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From the Editor

One of the driving forces behind the ongoing globalization is Foreign Direct
Investrment (FDI). However, the distribution of FDI across the globe is quite skew. In
particular, its absence in Africa raises a number of issues. The EEA, noting the
importance of FDI in developing countries such as Ethiopia, has organized a round
table discussion among investors, academicians, government officials and the
public to discuss this theme. This issue of Economic Focus brings to its readers
issues raised in that forum.

We begin by a brief survey of the theoretical survey ﬁesigned to introduce the
readers to the major strands of the literature. In a rather empirically rich article, Dr.
Berhanu will be telling us that Ethiopia is performing poor in terms of attracting FDI,
in particular if MIDROC's share is left out of the analysis. It would be enlightening to
pose the interesting question of why MIDROC is investing? And contrast it with the
theories of FDI.

Mr. Joseph has given us an excellent account of current problems that investors in
Ethiopia are facing. It is interesting to note Dr. Berhanu's argument about the need
of doing something pertaining to domestic investors, which has a repercussion on
foreign investors, has a supporting evidence in Mr. Joseph'’s piece.

Another view that stands in sharp contrast to the two papers is his Excellency Ato
Tadesse's paper. These contrasting evidences certainly offer us the opportunity for
deep thought. EEA is glad to have such different views for that is precisely the
objective of such an exercise.

Ato Arega has also visited the issue of FDI from customs perspective. His piece
underscores the importance of institutional factors in helping to attract FDI. In our
Economic Issues/Information section we have an excellent paper by Ato Teshome
Kebede on the potential of electronic commerce and its relevance to developing
countries. The article elucidates how electronic commerce can help to pass
intermediaries, image problems and related problems in international trade.

Finally, we have our usual columns of economic news and letters to the editor. We
appreciate the encouragement and comments that our readers send us—such
participation is crucial to strengthen our Economic Focus.

Enjoy your readings!
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Letter to the Editor

To the Editor, EEA

Dear Editor,

| found your magazine excellent when | first read it
last year. The articles really appeal to one's soul. |
alsa wish other Ethiopian intellectuals to form
"Ethiopian Political Association” that can do the
same thing like EEA.

Economic Focus does not only teach the public
about the need for economic development but also
urges everyona's conscience to work hard in all
walks of life in order to see the East Asian miracle
happening here,

| am writing this piece because your magazine en-
courages readers to write about your magazine and
where it needs improvement.

As your regular reader, | can comment that your
magazine needs to go further and cover economic
successes and failures in various regions of Ethiopia
so that lessons can be leamed from your commenta-
tors for alternative to be done to bring sound eco-
nomic improvement throughout Ethiopia. For
instance, the media always report corruption, embez-
zlement and mismanagement of public funds in vari-
ous regions. | think your excellent commentators
who wrote good articles had never commented about
the problems mentioned above, and such problems
will not allow East Asian miracle to be realized in
Ethiopia.

| wish to extend my heartfelt thanks to EEA hoping
that it will successfully accomplish such a remark-
able job. Your hard-work will energize all your read-
ers to achieve prosperity. Keep it upl

Thanks,

Gordon Buoy
P.Q. Box 150321
Addis Ababa.

LA B B L Y

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

Dear Sir,

My name is Peter Willlams and | am the Manager of
llamo Plc, a company with various interests in Ethio-
pia, but notably in the sector of agriculture and agro-
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industry. It is only fair to stress that our aspirations
are much greater than our achievements to date.
Mareover, | am somewhat of an Imposter here be-
cause | am far from being an economist. However |
am a practical businessman and my comments are
based on that Our company also represents, or at-
tempts to represent, 8 number of foreign investors
that have varying degrees of interest in Ethiopia. My
comments reflect thair interest and their frustration.

The first, simplistic point to make is that the hack-
neyed phrase “global village" is more applicable to
the investment world than to any other sector of so-
ciety. There is great merit in nationalism in invest-
ment but that, by definition, Is limited to nationals of
a country. Invéstment transcending national borders
is based on hard, pragmatic factors-where can the
greatest return be obtained for the least risk. Bal-
ancing this two contradictory factors brings in to
play a complex matrix of pointers, all of which can be
applied to every country.

As such the fortunes and declines of Venezuela or
Vietnam or Poland directly impact upon the fortunes
of Ethicpia. Because, surprise, surprise if Venezuela
or Vietnam or Poland offers, or more importantly, is
simply perceived to offer, a better investment profile
than Ethiopia then that is where the funds will flow.

Bringing this closer to home, just within Africa,
Ethiopia Is in everyday competition with Ghana and
Mozambique and Tanzania in attracting investment
funds.

Let me provide a simple example, and one, by the
way, that still has me baffled. | am, by birth, a New
Zealander. This past Christmas | went back to New
Zealand for a holiday. New Zealand is one of the most
efficient agricultural producers in the worid. From the
other side of the world New Zealand exports meat
produce and livestock to countries on our doorstep,
notably Saudi Arabia and the Guilt.

It is cheaper to buy outright, proven farmland in New
Zealand than it is theoretically lease farmland in
Ethiopia. Moreover, the process takes a matter of two
to three days-and this includes the provision of fi-
nance.

When we layer in risk factors the equation becomes
avan more lop-sided. New Zealand is one of the most
stable countries In the world offering one of the
highest quality of life to its residents. Litte surprise
then that New Zealand benefits from a high level of
foreign investment, attracting Investment from all
over the world.

Ethiopian Economic Association
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How can anyone justify that rental land In Ethiopla is
more expensive than land owned in New Zealand? |
can't.

| have observed that Ethiopia is capable of producing
high quality agricultural produce of every description
provided that it produces such products with consis-
tency-consistency of quality, consistency of package
and consistency of delivery.

Just as Ethiopia must compete on the world stage in
order to attract investment, it must equally compete
on the world stage to secure markets for its exports.

The private sector justisn't strong enough to achieve
this unaided. This is a vital role for Government to
play—in partnership with the private sector. | do not
believe in the total withdrawal by Government from
the economy. To the contrary, particularly in devel-
oping markets, the Government has to be the driving
participant.

Let me again draw on the New Zealand experience.
New Zealand has historically relied on the export of
meat to Great Britain, just as Ethiopia relies on cof-
fee. When Britain joined the then European Common
Market, this market collapsed. The farmers were des-
perate, but individually didn't know where to tumn.
The Government stepped in and, in partnership with

the privats sector, formed marketing boards. These
boards marketed everything from apples and pears
to dalry products to kiwifruit (which incidentally was
known as Chinese gooseberry until the marketing
board responsible decided on a change of name).
Only now are the marketing boards being dismantled.

Co-operatives, which unfortunately have a dirty name
in Ethiopla due to the legacy of the past, have a vital
role to play in the development of the agricultural
base of Ethiopiz. Ideally such cooperatives would
have a tripartite nature-the private farmer, the gov-
emment, and the foreign investor.

The answer, but | don't know how to achieve it, is to
have greater involvement by government, but less
bureaucracy from Government.

| could discuss many, many aspects of business in
Ethiopia but that is for another time. | guess my con-
clusion is that we should not seek the withdrawal of
Government from industrial development but, to the
contrary; seek g much more active rele, a much more
focused role, a much more practical role for Govern-
ment. A role that is in partnership with the private
sector.

Thank You. B

ANNOUMNCEMENT

The 7th Annual Assembly of the Ethiopian Economic Association will be held on July 3, 1999. In this event a
report on the activities of the Executive Commitiee over the past year will be presented. :

In addition, there will be a round table discussion on the topic “Are there Alternatives to the Current Land
Policy in Ethiopia”. The speakers include Ato Neway Gebreab, Economic Advisor in the Prime Minister’'s Of-
fice, with the rank of Minister, Ato Desalegn Rahmato, Manager of Forum for Social Studies, Aro Assefa Te-
sema, and Ato Tsegay Kiros, Head of the Lease Office in the Addis Ababa Administrative region. '

All members of the Association as well as those who are interested to be members of the Association are,
therefore, invited to attend and participate in this pvent.

The venue will be at Ghion Hotel and the meeting will start at 8:30 a.m.

ANNOUNCEMENT

The Ethiopian Economic Association (EEA) is organizing a Memorial Program for Dr. Eshetu Chole on the First
anniversary of his death. The Association, thus, cordially invites all interested to attend the program.

Venue:- Faculty of Business and Economics Hall, AAU

Date:- June 19, 1999 Time:- From 9:00 to 12:00 a.m.

YOUR URGENT COMMENT IS HIGHLY APPRECIATED.

Dear readers, we have been running our ‘Economic Mews in the Last Two Months’ coiumn for gquite sometime.
The objective was to bring at our reader’s fingertips economic new scattered at different places. We are plan-
ning to close this column if it is not crucial for our readers. Readers’ quick comment on this plan is highly ap-
preciated. We wiil accpmmodate your calls and e-mails, too.
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THEORIES OF THE DETERMINANTS OF
FOREIGN DIRECT INVESTMENT AND THEIR

RELEVANCE IN AFRICAN CONTEXT

Alemayehu Geda*

| “Dr: Alemayehu is Assistant Professor of Econemics atthe Department of Economics, Addis Ababa University
| ¥

Although foreign direct investment
does not have an important weight in
the total external financial flows to
low Incoms countries, like that of
Africa, | will attempt to see briefly
theories about the determinants of
foreign direct investment to
understand at least why it is not It
will alzo familiarize Focus' readers to
the literature. Technical details are
deliberately suppressed.

The early neoclassical approach,
which s well summarized in the
article of MacDougal (1960),
hypothesized that capital flows
across countries are govemed by
differential rate of return ({in
neoclassical market seth‘ng]’. It is
argued that such capital inflows
ensure the maximization of welfare®
to both parties engaged in the
capital movement The MacDougal
model is based on perfect
competition and capital movement
free of risk assumptions. It is also
based on the assumption of
movement of factors of production,
no risk of default etc. The portfolio
approach to FDI reacted to this early
theory of FDI by emphasizing not
only retum differential but also risk

! See slso Vos (1994) and Heleiner (1988} for
detailed prasantation.

1In eontrast to this approach ancther strand of
Iferature relaled to capital infiows Is the one
that focus on immisasization of the recipient, In
their slutdy of the implication of capital Nows
Brecher and Disz-Alejandro (1877) showed
fnat capital inflows to small apen economses
would reduce the recipients wetfare (measored
in terms of consumption). This candition is
yividly shown when forsign. profit. remittance
absarbs the increase in tolal outpul dus fo
capital inflow (Breachar and ORaz-Alejandro.
1877 - 318) Quibria (1985), using a simple
model of North { growing &/ & Solow and saves
in a Keyneslan way) and South (saving in a
Kaleckian way), concluded thal capiial flows
(mven n & situstion of no distortion) can result
in immiserization of the recipsent

Vol.Z2 No.3 / June 1999

{lversen 1935, Tobin (1958) cited in
Agarawal 1980). This is generally
strengthened by a theory, which
smphasizes the positive relationship
between FDI and output (sales In
host country}, along the Jorgenson's
(1863) model (see Agarwal 1980). 4

A major critic to these theories was
to question the perfection of the
markets. The works of Hymer (1960,
published in 1976} and Kindleberger
{(19689) in which they argued that if
foreign firms did compete and
succeed in the host country, they
must had firm  specific and
transferable (to the subsidiary)
advantages over local firms as well
as potential entrants became
another strand of the theory. In this
theory the advantages are [dentified
to be: cheaper source of financing;

brand name and patent right;
technological, marketing and
managerial skills; economies of

scale and entry and exit barriers
{Kindleberger 1969, Agarwal 1980).
Besides, this analysis also focused
on the micro foundation of FDI by
moving from a simple capital
movament/portfolio  theory  into
production and industrial
organizational theories.

A  related micro based (with
oligopolies strategic market share
consideration) theory of FDI had also
emerged with the development of
Vamon's product cycle theory
Vemon (1966). Based his argument
on Vemon's theory of ‘product cycle'
and the existence of 'new’ and 'old’
goods Krugman (1979) further
developed this theorstical avenue to
explain determinants of FDI. He
extonded the analysis to a MNorth-
South framework with innovation (in
Morth) and technology transfer (to

*

South) as Ms crucial aspect
Krugman noted that technological
progress raises the marginal product
of capital and provides an incentive
for foreign direct investment (FDI).
On the other hand technology
transfer is able to reverse this
process (Krugman, 1979: 263-265).
Main stream trade theories are
usually at the back of such analysis.
MNew theories of trade like that of the
‘aconomies of specialization’ which
emphasis the existence of intra-
industry (intra-firm) trade also
provided a room for analysis of FDI
(See for Instance the survey of
Ocampo, 1986:152-155).

Notwithstanding Vemon's theory, a
second wave of refinement to the
initial neoclassical capital
movement/portiolic  theory  that
builds upon Hymer's original
contribution came when attention is
stronaly focused on the
determinants of FDI basad on the
theory of ‘International firm' and
‘industrial organization’,

The fact that decision making about
forslgn direct investment (FDI) is
characterized by oligopolistic firm
structure and includes a package of

other inputs (l.e. Intermediate
imports, capital flows etc.) led to the
development of altermative

explanations grounded in the theory
of Industrial organization (see
Agarwal 1980, Helleiner, 1983:1452,
Dunning 1933). In this approach, as
initially argued by Hymer, foreign
firms have an advantage over local.
Their pursult of FDI Is explained by
the theory of Intemalization which is
necesaitated by the deslre to
minimize transaction costs a fa
Coase (1837), tackle risk and
uncertainty, Increased control and

Ethiopian Economic Assodiation:
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market power, scale economies and
ansuring advantageous transfer
pricing {Hymer 1976, Buckley and
Casson 1976). In this approach
oligopoly power is seen as tackling
market imperfection (Helleiner 1983)
as opposed to creating it. The recent
works of Dunning (1933) which he
termed, as the ‘eclectic paradigm’ to
FDI determination is the culmination
of this refinement drive to the earller
parfect competitions based models.

Without departing very munch from
the Heckscher-Ohlin-Samuelson
theary of trade in explaining spatial
distribution of multinational firms,
Dunning's paradigm summarzes
this strand of the literature under the
ownership-specific, locational and
internalization advantages (OLl) (see
Dunning 1993). Helleiner noted that
“this ‘eclectic’ theory of direct
investment...drawing on firm-specific
attributes, locaticnal advantages and
internalization advantages - is widely
accepted” (Helleiner, 1983; 1253),

There is also’an international trade
version of FDI determination (termed
as the macro approach) associated
with the works of Kojima (See
Kojima 1982). The Kojima model

essentially argues  that  FDI
originates from the Investing
countries comparatively
disadvantage industry with the

potential of being comparatively
advantageous industry in the host
country and potentially exporting
back to the orginal country. In the
process FDl will facilitate trade
(Kojima 1982).

Another strand of literature usually
neglected in mainstream analysis is
the Marxist wversion of FDI
determination. By citing the
historical and empirical record of
Britain and US, Baran and Sweazy
argued that FD! is an outlet for
investment-sesking surplus caused
by stagnation in centers of
capitalism. It iz also & mechanism
designed for pumping surplus out of
under developed areas (Baran and
Sweezy, 1966:110-111).

This theoretical avenue is recently
followed by Magdoff by relating it to
the situation in 1970s and 1980s. For
Magdoff (1952) the 1970s and 1980s
exhibited a slow down in economic
activity (which itself is an inherent

Vol.2 No.3 / June 1999

feature of capitsliem). This slow
down spurred capital to seek and
create new profit opportunities (as it
was doing it historically). Thus, ‘the
speeded-up fiow of direct investmant
from one country to the another is
itself a reaction to the stagnation In
the center of capitalist countries
(Magdoff, 1992: 913  Magdoff
(1992) noted that in the 1880s
recorded world FDI s growing at
average annual rate of 25% and Its
pattern |s incressingly changing to
finance and Insurance, real estats,
advertising and the medla (as
opposed to the traditional sectors of
manufacturing and exiracton of raw
materials)'. Despite such changing
pattemn, for Magdoff, the stagnation
in the center and the search for
profit are reasons for FDI.

In general, classification of FD‘
studies Is a difficuit task (See
Agarwal 1980, Frey 1984, Dunning
1993, Jong and Vos 1994). Frey
(1284) classified (empircal) studies
about the determinants of foreign

direct investment under three
categories. 'Much politics little
economics’ (approach A), 'Much

economics lithe politics’' {approach
B) and 'Unstructured amalgamation
of economics and politics’ (approach
C). He noted, studies in approach A
focus whether FDI is determined by
paolitical  stabilityfinstability. The
conclusion in general is that FDI is
not affected by political instability.
Approach B basically employs
economic variables (GNP, labour
cost [location], human capital, R&D
expenditure etc.} and analysts along
this line in general found statistically
significant results. Finally, approach
C tries to specify economic factors
by taking Iinto account some
variables like country risk indicators,
Frey maintained that most of these
studies rarely give . convinging

' Magdaoff (1592} gave some statistics far the
recant past, As far as the source of FOI is
concemed In 1880 47% from US, 45% from
Europe, 0.7% from Japan. Tha figures for the
1973 was 48%,. 29% and 4.9%, respactvely
For 1989 it was 28%, 50.2% and 11.5%, (8-
spectively, He alzo noted that contrary o the
popular beliel, the bulk of FOI goes 1o industr-
alized rather than third world nations. The
laters share declining from 31% in 1867 to
19% in 1989 In terms of its structure in 1850
the FOI invesied In finanoe. insursnce mnd
banking in LDCs |s aimost one-third higher
than in manufacturing (40 1% versus 31.2% of
the total).

* Sea Ao Jungnicke {1983} - about the recent
pattern owards senvices. '

reasons based on theoretical notion.
Hence, a politico-economic modsl
with sound theoretical explanation is
a8 good model to explain the
determinants of FDI (Frey, 1984: &1-
84, Schnelder and Frey 1985).

In sum, the theory of determinants
of FDI covers a range of
explanations: the pure capital
movement, product cycla,
Industrial organization, the
stagnation thesis as well as other
political consideration. In African
context, the pure capital theory
does not woark for the
assumptions simply do not held.
Krugman's hypothesis is not
workable either, for it is more
relevant to countries with good
industrial base and infrastructure,
The deterioration in terms of trade
combined with the debt crisis will
greatly undermine the relevance of
this theory in African context. The
most probable theoretical
explanation seems to be found in
the Marxist version and the one
based op ‘industrial organization'

and ‘the intemational firm'-
‘eclectic’. The Marxist wversion
focuses  primarily on  the

consequence of FDI, which is not
the prime focus of most empirical
studies. Besides, its stagnation
thesis may not fully explain FDI
destination as much as its source
and might also be inferred from
the industrial organization and
international firm based theories.
On ‘the other hand, the
concentration of multinational
corporations in the mining sector
of most African countries and to a
good degree the importance of the
colonial history in determining
their spatial pattern might lend
hand to the importance of the
‘eclectic’ approach. This

l Insight is used in
Identifying the determinants of FDI
in the empirical analysis that |
have camied and had a good
explanatbry power (see
Alemayshu 1999).

Note: Refdrence cited can be found In:
Alemayehu (1998) Finance and Trade in
Africa: Modeling Macroeconomic  Re-
sponga In the World Economy Contaxt
(Eorthcoming, London: Macmilian). For
application of Dunning's oclectic ap-
preach in Ethiopla see BA papers al the
Dapariment of Economics, AAU or can
ba nhulnqi from me. B

Ethioplan: Economic Association
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By Berhanu Nega*

* Dr. Berhanu is chairperson of EEA and Assistant Professor {part-time) at the Department

I. The Current Condition of

the Ethiopian Economy and
why Investment s

Important. |

Ranked at 16%th out of a total of
174 countries by the most recent
Human Development Report,
Ethiopia is, by any measure, one
of the poorest countries on earth.
The miserable condition of the
Ethiopian economy is reflected in
every sector and by all standard
social and economic indicators
one chooases to use. Ethiopla's
real per capita GNP calctlated in
dollar terms for 1997" was $110
which surpasses only Mozam-
bique with a GNP par capita of
$80. The average figure for low-
income couniries for the same
year was §$350 while the mrIgf
for Sub-Saharan Africa was $500°.
If we use purchasing power parity
{PPP) which is more indicative of
people’s buying power in their
own countries, Ethiopia's real
GDP per capita for 1995 was $455
which s the second lowest figure
only better than the Democratic
Republic of Congo with a value of
$355." This is a very low figure
even compared with other deval-
oping countries. The average for

"This section of the paper |s adopted from
Berhanu MNega and Seid Nung "Macroeconomic
Parformance of the Ethiopian Econormy. 1881-
1888, Paper presented at the 8th Annual
Conference on the Ethiopian econommy: Maz-
ereth, Palace Hoted, Ocotber 30-Movember 1.
10988
For data needing compariscn between coun-
nes, wa used the mos! recant Word Bank
Wortd Development Report, 1888/88 and the
Human Development Report of the United
Mations Developmant Program, 1898, The WB
report uses 1697 as the most recent reporting
time while UNDP uses 1995, For strictly Ethio-
plan data, we used local sources which have
data as recent as 1990 Ethioplan calender
5199?193 Gregoran Calendar.)

