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FROM THE EDITOR

As previous issues tried to do, this Bulletin attempted to present timely
and important issues in a non-technical manner. Two themes figured
prominently in this issue. One addresses the need, the requirement and
the role of policy implementation in a country’s development endeav-
our. Arguably, the appropriateness and the efficiency with which a
given policy is implemented are the two most important determinants
of economic performance. That is, the proposition that one or the
other alone cannot ensure economic growth is explored in these papers.
Most of these papers were presented in the last bi-monthly round table
discussion organised by the Association. .
The second set of papers focuses on the seemingly unrelated health sec-
tor issues. One of the papers explores the economics and particularly
the extent and the mechanics of financing health care provisions in this
country. This issue is likely to take a centre-stage in the economic
agenda of the country (if it has not already) as the demand for health
care provision increases dramatically in competition with other social
provisions for the limited national social sector budget. The second pa-
per attempts :to examine the socio-economic impacts of HIV/AIDS on
the economic health of the country. HIV/AIDS, besides its challenge
to medical researchers, has also emerged as an issue which combines
the unique feature of being a primary social, economic and political (at
least internationally) agenda all at the same time. Among these, the
economic dimension of HIV/AIDS is explored in this issue.

It is therefore hoped that the ideas contained in this issue will serve as
a starting point for further discussion and rigorous research, and ulti-
mately generate kin interest among policy makers. Failing to address
these issues in a comprehensive, effective and resolute manner might be
tantamount to failing in both the economic and social arena.
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' QUOTABLE QUOTES

Citizens are not born, but made.

Bauch (Benedictus de) Spinoza
* Tractatus Politicus, 1676

He who would not wish his own country to be bigger or smaller, richer or poorer, would be a

|citizen of the universe.
‘ Voltaire "Patrie™

Dictionnaire philosophique, 1764

A strict observance of the written laws is doubtless one of the high virtues of a good citizen, but it
lis not the highest. The laws of necessity, of self-preservation, of saving our country when in

danger, are of higher obligation.

; Thomas Jefférson

letter to John B. Colvin

Sep 20, 1810

Whatever makes men good Christians, makes them good citizens. -
' ' Daniel Webster |

speech in Plymouth,

Massachusetts

Dec 22, 1820

Before men made us citizens, great Nature made us men.
James Russel Lowell
“On the Capture of Fugitive Slaves near Washington™
3 1845

Everyone who receives the protection of society owes a return for the benefit.
John Stuart Mill

On Liberty, 1859

Without a home there can be no good citizen. With a home there can be no bad one.
Andrew Johnson
quoted by George L. Tappan
Andrew Johnson, Not Guilty
May, 1872
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ECONOMIC PERFORMANCE AND THE
QUALITY OF THE PUBLIC SECTOR

Alemﬁ}fehu Seyoum Taffesse

Economic Commission for Africa

I. INTRODUCTION

The conventional wisdom s that
the guality of the public sector in
Ethiopia needz to be improved
substantially.1 There is also suffi-
cient anecdotal eviderce, includ-
ing the pronouncements of gov-
ermnment officials, suggesting that
bad service and corruption are not
uncommon. Indeed, it appears that
very few service-providing public
sector crganisations are consid-
ered well-functioning by the pub.
lic.

Should this state of affairs be a
concern? The uneguivocal answer
is yes, it should be. How good the
public sector is in discharging its
functions
ciency and welfare achieved in an
economy. Broadly speaking, the
sector critically affects the design
and implementation of economic
palicies and through them the de-
velopment and efficiency of the
economy in general, and that of
the private sector, in particular.
For example, speedy licensing and
low corruption are viewed as im-
portant considerations to domes-
tic as well as forgign private inves-
tors, Similarly, the welfare of the
public in part depends on how
effectively and equitably public
services (such as health and edu-
cation) are delivered. it also de-
pends on how consistently and
uniformly rules and regulations
are applied. In this regard, dis-
torted provision of public services
and biased or arbitrary application
of rules and regulations can be
particularly detrimental to the well
being of the poor.

impacts on the effi- -
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Despite the significance of the=e
issues, to my knowledge, little sys-
tematic empirical work has been
done on the efficiency of the
Ethiopian public sector. Conse-
quently, this nete cannot report on
findings specific to Ethiopia. In-
stead, it addresses the issues in
general terms. Its aim is to hig?n-
light the significance of a high-
quality public sector, thereby
raising research interest in issues
of public sector performance and
reform. The rest of the note is or-
ganised as follows. Section Il and
Section Il respectively consider,
briefly and rather informally, the
econamic role of the state and the
quality of the public sector, and
the determinants of the quality of
the public sector. Section IV ex-
amines measurement issues and
reports some empirical evidence
on the determinants of the quality
of the public sector and the link
between that quality and economic
performance, Section V concludes.

Il. ECONOMIC ROLE OF THE
STATE AND THE QUALITY OF
THE PUBLIC SECTOR

Obviously, how good the public
sector is needs to be assessed
against the primary functions it is
expected to perform. Essentially,
these functions originate in the
economic role of the state in a
market economy. Hence, the gual-
ity of the public sector can only be
evaluated relative to the role of the
state,

Economic role of the state

A number of basic economic func-
tions are attributed to the state in a

market economy (Stiglitz {1998),
World Bank (1887), and Tanzi
(2000)).  Specifically, the state
needs to: maintain law and order
(the rule of law) by, among others,
establishing rules and institutions
aimed at the enforcement of con-
tracts and the protection of prop-
erty rights; maintain macroeco-
nomic stability and ensure an
incentives-compatible microeco-
nomic environment; allocate re-
sources to correct market failures?2
including provision (not necessar-
ily production) of public goods
(defence, infrastructure), dealing
with externalities (education,
health, pollution), invest in basic
social services (health and educa-
tion) and infrastructure {transport
and communications networks);
promote equity by helping the
poor and protecting and targeting
the vulnerable (such as the less-
well endowed and victims of natu-
ral disasters); promote growth and
employment; and protect the envi-
ronment.

The public sector is the institu-
tional apparatus through which the
state performs its functions. As
such, it can facilitate or impede the
formulation and implementation of
government policies. In  other
words, the quality of the public
sector is a major determinant of
the ease with which the state plays
its economic role,

Quality of the public sector

It is thus logical to define the
quality of the public sector in
terms of its ability to allow the
state accomplish its objectives as
efficiently as possible. Tanzi
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{2000) argues that ideally the pub-
lic sector should enable the state
to perform its tasks with the mini-
mum degree of distortion of the
market, the lowest burden of taxa-
tion on taxpayers, the smallest
number of public employees, the
lowest absorption of economic
resgurces, and the maximum de-
gree of accountability and trans-
parency in the relevant processes
and outcomes. More specifically,
the public sector should have the
ability to: provide appropriate
policy advice (including relevant
information); implement polices
and enforce rules (both within it-
self and in the society at large});
and provide good quality services
to the public. It should also per-
form these tasks in an efficient
(i.e., cost effective), transparent,
accountable and co-ordinated
manner. Therefore, the extent to
which these characteristics are
possessed by the public sector
can be used as the yardstick in
assessing its guality.

In this regard, it is important to
make a distinction between the
guality of the public sector and the
quality of economic pelicy. The
two are likely to be positively cor-
related since a high-quality public
sector will help in designing good.
economic policies and facilitate
their effective implementation
(Tanzi (2000) and World Bank
{1997, 2000b)). However, the goals
of the state must be feasible in the
sense of being a sufficiently realis-
tic reflection of the economy's
capabilities. Even a very efficient
public sector will be unable to
cope with unrealistic goals., One
major implication of this distinc-
tion is that, in explaining unsatis-
factory outcomes, it is necessary
to examine both the appropriate-
ness of policies and the effective-
ness of the agencies implementing
them. One or the other or both
could be the culprit{s).

ill. DETERMINANTS OF THE
QUALITY OF THE PUBLIC
SECTOR

The consensus is that a high-
guality public sector is an asset to
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society. The obvious corollary is
that wherever the quaility of the
public sector is low, the necessary
effort should be exerted to raise it
An effective strategy to achieve
the latter requires, among others,
a clear understanding of what de-
termines the quality of the public
sector. A number of recent studies
explored these determinants (see
for instance, Manning, Mukherjee
and Gokcekus (2000), Rauch and
Evans (2000), Tanzi {2000), World
Bank {2000a,b)). Their findings are
summarised below.

1. The quality of the public sector
depends on its institutional en-
vironment. The latter is com-
posed of formal constraints
and informal constraints fo
which public sector institutions
are subject. Formal constraintg
are comprised of formal rules
which articulate government
policy broadly or narrowly, as
appropriate. These rules are
laid down in constitutions, laws
(including budget documents),
and specific regulations {such
as decrees, directives, and op-
erational manuals). Informal
constraints, on the other hand,
are norms. of behaviour, con-
vantions, and codes of con-
duct. They generally reflect the
interrelated historical, socio-
economic and cultural circum-
stances of communities.

The guality of the public sector
is augmented by laws that are
stated clearly and cover all the
relevant areas, that do not lead
either the public or public offi-
clals to conflicting interpreta-
tions, that are not conflicting
among themselves, and whose
number is as small as feasible.
It is also important that rules
and policies are credible and
resources are {refative to tasks)
adequate and predictable,

2. The overall quality of the public
sector Is significantly detar-
mined by its institutional com-
position (which institutions
exist within it and which rele-
vant ones are missing), by the
effectiveness of the interaction
among its institutional ele-
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ments, and by the performance
and efficiency of the individual
institutions (or agencies).

The public sector is a system
composed of various organisa-
tions with many functions. Its
efficiency as a system therefore
partly depends on how its con-
stituent parts interact among
themselves. These interactions
generate what can be referred
to as inter-institutional exter-
nalities, which can be positive
or negative. A weak link in the
system may constrain the per-
formance of the entire sector.
This feature should thus be
recognised and dealt with in
any attempt at enhancing the
guality of the public sector.

The performance of individual
public agencies depends on:
their tradition and reputation;
the resources available to them
and the discretion over their
use; the clarity of their man-
date; their organisation; the in-
centives that they face; the
guality of their leadership and
staff, and the freadom they
have over reorganisation mat-
ters.

Clearly, all these factors influ-
ence the performance of indi-
vidual employees. This per-
formance, in turn, is a major
determinant of efficiency at the
level of institutions. A number
of specific factors were found
to be influential at the individ-
ual level. These include merit-
based recruitment and promo-
tion, monetary incentives, se-
curity of tenure, long-term ca-
reer passibilities, job
satisfaction and professional
achievements, and the oppor-
tunity to realise socially desir-
able objectives.

. The quality of the public sector

also depends on the existence
of controls and enforcement
mechanisms.3 Controls and en-
forcement characteristics ex-
press the manner in which and
the extent to which the two
aforementioned sets of con-
straints are enforced. Within
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the public sector itself, it is
critical to have regular and effi-
cient internal audit, audit by a
central audit agency, merit-
based reward and punishment
procedures, systematic record
management, and effective per-
formance appraisal.

It is also important to institute
systems of evaluation located
outside the public sector. This
is particularly significant in the
light of the monopolistic posi-
tion of many public sector
agencies. External control and
enforcemant mechanisms in-
clude regular and systematic
elicitation of the reactions and
preferences of citizens and civil
society with respect to the
services rendered by the public
agencies, effective parliamen-
tary supervision, and a fair and
speedy court system.

Briefly, the guality of the public
sector depends on a complex set
of factors. Consequently, enhanc-
ing that quality requires a holistic
approach. In diagnosing relevant
problems and working-out appro-
priate solutions, it is imperative to
examine the institutional environ-
ment, inter-institutional external-
ities, incentives, and enforcement
mechanisms, One important fact is
commonly not fully appreciatad, in
this regard: immoral behaviour on
the part of some public sector em-
ployees is, at most, part of the
problem, and mitigating such be-
haviour through punishment only
part of the solution.

iV. SOME EMPIRICAL
EVIDENCE

As noted above, the role of the
public sector in determining eco-
nomic outcomes has been subject
to some empirical analysis.4 Two
major and closely related lines of
research can be identified. The
first, and slightly earlier, strand
focuses on the impact of ‘institu-
tional quality' (such as bureau-
cratic quality and corruption in
govermnment) on economic growth
{(Knack and Keefer (1985) and
Maurc (1995)). The second line
concentrates on measuring the
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perfformance of the public sector
and identify the relevant determi-
nants of that performance (Man-
ning, Mukherjee and Gokcekus
(2000), Rauch and Ewvans (2000),
Tanzi  (2000), World Bank
(2000a,b)). The following few para-
graphs report on both strands by
considering measurement issues
and empirical findings.

Measurement issues

As can be surmised from the dis-
cussion above, both the quality of
the public sector and its determi-
nants are multidimensional and
rather difficult to measure, Despite
the difficulties, a verity of meas-
ures have been developed and
employed. Some are outcome in-
dicators which serve as proximate
measures of the quality of pufflic
institutions. Others attempt to di-
rectly measure elements of that

guality.

World Bank (2000b) classifies the
measures into two types—descrip-
tive measures and evaluative
measures. As the name indicates,
descriptive. measures describe
prevailing public sector circum-
stances with little normative con-
tent. Examples include number of
civil servants, civil service pay,
turnover rates for civil servanis,
aspects of organisational struc-
ture, revenue predictability, and
deviation between budget appro-
priations and actual spending. In
contrast, evaluative measures are
nomative involving judgements
about guality. These measures are
in turn divided into three sub-

types:

a. Objective fact-based measures
such as waiting time for tele-
phone lines and budget vari-
ability. A rather limited number
of such measures are currently
available. However, a lot of ef-
fort is being made to increase
both the number and coverage
of this type of measures,

b. Participant survay-based
measures such as elements of
the Global Competitiveness In-
dex {by the World Economic
Forum). The surveys, usually

conducted by country rating
agencies, cover citizens, entre-
preneurs, foreign investors,
and public officials. Thus, the
measures based on these sur-
veys reflect the views and per-
ceptions of their respondents.

c. Expert opinion-based measures
such as the Corruption Percep-
tions Index (by Transparency
International) and the index of
Bureaucratic Quality (by Inter-
national Country Risk Guide).
These indicators are derived
from the responses of experts
who are asked to rate the qual-
ity and effectiveness of public
institutions.

Given the paucity of hard-data on
the quality of the public sector, the
last two subtypes are quite useful.
To put things in perspective, how-
ever, it is essential to mention
some of their shortcomings. Being
largely subjective, these indicators
can be biased and difficult to
compare with one ancther even
when they claim to measure the
same phenomenon. They may also
fail to accurately reflect the con-
cerns and perceptions of actual
stakeholders (this may be par-
ticularly true of those based on
expert opinions). In order to allevi-
ate these and other measurement
problems, a substantial amount
effort is being exerted towards
standardisation (see, for instance,
Knack and Manning (2000) and
World Bank (2000b)).

Empirical findings

There is a growing number of
studies which empirically explore
the determinants of the perform-
ance of the public sector and the
impact of that performance on
economic outcomes. Given space
limitation, it is possible to only
briefly report some of the major
findings.5

a. Manning, Mukherjee and Gok-
cekus (2000) identify three di-
mensions of the performance
of public sector institutions -
result focus, accountabllity,
and employee morale, Result
focus covers attainment of or-

Ethiopian Economic Association
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ganisational objectives, effi-
ciency, and merit-based reward
and punishment. Accountability
captures  enforceability of
ragulations (including record
management, project evalua-
tion, internal audit, and per-
formance appraisal), extent of
delegation, and answerability to
society lincluding to citizens,
civil society, and parliament).
Employee maorale essentially
refers to the satisfaction of
staff. They also identify ele-
ments of the institutional envi-
ronment within which public
sector agencies operate. These
include; the existence and na-
ture of rules of recruitment,
evaluation, traiming, and re-
cording; perceived fairmess of
treatment; predictability of ca-
reer path, the degree of policy
consistency; effectiveness of
communication regarding pali-
cies; the extent of employee
support to policies adopted;
the degree of political interfer-
ence andlor micro-
management; and the predict-
ability of resource availability.

Using survey data, Manning,
Mukherjee and Gokcekus
(2000) estimate the impact of
the specified elements of the
institutional environment on
public. sector performance.
They find that the result focus
of agencies is positively and
significantly influenced by the
existence of rules in evaluation
and recording as well as em-
ployee support to adopted poli-
cies. Similarly, their results in-
dicate that accountability of
public sector Institutions Is
positively and significantly af-
fected by existence of rules in
evaluation, training, and re-
cording; predictability of career
path; the degree of employee
support for adopted policies;
and limits to political interfer-
ence andfor micro-
management. Furthermore,
they find that existence of rules
in recruitment, evaluation, and
recording; percgived fairness
of treatment; predictability of
career path; policy consis-
tency; the degree of employee

support for adopted policies;
and limits to political interfer-
ence andlor micro-management
are positive and significant de-
terminants of amployee morale.

b. Rauch and Evans (2000) find
that, in their sample, meri-
tocratic recruitment (recruit-
ment on the basis of a civil
service examination or univer-
sity education) is empirically
the most important determinant
of bureaucratic quality. To a
lesser extent, their findings
also suggest that internal pro-
motion and career stability are
also important.

