 36.8 million bottles in FY1988. Even 
so, current production is insufficient to meet local demand. There 
are plans to expand production at both the Ambo and Babile 
factories during the FYDP (FY1990- FY1994) and a bottling plant at 
Kombolcha, with a planned capacity of 14 million bottles, has been 
included in the indicative list of new projects. Whilst expanding 
production for the domestic market EBC also has plans to begin 
exports of Ethiopian mineral water. 

One consignment of 120,000 bottles of Ambo mineral water was 
shipped to Djibouti in FY1985, earning Birrl8, ooo in foreign 
exchange. However, owing to the short shelf life of Ambo's 
carbonated water, the order was not renewed. Improved bottling 
methods would resolve this problem, but, for the present, EBC has 
decided to develop exports of flat water instead. A small plastic 
bottle making plant is to be installed in the Ambo factory and the 
packaged water will be exported to neighbouring countries. EBC 
views Djibouti and Saudi Arabia as the two markets with the 
greatest potential and estimates that exports of one million 
bottles could be achieved in the medium term. The target for 
FY1994, determined by the MO!, is for exports of 5.3 million 
bottles. Penetration of both the Djibouti and Saudi Arabian market 
will not be easy. Djibouti has recently opened a bottling plant of 
its own and, while this plant cannot satisfy local demand, the 
market is already dominated by European mineral water brands. 
European mineral waters also have a high market profile in Saudi 
Arabia and to win a market share Ethiopian mineral water will have 
to compete on price. A marked improvement would also have to be 
made to the packaging, labelling and presentation of exported 
mineral water. Since production costs are relatively high in 
Ethiopia, exports may have to be subsidised if they are to compete 
effectively. The location of the minerai water bottling plants away 
from the major port aggravates this problem. Transport costs 
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within Ethiopia add significantly to the total delivery cost to 
export markets. 

Soft drinks are manufactured by eleven medium and large-scale 
enterprises, three of which are privately owned and the remainder 
under EDC supervision. All but two of the publicly owned 
enterprises were established before 1974. They serve discrete 
regional markets - Dire Dawa, Asmara and Dessie - and the capital. 
The range of products is quite narrow and production is dominated 
by brands made under licence from foreign companies. Output jumped 
from 264,333 hl in 1978/79 to 710,813 hl in 1979/80 but 
subsequently levelled out. Within the public sector, however, 
production has continued to increase, rising from 10.4 million 
crates in FY1985 to 13 .1 million in FY1988. There is no indication 
that the market is saturated at current levels of production, 
indeed there is thought to be a considerable unsatisfied demand. 
One of the biggest problems facing the industry is the poor 
transport facilities and high freight costs. Consequently, while 
bottled soft drinks are readily available in the major cities they 
are still comparatively scarce in the rural districts, where the 
bulk of the population lives. Production is also constrained by the 
shortage of bottles and the dependence on imported essence for 
licensed brands - amounting to 674 tonnes in 1985/86. Production of 
local brands might be extended profitably. This industry might also 
benefit from an infusion of private capital through the 
multiplication of small-scale regional bottling plants. 

There are four breweries operating in Ethiopia, all managed by 
EBC: the Addis Ababa Brewery opened in the 1920 •s; the Asmara 
Brewery dating from the 1930s; the Meta Brewery at Sebetta built in 
the 1960s; and the Harar Brewery completed in 1985 with assistance 
from the government of Czechoslovakia. Output has increased by 75 
per cent in the past decade, rising from 495,500 hl in 1978/79 to 
876,700 hl in FY1988. Nevertheless, output has failed to catch up 
with domestic demand, which has remained strong despite substantial 
price rises in 1986. EBC plans to increase production 
significantly during the FYDP. In November 1987, it announced that 
a fifth brewery would be built at Bedele in Illubabor, with a 
capacity of 250,000 hl. The brewery, which is expected to cost 
Birr88 million, is to be financed in part by a long-term credit 
extended by the government of Czechoslovakia, which will also 
provide technical assistance and much of the equipment. A sixth 
brewery has also been included in the indicative list of projects 
for the FYDP. 

Production at the existing breweries is plagued by technical 
difficulties arising from the age of machinery and shortages of 
spare parts. At the Harar brewery, for instance, the labelling 
machine frequently breaks down and production of labels - and so 
production for export - has to be suspended. There are also acute 
shortages of bottles. EBC runs two bottle making factories, one in 
Addis Ababa and the other in Asmara. However, both plants are old 
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and, though output has tripled from 9 million bottles in 1980/81 to 
27.6 million in 1985/86, this is still not enough to meet demand. 
Virtually all bottles are sold on deposit in Ethiopia and reused 
many times, consequently their quality is generally poor. 

Breweries have also faced problems with the supply and quality 
of malt. Before the Assela Maltery was completed in 1984, most of 
the malt used in the breweries had to be imported: in 1983/84 only 
20 per cent of the malt used was supplied locally. After the 
Assela maltery began operations output increase~ rapidly during the 
mid-1980s, reaching 11, 000 tonnes in FY1988, 110 per cent of 
nominal installed capacity. When the Assela Maltery attained full 
capacity in 1987, malt imports stopped. Further increases in 
domestic malt production capacity are plar.ned for the FYDP period 
to meet the demand created by expansion of the brewing industry. 
Capacity at the Assela Maltery will increase by 5,000 tonnes and a 
new Maltery at Bedele has been included in the indicative list of 
projects. Unfortunately, the quality of domestically produced malt 
is generally poor (the protein content is high and the extract low) 
owing to the low quality of barely supplied by local state farms 
and cooperatives in Arsi and Bale. 

Despite these problems, the MOI has ambitious plans +;o 
increase exports to a target of 380,000 1 by FY1994. In recent 
years, EBC has successfully - but ~~t always profitably - exported 
beer to PDR Yemen, Djibouti and, in small quantities, to Europe and 
the United States. The volume of exports has fluctuated markedly, 
falling from 388,000 l in FY1985 to 24,000 1 in FY19P~ and rising 
again to 165,000 1 in FY1989, when exports generated Birr258,000 in 
foreign exchange. Djibouti is identified as the market with the 
greatest potential, though EBC believes it may be possible to 
expand exports to other countries within the PTA region. If 
Ethiopian beer is to secure a foothold in these markets, EBC will 
have to improve the packaging and labelling of beer bottles. It 
will also have to increase production and the quality of the 
bottles themselves. Until recently, EBC asked export customers to 
return bottles because they were in such short supply. This 
practice is unheard of elsewhere. Since the cost of producing 
bottles in Ethiopia is approximately 30 per cent higher than those 
available from foreign suppliers, it m~y be worthwhile to 
investigate alternative, disposable packaging materials. 

EBC operates three wineries, two in Addis Ababa and one 
Asmara, and a fourth is under private ownership. Although these 
wineries are old, dating from the 1950s or before, they have 
managed to increase output from 71,000 hl in 1978/79 to 103,600 hl 
in 1985/86 by increasing capacity utilisation. Output has remained 
at about this level since then. Production is mainly directed at 
the domestic market, though the Awash Winery, the largest of tne 
four, with a capacity of 15 million 0.8 1 bottles per year, has 
developed some export sales. In FY19R5 wine exports amounted to 
190,000 1, falling to 26,000 l the following year and then 
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recovering to 100,000 l in FY1989, when they generated Birr230,000 
in foreign exchange. Djibouti and Kenya are the principal export 
markets, though a substantial quantity was shipped to the USSR in 
1984. Sample shipments to Europe, the United States and Tanzania 
have also been well received. Since the quality is generally good 
and the production methods meet EEC standards, EBC believes that it 
could increase its wine exports substantially in the near future. 
An export target of 890,000 1 has been set for FY1994. To achieve 
this goal, EBC will have to undertake an intensive marketing 
campaign. Production may also have to be increased. The 
construction of a completely new winery has been included in the 
indicative list of projects for the FYDP. 

One of the major problems facing the Ethiopian wine industry 
is the supply of raw materials. Most wine destined for domestic 
consumption is made from dried raisins imported from TUrkey and the 
Yemen Arab Republic: in 1985/86 imported raisins accounted for over 
60 per cent of the wine industry's raw material input. Export 
wines, on the other hand, are made from locally grown grapes. 
These cost approximately twice as much as the French equivalent. A 
reduction in raw material costs would, therefore, help lower the 
product price. As with the brewing and mineral water bottling 
industries, wine production is also handicapped by the quality and 
supply of bottles. The shortage of green tinted bottles is 
particularly acute. 

A range of liquors - araki (pastis), brandy and rum for the 
most part - is manufactured in eight distilleries and blending 
plants, two of which also produce industrial alcohol. Three of 
these are under private ownership and the remainder are operated by 
EBC. Output of liquor has doubled from 32,000 hl in 1978/79 to 
66,800 hl in 1985/86. Most of this has been sold on the domestic 
market though exports increased during the mid-1980s, reaching 
85,000 l in FY1988. In that year liquor exports generated foreign 
exchange earnings of Birr783,000. Exports are expected to increase 
to 128,000 1 in FY1994. 

A cigarette factory was established in Asmara in 1917 and 
another, in Addis Ababa, began operations in 1942. Both these 
factories are now operated by the National Tobacco and Matches 
Corporation (NTMC). Despite the age of much of the machinery, 
output has doubled from 1, 405 million cigart;!ttes in 1978/79 to 
2,972 million in FY1988. Production of chewing tobacco and pipe 
tobacco began in 1979 and output of these products reached 31,000 
kg and 352 kg respectively in 1985/86. Per capita consumption of 
cigarettes is low by African standards and is likely to decline 
further in the future as health education programmes take effect. 
Moreover, cigarette production is low on the government's scale of 
priorities. Only 1.7 per cent of induRtrial investment under FYDP 
has been allocated to NTMC and much of this will go towards the 
expansion of the Bahir Bar Match Factory. 
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In 1985/86 70 per cent of the leaf tobacco used by the 
factories was supplied locally, 27 per cent per cent from state 
farms and the remainder from peasant small-holders. In order to 
reduce the dependence on imported tobacco, the government planned 
to double production of tobacco leaves between 1984/85 and 1992/93. 
Some progress has already been made towards this goal. The volume 
of tobacco imports has dropped from 1,443 tonnes in 1980/81 to 604 
tonnes in 1986/87, saving approximately Birr14 million per year in 
foreign exchange. Ethiopian cigarettes are mostly sold in the 
domestic market - a shipment of 5.8 million cigarettes in FY1988 
being the onJ_y exception in recent years - where local brands hold 
a dominant market share by virtue of their low price. Imports are 
heavily taxed a~d most of the imported brands available are though 
to have been smuggled into Ethiopia. 
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3.2 Textiles and garment manufacture 

The foundations of Ethiopia's textile industry were 
established at an early stage of the country's industrialisation. 
During the 1950s and early 1960s substantial investments were made 
in textile mills which drew their raw materials from local cotton 
plantations and sold to the domestic market. By the late 1970s 
these mills accounted for over three-quarters of the total 
production value in the branch. Garments were manufactured by small 
and medium scale enterprises. Again the market was domestic. 
Diversification of Ethiopia's industrial base reduced the textile 
branch's share of manufacturing value added from 41 per cent in 
1962 to 29 per cent in 1975. Although the branch achieved an 
average annual growth rate of 5.6 per cent for production value 
from 1978/79 to 1986/87, its contribution to total output had 
fallen to 20 per cent by 1985/86 and it had been overtaken by the 
food processing branch as the leading sector. However, the textile 
branch continues to dominate the MOI supervised industries in terms 
of value added (25.1 per cent) and the size of its workforce (42.3 
per cent of permanent employees). 

During the 1980s, the National Textile Corporation (NTC) 
increased output by expanding the capacity of existing textile 
mills and the construction of a large new fabric mill at Kombolcha. 
There was some diversification into the manufacture of garments and 
knitwear but the share of textile mills in gross production value 
only dropped from 76.4 per cent to 68.7 per cent over this period. 
The structure of investment in the FY1990-FY1994 period is likely 
to reinforce the position of the textile mills within the sector in 
the coming decade. 

Nevertheless, the orientation of the textile sector has 
changed somewhat since 1985. While the industry's primary role 
remains the satisfaction of domestic demand for basic consumer 
goods, greater attention has been paid to the opportunities for 
exports. Export sales increased eightfold from Birr2.2 in FY1985 to 
Birrl9.8 million in FY1989. Although only a small proportion of 
total production is exported (2.5 per cent in FY1988) the sector is 
expected to make a much greater contribution to manufactured 
exports in the next few years. The MOI has set an export target of 
Birr79 million for FY1994 and the sector's share of total 
manufactured exports is expected t? increase from 11.4 per cent in 
FY1989 to 23.l per cent in FY1994. This ambitious target will be 
realized by the development of export oriented products and 
upgrading the quality of those currently produced for the domestic 
market. In this way awareness of export markets is expected to 
bring benefits to the domestic consumer. 

The National Textiles Corporation (NTC) operates seven textile 
mills manufacturing cotton yarn, cotton fabrics and fabrics of a 
cotton-synthetic mix. All but one of the NTC mills - the Kombolcha 
Textile Mill commissioned in 1986 - were established in the 1960s 
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or before. The Dire Dawa Textile Mill, the oldest, dates from 
1938. Several enterprises have benefited from the installation of 
new machinery in recent years - Adei Ababa No 2 and Dire Dawa No 1 
- but otherwise much of the machinery is obsolete and in need of 
costly refurbishment. The low efficiency of installed plant is 
aggravated by poor maintenance and a shortage of spare parts, many 
of which have to be tailor made. 

A sectoral survey in 1986 revealed that labour productivity is 
extremely low151 • Productivity in spinning operations was 
calculated as 5.26 kg per operator hour and weaving productivity 
was calculated as 15,000 to 19,000 picks per operator hour, 68 per 
cent and 76 per cent below European standards respectively. 
Inefficient machinery reduces labour productivity. So does 
overstaffing. The sectoral survey argued that staffing levels were 
"significantly above" the expected level. This may be set against 
the social benefit of employment opportunities for female workers 
but overstaffing inevitably has an economic cost. Paradoxically, 
production is also impaired by high levels of absenteeism. The 
shortage of skilled workers also presents a problem, though little 
systematic training is offered on the factory floor. 

Cotton mills also have difficulti6s acquiring raw materials, 
not because of deficiencies in the agricultural sector (see Section 
5.2) but because of problems of co-ordination. Some mills - Asmara 
Textile Mill for instance - manage their own plantations which 
assure more regular supplies, but others have had to interrupt 
production because of the late delivery of cotton lint. A small 
proportion of cotton 1 int used is imported ( 3. 5 per cent in 
1985/86), but the industry is entirely dependent on imported nylon 
and imports of acrylic yarn amounted to 2,000 tonnes in 1985/86. 
Thus production of cotton-synthetic mix fabrics is affected by 
reduced supplies of inputs during times of foreign exchange 
constraint. Unreliable power supplies have also caused production 
stoppages, particularly in Asmara and Dire Dawa. 

Given the constraints facing the textiles mills, their poor 
production and financial performance is hardly surprising. While 
gross production value of yarns and fabrics has increased by 39 per 
cent over a nine year period, from Birr20-). 4 million in FY1979 to 
Birr279.6, gross output has stagnated. Output of cotton yarn 
increased from 7,850 tons in 1978/79 to 9,405 tons in 1984/85, when 
the Kombolcha Textile Mill became operational, and subsequently 
increased to a peak of 11,100 tons in FY1988 before falling back to 
10, 400 tons in FY1988. Production of cotton fabrics has also 
fluctuated over this period, dropping from 88 million sq ft to 71.5 
million sq ft in 1985/86 and then recovering to 95 million in 

15. Werner International Consultants, Final Report on the 
Establishment of a National Textile Centre, June 1988. 
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FY1988. Output of nylon woven fabrics has remained fairly stable 
at around 5.8 million sq ft over the ten year period. 

Poor quality is another consequence of the mills obsolete 
machinery and poorly trained staff. Yarns have a high nep content 
and are generally uneven. Their strength is achieved through high 
twist levels at the expense of elasticity. Shade variations are 
common in fabrics. Only in the new Kombolcha Mill and those that 
have recently been renovated are systematic quality control 
measures implemented. It is generally accepted that, at present, 
the quality of Ethiopian fabrics is not suitable for the export 
market. Neither is the price. Ethiopia's textile mills are 
penalised by the high cost of local cotton - currently about 35 per 
cent above the import parity price while low levels of 
productivity in the yarn mills compound the disparity in prices 
between domestically produced and imported fabrics. 

owing to the stagnation of output, the government has had to 
import large quantities of textiles and garments to meet increased 
domestic demand. Textile imports averaged Bir65 million over the 
1981/82 to 1986/87 period. Even so, a large proportion of the 
demand for fabrics is not satisfied. There are frequently 
shortages of such products as sheeting. Output of other products 
(towels, for instance) exceeds demand and stocks build up which 
EDDC has to clear at cut-down prices or by conditional sales to 
traders. Liaison between EDDC - the state organisation that 
markets about 90 per cent of the textiles sold in the domestic 
market - and HTC is ineffective. HTC managers complain that they 
are given no feedback on market conditions. EDDC retorts that the 
mills do not implement their recommendations. Neither EDDC or HTC 
undertake market research or forecasting to assess the structure of 
current and future demand. Without such research and more detailed 
planning at both a sectoral and plant level the problem of 
inefficient resource allocation - coexistence of shortages and 
excess production - will continue. 

NTC has embarked on ambitious expansion plan which involves 
the investment of Birr548. 6 million in the rehabilitation of 
existing capacity and the construction of new mills over the FYDP 
(FY1990-FY1994) period. In mid-1989, renovation work was under way 
at the Bahr Dar Textile Mill in Gojjam. Refurbishment, partly 
financed by loans from the EIB and World Bank, was scheduled for 
completion at the end of 1989. A second stage is planned in which 
production capacity at the mill will Qe increased from 20 million 
sq !ll to 35 million sq m. This is expected to cost a further 
Birrl04 million. Rehabilitation work is also under ~ay at the Idget 
Yarn Factory in Addis Ababa. This should increase capacity by 740 
tonnes of yarn per year. Two other rehabilitation and expansion 
projects are planned. NTC is currently promoting finance for 
rehabilitation work at the Akaki Textile Mill with a total 
investment of Birr53 million. The project wculd increase fabric 
production by 10 million sq m. The Dire Dawa Textile, Ethiopia's 
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oldest mill, is also scheduled for rehabilitation. It is hoped to 
expand capacity by 15 per cent to 36.8 million sq m. 

Meanwhile, two completely new textile mills are under 
construction. The largest of these, the Arba Minch Textile Mill in 
Gama Gofa, will cost a total of Birrl80 million. It will generate 
1,400 jobs in a region that has very little industrial activity at 
present and has a planned capacity of 25 million sq m of fabric per 
year and 370 tonnes of yarn. The second new mill is being built at 
Awassa in Sidamo, another rural area. It will generate 1,520 new 
jobs. The mill's planned capacity of 11.1 million sq m of woven 
fabric and 36.1 million sq m of fabric finishing. 

Blankets are virtually the only product manufactured out of 
wool. These are produced by the Debre Behan Blanket Factory, 
originally established in 1962 but refurbished in 1979. Wool is 
purchased locally and mixed with imported waste wool. Cotton 
blankets, made from waste cotton, are also produced by the Akaki 
Textile Mill and the Adei Ababa Mill in Addis Ababa. Output of both 
these products expanded rapidly in the early 1980s, immediately 
after the Debre Behan factory was refurbished, rising from 300,700 
woollen blankets and 386,300 cotton blankets to 620,000 woollen 
and 612,000 cotton blankets in 1983/84. Since then production has 
remained fairly stable and the factory has worked at near full 
capacity. At present, however, the factory only supplies about one 
third of the domestic market. Work is currently under way to double 
production at Debre Behan and there are plans to increase capacity 
at the other factories by 1. 4 million pieces per year. A new 
blanket factory with a capacity of 1.2 million blankets has also 
been considered. This would be built in Wollo, an area with little 
industrial activity at present and potentially plentiful supplies 
of wool. The Debre Behan factory also manufactures carpets from a 
woven wool and synthetic mixture. output of this product, which is 
destined for the domestic market, has increased 15,600 sq m in 
1978/79 to 32,000 sq m in FY1988. 

The Nefas Silk Thread Factory, managed by NTC, is the only 
factory manufacturing silk thread for sewing. output is 
insufficient to meet the demands of Ethiopia's rapidly expanding 
garment industry and a new plant with a capacity of 300 tpa is to 
be built. 

NTC operates three factories manufacturing fibre products: 
hessian sacks, rope and twine. Sisal is supplied locally, mostly 
by small-scale farmers, while about 95 per cent of the jute used is 
imported (9,740 tonnes in 1985/86). Gunny bags are widely used as 
a packaging material in Ethiopia and demand has long outstripped 
supply, even though production has increased from 7.9 million bags 
in 1978/79 to 14.3 million in FY1988. Existing facilities are now 
operating at near full capacity. In order to ensure adequate 
supplies in the future, the MOI plans to increase production of 
fibre products and establish a polythene bag manufacturing 
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facility. Increased production of polythene bags will enable NTC 
to package its finished products properly: at present, textiles and 
garments are usually packaged directly in gunny bags without any 
protective covering. As a result the contents are often soiled or 
stained when they arrive at retail outlets. Both the Addis Ababa 
and Asmara Fibre Mills to be rehabilitated in order to increase 
production by 1,200 and 2,400 tpc:t of sacks respectively and a 
fourth sack factory with a capacity of 4 million sacks per year is 
planned. A facility for production of industrial canvas might also 
be established. 

Until recently, industrial production of finished garments was 
dominated by the manufacture of knitwear (underwear, sweaters, 
blouses and T-shirts). NTC manages two knitwear factories 
manufacturing a range of hosiery products and a sweater factory, 
all of which were established before 1974. output of hosiery 
products from these factories has fluctuated markedly in recent 
years - averaging 480,000 dozen items over the period 1978/79 to 
1985/8, reaching a peak of 632,000 dozen items in 1983/84 - both 
because production constraints and inadequate co-ordination between 
production and marketing. 

The Eritrea Textile Factory in Astnara is handicapped by 
obsolete machinery, unreliable power supplies and delays in the 
arrival of raw materials. A recent study of the textile sector 
revealed that the plant actually generates negative value added at 
border prices. In terms of its Domestic Resource Cost (DRC) it is 
the least efficient of the NTC factories. The Asmara Sweater 
Factory faces similar problems. In addition, the sweater factory 
has had marketing difficulties. Formerly, virtually all the 
factory's output was sold to EDDC which distributed the products to 
retail outlets. This meant that the factory management had no 
contact with customers. EDDC should have provided feedback on 
sales performance, but lengthy delays in the delivery of sales 
statistics led to excess production of some product lines. EDDC 
should also have advised the management on the design of its 
products so that they could keep abreast of changes in fashion. 
Little was done on this front. As a result, sales performance 
deteriorated steadily and dead stock built up. In 1987 NTC 
negotiated a new distribution contract with EDDC allowing the 
factories to distribute their own knitwear products through four 
retail outlets. Sales performance improved thereafter. 

Small-scale private sector enterprises have managed to step 
into NTC's "fashion gap" by producing sweaters and other knitted 
products that are closer to market requirements. They produce 
small batches of copied imported items which are sold directly to 
retailers. Of necessity they are far more versatile than the Asmara 
Sweater Factory, their prices are also lower and the quality is 
higher. In 1985/86 the 21 private sector knitwear factories 
accounted for 37 per cent of the gross production value of knitwear 
and 23 per cent of the value added generated by this sub-branch. 
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EDDC has recommended that the production of knitwear should be left 
to private sector enterprises. 

NTC also operates two garment assembly plants producing 
shirts, trousers and shorts and a garment manufacturing facility at 
the Akaki Garment Factory which produces military uniforms. The 
Addis Garment Factory was nationalised in 1978 and expanded in 1984 
and the Gullele Garment Factory was commissioned in 1985. Output 
increased rapidly after these facilities were built, rising from 
2.4 million items in FY1985 to 6.4 million items in FY1988. 

Formerly, garment manufacture was the preserve of small-scale 
private sector enterprises. In 1985/87 seven of these enterprises 
were identified in the CSA manufacturing survey though this number 
excludes the hundreds of tailoring workshops manufacturing clothing 
items for both the ready-made and fitted clothing markets. Although 
the survey suggests that the private sector only contributes 7 per 
cent of gross production value, this certainly underestimates its 
importance. Further expansion of private sector activity in this 
sub-sector can be expected in the new market oriented policy 
environment, perhaps even at the expense of public sector 
enterprises, since production production costs are thought to be 
lower in the private sector. Opportunities in export markets could 
give additional impetus to private sector in~estment. 

The textile and garment manufacturing industry has developed 
along the lines of import substitution. Up to 1985, the government 
gave little attention to the industry's export potential because 
the domestic demand for textile products exceeded supply. Since 
1985, however, the expansion of exports has become a priority. 
NTC's export sales increased from Birr822,000 in FY1982 to Birr2.5 
million in FY1985 and then jumped to Birr13.5 million in FY1988 
and Birrl9.8 million in FY1989. Knitwear and woven shirts are the 
main export products, accounting for 51. 4 and 27. 9 per cent of 
export sales respectively over the FY1985 to FY1988 period. Exports 
of fabric have a shorter track record. The first shipment of 
334, 000 sq m was exported in FY1986. In FY1988 fabric exports 
increased to 779,000 sq m and to 3.7 million sq m the following 
year, when fabric exports accounted for 18.5 per cent of total 
export earnings. Other textile exports are cotton waste, primarily 
to Tunisia, which accounted for 9.4 per cent of export earnings 
from FY1985 to FY1988, and cotton yarn, 3.4 per cent. 

Because production costs are high in Ethiopia's public sector 
enterprises and export prices are significantly lower than those 
in the domestic market (220 per cent higher in the case of cotton 
shirts and 185 per cent higher for T-shirts) exports have had to be 
subsidised. These subsidies could be eliminated by reduction in 
staffing levels and upgrading production and management methods. 
Lower production costs would also benefit domestic consumers. 
While NTC is under pressure to maximise its export earnings -
apparently at whatever cost to the enterprises - research should 
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be undertaken to identify those products which it can produce most 
competitively and the Corporation should then specialise. 

Although the prevalence of subsidies makes it virtually 
impossible to assess comparative advantage, a prima fasciae case 
can be made for the greater efficiency of garment assembly 
operations on the grounds of Ethiopia's low labour costs in a 
labour intensive industry. Yarns and grey fabrics offer the 
greatest export potential for increased exports from Ethiopia's 
textile mills. As finishing techniques and quality control 
procedures improve in the long-term, NTC may be able to diversify 
into the export of dyed and printed cloth. NTC could also increase 
its earnings by raising prices through a more aggressive marketing 
strategy. Recognising its inexperience in the international market, 
NTC signed a seven year distribution agreement with an Italian 
company in 1985 to market products in Europe and the USA up to a 
value of Birr30 million. Since then NTC has been a price taker. 
Higher prices could be achi ~ved through direct sales to large 
retail outlets. 

Trade in textiles and garments is intensely competitive. 
However, Ethiopia has two great advantages over many other 
exporters. Firstly, wage levels are lower in Ethiopia than 
virtually any other LDC. Labour costs per shirt equivalent are 
thought to be about one quarter of those prevailing in Hong Kong, 
taking into account sig~ificantly lower productivity levels. 
Secondly, Ethiopia's LDC status under the Lome Convention allows 
duty and quota free entry for Ethiopian textiles and garments 
products into the European market. NTC already has market exposure 
in Europe. Since FY1985, about 75 per cent of Ethiopia's textiles 
and garment exports have been sold in Italy. NTC has also exported 
to the United Kingdom and France. 

Low labour costs could attract foreign investment to the 
garment manufacturing sector. Quota restrictions in the European 
and North American markets have forced manufacturers in the Far 
East to establish garment assembly facilities in LDCs - notably 
Mauritius and the Caribbean states. Rising labour costs in the Far 
East have been an additional incentive for the relocation of 
assembly operations. Such investment usually takes place within 
the framework of an duty free export processing zone. A similar 
duty free regime is under consideration in Ethiopia (see Section 
4. 3) • Garment assembly operations are footloose. They require 
little investment and so are able to take advantage of the lowest 
labour costs where labour is of sufficient quality. Linkages to the 
domestic textile sector may be limited, particularly where the 
quality of locally available inputs is poor or uneven, but such 
investments would provide potential for vertical integration even 
if the fabrics initially have to be imported. In the short-term, 
the principal benefits they would bring to the economy would be the 
expansion of export earnings and employment opportunities. 
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3.3 Leather processing and products 

Ethiopia has one of the largest livestock populations p_y 
capita in the whole of Africa (see section 5.2) and a long 
tradition of leather working. By building on these resources and 
taking advantage of a structural change within the leather industry 
at an international scale, Ethiopia's leather industry has been 
able achieve rapid growth rates in recent years, averaging an 11.8 
per cent per annum increase in the gross value of production over 
the period FY1979 to FY1988. The growth in the international trade 
in processed and semi-processed leather has favoured the expansion 
of tanning and processing facilities in particular. Production of 
tanned leather increased at an average annual rate of 12.3 per cent 
at constant prices over the ten year period. By 1985/86 nearly 73 
per cent of the gross output of Ethiopia tanneries was exported. 
Production of leather products, including footwear, has grown at a 
slower, but still impressive, annual growth rate of 9.6 per cent. 
The export performance of leather products has been weaker than 
that of semi-processed and processed leather - over the period 
FY1984 to FY1989 96 pe~ cent of leather exports were in the form of 
semi-processed and processed skins and hides but there 
indications that this sector could expand rapidly in the near 
future. 

The leather industry's importance lies in its contribution to 
exports rather than employment or total output. In FY1988, the 
industry accounted for only 9.3 per cent of the gross production 
value of MOI supervised enterprises but 68.3 per cent of exports. 
Future developments will seek to increase the industry's export 
potential by expanding output and gradually moving towards higher 
levels of processing, whilst still satisfying the domestic demand 
for finished leather goods and footwear. 

National Leather and Shoe Corporation (NLSC) currently 
operates eight tanneries, all of which were established before 
1974. There are also two small-scale private tanneries - one in 
Asmara, the other in Addis Ababa - but they acount for only 2 per 
cent of the gross production value of processed and finished 
leather. In 1986, the total processing capacity of NLSC operated 
tanneries was estimated at 8.7 million skins and 21.6 million sq ft 
of hides. At that date capacity utilisation rates were 90 per cent 
in the case of skins, but only 30 per cent for hides. 

Obsolete equipment and lack of spare parts, explain, in part, 
the low capacity utilisation rates at the hide tanneries. Far more 
important, however, are shortages of raw materials. Livestock 
smuggling to Djibouti and the retention of skins and hides in rural 
areas for domestic use, reduce the supply available for purchase by 
dealers working on behalf of tanneries and the output of public 
abattoirs (see Section 5.2). The tanneries have also faced stiff 
competition from dealers in raw hides and skins. In the mid-1970s 
70 per cent of hides and skins reaching the market were exported 



99 

unprocessed. A broader network of tannery dealers and the 
government's policy of discouraging exports of raw hides in order 
maximise the value added helped reduce the share of raw hides and 
skins in total exports of hides and skins from 91 per cent in 1977 
to 51 per cent in 1984. The government hoped to phase out exports 
of raw hides and skins altogether by 1987. Unfortunately, export 
statistics are not available to assess w~eth&r this target has been 
achieved. 

Skin and hide quality is also a major problem. Animal disease, 
careless skinning and handling in the abattoirs causes defects 
which lower skin value. So too does the practice of storing raw 
hides in the open. This facilitates bacterial growth which reduces 
the grain quality. Dependence on imported chemicals has been 
reduced (from 5,300 tonnes in 1983/84 to 3,351 tonnes in 1985/86) 
by stepping up domestic production (from 941 tonnes in 1983/84 to 
6,477 tonnes in 1985/86). However, production in the private sector 
continues to be constrained by shortages of chemicals because 
allocations favour the publicly owned tanneries. 

Despite these constraints, output of semi-processed skins 
increased by 93 per cent from 1980/81 to 9. 4 million skins in 
FY1988, while output of semi-processed hides increased by 251 per 
cent to 7.9 million sq ft over the same period. The growth of 
gross production value in the tannery sector has been equally 
impressive with a 191 per cent increase recorded in nine years: 
rising from Birr30. 3 million in 1978/79 to Birr88 .1 million in 
1986/87 at constant 1978/79 prices. Efforts have also been made to 
increase the degree of processing, moving from wet blue skins and 
hides to much higher value crust and from crusts to finished 
leather. However, development of facilities for the later stages of 
processing has not kept pace with the expansion of semi-processed 
skin and hide production. Output of finished leather increased by 
only 32.2 per cent from FY1981 to 13.3 million sq ft in FY1988. 

The rapid expansion of leather processing has been made 
possible by the growth of export sales and, to a lesser extent, 
increased domestic consumption: by 1985/86 72.8 per cent of tannery 
sales were exported. In recent years, environmental legislation in 
Europe and the USA has forced many tanneries to close, leading to 
increased demand for semi-processed and processed skins and hides 
from LDCs. Ethiopia has taken advantage of t~is structural change 
in world manufacturing. Wh~.le this has certainly benefitted the 
Ethiopian economy, Europe's leather industry has, in effect, 
transferred the environmentally destructive stage of leather 
working to a low income country which lacks the means to take 
adequate steps to protect its environment whilst retaining the high 
value-added leather finishing and products activities. In the 
long-term, Ethiopia may be able to expand its exports of f insihed 
leather articles to take full advantage of its position as ~ 
leather exporter. In the short term, however, the NLSC urgently 
needs assistance in the development of effluent treatment 
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facilities assistance that will not entail high capital 
expenditures and so increase the cost of the finished product. 
Technical assistance may help Ethiopia develop appropriate 
technologies but capital assistance should also be considered. 

Exports of semi-processed and processed skins increased from 
4.1 million pieces in 1978/79 to 6.5 million in FY1984 and 9.8 
million in FY1988; exports of semi-processed and processed hides 
rose from 4.8 million sq ft to 6.6 million over the same period. 
There is some indication that tne degree of processing of exported 
skins has also increased. The proporticn of wet blue skins in total 
exports by volume rose from 35 per cen~ in FY1984 to 60 per cent in 
FY1988, though exports of crust skins remained relatively stable 
over this five year period. Preliminary results for FY1989 
indicate that the proportion of crust skins in exports rose to 37 
per cent from 5 per cent the year before. Exports of crust hides, 
on the other hand, have tended to fluctuate around 50 per cent of 
total exports by volume. 

Processed and semi-processed hides and skins accounted for 
about 95 per cent of the total value of leather and leather 
products exports over the period FY1984-FY1989 (Table 3.0). Exports 
of finished leather (garment leather, lining leather, and upper 
leather) are still relatively unimportant. 

N~C plans to increase the output of hides and skins during 
the FYDP (FY1990-FY1994) period by removing bottlenecks and 
expanding capacity at existing tanneries. Expansion projects at 
three of the tanneries have been allocated three quarters of 
planned investment for the five year period. Construction work is 
currently under way at the Ethiopian Tannery (Edjersa) where 
capacity will be increased to 142,500 hides and 1.14 million skins 
per year. The MOI is trying to secure funding for rehabilitation 
and expansion work at the Modjo Tannery which will raise capacity 
by 750,000 skins per year and for a new sheepskin tannery, to be 
located at Alemgena (Addis Ababa). Two other projects are under 
appraisal: a hide tannery with a capacity of 430,00 sq ft and a 
goat skin factory with a capacity of 1.5 million skins. Given the 
export potential of the tannery sub-sector these projects may 
attract foreign investment. This would provide an infusion of 
capital and technology, presently the most important constraints on 
increased output. As processing capacity increases, in the long 
term, stock levels and herd take-off rates will determine the 
production ceiling. 
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Teble 3.1: Exports of leather and leather prociJcts, FT1984 to FY1989 
CThouunf Birr) 

Pr~t 1984 1985 1986 

Processed skins 59.979 48.682 44. 180 
Processed hides 7.836 a.379 5.674 
Finished leather 252 1 1.130 
Leather prociJcts 563 127 264 
Total 68,630 57, 189 51,248 

as I of total 
mrufactured exports n.8 63.9 57.9 

1987 1988 

87.219 103.603 
9,329 9.444 

562 1.164 
1.352 4.263 

Percent 
1919 1985·89 

96. 110 156.0 
13.518 10.6 

.7 
7.525 2.8 

98.462 118.474 117.153 100.0 

70.9 68.5 67.6 

Source: Data provided by the Ministry of Industry. 
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Production of leather shoes and articles is oriented towards 
the domestic market rather than export sales. NLSC operates five 
leather shoe factories, originally established in the 1940 and 
1960s, and a factory manufacturing a wide range of leather articles 
(leather garments, upholstery, bags and brief cases, wallets and 
purses, and footballs) was established with technical assistance 
from the government of Hungary in 1984. There are also 24 
medium-scale private sector leather workshops, the largest 
employing 100 workers {in contrast, the smallest of the NLSC 
factories employs over 300 workers). These manufacture shoes for 
the most part, but are now experimenting with a wider range of 
leather products. 

In the early 1980s, the shoe and leather products sub-sector 
was characterised by low labour productivity {one third of the 
international level), largely a result of inadequate staff 
training, inefficient working methods and inefficient machinery for 
cutting, toe lasting and stitching. Furthermore, having developed 
along the lines of substitution within a protected market, the 
factories have been able to expand production wi~hout giving much 
attention to design. As a result, EDDC has had great difficulty 
selling some of its products and, at the upper end of the market, 
has faced competition from imported {often smuggled) shoes. 

NLSC implemented a new development strategy in 1984, with 
technical assistance from UNIDO {DP/ETH/78/001), which brought 
about significant improvements in labour productivity in some of 
the NLSC factories - Tikur Abbey Shoe Factory, for instance - by 
introducing a productivity and quality related bonus scheme. 
Production methods and management have been upgraded and new 
designs for higher quality shoes prepared. After a period of 
stagnation in the early 1980s {output of shoes and boots from NLSC 
factories increased by only increased by only 7.6 per cent from 
FY1981 to FY1985), the sectoral plan facilitated rapid growth at a 
sub-sectoral level. By FY1988, output of leather shoes and boots 
had increased to 2.3 million pairs, 71 per cent above the level of 
FY1980, and a range of new leather articles had been brought onto 
the market. 

The market for footwear in Ethiopia, is dominated canvas and 
plastic footwear, holding 30 and 50 per cent of the market shares 
respectively, whereas leather footwear accounts for only 20 per 
cent. Two plants operated by NLSC manufacture composite canvas and 
rubber footwear, one of which also manufactures plastic shoes. 
There are also two private sector enterprises engaged in the 
manufacture of plastic shoes. Output of canvas and rubber footwear 
has remained relatively stable in recent years, rising from 2.3 
million pairs in 1978/79 to 2.7 million in 1985/86. Production of 
plastic shoes, on the other hand, has increased from 1.7 million 
pairs to 4.6 million pairs over the same period. The relatively low 
price of plastic footwear explai •~~ its strong market position. 
Unfortunately, the quality is rather poor. This problem should be 
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addressed by the implementation of more rigorous quality control 
procedures. 

Exports of leather shoes are handicapped by poor design and 
high production costs, even though the shoes are generally well 
manufactured. Recently NLSC has managed to export limited 
quantities of leather footwear (56,000 pairs over the FY1984 to 
FY1989 period) to Yemen, Djibouti and Saudi Arabia, but, at 
present, there is little prospect of NLSC breaking into fashion 
conscious European and North American markets. Neighbouring African 
countries have greater potential, particularly for heavy industrial 
and military boots. NLSC has had greater success is the export of 
shoe uppers for assembly abroad. Exports of shoe uppers increased 
steadily from 9,000 pairs in FY1985 to 70,000 pairs in FY1988 and 
then jumped to 1.1 million pairs in FY1989. This suggests that 
NLSC has now established a presence in this market and exports can 
be expected to increase in the future. The international market 
for leather articles has proved more difficult to penetrate. 

The Universal Leather Articles Factory was set up in 1984 
specifically to develop export sales of leather articles. 
Machinery was imported from Europe and designs were copied from 
foreign catalogues. Owing to the price of the factory's products 
(about 30 per cent higher than other producers) and the 
management's lack of export experience, the factory found great 
difficulty in finding buyers. A small quantity of briefcases and 
handbags, worth Birr 873,000, were exported in FY1987 and sales 
increased to Birr3.4 million the following year. Exports sales 
slumped to Birr2. 6 million the following year; less than one 
quarter of the export target set in 1984. In light of the 
factory's recent performance the MOI target for FY1994 - Birr23.4 
million - appears extremely ambitious. 

During the FYDP (FY1990-FY1994), NLSC plans to expand capacity 
and upgrade production at existing shoe factories with a view to 
developing a stronger export performance. The MOI is also 
investigating a project for a new plant producing ladies' shoes and 
training shoes with a capacity of 1.5 million pairs of each per 
year. For some years now, the Ethiopian Sports Commission has 
asked NLSC to begin production of sports footwear. This plant would 
also have export potential since the m3rKet for leather sportswear 
is strong, though fa~hion linked. Increased production of plastic 
footwear is also under consideration. 
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3.5 Wood processing and products 

The wood processing and products branch is extremely 
decentralised. In 1985/86 there were 31 medium and large-scale 
enterprises engaged in wood processing and the manufature of wood 
products, twelve of which were under public sector management. 
Since 1984, when the Ethiopian Wooe Works Corporation was 
dissolved, these enterprises have been managed by the Ministry of 
Construction and the National Metal Works Corporation. In 
addition, the Ministry of Agriculture operated 15 saw mills in the 
forest regions, the Ministry of Education ran its own workshop 
producing school furniture and there are large number of small 
scale-scale joinery and carpentry workshops. Tighter control of 
the wood products industry through the formulation of a sectoral 
plan would greatly assist the rationalisation of production. Given 
the pressure on forestry resources, this would be desirable both 
from and environm~ntal and an economic point of view. 

Nominal installed saw mill capacity was estimated at 220,000 
cu m per year in the early 1980s. Most of the saw mills are more 
than twenty years old, the machinery is obsolete, and there are 
shortages of spare parts, such as blades. These problems, together 
with dwindling supplies of wood in recent years (see Section 5.2), 
have forced many mills to close. Output of finished timber has 
steadily fallen from 41,100 cum in 1978/79 to a mere 4,400 cum in 
1985/86, most of which was used in the construction industry. 
Total consumption of timber in the wood and wood products industry 
has also fallen; from 47,000 cu m in 1983/84 to 35,500 cu m in 
1985/86. 

Plywood and particle board factories are a major consumer of 
timber. The Ministry of Construction operates two plywood 
factories, one in Addis Ababa, the other in Jimma. Their nominal 
installed capacity was 6,300 cum per year in the early 1980s but 
production has been well below this le~el since 1978/79, due to 
obsolete machinP-ry, shortages of spare parts, logs and skilled 
ma,1power. Both plants were rehabilitated in the mid-1980s but 
output did not increase significantly thereafter. In 1985/86 output 
reached 2,900 cum, the highest level for three years. This covered 
only 40 per cent of domestic demand. In 1985, the Ministry of 
Construction planned to build a new plywood factory with a capacity 
of 10,000 cum per year n2ar Jimma to meet growing demand, which 
was expected to reach 12,860 cum per year by 1995. It is not known 
whether this plant has been established. Output of particle board 
increased from 2,200 cu m in 1978/79 to 10,100 cu m in 1985/86, 
largely as the result of the introduction of a production line for 
cement bonded particle board at the ETHARSO plant in 1983. Hard 
particle board is widely used in the construction industry, while 
veneered chipboard is used in furniture manufacture. About one 
third one the veneer used is imported. 
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Two plants manufacture joinery and building components on a 
large scale: ECAFCO, which produces prefabricated particle board 
housing and has a capacity of about 11,000 sq m of floor area per 
year; and the Wanza Factory which produces small wooden houses, 
door and window frames. The National Metalworks Corporation 
manages seven furniture manufacturing plants which use a mixture of 
timber, particle board and metal. The quality of the products and 
design is sometimes poor, both because of the poor quality of the 
materials available and the shortage of skilled carpenters. output 
of furniture, produced by the NMC, fell from 80,800 pieces in 
FY1985 to 71,500 pieces in FY1988, though this takes no account of 
the composition of production. Small-scale private sector 
workshops generally manufacture more fashionable products, better 
suited to household use. No details of output are available, but 
production value (at market prices) has increased from Birr8 
million in 1979/80 to Birrl9 million in 1985/86. 

3.6 Paper and printing 

Total paper consumption in Ethiopia is currently about 26,000 
tonnes per year, about half of which is supplied by domestic 
producers. Total production of duplicating, typing, printing and 
writin~ paper and cartons increased from 10,300 tonnes in FY1985 to 
11,200 tonnes in FY1987, but subsequently fell by 20 per cent in 
FY1988 owing to a reduction pulp imports. Imports of paper and 
paper products - amounting to 11, 517 tonnes in 1986/87 costing 
Birr23 million in foreign exchange - make up the calance. Imports 
of f insihed paper are also restricted by the shortage of foreign 
exchange. Consequently, there are frequently shortages. Per capita 
paper consumption is only o. 8 kg, one of the lowest levels in 
Africa. As the education system grows and the economy develops it 
is expected that consumption of stationary books and industrial 
paper is expected to increase at the rate of 10 per cent per year 
during the early 1990s. 

