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ABSTRACT
A STUDY ON THE TEND AND ROLE OF MANUFACTURING INDUSTRY IN THE
ETHIOPIAN ECONNOMY
BY

AMBACHEW MEKONNEN SISSAY

In the exploration of world development experience, industrialization is found to be the
pillar for the strength, the engine for the speed and the main way of the struggle against
poverty and towards economic development process. For this reason, many third world
countries have been trying to get into the road of industrialization mainly through either

import-substitution or export promotion strategy.

Ethiopia, a typical agrarian less developed country, has been struggling towards the
promising economic transformation or industrialization since the shattering of WW II. It
was tried to put into practice through the implementation of the above two alternative
strategies in different policy regimes. What were the trend, the contribution and the
international position of the sector in general and the manufacturing wing in particular
are the destinations of this study. To arrive to these themes, exploratory and descriptive
data analysis methods have been employed. The analysis consumes secondary data

collected from different sources and is verified by tabular and graphical illustrations.

The Ethiopian economy has been characterized by its agrarian ubiquity up to the present.

It contributes the largest share of GDP and employs the overwhelming portion of



population followed by the service sector. However, its industrial wing is
disproportionately at low level in all aspects of contribution. Meanwhile, the
manufacturing sub-sector is the main component of the industry. The manufacturing
production is highly dominated by light consumer goods in that food, beverage and

textile have the lion’s share from the total value added.

Different policy regimes with different development strategies, economo-political
systems and other conditions have resulted different industrial development achievements
in that the middle socialistic regime became detrimental while the present market system-
based regime becomes the finest of the three. The main weakness of the Ethiopian
industry lies on its reliance on imports for its production. The weak backward and
forward linkages within the sector and among different sectors of the economy are at the
core of its vulnerability for external shocks on one hand and unable to support the other

sectors of the economy on the other hand.

The Ethiopian industrialization could be characterized by its tortoise nature while that of
the Republic of Korea resembles to the move of rabbit. Hence, comparing the distance
moved by tortoise and rabbit within the same period and condition could be explained as
the unwisely comparison between rat and elephant. Rather, the comparison helps us in
identifying the causes of the divergence in economic performances and the lessons that
could be drawn from Korean fast industrialization experience as explained in the main

text.



For many reasons, the Ethiopian economy needs very close attention to direct it to its
healthy and balanced growth in general and the rapid industrial take-off in particular for

the coming two decades.
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CHAPTER ONE: INTRODUCTION

1.1 Background

In the history of globa development, industrialization is considered as the most important
role player. For this reason development and industridization are used interchangeably
by scholars and ordinary persons. This idea is emanated from the world experience in that
al advanced nations had achieved their development goals through industrialization.

Consequently, it is viewed by most developing countries as their chief development

draegy.

Most Third World Countries are committed to transforming or changing their rural-based
agricultural economies to urban-based industridization. Developing countries desire
industriaization because they redlize that it is inextricably linked to development and that,
historically, industridization has been the only path to development. Countries that are
categorized today as developed have al gone through an industrid revolution. Indeed,
there is amost no country that one would be prepared to call developed that has not gone

through an indudtrid tranformation. (Chandra, 1992, p. XV1).

Ethiopia, as one of the least developing countries, has been laggard in the economic
development arenafor long time. A typica agrarian nature characterizes it in that most of
the people are employed in and huge portion of the GDP is originated from this sector.

On the other hand, the progress on the industrial sector has been anticipated to induce



radical changes on the living standard of the impoverished Ethiopian people. For this
developmental objective, different governments have followed different strategic paths.
All the strategies and policies were pursued for the purpose of improvement in the
performance of the economy as a whole and the industrial sector as a promising one. The
impacts of these distinct development strategies and policies are the areas of interest in
this thess. What have been the trend and the contribution of the industrial sector in
genera and the manufacturing sub-sector in particular are the focuses of my paper. The
paper examines also the position of Ethiopian industry with respect to that of the
Republic of Korea. Different aspects of the study are treated here under as specified in

the statement of the problems and objectives.

1.2 Statement of the Problems

The traditional ways of production in the agricultural sector associated with the ever-
rising population cause the living standard to fall down in LDCs. Further more, the under

development of the industria sector does not enable it to contribute its potential

Importance in employment generation aswell as commodity production.

Ethiopia could be the best example in this regard, in which the economy is highly
dominated by its agrarian nature. Mot of the people are engaged in the traditional sector
paticularly in smal holder farming and the industry has been stagnant at its

underdevel opment stage for decades.



To address these fundamental economic problems, the three successive governments
have been trying to change the situation within their respective policy regimes. With
respect to the industrial development in Ethiopia, the following problems have paramount
importance:
1.2.1. What have been the impacts of different industria development
drategies on the trend of the sector?
1.2.2. How much was the influence of the governmentsin the process of
indudridizetion?
1.2.3. What has been the contribution of the indudtrid particularly the
manufacturing sector?
1.2.4. What would be the position of Ethiopian industrid sector compared
to other countries?
1.2.5. What problems have been detected? and

1.2.6. What can we learn from other countries experiences?

Hence, this paper attempts to ook in to the trends and contributions of the manufacturing

industry by underteking the study a nationd level.

1.3. Objectives of the Study

The above-identified problems give rise the following specific objectives of the paper.

1.3.1. To evduaethe effects of different industrid development Strategies

and policies on the expanson of the sector



1.3.2. To andyze the growth trend of the industria/manufacturing sector
1.3.3. To assess the multidimensiond cantribution of the sector
1.3.4. To derive important lessons from other indudtridlization experiencesin

relation with the detected problems.

1.4. Data Source and Methods of Analysis

To succeed the above stated objectives the paper basically relies on the performances and

achievements of dl scaeindudtria establishmentsin the country.

1.4.1. Type and Sour ces of Data

The data that | employed in the process of writing this paper is fully a secondary one. Itis
collected from different sources including CSA documents of successive years, books
written by different intellectuals, annual reports of NBE, documents of MOTI, Prime
Minister’ s and MEDaC offices, and other secondary sources. More or less the data covers

for the period snce the early 1950s.

1.4.2. Methods of Data Analysis

In order to visuaize the above- mentioned objectives on the face of the statement of the
problems, exploratory and descriptive data analysis techniques are employed. In that,
percentage changes, growth rates, ratios, absolute values and indices are incorporated.

The rdevant data are mogtly presented in tabular forms and graphicd illugtrations.



In the analysis, the trend and regional distribution of industrial establishments, inter- and
intra-sectoral  structural  transformation  of the economy, contributions of the

manufacturing sector to GDP, employment and export are examined. More over, the

industriaization process in Ethiopia has been contrasted to that of Korea, relying on basic

macroeconomic and sectord indicators.

1.5. Significance of the Study

The sudy

1. helpspolicy makers to see the impact of different alternative strategies on the
industrid development.

2. may give clear understanding about the Situation and the position in which our
industrial performance has stayed enabling the responsible body to make a
plan conscioudy.

3. enables to understand the productive nature of the sector in genera and the
most promising manufacturing branches in particular as the basis for the

designation of gppropriate policy insruments.

1.6 Limitation of the Study

The study is limited to the trend, contribution and international standard of the

manufacturing sector ignoring the other parts of the industrial sector. Further more, the

shortage of data renders the study to confine within short period assessments for few



topics. The paper is not exhaustive in every aspect, rather it focuses on the man

characterigtics of the economy and the sector, and problems confronting the sector.

1.7. Organization of the Paper

The paper has six chapters. The first chapter gives genera introduction to the readers.
Chapter two is literature review providing theoretical ground for better understanding
about the subject matter. Chapter three deds with the growth trend of the industrial sector
while its contributions are treated in chapter four. Chapter five compares the Korean
versus the Ethiopian industrial performances. Within it, the chapter partialy discusses the
causes for the economic divergence between Korea and Ethiopia; the observed problems
and the lessons that can be drawn from Korea are aso treated. Findly, the last chapter

condtitutes summary and condusion of the study.



CHANPTER TWO: LITERATURE REVIEW

2.1. Concepts of Economic Development

Economic development is a process by which human econonic circumstances change
over time. It has a speciad immediacy because it grapples with human misery, poverty and
disease, as well as the attempts to correct them. Economic development is dependent on
the choice of alocating scarce resources such as land, labor, physical and human capital,
technology and entrepreneurial ability. The basic concerns of economic development are
the achievements of production efficiency through which the available resources could be
utilized fully and efficiently, and allocative efficiency by which the best choices for
utilizing them are made-no over emphasis or under emphasis on different forms of
production. More over, economic development considers the continuous growth in
quantity and quality of resources (Hogendorn, 1995, p.1-2). The ultimate goa of
economic development is to improve life. Despite the goal seems clear and precise; it
encompasses a wide range of requirements such as provision of food, shelter, clothing,
utilities, living environment, health care, education, and so forth with unlimited
improvement in content and extent. The process of achieving this is a complicated
challenge. It involves a spectrum of different and dternative paths concerning sectoral
emphasis, avnership structure and means of coordination, production mechanisms and
others. However, the emphasis on sectoral and systematic transformation is probably the
most important of these. Among the important examples of transformation, the shift in

production from agricultural commodities and mineras ("primary products") to industrial



out put, the movement from small-scaleto large-scae production and marketing are at
the top. Hence this review discusses the basic issues related to industrialization process

and its effects on economic development.

2.2. Essentials of Structural Changefor Development

The process of a country becoming more developed, of getting on the path
to development and away from the path that reinforced a lower level of
growth and progress, however, is not smply about the efficient allocation
of existing resources within a given ingtitutional regime. It is not Smply
about maximizing utility or profits within constraints of what is currently
given to that society from the past. Rather, development is fundamentally
about regime change and about the search for an optimum growth path, or
a least one that is superior to the existing allocation of resources and
currently efficient levels accompanied by the changing institutional
patterns and organizational structures necessary to support such a dynamic
process of change. To get a country on the road of development very often
does require a 'legp-often a quite substantia one-away from the past
structures. Marginal modification of the economy and society simply may
be insufficient to propel the economy and society forward in the needed
new direction and on a higher path in the future. For the less developed
nations, development compels them to undertake substantia quditative
structural change; the future cannot be, for the poor nations, just an
extension of the past. The past and the path-dependent nature of its weight
on the present, is precisely what has made these nations poor is what needs
to be transcendent. (Cypher and Dietz, 1997, p.15)

The above idea injects the need for a number of mgjor structural changes and patterns
asthe characteristicsof successful development processes. These are shortly introduced

asfollowsto suggest the nature of quditative changes required:
i) Industrialization: Economic growth and development is strongly associated
with an increasing share of a nations output and labor force engaging in the

industrial especidly in the manufacturing, activities. In the process as the leve

of production increases, the fruits of higher productivity can be shared by



workers and owners, production methods become relatively intensive in the use
of knowledge- human capital and physical capital accompanied with the rising
share of urban population compared to therurd agricultura popultion.

ii) A decreasein therole of agriculture: Pardld to the expansion of the industrial
sector of the economy is a decline in the share of the labor force employed in
agriculture and of rura population since technological progress and labor
productivity tend to lag in the primary (agricultura) sector. But, over time,
output per person in the agricultural sector approaches the level reached in the
indugtrid sector in successful sructurd change.

iif) Change in trade patter n: Cypher and Dietz arguethat successful development
is aimost dways marked by the maturation in the structure of trade, as a limited
range of primary exports is replaced by both greater diversity of exports and by
an export mix that evolves from traditional, primary products toward simpler
manufactured and non traditional primary exports and ultimately toward more
complex commodity exports. Consequently, manufacturing exports typically
come to dominate the export profile of moredeveloped nations.

iv) Increased application of human apital and knowledge to production: The
increase in labor force productivity, so that incomes and the living standard of
the population can be raised, is achieved partly, but quite importantly, through
human capital accumulation, via both forma school process and 'learning-by-
doing'. Increase in productivity is aso a consequence of an expansion of the use

of more physica capital and increased rates of capital accumulation that



embodies more advanced technology and knowledge that can make the labor

input more efficient.

Emphasizing on human and physical capital accumulation and technology to
increase the labor force productivity, we shall stress again and again on the
essential complimentarity of human and physical capital accumulation. They are
aso urgent for the less-developed nations to not only tap into the existing pool
of world technology but aso of developing over time an autonomous
technologica capacity.

V) Industrial change: Economic growth and development requires new
organization such as banks, stock and bond exchanges, insurance companies and
others. The role of government must change not to thwart private initiations but
to facilitate them by providing socia infrastructure of roads, ports,
communications, water, electricity and other powers. Further more, it is required
to enforce the rule of lans and defense of property rights as its fundamental

tasks. But ingtitutional change runs deeper to include basic vaues and

motivations within which businesses must be operated with more attention to
efficiency and profitability in a more competitive and open atmosphere (Ibid,

p.14-17).

In spite of the fact that the explanation focuses on few important factors, these are not

the only structural changes that less developed nations must accomplish if they wish to

make progress toward development. Others such as changes in macroeconomic policy

10



and the roles of the state in a broader context that attend the process of becoming

developed are dso important foca points.

2.3. Indudtrialization and Development

According to Kidy, industriaization can be defined in three ways Firs as "the
production of al material goods not grown directly on the land", or second as the
economic sector comprising mining, manufacturing and energy. Most interestingly, the
third definition sees industry as "a particular way of organizing production and assumes
there is a constant process of technical and sociad change which continualy increases
society's capacity to produce a wide range of goods' (p.3). In the same manner, Chandra
defines indudtridization as it refers to an increase in the share of GDP contributed by the
manufacturing sector. It is a process that involves a change in the structure or make-up of
the economy. It is necessary for the manufacturing sector to increase its relative
importance in the economy more rapidly than other sectors. He says aso that
manufacturing is a subgroup within the industrial category. It refers to activities that
transform or combine materias in to new products to make them more valuable or useful,
in terms of money earned form them. It includes both factory-and nonfactory-based
activities. (p.5-6). In general, industrialization is regarded as a total process that increases
the production of goods and services in an unprecedented occasion This is the reason
that justifies the close link between industridization and development. However, the
notion of industrialization for development is not growing without any objection. There

are debates around the relation between indudtridization and devel opment.

1



2.3.LArgumentsfor Industrialization

The argument for industrialization revolves around Kitching s (1982) view of " if you
want to develop, you must industrialize”. Such a view was common amongst theorists
and practitioners of development in the 1950s and 1960s. Walt Rostow (1985) argued
that the transition from a traditional to modern society could be described legitimately as
arise in the rate of investment to a level, whichregularly, substantially and perceptibly
outstrips populationgrowth. Kitching's idea shares, if not exactly the same, the view that
progress and development are desirable goals, and the most effective way to achieve
them is promotion of industria growth. To summarize Kiey's explanation, Kitching's
case for indudridizationis based on threeprincipa arguments
i) Agricultural production comes up againgt definite limits because of low-income
elasticity of demand for agricultural (food) products. This point of argument rests
on the potential effect of income-indastic nature of agricultura products in the
terms of trade (TOT). TOT can be potentialy deteriorated for agrarian products as

against industrial products. Consequently, agrarian producers pay relatively more

for their imports than the amount they receive for their exports. Therefore, to
maintain this exchange, agrarian economies would have to 'run faster' for their
tortuoudly growing living standard. So, in the rea world, where massive surpluses
of cheap food exig, it is not viable for nations to try to rely solely on the basis of

agriculturd production.



There may dso be political motives in the drive to industridization to decrease
the dependence on foreign suppliers and to build military capacity. So, it seems
that there is an "economo-poalitical” logic, which suggests that the rulers of
agricultura economieswill try hard to indudridize them.

i) Economies of scale exist in mass production. Economies relied on investment in
large scale capital intensive technologies have greater opportunity to decrease the
unit cost of the production as the volume of output increases- large is efficient
principle. The primary reason why unit costs are likely to decrease is that |abor
productivity is intengfied as technologica innovation increeses.

iii) Externa economies arise from the spatial concentration of industry in urban areas
such as access to infragtructurd facilities, suppliers and establishmarket.

iv) In addition to the above arguments, Kiely concludes the existence of significant
correlation between industrialization and development. If one accepts that
development is primarily about increasing productivity, output and incomes, then
there is a close connectiontin deed, a causa one-between industriaization and

development (p.6-9).

2.3.2. Indudrialization and I ts Critics

The critiques of the industrial led orthodoxy are categorized under the three broader ideas

againgt industrialization These ideas emanate from anaytical conceptions and practical

experiences. The critiques include those from anti-development, populist aternatives and,

agency and indudtrid drategy daims.

13



i) Critique from the anti-development side is based not only on the rejection
of industridization, but also the notion of development, progress and
growth. Theseare highlighted asfollows

a. Some writers argue that the very idea of development is a form of
cultura imperialism to project the American model on the rest of the
world through which a set of values is imposed onto cultures that are
misrepresented as backward. Indeed, a centra argument of anti-
development theory rests on the notion that industrial technology has not
liberated the people of West; so, it is hardly likely to liberate people in the
rest of the world.

b. Anti-development writers stress that the optimism of modernizers is
misplaced. The world industry has brought new socia problems, socia
inequalities and environmenta destruction. Contemporary concerns over
globa warming and the partia destruction of the Ozone layer are
intensified by theindustrid pollution.

c. GNP figures that do not account for wider measures of socid
development, such as income distribution, literacy rates, life expectancy or
environmental destruction, which tend to be neglected in the pro-
industrialization argument, cannot justify the seemingly high account of
industrial production toward development. Development has to be
measured by basic universal needs provison termed as * Seer’ s SiX criteria

of development' including income for food and hedthcare, employment,

14



income distribution, education, political participation and belonging to a

nation of true independence.
i) Critique from ‘ populism and anti-development’ rests on the opposition against
industridization and large-scale production in the name of small-scale individua
enterprises. Their critique is rooted in the social consequences of industrialization
in early 19th century Europe and Britain in particular. Writers such as Owen and
Proudhon criticized the inequalities both within and outside of the factory, and the
dehumanization of the modern urban life by contrasting peasants on one side, and
atisans in the pre-industriadl age, where work was far more independent of
hierarchical management and unskilled division of labor, and communities were
based on more personal and human socia rektionships, on the other side. They
wanted to preserve small-scale peasant production based on a relatively equd
distribution of private property, in which each farmer would trade with each other
in a system of laissezfair-type perfect competition. Other writers also reinforced
this idea by taking the Russian case of destruction of a more organic community
and a more humane modernizing process by the modernizing influence of large-
scale industry as an inevitable process. In this sense populism, thus, refers to the
fundamenta belief that “ amal is beautiful” , (Schumacher, 1973).
Iii) The ILO, as a neo-populist and agency, argued the case for labor-intensive
industriaization and development as it would provide employment and create
demand for the products. The ILO, therefore, put forward for small- scale industry

and agriculture with focus on greater equality of distribution as a necessary means
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of achieving development-expanding demand for labor -intensive products. (1bid,

p. 9-17)

2.3.3. Compromisng and Commerts on the Arguments

The idea of introducing industriaization to the agrarian economies is reasonable if the
objective is to improve the provison of goods and services, and thereby the living
dandard of the mass. As dated in the pro-industridization points of argument,
agricultural  products are by their nature, income-inglagtic. So, the concept of
specidization according to the static comparative advantage would lead for those poor
agrarian to remain agrarian and poor forever while those that engaged in the production
and provision of industrial products could grow continualy. For the eradication of
poverty, one has to transform his economy towards industridization beginning at the
smpler and labor-intensve small-scale industry and then to proceed steeply towards

mechanization, and increasing technology and knowledge intengity.

Industrialization should not be perceived to be stagnant at ‘ ever-amadl-scae’ for any
reason. Making the society equally poor should not be the way to prevent the challenging
questions of inequdity, culturd imperidism, environmenta concerns and
dehumanization. Rather, the solutions to the sanctions of industrialization could be found
through the application of the process accompanied with complimentary equity
mechanisms. The two extreme principles of “large is efficient’ of Kitching and “ smdl is

beautiful” of Schumacher seem unlikely to work for the achievements of the stated wider
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objectives of development. Industrialization should be accomplished and preceded in
conformity with the prevailing situation of a nation. Rather, it should be evolutionary by
passing, in most cases, through the three stages of sequential industridization. If the
country is at the low level of capitdization and skill, it should not set on directly at large
scale. It is unpaatable and uncomfortable for the efficiency and management practices.
On the other hand, a nation should not insist at stagnant and fragmented small-scale firms,
which would not be enabling to regp the benefits of economies of scale, and

technologica innovation and advancemen.

The distribution question of anti-industridization and the tendency of pro-
industridlization argument to suggest that industries should be concentrated in urban
areas for the purpose of acquiring external economies are quite contradictory. However,
the two objectives are sound. But their suggested ways of achieving them look ignorant
of one another. These objectives, reducing inequality and access for externa economies,
lead us to think about the middle ways of compromising. This compromising aternative

could be based on the concept of ‘ balanced growth strategy. By balanced growth, | mean
that rura industrialization with increasing access to rura infrastructure, rather than

killing one for the conspicuous life of the other.

The socia development criteria of development that tends to deny correlation between
industrialization and development is redly flawed. It is well known that socia
development criteria are dso in a relatively better quality and coverage in industriaized

than less-developed countries. The illiteracy and infant mortaity rates are low in

17



industrialized countries. If they would be taken in to development account, in addition to
high level of GNP, with no doubt, those are industrialized countries that could come at

the top of the list. Therefore, the critique that tends to say no correlation between

indudtridization and development is unrediigtic and quite ungrounded.

The environmental pollution and degradation need to be addressed despite not through
closing the door for industridization. For that matter, this problem always exists on both
faces. If countries are not required to transform their economy towards industrialization,
they have to degrade natural resources by engaging extensively to primary production as
the main route of struggling to survive. On the other hand, if they do it, pollution and
globa warming consequences of industrialization are inevitable. This* no-way-to-escapé

confrontation of environmental deterioration suggests the great concern of environmental
protection mechanism to be addressed in another way. Furthermore, industrialization
does not lead to the collapse of peasant farming. It could be one part of the economy in
varying degree in its contribution over time and across countries at different levels of

developmen.

