
 
 
 

 
 

REPORT ON 
THE ETHIOPIAN 

ECONOMY 
 
 

2018 
 

Foreign Direct Investment 
in Ethiopia: Structure, 

Performance, and 
Determinants 

 

 
 

Ethiopian Economics Association (EEA)



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ ii ~ 

Copyright 2018by Ethiopian Economics Association (EEA) 
All rights reserved. 
 
ISBN – 978-99944-54-62-4 
 
Printed in Addis Ababa, Ethiopia’ 
December 2018. 
 
No part of this publication may be reproduced, stored in a retrieval 
system, or transmitted in any form or by any means: electronic, 
electrostatic, magnetic, tape mechanical, photocopying recording or 
otherwise, without the prior written permission of the Ethiopian 
Economics Association. 
 
The analysis and policy recommendations of this Report do not 
necessarily reflect the views of the Ethiopian Economics 
Association, its Executive Committee or its members. The Report is 
the product of the team of experts in the Ethiopian Economic Policy 
Research Institute and external consultants and advisors. 
 
Inquiries should be addressed to: 
 
Ethiopian Economics Association/Ethiopian Economic Policy 
Research Institute 
P. O. Box 34282 
Tel: 011 645 32 00,  3329,  3041 
Fax: 011 645 30 20 
e-mail: eea@ethionet.et 
Website:www.eeaecon.org 



 
 
 

 
~ iii ~ 

Foreword 
 
Following the tradition of past years, the Ethiopian Economics 
Association is pleased to present the 2018 report on the Ethiopian 
Economy. Following the formats of the previous years this report 
has also got two parts. Part one focuses on a broader review of the 
macroeconomic situation and the performance of the economy at 
the sectoral levels for the period 2016/17. The report has tried to 
provide professional assessment of the existing policies and 
strategies and recommends new policy directions wherever 
appropriate.  
 
Like the previous reports, this year’s report has also selected a 
thematic area, i.e. a sector with significant contribution to national 
development. The focus this time is on Foreign Direct Investment in 
Ethiopia: Structure, Performance, and Determinants, which is 
contained in part two. As before, the publication of this report 
comes at timely moment and provides a valuable contribution to 
the understanding of Ethiopia’s recent efforts in attracting FDI.  
 
The focus on Foreign Direct Investment is necessitated by several 
factors. First, FDI is becoming an increasingly important dimension 
of the development process of least developing countries. Sub 
Saharan African governments have given considerable attention to 
attract Foreign Direct Investment as it affects the economic 
development process in many different ways. FDI affects the local 
economy directly through generating employment as well as the 
much needed foreign exchange among others. It also affects the 
economy by improving the competitiveness of domestic firms 
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resulting from technological spillovers. In the case of Ethiopia there 
is high ambition to become a middle income country by 2025. 
Nevertheless, the gap between domestic saving and investment 
requirement of the country to meet its target of becoming a middle 
income country has been widening. In view of this the Ethiopian 
government has put high emphasis on attracting FDI and has been 
providing a variety of incentives to attract FDI into the country. 
There is therefore, a need for an empirical analysis of the sector 
with the aim of identifying some policy implications.  
 
Second, despite its increasing trend in recent times, FDI flow in 
Ethiopia has not been sufficiently and comprehensively studied 
covering all sectors of the economy. The experiences of successful 
East Asian countries show that appropriate FDI policies and 
strategies, which are dynamic and change as circumstances require 
need to be put in place for a country to benefit from foreign direct 
investment. Thus, this study tries to assess whether the existing 
policies and strategies are compatible with the development 
priorities of the country, WTO rules and regulations, etc. 
 
Third, in view of the country’s comparative advantage there is huge 
and growing interest on the FDI sector in Ethiopia. In order to 
assess the sustainability of FDI in the county’s development process, 
one needs to examine the sectors into which investment has been 
flowing. In this connection, the study tries to investigate whether 
the FDI has been flowing into sectors in which the country is 
considered to have comparative advantage or not. Moreover, it 
tries to identify which types of FDIs are flowing into Ethiopia, from 
which countries and why, etc. 
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Fourth, statistics show that the number of licensed FDIs in Ethiopia 
has been increasing from time to time but the actual number of 
investments which become operational is very few. Many FDI 
companies have been flowing into Ethiopia in order to take 
advantage of market access opportunities provided by EBA, AGOA, 
etc. Thus, it is important to assess the trends in the number of 
licensed and operational FDIs and try to identify the main reasons 
why many licensed FDIs are not going operational. This helps to 
improve the implementation status of licensed FDI projects in 
Ethiopia.  
 
Fifth, there is also the presumption that FDI companies will create 
jobs, particularly if they are labour intensive investments. The 
question is are they really creating enough jobs on the ground or 
are they saving labour because they are technology intensive 
companies. The result will have serious implications on the 
generous incentives given based on the assumption that they create 
jobs. Ethiopia is labour abundant country and needs labour intensive 
companies to flow into Ethiopia. 
 