¢. Knack and Keefer (1995) find
that corruption in government
and bureaucratic delays reduce
GDP growth, while bureaucratic%
quality raises it.

d. Maura (1985) also finds that
corruption and bureaucratic red
tape reduces growth in per
capita GDP, while Mauro (1997)
shows that corruption leads to
lower public expenditure on
health and education.

2. Rahman, Kisunko and Kapoor
(1999) find that corruption is
detrimental to growth, invest-
ment, and foreign direct in-
vestment,

In short, there is sufficient evi-
dence to establish that a high-
quality public sector promotes
good economic oulcomes; and
that the quality of the public sec-
tor, in turn, depends on the 'gqual-
ity" of its institutional envireonment,
the appropriateness of the con-
straints and incentives facing indi-
vidual agencies and their employ-
ees, and the existence of effective
control and enforcement mecha-
nisms.

V. CONCLUSION

In a poor country like Ethiopia, in
which the private sector and the
market are still weak and poverty
is extensive, the economic role of
the siate iz considerable in both
scope and significance. The find-
ings reported above clearly indi-
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cate that a high-guality public sec-
tor helps the state play this
considerable role effectively. It
appears that the quality of the
public sector in Ethiopia leaves a
lot to be desired. The necessary
effort, therefore, should be exerted
to raise that quality. It is also im-
portant to recognise that the gov-
ernment, the private sector, civil

society, and individual citizens
can and should constructively
contribute to that effort.

An effective strategy to improve
the effectiveness of the public sec-
tor requires, among others, a clear
understanding of what determines
the quality of that sector. Public
sector agencies have a number of
distinctive features which include
multiple principals, multiple geals,
and lack of competition (Dixit
(2000). Moreover, the specific insti-
tutional, socio-economic, and his-
torical context imparts a degree of
specificity to these agencies and
their functioning. These features
need to be taken into account in
evaluating the performance of the
public sector and in designing
reform programmes aimed at en-
hancing that perfformance.

These considerations suggest that
the rigorous economic analysis of
the performance of the Ethiopian
public sector and its determinants
is a priority aréa of research. Pub-
lic agencies themselves, profes-
sional associations such as the
Ethiopian Economic Association,
the private sector, and individuals
should engage in this line of re-
search actively and without de-
lay.&
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MAJOR PROBLEMS IN POLICY
IMPLEMENTATION

* Kebur Gena

President, Addis Ababa Chamber of Commerce

INTRODUCTION

Thank you for the invitation and
for the opportunity offered to me
to discuss what is, | believe, an
Important topic-improving gov-
emment parformance.

The literature concerning policy-
making is rife with disagreement.
A number of authors suggest that
the reason for this disagreement
is that conceptually, there is lack
of agreement on the meaning of
the term ‘policy’, which is often
defined either too broadly, in
tarms of a set of goals or in a
sgtatement of belief, or too nar-
rowly, in terms of a detailed
specification of a course of ac-
tion to be followed or a set of
rules and procedures.

However, if one examines the
literature more carefully, it be-
comes clear that the root of the
difficulty for most of the writers in
the discipline is in developing an
acceptable phrase that precisaly
captures the essence of palicy.

| thought it best at this stage to
define the term ‘policy’ in order to
provide the basis for discussions
around the nature of effective
policy and the conditions for ef-
fective policy implementation.

For tonight's discussion | will
adopt Caldwels definition that ' a
policy is a set of guidelines which
provides a framework for action
in achieving some purpose on a
substantive issue...they imply an
intention and a pattern for taking
action™. Therefore, "a policy is
established to achieve some pur-
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posa, which invariably reflects a
set of beliefs or values or phi-
losophy on the issue concerned”
Policy, it seems in the Ethiopian
context, has been traditionally
viewed as those decisions made
by individuals in power to exer-

cise control over those who must %

obay,

However, this traditional view of
clear lines between policy deci-
sion and action is largely imagi-
nary. In reality, there are no
clearly-cut distinctions between
the policy framers and the policy
implementers. In fact, those who
make policies are very often the
pecple who must implement and
even obey them.

In any case, one can glean key
words and phrases which appear
to capture the essence of policy
and combine them to synthesise
an effective definition of policy.
Words and phrases such as
"walue statements”, "communica-
tion", "efficient public service",
"decisions", and "choices" speak
to various aspects of policy
making.

Thus, policy may be defined as
those general regulations made
by governing or administrative
bodies that communicate value
statements which are intended to
give acceptable choices for deci-
sion making especially in prob-
lem or controversial areas:

Now, having established a certain
common ground on the term
‘policy’, | will go straight to the
main theme of the discussion—
policy implementation. We all

know that policies are not self-
executing. Simply because leg-
islators or policy enactors ex-
press explicit intentions in policy
does not guarantee those aims
will be preserved. If that were tha
case we would not have been
here tonight.

Policy implementation implies
bringing technical knowledge,
skills and abilities to the imple-
mentation of public policy and to
the everyday running of the gov-
ernment,

THE CHARACTERISTICS OF
EFFECTIVE POLICY

If one can assume that all poli-
cies are not created equal and
that some policies are "better" or
more effective than others, one
must examine those policies
considered to be effective in
changing target group behaviour
in order to describe the charac-
teristics of effective policy. There
are some characteristice com-
maon to effective policies that one
can identify to make policy fram-
ing more scientific and precise,
and more likely to be successful
in achieving desired behaviours.

One characteristic of effective
policy is the size or magnitude of
the change in behaviour targeted
by the policy itself. Charles Lind-
blom (1979), in his exploration of
what he calls the "science" of
muddling through, suggests that
“incrementalism .. [or] political
change by small steps"” (p. 517} is
the key to effective policy. The
crux of his argument is that "no
person, committee, or research
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team, even with all the resources
of modern electronic computa-
ticn, can [effectively] complete
the analysis of a complex prob-
lem [like those before today's
policy makers]” (p. 518). There-
fare, the range of possible deci-
sions in almost any worthy policy
area is too broad to be addressed
by sweeping policy changes. He
postulates, then, that effective
policy consists of "a fast-moving
sequence of small changes
[which] can more speedily ac-
complish a drastic alteration of
the status guo than can an only
infrequent major policy change"
(p. 520).

Another aspect of effective policy
is the type of directive contam-
plated and its potential effect on
the organisation. In this regard
ane can identify four types of
policy directives.

(a) vague, but provide clear fi-
nancial support;

b} specific, and provide clear fi-
nancial support;

(¢) vague, but provide no clear
financial support; and

{d) specific, but provide no clear
financial support .

There is also a suggestion that
most  policy implementation
problems are due to "intra-
organisational” conflicts. There-
fore, effective policies avoid in-
tra-organisational implementation
problems by establishing a spe-
cific mandate and providing suf-
ficient resources.

A policy may be considered ef-
fective, therefore, if it success-
fully effects a change in target-
group. behaviour with a minimum
of resistance. Further, it must be
specific enough to clearly deline-
ate expected behaviour without
being so rigid that it does not
allow local implementation flexi-
bility, It must make sense within
the context of other policies that
are in effect, and it must be prac-
tical in terms of implementability.
Finally, it must be appropriate, for
it scarcely matters what sjze
hammer one has when one is
faced with a screw.
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MAJOR PROBLEMS IN
POLICY IMPLEMENTATION

Everyone Loves Policy and No
One Loves Implementacion.

Here are some of the major im-
plementation problems:

Lack of capacity-the expertise,
organisational routines and re-
sources available to support
planned change efforts are not
there; and in fact the problems |
will go over tonight are basically
the results due mostly to lack of
skills and proper knowledge.

For example, let’s take housing-a
problem we don’t seem to be able
to address. The private sector
could have benefited from t

right kind of environment had the
structures of state were geared to
mabilising funds from, say, the
pension fund, The job creating
potential of such housing pro-
grammes and co-ordinated public
works programmes would have
heiped the creation of more than
500,000 jobs through public
works. | believe the problem here
is lack of government capacity.

Will-The will or the motivation to
embrace the policy objectives is
not there;

How many times have you come
across the statement-we are not
guthorised to do that...That's
somebody else's job. The fact is
most people in the public, in-
cluding most very well educated
and concerned don't care to see
things work.

Authority—As a tradition in this
country we really like authority
very much! Many of the things
the government does have to do
with authority over people. The
people seem to have accepted it,

In Ethiopia, power is concen-
trated on the Executive. Policies
are made within a tight group of
people who know sach other, It is
in fact more and more danger-
ously supported by select ethnic-
rooted groups, excluding other
classes. True, a representative

democracy is tolerated since it
can be manipulated. The legisla-
tive is dependent on the Execu-
tive for most policy issues even
to elect its own representatives.
The consequences are a recess
of civil life and no chance for so-
cial organisation and local lead-
ership. Under such conditions
large conglomerates of enter-
prises are formed and that makes
private and oligopolic the most
profitable sectors of economy. In
the cultural life, authoritarianism
appears in the way the means of
communication are controlled
and used.

Complexity-Don't be surprised if
someone insists that those peo-
ple in the parliament should not
be allowed to change or vaote for
a law until they have read it; that
is to say policy are adopted with-
out praper analysis and review of
options,

For one thing the people don't
tend to focus on the concept of
implementation long enough: Itis
long and complicated, because
thare are many people at many
levels in many parts of the gov-
ernment agencies.

Lack of leadership-leadership is
needed to canfront all the social
and economic harm people face.
Perhaps it's important | list the
most commonly associated skills
of leadership-vision, direction,
persuasion, development (pro-
viding professional growth) and
appreciation (recognising with
gratitude the contribution); in
many instances these are lack-
ing;

Unreasonable level of secrecy—we
go from one surprise to another,
The concept of a Green Paper,
offering options and encouraging
questions for government to for-
mulate policy is unheard of.

So where do we stand in terms of
policy formulation and implemen-
tation in the state of the union?
Are we meeting the challenges?
Do we have a winning plan of
action to meet that challenge, to
lead our people to the new world
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of the 21st century?

Let's be honest Yes, governing
Ethiopia Is no easy task but at the
end of ten years of the present
government we don't have much
to be thankful for. Economic de-
cline and famine are still with us.
| don't ses much optimism
around, Do you? All for the wrong
policies or the poor implementa-
tion of the right policies.

make our nation better. Are we
seizing the occasion for the new
promise of the global economy? |
think not. | don't see us shaping
events. | don't see us acting,
grabbing the best possibilities of
our future.

And yet we have everything go-
ing for us, Save our own inaction.
| balieve this government lost a
graat occasion this past Septem-

This was a good opportunity for
launching policy actions to pre-
pare the people of Ethiopia for
the 21st century. Actions to revi-
talise our economy and our
young democracy for all our peo-
ple; action to strengthen educa-
tion and harness the forces of
technology and science; actions
te build stronger families and
communities; and above all, the
spirit to build a more harmonious

ber to issue a call to action for union here at home. M
Can we really say that Ethiopia the Mew Year and right after the
today is strong? Are we rising to victory against Eritrea.
ANY OTHER BUSINESS '
A b it CianE | THAT RIND OF | THAT REMLY
AD A GRERT GMME | THAT )IND OF | THRT «
B Goocn WITH | THNG CAN DO | DEPENE, ADRIAN
HE CHMRMAN | MY CAREER NO

:Lfg/_r‘ﬂ/

enNb oF Goop
\_/T_)

ON WHAT?

A

HUERBME |

WIN BY

ON Hol ou DID LET | 1T oNLY A JOR,
MUCH LN:H‘NQ 40 STILL HAVE
Him “

&
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- POLICY IMPLEMENTATION AND -
ECONOMIC GROWTH

Dawit Yohannes

Speaker of the House of people’s Representatives

As the topic of discussion al-
ready points to issues of pol-
icy implementation, | will not
dwell on the substantive is-
sues of policy formulation and
articulation. This means that |
will presume that there are
agreements on such funda-
mental issues of state in-
volvement in the economy and
government led initiatives in
certain sectors of the national
economy.

By concentrating on imple-
mentation related issues, we
will assist policy makers to be
sensitive on the actual effect
of a government endorsed
policy and the obstacles it
faces in actual implementa-
tion.

| think it is common sense that
a sound economic policy will
have effective implementation
if three conditions are met:

L. The economic ac-
tors have the suffi-
cient maturity to
implement de-
clared policy.

Il The  government
bureaucracy is ef-
ficient and produc-
tive.

L. The public at large
supports the eco-
nomic policy.
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L. The economic actors
have the sufficient ma-
turity to implement de-
clared policy.

in Ethiopia today no sound
economic policy will bear fru

unless the stakeholders in the
declared policy have the ca-
pacity and the needed organ-
isational structure to take ef-
fective advantage presented,
As you all know, the market
forces in Ethiopia are weak
and fragmented. Individual
entrepreneurship is the domi-
nant form of doing business
as opposed to corporate,
partnership and other forms of
doing business. This defi-
ciency will incapacitate the
market forces from having the
necessary impact in both the
articulation of national eco-
nomic policies and its imple-
mentation.

For example, the implementa-
tion of any tax policy depends
on the taxpayer's perception
of its responsibility and in fact
in its own interest to avoid
corruption. Many a govern-
ment policy fails as the indi-
vidual businessman con-
ceives taxes as net losses to
his income,

. The government bu-
reaucracy is efficient
and productive.

The need to re-orient the gov-
ernment bureaucracy towards
the concept of public service
as opposed to the notion of a
governing body of public af-
fairs is the crucial determinant
for effective policy implemen-
tation. This will require a
fundamental re-organisation
of the civil service with trans-
parent and simplified adminis-
trative rules and procedures.
The ethical standard required
of public employees must be
of a higher standard. Gov-
ernment must make sure that
public employees are not un-
derpaid to avoid challenges
into corruption,

L. The public at large
supports the economic
policy.

In an aspiring democracy
such as the one we have in
Ethiopia today, no national
policy will be successfully im-
plemented unless wide public
support is secured. A policy
designed and articulated to
assist development will di-
rectly affect the public who
will take part in its implemen-
tation without reserve. A con-
scious public will fight for
transparency and will not en-
courage and tolerate corrup-
tion. l
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GROWTH POLICIES AND THE
EXPERIENCE OF AFRICAN

ECONOMIES: SOME REFLECTIONS

¥

1. INTRODUCTION

Arguably, more than any other
factor, Africa is a victim of ill-
designed policies (both domestic
and foreign). These inappropriate
policies at the macro-economic
level include: high fiscal deficits,
misalignment of the real ex-
change rate, and distorted price
policies in general, These factors
could be grouped as incentive
incompatible policy stances that
distorted price signals which
hindered individual initiatives in
favour of bureaucratic red tape
and inefficiency.

As many argue, passing through
the colonial experience has also
robed Africa of its creative initia-
tive and confidence. But this the-
sig seems to have lost its status
by both the performance of other
countries which were in similar
circumstances and its perform-
ance in the last four decades or
so. That is, whatever the potency
of thiz argument in explaining
Africa’s economic performance
until the end of the Colonial era, it
fails to explain the history of Af-
rica's economic performance
during the post-colonial era.
Some argue, the institutional and
cultural legacies of colonialism
lingered and contributed to the
weak performance even today,
but this, even If accepted, cannot
explain the whole story.

The current prominent thesis in
explaining Africa’'s poor eco-
nomic performance focuses on
ill-designed polifies and lack of

‘Haile Kebret
Addis Ababa University

implementation, but still without
fully articulating the latter. The ill-
designed policies range from
poor imitation of western experi-
ences ({like the Marshall Plan)
which was meant to fill the saving
gap, to imposing superficial su-
pra-structures without paying
significant attention to the infra-
structure in what is convention-
ally termed as import-substitution
led growth strategy. We know
now aid did not fill the saving gap
and that imports have not been
substituted and exports have not
been diversified.

On the socio-political side, the
supra-structure included a bu-
reaucratic structure and an edu-
cation system which were by and
large cheap imitations of western
countries. Cheap imitations be-
cause the bureaucracy has not
incorporated the appropriate in-
centive-compatible  procedures
and the education system, not
only has it not been expanded,
but was not designed to produce
effective human capital eitherto
use the growth jargon,

In short, as all the economic indi-
cators testify (lower GDP per
capita today compared to the
1960s, for instance}, Africa seems
to go more to the south (the land
of poverty) as all other regions go
North where it seems progress
and wealth have permanently
located their residence.

This state of affairs forces one to
raise the non-retiring but tiring
questions of: What really went

wrong? What lessons have we
learned in studying growth theo-
ries for good 50 years or so? And
finally, what makes these policies
ineffective in Africa?

As an attempt to answer these
guestions, this short note will
focus on addressing the follow-
ing questions: First, what does
the accumulated wisdom of
growth theories tell us about
growth strateqy? Second, what
lessons could we learn from
countries that have succeeded in
transforming their economies in a
relatively short period of time?
And third, based on what we
know from the accumulated theo-
retical wisdom and country expe-
riences, what is the role of policy
implementation in the growth
process?

