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FROM.THE EDHOR

The current issue of Economic focus includes papers presented at the
round table discussion organised by tnhe Ethiopian Economic Associa-
tion on “The Problems and Prospects of the Energy Sector in Ethiopia.”
The main focus of the discussion was the probiem of sustainable pro-
duction and use of energy resources, which is triggered by the current
problems in the sector both internationally and domestically.

Desta‘'s paper searches for strategies of sustainable energy develop-
ment in Ethiopia. Thouah it doces not define sustainability per se, it de-
scribes such phenomena by the use of what it caills the energy
sustainability matrix. In the process, the paper identifies the strate-
gies required for sustainable energy production and consumption
from the supply and demand sides. The paper agsesses briefly the cur-
rent energy policy of the country ana concludes by suggesting a shift
in policy and planning towards energy systems rather than energy re-
sources, as it has been the case previously. Nebiyelul's paper focuses
on the activities that are being undertaken by UNIDO in the country’s
search for sustainable energy use.

Dr. Taye's presentation, on the other hand, focused on the possibie
consequences of EELPA’'s esiectricity power rationing scheme that was
undertaken around the second quarter of the year 2000. The paper
tried to identify the effects of such actions on producing units that
use electricity as their source of energy, the government, as weill as its
lixely impact on repeiling foreign direct investment.

This issue also contains 4 pieces that were sent to our office directly.
Mekonnen's paper, which describes the energy sector and provides in-
teresting data on the sectoral energy consumption in Ethiopia, is 2
very good complement to the presentations made at tne round table
discussion. The piece by Love caiculates farmers' share of coffee
erices in Ethiopia, the piece by Fantahun adds to the continuing dis-
cussion on the methodology of caicuiating income taxes for govern-
ment employees, and Fanuel's paper discusses the advantages and
problems of foreian trade (Hope that | have made justice in transiating
the Amharic versions of topics and ideas).
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STRATEGIES FOR SUSTAINABLE
ENERGY DEVELOPMENT IN ETHIOPIA

Desta Mebratu

Presiden), Ethioplan Sociely of Chemical Engineers

ABSTRACT

Over the last few years, energy development and
management has evolved as one of the core elements
of sustainable developmenLl In this context, it is critl-
cal for countries like Ethiopia to develop a sustain-
able energy development strategy. This paper at-
tampts to highlight the major elements of sustainable
unergy development strategies within the Ethiopian
context.

1. ENERGY AND SUSTAINABILITY

1.1. Energy Syslems

There are various classifications of energy resources
depending on the specific characterisation utilised.
Some of the major ones are renewable versus non-
renewable, flow versus stock, and primary versus
secondary energy resources. From sustainability per-
speclive, energy resources constitute just one com-
ponent of a given energy system

There are essentidlly three levels into which an en-
argy system may be divided, namely:

= Energy rescurce
«  Energy carrier, and
+ Energy function/services.

At and between each of these stages, there is a com-
plex network of activities that includes extrac-
tion/conversion, distribution and consumption proc-
esses, This complex network constitutes the
following energy system matria

Energy resources {also known as primary energy
sources) such as oil and coal are processed and con-
verted into Energy carriers (also known as secondary
energy sources] such as gasoline and electricity.
Subsequently, energy carmiers are stored for distribu-
tion to consumers, who use energy for a host of ac-
tivities—froam lighting to cooking to operating vehicles.
The functions that are parformed by energy are called
pnergy services or end-uses and final consumers are,
in turn, end-users. Ultimately, the functional interest
on enargy is on the services it provides, Hence, any
improvement measures of energy systems should be
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directed at all levels of the energy system and take
Inte accounts the interconnections betwean the dif-
ferent levels of the system.

Until very recently, the negative offects of the fuel-
chain on scciety and the environment have been re-
garded as peripheral and subsidiary to the ovarall
developmental process, Lately, however, increasing
alarm over some of the more infamous and troubling
outcomes af the negative interactions between en-
ergy, environm®nt and development—such as the
global warming phenomenon—have crept to the fore-
front of contention at the national, regional and glabal
levels, Today, energy’s ‘negative side’ is beginning to
be regarded on a life-cyzle basis, taking Into account
the multiple social, environmental and health impacts

associated with energy-related activities—from ex- -

traction to end-use, #nd at the many stages in-
between.

Table 1. Energy Systam Matrix

w

Rescurces | Watar [o]T] Coal
Conyerskon [ams Rafirang Power plani
tec hnology .
Carriers Electricity Gasgline diessa Electricity
| Distribution Gaid Tankear pipainsg Girig
Services Mut-puirposs Transport Mudl-purpose
End-use Housze- Vehichea House
technology hoadfindustnal heidfindustnal
Tabie 1 continued
Resources Naturai gas Solar Biomass
Convershon Refinery | Solar paneis Fermentatan
technclogy
Carriarn Meimane Efectncity | Ethanol,
| elbanol

Dibatribastion Gas grd Gridiocal sys- | Tanker

Lal pipaline
Services Cocking Lighting Transport
End-use Shrens Buits Automomies
t=chnodogy

Source: Mogdied frorm Syt of ol

The sustainability measure of any given system is
essentially based upon its functional efficiency in
terms of the source and sink function (Desta 2000),
Similarly, the sustainability of a given energy system
can ba measured in terms of its source sustainability
and impact sustainability. The source sustainability is
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more related to the energy resource component while
the impact sustainability is related to the energy car-
rier and energy service component.

Table 2. The E Sustainability Matrix
Hydropowe:
High Biomass Solar
Source Intormedinte Nuclear Natural gas Vil
sustalnabllity Wave
Low Fossi Geothernal
st
Lire Irherrneciain High

Impact Sustalnability

As can be seen from the sustainability matrix, fossil
fuel is the least sustainable both in terms of source
sustainability and impact sustainability while solar
pnergy scores high sustainability both in terms of
gsource and impact sustainability. There are whole
ranges of energy systems with an intermediate score
of impact and vource sustainability. In this context,
although all energy sources have their positive and
negative sides, some are considered 'more sustain-
able' than others, notably those with a relatively small
soclo-environmental impact, i.e. primarily renewable
resources. The future trend is to move away from en-
ergy systems with low sustainability score to energy
systems with intermediate to high sustainability
score,

For instapnce, photo-voltaic power holds the potential
of supplying much-needed basic energy services 1o
communities not served by the electric grid, and pro-
vides a realistic alternative to unsustainable energy
practices in rural areas in developing nations as well.
In Zimbabwe, for example, some 6,000 PV syslems
have been installed in remote areas for illumination
and household purposes (GEF, 1997). Furthermore, in
the largest rural electrification effort to date, a joint
venture between the South African national Energy
Company, ESKOM, and Shell International Renew-
ables {SIR) have initiated an innovative project de-
signed to provide 50,000 rural South African homes
with solar-based electricity between 1998 and 2000.

2. SUSTAINABLE ENERGY MANAGEMENT

Sustainable energy management is one of the fields
that are gaining prominence in the field of energy de-
velopment and management. This section highlights
the major principles, strategles and instruments that
are evolving in the field of sustainable energy man-
agement.

2.1. The Major Principles
While there are various principles that are applicable

depending on the specific energy system to be man-
aged, the following can be cited as the general princi-

+ Promoting an optimal combination of energy re-
sources in relation to the available energy re-
source base, energy requirement and their
techno-aconomic viability.

» |mproving the efficiency of energy conversion
and distribution systems.

=« Encouraging continuous improvement of energy
consuming technologies and socio-economic ac-
tivities.

The above principles are essentially directed at the
three levels of the energy system, namely: the re-
source, the carrier and the sarvices level.

2.2. Major Components ol Strategies

Energy is a critical input for any kina of socio-

economic development. It is also assoclated with en-

vironmental Issues of diverse nature. As such, the
general objectives of energy sector planning at any

level are (Munasinghe, 1995}

L

=« enauring economic efficiency in the supply and
use of all forms of energy in order to maximise
growth;

= meeting baslc energy service needs of the poor;

« diversifying supply, reducing dependence on for-
eign sources, and meeting national security re-
quirements;

s contributing to the development of special re-
gions (particularly rural areas), and priority sec-
tors of the economy;

« ensuring price stability, and protecting the envi-
rohment and reducing risk to human health.

In general, the rationale behind planning and policy-
making at the national level is the need to ensure the
best use of scarce resources. The aim of this practice
is essentially to foster socio-economic development
efforts and to improve the guality of life within a coun-
try. This goal holds great relevance to the planning of
sustainable energy systems, too. Most of the strate-
gies that are being generated in the field of sustain-
able energy development and management can be
categorised under two categories: demand-side man-
agement strategies and supply-side alternative
strategies.

Demand-Side Management {The Megawatts approach)

It is generally less costly from a socic-<econemic and
socic-ecological perspective to save a kWh of elec-
tricity than to produce the equivalent amount (Foell et
al, 1997). Conventlonally, the marketed energy prod-
uct {for instance, electricity) Is considered as the final
utility desired by the consumer. The energy system
approach Is based on recognising the fact that the
end-user is looking for the energy services (or func-
tions} and oot for the anergy carriers. This provides

ples that have to be followed in the process of imple- | the basis for demand-side management strategies.

manting sustainable energy management.