World Bank, op.cit, pp, 190-181,
* Human Development Report, 1898
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of Economics, AAU.

LDCs was $1008 while the aver-
age for all developing countries
was $3068. Our close neighbor
Kenya has a value over three
times more than Ethiopia with a
PPP of $1438.

The level of poverty in the coun-
try is rather staggering. Over 46%

of the population, roughly about®

28 millien people, currently live
undar a dollar a day. Increasing
the poverty line to $2 a day raises
the number of people living undar
the poverty line to 85% of the
populationr or "over B3 million
people and a 42.6% poverty gap’.
The adult literacy rate for Ethiopia
stands at 35.5 compared with #3.2
for least developed countries and
77.6 for the rest. of the worid.
Kenya stands over twice that of
Ethiopia at 78.1. The grose en-
roliment ratio for 1st, 2nd and 3rd
lavels stand at 20 in 1995 com-
pared with 36.4 for LDCs, 52 for
Kenya and 61.6 for the rest of the
worid.

Life expectancy at birth stands at
48.7 for Ethiopia comparsd to
62.2 for all developing countries
and 53.8 for Kenya. Only 27% of
the population have access to
safe water and 10% have access
to sanitation while the infant mor-
tality rate stands at 109 deaths
per 1000 live births. These figures
stand at 71 for safe water, 30 for
sanitation and B0 for infant mor-
tality rate for low-income coun-
tries. For Kenya the figures stand
at 53 for access to safe water, 77
for sanitation and 57 for infant
mortality rate.

The problem iz not only about
where we are now; It is more

' Bee Table 4, Poverly, World Bank. World
Developmant Reporn, 1998/99 p 108,

daunting when one Ilooks at
where we are heading and the
degree to which we are able to
narrow the development gap be-
tween Ethiopla and other coun-
tries.

For Ethiopia to reach the level of
per capita GDP that is currently
achieved by the average low in-
come country (350 USD), it will
take her about 30 years (Table 1)
even If we assume the other
countries register no per capita
income growth and Ethiopia grew
at an annual rate of growth of PCI
of 4% or a real GDP growth of 7%
per year. It will take 17 years if we
grew by 10%. By the same token
it will take us about 37 years to
reach the level of the average Sub
Saharan African country with a
7% GDP growth and 22 years with
a 10% growth. On the other hand,
achieving the growth level of
middie income countries will take
over three generationa.

But, to be realistic, other coun-
trias will not walt for us when we
ragistar such a high growth rate.
The situation looks even more
hopsless when wa consider a PCI
growth rate of 4% for them while
we grow at T%. In this scenario, it
will take about 41 years to
achieve average low income lavel,
53 years to reach the average
8SA country, 100 years for the
average middle income country
{assuming only 3% growth for the
latter.)

To achieve such a fantastic rate
of growth of PCI for Ethiopia it
requires a historically unprece-
dented level of savings either
from domestic or foreign sources.
Ethiopia is required to ensure a
saving rate of 16% of GDP to

Ethiopian Economic Association
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achieve a 10% growth rate of GDP
{assuming a capital output ratio
of 1.6)' . The highest leve! of
savings so far achieved in our
country was 13% obtained in the
last years of the imperial regime.

It is this dismal economic scene
that prompted many Ethiopians to
desperately seek a way out of this
economic quagmire. In 1974, the
educated strata of the Ethiopian
population felt that the main fac-
tor responsible for the owverall
backwardness and the poor per-
formance of the Ethiopian econ-
omy largely rests on the “feudo-
bourgeois™ regime of Emperor
Haile Selassie and the largely pro-
capitalist and pro-feudal policies
that he pursued. The regime was
particularly accused for its inabil-
ity to generate rapid economic
growth by inducing high levels of
investment. The main reason for
this inabiiity to increase the level
of investment was presumed to
be the conspicuous consumption
of the ruling class and the feudal-
imperialist alliance which makes
it impossible to generate indige-
nous capitalist development in
peripheral economies such as

*Let ¥y and ¥y be the levels of the per capita
GOP of Ethiopia 2nd other countries’ group
(low income, middle ncome and SS54 coun-
ines), respectively, In year 0. And let Yyand Y,
ba lovels of per capita GDP of Ethiopia and
other countries’ group, respectively, at year t
Then, the number of yaars required to calch up
the ather couniries whose economy grow at an
average ol g°, i Ethiopia's economy grows at
a rate of g% per annum In per capits lerms,
can b cakculsied as follows,
Yoftegl =Yotg) = (Yova) =
fit+giiT+g9
= t = ([log

(¥ aYall -[leg {{1+ghi1+g0.
To double the per capita incoms, the year
raquired can be calculated as;

t=[log2iTlogi1+g]].

" With a capial-oulput ratio of k, the sdving
rate required 1o achieve a growih rate of g may
be denved using the simple Harrod-Oomar
model
55 kg

For Ethipia, there is ac reliable investment
function made so [ar, Hence, we used the
methad used by J. Bognar, that is, we divided
the total grass invesiment {data for deprecia-
ton is not avadable) for the past len years Dy
Ina mcrmental change in GOP for the same
panod. This estimates the capital - output ratic
o an average of 1.6 for the past 10 years, We
have wsed ihis to calculate the figures that
Toflow in the text
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Ethiopia®. The “Feudal® land
holding system was also blamed
for Its disincentive effect on land
improvement and its limited ca-
pacity to generate surplus for
investment.

The preferred policies of these
revolutionaries was to redirect
the Ethiopian economy along so-
cialist lines which was hoped to
release the productive forces of
the country for a more rapid eco-
nomic growth on more egalitarian
grounds. The financial resources
for investment was to come from
the reduced consumption of the
former ruling class, the profits
from the nationalized industries,
and the Increased savings that
come from peasants who are now
the direct beneficiaries of the
land. After seventeen years of
this experiment (although a
stunted version) and incalculable
human, secial, political and psy-
chological cost to the whole soci-
ety, none of the promised
achievements occurred. In fact,
the Ethiopian sconomy was much
worse off in 1991 when Men-
gistu's “socialist" dictatorship
was overthrown than when it took
power seventeen years eariier.

Eight years have passed since
Ethiopia has again charted a new
course to address these same
economic issues. This time again,
as in the past, the main problem
with the economy was associated
with policies of the previous re-
gima,

A new pro-capitalist and market
friendly regime that reverses the
dirigiste policies of the past was
instituted to stabilize the econ-
omy and eventually achieve a
healthy economic growth.

Various policy measures, some of
which are home-bred while others
are standard medicines sub-
scribed by multinational financial
institutions, were taken to

* This thesis anginally developed by Kusinen in
1926, was the standard Mandsist argument in
defense of socialist takeover of power for the
purpcse. of capitalist development in the pe-
riphery. For deialls, ase Berhanu Mega:
Structural Conafraints to Socialist Accumula-
fion in the Penphery. Unpublished Ph.O. dis-
seftation, 1990,

achleve the intended immediate
objective of macroeconomic sta-
bility and the long-term objective
of sustained sconomic growth.

To finance the expected rapid
economic growth, the policy re-
lies on high levels of savings
from the population as a result of
high real interest rates, increased
income from the rural population,
prudent government spending
and above all from the expected
high levels of foreign direct in-
vestment. For the purpose of this
presentation, let us concentrate
on foreign direct investment
(FDI).

Il. What is it that foreign in-
vestors are looking for in de-
ciding to invest in a country?

There is no controversy about the
intentions of foreign investors.
They come to a country hoping to
make more profit than at home,
not for charity. The question for
the recipient country is to under-
stand the factors that attract
these investors and attempt to
make them attractive to them. It
should be clear from the outsat,
however, that the factors that are
necessary to make investment
profitable are not always in the
control of policy makers for easy
manipulation. With that in mind,
let us briefly look at these deter-
minants of profits. For the pur-
pose of this discussion, six
factors are identified:

a) Resources

b) Cost conditions

¢} Demand conditions

d) Macroeconomic conditions

&) Bureaucratic efficiency in gen-
eral and the legal system in par-
ticular

f) Security and property rights

a) Resources
Foreign investors, particularly
those involved In natural re-

source exploitation (mining...ete.)
are usually attracted to a country
whan they feel that there is suffi-
cient deposit of some mineral or
another for purposes of commer-
cial exploitation. For them the
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central issue is the availability of
such exploitable resources. If this
is available in sufficient quantity,
all other issues ({conditions of
exploitation, macroeconomic
conditions, liberalization...etc.)
are secondary issues that can be
negotiated and agreed to. Even
the most derigiste of regimes will
attract these investors in so far as
the resources are there.

From what we know up to now,
our natural resource base is not
that strong to make us optimistic
that such businesses will clamor
to invest in Ethiopia [Note the
experience of the Ashanti Goid
Mines].

b) Cost Conditions

Here the main consideration for
foreign investors is whether or
not producing in this country will
give them an edge over other
competitors. In other words, the
concern here is the ability to pro-
duce the product cheaply here
and be able to sell in the world
market. This reguires a significant
cost saving in the factor inputs
used in the production process
and on capital costs. In relation to
the latter an important capital
cost item is land and as we all
know that is not very cheap in
this country. The two important
inputs relevant in this considera-
tion are labor and material inputs.
The issue, therefore, is the degree
to which these factors are cheap
in the country compared with
other countries competing for the
same FDI allowing for other fac-
tors such as transportation costs,

This is a very difficult issue to
discuss in general terms as factor
costs vary from industry to indus-
try. Given this constraint, how-
ever, it is safe to say that
Ethiopia's cost advantage is not
to be exaggerated. In relation to
labor costs, although in absclute
terms wages seem to be very low
in this country, | suspect, in rela-
tive terms it is not that cheap. For
the business firm labor cost is in
general evaluated in relation to
the productivity of labor. The cost
of a labor that produces a pair of
shoes a day and is paid 5§ birr per
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day is, as far as the cost to the
firm is concermed, equivalent to a
labor that produces 100 pairs per
day and Is paid 500 birr. Al-
though relevant data on produc-
tivity and wage differentials are
not available to make a definitive
comparison between countries, |
suspect, Ethiopla’'s wage, com-
pared with its labor productivity,
is not that attractive to foreign
investors compared with Asian
countries such as China or other
FDI competing countries in SSA
purely on labor cost comparison
basis.

The other possible cost advan-
tage is the cost of raw materials.
This, If at all is an advantage for
Ethiopia, is not very significant
As said earlier in relation to natu-
ral resources, we have not see
many investors knocking at our
doors believing that we have a
special natural resource advan-
tage. As a predominantly agricul-
tural society, our hope relies on
raw material resources coming
from the agricultural sector. That
seems to be the expectation of
our Agriculture Development Led
Industrialization Strategy (ADLI).
Even here it is a potential rather
than an actual comparative ad-
vantage,

As it stands now, our agricultural
productivity is so low, there is no
reason to believe that we could
be iow cost suppliers of these
inputs (especially considering the
export subsidized international
prices of agricultural products
from Eurcpe and the US) to at-
tract investors to Ethiopia hoping
for a cheap raw material, save,
may be, for the Leather sector.

Even there, considering the local
transportation costs, freights,
prohibitive protectionist policies
of importers...etc. | doubt that we
could be so attractive,

¢} Demand Conditions

Even when cost conditions are
not favorable, investors could be
attracted to a country believing
that there is a sufficient and pref-
erably protected market in the
country. That is why it is gener-

ally suggested that investors are
attracted fo a growing economy
rather than a poor economy with
future promise. In relation to
Ethicpia, there are two problems
that make this expectation rather
difficult to meet.

The first is the obvious problem
of a very small effective demand
in the country owing to very low
per capita income despite the
large size of the population. The
second problem is the Increasing
difficulty of protecting local mar-
kats because of the increasing
pressure from donor countries
and multilateral instifutions to
liberalize the foreign trade sector.

d) Macroeconomic
conditions

It is clear that our macroeco-
nomic conditions, particularly
inflation and GDP growth have
performed reasonably well over
the past eight years. However, the
latter is still very much dependent
on the performance of agriculture
which it self depends on the va-
garies of nature, hence, very un-
stabla,

e} Boreaucratic Efficlency in
General and the Legal System in
Particular

Clearty that Is not one of our
strong suits. The overall ineffi-
ciency in the bureaucracy is an
issue that is well acknowiedged
by the government. The terribly
slow judicial process is clearly an
impediment to effective contract
enforcement.

The notorious land allocation sys-
term and the amount of time it
takes to secure land for invest-
ment is all too well known to re-
peat here. Suffice it to say here
that foreign investors will not be
attracted to Ethiopia with the ex-
pectation of a better service from
the bureaucracy compared with
other countries competing for
these resources,

) Security and Property Rights

The issue of property rights is
intarrelated to the functioning of
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the legal system. As | said earlier
that is not a strong and compe-
tent institution yet. While Ethio-
pia’s membership with MIGA is
sure to provide some confidence
to forelgn investors in terms of
providing security from non
commercial risk, that still will not
be our strongest mark to attract
foreign investors.

All this combined suggest, that
while the macroeconomic condi-
tion looks promising, the most
important microeconomic con-
siderations for profit motivated
investors is not very strong, while
the institutional factors necessary
to attract foreign investors leave
much to be desired. In other
words, our ability to attract
strictly profit motivated investors,
as most of them are, is much
weaker than we are willing to ad-
mit,

Ill. How is Ethiopia
Doing in Attracting
Foreign Investment?

Since the reforms began in 1991
the government has made nu-

merous pronouncements  indi-
cating its interest to attract
private investment particularly
foreign direct investment. In the

last six years alone it has revised
its investment code three times to
make it more attractive for foreign
investors to invest in Ethiopia.
The degree to which this policy
has achieved its intended objec-
tive is not easy lo determine. The
main problem, of course, is to
find an appropriate basis for
comparison,

There is no detailed comparable
data for the pre EPRDF pericd to
make a meaningful comparison. It
is also analytically meaningless
to compare it with the past since
the policies pursued by the Derge
had no intention of increasing
foreign investment.

The only data | can obtain com-
paring the two periods was from
the recent World Bank World De-
velopment Report, which com-
pares the wvalue of FDI in 198D
with that of 19%6. According to
these figures, FDI in 1980 was 12
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million USD compared with 5 mil-
lion USD for 1996." Although this
data is consistent with the data
provided by UNCTAD's World
Investment Report, | have diffi-
culty in taking these values seri-
ously as the data from the
investment authority provides a
much different picture. Further-
more, in the absence of the coun-
ter factual, we cannot compare
the current performance with
what would have happened with
an alternative policy package.

There are two sets of data that we
can use for comparison pur-
poses, however. The first deals
with FDI inflows in the last few
years of the Imperial regime with
that of the first few years of the
EPRDF government (Table 4). %
The second set of data looks at
the performance of Ethiopia in
attracting FDI compared with a
few African countries in a similar
level of development and pursu-
ing similar policies (Table 2). Be-
fore we deal with these
comparisons, however, let us
look at the private investment
data provided by the Ethiopian
Investment Authority and the re-
gional distribution of investment
projects.

For the purpose of this paper we
have collected the data for the
number of investment licenses
issued by the investment author-
ity for wvarious sectors of the
econamy and compared those
with the projects that are under
implementation and that started
production to get a sense of the
gap between early intention and
implementation as an indjcator of
business confidence,

As can be seen from Table 6, be-
tween 1994-897 some 26 billion
Birr worth of projects were li-
censed by the authority for 3530
projects. Of this total capital in-
tended for investment, only 13.4%
were in the implementation phase
and 18.2% started production for
a total conversion of 31.5%. This
proportion roughly remained the
same for the next year although

" Word Bank Word Develapment Report,
19098/30 (=hle 21 p 230

10

the value of the total capital li-
censed increased by over 30% to
35 billion Birr.

Some critics of the government
suggest that this low ratio of im-
plementation is a result of bu-
reaucratic red tape, which
discourages investors in the pro-
cess of implementing their proj-
ect. Particular mention is usually
made about the slow process of
land allocation and the monopoly
price charged by the municipality
government in Addis Ababa as
the key constraint to private in-
vestment in Ethiopia in the past
SEVEn years.

Another interéesting observation
about private investment in
Ethiopia is the low level of foreign
investment despite the numerous
attempts by the government to
particularly encourage foreign
investors. Between 1982 and
1998, only 3.46% with a capital
share of 22.68%, of all the in-
vestments licensed in the country
were owned fully or partially by
foreigners (Table 7). Only 11.45%
of the capital licensed was fully
owned by foreigners.

Of the B5 businesses licensed for
foreigners, only 7 new busi-
nesses started operation with
additional 2 firms investing for
expansion while 10 new busi-
nesses and 2 expansions started
operation that are ocwned jointly
by foreigners and local investors.
The total capital of foreign owned
businesses that started operation
was roughly 3.2 billion birr for the
whole six years of which about
52% is in joint venture.

This is an average of about 73
million USD per year assuming
the exchange rate of 7.3 birr per
dollar. The proportion of foreign

™ So much is clearly siated in & recent study
commissioned by the Addis Ababa Chamber of
Commarce . The overwhilming majority of the
business people surveyed indicated that one of
e mast mparant constraints for Dusness
development s the land aliogation sysiem in
e countty in general and in Addis Abaga in
parboular See Addis Ababa Chamber of
Commerce, “Tha busmess Community's at
tede towards Governmant Policy” in Amhanc
Miz - Hasab research cenfer, & & Sene 1830
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investrents (both wholly owned
and joint venture)} that started
operation is about 24% of the to-
tal foreign investment licensed
while it is 36.3% of the total In-
vestment that have started opera-
tion.

In terms of employment creation,
the portion of employment to be
created if all the licensed projects
were implemented was about
227,000 permanent and 440,000
temporary of which only about
10% are accounted by foreign
investment. The share of foreign
investment in job creation is
somewhat higher for projects
under implementation which grew
to about 14% for permanent jobs
and 35% for temporary employ-
ment.

if we calculate the amount of
capital required per employee, we
can get some idea about the capi-
tal intensity of the projects sub-
mitted by foreign Iinvestors
compared with domestic inves-
tors. Of all the projects licensed,
the capital per permanent em-
ployes averages birr 139,291 for
domestic investment compared
with 281,230 for fully foreign
owned and 443,618 for joint ven-
ture.,

The gap gets even wider when we
look at the projects under opera-
tion or those under implementa-
tion. For the former, the capital
per permanent employee is birr
96,109 for domestic, 435304 for
fully foreign owned and 577,647
for JV. For projects under imple-
mentation, it is 143,144 for do-
mestic, 153,686 for fully foreign
and 539,507 for JV indicating that
JV¥s have the highest capital in-
tensity in all cases.

The situation regarding foreign
investment gets even more dis-
mal if we take out the investment
activities of the MIDROC group
which every one accepts to be a
special case. This can be seen
from Table 5 indicating the distri-
bution of foreign investment in
general compared with that of the
MIDROC group up to 1997 where
such data was available. As can
be seen from the table close to
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70% of all the foreign investment
iz accounted by the MIDROC
group. If we take the five-year
data to be roughly applicable for
1998 and the proportion between
licensed investments and those
that started coperation and are
under implementation roughly
holds (there is good reason to
suspect that this proportion
would be higher for MIDROC than
for other foreign investments),
the non-MIDROC foreign direct
investment inflow to Ethiopla
ends up being less than 22 mil-
lion USD per year for the past six
years.

To get a sense of whether this is
a good performance or not, it
might be worth comparing this
performance with a few comparag
ble countries in our region.

