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I. INTRODUCI'ION

For the second time in seventeen years Ethiopia is once again poised at a
delicate moment of transition from an old order to a new, uncertain one. In 1974,
those who wrenched power out of the hands of the imperial regime promised an era
of progress and equality. Seventeen years later they too were forced to relinquish
power by forces that employed more or less the same idiom they had marshalled
against the Haile Selassie era.

The agenda of the day is always posed in political terms, but beneath the political
programme there is invariably a strong undercurrent of unfulfilled economic tasks.
To what extent the new order will deliver on its promises is for history to judge. But
the present is as fitting a time as any to make a reckoning of the economic record
of seventeen years of military rule, a chapter of Ethiopian history that is definitely
concluded. Taking the long view, this was a brief episode in the country's long
history, but it was certainly an eventful one. This is so not merely because of what
happened in the last seventeen years, but because its impact on future generations
is bound to be long-lasting.

This paper attempts to review the economic performance of the military regime
not in its totality but with r~ference to basic macroeconomic parameters. In other
words, it is an attempt to look at the forest, not the individual trees. To be fair in
our assessment, we have refrained from judging the economic legacy of the Derg in
absolute terms; instead, what we have attempted is to evaluate the regime's
performance relative to the economic situation it inherited (In assuming power and
with reference to its own declared objectives. It is these that we use as our point of
departure.

We then proceed to examine the economic record of the period by focussing on
overall trends in major sectors of the economy and trends in the conventional
macroeconomic parameters: savings and investment; fISCal and monetary
developments; trends in the balance of payments; and trends in incomes and prices.

Next we examine the roots of the deepening crisis to see how, in its last days, the
Derg attempted to cope with it, a belated attempt which, as is well-known, culminated
in total failure. From this vintage we shift our perspective from the past to the
present and --even more important -the future, to identify what we consider to be
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the major immediate and long-term development issues the country has to grapple
with as it faces the twenty-first century.

II. THE ECONOMY ON THE EVE OF THE REVOLUTION

A. Overall Trends

On the eve of the revolution of February 1974 Ethiopia was in the final year of
the implementation of the Third Five Year Plan (TFYP) and wrapping up the
preparation of the Fourth Five Year Plan. This section attempts to provide an
overview of the macroeconomy during the five years before the revolution.

The average rate of growth of gross domestic product (GDP) in real terms for
the period 1967/68-1971/72 was 4 per cent per annun1. In per capita terms the
average growth rate was about 1.7 per cent (see Table 1). However, in 1972/73 the
GDP growth rate began to decelerate, amounting to 2.5 per cent, which means that
per capita GDP was stagnating in that year. The still lower performance of 1973/74
was mainly due to the revolutionary upheaval which created economic disruptions
and uncertainties.

Table 1: Growth Rates of Gross Domestic Product

(in per cent)

1%7/68-1971/72 1971/72 1972/73 1973/74
(Average)

1 GDP 4.0 4.5 2.5 1.4

2 Per capita GDP 1.7 2.2 0.2 -0.9

3 Agriculture 2.:1( 3.5 0.7 -0.6

4 Per capita ..."
-Agriculture -0.1 1.2 -1.6 -2.9

5 Industry 5.6 4.4 3.1 -0.7
-Manufacturing 10.5 3.6 6.8 -1.1

Source: Office of the National Committee for Central Planning (ONCCP),
Macro Planning Department.

The major unde,rlying cause for:,the deceleration of the growth of aggregate output
was the poor performance of the agricultural sector. Agriculture dominated the
Ethiopian economy, generating more than 57 per cent of GDP during 1967/68-
1971/72. It was the largest employer and foreign exchange earner.

In contrast to its size, the state of development of the agricultural sector was
abysmally low. It was characterized by a large subsistence sub-sector and extremely
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low productivity. These basic features, coupled with bac~rdagricultural practices,
an archaic land tenure system and drought, caused agricultural output to stagnate.

Value added in agriculture grew at an average annual rate of 2.2 per cent during
1967/68-1971/72. In per capita terms this translates into an average rate of decline
of 0.1 per cent. 1971/72 was an exceptional year for agriculture, and the sector's
output grew by a respectable rate of 3.5 per cent. But in 1972/73 growth in
agricultural output stagnated, showing a mere 0.7 per cent increase --thus implying
a 1.6 per cent decline in per capita terms. The depressed state of agriculture,
aggravated by the drought, continued into 1973/74. During that year, agriculture
showed a marginal decline of about 0.6 per cent, but per capita agricultural output
declined at a quite sizeable rate of 2.9 per cent.

