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Foditorial

A lot has been said about structural adjustment program in the past decade and a half since it has become the
dominant policy prescription to solve the economic ills of underdeveloped countries, particularly of Africa. We
thought it was time to visit this 1ssue in the context of Ethiopia, Accordingly, we arganized our last round-table
discussion on this theme and following that we made the main focus of discussion for this issue of Econamic
Foeis. To siluate the debate in its Targer theoratienl context, we asked Dr. Alemayehu to provide a suceinet
background summary of the debate in the African context and that appears-as the lead anticls in this issue,

Although there is no universal agreement whether this medicine has worked or not, --thers are many econanuists
who believe that it was a total failure—even proponents of the policy agree that as a medicine it was rather a bitter
and painful one. That is why it was indeed a good news to hear that the program i more or less successfully
completed in Ethiopia. An even better news for the Fthiopian econamy in general, and the petential vietims of the
program in particular s that, it was completed without leaving all the nasty social and economic problems it 4
associated with in other countries in its wake. Since SAPs are premised upon short term pain for long term gain
and the short term is over, Ethiopia is now well situated to rip the benefigs of structural adjustment if the policy
prediction is right. The task ahead is to consolidate the reform program and devise a long term strategy that enables
the economy-to grow at the anticipated 8% annual growth rate, This reughly summarizes what can be called the
optimistic view of SAP in Ethiopia Presented by Ato Neway and Dr. Gooptu i our last round-table discussion.

Ascan'be expected, every one is not as generous about our economy’s past performance and up-beat about the
future, Dr, Befekadu believes that there is very little to recommend SAP in poor underdeveloped countries such
a5 Fthiopia, where there is neither the néeded entréprencurial capacity nor the necessary institutions, such as well
functioning markets, to make a free market program work. He thinks beth the premises of the theory and their
results in practice have made these programs irrelevant 1o countries such as Ethiopin. Instead, he adviocates
stronger interventionist slate similar to the East Asian model. Reflecting the views of the local busmess
commumity, Alo Berhane questions the validity of the claim that Ethiopia is moving in the direction of a free
marker economy in the context of seriously weak or weakened but nécessary Institutions such as the courts and
the bureaucracy, He argues that the increasing presence of party affiliated busmess institutions will not provide
the level playing field for all businesses that is necessary to get the maximum benefit from a free marker system

A participant in the discussions—-Ato Tekalign--goes even further to arpus that our oniy hope to 4 sustained
development is to get gompletely out of the theoretical framewaork imposed by the North (a sort of mntellectual de-
linking) and devise our-own all encompassing development strategy that includes not only economic growth bui
also social and political development with genuine democratization as its center. More or less in line with Dr.
Bifekadu’s argument, Dr. Berhanu visits the issue of the constraints to successful competitiveness by local
producers in the context of open and free international competition. He suggests the possibility of introducing a
strategy that recognizes these weaknesses and for the government to work jointly with local businesses to mstitute
a transparent and targeted suppart program to demestic producers with an explicit performance eriteria.

This issue of Ecomomic Focus glsoincludes our repuiar features of Tetters to the editor and Economic information,
which contains Seid’s piece on the povernment’s furmula of budget allocations between the federal government
and regional governments, Synopses of resedrch papers prasent Dr. Assefa’s article comparing the distribution of
small scale industries between Addis Ababa and the repions, All these invite, we think, further discus<ions and
heated debates. We, therefore, hope and invitz our readers to join these debates for the purpese of this bulletin i
to promote reasoned public debate on policy issuey that concermn our country

Partially sponsored by Friedrich Fbert Stiftung of Germany
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Ietter to the Editor

b

Dear Editor

In the first place, | would like to
extend my sincere appreciation
for the effort the executive body
of EEA is making fowards
enlightening people and the
development of the Economics
profession  through  different
means of which the Economic
Focus Bulletin and the round-
table discussion are some 10
mention.

| was very much impressed by
the presentation on structural
adjustment by Alo Neway
Gebereab in the round-tabie
discussion held on Structural
adjustment. It is, indeed, very
pleasing to know that we are not
going to face all the negative
sides of structural adjustment
that we hear and read about.

But, really, what are the reasons
for this? How did we manage lo
side-step (avoid) these negative
consequences? This is a very
interesting issue to ponder up
on. it could actually be a lesson
for other developing countries
and a good research topic as
well. One can push through and
ask questions like, what makes
the  structural  adjustment
grogram undertaken in Ethiopla
different form the one in other
countries? What are the factors
thal make it different- are: they
policy factors, firming,
implementation, . ...,or . what?
Was it really successful as it is
said, or are there some other
indicators, other than the ones
already indicated, that we
should look at?

I would be very much pleased if
| could get a response to my
inguines. Thank you, very much

Helina Hailleselassie

EEA Proceedings are the
mostinformed sources on the
Ethiopian Economy: But to
Whom? %

Dear Editor,

Ifl may be excused, | would like
to make an observalion about
the Ethiopian Economic
Association (EEA) conference
proceedings  through  the
medium of this excellent
Bulietin. The contribufions that
EEA proceedings make lowards
research and policy making in
Ethiopia are often stated in
introductions to most of these
volumes in a very encouraging
fone. One such an introduction
reads as follows:

[EEA]  proceedings - have
become one  of the most
important informed sources on
the  Ethiopian  cconomy.
Students, researchers and
foreigners Interested in  the
Efhiopian economy are using
them as regular reference
materals. (Bereket kebede and
Mokenen Taddesse, 1956,
Emphasis added)

| belisve this claim is generally
true.  However, preliminary
evidencea suggests that

contributors to these
proceedings actually care lass
to refer to these most important
informed sources. The purposes
of this letter are, first, to highiight
problems in referencing, and
then lo prowvide a conslructive
suggestion which takes account
of literature  building and
professional development within
the EEA communily

How offen are EEA proceedings
used as 'nformed source’ by
contributors fo  successive
volumes? From the start, | will
clarify the issue | am lrying to
address.

Firstly, given that the subject of
an enquiry or research is an
extension of previous work(s),
references are made o the
latter for numbers of reasons.
On the positive side, one may
ook for an orginal contribufion
i terms  of  methodolagy,
evidence and interpretation of
evidence. Making reference 1o a
previous work is the least we
can pay for others' intellectual
contributions. Further,
references are also ways of
creating one's own space,that
is, for identifying what hias been
researched and what has notin
a particular field, References
are also given lo economize
space or o give furlher
information to readers. Factual
errors and wrong interpretations
of ewdences also justify
references to previous works,
But failure to refers to a relevant
work already made (given that it
is in the public domain)
suggests that either the
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preceding wark lacks substance
or the researcher lacks sethical
gualities.

Secondly, given the varying
themes (such as poverty and
privatisation) of EEA
proceedings, | am absolutely
aware that one may nol
necessanly expect a nalural
build up andfor cross-breeding
the literature. The observation |
am making here, however,
refers to only related works as
the example befow
tlemonstrates.

Coming back to lhe eariier
question, a brief look at volumes
of EEA proceedings reveals that
while writing on Ethiopian
economic matters most
contributors tend to refer fo
materials from abroad. This is
understandable to the extent
that methods, theories or
comparalive evidences are not
available in Ethiopia. However,
some confbufors to  the
proceedings tend fo overiook
similar works done by their
colleagues.  Further,  when
references are made the
materials referred fo tend to be
inadequate and to some extent
ouf-of-date,

Far a demonstration, six closely
related chaplers (each by
different authors) were reviewed
by this authar. The chapters are
selected from four proceedings
published between 1992 and
1996 {anyone interested can
follow this up for him/erself to
fest the wvalidity of my
assertions). Al chapter
headings have one or more
such key phrases or words as
‘private  sector  investment,
‘investment incentives' and Jor
‘private sector development.
Further, cfoser ook at the
contents of the chapters also
shows that almost all authors
gave space fo discuss past and

present palicy frameworks
towards private secior
investment/development:  and

expected outcomes of the
present  policy  measures.
Provided that these chaplers (to
some exfent) address related
fssues, one would -expect a
progressive build up in the
literature, and enhanced debate
on fhe issties.