Vol. 3 No. § / October-November 2000

When the energy services are Included as the final
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damand into the systematic approach to find an opti-
mal energy aystem, the range or variety of potential
options for providing these services increases fre-
meandously, as there are several options which can
offer the required energy services. The total costs of
these services, including their associated extermal-
ities, may vary to a great degree (Herz, 1984). Thus, in
planning for sustainable energy development, energy-
efficiency and other demand-side measuras ame op-
tions which should be considered as prionty In
meating at least part of an identified energy demand
before increasing generalion capacity

Supply-Side Alternatives and Resource Characterisa-
tion

Once demand-side alwmalives have been deter-
mined, supply-side measures should be addressed,
as they may be critical for satisfactorily meeting an
identified energy services demand. Altormatives
across the board should be considered and should
Include a mix of conventional and renewable supply
systems based on systemalic resource characterisa-
tien. In order to ensure that energy resources are
compared in a fair manner, systems lor all relevant
alternatives must be characterised through a consis-
tent sat of parameters. Factors utilised for characteri-
sation must, therefore, include both direct and Indi-
rect effects at the energy-use point and throughout
the fuel-cycle.

Promoting the combined application of demand side
management strategies and supply-side altermative
strategies provides the basis for sustainable energy
management practices that addresses all sides ol the
sustainable development equation. Over the last few
years, a number of major power and utility companies
have initiated a major demand-side management pro-
grams that enhanced their profitability and provision
of energy services with a reduced environmental im-
pact Such energy management practices lead to win-
win-win situation of the economic, ecological and
social dimension of energy management

2.3. Major Instruments

There are numercus analytical and operational in-
struments that have evolved over the last few years in
connection with sustainable energy management
Two of the major instruments are 'Multi-attribute De-
cision Analysis' (MADA) and ‘Total Cost Accounting’
(TCA).

Muiti-Attribute Decision Analysis (MADA)

MADA assists decision-makers in the complex task of
analysing the benefits and trade-off of certain energy
cholces. When conventional and renewable energy
options are compared, the problem becomes further
complicated. In general, the largeat portion of envi-
ronmental impacts from renewable energy technolo-

Vol. 3 No. 5 / October-November 2000

gles occcure at the manufacturing stage (with some
excoaptions, such as the transportation and combus-
tion of biomass fuels), whilst use-stage effects are
often very difficult to quantify (including aesthetic and
nolse impacts). On the other hand, the impacts of
conventional energy are felt along the fuel chain, from
extraction to distribution and energy conversion.
However, when comparing conventional to renewable
enargy, there is essentially one fundamaental quostion.
That is how do we balance higher marginal costs for
renewables with associated reductions in significant
local, regional and global socic-environmental im-
pacts? It ts in these reapects that multi-attribute deci-
sion analysis has an ‘upper hand' over traditional
evaluation methods such as cost-benefit analysis
(Bardoulli 1998).

Total Cost Accounting

When the costing of energy demand and supply op-
tions Is conducted, the calculations should go be-
yond purely cgnventlonal cesting. This means the
calculation shduld Include the costs for which the
anergy company will, either in the short- or long-term,
be responsible. These would Include contingent, -
ability, hidden (e.g. safety or waste disposal costs)
and less tangible (such as image benefits, Increased
market share or losses) costs, It should be noted that,
in some cases, intermal environmental costs are
trealed In the Econcmic Analysis component The
Total Cosat Accounting approach enables to go be-
yond the conventional cost-benefit analysia and pro-
vides sound basis for the development of sustainable
energy strategies.

3. ETHIOPIA'S ENERGY POLICY

Over the last three to four decades, numerous at-
tempts have been made to develop the national en-
ergy polley of the country. The most recent initiative
led to the issuance of the national energy policy of
the Transitional Government of Ethiopia in 1994. This
saction focuses on reviewing the existing enargy
policy from sustalnable snergy management perspec-
tive.

3.1. General Obsarvations

The current energy policy is composed of six major
articles covering the preamble, rationale for the pol-
icy, policy objectives, general policy, priorities of the
policy and main policy issues. The articles dealing
with tihe policy objectives (Article 3), general policy
{Article 4) and the priority of the policy {Article 5) con-
tain useful general policy statements that indicate the
overall direction of energy development and man-
agement in the country. Almost all of the articles con-
tain sub articles that underscore the importance of
ensuring the environmental sounaness of energy de-
velopment and management practices in the country
Sub-article 3.6 specifically states that one of the pol-
ley objectives is ‘to ensure that the development and

Ethiopian Economic Association
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utilisation of energy is benign to the ervironment’.

The main policy issues thal are covered under Article
& of the energy policy have structural similarities with
the energy matrix that has been presented under Ta-
ble 2. Three of the first three sub-articles under Article
6 deal with energy resource development (resource
level), energy supply (carrier level) and energy con-
servation and efficiency (service level), These being
the atrong side of the policy document, it has also
some weaknesses. For instance, some of the policy
statements go in contradiction with some of the basic
principles of sustainable energy management For
Instance, Article 3.2, under Policy Objectives, reads
as: "to ensure and encourage a gradual shift from
traditional energy sources use to modern energy
sources. This policy statement as a general policy
objective implies that all foerms of traditional energy
resources have to be roplaced by modern enorgy re-
sources. Although there I3 a need to shift the burden
from traditiona’ cnergy resources to modem energy
rescurces, traditional energy resources with different
forms will continue to hold a significant position in
sustainable energy management practices.

Another example s Article 5.1 under "Priority of the
Policy' which reads as "To place high pnority on hy-
dropower resource development, as hydrological re-
sources are the most abundant and sustainable en-
ergy forms." Although it |s understandable to put
more emphasis an hydropower resource development
in the Ethiopian context, to promote it as the domi-
nant strategic direction under the blanket of being the
‘'most sustainable’ does not go in line with sustain-
able energy management principles for two reasons.
Firstly, even if it is more sustainable from fossil fuel
hased power generation, hydropower developmeant
slill has a significant social and ecoiogical impact and
cannot be declared as the most sustainable energy
resource. Secondly, one of the principles of sustain-
able energy management is to promote the appropri-
ate mix of energy resources rather than relying on
single energy resources. The above briefl discussion
shows that there is a need to fine-tune the existing
energy policy with some of the basic principles of
sustainable energy management

3.2, Strategic Measures

Proposing an appropriate mix of strategic measures
will reguire a mare detailed study of the existing en-
ergy systems and the projected energy demand in the
country. Nevertheless, the following major strategic
measures can be proposed as general measures.

Supply-Side Alternative Strategies

» Improve the efficiency of conversion and distribu-
tion of current energy systems.

« Promote hydropower development on the basis of
an appropriate mega-micro mix.

Veol. 3 No. 5 / October-November 2000

+ Promote adaptive management strategies that
ensure sustainable use of biomass fuel.

+ Develop the institutional mechanism that ad-
dresses the bottleneck for the shift towards re-
newable enargy resource.

Damand-Side Management Strategics

+« Improve energy cofficiency of household equip-
ment, such as ‘Mitad'.

*» Improve the lighting efficiency of residential ar-
oas.

* |mprove urban transportation planning and infra-
structure

« Promote the use of blended fuels that have im-
proved performance and reduced environmental
impact

« Promote continuous impravement of energy effi-
clency in industries.

Enabling Institutional Instruments

In eonclusion, Yne of the fundamental prerequisite for
sustainable energy development and management |s
tc achieve a shift of analytical and planning focus
from energy resource to energy systems. Such a shift
of focus can be achieved by giving due consideration
for the issues that have been raised in this paper. It {s
believed that adopting this approach will make sia-
nificant contribution for promoting sustainable (in-
dustrial) development in Ethiopia
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PROBLEMS AND PROSPECTS__ OF THE
ENERGY SECTOR IN ETHIOPIA

Nebiyelul Gessese

|

Integrated Programme Coordinator, UNIDO

It is for me a personal honour and
privilege lo address the Ethiopian
Economic Association round table
discussion on the problems and
prospecls of the Energy sector in
Ethiopia,

The timing of this meeting is most
appropriate as it coincides with
what UNIDOD is currently doing in
the country with respect to energy.

Numerous-activities have been un-
dertaken In various countries dur-
ing the past decades to generate
awareness for a cost-effective and
raticnal use of energy. A variety of
alternatives to fossil fuels were
identified, e.g. through the utilisa-
tion of renewable sources of energy
that could also usefully be applied
to small- and medium-scale enter-
prises (SME).

