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FROM THE EDITOR

Recently, ‘Globalization’ has become a catchword. Its use at times can be very con-
fusing. A lot of works on the theme associate it with its political, cultural, informa-
tion, technological and environmental as swell as economic dimensions. Notwith-
standing the close interconnection among these facets of globalization, EEA's recent
panel discussion, which this issue of Economic Focus dwells upon, focused on the
economic dimension and its implications for Ethiopia.

The main objective of the discussion of this theme is first to clarify the idea of
globalization, if possible both from theoretical/historical and empirical perspective.
Second, globalization may offer opportunities and also brings challenges. One needs
to unravel these facets of globalization and attempt to articulate how a poor coun-
try, such as Ethiopia, would design strategies to cop® with the challenge and get
something out of it at the same time.

The simplest way of thinking about its economic dimensions is to discuss the chan-
nels through which countries are linked. These are ‘international’ trade and finance
(and macroeconomic policies which are propagated through these channels).
Moreover, the legal as well as the internactional financial framework that accompa-
nies these linkages (such as policies of WTO, IMF, World Bank) are also important
ingredients of economic globalization,

Although this issue of Economic Focus does not exhaust all the above elements, it
certainly sets the framework for future discussion. As usual, we will be looking
forward to your comments and papers to keep the discussion alive.

We have also the usual columns of Letter to the Editor and Economic Is-
sues/Information.

Enjoy your readings of Economic Foucs, Volume 3, Number 1!!.
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LETTER TO THE EDITOR

To: The Editor-in-Chief
Ethlopian Economic Association
Addis Ababa.

Globhaliralion: Analyred? Or Misunderstiood?

| listened to the three speakers, save Ato Asrat, at
the last round table of the EEA on globalization in
utter disbelief. Is that all what Ethioplan econo-
mists/intellectuals could come up with on globaliza-
tion? Globalization is now a familiar subject in the
rest of the world, and it is pretty much analyzed in
conjunction with the process of social development
[not just economic growth (sicl)] and all the mani-
festation of underdevelopment caused and exas-
perated by the process of market globalization [not
just globalization® in the abstract]. No weonder that
nabody said anything at the roundtable about the
impact of market globalization on trafficking of
women, on the destruction of the envirenment and
ecological changes and the concomitant impact of
the latter on the globalization of poverty, feminiza-
tion of poverty in particular, ethnicity and ethniciza-
tion of politics, and soc on...

This is indeed because ‘globalization’ [therefore
development] is taken just as an economic phe-
nomenon, nothing else. Though Asrat did much
better in this respect, his presentation still re-
mained economistic. However, market globalization
is not just economic phenomenon. Analyzing this
ground only, it is tantamount to completely missing
the very essence of market glocbalization: hegem-
ony. None other than the vectors of market global-
ization, the Bretton Woods institutions plus the
WTO, will be pleased with this incomplete defini-
tion.

"Has globalization reached our country?" This
question was posed, indeed seriously by one of the
speakers who answered in the negative. One can't
help think of globalization as a strange monster
fram the North marching on the Southll A few
months ago | was completely flabbergasted when
gne government official said at a workshop that
“Ethicpia will not be affected by globalization™!l A
minister is a politician and not much may be ex-
pected from an African minister. However, when an
academic [and a Ph. D. holder at thatll]] flatly states
that “globalization has not reached the country”, it
is serous. Serious because, that person has no
idea what globalization is all about. A brief glimpse
at the political and economic context or origin of
the globalization discourse amply shows that the
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discourse began during a period characterized by
the prevalence of the debt crisis of the countries of
the south, the introduction of the Structural Ad-
justment Programmes followed by a universal up-
rear against it and the Imminence of the end of the
Soviet Union with a clear implication of the “end of
socialism” and “death of Marxism” rhetoric.

| found the entire premise of the presentations and
discussion flawed. | presume this is in the main
due to the organization and structure of the round-
table itseif. More often than not, the issues that the
EEA raised at the roundtable are more of a socio-
political nature than economic. However, because
the organizers seem to categorize these issues as
economic, theiﬂructure of the roundtables includ-
ing selection of speakers is decided on economic
considerations. As a piece of advice, | suggest that
the EEA also invite speakers from other disciplines
and mingle them with economists. Otherwise, you
will have a roundtable on globalization with nobody
mentioning the essentials of globalization namely
its devastating impact and consequences on the
environment, ecology, women, national soveraignty
etc... secondly, if it is reflection and debate what is
needed at these roundtables, what is needed is just
a frameworkis for debate. And at such very short
roundtables, much time need to be devoted to the
debate than to the presentations. A maximum of
two presentations or one presentation and one of
discussant is encugh to spark off debate, B

Tekalign Walde Ammanuel
LR T N
To: The Editor-in-Chief

Ethiopian Economic Association
Addis Ababa.

African of the Millennium: Emperor Minilik 1

Born in 1844 August 20 from & housemaid who
managed to find her way into & noble family be-
cause of the dream she had dreamt. Miss Egi-
gayehu, working as a baby sitter in a royal court,
had seen in her dream a shining light coming out of
her womb, A wife of the king of the province of
Shea, Queen Bezabish, who heard the story wanted
to be a grandmother of the future Emperor, as she
understood it from the dream and encouraged one
of her sons Prince Hailemelekot to have a child
from her. Thus came Minllik into this world,

Ethiopian Economic Association
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Minilik at the age of thirteen was taken prisoner
while Emperor Theodros, who briefly ruled the
country, was conquering Shoa, the province and
the domain of rival king Sahle Sillase grandfather of
Minilik.

In the eyes of king Theodros, Minilik won favor
while in detention and was raised in the palace of
ww+d Theodros along with his son. Even then,
Minilik, as he had not been at ease in the presence
of the volatile and cruel characteristics of Theo-
dros, managed to escape from detention along with
other prisoners from Shoa, most of whom latter
became loyal servants and followers of Minilik.

On returning to Shoa, he had not received a warm
welcome, Instead he had to fight his way to the
throne with the de-facto king who assumed power
in the absence of a legitimate heir. And in Septem-
ber 1866 Minilik assumed power and was crowned
as king of Shoa.

Much of the history of Minilik, since he assumed
power in the province of Shoa, was dominated by
his effort to expand south, west and eastward and
bring the country under one rule which was at-
tempted before by Emperor Theodros but failed
because of his extravagant display of power, In this
Minilik succeeded because he displayed a high
level of diplomatic wisdom combined with tactful
application of power to conquer rival lords. Most
frequently, he would spare descendants of the con-
quered and local rulers and delegate authority with
a view to winning popular favor and saving the
populace from the shame of defeat. When this is
not possible he would allow the people to choose
their own leader to be accountable in matters of
local administration. Thereby he introduced the
concept of central government responsible in mat-
lers of defense, foreign relation and policy matters
while local governments assumed power in regard
to local affairs.

Because Minifik was very much aware of the mili-
tary might of a rival king Yohannes who managed
to equip himself with relatively modern firearms,
some of which he looted from Egyptian and Turkish
invaders in the north, and some left to him by the
British legion who had defeated Emperar Theodros,
he submitted to king Yohannes who latter became
Emperor of Ethiopia and who himself after many
trials to topple him, has officially recognized Minilik
as king of the province of Shoa and its environs.

After Emperor Yohannes was killed in a battle with
the Dervish from the Sudan, the temporary power
vacuum, together with other facts, provided a good
opportunity for [taly which was under great urge to
search for a colony with a view to restoring its lost
pride and internal economic problem and with the
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approval of Great Britain managed to advance in-
land from the port of Massawa in the north. In 1891,
with little resistance, Minilik was crowned as Em-
peror of Ethiopia. As part of this strategy Emperor
Minilik has entered into a treaty with ltaly known as
the treaty of Wuchale where the Amharic and Italian
versions of Article 17 in particular was deliberately
distorted.

Italians gambled with this article to declare Ethiopia
as their legitimate protectorate and accordingly
they made this known to the world denying Ethiopia
direct contact with the rest of the world. But the
Amharic version of the treaty put Italians as facilita-
tors in foreign contact whose service may be used
upon the will of the government of Ethiopia.

Emperor Minilik, not knowing what the Italians had
made out of the Wuchale treaty, sent a letter to the
government of Germany, to make it known that he
is the legitimate Emperor of Ethiopia. Because
Ethiopia made this direct contact to the ocutside
waorld, the Italians made a storm out of this citing
the treaty that; “any contact should not be made
with Ethiopia except through italy”". In one incident,
In 1880, ltaly claimed to represent Ethiopia in the
Brussels anti-slavery forum. As soon as Emperor
Minilik learned about this he attempted to correct
the problem according to his own original under-
standing and acceptance of the agreement. Ac-
cordingly, he wrote a letter to Umberto, king of It-
aly, in 1BB3. Indicating the need to correct the
article and accordingly informed all the countries
which he thought had been misinformed before.

The [talians tried to maintain the treaty through
various means including bribery of few local offi-
cials and few expatriate personal friends of the
Emperor. When all failed the Italians sent their
messengers to the Emperor with the same wish of
saving the treaty from revocation,

When the messenger knew that the emperor stood
firm, he very impolitely threatened the Emperor and
his wife Empress Taitu saying, “the government of
ltaly will take even mifitary action to enforce the

treaty”.

The Empress retorted and it has been recorded by a
reporter who accompanied the mission: “f am a
woman. [ do not choose for war. However, instead
of accepting a treaty of this sort | prefer war”,

Subsequently, Emperor Minilik sent letters to Eurg-
pean countries Indicating the revocation of the
treaty. Some Eurcpean countries, ingluding Ger-
many and Great Britain, thinking that Ethiopia
would be overwhelmed by the Italian military might
advised the emperor to reconsider his action and
abide by the terms of the treaty.

Echiopian Economic Association
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Now with all hope of restaring the treaty gons, the
ltalians prepared themselves for an ali-out war ad-
vancing southward from the north.

In response, Minillk issued a decree calling the na-
tion saying; “God In his mercy has prevailed me
expanding the territory and destroying the en-
emy....The lord has never let me down before. | have
no fear either that he will let mo down now. With
the help of God, | will not give away my country to
the enemy.... Ha who is capable enough let him
come to my help with all his might. He who is nof
strong enough to go to war, for the sake of his sons
and daughters, his wife and his religion, let him help
me by his prayer humbling himssaif before God. For
hirm who may dishenor his country by not complying
to this call, | swear in the name of Saint Mary | will
accept no mediator fo which he could appeoal”.

Emperor Minilik stood firm to go to war in spiie of
the propaganda warfare waged by the enemy, and
subversive mission to buy off some of the local
kings, in some few cases the enemy had succeaded
to put few local lords out of the scenario.

Finally, Emperor Miniiik marched to the north and
had bitten the Italians at the famous battle— the Bat-
tie of Adwa. Before the world italians had been hu-
miliated, Thousands had been taken prisoners: na-
tive ltalian army personnel from all ranks and
conscripts from the colonial territories, He had
displayed abundant mercy to the prisoners of war,
The moral standard maintained by Minilik in the
midst of most bloody war was by any measure
high. He kept low the vent for vendetta against the
fleeing enemy and againet those who had been
taken prisoners by his army. He attached high value
to the human race and always was not quick to en-
gage in animosity because of his inherent guality to
avoid unnecessary bloodshed especially between
fellow Christians as he would most frequently re-
marked.

The pride of the nation had bean restored. In fact,
in colenial Africa the seed of a new sprit of liberty
had been planted. After the news of the defeat of
Itallans, there had been talk of Africans who were
under the heavy brunt of colonialism raigsing their
chins in the face of the white brutai rulers. The
namea Minilik had been frequentiv used as a symbol
of black power. He displayed good diplomatic stan-
dard and noble quality in the very difficult situation
he was in, considering the geopolitical sifuation
and the provocative behavior of the European colo-
nizers who dominated the region and wheose desire
to annex the land had been continuously mani-
fested in various ways.

Emperor Minilik had a humble personality, and was
farsighted. He endeavored to civilize the nation.
He was in the forefront in the introduction of new
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ideas, services, technologles from Europe: the
reitway, telecommunications, commercial postal
service eic.,, sometimes against the conservative
attitudes of his own ministers. His zeal and solfiess
quality to promote the nation was beyond any
measure. Apparently, he had not lived long enough
to see his visicn for the country: a belier prospect
for the coming generation much closer to the de-
veloped world. His beginnings would tell what a
reformist he would have come, vested with a natu-
ral and ciean will to promote nis country.

| wonder whether a leader as genuine and honest
has ever emerged to provide alternative to the op-
pressive regimee that had dominated the political
arena.

Even though he has left behind axemplary leader-
ship quality, evidently, Emperor Haileselasse, in
particular, was unable to take any lesson out of it.
He left the country in abject poverty and subse-
guent pniiticn’-unmut.

Indeed, once upon a time, a time when the then
sentiment of the colonizers that “black pecple are
infariar to white people” was at its climax: gentle-
ness, wisdom and high quaiity of leadership, has
visited the land of Africa in the person of Emperar
Minilik Il and has more than discredited the fallacy
which based on skin color,

| take the pleasure to name Emperor Minilik Il Afri-
can of the Millennium for his contribution in the
economic frontier too. B

Getahun Moges Kifle

ANNOUNC MENT

THE ETHIUPIAN EEHNDMIG
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GLOBALIZATION AND ECONOMIC DEVELOPMENT:

An Overview of the Ethiopian Experience in the 90s

Jemal Mohammed
Head of Macro Planning E!nd Economic 'quicv Analysis Department, MEDaC

1. INTRODUCTION

In the 1980's "Globalization™ as a vehicle for devel-
opment has become the most pronounced strategy
on major international initiatives in the world. Ethio-
pia and its least developed allies went through a
broad agenda of reform and voiced on global farums
with optimism to reverse decades of socioeconomic
regress. Af this important juncture to a new millen-
nium, it might be worth-looking at the progress made
towards integration as well as the opportunities and
challenges faced so far, in order to prepare curselves
for the future with the hope of deriving the best out
of the process of Globalization.

Z. GLOBALIZATION FRAMEWORK
iIN THE 950's

In & very rudimentary sense, the economic dimension
of globalization entails the process of integrating an
economy with the world market. The economic in-
terdependence through such process encompasses
both product and factor markets involving transac-
tions in goods and services, investment and finance.
The overriding principle underlying globalization is
beneficial to all parties in an environment of volun-
tary exchange on the bases of comparative advan-
tage which in turn is enhanced through specializa-
tion. The source of comparative advaniage for a
country might be one or a combination of natural
endowments and acquired endowment such as supe-
rior knowledge and specialization.

Turning to LDCs, there seems a priori consensus on
areas where these countries, including Ethiopia, pos-
sess comparative advantage— natural resource-based
and labar intensive industries.

Following the collapse of left-oriented systems, most
LDCs entered the 1980's with enthusiasm to address
their illfunctioning economies through globalization.
The general understanding in the above regard is that
growth and development based on global masket
forces will lead to a more rapid, widely shared and
sustainable growth. The distributional dimension of
development under globalization envisages narrow
development gap between advanced and less devel-
oped countries while at the same time helping to
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close income gap between rich and poor within a
country.

The two-part strategy promoted to enhance the proc-
ess of globalization in the context of LDCs entails
putting "once own house in order" through adopting
policy and institutional reform conducive for trade
and Investment expansion while the international
community and most importantly advanced countries
provide the n sary financial and technical support
to ease shortage of resource needed to improve sup-
ply side constraints. In this process, global institu-
tions such as the World Bank, IMF and UN agencies
play catalytic role. Among the widely stated global
initiatives include: the Uruguay Round Multilateral
Trade Negotiation and the Establishment of the
Woorld Trade Organization, the UN Program of Action
for LDCs for the 80s, UN-NADAF, and the Highly In-
debted Poor Countries Initiatives (HIPC) for debt re-
liof,

3. EMPIRICAL EVIDENCES OGN LDCS
IN THE 920's

Generally, empirical records on the effects of global-
ization turned out to be against LDCs. As per the
recent UNCTAD report, despite notable efforts made
on the part of LOCs in liberalizing their economies,
glcbalization of economic and trade performance
failed to benefit them. Thus, the 1990s were marked
with low global economic growth, widening income
gap between developed and developing countries
and increasing income inequality within countries.
Moreover, the decade was characterized by increas-
ing job and income Insecurity, and reoccurrence of
financial instability and intensive global crises. For
Sub-Sahara African (SSA) countries, the adverse im-
plication of 19908 was more pronounced as the pros-
pect for marginalization becomes increasingly real
and vulnerability to adverse development in global
market increased.

4. ETHIOPIA IN THE 90's: THE CHALLENGE
AND PROSPECY UNDER GLOBALIZATION

The opportunities and challenges & country face in
the globalization process are parily determined by
initial conditions including, the extent of Integration

Ethiopian Economic Association
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at the turn of the decade, the natural and man-made
endowments the country possesses, and the ade-
quacy of socio-economic infrastructure and human
capital crucial for securing competitive advantage.

4.1. Ethiopla: initial Conditions at tha Turn of
the 90's

By all standards, Ethiopia remains one of the least
developed and lese integrated economies in the
world. Therefare, the challenge of integration is
multi-dimensional, calling a concerted naticnal and
global effert to redress both supply and demand re-
lated problems. First, Ethiopia, with per capita In-
come of only USD 110 and high prevalence of pov-
erty, stood among the poorest economies in the
world. Likewise, Ethiopia's economy is the least in-
tegrated in all aspects of transaction.

Table 1. Initial Level and Speed of Integration Index

Initial Level of Spaed of
Integration integration
Index 1981-83 Index
High Income countries 1.26 0,30
Low and middle |ncome 0,45 0,18
|_countries
Sub-Saharan Africa -.83 .45
Kenya -0.58 0.00
|| Ethiopia =1.11 =018
Source: World Bank.
Mote:
1. Initial leve! of Integration Index shows the degree of open-
nNess,

2.  Both the Inftial level and speed of Integration Indices are
composite Indices of underlying Indlcators; rade to GDP ratio
{=djusted for population), access to private capital, change In
DOF1 as a share of GOP, manufacturing export share.