Sixth, several industrial parks have been developed in the different 
parts of the country and some have already started operation. 
However, the overwhelming majority of those operating in these 
parks are FDI companies. The question here is why domestic 
private investors have not entered into these parks. Therefore, it is 
important to know whether FDIs are competing with local investors 
in financial, foreign exchange and product markets and crowding out 
them.  
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Seventh, Ethiopia’s Investment Proclamation allows all foreign 
investors, whether or not they receive incentives, to remit freely 
profits and dividends, principal and interest. While these transfers 
are legally allowed, foreign companies face significant delay in the 
repatriation of profits, as the NBE does not have enough hard 
currency. In addition, FDI as a foreign capital was expected to 
address the foreign exchange problem facing the country. But that 
seems not to be the case since most of the capitals for FDI 
companies have been accessed from local Development Bank of 
Ethiopia (DBE), including foreign Currency. What will happen if all 
companies, especially those import substituting ones, request 
transfer simultaneously, what should be done to regulate it? 
 
I hope that the Report would be useful to all readers including 
policy makers, private business people, civil society organizations, 
the academia, the media, the international communities and the 
general public.  
 
Finally, I would like to express my appreciation to all those people 
whose contribution has made this Report possible.  
 
TadeleFerede (Ph.D) 
President  
Ethiopian Economics Association  
 

 



 
 
 

 
~ vii ~ 

Acknowledgement 
 
The production of this report is the result of a genuinely 
collaborative effort of many people. The Ethiopian Economics 
Association wishes to gratefully acknowledge the valuable 
contributions made by everyone who was involved in this team 
effort. The overall work has been led by Dr. Assefa Admassie, who 
is the Principal Research Fellow at the Ethiopian Economic Policy 
Research Institute. The chapter on the Macroeconomic 
Developments is written by Dr. SeidNuru Senior Research Fellow, 
Mr. Gashaw Desalegn, Mr. Simon Bayu and Mr. YetsedawEmagne 
while the different chapters on the thematic issue “Foreign Direct 
Investment in Ethiopia: Structure, Performance, and Determinants” 
were written by a team of researchers including Dr. SeidNuruand 
Dr. DegnetAbebawSenior Research Fellows, Mr. Amin Abdella, Dr. 
Samuel G. Selassie, Mr. KumadebisTamiru,Mr. Gashaw Desalegn, 
Mr. Simon Bayu and Mr. YetsedawEmagne. They deserve great 
appreciation and special recognition for their immense intellectual 
contribution and hard work.  
 
The chapter on the brief assessment of the Performance of the 
Ethiopian Agriculture has been written by Dr. Samuel Gebre-
Selassie. Amin Abdella prepared the chapter on the Manufacturing 
Industry: Performance during GTP I Period and the first GTP II 
Implementation Year. Their dedication and hard work made this 
report possible and their contribution is highly appreciated and 
recognized.  
 



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ viii ~ 

The report also benefited from many useful comments and 
suggestions received from the members of the EEA Executive 
Committee. The authors received indispensable guidance and 
support from members of the executive committee. We would like 
to acknowledge the contributions of Dr. TadeleFerede, Dr. 
GezahegnAyele, Dr. Tewodros Mekonnen, Dr. Hailu Elias, Dr. 
AtnafuGebemeskel, W/O FanayeTaddesse, W/O SinduAbebe, and 
Ato DemirewGetachew. The commitment and support as well as 
the encouragements of all the members of the Ethiopian Economics 
Association have always inspired those of us working for the 
Association to keep the momentum in spite of several challenges. 
We are all proud of them.  
 
Many other people have also made very valuable contributions to 
this report, and we are grateful to them. W/O RahelYilma deserves 
special thanks for preparing and formatting the manuscript before it 
is sent to the publisher. The staffs of the Finance and the 
Administration Divisions as well as the documentation center 
provided valuable administrative and logistic support during the 
preparation of the report. Other EEA staffs have also contributed to 
the successful completion of this project. Their contribution is also 
highly appreciated. 
 
This report would have not been produced without the generous 
financial support of EEA’s development partners. In particular, the 
financial and technical support of the Think Tank Initiative (TTI) of 
the International Development Research Centre (IDRC), and the 
Friedrich Ebert Stiftung (FES) is deeply appreciated. They deserve 
special acknowledgment for their trust and confidence on the 
Ethiopian Economics Association for their continued collaboration. 



