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EDITORIAL

It is now seven months since the conflict between Ethiopia and Eritrea started following the forced
occupation of Ethiopian territory by Eritrean forces. The prablem seems to have eluded any kind of
solution to the satisfaction of both parties. All the various peace initiatives starting with the U.S.-
Rwanda proposal up until the recent OAU peace formula has been accepted by the Ethiopian side
while being automatically rejected by Eritrea. Save for the Lake “shuttle diplomacy”, whose content
is the best kept secret in contemporary diplomacy, there is nothing in the horizon by way of peace
iMtiative that would make us hope that the conflict could be resolved without resorting to full scale
~ar. In the mean time citizens are anxiously awaiting the outcome hoping to quickly get back to their
normal life that has been disturbed by the mindless adventurism of Eritrean rulers.

As Ethiopians and Ethiopian economists, this is an issue we care about very deeply concerned
because we realize the potential damage that war could cause to our economy and society. Last July
in volume I, no. 4, of Economic Focus, the editorial stated “As economists we strongly feel cthat the
economies of both countries cannot afford another round of régional conflicts although we believe
the effect will be worse on Eritrea than Ethiopia. The effect of war on national economies, especially
in countries that have no armament industry and have to use scarce foreign currency to acquire
them, is not limited to the actual loss of life and destruction of property thac directly ensue from ic.
The psychological effect that war has on domestic and foreign investors, on foreign tourists and the
tourism industry in general, the general sense of instability it creates are very serious, with enduring
effect on poor economies.” The Ethiopian Economic Association, in its last general assembly
essentially endorsed this statement and called for a peaceful solution to the conflict to avoid the
serious economic costs that would naturally ensue from the conflict escalating to a full-scale war.

To look at this issue more closely, the EEA organized its last round table on “the economics of the
Ethio-Eritrean conflict." Three papers were presented on this round table. It is around these papers
that this issue of Economic Focus is organized. We have printed all the three papers in full here.
Srook Debebe argues that although the conflict has disrupted some of our economic activities and
created some uncertainties, the fundamentals of the Ethiopian economy are still sound. He is
confident that the government will pursue its development program along with protecting the
sovereignty of the country adequately. Berhane Mewa sees an opportunity in this conflict that the
government should cease for good use. The unity observed amang Ethiopians of various ethnic
identities and political affiliations owing to Eritrean aggression, he believes, would further strengthen
the reconciliation and national unity of Ethiopians. Berhanu MNega suggests that the current
stalemate could be economically more costly if it continued indefinitely than getting into a military
conflict with Eritrea and win decisively. There are enough controversial points raised in these
papers. We hope these issues will provoke animated debate among our readers,

In our last Economic Focus, we presented a short Amharic article on the performance of the Ethiopian
macroeconomy. One of our readers reminded us that we have assumed that all our readers are
equally conversant on economic issues and that we should first present the basic methodology
employed in generating the national income data that was presented in that article. We thus have
included in this issue Getachew Adem's Amharic presentation of the basic concepts invelved in
national income accounting and the methodology used by Ethiopian authorities to generate the data.
We have also included two articles one by Andrew Danino on the process of privatization and its
uses based on IFC's experiences elsewhere. Another article by Berhanu MNega visits the issue of the
size of firms and international competition in relation to history of economic ideas and as it relates to
current Ethiopian conditions, This issue of Economic Focus also includes cur regular features of letter
to the editor and Economic NEWS and issues. . &
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The Economics of the Ethio-Eritrean War

THE ECONOMICS OF THE
ETHIO-ERITREAN WAR

By
“ Brook Debebe

Vice Minister of Trade and Industry

Paper presented at a Panel Discussion organized by the Ethiopian Economic Association

In 1981, at the demise of the Derge
Government, the Transitional
Governments both in Addis Ababa
and Asmara inherited what can
technically be defined as a single
gconomy. The two countries had:

* An integrated (inter-linked)
socio-economic structure,

=  Similar fiscal policies, and most
of all,

= A currency common to both.

The two governments concluded,
logically as it were, that the only
good thing to do was to work
together to bring about more
ecanomic and social integration by
reinforcing the positive conditions
that existed and by removing
drawbacks.

it was the hope of many in both
countries that the factors that
remained uniting would be
maintained, nurtured and expanded
by both governments to lead to the
unity of tha two brotherly pecple. A
prolonged state of tolerance of a
situation, which benefited the
Eritrean side more than Ethiopia,
followed. However, Eritrea reverted
te the introduction of a new Eritrean
currency. They did that on their
own free will, wishing to follow
independent and different fiscal and
monetary policies. The Ethiopian
Government, accepting the decision
of the Eritreans, devised a new
policy governing trade ties with
Eritrea. The Eritreans on the other
hand wanted to impose thair
version of policies on Ethiopia,
maintaining that the two countries
should use bhoth currencies to
-Vol.| No.&6 / December 1998
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conduct their trade, This was not
acceptable to the  Ethiopian
Government.

Some of the conditions, which
existed before the Eritreans invaded %
and occupied Ethiopian territory,
can be viewed in two phases. The
first phase was between May 1991
to October 1997, and the second
November 1997 to May 1998,

Prior to the introduction of the
Eritrean currency, the two countries
agreed to use the same currency,
the Birr, and to allow free
movement of goods and services
except exportables and imports
from third countries. Frequent
exchange of delegations to
deliberate and discuss specific
economic issues had been
conducted within this framewaork.

While attempts were being made to
streamline matters, differences
started to surface. Here are some
examples that occcurred some four
years back.

= The charges for the use of the
refinery at Assab increased to such
high levels that it became obvious
that the situation was
disadvantageous to Ethiopla. The
Eritreans refused to look into this
and other related problems.
Ethiopia opted to import refined
petroleum products at cheaper cost
and tha refinary had to be closed,

. Port authorities continuously
tampered with the agreement on the
utilization of the Assab Port. The
unilateral increases in  tariffs
eventually made the port one of the
most expensive in the world in

addition to the bureaucratic and at
times difficult procedures and
restrictions imposed. The condition
prompted many importers and
exporters to revert to the use of the
Port of Djibouti, The Djibouti
government grabbed tha
opportunity and streamlined the
port  procedures and reduced
service charges. This resulted in
the further avoidance of the Assab
Port by Ethiopian businessmen. As
a result Eritrea lost revenue,

= Ethiopia also took other
measures which curtailed Eritrea's
benefits over Ethiopia. Eritrean
trucks which were operating in
Ethiopia outside the agreed route
were forced to abide by the
agreement. The sale of logs to
Eritrea was stopped when it was
discovered that the Eritreans
exported them to third countries.

= In spite of the Eritrean
Government's subtle but more and
more obvious schemes to use the
Ethiopian market as a supplier of
raw materials and labour and an
exclusive area for their
manufactured products, the
Ethiopian economy started to show
strong signs of growth and stability.
Sectors such as textiles, leather
garments, phammaceuticals, etc.,
which the Eritreans assumed were
their comparative advantage areas,
proved to be otherwise. After the
introduction of the Makfa In
November 1987, economic relations
between the two countries furthar
deteriorated. The position of the
Eritrean government was that Nakfa
and the Birr be on a one to one
{parity) exchange rate and be used
in both countries. ©On the other

Ethiopian Economic Association



Economic Focus
A AhTEEnN

The Economics of the Ethlo-Eritrean War

E
— D R —

hand, the Ethiopian position was,
given differences in monetary and
fiscal policies, trade between the
two countries should be undertaken
in acceptable convertible
currencies as was the case is with
other neighboring countries, Thus,
no agreement was reached as the
Eritreans refused to accept the
Ethiopian position. The impact of
this on both countries was the
following:

* Trade in commodities, except
salt, literally stopped between the
two countries,

= Ethiopia was paying in hard
currency to Eritrea for services at
the Assab port, and

= Currency transfers to Eritrea by
Eritreans residing in Ethiopia and
smuggling were curtailed,

The negative impact of these
conditions on the Eritrean economy
could be greater than on the
Ethiopian economy. Many scholars
and political scientists conclude
that this is the reason that
prompted the Eritrean government
to invade Ethiopia.

The situation after Eritrea invaded
Ethiopia can be summarized as
fallows:

= The standing army of Ethiopia
was small compared to many
African countries. To enhance the
defense of the country, the
government had to recruit new ones
and call for volunteers, This had
and will continue f{o  have
budgetary effects,  although the
deficit did not so far exceed the
target for the year.

= Goods Imported by the
government and the private sector
were impounded at Assab port by
Eritrean authorities irrespective of
the existence of international
agreements prohibiting such action.

* The shift to the port of Djibouti
was rather smooth and cost
effective but Eritrea lost hard
currency earnings as a result of
Ethiopia's move.

*  The last five months import and
export levels have been conducted
efficiently and cost effectively,
Investment both domestic and
foreign has not been as bad as
most expected. Inflation is still
quite low,

= Ethiopians forcefully evicted
frem Eritrea and from the border
areas have to be taken care off.
This has additional cost to the
country.

For economic development, peace
and security are a prerequisite at
national, sub-regional and even at
regional levels, Although peace
and stability are still  firdly
prevailing, the fact that the
Eritreans continue to  occupy
Ethiopian territory by force creates
a negative view on the sub-region.

In a world where the attraction of
investment is becoming very
competitive, such uncertainty in the
sub-region is by no means helpful
and will prove damaging to all
countries unless resolved quickly.

The situation between Ethicpla and
Eritrea for about five months is no
peacs, no war, This has created a
sense of uncertainty both on
demestic and foreign businassmen.
Military preparedness has a cost
and is difficult to maintain over a
longer period without sacrificing
economic development. Unless the
Eritrean government accepts the
peace propesal and withdraws from
Ethiopian terrnitory, Ethiopia will be
forced to take the unwanted, but
necessary step to remove the
Eritrean forces from its territory.

Such a belligerent situation has
economic implications whether the
stalemate continues or fighting is
resumed, The economic effect of

both is the same but differs in
intensity. Military budget will
inevitably be higher in times of war
as compared to peacetime. This
will result in strained budgetary
conditions for infrastructure such
as health, education, roads, etc. In
order to minimize the harm, the
Government of Ethiopila may

introduce temporarily some
measures both fiscal and
otherwise. In the long list of
possibilities, such measures as

introduction of new taxes on non-
basic products, borrowing from
banks, reducing or down-scaling or
postponing development programs
could be included. One logical and
possible option would be to
increase the revenue collaction
capacity of the concerned offices.
This effort, coupled with increased
economic activities to bring about
more taxable revenue in the private
and parastatal sectors, can
contribute significantly. It is also
true that some resources could be
salvaged from stringent control of
expenditure and proper utilization
of project funds.

The experience so far has shown
that the Ethiopian public is in the
most certain and real fall back
position. With a more coordinated
and publicized approach,
considerable resources can  be
raised from the public.

As noted "undertaking a war is a
full time job. Tackling development
issues js also a full time job.
Undertaking both at the same time,
if not impossible is challenging.
The government is committed to
implement its economic program at
a higher rate than last years even if
war breaks out. We all know war is
an exXpensive exarcise but
encroachment by a foreign country
on’ our naticnal integrity and
security does not lend itself only to
economic cost-benefit analysis.

Thl is the last issue of the first volume of Economic Focus. While we are proud to have successfully
| completed our first year, we hope your support and contributions will continue to make Focus an even
‘better maga:lne. S0 please write tu us about what you think about our magazine and where it needs

| improvement.
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THE ECONOMICS OF THE
ETHIO-ERITREAN CONFLICT

By
Dr. Berhanu Nega

Paper presented at a Panel Discussion organized by the Ethiopian Economic Association

1. Economic Relations
between Ethiopia and
Eritrea before the conflict

The economic relationship between
Ethiopia and Eritrea before the
introduction of the new Eritrean
currency Nacfa was very close and
not inimical to the interest of
Eritrea. The warious agreements
between the two countries include a
trade agreement, an agreement on
the use of the ports, transport and
communications, investment and
banking and the use of a common
currency. In the area of trade where
detailed agreements were in force,
commeodities produced in  one
country can be transported to and
sold in the other country without
any customs duty. (With the
exception of commodities that are
known to be important foreign
exchange earmers to each country
such as coffee, hides and
skins...etc. for Ethiopia.)

The agreement also stipulated that
the former Ethiopian birr would
serve as the medium of exchange
for the ftrade between the two
countries. It was also agreed that
commadities that are imported from
a third country could pass to its
final destination in transit through
gither one of the countries without
paying duty. For all practical
purpeses the combined effect of
these agreements for Eritrea was
that it provided Eritrea with the
needed political independence
while at the same time providing the
economic benefits of being part of a
larger  economic  entity. Far
Ethiopia, access to the sea was
guaranteed from this agreement in

4Vol.1 No.& / December 1998

addition to ensuring a friendly
neighbor in the North.