2. LESSONS FROM
GROWTH THEORIES

2.1. The Financing-Gap
Model

After the collapse of the colonial
era, the dominant growth strategy
was designed along the lines of
the then contemporary theories
that focused on saving mobilisa-
tion (summarised in what Iis
called the Harrod-Domar Model).

This paradigm suggested that
counties with a savings gap
should be given aid to fill the gap
following the experience of Euro-
pean countries under the Mar-
shall plan. This was rationalised
as follows. Since the main bind-
ing constraint to growth was be-
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lieved to be a financing gap
(which later was modified to in-
clude other gaps namely the ex-
change rate and the fiscal gap),
these models were used to fore-
cast future economic growth us-
ing the rate of investment and the
incremental capital output ratio
or ICOR (ICOR = output growth).

We now know saving mobilisa-
tion by itself is not the panacea it
was hoped to be. Let me cite
some evidence to support this
statement: (i) expansion of aid to
fill the financing gap increased
from $5 hillion in 1960 annually to
$45 billion in the 1930s (in con-
stant dollars) with a cumulative
sum of one trillion world wide (in
the 1990s). According to the fi-
nancing gap model, aid should
have increased investment one
for one, but only 6 out of 88 coun-
tries invested as the model pre-
dicted. What is more, the rela-
tionship between short run
growth and.investment only held
as predicted by the model in only
5 out of 138 countries; and (ii) to
give a specific African example,
given the level of aid that came to
Zambia, the model would predict
that income per capita would be
$20,000 by 1994, but actual figure
was only around $600.

Despite such failures of the
maodel, it is surprising that one
still finds the growth predictions
and policy advice coming from
international financial institutions
are, in many cases, based on this
model - using the ICOR to project
growth and calculate the financ-
ing gap. This is even surprising
noting that the inventor of the
theory himself refuted the idea a
year after he suggested it as a
strategy of long term growth.

2.2, Growth and Technical
Progress

For reasons outlined above and
others, the saving gap model lost
its prominent status in the aca-
demic circle (though not neces-
sarily by practitioners, as noted
above) and was replaced by the
hypothesis that economic growth
s determined by increases in
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Human and physical capital and
technical prograss.

The core idea of this hypothesis
is that economic growth is de-
termined by technological
change and not by saving or in-
vestment - due to what is called
in the jargon diminishing returns
to capital (or investment).

The accumulated evidence to
date suggests that both cross
country and across time growth
differences could not be ex-
plained by capital accumulation
{or level of investment) alone-
because physical capital only
explains about 25% of variations
in growth rates between coun-
tries and over time. Based on
reliance on physical capital, the
dominant growth strategy ofg
many LDCs in general and that of
African countries in particular, in
the 19605 and 1970s was what is
termed an inward looking or im-
port-substitution - which relied on
relatively massive importation of
physical capital. To highlight the
point, in 1960-1975 Zambia had
an average investment rate of
over 35% of GDP but its GDP per
capita grew at an average of 0.4%
only, while South Korea had
{during the same period) an in-
vestment rate of 19% of GDP but
its GOP per capita grew by 8%.
This and similar evidences
clearly suggest that accumulation
of physical capital alone is not a
sufficient condition for economic
growth. The main weakness of
the above theory is that it ignores
the impact of policy on total fac-
tor productivity or technological
change as the new growth theo-
ries clearly demonstrate.

2.3 The Structural
Adjustment Decade of
the 1980s

As an attempt to revive LDC
economies after the economic
faillures of the previous decades,
both foreign sponsored and in
rare cases domestically initiated,
many countries have been en-
gaged in what is referred to as
structural adjustment programs.

Since many African countries
engaged themselves in the proc-
ess of this structural change and
stabilisation polices (albeit at
different degrees), professional
economists have not wasted their
time to evaluate the impact of
these policies on the economic
performance of African econo-
mies. With some variation, the
early 1990s economic indicators
suggested sQme positive
changes in many African coun-
tries which led to some optimism
{even some authors go as far as
calling it the ‘African Renais-
sance’). In the late 1990s how-
aver, the consensus [with some
variation again) regarding the
economic performance of many
African countries seems to t bhe
that the positive signals more
often than not have disappeared,
and even if they exist they are
weak and fragile.

To cite an example from the first
recipients of adjustment loans,
Zambia recelved 10 adjustment
loans between 1982 and 19892
from International financial insti-
tutions, and Kenya received 15
adjustment loans around the
same period. But inflation in
Zambia hit all time high of 192%
in 1992 and the budget deficit in
Kenya averaged around 8% of
GDP over the same period. It
should be noted that the failures
are not confined to only such
macroeconomic imbalances or
specific countries, but one can
add a host of countries and failed
adjustment initiatives (privatisa-
tion for instance) to show how by
in large the structural adjustment
failed to adjust the economies
and to bring economic growth.

This is of course, without even
adding the issue of income dis-
tribution or poverty reduction
which seems to have gained rec-
ognition by the architects of the
adjustment programs.

William Easterly argues that the
reason why structural adjust-
ments failed is because in many
cases they have not been imple-
mented fully; and the reason why
governments failed to implement
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the adjustment policies fully and
the International financial institu-
tions failed to require full imple-
mentation (before disbursing the
loans) is because they both lack
incentives to do so.

In summary, therefore, all the
above cited attempts to help Afri-
can economies grow seem to
have delivered a less than ade-
guate economic performance, to
say the least At the risk of sim-
plicity, the reasons why the at-
tempts have failed could simply
be put as follows: they all fo-
cused on the necessary (saving,
investment, macroeconomic im-
balances} but not the sufficient
conditions of incentive compati-
ble environment created by effi-
cient institutions and competent
government that are required to
implement policy efficiently.

As the new growth literature
shows, to escape from the “vi-
cious circle” (or “poverty trap")
to a “virtuous circle”, well de-
signed government policies and a
commitment to implement them
are essential requirements (and
not optional choices) for eco-
nomic growth. That is, the appro-
priateness of policy by itself
never ensures anything. In fact,
the outcomes of poorly imple-
mented appropriate and inappro-
priate polices may not differ from
each other.

This raises the fundamental
question of how other regions
succeeded in achieving impres-
sive economic growth in the last
few decades. More importantly,
are there lessons to be learned?
In what follows a brief summary
of that experience will be out-
lined.

3. COMMON FEATURES OF
THE EAST ASIAM
COUNTRIES GROWTH
EXPERIENCE

It has to be noted from the outset
that the growth experience of
East Asian countries vary. Given
the variation in specific country
experience(s), therefore, what is
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attempted here is to focus on two
aspects of their experiences:
First on what seem to be com-
mon to all countries, and second
on what are likely to be directly
relevant for Africa. In line with the
above selection criteria, there-
fore, here are some of the com-
mon features of East Asian
growth strategy.

a) All countries focused on ex-
port as an engine of economic
growth. As Krueger put it, "No
observer of the success of the
East Asian exporters can doubt
that exports played a key role in
accelerating growth..[ln con-
trast] The South Asian counfries
that adopted policies of import
substitution and industrialisation
behind high walls of protection-
ism failed to adopt policies cen-
ducive to rapid economic
growth."

b} At wvarying degrees, govern-
ments played a2 significant role in
both identifying the growth strat-
egy and by creating a conducive
environment to operate effec-
tively. To quote Park (1990), “itis
difficult to believe that the private
sector along could have launched
and sustained the export drive
without the direct government
intervention in MKorea in the
1960s". And Krueger (1990) adds
that, "government policies in the
super-exporters were clearly set
within the context of a commit-
ment to growth through export-
ing".

c) But the above factors may
not have been sufficient by them-
selves. A host of other factors
also contributed to growth. As
Krueger (1990) noted, “educa-
tional attainments were guite
high; government services, in-
cluding transport and communi-
cations, were reasonably effi-
cient"”.

d) And the attainment of high
education and efficient govern-
ment enabled them to adapt
technology easily. All the coun-
tries not only have they method-
ologically and selectively sought
to integrate foreign technologies,

but they were also successful in
adapting them starting form a low
industrial base in the 1960s.

e) In addition to efficiency of
government and expanding hu-
man capital and infrastructure,
however, stable environment in
general and policy stability in
particular also significantly con-
tributed to their growth.

f) All countries let incentive-
driven policies influence eco-
nomic activity.

The question is, what lessons
could we learn from the East
Asian Experience?

Clearly all growth theories and
country experiences suggest that
the growth Iingredients listed
above (except, arguably, the spe-
cific export led growth strategy)
are both time or place invariant.
They are, therefore, relevant ex-
periences that other countries
could learmn from and directly in-
corporate in their growth strat-
egy. However one has to raise
one issue regarding the replica-
bility of exports as a growth
strategy in the context of global-
isation and the mushrooming of
regional integration  arrange-
ments. That is, the replicability of
relying on exports as an engine
of growth may not be time invari-
ant.

There are two reasons for this
concern: first the political econ-
omy of international trade has
changed; and second if indeed
globalisation is taking (or will
take) place, the competition game
will likely assume a radically dif-
ferent form than what faced East
Asian countries in the 1960s and
1970s,

Based on the casual evidence
(the amount of aid and the market
access given to countries like
South Kaorea, for instance), | sug-
gest that international trade was
probably at times used as a de-
terrent to Eastern influences due
to the political environment that
prevailed in the 19605 and 1970s
(the Cold War era). And most of
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these countries were bordering
such influences and relatively
were more pro-western democra-
cies, which dominated world
trade then and still do, Therefore,
the access to technology (and the
tolerance for piracy) and export
markets was much relaxed for
such countries at the time. And
these advantages are most likely
to disappear in the post-cold-war
era thereby limiting the window of
opportunity that the East Asian
countries enjoyed in the 1960s
and 1970s when engaged in ex-
port led growth.

Second, the trade environment
that faced East Asian tigers in the
1960s and 1970s is probably dif-
ferent from what is facing African
countries today. East Asia was
alone in being low cost producer
of primary manufactures in a
world where protectionism was
the dominant trade policy; today
if indeed globalisation takes
place, Africa must operate in the
context of globalisation which
implies competition with similar
low cost countries, which in turn
implies facing a more cautious
western markets that would work
hard to protect their markets and
employment from the potentially
multidirectional competition (as
practised in the agricultural sec-
tor). Therefore, trade as a growth
strategy has to be re-evaluated
carefully before directly imitating
the East Asian experience. It Is
true that, in principle an expan-
sion of trade world wide opens an
opportunity to trade more as is
implied by globalisation. But it
could also lead to marginalisation
in the case of small countries in
Africa which operate under very
low increasing returns and with a
narrow export base. At this early
stage of globalisation, the pre-
liminary evidence seems to indi-
cate the latter and not the former.

All the above analysis also sug-
gest that it is not following an
appropriate policy per se that
ensures growth. But equally, how
efficiently, effectively and fully
such policies are implemented is
crucial in determining ecenamic
performance. Arguably, on bal-
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ance, Africa’s failure to achieve
satisfactory economic perform-
ance is likely to be explained by
inadequate political, infrastruc-
tural, institutional and other po-
litical economy variables that
hindered implementation rather
than appropriateness (or lack
there) of policy.

Accordingly, the most important
lesson economic policy makers
in Africa seem to have failed to
recognise is the following: while
spending so much energy on
fine-tuning the designs of what
they considered to be appropriate
economic policles, they have ne-
glected to identify and put in
place the conditions necessary
for such a policy to be effectively
implemented. That is, they faileﬂ
to incorporate the institutional,
human resource and cultural in-
gredients necessary to imple-
ment such policies. Or in their
jargon they assumed away such
conditions by invoking the fa-
mous "other things being equal”
clause when prescribing policies.

What exactly are these necessary
conditions?

In general, successful implemen-
tation of a policy requires institu-
tions that are conducive for an
implementations of the policy
chosen, trained work force and a
bureaucracy structured in such a
way that it incorporates three
ingredients: responsibility, ac-
countability, and incentive com-
patibility.

First, as noted above, the institu-
tions found in many African
countries are poor imitations of
western countries short of the
necessary work environment in
these countries. Invariably, they
are centralised where authority is
not  appropriately  delegated
downwards. Such an institutional
structure lends itseif to an ineffi-
cient bureaucratic chain with po-
tential loopholes for abuse {due
to the concentration of authority
in few hands). Suffice it to say,
the paper trails one has to follow
to accomplish a simple thing is
enough evidence to validate this

obsarvation.

Second, both the quantity and
quality of education prevalent in
many African countries Tfalls
short of creating the environment
that fosters adaptation of tech-
nology and creation of new ideas.,
Ag Paul Romer (1999) put it, one
of the safest predictions is that,
“the country that takes the lead in
the twenty-first century will be the
one that implements an innova-
tion that supports production of
commarcially relevant ideas.” In
the case of African countries, the
minimum prerequisite to catch up
is to at least develop the ability to
adapt, if not to create new ideas.
But as casual observation indi-
cates African governments failed
to both produce guality workforce
and fully exploit that exist. The
concentration of authority in the
hands of politically favoured bu-
reaucrats (instead of trained pro-
fessionals) and the exodus of
professionals to western coun-
tries is an indicator of this fact
{i.e. these at |lest partly serve as
push factors even though there
are also pull factors that will ex-
plain the exodus).

And, third, arguably the most im-
portant factor that affected the
efficacy of policy in Africa is the
way the bureaucracy is struc-
tured. Mot only does it lack trans-
parency but it also fails to incor-
porate responsibility,
accountability, and incentive
compatibility. The most commen
characteristic of bureaucracies in
African countries is the confu-
sion between providing service
and assuming authority. At the
risk of simplicity, a typical bu-
reaucrat in Africa assumes a post
not to provide service but to exert
authority. And the checks and
balances attached to such
authority are minimal at best and
not effective at worst. A clear
sense of accountability, and ap-
propriate consequences for once
action are not in place, to safe
guard against inefficiency and
abuse,

Further, by In large the incentive
structure is such that rewards
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(say, promotion) and punishment
(say, demotion) are not related to
work performance but to other
criteria. Hence, such a work envi-
ronment cannot encourage hard
work since it is not incentive
compatible. Instead this encour-
ages abuse and/ or shirking on
the job. All these hinder eco-
nomic efficiency by increasing, to
use the polite term, “transaction
costs" to the economy. As of
necessity tharsfore any policy
followed in such a work environ-
ment cannot be effective regard-
less of the policy chosen.

As a summary, this brief essay
argued that the main growth
paradigms that have been fol-
lowed in Africa delivered less
than satisfactory. Admittedly

policies were ill-designed. How-
ever, African countries failed to
achieve even modest economic
growth not necessarily because
they followed wrong economic
policies but mostly because they
failed to implement policies effec-
tively. And they failed to imple-
ment policies because they failed
to put the right institutions in
place, they failed to produce both
qualitatively and quantitatively
capable work force, and they
miserably failed to set up a bu-
reaucratic structure that is ac-
countable, responsible, and in-
centive compatible. This is not to
suggest that appropriateness of
policy has no role to play, but to
stress that the history of eco-
nomic performance of other
countries and the attendant evisg

dence in the African region sug-
gest that the culprit for the dismal
performance of African countries
Is more related to the implemen-
tation issue rather than the policy
choice per se, It is true that the
literature is kin in attributing the
past failures to ill-defined domes-
tic policies and external shocks
(domestic policy makers, experts
of the international Institutions,
and academic writers, for in-
stance argue so). But that is only
half of the story, and a lesser half
at that. Until African policy mak-
ars recognise this, they will keep
missing the most important in-
gredient of the growth recipe and
keep complaining about the taste
of the dish., W
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SHOULD INTEREST INCOME IN
ETHIOPIA BE TAXED?

1. INTRODUCTION

Saving is a critical link by which
economic agents determine their
inter-temporal allocation of re-
sources, It is commonly a reflec-
tion of what a community and its
members perceive as their future
prospects of acquiring and aug-
menting their assets. In this pro-
cess of individual saving deci-
sion making, a number of factors
would be taken into account
some of which are not amenable
to precision. It is therefore un-
avoidable to gauge the future
prospacts of an economic agent
rewards for current decision en a
mixture of several decision vari-
ables. The core of the decision
variable and the main motivating
factor behind any saving endeav-
our of economic agents is their
inherent desire to improve their
future well-being. This process
could be materialised, however,
only if the saved resources are
afficiently and effectively allo-
cated to finance productive in-
vestment activities whose returms
could serve as the reward for
economic agents to postpone
their current consumption to a
higher real level of consumption
in the future. The main economic
criteria for economic agents to
engage themselves in the proc-
eas of saving relative to their
level of income, apparently is the
combination of their real level of
income and the attractiveness of
the discounted rewards from the

Abu Girma Moges

saving process. This leads us to
the fundamental question of why
saving rates are so different
across economic agents and
across countries. And more per-
tinent to our analysis, why should
saving endeavours be penaliged
({instead of being encouraged) by
the fiscal system? The answer to
this gquestion is quasi-economic
and lies deep into the realities of
political power and processes in
the system.

| would like to start my argument
with stataments of some proposi-
tion of a political-economy na-
ture. First, governmeants whether
in developed or underdeveloped
countries do not have their own
eamed income and hence they
depend on their population, es-
pecially the income earning eco-
nomic agents, to generate their
revenue. This is facllitated by the
legal monopoly right that sover-
eign governments enjoy levying
and collecting taxes from thair
citizens. Second, despite the
preblem of ensuring its alloca-
tion, these governments have the
responsibility to judiciously allo-
cate these collected economic
resources to maximise social
benefits. Third, despite the flexi-
bility to transfer benefits and ob-
ligations across time horizon, it is
absolutely necessary for gov-
amments to run sustainable fis-
cal balances. This implicitly con-
siders that the expenditure
component of the fiscal account

should also be subject to adjust-
ment. Fourth, governments by
definition have no property of
their own. Instead they adminis-
ter the property of the population
that they represent in the political
process. This requires account-
able and responsible institution
of public resource allocation.
Fifth, the collection of govemn-
ment revenue should to a certain
degree take into account a com-
prehensive measure of ability to
pay of the economic agents.
Governments should subject
themselves to hard budget con-
straint both in the short term and
in the long-term context. External
borrowing could not be used In-
definitely to breach current fiscal
discipline even if it allows a cer-
tain degree of flexibility in the
fiscal policy making. Six, it is im-
portant for governments to pur-
sue, as a matter of policy, a small
and yet efficient government in
the national economy. The effi-
ciency component must be em-
phasised in the process since
increasing the size of the gov-
amment in the national economy
has been mostly the cause in-
stead of solution to economic
problems in developing coun-
tries. These are the underiying
stylised facts even if numerous
cases could be given otherwise.