Such a compariscn is made In
Table 2. For purposes of intemna-
tional comparison we have used
the most recent World Bank data
which uses 1996 as the last re-
porting period'’. As can be seen
from the table, FDI inflows to
Ethiopia are the lowest by a wide
margin both in actual gquantity
and as a proportion of the GNP,
The gap is even wider when we
compare Ethiopia with the two
countries that are usually man-
tioned along with Ethiopia as
countries pursuing prudent mac-
roeconomic policies by the stan-
dards of multilateral financial
institutions,

S0, no matter which way one
looks at it, the amount of foreign
direct investment coming to
Ethiopia Is rather small. It is small
in absolute quantity, it is signifi-
cantly small compared with do-
mestic investment and small
compared to FDI inflows in com-
parable neighboring countries.
This raises a very important ques-
tion of why Ethiopia Is unable to
attract foreign investment and
what needs to be done about it.

" We have checked this data with the recent
UNCTAD publication and with soma minor
differancas the data seem o be commensu-
rata. See Unciad, World Investmenl Report,
1eea.

IV. Comunon Explanations for
the Poor Performance of
Investment in Ethiopla

Clearly, as discussed above, the
performance of investment was
much better in the last eight years
compared with the Derge period.
However, investment in general
and foreign direct investment In
particular have fallen substan-
tially lower than expectations and
are significantly lower than in-
vastment Iinflows for comparable
countries in the region. There are
two schoeols of thought that at-
tempt to explain this phenomena.
For the sake of discussion, let us
call them the liberal view and the
structuralist explanation. Let us
briefly present sach of these ex-
planations.

The liberal view essentially sug-
gests that the reason investment
is not flowing to Ethiopia is be-
cause the country did not liberal-
ize its sconomic policy enough.
They site numerous “restrictive
policies” as proof of their expla-
nations.

Until recently, the government
hasa restricted private investments
in power and telecommunications
as well as defense related indus-
tries which, they argue, are seri-
ous disincentives for investors in
all sectors as they are indicators
of the government's overall
apenness to foreign investmeant

The siow movement in financtal
liberalization in general and the
restriction of the sector only to
local investors is another Indica-
tor of lack of sufficient liberaliza-
tion according to this view. The
slow process of privatization Is
alsc considered a clear manifes-
tation of the government’s lack of
clear commitment to liberalizing
the economy. In addition to these
specific areas, proponents of this
view argue that the governmant's
land policy, overall bureaucratic
red tape and inefficlency, a dys-
functional legal environment, lack
of infrastructural development are
serious constraints to private
investment in general and foreign
investment in particular.
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All these issues combined make
the cost of doing business in
Ethiopia very high compared to
alternatives elsewhere in the
world or even in nelghboring
countries according to  this
view'’, Most of these arguments
concentrated on the problem of
lack of investment as it relates to
FDIl. Concerns about shortage of
domestic private investment is
sean as an extension of that
rather than a unique problem to
be looked atin its own right.

What could be labeled as the
structuralist perspective, on the
other hand, note that the main
concern for lack of investment in
Ethiopia should not be on the
shortage of FDI. Instead it is more
fruitful to look at the problem
from the perspective of domestic
investment.

Although they see the importance
of some liberalization and agree
with the liberal view on the con-
straints imposed by the land pol-
icy and overall bureaucratic red
tape, they generally believe that
the inflow of FDI generally reacts
to the overall dynamism of the
economy, the market size, and
other cost variables than the de-
gree of openness as such. For
them foreign investment comes in
a growing economy where profit
possibilities are high rather than
in a weak economy to help it grow
no matter what the policy envi-
ronment. In fact, if we look at the
nature of foreign investment, it
usually takes two forms accord-
ing to this view.

The first is resource based in-
vestment such as mining, which
is not particularly concerned with
policies other than those specific
to the industry and is largely con-
cerned with political stability
rather than liberalized economic

" This view 15 parficularly advocated by MF as
reflecied by the sirains in negotiations with the
povermment far furhes liberalization A specific
advocacy of this position in Etlhicpia can be
seen from a recent study commissioned by the
Addis. Ababa Chamber o Commerce. Sea
Rosahind Thomas: “Review of the Invesiment
Regime in Ethicpla; Recommendations made
lo the Ethiopian Chamber of Commercs*
1963
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environment.

The second kind of foreign in-
vestment deals with manufactur-
ing and related activities and is
maostly driven by the availability
of markets which is determined
by the size and income of the
population and the degree of in-
sulation from outside competi-
tors. As such, these kinds of
foreign investments prefer, just
like domestic investment, a more
protective policy environment
than a liberalized one.

It is these factors that explain the
scramble of foreign investors to
China rather than its liberal poli-
cies. Although there was some
liberalization in China since the
1980s, compared to many devel-
oping countries it is very difficult
to argue that liberalized economic
andl/or political environment ex-
plains the massive inflow of in-
vestment to “Communist” China.
This means, for a country such as
Ethiopia, the initial impetus for
growth must come from domestic
investors andfor Ethiopians or
forsign nationals with Ethiopian
ancestry or some other attach-
ment to the country [as is fre-
quently claimed by the owner of
MIDROC] whose motivation is
more than Just profits and whose
interest does not necessarily co-
incide with the interest of foreign
investors or those of multilateral
financial institutions.”

The policy implication of this is
rather obvious. If this analysis is
roughly right, policy makers
should then concentrate on mat-
ters that impede domestic in-
vestment and implement policies
that would encourage it and make
efforts to attract Ethiopians in the
Diaspora.

"* For studees reflecting this general theme for
Africa, see a number of the aricles whthen for
the conferenca on “African Development in a
Comparalive Perspective”™  corganized by
UNCTAD in Seplember 1988, For = good
summary of the role of the state in Afnca, See
Miandawire's article in this collecban “Thinking
about Developmental States in Afnca ® For a
refection of such & wew in Elhiopia, sea for
exampéie Befkadu Degle in Economic Focus
vl 1, med, and my own arbcle on domesatic
Industry and international competition {in Am-
harid) on the same lssue of Ecomomic Focus

One area of conflict, for example,
between the interest of domestic
investors and the "liberalizers"
will be on the issue of protection.

The recommendation of liberal
free traders to fully open the do-
mestic market for foreign compe-
tition does not bode well with the
interest of domestic or for that
mafter foreign investors whao
might seek protection for infant
industries that they wish to invest
n.

Domestic investors starving for
capital would like to see some
government regulation on interest
rates and even interest rate sub-
sidies for high capltal requiring
strategic investments rather than
leaving financial allocation and
interest rate determination for
blind market forces. Putting a
provision such as domestic input
content might not be very attrac-
tive to foreign investors but cer-
tainly is of significant interest to
domestic investors. In other
words, thara are a number of ar-
eas where the role of the state in
the economy is crucial to encour-
age domestic investment whose
dynamism will produce the most
important incentive to attract for-
eign investment.

So, the main constraint to private
investment in Ethiopia and what
explains the poor performance of
this sector is not lack of sufficient
lieralization although there are
some areas that need such liber-
alization. Instead, it is all the fac-
tors that domestic investors have
been complaining about such as
shortage of demand, inability to
compete with cheap imports,
shortage of capital, difficulty in
obtaining land at a reasonable
cost, bureaucratic incompetence,
unfair competition from parapar-
tals...etc.

The traditional animosity between
the state and the domestic private
sector has to be broken and a
new partnership has to be estab-
lished with national development
as its main focus, As Mkandawire
forcefully put it, the problem with
lack of such partnership in Africa
is largely a result of the states’
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hostility to the local capitalists.
He says:

.[@]ne should note that, whereas
the first generation of African
leaders concentrated their ener-
gies on the politics of nation
building, there are signs of a new
leadership whose focus is on the
economics of pation building.
These new leaders swear by eco-
nomic growth and seem fo view
good growth indicators as the
main source of their legitimacy. In
addition, if the earlier nationalist
l=zaders associated capitalism
with foreign control, the new
lzadership seems much less pre-
occupied with that. They have
embraced privatization and at-
traction of foreign capital as cen-
terpieces of thair policy
initiatives Ominously, these
leaders are more attentive to the
apprehensions and appreciation
of international organizations
than to their domestic capitalists.
While assiducusly cultivating a
good image in the eyes of interna-
tional financial institutions (IFis)
and seeking out foreign capital,
they tend to have a jaundiced
view of domestic capitalists,
whom they hold in spite and in-
cessantly vilify for parasitism,
fallure jointly to set up modern
enterprises able to compete in-
ternationally, etc. '

The only point | would like fo add
and emphasize here is on the is-
sue of attracting Ethiopians from
the Diaspora. Unlike Vietnam,
Lebanon, China and other such

countries which are very suc-
cessful in this area, Ethiopia has
not successfully attracted Ethio-
pians in the Diaspora to partici-
pate in the country's development
effort. | believe this is a very im-
portant resource that need to be
looked at carefully. Small deci-
slans such as bullding a house
by a sizable number of these
Ethioplans could have a signifi-
cant impact in attracting them'™.
Although there might be some
sensitive political issues that
need addressing, this is an area
that need concerted effort on the
part of the government even If it
means some political compra-
mise.

V. Looking Ahead: What
Need to be Done to Increaseq
Investment in Echiopia?

Thinking about the future pros-
pect of investment in Ethiopia,
the obvious starting point is the
explanation for the past weak
performance. Ethiopian policy
makers, in an attempt to lure in-
vestment, particularly foreign
investment, have been trying to
improve the investment environ-
ment by taking more and more
liberalization measures that are
demanded of them by multilateral
institutions. In these respect
three improvements have been
made in the investment code over
the last five years with very little
tangible benefit by way of in-
creased FDI inflow.

. Table 1. The Number af Yoars Requlred for Ethiopia to Catch up With Other Countries

This suggests that while some
liberalization measures might
help in attracting some FDI, the
maore structural issues raised by
the "structuralist” argument
above might be where our policy
makers' attention should be
geared. This means that our pol-
icy should, rather than restricting
the role of the state in economic
affairs, better target its presence
in areas that it could be more
productive and even expand iis
activities when necessary o
promote domestic entrepreneur-
ship and the expansion of edu-
cated and skilled work force to
improve the microeconomic con-
ditions for investment.

The main trust of this argument is
that there is 2 need for close coop-
eration [including closge consulta-
tion in policy formulation] betwaen
the state and the private sectorina
wide ranga of clearly defined areas
and objectives that takes into ac-

count the fundamental weak-
nesses of the domestic
entreprensurial class and the

structural problems of the econ-
omy as a whole.

14 Mkandawire Tardika, “Thicking ahout Du':lumunl[
Starcy in Africa ™ NCTALD, study no. 9, p, 9,

"W assuming there are 500000 Efthiopians living
abroad and onky 20% of these decide b mvest in a
house thal costs rowghly 20,000 ower tho naxt 10
years. Thatl would make 10000 people per year
for the nexd ten yesrs. That is equivelent to $200
millian dallars per year of foraing cumency infiow
That is much bigger than whatever foreign direct
investmant we ane able to sttrect untl now and
almost hall of ouwr forex eaming from our most
important axport commaodity, coffes

Low Income Countries 55A (USD 500) Middle Inceme Coun- T Double PCI
{LSD 350) tries (USD 1880)
Einigpia with Per Capita GOP of 5110 g=0% g=4% g=0% g= 4% g=0% q=4%
o, OF Years g=4% 29.5 = 368 - ¥Z.h = 107
Required for Etruoma o Catch up g=Tk 171 40T 224 3.3 42 160 10.2

where g = growlh rate of per capita GOP Sowrce; Authors caicalation using the mathod provided in lootnote &

Table 2, quelgn Direct Investmeant for r.u-mEaﬂ ble Countrias

g
Country FDI {milllon USD) FOI ns por cent of GNP(19596)
1881-B5 1946

Ethicpia B & 0084
Ghana 102 120 1,94
Uganta 54 121 200
Kenya 13 i3 015
Low-income FEFIF] 48531 Na
Counfries

All LOCs 5642 116860 2.05

Source: World Bank, Giobal Devalopment Finance, 1958,
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Table 3. Fumlﬂg Investment and Share of MIDROC (July 1832-July 1987)

Region Forelgn Investmant Faralgn over Tatal MIDROC's in- MIDROG aver MIDROC over
000 birr vasiment foreign Total

Ty 1 3802 011 - . - -
Afar 3 4%4.376.2 451 3 494 376.2 100 45.1
Amhara 3 1,452 435 391 2 1,265,700 a7.1 455
Crromiva 11 455 951 49 130 1 354,100 755 EE
Homadl - - - - . - E
Banshangul- - - = - - -

Gumuz

SENNP 3 175,195.5 2 2 155422 H93.4 114
Gambelia - - . - . -
Haran - - - - - . -
Agds Ababa 42 1.457,050.3 7 7 530,807.7 36.4 4
Dire Driawa = - = - = :
Eihzopia 63 40336119 15 15 27885058 B9 i3

=
Source: Cata from Ethiopan investment Authority (exiracted from Economic Foces, Bulietin of the Ethiopian Economic Association,
Valume 1, Decarmbar 1987, issuse No.2, p. 28)

Table 4. Trends in Savings and Investment in Ethiopia: 188081 - 1597138

| YEAR GOScmp GFCFocmp RGcmp GDPcmp GDS GFCFrata | RG Pyl Govt | Total
rate rate Cans. Cons | Cons
LR TE3T | 1366 8 -8031 oove Ta 136 R 14.2 78.3 826
R 8305 14588 826 106358 ] 1% 7 T H 153 | 787 54
I |
BEFE Ead 7 | 1435 T TE 117754 EE 12z &7 168 | TrE a6
I |
Bad G ; 18507 8602 108987.6 B1 168 87 i7.3 T4E §1.9
2683 | 1354 10257 13026.5 28 107 7.8 15,3 Bl.8 871
Tre | 22298 -1034.6 13576.2 K] 18 4 7.8 15.8 7586 214
1083 2244 6 11518 14321 = 15,8 -2.0 157 TE7 524
N 30505 1193 14870.5 125 204 -850 181 | 69.4 B7.5
13857 2264 2 68 5 157421 8. 144 455 19.4 7.7 1.1
13332 Z100.5 | -TEE.3 18825.7 1a 125 45 149.2 728 521
[ 185964 -1335 151856 3 34 104 70 16,5 Bt S5 E
| = [ 14.3 71 167 762 92.8
[ -12858 20752 30 ] 8.2 0.5 BEG G7.4
-Z298 2BETYA LA 142 8.6 11.2 B3 8 EH
-2BET7.5 233288 ) 182 =101 1.7 838 855
-3301 2 33685 7 6.4 487 116 | Bas 841
. 4TET .3 37RIATE . 9.1 -12.5 117 525 94.2
S47E 4 414657 CIE] N -10.8 121 BO.7 GZ.8
EEREE] 50687 452042 a0 202 112 124 79.7 B2.1
| Average ] 16.2 8.8 11.6 B2.8 Bd.4
| Cwarall 6.8 15.0 5.2 14.7 Ta.8 535
| Average
" SBource: MEDAG Natonal Incame Achounts, 1598
Fabbe 5 Voreign Investment snd Share of MIDROU Chuly 1992 0aly 1997)
Hugmm Furegn Invesiment Fureign over Talal MIDROH s MIDROGC aver NEITIRO
i MM b investment Toresgn wer
| —— Tatal
[ Fres i — - R 3 3 & B
1 - 44 EER 1 4913762 [EED =R
i liir I FE| 2 1.265_7(K) 87 49 4
'! (R rl 13 1an 1 54,100 TR (R
|. it - . =
W]
el b
[ SEXKTE 1738063 2 . 155422 [RE] 114
| Cimnkniltd - = - -
I Harm -
Sldis 1 L 452,050 3% T T 35077 ] -
Abuslin
o DRl - - - ] - -
1l i ANHLHT E 13 7,789 5059 = S
Sanrers Pt fran oo veanent Authetiy jextrasiad from Qo Feem, Bolletin of the '|=-E|I|u.';n|:.'|n Eaonnmic Assocition, Yolume |

Blecerber T s X 2o 78)
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Foreign investment in Ethlopla

ATTRACTING FOREIGN INVESTMENT

IN ETHIOPIA- WHAT NEEDS TO BE DONE?

By Edwards Joseph*

* Advisor to the Ethiopian Privatisation Agency

1. The Context

A. The Meed For Foreign
Investment

The need for foreign investment
in the Ethiopian Privatization
Programme is characterized by:

® The need for state owned en-
terprises (SOEs) to have access
to cash for implementing pro-
posed capital expenditure and
rehabilitation programmes and
warking capital, improved tech-
nolegy and enhanced managerial
and technical skills.

@ The need for the Government
of Ethiopia to maximize its reve-
nues through sales proceeds
realized from the sale of the state
owned enterprises {SOE) in the
short term and from tax revenues
earned through expansion and
enhanced growth and profitability
of the enterprise in the future.

® The need for the Government
of Ethiopia to enhance the foreign
exchange earnings of the country
and to minimize its subsidies to
S0Es thereby reducing Govern-
ment expenditure in this regard
and enabling investment by the
Government in priority sectors
such as infrastructure develop-
ment, health and education,

® The low level of domestic
savings which may potentially
inhibit the efficient transfer of
state-owned enterprises ([(S0Es)
to the private sector due to lack
of private capital; thus foreign
investors could be made to Ffill
the gap and enhance the success
of privatization programme.

Vol.2 No.3 / June 1999

@ The need to market Ethiopia in
the international market as an
attractive place to do business in
Africa.

The privatization programme
serves as an attractive opportu-
nity for countries in search of
foreign direct investmeng
Achieving the right balance in a
privatization programme between
domestic and foreign investors is
often one of the most challenging
areas for any government privati-
zation agency.

B. Recent Foreign
Invesiments

Over the period May 1992 to De-
cember 1997, a total of 3, 186
projects with an aggregate In-
vestment requirement in excess
of US% 3 billion were approved by
the Ethiopia Investment Authority
and the regional investment bu-
reaux. When completed these
projects will create employment
opportunities for more than
160,000 people. Foreign inves-
tors sponsored 152 of these proj-
ects. The total investment cost of
these projects s estimated at
US% 1.1. billion, of which US$600
million is committed to projects
that are under implementation or
have become operational, So
there are signs that private in-
vestment, including foreign in-
vestment is picking up.

The major ftransactions where
foreign investors have partici-
pated in the privatization pro-
gramme include:

« Lege Dembi Geld Mine ac-
guired for US$ 25 million
« Awash Tannery acquired for

USS$ 16 million

« 5t George Brewery acquired

for USS 10 million

s Adwa Flour Mill acquired for
US% 3.5 million

Offsetting this positive trend, un-
fortunately, will undoubtedly be
the impact of the present conflict
with Eritrea. The resolution of
this issue might be critical in
terms of attracting foreign in-
vestment.

2. General Constraints to At-
tracting Foreign Investment to
the Ethiopian Privatisation
Programme

Last year, interviews were con-
ducted with a number of govern-
ment organizations, financial
institutions, private sector asso-
ciations and enterprises, and for-
eign companies. The interviews
revealed a number of constraints
which the Ethiopian private sec-
tor in general and foreign inves-
tors in particular face while
investing in Ethlopia. Below are
presented constraints that pertain
to foreign investors wishing to
participate in the Ethiopian Priva-
tization Programme. It must be
stressed that these are anecdotal
and have value only as indicators
of attitudes from an extremely
limited yet focussed sample of
respondents.

& Foreign investors are encour-
aged to invest in the country in
general and participate in the
Privatization Program in particu-
lar when they see domestic in-
vestors doing the same, and
doing it successfully. In spite of
significant reforms implemented

Ethiopian Economic Association
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so far, thera still seem to be
number of policy-related con-
straints on the way of private sec-
tor investment. The constraints
include relatively high tariffs on a
good number of imported Inputs
and inability to borrow abroad
although the government has
recently allowed foreign borrow-
ing for exporters.

® In addition to policy-related
constraints, domestic investors
also face difficulties in the areas
of availability of technological
information and support services,
availability of information on ex-
port markets, high and specific
collateral reguirements far bank
loans, inadequacy or absence of
basic utilities, and lack of human
resource with appropriate techni-
cal skills.