Most of these enterprises were built
when the price for imported fossil
fuels was low, capital was scarce
and additionally required expendi-
ture for energy efficiency measures
was not available. Instrumentation
to measure and control of energy
consumption and its efficient use
was not introduced. Data to com-
pare the specific energy consump-
tion per product produced were not
available, Consequently, opportuni-
ties for a more rational use of en-
ergy were not explored,

Recent awareness on energy con-|

servation and reduction of envi-
ronmental  impact issues has
brought to the forefront the impor-
tance of examining the use of re-
sources al various stages of the
process of industrial production.
Activities aimed at promoting re-
source recovery and utilisation as

Vol. 3 No. 5 / October-November 2000

well as promoting the development
aof environmenlally friendly tech-
nologies are on the increase. While
|a lot of emphasis has, In the past,
been placed on the recycling of
| resources after they have left the
| production process, enterprises are
starting to pay more attention to
ways of reducing inputs into t
production process. One of th
inputs that has received attention in
recant years is energy. While ra-
tional use of energy has been rec-
cgnised as a key element for sus-
tainable industrial development,
most of the emphasis in previous
efforts has been placed on techni-
cal aspects and related to large en-
terprises. This amphasis needs to
be extended to the enterprises un-
der direct involvement of their
technical and managerial staff.
Specialised training on the devel-
opment of competence in cost-
| effectiveness assessment as well
as the Iidentification, formulation
and implementation of remedial
measures should be arranged.

The energy component, as sub-
compenent of the UNIDO Integrated
Programme for Ethiopia, deals with
the expansion of activities in the
areas of industrial energy efficiency
and the sustainable utilisation of
traditional energy sources in the
long-term. In the short- to medium-
term, however, emphasis is given to
{ address energy inefficiency at all
levels (in industry, as well as in the
public and private sectors). The
| entire approach will, therefore, en-
| deavour to ensure a sustainable

balance between development and |

the environment.

| At present, it is well recognised, but
| not quantified, that in most of the

| - Poor electrical

SMEs (small- and medium-scale
entarprises) a considerable amount
of the energy supplied is not prop-
erly utilised for the following rea-
SOnNs:

azck of awaraness of the need to
conserve natural resources and
the environmeant
Inappropriate institutional capac-
ity to implement government an-
argy policy;

- Lack of capacity for barrier identi-
fication and formulation of pro-
posals for barrier removal;

- Lack of effective approach for
improving the perfformance In &n-
ergy consumption and in reduc-
tion of environment pollution;

- Lack of adequate physical infra-
structure for energy distribution;

- Lack of skills to properly operate
the plant and equipment, includ-
ing equipment maintenance;

- Poor combustion efficiency |

- Steam and condensate leaks;

- Mo load and power factor correc-
tion measures applied;

installation and

use of outdated high energy con-
suming components;

| - Amount shown on the energy bill

does not seem to be significant in
relation to the total cost to oper-
ate the company.

These cause increased cost, in-
crease of wasted resources and a
negative impact on environment.
Lack of awareness of cost
effectiveness of rational use of en-
ergy and lack of capability of some
responsible bodies to directly as-
sist small- and medium-scale en-
terprises (SME) in formulating and
implementing energy conservation
measures seem to aggravate the
problem

Ethiopian Economic Association
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Taking all the above-mentioned
barriers for the proper utilisation of
Energy Iinte account, UNIDO
launched a project on rational use
of energy in small- and medium-
scale enterprises (SMEs) as one
component of its Integrated Pro-
gramme for Ethiopia, Basic Metals
Engineers and Industrial Agency
(BMEIA) with the support of the
Ministry of Trade and Industry
{MoTl) has been selected as the
implamanting counterpart ARer
publishing the first results, BMEIA
will be able to promote rational en-
ergy utilisation through the assis-
tance of
group.

These will be achieved through
strengthening B==ic Metals Engi-
neers and  Industrial Agency
{BMEIA) which would enable it to
carry out plant audits, provide and
co-ordinate training, provide energy
auditing and maonitoring services to
SME and eventually other sectors of
the economy at thelr own cost after
the project’s completion. This insti-
tute will later co-ordinate snergy
audits and other activities related to
the rational use of energy. The
primary target group will be enter-
prises of different sizes and owner-
ship, including larger-scale compa-
nies and SME as one of the major
utiliser of enegrgy in the manufac-
turing sector.

The successful implementation of
all those Initiatives aims at envi-
ronmental protection and rational
energy ulilisation. The immediate
aim of the project is the reduction
of energy consumption and rational
use of energy in selected enter-
prises, hoth in larger-scale compa-
nies and SMEs through conserva-

tion practices and efficiency-
oriented management
The ultimate aim is to achieve

sustainability of the project activi-
ties and to multiply the immediate
effects through BMEIA to most en-
terprises in the country and to in-
troduce measures on rational use
of energy, energy management and
reduction of negative environ-
mental impacts on a country-wide
scale. It is anticipated to set up an
“Energy Management Consulting

a separate consulting |

Team™ as a focal point for all en-
ergy-related matters.

The actions and activities of the
Energy Management ~Consulting
Team will create an initiative not
only for those Enterprises directly
surveyed and advised, but also the
Industrial sector of Ethiopia as a
whole, by showing the immediate
profitability of energy conservation
measures and making it attractive
for others to apply. In addition,
these activities may alsc have posi-
tive impact on other sectors of the
Ethioplan economy bv promoting
the rational use and the conserva-
I tion of energy

| The immadiate objective of the
| project Is to Improve the capability
| of resource management and an-

ergy conservation In ndustry witly

tha following main cutputs:

+ MNeeds assessment,

. Capacity bullding in practl-

cal methods and technlgues for
| preparation and execution of en-

ergy conservation measures and
| dissemination of information. This
| will be achieved through sensitisa-
| tion seminars:

- for energy-related measures;
-managerial and financial aspects
of energy conservation and effi-
cient plant operation;

- efficient use of ocil, gas, electrical
energy as well as process water
and steam; '
-load and power faclor comection
to improve the efficiency of the
use of electrical energy;

- standardised training materials
and methods for strengthening en-
ergy conservation project analysis
and evaluation through application
of UNIDC's developed didactic and
audio-visual aids;

+ Energy audits, In:[udLng: -

a) plant audits:

b} advice on energy management in
industry

¢} recommendations on energy

consarvation methods and on en-
ergy-efficient technologies and
equipment Including the financial
implication of their application;

d) advice on environmental Impact
of wasted energy and on the possi- |
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ble mitigation of the Impacts

* Developing sustain-
able energy conservation macha-
nism related services at the cost to
its members through advice and
development of methodologies and
guidelines for:

a) the preparation, implementation
and evaluation of plant audits for
energy conservation measures;

b} advising enterprises to formulate
and implement concepts for self-
financed restructuring of the plants,
based on the findings and recom-
mendations of the plant audits.

c) opportunities within the existing
fiscal framework and financial
machaniams to motivate enter-
prises (o Invest in energy conserva-
tion related projects

d) collection of data on rational use
of enargy and enargy conservation
technologies to be used by the
SMEs.

The expected output by the end of
the project will be:

1. Te provide advisory services re-
latead to rational use of energy at
the cost of the enterprises;

.To provide basic guidance for
project formulation to introduce
low energy consuming measures;
3. To introduce system of collection
and dissemination of data rele-
vant to rational use of energy and
energy conservation technolo-
gies;

.To develop operation of an “En-
ergy Conservation Data Bank™ as
a basis for “Environmental and
Energy Maintenance and Informa-
tion networking;

Finally, | would like to stress that
UNIDO actively supports the devel-
opment of rational use of energy in
SMEs In developing countries.
UNIDO believes that there is room
for collaboration in efforts to de-
velop this sector and the profes-
sicnal body is welcome at any time
for discussions on development
assistance.

Thank you for your attenton and
wish you a very fruitful deliberation.
Saptember 22, 2000, W
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~ AN OVERVIEW TO THE ENERGY
SITUATION IN ETHIOPIA

Mekonnen Kassa
Ethiopian Rural Energy Development and Promotion Center, Ministry of Mines and Energy