These ideas of compromising and comments are consistent to the Kiely' s conclusion that

Sys

Growthbased theorists in the 1950s and 1960s made powerful case for al
nationstates to industrialize. These views were chalenged from the late
1960s as industrial development failed to aleviate poverty in much of the
world. This paved the way for a number of aternative development
srategies, which focused on fulfilling basic needs and social development,
rather than smply increasing industrial output. Kitching showed that such
strategies were far from origind and were smilar to populist and neo-
populist strategies in 19th century Europe and 20th century Russia. His
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theoretical case for industriaization-based on the limitation of agriculture
and the efficiency of economies of scaleremains powerful argument in
favor of the proposition “ in order to develop, you must industridizé’ . (1bid,
P. 20)

2.4. Indudgtrial Stagesand Strategies

Industrialization can take place in different countries through different routs depending
on the prevaling condition of a nation. The careful planning and choice of the
appropriate style of industrialization reflects the issues of sequential and non-sequential
industrial strategies. Hence, the industrialization of an economy would pass through a

series of Sagesthat could be either sequential or out-of-sequence.

2.4.1. Sequential Indudtrialization

In  sequentid indudtridlization, an economy would thoroughly examine its
industridization potentials with particular reference to the state of the economic
indicators and general sociopolitical circumstances before choosing the specific types of
indugtridlization activities. The considerations mainly include an economy s supply-side
indicators (such as resource acquisition, infrastructural development, type and skill of
labor force, geography, climatic conditions and environmental disposition), and demand-
side factors (like size of population, per capita income, market for goods, as well as its
state of development). Thus a relatively unindustrialized LDC that is seeking to follow

the sequentia pattern would typicaly begin with the establishment of light industries
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(stage 1), then proceed with manufacturing industries (stage 2), and finaly go into
heavier industries as the economy matures. So, sequentia industridization typically

involves three stages. Ordinarily, these stages could be evolutionary; that is the lower

stages could smoothly evolve in to the higher one, thereby facilitating a more conducive

and supportive peth to indudridization.

Stage 1 sequence of industridization involves the establishment of industries that are
closdly alied with the primary sector of an economy to satisfy the demand for the
necessities of life rather than for other needs. These are likely to be in the class of light
industries including activities like food processing, light textile manufacturing, housing,

furniture, and mining and related extractive indudtries.

Stage 2 sequence involves a higher industrial level subsequent to stage 1 resulted from
therisein per capitaincome, pushing the demand for consumer durables to increase. This
stage includes the engagement towards the production of stable consumer durables ke
radios, sewing machines, bicycles, wares and utensils, plastic products, and leather goods.

At this stage the economy is said to enter the phase of manufacturing industries

deve opment.

Stage 3 sequence is characterized by the economy’ s significant and stable growth,
infrasructural adequacy, industrial expansion and rising government revenue from the
broadened tax base. In this stage, heavy industries whose out put would be supportive of

the existing industries appear and are supported by the well-developed infrastructural



facilities coupled with effective demand from the population. This stage is associated
with industries that produce spare parts for machinery and equipment, industria

machinery, televisions, refrigerators, automobiles, and vehicle assembling. This indicates

a highly industrialized and relatively mature economy. (Ezeala-Harrison, 1996, p. 188

190)

24.2 Out -of - sequence Industrialization

Despite the theoretical format is regarded as that of explaned in sequentia
industridization, it does not mean that every country must necessarily pursue its
industrialization goals by following the sequence. Indeed, countries could pursue their
industridization efforts out of sequence based on certain politicd and ideologica
considerations. The genera conditions under which an economy may carry out a norn
sequentia industrialization program are abundance of mineral endowments that enable to
edtablish large-scale industries like refinery or mineral smelting, pursuing export oriented
strategy of development, secured high domestic demand and threshold and the lack of

necessary materids (particularly to come back to stage 1). (Ibid, P. 190-191)

24.3 Import-Subgtituting Indugtrialization

Import substitution strategy is the emphasis of most LDCs. Chandra (1992) emphasized

on three reasons why developing countries prefer to adopt import-substituting strategy

rather than producing for export. First, they wished to become self -sufficient by getting
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the chance to reduce their dependence on developed countries by relying on domestic
markets and building an indigenous technological capacity. Second, export production is
not feasible because of the inability to compete with established producers. Third, import-
substituting industrialization (1SI) allows them to foster the growth of industrial activities
by national entrepreneurs. (p. 95-96). ISl involves an output mix and choice of techniques,
many of which tend to conflict with other development objectives involving largely to
sarve the high-income groy within the highly unequa income distribution but not to
serve the greater economic growth and development needs of the wider society and its
people. It involves the establishment of industries that produce consumer goods in
substitution of imports with the rationale to industrialize from the top to down ward

through the home replacement of imported manufactured goods.

Various technica and logistic factors caused the ISl drategy to fal to promote
indugtridization in LDCs. The main factors that cause the failure are foreign exchange
congtraint, low per capita income congraint, foreign dependence (for raw materials,
skilled labor force, managerid expertise, and finance), economic inefficiency
(misallocation of resources out of the sector in which the nation is comparatively
advantageous) and technological inefficiency (due to absence of competition and high
protection). The combination of these problems has helped render the 1Sl dtrategy

ineffective in most LDCs that adopted it. (EzedaHarrison, 1996, p.191 - 194)



2.4.4. Export -Promotion Strategy

The strategy of export promotion industrialization (EPI) becomes an attractive alternative
of ISl as it becomes obvious that the IS strategy is a failure. EPI emphasizes export
substitution that is the LDC can substitute industrial manufactures finished and semi
finished for primary products and raw materials in its export produce. The export-
orientation would be a dant toward the LDCs nontraditional exports such as processed
primary products, sami -finished manufactures and manufactured light industrial products.
The EPI approach smply amounts to sequential industriaization program. (lbid, p. 194).
This strategy needs so many policy changes. Chandra (1992) summarized the set of
policy changes used to achieve export orientation in the Third World as it includes
exchange rate adjustment, active search for market, open trade policy, provison of
foreign exchange, risk protection, discriminant tax and duty benefits, tax reductions,
provision of export processing zones, government intervention in labor market, relaxation

of laws, and privatization of Sate activities-al in favor of export production. (p.100).

2.5. The Role of Indugtrialization in the Process of Economic Development

Rather than its general connotation of an avenue for producing a wider variety of
products by application of modern technology, industrialization is viewed primarily as a
means of improving a poor country’ s employment conditions and living standards.
Pursued in the spirit of this depiction, industrial development of an LDC must be closely

interwoven with the development of al other sectors of the economy, especialy



agriculture. The potential of industriglization in LDCs economic development is immense.
According to Ezeda-Harrison, the most important aspectsinclude:

1. Employment : Industrial development would create considerable employment

avenue for the bulk of the labor force, skilled and unskilled. This would raise
incomes, savings, and demand for goods and senvices, and would lead to higher
economic growth. A high rate of stable industrial employment would enable an
LDC to overcome the condraints of the vicious circle of poverty.

2. Market for primary products: Industrialization would provide a steady market
for agricultural primary products that the industries would require as raw
materials. Such a stable market would trandate to stable incomes for the greater
proportion of the LDCs population that are engaged in agricultural employment.
Thiswould enable aLDC to overcome this aspect of some of the problems of its
agricultura sector.

3. Foreign exchange: The export of manufacturing goods would earn foreign
exchange that is needed for promoting the further economic development of the
country. Furthermore, as the economy satisfies its demand for manufactured
consumer goods from its loca indudtries, it conserves scarce foreign exchange
that would have gone into their importation.

4. Living standards: Industrial production is a source of varieties of consumer
goods that enable the population to attain improved economic and socia well

being.
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5. Greater economic and social stability: Industriaization promotes a greater

sense of confidence and less socia tension in society, leading to more stable

politica systems. (1996, p. 187)

2.6. Reasonsfor Indudtrialization in the Third World Countries

The relationship between industrialization and development is surprisingly varied and

many reasons have been put forward to explain why Third World Countries are so

committed to industriaization. Important reasons for industriaization have been outlined

above under its contribution in the process of development. However, for better

understanding, we ought to refer to some of the details with respect to Third World

Countries. Chandra explains further some of the principa aguments asfallows

1.

Industrialization is seen in the Third World as necessary because of its historical
association with development. Because of the absence of any other
demonstrable model of development, historically, it is taken for granted that
development entailsindustridization.

Industrialization is also favored by developing countries because they have
exhausted the possibilities of agricultural development and because prices of
agricultural products have fluctuated widely in the past. These prices have dso
not kept pace with the prices of manufactured goods. In other words the terms
of trade for agriculturd commodities have been deteriorated.

In addition, as income increases, there is no proportionate increase in the
consumption of agricultural products; that is, the income-elasticity of demand

for agricultural products is low, reducing its long-term developmental potential.
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On the other hand, manufactured goods have a higher income eastic demand.
Moreover, many agricultural products are facing more problems of reducing

consumption due to changes in lifestyle such as reduced consumption of sugar
and related products, or from the rise of synthetic products.

4. Even, when manufacturing is not seen as an dternative to agriculturd
development, it is encouraged because it compliments the agricultural sector.
Most developing countries are agricultural societies. The development of
manufacturing can help the agricultural sector in many ways. The processing of
agricultural commodities, which is part of manufacturing, increases the income
of a country because the more processed a commodity is the higher is its value.
The United Nations Conference on Trade and Development has estimated that
further processing of agricult ural commodities exported by developing countries

could increase their income by at least 50 per cent.

Manufacturing also encourages efficient forms of production and marketing in the
agricultural sector, provides agricultura inputs such as machinery and fertilizer, and
improves the availability of food items by making them available as processed
foods. Food processing can adso eiminate the problem of marketing glut by
providing an outlet for excess production. Further more, increased industrialization
can improve the bargaining position of regiona states and national governments
because processing makes commodities less perishable. Manufacturing can aso

help the agricultural sector by absorbing labor from the rural sector, thus enabling
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the mechanization and rationalization of agriculture. A degree of mechanization is

essentid for increasad agricultura productivity.

5. The populations of most developing countries are increasing rapidly.
Employment generation has not kept pace with population growth, and
unemployment and underemployment are high and increasing. Manufacturing
has been seen as a major source of additional employment. Thisis especially so
as the traditional sources of employment, such as agriculture, mining, services
and congruction, have become employment saturated. Manufacturing does
provide for a reasonably high proportion of the employed labor force in many
developing countries, but many critics of Third World industriaization policies
have argued successfully that the highly capitd intensve nature of
industrialization has diminished its contribution to the reduction of
unemployment and underemployment. These critics suggest the importance of
[abor- intensive industridization rather than more of capital intensive in the face
of tackling the unemployment problem.

6. Manufacturing is also favored as a development strategy because of its efficient
use of land resources. Agriculture is an extensive user of land, which is a finite
quartity.

7. One of the important development goals of developing countries is to evolve
into integrated societies both economically and spatially. A society with a sense
of shared identity, and one closaly knit together, is more likely to succeed in
development than one without these attributes. Industrialization promotes

national integration. Manufacturing involves a large number of transactions
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(farmers sdling raw materials to wholesalers or manufacturers, who sell to
wholesalers after processing; manufacturers purchasing eectricity, lega
services, communications and so on) both within the country and outside it,
which helps to develop stronger and greater links. The greater the degree of
linkage, the greater is the interdependence and the possibility of building a
goatidly integrated society.

8. Indudtridlization is also seen as having the potential to save and earn foreign
exchange through import-substitution, and then export promotion after
entrepreneurs had acquired the necessary expertise and met domestic demand.

9. Many Third World governments pursue industrialization because they wish to
reduce their technologica dependence on the developed countries. Technology
is the chief basis of economic production and, in particular, of increasing
productivity.

10. The most powerful countries of the world are also the most industridized. This
is not coincidence-rather the two are closdly related. Many Third World
countries, such as Brazil, India, China and Israel are al conscious of the
military role of industridlization. This is especidly borne out by ther
commitment to large-scale heavy industry and now, increasingly, to the

development of advanced dectronics. (1992, p. 1-4)

It is for these varying reasons that industrialization has such appeals and dlicits with such

grong commitment from Third World planners and paliticians.
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CHAPTER THREE

THE GROWTH TREND OF INDUSTRIAL SECTOR IN ETHIOPLA

3.1. Higtorical Overview of the Ethiopian Economy and the Industrial Sector

3.1.1. Short Review of the Core policy issuesin the Three Successve Gover nments

Ethiopia is one of the least developing countries in the world. The people have been
under severe shortage of, even, basic necessities with ever rising trend of population
density aggravating the expansion of the deep-rooted poverty. Though rapid population
growth is one of the cuprits that accelerate the down turn of the living standard, the root
causes of the poverty of the country and the impoverishment of the people have been
interwoven to the historical and natural events. The latter includes mainly the drought
that seems happening regularly affecting adversely (devastating) the main income
source-sector, agriculture, while the former lies on the economic systems, policies and
actions by which the country was led. This part of the problem is considered to be the

origin of the key economic weaknesses. Consequently, in this introductory section about

the Ethiopian economy, | mention the nucleus parts of the economic policies in relation
to the economic systems followed by the respective three successive regimes starting
from the feudalistic imperia regime (pre-1974) up to the present federal system (post-

1991/92).



3.1.1.1 Pre-1974

Prior to 1974, Ethiopia was led under the feuda system with its specid characteristics in
which the landlords owned all the land resource while the mass became their tenants. The
economic strategies during the three five year plans were comprehensive in such away
that could accelerate the productivity and growth of the economy despite unfair

digtribution of economic resources.

So far, an attempt has been made to adopt two basic development strategies by the
country since World War 11 in conjunction with manufacturing industry. These were, first,
export-oriented strategy (pre-early1960s), second import-replacing development strategy
(early 1960s-1992) (MEDaC, Sep.1993, P.8-9). The FFYP (1957-61) gave priority for
infrastructural development so as to promote the productivity expansion of sectors being
under the umbrella of export-led strategy. While the SFYP (1963-67) focused on the
transformation of the economy from the agriculture to the agro-industrial one via the
expanson of internal market, investment on education and equipment, and equal
consideration in importance for al public, co-operatives and private sectors with inward
looking tendency. The TFYP (1967/68-71/72) srategy was narrowed to import-
substitution industriaization targeting at reversing the unfavorable trend of the trade
balance (rising deficit) by expanding manufacturing activities. (SFY, may, 1963 and

Mekonnen Taddesse, 1992)

The ingtitutional framework under which the industrial sector operated during the

imperid regime was a free enterprise system with no restriction imposed on the



establishment and operation of enterprises. The role of the government and the over all
direction of the economic policies and strategies were to encourage both domestic and
foreign potentia investors to commit resources in industrial investment and devel opment
so that it fits in to the internationa capitalist economic system. (Mekonnen Taddesse,

1992).

3.1.1.2.1974-91

The period 1974-91 was the time for the military government on the chair. In this period,
the country was dictated by Command Economic System. Right after the overturn of the
imperia regime, the political philosophy was changed to socialism with the pervasive
happenings of nationalization and state control of land, and productive and service
rendering enterprises. By the policy change more affected was the industrial sector in
which public ownership of enterprises became the predominant form of economic
organization after 1975. As of 1975, the following few years and 1983, the number of

nationalized manufacturing enterprises reached to 87, 134 and 159 respectively. With the

change of ownership, the basic objective of the devel opment of the sector was diverted to
be the satisfaction of the materia needs of the people in that profit maximization ceased
to dictate the choice and development of industry in the economy. After nationalization
no maor deviaion from the import subgtitution strategy was observed. While the basic
theme of the policy remained unchanged, some intention to move into the production of
intermediate and capital goods were declared in the Ten Y ear Perspective Plan (1984/85-

1993/94). The plan was designed to build strong national economy with adequate inter-
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sectora linkage particularly between agriculture and industry as well as mining and
industry. Industry was accorded second top priority next to agriculture in terms of
resource alocation. The objectives of the TY PP regarding indudtridization were to:

a) increase the quantity & qudity of basic consumer goods

b) establish and/or expand handicrafts and smal scaeindustries

¢) expanding the production of goods that support the agricultura sector

d) establish and/or expand metd, chemica and nort metd indudries with the view

to lay the bassfor heavy industry

€) earn or save foreign exchange

f) create employment opportunity, and

0) bring about balanced regiond development through regiond digtribution of

industries (Ibid, 143-145)

3.1.1.3. Post-1991

Post-1991 period can be viewed as two segments of a line. The first one-year segment
(1991-1992) of the period represents the transtion from the socidistic military
government to the Federal Democratic Republic of Ethiopia government. This segment
could be characterized by the political instability that called attention for "peace and
settlement” (“ Selamna Meregagat” ) efforts beside the preparation for democratic election
of the peoples representatives. The second segment started in 1992 being the ideal point
of reference for the evauation of the implementation and achievements of the economic

policies of the prevailing democratic government.
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The man idea of the economic development policy of this period lies on the
"Agricultural Development Led Industrialization (ADLI)" strategy. This strategy has been
designed and implemented as the first-best aternative to guide the struggle against
poverty paying the top priority for the agricultural sector and population. This strategy
was designed based on the redlity that about 85 per cent of the Ethiopian people are
farmers and more than 50 per cent of total GDP has been contributed by the sector. So,
relied on the idea that without solving the problems of the farming people, the mass, and
the largest sector, agriculture, it would be very difficult, if not impossible, to achieve
meaningful and significant changes and improvements on basic economic objectives.
Recognizing this basic idea, the policy strategy is designed with direct participation of the
people to be ADLI on the basis of market economy. The policies have been geared
towards promoting the private sector followed by denationalization and decentralization
as one turning point away from the long-lived centralized command economic system.
The strategy was designed in such away that the existing economic structure would have
to change from the agricultural dominance towards the industrial sector share. However,
such structural transformation can only be brought about gradually and over along period
of time, the immediate focus would have to be on agriculture as the base for the
sugtainable growth of other sectors and for the redlization of structural transformation.
Originated from this generd drategic intention, the three inter-related sub-objectivesare

a sugtainable economic growth

b. equity, induding regiond equity, and

c¢. f reliance, meaning dependence on nationa resources and indgpendent

netiond deve opment.



Immediately next to the improvement in the productivity of peasant agriculture, the
drategy is dso based on an industria development that makes extensive use of the

country's natural resource base and locdly available manpower in a sustainable basis.

Embracing these two economic development directions, the strategy is known to be
Agriculturd- Development- Led Indudridization (ADLI) incorporating:
a) export-led development Srategy as an engine of growth, and

b) pardld and coordinated development of agriculture and indudtry.

The Industria Development Strategy is supposed to be linked much to the expansion of
the domestic market besides the export through intended income increasing investments.
According to this srategy, the best dternativesindude

promoation of |abor-intengve technology

utilization of domegtic raw materids

creating market for its own products, mainly consumer goods, and to some

extent capital goods by strengthening its linkage with the other sectors.

(MEDaC, 1993. P. 14-22)

3.1.2 Ove all Economic Performance

Ranked at 210" out of atotal of 210 countriesin GNP per capitaterms and 208" in terms
of GNP per capita measured at purchasing power parity (PPP) by the most recent world

Bank, World Development Report, Ethiopiais one of the poorest in the world. Ethiopid s

rea per capita GNP cdculated in dollar terms for 1998 was $100 while the average figure



for low income countries for the same year was $520 and the average for sub-Saharan
Africa was $480 (Befekadu, 1999/2000, p.1). The people are living at extremely low

living standard. This happened due to the disappointing economic performance resulted
from the misalocation of productive resources. The economy has been stagnant as

evaduaed by sructurd transformation and other basic economic parameters.

Agriculture has been the dominant source of GDP and employment for long time up to
the present with dight and gradua decline in its share along with unbalanced rising share
of the service sector leaving the industrial share around the same share for long. In
1956/57 agriculture accounted for about 73.7 percent of GDP while about 19.9 percent
and about 6.4 percent were shared by the service and industrial sectors respectively. After
ten years, the agricultural share declined to 62 per cent with a shared increase of both the
shares of the industrial and service sectors. The share of the industria increased to about
11.8 percent while that of the service sector increased to about 26.2 percent. As of

1980/81 the share of the industry declined to around 10.9 while that of the service sector
rose to about 31 percent. This depicts that the decline in agricultura sector share is fully
gained by the service sector signifying the unbalanced transformation of the economy
from the agriculture towards the service sector. This characterizes the long time trend of

the structure of the economy. The Agriculture has been taking the lion's share with dight
decline as a genera long-term trend accompanied with stagnant growth in its share of the

industry and the abnormd increasing share of the service sector.

If we take the nearest twenty years economic performance, agriculture and industry looks

sengitive for natural calamities and political ingtability respectively. All the years in



which the agriculture share became below 50 percent were known as drought and rain
short years. In the same manner, the years in which the industry performed worst were

the years for critical political disruption, war exparded around the center of the country.
Particularly, in years 1989/90-91/92 every thing was diverted towards the war. So, the
worst performances of the sector in these years lead us to conclude that industria sector
was highly the victim of the political nstability in the country. On the other hand, the
trend of GDP contributions of different sectors, mainly agriculture, industry and service
sectors, do no show the development or the transformation process is norma way of
progress. Stagnant industrial and rising service shares may be damaging for the economy,

asmog of the sarvices are non-tradable. (Seetable 3.1 and fig 3.1).

