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From the Editor

LDCs are increasingly being marginalized from the fast growing global economic interaction. But
with the growth of the "Global Economy"”, these economies are finding themselves being involved
either directly or indirectly. One of the indicators of globalization is the increasing share of exports
in GDP. According to the World Bank, the share of export in the GDP has increased tremendously
from the 1960s to the 1990s both globally and in each region. This shows the increasing involvement
of countries in world trade. Sensing the urgency of this issue the Ethiopian Government has now
established the Export Promotion Agency under the auspices of the Ministry of trade and Industry.
Our association also found it high time to raise this issue. Accordingly, it held its eighth Round
Table Discussion under the theme "Promoting External Trade in Ethiopia". The EEA is happy that
tnis crucial issue is discussed among academics, government officials and the private sector.

Under this issue four papers were presented. Ato Brook Debebe's paper highlights the historical
trend of external trade in Ethiopia and the measures that the Government is currently undertaking.
Ato Getinet Astatke basically gave a theoretical background of the trade issue. Ato Eskinder, on the
other hand, gave us a glimpse of the private sector's story. Dr. Mwalwanda’s paper will focus on
global and regional aspect of international trade and the general performance of Ethiopia.

Other than the main theme three papers are presented in our regular Economic Issues/information
column. One of these papers is an Amharic translation of an interesting paper presented by David L.
Lindauer under the title "Why not Africa?" at a workshop organized by the Ministry of Finance. This
paper gives a critical assessment of the already identified bottlenecks for Africa's, especially Sub-
Saharan Africa’s (SSA), growth and tries to point out a set of obstacles that have been hindering the
growth of SSA,

Major economic news is also included in our Economic Mews column. We are also happy to receive
letters from our readers. These messages have appeared under the “Letters to the Editor” section.

Enjoy your reading.
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Letter to the Editor

To the Editor, EEA
Dear Sir,

| am glad to participate in the Round Table
Discussion on Trade and | felt to say something
about "Promoting the Export Sector in Ethiopia'.

In judging a nation's performance, time and again,
we encounter, GOP, Employment, Inflation and Net
gxports. These are the central measures by which
we may judge  Ethiopia's macroeconomic
performance as well,

As a contribution to the debate, | want to point out
the fallowing issues about the export sector,

I. Net-Export

Background history indicates that imports were so
much greater than exports in Ethiopia nearly for the
last 43 years,

The negative balance of foreign trade highly
influenced the macro-economic performance of
Ethiopia. Foreign trade policies aimed at promaoting
export were set-up to change this condition.

® Statistical data indicate that gradual improvement
of exportable items was registered from 1933 to
1997, even thaugh much more remains to be done on
this particular area.

Il. Promoting the Export Seccor

Based on the Foreign Economic Policy of Ethiopia,
proclamation for the establishment of the “Ethiopian
Export Promotion Agency “ was approved this year.

The Agency has the responsibility of enhancing the
competitiveness of local entrepreneurs in o the
International market,

- The Agency undertakes promotional activities to
boost export and serves as information center for
trade activities.

- It renders professional support and training to
exporters by undertaking studies, :

- Before the approval of this Agency, the Export
Promotion Council had al!ﬂ_zady started performing
both advisory and executive functions.

Shortly, the above mentioned points are some of the
major steps taken by the Ethiopian government in
promoting ‘the export sector,
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1. Why the Export Sector is promoted in
Ethiopia?

1. To overcome balance of payments difficulties
and maintain its improvement.

2. To give the necessary
international debt crisis.

response to  the

3. To be competitive encugh in the world-market,
quantitatively and qualitatively,

IV. Tangible and Applicable Experience that We
Could Learn from Developed Countries in the
Export Promotion Sector.

%
The problem is seolved step by step. by adopting
export promotion and import substitution policies.

Export promotion
Regarding export promotion we may say;

1.  An essential pre-condition for the fulfillment of
the export programme is the realization of the
production targets set in the agricultural,
industrial and mineral sectors of the econamy,

2. Restraining the growth of domestic consumption
of commodities to create adequate export
surplus.

3. Maintenance of
stability.

4. Modernization of export-oriented industries.

5. Timely import of raw materials and capital
equipment needed for the production of
exportable goods and even supplying them at
subsidized prices,

6. Relaxation or remaoval of export restrictions on
expartable goods,

7. Provision of credit, insurance and transport
facilities to exporters.

8. Special tax privileges to exporters.

9. Promotion and participating in industrial and
trade fairs abroad.

10. Ceonclusion of bilateral trade agreements with
developed countries.

reasonable  intermal price

| thank you.

Taju Mohammed Reshid

{Oromiya Trade, Industry and Tourism Bureau)
P.Q. Box 40777

Addis Ababa

Ethiopian Economic Association




Economic Focus
A AbhTTEhn

Editorial and Letters to the Editor

The Editor in Chief
ECONOMIC FOCUS
P.O. Box 34282
Addis Ababa

Dear Sir,

Relevance of East Asian Development Experiences.

| read the five articles on East Asian economic
development experiences and current crisis in the
Feb. 1999 Bulletin with curiosity and interest. The
articles supplement and complement each other; the
compilation by Dr. Alemayehu serves as good
orientation to the basic causes of the current crisis.
Even though some of the economic malpractices,
which have precipitated the crisis in East Asia also,
prevail in Ethiopia, Mr. Robert's article provides
advisory hints on how to avoid certain economic
mismanagements in case we reach their level of
development status. Overall, you deserve
congratulations for the timely and highly readable
articles.

With the ahove as introductory, | have the follewing
comments on certain issues raised in some of the
discussion papers,

1 Or Mulatu Teshome has presented to readers of
the bulletin worthwhife and relevant article, It
enumerates possible lessons that Ethiopia can learn
from the experiences of East Asian Countries and |
hope that the high position he holds in the Ministry
of Economic Development and Cooperation provides
tim opportunities to promote the view Dr. Mulatu
points out that entreprensurial spirit, promotion of
markets  and competition, government - private
sector partnership, and good governance at all levels
as being some of the many factors that accelerated
the econamic development of the East Asian
Countries.  Coming to the Ethiopian context, there
has never been dearth of entrepreneurial spirit,
especially in the last thirty or forty years. Quite a
number of Ethiopian businessmen were able to
practice the "catch up strategy” on their own. As
illustration ane has to recall the many Ethiopians
who were owning and operating large farms,
plantations, bank and all.

2. Although | have a lot of sympathy and respect for
most of the views expressed in Dr. Befekadu's
Amharic article some of the expressions sound
xenophobic (Ref. P. 16, Col. |, para. 1) One observes
today the presence of fewer resident foreigners In
Ethiopia than there were during the Haile Selassie
era. The country has to be more welcoming to
foreigners. both natural and |egal, who may serve as
'‘Catalysts' for competition, entrepreneurship and
injection of the ‘catch up spirit' in indiganous
businessmaen/businesswomen. Most fereigners in
the country reside in Addis Ababa working for
intarnational organizations, diplomatic missions and
MGOs, And if we take out these and their
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dependents from the total number of resident
expatriates, the balance or those engaged in the
private sector will be small. Since the age is the age
of globalization a more friendly and welcome
atmosphere to foreigners will assist us to join the
main stream of world economic development and
thus avoid the prospect of marginalisation. A
watchful and private sector friendly government has
to make sure that the national interest is not
compromised in dealing with foreigners.

3. There is no denying that there are many lessons
that Ethiopia can learn from the economic
development experiences of East Asian countries.
Nevertheless, there are certain conditions and
characteristics that make these countries different
from Ethiopia. If not all of them, most of them are
geographically smaller than Ethiopia and inhabited
by peoples of more or less the same ethnicity., As
could be appreciated, it is easier to mobilize small
sized countries with more or less homoganeous
cultures and customs for ecanomic development and
etc, than larger and multi-ethnic countries. None of
the articles® draw attention to these factors,
Nevertheless, | guess the Ambassador of Japan may
be referring to them when he states, ‘the applicability
of the late nineteenth century Japanese development
model to Ethiopia is limited—' Although Dr. Mulatu
downplays the significance of ‘Cultural
Characteristics’ in the economic development of East
Asian countries, his expressing of "Strong
Community ties as being one of the most critical
factors underlying rapid industrialization” brings to
the mind societies of more or less same cultures,
values and efc..

My contribution to the list of country experiences
from which Ethiopia can draw valuable lessons is
India. It is large and multi-ethnic like Ethiopia. It is
also reputed to be the ‘world's largest democratic
country’, Parallel to this distinction, India has scored
tremendous economic success in the last thirty or
forty years from which we may have a lot to learn,

Wishing you success in all your endeavors,
Sincerely,

Fanuel Deggie

Those of you who started your subscriptions
with che first issue, please renew your
subscriptions.

EEA members who did not pay your dues for

1998, please do so and be an active member
of the EEA.

Subscribe to Economic Focus and we will
deliver it to you on time!l

Ethiopian Economic Association
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Promoting the Export Sector in Ethiopla

ETHIOPIA’S EXPORT SECTOR:
PERFORMANCE AND PROSPECTS

By
Brook Debebe

Vice Minister of Trade and Industry

Introduction

Theories of economic develop-
ment did advocate import-
substituting industries in order to
increase productivity and diver-
sify the production structure.
Countries like Turkey, Chile and
Brazil followed this strategy.
However, the growth rate initially
registered failed to be sustain-
able -and their emphasis shifted
to export-led growth. As noted in
the Trade and Development Re-
port (1998),

Today the emphasis has shifted to
improving export performance. i
has been increasingly recognized
that, given the limited size of do-
mestic markel and the dependence
on the import of intermediate and
capital goods. Expanding export
capacily and increasing intema-
tional compelifiveness are vital for
rapid grovth and development,

The East Asian countries, namely
South Korea, Taiwan, Hong Kong,
and Singapore are success sto-
ries of export development
growth. Given the East Asian
crisis a lot can be sajd but this
topic should be treated sepa-
rately.

The need for export development
as economic growth strategy has
been accepted since some three
decades back. The issue, rather,
is how to go about it. On the out-
set, export development cannot
be treated in isolation. It is the
resultant effect of macro eco-
nomic policies, the level of skill
and technology. In recent jar-
gons it is “getting the fundamen-
tals right". It is also a factor of
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peace and stability, especially In
the Sub-Saharan Africa.

The Performance of
Ethiopia’s Export Sector

In Table 1 below, Ethiopia's Im-
port and export statistics is pre-
sented. The main conclusions
from the table as follows.

a) In 1984-1990 the average an-
nual import was USD 880.3 mil-
lion while it was USD 726.9
Million in 1991-1997.

b} In 1984-1930 the average an-
nual export was USD 392.6 mil-
lion while the 1991-1987 annual
average was USD 355.5. Million.

c) In 1984-1990 the average an-
nual trade deficit was USD 642.6
million while in 1991-1997 period
the average deficit was USD 351.4
million.

The trade deficit has not wors-
ened during the 1991-1997 period
as compared to the period cov-
ering 1984-1990. The two periods
are in fact not comparable as the
economic and political funda-
mentals were completely differ-
ent. Even on discussing the
1991-1997 period, we have to look
at the period 1991-1993 and that
of 1994-1997 separately because
of the following factors.

a) The period 1991-1993 was a
period of stabilization, taking the
nature of the change In govern-
ment. It is true that during this
period some elements of a free
market economy, especially price
deregulation was put in place and

the role of public enterprises was
minimized.

b) During 1994-1997 major eco-
nomic policy changes were intro-
duced. The devaluation of the
Birr and its successive deprecia-
tion, the avallability of foreign
exchange, the relatively active
participation of the private sector,
and other initiatives In areas of
price, Investment, labour, bank-
ing and Insurance, etc. were the
major ones. Because of these
changes export grew from USD
330.0 In 1995 to USD 616 million
in 1997,

Given the expected supply lag,
the response of the export sector
to the economic reform programs
is encouraging. However, when
we compare the foreign exchange
earnings of Ethiopla and that of
Kenya (USD 2.1 billion), Mauritius
(USD 1.7 billion}, Ghana (USD 1.5
billion) and Uganda (USD 871
million) a lot remains to be dones,
especially given the fact that the
resource endowment of these
countries is less than that of
Ethiopia. (Continued on next
page.)

This is the second issue of the
second volume of Economic
Focus. While we are proud to

have successfully completed our
first year, we hope your support

and contributions will continue to
make Focus an even better maga-
zine. 50 please write to us about
what you think about our maga-
zine and where it needs im-
provement.

Ethiopian Economic Association
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Table 1. Total Value Of Imports, Exports And Re-Exports And Visible Balance Of Trade, In miilions of USD

YEAR IMPORT EXPORT TRADE BALANCE
1884 42,8 4170 5266
1585 985.5 3378 £50.7
1886 1100.8 484.3 5365
1887 1101.2 AT0.E “130.8
1988 1085.0 421.1 -£63.9
19839 8527 4419 5113
1990 1078.1 206.5 STT6
1591 471.8 188.0 -283.8
1992 465.3 118.0 3475
1983 8653 174.0 -491.3
1934 2035 330.0 5T2.5
1995 1833 457.9 274.6
1986 1324.3 &04.8 -T19.7
19497 1075.9 £16.0 -455.9
Source:- Statistical Abstract 1957

Exchange rate 19621991 = 2.07 for one USD

=427
= 578
=25

Average rate 1992733
Average rate 1593/94
Average rate 1934/95

Ethiopla's export Is largely de-
pendent on one product, coffee,
which accounted for 60.1% In
1984/95 and B7.6% In 1997/98.
The increase in the share of cof-
fee can be attributed to increased
supply due to policy reforms, and
favourable international prices.

Average rate 1935/96
Avorage rate 1936/97
Avarage rate 1997/98

= £.32
s B8
=688

Hides and skins had the secopd
place for a long time but dropped
to third place in 1996/97. It
share dropped from 13.5% In
1885/96 to 9.7% in 1997/38, be-
cause of the East Asian and Rus-
sia’s financial crises.

Exports of three products, namely
oil seeds and pulses, meat and
horticulture are growing at a
higher rate than all other prod-
uets. The share of oil seeds and
pulses in total expert has gone up
from 6.2% in 1994/95 to 10.8% In

1997198,

Table 2. Export Value of Major Commadities
Commadity 94/35 95/98 BEI9T 9798

Coffes 1,880,756 1,744,565 2,336,814 2,840,350
Hides and Skins® 403,331 384,668 424,306 408,223
Pulses & Dils Seeds 184,965 259,528 246,428 452,374
Horticulture 33312 24 158 40,226 60,208
Frult & Vegetable 31,031 22,844 40,129 58,507
Flowar F¥ITE] 1,514 a7 T01
Others 583,785 387,102 456,684 377,723
Tortal 3,128,481 2856 178 3,554,954 4,200,080 |

*includes Leathar Products

Table 3. Share of Commadities from Total Export

Commodity 94595 5456 BEAT aTrae

Coffes Bi.1 613 65,7 ET.E
Hides and Skins* 129 13.5 11.8 8.7
Pulses & Qils Soods 6.2 81 6.8 10.8
Horticulture 1.08 0.B4 1.132 1.43
Fruit & Vegetable 0.59 0,78 1.128 1.41
Flower oo 0.05 0.003 n.02
Othars 18.7 139 13 8.0
Total 100.0 100.0 10:0.0 100.0

® Includes Leathor Products *° Have problems of computation
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Dependency in few export com-
maodities, - especially ' primary
commodities, suffer two major
problems: | First, these products
are susceptible to the vagaries of
nature and  international price
movements, and, hence are un-
predictable source of foreign ex-
change. Second, commodity
exports are not supportive of
technology transfers (unlike mer-
chandise export).