 
 
 

 
~ ix ~ 

Table of Contents 
 
FOREWORD ...................................................................................... III 
ACKNOWLEDGEMENT ................................................................. VII 
TABLE OF CONTENTS ................................................................... IX 
CHAPTER I ......................................................................................... 1 
MACROECONOMIC PERFORMANCE ........................................... 1 

AN OVERVIEW ............................................................................................ 1 
1.1  GROWTH AND PATTERNS OF STRUCTURAL CHANGE ........... 2 

1.1.1 Agriculture ............................................................................... 12 
1.1.2 Industry .................................................................................... 14 

1.2  SAVING AND INVESTMENT ..................................................... 20 
1.3  PRICE DEVELOPMENTS ................................................................. 22 
1.4  MONETARY DEVELOPMENT .......................................................... 24 
1.5  PUBLIC FINANCE AND PUBLIC DEBT ............................................. 26 
1.6  EXTERNAL SECTOR DEVELOPMENTS ............................................. 37 

1.6.1 Balance of Payments ................................................................. 38 
1.6.2 Exports ...................................................................................... 41 
1.6.3 Imports ...................................................................................... 48 

CHAPTER II ...................................................................................... 58 
PERFORMANCE OF THE AGRICULTURAL SECTOR .............. 58 

2.1  BACKGROUND ......................................................................... 58 
2.2  GRAIN PRODUCTION .............................................................. 60 
2.3  AGRICULTURAL INPUT USE ................................................... 67 

2.3.1 Fertilizer ................................................................................... 68 
2.3.2 Improved Seeds ....................................................................... 71 
2.3.3 The Use of Pesticides ............................................................. 74 
2.3.4 Irrigation ................................................................................ 75 

2.4  LIVESTOCK POPULATION AND PRODUCTION ..................... 76 
2.5  FOOD SECURITY AND IMPORT ............................................... 80 

CHAPTER III ..................................................................................... 90 



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ x ~ 

THE LARGE AND MEDIUMSCALE MANUFACTURING 
INDUSTRIES: PERFORMANCE DURING THE FIRST GTP II 
IMPLEMENTATION YEAR (2015/16) ............................................ 90 
PART TWO ..................................................................................... 114 
FOREIGN DIRECT INVESTMENT IN ETHIOPIA: STRUCTURE, 
PERFORMANCE, AND DETERMINANTS ................................. 114 
CHAPTER IV ................................................................................... 116 
REVIEW OF THEORIES OF FDI AND EMPIRICAL EVIDENCES
 .......................................................................................................... 116 

4.1  INTRODUCTION ..................................................................... 116 
4.2  REVIEW OF THEORIES OF FDI ............................................. 116 
4.3  REVIEW OF EMPIRICAL EVIDENCE ....................................... 136 

CHAPTER V .................................................................................... 156 
INVESTMENT LAWS, INSTITUTIONAL FRAMEWORK AND 
INCENTIVES ................................................................................... 156 

5.1  INTRODUCTION ..................................................................... 156 
5.2  INVESTMENT LAWS OF ETHIOPIA ....................................... 156 
5.3  INSTITUTIONAL FRAMEWORK FOR FDI PROMOTION ....... 161 

5.3.1 Ethiopian Investment Commission ..................................... 161 
5.3.2 OTHER GOVERNMENT AGENCIES AND ROLES IN PROMOTION 

FDI ......................................................................................... 162 
5.3.3 The Private Sector Organizations ...................................... 165 

5.4  INVESTMENT INCENTIVES ..................................................... 166 
5.4.1 The Objective of FDI Incentive ........................................... 166 
5.4.2 Classification of Investment Incentives .............................. 170 

CHAPTER VI ................................................................................... 177 
AN OVERVIEW OF THE STRUCTURE, PERFORMANCE AND 
DETERMINANTS OF FOREIGN DIRECT INVESTMENT IN 
ETHIOPIA ....................................................................................... 177 

6.1  INTRODUCTION ..................................................................... 177 
6.2  STRUCTURE AND PERFORMANCE OF FDI IN ETHIOPIA .... 184 
6.3  DETERMINANTS OF FOREIGN DIRECT INVESTMENT .......... 191 



TABLE OF CONTENTS 
 
 

 
~ xi ~ 

6.3.1 Introduction .......................................................................... 191 
6.3.2 The Literature ....................................................................... 192 
6.3.3 Theoretical Framework ........................................................ 205 
6.3.4 Empirical Result .................................................................... 207 

CHAPTER VII.................................................................................. 219 
SECTORAL ISSUES ON FOREIGN DIRECT INVESTMENT IN 
ETHIOPIA ....................................................................................... 219 

7.1  FDI IN THE AGRICULTURE SECTOR .................................... 219 
7.1.1 Background ........................................................................... 219 
7.1.2 Status and Performance of FDI Agricultural Projects in 

Ethiopia ................................................................................. 221 
7.1.3 FDI Projects and Agricultural Land .......................................... 226 
7.1.4 Financing FDI Projects ............................................................. 232 
7.1.5 FDI Policy and Strategy in the Ethiopian Agriculture ...... 235 
7.1.6 Challenges and Constraints in FDI in Ethiopian Agriculture

  237 
7.1.7 Summary ................................................................................ 241 

7.2  FDI IN THE MANUFACTURING INDUSTRIES ....................... 243 
7.2.1 Licensed FDI Projects by Sector and Status ...................... 244 

7.3  ETHIOPIA’S FDI IN THE SERVICES SECTOR: OPENNESS, 
STRUCTURE, AND PERFORMANCE ....................................... 256 