Since there are no pulp production facilities in Ethiopia, the 
two paper mills use imported pulp from Europe and waste paper. The 
largest mill, the Ethiopian Pulp and Paper Share Company (EPPSC), 
in Wonji, was established in 1955. It has been working at virtually 
full capacity, 10,000 tpa, since 1984 and holds 36 per cent market 
share. Approximately 80 per cent of output is printing and writing 
paper, 10 per cent linerboard and wrapping paper and 10 per cent 
packaging board. The plant is cu~rently undergoing rehabilitation 
in order to increase production capacity to 16,000 tpa and there 
are plans to install a second paper machine with a capacity of 
40,000 tpa of newsprint, printing and writing papers, scheduled to 
begin operations in 1991. 

One of the difficulties the plant faces at present is the cost 
of imported pulp. Because of the shorte.ge of foreign exchange 
imports of pulp fluctuated from 4,600 tonnes to 11,900 tonnes over 
the period 1984 to 1987. In order to reduce dependence on imports 
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the EPPSC plans to construct a 22,000 tpa capacity bagasse pulp 
mill, using bagasse from nearby sugar factories. The bagasse pulp 
mill will be commissioned in 1992. EPC also has plans to establish 
a small pulp wood plantation during the FYDP. 

A 150 tpa capacity paper making unit at Asmara was opened in 
1946, it is operated by the Asmara Match and Candle Factory. The 
unit manufactures wrapping paper and packaging board used by the 
match and candle factory and sold to local enterprises. Waste 
paper from local printing presses is the principal source of raw 
materials, supplemented, occasionally, by reeds. Obsolete plant 
and unreliable water and electricity supplies are the main 
constraints on production. 

In order to meet the growing demand for school exercise books, 
a factory with a capacity of 133 million books per year is under 
construction in Addis Ababa. This will increase the demand for cut 
paper considerably, much of which may have to be met from imports. 
EPC also plans to build a new paper carton manufacturing facility. 
Whilst there is a need for increased output of packaging materials, 
the quality also has to be improved and production of tailor made 
packaging materials for the needs of each enterprises stepped up. 
As yet little progress has been made on these fronts. 

There were 10 publicly owned printing presses operating in 
1987, together with 35 privately owned presses and 17 operating 
in-house, attached to government departments. The average age of 
the printing presses in operation is over thirty years old, much of 
the equipment is obsolete and there are acute shortages of spare 
parts. Maintenance is a major problem. So too is the purchase of 
paper and chemicals, since most of the latter has to be imported. 
Details of output are not available, but statistics on production 
value, which has tripled from Birr15 million in 1975/76 to Birr67 
million in 1987/88, indicate that the output has increased 
substantially despite these constraints. No significant increase in 
printing capacity is planned for the FYDP. Instead, EPC plans to 
rationalise production by the development of a sectoral plan and 
the centralisation of services such as maintenance and training. 
This will, it is hoped, improve currently low levels of capacity 
utilisation. 

3.7 Chemical products 

over the past f if~y years the chemical products branch has 
developed along the lines of import substitution through the 
establishment of enterprises producing a range of final goods. As 
a result there are few vertical linkages within the chemicals 
branch and in 1985/86 over 80 per cent of the inputs used were 
imported (see Section 2.7). In terms of production value, the 
branch has performed well in recent years - its share of total 
production value has increased from 5.6 percent in 1980/81 to 12 
per cent in 1985/86 - but the structure of production remained 
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unchanged. The TYPP (FY1985-FY1994) sought to strengthen the 
chemical products branch by allocating 22. 2 per cent of total 
investment in the industrial sector to new chemical industry 
projects. It envisaged that the branch's share of gross production 
value would rise from 10.1 per cent in FY1984 to 25.5 per cent in 
FY1994. This was to be achieved by incr~asing output of import 
substitution final goods and, more importantly, the establishment 
of facilities for the production of basic chemicals and 
intermediate goods. Little progress had been made towards these 
goals by 1989. However, under the FYDP (FY1990-FY1994), priority 
has be~n given to the installation of new plants producing basic 
chemicals (caustic soda, aluminium sulphate and alkyd resins) which 
will strengthen vertical linkages within the industrial sector and 
intermediate products for use in agriculture (fertilisers, 
pesticides and irrigation pipes). 

At present, the only basic chemical industries in Ethiopia are 
the oil refinery, industrial gas manufacturing plants and salt 
works (see Section 5.5). About 70 percent of domestic petroleum 
products requirements are met by the output of the Assab oil 
refinery (managed by the Ethiopian Petroleum Corporation, under the 
Ministry of Mines and Energy), which uses impozted crude oil. In 
1981 the refinery's capacity was increased from 650,000 to 800,000 
tonnes per year but the basic fabric is now over twenty years old 
and in need of refurbishment. Because it uses a simple 
hydro-skimming process the refinery produces a large proportion of 
heavy fuel oil and relatively small quantities of light and medium 
oil fractions (Table 3.2). Excess production of heavy oil, 
amounting to around 180,000 tons in the mid-198Gs, is exported for 
sale at low prices on a saturated world market (see Table A-2). 
Meanwhile, the balance of light oil products, amounting to about 
150,000 tonnes, has to be imported. Redevelopment of the Assab 
refinery and installation of thermal cracking facilities may be a 
solution. This would result in increased production of household 
fuels, LPG and kerosene, which are currently in short supply, and 
thereby relieve pressure on the urban market for biomass fuels. It 
would also allow the production of small quantities of basic 
petrochemicals. In the meantime, the government has set up a joint 
venture with four Western oil companies to establish and manage a 
15,000 tonnes per annum oil refinery near Addis Ababa. 
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T.t>le 3.2: DcmHtic refini!!!il of l!!trol- l!!:odJcts, 1~ to 1986 
<Thouund Metric Tons) 

Per cent 
ProdJct 1982 1984 1985 1Wl6 1987 1982-87 

Gnoline 101.7 104.7 101.0 99.5 120.7 15.3 
Jet fuel 48.0 51.4 56.2 48.8 52.9 1.6 
Fuel oil 276.5 310.9 307.2 307.0 338.7 44.8 
Asph•lt 15.6 16.4 7.1 11.3 14.1 1.9 
Petrol- ps 4.8 5.4 5.2 5.3 5.2 0.8 
Gas oil 191.4 212.4 190.3 17'9.0 212.9 28.8 
Others 0.0 5.4 9.2 8.1 14.2 0.9 

Totel 638.0 706.6 676.1 659.0 760.5 100.0 

Source: ••ti-l a.nt of Ethiopie, Quarterly Bulletin, various issues. 
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E&C operates a plant manufacturing carbon dioxide for the 
beverage industry in Addis Ababa and another plant operated by NCC 
manufactures oxygen and acetylene. Production of carbon dioxide has 
increased from 298 tonnes in 1978/79 to 848 tonnes in FY1988. This 
reflects the growth of demand froQ the beverage bottling plants. 
Production of oxygen, on the other hand, has stagnated at around 
150,000 cum pa over this period, though rising to 197,000 cum in 
FY1988. 

Soap and detergents are currently produced at six publicly 
owned plants in Ethiopia, two in Asmara and four in Shoa. Five of 
these plants are operated by the National Chemical Corporation 
(NCC), but the sixth, the Addis Ababa Soap Factory, is on the same 
site as the United Oil Mill and is operated by NFC. Since the 
Addis Ababa Soap Factory represents nearly half of the 33,000 tpa 
installed capacity, this presents difficul~ies for planning, the 
standardisation and purchase of inputs, and the transfer of skills. 
In addition to the publicly owned plants, there eight private 
factories producing cleaning preparations, some of which 
manufacture products (Lux Soap, for instance) under licence from 
international companies. 

One of the major problems facing the industry is the age of 
the equipment in use. Five of the soap and detergent plants were 
built in the 1960s and the other dates from the 1930s. Plant 
failure and breakdowns meant that the Addis Ababa Soap Factory 
could only operate at 20 per cent of nominal installed capacity in 
mid-1988. At the Asmara Soap Factory, the plant is so obsolete 
that a recent study recoJllJllended that it should be closed down. Soap 
factories have also found difficulty in purchasing adequate 
supplies of raw materials, even though virtually all the tallow 
used in the soap plants is supplied locally. Nevertheless, 
production of soap and detergent increased from 8,800 tonnes in 
1978/79 to 15,500 tonnes in 1985/86, and then doubled to 32,700 
tonnes in FY1988. Despite the rapid growth in output of recent 
years, production W3S insufficient to meet demand in the 1980s and 
substantial quatities of these products were imported (soap and 
detergent imports amounted to about 17, 000 tonnes in 1986/87). 
However, there are no plans to establish new plants. Instead, NCC 
plans to refurbish existing capacity and relocate the Addis Ababa 
Soap Factory to a site where expansion is possible. 

Three plants in Addis Ababa manufacture good quality paints. 
varnishes and lacquers: the Tseday Paints Factory and Chara Oxygen 
and Chemical Factory, both operated by NCC, and the privately owned 
Kokeb Paints Factory. Production increased from 1,876 hl of paint 
and 44 hl of lacquer and varnish in 1978/79 to 3,556 hl and 100 hl 
respectively in 1983/84, but then fell to less than one-third of 
this amount in 1985/86. Output recovered the following year. Both 
publicly owned plants are handicapped by the age of their machinery 
and difficulties acquiring essential spare parts and inputs. 
Concern has alsc been raised about the safety measures employed; 
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both plants use highly flammable solvents. If adequate supplies of 
raw materials could be guaranteed, there may be an opportunity for 
these plants to diversify into the production of printers ink. 

The Addis Tyre Factory, now operating as a share company, was 
established as a joint-venture with the government of 
Czechoslovakia in 1972. It produces a range of vehicle tyres and 
inner tubes from imported rubber. Output has increased from 93,700 
tyres in 1978/79 to 107,000 in FY1986, jumping to 170,000 in FY1988 
after plant refurbishment in 1986. However, the plant still only 
covers 40 per cent of the domestic market. In view of the shortage 
of tyres in Ethiopia, Czechoslovakia, the Federal Republic of 
Germany and the United Kingdom have agreed to help finance a 
Birr62 million expansion project at the factory. This will 
increase capacity by 70 per cent, another 104,000 tyres and 100,000 
inner tubes per year. The project also envisages the establishment 
of an experimental rubber plantation. 

There are three battery manufacturing plants, two in Asmara 
and one in Addis Ababa. Management of these plants is divided 
between the NCC and the National Metalworks Corporation (NMC) • 
This handicaps co-ordination between the plants. For instance, a 
study in 1986 revealed that the two plants in Asmara produced lead 
oxide while the Addis Car Battery Factory imported this material. 
Output has stagnated at around 7,000 units during the 1980s. This 
is well below capacity and the current demand for vehicle 
batteries. NCC plans to increase production during the FYDP by 
rehabilitating and expanding the Addis Ababa factory, which was 
originally built in 1960. Production will increase to 80,,.00 
batteries per year by the end of the third phase. Dry cell 
batteries are currently produced at the United Abilities Company. 
The factory is specially designed for disabled workers. It has a 
nominal capacity of 10 million R-20 type dry cell batteries. 
Although the plant currently operates at around 90 per cent of 
capacity, this is inadequate to meet domestic demand, estimated at 
about 25 to 30 million batteries of various types per year. NMC has 
plans to establish a new dry cell battery factory, with estimated 
cost of Birr25.8 million and a capacity of 116 million batteries 
per year. 

Four publicly owned enterprises manufacture plastic products, 
two of which are managed by NCC, one by NBC and the other by NFC. 
There are, in addition, six small-scale private sector enterprises 
engaged in this activity. These plants have been established in 
response to import substitution opportunities and the range of 
products is diverse, including household articles such as buckets, 
insulated cables, crates and bottles, polythene packaging, shoes 
and, most recently, ball point pens. Output of polyethylene 
products increased from 385 tonnes in 1978/79 to 965 tonnes in 
1982/83 but then stagnated at around this level until 1985/86. 
Production statistics for enterprises under MOI supervision 
indicates that the growth trend resumed thereafter. Output of 
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plastic wires increased from 5. 3 million metres to 7. 6 million 
metres over the 1978/79 to 1985/86 period. Production is 
handicapped by dependence on imported base chemicals. Better 
co-ordination between the plant: would help reduce import costs and 
assist production planning. Further diversification of the product 
range should also be a medium-term goal. This will, however, 
depend on the development of facilities for the production of 
injection moulds, most of which are currently imported. 

Approximately 20 per cent of the pharmaceuticals consumed in 
Ethiopia are produced locally, at a plant originally established in 
Addis Ababa in 1962, now operated by the Ministry of Public Health. 
Output of medicinal products, comprising a range of capsules and 
tablets, antibiotics, vaccines (cholera and typhoid), syrups and 
ointments, has increased gradually throughout the 1980s and there 
are plans to expand both the quantity and the range of products so 
that domestic production can supply 35 per cent of the market. Of 
particular interest is production of vaccines used in the WHO 
Expanded Programme of Immunisation (diphtheria, pertussis, tetanus 
and tuberculosis), all of which are currently imported. 

Four small-scale private enterprises produce a li~ited range 
of cosmetics for domestic consumption. output is restri~ted by the 
shortage of necessary i:1puts and the high price of these products. 
Virtually all of domestic demand for perfumes, toothpaste, make-up, 
hair oils and shampoos, and shaving cream is met from imports at 
a cost of approximately Birrl million per year over the period 
1982-85. A UNIDO commissioned pre-feasibility study argues that a 
small-scale plant could manufacture these products successfully. 
Most of the base materials and concentrates would have to be 
imported, but the plant would use a small quantity of local raw 
materials (glycerin, calcium carbonate, maize starch and salt, for 
instance). 

Aromatic herbs (lemon grass, geranium and eucalyptus 
citroidora) are already processed to manufacture essential oils in 
a steam distillation plant at Wendo Genet, operated by NCC. The 
plant was originally opened in the 1950s a but shortage of raw 
materials led to low capacity utilisation rates. This problem has 
been resolved ~y the purchase of land from neighbouring Peasant 
Associations. Commercial production began in 1988. Once output has 
increased to a stable level, exports are planned. A low cost mobile 
distillation plant is also under consideration. 

Under the FYDP (FY1990-FY1994), priority has been given to the 
establishment of basic chemical industries which would use local 
resources and reduce dependence on imported inputs. In 1986/87 
Ethiopia imported 46,000 tonnes of chemicals at a cost of Birrll5 
million, 5 per cent of the total import bill. 

One of the most important of the new projects is a soda ash 
manufacturing plant, currently under construction at Zuwai near 
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Lake Abijata, in the Rift Valley (see Section 5.5). The plant's 
initial capacity ~ill be 10,000 tpa. This will be more than enough 
to meet domestic demand from the soap manufacturing and textiles 
industries - in 1985/86 the chemical branch used 1,151 tonnes of 
imported caustic soda - and may allow some exports within the Pl'A. 

A plant for the manufacture of aluminium sulphate and 
sulphuric acid is at the design stage. The plant's production 
capacity will be 13,600 tonnes of aluminium sulphate and 14,000 
tonnes of sulphuric acid per year. Most of the aluminium sulphate 
will be used as a flocculant in drinking water, though there may be 
opportunities for use in the paper milling industry as a surface 
filler. At present imports cost about Birrl.5 million in foreign 
exchange each year. Sulphuric acid is one of the most important 
basic chemicals - Ethiopia currently imports about 7,000 tonnes per 
year - and production cculd off er considerable foreign exchange 
savings. Furthermore, production of sulphuric acid offers 
considerable opportunities for vertical integration into the 
production of other import substitution products, besides aluminium 
sulphate, notably production of sodium sulphate and dodecylbenzene. 
Dodecycloenzene is currently imported in large quantities and there 
~ay be opportunities for export to Pl'A countries. 

Another basic chemical production plant currently at the 
design/implementation stage is the manufacture of alkyd resins, 
which are currently imported. These are widely use as film-forming 
agents in paints and varnishes. The plant has a planned capacity 
of 2,200 tonnes, most of which will be sold within Ethiopia. 

Besides the above three projects, the MOI is stucying a wide 
range of potential basic chemical industry projects with a view to 
implementation in the long-term: 

Bentotite - Bentonite can be used to produce bleaching earth, 
used as a filter and decolorising agent in the food and textiles 
industries. Imports currently amount to about 300 tpa. However, 
the minium viable plant is 3,000 tonnes and the probable production 
costs are not favourable for export sales. 

Biomass based chemicals Through a process of dry 
distillation, locally available biomass could be used to 
manufacture ascetic acid (used in the textile ~ndustry), creosote, 
raw methanol which could be used as fuel, and charcoal. 

Bone based chemicals - As the meat processing and leather 
industries develop, bone will provide a potential resource. 
According to a 1986 pre-feasibility study, a small plant could 
produce 1, ooo tpa of fat, 2, ooo tpa of glue and JO, ooo tpa of 
normal super phosphate. It would have a relatively high IROR and 
could generate foreign exchange from the sale of glue. 
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Bromine - Brines at the Assab Salt works have a bromine 
content of 2.63 kg and, at the current output of the salt works, 
650 tonnes of bromine could be produced per year. Al though bromine 
prices are high, largely because three companies control 90 per 
cent of world supply, this scale of processing is considered 
uneconomic. 

Calcium Carbide - Production of calcium carbide from quicklime 
and coke might be viable in 7, 000 tpa capacity plant, though 
electricity costs could be prohibitive. It could provide feedstock 
for the production of calcium cyanamide, a fertiliser and herbicide 
which may be use'i in the defoliation of cotton or other plants to 
facilitate harvesting and ripening. 

Chlor-alkali plant - A chlor-alkali plant using salt from the 
Assab salt works could produce 3,500 tpa of chlorine (for use in 
water purification), 200 tpa of sodium hypochlorite (a bleaching 
and sterilising agent currently imported in small quantities), 250 
tpa of hydrogen chloride (150-250 tonnes of which were imported for 
use by NFC and NTC in 1985), and 4,300 tpa of caustic soda. High 
electricity tariffs may make the project uneconomic. 

Diatomites - Small quantities of diatomites are used in 
Ethiopia, though there is a large international trade in this 
product for use as filtration agents (in brewing, for instance), a 
filling agent in paints and as insulation. Export sales from 
deposits within Ethiopia (see Section 5.0) are likely to be 
constrained by high freight costs to the port. 

Furfural - Used in lubricating oil, fuel processing and in the 
production of resins, furfural is a product with export potential. 
The major inputs are, or will be available locally: biomass in the 
form of corn cobs or bagasse, sulrhuric acid and soda ash. A 
pre-feasibility study, undertaken in 1986, indicates that 3,000 tpa 
plant would generate substantial foreign exchange though the IROR 
would be low. 

Hydrogen Peroxide - In the mid-1980s Ethiopia imported 500 
tonnes of hydrogen peroxide for use as a bleaching agent in the 
textiles, leather, food, paper and pharmaceuticals industries, 
thQugh the volume of imports is expected to rise to 1,200 tonnes 
per year in the early 1990s. Since the minimum viable plant is 
2,000 tpa, development of a hydrogen peroxide plant would have to 
take export potential into consideration. The high cost of 
electricity, which would account for about 65 per cent of total 
production costs, may also be prohibitive. 

Industrial explosives - About 1, 100 tonnes of industrial 
explosives are imported each year. Although the minimum viable 
plant has a capacity of about 8,000 tpa, the plant could be viable 
if explosives are exµorted, perhaps within the PTA. 
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Alongside the development of a basic chemicals industry, the 
MOI seeks to strengthen linkages between the chemical industry and 
agricultural sector through the establishment of pesticide and, 
possibly, fertiliser production plants. Despite the importance of 
agriculture to the Ethiopian economy, a 1987 UNIDO ~tudy 
(UC/ETH/85/214) revealed that there were practically no pesticide 
formulation facilities in Ethiopia - Shell Chemicals operates a 
small lindane dust formulation plant and another MOA operated plant 
closed in the mid-1980s owing to a shortage of spare parts. 
Virtually all the pesticides used have to be imported. Owing to 
foreign exchange constraints, imports fluctuated from 1,660 tpa to 
4,137 tpa over the 1976-86 period, though an upward trend could be 
seen with imports averaging 2,250 tpa from 1980-86. 

The level of pesticide consumption is extremely low by 
international standards and their use is largely restricted to the 
state farms: neither the formulation or bulk packaging of imported 
pesticides is suited to the needs of the peasant farmers. Since 
pesticides can make an important contribution to yields, there is 
an urgent need to begin domestic production. The UNIDO study 
advised that a small-scale formulation plant should be built in 
order to take advantage of import substitution opportunities and 
propagate the use of pesticides within the peasant sector. It 
envisaged a two-staged development: phase I, a liquid pesticide 
plant with a capacity of 1. 5 million 1; phase II, a granule 
production plant with a capacity of 750 tpa and a dust production 
plant with 1, 000 tpa capacity. By producing a 1 imi ted range of 
pesticides economies of scale could be achieved. The local 
material content would be about 30 per cent for liquids and 85-99 
per cent for dust and granules. The plant would generate high value 
added and offer considerable foreign exchange savings. At present, 
the MOI is promoting a project along these lines, with a capacity 
of 1,500 cu m per year, for international financing. 

Establishment of a pesticide formaulation plant should, 
however, go hand in hand with improvements in the marketing system 
so that a larger proportion of total output reaches consumers in 
the peasant sector. All agricultural inputs to the peasant sector 
are distributed by the Agricultural Inputs Supply Corporation 
(AISCO) through a network of nearly 600 distribution centres which 
sell to the service cooperatives. Owing to the cooperatives' 
limited financial resources, the default rate on purchases from 
AISCO is high. Other peasant farmers depend on purchases through 
private sector traders. 

There are similar problems with the marketing of fertilisers. 
Levels of fertiliser application in Ethiopia are among the lowest 
of the low income group of countries, amounting to 66 g per ha of 
arable land in 1986, less than 10 per cent of the average. As with 
the use of pesticides, fertilisers are largely restricted to the 
state farms. There are no local production facilities and so all 
fertiliser has to be imported. Imports increased during the early 
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1980s from an average of 35,500 tonnes in 1981/82-1982/83 to 68,500 
tonnes in 1985/86-1986/87. However, the quantity imported has 
varied markedly from year to year owing to foreign exchange 
constraints. The construction of a fertiliser plant would offer 
opportunities for import substitution and the tailoring of 
fertiliser production to meet the demands of the peasant sector. 

A pre-feasibility study for a fertiliser complex is currently 
in preparation. This envisages a plant producing 660,000 tpa of 
OAP and 340,000 of urea at a cost of Birr460.5 million. No other 
details are available. However, on first impressions the prospects 
are not favourable. Ethiopia lacks suitable raw materials. Gas 
deposits have been found in the Ogaden region (see Section 5.0) but 
these are unlikely to be commercially exploited for several years 
and the production of fertilisers may not be the most economic use 
of this resource when it does come on stream. The alternative, 
electrolytic production of ammonia, is likely to be prohibitively 
expensive because of the cost of electricity. Fertiliser production 
will, consequently, remain a long-term objective. In the meantime, 
the MOI is investigating the potential of other mineral inputs to 
the agricultural sector, such as non-metallic sorbents, which have 
been shown to have a beneficial impact on productivity. 
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3. 7 '1-metallic mineral products 

The non-metallic minerals sector is dominated by the 
production of construction materials, cement in particular. 
Virtually all of the new investment in the branch during the 1980s 
has been directed towards the expansion at ceruent production 
capacity, through the construction and expansion of the Mugher 
Cement Factory. Output of this commodity tripled between 1980/81 
and FY1988. This massive increase in cement production accounts 
for the 17 per cent average annual growth rate of production value 
for the branch over this period. Growth in the construction 
sector, which averaged 3 .1 per cent over the FY 1981 to FY1987 
period, has not kept pace. As a result there is concern that 
further expansion will result in over capacity. In contrast, output 
of other construction materials first stagnated in the late 1970s 
and then fell in the mid 1980s, both as a result of sluggish demand 
and supply con~traints. 

Much of the problem lies in the low level of house 
construction. Even though there is an acute shortage of housing in 
Addis Ababa and most rural t·ousing is of poor quality, financial 
constraints limit the government's building programme to about 
4,000 houses per year. Controls or. the sale and rental of private 
property, introduced in 1976 and strengthened in 1986, have meant 
that traders do not regard housing as a profitable investment and 
construction for the rental market has all but stopped. Housing 
cooperatives have been encouraged as the means by which people can 
borrow money to build their own homes but the number of houses 
built by these self-help organisations has been relatively small 
(6,000 from 1976/77 to 1983/84). Consequently, demand for 
construction materials, particularly those manufactured by 
small-scale enterprises has tended to stagnate. Ironically, falling 
production of construction materials in recent years has meant that 
those willing and able to build their own homes face shortages of 
bricks, tiles and other construction materials. 

The government's decision to allow the private construction, 
ownership, sale and rental of houses and offices in March 1990 will 
alleviate this problem by stimulating the demand for construction 
materials. In the short term the shortages of construction 
materials will intensify but a rapid proliferation of small-scale 
enterprises in the construction and construction materials sector 
n. 1y be anticipated as entrepreneurs step in to secure scarcity 
rents. Regulation - in terms of quality - will have to be 
strengthened. 

Cement is by far the most important construction material 
manufactured in Ethiopia, accounting for 66 per cent of the gross 
value of production within the branch in 1985/80 and 61 per cent of 
the value added. There are four plants in operation at present: the 
Dire Dawa Cement Factory, built in the 1930s; Addis Ababa Cement 
Factory, established in 1964; the Eritrea Cement Factory at 
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Massawa, established in 1965; and the Mugher Cement Facto1j, which 
began ~peration in 1983. Completion of the Mugher Cement Factory 
allc··""d a rapid increase in output to 406, 000 tonnes in FY1988 
aft1 a period of stagnation in the early 1980s when output had 
levE... _ed out at about 14 o, ooo tpa. Construction work is currently 
underway to double capacity at the Mugher plant to 300,000 tpa, at 
a cost of Birrl80 million. There is some doubt that the market will 
be able to absorb the increase in production in the near future. 
Consequently, plans to build a fifth 600,000 tpa capacity plant at 
Dire Dawa have been shelved. Instead, the MOI hopes to rehabilitate 
two of the older production facilities. 

The Addis Ababa plant has a nominal capacity of 70,000 tpa, 
which it achieved profitably in the period up to 1975. Since then 
the plant has regularly incurred losses: by 1985 cumulative losses 
amounted to Birr7.2 million, 80 per cent of the start up capital. 
The Eritrea Cement Factory also has a nominal capacity of 70,000 
tpa, though it has only achieved full capacity once in 25 years of 
operation. From 1965 to 1975, output av~raged 63,000 tpa but it 
dropped to an average of 45,000 tpa thereafter. Falling output has 
resulted in large losses which now exceed the initial capital 
investment. Both plants face technical difficulties in maintenance 
and production management in addition to mark~ting. The MOI has 
requested UNIDO's assistance in the diagnosis and resolution of 
these problems. It as also expres~ed its interest in the 
formulation of a sectoral plan which will help rationalise 
production in the long-term. 

Cement ]s used in the manufacture of a range cement blocks. 
tiles and pipes for the construction industry. The Ethiopian 
Construction Materials Corporation (ECMC), supervisPd by the 
Ministry of Construction, manages seven factories manufacturing 
these products, all of which are based Addis Ababa. These plants 
provide materials for the government's housing construction 
programme which amounts to about 4, ooo units per year 
(approximately 20 million sq m). In addition, there ~re 22 
small-scale private-sector enterprises producing similar products 
and fired clay brick~ in Shoa, Wollo, Haraghe, Eritrea and Gojjam. 
These enterprises sell most of their output to private sector 
building contractors. The nutput of many of these small-scale 
enterprises is ~ot recorded in official statistics. However, the 
statistics available indicate that production of consLruction 
materials has fallen in recent years: output of cement blocks and 
tubes peaked at 3. 3 million units in 1983/84 and subsequently 
dropped to 2.9 million units in 1985/86; production oi clay bricks 
peaked at 25.1 million units in 1982/83 and fell to 12.7 million in 
1985/86; and output of cement floor tiles reached 556.3 million sq 
m in 1983/84 and then fell to 243. 2 million sq m in 1985/86. 
Shortages of materials, cement and, in the case of the brick 
industry, fuel, may explain ;::iart of this decline but it also 
reflects lower levels of activity jn the construction sector. It 
is understood that a number ~f small-scale private sector 
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enterprises have been forced to close in recent years owing to 
demand and supply constraints. 

As demand for construction materials increases, following the 
implementation of the reforms proposed in March 1990, this sub
sector will see rapid growth. In order to facilitate this growth, 
the sector could benefit from technical assistance in the 
development of appropriate technologies for low-cost building 
materials based on locally available marterials - clay, building 
stone and composite blocks. 

Enterprises operating under the ECMC and selling to the 
Ministry of Construction are subject to quality control checks, 
though these are irregular and contractors report that many of the 
locally produced construction materials are sub-standard. This 
problem is particularly acute in the private sector which, when 
selling to private sector contractors, is virtually unsupervised. 
Particular problems are the low cement content of cement blocks, 
use of contaminated sand and aggregates, and the inadequate and 
uneven firing of bricks. Standardisation of production methods and 
the enforcement of production standards should be a long-term goal. 

The Addis Ababa Asbestos Factory was established in 1968 with 
a nominal capacity of 423,000 corrugated and flat asbestos sheets 
and 72,000 pipes of various dimensions. In recent years, however, 
production has averaged only 120,000 sheets per year and several 
years ago production of asbestos pipes was discontinued. The plant 
faces technical difficulties, the machinery is obsolete and 
frequently breaks down, rejection rates are high, and all the 
asbestos used has to be imported. The MOI has requested UNIDO's 
assistance in the preparation of a diagnostic study and 
rehabilitation plan. 

Two lime production plants have been closed in recent years: 
the lime plant at the Franchetti and Rossi Factory at Asmara was 
closed in 1979 owing to a shortage of raw materials; the o;_re Dawa 
cement and Lime Factory was closed in 1987, after 53 years of 
operation, because of its obsolete machinery. Only one plant, the 
Ethio Lime Factory (Senkele), established in 1964, remains in 
operation and this is no longer working efficiently. A shortage of 
labour prevents the factory working at full three-shift capacity. 
The two furnaces, the older of which USP,S charcoal as fuel, the 
other fuel oil, originally produced 80 to 95 per cent burnt quick 
line from each firing, but the efficiency has dropped to 55 per 
cent. Retiring is now necessary. This raises production costs and 
reduces output. Total output of lime dropped from 5,100 tonnes in 
1980/81 to 4,000 tonnes FY1988. The MOI has asked UNIDO to assist 
in identification of a suitable rehabilitation strategy. It also 
has plans to construct a new lime factory during the FYDP period, 
at a cost of Birr34 million. 
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Ceramic wall and floor tiles, refractory bricks and some 
sanitary ware are manufactured at the Tabacchi Franchitti and Rossi 
in Asmara, managed by ECC since March 1988. The plant is over fifty 
years old, the machinery obsolete and spare parts have to be tailor 
made. A complete overhaul of the plant is needed if production is 
to be increased. 

Quarried stone is widely used in construction. In recent 
years, attention has focused on the development of decorative 
stones such as marble, granites and dolomites, supervised, since 
1983, by the Ethiopian Marble Industry (EMI). Technical assistance 
from UNIDO ( (US/ETH/81/007) has helped EMI identify stocks of 
decorative stone suitable for development, reactivate two of marble 
quarries so that three are now operating (Gulele, near Addis Ababa, 
and Bole and Nefas Silk, in Harar), i~crease output from 7,700 sq 
m of marble slabs in 1981 to 28,000 sq m in 1985, and train staff 
in the use of marble cladding. Potential production capacity is now 
estimated at 140, 000 sq m per year. UNIDO is currently engaged in 
a follow-up project (US/ETH/87/233) which aims to increase capacity 
at Harar Quarry (No.2) from 900 cu m per year to 1,540 cu m per 
year by 1991 and upgrade the processing techniques at the Gulele 
Ma!"ble Factory. The project will also establish an ornamental 
marble production unit which will provide employment for women. In 
addition to the development of high value building materials UNIDO 
is also trying to promote the use of tuf f as a low cost-building 
material. Preliminary investigation indicated that the cost of 
tuf f blocks could be 50 per cent lower than the cost of fired 
bricks and the cost of energy consumption about 85 per cent lower. 

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, though it accounted for only 20 
per cent of gross p..i.oduction value within the branch in 1985/86. 
Two plants operated by the EBC, one in Asmara and the other in 
Addis Ababa, produce bottles and glasses. There are also two 
small-scale private sector enterprises producing glass and another 
small-scale plant producing a limited range of glass products. 
output of bottles has increased from 9.5 million in 1980/81 to 27.7 
million in 1985/86, though output has fluctuated over this period 
and peaked at 28. 4 million in 1981/82. Production of tumblers 
peaked at 9. 9 million in 1982/83, falling by 80 per cent the 
following year, then recovering to 5.7 million glasses in 1985/86. 
The combined output of bottles and glasses dropped dramatically to 
10.5 million units and 15.5 million units respectively in FY1987 
and FY1988. such large fluctuations in production result both from 
shortages of inputs, imported soda ash in particular, and the 
obsolesce of much of the plant. The rehabilitation of the Addis 
Ababa plant in the mid-1980s does not appear to have significantly 
improved performance over the long term. 

Given the steady growth of the beverage sector in recent years 
and the its export potential it would appear expedient to increase 
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and diversify production of glass bottles. Shortages of bottles 
are now identified as a constraint on the output and exports of the 
beverage branch (se~ Section 3.2). Until recently, bottles were in 
such short supply that EBC asked export customers abroad to return 
empties. Deposits are placed on all domestic sales. Poor quality 
and the limited range of products is also a major problem: in 
mid-1987, for instance, the Addis Ababa factory was unable to 
produce green-tinted glass for wine bottles. Furthermore, locally 
made glass is approximately 30 per cent higher more expensive than 
that manufactured in Europe. 

There have been plans for the establishment of a sheet glass 
manufacturing plant since 1982. At present, all the sheet glass 
used in construction is imported, even though Ethiopia exploits or 
will soon exploit the raw materials needed for glass manufacture: 
soda ash, silica sand, limestone, feldspar and dolomite. ECC 
considers that a sheet glass plant could save considerable amounts 
of foreign exchange and the project has been included in the 
indicative list of new projects under the FYDP, with an estimated 
cost of Birr57 million. A detailed ec~nomic and technical 
feasibility study has yet to be completed. 

The Ethio-Pottery Plant established in 1974, and now operated 
by the Ministry of Mines and Energy, was originally intended to 
manufacture pottery household items. However, a shortage of fuel 
oil and skilled staff has restricted production to coffee cups. 
In 1986, UNIDO (SI/ETH/85/801) advised that the plant could be 
rehabilitated and production expanded by the construction of a 
production line for the manufacture of electrically heated hot 
plates. Small scale potteries manufacture household items such as 
cooking pots, coffee pots and injera baking plates at Lageadi, 
Katcheny and Gaffarsa near Addis Ababa, one of which operates as a 
women's co-operative. Production is at a handicraft level; the 
pots are shaped by hand and fired with cow dung or wood when 
available. 

It is only recently that the MOI has gone ahead with plans to 
establish an industrial ceramics complex at Awassa, in Sidamo, 
based on kaolin deposits at Bombawoha 130 km distant (see Section 
5.0). Transport costs, both from the mine to the ceramics factory 
a~d for proeucts to markets, will be extremely high. The plant, 
costing an estimated Birr71 million, will have a production 
capacity of 2,000 tpa of table ware, 1,000 tpa of sanitary ware and 
3,121 tpa of tiles. Unfortunately, the raw material is only 40 per 
cent kaolin and so bonding strength is low. This limits production 
to sar.itary ware and utility porcelain. White china and hard 
porcelains could only be produced by the costly process of 
upgrading the quality of the kaolin. 
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3.8 Metal oroducts and engineering 

In 1986/87 the metal products and ·angineering branch accounted 
for 6.4 per cent of total gross produ~tion value and 5.1 per cent 
of manufacturing valued added. The branch achieved a 5.5 per cent 
average annual growth rate of production value over the period 
FY1980 to FY1988, only slightly higher than the average for the 
industrial sector as a whole, and so its contribution to 
manufactured output changed little. Although the branch's 
contribution to output is relatively small, it plays an important 
role within the economy. Nearly 90 per cent of the metal and 
engineering sector's production value was in the form of capital 
and intermediate goods, and the branch had strong lin~ages with the 
construction and agricultural sectors as well as wiL1 industry. 

Most of the output of metal products is, however, low value 
and low technology. In FY1987, structural steel and other products 
for the construction industry accounted for 62 per cent of the 
branch's gross production value. This share had fallen from 81 per 
cent in FY1980, largely as a result of the establishment of vehicle 
assembly operations and the expansion of production of simple hand 
tools, bottle tops and cans, and household utensils. In the 
mid-1980s, Ethiopia's engineering capacity was still limited to 
maintenance and repair work. As a result, Ethiopia was almost 
completely dependent on imported machinery and technoloqy. Imports 
of metal, engineering and electrical products amounted to Birrl, 000 
million in 1986/87, 45 per cent of the total import bill. 

Development of a local engineering capacity was identified as 
a priority in the TYPP (FY1985-FY1994), which planned to allocate 
14.7 per cent of investment to the metal and engineering branch 
over the ten year period so that its share of industrial output 
would increase to 11. 2 per cent. Particular attention has been 
given to the implementation of projects which will introduce new 
engineering skills, notably the Akaki Spare Parts Factory, while 
expandin~ existing production facilities and diversifying the 
production base, particularly into intermediate and capital goods 
for the agricultural sector. 

There are no iron ore reduction facilities in Ethiopia. 
Although plans for a integrated mini-steel plant have been 
discussed, Ethiopia has no large ore-body and so the development of 
such a project is unlikely. The bulk of the basic metals used are 
imported ( 18, 100 tonnes of steel and 266 tonnes of aluminium 
1985/86). Two foundries also produce steel from mixture of steel 
bars and local and imported scrap steel (4,144 tonnes in 1985/86). 
The Ethiopian Iron and Steel Foundry at Akaki Beseka, operated by 
the National Metal Works Corporation (NMWC), is the largest of 
these facilities. Originally established in 1941, much of the 
equipment is over 40 years old. The foundry comprises a 5,000 kg 
arc furnace, commissioned in 1961, which melts down a 40 per cent 
scrap and 60 per cent imported steel mix to produce 85-90 kg pencil 
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ingots. These are then re-heated and rolled through a 600 HP press 
which produces ribbed steel reinforcing rods. There are virtually 
no facilities for quality control testing either of products or 
inputs - scrap metal is sorted by visual inspection. ~ out 65 per 
cent cf the fou.1dry 1 s output is in the form of reinforcing rods, 30 
per cent is produced as nails and 5 per cent as wire bed springs 
and wire-fencing. In 1984, the last year for which plant level 
production statistics are available, the foundry produced 12,000 
tonnes of reinforcing rods and 4,000 tonnes of nails on a two shift 
basis. NMWC's other large foundry is the Ethiosider Iron and Steel 
Factory in Asmara, built in the 1940s. In 1985/86 a new furnace, 
electro-heater and rolling mill were installed. The plant produces 
reinforcing rods and a mixture of nails, blackwire, bed springs, 
barbed wire, gabions and fencing net. Output of foundry products 
has grown very slowly in recent years, rising from 17,463 tonnes in 
1980/81 (of which 69 per cent reinforcing rods and bars; 24 per 
cent nails; and 7 per cent wires) to 19,044 in FY1988 (of which 71 
per cent reinforcing rods and bars; 24 per cent nails; and 5 per 
cent wires). 

In addition to these two foundries producing bulk, low 
precision and lo'A' value i terns there are a number of foundries 
which supply precision parts for assembly operations. The most 
important of these are the Water Pumps Factory, opened in 1987, 
with a capacity of 350 tpa and the foundry at the Akaki Spare Parts 
Factory, commissioned in 1988, which has a capacity of 4,450 tpa 
of ferrous and non-ferrous castings. There are also a few 
low-capacity service foundries. The Dire-Dawa Railway Workshop 
operates a foundry with a total capacity of 500 tpa, which mainly 
produces parts for the railway but also carries service work for 
nearby cement and textile factories. Six private sector foundries 
in Addis Ababa produce a range of low quality castings and have a 
total capacity of only 100 tpa. In contrast, the castings 
manufactured by the two private sector foundries operating in 
Asmara are considered to be of high quality and are purchased by 
the vehicle assembly plant, textile mills, cement works and other 
industries. Unfortunately, inadequate supplies of raw materials and 
shortages of skilled staff prevent these foundries from working at 
full capacity. 

As is the case in other sectors of engineering, there is a 
shortage of skilled foundry personnel. To address this problem, 
NMWC has requested UNIDO's assistance in the. establishment of a 
pilot demonstration foundry, which could both train staff and 
develop new techniques and products (DP/ETH/86/004/D/Ol/37). The 
proposed foundry would have a capacity of 1,000 tpa and would be 
self-financing, operating as a service-foundry producing a wide 
range castings for assembly operations and spare-parts. 

Structural steel products (girder structures, pipes, window 
and door profiles and angled steel sheets) are manufactured at the 
Kaliti Steel Plant, both for the general market and custom built 
for clients in industry and the construction sector. The quality of 
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the steel structures is generally poor: cutting, for instance, is 
imprecise and often judged by eye, as a result the structures have 
to be balanced by thick metal plates which reduces their load 
bearing strength. The Akaki Metal Products Factory produces 
galvanised plain and corrugated steel sheets and, since 1985, 
galvanised metal pipes. Output of metal sheets has fluctuated 
within a range of 26,500 tonnes to 16,300 tonnes in the period 
1980/81 to FY1988, though the overall trend has ~een a 6 per cent 
fall in production. 

The facilities at both these factories offer opportunities for 
diversification into the assembly of steel products. A small 
production facility attached to the Kaliti Steel Plant already 
produces slotted angel shelves, window and door profiles, wheel 
barrows and a limited range of metal furniture from tubular steel. 
In January 1989, the factory also began production of maize 
shelling and grain milling machinery. A new press with a capacity 
of 450 tonnes has been installed for this ~urpose and castings are 
purchased from the water pump factory nearby. The plant aims at 
production of 1,000 machines per year. With little modification to 
the Akaki Metal Products Factory production could be diversified 
into the manufacture of prefabricated silos, sheet structures, pipe 
and girder structures such as electr~_city transmission pylons, 
truck bodies and simple machinery such as flues for coffee washing 
plants. Thirteen small and medium-scale private sector enterprises 
already produce a range of products along these lines: barrels, 
furniture, window and door frames. Obsolete machinery and 
difficulties in acquiring raw materials make it difficult for these 
private sector enterprises to attain full capacity. A feasibility 
study is currently in preparation to assess to viability of a pipe 
fittings and valves factory with a capacity of 1,125 tpa of general 
fittings, 120 tpa of gate valves and 90 tpa of sanitary fittings. 

NMWC manages four factories that produce metal household 
utensils and cutlery (aluminium kettles, cooking pans, wash basins, 
enamelware, tin cans, pots, trays, galvanised buckets, for 
instance). All four plants are over twenty five years old and much 
of the machinery is obsolete. A recent study advised that they 
were all in need of a complete overhaul. To compound this problem 
the plants suffer shortages of skilled staff and raw materials and 
difficulties in distributing their products. These problems are 
even more acute for the three small-scale private sector 
enterprises producing a similar range of products. Such is the 
shortage of raw materials that one private sector cutlery-maker 
uses nails as the primary input. There appears to be little 
prospect of capcity increasing output in the near future since the 
manufacture of household i terns is low on the MOI 's list of 
priorities. 

Tin cans. bottle tops and corks are manufactured by Crown 
Cork, a share company established in Addis Ababa in 1971, and, on 
a much smaller scale, by a private sector plant in Asmara. Both 
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plants import tin plate (amounting to 2 million sheets in 1985/86). 
Production of cans has fluctuated from 1.1 million cans to 2.1 
million over the period Yl985 to FY1988, largely because of foreign 
exchange availability, even though Cro":Mn Cork is regarded as 
strategic enterprise and has priority access to inputs. output of 
bottle tops, on the other hand, has increased steadily over the 
same period, from 3.5 million gross to 4.6 million. This is still 
insufficient to meet demand. Construction work is currently 
underway to expand output at the Crown Cork site by 1 million 
bottle tops and 1.2 million cans. 

Production of simple forged hand tools at two factories is the 
main linkage between the metal-working branch and the agricultural 
sector. The Ethiopian Metal Tools Factory was originally 
established in 1969 to produce 500 tpa of hand tools for the 
agricultural (spades, shovels, axes, machetes, hoes, ploughs, rakes 
and spike harrows) and construction sectors (chisels, trowels, 
pliers, spanners and screwdrivers). A sickle production unit with 
a capacity of 1 million sickles per year was established in 1984, 
with assistance from the government of Poland. In 1988, hand tools 
for the construction industry were dropped from the production line 
and transferred to the Akaki Spare Parts Factory. The plant 
comprises an electric press with a capacity of 160 tonnes, a 150 
tonne drop hammer, a furnace, three large diameter grinding wheels, 
a tool room for the produ~tion of dies, and a carpentry workshop to 
produce handle bars, though most of the tools are sold witho·1t 
handles. Most of the equipment is old, but it remains in good 
working order. A second plant sickle manufacturing plant, with a 
capacity of 400,000 sickles per year, was built at the Ethiosider 
Iron and Steel Factory (Asmara) ii_ 1971. 

Both these plants have suffered from competition from imported 
tools, largely because of the poor quality of the local products. 
Tool design was essentially the same as those manufactured by 
traditional blacksmiths. Although the quality of metal was better 
than those produced on blacksmiths' forges it could not compete 
with imported steel. Owing to inadequate quality of control, 
particularly in the heat treatment of blades, locally manufactured 
sickles, for example, had to be sharpened several times each 
harvesting season whereas imported blades need only be sharpened 
once a year. There were also defects in the shape and balance of 
the blade. 