® The Ethiopian Privatization
Agency is actively handling
cases of properties confiscated
in extra legal manner. Accord-
ingly, a number of properties con-
fiscated by the previous regime
have been and are being returned
to former owners. However, the
process of compensating ex-
owners for properties national-
ized through legal instruments
appear to be slow, which may not
bode well in reassuring foreign
investors about prevailing official
attitudes In the area of properly
rights.

& EFA has consistently tried to
be as transparent as possible in
all privatization transactlons
heretofore conducted. However,
there is a general perception
among domestic constituencies
that the Program has still not
been sufficiently transparent
The perception relates not so
much to the procedures involved
but rather to such matters as lack
of informing the public ahead of
time, say one year in advance,
what is up for sale and to what
use tha proceeds from sale of
S50Es is being put. As mentioned
above, a more structured and
professionally designed informa-
ticn and communication cam-
paign will be implemented soon

Vol.Z No.3 / June 1999

that should lay to rest most of
these complaints.

® Whilst significant progress has
been made to date, liberalization
is still not complete. In particu-
lar, exchange controls, which are
viewed as major indicators of
govemment's policy stance of an
economy's openness, are still in
place although relaxation is
meant to be achiaved gradually,
As a result of this and other fac-
tors, Ethiopia does not have a
very strong relative credit rating
by such internationally recog-
nized third party rating agencies
as Dun & Bradstrest.

® The judicial system seems to
be lacking the capacity to cope
with the wvolume of ordinary
commercial disputes and more
serious breaches of law, affecting
the image of Ethiopia in the eyes
of potential foreign investors.
Delayed justice is viewed as be-
ing as damaging as no justice.

® Foreign investors want to be
assured that a mechanism exists
for exiting their investments as
guickly as possible and at a fair
price whenever the need arizses.
This applies to all foreign inves-
tors whether they invest in a
country with a long-term view or
invest to reap shoriterm gains.
An efficient vehicle for exiting
invesiments Is a stock exchange,
which does not presently exist in
Ethiopia, although fortunately,
steps are being actively taken by
tha private sector to develop one.

® The current perceived uncer-
tainty regarding fand ownership
of privatized companies prgsents
potential concerns to investors,
This subject attracts wide atten-
tien for obvious reasons. Provi-
slon exists in current legislation
for conversion of rentals to
leasshold, but the leasshold
value (mandated by state agen-
cies) is based on thin market ex-
periance toc date.

® Unlike EIA, EPA doss not yet
have the resourcea to sct as a
“one-stop-shop” to foreign Inves-

tors eventuaily buying SOEs un-
der privatization,

L] With increasing worry
amongst donors and govern-
ments alike about environmental
degradation, environmental [s-
sues are of great concern to for-
eign investors. These relate both
fo potential inherited environ-
mental liabilities as a result of
enterprise pollution in the past,
and changing policies and regu-
lations concermning future pollu-
tion.

Recommendations

Ethiopla has bzen seriously em-
barking on a broad-based sco-
nomic reform programme since
1982. Domestic prices and mar-
kets, the foreign exchange and
import regimes, and more re-
cently interest rates have been
liberalized. Corporate  profit
taxes, personal income taxes,
and duties have been reduced
successivaly. A privatization
programme has been Initiated
and a host of other reform meas-
ures taken.

The Government is cognizant of
the ongoing nature of reform
programmes and is accordingly
committed to continue the reform
effort. In line with that, the coun-
try's investment code, for exam-
ple, has been revised several
timas in the past, with more liber-
alization introduced in each revi-
sion,

We believe that such pragmatism
and flexibility on the part of the
Government towards the reform
programme will continue in the
future. The following recommen-
dations, which are specific to the
Ethiopian Privatization Pro-
gramme, are predicated on such
a balief that through the Govemn-
ment's continued liberalization of
the economy any remaining bar-
riars to Investment will be re-
moved and a progresaively libaral
anabling environment will be cre-
ated for foreign investors. The
following recommendations can
also advance this effort:

Ethiopian. Economic Assdciation
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® As noted previously, foreign
investors are encouraged to in-
vest in a country when they see
domestic investors actively pur-
suing opportunities and making
profits. Thus, whatever measures
the Government may take to alle-
viate the problems of the private
sector will have an important ex-
ternality in attracting fereign in-
vestors. In light of this, we
recommend that the Government
tackle the constraints identified
above with respect to the private
sector.

® Foreign investors' participa-
tion in the financial sector should
be encouraged as soon as possi-
ble. For example, currently the
Construction and Business Bank
(CBB) is being prepared by out-
source consultants for privatiza-
tion, but current restrictions limit
the target buyers to domestic
investors. It is understood that
the Government will eventually
open the financial sector to for-
eign investment. it would send a
strong signal to the investment
community if this opening oc-
curred sooner rather than [ater,
and in fact the privatization of
CBB would be facilitated and the
benefits of privatization to the
bank enhanced by allowing a for-
eign strategic banking investor to
acquire control of this institution.
Many Ethiopian bankers have told
us that they do not fear involve-
ment of foreign financial institu-
tions in the financial sector here;
on the contrary they express the
desire to welcome such involve-
ment because of the impact on
technological improvements, op-
erations, and growth that such
foreign capital and Kknow-how
would bring.

& With a view to avoiding any
procedural complications to for-
eign investors participating in the
Ethiopian Program, we propose
that EPA, just like ElA, start act-
ing as a one-stop shop. The best
way to accomplish that will
probably be through coordination
with and making use of the re-
source of ElA.
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® The land lease law allows full
right to use, transfer, collateral's
etc. of land acquired under the
law. This needs to be clearly ex-
plained and publicized while at
the same time the status of land
ownership of already privatized
enterprises is cleared. This is an
area where EPA, as a one-stop-
shop, could assist investors ac-
quiring S0OEs.

@ The Government should speed
up the process of compensating
the previous owners of national-
ized enterprises in accordance
with the law providing for the na-
tionalization of those assets. It
would be important for the Priva-
tization Program that the foreign
investor community at large con-
tinues regarding the Governmerf
as seriously handling the com-
pensation issue.

® EPA should eliminate the per-
ception of lack of transparency in
the program held by various do-
mestic constituencies by means
of disseminating regularly infor-
mation that the public should
know. That will ensure that for-
eign investors are not discour-
aged before they even
contemplate investing in the Pri-
vatization Programme.

@ |n order to allay any fear on the
part of prospective foreign inves-
tors regarding past environmental
damages, the Government should
make it clear by issuing a policy
that the new owners of SOEs are
exempt of any responsibility for
past liabilities. It will also be com-
forting to foreign investoss if the
Government announces officially
that future environmental policies
and regulations will not be too
onerous on privatized SOEs as to
adversely affect their profitability.
The spirit of the latter policy is not
to make privatized SOEs pay for
mistaken decisions of previous
OWners.

® |n privatizing SOEs to foreign
investors, it will be worth EPA’s
effort to concentrate on strategic
investors who not only bring in
capital but also provide technical

and management know-how as
well as. axport marketing con-
tacts. Their participation im-
mensely hdélps in attracting other
foreign investors who are less
inclined to get Involved in the
management of the enterprise but
at the same time want to see a
credible management in place.

® Despite the relatively modest
record to date in attracting for-
aign investment to Ethiopla, the
opportunities provided through
the privatization programme fto
invest in existing firms with track
records may be more attractive
than investing in green field proj-
agcts. The best practices and the
experience of developed and de-
valoping countries in conducting
the privatization of large SOEs
provides guidance on how such
opportunities in Ethiopia may be
packaged and marketed to for-
egign Investors. As described
earlier, each large SOE to be pri-
vatized or a selection of smaller
firns grouped by sector should
be treated as a separate project
with a dedicated project team of
professionals. The team should
typically be composed of appro-
priate staff from EPA and third
party professionals preferably
from foreign financial advisory
houses or investment banks.
This team should then conduct a
comprehensive packaging and
marketing programme aimed at
international investors.

There is a substantial pool of
corporate and Institutional capital
potentially available internation-
ally for investments in Ethiopia,
These investors have a large
number of competing investment
opportunities that they are con-
stantly reviewing. In order to at-
tract their attention and
commitment, EPA should con-
duct an organized, focused and
targeted packaging and market-
ing effort.

® With respect to public offering
of shares as a modality for priva-
tisztion , while the original inten-
tion of the bulk of the buyers of
shares under public offering will
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then conduct 2 comprehensive
packaging and marketing pro-
gramme aimed at intermational
investors.

There is a substantial pool of
corporate and institutional capital
potentially awvailable internation-
ally for investments in Ethiopia.
These investors have a large
number of competing investment
opportunities that they are con-
stantly reviewing. In order to at-
tract their attention and
commitment, EFA should con-
duct an organized, focused and
targeted packaging and market-
ing effort.

® With respect to public offering
of shares as a modality for priva-
tisztion , while the original inten-
ticn of the bulk of the buyers of
shares under public offering will
be for long-term investment, their
circumstances are likely to
change over time prompting them
to sell their shares or exchange
them for other shares. The de-
velopment of securities market
will very much facilitate that pro-
cess, and in addition will help in
many other ways, including en-
hancing the participation of for-
elgn investors in the privatization
programme,

ATTRACTING FOREIGN DIRECT
INVESTMENT (FDI) IN ETHIOPIA

By Taddese Haile

Finally, the Government must
review its fiscal, tax, foreign in-
vastment regimes and other poli-
cies and laws in relation to other
countries in Africa where privati-
zation is currently urderway. The
objective of this review process
must be to compare notes with
other countries and implement
policies and laws that are com-
petitive and conducive to foreign
investment. The foreign inves-
tors must perceive Ethiopia to be
the right place to do business in
Africa. H

General manager of Ethiopial_j Investment Authority

Introduction

Before discussing the current
status of FDI in Ethiopia, it is
necessary to have a clear under-
standing of its importance and
determinants. It is also important
to highlight on the historical
background of the country rela-
tive to the policies pursued by
the previous regime and the cur-
rent government's private [n-
vestment activities.

It is now widely accepted that
gxpansion of private investment
is considered to be the main
source of economic growth, in-
cluding the alleviation of poverty
and the development of social
infrastructure. In this respect,
FDI can play an important role. It
may bring not only additional
capital but also technology,
know-how, managerial skills and
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access to foreign markets which
many of the developing countries
including Ethiopia currently lack
and need badly.

As [ndicated in the world Invest-
ment Report of 1998, attraction of
FDI is, however, determined
mainly by the following factors:

a) Mational FDI policy which in-
cludes economic, political and
social stabllity; rules regarding
entry and operations; standards
of treatment of foreign affiliates:
privatization policy; tax policy;
etc.

b) Economic factors such as
market size, growth and access
to regional and global markets;
raw material base; availability of
skilled labour; existence of basic
infrastructural facilities; costs of
production factors; elc.

c) Business facilitation serv-
ices such as promotional activi-
ties, incentives, after investments
services, etc.

The above mentioned FDI deter-
minants are related to host coun-
try conditions. In addition, FDI is
also determined by such external
factors as bilateral investment
treaties, regional integration
frameworks and  multilateral
framework on investment

With respect to the private in-
vestment policy followed by the
previous military government, in
addition te its undemocratic na-
ture, the emphasis was on the
development of the public sector
by deliberately and sometimes
vehemently curbing the role of
the private sector in the devel-
opment of the national economy.
For example most of the major
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business enterprises were either
nationalized or confiscated,
prices were set for most agricul-
tural and industrial products,
ceilings were imposed on in-
vestment capital and on the
number of business participation
and restrictions were made on
credit availabllity to the private
sector, in addition discriminatory
interest rate policies disfavoring
the private sector were followed.

These policies, which were in-
consistent with the then prevail-
ing social and economic
conditions, had severely ham-
pered the much desired socio-
economic development of the
country and resulted in wide-
spread poverty among the vast
majority of the Ethiopian peoples.

After the fall of the military gov-
ernment, however, the Transi-
tional Government of Ethiopia
(TGE) issued and adopted a new
market oriented economic policy
in order to rehabilitate and reju-
venate the national economy and
to create favorable conditions for
rapid socio-economic develop-
ment. Consequently, the econ-
omy has been opened for wider
and active participation of private
investors both local and foreign,
and the role of the state in the
economy has been limited mainly
to the management of the econ-
omy and the development of ba-
sic infrastructure.

To strengthen the market-
oriented economic policy, the
Government has also undertaken
a wide-range of macro-economic
reform  measures including,
among others, abolition of legal
restrictions on the activities of
private investment and the Issu-
ance of a new investment code,
deregulation of domestic prices
in order to foster market competi-
tion and efficient allocation of
resources, liberalization of for-
sign trade in order to speed up
the integration of the Ethiopian
economy with world economy,
liaralization of bank lending
rates to be detarmined on market
basis, privatization of public en-
tarprises and devaluation of the
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national currency (Birr) agalnst
the US dollar and installation of
an auction system to detsrmine
the exchange rata.

The question that will be ad-
dressed in this paper is what is
the effect of thesa policies. To
answer this question the rest of
the paper is organized as follows.
in the next section of the paper,
trends of FD! as well as invest-
ment climate and opportunities in
the country will be assessed.
Finally, the paper winds up with
brief conclusions and recom-
mendations.

1. Investment Climate and
Opportunities in Ethiopla

Before discussing on the current

status of FDI in Ethiopia, it is im®

portant to examine the country's
current investment climate and
opportunities which are important
factors affecting the flow of FDl in
any country. | will, therefore, ex-
amine these factors in the fol-
lowing few paragraphs.

f.i. Investment Climate

Factors which are usually con-
sidered under investment climate
and their impact on FDI in Ethic-
pia are discussed below.

a) Political Environment

Generally, desplte the current war
with Eritirea over a border dis-
pute which is relatively losalized
and confined to its far north
edges, the country is politically
and socially stable which, to-
gether with a federal system of
government, has created a con-
ductive environment for attract-
ing FDI.

b) Economic Conditons

Since the adoption of a new mar-
ket-oriented economic policy by
the govemment and the subse-
quent introduction of economic
reform programmes, the Ethio-
plan economy has registered a
marked improvement with annual
average growth rate of about 7%
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for the last B years. The rate of
inflation declined from a pick rate
of 21% in 1992 to below 4% in
41998. The country's foreign ex-
change reservg has also Im-
proved reaching to a level
sufficient to cover 7-8 months of
import requirements. The budget
deficit, which was huge in the
past has virtually been eliminated
and the government has stopped
borrowing from local banks.

To sum up the country's econ-
omy is healthy and is growing
which shows the existence of a
favorable situation for attracting
FDI.

c) Legal Framework

In order to encourage, promote
and expand private investment,
both foreign and local, the gov-
ermmment issued a liberalized In-
vestment code In may 1992
Since this code lacked the re-
quired transparency and
comprehensivenass, the gov-
ermment had revised it twice in
1996 and 1998.

The recently revised code has
opaned up telecommunication
and defense industries for foreign
nationals to invest jointly with the
government and hydropower
generation for wholly owned for-
eign investment. This code has
also granted additional incentives
for investments in education and
health sectors. In addition, the
code provides a provision for
foreign nationals who were
Ethiopian by birth to be treated, if
they wish to, as domestic inves-
tors.

Foreign investors are welcome to
invast in most areas of the econ-
omy other than those areas which
are reserved for domestic inves-
tors. A foreign national investing
on his or her own |s required to
allocate a minimum capital of
Us%$ 500,000, However, for a for-
sign investor Investing Jointly
with domestic partners, the
minimum capital required of him
or her is only US$ 200,000. On
the other hand, the minimum
capital required of a forelgan in-
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vestor investing in engineering,
architectural, or other technical
consultancy services: in  ac-
counting and audit services; in
project studies or business and
management consultancy serv-
ices is US $ 100,000.

The transparency of the legal
framework, together with the ex-
istence of a good governance
and minimal corruption, has cre-
ated conducive business climate
for attracting FDI in the country.
Accordingly, the confidence of
investors  in  Ethiopia's legal
framework is strong. This is evi-
dent as shown in table 1 of World
Economic Forum's survey of in-
vestors in Africa, and also in the
specific views of individual firms
which ranked Ethiopia Tth among
20 African countries as it scored
52outof7.

d) Guoarantee and Protection

The Constitution of the Federal
Democratic Republic of Ethiopia
protects private property. The
investment Proclamation also
provides adequate guarantee and
protection to foreign investors.
Accordingly, no private invest-
ment may be nationalized or ex-
propriated except when required
by public interest and only in
strict compliance with the re-
quirements of the law,

In case of expropriation or na-
tionalization of an investment for
public interest, adequate com-
pensation corresponding to the
prevailing market value will be
paid without any delay. A foreign
investor has also the right to re-
mit profits, dividends and other
incomes accrued from his in-
vestment Including compensa-
tion paid to him out of Ethiopia in
canvertible foreign currency.

In addition, Ethiopia has signed
bilateral |nvestment promotion
and protection agreements with
several countries including ltaly,
Kuwait, the MNetherlands, Swit-
zerland, China and Malaysia and
is ready to sign similar agree-
ments with many other countries
to provide a legal framewark for
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protacting their investment and
give national treatment to admit-
ted foreign investment. In addi-
tion, Ethiopla is a signatory of
MIGA which provides guarantes
against non-commercial risks
such as expropriation, converti-
bility of local currency, etc.
Ethiopia has also signed the
World Bank Treaty, “The Conven-
tion on Settlement of Investment
Disputes Between States and
MNationals of other States (ICSID),
" and preparation Is underway for
its ratification by Parfiament.

Thus, foreign investors would not
have any ground to fear abuse of
any kind as their property is fully
guaranteed and protected both by
national and international laws,

e) Access to Market

Ethiopia, with a population of
about &0 million, provides a
steady and growing domestic
market which is the second in
Africa South of the Sahara. The
yearly average GDP growth rate
of 7% and the average population
agrowth rate of 3% are clear indi-
cations of the growth of pur
chasing power of the populatian.

Ethiopia is @ member of the
Common Market for Eastern and
Southern Africa (COMESA)
agreemant embracing 23 coun-
tries with a2 population of about
300 million. Exports and imports
with member countries enjoy
preferential tariff rates,

Ethiopia is also a signatory of the
Lome Convention which enjoys
trade preferences including duty
free entry of all industrial prod-
ucts and a wide-range of agricul-
tural products,

Under the Generalized System of
Preference (GSP), a wide range of
Ethiopia's manufactured prod-
ucts are entitted to preferential
duty treatment in North American,
European and Scandinavian
countries as well as in Japan.

As Ethiopia is also strategically
located in the Horn of Africa
which is close to the Middle East-
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ern and European countries, ex-
port products of Ethiopia can
easily reach the markets of these
countries with relatively cheaper
transportation costs,

) Labour Condition

Ethiopia has a large and relatively
young work force. A number of
universities currently provide
higher education courses In-
cluding business, accounting,
economics, engineering, agricul-
ture, water technology, informa-
tion sciences and medicine.
Around 3,000 students graduate
#ach year from the universities
with diplomas, first degrees and
advanced degrees. English is the
medium of instruction starting
from  secondary education,
Members of the skilled labour
force can also speak and write
English. In broad terms, inves-
tors experience with skilled |a-
bour availability and trainability
of the Ethiopian work force ap-
pears to be positive.

With regard to skilled fabour
availability, the Africa Competi-
tiveness Report of 1998 ranked
Ethiopia 3rd and 5th out of the 20
African countries respectively in
terms of university education
availability to meet the needs of
business and the local market's
ability of supplying educated
workers to meet the needs of
business as shown in Table 2.

Labour Costs in Ethiopia are low,
even in comparison with other
African Countries. Over all, la-
bour regulations in Ethiopia have
been considerably modernized
and brought into line with interna-
tional practices in recent years.
The new labour law of Ethiopia
provides adequate provisions for
the beginning and termination of
empleyment with safeguards that
do not allow infringing the rights
of investors. No labour strike Is
recorded in Ethiopia in recent
vears. Therefore, there is a com-
plete industrial peace in the
country.

Employment of expatriates with-
cut any restriction for key man-
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agement posts during the life of
the project is also allowed. Expa-
triates may also be employed for
non-management positions in
areas where suitable Ethiopians
are not available.