7.3.1 Introduction .......................................................................... 256 
7.3.2 Ethiopia’s Service Sector Openness for FDI ...................... 257 
7.3.3 Ethiopia’s Openness for FDI in Services Sub-sectors ....... 258 

7.4  STRUCTURE AND PERFORMANCE OF FDI IN SERVICES 

SECTOR .................................................................................. 259 
7.4.1 Foreign Direct Investment Projects by their 

Implementation Status ........................................................ 259 
REFERENCES .................................................................................. 281 
ANNEX ............................................................................................ 284 

  



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ xii ~ 

List of Tables 
 
TABLE 1.1: GROWTH RATES .......................................................................... 6 
TABLE 1.2: GTP TARGETED GROWTH BY SECTOR AND 2016/17 ACTUAL .... 7 
TABLE 1.3: GROWTH DECOMPOSITION BY SECTOR ................................... 10 
TABLE 1.4: EXPENDITURE ON GDP (AS A PERCENTAGE OF GDP) ............... 22 
TABLE 1.5: MONETARY SURVEY .................................................................. 25 
TABLE 1.6: GROWTH OF FEDERAL GOVERNMENT REVENUE AND 

EXPENDITURE FROM 2010/11‐2016/17 ............................................ 28 
TABLE 1.7: GOVERNMENT REVENUE AND EXPENDITURE IN MILLIONS OF 

BIRR. ................................................................................................... 31 
TABLE 1.8: TRENDS AND PATTERNS OF EXTERNAL DEBT IN ETHIOPIA ....... 34 
TABLE 1.9: TREND OF THE THREE DEFICITS ................................................ 36 
TABLE 1.10: BALANCE OF PAYMENTS IN (MILLIONS OF USD) .................... 39 
TABLE 1.11: VALUES OF MAJOR EXPORT ITEMS(IN MILLIONS OF USD) ..... 43 
TABLE 1.12: VALUE OF IMPORTS BY END USE (IN MILLIONS OF USD) ........ 50 
TABLE 1.13: SHARE OF MAJOR EXPORT ITEMS ........................................... 54 
TABLE 1.14: SHARE OF IMPORTS ................................................................ 56 
 
TABLE 2.1: LIVESTOCK PRODUCTIVITY IN ETHIOPIA AND AFRICA (YIELD PER 

CARACAS WEIGHT) ............................................................................. 78 
TABLE 2.2:FOOD SECURITY STATUS IN ETHIOPIA (3‐YEAR AVERAGE) ........... 85 
TABLE 2.3: CEREALS IMPORT TO ETHIOPIA ................................................ 87 
 
TABLE 3.1: CONTRIBUTION IN THE TOTAL VALUE ADDEDBY SECTORS, 

SHARE IN % ........................................................................................ 92 
TABLE 3.2: THE STRUCTURE OF MANUFACTURING INDUSTRIES, OF 

SUBSECTOR IN VA,SHARE IN % .......................................................... 95 
TABLE 3.3: TRENDS IN THE GROWTH AND SHARE OF ENTERPRISES .......... 97 
TABLE 3.4: INVESTMENT IN MANUFACTURING INDUSTRIES, GROWTH AND 

SHARE IN % ...................................................................................... 100 



TABLE OF CONTENTS 
 
 

 
~ xiii ~ 

TABLE 3.5: EXPORT RECEIPTS, PERFORMANCE VERSUS PLANNED EXPORT 
EARNINGS ........................................................................................ 107 

TABLE 3.6: EXPORT RECEIPT TO IMPORT BILL FOR RAW MATERIALS ....... 109 
TABLE 3.7: IMPORT INTENSITY IN THE LMSMI, OVER 2009/10‐2015/16 . 111 
 
TABLE 4.1:BALANCE OF PAYMENTS IN (MILLIONS OF USD) ... ERROR! 

BOOKMARK NOT DEFINED. 
TABLE 4.2:VALUES OF MAJOR EXPORT ITEMS(IN MILLIONS OF USD)

 ................................. ERROR! BOOKMARK NOT DEFINED. 
TABLE 4.3: VALUE OF IMPORTS, BY END USE .. ERROR! BOOKMARK 

NOT DEFINED. 
 
 
TABLE 5.1: GLOBAL TREND AND ETHIOPIA’S STATUS IN EXPORT OF 

ROASTED COFFEE ................... ERROR! BOOKMARK NOT 
DEFINED. 

TABLE 5.2: COFFEE PRODUCTIVITY IN ETHIOPIA AND OTHER 
MAJOR COFFEE PRODUCERS (KG./HA) (AVERAGE FOR 
1993–2013) ........... ERROR! BOOKMARK NOT DEFINED. 

TABLE 5.3: PRICES PAID TO COFFEE GROWERS IN COFFEE 
EXPORTING COUNTRIES (US CENTS/LB) ................. ERROR! 
BOOKMARK NOT DEFINED. 

TABLE 5.4: PRODUCERS COFFEE PRICE INDEX FOR ETHIOPIA AND 
MAJOR COFFEE PRODUCING COUNTRIES (2004-
2006=100) ............. ERROR! BOOKMARK NOT DEFINED. 