My review, however, showed
that of these authors, anly one
made more than one references
to chapters printed in the EEA
proceedings. Another author
made one reference to his own
pravious work. Three authors,
while they had the chances lo
refer to fhe preceding volumes,
actually made no  single
reference to works done b
colleagues but made complaints
about scarcity of data in spife of
the publications of a few more
chapters focusing on the
mentioned area some of the
arguments and the evidences
were hardly advanced,

The point | am making is that
there is a need for improvement
in the quality of publication and
development of professionalism
among the active EEA
members, My view is that as
researchers or policy analysis
members of the associafion
should be the first people to use
EEA conference proceedings as
reference matenals. As it
stands, one of the major
ohfectives of the EEA is fo make
a positive influence on economic

development and
professionalism. | think the
association and its member

editors of the proceedings and
authors can work togsther lo
achieve these nobla objeciives.
At this stage, | do naot know the
reasons why some contributors
fail to refer to relevant warks by
their colleagues, and why less
worthy ‘research’ outcomes get
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publication. But | am wondening
if the problem is in part to do
with the level of guidance fo
authors (especially non-
academic authors) and/ or
refereaing prospeclive chapters
fo external refarees? | think
readers’ opinions should be
welcomed on this and similar
issUEs.

Finally, | would like to extend my
best wishes to the Bulletin of
Economic Focus and the editor.

February 1998,
Seife - Ayele, United Kingdom

i Call for Paper
[ [
[ [
'EEA will organize its Eighth
\Annual  Conference  in !
September om the theme
“The Ethiopian Economy”|
‘with particular emphasis on/
/globalization, international
|trade, the role of the state, the,
lpnttcm of investment and|
unemployment. Member andg
\non-member  professionals|
\interested to present a paper
on the above arcas are invited |
to submit their proposals (not,
more than 5 pages) before the
end of Mﬂ’j’ to the Secretarit
located at Addis ‘Ababa
Umverslt}', Far.‘uuy of
Business and Economics or
send by mail (P.O. Box 24282,
Addis Absbs).  Authors of
accepied proposals will: be
contacted to p:mm& "lrith
ﬁiirntn&y
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The End of Structural Adjustment in Ethiopia?

Policy Dialogue About Africa's Economic Crisis: SAP in the African
Context

Alemayehu Geda

There are three sets of contending
explanations about Africa's economic crisis.
The first is associated with the World Bank
(1981) - also named as ‘the Berg Report -
and its various subsequent publications. The
second view is associated with the United
Nation Economic Commission for Africa’s
(ECA, henceforth) - African Alternative
Framework 1o Structural — Adjustment
Programs, AAF-SAP (ECA, 1989a). Finally,
there is a third view which is less clearly
associated with a particular institution and
largely held by academics with a Marxist
orientation. The latter position is often
offered as a critique to the other two.
Although all the three contending
explanations are very general, encompassing
every aspects of African crisis, the focus here
is to briefly summarize the literature. This
will help to locate the SAP in Ethiopia in the
context of a wider African crisis and the
policy dialogue thereof,

The World Bank's dgenda for action (1981)
argues that Africa's problems are related o
underdeveloped human resources, political
fragility, problems of restructuring colonial
institutions, inheritance of poorly shaped
economies, climate and geography and
population growth, Within the context of
these problems the performance of the
external  sector  is, understandably.
disappointing. The Bank argues that despite
external shocks (a rise in oil price in 1973-74
and 1978-80, decline world demand for

primary commodities, deteriorating terms of
trade), the balance of payments problem
experienced from the 1970s. except for
mineral exporters, can not be attributed to
terms of trade deterioration, The Bank
argues, the terms of trade was favorable or
neutral'. However, it acknowledges that it
Was unf'awgahle for the early 1980s. The
main cause of the balance of payvments
problem, according to the Bank, was a
decline in the volume of exports. The decline
in terms of trade is attributed to (1) structural
(world trade in commodities grew slower
than manufactures making the African share
to fall), (2) drought and civil strife affecting
supply and (3) trade restrictions and
agricultural subsidy by industrial countries’,
However, the Bank argues that the pain
factors for this failure are policy bias against
agriculture and exports, rapid population

g In its subsequent publication, notably in “Africa's

adjustment and growth in the 19805 published jointly with
LINGP, the Bank continued o assert thal Sub-Saharan
Alrica was in good shape compared 10 other parts of the
developing world and that poliey problems were the
prncipal causes of its crisis, However, ECA (1989b) arpued
that the Dank bascd 1ts conclusions on pecudo-statistics'
and selective reporfing, Re-examination af the data by ECA
analysts showed that the Bank's argument can pot be
substantiated (See ECA |98%b and Mosley and Weoeks
(193] for a brief summary ),

. According to the bank, this is not significant
because of Africa’s special condition, re., low capacity of
manufacturing, incapability of having temperate products as
well as its preferential status in EEC. See also Amjadi ot al
{1996) far a récent argument along this Tine and a possible
policy conditionality plan of privatizing African shipping
lings.
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arowth which shares export sector resources
and increased consumption which would
have been exported otherwise and finally
inflexibility —of the economy for
diversification. The Bank’s insistence on
policy problems as the main factors behind
the African crisis, and the need for reforms
accordingly., has continued with the
publication of its long-term perspective in
1989. Moreover. in its 1994 publication on
Africa, which received various criticism from
different angles (see inter alia Adam (1993),
Mosley er al (1995), Lall (1995)), it
continues to argue that its orthodox
macrocconomic management represents the
road to economic recovery in Africa and,
hence, more adjustment, not less, is required
(World Bank 1994).

Analysts working along this line of thought
had also emphasized the Bank’s view. Van
Arkadie (1986) (though sympathetic to the
problems posed by external shocks) argues
that there is a stagnating or falling output and
its impact on export earnings is an important
one. On the latter point the World Bank
(1989) argues. rather vigorously, that
declining export volumes, rather than
declining prices, accounts for Africa’s poor
export revenue. Grier and Tullock's (1989)
empirical analysis support this view.
Elbadawi ef al (1992) based their survey on
empirical studies into the causes of African
crisis found domestic policies to be an
important one. White (1996), citing the case
of Zambia, argued that the economic decline
following Zambia’'s independence can largely
be attributed to economic mismanagement,
Ghura (1995) using a simple pooled multiple
regression equation (of 33 African countries)
found significant support for the Bank/IMF
view. Recently, Easterly and Levine (1996)

Far a recent review article on this issue see
White ( 1590)
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comsidered political instability, low schooling
and infrastructure, in addition to poor
policies, as sources of Alfrica’s growth
problem. They, however, emphasized,
improving polices alone would boost growth
substantially. Although it is not the intention
of this study to exhaust the search for all such
supportive arguments, the aforementioned
works claim that there is strong evidence 1o
validate the Bank/Fund’s view,

According to the ECA (198%a), Alrnca's
problems are related to deficiencies in basic
economic and  social  infrastructure
(especially physical capital), research
capability, technological know-how and
human resource development. These are
compounded by problems of socio-political
organization. For ECA, inflation, balance of
payment deficit, rising debt burden and
instability of exports are the direct results of
the lack of structural transformation,
unfavorable physical and socio-political
environment and  excessive  outward
orientation and dependence. The study noted
that the weaknesses in Africa’s productive
base, the predominantly subsistence nature of
the economy and its openness (to
international trade and finance) have
perpetuated its external dependence. Hence,
one of the main features of the African
economy is the dominance of the external
sector. This structure makes African
countries guite wvulnerable to exogenous
shocks. Consequently, perceiving the African
problem as an internal and external balance
problem and looking for solutions within that
framework implies (notably of the structural
adjustment programs) not only the wrong
diagnosis but also the wrong treatment. The
ECA study argues that, '...both on theoretical
and empirical grounds, the conventional
SAPs are inadequate in addressing the real
causes of economic, financial and social
problems facing African countries that are of
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a structural nature' (ECA, 1989a:25).

Based on this alternative diagnosis and the
major objectives of “the Lagos Plan of
Action” (OAU. 1981). ECA provided the
African alternative framework to the Bank’s
(and the Fund’s) policy reconumendations, In
the ECA framework three dynamically
interrelated aspects are focused. First, the
operative  forces [political, economic,
seientific and technological, environmental,
cultural and sociclogical®,] second rthe
avaitable resources [human and natural
resources, domestic saving and external
financial resources| and third the needs to be
catered for [i.e. focusing on vital goods and
services as opposed to luxuries and semi-
luxuries]. This general framework would
allow the different categories of forces to
influence not only the level and structure of
what is produced but also the distribution of
wealth. Moreover, the forces can also
influence the nature of the needs and the
degree of their satisfaction. At concrete level
this will take a policy direction (1) of
improving  production  capacity  and
productivity: with a focus on mobilization
and efficient use of resources, human
resource development, strengthening the
scientific and technological base and vertical
and horizontal diversificationy(2) improving
the level and distribution of income:
pragmatic balance between public and
private sector, enabling conditions for
sustainable development (incentive and
political stability), shifting of (non-
productive) resources, improving income
distribution among various groups; and (3)
focusing on the required need: food self-

4 This basically includes the system of government, public
enterprises, the private secior, domestic markets, research
and development, forces of nature and climate, ethnicism
and society’s value system, external commodity markets and
finance and transnational corporations
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sufficiency, reducing import dependence, re-
alignment of consumption and production
patterns and managing debt and debt
SErvicing.