The share of manufacturing ex-
ports is around 15 percent. The
perfarmance is sluggish despite
favourable policies. The Birr has
been devalued from 2.07 Birr to
5.00 Birr to the Dolar in 1993 and
has been depreciating over the
last four years and now stands at
7.50 Birr to the dollar. This, by
African standard, can be said
stable and not as such over-
priced (as compared to the paral-
lel market). It is true that stable
and under-valued exchange rate
is beneficial to export develop-
ment, however, unless gradual,
its effect on other economic sec-
tor is negative. The devaluation
and its subsequent depreciation
should have contributed to in-
creased volume of manufactured
exports as the terms of trade is in
favour of exports, However, the
response of the manufacturing
sector remained weak because of
structural and orientation prob-
lems. The UNCTAD report amply
states the problem.

Many of the existing manufaciuring
nduskriss in Africa were established in
the context of Jmport  subhstiulion
stralegies  Much of their capacily is
unviabie because of rapid shifts over
lhe past decades in the global and
national  poficy  enviranmean!  and
changes in some of the key parsme-
ters affecting thair competiliveness.
The lack of positive response lo such
shifts reflects. lo a grealer exten!, the
failure of thess industres lo advance
beyond the infant industry stage and
their conlinued dependence for sur-
vival on protection and on provision of
foreign exchange eamed by the pr-
mary sector or secured through for-
argn aid Restructuning  such
industnias info afficient and compelitive
units calls-for substantial investment in
hoth physical and human capital

Vol.2 No.2 / April 1999

The above statement explains the
problem facing the industrial sec-
tor in Ethiopia though the protec-
tion, the subsidy and the
monopoly situation they enjoyed,
no more exists.

Ethiopia’s Export
Potential

In the medium term Ethiopia's
export will still rely on the agricul-
tural sector, The following are
some of the agricultural products
with high potentials for increased
exports,

Coffee: The volume of coffee has
been growing over the last four
years. The devaluation of the
Birr, extension program, good
weather and relatively favourable
international price can be takag
as the main factors. New planta-
tions in some regions will start
supplying the domestic market
and this will lead to additional
exports from the known coffee
producing areas. Given the
availability of land and forest cof-
fee, additional preduction is
possible.  The move towards
more washed coffee, the im-
provement in quality and possibil-
ity of entering the niche market
will help increase the value of
coffee.  The market share of
Ethiopia in the world market is
about 2.5 percent, This can be
doubled very easily given appro-
priate strategy.

Horticulture: Though limited in
scale, Ethiopia expeorts horticul-
tural products. However, to date
green beans accounts for 95 per-
cent, open field flowers about 5
percent and currently Ethiopia is
exporting cut roses (grown in
green houses). The country has
a good resource potential and
seasonal advantage. Horticulture
is usually small-to-medium farm
activity and the use of out-
growers is a common practice in
countries like Kenya and Zim-
babwe.

The completion of the air fields at
Arba Minch and Axum and the
existing airports at Bahirdar,
Gambella, Dire Dawa, when fully

Ethiopian Economic Association

equipped with cold storage facili-
ties, will open wider areas which
are suitable for horticulture pro-
duction.

Cotton: Cotton can grow in most
parts of the country. The interna-
tional demand for cotton prod-
ucts is high and Increasing.
Targeting cotton for export will
encourage producers to improve
guality and cost of production to
be competitive in international
market. This will enable the do-
mestic textile factories to get
good quality cotton at a reason-
able price.

Livestock: Ethiopia's livestock
population is guite high — tenth in
the world and first in Africa:
However, the contribution to the
export sector is limited to semi-
processed hides and skins. Poor
animal husbandry and lack of the
necessary infrastructure have
been factors for the low perform-
ance of this sub-sector. The sub-
sector's contribution to export
includes meat, processed hides
and skins, leather garments, and
the by-preduct bones for fertiliz-
ers, horns, etc.

The above are four examples of
the agricultural potentials. The
list could include oilseeds and
pulses {Ethiopia’s second major
exporf), maize, and others. The
need to exploit this potential
emanates from the following rea-
S0Ns.

@ The first is ensuring sustain-
able agricultural development
policy. Market for the agricultural
sector has to be secured; export
will help to absorb the surplus
and hence production growth
without price collapse can be
ensured,

® The second is that there is no
choice, in the short run, than ta
increase foreign exchange earn-
ing through intensification of ag-
riculture. Manufacturing export
needs a longer lag period while
minerals might take a shorter
period but, what will be discov-
ered and when, is uncertain.
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Manufacturing Exports

Manufacturing export is a reliable
foreign exchange eammer. The
price of industrial exports can be
said to be stable as compared to
agricultural products; it has ex-
panding market and its contribu-
tion to overall economic
development is quite high. Thus,
in the long run, manufactured
export is the best option. Be-
cause of the comparative advan-
tage of the country, there is a
need to initially concentrate on
agro-processing. In the short-to-
medium term the concentration
should be on clothing and
leather,

Clothing: To some, it is a beaten
path to industrial development
For Ethiopia, with abundant la-
bour force and low wage coupled
with the sector's low technology
requirement, is a good entry
point. The idea is to start with
CMT (cut, make and trim) serv-
ices. In obtaining experience and
confidence, local textile indus-
tries will supply the fabric,

Leather: Ethiopia has been ex-
porting semi-processed leather
for a long time. By moving to
finish leather and leather prod-
ucts, additional value added can
be obtained,

The market for clothing and
leather grows with income. Given
the world's income growth rate,
there will be export market, To
realize export potential of thesa
and other products, product spe-
cific program has to be dezigned
and implemented, which is cur-
rently being addressed.

Problems Facing the
Export Sector

Market Access

There is a lot of discussion on
globalization, as if the whole
world is open for trade. Even
among the developed countries it
has not been smooth. Europe,
America, Japan etc. are still not
that open for some products.
There are still tariff and non-tariff

Vol.2 No.2 / April 1999

barriers and more so on products
frem LDC's. Thus, when dis-
cussing exports these barriers
have to be noted. The govern-
ments of LDCs should use bilat-
eral and international foras to get
a better market access. Ethio-
pia's foreign policy is to
strengthen bilateral and muiltilat-
eral economic relations. This has
resulted in new markets for the
country's expart.

Transaction Costs

Transaction costs Include trans-
port, maritime and transit serv-
ices, port charges, Insurance,
bank charges, etc. To export,
especially primary  products,
which is of high volume and less
value, the fransaction costs
range from 40% to 60%. The
highest cost element, the trarf$-
action cost, could be attributed to
the uncompetitive nature of the
domestic service sector. This
problem will be solved when the
private sector undertakes in-
vestment in activities that will
reduce cost. Encouraging devel-
opment is cbserved in trucking
activities.

Infrastructure

Poor infrastructures such as
roads, telecommunications and
power also contribute to the high
cost transaction. When roads are
not in good condition the turn-
around time becomes longer and
hence charges per kilometer be-
come higher. In telecommunica-
tions and power the problem is
not the price but the availability
of the service. Without modem
telecommunications, export and
import become virtually impossi-
ble. To upgrade and modernize
this infrastructure major invest-
ment programs are being under-
taken. These programs are
expected to give tangible results
within the coming five to seven
years.

Service Delivery

The provision of service by para-
statals, the government and even
the private sector need to im-

prove further. Processing an ex-
port document in Malaysia takes
15 minutes because they have
one shop approach. In our case
sometimes it was taking days if
not weeks. Our exporters could
not be ‘Just in Time' which is the
motto of international trade. On
the government side some pro-
cedures were totally abolished
and some are streamlined and
further work Is being carried out
in this area.

Investment

Export sector development re-
quires a higher level of invest-
ment and link between trade and
investment. In Ethiopia, the size
of private investment, though
encouraging, is not as many ex-
pected and what is available is
not in the export sector. It ap-
pears that construction, trans-
port, hotel and import sectors are
better attractive investment ar-
eas.

As cited in the Export Develop-
ment Strategy, "To encourage
investors to shift their attention
from the less competitive and
maore risky domestic trade activ-
ity, to a highly competitive and
more risky domestic trade activ-
ity, to a highly competitive but
less risky export markets, it Iis
necessary to create conducive
environment capable of guaran-
teeing higher returns for export-
ing companies compared to other
activities".

Marketing Knowledge

Marketing knowledge is a prereqg-
uisite to international trade. Mar-
keting, while is a concept that
covers the areas from initiation of
a product to its delivery to the
consumer, is being taken only as
a sales concept.

The knowledge of marketing in
Ethiopia is limited and with this
limitation entering the export
market Is difficuit. The govern-
ment is trying to solve part of the
problem by establishing special-
ized institutions such as the Ex-
port Promotion Agency.

Ethiopian Economic Association
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Skill and Management
know-How

Manufacturing exports require
educated, well-trained and tech-
nologically skilled manpowar.
Currently the private sector is
attracting educated personnel
from the civil service and para-
statals. In-house training in skill
acquisition, however, still re-
mains. Investors should tackle
this problem by liaising with spe-
cialized institutions.

These and other problems affect
competitiveness not only in in-
ternational market but also in our
own backyard, the domestic mar-
ket. That is why these problems
have to be addressed. Most of
the solution cited could not be
taken as component of export
development program per se but
of economic development.

The Road Ahead

To successfully develop the ex-
port sector both the government
and the private sector should
play an active role.

The Private Sector

Motable but not sufficient activi-
ties are being undertaken by the
private sector including public
enterprises. In areas of manufac-
tured export:

e The |eather sector is trying to
face the price collapse but they
have to take care of the raw mate-
rial, especially low price side as
well,

® Leather garments are mainly
produced to the foreign commu-
nities in Addis Ababa and visi-
tors. it is earning foreign
exchange. One company is sup-
plying uppers to Clark Shoes, an
upper market brand. As long as
they are competitive in quality
and price, the market is available.
® The textile sector, after years
of problems, Is registering some
progress. Garment exports, es-
pecially T-shirts, are increasing
and negotiation is underway to
export bed sheets and towels. As
long as they can compete price-
wise, there is sufficient market for
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grey fabrics. However, improve-
ment in factory productivity and
quality will be required.

® For the first time, trailers were
exported to Saudi Arabia, tractors
to Kenya and paints to Djibouti.

@ The food and beverage sector
is targeting Ethiopian communi-
ties abroad. However, the scale
is limitad.

In the agricultural sector there are
also progress being registered by
the private sector.

@ In the coffee sector, new ax-
porters have joined the sector
and some of them are penetfrating
new markets. Investment In cof-
fee washing stations in Southern
Mations and Mationalities and in
Oromia regions is increasing.
Some Investment in coffee plap-
tations is being carried out.

® [nvestment in horticulture,
though [limited, is helping the
country to diversify the country's
export. One exporter is exporting
cut roses to Europe and has
proved that it can be done on a
big scale.

® An investor is now exporting
organic sesame.

@ New products such as tea and
maize are entering the export
market.

The above is just to mention
some of the progress made by
the private sector but more so to
indicate new potentials and the
possibility of increasing the vol-
ume and the value of traditional
exports. Export related invest-
ment, such as packaging, abat-
toirs, cold storage and transport,
should now be profitable busi-
ness, given the demand.

The Government

Inputs of the government are the
following. In this section only
export sector interventions are
indicated.

Export Development Strategy

@ The objective of the strategy is
to ensure sustainable agricultural
development and competitive
industrial development and to

earn foreign exchange.

® The scope is to focus on sec-
tors and products which have
reliable markets and thus con-
tribute to the forelgn exchange
eamings of the country and
which have tangible impact on
the overall economic develop-
ment of the country.

@ The targeted products from
agriculture are coffee, cotton,
fruits, vegetables and flowers,
livestock and livestock products;
from Industry, textiles, especially
garments, leather (garments) and
meat. This priority is to define
government support intervention
and the list of products is not
static. The list can be expanded
depending on the capability of
the government to provide sup-
port services and when the se-
lected products get a firm footing
in export activities. Other export
products will continue to get
general support and will benefit
from overall export development
programs and macro economic
policies.

@ The government will provide
packaged support including, but
not limited to, credit priority. with
lower interest rate when possible,
provision of working premises
and warehouses, overall govern-
ment support to alleviate the
problems of shortage of skilled
human resource and manage-
ment know-how, atc.

© Guiding the export promotion
endeavor in an organized manner
iz also a component of the strat-

egy.

Prior to_and after the strategy, a
number of steps are being taken.
The following are some of them.

® To assist on Issues of facilita-
tion and marketing, the Export
Promotion Agency (EPA) is es-
tablished and Is expected to start
full-scale operation In the near
future. The Ethioplan Trada Point
Is now Incorporated with EPA.

@ The Leather Technology Inst-
tute which will address Issues of
skilled human resource of the
sector will be operational in May.
® To assist the livestock sector,
Livestock Marketing Authority is
on the process of establishment,
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and a full-scale livestock exten-
sion. program is being under-
taken.

® Some plots of land and the
building of Nakfa Silk Industrial
Estate are being made available
to exporting firms.

® Export credit guarantee
scheme is now established and is
operational,

Depending on the outcome of
various studies underway, other
support measures facussing on

commodity specific strategies will
be putin place.

Concluding Remarks

To ensure sustainable economic
development, foreign exchange
garnings and hence export devel-
opment is an important factor.
Given the problem facing com-
modity export, diversification of
Ethiopia's export is essential.
However, due to the low level of

industrial development: and the
problem this sector faces cur-
rently, the altermative is to start
with agricultural export. To be
successful in this endeavor, sec-
tor and product specific pro-
grams should be developed and
implemented. In this endeavor,
the private sector has the leading
rale and the government will have
to provide the appropriate incen-
tives and policy directions. W

PROMOTING THE EXPORT SECTOR

(

*Dr. Mwalwanda is senior Economic Affairs Officer, Economic and Social Policy Division, Economic Commis-
,__ for Africa.

I. Background

Ethiopia has, since the launching
of the New Market Oriented Eco-
nomic Policy in 1992, undertaken
a number of measures and re-
forms designed to change the
structure of the economy and
bring about rapid economic
growth and development.

The reforms which were intended
to bring about short-term eco-
nomic stabilization as well as
structural changes in the econ-
omy have included:

® Deregulation of domestic
prices
@ Abolishing of all export taxes

{except coffee) and subsidies
® Reduction of inflation through
budgetary and monetary con-
trols
@ Significant liberalization of the
foreign exchange regime
@ Devaluation of the national
currency
® Partial privatization of public
enterprises
@ Promulgation of a libéralized
investment law for the promation
and encouragement of private
investment, both foreign and do-
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mestic and
® |ssuance of a new labour law.