Table 3.1 Percentage Didribution of GDP BY Indudrid Origin, at 1980/81factor cost

Year Total Agriculture Industry Service
GDP Total Manufacturing Others
1961/62 100 68.2 78 52 24 24
1966/67 100 620 118 8.0 39 26.2
1967/68-71/72 | 100 570 - - - -
1980/81 100 58.1 109 65 43 31
1981/82 100 55.7 118 - - 325
1982/83 100 575 113 - - 311
1983/84 100 537 128 73 55 335
1984/85 100 470 14.8 76 72 382
1985/86 100 496 133 - - 36
1986/87 100 51.7 136 - - 347
1987/88 100 50.3 131 76 55 36.6
1988/89 100 50.6 122 72 5 37.2
1989/90 100 51.2 11.1 7.0 41 376
1990/91 100 56.3 94 49 45 343
1991/92 100 56.8 9.1 48 43 341
1992/93 100 53.8 104 59 41 358
1993/94 100 51.0 11.0 6.3 47 380
1994/95 100 497 11.2 65 47 391
1995/96 100 515 10.7 6.3 44 378
1996/97 100 50.7 10.8 6.3 45 385
1997/98 100 457 116 6.7 49 427
1998/99 100 448 1.7 6.7 5.0 435

Source: SFYP (May 1963), Mekonnen Taddesse (1992), MEDaC (1998), NBE (1996/97) & (1998/99)
and Berhanu Nega (1999/2000).
Note: 1. Industry includes manufacturing, construction, mining and quarrying, and electricity and water
2. Manufacturing includes small scale, cottage, medium and large-scale industries.
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The other indicators of the trend of the economy are growth rates of GDP and production
of each sector. These indicators, in some portion, are references for the success of the

policies implemented and reflection of the appropriateness of the different policies

designed and implemented in different time periods

During the imperia regime the economy was performing well compared to the socialist
period. In the period between 1963-1974 the growth rate of real GDP ranged from the
minimum 1.4 percent in 1973/74 to the maximum 6.8 per cent in 1965. As can be seen
from table 3.2, the least performance indicated by the considered economic parameters
had occurred in the year in which the political system was changed with the revolutionary
break down of the feuda system. This was because of not the break down of the system
but the political instability and the socio-economic chaos. In that year al considered

indicators such as growth rates of GDP, per capita GDP, agricultural and industria
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outputs were in a worst situation from the years under consideration during the imperia

regime.

Since the military government came to power, the economic situation of the retion as a
whole was deteriorating. Under the implementation of the socidist economic principle,
for the period 197478, the average annua growth rate of real GDP was estimated to be
0.4 percent while that of the agricultural and industrial output recorded at about -0.4 and
-1.8 per cents respectively. Under the socialist government, the disappointing economic
performance was justified mostly by negative otherwise low growth rates of real GDP,

per cgpita GDP, agriculturd and indudtrid outputs.

For a decade since 1981/82, the growth rates show negative for amost haf of the years.
Real GDP grew at negative rates for four and per capita GDP grew at negative rates for
six years. These down ward growth rates could be attributed to the down turn of either
the agricultural or industrial sectors, or both. Table 3.2 reveals that three of the four years
real GDP growth rates were negative parallded by the negative growth rates of the
agricultural output. This proposes the total economic performance was sengitive to the
shocks in the agricultural sector. Even, the extent of the down or up ward turn of the

economy was pardleed by that of the agricultural performance.

In four of the six years in which the growth rates of the per capita GDP were negative,
agriculture recorded negative growth rates. In 1984/85 real GDP grew at about —9.7 per

cent while agriculture grew at about —20.9 per cent. These records are the worst ones



from the four decades under consideration. Mean while, the best growth rate of real GDP
was aso in the same decade and regime. So, it is possble to conclude that the peak and

trough of the economy werein the socidist regime.

For over all assessment, the military regime could be characterized by poor economic
performance as measured by growth rates of real GDP, per capita GDP and, agricultural
and industrial outputs. In average, excluding the first Sx years performance, indicators
for the economy as a whole and the main sectors recorded negative or low positive
growth rates. Precisdly, for the decade from 1981/82-1990/91, real GDP grew at annual
average of 1.9 percents, and so did per capita GDP at about —1.2 percent while
agriculturd and indudtrid production grew at 2 and 0.57 per cent, respectively.

Year 1991/92 was known by its unstable political system. This was the turning point
from the military to the present federal democratic government system. During that year,
the economy was not the point of attention rather it was the peace and settlement issues
that got attention resulting the worst economic down turn by any considered indicators
compared to the other years performance after the fall down of the military government.
However, starting from 1992/93, the economy started to recover. Table 3.2 clearly shows
the growth rates of the indicators in consideration. Growth rates of real GDP and per
capita GDP was a their peak in 1992/93 compared to the rates of the lagt Six years.
During the 7-year period of the market economy system inducement, the growth rate of
reel GDP had been negative only once. In that year real GDP and per capita GDP grew at

about —0.5 and —3.5 per cent respectively. This negative growth was attributed to the fall



in production of the rain-fed agriculture resulted from unfavorable climatic condition,

more critically drought. Even though the industrial sector grew at positive rate, the total

GDP pulled down by the downfal of the sector’ s performance. This amplifies the idea
that the economy is highly susceptible to the agricultural shocks mainly by the natural

calamities. There fore, we can say that via agricultural sector, the economy is sensitive to
the amount of rainfall out of the control of the policy instruments. In sum, for successive
eight years period, since the turning of the economy toward free market system, the
economy, as explained by real GDP, grew at an annua average of 4.6 percent and so did
the per capita GDP at about 1.5 percent, even at the rates calculated including the adverse
effect of the 1991/92 political instability. When the effect of that instability isignored, by
excluding the year from the account, real GDP and per capita GDP were growing at
annual average of 5.8 percent and 2.7 percent. In the same account, agriculture and
industry registered an average annual growth of about 3.2 per cent and 9.3 per cents
respectively. This growth of the economy was incomparably higher than that of the last
10 years achievement. The living standard as measured by the per capita income growth

rates; it was growing at an annua average of —1.2 percent during the late ten years period
of the socidist regime. Nonetheless, it recovered to an annua growth of 2.7 per cent for
the 7 years since the inducement of the market system (1992/93). In every respect, the
later economic regime performed better than the former. (See table 3.2). Fig 3.2 dso
clearly shows the up and down swing of the indicators for the three successive regimes.

In thet the fluctuation was severe in the socidist regime and least beforel974.



Table 3. 2 Growth rates of Grass Domestic Product by origin (in percent and average)

Year Red Per Capita | Agriculture | Industry
GDP GDP

1963 3.2 - - -
1964 5.0 - - -
1965 6.8 - - -
1966 4.2 - - -
1967 5.6 - - -
1968 4.1 - - -
1969 4.2 - - -
1967/68-71/72 4.0 1.7 2.2 5.6
1971/72 4.5 2.2 3E 4.4
1972/73 2.5 0.2 0.7 31
1973/74 1.4 -0.9 -0.€ -0.7
1974-78 0.4 na -04 -18
1979-83 4.2 na 2.€ 7.2
1981/82 051 -2.4 -3.€ 8.5
1982/83 10.1 6.9 136 5.8
1983/84 -6.3 -9 -125 5.7
1984/85 -9.7 -124 -209 4.5
1985/86 9.9 6.4 16.0 -1.2
1986/87 14.0 104 188 16.5
1987/88 -0.1 -3 -2.8 -3.8
1988/89 0.3 -2.7 1.C -6.6
1989/90 4.1 0.9 5.3 -4.7
1990/91 -4.2 -7.2 5.2 -191
Average 19 -1.2 2.C 057
1991/92 -3.7 -6.7 -2.7 -7.1
1992/93 120 9.0 6.1 285
1993/94 1.7 -15 -3.7 7.C
1994/95 54 2.3 34 8.1
1995/96 10.6 7.5 14.7 5.4
1996/97 5.2 2.1 34 6.8
1997/98 -0.5 -3.5 -10.3 6.3
1998/99 6.3 3.2 4.2 7.6
Average” 4.6 15 2.4 8.2
Average” 5.8 2.7 3.2 9.3

Source: Gill, 1974, Mekonnen Taddesse, 1992, Befekadu Degefe, 1999/2000, and
Calculated from CSA and NBE (for 1991/92& 1998/99)

Note: 1. Average! isfor the period 1991/92-1998/99.

2. Average® isfor the period 1992/93-1998/99.
3. Averageisfor the period 1981/82-1990/91.
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Fig 3.2 Growth Rates of Major Indicators by Industrial Origin

Growth Rate
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3.1.3. The Industrial Sector Performance

Referring back to tables 3.1 and 3.2 and the accompanying figures revea the share and growth rate of the industrial sector for the last
four decades. Its share has been stagnant at around 11 percent while its growth fluctuates a lot. It was growing by positive rates before
1974. But it did by negative for most of the period between 1974 and 1991/92. In post-1991/92 period, the sector grew by positive

rates except the first year of the regime change. The sector was growing at an annual average of 9.3 percent for seven years of the

43



market-based economic policy regime started by the historically peak growth rate of the
sector. This ever-positive industrial growth rate of post-1991/92 and more negative rates

of the sociadist regime lead us to conclude that the policy change of the latter was

favorable for the industrial sector. As stated above, it was growing at stable growth rates
of annual average of abou 9.3 per cent for dl of the post—1991/92 period though its

percentage share in GDP do not change.

In concluson the worst economic policy was implemented in the middle regime as
evaluated by the basic economic outcomes. For the industrial sector performance the last

wasthe best.

3.2 Devdopment Trend of the Industrial Sector

Ethiopian industry is dominated by the manufacturing sub-sector. Therefore, the
exploration for the development trend of the industrial sector mainly focuses on the
issues related to the manufacturing industry. The development of the sector can be
evaluated by many indicators. Among those, | used some of them including the number
of establishments, its share in employment as well as output, technology level, and capital
assets, expenditure and sales situation of the manufacturing industry over time by

indudtrid branch.

3.21 TheTrend In numbe of Esablishments



The number of manufacturing establishments (10+) has shown different trends in the

three policy regimes. 1n 1964/65 those industrial establishments with 10+ employs were

272 in number. After six years the number had increased to 401 increasing by about 47
per cent. It continued its growth at positive rates for the next three years of the imperid
period. At the last year of the imperia period, the number reached to 436 with 8.73

percentage change from that of 1970/71.

In the 17 years of the command economy era, the number of industrial establishments
went down at different rates in different time periods. From the following table, we can
see that after five years on the chair of the military government (1973/74 — 1978/79), the
number of establishments declined to 417. It was a negative change of about 4.4 per cent
within five years. The declining trend continued until the last year of its time on power.
It was declined to 404 (Percentage change of — 3.12) within 6 years from 1978/79. It
further declined to 283 (a change of about —30 per cent) within 7 years from that of
1984/85, the lowest ever recorded.

Since the abalition of the old socidist and the inducement of the new market system, the
trend changed dramatically. The number of manufacturing establishments increased
from 283 in 1991/92 to 499 in 1993/94, an increment of about 76 per cent. The number
further increased to 501 in 1994/95, 642 in 1995/96 and reached to 741 in 1996/97. In
fact, it was a growth of about 162 per cent from that of 1991/92. Dr. Berhanu Nega and
Dr. Befekadu Degefe also found that the number of establishments grew by 34.71 percent

annualy after 1992/93. (1999/2000, p. 207)



Table 3.3 Trend of manufacturing Establishments (10+ employees)

Percentage | Period
Year Number | change (vears)
1964/65 272 - -
1970/71 401 47.43 6
1973/74 436 8.73 3
1978/79 417 -4.36 5
1984/85 404 -312 6
1991/92 283 -29.95 7
1993/94 499 76.33 2
1994/95 501 040 1
1995/96 642 28.14 1
1996/97 741 15.42 1
1991/92> 96/97 | 283> 741 161.84 5

Source; CSO/ICSA, (1964-1998) annually after 1992/93 (p.207)

There are severa reasons for the decline up to 1991/92 and the up swing then after. The
decisive reason for the decline was the then unfavorable government policy towards the
private sector. Dr. Berhanu and Dr. Befekadu stated that it was very difficult for the
private sector to obtain foreign exchange for the importation of raw materials, spare parts
and replacements, credit and license. There fore, some of the establishments might fal
below the “ten and above” employees category resulted from under capacity operation.

Further more, private enterprises were exposed to be nationaized by government,

according to the prevailing policy environment. This policy constraint was the major
impediment against the expansion of the existing ones and establishment of newly entrant
firms. Entrepreneurs were frustrated by that policy measure. They were refraining them
selves from investing in the country. On the other hand, the country was in a prolonged

civil war with an intendfied trend in extent as well as in coverage over the 17 years



period. Consequently, the possibility of establishments to cease operation and contract

(shrink) the Sze of their invesment capita aswel as employment was very high.

In addition to the discouraging policy content including the tedious regulations and
bureaucratic bottlenecks emanating from socidist behaviors, the prolonged civil war had
played an adverse role by hindering back foreign as well as domestic investors from
investing in the nation. The independence of Eritrea by 1991/92 and the resulted
exclusion of the establishments in it from being counted were aso the other reasons for

the seemingly fast dedining number of establishments for the years after that.

In contrary, the up swing of the number after the over throw of the military sociaist
governmert is attributable to the merits of market based economic policies and the
peaceful political environment created in the country. According to the statement of Dr.
Berhanu, the primary reason for the upward trend of the number of manufacturing
establishmerts is the improvement in the over al macroeconomic environment which
dleviated some of the constraints mentioned above owing to the change in the policy
regime (P.207). Far more than the once and for al policy change, any visible constraints
& regulations againgt investment have been relaxed continuoudy based on the feed backs

from domedtic as we asforeign investors.

Based on the upward trend in the pre-1974, down ward trend between 1974 and 1991,

and the dramatic up swing of the post-1991 periods, it is convincing to suggest that the

middle period policy was the worst while the present policy is the best of the three for the
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industrial development despite ADLI strategy. However, the effects of the policies on
the trend of the number of SSIs, cottage and handicrafts, and informal establishments

could not be analyzed due to the limitation, insufficiency, inconsistency and unreliability

of the data

3.22 TheTrend in Capacity Expanson

The level of investment undertaken in connection with major expansions of existing
establishments, and the setting of new establishments were low at the reference base year,
1979/80. Its trend as well shows droplets of increments except a end of the period under
consideration. 1n 1979/80, atotal of about 42.7 million birr was invested for the capacity
expansion. Most of it was spent on public enterprises by government while only 3.2 per
cent was invested in/by the private sector. Within the subsequent four years, despite the
increment in capital expenditure by about 72 per cent, it was al public investment
expenditure on state-owned manufacturing establishments. The private investment had
shown a decline by about 68 per cent in amount of capital expenditure over the same
period. In the second four years period, from the reference year, total investment
expenditure on the sector had indicated an increment but a marginal one. From that, the
public expenditure was kept to be the lion's share. As the record in 1991/92, the capita
expenditure on capacity expansion had registered rather a decline by about 7 per cent
from that of the 1987/88; ill, the share of the private sector was kept at its droplet
amount. On the other hand, in this account, value figures are in nomina terms ignoring

the decline in purchasing power of the currency, ‘ birr . Had the impact of inflation been



taken in to consideration, the real amount of capital expenditure would show a severe

dedine rather than increment.

Taking both considerations in to account, with out any doubt, | can conclude that the
capital expenditure in total was very low and declining. Further more, it by itself was
only from the government side. This low & declining trend of total capital expenditure
and private source reveals the severity of the discouraging nature of the prevaent palicy.
The private owners were not investing even enough to maintain at the existing production
capacity of their establishments. This could be, without any doubt, one of the main

reasons for the sagnant indudtrid growth for long time.

Unlike the trend during the military government era, the capital expenditure has been
increasing significantly since the policy change in 1991/92 coupled with the rising share
of the private sector. Precisely, capital expenditure for capacity expansion reached 0 a
level above 229 million birr. Comparing to the level in 1991/92- the policy turning point-
it had shown a dramatic swing by about 219 per cent within four years. In the same
period, the share of the private sector had aso increased from 3.1 in 1991/92 to 23.6 per
cent in 1995/96. As a continuation of the trend resulted from the favorable policy
environment, the level of the expenditure increased to above 306 million birr in 1996/97,
registering an annual growth rate in investment capital for capacity expansion of about 34
per cent. Meanwhile, the private share had rocketed to 41.1 per cent of the total, despite

not enough for a capitalist nation. This trend depicts the encouraging spirit of the policy
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implementation and the intensification of the cheracteristics of capitalist system in the

nation. (Refer table 3.4)

Table 3.4. The Trend in New Capital Expenditure and Book Vaue of Fixed assets

New capita expenditure by source Net book vaue of fixed assets
Yochange
Year |Privae |% |Rblic |% |Tota |Private | public | Total iv:mﬁ ue
4 years
1979/80 | 134 32 41343 | 968 | 42697 | 25505 | 389050 | 414555 | -
198334 | 434 06 [73072 | 994 | 73506 | 19448 | 544001 | 563449 | 359
1987/88 | 1100 14 [75973 [986 | 77073 | 18952 | 845235 | 864187 | 534
1991/92 | 2208 31 [69645 [969 | 71853 |na na 994997 | 151
1995/96 | 54007 | 23.6 | 175260 | 76.4 | 229267 | na na 2254498 | 126.6
1996/97 | 125975 | 41.1 | 180600 | 58.9 | 306575 | na na 2728490 | 21.0

Source: MOTI statistical Bulletins & MEDAC.

In the same manner, the trend in net book value of fixed assets can be used to reassure the

above conclusons. As clearly seen in table 3.4, the book value of fixed assets of

manufacturing establishments reveaded increment without the consideration of the price

effect. The increment was aso much concertrated in the public sector as can be observed

in the first three selected years. The last column of the table reveds the percentage

change in value of fixed assets after four years. It was a growth in value by 35.9, 53.4

and 15.1 per cents in 1983/84, 1987/88 and 1991/92 respectively from the selected

successive years.

It justifies the growth in net book value of fixed assets of the

manufacturing industry at varying degree with a special and habitual concentration in the




public part of the sector. Therefore, the finding in this part leads us to bring to an end in

the same manner asthat of capitd expenditure-based.

The impact of the 1991/92-policy change is clearly visble here aso. It resulted a
dramatic upward swing in level as well as percentage change in the four-year period of
the net book value. By far, this is the strongest indicator for the impact of the policy
change towards * relaxed-private-sector-based  capitalist system. Within four years from
the change, a 126.6 per cent increment in ret book value of fixed assets shows that the
motive and capacity strengthening trend of the sector. Unfortunately, the nonavailability
of the disaggregate data for the book values disables me to say something about the trend
based on ownership in spite d the expectation of increment in the private share and
conversely to the public ones, after the policy change. Its upward growth trend is adso

supported by the 21 per cent annua change of the 1996/97.

323 TheTrendin Sales

Unfortunately, the available data on the sales revenue do not include that of al level
industries and the achievement of pre-1991/92 hindering the possibility for the total sort
of assessment related to the central issues and comparison among different policy
regimes. However, usng the data on LMSIs from 1991/92 on, we can investigate the

trend despite the period is not long enough to draw the long-term time series trend.
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By looking over table 3.5, one can easily understand the revenue obtained from sales of
products of LMSIs for the years under consideration. According to the data, total sales
was increasing firstly at increasing but then after at decreasing rates. In level terms, total
sales revenue was about 1.66 billion birr in 1991/92. Within two years, it became double.
It consstently increased and reached to about 5.7 billion birr in 1996/97. In average, the

annud growth rate for the five yearsis esimated to be 29.2 per cent.

During the time period under consideration, large portion of the total revenue was
obtained from the local sales, ranging from the minimum 91.5 per cent in 1994/95 to its
maximum 94.3 per cent in 1991/92. In annual average, 92.3 per cent of the tota revenue
was earned from domestic sales while the rest 7.7 per cent was dropping from export.
These low export earnings might be partly because of the weaknesses in the promotion of

exportable commodities and other related activities.

On the other way round, the share of total sales from the total manufacturing production
had never been under 90 per cent even if foreign market exploration is suggested to be
very weak. Extremely, very much portion of the production had been sold in domestic
market. Thisfigure, asindicators of market, emits prosperity to expand production and to
sell as much as possible in domestic as well as foreign markets with some adjustments in
promoting exportable products. Because the country is in a development and
reconstruction process being large market for foreign exporters. Therefore, if the
manufacturing industry adjusts it self in accordance to the provision of goods that are

highly demanded by the development projects and consumers along with a scheme of
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quality improvement, it is possible to sale much more than the previous seemingly high

saesin share. On the other hand, the low export share shows the unutilized potential of

export promotion. The importance of export is not limited only to creating market for the

products but aso it is the main source of foreign exchange that can be used for

importation of investment goods, experience in the sense of fierce competition,

technological diffusion and so on. Hence, attention should be paid for the diversification

of products 0 asto utilize the potentia domestic as wdl as foreign markets.

Table 3.5 Sdesof LMSIs, 1991/92-1996/97, (in * 000 Birr)

5 | Tndicaors TO9T/92 | 1992793 | 1993794 | 1994795 | 1995796 | 1996/97 | Annud

z Average

1 | Total SdlesRevenue | 1662935 | 2454337 | 3699814 | 4656155 | 5461571 | 5720371 | 39424575
Percentage change | - 476 50.7 25.8 17.3 4.7 29.2

2 | Domestic Sdles 1570014 | 2250796 | 3416628 | 4262374 | 5060455 | 5273084 | 36438923
Percentage change | - 434 51.8 24.8 194 3.6 28.6

3 | Export 92021 | 203591 | 283246 | 393781l | 401116 | 447987 | 303657
Percentage change | - 119.1 391 390 19 115 a1

4 Share of total sales
from total production | g4 3 918 23 .4 .2 %4 | a0

5 |%Shaeofexpot |56  |g3 |76 |85 |73 |78 |7+

Source: MEDaC, Jun 1999, p. 43

3.3 Structural Transformation of the Industrial sector

As it has been discussed in the above sections of the paper, the Ethiopian economy has

been agrarian with low share and stagnant trend of the industrial sector of the economy in

its history. Within the three policy regimes, strategies were designed and implemented to

gear the industrial sector to attain increasing share in the economy and divulge




transformation to high teleological level and to the chemical and metallic branches asthe

base of the development towards heavy industrid complexes.

Unfortunately, the policy strategies followed by the regimes were inconsistent of one
another. In the imperia regime based on the two-segment strategy, export promotion
followed by import substitution, public, cooperatives and private sectors were treated
equaly with the view of they were equaly important. In the socidist regime, public
sector followed by cooperatives were at the top of the priority list while the private sector
was disfavored for the reason of communal system of ownership. In the present
government, very critical roles have been pushed toward the private sector coupled with
step by step privatization of the previous state-owned enterprises. Consequently, the most
favored sector by the policy deviation is the private sector. For example, if we see the
credit alocation in the last two systems, it was biased towards public sector in the former
regime where as it is the private sector in securing the highest share of the credit since
1990/91. Since 1994/95, cooperatives have been the second favored clients of this policy

ingrument. (Seetable 3.6)

Table 3.6 Credit Dishursement by Client and Source, (Million Birr)

Clients 198071 | 82/183 | 84/85 | 86/87 | 85/89 [ 90/91 [ 91/92 | 92793 [ 94/95 [ 96/97 | 97798

Public Enterp. | 547.50 | 877.80 | 478.9 | 4824 | 454 2075 | 2298 | 627.80 | 216.80 | 379.10 | 163.90
Cooperatives | 2340 | 53 35 9420 | 178 1198 | 74 124.70 | 425.40 | 494.50 | 550.30
Private 22750 | 362.80 | 230.3 | 172.4 | 187.6 | 2165 | 247.1 | 723.80 | 26959 | 3145.3 | 3867.1

Total 798.40 | 12936 | 744.2 | 749 819.6 | 543.8 | 550.9 | 1476.3 | 3338.1 | 40189 | 4581.3

Source MEDaC, 1999, P.474



Having this idea corcerning the orientation of each policy regime, the structural
transformation of the industrial sector can be discussed as follows in terms of dominant

branch, ownership pattern and compostion in level of technology.