As is with world bank’s view, many analysts
(incidentally the majority are Africans) have
arguments in line with ECA’s position. They
have  emphasized  Africa's  extreme
dependence on primary commodity exports
by placing it in a broader historical context
(See Ngwenya and Bugembe (1987). Fantu
(1992), Adedeqi (1993)). They have pointed
out the impact of colonialism in establishing
the rules by which Africa would participate
in the world economy - Africa was to
produce raw materials and agricultural goods
for Europe's industries - stressing that this
has changed very little since the time of
political 'independence’ ( Fantu, 1992: 497-
500, Adedeji, 1993: 45). According to
Stefanski (1990), understood in the context
of direct continuum with the colonial
experience, Africa’s economy still depends
on external factors to a much greater degree
than any other developing regions. The result
of this dependence has been an cconomic
crisis connected with external factors like
falling terms of trade, declining demand for
African exports and related external shocks
(Stefanski, 1990: 68-77, Adedeji, 1993: 45).
Collier (1991) has also argued that abrupt
external shocks (be they negative or positive)
have been important causes of poor long-
term performance in Africa®. Ali (1984) has

' Incidentally. Collier {1991} also cited the

ZLambian economy and copper price as a classic example of
negative shocks, In Collier's opinion two errors are made,
first price fall was treated as temporary and second foreign
cxchange shortages were  handled by rationing,
Notwithstanding an acknowledgment of - the negative
shocks, he emphasized poor policies in what he called
‘controlled” cconomies as major problems. However, it
should be acknowledzed (and hence addressed) that the root
cause of a possible policy problem is the structure the
economy of these countries in general and their external
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touched on another dimension of the
problem. He has argued that for African
countries the mitigation of their problem
depends not only on the characteristics of the
commodities they export (elasticities) but on
the lack of the necessarv market staying
power. Wheeler (1984) has made an
exploratory econometric analysis of the
sources of stagnation and suggested that the
‘environmental’ factors (especially of terms
of trade and international condition of
demand) had more impact on growth than
policy variables. Reading Ghura’s (1993)
recent econometric analysis,” world interest
rate is another significant variable that should
be added to  Wheeler's adverse
‘environmental’ variables list.

The negative impact of dependence in export
of primary commodities is reflected 1
interdependent phenomena of (1) declining
prices (terms of trade), (2) instability of
export eaning and (3) declining
demand/supply. Attempts to compensate for
the declining foreign exchange by increasing
supply has resulted in further declining of
prices (Fantu, 1992 :502, Stefanski (1990)
Stein (1977)). Stein (1977) examined export
trends in East Africa (Uganda, Kenya and
Tanzania) to determine the causes of the
divergence of each country's export growth
from that of the world. He found that
unfavorable commodity composition’ (as

trade in paricular. In e light of the latter such possible
policy problems are secondary,

" Howewver Ghura (1993} 15 extremely optimistic in
stating that judicious macro and trade policies can stimulate
growth in Africa even if external conditions do not improve.
I'his is essentially similar to the type of empinical studies
which support the Bank type of policies,

¥ This is measured as the divergence of the growth
rate of a country's export from that of the world over the
period under study, multiplied by the total export of the
country in question. This is taken from a simple model
which specificd the different factors which alfect export
(See Stein, 1977:106).
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opposed to favorable/unfavorable nature of
its market and increased compelitiveness)
went a long way in accounting for the
divergence. The study also reported that the
fluctuation of total export proceeds is
attributed to a few export commodities which
are weighing heavily on the total (e.g.,
coffee). Because African countries depend
on few commodities whose price swings
cyclically and declines over time (terms of
trade deterioration). In shorl, they have
export earning instability. Such instability
adversely affects their economies. However,
Fosu (1991) examining the evidence of sub-
Saharan Africa, argued that export instability
per se is less important than fluctuation in
capital formation (capital instability) in
affecting edonomic growth in Africa. Yet, as
his own work shows, in sub-Saharan Africa
high export instability could render export
proceeds a relatively unreliable source for
funding investment projects (Fosu, 1991: 74-
75). This usually forces countries to depend
on external finance and shows itsell
eventually as a debt problem.

The third view differs from the other two in
its understanding of what crisis means in the
African context. For these analysts crisis
* _has a connotation of systemic breakdown,
but more generally, it can refer 1o a moment
or a specific time period in the history of a
system at which various developments of a
negative character combine to generate a
serious threat to its survival’ (Lawrense,
1986:2). Sutcliffe (1986) for instance, argues
that the African crisis is a continuation of a
complex process of polarization trends. It
emanates from  Africa's  economic
dependence. For him, it is the combined
result of long-term secular effects of
imperialism suddenly boested by the impact
of world capitalist crisis. Thus, Africa's
problem should be seen as the result of a
long-term underdevelopment, following
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dependency  theory®, and  short-term
vulnerability, following international aspects
of crisis theory (Amin 1974, Ake 1981 cited
in Ofuatey-Kadjoe 1991, Sutcliffe. 1986:19-
20 Onimode, 1988: 13, Moyo and Amin,
1962: 210). A similar view is expressed
about the causes of Africa’s balance of
payments problems which is taken as
symptoms ol the crisis (Harris, 1986:93).
lhese writers, in general, are against the
view that there is a norm from which Alrican
couniries are in.a temporary deviation,
implying that they can return back to that
norm given some adjustment measures
(Harms, 1986:84). Harris (1986) and
Mamdani (1994) for instance, argue that the
IMF's [also the Bank] ultimate objective is
not to correct distortions in'a free market
international system, but Lo construct such a
systemn (Harris, 1986:88). In doing so, these
institutions undermine any attempt to create
an independent, integrated and self-sustained
[African] economy (Mamdani, 1994:129).

It is worth noting that there are areas where
the first two approaches converge and
diverge. The third view stands against both,
especially of the Bank’s. The core of the
disagreement between the bank and ECA
views centers on ‘the role of the market'
mechanism” (Oskawe, quoted in Asante

see Leys (1996 and Ofuatey-Kodjoe (1991) for
critics of dependency theory in African context,

" Makandawire { 198%) summarized the two views
about the cause of Aftican crisis as Structuralist and
nevclassical, He noted

The Structuralist view [x one which highlights a
number af feaiures and ‘stvlized facts! that almosi
every point contradicts the reoclassical view...class
hased distribution af incame rather than marginal
prercluctivity based distribution of income, ofigapelist
rather than the laissez-faire capitalist market
increasing returns. or fived proporeion functions
ratfier than ‘well-behaved ' production funceions with
decreasing refurns and Righ ratex of substitition;
nop-equivaleat or ‘unequal exchange ' in the world
rather than compelilive, comparative advantoge
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(1991):179). While the Bank believes in
market mechanism as the fundamental
instrument of resource allocation and income
distribution, the ECA strategy questions this.
Thus, while the bank focuses on financial
balances the ECA considers a much broader
transformation as an ecnabling condition for
the former. While the Bank emphasizes the
export sector, the ECA strategy advocates
selectivity (See also Asante, 1991:180).
While the Bank worries aboul anti-export
bias and population policy, the ECA strategy
emphasizes, failure to ensure total structural
translormation and food self sufficiency as
wornsome areas, While the Bank emphasizes
short term policies without emphasizing
Alriea’s long term needs as defined in Lagos
plan of acunn, the ECA Strategy focuses on
long term transformation along side short
term policies. " However, they do agree on
some major issues, like the need for human
resource  development, efficiency  of
parastatals, and sound debt management. The
ECA analysis is quite comprehensive in
addressing the causes and suggesting not
only short run solutions but also a framework
for long term transformations''. Thus, it is
my belief that policy makers in Ethiopia can
learn a lot form ECA’s diagnosis and its
alternative framework.

The biblipgraphical reference used in this article is
given in Alemayehu (1997) “The Historical Origins of
African Debr and External Finance Problems” IS5
Working Paper Sub-Series on Money, Finance and
Development No. 60, The Hague, The Netherlands.

baved world system, low supply elasticities rather
than insfanfonepus response (o peio ineestfves
(Mukandawire (1989 guoted in Elbadawi et af
f1992),

”' Sec Stewart (1993} about this issue.

B See, however, Helliner (1994) whe argues thm

thers is an emerging consensus.