A great constraint to agricultural development was the archaic land tenure
system. It too often left tenants with little incentive to adopt output-increasing
technologies. It also limited the majority of farmers to holdings not sufficient enough
to fully engage a family for much of the year, while leaving large cultivable areas
underutilized. It was obvious that a comprehensive land reform programme was a
critical factor in increasing output, employment and income equality in agriculture.
This was precisely what was underscored by the Third Five Year Plan of Haile
Selassie's government. Although a number of measures had been planned towards
land reform,. they were repeatedly blocked by Parliament.

The distressed state of agriculture had a serious impact on the dynamics of the
industrial sector. True, the industrial sector showed relatively rapid growth during
1967/68-1971/72, its growth rate having averaged about 6 per cent per annum. This
was particularly driven by accelerated growth in manufacturing, electricity and water
as well as small-scale industries and handicrafts. However, in 1972/73 industrial
growth slowed to 3.1 per cent, the main factor being the growing weakness in
manufacturing. During 1967/68-1971/72, manufacturing registered a rapid rate of
growth, averaging 10.5 per cent per annum. This was primarily based on import
substitution. In 1972/73 the growth rate declined to 6.8 per cent.

This situation may be explained by the depressed state of rural incomes, which
weakened the stimulus for manufacturing sales. It may also indicate that the easy
stage of import substitution had come to a close and that further sustained industrial
development largely depended on policies pursued in agriculture, notably in the area
of land reform and peasant agriculture.

B. Expenditure on GDP

Aggregate demand at current market prices grew at an average annual rate of 5.7
per cent during 1967/68-1971/72. In 1972/73 its growth rate was 5.5 percent.

Of the components of GDP, total consumption grew at an average annual rate
of about 6 per cent during 1967/68-1971/72. This was dominated by private
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consumption, which accountec;l for about 79 per cent of GDP (see Table 2). The
share of public cOnsumption remained at about 10 per cent during the whole period.

Gross fixed capital formation (GFCF) grew at an average annual rate of 3.3 per
cent during 1967/68-1971/72. As a share of GDP, GFCF averaged about 12.6 per
cent per annum. In 1972/73 GFCF experienced a decline' of 5.6 per cent; its share
of GDP declined to 11.3 per cent.

On the financi~g side, domestic savings grew at an average annual rate of 4.4 per
cent during 1967/68-1971/72. As a share of GDP, they averaged 11 per cent. In
1972/73 domestic savings showed positive developments in contrast to GFCF. In
that year, domestic savings grew at 30 per cent, and their share in GDP averaged
about 13 per cent.

Table 2: Percentage Distribution of GDP
(at market prices)

7/68-1971/72 (Average) 1972/73 1973/74

1 Total consumption 89.0 86.7 87.1
-Private 78.8 76.0 76.6
-Public .10.2 10.7 10.5

2 Gross fIXed capital 12.6 11.3 9.8
formation

3 Domestic savings 11.0 13.3 12.9

4 Resource balance -1.6 2.0 3.1

5 Exports of goods and 10.3 13.0 14.8
non-factor services

6 Imports of goods and 11.9 11.0 11.7
non-factor services

Source: ONCCP, Macro Planning Department.

() When one compares the developments in GFCF and domestic savings, there is
a clear picture that emerges. The resource gap, which averaged 1.6 per cent of GDP
during 1967/68-1971/72, moved into surplus during 1972/73 and 1973/74. It reached
2 and 3 per cent,of GDP, resp.e~~vely. This positive development was fueled by the
export boom that began in 1972/73.

During 1967/68-1971/72, exports of goods and non-factor services grew at an
average rate of 4.7 per cent per year. In 1971/72, 1972/73 and 1973/74 the growth
rates were 4.6, 33.2, and 26.7 per cent, respectively. On the other hand, imports of
goods and non-factor services, which grew, on average, at 3.4 per cent per annum in
1971/72, declined by 4.5 per cent in 1972/73. In 1973/74, however, they registered
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a rapid growth rate of 18.7 per cent. Overall, however, their rate of growth was
lower than that of exports and very much reflected the deceleration in GFCF.