These agreements seemed to have
served both governments well until

the introduction of the Nacfz %

Whatever disagreement existed in
the negotiating table, we have not
heard any official complaint from
either party about the unfairness of
the relationship that existed
betwean them. If there was any
complaint about these economic
arrangements they seem to have
come from Ethiopian traders who
seem to feel that they were being
undersold by Eritrean traders who
were believed to have dumped
imported products in the Ethiopian
market for which they have not paid
taxes. Other Ethiopian nationalists
also opposed the ‘'semi-official”
parallel market trade of the birr to
the dollar by official Eritrean
agencies in Eritrea and abroad.
They also opposed the buying of
known exportable products by
Eritreans from Ethiopia in birr for
re-export from Eritrea against the
above official agreement. On the
part of the Eritrean public not much
complaint has been heard about the
economic arrangement as such.
There are strong hints heard from
some Eritrean guarters indicating
some kKind of displeasure with the
investment activities that was
taking place in Tigray, In particular,
Eritreans seem to feel that the
expected division of labor (based
an presumed comparative
advantage) between Eritrea and
Ethiopia was being destabilized by
industry based investment
activities in Tigray which they feit
was -a replication of industrial
production in Eritrea and thus

7

undermining  Eritrea's
exports to Ethiopia,

potential

So much was clearly stated by
Asmerom Legesse, in his recent
interview with the Amharic service
of the WVoice of America. The
Eritrean president has also
indicated this clearly in an interview
he gave to a Tigrigna Magazine
“Assure.”" The degree to which this
issue  has influenced Eritrean
decision-makers (if indeed this is a
wide spread view among Eritreans)
is very difficult to say. But, it
certainly is not a very plausible
argument to hold to explain the root
cause of the conflict.

What is clear to every observer of
the region is that the official
harmonious relationship between
the two countries started to crack
following the decision of the
Eritrean authorities to print their
own currency. With the introduction
of the Nacfa, at least for the
Ethiopian government, the rational
behind some of the basic elements
of the economic agreements
mentioned above --from the use of
the refinery and the ports to the free
trade arrangement-- was lost. These
agreements were replaced by an
“understanding” thal each country
will mend its way, economically
speaking, and the only exemption
made in the relationship as a
reminder of a ance closer economic
tie was the birr 2000 allowance far
border trade using the two
countries’ currency. Even that was
grudgingly accepted by Eritreans
who made their displeasure
abundantly clear with the new
arrangement. The difficulties in
practically implementing this

Ecthiopian Economic Association
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agreement made it essentially
ineffective in easing the economic
tensions that resulted from the new
understanding, Clearly the
relationship between the two
countries has deteriorated rather
rapidly since the failure to come up
with-a mutually agreeable economic
arrangement after Nacfa. Eritrea's
wish to continue the former
economic arrangement, (save the
use of the birr as the common
currency) with a mutually
acceptable one to one exchange
ratio between the two currencies
was not accepted by the Ethiopian
government who deemed it in its
national interest to economically
deal with Eritrea jus! as any other
independent neighboring country.

Could these economic issues have
caused the military invasion by
Eritrea? This is a wvery difficult
guestion to answer for certain
especially since official Eritrean
position never raised this as a
factor in its decision making and
thus fargely rests in plausible
speculation. In any case, the

cammeonly accepted affirmative
response to this question largely
rests on four interrelated
arguments:

1. That Eritrea has wvehemently
apposed the new armmangement and
clearly showed its resentment
against the Ethiopian government
since then;

2. That Eritrea has lost a lot of
economic benefit from the new
arrangement;

3. That the new  economic
arrangement and the various
investments that took place in
Tigray and other regions of Ethiopia
in the last several years have
seriously undermined the broad
economic strategy of Eritrea to be
the supplier of industrial products
to Ethiopia; and

4. The official claim that Ethiopia
dragged its feet in settling the
border issue (by postpening the
meeting of the committee set up to
settle the problem by two months)
and hence  Eritrea's military
measure, seem to be too flimsy an
argument to start such a potentially
disastrous conflict.

EVol.1 No.& / December 1998

| must admit that these arguments
have stronger rational appeal than
those provided by official Eritrean
sources as the main cause of the
conflict. What is hard to believe,
after accepting this to be the cause,
is the process through which a
military conflict would ensure that
these lost economic benefits will be
regained. For these benefits to
accrue to Eritrea, Ethiopia must
agree to accept an economic
arrangement that it believed to be
against its interest on a permanent
basis. For this to happen by force,
Eritrea needs to sort of colonize
Ethiopia. And | do not see how
Eritrean military strategists could
believe that that is a viable military
option unless otherwise as some
suggest, they are completely
blinded by the arrogance of their
past victory.

2. What would be the estimated gﬂﬂt
of the conflict to Ethiopia?

No matter what motivated Eritrgan
aggression, the main issue before
us is assessing the cost of the war
and finding a way to minimize it as
much as possible. Before | go to the
latter, let me briefly talk about what
| think will be the cost of this
conflict. Although econamists are
largely comfortable to speak with
data at hand, the nature of this
discussion will not allow such a
luxury. Since we are dealing with a
war that has not yet taken place, it
is very difficult to speak with any
degree of accuracy on monetary
terms. What | chose to do hers,
therefore, is to kind of rank the
potential cost of the conflict given
the wvarious possible scenarios
emerging out of the conflict.

Given the short time awvallable for
me, | am forced to use a very
simplified and thus broadly
indicative version of a methodology
that, | believe, can be elaborated
more carefully to achieve a stronger
analytical consistency and a higher
precision than that is provided here.

In a nutshell the following exercise
involves a)  identification of
possible outcomes for  the
resolution of the conflict b) making
an inventory of the possible costs
relative to the different possible
outcomes, and c) guantifying these

to give an indicative measure of the
costs.

There are five possible scenarios
for the conclusion of the conflict
that must be evaluated to identify
the least cost and viable way out of
this conflict for Ethiopia. While in
theory all these are the possible
outcomes of the conflict, the
probability of each of this outcomes
occurring differs because of a
number of political, diplomatic, the
behavior of the belligerent parties,
and other such considerations. For
purposes of this exercise, howeaver,
| attach probabilities based on my
understanding of the factors that
will determine the final outcome to
indicate what | think will happen.
The table below lists these
scenarios and their probabilities,

Related to these possible
outcomes, there are at least ten
possible cost items that could be
incurred with wide ranging values
in relation to their contribution to
the total cost of the conflict. These
cost items are:

a) The direct cost for instruments
of war

b) The direct cost of the
destruction of infrastructure

c} The economic cost of the human
life lost

d) The direct cost of taking care of
the displaced people and the output
lost by the displacement of people

e) The opportunity cost of the time
and energy lost in mobilizing for the
war

f) The effect on investment in the
short run

g) The effect on investment and
overall economic activity in the
long run

h) The effect on hotels and the
tourism industry in the short-run

i) The effect on hotels and the
tourism industry in the long-run and

il The psychological effect of
war on the population in general
and the business community in
particular.

Ethiopian Econemic Association
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Scenarios Probability

1. The war is avoided by Eritrea 0.1
accepting Ethiopian terms

2. We go to a full scale war and 0.5
decisively defeat the aggressor

3. The current stalemate continues 0.2 ]
indefinitely

« | 4. We go to a full scale war and be 0.1

defeated by Eritrea or reach some
kind of military stalemate

5. Avoid the war by accepting Eritrean 0.1 ]
terms

It should also be noted that the
contribution of each scenario
towards the cost build-up also
varies for which purpose different
weights are assigned to each. For
example, the direct cost of the
instruments of war is high
compared with the effect of the
canflict on the tourism industry as a
result of which higher welght is
given to the latter than the former.
Accordingly the value assigned to
egach cost item in relation to the
total cost will vary; the former being
higher than the latter. On the other
hand, the value of the direct cost of
the instruments of war to the total
cost will be lower in the case where
Ethiopia avoids the war by
accepting the Eritrean terms
compared with if it goes to war and
win.

The first analytical challenge Is to
assign weights to each cost item in
relation to the total. For simplicity
of calculation, | have taken the total
weight to add to 125 and assigned
values between 0 and 20 for each
cost item. The value given depends
upon the presumed contribution of
that cost item to the total cost, 20
being the highest value given. From
this wvalue, a particular value
between zero and one is assigned
to the particular scenario
depending upon the degree to
which that particular cost item is
effected when that particular
scenario occurs. The value one is
assigned, for example to the cost of
instruments of war under scenario
four. Accordingly, the value 20 in
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column IV raw | indicate that the
cost of buying instruments of war i%
very high (thus assigned the
maximum points of 20) where this
cost will be Fully effected if there is
a full-scale war ({thus assigned the
maximum value of one), The results
of this exercise are provided at the
last raw of the table below.

What need to be clarified now are
the reasons for assigning those
particular values to the various cost
items and to the scenarios. In what
follows | will try to briefly explain
the reasons behind those values.

a) The direct cost for instruments
of war and personnel: Obviously
this is one of the major costs of any
military conflict especially In
modern warfare. For countries such
as Ethiopia, the cost of buying the
military hardware (Guns, planes,
tanks, ammunitions, salaries..etc.)
iz not only the amount of money
spant in relation to what this money
could have done if it was used for
productive purposes, but the fact
that we are not producers of these
items and have to acquire them
using scarce foreign currency
resources makes this cost rather
high. So | assigned this item the
maximum value of 20,

b) The direct cost of the
destruction of infrastructure:
military conflict usually entails the
destruction of infrastructure (roads,
bridges, power planis ete) and in
s0me cases even direct economic
structures such as factories could

be targets. The valug of theze items
could be quite high depending upon
the degree to which air power and
missiles ‘are used and the
penetration of the opposing armies
in the other’s territory. Given this
spacific conflict my sense is that
there will be some destruction of
infrastructure but its cost will be
significantly smaller than the cost
of the instruments of war. A value
of 10 is given for this item.

¢} The economic cost of the human
life lost: This, of course, is the most
difficult to put a values on. For the
purpose of this exercise a very high
value is put on human life not only
on economic grounds but also
because of moral and ethical
considerations. A wvalue of 20 is
given for this item.

d) The output lost by the
displacement of people: Here there
are twe kinds of costs involved. The
first one is the direct cost involved
in taking care of the displaced
people materially and morally. The
second cost is the output foregone
by this displacement which is equal
to the output these people could
have produced under normal
circumstances, The combined cost
of this could be very high
depending on the duration of the
conflict, the number of people
displaced, and the productive
potantial of the people invalved, A
value of 15 is given for tnis.

&) The opportunity cost of the time
and energy lost in mobilizing for the
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war. What we have seen since the
beginning of the conflict with
Eritrea is that the very idea of an
impending war has led to massive
realignment of priorities in the

country. Several govermment
institutions and personnel who
ware engaged in other

developmental activities are now
engaged in mobilization. Further to
the activities of the government is
the naticnal drive on the part of the
population to mohilize resources in
ane form or another to support the
war effort, This is an important cost
of conflict although less than the
previous ones to which a value of 5
is assigned.

fl The effect on investment in the
short run: This deals with the
obvious  issue of investors
particularly foreign investors
shying away from investing In
countries that are engaged in
military conflict. Most of this cost
will be recovered if the conflict is
short and stability returns soon.
Still some investment might be lost
forever, A value of 5 is assigned to
it.

g) The effect on investment and
overall economic activity in the
long run: This deals with the effect
on investment if the conflict is seen
as long lasting and the region and
the country are considered to be a
very unstable and volatile region,
Under such circumstances, most
investors, and more so forsign
investors, will not even look at the

region as a possible area of
investment and not only will naw
investment in the country dry up
but also existing Investors might
even leave the region. The potential
cost of such an event might be
extremely high. Thus a high value
of 20 is assigned to this item.

h} The effect on the hotels and
tourism industry in the short run:
COne of the early victims of a conflict
in any region is the hotels and
tourism industry. Tourists are
known to be extremely risk averse
and any sign of apparent conflict
would result in a reduction in their
inflow leading to a loss of market to
the industry and foreign exchange
earning to the whole economy. The
total effect of this depends on the
size of the industry and the
country's dependence on the
industry for foreign exchange
earning. In our case because of the
relatively small size of the industry,
{although with a high potential) a
value of 5is given.

i} The effect on the hotels and
tourism industry in the long run:
For a country such as Ethiopia, a
prolonged war would have a bigger
effect on this industry in relation to
the potential of the industry.
Considering the high growth rate of
the industry compared to other
sectors, a prolonged war could
have a more serious effect on the
industry. A value of 10 is given to
this cost item.