The Ethiopian economy has made
a remarkable recovery since the
new Government took over from
the Derg regime in 1992, as indi-
cated by key macroeconomic in-
dicators:

® Annual growth rate of GDP
improved from a negative 3.2 per-
cent in 19911992 to 12.0 percent
in 1992/1993, Although GDP
growth decelerated in 1593/1994
(1.7 percent ) due to bad weather,
the country has since enjoyed
growth rates of above 5 percent
per annum and in 1996/1997 out-
put grew by 5.6 percent

® The export trade has registered
a strong recovery [ 91 percent
growth in 1994/1995), although
many believe more can be done
to liberalize trade

® The extermal current account
deficit (excluding official trans-
fers) was around 7 percent of
GDP during 1996/1937, an envi-
able position compared to many
other African countries

® The budget deficit, which was
7.2 percent of GDP in 1992/1993,
dropped to 4 percent in 1994/1995

and further to 1.3 percent of GDP
in 1936/1857(including grants)

® The rate of inflation dropped
from 21 percent in 1991/1992 to
below 2 percent in 1995/195%6 and
is believed to have turned to mi-
nus 6.4 percent in 1996/1937,

MNotwithstanding these remark-
able achievements, in such a
short space of time, many are
convinced that Ethiopia has sig-
nificant potential to achieve rapid
economic growth and expansion
of exports and that more needs to
be done by both Government and
the private sector to achieve that
goal. This Round Table'1 is in-
deed an important one in trying to
identify the type of public-private
sector partnership and relation-
ship that is needed to achieve
expansion of exports in this
country.

Ethiopia has indeed. indicated in
its Enhanced Structural Adjust-
ment Facility Medium-Term Eco-
nomic. and Financial Policy
Framewaork Paper (PFPY,

'Refars to the Round Table Discussion of Feb
12, 1959 prganized by the Ethicpan Econbimic
Agsozinting on Promoting  Exporl Trage In
Ethiogsa in which Lhis paper was presonted
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1998/1999-2000/2001, many of
the policies and measures the
country would need to undertake
in order to attain relatively quick,
broad-based and more equitable
economic growth with macroeco-
nomic stability.

The Government recognizes that
promoetion and diversification of
exports has to be an integral part
of the bread range of measures
needed to achieve this goal as
well as the role the private sector
would need to piay.

1. The Structure of
Production and Export in
Echiopia

The structure of output of Ethio-
pia is very much like that of many
African countries; with the pri-
mary sector generating a large
propartion of the value added and
export earnings.

® The agricultural sector ac-
counts for nearly fifty-five percent
of Gross Domestic Product
(GDPY, 65 percent of total exports
of goods and 85 percent of em-
ployment;

® Coffee alone accounts for aver
B85 percent of total agriculture
exports;

® The main crops produced are
cercais, and oil seeds and the
country's main cash and indus-
trial crops are coffes, pils seeds,
pulses, cotton, sisal, tobacco,
fruits. and sugar cane.

The industrial sector (including
manufacturing) of Ethiopia con-
tributes about 10 percent to GDP
and supplies for both the domes-
tic and international markets.

® The main manufacturing prod-
ucts are textiles, foodstuffs, to-
bhacco, beverages, cement,
leather and leather products,
wood, metallic and non-metallic
products, paper, plastic and tiles.
® The main manufacturing ex-
port products include:  leather
and leather products, canned and
frozen meat, sugar and molasses,
oil cakes and petroleum prod-
ucts.

@ Ethiopia has the potential for
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expanding its Industrial base be-
cause of its human capital and
natural resource-endowment.

The mining sector contributes
less than 1 percent of GDP, but
Ethiopia has the potential to ex-
pand this sector:

® The country has proven re-
serves of industrial minerals and
precious metals such as gold,
platinum, tantalum, nickel, iron
ore, coal, marble, potash, cooper,
silica, limestone, diatomite, ben-
tonite ete.

@ |[tis believed that the country
may also have oil reserves.

The Services sector contributes
about 36 percent of value added
and is progressively becoming an
important earner of foreign ex-
change, especially tourism,

® Ethiopia has the potential to
become one of the leading tour-
ism attractions, given its unigue
cultural heritage, important ar-
chaeological sites, magnificent
scenery, pleasant cilmate and
righ flora and fauna.

Ethiopia, like many other African
countries, is heavily dependent
on primary products for a large
proportion of its export earnings.

® As already Indicated, coffee
export accounts for a substantial
proportion of the country's export
earnings.

® The country's export base de-
picts a high export concentration
ratio, 0.575 for the period 1990-
1995, which was very close to the
African average of 0.504 and
much higher when compared to
countries like Tunisia ({0.2086),
South  Africa (0.257), Kenya
(0.279) and Zimbabwe (0.292).

® The country's diversification
index, which stood, during the
period 1990-1995, at 0.923 also
shows that the economy is less
diversified, compared to some
other African countries like Tuni-
sia (0.671), Morocco (0.760),
Kenya (0.772) and Zimbabwe
(0.728).

® |t is waorth noting that many of
these countries a few years ago

had production and export bases
that mirrored very much that of
Ethiopia. However, over years,
they have moved to broaden
such bases. Although Ethiopia
has in recent years done a lot to
try and improve its international
competitiveness, it is still ranked
17 in terms of "Competitiveness
Index of African Countries”.

& On the basis of the Africa
Competitiveness Report (19398),
Ethiopia was ranked seventeen,
among twenty three African coun-
tries studied, with an index of
0.25, compared to an index of
0.87 for Mauritius and 0.79 for
Tunisia.

®  Furthermore, Ethiopia was
highly ranked in terms of the "op-
timism index", 15.43, along side
countries like Mozambigue
(23.13), Tanzania (20.55) and
Uganda (18.88). The optimism
Index reflects the potential of an
economy to improve its interna-
tional competitiveness.

& Similarly, on the basis of the
“improvement index", The Africa
Competitiveness Report gave
Ethiopia an index of 9.09, com-
pared with countries like Uganda
(22.69), Egypt (20.B1), Tanzania
(20.03), Mozambigue (19.44), and
Tunisia (15.96). These index
measures progress made by the
country to improve its interna-
tional competitiveness.

IIi. Strategies and Policies
for a Dynamic Export
Promotion Programme

A dynamic export promotion pro-
gram would invariably focus on a
number of key policy varlables
including: creating an enabling
environment for exporters; es-
tablishing an effective partner-
ship between Government and
the private sector; creating ap-
propriate institutions in support
of the sector; establishing appro-
priate links between the produc-
tion sector and the export sectaor;
improving the infrastructure; and
appreciating the difficulties of
exporters operating in a global-
ized and liberalized world econ-
amy.

Ethiopian Economic Association



Economic Focus
R I T e ——
ANt hbhTIIhN

An Enabling Eavironment

The importance of an appropriate
enabling environment Is gener-
ally acknowledged as an impor-
tant element of an effective
export promotion strategy.

® Ethiopia has already made
significant strides in this respect,
including deregulation of domes-
tic prices; abolishing export
taxes (except on coffee); liberali-
zation of foreign trade: devalua-
tion of the national currancy;
partial libarailzation of the foreign
exchange regime; and promulga.
tion of a liberallzed investment
law,

® The country has also besn
making progress In improving the
infrastructure in order to facilitate
trade. The Government has em-
barked on a comprehensive in-
frastructure davelopmeant
frogram in transport, telecorm-
munications and energy sectors.
it has earmarked neardy USS 4
billion for the improvement of
roads over the next ten years.

@ Excellent passenger and cargo
air transport services are oper-
ated by Ethiopian Airlines.

® The ccuntry is in the process
of improving Its telecommunica-
tion facilities, but demand for
such services is running ahead of
supply.

® The country has vast hydro-
power and promising geothermal
energy resources to support future
industiialization of the economy.

® Accordingly, all forms of mar-
ket-based reforms have been in-
troduced in Ethiopia, and mors
inducements to boih domestic
and foreign private investments
have been provided. The private
sector is encouraged to fnvest in
most ssctors of the sconomy,
except in areas reserved for Goy-
emment.

Public-Private Sector Parmership

An effective public-private sector
partnership is essential for a dy-
namic export promotion program
and [t requires appreciating the
roles of each of these sectors in
the economy and their compll-
mentarity. A successful export
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promotion program requires a

pocling together of efforts by
various sectors of the economy-—

government, private sector, and
non-govemmental organizations,
axport promotion and investment
agencles.

2 A clear and transparent lagisla-
tive and regulatory framework
under which the private sector
operales s essential for the de-
velopment of this sector. Maost
entrepreneurs require a clear ju-
diciary system for enforcement of
contracts and clear rules and
regulations. The Govemment has
to provide such rules through
such Instrumants as Invesiment
codes, Spelling out the legal,
legislative and regulatory frame-
work in which firms should oper-
ate is important %
2@ Government can aiso support
the export sector through adop-
tion of appropriate trade policies,
promotion of technological ad-
vances and information and
adoption of appropriate pricing
policies.

® The role of the private sector in
2chieving a successful export
promotion program Is pivotal. It
iz the business community that
often trades and not government.
While corporate and inter-firm
level decisions are esssntial to
achleve pxport expansion, the
relationship betwoen Government
and the private sector is also Im-
portant. Whara there ls mistrust
between the two, little progress
can be achieved in this respect.

Insticutional Framework in Sup-
port of the Export Sector

Appropriate institutions in sup-
port of the private sector are aiso
crucial for an effective export
promotion program, Such institu-
tions include export and invest-
ment promotion agencies,
banking system, trade financing
institutions as well as export
premotion agencies abroad.

Strengthening the Link between
the Production and Export
Sactors

Strengthening the link between

the production sector and the
export sector is alse Important
This link is usually in the form of
processing and storage facliities,
marketing and distribution chan-
nels, making available informa-
Hon on prices and production,
and creating export network
abroad. The most difficult aspect
of an export promotion strategy
is establishing links with intemna-
tional eorporations which spa-
cialize in marketing of certain
products, It Is extremaly difficult
for an individual African exporter
to penetratz markets in Europe,
America and Asia Sub-
contracting has become an im-
portant aspect of international
trade.

Improving Infrastructure

® Improving the infrastructure
has indeed to be part and parcel
of a dynamic export prometion
strategy. Poor transportation and
telecommunications can be a2
serious impediment to exporting
and often add huge costs to ex-
ports. Containerization has also
become part and parcel of inter-
national trade and establishing
facilities to handie such cargo Is
imperativa,

Glebalization and Liberalization
of the World Economy

® Appreciating the dynamies of
the global economy is also es-
sential for success In export
promotion. The rules of engage-
ment in international trade are
indeed complex and often not
transparent, despite the effarts of
the Weorld Trade Organization.

®  Furthermore, advances in
technology require that exporters
keep abreast of developments In
international markets as well as
advances in production and mar-
keting technologies as well as
information tachnology. Flexible
manufacturing has now become
an integral part of international
trade. as have requirements for
certain standards in products.
Understanding the complexity of
these rules Is one of the greatest
chalienges facing African export-
ars.
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IV. Challenges for Ethiopia
in Export Promotion

The Challenges that face Ethiopla
in devising an effective export
promotion strategy hinge on the
need for the Government to un-
dertake measures that will further
improve the enabling environ-
ment for the export sector and for
the private sector to take advan-
tage of the globalization and lib-
eralization of the world economy.

The Ethiopian Government has
already undertaken a number of
measures for the development of
the export sector. Exports have
indeed been receiving much at-
tention in pelicy formulation and
thinking. Furthermore, the Gov-
ermment is considering an array
of additional measures for further
encouragement of exports. An
important set of these measures
relates to improving access of
exporters to finance, land, and
free trade status.

Trade and Exchange System Re-
forms

Substantial liberalization of the
exchange and trade system has
faken place in Ethiopia. Import
tariffs have been progressively
reduced, and payments and ex-
change regulations for foreign
trade in goods and services have
been Increasingly liberalized. In
the medium term, further prog-
ress is expected to be made in
tariff reduction, and the current
account is expected to be fully
deregulated.

® Currently, the tariff structure
consists of a maximum rate of 50
percent, seven tariff bands ex-
cluding the zero-duty rate, and an
average of 21.5 percent, and no
discretionary duty exemptions.
The maximum tariff is expected
to be reduced further as well as
the number of tax bands. The
duty drawback scheme will be
operated on a deferred payments
basis—allowing exporters to im-
port inputs at world prices up-
front.

2 |In the exchange system, the
envisaged reforms are intended
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to eliminate the remaining restric-
tions on the making of payments
for current international transac-
tions relating to education, travel
allowances, and remittances.

® Another measure of exchange
market liberalization will consist
of elimination of the foreign ex-
change surrender requirement.
Exporters are expected to be al-
lowed to sell their foreign ex-
change receipts to any bank or
foreign exchange bureau at freely
negotiated rates over an ex-
tended conversion period of four
weeks, and they will be allowed to
retain 10 percent in a foreign cur-
rency deposit account indefi-
nitely. Furthermore, exporters
will be free to use the foreign ex-
change repatriated to the country
for bona fide imports of goods
and services within the conver-
sion period. %
® An inter-bank market for for-
eign exchange will be widened by
allowing them to conduct all ap-
proved spoticash (current ac-
count) transactions within the
specified limits without prior
authorization by the Exchange
Control Department of the MNa-
tional Bank of Ethiopia (NBE).
Furthermore, consideration may
be given in future to allowing this
bureau to operate outside the
banking system.

® Regarding strengthening of
free trade status for exporters,
measures envisaged would in-
clude: eliminating price and
guality preferences for domestic
input suppliers and further im-
proving the duty drawback and
exempticn schemes, with the aim
of having a transparent, auto-
matic, and computerized adminis-
trative system.

Financial Sector Reforms

Ethiopia has already taken major
steps toward the liberalization of
interest rates. The medium term
aim is to move towards market
determined interest rates. This
process is expected to be facili-
tated by the creation of the “inter-
bank market" and the develop-
ment of a "securities market".

@ The modalities of Treasury bill
auctions will be modified so as to

make them more competitive and
allow wider participation. The
interest rate on the treasury bills
will be allowed to be market de-
termined.

® Recognizing that a substantial
portion of the excess liquidity of
the banking system is held by the
state-owned Commercial Bank of
Ethiopia (CBE), a number of steps
have been already taken to foster
the development of an inter-bank
market in local currency. In this
respect, the CBE is expected to
provide overnight lending to
other banks to enable them to
cover shortfalls in their reserve
positions with the NBE. Com-
mercial banks have also agreed
in principle to provide syndicated
loans and are seeking to estab-
lish a pooled rating system to
assess creditworthiness of its
clients. Furthermore, commercial
banks in Ethiopia are working
towards establishing a “Bankers"
Association, whose by-laws have
already been drafted. This would
facilitate the creation of a vibrant
money market and increase reli-
ance on indirect instruments of
meonetary policy.

@ Other structural reforms of the
financial sector will focus on im-
proving the environment in which
banks operate, upgrade the
training program for bankers,
address the constraints facing
banks in providing medium-to-
long-term finance, and improve
the capacity of the NBE to super-
vise and regulate financial institu-
tions.

As regard to finance, the meas-
ures also being considered in-
clude:

@ [mproving restrictions on for-
eign suppliers'/partners’ cradit
and on importing inputs without
payment from foreign collabora-
tors, as well as on other implicit
farms of credit not invelving for-
mal loan agreements.

® Allowing all exporters of manu-
factures (including of agro-
processed products) to obtain
foreign commercial borrowing.

@ Easing the constraints on
debt-equity ratios for exporters
by allowing MNational Bank of
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Ethiopia to authorize exporters to
excead the limit of 60/40 that cur-
rently obtains.

® Allowing banks to open us-
ance impoit letters of credit for
exporters with confirmed letters.

Land Lease System

As regard to land, the authorities
are considering making land
avallable in Addis Ababa, on an
urgent basis, at least ten sites
with electric power for immediate
occupancy by exporters.