Marketing was also a problem. Both factories used to sell 
their products to the Agricultural Input Supply Corporation (AISCO) 
which then distributed them to retail outlets in the peasants 
cooperatives. AISCO has proved unable to guarantee regular 
deliveries. It does not have its own transport fleet and has to 
compete with nther users or the services of the National Road 
Transport Corporation (NRTC). Furthermore, there was virtually no 
flow of market information from consumers through AISCO to the 
tools factories. Consequently, management had little knowledge of 
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consumer preferences. Neither AISCO or the factories organisation 
undertook market research. 

As a result, output stagnated at around 20 per cent of total 
capacity and poor sales performance led to substantial losses. 
Then, in 1987, the Ethiopian Metal Tools Factory took over its own 
distribution. Following a market research study it began 
manufacture of better quality sickles, imitating imported products. 
Output nearly doubled to 494,000 sickles that year. In 1988, 
however, production slumped to its lowest level for five years, 
229,000 sickles. 

A project for the rehabilitation and expansion of the 
Ethiopian Metal Tools Factory is currently at the design stage. 
This envisages an increase in output to 12 million hand tools with 
an investment of BirrJ.5 million. NMWC also plans to establish a 
new Agricultural Implements Factory at Nazareth. This would 
produce 79, 000 animal drawn and 2, 125 tractor drawn implements 
(such as ploughs and hoes) and 600 tpa of spare parts. The project 
would build on the skills already employed in the Ethiopian Metal 
Tools Factory. 

Until recently, engineering has been restricted to maintenance 
workshops. Many, but by no means all, of the public sector 
factories maintain small maintenance workshops, though only a few 
of these have tooling facilities and where these exist they are 
generally inadequately equipped and staffed. This leads to lengthy 
down-times for equipment and low capacity utilisation rates. This 
problem is not confined to the industrial sector. Approximately 
half the country's tractors are out of operation to any one time 
due to inadequate maintenance and repair services. The most 
sophisticated maintenance workshops are those at the Dire Dawa 
Railway Workshop and the EELP Workshop in Addis Ababa. The latter, 
employs over 4, ooo workers and services most of the EEPIA' s 
electrical and diesel machinery, meters and vehicles. There are 
plans to establish a central maintenance and engineering workshop 
which would service and provide training for staff from the public 
sector corporations. This workshop would formulate plant level 
maintenance programmes, establish a data base and computerised 
spare parts inventory ~ystem and provide maintenance clinic with a 
pool of engineers. Such a workshop might well be established under 
the auspices of the Akaki Spare Parts Factory (see below). NMWC has 
requested UNI DO' s assistance in the implementation of this project. 

A private sector enterprise, the Tana Garage, already plays an 
important service role in the ir.dustrial sector. Equipped with 
horizontal lathes, vertical drilling machines, gear shaping and a 
crank shaft grinding machines, the Garage has carried out se:r.vicing 
and repair work for most of the public Corporations. With limited 
investment the plant could expand into the production of 
spare-parts and simple machinery. By contracting to small-scale 
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private sector engineering workshops for the production of 
spare-parts and machinery, the public sector would encourage the 
development of specialist engineering skills within the private 
sector. 

Establishment of an national engineering capability is now 
regarded as an essential step in the development of Ethiopia• s 
industrial sector and has been given priority in the FYDP 
(FY1990-FY1994). Whilst developing a skilled workforce, 
engineering projects will reduce dependence on a range of imported 
machinery and spare parts, thereby strengthening linkages within 
the industrial sector, and provide mechanical inputs to other 
sectors of the economy. The first steps in this direction were 
taken with the development of vehicle assembly operations, though 
t.he use of engineering skills in these plants remains extremely 
limited. 

Two plants are engaged in the assembly of motor vehicles. The 
oldest of these is the Ethio-Bns Assembly Company, established on 
its present in Asmara in 1942 and nationalised in 1982. Ethiopian 
Road Transport Corporation (ERTC) imports the chassis and engines 
and delivers them to the plant for assembly and construction ~f the 
body work. Production capacity is estimated at 50 buses per year, 
but shortages of kits and skilled staff keep output well below this 
level. Nevertheless, output has increased from 15 buses per year 
in the early 1980s to 28 in FY1988. The Automotive Manufacturing 
Company of Ethiopia (AMCE) became operational in 1975. It is a 
joint venture between the Ethiopian government, holding 30 per cent 
of the eq-Jity, and FIAT, through IVECO (Amsterdam), which holds the 
remaining 70 per cent. The plant was designed to assemble 1,000 
vehicles per year from imported kits (trucks, landrovers, small 
buses, dumpers and trailers). Details of production in recent years 
are not available, though it is thought that the plant is operating 
at less than half its full capacity, largely because of the limited 
foreign exchange available to purchase kits. The plant is heavily 
dependent on imported inputs: in the mid-1980s only 12 per cent the 
total cost of materials was purchased locally. The plant also 
employs a small number of expatriate managers and technical staff. 

A tractor assembly plant at Nazareth \100 km from Addis Ababa) 
was completed in 1984 with assistance from the USSR. As initially 
conceived, the plant was to develop in three phases: in Phase I, 
the plant assembles 1, 000 80 HP tractors per year from SKD 
(semi-knocked down) kits; in Phase II, production would diversify 
to include 200 combine harvesters and 600 trailers, while the plant 
would also produce 5,580 implements and 2,210 tonnes of production 
and spare parts: by the time the plant reached Ph~se III it wculd 
be most of the parts needed for assembly operations and production 
would reach 3, 000 tractors and 4 oo combines per year. Progress 
towards these targets has been slow. Production reached 833 
tractors in FY1986 but then slumped to only 100 tractors in FY1988 
and production has yet to diversify. 



43 

Part of the problem appears to be the cost of imported parts, 
but the factory has also had difficulties selling its products. In 
April 1989, 300 tractors were waiting for sale at the factory, this 
amounted to 17 per cent of total production over the first five 
years of operation. The tractors were designed for use in the 
cooperative sector - the state farms use imported high-powered 120 
HP tractors - where levels of mechanisation are still extremely 
low. Cooperatives may borrow from the Agricultural and Industrial 
Development Bank (AIDB; see Section 4. 2) but the funds and the 
cooperatives capacity to pay back loans are limited. Furthermore, 
~he distribution of tractors is in the hands of the Agricultural 
Equipment and Services corporation (AESC), which is under the 
authority of the Ministry of State Farms and was established to 
provide equipment and centralised repair services to the 
large-scale mechanised agricultural sectcr. It has no links with 
the cooperative sector and its administrative machinery is ill 
suited to meeting their needs. As a result the coordination 
between the production and distribution of Nazareth tractors is 
poor. 

While the MOI plans to go ahead with the expansion of 
production facilities at Nazareth, investing a further Birr822 
million in the factory, the present distribution system would be 
better suited to the development of production facilities for 
high-powered tractors for the state farm sector. A project along 
these lines has been included in the FYSP plan but it appears to be 
at a relatively early stage of formulation. 

An area of development which the MOI is currently 
investigating is the production of low cost vehicles. There is an 
acute shortage of transport equipment in Ethiopia (see Section 
5.5), aggravated by dependence on imported vehicles and spare parts 
which are major drain on the country's foreign exchange earnings: 
in 1986/87 the total cost of imported road vehicles was Birr339 
million (a large part of which was funded by international 
assistance). In order to reduce dependence on imports and prov:i.de 
a means of transport financially accessible to much of the 
population, a UNIDO financed feasibility study recommended that 
government establish a plant producing 12,500 bicycles, 5,000 125 
cc motorcycles, 4,000 animal carts, 1,000 bi~ycle trailers and 
1,250 motorcycle load carrying attachments each year. About 60 per 
cent of the inputs would be imported. Productiqn would initially be 
an assembly operation but after three or four years the feasibility 
study argues, most of parts could be produced within the plant or 
by ancillary contractors. A project along these lines has been 
included in the indicative list of projects for the FYDP (FY1990-
FY1994). Though it is still only at the pre-feasibility study 
stage, the MOI of industry appears to have substantially increased 
the intended scale of the plant, indicating that the planned total 
investment would be Birr32.9 million and the production capacity 
would be 35,000 bicycles and 23,000 bicycles. A similar project 
currently at the tendering and contracting stage, is the production 
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of vehicle trailers and tippers. This plant, to be built in Addis 
Ababa, will have a capacity of 2,800 items per year. 

The first machinery production unit established was the Akaki 
Pump Factory, which began operations in 1987. Technical 
assistance, equipment, raw materials (pig iron), and the designs of 
hand and centrifugal pumps were provided by the government of PDR 
Korea. Castings are produced and assembled within the plant though 
the electrical motors are imported. By April 1989 the plant had 
produced 200 centrifugal pumps. During the FYDP, the plant will be 
expanded and output is expected to reach 1,500 centrifugal pumps 
and 3,000 pumps per year when it attains full capacity. UNIDO is 
providing assistance in the design of a new type of hand pump to 
suite to local needs. Since most of the wells in Ethiopia are deep 
there would be a market for submersible pumps, though there are no 
plans to develop such a product in the near future. 

An important development within the engineering sector in 
recent years was the opening of the Akaki Spare Parts Factory in 
1989. Built as a turn-key project by FATA Spa with a loan from the 
government of Italy, at a cost of Birr180 million, the plant is 
equipped with a foundry, forge, heat treatment plant and tool room. 
It will produce 3,500 spare parts per year for enterprises under 
MCI supervision. Most of these will be produced to order and so 
will demand the developroent of design and precision tooling skills. 
Technical assistance will be needed in these fields for some time 
to come. The plant will also produce 600, 000 hand tools (a similar 
range to those formerly produced at the Kotebe Metal Tools Factory) 
and 1. 5 million pieces of cutlery per year. This element of 
production will build on existing metal-working skills. Total 
employment is expected to reach 650 workers. 

A number of other engineering projects have been included in 
the MCI's indicative project list for the FYDP (FY1990-FY1994). 
Notable among these are an central engineering workshop (see 
above); an automotive spare parts foundry, forge and toolshop; and 
diesel engine manufacturing plant. Other projects at the 
pre-feasibility stage include: manufacture of sewing machines, 
mini-hydro plants, two-wheeled tractors and simple industrial 
machinery such as concrete mixers. 

In view of the planned development of the engineering sector, 
the MOI intends to establish an Engineering Design and Tool Centre 
(EDTC) in Addis Ababa. This institution will help develop product 
and equipment designs and prototypes which can be manufactured 
locally as well as adapting imported equipment. The Tool Centre 
will provide training for staff in the production of tools, dies, 
jigs, fixtures and moulds used in Ethiopian industry. UNIDO will 
provide technical assistance (DP/ETH/83/024/0/01/37). 

At present there is no electronics industry in Ethiopia. The 
MOI of industry considers that this is an area which might be 
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developed in the future through the installation of assembly 
operations. It is currently promoting finance for an electronics 
complex, with a planned capacity of 300,000 radio, 20,000 black and 
white and 5,000 colour ~elevisions per year. Feasibility studies 
are being prepared for a factory manufacturing electrical 
appliances (unspecified) and an electrical machinery plant, which 
would produce motors and transformers. The total investment cost 
for these projects would be around Birr164 million. Since there no 
skilled labour available in this field, thes~ projects would have 
to be implemented within the framework of a joint-venture with a 
foreign partner. Another assembly operation - the production of 
electric bulbs, in a plant with a capacity of 120 million pieces 
per year - has yet to secure foreign financing. 
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4. STRATEGIES, INSTITUTIONS AND POLICIES FOR INDUSTRIAL DEVELOPMENT 

4.1 Development strategy 

The planning framework 

The first steps towards the development of a central planning 
framework were taken in October 1978 with the establishment of the 
Central Planning Supreme Council and the launch of a National 
Revolutionary Development Campaign for 1978/79. Thereafter 
Development Campaigns (called zemechas) were organised on an annual 
basis. Al though they announced ambitious targets for national 
development, implementation was handicapped by the absence of a 
comprehensive inventory of national resources and adequate 
co-ordinating mechanisms. The Office of the National Committee for 
Central Planning (ONCCP), reporting to the Council of Ministers, 
was established in 1984 to overcome these problems and in the same 
year the government adopted a long-term planning perspective with 
publication of its Ten Year Perspective Plan (TYPP) covering the 
period FY1984 to FY1993. The plan comprises a macro-economic 
framework, a Public Investment Programme (PIP), an indicative 
portfolio of projects and production targets defined in 
quantitative and financial terms. Flexibility is achieved by the 
division of the TYPP into shorter planning periods (one two year 
plan (FY1985-FY86), a three year plan (TYDP, FY1987-FY89) and a 
five year plan (FYDP, FY1990-FY94), each subdivided into annual 
plans) in which the goals and specified targets for investment and 
production are revised in line with the changing macro-economic 
situation. the progress of projects implemented under the plan and 
performanc& indicators submitted by each Ministry. 

The broad objectives of the TYPP are: 

a. 

b. 

c. 

d. 

e. 

f. 

g. 

h. 

Gradually improving the material and cultural 
well-being of the people; 
Accelerating economic growth through the 
expansion of the country• s productive 
capacity; 
Ensuring structurally balanced development of 
the national economy by expanding domestic 
resource based industries; 
Conserving, exploring, developing and 
exploiting rationally the country's natural 
reaources; 
Expanding and strengthening socialist 
relations of production; 
Raising the level of education and skills of 
the people; 
Laying down the basis for the development of 
a national scientific and technological 
capability; 
Gradually eliminating unemployment; 
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Alleviating social problems through the 
gradual es~ablishment of a national welfare 
scheme; 
Ensuring balanced and proportional 
development of all regions of the ~ountry. 

These objectives were reassessed after the drought of 1984-85 
and three priorities not specifically mentioned in the TYPP 
document were listed in the TYDP published in 1986: 

a. 
b. 

c. 

Increased production of food crops: 
Increased foreign exchange earnings and 
diversified exports: 
Combating drought. 

The TYDP is more sper.ific than the TYPP in terms of its 
objectives. It seeks to address the economy's immediate problems 
rather than long-term development goals. Food production is the 
clear priority, followed by the production of export products to 
address Ethiopia's chronic balance of payments deficit and thirdly 
employment generation. The plan also stresses the importance of 
improved management and organisation. These p=iorities have been 
reiterated in the FYDP (FY1990-FY1994: announced in 1989), though 
greater stress has been given to the promotion of exports in the 
industrial and agricultural sectors and employment generation. 
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T.t>le 4. 1: Distribution of actual Md l!l.nned investment ~ 
sector 1 FY1979 to FY1989 
(Percent~ shares) 

Actual Actual Actual Pl.med 
sector Md Slb-sec:tor 1979-81 1982-M 1985-86 1987-89 

ProclJctive sectors 52.7 70.3 69.2 61.5 
Agriculture & settle.ent 32.9 32.6 32.2 21.1 
Ninil"ll, electricity & power 9.5 18.2 21.2 15.7 
water resources 6.4 5.9 7.3 5.8 
...,_,,ecturing 3.9 13.6 8.5 12.0 

Service sector )1.7 17.0 17.1 25.2 
c-rce & touri• 0.7 1.2 0.3 3.3 
Tr.nsport & c-.tications 30.a 15.6 16.2 20.7 
Fins1Ci•l -.encies 0.1 0.1 0.6 1.2 

Soci•l services 14.0 10.3 11.2 12.0 
Ecb:ation & culture 6.2 4.4 3.6 2.3 
Pmlic lletil th l.5 2.7 1.9 2.0 
ec-.iity services 4.3 3.2 5.7 7.7 

Others 1.6 2.4 2.6 1.2 

Tot•l investment (Birr 111) 1,330 2,887 2,051 11,215 
Aver~ ...,.l investment 
(8 irr •ill ion> 443 962 1,026 3,762 

~: l•ti-l '-*· Amal •!C!Ott. V•rious Issues; OICCP, 
Three Ye•r Dnelze?t Pl.n <FY1987 to FY1989>, 
Nriv~~ 1986. 
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The distribution of investment reflects the priority given to 
the expansion of production (Table 4.1). The productive sectors 
rec~ived over 60 per cent of planned investment in the TYPP and 
TYDP and a similar proportion of actual investment in the period 
FY1979-FY86. Agriculture, the corner-stone of the economy, has 
received the largest share with 32 per cent of actual investment in 
the FY1979-FY86 period. Other important areas of investment are 
road construction (14 per cent), mining and energy (principally the 
latter, 17 per cent) and manufacturing (9 per cent) • All the 
social services combined, by contrast, received only 11 per cent of 
investment realised in FY1979-FY86. This pattern of investment is 
not expected to change significantly under the FYDP 
(FY1990-FY1994). 

Following the decision of the Central Committee of the 
Worker's Party of Ethiopia to reorientate the economy along the 
lines of market principles, the economic structures und~rlyi~g the 
FYDP will be demolished. Under these circumstances, th~ validity 
of the FYDP as a planni~g tool must be doubted. Greater emphasis 
has been given to private sector investment throughout the economy. 
This will entail a reduction in public sector resources, as t!1e 
banking sector allocates a greater proportion of its funds to 
private sector activities. It also undermines the rational for 
substantial public sector investment in the productive sectors. 
Nevertheles, public sector investment will continue to play an 
important role in Ethiopia's economic development. The key area 
for public sector investment will be - as they have been in the 
past - infrastructural development in transport and communications, 
t--···::~. ···~·.:-::--':::, .-:~:':"·:~'-·· -- ':-:-+-:~•:,~-,~· ;'!"!irr::i~ion ~nrJ 

forestry) and industry (where large-scale projects beyona t.ne 
capacity of private sector investors are envisaged). Many of the 
projects identified in the FYDP will remain priorities and so the 
plan will not be scrapped altogether. However, a major revision of 
the Development Plan, r~flecting the changes to the policy 
environment, will have to be prepared in the near future. 

Industrial development strategies 

Even though Ethiopia adopted a socialist, centrally planned 
economic framework in 1975, when all large-scale enterprises were 
brought under state ownership, there was no long-term development 
strategy for the industrial sector until the Ten Year Perspective 
Plan (FY1984-FY1993) was implemented in 1984. The priority in the 
years up to 1984 was to incr~ase the supply of manufactured 
consumer goods in particular. Ambitious production targets were set 
in consecutive national development campaigns (~emechas) and these 
were achieved by improving capacity utilisation rates and labour 
productivity in existing large and n1edium-scale industrial plants. 
At the same time, the Ministry of Industry implemented 43 
development projects, expanding existing plants and constructing 
new factories. Most of these projects were in the field of import 
substitution, aimed at satisfying basic needs and widening the 
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range of domestically produced consumer goods, particularly in the 
production of foodstuffs, beverages and textiles. A few projects 
sought to provide inputs to the agricultural and construction 
sectors. On the other hand, investment basic industries (metals, 
engineering and chemicals) was negligible. Moreover, little 
attention was given to sectoral planning. Instead, investments were 
identified on an project by project basis - using such criteria as 
identifiable shortages and the avail~bility of domestic resources -
assessed on their indivi~ual merits and implemented as and when 

funding was made available. During this period little was done to 
integrate small-scale private sectc~ manufacturing enterprises into 
the overall industrial structure. 

By the early 1980s, the shortcoMings of short-term planning 
for industrial development had become apparent: import dependence, 
limited linkages within the industrial sector, inefficiencies in 
the distribution of domestic resources and minimal exports of 
manufactured goods. The TYPP (FY1984-FY1993) sought address these 
problems by pro~~ding a tighter planning framework for the 
industrial sector which would, in the long term, create a better 
integrated industrial structure, with export potential while 
continuing to increase production of consumer goods. These 
objectives were clearly stated: 

a. 

b. 

~. 

d. 

e. 
f. 

CJ• 

To increase production of essential consumer 
goods; 
To promote and strengthen handicrafts and 
small-scale industries; 
T~ !~crease nroduction of equipment and 
Sf-ilr~-par~~ reqY. ..... .i: . .-t,;~ i-~- t- .... ..... .:: ..... ...; :.~..:.;~j, "-'.J. :..~ .. ~ 

agricultural, transport and construction 
sector; 
To give emphasis to the establishment and 
expansion of industries producing metals, 
chemicals and non-metallic mineral products, 
required for laying the groundwork for the 
expansion of heavy industries; 
To earn and save foreign currency; 
To create job opportunities at different 
levels by promoting more basic labour 
intensive industries; and 
To attain, as much as possible, balanced 
regional distribution· of industrial 
development. 

Although the production of essential consumer was identified 
as the priority, to reduce pressing shortages of many essential 
items, the most striking feature of the investment and production 
targets embodied in the TYPP was the government's determination to 
diversify Ethiopia's industrial structure. The plan envisaged 
rapid expansion of basic industries (chemical and metal products in 
particular), as a means of strengthening linkages within the 
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industrial sector (Table 4.2). Only limited progress towards this 
goal had been achieved by 1988. 
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T.t>le 4.2: Plenned Md actual Md il'WHtment Md prcxb:tion. selected mrs 
(Percent share) 

l!'WHtment Gross ProclJetion Value 
Actual Plenned Actual ActUlll Plenned Actual 

I ranch 1975·84 1984·94 1985-aa.J 1984 1994 19Ma/ 

Food 37.3 25.0 10. 1 26.6 17.9 20.2 
tewr-ves 29.0 3.5 2. 1 14.0 6.6 20.0 
Tobecco 1.2 0.6 .5 4.7 3.5 6.8 
Textiles 26.5 14.7 34.3 23.0 13.3 21.7 
Leather & shoes 1.1 5.3 1.4 a.a a.9 9.3 
WOOd & proclJets 2.0 0.0 1.4 1.6 0.6 
Pmper & printing 11.2 0.5 ~-1 2.3 4.2 
Chai ca ls 1.4 o.a 1.5 2.4 25.5 7.5 
1on-11etall ic 3.0 22.2 1.>.7 10. 1 9.2 3.4 
Metal proclJets 0.5 14.7 33. 1 6.3 11.2 6.2 

a/ llinistry of lncistry 514Jervised enterprises only. 

Source: OICCP, Ten Ye:;r Perspective Plan (1984-1994>, 1984; llinistry of lrd.atry, 
Bulletin, vari- issues. 

Statistical 
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As in the late 1970s and early 1980s, the government's 
industrial development strategy emphasised measures to increase 
production using existing capacity. Higher rates of capacity 
utilisation and labour productivity were to be achieved by 
improvements in training and the introduction of incentive schemes; 
strengthening of rapair and maintenance services; improvements in 
quality control; and the development of design, engineering and 
research capabilities to choose appropriate technologies. 

Nevertheless, investment in the industrial sector was expected 
to increase substantially. Most of this investment was earmarked 
for a small number of large projects - thirteen projects would 
absorb 53.2 per cent of total investment in industry over the ten 
year period, both in the traditional areas of industrial activity 
(textiles, beverages, and food processing) and basic industries. 
Direct foreign investment, particularly in export oriented 
industries and those using complex technologies, was to be 
encouraged through the Joint Venture Proclamation of 1983. 

Efforts would be made reduce import dependence through more 
efficient handling of imported goods, the introduction of 
procurement services and import substitution wherever possible. 
The pla~ned structu~al change within the industrial sector would, 
it was hoped, ensure that the industrial sector would make greater 
use of domestic resources, basic industries would supply a larger 
proportion of intermediate goods and the continued expansion of 
consumer oriented industries would ensure further import 
substitution of finished goods. Meanwhile, manufactured exports 
were expected to increase by almost 300 per cent by the end of the 
plan period. Much of this increase would come from increased 
exports of leather, food products and textiles, though the 
government hoped to diversify manufactured exports by investment in 
plants producing specifically, or in large part, for the export 
market. 

Small-scale industry was to be encouraged by the promotion of 
cooperatives and HASIDA's activities as a specialist arm of the 
MOI. Centralisation of resource allocation and licensing would 
enable the Ministry to fully integrate small-scale industry with 
the public sector enterprises. 

Both the objectives and strategies of th~ TYPP were carried 
over to TYDP (FY1987-FY1989) and FYDP (FY1990-FY1994), though the 
emphasis changed somewhat towards the promotion of exports and 
employment generation. Although satisfaction of the population's 
basic needs remains the priority, the expansion of manufactured 
exports has become a necessity if the government is to alleviate 
the acute foreign exchange shortage induced by a sharp decline in 
earnings from coffee and rapidly growing debt servicing 
obligations. This is to be achieved by the increasing the 
allocation of foreign exchange and inputs to exporting enterprises 
and, to a lesser extent, the development of export oriented 
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industries. One option currently under consideration is the 
development of an Export Processing Zone which would attract direct 
foreign investment i~ export oriented industries such as garment 
manufacture. 

Realising that large-scale public sector industrial projects 
had made a limited contribution to employment generation in urban 
areas, where unemployment is increasing steadily (see Section 5.1), 
the government introduced institutional reforms and a package of 
incentives to increase private sector invest~ent. Greater freedom 
was to be given to entrepreneurs to identify and implement 
projects. In the plan, however, the private sector was to operate 
within a central planning framework. Most of its inputs and all 
foreign exchange were to be allocated by the government. 

It is unclear whether the TYPP can still be regarded as a 
valid planning tool for the industrial sector following the 
economic reforms proposed at the March 1990 WPE Congress. Industry 
will be one of the key areas for private sector investment and the 
public sector's role in the establishment of new industrial 
enterprises and - possibly - in the management of some existing 
large-scale enterprises will be curtailed. Inevitably this will 
entail some revision of the government's investment programme, to 
reflect changing financial resources and Ministry of Industry 
priorities. Moreover, in the market system, planning is likely to 
assume an indicative role, with prespective directives playing a 
far less important role in both the day-to-day management of the 
industrialo sector and the development of its investment strategy 
than they have i~ the past. Even so, indust::::-ial planr.ing is 
essential if the government is to redress the structural imbalances 
within the industrial sector. 

Within the framework of a market oriented system, the 
government may be able to direct private sector investment towards 
preferred projects by providing detailed feasibility studies. It 
is clear that one of the weaknesses of the private sector at 
present is its inability to develop and implement innovative 
project proposals. The government - which has considerable 
experience in this field - could bring its experience to bear. It 
should not be forgotten, moreover, that the government will 
continue to play a major role in the industrial sector. State owned 
enterprises already dominate the industrial sector and new state 
owned enterprises are planned. While, the emphasis will be on 
profitability, the government may be willing to accept a lower rate 
of return than private sector entrepreneurs that will enable it to 
particpate in branches of the economy unattractive to the private 
sector. The public sector may also work in tandem with private 
capital through the formation of mixed enterprises. The experience 
of the former People's Democratic Republic of Yemen in establishing 
mixed ownership enterprises indicates that government participation 
in a project can attract private capital. This may also be a means 
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by which the government can direct private sector investment into 
key activites. Incentives and hidden subsidies should be eschewed. 

Although plan documents have specified both medium and 
long-term sectoral objectives and strategies, there is little 
evidence that such plans have been formulated at branch level. 
Branch level plans are essential if the industrial sector is to 
develop rationally - by avoiding duplication - and if the sector is 
to take advantage of opportunities for linkage. The priority given 
to large scale projects means that branch level planning is, of 
necessity, a long term exercise. However, recent measures to 
promote small-scale enterprises will mean that project lead-times 
will become significantly shorter in the near future. consequently, 
medium-term branch level plans will become an increasingly 
important planning tool and may provide the means by which the 
government can achieve a rapid evolution of the manufacturing 
sector. Technical assistance could be considered in this field. 
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4.2 ~he institutional framework for industrial development 

Until March 1990, Ethiopia was a centrally planned economy. 
Radical reforms which would transform the economy into a market 
oriented mo•lel have been proposed, some of which have oeen 
introduced. However, in this transitional stage the central 
planning framework remains in place and is likely to do so for some 
time to come as the reform package is introduced on a piece-meal 
basis. 

Under the system in place until March 1990, the distribution 
of resources for investment and production was determined by the 
Office of the National Cc~mittee for Central Planning (ONCCP) on 
the basis of targets agreed between the ONCCP sector departments 
and the executing Ministries. These targets are embodied in the 
country's Ten Year Perspective Plan (TYPP) and medium-term planning 
documents. In many respects the ONCCP operated as a clearing 
house: allocating foreign exchange and other scarce resources to 
public institutions on the basis of sectoral budgets and forecasts 
agreed with executing Ministries. Project implementation was the 
responsibility of the executing Ministry but all projects were 
appraised by ONCCP, which must approve any cha11ge in project 
specifications. The ONCCP also directed the marketing and 
distribution of industrial products by assigning each corpor~tion 
to a distribution agency, following negotiations with the Ministry 
of Domestic Trade, and formerly held overall responsibility for the 
determination of prices (now vested in the Price Studies and Policy 
Institute; see Section 4.3). 

By acting as a co-ordinating agency ONCCP discouraged direct 
contact between Minist~ies and promotes the administrative 
segregation of economic activity between the executing autho~ities. 
This handicapped the formulation of strategies to develop 
inter-sc.ctoral linkages within each Ministry and the ider.tification 
of suitable projects. In the industrial sector this problem was 
aggravated by difficulties of co-ordinating a sectoral development 
strategy where responsibility for industrial enterprises is 
dispersed between severul Ministries. According to a FY1986 Central 
Statistical Authority (CSA) survey, 50 of the 262 Industri31 Public 
Enterprises (IPEs), accounting 28 per cent of MVA, were under the 
supervision of Ministries other than the Ministry of Industry. The 
Ministry of Industry's responsibility for private sector industrial 
enterprises was, moreover, indirect, executed through the 
Handicrafts and Small-Scale Industries Development Auth?rity 
(HASIDA). 

Th~ Ministry of Industry (MOI) supervises the operations of 
eleven industrial Corporations and four share companies, formulates 
industrial development strategy and supervises the implementation 
of industrial projects. The Planning and Programming Department 
within the Ministry's Industrial pevelopment Section identified 
prospective industrial projects on the basis of the sectoral 
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development plan agreed with the ONCCP. branch level surveys, 
recommendations of Corporation management - based on their own 
planning units and recognised shortages of consumer and 
intermediate products. A feasibility study was commissioned by the 
Corporation or MOI and then submitted to the ONCCP project 
assessment department before inclusion in the capital budget, which 
defined the Ministry's annual investment budget ceiling. The MOI 
then selected individual projects on the basis of its investment 
priorities (see Section 4.1) and negotiated financing through the 
Agricultural and Industrial Bank (AIDB) and/or a foreign credit 
source. In those cases where foreign funding was used, the Office 
for the State Committee for Foreign Economic Relations (OSCFBR) 
participated in contract discussions and the contract was approved 
by the State Committee. The Corporation and IPE were directly 
involved in the implementation of the project, tho·1gb ·:.mder the 
close scrutiny of the MOI, ONCCP and OSCFER. Before any change 
could be made to the project specifications the approval all these 
authorities had to be secured. Inevitably, given these cumbersome 
procedures, there were long lead times in project implementation, 
sometimes as long as two years between the application for and 
delivery of equipment. Moreover, the intervention of the ONCCP and 
MOI effectively took the investment decision out of the enterprise 
manager's hands. 

Formerly feasibility studies were undertaken or commissioned 
in-ho~se by the Industrial Projects Service (IPS), but in 1987 !PS 
was transferred to the Development Project Studies Authority 
(DEPSA) . DEPSA acts as an independent consul ting service, reporting 

- , ... - . ., - r 
"""""~---:.- .......... ......., ........ -- ----~····--··;J ......:. .. ~_. ___ ._..,__..._._. ... __......__ ........ - ...... ,.... ----'--··-~--

Ministers but financed by commissions from Corporations, with three 
specialist departments preparing feasibility studies of industrial, 
agricultural and infrastructural projects. It was formed in order 
to streamline the implementation of the government's development 
plan, develop a national feasibility studies and project 
implementation capability and thereby reduce dependence on foreign 
consultants. Thr IPS is most experier.ced department, with a staff 
of thirty, half of whom are engineers and half economists. With 
technical assistance from UNioo!Y the IPS developed a set of 
project evaluation parameters and expanded its capacity to 7-10 
pre-feasibility studies, two sub-sectoral surveys and the 
implementation of two projects per year. Project appraisal includes 
detailed market and technical analyses and economic evaluation 
using border prices and accounting prices for such inputs as labour 
and foreign exchange. While the IPS hopes to expand its capacity to 
13 pre-feasibility studies, four sectoral surveys and the 
implementation of five projects in FY1990, this is well below the 
current demand for such consultancy services and the coverage of 
proposed investment projects is still far from complete. Given the 

16. UNIDO, Assistance to Industrial Projects Service (IPS), 
DP/ETH/83/001. 
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industrial sector's dependence on foreign financing and the 
shortage of investment resources the expansion of the IPS 's 
capacity merits further technical assistance. Of particular 
importance is the enhancement of the IPS's capability in the field 
of project implementation and monitoring, from tender document 
preparation to the supervision of commissioning, trial runs and 
appraisal. 

Under the terms of the "Public Enterprises Proclamation" 
(No.20/1975), the MOI exercises the ownership function over 
Industrial Public Enterprises on behalf of the state. It is 
empowered appoint the general manager of each Corporation, approve 
the Corporation's budget, capital expenditure and work pr~gr~!!?!!!es, 
establish a reserve fund and issue directives to ensure the 
Corporation's proper management. Through its Industrial Operations 
Division, the MOI supervises plant and Corporation activities by 
studying and revising their annual manpower and capital expenditure 
plans, setting productio~ and sales targets, and reviewing 
financial and foreign exchange budgets. It also determines the 
allocation of resources between corporations. Furthermore, the MOI 
defines management procedures, participates in the identification 
of appropriate product prices and marketing channels, and 
determines the product mix and apecifications. The Corporations 
regard the degree of control exercised by the MOI as incompatible 
with the management autonomy accorded by Proclamation No.20/1975 
(see Section 4.3). 

Sin~e 1984, the fifteen regions have been grouped into eight 
planning zones, each of which has a regional planning off ice 
reporting to the National committee for Central Planning. The 
fifteen regions are divided into 102 awrajas which in turn comprise 
586 woredas. Each of these administrative units has a Development 
Council with an executive committee including representatives from 
the Ministries of Agriculture, Commerce and Industry. While the 
regional, awraja and woreda planning bodies provide information to 
higher plannning institutions to assist in the formulation of 
national policies, the flow of policy and the framework for action 
is top-down, based on directives that filter through the planning 
structure from the National Committee. Consequently, there is 
little regional autonomy in the planning process, even though both 
regional and district planning authorities prepare their own plans. 
Within this planning structure, the requirements of regional 
development are inevitably subordinated to the interests of 
national development. 

The Ministry of Industry• s efforts to disperse industrial 
activity have been ad hoc: regional planning was simply a matter of 
industrial location - the location of projects selected on the 
basis of national development criteria - little attention was 
given to development of a regional economy. There has been a 
tendency for the MOI to give undue weight to economies of scale in 
its search for efficiency, by developing large-scale projects 
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catering for a national market rather than small-scale enterprises 
catering for discrete regional markets. This has ignored the 
extremely high costs of distribution and the logistical problems 
caused by Ethiopia's poo~ transport system. Projects that could be 
based in rural areas were favoured but little consideration was 
given to the opportunities for local linkages and the development 
of an integrated economic structure. The Corporations• reluctance 
to sub-contract to small-scale private sector enterprises and the 
preference for internal, vertical linkages has meant that 
intermediate goods are frequently transported a great cost from the 
main industrial centres to distant provinces. 

Small-scale private sector investors may be able to take 
advanatge of the dislocation of the national economy by 
establishing enterprises that do cater for regional markets. This 
is particularly true of light-consumer industries. Under a market 
system, therefore, a greater dispersion of industrial activity may 
be expected. This will not necessarily correspond to regional 
development, since the industrial structure is likely to remain 
truncated. Development of a broader industrial base in Ethiopia's 
regions will still depend on government intervention, either 
through the establishment of public sector ebnterprises or 
indicative planning. 

Since 1987, overall authority for standardisation and 
metroloqy has been vested in the Ethiopian Authority for Standards 
(EAS) which reports directly to the Council of Ministers. In 
addition all of the Corporations have quality control departments, 
supervised by the quality control service within the MOI, and 
export products are quality checked by the Ministry of Foreign 
Trade. The implementation of standards and systematic quality 
control has already brought benefits such as the withdrawal of 
dangerous products from the market, an increase in the price of 
exported hides and skins and the introduction of price 
differentials for different quality metal products. However, the 
coverage remains incomplete. EAS has issued only 389 mandatory 
standards and the MOI supervises 281 standards of its own which 
will soon become statutory. There remains considerable room for 
improvement in the procedures of quality control of raw materials, 
intermediate and finished goods at plP.nt level. This will demand 
the preparation of new standards, additional metrological 
facilities and the technical assistance. 

The Handicrafts and Small-Scale Industry Development Agency 
(HASIDA} was established in 1977 as an autonomous agency under the 
MOI, to promote, support and co-ordinate the development of private 
sector handicrafts and small-scale industries in Ethiopia. One of 
HASIDA's principal functions is to licence new SSI projects. It 
also allocates foreign exchange on behalf of the National Bank of 
Ethiopia and provides letters of authorization for SSiz:> to purchase 
scarce raw materials from the state distribution agencies at 
controlled prices. These functions give the agency considerable 
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authority and ensure that it is in regular contact with aost of the 
enterprises under its supervision. 

Besides its supervisory and co-ordinating roles, HASIDA 
provides suppon services to SSis. The Ethiopian Handicrafts Centre 
(EHC), employing 214 persons in 1988, comprises several traditional 
handicraft workshops (manufacturing carpets, garments, jewellery, 
weaving, bamboo, silkscreen prints and textile dying) which provide 
training, demonst~ations and manufacture prototypes besides 
producing handicrafts for the export market. Efforts have also been 
made to upgrade production and managerial techniques in the 
"modern" sector. 

A Technical and Engineering Extension Department (TEED) 
provides support services in the fields of training plant design, 
equipment selection, the design and production of tools and spare 
parts. TEED operates a foundry, a metal workshop and a wood 
workshop manufacturing tools and spare parts, repairing machinery 
and providing short training courses for SSis and cooperatives (see 
below). In 1987 TEED trained 54 persons and provided in-plant 
consultancy services at 22 SSis. Training is also provided by eight 
mobile workshops which tour rural areas. HASIDA plans to expand 
these service·;. though, notwithstanding assistance from UNIOO!ll, 
their development is still constrained by a shortage of personnel 
and equipment. Management train~"."lg is still rudimentary. An 
Industrial Promotion Department (IPD) was established in 1987. I~ 
has set up a number of short courses in book-keeping and 
management, produced some manuals and provided limited consultancy 
services but the number of staff available is quite inadequate for 
the massive task of providing basic managerial skills to a largely 
unskilled audience. Given the limited formal training of private 
sector entrepreneurs and technicians the expansion of these support 
services should be encouraged. 

In line with government policy to promote the collective 
ownership of the means of production, HASIDA encourages artisans 
and workers in SSis to join cooperatives. These institutions are 
regarded as an efficient method of channelling support services, a 
means of promo+;ing new relations of production and improving 
productivity through the bulk purchase of materials, the upgrading 
of production technology and a stronger market position enjoyed 
through association. They are seen as the principal tool for the 
transformation and development of SSis. Cooperatives are 
co-ordinated and supervisec by HASIDA's Cooperative Promotion 
Department, which helps cooperatives develop standardised 
managerial procedures and provides free consultancy and auditing 
services. 

17. UNIDO, Handicraft and Small-Seals Industry Development, 
DP/ETH/77/018 and Handicraft and Small-Scale Industry Development 
(Phase II), DP/ETH/83/012. 
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Cooperatives usually have priority over unorganised SSI • s when 
HASIDA allocates raw materials (virtually all HASIDA's allocation 
of cloth, for example, is distributed to tailoring cooperatives) 
and foreign exchange as well as preferential access to HASIDA's 
support services. They also benefit from tax exemptions and a 
preferential interest of 6 per cent for bank loans. These 
incentives have encouraged the rapid growth in the number of 
cooperatives from 470 in 1978 to 852 in 1987. 

Servi ca cooperatives predominate (Table 4. J) • These associate 
members for the bulk purchase of inputs and access to credit. The 
means of production remain in private hands and levels of 
capitalization are low. Products may be sold collgctively or by the 
individual. Service cooperatives are regarded as a step towards 
the development of producer cooperatives in which the members pool 
their resources - capitalization levels are about four times as 
high as in service cooperatives - and are paid on the basis of the 
quantity and quality of their products. They operate as small 
factories under the direction of an elected manager. Members 
receive dividends from the cooperatives net profits. On average 
profits amount to about 7 per cent of turnover. At present about 40 
cooperatives are in transitional phase, operating as producer 
cooperatives but without formal registration as such. 
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T8bl~ 4.3: lllelbership mnd capital of HrVice mnd procb;ers• 
cooperatives, 1987 

~rvice Coooeratives ProclJcer CoDCJet atives 
capital Cepit•l 

Trade Mo. lllellbers per .mer llo. ....... per~ 
lland:.:rafts 705 31,725 1,27.3 92 4, 192 4,397 
lnclatri11l 41 761. 2,600 14 365 9,357 

Total 746 32,489 1,304 106 4,557 4,794 

SOUrce: Based on Table A·O. 
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Initially, priority was given to the development the rapid 
growth of handicraft cooperatives, building on existing skills. In 
1987 97 per cent of the co-operative members worked in traditional 
fields, 52 per cent in tailoring and 36 per cent in weaving (see 
Table A-0). New products and skills have gradually been introduced 
in order to transform handicrafts into industrial cooperatives. 
Tailoring cooperatives, for instance, have been encouraged to 
produce ready-to-w~ar garments. Cooperatives have been foraed to 
produce mattresses, packaged food and candies. Others have been 
trained and helped to purchase equipaent on a joint-venture basis 
with HASIDA to establish pilot industrial cooperatives for the 
manufacture of sheet metal goods, forged products and textile 
items. For the first few years these cooperatives work under the 
supervision of a HASIDA appointed manager but once the capital has 
been repaid they will function as producer cooperatives. Other 
cooperatives are expected to imitate their methods, thereby 
gradually upgrading the technology and production methods employed 
within the cooperative sector. 

The government's proposed reforms may eliminate the incentives 
accorded to cooperatives as the economy moves towards a aarket 
system. The reforms also provide for a coopertive•s members to 
dissolve their association if they see fit. Under these 
circumstances the cooperative movement may find its membership 
declining in the near future. While cooperatives have had tended 
to disappear in industrialised countries, they have been successful 
in market oriented developing countries where suitable forms of 
association have been devised. Flexibility will be the key to their 
survival. For many small-scale industries cooperatives provide a 
useful means of securing bulk inputs and joint marketing 
strengthens their members' market position. Even though many 
artisans and small-scale businessmen prefer to market their goods 
individually, the benefits of association on the supply side may 
pursuade their members to retain the cooperative structure, albeit 
in revised form. 

The Ethiopian Chamber of Commerce established as an autonomous 
body under the Ministry of Foreign Trade under Proclamation 
No.148/1978, operates as a co-ordinating institution for ten city 
Chambers' of Commerce, with 52,000 members (membership is mandatory 
for all incorporated institutions), and is funded out of 
contributions from their budget. Its actiyities include the 
collation of statistical information sources, dissemination of 
government policies, publication of journals anC trade 
directo1·ies, translation services, contact with chambers abroad, 
participation and organisation of trade fairs, assistance in 
finding export market.;, issuing of the certificate of origin, 
advice on product design, arbitration and the preparation of 
studies on trade constraints. The Chamber, and its regional 
members, also provide half-day training courses in such fields as 
accounting, sales, marketing and administration which are attended 
by 1,000 members annually. Recognising the limited opportunities 
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open to the private sector for managerial training, the Chamber 
plans to strengthen its training capacity in the near future. This 
aay merit technical assistance. 

At present the Chamber has little role in the formulation of 
pclicy, despite its close links with the private sector. The 
Chamber could, however, be developed as feedback channel fro• the 
private sector to the Governaent in the iapleaentation of its 
investllent promotion policies by increasinq the institutions 
participation in policy foraulating co-ittees. Frank discussion of 
the leqislative and institutional constraints on the private sector 
is aore likely within the framework of an autonoaous body than 
through the linited contacts between the private sector 
entrepreneurs and Ministries. 

Financial institutio~s 

Domestic banks provided 22 per cent of the capital for 
investaent in the IPEs in the period FY1984 to FY1988. lfediUJI and 
long tenn credits (not longer than 15 years) for investment in 
aqriculture and industry are provided by the Aqricultural and 
Industrial Developr.tent Bank (AIDB). Although AIDB has been entitled 
to accept deposits from public enterprises since July 1986 it does 
not presently do so. Its loans are largely financed through 
credits from the National Bank of Ethiopia (NBE), though AIDB bas 
also received lines of credit 
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Tmble 4.4: loens Mp oveo by the Asricul tur•l ..t lrd.ntri•l 
Oevelocment by lri sector. 1983 to 1987 

<"ill icm lirr) 

Perunt 
sector 1983 1984 1985 1986 1987 1983-17 

Aericul ture 438.4 509.0 516.4 141.7 400.1 •.a 
lnclatry 15.4 60.3 14.1 25.2 25.2 ~-1 
OtMr 19.1 12.a 0.4 9.2 74.1 5.1 

Tot•l 473.0 582.2 530.9 197.9 499.4 100.0 

~: AIDI. arn.l leport, 1985 ..t 1987. 
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hble 4.5: Asricultural and lrdatrial Dewloment lri loans 
!pp! Oftd by irdatrial branch and scale. FY1986 and FY1987 

Percent Percent 
lranch/scale Mo. Birr•ooo of Mo. of value 

Food 17 39,978.7 ll.3 23.6 
Textiles 7 38,525.5 13.7 22.7 
lHther & sl1oes 6 3,509.9 11.8 2.1 
Fibrewrt 1 1,000.0 2.0 .6 
Printing & paper 2 453.3 3.9 .3 
Chai ails 3 789.0 5.9 .5 
llleta l work 2 694.4 3.9 .4 
WOOd work 2 754.0 3.9 .4 
Others 17 83,911.8 ll.3 49.5 

Total 51 169,626.5 100.0 100.0 

Mediua & large scale 18 162,450.4 35.3 95.8 
S..ll scale 39 7,256.1 76.5 4.3 

~: AIOI, A:n•l Report, 1985 and 1987. 
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from the ADB, EIB and IDA. About 90 per. cent of the loans approved 
by the AIDB in the period 1983-87 were allocated to the 
agricultural sector. Industry's allocation over this period was 
Birr140 million, just 6 per cent of the total (Table 4.5). Within 
the industrial sector the majority of the loans approved have been 
small-scale credits (less than Birr500,000) to cooperatives and 
SSis. A small number of medium and large-scale projects have, 
however, absorbed the majority of the funds. In the period FY1985 
to FY1987, 18 projects were allocated 95 per cent of the credits 
approved and one project, the Lega Dembi Gold Mine, received nearly 
40 per cent of the total. 