J} The psychological effect of war
on the population in general and the
business community in particular:
This could ba a very serious cost if
the war occurs and is indefinitely
prolonged. Such scenarios usually
genarate a psychological
atmosphere that leads to short-
termism in investment, reduced
work ethic, and the like and could
even seriously erode the moral fiber
of the soclety. In many cases a
prolonged war could implant and
inculcate the tradition of militarism
and conflict in the youth and sow
the seed for future instability. This
has a very high economic cost in
the long run. | assign a value of 15
to this point.

Based on these considerations, |
derived the results shown in the
table below. As can be seen from
the table, values between zero and
one are assigned to each scenario
considering the degree to which
that cost is effected under that
scenario. The product of this value
and the value given for each cost
item then gives the actual cost for
that cost item and for that scenario.
The raw indicating the total cost in
the table provides the sum of the
costs for 2ach column, which also
gives the final cost of ihe scenario
cut of a total value of 125 The
percentage values in the last raw
shows the value of the cost of that
scenaric as a percent of the
maximum possible cost.

The next EEA round table will focus on “The relevance of the East
Asian experience to Ethiopia.” The speakers include, H.E. Mr.
Takehisa Nogami, Japanese Ambassador to Ethiopia, Dr. Mulatu
Teshome, Vice Minister of the Ministry of Economic Development

and Cooperation,
representative and Dr. Befekadu Degefe of ECA.
invites our readers to participate in this discussion by sending us
articles and commentaries on the topic.
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SCENARID L.

SCENARIO 1. SCEMARIOI, SCENARIC IV. SCENARIO VY,

| PCETT WETY CSTA WERV PCERT
Direct cost of 20*0.5=10 20" 0.8=18 : 20 0.5=10 201 =20 20°05=10
instruments of war |

— = L ! |
Direct cost of 10°01=1 10°05=5 10°0.2=2 10°1=10 10°0=0 |
destruction of | (i
infrastructure |
| | | 1
T — — {
The economic costof | 20°04=2 | 20°05=10 | 20°04=2 | 20°1=20 20°01=2
the human life lost [

S S = . ——

| Qutput lost by [ 15*0.2=3 | 15*'D4=8 15°04=8 15*1 =15 15*06=9
displacement of
people: Direct and ' '
opp.cost ' '

[ — > o — L}
Opportunity cost of 5°02=1 5:04=2 5°06=3 | 5°1=5 5°0.8=4
mobilization for war
S.R. effect on 5*02=1 5*04=2 5*08=4 5*1=5 5°1=5
investment and other
econ, activity

| 5 i
L.R.e_ffectnn 20*0.2=4 | 20°023=6 20°0.8=16 201=20 20°1=20
investment and post .

| war eco. arrangement I '

i | =
Effects on the hotel 5°04=2 5'0.5=25 5+0.8=4 | 5*4=5 50.6=3
and tourism sector in | '
the SR, :

T | ——

Effects on the H&T 10-0.2=2 10°03=3 | 10"06=86 10*1=10 10" 1 =10
sector in the L.R | |

The psychological | 15°01=15 | 15°0.2=3 15°1=15 15°1=15 15:%=15
effect of war on |

economic actors and [

the economy |

| . sl

| Total economic cost 27.5 | 55.5 6B 125 78

“Percent of the highest { e 44.4% 544% | 100 62.4%
cost S i o
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According to the results shown in
the table above, the first scenario is
of course the best possible solution
for Ethiopla with a very low value of
27.5 out of a possible cost of 125
which translates roughly to 22% of
the total cost. This is an indicator of
the cost that is already incurred up
to this point. The logic behind the
low cost for this scenario is that we
will achieve our objective of
regaining the territory lost by the
aggression and the reinstatement of
the displaced people with out going
to a costly war while at the same
time affirming a crucial principle

that could ensure an anduring
peace in the region.
Unfortunately, as the low

probability assigned for  this
outcome in the first table indicates,
this does not seem to be a likely

salution given the current
belligerent position of Eritrean
autharities and equally

unfortunately, given the inability of
the International community to
assert its most fundamental
principle  that governs  the
relationship between nations, ie.,
the illegitimacy of trying to resolve
border disputes between nations by
force,

The latter is even more striking and
hopeless when one hears the views
of travelling western diplomats who
insist that there should be no war
between the two countries under
any circumstances. The argument
is that these two countries are tog
poor and cannot afford to fight. It is
better, even for the wounded party,
to exercise restraint or even accept
terms that might be clearly against
its national interest to aveid going
to war because the cost of such a
war = loo high compared with
accepting even an unjust peace, It
is the mark of the sheer arrogance
of these countries and the double
standard they exercise with
impunity in international relations
that these same countries had to
travel thousands of miles to fight
Irag in the Gulf war or Argentina in
the Folkland war in the name of
protecting international law no
matter what the cost. Even
forgetting the issue of principle,
ong of the factors that forced me to
think about this issue in the way |
did is to see and compare the
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potential cost of war and that of
peace.

The second scenario is getting to a
full-scale war with a possibility of a
quick and decisive victory in
Ethiopia's favor. The total cost of
this scenaric as can be seen from
the last raw of the second column is
55.5 which Is roughly 44% of the
cost of the worst scenario. In this
scenaric the economic costs are
rather obvious in the short-run and
are not cheap. However, the long
run benefits of achleving stability in
the region and eliminating the
possibility of another confrontation
in the near future has its sconomic
benefits. In this analysis, it is the
second best solution for Ethiopia
and the most likely outcome.

The third scenario is the
continuations of the current no wgr
no peace stalemate indefinitely.
This has the advantage of avoiding
the loss of life and destruction of
property that would naturally occur
if the conflict goes to full-scale war,
However, as the high value of 68 at
the bottom of the third column
clearly indicate, it has a number of
serious costs in the long-run since
the continued existence of war
clouds in the region has a potential
to seriously and negatively affect
foreign investment in the long run
and has a negative psychological
atmosphere hampering long term
investment even among Iocal
investors. In terms of the above
exercise, this outcome is more
expensive in the leng run than the
first two scenarios.

For cbvious reasons, the worst and
moest disastrous scenario  for
Ethiopia Is the fourth one. It is
where all the high costs of the
conflict are concentrated with the
maximum value of 125 and a 1009,
of the economic cost. Accordingly,
it is a scenaric that has to be
avolded by all means and that
Ethiopian policy makers have to
make sure not to begin an offensive

before being certain that this
outcome will not occur. The
possibility of this  outcome

accurring, however, is extremely
unlikely as the low probability in the
table indicates.

Finally, accepting peace on Eritrean
terms is the second worat scenario
for Ethiopia according to this
analysis with a high value of 78
containing some 62.4% of the
maximum possible cost The
prasumption here Is that such a
peace will ba temporary in that the
conditions attached to such an
outcome is likely to postpons and
not eliminate the possibility of war.
Furthermore, such a victorious
outcome for Eritrea may wall
inculcate it with a feeling of being a
regional super power and create the
strong possibility of meddling in the
internal affairs of the countries of
the region. Especially if the
argument that the cause of the
conflict is economic has any merit,
which | think it does, peace with
Eritrea on their terms could mean
accepting conditions that are
potentially damaging to the long
term development prospects of
Ethiopia. Although this scenaric
minimizes the short-term and direct
cost of the conflict, the long term
cost to the Ethiopian economy
could be rather high. That is one of
the reasons why this scenario is
identified as the second worst
£.enaric among the five possible
Jutcornes.

Conclusion

The conclusion that emerges from
this analysis is clear. War is not a
cheap enterprise. It is somathing
that should be avoided whenaver
possible. However, looking for
peace irrespective of the terms and
conditions it is obtained, might look
like a least cost option in the short-
run but could be more costly in the
long run. Thaere are conditions
where il would be cheaper to fight
now than to live with a permanant
cloud of war hovering around a
country. This might in deed be the
casa in the current conflict between
Ethiopia and Eritrea even without
censidering the issues of pride,
national sovereignty and the like
which could be as important, if not
more important, as the economic
reasons in deciding when and how
to enter the war. B
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THE ECONOMICS OF THE
ETHIO-ERITREAN WAR

By
Berhane Mewa

President, Ethiopian Private Industries Association

Paper presented at a Panel Discussion organized by the Ethiopian Economic Association

Background

Before discussing on the economic
affects of the “WAR”, one has to
look Into and understand the very
background of the relation of the
two countries; the historical
development of their similarity and
differences. However, this forum
being limited on time and scope, we
shall provide only a brief outline.

Until the early 18" Century, the
Tigrigna speaking people living
both in the northern and southern
side of the Mereb river never
regarded themselves as separate
people.

In. course of time, within the
Tigrigna speaking people of
northern Ethiopia, local cultural and
dialectical wvariations developed
naturally which consagquently
resulted in two smaller political
units. The northern part was ruled
by Bahire Negash{Ruler of the Sea)
and the Southern part by Tigre
Mekonen (Land of Tigray) resulting
into historically evolved
administrative boundaries and not
necessarily a boundary among
ethnically different people.

As the interest of warlords reflected
repeated attempts to take over one
another, the neighbours started
looking into each other with some
degree of skepticism.

Later on, the petty rulers and
military leaders of the Northern part
considered the Italians as counter
weight against the south.

The attempt of the Italians to further
extend their power to the South
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failed as a result of the celebrated
battle of Adwa. In this battle the
ltalians are sided by some Northern
Tigregna speaking people while the
Southern Tigrigna speaking people
collaborated with differen

Ethiopian nationalities and stappeai
the ltalians from proceeding to the
South.

Strengthening their holdings of the
present Eritrea, . the MNorthern
Tigregna speaking pecple
integrated into a different socio-
economic and cultural setting of
"Colonial Economy and Social
Effect.” This greatly intensified the
differences betwaan Tigrigna
speakers of both sides of Mereb.

As time goes by, the Ertreans
developed steadily a tendency of
leoking into the southern people as
less developed and treat them as
inferior neighbours.,

Az the money economy develops,
their participation in the colonial
factories, plantation and
construction works and as  an
auxiliary troops in the colonial army
became high. ' This assisted them to
be materially advanced and also
exposed themselves to unequal
treatment and racism.

Their service as auxiliary army to
the colonial force was extended to
other parts of Ethiopia during the

2™ Ethio-tlian War.  After the
Italians left, Eritrea remained
relatively better developed

economically compared to the other
parts of Ethiopia

However, the psychological effect
of considering themselves as
civilized and taking others as "Poor

and Backward Ralatives™ remained
intact.

Thereafter, a series of historical
events occurred. Most of them
during the EPLF-TPLF struggle with
the Derge which we will not be
dealing with now.

What this presentation would like to
underscaore is that the psychological
making of the Eritrean nationalists
have contributed to the presant flare
up of tension hetween the two
countries.

Assumptions made by the
two countries

During the struggle to overthrow
Mengistu's regima, the relation
betwesn TPLF (EPRDF)-and EPLF
has been subjected to varicus ups
and downs, confrontations and
tolerances.

However, aftar the overthrow of
Mengistu, and as Eritrea emerged
45 a new Independent nation,
several assumptions. on  both
countries were made.

From the EPRDF (Ethiopian
Government) side

The War in the Northern front has
ended for good. As a result of the
friendship between the two ruling
parties, economic development was
their common priority.

Confrontation between the two Is
not likely to come. Therefore, for
Ethiopia, no armed force is required
in the Morthern border,
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From the EPLF (Eritrean
Government) side

» Ethiopia has become militarily
paralyzed.

« Ethiopia is in a potentially
dangerous ethnic tension which
could explode to disintegrate the
nation,

= EPRDF & Meles are not popular
and ethnic forces could easily be
organized against them. The hatred
of the other nationalities, political
groups and the press against
EPRDF and Tigray is real and high
that any action opposing the latter
will be supported by the former,

= The alliance of EPRDF with
Eritrean leadership is of a matter of
convenience to the Ethiopian
government and it could not afford
to go into conflict with Eritrea.

Of course not many political
analysts expected to see conflict
erupting between the two nations.
(Thus, the assumption remained
pending.)

On the other hand, as time goes on,
the two groups acted as
independent nations, Besides the
political differences their economic
policies were incompatible which

resulted in induging
inconveniences in their
relationship.

However, in the eyes of the Eritrean
lzadership, the position of the
Ethiopian government is fragile and
could be at the mercy of their
support for its existence. This
resulted in overconfidence and
miscalculation in designing their
economic policies. They neglected
the effects of possible backlash
that they believed could be
controlled by pressuring  the
Ethiopian government to accept
their conditions lest it would face
political problems owing to its
unpopularity.

If so why War?

This is why we have to refer to the
above points.

« The undermining and
considering of Ethiopians as
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backward people.

= That the above assumptions
are arrogantly accepted.

= That the internal pressure and
wrong political and economic
policies in Eritrea are strong, that
an excuse has to be manufactured.