TABLE 5.5: CHANGES IN EXCHANGE AND INFLATION RATES IN 
MAJOR COFFEE EXPORTING COUNTRIES ............... ERROR! 
BOOKMARK NOT DEFINED. 

TABLE 5.6: ESTIMATED LIVESTOCK POPULATION IN ETHIOPIA (IN 
MILLIONS) ............ ERROR! BOOKMARK NOT DEFINED. 

TABLE 5.7: LIVESTOCK PRODUCTIVITY IN ETHIOPIA VERSUS ITS 
COMPETITORS (AVERAGE MEAT CARACAS WEIGHT 
PER ANIMAL ....... ERROR! BOOKMARK NOT DEFINED. 



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ xiv ~ 

TABLE 5.8: HERD SIZE OF LIVESTOCK AMONG ETHIOPIAN 
SMALLHOLDER FARMERS ..... ERROR! BOOKMARK NOT 
DEFINED. 

 
TABLE 6.1: ROLE OF FDI AS SOURCE OF FINANCING IN ETHIOPIA ............ 186 
TABLE 6.2: DOMESTIC AND FOREIGN INVESTMENT PROJECTS IN ETHIOPIA 

BY STATUS OF COMPLETION (1992 ‐2018) ...................................... 191 
TABLE 6.3: REGRESSION RESULTS OF DETERMINANTS OF FDI ................. 216 
 

  



TABLE OF CONTENTS 
 
 

 
~ xv ~ 

List of Figures 
 
FIGURE 1.1: GROWTH RATES IN REAL GDP................................................... 3 
FIGURE 1.2: LEADING SECTORS IN GROWTH ................................................ 4 
FIGURE 1.3: TRENDS IN GROWTH RATES OF GDP AND SECTORAL 

COMPONENTS ...................................................................................... 7 
FIGURE 1.4: STRUCTURE OF THE ETHIOPIAN ECONOMY.............................. 9 
FIGURE 1.5: SHARE OF SUB‐SECTORS IN THE TOTAL VALUE ADDED OF THE 

AGRICULTURAL SECTOR ..................................................................... 13 
FIGURE 1.6: VALUE‐ADDED GROWTH OF SUB‐SECTORS IN THE 

AGRICULTURALSECTOR ...................................................................... 14 
FIGURE 1.7: CONTRIBUTION OF COMPONENTS OF THE INDUSTRIAL SECTOR 

TO GROWTH IN GDP .......................................................................... 16 
FIGURE 1.8: GROWTH OF THE SUB‐SECTORS IN THE OVERALL 

MANUFACTURING INDUSTRY ............................................................ 17 
FIGURE 1.9: SHARE OF SUB‐SECTORS IN THE SERVICE SECTOR IN 2016/1719 
FIGURE 1.10: GROWTH OF VALUE‐ADDED IN THE SUB‐SECTORS OF THE 

SERVICE SECTOR ................................................................................ 20 
FIGURE 1.11: TRENDS OF INFLATION FROM 2013‐2018 ............................ 23 
FIGURE 1.12: TRENDS IN MONEY SUPPLY ANDITS COMPONENTS ............. 26 
FIGURE 1.13: COMPONENTS OF GOVERNMENT REVENUE ........................ 27 
FIGURE 1.14: SHARE OF TAX, NON‐TAX REVENUE AND GRANTS FROM 

TOTAL GOVERNMENT REVENUE AND GRANTS ................................. 29 
FIGURE 1.15: SHARE OF CURRENT AND CAPITAL EXPENDITURE FROM 

TOTAL GOVERNMENT EXPENDITURE................................................. 30 
FIGURE 1.16: VOLUME OF EXTERNAL DEBT IN BILLIONS OF BIRR .............. 33 
FIGURE 1.17: THE SHARE OF EXPORT ITEMS FROM THE TOTAL EXPORT ... 45 
FIGURE 1.18: VALUE SHARE OF THE EXPORT BY DESTINATION CONTINENTS

 ........................................................................................................... 47 
FIGURE 1.19: VALUE SHARE OF THE DESTINATION COUNTRIES ................. 48 
FIGURE 1.20: SHARE OF MAJOR IMPORTED COMMODITIES FROM TOTAL 

IMPORTS ............................................................................................ 51 



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ xvi ~ 

 
FIGURE 2.1: PROGRESS IN GRAIN PRODUCTION BETWEEN 2013/14 AND 

2017/18 .............................................................................................. 61 
FIGURE 2.2: PROGRESS IN LAND AND LABOR PRODUCTIVITY BETWEEN 

2013/14 AND 2017/18 ....................................................................... 63 
FIGURE 2.3: PROGRESS IN CEREALS PRODUCTION BETWEEN 2013/14 AND 

2017/18 .............................................................................................. 65 
FIGURE 2.4: PROGRESS IN PRODUCTION OF PULSES BETWEEN 2013/14 