L
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Rouvnd-fable Discussion

“Structural Adjustment and Macro Economic
Policy:

Scope and Limitations in a Subsistence Ecunnmy”

A Round-table discussion on this topic was held on February 11, 1998 at the Imperial Hotel, This
event was attended by government officials, academicians, NGOs and persons [from the private sector.
Panelists presented short papers and provided their views on the topic. The papers are presented

below.

Ato Neway G/Ab

In February, the Ethiopian Economic
Association held a panel discussion on a
“Siructural  Adjustment and  Macro
Economic policy. I gave a talk as a panel
member. The following is the gist of the
impromptu speech I made.

The topic of the panel discussion is very
wide. 1 shall therefore select three issues for
presentation: economic  stabilisation,
financial and exchange market liberalisation,
and the medium-term agenda for reform.

A. Stabilisation

Structural adjustment in Africa has been
linked with the occurrence of inflation and
devaluation, It is therefore natural if in the
minds of many FEthiopians there is a
lingering question as to when this country
might be visited by these ills which have
tended to become the hallmark of structural
adjustment polices. 1 want to put this
question to rest by stating that the task of

stabilising the economy is already behind us,
and that we need not fear being caught by a
viscious cirgle of devaluation and inflation.

During these years of economic reform,
Ethiopia has achieved growth with stability.
Between 1991/92 and 1996/97 GDP grew at
an average rate of 7 percent annually, the
average rate of inflation stood at 3.6 percent,
and public savings increased form —0.9
percent of GDP to 5.6 percent.

Economic Performance

92/ I 93/ a4 93/ QG
a3 44 95 96 97
GOP Growth 12 Ly 5.4 1.6 5.6
Rate
Inflation Rate | 10 1.2 134 | 09 -6.4
Public 0.9 -23 16 4.5 56
Savings {(Hoof
GDE)

The increase in the saving ratio of the public
sector evidences that there was a
considerable strengthening of the fiscal
position. By 1996/97, well over half of the
capital budget was being financed from
government revenue source. Obviously, the
overall budgetary deficit remains high, but it
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does not impose unsustainable debt burden,
since the deficit financing comes from
external grant and concessionaire credit.
Pomestic bank borrowing has been stopped
beginning from 1994/95 fiscal vear.

Sinee adjusting the exchange rate from 2.07
1y 5 birr per US dollar in October 1992, the

rate creeped upwards 10 6.86 by the end of

1997. Meanwhile. the parallel market rate
remainded more or less constant, and
recently fell below 7 birr per US dollar. The
two rates, in fact, have virtually unified,
This 15 a remarkable achievement, given that
exchange control has not been removed.

B. Liberalisation of financial and
exchange markets

Liberalisation of interest and exchange rates
is a complex matter. The process needs to be
handled  carefully, since  premature
liberalisation can bring more harm than
good, For instance, we believe that
deregulation of the interest rate should be
preceded by the development of securities
markets, particularly for bonds of one year
or more, This does take time. As to

exchange rate deregulation, which means

total removal of exchange control, it would
be unwarranted to undertake in the absence
of a clear prospect of being able to redress
an imbalance on current account through
capital flows responding to marginal
differences between internal and external
interest rates.

I do not see prospects for complete
deregulation of interest and exchange rates
in the medium-term.

C. Areas of further reform

The government is committed to making the
private sector competitive globally. This
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implies that tariffs will continue to be
lowered. Domestic enterprises  should
improve their productivity to withstand the
competition from imports that will ensue, At
the same time, the government for its part
will have to be ready to provide training
assistance. both managerial and technical.
(ither forms of support could also be
considered, which would have to be targeted
at improving efficiency.

Along with lowering of tariffs, further
relaxation of exchange controls for
payments of invisibles, such as foreign
travel and overseas education are envisaged.

Privtisation is expected to gather momentum
in the coming years. There is, of course, a
need to ob%in a fair price for the assets that
will be divested. Also different modalities of
privatisation may be tried out. Ulitimately,
the pace of privatisation will depend on
availability of buyers rather than the speed
with which enterprises are put for sale.

Improvement in the functioning of the urban
land lease system is another issue that awaits
further measures to be taken. Lease holding
ought to be made readily marketable, and 1o
enable this the operationalisation of the
system would need to be improved.

Lastly, various measures could be taken to
strengthen the financial system. To
strengthen banking, a foreclosure law will
be introduced in the near future. This will
reduce substantially delinquency in loan
repayment, and also help improve the
quality of loan applications. Interbank
lending, initiated recently, will reduce
liquidity problems, particularly of the
private banks, thus, contributing towards
greater efficiency and competition in the
banking sector.
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Ihese are some of the unfinished tasks that
await the reform process. The list is not
mesant to be exhaustive, and should be read
as indicative of the measures foreseen.

The Impact of Structural
Adjustment in the Context of
Ethiopia

By

Sudarshan Gooptu, Sr. Economist, World
Bank

Thank you very much for inviting the World
Bank to this round-table. I have been asked
to speak about the impact of structural
adjustment espeeially; in the context of
Ethiopia.

In this regard. | do not want to tell you the
challenges that we face in Ethiopia today
since you know them already, perhaps better
than me. However, let me highlight a few
issues about the structure of the Ethiopian
FEeonomy and how it has “adjusted” (or as
some of us would say, “reformed™) in the
past few years.

As vou know. Ethiopia’s development is
closely linked to the fortunes in the
country's agricultural sector. Close to 90
percent of the population live in rural arcas
and agriculture accounts for 85 percent of
employment and exports. Agriculture has
seen strong progress in the last five years,
with food output increasing from an average
of 6 million tons a vear to over 10 million
tons. This increase largely reflected the
removal of price controls and restriction on
the private sector. Nevertheless, the
potential for increasing yields (through
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irrigation and use of fertilizer and improved
seeds) has barely begun to be tapped. The
small industrial sector 1s heavily dependent
on agriculture, which supplies 40 percent of
the raw materials used,

Human and capital needs are also great. The
civil war destroyed much of the
infrastructure. Roads are a priority, not least
for food security in times of drought. So is
energy. Health and education are the other
two key sectors [or Government and donor
investment.

In the case of Ethiopia and the new Bank,
any adjustment must be country-owned. The
ongoing cconomic reform program  is,
indeed, hofegrown. When the Bank and
fund came io negotiate the first Policy
Framework Paper (PFP), we were given a
120 page document from the authoritics
which contained a detailed program or
reforms and projects that they wanted to
undertake in the next few vears. Toaay
there is no World Bank Structural
Adjustment Operation in Ethiopia. The
last one (SACI) closed on September 30,
1996.

The macroeconomic performance  since
1991 has been good., Major
accomplishments have been:

> Successful stabilization and a fast-
Erowing cconomy,

> Reorienting of public expenditores,
and

> Policy reforms to increase the role of

the private sector.

A substantial fiscal adjustment has been
accompanied by tight money. The
Government has been a net repayer to the
banking system for the past two years. The
impressive economic performance of recent
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years was aided by favorable weather and
largely  reflects the successes 1n
macroeconomic stabilization and an end to
the war.

Successful Stabilization...

1993-97
GDF growth T
Intlation '

1996 1997
Fiscal balance/(i130° =B 1% -5.2%%
Broud money growth B 4%

..and reorienting of public expenditures

Capital investments (% of | BO/B7- 95/96
total 90/91
Foniis 5.9 20,5
Education 0 13.4
Public Health 16 43
Also noteworthy is that
v levels of investment have been
rising.
> the volume of exports have been

rising sharply, albeit from a very low
base. International reserves have
been well managed, with reserves
hovering in the range of 6 to 8
month’s worth of imports.

. The Government has managed food
supplies well even in the drought
year of 1993/94 there was no famine
of the sort seen in the past.

The Government has made a good start in
dismantling central planning by:
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> Decontrolling prices: the only
commoditics whose prices are still
administered are petroleum (a stady

to remove these has been
completed).
> Relaxing restrictions on  the

private sector: including allowing
domesiically owned private hanks
and joint ventures with foreign
nVesiors,

> Privatization: many of the service
sector state-owned enterprises have
heen sold; now the more complex
task of selling large-scale enterprises
such as textile firms and state farms,
is i'Liml:lf.:l'*u'e';a.:,':

» Realigning the exchange rate: it
was depreciated by 59 percent vis-i-
vis the dollar in October 1992 and
has been set by an auction system
since may 1993,

» Changing the investment code:
liberalizing interest rates, lowering
taxes and tariffs.