The motivation behind this short
article is the recent undertaking
of the Ethiopian Federal Govern-
ment to amend its income tax

" Assistant Professor of Economics, Addis Ababa University and vice-president of the Ethioplan Economic Association. Tha views
expressed hera are strictly personal and do not necessarily reflect the views to which the author is affiliated.
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proclamation and introduce a 5
per cent interest income tfax.
Whereas interest income consti-
tutes a form of revenue for eco-
nomic agents, the very nature of
the saving process, especially in
a country where the national
saving is precariously low, im-
posing tax gives rise to further
disincentives to any saving ef-
forts. This feature, of course,
could be elaborated from differ-
ent perspectives and this article
develops an argument against
the measure and forwards an al-
temative proposal. The tone of
this paper is normative, as is evi-
dent from the title, and involves
masues of who should do what
and why. This short article ar-
gues in a non-technical terms
that premature policies that are
geared towards increasing fiscal
revenue by imposing taxes on
efforts to saving and investment
would have adverse repercus-
sions both on the performance of
the national economy and hence
on the revenue collection objec-
tives of the public sector.

2. WHY DO ECONOMIC
AGENTS SAVE?

Economic agents engage in the

process of saving to increase,

their flow of real income from the
additional returns that their saved
resources would generate. There
are several objectives why eco-
nomic agents would like to put
part of their wealth in the form of
financial assets, Financial assets
could be put either in interest or
non-interest bearing forms of
assets’,

Despite the stylised facts of in-
creasing marginal propensity to
save when the current income of
economic agents increases over
time, the empirical observation
across economic agents and
countries strongly suggests that
economic agents with more or
less equivalent real level of in-
come exhibit quite different rate
of financial saving. Even taking
groups of economic agents with
comparable income level and
living in countries with different
level of economic, social and po-
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litical development indicators
tend to have quite remarkable
difference in terms of both ag-
gregate saving behaviour and
financial saving. It should be
noted that even in economically
developed countries, there are
households living from pay-
check to pay-check whereas in
countries where the majority of
the population is living in abject
poverty, there is real saving that
is far from being trivial relative to
their average level of income. The
dispute about the marginal pro-
pensity to save of households,
income groups, regions, coun-
tries and other economic agents
is ultimately an empirical issue
and cannot be resolved with
theoretical argument. The simul-
taneous interaction of substitu-
tion, income and wealth effects
would make responsiveness to
incentives quite ambiguous, At a
macroeconomic lavel, interest
rate liberalisation and increase in
real interest rate on deposits has
resulted in shifts in the composi-
tion of saving in favour of finan-
cial assets. The empirical results,
nonetheless, exhibit that the rela-
tion betwesen the rise in real in-
terest rate and rate of financial
saving is not robust. However,
my conjecture is that economic
agents respond to real Incentive
factors and would always.aspire
to improve and stabilise the fu-
ture of their economic well being.
In this process, saving serves as
a golden chain across time,

Perhaps the most remarkable
feature of national saving rate is
its tendency to increase persis-
tently when the economy is
growing fast and steadily. This
seems to reflect to a certain de-
gree that a growing economy can
afford to increase both what it
saves and consumes over time.
This is an inherent feature in the
process of economic growth.
Economic growth emanates from
the contributions of the various
sectors of the economy and
these sectors might not neces-
sarily be growing at the same
rate, The sector which grows
faster than the rest would register
growth rate faster than the overall

growth rate of the national out-
put. The sector, which is growing
faster than the rest of the econ-
omy, creates both additional ca-
pacity of and demand for goods
and factors. This induces the sec-
tor to generate an increasing
share of its earnings for invest-
ment particularly from its re-
tained earnings. This suggests
that the dynamism of the national
economy depends on the relative
share of the leading sector and
its growth rate. In this context,
even if there is a certain degree
of inter-sectoral linkages and
hence spill over effects, it is not
possible to assume an equal dis-
tribution of growth momentum
throughout all the sectors of the
national economy. The increase
in the rate of national saving then
depends on the average propen-
sity to save of the leading sector
compared to the overall average
propansity to save in the country.
Having outlined these general
features, | now turn to the subject
matter of this analysis: taxation
of interest income in Ethiopia,

3. THE TAX AMENDMENT
PROPOSAL AND ITS
POSSIBLE IMPLICATIONS

This piece is motivated by a re-
cent proposal to introduce inter-
est income tax on bank deposits.
The driving force behind the pro-
posal is the objective of increas-
ing public revenue and widening
the tax base in the fiscal network.
it iz clear from the overall argu-
ment that raising government
revenue is needed to accommo-
date the rising public expenditure
requirements. In this context, the
introduction of tax levy on in-
come generated from interest
bearing financial saving would be
an easy source of government
revenue.

The proposal contends that there
would be a 5 percent tax levied
and collected by financial institu-
tions from depositors?. This
could be further explored from
portfolio and rate of saving per-
spectives. First, the introduction
of interest income tax introduces
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into the decision behaviour of the
potential savers about their reac-
tion on the rate of returns on in-
terest bearing financial deposits
in the banking system. Potential
savers would tend to change
their portfolio and forms of finan-
cial saving. Second, taxing inter-
est income reduces the after-tax
returns to saving decision and
hence would adversely affect the
incentive to save in the country.

This might raise the issue of
marginal responsiveness of eco-
nomic agents towards tax disin-
centives. Economic agents in-
deed respond to any form of
disincentive. Apparently, those
who are involved in financial
saving tend to be better informed
about risks and opportunities in
the economy and it would be
guite surprising if they do not
respond to disincentive meas-
ures. It is important to note that,
unless it is misallocated and
abused, all financial saving could
potentially be converted into in-
vestment that could be used in
the production of goods and
services and generation of em-
ployment opportunities. There-
fore, any measure to tax the effort
of capital accumulation would
cost the society in an inter-
temporal context. What is lost
due to the disincentive created by
the taxation network penalises
not only the savers but also
those who could have been gain-
fully employed as a result of capi-
tal accumulation. This argument
remains valid even if the govern-
ment were to use those collected
interest income tax for almost the
same purpose as the private
agents would have used. This
assumption would not held in our
context mainly because the gov-
ernment reserves the discretion-
ary power to allocate the funds
collected in such a manner to
whatever purpose, productive or
unproductive, it pleases. This is a
general problem with broader
features in the process of taxing
economic agents and allocation
practice of such funds.

It is possible to argue about the
necessity of levying interest in-

come tax from the perspective of
additional revenue from taxing
income. Taxes could be levied on
income, consumption or wealth,
But the choice of the taxation
base has implications on how
fiscal policy administration and
implementation and subse-
gquently on the degree to which
the policy affects the real sectors
of the economy. Since interest
income constitutes one form of
income of economic agents, irre-
spective of the source and nature
of this income, it should be taxed.
If the taxation network is going to
address the issue of sources of
income and there is an intention
of discriminating across eco-
nomic activities, then it would be
logical to impose taxes on in-
come that is generated from in-
terest on interest bearing depos-
its. In this context, when it is%
necessary to levy tax on interest
income, it should be considered
in a mare comprehensive manner
in which the computation would
take interest income as part of
the personal income of economic
agents. It is even possible to give
the choice to the taxpayers to
report their income by source
and their tax obligations be cal-
culated accordingly.

In this sense, a comprehensive
approach to Iincome taxation
should be introduced. It is not
only interest income that escapes
the fiscal network. One can ab-
serve several loopholes through
which some privileged groups
systematically evade their tax
obligations3. This should be fa-
cilitated by the fact that tax iden-
tification number Is going to be
introduced and practised. The
implication of this argument is
that the currently proposed inter-
est income tax is regressive in
nature that takes no considera-
tion of the ability of the taxpayers
in a broader perspective. Appar-
ently, there are a number of other
sources of income that effectively
escape the taxation network
mainly because of the faillure of
the fiscal system to trace the dif-
ferent sources of income of the
tax payers.
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There are indeed certain eco-
nomic activities whose nature
and linkage with the rest of the
national economy is such that the
fiscal system should deliberately
avoid imposing tax obligation.
These are broadly activities that
tend to expand the tax base and
the overall growth trajectory of
the national economy. This policy
position is sensitive to the level
of economic development and
the relative importance of growth
and redistribution objectives. In
the context of underdeveloped
countries whose capital base,
both physical and human com-
ponents, is quite small, it be-
comes absolutely necessary to
put in place policies that would
encourage the accumulation of
capital. The very nature of human
capital accumulation is not easy
to be subjected to the fiscal net-
work. This provides a partial
shield against the disincentive
impacts of taxation. Instead, the
fiscal system benefits at a later
stage wvia higher income taxes
from those economic agents with
higher human capital and hence
higher taxable income. This ar-
gument could also be extended
to the accumulation of physical
capital. The difference, however,
is that it is possible to subject the
accumulation efforts of physical
capital to current tax obligations.
Unless this is deliberately
avoided, a systematic tendency
would be introduced that would
discourage accumulation and
growth initiatives.

4. COMCLUDING REMARKS
AND ALTERNATIVE
PROPOSALS

It is in the nature of normative
arguments that disagreement
tends to sway in academic and
policy dialogues, Its underlying
logic is how economic agents
should be persuaded in one way
or another to what the society
values as crucial to the overall
economic status of the country. It
tums out to be difficult when the
government should be persuaded
to refrain from taxing saving en-
deavours in the interest of long-
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term capital accumulation and
economic growth. This is partly
because of the interaction among
economic and political forces to
influence the policy stance. Sav-
ing is essentially a voluntary de-
cision even if there are rooms to
execute forced measures when
the intention is transparently and
credibly announced in advance
and credibly implemented,

The driving force behind the pro-
posal is increasing government
revenue collection and accom-
modating the insatiable appetite
of the government to raise its
revenue collection. This would
further discourage financial sav-
ing. This policy move would not
be to the long term economic
growth objectives of the country.
Imposing interest income tax ob-
ligation in this country where our
average saving rate, both private
and public, is incredibly low
would be counter productive. The
saving rate is extremely low so
much so that it could not even
finance the depreciation of the
capital stock in the country. This
process cannot continue indefi-
nitely by borrowing from the rest
of the world. It is possible to buy
time and flexibility through this
mechanism. However, providing
incentives for all domestic eco-
nomic agents to increase their
real saving and investment en-
deavours remains very crucial.

Accordingly, | would venture to
propose quasi-fiscal and mone-
tary measures that would provide
positive and incentive preserving
real interest rate and rewards for
time deposits and long term
treasury bills. Moreover, meas-
ures to improve the divisibility of
investment outlets should be en-
couraged so as to improve in-
vestment activities in wvarious
sectors of the national economy.
It is also time to seriously con-
sider the introduction of income
tax deductible saving initiatives
by economic agents. Perhaps, it
would be possible to allow eco-
nomic agents to put aside a cer-
tain optimal share of theirincome
in the form of saving in financial
assets. This is a subject that re-
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guires further research to which
we should direct our attention in
the future. These alternative pro-
posals in effect carry the mes-
sage that given the depressingly
low saving rate in the country, it
would not be a prudent policy to
introduce taxes on income from
saving at a flat rate. The measure
would be premature in the Ethio-
pian context and would cost the
country bath in lost employment
and income opportunities.

: fronigally, thes freedom of choice of

financial savers has been viclated by no
ane but the Commercial Bank of Ethio-
pia—the very instiution that should have
encouraged economic agents 1o in-
crease their financial saving so that it
would have resources to lend to poten-
tial borrowers for the purpase of invest-
ment. The very fact that CBE resorted o
implicit or explicit pressure on financial
savers o put their azsels in non-interest
bearing denominations is a clear gauge
of the deeper problems in the financial
system and the broader national econ-
oY,

* It should be noted that financial savers
in Ethiopita are penalsed for their deci-
sion to put their resources in the form aof
financial saving, Note that even interest
bearing financial deposits yield about 8
per cent rate of Interest The average
inflation rate in the country currently runs
between 5 o 7 per cent.  This would
leave depositors in real lerms with nearly
nil rewards, However small 5 percant
tax on interest income might sound, it is
denting further down what savers re-
ceive from their deposit in the banks.
Apparently, depositors are penalised for
failure of financial institutions to propearly
and efficiently allocate financial re-
sources in various sectars of the national
econamy. The [atter in turn refiects the
owverall problams that prevail in the sys-
tem that must be addressed fo allow
economic resources  gel employed in
activities: where they can be mosl pro-
duciive.

T The imputation of income generated
fram fringe bemnefitz and subsidised
Senvices ta non-low incoma households
and enlerprises should be replaced by a
camprehensne  approach 1o ingome
assessment so as to improve the pru-
dence of the fiscal system and reduce
the distorion that would be created by
leaving a large segment of the taxation
base not be subjected to is fair cbliga-
ticns. m
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We would like to inform our readers
that in the article written by Desta
Mebratu, Economic Focus, V., 3, No,
5, page 4, sub-heading of the lasi
paragraph  Megawatt -approach
should read as Negawatt approach.
We apologise for the error.
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PRIVATE EXPENDITURE TRENDS IN
ETHIOPIA AND IMPLICATIONS FOR

HEALTH SYSTEMS FINANCING

Jan Ualdélin, Netsanet Walelign and Alan Fairbank*

Summary: The paper deals with health expenditures
in Ethiopia, one of the poorest countries in the world,
The health system is constrained by serious under
funding. Informed decision-making requires improved
data on out-of-pocket expenditures, while public
expenditure is well documented by the Public
Expenditure Reviews. The authors try to provide an
estimate of the public-private shares of ftotal
expenditure based on demand side secondary data.
These data are compared to a supply side estimate of
private sector health facility casts in 2000, based on a
recant study. The findings seem to be consistent with
a relative share for private health expenditure of
about two thirds of the total, Out of this private share
about two thirds are used for drug purchases, The
rofe of drugs in the current period and in the growth
of the private sector is emphasised. By dividing the
total health expenditure by -public and private
providers, it is shown that private providers supply
about three fourths of the sarvices and
pharmaceuticals paid for by patients. The authors
conclude that out-of-pocket spending is a greater
share of total recurrent spending than previously
thought, that the private spending is a relatively
stable source of funding, justifying and attracting
both public and private investment. The govarnment
has an opportunity to design a deliberataly
sequenced strategy for Improving gquality and
increasing fees so that the twin benefits of higher
revenue and increased utilisation are realised.