While the number and value of loans approved for medium and 
large scale industrial projects is low compared with allocations to 
the agricultural sector, this reflects the limited number of viable 
projects presented as much as a shortage of funds. The Bank does 
not operate a sectoral credit allocation policy. All of the loan 
requests presented by the CorporatiJns through the MOI are accepted 
if the project feasibility study indicates that the investment 
will yield and 10 per cent internal rate of return. Where 
necessary, AIDB will undertake its own financial feasibility study, 
though its capacity for carrying out such assessments is limited. 

Despite AIDB's attempts to weed out unviable projects, the 
bank suffers from a high proportion of unserviced debts. In July 
1989, the accumulated arrears of principal and interest payments 
owed by IPEs amounted to Birr88 million on an outstanding principal 
of Birrl67 million. This situation represents a misallocation of 
resources, threatens the financial viability of the bank and 
impairs its creditworthiness. AIDB has tried to tighten its control 
of credit and enforce repayment, by, for example, refusing to grant 
new loans Corporations supervising plants in arrears, but it has 
little authority over bad creditors. Some of these debts are now 
chronic and will probably have to be written off. One means of 
increasing the AIDB's control over its capital would be to allow it 
to invest in equity as well as grant loans. This would be 
particularly attractive in the case of joint ventures. stricter 
financial guidelines for both the bank and IPEs could also be 
considered. 

The massive borrowing and poor debt servicing record of IPEs 
has not significantly impaired their access to credit since their 
applications are backed by the Ministry of Industry. However, it 
does threaten to crowd-out SS Is. Nevertheless, the immediate 
restriction on disbursements to SSis is institutional. The majority 
of SSI and co-operative projects are self-financed but 176 SSis 
applied for AIDB loans in FY1987, 100 in FY1988 and 110 in FY1989. 
Loans were approved for less than 15 per cent of the applicants. 
AIDB accepts applications for loans based on crude outlines of a 
project proposal and documents proving that the applicant holds 
fixed asses valued at 25 per cent of the loan as collateral. It 
then undertakes detailed feasibility studies of the projact, free 
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of charge. Owing to the limited capacity of the project assessment 
department in the head office (eight staff) and five regional 
offices (five other offices send applications to the head office), 
applicants face considerable delays before a loan can be granted. 
AIDB hopes to increase the number of staff carrying out feasibility 
studies and simplify the procedures so that the nwnber of project 
studies can be increased. This will require technical assistance. 
AIDB has also encouraged applicants to use a small but growing 
nwnber of private consultants. 

About 60 per cent of SSI borrowers default frequently and 
approximately 10 per cent are ref erred to the banks legal 
department - a marked constrast to the generous treatment of public 
sector defaulters. Bank staff try to diagnose and resolve the 
operational difficulties of borrowers through site visits and 
informal consultancy services. This places a heavy demand on its 
manpower. Ultimately the SSI department within AIDB will only be 
able to fulfil its role as a banking institution if it restricts 
its services to project assessment. Other services could better 
provided by support institutions within HASIDA. 

Short term credits for working capital are provided by the 
Commercial Bank of Ethiopia (CBE). The ~BE finances its loan 
portfolio from demand, savings and time deposits. over half the 
outstanding short term credit is allocated to the foreign and 
domestic trade sectors (Table 4.0). Industry's share is relatively 
small (12.6 per cent) and remained relatively stable over the five 
years to FY1988. 

Liquidity constraints in the public sector - resulting from 
losses and the appropriation of all but 5 per cent of the operating 
surplus by the Ministry of Finances - compel the corporations to 
rely heavily on short-term financing for their working capital. The 
ratio of short term loans to long term loans from domestic banks 
(as indicated by the consolidated balance sheets of all MOI 
corporations) has increased from 1.4 in FY1984 to 1.8 in FY1987 and 
2.2 in FY1989. CBE provides these credits either as term loans 
which are repaid by instalments or as an overdraft facility which 
is repaid as a lump sum at the end of the year. Interest is 
charged on both types of loan at the same rate. In practice, both 
the corporations and the CBE regard overdrafts as credits which 
will not be redeemed or serviced. Although the.CBE is reluctant to 
extend credit to loss making enterprises and the application 
procedure requires both Corporation and MOI approval, the total 
value of outstanding short term credits has grown steadily (Table 
4. 6). 
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Tmle 4.6: Sectoral distribution of outstandi!]I C~ial lri of 
Ethi!!l!ia credit, 1983 and 19U 

(Mill ion Birr> 

Percent 
19&3 19U change 

Sector/branch Birr Percent lirr Percent 19fl.3-aa 

Agriculture 44.9 4.6 71.6 5.5 59.5 
lrdatry 122.4 12.6 164.0 12.6 34.0 
• Food & beverage (19.6> (16.0> (23.8) (14.5) 21.4 
- Building .. terials (8.8) (7.2) <24.8) (15.1) 181.8 
- leether & shoes (24.0) (19.6) (6.7) (4.1) -n.1 
- Printing & pmper (14.8) (12.0) (5.8) (3.5) -60.8 
- Textiles (24.4) (19.9) <39.3) (24.0) 61.1 
- Others <30.8> <25.2) (63.6) (38.8) 106.5 
Domestic trede 187.9 19.3 247.4 19.0 31.7 
Foreign trede 390.Z 40.1 486.0 37.3 24.6 
Others 227.3 23.4 m.2 25.6 46.6 

Total 9n.1 100.0 1,302.2 100.0 33.9 

~: c-rcial 8anlc of Ethiopia, Annual Reports, vari- issues. 
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The private sector is even more dependent on short-term credit 
than the Corporations. About two thirds of the loans for industrial 
projects disbursed by the CBE are granted to the public sector and 
one third to the private sector and individuals (Table 4.7). In 
FY1985 the ratio of CBE to AIDB disbursements to private industry 
was 10.3:1. Although this fell to 4.3:1 in FY1987, largely because 
of a decline in the value of CBE disbursements, it indicates 
considerable over-dependence on short term finance. This situation 
arises because short term credit from the CBE is more accessible 
than longer term credit from the AIDB. CBE loans are smaller -
covering working capital or replacement costs - than those 
advanced by AIDB. The bank management examines only the assets and 
liquidity position of an enterprise, which is usually a depositor, 
before granting a loan. It does not demand a full feasibility 
study. 
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Table 4.7: C011111ercial Bank of Ethiopia loan disbursemmts to 
inciJstrial enterprises by ownership. FT1983 to FT1988 

CMil lion Birr) 

Ownership 1983 1984 1985 1986 

Percent 
Percent change 

1988 1983-88 1983-88 

Public enterprise 
Cooperative<i 
Private 

Total 

45.2 
.3 

25.1 

70.7 

42.0 
.3 

26.7 

69.0 

44.7 
.2 

23.0 

67.9 

37.4 
.4 

18.2 

56.0 

29.4 
1.2 

15.6 

46.2 

64.1 
.8 

35.1 

100.0 

~: Commercial Bank of Ethiopia, Annual Reports, various issues. 

-35.0 
300.0 
-37.8 

-33.9 
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One of the main problems facing the banking system is the 
growth of non- servicing short term loans. This threatens to crowd 
out profitable Enterprises by depriving the CBE of funds, a 
situation aggravated by the transfer of funds from the CBE to the 
NBE to finance the central government deficit (CBE's credit:deposit 
ratio has fallen from 0.59 in FY1982 to 0.36 in FY1988). There has 
been a 34 per cent decline in the annual value of disbursements to 
the industrial sector over the period FY1983 to FY1988 and this 
trend is likely to accelerate in the near future. 

Interest rate policy has tended to be inflexible, with 
infrequent adjustments to take account of inflation. Where 
interest rates have been adjusted these have tended to favour 
creditors rather than depositors. Over the 1908s as a whole 
interest rates have barely kept pace with inflation. Inevtiably 
this has discouraged saving. A balance must be kept in which 
interest rates realistically reflect the demand and s~pply of money 
if saving is to be encouraged and resources are to be allocated 
efficiently. 

Differential interest rates are applied to encourage 
investment in priority areas and projects under collective 
ownership. Since July 1986, when interest rates were reduced 
across the board to promote investment, borrowers investing in 
agricultural projects or importing agricultural inputs have been 
the most favoured with rates of 5, 6 and 7 per cent for 
cooperatives, state and private enterprises respectively. The 
prevailing interest for private sector commercial borrowing was set 
at 9 per cent (9.5 per cent for domestic trade and importing, but 
8 per cent for transport and communications and 6 per cent for 
exporters). Private sector investments in industry are subject to 
the full commercial rate while public sector corporations benefit 
from a rate 8 per cent and cooperatives pay 6 per cent on loans for 
equipment and 4.5 per cent on loans for construction. 

Plants that export more than 70 per cent of their output and 
are borrowing money to finance production of export goods may also 
benefit from a preferential rate of 6 per cent. Currently, the only 
enterprises borrowing at the exporters' interest rate are tanner.i.es 
but there are plans to relax the definition of exporter and 
streamline the application procedure to facilitate access to 
working capital for other companies. 

As part of the package of incentives to promote private sector 
investment the go\' i::l·nment intends to bring the interest rate 
charged to private sector investors into line with the public 
sector rate. This may involve a complete overhaul of the structure 
of interest rates. Ideally, a unified base rate should be appli 1!d 
to eliminate the distorting effect of implicit sectoral subsidies. 

At present, potential sources of capital outside the banking 
system are not available to the industrial sector. Neither the 
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Ethiopian Insurance Corporation (EIC) or the Pension and Social 
Security Authority (PSSA) invest in stocks or bonds. Their assets 
are deposited with the CBE and the Housing and Savings Bank (HSB). 
Recent initiatives in the field of joint ventures and domestic 
investment in small-scale enterprises may be an opportunity for 
them to diversify their portfolios. Under the terms of Special 
Decree No.17/90, which permits the establishment of share 
companies, this may now be possible. Institutional investment by 
banking and other financial institutions would give a much needed 
capital injection to the industrial sector. This may also be 
desirable from a managerial point of view since financial 
institutions will be able to exert pressure on enterprise 
management - particularly in the public sector - to tighten up 
management practices. However, there may be some resistance to this 
form of investment on the part of the National Bank of Ethiopia 
which has, in the past, used savings mobilised by banks and other 
financial institutions to finance central government budget 
deficits. 

In the absence of an established stock-market and public 
recognition of this form of saving, it may prove diffic11lt to 
mobilise private-sector savings through flotations and share 
issues. However, share issues have proved an effective means of 
raising capital for mixed-sector enterprises in the former People's 
Demcratic Republic of Yemen. These issues have been preceeded by 
careful advertising and the value of the stock has been tailored to 
fit the pocket of the targetted market, migrant workers. Where the 
face value of the stock has been too high, issues have failed. 
Some compromise has to be reached between minimising the 
administrative costs of a share issue and maximising the capital 
raised by a flotation. Public interest in stocks and bonds will 
also reflect potential dividends rather than capital growth since, 
if the primary market is thin the secondary market will be thiner 
still. In order to attract investors, companies may be forced to 
offer a dividend guarentee. Banking institutions, the obvious 
intermediary, will need technical assistance if they are to manage 
flotations and share issues effectively. Furthermore, since public 
confidence is essential if this form of saving is to expanded, a 
"watch-dog" instituion should be established to protect the 
interests of investors. Special Decree No.17/90 announced the 
formation of an Investment Committee, chaired by one of the Deputy
Prime Ministers, which could fulfill this role. 

Although Special Decree No.17/90 did not rule out the 
establishment of private sector banking institutions, it did state 
that such institutions would have to be approved by the Council of 
Ministers. Obviously, banking institutions should be subject to 
close scrutiny, exercised on a day-to-day level by the National 
Bank of Ethiopia. However, the development of private sector banks 
should be considered in the near future. Properly regulated, such 
institutions may be able to expand the network of bank branches 
into rural areas, thereby mobilising additional savings. They may 
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als~ be able to provide specialist services 
inadequately catered for by the existing 
particularlyy in the fields of international 
investment banking. 

unavailable or 
institutions, 
co-erce and 



15 

4.3 current policy issues and initiatives 

Public sector management 

The MOI exercises the ownership functior over Industrial 
Public Enterprises on behalf of the state through its Industrial 
Operations Division. Under the terms of the "Public Enterprises 
Proclamation" (No.20/1975) the Minister of Industry is empowered 
appoint the general manager of each Corporation, approve the 
Corporation's budget, capital expenditure and work proqrammes. 
establish a reserve fund and issue directives to ensure the 
Corporation's proper management. Corporation general managers, in 
turn, hold similar powers in relation to each plant under their 
supervision. However, these plants are, in themselves, legal 
entities under the terms of the "Regulation and co-ordination of 
Public Fi"ancial Operations Proclamation" (No.163/1979) and for 
financial purposes they are the irreducible element of public 
sector management. The Corporation is, for instance, financed by 
contributions from the individual plants and taxes and 
supplementary charges are levied at plant not Corporation level. In 
theory, this enables the plant management to contract loans and 
invest its liquid assets without Corporation management approval. 
In practice, the contradiction between the legal autonomy of the 
Corporations and individual plants in Proclamations No.20/1975 and 
No.163/1979 is resolved by an informal arrangement between the 
Corporations and the Ministry of Finance. It seems expedient that 
this arrangement should be established on a legal basis as soon as 
possible, thereby providing a statutory framework for the 
Corporation management model. 

Ministry control is exercised through regular budgets, reports 
and budget audits. Each corporation scrutinises and compiles the 
production and sales targets, manpower demands, financial budgets, 
foreign exchange requirements and proposed capital expenditure 
submitted annually by each plant under its supervision. These are 
then passed on to the MOI's Budget, Manpower and Finance 
Departments, which may ask the Corporation to justify any change in 
performance indicators inconsistent with submissions in previous 
years. Finally, a comprehensive Ministry Budget is submitted to 
ONCCP for further study and final approval. This procedure blurs 
the structure of management authority, providing for both 
Ministerial and Corporation intervention in management decisions 
taken at the plant level. It is also is rigid, since there is 
little opportunity to change production targets or budgetary 
allocations once the financial year has begun, even though the 
plants have to submit their budgets and supporting forecasts about 
five months before the new financial year in order to meet ONCCP 
deadlines. Furthermore, it is time consuming, requiring the 
Corporations and Ministry to reallocate staff from other duties 
for several months of the year. While Ministerial scrutiny of 
corporate plans is compatible with its ownership function, a 
balance should be achieved which allows management to formulate and 
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implement its own development strategy and take full responsibility 
for its decisions. 

Although Proclamation No.5/75 grants the Corporations legal 
autonomy and vests executive power in its general manager, 
day-to-day Corporation and plant manageaent is also closely 
supervised by the MOI. Directives, supported by aanuals, determine 
managerial policy and procedures in every field: purchasing, 
marketing, maintenance and accounting for instance. Given the 
shortage of sk:lled management staff, Ministerial guidelines and 
manuals are a useful tool. But, as directives, they are also a 
straight jacket which inhibits the developaent of new aanageaent 
techniques (other than those proposed by the MOI's Organisation, 
Methods and Systems Department). Moreover, the MOI !llilkes aany of 
the decisions that could be left to plant or Corporation managers. 
While the Corporation management may be consulted about aarketing 
and distribution, the MOI and ONCCP make the final decision about 
the appropriate channel. Product mix and quality are also 
determined by the MOI in the final instance, so too are prices (see 
below). 

Managerial autonomy is further circumscribed by the liaited 
financial resources retained by the Corporations. Under 
Proclamation No.163/1979 each plant pays a capital charge of 5 per 
cent on the value of the paid up capital before nationalisation and 
the general reserves, no account being taken of the depreciation of 
plant or accumulated losses at the time the proclamation was 
promulgated. This charge is deductible before tax. Corporation tax 
is payable at a flat rate of so per cent on the profits of IPEs. 
Enterprises may make a contribution to the Corporation's general 
reserves amounting to no more than 10 per cent of the their 
residual surplus as long as the general reserves are no more than 
30 per cent of the state capital. The balance aust be submitted to 
the Ministry of Finances within 6 months of the end of the fiscal 
year. Thus, the total retained earnings of IPEs amount to no more 
than 5 per cent of net prof its. 

Taxes, capital charges and residual surplus transfers from 
IPEs earned the Treasury Birr213 million in FY1938 and an estimated 
Birr152 million in FY1989. Over the past decade these payments 
have drained the profitable IPEs of potentially investible funds 
and mopped up liquidity, leaving them dependent on allocations from 
the central government budget and short-term bank financing (see 
Section 2.5). They have also prevented transfers between 
profitable and unprofitable enterprise within each Corporation 
which would enable them to reduce debts and the drain of scarce 
resources through interest payments. 

IPEs also suffer from ill-defined managerial objectives. From 
the government's point of view, IPEs contribute to aany aspects of 
economic and social development: they are seen as tools of social 
transformation by creating new work ethics, a means of improving 
social well-being by the maximis;stion of production at minimum 
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cost, a major employer, the vanguard of technological progress, the 
foundation of regional economic development and a source of 
revenues for the state budget. These objectives are iapossible to 
reconcile and a source of confusion in the developaent of a 
management strategy. Profit maximisation and the rational use of 
resources are, moreover, low down on the MOI's list of priorities. 
Production targets set goals in teI'llS of gross output and 
production value, which are reinforced by the incentive system at 
the shop floor (see Incentives below). This discourages aanagers 
from introducing new products and reducing costs. Besides, plant 
and corporation accounts departments collect and present data in a 
format appropriate for submission to the MOI budgetary departaents 
not for cost assessment by plant aanagers. In particular, 
aanagement is not supplied with data in the fora of cost ratios 
that would allow it assess the performance of different products 
and departments. 

In the package of economic reforms presented to the central 
Committee of the Workers• Party of Ethiopia, the goverruaent aade it 
clear that IPEs would no longer be required to sacrifice 
profitability and efficiency to social objectives. Indeed, 
profitability and productivity were to become the sole criteria of 
IPE success. Those enterprises that were unable to operate 
profitably would be srld or closed. At the saae time, a thorough 
review of Proclamations No.20/1975 and No.163/1979 is under way 
with a view to resolving the contradictions with the body of 
legislation, better defining the role and accountability of 
managers and the supervisory function of the MOI, and reforming the 
taxation and supplementary charge regime so that enterprises can 
retain a larger proportion of their profits. Such reforms will, 
however, have to be accompanied by improved management trai ;ing to 
help plant managers evaluate performance and modify production 
methods. This will be crucial to the success of IPEs once a market 
system is established. 

Ethiopia suffers from a shortage of trained and experienced 
managers within the public sector as it is, but this problem is 
compounded by fact that virtually none of the managers currently 
employed by the public sector have little or no experience of 
working in a market oriented, competitive environment. Nor is the 
management structure suitable for a market oriented system. 
Departments crucial to the success of enterprises in a market 
oriented system are poorly developed -marketing and public 
relations for instance. Very few of the enterprises currently 
prepare costings on a product by product, departmental or input 
basis. 

There can be no doubt that the internal management of the 
public enterprises will have to be radically restructured if they 
are to perform effectively in th& future. In most cases this type 
of restructuring will have to be undertaken by consultants hired 
from abroad, since such expertise simply is not available within 
Ethiopia a number of small consultancy , firms have been 
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established but these cater mainly for small-scale enterprises and 
have little experience in the aanageaent of large-scale 
enterprises. Already foreign consultancy firms have entered into 
preliminary negotiations with the Ethiopian govermaent to advise on 
the introduction of new management techniques and systeas. 
Technical assistance at plant level will be needed in a number of 
fields: product design and presentation: plant layout and 
ergonomics: implementation of computerised accounting: preparation 
of input, inventory, sales, plant, product and personnel 
performance indicators; regular (at le~st aonthly) assessment of 
these indicators and the preparation of management action 
programmes. 

Few enterprises will be able afford such services on a 
commercial basis and the donor community will be called upon to 
assist. owing to the considerable expenditure involved - reputable 
management consultants are much more costly than consultants in 
technical fields, with costs often exceeding two thousand dollars 
per man week - both donors and plant managers should undertake 
preliminary diagnostic studies to identify aanageaent weaknesses 
and needs on a plant by plant basis. Such services could be 
provided on at a low cost through UNDP's STAS programme, which 
provides experienced managerial and technical personnel on short
term contracts as volunteers. 

At the same time, Ethiopia must develop a cadre of business 
managers. The Ethiopian Management Institute (see Section 5.1) 
could provide the framework for both technical training and 
consultancy inputs. This may be supplemented by the selective use 
of fellowships for MBA. programmes sponsored by donors. Donors may 
also be able to arrange short-term placements for managers in 
enterprises with a similar product profile, where they may learn 
the management techniques appropriate to their own enterprise. 
Before such options can be considered, however, a comprehensive 
needs assessment must be undertaken to identify factory specific 
needs. The Ministry of Industry is the best placed institution to 
carry out such a study. 

Worker and managerial incentives 

The low level of basic wages prevailing in Ethiopia (see 
Section 2. 0) leaves considerable room for _the improvement of 
productivity through incentive schemes. A small number of workers, 
mostly in the textile industry, are paid on the basis of piece 
work. The majority of workers are, however, paid wages. Under the 
terms of the Labour Proclamation of 1979, salaried employees 
earning less than Birr650 per month, about 95 per cent of all 
employees in FY1986, are eligible for incentive payments. A 5 per 
cent increment on their salary is paid if a plant achieves an 
increase in gross production, a 1 per cent increment for an 
increase in labour productivity and another 1 per cent for an 
increase in profitability. 
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When the scheme was introduced Corporations reqistered 
iaproved performance but most managers agree that the scheae is no 
longer effective. Familiarity has removed its appeal. This is 
partly because the bonuses, calculated annually, have no impact on 
weekly take-home pay. Moreover, the bonuses paid are relatively 
saall - 5 per cent of total salaries, excluding various allowances, 
in FY1986 though with wide variations. The bonus system also has 
short-comings from the managers• point of view. It is not 
incremental and so does noL encourage workers to push for greater 
production, merely to pass a threshold; it is not related to 
quality; management is excluded; and improved profitability is 
rewarded by a small bonus, putting pressure on aanagers to aia for 
increased production reqardless of its effect on profit in order to 
reward their workers. 

A review of the present incentive system could, therefore, 
provide public enterprises with a means of improving their 
performance. Such a review would have to be undertaken at a 
Ministry level since Corporation managers do not have the authority 
to implement new wage schemes and to ensure that the opportunities 
are distributed equitably between sectors. Whilst retaining the 
gain-sharing principle embodied in the Labour Proclamation for the 
work-force as a whole, a successful scheme might reward workers on 
the basis of personal performance. This is a sensitive issue 
requiring careful time-and-~otion studies - the implementation of 
which would require technical assistance - and neqotiation with 
labour representatives. Such an incentive scheme might also link 
bonuses to quality. The introduction of increments and assessment 
of bonuses on a monthly rather than annual basis, together with the 
inclusion of managers and bonuses for export sales might also be 
considered. 

A note of caution: bonus schemes related to current 
performance, particularly prof it relate~ bonuses, create a 
temptation for managers to rundown their assets for the sake of 
immediate gain by cutting back on maintenance and replacement. 
This can be avoided by implementation of strict maintenance 
procedures. 

Prices and distribution 

Producer, wholesale and consumer prices of goods produced and 
distributed through state channels have been controlled since 1975, 
when the government announced a temporary price freeze (Public 
Notice No.18/1975). Recently, overall responsibility for the 
determination of prices has passed from the ONCCP to the Price 
Studies and Policy Institute (PSPI), which reports directly to the 
Council of Ministers. Under the current procedures, producer prices 
are determined on a cost plus basis, the approved margins varying 
from product to product and depending on the perceived market 
demand. Corporations must submit justifications - detailed cost 
breakdowns - for any price revision on behalf of each plant to the 
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MOI, usually once a year. When the Corporation• s proposal is 
approved it will be submitted to the PSPI for further scrutiny and 
approval by the NCCP. 

In practice, enterprise price recolllllendations are frequently 
rejected and a number of plants have been refused price revisions 
for more than five years. If this results in losses, the balance is 
aade up through an annual MOI subsidy, short-term borrowing from 
the banking system and delayed settlements with suppliers. Strict 
c~ntrol offers no opportunity for the plant to offset unexpected 
increases in input prices by a temporary rise in their product 
price. Similarly, enterprises are unable to offer discounts to 
clear excess stock. The obligation to submit all new products and 
modifications to the price determination procedure discourages 
managers from changing their product specifications. Furthermore, 
guaranteed margins discourage cost reduction. 

Reform of the price control mechanism features in the 
government's new policy package. The ultimate aim is to remove the 
price control system ~!together and allow prices to be determined 
by market forces. Even though proposed changes in the tariff 
structure and the devaluation of the Birr will undermine the price 
control system, the government considers that the inflationary 
impact of market pricing, particularly in those sectors where IPEs 
hold monopolies or quasi-mo~~polies, too risky to sweep away the 
control mechanism at one go!§I. Instead, price controls will be 
removed in two stages as competition develops. ~his would have to 
be accompanied by reasures to increase management autonomy at plant 
level and thereby break up the monopolies held by the Corporations. 
The food, leather, leather products and textile industries are 
considered fairly competitive and will be the first to benefit from 
deregulation. As import liberalisation progresses price controls 
will be lifted in those sectors where monopolies or quasi 
monopolies exist - for instance the manufacture of some metal 
products and sugar processing. In these industries, where domestic 
competition will develop slowly, if at all, competition from 
imports will serve as the price regulator. Price controls on basic 
commodities such as sugar, flour and r,ooking oil will be retained 
for social reasons. However, as the output of essential 
commodities increased they could gradually be added to the list of 
uncontrolled products. The PSPI will continue to supervise the 
price of essential commodities and seek to prevent monopoly rents. 

18 •• The impact deregulation on market prices, even those that are 
in short supply, is unpredictable. The removal of controls on the 
grain prices, for instance, led to a reduction in their price in 
Addis Ababa, even though the government had anticipated a price 
rise. 
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About 80 per cent of IPE output is marketed through three 
specialist public enterprises: the Ethiopian Domestic Distribution 
Corporation (EDDC), the Ethiopian Retail Trade Corporation (ERTC) 
and the Ethiopian Household and Office Furniture Corporation 
(ETHOF). EDDC has exclusive distribution contracts with most of 
the Corporations, though shoes and leather are sold direct to the 
ERTC and beverages are sold direct to private retailers by the 
Ethiopian Beverage Corporation. Other exceptions are those 
enterprises producing perishable goods, chemicals, bulky items such 
as cement, and a small number of plants which manufacture products 
EDDC has found difficult to sell. These are distributed by the 
Corporations themselves. 

EDDC operates as a distribution agency, hiring 80 per cent of 
the vehicles it uses from the Ethiopian Freight Corporation (EFC) 
to transport products from the factory gate to its 95 regional 
warehouses. Retailers purchase goods from warehouses. About 50 
per cent of the EDDC's turnover is sold to cooperatives and other 
mass organisations, 20 per cent to the ERTC and the remainder to 
private retailers. The EDDC buys at a fixed ex-factory price and 
sells at price that covers its distribution costs and a 2 per cent 
margin or a 10 per cent margin in the case of imported goods. 
Retailers' margins are considerably larger. Although ERTC prices 
are set by the PSPI, these allow for a 15 per cent margin on most 
consumer goods and up to 50 per cent on tyres and luxury products. 
Private traders purchasing goods from the distribution agencies at 
controlled prices are able to make substantial scarcity rents - 25 
to 250 per cent mark ups - owing to the acute shortage of many 
consumer goods in government and mass-organisation stores. This is 
equally true of SSis, whose prices are not controlled. 

Clearly, the marketing system benefits retailers at the 
expense of producers. Corporations also complain that they have no 
contact with and so little feedback from the consumer. EDDC retorts 
that Corporation managers, intent on fulfilling their production 
targets, turn a deaf ear to their recommendations on product mix, 
design and quality. As a result manufacturers have been affected 
by the poor sales performance of some goods and large stocks of 
unsalable items (household utensils, some types of shoes, towels 
and other textiles in particular) have accumulated while consumers 
face acute shortages of many other goods (sugar, batteries and 
photo-copy paper, for instance). In recent yea~s these stocks have 
reached 30 per cent of the EDDC's turnover. A survey undertaken in 
1984 revealed that the accumulated stocks of finished goods 
averaged 57 days for Ministry of Industry supervised Corporations 
but reached 124 days in the case of the Textile Corporation. 

Some Corporations are eager to strengthen their contacts with 
the consumer by undertaking their own distribution, thereby 
allowing them to take the distributors margin. Others would like 
to secure more flexible agreements with the EDDC, which generally 
insists on distributing all or none of an enterprise's production. 
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Producers would also benefit from qreater competition between 
distributors and retailers. The success of the reforms proposed 
for the pricinq structure depend on the 1 iberal isation of the 
distribution system alonq these lines. The private ownership of 70 
per cent of the heavy vehicle fleet will facilitate this process, 
since private traders will be able to compete with EDDC for their 
services and those of the Road Transport Corporation. Indeed, the 
distribution system will be the first to benefit from the refora 
package, the government's challenge will be to encourage the 
redistribution of profits into investment in productive assets. 

Technology and Maintenance 

In Ethiopia technological development is seen as an integral 
part of the industrialisation process. This is reflected in the 
government's preference for large-scale industrial projects which 
use complex, modern technology. This industrialisation strategy 
has increased the manufacturing sector's ~echnological dependence, 
even though the government has given priority to projects in the 
field of import substitution. All the •achinery used in large
scale projects has to be imported. So do the spare parts. This 
causes a heavy foreign exchange outlay at the project 
implementation phase and a steady drain on foreign exchange 
earnings as the plants import spare-parts and production components 
that are not available within Ethiopia. Most of the plants have 
been designed abroad and Ethiopian engineers have played a 
secondary role in project implementation. Consequently, there has 
been little opportunity for Ethiopian technicians to develop the 
requisite skills. The Government is aware that technological 
dependence is a stumbling block on the path towards self-sustained 
industrial development and has taken tentative steps towards the 
establishment of a national technological capability. 

A prerequisite to the development of a national technological 
capability is an expansion in the number of personnel with 
technical and scientific skills. There is an acute shortage of such 
personnel throughout the economy (see Section 5.1). While the 
Government's priority in the education sector remains the expansion 
of primary and secondary education to ensure that opportunities are 
open to all, in recent years greater attention has been given to 
the development of vocational, polytechnic and university education 
in technical and scientific subjects. The Ministry of Industry has 
also sought to expand its training facilities through the 
estab!ishment of specialised institutions at the Corporation and 
sectoral level. The Electrical and Electronics Institute was set up 
in 1983 to provide training in the manufacture, maintenance and 
operation of electrical equipment. The Mini3try of Industry, with 
technical assistance from UNIDO, hopes to develop a pilot foundry 
for teaching and training in the field of metal casting and an 
Engineering training centre at the recently completed Akaki Spare 
Parts Factory. However, it will be some time before the education 
system can generate the numbers of engineers and technical staff 
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needed to service the existing industrial infrastructure let alone 
the planned expansion of capacity. 

The government has also sought to establish the nucleus of a 
research and design capability through institutional development. 
The first step in this direction was taken in 1980 with the 
inauguration of the Ethiopian Technology Centre (ETC) within the 
framework of DPSA. This institution has a broad mandate to: 

Prepare entrepreneurs to prepare a roster of technology 
suppliers with details of their capabilities and 
limitations; 

- Examine the suitability of various technologies included in 
domestic or foreign investment proposals and to propose 
alternative solutions for an increase in the share of 
Ethiopian manpower in their execution; 

- Carry out subsector studies with particular emphasis on the 
options open to Ethiopia at its current stage of 
development. 

Unfortunately, ETC's activities are circwascribed by the limited 
number of staff available. UNIDO currently provides assistance to 
help strengthen the institution's technical capability. 
Potentially, one of ETC's most important facilities is the 
provision of a register of design and research facilities. Basic 
research and design work, particularly of an adaptive nature, is 
undertaken in Ethiopia but there is no central information service 
which plant managers can consult. This is equally true ot the body 
of international research. UNIDO currently provides technical 
assistance in the field of information technology to address this 
problem. This should assist in the identification of appropriate 
technology. 

Translation of research and design results into production 
ultimately depends on the development of an engineering capability. 
Until the early 1980s there was virtually no engineering industry 
in Ethiopia. This was recognised as a major handicap to 
industrialisation and, in the TYPP, the government planned a number 
of large-scale engineering plants that would provide a foundation 
for future development and double the metalworking sector's share 
of manufacturing output. Undoubtedly the most important 
development in this field has been the Akaki Spare Parts Factory 
which, besides its output of spare parts, will provide a training 
group in basic engineering skills. Planned developments include 
basic assembly operations along the lines of the Nazareth Tractor 
Assembly Plant with a phased introduction of locally manufactured 
components. 

In the early 1980s most factories had inadequate maintenance 
procedures and management supervision in this field was weak. To 
address this problem the Ministry of Industry published a 
maintenance manual in 1982, giving guidelines on how to establish 
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a thorough maintenance programme. This was backed up by plant 
visits by Ministry of Industry supervisory staff who sought to 
tailor maintenance programmes to the needs of the factory. 
Nevertheless, a recent questionnaire survey revealed that most 
plants have still not established appropriate maintenance 
programmes and many others do not follow the established 
proceduresN1 • The study concluded that closer supervision by the 
Ministry would be necessary to ensure that maintenance procedures 
are implemented. 

Domestic resource utilisation and improved linkages 

Ethiopian industry is heavily dependent on imported capital 
goods, raw materials, intermediate goods and spare parts (see 
Section 2.0). To some extent this reflects the weakness of the 
domestic industrial structure the absence of basic and 
engineering industries - but much of the industrial sector also 
faces shortages of domestically produced raw materials and 
intermediate goods. Where supplies of raw materials are inadequate 
to meet demand they are rationed by the Corporations, the MOI and 
ONCCP on the basis of annual budgets. Priority is given to the 
public sector - and exporting enterprises in particular - in the 
allocation of scarce raw materials. 

SSis also submit annual requests for raw materials which are 
centralised at sectoral level by HASIDA. The SSis' allocation is 
determined by ONCCP. HASIDA then allocates its raw materials 
budget by providing entrepreneurs with letters of authorization 
permitting them to purchase materials at controlled prices from 
state distribution agencies. At both a sectoral and plant level 
these allocations meet only a fraction of the requests, leading to 
acute shortages among the SSis. These shortages encourage arbitrage 
(the purchase of inputs at controlled prices by licensed producers 
for sale rather than use in production) and force SSis to purchase 
their inputs at inflated prices on the parallel market. Some SSis 
are thought to have closed temporarily because the raw materials 
were not available and the government has banned new SSI investment 
in the leather and hides industry because the supplies of raw 
materials are insufficient to meet the needs of existing public 
capacity. 

Factories must use domestically produced inputs where these 
are available even though these are sometimes of lower quality, 
more irregular in supply and have a higher price than those 
available on the world market. The price of Ethiopian cotton for 
instance is approximately 35 per cent higher than the price of 
comparable imports. Similarly, breweries use locally made bottles 
even though similar products could be imported at two-thirds of the 

19. Alem Bezezew and Daniel Ketaw, Maintenance Management in 
EthiQpia, MOI Seminar on Public Enterprise Management, 1988. 
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cost. Inevitably, the requirement to purchase domestic inpl~ts 
regardless of price and quality reduces the industrial sector's 
international competitiveness and potential export earnings. 

Low capacity utilisation in a number of factories may be 
traced back to the irregular delivery of essential raw materials. 
Since the distribution of raw materials is managed by the public 
distribution and marketing agencies and prices are fixed, 
enterprises have little control over their inputs. This creates a 
long-term planning problem where the growth in manufacturing 
capacity is not always co-ordinated wit.~ an increase in the 
production of inputs. In the agricultural sector, for instance, 
the industrial cash crops must compete for scarce resources with 
the sectoral priority of increased food production. 

A solution to this problem may be to encourage direct contact 
between the producer and consumer of raw materials. This is 
already possible for a few products. For instance, a spice 
extraction plant operating under the National Food Corporation 
(NFC) has signed a contract with a co-operative to produce pepper. 
The factory purchased and distributed improved seeds to growers and 
offers a higher price (Birr70 per quintal compared with Birr40 per 
quintal) than AMC, the normal distribution channel. It has thereby 
been able to assure regular supplies of suitable quality inputs. 
NFC hopes to extent this form of out-grower contract to 
cooperatives and peasant farmers producing a range of agricultural 
raw materials. An alternative approach is vertical integration, 
whereby the factory becomes directly involved in the production of 
its raw materials. For example, an essential oil mill at Wendo 
Genet, operating under the National Chemical Corporation, has 
purchased land from the neighbouring Peasant Association to 
cultivate the lemongrass, geranium and eucalyptus ci troidora needed 
for production. At present, direct contact between the factory and 
producer is limited to a minute proportion of the total inputs and 
restricted to the agricultural sector. If recent initiatives prove 
successful this practice could be extended. 

In order to reduce the consumption of imported inputs the 
government should also encourage linkages between enterprises. The 
present Corporation st-:..:ucture has facilitated v~ctical integration 
within the public sector but inhibited linkages with small-scale 
manufactures. Of particular impcrtance to the development of such 
linkages is the establishment of sub-contracting arrangements. 
These provide flexibility, allowing a large enterprises tc respond 
to fluctuations in demands without recourse to costly investment, 
and generate economies of scale through specialisation. A 
framework for the sub-contracting contracts should be established 
and the Ministry of Industry should take an active role in 
identifying the enterprises that can participate. The first step 
in such a process must be the preparation of an inventory of 
manufactures and the product lines that can be produced by existing 
plant. Once such an inventory has been disseminated enterprises 
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will be able to identify local suppliers. There Ministry of 
Industry may also be able to participate in the negotiation of 
suitable contractual arrangements. 

Mobilising private sector resources 

Until the promulgation of "Small-Sc~le Industry Development 
Council of State Special Decree• (No.9/1989) in July 1989, 
opportunities for private sector participation in the industrial 
sector were restricted to a limited range of small-scale ventures 
with a capital ceiling of Birr5oo,ooo under the terms of the 
"Government Ownership and Control of the Means of Production 
Proclamation" (No.26/1975) - raised to Birrl million in April 1985. 
The Special Decree of 1989 waived restrictions on the field of 
private sector investment in industrial projects - though each 
project is still subject t1 Ministerial approval. It also raised 
the investment ceiling to Birr2 million in the case of projects 
financed by individuals and Birr4 million for partnerships and 
cooperatives. Furthermore, individuals and partnerships were 
allowed to own several enterprises as long as the total capital did 
not exceed Birr4 million in the case of individuals and Birrs 
million in the case of business organisations. There were no 
restrictions on the total capital of enterprises owned by 
cooperatives. The private sector welcomed the increase in the 
investment ceiling and the opportunity to establish subsidiary 
plants. However, it was soon clear that a ceiling at any level -
even though it is difficult to enforce in the absence of a 
statutory requirement to submit balance sheets for fiscal purposes 
- would impede the growth of SSis. 

A further reform to the investment code was promulgated as 
"Council of State Special Decree en Investment No.17/90" on May 6, 
shortly after the Worker's Party of Ethiopia approved the 
government's reform package. It announced that only a limited 
range of activities would be reserved for the state (the defence 
industry, past and telecommunications, radio and television 
broadcasting, air rail and large-scale shipping transport) w~ile 
some other activities required the approval of the Council of 
Ministers (electric light and power, banking and insurance, supply 
of potable water and tobacco processing), throwing the economy open 
to private participation. It also eliminated the ceiling on private 
sector investment and widened the range of business association 
allowed to participate in investment projects. Besides ordinary, 
general and limited partnerships, the government allowed investors 
to establish joint ventures, private limited companies and share 
companies. This measure was essential if the private sector was to 
participate in medium and large-scale projects. 

Further legislation will be required if the new forms ot 
association are to work efficiently and the rights of investors are 
to be guarded effectively. Special Decree No.17/90 announced the 
establishment of a "Investment Committee", chaired by a Deputy-
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Prime Minister, which would act as a "watch-dog", ensuring that the 
rights of investors were respected. But, its mandate appears to 
cover the "rights" of investors in :!"'elation to the investment 
incentives offered by the government ratner than litigation between 
the investors themselves. This will remain the mandate of the 
judicial system. After fifteen years of central planning, the 
judicial system may not be well equipped - in terms of legislation 
and experience - to deal with the areas of litigation that are 
likely to arise. Nor will current legislation offer sufficient 
protection to investors, particularly with regard to share 
companies. The preparation of such legislation and appropriate 
supervisory authorities may well be an area worthy of technical 
assistance. Certainly, foreign investors will be reluctant to 
participate in joint-ventures where their legal rights and judicial 
procedures are ill-defined or unfamiliar. 

The decrees of 1989 and 1990 also went some way to reducing 
the heavy tax burden of private sector enterprises. Since 1978 
enterprises owned by individuals have paid taxes on a progressive 
scale from 11 per cent to 89 per cent for those earnings profits 
over Birr36,000. Partnerships pay taxes at a flat rate of 50 per 
cent (the same rate as IPEs) while cooperatives are granted tax 
exemptions. Since audited accounts are rarely available, the 
Revenue Authority makes a subjective assessment of revenue which 
enterprises have difficulty appealing against, thereby further 
increasing the effective level of taxation. Such high rates of 
marginal and average taxation discourage investment and increase 
tax evasion. 

While the legislation covering taxation remains in place, the 
1989 SSI decree provided enterprises exporting at least 10 per cent 
of their production with a four year tax holiday. Article 18(3) 
also allowed for a five year tax holiday for enterprises 
established in "particular places designated by the council of 
Ministers", though it is unclear whether this referred to the 
regions or the industrial estates to be built by the MOI (see 
below). These incentives were increased considerably by the 1990 
Decree which provided for tax exemptions for: 

a.Up to two years for investments between Birr500,000 to Birrl 
million; 

b.Up to three years for investments between Birrl million and 
Birr5 million; 

c. Up to five years where the investment exceeds Birr5 million. 

In addition there are scaled exemptions for the expansion of 
existing plant and additional incentives for investment in 
preferred areas in the form of extended tax holidays. 

Meanwhile the government is considering plans to lower the 
rate of corporate taxation (currently 50 per cent) and the 
extremely high rate of income tax levied on the profits of 
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unincorporated enterprises. A reduction of the tax rates would be 
a far more effective means of promoting balanced economic growth 
through private sector investment than the tax holiday system 
introduced by the 1990 decree. Firstly, reduced levels of taxation 
would benefit existing enterprises, allowing them to retain income 
for expansion. Secondly, the tax holiday applies only to 
investments above Birr500, 000 and thereby excludes small-scale 
enterprises. Consequently, the tax holidays are most likely to 
benefit foreign investors (foreign investors already benefit from 
tax holidays under the existing Joint Venture Code, see below). 
Thirdly, the tax holiday system will benefit those investing in 
capital intensive enterprises by effectively subsidising capital. 
This will lead to a misallocation of resources since Ethiopia's 
comparative advantage lies in labour-intensive manufacture. It 
will also encourage the importation of expensive equipment from 
abroad and thereby reduce possible linkages to the domestic 
engineering sector whilst reducing the net-foreign ~xchange gain. 
Lastly, the tax holiday system may encourage the development of 
marginal footloose industries which might relocate once they become 
subject to the full burden of taxation. At present a unified tax 
system for incorporated and unincorporated enterprises is under 
discussion, along with plans for a reduction in the level of 
business taxation across the board. If these reforms are 
introduced, they will provide a far more attractive incentive to 
long-term investors than the tax holidays as well as guaranteeing 
a more efficient allocation of resources. 

The problem of low technology in the SSI sector was addressed 
by the 1989 decree through provision for the duty free import of 
machinery for the establishment of an enterprise, replacement of 
machinery that has fully depreciated or where expansion is judged 
to result in a substantial (though unspecified) increase in 
production. These incentives were extended to all private sector 
enterprises by the decree of 1990. As yet it is unclear whether 
these measure will be accompanied by an increase in the official 
foreign exchange allocation for investment in the private sector 
and whether the duty exemptions will be extended cover goods 
imported under the franco valuta system (see Foreign Exchange 
Allocation below). If not, only a limited number of Ethiopian owned 
enterprises will be able to benefit from the reduced cost of 
imported machinery. 