Generally, the labour condition in
the country, ie. avallability,
trainability cost and Industrial
peace, is highly favorable for un-
dertaking profitable foreign in-
vestments,

g) Land

In Ethiopia land is public prop-
erty. Both urban and rural land is
provided for investors on lease-
held basis. The value and lease
pericd of urban land is estab-
lished by public auction or via
preset rate established by the
market. On the other hand ,the
value and lease period of rural
fand are determined by land use
regulations of each region,
Lease right over land can be re-
newed, transferred, mortgaged or
sub—leased together with an built
facilities.

From the experience we had in
the implementation of the land
lease policy, investars encounter
long bureaucratic procedures in
acquiring land for their invest-
ment although some improve-
ments are being observed in
recent years In this regard par-
ticularly in most regicnal states,
Although it may require detailed
studies on the cost of land, some
investors also indicate that the
prices of land is on the high side
as compared to similar develop-
ing countries. In addition, most
of the urban land is not con-
nectad with road, water supply
and electricity and other infra-
structure services, thus creating
delay in implementing invest
ments.

So far no difficulties have been
encountered with regard to the
allocation of land for foreign in-
vestors as the ElA assists them
in the acquisition of land for their
investment by directly contacting
the concerned regional govern-
ments. But this doesn't mean
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that the existing land allocation
procedure does not have a nega-
tive impact on the attraction of
FDI into the country.

h) Ukilities and
Infrastructure

Fower Supply: Ethiopla gets jts
electricity =supply frem twa
sources, hydroelectric power
plants and thermal power plants.
The former, with an aggregate
power generation capacity of 350
MW, is by far the largest source.
The present regional distribution
of electric service is undertaken
through the Inter-Connected Sys-
tem {ICS). All the main industrial
towns are connected into this
national grid. 4

The supply system is being ex-
panded through the construction
of additional power plants at four
sites, two of which, with aggre-
gate capacity of 250 MW, are at
advanced stage, and has been
expanding at annual rate of 5%
per annum since the early 1980s.
The country’s hydro-power po-
tential is estimated at 30,000 MW,
out of which only about 1% is
utilized. Electricity in Ethiopia,
derived mostly from hydropower,
is relatively cheap.

Currently, there is no supply
problem and as new systems are
expected to be in operation in few
years time, the country's slec-
tricity production will even be
mare reliable for undertaking in-
vestment activities. Therefare,
foreign investors wishing to in-
vest in the country will not face a
problem of power supply.

= Water Supply: Ethiopia is
known as the water tour of North-
East Africa. Both underground
and surface water resources are
abundantly awvailable in most
parts of the country. Currently all
the major cities and towns have
municipal water supply systems
which can be used also for any
investmant activity.

* Road Transport: Road Trans-
port is the most important means

of transport in Ethiopia, providing

for over 90 percent of passenger
and freight carriage. Ethiopia's
transport infrastructure is cur-
rently a significant weakness,
and the improvement of the coun-
try's road network has been iden-
tified by the government as a
core component of its develop-
ment programme. More that 20%
of the government's total capital
budget in 1998 was allocated to
road construction and rehabilita-
tion. Altogether there are 20,000
kms of all-whether road in the
country, including international
links with Asmara, Djibouti and
Nairobl. According to World In-
vestment Report 1998, paved
roads are only 15% of the total
roads in Ethiopia, which is better
of course than in Kenya (13.9%),
Tanzania (4.2%) and MNamibia
(12.1%). Normalized road index
is also estimated at 55 in Ethiopia
which is below normal (i.e. below
100} and one of the lowest in Af-
rica,

* Rail and Ports: A limited rail
service stretches 780 km linking
Addis Ababa with the port of Dji-
bouti, The railway line with a one
meter gauge is very old and out
of date which requires significant
improvement if it iz expected to
handle a significant portion of the
country’s  export and import
trade,

Currently, almost all the country's
import and export trade is han-
dled through the port of Djibouti.
There is also a possibility to use
other ports of Eastern and the
Horn of African countries.

¢ Air Transport: Aviation is an
important means of transport in
Ethiopia, with 18 domestic and 2
international airports. Addis
Ababa had developed as an im-
portant aviation hub serving Af-
rica and the Middle East,
Ethiopian airlines is considered
to be one of the best in Africa
flying to over 40 destinations in
Africa, Europe, MNorth America,
the Middle East, South and East
Asla, with about 50 weekly out-
bound flights from Addis Ababa.

Tele-
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communication services includ-
ing telephone, telex, facsimile,
internet and data communication
are currently provided by the
state owned corporation. Direct
microwave links are available to
all major cities and towns in the
country. International cominuni-
cation links are maintained via
sateilite. Microwave links exist
with Eritrea, Menya and Djibouti.
Presently, about 200 000 direct
exchange lines are served. This
number is expected to increase
dramatically to over 750,000 lines
in two years time. A mobile sys-
tem is also being introduced in
Addis Ababa, Overall, the tele-
com system in Ethiopia is con-
sidered reliable to support the
expansion of both local and for-
eign investment.

1) Tax and Incentives

Generally, the tax regime is rela-
tively benign for the investor with
low corporate tax and assistance
with import and export duties.

Income and corporate fax is
charged on employment income
(10%-40%), dividend  {10%),
chance winning (10%), royalty
(40%), corporate profit (35%) and
capital gains (30%). Interest in-
come s not taxed. Sales tax is
imposed on goods produced lo-
cally, goods imported and serv-
ices rendered locally.

The rates are 5% to 12% for
goods and 10% for services. EXx-
cise tax is imposed on specific
goods mentioned by name. The
basis of computation is with re-
spect to goods produced locally,
the production cost and, in re-
spect to goads imported, the CIF
price of the goods. The excise
tax rate ranges from 10% in the
case of textile and television sets
to 50% in the case of alcohol.

For personal income taxes, the
basic wage, i.e. Birr 120, Is tax
free, Salaries and wages above
Birr 120 are taxed progressively
at 10% to 40%.

There are no taxes on export
products and services from
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Ethiopia except on coffee.
Ethiopia haa a treaty for avoid-
ance of double taxation with Italy
and Kuwait. Discussions are also
underway with several other
countries for having similar
agreement.

In order to encourage investment,
the Ethicpian Government has
developed a range of incentives
for investors engaged in new en-
terprises and expansions for the
various sectors of the economy.
According to proclamation MNa.
37/1986, these include:

« Income Tax Holiday: Any in-
come derived from an approved
new investment shall be ex-
empted from the payment of in-
come tax for periods ranging
from 1 to 5 years, depending on
the priority of investment and the
location in which the investment
is undertaken, Income derived
from an expansion project whose
invested capital is in accordance
with the stated reguirement of the
Incentives Regulations No. 7/1996
is exempted from the payment of
income tax for a period of 2 years
for pioneer activities and 1 year
for promoted activities.

« Customs Import Duty; 100%
exemption from the payment of
impart cusloms duties and other
taxes on imports is granted for all
investment capital goods, such
as plant, machinery, eguipmeant,
etc., as well as spare parts worth
up to 15% of the value of the im-
ported investment capital goods,
provided that the goods are not
produced and not available lo-
cally in comparable quality, guan-
tity and price.

Investment capital goods imported

without the payment of import
customs duties and other taxes
ievied an imperts may he trans-
ferred to another investor enjoy-
ing similar privileges.

+ RA&D lncentives: An investor
is entitled to deduct expenses for
research, improvement studies or
training from his taxable income,

« Remittance of Capital: Re-

mittance of capital is exempted
from the payment of taxes. Thus
any remittance made by a foreign
investor from the proceeds or the
sale or transfer of shares of as-
sets upon liguidation or winding
up of an enterprise is exempted
from the payment of any tax.

« Loss Carried Forward: Busi-
ness enterprises that suffer
losses during the tax holiday pe-
riod can carry forward such
losses following the expiry of the
exemption period for period
ranging from 3 to 5 years de-
pending on the priority of the in-
vestment and the location in
which the investment is made.

+ Depreciation: An investor

4may opt for a straight line or an

accelerated method for deprecia-
tion of assets based on good
value,

Generally, the country's tax re-
gime and the incentives provided
for private investors is said to be
competitive with many African
countries which can place Ethio-
pia in a better position to attract
FDl as it has locational advan-
tages than many of these coun-
tries.

i) Suppert Services to
investors

The Ethiopian Investment
Authority (EIA) is the principal
government organ responsible
for the promotion and facilitation
of foreign investments in the
country, Organized as one-stap-
shop, the EIA provides all the
necessary information required
by foreign investors; approves
investment application and is-
sues investment permits for for-
eign investors; provides
registration services to newly
incorporated business organiza-
tions, approves expatriate posts
in an approved investments and
issues work permits to foreign
employees; Issues trade and op-
erating licenses to approved for-
gign investments; and facilitates
the acquisition of land by foreign
investors in accordance with the
relevant federal and regional
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government laws and regulations.

2. Investment
Opportunities

a) General

With regard to investment poten-
tials, Ethiopia offers virtually un-
limited oppriunities in agriculture
and agribusiness, manufacturing,
mining and energy as well as ho-
tel and tourism. The Govern-
ment's privatization programme
also offers an attractive option for
investment in the country. The
following are the main investment
opportunities in the country.

b) Agriculture and
Agro-processing

Ethiopia has rich soil and diverse
agro-ecological zones suitable
for the cultivation of wide-ranging
agricultural crops. Out of the
total area’ of about 113 million
hectares of land, over half is re-
garded to be suitable for agricul-
ture. Currently, however, only
about a sixth of the total land
area is baing used for the produc-
tion of agricultural crops.

The country has abundant water
resources capable of irrigating
more than 3.5 million hectares of
land. Currently, however, only
about a sixth of the total land
area is being used for the major
crops grown such as cereals,
oilseeds, coffee, cotton, fruits
and vegetables.

In light of the above, extensive
investment opportunities exist for
foreign direct investment in the
production and processing of
cash crops, horticultural prod-
ucts, flowers and other ormamen-
tal crops. Also, the potential for
livestock development is tremen-
dous as Ethiopia has the largest
cattle population in Africa, abun-
dant area for ranching and good
potential for export of meat.

¢} Apiculture

Given Ethiopia's rich indigenous
flora, its apiculture resources
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afford considerable opportunitiea
for the production and process-
ing of honay and beeswax, an
area of activity where Ethlopia
already possesses a leading po-
sition in Africa.

d) Agribusiness

In the area of agribusiness, sig-
nificant opportunities exist in the
production of fertilizers, agro-
chemical as well as agricultural
machinery and farm emplace-
meants, especially in view of the
current drive to increase food
production and expand export-

able agricultural products
through improved extension
services.

e} Industry &

The Ethiopian industrial sector is
currently dominated by food,
beverages and textiles which to-
gether account for over half of
gross value of industrial produc-
tion in the country.

Opportunities for investment in
the sector are based on the coun-
try's comparative advantages in
labar-intensive Industries, the
potentially large domestic market
and its natural resource endow-
ments, as well as the availability
of cheap and skilled labour.

Ethiopia's natural resources
could also support various re-
source-basaed industries such as
the production and processing of
dairy products, edible oil, starch,
and fruits and vegetables both for
domestic and export markets.

f) Mining and Energy

With regard to mineral resources,
Ethiopia is endowed with wide-
ranging and promising mineral
resources including gold, plati-
num, potash, nickel, copper, and
other industrial and construction
minerals.

According to recent studies, the
green stene belts of Ethiopia of-
fer great prospects for gold ex-
ploration and production. The
sedimentary regions cover nearly

half of the country and comprise
five distinct sedimentary basins
which have high prospects for
petroleum and natural gas devel-
cpment. The largest discovery to
date Is the Calub natural gas field
with proven reserves of 75 billion
cubic meters.

A part of this reserve Is currently
under development for commer-
cial production. Vast opportuni-
ties do also exist for foreign
investors to participate in the
generation of hydropower gen-
eration.

g) Tourism

Ethiopia is destined to be one of
the leading tourist destinations in
Africa as it offers a large combi-
nation of attractions including
scenic beauty, historical sites
and wildlife spread all over the
country. Its pleasant climate, and
friendly and hospitable people
are yet other tourist attractions of
Ethiopia.

The total number of international
tourist arrivals, although growing,
is by no means commensurate
with the potentials of the coun-
try's attractions. The present
constraints to growth are identi-
fied largely as shortage of tourist
catering facilities along the His-
toric Routes as well as in the Rift
Valley lakes region, the national
parks and the major cities in the
country offer opportunities to
foreign investors who want to
benefit from the great potential of
Ethiopia's tourism industry.

h) Privatization

It has been almost four years
since Ethiopla launched a privati-
zation programme and has since
actively been engaged in privat-
izing state-owned anterprises. So
far over 170 enterprises and units
have been privatized.

Currently, negotiations are un-
darway with foreign investors for
the privatization of different state-
owned enterprises. Furthermore,
cotton farma, textile mille, shoe
factories, and a natural gas com-
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pany have been put to tender,
The cotton farms, textile mills
and garment factories may be
acquired individually or in com-
bination for an integrated opera-
tion.

Enterprises that are in the pipe-
ling for privatization include maore
cotton farms, more textile milis
and more garment factories. In
addition, a number of agro-
industries, tanneries, breweries,
hotel chains, dairy farms, and
construction enterprises are be-
ing readjed for privatization.

3. Trends of Foreign
Direct Investment

a) Trends of FDI in
Developing Countries

There has been a large increase
in the global FDI flows during the
last six years, According to
World Investment Report, total
FOI inflows to all countries rose
from an average of US5215 billion
between 1991 — 1895 to US § 349
billion in 1996 and to US $ 400
billion in 1997, As Table 3 indi-
cates, FDI! inflows into developing
countries rose by 23% between
1995 and 1996 and by 15% be-
tween 1996 and 1897. The share
of developing countries in the FDI
inflows in the world total was 32%
in 1985, 38% in 1996 and 37% in
1937, Africa’s share in the world
total is decreasing, however (See
Table 3}, The least developing
countries received only 0.4% and
1.2% of the worid total and devel-
oping country total FDI inflows
respectively.

As can be seen from Table 4, in
1987 Africa Scuth of the Sahara
received only 0.7% of the world
tatal and 1.9% of the developing
country total. The value of FDI
inflows to Africa South of the Sa-
hara also decreased from US $3.8
billion in 1995 to US $ 3.5 billion
in 1886 and to US § 2.9 billion in
1997,

In Africa, the largest recipients of

FDI in 1937 were Nigeria (US § 1
billion}, Egypt (US § 0.8 billion),
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Morocco (US § 0.5 billion), Tuni-
sia (US § 0.4 billion) and Angola
{US § 0.35 billion) accounting
together to two-thirds of FDI in-
flows to Africa. Several factors
might have contributed to these
relatively high FDI inflows for
these African countries. Among
these, their sizable reserves of
natural resources and their com-
petitive locations for FDI to serv-
ice larger markets of neighboring
countries can be sighted. Gener-
ally, despite the relentless efforts
made by African countries South
of the Sahara to attract FDI and
the high profitability of invest-
ment undertakings in these coun-
tries, the result achieved so far is
very minimal as compared to
other developing countries,

b) Trends of FDI in Ethiopia

Ethiopia received about US § 229
millien FDI Inflow both in cash
and in kind in 1997 (the inflow in
kind is shown in Table ). This is
1.5% of the total developing
country inflow and 5% of the total
African countries inflow,

This figure is different from that
indicated in the UNDTAD'S 1993
Warld Investment Report as anly
the foreign investment cash in-
flow estimates are recorded in
this document. In 1937, only 4
African countries South of the
Sahara attracted more FDI than
Ethiopia, namely, Nigeria (US %
1000 million), Angola (US § 350
Million), Uganda (US $ 250 mil-
lion) and Tanzania (US $ 250 mil-
lion). In 1397 the total FODI
attracted to Ethiopla is about 4%
of the country's GOP at current
factor cost in that year.

Over the period between July
1992 and January 1999, a total of
162 whaolly foreign owned and
joint-venture investment projects
with an estimated investment
capital of Birr 9 billion were ap-
praved in Ethiopia, These proj-
ects are shown in Table 5,

Out of the total 163 foreign in-
vestments approved so far, 70
projects (43%) are currently un-
der implementation and opera-

tional phases. The estimated
capital of these projects is Birr
7.06 billion or 78% of the total
approved foreign investment
capital (Table 7)

As shown In Table 7, only a total
of 42 foreign investment projects
with an investment capital of Birr
2.02 billion were approved by the
ElA between 1992 and 1996,
However, the number of approv-
als of foreign investments in the
country has shown a dramatic
increase in 1997 and 1998 show-
ing a positive response of foreign
investors after the issuance of
the revizsed investment code in
June 1986. In those years, a total
of 121 projects with an estimated
capital of Birr 7.0 billion were ap-
proved.

The combined cash (Table 4) and
in kind (Table 8) inflow of FDI to
Ethiopia increased from USS 18.4
million in 1895 to US § 29.9 mil-
lion in 1896 and to US $ 2291
million in 1887, This shows that
the FDI inflow to Ethiopia has
shown a rapidly increasing trend
in recent years. This yearly in-
crease of FOI inflow demonstrate
the constant improvement of the
investment climate in Ethiopia
which has become increasingly
friendly to foreign investors.

Conclusion and
Recommendations

As | have tried to show above,
the inflow of FOI into Ethiopia
has shown an Increasing trend in
recent years. However, the flow,
| think, is not satisfactory when
seen in relation to the far-
reaching economic reform
measures undertaken by the
government, the enactment of a
liberalized investment code, the
macroeconomic stability
achieved and the availability of
enormous potential and oppor-
tunities for undertaking profit-
able investment activities in the
country. This is because during
the almost two decades of the
military regime, foreign media
reports on Ethicpia focused on
civil war, political unrast and starva-
tion, As a result, Ethiopia faced
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a serious problem of perception
vis-a-vis foreign investors. The
low level inflow of FDI is not oniy
peculiar to Ethiopia. As dis-
cussed above, the flow of FDI into
the African continent, is very low
~as compared to the total world-
wide flow. For example, in 19%7
the continents share of total
global FDI flow was only 1.2%
amounting to US $4.7 billian.

Some of the often sighted reasons
for this low record of FDI in Africa
are poor infrastructure facilities,
political instabllity In 2 number of
countries and lack of relevant in-
formation on investment opportu-
nities of the continent as well as
the unfavorable business climate
craated including the implementa-

ticn of economic reform pro-
grammes, the enactment of
liberalized investment laws and

the adoption of democratic form
of governmenis in many coun-

tries.

Finally, we strongly believe that
foreign investment will contribute
positively to the development ef-
fort of our country as it will bring
not only additional resources to
augment the development of do-
mestic capital but also entrepren-
ership skills, technology and
management skills which our
country currently lacks. There-
fore in order to accelerate the In-
flow of FDI to our country, |
believe that the following meas-
ures need be taken:

» Deepening of the economic
reform programmes to further lib-
eralize the economy and create
even a better environment for at-
tracting FDI; %

» Conducting an image-building
campaign and formulation and
implementation of an FOI promo-
tion strategy which is proactive

Tahts 1. The Investor Friendlineas of the FOI Regulatory Framework in Africa, 1957,

and targeted to selected countries
and companies to invest in areas
where the country possesses
comparative advantages;

= Establishment of industrial
estates with the necessary infra-
structural facilities like roads, wa-
ter and electricity supply and
telephone lines;

Facilitation of land allocation pro-
cedures for foreign Investors by
way of eliminating unnecessary
bureaucratic hurdles.

