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Editozrial

Two major tragedies have visited us since our last publication of Econemic Focus. The first one was a tragedy
very close to the heart of our Association and a great loss to our country, and, certainly, to our profession and our
association. On June 18, 1998 we lost ome of the founders of the Ethiopian Economic Association and fts first
president, Dr. Eshetu Chole. We remember Dr. Eshetu not only for his outstanding scholarship and his dedication
anid open mindedness in his teaching of economics, but alse for his commitment to the economic developmentof]
our country and his unflinching stand on matters that he believes to be true: At a time when truth in general and
true professionalism in particular Were mercitessly crushed and replaced by blind adulation of the powers to be,
he chese lo oo to prison rather than be dn intellectun] merdenary. When blind opportunism turned many an
intellectual into a cannon fodderin the service of all kinds of dictators, Dy, Eshetu maintained his professional
integrity and mught economics as he knew it We hope his numerous students who are currently working as
prafessionals in the field and those who were not fortunate enough to attend any of his classes, but knew him {rom
his aeademic writings or as members of dur Associstion, have leamt [tom his life not only i desper anderstanding
of economics but, more importantly, a commitment to the search for truth and duty to country and fellow humans,
Here in the Association and the Editorial Board of our publications in which Dr. Eshetn was a member till he died,
wie are going to miss huim-dearly both as a valuable friend and » colleague. We would Tike to use this oppoHunity
to extend vur heartfelt condolenees to his family in the name of all members of our Association, We also give our
sulemn promise to do our best to pursue the work he started with the professional integrity that he would expect
from our Association were [i2 still with us: To commemorate Dy, Eshetu's life and work we have dedicated this
issue of Econamic Focu for him and put together his vision of EEA and Abrar’s contribution to our renders,

The second tragedy was even larger in that it affects the life of millions of our citizens and serivusly challenges
the soversignty of our country. This tragedy relates 1o the war of aggression, engendered by the reckless leaders
of Eritren. A lot has been said, from different dimensions, about this miindless conflict since it started about a
month and a half ago. As economists we strongly feel that the economies of both countries cannot afford another
round of regional conflicts although we believe the effect will be worse on Eritrea than on Ethiopia, The effect
ofwar on national cconmnics, especially in countries that have no prmament industry and have to use scarce
foreipn currency to acquire them, is not limited 1o the actual loss of life and destruction of property that directly
ensue from it The psvehological ¢ffect that war has on domestic and foreipn investors, on foreign tourists and the
tourism industry in general, the general sense of instahility it creates are very serious, with enduring effect o1 poor
gconamiss.

Cine of the issues that frequently arise about the rational behmd Eritrea’s decislon to go to war (at least from their
leader’s perspective) is the differences in the econnmic poliies of the two countries that culminated in the issuance
of Nacfa. We asked one of our members, Getachew Belay, to visit this issue briefly as a way to provoke &
discussion, Ourregular eontributor, Tekalign, claims that the cause of the conflict emanates from the political
history of the region where all kinds of policy-issues, including the crucial issue of war and peace, are decided
by a narrow group of elites without any consultation with the larger public. He contends that without opening the
political spaces as to include civil soeiety in the policy-making process, such conflicis are inevirable in this region:
We inve ingluded this papar here to broaden the seape of the dehaty We would ke in hear more on this issae
from pur Teaders a5 018 crucinl to the future of our country.

As we have said repeatedly, the purpose of this Bulletin I3 to generate broud discussion on matters of economic
policy. Accerdingly we were quite pleased to have received a number of articles in reaction to the debate on fod
security and rural land policy that appeared in Vol. | No.2 of Sconomic Focu. We have included a number of these
articles in this issue.

This issue of Economic Focn also includes our regular features of Economic NEWS and issues. As always, we
hope and invite our readers to join in these debates, for the purpose of this bulletin is to promote reasoned public
debate on policy-issues that consern our country,

Partialtyspanasred by Friedrich Ehert Stifutung of Germany
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Dr. Eshetu Chole 1945 - 1998

Economior

[t is with great sadness and shock that EEA
members learned about the untimely death of
the founder and the source of inspiration of their
organization, Dr. Eshetu Chole. Had it not been
for Dr. Eshetu and his colleagues the EEA
would not have been what it is now. Dr. Eshetu
was s committed to the causes of EEA that,
even towards his last days, he went through one
of the issues of our Ecomomic Focus and
provided us with his usual useful comments. He
was also the co-organizer of EEA’s project on
Ethiopian economy.

EEA members, while moumning his untimely
death, need to uphold the principles for which
he was committed. Dr. Eshetu was committed to
sceing Ethiopian economists being organized,
tackling the endemic problem of poverty and
being advanced in their profession. It is with
this vision that he took the responsibility of
organizing EEA. In his opening remarks during
the inaugural ceremony of the EEA he
expressed his feelings by saying: “today it is a
day we note with both embarrassment and pride:
Embarrassment because it is only now that we
have managed to establish our Association...but
pride because the honor of forming the
Association has fallen on us'. He continued,
‘those of us assembled here today can
legitimately tell our children that we were
present at the creation. And on a personal level,
I am not unconscious of my unique honor in
serving as the first president of the EEA™.