Empirical evidences suggest that the degree of inte-
gration and growth is directly correlated, For exam-
ple, world economic indicators for 1990-85 depict the
presence of such a correlation between globalization
and growth. Thus, the higher the degree of integra-
tion, there is a productivity gain from trade and DFl in
the form of exposition and diffusion of technologles,
designs, products and management techniques.

Second, the low level of income along with high
population growth and sustained environmental deg-
radation forced the economy to remain within low-
income equilibrium trap. This in turn has serious
implication to the process of accumulation of human
and physical capital.

Thus, the socio-economic infrastructure coverage is
the lowest in SSA limiting the scope for exploring
opportunities and face the challenge in today's global
competitive environment. Table  provides a fairly
comparative picture of Ethiopia in the above context.
In addition, markets most importantly of factor inputs
remain underdeveloped. it is worth-noting that being
landiocked and located in one of the most unstable
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regions of Africa further exacerbates the problem.

Tabiz 7. Ssiectsd Develeamant indlcatars
i Ethiopls | Kemya 334 e |
1. GNP per capi (USD, 100 0 42D w0 |
1954] L i
2 L axpeciancy st birth 4 53 57 |
| (in yoars, 1934)
2, Adut literacy |parcant- ES 22 43 k]
aps, 1)
4, Oroes domestc Baving 3 24 18 - |
(per cont of GOP, 1334]
B, FartiFzer congumption
[hundred of faw per hactor Eil 3 138 135
of arable land, 1687
E. Energy usa par capits i 1or w2 334
2il sgulvalent, kg) 1954
T. Paved road density (m B m
par milllen persons, 1538
8. Infant mortality rate {per 120 59 a2 L]
104 ilve births, 1984)
8, Enrodimant |primary,
percantage of ags group ar 72 T 112
enrolied, 1953)

Source; World Development Report, 1994-06.

Third, the dufi preduction structure, heavy reliance
on backward peasant agriculture, narrow export
base, underdeveloped private sector locked in the
informal sector meant weak Inter and Intrasectoral
linkages and limited scope for change and hence
specialization.

Fourth, the failed effort to bulld & socialist economy
between 1974 - 91, left behind extensively distorted
policy and institutional environment hostile to private
initiative and trade. The new regime which assumed
power in 1981 hae to address the pervasive problems
caused by the two decades of economic misman-
agement under the command economic system. The
polices and strategies, therefore, have to address
both structural as well as transitory problems notably
socio-economic instability and fallure of meeting
international obligation,

4.2, Ethlopla: Reform Program In the Context of
Globallzation

The policy and institutiona! reform Iinitiated and
adopted since 1992 was managed in consultation
with the Bretton-Woods Institutions. Therefore, the
overriding framework for policy and institutional re-
form measures was in line with the requirements for
globalization. Among the broad spectrum of meas-
ures, the following characterize the key features of
the refarm.

* The legal and regulatory environment has been
reformed in favor of private sector develop-
ment and to attract FDI;

#* The role of the state has been rationalized to-
wards supplementing private InHistives and
measures including privatizetion of public enter-
prises and reorientation of public expenditure

Ethiopian Economic Association
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towards building the productive capacity of the
economy;

The mode of macroeconomic management was
tuned towards restoring and maintaining stabil-
ity;

Liberalization of domestic markets for goods,
services and factor Inputs together with deregu-
lation of prices;

= Progressive liberalization of the foreign trade
regime including, substantial reduction in cost-
price dietortion including elimination of sub-
sidy and tax on export (except tax on coffee),
removal of non-tariff quantitative restrictions
along with measures alming at harmonizing
and rationalizing the structure and coverage of
tariff rates;

* |Instituting markets for factor inputs including
foreign exchange;

= Decentralization of political and economic
power with the establishment of a federal sys-
tem of government;

s Clvil service reform aiming at improving the
quality and efficiency of service delivery by the
bureaucracy.

Apart from adopting a broad range of policy reform
on the external front to facilitate international trade
and finance, recently, Ethiopia has become an ob-
server in the WTO. To auginent the domestic re-
source genaration effort, the government seeks debt
relief and strives to improve concessional external
resource inflow.

4.3. Ethiopla: Economlc Parformance In the Con-
taxt of Globallzation

How does the Ethiopian economy perform since
19817 To what extent observed performance can be
attribuwted to elements of globalizatlon? Answering
these questions might not be straightforward and
easy. An atitempt will be made here ta highlight de-
velopments since 1991 focusing at selected macro-
economic indicators.

The overall performance of the economy between
1991 - 88 has been mixed. First the immediate chal-
lenges in terms of restering macroeconamic stability
and reversing declining pre-reform growth trends
have been realized. At the same time, the volume of
trade measured as share of GOP increasad substan-
tially originated from export recovery and expanded
import. The amount of external resource inflow dur-
ing those years has substantially increased from pre-
vious levels. Though limited, Ethiopia received debt
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relief in the form of rescheduling of arrears from
Paris Club creditors. The flow of FDI resumed after
two decades of effective restriction.

Tabie 3. Ethiopla: Selected Macroeconomic Reform Indleators

BT/BE-91/92 | 92/33 - 5A/39
Growth (real; GDP, e.f.c) 0.7 58
Inflation  {annual  average 118 a7
growih)
|_Expodt [Ratlo 1o GDP) 4.0 74
Import (Ratlo to GDP) 10.8 18.2
Reserve Gap (Ratic to GDP) 4.2 ~10.1
Source: MEDaC.

Second, lcoking at a glance at the above evidences,
cne can notice the following preliminary observation:
(i} the economic recovery is highly-correlated with
the growth of trade, (i) the growth in trade was partly
passible with Increased availabllity of external fi-
nance; (ifi) the gain in GDP growth by and large was
related to improved capacity utilization as availability
of foreign exch#nge relieved shortage of intermediate
inputs and import required to reconstruct the war -
torn infrastructure.

Thus, macroeconomic evidences suggest that exter-
nal trade and finance played key role in realizing the
Immediate targets set under the reform program.
From globalization perspectives, therefore, the scope
for sustaining the 1891 - 98 recovery and macroeco-
nomic stability, while at the same time implement the
human and infrastructure development programs
launched, remains to be a serious challenge.

4.4. Ethlopla: The Challenges of Development
Under Globallzation

Thnugﬁ the performance so far may seems encour-
aging the present feature of the Ethiopian economy
made little progress in terms of improving its posi-
tion in the global market and hence realizing its long-
term objectives. Specifically, the economy is still far
from achieving sustained growth, reduction of pov-
erty, building resilience againet external shock
through transformation and diversification of the
production and trade structure ig still far from com-
plete.

First, the experience gathered in the past seven years
depicts that the Ethiopian economy confronted ad-
verse terms of trade caused mainly by declining pri-
mary commedity price on the world market. Secaond,
the limited gain from trade was by and large ac-
counted for by traditional commeodities implying no
notable pregress in diversifying the narrow export
base, Though the supply-side probleme still dictate
the performance of expaort, Ethiopia like other LDCs
face the adverse effect of global trade practices that
affect the potential for expanding export of traditional
products most importantly agricultural output and
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textile. Despite the adoption of the Uruguay Round
Agreement export of primary products faces a num-
ber of setbacks including:

° The frification of quota in DCs reflecied on
high tariff particularly on agriculture;

e The practice of subsidizing traditional sectors,
most importantly agricultural in DCs.

® Textile and clothing remain to be subject to
quantitative restrictions until 2005 even under
the multilateral trade negotiation;

. Proliferation of unfair trade practices such as
extensive use of antidumping action sanitary
and phytosantory measures as pre-text limit
LDCs export;

Second, though the flow of external finance between
1881 - 98 to Ethiopia increased from trend level, it
remained below what is needed to support envisaged
growth targets. Moreover, the amount of debt relief
acquired so far was insignificant compared to the
extent of debt burden.

In fact, the prospect for international cooperation and
support for Ethicpia’s strife for structural fransforma-
ticn, diversification and integration face danger as
international financial institutions tend to use eco-
nomic instruments to enforce political will in connec-
tion with the conflict with Eritrea. As these institu-
tions fail to comply with initial arrangements under
the 1998/99 Enhanced Structural Adjustment Facility
{ESAF}, the flow of external finance in support of
growth and poverty-related programs declined.
Moreover, the process of considering Ethiopia for the
HIPC initiative was delayed presumably for the same
reason.

5. CONCLUDING REMARK

From the above discussion, realizing accelerated
growth and transformation in Ethiopia in the present
globalization framcwerk peses challenges than pros-
pects. Like other LDCs, Ethiopia is facing the ad-
verse effects of the operations of market forces
asymmetry in an unbalanced environment. Com-
pounded with supply-side problems, the capacity of
countries like Ethiopia to build competitiveness in
sectors where opportunities are likely for real is cer-
tainly far from adequate.

Thus, both the empirical evidence on LDCs and the
above discussion on Ethiopia leads to a conclusion
that globalization in the 1880's posed more threat
than the opportunities that it created.

In spite of this, however, globalization is not an op-
tion for these countries. If so, therefore, the first
best alternative shall be to explore ways and means
to survive and maximize the gain from globalization.
To this effect, thegprime challenge shall be to develop
and adopt a globalization strategy with a clear indica-
tion of how the benefit from such process shall be
accrued to all the players. From LOCs perspective,
therefore, such a strategy shall clearly outline the
way and means in which the long-term development
objectives can be realized at the same time limiting
the adverse effects of unfavorable developments in
the global market. The overall guiding principle in
this regard includes ownership, partnership and mu-
tual benefit.

The challenge could at best be addressed jointly
through extensive dialogue and negotiation aiming at
greater market access, reduction of debt, higher and
sustained resource inflow, and greater support for
diversification and capagity building effort. H
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| GLOBALIZATIO

OPPORTUNITIES

Haile Kibret

N: POTENTIAL CHALLENGES AND

Visiting Professor, Department of Economics, AAU.

1. INTRODUCTION

Even though globalization has be-
come a fashionable concept in
recent years, it seems to mean
different things to different people.
The views range from a position
that perceives globalization as a
grand design by the industrialized
north to dwarf the development
prospects of the least developed
south by controlling the world
economy by its transnational com-
panies, on one extreme, to an eco-
nomic linkage that fosters eco-
nomic well-being of all countries
(both poor and rich) by introducing
free competition at a world scale,
on the other. My view is that these
two extreme views distort the pic-
ture, and hence such characteriza-
tions are neither enlightening nor
helpful in dealing with the real dy-
namic international economic link-
ages, Instead, | believe that glob-
alization should be viewed as a
mixed bag with economic curses
and blessings. What is required is,
therefore, a "high priests" by the
names of an efficient government,
a dynamic private sector, and a
cooperative  international body
which could purify us from the
curses or at least minimize their
effect and capitalize on the bless-
ings. This may mean not accepting
the bag in ccllaboration with oth-
ers or optimize on the opportuni-
ties once the relative effects are
determined. But trying to throw
away the bag in one hand which
has already gained ground seems
unwise to me, particularly using a
single hand {or few hands) like
ours, which are already weak and
fragile. Let me state from the out-
set. as | will try to show, this is
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something that has not arrived In
our continent yet and certainly not
in our country. The issue is there-
fore should we fear or hope of
globalization.

In that spirit, before suggesting
what | think is an appropriate pol-
icy stance, let me briefly address
the following questions:

a) What are the most commonly
used indicators of glabaliza-
tion?

b) In what ways is today's global-
ization process unigue?

b) What are the challenges glob-
alization presents and the op-
partunities it offers for coun-
tries like Ethiopia? and finally

c] What are the optimal policy

opfions available to mitigate
its ills and seize the opportuni-
ties, if any?

2. MAIN DISTINGUISHING
FEATURES OF
GLOBALIZATION:

There are at least five distinguish-
ing features;

a) Growth in trade: World trade has
been expanding rapidly over time -
for instance, it increased 540-fold
between 1820 to 1992, In 1997, the
total value of world exports was $6
trillion.

b) Growth in FDI and capital flows:
Growth in FD! has been much
faster than growth in both trade
and output growth. Accerding to
UNCTAD {1996), between 1980 and
15494, FDI stock to GDP ratio dou-
bled; the ratic of FD| flows to do-
mestic investment doubled; and
cutflows of FDI to world GDP ratio

10

nearly doubled. FDI is the largest
component of total resource flows,
exceeding net private loans. The
unfortunate part of this process is,
though FDI has been increasing, it
is continuously overshadowed by
portfolic investment (investment in
speculative capital or hot money)
as opposed to long-term Invest-
ment {or FDI).

c} Global production and con-
sumption: Another feature of glob-
alization is the increasing interna-
tionalization of production,
distribution and consumption of
goods and services— resulting in
globalization of financial and capi-
tal markets, increased flow of FDI.
As The Economist noted, "by the
early of 1990s, about one-fifth of
the total cutput of American firms
was being produced outside of the
US. And due tc cheaper labor
costs, many big western compa-
nies will scon have more employ-
ees... and customers.., in poor
countries than in rich ones".

d) Global Competition: global pro-
duction is accompanied by global
Competition (both in price and
quality) among the preducers and
suppliers of goods and services.
For instance, in 1950, the US ac-
counted for more than half of the
world's economic output...but only
one-guarter in 1920,

&) Investment and Trade Liberaliza-
tion Policies: In both the Uruguay
round and in the recently held Se-
attle meeting of the WTO, the at-
tempt has been to reduce both
tariff and non-tariff barriers to
trade and investment. Though not
complete, the GATT attempts cou-
pled with the structural adjustment
in the case of LDCs have liberal-
ized frade and investment signifi-
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cantly in recent years.
These, therefore, are the most
commonly used Indicators of
globalization. But it has to be
noted, in addition to the above
economic features, the polifical
(limited loss of sovereignty of a
naticn state as the influence of
multinationals in the economic
affairs of a country increases) and
the cultural aspects of globaliza-
tion are equally important features
of the current globalization proc-
ess.

Having briefly noted the main fea-
tures of globalization, it is impor-
tant to ask two questions: (1) How
unigue are these features? And (2)
What is the experience of African
countries in the process of global-
ization?

3. SOME NEW UNIQUE
FEATURES OF THE CURRENT
GLOBALIZATION PROCESS:

While there are some new features
of the current globalization proc-
ess, some of the economic fea-
tures are not new at all. To quote
James Tobin, "Despite the appar-
ent pace of recent financial glob-
alization and its spectacular tech-
nological support, it is in fact
nothing new. Finance was much
more completely internationalized
in the nineteenth century, particu-
larly the pericd of 1870-1814, the
heyday of the gold standard.
... Taking into account the new na-
tional participants in the world
financial markets, the pre-1814
degree of internationalization has
not yet been restored and, more
important, transfers of saving from
developed to developing econo-
mies are still, relative to the size of
the world economy, much smaller
than at the beginning of the cen-
tury"™.

Further, statistics show that “Capi-
tal flows from the world economic
core to the periphery, only $150
billien a year in the 1990s, have
been less than 15% of their in-
vestment and less than 5% of the
saving in the developed capitalist

Vol. 3 No. 1 / Feb-Mar 2000

economies. These shares are
much smaller than comparable
figures before 1914, when they
were both close to 50%", In terms
of internationalization of financial
capital and trade, therefore, to-
day's globalization does not seem
that new compared to 1914,

If indeed this was the case about
hundred years ago, what makes
the current process of globaliza-
tion unique?

it seems to me the following cru-
cial factors make today's global-
ization unique:

a) The first unique feature is the
mind-beggling advances in infor-
mation and communications tech-
nologies  which make financialg
flows instant worldwide.

b} And such advances resulted in
the dominance of speculative capi-
tal over trade in goods and serv-
ices and FDI flows. To get a picture
of this magnitude, each business
day, $1.3 trillion worth of foreign
exchange transactions are carried
out, and “nine-tenths of these
transactions are reversed within a
week, mostly within a day”. Note
that this volume is equal to three
manths value of total world ex-
ports and about 216 times the size
of Ethiopian annual GDP.

c) The enhanced role of multina-
tional corporations Iis another
unigue feature of today's globaliza-
tion. Unparalleled by previous his-
tory, the UN reports that 350 trans-
nationals produced and moved
0% of the total world output. This
is bigger than “the output of all the
developing countries :ombined".
d) The development and the
strength of supra-national insinua-
tions that regulate and enforce
economic linkages at a worldwide
level is another new feature of to-
day's globalization. Such institu-
tions include, the WTO which is
attempting to harmonize the rules
governing trade and investment
flows, The IMF and the World Bank
which prescribe how domestic
economies should be structured
and managed, which resulted in
the liberalization of all economies

in one degree or another.

The answer to the second question
| raised above regarding the de-
gree fo which African countries are
globalized is unambiguous one.
Though few middle-income devel-
aping countries (China, India and
some Far Eastern and Latin
American countries)] and socme
former soviet block countries
seem to have benefited to some
degree, most least developed
countries  (particularly  African
countries) are to date marginzlized
in terms of actively participating in
the production and distribution of
geods and services. Despite their
recent attempts to liberalize their
economies, none of the above fea-
tures have manifested themselves
in any meaningful way to date in
any of the countries. The mar-
ginilization is particularly apparent
in the areas of FDI flows, commu-
nication and infoermation technol-
ogy which are likely to be the cru-
clal factors in determining the
future growth of countries (based
on the recent theories of economic
growth).

What are the main reasons for this
marginilization: Based on the pre-
liminary evidence, there seem to
be two reasons for this: First, due
to political instability, inadequate
infrastructure, appropriate institu-
tions, skilled labor forca, and lack
of coherently articulated economic
policies, African countries have
not been able to attract adequate
investment flows. And second,
even though many countries liber-
alized their aconomies, the policy
prescriptions advocated by inter-
national financial institutions moro
often than not focus en short-term
fixes at the expense of sustainable
long-term growth criented policies.
These factors have contributed to
the marginilization of African
economies when the rest of the
warld is "going global™. In the case
of African countries, therefore,
what ever | say about globalization
it could only mean potential and
not actual benefits and challenges
that globalization poses. As the
study under way to assess the de-
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gree of globalization and its effects
on Alflrican economies demon-
strates, at least in the countries
selected (Zimbabwe, Botswana,
Malawl) for assessment No frace of
globalization in terms of the above
features was found. Hence let me
ask the big question?