Looking forward, public expenditure
programs and the nexus of exports, foreign
investment and private sector development
{(including in agriculture) will be the keys to
Ethiopia’s continued progress. The Bank is
now doing projects that are consistent with
the overall macroeconomic  policy
framework. Any conditionality that one sees
is specific to the project. This is always true
for Bank loans anywhere in the World.

let us, for the sake of argument, address
some of the concerns about structural
adjustment that one hears all the time.
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The buildup of debt

Ethiopia’s debt owed to the World Bank
accounts for about 15% of total external
debt. Debt service payvments on this debt
account for 7 percent of total debt service.
The new International Development Agency
(IDA) credits (for roads, energy, health. and
education) have 0 interest, 12 years grace
and a maturity of 40 years with a (0.75%
administrative charge. Back of the envelope
calculations will tell you that you need a rate
of return of less than 3% to break even on
this type of financing. The Bank requires
that all IDA projects have at least a 12% rate
of return before we approve them. This year
IDA commitments to Ethiopia are expected
to be close to 700 million while Fthiopia’s
debt repayment on our existing loans will be
§25 million- this is a “net flow™ of $675
million (on commitment basis)!

Unemployment

Slimming down a bloated civil service and
doing away with loss-making State Owned
Enterprises (SOEs) is an inevitable
consequence of restructuring. But, what i3
the alternative? For example, in some
countries there has been the practice of
providing automatic employment to college
graduates, as was the case here before the
reform. Someone has to pay for these civil
servants, be it out of inflationary monetary
financing, higher taxation, larger fiscal
deficits and more external borrowing. This
is not sustainable. Clearly, there will be
winners and losers, the crucial challenge is
to identify the vulnerable groups from these
programs and devise effective and efficient
safety net mechanisms to cushion the
adverse effects of retrenchment. In Ethiopia,
we have played an active role in promoting
the implementation of a program for
demobilized soldiers of the war that
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currently is in place. In addition, we are
devising “Poverty Targeted Interventions™ in
the social sectors under the Sector
Investment Program (SIP) approach with
other donors. The ongoing Ethiopian Social
Rehabilitation and Development Fund
(ESRDF) project in Ethiopia is a social Fund
project that is geared towards community
based development interventions in the
poorest regions and communities of the
country.

I would like to end by reiterating the
sentiment expressed by Mr. Wolfensohn,
our president, at the speech in Africa hall a
few weeks ago- let us look forward in
addressing the needs of Ethiopia and not get
hogged c[cg.m in finger-pointing --we are
completely open to your suggestions in this
regard.

The reforms that will have the most impact,
in our view, are :

> Allowing greater foreign private
participation in infrastructure,

g Reducing red tape for both domestic
and foreign investors,

- Greater clarity on land leases’

including allowing land to be used
as collateral,

> Encouraging exporters by ensuring
access to inputs at world prices and
to pre-shipment finance, and

. Facilitating small-scale investment
in agriculture as well as more
fertilizer use, improved sceds and
irrigation.

In short, a greater role for the private sector
to ensure investment levels that are
consistent with the target GDP growth rate
of 8%.
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Relevance of Structural
Adjustment Policies
in a Subsistence Economy

by

Befekadu Degefe

Stylized Facts

Let me begin my reflections on the relevance
of SAP w a subsistence economy by
pointing two stylized facts.

First and foremost, adjustment in an
economy 1is a natural phenomenon. If
demand exceeds supply, prices rise. If
population increases faster than food
production, people would starve, If an

economy is not transferring excess
population from agriculture to non-
agricultural  activities,  environmental

degradation sets in and so on. The issue,
therefore, is not whether we need to
undertake adjustment, but how we can
manage adjustment in such a way that the
benefits are maximized and the costs are
minimized,

Secondly, we have to admit that we have
messed up our economy during the past two
decades and in this process of destruction,
we have been abated, assisted and at times
even forced to do so by our external
development partners. The opportunities we
lost in the past are likely to make the task
difficult, but there is no escaping the fact
that we need to attain and sustain high rates
of growth to initiate and maintain socio-
economic development.
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Does SAP offer us the opportunity?

One modality of reversing the decline and
locating the economy on the path of growth
and development trajectory is  the
IMF/Werld Bank inspired and financed
SAP. This has been the principal strategy
that Afncan countries lhave been
implementing during the last decade and
half. The results measured, however, have
been insufficient and inadequate.

There is no need to go into a detailed
account of the limitations of SAP, since this
is a well trodden territory. As all of you are
very much aware, the SAP is actually a
combination of two programs - stabilization
and adjustmaent. In the words of [. Hussien,
I quote

Reform measures must be correctly
identified for what they are and are not. If,
n the first phase of reform, the emphasis
was on restructuring the budget and shifting
the balance in the current account through
expenditure reductions, it would be incorrect
to call this a structural reform. These are
stabilization measures and their impact is
very different from that of structural
reforms. Several countries have called their
stabilization efforts structural adjustment
programs. The wrong labeling of
adjustment has been the single source of
confusion.

Secondly, in the implementation phase, it is
the stabilization compenent that is accorded
pride of place, since this is considered a
necessary precondition for the resumption
and sustanability of growth. Furthermore,
inflation and the current account deficit are
taken as the indicators and measures of
instability and excessive government deficit
is inexorably identified as the singular
source, the selution is very simple (and
simplistic 7 ). You have to reduce the fiscal
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deficit, minimize the role of the government
and leave evervthing to the dictates of the
market.

While this modality may be correct for those
economies where markets are very well
developed and are at the full employment
leve! (and are therefore facing a vertical
supply curve). this one-model-fits all
approach is wrong for those countries
suffering the consequences of high
unemployment of natural and human
resources and the market is in the process of
development.

Fven if the stabilization model is correct and
leads to stabilization and growth as
underlined in the policy framework paper,
would it deliver the goods in countries such
as Ethiopia? The answer is no. because of
the behavioral and structural assumptions of
efficient and instantaneously clearing
markets that are necessary to close the SAP
model. In a country suffering from
structural rigidities and markets are more
important social institutions rather than as
mechanisms for resource allocation, the
market only paradigm is not appropriate. We
need to exploit the power of the government
in creating these institutions, as well as the
private sector, | believe that without the
active participation of both the Federal and
Regional governments, Ethiopia’s
development would remain a mirage. The
issue is not whether but what it should do.

Nature of the role of the government

The two agents for growth and socio -
economic development, and the factors that
define the role and extent of government
intervention in an economy are the
availability of

. entrepreneurs and
> educated labor force.
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What role the government would play in the
economy depends on the existence and
capacity of these two engines of growth.
This has been true in the past and it would
remain true in the future.

From my reading of the literature on the
history of economic development four
models are easily discernable.

Model I: is where the government would
not engage itself in any economic activity
and would limit itself with minimal
regulatory functions.

This is the model we observe in 18" century

England during the first industrial
revolutions
Model II: is a situation where there are

sufficient entrepreneurs and educated labor
force. What they lacked were the means.
They knew what they wanted to do but they
did not have the capital. Even where they
had the capital they could not survive the
intense competition from abroad.

Obviously the role of the government in
such an environment i3

. to help the entreprencurs acquire
capital and
h. provide them with protection,

The first country to develop and effectively
implement such a program was the US,
lanter duplicated in Western Europe, and
Japan. Fredrick List wrote his famous book
on the National Economy following his long
stay and careful observation of the US
economy in the 19" century.

Model III:  are those countries who had
neither entrepreneurs nor educated and
skilled labor force. If such a country was (o
davelop, it was necessary for it to create
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these two engines of growth, Consequently.
we need to have the role of the government
expanding to

> establishing heavy and light
industries,

> encouraging and supporting small
scale operators,

> expanding education and training as

part of their effort to create and
empower entrepreneurs,

Examples here are South East Asian
countries of S. Korea, Taiwan, Thailand and
Indenesia.

Model IV is the collectivist or socialist
model where the government takes over the
entire economic activity not for lack of
entrepreneurs but because of ideology.

Which of this models is (are) relevant to
Ethiopia?

We can dismiss model I and IV immediately
for reasons that are obvious. The first model
is what the SAP is trying to do and 1t 15
obvious, at least from purely institutional
point of view that it is doomed to failure.

This leaves us with the second and the third
models. OF these two development
modalities, the one that is most relevant to
Ethiopia is model three. Model two assumes
that the country has sufficient quantity of
entrepreneur and that the problem they face
are capital and protection from external
competition. We have no private sector
capable of assuming the responsibility of
developing the country.