1. ENERGY SUPPLY AND CONSUMPTION | Table 1 Sectoral Enargy ﬂEnﬂumpTlﬁl’l:Tﬁﬂﬂ E.C.)
| | Bector Taotal __HBiomasa
estimated at 723 Peta Joules or about 30 million Urban e | 5d 34,01 )
tones of wood equivalent and is characterized by a Rural ) 5022 813 | 6068 a0
high dependence on biomass fuels (Table 1) |[ Agricuture o8| 01 |
Firewood and charcoal combined met more than 77 || industy | 333 4.8 408 | 35 |
per cent of the final consumplion and agricultural i.l mf."l'.’ff arge | :-:;59. 1.8 ui‘;‘; [
residues (dung and crop residues) an estimated 15.5 | "oopagy industy | e 35 | 8. 37
per cent. The contribulion of the modern component | ["Mining el 018 i ]
of the sector (l.e., petroleum and electricity) was no || Construction J, 1.97 03 B ——
mare than 6%. E Grain milling | 0.75 i 0.1
| Transpor | 17.92 15
1
The supply of petroleum products is mel entirely by EE:" r 1,;';: i ?__Ir =
importation and has claimed 15-20% of imports in | § air 184 0.2
racent years. Petroleum fugl consumption in 1988 | [ Marine = ___
amounted to about 870 thousand tonnes and |{ Servicesandother | 32807 16 | 2368 | 3.5
contributed approximately 4.8% of total final | Sommercial a8 34 | 2388 35 |
consumption, The transport sector accounted for f;?;:,mmm ;;: 24 :
more than 51% of the consumption of petroleum TOTAL [ 72387 100 | 6Al40 100
products, amang which diesel oil (46%), kerosene I Total mwel s, [
{20%) and gasoline (18%) predominate, | Total mtoe? 158 | 160 |
| i Percenl | 100.0 G946
Electricity generated amounted to 1,563,415 MWh
(96.4% from hydro and 3.6% diesel) and covered less Table 1 continuad
than 1% of final consumption but absorbs over 90% | [ secter : Eaﬂ—f??ﬂ‘”m“—ﬁ"“ %
of energy sector investment programme. Hoosshols 7 EI:'J 0.3 = ”'.9
| Urban 843 BT | 0 38 |
Energy consumption consisted of approximately 88 || Rurl 050 14
per cent by households (B3% by rural and 6% by Agricuniire gha | el
urban households), 4.6% by industry, 2.5% by L::::::md s “: - fg: : 12? - i:'z ‘
transport and 3.6% by the services sector EnerQy | Soanscalke T R T ORE
used in the agricultural sector represented merely | Cottage Industry | o0z 61 [ ooy 0.2
0.1% of total consumption and 2.3% of oetroleum Mining ote | 05 | [
products. | Construction 1487 | 5.7
| £ Grain miliing I 0.75 | 23 |
The energy consumption patiern reveals that energy Ie_::::mn :;3: I 5:_; =
distribution and consumption is biased with |_' Rall i i 0.0 | 0.3 Y
electricity and petroleum fuels hardly flowing to rural i__#zr | fes | a7 |
areas indicating energy consumption inequality in | L 2arne . : I N—|
the form of energy being used. Urban households g;::::;:‘lmhﬂ ;:E 51,; [ Eg‘; }::
consumed 79.9% of biomass fuels and 20.1% of | Goremment o s en
modern fuels whareas the rural households’ energy | [ Other —_oR 0& 0.026 057
consumption was almost entirely of biomass fuels (TOTAL : | 3487 100|461 | 100
g2 i Total mrwe P | 03 |
n;n!:f:;j.]. petroleum products contributed merely l ot mive? —a l | i
Por cent 4.8 0.6
| “hotes £ Tera Joules | myllion tons of wood squvalent :‘-'H;Il'-l;l!t'lﬂ
[

£ mesion tons of ol equivalent Source! Emiopian Ruml Enegy
Deiicoment and Promotion Centre, Mimstry of Mirses and Energy
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2. ENERGY DEMAND FORECAST

Energy demand will depend on sociceconomic
factors (demography, urbanization, growth and
structural changes in the economy, eic.), energy
policy (energy prices, substitutions and energy
rationalization measures, etc.) and also on the
availability of funds for investment and imports
through which supply can be increased. Energy
demand projections for the period 1932-2002 are
shown in Tahle 2. The demographic and macro
gconomic variables used to estimate energy demand
are: population 2.9%, urbanization 8.5%, GDP &%,
industry 7.4%, agricullure 5.4% and services 7.7%
per year. If the past trends and linkages are
maintained and no energy rationalization policy is
applied, overall energy demand is expected to grow
by appraximately 3 per cent per year [2.6% for
biomass, 7.9% for electricity and 8.7% for petrolaura).

Tabla 2. Energy Demand Projections, 1682 2002 EC.

1952 1587
Fugl typa 1J % 1J %
I i | 7sa838 | $31 [ Bea3sr | 910
laum 3/ 50,383 6.2 L RAL (K
_Elgctricity 6.34) [X] §.132 1.0
TOTAL 18 484 100 | g48 188 g |
Total miwel 56.3 __ 654 !
Total mioe * 181 22 I
]
Hotes
1/ ot which - ktwel
Woady blomsss £2 37R 47 986 |
] 551 !
| Crop residue 4.7 4 755 |
Oung 4,726 £ 340 ]
2l af which - kioe¥
| Gasoline 936 515.7 |
Crbesal Ol G481 3516
e T T
Merpagns 2730 4044 '
Table 2 continued
2002 AAGRY
Fuel type Td % ")
Biomass 1/ aT4 454 B85 i85
Petroleum 2/ 113,855 10.3 (%]
Electricity 13,365 1.2 T |
TOTAL 1,104,688 100 30 ¢
Total mtwe TE.D
Total mtoa ¥ O
| Hotes
1! of which - ktweT
Woody biomasa 53832 | 5
Chargoal 1,113 | B4
Crop residue 5318 1.4
Dung 5.9848 2.4
2/ of which - kioed
Gasoline B51.2 ) 116
DHesel DIl 1,359 ED
‘Herosene 6007 B2

Notes: § AAGR = Annual Average Growin Rate
T ktweimtwe = thobsangimlhon tons of wood egurvalent
I slanimios = thougand & milbon fons of o eguivalent

The demand projections indicate that although a
gradual shift towards modern fuels is evident,
biomass fuels will continue to dominate national
energy consumplion for many vears and will result in

Vol. 3 No. 5 / October-November 2000

further widening of the energy demand-supply gaps.
There are already quite significant imbalances
between wood consumption and sustainable supply
and the economic, social and environmental
implications of the demand pattern could be very
serious.’ As wood resources diminish, rural
households will have to spend a large per centage of
their time searching for fuelwood instead of
performing productive work in agriculture. Similarly,
fuelwood scarcity can lead to increased use of crop
residue and animal dung as fuel This  will
gompromise their other uses such as fertilizer and
animal fodder and could lead to severe reductions in
agricultural output at a time when even greater
production is expected in the sector,

3. GOVERNMENT'S DEVELOPMENT STRATEGY
AND ENERGY SECTOR INVESTMENT

Natonal energy policy and planning essentially
derives from national economic and soclal
development goals and strategies. Given the critical
role of agriculthre In the economy, the Government
has devised an “Agricultural Development-Led
Industrialization™ (ADLI) strategy which predicates
using agriculture as the primary stimulus to generate
employment and income, enhance household food
security, reduce poverty and as a spring-board for
the development of the other sector. The implication
of such a strategy for the energy sector development
is that priority must be given to the rural areas. That
is. the rural sector must be backed with adequate
energy supplies so that shortages and high costs of
energy will not be a bottleneck to the development of
the sector.

The Government's declared objectives for the energy
sector emphasize the rational development and
exploitation of indigenous energy resources, the
supply of suitable forms of energy at affordable
prices to support agricultural and industrial
development and a reduction in dependence on
imported energy supplies. Notwithstanding the policy
statements, public sector investment in the snergy
sector Is directed towards the power and petroleum
sub-sectors to the virtual neglect of development and
promotion of traditional fuels and altzrmative energy
sources that are more applicable in the rural settings.

The Federal Govermnment's capital budget for the
development of traditional and alternative energy
sources has progressivaly deteriorated not merely in
relative terms but also in absclute terms, from 4.1%
in 1382 to 0.1% 1992 and from Birr 14.2 million to 0.5
million over the same period (Table 3). Energy sector
investment by the rzgional governments has also
been negligible

' This & not lo suggest thal the demand for energy use is the
ptimary cause of deforestation Hygh population density, clearnng
of land for agnculiural purposes and dependence on woodfusts
are contributing factars
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Tabla 3. Federal Government Capital Budget for Enenyy Sector
1982- 1992 E.C.

Tabie 4 RﬂnﬁﬂEﬂWt Programmes

Source, Minmiry of Eoonarmie Davelaprnent and Co-Opsation (ME CraelT

An energy sector development plan must be
coherent with the country’s Investment potential and
financial capabilities and should be based on
detalled analyses of the capabilities and advantages
and disadvantages of the various forms of energy to
satisfy the energy rogquirements of the various
sectors. Studies have shown that the development of
traditional sources of energy is consistent with the
socio-economlic realities of the Country and their
relative performance ratings appear to be guite high
compared to those of the modern sub-sectors [Tahie
4). The environmental benefits of the former may be
just as important as their energy contribution.