AND 2017/18 ..................................................................................... 65 
FIGURE 2.5: PROGRESS IN PRODUCTION OF OIL CROPS BETWEEN 2013/14 

AND 2017/18 ..................................................................................... 66 
FIGURE 2.6: CHANGES IN FERTILIZER USERS OVER THE PAST FIVE YEARS . 70 
FIGURE 2.7: INORGANIC FERTILIZERS APPLICATION ................................... 70 
FIGURE 2.8: CHANGES IN INTENSITY OF FERTILIZER USE ........................... 70 
FIGURE 2.9: NUMBER OF FARMERS USING IMPROVED SEEDS ................... 73 
FIGURE 2.10: AMOUNT OF IMPROVED SEEDS USED .................................. 73 
FIGURE 2.11: INTENSITY OF IMPROVED SEEDS USE ................................... 73 
FIGURE 2.12: PESTICIDE USE AMONG SMALL FARMERS ............................ 74 
FIGURE 2.13: ESTIMATED LIVESTOCK POPULATION OF ETHIOPIA ............. 77 
FIGURE 2.14: THE RELATIVE PERFORMANCE OF ETHIOPIA'S LIVESTOCK 

PRODUCTIVITY IN COMPARISON TO KENYA AND AFRICA. ................ 79 
FIGURE 2.15: AVERAGE PRODUCTIVITY OF DAIRY COW (2016) ................. 79 
FIGURE 2.16: VOLUME OF WHEAT PRODUCTION AND IMPORT (IN 

MILLIONS QT.) .................................................................................... 81 
FIGURE 2.17: WHEAT PRODUCTION AND IMPORT INDEX (1997/8=100) ... 82 
FIGURE 2.18: TRENDS IN WHEAT IMPORT BY ETHIOPIA (‘000 MT) ............ 83 
FIGURE 2.19: CEREALS PRODUCTION, PER CAPITA (QT/PERSON) .............. 86 
 
FIGURE 3.1: TRENDS IN EMPLOYMENT, GROWTH IN % .... 103 
FIGURE 3.2: FOREIGN PERSONS ENGAGED IN THE SUBSECTOR, IN 

2015/16(% OF TOTAL PERSONS) ...................................................... 104 
FIGURE 3.3: TRENDS IN VALUE ADDED, GROWTH IN % ........................... 106 



TABLE OF CONTENTS 
 
 

 
~ xvii ~ 

FIGURE 3.4: TRENDS IN CAPACITY UTILIZATION, IN % .............................. 113 
 
FIGURE 4.1: THE SHARE OF EXPORT ITEMS FROM THE TOTAL 

EXPORT .............. ERROR! BOOKMARK NOT DEFINED. 
FIGURE 4.2: VALUE SHARE OF THE DESTINATION COUNTRIES

 ............................... ERROR! BOOKMARK NOT DEFINED. 
FIGURE 4.3: SHARE OF MAJOR IMPORTED COMMODITIES FROM 

TOTAL IMPORTS .................... ERROR! BOOKMARK NOT 
DEFINED. 

 

FIGURE 5.1: COFFEE PRODUCTION TRENDS IN THE MAJOR 
PRODUCING COUNTRIES . ERROR! BOOKMARK NOT 
DEFINED. 

FIGURE 5.2: ETHIOPIA: COFFEE PRODUCTION AND EXPORT
 ............................... ERROR! BOOKMARK NOT DEFINED. 

FIGURE 5.3: COFFEE EXPORT (IN ETHIOPIA AND OTHER MAJOR 
PRODUCING COUNTRIES) (PERCENT OF TOTAL 
PRODUCTION) ERROR! BOOKMARK NOT DEFINED. 

FIGURE 5.4:  GLOBAL TREND IN COFFEE TRADE ........................ ERROR! 
BOOKMARK NOT DEFINED. 

FIGURE 5.5: AVERAGE PRICE OF ROASTED COFFEE IN 2013 
(USD/TON) ........ ERROR! BOOKMARK NOT DEFINED. 

FIGURE 5.6: PRICES PAID TO COFFEE GROWERS IN COFFEE 
EXPORTING COUNTRIES (US CENTS/LB) ............... ERROR! 
BOOKMARK NOT DEFINED. 

FIGURE 5.7: ETHIOPIA’S LIVESTOCK POPULATION AND ITS GLOBAL 
SHARE ................. ERROR! BOOKMARK NOT DEFINED. 

FIGURE 5.8: TRENDS IN EXPORT OF LIVE ANIMALS ................... ERROR! 
BOOKMARK NOT DEFINED. 

FIGURE 5.9: ETHIOPIA’S SHARE IN GLOBAL AND AFRICA’S EXPORT 
OF LIVESTOCK MEATS ......... ERROR! BOOKMARK NOT 
DEFINED. 



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ xviii ~ 

FIGURE 5.10. THE COMPOSITION OF EXPORT OF ETHIOPIAN 
HORTICULTURAL CROPS (2014/15) ......................... ERROR! 
BOOKMARK NOT DEFINED. 