He was constantly warning his  fellow
cconomists o be professionals, open to
criticism and be critical of power abuse. He
emphasized: *in past professional economists in
Ethiopia remained largely untapped, partly

because it was pointedly ignored; partly because
it was listened to only to the extent it served the
designs of the powers that were; and partly
because on occasion they allowed themselves to
be manipulated for ends that were at variance
with the igerests of the Ethiopian people’.
Perhaps based on his agonizing experience from
his prison days he noted: ‘power bred
arrogance, and arrogance was taken as a
substitute for knowledge’. Such a negative
attitude, according to Dr. Eshetu, “was generic
to those whose comparative advantage resided
not in knowledge, but in marshaling the means
of violence’. His use of the past tense in the
above phrases scem to indicate that Dr. Eshetu
was wishing not to have any one experiencing
that. For those who happened to be on power his
message was clear and simple: “in more literate
societies, there is a healthy interaction between
power and ideas; in our, unfortunately, the
relationship is one of studied distance at best,
and outright hostility at worst. Since the country
is the ultimate loser from this state of affairs, it
is a situation that must be rectified’. Thus, Dr.
Eshetu was also teaching his fellow economists
and those in power to share his vision,

Dr. Eshetu was also advising Ethiopian
economists to be open to self-criticism. He
noted ‘our profession makes no claims to
infallibility; on the contrary, it is a field in
which self criticism is often taken to great
length. Our analysis may sometimes be wrong;
our projections may often be off mark; and our
prescriptions may not always work. But we are
often our own severest critics. However, our
selfrindictment must not be used by outsiders as
a convenient excuse for refusing to listen to us.
For the price of disregarding economic opinion
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is to open the gates wide to charlatanism of all
sorts and to the pursuit of quick-fix solutions,
which - unfortunately- do not exist in reality.’

What makes Dr. Eshetu unique as an economist
i5 his exclusive interest in development studies
in general and the importance of multi-
disciplinary studies in Ethiopia in particular, In
one of his addresses to EEA members he
emphasized the challenge facing Ethiopian
economists in the fight against poverty which,
aceording to Dr. Eshetu, requires all disciplines
to work together. Underscoring the importance
of establishing EEA he noted: ‘the significance
of establishing EEA transcends the economics
profession. It is my hope and conviction’, he
added “that this inaugural ceremony [of EEA)
will act as a spur to the formation of other
professional associations particularly in our
neighboring  disciplines, Only with the
mushrooming of such association will
Ethiopia’s arid intellectual environment be
transformed into a green pasture of ideas. I
vearn for the day when we will be able to
organize joint activities with other associations
and, acting in concert, raise the level of public
discourse n our country to higher, more
dignified and more constructive levels’. Though
we mourn his untimely death, we are happy that
he at least saw the mushrooming of different
associations in our neighboring disciplines and
the launching of our Economic focus and round
table discussions before his last days.

[ssue No.4

Dr, Eshetu had a vision for EEA. He wrote ‘my
vision is that, say by the time it [EEA]
celebrates its twentieth anniversary, it will have
expanded its membership substantially;
established a reputation as respectable
repository of  professional  knowledge;
accumulated a distinguished record of research
and publications; further advanced the cause of
public education in economics; earned the
respect of the public; and contributed in several
tangible ways to the economic advancement of
Ethiopia’, Dr, Eshetu has clearly outlined what
the focus of EEA should be. In his own words
EEA should be ‘entirely professional. The
mechanisms for promoting the objectives of the
EEA include publishing Journals and
newsletters and -eventually - occasional papers
and books (as well as teaching materials);
organizing seminars, panel discussions, and
lectures; and conducting and/or coordinating
research on Ethioaian economy.” Recent events
at EEA are broadly following Dr. Eshetu’s
vision. Finally let us repeat Dr. Eshetu’s call for
Ethiopian academics in general and Ethiopian
economists in particular. On one occasion he
said: “let us build a foundation of which we as
founders will be proud, and for which our
successors will be grateful. In the immeortal
words of John Donne, *ask not for whom the
bell tolls, it tolls for thee™. Weh hope we will
live up to his expectation and will always
remember what a great economist Ethiopia has
lost.

HIS JOURNEY’S JUST BEGUN
Don’t think of him as going away, his journey’s just begun,
Life holds so many facet - this earth is only one.
Just think of him as resting from the sorrows and tears,
In a place of warmth and comfort where there are no days and years,
Think how he must be wishing that we could know today,
How nothing but our sadness can really pass away.
And think of him as a teacher survived by his thousands of students,
And as living in the hearts of those he touched. .,
For nothing loved is for ever lost, and he was loved so much.

Let God save his soul in Heaven and give His comfort to his family.

Shimelis G. Yae (one of his students - E-mail message )
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* My mind keeps running to my student years in
the now Addis Ababa University, Permit me to
recall a happening that took place in 1963/66
G.C. That year, three highly distinguished
students were running to become the president of
the  Addis  Ababa  University  Students’
Association, One of them was your present
association’s president, Dr. Eshetu Chele . The
three candidates running for the office of the
presidency waged extensive campaigns for weeks
which finally culminated in three of them
addressing the entire student body one after the
other explaining their position on the issue of the
day faced by the student body at large, and why
one candidate was better than the other. When
Lir. Eshete's turn came to address the pathering,
in his superb oratorical ability he delivered a
stinging messaze thal evening and concluded by
remarking on the crucial issue of why he was
hetter than his two rivals by simply sayving, *AS
FOR ESHETU CHOLE, LET HISTORY
SPEAK." He won the presidency of the day.”
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Food Security & Rural Land Policy : A Discussion

Food Self-Sufficiency & Food Security: A8rief Comment.

Ato Getachew Yoseph
Department of Economics, Addis Ababa University

The 1s5ue cited above presents, among other

things. articles and commentaries/queries on
the subject by researchers, officials of
policy-making government institutions and
several participants. [ congratulate the
panellists and all the others for shering their
views with a wider public and the organisers
too for initiating a tradition of constructive
policy dialogue.

Understandably, the papers are very brief
and as a result one cannot squeeze oul
satistactory answers to questions that may
cross his/her mind in the process of reading
the pieces.

I will therefore start off my queries with
very broad definitions of the notions of food
selt-sufficiency, food security and struetural
food deficiency in order to place the
problematics in the proper context.

Food self-sufficiency refers to the capacity
of a country to produce enough or more to

meet the food requirements of its population
in a normal vear at the aggregate level. Here
distribution or food entitlement is not a
central issue. In other words, food
self-sufficiency does not necessarily mean
that each member of society or household
has access to food. It is possible for a food
self-sufficient or even food-surplus country
to have several million people who either
produce  far below  the minimum
requirements of the household and/or lack
the purchasing power to meet their
requirements. This category of people are
said to be food insecure.