4. WHAT ARE THE CHALLENGES
GLOBALIZATION PRESENTS AND
THE OPPORTUNITIES IT OFFERS
FOR COUNTRIES LIKE
ETHIOPIAP

Let me begin with potential oppor-
tunities.

4.1. Opportunities: In principle,
glaballzation could offer the
following opportunitles:

a) Appropriately acquired and cor-
rectly channeled, it could provide
badly needed Investment capital
that could enhance productive ca-
pacity,

b) Enhance easy flow of technol-
ogy transfer.

c) Opens markets for domestic
products,

d) Makes a domestic economy
more competitive by imposing
work ethics, discipline and overall
productive efficiency; and

e] Strengthen international divi-
sion of labor based on comparable
advantage.

4.2, Challenges that gioballza-
tion poses: If proper policies
are not In place, espacially In
the transition perlod, globallza-
Uon may be harardous to our
economic heaith. Some of these
economic-health risks inciudea:

a) Weakening or destroying what-
ovar |ittle productive capacity
there is, particularly in the manu-
facturing sector due to world com.
petition.

b) Complete wvulnerability of the
domestic economy to external
shocks, particularly when the
"freaky character" called specula-
tive capital is involved as was re-
cently witnessed in some Asian
countries.

c) Loss of sovereignty of govern-
ments to address distributional
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and other social issues as they see
it fit. This will be so, since WTO
rules and the significant role of
transnationals would directly or
indirectly put a constraint on what
policies governments should pur-
sue, And

d) May trigger competitive de-
valuation and unproductive com-
petition ameng the least developed
countries since as it stands most
of them have similar endowments
or comparative advantage. For
instance, both Kenya and Ethiopia
mainly rely oen export of coffee and
tea.

5. WHAT ARE THE OPTIMAL
POLICY OPTIONS AVAILABLE
TO MITIGATE ITS ILLS AND
SELZE THE OPPORTUNITIES,
IF ANY? %

In principle each country has an
option to either join the process or
opt out of it completely. But, in my
view opting out of the process is
not an option for a country like
Ethiopia, or for any country for that
matter. But cocllective action is
possible. The only sensible policy
option (if it is true that globaliza-
tion is inevitable as some argue) is
to do the following:

5.1. At the Domestic front coun-
tries should:

a) Identify and strengthen the stra-
tegic sectors which they believe
have a comparative advantage in,
and invest in such sectors (as In-
dia in the computer industry and
Turkey in the textile industry seem
to have done in recent years);

b) Put in place the necessary insti-
tutions which would help the pri-
vate sector in its drive to be com-
petitive and the government in
designing its policies; such a co-
ordination between the private and
the public sectors seems to be in
fashion in the developed countries
in the age of a diminished direct
role of the government on the
economy.

c) Set-up an efficient bureaucracy
that would facilitate smooth opera-
tions of the economy;

d) Design an economic policy that

takes into account the forward and
backward linkages and links both
short-term and long-term growth
of the economy;

e) Focus on skill development that
could easily adapt to modern tech-
nology and negotiate skillfully in
dealing with international (bilateral
and multilateral) bodies.

5.Z. AT the internatlonal front:

The focus of policy should be on
collaborating with similar coun-
tries to capitalize on the opportuni-
ties and lessen the negative ef-
fects. Such efforts include:

a) Demand that they be exempted
from maximum applicability of the
stringent rules proposed by WTOQ
«.rules such as minimum labor
standards, competition and in-
vestment policies and rules of en-
vironmemtal protection, at least
during the transition period.

b} Request that international insti-
tutions make funds available to
help countries develop their infra-
structure and human capital to be
able te compete on an equal foot-
ing. This will include debt relief
and other capacity enhancing
measures.

¢} Work for the institutionalization
of a new world policy regime that
takes into account the circum-
stances facing countries like
Ethiopla.

In summary, since it is at a forma-
tive stage, we neither have the
hard facts nor a reliable intuitive
wisdom to say what the net effect
of globalization will be. The jury is
still out. But in the meantime, what
is needed is & pragmatist and a
business4ike zpproach and not an
ideological stance (which African
intellectuals seem to be fond of),
dwelling en what is here and not
the past (as some African politi-
cians seem to favor when chal-
lenged), trying to stand on one's
own feet and put ones house in
order and not always ook for gov-
ernment to bail out (as some pri-
vate business in most cases count
on), A
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REFLECTION ON THE CHALLENGE OF
GLOBALIZATION--

Asrat Bekele

Representative of the Addis Ababa Cha{nbﬁr of Commerce

Since classification is by cccupa-
tion, | can consider myself to be a
member of the Ethiopian private
sector. On the other hand, if |
somehow fail to “fit the mould”,
so to speak, then you can take me
as an imposter. | would like to
start with the usual disclaimer.
The view expressed here does not
necessarily reflect the sentiment
of the Ethiopian private sector,
nor any of its institution.

Today, it is difficult to find a sin-
gle word in any human language,
besides God and probably Glob-
alization, whose very utterance
portends {o express, or even ex-
plain with frightening ease, the
myriad relationships which up to
now have been established, more
or less on stand-alone basis, such
as economics. Politics, culture,
etc...have now succumbed to
adarning this “new" phenomenon;
emboldened by phrases such as
economic globalization, cultural
globalization, political globaliza-
fion, etc. | believe the clarifica-

tion, better yet the understanding
of the basic tenets of this all-too-

important phenomencn _should
become_the parameount objective
of our discourse. The applica-
tions and derivatives thereof, will
hence become less treacherous,

Let us begin by heuristically de-
fining globalization as, “The exis-
tence of relations between the
different regions of the world; and
hence as a corollary, the recipro-
cal influence that societies exert
upon one anotner.” This general
and intuitive definition sometimes
fail to capture the actual existing
relations In the world of today.
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For example, the definition runs
into difficulty when one has to
explain the following application
of it. "Hollywood influences the
Massai, and reciprocally the Mas-
sai influence Hollywood". This
statement certainly sounds pre-
posterous! However, if we look at
the first assertion separately, an
on its own, i.e,, "Hollywood influ-
ences the Massai, ..." then there
is nothing ludicrous about it. So
far, so easy. The second part, i.e.,
“...the Massai influence Holly-
wood" surprisingly, alse has a
grain of truth, however invisible.
In the above example, reality dic-
tates that the assertion as a whole
is at best tenuous.

Let us now take another example,
which is slightly more provocative
and action oriented. “Hollywood
influences the Mafia, and recipro-
cally the Mafia influences Holly-
wood,” The hesitation to be de-
finitive on this ane implies the
existence of a symbiotic relation-
ship of a sort between these two
enterprises. Hollyweod has now
become the single largest export
industry in the United States. In
1987 alone it has exported 30 bil-
lion dollars worth of culture, or
cultural preducts, if you will
Similarly, organized crime collec-
tively is estimated to gross about
5 1.5 trillion a year, globally. OQut
of this, the Mafia brand name, with
its unigue characteristics can be
expected to garner a significant
share of the above. The moral of
the above exercise is to empha-
size the fact that in the actual ex-
isting reality of today, relation-
ships are either skewed, as in the
case of the Massal, or more com-

plementary as in the case of the
Hollywood-Mafia connection.
Going back to the above definition
and using the examples which are
explained somewhat pedantically
above, one can then claim that
Globalization can favor certain
societies, nations, or even cen-
ters, while disfavoring others. For
example, the United States,
Eurcpe and Japan can more or
less be takzn as centers on their
own rights and some relations
which exist between the triad can
be assumed to be more or less
non-polarizing, ex. economic ac-
tivities. In the case of military
might between the triad, however,
the relationship tilts towards the
U.5 (the US military budget is 30%
higher than that of the total
budget of NATO countries com-
bined), and hence the relation be-
tween the U.5. and Japan, in this
power-laden, but narrow field, can
be assumed to be a polarized one,
political rhetoric aside.

The interest of this paper is to try
to elaborate what a polarizing
globalization is or can be, and
how it adversely impacts aon all
peoples of the world. But before |
embark on this aspect of global-
ization, it is worth considering a
more studied and biting definition
of actually existing globalization.

Globalization is:

1. The establishment of global
markets for goods, services and
capital.

2. It is the preogression towards a
global system of preduction.

3. It is the universal character of
competing technologies (to men-
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tion some of the new tools- the
Internet, mobile phones, media
networks, etc...)

4. It is the political weight that the
global system carries in the com-
petition for global or regional he-
gemonies {(again to mention some
of the new instruments-MNATO and
increasingly the UN, etc,),

5. It is the cultural aspect of uni-
versalism  (ranging from  Holly-
wood-pornography  to  sponsor-
ships in sport etc... ).

Since this panel discussion is to
concentrate on the economic di-
mension of globalization, we will
look at 1) at length, assuming that
2) and its repercussions are
somewhat obvious.

The existing global system which
15 fundamentally based on creat-
ing values, has in its core, the
human labor as the prime maker
of things. This “factor of produc-
tion.,” as you economists would
like to call it, however, has no
meaningful freedem of moverneant
within the existing global markets.
To illustrate by example; today
investors can move billions of
dollars across the oceans by liter-
ally c¢licking the mouse. By the
same token, tons of goods can be
shipped from one corner of the
waorld to another without a lot of
constraints, But it is Impossible,
lescept in cases of EU type elabo-
rate’ arrangements with various
conditionalities), to move millions
of workers both, mental and
physical, across borders of na-
tions.

Obviously, there is some interna-
tionalization of labor, here and
there, but it certainly is not the
norm. One can then say that the
market for labor is regulated on
the global scale, while the market
for goods and capital are more or
léss deregulated. In trying to un-
derstand the above, problems
arise, as is the case with other
plethera of establishment lingua
in lecating the regulation/! liberali-
zation/ privatization nexus.

Ordinarily, we can accept deregu-
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lation to mean a prescribed policy,
which allows the strategies or
large global enterprises (Transna-
tional Corp, TNC for short) to es-
cape the constraints imposed on
them by state policies, Deregula-
tion encompasses, among other
things, trade liberalization, in-
vestment laws |iberalization, liber-
alization of capital accounts, etc...
Maoreover, it is clear that derequla-
tion does not happen on its own
but is rather a policy either willed
ar coerced which has to be put in
action by all involved, The institu-
tions which implement these
strategies are: from within, agen-
cies of the impotent states, com-
premised and marginalized to a
large extent; and from outside,
depending on the agenda, it can
be either IMF, WB, WTO, etc... %

Te start with, these powerful mul-
tilateral organizations, which ba-
sically run the global system, only
have a semblance of democratic
governance. They are run and
controlled by G-7 countries usu-
ally acting as the steering commit-
tee of the assembly of rich na-
tiens, like that of the OECD, This
power-based governance struc-
ture systematically oppresses and
stifles indigencus initiatives
which are usually geared towards
comprehensive development, ie.
Human Development. This is par-
ticularly true of the powerless and
poor nations.

Interestingly, the recent bold at-
tempt by Mahbub HAQ, (Geod
bless his soul), to basically insti-
tutionalize the concern —that there
is more to development than its
economic aspects-has  gained
enough suppoert to be formally
acknowledged by the global es-
tablishments. Amongst his ef-
forts, one culminated in estab-
lishing an annual publication
which goes by the name, “The
Human Development Report”, and
has since become UNDP's flag-
ship document. MNonetheless, af-
ter ten years of solid experience,
the publicaticn still faces some
resilient methodological problems
which are perennially encountered

Ethiopian Economic Association

when attempting to quantify,
maybe, the unquantifiable,

Since intellectual respectability is
assoclated with the capacity to
guantify and dazzle with numbers,
it is probably an excusable short-
coming. In this regards, | share
the view expressed by AMARTYA
SEN & MAHBUB HAQ, that, how-
ever vulgar the Human Develop-

ment Index is, it has at |east
achieved its main objective, which
| think is to bring the pre-

eminence of the GNF and its im-
postering inte perspective. May
be, it is time to have one from
UNEP in regards to our natural
envircnment. | believe, the pre-
vailing disarticulation of glabaliza-
tion and its inevitable conse-
quences among the inhabitants of
the globe should not be taken by
the status gquo as an excuse Taor
more polarization.  The live ex-
pression of simmering frustra-
tions which surfaced on the
streets of Seattle recently, might
only be the harbinger of people-
centered globalization.

Let us now turn to capital, the
foremost globalizer of the |ot
One form of capital which has
come to be associated with pro-
ductive systems and development
15 FOI (Fareign Direct Investmeit),
In this form capital is usually,
productive, manageable and pre-
dictable. Unfortunately, its other
versions have become [ncreas-
ingly fluid and disruptive.

In this category, we can include
portfolio investments and other
self-serving speculative adven-
tures. Most of today's global fi-
nancial transactions are not pro-
ceeds of goods (serves) bought or
sold. In today's globalization, as
wias the case in previous polariza-
tion (Pre-1992 crush), finance
capital has transformed itself from
its original base, i.e., from being
the means to becoming both the
ends and means of transactions

This intense "financialization” of
capital is ene of the major prob-
lems of the existing global sys-
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temn. In 1975, international securi-
ties transactions represented less
than 5% of GDP in the leading in-
dustrial countries. Twenty years
later, they stand for example, at
1000%. in the UK. To me, money is
not just any other commodity, (the
view of the neo-liberals), but is
rather the encapsulation of raw
power legitimized by economic
and social systems. The assump-
tion that it can be commodified
relentlessly, the way nature is be-
ing ravaged and commodified is
to me untenable. For example,
the Zaily transaction in the cur-
rency market alone has now
reached 1.5 trillion dollars, which
is about 7% of OECDS's GDP! To-
day, finance capital reigns not
only supreme, but is becoming
increasingly stimy and unpredict-
able, with an immense capacity to
devastate a nation literally within
hours of its onslaught. If it de-
cides to abandon a particular
market, thanks to deregulation, it
can do so without constraints.
Common justifications for its de-
parture include, “the fundamen-
tals” not being right or not made
right in a given economy. The
obvious moral peddied here is -
economies should adjust to this
loose-footed and  speculative
predator]

Now let us assume labor (physical
& mental) has the |luxury of this
movement. Then like finance
capital, it can move from one
place to another looking for better
remuneration. If a particular place
becomes unattractive, then it can
move en masse, to another domi-
cile lcoking for better returns, so
to speak. The initial impact of this
would be the convergence of fac-
tor prices on a global scale and
ultimately {among other things,
since labor is human), the har-
monization of the distribution of
income on a global basis and the
continuous  establishment of
equilibrium (at least non-polarity)
across nations or economies.

The reality on the ground is of
course far from this supposition.
Labeor is regulated on a global ba-
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sis, while capital is deregulated
and hence globalizing freely. This
is the fundamental problem of
today's globalization. This global
law of value, which restricts labor
from mobility, is the source of
today's polarizing globalization,
(unlike the previous law of value
which was conscripted into the
nation-states).

The multilateral institutions men-
tioned above are basically func-
tioning to support and clear the
way for the globalization of capi-
tal, which is being spearheaded by
the TNC's. On the other hand,
there isn't even one effective
global institution whose agenda is
the globalization of labor. Why
such a vision is conspicuously
absent amongst the privileged of
this system is understandable.
What is puzzling is the reaction, or
mere: precisely, the inaction of
“the wretched of the eartht”,

Unfortunately, the wretched are
particularly busy annihilating each
other under the pretext of identity
politics. Cognitive dissonances
such as racism, ethnicism, sex-
ism, fundamentalism, etc..., have
now taken center-stage in the
lives of the wretched. The inca-
pacity to manage diversity within
existing nation-states has trig-
gered the proliferation of “ethnic-
states," or their look-alikes.

Even though globaiization has
been undermining the functioning
of existing states, it has openly
encouraged the formation of new
and mostly “small" states, or
“Banana Republics", to use a
phrase coined by the Americans.
Reasons or excuses abound,
ranging from democratic aspira-
tions to prosecution, actual or
imagined. To those familiar with
the workings of empires or he-
gemonies, there Is no mystery
about this seemingly ambiguous
and contradictory position, which,
on one hand, creates almost “non-
viable" states, and, on the other
hand, desiroys somewhat
“meaningful” ones.

The political globalization of today
has yet s> show one example
whereby it has induced “mini-
states” with a lot of common
characteristics to forge a shared
common destiny., Given the cir-
cumstances, today's political
globalization might not even spare
the European project, which so far
has helped to restrict the Euro-
pean “nation-states" from engag-
ing in belligerent activities. |If
Europe wants to assert itself (via
the Euro initiatives), then it can
easily become another pole, oth-
erwise, it will be doomed to re-
main only a common market for
exchanges. The potentiality of
creating poles can also bring
China and probably Russia to the
fore. Only time will tell whether
this muliti-polar world will become
a reality or not.

So far, the most successful su-
perpower doesn't seem to under-
stand or even care about the aspi-
rations of other nations that
inhabit the world alongside it
This, | think, will cost it dearly.
The British Empire in previous
globalization has made the same
mistake, Whether the US, essen-
tially an offshoot of the British,
will increasingly assume this
same agygressive “Anglo-
American only” stance is some-
thing that remains to be seen.

5o long as identity politics rears
its ugly head within the wretched
and has no potential to destabilize
the global status-quo, then it
seems that the self-destruction
can go on unencumbered. The
overused adage “divide and rule”
is still relevant. On the other
hand, if identity politics tries to
overreach by projecting towards
the outside, in a consolidating
manner, then it will be checked
swiftly, viciously, and comprehen-
sively. Here, Islam fundamental-
ism comes to mind, To me, real
nations have always been confi-
dent, incorporating, diversified
and somewhat dignified, but al-
ways messy and clumsy. We can
not always have them neat and
clean like Singapore, or Monaco.
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These are mere like “city-states”
rather than "nation-states.” | also
believe that great nations do not
subscribe to the small-
mindedness of the villages, where
everything is either "“us" or
"them,”

Experience indicates that respect-
ability and achievements have
always been the characteristics of
real nations, like that of the United
States of America, the United So-
viet Socialist Republics, the
United Kingdom, the Republic of
India, ete... When great nations (in
overall capacity) succumb to the
myopic vision of the village (the
“therm" and “us" logic) then, they
threaten to underwrite the impor-
tant notion of “global village",
with their hegemonic ambitions.