The above proposed measures
could be implemented in the
short- and medium-term periods.
In the long run, however, im-
provement and development of
the country’s socizl and physical
infrastructure wold be of crucial

importance in order to attract FDI,
E

Na. Country FRanking FDI Protection Regime
1 Botawana 4,00 [17) |
2 Burkina Faso 520 (7
3 CRMBreon 45213
4 Cotd'lvolre 5.25 [5)
5 Egypt 5,68 [4)
[] Eihiopia 5.20 (T)
T Ghana 4.84 [13)
8 Kenys 472 4T3
] Malawl 2.85 18)
10 Mauritiue 5.13 (%)
11 Morocco 584 (1)
12 Mozambigue 488 [16)
13 Namibla BA1 [3)
14 Nigaria 4.00 (17}
18 South Africa 370 |20)
16 Tanzanla 5323 (B}
17 Tunisla 8.43 (1}
18 Uganda 4.98 {13]
iE] Zambla 4.96 (18]
0 Zimbabwe 5140 {19)

Source - UHCTAD, Based on World El:,nnnmln: Farum, 1398

~ YOUR URGENT COMMENT IS HIGHLY APPRECIATED

Dear readers, we have been running our ‘Economic News in the Last Two Months’
column for quite sometime. The objective was to bring at our reader’s fingertips

economic new scattered at different places, We are planning to close this column if
it is not crucial for our readers. Readers” quick comment on this plan is highly ap-
preciated. We will accommodate your calls and e-mails, too.
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Tabis 2: Investor Satisfaction Levels with skilln Avallability,

University Education:Avaliable mests the Local labour markat: The local labour

needs of business|1=Strongly dis- market has 2 sufficlont supply of edu-

No, Country agreeT=Strongly agres) cated workers to meat hiring needs of
business(i=3trongly disagreeT=Strongly

agroo)

1 Tunisia 480 (1) 560 (1)
z South Africa 4.75 (2) 271 (18)
- Ethiopla 4.87 (3] 4.80 | §)
4 Mauritius 4.40 (4] 4.03 [15)
5 | Malawi 4.3 {5} 374 (17)
G | Burkina Faso 4.17 [6) 5.00 (4)
7 Ghana 4117} 514 {3)
] Boswana 4.11 (8} 3.83 (18}
B Tanzania 4.00 (8] 4.30{11)
10 Uganda 4.00 {10) 4.10 {13}
11 Zzambila 3.94 111) 4.10 (13)
12 Cot d'Ivoire 1.92 (12) 476 [6)
13 Zimbabwe 3.69 (13) 4.54 (8)
14 Moracca 188 14) 471
15 Migeria 3.85 (15) 513 (2)
16 Kenya 3.74 {16} 411 (12)
17 Camerocon 3.67 {17) 4.38 {10}
18 Egypt 3.48 (18) 4.47 (8)
18 Wamibia 345 (19) 2,66 (20)
20 WMaozambigue 3.32(20) b 268 (18)

_.Sl::-un:a: The Africa Competitivaness Report, 1988

Table 3. FOI inflows in developing countries, by region, 1986-19587 (Billions of US Dollars) .

1986-1684
Region {Annual average) 1335 1946 1887

[Jwedupingﬂu niries

Yalue (5 billlon) 435.8 055 1259.8 148.9

Sharo in the world total (%) 247 31.9 6.4 17,2

Africa

Valua {Sbiliion) 33 5.1 4.8 4.7

Share in the world total {3) 1.3 1:5 1.4 1.2

Share in developlng-country total (%) 7.6 4.8 7 3.2

Latin America and Caribbean '
[ Waliie (3 billion) 134 ] 438 56.1

Share In the world total (%) 1.6 9.6 13.0 14.0
| Share In developlng-country total (%) 0.6 30.2 37 ary

Wast Asia

Value (5 billlon) 1.8 .7 0.3 148

Share In the waorld total (%) 0.8 -0.2 0.1 0.5

Share in developing-country total {%) xr 0.7 0.2 13

Central Asla

Valua {§ blillon} 0.2 1.6 4 2.8

Share in the world total (%) [%] 0.5 0.5 0.6

Share In developing-country total (%) 0.4 1.5 1.8 1.7
| Seuth, East and South-East Asia

‘alue [§ billlon) 24.9 BE.6 776 824

Share in tho world total (%) 141 201 23.0 20.6

Share In :iavaiuptEE{ountw tokal (%) 56.8 611 58.8 553

The Pacific

Value {5 billlan) 0.2 (I3 0.2 0.4
(| Share in the warld total (%) a1 0.2 0.1 0.1
Il_sﬂ!","' in developing-country tota! (%) 0.5 .5 0.2 4.3

Central and Eastern Europe

Value (S blllion) 2.3 142 123 18.4
| Share In the warld tolal %) 13 43 38 I

Share In developing country total (%) 52 13.5 9.5 12.4

Memaorandum:

Laast daveloped Countries
| Value (% billion) 1.0 11 2 1.8

Share In the world total (%) 0.6 0.3 0.6 0.4
| Share in devaloping-country total (%) i) 10 1.5 1.2

Developing Countries excluding China

Valua {§ billien) 116 6E.T B9 1038

Share in the world total (%) 19.0 2.0 26.4 2549

Share In developing-Country total (%} T6.8 56.1 68.6 636

Source: UNCTAD, World Investment Reporl. Trends and Determinants, 1938, Annex Tabla B.1
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Tabls 4. FDI Inflows In dovelo; ng countries, by reglon, 1986 1887 (Billiona of US Dollars)

Regionicountry 1585 ~1894
(Annual average) 15855 1886 1947
Africa -
Value{ § Milllon) 3,302.8 5,136.0 4,838.0 4,710.0 |
MNorth Africa
Valus (§ Millian) 1,411.2 1,262.0 3,313.0 1,811.0
Other Alrica
_'h"a!LlE (5 ll'lllﬂan:l 1,891.8 3.874.0 3,515.0 2,895.0
Angola 187 1 250.0 280.0 3500
Benin - 1.0 1.0 10
Botawana 43.4 2800 2720 10.0
Burkina Fasno 3.2 20 30 1.0
Brurundi 1.0 2.0 - 1.0
Cameroon -7.9 7.0 35.0 45,0
Cape Verde 1.4 10.0 20 13.0
Cantral African Republic ] 2.0 5.0 .0
[ Chad 2.8 13.0 18.0 1540
Comoros 1.8 1.0 2.0 2.0
| Congo a3 ] 8.0 2.0 |
Cango, Dem. Rop, .2 - - 1.0
Cote d'vorie 19.8 19.0 21.0 50.0
_Eji!:lm.ll! 0.4 3.0 4.0 5.0
Equatorial Gulnea 1.7 127.0 Ir6.0 40.0
Ethiopla 10 B0 | W 50 150"
Gabon 25.7 -113 B5.0 =100
[ Gambla £7 80 1.0 13.0 |
Ghana 49.7 107.0 120.0 200.0
Guinea 14,6 1.0 24.0 1.0
Gulnea-Bissau 1.1 - . 2.0
Kenya 24.7 33.0 130 40.0
Lesotho 1.4 23.0 28.0 8.0
Liberia 137.0 21.0 17.0 15.0
Madagascar 127 10.0 10.0 17.0
Malawi 12.3 13.0 17.0 2.0
Mali 1.8 17.0 23.0 15.0
Mauritania 4.9 7.0 5.0 3.0
Mauritius 218 18.0 3r.0 38.0
anamhlqua 15.6 45.0 280 5.0
Mamibia 47.4 118.0 1620 131.0
[ Higer 1.8 7.0 . 1.0
ngar‘ia 8521 2,201.0 1,381.0 1,000.0
Rwanda 104 2.0 2.0 1.0
Sonegal 8.3 320 45.0 30.0
Seychelles 10.8 40.0 30.0 Aﬂ_
Siorra Leone .6 2.0 - 4.0
Somalia 1.3 1.0 1.0 1.0
| Swaziland 58.5 26.0 14.0 75.0
Togo 6.8 . 100.0 1.0
Liganda 16.2 121.0 121.0 2500
United Republic of Tan- EX] 120.0 150.0 260.0
zanin
Zambia BT 67.0 58.0 70.0
Zimbatwre 20.7 118.0 58.0 T0.0

Source: UNMCTAD Investment Report Trends and Detarminants, 1998, Annex Table B.A
* Excluding FD! inflows [n kind

Table 5. Forelgn Investment projects (Bath wholly forelgn Ownaed and Joint-Ventures) Approved by the ELA
(July 1992-January1993)

Sactor MNo. of Projects Amount of Investment Capital (Million Birr)
| -Agriculture 19 2,236,683 |
-Manufacturing 72 3,044.78
-Construction 2 952.26
-Education and Health 23 624.88
-Others T 2.168.53

Total 163 8,018.29
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Tabla G - 'Mumkear ol farsgn Invasimant Projocis anc Valee of Machirarytboods

Exgmplad from Payments 1085 789001 19BE YEI e, 1987 ¢ 1894mmh) TOBH 1 T05-95; EEEERE S 1980 15T CLmuarve
Ho ol Vaiuo Walue Mo of iun Walua Ha 0O Waka Walug Mo ol Vale Wik No Of i Ve Ho Vilug Walug K] Walua Valua
Priy i Bt I UED Praj 1 Bl In LISE Proy in IS0 In S0 _..__.n_._ 1 Bim i 50 Pig i1 Ber im LSO o Pra irt B In LIsR Pro | B In LISE
Mning anc Quamying - - " . [l B2y 143 4 1 50 02z 10 [*Xil 1 64
Hatal & Touwsm - - - Bl . 1 A 21 1280 1 BB 21 12877
MarGtacturivg 1.94 055 . . 4 45 Lo 136 H B 53 10 2] 118.52 1634 11 5741 [ Fii] 8574 119,71
Canslrustion a2 3,64 10510 1637 1 32 88 506 2 L] 130 i 18617 8,37
Trade - . - 1 003 031 - - - [l x] (g
Haahlh . - - - - - z 0.26 0 0 1 137 G £ 163 0.4
Agnouiues - La% 04z 4 1492 [ 1 100 asT 0,01 (R 003 [ 588 054
Qiher Buginass ] i : - 1 055 ] F (R Lo 3 oar 013
Girand Toal 2015 &.02 106.40 1645 g D] T89 3 [ 138 16 G148 24 B4 21 1473 34 1429 55 1677 30 2raal
Tabls  Nummer of svestmens Sagtar ol Fanegn invesimecd Paogects &ppetved, Lindss Spelan
e Liviger implamsnisnn, by Tyoe af mensxhin (592-1008)
i Capdal o Mk B
T H LIE] T 1w T 19467 1958 Cuimiiatiem
Fatinm of cwnanstip
Fea: ol Inves. o of Invesment Mool Inwast M al Lyl Ho wvpalmanm Naal woettsimen N TivEslines Ho. ol liveat=an]
Pioj mant Prog. Capdnl Piny et Py Al o Capim Proy Caplnl of Capes P Cape
Capdal Cagstil Gapam By Ay

Appiata 1 Ned DO 2 87 Ed [] BT % 19318 Pl RO0.03 811 [EFIE (1] FR ] k] wos e aa

Wiy Foraiges 1 had 0 ] £ B8 t) ___El.-w.:m 1 2M.20 W 445 73 13 THI & ir 135843 [T A4 1A Ty

Jikst = i . el RAL 08 a 80T 1% El 354,37 Fii 2240 i i AR DG

Tirder Dpmiaien ) [HLE 3 2570 3 057 ] (R (i Fil EHFE

ey Fareipn Fi o0 . . 1 Ty i i3 [ . E] 140058

ot 2 2570 i 2188 Fi LETD .0 n ¥o3, 33 2 164354

Lireches i o - - - . 48 4,047 50 [ 4 CE2.50

Whaoly Formign E]] Z5T857 £ 57657

doint 1] 146593 1w 1 48583
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ATTRACTING FOREIGN INVESTMENT IN
ETHIOPIA: WHAT NEEDS TO BE DONE FROM THE

CUSTOMS PERSPECTVE?

By Arega Hailu Tefera

National Project Manager, ASYCUDA (Echioplan Customs Authority)

I. Introduction

It is very well known that there
has been much debate on the
importance of FDI as an instru-
ment of development. The pro-
tagonists of FDOI say that the
benefits outweigh the costs while
others say the cost is greater
than the benefits.

In order to address this issue, we
need, first, to examine the gains
that can, accrue to Ethiopia if it
invites FDI; and second, identify
the costs to be incurred; third, the
experiences of other developing
countries in this area, fourth the
policies needed to maximize the
impact of FDI; fifth the policies
and other prerequisites for for-
eign investment in Ethiopia and
the trend of investment in Ethio-
pia and finally Customs role in
attracting FDI as well.

Our contribution will be from cus-
toms perspective in order to
share to the audience that cus-
toms is an important element ei-
ther in policy aspect or in service
delivery aspect that can attract or
repel foreign direct investment.

Il. The Benefits of FDI

As it Is mostly agreed, FDI in-
volves the risks of setting up and
operation of a business by a for-
eign individual or private com-
pany through its arrangement of
fareign exchange, eguipment,
inputs eatc. If the investor is suc-
cessful, helshe makes profit out
of this venture.

According to some liferature
there are myriads of benefits from
FDI to the hosting country. These
are:

Vol.2 No.3 / June 1999

a) Advantageous character

— Non-debt source — it involves
no fixed liability such as interest
payments

— Productive nature — physical
capital, managerial and marketing
expertise, quality products, mod-
ern advertising and effic:iint
business practices

b} Gains from efficient production

- increase in incomes - the for-
elgn investment together with
various accompanying skills,
raises the productivity of factors,
hence increases the income of
the country.

- better-wage employment — new
employment and better wages
than the rural region.

— fiscal gain — increase in tax
revenue

— consumer gain — in terms of
cheap or quality products.

¢} Gains from external economies

— efficient investment - the
spread effects of productivity.
- stimulus to domestic Invest-
ment - induces large additional
investment in the host'country.

d) Other contributions

— large direct growth effects-
through backward & forward link-
ages in the Hirschman's sensa.

— favourable indirect growth ef-
fects- an environment is created
wherein domestic companies are
made to respond to advanced and
superior gualities of the foreign
enterprisa.

- afficiency via comparative ad-
vantage and efficiency in opera-
tions.

I1l. Costs of FDI

Theugh the country may get the
above benefits from FDI, it is not
without costs. So, to arrive at a
final judgement, it calls for bal-
ancing the costs and benefits.

The costs that a country may in-
cur could be:

a) Burden of special concessions

- undue attractions may entail
diversion of public funds.

b) Likely adverse effects on sav-
ings

— unfavorable income distribu-
tion-the profits of domestic indus-
tries may go down

c) Likely unfavorable impact on
terms of trade

d) Costs of foreign exchange re-
mittances

e} Drawback of multinational
companies (MNC)

— manipulating markets

— manipulating prices

- manipulating funds

— bad ethics

IV. Experiences of
Developing Countries

As the experiences of the devel-
oping countries indicate, FDI has
been large and fast growing
source of capital inflow. Through
foreign firms there is diffusion of
modern technology, the efficiency
of local firms has improved, dif-
fusion of management and mar-
keting skills, expanded
employmeant. FOI has been
strongly associated with higher
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growth of domestic product.

While most countries have bene-
fitted from FDI, some have suf-
fered losses such as Inefficient
production, negative returns from
investment projects, and small
earnings of foreign exchange.
Some have argued that thesa
consegquences have occurred due
to highly distorted policies and
restrictions on foreign ownership
in sectors with high export eam-
ings potential and inadequate
infrastructural facilities.

V. Policies

Since FDI| can contribute much ta
development, host countries
should design policies consistant
with the national interesfs. The
policies should also explicitly
indicate wvarious incentives to
attract adeguate amount of in-
vestment and provide safeguards
for investment.

The attractions could be mone-
tary attractions (fiscal incentives
such as tax concessions, tax
holiday or reduced rates of
taxes); inducement guarantees
{assurance that there will be no
discriminatory legisiation against
the investor, insurance of invest-
ment against non business risks,
like fire, riots, political upheavals
etc...); investment opportunities—
i.e. profit making opportunities.
To this effect, the host country
should give due attention to the
development of infrastructure.
The development and the supply
of infrastructural facilities (road,
power, telecommunications, wa-
ter,) and the supply of cheap
skilled labour (by spending on
training), expansion of the market
through customs union, which
can increase the size of the mar-
ket, would make FDI more pro-
ductive and increase profitable
opportunities than pursuing on
tax-concessions policies. While
the inducements listed above can
pave the way for the entry of FDI,
itis also necessary to ensure that
these go into areas that create the
maximum impact on the devel-
opment of the economy.

The policies should be market-
oriented and the host country
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should shift to market economy
with government intervention
restricted to spheres that fall be-
yond the perceptions and capaci-
ties of private entreprensurs,
such as infrastructure, human
capital formation etc...This re-
quires te remove distortions
(price controls, exchange con-
trols, high tariffs, large subsidies
etc...) through liberalization,

V1. Investment Trend In
Ethiopia

The Transitional Government of
Ethiopia and The Federal Demo-
cratic Republic of Ethiopia have
Issued:

- the Encouragement, Expansion
and Coordination of Investment
Proclamation MNo 15M9392 (as
amended)

— Investment Proclamation of the
FDRE, Proclamation no 37/1996

= Investment Incentives, Councii
of Ministers Reguiations no
3611998

- Investment Areas Reserved for
Domestic Investors, Council of
Ministers Regulation no 35/1998,

These were merely meant for
clearing out certain definitions, to
explicitly indicate areas of in-
vestment both for domestic and
foreign investors, to issue attrac-
tive incentives such as tax reliefa.
The investment proclamation has
been amended upon consultation
with professionals, policy makers
and investors.

According to Ethioplan Invest-
ment Authority, since July 1992, a
total of about 4667 projects, with
a tota!l planned investment capital
of Birr 37.85 billion, have been
approved and issued investment
permits. These projects are ex-
pected to create 235, 776 perma-
nent and 449, 467 temporary job
ocpportunities when they become
operational. The ownership
structure of the number of proj-
ects approved indicate that 96%
(4509 projects) are domestic
while only 3.4 %(158 projects) are

foreign. Capital-wise, however,
farelgn investments constitute
about 22.5% of the total ap-
proved, indicating a relatively

higher capital per project. It

should be noted that the above
figures incluge only those proj-
ects with Investment capital of
Birr 250,000 and above which
have been issued Iinvestment
permits by the Ethiopian Invest-
ment Authority and the Regional
Investment Bureaus.

The sectoral distribution of ap-
proved projects in the country
indicates that the secondary sec-
tor {(manufacturing and process-
ing) has the highest share in
terms of number of projects
(44.5% of the total), followed by
the tertiary sector (services)
which s 29.36%. The primary
sector that Is dominated by agri-
culture accounts for 26.14% of
the total number of projects ap-
proved. In terms of volume of
% capital to be invested, however,
the largest share of 44.7% goes to
the tertiary sector because of the
capital-intensive nature of the
investments committed by con-
struction companies and the in-
clusion of some big real estate
development and hotel projects in
the sector. Likewise, the secon-
dary and primary sectors' shares
are 38.27% and 17%, respectively.

Regional distribution of invest-
ment activities is also worth men-
tioning since one of the
objectives of promoting invest-
ments is to bring about a bal-
anced regional development

Accordingly, 39.1% of the proj-
ects approved are planned to be
set up in Addis Ababa followed
by Oromia, SNNFR, Tigray, and
Amhara regions with shares of
22.48%, 12.29% and B8.04% re-
spectively. The rest i.e., 8.64% of
the  projects -approved are
planned to be set up in the other
regions that Include Afar, Soma-
lia, Benishangul-Gumuz, Gambela
Harrari and Dire Dawa. In terms
of volume of investment capital,
Addis Ababa's share from the
total investment capital approved
in the country is approximately
52.1% while the shares of Oromia,
Tigray, Amhara and SNNPR are
14.9%, 10.4%, 7.3% and 5.2%, re-
spectively. The remaining six
ragions' share from the total vol-
ume of investment capital ap-
praved in the country is 10.1%.
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Even though the approval figures
show the interest and planned
investment of potential investors
{both foreign and domestic) in the
country, the actual investment
activities are better indicated in
projects that have started imple-
mentation and/or begun opera-
tion. Up to October 10, 1998, the
number of projects which are un-
der implementation/started opera-
tion in the country constitute
about 43% of the total while the
volume of capital invested is
about 43% of the total planned
investment. More specifically,
about 26.1% of the total approved
projects have begun operation
while about 16.8% are in the Im-
plementation phase and over 56%
of the approved projects are yet
to be implemented.

Furthermore, regional distribution
of projects that have started
physical investment activities
indicate that 78.6% of projects are
located - in  Tigray, 71.9% in
SHNNPR, 50.9% in Amhara, 45.8%
in Oromia and 27.5% in Addis
Ababa are either under implemen-
tation or have started operation.
These rates for Benishangul-
Gumz, Gamella, Somali Harari,
Dire Dawa and Afar regions are
respectively 83.8%, B0%, T2.2%,
18,19, 17.05% and 3.7%. One can
abserve from the above figures
that though there is high concen-
tration of approved invesitments
in Addis Ababa, the rate of actual
investment implementation is one
of the lowest.