Key  words: Ethiopia, out-of-pocket  health
expenditure, drug expenditure, private providers,
public-private health sector mix,

INTRODUCTION

Ethiopia is one of the poorest countries of the world
in terms of current GMP per capita, estimated at 83
USD in 1997/98 by the country's authorities1, The
latest available UNDP Human Development Index
report ranks Ethiopia in position 172, out of 174
countries.2 During the 1990s population growth has
averaged 2.9 % annually3, while economic growth has
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been at the level of 4.4%9, resulting in an average
annual growth rate of real GDP per capita of 1.3%. In
the preceding 10 years (1981-1991), the economic
growth rate was 1.9%7, leading to a net decline in per
capita income of about 1.2%.
&

Following the decentralisation reforms in 1993, the
provision of health services has been delegated to
Ethiopia's nine regions and two city administrative
councils (Addis Abeba and Dire Dawa). The ragions
and councils are dependent on federal
subsidies/grants for their health sector budget. The
health sector share of the total government capital
and recurrent expenditures has risen to B.1% and
6.7%, respectively, in 1998/996, Since 1993, the
Federal Democratic Republic of Ethiopia (FORE) has a
new health policy, as reflected in the first Health
Sector Development Program (HSDP) 1597-2001. The
new policy includes the promotion of the participation
of the private sector in health care provision. Since
the new policy was introduced, the private sector
supply has quickly expanded (cf. below), starting
from a small base at the time of the fall of the regime
of the planned economy in 1991 and the introduction
of a new economic policy in 1993,

PURPOSE OF PAPER

Donors and government alike have agreed that the
health sector in Ethiopia is grossly under-financed in
relation to intended levels of provision of health care.
“The lack of sufficient funds is the single most
important limiting feature of the health care system”,
according to the World Bank Social Sector Report?.
The Health Care Financing Strategy is an effort to
address this issueB. "Correct estimates of the true
costs and financial requirements of the health sector
will allow for more accurate and long-range planning
for the sector"9. But detailed data on sector finance
are still to be established for informed declsion
making. One example will suffice to demonstrate the
need for improved data. The Ethiopian official
population estimate of the year of the National Health
Accounts (NHA), 1995/96, exercise was 54.6 million.
The total health expenditure according to the NHA
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estimate was 1.466 billion ETB, leading to a total
expenditure per capita of 26.85 ETB, equivalent to
4.24 UsD'0, The Policy and Human Resource
Development (PHRD) project provided an estimate of
private expenditure per capita of 8 ETB in the same
year of NHA, i.e. about 1.3 USD at the annual average
official rate. This current assumption, as officially
reported by the World Bank Sccial Sector Report,
would lead to a total expenditure of 166 Birr per
capita, when added to the public expenditure of 8.6
per capitall. This is at odds with the NHA estimate,
where total expenditure is more than 1.6 times larger.
The purpose of this paper is to produce an estimate
of the private health expenditure trends from 1995 to
2000 based on demand side official surveys and a
supply side estimate commissioned by the Essential
Services for Health in Ethiopia (ESHE) project. The
public heaith expenditure is established from official
statistics. The result is used to analyse future options
for health systems financing in Ethiopia.

AVAILABLE STUDIES AND DATA

The most recent effort to give a full picture of the
health sector is the Social Sector report of the World
Bank, based on a large number of PHRD studies in
health (nine separate studies), population and
education. These studies used existing secondary
data and generated primary data through institutional,
community and household surveys.1Z The Central
Statistical Authority (CSA)13 regularly produces
Household Income, Consumption and Expenditure
Surveys (HICES), the most recent one being the one
from 1995/96. The CSA has also produced the regular
Waelfare Monitoring Survey (WMS) of 1996, 1997 and
1998, The NHA for 1995/36 used secondary data, but
has also produced primary data from surveys of
regional public expenditure, parastatal expenditure
and health insurance claims. Finally, the ESHE
Project has sponsored a study of private health
facility costs. 14, All these studies together contain
data on private health expenditure in Ethiopia from
1985 to 2000. They are used as the sources for this

paper.
METHODOLOGY

Thanks to the generous support of the CSA, the
authors have had access to the raw data of the HICES
1995/96 as well as the Welfare Monitoring Surveys of
1997 and 1998. For the year 2000, we have used the
ESHE project study on private facility expenditures to
estimate by proxy out-of-pocket health expenditures.
From the 1995/96 HICES, we have established a
projection of expenditures with the help of official
statistical data on population, economic growth etc.
Independently from that projection, we have used the
available raw data to establish demand side survey
founded private expenditure levels of 1937 and 1958,
These years are then followed by an estimate from a
different data source, ie. the private facility
expenditures from which an estimate of cut-of-pocket
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expenditures for the year 2000 has been derived.

ESTIMATED TRENDS OF PUBLIC HEALTH
EXPENDITURE, 1995-2000

The best available trends of public expenditure on
health are the results of the Public Expenditure
Reviews, conducted in collaboration between the
FDRE and the World Bank, the latest from 199915, The
public expenditure estimates are presented in table 1.

Tabla 1: Public Expanditurs in Health 1585/86- 1598/34 (million ETH)

amyear THALES | 1G90MAT | 19970 ] 195859 | 199500
Bctual jpre-actuafpre-actual  per | budgat v
projection] (40%, 2%
Capilal Expanditure 1 i 342 349 EET]
Hrcurrent 324 f v &00 L] 374
FxPnndm.ru
\Tolal Expordbars 452 588 a2 818 855
apnaiation {mlicn) hg a7 LR (=] [
oial Expenditure par Efd 10.45 1266 1361 1383
apita (ETB}
S0F Deflator 100 103:-18 | 11347 | 17363 11363
MConstant Prices Total i AELOO | STaET | GRS 65 | FiRES 761 86
il e
oresiant Pricas B4 1013 t11g 158 IFEF
Exp frapda |ETE)
i hangn Divar Provious 17 [¥] T &
Froar Y

The table contains a few items to be noted. First, as
can be seen, only the 1995/96 figures are definite
expenditures, while the remaining years are “pre-
actual” estimates, PER expenditure projection and the
final year is our budget projection using Ministry of
Finance data. 18

Second, for 1999/00, we have used the budget figure.
This figure will not be the final expenditure, as budget
utilisation has been below 100% over the last few
years. Assuming that budget utilisation will be 80% of
capitai budget and 92% of the recurrent budget
{actual utilisation in 1997/38), and using the same
deflator as for 1998/93, the constant prices
expenditure per capita in 199%/2000 would be about
12.2 ETB, less than 2% higher than the year before.
Although the total absolute expenditure has been
increasing, from 1995/96 to 99/00, the growth rate of
public expenditure per capita has been rapidly
declining. Partly, this is a refiection of the country's
increased allocations to defence after the beginning
of the external armed conflict in 1998 and the tight
squeeze on the country’s economy. From 1998, there
have been delays or actual cancellations of donor
commitments to funding of the health sector.

It deserves to be mentioned that the public
expenditures from the mid-90s to the end of the
century do not demonstrate the rapid increase of the
health budget that took place from 1992 to 1996. The
1996 to 2000 pericd is a period starting from a much
higher level of expenditure than the country had
witnessed during the previous ten years. As the table
demonstrates, we expect the absolute amount of total
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expenditure to continue to increase during all the
period, including in constant prices.

ESTIMATED TRENDS OF PRIVATE HEALTH
EXPENDITURE 1995-2000

Until now, there has been no published data series on
comparable demand side based estimates of private
health expenditures. Although there are studies of
smaller sample size conducted by the Addis Abeba
University, these results have not been possible to
use for national estimates, The 1995/86 HICES of CSA
has been officially published, including figures on
income and expenditure. The figure on private
expenditure on health is the most recent official figure
based on demand side surveys. The corresponding
figures from the 1997 WMS and the 1998 WMS17 have
not been published. Income and expenditures were
not included in the published reports. By using the
raw data from the 1997 and 1998 HICES, we have
established the following new estimates of private
health expenditure (table 2). The figures should be
comparable to the 1995/396 figures, as the data
generating methods have been the samel8. The total
expenditure includes transport costs to the health
care providing facility, constituting about 14% and
12% in 1997 and 1998, respectively, The 1995/96
published data also includes transport costs.

the overall spending per capita from 1985/96 to 2000.
Total private expenditure has been assumed to
increase by 17% from 1998 to 1993 and from 1999 to
2000.12

Table 1. Total Expenditure on Health 18925/98-2000 [millicn ETB)

IbamiY war 1CE505 1987 1953 1999 2000
Total Futhc Expandiurs 452 588 Fi2 818 BEH
Toant Private Expendure TR E36 1,044 (5] 1. 429
Tetal Exponditure 1,248 1484 | 1 TES | 2008 245
Pubilic Share OF Tolal 3% ) 40 ad 4u 33
Private Share O Tolal % &1 i 58 ) &2
Populaton [Milion) B3 a7 5o () &3
Tedal Expandours Par Capsta FF] 26 a0 k1] ar
[ETB}
GEE Deflabar 30 103 113 114 114
Coastant Pocos Total 1,248 1438 1,578 1,724 2,019
Expendilurs
Conatard Prces Exp {apia 22 25 Fr 30 3z
[ETB)
Changa Over Provious Yoar 12 T 1 11 [
W

Tabin 2: Private Expandiiure on Health 1595.'?6-1'99!- [million ETE]
] IEemY war 189556 1997 1958
HICES WHS WHS
| Tota| Expenditurs (million) TE5.92 BE5 15 104434
Rural Expenditurn 53585 5TE.24 T51.39
| Urban EIFIrHI:!ilIJH 180,07 T2 25298
Population |millian} 5269 52,08 53,78
Rural Population [milllon} 45,07 44 8 4. 38

Urban Population |milllan} TE2 137 T7.37

Total Expendifure par Capita |[ETH) 14 54 17.01 1943
Rural Expanditureicapita [ETE) 300 12.54 1620
o Uran E:.E!mnllurll'ca pita [ETH) 21683 41,70 18,75

GOP Deflator 100 103,18 113,47

Constant Prices Tolal Expanditure 765,532 LB 26 EFEE]
Canutant Poces Exp /Capita (ETH) 14 848 16,49 1717
Changa Gvar Previous Year % 13 4

Private expenditure according to the demand side
surveys and the ruraliurban division has not been
steadily increasing in absolute monetary terms from
1995/96 to 1998. Rural expenditure in 1997 was lower
than the year before and urban expenditures were
lower in 1998 than in the preceding year. The total
private expenditure, disregarding the ruralfurban
division, has, however, steadily increased by about
16% and 1B%, respectively. Considering constant
prices and population growth, the per capita
expenditure growth rate has decreased considerably
from 1997 to 1998.

PUBLIC AND PRIVATE EXPENDITURES:
COMPARISON WITH THE NATIONAL HEALTH
ACCOUNTS

The two estimates of public and private expenditure
on health are combined in the following table to get
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The Ethiopian MNational Health Accounts (NHA) team
presented a_ first estimate in September 2000. The
methodalogy of this study was different from the
HICES. It used both primary and secondary data, the
latter being first of all the 19%5/96 HICES as well as
government expenditure data (audited data for
1995/96). But in addition the NHA team gquestioned the
Regional Health Bureaus (RHB) of the country,
parastatals (all regional capitals and a sample of
Addis Abeba) and the Ethiopian Insurance
Corporation (sample of expenditure) as well as NGO's
(official reports to central agency). The Team’'s
assessment of the methods used and the data
obtained is that "the total health care spending
estimated for the country in this study is
understated”.20 The main sources of understatement
would, according to the Team, be the NGO
expenditures and other bilateral and multilateral
assistance expenditures. The reason for the latter is
that “funds that were not channelled through either
the federal or regional government have not been
accounted for".21 It should be noted that the public
expenditure data for the past year suffer the same
weakness, i.e. donor funds which are not directed to
channel one, will not be recorded as public
expenditure. This affects only the capital expenditure
estimates as donor funds are accounted for as capital
expenditure.

In spite of its assessment regarding underestimating
the total health expenditure, the NHA team presented
a total health expenditure estimate for 1985/96 of 1466
millien Birr, i.e. about 218 million more than the figure
in table 3 above. This is guite possible as the private
expenditure figure previously cited, may exclude
parastatals (about 62 million ETB in 1995/96
according to the NHA team.) as well as insurance
payments. Using the same population estimate as in
table 3, the annual per capita health expenditure of
Ethiopia in 1395/96 would be 26.2 ETB, or 4.14 USD,
leaving us with a big gap to the average estimate of
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Sub-Saharan African countries of 14 USD.22

On the other hand, the NHA estimates of out-of-
pocket expenditures do not distinguish between
public and private providers of services. Some of the
expenditures on pharmacies could be to public so-
called Special Pharmacies, charging the clients for
drugs with a mark-up of usually 20% on purchase
price. Likewise, as the Team points out, a certain
share of unclassified out-of-pocket expenditures
could also be paid to public providers, l.e. creating
some risks of double counting. Still the NHA has
chosen to report the out-of-pocket expenditures as
private expenditure as a whole. The share of private
expenditure was reported as 58%, which can be
compared to the 61% based on the survey data in
table 3. Over the years, the private share of the survey
data, including projections, in table 3 is between 58%
and 62%. The out-of-pocket expenditures in 1995/96
were about 766 million ETB, out of which in turn 4786
million were to pharmacies, i.e. about 62% of the out-
of-pocket spending was on drugs.23

The role of drugs in the development of a health
sector in transition from a planned economy to a
market economy with a public/private mix in the
provision of services is crucial. Not only do
pharmaceuticals count for a large share — a third in
1995/96 — but also, the availability of drugs is a major
parameter in the quality of services and in the
perceived quality of services, The magic attraction of
drugs in the transition plays a great role in people's
decisions to allocate funds for health service, Le. their
health seeking behaviour.24 The success of the
Special Pharmacies bear witness to the future
potential of guality improvements through improved
drug availability.25

ESTIMATE OF THE SUPPLY SIDE

The 1393 new health policy and the 19%4 new
licensing regulations brought about an increase in the
private service provider facilities. The study on
private facility expenditures2® by Tadesse Biru
generated for the first time cost data on these nawly
established providers, By wusing these data, a
complementary comparison with the demand side
data may be done.

As a general note, it should be mentioned that
previous efforts to estimate unit cost studies of health
services in Ethiopia have demonstrated great
difficulties in this respect. The two main outcomes of
the most recent study27, as we see it, is, on the one
hand, that the concept of a standard unit has not been
convincingly established, and on the other hand, that
the greatly varying relative shares of fixed and
variable costs makes it impossible to establish a unit
cost that is useful for policy purposes. The recent
private facility expenditure study conclusively
demonstrates the same difficulty, for example by
identifying total initial investments costs for special
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clinics that vary by a factor of 1 to 3 for different areas
of the country.28 For future studies in this area, there
is a need for detailed scrutiny of the private investors
accounting procedures in their estimates of fixed
costs, it may be assumed that the lack of established
industry accounting principles has influenced
previous study results.

Mevertheless, we try to make an estimate of the total
private health expenditure in the country for the year
2000, based on the private facility expenditures. This
implies a shift of emphasis of analysis: from the
overall distinction between public expenditure and
private expenditure, to the more detailed distinction
of for which providers (public or private in this case)
the out-of-pocket expenditures are used.

The first step is to isofate the expenditures on drugs.
Drug expenditures from private sources may be for
public special pharmacies or for private pharmacies.
Patients of public providers may have to buy their
drugs from private pharmacies, if, for example, the
pharmaceutical in gquestion is not available in the
public pharmacy. Patients of private providers may
also have to go to public special pharmacies, when
the private drug market is out of stock or too
expensive, The distribution of drug purchases is nota
main concern, however. Our concern here is to take
out the drug costs from the out-of-pocket
expenditures in order to analyse the role of the public
and private health care providers in a period when the
private sector is expanding. In the 1995/96 HICES, the
“medical care & health expenses" are split into
different items, one of them being "pharmaceutical
products, herbicides”. 29 Qut of the total annual
expenditure of 67.11 ETB, the drugs account for 40.36
ETB, i.e. 60%. This is close to the same share as the
NHA result for the same year. We use this figure as
the estimated drug cost for the following years as
well, moving from 60% in 1996 and 1997, 61% in 1998
and 1999 and 62% in 2000.

The second step is to estimate the share of the
private expenditure for other costs than drugs, i.e. for
medical care provided by facilities. By the use of the
raw data from the 1995/96 HICES, 1997 WMS and 1998
WMS, we establish the following shares of visits for
government facilities: 1996 48.5%, 1997 56.4% and
1988 50.7 %. The remaining categories are all
considered as private providers, including the
traditional healers, except for the ‘not stated
category.

The result is the following table, where the out-of-
pocket expenditures are divided by drugs and public
and private facilities. Like in table 3 above, the private
expenditure for 1989 and 2000 are projections, just in
order to get an idea of the order of magnitude to be
expected for year 2000 in terms of demand for private
provider services.
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Table 4. Distritution of Health Instiiuticns Yialed (millicn ETB)}

HemlYaar 199578 18487 15848 1569 20040
-1

Total Private Expenddus THE HRG 1,044 1221 1.425
Estenatag Drug Costs A0 531 537 745 BAE
Madcat Care Expandiure 306 ELE] &07 ATH [TF]
To Publc Proviters 148 200 207 241 75
N % Change Owef Prévaous 13 3 17 14

Yoo
|~ To Prvale Frovoars 5 151 200 FEE 256
b D hanicn Divnr Pravous -4 5 17 14

L vesr |

Given that the assumptions made (total expenditure
growth 17%, share of drugs 61 and 62% and private
share remaining the same as in 1988) in the table
above hold, one would expect out-of-pocket
sxpenditures of 286 million ETB to private service
providers [excluding drugs} in the year 2000,

This simple projection can be compared to an
estimate of the total cost for the private service
providers in the year 2000 provided in the report by
Tadesse Biru. The total number of private facilities in
the country is around 1225, including pharmacies, but
excluding rural drug wvendors. The study has
demaonstrated that most of the existing private
providers were established after 199430, The
increasing number of private facilities since then
could Imply an increasing share of out-of-pocket
expenditures since the latest WMS in 1998.