On the other hand, the concept of food
security implies a situation where every
household is able to feed itself either through
purchase from domestic or external supply
and/or self-production. Food security is,
therefore, an overall development issue
while food self-sufficiency is sector-specific
-- specific to agriculture;
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Some writers also make reference to the
concept of structural food deficiency, which
underlies the failure of a country to meet the
food requirements of its population’either
through domestic  production  andfor
comimercial imports on a regular basis.

In light of this contextual background, the
whole thrust of the round-table discussion
appears to revolve around the food
self-sufficiency side of the problem. |
contend this view for two reasons. The very
topic of discussion. namely food security
and rural land policy, has implicitly
narrowed down the problematics of food
seeurity to that of increasing agricultural
cutput which mav arise as a result of
privatisation of rural land. The other
reinforcing factor is that the various
recommendations  advanced by  the
panellists, viz, change in the rural land
tenure system and the envisaged government
strategies of extension services may be
favourable for expanded food production
albeit the fact that the relationship between
privatisation of land and the promotion of

1d
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food security (as defined above) is not
clearly articulated. On the other hand, the
shift from the traditional approach of
extension services, which targeted mainly
the surplus-producing areas, to also reacli the
drought-prone, semi-arid zones and other
vulnerable areas can greatly assist in
promoting food security.

The point [ am trying to make is this. Asin
the topic itself, all strategies that were
mapped out by the panellists are
agriculture-sector-targeted. But the issue of
food security in the Ethiopian context
appears 1¢ be one of an overall economic
development agenda, Had the theme of
discussion not been trimmed to ‘food
security and the land question’, a more
instructive exchange of views could have
emerged. ® But admittedly, Dessalegn has
lightly touched upon the broader issues in
his ¢losing statement. 1, therefore. suggest
that the EEA revisit and follow up the issue
of food security within a broader framework.

Food Security Constraints in Ethiopia:
Some Results from Sample Survey of Three Woredas

Dr. Wolday Amha

This comment has been prepared following
the round-table discussion on "food security
and rural land policy in Ethiopia”. An
attempt 15 made here to provide facts and
figures from sample survey results of three
woredas in Northern Ethiopia, namely,
Habru and Gonder Zuria Woredas in
Amhara region and Ofla Woreda in Tigray
region. A sample of 288 households were
mnterviewed in 1997 to identify and rank
major constraints to food security at
household and village levels.

The sample survey results indicate that land
holding size is the main constraint (84%) for
achieving food security. There are also other
* important constraints such as high prices of

inputs {67.4%), insufficient rainfall (64.2%),
high population growth (62.8%), pest and
disease (35.8%), land degradation (35.4%0),
malaria (33.3%), limited access to credit
(28.8%), etc. which affect the level of food
sceurity.  Although the major problems of
food security are essentially the same in the
three sample Woredas, there are some
variations among Woredas in the ranking of
food security constraints. For example, the
major constraints to food security in Habru
Woreda are insufficient rainfall followed by
land shortage. high population growth, land
degradation and deforestation, pest and
diseases, high inputs prices, abnormal

weed, access to credit, ete. For Offa Woreda
the major constraints are high price of
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inputs, followed by land shortage,
insufficient rainfall, high population growth
rate and instability in output prices. In
Gonder Zuria Waoreda the major constraints
are land shortage, followed by high price of
mputs, malaria, high population growth rate,
insufficient rainfall, pests and diseases,

12
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abnormal weed, ete. The major causes of
food insecurity in rural Ethiopia are
summarised in Figure 1. However, the
causes of food insecurity varied from time o
time and from region to region (the spatial
and time dimension of food insecurity).

Figure 1: Causesof Food Insecurity In Rural Ethiopia
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«he main constraints to crop production are
high prices of input (73%) followed by
insufficient rainfall (62.5%), pests and
diseases (37%), limited access to credit
(32.6%), and low output prices (17.9).
Farmers do not consider the unavailability of
input (fertiliser and improved seed) and
labour as major constraints. There are
differences between Woredas in ranking the

crop production constraints. For example, in
Gonder Zuria Woreda, the main constraints
are high prices of input followed by limited
access 10 credit and insufficient rainfall. In
Habru Woreda, the main problems are
inadequate rainfall followed by pests and
disease, high input prices and limited access
to eredit.  The Woreda level household
constraint analysis will guide policy makers
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to emphasise on micro level mterventions,

'he  major constraints  to livestock
production in the sample Woredas are feed
shortage (60.4%) followed by overgrazing
{53.5%) and disease (16.7%). The problem
of low preductivity of the indegenous
breeds is not felt as a serious problem by the
sample farmers, 10is clear that farmers can
net wdentify such tvpe of problems because
they don't have anv other reference with
which to compare the productivity of their
The ranking of the livestock
constraints are found to be the same n all
the three Woredas.

livestock,

In comparison  with the expansion  of

irrigation, breeding higher vielding varieties
and protecting erops and livestock against
discases, the awareness of policy makers on
what  conshitules  an improvement  in
marketing and  infrastructure in order 1o
achieve fond security Is not given proper
attention, There has been very limited effort
by the development agents, agricultural
experts and policy makers at woreda. zone,
and  killel  levels  in using  market
development as  vital element i the
development process as well as in the whole
exercise of achieving tood security. This has
been reflected o the drafi food security
strategies ol Tigray and Ambara regional

porvermments  drafted o 1997, These
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regional food security strategies have not
given due attention to the development of
regional and inter-regional trade and market
integration as a tool for achieving food
seeurity. The entire emphasis of the food
seeurity strategies s on improving the
production  technology of the drought-
affected regions and increase agricultural
production or availability  within  the
woredis,

The strategies of achieving Tood secunty
should include intensifying the use of the
relatively abundant resources, particularly
land and labour, through the use of modern
input in the packape program (this would
include  packages of crop  production.
livestock, and post-harvest technology )
promeote and expand marketing and market-
ariented 4 production; provide credit to
producers  wishing to  buy  inputs;
maintaining sound macro-economic  and
population policies; hold or lower food
prices through increased production and
reduced cost of marketing; encourage rapid
srowth of small business enterprises that
create jobs; promote agricultural export;
develop supplementary employment/income
schemes; expansion of targeted programs
(for very poor and wulnerable groups);
national health and education interventions,
and developing emergency capabilities.
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ETHIOPIAN JOURNAL OF ECONOMICS VOL. V¥, NO. 1 IS OUT FOR SALE!
This issue contains the following articles:

. The Impact of Education on Allocative and Technical Efficiency of
Farmers: The Case of Ethiopian Small Holders - by Abay Asfaw

Measuring Inequality: An Experience Using Indian Dara - by Bedassa

3 An Analysis of the Extent and Cause of the Technical Efficiency of
Farmers Growing Cereals in Ethiopia: Evidence From Three Regions -

Corppenstedt and Abbi Mammao,

4, The Effect of Changes in Dairy Production Technology on Consumption

and Intra-Household Labor Allocation: A Case Study of Farm 5

Households in North-Western Shoa - by Daniel Mebrat

Boopk Review - by Alemayehu Geda,

Due to printing problems the Book Riview is incomplete, We appologize for this
and want to inform our redears that the full review will appcaﬁn the next issue.
We also urge members to send us their book reviews (if they have any).
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The Ethio -Eritrean Border war and Beyond: A Reflection

Tekalign Wolde Ammanuel

War drums are beaten and national
maobilization aimed at and /or in anticipating
conflict is conducted both in Ethiopia and
Eritrea.  Both have declared their
determination and readiness for a show
down though the Ethiopian government
displayed a high level and internationally
acclaimed prudence and diplomacy while its
Eritrean counterpart proved to be belligerent,
not only by turning down international
mediation but even by indulging in
extremely chauvinistic statements regarding
the Ethiopian people. Undoubtedly , an
unprecedented sense of unity prevails in
Ethiopia now as regards the attitude toward
the border war and the Eritrean government.
Such a unity of purpose has never been
displayed for the last seven years on any
single issue. Why and how such unity at this
point in time should be a subject of
reflection. However, this is something that
we in Ethiopia should ride roughshod over.
I hope the following observation will
provoke debate and /or reflection on the

border war.

The hitherto inter-state as well as local
conflicts and wars in the Horn of Africa have
invariably been generated, instigated,
organized and led by the respective states,
The many border wars between Ethiopia and
Somalia, the various wars inside the Derg's
Ethiopia, Sudan, Somalia, the inter-guerrilla
wars in Eritrea between the ELF and EPLF,
the TPLF and TLF, the TPLF and EPRF,
EPLF/TPLF combined against ELF were all
decided by the respective political elites who
dominated these organization. Despite the
end of the Cold War which inaugurated a
new era of an end to age-old conflicts and
the introduction and proliferation of
political liberalization, the Horn of Africa
still remains to be largely dominated,
directly or indirectly, by forces who
masterminded the above-mentioned local
conflicts. In other words, "civil societies" in
the region have been completely excluded
from having any say in these conflicts.
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Instead, the peoples of the Horn have been
called upon and mobilized as cannon fodder
in wars instigated by the same dominant
forces who subjected them to pelitical and
social exclusion and, at times, to abject
poverty. IT peace has to prevail in the region
and serve as a precondition for development,
this fundamental problem has to be resolved.
There is no other way out.

This leads us to raising the question of
accountahility of the state vis-a-vis conflicts,
No state in the region is accountable to its
own people. That makes arbitrary decisions
made by dictators to prevail and pass
unguestioned. More often than not, these
arbitrary  decisions emanate from the
parochial and narrow interests of the
dictator, Sometimes it is even connected
with the personal interest and taste of the
dictator who claims to be the head of state
and "elected” by his people.

The countries of the Horn are among the
least developed countries in the world by the
standards of the UNDP human development
index. Despite their old history and rich
civilizations, these countries are among the
eight or nine least developed countries. The
region has been beset with conflicts and
witrs for decades. The Somali state has
committed political suicide, the Sudan i3
still in a state of civil war, the basic
contradictions within Ethiopia and Eritrea
Lave nol been resolved yet. Due to these
conflicts. the states adopted a policy of
heavy spending on defense and security
thereby  affecting  investment  on
development. For the last seven years
EPRDE's Ethiopia has been staggering on
the path of social development again with
the exclusion of ¢ivil society from popular
participation in the development process.
Nevertheless, the entrepreneurial "class",
despite the highhandedness of the state's
policies, has been trying to emerge as a
viable social class by investing in the
modern sector. The state of this process is
fragile mainly because of the government's
policy of unfair competition through its
party-based businesses. The current state of
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war with Eritrea definitely affects the
accumulation process of the entrepreneurial
class because war creates a situation of
uncertainty. The same holds true for foreign
investors. Ethiopia and Eritrea did much to
attract foreign investment. However the two
countries have an unfavourable climate for
foreign investment. On top of this the |
current war brought back the same old
obstacle for foreign investment : insecurity!
Who is going to invest in a country where
cluster bombs are dropped on cities? One
other sector affected by insecurity is tourism.
Ethiopia had a big chance to revive its
potential to attract tourism provided that it
came up with inviting immigration policy
and laying down the necessary
infrastructure. It has failed so far to provide
that, and the war definitely will dash that
hope further, %