Vol. 3 No. 5 / October-November 2000

o Programima Performanco Rating

[ (Wimon Bir) Community woodiots i

I Sub-sector el Cantralisad forestry schemas: nural 80
“Fincal | Total Tragitional snd Cantralissd forestry schamas: urban 741

Mol R g iy Diffusion of eficient stoves; mural 8.1

fmar armount | Amoum %% |Amoum % Amount| % | _T._"'.n""“‘du' briqueting :ﬁ i

1883 3500 | 340 | &7 1A [¥] 14.2 ] | Electrichy fyatam sxpansion TE]

1983 267.7 | B2e. | BIE WA | b5 Y] T8 | Dtusion of sfclent stoves: urban ¥ 355

TWBd_ | 1910 | 1870 | @1 ® | o I | Rursd électrification ! dléesl 0,718 =
foos | 2642 | 7400 | wem | iiq | T4 (ST I | Blogas cooking: singie household 0.71}

ik | 7944 | 247D | #0F | w8 | &% WE | a8 Solar concantrating collectory 0540 =
W07 | aa0d | 3140 | naz | 163 [X] 321 | 8o | { Charcoal production; matal kiln | 0832

TeER_ | 1612 | 1480 | BN ik 34 | o0f | o3 | Blogas cooking: community kifchens 0504

Wes_ | A076 | Be1p | $Ew | gk | dac | 68 1 of || Ogaden gaa 0.208

1940 f30.8 | 830 My | Mo | 31 | o8 o1 1 Remals village powar: wind generation I L

1991 | 13026 |2n0| wan | 933 | 13 B4 [T | Remota village power: photovoltaics | 0,021

192 | GAOA | BEGD | 0.3 | wA3 | @ [ X -

TOTAL (58004 | Boazn| 917 | €086 | 74 | 834 | 10 | Source: CINEE, Excitive Sumeiry: piTe

4. CONCLUSION

Although the supply of energy at least cost of forms
of enargy adapted to the needs of the rural areas Is
an important policy objective of the Government, the
critical role of traditional and alternative anargy
gources to medl the growing eaergy demands of the
rural areas seems to be unrecognised. The public
saclor investment programme |s biased towards the
development of madern fuels which are not likely to
provide substitutes for traditional energy sources on
any significant scale in the mid-term future. The high
incidence of rural poverty and low-income loevels, the
small-scala and wide gecgraphical spread of rural
sattliements will limit the distribution of electricity
and petroleum products to rural areas. It is high time
to pay due attention to the development and
utilisation of the traditional and alternative energy
sources. M

PRICE UP
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A NOTE ON FARMERS' SHARE OF
COFFEE PRICES IN ETHIOPIA AND

THEIR RELATIVE VOLATILITY

Roy Love

Shefiield Hallam University

A number of attempts have been made from time to
time to estimate the farmer's share of the FOB price of
coffee exports from Ethiopla. This has been, and
roamains, particularly difficult in Ethiopia for a number
of reascns. One is that there Is no regular
measurement of farm gate prices (though as we shall
se@ below, some approximation is available). Another
ariges from the fact that coffee from different regions
of the country tend to command different prices and
the available statistics do not make it easy to follow a
gpecific provenance through from growing lo exporl.
Consequently, previous estimates have depended on
the infrequent attempts by planners, field workers and
researchers using a variety of assumptions. Some of
their conclusions are summarized in Part A while a
more systematic attempt is conducted in part B. Part
C examines the volatility of coffee prices at different
stages in the exporting chain.

A. PREVIOUS ESTIMATES

{1). For the period 1975 to 1993/4 Hamza and Azanew
reviewed the ratio of producer price (though it is not
clear how they arrived at this) to an international
reference price, using a combination of World Bank
and unpublished data {Hamza & Azanaw 1995). They
showed that from an average of 42% during the Derg
pericd producers appeared to be receiving around
T8% by 1982.94. This was still less than the share of
argund 0% believed to be received by Kenyan coffes
growers throughout the 1980s.

{2). More recent. though more impressionistic,
astimates appear in consultants’ reports which,
although not nermally based on any sort of scientific
sample, do draw together the expert knowiedge of
those lo whom they speak. Two recent exampies of
this are as follows:

{a) Muir, in using prices as at January 1987 in which a
‘market price’, presumably farm gate, of 5 birr per kilo
is assumed, has produced figures where this
amounts to 50.3% of the auction price averaged over
18 months, or of 28.8% of the fob export price of 16.9
birr per kilo at that time (Muir 19387, Table 11). It is not
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clear that like is being compared with like in this
table. The farmer is presumably selling dried cherry
while export is of green and processed, Making an
adjustment for this brings the ratio accruing to the
farmer up 103bﬂut 650%

The same report refers to estimates in Uganda for
19894/5 which allot between 55% and 66% of the unit
export price (for Robusta coffee) to growers, and it
suggests that incentives to persuade Ethiopian
growers o introduce higher quality control on the
farm at harvest would be reflected in farm gate shares
closer to those In Uganda. A more recent Ugandan
estimate for 1996 confirms that Ugandan growers
received “over 60 per cent of the export price” (ICO
18587 p 110) This, however, is based on the FOB price
at Kampala railhead, implying a smaller share if a
notional FOB Mombasa figure had been used,

(b) Another report has the shars of the fob price going
to the grower as 56% (LMC International 1999,
Ethiopia Country Profile, Table &), though again it is
not clear what is being referred to at farm level,

{3). The latest ICO country profile for Ethiopia,
produced in co-cperation with the Ethiopian Coffee
and Tea Authority estimates the producer share of the
FOB value over the 1995/96 -1996/97 period to be 73%
(ICO 1998 p.17), a figure confirmed in June 1999, at
least for washed Sidamo, by long-term consultants
working for the EU Coffee Improvement Project and
arrived at by comparing the New York "C" price, less
adjustment for transport, with the 'typical' price then
being paid to farmers by sebsabies. The same
source’s estimate for sun dried Jimma 5 was,
however, nearer to 82%.

{4). 1t is worth recording here some early work by
Teshome Mulat which looked at the share going to
farmers during the 1960s and up to the mid-1970s
(Teshome 1978). Although this may seem to refer to a
perliod now passed and of little relevance tn the
present, that would be too hasty a judgment, gespite
the |andlordism of much of hat period, Dr.
Teshome's calculations for the period between 1961-2
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and 1971-72 produce a share of FOB export value
going to farmers ranging between 61% and 69%. In
June 1972 the auction was introduced and the share
for the following two seasons was estimated to be
58% and 63%. These orders of magnitude are not so
different from some of those discussed above for the
present period. This is not surprising, as the
marketing structure In operation today is similar in
many respects to that of the pre-revolutionary period.
The presence of landlords, cry of the ‘gebbar’ system
and its variations, would not affect the price received
by growers, but rather their income If they had to pay
rent, tribute or a share of the crop to a third party.

None of the above calculations was able to use actual
data on farm gate prices for their estimates which
were based upon assumed deductions for merchants
coats and transport etc. This problem is overcome by
more recent collection of producers ' prices, as
shown below

B, ESTIMATE USING CSA DATA

{i] Percentage Share of Auction Price

In recent years the Central Statistical Authority has
been conducting a monthly survey of prices to
producers, published as “Average Producers’ Price of
Agricultural Products in Rural Areas”. This is based
upon a two stage stratified sample design using @
amall sample of farmers from each of a number of
Enumeration Areas drawn from a given group aof
Zones. While there are some doubts aboul the
representative nature of this procedure in the case of
coffee, it probably provides a good indication of
relative magnitudes. Data is gathered on the price
recaived for (1) ‘whole bean' and (2) 'bean’, by which
s meant the sun-dried undecorticated bean (or
‘jenfal') and the ungraded green bean respectively.
Most sales by farmers will be of the former and for
this reason | have included it in Table I. For
comparative purposes with prices at later stages of
the chain, however, it is the green bean that provides
the more useful benchmark (a frequent rule of thumb
Is that the ‘jenfal’ price per kg is roughly haif that of
the decorticated bean per kg).

Table 1 shows the prices received by farmers for their
coffee in Jimma and Sidama during the 1287- 98
season, and compares them with the Addis Ababa
auction prices for the same coffee. In that season the
average price to farmers for green beans in Jimma
{and lllubaber) for the nine months October 1937 to
June 1998 was 9.28 Birr per kilo. This compares with
the average auction price for Jimma coffee for the
same nine months of 15.56 Birr per kilo. The farmer's
price as a percentage of the auction price averaged
60%. The average for coffee from Sidamo was 57%.

This assumes we are comparing like with like at each
end of the chain. All coffee arriving at the terminal in
Addis Ababa is tested for quality and a small
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proportion, of around some 7%, is rejected as below
export quality and is auctioned separately for
domestic use. The auction price quoted above of
1556 Birr per kilo for Jimma coffee therefore
corresponds to 1.07 kilos which left the interior - that
is a value to farmers of (9.28x1.07) or 9.93 Birr.
Expressing this as a percentage of 15.56 raises the
farmer's share to 63.8%. The cormesponding figure for
Sidama coffee becomes 61.0%.

Tabde 1. Price to Farmers” as Percentage of Auction Price
Season 1897-98

Price to farmes Auction % Bhare to
s 1
Jirmma Sldarms Jimem | Sidam | Jimm | Sidam
amg Birg " . a ]
fatg | Wmg | BiKg | OvKg
i) 2 [E]] 14 18} 1% [ELEH] [LICTHE
] FI] [T 1T 700 1649 14,07 (1] 47
Bierw 341 [N in b F | 1.2 1648 .1 a7
[ 'R 1] 1084 4,00 18,11 18.02 11.74 [ 1] 87
dan 518 L N 8] a.00 w12 AT iT.ea 4 ]
Faly a4m LEL] 403 LI 15,54 %7 fid L]
Mar 4pa 812 an wso 1409 15,88 1] [+]
Apr 171 980 i W | o1e0 & .
My M 882 872 LT 14,45 1519 1] (1)
dnara 83 X ] 608 (N 13,33 15.00 ] (5]
iy aia 128 f a.18 L 51 15,54 1811 &0 &7
Hows: 1. Columns (1) and (3) are for dried undecorticaled bDeans.