In the case of foreign investments
in Ethiopia, a total of 149 new and
9 expansion projects with a total
investment capital of Birr 8.5 bil-
lion have been approved and is-
sued investment permit. As to
the level of actual investment ac-
tivities, 13.3% of the project sap-
proved are in operation while
30.3% are in the implementation
phase, With regard to the secto-
ral distribution, 43.04% of the ap-
proved foreign investment
projects are categorized in the
secondary sector while 44.9% are
in tertiary and 12.06% in the pri-
mary sector. In addition, the sec-
toral distribution of investment
capital of approved foreign in-
vestment projects indicates that
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the tertiary sector has the largest
share of 40.6% followed by sec-
ondary and primary sectors
which constitute 32.3% and
26.1%, respectivaly.

On the other hand, the regional
distribution of projects indicates
that 65.2% of total foreign in-
vestment projects (103 projects)
are located in Addis Ababa while
19.0% (30 projects) are located in
Oromia. The remaining 15.8% (25
projects) are |located in all other
regions excluding Somali and
Benishangul-Gumuz which have
no approved foreign investment
in their respective region.

VII. Customs’ Role in
Attracting FDI

Customs plays a key role in iffter-
national trade. Having recog-
nized the role it plays on
importation and exportation of
goods, both the Transitional Gov-
ernment of Ethiopia and the FDRE
have been remodeling the Ethio-
plan Customs Authority since
1994,

Despite 2ome resistance, the re-
organization of customs service
has been successful. The reor-
ganization of the authority en-
compassed not  anly the
organizational structure but also
changed the way we do our work.
In essence, we, supported by in-
ternational consultants, identified
the need to fundamentally change
the culture of our custom service
in order to provide more cofficient
and improved service to our cus-
tomers.

— Greater attention fto our
PEOPLE, by working to build a
work force to meet the mission
challenges;

- Managing essential core
PROCESSES, by instituting
changes that require integrating
the many disciplines within our
customs service intoc more coor-
dinated efforts to achieve our
overall mission goals, and

— Forming PARTENERSHIPS with
our customers in the public and
private sector, as a means of im-
proving our mission performance.

The Ethiopian Customs Authority,
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in different names and structure,
has existed for over 100 years.
During this period, it has devel-
cped a complicated culture.
Changing an institution that has
devaloped over more than a cen-
tury is no easy task. We are well
aware that changing the culture
will require a long-term commit-
ment. But, while still responding
to the threats of smuggling differ-
ent types of commercial fraud
and performing our enforcement
mission, we believe there will be
an important cultural change In
the Authority.

The need for our recrganization
was prompted by several factors:

- the market-oriented economic
policy.

- the increase in commercial
transaction of imporis and ex-
ports.

- to encourage domestic invest-
ment and to attract FDI.

- the demand of the government
and the trade community to im-
prove the service delivery of cus-
toms,

— the upcoming of modern cus-
toms procedures by World Cus-
toms Organization, World Trade
Organization and UNCTAD due to
changes in the international trade
environment.

Following the declaration of the
market-oriented economic policy
and the efforts to develop the
private sector through attractive
investment policy and privatiza-
tion, our private sector trade
groups are facing competitive
pressures as global interdepend-
ence of trade increases and they
must reduce costs and delivery
time as much as possible. Cus-
toms is not the only bottleneck
they face, but it is often the easi-
est to identify, or on whom to
place the blame. Facilitating fe-
gitimate trade has obvious eco-
nomic benefits for both customs
and the trade community, and
represents one of the core con-
ceptual features of our customs
services reorganization and mod-
ernization efforts.

The private sector has the right to

have understandable and predict-
able treatment from the customs
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and to have the movement of
their legitimate merchandise fa-
cilitated.

Hence,

— to collect revenue effectively

- to provide efficient customs
service, and

— to enforce a wide range of law,
both customs and other govern-

ment departments
— to protect society from illicit
drugs, arms, pormography -

etc...,we have put the Automated
Systems for Customs Data Man-
agement (ASYCUDA) at the heart
of our customs =ervice and tried
to strengthen our customs en-
forcement. |n this regard:

We have the ASYCUDA at & sites
- HQ Computer Center

— The Statistics and other de-
partments

— Addis Ababa Railway Station

— Addis Ababa Airport Cargo sta-
tion

— Nazareth Customs Station

— Dire Dawa Railway Customs
Station

—We have introduced rationalized
and simplified customs proce-
dures,
— We are using one single Bill of
entry (for exports, imports and
transits) i.e. the COMESA-CD
- We are doing business with
clearing agents trained by cus-
toms and licensed by Ministry of
Trade and Industry
— Trade has been facilitated than
ever before -
- We are trying to Improve the
quality of our workforce through
our organizational entry proce-
dure and training
— Most procedures are modern
procedures Iin line with what the
WCO, WTO, UNCTAD recom-
mended. This includes

— Valuation System
— Harmonized Commodity Classi-
fication and coding system

- Kyoto Convention etc...

A speedier release of goods and
smoother processing of passen-
gers will save time and money for
the government and businesses
allke. Hence, goods, which used
to be cleared in a period of more
than a months are now being
cleared between 1-5 days If the
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necessary and appropriate
documents are lodged to cus-
toms. To speed up the passenger
processing at our international
airport, we are planning to intro-
duce the green and red channels
in conjunction with the civil avia-
tion and immigration authorities.
These and other measures could
attract FDI.

We really do not say this is
enough. We should reappraise
customs roles and activities be-
cause of;

— the dramatic increases in the
volume of trade, In the numbers
of international travelers and in
the movement of illicit goods,
most particularly drugs;

- the development of new tech-
nologies, most specifically in the
field of computerization and data
exchange and collection,

- greater demands from trade and
transport for improved consulta-
tion and simplified and harmo-
nized customs procedures.

— the need to obtain cost effec-
tiveness by streamlining customs
activities, improving outputs, fo-
cusing on real areas of risk.

VII. What Needs to be Done?

Still, much has to be done

At macro-level:

= Develop the infrastructural
facilities and improve the supply
of infrastructure facilities

In relation to customs:

= Raising the profile of cus-
toms

= Introducing effective customs
management

=  Simplification of customs
procedures and automation

= Preclearance procedures
based on advance shipment in-
formation;

= Minimum data requirements,
entry requirements and documen-
tation's requirements

* Elimination of wasteful red
tape and achieve high levels of
voluntary compliance

*  Optimum use of human re-
sources (trained &  skilled
workforce),

=  Adherence to more interna-
tional agreement

= Reliance on post-import

%eign direct investment,

* audits to verify compliance
rather thar on verifications con-
ducted while goods are still being
held will cbviously save time and
money for government and the
trade community.

= Customs Ombudsman or a
specific contact to serve as a
source of information and access
on customs matters.

= Strengthen our enforcement
to protect revenue and to enforce
national laws.

= Cooperation of customs and
trade has to be strengthened,

IX., Conclusion

Customs plays a key role in the
international trade. As an institu-
tional infrastructure it can help
promote exports and attract for-
Since
1984, the remodeling of Ethiopian
Customs has recorded tangible
achisvements; be it, in facilitating
trade, in protecting society and in
collecting revenue. From cus-
toms perspective, the remodeling
of customs has to be continued
taking into account the changes
in the international trade envi-
ronment. The profile of customs
should be raised by giving due
attention to it. Trained and skilled
workforce should join customs so
that it can improve its service
delivery and take on board the
advice of its clients, i.e. the trad-
ing community.

Of course, one of the reqguire-
menis to attract FDI is the policy
environment. We have the in-
vestment policy which was fre-
quently amended to meet the
demands of domestic and foreign
investors. But, according to the
background paper from Ethiopian
Economic Association quoting
the World Investment Report
1998, Ethiopia has scored 3.5 and
4.4 out of 7.0 for governments not
imposing burden on business
competitiveness  and minimal
state interference, respectively.
But on the same report, Ethio-
pia's inward FDI in 1996 was 2.3%
of its GDP which is much lower
than 6.6% for total Africa. This
looks a contradiction. But, we
think, there i3 no contradiction.
The scores are for policy aspects
not for the infrastructure. Ac-
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cording to Agrawal & Kundanlan
(1994),"the most important en-
couragement to the private inves-
tor involves positive attractions in
the from of opportunities of profit
making...the most import consid-
eration is not tax-concessions
{and policies)...{but) the supply of
infrastructural facilities, so as fo
make the investment more pro-
ductive.”

Of course, within a very short
period of time, we have put in
place an attractive investment

policy but do we have the neces-
sary institutional, physical (road,
power, telecommunications, wa-
ter etc...) personnel (skilled and
cheap labour) infrastructure?
Have we allowed the domestic
market to expand and integrate
with the regional market (say,
COMESA) so that it can also be a
powerful instrument for increas-
ing profitable opportunities for
investment, hence attract FDI7Y
These guestions have to be an-
swered, We think that the low
volume of inward FDI is due to

the poor supply of infrastructural
facilities not the policy environ-
ment.

So Customs, as an important In-
stitutional infrastructure, should
be assisted to raise its profile and
be made to adhere to standard
international trade agresments
and be fully automated to im-
prove its service delivery, and
hence, contribute its share to at-
tract FOI. W
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THE POTENTIALS OF

ELECTRONIC COMMERCE

Genuine Leather Craft Pvt. Ltd. Cu.l

By Teshome Kebede

1. Mew Frontiers in Trade

The emergence of electronic
commerce as an effect of the mul-
tifaceted use of information su-
perhighway which is, itself, the
result of advancement in informa-
tion technology has opened up
unprecedented frontiers for trade
and commerce. It has now been
possible to reach theoretically the
entire planet 24 hours a day by
the touch of a button at the cost
that hitherto hardly covered any
area of marketing importance.
The limitation is merely one's
ability to posses the necessary
technology that enables access-
ing this astonishing pool of in-
formation.

As a result the whole world has
become a single market place to
offer products and services to.
Similarly on the buying front, it is
now a single market place to look
in for goods and services one
may want to buy. This possibility
has created marketing potentials
that were never dreamed of be-
fore. Once a seller puts his prod-
ucts andfor services on the
internet, interested counterparts
respond from corners of the
world from where the two may
have never heard of each other
before. Transactions worth bil-
lions of dollars are being exe-
cuted daily between such parties
and the wvolume is: increasing
dramatically. By some estimates,
trade carried out in this nowvel
channel may exceed the conven-
tional one in as near a future as
2010.

One of the most important factors
to the success of export trade to
developed countries is the num-
ber of intermediaries between the
exporter and the consumer and
the latter's importance in decid-
ing where the products that their
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markets consume come from.
The selling agent, the importer-
whole-seller and the retailer, to
mention the most important ones,
usually decide if an exporter can
enter their market whether or not
his products meet the require-
ments. Their prejudice and per-
sonal biases often play
significant role. Their right or
wrong information about the sup-
plier and/or his country are fac-
tors that may cast shadow in
determining the results of an ex-
porter's marketing efforts. In the
conventional buying/selling net-
work so far, they could not be by-
passed in any way. The cost im-
plication of their inveolvement in
the scene to both the exporter
and the end user is quite signifi-
cant. Usually, this more than
doubles the CIF price of the
transaction offered.

Electronic commerce is now shat-
tering this shackle by allowing
the producer and the consumer to
meet in the information super-
highway and transact at their will
without any intermediary whatso-
ever. It is cutting the cost of
products and services to con-
sumers substantially by avoiding
profit margins that the intermedi-

aries hitherto reaped. It is in-
creasing the market size to
producers since, through the

electronic commerce, they can
offer thelr products to buyers all
aver the world.

2. Who Can Benefit
From This?

Effectively exploited, the benefits
of electronic commerce are im-
mense to many that had untold
preblems of extending their mar-
keting horizons beyond certain
barriers be those marketing, fi-
nancial or technical. The follow-
ing are some of the evident ones.

36

2.1. Developing
Countries

Export promotion was and still is
the most expensive exercise of
developing countries. Participa-
tion in trade fairs, printing and
distributing color catalogues,
placing advertisement in the
newspaper, radio andior televi-
sion, etc. have been forbidding
centers of costs in their export
endeavors. Selecting the right
target market and the optimum
medium of advertisement were
also issues to be tackled by ex-
pertise that developing countries
do not have.

Now all this is bound to be over-
come by the use of electronic
commerce. With a single place-
ment of information in the inter-
net, the entire global market can
be accessed in every second of
the day. Interested buyers can
download the information and
make reference to it for further
negotiation. There is no com-
parison in the cost of such a
placement of information in the
internet and, say, printing a cata-
legue for distribution to potential
cllents. In the writer's experi-
ence, printing 1000 copies of an
eleven-page color catalogue
costs about DM13, 000 in Ger-
many. Distributing same to ran-
domly selected 1000 potential
buyers by maill costs about
DM4,000. This adds up the cost
per copy to about DM17.00,
Placing the same information in
the internet costs about DM ED
per month. Censidering a one-
year presence of the information
in the internet, the total annual
cost will bet DM 1,520.00. There-
fore, the cost of printing 1000
catalogues for distribution to
1000 potential buyers can cover
placing the same information in
the internet for more than eleven
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years. What value can be at-
tached to the size of the potential
market reached as compared to
soma 1000 in the conventional
way 7

2.2. New Suppliers

Market ressarch for new entrants
had demanded an exorbitant
outiay of funds so far. A survey
of even local demand and supply
calls for teated strength in time,
money and manpower. As a re-
sult, many new companies aspir-
ing to explore new markets for
their products are forced to taka
the rule of the thumb approach in
their market development exer-
cises.

This is a hit or miss approach In
which success is unforeseable. If
the result iz a miss, as it is more
often than not, efforts are re-
peated absorbing rescurces and
eventually frustrating the wvery
existence of the firm.

Thanks to electronic commerce
now, desk research can establish
the most viable market segment
that a new entrant should focus
on. In the same medium, the
company can offer its products to
the wide world of potential buyers
without really having to invest in
expensive trips abroad and cata-
logues to mail.

2.3, Small Suppliers

The difficulty of small suppliers in
entering foreign markets was in-
numerable. The sizes they can
make available for shipment
within the normal lead time is
usually too small for both carriers
to offer reduced freight rates of
carriage and to importer-whole-
sellers as an economic order
level. Delaying shipment periods
until some meaningful guantity is
produced resuits in either the
passing of pick season or lapsing
of good market situation. This
had always been a viclous circle
that most small exporters faced.
As a result they had to rely on the
services of trading houses who
collect such small lots of produc-
tion and ship in bulk. Hence the
profit that must have accruad to
the producer Is shared by the
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intermediary and the business
becomes less beneficlal to the
one who actually deserves the
benefit

Electronic commerce solves this
problem. It links the producer
and consumer direct. It also links
the producer to small importer-
retailers who offer sven better
unit prices than big importer-
whole-sellers.

The consumer is usually inter-
ested in a few items for perzonal
usa. That I quite agresable to
the producer. Indeed the cost of
sending a single item overseas or
smaller lots to smaller importers
is much more than effecting
shipments in bulk. Howaver,
specially the consumer gets the
single item order at about 8
more than the FOB price but de-
livered to his personal address.
This is far less than what it costs
him to get it from the alternative
source, i.e. retail stores imported
through intermediaries which is
often more than double this
amount. Therefore, the opportu-
nity is good for the buyer and
good for the small exporter. In
fact, the writer's experience re-
veals Increasing the exporter's
FOB price by up to 20% still re-
mains attractive to the consumer
who still gets the product less
than 70% cheaper than what It Is
at the nearest store. Equally the
small importer-retaller benefits by
cutting out the margin otherwise
payable to the middle man, im-
portar-whole-seller.

3. Preconditions to
Electronic Commerce

No butter and bread are obtained
without much ado. The merits of
aelectronic commerce cannot be
harvested either without adequate
preparation of compatibility with
its characteristics. These pre-
conditions pertain to national
issues and matters concerning
the trade operator. The following
are the most important ones:

3.1. National
Preconditions

The national snvironment is the
first thing that must be compati-

ble to the demands of electronic
commercs. Without an enabling
policy framework and a deregu-
lated foreign trade sector, it Is
hardly possible to carry on busi-
ness with counterparts that have
no prohibltion whatsoever in their
international business dealings.

In a situation where export and
import prices have to be con-
trolled by a central monitoring
offica, In chrcumstances where a
business is not left alona to de-
cide on what is worth for its own
profitability, in an environment
where getting permission to ex-
port and processing customs
clearance takes days and where
the bureaucratic formalities do
not allow decision making at
counter level, sfficiency cannot
be dreamed of in the first place.

This type of serial red tape in
business has become a matter of
bygone days in the current glob-
alized economic order. Sticking
to the old regime means back-
tracking in development. Those
that have adjusted themselves
and their administrative machin-
ery to the needs of the time will
take over and the back-trackers
can hardly stand the competition.
The rule of experience proves
that no amount of control can
ever minimize pilferage and mis-
use of resources be those na-
tional or private. Only skillfully
designed system of operations
can control any undesirable acts
by participants of a national eco-
nomic order while at the same
time encouraging the rightful to
produce more and prosper more.
This is tantamount to assigning
business for the private owner-
ship and government for admini-
stration.

Tharefore, the first and foremost
Issua that electronic commerce
demands s hands off dacision
making and let the person as-
signed with the responsibility
shoulder the burden of deciding
and bear the consequences If

any.

This is the way and the only way
that all those countries that have
succeeded In their foreign trade
and are considersd pace-setters
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in the front pursued.

3.2. Bosiness
Precondidons

in the same way, a lot is required
of the business sector if success
in foreign trade in general, and
electronic commerce in particu-
lar, is desired. The following are
the most important ones.

3.2.1. Reflability

International trade is carried out
on the strength of reliabitity of the
counterparts involved more than
any thing else. It is caried on
between partners who might have
never heard of each other before
but trust each other to be fulfilling
the commitment made during the
negotiations.

Without unbending commitment
to axecute what has been agreed
upon on the part of both parties
and most so that of the exporter,
trade between parties far apart is
~ impossible,

This is more severe in electronic
commerce. The choice of prod-
ucts might have been made with
reference to color catalogues
placed in the Internet which might
have been technically refined to
attract the visitor. If the actual
product does not correspond with
the picture, this might be a point
of departure that can never be
reclaimed,

In such instances, it is always
worth additional explanations that
may suggest the final look of the
product. Reliability with regard to
quality and delivery are equally
important. 1t must be emphasized
that in this medium of trade, the
deal is carried out between the
exporter and the individual con-
sumer who may have taken the
risk of investing his saving for
several years and thus failure
may be more painful than in the
case of an institutional buyer.
Since the exparter benefits better
in the development of this me-
dium of trade much more than the
conventional one as explained
earlier, it must be to his interest
to nurture it and serve his coun-
terpart in absolute trust and reli-
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ability.

3.2.2. Effidency

Efficiant handling of the transac-
tion is the other precondition to
succeas in electronic commerce.
Once again it must be appreci-
ated that we are dealing with an
individual buyer who has the op-
tion of going to the nearest store
and getting it off the shelf the
product he otherwise orders. He
might have been attracted by the
price offered by the exporter and
the time promised to deliver pos-
sible orders. Therefore, it is of
vital importance that the exporter
can efficiently handle his com-
mitment and meet all the condi-
tions that satisfy the buyer.
Efficiency is required in inter-
preting orders, producing the
product, preparing the documen-
tation, forwarding same to the
address specified and following
up that delivery has taken place
in time.

3.2.3. Competitiveness

Surely direct deal with the end
user pays more than dealing
through intermediades since
many costs are cut down in the
former case. However, one must
be knowledgeable as to what
these costs are and calculate the
price range that satisfies the cli-
ent. While electronic commerce
avails the entire world as a mar-
ket place to offer goods and
services to, it also converges the
entire competing world to the
same market place. Hence com-
petition is stiff and thus the new
advent dces not promise bo-
nanza. In other words, there is a
limit to what we can save for our-
selves from what is cut out of the
lot that intermediaries reaped
before. The best formula may be
to share the benefit between the
exporter and the consumer fairly
and make this very clearly felt by
the consumer.

3.2.4. Flexibilicy

This may be the toughest pre-
condition of electronic com-
merce. Responding to a market
size that is as wide as the glob
itself requires immense ability to
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adjust specifications to require-
ments coming from all over. That
is really the biggest challenge
that electrenic commerce pauses.
Success in this\ marketing me-
dium than essentially demands
one's ability to handle this chal-

lenge.