Facilication of Trade Flows

The Government is also consid-
ering other measures to promote
exports and these include:

® Elimination of price verification
for all non-agricultural exports
gnd those agricultural exports for
‘vhich  verifiable  international
prices are not readily avajlable

® For other agricultural exports,
except coffes, the replacement of
ex-ante price verification with ax-
post audit, and, for coffes, the
replacemant of the verification of
a single point price with verifica-
tion of a range of prices for each
variety

% Further strengthening of the
important initiative of the recently
established Export Promotion
Council for private sector consul-
tations by more frequent sched-
uling of meetings

® The simplification of proce-
dures for non-equity collabora-
tion with foreign firms

@ The provision of any certifica-
tion required from the Bureau of
Standards within three days,
failing which, it will be deemed to
have been automatically provided
® The clearing of customs for
exports in no more than three
days.

Medium Term Measures

The Government is also examin-
ing a range of other measures,
with technical assistance form
the World Bank. These measures
require further examination of
details, costs, design and feasi-
bility. These measures include:
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@ A set of measures pertaining
to finance (collateral agreements,
domestic usance finance, an im-
port finance revolving fund, ex-
port finance guarantees, and
investment finance and leasing)

® Other actions to fortify free
trade status for exporters, such
as a scheme for bonded manu-
facturing warehouses

@ A set of sundry measures pro-
posed in-a World Bank study to
facilitate entry into export activi-
ties, coffee and mining exports,
and airfreight

Diversification of the production
base has to be an integral part of
any export promotion strategy.
Ethiopia with a vast endowment
of both natural and human re-
sources has an advantage over
many African countries, although
resource endowment in itself
not -a sufficient condition for
achieving sustainable develop-
rment.

Summary

Ethiopia has implemented a
number of Important reforms in
arder {0 encourage expansion of
exports. However, both the Gov-
ermnment and the private sector
recognize that much more needs
to be done in order for this sector
to become an "engine of growth".

The array of proposed measures
designed to assist the develop-
ment of the private sector in gen-
eral and the export sector in
particular is indeed very impres-
sive. Butthe taste of the pudding
is in the eating. Should Ethiopia
be able to implement most of
these measures, the expansion of
the export sector could indeed be
dramatic.

A major component of success in
this respect will be the extent to
which Government and the pri-
vate sector work together. The
task of fostering more private
sector development is likely to be
greatly facilitated by establishing
a broad-based forum for regular
censultations between the private
sector and the Government along
the lines of the Export Promation

Council,

Notwithstanding the considerable
efforts that have been made in
recent years fo ease regulatory
constraints on private sector de-
velopment and foreign invest-
ment, they remain an important
area for future reform. The next
step, as the Government ac-
knowledged, will be to identify
systematically the regulatory
canstraints and measures
needed to address them and
thereby decide on those that
should be removed, those which
need modifying and those to be
retained. This process, to he
successful, would need to be
informed from the private sector.

Furthermore, notwithstanding the
remarkable achievements this
country has made in such a short
space of time, many are con-
vinced that Ethiopia has signifi-
cant potential to achieve rapid
economic growth and expansion
of exports and that more needs to
be dane both by Government and
the private sector to achieve that
goal, This Round Table* is in-
deed an important one in trying to
identify the type of public-private
sector partnership and relation-
ship that is needed to achieve
expansion of exports in this
country,

Moreover, peace and stability are
necessary prerequisites for sus-
tainable development and there-
fore critical for future
development of this country.
{Continued an next page.)

* For cxplanation see page 10

SUBSCRIBE TO
ECONOMIC FOCUS

AND WE WILL
DELIVER IT TO YOU
ON TIME!
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Table 1. Koy Macroeconomic Indicators for Ethlopla

Indicator 1830 1880 1935 1998 1897 Average Annual Growth Fm.'n:
1980-30 1980-87 | 199547
1. Gross Domestic Product, in mm:m.l of 8,541 16,826 33,885 37,938 41,465 TA 14.0 11.6
birr, and at currant prices —
2. Gross Domestic Product, at Faclor Cost 6,543 8,608 8,511 10,757 1,327 2.6 i T.E
and In millions of birr and 1990 market
prices o .
3. Gross Domestic Investment *{% of GDP) 7.5 21.7 1.2 201 21.0 344 232 17.4
4. Gross National Savings (% of GOP) ¥ 5.6 9,7 (] 5 6.2 6.3 53
5. Trade Balance
5.1. Exports [U5% In millions) 322 282 423 438 557 0.2 153 14.9
5.2, Imports (USS In milllons) 489 912 1,137 1,235 1,005 g1 1.2 222
5.3. Trade Balance (U35 in milllons) ATT £20 714 -T87 BN 8.0 i2.6 1.1
€. Terms of Trade (19900100) 181 92 118 36 108 6.1 2.8 -
7. Consumer Indices (138001900) E5 & 184 175 - 4.7 B.A4 0.4
Footnote: ® Figures are annual averages * Flgures are annual averages for the years 1981-1836 ** Flgures are annual

avarages for the years 1995-1996
Source: African Developmaent Bank: African Development Report, 1938; IMF: Balance of Paymants Statlstics, 1989; and IMF: International
Financlal Statistics Yearbook, 1998,

Table. 2 Structure of Output of Selected African Countries, Including Ethiopia

Country Gross Domestic Prod- Agricutture Value Industrial Value Manufacturing Value Services Value

uct § milllons Added % of GDP Added % of GOP Added % of GDP Added % of GDP

1980 1988 1880 19898 1860 1996 1980 1996 1980 1998
Cameroon 6,741 9,252 29 40 23 22 ] i0 48 a8
Caote D'lvoire 10,175 10,688 28 28 20 21 11 13 51 51
Egypt 72,913 67,691 18 17 a7 32 12 24 45 &1
Ethiopin 5179 5893 56 55 12 10 B S 32 38
Kenya 7,265 5,222 33 k1] 21 16 13 10 47 55
KMauritivs 1,132 4,292 iz 10 26 iz 15 23 [:¥] 58
Morocca 18,821 36,820 18 20 31 3 T 1T 51 EL]
| Nigeria__ 64,202 31,535 21 43 41 25 B 8 EL] 3
South Africa 78,744 126,301 T B 50 38 23 24 43 57
Tunisia a3,7T42 15,516 i4 14 eh 28 12 18 E5 58
Zimbatiwe 5365 T,650 14 14 kT 28 25 19 50 54

Alrlca |

H'L_'_ill'l 23316 11,288 o 30 28 26 10 12 42 A4
| Minimum 105 FYE] ] [] 4 10 ] 0 FH 23
Maximum 78,744 126,301 T2 64 T6 89 25 29 63 65

Source: The World Bank: World Development Indicators, 1588,

Table 3. Structurs of Manufacturing of Selected African Countries, Including Ethlopia

Value Added in Manu- | Food, Beverages, Textiles and Machinery and Chemicals Other Manu-
Country facturing and Tebacco Clothing Transporl Equip- facturing
ment
§ milllons % of Total % of Total % of Total % of Total % of Total

1880 1895 1880 1995 1980 1995 1980 1985 1980 1935 1980 | 1998
Camaraon 593 T84 58 " 9 B 4 1 3 3 29 56

Cote D'Ivaire 1.096 1.272 35 o 15 % 10 Lt u + 40

| Eqypt 2,678 13,740 19 & ] £ 11 H ] = EE
Ethiopia 81 T4 Em . ™ " ., = - X ir
Kenya 786 240 4 [ 12 § 15 10 g 3 0 F
Mauritius 147 FRE] 35 M 30 45 & 1 B 4 23 18
Morocco 3,167 6,045 = 25 is 19 " B s 15 o EF]
Migerla 5,195 1,879 21 o 13 = 13 i 13 .. RL] i
South Afrlca 16,607 28,323 12 15 3 B 21 20 (] ] 48 48
| Tunisia 1,030 3,380 18 20 LE] 4 ki [] 15 [ 42 45
Zimbabwe 1,248 1,260 23 EL] 17 i3 B Ei] £l 3 [¥] 36

Alfrica =

Mean 1,251 1,785 a7 35 18 14 B 7 ] 9 32 r
Minimum 15 3 12 13 z 1 ] 1 1 3 10 18
Maximum 16,607 28,833 73 [E] 51 45 21 20 18 23 L] 56

Source: The World Bank, World Development Indicators, 1338,
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Table 4. Structure of Merchandisa Exports of Solected African Countries, Including Ethlopla

Country Merchandise Ex- Food Agricuttural Raw Fugls Ores and Metais Manufactures
porta Materlals
§ mililong % of Total % of Total % of Total % of Total %% of Total
1880 1885 1880 | 1996 1880 1686 | 9980 | 1996 1880 | 1596 1580 LEED
Cameroon 1,321 1,758 48 24 18 25 EL 36 2 [ 4 8
Cote D'lvoire 2,878 4,986 £ i 28 i H P [ & 3 a
| Egypt 3,045 3,534 T i0 16 i [2] 48 2 & 11 32
Ethiopia 424 434 T4 = 18 - T - [] o ] £
Kenya 1,213 2,203 44 = B - 33 " F] " 12 -
Mauritius 420 1,689 T2 3 0 1 1] o o o &7 ]
Morococo 2,403 4,72 28 33 k] 3 5 Fi 41 13 24 50
MNigaeria 25,057 15,610 2 - 0 a7 = [1] u [1] in
South Africa 26,539 18,132 L) 14 F] B 4 ) 7 10 18 49
Tunisia 2,234 5517 7 T 1 1 52 11 4 2 36 ]
Zimbabwe 433 2,094 a0 51 a B 3 F] 17 10 3B 30
Africa Ex = =
Mean 2,962 2,607 L] 28 11 B Fr] 28 16 T 10 30
Minlmum 11 2 1 0 1 ] 0 0 [] [ 0 2
Maximum 26,639 18,132 EE] 80 81 5 100 g5 55 26 40 1]
Source: The Warld Bank: World Developmant Indicators, 1338,
Tahble 5. Export Conoentration Indices of Selected Afrlcan Countries, 1980-1938
Country 13680 1988 1984 1850 19491 1862 1584 1885 Average Varanca Diraction
1880-85 of Change
Cameroon 0,405 0,445 0.285 0.311 0.272 0,485 0.375 0,323 0,353 0.002 -
Cote 0.283 0,391 0385 0.345 0312 0.3168 0,405 d 0.408 0.168 0000 -
D'lvolre
Egypt 0.575 0,285 0.278 0.228 0.440 0.361 0.265 0. 244 n_._ag? 0.036" -
Ethiopla 0636 0,644 0.575 0.476 0617 0.557 0.623 0.601 0575 0,002 -
Kanya 0,383 0,413 0.335 0.238 0309 0.305 0.310 0.231 0.279 0.005 -
Mauritius 0688 | 0373 0.377 0.342 0.335 0.332 0.317 0.313 0.328 0.065 -
Morocco 0210 0.210 0473 0.162 0.185 0,160 0167 0,172 0,185 0.010 -
Higaria 0.845 0.925 0.934 0.518 0.552 0.5934 0,501 0,857 0.820 0,000 -
Eouth Adrica o677 0.1B8 0189 0.188 0184 0378 0.266 0,256 0.257 0,051 -
| Tunisia__ 0481 | 0200 | 0217 | 0202 | 0200 | 0208 | 0207 | 0.211 0.206 0.038 -
Zimbabwe 0257 0,250 0.276 0.245 b.32r 0,329 0,311 0.250 0.232 0,001 .
Africa 1980 1888 1988 1950 1991 1992 1554 1585 Avg. 80-95 Variancae Direction
of Changa
Maan D530 0,535 0.515 0.502 0.506 0,512 0.512 0.488 0.504 0004 -
4 Minlmum 0.257 0,168 0.173 0.162 0.166 0960 0157 0172 0.165 0,004 -
Maximum 0,881 0,928 0.924 0.918 D.952 0,934 0,912 0,813 0,526 0.201
i Variance 0.047 0,045 0.044 0.055 0.034 0.019 D.Da2 0080 0034 -

* [+) means Increased export concentratlon, snd (-} means export concentration decreased.

Footnote: For nine countries expert concentralion Increased during the perlod 1930-1555 compared to the base perlod 1980, and for twenty-six
countries it decreased moderataly.

Source: UNCTAD: Handbook of International Trada and Development Statistics (Varlous lasuas).

Table €. Export Diversification Indlces of Selocted Afrlcan Countries, 1230-13595

Country 1980 i858 1889 1950 1991 1992 1954 1585 Average | Variance Diraction of
1380-35 Change
Cameroon 0.720 0.BE6 0802 | 0.786 0.177 0871 0.67E 0.848 0.B34 0.008 +
Coto D'lvolny 0.850 0.553 0.688 0.878 0.856 0.581 0.888 0.805 D.EBD 0.000 +*
._Ewp‘l 0872 0.769 0.7T28 0.861 0.700 0.630 0.732 0.737 0.704 0.001 +
Ethlopla 0.888 0.924 0.871 0.911 0.534 0941 0.918 0.912 0.823 0.000 +
Kenya 0.812 0.875 0.849 0.675 0806 0.808 0.834 0.735 0772 0.001 -
Mauritius 0.508 0.873 0872 | 0.863 0644 0,834 0.858 0.858 0.851 0.002 -
Moroeco 0.810 0.806 0.762 | 0.756 0.758 0.754 0.758 0773 0.760 0.001 -
Nigaria 0.771 0.819 0.906 0.912 0.816 0.807 0.903 0.906 0.90% 0.00% -
South Afrlca 0.750 0.726 0.727 0.734 o.7or 0.693 0716 g.611 0.692 0.005 x
| Tunisia 0.658 0.707 D.684 0.662 IJ‘.H_H 0670 0.671 0.584 0.671 0.000 *
Zimbabiwe 0.728 0.846 0.832 0.775 0.762 0.742 0.756 0.728 0.757 0.000 +
Africa 1980 1888 1888 1860 1981 1832 1954 1885 | Avg. Varlance Direction of
§0-9 change
Mean 0842 0.885 0.B73 | 0.8BS 0,863 0.B85 0472 0.857 0.854 0.000 *
Minlmim 0.656 0.707 0.684 | 0861 0,668 0.670 0.671 0.611 0666 0.000 -
Maximum 0.968 0.97% 0.980 [EIH 0.360 0.978 ﬂ.ﬁ_?ﬁ 0,966 0.972 0.000 *
Varlanca 0.008 0.004 0.005 0.008 0.007 0.007 0.006 0.007 0.007 i

{+) means decreased export diversification, and |-} means Improved export diversification.

Footnote: Twenty countries experianced decreased axport diversification during the period 1980-1935 comparad to the base year 1980, and
fourteen countries experienced modest Improvement In thelr gxport diversification Indices.

