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and large-scale industries are at best shadoyiy or arbitrary. And in practical terms,
the nature of the process of production of certain products requires specific scale of
operation. For example, it may not be logical to talk about the viability of small and
medium industries for iron ore smelting. The distinction of industries in terms of
size is only valid for functional and promotional purposes. Otherwise, the process
of industrialization and the efforts made towards this end must be seen as integral
parts of the development process of the national economy.

The main purpose of this paper is to show the state of small-scale industries in
Ethiopia and to point out some policy issues that may be relevant for the
development of these industries. The first part examines the state of small-scale
industries in Ethiopia using available information at the Ministry of Industry. The
second part tries to show the recent development trends of the sector. The third
part indicates the major problems and constraints the small-scale industrial sector is
faced with. The fourth part will be concerned with major policy issues to be
considered in the development of the sector in Ethiopia.

ll. THE STATE OF SMALL SCALE INDUSTRIES
IN ETHIOPIA

To start with, any attempt towards making a meaningful examination of the
small-scale industrial sector should consider the policy environment under which the
it had been operating in the past decade or so. Industrial development was pursued
along the expansion of large-scale public industries while the expansion of small-scale
industries was deliberately suppressed. In line with its socialist ideals, the previous
government issued laws and regulations which deliberately suppressed privately
owned small-scale industries. Investment was restricted to certain areas of activities.
Excluding building and land development costs, allowable private sector investment
in small-scale industries was no more than Birr 500,000. And a one-man-one-
license principle was in force. A number of discriminatory mechanisms in project
financing, foreign exchange allocation and raw material rationing were also applied.
The combined effect of this policy environment is obvious. Although it has not
been able to shadow the dynamism of the sector altogether, the policy instruments
of the past government have hampered the rate of development of small- scale
industries in the country. In fact, the misguided policy of the past has restricted the
domain of private initiatives only to small-scale industries, so much so that private
and small used to be identified as one and the same.

Before going into the assessment of the state of small-scale industries in
Ethiopia, it is necessary to indicate two problems faced while conducting this study.
In the first place, there is lack of current information about the small-scale industrial
sector, because there is no organized and consistent information gathering. The
information presented in this paper is largely based on the results of the small-scale
industries and handicrafts survey of 1984/85 conducted by the Handicrafts and Small-
scale Industries Development Agency (HASillA). Whatever fragmentary current
information is available has also been used.
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