And above all, this quotation from a
release  of  Eritrean  Network
Information Center clearly indicates
Eritrean attitude about the conflict,

“...Ethlopla’s problem Is that it Is a land
locked state... The most dangerous
dimenslon of the current war, if
expanded, Is that Eritrea would preserve
lts Independence due to many social and
polltleal factors, while Echiopia will
confront the danger of the
‘Somalizatlon” or ‘Balkanlzatlon’ as the
Ethloplan State Is composed of raclal
and triballse formatlon brought togegher
In 2 new federation susceptible to wars
if the Eritrean-Ethlopian war continued.
The sltuatlon may result and lead to
endless wars within the Echloplan
State....President Clinton”s continued
message (o President ixaias Afeworkl Is
demanding him to stop the war for
safeguarding  friend Meles Zepawl's
position in Ecthiopla....”

That is why WAR IS THE ULTIMATE
GUN to be pointed on EPRDF, the
Ethiopian government and the
Ethioplan people to force them to
subscribe to  the  economic
canditions of the Eritrean
Government. The border conflict is
just a cover.

On the other side, the Ethiopian
government undermined the
pressure fram Eritrea and
continued on its economic reform
program and development agenda,

This happened to contradict with
the interest of the Eritrean
government's economic policies
and measures. Two major activities
should be considered here.

1. At this juncture, it is wise to
mention that the Eritrean economy
enjoyed the benefit of exporting
Ethiopian agricultural product=s as
Eritrean products to the
international market, And
unrestricted importation of
agricultural and industrial products
to Eritrea. Formation of EPLF
supported economic entitiss to
operate in Ethiopia, operation of
maoney laundering activities,
14

importation of goods from other
countries destined to reach Eritrea
through Ethiopia but distributed in
Ethiopia without paying duties like
other imports by Ethiopians. These
are only some of the wvarious
economic benefits that Eritreans
were enjoying.

With subsequent measures,
especially after the currency
divorce into Birr & Nakfa, the
outcome could not be as
considered by  the Eritrean
leadership. And its pressure on the
government could not be effactive.

2. As was clearly outlined in the
master economic agenda on the
Eritrean side during a conference in
Baltimore, USA, In 1991;

“Erftrea, as It Is advanced In lis
Industrial experience and Infrastructure
than other parts of Ethlopla, the
Ertrean economic strategy shall be to
have Eritrea as an Indusirdal nation
which could be compared to the Aslan
Tigers with the efforts of les civillzed
people. Ethiopia shall be lis primary
market and obviousty Tigray shall be
the labor resource.”

However, things didn't go as
expecgted. Ethiopia was more
advanced in Industry, Tigray was
not as expected a source of labour
but rather an industrializing region
with heavy investments compared
to the ones existing in Eritrea
Thus, the Master Economic Agenda
was not practical.

Why War?

The border dispute, | believe, is no
maore than a pretext for the real
cause | discussed above since we
know that their leng and friendly
refation should have easily led to a
negotiated settlement.

In the modern civilized world, such
misunderstandings like border
disputes are so physical that they
are easily settled and a series of
negotiations if necessary, invoiving
a third party, could have been
involved ewven if the two parties
could not settle it by themselves,

The Economic Cost of War

In order to see this subject, one has
to have a clear perspective. |
believe the effect should be
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measured on its totality and at a
national lavel. It is obvious that war
or any other social activity will have
social costs. The costs could have
negative or positive effect It is
only on balancing the two that one
has to conclude on the results.

To mention some of the economic
effects which should be balanced:

+ Materials confiscated at the
Eritrean ports belonging to the
Ethiopian government and people.

= Agricultural commodities
remaining in Ethiopia adding to
Ethiopian Export (hide, oil seed,
coffee...etc.) that could have besn
re-exported by Eritrea.

« Slowness of sales of some
industrial goods from Ethiopian
factories,

= Availability of these some
goods in the market under priced
by Eritrean sellers.
* Increase in the sales of textile
products.

= Decrease income in the tourism
industry

= Decreased competition in the
market from Eritrea government
sponsored businesses.

« The ban of Eritrean
commaodities which were having tax
advantage over similar Ethiopian
products.

« Some degree of shortage in
some products.

= Some degree of surplus in
some products.

+ Increase of in
transportation.

maobility

In general we can conclude that
there are some sectors and
individuals that are affected
negatively and on the other ha
there are sectors and individuals
that have benefited. But if one
could quantify the above list and try
to balance, | am optimistic that the
net effect will be zero if not positive
for Ethiopia.

On the other side, we should see
the potential advantage of this
confrontation which is believed to
be a “JUST - War" from the
Ethiopian people’s side.

It will give the Ethiopian people and
government the guarantee not to be
provoked and diverted from their
developmental efforts as and when
required by their neighbors which
arrogantly may wish to be
hindrance to our progress.

And also the response from the
general public and the different
political groups for the position of
the Ethiopian government is so
encouraging that the government
and the ruling party should take
advantage of the situation by
revising their various policies which
could further strengthen the
reconciliation, unity and national
interest of the country. We believe
the international community will
side the Ethiopian position if it
seriously stands for peace and
democracy in our world. . W

WHEN DOWE  PEAS DIVIDEND? PEACE
6ET THe PEACE - DIVIDEND,
DIVIDEND Z P

RIZZA DIVIDEND ? |

v -~
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PRIVATIZATION AND ITS EFFECT ON
DOMESTIC ENTREPRENEURIAL CAPACITY
FROM THE PERSPECTIVE OF IFC’S OWN

the World Bank and IFC are linked.
Then | will talk about privatization
beginning with a working definition
and moving on to the benefits that
IFC has seen from its experience in
privatization over more than a
decade.

| will then talk about the roles the
World Bank and IFC play in
privatization. To conciude | will give
examples of some privatization
transactions in which IFC has been
involved.

World Bank Group

| often find that many people are not
clear about what exactly IFC does
and how this differs from or
compliments that of the World Bank,
Let me start with the World Bank
itself, which is the largest and oldest
part of the World Bank Group, which
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EXPERIENCE

By
Andrew Danino

youngest and smallest institution,
was set up less than 10 years ago to
provide political sk insurance.

World Bank in two ways:

First it can make equity investments
as well as giving loans. Second, it
can only invest in private sector
companies and cannot take
govermment guarantees.,

The return of IFC's maoney depends
only on the success of the projects
and companies we finance. If the
project fajls we lose our money; it is
as simple as that. As a result we are

very careful to try to ensure that as

far as possible projects that we
imvest in do not fail.

Privatization

transfer should be enough to give
private operators or owners
substantive independent power, i.e.,
the Government can no longer call
the shots.

Privatization is always political in the
sense that governments have aims
that are non economic, for example,
seeking wide shareholder hasss for
certain classes of buyers (domaestic
entrepreneurs, management and
workers, domestic investors),
seeking guarantees to maintain
employment levels, and assurance
on investment levels. Given its
political nature, it is therefore vital
as fransparent. Governments do not
want to be accused of sslling the
crown jewels too cheaply or baing
vulnerable to charges that their
friends and supporters are unfairly
benefitting.
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A gale of an enterprise can in itself
be conslidered a success in that
private investors have been found
who will risk their own money In an
enterprize that they belive can
perform better under their ownership
than under the state's. How

successful an enterprise in post ~

privatization depends in part on the
conditions imposed on the buyer by
the selling government. Genarally
spaaking, the more freedom the
buyer has, that is, the fewer
condltions placed on the buyer by
the selling government, the greater
likalihood of major improvements in
the  enterprise’s performance.
Another factor affecting the post
privatization success Is how the
actual sale or divestment process
has been handled. |s there a clear
understanding in the form of a
definitive agreement between the
selling  government and the
purchaser over what is expected
post privatization? It is a mistake to
leave contentious issues such as the
post privatization managamant of the
anterprise to be resclved later. It
almost always leads to problems.
Another general rule is that the
longer enterprises have been up for
sale the worse its financial and
commercial condition becomes. A
form of paralysis often sets in when
there is uncertainty and the
management of an SOE becomeas
aware that it s up for sale,
motivation to run the business may
disappear as people start to fear for
their jobs and speculate about what
is going to happen to them.
Protracted sale periods should
therefore be avoided if possible.

benefits of
IFC's

S0 what are the
privatization? What has
experience been?

The main benefits we have seen are:

- Improved enterprise efficlency and
performance In around 70% of cases
with very few instances where
performance has actually
deteriorated.

- Improvements in the competitive
environment resulting in
consumers and customers getting
better and often cheaper products
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and services, This is particulariy
evident in privatized utilities such
as tolephone, electricity and watsr
companies, even where they have
remained monopolies.

= MNaw funding scurces, including
capital markets, open up to
privatized companies. Instead of
having to queus up with the
government for money to invest, a
privatized company with a good
project can raise the finance on the
sfrength of its own balance sheet
and management.

-Privatization can be a significant
source of foreign investment in a
country.

= Corporate govemnance is%
improved, |.e. the private owners
focus on the economic aspects of
entarprisas.

- Domestic capital markats are
broadened and deepened by
privatization, This Is particularly
evident In stock markets in
developing countries, which are
often small and illiguid. Tha
privatization of a large profitabla,
well known SOE often boosts the
market and brings to it small
investors who normally would not
go near it In a number of
countries, privatization have
doubled the size of the local stock
markets,

= Last, but not least, privatization
can be a major source of revenue
for governments. Successiul
privatizations maximize the price
that an SOE can be sold for.

To illustrate these benefits, let me
share with you the main findings of
a survey IFC carried out of the
owners of 1,000 small enterprises
in Russia one year after they had
been.privatized. IFC itself has been
heavily involved in  mass
privatization programs in Russia
involving tens of thousands of
industrial, commercial and farming
enterprises. The survey revealed
that:

= Two thirds had carried out repairs
to their businesses;

- In 90% of the cases employees
were working more efficiently;

- 86% said that they plan to grow
their businesses;

- B0% said that privatization had
been good for them and that they
would do it again.

The survey is, therefore, a strong
endorsement of how domestic
entrepreneurs see privatization in a
country where there had been
virtually no history of private sectar
activity. IFC's own experience as
an investor in privatized companies
tells the same story. For example,
the proportion of privatized
companies that have good levels of
profitability increased from about
30% after the time of privatization to
ovar 60% after years.

The lesscns for a country like
Ethiopia are, | think, clear,
Privatization is the way forward,
particularly in the industrial and
commercial sectors. What Is
probably needed in many
enterprises |s a combination of
local investors and foreign
sirategic partners with technology
and management skills.

WBG Involvement in
Privatization

Having given a brief summary of the
banefits of privatization, it is
perhaps useful to say a few words

about the roles the Waorld Bank and
IFC can play in privatization.

The WB's role is to build
commitment to privatization by
dialogue with governments at the
policy level, Here in Ethiopla the
WE has been providing technical
assistance to the EPA to improve
its capability to carry out its
mandate.

IFC's role on the other hand is at
the transaction level. It does this In
two ways:

1. As an adviser to a government
on the privatization of a specific
enterprise. Its involvement can be
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very inception in the carrying out of a strategic review, to
preparing an enterprise for sale, marketing it to potantial
buyers and finally svaluating the bids and advising
governments on the pros and cons of the various
proposals,

2. As an Investor/financler of privatized enterprise. IFC
helps fund the actual privatization process. | should
stress though that IFC does not back particular bidders
in an open auction privatization. Instead it may Indicate
te all bidders that which ever is successful may
approach for finance. Also IFC cannot be both an IFC
and an investor since there would be 2 conflict of
interest.

Example of IFC Privatization Transaction

Rather than stay at the theorstical level, it's usaful to
describe some IFC transactions in Africa in which IFC
was invoived, both as an adviser to a government and as
an investor.

Kenya Airways

K& was ths first privatization of an African airline. Itisa
model for transforming a less making 100% public
corporation into a sound commercial enterprise under
private ownership. IFC's involvement derived from the
complexity of the deal and from the high political profile.
Al the outset there was a lot of resistance in Kenya to
selling what many people considerad to be a national
symbel. The transaction took IFC twa years to complete,
between 1924 and 1996, and involved the following
stages.

1. A strategic review was undertaken by IFC to identify
the operational problems and come up with a turn
around strategy. The outcome was the involvement of an
airline consultancy, which brought in an outside MD who
was given the authority to implement wide ranging
roforms to restore the airline to profitability.

2. Becond, IFC undertook a search for a strategic
partnar. As a result KLM, the Gutch airline became a
ahareholder with 26% stake.

3. Finally, there was a share offering arranged by
Citibank in both Kenya and on international markets,
As a result, KA is now owned about 34% by local
Investors, 26% by KLM, 23% by the Government, 14% by
foreign investors and 3% by the employees. KA has
more than 100,000 shareholders the majority of which
subscribed for the minimum $200 of shares, The airline
is now profitable, much stronger and more competitive.