Source: UNCTAD: Handbook of International Trade and Development Statistics (Varlous lssuss),
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Table 7. Competitiveness Index of S¢lected African Countries

Country Competitiveness index Improvement Index Optimism Indaix
I| 1. Mauritius P 0.87 1300 11.27
il 2. Tunisia 0.79 15,98 3.3
| 3. Botswana 0.54 9.60 8.99
4. Namibla 0.43 10,02 .99
5. Moroceo 0.40 18.00 14.0%
§. Egypt 0.38 20.81 17.78
7. South Africa 0.34 522 181
8. Swaziland o2z na ha
4, Ghana  00% 18.51 13.89
0. Lesotho N 0.0& ] n.a. n..
11. Cole D'Wolre -0.0% 9.81 11.91
1z, Zambla 008 1335 15.06
13, Kenya -0.15 13.58 11.45
14, Uganda 016 22.68 18.88
456, Burkina Faso 021 627 11.21
16, Tanzanla 0324 20.03 0.55
17 Ethiopia 028 X 15.43
18, Mozambigue a3z 16.44 23.13
15, Cameroon B.38 | = 12.03
20, Zimbabwe 0.40 | mn.a, 9.55
2. Malawi 045 10,39 12.60
22 Migeria_ 48 - 583 12.20
23. Angola 0,79 na. na. i
Sowrce: World Economic Forum; The Africa Competitiveness Report, 1598, Geneva, Switzerland,
L ]
Table B. Ethiopia: Merchandise Exports, 15803-1957
Year | Merchandise Exports Annual Growih Rates
Millions of USS (%)
T Expors (Lob) | imports {Lho.b.) Trade Balance Expors [ imports | Trade Balance
Il 1379 3342 | 406.0 18 —
1380 3220 | 459.2 77,2 37 | 23.0 146.8 |
T 19E1 3163 | 536.0 2187 -1.8 T4 24.0
1962 364.0 512.3 2483 151 14.2 130
i 1963 = 376.2 £592.5 3163 14 134 274
1964 - 2037 7762 3725 7.3 124 178 |
[ 1385 3315 251 4936 7.8 6.3 32.5
| 1986 410.4 T85.0 384 IE E 221 |
1987 355.2 9327 STTA 135 17.3 50.1
1953 300.0 956.0 -556.0 | 126 25 3.7
1883 4438 a7e | a7ad =T 327 |
1990 FEF 9129 | 5201 ETH] 11.5 658
1881 167.6 a70.E 303.2 415 454 514
1992 169.9 9927 #7229 1.4 110.9 1714 ||
1653 15933 TOED 5071 17.0 28,9 -38.4
1534 ETF A 9257 5537 B7.1 N a7 |
1835 4730 | 11367 137 tBa | 238 28.3
1936 4389 | 17348 796.7 T 5.6 | 116
1997 | = 5574 10054 4478 Tz | 8.6 238
Average Annual Growih Fates 13801950 B 0.2 E.A 25.0
| Average Annual Growth Rates 1991-1357 , 15.3 11.1 12.6

AL — . . T oI5 - - T,
Source: International Moretary Fund: Balance of Payments Statistics, 1985, 1934 and 1833. B

The next EEA round table will talkke place on April 30, 1999 at
Ghion Hotel and will foocus on “Affraciing Foreign Invest-
ment.” The speakers include, Ato Tadesse Halle, General Man-

ager of Ethiopian Investment Authority, and M»r». Alfred)]
Ireland from MIDROC Eithiopia. Economic Focus inwites our
readers to participate in this discussion by sending us articles
and comments on the topic.

S R R R R RS SS RS AR E R Rl

IUBECRIBE "TO ECONOMIC FOCUS AND YWE WIKL. L.
DELIVER ITTO YOU ON TIMIE!
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PROMOTING THE EXPORT SECTOR
IN ETHIOPIA

By
Getnet Astatike’

*Ato Getnet Astatike is Lecturer at the Department of Economics, AAU.

Theoretical Framework

Traditionally, trade strategies are
considered to fall in either of the
two categaories, i.e. import substi-
tution (I8) or inward-looking
strategy at the cone end, and ex-
port promotion (EF) or outward-
orientation strategy on the other
This broad categorization is
based on the type of support that
gither the import substitution or
the export sector receives. |If
more support (incentives) are
provided to 1S than to EP activi-
ties, the strategy is regarded as
one of inward oriented; other-
wise, it is an outward oriented
one.

In the 1950s and early 1960s, fol-
lowing the Singer-Prebisch hy-
pothesis, many developing
countries adopted inward-looking
15| rather than export promotion
policies. Then it was believed
that industrialization would be
facilitated through a protectionist
regime (discriminating against
imports through tariffs and quo-
tas, among others). The argu-
ment in favour of the 3] strategy
waslis that trade should be pro-
tected temporarily to assist do-
mestic infant industries until they
become competitive with their
counterpart elsewhere in the
world. Such approach, it was
argued, is no different from any
investment undertaking where
there involves incurring costs for
a limited initial period in return
for future benefits and hence jus-
tified.

By mid-1960s, many developing
countries abandoned the [SI

Vol.2Z No.2 / April 1999

strategy as the strategy could not
pravide what had been thought it
would, The consensus was that
thie |S] strategy encouraged rent-
seeking and inefficient use of
resources that left the protected
industries totally unfit for the per-
ceived competition at a later
stage. Since the mid-1980s,
therefore, export promotion has
become the favoured strategy.
Countries, one after another,
adopted this latter strategy, es-
pecially, following the impressive
growth performance of East
Asian countries that had used
export promotion strateqgy
‘darminantly.’

Export Promotion

The arguments in favour of the
export promotion strategy are
numercous and include the follow-
ing:

e Export promotion strategy
leads to increasing market size of
a developing country and render
all the benefits that are associ-
ated with large scale operation
(economies of scale related ar-
gument)

® The dual-gap argument - that
the strategy would make possible
the availability of critical imported
inputs that would boost domestic
capacity utilization and hence
total factor productivity (an EP
strategy can increase the foreign
exchange revenue, capacity utili-
zation and growth of factor pro-
ductivity)

@ Export promotion strategy,
being a more liberal trade policy
ariented strategy, would enhance
efficiency in domestic production

as producers would be forced to

compete to retain their profit

margin [competition directed at

cutting costs of production do-

mestically)

® Dynamismlilearning by do-
ingftechnology

Based on these and other merits,
expart promotion strategy has
been regarded as the best strat-
eqy in terms of allocating re-
sources efficiently and raising
productivity (as against import
substitution strategy that encour-
aged misallocation of resources
due to the few incentives that it
provides for maintaining cost-
price disciplineg and improvement
in productivity).

The Controversy

Though most consider export
promotion strategy to be the best
strategy, the very meaning of an
export promotion strategy seems
guite controversial. The contro-
versy focuses mainly on fwo ar-
eas, viz.,, whether or not an export
pramation sfrategy is neutral or bi-
ased i favour of exports and
whether or not import substifution
policies are compatibie with that of
an export promotion sfrategy.

With regards to the first point,
some argue that an EP strategy
simply amounts to the absence of
any discrimination against ex-
ports in favour of the home mar-
ket. Forinstance, they argue that
EP does not in any way imply any
subsidization of exports beyond
the level that restores equality
between the effective exchange
rates on imports and exports.
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Others, however, argua that EP
strategy means much more than
the mere absence of anti-axport
bias, To this latter group, the
essence of an EP strategy is sys-
tematically promoting exparts, in
addition to 3 liberalized trade and
payment regime, through grant-
ing preference to exporters.

With regard to the second point,
some argue that IS policies am
tetally incompatible with that of
EP strategy, and that any attempt
to promote both would end up In
discouraging exports. Whatever
form they (IS policies) take, barri-
ers to trade discriminate against
exporters according to this view.
Cthers have the view that |15 pali-
cies and EP strategy policies are
complementary rather than alter-
natives. This group argues that
the assumption of perfect compe-
tition underlying the theory of
comparative advantage is unre-
alistic given the present world
economic «condition. Moreover,
the fatter group adds, IS is
needed not only for creating ex-
port ability, but also for providing
the volume basis necessary for
competitive exportation. Thus, to
this group, import protection is
not only compatible with, but may
even be instrumental to export
promotion given the present
world economic environment
which Is characterized by oligop-
oly, externalities and scale
economies.

These and related controversies
together with varying degreez of
protection or intervention that
countries made in pursuing one
or the other strategy (IS or EP)
led scholars to come to agree-
mant on the existence of other
strategies. In addition to the bi-
polar classification of trade
strategies that were defined con-
ventionally, therefore, it has be-
come common to make reference
to strategies that simultaneously
employ both (or neither) IS and
EP policies. Liang, for instance,
identifies five mutually exclusive
strategies, viz., IS, EP, free trade,
protected export promotion, and
de facto import promotion (Liang,
1992},

Vol.2 No.2 / April 1999

In practice, the attempt to find out
as to which strategy the success-
ful SE Asian countries adoptad
was not free from controversy
and as such contributed greatly
far the refinament of trade strate-
gles and their classification. Re-
ferring to the Korean experience,
in particular, some had the view
that the key to the success is
neutrality between EP and IS bi-
ases, of free trade position. Oth-
ers believed that the bias towards
exports was the main driving
force behind the impressive per-
formance. Still others had aitrib-
uiad the success to a judicious
mix of both the EP and IS strate-
gies and referred to the Korean
strategy as export-oriented im-
port substitution. On balance,
however, this latter group seems
to have given a more accuraly
account of the strategy that was
pursued by Korea.

"Empirical findings indicate that
some of the successful East
Asian countries actually pursued
an Infant Industry-based, export-
orientad, ‘protected export pro-
motion’ strategy, not the com-
moniy perceived, static
comparative advantage-based
export promotion strategy; their
protectionist policles are not mere
oxceptions, bul integral slements
of their export-oriented strategy.”
{Liang 1582)

Promoting exports and thereby
economic growth is therefore a
task that requires carefully identi-
fying sectors of an economy with
a2 reasonable potential (rescurce
as well as markel outlet wise) and
granting these sectors promotion
and protection of some sort that
makes possible reaping the bene-
fits of trading. There is no ready-
made strategy as such. One
thing that is known for sure Is
that extreme protection entails
more harms to an economy.

Trade Strategy and the
Export Sector in Ethiopia

Ethiopia depends heavily on im-
ported items ranging from capital
goods and raw materials, which
are vital from the point of view of

long term growth and develop-
ment, to that of petroleum, phar-
maceuticals, fertilizers and, in
some cases, foodstuffs that are
of immediate importance for the
day to day operation of the scon-
amy. The financing of these im-
portables, whose magnitude
continually increases, and hence
that of arowth and development
is therefore a task that Is gener-
ally left for the export sector. As
a result, strengthening and find-
ing ways of optimal intervention
in favour of this sector Is of an
Immadiate concern,

In Ethiopia, the share of the ex-
port sector in the total GDP of the
country is not more than 15 per-
cent. Not only that, the export
sector depends on few primary
agricultural commodities whose
price has been fluctuating
through the years, creating an
export sarning instability. Thus,
there is an urgent need to pro-
meote the export sector and im-
prove its state via diversification
and augmeonting the gquality of
axports. Given the current world
economic environment where the
price of primary (agricultural)
commodities Is continually fal-
ling, encouraging processad ox-
ports seems particularly
essential.  The latter not only
guarantees relatively stable
earning but it is also an impartant
source of dynamism and growth.

The Strategy

Unlike the pre 1992 period when
the country had been following a
highly  inward-oriented trade
strategy (WDR 1287), in the post
1982 period, Ethiopia has been
liberalizing and opening up the
external sector.

Devaluation of the currency cou-
pled with other measures taken
as part of the stabilization and
adjustment programmes have
had a positive effect on the ex-
termal sector of the economy.
Clearly, there has been a signifi-
cant shift of policy — away from
the highly inward-oriented regime
that had prevailed for long.
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In addition to the different meas-
ures that have been taken by way
of liberalizing the economy, there
has come out an export devel-
opment strategy that aims at
promoting exports. The strategy
has the following broad aims:

® Maximizing the gains from
surplus venting through produc-
tivity improvement (by undertak-
ing small investments in
agriculture) -and cultivation of
unused land
&  Utilizing the advantage of
natural resources for export of
high-value agricultural products
{horticultural products including
vegetables, flowers, fruits and
fresh/chilied meat)
@ Expansion of exports of manu-
factured goods, grounded on the
country's comparative advantage
of labour (clothing, leather and
lsather products, textile prod-
ucts); and
® To discover exportable miner-
als and fuel deposits.
For the purpose of attaining these
broad aims, strategic interven-
tions of general and specific na-
ture have been designed with the
intention of implementing the
strategy and that of encouraging
the development of the private
sector. The general interventions
include:
® Maintaining a reasonable ex-
change rate
® Easy and market-based access
to urban and rural land
@ Effective enforcement of con-
tracts
@ Encouraging smallholders to
produce cash crops for exporis
through schemes for out-growers
and contract farmers
® Aggregation of activities to be
able to reap the benefits of large-
scale operation.

The specific interventions that
aim to encourage the private sec-
tor include:

® [Duty exemptionsidrawback to
encourage (potential) exporters
of manufactures (that r=ire Im-
porting inputs)

® Financing of imporiod inputs
through a back-to-back issuance
L/C imports arrangement

Vol.2 No.2 / April 1999

#® Pre-shipment finance through
financing of demestic inputs by
local banks, against committed
LIC of exports

& Post-shipment finance

@ Price verification with the in-
tention of providing information
andfor preventing under-
invoicing of exports

® Export commodity exchange
to secure the best possible prices
for the country's exports on a
sustainable basis

@ Export brokerage to be able to
get market outlets externally

® Crop quality certification to
standardize quality

@ Re-discount window which is a
scheme whereby DBE and the
CBE will be entited to borrow
from NBE at discount to finance
loans for investment in export
production and related working
capital. In addition, DBE will
raise funds through issuance of
long term bonds.

Prospects of the Strategy
and Exogenous Factors

Barring implementation related
problems, the strategy Is quite
reasonable but seems to have
given less consideration to the
unfavourable global economic
environment. The global envi-
ronment does not seem to be
favouring Ethiopia. At least two
issues can be mentioned in this
respect. First, the price of pri-
mary (agricultural) commodities
has been continuously falling.
This trend of declining prices
deoes not seem to be reversed,
having its discouraging effect on
exports of primary commodities.
A recent World Bank report® indi-
cates that the price of primary
(agricultural) commodities has
declined by more than 50 percent
in the past two years and that
trend s likely to continue, putting
developing countries at a disad-
vantage. The other issue that
should be taken into account is
the high competition that we (will}
face from other giant low-income

' The news about this WB report
came on BBC World Service on
04/02/99,

sconomies. Countries like China
and India are worth mentioning in
this respect. Such countries are
not only better suited in terms of
technology of production that has
implication on the quality of
products but also have the ad-
vantage of having an enormous,
relatively educated and, at the
same time, cheap labour force. It
is highly unlikely that Ethiopla
will be in a position to compete
with these economies in terms,
for instance, of textile and cloth-
ing exports. The same can be
true of processed leather and
lsather-products exports, though
Ethlopla has large amount of this
(raw) resource.

Another lesue that | wondered
about whils locking at the Export
Development Strategy ls the at-
tention given to smallholder agri-
culture. Smallholders are the
backbone to the Ethiopian econ-
omy and any strategy should be
compatible with that sector.
Small- and medium-scale agricul-
ture generally has a larger lnk-
age effect with the domestic
Indusiry, which ls where any poc-
tential for growth and develop-
ment lies. Small- and medium-
scale agriculture is labour inten-
slve and employs domestic im-
plements and machinery while
large-scale farms tend to be Im-
port dependent and not much
more productive. Also, on the
consumption side small- and me-
dium-scale farmers have a higher
Marginal Propensity to Consume
(MPC] and a larger marginal
share _of their consumption is
devoted to locally produced out-
puts such as textiles and cloth-
ing.