Over 1,200 persons had submitted applications to HASIDA, the 
SSI licensing authority, within five months of the 1989 decree 
being promulgated compared with 400 applications in the whole of 
1988. This indicates both the private sector's interest in the 
establishment of SSis and the considerable liquidity of the trading 
community, which has provided most of the applicants. HASIDA is, 
however, unable to cope with the deluge of applications. 

Under the terms of Proclamation No.124/1977, SSis must a;ply 
to HASIDA for a licence. ·.rhe applicant need only provide a few 
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lines identifying the type of project proposed. A temporary licence 
is granted while HASIDA undertakes a detailed feasibility study of 
the project free of charge. owing to the limited staff available to 
HASIDA for project assessment the number of applications exceeds 
the number of feasibility studies prepared each year (Table 4.0), 
leaving a backlog of applications pending. All completed 
feasibility studies are submitted to the MOI for approval before a 
full licence is granted. At this stage t:he MOI may reject a 
project it considers unrealistic, if, for example, the market is 
thought to be saturated or the supplies of raw materials are 
inadequate for new capacity; if the project is of interest to the 
public sector; or if the project might be detrimental to the 
interests of a public sector enterprise. In 1988 new private 
investment in the hides and leather processing industry was banned 
because of the shortage of raw materials. HASIDA estimates that 
about 50 private sector projects have been taken over by the 
Ministry, half of which were later returned to the private sector. 
Once a promoter has secured a full licence he must register his 
enterprise with the Ministry of Domestic Trade, negotiate with the 
municipal and kebelle authorities for a site and secure Ministry of 
Health approval before he may begin construction. Additional 
bureaucratic hurules are the application for the extension of 
utilities to his site and application for credit through the AIDB. 
If the applican~ is successful, project implementation may take up 
to three years. 
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T8ble 4.1: llullber of Pl iutions for llASIDA feesibil itx studies 
end projects licensed, 1983 to 1988 

1983 1984 1985 1986 1917 

Aflpl ications for feasibility 
studies 57 9' 102 131 219 
Projects licensed 14 20 31 44 10 
lncG11plete feasibility studies 
carried over 16 24 27 30 47 

~: D•t• provided by llASIDA. 

1988 

402 
145 

100 



31 

ThesE: cumbersome procedures, which restrict entry into the SSI 
sector, are currently under review. The MOI has proposed that 
entrepreneurs should prepare their own feasibility studies -
thereby freeing the principal bottleneck in the licensinq procedure 
- and that applications should not be rejected on grounds of aarket 
saturation or limited supplies of raw aaterials. This will oblige 
entrepreneurs to take risks on the basis of their own asse~saent of 
the market situation. It is to be hoped that restrictions will be 
waived for those enterprises in direct coapetition with IPEs and 
those in competing for their inputs. 

Since few entrepreneurs have the ability or aeans to carry out 
detailed feasibility studies on their own, though they have access 
to a small and growing number of private consultants operate in the 
capital, the MOI has prepared a list of 500 project ideas which 
will be available to the public. In the long-tera, it would be 
desirable to develop the project evaluation and iapleaentation 
skills of SSI entrepreneurs by provision of short training courses 
through such institutions as HASIDA. Soae countries, the United 
Kingdom for instance, make attendance at such courses compulsory 
for those benefiting from particular incentives. 

The preamble to the 1990 Investment Decree announced the 
establishment of an "Investment Committee•, headed by a Vice-Prime 
Minister and staffed by there Ministry of Industry, which will help 
coordinate investment decisions and ensure that investors receive 
the incentiveo promised by legislation. It is unclear whether this 
institution will assume HASDIDA's licensing and regulatory 
responsibilities, but if so HASIDA will be able to take a more 
effective role in investment promotion. HASIDA is ideally placed 
for this function since it already provides technical assistance to 
the private sector, though on an extremely limited scale. These 
services could be extended t .. : include the identification of 
opportunities for sub-contract~ng, encouragement of private 
consultancies and ancillary industries, the preparation of market 
studies to identify new investment opportunities, provision of a 
channel for managerial and technical advice and training, besides 
carrying out consultancy services. With donor assistance, its 
primary function could be transformed from one of regulation of the 
private sector to investment promotion. 

Another MOI initiative is the developJ!ient of industrial 
estates for SSis. This will ensure that enterprises have access 
suitable sites and services at controlled rents: applications for 
rented sites from kebelles and municipalities are currently plagued 
by delay and uncertainty. A model industrial estate was inaugurated 
in December 1989, with machinery for thirty small-scale installed 
and operated as part of a co-operation agreement with the Indian 
government. Six teams are now carrying out studies to identify 
suitable sites and potential SSI projects in thirty cities in 
Ethiopia. 
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These initiatives have certainly provoked public interest in 
SSis and will facilitate the implementation of new projects. 
Whether this interest can be translated into increased eaployaent, 
exports and production finally depends largely on iaproved access 
to inputs. Shortages of raw materials fro• doaestic sources and 
foreign exchange are the principal constraints on operating SSis 
and the root cause of their low rates of capacity utilisation (see 
Section 2. O) . Consequently, increased private sector investment in 
the industrial must be accompanied by larger allocations froa the 
central budget if sectoral perforaance is to be iaproved. 
Furthermore, many private sector entrepreneurs are prevented from 
expanding their businesses or establishing new enterprises by the 
shortage of investment funds. The government has declared its 
intention of reducing the interest rate charged to private sector 
investors to a par with that charged to the IPEs. This will reduce 
the cost of credit but it will not make it more accessible since 
the banking system is under capitalised and burdened with non
performing loans to IPEs. Even though many entrepreneurs operating 
in the parallel market may have considerable liquidity, credit will 
have to be made available if the private sector is to expand. 



Foreign investment 

The "Government OWnership and Control of the Means of 
Production Proclamation" No.28/1975 made provision for the 
participation of foreign capital in a liaited range of heavy 
industrial projects as the minority interest in partnership with 
the government. No foreign investor took advantage of these 
opportunities. Their reticence aay be explained, in part, by the 
experience of nationalisation in February 1975, when all foreign 
owned enterprises were brought under state control with the 
exception of six "share companies• in which the state assuaed a 
majority interest. Compensation claias were settled at a auch later 
date (1984 in the case of Mitchell cotts Enqineering (UK), and 1985 
in the case of 30 claims by US citizens) which created a cliaate of 
uncertainty. 

Nor was the Ethiopi~n Government committed a policy of foreign 
investment promotion at that time. Ethiopia's experience of foreign 
investment had not been positive in the period before the 
Revolution and so, after 1975, the government gave priority to 
national economic development and the collective ownership of the 
•eans of production rather the promotion of direct foreign 
participation. Although the share of foreign capital in 
manufacturing industries appears to have been substantial in the 
period before 1974 - in 1972 foreigners held 66 per cent of total 
paid-up private capital and owned 101 (37 per cent) medium and 
large scale enterprises, while holding majority shares in another 
42 (15 per cent) firms - the inflow of investment was relatively 
small, fluctuating between $8 million and $12 million between 1962 
and 1972. If remittances are taken into account, the net inflow 
was even lower: enterprises reinvested less than 20 per cent of 
profits earned in Ethiopia and repatriated the remainder. In 1970 
alone $12 million was repatriatedW. Furthermore, foreign 
investment was concentrated in import substitution industries with 
limited linkages to the domestic economy and so contributed little 
to national economic development. 

The first steps to attract foreign investors were taken in 
1983 with the promulgation of the "Joint Venture Establishment 
Proclamation" No.235/1983. This allowed foreign capital to invest 
in all economic activities (investment in public utilities, 
banking, insurance, transport, domestic trade and precious metals 
would, however, require special authorization from the Council of 
Ministers) within the framework of a joint-venture in which the 
government would hold a majority interest (though this clause may 
also be waived by the Council of Ministers). The proclamation 
provided guarantees for compensation in the event that an 

20. Duri Mohammed, "Industrialisation and Income Distribution in 
Ethiopia", in J. R. Ryeyemamu (~J.), Industrialisation and Income 
Distribution in Africa, Dakar, 1980, p. 38. 



enterprise being nationalised but stated that the duration of the 
venture should be no longer than 25 years. As of 1984 foreign 
partners in joint ventures were free to repatriate profits and the 
joint-venture could benefit from a range of tax exemptions: 

a. 

b. 

c. 

d. 

e. 

Exemption from custom duties, government and 
municipal taxes levied on imports of capital 
goods and the first instalment of spare 
parts. The venture may also be granted 
exemptions on the import of raw materials 
depending on the agreement of both parties; 
Exemption from customs duties and transaction 
taxes for products exported; 
Exemption from corporation tax for five years 
in the case of new projects and three years 
in the case of a major expansion project; 
Corporation tax is payable at a flat rate of 
40 per cent (compared with a sliding scale 
from 50 to 89 per cent for local SSis); 
Dividends reinvested in Ethiopia are exempt 
from tax but repatriated dividends are taxed 
at 10 per cent. 

Despite these generous incentives, only four enterprises were 
established under code. Three of these are investments by foreign 
governments. An agreement on the fourth project, a 15,000 t/y 
capacity oil refinery in Addis Ababa, was signed in June 1988 by a 
consortium of four foreign petroleum distribution co~panies and the 
state, which holds a majority interest. An Italian vehicle 
manufacturer is currently discussing a fifth project, the assembly 
of truck bodies. The MOI is also trying to interest potential 
foreign partners in number of other projects, including the 
manufacture of transformers and low cost vehicles. 

This disappointing response has been attributed to the 
continued lack of confidence in investment security, a sentiment 
reinforced by the articles in the Proclamation defining the 
government's right to nationalise an investment and the time limit 
on the duration of an agreement. The government's authority to 
choose the domestic partner in the joint-venture and the effective 
exclusion of domestic private capital from joint ventures with 
foreign investors may have had a similar effect. Furthermore, 
while a timetable existed for the initial procedure of application 
(approval of a project in principle by the Foreign Investment 
Committee within one month following review of the application by 
DEPSA and completion of the feasibility study within four months) 
final approval of a project and implementation were still subject 
to lengthy negotiation with numerous authorities. 

Promulgation of a new Joint Venture Code in July 1989 (Special 
Decree 11/1989) addressed most of these issues. It abolished the 
requirement for majority shareholding by the government (though, 



under this legislation, the government must still be a partner) and 
permitted domestic private capital to participate in joint venture~ 
with foreign partners (Article 4); it allowed partners to 
negotiate the duration of the joint-venture agreement (Article 7); 
and dropped the clause allowing for nationalisation whilst 
retaining the usual guarantees (Article 12). The tax privileges 
under the 1983 Proclamation were retained (Article 27) and the 
decree specified generous provisions for the repatriation of 
profits and earnings (Article 13). 

Additional incentives were announced in the •council of State 
Special Decree on Investment, No.17, 1990•, promulgated on May 6, 
1990. It declared that private investors would be allowed to 
invest in state farms, held as concessions from the state. It 
permits the foreign investor to choose his partner without 
government interference. Tax holidays were lengthened (see 
Promotion of Private Sector Investment above) and all restrictions 
on the repatriation of profits, proceeds of liquidation or sales of 
shares, debt servicing payments, fees and royalties on technology 
transfer were dropped. 

Unfortunately, a number of articles of the 1989 Joint Venture 
Code will have to be liberally interpreted if they are not to 
discourage potential foreign investors. Article 25, for example, 
requires the joint-venture to give preference to domestic raw 
materials, services and supplies wherever possible. Article 24 
requires the joint venture agreement to specify the •senior 
positions" to be held by expatriate personnel. Both these matters 
are subject to negotiation when the joint venture agreement is 
formulated. On the other hand, Article 5 ( 5) , which states that the 
contribution of the foreign investor is to be determined at the 
prevailing National Bank of Ethiopia exchange rate, is not 
negotiable. Since the Birr is considered to be overvalued and 
prof its are distributed according to equity participation, Article 
5(5) will favour domestic capital at the expense of foreign 
investors and undermine the benefits that accrue from generous tax 
exemptions. Devaluation of the Birr would solve this problem, but 
the government has yet to announce any change in the exchange rate 
and when such an announcement is made it is likely to be the first 
step in a devaluation process lasting a number of years. 

In 1989, the government also streamlined the Joint Venture 
application procedure. The Joint Venture Department of the Office 
of the State Committee for Foreign Economic Relations (OSCFER), 
which reports directly to the Council of Ministers, is to act as 
the co-ordinating agency for applications by interested foreign 
part.1ers. Potential investors currently apply through a number of 
channels - the Chamber of Commerce or the relevant Ministry. This 
will facilitate the processing of applications. However, OSCFER, 
as presently conceived, will not act as a "one window" agency. It 
will submit its recommendations to the State Joint Venture 
Committee which approves projects usually after consultation with 



the relevant Ministry. Joint-venture partners will have to approach 
agencies and municipal authoriti£c; individually once they have 
received their authorization. It. may prove advantageous to 
strengthen the staff of the Joint Venture Department by secondment 
from other government departments so that it can undertake 
bureaucratic procedures on behalf of the joint venture partners. 
Trading licences could for, instance, be granted within the Joint 
Venture Department rather than through a direct application to the 
Ministry of Domestic Trade. such a "one-window" approach is 
standard procedure in many other African countries. 

By mid-1990 the government had begun to realise the benefits 
of the "one-window" approach. Special Decree No.17/90 announced 
that a special Investment Committee would be established under one 
of the Vice-Prime Ministers. This committee will be responsible 
for ensuring the timely completion of bn~eaucratic procedures and 
making sure that investors receive the benefits promised. It is 
unclear as yet whether the committee will be supported by a 
sufficiently large sec~etariat to carry out its mandate, 
particularly as the committee will be responsible for domestic 
investors as well as those from abroad. 

There has been a positive response to the new codes from 
foreign investors. By January 1990 - even before tt.e announcement 
of additional incentives in May 1990 - the Joint Venture Department 
had already opened fifteen files for interested foreign partners, 
though none of the applicants have yet received a certificate of 
approval. These applications cover a wide range of industrial and 
mining projects. 

In order to encourage foreign investment in export oriented 
industries the government is also considering the establishment of 
an Export Processing Zone (EPZ), which will offer additional 
incentives (see below). Foreign nationals are already encouraged 
to participate in small-scale industries, particularly those which 
export a proportion of their output. The "Small-Scale Industry 
Development Proclamation" No.9/1989 (see above) allowed foreign 
nationals to establish small-scale industries provided that "the 
industry produces export or import-substitute products or 
contributes to the transfer of technoloqy, as determined by the 
directives to be issued by the Minister of Industry" (Article 3.3). 
Several interested foreign nationals had already made inquiries of 
the MOI under the terms of this proclamation by the end of 1989. 
However, application procedures and directives governing the 
eligibility of projects had still not been prepared in December 
1989 and so the proce&sing of applications was delayed. The 1990 
Investment Code subsequently eliminated the restrictions on small
scale foreign investors, though most of the incentives included in 
the legislation made it clear that the government would prefer 
applications for large-scale projects. 



Despite the limited success of similar earlier legislation, 
Special Decree No.17/90 elaborates an investment promotion policy 
based on freedom of profit repatriation, tax-holidays and tariff 
concessions combined with measures to ease the administrative 
hurdles to investment. Freedom to repatriate profits is an 
important incentive to foreign investors, though the loss of 
profits will inevitably reduce the investment's impact on the 
domestic economy. current legislation is extremely generous in 
this respect, allowing enterprises to repatriate licensing fees and 
royalties as well as profits. Yet Ethiopia's over-valued exchange 
rate - if applied to foreign investments - will counter the 
incentive of liberal legislation. 

In theory tax holidays allow investors to recover their 
capital more quickly and maintain greater liquidity in their early 
years, thereby reducing risk. But such incentives are rarely 
effective, partly because they are unlikely to benefit the 
investor. Tax exemption is worthless if there is no tax liability, 
and infant-pioneer industries of the type that the government 
should seek to promote rarely generate substantial profits in 
their early years. The holiday should begin in the first year the 
investment returns a profit if it is to be effective. However, a 
lengthy period of tax exemption is likely to be costly to the 
government. This is equally true of the present system in the case 
of investments that generate a profit quickly. Some "foot-loose" 
industries, such as the garment industry, may take advantage of the 
tax holiday to earn substantial prof its and then relocate once the 
holiday period is over. 

Where a long-term investment is planned incentive schemes are 
simply the "icing on the cake". Economic and political stability, 
resources and markets, the government's attitude toward the private 
sector in general and the absence of bureaucratic red tape are far 
more important factors in attracting the type of long-term 
investment that the government seeks to promote. If these 
preconditions are fulfilled the investor may not even consider the 
various incentives offered in assessing the viability of the 
project. By offering incentives to such investors the government 
would needlessly transfer resources from its tax payers to the 
corporate investor. 

Nor are tariff concessions without cost. Not only does the 
government loose revenue, tariff concessions distort the allocation 
of resources. Firstly, they apply only to imports, thereby 
encouraging investors to import goods that might be available 
locally and perpetuating the economy's import and technological 
dependence. Secondly, where they apply to imported capital goods, 
they effectively subsidise capital investment and encourage capital 
investment production. This ignores Ethiopia's comparative 
advantage in labour-intensive production and does not maximise 
employment generation, which is one of the governcent's priorities. 



While the new legislation is an important step in the 
promotion of foreign investment, by indicating the government's 
willingness to accommodate foreign investors, a review of the 
system to maximise its promotional ef feet and minimise its real and 
opportunity cost is clearly needed. A more selective investment 
code - at present all investors are eligible, though tha level of 
incentives varies accordinq to the value of the investment - wo11ld 
minimise the opportunity cost of lost government revenue. Ideally I 
eligible projects should be selected on the basis of their economic 
return, using shadow world market prices. A wide range of 
incentives could be offered that might be better in line with the 
goverr.ment•s social and economic objectives such as a stable tax 
regime, a reinvestment allowance and employment related tax 
allowances. These incentives should be made as direct as possible 
to minimise distortions in the relative pricing of factors of 
production and the distribution of resources. 

No matter how generous the incentive regime, incentives alone 
will not attract investors - certainly not the type of long-term 
investors with a commitment to reinvestment, employment generation, 
manpower development antl technology transfer. Although the 
Ethiopian government has indicated its willingness to cooperate 
with foreign investors, the memory of earlier nationalisations and 
delayed compensation, t0gether with continued insecurity in the 
north of the country, slow progress towards the introduction of a 
multi-party state and wide-spread ignorance of Ethiopia's resource 
potential will all discourage foreign investors. Despite its 
record for prompt debt-repayment and good credit rating in 
international banking circles, investors are likely to regard 
Ethiopia as a high risk for some time to come. Those that are 
prepared to take advantage of the opportunities opening up are 
likely to apply a high discount rate when assessing their projects 
in the hope of minimising the risks involved. Under these 
circumstances, the type of investor the government will attract 
will be those that have characterised the early stages of "Free 
Enterprise Zones" development: producing finished goods, wit:h few 
linkages into the domestic economy and a tendency to be footloose. 

Foreign exchange allocation 

Shortages of foreign exchange are frequently cited as 
constraint on industrial performance by managers and Ministerial 
staff. Foreign exchange allocations to the MOI for raw materials 
and spare parts increased by only 6 per cent in the four years to 
FY1988, from Birr260. 4 million in FY1985 to Birr276 million in 
FY1988 (though they are thought to have increased to Birr327 
million in FY1989). Over this period the proportion of the 
Ministry's foreign exchange request satisfied has fallen from 90 
per cent to 75 per cent. The actual shortfall is probably greater 
since applications for foreign exchange are rigorously reviewed at 
every level. By mid-1990, the situ~tion had become sufficiently 
serious for the government to include four IPEs in the EEC 



sponsored sectoral import programmeil' alongside such essentials 
as fertilisers. What is more, the foreign exchange shortage will 
be become more acute in the near future following the collapse of 
world coffee prices and the reduction of export earnings this 
entails. 

Under existing procedures, each plant submits an annual 
foreign exchange request to its Corporation for compilation about 
five months before the beginning of the fiscal year. The 
Corporations submit their requests to the MOI for verification and 
they are then passed on to the ONCCP. Quarterly allocG.tions to the 
Corporations are made by the Foreign Exchange Allocation Committee 
(FEAC) of the WPE, advised by the ONCCP, on the basis of foreign 
exchange availability. Faced with a shortfall, priority is given to 
exporting enterprises, industries producing basic consumer goods, 
strategic industries (for example, Crown Cork which makes bottle 
tops for the beverage industry) and major employers. Once 
authorization has been granted the corporation applies for a 
Foreign Exchange Licence and submits three tenders to the NBE. 
These tenders are evaluated by the NBE which may choose the least 
cost product even if this is not the p1:oduct preferred by the user. 
The procedures are both complex and inflexible - providing little 
opportunity for plants to request additional funds once the fiscal 
year has begun. A plant suffering a breakdown, for instance, may 
have to wait months before receiving an emergency allocation to 
purchase replacement machinery. 

SSis face even more crippling foreign exchange restrictions. 
As t11ith the IPEs, each SSI submits an annual foreign exchang 
r:equest to HASIDA which pas~ .'s it on a sectoral request to the 
ONCCP. HASIDA currently allocaces foreign exchange to only 260 SSis 
and new applicants may have to wait several years before they will 
be added to the 1 ist. The total foreign exchange request has 
remained constant at about Birr40 million for several years - a 
gross underestimate of the actual requirements - but HASIDA' s 
allocation has fallen sharply in recent years from Birr29 million 
in FY1987 to Birr14. 5 million in FY1989. Priority is generally 
given to those SSis with a strong export record. All SSI imports 
financed through the HASIDA allocation are purchased through the 
Ethiopian Import and Export Corporation (ETIMEX) , which also 
purchases imported goods for the EDDC. If EDDC already has a 
product in stock the SSI is required to purchase it, if not he may 
solicit tenders from one of the EDDC's registered suppliers. Goods 
that are produced locally may not be imported, even if there is ~ 
significant price differential, unless the application is 

21.. The enterprises included were the Ethiopian Sugar 
Corporation, the National Textiles Corporation, the Ethiopian Food 
Corporation and the Ethiopian Chemical Corporation. These 
enterprises were allocated foreign exchange to purchase caustic 
sod3, oxygenated water, plastics and a range of machine parts. 



accompanied by a certificate from the local supplier stating that 
it is unable to provide the product. ETIMEX assesses whether the 
tender documents or local products meet the tender specifications 
and, in the case of imports, it will generally purchase from the 
lowest cost supplier regardless of the customers preference. 
Clearly, the procedures are geared to saving foreign exchange 
rather than ensuring that producers secure the least cost and most 
suitable inputs. 

During the first six months of FY1990, ETIMEX received no 
foreign exchange allo~ation owing to the acute foreign exchange 
shortage faced by the government. Deprived of access to foreign 
exchange throu(Th official channels, SSis have had to depend 
entirely on two unofficial channels: the franco valutaW system 
and the parallel market. In normal circumstances, the franco 
valuta system funds the majority of imports for the SSI sector, 
either through direct purchases by producers or through the 
mediation of traders. However, goods imported through the franco 
valuta system carry a import surtax on top of the basic duty 
payable (around 50 per cent on capital goods and 200 per cent on 
other products). Moreover, the system was temporarily suspended in 
1988 and re-introduced at the beginning of 1989 with stricter 
controls, including a temporary ban on imports of raw materials. 
Authorization for raw material imports through the franco valuta 
system was restored in mid-1989 but the temporary restriction 
aggravated the severe shortage of inputs in the SSI sector and 
increased dependence in "mercato" - Addis Ababa's parallel market. 
Traders import a wide range of consumer goods, financed from the 
proceeds of illegal exports (principally livestock and coffee), 
most of which pass through a clearing market in Dire Dawa. Lesser 
quantities of spare parts and capital equipment are also available, 
but at a premium. Parallel market prices are thought to be higher 
than the market price of franco valuta imports. This parallel 
market is likely to become institutionalised now that the 
government has - in principle - agreed to allow traders to operate 
alongside the state owned import agencies. Since their is no 
indication that additional foreign exchange will be made available, 
parallel market financing and the franco valuta system will be the 
only means by which these traders can operate. 

22. Under the franco valuta system the National bank of Ethiopia 
provides Foreign Exchange Licences for goods on which no foreign 
exchange is payable. The importer is not required to identify the 
source of funding. The bulk of the goods imported under the franco 
valuta system are food aid imports financed by donors. The 
remainder are capital and consumer goods imported by private sector 
traders. Much of the foreign exchange employed in the franco 
valuta system is provided by Ethiopian nationals resident abroad, 
purchases of foreign exchange at the parallel market rate (Birr5 to 
Birr6=$1) and the foreign bank accounts of traders who have 
exported goods illegally. 



The MOI is concerned that the present foreign exchange 
allocation system reduces the productivity of exporting enterprises 
by depriving them of essential inputs, even though these 
enterprises are given priority in the allocation of funds through 
official channels. In order to address this problem the MOI 
proposes to allow exporting enterprises in the public sector to 
retain a proportion (still to be determined) of their foreign 
exchange. This practice is already followed in respect of 
Ethiopian Airlines and the Ethiopian Shipping Lines but all other 
exporters must submit their foreign exchange receipts to the NBE 
iDIDlediately. The foreign exchange retained by Corporations would be 
centralised in a revolving fund which enterprises would be allowed 
to draw on to finance production for export. The value of 
withdrawals would be related to export performance. 

Ultimately, however, the solution lies in the devaluation of 
the Birr and the introduction of a free market for foreign exchange 
open to IPEs and the private sector alike. As already discussed in 
Section 1.2 devaluation is likely to take place in stages over a 
period of two to three years. The success of this measure will 
depend on the availability of foreign exchange. Given the weakness 
of Ethiopia's balance of payments position, the shortage of foreign 
currency is likely to persist for some time to come. Donors will 
have to step in to prevent the economy being asphyxiated by 
restrictions on essential imports. In the past donors have been 
extremely reluctant to commit funds for balance of payments 
support, but, during the period of transition, schemes such as the 
EEC's sectoral import prograDIDle will be crucial to the health of 
the economy. 

At the same time, the government will have to move towards a 
market system for the allocation of foreign exchange, just as it 
has proposed for other inputs. Al though it may continue to 
allocate foreign exchange to strategic inputs and industries, it 
could profitably introduce an auction system. This would both 
reduce the gap between official and parallel market rates and 
improve the efficiency of allocation procedures. However, the 
experience of Somalia shows that the success of foreign exchange 
auctions is largely dependent on adequate financing by donors. 
Where insufficient foreign exchange is provided the exchange rate 
plummets - or becomes chronically unstable - and producers are 
pushed out of the market by traders who seek to benefit from the 
scarcity rents on consumer goods. Clearly, close cooperation with 
the donor community is essential if reform of the foreign exchange 
allocation system is to proceed smoothly. 

Protection 

Even though the over-valued Birr (fixed at Birr2.07=$1 since 
1974) deprives domestic producers of the "natural" protection 
afforded by an equilibrium exchange rate, domestic producers are 
protected from international competitors by import barriers and 



foreign exchange allocations (notwithstanding the large parallel 
market). Furthermore, public sector manufacturing enterprises are 
shielded from domestic competition by price controls, the 
monopolisation of distribution for many products by state 
distribution agencies and restrictions on the activities of private 
sector firms. 

The prohibition of imports of goods with similar 
specifications to those manufactured locally without 
authorization of the domestic producer - is the most important 
barrier to competition from imports (see Foreign Exchange 
Allocation above). In addition, all imports are subject to five 
types of import levies: 

a. 

b. 

c. 

d. 
e. 

Import duty ranging from zero rating for a 
wide range of raw materials and 10 per cent 
for most of the remainder, zero rating for 
capital goods and 0-35 per cent for 
intermediate products, to 125 per cent for 
some consumer goods. Duties tend to increase 
with the degree of processing: 
Transactions tax on all imports at ~ero 
rating, 15 per cent and 18 per cent depending 
on the type of imported raw material or 
finished product. Domestic sales are also 
subject to a transactions tax levied at 7 per 
cent, though a number of products are zero 
rated; 
Excise taxes on a selected range of imports 
and domestic sales, from which exports are 
exempted: 
Municipality tax of l per cent: 
Export subsidy surcharge on some products at 
5 per cent. 

On top of these taxes, goods imported through the franco valuta 
system are subject to a surcharge of 50 to 200 per cent. The result 
is a high but uneven level of protection for domestic industry: in 
some cases the customs duties exceed the difference between border 
and domestic prices, in others they are lower. A recent study of 
the Ethiopian textile industry, for instance, has shown that while 
the Nominal Protection Coefficient (NPC) was uniform at 2.08, the 
Effective Protection Coefficient (EPC) varied from 15.4 to 
13.Sllll. Such wide variations in the level of effective 
protection have important implications for the efficiency of 
resource distribution within the industrial sector (see Section 
2.0). Furthermore, while taxes on imports generate substantial 

23. Gezahgne Mitikie, Measuring Economic Efficiency. A Case Study 
of the State Owned Textile Industry in Ethiopia. MSc Thesis, Addis 
Ababa University, 1987. 



revenue for the state (Birr579.3 million in FY1987), these costs 
are passed on to the consumer and, in the absence of efficient draw 
back facilities, the export market, reducing industry's domestic 
and international competitiveness. 

To overcome these problems, a gradual transition to a unified 
tariff system has been proposed. This would seek to reduce over 
all level of tariffs and the level of dispersion of effective 
protection (for instance, currently tax free imports - some 
intermediate and capital goods - would be subject to a tariff of 5 
to 10 per cent). Indirect taxes would be reformed at the same 
time, by integrating the turnover and transactions taxes into a 
single sales tax which would be levied on imports and domestic 
manufactures at the same rate. This would have to be a long-term 
goal. Industries accustomed to high levels of tariff protection 
would be adversely affected by the immediate reduction of tariff 
levels. Furthermore, the reduction of tariffs across the board 
would stimulate the rapid growth in imports which the economy 
cannot, at present, finance. Trade liberalisation will, therefore, 
depend on the progress of import substitution and export promotion 
within the economy. 

Export promotion 

Expansion and diversification of exports were identified as 
objectives of the TYPP (FY1985-FY1994) and the TYP 
(FY1986-FY1989). Since the collapse of world coffee prices in 
mid-1989 and consequent fall in foreign exchange receipts from 
traditional exports, the expansion of exports from other sources -
such as industry, minerals and a wider range of cash crops - has 
become a matter of urgency. Unfortunately Ethiopian manufacturing 
industry has developed along the lines of import substitution and 
s~ has little experience of exporting. The management is ill
prepared for export development and products are often ill-suited 
to export markets. Managerial reforms will, therefore, be a key 
step towards development of an export market. However, specialist 
export promotion institutions will also be required if industry is 
to ~eet the challenge of penetrating export markets. 

Since 1987 export promotion the Export Promotion Department 
of the Ministry of Foreign Trade (MFT) - and .i.ts nine trade 
promotion off ices overseas - has been the main cha~nel for export 
promotion. This department helps enterprises identify export 
markets and products with export potential, advises Corporations on 
product design and presentation and puts producers in contact with 
buyers through its representation at international trade fairs and 
conferences. A similar range of services are provided by the 
Ethiopian Chamber of commerce (see Section 4. 2) • Furthermore, most 
of the Corporations have departments engaged in the management and 
promotion of export sales and HASIDA's Export Marketing Department 
(Handicrafts of Ethiopia), established in 1981, co-ordinates export 
and promotional activities behalf of handicrafts sector. 



These instituti~ns face acute shortaqes of skilled personnel, 
particularly personnel with experience in the field of 
international 1:1arketing and product presentation. Traininq in 
trade promotion is already provided by the Ethiopian Manaqement 
Institute (EMI) and by the Ethiopian Institute of Banking and 
Insurance (EIBI) , but there is still a siqnificant shortfall. 
While interest in a specialist Foreiqn Trade Institute has been 
expressed ira some quarters, it would be expedient tc, expand 
training capacity within the framework of existinq institutions 
where a broader base of managerial skills can be taught. Efforts 
should also be taken to upgrade skills of promotional staff and in 
this context both the EMI and EIBI could benefit from technical 
assistance from specialists in the fields of marketing and product 
design. 

Very little has been done to cater for the needs of small
scale exporters, or poten~ial exporters. Much has to be done to 
identify those products and enterprises that are ready to export 
and the manag~rial and technical modifications required if they are 
to be successful. The dissemination of information is a key stage 
in preparing potential exporters for an export drive, but training 
and consultancy services will also be needed. These services could 
be provided through the Chamber of Commerce, as is the case in many 
other countries. At present, however, despite its willingness to 
serve in this role, the Chamber is inadequately resourced and his 
limited experience in these fields. Technical assistance and 
investment will be needed if it is to fulfil this function. 

While both the SSis and Corporations contact and negotiate 
with foreign clients on their own behalf, exports are closely 
controlled by the MFT and NBE. Exporters must register their 
export products with the MFT to secure an annual export licence, a 
time-consuming process involving the preparation of a study 
evaluating the long-term supply and world market demand for their 
products. This may be beyond the capacity of SSI managers. All new 
products and changes of product specifications must aloo be 
registered to secure approval. While the price of both private and 
public sector exports is freely determined, export contracts must 
be submitted to the NBE immediately for study. NBE reviews the 
contract and may refuse its authorization if it considers the price 
too low, i.e. lower than world market price or lower than the price 
in previous contracts. This leaves little room for exporters to 
offer discounts or "loss-leaders" when penetrating new markets. It 
is also a cause of delay and frustration for foreign clients. 

Despite the NBEs efforts to secure the maximum price for 
exports, border prices in Birr are frequently lower than those in 
the domestic market. This is a consequence of the over-valued 
exchange rate which reduces the Birr earnings of exports relative 
to the controlled prices of domestic sales and the scarcity rents 
available to private sector producers. Inevitably, this encourages 
producers to allocate resources to products for sale in the 



domestic market. To some extent, this tendency can be countered by 
Ministerial directives and the priority given to exporters in the 
allocation of raw materials and foreign exchange, such that 
producers may be prepared to subsidise exports sold at a loss 
through domestic sales in order to gain preferential access to 
essential inputs. However, in order not to impair the profitability 
and liquidity of exporting public enterprises, the government 
introduced a system of export subsidies in FY1983. 

Public enterprises submit an annual claim for the difference 
between the border price and the cost of production and delivery to 
ONCCP. The ONCCP assesses the claim and authorises the NBE to pay 
a lump sum subsidy to the MOI from a fund financ£d, in part, by t~e 
proceeds of the export subsidy surcharge tax. The subsidy, which is 
usually less than the total sum requested, is then distributed 
between exporters on the basis of need. Since the coverage is not 
complete and credits are delayed, enterprises resort to short-term 
borrowing to cover losses. 

Leather goods and spices are the only products which have not 
required subsidies on an annual basis. Other products - notably 
textiles and chemicals - have received substantial subsidies, 
sometimes exceeding the fob price (details are not available). This 
practice does not encourage enterprises to minimise their costs or 
maximise their export price. Moreover, in the absence of an 
assessment of foreign exchange expenditure on export products, the 
system may actually subsidise net foreign exchange losers. Under 
these circumstances, the subsidy system is incompatible with the 
efficient allocation of resources in the industrial sector and, if 
manufactured exports continue to grow, will place growing burden 
on the domestic banking system. Furthermore, while temporary 
subsidies could be justified on an infant industry argument they 
are likely to attract retaliation from potential export markets. 

The ultimate solution to this problem would be to devalue the 
Birr, an option which the government is currently considering. In 
the meantime, the government could consider the introduction of an 
equitable subsidy scheme related to the ratio between the official 
and market exchange rates - tantamount to a dual exchange rate. 
This would go some way to reducing the present distortions in the 
allocation of resources between profitable and loss making 
exporters. 

Another problem faced by exporters is the level of taxation -
customs duties and domestic transactions taxes - on inputs and 
exports, both of which increase product prices and reduce 
international competitiveness. At present all exports are subject 
to a 2 per cent export tax, though the withdrawal of this charge is 
under discussion. More important is the inadequacy of tax drawback 
system, which, at present, does not cover duties on all inputs, 
allows the customs department rather than the enterprise to 
estimate wastage rates and does not allow manufacturers of 



intermediate goods selling to exporters to waive the transactions, 
excise and turnover taxes on these products. Re fora of the drawback 
scheme is currently in preparation to ensure that it is comparable 
to those offered to exporters in other countries. 

While this is of interest to enterprises which export a small 
proportion of their production, major exporters should be able to 
i•port all the inputs used in the •anufacture of exports raw 
aaterials without paying import duties or taxes as is international 
convention. A limited number of exporters - the National Leather 
and Shoe Corporation and Ethiopian Spices - are able to iaport 
inputs duty free where they can prove that they are to be used 
wholly in the manufacture of export products. This privilege, 
granted by the Customs Authority, does not apply to those 
enterprises producing intermediate products for sale to exporters 
and used in exported products. This omission should be rectified. 
Doing so will provide a strong incentive for the develcpment of 
linkages - subcontracting as well as direct purchase - between 
exporting enterprises enjoying a privileged export regi•e and 
ren:ainder of the economy. 

Export Processing Zones and Bonded Factories 

A complimentary solution to the problem of duty free 
production for export would be to establish an Export Processing 
Zones (EPZ) or bonded factories which would enjoy a privileged 
customs regime comparable to those of Mauritius and many other 
countries world-wide. As presently conceived, the bonded factories 
and an EPZ - which could be established in Addis Ababa or in Assab 
- would operate simultaneously. The former would provide a 
framework for existing public enterprises to develop along export 
oriented lines. The latter would attract new foreign investment by 
providing a site equipped with all necessary services and subject 
to privileged tax and customs regimes. 

A strong prima fasciae case can be made for such institutions. 
Ethiopia has plentiful supplies of cheap - though largely unskilled 
- labour. In 1988 the average wage of public sector industrial 
employees was less thar. BirrJOO ($150) per month, though the 
minimum wage is only Birr50 ($25) per month, which is extremely 
competitive by international standards. It is ideally placed 
between Far Eastern and European markets to at~ract light-assembly 
industries exporting to European markets. This is particularly true 
in the case of garment and textile industries where Ethiopia's 
status as an LDC guarantees unrestricted duty free entry into the 
EC under the Lome Convention. 

On the other hand, a number of factors are likely to 
discourage investors: the weak infrastructural base - with poor 
transport being a major constraint on the ability to export 
regularly and meet delivery schedules; the limited opportunities 
for linkage into domestic industries through sub-contracting for 



aaintenance, equipment manufacture and tooling: the shortage of 
skilled and experienced manpower accustomed to an EPZ factory 
regime: the present absence of foreign investment and the 
experience of past nationalisations: and the prevailing central 
planning system. 

Much will depend on the type of incentives the govermaent is 
prepared to offer. Details of the tax and duty regimes applicable 
to an EPZ and bonded factories have not yet been worked out, nor 
has the government determined whether such enterprises would 
benefit from privileges in relation to the labour law and other 
regulatory legislation. A World Bank funded study to assess the 
impact of an EPZ on Ethiopia's export performance and its 
suitability as a means of attracting foreign investment and 
generating employment is expected to begin in the near future. 
This study will also highlight the benefits to be gained by 
ado~ting an EPZ policy. If the experience of other countries is 
anything to go by, the benefits will be limited. EPZs generally 
operate as an enclave, in the early stages at least, producing 
relatively simple, low technology products with a limited degree of 
processing, using few local inputs other labour and utilities and 
offering little in the way of technology transfer and trainin~. 
Benefits, in terms of the contribution to Ethiopia's economic 
development, are most likely to accrue if direct foreign investment 
in the EPZ is in the form of joint ventures with Ethiopian public 
or private partners. 

Privatisation 

Privatisation appears to have been introduced into the debate 
on economic =eform in Ethiopia more as a threat than as a policy. 
During the discussions on economic refom before the central 
Comm.!.ttee of the Workers' Party of Ethiopia in March 1990 the 
government announced that public enterprises that were unable to 
operate profitably might be sold to the private sector or 
liquidated. No enterprises were specifically identified and the 
procedures to be applied have yet to be announced. Privatisation 
is, consequently, still only a remote step in the progress towards 
a market economy. The government has, after all, announced its 
commitment to a mixed economy in which the public and private 
sector would operate side-by-side on an equal basis, rather than 
turning its back on government intervention altogether. 

Nevertheless, given the perilous financial situation of many 
public enterprises, the weakness of existing management and the 
limited resources available for their refurbishment, privatisation 
be a wise policy move if public management is unable to restore 
profitability. Privatisation should, however, be considered in the 

24. ILO/UNCTC, Economic and Social Effects of Multinational 
Enterprises in Export Processing Zones, Geneva, 1988. 



broadest sense. Closure and liquidation may be the only viable 
option for some of the worst cases. Public enterprises may be able 
to raise capital by selling of non-returning assets and so finance 
their recovery under existing management. Others may be able to 
raise capital by selling equity, either by a share issue or through 
establishing a joint-venture. Equity could also be used to reduce 
debt burden through debt: equity swaps, both to domestic and 
international banks. This may involve some private sector 
participation at bo~rd level. Management contracts could also be 
considered, particularly where the private sector management 
consultants train their counterparts within the existing 
management. Enterprises could also be leased to private sector 
enterprises. This allows the state to retain assets while the 
lessor may operate the enterprise as he chooses, though 
complications may arise where the lessor wishes to increase the 
enterprise's capital stock. Lastly, the government could divest 
entirely from enterprises by selling the assets and "good-will" to 
private investors. Choice of the appropriate stratagem will depend 
on the situation of each enterprise. 

At the same time, it should be recognised that the 
government• s options may be circumscribed. The government has 
implied that only loss-making enterprises would be privatised. such 
enterprises may not find a buyer, or the highest bid may be 
considerably lower than the book value of the assets on account of 
the enterprise's past performance. Divestiture from the largest 
enterprises will be particularly difficult because few Ethiopian 
entrepreneurs are sufficiently capitalised. Without a well 
developed capital market, a public share issue - the method used in 
most industrial economies - would be problematic. The former 
Peoples• Democratic Republic of Yemen was able to secure widespread 
support for new-mixed capital projects, but the share issue had to 
be carefully tailored so that migrant worker's could afford stocks. 
For both these reasons the domestic economy may be unable to absorb 
the sale of IPEs and foreign companies would have to participate. 
The workforce may be opposed, knowing that private owners are 
likely to compress the workforce as one of the first measures 
introduced to restore profitability. Social costs, such as 
increased unemployment, are difficult to measure. This is further 
complicated by the monopolies and quasi-monopolies enjoyed by many 
Ethiopian IPEs. In such cases measures would have to be introduced 
to control rents. 

One lesson from other developing countries is the importance 
of planning and careful analysis at an enterprise level before 
embarking on ad hoc privatisations. Each public enterprise must be 
classified according to the desirability of and their potential for 
divestiture, lesser forms of private sector participation and 
liquidation. Such classification should go hand in hand with the 
reform of public sector management, since this will identify the 
constraints and potential of individual enterprises. A programme 
can then be prepared. Since Ethiopia's IPEs have not yet had the 



opportunity to prove their worth in a market-oriented economy, 
preparation of such a programme would be premature for t.~e tiae
beinq. 
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5. RESOURCES FOR INDUSTRIAL DEVELOPMENT 

5.1 Human resources 

I,abour force 

According to the 1984 census Ethiopia's total population 
numbered just over 42 million persons and was growing at a rate of 
2.9 per cent per year (Table 5.1). At the current growth rate, the 
population will double in 24 years and increase by 60 per cent by 
the year 2000. Approximately 22.6 ~illion persons (49 per cent of 
the population) were of working age in 1987 of whom 19.8 million 
were economically active, suggesting a participation rate of 87 per 
cent for the population of working age (though the economically 
active population includes a proportion of juveniles and persons 
o.!.der than 65 years). At present there are 410, 000 new entrants to 
the labour force each year - of which approximately 30 per cent 
join the urban job market. By the year 2000 this number will have 
risen to 685,000. 

The economy has proved unable to accommodate the rapid growth 
of the labour force. According to a Ministry of Labour and Social 
Affairs (MOLSA) survey undertaken in 1984, there were only 440,000 
wage earners in Ethiopia, the vast majority of whom were government 
employees. This is equi vi lent to only 2. 5 per cent of the 
economically active population. Since all enterprises employing 
more than ten people must recruit through MOLSA, except for 
students recruited direct from university and technical colleges 
who are allocated by ONCCP, the MOLSA estimates may be regarded as 
fairly accurate. 

Fro4 1979 to 1989 a total of 152,857 people were recruited 
through MOLSA's 36 employment exchanges, an average of 13,900 
appointments per year. Only 23.5 per cent of those registering at 
MOLSA employment exchanges were appointed (equivilent to just 3 per 
cent of the estimated number of entrants to the labour force). 
Moreover, the number of placements has fallen dramatically in 
recent years, from 18,272 in 1980 to 15,274 in 1984 and just 7,989 
in 1989. It should also be recalled that not all of those 
appointed were recruited for new jobs. About 5 per cent of those 
appointed each replaced retired workers and so the number of job 
creations has probably amounted an average of about 13,200 over the 
1979-89 period. In recent years early retirement has been 
introduced as a means of increasing the number of younger staff 
appointed. 