Gaobumns (2), (4}, (5) and (&) are for green Deans,

Sources;: Cotumna (i) - (4), Report on Aversge Producaera’ Price of
Agricultural Products in Rural Areas, Sististical Bulletins 188, 190, 189
Central Statistical Authority, Addis Ababa.

Columns (5] - (), Coftee Bulletin, lasues 2013, 213, 214, Coffea and
Tea Authority, Addis Ababa.

(i) Percentage Share of Exporl Price

The share of the auction price thus going to the
farmer of around 61 to £4%, if correct, will clearly be
less than this proportion of the export price. Official
statistics do not allow us to trace a specific coffee
such as Jimma or Sidama through to the export
stage. Table 2, however, compares the average
Jimma and Sidamo auction prices for that season on
a monthly basis with the overall unit export value of
coffes and the |ICO indicator price for mild arabicas in
the NY market (with the latter converted from US
cents per pound to Birr per kilo.

Tabie 2. AA Auction, Unit Export Prices and

1C0 Indlc#tor Prices Compared
Linit
AA Auction | Expon 10 Indicator Price
Prica
Ot 15.23 20.98 24.20
Hav 15.55 2586 23.07
Dec 17.88 20.08 26.19
Jan 18.08 1z 45 2545
Feb 16.13 24.58 i6.7T4
Mar 15.27 .2 23,54
Apr 14.87 837 12.57
May 14.82 1497 20.85
Juna 1451 58T 18.88
Masn 15.84 2168

% mark up - 43.05%

Sources: {1). Column (1) averages of columns (5) and (8] of Table 1.
[2). Colmn (2] dertved from Bank of Ethiopia Quarterty Bullatins.

(3). Column (3) data trom FO Licht converted to Bimfkg using rotes
from [MF International Financlal Statiatics.
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The unit export price is of course the unit value of all
grades of coffee exported, including washed. If we
take the latter to have averaged about 10% of volume
and to have commanded a 50% price premium then
the unit value of sun-dried exports would be about
95% of the figures shown in Column (2). Dividing the
average of this revised figure by the average
Jimma/Sidamo auction price gives an export mark-up
from auction of 42,08%. This is rather crude, of
course, since export unit values for a given month will
refer to coffee purchased one or more months
previously. However, making adjustment for this
does not alter the average mark-up significantly.

This may appear to be somewhat high but in fact is
not tao dissimilar to at leasl one consultant’s estimate
of 40.7% (Muir 1997, Table 11 ). ©Of the latter, taxes
were assumed o comprise 4.132% points, leaving a
business mark-up of 36.28% rounding this to 36%
therefore, and taking the producers’ share of the
auction price to average 683% then the producers’
share of the export price becomes 46.32%. However,
the exporter will also have rejected about a further
10% prior to export and making an allowance for this,
in order to compare like with like again, raises the
producers’ share to 50.96%

A rather lower estimate of the mark-up between
auction and export of 22.5% (LMC International 1999)
produces a figure of 51 43% for the grower share of
the final ex-tax FOB price. With 10% rejected in the
axporter's warghouse this would rise to 56.57% of
FOB (ex taxes), comparing like with like.

It is again perhaps worth noting that these figures are
not so different from those which were being
estimated during the late Imperial and early
revolutionary period, as noted by Teshome. For
example, the Coffee Production and Processing
Agency in 1975 estimated farm gate prices would be
about 40% of the FOB export price. In 1376 a figure of
48% came from the same source [note that the Coffee
Marketing Board was not established until 1978). An
independent study by Tekete! in 1370 estimated the
exporter's mark-up over the buying price to be only
18.7% (Teketel 1973, Tables VI-5, VI1-7). This was
before the introduction of the auction, but would give
an FOB share to the producer of about §7.9% (making
the same assumptions as above),

C. PRICE VOLATILITY

The degree to which they experience freguent
substantial price movements is in some respects as
important to the farmer as is the actual level of price
itself. This is difficult to measure as data is limited
but there are two possibilities, One is the Report on
Producers’ Prices in Rural Areas, utilised in the
preceding section, produced by the CSA, which gives
a fairly complete series of coffee prices to farmers in
different parts of the country between Novembar 1934
to August 1998 (as at end of 19958). These can be
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compared with trends in unit export prices and with
intermational prices. A cormesponding series of
auction prices for this complete period is not yet to
hand. The other |s an IMF study in 1996 (International
Monetary Fund 1996) in which a continuous series of
coffee auction, domestic, unit export and New York
indicative prices was compiled for the 35-month
period January 1993 tc MNovember 1985, For this
peried, however, there are no farmers’ price records.

Let us look at these in turn.

i) November 1994- August 1998

Although there were two significant periods of high
prices which subsequently fell during this period a
first approximation to the overall degree of valatility

experienced can be obtained by looking at
coefficients of variation, as in Table 2.
Tabla 3. Varlation ln Coffes to Farmam
embar 1994 - August 1538
Coaft, Of
Maan 3.0 Var,
dimma Green B.5860 1.3063 0.2692
Dirledd Ried 44732 14173 03163
Sidama Gresn L4T1] 1.7837 0.2108
Dirigd Red 4.9443 1.0417 02641
Unit Expost FEELT] 18946 01844
Values
{#ll beans) |
WY Arabics | | 1508935 | 33.4397 02218

Hotes: Mean and 50 fw Jemwna Sidama and unit sapon values are in
Borig 0 NY Arabsch they are in conta/ih  The coefficient of vanabon is
ihe siandard deviabon drvded By the mean

Source: C5A FO Leht

The evidence on this inilal measure is mixed. Ineach
of the two regions of Ethiopia looked at here, the
price to farmers of sun-dried red beans has tended to
fluctuate more than that of decorticated green beans.
In the case of coffee from Jimma (and lllubabor) both
varieties have a higher coefficient of variation than
either Sidama or the NY price, with Sidama green
beans appearing toc be slightly more stable.
Interestingly, the least volatile are the unit export
prices.

The impact on farmers of such variability could be
guite significant. A standard deviation of between
20% and 30% of the mean, calculated on a month-to-
month basis, represents a h'gh degree of instability
for households on very low incomes. It also adds
considerable uncertainty to investmant in a tree crop,
with a seven-year gestation period, that js also
notoriously prone to disease of the berries.

As a measure of instability the coefficient of variation
is fairly crude, particularly if taken over a fairly long
periad in which there was a secular rise In prices. An
alternative is to fit a trend model and examine the
behaviour of residuals around the trend, There are
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difficulties with this for the period November 1584 to
August 1998 because of a number of gaps in the data,
but if these are ‘bridged’ by averaging then a mean
absolute percentage error from a simple linear trend
may be calculated, with results as follows:

Farmers prices of Jimma coffee 21.63%
Unit export values 16.16%
NY indicator prices, in Birrfkg 18.39%

That is, for the farmer the average deviation of actual
price from a linear trend is 21.63% of the actual price
(calculated for green beans only). Clearly the farmer
comes out worse with this indicator. It should be
noted that a linear trend is not actually the best fit
over this period but that is not the object. We require
anly a benchmark from which to measure fluctuations
over a fairly short pericd, Moreover, a simple trend is
likely to provide the best indicator of a 'norm’ as far
as farmers and people in the trade are concemed.

Overall, therefore, for the period November 1984 to
August 1998, the degree of price fluctuation
experienced by farmers appeared to have been
greater than that either of exporters or of international
traders.

Fig. 1. NY and AA Auction Prices 1993-35

L ¢ -

r:l-:-l

L8

Wier puad K

wAAMHSENIEFEZRT BANFT S8
o Jae ¥ - Moy B

i) January 1993-November 1985

For this earlier 35-month period between January
1993 and Movember 1995 there is ne corresponding
infarmation about prices to farmers. This was also a
period when international prices rose substantially
over a very short period of a few months from about
May 1994, and this is reflected in significantly higher
coefficients of wvariation than for the later period
discussed above. These give:

Coefficient of

variation
Addis Ababa auction price 0.5878
Unit export value 0.5059
NY indicator price 0.4773
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For this period local auction price fluctuations appear
to have been greater than were international prices. A
glance at Figure 1 shows that apart from the very
substantial price increase of mid-1994 the NY market
appears in general to have been slightly more stable
than the AA auction serles. This conclusion Is
sonsitive to the index used, however, if we look
instead at deviations from a linear trend then we get a
different ranking. The mean absolute percentage
errors (MAPE) are as follows:

MAPE
Addis Ababa auction price 18.3%
Unit export value 20.41%
20.41% 21.7%

If the combination in the middle of the decade of
rising international prices and a falling value of the
Birr against the US dollar led farmers and traders to
believe that higher coffee prices would prevail for
some time, then deviations around the trend are likely
to have been more meaningful than deviations around
an average pricedor the period. It s natable then that
ihe Addis Ababa auction during that period was
somewhat less volatile than the NY market. That may
be a reflection, of course, of the greater susceptibllity
of that market to rumours of early frost in Brazil.