What Should be Done
(proposed points for
discussion)?

® | ooking for market outlets es-
pecially in Africa and the Middie
East where the constraint in
terms of quality of products de-
manded is less severs and where
there seems to exist (especially
in the former case) a comparative
advantage for Ethiopia (relatively
abundant labour force)
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@ Effective negotiations with the
Morth to be allowed to get a rea-
gonable access to that market

® |dentifying specialized but
profitable areas (the whole issue
of niche markets) elsewhere out-
side

@ Designing export incentive
schemes and other measures
{accompanying policies) within
the ADLI framewark for selective
high potential export activities.

® Provision of effective informa-
tion on marketing and related
activities

@ Encouraging manufactured
exports

® Very ambitious {and viclating
the comparative advantage argu-

ment}?! Introducing new, proba-
bly risky but highly dynamic
sactors: Say electronics industry
that can perform sort of assembly
work at the Initial stage and hope-
fully move farward (clear that the
human capital as well as the capi-
tal constraint is there but MIGHT
be one way to be able to move
away from the traditional exports
that do not seem to help much)
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 PROMOTING THE EXPORT SECTOR IN- ETHIOPIA |

By Eskinder Joseph

Managing Director, Meskel Flowers Private Limited Company

l. Introduction

If the Marxian discourse that the
amorphous, ruthless, cost-
effective mullinational corpora-
tions cause serious threat to the
underdeveloped economies Is
ever in doubt, then the very fact
that, at the end of the millenium,
the gap between the rich and
poor countries Is further widening
adds it credit. With few excep-
tlons, even the small and medium
scale enterprises of the develop-
Ing countries are not immune to
such challenges. Taking the mul-
tinational corporation's achieve-
ment into consideration, there is
no doubt that economies of scale
rule the business world. If third
world business establishments
don't have the capability to com-
pate with multinationals, then the
alternative is to follow a niche
strategy.

As Fritz Schumacher, in his book
Small is Beautiful', puts it, sup-
porting small and medium enter-

1_ Sources: FIAB Feld Conmuling, Sweden 1599
mnd Adph (Int Ass. of Horl Prod )
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prises (SME) that adopt the con-
cept “intermediate technology”
vis-d-wjs the highly sophisticated
technology of the West, ought to
be the most ideal model for pri-
vate sector development in
Ethiopia. Niche markets being
ideal for such SMEs, Ethiopia can
selectively strive in areas such as
the floriculture industry where
economies of scale are not as
important and the cptimal growth
of the export-based firms are rela-
tively small, The florcultural in-
dustry, in  particular the
production of cut-roses, is highly
specialized with a well-targeted
market segment. In this segment,
the market as well as the produc-
tion capacity for superior quality
flowers Is limited geographically.
Having the most ideal climate in
Africa and cheap cost of produc-
tion, Ethiopia does have a com-
petitive advantage over its
African, Latin American and
European competitors. This arti-
cle s written to point out Ethio-
pia's competitive advantage in
developing a well-defined floricul-
tural industry and is initiated from

the perspective and own experi-
ence of Meskel Flowers Private

Limited Company-the first and,
so far, the only cut-roses pro-
ducer and exporter in Ethiopia.

Il. Potentials for Floricul-
tural Products in the World

As mentioned In the previous
paragraph, the potential for the
production and marketing of flo-
riculture products in the world
market is limited geographically.
Western Europe, providing the
biggest markets for such prod-
ucts, imported approximately US$
6 billion worth of floricultural
products in 1997°. This figure
increased by almost US$ 4 billion
since 1985. Imports from Africa
increased from US$ 40 millien in
1985 to USS 250 million in 1997.
Latin America owing to the supe-
rior quality of cut-roses grown in
the highlands of Ecuador In-
creased its export from US§ 83
milllon in 1985 to US$ 349 million
in 1997,

1 i Efhiopia entered e marks! in 1668 end penarsted
spprodmatsdy 1 milion LSS

Ethiopian Economic Association




Economic Focus

TR
AN RBTTERG

p_oss————— )

Tabie 1: Importa of Flordeulturs| Preducts to Western Europe 1985-1897 (000 LISS)

Promoting the Export $ector in Ethiopia

B = e ]

1986 USS 193 LSE 1454 USS 1596 55 1596 USH 1697 USS
Total® 3101, 857 5,602,969 4,506,004 5,140,580 5,782,418 | 5895471
Africa 41,380 780,520 161,480 30,340 384,330 | 257,798
5. Amarica £3,391 325,813 284,042 300,874 308,893 | 349.167
Middie Ezst B5.67H 200,434 165,251 192 557 217,676 211,874
Anla 28 B5O 588 77,303 TEATZ 86,490 B5 451

Taotal figure Includes, cut Aowers, cut decorative follage, flower bulbs and llve plants,

I1l. What Do We Learn
from Kenya

Western Europe's major suppller
ol commercially produced flowers
from Africa is Kenya. During the
mid-1970's few farmers started
growing and exporting flowars
from around Lake Naivasha area,
Taking the suitable climate and
relatively cheap cost of produc-
tien inte consideration, Kenya's
small and medium scale growers
developed approximately 1,200
hectares under flowers.

Currently, Kenya produces and
exports-over 40 different varieties
of flowers. Hs cut-rose produc-
tion increased from 25 hectares in
1888 to approximately 650 in
1948,

The number of these small and
medium enterprises does not ex-
ceed 35, and yet the total foreign
earnings they generated in 1937
surpass US$ 62.8 million, In gen-
aral, after tourism and tea,
Henya's horticultural export gen-
erates the third largest source of
foreign exchange for the country.
Over 90% of Kenya's cut flowers
are exported to Western Europe.
The Nethsrlands being the center
for the distribution of floricultural
products in Europe, 70% of Ken-
yan roses are marketed through
Holland. Other than Germany,
which consumes 60% of the total
rose market in Europe, Kenya
exporis fo the United Kingdom,
France, ltaly and Denmark.

Kenyan financial institutions play
the major role in supporting par-

ticularly the floricultural sector of
the economy. These institutions
provide leans to finance the op-
erational and capital expenses
required for establishing and ap-
erating a farm.

Trade information 13 made avall-
able to growers through private
organizations such as Fresh Pro-
duce Exporters Association of
Kenya (FFEAK), and The Kenya
Fiower Council (KFC).

Members are encouraged to
adopt their own code of practice
to meet the international market
standard relating to employment,
environmental issues, pesticide
use, product traceability and am-
ployment welfare requirements.

Table 2 fmports of cut roses to Europe 1985-18%7 '000 US5)

I Origin 1685 1553 1884 1959 1586 1297
W_ Europe 133,005 200,488 239,861 108 407 444 348 456,327
Israel 20,381 FERER] 35,848 308,310 13 087 35378

| Zimbabwa - 14,244 17,501 33,024 39,742 33,435

[ Morocee 2,031 B323 7516 6,818 4,470 2,596

" Colombia 7053 12,07 12,967 16,454 17,754 17,853

| Tenya 749 11,082 24,258 36,163 52,718 [FIEEH
Ecuador - #,038 12,767 18,502 23,583 33,405
Brazil 380 4,539 1,698 2,350 363 A
Zambia : 2,356 3375 4785 7,716 9,254
Tanzanla - 580 FE] 3617 4,494 5408
Malawl 2 545 1,495 2,654 3,903 2023
Uganda : : 1,978 2,595 3,530 5154
Dthars 3112 10,862 12,208 14,342 13,142 6,738
Tatal 168,151 397,778 477,135 578,473 554,580 679,499
Ethlopia® - - » ; - -

IV. Africa~the Most
Suitable Area in the World
for Rose Production

Although Kenya and Morocco
started ahead, new producers
such as Tanzania, Uganda, Zam-
bia, Malaw! and Zimbabwe en-
tered the market around 1390 or
later. Ethiopia, having the best

potential as compared to the rest
of the African growers started late
and entered the market during the
1987 axport season,

Out of the 54 billion cut-roses
sold in Europe in 1998, the Dutch
growers alone produced 45% of
the total volume. Although the
Dutch growers are under consid-
erable oressure from imported

1 Sourms FEAR Fest Canmiling, Sessen 1008 s &ph (il An-of Har Proa)

A Sourew FRAR Fall Donnuling. Sveses 1508 armi Aok (nd. Aas: of 1t Prod |
5 EUwngs sviened P kel 0 S008 s pesented apsroertely § mdion 5

roses grown particularly in Ecua-
dor and Colombia, they managed
to improve the quality of their
produce using high-tech produc-
tion technigues.

However, the cost of production
to develop the high quality flower
in Europe being so inhibitive,
rmare and more African countries,
using intermediate technology,

Ethiopian Economic-Association
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are entering the target market
The following figures indicate
imports of cut-roses to Western
Europe.

The figures also show the com-
parative figures between the
European grown cut-roses and
imports.

V. What Kinds of Ingredients
are Required to Design a
Successful Floriculture
Industry in Ethiopia?

1. Good Governance and Busi-
ness Ethics

In recent years, there has been a
significant economic  policy
change in Ethiopia. This reform
is aimed at improving the overall
export sector and removal of a
number of the bottlenecks. Most
of the measures taken had been
mentionad on the background
paper prepared for this round
table discussion, To name a few:

& |mpaort tariff had been removed
@ Export sales and profit tax had
been reduced or eliminated
@ Tax holiday, duty drawback
and retention schemes had been

introduced

® |mport duties for investment

capital items had been eliminated

& Dialogue between exporters

and policy makers had been es-

tablished

& Exporters had been invited to

join high-level government dele-

gates on International trade mis-

sions

® Price Control on export items
had been removed

® An export promotion agency
had been established

® |mport restrictions on seed,

fertilizer and pesticides had been

liberalized to a reasonable degree

® Infrastructures such as roads,

international airfields, cold-store

facilities that facilitate exports are

either being built or on the proc-

ess, and

® Access to finance had been
revised and ete.

Despite all the efforts made by
the government, a number of
these liberalized areas remained
murky and inconsistent. The
main problem comes from the
middle and low level bureaucrats.
Paolicy issues that are drafted by

Vol.2 No.2 [/ April 1999

the government to solve particu-
lar problems face difficulty during
the interpretation and implemen-
tation levels. Bureaucrats often
use “arbitrary conditionality” to
revoke the privileges given to
exporters. Itis obvious that some
of the attitudes seen in the bu-
reaucratic circle are inherited
from the previous regime. [t has
been almost eight years since the
old regime had been overthrown,
and it should not have taken more
time to rehabilitate the bureau-
cratic system-to readjust the
mindset and to acquire swift de-
cision making process.

The blame does not end on the
bureaucrats alone. The fact that
the Private Sector itself is cor-
rupt, disorganized, and lacks the
technical expertise to run a mod-
ern business further complicates
these problems. While newly ik
troduced policy issues need good
governance to achieve the de-
sired effect, care must be taken
so that an unhealthy Private Sec-
tor-Government partnership
would not undermine the ex-
pected result. The establishment
of an expeditious judicial system
to handle cases of corruption and
a continuous dialogue between
the Private Sector and the Gov-
ermment can create an enabling
environmeant that is based on mu-
tual understanding.

2. Suggested Strategy

To develop a viable floricultural
industry in Ethiopia, we need to
comhbine the Kenyan and Ecua-
dorlan flower industry experi-
ence. HKenya has a decade of
experience in growing flowers in
Africa and marketing its produce
to the competitive European mar-
kets. Ecuador, having the most
suitable climate and similar
highland conditions to Ethiopia
can provide us with vital informa-
tion on the growing condition
required on highlands. The se-
cret to Ecuador's success in pro-
ducing superior quality roses is
the high altitude (2100-2400m)
climate where most of the green
houses are built. This range of
elevation is already within the
outskirts of Addis. If the govern-
ment plans to reserve approxi-
mately 600 hectares of highland

area for investors within the
range of 30-40 km radius from
Addis, Ethiopia will be able to
produce 600 million roses a year,
generating US$ 240 million annu-
ally. The quality of these fiowers
will be superior to any grown in
Africa. If Ethiopia enters the mar-
ket with such guality roses, coun-
tries like Uganda and Zimbabwe
that are already struggling to sur-
vive will very likely be thrown out
of the market due to quality re-
gquirements and excessive freight
costs.

A number of other conditions
also must be satisfied. The fol-
lewing requirements are essen-
tial:

@ Direct flights to the main
flower destinations and access to
cargo space—access to more air-
liners as well as to a cargo termi-
nal equipped with cold store
facility
@ Access to suitable land, 2100-
2400 meters elevation, with favor-
able climate and easy proximity
to an international airport
® Further liberalization on exter-
nal trade, finance and import pro-
cedures
® Technical assistance in the
praduction of flowers
® Access to finance (local as
well as foreign financing)
@ Further liberalization on the
import regulation of seed, fertil-
izer and pesticides
® Establish flower propagators,
chemical importers, and other
essential goods suppliers locally
® Generous tax holiday to all at
least until the first 100 hectares
are established and
® Establishing private flower ex-
portérs’ association,

The benefit to the country from
such kind of development is
enormous. Although it takes only
4 months after planting to start
full production for a grower, a six
hundred hectares cut-roses proj-
act can be developed within 10
years period. A development of
such scale can be run by ap-
proximately 60-70 small and me-
dium enterprises and will require
an investment cost of USS 240
million,
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If 600 hectares of greenhouse
roses could be developed, it can
have the following effects on the
economy,

@ |t will create jobs for 22,000
people

@ Generate foreign income of
US5 240 million annually

e Generate an annual income of
USss 20 million for airliners

@ Generate an annual income of

Birr 240 million for pulp and pa-

per (cartons) industries

& Stimulate the growth of fertil-
izer and chemical industries

® Generate income for commer-
cial banks

® Generate income for telecoms-

munications and related service

giving organizations and

& Generate income for local
business establishments.

V1. Conclusion

The potential for Ethiopia to be
the number one exporter of qual-
ity roses in the world is excellent.
Howewver, there is a need for fur-
ther liberalization of policy issues
that are crucial to the develop-
ment of the flower industry. Pol-
icy issues can directly influence
the gquality of the flower under
production if the bureaucratic
problem causes delays in fertil-
izer and chemical import proce-
dures; or if the growing
conditions are affected because
the grower is forced to develop
his project at-a lower altitude due

to a restrictive regional land pol-
icy. Considering all these and the
perishable nature of the product,
the quality requirement on the
International market and lack of
cargo space availability, we can
say the existing conditions are
not yet conducive to develop the
floariculture industry in Ethiopia.
One thing is for sure though, The
government is very enthusiastic
and determined to develop the
expart sector of the economy. If
we want to be more successful
than the others, we also have to
make extraordinary preparation
and planning. For this, private
sector co-operation and partici-
pation is equally important. m

“ | pbought a computerized bathroom scale. On January 1, 2000 it
will change our weight back to zero.”
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CRITICAL SUCCESS INDICATORS IN
STRATEGIC MANAGEMENT OF BANKS:

A LESSON FOR BANK CEOS

By
Yonas Getaneh

Strategic Planning and Research Office (Dashen Bank)

Lesson 1
Asset Turnover

Assets are used to generate in-
come. Therefore, a bank should
manage its assets efficiently to
maximize income. The relation-
ship between assets and income
is called asset turnover. A bank
can compute asset turnover sim-
ply by dividing total income
(summation of interest income,
commission and others) by fotal
assets (summation of cash, leans
and advances, fixed assets,
treasury bills, ete..). Since non-
performing leans have an impact
on bank's income, it is better to
always check the quality of loans
and advances.

