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The economic structure, the degree of political stability, the presence of resources,
markets and strong capitalist class, the organisation of industries, and the
conscientious and well-thought acts of governments are the primary determinants of
industrial development. Volumes of literature are documented on the controversies of
the role of market and the state.

Pro-market economists argue that enterprises allocate resources in accordance with
consumers' demand by the 'invisible hand and free competition tends to ensure
Pareto-optimality. Prices ensure that the structure of production in a country will be
consistent with the resources available to it. In their motives of maximising profits,
private entrepreneurs in a free market setting will guarantee full employment and
maximise social welfare through their independent individual actions (ThrilwaIl1994).

On the other hand, due to lack of adequate information and skills, governments are
inflexible and unable to change course when mistakes become apparent. They even
tend to represent sectional rather than national interests and they might even be venal
or corruptible (Lall 1996). Governments usually tend to impede development as they
interfere in well-functioning markets. Thus, they need to do away with such "

interventions as protection, subsidies, licensing, state-led researches and the
provision of other similar facilities. Instead, governments should focus on liberalising
markets, privatise public enterprises and allow individuals to accomplish their activities
the way they like.

Other economists (Thril..vall 1994; Stiglitz 1996 and 1997; and Lall 1996) argue that
markets are either non-existent or under developed particularly in third world
countries. In such a situation, governments should intervene to guide and supplement
markets for efficient allocation of resources and for a rapid pace of development.

Given the natural preference of people for present rather than future satisfaction, free
markets will tend to allocate resources for the production of consumption goods than
otherwise. This would definitely affect the welfare of the future generations. Indeed,
individual firms may not be capable or are less willing to involve in huge investment
ventures whose benefits might accrue in the long-run.

Co-existence of shortage of capital and foreign exchange, on the one hand, and
surplus labour, on the other, at the existing market prices is an evidence for structural
disequilibria. Indeed, individual investors tend to ignore external economies in their
cost-benefit analysis due to lack of special incentives. Consequently, sub-optimal
decisions of individuals on such areas as technical and managerial training may harm
the development of the industrial sector. ,

According to the infant industry argument, industries require a certain period of
protection. Leaving matters to the mercy of the market, where severe import
competition exists, may hold back entry into activities involving risks and demanding ,
huge investment on technology in developing countries. Furthermore, industrial
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revival and expansion of private industries in some respects. Yet, markets are not only
imperfect but also underdeveloped in many respects. The country has not built up a
strong capitalist class. In terms of almost all indicators, the economy is extremely
backward. Democratisation and institutional building is in its rudimentary stage. Other
things being constant, the very socio-economic basis of the prevailing policies greatly
affects the performance of the sector.

Thus, the objectives of this paper are to assess the performance of the Ethiopian
private industrial sector during the reform period,1 to identify the major constraints in
the context of the existing market structure and in view of this to examine the room for
government intervention.

The analysis of the paper largely depends on descriptive statistics and the sources of
information are mainly Central Statistical Authority, Ethiopian Investment Authority,
and the Ethiopian Privatisation Agency. Lack of cross-section data on the
performance of private industries and the short period to evaluate impacts of the
reform measures through time series analysis could not allow employing econometric
models.

The rest of the paper is organised as follows. The second section briefly assesses
the policy environment. Section three examines the performance and major
constraints. Finally, the paper concludes its discussions in section four by identifying
possible areas of government intervention to facilitate the activities of the private
sector.

2. THE POLICY ENVIRONMENT

In line with a free market operation, selective intervention on private sector activities
created a favourable condition for a progressive industrial sector during the Imperial
regime. On the other hand, strengthening the role of the state in the economy as
against the market was a driving motive of the system during the military government.