3.3.1. Sructural Transformation by industrial Branch

In genera perception, the Ethiopian industry is characterized by light manufacturing
producers. Nonetheless, it is amost impossible to present an accurate structura
transformation of the manufacturing activities because of the unavailability of reliable
time series data on the number of SSIs, cottage/handicraft & informa establishments
with respect to each category. However, we can visuaize the structural change based on

LMSIs.

According to the number of establishments in the LM SIs, food producersin the history of
the sector dominate the manufacturing sector. It accounted about 23.4 in 1970/71, 24.4

per cent at the end of the imperia regime; it further increased to 33 per cent in 1983/84
and then declined back to the previous share (23.1 per cent) in 1995/96 & 1996/97. Wood

and wood products industry had the second rank in number of establishments for the
whole period under consideration except for the second half of the sociaist government
in which textile took the rank. From the bottom, cigarette industry had the least number
of establishments for the whole period followed by leather and shoe as the second least

for the whole period before 1992/93.



However, after the policy reform, leather and shoe industry had shown great expansion
over taking the third rank from the top as recorded in 1993/94 and 1994/95. Similarly,

comparing the end points of the regimes in consideration, metal industry has shown

ggnificant expangon in absolute number of establishments and rdetive ranks

In contrary, textile and beverage industries have shown deterioration in percentage share
of establishments and relative ranks. Beverage industry was ranked around 6" at the
beginning of the period, but in the latter years, it became the second from the last, next to
tobacco, that is condstently the least in number of establishments even at decreasing

trend. (Seetable 3.7)

Targeting at the same issue of looking the structure of the manufacturing industry but
from different angles, food manufacturing has been the first dominant source in industrial
value of production since 1977/78. It accounted the highest share ranging from the
minimum of 17.2 per cent in 1993/94 to the maximum 31.4 per cent in 1977/78. As can
be observed from table 3.8, for the pre-1977/78 period, it was the second in contributing
to the value of production. During the pre-1977/78 period, textile manufacturing was the
first contributor. However, it had been surpassed by the food manufacturing since then

and aso by beverage indudtry in the latter years. Congstent to the conclusion arrived



Table 3.7 Number of Operating Establishments (with 10" employees) by Industrial

Branch (1ISIC),
Industrid Branch
Year
o % Totd
0 2 28 3
o3 £ ol
% o | B ﬁt.'.g 8 E"U I
B |3(8(5|% |8 |E3k|sdB
LC (2] |9 [ = ﬁ § (=
1970771 A 32 |2 b1 119 75 21 35 43 29 401
1971/72 100 |32 | 2 54 |17 81 22 36 | 46 30 421
1972/73 102 |32 | 2 54 |18 77 22 37 | 47 30 421
1973/74 105 |32 | 2 62 | 18 78 21 42 | 46 30 436
1974/75 106 |32 | 2 62 |17 80 21 40 | 46 29 435
1975/76 114 |30 | 2 62 |17 77 28 32 |37 31 430
1978/79 130 |30 | 2 48 | 21 77 28 31 |25 25 417
1979/80 124 |27 | 2 49 |19 67 29 29 |25 24 395
1980/81 123 |28 | 2 57 |20 68 28 3|5 24 408
1983/84 134 |30 | 2 58 |25 31 31 31 |31 31 404
1984/85 131 |30 | 2 60 | 26 30 28 31 |31 35 404
1987/88 138 |30 | 2 55 [ 28 33 30 30 | A 3 413
1991/92 100 |21 |1 31 (21 29 22 19 | 19 20 283
1992/93 103 |21 |1 31 (21 30 23 21 | 17 19 289
1993/4 145 |23 |1 46 | 52 78 28 41 | 41 41 499
1994/95 130 |23 |1 4?2 | 50 85 32 41 | 48 46 501
1995/96 148 (26 |1 55 | 63 101 | 43 52 | 83 57 642
1996/97 171 (27 |1 60 | 61 133 | 46 66 | 97 79 741

Source Evaluation Document, 24, MOTI Statistical Bulletin Val. I, 1V and V111, CSA StatisticA
Bullein # 178, and191, CSA Statistical Abstractsand PMO, Jun 1999.

based on the number of establishments, textile industry had shown declining trend in its

share from total value of industria production. For most of the considered period, it was
the second highest contributor. However, it became the third contributor for the latter
years whereas beverage contributed thirdly for long time and secondly in the later years
despiteits tortuously expansion and lastly attained the second from the least in number of

establishments. In this regard, wood and wood products industry had been the least
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contributor for amost all the periods contrary to its rank in number of establishments. In
the mean time, metal, leather and shoe and to a limited extent chemical industries

reveded an augmenting trend in cont ribution paralel to that of the trend in number of
establishments expansion while paper, printing and publishing contributed amost at

gable share despite some fluctuations. (Seetable 3.8)

Table 3.8 Percentage Didribution of Vaue of Production by Indusiria Branch

Indudrid Branch
Year 2 O3
8| E T o
2 o cg oo ﬁ:,-_g 2x 4
B3 |25 |5288|B58 (s2EE|E
L | |~ |+~ |a; =2 § ZSIsSE|F
1969770 | 245 [ ILI |33 [ 318 |35 [ 27 |24 47 68 [100

1975/76 | 249 | 135 |41 | 326 |56 |18 3.7 26 |55 100
1976/77 | 256 | 138 |3.8 (300 |66 | 1.8 40 29 |59 100
1977/78 | 314 | 139|136 (248 |63 | 1.7 3.8 22 |69 100
1978/79 | 310 [ 127 |3.6 | 246 |65 | 1.6 4.1 . 18 |74 100
1979/80 | 209 (121 |34 (20|72 |15 45 | 6. 23 | 7.2 100
1080/81 | 301 [ 126 |32 (249 | 6.7 |16 45 (70 23 |71 100
1081/82 | 203 [ 129 |36 (242 | 6.7 |15 48 (74 26 | 7.0 100
1082/83 | 252 | 156 |47 | 26 |75 | 0.6 48 |[9.0 24 |76 100
1083/84 | 25.7 | 155 | 4.7 | 215 |80 | 0.7 50 |93 20 |76 100
1084/85 | 252 [ 178 |51 (200 |75 | 0.6 52 |82 32 |72 100
1985/86 | 255 | 174 |58 (201 | 7.8 | 0.6 53 | 7.2 3.7 | 6.6 100
1986/87 | 230 | 176 |54 | 207 |82 | 0.6 52 |88 3.8 | 6.7 100
1087/88 | 211 [ 170 |59 (209 |93 | 0.6 48 |84 44 | 6.6 100
1088/89 | 24.7 | 169 | 5.7 | 185 | 108 | 0.7 50 | 7.3 49 |55 100
1989/90 | 250 | 156 |54 | 21.8 | 101 | 0.7 49 | 7.3 41 |51 100
1990/91 | 259 | 155 | 7.9 | 187 | 121 | 0.8 58 |40 53 |39 100
1991/92 | 235 | 203 |83 | 152 | 103 | 2.2 51 |63 39 |48 100
1992/93 | 195 (178 | 7.1 | 170 | 108 | 2.0 53 |93 48 | 6.6 100
1993/94 | 172 | 155 |49 (184 |96 | 2.7 53 | 112 |52 |113 | 100
1004/95 | 192 [ 161 |41 | 132 | 122 | 24 41 (9.0 6.8 | 129 | 100
1995/96 | 22.7 | 149 | 4.2 | 133 | 109 | 2.3 50 |87 7.2 |10.7 | 100
1996/97 | 225 | 146 | 4.0 [ 121 | 108 | 25 44 (108 |91 |92 100
Source Computed from the data of MOTI Statistical Bulletin I IV and V11, Survey of the
Ethiopia Economy (MEDaC), 1999 and NBE
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Thisisdso dearly illusrated in the figure 3.3 for three end years of eech regime.



Fig. 3.3 Percentage Share by Industrid Branch for Sdected Years
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In conclusion from both indicator-based assessments, we can infer that the structure of
the Ethiopian industry had been stagnant with no visible trend of transformation for long

time except the deterioration of the textile industry and little improvements in the leather
& non-metal and metal industries since few years ago. Further more, it is plausible that
most of the value of production comes from the food, beverage and textile industries. For
example, at the end of each regime (i.e. in 1975/76,1990/91 and 1996/97), these sectors
contributed about 70, 60 and 49 percents of the total value of production. Even though
their share is declining, ill it is a its huge portion enabling to say the sectora
development is biased towards these branches in order, while the rest branches contribute
the small portion in sum. In fact, the decline in share of these three sub-sectors from 60
to 49 percents and the rising in that of metal chemical, & non metal, industries from 13.2
percent in 1990/91 to 29.1% in 1996/97 justifies the encouraging policy effect on the
avenue towards heavy and chemica industries. This trend is aso visble on the
distribution of establishments. For example, about 46 percent of the establishments were
in food, beverage and textile industries. In 1987/88, it further increased to about 54

percent. But after the policy reform the share has been falling. As of 1996/97 their share

in number of establishments was recorded to be 36.5 percent. This shows not the
decrease in or unchanged number of establishments in food, beverage and textile but the
relatively fast rate of growth in number of establishments in the other ones particularly, in
leather and shoe, metal, non-metalic and chemica industries. This short-term trend
pledges the initial tendencies of structural shift towards a higher stage of industrial

development such as metd and chemica manufacturing.



3.3.2 Trandormation on ownership pattern

The socidistic practice of the middle government stylized the public ownership pattern to
be up- ward-bending curve. In the imperid & even at the very beginning of the military
regimes, private ownership dominated the industrial sector. In 1975/76, after one-year
period of the military government in power, about 66 percent of LMSIs (with
10*employees and power driven machines) were in the hands of private owners. It

declined to about 54 per cent in 1979/80. Resulted from the exercise of socialist principle,
the publicly owned establishments further increased at the cost of the private ones along

with the implementation and intensification of nationalization. As the instantaneous

impact of the exercise of the policy instrument, the number of public enterprises
increased from 147 in 1975/76 to 180 in 1979/80, 197 in 1983/84, and to 211 in 1987/88
while the reverse happened for the private establishments from 283 to 215, 207 and 202
over the same period. Asacumulative effect, the share of publicly owned establishments
increased from 35.2 in 1975/76 to about 54 percent in 1991/92. As the second side of a
coin, the share in number of the private sector had shrunk from its maximum about 66 per

cent in 1975/76 to its minimum about 46 per cent in 1991/92.

Within four years period of the policy change towards free market system, the share in
number of public owned establishments dropped dramatically from about 54 per cent in
1991/92 to about 26 in 1995/96 and it further declined to 21.7 per cent in the following

one year. The private sector has been flourishing as can be seen on the absolute as well
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as percentage figures. Asof 1996/97, private owners owned 580 LM SIs, which are about

78 per cent of the tota, while the rests were kept publicly owned. (Refer table 3.9)

Table 3.9 Number of al Medium and Large Manufacturing Establishments (10

employees and use power driven machines) by Sociad Sector and Industrial Branch for
1979/80, 1983/84 and 1987/88

N . 1975/76 1979/80 1983/84
o. | Industrid branch  puplic | Private public | Private public | Private
- Sector | Sector | Total Sector | Sector | Total | Sector | Sector | Total
1 | Food &Beverage | 55 a9 144 /0 ol 151 8o 18 164
2 | Tobacco 2 - 2 2 - 2 2 - 2
3 | Textle 25 37 62 21 28 49 23 35 58
4 | Leather and Shoe | 10 7 17 12 7 19 12 13 25
5 | Wood and Wood
Products 8 69 77 22 45 67 9 22 31
6 | Paper, Printing,
and Publishing 10 18 28 12 17 629 15 16 31
7 | Chemicd 18 14 32 18 11 29 18 13 31
8 | None-Metdlic
Minerd Products | 12 25 37 13 12 25 17 14 31
9 | Metal 7 24 31 10 14 24 15 16 31
Grand Total | 147 283 430 180 215 395 197 207 404
As%of Total | 34.2 65.8 100 45,6 544 100 48.8 512 100
No 1987/88 1991/92 199596 1996/97
=" [public | Privaie public | Private public | Private public | Private
Sector | Sector | Total | Sector | Sector | Total | Sector | Sector | Total | Sector | Sector | Total
1 93 1o 168 ($Y4 5 121 | 63 111 1/4 155 145 198
2 2 0 2 1 - 1 1 - 1 1 - 1
3 25 30 55 22 9 31 24 31 55 24 36 60
4 13 15 28 9 12 21 9 54 63 9 52 61
5 12 21 33 11 18 29 18 83 101 | 15 118 133
6 13 17 30 9 13 22 9 34 43 | 8 38 46
7 18 12 30 12 7 19 13 37 50 15 51 66
8 17 17 34 10 9 19 21 64 85 2 75 97
9 18 15 33 11 9 20 11 59 70 12 67 79
21 202 413 152 131 283 | 169 473 642 | 161 580 11
511 [481 100 537 [46.3 100 [ 263 [ 737 100 [ 21.7 783 100

Source: MOTI Statistica Bulletin Val. I, IV and VII1, CSO, 1987, CSA Statistical Bulletin # 178,
and 191, and Statistical Abstract, 1997.
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As of 1995/96, the total number of al scale manufacturing establishments was estimated
to be about 1,172,379. Among these, 76.15 and 23.57 per cents were cottage/handicrafts
and informal establishments respectively; while merely 0.05 and 0.23 per cents, in their
respective, were in the LMSIs and small-scale categories. This further magnifies the
infancy of the Ethiopian manufacturing industry in that most of the producers are in the
stage of cottage/handicrafts. This might be advantageous in employment creation being
implemented at low amount of initial capital. Nonetheless, it disables to ripe the

advantages of economies of scale and technologica advancement.

To come back to the issues of ownership, in 1995/96 only 169 LMS manufacturing
establishments were in the hands of government while the rest 1,172,210, including 473
large and medium scale establishments, were privately owned. This ownership pattern
clarifies the increasing dominance of the private sector and the action of the government

in pulling out its hands from the market.

Table 3.10 Ownership Structure of Manufacturing Establishments as of 1995/96

Group Public Private Totd % Share
10" 169 473 642 0.05
Smdl-Scde - 2731 2731 0.23
Cottage’handicraft | - 892719 892719 76.15
Informd - 276287 276287 23.57
Totd 169 1,172,210 | 1,172,379 | 100

Source Dr. Berhanu Nega, 1999/2000, P. 211



This dramatic flourishing in the private sector is still the cumulative effect of the exercise
of market system on the one hand and the privatization of public establishments on the

other hand. The practice of privatization has been continuing guided by its own agency.

Table 3.11 presents the number of priveatized enterprises until two reference years.

Table 3.11 Number of state owned Manufacturing Establishments privatized

No. | Industrial Until Dec.1998/99 Sold Until

Branch Provided for Feb. 2000
tender Sold

1 Wood 5 3 6

2 Publishing 1

3 Food 20 12 14

4 Bevarage 7 6 6

5 Chemicd 3 3 4

6 Metal 1 1

7 Leather 10 3 3

8 Tobacco 1 1

9 Textile 8 - 3

10 Non-metdlicmin. | - - 2
Totd 56 30 41

Source: MEDaC, Jun 1999 and EPA, February 18, 2000.

3.3.3 Structural Composition of Indugtrial Establishments by Technological level

From the over dl industrial sector view, it is highly dominated by the low technological
level ones. Cottage/handicraft manufacturing followed by SSls is the highest portion

extremely compared to the number of LMSIs. As of 1995/96, above 99 per cent of al



establishments are characterized by cottage/handicraft manufactures. Even SSIs are
representing very small portion of the whole establishments while the LMSIs are nearly

negligible in number compared to the total number of establishments. To be precise,

cottage/handicraft, SSIs and LMSIs attained 99.62 per cent, 0.31 per cent and 0.07 per
cents, respectively. So, the Ethiopian industrial development is extremely at its low and

infant Sage.

On the other side of the assessment, the food producers dominate LMSIs and SSIs. It
accounted for 23 per cent and about 40 per cent in the LMSIs and SSIs respectively while
beverage accounted about 34 per cent dominantly in the cottage and handicraft part of the
sector. From the over all sectoral composition, beverage, and textile, only shared above

65 per cent of dl establishments. (Seetable 3.12)

Table 3.12 Didribution of LMS, Smal Scde and Cottage/Handicraft Industries by
Branch, 199596

No. | Indudtrid Branch | Industrid Group by Technological level/Cetegory
LMSIs | 95 SSs | 9 Cottage/ | % Tota 0%
Handicraft

1 Food 148 230 | 1090 | 39.9 | 50671 5.7 | 51909 |5.8
2 Beverage 26 41 |- - 305692 34.2 | 305718 | 34.1
3 Tobacco 1 0.2 |- - ) 001 | 55 001
4 Textile 55 86 |22 0.8 | 279769 313 | 279836 | 31.2
5 Leather and Shoe | 63 9.8 | 439 | 161 | 29983 34 | 3048 |34
6 Wood & Furniture | 101 158 | 424 | 15.6 | 45453 51 (45978 |5.1
7 None-Metd 85 132 | A4 3.4 | 151267 169 | 151446 | 169
8 | Paper, Printing, 43 67 |74 |27 |- - 117 001
9 Chemica 50 78 |9 03 |91 001 | 150 0.02
10 | Metd 70 109 | 579 | 21.2 | 29749 33 [ 30398 (34

Tota o042 100 | 2731 | 100 [ 892719 100 | 896092 | 100.0

% Share of the Group | 0.07 - 031 |- 99.62 - 100.00

Source CsA, 1997



Generdly, the Ethiopian manufacturing establishments are engaged in the production of
food, beverage, textile and non-metallic mineral products. These sectors accounted for

about 88 per cent of the total establishments registered in 1995/96. As states by Dr.

Berhanu, the high loca input content and the existence of large local market for these
products mainly explain the dominance of these manufacturing activities (199/2000,
p.209). The main four sectors and their importance in each group can be deducted as

folowsintable3.13

Table 3.13 Main sectors in eech group

% % Cottage % %
10* Share | Smdl scde share | fhendicrat | share | Totd share
Food* 23 Food* 399 | Bevaage 342 |Bevaage | 341
Wood 158 | Metd 21.26 | Texile 313 | Texile 312
Non-Metal | 132 | Leather & shoe | 16.1 | Non-Metd | 169 | Non-metd | 16.9
Metd 109 | Wood 156 | Food* 5.7 Food* 5.8
Totd 629 | Totd 928 | Totd 831 | Totd 88

Source: Table3.12
* Commoninall groups

Table 3.13 summarizes the percentage share of four main branches within each group.
The common eement in each group is food manufacturing despite with varying order in
its importance. It is the first in the 10" and SSIs, but the last in cottage handicrafts
manufacturing group. However, the four dominant branches that accounted for about 88
per cent in cottage/handicraft manufacturing industries are beverage, textile, nonrmetal
and food accounting for 34.2, 31.3, 16.9 and 5.7 per cents of the totad number of the

respective group. Redlizing its very dominant share in number, the type and the relative



importance d the branches in order derived from the total number of manufacturing

industries are dmost the same to that drawn based on the cottage’handicrafts only.

On the contrary, the four dominant industria branches that account for about 93 per cent
in SSIs are food, Meta, Leather and Shoe, and wood and wood products in that order.

Thus, small-scale industries in Ethiopia are engage in the production of food, fabricated
metal products, leather and shoe, and furniture. The most palatable reason for this pattern
of concentration in both cottage/handicraft and SSIsis their access for local determinants
including the provison of raw materias and the existing market demand for their

products.

In the 10+ group the concentration is less severe in that the four main branches such as
food, wood, nonmetal and metal industries account for about 63 percent of the total
number of establishments in the group. While those in SSIs and cottage/handicrafts
account for about 93 and 88 per cent respectively. Herfindahl-Hirshman Index (HHL)?
which is the measure of extent of concentration with the possible value varying between
0 and 1 also revedls these differences in concentration. The higher the HHI is the strong

isthe concentration

! Foot note

note that (Berhanu and Befekadu, 1999/2000, p.210)

HHI= S21=12,... N Where Si? isthe square of the share of the i sector, measured asthat sectors
number of establishments divided by total number of establishmentsin the group,

n=the number of sectorsin the measure (the major four sectorsin each group in this case).

67



HHI of the 10+ group is 0.107 while t is 0.247 and 0.254 for cottage/handicrafts and
small scale groups respectively consistent to the above conclusion that justifies the SSIs

as the most severe where as the 10+ group as the least severe in concentration. When we

see the same index for the three main branches of the three groups, it declines to 0.095
and 0.230 for the 10+ and small-scade groups while it rises to 0.384 for the
cottage/handicrafts. This supports the less severity of the former and the extreme severity

in concentration of the latter.

Considering the aggregate industrial sector, HHI is 0.214, 0.242, 0.246 and 0.250 for the
first two, three, four and al branches respectively. It is clearly observable that HHI for
the entire industrial sector is not that much different from that of the indices computed for
the first two, three and four branches. This reassures the highly skewness of the sector

towards few branches.