The more qualitative the assets
are, the more income they will
earn, Higher ratios depict higher
efficiency and guality of assets.
In other words, it would always
be better to ensure satisfactory
level of cash, quality of loans &
advances and other asset side
accounts in order to achieve
higher income,

Lesson 2
Gross Margin Vs Total
Expense

This ratio explains some facts
about the return of every penny
banks pay for depositors, em-
ployees and others related to
operation. It is tantamount to say
one Birr expended will bring x
amounts of return (profit). The
higher the ratio, the better.

Vol.2 No.2 / April 1999

Lesson 3
Gross Margin Vs Total Income

This ratio is a good indicator of
profitability. Out of the total in-
come earmed, what portion
net income before tax? It answers
such type of question. Since tax is
not controllable by banks, its im-
pact is not reflected in the ratio.
This is also a marketing effective-
ness measurement tool.

Lesson 4
Interest Eamed Vs Interest
Expense

This is a key indicator of success
in banking since the bread winning
activities in this industry are mobi-
lizing deposit, on the one hand,
and deploying this deposit in prof-
itable ventures via loans & ad-
vances. Therefore, one who excels
in this ratio is the best performer in
the industry.

Lesson 5
Gross Margin Vs Salaries
and Benefits

Productivity of labor is one of the
strategic ingredients for any bank
to survive, especially, the forth
coming competition in the Ethio-
pilan banking industry. So every
bank should strive to hold a pro-
ductive work force to gain competi-
tive edge over the others. In this
regard, the ratio helps to pinpoint
in which bank, labor is most pro-
ductive. It also shows the relation-
ship of bank's expenditure on labor
and its respective returns. CEQ’s

is our

should check that productivity of
labor is in line with the monthly per
capita expenditure,

Lesson &
Margin OF Safecy (Opera-
tional Risk)

The excess of actual income over
the break-even income is known as
the margin of safety. The margin of
safety is often expressed as a
percentage of income. It indicates
the extent to which income may fall
before a bank suffers a loss. The
larger the margin of safety, the
safer the bank. When the margin of
safety is low, CEO's should think of
the possibilities of increasing bank
charges, provided it doesn't ad-
versely affect the banking opera-
tion or reducing variable costs like
interest expense by mobilizing
more demand deposits and less of
savings and time deposits. In
addition, CEQ's should probe even
further to identify and minimize
controllable expenditures in gen-
eral expense and salaries and
benefits. These are strategies that
CEQ's perhaps adopt to increase
its low level of margin of safety.
CEQ's should knoew margin of
safety to taik of risk management
in banks,

Lesson 7
Staff Strength

This figure tells the often-asked
question “Who is the major em-
ployer in the industry? and Where
do banks stand among others in
creating job opportunities in the
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industry?’ It will also take a min-
ute to calculate the share of each
bank by dividing the individual
bank's staff strength by industry
total and see where each bank
stands. :

Lesson 8
Monthly Per Capita
Expenditure

This figure is arrived at by divid-
ing salaries and benefits of indi-
vidual bank's by the staff strength
multiplied by twelve months, To
put it mathematically,

= Salaries & Benefits
Staff strength x 12 months

It shows in which bank the staff is
most benefiting and by how much.
This figure requires continuous
follow-up in order to reduce staff
turnover and maintain guality staff.

Lesson 9
Market Share

Market share and profitability are
strongly related. Return on bank's
assets, expense, and all other
ratios increase steadily as market
share increases. Banks that have
relatively large market share tend

to have above industry average
rates of return. The ratio of promo-
tional expenses to income tend to
be lower for banks having high
market share because they can
reach large number of customers at
one go.

Therefore, any bank should con-
tinuously make efforts to improve
its market share. Since this is a
delicate matter, it always demands
much of CEQ's time and attention.

Currently, it would be a futile effort
to think of money market in Ethio-
pia with the unfavorable market
share of private banks.

Lesson 9. Market Share Analysis (Comparative)

4
=—. June 30, 1937 September 30, 1997

Sar. o Bank Daposit Loan Int'l Banking Doposit Loan . It

= = = Bankin
1 Commercial Bank of Eth. 21.53 75.30 54.85 91.76 73.48 92,54
2 Devalopment Bank of Eth. 0.27 14.53 0.00 016 16.01% 0.00%
3 Construction & buss, Bank 4,01 6.78 0.00 3,66 6.78 0.00
4 Awash International 5.C. 1.97 1.91 3.28 2.08 1.88 3.38
5 Dashen Bank 5.C. 1.50 1.25 1.48 1.92 1.33 1.596
[ Bank of Abyssinia 5.C. 032 0,22 0.40 0.4 0.53 .13

Source; Natlonal Bank of Ethlopia’s Quarterly Bulletin

Lesson 10
Industry Average

The first step in any strategic
planning is to know “where you
are now?" “Am | below the in-
dustry average?” and “By how
much do | lag behind the indus-

11.1 Cash Management

try leaders in market share and
other measurements?'  Then
comes the rest of the strategic
questions:

@ Where do | wantto go?

® How might | get where | want
to go?

@ Which way is the best?

Lesson 11
Asset Portfolio Management

® Howcan |l ansure arrival?

All the ratio and market share
analysis boil down to explain
where banks stand. The rest of
the things that must be done in
strategic planning remains in the
purview of CEQ's.

= Cash x 100
Total Assets

Ser, Bank 1997 18986 1985

Mo

1 Dashen Bank 38% - =
2 Awash International Bank 18% 12% 20%
3 Bank of Abyssinia 0% = -
4 Commercial Bank of Ethiopla 34% 26% T
5 Construction & Business Bank 5% 10% 1%
& Davelopmant Bank of Ethlopla - 20% 16%

The litmus test for banks Is to melntain on average 10-20% of their total assat In the form of cash,

Vol.2 No.2 / April. 1999
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11.2 Credit Management
= Loans & Advances x 100

Total Assets

Sar,

Ho Bank 1997 1996 1938
[ Dashen Bank 3% - -]
z Awash International Bank 3% B1% 5%
3 Bank of Abyssinia___ 8% . -
4 Commercial Bank of Ethiopla 4% a0% 3% |
5 | Construction & Business Bank 8% 0% TE%
B Davelopment Bank of Ethiopia - 5% ET% |

To maintaln sound profitabllity, the percentage share of loans and advances ghould lls between 50-70% on average.

11.2.1 Loans & Advances Vs Total Deposit

[ Ser No.
Bank 1987 1996 1996
L] Dashen Bank 0.66T:1 - -
2 Awash International Bank 0.B4:1 1.03:1 1.20:1
3 Bank of Abyssinia 0.74:1 B s
4 Commarcial Bank of Ethiopla 0.67:1 0.57:1 0.47:1
5 Construction & Business Bank 1.58:1 1.70:1 1441
6" Development Bank of Ethiopla - - -
* A specialized bank.

In this arena, banks should malntaln a ratio In the range of 0.65-0.80;1 #fulfill the statutory requirement and achieve &

satisfactory level of profitability.

Lesson 12 - Capital

[ Rank Bank Paid-up capital (in ‘000,000 Birr)

1 Commercial Bank of Ethiepa BIET
2 Development Bank of Ethiopla 250.0
3 Construction & Bualness Bank £9.9
4 Awash International Bank 30.0

Wegagen Bank 30.0
5 United Bank 21.8
8 Bank of Abysalnla 18.8
T Dashen Bank 14.8

Tolal 10458.1

The aggregate paid-up capital of
the banking industry is 10451
million Birrlequivalent to 139.3
millien USD at exchange rate of 1
USD=7.501 Birr). The world's 500™
largest bank is Commercial Bank of
Kuwait which has a capital of 499.5

August 1998). One bank in Kuwait
more than triples the aggregate
capital of the banking industry in
Ethiopia.

The strategy to improve this situa-
tion could be merging all banks

course, Invite forelgn banks to taka
part In bringing dynamism In the
industry. Since foreign banks
come with the capital, know-how
and technology, this will also cre-
ate an opportunity for banks In
Ethiopla to dewvelop their compe-

million USD {institutional Investor, into one and bring about opera- tence in every respects.
tional and financial synergy. In due
LESSON 13
Branch Expansion

Rank }-hnt Total Number of Branchas In Ethlopla
1 Commercial Bank of Ethiopla 168
F] Developmant Bank of Ethiopia EF]
] Construction & Business Bank 70

4 Awash internationsal Bank ]
Dashen Bank i3

B Bank 8 |
B of Abyssinia ]
T United Bank 1
Tolsl 280

Ethiopian Economic Association
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Rank Bank

Total Numberof Branches in Adilis Ababa

Gommercial Bank of Ethiopia

1
F Awash Intemational Bank
3 Construction & Business Bank

Dashen Bank

4 Wegagen Bank

Bank of Abyssinia

5 Development Bank of Ethiopla

_-—A..h.bmln'-dﬁ

United Bank

Tatal

2

‘Branch Per Capita =. Population of Ethiopia
Mo of Bank Branches in Ethiopia

= 60,000,000 -231,000
260

For every 231, 000 people there is one bank in
Ethicpia assuming bank branches are evenly. dis-
tributed.

Branch Per = 1.112.000 km® 4277
Square km 250

For every 4277 sguare km area there is:one bank in
Ethiopia dssuming the bank branches are evenly
distriputed and every people make use of banks.

Branch percapita = Population of Addis Ababa
in Addis Ababa Mo of Branches in Addis Ababa

= 3.000.000 {estimate)

In Addis Ababa. there is one bank for every 50,000
pecple assuming the bank branches are evenly dis-
tributed throughout the city and every people make
use of banks,

Branch per capita = £0,000.000 — 3,000,000
out of Addis Ababa 200
= 57.000,000 - 285,000
200

This depicts that there is one bank for every 285,
000 people out of Addis Ababa implying that the
effectiveness of banks to penetrate into the region
where there is no bank is very low. Thus, efforts
should be made by every bank to take this opportu-
nity of the Ethiopian banking industry. CEO's
should not bother about the feasibility of opening a
branch out of Addis since most part of the country
is not adequately banked so as customers feel sat-
isfied with the services rendered by existing banks

&0 in-the locality,
= 50,000
LESSON 14
Management Efficiency
i Ser. No Bank Income before tax x 100
|- | Total Assets
[ i 1987 19%6 1945
| 1 Dashen Bank AEFTR T EETSEREE. ] - 1 -
i Z Awash International Bank 1.99% 302% 2.16%
3 Bankof Abyssinia g 2 ATE | avih :
4 Commercial Bank ol Ethiopia 132% 331 2.50%
5 Devolopmaent Bank of Ethiopia 4.13% 4.43% 4.03%
& Construction & Business Bank 0.67% 1.34% 0.52%
Industry Totz! ~ BBE% A g A kS
- | 'Industry Average 1.66% | 295% 2.30% H

The return on investment is the key indicator of
profitability for a bank. It matches operating profits
with the assets available to earn a return. Banks
that are efficiently using their assets have relatively
high return. Less efficient banks have a lower re-
turn. This ratio is very important concept in profit

Vol.2 No.2 [ April 1999

planning. It helps to evaluate every CEQ's of Banks
in-a rational way. As the table shows, Development
Bank of Ethiopia leads, followed by Awash Interna-
tional Bank and Dashen Bank, respectively. The
lesson here could be small banks should not be
terrorized by gigantic banks. B
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INSTITUTIONS AND DEVELOPMENT: A NOTE

ON CONCEPTUAL FRAMEWORK

By
Dejene Aredo

The Ethiopian Economic Associa-
tion and the Department of Eco-
nomics, Addis Ababa University
plan to heold the Ninth Annual
Conference on the Ethiopian
Economy in September 1993. The
conference will focus on the
theme: |Institutions, Resources
and Development in Ethiopia.

This brief note attempts to pro-
vide a preliminary conceptual
framework for prospective papers
to be written for the Conference.

The importance of institutional
economics has been confirmed
by the award of the Nobel Prize
for Economics first in 1991 to
Konald Coase, and then in 1993
to Douglas North, a renowned
economic historian. According to
Robert Solo (1989), the problems
of institutional economics have
consisted the following: (1) the
market system is no longer seen
as autonomous and closed, but
as linked to the political system;
(2} the institutionalist's analytic
seeks to explain and predict the
market consequences of alterna-
tive distributions of property
rights; and (3) it is difficult for
the economist to detach him-
selffherself from the process of
value judgment.

Institutions can be defined as the
rule of the game or as the legal,
administrative and customary
arrangements for repeated hu-
man interactions. Their major
function is to enhance the pre-
dictability of human behavior
[Pejovich 1995]. Institutions may
be formal (embodied in laws or
organizations) but they may also
exist informally as a conse-
quence of repetition or custom. |t
is important to make a distinction

Vol.2 No.2 [ April 1999

between market institutions for
exchange of goods and services
and political institutions for pur-
suit of common interests.

Institutional analysis has adopted
two inter-related approaches: 1)
the transaction costs and infor-
mation costs approach and 2) the
collective action approach [Nabli
and MNugent 19389].
contains different but interrelated
themes. One such theme is con-
cerned with the role of transac-
tion costs in aconomic
organizations. The general hy-
pothesis is that institutions are
transaction cost-minimizing ar-
rangements, which may change
and evolve with changes in the
nature and sources of transaction
costs and the means for mini-
mizing them. A second theme Is
the property rights approach,
which is associated with the law.
The existence of property rights
may reduce conflicts and facili-
tate co-operation in both cases
resulting in a reduction in trans-
action costs. In this way, along
with technology and other tradi-
tional constraints, institutional
constraints enter into the deci-
sion process of individuals. In the
presence of transaction costs,
different systems of property
rights yield solutions of differing
efficiency. What is efficient in the
presence of transaction cosis
may be guite different from that
which is efficient in the traditional
necclassical economics without
transaction costs. The third
theme, which Is closely related to
transaction costs, is concerned
with incomplete Information and
asymmetries in information in
particular. The problems of "ad-
verse selection" and “moral haz-

The former®

ards”, which were first identified
in the context of insurance mar-
kets, have been found to be rele-
vant for a large class of problems
where asymmetries of informa-
tion are present between the par-
ties to a contract These
problems, moreover, may lead to
“market failura" unless incentive
mechanisms capable of over-
coming them, such as appropri-
ate forms of contract, are
developed.

The second general approach in
the New Institutional Economics
concerns collective action and
the elimination of “the free-rider
problem”. The key issue in the
collective action literature Is to
“explain collective outcomes in
terms of individual motivation”,
or, to put it differently, to explain
the likelihood of success or fail-
ure of a given set of self-
interested individuals in under-
taking actions that may benafit
them collectively. The theory of
collective action has been con-
cermed with public or collective
goods or with common property
rescurces [Nabli and Nugent
1989].

Institutions structure economic
forces and play an important rola
in expanding human choices; a
fundamental goal of economic
development. Institutions affect
choice by Influencing availability
of information and resources, by
shaping incentives, and by es-
tablishing the basic rules of so-
cial transactions. Institutional
innovations contribute to devel-
opment by providing more effi-
clent ways of organizing
economic activity [Ostrom et al
1989]. In the words of Douglas
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Naorth (1892), “Institutions and the
way they evolve shape economic
performance.” According to
Burki and Perry (1998:143) “Well
defined institutions reduce trans-
action costs by ameliorating in-
formation and enfarcement
problems. Thus, they make pos-
sible the existence, efficiency,
and depth of markets and organi-
zations" [Burki & Perry 1998:
143].