As a ratio of GDP, imports of goods and non-factor services averaged 11.9 per
cent during 1967/68-1971/72. In 1972/73 their share declined marginally to 11 per
cent, while in 1973/74 it rose to 11.7 per cent. The corresponding ratio for exports
of goods and non-factor services, on the other hand, showed a contrasting picture.
It rose from the period average of 10.3 per cent during 1967/68-1971/72 to 13 and
14.8 per cent in 1972/73 and 1973/74, respectively. As a result, Ethiopia was able
to build up her foreign exchange reserves. Import cover (in months) of reserves rose
from 6.8 in 1970/71 to 12.9 in 1972/73, and to 16.8 in 1973/74.

One observation that could be made is that the deceleration in GFCF cannot be
explained in terms of domestic savings and balance of payments constraints. This
observation is further strengthened by the fiscal operations of the government at the
time. One discernible aspect in this regard was the generally low level of domestic
bank borrowing. In 1967/68 the share of domestic bank borrowing in GDP was 1.2
per cent. However, in 1972/73 it was a mere 0.2 per cent. In fact, in 1973/74 the
government reduced its outstanding debt by repaying. This fiscal stance, in turn,
reflects the low level of budget deficits, and hence low capital expenditure.

Table 3: Fiscal Parameters as Ratios of GDP

1967/68 1970/71 1972/73 1973/74
1 Revenue 9.4 9.8 11.1 11.1

2 Recurrent expenditure 11.4 10.7 11.2 10.7

3 Capital expenditure 2.1 2.6 3.0 3.2

4 Overall deficit 4.1 3.5 3.2 2.8

5 Domestic bank borrowing 1.2 0.3 02 -1.9

6 External fmancing 2.9 32 3.0 2.9

Source: ONCCP.

This fiscal stance can be clearly described as overly cautious and shows fiscal
conservatism at a time when the world was Keynesian. It meant considerable cost
in terms of the growth rate of output, substantially below the growth potential of the
economy. In another respect this low level of deficit financing contributed to slow
monetary expansion, and hence moderate increases in prices.

One remarkable development in the late 1960s and early 1970s was the apparent
existence of price stability, which at least protected the erosion of purchasing power
of income. This is observable from the trend in the retail price index for Addis
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.
! Ababa, the only available measure of inflation. The general I ,tail price index for

Addis Ababa showed an average annual growth rate of 0.8 per cent during 1969/70-
1972/73. In 1973/74 the trend was reversed. The year experienced a burst of
inflationary pressure, most probably triggered by the distressed state of agricultural
production. The index for 1973/74 increased by 10.7 per cent over the 1972/73 level.

The general retail index for Addis Ababa is dominated by food. During 1969/70-
1972/73 the index for food registered an average decline of 0.1 per cent, thus
c9ntributing to price stability during that period. However, this negative trend was
discontinued in 1973/74, the change in 1973/74 over the 1972/73 level being about
14 per cent.

To conclude, on the eve of the February 1974 revolution, the state of the
Ethiopian economy exhibited respectable moderate rates of growth of GDP arid per
capita GDP, although it had begun to show signs of deceleration towards the end.
Although GFCF showed a decline, the domestic savings ratio was growing and
Ethiopia had a comfortable balance Qf payments position and low inflation.

But the profile of the economy will be incomplete if one does not mention the
growing urban unemployment and agrarian crisis which characterized the period.
Mention should also be made of the external pressure to which the Ethiopian
economy was subjected at the time. The oil price rise of 1973 and the instability in
the international monetary system were also critical developments of the period.
However, the underlying problem was internal --i.e., the agrarian crisis.

III. DEVEWPMENT OBJECl'lVES, PRIORITIES AND
GOALS OF THE MILITARY GOVERNMENT

A. Early Orientation

The growing agrarian crisis, heightened by the outbreak of famine in 1973/74,
and the government's attempt to hide it rather than cope with it, helped release pent
up social and political forces that exposed the increasingly eroded social base of the
government. Further, the economic pressure generated by the increased oil price
also intensified the already heightened socia;! and political contradictions. These
forces led to the mass movement of February 1974, which eventually culminated in
the seizure of power by the Provisional. Military Administrative Council (PMAC), the
Derg.