Having said that, it will be injustice not to
pinpoint the kernel of the problem in the
current conflict. Let there be no doubt that
the president of Eritrea, Issayas Afeworki, is
the culprit. It is difficult to understand the
causes of the conflict without making an
autopsy of the living pharach of Eritrea an
undertaking which is beyond the scope of
this paper . However, it is still necessary to
characterize the person even in a summary.
The Eritrean pharach is as ruthless as
Mengistu Haile Mariam when it comes to
wiping out his opponents or even people
who have a different viewpoint. One can cite
so many instances from 1973 onwards when
he massacred a group within the EPLF (then
ELF-PLF) called the Menka led by
ex-members of the old Ethiopian student
movement who joined the ELF-PLF thinking
it was more progressive than the old ELF.
Internationalist militants such as Yohannes
Sebhatu, Afework Teklu, Tesfu Kidane and
many others were murdered in cold blood
because they sought changes and more
transparency  within  the  ELF-PLF,
Secondly, lIssayas is a dictator like any
dictator in Africa, such as Idi Amin, for
instance. He runs the Eritrean government as
ke used to run the EPLF, Le. in a military
fashion where there is no discussion but
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bowing to commands prevail. Those who
entertained a different viewpoint were
systematically  excluded from  the
government, including high officials with
intellectual bent. Issayas is like the black
widow spider which stings her partner to
death after intercourse. There has never been
any long-standing friendship between
Issayas' EPLF and any other organization or
sovernment. [nstead, he has turned his back
against all who were his friends at one point
or another. He is in conflict with all his
neighbours, including Yemen across the
Red Sea. This attitude emanated from a
sense of self-righteousness which is a typical
characteristic feature of many EPLF cadres.
He is a jingoist and belligerent through and
through. With his mentality of solving any
and all outstanding problems by force, he
often resorts to "solving" such problems
using violence. No wonder he has rejected
all diplomatic and international mediation
attempts so far. He resembles Mengistu
Haile Mariam a great deal in this respect too.

It is with this kind of person in Asmara that
the EFRDF was dealing. The dispute on
Badema is not new, The TPLF clashed with
the old ELF on this, a conflict which the
EPLF inherited. It shouldn't come as a
surprise if there is dispute, What surprised us
is the method used to "solve" the dispute.
Eritrea and Ethiopia should probably be the
last countries to resort to any kind of
military conflict as they both have bled
heavily because of the prolonged armed
conflict which perpetuated their respective
poverty and underdevelopment. The people
of Tigray for instance haven't seen any peace
since what passed in Ethiopian history as the
Era of the Princess. Major wars in Ethiopia
history were in most cases fought in Tigray.
Tigray never had any peace for over a
century and half. By starting the current
military conflict Issayvas has committed a
great blunder not only against the
peace-loving peoples of Ethiopia and Eritrea
but eventually against his own government
and power base too. Sooner or later, it will
hoomerang on himself. For some time now,
we have been subjected to a propaganda
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generated from Washington about the
emergence of "a new breed of African
leaders" and in "African renaissance".
Definitely, that has to hit rock bottom by
now for this expression has no basis
dominated by
these "new breed of African leaders" are so
repressive that civil society in their
respective countries is excluded comple'ely
from politics, the economy and the
development process in general. What else
have the old guards of African leaders done?
If there have to be a new breed of African
leaders we need Mandelas who stand up to
the hegemonic forces who dominate this
world and who open up the space for the
development of their civil societies. If we
have leaders who are committed to such
fundamental policies we can have a new
breed of African leaders. Calling cold
blooded mrderers and dictators such as
Issayas as a new breed of African leaders is
an insult to the intelligence of the African
people.

In lieu of a vision, we have to say a few
words about what needs to be considered
beyond the current crisis, If we have to avoid
such kind of conflict and war in general and
concentrate our efforts on development,
accountability of the state to civil society is
the absolute precondition. There can be no
peace or development if civil societies in
both countries are not empowered to make
accountablility of their states a reality. That
is the only sure guarantee, for peace cannot
be guaranteed by negotiated settlements
between governments unless civil societies
in both countries develop and are
empowered- a process that makes interaction
and friendship that leads to active solidarity
between the two peoples an inevitable
component of the process of globalization
from below. Give this space to civil societies
and they will perform miracles to guarantee
peace and success on the tracks of social
development.

From what prevails in Ethiopia, the EPRDF
is facing a golden opportunity for the second
time in seven years to pacify this country
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and contribute to its development. But it has
to be able to see and read this opportunity in
an unblinkered way, be realistic and open up
the gate for civil society. The national
unity/euphoria prevailing now in Ethiopia,
without going into the question of whether it
is/can be negative or positive in the final
analysis, is the golden opportunity. This is
an excellent opportunity for the government
to review its outstanding policies that
divided this country and isolated the
government from society. Never is it too
late. We are not too developed to change.
On the contrary the current policies haven't
produced the desired results of development,
national harmony, and unity that we are
bound to review them. This is absolutely
natural and mature,

I'he EPRDF, like many governments, tries
to show to the world that it is democratic by
resorting to periodic elections. However, the
central problem in this country is not really
who is in power but how much space that
power gives to civil society and its
development strategy. The current demands
of civil society in Ethiopia are mot short of
interest in political power, whith the EPRDF
government should have granted . not today
or yesterday but seven vears ago. The
participation of civil society in the
development strategy, the country’s political
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structure, and other fundamental issues
should be the order of the day. Changes in
policies which divided the Ethiopian society
with impact on the development process,
ethnic policies, broad democracy and
unrestricted space for civil society's
participation in the development process, an
economic policy which disengages the
state/party from intervention in the economy
but  assume a  regulatory  role.
democratization of the bureacucray with
efficient management are the most
outstanding issues that need to be tackled in
this country. The golden opportunity we
mentioned above is not tantamount to
supporting the EPRDF, as both Ato Meless
and Ato Abay Tsehaye claimed recently. The
support and readiness to sacrifice 1s for the
unity and territorial integrity of the country
that was violated by the pharaoh of Eritrea.
Let the EPRDF seize the time and the
opportunity and engage itself in a national
reconciliation and open up dialogue with
other political groups and civil society on the
outstanding problems that we mentioned
above. As we violently oppose [ssayas's
aggression, the anit-thesis internally is a
rigorous democracy. If we miss this
opportunity again, by the next opportunity
-if there is any at all-Ethiopia as we know
her may not exist,

Economic Issues / Information

A Brief Look at Ethiopia's Exchange Rates Policy

Ato Samson Gebre Michael
Post-Graduate Programme, 1998, Department of Economics,
Addis Ababa University

Following the economic crisis that affected
the Sub-Saharan Africa (SSA) from the

second half of the 1970's, the unification of
exchange rates (official and parallel rates)
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which eliminated the parallel market has
been a major policy objective for reforming
African countries,

This economig crisis resulted in adverse and
persistent terms of trade (TOT) shocks,
drained the foreign exchange reserves of
many of the SSA countries, and brought
their exchange rate regime under pressure.
These countries were defending their
overhauled exchange rates by rationing
foreign exchange with the imposition of
maore stringent capital and import controls.