From the long-run point of view of structura transformation within LMSIs group, HHI

was 0.110 for the three main branches at the end of the imperia (or the very beginning of

the military government), 1973/74. Resulted from 17 years sectoral performance, the
sectoral composition went biased towards few sectors (food, wood, and textile) rendering
the HHI to reach 0.147 for the three main industriad branches. It magnifies how the
sector is dominated by some of the branches; however, it declined to 0.103 in 1996/97.
(Refer table 3.7). This is the reflection of the transformation tendency from food, textile
& beverage towards those that are expected to play critica role in the process of

devel opment including, non-meta and chemica indudtries



3.4 Regional Digribution of Industrial Establishments

341 Trend

Table 3.13 shows the regiona distribution of LM SIs since 1991/92. At the beginning of
the period under consideration, 76 per cent of the total establishments were found in the
capital region. Next to the capita, the region enjoying more number of establishments
was Oromia with 11.6 per cent of its own share. At that time, Amhara region was &t the
third rank in attaining more number of establishments. While three regions (Gambella,
Somdie and Benshangul/Gumz had no any establishment and two regions (Afar and
Tigray) had not more than two establishments. This unfair distribution was partly due to
uneven infrastructural distribution in the country. Infrastructural facilities were,
relatively, more densely provided around the capital and the neighboring regions. That is
why the capital and Oromia regions have hosted (gotten) the highest share of totd

number of establishments in the nation in that order. This unfair distribution in
infrastructure and industria plants could be one of the reasons up on which the people
from the neglected part of the nation were complaining and fighting against the prevailed

politica systems and governments for historicaly long period.

Nonetheless, after the introduction of multiparty parliamentary self-administration system,
some improvements have been observed. If we take the last possible year in which data
isavailable, 1996/97, all except one regions had gotten at least one (Somalie) at most 269

establishment (Addis Ababa) while the rest got in this range but closer to the lower point.
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Oromia has been the highest beneficiary in this regard next to the capita followed by

SNINP region.

From the total percentage change within the five years perspective, Tigray followed by
SNNP region had recorded apparently the highest while Hareri revealed the lowest from
those that registered improvements. However, the apparent highest increments recorded
in Tigray & SNNP do no show the highest number of establishments but due to the bases
were very low. In absolute number, still very large portion of the expansion has been
concentrated in the capital region firstly and Oromia region secondly. These two regions
have gotten an increment of 269 and 68 establishments respectively. From the bottom,
Benshangul/Gumz, Somdlie, Afar, Hareri and Gambella have gotten zero, one, two and
three additiona industrial manufactures, respectively. According to the data, the
percentage share of some regions including Addis Ababa & Hareri, had declined
consstently from year to year (except one year rise in Hareri) while some other regions
such as Oromia, SNNP, Dire Dawa, Tigray & Gambella had increased in share with some
fluctuations. The Amhararegion had shown increment in share for three successive years
and a decline for the latter two successive years, however, it shows ever increasing in

number.

The differences in regiona distribution of LMSIs show a declining trend with the

exception of one region. Even if the achievement within a given period is encouraging, it

is not satisfactory. Some regions like Addis Ababa and Oromia have the liori s share
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while some backward regions are with not more that three establishments, (Afar,

Gambdla & Somdie) while Benshangul Gumz has nathing.

These four regions are known by their worst Stuation in infrastructural facilities. The
infrastructura facilities provision & at its lower stage in the country generaly and in

these back ward regions badly.

While these regions have immense natural resources and potentidly large investment
opportunities, they have been grazing mere the externa grasses and degrading the
environment, unwisaly. In my opinion, these very extremely under and inefficient
utilization of resources & poor expansion of industrial producers are clearly blamed to
the low level of infrastructura facilities both in quality and density. Even though, the
low level of infrastructural facilities characterizes the nation as a whole, the shortage is
still most terrible in the backward newly recognized regions. Therefore, for the balanced
regiona and shared income growth, the attention given since the onset d the federa
system should be extended targeting at the creation of relative balances among regions.
However, this is not an easy and short-term task. Rather, it is heavy and long lasting
judtifiable misson. They have to be supported by the centra as well as well-performing
regions in a direction that they can ensure the need of their efforts for the administrative

rulings and developmentd project implementations.

On the other hand, the second-step attentions and policy measures should be given to

divert investment flows from the capital to the middle way regions-the Amhara, Tigray

71



and SSNP regions, and backward regions as much as possible. It could be done mainly
through focusing a the expansion of infrastructural facilities and other incentives

favoring investors tending to invest to the remote regions.

3.4.2 Didgribution by Technological leve

According to the 1997 CSA survey, on the regiona distribution of manufacturing
establishments as of 1995/96, LM SIs and SSIs are concentrated in the capital & Oromia
regions in that order. Next to these, Amhara, SNNP and Tigray have medium rank in
retaining manufacturing establishments. But, regarding the distribution of cottage
/handicraft manufactures, Oromia followed by Amhara comes first, and SSP followed by
Addis attains the second in order. In the mean time, the other unmentioned regions retain
the small share even in sum. Considering all scale/technological level establishments, the
position in rank of the capital region becomes the fourth. But the rarks in number of
establishments for the other regions mainly Oromia, Amhara, SNNP and Tigray, look
consstent to that order on the basis of SSIs and LMSIs. The only inconsstency is the
dtuation in the capitd in that it is the first share holder in the case of both LMSIs and

SSIs but the fourth in the case of cottage handicrafts. (Seetable 3.14)

This finding gives us some insight to support the above judgement in that LMSIs and
even SSIs look to be high in number in those regions with better facilities and
communication network, while cottage/Handicrafts are relatively not highly sensitive to

theinfragructurd fadlities Any way, even if the share of the capital region in retaining
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Table 3.14 Regiond Didribution of Indudtrid Establishments by Leve of Technology,

1995/96
Industrid Group by Technologicel Levd Totd Regiond
LMSIs SSis Cottage/Handic | Share
No. R@I on raft
Privat | public | Total [ % Total [ % Total No [ % Total No. | %
1 Tigray 24 1 25 |39 |15 [58 [2012 |26 | 25192 2.6
2 | Afar - 1 1 01 |8 0.3 | 5443 0.6 | 5452 0.6
3 | Amhaa | 30 11 41 |64 |38 |141 | 213607 | 239 | 214034 | 240
4 | Omoma |34 37 71 | 111 | 625 | 229 | 348673 | 39.1 | 349369 | 39.1
5 | Somdie |1 - 1 01 |8 0.3 | 1245 01 | 124 0.1
6 | Belgumz | - - - - 5 02 |7328 08 | 7333 0.8
7 SNNP 21 10 31 |48 [217 |79 | 155393 | 174 | 155641 | 174
8 Gambella | - 1 1 01 |2 0.1 |1830 0.2 |183 0.2
9 Hareri 4 3 7 11 |74 |27 |12038 0.1 | 1484 0.1
10 | AddisA. | 340 | 99 439 (685 | 1173 | 429 | 103731 | 11.6 | 105343 | 11.8
11 | DireDawa | 19 6 25 |39 |78 |28 |[1263 0.1 | 1366 0.1
12 | Unstated - - - - - 27991 |32 | 27991 300
G.Totd [4/3 |[169 [642 [100 [ 2731 [ 100 | 892719 | 100 | 896092 | 100

Source MEDaC, June 1999

cottage/handicrafts is low, the economic power concentration has been high and swelling
in it and regions around that particularly in LMSI, & SSIs. Thisis partly because of the
biased digtribution of public enterprises in addition to the facility elements in that from
the total 169 public establishments till operating in the county, 99 are operating in the
capital while 37 are in Oromia region. These numbers account for about 60 and 22 per
cents of the total respectively. In sum, as of the 1995/96 matriculation, the capital and
the region around it retain about 80 percent of the total public industrial plants. Therefore,
since this trend is not neutral in intensifying the regional imbalances within the country,
the balanced regiona development issue critically needs the policy attention focusing at

the expangon of infragtructura net work towards the lagging regions.

To be critical, the scenario on regiona distribution of industrial production, as of 1995/96,

shows the huge proportion of the sector’ s production is obtained from these two
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neighboring regions. Precisely, by considering al level manufacturers, 81 per cent of the
tota indudtrial production is produced in these regions sharing 49.2 per cent for Addis
and 31.8 per cent for Oromia while the share of other regions is far below their share in
number of establishments. This by itself pushes us to raise the question of productivity
and efficiency in relation to capacity of establishments in each respective region. Clearly,
when it comes to productior/level of out put, what matters is not the number but the size

and production capacity of firms.

When we explore the sub-sectoral contribution towards total industrial production of a
region, 81 per cent is originated from the LMSIs only in Addis while it is 73 per cent in
Oromia. This indicates that the production contribution of LMSIs is incomparably far
more than its percentage shares in number of establishments. Hence, the economic
imbalance among the regions could be blamed to the unbalanced regiona distribution of
LMSIs, merely. This conclusion could be helpful in clearly detecting the extent and main

cause of the imbaances regarding indudtria development in the nation. (See table 3.15)

Table 3.15 Regiond Didribution of Industria Production, 1995/96

No. | Region LMSIs Ss Cottage/Handicraft Tota
Output [ Share | Output | Share | Output | Share | Output | Share

(%) (%) (%) (%)
1 |[Amhaa [244250 |42 |29944 | 157 [289/35 [142 [963529 | /7.0
2 | Oromia 1856557 | 320 | 50564 | 269 |643660 | 315 2550781 | 31.8
3 | SNNP 175283 | 3.0 11236 | 6.0 279155 | 137 | 465674 | 5.8
4 | Hareri 84941 15 1646 0.9 15029 0.7 101616 | 1.3
5 | AddisA. |3204790 | 553 | 82089 |437 |667283 |327 3954162 | 49.2
6 DireDawa | 152381 | 2.6 | 2716 14 1074 0.5 165891 | 2.1
7 | Others 80901 14 10088 | 5.4 137275 | 6.7 228264 | 2.8
Total 5799102 [ 100 | 187852 | 100 2042930 | 100 8029914 | 100

% Share | 722 23 - 255 - 100 -

Source: PMO, June 1999
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3.5 Future Prospects of Manufacturing Industry In Ethiopia

The future prospect of industrialization in Ethiopia can be predicated based on the
streams of investment flows from both domestic and foreign sources towards the sector.
At the same time, this investment achievement coud be one of the criteria for the
evaluation of the policy in practice. Based on the data obtained from Ethiopian
Investment Authority (EIA), | tried to summarize the manufacturing investment
achievements for the period between July 1992 and January 2000 from both domestic and
foreign sources, which are under implementation and operation. As it is indicated in the
following successive tables, atotal of about 8.6 billion birr of capital have been invested
on 1298 manufacturing investment projects during the given period. From the total
manufacturing investment, 745 projects amounting for about 3.1 billion birr capita have
started operation while the rest 553 projects with an investment capital of about 5.5
billion birr are «ill under implementation. The details of domestic and foreign

manufacturing investments are tregted exdusvely asfallows

351 Manufacturing Investment from the Domestic Sour ces

The domestic sources have been the main origins of investment. About 6.7 billion birr
from the tota of about 86 hillion birr investment capital is emanated from the domestic
source. In relative terms, it accounts around 78 percent of the total manufacturing
investment. Large portions of the numbers of manufacturing projects are also operated

and implemented by the domestic entrepreneurs. 1243 projects, including both under
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operation and implementation, from the total of 1298 manufacturing investment projects

are undertaken by domestic investors while only 55 projects are from abroad.

On the other hand, the domestic investment is expected to create above 42 thousand
employment opportunities in the manufacturing sector. It is estimated to be around 86
percent of the total expected employment generation of the new investment in the sub-

Sector.

From this total sort of contrast among the foreign and domestic investments, the domestic
source has been playing the mgor role in the integrated move towards industrial
expansion in the country. Foreign investment, however, has not been big in the sub-sector.
Over the seven years period, the total investment capital inflow to the manufacturing did
not exceed 2 billion birr. It indicates that part of the investment source is not yet well
mobilized. It is till at its minima level. Hence, “why it could be?’ should be evauated
and tackled by a series of momentous FDI promotion endeavors. The way to do it might

include facilitating the infrastructura dendity of the country, smplifying investment

codes and regulations, and development of foreigner to domestic investors partnership
mechanism along with the maintenance of stable and peaceful political situation in the

country.

Along with its merits, the domestic investment trend is also inadequate. For one reason,

its amount is still low in absolute terms. Secondly, its regiona dstribution seems to

follow the past trend being concentrated in the regions that have better infrastructura
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facilities. Many of the investment projects are planted in and around the capita region.

About 31 percent of the tota manufacturing projects undertaken by domestic investors

are established in Addis. The region around it till attains its second rank in domestic

manufacturing investment concentration, even excluding coffee hulling/processing, with

a share of about 18 percent. The other gloomy feature of the distribution is the

inconsiderable number or total absence of industrial investment projects in the remote

regions including Afar, Benshangul/Gumz, Gambella and Somalie. On the other hand,

the important and encouraging feature of the trend is its diversion towards some regions

like SNNP, Harerei and Tigray. These regions had low number and share of

manufacturing establishments previoudy. Now, the figures show that the actual number

of projects and their respective shares have revedled great improvement while that of the

Amhararegionisat its modest dage. (Seetable 3.16 and 3.17)

Table3.16 Domedtic Manufacturing Investments, which are Under Implementation,

(Quly 1992 - January 2000)

Regional Distribution By Number of Investment Projects
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Sub-Sector  of | o % % T5 % Ele |&Ele |2|2|3B3 s |5 |es
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10 | Metal 53 621.37 057 3 6 |- 13| - --1-12 1 28
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Table 3. 17 Domedtic Manufacturing Investments which are Under Opertion,
(Quly, 1992 - January, 2000)

of

Regiona Distribution By Number of Investment Projects
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Source: My own Computation from the data of EIA

The other important detected feature, in two particular regions i.e. SNNP and Oromia, is

the increasing linkage of the manufacturing establishments to the agriculture in that it is

cregting market for and upgrading agricultural products. These two regions are well

known in Coffee production. Attributed to this tendency of resource-based speciaization,

coffee hulling and processing projects have been mounting in number in these regions

3.5.2 Foreign Direct Investment in the Manufacturing Sector

In absolute terms, the manufacturing investment from abroad has been low. Its

investment capital is very small portion of the total amounting merely about 1.7 billion

birr on 55 projects that are expected to generate only around 6667 job opportunities.
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Compared to the potential role that can be feasible in the country s development process,

the foreign invesment is quite margind.

Among the total 55 foreigner owned manufacturing investment projects, 32 have started
operation while the rest 23 are under implementation. The salient features of the
investment from abroad are its concentration in metal, chemica and beverage as
evaluated by the capital amount, the expected job opportunities and number of projects.
This tendency has very essentid implication for the transformation of the Ethiopian
industrial structure from the prevailing food and beverage dominated to the one that
includes heavy and chemical manufactures considerably. It bolds its promising feature in

the indudtridization process of the country (Refer tables 3.18 and 3.19).

Table3.18 Foreign Manufacturing Invesments which are Under Operation,
(Quly, 1992 - January, 2000)

No. s c Q Regional Distribution By Number of Investment
g 2 S Projects
g | &
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12 Others - - - - - -l -
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Source: My own Computation from the data of EIA
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Tahle3.19 Foreign Manufacturing Investments which are Under Implementetion,

(July, 1992 - January, 2000)

No. %5 c o Regional Distribution By Number of [nvestment
< 28 Projects
8 _E | 8
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1 Food 3 7731 325 2 - - 1
2 Beverage 3 25591 | 845 - 1 |1 1
3 Tobacco - - - - - -
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5 Leather and Shoe | 2 15333 | 307 2
6 Wood & Furniture | - - - -
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9 None-MetalicMi | 2 57.8 125 - 1 1
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11 CoffeeHull/Proces | - - - - - - - -
12 | Others - - - - - |- - -
Grand Total 23 8955 | 2645 5 1 1 1 15
% 100 | - - 217 43743 43 65.2

Source: My own Computation from the data of EIA

Its evil features include its imbalance in regional distribution and its high capita intensity.

When we see the regiona digtribution of foreign investment on manufacturing, it has

been concentrated in the capital and the region around it. From the total of 55 projects, 40

are Stuated in Addis while 10 are in Oromia. The rest 5 projects are in other four regions.

This has an aggravating effect on economic power concentration around the capita

region creating great imbalance among regions and thereby exacerbating the rural—urban

migration in seerch of employmert opportunities.

The second unpleasant feature of the foreign investment is its high capita input intensity.

When we compare the investment capital to labor ratio of the domestic and foreign

investments, it is 0.16 in the former but 0.29 in the latter. As Ethiopiais alabor abundant




country, industrial establishments would have been labor intensive in such away that can
use the cheap labor force enabling them selves to mellow higher profit on one side and
generating job opportunities for the unemployed and excess labor force in the agriculture,

on the other sde.

In a comprehensive sort of sight, the manufacturing sub-sector has been attracting both
domestic and foreign investors. In 1995/96 the number of LMSI employing more than 10
persons and power driven machine was registered to be only 642. It was quite low. But
within the period between July 1992 and January 2000, the number of total
manufacturing investment projects, including both under operation and implementation,
were 1,298 with employment capacity of about 48,869 persons. This shows the
dgnificant expanson of the manufacturing sector. It, in turn, justifies the conducive
policy environment in that the country is amost left for the private sector to play a
critical role in its development. This has been achieved by a series of efforts to the extent
that its own one-door-stop investment promotion agency (Ethiopian Investment

Authority) is esteblished at both federdl and regiondl levels

Based on the above, we can forecast that, the future industrialization process will be laid
on the private sector participation and much faster and smoother than the past. However,
seemingly due to the infrastructure unfair expansion, the industrial investment projects
regiona distribution has been following the same trend in that those regions with better
infrastructural endowments are attaining the lion's share of the total while those with out

the facilities could not be main beneficiaries of the industrial expansion. If this trend
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continues with out any curb, the level of regiona imbalance will be stinging. That, by

itsdf, would create population flooding towards the advanced regions.

Therefore, for the balanced regiona development in that all people can benefit, due
attention should be given, appropriate policy measures should be taken to divert the flow
of investment from those with better industrial bases to the poorest ones, in relative terms,

in addition to the rapid expangon of infragtractural networks.
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CHAPTER FOUR

THE ROLE OF INDUSTRIAL SECTORINETHIOPIA

It iswidely recognized that successful development of the industrial sector plays decisive
role in the economic and socia progress of a country. The centra theme of
industridization lies not only on the production of a wide range of commodities needed
for the wellbeing of the society but aso in building domestic capacity to expand and

sugtain growth in the long run (MEDaC, 1999 p. 202)

In Ethiopia, the fixed size of agricultural land and the depletion of agricultura resources
aong with the rapid population exploson have made it difficult for the sector to
accommodate the people by providing gainful employment and sufficient income. This
implies that non-agricultural sectors particularly the manufacturing sector need to expand
S0 as to create not only demand for the unemployed labor force but aso for the fast,
sustainable and ecology insensitive development of the economy. More over, the
expansion of the industrial sector creates propitious atmosphere for the development of
other sectors generally and mechanization of agricultural sector specialy. It can pull out
the excess labor force from the rura economy and create close interdependence with the
other sectors through forward and backward linkages even within the sector itsdf.
Regarding these and other main contributions, the Ethiopian manufacturing industry is

evduated asfollows.



4.1. Itscontribution to GDP

By referring back to table 3.1, it is visible that the industrial sector including mining &
quarrying, manufacturing, construction, electricity and water, has been contributing to
GDP at nearly stagnant share of below 12 percent for the period since 1966/67. From this
smdl share of the whole industry, manufacturing has been contributing a not more than
7 percent while the other industrial sub-sectors contributed around 5 percent in sum.
Although the contribution of the manufacturing looks greater than the sum of the other
industrial branches, it could be the lowest from the international standard. Table 4.1

enables usto see the postion of Ethiopiain international standard.

Table4.1. Didribution of GDP in per cent around the world

Countries Manufacturing | Industry Agriculture | sarvice
1980 [ 1995 | 1980 [ 1995 | 1980 [ 19% | 1980 [ 19%
World 23 |21 38 |33 7 5 53 [ 63

Low income economies (LTE) 21 27 32 38 34 |25 2 35
LIE with out china& India na 13 na 25 na |33 nan |41

Ethiopia 65 |63 [109 [10.7 [581|515 |31 [378
Egypt 12 15 37 21 18 |20 45 |59
Nigeria 8 5 40 53 27 |28 32 |18
Kenya 13 11 21 17 33 |29 47 | 54

Source: Berhanu Nega (1999/2000:205) for the international dataand MEDac (462) for the Ethiopian case.

From the table, we can understand that, the share of the Ethiopian agricultural sector is
the highest while the industry accounts for the lowest share compared to that of around
the world. Even, the contribution of the Ethiopian industry to GDP is far less than to that
calculated for the low-income economies with out china and India. More over, compared

to one of our neighboring poor African Country, Kenya, there was a difference in 6.3



percentage points in that the Ethiopian industry accounted for about 11 percent while that

of Kenya accounted 17 percent, as registered in 1995.

Similarly, the manufacturing sector accounted for 6.3 percent in the Ethiopian GDP and
11 percent in that of Kenya a the same time. In contrary to the achievement of the
aggregate industrial contribution to GDP, the Nigerian manufacturing sector injected less

compared to that of the Ethiopian manufacturing.

In finalizing, the Ethiopian manufacturing industry contributes to GDP not only low but
one of the least around the world. Far more than its low contribution, the dismal feature
of the sector is magnified by its static nature in contributing to the national economy.
Looking at different categories in different basis, the table depicting the distribution of
manufacturing value added revedls that the public sector is till the highest contributor
towards the total vaue added of 10+ group from ownership point of view. Where as the
group as awhole i.e. LMSIs (10+), at far distance, followed by cottagefhandicrafts is the

highest contributor from the industrid categories based on technologicd dassfication.