To armive at an estimate of how much patients paid to
private facilities in the year 2000, we estimate the total
costs of the private facilities in 2000. Based on the
2000 survey of private facilities, the mean recurrent
expenditures for five categories (hospitals, special
clinics, higher clinics, medium clinics and lower
clinics) of facilities (for our purposes we arg
excluding the pharmacies; cf. drug costs above) were
calculated, By using the means of recurrent
expenditures and the total number of facilities in the
country we arrive at an estimated total recurrent costs
of private facilities annually at 95.2 million ETB31,

The total capital investment of these same facilities is
harder to estimate from a sample, due to the
variations of standards between facilities, even of the
same category (cf. unit cost above). The initial capital
costs vary strongly within facility categories. In order
to  establish a rough estimate of the order of
magnitude of the total private investment we have
established the average investment cost by facility
type (hospital, special clinic, etc.) by using the means
of the regional sample means, By accepting this as a
rough proxy of the investment cost by category and
by applying the total number of private facilities in the
country by category, we arrive at an estimate of the
initial investment cost. The estimate of the total
private investment cost, most of it incurred after 1994,
is 265 million ETB.

The depreciation to be covered for break-even in the
private facilities has been estimated by assuming that
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| public facilities have started

the hospitals use a depreciation period of ten years,
special clinics three years and clinics, which is more
than two-thirds of the total investment, two years. The
total depreciation per year is then 99.7, say 100
million ETE.

The cost of capital for the investors may be measured
by the average bank rate of interest, currently at 6%
per year., Investors would at least like to see that
return on their capitat“ Assuming that an investor
would like to see at least the double bank rate as
return for a risky investment, we calculate the annual
cost of capital at 12%33, i.e. 31.8 million.

The result of this break-even analysis, with many
assumptions that may not hold, is that the minimum
revenues required for the private sector to break even
in the year of 2000 is in the magnitude of 227 million
ETB. The profit margin in the different facilities is
anybody's guess at this stage.34 Assuming a mark-up
of 20%, the total additional costs to the patients
would be in the order of 45.4 million ETB. Adding all
cost items leags to a total expected invoice to clients
at maore than 272 million ETB.

Qur projected expenditures on private health facilities
(table 4 above) were 266 million ETB in the year 2000.
The supply side estimate of costs arrives at a total in
the same order of magnitude, i.e. 272 million ETB in
the year of the survey.

IMPLICATIONS FOR HEALTH SYSTEMS
FINANCING IN ETHIOPIA

The year 2000 estimates of the size of the public and
private sub-sectors In terms of private expenditure
shares have a number of implications. Although the
estimated expenditures (table 4) are of the same
magnitude, i.e. 275 million ETB for public providers
and 266-272 million for private ones, the number of
facilities in the two sub-sectors differs. The total
number of private hospitals, special clinics, higher
clinics, madium clinics and lower clinics were around
880 in 200035, The public hospitals, health centres
and health stations, numbered around 2,672 In
1998.36 A simple calculation of the average private
expenditure per facility illustrates that the average
private facility would receive 268000 ETB per year,
while the average public one would receive about
103,000 ETB, i.e. less than 40% of the private average.

In our effort to separate the expenditures by provider
category we excluded the drug expenditures. As
indicated above the pharmaceuticals play a very
special role in the transition of the system from a
planned economy public system, to a mixed
public/private system in a market economy. Qur claim
that we cannot tell where people buy their drugs is a
bit exaggerated: in fact, the public pharmacies have
until recently been distributing prescribed drugs
without cost to the patient. Over the last five years,
to have Special
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Pharmacies parallel to the “budget pharmacy” (the
facility based pharmacy financed by the health
budget). The sales of the Special Pharmacies may
have a great local importance<7 but their share of the
total drug consumption of the country would still be
marginal. The public budget pharmacies have low
availability of drugs and are often out of stock of
essential drugs. Even patients, who have a waiver for
fees at the public facility, may therefore have to buy
prescribed drugs at a cost from private pharmacies. It
may be concluded that the lion's share of drug
expenditures are incurred at private facilities, The
growth of the private sector is highest among drug
distributors. The number of rural drug vendors has
more than doubled in three years' time, for example.
Returning to table 4 data, but now including the drug
costs and by assuming that more than 90% of drug
sales are private we get the following distribution
(table 5) of out-of-pocket expenditures between the
public and private providers.

Table 5 Public-privats Provider Shars with Drugs Included (million ETB)
llemY ear 199608 1887 1508 1553 2000
Tolal Precats Expandilure TES 8386 1.044 1,221 1,428
Madual Care Expendilure x5 354 407 ATH £43
T Public Providers 195 225 261 M5 352
% Changa (yar Previows 16 16 7 18
Year
To Privata Providers 570 658 TE1 914 1,078
% Changa Ovar Prévigus -4 19 17 18
Yaar

The total distribution of out-of-pocket expenditure
between public and private provider sub-sectors of
the health sector, drugs included, can therefore be
expected to be a situation where the public providers
make up 25% of the sector, while private providers
take a share of 75%. We conclude that the division of
the sector's expenditures by the public or private
origin of the providers illustrates an even greater role
for the private sector, than the mere division by
source of finance,

CONCLUSIONS AND POLICY
RECOMMENDATIONS

The overall division of the country’s total expenditure
on  health into public and private expenditure
demonstrates that the out-of-pocket expenditures
make up almost two thirds of the total expenditure.
This relative share of private expenditure has often
been questioned by policy makers in Africa, as has
been demonstrated by the NHA exercises38. In some
cases, ambitious governments could at first not
accept these surprisingly high relative shares of
private expenditure. In Ethiopia, policy makers have
been aware of the relative role of the private sector
and have emphasised the importance of private
participation in its future development. The division of
the sector by origin of providers, points to an even
more important role of the private sector, and
particularly to the role of pharmaceuticals, both as a
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consumer of funds as well as a parameter of
perceived and real quality of services.

Health care financing in Ethiopia suffers many of the
same problems encountered in other extremely low-
income countries with limited infrastructure and
constrained public budgets: very low rates of
recurrent spending per capita on the private side (not
much more than one percent of total consumer
expenditure, on the average) and low shares of public
budgets spent on health {5-T% of the total recurrent
budget devoted to heaith). With urban hospitals
absorbing a substantial share of the public budget,
and staffing of peripheral facilities taking up most of
the rest, very littlie in the way of public funding is
available for drugs, ancillary services such as lab
tests, or routine maintenance of facilities and
equipment. As much as two-thirds of all recurrent
spending is spent, it seems, by individuals out-of-
pocket—more than has been traditionally thought
Paradoxically, the government dominates on the
investment side—spending about three-quarters of all
capital investmgnt in the health sector.

But there is a question about whether this high level
of government investment has maintained its initial
value and delivered the level of services intended.
Despite the rather extensive Iinvestment in a
government health services infrastructure during the
1880s, there has not been increased use of, nor
increased (relative) spending on, government health
facilities. In fact, it appears that chronic under funding
of the costs of operating that infrastructure has led to
considerable inefficiency as staffing and costs have
risen, but utilisation has not kept pace.

Moreover, often the intended beneficiaries of the
investments are left no better off after the
construction of facilities if operating costs are not—
as is often the case—fully funded. Patients then are
forced to pay the high prices in the private sector for
drugs that should have been provided at lower prices
in the public facilities {(but were unavallable due to
insufficient budgets), This impact tends to have
adverse distributional consequences: those with the
least ability to pay often are the farthest from
reasonable access to government facilities in urban
areas which generally have befter funding and more
regular drug supplies.

While it might seem that encouraging more private
investment in the health sector would primarily serve
higher-income persons, perhaps at the expense of the
poor, there are benefits, which accrue to society as a
whole. The increased flow of spending to private
suppliers encourages increased flow of private
investment in facilities and in staff that is available to
all—even though the price may be relatively high, To
the extent private parties invest in the health sector,
the government can be more dizcriminating about
how it invests its funds in the sector.
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The very existence of private providers, where before
there were none, provides more cheoice for patients
{more treatment options become available) and has
the built-in advantage that the owners of private
¢linics and hospitals have a wested Interest in
preserving and improving the productivity and
efficiency of their investment. In contrast, even when
government-employed practitioners have an interest
in enhanced productivity and efficiency, seldom do
they have the tools and resources needed to
implement any sustained level of quality of care,

Having estahlished that there is more of a willingness
to pay out-of-pocket for medical care than previously
thought, policymakers should view this as an
ocpportunity to attract a portion of such spending to
their own facilities. To do so, they would need to
simultaneously improve quality, by providing regular
supplies of drugs and other supplies, and raise user
fees. In so doing, they could increase the benefits to
be realised from the substantial past investment in
facilities and could raise some of the funds needed to
operate them (and to sustain their level of quality).

In summary, the implications of our findings are:

1. Private spending (out-of-pocket) is a greater
share of total recurrent spending in the health
sector than previously thought— almost two-
thirds of the total, with almost two-thirds of that
spent on drugs;

2. While private spending on health is a low
proportion of all consumer expenditures, it
evident that it is, over time, a relatively stable
source of funding which both attracts and
justifies  increased investment—public and
private—in the sector;

3,  Within this context, there is an opportunity for the
government to design a deliberately sequenced
strategy for improving quality, say, by increasing
the number of Special Pharmacies, and
increasing fees—so that the twin benefits of
higher revenue and increased use of governmant
facilities are realised simultaneously.
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APPENDICES

1. Acronyms

CSA Central Statistical Authority

ESHE Essential Services for Health in
Ethiopia

ETB Ethiopian Birr

FDRE Federal Democratic Republic of
Ethiopia

GDP Gross Domestic Product

GNP Gross National Product

HICES Household Income, Consumption
and Expenditure Survey

HSDP Health Sector Development Program

NHA National Health Accounts

RHE Regional Health Bureau

PER Fublic Expenditure Review

PHRD Policy and Human  Resource
Development Project

UNDP United Hations Development
Program
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usoD US Daollars

WMS Welfare Monitoring Survey

2. Tables

Table 1: Public expenditure in health 1995/96- 1998/99

{million ETB)
Table 2: Private expenditure on health 1995/96-1938

(million ETB)

Table 3: Total expenditure on health 1995/96- 2000
{million ETB)

Table 4. Distribution of health institutions visited
{million ETB)

Table 5. Public-private provider shares with drugs
included (million ETB)

The authors as indwidual researchers present this paper.
Ethiopian authorities do not necessariy share conciusions and
views expressed in this aricle.

The World Bank's estimate for real per capita GNP in dollar
terms was 100, Ethioplan Eceonomic Association, 2000, p. 1.

»

UNDP, Human Development Report, 1939, table B:171, as
guoted in Ethiopian Econamic Association, 2000,

The Central Statistical Authority estimates as quoted in
Ethioptan Economic Association, 2000, p. 56. Ward Bank and
LN estimatas are higher, up 1o 3.3%,

3

Average growth rate of real GOP 1991/92-1897/38, Ethioplan
Ecanomic Association, 2000, p. 18,
S ibid, p. 18.

" World Bank, 1999, Annex, tables 4 and 5. Figures quoted are
projected expenditures,

"World Bank, 1988, p. 41

* Hegith Care and Financing Strategy, Ministry of Health, 1958,
adopied by the Council of Ministers the same year.

* Warld Bank, op. cit.

" Using the annual average official exchange rate of the time,
6.32 ETE to a US dollar, The ETE was devaluated in 1991 and
was in September 2000 exchanged at 825 ETB for a dollar

"'World Bank, 19985, p. 93,

" PHRD, Health Seclor Review, Synthesis and Summary, Addis
Ababa, November 1956,

" The authors acknowledge the precious support from the
Central Statistical Authority, Federal Democratic Republic. of
Ethiogia, who mada available ta us the raw data of the 1985/95
Household Income Consumption and Expenditure Survey, the
1997 Welfare Manitoring Survey and the 1998 Walfare
Monitering Survey,

" Report by Tadesse Biry, 2000
" World Bank, 1998, op.cit.

" A majer reason for the delay in estimating final expenditures is
the recent deceniralization and the delays in establishing the
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final regional level axpanditures.

"7 The Welfare Monitoring Studies use the same raw data as the
HICES.

* The data cleaning process may differ slightly, as we have not
been able to fully check the procedures from 1995/95. In our
data processing we have excluded cases of annual health
expenditures above 10000 ETE and transport costs above
2000 ETB. Nota that the population figures used in the HICES
refar to settled population only, about 4% less than the total
population in 1997/98.

" This Is the average rate of increase from the two previous
years. Tha population figures represent total population as
used by the Public Expenditure Review team plus estimates of
the CSA for the last two years,

* NHA Team, Proceedings, September, 2000,

2 Op. cit.

= World Bank, 1994, as quoted in World Bank, 1993

%

¥ The NHA Team chose to leave about 20% of the out-of-pocket
exponditures unallocated as to providers, which leaves us with
some uncertainty as to the share of drugs. The share of drugs
could be even greater. Accepling the lower figure for drugs,

they still would make up almost a third of the total axpenditure
on health.

™ The ESHE project plans to carry out a study of drug usae in
Ethiopia during next year,

*® Cr. ESHE project, Ethiopia’s Health Care Financing
Expenence, Draft, Octobar 2000,

™ Tadesse Biru, 2000, op. cit,

T Development Studies Associates, 1998
 Tadesse, op. cit. table 5,

3 CSA, Statistical Bulletin 204, p. 96

* Mare than two thirds of the sample,

* Calculated from Tadesse, op. cit., Table 11

¥ We have no way of estimating the opportunity cost of capital
far these mvestors.

B A common cradit Interest rate in the banking =systam is
currantly 11%,

™ 82% of the facilities in the sample claimed they were breaking
even or making profil during the year of the survey.

* Tadesse Biru, Table 11, This figure excludes of course the
private traditional healers

* Ministry of Health, 2000, p. 2.
¥ ESHE project, 20040,

¥ Cf. the Third Regional NHA workshop in Cape Town, 2000,
sponsored by SIDA, USAID and the Waorld Bank, B
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HIV-AIDS AND THE ETHIOPIAN

BUSINESS COMMUNITY*

Berhanu Nega™*

i. INTRODUCTION

The HIV/AIDS pandemic, which
was considered to be the most
serious health hazard facing hu-
manity this past century, is by now
widely acknowledged to be the
most serious threat to the devel-
opment efforts of developing coun-
tries. An epidemic that supposedly
started in the developed countries
has quickly become the “disease
of the poor"” aggravated by the
limited financial capability and in-
stitutional weaknesses of poor
countries.

By the end of 1998, 33.4 million
people were estimated to live with
HIVIAIDS throughout the world and
58 million adults and children
have been newly infected by the
virus during the year of which 43%
are women. Of this global figure,
only 6.7% or about 2.3 million are
in the developed countries of
Europe, North America, East Asia
& Pacific and Australia and New
Zealand. The rest of the infection is
in the developing countries of Af-
rica, Latin America and South-East
Asia. Because of this high preva-
lence in developing countries,
some of the benefits of develop-
ment that accrued to these coun-
tries over the past hailf a century or
g0 are quickly eroded because of
this scourge.

The most affected, of course, are
countries in Sub-Saharan Africa,
There are an estimated 22.5 million
people infected with the virus in
Sub-Saharan Africa amounting to
two thirds of the world's total and
nine million African people have
diad of AIDS since the epidemic
started in the early 80s, 2.2 million
in 1998 alone. In sixteen African
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countriese more than one in ten
adults under 50 are infected. There
ara already 12 million African chil-
dren that have lost their mother or
both parents. What is even more
alarming is the rapid pace of its
spread. In 1999 alone there were
four million new infections in Af-
rica.l HIVIAIDS will have reduced
life expectancy in Africa by 200
from 60 to 45 years wiping out the
progress achieved in the past
three to four decades.

Ethiopia is one of the highly af-
foected countries in Africa. At
10.63% adult HIV/AIDS prevalence
rate, there are some three million
people infected by the virus at the
end of 1399 claiming the lives of
280,000 people in 1982 alonel,
That is an average of 767 people
per day! In the number of infected
people and death rate, Ethiopia is
second in Africa following South
Africa.

The crisis has affected all sectors
of society. According to the Inter-
national Labour Organisation,
YAIDS threatens every man,
woman and child in Africa today.
The pandemic is the most serious
social, labour and humanitarian
challenge of our time.”3 [t has
killed teachers, business manag-
ers, workers, farmers, political
leadars, and all kinds of profes-
sionals, Still, the amount of effort
put to fight this scourge is far from
what Is necessary to mitigate its
disastrous effects, While AIDS ac-
tivists and some Non Governmen-
tal Organisations have tried to in-
crease awareness about the
disease and even taken positive
measures at curbing its spread
and caring for the afflicted, the
epidemic is not getting the full at-

tention of stakeholders in society
that it certainly deserves. Only re-
cently and largely prodded by in-
ternational pressure, African gov-
ernments have started to make a
concerted effort in fighting its
spread. The business community,
save for some exceptions, has
largely ignored the problem as if it
has no effect in its core activities.
African businesses, as a recent
survey of the business community
in the continent suggests, seem to
be in denial.4 On the other hand, it
is becoming increasingly obvious
that fighting and eventually win-
ning the epidemic requires the
combined efforts of governments,
the business community, civil so-
ciety institutions, NGOs and the
community at large.