The catch-all motto of the Derg was "Ethiopia Tikdem". The first major step in
explaining what it meant and in showing the overall development objectives of the
government was the declaration on 20 December 1974 of socialism as the guiding
ideology. The formal Declaration stated that "Ethiopia Tikdem" meant equality, self-
reliance, the dignity of labor, the supremacy of the common good, and the
indivisibility of Ethiopia's unity [PMGE 1974].
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In the economic sphere, the Declaration further stated that:

Those resources that are either crucial for economic development or are of such a
character that they provide an indispensable service to the community will have to be
brought under government control or ownership. Essential economic activities which are
not amenable to centralized public management wiI1, though outside the public sector, be
subject to pttblic monitoring to ensure that the public interest is properly served.
Activiti~in the private sector which are not harmful to the interests of society will be left
in private \ands in so far as they do not impede the objectives of "Ethiopia Tikdem"

[pMGE 197"4].

~peclaration was further clarified and strengthened by the Declaration on
Economic Policy of Socialist Ethiopia of February 1975. The essence of the
Economic P,olicy was to delineate and indicate economic sectors and activities where
the state sector, private sector and foreign capital could invest and operate in the
count:ry's economic development.

The gQvernment's aims in taking over the commanding heights of the economy
were:

1) to ~ure that social justice and equity are promoted;
2) to generate more resources required to accelerate economic development for

impro~ng the living standard of the people; and
3) to expedite the construction and the management of the economy through

planning and in a resource allocation system that would ensure a steady progress
in economic and social development.

In line with these intentions, the first major economic measure came at the
beginning of 1975. All banks, insurance companies, and industrial and commercial
firms were nationalized. Then came the Land Reform Proclamation of March 1975,
which made all rural land the collective property of the Ethiopian people. At a
stroke it terminated feudal relations of agricultural production --a widely recognized
impediment to economic development in Ethiopia. The proclamation called for the
formation of Peasant Associations (PAs) with provisions for self-administration and
the defense of the reforms as well as to ensure mass participation in the development
process.

The other measure taken during the first year of the Derg was the nationalization
of urban land and extra houses on July 26, 1975. The Urban Land Proclamation
allowed each family to retain only a single dwelling for its own occupation and
transferred all rented-out houses to the state. Rent reductions were made ranging
from 15 to 50 per cent, with the percentage reduction biased in favor of low-income
groups, with a view to passing on some of the benefits to them. The Proclamation
also called for the establishment of Urban Dwellers Associations (kebeles). The
kebeles were to administer rents below 100 Birr per month and serve as basic units
for urban administration and carry out political and local development functions.
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During its second year the Derg brought further ideological clarification to the
December 1974 Declaration of Socialism. This came with the issuance of the
Programme of the National Democratic Revolution (NOR) of April 1976. According
to the NOR Programme, the guiding ideology of the government was thenceforth to
be Marxism-Leninism. The long-term goal was to be the building of socialist society.
Since the NOR was an interim programme for the transition period, its economic
programme was meant to create the technical and material foundations for socialism.

The NOR Programme was further clarified and incorporated in the Programme
of the Workers Party of Ethiopia (WPE) issued in 1987. The economic objectives
of the WPE were:

1) to accelerate the growth of the productive forces so as to build a strong and
internally self-sustaining national economy free from the influences of the
capitalist market and division of labour;

2) to expand, strengthen and ensure the dominance of socialist production relations
with a view to creating a conducive environment for the growth of the productive
forces, and to expand socialist economic organization and management in order
to realize this;

3) to accelerate, through (1) and (2), sustained growth of the standard of living and
cultural well-being of the working people.

The NOR Programme and the Programme of WPE provided broad guidelines
for the elaboration of the Ten-Year Perspective Plan (TYPP), which was to cover
1984/85-1993/94. The TYPP provides ample evidence on the long-term
development objectives, priorities and goals of the government.

B. Objectives of the Ten-Year Perspective Plan (TYPP)

The major objectives, as stated in the TYPP, were:

a) improving gradually the material and cultural well-being of the people;
b) accelerating growth of the economy through the expansion of the country's

productive capacity;
c) conserving, exploring, and developing the natural resources of the country;
d) expanding and strengthening socialist production relations;
e) laying down the basis for the development of national science and technology

capability;
f) alleviating social and unemployment problems gradually;
g) ensuring balanced and proportional development of all regions.

C. Development Priorities

The TYPP took the development of agriculture as the foundati~ of the country's
economy and industry as the leading sector. This generally indicated the broad
development priorities.

J'
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Within agriculture, the TYPP envisaged giving priority to: (a) the
cooperativization of peasants and the expansion of agricultural extension services; (b)
the expansion of irrigated farming which would permit the attainment of dependable
and adequate domestic food supplies and enhance export capabilities; (c) raising the
quality of livestock through expanded veterinary services; (d) forestry development,
soil and water conservation.