Tanzania Breweries
This Is an example of a transaction where IFC was an
investor n a privatization transaction. TBL was a lpss

making 100% state owned entarprise. In 1924 IFC took a
amall equity stake, about 9% and approved a loan for the
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privatization and rehabilitation of this enterpriss in which
South African Brewsries took a 50% stake and
management contral, the balance of 40% staying with
the Government. This was the first major investment by
a South African company in Tanzania. Since 1994, TBL
has been tumed in to a very profitable business and
capacity expanded with the addition of a third brewery.
Very recently, the Government announced the sale of
about a guarter of its shares, a 10% stake, to local
inveators on the recently launched stock market in Dar
Es Salaam. TBL is now one of the blue chip companlas
in Tanzania that iz offering a wider range of higher
quality products.

Societe d’Energie et d’Eau du Gabon (SEEG)

IFC was retained in 1996 as the lead adviser to privatize
water and electricity services In Gabon that were a
monopoly of SEEG, that provides 40% of the population
with water and 60% with electricity, mainly in urban
areas. IFC’B‘DIE was!

1. A technical and strategic review of the powsr and
water sectors and the preparation of a financial
restructuring of SEEG;

2. ldentifying suitable potential investors, supervising
the bidding process and assistance in drafting a new
concession agreemaent;

3. Acting as financial advisor to the government in
evaluating bids and selecting the winning bid,
Compagnie Generale Des Eaux of France and Electricity
Supply Board of Ireland.

This was Gabon's first privatization. Interesting features
included:

- The transaction did not involve the transfer of assets
but instead a concession to use and develop them.

= The holder of the concession committed to new
investment of $600m over 20 years in electricity and
water,

Givan the need to have time for discussion here this
evening | think that is all | would like to say for the
moment. Thank you.

THOSE OF YOU WHO STARTED
YOUR SUBSCRIPTIONS WITH

THE _FIRST ISSUE, PLEASE
RENEW YOUR SUBSCRIPYONS
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PREVENTION OF MONOPOLISTIC
TENDENCIES IN THE BUSINESS ARENA:

IS IT DESIRABLE IN COUNTRIES SUCH AS ETHIOPIA?

By
Dr. Berhanu Nega

A paper presented at a workshop organized by Ethiopian Chamber of Commerce entitied “How to Design a
Market Economic Policy to Ensure that Social Concerns are Taken into Account”, May 21, 1998.

"

I. Introduction:

Giving a presentation on the
potential problems of monopoly to
an academic community or to
professional economists (if | were
an expert on the particular field,
which | am not), | guess will not be
a complicated and too difficult a
task. Based on certain simplifying
assumptions about the economy, |
will paint what the ideal type is,
That is, | will first define what the
optimal allocation of scarce
resources will be. | will then
present what conditions need to be
fulfilled to achieve this level of
optimality and move to the effects
on the economy of departure from
these ideal conditions and leave the
practical problems of how to fulfill
the optimal conditions or what to
do about cases of departure from
these conditions to policy makers
and those affected by it. In other
words, | will comfortably engage in
the realm of positive economics
and indignantly leave the normative
sida ta politicians and
businessmen. | am sure that is not
expected of me here.

When | was asked to give a talk on
this topic to the Ethiopian business
community without much
clarification about what it was that
they want their audience to get from
the talk, | guessed that there was a
real practical problem or at least a
fear of a potential problem that the
businegss community was trying to
get a handle on. This requires,
above all, a thorough knowledge of

Vol.1 No.& / December 1998

the existing conditions in the
business community, which |
cannot claim to fully posses and |
am sure there are a lot of able
pecple in the business community
that can authoritatively speak on
this topic better than I

My guess is that the organizers of
this workshop asked me to give
this presentation knowing full well
that | wear two hats - my
professional interest as an
economist and my gainful
employment managing business
projects and my association with
the business community because
of that. If my guess is right, then
what seems to be expected from
my presentation is a cross between
the theoretical and the practical.
The first part of this will contain a
theoretical presentation about the
supposed social welfare benefits
that accrue from an economy
organized along competitive market
principles and the affects that
departures from such market
structures will have on society's
well- being. This includes the kind
of policies that governments adopt
to protect society from such
outcomes. The practical aspect will
contain whether or not such a
danger exists in Ethiopia and if so
what should be done about it
Although a discussion on the latter
aspect of the problem will
nacessarily be ad hoc and deserve
@ more complete treatment in its
own right, | will organize my
remarks accordingly giving more
emphasis to the former,

%

[1. What are the
theoretical presumptions
of neoclassical theory
about the functioning of
a capitalist economy?

Economics as a systematic study of
society started with the
development of capitalism. The
economic relationship between
people in pre-capitalist societies
was simply part of the political and
legal structure of the society. Who
owns the means of production
(such as land), what is to be
produced, who labors on this
means of production and who gets
what from the output of this labor
were clearly defined relationships
established by the all powerful
monarchy. Under such
circumstances there was nothing
opaque that theory can clarify. In
other words, there was no need for
theorizing about the economy.

The emergence of capitalism
brought a number of new elemeants
that complicated the economic
relationship between people. It was
na more passible to have a clear
understanding of the economy by
looking at the transparent laws,
These changes include:

= The separation of economic
activity from politice and other
primordial relationships;

= The incredible dynamizm of the
economy to the point where within
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a historically short span of time
(about two centuries) output
increased much more than all the
output of humanity before it
combined.

All this dynamism and prosperity
was occurring without any
identifiable guidance from any
superior authority such as the state
and without any clearly defined
rules of the game.

It was this mystery of economic
order and dynamism without
transparent rules that triggered the
curiosity of thinkers and led to the
systematic inguiry into the nature,
source, and distribution of wealth
that was called political economy.

As you well know, the first detailed
and systematic treatment of a
capitalist economy or as Smith
would have it “an economy under
the system of natural liberty" was
done by Adam Smith in his “An
Inquiry Into The Nature And Causes
Of The Wealth Of Nations"
published in 1776. Smith and the
classical school identified several
key elements of capitalism based
on their ocbservation of a flourishing
private enterprise economy.
Among these, the most important
were minimal govarnment
involvement  (that the best
government governs the |east)
self-interested economic behavior
(that seif-interested behavior was
basic to human nature,) harmony of
interest {that by pursuing their own
individual interests, people served
the best interests of society,) and
the existence of what they called
economic theories or “laws"” that
govern economic behavior and
relationships (such as the law of
value, the law of diminishing
returns...etc.)

Based on these general principles
and several theories about specific
economic issues, the classical
school determined that competitive
capitalism, with all its problems, is
the best economic arrangement
capable of providing efficiency in
production, distribution, economic
growth and generalized prosperity,
Accordingly, thay advocated

unrestricted trade and economic
activity led by private enterprise,
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Since the kind of economic activity
they were observing at the time was
small-scale, they did not deal with
the issue of the emergence of large
scale enterprises with a potential to
dominate markets and hinder the
social benefits of a competitive
market economy.

This basic conclusion was later
derived with sophisticated
analytical technigues by what we
now collectively call neoclassical
economics. In relation to the social
welfare benefits of capitalism, this
school presented a much more
detailed and analytically complete
system which includes a precise
definition of maximum social
welfare and the conditions that are
needed to be fulfilled to ensure its
existence. Vilfredo Pareto, the
Itallap-borm economist whose name
we now commaonly uss to identify
maximum social welfare |Pareto
optimality) identified maximum
social welfare with a situation
“where there are no longsr any
changes that will make someone
better off while making no one
worse off, This implies that society
cannot rearrange the allocation of
resources or the distribution of
goods and services In such a way
that it aids someone without
harming someone welse.'” This
condition has three implications:

1. An eptimal distribution of goods
AMONE COoNSUMers. This is a
distribution that will maximize
consumer welfare. This will be
achieved where the marginal rates
of substitution for wvarious
commodities between consumers
are equal.

Z. An optimal technical allocation
of resources. This implies that
goods and services are produced in
the economy in such a way that the
various factors used for the
production of these goods are used
in the best way possible. The
requirement to satisfy this
condition is that the marginal rates
of technical substitution between
the various factors (say labor and

'Oser and Brue, “The Evolution
of Economic Thought ™ New York:
Harcourt Hrace, 1988, p. 389,

capital) for the production of
different commodities is equal,
And finally,

3. Optimal quantities of output.
To ensure that there is no wasted
output or that the goods that are
produced in the economy are those
that the consumers want, the
output produced must naither
exceed nor be short of socisty's
demand. The condition necessary
to fulfill this is where the marginal
rates of substitution for the
different commodities are equal to
the marginal rates of
transformation.  Thus, for the
individual profit-maximizing firm, it
is the point where the price of the
product Is equal to its marginal
cost,

Given this definition of optimal
welfare and the conditions
necesaary to achieve i, various
neoclassical economists spent a lot
of time and effort to prove that a
free and perfectly competitive
market structure (defined as a
situation where economic agents,
producers or consumers, are price-
takers or that they are so small and
numerous that no one would have
any influence on the market) would
indeed lead to such an optimal
soclal welfare. In other words, the
economic well-being of society in
general is better served under a
system of competitive capitalism
than any other alternative.

[1l. The Development of
Large Companies and
Their Effect on NC
Theory and Policy

While the assumptions and
conclusions of the theory might be
right as a depiction of capitalism in
18th century Europe, business
conditions were quickly changing
in this dynamic system called
capitalism. Towards the latter part
of the 19th century, it was no more
possible to describe the dominant
sector of the capitalist economy,
particulary in  industry, as
characterized by “infinite number of
infinitesimally small economic
agents.” The trend was the
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emergence of large companies in a
number of industries  with
significant influence on the market.
The formation of joint stock
companies, the buying out of small
producers by large competitors, the
emergence of advertising as the
main form of competition betwsen
giant companies for market share
(with it, the loss of consumer
sovereignty] as opposed to
compeatition through prices
significantly changed the nature of
the game. With it the validity of the
neoclassical assumptions of pure
competition as a basic
characteristic of capitalism was
severely undermined,

Economic thinkers looking 2t these
changing realities started to raise a
number of gquestions about these
new conditions which include the
economic reasons for the
emergence of these large firms and
thelr effect on social welfare,

It was anocther ltalian immigrant to
Cambridge U.K. whe started the
distussion on these emerging new
caonditions by claiming that the
emergence of large firms with
extensive market power was the
natural  result of capitalist
competition. Ina 1926 article in the
Economic Journal, Piero Sraffa
pointed out that unit costs of
production may decrease because
of internal economies or because of
distribution of overhead costs as
output expands. The falling unit
costs are incompatible with pure
competition, possibly leading to
natural monopolies. If the firm
grows more efficient as its size
increases, there will be fewer firms
and less competition. Thus it is
necessary to abandon the path of
pure competition.?

If the movement towards monopoly
and oligopoly is inherent in
capitalism the issue then is to
evaluate its effect on social welfare.
In other words, it is to see whether
the Pareto optimality criteria
discussed above could be fulfilled
under these market structures. The

" Pierg Sralfa, Economic Journal, December
1926
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American, Edward  Hastings
Chamberiain, Joan Robinson of
England, and Heinrich wvon
Staklberg from Germany, pioneered
this analysis independently and
simultaneously in the early 1930s.?

These analysts showed that
monopolies can raise prices above
the competitive equilibrium level to
yleld economic profits over the long
run {i.e. profits above the normal
level). Ewen in the absence of
power to realize a monopoly profit,
under monopolistic competition
prices are likely to be higher and
output lower than under pure
competition. Furthermore, under
conditions of monopolistic
competition and monopsony,
factors of production (such as
labor) do not receive a wvalue
equivalent to  their
contributions leading to what
Robinson called labor exploitation.
in other words, a private enterprise
system doeas not necessarily result
in the best alfocation of rescurces
or pay all factors appropriately or
that social welfare cannot be
maximized under these conditions.

Various conclusions were drawn
from this apalysis. Most
neoclassical economists including
Chamberlain and Robinzon
accepted the validity of the analysis
and used it to argue for the
importance of government antitrust
policies and government regulation
of the profits of utility monopalies,
Von Staklberg lost all hope for
economic order under capitalism
except as directed by the state,
which led him to fully embrace
Fascism. 5till others used this
development of "monopoly
capitalism" as a signal of ijts
decadence and its aventual
demise. In terms of eccnomic
policy, most capitalist economies
accepted the necclassical
recommendations and instituted
vigorous antitrust policies and
regulated natural monopolies, In

'Edward H. Chambertain, The theory of
monopolistic Competition,  Sth ed.
{Cambridge. MA: Harvard University Press,
1946, ) and Joan Robinson, The Feonomics
af Imperfect  Competition {London:
Macmnillan, 1933), both of which were first
published in 1933,

marginal «

most cases the government
agencies responsible for antitrust
laws vigorously prosecuted those
that viclated laws prohibiting unfair
business practices that include
callusion behavior for price fixing,
predatory pricing or dumping,
vertical and horizontal mergers.