Table 4.2 Didribution of Manufacturing Vaue Added

Groups Vaue added at factor cost in 000 birr
Private Totd
Public Vdue % Vdue %

10+ 1400585 | 193254 148 1593838 | 59.0
Smdl scde - 60605 4.7 606605 | 2.2
Cottage/handicrats | - 638,836 |[49.1 [638836 | 236
Informd - 409534 | 314 |[409,534 | 152
Totd 1,400,585 | 1,302,229 | 100 |2702814 | 100

Source: CSA (1997)



In searching which industria sub-sector within the 10+ group, table 3.8 might help us by
providing us the percentage distribution of total value of manufacturing production in
branch basis for 23 years. According to the table, the food producing sub-sector followed
by beverage and textile, with interchangeable character in rank of the latter two branches,
had been historically the main sources of the manufacturing production. At the bottom of
the list in order of contributing to the value of production is wood and wood products
ub-sector for aimost all of the time covered by the assessment. The second from the
bottom had been nonmetallic mineral products branchuntil 1992/93. Resulted from the
policy change, it has been improving in its contribution starting from its minimum1.8
percent in 1978/79 to its topmost 9.1 percent in 1996/97 starting to going up in the ranked
list based on contributing to the total indwstrial production. Similarly, the contributions of
chemical and metal industries have shown improving share since the 1992/93 policy
change with some fluctuations. It confirms the effectiveness of the strategy targeting at
improving their contribution emanating from the idea that these sub-sectors could play as

the engine for the development of other sectors and then the economy too.

In summary, the evaluation of the industrial sector contribution enables us to say the
share of the sector towards aggregate domestic production has been the lowest from the
international standard and at its static state. On the other hand, large portion of the tota
production comes from the LMSls (10+ group) while the public sector from ownership
and food, beverage and textile from branches points of view have been the main origins

of the production within the group.



4.2. Itscontribution to Employment

About 85 per cent of the Ethiopian people are employed in the agricultural sector
(MEDaC, 1999) while the rest are distributed to industrial, government and other private
service sectors. The manufacturing sector employs a very small portion of the
economically active population. As of 1995/96, total manufacturing employment reached
to about 1.4 million. This employment level includes permanent and temporary, paid
employees and unpaid family workers. The role of industrial branches and groups in
generating employment is exhibited as follows in table 4.3. From the three industrial
categories, cottage/handicrafts sub-sector generates generoudy the largest portion of total
manufacturing industry employment. As the record of 1995/96 it account about 93

percent while LMSIs & SSIsaccount for 6.5 and 0.6 percent, respectively.

When we assess on the basis of industrial branches, the distribution of industrial
employment is skewed towards few sub-sectors. From the total employment of 1,411,873
only textile and beverage accounted 942,269.It is 66.7 percent of the tota manufacturing
employment. Next to these is nonmetalic mineral producing branch sharing 14.5 percent
of the total manufacturing employment while the other seven sectors covered a sum of

below 19 percent.

However, the dominant branch varies from group to group. The total employment
distribution towards the branches is dominated by that of cottage/handicrafts and reflects
mainly the distribution of employees to different branches within it. If we see the mgjor
employer in each group separately, textile followed by food in the LMSIs, food followed
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by metal industries in the SSIs and textile followed by beverage in the cottage/handicrafts
categories take the first place of the order of branches on the basis of their employment
share.

Table 4.3. Employment in the manufacturing industry, 1995/96

No | Indugrid branch Techndlogicd group Totd % share of
LMSs | Smdl | Cottagelha abranch
(10+) sde | ndicraft
1 | Food 15980 3313 | 78552 97845 |6.9
2 | Beverage 7749 - 417279 425028 | 30.1
3 | Tobacco 982 - 59 1041 0.1
4 | Texle 32523 817 483901 517241 | 36.6
5 | Lesther & shoe 7863 274 21977 30114 |21
6 | Wood & Furniture 4984 1804 | 56987 63775 |45
7 | Paper, print & publ. | 5579 191 - 5770 0.4
8 | Chemicd 5071 49 130 5250 0.4
9 | Non-Metd 6120 454 198254 204828 | 145
10 | Metd 4348 2027 | 54606 60981 |4.3
Tota 91199 8929 [ 1311745 |[1411873 [ 100
%share of agroup 6.5 0.6 92.9 100

Source CSA, Report on LMS, SS and Cottage/Handicrafts Industries survey, 1997

In terms of regional distribution of employment, Addis Ababa has 55,320 or 66.6 per cent
of the total workers engaged in the 10" group industria establishments followed by
Oromia with 14,946 or 16.5 per cent and Amhara with 7,922 or 8.7 percent. These
respective percentage figures of the total 10" group employees are engaged in 439, 71
and 41 establishments in Addis Ababa, Oromia and Amhara regions. This outcome
further confirms the existing regiona imbalances in the distribution of manufacrtuing
enterprises seeking a closer look by policy makers at the factors that have been causing
this bias including the infrastructure element at the core. In the same manner, the leading
role of Addis Ababa in small scae industrid activities adso is magnified by 41.7 per cent

of the total small scale employment or 3721 workers engaged in 1173 establishments



while Oromia region has 22 percent or 1967 workers employed in 625 establishments.
The third in this regard is Amhara region with 1291 employs working in 386 small-scale

establishments.

Small regions like Harrari with a population of 150 thousand and Dire Dawa with a
population of 294 thousard as of the 1998 projection are also enjoying relatively high
number of industria establishments and the accompanying benefits including
employment opportunities. Dire Dawa has employed 6,397 (7 per cent) in 25 LMSIs
while Harreri has employed 1210 persors (1.3 per cent of the nationa LMSls

employment).

Regarding the regional distribution of cottagefhandicrafts employment, it follows the
trend that we have seen during the discussion on the regiona distribution of all scale
industrial establishments. Since they have the highest numbers of cottage/handicraft
establishments in succession, Oromia, Amhara and SNNP regions have employed 35.5,
25.5 and 17.4 percent of total cottage/handicrafts employment. The rest 21.6 percent
workers have been employed in the same sector of the other seven regions including
Addis Ababa. From that Addis Ababa takes 14.4 per cent in share while the other six
regions are left only with 7.2 percentage share from the national level employment in

cottage’handicrafts manufacturing sub sector (See table 4.4)



Table 4.4 Regiond Didribution of Industrid Labor Force, 1995/96

_Shar e of the
Cottage/ Share | 't acive
No. | Region LMSIs | SSls | Handicraft | Tota (%) Population

1 Amhara 1922 1201 334124 343337 243 4.5
2 Oromia 14964 1967 465194 482125 A1 4.9
3 SNNP 4257 919 228772 233948 16.5 5.2
4 Hareri 1210 182 1877 3269 0.2 6.0
5 Addis Ababa 55320 3721 189163 248204 176 2715
6 Dire Dawa 6397 203 2042 8642 0.6 7.8
7 Others 1129 646 90573 92348 6.5 2.3
Total 91199 8929 1311745 1411873 | 100 5.3

Source CSA, 1997

4.3. Its contribution to Export and Foreign Exchange Earnings

The existence of reliable and sustainable demand/market for the products is one basic

factor for the development of industrial sector. It, by itself, requires conducive economic

policy and creation of job opportunities from the government side, establishing industries

which have secured market conditions, improving the quality of products, supplying to

the market at reasonable price, and market exploration and product advertisement from

the producers side, and improving the purchasing power of the consumers.

To begin with the policy framework within which the sector operates, favorable

economic policy has been designed and implemented since the onset of the Transitiona

Government of Ethiopia. This measure is expected to alleviate the constraints related to

market and create a level fied for vigor competition in the industria sector. This




condition-adjustment measure has been proceeding through the federal government also.

(MEDaC, June 1999)

Based on thisintention, the changesin the sale of industrial products can be evaluated by
consdering LMS industrial group, which accounts above 70 per cent of the sector s

production

Table 3.5 in chapter three presents the total sales and its distribution among loca saes
and exports for the period 1991/92-1996/97. According to the data, the sales of LMSIs
had shown an annua growth of 29.2 per cent within the time period stated above.
Specidly, the performances in 1992/93 and 1993/94, compared to the past, had been
dgnificantly high. The preceding years performance aso had shown positive growth but

at decderaing pace.

Even though its share is not satisfactory, export sales had grown at apparently big growth
rates particularly in the first three years. In average, the sale from export had recorded an
annual average rate of about 42 percent over the same period in that the revenue from the
export sae increased from the lowest 92,921 thousand birr in 1991/92 to the higher

447,287 thousand birr in 1996/97.

From the total sales revenue, the export share is gtill at its margina stage, abaeit little

improvements. At the beginning of the review period, it accounted for only 5.6 percent of

the total sales revenue and grew to its maximum 8.5 percent in 1994/95.As a generd

91



trend the export share of the total sale is fluctuating around its average, 7.7 percent for the
years investigated. From this analysis we be able to dtate that abeit insignificant, the

export sector has shown some improvements in terms of the share from the total sales

revenue.

In answering the plausible question that could be raised by any reader, which branch of
the manufacturing contributes better to the export of the sector, we can take a look at
origins of the export in branch wise. Table 4.5 presents this information. The liori s share
of the total export revenue is obtained from the leather and shoe branch at increasing
share for the period 1991/92 to 1994/95. In 1991/92, its share was around 69 per cent;
however, it increased to 93.3 in 1994/95 and declined to 91.4 per cent in 1995/96. In
1996/97, it further went down to 86.6 per cent. This decline is not due to its deterioration;

rather it is due to the faster exportable growth in the other branches.

In value terms, except a little decline in 1995/96, the export of leather and shoe sub-
sector is a ever-risng trend while the food manufacturing shown sharp and consistent
decline in both percentage share and vaue terms in the period between 1991/92 to
1995/96. In 1996/97, it recovered back in share as well as vaue terms. Next to this is

textile thet received the third weight on the basis of its export contribution.

Theideal curve on the percentage shares or values of food exports for the whole period in

consideration seems to have an upward parabola shape. This reveals the deterioration and

then after the recovery of the sub-sector as evaluated on its contribution toward
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Table 4.5 Value of Manufacturing Export of LMSIs, 1991/92-1996/97, (‘000 birr)

Industrial 1991/92 | oy 1992/3 [ o 1993/94 [ o 1994/5 | o 1995/6 | 9 1996/97 | 95 AV. % <hae| Annud Averag
Branch (91/92-96/97) | Growth rate(%)
Food 21874 23.5 | 36077 | 17.7| 39,623 | 14 |19215 (4.9 | 11715 (2.9 | 31206 |7 8.8 7.3
Beverage | 257 0.3 | 240 0.1 |79 0.03 |93 0.02 | 199 0.05 | 67 0.01] 0.05 -23.6
Tobacco - - - - - - - - - - 1075 0.2 | 0.06 -

Textile 6752 | 7.3 | 4762 | 2.3 | 4142 1.5 | 7000 1.8 [ 20680 | 5.2 | 27062 | 6.1 |3.9 32

Leather &

shoe | 63989 | 68.9 | 16243 | 79.8 | 239402 | 84.5 | 367472 | 93.3 | 366686 | 91.4 | 387492 | 86.6 | 87.13 43.3
Wood 49 0.05 |49 0.02 | - - - 1456 [ 0.4 | 341 0.1 (0.1 -

Paper &

printing | - - - - - - - - - - - - - -
Chemicals | - - - - - - - - - - - - - -
Non-metal | - - - - - - - - 370 0.1 |44 0.01| 0.02 -
Metal - - - - - - - - 7 0.00 |- - - -
Total 92921 | 100 | 20351 | 100 | 283246 | 100 | 393781 401116 | 100 | 447287 | 100 | 100 36.9
% Change | - - 119 39 39 2 11 42

Source: MEDaC, Jun 1999, p. 4

manufacturing export originating from LM SIs. In average, about 87, 9 and 4 per cent of the total export earnings from the total LM SIs
had been ripen from leather & shoe, food and textile sub-sectors, respectively while each of the rest contributed either less than 1 per
cent or nothing. Leather & shoe is the single most important industrial branch accounting for the lion s share of total manufactured

export. Its share in total manufactured export increased from about 69 per cent in 1991/92 to 87 per cent in 1996/97.
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This low level of export earnings originating from very few sources suggest that the
support of the sector in attaining foreign exchange be under not only the potential and the

existing capacity but aso the smple possbility. The above findings such as the

fluctuation in share of export revenue from the totad LMSIs manufacturing sales, and
beyond that its concentration in leather & shoe production revea the tortoise move of the

sector in injecting to the export promotion.

As atypica agrarian economy, even, most of the export earnings are originating from
agricultural products and raw natural resources. In Ethiopia, the contribution of
manufactured export to foreign exchange earnings has been confined to not more than 15

per cent, so far. (MEDaC, 1999, P. 221)

Despite its margina and declining percentage contribution b total export earnings,
manufacturing export has been expanding at annua average rate of 37 per cent during the
period 1991/92 to 1996/97. Thisis asigna for the possibility of further expansion of such

exports if due attention is paid to it. As suggested focal points of the attention, improving
the quality and quantity of commodities associated with the possible cost of production
minimization have to be at the top so as to being competent in the fierce international
competition. On the other hand, searching market for the products and promoting to that
is the other complementary direction to which aso due attention shal be given. In the
mean time, efforts should be put in diversfying, vertically as well as horizontaly, the

manufacturing products in generd and the exportable in particular.



4.4 ItsLinkage with the Other Sectors of the Economy

Economists and policy makers generally vistalocal linkages as essentia for an integrated
economic development. Loca linkages enhance sectors  growth, technology transfer and
creation of job opportunities by boosting the loca value added, raising domestic incomes
and foreign exchange earnings and thereby contributing towards the strengthening of the

nationd sdf-rdiance. (Andu-Alem, 1997, p. 52)

If various sectors of an economy are strongly interdependent in man aspects like
provision of inputs to and creation of market for the products of the other sectors, the

economy might not be vulnerable for externa shocks such asrisein price of imports (e.g.

petroleum), fall in price of exports and deterioration in international relation for any kind
of political and economic reasons. The concept‘ linkage embraces bi-directiona flows of
resources between every two sectors and multilateral flows among different sectors of an
economy. This idea can be verified by the forward and backward linkages of the

Ethiopian indudtrid sector to the rest sectors of the economy, in this context.

The forward direction of the industrial sector linkage to the other sectors include mainly
the provision of industrial products that can help to improve the productivity of the
beneficiary sector. Even though it is dmost impossible to explain what is happening
between different sectors of the Ethiopian economy, due to unavailability of the relevant
data, it is customary to say domestic industries supply agricultura tools, chemicals and
other inputs to the backbone sector, agriculture. However, this statement does not mean

that what is needed by the agricultural sector could be fully provided by the industrial
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sector. There is a large gap in item or quantity, between the demand and supply
conditions of the two sectors. For example, huge amount of fertilizer is demanded by the

agricultural sector in stable manner, but the industrial sector could not provide it. It has
been using, mainly, imported fertilizer. Many other examples can be illustrated but with

out supporting data. So, | should quit this explanation here.

Albeit not on destination/sectora basis, table 3.5 clearly indicates that beyond 90 per cent
of the products produced by LMSIs have been sold in the domestic market. This implies
that even if the price is unsatisfactory, the domestic economy is creating large demand for
the industria products despite with many constraints such as absence of rural road, for
the distribution of commaodities to different and remote parts of the country. On the other
sde, the rural economy releases cheap labor force to the industrial sector. Rather, thisis
an ideal one. Because the employing capacity of the industria economy is very limited

compared to the rurd-urban migrants and job seekers.

Equaly important expected role of the industrial sector is the creation of demand for
locd products. However, the Ethiopian LMS manufacturing sub-sector is well known for
its high dependence on imported raw materias. The ratio of the value of imported to total
cost of raw materias (import intensity) has been increasing for most parts of the reform
period except a modest decline in 1994/95 and 1996/97. According to MEDaC, during
the first half of the 1980s the manufacturing sector exhibited nearly 60 per cent import
intensity while it dropped to 40 per cent in the second haf. This is a solid evidence for

the inherent weakness of the manufacturing sector in minimizing the cost by using loca



raw materials where there is poor linkage with other sectors and within the manufacturing

sector itsdlf for the provison of inputs. (1999, p. 226)

A careful look at table 4.6 might help us in understanding the nput utilization trend of
the LM S manufacturing industries during the reform period (since 1991/92). Loca input
intengity is the complementary part of import intensity, which means the intengity in
procuring local raw materias while the sum of the two becomes 1 or 100 per cent. On the
table are the import intendity figures so that we can easily extract the extent of locd raw

materid utilization by LMSIs.

Import intensity during the reform period increased from 0.33 in 1991/92 to 0.44 in
1996/97 signifying the decline of local raw materia utilization/procurement from 0.67 to
0.56 over the same period. The ratio of the value of loca raw materialsto the total cost of
raw materials reached its trough (lowest point) in 1993/94 while import intensity was at
its peak. From the total industrial raw materias, about 55 per cent was imported while the

rest 45 per cent were localy supplied.

Metallic industries such as basic iron and stedl, fabricated metal product, machinery and
equipment, and motor vehicles followed by chemical industries including chemicals and
chemica products, and rubber and plagtic are the specific industrial branches in which
very low percentage of loca raw materials are recruited. For most of the times, their local

raw materia intensty varies between 0.01 and 0.10 in the metallic, and between 0.14 and
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0.18 in the chemical industries. These are, thus, the most import dependent segments of

the Ethiopian manufacturing sector.

In contrary, the industrial branches which account for the liori s share of manufacturing
sector production as well as value added such as food, beverage, and leather and shoe
show relatively high local raw materia utilization/intensity implying that they are less
dependent on imported inputs. The food and beverage group meets more than 80 per cent
of its need for raw material consumption from local sources. About 75 to 80 per cent of
the raw materia for leather and shoe branch is aso supplied locally. Among the large
industrial branches, the textile industry shows relatively lower dependence on local raw
materials whose share in one year reached up to 20 per cent of itstotal raw material costs.
Recently, nonetheless, it has been above 60 per cent. The fagt growing nonmetalic-
mineral- manufacturing group also exhibited about 50 per cent of local raw materias

intengty during the review period. (Seetable 4.6)

The weak linkage between the industry and other sectors renders them to develop high
import dependence nature of the industrial sector in general and some branches in
particular which in turn makes them vulnerable for foreign exchange short fals. This
vulnerability affects adversely not only the smooth production of the manufacturing

industry but aso the development of the economy asawhole.



Table 4.6 Import Intensty of LMSIsby Industrid Branch1991/92-1996/97

No. | Indugtrid Branch | 1991/92 | 1992/93 | 1993/94 | 1994/95 | 1995/96 | 1996/97
1 | FoodBeverage | 0.20 017 0.18 0.12 021 017
2 | Tobacco 042 0.87 0.66 0.82 0.94 084
3 | Tedile 0.80 0.57 0.70 0.56 0.38 0.37
4 | Wearing gppard | 0.10 0.16 0.33 0.39 0.40 0.31
5 | Taning/dressng | 0.27 0.29 0.25 0.15 0.20 0.23
6 | Wood 0.27 0.83 031 044 043 0.45
7 | Paper, Printing 0.59 0.60 0.75 0.68 0.71 0.70
8 | Chamicds 081 0.77 0.78 0.75 0.77 0.75
9 | Rubbe/Padic 0.92 091 0.94 0.94 0.95 0.95
10 | Non-Metd 0.55 0.56 0.58 054 042 0.31
11 | BadcIror/lron 0.95 0.97 0.99 0.97 0.99 0.99
12 | Fabricated Metd | 0.93 0.82 091 0.85 0.90 0.93
13 | Machin/Equipm. | 0.87 0.89 0.98 0.90 0.67 0.90
14 | Motor Vehides | 0.77 0.69 0.96 091 0.92 0.85
15 | Furniture 0.3 0.22 031 0.30 0.21 0.22
Totd inAverage | 0.33 044 0.55 0.46 048 044

Source: Calculated from CSA series, 1992-1998.

In generalized evauation, SSIs are more dependent on domestic inputs. If we compare

the raw materials source of SSIs to that of LMS ones based on the 1995/96 data, the

former uses about 86 per cent while the latter uses about 52 per cent local raw materias

from their respective total needs. Therefore, on the basis of raw materia intensity, the

smal-scale part of the industrial sector has stronger backward linkage to the other

commodity producing sectors of the economy rether than LMSls.




From the branch corner of view, the food sub-sector followed by leather and shoe is
highly intensive in loca inputs in that it uses about 87 per cent local raw materias in its
LMS and 97.5 per cent in its small- scale wings. In sum, the food sub sector, in both LMS
and small-scale, utilizes domestic raw materials at about 0.88 intensity. Next to this is
leather and shoe consuming local inputs at about 0.80 intendity, in both scales. Even
though the size of utilization is small enough not to be reflected in the average intensity
measure, it, in fact, uses local raw materials more intensively at the small scae level of

production.

Unlike their intengity in the LMS wing, small-scale non-metallic and chemical industries
are highly dependent on the domestic sources in that they utilizes above 99 and about 71
per cent locd inputs, respectively. From the bottom of the list in order of loca input
intensity, tobacco and metal producers are extremely import intensive as evaluated on the
basis of larger input consumer pat, LMS, as well as the average intensity. In their
respective, they use merely 5.6 and 6.4 per cent loca input from their total consumption
justifying their vulnerability for any kind of accident that hinders the import of raw

materids. (Refer table 4.7)

Shortly and relatively stating, LMS wing of the manufacturing sector is highly dependent
on imported raw materials weakly integrating to the other parts of the economy. Looking
a individua trees, tobacco, metal, chemical, and paper and printing are at their most
awful stage in that order being dmost unrelated to the domestic economy regarding their

raw material consumption. This perplexity of the sector creates stress on itself and
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Table 4.7 Sources of Raw Materials by Industrial Branch and Technologica Levd,
1995/96, (in * 000 birr)

Industrial Raw matend Utilization of LMSIs Raw matend Utilization of SSIs
_ Branch Total Imported | Local %share Total Imported | Loca % share | Tot
2' of Locdl of Local
1 | Food 595758 | 79123 516635 | 86.7 74997 | 1866 73131 [ 975 6/(
2 | Beverage 212672 | 88326 124346 | 585 - - - - 250
3 | Tobacco 113460 | 107130 | 6330 5.6 - - - - 117
4 | Textle 422216 | 162362 | 259854 | 615 4279 2163 2116 | 495 4
5 | Leather 417477 | 83934 333493 | 799 2102 382 1720 | 818 41¢
6 | Wood 49026 14353 34673 70.7 13242 | 2561 10681 | 80.7 622
7 | Paper, Print | 137513 | 97518 39995 291 1610 1414 196 122 13¢
8 | Chemicds | 306350 | 255376 | 50974 16.6 998 290 708 709 30i
9 | Non-Metal | 90141 37646 52495 58.2 4072 24 4048 | 94 o4
10 | Metal 405670 | 38458 21142 52 12089 | 7462 5527 | 426 41¢
Grand Total | 2/50283 1310346 1430937 24 114289 16162 RB127 | 85.9 286
% Share 100 47.6 524 100 14.1 85.9 10

Source: Computed from CSA Survey, 1997

condrains the devel opment and augmentation of other sectorsin the economy. Because,
hed they been utilizing more of domestic raw materids, the saved foreign exchange could
be utilized for its optimum purpose by that to import investment and cgpita goods.
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CHAPTER FIVE

COMPARISION AMONG THE INDUSTRIUAL SECTORSOF ETHIOPIA AND

THE REPUBLIC OF KOREA

It is customary to hear that Ethiopia and the Republic of Korea were on similar stages of
economic development and income levels in the time of four or five decades ago. This
could be elaborated by comparing key economic indicators such as the indices of sectora
contribution, per capita income and trend of the manufacturing industries of the two
economies. In spite of the fact that thorough comparison among many other variables of
these economies has noteworthy importance, the lack and less rdiability of the relevant
data, and the differences in the corresponding rates of changes of macroeconomic
variables specialy exchange and inflation rates make the task very complicated, if not
impossible. However, for the reason that | am very eager in exploring at least few but
important causes of the ever widening gap between the two economic performances, the
comparison has been accomplished as follows in various sections of the chapter despite

unsatisfactory.