It is my opinion that identity com-
plex will not find resolution by
closing on itself. It is on a differ-
ent plane of reflection that we
should look for satisfactory solu-
tien, More than any thing, | be-
lieve, it would require the willing-
ness and  determination  to
transcend our primordial drive
and objectives and replace them
by new liberating sensibilities.
The competition should be geared
towards achieving more humanity,
not more bestiality.

| believe, the ultimate fate of these
“mini-states™ is tied to the exist-
ing political globalization. One
option is to go the way of the "Na-
tive Americans", peacefully van-
ishing from the scheme of things,
a la the international reservation
system, which is more refined and
subtle than its domestic counter-
part in the United States, Selec-
tive migration (ex, DV, etc) can
take place alongside this devitali-
zation. In this category, we can
easily place the resource poor,
land-locked countries,

Another similar option is to be-
come a live appendage of the sys-
tem whereby their future will be
actively and systematically con-
structed by the prevailing global-
ization. This might include, be-
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sides migration, the possibility of
effective (sometimes geographi-
cal) incorporation into the system.
Here resource rich and ceoastal
nations come to mind. The deaf-
ening noise of the "end of history"
rhetoric reassures us that history
has closed its door to the dispos-
sessed. It will indeed be sad if
this proclamation takes over the
aspirations and ideals of a large
portion of humanity and bury
them along with the Bolsheviks
and their Internationals. So much
for political globalization now.
The means by which the existing
global regime effectively perpetu-
ates itself will be examined later,
but now we will look at domestic
polarity, or domestic inequality
which has come to establish itself
as one of the defining characteri®-
tics of modern nation-states.

The "Human Development Report”
of 1989 has a wealth of informa-
tion along this line, and UNDP
should be complemented for be-
ing forthright about the data and
statistics with which it illuminated
the nature of polarizing globaliza-
tion. Though, its euphemism s
understandable, it sometimes
masks and de-emphasizes the
sinister motives at play, and
hence inadvertently discourages
serious inguire. | will only extract
some numbers to highlight the
domestic palarity or inequality
within nations. In 87/BB Ukraine
and Russia had a Gini coefficient
of 0.47 & 0.48. Hence by this
measure, inequality has doubled
in these countries. In Brazil, the
pocrest 20% of the population
receives 2.5% of the household
income, while 20% of the richest
receive B3.4%,

In most of the OECD countries,
income inequality increased in the
1980's and 1980's with the great-
est increase registered in the US &
UK, and the lowest in the Nordic
countries. Today, barely 1% of
Americans own more than 43% of
the national wealth, and over 30%
of non-residential wealth, Moreo-
ver, close to a quarter of the
Americans now live below the
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poverty line. Economically
speaking, the US has become one
of the most undemocratic nation
in the world. As a consequence,
its other democratic pretensions
will not auger well in light of this
extreme ineguality. Like many
things there, democracy has also
become very capital intensive.
Anaother interesting statistics is
that a yearly contribution of 1% of
the wealth of the 200 richest peo-
ple could provide universal ac-
cess to primary education for all
{578 billion).

In both poor and rich countries,
whatever accumulation has been
possible, it has gone dispropor-
tionately to profit rather than
wages (i.e. capital rather than la-
bor). For example, in the US, the
average real wage levels of today
are actually lower than the late
1970's. On the other hand, gross
operating surplus, defined as a
percentage of gross value added,
rose from 2B.B% in 1973 to 37.2%
in 1990 in the US,

In the 1870's unemployment rates
started to rise sharply in the
OECD countries. Form 1973 to
1883 the rate has already doubled
to 6% and the developed world
started to come to grips with the
new phencmenon of “jobless
growth”. Today, 11% of the Euro-
peans are unemployed. Corporate
restructuring, (which usually
means, cost cutting, downsizing
etc.), mergers and acquisitions
have taken their tolls. There is no
contention that labor is merci-
lessly devalued by capital, either
directly or via technology. What is
not obvious, but real nonetheless,
is the systematic devaluation of
capital itself. This will be our next
topic.

Let us start by cbserving some
facts about the OECD economies.
After 1973 (probably the beginning
of the prevailing global stagna-
tion) the recorded rate of growth
of fixed investments in the OECD
countries started falling below
that of GDP, contrary to the expe-
riences of the growth decades of
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the 50's & 60's. In the decade of
1960-1970 GDP grew by about 5%
while fixed capital formation grew
by 6.5%. However, in the decade
of 1970-1980, GDP was 3.3% while
fixed capital formation was only
2.2%. The first hall of the 80's also
saw GDP growing by about 1.8%,
while fixed capital formation was
only 1.4%. This has resulted in a
steadily rising capital surplus
within the OECD. Teoday, OECD
alone generates about 2 trillion US
dollars worth of investible capital
per annum, which is equivalent to
about 10% of OECD's GDP!

This productivity of capital is gen-
erated both from the noermal cost-
cutting exercises and from pro-
gressive switch to more produc-
tive technology, in other words, a
long-term decline in what you
economists call, the incremental
capital-output ratio. The offshoot
of these all is that, today, there is
an abundance of capital which
cannot find productive outlet
within the global system. The
desperation to find outlets for the
mountains of cash has resulted in
“financialisation” and speculative
bubble which the current US
economy amply exemplifies.
Since the American economy an-
chors today's globalization, we
will examine its impact and
sustainability through the eyes of
its economists.

The American economy, it is said
“...has entered a pew economic
era of faster, inflation-free growth
and hence stronger profits, thanks
to new technology and globaliza-
tion. We beg to differ..." says Tha
Economist, ane of the most pres-
tigious mouthpiece of the domi-
nant ideolegy, “America s experi-
encing & serious asset-price
bubble,” it concluded. This con-
clusion has been repeated in it=
numerous issues in one form or
ar nther, but no body seems to
heed,

The MIT economist, P. Krugman,
described the existing euphoria,
"...As maore and more Americans
began buying stocks, there was a
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gense, almost a consensus,
among sober heads that this was
a classic bubble.” Moreover, the
new paradigm or the new econ-
omy argument which is being par-
roted by establishment gurus is
very shallow. “The computing and
communications - technology
sector collectively is only a mod-
est 5% of the US GDP. The value
added of Internet sales — l.e., lis
contribution to GDP is probably
little more that 1% of GDP," ac-
cording to The Economist. |t goes
an to say, "As the Fed itsell says
‘There i no means of knowing
beyond question how far this re-
cent rise In stock prices repre-
sents excessive speculation and
how far a readjustment of values
to increased industrial efficiendy
[.---], and larger profits.' Actually,
it was not Alan Greenspan who
said that. This is an extract from
the Fed's minutes exactly 72 year
ago, in 1928 on the eve of the Wall
Street Crush.”

On its November &, 1898 article
entitled “Living on Borrowed
time”, it asseried that “an unsus-
tainable build-up of debt may be
an even bigger threat to the boom
in America than a rise in inflation
or a collapse in share prices.” In
1988, America had the fantastic
private net savings of minus 5.5%
of GDP, (which later on was clay-
erly adjusted to a positive rate),
i.e., spending has exceeded in-
comal! (Not savings). Given that
consumer spending accounts for
roughly two-thirds of the US
economy, this certainly spells a
bad omen, not only for America
but for the world as a whole. This
article concluded by alluding to
the nesd for a divine intervention,
“If America doze pull of a soft
landing, where others have failed,
that will indeed deserve to be
called an economic miracle.”

All avallable evidence suggests
that this situation is not only un-
sustainable, but is actually a tick-
ing time bomb, whose Inevitable
implosion will bring a massive
devaluation of the asset value of
capitzl, probably unprecedented in

historyl Surprisingly, the knowl-
edge that there Is a glut of capital
in the world today Is one of the
best-kept secreta of the glaobal
status-quo. The means by which
capital posipones its impending
devaluation include privatization,
floating exchange rates, very high
real interest rates, debting the
poor, the US external deficit
(which would have been intocler-
able elsewhere).

The case of the US external deficit
playing the huhblé is highlighted
by another Amarican expert; “An-
other factor inflating the millen-
nium bubble is the presence of
the US trade deficit or the rest of
the world's surplus. As the planet
accumulates more and more dol-
lars, it does not know what to do,
except to sand them back into US
treasury bonds or stocks. [...]
Mever before in world history has
a nation benefited so much from
its trade shortfail.”

Let us now watch privatization at
play in a typical poor countiry,
Say, the national electricity or
telecommunications company has
constructed a network of produc-
tion and distribution systems at
enormous costs when the dollar
was worth 100 local monetary
units. Through the privatization
program, it is now sold to a TNC
when 100 local monetary units are
worth ten U35 cents. Moreover, the
debt this company has acquired in
purchasing the eguipment and
technology at the time when 100
local monetary units were one US
dollar still need to be paid in dol-
lars at today's exchange rates. As
if this is not a crude Joke, the state
s summoned and told that the
equipment is not only old, but so
outdated that they are not even
worth-considering. Obviously,
one of the missions of privatiza-
tion Is to serve as an exhaust for
the accumulated excess finance
capital. But is thjs a massive de-
valuation of the capital laboriously
accumulated by the poor, what-
aver the reasons? To start with,
and by and large, the state went
into “business” on behalf of its
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pecple, not because it wanted to,
but because there was no one
willing enough to put up the
enormous capital regquired for
such development activities. (be
it, private local or private foreign).

Once the groundwork has been
established and there is some
semblance of a modern economy
aoperating, at least modern enough
to attract private capital, then the
legic and modus operandi change
swiftly. Certainly, | am not trying
to discount the incredible capacity
of the state to create a rentier sys-
tem custom made for cronies, nor
its inborn inefficiency and bu-
reaucracy, ideally suited to per-
fectly mismanage and bankrupt
the nation; but only to place the
misplaced rationale of the private
capital argument into perspective.
Ta this day, we do not find private
capital clamoring to get into the
business of running schools,
health institution, etc...(or even
borderline profitable projects). At
least in the developing world
these are still the precccupation
of the state.

Moreover, since accumulation in
the peripheries is becoming the
Achilles heel of beth the state and
the indigenous private sector (If
one defines a private sector op-
erator as one who is a non-wage
earner, then Africa doesn't have
much else), | believe, other crea-
tive means should be found for
financing development.

It is my opinion that the organized
private sector has its limited role
to play {and this has to run its
course, given the circumstances)
in the development effort, in the
meantime, state (ization) and
Community ([ization) (different
from communes) have to resume
alongside privatization, albeit effi-
ciently and prudently. It is also
interesting to compare and con-
trast privatization in the developed
and developing countries. In the
developing countries, privatization
usually means, de-statization aor
anty monopoly, {read as anti ac-
cumulation). In developed coun-
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tries, however, privatization
seems to mean increasing mo-
nopoly (hence, accumulation) by
the private sector. Recent con-
solidation by the TNC's has given
the concept “privatization” a new
twist, in the tradition of newspeak,
Today the top 100 TNC's account
for almest half of the goods
traded, globally! Moreover, the
largest 1000 TNC's account for
B0% of the world's industrial out-
put,

Globalization is not new. It has
already gone through various
phases. The globalization of mer-
cantilist era between 1500-1800
and before the advent of Industrial
capitalism had a benign disposi-
ticn, Industrial  Capitalilsm
(around 1800 and its beginnind®
financialisation (around1880) in
the cores, and territorialism (the
old version of colonialism) in the
peripheries, finally leading to the
great depression, (after the crash
of 1928) deserves scparate treat-
ment. Here, we will only look at
the three systems of social regula-
tion that heralded a new regulated
globalization which was at once
multipolar and growth-oriented,
They rested on three major pillars.

The first was “Sovietism” - a
catching-up strategy which basi-
cally employed the concept of
“capitalism without the capitalist.”
It was systematically de-linked
from the world system and pur-
sued jis own objective. This exer-
cise which was on a massive
scale gave the impetus to the
second one and forced it to im-
pose a limit on the commodifica-
tion of labor. Historically un-
precedented, the second one
ushered a workable compromise
between labor and capital. This
social democratic alliance culmi-
nated by forming the “Welfare
States” of the West, The third is
the Bandung Project (named after
the place which cleverly leveraged
the East-West divide). It was a
newly and precariously negotiated
and revised global inter-
dependence which gave some
raom to the national development
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agenda of the third world.

| also share the view that these
three pillars, which fostered
growth and tangible human devel-
opment on scale unparalleled be-
fore, have more or less collapsed.
In the first case, it suffices to reit-
erate the saying that “Today's
Russia is a developing country,
with nu¢lear capability.” The Wel-
fare States of the West are no
maore welfare-griented and the
polarization within those states
has become intolerable by their
own standard. [f the West has
“managed” to absorb the crisis
better, it is probably because pro-
creation has more or less abated
there (zero or less than zero
growth rate). The Third world has
divided itself into a third, fourth,
fifth world, and only a handful
have escaped to the category of
the second and the first world,
Even those achievers are now
facing difficulty sustaining their
newly-found position.

What are the means the existing
globalization uniquely has (again
different from previous polariza-
tion) at its disposal to perpetuate
the polarity witnessed between
and within countries? | will start
by quoting Mr. Thomas Friedman,
US Secretary of State Madeline
Albright's advisor. “The hidden
hand of the market will never work
without a hidden fist. McDenald's
can not flourish without McDon-
nell Douglas, the designer of the
F-15. And the hidden fist that
keeps tHe world safe for Silicon
Valley's technologies is called the
US army, Air Force, MNavy the
Maine Cerps.” | go even further
and say that today's globalization
aperates under the framework of
what are now called the five mo-
nopolies of the system.

In the parlance of the dominant
powers, the boistercus Mr., Fried-
man {and his likes) excepted, they
are classified under the rubric
“Mational Interests”. These mo-
nopolies are 1) financial, 2) tech-
nalogical, 3) the contral of the
earth's resources, 4] the media
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and 5) weapons of mass destruc-
tion.

Whether the existing global sys-
tem can use the above five mo-
nopolies effectively so as to im-
pose its will on humanity on a
sustained basis is something that
remains to be seen. So far, glob-
alization has presented itself as a
grotesque behemoth of one-
dimensional character which is
ready to consume both man and
nature only to spew out suffocat-
ing monocultures in all sphere of
existence. Globalization has yet
to prove that it is a thoroughly
sustainable, pro-life, human cen-
tered, technologically driven liber-
ating construct with a capacity to
understand and manage the di-
versity with which the earth is en-
dowed.

In the absence of a global govern-
ance which is equitable, demo-
cratic and which takes into con-
sideration the diverse global
reality of today, the future |looks
disturbingly uncertainl Echoing
history, we can ask, “What is to be
done?" Wheo can force such a de-
sirable global governance to the
fore? Will or even should the ex-
isting (meaningful} nation-states
survive the unbridled globalization
of teday? | believe these are im-
portant issues which need to be
reflected upon thoroughly.

Wa can now ask what globaliza-
tion means in the Ethiopian con-
text and how Ethiopia should be-
have given the all-encompassing
nature of the phenomenan. As for
some aspects of economic glob-
alization, it is not difficult to know
or predict the most likely outcome
such as, WTO,

Unfortunately, like other deeper
concepts, globalization has now
attained full wvulgarization in
Ethiopia, thanks to the daft logic
of "understanding by simplifica-
tion". Today, it has become the
rage among simpletons in the
popular media. More substan-
tially, and given the above prog-
nosis, how can Ethiopia handle
the sinister features of today
globalization? | believe Ethiopia
should construct its transforma-
tion. Its reconstruction project, in
the sense of The Meiji, should
look at itself from the inside and
devisee an indigencus vision. |t
should be positive, proactive and
persistent towards it. It should
reconstruct (| do not subscribe to
the prevailing political gibberish
about its past, hence, the word
reconstruct), painstakingly but
patiently. It should participate the
populace. It should prudently
manage the systematic offensive
of the global system. Most of all,
it should persevere! The “why's"
and "how's" of the “reconstruc-
tion thesis" should be articulated

by all concerned, whether they are
in or out of real politics. If any-
thing, at least it should deserve
another panel discussion. At this
juncture, | would like to quote cne
of Ethiopia's capable leader
whose attempt in managing the
previous offensive was somewhat
exemplary given the circum-
stances. “We have received the
arrangement made by the three
powers (Great Britain, France and
Italy). We thank them for their
communication and their desire to
keep and maintain the independ-
ence of our government. But let it
be understood that this arrange-
ment in no way limits what we
consider our sovereign rights.”
Menilik, against the Tripartite
Treaty of 1906 (Dec 13, 1906, Lon-
don) which was signed unilaterally
by the powers, emphatically as-
serting their interests on and
about Ethiopila.

The foregoing expose is essen-
tially the work of Independent and
profound thinkers of our time. My
job has been simply to cut and
paste their findings. If it has
helped in illuminating some of the
problematic of globalization, then
the credit should go to these sub-
lime teachers. On the other hand,
if it has failed to enlighten, then
take it as another case of, "from
the sublime to the ridiculous”. |
rest my case, and thank you for
your patience.

THIS IS THE FIRST ISSUE OF THE THIRD VOLUME OF
ECONOMIC FOCUS. WHILE WE ARE PROUD TO HAVE |
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HOPE YOUR SUPPORT AND CONTRIBUTIONS WILL |

CONTINUE TO MAKE

FOCUS

AN EVEN

BETTER

MAGAZINE. SO PLEASE WRITE TO US WHAT YOU
THINK ABOUT OUR MAGAZINE AND WHERE IT NEEDS
IMPROVEMENT.