Industry was the second priority sector in the TYPP and was expected to playa
leading and dominant role in the national economy. Much depends on industrial
dynamism to effect structural transformation. But industrial development is, in turn,
very much dependent on the capacity of power generation and the state <?--f
development of the mining sector. Accordingly, increased power generation, ~dthe
exploration and exploitation of mineral resources were the other priority areas
stipulated in the TYPP. The development of the mining sector i.s m>t only essential
for industrial development, but also for export diversification. The TYPP also took
the development of science and technology as an area of focus with a view to raising
output and productivity in the priority sectors of agriculture and industry, thereby
creating domestic science and technology capability.

Another area that was to be given particular attention was the task of improving
the lives of the nomadic population. The establishment of farm settlements and
cattle-raising cooperatives and locating development projects in border regions were
expected to contribute towards improving the well-being of the nomadic people.

D. Major Goals of the Ten-Year Perspective Plan (TYPP)

One of the major goals of the TYPP was the attainment of an average annual
growth rate of 6.5 per cent in real GDP. In terms of sectoral growth, agricultural
GDP was planned to increase at an average annual rate of 4.3 per cent, industrial
GDP at 10.8 per cent, and services GDP at 6.9 per cent.

The sectoral growth targets envisaged in the TYPP were expected to entail
considerable structural shift in the economy. The share of agriculture in GDP was
to decline from about 48 per cent in 1983/84 to about 39 per cent in 1993/94. In
contrast, the share of the industrial sector was to rise from 16 per cent in 1983/84

~ to about 24 per cent in 1993/94, while the services sector was to grow marginally
~' from about 36 per cent to 37 per cent over the same period.
t

Other major goals were:

a) attainment of self-sufficiency in food, raising per capita calorie intake from its
initial estimated level of 1740 to 2580 by 1993/94;

b) health coverage for 80 per cent of the population by 1993/94;
c) provision of safe drinking water to about 46 per cent of the population by the

end of the plan period;
d) providing literacy education to 12 million people;
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e) primary emollment rate to reach 66.5 per cent.

Table 4: GDP by Sector or Origin In the TYPP
(Percentage share and average annual growth)

Growth (%) 1983/84 1993/94

1 Total GDP 65 100.0 100.0

2 Agriculture 43 483 39.1

3 Industry 10.8 16.0 23.9

4 Services 6.9 35.7 37.0

Source: Ten-Year Perspective Plan, p.24.

E. Financing the Ten-Year Perspective Plan ('lYPP)

Given the high growth rate envisaged by the TYPP, the investment requirement
was quite considerable. Accordingly, the plan aimed at raising the gross investment
rate from about 11 per cent in 1983/84 to 28 per cent in 1993/94. To reach this
level, investment was expected to grow at an average annual rate of about 17 per
cent. The cumulative gross investment required for the ten years was estimated to
reach Birr 32 billion in 1980/81 prices. At current prices it was to amount to Birr
41.8 billion.

To finance this considerable level of investment, the corresponding domestic
savings mobilization was to be quite a challenge to the TYPP. Gross domestic
savings were expected to grow at the very high average annual rate of about 24 per
cent. As a share of GDP, domestic savings were to increase from a very low rate of
3.4 per cent in 1983/84 to 15.5 per cent in 1993/94.

The total domestic savings for the entire ten-year period were estimated at Birr
23.2 billion at cuQent prices. This was expected to cover about 55.5 per cent of the
planned total investment. The b~ce, however, was to be covered by an inflow of
foreign resources. Thus, the fate of the TYPP was to depend in no small measure
on external resources.

IV. OVERALL ECONOMIC PERFORMANCE 1974-90

A. Overall Trends

During the period under consideration the rate of growth of GDP averaged 1.9
per cent per annum, which fell considerably short of the population growth, rate,
assumed to have been 2.7 per cent. This represents a declillt'in per capita income
of about 0.8 per cent, a particularly telling statistic because it reveals that the
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standard of living of the average Ethiopian, already one of the lowest in the world,
suffered further deterioration during the era of military rule.

While this represents the overall picture, the performance of the economy was
highly uneven over the years, characterized as it was by drastic ups and downs (see
Table 5 and Chart 1). The periodization that appears in Table 5 is intended to
capture these upward and downward swings and to relate them to their basic
determinants.