A second factor that needs to be taken into
account is the fact that the Ethiopian
economy is currently not under the control
of the policy maker but is determined by
forces beyond its control. These are the
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weather condition and the external economic
environment.  When the weather 1§
favorable. we enjoy bumper crops and post
high growth rates. If the weather turns
unfavorable the economy is depressed, The
external economic environment impinges
upon the economy in two ways - prices of
our exportables and resource inflow.

We must put our economy under the control
of our policy makers and that requires
structural transformation and institutional
development. | am a strong believer of
individual freedom and private initiative.
But in the circumstance we find ourselves
in, we must humble ourselves-and accept the
fact that we have neither the agents nor the
means to deliver us from poverty. My only
hope is to%use the government effectively
and efficiently. The fact that we have
misused it and were mis-used by it in the
past should make us weary but we should
not throw out the baby with the bath water.
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Comments From Participants

Articles presented under this heading are comments by participants who were present at
the Panel Discussion on “Structural Adjustment and Macroeconomic Policy: Scope and
Limitations in a Subsistence Economy”. This feature is designed to promote discussion
and provide a chance for those who did not have adequate opportunity to express their

ideas and views during the discussion.

1
‘ Tekalign Wolde Ammanucl

In the early 70s we, ie. a section of the
Ethiopian Left, converted an Egyptian joke
about Nasser that goes like this: all these
troubled heads of state went to confer with
Christ and asked him for his advice on their
most thorny problems. Nixon asked when he
would see Vietnam defeated by the US, but
Christ answered that Vietnam would win and
soon. Nixon sobbed heavily. Pinochet of

Chile, Marcos of Philippines, Franco of
Spain, Duvalier of Haiti and many of the
dictators at the time asked when they would
be loved by their peoples but, Christ told them
that they would never be popular upon which
they all sobbed. All the leaders asked only to
end up in sobbing heavily of frustration. At
last, it was Haile Selassie’s turn. He asked
Christ if in his lifetime Ethiopia would ever
develop. Christ sobbed heavily and said, “Not
even in my lifetime.” That was an extreme
form of pessimism. Thirty years later,
nevertheless, 1 felt a great disappointment and
frustration after listening to Ato Neway's and
Mr. Guptu's (from the World Bank office in
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Addis) presentations at the last round-table,
When will we ever embark on the right track
to map a proper strategy of social
development? And when will we ever admit
our mistakes when we go wrong?

Equally frustrating indeed is the fact that, all
the four speakers share a similar vision of
what social development means. The
difference among them lie whether or not
SAP can bring this development, In their
minds, there is no doubt that they share the
definition of development according to what
the dominant discourse dictates, Development
is taken strietly in its technically economistic
sense o mean material development. But, apt
and legitimate questions are being raised
everywhere from Mexico to India if
‘development’ defined to us by the forces who
dominate this world, the North and Bretton
Woods Institution in particular, are the kind of
development that we in the South need and
can achieve, The idea that equates
development with industrialization and
Modernization is being seriously questioned
and challenged by Southern scholars. Should
the world and the South in particular suffer
and perish only because we have to develop a
la the industrial revolution and the North?
Can’t the South define its own way of
development? Development should not just
be material and economic. It should also be
cultural and spiritual, social and above all
political. The United State is presented as the
most developed country. Materially may be,
save the 50,000 homeless in Chicago alone,
the absolute poverty of Afro- Americans, high
level of illiteracy among Afro-Americans,
incredible level of crime, violence against
women, drug abuse, etc... What does this
really  constitute:  Development  or
underdevelopment? How can we have
development with an impoverished civil
society in the political sense? Since the late
70s it has been concluded by scholars of both
the North-South divide that democracy is a

Issue No. 3

crucial component of development. In the
contemporary  language, this  means
development is synonymous with the active
participation of  civil society in the
development process. Except for Ato Birhane
of the FEthiopian Private Industalists’
Association, none of the three economists
mentioned this crucial aspect of development,
That was the frustrating part of that round-
table. This should lend the 1dea that a serious
reflection on development and development
strategies is, in fact, the order of the day.
Having said that let me comment on some of
the points that seemed to me unfathomable.

Ato Neway wanted us to believe that the
consequences of structural adjustment
programme £SAP hereafter) in other African
countries is much worse than it is in Ethiopia.
Except retrenchment, nothing negative that
happened in other African countries happened
in Ethiopia. In assessing the impact of SAP
in Ethiopia in comparison to what happened
to other countries what is important is
drawing a global picture of the consequences.
As a political scientist, [ rather focus on the
social consequences of SAP which seemed
not to be measured by any school of
economics in this country. Ato Neway did not
and cannot tell us about the environmental
degradation of Ethiopian agriculture as the
result of massive use of chemical fertilizers,
about the increase in prostitution, trafficking
of women to the Middle East (Ethiopia’s most
favoured “export item”, probably?) and the
debilitating  effect of the massive
retrenchment. If the consequences of SAP 1s
not as debiltating as in other African
countries, why did Ethiopia rank now 175" on
the UNDP’s human development index?
(Incidenatlly, the UNDP has since 1993 been
using both social and economic indicators as
determinants for development.)

Ato Neway also told us that government’s
economic strategy also includes making the

f
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economy competitive. | couldn’t help asking
myself whether I was really listening to the
chief economic advisor of the prime minister
or a visiting economics professor from the
North? As this was indeed a sensitive issue,
some body asked him about party businesses
which are favoured by the state in the alleged
“competition.” To my surprise, Ato Neway
flatly denied that to his knowledge there are
no party businesses in Ethiopia. | expected
the World Bank representative to shout out
“foul!” not surprisingly, he didn’t.

The party business in this country is a most
bizrare phenomenae, On the morrow of the
overthrow of Mengistu ‘s dictatorship, the
new regime accepted SAP and opted for a free
market and privatization of state enterprises.
Al the same time, however, the patry (i.e
EPRDIF) businesses were made to dominate
the market and effectively replace the role of
the state business under Mengistu. How can
there be fair competition in such state of
affairs and in a country where the notion and
culture of democracy is extremely weak? The
guarantee for fair competition is the complete
withdrawal of the state or party from the
cconomy 1f at all a free market economy is
indeed desired. On the other hand, state
corruption is  strongly linked to the
intervention of the state in the economy, That
is why the withdrawal of the state is advanced
by scholars as the principal condition to do
away with state corruption, No wonder then in
Ethiopia, where the state is strongly involved
in the cconomy, state corruption persists.

From the technical angle of the organization
of the roundtable, it would be useful to have
various  perspectives  advanced. A
discussion/debate on SAP can't be complete
with out having various perspectives
advanced, SAP has enormous impact on
exacerbating women's bondage, degrading the
environment, contaminating indigenous
culture with the commercial one, ete... In

5
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future roundtables, it will be useful to invite a
few people to present various perspectives
related to the theme. Two main speakers, for
and against, and two discussants will be quite
enough.
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Synopses of Study Papers

An Analysis of the Development of Small Scale Industries
in Addis Ababa Compared With Other Regions

Assefa Admassie

It is widely accepted that industrialization is
one of the important and necessary conditions
for Progress and development.
Industrialization  influences  economic
development positively and contributes much
towards  the owverall  socio-economic
transformation of any society. For this reason,
hence, industrialization 15 ofien considered as
a major agent or force of economic growth and
development.

Small scale industries generally use locally
available resources whenever possible, create
more jobs, employ local unskilled and semi-
skilled labour, contribute to the regional
distribution of industries. Their need for well
developed infrastructure is minimal and have
minimal foreign exchange requirements. They
use locally available energy sources such as
wind power, solar energy, water power, animal
or human generated mechanical power.
Consequently, the strategy of promoting small
scale industries has been populanized in many
developing countries and there is a strong
argument nowadays in favour of developing
small scale enterprises in these countries.

The potential role of small scale enterprises in
achieving the spatial deconcentration
objective has become an important national
objective in Ethiopia. Thus, assessing the
significance of small scale enterprises in
bringing about balanced regional growth and
development is an important and timely
exercise. This paper attempis to review

systematically the available evidences
regarding the trend and structure of small scale
enterprises in Addis Ababa and other regions
of the country. More specifically, the paper
aims at examining the development of small
scale enterprises in Addis Ababa over the past
decade, and assessing and comparing the
developmegt of small scale industries in Addis
with other regions over the same period. The
review exercise mainly uses secondary data,
Such an analysis could have important policy
implications since it sheds some light on the
relative importance and growth potential of
small scale enterprises in the whole country
and their potential contributions in bringing
about balanced regional development.

The results of the investigation revealed that
on the average textile industries rank first in
terms of the number of small scale industries
in Addis Ababa, Over 45 percent of the small
scale industries in the region are engaged in
the production of textile. The next important
small scale industrial activity is the production
of food and beverages which account for some
20 percent of the total number of small scale
industries in Addis Ababa.