One consequence of this was the emergence
of parallel markets in foreign exchange.
These markets have shown a tendency to
expand rapidly. So the question remains
how a sustainable unification of multiple
rates might be achieved. Flexible exchange
rate arrangements to this end have
characterised most of the IMF and World
Bank ef al.. supported programs since 1983
(Quirck et al. 1987).

Ethiopia was pursuing a fixed exchange rate
regime until the introduction of the auction
system for foreign exchange in May 1993,
This has caused an overvaluation of the
currency (the Birr) and resulted in lack of
competitiveness in  international  trade.
Furthermore, it paved the way for the
flourishing of a parallel market for foreign
exchange, in  which a considerable
transaction has been carricd out.  This,
coupled with strict control on  fareion
exchange. forced importers to use the
parallel market to finance their imports.
Thus. the economy of Ethiopia was
characterised by a large parallel market for
foreizn exchange before the introduction of
devaluation and the auction market for
foreign exchange. The parallel market
premium (defined as the ratio of the parallel
market rate to the official rate minus one)
remained high. The presence of sizeable
parallel market with sustainable premium,
such as the one that existed in Ethiopia, has
important macroeconemic implications,

In order to solve this and related problems,
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therefore, Ethiopia has been implementing
the structural adjustment program (SAP)
since 1992. One aspect of this program is
the liberalisation of the foreign exchange
market in the process of trade liberalisation,
So exchange rate policy and the allocation
mechanisms affecting the availability of
foreign currency to economic agents play an
important role in shaping the structurt of
incentives. Besides, the principal objective
of exchange rate liberalisation was the
unification of the multiple exchange rates
into a single rate, or at least to narrow
significantly the gap between the different
rates.

Ethiopia has taken the first step of unifying
the official & unofficial exchange rates by
introducing devaluation of the Birr (the legal
tender) inDctober 1992 and started using a
market determined allocation mechanism for
foreign exchange (Forex) through an auction
system in May 1993, This allows the scarce
foreign exchange to be utilised in a better
way. In Ethiopia, avctions were used to be
held every fortnight when the system was
started.  Later a weekly auction was
introduced on July 27, 1997, The Dutch
auction system (where one gets al the price
that he/she quoted) has been in force since
the beginning of the system in May 1993,

The objectuve of introducing the auction
system is to determine the exchange rate by
market forces, to achieve the unification of
the different rates and to increase the
government revenue by bringing all dealings
in Forex to the official/legal market.

The source of funds for the auction are
export earnings and external loans and
arants. The nature of the bids is that of retail
auction where private and public sector
importers are the potential bidders for final
use except for a few commercial banks.

The process of liberalisation of the
exchange and trade controls, the nature of
the auction design, the soundness of
monetary and fiscal policies jointly
determine the stability of the exchange rate,



Volume I July 1998

and the pace and speed of unification of the
official and parallel exchange rates.

It seems that Ethiopia (to be specific, the
National Bank of Ethiopia) has benefited a
lot from the experience of African countries
and has drawn important lessons and
amended the existing rules and practices
from time to time. The Ethiopian Forex
auction system has witnessed a number of
changes and amendments in rules and
regulations since its introduction in May
1993, During the past five years of the
auction system, the abolishment of the
Franco-Valuta and the negative list for
imports are two notable changes among
others which have considerable impacts on
the parallel rate thereby affecting the auction
marginal rate. Restrictions were imposed on
items to be imparted on those licensed
bidders. These items were contained and
indicated as a negative list for imports in the
customs documents. But this list was totally
abolished, with the exception of used
clothes, on the 86th auction that was held in
July 1996.

The requirement of 100% blocking of the
invoice value in the Ethiopian auction
system was gradually reduced to 25% and
later to 2% as a bid bond. This and the
bolishment of the negative list for imports
with the exception of used clothes have
attracted importers to participate in the
suction market. Two of the interesting
features of the Ethiopian auction system are
that the authorities have achieved the
unification of the official rate and the
marginal rate in July 1995 and the
unification of the parallel rate and the
auction marginal rate in January 1998 on the
165th auction. These achievements have
nelped to widen the market and allowed
more and more importers to use the auctinn
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Though the process of auctioning is not yet
completed, there have been stable rules with
gradual amendments. The informational
content of the auction reveals that the
pre-announced supply is found to be in
accordance with the rules of transparency.
There is no reserve price that reflects the
authorities’ valuation of a unit of foreign
exchange below which they are unwilling to
sell. Publication of the nature and/or number
of bidders/composite bids are not yet
undertaken. Composite bid means listing
each importer's bid by quantity, price, and by
use so as to create confidence through
improvement in transparency. Though the
pre-announced supply of Forex is helpful to
reduce the problem of asymmetric
information iththat bidders can take their
own valuation of the probability of getting
the required amount at the quoted price for a
unit of Forex, the level of transparency
required by auction theories is not yet
achieved.

Given the above conditions, the major
research areas that one can address are the
pace with which the unification of the
different rates can be effected, the problem
of widening the foreign exchange market for
efficient allocation of the scarce Forex, the
problem of identifyving the factors that affect
the determination of the marginal exchange
rate and arriving at a clear understanding of
the process by which the equilibrium rate is
determined. Moreover, to assess the extent
to which exportation of primary agricultural
exports contribute to  the supply of
auctionable [unds and examining the
sustainability of financing the auctionable
funds are interesting areas of further
research.'