An interesting exception to this
assessment of the emergence of
large-scale capitalism was the
institutionalist schoal particularly
that of Galbraith.* His quarrel was
not on the facts. He balieved that
modem capitalism is dominated by
large enterprises and characterizad
by an abundance of contrived
wants that are the product of
corporate. planning and massive
advertising. Producers decide what
shall be produced and then
manipulate consumers tastes so
that they buy these products.
Therefore, it does not make any
sense to talk about the purpose of
production to be to satisfy wants
(as is presumed by necclassical
free market theory) if production
creates these wants. He charged
that under these circumstances,
capitalism will under-allocate
resources to  public gocds
{schoals, clinics... ete.) and over-
allocate goods that satisfy artificial
wants through advertising. This

_crea!.as what he calls “the social

imbalance" and callas for
government action to correct it
through sales tax on consumer
goods and services,

His disagreement with neoclassical
oligopoly theary iz in what he
considers to be the effect of
capitalism dominated by large
corporations.  Instead of higher
prices and lower outputs, he claims
that oligopolists fix prices at low
levels that permit them a minimum
profit and permit expansion of total
output and sales. This is because
corporate managers are not profit
maximizers, as neoclassicals
believe. Leaders of these large
corporations (he calls them the
technostructure) pursue a more

! lohn Kenneth Galbraith, Economics and
the Public Purpose  (Boston: Houghton

MufTin, [973).
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complex purpose than profit
maximization and these purposes
are the protective purposes of
survival in the competition {which
requires a minimum level of profit
to satiefy shareholders) and the
aqually important  affirmative
purpose which s corporate growth,
Growth of output, sales and
revenues produce greater
employment security and financial
rewards to the members of the
technostructure. The policy
conclusion of the institutionalist
school is that we should not be
waorried about anti-trust laws that
emerge from the fear that
maonopolies will have higher prices
and lower outputs. In fact, large
companies tend to have lower
prices and much higher outputs
and therefore policy makers should
encourage small firms to merge
and create large firms. |Instead,
policy makers should find
mechanisms to control  the
technostructure, which is becoming
Increasingly powerful in every
aspect of society. In relation to this
Galbraith said;

“Thus the [antltrust] remedy thac
emerges from the neoclassical model Is
harmless. It presents no threat to the
pOWEr or  autonomy of the
technostructure or to lts afflrmative
interest In growth. And since the
remedy s thought to be comprehensive -
since competlilon Is consldered the
remedy for all Induscrial llls - It directs
all complaints into an essentlally harmiess
channel, What might be dangerous
agieation for effective regulatory actlon
or for public cwnership or socialism
comes out safely as a demand that the
antitrust law be enforced. . . . Best of
all frem the standpoint of the
tachnostructure would bs immunicy from
all actack. But the next best cthing - and
a very good thing - Is a system of ldeas
that diverts all attack Into channels that
are safely futile. ™

Ancther important contribution in
relation to monopoly was that of the
Austrian school particularly
Schumpeter. He goes even further
in support of monopoly by arguing
that monopoly is good because
large companies tend to spend more
for research and development,
which in turn leads to technological

* Galbraith, Economcs, 121
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innovation that is crucial to the
dynamism of capitalism.

Maybe because of the influence of
the institutionalist school or more
likely because of the realities of
international competition, capitalist
governments in the West no longer
pursue thelr antitrust policies
particularly those related to mergers
and acquisitions and in fact seem to
actively encourage it as a national
strategy fto gain  competitive
advantage in the international
market. The romantic era of
Schumecher's “small is beautiful®
seems to be over,

1V. The Development of
Capitalism in the Third,
World and its Nature

Itis no longer possible to talk about
the nature of capitalist development
in the Third World in general and
individual countries in the South in
particular without locating it within
the context of intermational capitalist
competition. And the North and
particularly the huge multi-national
corporations that dominate the
market in many industries, as we all
know, dominate this intermational
system, Since a strongly
protectionist policy stance is passé,
prudent policy requires devising a
strategy that enables local industries
to be competitive internationally.
What does this really mean in
retation to the topic at hand?

Since the beginning of development
economics as a subdiscipline in
economics, esonomic development
is associated with industrialization
and industrialization c¢an be
achieved following any one or a
combination of three strategies.
These strategies include producing
locally what used to be imported
from abroad even if that meant the
local producer is not the least cost
producer. The main market for such
industrialization is considered to be
the domestic market and the
strategy thus requires some kind of
protection of domestic industry from
foreign competition. This is the
strategy commonly called import
substitution industrialization.

The second strategy that was
favored by socialists and strongly
naticnalist countries was
industrialization by concentrating in
the heavy industry sector (what Marx
called department |) at the expenss
of the consumer goods sector
initially. The strategy is expected to
provide in a short pariod of time a
domestlc capital goods sector that
can then supply the necessary
machinery for consumer goods
industries. Clearly, the strategy
requires huge capital expenditures
which the local private sector can |l
afford in capital poor countries. |t
therefore relies on the state to carry
out such capital expenditures with
the local private sector following
suit at the second stage. The
strategy’'s strong point is supposed
to lie in its ability to make the
country self-reliant in the long run as
opposed to the S| strategy which
was deemed to Iincrease the
technological dependence of the
South on the North.

The third strategy known as Export
Promotion (EP) strategy aims to use
the international market as the target
of its domestic production. It hopes
to concentrate on its comparative
advantage and compate
successfully in the international
market on those goods and services
that it can produce at a lower cost
than international competitors, This
strategy was considered
advantageous in that it will not be
limited by the size of the domestic
market and is most likely to be more
efficient in production since it has to
compete with the best producers
around the world. The countries of
MNorth and South East Asia are
supposedly the main beneficiaries of
this strategy. Given their clear
success in the area of economic
development in the last quarter of
the century and based on the
mistaken belief that the strategy Is
essentially a market strategy, (with
little government intervention) it is
the strategy that mainstream
economists (including the Bretton
Woods Institutions) support and
encourage Third World countries to
follow.

Under the current Intarnational
atmosphere, the possiblility of
successfully implementing the first
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two kinds of industrialization
strategies, is now seriously
questioned. The first one, aithough
many economists still believe that |t
was the basis upon which the
sucesses of the EP strategy was
buiit and, therefore, Third World
countries should not abandon at
their early stages of
industrialization, have very powerful
international opponents with 2
capacity to make the strategy fail or
at least make the cost of
implementing it very high. Since the
strategy requires strong protection
of domestic industries, developing
countries will find it very hard to
overtly implemnet such strategy
without offending the sensibilities of
the rich donor countries and the
penalty that follows in the form of
drastic reduction in the inflow of
forgign resocurces. The second
stratlegy is simply impractical
because of the unavailability of the
huge capital it needs, the large
domestic market it requires and the
absence of the technology to make it
work in small developing countries,

So what is left is the third strategy.
Even in relation to the third strategy,
there is wide disagreement as to
what it is that made this strategy
successful. One view that is usuoaily
associated with neoclassical
economics and the international
financial institutions that lend it
strong institutional suport contends
that the success of the South East
Asian Miracle was a testimony to the
validity of its policy prescriptions,
particularly that of liberal trade and
investment policies. Opponents of
this view seriously contend the
attribution of the success of the
NICs to liberal trade policies.
According to them the evidence
strongly suggests that their success
is attributable to carefully managed
industrial policies at |east in the
North East Asian case and even in
the South East Asian case the
evidence suggesls a much more
nuanced approach that provides
substantial role to the state. Itis not
my intention to get into the debate
about South East Asia here,

What is relevant to EP in gzneral and
the East Asian experience in
particular in relation to the question
| raised earlier is the issue of the

Vol.1 No.& / December 1998

Prevention of Monopolistic Tendencies in the Buslness Arena
T e ———— e cvnm|

optimal size of the business firm.
Analysts following the East Asian
case generally agree that with the
possible exception of Taiwan, the
experiences of East  Asia,
particularly that of Japan and South
Korea clearly support the cantention
that the drive behind their rapid
growth and international
competitiveness was the large
business firms.® The large
diversified business groups in direct
collaboration  with  the state
dominate the business arena in
mast late industrializing countries,
These diversified business groups
coordinate their activities with the
state in sucha way that:

The government Inltlates growth by

using the subsidy to dlstort relative
prices. Then blg business lmplements
state policy, The role of small firms
varles by Industry, buc baslcally the
process of industriallzation  chrough
learning Involves the subordination of
small  firms ©w  lage ones in
subcontractual relationships {oncll a
turning point 15 reached when the state
begins to support small-scale firms In the
hopes of stmulating  innovatlen).
Ofigopoly at the industry level and high
aggregate economic concentratlon equip
leading firms with the market power o
survive the hardship of late entry, [The
reasons for this concentraclon are first]
Competition tends (o be 3 consequence
of growth, not a cause of It. [And
second] Growth contains the seeds to
increase  productivity...  and  such
diversified business groups are found |n
Japan, Korea, India, Talwan, Brazll,
Turkey, and other late Industrializing
countries.”

So if the relevant strategy for
developing countries is the one
fellowed by the East Asian
countries and these counlries rely
for their rapid growth on the large
and diversified business groups in
a market structure that cannot be
characterized by a free market, how
would we address the topic of the

For detailed treatment of the  Eaorean
expenente, see Adioe Ameden, Asfa's Mext

Crimm South Rirea anil |t
Industnaliztion  (New Yook Oxford
Umiversity Press, 985 ) Par

Amsden, op e, p 150-15]

nead or desirability of a competitive
market structure in the Ethiopian
context?

V. Capitalism and Free
Market in Ethiopia

If the argument concerning the
dominance of large corporations in
advanced capitalist countries and in
late industrialized countries is
roughly right and if the propesition
that developing countries' future lie
in their ability to compete with these
large international corporations has
some merit, then there is no reasan
to believe that Ethiopia will be an
exception to this general trend.

It is true that just as Ethioplan
agriculture is deminated by smail
peasants. other forms of praduction
in the country, particularly those in
the hands of the private sector, are
alsa small or even minuscule
compared to the size of the firms
that they are trying to compate with
in the International arena. Given the
smaliness of the Elhiopian market,
{owing to the small real per capita
income) it is very difficult to imagine
the local market supporting more
than a few medium sized firms in
many industries, The implication is
that if our ohjective is to be
competitive In the intermational
market in a relatively free
environment, we need to be least
cost producers not only to penetrate
foreign markets but even more
importantly to keep our domestic
market to local industries. This can
only be achieved by increasing
productivity which in turn is a
function of the skills and motivation
ef the work farce, the technology
used in production, the availability
of adequate infrastructure and
above all, by producing at a large
scale to  benefit from scale
economies, all of which are in short
supply inour country.®

[
| have discussed the

determinants of productivily m more detal
in oy Amharieanicle “domestlc
preduction amd international competitsn
(Feanemic Facus. vel 1 No. 3april

| 9987,
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In other words what | am suggesting
is that large-scale production, to
benefit from economies of scale, is
one of the requirements to be
competitive in the international
market even if this might lead to the
dominance of a number of
industries by one or a small number
of firms with substantial domestic
market power. It might therefore be
rational from the perspective of the
whole economy and its future to
encourage rather than discourage
the formation of large firms with
potential monopoly power. This is
the logical conclusion that would
emerge from the above analysis.

Of course, this does not in any way
mean that large firms are always
more efficlent or that they achieved
their size through the natural
development of market competition.
We also have sufficient experience
arcund the world where farge firms
abuse their market positions and
engage in,_ all kinds of "unfair
business practices” to prohibit
competition and amass monopoly
profits at the expense of
consumers. In other words the lssue s
not whether or not there should exist
meonopolles  or  oligopolles  with
substantial market power. It Is rather
what they do with this market power.

This brings us to the more practical
side of this discussion, How could
we design a market economic policy
that could protect consumers and
small operators from the potential
abuse of such monopely power
{such as predatory pricing to
eliminate competitars) while we at
the same time sncourage the
formation of large firms that can
exploit economies of scale and
achieve competitiveness In the
international market?

Unfortunately, there are no easy
answers to this guestion. Even in
more advanced countries with their
sophisticated manitoring
mechanisms, it is notoriously
difficult to prove such behavior for
the courts to penalize the
perpetrators, In countries such as
ours it Is virtually impossible,
Although proclamation 24/19 (1965)
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of the Ethiopian law® prohibits what
it calls “unfair business practices"
with its very narrow definitions (the
most important of which is
hoarding), and makes them =
criminal offense, no one has yet
been successfully prosecuted for
this offense.