The economic, social, and psy-
chological effect of this epidemic
is currently being felt in all sectors
of the society, and, without an im-
mediate and concerted action by
avery one, it could have a truly
disastrous effect on our society in
the future. Despite such a high
prevalence rate, however, the re-
sponse of the various sectors of
the society is far from what is nec-
essary to avoid the looming disas-
ter. This is particularly true to the
Ethiopian business community
who, if initiated, has the where-
withal to contribute significantly
towards the struggle against this
plague,

This short paper is designed to
present the case for business in-
volvement in the fight against
HIVIAIDS in Ethiopia. It tries to ar-
gue that businesses in Ethiopia
have the moral, social and eco-
nomic responsibility to get in-
volved in the fight against
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HIVIAIDS in the country. It in par-
ticular tries to argue that the long-
term self-interest of business re-
quires its involvement. It also tries
to identify specific activities that
businesses could undertake to
effectively contribute towards this
struggle.

1. THE SOCIAL AND
ECONOMIC EFFECTS OF
HIV/AIDS IN ETHIOPIA

The social and economic impact of
HIVIAIDS cannot be understated. If
unchecked, it is an epidemic that
can destroy a whole generation. It
destroys the human capital of a
society that is desperately required
for development. It weakens our
social and economic institutions. It
could obliterate the family as an
important institution as more and
maore children become orphans. It
has serious negative effect on
gconomic performance both by
affecting the overall output of a
country and by making the cost of
business prohibitively high.

Social and Demographic effects:

If we look at the global picture,
there were some 33.4 million peo-
ple estimated to be infected by the
virus at the end of 1938. Of this
total number, 22.5 million (67.4%)
are in Sub-Saharan Africa, 6.7 mil-
lion (20.1%) are in South and South
East Asia, and 1.4 million (4.2%]) in
Latin America. The rest of the
world combined accounts for only
2.8 million infected or about B.4%
of the total.5 If we look at the trend
in new infections, SSA's picture
looks very grim in deed. Of the 5.8
million people newly infected
through out the world in 1298, 4
million {69%) are in Africa. (See
table 1 below)

As intimated earlier, Africa is the
most  affected continent in the
world, Within Africa, South Africa
with 4,2 million affected leads the
pack followed by Ethiopia with 3
million (of which 2.9 million are
adults) and Migeria is third with 2.7
million people infected. (See table
below). The number of children
orphaned at age 14 or less is high-

est for Uganda where the virus
struck earlier with 1.7 million or-
phans followed by Nigeria with 1.4
million and Ethiopia is third with
1.2 million orphans.

However, partly owing to the low
level of income and the weakness
of our health infrastructure, the
number of people dying from the
disease is the highest in Ethiopia
compared with other African coun-
tries. In South Africa, where there
are the highest number of people
infected, the death to infection ra-
tio is about 6% (with an estimated
250,000 people dead in 1998). In
comparison, the ratio for Ethiopia
is 9.33%, (which is more than one
and half times that of South Af-
rica.B The cumulative number of
AIDS deaths in Ethiopla since the
epidemic struck in the early 80s .
conservatively estimated at 1.2
million and expected to increase to
1.7 million by the year 2002.7 This
is about 6.4% of the total AIDS
deaths in the waorld for a popula-
tion a little less than 1% of the
world population. If present trends
continue {i.e. using the low preva-
lence estimate of the government)
Between 2002 and 2014, an addi-
tional 3.35 million Ethiopians are
expected to die from the disease
raising the cumulative number of
people that will die of AIDS to 5.25
million paople by 2014,

One obvious implication of this is
a significant decline in the life ex-
pectancy of the average Ethiopian.
The life expectancy at birth is cur-
rently estimated by the Central
Statistical Authority to be about 50
years without taking into account
the effect of HIVIAIDS. “However,
due to the large number of infant,
children and young adult deaths
due to AIDS, it may only be about
42 years." By the year 2014, the life
expectancy that would have been
56.4 years without AIDS is ex-
pactad to reduce to only 46.5 years
owing to the HIVIAIDS pandemic.
AlDS is also claiming the lives of
children at an alarming rate. The
infant mortality rate, expected to
decline: from the current 97 per
1000 live birth to 79 by the year
2014 without AIDS will increase to
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B5 because of it while child mor-
tality rate will be 147 because of
the disease from the expected 127
without the disease. According to
the Ethiopian Ministry of Health,
“AIDS could soon become the
major cause of death for children
under the age of five, worse than
other major causes such as diar-
rhoea and respiratory diseases."8
The total population of the country
that could have been 92 million by
2014 will only be 85 million be-
cause of the disease.?

The epidemic is having a strong
and negative impact on the health
sector of the country particularly
given the government's weak fi-
nancial capacity. According to a
study by Kello, the cost of hospital
care for an AIDS patient ranges
from birr 425 to 3140 for an aver-
age of birr 1800. The total cost of
caring for AIDS patients, according
to government estimates is about
87 millien birr in 2000 expected to
rise to 185 million by the year
2014.10 According to UMNAIDS, if
Ethiopia is to adequately care for
all the AIDS patients the required
health expenditure will rise by 74
to 121 million USD. This is an addi-
tional 3 to 5 dollars in per capita
income that the country does not
have and need to get from foreign
sources. Currently, as much as
42% of all the country's hospital
beds are occupied by AIDS pa-
tients and this is expected to rise
to 54% by the year 2004 leaving
only 46 % of the beds for all other
afflictions in the country. Given the
widespread occurrence: of other
epidemics such as malaria in the
country and the miserable condi-
tion of the country’s health sector,
it s not difficult to imagine the po-
tential increase in mortality caused
by other diseases because of the
suffocation of the health care sys-
tem by the HIV/IAIDS epidemic.

The epidemic also affects the edu-
cation sector. It dees so by, amaong
othar things, the increase in the
number of teachers that dies of the
disease andfor by the rate of ab-
senteeism of infected teachers. A
rough estimate of the size of this is
given by the percentage of pri
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Table 1. Comparative HIV/AIDS Prevalence and Soclo-esconomic Effect in Selected Countries

SOUTH
DESCRIPTION BOTSWANA| KENYA MIGERLA AFRICA UGANDA ETHIORLA WORLD* S5A"
People  Living TOTAL 290,000 | 2100000 | 2,700,000 4,200,000 520,000 3,000,000 33,400,000 [@22,500,000
with tha Virus
ADULTS{15-49) 280,000 | 2,000,000 | 2800000 4,100,000 TT0,000 2,900,000 32,200,000 1,500,000
CHILDREN <15 10,000 78,000 120,000 85,000 53,000 150,000 1,200,000 1,000,000
YEARS o
WOMEN 150,000 1,100,000 | 1,400,000 2,300,000 420,000 1,600,600 13,880,000 [{H0,750,000
Adult Prevalence Rate (%) 3580 13.95 5.06 165.94 B30 10.83 1.10 300
Orphaned al Age<14 (Cumulative) B6.000 | 730000 | 1,400,000 | 420,000 | 1,700,000 | 1,200,000
Estimaied Deaths in 1988 (Cumada- 24,000 180,000 250,000 250,000 110,000 280,000 13,800,000 11,500,000
five)
Bed Occupandy (%) S0-60 an o2 26-70 (2010) 50 28(2008)
Loss of GOP Per Capita Growth(%) 1.1 1.3 0.85 10 oA 08
Required Heallh Expendiiure Rise 11ioid T8-125 Z2a0320 11240180 Tata121 112158
USD in Mallion
Resource Gap for Hesponse Per Cap- a8 284 2103 Hod i1 o2 5
5]
Rasource Gap lor Response in Mil- 1562 124,33 177.83 1214 165,63
fons of USD
Loss of HH Income| %) 8013 489.78
Business Impact AIDS Relaled Costs 4.8 % wage|  20% of 7.0% of wage 505 of linesses
Bifl profits hill %
Pnmary Students wh Last & am 188 057 1.24 1.8 1147
Teacher to HIV
Crphians Cumulalive 56,000 1 7 miifion 1.2 mifiion
" Loss of Waork Force{%s) T3k t5ka16 a1

" 1988 Dats, Source: UNAIDS: 2000

mary students that have lost a
teacher because of AIDS. As can
be seen from table 1, the highest
rate (3.9%) is in Botswana mainly
because of the high adult preva-
lence rate (35.8%) followed by
Kenya and Uganda at about (1.6%)
where the epidemic started earlier
than Ethiopia. The rate for Ethiopia
is a significant 1.17-%. That is
51,000 primary school pupils out
of 4.3 million that have lost teach-
ers for AIDS in 1999.11 For a coun-
try that has a serious shortage of
trained and experienced teachers,
it will neither be easy nor cheap to
replace these teachers.

The Economic Impact of
HIV/AIDS

As suggested earlier, HIVIAIDS is
no more just a health and humani-
tardan crisis. It has become a
monumental development problem
through its negative effects on a
country's economy. There are
various ways through which it af-
fects the economic performance of
a2 country. At the macroeconomic
level, it reduces total output and s
potentially inflationary. It nega-
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tively affects government budget
by increasing its expenditure for
healthcare and reducing revenues
owing to the reduction in output.
The foreign exchange position of
the country is also affected be-
cause of the high foreign ex-
change demand to purchase
medicine and related products.
The Increased AIDS related ex-
penditure also reduces national
gavings and thus investment. At
the firm level, the epidemic could
affect business by increasing the
cost of doing business through
increased labour costs, loss of
trained human manpower, reduced
productivity and absenteeism. It
also affect business on the de-
mand side by reducing the de-
mand for goods and services that
they produce owing to the overall
decline in output and expenditure
shifting as household expenditure
for health care and funerals in-
crease at the expense of other
spending.

UMAIDS projections show that the
per capita income growth of
Ethiopia will be reduced by 0.6%
by the year 2010, which is the low-

est by comparison. with the se-
lected African countries reported
in table 1 and much lower than the
average SSA country in general.
Still, this is a significant loss for
Ethiopia.12 According to our sim-
ple projection, (see tables 2-1 & 2-
2 in the appendix) this amounts to
a loss of 60 birr in per capita in-
come by the year 2010 ameounting
to over 4.8 billion birr in total in-
come. It is expected that Ethiopia
will lose B8.3% of its potential
workforce in 2005 and 10.5% in
2020. The loss of workforce could
reach 2.45 million if we take the
government's conservative projec-
tions or could rise as high as 2.7
million if we use UNAIDS' preva-
lence rate as a base. With a mean
expanditure for treatment of birr
1930 and funeral expenses of birr
127, (several times more than the
average income of most house-
holds) it is not difficuit to imagine
the reduced national savings ow-
ing to AIDS, This would certainly
lead to a reduced investment thus
reducing economic growth. In
terms of foreign exchange alloca-
tion, if the country spends the re-
quired amount of money to import
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drugs to treat all AIDS patients; it
could spend from 7 to 37 weeks
worth of all its foreign exchange
quota in 1994,13 This is a foreign
exchange that the country could ill
afford.

Although there is no detailed data
for Ethiopia, the disease affects
areas critical to our economy and
its potential for development. Ac-
cording to recent surveys of some
African countries, thirty per cent of
Malawi and Zambian teachers are
infected for example and in many
African countries the disease hit
professionals hard. A 1997 study
in Rwanda showed that “the likeli-
hood of HIV infection for a preg-
nant woman to be 38 per cent if
her husband worked for gowvern-
ment, 32 per cent if he was a
white-collar worker, 22 per cent if
he was in the army and 9 per cent
if he was a farmer.”14 As in other
African countries, AIDS affects the
various sectors of the Ethiopian
economy differently. According to
a 1994 survey, the mean number of
hours spent per week in agricul-
ture per household was found to
be 33.6 hours in non-AIDS afflicted
households, as compared with
between 11.6 and 16.4 hours in
those that were afflicted.15 The
urban economy is the most af-
fected currently owing to the high
prevalence rate in urban areas
{13.4% for urban areas in general
and 16.8% for Addis Ababa) com-
pared with rural areas (with 5%
adult prevalence rate). Within the
urban economy, following the
transportation sector (because of
mobility) and the insurance sector,
the industrial and services sector
will be highly affected.

The effect on Business

Tibebe Markos was a young,
healthy looking and energetic BA
degree holder in finance and ac-
counting in his early 30s when he
started work on December 27,
1989 as the chief of finance for an
upstart holding company imple-
menting a number of industrial
projects in Addis Ababa. He got
this nationally advertised position
winning a highly competitive and
costly recruitment process that
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includes many highly experienced
people in the field. His primary
task in his new position was to
institute a sophisticated comput-
erized finance and accounting sys-
tem for the parent company and its
subsidiaries. About a month after
he started his new job, he fell ill
from a “"chronic case of ulcer" and
failed to report to work for about a
week. For the next three months,
he was able to work only for 28
working days because of his re-
curring illness. The company
found out in April that his illness
was AIDS and that he was going to
die from it, which he did in May of
that year. It took two rounds of
national advertising and over
seven months of intensive re-
cruitment to replace Tibebe. The
new finance manager calculated
the opportunity cost to the con®
pany of Tibebe's iliness as:

Cost of advertisemant 2688
Salary pald during llineas 4800
Work undene untll replacement
{productivity loss) 20,086.74
Recruitment cost (including

hoard members' tima) 2000
Total cost to the firm 29374.74

This is one real life example of the
cost incurred by a firm because of
HIVIAIDS. The cost will be even
higher if we include the time |ost
for funeral and health insurance
costs (in this case it was not ap-
plicable). It is not difficult to
imagine what the cost will be to a
firm with many workers falling to
this epidemic.

Clearly, in today's very tight com-
petitive environment, businesses
need to do whatever they can to
reduce cost to stay competitive.
They certainly have to avoid any
thing that could potentially raise
their cost and reduce their produc-
tivity. As the above example
shows and from the experience of
many African countries, it has
been evident that the epidemic can
seriously raise the cost of busi-
nesses directly and indirectly. One
such direct effect is the loss of
skilled and experienced workers
including senior staff, which both
reduces productivity and increase
the cost of training new recruits.

Productivity of enterprises is also
affected by absenteeism owing to
iliness or attending funerals of
relatives or fellow workers. In a
1984 survey of 15 firms in Ethlo-
pia, AIDS accounts for 53% of all
incidences of illness over a five-
year period.16 According to the
Ethiopian Ministry of Health, “the
number of workdays lost to illness
for a person with HIV/AIDS can
range from as little as 30 to as
many as 240 days in a year.”17
UNAIDS estimates that HIV will
result in a fall of productivity to
reach as high as 50% in the next
five to ten years. Another direct
cost to business is the cost of
health care. In Zimbabwe, for in-
stance, insurance premiums gen-
erally doubled between 1996 and
1998 while a flower company in
Kenya reported that its health care
costs rose ten times between 1985
and 1985. The costs of HIV to §
firns in Botswana is estimated to
rise 7 times between 1996 and
2004 to equal 5% of the total wage
bill. An average Zimbabwean
worker spends ten per cent of his
working time for funeral, 18 All this
adds significantly to the cost of
the business firm negatively af-
fecting its competitiveness.

Business bottom line is affected
not only on the cost side. Its prof-
its also suffer for lack of demand
for their products. Demand is af-
fected both by reduced income of
househelds and because of ex-
penditure switching. The reduced
income of households can be cap-
tured at the macro level by the
decline in GDP owing to the epi-
demic. As stated earlier, the total
income loss assuming a 0.6% per-
capita GDFP growth reduction,
could be close to 5 billion birr per
year in 2010. In terms of expendi-
ture shifting, the loss of demand
for Ethiopian businesses (other
than those related to healthcare
and funerals) is estimated at about
4.1 billion birr for medical care and
688.5 million birr for funerals over
the next ten years. This comes to
an annual average cost of health
care and funerals of over 475 mil-
lion birr,1? According to one
study, the expenditure on normal
goods and services of households
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in which somecne is suffering
from AIDS is often halved.20 As a
Thai businessman succinctly put it
“dead customers don't buy."21

All these combined could reduce
the profitability of business sig-
nificantly. Although there is no
such calculation for Ethiopia, if we
take the experience of other Afri-
can countries, the loss in profit-
ability could range from as little as
0.5% in the less affected industries
such as textiles to as high as 15%
in the highest affected transporta-
tion sector. (See graph in appen-
dix).

Business Response to HIV/AIDS

Albeit scanty, the above evidence
clearly indicate that businesses in
Ethiopia, like all businesses in
most affected countries in Africa,
have a clear business interest 1o
be engaged in the fight against
HIVIAIDS. Although many busi-
nesses do not see the direct effect
of the disease now, if current
trends continue or get worse for
lack of a concerted action, their
bottom line is sure to seriously
suffer in due time. As the competi-
tion gets stiff and the global econ-
omy gets more and more Knowl-
edge intensive, no country or
business can afford to lose its pro-
fessionals, teachers, managers or
other skilled personnel at such a
high rate and hope to survive let
alone emerge victorious. There-
fore, for the Ethiopian business
community self-interest alone de-
mands, even requires its construc-
tive engagement.