; Editor’s Mote. The post graduate programme of the Department of Economic (AALY has two detatled studies on Ethiopian
Auction System (Genet 1995 and Samson 1998). There are also a number of BA level works, Relevant institutions!
researchers can consult these materials. One can contact either the Dept. of Economics or Dr. Alemayehu Geda directly.
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Major Economic News in the-Last-TiifbﬁMﬁjnths

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

In a panel discussion organised by the
Ethiopian Economic Association, H. E. Ato
Meway Gebreab, Economic Advisor to the
Prime Minister with the rank of minister,
confidently asserted that the country
(Ethiopia) has already completed stabilising
the economy (Addis Tribune, 283, March 8,
1998,

Fhs
The GTZ open self-fund (FTZ-OSHF), a
bilateral development project of the
Ethio-German Development Co-operation,
announced that it has diversified its activities
to help Ethiopians help themselves (Addis
Tribune, 290, April 24, 1998).

FhEs
Mr. Mats Sevensson, Counsellor at the
Embassy of Sweden, announced that
Sweden's assistance to Ethiopia would be m
the form of partnership in which the donor's
role is limited to financial allocation and
consultancy (The Reporter, Vol. 1I, 80,
March 18, 1998).

LE & & ]
The general manager of the Ethiopian
Investment Authority, Ato Tadesse Haile,
disclosed that the newly revised investment
code will have new investment provision - it
will allow all Ethiopians with foreign
passports and citizenship to be treated as
domestic investors (The Reporter, Val. I,
79, March 11, 1998),

kkkk
The Disaster prevention and Preparedness
Commission (DPPC) urged the integration

of relief with development activities in a bid
to alleviate dependency (The Reporter, Vol.
I1, 81, March 25, 1998).

EEKF
Emissigh from wvehicles, factories and
mechanised farms are increasingly menacing
the Environment Protection Authority said
{The Ethiopian Herald, Vol. LV, 170,, April
l, 1998).

Lk
Mr. John Verker, Britain's Permanent
Secretary of the Department for International
Development, visited Ethiopia from March
31 to April 3, 1998, He recently stated that
the United Kingdom has interest in involving
itself in different development activities in
Ethiopia (Addis Tribune, 288, Aprl 10,
1998).

*E5
The draft study on the Mereb Basin
Integrated Development master plan has
been finalised (The Ethiopian Herald. Vol.
191, April 28, 1998),

*kEE
A geological expert said that a thick deposit
of coal, which could be used in the
manufacturing of fertilisers, power
generation and for fuel is found in various
parts of Ethiopia (The Reporter, Vol. 11, 80,
March, 1998).

FEEF

I1. SOCIO-ECONOMIC

The Central Statistical Authority (CS5A)
disclosed that the total number of the
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Ethioptan population at present stood at
58.652.158 (The Reporter, Vol. TI, 85, April
22, 19938,

+ o
115 million Birr has been éarmarked to
imtroduce expansion projects in the area of
higher education in the country, the Ministry
of Education announced (Addis Tribune,
288, April 10, 1998),

HEER
Maternal mortality rate in Ethiopia, which is
ane of the highest in the world, can be
[owered through effective utilisation of
health facilities and resources available in
the country, a professional in the Ministry of
Health said {The Ethiopian Herald, Vol
LIV, 152, March 11, 1998),

Hk

II1. AGRICULTURE

The national Fertiliser Industry Agency
stated that it will be providing farmers with
511,556 tones of fertiliser within this
Ethiopian calendar year (Addis Tribune, 287,
April 3, 1998).

FEEH
The United Nations World Food Program
urged the international donor community to
make contributions for hundreds of
thousands of Ethiopians devastated by
drought and poor harvest (Addis Tribune,
288, April 10, 1998).

N
Ethiopia’s  National Fertiliser Industry
Agency has initiated a 230 million US
dollars  worth  project geared towards
eradicating tood shortage in the country the
agency announced (Addis Tribune, 283,
April 10, 19980,

EkEE
The administration for food security reserve
says that it is close to achieving its five years
target of 307,000 metric tones of grain

reserve (The Ethiopian Herald, Vol LIV,

165, March 26, 1998).

*® % k&
The Administration for Emergency Food
Reserve has expressed plan to build 16
warehouses capable of storing 800,000
guintals of grain (The Ethiopian Herald, Vol.
LIV, 167, March 28, 1998).
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XD

An estimated 15 billion Birr is required to
restore 1.5 billion tons of soil that is being
eroded each year in Ethiopia, announced the
Ethiopian Soil Science Society (Addis
Tribune, 283, March 6, 1998).

L
Ethiopian farmers' demand for fertiliser
grows by 15 percent per year, leaving the
country's supply worth 567 million Birr far
behind (Addis Tribune, 290, April 24, 1998).

T
The FAO (Food and Agricultural
Organisation) estimates that Ethiopia's grain
production in 1997/98 from the main crop
season will decline by nearly 26 percent
from about 11.8 million metric tons (MT) in
1996/97 to about 8.8 million MT in 1997/98
(Addis Tribune, 287, April 3, 1998).

LR E
Ethiopia's gNalional Fertilisers Industry
Agency announced on February 28 that it
has deregulated the pricing of fertilisers in
Ethiopia {Addis Tribune, 283, March 6,
1998).

K
The National Fertiliser Industry Agency said
25-30 percent of the Ethiopian farmers use
fertiliser - over 325,000 tons of the chemical
had been imported this year (The Reporter,
Vol, I1, 82, April 1, 1998).

YTt
Prime Minister Zenawi said that belg
season rain shortage has not resulted in as
much as food problem as was anticipated,
and that whatever difficulty was
experienced in this area was successfully
countered through central government
subsidisation and foreign donations (The
Ethiopian Herald, Vol. LIV, 148, March 6,
1998).

EhEs
The Council of Ministers says that the vast
animal resource of the country remains
untapped largely due to lack of modemn
technology, market network and veterinary
diseases which are taking their toll (The
Ethiopian Herald, Vol. LIV, 173, April 4,
1998).

EE LA

IV. EXTERNAL ASSISTANCE
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The Economic Commission for Africa
(ECA) signed a "contribution agreement”
amounting to 200,000 Canadian dollars with
the Canadian International Development
Agency (CIDA) on April 3, 1998 (Addis
Tribune, 288, April 10, 1998).