Table 5: Period Average Growth Rates of GDP and its Components
(Percentages)

GDP Component 1974-78 1979-83 1984-85 1986-87 1988-90 1974-90

1 Commodity producing -0.4 3.7 -8.9 9.5 -0.2 1.2
sectors

1.1 Agriculture -0.1 2.6 -13.1 11.8 0.1 0.7

1.2 Industry -1.8 7.2 3.0 4.1 -1.1 2.5
-Manufacturing -0.6 11.1 2.7 5.6 -0.6 4.2
-Construction -4.6 5.6 3.6 2.6 -6.1 0.2

2 Service sectors 2.1 53 1.0 5.4 3.0 3.5

2.1 Distribution -2.6 6.4 0.4 6.6 13 2.5
-Trade -4.1 6.5 -2.5 6.9 -0.2 1.5
-Transport 13 6.4 6.8 6.1 4.0 4.6

2.2 Other services 6.4 4.5 1.4 4.4 4.4 4.5
-Public

administration 10.7 3.7 13 3.4 6.7 5.7
and defence

-Social services 4.6 --
-Health & med. 2.4 5.0 1.9 11.1 -Education 3.0 7.1 8.8 63 3 Total GDP 0.4 4.2 -5.3 7.9 1.0 1.9

Source: ONCCP.

During 1974-78, a period of intensive internal conflicts and the war with Somalia,
GDP grew by a mere 0.4 per cent. This was followed by a period of recovery (1979-
83) when GDP registered a respectable growth rate of 4.2 per cent. These were the
so-called zemecha years, when an all-out effort was made to boost production on the
basis of annual development campaigns. Then followed the lean years of 1984-85,
the period of the catastrophic drought and famine, in which GDP actually declined
by 5.3 per cent, with disastrous consequences for the economy and society.
Continuing with this drama of alternating fat and lean years, we find that 1986-87
was a period of recovery in which GDP grew by 7.9 per cent, largely as a result of
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improved rains. However, the recovery was bound to be short-lived and it gave way
to the years of deepening crisis (1988-90), in which a rapidly accelerating war
situation combined with other factors to generate a GDP growth of a mere 1 per
cent. This was to be the beginning of the end.

It should also be realized that this record, apart from being poor in absolute
terms, also stands in stark contrast to the overall goal the military government had
set itself in the TYPP, i.e., a 6.5 per cent average annual growth rate of GDP and a
3.6 per cent growth in per capita GDP.

B. Trends in Major Sectors

The basic underlying factor behind this dismal aggregate record was. the
disappointing performance of the commodity-producing sectors, most notably
agriculture --often characterized as the backbone of the Ethiopian economy but at
the same time also its Achilles' heel.
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Chart 1: GrCM'th Rates of GDP Bnd Its Components

During the entire period, agricultural output grew by a mere 0.7 per cent, a full
..! 2 per cent below the population growth rate and lower than the growth rate of all
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other sectors with the exception of construction. As is to be expected, agricultural
output was subject to considerable fluctuations, basically following the pattern of
rainfall. Thus a drastic fall of 13.1 per cent was registered during the years of the
great famine of 1984-85 while the highest growth rate was recorded in the years
immediately following the drought. But if this gives the impression of a dramatic
boost in agricultural production, the impression is a purely spurious one, since it is
a reflection of relative, not absolute performance. Thus, although there was a
recovery in 1986-87, output in that year was the lowest in all the ten years since the
Derg assumed power. The record of agriculture was therefore one of stagnation and
decline.

The performance of industry (here taken to mean manufacturing and
construction) was more respectable, but it was confined within perimeters strictly
circumscribed by the agricultural sector. The industrial growth rate for our period
averaged 2.5 per cent, mostly on account of growth in manufacturing, which was 4.2
per cent. Interestingly, manufacturing output registered negative growth rates at the
beginning and end of our period. On the whole, however, its growth pattern closely
mirrored that of agriculture, on account of its dependence on the latter for raw
materials and foreign exchange, among others. Towards the end of our period, the
manufacturing sector was clearly reflecting the adverse impact of war. Thus, output
in 1990-91 was lower than what it had been five years earlier. In other words, the
-overall positive growth rate for the period masks absolute declines in industrial
output in the last years of the Derg.

Developments in construction also followed more or less the same pattern, its
dubious claim to distinction being that it registered the lowest growth rate of any
sector. It is especially revealing that output in this sector in 1990-91 was lower than
it had been in 1974-75. The implications of this fact are quite far-reaching, because
developments in other sectors are seriously hamstrung by construction capacity. This
was especially so in the last years, when most of the country's construction activity
was geared to the war effort.