FIGURE 5.11. TRENDS IN EXPORT OF FRUITS AND VEGETABLES, 
AND CUT FLOWER OVER THE PAST DECADE .... ERROR! 
BOOKMARK NOT DEFINED. 

FIGURE 5.12. TRENDS AND CHANGES IN EXPORT OF 
HORTICULTURAL CROPS (ANNUAL GROWTH IN FOUR 
YEARS PERIOD TIME) ............ ERROR! BOOKMARK NOT 
DEFINED. 

 
FIGURE 6.1: TRENDS IN THE SHARE OF MANUFACTURED EXPORTS 

TO TOTAL MERCHANDIZE EXPORTS, IN % .......... ERROR! 
BOOKMARK NOT DEFINED. 

 
FIGURE 7.1: CAPITAL AND LABOR INTENSITIES OF OPERATIONAL 

AGRICULTURAL FDI PROJECTS ......................................................... 225 
FIGURE 7.2: EMPLOYMENT AND AGRICULTURAL FDI PROJECTS .............. 227 
FIGURE 7.3: REGIONAL DISTRIBUTION OF AGRICULTURAL LAND 

TRANSFERRED TO FDI INVESTORS (N=453,803 HA) ......................... 228 
FIGURE 7.4: FDI BY MANUFACTURING INDUSTRIES SUB‐SECTOR, SHARE IN 

% ...................................................................................................... 247 
FIGURE 7.5: CHINESE FDI ENGAGEMENTS IN ETHIOPIA BY SUB‐SECTOR IN %

 ......................................................................................................... 249 
FIGURE 7.6: DBE CREDITS TO THE MANUFACTURING INDUSTRIES 

(2015/16), GROWTH IN % ................................................................ 254 
FIGURE 7.7: SERVICE SECTOR OPENNESS FOR FDI.................................... 257 
FIGURE 7.8: NUMBER OF LICENSED FDI PROJECTS (2000‐2017) .............. 260 
FIGURE 7.9: NUMBER OF OPERATIONAL FDI PROJECTS (2000‐2017) ...... 261 
FIGURE 7.10: NUMBER OF OPERATIONAL PROJECTS IN SERVICE SECTOR 262 
FIGURE 7.11: FDI PROJECTS IN SERVICE SECTOR BY THEIR 

IMPLEMENTATION PHASE ............................................................... 263 
FIGURE 7.12: TREND OF NUMBER OF FDI PROJECTS IN SERVICE SECTOR 265 



TABLE OF CONTENTS 
 
 

 
~ xix ~ 

FIGURE 7.13: NUMBER OF SERVICE SECTOR FDI PROJECTS ACROSS 
REGIONS ........................................................................................... 270 

 
Box 5.1: GOVERNMENT OFFERS HORTICULTURALISTS WITH MORE 

INCENTIVES      175 

 

 





 
 
 

 
~ 1 ~ 

Chapter I 
 

Macroeconomic Performance 
 
An overview 
Ethiopia had been hailed for its fast growth that was recorded over 
the twelve years since 2005. Nevertheless, the economy during the 
last two years has been challenged by incidence of drought, weak 
performance in export, and threat of high debt servicing. The year 
2017 has also witnessed sporadic social unrests triggered by, among 
others, sense of economic exclusion most importantly 
unemployment among the youth.   

In apparent move to improve balance of payments, the National 
Bank of Ethiopia tool a measure of devaluation of the Birr against 
US dollar. This was expected to be less effective given in particular 
the nature of Ethiopia’s exports which are largely primary 
commodities such as coffee.  

Despite the challenges, GDP in the country grew at a rate of 10.9 
percent in 2016/17. However, lack of structural change from 
agriculture and informal services to the manufacturing sector in 
terms of production, employment, and foreign trade remains to be a 
key challenge. Ensuring high growth in the manufacturing, 
agricultural transformation, fostering globalized services through 
improved trade logistics would critical. Lack of institutional 
transformation is believed to underline the core problems of 
ensuring structural transformation in the country.   

 



REPORT ON THE ETHIOPIAN ECONOMY  
 
 

 
~ 2 ~ 

1.1 Growth and patterns of structural change 
 

Official figures from theNational Planning Commission (NPC) 
indicate that real GDP in Ethiopia grew by 10.9 percent in the fiscal 
2016/17 despite the political uncertainty the country has faced since 
2015/16.  Although there is a slight downward deviation in growth 
compared with 11.1 percent growth envisaged by the Growth and 
Transformation Plan (GTP II), the performance is relatively better 
than the last five years average. This was mainly due to the 
expansion in the construction sector; recovery of the crop 
sectorfrom the effect of severe drought caused by El Niño in 
2015/16, a continued growth in the service sector lead by the 
wholesale and retail trade, and continued expansion in the 
manufacturing sector. The construction, crop, wholesale and retail 
trade, the manufacturing and public administration and defense 
sectors accounted for 8.5 percentage points (78 per cent) of the 
10.9 per cent growth in 2016/17.  
 