However, given the low level of
business ethics in our country, the
dangers for abuse exist and
something should be done about it
before it gets out of hand. Even
under nommal circumstances where
the competitive advantage of one
local business over another {in
terms of their capital endowments)
is very minor, the rules of the gama
should be clearly established and
equally epforced by an independent
arbiter.  With the emergencek of
mega businesses such as MIDROC
operating  with  seemingly no
financial constraints, the fear of
unfair competition by the local
business community should be
taken seriously by law-makers and
enforcing authorities. The issue of
large party affiliated businesses and
the possibility of engaging in unfair
business practices by them raises a
more fundamental question of the
independence of the arhiter itself
with a potential to spoil the whole
business  environment  without
sufficient gain in efficiency and
international competitiveness.

But, in relation to the benefits of
largeness discussed above, the
lesson to the local business
community, | believe, is to pul
capitals together to form decent
sized firms with a capacity ta
campete rather than limit eneself to
traditional, small, and mercantile
businesses. The government can
support this, for example, by giving
priorities to such companies in the
privatization program.

“Hee Consalidated Laws of Ethiopia, Vel 1|
(Addis Ababa Facoley of Law, gile
Selassie | University, 1972 pp. 796-800.
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Ph_hT o7 AFFNFNPT
AT grar 1 gaoph:
MEATLTAD AU RHS R PT
PhTET PRDATOY AEAPA
W74 At PEIRAYT FeC
ASC AATET A Yor Ao
FCE RIROEAPTTT  rotnhs
ASHE el B@F (A0 FO9LFH-
ey Neme® ATer e
Mg M TEP Rbhee
At aghtd A yaec
PO NTAALHTIM Pave
REEA TASNANTFO B55 481
HICT  PATATE  PIAT  PLT
AT RIATA-FT PYECY 0
(1l T g2 A hFey Ahor
AATTE e PRINUT  WIET
M FIC AT O anahLe
NE APECIO EFAN MY 48
AR AL Amdh PELINAL (LT
hoo(L 45y PlL-01 A0AT
hetheytd fothemy fily apy
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M- PF  (Domestic Household
Activities) §FaL:

2. UIT PAUY mpye ¥
PADTL AN PAPTT Poiihs
ASHE et BPF 1T ROTF ol

AATLFY @mdF e
A, N hha- Ty oy
aofyp - Fm, hmé-Té i,z
RISIE LN mLEPFY ATTT A
TéAA mLesaye R
ALTLTOL £FA48: 970NN T
FrLmdi AUH AT ey

ArENANET P11 o e
{Smuggling): fa-roerdhiaTo
fUIC Oua UhPs AT T
W, G

i, m¥Aan PUIC BaT  RCHE
AP aomph T @34
f+17er3 PECYt Omet 7omd
AR P, ACHt STATYET
heaoph-le: Wy aeal PPF
s PELTYAL Pyein ohe: L
LW (Per  Capita  Income)
Puen0-T P emmey g
APEoATE BT AMND

4, madad PUIC AT PO
AOSHE anph e (0FCd Wi
YE (Ah, AP LA
PRLPELHT mATEy WY AR
+®OTPF  (Positive or Negative
Externalities) 0U4le400-  POAT
ot UvEmF AR POETAOLY
AFeye moep (lov-p. hepeeae
apy  AFNT  EFAA: ATTAA,
f4Aeh®F WP 0T

oL entTy Qr3ye (14-14h
HbEF h et FeLECA
Poomr L AglAF s
gumf RIS AL

+ame @3 fahdAA: BU
e (Jempahfar oy dah
Hemf. ARYRNLP BTFAn: (1A
ah-& PEY AY E519Y (ImdAA
gocd  ooggang AR hERT L0
Frep-f AT PRM {1 er1™7 e
e T “INdd hoemid A3
Neahpe  anrT focdthdt
$phE  FAFY meoid AAo-
AATE LR TTARE  PRRLI04
AFE ap P P4 TP
Aheer  Kherr ASEBET
onans @ (The 1993 Revised UN
System of National Accounts)
aogegd BUTE @b LR
AP PTLRA AR AhO R
(Satellita Accounts) ATmey”
hng=eest AR PHELN (LT
anar? (HFTEA evahe "Piadsd

;-‘H’nLI No.4& / December 1998

hBEFLT BFTA

7. NAACEP 20T
Ahee xhaopy
e AR PELAP FIACT

PAITLL-P A hoy hhor g4
A BPF ATTIROT PoRE
NPEFE AN PHPe sod ooy
anfTFD-Y had b TIleLPRF
A TFH 3] BFAN S TTRT]
o BOY. phe9e  nihg A%
pepahm, (IPHCS @48 A" S L
hoedm$s=NFa.  fovsl T390
(Data Base) ATIC 10 QA TP&F
AN TLE-T h gy PRI
NIEF . PO T poos ¥
Nty (1P 5 1 Ex
AATOY A yarn PER omifY,
Nhiét AT “omt Ad Phheog
A PdL PmdAn dmd-
WEF® Fawm§  peA PORLANY
Pub AAYHTRLE AT NPNCY
Fomov-5  wahpd ooep. (loo-p
Pactdol FICFT RYLCLhtaor
ATPMET BThdAc:

1.  eNose iiabhset Pear
PUNE PR eomdd P BUTS
HEC& ("tooph+ (¢gas-h
neshA® 2-rhd:hn heihTea,
fhdley. haok  PRoeg g
4L Pmdad PrLy  $me-
Ter {Agricultural census)
Mo RE (AR OARAGT
(RIS auiiky kA3 A
{Comprehensive) FUFYy fFoo-g
54 PAEhTRLE (oo PhILED
L S T Y 1 1 O 1™ L SRR [ {2 -
ATTmE (A= Fp- PHCET Laa®d
At (LAOACT"TT werst ATTOAT
AT FER D

2. PEY vt maund T A
FAUCS RETF  (-Heeph-bye
Proya  ewdR APNTYT  PULT A
T4 haerh g e PRy
HCEST P& P70 1on-t@ Fun-l
At dETFIE AT mao,
an/BEHT  avwd (11T
fF T

3. M E RN APTRY
G703 172emaht PhYOTT
P L1 L SE TNF
Ik P ECET (IR O3
HYREO. PRavg e NG (19C0-
fi7fohA® Naththn QA0

hithTem, fLoo-§ oy
an-t4+C PAF+I GoodF it
FrLmbian- ameBEPF hAoegC:

4. 015 Wi bToT 978 398
(TS fIe A1 Th=13
A4owAh+ 03#CcH o
PEIN4L P ATAMT  PRoog
T5r A+ C PASTT Gomti
=tevpahd A+hd L9+ PATo
o BPF hem$en

5. PP2 oviRPFT N=Lswpht
1*7ahA® Ad-0thh Qas~sm3
Nfws. pPrrhfeo PhyLF5
FRCFE PRe~S 753 ATIIT A
LFAP Wy 22sBoF haa
@L P2 YA PeANFIE (Index)
PAOAPDg e 5 F o
M LT m P bt AC
f1FF @@}

6.  m¥AA PUIC @AT O
Nemen sy L e G251
hlemd (134 OAC Ads BLK
P2 et hemphd evmdd
TmFTLET 8y OEFT Amdad

A hSerm. 0-t=9.4 o
fotH2E ooy amo K
AT HIFT AR_R NPT + 35

ATEME T W24 oo 1RG0
h1989 Egr NAIC A+s 01TmES
(th4=9 A40 PP2 HA AevaAhT
R3ILhn ooy sfe T4
AFCLOE RAIETLTA Llov i

7. Phdrip AR AP
E e PP £TANAKh o0Foteend
ML m PR LT AN, owid
18- AhS el he+F  Tthat
Pi-nme oo ADELE BUTE
v haeed  afr PO
PPSE  PemiB w0d ACST
hadne2 Ondt$C AT
b L A T SR o oy SR
ANT DL BFTAC

8. NeemOg 4L PA-
fang T AComRPT

Pt e Pooek  Fac o~
PALE  Neefs  NhsC LK
ae P PURTIAT AACRUPY
Bang iy H.- e, g
Ph.drip end-+hthn
fie-tR 3 17reeqhd A8 AT
hes Pt AT A5
FAANE T ATIMEYTF A+ b hqe
TS+ AAAT, ad-PF
AP FT $Lt A L oPwid
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OFC0- Fheehd oo forhha% L (Medium Term)
Eheandhn TO9E-9 (1991-1995 4.9 Ik hgay
AT Al T ANTONOLYT Pl (oo
et ANk Aonqlidep aophgn ey e
Lo PanhhAT LIk P Qe ALILEe QRC K4
ELE NThTH.Ea PI10RT NS P Ema T
s ROTHESYTE P Pemsl almetSE A e
FhTS PG ST Oy T Qemmdy fAn
Pelaary feosdE bR 07101A hiuy™ (e
PLAnEC  LETY ECERT RTSevr hAd-T
A e Vo O <Ny e ) P e A A I L
apen I LH, AOMOT PUTEN NMSL CREE e
e (- LTS SoERF 145 ma
provg pdds hoRREATFa Q4 Qeemitd 98-
e s TP WL AhDp g peme B
A 2 AT PTRERANTTT IR AT PR
BEA HIE PADTEY, AT A-lHIC “3/C Do eey
Fog Al R (LG FonsBRs  hmdd o
Pty A PECTO RIETY TS Bihemiygc:
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MAJOR ECONOMIC NEWS

IN THE LAST TWO MONTHS

I GEMERAL

An official of the UNHCR said
multi-faceted programs that would
enable to protect the environment
within  refugee operations in
Ethiopia are being implemented,
(The Ethiopian Herald, vol. IV, No.
032, Oct 18, 1998)

The Ministry of Water Resources
said the first phase study of the
potable water development and re-
habilitation project which will be
undertaken in 25 towns al a cost of
65.5 millien U.5. dollars has been
completed. (The Ethiopian Herald,
Vaol, IV, No. 023, Oct 8, 1958)

Over 26  million birr  worth
government money has been
wasted within  three years in
Gambella state, the state's audit
bureau reported. (The Ethiopian
Herald, Val. IV, No, 029, Oct. 15,
1998)

A 90 million dollars worth research
and training project aimed at raising
agricultural  productivity will be
effected as of next month, executive
director of the Ethiopian
Agricultural Research Organization
(EARQY), Dr. Seifu ketema, said.
(The Ethiopian Herald, Vol, LV, No.
035, Oct. 22, 1998)

The Minister of Finance says the
Government of Ethiopia has
recently adopted a new medium-
term economic adjustment program
for 1998/99-2000/01, (The Ethiopia
Herald, veol, LV, No. 043, Oct 31,
1998}

In its monthly situation report for
Ethiopia of October 1988, the UNDP
stated that a number of donors,
including the European Union, have
indicated an “interest in making use
of the ‘Somaliland' port of Berbera
to supplement the still limited bulk
cargo  handling capacity of
Ojibouti.” (The Reporter, Vol I,
Nao. 110, Oct. 14, 1998)
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The Ethioptan Roads Authority
[ERA] reported that the modern
transport system in Ethiopla covers
only about 20 percent of the
existing transport demand. (The
Ethiopian Herald, Vol, LV, No. 039,
Qct. 27, 19398)

The lranian wvice Minister of
Agriculture said his country s
keenly interested to co-operate with
Ethiopia in the field of Agriculture.
{The Ethiopian Herald, vol. LV, No.
039, Oct. 27, 1998) )
The Ethiopian National Bank and
the Customs Authority are facing a
serious  challenge from under-
invoicing of the prices of goods,
(The Reporter, Vol. I, No. 112, Oct,
28, 1998)

The Ministry of Trade and Industry
says the establishment of the
Ethiopian Expart Promotion Agency
will help alleviate problems faced in
the country's export trade.| The
Ethiopian Herald, Vol. LV, No. 43
Oct. 31, 1998)

Various public health institutions
are to be built across the country in
the next five years with an ocutlay of
5.2 billion Birr, according to the
Minister of Health, (The Ethiopian
Herald, Vol. LV, Ng. 082, MNowv
22,1998)

Over 300.000 Birr of the 1,042,447
Birr  embezzled from  various
cooperatives  and  governmental
organizations in Kefa Sheka zone
has been reimbursed, the finance

and cooperatives promotion
department announced. (The
Ethiopian Herald, Veol. LV, 050,
Nov. B, 1998)

The Ministry of Water Resource said
a draft proclamation providing for
water management, preservation
and ulilization is in the pile line.
{The Ethicpian Herald, Vol. LV, No.
051, Nov, 10, 13393)

34
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The Ethiopian Telecommunication
Corporation (ETCO) said it had
installed more than 100,000 digital
exchanges in Addis and other
towns last Ethiopian year. (The
Ethiopian Herald, Vol. LV, No. 47,
Nov. 5, 19588)