The services on the whole registered a positive growth rate of 3.5 per cent, but
this hides considerable variation between sub-sectors. Not surprisingly, the highest
rate of growth (5.7 per cent) was registered oy public administration and defence,
again the highest figures being for the beginning and end of the period, when war
expenditure was inordinately high. Another factor is the sprawling government
bureaucracy, which, given its essentially unproductive character, had become a
millstone round the neck of the economy.

What has been the cumulative impact of these developments on the structure of
the economy? The general answer is that there has been little structural
transformation to speak of, and whatever change has taken place cannot be regarded
as positive (see Chart 2). Thus, the share of the commodity-producing sectors
(essentially agriculture and industry, the latter taken in its broadest sense) declined
from 67.4 per cent of GDP in 1974-75 to 59.4 per cent in 1990-91. This decline was
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matched by an equal rise in the share of services, of which fully half was accounted
for by public administration and defence.
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Chart 2: GDP Structure, 1973/74 and 1989/90

The share of agriculture declined from 52.5 per cent to 43.6 per cent, but again
this is no indication of structural transformation. To begin with, it is interesting that
the share of this sector, which had reached an all-time low of 41 per cent in 1984-85,
had been steadily rising since then. Secondly and more importantly, the share of
industry rose by only 0.9 per cent in seventeen years and it actually declined in the
last five years. In other words, changes in the structure of GDP were not related to
the kind of structural transformation that has been historically associated with
industrialization.

c. Trends in Savings and Investment

From a pre-revolution figure of 13 per cent, Ethiopia's saving r~te steadily
declined during the Derg era, averaging about 4 per cent in the last years, one of the
lowest saving efforts in the entire world!

This decline is a reflection of the dramatic increase in government consumption
during the period, rising from an average of 14.7 per cent of GDP during 1974-78 to
25.2 per cent during 1988-90 (see Table 6). As stated earlier, this is due to drastic
increases in military spending and a vastly expanded government bureaucracy.
Parallel with the rise in government consumption, there has been a decline in private
consumption from 79.8 per cent of GDP during 1974-78 to 70.8 per cent during 1988-
90. In other words, what has taken place is not a rise in the share of total
consumption but a significant change in its composition.

The combination of a slow growth of GDP and a pronounced increase in
government consumption triggered a steady decline in government saving, which was
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not compensated by a rise in private saving, with the net result that th~ country's
aggregate saving rate has been hovering around disappointingly low figures. Even
restoring the saving rate to its pre-revolution level will require efforts that are no less
than heroic.

Table 6: Composition or Domestic Expenditure as per cent of GDP
(period Averages)

Year 1974-78 1979-83 1984-85 1986-87 1988-90

1 Total consumption 94.5 96.1 97.4 95.7 96.0

-Gov't 14.7 15.8 19.0 19.4 25.2
-Private 79.8 803 78.4 763 70.8

2 Fixed investment 8.7 10.4 13.4 15.1 13.8

3 Domestic savings 5.5 3.9 2.6 4.3 4.0

4 Exports of goods 123 12.4 12.1 12.0 11.3
and non-factor
services

5 Imports of goods 15.4 18.9 22.9 22.7 21.1
and non-factor
services

6 Resource gap -3.2 -6.5 -10.8 -10.7 -9.8

Source: ONCCP.

In contrast, the trend in investment has generally been an upward one, especially
during the second half of our period (see Chart 3). From 8.7 per cent during 1974-78
the investment rate rose to 13.8 per cent during 1988-90. However, this investment
performance compares unfavorably with that of other developing countries, and falls
far short of the country's needs and the critical minimum required to generate
respectable rates of economic growth!

Declining saving rates combined with rising investment rates to create a steadily
widening resource gap. Thus, on the eve of the revolution, domestic saving was more
than enough to finance inv~stment. By 1984-85 it could finance only one-fifth of
total investment. The gap between domestic saving and investment, which
represented 3.2 per cent of GDP during 1974-78, had risen to about 10 per cent
during 1988-90. This has meant increasing recourse to external sources to finance the
country's investment effort;

Consequently, Ethiopia's debt position has been deteriorating at an alarming
rate.3 At the end of 1990, the country's total external debt amounted to Birr 6.3
billion. Debt service payments, which stood at Birr 427.1 million in 1985-86, had
reached Birr 676.4 million in 1988-89. This figure declined to Birr 477 million in the
following year, largely because payment of debt obligations to some socialist
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countries was deferred on account of
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As a result of these unhealthy developments, payments to socialist countries were
frozen as of August 1990 and as of October of the same year a stop was made to
payment of all debt obligations with the exception of some very critic;a1 ones and
those owed to international financial institutions. Inevitably, therefore, there has
been a considerable accumulation of arrears. Consequently, the prospects of
obtaining new loans were seriously compromised, with obvious consequences for
growth, in view of the very heavy foreign share of the country's ipvestment effort.