5.1. Structural Compostion of the Two Economies Before 1960

As of 1954, about 17 million of the total Ethiopian population were engaged in
agriculture, the most important branch of the economy while only about 2 million people

were non-agricultural population. Proportionately, 90 per cent of the total active
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population was stayed in the agricultural sector. As the account of that year, GNP was at
its level of 1734 million Ethiopian dollars. In that agriculture contributed about 75

percent of the total GNP with more than half of the contribution derived from crop

farming. On the other hand, the industrial and service sectors shared about 6 and 19
percents of the tota GNP respectively. From the share of the industrial part,
manufacturing and handicrafts constituted 5 percent. Per capitaincome, in the same year,

was about 89 Ethiopian dollar (US$ 35.7). (FFYP, 1956, p. 5-7)

Comparably, Korea was one of the poorest nations in the world before 1953. At that time
South Korean GNP was at the level of 47.9 billion won (the country s currency) at
current market prices. Its per capita GNP was also low amounting at $ 67 at current
prices (or $ 757 in 1990 congtant dollars). (The Korean Economy 1945-1995, 1997, p.11).
Regardless of the differences in income, price and purchasing power of the corresponding
domestic currencies, it could not be that much a mistake to say the two countries were at
the lowest rim of the list of nations around the world in accordance to their national
wealth. Despite the differences in share of various sectors, particularly due to the
introduction of industrial plants in Korea by the Japanese colonia rule, the structura
composition of both economies were dominated by the traditional agricultural sector. The
gap in composition was narrower than the prevailing whereabouts. Although the data, on
both sides, do not alow to proceed the comparison at longer time before the one which
has been taken as a benchmark, the structure of the two economies for the 1950s is

presented in table 5.1
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Table 5.1 Share of GNP by Industrid Origin for Ethiopiaand the Republic of
Korea

Sector Ethiopia Republic of Korea

1954 | 1961 | 1953 1961

Agriculture | 74.7 | 68.1 | 489 47.1

Industry 6.2 |90 |59 10.0
Sarvice 191 | 229 | 452 429
Totd 100 | 100 | 100 100
Source: FFY P, 1956, p. 313 (for Ethiopia), and The Korean Economy 1945-
1995, 1997, p. 533

According to the table, even in 1950s, Ethiopia was highly agrarian while Korea was
biased towards the service sector. In Ethiopia around 75 percent of the gross national
income was derived from the agriculture while it was around 49 percent in Korea in the
first haf of the 1950s. Until the early 1960s dmogt haf of South Korea s GNP was
generated by agriculture employing the overwhelming portion of the population. (Pal
Y ong Moon and Kwang-Eon Sun, 1997, p. 468). Remarkably, the shares of the industrial
wing of the two economies were amost the same for the period until 1960. Even in 1961,
the sector' s share in both countries was comparably low with a difference of only one
percentage point. Rather, great difference was between the corresponding shares of
service sectors. This could be mentioned as one difference in the initia conditions of the
economies since it includes socia overhead capitals (SOC) enabling a country with better

level of it to operate better.

Targeting at the identification of the main causes for the widening gap between the
performances of the two economies since 1960, the period before that is considered to
accompany with negligible differences among the two economies in general and in the
industrial sectors in particular. With the idea that their economic performances and

consequently the living standard of their people, have been a ever increasing gap, the
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trend and the root causes of the gap are tried to be visuaized in the following sections of

the chapter.

5.2 Transformation of the Two Economies Since 1960s

5.2.1 Trangformation by Major Economic Sectors

Contrary to the pre-1960, for the period since then the economic situation has been
changing quite rapidly in Korea while the dStuation in Ethiopia rather worsened
particularly during socialism. Resulted from the zealous spiritud move of the people
motivated by the military government, Korea has been recognized by its economic
success story while Ethiopia had declined from its status as one of the bunder of UN

Security Council to the typical aid seeker nation.

The tricky and noteworthy rapid economic growth of Korea is attributed to the fast
industrialization and structural transformation of the economy. To the contrary, the ever-
stagnant nature of the Ethiopian economy is attributable to the disappointing policy
framework and government guidance possibly to say disindustrialization move emanating
from feudalistic and more severely from socidistic behaviors of the two successive
regimes. Before exploring the reasons for the divergence between the two economies
thoroughly, we should take a look at table 5.2 indicating the transformation of both

economies over time.
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Table 5.2 Structurd Change of Output in Koreaand Ethiopia (% of GDP)

Country | Sector 1953 | 1961 | 1966 | 1972 | 1981 | 1987 | 1993 | 1998

Agriculture | 489 471 425 264 (163 | 109 |75 na
Industry 5.9 100 (134 (142 |243 | 299 | 294 |ma

8 | Sevieess |452 |[429 |441 |594 (594 |592 631 |ma

§j Totd 100 100 | 100 |100 |100 | 100 100
Agicuture | 747 | 681 |620 | 518 [557 (517 [510 |[448

© Industry 6.28* | 9.0 118 | 160 [118 | 136 11.0 11.7

8 | Seviees |191* |229 [262 | 322 [311 | 347 |380 |435

ﬁ Totd 100 100 | 100 | 100 | 1001 | 100 100 100

Source: CSA (1966), Mekonnen Taddesse (1992), and MEDaC (1998), for Ethiopia; and The Korean

Economy 1994-1995 (1997) p.533 for Korea.
Note: * shows that the dataisthat of the 1954.

In the history of Korean economy, agriculture became magjor source of income up till the
first half of 1960s but with declining in share. However, since the second half of 1960s, it
has been surpassed by the service sector, and even by the industrial sector for the latter
yeas. The trend of the Korean economy could be characterized by the ever-turgiding
industrial and service sectors in share of GNP for the whole time in consideration. As of
1993, the share of agriculture fell to 7.5 percent where as that of industria and service
sectors increased from 5.9 in 1953 and 42.9 in 1961 to 29.4 and 63.1 percents in 1993,
respectively. This justifies the marvelous transformation of the economy from traditional

agriculture to modern indudtridization.

Incomparably, agriculture has been dominating the structure of the Ethiopian economy.
In the history of Ethiopian economy, its contribution towards GNP as well as
employment has never been surpassed by the other sectors. It accounted consistently
more than haf of the tota GNP in the whole economic history except for the end few
years. It has been below half of GNP since three years ago. In the mean time, unbalanced

expansion has been viewed in the service sector. However, the prosperoudy productive
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sector, from international experience, industry, has been disappointingly stagnant with
little fluctuations around 12 per cent for long period. This is an evidence for the

unhealthy transformation of the economy towards the service rather than commodity-
producing sector. This defective economic trend calls for tight attention for controlled

move towards indudtridization.

Here, we can deduce that the structura transformations indicate rapid industridization in
the case of Republic of Korea, and abnormal service sector expansion at the cost of
indugtridization in Ethiopia. Thisis the other cause for the widening income and welfare

gap between the two nations because of the non-tradable nature of services.

5.2.2. Transfor mation within the Industrial Sector

The structure of manufacturing industry is characterized by light and consumer goods
production in Ethiopia. As it has been investigated in the above chapter, food, beverage,
and textile production, in that order have dominated the Ethiopian manufacturing industry.
High numbers of establishments are in the small scale and cottage/handicrafts. The
number of LMS edablishments is surprisngly very low verified by the 741
establishments even in 1996/97. Those industrial branches, which are expected to play
critica role for the development of the manufacturing sector as well as the whole
economy such as metallic, non-metallic and chemical industries are till at their lower
stage despite an inauguration of improvements since few years ago. In genera the

Ethiopian industry is at its fragile infant stage with underdeveloped capacity and
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experience for vigor competition in the domestic as well as international markets. Despite
the unavailability of the relevant data, the market share of the Ethiopian industry is

presumed to be very thin.

In opposite, the industrial sructure of the Republic of Korea at the beginning
incorporates both heavy ard light manufacturing with expanding in share of both heavy
and light industries particularly after the HClI derive of 1970s. As depicted in the
following table, in 1953, it was 8.82 and 1.86 percent that contributed to the total national
output by the light and heavy industries respectively. In 1961, it increased to 16.09
percent from the light and 4.26 per cent from heavy industries. For the period next to that,
the share in total nationa income further increased from 24.4 in 1973 to 25.95 percent in
1987 contributed by the light, and from 10 in 1973 to 15.54 percent in 1987 by the heavy

indudtry.

Table 5.3 Share of Output Contribution by Korean Manufacturing (%)

Manufacturing Industry
Ligt | Heavy | Totd
1953 8.82 1.86 10.68
1961 16.09 | 4.26 20.35
1973 2441 |10.00 | 3441
1987 2595 | 1554 | 41.49

1994 21.18 | 1551 | 36.69
Source: The Korean Economy 1945-1995, 1997, p. 110

Looking on the other way round, the structural transformation within the industrial sector
itself has been vigorous in Korea diverting from the production of clothing and textiles

towards metal products. The manufacturing share of clothing and textile industry shrank
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from 35.6 percent in 1975 to 22.1 per cent in 1990 while that of metal manufacturing

went up from 28.4 to about 46 percent over the same period.

Secondly, the manufacturing share of petrochemicas and plastics had increased from
12.9in 1975 to 14.4 per cent in 1990. This turgidity of some industria branches looks to
be compensated by the flaccidity of other branches like food and beverage, and clothing
and textile producers. The flaccidity of food, beverage, clothing and textile producers
accompanied with the turgidity of metal, petrochemicals and plastic producers are among
the evidences for the industrial transformation of Korea from the smple light and

consumer goods production to the sophisticated heavy and chemical industrial complexes.

On the other hand, the structure of the Ethiopian industry is irony for internd
transformation, too. Still, food and beverage followed by clothing and textile producers
are superpowers sanctioned by simple techniques of production while chemica and meta
producers are lagging behind the others. This industrial composition justifies that the
Ethiopian industry is at its infancy being transformed insignificantly over long period.

(See teble 5.4)

Table 54 Sructurd Trandformation of Industries (% of the manufacturing)



Indudirid Branch Ethiopia Korea

1975 1980 [ 1985 | 1990 | 1975 | 1980 | 1985 | 1990
Food & Beverage B4 427 |429 [414 106 [90 [81 |71
Clothing & Textile 326 249 | 201 | 187|356 |309 |281 | 221
Wood & Furniture 18 16 |06 |08 |37 33 |27 |29

Paper & Printing 37 45 |53 |58 |49 45 |44 |45
Chemicds& Padics |57 70 |72 |40 |129 (132 |(132 | 144
Metd 55 71 |66 |39 |284 |358 |397 |459
Non-Medlic 26 23 3.7 53 | ma na na na
Others 9.7 99 136 | 200 | 4 35 |39 |31
Totd 100 100 |100 | 100 [100. |[100 |100 [ 100

SOuUrce: The Korean Economy 1945-1995, 1997 (for Korea) and Table 3.8 of this paper for Ethiopia.

5.3. Comparing and Contrasting the Two Economies by Main Economic Indicators

5.3.1. Comparison by Gross output, Per capita Income and their Growth Rates

For the purpose of comparison, we can gpply two main macroeconomic indicators, GNP
and per capita GNP. Since these are the ultimate measures for overal economic
performance and living standard of the recipient society, | used to examine the economic
status of the two nations based on the corresponding figures of GNP and per capita GNP.
In doing so, | used calculated indices for the two economic variables. This is because, for
one thing the corresponding values are given in different currency units; for the other
thing, even though the gap between the respective vaues of the two economies had been
narrower in the pre-1960 period, there had not been exact intersection point of these

indicators.

These two reasons hindered me from using the value figures, as they are, for comparison

purposes. Consequently, | preferred to employ the relative levels of the given variables

110



by making 100 the 1953 figures as a point of equality and benchmark assuming that the
two countries were on similar level of economic measures. This application of index as

an instrument of comparison is not intended to ignore the differences in the pre-1953

period but merely to create appropriate point of reference for the clear investigation of the

trend beyond thet point of time.

Having the above scheme in our mind, looking at table 5.5 enables to draw the image of
the disparity trend between the two economies over four decades since 1953. If we see
the corresponding GNP indices, they were presumed to be equal at 100 in 1953. Both
GNP indices look increasing over the given time period incorporating both real output
and price effects, as the figures are not indicating real values. For any reason the
difference had not been on the direction but on the intensty of the upward variation.
Within eight years from 1953, GNP of Korea increased by haf while that of Ethiopia
increased by 35.6 per cent. In the same year, 1961, the gap between the indices was 14.4.
In 1971, it further increased to 425.6. The difference itself became more than four fold of
the initid mark. More severedly, the gap became as high as 4324.8 in 1981. This widening
trend of the gap had been continued until 1994. Even if the data do not alow us to go
further, it is hardly a mistake to prompt that the gap has been widening for the rest of the

years ds0. (Seetable 5.5)

Table 5.5. Indicesfor the Trend in GNP and Per Capita GNP of Ethiopia and Korea

Country | Indicators 1053 [1961 | 1971 |1981 | 1991 1994

O — O [ GNA(nI0mITUS$) |14 21 95 671 2920 3769

i



Inaex 100 | 150 678.6 |4,7929 |20,857.1 | 269214
Per capita GNP(US$) | 67 82 289 1741 675/ 483
Index 100 | 1224 | 4313 |25985 |10,085.1 | 12,661.2
GNP(in million Birr) 1734 | 23518 | 43675 | 81172 1047157 | 12,644.8
.g [ndex 100 | 1356 | 253 468.1 603.9 729.2
= | PercepitaGNP(BIrr) | 89 1175 | 186.8 | 210 206.3 231.38
M [Tndex 100 | 132 2099 | 236 231.8 260

Source: 1. Vauesaretaken from K.E., 1945-1995,1997, p. 326(for Korea), and from

CSA abstracts of each year and NBE (for Ethiopia)
2.Indices are cal culated from the values.

The trend of the per capita GNP gap is dso the mirror image of that of GNP. It has been
envisaged over the same period of time. Per capita GNP of both nations is assumed to be
the same in 1953. However, they increased a different rates in that the Korean GNP per
capita grew very rapidly but that of Ethiopia grew at arate in that it might not be far more
than the inflation rates. The per capita GNPs of the two countries are supposed to be
equal in1953. However, resulted from the rapid economic growth of the former and the
unsatisfactory performance of the latter, the per capita GNP of Korea became about 50
fold of the Ethiopian in 1994. Surprisingly, the widening of the gap has been fast since
1970, Korean turning point in the process of transformation from the light to the HCI

Stage.

As a generd perception the gap between the achievements of the two economies
performances was relaively narrow in the pre-1970 period. Nevertheless, for the latter
three decades, the Korean economy has been growing astonishingly driven by the
promotion of heavy and chemica industrid move at the forefrort. Where as Ethiopian
economic growth was confined to the willingness of the socialist government that came

to power in 1974 and killed the country as well as the people for successive 17 years
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under its war-oriented principle of conflict resolution and nationalization-based state
owned industrial enterprises. These and other reasons has made the economy to lag

behind not only the fast growing East Asian NICs but also the poorly performing African

and South Asian countries. The noteworthy rapid economic growth of Korea and the

dragging Ethiopian economy performance are further illustrated in the following figure.

Anne Krueger, 1997, dates

Fig. 5.1Trends of GNP and Per capita GNP Indices of Ethiopia and
Korea
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Despite some bumps adong the way, Korean growth has remaned
phenomenaly rapid, and by 1995, Korea was classified as an upper
middle income country by the World Bank (1995, p.163), with a per capita
income of US$ 7,660 in 1993 dollars. That compared with an average for
al low and middie-income countries of $1,090, and dl East Asian and
Pacific developing countries of $820. (P.294)

The other economic performance measures are growth rates of GDP, it had never been

negative except 1980 (due to oil shock and fell in rice production) for the period between
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1961 and 1994. Further more, the growth rates became very high for the period between

1965 and 1973, the miracle years (1bid. p. 308) and between 1983 and 1988.

In the three decades performance, the lowest GDP growth (2.5 per cent) other than the
1980, was registered in 1962. But for the other years the economy grew at arate above 5
per cent. Thisfinding is consistent to the conclusion drawn by Sang-Woo Nam and Junt|1
Kim, 1997. According to them, after wadding through the economic disarray of the
1940s and the 1950s, the Korean economy embarked on a path of aggressve
development in the early 1960s and has, since then, achieved rapid growth during a
relatively short period of time. The real GNP grew at an average rate of 7.5 per cent from
1953 to 1994 and recorded an even higher rate of 8.2 per cent if the time period starts
from the 1960s. However, average growth of real GDP for each decade showed
substantial variations from less than 4 percent in the 1950s to more than 9 per cent in the
1980s. Albeit considerable year-to-year fluctuations in annua real GNP growth, it has
shown a rising trend from the 1950s to the 1960s, and only negative rates in 1956 and

1980. More over, neither a decreasing trend in real GNP nor a systematic decline in its

variation can be detected since 1970. (P. 175)

The per capita GNP growth follows the same trend. Though the unavailability of the
relevant data, for the period from 1971 to 1980 impeded us to have complete conception,
the per capita GNP growth rate has never been below 2.5 per cent in the years for which
the data are provided. This conclusion is consistent to the findings of one prominent

economist, Danni Roderic. He found that the Korean economy grew at an average of
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9.95 percent for the period 1960-85 and the per capita GDP growth rate had been an
annua average of 6.82 for the period 1960-89 (1994). The growth rates of GNP per
capita look superior to the growth rates of GNP figures. This might be attributable to the

accompanying decline in population growth. Table 5.6 holds the detail data regarding
growth rates of the variables consdered so as to have better understanding about the

phenomena.

Unlike the Korean growth rates of GDP and per capita GNP, the Ethiopian growth rates
of those variables had been suffered from negative growths for considerable number of

years. More over, the other growth rates were low abet postive.

Concretely, from the 37 years (almost four decades) observation seven years were
suffered from negative GDP growth rates. Surprisingly, six of those years are in the 17
years military government (Dergue) era while the other year is 1997. During the period
between 1962 to 1973 (part of the imperia regime), the GDP growth rates were low

around 4 per cent varying between its minimum of 1.4 per cent in 1973 to its maximum
6.8 in 1965. Since 1992, the economy seems to revive again except drought-born low
achievements of 1993 and 1997. As a reflection of the growth of the national income
coupled with uncontrolled population growth, the situation in growth rates of per capita
GNP have been much worse than GDP figures. From the same number of years, the
growth rates of per capita GNP were negative for about one third of them. In similar
Table 5.6 Comparison of growth rates of GDP and per capita GNP of the Republic of

Korea and Ethiopia, 1961-1997

| | Korea, growth rates | Ethiopia, growthrates |
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year | Korea, growth rates Ethiopia, growth rates
I%I | BBbP PCGNP | &DP PCGNP
19%2 | 2.1 6.1 2.9 1.9
1963 | 9.1 1493 3.2 2.8
194 | 9.7 1.9 5.0 125
1965 | 5.7 190 6.8 122
1966 | 122 136 4.2 14
1%7 | 5.9 190 3.0 -1.9
1968 | 11.3 24.3 4.1 4.4
1969 | 138 205 4.2 4.6
1970 | 8.8 na 57 3.1
1971 | 85 na 4.5 -1.8
1972 | 4.8 na 2.5 2.9
1973 | 128 na 14 na
1974 | 8.1 na -0.73 -2.9
1975 | 6.1 na 13 7.4
1976 | 11.8 na 13 114
1977 | 103 na -0.9 3.3
19/8 | 9.4 na 52 7.8
199 | 7.1 na 55 3.6
1980 | -2.7 na 3 12
1981 | 6.2 na 051 -34
1982 | 7.2 5.3 101 6.9
1983 | 11.5 9.8 -6.3 -9
1984 | 8.7 8.6 -9.7 -124
1985 | 6.5 25 9.9 6.4
1986 | 11.6 145 14 104
1987 | 11.5 253 -0.1 -3
1988 | 11.3 335 0.3 2.7
1989 | 64 213 4.1 0.9
1990 | 9.5 129 -4.2 -7.2
1991 | 9.1 149 -3.7 -6.7
1992 | 5.1 3.7 120 85
1993 | 5.8 7.2 17 -0.5
194 | 84 129 54 3.9
1995 | na na 106 7.3
1996 | na na 52 2.0
1997 | na na -0.5 -34
1998 | na na 6.3 3.2

Source: The Korean Economy 1945-1995, 1997, p. 153 and 161 (for Korea), and table 3.2 of this
paper, (CSA Abstracts and Befekadu Degefe for Ethiopia).
Note: Per capitafigures of both nations are calculated from the datain the corresponding sources.

fashion, from the tota of 12 years in which per capita GNP growth rates are negative,
eight years are in the military government era. The Imperia and the prevailing
governments equally share the other four years of negative per capita income growths.