Unemployment is already a serious problem in urban areas. In 
Addis Ababa, according to the census, the unemployment rate was 
10.5 per in 1984. Approximately 85 per cent of those unemployed 
were first cime job seekers and unemployment rates were 
significantly higher among youths (21.6 per cent) than those older 
than 25 years (6 per cent). However, the broad definition of 
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economically active used in the census~' is thought to 
significantly underestimate the level of unemployment. A survey 
undertaken in 1981 estimated that there were 373,000 urban 
unemployed and the TYPP document argued, on the basis of the number 

25. The census defines those in full-time employment as those who 
had worked for fourteen hours in the previous week. No reference 
is made to the type of work or employment status. 
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T8ble 5.1: Total and economicalli active DC>DUlation, 1975, 1987 and 1995 
(Thousand persons) 

1975 Per cent 1987 Per cent 19958/ 

lural 30.485.7 89.8 41, 105.4 89.4 51,929.5 
un.n 3,4n.6 10.2 4,853.3 10.6 6, 131.3 
Oto 14 yurs 15,807.7 46.6 21,387.6 46.5 27,019.5 
15 to 64 yurs 16,706.9 49.2 22,619.0 49.2 28,575.2 
Older than 64 years 1,443.7 4.3 1,952.1 4.2 2,466.1 
EconGllically active 14,663.2 43.2 19,814.9 43.1 25,032.7 

Total Population 33,958.3 100.0 45,958.7 100.0 sa,060.8 

Male 9,521.7 64.9 12,845.8 64.8 16,228.4 
F-le 5, 141.5 35.1 6,969.1 35.2 8,804.3 
un.n 1,106.a 7.5 1,539.4 1.a 1,944.8 
of Mhich: 

•le 695.4 4.7 929.3 4.7 1, 174.0 
f-le 411.4 2.8 609.2 3.1 769.6 
10 to 20 years 379.9 2.6 487.1 2.5 615.4 
25 to 49 years 615.3 4.2 882.2 4.5 1, 114.5 
older than 50 years 116.6 .8 169.7 .9 214.4 

lural 13,556.6 92.5 18,075.9 92.2 22,835.8 
of Illich: 

•le 8,826.4 60.2 11,716.0 59.1 14,801.1 
f-le 4,730.2 32.3 6,359.9 32.1 8,034.6 
10 to 20 years 5,284.7 36.0 7,132.2 36.0 9,010.3 
25 to 49 year-s 5,815.7 39.7 7,848.6 39.6 9,915.3 
older- than 50 years 2,456.2 16.8 3,295.1 16.6 4, 162.8 

Economically active 14,663.2 100.0 19,814.9 100.0 25,032.7 

Source: CSO, POR Ethi22ia: Facts end Fi!l!:!l"H, 1987. 

a/ Pr-ojection based on the proportion of total population in 
categor-y in 1987. 
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of job seekers registered with MOLSA' s 36 employieent exchange 
offices, that the number of urban unemployed was closer to 
500,000. From 1980 to 1989 the residual number of registrations 
after appointments at MOLSA labour exchanges averaged 59,000 
persons per year, 76.5 per cent of the total number of 
registrations. The cumulative total of those remaining on the 
employment exchange registers has increased at a rate of 13.5 per 
cent per year since 1979 and now stands at 668,835 (Table 5.2). 
Admittedly not all of those registered are still seeking 
employment: MOLSA estimates that at least 10 per cent of those 
registered will have found work through the Personnel Services 
Commission (PSC), joined small-scale enterprises or been 
consc:r.-ipted into the armed forces. Nevertheless, the Table 5. 2 
indicates the scale of the problem. More revealing at the human 
level, is the observation that five hundred people apply for each 
unskilltd job on the first day of an advertisement being posted in 
an employment exchange. 
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T8ble 5.2: R~istered unet11>lo~ and aDDOintllents, 1979 to 1989 

1979 1982 1984 1986 1988 1989 

Registered 230,601 57,693 54,692 52,594 55,288 51,330 
Plec:~ts 22, 107 1S,728 15,274 12, 133 10. 751 7,980 
Arnlel surplus 208,494 41,965 39,418 40,461 44,537 43,350 

~letive total 
of ..-ployed 208,494 365,642 446,216 532.985 625,485 668.835 

Source: Based on MOLSA, Eaployment Service Information, October 1989. 
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Ethiopia's unemployed have no access to social security. They 
subsist in a twilight economy of small-scale trading, occasional 
employment and dependence on employed relatives. Among these groups 
household incomes are horrifyingly low. A recent survey of Kebele 
25 in Addis Ababa conducted for ILO revealed that average monthly 
incomes were Birr187 ($90) per household and Birr25 ($12) per 
inhabitant though the distribution was highly skewed and the median 
income per household was only Birrl38 ($66) per month. 
Unemployment related urban poverty and the frustration of 
unemployed youths presents the government with one its most 
pressing social problems. 

Training 

As is characteristic of most African countries, the problem of 
urban unemployment exists alongside a shortage of adequately 
trained personnel. Although the number of persons registering each 
year for professional and technical jobs has consistently exceeded 
the number of placements in this category (Table 5.3), on several 
occasions the number of appointments within the managerial and 
administrative category has exceeded the number of registrations 
that year and the size of surplus registrations in other years is 
relatively low. Moroever, the MOISA classification hides wide 
disparities in the supply and demand for skilled staff, 
particularly those of degree and diploma level. The number of 
graduate students requested by the MOI from the ONCCP (which 
allocates all graduates to the public sector on the basis of 
requests made annually by each Ministry) greatly exceeds the number 
allocated. This is especially true of trained administrative and 
technical personnel of diploma level and engineers and managerial 
personnel with degrees (Table 5.4). The shortage of professional 
and skilled staff is reflected in the structure of employment in 
the MOI supervised industries (see Table 2. O) . Professional 
workers accounted for less 
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Tllble 5.3: Ratio of rumer of ~!"Sons ~isteri!!ll !! unem>lOftd 
to l'Ulber recruited l!x: OC:a&Jetionel !;ateaorv, select~ ml"S 

C.tegory 1980 1983 1986 1987 1988 1989 

Prof as i one l 8"d 
tedlnical woriters 5.24 2.64 5.41 4.78 3.89 3.00 
Adlinistrative 8"d 
--aerial woritel"S 1.39 o.n 2.24 2.63 0.84 1.55 
Goveu•nt executive 
Md clerical woritel"S 8.82 8.66 11.62 15.10 16.01 17.65 
S.les woriters 1.67 0.85 0.21 0.52 0.11 0.08 
Service wrtel"S 1.n 1.47 1.39 2.73 0.98 0.66 
Agricultural wrters 3.99 5.69 6.61 5.n 11.20 11.29 
Proclx:tion, transport 
& equiJment operators 2.58 2.93 2.26 3.43 3.54 2.113 
l)istilled WOl"ters 5.31 2.39 2.74 3.05 2.43 6.36 

Total 4.71 3.56 4.33 5.67 5.14 7.35 

Sow'ce: Based on MOl.SA, ~lovmen: Service Information, October 1989. 
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Tele 5.4: Ministry of lnci.Jstry requests for Md syiply of dipl
Md degree srMlmtes by 5'.tl''!Ct al"ff. 1984185 to 1CJ91/89 

Deficit/ 
Cc.rse Md qualification l~ted ~lied surplus 

Adainistration 646 219 -427 
Technology 131 339 -492 
science 14 13 -1 

Total ....mer of diplCllla graclates 1,491 571 -920 

Engirwering & architecture 449 90 -359 
Science as 118 33 
fi'*'Ce & __,_nt 555 231 -324 
Other smjects 6 a 2 

Total ....mer of degree grMlmtes 1,095 447 -648 

~: Based on Tele A-0. 
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than 2 per cent of the total work-force in 1985, semi-professionals 
3.5 per cent and skilled workers 5.9 per cent. over 70 per cent 
were unskilled. 

While the proportion of unskilled and semi-skilled workers 
eaployed is relatively high, there are substantial disparities 
between the numbers of registrations and placeaents of semi-skilled 
and unskilled staff. For instance, 17.6 persons were registered for 
each clerical appointment, most of them were secondary school 
graduates. (The deficit of sales and service workers reflects the 
preference of suitably qualified school graduates for clerical 
work). 

Since the Revolution priority has been given to the expansion 
of educational opportunities for the aasses. As a result of 
nation-wide literacy campaigns, the literacy rate has increased 
from 5 per cent in 1970 to 35 per cent in 1986. Access to b~sic 
education has been improved by the construction of 4, 700 new 
primary schools from 1975 to 1986. Pri•ary school enrolment 
increased by 155 per cent over the same period. Nevertheless, the 
primary school participation rate is still only 36 per cent -
compared with 18 per cent in 1974 - one of the lowest levels in 
Africa. Furthermore, the rapid expansion of educational facilities 
has, to some extent, been achieved at the expense of quality. The 
student - teacher ratio has, for instance, increased from 39 to 48 
and, to accommodate increasing numbers of students, a shift system 
has been introduced which means that each child receives on average 
only four hours of instruction per day. This may account for the 
high dropout rate: in 1986 almost 40 per cent of school leavers had 
only attended first grade. The level of functional illiteracy is 
relatively high. Many students move into higher-level training 
programmes or employment with low levels of basic skills and poor 
study habits and so are unable to benefit fully. As a result the 
economic returns to investment in education and training are much 
lower than they could be. The planned 120 per cent increase in 
primary school attendance by 1994, raising participation rates to 
66 per cent, is likely to exacerbate these problems. 
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Table 5.5: Student en:-ol11ent ed.JeatiOl'llll institution and 
l~l. selected ytars 

School 1975 19152 1986 Percent 1994 Percent 

COrede 1·6 957.301 2.374.362 2.448.7711 78.4 5.248.000 80.2 
....... 7·8 124.584 248.704 363.132 11.6 819.100 13.4 
COrede 9·12 64.213 238.428 292.385 9.4 387.300 5.9 
Tec:hni ca• schools 4.100 4.aoo 0.0 6.000 0.0 
Further ed.Eation a.zoo 14.985 18.436 0.6 za.740 0.4 

Total 1.154.298 2,880,519 3, 122, 731 100.0 6,543, 140 100.0 

~: CSO, POR Ethiopia: Facts and Fisures, 1987 and ProvisiOl'llll Military 
Ciove...,_..t of Socialist Ethiopia, Ten Year Perspective Plan. 1984. 
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Secondary school attendance has also increased dramatically 
since the Revolution, though the proportion of students in junior 
and senior secondary school remains low (11.6 per cent and 9.4 per 
cent respectively in 1986). The government has ambitious plans to 
eliminate school dropouts before the sixth grade by 1990 and 
increase attend~nce at junior secondary schools (grades 7 to 8) so 
that 80 per cent of the school leavers will have attained grade 
eight by 1993. Attendance at senior secondary schools will 
increase at a slower rate in line with the government's policy to 
concentrate resources in basic education. 

While possession of a School Leaving Certificate is a sine aua 
non of clerical employment or entrance to higher education, the 
rapid growth in the number of secondary school leavers has 
outstripped employment opportunities. The proportion of those with 
grade 9-12 education registering with MOlSA appointed each year has 
fallen from 22 per cent in 1984 to 9 per cent in 1988 and 5 per 
cent in 1989. 

In view of the limited number of employment opportunities 
available for those with an academic secondary education and the 
shortage of middle-level technical personnel, the government has 
sought to include an element of vocational training in primary and 
secondary schools by introducing the "General PolytP.chnic School 
Syllabus" alongside traditional comprehensive secondary education. 
On paper this gives children a foundation in technical skills in 
Grades 1-6, metal and woodwcrk classes from grades 7 to 10 and 
options in industrial, construction, clerical and agricultural 
skills from grades 10 to 12 (Table A-0, summarised in Table 5.6). 
About one quarter of class time is devoted to technical subjects 
for those in the technical stream in grades 9-12. 
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T8ble 5.6: •Ullber of 9reclatH from Technical end Vocational Schools 
~ broed sl.bject classification, 1987 to 1990 

SW>ject 1987 19815 1989 1990 Total Percent 

lnlastrial stills 1,103 1,418 978 933 4,432 60.9 
Clerical end edllinistrative 491 658 104 157 1,410 19.4 
Construction skills 184 157 166 180 687 9.4 
Other 148 225 186 190 749 10.3 

Total 1,926 2,458 1,434 1,460 7,278 100.0 

~= lesed on T8ble A·O. 
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In practice, however, Higher General Polytechnic Education 
(HGPE) (Grades 9-12) is only available at 15 schools, with an 
enrolment of about 4,500 students (less than 2 per cent of the 
secondary school population) • Competition for entrance is intense: 
approximately ten students applied for each place in the late 
1980s. The Ministry of Education has plans to build five new 
technical and vocational schools during the TYPP (1984-93) period, 
increasing in the number of students enroled to 6,000 by 1993. The 
new schools will offer specialisations in agricultural subjects and 
so change the balance of the HGPE output, which is currently biased 
towards industrial and clerical skills. At present, about 35 per 
cent of the graduates from HGPE take the ESLC and go on to higher 
education. The remainder enter the job market. Formerly HGPE 
graduates were allocated to public sector employers through the 
ONCCP. Now students find work through the employment exchanges. 
Although HGPE graduates have a considerably better chance of 
finding work than their counterparts from comprehensive secondary 
education, there is some concern that they do not always enter 
employment relevant to their skills. The removal of ONCCP 
supervision has made it difficult for the MOE to plan the output of 
future generations of graduates on the basis of the projected 
demand for skills. It has also removed a channel for feedback from 
employers on the content of courses. Regular consultations between 
the MOE and employers would alleviate this problem. 
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T8ble 5.7: llU!lber of students in diplc.a and first degree courses 
in hi;her eciJcation institutions. selected wars 

Actual 1983 Actual 1986 p lamed 1994 
5'bject llo. Percent llo. Percent llo. Percent 

Technology 1,701 10.6 1,740 9.6 6,645 23.6 
llatural Science 2,814 17.5 3,725 20.5 2,905 10.3 
Social science 5, 117 31.9 5,695 31.4 5,620 20.0 
Ped9gogical science 2, 142 13.4 2,248 12.4 3, 180 11.3 
Medicine 1,625 10. 1 1,!10 10.0 4,890 17.4 
Agriculture 2,642 16.5 2,939 16.2 4,870 17.3 

Tctal 16,041 100.0 18, 157 100.0 28, 110 100.0 

~: CSO, POR Ethiopia: Facts and Figures, 1987 and Provisional Military 
Gover..-nt of Socialist Ethiopia, Ten Year Perspective Plan, 1984. 
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There is an acute shortage of professional managerial and 
technical staff with degree and diploma qualifications in the 
industrial sector, reflecting both the limited number of students 
in further education (18,400 in 1986, less than one per cent of 
the total student population), the predominance of liberal arts 
student enrolment and the academic orientation of many of the 
technical subjects taught (Table 5.7). In 1986 only 9.6 per cent of 
students in further education were enroled in technology courses. 
The total output of graduate engineers from 1973 to 1985 was only 
1,231, of which only 142 had studied electrical engineering and 266 
mechanical engineering. 

The government proposes to increase both the total number of 
students in further education and the proportion of students 
studying technology during the TYPP ( 1984-93). This will be 
achieved by the expansion of facilities at existing technology 
institutes (the Technology Faculty at Addis Ababa University and 
Bahir Dar Polytechnic Institute) and the construction of six new 
specialist institutes in the fields of water technology, 
construction mining, electricity and electronics and chemistry. 
The completion of a Teachers' Technical College at Nazareth in 
1990, with a capacity of 800 students, will also ensure that higher 
education meets the demand for qualified technology teach~rs at 
lower levels of the education pyramid. Efforts are also being made 
to structure further education courses so that are of greater 
relevance to the industrial sector. A step in this direction was 
the creation of a Co-operation Programme between the University of 
Addis Ababa and the MOI in February 1986. This has provided for 
the sponsorship of university students by the Corporations, 
seminars and research links between academics and industry. 

Within th~ industrial sector overall responsibility for the 
develcpr.ient and implementation of technical tra:i.ning programmes is 
vested in the Ethiopian Management Institute (EMI), functioning 
directly under the Council of Ministers. When the institute was 
restr1tctured in 1983, the National Productivity Centre (NPC), which 
provides training in industrial skills, was detached from MOLSA and 
brought under its supervision. The NPC remains the central 
training institute for the Corporations under MOI supervision. 
Corporation production and supervisory staff with ed,Jcational 
qualifications above grade 8 are sent to t~e NPC on in-house 
training courses, financed from the Corpcrations' budget. There are 
over twenty courses available in such f i~lds as general mechanics, 
welding, plumbing, sheet metalworking, electricity, leather and 
shoe manufacture, wood work and construction with a duration of 
between 4 to 24 weeks. The NPC's capacity is limited to about 450 
trainees per year which is well below the n~eds of industry for 
training of new recruits and upgrading staff. To extend access to 
training the NPC has established an in-servict training scheme 
implemented by corporation personnel trained at the centre. 
Corporations have found this to be a cost effective method of 
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upgrading the skills of lower-level production staff and of 
effectively integrating training into the day-to-day activities of 
the shop floor. 

In addition to the facilities available at the NPC, four 
public corporations have established their own training centres to 
provide specialist courses: the Ethiopian Printing Corporation 
Institute of Graphic Art, the Ethiopian sugar Corporation Training 
Centre, Akaki Textile Mill Training Centre and a similar institute 
at Dire Dawa and the Akaki Spare Parts Factory Training Centre 
opened in 1988. Although small scale (with a capacity of 50-100 
trainees at one time} and hampered by a shortage of equipment and 
suitable teaching staff, the training centres have brought about a 
significant improvement in shop-floor productivity by providing 
short (2 days to six months) courses in relevant production skills. 
They offer an opportunity for unskilled workers to upgrade and 
training for supervisory staff. Both the National Food and 
National Leather and Shoe Corporations have plans to develop 
training centres of their own, the latter with technical assistance 
from the Italian government. Every encouragement should be given 
to such institutions which provide a training input at shop-floor 
level for all workers. 

The low level of technological development in Ethiopian 
industry (see Section 2.0) is mirrored in the training facilities 
available. The introduction of modern technology and new 
production skills must, the:refcre, be accompanied by training 
through technical assistance or study abroad. In FY1988, MOI 
supervised corporations benefited from 388. 9 man months of manpower 
training through technical assistance valued at a Birr2.9 million. 
In December 1989 there were 48 MOI employees training abroad, 41 of 
them studying technology or production skills the remainder 
management and finance. Considering the size of Ethiopia's 
indu~trial sector and the skills constraint in the field of 
technology this number is extremely small. There is considerable 
scope for the expansion of manpower training through technical 
assistance. 

Prior to 1983, manpower development planning concentrated on 
lower and middle level personnel and neglected management training. 
When the Ethiopian Management Training Institute (ETMI), which had 
formerly provided management training for senior public corporation 
employees, was restructured in 1983 its manadate was broadened to 
include training in all branches of the economy and in public 
sector administration. In recognition of the operational 
difficulties faced by corporations, the EMI was also instructed to 
identify and resolve the managerial problems through consultancy 
services, formulate management policies and provide training in 
management methods. owing to inadequate facilities and the shortage 
of trained personnel, EMI trained only 130 managers and 40 
administrators in 1985-86. The EMI is now seeking technical 
assistance to help in its ambitious plans to expand the number of 
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its staff, direct training of management and administrative staff, 
provision of consultancy services and the number of personnel 
trained through "Guided Transmitted Training" (GTT) (staff 
instructed as trainers by the Institute). Over the period 1987 to 
1991 the EMI plans to provide training to 320 senior managers, 960 
middle managers and 1,920 supervisors and 2,300 staff through GTTs 
(see Table A-0). If high standards of training are provided and 
EMI's recommended policy changes are implemented, the EMI will help 
revitalise management in the public sector. 

The government has ignored the needs of the private sector for 
skilled personnel and training facilities. All university 
graduates are allocated to the public sector immediately after 
graduation. Until recently this was also the case with graduates 
of vocational training ins ti tut ions. As a result the private 
sector had great difficulty in recruiting skilled staff. Private 
sector employers have relied on on-the-job training to develop 
their workforce. This has limitations, since small-scale firms 
lack the staff necessary to institute foundation programmes that 
will enable them to upgrade those with only basic skills. However, 
access to manpower trained in existing vocational institutios will 
not be a panacea. Most small-scale entrepreneurs also need staff 
trained to carry out specific tasks, yet such such skills are not 
catered for in the formal education institutions. 

If the government is to cater for the needs of small-scale 
private sector firms, a flexible approach is needed. Small-scale 
enterprises require a better educated recruits with a good 
foundation through generic-formal education. s~~cific skill 
training could then be provided by out-reach courses or short-term 
courses in vocational institutions where economies of scale can be 
generated by training staff from numerous small firms. HASIDA 
already provides such services on a small-scale. Its facilities 
and capacity could be expanded. Part of the cost of training could 
be borne by employers though some government subsidy will be 
necessary. 

Human resource development is essential if the industrial 
sector is to expand and operate effectively in a competitive 
environment. Industry needs a better quality work force, a 
workforce that is motivated, flexible, capable of improving the 
quality of its work and productive. At the same time the 
government must ensure that investment in education and training 
brings an economic return. At the lower levels of the educational 
pyramid this objective may run counter to the social objective of 
education for all. Without the means support a comprehensive 
education programme, the rapid growth in student numbers has 
resulted in a deterioration in the quality of education to such an 
extent that the returns on the investment must be doubted. Numbers 
are no substit~te for quality, but there must be a trade-off since 
there the economy suffers from an acute shortage of skilled and 
professional staff. 
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Efforts overcome the acute shortage of skilled and 
professional .i are hampered by the absence of a comprehensive 
plan which re.L : __ es the needs of industry - and the economy as a 
whole - to both the content of education and output of students at 
every level. Poor planning results in a mismatch of resources and 
needs and thereby uses the government's limited financial resources 
inefficiently. There can be no doubt that both the quality and 
supply of ap{'ropriately trained manpower could be improved by 
identifying the economy's manpower needs on a systematic basis and 
tailoring the financial resources of educational institutions to 
suite. Such planning must start with a needs assessment and such 
an assessment should be conducted from the bottom up. In the past, 
there has been a tendency for enterprises to exaggerate tt-eir 
manpower requirements, knowing that only a proportion of their 
needs will be filled from the quota. Closer consultation between 
the ONCCP, educational advisors and public sector managers is 
needed if the plan is to be effective. At present there is little 
communication between managers and educators. Managers complain 
that the training available in schools and universities is ill
suited to the needs of the industrial sector. Such consultation 
will not happen automatically, it must be institutionalised. 

Political and economic reform could also ameliorate the skills 
shortage in Ethiopia by attracting home large numbers of 
professionals now resident abroad. During the 1970s and 1980s 
Ethiopia suffered from a brain drain of unprecedented proportions 
in the country's history. There are thought to be about 20,000 
Ethiopians with further degrees living in the United States of 
America and similar numbers in Europe: a far larger number than can 
be found in Ethiopia. While many of them left Ethiopia for 
political reasons, higher slaries and better career prospects play 
an important part in delaying their return. It may not be realistic 
to expect many of these economic and poli~ical refugees to return 
to Ethiopia. Certainly, few will return to government service 
since the salary ~ackages the government can afford simply are not 
attractive enough~'. 

On the other hand, entrepreneurs resident abroad may be 
willing to invest in Ethiopia. Their experience in a market 
oriented economic system would be invaluable to Ethiopia as the 
economic order changes. They could also provide an injection of 
funds into the small-scale industrial sector. Potential prof its 
will be one attraction. But, as the experience of Yemen indicates, 
the desire to offer emoployment to relatives still resident in 
Ethiopia may be another important motivating factor. It is clear 

26.. The Economic Commission for Africa and International 
Migration Off ice run a joint programme entitled "Return of Skills 
Programme for Africa" which seeks to provide sho't"t-term benefits to 
expatriate Africans to encourage them to return to full time 
employment on the continent. This may help overcome this problem 
to some extent. 
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from the discussions preceeding the WPE's approval of the reform 
package in March 1990, that expatriate Ethiopians were one of the 
target audiences for the new investment codes. Many were 
favourably impressed. Their willingness to invest in Ethiopia 
will, however depend on the progress of the promised political 
reforms as .1 as economic developments: in particular the 
establishment. vf a multi-party democracy and resolution of the 
secessionist problem that has caused instability and fighting for 
more than twenty years. 



10 

5.2 Agricultural resources 

Ethiopia is primarily an agricultural economy. In 1986/87 
agriculture generated 42.3 per cent of GDP, agricultural 
commodities and livestock accounted for 93 per cent of exports and 
the agricultural sector employed about 86 per cent of the 
work-force. The agricultural and livestock sectors are also an 
important source of raw materials for the industrial sector: MOI 
supervised industries taking more than 50 per cent of their inputs 
from the agricultural and livestock sectors accounted for nearly 60 
per cent of the total MVA generated in 1987/88 (see Section 2.7). 

Given the central role agriculture plays in the economy, the 
poor growth record of the past decade is a matter of great concern. 
Agriculture's contribution to GDP fell by an average annual rate of 
O. 4 per cent over the period 1980 to 1988, even though the 
agricultural sector benefited from 23 per cent of development 
expenditure during the five years to 1988. According to FAO 
estimates, gross agricultural production was 5. 8 per cent higher in 
1988 than the average for the period 1979-82 and food production 
was 8. 5 per cent higher. In per capita terms, however, total 
agricultural production and production of food crops fell by 7.7 
and 6.2 per cent respectively over the same period (Table 5.8). 
Ethiopia ceased to be self-sufficient in food grains in the 
mid-1970s and since then the food deficit has increased steadily. 
By 1987 the cereals deficit for a "normal" year was thought to be 
about 500,000 tonnes. During drought years this deficit increases 
markedly. After a disastrous harvest in 1989, the deficit is 
expected to reach 1.1 million tonnes in 1990. 
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hble 5.8: Agriculture, food and l ivestoclc E!!:oduction indexes, 
(Average 1979 to 1981 = 100) 

19n to 19811 

1980 1981 1982 1983 1984 1985 1986 1987 1988 

All crops 98.8 98.7 106.6 101.5 88.5 96.0 106.0 102.5 105.8 
- per capita 98.7 96.5 102.3 95.6 82.2 87.9 94.6 90.4 92.3 
Food crops 98.9 97.7 106.8 100.0 89.9 96.6 106.8 103.7 108.5 
- per capita 98.8 95.8 102.5 94.2 83.5 88.5 96.1 91.5 93.8 
Livestock 100.2 101.5 102.6 103.9 103.9 109.S 113.1 114.4 116.7 

SOUrce: FAO, Agricultural Production Statistics, 19811 
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In order to meet these food grain deficits, Ethiopia has 
become increasingly dependent on imports. Grain imports increased 
from 64,000 tonnes in FY1981 to 550,000 tonnes in FY1987 and are 
thought to have reached 1 million tonnes in FY1988. Emergency food 
aid makes up a large part of the deficit during drought years but 
since 1984 the government has had to step up commercial imports of 
grain during years of normal rainfall. In 1985/86 commercial grain 
imports amounted to 300,000 tonnes as compared with an average of 
60,000 tonnes per year in the period 1979/80 to 1983/84. owing to 
constraints on Ethiopia's foreign exchange budget commercial food 
imports have not completely covered the food deficit and per capita 
cereal consumption is thought to have declined. 

Agriculture's poor performance may be ascribed both to 
physical and economic constraints. At present about 16.5 million ha 
are under cultivation, amounting to 15.8 per cent of the land 
surface, though about 84 million ha are consjdered cultivable. 
Nearly three quarters of the cultivated land is in the highlands, 
where population densities are high, estimated at one rural 
household per 5 ha of potentially cultivable land2~. Large areas 
of the lowlands could be cultivated after clearance or with 
irrigation (in 1984 there was only 89,000 ha of irrigated land but 
2.2 mn ha were considered irrigable). However, the potentially 
cultivable area still amounts to only 7.2 ha per rural household 
for the country as a whole. High population densities force 
intensive cultivation practices on peasant farmers, causing 
environmental degradation. Soil loss from cropland is currently 
estimated at 40 tonnes per ha per year. At current rates of 
erosion, 18 per cent of existing cropland will be uncultivable by 
the year 2010. Droughts in 1973-74 and 1984-86 have also had a 
dramatic impact on agricultural production, pa~ticularly in the 
northern regions. A drought in 1989 caused 80 per cent harvest 
losses in Eritrea and 50 per cent losses in Tigray. At the end of 
1989 the World Food Programme warned that 4 million Ethiopians were 
threatened by famine and the government had appealed for 
international assistance in ~ounting its emergency relief effort. 
WFP estimated that the cereal deficit for 1990 amounted to 1.1 
million tonnes, about one quarter of total consumption. 

In r.>rder to overcome these environmental constraints the 
government has concentrated its resources in the 161 surplus 
producing woredas identified in 1987, all of which lie within the 
highland zone. Prioritt has also been given to the expansion of 
the cultivable area. The Three Year Development Plan (TYDP, 
FY1987-FY1989) set an ambitious target of 930,000 ha of land to be 
brought under cultivation - amounting to a 14 per cent increase -

27. Daniel Gamachu, "Environment and Development in Ethiopia", in 
Beyond the Famine, Angela Penrose (Ed.) , Food for the Hungry 
International, January 1988. 



13 

over the three year period. It also envisaged that the area under 
irrigation would double. Neither of these targets have been 
achieved. At the same time the government sought to redistribute 
the population by the resettlement farmers from the densely 
populated northern regions in virgin lands to the south and east. 
This programme began in November 1984 and by March 1986, when it 
was temporarily suspended, 800,000 people had been moved. In 1988, 
the government announced its intention to resume the resettlement 
programme, though at a slower pace. The government planned to 
resettle 60,000 families in 1989. 

A radical land reform programme that nationalised all 
agricultural land and redistributed it more equitably between 
peasants began in 1975. The land reform programme also brouqht 
large plantations under state ownership and established the f: .st 
rural service and producers cooperatives. Despite the priority 
given to the socialisation of agricultural production, peasant 
farmers cultivating their own plots still predominate (in 1986 they 
accounted for 92 per cent of the cultivated area). By 1987 about 
half of the peasant farmers were members of service cooperatives 
(SCs), which provided access to inputs, marketing facilities and 
credit at preferential rates. Progress in the development of 
producer cooperatives (PCs), in which land and animal ownership is 
vested in the co-operative, has been much slower. In 1987 there 
were only 2,922 PCs covering about 4 per cent of the cultivated 
area and 3 per cent of the rural population, despite the 
availability of a variety of incentives such as prioirty acce~s to 
credit and inputs. 

State farms have taken the lion's share of resources, even 
though they account for only 4 per cent of the cultivated area. 
Over the period 1980-1985 state farms were allocated 40 per cent 
of government expenditure in the agricultural sector and this share 
was to increase to 63 per cent under the TYDP (FY1987-FY1989). 
State farms have also received a disproportionately large share of 
credit, fertilisers and improved seeds (80 per cent, 76 per cent 
and 95 per cent of the total for the agricultural sector 
respectively in 19&2). As initially conceived, the state farms 
were to produce export crops and the raw materials for industry. 
However, the prevailing food deficit has forced them to divert land 
to cereal cultivation and in 1986 only 20 per cent of their land 
area was used for the cultivation of cash crops. The results of 
this concentration of resources have not been encouraging. Yields 
are not appreciably higher than those on peasant farms except in 
the case of wheat and barley cultivation. Considerable sums have 
been spent on mechanisation, with little impact on productivity or 
profitability. Indeed, many farms have regularly incurred losses 
even though they benefit from significantly higher producer prices 
than the peasant sector. 

Despite efforts to promote a "minimum package" of improved 
seeds, fertilisers, credit facilities and extension services for 
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peasant farmers, such inputs are still largely unknown in the 
peasant sector. One recent study estimated that only 2 per cent of 
farmers used improved seeds and 10 per cent used chemical 
fertilisers. If one considers that improved seeds can increase 
yields by between 45 and 100 per cent, there is a strong case f~r 
extending their use in the peasant sector. Poor communications ace 
part of the problem - three quarters of Ethiopian farms are half a 
days walk away from the nearest all-weather road. Since 1985, 
villagisation, the removal of farming families from isolated 
farmsteads to newly built villages, has been the seen as the answer 
to this problem. By the end of 1989 the government anticipated that 
15 million people would fiave been resettled in this manner. But 
the peasant sector has also suffered from under-funding. 

Shortages of oxen and modern tools are also a major constraint 
on productivity. Nearly 40 per cent of Ethiopian farmers have no 
oxen, even though Ethiopia reputedly has more cattle per capita 
than any other African country. Since 1987 efforts have been taken 
to establish tractor rental centres but these are an extremely 
expensive substitute for animal power. The development and 
proliferation of better hand tools - sharp sickles, scythes and 
plough shares - might be a more cost effective means of increasing 
labour productivity. 

Marketing and pricing policies have also been identified as 
constraints on production in the peasant sector. Peasants must 
sell part of their harvest to the Agricultural Marketing 
Corporation (AMC, established in 1976), at prices that were fixed 
from 1979 until December 1987, when a 10 per cent increase was 
granted. AMC prices are co.1sistently lower than those on the 
private market and import parity prices. Licensing restrictions on 
grain traders, the requirement that grain traders sell 40 per cent 
or more of their purchases to the AMC and the AMC' s virtual 
monopoly on inter-regional trade has meant that market prices are 
also artificially low. Low producer prices relative to the price 
of inputs discouraged farmers from using fertilisers. Indeed, 
since 1979, when there was a sharp increase in fertiliser prices, 
there has been a marked decline in fertiliser use in the peasant 
sector. More importantly however, low producer prices have led to 
a reduction in farm incomes, discouraged farmers from making 
efforts to increase output and led some to withdraw from the market 
or switch to commodities that are not controlled by the AMC 
(livestock and vegetables, for instance). The acute shortage of 
consumer goods in rural areas has reinforced these trends, since 
there is little incentive to increase cash income. 

Greater emphasis has been placed on peasant agriculture since 
December 1987 when the government introduced a number of reforms to 
the marketing system. Alongside a rise in the price paid by the 
AMC for certain crops, the government announced that AMC quotas 
would be reduced, allowing farmers to sell a greater proportion of 
their harvest on the free market, and private traders would be be 
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allowed to transport grain between regions. This has increased 
market prices significantly and so encouraged farmers to step up 
production. The government has also resolved to increase the 
supply of inputs to the peasant sector, quadrupling fertiliser 
orders to 200,000 tonnes in 1988. Shortage of foreign exchange to 
purchase agricultural inputs is a major constraint on this policy 
(in 1989 the government could only fund imports of 42,000 tonnes of 
fertilisers while 172, 000 tonnes were neededW). Consequently, 
the development of the peasant sector could benefit from 
international assistance. Both the EC and World Bank have already 
provided funds for "minimum package" projects and infrastructural 
developments in the core agricultural regions. Other donors are 
expected to follow suite. 

The reform package approved by the Central Committee of the 
Worker's Party of Ethiopia in March 1990 goes far beyond earlier 
efforts to tinker with the central planning system. If fully 
implemented it promises to transform the agricultural sector by 
restoring peasa:,t agriculture and the free market as the leading 
principals of government agricultural policy. Although land is to 
remain under state ownership, the usufruct rights of peasants will 
be recognised and they may be transmitted to heirs. Peasants will 
be allowed to hire workers - a crucial reform given the seasonality 
of agricultural activity, even given the ~mall size of peasant 
holdings. Cooperatives may be dissolved on the agreement of their 
mgmbers. The state's purchasing monopoly for agricultural products 
is to be abolished and a free market established. Peasant farmers 
will be allowed to sell th~ir produce to dealers or retail it 
themselves. Transport inspections to prevent domestic trade in 
agricultural produce were stopped almost immediately allowing 
farmers to profit from higher prices in the citiesW. This 
should provide farmers with an incentive to step up production. The 
government also announced that private investors will be allowed to 
establish large commercial farms on concessions granted by the 
state. Such "plantations", mostly in the Awash Valley, led 
commercial agriculture in Ethiopia before the Revolution, producing 
cotton, sugar and other export crops. The most likely target for 

28 •. In 1990 the fertiliser needs of small farmers were estimated 
at 204,000 tonnes. The donor community - Italy, the World Bank and 
the EEC through its sectoral import programme - has stepped in to 
supply much of this demand. 

29.. The immediate result of the government's announcement of a 
free market in agricultural produce was a reduction in the price of 
grain in Addis Ababa by some 30 to 60 per cent, owing to an influx 
of grain from the rural areas. Nevertheless, peasant farmers still 
beneftted since the market price in Addis Ababa was still two to 
three times higher than the price payed by the AMC. Consequently, 
the reform benef itted both consumers and producers. 
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this form of investment will be loss making state-farms in the more 
fertile areas of the country. 

Notwithstanding the economic reforms, which have addressed 
many of the complaints of peasant farmers, the agricultural sector 
will continue to face serious structural constraints. Recognition 
of peasants• rights to land may provide some incentive for them to 
introduce conservation measures, but it will intensify pressure on 
the land and raises the prospect of indivision and the dispersal of 
plots in the future. The poor infrastructure in much of rural 
Ethiopia - a shortage of roads, storage and processing facilities -
seriously limits the scope of commercialisation. Perhaps most 

important, a shortage of foreign exchange will continue to hamper 
the peasant sector's efforts to intensify production through the 
introduction of modern inputs. It may also undermine the 
effectiveness of producer price rises as an incentive. Owing to 
the shortage of consumer goods in rural cooperatives, farmers may 
decide their is little point in increasing production. They may 
choose to maintain their income at the present subsistence level by 
producing less. Certainly, this was Tanzania's experience when it 
introduced a similar package of reforms}QI. Clearly the 
cooperation of donors is needed if the reforms are t~ be effective, 
both through investment in essential infrastructure and to ensure 
that the retail outlets have access to the goods that farmers wish 
to purchase. 

Food crops 

About 82 per cent of the cultivated area was under cereals in 
1985/86. Traditionally, the most important cereal crop in the 
highlands was teff, a fine grain used in th~ cooking of injera, the 
Ethiopian staple, while in the lowlands sorghum has been favoured 
(see Table 5.9). In recer.t years, however, cultivation of maize 
has expanded enormously and it is now the single most import cereal 
crop. From 1980/81to1986/87, the area under maize increased by 46 
per cent and the maize harvest by 88 per cent. By 1986/87, maize 
provided 29 per cent of the cereal harvest, whereas the two 
traditional crops, teff and sorghum, provided only 18.2 per cent 
and 17.9 per cent respectively. Much of the expansion of maize 
cultivation has taken place on state farms, where maize is by far 
the most important cereal, but there has also been a tendency for 
peasant farms to substitute maize for sorghum. Another notable 
recent trend has been the expansion of the area under wheat, which 
increased by 35. 2 per cent over the period 1980/81 to 1986/87. 
Wheat production has increased by 34. 6 per cent over the same 
period. This trend is a response to the changing urban diet as 
bread becomes more important as a staple. 

30.. David Bevan, Arne Bigsten, Paul Collier and Jan Willem 
Gunning, East African Lessons on Economic Liberalization, Trade 
Policy Research Centre, 1987. 
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Production of oulses reached a peak of 933, 650 tonnes in 
1979/80, when they were cultivated on about 13 per cent of the area 
under food crops. Since then the area under pulses has fallen by 13 
per cent while production has dropi:;ed by 37 per cent to only 
584,190 tonnes, largely as a result of declining yields and the 
substitution of cereals for pulses on peasant farms. There has 
also been a change in the pattern of production. As production of 
horsebeans, chick peas and field peas has fallen (by 37 per cent, 
41 per cent and 63 per cent respectively over the 1979/80 to 
1986/87 period), the output of haricot beans has increased (by 33 
per cent). The marked drop in pulse production and increasing 
domestic consumption have eroded exports. Over the period 1971/72 
to 1973/74 exports of pulses averaged 109,900 tonnes, falling to 
33,732 tonnes in the year when production peaked, 1979/80, and 
4,427 tonnes in 1986/87. 
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T8ble 5.9: Agricultural 12roduc:tion !:!k'. cr!!E! t~, selected ~ers 
(Thousand tonnes) 

Crop 1976/TT 1979/80 1981/82 1983/84 1984/85 1985/86 

Ceruls 4,340 6,396 5,392 5,527 3,984 4,450 
Pulses 622 1,010 820 712 474 442 
Oilseeds 89 82 99 98 95 
lncistrial crops 62 63 69 55 76 90 
Others 80 29 30 40 47 42 

Source: National Banlc of Ethiopia, Arv.Jal Rec19rt, 1985/86, (June 1988). 
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Production of oilseeds stagnated at around 95,000 tonnes -
fluctuating between 77,000 and 118,000 tonnes - from 1979/80 to 
1985/86 even though the area under oilseeds increased steadily from 
187,000 ha to 276,000 ha. Declining yields have been ascribed to 
lack of inputs within the peasant sector, a situation aggravated by 
low producer prices which have made it unprofitable for farmers to 
purchase fertilisers. As production has stagnated an increasing 
proportion of the harvest has been directed towards meeting the 
domestic demand and exports have fallen. Exports of oil seed and 
oil saed cake averaged 142, 700 tonnes in the period 1972/3 to 
1973/74 but averaged only 50,800 tonnes in the period 1983/84 to 
1984/85 ar.d only 14,600 tonnes in 1986/87. The decline in exports 
was particularly drastic in the case of sesame. In 1974 exports of 
sesame amounted to 84,600 tonnes, netting $38 million in foreign 
exchange, nearly 15 per cent of total foreign exchange earnings. By 
1986 recorded production had slumped to just over 100 tonnes. 
cultivation is largely restricted to the Humera. Before 1974 sesame 
was cultivated on estates and peasant farms but production 
virtually came to a stop in the late 1970, when the controls on the 
employment of labourers were introduced: harvesting sesame is a 
labour intensive activity that requires a large seasonal 
work-force. In 1979 the government attempted to revive production 
by setting up a state farm. This project met with little success. 

Despite the diversion of oilseeds to the domestic market, per 
capita consumption of vegetable oils and fats is extremely low in 
Ethiopia, around 1 kg. Under these circumstances the government is 
justifiably concerned that exports of oilseeds would have a 
detrimental impact on nutrition. However, faced with falling coffee 
prices the government has shown renewed interest in oilseeds as an 
export crop. 
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Teble 5.10: Area under and e!:cdJction of food Cr21i§, 1980l§1 and 1986l§7 

Cr22 area '000 ha ProctJction •ooo tonnes 
Percent Percent 

Crop 1980/81 1986/87 change 1980/81 1986/87 change 

Teff 1,362.0 1,379.0 1.2 1,312.1 1, 112.2 ·15.2 
Barley 830.9 956.3 15.1 1,075.2 1,041.3 -3.2 
Yteat 536.3 n5.1 35.2 613.2 825.6 34.6 
Maize 735.5 1,071.7 45.7 948.2 1,788.1 88.6 
SorghUI 979.1 985.5 .7 1,410.8 1,091.9 ·22.6 
Millet 232.9 216.1 -7.2 204.4 188.2 -7.9 
oats 35.2 41.0 16.5 46.4 36.4 ·21.7 

Cereals 4,711.8 5,374.6 14.1 5,610.4 6,083.6 8.4 

Horsebeans 306.5 273.2 ·10.9 469.3 306.8 ·34.6 
Chick peas 149.1 12' .o ·18.8 118.3 85.6 -27.6 
Haricot 21.0 57.9 175.3 19.7 34.3 74.4 
Field peas 169.0 110.3 -34.7 147.7 89.1 ·39.7 
Letiti ls 53.3 51.8 -2.9 59.9 31.0 ·48.3 
Vetch 37.4 52.3 39.8 31.3 37.6 20.2 
Soya beans 6.6 1.3 -80.2 1.9 .6 -67.6 

Pulses 743.0 667.8 -10.1 848.0 584.9 -31.0 

lleug 123.6 139.6 13.0 64.1 47.7 -25.7 
Linseed & flax 56.6 76.6 35.4 27.2 36.1 32.5 
Ferqreek 4.5 7.4 64.8 2.5 2.5 -1.3 
Rapeseed 3.3 5.3 61.1 1.5 4.1 170.6 
S111flower .8 .8 -2.4 .2 .6 202.8 
GrCUICh.lts .6 .7 
Sesa111e 34.7 .3 -99.1 6.5 .1 -98.7 

Others 223.4 230.6 3.2 102.1 91.7 ·10.2 

Source: CSO, Ethi!!E!ia: Facts and Figures, 1987 
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A wide range of vegetables and fruit are cultivated by peasant 
farmers on small horticultural plots, both as dietary supplements 
and for the ruarket. However, commercial production is dom~_nated by 
the state owned Horticultural Corporation. No data is available on 
the output of fruit of vegetables from government sources, though 
FAO statistics suggest that produc~ion of vegetables and melons has 
increased by about 17 per c~nt to 569,000 tonnes from 1981 to 1988 
and production of fruit increased by about 10 per cent to 218,000 
tonnes over the same period. A small prcportion of the fruit and 
vegetable harvest is exported. The volume of fruit ard vegetable 
exports has fallen from an average of 23,800 tonnes in the period 
1971/72 to 1973/74 to 5,112 tonnes in 1980/81, rising again to 
12, 075 tonnes in 1986/87. Efforts are being made to expand 
exports, particularly in the area of high-value early vegetables 
and cut flowers which are flown to European markets. 

Cash crops 

Although peasant farmers produce most of Ethiopia's coffee, 
the principal cash crop, virtually all the industrial cash ~rops 
are cultivated 0'1 state farms. These were fi!"st formed by the 
nationalisation of large plantations in 1975 and the area was 
subsequently increased to over 200, 000 ha as virgin lands were 
cleared and irrigated ( 3. 6 per cent of the cultivated area in 
1985/86). It was initially intended that the state farms would 
specialise in the production of industrial raw materials and cash 
crops. However, the recurrent grain deficit has forced the 
government to direct many of the state farI:ls to produce food crops. 
In 1985/86 only 20 per cent of the area of state farms was under 
industrial and other cash crops, whereas 70 per cent was under 
cereals. Competition for land between cereals and cash crops is one 
of the principal constraints on the expansion of raw material 
production and the development of processing industries. 
Furthermore, the performance of state farms has been disappointing. 
Productivity levels are not significantly higher than those in the 
peasant sector and many of th~ farms register losses dsspite the 
fact that they are paid higher producer prices than peasants. Low 
wages and inadequate training have undermined attempts to improve 
production and managerial methods. 