Vol. 3 No. 1 / Feb-Mar 2000

Ethiopian Economic Association



Ecomomic Focms
ANy APTTLhA

Globalization and its Impact on the Ethiopian Economy
“

AND° AP4-PrTS Ch %L VADS

nnér S L9924
KIC AP L L i (hSA AN0 fRlCAE PADT?LRY THEA F00s TELOAC PIIS (LU
A 'LIE ALY ANTTER DOLAT Bwrdfes

v. «aoLF

e PPURTHA AATD WP LLe-9° POAM AICT
AT TFo  fTLhA N1 Ak Fo P2athy
PADTY oo TIAETF Pand AT AL
TELT ol @ETLEarl RS @ hr Yo FA
e PRAY® NICT (RIS ARAT AN omBER
a-f T it PHUT NG THIT AENdE AP
o Rl | S A 7 TV o O LI B £ I AL

A, Pav-b i AAYT

haETar fAAT" mey T “Tqadr Z9°0 ol
auhihidy, EAm-S ATE PULMm YR Novd 88716
ek 290 0AY"S (1% 4TS Ao eog
MTTFm  1%LA  hmPaL ooy P ovd.  Sacs
B} wvfidy AAICAP4P woly Poniaume AENPS
Cotl AATTE N3 PET h0dn

PRI fub N ASFTES ABEmmc W918 Aol
1936 9.9, a9 MATEY oG N-At+5 o PR
T avhidy (05T hoodsh RPFEIS AC
P07 PEI AevmidT LT Am- MuAm- -

a3 Py AT Nl FeCy Pl o
LG AEORF hem kBT AA PAADTITT
PTRPG AR $TLAAT PTRad P FTTn
hEDERE WG A& PRIY PRCT PYILor

R OLCELE TATNET eohhd (178 THRI® AR
Prhevwed PIEITS ovbldATE Newiade heT
NemiihA T e°LhOE A% AP FFT 155 4o
Am@FeTT  F9CTE  Aemed . FNSTFe  wacs
EuP ka2 AkArT e PAAY®  mCYlF enih
TWEET by PTLA ANk PO hien

kAT ar AAT® mCy TINEF AL AOTE Fhaoe
foarl hék UPAT a3 0 q TAFIC WLk |
AT eohhAS L4IME AATT  POLTHATS
PLERLCHTT  OAET evhhad ARYET  5c
ATSR AIC HLTE ofI™ FL&0TF TR 4
N"NE L9 e4SmA o422 FF e QA NFT
AL AT A9 ARYES avddn LT mf
h45 mf 48 EB4% RIRENIICS Ahhd mcyd
WERLLMEC +15 5w Pl FRNTS
PLELESNTT  evfdh Peeemcd ANAALYT

Vol. 3 No. 1 / Feb-Mar 2000

20

tLE&tw Pt e iNdd BCBd ovwddn
g (eeddl NFMHLLS AL 80 R80T

PrLevAh ST PULEATEL S PHAFE  RATT W
R & A | B o1 1) T L £ T T B o o o SN T
bk ooz Adt UFAS  ovNaTE amhihd
T Td7Lar ehnT™ nAagee Byt
NihEdmh  fhOsT o3PS AHA PUFY
CEUYrl M (Scourity Council)  Feawdeen
AEERIR AL PL&NT O THIM 3 RERY OhIeT
mhhéd, “IHNTT PPy TFEYE  AIATC PULLE
AP hPR PTING BB wdan ameyr
PH148T7 AT ATTELICS ATTASTT  wEAA
PPt WICT  A"IAT PRLEATA THI

MNECT OACET ATTheLd PANT® 3h g

N7I0NEAT"  N-FAFP BB ARAT®  0AT® md
APy BFAfk eHOnTd FIET AamEla PPy
o W1ET AATITS ANALTT PRl e
TEFT  POLLR FhAPE FEOIF LplPacn
hud™  emhhd OAIETF FPE frel WIE
L T C T L T o S - B PO e - B P o
FCElr PAETET BeBETEY ond pa P
gme NLUPTY” Uy AAA FERIST WA P
arii't WREEM (P45 o PULART P hAl
T

. et 210 AANCE hae P AAY° o f
@£ A" T990

hae  Wiftmeaom A”a"TFT  RWIE  LABET
AEMmEC Anh 1980°F &40 041c Win3 nguTd
Nheowdd Uil BAN (mEIMET  (lovd BET
fLemds WY EYE aen M9R0E 7 9°0d-0m 8%
a3 INITG NFARTT PATRENT a0 pOdie
LT ATTERYPS ATTLLLN mART  $oT
AR AT ICET of  TYpst a4
Mmws  endied  vdet onT hfLd  fevoun
ADTTLEPS  hEhe  domBT RIS eofiha
AAY PUTE T RATY (NEE DEAY @
A0 Noge B AR R

hoiiet  vdtT ofdt 1A WA Addap
ENALYET fLo9me T TRHLNm-EE (AL
ATRANE  RAP™Y AT AYPAAS CheT

Ethiopian Ecomomic Associaton



Ecomomic Focus
e = = i |
AN AhTTLhN

Globalization and ks Impact on the Ethloplan Ecomomy
e e T T e e Ty

“

ATRENE WAT™F éNTo- ATPAAS AT
M LLEr Fovgn
Am4TT AATPAPE ECEFTIT PLATD TP

“INNOLET TINLBTLE avlf ANRLAT o

PR FA AAT™F ned, AFPAA Aeremc
N Fecio P FAP® AT PABTL
WELEE A Fa3i P77 nthe AT BELFod
VESIS T3S wATe? Aormar  héOTP
havphhd  AALACS AELEETF o¢ MNB8A+HhA
NN LFNLATI® AT "IEC FemlTa  haR
AiEFahm AU ACE RS AT AATTE
fitut RNIRFIUTE PRAAT® Ade BCERTS owvier
hELTFn

ATLANIS AbeTF 0CT PO PRIE PTLPLIUA
PULmAlE ATTELT PPTmETNT HE oB e
B ATHIL WIAZLR BUYY OPLCE “ye
Al&AT rmen

1. AT LPE a L8

hART Lo AIIC 0°T3Fo-9° NIC PA P70 20
FUihd A PTOLanT T PertFCFC OAATHT
HES PTIHAY Powfe} ! lov18% Ohd PAFC POUC
o T hmFAee- T g
AhETLEE WFFIFNL b ARATT AR pERC
Ta0m  QANTLYT PPledle SCcET boac
Eargas AANUIT AT kA 00T o3 ARAT
hbge NG i B e b ]
EmNdatPasn

25y RATF TET NTTELT PRAIE AIC
a3t WP o9 oL N2 WNIEhELET
&0 AR DR TFRELE NPT NF ecoid
BERCOdns $E29° AA PO SCERTF aanT
hryd™ NWUS eolip 98 4 Yo

AEET PR U hAd PRLEATAEC e Nt
FAlL FIC BY Ion  PAIL UNHA PRLLNIOG
P T LUFE Yo AT ooy 49UTRE
TELE NAET NEm BV Yo ik PL PUY
My U wCUTNETT AmILERT WL
THNEE ATIELD S DA AET Lo
EEE PLThCI® oviavds WA s howrh
4T NAPAT P840 oo 3N 4G hRATF® (3he
hAhny ETHIA BCEDS Far g e b BT
ETCNA0n BUF Bt ARTE PL00 oecU THIC
FEPOT LT ATTIELT PPhE 0T
i-+ohe? WIEHTYT of aaee AT a-hag
TP BECANSAS  ALDE 072 A PTLAT
ATIELT BaEsAn

2. Parfo 8o amFLNT T T

hag KiRA-Faam  NABhSTL  fABF  AICT
ao Pt wosLC  AMTU Lk o BB
PLELID hWUTEF 9 Yo PTLA TPE  avit i
fant +BE Yon  +oRLL PTIAT  héNTFar
LCEFT 2C Yyon FEY hWeCcEAT  oc
comARLE. T™F FC Fovmp

Vol. 3 No. | / Feb-Mar 2000

ANAF 20XA HHlde T

9% P Lleetp- AT FONIFET You ABEF @
Fo-B e U9 NMHY BCERTS AT NN
TECY PdD oory Yo ATYIA. (TAoe-T AT
Flle hE"L PTLEMZo “TAT9® A3E Ao of
e W97 FLOTTEa PN 15 hew) ATPAm-
barn DILF N&LT FAT IR AEF Tuct o
Mita «="Ic WiIX of 4 RAT® ot
WNIAAATo VIFe  BEYTIAn 2y Fec
AP S0Ce  $IC 77 T4 P Lovdlm [LAATY
me P Liima CT AE“LATFo hi5  Aowi
MY NPT Pteedd o} KAt ooqp o=

NEUrT AcT FAo vad PUY 9B foodbild
PEPPFPA APAN ATPAS o0T PA AET
15 Aoet KMhAFe- +9UcT ot oA Tree
FPAZET FAICT OAUY PTLE@9® eA9"u  yiC
TF PAET® LEE S A4k v, Ne=p o745
i At L PTELT AP %
PRTTANT  £2% AL MAUYTE  PATPis
o FF oL N AATT PTLATTAT 15 10 haed
LPATFo on PATEERS DENEhn nanAmIe
WRETLATa 10 XS hilF9 AL FATTF 1o
WIEN&AT 31[11 PSP Lmz

AiLho-T MIEF €497 Wt ASTLATFo his
Aot (T e AETY drdme PELEACG
LCEFRF fMLPeecET 9O AAATT NF
AD-Bfos amB 4 PAMTT™n

rAFT o TIC o9 ACT hEy ANET o
tToARLm PTLENIENTo Phd oo TG P
ho-£ 80 o +LCTPAE  AT"AA BU AICT
7Sy damcF@mcd of¥F PAosTF Ky
idan AliPda ACAPFFo3G 441402 FiFms
Ahlide- ho°Ct oW, AFECHTFo WIE“LTH
NA"LPo-4 AWMU kAT A4 oodh  o-m T
AEFFo- Mte héTFo CRT O
WNIADRLS ABLEEAT DT

Aty 84%  KlolEC QA AT ATCETS
AN1LE50Fo- ¢hé aoNhT9° (LD @£ 24 Plevs
AEEATE  PhAewT WICT NP2 LT (ITLT
+H5L Wr0Fa ehd «ohhT e+are 9°Wift
N"i+dN MEPTFFoF LU  PIo WP A

htIF hdeecHnt P2 0FF Yo WS
PTIm T £ Tt AVHTTT  PTLATTYY
AEEAFT BT fHAFF fPERth  seRLOT

Neem+7 PP FFpF B0

NhmFAL Pheet AT 06T @£34 Pdobs
ANCT FoLiv W 4.414h gecff
AEFCAATANTE  AGH TEA Ad AFCH yo-w
ARUY® 1o PEAT PAM THCET ATLY Fiindh
+89 hilvg® ¢404% AL AAOAT o =177 @f
o< Aewih AOTFIL PUyoDen

hU9™ AA ATE FTIC Afm
1MF  Aeemliimo +meo1 neErd  Adcq
hEFHT AN PATRAS 0 ndT
AmF Lo oL AmPo AzfiT FUC AAR
ETio-f o P ThédAS P°Thé@m T =00
NeNFo ECEFT floefh cCHF3F AT

& ct Mo

Edhiopian Economic Association




Ecosomic Foras
T e = =l
Afr AbhTTLhb

Globalization and ts Impact oa the Ethioplan Ecomomay
e e A e ke e e =]

AIC Pdheef LT RER el ARYE AAn
BUd® AT ekF o0T PAT AERT ATFT
anmt £2 e+ Nto jo PTLEhESMTn
fae= KICTF Fh Ahd4eTF 77 P2 Ae0eT
ALFr P2 $LT STFou (oeerid™ hnw
ECERF  PASTIY Pt PTLEaMT R
"Lt £9 4F o-n N3iIZU PHdoeete P2 o
WITRY PAAT® P2 PTiOAmu (hTPRS LEE
meF mPt PTLtANLe PO PO hieeltad
Ahill, B9 Ay MhL®F AL X711 Aot
1L 0B KA hée PO 1GF htTTF ARG
hAAT® NP o JIC yo-u WIZEIRS (o=
RICT 20 BCEAT WIETLPACHET AO&C NLU)
PO PTLEm APCLE AUy Mcs

AALT Lo el WimALC 0"Lin0T  1d
misde i Fo-§ EAIFTFo AT ATIE
AF°FFANT D DEI® A5FF Adowcd g7FPFad
TEFE GFF AT Y AT AN emAEn
AAATET TINT WRESPY en Tl FRAn

ao_ @07 ATINATT WIESECT
FLEATD-

aOT  ATTOAT e FINETD
FLe TPELY P FETET hpn
AU aPe ACETm end Pl BSCOTPAn
AL "lem eofil P20¢ KWFE PAIC o-0T I0F
48 TS hANGE £y 93 Tiah her DA%
FREFTY A"ThoE  PIIMSm PO VG
AESCT TIATt hmen AT PYTT4l RUA
WPEMF AT E PAFF  ooPRA FPE AHU
FH0E Ao PIVTAm LTEIT hTET ARFY
MNP ALY Né PULPTIAADTF WTAA AT Yaem
RIETFDE ARISNTE A"T0ART2 hid LA o3
AFRAT LR Tnst T aoimTI™ PR PN DEA
A1 PAF AT B FALATET  YIC T
ARIC  AETF  AIAAL Py 4d4dh Aochdd
ALT-AT: ORIEET avPRA IPE mE TAFR
prvge i PTLANm OF 4% ARCT naf
uEA AF loviren PAATT Fén OFond9oC
aoiPhA FPE CMNFe Nevdo Nd AL o-h FPATT
A AAemG T o 54 NP ANLATL PALSTL
e LE (LIPE AT PRLATE NEUTF ANIC THIE
AL fon’f aufile wllbs ovaedad BTCOFABR
e F 3 BUT PUTELTY el WPhAhANG

P o S T

Par™ FREF Ndeephdt NeeEeede B2X ho
oE AIC on T PELIet? fiemidmT eehahd
METS T REFAT: ho-* 01°LUF hFPT
At AMA PULTFAm h®+F o AT hhFo $2
20% (huf neof) eofAT FAOTT=n A+
eRIG @O ATLET IO AEYR RNCEST AM
AEELTNTF -9 lovf ¥ NIC o-0T Pteedd
rEF nhhd £2% ho T WP leem iPmT
2 mm@ARC  AANTFars no-£ec hitie-re
FAFm hEA N T8 AF ipen

2Ur eofif LS PRICT RCT 2INC PTLERC
flaers REF PhhFAAR  RW146-TF ARR 2ATH
Lt foom g AIRH@D  PELLYTOT ae)

Vol. 3 No. 1 / Feb-Mar 2000

PANTIw PANTEYT BC £FNELFTF ANTHRLG
PINGADT mOAPhT FUA hRAT FALTTL &C
B3N "Thhnc 25 CATan

PTHIA e=CUICE O+Foophd o=pldPm AATT
g°Ct NIRFET P4 miih NFAN4 PAIC
AhTTL WNIREAC AR P2 NIREIC oodami
yorr EUIFTT ATIELT  OTFhFFR 0NEC
PTLAMIF THI smaf? oALY “ISC KIEPS
P memPd® PARRAu T PPI mGC
Prieemm h9°CT APET AIE ADS Lo @07
ATL3adn PTHH T NF Adeern§ PG
Wrdt nant AC TIPS 08SC PRS2 HT
AroEMmMEC PIIEFA ooy d AAovsE 4T me Yy

f3 Y NERS QAT eem o0T PULS Ao}
*3¢ (teeaht =Pt Lo Aon§
eAaNTREC NE-PTT AF NFANEG 983 s
P sdk Aac evp lovfe AT hEA vt

Becadan  PATIT ECERTIIC PoviiT 9L
Efcadan Ly 9L oAt TAC  hAlbs
o FEavdf £ 0 hEA nEn20Fo- AT

F9c PTLEARTA Yom NIE AT 04 NIET PN
hed  £h"IT 1% FART  Neot's  PAcETINT
Fohe ADT L AATTE PN A ASEIY
&YAATE QATTETA BU TR AR smen (184
KRIAC A8 277 Atbo TULE e aand
vic Poedairt? eACT T EcBEAT Pl et Po-eT
T Neor§TFo- Su9® FOUC PRLPawm Yoen
APk Pfor P AUAET PoetndtT FACT
LCERT peot AR MTo NI NOA
PRSP T Paanty  oBh PTIROT
ARPT N APYE Yo PTLA@RC RAE Ndar
"m?  FhAd AR F9&7T  A24¢ WP
PAAIZNET  “19h AGhUY  £40 AR Po-£TT
fasl  AQAUANTFT tido o FTREAFo ovPhA
TPEFor? NASAN 4NE0PTF TR Lfo-b AVé
AM@D ¢ heeemcd™ AN PRI9LT AFTTT3
OATLRAIC AMNTIZTH® P9 ARDT™L AE1FT3
e+ hl FEC2An Naoed hICT 97 Bu
OATELAT E3+s ofmdé-Ta WLICoeF REIMNTH
PE PRIt AT AR HrC P T
N plf TETY heeddEF A ok AidTo
AT MMEFoF AT NAFITA TEITaF
fAoemne PoNST RC™X yo-u

w. 7% 2C 1o oL £4? o-mkd
7% A7 LTAA?