Both foreign and domestic enterprises were nationalised which broke the steady flow
of foreign direct investment and the process of industrialisation thereof. Capital
ceilings, tedious bureaucratic procedures, and restrictions on the supply of foreign
exchange, skilled manpower and credit were imposed on private ventures. As a
result, the shares of the private sector in output and employrnent in medium- and
large-scale industrial establishments were only 4.0% and 8.1%, respectively in
1988/89 (CSA 1990). On the other hand, inefficiency and capacity underutilisation
were found rampant among public industries (Worku 2000).

In contrast to the command policy of the Derg, the Transitional Government of
Ethiopia introduced the New Economic Policy with the intent of granting a leading role
to privates in development. In light of free market principles, the Public Enterprise
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Reform (PER) was undertaken to ensure that forms of ownership would no more be
barriers to competition. To further strengthen the share of the private sector,
privatisation has also been undergone.

The investment proclamations and codes provided different incentives including tax
holiday for a certain period and tariff exemption on machinery and equipment with
their accessories, In order to promote exports, the Birr was devalued, Subsequently,
an auction market for foreign exchange was introduced with an ultimate objective of
setting a floating exchange rate regime. The provision of a duty drawback scheme,
and the elimination of taxes and duties on exports except on coffee were some of the
measures taken to encourage exports.

A downward revision of tariffs was introduced in step, the maximum tariff rate on
imports being reduced from 230 per cent to 40 per cent. Profit taxes were also
reduced from 89 per cent to 35 per cent and all forms of subsidies were removed.
While these and other similar measures are targeted to liberalise the market, the
government has also implemented the Agricultural Development Led Industrialisation
Strategy (ADLI). The issue here is to what extent the existing policy environment, the
nature of markets and other pre-requisites are conducive for the participation and
performance of the private sector in general, and the growth of the manufacturing
industry in particular.

3. PERFORMANCE OF PRIVATE INDUSTRIES AFTER THE REFORM

3.1. Operational Performance

In 1991/92, there were 131 private medium and large-scale industries, which engaged
on the average 32 persons per establishment. Encouraged by the investment
incentives provided, entrepreneurs have progressively established new manufacturing
units and expanded small-scale enterprises. As a result, the number of operational
private medium and large-scale industries grew to 607 in 1997/98 (CSA 1999),

Table 1: Performance in Terms of the Volume of Activities
Indicators 1991/2 1992/3 1993/4 1995/6 1996/7 1997/8 1998/9 Av. Growth Rate

Establishments 131 137 330 327 473 580 607 361

Persons Engaged 4172 4183 8518 9398 13239 21509 26028 452

Fixad Capital ('000 Birr 24582 26476 127775 173235 369221 814539 1252792 1189

Gross Value of Production 133140 160575 430647 781014 790911 1243180 1813575 624

_fGVP) ('000 Bir!t
Value Added at Factor Cost 28649 27276 92604120792193254321115355806 669

(VAaFC)('OOO Birr)

Source: CSA (Central Statistical Authority) (1992-1999) Production values are adjusted in the 1996/97 prices

Table 1 shows the performance of the private sector with regard to medium and large-
scale industries during 1991/92-1997/98. In terms of all selective indicators, the
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Table 5. Distribution of Investment Across Sectors

Commenced Operation Under Construction

Capital % Job Opportunities Capital % Job Opportunities
Sub-sector Share % Share Share % Share

Fnnd 11 .Ii 10; n ?? ? ?~ h

Beverace 11.6 2.4 3.4 3.3
Ccffee-Hullina 19.7 49.8 5.9 23.1
Textile 3.1 6.0 14.9 9.0
Leather 10.3 6.2 7.0 53
Wood 2.4 2.0 08 1.7
Pacer & Printinc 2.6 1.9 13.2 5.8
Chemicals 15.5 7.7 13.0 10.5
Non-Metallic 28 24 4 4.8
Metallic 20.6 6.8 154 129
Tnt..1 1nn 1nn 1nn inn

Source: Investment Office of Ethiopia (1999)

Table 6. Structural Change in Terms of Percentage Share of Sub-Sectors
1991/92 1997/98