Producers and exporters via the
electronic commerce do require
maximum ability to handle their
jobs flexibly to comply to the
neads of wvaried customers.
Flexibility in design and sizing,
flexibility in color, flexibility in
labeling and packing, flexibility in
accommodating payment condi-
tions through the international
banking system, etc. must be per-
formed without taking time and
adding costs. Only then can one
%laim to be ready to handle busi-
ness via the electronic com-
merce.

3.2.5. Up~to-date

_ Information
it is ﬁt’nﬂimlr important that a
fareign trade operator is well in-
formmed about international trade
and current developments af-
fecting business in the world.
Having a working knowledge of
the situgtion around the world of
the industry in general and full
knowledge of the target market In
particular is indispensable. |t is
equally important to keep this
information up-to-date. Thus a
successful exporter has to have a
continupus flow of information. It
is only then that he/she can make
balanced and relevant decisions
on matters affecting hisfher re-
sponsithlities as a foreign trade
operator. It is only then that his
existing and potential buyers rely
on the gffers and quotations they
get from him as a matter of con-
sidering current situation in the
internat!,oml market

4. The Ethiopian Situation

Ethiopia can be a living example
of beneficlaries from the devel-
cpment of electronic commerce.
She has been known worldwide
for her pictures that never pro-
moted equal status in trade part-
nership. At best she is
associated with supplying crude
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agricultural raw materials, mainly
coffee, raw hides and skins. Her
emergence as a supplier of fin-
ished industrial consumer goods
like high fashion leather garments
is definitely a bewllderment to
many in the market and only a
few can comprehend the possi-
bility. In the writer's experience,
buyers who even came here to
s2e our establishments and wit-
ness the situation themselves
could not decide to commit long
lasting relationship with us for
fear that such a sophistication is
hardly pessible for a country they

have known for several years as a
center of natural and man-made
calamities. Behind any thing
good made in Ethiopia, or any
other third worid country for that
matter, they see the pictures of
human ghosts that the media has
painted in their minds. As a re-
sult, buying what we can produce
and offer Is either nightmarish or
sinful. It may be remembared
here that once discharge of a
shipment of haricot beans from
Ethiopla to the Netherlands was
delayed at the port since the ste-
vedore went on strike claiming it

was sabotage of the trade to take
such nourishing food items from
a country whose malnourished
and starving children are daily
shown on the television,

Electronic commerce bypasses
all these hurdles and places a
supplier from any part of the
world at the forefront of the mar-
ket Therefore, it can unveil all
her potentials and untouched
wondars to the world that iz tired
of man-made duplications and
unfolde marketing benefits naver
dreamed of before. |
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MAJOR ECONOMIC NEWS

IN THE LAST TWO MONTHS

I. General

The General Manager of the
Ethiopian Telecommunications
corporation (ETC) says that the
axpansion work and installation
of new talephone lines underway
in 68 towns within the corpora-
tion's 7™ Five-Year Development
Programme would be completed
by the end of this Ethioplan
year{The Ethioplan Herald, April
15, 1999).

The Minister of Water Resources
disclosed on April 29 that avoid-
ing the monopolistic use of the
Nile water by the countries bor-
dering it. Ethiopia i= determined
to use the bounty for irrigation
development and hydropower
generation (The Ethiopian Her-
ald, April 30, 1999).

The number of privatized firms in
the first half of 1991 (Ethiopian
calendar] is reportadly very low
as compared to the same period
last year. As announced by the
Privatization Agency on May 12,
11 firms worth a total of
537,562,446.02 birr were privat-
ized in 1990 (E.C.} during the first
six months. On the other hand,
aut of the 21 firms auctioned in
1991, four were sold for a total of
351, 124, 402.00 birr (The Re-
porter, May 12, 1989).

The seventh ordinary meeting of
the Nile Council of Ministers (Nile
Com.} for Watar Affaire hald on
May 13 was concluded by pass-
ing resolutions deemed to facili-
tate “the transition from the era
of confrontation to cooperation
among the Nile Basin Countries
(The Ethiopian Herald, May 15,
1898).

The Ethlopian Electric Power
Corporation says it is undertak-
ing 27 electric power projects
with an outiay of over 1.2 billion
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birr (The Ethiopian Herald, May 2,
1999).

The Commercial Bank of Ethiopia
(CBE) says It is preparing to
opan branch offices overseas
(The Ethiopian Herald, May 4,
1998).

The Development Bank of Ethio-
pia (DBE) says it has given in
loan more than 97 million birr
through its five branches In
Southern Mations, Nationalities
and Peoples' State over the last
nine months (The Ethiopian Her-
ald, May 6, 19339).

A UN report said that about one
millien people in parts of Wollo,
Tigray and Shao would now re-
quire urgent relief support fol-
lowing crop failure in the “"belg”
(small rains) season (Addis Trib-
une, May 21, 1999).

The Disaster Prevention and Pre-
paredness Commission (DPPC)
raported last week that more than
3.2 million Ethiopians needed
emergency food aid this year (The
Reporter, may 26, 1999).

As the Master Plan Revision Proj-
act Office said, the metropolitan
master plan will soon be revised
in accordance with the country's
current economic system (The
Ethiopian Herald, May 7, 1989).

iy

The Ethiopian Social Rehabilita-
tion and Development Fund
(ESRDF) said it has completed tha
construction of 914 varlous proj-
ects it launched throughout the
country in the last six months at a
coat of 400 Million birr (The Ethio-
plan Herald, May 9, 1998),

As reported by IFOYTA, an Am-
haric newspaper, Bole Intemna-
tional Airport is currently under
construction, The project has
thres stages of which the first haa
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already been completed. Once it
s completed entirely, Bole Inter-
national Alrport will have the ca-
pacity to recalve and serve 5
million passengers per year (Ad-
dis Tribune, May 14, 1993).

The Ministry of Agriculture an-
nounced its plan to faunch in
July this year a national livestock
development capacity building
project at a cost of 308,123.000
%irr (The Ethiopian Herald, May
26, 1999).

The Ethiopian Science and Tech-
nology Commission says the im-
plementation of the national year
2000 (yzk) problem remedial pro-
cess would be completed on
June 30 this year (The Ethioplan
Herald, may 26, 1293).

Ato Jeoseph Woldeyohanes,
marketing executive officer said
that the EAL intended to open
direct routas to North European-
cities such as Oslo, Copenha-
gen and Amsterdam (Addls
Tribune, May 21, 1999).

The Ministry of Agricultura an-
nounced, on May 26, it plans to
launch a five year capacity
bullding protect, aimed at fort-
fying the country's food security
program (Addis Tribune, May 28,
1999).

The Ethioplan Electric Power
Corporation announced, 146
towns In the country have be-
come benaficiaries of power
supply over the last eight years
following the construction of
various projects at a cost of 2.3
billion birr (The Ethiopian Herald,
May 30, 1998).

A US Stata Department officizl
said, The US Treasury Depart-
mant was planning to forgive the
Ethloplan debt of 90 million USD
along those of othar African na-
tion, sithough the Issue is being
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May 28, 1988).
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(Addis Tribune,

Britain has propossd a 2 billion
dollar Millennium Trust Fund to
open up the debt relief process
and cut the debt of the world's
poorest countries by 50 billion
by the end of the year 2000 [Ad-
dis Tribuns, May 28, 1993).

II. Investment

4,817 projects with an aggregate
investment capital of about 40.3
billion birr have been licensed in
Ethiopia over the past seven
years, the Ethiopian Investment
Authority (EIA) announced (The
Ethiopian Herald, May 29, 1999),
T
United Tebarek and Family P.L.C,
of Ethiopla, and Ethio-Turkish
business representatives cele-
brated the opening ceremony of
Vestel color TV assembly plant,
located in Kaliti, on Saturday, 8"
of May. The assembly plant as-
sembles television sets, with
components imported from Tur-
key (Addis Tribune, May 7, 1999).
The plant, the first of its kind in
Ethiopia, manufactures hundred
14-inch and 21-inch televisions
during the first phase. The figure
grows to 300 per day when the
factory enters its second phase.
According to the owner, the me-
chanical work was completed at
a cost of 4.5 million birr (The
Ethiopian Herald, May 11, 1938).
The National Insurance Company
of Ethiopia {(NICE) announced it
made a net profit of 1,533,401.72
Birr in 1998, as opposed to
1,044,414.00 in 1997, on its Fi-
nancial Statements publication
on December 31" 1998 (Addis
Tribune, May 7, 1999),
The Ministry of Mines and Energy
and the Western Welega Gold
Exploration and Development
ple. signed an agreement on
April 29 for the prospecting of
gold, base metals and other pre-
cious metals in Mendi locality,
Western Welega, as reported by
the Amharich Daily “Addis Ze-
men"” (Addis Tribune, May 7,
1998).

A

The Ethiopian Investment
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Authority has said amendments
made to the Ethioplan Invest-
ment Code over the last seven
years have created an enabling
envircnment for local and foreign
investors. The head sald the
govemment has cut back from
500,000 dollars to 300,000 doliars
the minimum capital foreign In-
veators are required to have In
order to team up with local en-
trepreneurs (The Ethioplan Her-
ald, May 27, 1999).

A new botiling company, li-
censzed to produce and distribute
the brands of the Coca-Cola
Company in Ethiopla, has been
formed under a virtue agreement
signed between East Africa Bot-
tling Company (which-has been
bottling Coca-Cola products in
Ethiopia for three years) agd
Coca-Cola Sabco (the major in-
ternational bottler of Coca-Cola
in Africa). As part of the joint
venture agreement, Coca-Cola
Sabco will immediately inject
US$8.1 million that will be used
to refurbish existing bottling
plants in Addis Ababa and Dire
Dawa and in markst development
activities (Addis Tribune, May 21,
1999),

Twenty-four investors with a total
capital of 383 million birr have
launched different Investment
ventures in East Shoa zone dur-
ing the past nine months, the
zonal administration announced.
According to information ob-
tained from zonal council, the
investors are engaged in the ag-
ricultural, industrial & trace sec-
tors (Ethloplan Herald, May 18,
1999),

A new privately owned social
science college called Awassa
Beza College (ABC) was estab-
lished jointly by ten shareholders
with an overall capital of birr 25
million (The Ethiopian Herald,
April 23, 1993).

The  Ethiopian  Privatization
Agency says it has formulated
new strategies to augment the
capacity of domestic entrepre-
neurs to purchase public devel-
opment enterprises. Agency
General Manager, Ate Beshah
Azmite, pointed out one strategy

devised to promote the buying
capacity of the entrepreneurs is
“the Instaliment plan whereby
the payment would be spread
over a period of ime. Converting
the enterprises Into shire com-
panies and inviting numerous
entrepreneurs to buy shares is
the other strategy” (The Ethio-
pian Herald, May 12, 1559).

ll. Agriculture

The problem of locust plague
continues to be a threat to agri-
culture despite the huge sum of
money and labour inveated In
locust eradication initiatives, ag-
riculture vice-minister said (The
Ethlopian Herald, May 7, 1999).

The Ministry of Agriculture de-
clared that Ethiopia is tempo-
rarily free from rinderpest, a
major cattle killer contagious
diseasa (The Ethioplan Herald,
May 23, 1998).

Market research expert with the
agricultural extension depart-
ment of the Minlstry of Agrcul-
fure, Ato Abdurahim All, said
aconomists and experts drawn
from the Addis Ababa and
Alemaya universities as well as
various relevant Institutions par-
ticipated in a one-day workshop
to review the draft cost benefit
guldeline hoped to help farmers
engaged in crop extension pack-
age boost their profitability on
May 24 (The Ethiopian Herald,
May 25, 1993),

V. External
Asslstance

The Zonal Disaster Prevention
and Preparedness department
announced that eight donor or-
ganizations are undertaking vari-
ous development projects worth
over T0.8 million birr in 13
woredas of East Hararge and
Oromia states. The projects that
are going to be completed into
two to five years time include ru-
ral integrated development activi-
ties, the construction of social
amenities and emargency food
assistance (The Ethiopian Her-
ald, April 21, 1999).

The Government of Canada do-
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nated 1.5 million birr to facilitate
public discussions to be held
acroes the country on the legisla-
tion to creats the human rights
commission and the office of the
Ombudsman on Aprl 21(The
Ethiopian Herald, April 22, 1993).

The United MNations Children's
Fund [UNICEF) has allocatad a
sum of S50 million dollars for
Ethiopia for the next three years
{The Ethiopian Herald, May 2,
1999),

An aid agreement was signed
between the Relief Society of Ti-
gray |(REST), the Word Food
Programme (WFP} and Disaster
Prevention and Preparedness
Commission (DPPC) to provide a
nine-month ration to 272,000 war
displaced compatricts (The
Ethiopian Herald, April 21, 1998).
The press release issued by the
European Union announced that
the organization has released a
total of 30,000 Mt of food for dis-
tribution to the drought affected
and displaced peoples in Ethio-
pia {The Ethlopian Herald, May 4,
1989).

The Relief Society of Tigray
{REST) has obtained various re-
lief items worth over 1.1. Million
birr frormn OXFAM UK (The Ethio-
plan Herald, May 5, 1999).

V. Public Revenue

One hundred and fourtsen of the
163 state-owned development
enterprises are operating prof-
itably, according to the head of
the office in charge of these en-
terprises. The minister-in-charge
of the office, Ato Assefa Abraha,
disclosed that the 114 enter-
prises made pre-tax profits to-
taling 1.8 billien birr last year
alone (The Ethiopian Herald,
April 21, 1999),

The Finance Bureau of Qromia
Stats announced It has collectad
close to 251 million birr in state
rovenue during the past eight
months (The Ethiopian Herald,
April 29, 1989),

As disclosed by Ato Tilahun
Abay, President of the Commer-
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clal Bank of Ethlopia (CBE), the
bank made more than half a bil-
lion birr in grose profit during the
last nine months (Addis Tribune,
May 21, 1998),

ey

Sample audit conducted In the
Inland Revenue and Customs
authorities revealed that
411,621,067 birr tax amears have
not been collectad (The Ethio-
pian Herald, April 21, 1599).

The Jimma Zone Finance De-
partment, Oromia State, said it
has collected over 25 million birr
in revenue over tha past nine
months (The Ethiopian Herald
May 5, 1999),

The Dire Dawa branch of tha
Federal inland Revenue Authority
announced it has collected 64
million Birr in revenue over the
past nine months (The Ethiopian
Herlad, May 8, 1999).

The Finance departments of two
zones in the Oromiya state have
indicated collecting above target
revenue amounts during the past
nine months. According to Ato
Ashebir Gutema, Acting Head of
the Arsl Zone Finance depart-
ment, the department collected
2.2 million birr above the planned
target of 12 million. Similarly the
Bale Zone Finance department
has announced it collected over
one million birr revenue above
the set target of 34.5 million birr
(The Ethioplan Herald, May 11,
1988).

V1. Trade

The Ministry of Foreign Affairs
quoted the Saudl Embassy In
Addis that Saudi Arabia has lifted
the ban it temporarily impossd
an the import of live cattle, sheep
and camels to its country from
Ethiopia following the outbreak
of a rift valley fever [RVF) in
neighboring Somalla and Kenya.
The ban was imposed on Febru-
ary 10, 1996 and lifted as of may
16, 1998 (The Ethiopian Herald,
May 27, 1999).

The Govemmments of Ethiopia
and Yemen have agreed to con-
solidate thelr bilateral ties in the
various sector of the economy,

According to the Ministry of For-
align Aﬂ‘aﬁl. the two countries
signed ccoperation "agreements
in the areas of trade and invest-
ment premotion, tourism and ag-
riculture at the conclusion of
their joint commission meet on
April 15, 1988(The Ethiopian Her-
ald, April 20, 1998)

The Ministry of Trade and Indus-
try recommended to coffee farm-
ers, suppliers and exporters that
the hoarding of coffee could re-
sult significant loss, despite of
the efforts made by farmers,
suppliers and exporters, in the
hope that they will profit when
the global price of coffes ele-
vates (Addis Tribune, April 30,
1999).

Ll

4Ethiopia Shipping Lines (ESL)

announced it has purchasad a
new carge ship at a cost of 7.8
millien dollars to upgrade its
foreign trade efficiency. Ac-
cording to the ganeral manager
ESL made a net profit of over 3
million bir transporting 161,
000 tones of dry cargo and
228,000 tones liguid cargo in the
past six months alone. ESL has
also won an international award
for efficient service following
the competitions with shipping
organizations from 144 coun-
tries (The Ethiopian Herald,
April 24, 1999),

VIli. From Parllament/Council

The Council of Ministers dis-
cussed on the bill amending the
proclamation concerning in-
vestment in the engineering and
metallurgy industrdes, pharma-
ceutical plants, basic chemical
and petrochemical Industries and
fertilizer factorles. The council
also stressed the need to open
the field of electric power genera-
tion to local and forelgn inves-
tors (The Ethiopian Herald, April
18, 1999).

The Council of Ministers ratified
the telecommunications regula-
tion and referred to the House of
Peoples' Representatives the bill
to amend the Trade Registration
and Licensing Proclamation (The
Ethiopian Herald, April 28, 1999).
|
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ANOTHER ‘NATION’ GONE

BUT NOT FORGOTTEN!!!

_Tu Mekpnnen Tade_sse

How bad was that day,

Yes, 28" January of 1899

A sad day of wretched feslings,
Yes again a day of misery,

A day of another big defeat
Signifies the worst of imes,
Symbolizes a premature doomsday
And a journay into darkness,

That calendar day left us with many broken
hearts,

Turmned big plans and axpectations into ashes,

Yes crushed and brulsed our inner souls

My fellow citizens it is hard to repair,
Indeed, wea are shattered and we are in despair,

That day marked another season of hopeless-
ness,

Yes, an unwelcome epoch of defeat and bitteress,

A winter of missing famillar and well-loved faces,

& season against humanity and successes,

A season of turmoll and anguish,
Death is in constant ambush,

Beware our anemy is in our doorsteps
That brings a season of successive loss of virtues
and tears,

Speechless we became and lost the power we assume
to have,

Attacked by ancthar shock wave which sliced our
heart into uncountable halves,

How shocking and devastating was that news

Which hersided Mekonnen's aternal absence,

That huge loes exposed our weakness

Yes, more 80 our powerlessness

Here wa ara, we the helpless

We let you and other dear ones go,

To fade and fly away to the unknown,

Mo, no, it is not for Widu Mekonnen,

How do we dare to cover loved ones with earth,
Are we used to the bitter fact of death?

Makonnan, please come back and show us that kind
face,

Do not leave us behind on this cold crual earth’s sur-
face,

Teach and instruct us again how to work hard,
Encourage us to press forward,

We want you for generations,
To hook your thoughts with our imaginations
To explore the bounds of your tips,
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To share your aspirations,
Give us more to our starving souls,
Please conceive the wisdom and let us daliver it,
And convince us and let us beliave in it,
We want to adhere to it,
Let us pay attention o it
And also a deep commitment to it,

Do not say ‘Good-bye a thousand times my dear
ones!'

Please live again and just to say ‘I'm here, bye for now
my loved onesl’,

Please emerge again to tell the tale,

Of wise words and law of life and of the land,
Of the lighiand legends of the best of times
Of the season of hope and success

A tale of enthusiasm and fraternity

Not of melancholy but of tranquillity

Not of weariness but agility,

Extend that unfailing protection

Live a bit more and form another nation

We plead to that nation to, “Cry and Cry and Cry!'
We tell to that nation, 'That man was really a man|'
Serious and amicable in one

Hardworking and fruitful with tact

Had less time to talk and attack

But more time to think and thank

Kind and strong words that impress and inform
Which put oneself in best form

Widu Mekonnen, please live again and cry over
our loss

Please come again and make us fatherless and be
our boss

Hold us again and cry that cry

Let us hear that tender voice,

Let us know your choice,

Let us feel your coming,

Be again that charming,

We are left with pretence,

We dream that we feel your presence,

Give us one more chance of being with you

To feel that honour and glory that comes only from
you,

Be around and let us see you again

Please, please stay do not go away

We cannot sustain anether loss of a generation
Yes, another loss of a big nation

A big big nationl!!

From his colleague Abbi Mamo Kedir [Nottingham,
United Kingdom, written on February 3, 1994]. H
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