NMAhS Lo AAYTT AIE ANIC hAAee AIC OC

hEmRECT AT MLAA AIC  hFoecgen
AIC AEYTET™n AWNIETE ThE Po TRNE
i e FTTFIT ATEEF o0T Baeddh
WK APETP AR FP  REBRATIu nns
ot AL £+0"1% AT PEERPoF?  STo
ot W= To L oL o< a"LirTntT™ i

ATEES AEEATF eI limmu (ATPAFS o1
PLTC 57 of o (le=fiT P+0"T4 1OA
APEn  AMPREF  ohT  TLowddoF Y
WP ABEATT ¢PPdmiteon MU P

Ethiopian Economic Association



Ecomomic Focus
[ B e e
&4 AhgTihi

Globallzation and lts Impact on the Ethioplan Ecomomy
e e e e e et Sl P W RN S T

——r——— . s s e e e g e e e e T T e e e e

aofth EHN"T% ATPEEFo-FF WIER naA=7
NICTFI PAm- v ETo jormn ZTLAWITE Y
Ty WU Uy Eceed LAMEFT Ty TINLE}
hPaopg9®:  poy PouChd S PULETH-SAT ALY
AC P BCEFT WiRn

Moy 9™ (h1cF eohhd PALS L o-B8C EhC
(LA OATE KIC PR ATLTF +emdnf ot
heifaech AA WG hh APLTF 20 RoRAC

I Ymen NAHVS®  AAPRFP  ToREC
n"Laant 1 ATEAF AT haTiend
hEcee? hh3241 héle hmafe? ond 2C

FoBEC TIat ARUTF AtPEkFE ohT  Ph
ECERET ALY AC ha Foednf 9Ct AIULT
BCFRY 2c P@mRES TINF ey evdaod
Al

o-Egc A8cERT aohhh o eefs hitad
PA1TI BCEAT haAm AT 0-FARS® hieeT
AC BECEAT IC +tolfde PUINIE MFTo
oo PuA Yol % AIC PA 2 CERT o-ffC
+HiFem TIPSt (PFal (A IETT AL AECH
PELFA RS 99387 Yot PULATR TPEPT
eug BT L yoes

WA®P®  AIRC  NSPo-  ATPRF o0T A
LCEAT APaeilnS bO"TS SFow KWIE (hif
@ET® NFEFF FA facCFaicd 414140 PAIE
hood Tifs PhTe-kFPF AmFAL °cl B9°C
Bhah: M AFSC NATERE A
ParCrmiCd BCEFT AmPAL Phoed TP
LEmmC ORI AT AT POLTY WIE AT

44140 AN Ak F oL oMo} W
hETIR39e: Aaed? o-OF hivl ECBE4T fa
Alh- b B faocramcd ECELAT

e S For o RYHUT  ATUAA PmdhS T o
AaETY heom @9 PLEms  NAAFE T
AT TPAY:

PAIET ok PNF T PTLolle  FPOAET

AT L PR @l e, -t HUTE AR N
Bosdm TR BhANAn  PEIPELF 9
W%l  emad e 3A0F NIRRT PiFo-
gor Ayl jaen 13 o e ST
A ke At YT emdA e SFow
WU fheYs PO UBAS  HaeGP  oudlf
G @<= P 4412HPT O oak
DhET hAED fiidd TTFm=  NN1E-TT FAT
1} et % TS hbms T FYy

N9 rmdaugr aeiif WIAC WY A4 0 Y
(e 9° PudtFm Pl Pe-S PhbeT DA
gep e yRA4F AATLR  PIIICLE Poa9
MLFm eoom? he BAAR v 73 Po-g
hoe - ECHEFT WY AxAT® 08
NR1ET39° MF AIEE™TTFo- WEFNIF=

Moo 370 9® £2% oy vt AT A THIL
PULENLATD RRE AFF O ANTAT £24E PAIC
a-0P SAILhEFETFE AET THET oA hok
Pore ECERYT 2C kAT e eof
kT3 mye by iy ] ATmEE LT o
hhen FATIE hoen my it eZ8C o7

Yol. 3 No. 1 / Feb-Mar 2000

23

LM FALLTT $412hPF PATo 9°C ool T
AF jpn FEF PV omT T°I8T 107

NewEawif L4K PAT $NL0PF oot b “INT
AFF Dé AL PHeT NETEY eendd AT tors
2U9 WU 0N&HBTS atnnFed TIC AL
oo, EUTAR T4 0y N1F +ong hEPCIo:
UNLE  Po-lIT  PATH AAe IR
FohFaas 994 Wt #7700 NP To (e
PELo-9 IS oFINETT P4 OAN owiPk
AEPCI=u

hitwy™ hbe omd PAICT A PULPhATE
BUrSAs N&TF AZFET P TFAD OACHo
I5a AL AT AF ALFT ORFANTLTT
POABTT PR Sorm YIC T @-EBC TN
A ofdd it PR Poto G
Pl AT EBECEATI NATLEHZ o0y Ohed
PO FAYTS i ooidT PAAD VAP U
PoLPC BUT e

PANAT Wil"f"'i" EPhia

Nhm#F4L Phos NICT PTLTAAT 282 ANIC
AT AUl PR AET PRLOE ARUD
PTLERNT"S hfa39° PYLfF@mAT Yo ormeck
UvHIFTF A2UPE "I o0 T PTLRARY hootf 197 AA
PANAE o3 PPLIS f7°0kh 979-EF Pl
BrGhs

AY*F  MOA  PhaoeTF AT 98 fhdib
F o o T T A Y L 7 o oL T SR o 1 S o T i
PRI hOC AIE ALD v R TRYRg
Mt poesvdal heeFh foen Purdh i me
=unc N&+HEF YR Bovod AN A6 AhdDE
hETFAT s 22 hmr P76 WA RAmCAT v
AEF-Ba Eho nEusk  f9AEFOT HE
FPEN  Agnse BELIATS  AEATn PUY}
g TNt hoed ATLFT Alled™ mpphsel
2C NATLPMAm AMLUTS  owFRse T fUiie
+F@o®  ATEE P @Y eerd AadRs
A LhPFTS i & emhdh PG R
AREL Mo  ho T hWleem  TRCRT 20
htosesd BhACS EH2A AWy ¢41 wd 5T
havd BOSAZME  2U oo™ PAGTI LA}
Pud S Tyac e iVt heenbd BARSAE
AT TPEPTIT PTLEMY NISHU  OhmFAR
e o ot v SR 1o o WX 8 A o
Pl dmoum} oobRE ATTOCS  NDhmaare
AANE eoAl-EF oo gl BILRAR

ALY i PA 30 EThéNPT
AEEAT" TInd jorm WHUT® AA NFENY hEYE
3 héFF ATCCSL hPECQTen iR
AT WGP hbdn BATLivEn [l g™
UMY amds Ace it BREAu

2. T=% oo /27 KANT

hAE  A"TAPT A3EFThdo PAAT™  WhSTL
QAAT" hd4 AETIN o-NT PTLOD o= 8210 T
fleedB8F ARUTF No-SEBC Yo-w o B B

Edhiopian Economic Assodiation



£comomic Fooms
e e ——— )
AdY AhT"Lhh

Globailzstion and its Impact oa the Echloplus Ecomomy
“

“

PLELM- AR ST eehhd AR ARhETS
MWEAT owhhi  Yon o-mEf™ Luo? AIC
FfYLFETE ovlFh THS yo-n

A (A 2799 ANFE AIC 047 W7+ hihAo-
TahF ASC ABFTAT: hAAT e7IC oy}
o fif BTCadhn

FEE ho-Po aom2i WEF hrys ANFFyee
WFE MAFAT 97 BT AGT PlAD- TFE
LI Ypen

oo AMC heoen At eF (HE oefHn By
ARLT PTLTANTT o312 Amed® hoAaypn

leeBovlif i@ FF3 piL 30 of9™ 40 ey
50 Aenl AT P BCA AFREPT ATESILAG
of9" AEFFoG fAERAEZFFo 193 heyr
NPEEP AT NIETLLAT “TA9® oL9C CHE
AT E&Ta-  Bgh= BY om(lFP RE  Yymen
WIS ARYF cOB hAA AIC Pt
Nhtt FAat 188 AF 2rSar Ly hry £99
OANIC AT DAV R «olAA "IN FR9°
PULEA ¥IC ABEATH

AT o REE O RIENY AR ATk P
AEmE HAt PHA AN Aeni AC Aond
73 omELT AADFT PTLADF  PPE (1PIRS
geanianl LSCATAE ALY emAN hFTF Ay
PIET AenddT M4 IR TIEST AN PTLAM
TEE oAl PTEAs  QeoPh9™ e P0G Nl
FTFFY ATITIANT PTLEOTAT  BUSA  CInT
iD=t

WERILU AETE PF PMALaF AF ABRFT

hadeF AICTF 2C PTLELTIS ASSY Polam
TFFHE™ LalSAn  EUP® PTLIYD- PhosTied
ATITTE 93 |MELT NIRMIT hod
A"INLR“Lra- Oh& 7°F NIRAS ™3 NIE“LHA%
ATeod POTATAR PAATT 0Fm PP Imev N3
HES hdP N3¢ LANIn

Ao (& PAATF hANT AT NILT
T NIEFSFFA RO AHUPR HES AAT
oedPl} ETC{GAR EUf hANT hicF oc
FNIT AT PTLM PITEYF oviesc
POFCASTA=  BUFF 0S¥ hANTFT AICTF oC
PISACID ECEC ovhont BEHA “IAT Yam
ASCREC of o AT fP"lAh  PATERF
AR TTT  PRLEMOTIT PTLEL LTS
AL MNTLPo-d TIMTFoT? 1Lm BELELNE

€k FAAT® Ae®  NIAAPT PV EFo
PATEAS mANIFRT Fomfic Tt MNIOAFo
BT 07LEA0T A 9 TTAT  AIRANTFo-
TAR  omoelf MATIMTo 5240 PRICT
TR hn-':»-fl- ALTI ovampll PAHRA  oornd
Noel8dFm N panpfas pn AHLUT® Aav(iTh
EWFEPAE T3 PAIC AA"T 923 w3 NIBAGH
htds heFo-s heefFo AnfF 73 i A ]
AIEL 1P WA"Lfo¢ 0FTRaT 0k A
FPRAILTPY TP A"TNMNET hEFA9® a"traat
FUC AEIPIFo-9 P7LA A9"%F AATSn

fiily i AR Plovwit RATAPE  FFE
m+ide Ak Yon QAL R T e
PREINMAT @Ld® +IRT PPN T @I
NF°9°rt A2 PPY ATIC o3 NFTFIF A7 0Eh
Pa-d VNI ARV PTLECT NATY hE FA
Trdd PLENLA I LBE Ymen

Source: The Ecoriomist January 15th 2000

Vol. 3 No. 1 / Feb-Mar 2000

Edhiopian Economic Association




Ecomomic Foces Globalization and its Impact on the Ethiopiam Ecomomy
——— o — 1 e —— e —T
At RbSethn

GLOBALIZATION AND INTERNATIONAL FINANCE: THE
CRUCIAL ISSUE OF AFRICAN DEBT

Alemayehu Geda’

Assistant Professor at the Department of Economics, AAU.

This issue of economic focus has analyze causes and propose total external debt of Africa has
attempted to explore the many workable policy direction. The risen nearly twenty-five fold fram a
facets of globalization — a term interested reader may refer to my relatively low level of US %126
which seems the most illusive. One forthcoming work on this issue billion, in 1971, to nearly %300
approach that could help at (Alemayehu, 2000, Chapters 1, 9 and billion in 1987, (Further details of
grappling with the implications of 10). this debt are set out in Alemayehu,
globalization is to focus on specific 2000). The major compeonent of this
aspects of it. In this short article, | African economic problems caffbe burden comprises outstanding
will focus on international finance seen as a complex of interrelated long-term debt. During the late
issue. International finance in factors of an internal and external 1970s, and early 1980s, IMF credits
African context is fundamentally aid nature. This article focuses on the were increasingly used, with 'Struc-
and its concomitant result debt. The latter. The external finance prob- tural Adjustment’ and ‘Enhanced
modest objective of this paper is to lem, and debt crisis in particular, Structural Adjustment’ facilities
highlight the severity of this represents one of the major prob- comprising an  ever-important
problem at the continental level. In lems facing African nations today. component of flows to Africa.

this paper, | haven't attempted to As can be seen from Table 1, the

Table 1. Major Debt Indicators for Africa (in Billions of US dollars, unless otherwise stated

fa71| 1978 | 1980 | 1988 | 1980 1392 | 1583 | 1984 | 1995| 1896 1987 |

[ Tatal External Debt Stock (EDT) | B I ;
| Eastand Southem Africa(ESA) |~ 3 7| 20 33 g9] 73| ®B051| ®8511| 8872 BekZ 8521
North Africa [NA) Bl 13 Ba & 85 36| e668] 94.05] 9368 gras| 8141
West and Central Afiica fWeA} [ 4] 10 7 59 103 104] 108.20] 11286 11967 11275 10862
All Africa 12| 30 1| 1g8 274| 375.39] 29202 Q0786 301.23] zAsad|

i | St e Sl ]
Long-term External Debt tatal] | 14| 5 85 142 18 228] 23138 25038 76241 25536  z37.7h|
Multiateral (DOD), e |
East and Southern Africa 0 1 3l 7 15 17 2086 2390 EL] E_§ 25 08] 2513
North Africa of 0 4 7 12 14] 1538] 17r.04] 1838] 183s]  1r.zi
West and Central Africa o i 4 B i 24 T6AT|  3230) 3421|3411 28,56
All Africa__ 1 E] 1 23 49 55| 6267 7244 77.28] 7745 718G
Bilateral = J I
East and Southern Africa i — 2 7 15 97| 27]  atwo1| 3248] 3307 3508 322m
Nerth Africa g 8| 19 7 [F] 45| 3808 44.35] 49,87 5050 4763,

| _West and Central Africa 2| 3 8 14 40 43| 4315 4606 4956 4764] 4480
| Al Africa 6! 12 35 &7 f1a] 117 112.24[ 123.81] 13280 13113 124.50|
| Private creditors (DOD) | | I T e e AR [T I
Easf and Sauthern Africa al 1] ] & 1o 9] 1208] 4188 1258 1087  10.06)
Horth Africa _ 1] 4 7 24 26|  27.32] 7613 7453 21.60]  1B.78|

| West and Central Africa =— 1= -0 3| Fl 13| 23 16| 17.07] 16.04] 1586 1421, 12852
([ airafrca al ] an so] s8] 54|  5647] 6414|5265 de78|  atab|
! 2 Interest and Principal Atreats {Percent of tofal external debt) l
| _Eastand Southern Africa | il o] B 13 32 41] 3247 3435] 3543] 3271 a1
|| Harth Africa 1] a 1] 12 3 2031 0.27 037 047 0,50
West and Cenlral Afsica 3] | 2| 4 11 19| 3698 3921 4044 44m0]  s3R0

|_ __All Africa__ 1] 2| 2] 18] 15| 21] 2442 2526 27as] eesi] 2638

Source; Alemaye hie (2000)

Thanks are due ta Elias Kedir (my calleague and friend In the Depariment of Economics) for helping me update the data during last summer
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Table 2. Major Debt Indicators for Africa (in Billions of US dollars, unless otherwise stated)

| 1974 1975] 1 i
Met Transfer on Debt =3 g . i A . . e i
East and Southern Africa 0 1 2 1 1 1 1.68 0.06 0.7 0,55 013
Narth Africa [ 3 1 0 -4 3| 424] 07 A -4.00 -6.00
West and Central Africa ] 1 2 -3 1 2| o085 067 138 -252] -1.edl
Al Africa 1 [5 & -1 < -4 -1.91 -3.68] -3.98 T AT -5.75
‘Aggregate Net Transfer I
| __East and Southem Africa 0 1 4 4 6 6 601 440 468 245 3,76
Morth Africa ] 4 2 2 1 [/ -1,80 0.39 -1.31 0.15 022
West and Central Africa 0 1 [ 2 2 2 4,72 B.54 4.08 3.78 258
All Africa 1 [ 7 4 10 ] 854 1133 T.4E £.08] (L
Technical co-operation grants (as percentage of total grants) If
East and Southern Africa 6] 36 EE] a0 7a 26) o2l 26.68) 3184  3485] 3284
Marth Africa = 38] 18 3 L] 19 26| 6043 3775 5044 38.28] 4173
West and Central Afrlca 51| 48 54 B6 | 39 az] 3808 2519] 3047| 2874] 3289
Al Africa 51 a3 44 41 24 28] 3813 =7o.87] av42| 3389 3682
Debt (EDTVGNP [%)°
| East and Southern Africa 20 24 50] * A1 126 129] 12z.92] 14822 13778 111.07] 100.45
Morth Africa 28 3] 59 a1 B3 77| 6708 6973 69.03] 61.33]  &7.85
West and Central Africa 17 18] 47 a8 121 130] 143.08] 165.01] 159.44| 14978 144.44)
Al Atrica 22 25| 521 90 110 112] 111.02| 9128.88) 12208| 107.38] 100,82
Debt service Ratio (%) | | |
| Eastand Scuthern Africa 5 & 14] 23 19| [ 17.32{  1548| 23.38| +44.38] 1753
[ Nerth Africa G B 22| a0 23 23] 3678 2963] 2418] 2085 1970
| West and Central Africa B B 12 22 20 21| 1478| 1983 1840 18.82] 1587
I All Africa ] 7 16 25 24 23] 2236 2164] 2198 1788 1170

* Simple arithmetic mean
Saurce: Alemayehu (20040).

Net transfer = Loan disbursemenis less amortization and interest payment [as defined in World Debt Tables (see Tables 1.4 to 1.6

in Appendix | for details]

Aggregate et transfer = Aggregate net resource flows (Loan disbursements less amortization) plus officfal grants (non-
technical] and foraign direct investment (FOI) less Inferest payment and FDI profit [as defined n World Debt Tables
{see Tables 1.4 to 1.6 In Appendix | for delails]

Changes In the structure of
African debt can also be
described in terms of creditor

patterns. From Table 1, it can be
seen that bilateral debt comprises
the largest component of Africa's
total debt. This is followed by
multilateral debt, with private
inflows showing a decline.
Generally, it may be observed
that a larger share of official debt
is now disbursed on concessional
terms. Finally, it is interesting to
note that the debt problem is
being aggravated by
capitalization of interest and
principal arrears, which
constitute nearly a quarter of the
external debt burden.

Although the share of African
debt as a proportion of the total
debt of developing countries s
low, the relative debt burden boin
by African nations remains high.
As can be seen from Table 2, the
debt to GNP and debt service
ratios rose from 20 per cent and 9
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per cent, respectively, in 1971,
reaching a high of 110 per cent
and 25 per cent during the late
1980s. In 1997, the last year for
which we have data, these ratics
stood at 100 per cent and 17 per
cent, respectively.' Africa's
burden of debt may also be
assessed by examining net
transfers to the sub-regions.
Thus, if we exclude from Table 2,
grants and net foreign direct
investment inflows, it can be seen
that net transfers since 1985
have, in fact, flowed from Africa
to the developed nations. Further,
it is noteworthy that the level of
such transfers has increased,
from USS 1.7 billion in 1985 to
nearly US$ 7 billion in 1987 (the
latest figure available). Finally, it
is worth pointing out that nearly
35 per cent of grants to Africa, in
fact goes to ‘technical experts’
coming from the North.