In their famous book, Institutional
Obstacles to Latin  American
Growth, Borner and Weder (1992)
argued that overcoming institu-
tional obstacles is a necessary
precondition for achieving eco-
nomic growth. They showed that
uncertainties about the rules of
the game have devastating ef-
fects on private investment and
specialization. They further iden-
tified two sources of institutional
uncertainties, L.e., 1) unpredict-
ability of government intervention
and 2} lack of consistent en-
forcement of private contracts.

In a recent workshop organized
by the Economic Development
Institute of the World Bank, it was
observed that institutional ar-
rangement for allocating re-
sources take three forms:

1) voluntary exchange (usually in
markets), 2) hierarchy (one indi-
vidual has recognized authority in
relation to others), and 3) collec-
tive action (many individuals
acting in concert with others).

The workshop further noted that
institutional forms (or organiza-
tions) consisted of 1) the private
sector, 2) public sector, 3) civil
soclety, and 4) hybrids. It also
noted noted that there could be
cases of market failure, govern-
ment failure, and collective action
failure. Institutional analysis is
required to address these fail-
ures. The workshop discussed
how institutional analysis incor-
parates institutional constraints
into economic and policy analysis
with a view to help crafting more
effective public, private, and civil
society institutions both at the
macra and the micro levels, What
emerges from above is that insti-
tutions matter for development
and that "getting prices right”
alone is not encugh. Non-price
variables should also be taken
into account in designing devel-
opment programs.

REFERENCES

1. Borner, 5., A. Brunetti, and B.
Weder (1992). Institutional Ob-
stacles to Latin _ America
Growth, San Francisco, Califor-
nia, ICS Press.

2. Burki, 8. J. and G. E. Perry

(1998). Beyond the Washington
Consensus: |nstitutions Matter,
The World Bank, Washington,
D.C.

3. Nabli, M. and J. B. Nugent
(1989}, “The New Institutional
Economics and lts Application to
Development,” World Develop-
ment, vol. 17, No. 9, PP 1333-
1347,

4, North, Douglas (1992). Trans-
action Costs, Institutions and

Economic  Performance, San
Francisco, California, ICS Press.

5. Ostrom, V., D. Feeny, and H.
Picht (1989). Rethinking | Li-
tional Analysis and Development,
Panama City, International Center
for Economic Growth.

6. Pejovich, Svetozar (1995). Eco-
nomic _Analysis _of Institutions

and Systems, London, Kluwer
Academic Publishers.

7. Solo, Robert A (1989).
“Institutional Economics." In
John D. Hey, ed., Current Issues
in __ Microeconomics, London,
Macmillan. o

Somewhere, something went terribly wrong

Vol.2 No.2 / April 1999

Ethiopian Economic Association



Economic Focus
[ga——— - ——— - __]
ANt RbTeLhh

Economic News and Commentary
Y e T L T e YT oy

MAJOR ECONOMIC NEWS

IN THE LAST TWO MONTHS

I. General

The Water and Sewerage Author-
ity says the Dire Water Dam con-
structed at a cost of about 240
million birr is due to go opera-
tional socon (The Ethiopian Her-
ald, Vol. LV No.138, February 21,
1999).

The Coffee & Tea Authority says
preparations are underway to
privatize the coffee Development
Enterprise (The Ethiopian Herald,
Vol. LV No. 142, February 28,
1994,

Finance Minister Sufian Ahmed
announced that the country's
economy s in good shape with
budget surplus reported over the
last six months. The Minister told
ENA that the Federal Gowvern-
ment's annual revenue for this
Ethiopian budget year s
8,650,000,000 hirr. More than
4,099,000,000 birr has been cal-
lected over the last six months,
The Minister said 3,897,000,000
birr was spent during the first half
of this Ethiopian year (The Ethic-
pian Herald, Vol LV No.144, Feb-
rugry 28, 19345),

Two hundred out of two hunderd
fifty three Federal development
projects scheduled for the cur-
rent Ethiopian year have report-
edly been launched and are in
fact at various levels of progress
{The Ethiopian Herald Val. LV No,
144, February 28, 1993),

The Ethiopian Roads Authority
signed a contract for the con-
struction of the Addis-Jimma
read amounting to 406 million birr
with (Spain-Greece) J & P Joint
Venture Company, Dragados on
March 18, 1989 (The Ethiopian
Herald, Vol. LV No. 160, March 19,
1999),

Ethiopia has become the 44th
African Country to join the Soci-
ety for worldwide Inter bank Fi-
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nancial Telecommunication
(SWIFT). International Banks
Communication Vice President
with the Commercial Bank of
Ethiopia said eight Ethiopian
banks have become beneficiaries
of SWIFT as of March 7, 1999 (The
Ethiopian Heralfd, Val. LV No. 152,
March 10, 1993},

The Commercial Bank of Ethiopia
Marketing and General Planning
Sector Vice President, Habte-
Selassie Hagos told that the CBE
task force set up six months ago
has collected 200 million birr
from debt defaulters over the last
six months (The Ethiogpian Herald,
Vol. LV No. 147, March 4, 1999),
The Ethiopian Quality and Stan-
dards Authority announced that it
has prepared draft standards for
some 228 foreign & local prod-
ucts (The Ethiopfan Herald, Vol.
LV No. 147, March 4, 19849,

The construction of the Finchaa
Sugar Factory undertaken at a
cost of 1.8 billion birr has fully
been completed, factory general
manager disclosed (The Ethio-
pian Herald, Vol. LV No, 170
March 31, 1999),

A policy deemed to alleviate the
operational  and maintenance
problems that affect the activities
of portable water development
institutions in rural Ethiopia has
been drafted, the Minister of Wa-
ter Resources told a workshop on
April 1,19%8 (The Ethiopfan Her-
ald, Vel. LV No. 172, April 2,
19094),

In the fiscal year 1997/98 the de-
fense & security budget was ap-
proximately 1.1 billion birr (146
million daollars). This accounted
for a mere 18 percent of the total
yearly budget for that period. It is
nateworthy to see that until the
1997/98 the military budget re-
mained within about two percent
of Ethiopia’s gross national
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product {(GDP) (Addis Tribune,
February 19, 19939).

The Federal Inland Revenue
Authority (FIRA) has filed suit
against 240 private companies
and public enterprises that owe it
over 449 million birr in tax. Top
on the list of the private compa-
nies that the authority has taken
to court are the Merkebegna Lig-
uer Industry PLC, Nile Construc-
tion PLC, and Zula Construction
PLC (Addis Tribune, April 2,
1999).

The General Manager of the Na-
tional Fuel Reserve Depot Ad-
ministration said that
construction of several fuel de-
pots aimed at strengthening the
country's fuel reserve capacity is
well under way in the wvarious
states (The Ethiopian Herald, Vol.
LV No. 162, March 23,1999},

The Central Statistics Authority
says low demand for locally
manufactured goods has forced
many indigenous industries o
operate below capacity. The Dep-
uty General Manager, Samyia
Zekarias said, “.., 49 percent of
the country's large & medium
scale factories have been forced
to cut their out put as a result"
{The Ethiopian Herald, Vol, LV No.
162, March 23, 1933).

Several organizations and corpo-
rations in Ethiopia will be affected
by the Y2K bug (the year 2000
computer problem) nine months
from now. The deputy director of
the Science & Technology Com-
mission of Ethiopia, Ato Eshetu
Alemu, revealed in a report he
gave to the ENA said over 80 mil-
lien birr is worth of replacement
parts would be required to avoid
the bug (Addis Tribune, March 19,
1993).

The Ethiopian Agricultural Re-
search Organization (EARO) has
arounced plan to establish a
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national gin bank to consarve the
country's forest genetic re-
sources (The Ethloplan Herald,
Vol. LV No. 140, February 24,
1999).

Il. Investment

ELMNAL-the first button producers
PLC imported machinery worth of
1.5 million birr and saved 202,000
birr, which could have been paid
as an import tax {The Ethiopian
Herald, Vol. V' No. 148, March 5,
1999).

Hundred twenty Investors with a
capital amount of 722 million birr
have expressed their disap-
pointment at the Government's
failure to make good on its poli-
cies on private investment in the
educational sector. The investors
also mentioned that the rift be-
tweean the investment bureau and
the Ministry of Education has
been an obstacle for the inves-
tors’ efforts (Addis Tribune,
March 12, 1999).

The Dire Dawa Administration
Investment Office says it has li-
censed 31 projects with an ag-
gregate investment capital of
more than 75 million birr over the
past six months (The Ethiopian
Herafd, Val. LV No. 156, March 14,
19939).

Abyssinia Flight Service [AFS),
the third privately owned charter
air service with an overall capital
of 13 million birr, become for-
mally operational on April 18%
1899 (The Ethiopian Merald, Val.
LV No. 172, April 2, 1993).

I1l. Agriculture

Close to 3 million farmers in vari-
ous states have benefited from
extension services during tha
1990/81 E.C. (1998/99 G.C.) crop
season, an official of the Ministry
of Agriculture said on March 4,
199% (The Ethioplan Herald, Vol.
LV No. 148, March 5, 1993),

The Amhara State Agriculture
Bureau has announced a plan to
carmmyout an extension program
on 1,499,965 demonstration sites
this Ethioplan year (The Ethioglan
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Herald, Vol. LV No. 141, February
25, 1999).

IV. External Assistance

The United Nations Development
Program (UNDP) has allocated a
sum of over 900 million birr for
capacity building programs of
development institutions to be
here in the next 3 years (The
Ethioplan Herald, Vol. IV No.1486,
March 3,1933).
A

The ltalian Government has
pledged a sum of at least 240
million US dollar for the imple-
mentation of on-going and new
development projects that are
being carried out in the frame-
work of the 3 years Ethic - ltalian
Development Cooperation coun-
try program {(The Ethiopian Her-
ald, Vol. IV No.142, Februaf
26,1999).

A grant agreement amounting to
2.2 million US dollar was signed
yesterday between the govemn-
ments of Ethiopia and Finland.
According to a press release is-
sued by the Ministry of Economic
Development and Cooperation
(MEDaC) the grant will be used to
partially under tack phase two of
the rural water supply and envi-
ronmental program in the Amhara
Regional State (The Ethiopian
Herald, Vol. LV No. 141, February
25, 19839).

V. Public Revenue

The Ethioplan Roads Fund (ERF),
has collected a sum of over 104.8
million birr from Fuel Tariff during
the past six months, Fund Gen-
eral Manager announced (The
Ethiopian Herald, Vol. IV No.155,
March 13,7998).

The Middle Awash Agricultural
Development Enterprise said it
has made 13 million birr gross
profit supply ginned cotton., ba-
nana and cotton bean to local
and forelgn markets over the last
eight months (The Ethioplan Her-
ald, Vol. IV No.154, March
12,1999},

e dd

The Ethiopian Authority for Qual-
ity and Standards sald it has

generated over 2.8 million bl
Income from the services it pro-
vided for a number of organiza-
tions in the last sbx months (The
Ethloplan Herald, Vol. IV No.153,
March 11, 19939).

Finance and Customs Offices in
five states have collected more
than 141 million birr in revenue
over the last six months (The
Ethiopian Herald, Vol. IV No.143,
February 27,19599).

Tourism commissionar Yasuf
Abdulahi Shukkar presenting the
last six months performance re-
port of the commission to the
House of Peoples' Representa-
tives announced that the annual
income the sector fetched has
increased from less than 40 mil-
lion birr in 1991 to over 240 mil-
lion birr in 1998 (The Ethiopian
Herald, Vol. IV No.140, February
24,19399).

Vl. Trade

The Ambo Mineral Water Factory
has announced plan to export its
produce, within three months
time, to Middle East as well as
East and West countries (The
Ethiopian Herald, Vol. IV No.167,
March 21,1993).

.

Over 90,000 quintal quality coffee
was Supplied to the central auc-
tion from various coffes growing
zones over the last six months
{The Ethiopian Herald, Vol. IV
No.150, March 7,1999).

Al
The Vice-Minister of Transport
and Communication urges privata
forwarding agents to facilitate the
speady conveyance of goods
from Djibouti port to the hinter-
lands (The Ethloplan Herald, Vol.
IV No.150, March 7,1993).

il

Exporters of Ethiopian oil seeda
announced that the demand in
the world market for Ethloplan oll
seads [ steadily growing. The
exporters said the price of Ethio-
pian oll seeds has grown to 900
US dollar per ton from only 600
US dollar last year (The Ethiopian
Herald, Vol. IV No.143, February
27,1998},
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THE MAN THAT IS NO MORE

By

Abrar Suleiman

(In memory of the late Mekonnen Tadesse)

Clear was the sky Indeed, in the morning of a day,
sunny and bright,
Into blue on which my heart turned, with grief
heavily clouded,
Thergupon my tears falling, like a summer rain,
showering,

For | saw that man there

and then forever lying,

Unruly bewildered, about his coffin, | wandered,
and cried and cried,
And stillness fell for a while, upon the little stream
of my soul,
Blooming with the silent memory of the man that is
no more,

Of what he lived and died, henceforth | wondered,
Whao is he the dying and me the living?
Surel This is the man! A little while | recalled,
It was but the other day | looked about and ignored,
By himself, all alone, when in vain, strug-

aling,

A glant physigue, out of balance, stagger-
ing.

His soft tongue, as if fallen asleep, murmur-
ing,

His last steps of life gently descending,

To his grave at mid-forties untimely rush-
ing.

Yes! | do remember! When his way he was making,
Just as he did while living,

In ways that are kind and gentle and quite,

With words carefully chosen and soft and modest.

What a dreadful ordeal te withess!

A scene so tragic, a sight so hideous,
To look upon that man's eyes,
Enfolded by the white wings of death,

Who was that man anyway?
And of what 1 cry?

In truth | cried not for him,
But for myself and others through him.
Of what | cried frankly if | tell,
Of shame and guilt here after | dwell.
Who Is the man that is no more?

Enlightening as a teacher,

Even more so as a leader,

Easygoing and humble but clever.
For a profession he cherished, like a bee toiled
hard,
A sincere oath since he made, and in keeping it,
His life as a homage, he traded, most of it, he spent,
Sowing the seeds,
Of noble deeds.

Full of tears that |,
Standstill and erect, cry,

Who really is he? Who am |7

L
Mot only a scholar is no more,
For with him away to fade and wither, quite many a
treasure,
Of blend of good breed and conduct and character,
Epitome of kindness, generosity beyond measure,

Ceeply moved by the needy and the poor,

A heart melting ever more of the pain of too much
tender.

In the bosom of a humane being, a bleeding heart
dwelled,

Himself at the bottom, others on top of it.
In quest of nothing but others' pleasure, his spirit
flamed,
Seasons of helping and giving, all aleng he lived
and perished,

Effusively sharing much of the little he
earned.

To befriend a bit oider but too young for my father,
A nice friend and at once a caring father,

Quite many a good character | seidom found,
Deep into my heart ever so much as | deplored,
With myself | scaled and many others around,
Instead | found,
Only honest In the flesh, and yet a thief in spirit.

“Frall Creatures are we all,"

A bitter fact | know all too well,
Mourning of his loss, my heart crashes and
waunds still,

His memeries as yet to flourish in my mind and
soul.
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