CONCLUSION

It may be, somewhat superficially, concluded that
prices at each end of the chain tend to fluctuate rather
more wildly than at different stages in the middle. In
three of the four cases looked at in Section C either
unit export values or the AA auction have indicated
lower variability than either producers or the final
terminal markets in NY. The difference being that
mast of those invelved at the NY end can hedge while
farmers at the rural end cannot

The situation is, however, more complex than the
figures themselves would indicate. In Part A, | looked
at the share of farmers in the FOB price over one
season, 1997-98, taking the average for the season.
In fact, Table 1 shows that the share actually varied
quite considerably during the season. There is a
clear tendency for the producer to have received a
greater share in the later months, This may be a
reflection of how the market handles substantial price
movements within a season as this particular season
was marked by a rapid rise in the international price
during the first part of the season which fell away
significantly towards the end, as shown in the final
column of Table 2. A glance at the first four columns
of Table 1 shows that the price to farmers did not fall
to the same degree. The reasons for this are unclear,
though it may be that the higher international price
during the earlier part was taken as profit by
exporters and perhaps merchants, while the price
offered to growers remained more stable, though this
| is somewhat Inconsistent with the observations
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influeance of stock carryover (or its absence) from the
previous season,

Some differential effects have also been observed by
Hamza and Ayalew, Thus, the relative impact on
producers of rapidly rising international prices and of
devaluation of the currency during the mid-1990s
appear to have been quite different, even though both
should have the same effect of raising local prices, As
they point out, only about a third of the benefit of the
devaluation of the Birr in 1992 seems to have passed
on to farmers, while about two thirds of the substantial
price rise of 1994 was passed on. The reasons for this
diference are not clear, but may reflect either
institutional changes (some market liberation) between
the two years or the way in which different sources of
change are transmitted through particular parts of the
institutional structure. More information is clearly
regquired regarding the transmission mechanisms of
changing prices as they are experienced through the
supply chain. Further research would also investigate
whether prices rise and fall symmetrically or, as is
often found in retaillwholesale relationships, there is
asymmetry (Minten & Kyle 2000).

Clearly, much depends upon the institutional structure
of the marketing chain: on how competitive each stage
is and on how regulation affects different participants.
The situation is complicated by the fact that coffee
from different growing regions tend to attract
differential prices and that the farmer is often selling
dried undecorticated beans which are then often
processed by more than one merchant before being
finally exported to a given qualitative standard. Beans
rejected for export also command a price on the
substantial domestic market. Comparing like with like
through this process is therefore difficult.
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ERRATA

|Jn the Aug-Sep issue of Economic Focus, Table 3, in
Seife Dendir'g article, was inadvertently cut out and
‘Vol. 4 No. 4', on front cover, should read as "Vol. 3 No.
4'. We apologise for the inconvenience the errors have
caused to our dear readers. Table 3 is now printed
| below

Tiblcj; Reagwn and Liguldity Position

End of fiscal year (Millions of Birr)
Reserve position 1995/96 1996/97 1937/98
Het deposits 11307.9 | 128354 | 16166.9
Reserve requirement B880.6 B41.8 808.3
Reserve account with NBE 1985.2 1336.7 2425.3
| | Excess  short fall 1104.5 894 9 1617
| | Liguidity Position
Nel current depasits 10547 .4 11988.7 15112.2
Liguidity requirement 1582.1 1798.3 2266.8
| | Total liquid assets 41241 | 51909 | 77554
| l Excess | short fail 2542 3382.6 54883

Source MEDaC (1598)

ANNOUNCEMENT

I WE ARE PLEASED TO INFORM OUR

| READERS THAT VOLUME 7,

i NUMBER 1, OF THE ETHIOPIAN
JOURNAL OF ECONOMICS 1S NOW IN
'THE PRINTING PRESS AND WILL

'SOON BE ON SALE.
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ANNOUNCEMENT

The EEA/Economic Policy Research Institute is glad to announce that it has
embarked on preparing the Second Annual Report on the Ethiopian
Economy. To feed into the preparation of this report, the Institute has
identified a number of research studies to be undertaken both by the Institute
and interested parties. The Institute accordingly invites qualified candidates
to apply for the following short-term consultancy jobs:*

¢ Undertaking a study on * the impacts of the recent boarder conflict on the
Ethiopian economy”

¢ Assessing the applicability of  cost-recovery in the education sector” in
Ethiopia )

¢ Evaluating “the current state and potential long-term impacts of AIDS on
the development performance of Ethiopia”

The successful candidate in each study area is expected to prepare a
background paper on the topic and collaborate with the Institute in the design,
implementation and analyses of appropriate surveys that may be required by the
respective study. Candidates are encouraged to submit testimonials of their
qualification and a draft proposal indicating how they will approach the study.
The proposal to be submitted needs to clearly lay out the specific research
questions to be addressed by the study, the research methodologies to be used,
indicative budget and time frame of the study. The deadline for submitting
testimonials and proposals is December 8, 2000. Detailed terms of reference
and additional information can be obtained by contacting the Institute using the
following address: -

EEA/Economic Policy Research Institute
P.O. Box 34282
E-mail: eea@telecom.net.et
Tel. 557459
Addis Ababa

& s dditional shor-term research consultancy jobs will be advertised soon focusing mainly on the education sector in
Ethiopia
Vol. 3 No. 5 / October-November 2000 20 Ethiopian Economic Assoclation
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ANNOUNCEMENT

The EEA/Ethiopian Economic Research Institute has identified a number of
key research areas, which are considered to have significant implications to the
economic development of the country. Accordingly, the Institute has decided to
undertake a comprehensive and thorough research on “the current land tenure
system and its implications on the overall performance of the agriculture
sector”. This research involves a number of research components that will be
undertaken by both the Institute and interested parties.

The Institute, therefore, wishes to invite qualified individuals or consultants to
apply for the following short-term consultancy jubg: -

¢ To undertake “A review of the land holding systems and policies in Ethiopia under
different regimes™

e To undertake “A4 theoretical survey and analysis of land holding systems and lessons
from relevant country experiences and their effects on agricaltural production”

The Institute expects successful candidates to prepare a background paper on their
respective research topics and participate in the design, implementation and analysis of
appropriate surveys that are related to the overall research area. Candidates are
encouraged to submit testimonials of their qualification and experience, and a draft
proposal which clearly lays out the specific research questions to be addressed by the
study, the research methodology to be used, indicative budger and time frame required for
the study. Candidates are also encouraged to obtain further information including
detailed terms of reference by contacting the Institute at the address below.

The deadline for submitting testimonials and proposals is December 15, 2000.

EEA/Ethiopian Ecanomic Policy Research Institute
P.0. Box 34282
Tel: 557459
E-mail: eeat@telecom.net.et
Addis Ababa
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NOW ON SALE

|
| THE EEA IS PLEASED TO NOTIFY ‘
ITS READERS THAT THE

| FOLLOWING PUBLICATIONS ARE
NOW ON SALE:

| 1. PROCEEDINGS OF THE
| NINTH ANNUAL CONFERENCE
| ON THE ETHIOPIAN ECONOMY.

2. THE AMHARIC VERSION OF
THE ‘FIRST ANNUAL REPORT
| ON THE ETHIOPIAN
| ECONOMY.’
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INVITATION TO BID

The Ethiopian Economic Association would like to invite interested and qualified local
and international consultants to provide consultancy services in the area of
organisational structure, job specification and description, preparing administration
and financial manuals and Information Technology system application for the
association and its research wing, the Ethiopian Economic Policy Research Institute.

Eligible bidders can collect the complete set of bid documents against payment of non-
refundable Birr 30.00 and submit their quotations and other relevant information in

compliance with the bid document within 15 days after the first appearance of this |
advertisement in Newspapers.

Bidders can also submit their bid and receive documents via email.

|
Our address: !