In summary, the last three dec-
ades have witnessed an unprece-

Ethiopian Economic Association

dented increase in the level of
African debt. This debt is charac-
terized by its predominant iong-
term character, the growing im-
portance of debt owed to bilateral
and multilateral creditors, a trend
away from concessionality to
non-concessionality and an in-
crease in the importance of inter-
est and principal arrears {usually
capitalized through the Paris and
London clubs) as a component of
long-term debt. Indicators of the
debt burden also show that Afri-
can debt is extremely heavy com-
pared to the capacity of the Afri-
can economies, and, in particular,
their export sectors. Moreover,
most African nations have been
subjected to net financial out-
flows in the pericd since the mid
1980s. The performance of these
economies, coupled with a
mounting debt burden, surely in-
dicates that African countries are
incapable of simultaneously
servicing their debt and attaining
a reasonable level of economic
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growth, let alone addressing is-
sues of poverty alleviation. It is
not hard to imagine form the
above figures how difficult it is to
survive in the global financial

system.

The actual size of indebtedness
does not usually represent an eco-
nomic preblem in itself, since this
debt may usually be mitigated by
rescheduling and similar short-term
arrangements. However, the size of
accumulated debt, relative to ca-
pacity level, and subseguent im-
pacts on the economy, does repre-
sent a serious problem for African
countries. In this respect, three
interrelated implications of the debt
problem deserve mention. First,
servicing of the external debt erodes
foreign exchange reserves, which
might otherwise be available for
purchase of imports. This has led to

the ‘import compression problem’, Naturally, a reduction in levels of
in which a shortage of foreign ex- public investment will tend to have
change adversely affects levels of negative consequences for physical
public and private sector Invest- and soclal Infrastructure. To sum
ments. The import compression up, the debt issue is a crucial ele-
problem represents one of the major ment of the overall economic crisis
macroeconomic issues facing Africa facing Africa. How, then, has this
today. Second, the accumulation of crisis come about? How do Africans
a debt stock results in a 'debt over- could optimize their gain for global-
hang' problem, which tends to ization (if there is any) having such
undermine the confidence of private bad shape as initial condition? And
investors, both foreign and domes- what is its solution is a crucial issue
tic. A decline In levels of private for African policy makers.

investment as a share of GDP in the
continent, from the late 18705 on-
wards, may partly be attributed to
this factor. Finally, servicing of debt
is placing an enormous fiscal pres-
sure on many African countries,
Such pressure has had an adverse
effect on public investment. This
finding is reflected in a reductiol in
the share of public investment in
GDP from late 19708 onwards.

Reference:

Alemayehu Geda (2000). Finance
and Trade in Africa: Modeling
Macroeconomic Response in
the World Economy Context
(Forthcoming London: Mac-
millan), &

'Maturally, these aggregated figures show only an ‘average’ scenario, for African nations In general. However, there are significant exceptions
ta the picture painted by these statistics. Specifically, Burundi and Guinea-Bissau, in the WCA region, had a debt service ratio of 40 per cent
and 94 per cent, respectively. by 1992, while, Uganda and Madagascar in the ESA region had ralles ranging from 40 1070 per cent and 30
to80 per cenl, respectively, from the mid 1980s. In relation to debt to GNP, Mazambigue recorded a ratlo ranging from 300 to580 per cent
fromn the mid 19680s to earty 1580s, while Guinea-Bissau had a debl to GNP ratio of between 130 and 300 per cent from 1580-15580, Finally,
the debt to GNP ratio for Congo and Cote d'lvoire stood at close 1o 200% during the mid 1980s (Source; World Bank, World Debt Tables,
electronic, 1554),
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ANNOUNCEMENT

THE NEXT EEA ROUND TABLE DISCUSSION WILL TAKE PLACE AT IMPERIAL HOTEL ON
MARCH 17, 2000 AT 6:00 PM AND WILL FOCUS ON ‘ECONOMIC POLICY IN THE 1992
E. C. ELECTIONS: PERSPECTIVE OF THE POLITICAL ORGANIZATIONS'. THE SPEAKERS
INCLUDE, DR. BEYENE PETROS OF THE COUNCIL OF ALTERNATIVE FORCES FOR
PEACE AND DEMOCRACY IN ETHIOPIA; ATO MERRARA GUDINA, OF THE OROMO
NATIONAL CONGRESS; ATO YISHAK KIFLE, OF ETHIOPIAN DEMOCRATIC PARTY;
REPRESENTATIVE OF THE ETHIOPIAN PEOPLE'S REVOLUTIONARY DEMOCRATIC PARTY
AND REPRESENTATIVE OF ETHIOPIAN DEMOCRATIC UNITY PARTY.
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FOR INFORMATIVE AND VALUABLE INFORMATION ON ETHIOPIAN ECONOMY AND
OTHER TOPICS OF IMPORTANCE, SUBSCRIBE TO ECONOMIC FOCUS.
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PREDICAMENTS OF INTEGRATION IN

THE HORN OF AFRICA

By Yacob Arsano

Associate Professor at the Department of Political Science and Int’l Relation, A.

This paper Is based on the
presentation given at the Round
Table Discussich on Reglonal
Economic Integration, organized by
the Ethiopian Economic Association
and sponsored by Frederick Ebert
Foundation; held at Imperial Hotal
on Juna 18, 1999, .

By no means, the concept and
practics of regional Integration sre
new in International relgtions. No
country Is selfsufficient In
everything. States group together at
various levels to deal cooperatively
with the political, sconomic, social
and security problems. In most
cases, geographical  proximity
typifies the regional organization of
states. ASEAN, OAS, OAU,
ECOWAS, EU, COMESA, IGAD,
North American Frea Trade Ares,
SADC are the geographically
proximate regional groupings of
states, There are however situations
where community of interests
becomes a driving force for states
to get organized. The
Commonweaith of Nations and the
Non-Aligned Movement are two

exampies of the |atter category.

For reglonal groupings to survive,
attain  their objectives and to
eventually develop into regional
Iintegration, there must be an
amanable political environment
within and between the states so

desiring to get Into regional
integration. Hence, the challenges
and opportunities of regional

integration in the Horn of africa will
have to be viewad within this
context.

The Horn of Africa enjoys a great
Vol. 3 No. 1 / Fl:l.'l'?"'lil‘ 2000

historical  significance and @
possesses an immensely important
strategic zone flanked by the great
Nile River, tha Red Sea and the
indian Ocean, However, the
subregion has been incumbered
with equally immenss political%
conflicis and socloeconomic
challanges.

1. THE CONGEPTUAL ISSUE

The Hom of Africa has been faced
with the problem of daefinition while
the geographic”, "political”
"geopoiitical and  “strategic"
designations have unsettiad what
the Homn of Africa actually Is. The
"geographic” Homn Is describad as
comprising Somalia, Djibouti and
Ethiopia-Eritrea. The "political” Homn
is conceived as inclusive of the
countries forming a  political
landscape with shared crises and
agreed commitments to collaborate
towards averting and mitigating the
crises. The  proponents  of
"geopolitics™ wish to see the
subregion as a continuum of the
space between the Nile and the Red
Seafindian Ocean. This particular
conception Is like a reminiscent of
Mohammed All Pasha's "mare
nestrum” or King Farouk's "unity of
the Nile". The strategic concept of
the Horn has recently been
advanced by the United States
agencies aspiring to creata “the
Greater Horn of Africa” to Include
the "geographic Homn, the "political”
Homn and the "Great Lakes reglonal"
states of Burundl, Rwanda and
Tanzania.

%R fan Wiy the "pelifieal et
concept has been trinslated into an

28

organizational shape in 1988,
culminating in the formation of the
inter-Governmental Authority on
Drought and Development (IGADD,
subsaqueantly renamed as
Intergovernmental  Authority  for
Development-iGAD), More than any
thing, the establishment of IGAD
was prompted by the 1884-86
drought and ity disastrous effect,
and Djiboutl, Ethlopla, Kenya,
Somalla, Sudan and Uganda are the
founders of IGADD. Eritrea Joined
the organization upon its secassion
from Ethicpia In earily 1680's. It was
not difficult for the founding leaders
to realize that one state alone
cannot  mitigate the locoming
calamities of the drought and the
desp rooted economic problems
faced by their respective nations.
There was also an additional vision
of the founders to use |GADD as a
forum for Conflict Mediation in the
sub-region. In this regard, IGADD
achieved to bring Ethiopla and
Somalia to a negotiating table. In
May of 1888 the two countries
signed an agreement which helped
“normalization of relstions” after the
1977-78 war. There was a political
will-power and enthuslasm on the
part of the leaders of member states
to help one another and to work
together not only to overcome the
Immediate probleme but also to
deal on lssuem of sustainable
development.

2. AMBITIOUS TASKS

Having set up its headquarters In
Djiboutl, and having structured is
organs, [GAD sel oot for an
unlthicus programme and pian of
action which placed priority to: (1)

Ethiopian Economic Association
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emergency drought relief measures,
(2) drought recovery efforts, and (3)
short-term and long-term socio-
economic development of the
subregion. Projects designated for

immediate action included the
following:
On_ food security: embark on

research into drought-tolerant and
high-yielding crops.
On environmental protection:
control pollution and provide
environmental education at mass
leve| to protect against
environmental degradation.

On transboundary diseases:
produce wvaccines, control human
and animal epidemic diseases.

On integrated water resources
management: promote and improve
the management of the
transboundary rivers within the
IGAD subregion.

3. DEPENDENCE ON
EXTERNAL FUNDING

The organization has a supreme
organ consisting of heads of state
and government; it has a council of
ministers, a secretariat and an
executive secretary. All
programmes are approved by the
council of ministers, and executed
by the secretariat. Amidst the
economic problems in all 1GAD
countries, the member states have
not been in a position to financially
maintain the organization's
personnel. It has always been
difficult to finance the priority
projects and the rest of the
pregramme. The initial funding was
made available by the World Bank
and the United MNations
Development Programme.

IGAD's dependence on outside
resources for the maintenance of
the organization and functioning of
its activities has been one of the
fundamental predicaments. The
potential significance of self-help
and cooperation at the sub-regional
level could not materialize with the
unsustainable hopes and funding

Vol. 3 No. 1 / Feb-Mar 2000

promises from outside sources. The
combined effects of the
deteriorating  interstate  conflict
situations between member states
and the post cold war global
tensions adversely affected
whatever potential of IGAD. The
objectives of food security and
harmonization of interstate policies
for the envisaged socioeconomic
development are far from being
attained. Any renewed or additional
support for IGAD's rejuvenation wiil
depend on the Organization's ability
to retune itself to the interests and
satisfaction of those outside actors
with finances and political influence.
4. INTERSTATE CONFLICTS
Rejuvenated or not, 1GAD will
remain caught up in the realiﬁ."md
the legacy of the interstate and intra-
state conflicts. The unabated
conflicts at interstate and intrastate
levels can be taken as the causes
and catalysts of the endless cycles
of droughts and ecological decline
which, in turn, resulting in the
ocbstructions of economic
development and perennial food
shortage.

During the past four decades of
post-colonial pericd the Horn of
Africa has been the scene of
interstate  conflicts. This has
eclipsed the bilateral and
multilateral cooperation between
and among the states in the sub-
region. Somalia’s non-recognition of
pre-independence boundaries and
her territorial claims from the three
neighboring states have acted as an
unsettling factor., As a result two
conventional wars were fought
(1964-65 and 1977-T8) between
Ethiopia and Somalia. There has not
been any bilateral agreement to
resolve the territorial question
involved, Since the May 1988
agreemaent on the " normalization of

relations™ between Ethiopia and
Somalia, another war has not
happened  between the two

countries. But the cause for the
previous two wars has not been
resolved. The territorial questions
between Somalia and Kenya as well
as between the former and Djibouti

have always been delicate and not
resolved in any final form.

The thirty years civil war in northern
Ethiopia ended in  Eritrea's
secession in 1991, i appeared that a
peaceful relation was established
with the new state. But a war broke
out between Eritrea and Ethiopia in
May 1288. To date, the war
continues unabated. Eritrea's
squabbling with the neighboring
Sudan and Djibouti has not been
resolved in earmest. Uganda and
Sudan have frequent skirmishes on
their mutual border zones, often
caused and fomented by the
rebelling opposition forces of the
two states.

5. INTRASTATE CONFLICTS

The conflict map of the Horn Is
much more complicated than what
has just been described. Perhaps,
with the exception of Kenya, there
are one or several opposition forces
in all countries of the Homn
operating with armed struggle
against the regimes in power.

The first civil war in Sudan started
already in 1955 and ended in 1972
with the negotiated settlement
between the Southern lberation
forces [Anyanya |) and President
Ghafar El-Nimeiri's government
After ancther ten years of peace the
civil war relapsed in 1883 which Is
still going on unresolved. At the
mement there seems no light in the
tunnel for the Sudanese civil war
which is propelled by two
contending forces; Islamist Pan-
Arab nationalists in the north and
African nationalists of variegated
groupings in the South,

The rebellion in Somalia resulted in
the overthrow of the Said Barre
regime in 1991, resulting in the
emergence of the Somaliland
Republic in the north and
proliferation of wardordism in the
South. In Semalia, there is no
unified government, nor are there
peace and order. The warlords in the
scuth are engaged against one
another in inconclusive showdowns.
In the north, the self-proclaimed
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government of Somaliland has not
gained recognition by any state,
including these in the Horn, The
fraction of sovereignty it might
posses is far from legally enabling
the Somaliland republic to enter into
official interaction in the sub-region.

In Ethiopia, the coalition of
opposition forces overthrew the
Mengistu regime in 1981 after 17
years of armed operation. Some of
the older opposition forces
remained outside the new regime,
and others returned to the bushes to
take up an armed opposition with
the new regime. The previous
regime was overthrown by an armed
opposition, more or less in the
same drive the new regime Is
engaged in dealing with its own
armed opposition.

In Djibouti the Afar-based Front for
the Restoration of Unity and
Democracy (FRUD} has put up an
armed opposition to what is
perceived as an lssa government
under People's Rally for Progress
(PRP) Ismall Omar Guelleh has been
elected in March 1989 to replace
president Hassen Goulled Optidon.
The same party continues to remain
in power so also the old opposition
has shown to remain operating in
the old way"

In Uganda the Mational Resistance
Movement (NRM) came to power by
overthrowing the Obote regime but
the NRM government is forced to
live with the "Lord's Army"
operating from the north in the
country.

In Eritre z, the EPLF government has
been unable to take on board its
assorted rival organizations during
their fight against the Ethiopian
sfate. Old rivals are now the
opposition operating against the
new regime from the neighboring
countries.

The interstate and intrastate
conflicts most characterized the
behavior of regional politics of the

" Reoently the two parties hava signed s peace
sccord,
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Hom. Such is the political
environment that offers the greatest
challenge to the Intergovernmental
Authority for Development.
Moreover, most opposition forces
seek heaven in the neighboring
countries. There are numerous
instances where the opposition
forces operate in alliance with the
host states and with their
commissioning. Often the interstate
and  intrastate conflicts are
interwoven and further complicate
the political scene of the sub-region.

6. CONFLICTS UNRESOLVED

The conflict resolution objective of
IGAD between and among the
member states is far from a success
story. Conflict in Sudan and Somalia
were attempted to the best level of
the organization's ability. But the
fact on the ground shows that there
is a very little achievement if any.
While the organizational goodwill
exists at formal levels, IGAD does
not have the clout and the
necessary abilities to deal with the
interstate and intrastate conflicts. it
goes without saying, for instance,
the ongoing conflict between
Ethiopia and Eritrea is beyond the
scope and caliber of IGAD.

7. CHANGE OF POLITICAL
REGIMES

In the majority of the Horn countries
political regimes are changed by
means of force. The new leadership
bring along their own perceptions,
idealogies and policies. It takes
quite some time for other member
states to go along the new
perception and policies. Quite often
mutual misunderstandings overtake
what ever preexisting and the fragile
cooperation. &t has been often
difficult to operate on the mutually
acceptable grounds of policies and
interstate relationehips. It has baen
cbeerved that excellent relation-
ships turning around to an outright
hostility and open conflict. Any
meaningful cooparation and
regional integration will have to be
supporied by the political views,
ideas and policies which are
mutually cherished, and whareupon

4
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the member states will have little
risk to invest effort and resources.

8. ARE THERE
OPPORTUNITIES OF
REGIONAL COOPERATION IN
THE HORN OF AFRICA?

There exist immense and untapped

opportunities for interstate
collaboration in the sub-region.
IGAD can be maintained as a

diplomatic forum for the regional
states where they can continue to
get together and communicate their
mutual concerns. But more realistic
associations will have to be sought
on the grounds of mutual interests
related to cross-border resources,
transboundary human settlements
and common aspiration and agenda
of development. On the ground side
of all these, the sub-regional
governments must finish learning
how to co-exist with one ancther.

(). Cross-border Seftlements:
Invariably, all countries of the Horn
have sizable populations whose
permanent homes are on both sides
of the political boundaries. t makes
a lot of sense and Indeed it is
incumbent upon the nelghboring
states to work together for the
welfare of those communities. A
collaboration in such endeavours
will have impetus to set the states to
look for more areas of collaboration
rather than attempting to use those
communities against neighboring
states.

(i) Cross-border Graze: The
countries of the Horn have their
pastoral éommunities usually in the
border areas. In most cases, the
pasioral herders straddle across the
international boundary lines by the
seasonal necessity of grazing and
watering resources. The pastoral
production system requires an
extensive use of grazing territories
and cyclical transhumence.
Pastoralism can be positively
rationafized through  interstate
collaboration with the alm of
maximizing the mutual economic
benefits to the concerned countries.
Cross-border  disease  control,
livestock market development, joint
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research and information centres
can be the most basic levels of
interstate collaboration.

(iii). Wildlife and Game Resources:
The livestock and the wild animals
straddle across the interstate
borders in search of feed and
watering points. From cultural point
af view, the pastoral communities of
the cross-border areas would
believe that the wild animals are the
symbols of grace. For centuries, the
livestock and the wild animals lived
side by side surviving on the same
natural resources. Even the
seasonal hunting is done sparingly
and most selectively.

Mowadays, the wild animals have
become points of attraction, among
other things, for tourism. Countries
have responded to this by creating
parks and game reserves within
their territorial jurisdictions. The
neighboring states can collaborate
on a variety of joint projects which
enhance mutual economic benefits
accruable from  tourism., An
interstate collaboration on cross-
border wildlife conservation and
management for tourism industry

will positively influence towards
mitigating the interstate conflict in
the Homn. A driving effect of such
collaboration will greatly enhance
the conservation of bio-diversity at
the sub-regional fevel.