For the surveyed industries the average
mumber of workers employed in a small scale
enterprise was 5.96, 7.59, 5.48, 12.7 and 10.4
persons and total employment in all the
industries were 15576, 19369, 14205, 12357
and 12195 persons for the years 1984/85,
198550, 1986/87, 1990/91 and 1992/93
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respectively.  With respect to employment
contributions of different sub sectors, food and
beverage industries account for about 25
percent. textile industries account for about 30
percent, metal production for about 15 percent
and leather production from about 10 percent
of the labour force, Metallic industries are
relatively capital intensive and as a result, the
number of workers employed at the metallic
industries have been smaller than in other
industries.

The gross value of production increased from
about 200 millon Birr to nearly 360 million
Birr over the study period. The Ciross Value
of Production (GVP) for the year 1985/86 was
243 million Birr which showed an increase of
about one percent compared to the 1984/85
value. The GVP increased by more than 30
percent in 1992/93 when compared with that
of 1984/85. Since the number of small scale
establishments and the number of workers had
generally decreased, the increase in the GVP
could be due to full capacity utilization and
improvement 1n efficiency.  Food and
beverage industries, textile and leather
industries contribute more than 60 percent of
the GVP.

The study has also found that the distribution
of small scale industries 1s.uneven with high
concentration in few urban areas. The spatial
distribution of small scale enterprises is similar
to that of large and medium scale industries.
Most of the establishments are located in
Addis Ababa. Out of 6452 small scale
establishments surveved in the year 1084/85
Addis Ababa accounted for about 2612
establishments or 40 percent. Besides, more
than 90 percent of the surveyed paper and
leather producing industries, more than 73
percent of the textile, chemical, rubber and
plastic industries and about 70 percent of the
metallic and non-metallic industries are
located in Addis Ababa. In other words, the
more modem industries are concentrated in

Issue No. 3

Addis Ababa. Other regions have higher
relative share only in the food processing
industries,

Employment opportunities in small scale
enterprises in Addis Ababa have also been
generally higher than other regions, More
than 50 percent of the total employment in
small scale industries was generated by small
scale enterprises in Addis Ababa. Leather
processing industries, paper and printing
establishments, chemical rubber and plastic
industries as well as metallic and textile
industries contribute  more towards total
employment in the sector,

In terms of gross value of production, again
Addis Ababg is dominant when compared
with all other regions taken together, More
than 65 percent of the gross value of
production comes from small scale industries
located in Addis Ababa. Almost all gross
value of production from the leather, paper and
printing industries comes from industries in
this city.

Small scale industries m Addis Ababa as well
as in other regions are constrained by several
factors. They are often constrained by lack of
investable capital for the acquisition of
machinery and equipment and for the day to
day running of the business. The loan policies
of the financial institutions have not been
conducive and atiractive to small scale
industries. Often raw matenial is not available
in the domestic market either because itis not
being produced or because of poor
distribution and marketing system. Small
scale industries do not have the necessary
foreign exchange to import raw materials from
the international market. Lack of skilled
human resource is another problem hampering
the development of small scale industries in
Ethiopia.

One of the major reasons why there is a high
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concentration of small scale industries in urban
areas could be explained by the lack of
infrastructure in relatively backward areas.
Lack of power supply, access to water supply
and roads to market output as well as to buy
inputs have been major constraints to the
development and expansion of the small-scale
industries. Lack of market information as well
as markets have also ‘hampered the
development of small scale industries in
Ethiopia. The development policies of the
different governments in the country have not
been very conducive for the development of
small scale industries. Investment policies
have not been conducive for the expansion of
small scale industries, While most of the
investment proclamations allow industries to
import duty free industnal machinery,
implements and the like, there were limits on
the size of investment. During the Dreg era
the participation of the private sector in
industrial development in general was
restricted.

It can be concluded that the potenual
deconcentration argument or objective has not
been met in the Ethiopian case. The
comparative analysis of the development of
small scale enterprises in Addis Ababa with
other regions wverified the hypothesis of
industrial agglomeration in few urban area,
small scale industries like the big ones are
concentrated in Addis Ababa as compared to
other regions, The concentration of these
industries in urban centres puts them in fierce
competition with large industries both for
input as well as for output markets: The large
mdustries obviously have a comparative
advantage over the small ones.  The
contribution of small scale industries in
reducing the gap between the rural (other
regions) and urban (Addis  Ababa)
development by providing off farm income
and employment opportunities in Ethiopia has
been minimal.. Hence. the contribution of
small scale enterprises to poverty alleviation
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has been insignificant. In order 1o change this
trend and induce spatial deconcentration of
industrial development and thereby reduce
regional inequalities some concrete policy
measures could be suggested.

Small scale enterprises need puidance into
areas that have the preatest potential for
growth. They can be guided into these areas
by the provision of the appropriate incentives
as well as by programs for the transfer of
relevant technology and training of the labour
force. Much is expected from the regional
states in creating an enabling environment for
the development of these industnes.
Establishment of small scale enterprises
should be encouraged in areas of production
where theyshave comparative advantages over
the large enterprises. Tax holidays or similar
concessions could also be given to small
enterprises  whose establishments  and
development is highly justified on grounds of
national priority.  Establishment of such
industries in economically depressed areas of
the country may be put as a national priority.

Small scale enterpnises will not grow and
develop without an appropriate infrastructure.
industrial space, utilities, roadways and
communication network. Without compatible
government programs for infrastructural
development the provision of small scale
industries will be useless and will only serve to
frustrate the entrepreneurs,

Without the appreciable human resource
development program small scale enterprises
will not be supplied with a literate work force
at the required skill levels. Since literary
levels are low, skill training programs are vital.

Access to finance is an important ingredient
for the success of small scale enterprises. For
this reason. the government must be concerned
that finance be available not only in volume
but it must be affordable, appropriate and
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timely. The recent reduction of lending rates is
indeed a move in the right direction although
the trend towards increment following the
recent liberalization dampens this optimism.
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But it needs to be reinforced by expanding the
banking facilities to make the service within
the reach of small producers.

Economic Information
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Major Economic NEWS in the Last Two
Months

In this column we present major economic NEWS in the past two months. We highly
encourage members’ (professional) analysis and commentary on the NEWS.

I GENERAL

The Chemical Society of FEthiopia (CSE)
disclosed that even though the attention of local
and foreign investors have been attracted, since the
declaration of free market economy in Ethiopia,
the very little environmental concern will lead to
widespread damages during the production phase.
(The Ethiopian Herald, VOL. LIV, 18, Jan. 28,
1998).
EEEER

Ethiopia plans to launch next Ethiopian Year a
program aimed at boosting its meat and hides and
skin supply to the international market. (The
Ethiopian Herald. VOL3, Jan. 20, 1998).

x=kFEE

The government will make every assistance to
promote activities at each administrative echelon
in its bid to foster export trade as part of its
naticnal mission to revitalizing the economy, a
senior Government official underscored. (The
Ethiopian Herald, VOL. LIV, 110. Jan 18, [998),

wREEE

Some 75 percent of the Federal Govemment
capital budget was spent on three economic sub-
sectors according to Ato Girma Biru, Minister of
Economic Development and co- cperation. (The
Cthiopian Heraled , Wol 1TV Feb. 11, 1998).

LR L

The Government spares no effort in helping the
private sector build up its capacity to come out
competitive in the world market said Minister of
Trade and Industry. (The Ethiopian Herald, Vo,
LIV, 126, Feb. 8, 1998},

FEEEE

Addis Ababa, Combolcha, Ethiopia and Mojo
Tannery factories are to be privatized through the
Ethiopian privatisation Agency ( EPA). (Addis
Tobune, 282, Feb. 27, 1998 and the Ethiopia
Heraled. Feb. 20, 1998).

*EEEE

About 4.5 million Birr that belonged to various
public and govermmat officies in Arsi zone had
been embe®eled during the last four vears. and
over 323,000 Birr was embezzled trom 18 puplic
schools in Addis Ababa, ENA said quolting the
zonal Justice Department the Education Bureau
respectively. (The Reporter, 11, 70, Jan. 7, and Jan
1, 1998)

EESE S 24

II. AGRICULTURE

Dr. Kassu lllala. Head of Economic Affairs in the
Prime Minister’s Office with the rank of Deputy
Prime Minister, said that the emphasis given to
Ethiopia’s agricultural extension program should
be repeated with respect to the government's
strategy for export promotion. (Addis Tribune,
Feb.20, 1998).