A California based private
foundation announced that it is
awarding 375 million dollars to fund
family planning programs  in
developing countries including
Ethiopia. (The Ethiopian Herald,
Vol LV, No. 058, Nov, 18, 1998)

The World Bank has issued a call to
the world's wealthy countries to
increase their foreign aid
contributions to poor cauntries that
adopt sound economic policies and
institutions.  {Addis Tribune, MNo.
313, Nowv. 11, 1938)

The United Nations Conference on
Trade and Development (UNCTAD)
says foreign direct investment for
1988 is projected to reach a record
$430-440.000 million despite slower
global economic growth and the
crises in financial markets. (Addis
Tribune Mo, 319, Nov.13, 1998)

I. S0OCIO - ECONOMIC

The Weorks and Urban Development
Department of Bale zone alloted
840,000 square meters of land for
over 3,500 urban residents of 13
towns: - Similarly, the Addis Ababa
City Administration Works and
Urban Deveiopment Bureau said
2,400 people organized in 114
housing associations are receiving
building plots. (The Ethiopian
Herald, Vol. LV. No. 017, Qct. 2.
1998

Il. AGRICULTURE

The NMational Fertilizer Industry
Agency has announced that the
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total fertilizer requirement for this
year (1991 E.C.) will be 419.000
matric tones. Of the stated amount
265,000 tones is Dap and 154, 000
tones Urea. (The Ethiopian Herald,
Vol LY. No. 017, Oct, 1, 1998)

Same 37,000 guintals of food grain
has bheen distributed to 250,000
people in west Hararge Zone wha
werge affected by shortage of food
precipitated by climate change last
Ethiopian Year. [The Ethiopian
Herald, Val. LV. No. 027, Qct. 13,
1948)

The United States Government
recently previded 60,000 metric
tans of wheat grain in support of
World  Food  Program  [WFP)
activities  in Ethiopia. (Addis
Tribune, No. 315, Oct. 16, 19598)

The Vice Minister of the Ministry of
Economic Development and co-
oporation, At Mekannen
Manyazewsal, said “We should nat
carry the illusion that provision of
fertilizer alone  will solve  the
problem of small-holder agriculture.
Complementary actions in other
areas are reguired for it to bear
fruit." (Addis Tribune, No. 315, Oct,
16, 1998)

Ethiopia and Eritrea are among a
group af countries that risk a food
crisis, the UN Food and Agriculture
organization (FAQ) said tAddis
Tribune, Mo. 314, Jct, 9, 1998}

The U.5 Agency for International
Development [USAID) announced
that more food assistance for
Ethiopia has arrived at Djibouti
harbor, [The Ethiopian Herald, Yol.
LY, No. 35, Oct 22, 1988}

Director of the Biodiversity
Conservation and Research
Institute  said over 600 of the
estimated 7000 plant species in
Ethicpia are knoawn to have
medicinal wvalue. ({The Ethiopian
Herald, Vol. LV, No. 057, Naw. 17.
1998)

Sasakawa Global 2000 =aid it has
been undertaking a demonstration
site project that would help farmers
minimize the labor they employ and
preserve  sorl fertility, {The
Ethiopian Herald, Vol LV, No. 057
Now. 17, 1998)
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The Emergency Food Reserve
Administration said it had given
281,000 metric tones of grain to
donaors in loan last Ethiopian year,
(The Ethiopian Herald, Vol LV, No.
051, Nov. 10, 19398)

The Disaster Prevention and
Preparedness Oepartment of
ubabor Zone said it has provided
over 13,000 guintals of relief food
for the inhahitants of the zone
facing food shortage. (The
Ethiopian Herald, Vol. LV, No. 055,
Nov, 14, 1938)

The Ethiopian  Grain  Marketing
Enterprise  said it has started
making all thie necessary

precautions to aveid undue grain
price falls that may occur due to the
expected bumper harvest this year.
{The Ethiopian Herald, Vol LV, No.
066, Nov, 27, 1998)

Agricultural Inputs Supply
Corporation announced that it will
buy 10,000 metric counts DAP from
grants received from the alian
Government.  (Addis Tribune, Mo
330, Nav. 20, 1998)

Dispatches from Brussels show the
European Commission opened a
tender recently for the supply of
J6,783 tones of common wheat for
Ethiopia. (Addis Tribune, No, 319,
Nov. 13, 1998)

An  agricultural expert disclosed
that is possibic to prevent saoil
erasion by spraying weed killers in
unpleughed maize growing fields.
{The Ethiopian Herald. Val. LY. No:
056, Nov. 15, 1988)

The Sihul  Incense  Project  of
Western Tigray Zone said it plans (o
callect 25000 quintals of incense
this year. (The Ethiopian Herald
Vol LV, No. D56, MNov. 15, 1533)

The Samali State Disaster
Frevention anil Freparcdness
Bureau disclosed that about half
million people in the state are
exposed to famine due o lack of
rain owver the last two consecutive
raINy  Seasans. (The Ethiopian
Herald, Val LY, No 085, Nov. 25
1958

I EXTERNAL
ASSISTANCE

The United Mations Educational
Scientific arid cultural organization
(UNESCO) has pledged to donste a
sum of 350,000 U.S. dollars for the
reconstruction of schools
destroyed by  Erntrean  war of
aggression, (The Ethioman Herald,
Vol LV, Nao 23 Oct B, 1993)

The Tourism Development Project
launched through the cooperation
between the government of Ethiopia
and Austria has planned to
undertake wvarious development
activities in the Semen Mountains
Mational Park at a cast of about 12
million bire, ({The Ethiopian Herald
Vol LV. No 27, Oct 13, 1948)
Ethiopia and usa signed
agreements amounting to 234
million U8 dollars, Accarding ta
the agreements, the Lu.s
governmenl will give the sum of
11.4 millian .S dollars and 12
million dellars to Ethiopia in
suppert of the country’'s Health
Jector Development Prograrm and
Education Sector Development
respectively. (The Ethiopian Herald,
Vol LY, No. 029, Oct. 15, 1848])

The French Development Agency
has approved a new &0 million
French franc (7o million ETE) grant
to the Addis Ababa Water and
Sewage Authority. MNorway granted
10.5 millien birr to a research
Programme  af  Addis  Ahbaba
University. [Addis Tribuneg, No, 317,
Cect. 30, 1998)

The World Bank approved US 5100
millign to suppor the first five year
phase of Ethiopia's 20.year health
sectar  development  programme.
{Addis Tribume, Mo, 317, Oct. 20,
1938)

The Ethiopian government has
signed  agreements with  donors
providing for cver three billion Birr
for the execuation of investment in
the educalion and health sectars
program, according to a semor
government official. (The Ethiopian
Herald, Val LV, 088, Nov. 29, 1958)
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V. TRADE charges against 10 organizations

The Ethiopian Custams Authority
said over 275, 000 tonnes of goods
have been imported to the country
via the Djibouti port over the past
three months alene. (The Ethiopian
Heraid, Vol LV, MNeo. 35 Qet 22,
18595}

More than 11,000 tonnes of washed
and dry coffee would be supplied by
MNubabor Zone to the central market
this: Ethiopian year, the =zonal
agriculture department said. [The
Ethiopian Herald, Vol.. LV, Ne. 37,
oet 24, 1998)

LI

Vi. CREDIT

The Development Bank of Ethiopia
{DBE) said it ihas a plan to lend 195
million  birr this year for wvarious
economic sectors. (The Ethiopian
Herald, Vol LV, No, 21, Oct. 6, 1998)
The |International Monetary Fund
(IMF} approved the second annual
loan for Ethiopia which is about 5§42
million to support the Ethiopian
government's eCconomic and
financial program for the fiscal year
1938-9% under the Enhanced
Structural Adjustment  Facility
[ESAF). (The Reporter, Vol IIl, Na,
112, Oct, 28, 1998)

The world's poorest countries,
including Ethiopia, are to receive
over 20 billion US dollars in
concessional loans fram
International Development
Association (IDA). (The Ethiopian
Herald, Vol. LV, No. 068, Nov. 27
1998)

The Fiche branch ar  the
Development Bank of Ethiopia and
the Debre Markos branch of the
Amhara Credit  and Saving
Company are planning to give over
13.5 millien Birr for peaple in the
low-income bracket. (The Ethiopian
Herald, Vol. LV, No. 058, Nov. 15,
1958)

MNine micro-finance Institutions have
been providing credit and Saving
services to poor people in various
states, the MNational Bank of
Ethiopia said. {The Ethiopian
Herald, Yol LV, No, 085 Nowv. 14,
1998)
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The Axum branch of the Dedebit
Credit and Saving Share Company
in Central Tigray Zone said it has
loaned a sum of aver 79.3 million
Birr to over 162,000 clients, branch
manager Ato Yaseph Dira said
[The Ethiopian Herald, val, LV, 043
MNow, 12, 1988)

The Oromia Trade and Industry
Bureau said it has drawn a plan to
give 6.4 million Birr loan this year
for- people in the low income
bracket. (The Ethiopian Herald, Vol
LV, 048, Nov. 4, 1998)

tEmwhh

Vil. PUBLIC REVENUE

The fish production and marketing
enterprise said it earned a total of
aver siXx million income from_fish
production during the past hLﬁjget
year. (The Ethiopian Herald, Vol
LV, No. 30 Oct. 15, 1998)

The Assela Mait Factory has netted
over 11 million birr the previous
Ethiopian budget year and has
made salary increment in addition
to the bonus it paid to its workers,
(The Ethiopian Herald, Vol LIV, Mo,
34, Oct, 21, 1998)

The Methara sugar factory said it
has made over 104 million birr in
gross profit in 1980 E.C.  (The
Ethiapian Herald, Vol. LV, MNo. 27,
Oct. 13, 1998)

The Methara Sugar factory said it
has earned 3.7 million birr fram the
sale of 40,000 tonnes of molasses
to a German market. (The Ethiapian
Herald. Val. LV, 29, QOct, 15, 1598)
The:  Middle Awash  Agricultural
Development Enterprise  reported
that it has earned a profit of more
than 12 million birr over the
Frevious Ethiopian Year. (The
Ethiopian Herald, Voll. LV, Na, 27,
Qct 13, 1998),

The Road Fund Administration said
it has secured 328 million birr from
fuel tariff for the construction and
maintenance of roads (The
Ethiopian Herald, Vol LV, Na, a7,
Oct, 24, 1598)

The East Wollega Zone inland
revenue office said it has filied

36

and 52 persons who owe it over
4,000, 000 birr in tax (The
Ethiopian Herald, Val. LV, Nao. 27,
Oct., 13, 1998)

R

VEHI. INVESTMENT

One hundred and SEVENTY nine
privaie investors have Jaunched
various development ventures in
West Shoa Zone with a combined
capital of over 600 million birr, (The
Ethiopian Heralid, Val. LV, Na. 817,
Qct. 1, 1898)
A group of Ethiopian and South
African investors are preparing to
setup a brewery in Akaki woreda.
East Shoa zone, at a cost of aver
300 million birr - similarly, A total of
212 investars possessing an
aggregate capital of 2.3 billion birr
have started wventures in varicus
investment sectars in Oromia State,
according to reports coming from
different zonal Administration of the
state. (The Ethiopian Herald, Val,
LV, No. 23, Oct. B, 1998)

LR LR S
An official of the Ministry of
Ecanomic Development and Co-
ocperation said 28 out of the 57
projects launched with a 1.2 hillion
birr  allocated by the African
Development Bank(ADB) have been
completed, (The Ethiopian Herald,
Vol. LV, No, 39, Oct. 27, 1998)

hoa ke
A state owned Chinese firm and a
private Ethiopian company are to
build a pharmaceutical plant worth
1.7 million outside the Ethiopian
capital. (Addis Tribune, 320, Nov.
20, 1938)

AR AA e
The Ministry of Mines and Energy
said a total of 16 foreign and local
investors have been licensed last
year to undertake mining
exploration activities (The
Ethiopian Herald, Vol LV, D58, Nov,
18. 1998)

IX. BUDGET

Or. Tekelehaimanot Haile Solassie,
Vice Minister of Education said that
the Ministry of Education has
alioeated 12.2 billion birr for this
fiscal year. {(Addis Tribune, No. 314,
Qct. 9, 1938)

LR
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net respond within 2 week, the edited version will appear in the bulletin.

Unaccepted articles will not be sent to the author({s). We accept articles in both English and
Amharic. Views expressed in the Bulletin are those of the authors and are not necessarily of
the institution's in which the author{s) work ar the EEA.

Articles should be addressed to:

The EEA Bulletin |
Ethiopian Economic Association
P. O. Box 34282
Addis Ababa, Ethiopia
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