Coffee is Ethiopia's principal export, generating 64 per cent 
of total export revenues in the period 1981-1987 (see Table A-2). 
Dependence on coffee as a source of foreign exchange has increased 
markedly since 1974, when coffee accounted for only 40 per cent of 
merchandise exports by value, leaving the economy prey to 
fluctuations in the world market price. In 1986, when coffee prices 
surged to record heights and the unit value of coffee exports 
reached 375 per cent of the 1975 value (see Table A-3), this worked 
to Ethiopia's advantage. But it was only a temporary windfall. 
Prices declined in 1987 and 1988 and, following the collapse of the 
!CO export quota in mid-1989, prices plummeted to their lowest 
level for fourteen years and their lowest level in real terms since 
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the 1920s. There is little prospect of prices recovering in the 
near future. 

Foreign exchange earnings from coffee have also been affected 
by the fall in coffee production from a peak of 3.8 million bags in 
1983 to 2.8 million bags in 1987 and the steady growth of domestic 
consumption, which has gradually eroded the surplus available for 
export (Table 5.11). The decline in coffee production in recent 
years may, to some extent, be explained by the age of the trees, an 
epidemic of coffee berry disease and insufficient supplies of 
fertilisers, problems that the government has tried to address 
through its Coffee Improvement Programme, initiated in 1977. There 
are, however, indications that small-scale coffee farmers, who 
account for 95 per cent of coffee production, have begun to reduce 
the acreage under coffee because of subsistence pressures to 
cultivate food crops and pricing and taxation policies that have 
discouraged coffee cultivation. About 90 per cent of coffee 
production is sold directly to the Ethiopian Coffee Marketing 
Corporation (ECMC). After taxation, the producer receives about 40 
per cent of the fob export price. His share of the domestic 
consumer price is even smaller, since coffee prices are higher than 
world market prices in order to reduce consumption and thereby save 
coffee for export. As a result of price controls, the returns of 
labour in coffee cultivation have fallen sharply relative to the 
returns on cereal farming. 

To reverse this trend the government increased the price paid 
to coffee producers from Birrl 7 per 17 kg bag to Birr39 kg in 
October 1989. This will restore coffee farmers real inco~es ~o the 
level they were six years ago and so provide an incentive to 
increase production. Other measures to increase coffee production 
focus on the improvement of cultivation methods through extension 
services for small-scale producers and ambitious plans to expand 
the area of state farm coffee plantations from 14,000 ha in 1988 to 
50,000 in 1993. 
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Most of Ethiopian production is processed by the sun-dryinq 
method and then hulled. Hulling capacity is limited, largely 
because of the aqe of machinery. I~ 1985/86 only 13,000 tons (less 
than 10 per cent of total production) was processed as washed 
coffee, which sells at a premium. The government hopes to increase 
the production of washed coffee to 30,000 tonnes by 1991. Most 
dol!testically consum~d coffee is roasted and ground at home and 
exported coffee undergoes no further processing. 

In an effort to curtail growth in the domestic consumption of 
coffee, the government has plans to cultivate tea as a substitute 
in the dom~stic market. Two tea plantations and a processing 
factory have been established by the Ethiopian Tea Development 
Enterprise (ETDE), with an output of 2,000 tons of tea anticipated 
in 1990, and the development of five other plantation is planned 
over the next ten years. Al though production is aimed primarily at 
the domestic market: there are good prospects for the development 
of some export sales. 

Cotton pl3ntations were first established in the Awash valley 
during the 1960s. Between 1974/75 and 1984/85 the area under 
cotton increased by by 50 per cent to 33,946 ha and production 
increased by 66 per cent to 74,900 tonnes. This substantial 
increase in output was achieved by massive investments in 
irrigation and expenditures on fertilisers and other chemical 
inputs. Indeed, cotton plantations are one of the principal 
consumers of fertilisers. Nevertheless, production has fluctuated 
oy up to ~:J f.ier ..;ent. .Lr..:-.~. }"ear t.o }"t::ar "1i..... _,, :...""-:;;; ..... :...'-- ~·· :...; • .:; 

mid-1980s. In 1989, the cotton harvest was only 64,100 tonnes 
whereas the production target had been set at 104,000 tonnes. 

As production increased during the late 1970s exports of raw 
cotton rose to about 7, 600 tonnes in 1980/81 but exports have 
fallen steadily since then and in 1986/87 all of the harvest was 
used in domestic production. While the state cotton farms are 
generally profitable, their solvency has been achieved at the 
expense of the domestic textile industry. In mid-19~9 domestic 
prices for raw cotton were about 35 per cent higher than those on 
the world market. Because the public textile mills have to 
purchase their inputs through official channels they have no 
opportunity to influence the price of their raw materials. Nor can 
they guarantee the quality or the timing of deliveries. Badly 
graded cotton and irregular supplies are a major handicap to 
efficient production. 
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Tllb\e 5.12: Pl"OCllction of inrilstrial and export crops on state 
farms. selected years 

(Thousand tomes) 

Crop 1975/76 1979/80 1981/82 1983/84 1984/ilS 

Cotton 45.5 60.2 68.9 54.5 74.9 
Sisal & kenaf .6 .5 .1 .7 1.2 
Tabec:co .1 .4 .6 .9 1.6 
Pepper .1 1.2 .9 1.7 2.5 
Fruit 7.1 22.6 20., 10.8 14.5 
Vegetables 4.5 8.5 18.0 30.1 
SUgar ~ 1.382.0 

Source: World Bank. Ethi!!!ia: Recent Economic Dewl•c-nts and 
Prosoec:ts for Recove!:}'. and Growth. Febrwry 1987. 
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In 1986, about 1.6 million tonnes of sugar cane was produced on 
two large irrigated, agro-industrial complexes managed by the 
Ethiopian Sugar Corporation. The largest of these, at Wonji in 
Shoa, has 10,300 ha under cane and a production capacity of 100,000 
tonnes of refined sugar per year. The other, at Methara, has 
recently been upgraded to a capacity of 95,000 tonnes per year by 
increasing ~he area under cultivation from 7,000 ha to 9,000 ha. 
Production of refined sugar increased from 155, 000 tonnes in 
1978/79 to a peak of 181,000 tonnes in FY1986 and then fell to 
168,000 tonnes in FY1987 and 175,000 tonnes in FY1988. Both the 
Wonj i and Methara sugar complexes are working close to full 
capacity. However, domestic production falls well short of demand 
and since Ethiopia imports no sugar this demand currently goes 
unsatisfied. Although world sugar prices are currently ~elatively 
low, the government argues that it would be more economic to 
satisfy domestic demand by increasing production capacity because 
the cost of transportation makes importing sugar prohibitively 
expensive. Jn February 1989, the government gave the go-ahead for 
a new $225 million sugar complex at Finchaa. The new complex has a 
planned capacity of 85,000 tonnes in the initial phase with 6,000 
ha under sugar cane, rising to 10, 500 ha under cane with a 
production capacity of 127,000 tonnes in the eighth year. 

Tobacco is cultivated alongside food crops on about 22,000 
peasant farms in Sidamo, Shoa, Eritrea and Haraghe and at a 1,100 
ha state farm in the Billate river valley. Production has fallen 
from 11,700 tonnes in 1981 to 2,400 tonnes in 1986, largely because 
of the substitution of food crops on peasant farms. There are p~ans 

... -l- ... - .£...-\...-.~-- _ .... ., • .:,._~~ .. ~":"'~ ~ ...... 

3,000 ha and production to 4,800 tonnes by 199J. lf this increas~ 
is achieved the state farms will produce 65 per cent of the raw 
material requirements of the two cigarette factories at Addis Ababa 
and Asmara, as compared with 27 per cent in the mid-1980s. Domestic 
tobacco prices are currently higher than those on the world market 
and so the development of an export market for raw tobacco is 
unlikely. 

A wide range of spices are cultivated in Ethiopialll many of 
which hav~ potential as export commcdities, though only parika and 
capsicum are cJrrently exported after processing. Recently, efforts 
have been made to diversify the range of spices produced on a 
commercial scale. The Jimma Agricultural Institute has 
experimented in the cultivatior. of ginger, Korerima, tumeric, 
cardamom and cinnamon, the last three of which are exotic species. 
The results have been encouraging. At present, peasant farmers 

31. Spices currently cultivated in Ethiopia include: basil, black 
cumin, cardomon, cinnamon, cumin, coriander, dill, fennel, 
fenugreek, garlic, ginger, korarima, long pepper (piperr longum), 
falso pepper (piper nigrum), mustard, onion, rsoemary, thyme and 
tumeric. 
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produce about 70 per cent of the inputs used by the spice 
extraction plant and state farms the remainder. Problems have been 
experienced with the r""qularity and quality of supplies. A 
solution to this problem has been found in the establishment of 
out-grower contracts with many of the small farmers and the 
distribution of improved seeds to raise raw material quality. Such 
practices will assist in the diversification of the raw material 
base through the introduction of new commercial species. 

Livestock 

Ethiopia's substantial livestock resources (Table 5.13) 
creased steadily from 1980 to 1988 (Table 5.8), notwithstanding the 
impact of severe droughts in 1984-85 and 1987. Livestock exports by 
weight and value doubled from 1981 to 1986, when livestock exports 
accounted for 2 per cent of total export earnings. Nevertheless, 
further expansion of export sales and industries processing 
livestock products is constrained by low levels of 
commercialisation and productivity in the livestock sector and 
problems of marketing and distribution. 

Livestock plays an important role in the economy of highland 
Ethiopia where work oxen - over 20 per cent of the total number of 
cattle in the highlands - are commonly used as draught animals, 
sheep and goats are kept for meat or sale and equines are used for 
transport. About one quarter of the livestock herd is found in 
lowland regions where it forms the mainstay of a pastoral-nomadic 
subsistence economy. In both the highlands and lowlands livestock 
is rPry~r~P~ ~s an ~sset, nroviding security against economic or 
environmenLa~ uisLress. ~LOCK levels are maintained at h~gh levels 
and the rate of herd take-off is generally lower than might be 
expected were animal husbandry fully integrated with commercial 
sector. Moreover, a large part of the animal products from 
slaughter are retained in rural areas for domestic use. 
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Table 5.13: NIJl!ber of l iVHtock and poultry, 1981 end 1985 
< •ooo head> 

Percent 
ch.nge 

Ani•l 1981 1985 1981-85 

C.ttle 20,433.9 22,851.4 11.8 
Sheep 7,998.0 10,487.9 31.1 
Goets 5,159.5 6,362.6 23.3 
Horses 1,328.8 1,208.9 -9.0 
Mules 231.7 233.1 .6 
Asses 2,278.3 2, 135. 7 -6.3 
Poultry 14,183.7 18,752.8 32.2 

source: cso, PDR Ethiopia: Facts end Fisures. 1987 
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By international standards productivity is low. Low yielding 
- in terms of carcass weight and milk production - indigenous 
species predominate. The area under perennial pastures is limited 
and under pressure from already high stock levels and the need to 
extend the area under cultivation. In lowland areas the carrying 
capacity of ~astures is dependent on climatic conditions. Droughts 
in 1973-74 and 1984-85 caused massive herd losses in the north of 
the country. Straw and legume haulks are the most common 
supplementary feeds in highland regions but production of these 
supplements is also linked closely to climatic conditions. 

Intensive animal farming is restricted to the state farms 
which fatten cattle for market and maintain seventeen dairy units 
supplying milk for the urban areas. In 1984 there were four cattle 
feeding stations with an annual finishing capacity of 47,400 beef 
cattle. Dairy units produced about 8 million litres of milk that 
same year. Virtually all the output of animal feed processing 
units run by the Ministry of Agriculture (15,526 tons in 1982 and 
22,070 tons in 1986), is supplied to these dairies and 
cross-breeding farms. 

To address the problem of low productivity, the government 
has embarked on a nation-wide animal health and breed improvement 
campaign. Vaccination, against rinderpest in particular, is 
expected to reduce herd losses in the 1990s. However, the breed 
improvement programme is too small to have an immediate impact on 
the national herd (in 1984 the improved heifer and sheep production 
centres had an output of only 650 and 350 animals per year). The 
government is also trying to upgrade rangelands in lowland areas 
where nearly one million km sq has been brought under the 
management of Rangeland Development Units (RDU's). During the TYPP 
period (1984-1993) the government also plans to increase the 
number of cattle fattening farms to 12 with an annual capacity of 
90,000 head and build twelve new dairies increasing milk 
production to 63.8 million litres per year. These measures are 
expected to result in a 5-6 per cent improvement in productivity in 
the cattle sector (as measured by kg of beef per hectare) from the 
mid-1980s to 1990 and 15-20 per cent by the year 2000 and slightly 
higher levels for sheep. At these rates of productivity 
improvement, however, the growth in meat production is unlikely to 
keep pace with the growth in domestic demand and higher stock 
levels will be needed. 

Smuggling of livestock and livestock products aggravates 
shortages. The MOA estimates that 750,000 head of sheep and goats 
225, 000 head of cattle and 100, ooo camels are smuggled into 
neighbouring countries, particularly Djibouti and Kenya, every 
year. Similarly, the NSLC estimates that 20-30 per cent of raw 
skins and 30-40 of raw hides escape the official distribution 
system. Smuggling is profit~ble because of the official exchange 
rate significantly overvalue,s the Birr against the currencies of 
neighbouring countries, the, Djibouti franc in particular, and 
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smugglers can make large margins on the return trip by smuggling in 
consumer goods purchased with the proceeds. 

In the leather industry, the quality of local raw materials is 
also regarded as a problem. The hides of domestically slaughtered 
animals, purchased by dealers in rural markets, are badly prepared 
and the careless flaying of hides in state run abattoirs causes 
defects. Delays in the distribution of raw hides leads to decay and 
the reduction of grain quality. Efforts should be taken to promote 
rapid d~livery and offer prices related to quality. 

Faced with the rapid growth of domestic demand for meat and 
the need to maintain export sales the government has stepped up the 
production of intensively farmed poultry. The number of poultry 
birds increased by 32 per cent between 1981 and 1985 and in 1984 
state farms produced 156 tons of poultry meat and 1. 5 million 
dozens of eggs. Output of these commodities is expected to grow 
faster than any other meat product during the TYPP (1984-1993), to 
9,300 tons of meat and 30.5 million dozen eggs in 1994. Producers 
cooperatives are also being encouraged to develop intensive poultry 
farms. If these targets are to be achieved the government will 
have to expand the production of intensive animal feeds. 

Fisheries 

The fisheries potential of the Ethiopia's Red Sea territorial 
waters is estimated at over 66,000 tonnes per year of small pelagic 
species (including white tuna, mullet, grouper, barracuda, shark, 
gilt-head and sr.nll~ish). Ar. additional 2E,OQQ t~~~cs ~~ 
freshwater species could be caught from inland waters without 
endangering stocks. The recorded fish catch, however, averaged 
only 3,695 tonnes per year in the period 1980-82 rising to about 
5,000 tonnes in 1986. Although this statistic does not include the 
catch of Soviet vessels operating from the Dahlak Islands, it is 
clear that Ethiopia's fisheries resources are significantly 
underutilised. 

This situation may be explained by the unpopularity of fish in 
Ethiopia, where per capita fish consumption is only 0.1 kg/year, 
one of the lowest levels in Africa. Fish is rarely eaten other 
than during the Lent fast when meat is prohibited to Orthodox 
Christians. Production is also constrained by artisnal methods -
most fishermen use traditional barques - prejudice against fishing 
as an occupation, a shortage of storage facilities and an 
inadequate distribution network. 

In 1985, a shipyard with annual capacity of 50 fishing boats 
opened in Assab and the government announced ambitious plans to 
expand production to 15, 000 tonnes per year, primarily for the 
export market. There is certainly potential for the expansion of 
exports of high-value shellfish and exotic species. Their foreign 
exchange earning potential may also warrant the development of 
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processing facilities. A UNIDO commissioned feasibility study has 
already presented the cas~ for a small (5 tonne/day) fish 
processing facility producing 460 tonnes of frozen fish (including 
lobsters, shrimps and bass-filets for the export market), 460 
tonnes of canned fish (anchovies and sardines for the domestic 
market) and 200 tonnes of fish meal and oil (corresponding to 400 
tonnes of fish wastes) per year. 

Small-scale fish meal and fish oil processing facilities 
should also be considered. Fish meal can provide a valuable feed 
supplement for intensive poultry farming and fish oil has numerous 
industrial applications. Demand will remain the principal 
constraint on the expansion of production of low-value species Rnd 
efforts to increase the fish catch should be coupled with active 
promotional campaigns. 

Forestry 

At the turn of the century 40 per cent of Ethiopia was covered 
by forest. Today canopy forest covers only 2.7 per cent of the land 
surface. Forests are being cut down at the rate of 100,000 ha per 
year and will have completely disappeared by the beginning of the 
twenty first century if the current rate of exploitation is not 
curtailed. The surviving forest resources comprise 2.3 million ha 
of closed canopy forest, 20 million ha of open woodland savannah, 
2 million ha of open acacia woodlands and 0.5 million ha of bamboo 
groves. Worst affected by the current rate of deforestation are 
the accessible forests near urban areas. Today the three 
souLh-eastern regions of Kefa, Illubabor and Bale account for ha:f 
the woody biomass resources in less than one fifth of the land 
area. 

About 90 per cent of the estimated 24 million cu m of wood cut 
anually is used as fuel wood, providing about 70 per cent of 
estimated total final energy consumption in 1984. Yet the current 
level of fuelwood consumption meets less than half the demand f:om 
the household sector. Prices are high and scavenging is common -
80,000 people are thought to remove wood illegally from the forests 
around Addis Ababa. 

In order to meet the growing demand for fuelwood and protect 
the surviving indigenous stands priority has been given to the 
development of plantations of fast-growing fuelwood species, 
monocultures of exotic Eucalytus globulis for the most part, with 
a ten fold increase in the production of fuelwood and charcoal 
targeted for FY 1994 in the TYPP. This policy has given little 
attention to the needs of industry. Although production of lumber 
and poles for construction was to increase from 83,500 cu m in 
FY1984 to 641,000 cu ma in FY1994, most of the fuelwood species 
planted in recent years are unsuitable for joinery or carpentry. 
The wood industry is, consequently, fast depleting the stands of 
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slower-growing indigenous species, the hardwoods in p~rticula~21 • 
A solution lies in the propagation of diverse stands oi trees and 
the identification of multi- purpose species for plantation in 
government forestLy reserves. 

32. Of the 200 indigenous species only ten are commonly used in 
the wood working industry: Podocarpus bracilior, Juniperus procera, 
Abingeria adolffiederici, Apodytes dimidiata, Cordia abyssinica, 
Croton macrostachys, 
Ekebergia capensis, Hagensia abyssinica, Olea spp., Polyscias 
fulva, Syzgium guineense, Albizia spp. 
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5.3 Energy resources 

The energy sector was allocated 6 per cent of development 
expenditure under the TYFP (1984-1993), a proportion that was 
subsequently revised upwards to 12 per cent under the 1986-1989 
TYDP. Over 90 per cent of the investment planned under the TYDP is 
to go towards developments in the electricity sector. 
Hydro-=lectric power stations built in the mid-1980s guarantee 
electricity supplies to the modern sector well into the 1990s and 
some have argued that the system is now burdened with 
over-capacity. In the traditional sector, on the other hand, there 
are acute shortage of energy and the over-exploitation of renewable 
energy resources threatens an environmental crisis. 

A 1984 energy sector survey revealed that 86 per cent of total 
energy consumed is generated from biomass energy sources (81.1 per 
cent of this from fuelwood and tree residue, 9.2 per cent from 
animal dung, 8.2 per cent from agri-residue and 1 per cent from 
charcoal) virtually all of which is used by households and cottage 
ind us tries (Table 5. 14) . Al though the total standing stock of woody 
biomass resources is estimated at 13. 8 million Teal with and, 
allowing for regeneration, the exploitable annual yield amounts to 
about 265, ooo Teal over three times the current level of 
consumption - the geographical mismatch of forest stands and 
population has led to acute shortages and over exploitation in the 
densely populated highland regions. At present the supply of 
woodfuels meets about half the demand in rural areas and even less 
in urban areas, where prices rose by an averaqe of 9 per cent per 
year .ln t.J.lt: '-"Cl.r.J..y .J..SloUS. U} t.BE: }ear .<;UU:.> t..ne Oe.<idflo..4 lu.L w00..ll. .. H2:.J..S 

is expected to be 70 per cent greater than at present. Even if the 
government succeeds in its pJ.an to plant 3. 55 million hectares of 
fuelwood plantations during the TYPP period (1984-1993), which 
seems unlikely, the growth of fuelwood supplies will not keep pace 
with demand and mature stands will be depleted. Under these 
circumstances, the development of alternative energy sources for 
the household sector is a matter of urgency. 
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Teble 5. 14: Final energy cons!.llJ>tion by source end end use sector. 1984 
(Thousand Teal) 

Animals Electricity 
Sector Biomass Petroleua Total Percent 

lnclJstry 7.0 0.3 0.9 8.5 6.1 
Transport 3.8 4.0 7.8 5.6 
Agriculture 7.9 0.3 8.2 5.9 
Households 1.5 112.7 0.2 0.3 114.4 82. 1 
Ccllllerce & governnent 0.1 0.5 0.4 

Total 13.2. 119.7 0.6 5.9 139.4 100.0 
Per cent 9.5 85.9 0.4 4.2 100.0 

Source: Ethiopian Energy Comnittee, Co·~ration Agreement in the 
Enern Sector, 1986. 
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The public sector accounts for 98 per cent of electricity 
generating capacity in Ethiopia. Electricity is supplied to the 
central and southern regions through a large Inter-Connected System 
(ICS), which accounts for 70 per cent of total generating capacity, 
and forty small Self-Contained Systems (SCS) operating from diesel 
powered and mini-hydro plants. A smaller ICS and 13 SCS networks 
supply Eritrea. In 1986, 70 per cent of total electricity 
generating capacity was provided by hydroelectric stations, with 
four massive hydrostations (Koka, Awash II, Awash III and Finchaa) 
providing about 65 per cent of total capacity. However, existing 
hydrostations utilise less than ) per cent of the country's 15 to 
30 GW hydroelectric generating capacity - the Blue Nile and Omo 
Rivers alone have a potential of 11 to 13 GW - and the government 
has ambitious plans for the construction of new hydrostations. The 
Melka Wakane dam (153MW) on the Shebelli ~iver was inaugurated in 
1988 and construction of the Gilgel Gibe (to be inaugurated in 1991 
with a planned capacity of lSOMW) is underway. In addition, the 
government plans to divert water from the Amerti river to increase 
generating capacity at the Finchaa hydrostation. These projects 
will increase generating capacity to 700MW by 1993, by which time 
89 per cent of electricity capacity will in the form of 
hydroelectric power. Northern Ethiopia will still be dependent on 
thermal, mostly diesel, generators which are costly to run and in 
need of reha~ilitation. In the long term the government plans to 
connect the central and Eritrea !CS systems ar.d many of the smaller 
scs units, thereby extending access to hydro-generated power from 
the highlands to lowland regions. This will greatly reduce the 
country's dependence on imported fuel oil. 



--------------------------------------- ----- ----

26 

Tmle 5.15: lnst•lled electriciti ae11er•ti!!51 c..citl Sid 
l!!:ocb:tion, 1978 to 1996 

1978 1980 1982 1984 1986 

!nst•lled C.-citI {MW~ 
Hydroelectric 207 216 200 207 
Therml 75 80 79 82 

Tot•l 282 295 

Production iMi l lion NI~ 
llydroelectri c 386 488 576 657 
Therml 67 128 156 167 

Tot•l 452 615 732 824 

~: CSA, Results of the Survey of Maruhcturing Sid Electricity 
lnclatries (1985/86 GC>, J8fUlry 1989. 
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over the period 1978 to 1983 electricity consumption increased 
by an annual rate of 13 per cent, largely as a result of increased 
consumption by the industrial sector as idle manufacturing capacity 
was brought into use. Between 1983 and 1986, the rate of growth of 
electricity ccnsumption slowed to 6. 5 per cent per annum, but 
consumption by industry continued to rise (6.9 per cent) faster 
than residential use (5.9 per cent), and by 1986 the industrial 
sector accounted for nearly 60 per cent of electricity sales. Since 
1983, the growth of elect:L-icity consumption by the industrial 
sector has largely been a result of the substitution of electric 
for fuel powered boilers. Electricity consumption by industrial 
boilers on the central ICS increased by 16 per cent per year from 
1980 to 59GWh 1985 and is expected to reach 203 GWh in 1995. This 
pattern of substitution is reflected in the industrial sector's 
expenditure on energy: the proportion of total energy expenditure 
going towards electricity costs rose from 30 per cent in 1984 to 52 
per cent in 1988. 
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T8ble 5.16: Electricity sold br sector. 1982 end 1986 

1982 1986 
Sector lln lt\lh Per cent lln lt\lh Per cent 

Dcmestic 198.3 30.2 249.6 
t'-.-cial 63.1 9.6 as.2 
Streett ighting 10.7 1.6 11.3 
lnclatrial 383.1 58.3 500.5 
Agricultural 1.3 0.2 0.7 
Others U.5 0.1 0.4 

Total 656.9 100.0 847.7 

~: CSA, Results of the survey of lllanufacturirs end 
Electricity ll"dlstries (1985/86 GC>. Jmry 1989. 

29.4 
10.1 
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59.0 
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Efforts are being made to increase the residential sector's 
consumption of electricity as a substitute for wood fuels. Per 
capita electricity consumption was estimated at 18KWh in 1985, one 
of the lowest levels in Africa, and less than 10 per cent of the 
population have access to electric power. The government hopes that 
gradual rural electrification will raise this proportion to about 
17 per cent of the population by 1993. Small SCS units are the most 
economic means of achieving this goal, owing to the dispersal of 
the rural population and the high cost of transmission extension, 
though about ten communities are attached to the central ICS each 
year. At this rate the industrial sector will remain the principal 
electricity consamer well beyond the end of the TYPP in 1995. 

Existing and committed electricity generating facilities will 
satisfy projected demand at least until 1995. Thereafter, 
additional hydro- generating capacity is planned (the multistage 
Aleltu project with a final capacity of 470MW and the Chemoga-Keda 
scheme) but the government is also investigatir.g the possibility of 
geothermal power. Potential geothermal station sites are confined 
to the Rift Valley where several sources of good quality steam have 
been tapped by recent drilling. According to preliminary 
investigations, the most promising sites near Iangano could 
generate 120MW from eight wells. A site at Tendaho, near the 
Eritrean ICS and potash deposits in the Danakil depression, is also 
under investigation. 

Ethiopia is entirely dependent on imported crude oil. This 
provides the feedstock for the Assab refinery, which meets over 90 
percent of domestic petroleum products. Unfortunately, the hydro
skimming technique employed by the refinery (see Section 3. O) 
produces a relatively large proportion of heavy oil fractions, not 
all of which can be used in Ethiopia. Surplus production of heavy 
fractions is exported - generally at low prices. Exports of these 
heavy fractions averaged 187,300 tonnes from 1981-87, representing 
26.9 per cent of the refinery's output. Meanwhile, the balance of 
light oil fractions has to be imported - an average of 29, 600 
tonnes per year from 1980 to 1987. 

In the years following the oil price rises of the 1970s, 
dependence on imported crude oil placed a heavy burden on the 
balance of payments. Oil imports absorbed 18 per cent of export 
revenues in 1978 to 47 per cent in 1982. Although the cost of oil 
imports fell by 45 per cent from 1982 to 1988, crude oil and 
petroleum products still swalows up almost one quarter of 
Ethiopia's export earnings. In order to reduce this burden, the 
government has sought to restrict the private u£e of automobiles 
and substitute electric boilers for those powered by fuel oil in 
the industrial sector. 
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T.ttle 5.17: 1-.iorts of cnm Petrol- end Petrol- Proclacts, 1981 to 1!!! 
(Mill ion lirr) 

1912 1984 1985 1986 1987 1988 

Crude Petrol- 357.1 313.3 262.9 163.7 183.3 182.2 
Petrol- Proclacts 37.5 57.1 26.5 60.2 35.7 ll.6 

Total M.3 370.4 289.4 223.9 219.0 215.1 

Petrol- a per Ctnt 
of total imports 24.3 19.3 14.1 9.1 9.9 9.2 
Petrol- • per cent 
of total uparts 4- • 

.J 42.• 42.0 23.1 29.1 24.3 

Saurce: llllf. FU..:i•l St•tisti51. 1989 
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Oil exploration has been carried out sporadically in the 
Ogaden since the 1930s. Under the terms of an agreement signed in 
1986, Soviet geologists continue exploratory drilling in a 10,000 
km sq block in this region. Traces of oil have been found but no 
co-ercial oil reserves. The government offered 25 blocks in 
Eritrea, along the border with Sudan and in the Ogaden to Western 
oil companies in April 1986. In July 1988 the International 
Petroleum Corporation signed a oil exploration contract covering 
the Danakil block ~34,000 sq km in southern Eritrea) and British 
Petroleum signed a similar agreement covering the Dhalak block 
(32,000 km sq in northern Eritrea) in 1989. Geologists are 
reasonably optimistic about prospect of discovering commercial oil 
deposits in both the Ogaden and the Red Sea regions. 

In 1987, the government anncunced the discovery of a natural 
gas deposit, estimated at 25 billion cu m, in Haraghe, though other 
deposits have been identified and some sources speculate that the 
total reserves nation-wide may be as great as 169.9 billion cu m. 
Although the size of Haraghe deposit makes it co.llllllercially 
attractive, exploitation will demand considerable investment on 
account of the deposit's remote location. A feasibility study for 
a small-scale plant - with an estimated cost of $30 million - is 
currently under preparation. This study will investigate potential 
alternative uses such as the production of fertilisers and the use 
of gas as an industrial and household fuel. Bottled gas is 
particularly attractive as an efficient substitute for woodfuel. 

No coking coal has been discovered in Ethiopia but over twenty 
seams of lignite, with reserves totalling several million tonnes, 
have been identified. Most of the seams are discontinuous, with a 
high clay content and they are generally found under considerable 
overburden. Consequently, they are considered of minor economic 
importance. Only one seam, in Nedgo, Wollega, is of potential 
interest to the industrial sector. 

Energy prices have been used as a means of pro111oting an 
appropriate energy consumption pattern. Petroleum products are 
generally priced in relation to their economic costs, though motor 
oil is priced well above cost price and kerosene and LPG well 
below. Electricity consumers, on the other hand, have benefited 
from a hidden subsidy. Tariffs were maintained at 1974 levels in 
Eritrea and 1978 levels in the central ICS until July 1986. This 
tariff was inadequate to support the EELPA's operating costs and 
investment programme, necessitating block grants from the central 
government budget to support the Authority's budget. In July 1986 
tariffs were increased by 75 per cent (see Table A-0) with charges 
based on a declining block rate which differs for each of the power 
sources (regional ICS and SCS). The new rates are relatively high 
by international standards ($0.103 per kWh) but lower than most 
African countries. There has been discussion about the adoption of 
an time-of-day peak and off-peak tariff structure. This would be of 
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particular interest to large-scale industrial consumers, though 
these are relatively few in number. 

5.4 Hard mineral resources 

Manpower and financial constraints have prevented the 
Ethiopian government undertaking a systematic survey of the 
country's mineral resources. Geological maps had been prepared for 
less than 20 per cent of the country by 1988. Moreover, where 
coDIDlercially viable deposits of industrial minerals and rare metals 
are known to exist transport constraints and shortages of f oreiqn 
exchange for the purchase of essential equipment have often 
prevented their development. In 1985 mining accounted for only 0.3 
per cent of GDP and 2 per cent of merchandise exports. Under the 
TYDP {1986-89) the government planned to expand the level of 
geological exploration - more than tripling the annual exploration 
budget from Birr4.9 million in 1981-86 to BirrlS.6 million in 
1986-89 - and undertake investments of Birrl 77 million in the 
development of projects. These investments will, the government 
anticipates, encourage closer linkages between the mining and 
industrial sectors, such as through the development of a ceramics 
industry, and create new sources of foreign exchange earnings. The 
government may also be able to raise capital for mining projects 
through partnerships with foreign companies, either within the 
framework of the joint-venture code or through production sharing 
agreements, such as those signed with oil exploration companies 
since 1986. Foreign investment would be most likely in the 
development of those mineral resources with export potential. 
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hble 5. ~8: Proclx:tion of •inerals, FY 1983 to FY 1988 

Mineral 1983 1985 1986 1987 1988 

Gold kg. 463 916 923 642 728 
Platil'IUI g. 1,682 112 2,400 1,040 1,485 
ICaol in cu ••• 575 67 1,867 5n 
Diatcmite cu ••• 187 80 12 
Gypsum :u ••• 325 625 300 935 1,276 
limestone cu ••• 50,267 97,413 
Li• C;J ••• 4,229 14,853 1,528 1,963 
Marble blocks cu ••• 1,800 192 
Marble tiles sq ••• 87,000 7,500 
Building stone cu ••• 5,964 720, 701 567,276 m,835 
Bricks •ooo 21,582 11,623 
Salt (edible) tons 155,824 193,293 198,622 163, 117 175,777 
Sand cu ••• 23,317 385,498 355,410 617,044 
Scoria cu ••• 11,230 12,281 9,575 8,515 
Pumice cu ••• 5,625 8,086 35,481 143,442 

Source: Data provided by Ministry of Mining and Energy. 
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Ethiopia's known mineral resources may be summarised, in 
alphabetical order, as follows: 

Bentoni te A soft, highly plastic clay derived from 
volcanic ash, bentonite is used in drilling, the bonding of foundry 
moulding sands, filtration and as a body mix in ceramics. Deposits 
have been identified at Hadar (1.85 million tonnes), Warselso (14 
million tones), Gewane (154 million tonnes) and Ledi (3.5 million 
tonnes). While only the Gewane deposit has been tested for its 
suitability as raw material for the ceramics industry, preliminary 
studies have revealed that bentonite can be used as a non-metallic 
sorbent in agriculture and significantly improve crop yieldsW. 
Another possible use of bentonite is the production of bleaching 
earth, a filter and decolorising agent used in the food and 
chemical industries. However, the minimum viable plant capacity 
for this product - 3,000 tons per year - is ten times greater than 
domestic demand and the penetration of export markets could prove 
problemati· • Nevertheless, EMRC has proposed a 10,000 ton per year 
capacity d_y processing plant for various industrial applications 
and a detailed feasibility study is planned. 

Copper and zinc - In the early 1970s the Ethio-Japan Mining 
Co. carried out test drilling on a l~rge sulphide copper deposit, 
which contained small quantities of zinc, silver and gold, at. 
Debarwa in Eritrea. The copper content of ore in the primary 
mineralisation zone is low (1.5 per cent CU) and, while the copper 
content rises to 7-8 per cent in the secondary mineralisation zone 
at 80-100 m, the deposit is considered sub-marginal at current 
market conditions. Another sulphide deposit, zinc with some silver 
and gold, has been identified at Adi Nefas north of Asmara, also in 
Eritrea. This deposit is considered worthy of further exploration. 

Diatomite Diatomite deposits were discovered at Adami 
Tulu, Chile Jila and Gademotta in the Rift Valley in 1975-76. Total 
reserves are estimated at 35.9 million tons of good quality 
diatomites covered by silt and fluvial gravel. EMRDC proposes to 
develop a processing plant with a capacity of 10,000 ton per year. 
A detailed feasibility study is being prepared. Diatomites are 
used as a filtering agent in brewing, as a filler in the paint and 
paper industries and as insulating material. Domestic demand is, 
however, only one tenth of the size of the minimum economic 
processing plant (6, ooo tons). Exploitation would, therefore, 
depend on the development of an export market. Unfortunately, high 
freight costs to the port will reduce the competitiveness of the 
project at current market prices. 

33. Lakew Tezera (Ethiopian Mineral Resources Development 
Corporation), Application of Non-Metallic Sorbents in Agriculture, 
June 1988. 
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Feldspar F~ldspars suitable for the production of glass 
and ceramics have been discovered at Kenticha in Sidamo and are 
currently under technical and economic evaluation. Reserves, in 
two veins, are estimated at 527, 000 tonnes. The low level of 
impurities indicates that milled material will not have to be 
cleaned but hand sorting will be necessary to insure a standard 
product. In order to meet the demands of the growing ceramics 
industry a production level of 4,000 tonnes per year is 
anticipated. 

Gold - Production of 3 tonnes per year of gold at Lega Dembi 
in Sidamo is due to begin in early 1990. The northern part of the 
gold hP-aring quartz deposit has been extensively investigated by 
Seltrust Mining in 1985 and BRGM in 1987 and 30 tonnes of 
recoverable gold reserves have been proven. Surveys indicate that 
the remaining two blocks of the Lega Dembi field are also promising 
with field potential of 230 tons - 67 tons perfectly proven, 62 
proven and 101 tons probable. An EIB feasibility study estimated 
that the mine would generate $30 million per year in operating 
revenues. 

Alluvial gold deposits are already mined at Adola in Sidamo by 
the Adola Gold Development Enterprise (AGDE). About 750 kg of gold 
per year is retrieved by a process of gravity amalgamation and hand 
panning. A recent study estimated that the recovery rate varies 
between 55 and 85 per cent, fine grained gold being lost in the 
tailings. It argues that recovery rates could be improved with the 
construction of gravity separation equipment at the end of the 
washing sluic~'. AGDE buys between 115 and 125 kg of the 
official gold production from small-scale panners and two 
~ooperatives working in the Adola area. Although the cooperatives 
have ac~ess to a washing sluice and gravity separation tank, the 
work is extremely labour intensive, the gold bearing alluvium being 
carried to the sluice by wheelbarrow. A large number of part-time 
miners also prospect illegally at known gold bearing alluvial 
deposits at Adola and in Wollega. Since ABDE gold purchasing price 
is well below that offered on the world market ($60/oz compared 
with $450/oz) it is thought that much of the informal production is 
smuggled out of the country. 

Gypsum - Large gypsum deposits associated with evaporites are 
found in the Danakil depression, while Jurassic gypsum deposits are 
found in the Blue Nile gorge and the Mugher river of central 
Ethiopia. 

Iron ore - An iron ore deposit estimat~d at 18 million tonnes 
has been identified in Biklal, Wollega. Although detailed 
geological surveys have yet to be complet·.ed, the reserve is 

34. World Bank, Ethiopia: Mineral Sec ·.or Rc·fiew, Report No. 7111-
ET, June 1988. 
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considered large enough to support a small dire=t reduction plant. 
However, the ore would have to be concentrated to raise the iron 
content from 40 per cent to 6C per cent and processed to remove 
titanium oxide contamination, amounting ~o 19 per cent by weight, 
before use. These processes would add considerably to the cost of 
exploitation. 

Kaolin Proven reserves of 869,100 tonnes of kaolin have 
been identified in two deposits at Bombawoha in Sidamo. The degree 
of mica and quartz contamination varies and so the production of 
standard quality products will require processing. Owing to the low 
bonding strength of the raw material, production will be restricted 
to sanitary ware and other course porcelains, unless the kaolin 
content is upgraded from 40 per cent to 70 per cent by magnetic 
separation, which may prove economically unjustifiable. 
Nevertheless, the MOI has included a project for the development of 
the mine at Bombawoha and ceramic production facilities at Awasa, 
130 km away, in the 1989-1993 development plan. It is anticipated 
that the mine will produce 4,000 tonnes of kaolin per year; 2,000 
tonnes for ceramics and 2, 000 tonnes for an aluminium sulphate 
plant. 

Limestone - Cement factories at Addis Abba, Dire Dawa, Massawa 
and Mugher have all been built near substantial reserves of 
limestone. Several other limestone deposits capable of supporting 
a large scale cement plant have been identified in the south and 
east of the country. 

Marble and other decorative stone - The Ethiopian Marble 
Industry (EMI), since 1983 part of ECMC, operates four quarries in 
Gojjam, Wollega and Harar. These quarries and the associated 
processing facilities are currently working well below capacity. 
Consequently, new investment will not be needed for some time to 
come. UNIDO has helped EMI identify six new sites which could 
provide sources of decorative granites, dolomite, limestone and 
marble for at least twenty years. Some of these stones are thought 
to have export potential. 

Phosphate As yet no commercially viable deposits of 
phosphates a mineral commonly used in the manufacture of 
fertilisers have been discovered. Exploration is currently 
focused on the Biklal area of central Wollega where an apatite 
deposit several kilometres in length but of low grade has been 
identified. 

Platinum Alluvial platinum deposits at Yubdo, Wollega, 
produced an average of 1,500 grams of pla~inum per year between 
FY1983-FY1988, though production has varied considerably from year 
to year and all but stopped in 1989. Extraction is expensive 
because the deposit is low grade (0.03 to 0.1 g./cu m) and the 
platinum fine grained. New investment will be needed if production 
is to be increased. 
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Potash A potash deposit at Dallol in the Danakil 
depression, 90 km from the Red Sea port of Mersa Fatma, was mined 
intermittently from 1917 until 1963 when the mine was abandoned due 
to problems with the water supply. The deposit was acquired by the 
Ethio-Libyan Joint Mining Company (ELMICO) in 1981 and a technical 
feasibility study was completed in 1984351 with a view to 
reopening the mine. This study revealed that potash bearing strata 
lay close ~o the surface and considered the upper part, consisting 
of syl~ite with 33 per cent KCl content, worthy of exploitation. 
Solution mining with concentration of brine in evaporation po~ds 
was identified as the most economic extraction method. However, the 
economic viability of the mine is doubtful. Ethiopian soils are 
generally rich in potassium and Ure~ and OAP are the most commonly 
used fertilisers, neither of which require potassium. Nor are 
prospects good for export sales. Demand and prices are currently 
depressed and likely to remain so in the near future. 

Quartz - Five block occurrences of quartz suitable for the 
production of fine ceramic materials (white and colourless glass, 
sheet glass and porcelain) have been identified within the feldspar 
deposits at Kenticha. Quartz may also ~e recovered as a by-product 
of the Bombawoha kaolin mine. Total reserves are estimated at 
268,000 tons. The MOI plans to develop a mine with a projected 
capacity of 4,000 tonnes per year to provide raw materials for the 
planned ceramics manufacturing complex at Awasa. 

Salt - Industrial production of edible salt is restricted to 
the Assab Salt Works. Production capacity was increased from 
120,000 tonnes per year to 220,000 to"nes by an expansion project 
completed in 1985. However, flood damage to the evaporation ponds 
and connecting dykes in 1986 has kept production well below 
capacity - 175,777 tons in FY 1988 - and the plant is now i~ need 
of rehabilitation. In the 1970's the salt works expo;~ed to the 
Far East and Africa but growing domestic demand has absorbed much 
of the increase in production and export markets were lost when 
the existing transport system collapsed. In order to recover export 
markets, the MOI has proposed a further doubling of production 
capacity by the construction of 50~ ha of evaporation ponds. The 
expansion project also envisages the construction of a new bulk 
handling system and export terminal. Approximately half the salt 
work's production at the expanded level will, the MOI anticipates, 
be available for export. 

scoria Large deposits of volcanic scoria found in the 
region of Debre Zeit are currently used in construction. 

Soda Ash Lake Abijata, like other Rift Valley lakes, has 
high sodium salt concentrations (Na2co3 O. 65 per c&nt and NaHC03 

35. PEC Engineering, Dallol Potash Project: Phase lA Report, 
April 1984. 
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0.60 per cent). EMRDC is implementing a project to use these 
resources, and water pumped from neighbouring Lake Sala, to produce 
20,000 tonnes of soda ash per year by solar evaporation. About 
7,000 tonnes per year will be sold as crude soda ash (96 per cent 
Na2co3 for use in local industry, the glass factory in particular: 
12,00& tonnes per year of wet soda ash (97 per cent Na2C03 .H20) will 
be used by a caustic soda plant now under construction: and 1,000 
tonnes per year will be refined to 99.5 per cent Na2co3 for sale in 
export markets. In the long term it is hoped to expand the 
refinery to produce 200,coo tonnes per year of soda ash for export, 
generating $4-5 million in foreign exchange. The financial 
viability of the project will, however, depend on the plant 
maintaining low transport costs to the port of Assab 950 km away. 
A World Bank study has also voiced concern about the environmental 
impact of the soda ash plant on Lake Abijata, a nature reserve and 
tourist attraction. 

Sulohur Scattered sulphur deposits are found in the Rift 
Valley and the nanakil Depression. The largest of these are at 
Dalos with an estimated reserve of 200,000 tonnes and Dofan, near 
Awash Station, with a reserve of 2,000 tonnes. An iron sulphide 
deposit has also been identified in Eritrea. Sulphur is used in the 
manufacture of fertilisers and a wide range ~! chemical products. 

Tantalite - Proven reserves of 1.6 million tonnes of tantalite 
with an average grade of 250 g/tonne (inferred reserves of 72,000 
tonnes of tantalite) have been found at Kenticha in Sidamo. Trial 
processing tests on 20 tonnes of tantalite pre-concentrate were 
undertaken in 1988 and construction of a pilot mine was due to 
begin later that year, after economic feasibility studies. 
Tantalum is a hard metal which retains its characteristics through 
a wide temrerature range. It is used primarily by the electronics 
industry. Given the current stage of industrial development in 
Ethiopia and the mineral's foreign exchange earning potential - the 
market price of tantalum in mid-1989 was $100, ooo per tonne -
commercial exploitation will be directed at the export market. 