Import Import
Sector Persons VAaFC Export Intensity Persons VAaFC Export Intensity

Food 178 208 235 14 189 229 70 13

Beverage 93 131 03 27 8 7 113 264 33
Tobacco 11 11.7 -41 10 64 -72

Textile 411 17.0 73 24 312 85 28 36

Leather 76 6.1 68.9 23 82 71 63.6 20

Wood 5.6 4.1 0 1 29 6.0 40 -37

PaDer&Printino 53 10.6 -59 59 71 -69

Chemicals 43 88 -86 77 151 .-82

Non-metal 39 50 -57 78 122 01 36

Metal 40 28 -86 46 53 -96

Total 100 100 100 33 100 100 100 43

Source: Own Calculations from CSA (1992-1999)

Both public and private medium and large-scale industries concentrated on the
production of consumer goods. The food, beverages, tobacco, textile and leather
industries together accounted for 68 per cent, 56.2 per cent and 99.8 per cent,
respectively of total employment, the gross value of production and exports in
1997/98. On the other hand, the share of capital and intermediate goods industries
has slightly improved over the last seven years. This was at the expense of the
noticeable decline in the textile sector due to lack of market.

Even the existing private factories and projects on chemical, metallic and non-metallic
sub-sectors are and would be small in size and largely involved in the production of
non-durable goods, which might not bring a multiplier effect on the economy.

According to the New Economic Policy, the government has expressed its intention to
participate in strategic sectors as chemical, metallic and non-metallic industries.
However, it has not sufficiently adhered to its promise. The experience gained from
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the last few years tended to suggest that without a firm commitment by the state,
private investors alone could not bring about an observable structural change. Table
5 depicts changes in the relative shares of the sub-sectors. Sustaining high level of
dependency for imported inputs in line with embryonic metallic and chemical
industries is an indication of a gloomy picture with weak backward and forward
linkages within and outside the sector.

3.4. Regional Distribution of Industries

An equitable distribution of industries amongst regions is justified on both social and
economic grounds. The distribution of investment across regions depends on the
degree of access to electricity, water, road, telecommunications and other facilities,
input and output markets, population size and other factors. Addis Ababa accounts for
a considerable proportion of the total industrial investment followed by Oromia, Tigray,
Southern Nations and Nationalities and Amhara. Benishangul-Gumuz, Somalia, Afar
and Gambella regions account for a marginal share of the total investment. Since
investment is a flow, its direction changes the stock of industries amongst regions.

Table 7. Regional Distribution of Industries {Percenta e Sharel

R~ions % of Number of Establishments Em~loyment
1991/92 1994/95 1997/98 1994/95 1997/98

Addis Ababa 76 64.9 66.9 60.6 59.1
Oromiya 11.7 12.8 12.3 15.7 17.7
Southern Nations and Nationalities 2.1 7.0 7.2 4.6 5.1
Amhara 5.3 6.6 5.6 9.2 8.3
Tigray 0.7 3.2 3.7 0.3 2.9
Dire Dawa 2.5 3.8 2.8 7.7 5.6
Harare 1.4 1.2 0.9 1.4 1.1
Others 0.3 0.5 0.6 05 0.2
Total 100 100 100 100 100

Source: CSA (1992-1999)

There seems to be some improvements in the distribution of industrial establishments
among regions. For instance, the relative shares of Oromia, Southern Nations and
Nationalities and Tigray in terms of the number of establishments and employment
have improved somewhat since 1991/92. However, Addis Ababa still remains the
largest beneficiary while regions such as Benishangul-Gumuz, Afar, Gambella and
Somalia continue to be the most disadvantaged. This disparity in the distribution of
industries reflects economic imbalances, which might cause income and living
standard inequalities among regions.