The Ethiopian Economic Association
is Located near Jan Meda infront of 1% Police Station
Tel. 557459, Addis Ababa
E-mail: EEA@telecom.net.et
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Revenues from Exports and Payments for Importa of Selected African Countrias (USS milllon)

ETHIOPA HKEMTA SUDAN GHANA
T 1Ak 1895 KT 1995 1996 T 1696
1. Exports of Goods FOR 4230 FETE] ETE] 7010 585 T FIE] 14313 16010
1 mporta of Geods FOBD AT A TME 26524 25812 1,068 0 -1,330 5 -1,6BT B 1,837 0
3 Trace Baiance 7137 Tl T T8 1 3103 5102 KT 2560 08,0
4 Exposte of Services i & T Lo s [ELE: 1253 [T, 150 6 156 8
L brporta of Dervces TR 376 5 e A5G 6 723 Toom | @azh A5E A
& Balence on posds L services It 96 1 ATAG 4135 E5T A g 3 EBann 665 &
[ Area B K] IRE ] #40,387 1,808,812 138,027
TAMIAMIA LBOANDA TUNISLA EGYPT
1R [T} TREN ETT] (KT ] Lo L ET] T 1
1. Exports of Goods FOB a7 TEa 60 3 639 D 54700 BEm0 46100 L0
1 ot of Goods FOB "1 12131 07 w0 A0 Tann 23610 380 |
3 Trmos Ralance ) 40 E TR BN 8040 7.587.0 A300
1 Enports of Barvices 87 4 B8 1 104 0 1l 26090 26320 B.E000 (¥R
L importa of Senices T4 i 558 0 67 0 13520 1250 FIET] YT
& Halancs on gooas b sersces B4z R IR A0 0 B0 A0 A0 4070
e (Bg. Km) [TIELE 17,0800 183,810 1,00 L 000
She of Pogulation
1983 1998 ilTTR 1L
Exhiapia 58 677 100 58 506,000 :
Femya 30,522,000 31 806 000 z
Sudan HA MA 1o = 28.047,000
Ghana HA HA 1891 (ealimate) = 15 400,000
Tanzania 28 251 511 NA -
Uganda NA M A 1881 = 16,671,705
Tunisls B.05T 500 9,002,000
Egypl HA 49,272 382

N oA = Naol gvakdde

Gomaees | Adrcy South of wsham |99 2%th editon

T The Middie East nd North Afrca 1999, 43th editson
Bt publisbed by Eoropa Publicanom Lid | Londea. UK
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NATL'MTFa  fFAFRE PN "INdHFDT
Mk, TLEHF 1989  Pdtenm AMY
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fhbeEPF ATHFCSTITA FTE lhmFak

ATALY® Poo 398 A8 15 B9y
HNEFEF  £LE af  oory?  haL P4l
MMIFF Favpnd i NTABRTS hulet P8
Ot hah A AT 044 FC U4 hee 28
AP PAHCSTITA IRAFTT EdT AT 1%
Mdo “9E9T ooEZC NIBAOT WETraa:
NRIECTIN? SR LM doec? P19
PAFTCSTITA 18 hwdC BT ddmnd
BTyl APFAemS APA44 oorkd OFLLo
h¥l pdeao &t ¥  (PAATY BT AD2CF)
MR T

PAIECLTY BhThrE oo B0C PITABR TS
Y81 N"M-m» nNch? RA +C vICTF Té
AP (WP RIETIRTF FLEL tmdTl
A’y BCmo- 05 PYhATFD Beeiiahs
WIE UM WIET e T BFans NTIR
htedrT  AT°E APFTTCETS hRY Y OC
Aehancy AFFCSTITA 3ME n"LenE Fo
nehae ANAEIG P F ok LA o 7 T
RIS RERGTCYT: LU PTLUYm ST
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DEIYT AN WC TYRRRY hr
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=3yl AasaTFo NTTE 418 FRTLE
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WHETAANT Aeeahhh NGOt AATT
heyeapapee P Fm- Kact (nhag Eu
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TR E FIC WIEAANT L1em T hAR
Flmdnm 38T F2eh PRV nAhTOL
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" Developing countries... who represent the
'Sweeping majority of man kind' are axcluded from
the process of consultation and collective decision
making. The powerful countries.. through
increasingly sophisticated and disguised
protections, escape their obligations to open up
their markets, in accordance with the new
framewark of International relationships, while
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demanding the poor countries (o respect
scrupulously such obligations. Meanwhile.. 2 new
map of the world is belng drawn, from which a
whole continent, Africa, is merely erased..”
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International Trade Center (1870) Gefting Started in
Export Trade. UNCTADIGATT, GENEVA

ITC and Commonwealth The Global Spice Trade and
the Secrelarial (1996), Round Agreements,
ITCIUNCTAMWTO, Geneva Agreements
ITC/UNCTAIWTO, Geneva

Laurence Cockeroft and Foreign Direct Investment
in Roger C. Riddel (1991), Sub-Sahara Africa,
Policy, Research and External Affairs Working
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ua individual freedom cannot existl

without economic
independence.

security and
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

yet we have this consolation with us, that |
the harder the conflict the more glorious

Unless man is committed to the belief that
all of mankind are his brothers, then he
I labors in vain and hypocritically in the
| vineyards of equality.

Adam Clayton Powell Jr. |
“Black Power: A Form of Godly Power” |
Keep the Faith, Baby!, 1967 |

L __

It's all papers and forms, the entire Civil
Service is like a fortress made of papers,
forms, and red tape.

Alexander Ostrovsky, The Diary of a |

Scoundrel, 1868 ||
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Mational Bank of Ethiopia (Feb, 1999), Annual Report,
1996497, Addis Ababa

UNCTAD (198T), Trade and Developmeni Report. 1897,
N.Y. and Geneva

UN NGO Laison Service (2000), NGLS ROUND UP
Mo.54 N.Y and Geneva.

Yung Whee Rhee and Exporl Catalysts in Low income
Therese Helot, Jan. 1990 countries; A Review of
Eleven Success Stories World Bank Discussion
papers, World Bank, Washingten, DC. u

A country governed by a despot is an

Samuel Johnson

but diffic .t to drive; easy to govern, but
impossible to enslave.
Henry Brougham
Baron Brougham, attributed

Political institutions are a superstructure
resting on an egonomic foundation.

Viadimir llyich Lenin
The Three Sources and Three Constituent
Parts of Marxism, 1913

Small nations are like indecently dressed
| women. They tempt the evil-minded.

Julius K. Nyerere
Reporter, Apr 9, 1964

| You should never wear your best trousers
when you go out to fight for freedom and
truth.
Henrik Ibsen
An Enemy of the People, 1882

| You don’t make the poor richer by making ]
| the rich poorer,,

Sir Winiston S. Churchill
quotedTo the Point International
Nov 1, 1976 |
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PLANS TO DOTCOM
THE WORLD

Jennifer L. Schenker

imagine giving every single person In the World a
bank account and a personal Wab page, containing
a family photo. Add a short description of needs
and skills and the World Wide Web instantly
becomes a condult for something called person-to-
person microlending. This proposal and others
designed to reduce the digital divide between rich
and poor around the world surfaced last month
[January 2000] during the World Economic Forum.
Many of the top e «ecutives from the world’s largest
media, computer and communications companies
took time out from their usual deliberations about
the global economy to discuss concrete ways 10
pursue the initiatives.

Parson-to-person microlending via the internet was
championed by John Gage, chief researcher at Sun
Microsystems. He estimates that giving the 8 billion
people on earth their own Web pages would entail
only about $8,000 worth of disc storage. Gage and
other technology industry executives spoke to some
of the world's largest banks at the Davos meeting
about using digital certificates so that small
amounts of money can be transferred between
individuals,. As Gage sees it, some pegople think
nothing of spending $100 for dinner fer two, an
amount that would make a major difference to a
Third World family.

Tech leaders discussed two ways to move things
forward. One is spreading the micro-financing
model already tested in Bangladesh by lqbal Quadir,
co-founder of GrameenPhone, which bypasses
governments and banks and goes directly to
individuals. The other is to work with the people in
power and institutions such as the World Bank in a
top down approach. But the people in power no
longer seem to need nudging to jump on the
Internet bandwagon. At Davos, tech execulives,
such as Intuit chairman Scott Cook, said they were
surprised to hear French government officials
talking about innovation and venture capital and the
Japanese axtolling the benefits of e-commerce.

The Internet is clearly serving as a means of
spreading wealth across the globe, says Johan
Stael von Hoistein, a 36-year-old Swede who has
made a fortune from Internet companies lcon

Medialab and LetsBuylt.com. Stasl von Holstein is
which

now creating incubators—consultancies

Vol. 3 No. 5 / October-Movember 2000

nurture  fledgling Internet  entreprencurs—across
Furope and Asia to help create viable companies
Americans—and America's crities—are wrong to think
that, because they created dolcom companies and
the Internet is global, American companies will
dominate intermationally. Says Staal von Holstein,
"English content may very well end up being
produced in France or ltaly in future, as they are
much batter at communication than Americans are,"

Dell Computer chief Michael Dell went even further
and predicted inl in 20 years the leading language
on the Net will be Chinese. According to Michael
Dertouzos, director of the Massachusetts instituto
for Technology's Laboratory for Computer Science,
contrary to the fears of many, the Net is in fact a
great means of promoting cultural diversity.

But for all its potential benefits the Internet will not
be a panacea for the world's problems, warned lan
Craig, executive vice president of Nortel Networks,
Poople once thought Morse code would lead to
greater knowledge and understanding and stop
wars, says Craig. The Internetl, too, can only go so
far in changing human nature. “We have more
knowledge,” says Cralg, “but the basic operating
system is still the same.” Even Gates can't
dominate this one. (Time, February 14, 2000) B
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