5.5 Transport infrastructure 

Ethiopia's poor transport infrastructure is a major constraint 
on regional and national economic development. For want a viable 
alternative, about 93 per cent of freight is carried by road 
transport. The length of all weather roads increased from 8, 788 km 
in 1975 to 14,~~n km in 1986 (of which 10,225 were asphalted) but 
in the mid-1980s the road density was still under 15 km per 1,000 
sq km. Three quarters of the rural population live more than half 
a days walk from the nearest all-weather road. Inevitablr, this 
handicaps the mobilisation of agricultural surpluses and isolates 
rural communities from the national economy. Inadequate 
maintenance and natural disasters render even major roads unusable 
periodically (the main road corridor between Assab and Addis Ababa 
was closed for nearly a month in 1989 following an earthquake). 
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Teble 5.19: Nl.lltler of vehicles inspected. FY 1981 end FY 1985 

1981 1985 1986 
Total of which Total of which Total 

Vehicle old old 

COlll8ercial pickups 3,863 95.8 6,447 93.4 6,9ll 
Heavy c-rcial trucks 4,440 94.5 6,265 93.1 6,446 
Heavy truck trailors 1,638 95.5 1,832 96.3 2, 188 

Total 9,941 95.2 14,544 93.9 15,567 

~: cso. Transport end COlllUlications Statistics, Statistical Bulletin 55, 1987; and cso, POI Ethiopia Facts 
end Fisures, 1987. 
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Another major constraint on the transport system is the 
shortage of reliable trucks and lorries. Although 6,550 lorries 
and trucks ~ere imported between 1981 and 1986 and the number of 
freight vehicles inspected by transport authorities - which may not 
necessarily be the entire fleet - increased from 9,941 in 1981 to 
15,567 in 1986 (Table 5.19), over 90 per cent of the total number 
of vehicles inspected by transport authorities in 1986 were 
identified as old. The average age of the privately-owned 
vehicles, which account for 80 per cent of the transport fleet, is 
now nine years. Shortages of spare parts and tyres exacerbate the 
problem: almost one quarter of the road transport fleet is thought 
to be out of service at any time. This causes delays in delivery 
and increases the wastage of perishable goods. 

Durinj drought years, when vehicles are diverted to the 
distribution of food aid, the shortage of servicable road transport 
becomes critical. In 1984/85, for instance, the shortage of 
vehicles caused a reduction in coffee exports since there were not 
enough vehicles to transport the harvest to Assab. 

What is more transport is extremely expensive. The Ethiopian 
Freight Corporation (EFC), the main carrier for the EDDC and other 
government distribution agencies, charges customers a rate of 
Birr0.0247/lOOkg/km. The expense is compounded by long distances: 
Addis Ababa is 900 km from Assab, the country's principal port, 
southern Sidamo is 2000 km distant. While the CSA 1935/86 
manufacturing survey indicates that transport charges amount to 
only 2.2 per cent of the total cost of production, it should be 
recalled that these costs do not include distribution since EDDC 
purchases products from the factory gate. When distribution costs 
are taken into account, transport is though to account for 10-15 
per cent of the retail price. Transport costs represent about 20 
per cent of the total price of beer manufactured in Harar and sold 
in Moyale (Sidamo) or half the cost cement manufactured in Addis 
Ababa and sold at Moyale. Although regional variations in retail 
prices do include a component that reflects the cost of 
dist::-ibution the heavy burden of transport costs forces the EDDC to 
absorb much of the regional price variation within a fairly uniform 
pricing structure. 

High transport costs also handicap exporters. In the 
mid-1980s, the cost of freight transport by truck from Addis Ababa 
to Assab was Birrl53 ($74) per ton compared with an average co~t of 
$50 per ton from Assab to European ports. 

Ethiopia's only serviceable railway, linking Addis Ababa and 
Djibouti, was completed in 1917. It is now in need of a complete 
overhaul - as indicated by tragic derailments in 1985 and 1987 -
which will cost at least $250 million. The volume of freight 
transported from Ethiopia to Djibouti has: fallen from 353, 000 
tonnes in 1974-75 to 235, ooo tonnes in 1987 as the Ethiopian 



42 

government has directed an increasing proportion of its trade 
through the Ethiopian port of Assab. The road corridor is more 
reliable, faster and - incredibly - cheaper. The railway now 
handles only 20 per cent of Ethiopia's import trade, much it food 
aid, and 7 per cent of Ethiopia's exports. An Addis Abba-Assab rail 
link has been discussed but is unlikely to go ahead. A 
pre-feasibility study suggested that the total project cost would 
be approximately $1. 4 billion. An alternative might be a oil 
pipeline from the port to the capital: at present all the country's 
petroleum products are distributed by lorry from the Assab 
refinery. 

In normal circumstances the facilities at Ethiopia• s principal 
port, Assab, which handles approximately 60 per cent of Ethiopia's 
trade, are strained but during the 1984-85 famine the port became 
so congested that the government was forced to divert shipments of 
food aid to Djibouti. The port is now undergoing a major expansion 
programme to accommodate the increasing flow of traffic. The IDA, 
ADB and EIB are funding the construction of a 450 m quay, two 12 m 
deep berths, roll-on-roll-off and container facilities. Two further 
berths and additional container facilities will be constructed in 
the third phase of the port expansion project, scheduled to begin 
in 1992. The port expansion will not, however, equip Assab with 
bulk handling facilities, which may prove problematic if deposits 
of potash and soda ash are developed for export. Port facilities 
are also being upgraded at Massawa, which serves the north of the 
country. However, the port infrastructure has suffered badly from 
internal insecurity in the north of the country and may no longer 
be serviceable. 

Air freight transport is used to export perishable items such 
as chat to Djibouti and vegetables, fruit and flowers to European 
markets. In 1986 the total weight of freight carried by Ethiopian 
Airlines amounted to 57,357 tons, of which just over half was in 
domestic flights. Ethiopian Airlines has recently ordered an air 
freight Boeing 757 to facilitate increased fruit and vegetable 
exports. 

5.5 The role of technical co-operation in industrial development 

Owing to the acute shortage of skilled technical and 
managerial staff in the industrial sector (see Section 5.1), 
technical cooperation plays an central role in the process of 
development. However, both donors and the government have given 
priority to investment rather than technical assistance. In 1987/88 
(the last year for complete records are available), the Ministry of 
Industry and the Corporations under its supervision received 
technical assistance valued at Birr2.95~ million. This represents 
11 per cent of the total foreign financing of industrial investment 
that year and 23 per cent of total foreign grants. 
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The bulk of technical assistance has been provided in the form 
of tr3ining. In 1988, 388.9 months of training abroad accounted 
for 76 per cent of technical assistance expenditure, the remaining 
24 per cent financed 42 months of expert assistance. Priority has 
been given to the acquisition of technical and production skills. 
In December 1989, 41 of the 48 MO! and Corporation employees 
training abroad were training in technical subjects. 

Most technicians undergoing training abroad are trained in 
conjunction with investment projects. Since Ethiopia has chosen a 
capital intensive path of industrialisation which places 
considerable emphasis on the use of up-to-date technology, new 
projects generally require specialist skills. Local training 
facilities for specialists and high grade technical training are 
extremely limited, particularly in modern engineering skills, and 
such staff have to oe trained abroad. 

While the practice of tying technical assistance to investment 
projects ensures that the operational requirements of individual 
plants are met it does not address institutional needs a 
nationwide. Instead of developing manpower across the board it 
creates pockets of expertise which have little impact at a bra:1ch 
or sectoral level. This is particularly true of Ethiopia where 
absorption capacities are relatively low, both qualitatively and 
quantitatively. While the quality of education in social science 
subjects is high at all levels, science and engineering education 
is generally weak. Furthermore, the output of diploma and degree 
level graduates is far below the numbers needed to service existing 
industrial capacity let alone new developments. As a result the 
skills base is extremely narrow. 

Greater emphasis is now being placed on the expansion of 
vocational training, particularly at the shop-floor level, while 
the capacity of educational institutions training professional 
engineering and technical staff is also to be increased. Technical 
assistance will have the greatest impact if it is tied to the 
institutional framework for ~~npower development which the 
government and corporations have already established. The National 
Productivity centre currently serves as the central training 
institute for all MO! Corporations. Four of the Corporations also 
operate training centres for their employees and two new training 
centres are planned (see Section 5.1). While these institutions 
should provide the framework for manpower development at the shop
floor level their capacity is extremely limited owing the shortage 
of training staff and teaching equipment. Technical assistance 
would be of considerable benefit at this level, particularly in the 
formulation of training programmes and the upgrading of teaching 
staff rather than the training of those directly involved in 
industrial operations. This will contribute to the establishment 
of a self-sustaining manpower development capacity. 
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UNDP has been closely involved in technical assistance along 
these lines through its financing of the National Productivity 
Centre (since 1978). UNIDO has also provided some assistance to a 
sectoral training programme through the provision of an industrial 
training manger (RP/ETH/79/001). However, UNIDO has focused its 
provi~ ion for technical training at the branch or even plant level 
and technical training has frequently been linked to direct support 
activities. Its principal contribution in terms of sectoral 
development has been through institution building. Three projects 
stand out in this field. 

The first is UNIDO's assistance to the Ethiopian Centre for 
Technology (RP/ETH/82/001 through RP/ETH/84/001) which has sought 
to strengthen the local capacity for technology development, the 
assessment of domestic technology capabilities and the 
identification of appropriate technologies within the Ethiopian 
context. A related project is UNIDO assistance to the Engineering 
Design and Tool Centre (RP/ETH/83/024), which aims to assist in 
the development of fundamental engineering skills. This is closely 
related to the government's sectoral objective of developing a 
domestic engineering capacity. 

The second is UNIDO's assistance to the Handicrafts and Small
Scale Industries Development Agency (HASIDA) (DP/ETH/77/018 and 
DP/ETH/83/012). Assistance has been geared to the development of 
appropriate technologies and the provision of training for small
scale industries and cooperatives. Further assistance along these 
lines may be warranted in view of the government's recent 
initiatives in the field of private sector investment promotion. 

By far the most important of UNI DO' s sectoral development 
projects, however, has been its assistance to tl.e Development 
Projects Study Agency (DP/ETH/80/005) and ongoing assistance to 
Industrial Projects Service (RP/ETH/83/001), now integrated within 
DPSA. These have contributed to the establishment of a local 
project identification and appraisal service. In addition to 
institutional development, UNDIO has provided the IPS with direct 
support through the prepar~tion of branch level strategy studies 
and project feasibility studies~. Numerically, such projects 
have been the most important in UNI DO' s assistance to Ethiopia. As 
the IPS's institutional capacity improves it is desirable that 
such direct support activities should be reduced. 

A large proportion of UNI DO' s past and on going technical 
assistance projects since 1975 may be classified as direct support 
activities at a plant or branch level. These projects have 
frequently been aimed at the resolution of technical or marketing 

36. Project XP/ETH/86/001 "Strengthening the inter-sectoral 
linkage between agriculture and industry" and Project XP/ETH/86/003 
"Feasibility study of a baby food manufacturing complex". 
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difficulties and prodl!ction bottlenecks171 or providin~ direct 
support at the project implementation and start-up phase= • This 
reflects the shortage of experienced managerial staff. While 
UNI DO• s assistance to the IPS has strengthened the service• s 
project implementation capability it remains one of its weakest 
areas. Further technical assistance is needed in this field. 
Plant management is also weak, particularly when it comes to the 
identification and resolution of production bottlenecks. This 
problem is recognised by the MOI which continues to request UNIDO's 
assistance in the management of plants with financial or technical 
difficulties. 

In the short-term the solution may be to provide management 
consultancies following the terms of reference provided by the 
Corporations and the MOI. In the long-term, however, manageaent 
training should be improved. Clearly, the most appropriate channel 
for such assistance is the Ethiopian Management Institute (see 
Section 4.2). This institute now benefits from UNDP funding. 
Particular areas in which plant level management will require 
technical assistance include: the computerisation of accounting 
procedures; preparation of input, sales, inventory, plant, product 
and personnel indicators; the regular evaluation of performance 
indicators; preparation of appropriate management action 
programmes. These measures will become particularly important if 
the government proceeds with recent moves to give plant level 
management greater autonomy. 

UNIDO has also played a role in promoting technical 
cooperation between developing countries through Project 
SI/ETH/802, in which two Indian experts were funded to provide 
assistance to the small-scale industry sector. It is encouraging to 
note that cooperation between India and Ethiopia has strengthened 
in this field. In December 1989, the Indian Government funded the 
thirty small-scale industrial projects which form the core of an 
Ethiopian government initiative in the field of small-scale 
industry development. India has assumed a major role in Ethiopia's 
technical assistance programme, providing 57. 2 man months of 
training (nearly 15 per cent of the total) valued at Birr321,000. 
Further cooperation along these lines is to be encouraged. 

Technical assistance will continue to play a major role in 
Ethiopia's industrialisation process for foreseeable future. If 
the benefits of this type of cooperation are to be reaped, 
coordination and planning are essential. This will require a move 

37. For instance, SI/ETH/78/002 "Assistance to the Cement 
Industry" and SI/ETH/88/804 "Assistance to the Ambo Mineral Water 
Project". 

38. For instance, Project SI/ETH/ETH/82/802 "Assistance in the 
start-up and initial operation of the Debre Zeit Maize Mills". 
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away from ad hoc training and consultancy programmes linked to 
investment projects towards an integrated programme of 
institutional development. Key areas should be identified at a 
sectoral and branch level rather than on a plant by plant basis and 
linkages between skilled staff within the country developed so that 
the industrial sector can call upon a core of experts to resolve 
technical and managerial difficulties. An inventory of skills is 
an essential tool to achieve this end. At the same time experts 
should be encouraged to pass-on their skills to a new generation of 
industrial managers and technicians. This can best be achieved by 
the concentration of resources in •centres of ~xcellence•. Such 
core institutions already exist in the Ethiopian Management 
Institute and Industrial Project Service. As Ethiopia moves into 
the 1990 • s these institutions will play a central role in the 
country's industrial development. 
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Table A-1: Imports bv end use. period average 
(Millions of Birr) 

Percent 

End use 
1980-87 - --::::--, 

1980-81 1982-83 1984-85 1986-87 1980-87 ,' 

Raw materials 55.6 58.4 61.3 66.4 3.2 
13.8--'---
Intermediate goods 250.3 237.5 241.4 263.1 13.2 
2.4 

- chemicals 79.9 70.0 89.8 3.2 

- fertilisers 22.6 27.9 37.1 1.2 

Fuel 364.9 379.3 348.2 239.0 17.8 
38.7 
Capital goods 491.8 563.6 722.7 849.9 35.0 
129.5 
- transport 186.8 207.2 306.1 335.6 13.8 
191.4 
- agriculture 51.1 29.2 29.9 56.0 2.2 
41.9 
- industry 253.9 327.2 386.7 458.3 19.0 
143.l 
Consumer goods 336.6 456.1 539.4 799.7 28.4 
155.1 
- durables 119.3 149.3 124.3 155.2 7.3 
69.2 
- non-durables 217.3 306.8 416.5 644.5 21.1 
202.6 
Others 171.6 2.7 5.5 5.8 2.5 
96.2 

Total 1,660.0 1,697.4 1,918.4 2,223.7 100.0 43 

Source: National Bank of Ethiopia, Quarterly Bulletin, various issues 

Table A-2:Value of exports by commodity group. 1981 to 1987 
(Million Birr) 

Percf 

Commodity 1981 1983 1984 1985 1986 1987 1981 1 
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Cof f ec 524.3 495.9 590.4 46~.3 664.8 524.3 6l 
Oil seeds 28.4 15.3 27.9 15.6 7.7 9.8 . 

• 
Oil cakes 8.8 8.2 16.1 1.0 2.0 1.9 
.8 
Pulses 23.7 28.8 20.3 16.9 12.6 8.5 . 

• 
Fruit & vegetables 3.6 3.4 4.2 6.0 5.1 12.8 
.7 
Sugar 9.8 10.4 10.1 9.3 10.4 12.6 
Cotton 28.2 17.8 15.0 1.8 .4 1.7 
Chat 22.3 37.2 29.0 15.9 8.5 28.7 . 

• 
Live animals 9.8 16.3 14.8 19.2 18.9 15.6 
Meat products 6.3 10.2 5.9 3.9 3.9 5.4 
.7 
Hides & skins 92.7 77.3 93.8 95.4 119.5 108.3 1: 
Bees wax 3.6 2.3 4.6 3.4 12.7 .9 
.5 
Petroleum products 76.1 68.8 73.9 66.0 44.2 27.9 
Other 41. 7 35.2 37.3 25.7 12.1 36.4 

Total 851.1 809.5 928.4 744.6 923.3 794.8 10< 

Source: National Bank of Ethiopia, ouarterly Bulletin, various issues 
Table A-3: Volume of e2morts by majo~ ~ommQQitY gi:gu12. 1281 to 191 

(Metric tonnes) 

PercE 
char 

Commodity 1981 1983 1985 1986 1987 1981· 

Coffee 88,405 87,604 73,834 72,404 80,216 -< 

Oilseeds 16,428 11,546 12,466 5,437 8,219 -5< 
Oil cakes 21,213 29,209 3,690 10,420 6,445 -6~ 

Pulses 24,516 36,244 19,953 11,412 9,897 -5~ 

Fruit & vegetables 5,112 6,400 9,881 9,036 8,462 6! 
Sugar 29,140 56,500 43,070 25,500 33,000 1: 
Chat 2,224 3,341 1,380 712 2,931 3: 
Livestock 3,547 5,331 6,635 7,353 5,012 4: 
Meat Products 2,288 3,106 953 883 1,458 -3f 
Hides & skins 8,897 7,738 10,149 13,137 10,246 1! 
Bees wax 366 300 477 180 108 -7< 
Petrol products 203,790 216,921 194,184 182,903 192,340 -· 

Source: National Bank of Ethiopia, Quarterly Bulletin, various issues 

Table A-4:Export unit value index. FY1980 to FY1987 
(1975 = 100) 
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Commodity 1980 1981 1982 1983 1984 1985 1986 1987 

Coffee 298 209 234 213 237 241 375 214 • 
Live animals 169 206 189 196 176 170 194 126 
Hides & skins 242 192 161 188 197 178 184 260 
Oilseeds 147 167 149 151 86 130 91 101 
Petroleum products 195 214 186 195 219 179 81 108 

General index 204 186 195 190 195 195 260 189 

Source: National Bank of Ethiopia, Quarterly Bulletins, various issue: 
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Table A-5: Balance of payments. FY1981 to FY1986 
(Million US$) 

1981 1982 1S83 1984 1985 

Exports 374.1 402.8 402.6 416.8 312.9 
Imports 629.8 675.2 740.0 798.4 840.5 
Trade balance -255.7 -272.4 -337.4 -381.6 -507.6 

Net services -62.8 -63.3 -83.3 -79.8 3.0 
Net private transfers 23.7 38.1 92.1 144.9 212.9 
Net official transfers 44.8 102.4 158.1 186.1 397.7 
current account -250.0 -195.2 -170.4 -130.4 105.9 

Direct investment 
Other long-term capital 242.4 69.5 207.4 194.6 175.2 
Short term capital 123.3 39.5 -35.9 29.6 49.8 
Capital account 365.7 109.0 171.5 224.2 225.0 

Errors and omissions -7.6 10.8 -54.8 -150.6 -168.7 
Counterpart items 23.2 1.0 9.4 5.6 -11.6 
Change in reserves -131.6 74.4 44.2 50.1 -150.6 

191 

477 
932. 

-455. 

-55. 
69 

113. 
-327. 

240. 
-1. 

239. 

201. 
-9. 

-~04. 

Source: IMF, Financial Statistics, various issues to January 1990. 
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Table A-6: Public external debt. 1982 to 1988 
(Million US$) 

1982 1983 1984 1985 1986 1987 

Long t~rm debt: 
Total, including 
undisbursed 1,399 1,835 2,243 2,767 3,105 3,932 
Disbursed only 1,010 1,190 1,359 1,721 2,048 2,535 
of which: 
official creditors 9C9 1,082 1,149 1,440 1,734 2,125 
- multilateral 413 462 503 602 689 863 
- bilateral 495 620 646 839 1,045 1,262 
private creditors 101 109 210 280 313 410 
- suppliers 70 84 96 175 223 260 
- financial market 31 25 114 105 90 150 
Short-term debt 68 63 67 77 83 98 
Use of IMF credit 161 134 98 7J 84 76 
Interest arrears 1 1 0 0 0 4 
Total debt stocks 1,239 1,387 1,524 1,869 2,215 2,708 

Debt flows: 
Disbursements 139 245 252 359 391 447 
Debt service 74 103 124 149 202 211 
Net transfers 65 142 128 210 189 236 

Debt service ratio 13.7 17.8 19.8 26.7 29.7 33.l 
Disbursed debt/GNP 28.0 28.7 31.9 39.4 42.6 50.4 
Per cent of 
disbursed debt: 
short-term debt 5.5 4.5 4.4 4.1 3.8 3.6 
concessional loans 67.7 73.2 71.0 71.9 72.7 73.9 
grant element 46.7 50.9 44.3 39.5 56.4 38.8 

Source: World Bank, World Debt Table, 1989-90 

1988 

4,152 
2,790 

2,328 
941 

1,387 
461 
266 
195 
133 

55 
1 

2,978 

503 
267 
236 

39.2 
54.0 

4.5 
74.8 
51.8 
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Table A-7: Women in the industrial workforce. FY1986 

Food 
Beverages 
Tobacco 
Textiles 
Leather & shoes 
Wood & prC'l1ucts 
Paper & printing 
Chemicals 
Non-metallic 
Metal products 

Total 

Percent 
Female of total 
workers workforc:i::! 

3,379 18.5 
1,647 19.9 

350 34.4 
17,113 47.8 

1,504 26.1 
JOO 11.6 

1,323 29.8 
1,827 25.9 

471 10.4 
368 11.5 

28,282 31.1 

Percent 
employed in: Average wag' 

off ice production Total Femal1 

36.8 63.2 216 13: 
35.2 64.8 264 17• 
26.9 73.1 121 11( 
8.9 91.1 194 13! 

27.1 72.9 196 15~ 

34.3 65.7 399 18! 
24.1 75.9 256 19! 
30.3 69.7 395 18: 
48.2 51.8 247 18: 
63.6 36.4 370 251 

18.7 81.3 224 14! 

Souce: CSA, Results of the survey of Manufacturing Industries, 
January 1989. 
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Table A-22: Ministry of Industry demand and supply of gradu< 
students by 

certifi~ate and 1985-1989 

Subject 

Accounting 
Banking 
Secretarial 
Supplies administration 
Library science 
Architecture 
Agro-mechanic 
Industrial chemistry 
Electrical technology 
Textile technology 
Metal technology 
Wood technology 
Home economics 
Agro-engineering 
Plant science 
General agriculture 
Animal science 

Total diploma graduates 

Civil engineering 
Electrical engineering 
Mechanical engineering 
Agro-engineering 
Architecture 
Chemistry 
Geology 
Physics 
Biology 
Plant science 
Animal science 
Accounting 
Statistics 
Economics 
Agro-economics 
Law 
Management 
Public administration 
Sociology 
Foreign language, Political 
science, and Psycology 

Requested Supply 

344 138 
9 8 

203 40 
85 31 

5 2 
15 2 
16 4 

128 80 
212 61 
277 122 
167 56 

16 14 
1 1 
1 
6 2 
5 9 

1,491 

45 
101 
298 

4 
1 

60 
4 
1 
2 

571 

13 
16 
59 

2 

87 
3 
1 

11 
15 

1 
69 
20 
37 

1 

17 
1 

294 
58 
54 

5 
21 

115 
8 
1 

1 
37, 
61, 

6, 
1, 

' 

5 6, 

Deficit 
Surplus 

-206 
-1 

-163 
-54 
-3 

-13 
-12 
-48 

-151 
-155 
-111 

-2 
0 

-1 
-4 

4 

-920 

-32 
-85 

-239 
-2 
-1 
27 
-1 

0 
9 

-2 
0 

-225 
-38 
-17 

-4 
16 

-54 
-2 

0 

1 

• 

1 
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Total degree graduates 1,095 447 -648 

Tabla A-8: Corporation net sales. selected years 
(Million Birr) 

Corporation Corporation 
1988 1989 

Eth. Food 
Eth. Sugar 
Eth. Beverage 
Nat. Tobacco 
Nat. Textiles 
Nat. Leather 
Eth. Printing 
Nat. Chemical 
Eth. Cement 
Nat. Metalwork 
Share companie 

81.6 
49.4 

133.0 
61.2 

193.9 
55.7 
19.5 
21.0 
15.5 
49.6 
40.4 

190.1 
109.6 
282.9 
122.5 
344.0 
131. 7 

39.6 
85.4 
31.6 

113.6 
65.9 

1978 

243.3 
154.3 
330.7 
144.0 
359.2 
156.5 

49.4 
111.5 
31.3 

145.2 
45.9 

1982 

254.9 
131.8 
391. 7 
155.1 
384.7 
177.3 

57.6 
84.8 
16.1 

194.2 
78.0 

1984 

236.0 
142.9 
421.4 
183.3 
434.2 
219.9 
63.1 

108.5 
59.6 

149.3 
45.0 

1986 

238.2 
134.1 
472.3 
177.6 
459.5 
251.4 

62.9 
102.2 
69.2 

130.1 
44.2 

l~ 

261.! 
146.! 
489.C 
166.! 
408.: 
263 ·' 

65 •• 
93 .: 
71.. 

122 .: 
40.: 

MOI Total 680.5 1,451.1 1,725.3 1,848.1 2,018.2 2,097.6 2,088.1 

Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-9: Profit margins•' by Corporation. selected years 
(Per cent) 

Corporation 

Eth. Food 
Eth. Sugar 
Eth. Beverage 
Nat. Tobacco 
Nat. Textiles 
Nat. Leather 
Eth. Printing 
Nat. Chemical 
Eth. Cement 
Nat. Metalworks 
Share companies 

MOI Total 

1978 

2 
11 
16 
21 

2 
-2 
18 

5 
-17 

16 
9 

7 

1982 

9 
17 

5 
21 

7 
0 

26 
16 

-20 
14 

4 

9 

1984 

7 
16 

9 
14 

4 
6 

31 
19 

-13 
20 
16 

10 

1986 

12 
13 

8 
15 

4 
5 

31 
15 

-18 
9 

24 

9 

1987 

9 
10 

5 
17 

3 
11 
32 
20 
-3 
10 
18 

9 

1988 

4 
8 
3 

20 
0 

15 
28 
18 

3 
12 
20 

7 

1989 

4 
13 

2 
14 

7 
9 

22 
6 
3 
3 
3 

4 
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a/ Net operating income/sales income. 
• 

source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-10: Accounts receivables AS R~~ ~ent of total A§S~t§ 
by con2oration 1 selected years 

(Per cent) 

1978 1982 1984 1986 1987 1938 1989 

Eth. Food 34 41 41 38 39 35 41 
Eth. Sugar 10 27 23 25 27 28 24 
Eth. Beverage 15 19 17 21 22 22 25 
Nat. Tobacco 6 4 4 7 26 22 21 
Nat. Textiles 20 21 25 17 18 20 23 
Nat. Leather 11 24 29 26 27 36 36 
Eth. Printing 23 36 29 23 23 28 25 
Nat. Chemical 19 23 19 23 25 26 26 
Eth. Cement 10 32 33 36 9 20 22 
Nat. Metalworks 28 21 19 26 30 23 30 
Share companies 9 10 13 14 14 13 17 

MOI average 18 25 24 23 24 25 27 
Total Million 
Birr 159.1 383.6 407.8 482.l 558.4 587.4 644.8 

Source: Based on profit and loss accoun·ts and balance sheets of M~I 
supervised Corporations. 

Table A-11: Invento;n:: as Rercent of sales revenue by Co[Ro;ration, 
selected years 

Corporation 1978 1982 1984 1986 1987 1988 198~ 

Eth. Food 21.2 24.3 15.4 20.2 22.5 21.1 20.: 
Eth. Sugar 83.l 97.2 67.1 90.3 74.9 83.2 75.c 
Eth. Beverage 22.1 30.2 29.8 30.0 28.4 28.5 25.! 
Nat. Tobacco 37.7 45.7 43.8 46.5 30.8 33.1 43.' 
Nat. Textiles 68.6 46.6 43.4 48.6 51.5 46.8 47.' 
Nat. Leather 79.l 51.0 46.8 45.7 39.3 31.7 35 •. 
Eth. Printing 54.5 41.1 48.0 41.2 45.1 46.9 48 .: 
Nat. Chemical 59.7 41.5 45.9 49.7 40.3 48.3 49 •. 
Eth. Cement 80.1 43.3 49.l 71.4 49.6 44.7 45. I 
Nat. Metalwork 71.l 59.9 69.8 54.l 82.6 110.9 106.1 
Share companies 34.7 38.8 51.6 32.9 65.2 68.7 64. I , 
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MOI 52.7 45.2 41.9 44.1 43.3 43.1 42.7 

Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-12: Return on net fixed assets by Corporation. selected year 
(Per cent) 

Corporation Corporation 
1988 1989 

Eth. Food 
Eth. S\:gar 
Eth. Beverage 
Nat. Tobacco 
Nat. Textiles 
Nat. Leather 
Eth. Printing 
Nat. Chemical 
Eth. Cement 
Nat. Metalwork 
Share companies 

Ministry of In 

8 
7 

77 
121 

05 
-03 

81 
19 

-30 
95 
24 

19 

51 
18 
26 

197 
26 
01 

172 
112 
-75 
151 

31 

35 

1978 

57 
22 
30 

171 
16 
39 

190 
147 
-53 
180 

89 

41 

1982 

52 
17 
33 

182 
06 
31 

192 
88 

-79 
69 

230 

28 

1984 

33 
17 
23 

257 
06 
89 

211 
146 
-01 

61 
109 

25 

1986 

12 
14 
16 

228 
-01 
132 
189 
127 

02 
54 
83 

23 

Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-13: Return on net worth by Corporation. selected years 
(Per cent) 

Corporation Corporation 
1988 1989 

Eth. Food 
Eth. Sugar 
Eth. Beverage 
Nat. Tobacco 
Nat. Textiles 
Nat. Leather 
Eth. Printing 
Nat. Chemical 
Eth. Cement 
Nat. Metalwork 

5 
4 

4-= 
33 

2 
-6 
35 

8 
-17 

36 

41 
13 
30 
58 
21 
-4 
91 
71 

-785 
57 

1978 

43 
16 
42 
43 
12 

-543 
116 
122 

69 
77 

1982 

42 
11 
38 
50 

9 
243 
128 

67 
92 
42 

1984 

30 
9 

26 
64 

9 
568 
132 
119 

-2 
38 

1986 

14 
7 

17 
71 
-1 

182 
111 

96 
2 

45 

l~ 

1: 
21 
1: 

131 
-1· 

8! 
141 

4: 
o: 
1: 
11 

4! 
-2· 

6! 
8! 
3: 
o: 
1: 
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Share companies 16 11 22 44 17 16 

MOI Total 10 28 35 27 25 22 

Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

o: 

, 
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Table A-14: Transfers from Corporations in the fora of capital 
• cbarge and corporate tax as per cent of net income before tax, select 

.. 

• 

years 

Corporations 

Eth. Food 
Eth. Sugar 
Eth. Beverage 
Nat. Tobacco 
Nat. Textiles 
Nat. Leather 
Eth. Printing 
Nat. Chemical 
Eth. Cement 
Nat. Metalworks 
Share companies 

MOI Total 
Total transfer 
Million Birr 

1978 

49 
39 
47 
48 
90 

-820 
58 
43 

-80 
42 
36 

61 

58.3 

(Per cent) 

1982 1984 1986 1987 

61 59 47 56 
66 63 69 79 
64 57 55 67 
54 58 23 8 
70 95 91 122 

368 2965 88 61 
53 55 52 53 

8 4 6 4 
-24 -29 -7 -9 

50 52 54 63 
61 54 51 56 

64 59 55 55 

150.1 193.8 189.2 202.2 

1988 

86 
76 
74 
52 

426 
55 
51 

5 
120 

63 
50 

67 

179.5 

1989 

100 
65 
80 
56 

-66 
85 
53 
12 

116 
118 

60 

99 

105.9 

Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-15: Net-income after tax by Corporation. selected years 
(Million Birr) 

Corporation 

Eth. Food 
Eth. Sugar 
Eth. Beverage 
Nat. Tobacco 
Nat. Textiles 
Nat. Leather 
Eth. Printing 
Nat. Chemical 
Eth. Cement 
Nat. Metalworks 
Share companies 

MOI Total 

1978 

1.0 
3.4 

12.0 
7.7 

.5 
-3.2 
1. 7 
1.1 

-2.7 
4.8 
2.4 

22.5 

1982 

6.9 
8.8 
6.1 

12.6 
9.3 

-3.5 
5.2 

13.3 
-6.7 
8.4 
1.1 

54.1 

1984 

7.8 
11.8 
l.4.6 
9.2 

.9 
3.0 
7.1 

20.9 
-4.1 
14.6 
3.3 

78.8 

1986 

17.0 
7.5 

15.8 
20.2 
1.8 
1.2 
8.9 

12.8 
-2.9 
8.9 
9.0 

84.6 

1987 

10.4 
4.7 
8.4 

31.5 
-4.4 
9.8 
9.8 

22.2 
-2.0 
6.3 
3.6 

90.0 

1988 

1.5 
4.6 
4.7 

18.4 
-13.8 
18.0 
9.4 

18.1 
-.5 
6.2 
4.3 

59.5 

1989 

.o 
9.7 
2.4 

11.5 
-31.3 

3.8 
7.2 
5.9 
-.4 
-.8 

.4 

.9 
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source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. • 

Table A-16: Long-term debt egyitx rAtiQ bx ~2rnorA:ti2n. ri~l-~:t•d X~ilD 
(Per cent) 

1978 1982 1984 1986 1987 1988 1989 

Eth. Food 18 24 22 26 44 Sl 46 
Eth. Sugar 4 19 12 2 0 0 0 
Eth. Beverage 44 74 73 73 72 73 68 
Nat. Tobacco 0 0 0 0 0 0 0 
Nat. Textiles 13 33 26 71 76 8S 140 
Nat. LEather 17S -373 -1489 780 63S 126 73 
Eth. Printing 11 13 18 21 17 lS 17 
Hat. Chemical 9 11 17 16 16 18 16 
Eth. Cement 5 427 -33 -23 63 so 38 
Hat. Metalworks 27 28 45 116 170 19S 223 
Share companies 50 15 2 0 0 0 lS 

MOI Total 16 30 30 44 so 49 46 

Source: Based on profit and loss accounts and balance sheets of MOI 
suparvised Corporations. 

Table A-17: Short-term loans a§ n~n: c~nt ot totsgl 
liabilities bi Co!];!oration 1 selected xears 

1978 1982 1984 1986 1987 1988 1989 

Eth. Food 5 3 2 s 3 s 6 
Eth. Sugar 3 1 4 6 3 1 0 
Eth. Beverage 5 12 9 9 9 9 8 
Nat. Tobacco 0 0 0 0 0 0 1 
Nat. Textiles 17 10 13 10 11 12 11 
Hat. Leather 25 37 34 28 23 19 19 
Eth. Printing 13 7 14 7 10 9 10 
Hat. Chemical 5 4 8 8 7 12 13 
Eth. Cement 6 6 12 11 2 2 2 
Nat. Metalworks 3 6 2 6 6 7 11 
Share companies 5 18 13 4 2 2 s 

"' MOI Total 10 8 9 9 7 8 8 
Total Million 
Birr 87.5 ll8.2 156.3 186.8 173.7 183.9 188.1 

, 
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Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-18: current ratio•' by Corporation. selected years 
(Per cent) 

Eth. Food 
Eth. Sugar 
Eth. Beverage 
Nat. Tobacco 
Nat. Textiles 
Nat. Leather 
Eth. Printing 
Nat. Chemical 
Eth. Cement 
Nat. Metalworks 
Share companies 

MOI Total 

1978 

135 
445 
168 
274 
178 
148 
158 
190 
145 
140 
303 

179 

1982 

108 
138 
100 
179 
132 

95 
124 
115 

83 
131 
226 

120 

1984 

111 
127 
100 
166 
123 
100 
119 
105 

69 
131 
225 

116 

a/ current assets:current liabilities. 

1986 

114 
127 
111 
152 
111 
102 
120 
108 

78 
158 
334 

118 

1987 

118 
139 
109 
151 
109 
103 
119 
106 
126 
168 
373 

122 

1988 

108 
151 
116 
145 
108 
114 
123 
108 
121 
148 
464 

121 

1989 

107 
219 
122 
143 
107 
128 
123 
108 
159 
136 
465 

128 

Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-19: Debt equity ratio by Corporation. selected years 

Corporation 1978 1982 1984 1986 1987 1988 198! 

Eth. Food 140 415 348 246 259 295 33: 
Eth. Sugar 18 12i 116 113 92 84 41 
Eth. Beverage 79 287 268 266 260 269 21: 
Nat. Tobacco 41 88 105 13~ 143 145 14f 
Nat. Textiles 96 195 219 232 274 310 44• 
Nat. Leather 383 -1788 -8193 4368 3812 756 42t 
Eth. Printing 128 263 305 288 282 ?.51 24• 
Nat. Chemical 84 293 427 335 367 386 39! 
Eth. Cement 91 4616 -748 -1023 115 114 St 
Nat. Metalwork 226 297 3~7 372 466 609 801 
Share companies 90 78 65 35 30 21 3! 

MOI Total 87 242 256 246 232 240 22• 
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Source: Based on profit and loss accounts and balance sheets of MOI 
supervised Corporations. 

Table A-20: Inputs purchased with foreign exchange as a percentage c, 
inputs consumed by category and by Corporation. fY1985 to fY1989 averac 

(Percent) 

Direct Indirect Spare Total 
C\lrporation materials materials parts inputs 

Ethiopian Food 1.9 11.8 38.9 3.2 
Ethiopian Sugar 3.0 34.6 88.6 26.4 
Ethiopian Beverage 19.3 13.7 83.3 21.1 
Nat. Tobacco & Matches 25.2 53.2 101.9 35.0 
National Textiles 20.8 14.2 106.5 25.4 
Nat. Leather & Shoes 19.l 1.4 83.1 19.9 
Ethiopian Printing 41.5 5.4 88.0 42.8 
National Chemical 59.6 6.2 87.8 49.9 
Ethiopian Cement 63.1 63.5 60.7 
National Metalwork 70.3 60.1 211.3 71.4 
Share Companies 64.6 16.8 205.1 68.7 

Total 27.8 26.8 100.4 30.4 

Source: Data provided by the MOI. 

I 
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• Table A-20: Struct•1re of handicrafts activities, l98~l86 

Percentage share Ratio Ratio 
Es tab- Fixed GVP to MVA to 

' lishments Assetsa/ cvpa/ MVA81 MVA assets 

Basketry 4 .1 2.2 .8 .36 8.2 
carpets 44 .1 31.3 20.9 .67 151.3 
Ellbroidery 107 1.7 149.8 100.0 .67 59.6 
Gold & silver 231 354.0 922.3 432.1 .47 1.2 
Horn Products 12 .2 24.3 19.5 .80 78.2 
Knitting 224 409.7 916.8 331.3 .36 .8 
Leather works 145 3.5 364.4 121.5 .33 35.1 
Mattress 3 26.9 2.4 .09 
Metal works 372 95.3 1,093.7 504.8 .46 5.3 
Non-metal works 16 .6 20.5 6.9 .34 12.3 
Pottery 579 14.6 585.9 353.7 .60 24.3 
Shoes 68 37.6 290.3 163.4 .56 4.3 
Tailoring 7,196 7,307.8 16,657.6 10,906.9 .65 1.5 
Weaving 6,240 358.0 16,696.5 7,896.4 .47 22.1 
Woodworks 177 112.2 818.8 434.9 .53 3.9 
Others 20 11.0 139.3 8.2 .06 .7 

Total 15,438 8,696 38,741 21,302 .55 2.4 

a/ Total in Birr. 

Source: Unpublished HASIDA survey of handicraft establishments (1985/8f 

• 
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Table A-21: Membership and capital of service and producers' 
cooperatives. 1987 

member 
Trade 

Pottery 
Basketry 
Leather work 
Horn work 
Gold & silver 
Embroidery 
Knitting 
Carpets 
Weaving 
Tailoring 

smith 

Total Handicrafts 

Shoes 
Bag and canvas work 
Mattress work 
Candy work 
Packed food 
Woodwork 
Metalwork 
Garage & technical 

Total New Trades 

Total 

Service Cooperatives 
Capital 

per member 

No. Members (Birr) 

8 352 218 
1 6 67 
3 50 702 
4 56 183 
1 20 1,636 
4 137 2,429 

16 3,094 815 
1 371 1,217 

300 18,299 708 
361 9,340 2,565 

705 31,725 1,273 

5 107 617 
1 47 1,340 
1 11 797 

1 10 500 
14 224 3,789 
13 234 3,324 

6 131 1,660 

41 764 2,600 . 

746 32,489 1,304 

Producer Cooperatb, 
Cap it 

I 

No. Members (Bil 

1 17 2' ! 

2 22 2'' 

5 247 2'' 
84 3,906 4' ! 

92 4,192 4': 

2 36 2 I~ 

8 190 12 I ( 

3 118 7 I: 
1 21 4 'f 

14 365 9 I: 

106 4,557 4 I: 

Source: Wolde Tsadik Selameb, Co-operatives: instruments of small-sea: 
industries development in developir.g countries. The case of 
Ethiopia. UNIDO (IPCT.61 (Spec.)). May 1988. 



'I if /xxi 

Table A-23: Number of Graduates from Technical and Vocational 
Schools, 1987 to 1990 

Course 1987 1988 1989 1990 Total PercE 

Auto-mechanics 253 371 216 225 1,065 l' 
Drafting 43 35 34 36 148 
Electricity 218 361 254 204 1,037 1' 
Electronics 67 75 91 81 314 ' General Mechanics 272 319 142 161 894 1: 
Machine Technology 44 47 41 41 173 
Wood Technology 119 101 116 125 461 
Textile Science 39 65 34 20 158 . 

• 
Electric & gas welding 23 23 24 20 90 
Re-inforcement Assembly 25 21 26 20 92 
Accounting 250 382 64 80 776 lC 
Secretarial Science 241 276 40 77 634 E 

Building technology 81 60 62 84 287 
surveying 34 43 38 36 151 . 

' Bricklaying, pastering, 
painting 22 16 25 20 83 
Construction, joinery, 
carpentry 20 16 16 20 72 
Fitting & Plumbing 27 22 25 20 94 
Food & Nutrition 45 71 35 38 189 . 

• 
Domestic Science 47 66 44 36 193 . 

• 
Agro-Mechanics 34 55 86 77 252 
Tractor Operator 22 33 21 39 115 

Total 1,926 2,458 1,434 1,460 7,278 lOC 

Source: Data provided by Ministry of Education. 

• 
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Table A-24: Planned development and services provided Ethiopian 
Management Institute. 1987 to 1991 

Service 1987 

Internal Staff 
Supervision & manag~me11t trainers 15 
GTT Transmitters 20 
In-house consultants 5 
Chiefs of Management development units 5 

Managers trained directly by EMI 
Senior Managers 56 
Middle Manage:::-s 168 

General Management 20 
Finance, accounting & cost control 10 
Marketing & distribution 10 
Maintenance 70 
Quality control 15 
Utilisation of equipment 15 
Human resources 15 
Material management 13 

Supervisors 336 

Management & supervisors trained 
by GTTs 300 
Man-months of consultancy 17 

1991 

25 
~o 

25 
20 

72 
216 

20 
12 
10 

110 
15 
15 
19 
15 

432 

850 
70 

Source: Data supplied by Ethiopian Management Institute 

1987-91 

110 
190 

80 
70 

320 
960 
100 

54 
50 

440 
75 
75 
83 
73 

1,920 

2,300 
215 
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Table A-25: Electricity tariffs in Ethiopia Cas of July 19861 

Central Central Eritrea Eriti 
Consumer/rate 

Domestic (Birr/kWh) 
First 25 kWh/month 
26 kWh to 100 kWh 
Remainder 
Lighting 
Power 
First 500 kWh/month 
Remainder 
Massawa 

Commercial (Birr/kWh) 
First 50 kWh/month 
51 to 300 kWh/month 
Remainder 
Street lighting (Birr/kWh) 
All consumption 

Small Industrial Consumers (Birr/kWh) 
First 1,000 kWh/month 
1,001 to 3,000 kWh/month 
Remainder 

Low Voltage Industrial Consumers 
Maximum demand charge (Birr/kWh/month) 

First 50 kW 
51 to 250 kW 
Remainder 

Energy charge (Birr/month) 
First 200 kWh/kW 
201 to 400 kWh/kW 
Remainder 

First 10,000 kWh/month 
10,001 to 20,000 kWh/month 
Remainder 

High Voltage Large Industrial Consumers 
Maximum demand charge (Birr/kWh/month) 
First 200 kW 
201 to 400 kW 
Remainder 
Energy charge (Birr/month) 
First 200 kWh/kW 
201 to 400 kWh/kW 
Remainder 

ICS SCS ICS ~ 

0.11 
0.17 
0.12 

0.15 
0.18 
0.13 

0.11 

0.20 
0.15 
0.10 

12.00 
10.00 
8.00 

0.09 
0.08 
0.07 

10.00 
8.00 
6.00 

0.075 
0.06 
0.05 

0.15 
0.18 
0.13 

0.24 

0.19 
0.15 
0.17 

0.19 as 

o. 

0. 

0.22 domestic domest: 
0.18 

0.15 

0.24 
0.19 
0.14 

10.00 

8.00 

0.13 
0.12 
0.11 

0. 

o. 

10.00 

0.09 

0.06 

, 
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' 
Source: Data supplied by Industrial P~oject Service (DEPS) 
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