FkkxE

The World Food Program (WFP) said it will
continue to purchase through mtermediary aid
agencies grain from food surplus states for
distribution among food deficit areas in the
country. (The Ethiopian Herald, YOL. LIV, 136,
Feb. 20, 1998).

EEEEE

Agriculture Minister, Dr. Seifu Ketema said
between 1979/80 and 1993/94 food production
grew at a very low rate of (.5 percent per annum
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while population grew at a high rate of 3 percent.

(The Ethiopian Herald VOL. LIV, 137, Feb. 21,
1998).

kR

The Ethiopian Authority for  Environmental
protection announced that 53.7 percent of the
Ethiopian land is said to be exposed to drought and
desertification. According to ENA, an estimated
land of 110,430,000 hectares in the country is at
the verge of droucht and desertification. (Addis
Tribune, 280, Feb, 13, 1998),

Ao ol sk

FAD estmated that Ethiopia will have an overall
food deficit of approximately 5300,000 MT in
1998, This is based upon estimated meher
production of almost 88 million MT and
estimated losses, other uses, stocks and human
comsumption. In its final report, the World Food
Program (WFP) food supply assessment team
estimated that Ethiopia has relief food aid needs of
420,000 MT for an estimated 5.35 million people
for an average perind of five months in 1998,

{Addis Tribune, 279, Feh. 6, 1998),

LR L

HI. EXTERNAL SECTOR ASSISTANCE

The Ministry of Finance announced on February
2 the signing of a 78 million dollars debt
rescheduling agreement between Ethiopia and
ltaly. The agreement signed by Finance Minister,
Sufian Ahmed and the Kalian Ambassador to
Ethiopia, Mr, Mavrizo Melani reduces the total
burden by 67 percent. (The Ethiopia Herald, Feb.
3, 1998).

EkEEk

Iv. INVESTMENT

On Monday, February 9 a British Trade Mission
showed marked interest in the possibilities of
investing in the power and infrastructure sectors of
Ethiopia. The delegates said they would be
particularly  interested in  privatization
developments in the capital. (Addis Tribune, 280,
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B

HE Ato lzedin  Ali, Minister of Mining and
Energy, recently disclosed that 25 foreign and
domestic investors  have deployed some 288
million Birr in the Mining sector in different
regions of the country, (Addis Tribune, 282,
Feb.27, 1998).

FEkE

V. TRADE

The poor quaity of skins and hides supplied by the
local market annually cost Ethiopia over 200
million Birr according to Ethiopia News Agency

(ENA). (Addis Tribune, 281, Feb, 20, 1998),

E2 & 2 B

The Federal @overnment reduced the excise and
duty tax on whisky. (The Reporer, VOL, II, 27,
Feb. 25, 1998).

EEH RN

VL  CREDIT

Ato Mulugeta G/medhin , Assistant Vice-president
of the Credit Analysis and Processing Department
in the Commercial Bank of Ethiopia disclosed that
the Bank has planned to give loans amounting to
10.5 billon Birr in the 1990 Ethiopian Fiscal year.
(Addis Trbune, 276, Jan. 16, 1998). Both the
Commercial and Development Bank of Ethiopia
announced their plan to grant loans amounting to
over 11.3 billon Birr during the current Ethiopian
fiscal year. The Development Bank alone has
planned to lend 4 millon Birr to co-operatives and
farmers in ten woredas of Arsi and Bale zones.

{The Ethiopia Heralad, VOL, LIV, 105 & 117,
Jan. 13 & 27, 1998).

EEE

Ethiopia will be the leading debtor of the World
Bank below the Shara between 1998 and 2000 by
receiving loans amounting to 1.2 billion dollars, as

‘the Bank reported. (The reporter, VOL, 11, 71,

Jan. 14, 1998). Prime Minister Meles Zenawi and
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World Bank President James Wolfensohn were on
hand to witness the formal signing on January 25,
1998 of a USD 500 million World Bank soft
loan to Ethiopia between Finance Menister Sufian
Ahmed and World Bank Vice President for Africa
Cauisto Madavo. {Addis Tribune, 278, Jan. 30,
1998),

FEkkkE

The three povernment owned commercially
oriented Banks are facing serious problems with
loan recovery for a variety of reasons including
lack of financial discipline and outright breach- of
-contract cases. ( Addis Tribune, 279, Feb. 6.
1998).

EEEEE

VII. REVENUE

Ethiopia has earned over 234 million Birr in
revenue from items exported to several counties
via Dire Dawa over the past six months the Dire-
Dawa Export Trade Branch office disclosed. The
Movale customes office said it has obtained over
21 million Birr from the sale of contraband goods
and wxes from businesses during the last six
months. (The Ethiopia Herald, VOL, LIV, 113 &
[ 18, Jan. 16 & 22, 1998).

EkkkE

VIlIl. BUDGE

At the regular session of the Council of Ministers
held on January 30% 1997, five Ethiopian
government mstitutions asked for a budget
reallocation and an additional budget of
65.834,790 Birr, The council approved the
request. (Addis Tribune, 279, Feh. 6, 1998).

EkkEn

IX. FINANCE

In its regular session, the House approved bills
pertaining to bank collaterals. Guarantees for
business institutions and the tax on the export of
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coffee. (The Reporter, VOL. 1, 27, Feb. 25,
1998).

EEEEE

Effective as of January 1* 1998, the National Bank
of Ethiopia (NBE) reduced the minimum interest
rate to be paid by Commercial Bank on savings
and time deposits. The Bank also discontinued 1ts
control over lending interest rate, leaving it to the
Commercial Bank to decide what rate to charge
their credit clients. (The Tribune, 276, Jan. 16,
1998).

EES S 4 S

XI. SOCIO-ECONOMIC

On February 20" 1998, the Addis Ababa
Chamber of Commerce organized a half-day work
shop on Uran Housing Economy Ownership and
Administration.  Opening the work shop, Ato
Berhanu Tamrat, Vice minister of the Mimistery of
Works and Urban Development, said that the
sovernment isready to transfer the administration
and owner-ship of the housing sector to private

investors. (Addis Tribune, 282, Feb. 27, 1998).

kS

Next Round-table
Discussion

The next round-table discussion will be
held at the end of April and the topic will
be “Privatization and Domestic
\Entreprenuerial Capacity.” As the
|Assocition can not invite all interested
members, we request your co-operation
to participate in the debate by sending
relevant articles for publication on the next
Economic Focus.
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“The Ethiopian Journal of Economics

The Ethiopian Econemic Association (EEA) publishes the Ethiopian Journal of Economics (EJE) that comes
aut hiannually. Numbers one and two appearing in April and October, every calendar year. The Association
devotes this joumal to the advancement of economic seience in Fthiopia. Contributions by nen-Ethiopians
antd Lthiopians on economic experiences of other lands are also considered for publication.

Authors can send their articles to the editor in electronic and hard copy, double-spaced and printed on one
side.  Current editorial policy limits articles to a maximum of 40-50 pages (for text only).  An article
submitted to the EJE needs to have the following features:

+ Front page:- authors” full names and their mstitutions, acknowledgments, and abstract (nol more than 100
wiords),

» Articles: need 1o be divided into sectinns and subsections, sequentially arranged and numbered, followed
bv Notes, References and Appendices. References used in an article should be arranged alphabetically,
numbered sequentially and placed under a heading “References™ at the end. Diagrams should also be
drawn carefully, labeled properly and kept in‘a form suitable for photographic reproduction,

* Tables need 10 be sequentially numbered with descriptive headings and kept within the space
provided in a page (at most), Details of mathematical and statistical work that support the
manusctipt should be sent for use by referees,

Authors should submit a statement explaining the status of their manuseripts (whether or not they
have published or submitted them for consideration elsewhere), The Association vests copyright of
accepted articles in the Ethiopian Joumal of Economigs.

Notes to Contributors

The main objective of EEA Bulletin is to initiate policy-relevant public discussion on national
and African economic issues. It presents synopses of research papers, panel discussions,
public lectures, readers’ comments and new research findings and notes.

Readers and contributors are encouraged to submit short articles (not more than 5 pages
in double space with 12pt font size) preferably accompanied by an electronic version.
I accepted, an edited version of the article will be sent to the author before publication.
If the author does not respond within a week, the edited version will appear in the
Bulletin,

Unaceepted articles will not be sent to the author(s).

We accept articles in both English and Amharie.

Views expressed in the Bulletin are those of the authors and are not necessarily
of the institution’s in which the author(s) work or of the EEA.

Articles should be addressed ta! The EEA Bulletin
Ethiopian Economic Association
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