E¥FEE
An agreement for financial assistance,
amounting to Birr 450,000 (C§ 100,000) and
a donation in kind of a field vehicle was
signed on April 8, 1998 between Canada
and the Government of Ethiopia at the
Women's Affairs Office of the Prime
Minister { The Tribune, 288, April 10, 1998)'

*EEE
The US Agency for International
Development (USAID) transferred US$
8.000,000 to the Federal Government of
Ethiopia out of a projected USE 50 million
budgetary assistance through the basic
education system overhaul program (The
Ethiopian Herald, Vol. LIV, 103, March 24,
1908).

¥EEWF
On March 30, Ethiopia and the United States
signed a food security agreement worth US$
9.9 million. The amount will be used for the
purchase of approximately 40,000 metric
tons of wheat (Addis Tribune, 287, April 3,
998,

EE S £ 3
A 60,000 metric tons of emergency food aid
agreement was signed between the Disaster
Prevention and Preparedness Commission
and the World Food Program (WFP) (The
Reporter, Vol. I, 82, April 1, 1998).

£E¥F
Mr. Heitko Warnker, the German First
Secretary of Development Co-operation said
on Monday that Germany has increased its
food aid to Ethiopia by 9,000 metric tons
(The Reporter, Vol 11, 82, April 22, 1998).

® ok E
The United States Agency for International
Development (USAID) has donated six
vehicles and truck worth USS 336,636 to the
Ministry of Health (The Ethiopian Herald,
Vol. LIV, 101, March 21, 1998).

* R E
The United Nations Development Program
(UNDP) acting representative, Mr. Henric
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Olsen, said that his organisation extends up
to USS 30 million to Ethiopia annually in
support of its capacity building program
(The Ethiopian Herald, Vol. LIV, 184, April
9, 1998).
EETs

The governments of Ethiopia and Sweden
signed a co-operation agreement to
undertake 22 development and research
projects. According to the agreement, the
Swedish government will spend Birr 39
million on projects (The Ethiopian Herald,
Vol. LIV, April 22, 1998).

EhkE

V. TRADE

A new strategy which looks into ways of
boosting foreign trade is in the pipe line, the
Trade and Industry Ministry announced (The
Ethiopian Herald, Vol. LIV, |80, Apnl 14,
1998), %

WEE¥
Tea development activity in Ethiopia was
significantly contributing to the overall
efforts of increasing the foreign currency
earning in the country, the manager of the
Coffee and Tea Authority announced (The
Reporter, Vol. I, 19, March 11, 1998).

LE LS ]
Ethiopia said that improved market prices
would save more that 3,000 tons of coffee
previously lost annually 1o illegal trade in
the southern growing region of Bale (Addis
Tribune, 285, March 29, 1998).

ERE
On March 3, the manager of the Ethiopian
Coffee and Tea Authority said that Ethiopia
eamned USE 144 million from coffee exports
in the first six months of the year 1997/98
(Addis Tribune, 283, March 6, 1998),

EE L E ]
At the beginning of the year, 726 Ethiopian
traders engaged in trade with Eritrea were
issued trade licenses ( Addis Tribune 283,
March 6, 1998),

e 1 ]
United States Ambassador David Shinn will
represent Ethiopia on a reverse trade mission
in the United States {Addis Tribune, 289,
April 17, 1998).

LR L
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V1. PUBLIC REVENUE

I'he Ethiopian Customs Autherity reported
that it collected over 1 billign Birr from
various sources within the ferst half of the
current  Ethiopian budget: .year (The
Ethiopian Herald, Vol. LIV, 148, March 6,
1998), i
W EW

The Northern Region Cuspms Office
announced that it has cnll&c@#ﬂﬂ Birr 25
million in revenue from income tax and the
sale of contraband goods over the past six
meonths (The Ethiopian Herald,Vol. LIV,
143, March 3, 1998),

kR

VII. CREDIT

On Wednesday, April 15, Ethiopia and other
developing  nations  called on  the
[nternational Monetary Fund (IMF) and the
Waorld Bank to accelerate the pace of debt
relief to states undertaking strong reform
{Addis Tribune, 289, April 17, 1998).

T
Prime Minister Meles Zenawi disclosed the
country’s readiness to negotiate on the debt
it owes to Russia during a discussion he held
with the Russian Actmg Health Minister Dr,
Tatvina Dimetrieva {Addis Tribune, 287,
April 3, 1998).

W

VIIL FINANCE

Unconlirmed report states that the vehicles ane very old.

Issue No.4

Prime Minister Meles Zenawi admitted that
because of the failure to negotiate an
agreement with the IMF, the later's balance
of payments support to Ethiopia has been
discontinued, adversely affecting the
country’s public finances (Addis Tribune,
284, March 13, 1998),

[X. INVESTMENT

On the second day of Addis Forum, March
9, in a session devofed to investment
opportunities in Ethiopia, Ato Neway
Gebreab, Chief Economic Advisor to the
Prime Minister of Ethiopia, told foreign
investors that he would like to see foreign
investments on a large scale (Addis Tribune,
284, March 13, 1998).°

X. BUDGET

L |
The Ethiopian Road Authority has expressed
plans to allocate US$ 2.75 billion for the five
vear road development sector program (The
Reporter, Vol. I1. 86, April 29, 1998).

¥F X

The Council of Ministers has passed
deeisions concerning budget adjustment,
demand for supplementary budget, electric
tariff and amendment on the Ethiopian
Djibouti Railway Accord (The Ethiopian
Herald, Vol. LIV, 161, March 21, 1998).

* Editor's Note: By the time we went 1o printing press the two parties announced their agreement.
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The EthiOpian E conomic Association
Hompage

DO YOU KNOWTHAT Ei".ﬂn HRS L&UNCHED ﬁ

HOME PAGE ? |
YES IT HAS t THANKS TO ATO BERHANU BEYENE, DUR

(CM&D&}

COMPANY NET NATION WHICH IS HOSTING THE PAGE.
VISIT OUR HOME PAGE AT
HTTP://EEA.ETHIOPIANONLINE.NET/

BE PATIENT, THOUGH,

FOR MOST OF OUR HOME PAGE SECTIONS ARE
UNDER CONSTRUCTION.