{iv). Cross-border Water resources.
There is no one single country in the
Horn of Africa that does not share
water resources with one or several
of its neighbours. Although the
countries  find themselves as
upstream or downstream locations,
there is an absolute need to
collaboratively  utilize the water
resources. It must be reckoned that
the transboundary water rescurces
are the natural bonds between the
riparian countries and it cannot be
destroyed or altered. Tﬁ
neighboring countries will not ha

the options not to collaborate on
these shared resources. Irrigation,
hydropower  production, inland
navigation, fishing, resort
development are the major areas
where the up-streamers and dewn-
streamers can collaborate. In the
Horn, there is no single project
where riparian states jointly own on
their shared water resources. More

REFERENCES

frustrating is that there are no
riparian agreements in place for
future collaborations.

In conclusion, The IGAD's 13 year
experience is most telling that the
interstate and intrastate confiicts
have played obstructive role against
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ISSUES IN ELECTRICITY SECTOR REFORM

Getahun Moges Kifle

Ethiopian Electric and Power Corporation

The power industry in the country
is characterized by governance
problem where, policy making,
ownership and operational activi-
ties were vaguely defined with ap-
parent lack of clear objective and
legal and regulatory framework to
provide limits between regulatory
responsibility, ownership and
management of the industry.

The industry has been structured
with a monopelistic responsibility
virtually closed to private capital.
The management of the industry
has not been provided with an
autonomous status and, therefore,
ministerial involvement in opera-
tional areas was a characteristic
phenomenon.

The performance of the industry
has suffered from efficiency prob-
lems with regard to human, mate-
rial, financial, infermation and cus-
tomers service management. As a
result, over the years, there has
been service degradation.

The investment capability of the
sector which has been eroded
from poor financial perfermance
was the cause of large-scale capi-
tal injection intoc the sector by
government. This brought about
budget burden and strain on gov-
ernment expenditure on other
needy sectors. The principle of
commercialized operation which
had not been clearly integrated in
the operation is the source of dis-
tortion of prices causing resource
misallocation, and unfair income
distribution.

The power market is characterized
by high supply cost for a return
less than the service value, where
unbalanced expansion against the
capacity prevailed. The generation
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facilities have been obliged to run
without sufficient reserve margin
and planned maintenance and this
sometimes led to frequent un-
planned outage and high cost of
operation. For similar reasons,
power transmission and power
distribution system capacity has
not been equitably developed.
These have, therefore, been the
causes of transmission and distri-
bution capacity and reliability
problems. Particularly the distri-
bution system has been most af-
fected by efficiency problems
manifested in power loss, supply
reliability and delay in customers
caonnection.

For lack of financial motives and
integrated prometional effort, end-
use efficiency is generally low im-
posing additional factor for power
service problem at the up-stream
supply structure.

Because of lack of properly de-
fined responsibility, financing
strategy and approach for rural
electrification, the service offered
is now is far less than the potential
requirement and share similar
problem that pertains to power
distribution service in the large
market centers.

With a view to combating these
problems, over the years sector
reform process is in progress after
a general reform approach where
sector objective is broadly out-
lined followed by performance as-
sessment.

It is in view of the result of this
assessment that remedial course
of action, much of which has to do
with the governance of the indus-
try has been defined. Accordingly,
within the broader framework of

the econemic policy and the in-
vestment law the state role in
power sector development and the
level of private. participation in the
business is established. The en-
ergy policy among others has
added enhancement to the princi-
ple of efficiency pricing and en-
ergy efficiency in production,
transportation, distribution and
end-use level. Further, framework
for economic regulation has been
instituted by law.

At the industry level, to provide
accent to the limits of the enabling
situation created by these provi-
sions, restructuring has been go-
ing on particularly with regard to
systemn development.

Some critical aspects of the indus-
try, particularly tariff, has gone
through a series of revisions over
the past few years in order to bring
rates closer to marginal cost level,
and reversing distortions long-
residing in the tariff system. With
regard to supply systems to: in-
crease generation capacity, pro-
maote efficiency at supply and end-
use level under the framework of
commercialized operation, (where
the financing is stipulated to be,
either Independent Power Produc-
ers {IPP) or internal source from
operation, long-term loan and eq-
uity investment) has been outlined
by way of upgrading, rehabilitating
and automating system opera-
tions. Human resource develop-
ment approach compatible to this
requirement has been outlined.

With regard to rural electrification,
even though no clear definition of
responsibility is established, it is
to be pursued under the commer-
cial principle and when this is not
the case under subsidy from
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community or other sources out-
side the industry itself. Private
domestic and also external fi-
nancing has been made legally
possible through liberalization of
the business in the rural regions.

HAS THERE BEEN ENOUGH FOR
A REFORM ?

In view of the sector's problem
ranging from governance to opera-
tional efficiency and financing, the
referm measures are clear at-
tempts to address these short-
comings. Public ownership has
been preferred with the possibility
of incremental privatization of the
incoming generation facilities
within the main system. Equal op-
portunities, on the other hand,
have been given to both public and
private sectors to develop the in-
dustry in what may be taken
largely as rural region. However, it
is now too early to judge the effi-
cacy of the measures taken as ba-
sic elements of the new framework
is yet under development.

But what may be irreversible is
that there has been a move from
the old traditional institutional set
up with the objectives of providing
governmental regulatory service,
management autonomy and com-
mercial operation hitherte un-
known to the power industry. Ef-
fective integration of these for the
overall performance Improvement
of the sector would reguire to
maintain consistent follow-up In
the preferred direction viz.:

Corporatization, Commercializa-
tion and Management Autonomy:
To institute commercial autonomy
and independence in utility opera-
tion, under circumstances where
experience with independent pub-
lic institution Is rather limited,
transparent and impartial regula-
tion will be required. Where the
latter is not yet sufficiently estab-
lished, probably this might remain
to be a challenge and, therefare,
this area has to be persistently
pursued for a fruitful result in re-
versing perhaps a good part of
sector problems and bringing the
benefit of the reform into reality.
Prospects of the sector's devel-
opment along the line pursued
would also require macroeco-
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nomic stability. From the point of
view of experiences around the
subject and relevant global and
regional development, this ongo-
ing process may be analyzed to
figure out the most probable effect
in view of the objective set out for
the reform and put up a sketchy
idea for the course of action
awaiting the future. Major factors
that may be required to be incor-
porated in the continuing reform
effort are taken up here under. The
following paragraphs, therefore,
are written along this line and may
be summarized by the following
statement. Long-term develop-
ment of the sector lies in: concre-
tizing the industry principle, and
conscious integration of global
changes and financing prospects
in industry organization; regula-
tory design along the line of inde-
pendence, transparency and 5
regulatory discretion and a strat-
egy to gradually move to a com-
petitive market by way of open
access arrangement in the trans-
mission and distribution business
and competitive dispatch and
competitive supply at the genera-
tion and supply level, respectively.

FINAMCING

From the national point of view,
the burden of public monopoly on
public finance has been wvery
strong which required a shift in the
financing strategy as it is also
given emphasis in the reform
which includes private financing in
generation at a competitive pro-
curement, This appears to be one
of the major motives of the reform.
The power market forecast (ceteris
paribus) indicated that there will
be growing need of additional ca-
pacity over and above those al-
ready committed. Up to year 2016
more than 700 MW capacity addi-
tion will be required. Financing of
this and the related transmission
and distribution capacity is likely
to be high on the agenda. This will
be true not only for the case of
Ethiopia but also for other devel-
oping countries as some studies
indicate that in the coming decade
from the potential power financing
reguirement of developing coun-
tries, multilateral or bilateral or
Bank source may be able to cover
enly 17% and the rest has to be

sought from domestic and other
sources’.

This would put private financing as
the most important remaining
source which only responds to
most  attractive regulatory envi-
ronment in particular and is to be
wan under fierce competition
among countries in dire need of
private financing. Development in
Asia Indicates introduction of pri-
vate financing required establish-
ment of a transparent and inde-
pendent regulation and sector
reform, pure commercial principle,
and overall good macroeconomic
performance and stability. Inde-
pendent Power Producers (IFP)
financing itself has never been
easy and requires efficient risk
allocation among the contracting
parties. Where usually the pur-
chaser takes demand risk and the
supplier construction and opera-
tion risks. IPPs also require com-
mitment to a commercial manage-
ment of the purchasing utility
subject to an independent and
transparent regulatory mechanism.
This condition is tantamount to
building an institutional framework
where ownership, operational and
regulatory role of the state estab-
lished with a guarantee against
possible compromise with short-
term political interest: perhaps the
most feared regulatory risk by
iPPs. These have preceded any
known successful IPP financing.
Where this is not the case IPP fi-
nancing is either less probable or
would be expensive than it would
have otherwise been because of
siringent terms such as Invest-
ment guarantee requirements.

As the existing framework pre-
cludes the IPP from direct partici-
pation in the market in the main
national grid {the Inter Connected
System, 1CS), all market risks are
toe be borne by the purchasing util-

'abaut USD 18 bilion has been estimated
to be the investment requirement in sub
Saharan African counfries over the next
decade of these if & estimated that 10
billian might be covered by private finans-
ing while only less than & billion dollar
might be covered from domestic source
UNDPMod Bank/ESMAP, June 18956,
Pawer sector reforms efficiency impraove-
ment in sub-Saharan Afriga, B, B5.
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ity. In the event of IPP participa-
tion, the issue of open access ar-
rangement is likely to surface for
reasons of risk minimization and
therefore the need for increasing
the depth of the reform. The urge
and desire to develop the hydro-
power endowments is under-
standably clear and so is officially
articulated and has been the
adopted strategy. However, hydro-
power development usually in-
volves cost overrun because it is
not possible to standardize the
development cost as it is the case
with thermal generation. Risk fac-
tor, therefore, is high on the side
of IPP. Developments indicate that
IPP financing has dominated ther-
mal generation particularly that of
gas fired combined cycle systems
which generally involves lower
construction risk and construction
pericd compared with the hydro-
power plants.

INTERNATIONAL MARKET

The reform might need to take into
account the growing trend in re-
gional interconnection® which now
is highly concentrated in south,
central and some parts of east Af-
rica. The feasibility range of this is
not to be under estimated, when
the world is very much in favor of
it and by many who has gone
through a reform has formally rec-
ognized it as important market
stabilizer and efficiency catalyst
and therefore included in the ar-
rangement of cpen power market
principle.

Behind the idea of developing
Trans-African power transmission,
there is a very good reason to ex-
pect it to be materialized as pri-
mary untapped power source Is
abundant, While the present legal
framework does not put any re-

‘Back in 1989 there has been a wide
range of inter African interconnection
feasibility assessment financed by African
Development Back (ADB). This includes
Ethio-Sudan -Egyp! interconnection to lap
the hydro source in Ethiepia, and a num-
ber of other cases also. Zalre to Egypt,
were idenfified for continuing study,
UNDPMforid Bank/ ESMAP June 1386
Power Sector Reform and Efficiency Im-
prevement in Sub Saharan African coun-
tries; Report no, 182/96, P.147
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striction on import or export, the
development of the hydro re-
sources, is also dependent on the
regulatory environment.  There-
fore, the pressure to engage in
large-scale and long-term power
procurement appears to be a pos-
sibility demanding attention much
in the direction of being part of
this development by providing
attractive and convincing scenario
for the unlimited {as stipulated in
the investment amendment law)
development of the hydropower
for possible export via regional
interconnection. This should also
require reforming the internal mar-
ket structure. Regional intercon-
nection is known for its merit in
reducing system costs, through
shared reserve. For these rea-
sonsg, the future appears to hold
strong economic motive and pres-
sure in favor of regional intercon-
nection and perhaps more strong,
than the politically motivated indif-
ference or negative will. The need
for regional interconnection might
be more popular after the sector
reform that has swept across the
region (the minimum commeon em-
phasis being autonomous man-
agement and commercialization
which is likely to bring profit
maximization at the front)] and
therefore even firm power trading
via regional interconnection,

REGULATORY INSTITUTE

Further improvement in the regula-
tory design probably needs to fig-
ure at the heart of the reform and
be compatible to the needs of in-
flow of private capital. Regulatory
independence has to be further
worked out at best away from the
present ministerial regulation by
way of organizational separation
from the ministerial portfolio or at
least by developing regulatory
contracts in the area of cperation
and pricing to a level of legislation.
Regulatory independence ought to
be established against political
influence, corporate business in-
fluence and budget restraints. The
regulatory system has to recog-
nize and define a step by step pro-
cedure clearly addressing all
problems related to: commitment
and enforcement of commitment in
regard to parties in the business.
This is usually related to the dis-

position of demand risk for the
utility particularly in the event
when the problem is a result of
unforeseen development at macro
level, From experience, this has
been the source of dispute which
either increases cost of private
financing or altogether frustrates
its prospect In the face of growing
competition for winning IPP,
Therefore, legal regulatory frame-
work and regulatory capacity to
arhitrate such developments in the
event that this will be required.

ADDITIONAL VALUE IN
COMPETITION

The lengderm successful devel-
copment and performance of the
industry, in addition to the above
factors, will also depend on a con-
$cious development of industry
environment along the line of
competition at generation level
above competitive procurement to
competitive dispatch, and at sup-
ply level for bulk customers to be
exposed to open access of trans-
mission and distribution arrange-
ments. By opening access to the
market, IPP will be required to bear
the market risks which would
prabably soften demand risk for
the purchasing utility.

The distribution function which as
it is now become cumbersome and
a characteristics of efficiency
problem, even for a very low pene-
tration, is likely to continue to be
source of problem for reasons of
excessive resource and effort re-
quired in managing the ever-
growing system across the coun-
try. Therefore, proper long-term
action may be a gradual transfer of
property right to the public mu-
nicipality andfor private sector
with interim preparatory period
devised by way of either manage-
ment or operations contract or
such other means. Such transfer
may best be arranged gradually
beginning from the small systems
while the big systems may be
maintained by the utility until local
operational capability develops.
Yardstick competition andior
bench marking may then be best
instituted via price capping as it is
commonly practiced in the re-
formed utilities.
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RURAL ELECTRIFICATION

Rural electrification would require
a separate effort to promote non-
cenventional means until a time
when conventional means become
viable. For this purpose, under the
proposed structure, a portfolio
responsibility might need to be
identified and instituted as a minis-
terial mandate. Where the conven-
tional means require subsidy, the
subsidy from government or
community level might be allo-
cated upon evaluation of the addi-
tional fund for network construc-
tion, for the part that may not be
recoverable after construction and
commercial operation of the sys-
tem. The subsidy has to be looked
at in terms of development cost
and not power or energy tariff that
should be offered on competitive
tendering basis’.

END-USE EFFICIENCY

End-use efficiency problem to a
400 MW system now operated may
not be as important as what may
be the case under a large system.
However, the level of saving from
efficiency in any power industry
largely appears to be cost-effective
and, therefore, has to be pursued
with the necessary institutional
backups. The future demands in-
tegrated effort in this direction
ranging from institutional sup-
ports, efficiency codes, tariff re-
form to utility driven promotional
programs. Persistent tariff princi-
ple as outlined above should be
able to work out the remaining part
of end-use efficiency by putting up
sufficient commercial pressure up
on business operators and large
section of the customers. "

Finally, for a concluding note, in
an attempt to indicate what the
future holds to the industry, ene
writer puts it:

“The idea that electricity is the epitome
of a local business plant built in one
country or ragion, fo serve customors
living and working In that country, pald
In local currency and regulated by the
local political structure Is outdated. As
a result of global competition, cus-
fomer demand and competition for
capital, regulators primary function is
fo ensure that power 15 made avallable
in the most effective manner possiblo
This may seem to be a little bit
exaggerated perhaps in terms of
timing but nevertheless is a fair
indication of the future to warrant
attention for what could be a long-
term achievement depending on
the particular circumstances. W

¥ Experience in Bolivia proved to be successful in rural electrification under such arrangements, Payments of Infraction from utilities &
customers often used ta finance such schemes with additional government allocafion.

“UNDPMorld Bank/ESMAP: June 1956, Power secior reforms efficiency impravement in sub-Saharan Africa, pATa.
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QUOTABLE QUOTES

Free trade, one of the greatest blessings
which a government can confer on a
people, is in almost every country
unpopular.

Lord Macaulay, “Essay on Mitford’s
History of Greece”, 1824,

Social prosperity means man happy, the
citizen free, the nation great.
Victor Hugo, Les Miserables, 1862.

The very essence of competitive
commerce is waste, the waste that comes
from the anarchy of war.

William Morris, Art Under Plutocracy,
1883.

Commerce is the greatest of all political
interests,

Joseph Chamberlain, Speech in
Birminham. England, Nov 13, 1896.

Prosperity is only an instrument to be
used, not a deity to be worshipped.
Calvin Coolidge, speech, June 11, 1928,

If the unemployed could eat plans and
promises they would be able to spend the
winteg on the Riviera.

W.E.B. Du Bois :

“As the Crow Flies”, Crisis, Jan, 1931.

True wealth is not a static thing. Itisa
living thing made out of the dispesition of
men to create and to distribute the good
things of life and rising standards of
living. g

Franklin D. Roosevelt, speech in
Washington, D.C., Oct 24, 1934.
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Economic progress, in capitalist society,
means turmoil.

Joseph Schumpeter

Capitalism, Socialism and democrac,
1942,

There is inherent in the capitalist system
a tendency toward self-destruction.
Joseph Schumpeter, Capitalism, Socialism
and democracy, 1942.

Political institutions i1re a superstructure
resting on an economic foundation.
Vladimir llyich Lenin

The Three Sources and Three
Constituent Parts of Marxism, 1913.

Recession is when your neighbor loses his
iob. Depression is when you lose yours.
And recovery is when Jimmy Carter loses
his.

Ronald Reagan, his recollection of a2 1980
campaign remark, Oct 2, 1986.

The reality is that zero defects in
products plus zero pcllution plus zero risk
on the job is equivalent to maximum
growth of government plus zero economic
growth plus runaway inflation.

Dixy Lee Ray, speech to Scientists and
Engineers for Securc Energy, 1980.

True individual freedom cannot exist
without economic security and
independence. People who are hungry
and out of a job are the stuff of which.
dictatorship are made.

Franklin D. Roosevelt

Message to Congress, Jan 11, 1944,
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