3.5. Constraints

The manufacturing sector in general and the private industries in particular are facing
severe problems associated not only in terms of efficient use of resources and
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the 762 medium and large-scale industries, (607 are private enterprises), 360
industries (47.2 per cent) attribute market related problems for their malfunctioning
(CSA 1999).

b) Inadequacy of Infrastructure Facilities and Policy Related Problems

Experiences of countries revealed that human resource development allows building
entrepreneurial capabilities, facilitating the transfer, invention and innovation of
technologies and improving productivity of workers. Skilled manpower shortage has
been a great impediment to the country's industrial development. Even though, a
number of training and education institutions have been established recently, they are
not sufficiently guided to deal in accordance with the technical and managerial skill
requirements of the sector. Strong co-ordination among training institutions, the "
Commission for Science and Technology, the Ministry of Trade and Industry, the
Agency for Basic Metals and others has not been vividly observed. Neither adequate
incentives nor efforts exist to develop technologies compatible to resource .
endowments of the country.

Lack of capacity to skilfully conduct feasibility studies, properly design and implement
projects led industries, among others, to concentrate on the production of similar
items and cost over-runs, which ultimately reduce the competitive advantages of local
firms.

Generic policies, strategies and directives govern the industrial sector and industry
sector-focused policy has yet to be pursued. The institutional capacity of tax and tariff
authorities to properly assess incomes of customers and accordingly levy taxes as
well as take proper inventory of the volume and type of goods in imposing tariffs is not

sufficiently developed. Indeed, the government has not sufficiently committed itself to .
introduce discriminatory tax measures such that merchandise capital would be
increasingly diverted to industrial investment. In a similar manner, financial institutions
are not directed to extend their loans in favour of development projects. I

Adequate provision of economic services like electricity, water and roads are

prerequisites for equitable and sustainable industrial development. Acres (1992)

indicated that the country was able to realise only 1 per cent of its hydroelectric
potential. The consumption per capita of energy in 1995 was found to be only 22 ,
kilowatt-hours, which put the country as the least user in the world (World Bank 1999).

1Frequent interruption of electric power also greatly affects the operation of industries.
Similarly, the road network is also backward as compared to other Sub-Saharan ,
African countries (World Bank 1994). Even though, efforts are made to mitigate these
acute problems, they are still major impediments for investment and ultimately cause
for the concentration of industries in very few urban centres. ,
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c) Conditions should be created for industries to have easier access to both working
and investment capital. Government may consider extending subsidised credit. It also
needs to set a tax and tariff structure that tends to favour the manufacturing sector at
the expense of other sectors such as the merchandise business.

d) Industries should be provided with technical assistance to alleviate shortages of
skilled manpower and problems associated with entrepreneurial capability.
Government should continue to establish technical training institutions, to provide
incentives to private entrepreneurs involved in the area and to co-ordinate the efforts
of all concerned public and private bodies.

e) The government should also adequately redress infrastructural problems such as
communication, roads, water and power supply, in order to curb regional imbalance's
in the distribution of industries and allow the existing enterprises to constantly carry
out their activities. The establishment of industrial estates should also be considered

across regions as a special incentive to investors.

f) Due to the danger of excess capacity in the capital goods sector, private
industrialists are reluctant to bear the risks of building far in advance of demand or of
carrying large losses for long periods in a small country (Griffin 1989). Hence,
government should certainly continue investing on industries with long gestation
periods in line with its commitment to the New Economic Policy.

g) Finally, comprehensive industrial development policy that would guide and set the
pace of industrialisation should be introduced as a matter of priority.

1 Due to data limitations to examine changes over time, the analysis focuses on large- and medium-scale

industries
2 In this connection one could ~ot deny the fact that the worsd performance recorded during the last years

of the Derg and initial years of the TGE (as a base) could partly attribute this remarkable achievement
3 Total factor productivity is measured through VAaFC/aW+bC VAaFC, Wand C stand for value added at

factor cost, wages and fixed capital while a and b stand for factor shares of labour and capital,

respectively4 There might be a debate whether these enterprises should be considered as industries or not. However,

the Ethiopian Investment Authority, the source of the information, considers them as industries.
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