However, the self-interest of busi-
ness in aeneral is not measured
anly by the short-term cost benefit
calculus of the individual firm. The
overall socioc-economic environ-
ment on which business activity is
conducted has a crucial bearing
on its profitability or even survival.
One such environment that is se-
ricusly threatened by the HIV/IAIDS
pandemic is social stability, The
tremendous burden put to bear on
the country's health care system,
the massive number of AIDS or-
phans that are sure to be added to
the army of street children in our

cities, the decline in our education
partly owing to the loss of many
experienced teachers, the erosion
of our value system as a result of
the obliteration of families, the
weakening of our defence forces
because of the high prevalence of
the disease in the military, added
to the overall economic decline
expected to come as the disease
takes its toll all add up to ercde
the social fabric that has woven us
together as a community. This
atmosphere  could  seriously
threaten our social and political
stability that is so necessary for
business to flourish.

But, that is not the only reason
why businesses have to be in-
volved. There is compelling moral
and citizenship reasons that justify
business involvernent. After all.g
business owners and managers
are human beings endowed with
feelings and concerns for their
fellow humans. Any natural disas-
ter that strikes human beings
anywhere must surely engender
their sympathy and provoke ac-
tion. That is why, although the size
and modality of the responses
differ, all of us (irrespective of our
religious or nationality differences)
feel the pain of a natural calamity
that befalls humans anywhere. It is

-the inherent moral cbligation of

our existence that triggers such
sympathy. It is also to this univer-
sal moral ocbligation that we appeal
when we ask the support of other
well-endowed countries during
natural disasters in our own coun-
try or the indignation we feel when
such support is denied for political
ar other reasons,

This moral obligation is even more
compounded when the calamity
OCCUrs in ones own country. Here
the universal moral requirement
becomes even more forceful be-
cause of the sense of community
one shares as a citizen of a coun-
try. Being a citizen of a country
bestows on the Individual certain
privileges and responsibilities that
non-citizens do not have. The right
to freely trade in ones country
comes with the responsibility to
pay taxes and to play by the es-
tablished rules of the game. The
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right to choose our leaders or as-
pire to any public office within our
country comes with the obligatien
to use our votes properly as voters
or commit our selves to genuine
public service if elected. The
strong case for a free market sys-
tem is made on the basis of the
wider benefits it accrues to the
larger community. It is therefore
legitimate to expect businesses to
give back to the community in
times of hardship some of the ex-
cess resources they are privileged
to accumulate in good times,

If the above argument is somewhat
valid, the guestion to address then
is why the business community
fails to get actively involved in the
fight against AIDS. There are two
plausible, albeit not justifiable,
reasons for that, The first reason
is directly related to the epidemic
itself. Most business leaders do
not seem to have realised the
magnitude of the problem and its
potential consequences. This is
true not only to Ethiopian busi-
ness but also businesses in other
parts of Africa. According to a
survey compiled for the Africa
Competitiveness Report 2000, in a
“comparison between perception
of business and the best scientific
estimates of infection rates and
AIDS deaths, business |eaders
tend to perceive HIV infection lewv-
egls to be lower than those re-
corded by UNAIDS...The average
ACR figure (calculated as a popu-
lation weighted average for the 29
countries where UNAIDS data are
available) is 4.26 per cent against
a UNAIDS average of 616 per
cent."22 This is a sizeable differ-
ence especially when considering
the fact that the survey was done
in 1938 while UNAIDS estimate
was for 1997, This gap between
scientific estimates and business
perception is even wider for Ethio-
pia. As can be seen from table 4 in
the appendix, UNAIDS adult
prevalence rate estimates of 9.31%
and 10.63% for 1997 and 2000, is
more than three times the 3.02%
business leaders estimate to pre-
vail in the work force: One reason
for this divergence could be a dif-
ference in the prevalence rate of
adults in the general population
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and that of the work force. How-
aver, according to the ACR analy-
sis, “there is also evidence to
support the view that these ACR
figures reflect a degree of denial"
among the business community.
This is partly an indication that
“the full fury of the epidemic has
yet to be felt and that business
leaders are unaware of this."23 |f
the latter has some truth, one of
the important tasks of those al-
ready invelved in the fight against
HIVIAIDS is to double their efforts
to raise the awareness of the busi-
ness community on the current
status and future implications of
the epidemic.

In the Ethiopian case, there is also
a meare general problem that af-
flicts the business community
when it comes to active participa-
tion in the affairs of the larger
community namely apathy. Save
for issues that narrowly concerns
their own businesses directly or in
exceptional cases where the coun-
try's sovereignty is threatened by
outside forces, the Ethiopian busi-
ness community is very shy in
making its presence felt in the
breader concerns of the society,
This is true both in areas it con-
siders political (peace and stabil-
ity, democratisation...etc.) and ac-
tivities that it presumes are
relegated to the state (cleaning
streets or neighbourhoods for ex-
ample). This is a trend that dam-
ages the credibility and respect-
ability of business in the society,
On the other hand, this is a trend
that hurts saciety by robbing it of
the skill and resources that the
business community posses and
that the community can use for the
overall advancement of society.

Areas for effective business par-
ticipation

If the case for the involvement of
the business community is plausi-
ble, the next step is to identify the
modality of its participation,
Clearly, the responsibility to con-
tribute towards the struggle
against this epidemic should be
equally shared by all members of
the society. Effective struggle re-
quires identifying the comparative
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advantage of each sector of the
community for optimal use of the
available resources. In general, it
is fair to say that businesses are
well placed to join the fight against
AIDS either by themselves or in
co-operation with the public sector
andfor with non-governmental
agencies active in the fight against
AIDS. Obviously, each business
has to choose the activities that
suit its own environment in con-
sultation with organisations that
have wide experience in the field.

One such possible activity that
businesses can consider is work-
place preventive activities which
have proven effective in many Af-
rican countries both in terms of
their ability to reach targeted
groups and even more directly in
reducing cost by cutting in the rage
of absenteeism. In Ethiopia, a
good example of a workplace ac-
tivity that effectively reduce busi-
ness cost and alse provide a
larger social good is Kombolcha
Textile's family planning program.
This program operated by the
company's clinic in collaboration
with the local branch of the Family
Guidance Association of Ethiopia
provides modern family planning
methods for the company's female
employees and other local resi-
dents, The result was impressive.
In the four years since the pro-
gram was introduced, there was a
significant decrease in unwanted
pregnancies. Abortion rate de-
creased from 2-3 per week to
about one in three months. The
number of workman days lost due
to maternity leaves and leave be-
fore delivery decreased from
15,330 days in 1997 to 7,470 days
by the year 2000.24 |f we assume
temporary workers at a daily wage
of birr 15 would replace these lost
days, it would amount to a saving
of close to birr 120,000 for the firm.

Similar co-operative  activities
could be taken by businesses for
the prevention and care of
HIVIAIDS. As suggested earlier,
businesses can choose the kinds
of activities they wish to involve
in. For the purpose of this paper,
and on the basis of the successes
registerad in other countries 25 at

least four areas can be identified
for business participation in the
prevention of the spread of the
epidemic and in contributing to the
care of the already afflicted. These
are;

1. Since heterosexual intercourse
is known to be the main transmis-
sion mechanism of the HIV virus in
Ethiopia and condoms are known
to be at the heart of an effective
prevention strategy, businesses
can use their experience in pro-
moting their products by intro-
ducing innovative marketing tools
for the promotion and marketing of
condoms and other mechanisms
of safe sex.

2. Business marketing =skills can
also be used in identifying tools
for targeting highly affected
groups in the community such as
the youth.

3. Businesses can take a number
of work place actions to safeguard
their own employees from the dis-
ease and contribute to the care of
affected workers. This could be
done through work place preven-
tive educational programs and
instituting strong measures
against stigmatisation of affected
workers.

4. Businesses can also use their
tremendous financial resources
and extensive contacts in govern-
ment to lobby for an effective AIDS
policy in the country and partici-
pate in mobilising the larger com-
munity for preventive action, con-
tributing towards the care of
orphans and the loving care of
those afflicted by the disease.

CONCLUSION

Without a doubt, HIVIAIDS is one
of the most serious humanitarian
and developmental challenges
facing the country today. By the
total number of infected persons,
Ethiopia is only second to South
Africa in the African continent,
which is by far the worst affected
region in the world. There is no
person in the country that is not
affected by the scourge in one
form or ancther. The diseass has
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killed many times more compatri-
ots than all the wars this country
has fought against foreign aggres-
sion in this century combined. The
struggle against this epidemic re-
quires the combined efforts of the
govermnment, non-governmental
organisations, professional asso-
ciations, the donor community,
and all citizens of this country,
Businesses in particular have both
the self-interest and maoral duty to

contribute to the struggle against
this epidemic. They also have the
skills and the means to make an
effective and durable contribution.
HIVIAIDS is not a mysterious pun-
ishment that is handed down by
some super natural force. Its
causes are known and, although
the cure is not yet available, there
is sufficient and widespread
knowledge about the actions that
need to be taken to prevent its

transmission. Neither is it a prob-
lem that goes away if ignored. It
neads concerted action to mitigate
its disastrous effects. It is high
time that the Ethiopian business
community wakes up from its
slumber and proves that it is a
good citizen of this community by
making its human and material
resources available to fight this
scourge of the century.

APPENDIX: BASIC FIGURES ON HIV/AIDS

Table 1: Reglonal HIV/AIDS Statistics and Features, December 1538

Reglon Adults & Adults & chil- Adult Parcent of Main mode(s) of
Epidamic started | chijgran living | dran newly preva- HiV-positive | transmissionZ for
with HWVIAIDS Infected with lence edults who adults living with
HIV ratel aro Woman HIVIAIDS
Sub-Sanaran Africa late T0s -earty ‘803 22.5 million 4.0 million &M 50% Hetero
North Alrica & Meddle East Iate ‘B3 210 000 18 000 “13% 20% IDU, Hetero
South & South-East Asia late ‘Bl 6.7 million 1.2 million 0.69% 25% Hetero
Easi Asia & Pacific late “BOs 560 000 200 000 0.088% 15% 10U, Hetero, MSM
Latin America late ‘70s -eary 'B0s 1.4 million 180 000 0.57% 20% MSEM, 10U, Hetero
Caribbean late 708 -eary 'BUs 330 000 45 000 1.86% 35% Hetero, MSM
Eastern Europe & Central Asia earty "Bz 270 000 BO 000 0.14% 20%: IDU, MSM
Wesiem Europe lata ‘705 -sarly 'BUs 500 000 50 000 0.25% 20% MSM, DU
Narth America tate '70s -garty BOs 890 000 44 000 0.56% 20% MSM, DU, Hetero
Australia & New Zealand late 705 -sarty 'BOS 12 000 800 0.1% 5% MSM, 1DU
TOTAL 33,4 million 5.8 million 1.4% 43%

Source: UNAIDS, AIDS Epldemic Update - December 1838, p.5

Table 2-1: Projections Based on Ethioplan Government Pravalence Rate and that of UNAIDS

a Year 2000 | Year 2010
Todal population 100.00 81.085 7880
fpudutts (15-49) 44 52 27.201 A5 57
ElIDS Prevaienca (based on Gov, Estimate of 7.7% prev.) 0.58 2,600 3.40
§2105 Prevalence (based on UNAIDS estimate of 10.63% prev,) 10,66 2.800 3.79
2000 2010
D {in million) E17TE.1 84337 8
DF par capita B47 465 1055 54
| GOF per capila with AIDS™ B47 465 EEERET]
|GDP with AIDS 51778.1 Tag16.2
'.m GOF with AIDS 4621685
force AIDS prevalence 2000 2010
otal work force mallion (15-4%) 7360 24.28 3176
[feev. projection 732 3,04
[UNAIDS 2.56 3.39
A ctive work force millons (15-48) 19.02 19.57 25 60
fl-os3 ol WF Gav, projection 187 a5
[.ma of WF UNAIDS 208 273

*Assuming 8 5% annual GDP growth
" Based on the UNAIDS projecton of decline in per capsta GDP of 0.6% in vear 2010 and 3 popalation
growith of 2.9% per annum.

' The proportion of adults (15 to 49 years of age) lving with HIV/AIDS in 1998, using 1997 population numbers.,
¥ MSM (sexual transmission among men who have sex with men), IDU (transmission through injecting drug use), Hetero (hetero-
saxual transmission),
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Tabie 2-2. Annual Projections Based on Governmant Curment Prevalonce Estimate and that of UNAIDS

2000 2001 Loo2 2004 2005 2008 10
Aduits (15-£95(C5A 1559) 2720 | 2zred | 2870 | 2048 | 3028 | 3111 3282 | a7 3463 | 3557
Peopia infectad{Goy. Esl) 280 287 274 282 289 287 314 322 3N 340
People infected{UNAIDS) 2.80 298 3.08 3.14 323 332 .50 358 368 378
New AlDS cazas 022 0.23 0.23 0.24 D24 0.25 0.27 0.27 028 029

Source: Author's calculation. Al profections are calculated using the following linear growth formula: Van o = Vagoo 140k

whare I=time, r = the growth rata.

Table 3. Results of a Survey of 65 Businesa Leaders on HIVIAIDS and Hs Effects on Business

ITEM Acc. ACR 1589
Average estimale of % of work force that is infected 3.02%
Average Estimaie of % of work force that has died of AIDS 5 years ago = 0.34%, In 1599
= 0.80%, by the year 2002 =

1.38%

Average estimate of % of infected ermployees that are managers 2%

Workers 43:33%

University graduates 2%

Lacking a formal education b 38%

Percantage of firms that rank the AIDS apidemic as having a modaraie or 18.05

major impact on healthcars costs

On time lost 1o AIDS reiated sickness 18.05

Time lost duee o attending funerals 14.28

Reduction in skill level of work force 23,81

Increase in training cos! 14.28

A% & fesponse to death and disability from HIV Iinfection, % of firms that hire oea

mare than one employes in management

Labourer or clencal position 233

As a response lo HIWAIDS, % of firms that provide routing HIV Screening 1o 0.0

thair smployees

Free condoms 1578

HIV counseliing or education 16.67

Source: Africa Compettivaness Report 200002001

* Preliminary drafi.

** Director, Ethiopian Economic Policy
Research |Institute. The author highly
appreciates the research help from Danial
Asszefa and Getachew Asgedom of tha
Inztitute,

' Joint Unifed Nations Program on
HIV/AIDS (UNAIDS), Septembar 2000

* AIDS in Africa: Country by Country,
Africa Developmeant Farum 2000,

* Piatform of action on HWV/AIDS in the
context of the world of work In Africa, ILO,
2000,

Y The African Competitivensss Repon
200002001, World Economic Ferum, Ge-
neva, Switzeriand 2000,

* UMAIDS, AIDS Epidemic update, De-
cember 1998, p. 5.

* It should be noted that the affisial Ethio-
pian government estimates are a bit lower
than the estimates by UNAIDS. According
to the most recent government estimates,
the number of people infected s 2.6 mil-
lizn and the adult prevalence rate is 7.3%.
The number of AIDS deaths, which
UMAIDS estimates at 280,000 for 1990 is
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lower in the govemment's estimate fo
183,130, Since we are doing inter-cauntry
camparisons: here, we are using UNMAIDS
figures, See, AIDS jn Ethiopia, Third Edi-
tion. Disease Prevantion and Contral
Departrment, Ministry of Heahth, Addis
Ababa; November 2000

" AIDS in Ethiopia, op.cit,, p.26.

" AIDS in Ethiopia, p.30.

" AlDS in Ethicpia, p. 27-28,

" hid, p.29.

" UNICEF and UNAIDS. 2000.

" For ecanomic growth impact of HIV for
80 developing countries, See R. Bonnel
{2000) Economic Analysis of HIV/AIDS,
ADF 2000 Background Paper, World
Bank. See also tha graph In the appendix.
"'Kelio, A, B. Impact of AIDS and its im-
pact on the economy and Health care
service system in Ethiopia. Cited in “AIDS
in Ethlopia® op.cit., p.32.

" African Competitiveness Repart 2000,
p.28,

' Baryoh, 2000,

" Bersufekad Assefa, "A Study on the
Socio-Economic Impact of HIVIAIDS on
the Industrial Labour Foree in Ethiopia.”

1584, Unpublished,

'" AIDS in Ethiopia, p.34.

" UNAIDS, 2000,

'" This Is calculated based on the follow-
ing rather consarvative assumptions.
Current HIV carriers 2.8 million; new addi-
tions in ten years 415,365 death within
the next fen years out of the currently
infected 2.6 million while, of the newly
infected 270,680 far & total estimated
deaths in ten years of 2.81 million. It |s
alzo assumed thal 75% of patients will
seek medical care resulfing in expacied
patienl visits of health Tacilities at 2.1
million and an aversge cost of care
equaling birr 1930 and funeral 327,

® A, M. Kimball and M, Thant “View-
point,” The Lancet, 347 (1998): 70-72.

* Quoted in Africa Competitiveness re-
part, 2000, p.28,

# ACR 2000/2001, p.28.

2 AGR 200072001, p.31,

¥ Reproductive heaith through business
enterprises: Tha exparience of Kombol-
cha Textila Enterpries, pp. 3-4.

* Ibid. p.35. B
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