Ethiopian GDP measured at current market price stood at 1.7 
trillion birr in 2016/17. With an estimate of 93.4 million people, 
Ethiopia’s per capita GDP was estimated at 19,329 birr, which is 
equivalent to 862 USD at the official exchange rate1. 

                                                            
1 Average exchange rate in 2016/17, $1= Br. 22.1 
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Value-added in the agriculture sector has accelerated from its 
growth of 2.3 percent during 2015/16 to a rate of 6.7 percent in 
2016/17due mainly to recoveries in the crop subsector. In the year 
under review (2016/17), value added in the industry sector grew at 
a robust rate of 18.7 percent, though it is lower by 2 percentage 
points than   the base case scenario targets envisaged by GTP II. In 
addition, the 18.7 percent growth in the industry sector in 2016/17 
is lower than the 20.6 percent growth rate that had been recorded 
in the preceding fiscal year (2015/16).The declaration of industry 
growths is partly due to the weak performance in the mining and 
quarrying sub sector. 
 
The 3.4 percentage points (77 percent) of the 4.4 percentage points 
contribution of the industrial sector in the GDP came from the 
construction sector. The low static share of the manufacturing 
sector limits the contribution of the sub sector to the overall GDP 
growth despite the high growth rate (17.4 percent) in the value 
added observed in the sub sector.  
 
Value added in the service sector grew by 10.3 in the reporting 
fiscal year. About 4.0 percentage points of the 10.9 percent growth 
rate of GDP in the fiscal year was contributed by the service sector. 
That means, nearly 36.7 percent of the growth during the period 
was attributed to the growth in the service sector.  
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Table 1.1: Growth Rates 

Period 

A
gr

ic
ul

tu
re

 

In
du

st
ry

 

Se
rv

ic
e 

R
ea

l G
D

P
 

1991/92-2015/16 5.2 10.8 9.3 7.3 

Pre-SDPRP: 1992/93-1999/00 2.4 6.3 7.5 4.28 

SDPRP: 2000/01-2004/05 5.6 7.9 5.9 5.87 

PASDEP: 2005/06-2009/10 8.3 10.1 14.1 10.86 

GTP-I: 2010/11-2014/15 6.6 19.6 10.9 10.08 

2015/16 2.3 20.6 8.7 8.0 

2016/17  6.7  18.7  10.3  10.9  

Sources: NPC (2018) and EEA staff calculations 
 
The GTPII anticipated 11.1 of annual GDP growth rate in the fiscal 
year under review. In this regard, only service sector has showed 
percentage point margin above the targeted level, whereas, the 
performance of the agriculture and industry performed at slightly 
lower rates than the targeted level envisaged by the GTP II. All 
sectors need to grow at more than the respective target rates in 
the remaining three years to compensate for the shortfalls in the 
last two years and achieve the targeted base case scenario growth 
rates for the GTP II period.   
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Table 1.2: GTP targeted growth by sector and 2016/17 
Actual 

Sector 
GTP II Target 

(Base case scenario) 
Actual Deviation 

Agriculture  8 6.7 -1.3 
Industry   20.8 18.7 -2.1 
Service 10.2 10.3 0.1 
Real GDP 11.1 10.9 -0.2 

Sources: NPC (2018) and EEA staff calculations 
 
Figure 1.3: Trends in Growth Rates of GDP and Sectoral 

Components 

 
Sources: NPC (2018) and EEA staff calculations 
 
The slower performance of the agriculture sector in terms of 
growth while it has had the largest share in the GDP by volume 
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during unfavorable climatic conditions had an adverse impact on the 
growth of GDP for many years. Even the recent high growth 
performances were punctuated by adverse climatic shocks. The 
deceleration in growth of the economy in 2011/12 and2015/16 was 
mainly attributable to the weak performance in the agriculture 
sector. Nevertheless, agricultural transformation calls for fast and 
robust growth in other sectors mainly the manufacturing sector. 
Even though, in the last ten years, the industrial sector depicts a 
high growth path mainly due to expansion in the construction 
sector, value added in the manufacturing sector was not growing 
fast enough to compensate for its low base. The need for structural 
change calls for the overtaking of the manufacturing sector in 
leading the growth momentum. The limited institutional capacity in 
term of project management, and limited technological capability 
that causes the delay of mega industrial projects in the country is 
believed to partly cause the sluggish structural change in the 
country.  
 
In the year under review, the share of agriculture and service sector 
in GDP declined compared with the preceding years, while the 
industrial share increased. According to the newly revised data, a 
noticeable pattern that is observed in the structure of the Ethiopian 
economy during the first two years of the GTP II is that the share of 
the construction sector increased while that of the service sector 
declined. A healthy structural change may require that while the 
industrial sector expands so does the service sector. If both have to 
grow faster, the share of agriculture sector in the GDP should 
naturally decline not because it performs badly but because the 
other two sectors grow even faster. One reason for the decline in 
the share of the service sector while the industrial sector grows is 
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