D. Fiscal and Monetary Developments

A corollary of the widening resource gap has been a large and steadily widening
budget deficit. This deficit has been mounting not because of, but in spite of the
country's revenue mobilization effort, which has been impressive.

Over the seventeen years under consideration, total government revenue rose
from Birr 717.3 million to Birr 3,115.2 million, a 4.3-fold increase or an average
annual growth rate of 29 per cent. As a ratio of GDP, it rose from 12.9 per cent iri
1974-75 to 30.1 per cent in 1988-89, declining to 24.8 per cent the following year, still
a respectable performance relative to other developing countries (see Table 7).

Taxes have been the most important component of government revenue, but their
share declined from 81.5 per cent in 1974-75 to 69.3 per cent in 1989-90. In contrast,
the share of non-tax revenue sources has been rising, particularly in the 1980s. It
should be noted that, no doubt due to the deepening crisis towards the end of our
period, there was a drastic fall in government revenue in 1989-90.

Impressive as the overall growth in revenue was, it was unable to catch up with
growth in government expenditures. As a ratio of GDP, these increased from 19.3
per cent in 1974-75 to 41.1 per cent in 1989-90. Consequently, the budget deficit,
which grew sixfold during our period, rose from 6.4 per cent to 17.2 per cent of GDP.
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, How drastic this development was can be seen from the fact that on the eve of the
i revolution the budget deficit represented merely 2.9 per cent of GDP.

Both current and capital expenditure have had their share to contribute to this
alarming development. The share of current expenditure in GDP doubled from 15
per cent to 30.4 per cent, far out of pace of the growth rates of revenue and GDP.
Military spending, the major explanatory variable for this development, rose from 3.3
per cent of GDP in 1974-75 to 11.4 per cent in 1987-88.

The rise in capital expenditure was also considerable; its share in GDP increased
from 4.3 per cent to 10.7 per cent, having reached a peak of 13.6 per cent in 1985-86.
There have, however, been sectoral variations. Mining, industry and transportation
seem to have been major beneficiaries, but the share of agriculture declined from
33.4 per cent in 1974-75 to 23.3 per cent in 1987-88. The axe has also clearly fallen
on social development; the shares of education and health at the end of the period
were less than what they were at the beginning.

How was the budget deficit financed? On the average 59 per cent of it was
financed by external sources, but their role had been rising in the last years, reaching
a peak of 86 per cent in 1987-88. There was a dramatic reversal in 1989-90, when the
share of external sources plummeted to 35 per cent, presumably reflecting a drying
up of external finance in the last years of the Derg. Domestic deficit financing mainly
took the form of borrowing from the banking system, leading to a drastic increase in
money supply.

From 1974-75 to 1989-90 the increase in money supply was 5.6-fold for Ml and
5.8-fold for M2, and their shares in GDP rose from 15.9 per cent to 39.7 per cent,
and from 20.7 per cent to 53.3 per cent, respectively. These rates of growth were
much faster than that of GDP.

The major factor behind this growth was the unprecedented expansion in
domestic bank credit, which increased almost elevenfold during our period, rising
from a mere 13.4 per cent of GDP to 63.3 per cent in seventeeh years. And this
expansion was in turn largely triggered by a 24-fold increase in the government's
share of total domestic credit. This share increased from 28.3 per cent in 1974-75
to 63.1 per cent in 1989-90; in absolute terms, it increased from Birr 209.7 million
to Birr 5,027.4 million, an unhealthy development in view of the sluggish rate of
growth of production.

Not surprisingly, therefore, this has had inflationary consequences, albeit on a
much smaller scale than in other similarly placed countries. A stagnant economy,
coupled with growing deficit financing from the National Bank, would be expected
to generate quite forceful inflationary pressures in the economy. But this has not
been so, particularly when compared to inflationary pressures in other African
countries. The average annual rate of inflation (as measured by the implicit GDP
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