The concentrated/disproportionate distribution of negative growth rates, regarding both
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indicators, in the period between 1974 and 1991 discloses the grievousness of the

economic chaos during the sodidid ruling. (Refer table 5.6)

5.3.2 Comparison by Export Performances

5.3.2.1. Total export Performances

In the case of Korea, before the early 1960s, the industrial development strategy was
import substitution. According to Choong Y ong Ahn, Korean economic growth under the
import substitution regime was ineffective despite massive foreign aid. Hence, with the
collapse of the Syngman Rhee regime in 1960 and the installation of the military
government headed by Genera Park Chung Hee in 1961, the economic development
strategy shifted to that of rapid export-led out-ward looking industridization. (1997,
p.334 & 335). Simultaneous occurrences of export-promotion strategy and the
accompanied quite rapid economic growth characterize the period since 1961. This
justifies that the policy switch from import-substitution (in-ward looking) towards export
promotion (out-ward looking) industrialization was the right choice enabling them to hit

the target; and thereby their dream of prosperity became successful.

The Ethiopian development strategy was export led for the period between the second
WW Il and 1960. Up to 1960, the Ethiopian economy may be said to have opened its
doors to foreign trade. However, this did not continue for long. Since the early 1960s,
restrictions against foreign trade were erected. Gradualy, the export-led economy

deteriorated due to the excessive preoccupation of import substituting industries which
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led to the fundamental changes in the direction of economic growth strategy; and
ultimately the development strategy became import-substituting for the course until the
end of 1980s. Since the first half of 1990s, the new development strategy for the
economy as a whole has been Agricultural Development Led Industridlization (ADLI),
while export promotion (outward-orientation) has been the strategy for industrid
development. (MOPED, Sep. 1993, p. 9-18). This double facet strategy is based on the
sectora distribution of the population, and intended to benefit the mass through the
integration of different sectors of the economy. This implies that for three decades since
the early 1960s, the Ethiopian industrial development direction had been import-
substituting. Before and after this long period, it washas been export promotion.
According to MODEP, the import-substitution strategy, which replaced the earlier
development strategy, was not particularly noted for bringing about meaningful
economic expansion or benefits. This may be observed from the growth of GDP which
was consderably higher than the rate of population growth in the 1960s but which

dropped below the rate of population expansion in the 1980s. (1bid. p. 9)

Having said this much on the policy framework of both economies, we can visuaize the
achievements of the implementation. Being a forefront source for fast economic growth,
Korean export has been the pillar and the engine of the miracle. It contributed huge
portion of the GDP. Possibly to observe on table 5.7, at the end of the import-substituting

drategy, 1962, the share of export in GDP was low at only 5 percent.
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Since the change of the strategy towards the export-promotion and implementation of it,
the percentage share of the export in the GDP had shown significant progress. It

increased from its low share, 5 per cent, in1962 to 9 per cent in 1965 and 14 per cent in

1970. It further increased to 27 per cent in 1974 and reached its peak, 34 per cent in 1980
and persisted up to 1985. More over, for the period since 1985 its share became stable at

about 30 per cent.

The other salient feature of the strategy could be realized by the extraordinary annua
growth rates of export especiadly in the first two decades since its implementation. It
grew at about 40 per cent annually for the period between 1962 and 1974. That is why
the period between 1965 and 1973 are said to be ‘ years of the miracle€ . For the years
after that also, export had grown at positive rates but seemingly low. This is because of
the reason anaogous to the principle of convergence theory, that says, it is possible to
grow fast starting from low leve but difficult to do so from high level. However, it does
not mean that marginal export is small. In any case, the export performance in Korea has

been extraordinarily massve being the engine of the growth. (Seetable 5.7)

Table 5.7 Export Performance of the Republic of Korea and Ethiopiafor Sdected

Years
Korea sExport Ethiopia’ s Export
Year | Vdue Growthfrom [ 990f | Vdue | Growthfrom 06 of
Index theprevious | GDP | Index | theprevious | GDp
year (%) year (%)
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1953 | 100 - - 100 - 8.8
1962 | 138.0 37 5 106.4 | - 8.0
1965 |442.3 47 9 153.7 9.2 8.5
1970 | 22222 34 14 1606 |10 6.7
1974 | 11373.0 |39 27 297.3 | 109 112
1980 |43360.2 | 16 34 4772 106 109
1985 | 66606.3 |4 34 5121 | 26.6 114
1990 | 1590015 | 4 30 3108 |-244 5.2
1991 | 1752685 | 11 28 1729 |-444 3.0
1992 | 1893436 | 7 29 5156 |198.1 8.1
1993 | 203904.0 | 7 29 7709 | 495 119
1994 | 235960.5 | 17 30 1539.8 | 99.8 224
1995 | na na na 1416.2 | -8.0 18.6
1996 | ma na na 2113.8 | 49.3 264
1997 | ma na na 22496 | 6.4 27.9

Source: Indices are cal culated from the values given in book * The Korean Economy 1945-1995," 1997
(for Korea), and from CSA dtatistical abstracts and NBE (for Ethiopia). The Ethiopian Export a
percentage of GDPis also calculated from the datain the same source.

On the other hand, the Ethiopian export performance had been disrupted by the policy
shift from the export-led to the import substitution. Until the first half of 1969, the share
of export in the GDP was about 8.5 per cent. Right after the practice of the policy shift in
favor of import substituting industries, the GDP share of export started to decline and
reached 6.7 per cent in 1970. According to the table, its share in1974 and 1980 seems
relatively high. However, it was brought about not only by the expansion of export but
aso by the recession of the whole economy particularly in 1974. We can verify this
inference by diagnosing the growth rates of GDP in the two corresponding years. As
indicated in table 5.6, the whole economy grew negatively in 1974 (the year of political
instability due to abrupt government change) and at moderately lower rate in 1980 also.
So, the figures representing GDP shares of export for these years seem high, as a
cumulative effect of little expansion of it and recession of the other part of the economy.

Thistrend of inconsiderable actual export expansion had continued until the end of 1980s.



Over the same period, its percentage changes from that of the previous years look

dedlining with exceptions of 1974 and 1985.

Since the late 1980s, the country was plunged in a pervasive civil war followed by the
early 1990s government change. During those rainy years, not only the export but aso
other economic performances had shown caustic deterioration followed by the fast
recovery. This is dso reflected by the data on table 5.7, by all performance indicators
including export share of GDP, percentage change of export values from the previous

year and even the vaueindices.

After the agreement on the generd national Situation, since 1992 the exporting practice
has been proceeding based on export-led indudtridlization strategy. As we can
comprehend from its values, percentage growths and shares of GDP, the export

performance has been prosperous despite no radical improvement has been achieved.

Based on the above separate explanations about Korea and Ethiopia, it might not be a
mistake to say that comparing the export performances of the two countries could be
analogous to do so between rat and elephant. This metaphor is supported by the following

diagrammatic illugtration of the export vaue indices of the two countries.
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5.3.2.1. Manufacturing Export

The manufacturing commodities through out the course of export driven economic
growth have dominated Korean export. Particularly, the policy switch from import-
substitution to the president Park-born-outward-orientation, manufacturing export has
become the liori s share from the total export. As the last a achievement of import-
subgtitution strategy, in 1961, it accounted about 15 per cent of the total export.
Beginning from 1961, the starting point of export-promotion, the share of manufacturing
export has been inclined up steeply and dramatically. It increased from its lowest 15.2 in
1961 to 93.6 per cent in 1993. The increment has been consistent for al of the yearsin
consideration. Likewise, its share in GDP has been increasing consistently. It accounted
only 0.3 per cent of GDP in 1961; however, since President Park on the chair, its GDP
share had increased to 2.4 per cent in 1965 and reached about 29 per cent in 1980, the end
of his presdency. Thanks for the past experiences; the Korean economy continued its
momentous upward swing being dominated by the manufacturing export next to the

srvice sector contribution.

It is in such away that the export particularly from the manufacturing side has been the
pillar and the engine of the Korean success story. The Korean transition from one of the
poorest nations in the world in the pre 1960 period to the status in that it becomes a

candidate for OECD membership has been engineered by the manufacturing export.



In a total sort of contrast, the manufacturing export performance in Ethiopia has been
week for long. The unavailability of the relevant data for the pre-1991 period disables us

to examine the contribution of manufacturing to the total export being under the
impediments of import-substituting strategy. However, it might not be that much a
problem to envisage the stage where the Ethiopian manufacturing export could be
postioned. Looking a the performance measures of the sub-sector after the
implementation of export-promotion industrial development/external sector strategy

could do it.

Table 5.8 clearly presents the export contribution of the manufacturing industry since
1991. According to the available data, both the GDP as well as the total export share of
the manufacturing export has been incomparably low at about less than 2 and less than 30
per cent respectively. As of 1991, its share in the export was about 29 per cent while its
share in GDP was as low as 0.45 per cent. The respective shares became 18.15 and 1.52
per cent in 1994. The former further declined to 11.2 while the latter also decreased to
about 1 per cent in 1997. For the 1991-93 period, export share of manufacturing looks
relatively high. However, this does not imply that the volume or the value of the
manufacturing export was superior to that of the other years. Rather, it tdls that, the
lowest total export performance of that year. This conclusion is further verified by the

lowest manufacturing export contributions towards GDP for those years. (Seetable 5.8)

Table 5.8 Relative Export Performance of Korea and Ethiopia
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Year | % shae of Korean | Year | % share of Ethiopian

Manufacture export Manufacture export
in tota | in in total | In GDP
export GDP export

1961 | 152 0.3 1901 | 29.2 045
1965 | 610 24

1970 | 774 36 1992 | 214 0.76
1975 | 816 175 1993 | 20.0 1.00
1980 |90.2 289

1985 | 917 317 1994 | 1815 | 1.52
1990 | 938 344 1995 | 25.14 | 1.73
1992 | 931 36.3

1993 | 934 385 1996 | 14.8 1.39
1994 | 936 - 1997 | 11.20 | 1.03

Source: MEDaC for 1991-93, Berhanu Negafor 1994-97 and NBE (for Ethiopia), and the Korean
Economy 1945-1995, 1997, p.61 (for Korea)

On the other hand, the declining of both shares for the latter years manifest not the
decline in volume or value of manufactured export but the expansion of primary exports
more than proportionately to (more rapidly than) that of the manufactured export. Further
more, MEDaC of Ethiopia despite its marginal and declining contribution total export
earnings, manufacturing export has been expanding at an average rate of 37 per cent per
annum in absolute terms during the period 1991/92 to 1996/97. This is a signa for the
possibility of further expansion of exports, as compared to 2 per cent annua decline of
the 1980s. The decline during the pre-reform (pre-1991) period has been attributed to the
unfavorable policy environment that prevailed in the military regime in addition to the

inherent wesknesses of the manufacturing sector itsdlf. (1997, p. 221).

The Minidry further explains
Though there exists a better macroeconomic and sectora policy

environment since the reform program, the road to increased and
competitive manufacturing export in Ethiopia is believed to be long and
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fraught with tough competition in the global market. The fact that the
chemica group has come out of manufacturing export since the reform

program while the contribution of food, beverage and textile groups
declined in recent years reminds us that challenges of expanding the

manufacturing sector in genera and its exports in particular are formidable
and need specid attention.

In summary, the Korean and Ethiopian economic performances measured by the main
macroeconomic indicators in general and export, more precisely manufacturing export in
particular are incomparably in different zones of classfication. In that, Korea is going
towards the top from 101% in 1962 to 14" exporter in 1986 (Robert Wade, 1990, p.231)
while Ethiopia is left around the bottom persistently for long time. In the history of
development experience, Korea has attained the role of leadership in demonstrating
export-led ragpid economic growth more criticaly in the manufacturing boom while
Ethiopia has been inssting to agriculture but lagging behind many developing countries
in the performances of other economic sectors. The next issue to which due attention
should be paid is the identification of the man reasons for the ever-widening gap

between the two economies. The following section is made to be devoted for this purpose.

5.4 Main Reasonsfor the Widening Gap between the Perfor mances of the Two

Economies

To highlight some of the causes of the divergence that we assured above through
thorough investigation of the main economic indicators of both nations, it is advisable to
notice, a least, the stuations under which the respective economies were functioning.

Regarding the first-best condition to be fulfilled for a country to operate full heatedly,
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Ethiopia was in a devastating prolonged civil war for 17 years while Korea was mainly,
if not totally, free from that since the armistice of 1953. The other factor that has some
thing to do with economic performance is the economo-political system followed by the
respective counties. Long time ago, both countries were governed by feudal systemsin
that land resources were unfairly owned by the landlords while others were ignored to be
tenants. This feudal ownership with no land reform lasts until 1950 in Koreg, and 1978 in
Ethiopia. After the abolition of the feudal system, Korea has been following capitalist
system with varying degree of market mechanism (government involvement) under it
whi le Ethiopia switched to socidigtic rules for 17 years and in the later years to market
economy. Albeit the mismatches in time on the power, the two countries shared one
common historical occasion, i.e. both were governed by military governments. However,
the systematic frameworks, the performances and the achievements had been quite
different. The Korean military government (1961-1980) transformed the economy from
backward agrarian to modern industridized, and the people from impoverished to the
gratified one with improved living standard through a zealous * We-can-do-it spiritual
motivation for development. In contrary, the Ethiopian military government (1974-1991)
devastated the economy through a series of measures such as nationdization of private
enterprises, resource mobilization towards the prolonged internal war and rampant

corruption resulted in worse socid, political and economic turmoil.

The other differences on the basement rely on what happened in relation to the other

world. Regarding Korea, it is sharpened to mention the unilatera contribution of US aid

and the Japanese colonia legacy. According to Kwang Suk Kim and JoonKyung Kim,
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the Korean economy achieved substantial industrial growth and structural change in
quantitative terms during the Japanese colonia rule even though the destruction by the
Korean war (1997, p. 7). Far more than this is the inducement of the know-how about
manufacturing and entrepreneurship during the 36 years colonid period. The inherent
importance of their geographical proximity is also the other factor enabling them to ease
technologica and experience diffuson among them, more probably that makes Korean

net beneficiary.

Unlike Korea, such opportunities have never attained by Ethiopia for a reason that it has
neither been under colony nor advanced neighbor. However, this way of reasoning
should not lead us to the idea that being colonized by advanced countries is resultantly
advantageous. This could be backed by many laggard African and Asan countries that
were under the aggressive colonization of the west. But, a multidimensiona socio-
economic costs, the colonizer had induced manufacturing establishments and other

infrastructurd fadilities that Koreadid not los2

The other initial differenceislied onthe degree of being arecipient of foreign aid. South
Korea, after the liberation from the colonia rule, was endowed with huge aid from UN
and US. Suk Kim states

..even during the war period of 1950-1952 south Korea received grant-aid,
totaling $330million, from various organizations of the US and the United
Nations Korea Reconstruction Agency (UNKRA). The receipt of grant aid
actudly pesked in the post war reconstruction period (1953-1960). The
assistance provided by UNKRA during the construction period amounted to
approximately $120million, while the US official aid reached $1745million,
incdluding Public Law (PL) 480 funds for food assgtance. (Ibid, p.13)
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But at that time Ethiopiawas not that much the client of external assistance in spite of the

fact that it has been a recipient of donors irregularly at the time of starvation. However,

the donation for recondruction was inggnificart, if not nil.

Having conceived this much about the initial differences between the two countries, the
next paragraphs are intended to be devoted on the main causes of the widening gap i.e.
development policies, strategies and practices of the respective nations. The
performances and achievements widening gap between these nations is mainly due to

these criticd differences.

For the period up t01991, since the history of economic planing of both countries, the
two countries had followed quite opposite industria development strategies, at large.
Before the early 1960s Korea had followed import substituting while Ethiopia did
exported strategy. Since the early 1960s, the two nations seem they had exchanged their
development strategies for the period up to the early 1990s in that Ethiopia has shifted its
industrial development strategy from the export-led to the import-substituting one. Since
the presidency of General Park, the Korean development strategy has been outward
looking export promotion. In contrary for the period between the early 1960s and the
early 1990s, the Ethiopian development strategy had been rendered unwisely import-
substitution based on the idea to secure domestic demand for domestic industrial

products. Recently, soon after the over thrown of the socialistic military government, the
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Ethiopian industrial development strategy has been geared towards out-ward looking

export promation.

In my opinion, the performance gap/divergence has been resulted mainly from these
frameworks and other policy contents of the strategies. The policy evauation in this
paper is not intended to be comprehensive rather a partial one. This partial appraisal is
due to the narrower scope of the paper targeted at only the related industria policy

measures.

Actualy, the larger portion of Korean development is explained by the industrialization
as a primary consequence of export promotion. In the 1950s even trade optimists were
export pessmists and did not anticipate that Kored s exports would grow four folds as
fast as world trade during the next three decades and then after well above international
norms (World Bank, 1993, p.37). This efficiency of export performance occurred at the
time that they were under going the most “compressed” transformation from light to
heavy industries that the non-communist world has ever seen. Its ratio of value added in
light industries to heavy industries fell from 4 to 1 in fifteen years. South Korea may
become the first new producer in two decades to break in to the oligopolized world car
industry, and it is aso one of the world’ s three main fabricators of large capacity memory

chips. (Wade, 1990, p.231)

Here, the great question is how this happened in a country that looked unpromising in

1955. According to Robert Wade, one popular interpretation of East ASa economic
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success holds the vigor private entrepreneurship at the core operating in relatively open
economies that in turn enabled to overcome the limitations of small markets by exporting

manufactures at competitive prices. In contrast, countries like Ethiopia, which adopted

more inward-looking strategies based on the domestic market have stagnated because of
limited economies of scale and the regulations needed to support the strategy choked the
initiative of private business people, depriving their stimulus of rivalry and misdirecting
thelr remaining energies in to rent seeking activities. (Ibid. p.233). Moreover, the
complicated regulations and measures of nationaization frustrated the private sector
hindering the establishment of new industrial plants and the capacity expansion of the

exising ones.

The government role, in South Korea, has been active in the market able to influence the
use of public and private resourcesin line with avision of how the industria structure of
the country should be evolved. This was done through incentive mechanisms such as
subsidy, tax incentives and others in a manner that it cooperated with the market forces.
Every thing was directed to the export promotion. For example, there was a monthly
conference in which the President, respective Ministers and private exporters got together
and discussed on the over all export performance and the impediments keenly aimed at
avoiding the obstacles to make the way smoother than that would had been otherwise.
Proceeding on the road of export promotion by itsef solved many constraints like
shortage of foreign exchange and lack of market for the products. Further more, it was
the way to creaste competitive entrepreneurs and accumulate tough experiences in the

field in addition to its importance for technological diffusion. The Korean government
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was conscious enough in promoting the investment aso. It focused on the infrastructural
expansion so as to encourage private investment. A series of incentives including tariff

reduction, investment credit, preferential interest rates, easy borrowing, tariff and tax

exemption and others were instruments for the importation of raw materias related to
export and investment/capital equipment. This government involvement was intended not
to substitute but to compliment the market forces in order to direct the economy to the
desired direction. Over time, as the market matures, the degree of intervention has been

declining to dlow the economy to be sdf-adjusted and competitive.

While this is what was happening in Korean industrialization process, the Ethiopian
government was following a direction in that public enterprises were dominant players
and government was the dictating force in resource alocation through price control
mechanism. Price ceiling and floor were the main forms of direct government
intervention inherently creating shortage and excess supply resulted from the respective
price controls. The government, to the extent that it engaged in retail trading and hotel
service provision, monopolized many promising enterprises. The generd move of the
command economic System was miserably the bottleneck of the expansion of private
entrepreneurship and invention. The available scarce resources were rationed for public
enterprises followed by cooperatives at preferentia interest rates neglecting the private

sector.

The economy was dmost in the state of autarky in that prices were manipulated manually

coupled with rationing of the goods that their supply fell short of the demand. In the
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mean time, the country was neglected from the internationa trade and cooperation arena
except with the socialist bloc. This caused shortage of foreign exchange that in turn
disabled the country from importing investment goods. Even that small amount of
foreign exchange earnings was fired for the importation of heavy and light weapons and
artilleries. For this and other socidistic policy evils the economy plunged in to the

worsened complication.

The export-led industriaization of Korea did not occurred with a total ignorance of the
agricultural sector, rather rendered to grow at high productivity. The decline in the
relative importance of agriculture during the process of industrialization was not because
agriculture had lacked dynamism.

In fact Koreas agricultural performance in the past four decades exceeded

the world average. In terms of land productivity, Korea probably is one of

the highest-ranking countries. Slow growth is basically attributable to the

sub margina farming scale resulting from poor land endowments. (Pal

Y ong Moon, 1997, p. 468)
Many factors contributed to the success of agriculture in Korea. Land reform of the 1950,
agricultura extension services, and reasonably good infrastructura capital spending. In
the 1960s, most of the public investment was concentrated on small scale irrigation
schemes, reforestation, rurd dectrification, while private investment went to the
betterment of the land productivity and livestock raising. Entering the 1970s, the
emphasis of public investment shifted toward large-scale irrigation, reclamation, farm
mechanization, and development of markets and related facilities. Increased emphasis

was adso given to rurd infrastructure development particularly roads, village

restructuring and water supply under the Seemaul movement initiated in 1972.
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These efforts al suggest that the Korean industrialization was supported by the dynamic

agricultural productivity resulted from the deliberate focus on the sector so as to link the

agriculture to the other sectors in supplying food, labor force and using industria

products like fertilizer and farm tools-forward and backward linkages.

In Ethiopia, but, agriculture did not show significant decline in share and improvement in
productivity during the import substituting era despite limited efforts to introduce
agricultural extenson services, state farm mechanization, agricultura research and
provision of inputs. However, these services were confined only to few areas due to
shortages and infrastructural particularly rural road problems. On the other hand, the
sector is susceptible to the changes in natural calamities in that it has been serioudy
affected by successive drought. In addition, the forward and backward linkages have
been weak among different sectors of the economy. The industrid sector did not expand
enough to absorb surplus labor from the agriculture. For that reason, the limited
agricultural  land becomes over saturated leading to further fragmentation and
degradation. This problem was intensified by the low level reforestation practices due to
that the country has been exposed for expanding desertification and further loses of
productivity. According to Mekonnen Taddesse, studies show that cropped areas lose on
average nearly 100 tones of soil per hectare per year and grain production reduced by

about 2 per cent per annum. (1992, p.31)
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The other reasons for the widening gap between the economic performances of the two
countries include the differences in population growth rates in that it fell from 2.6 per
cent per annum in 1960-70to 1.1 per cent in 1980-90 in Republic of Korea (World Bank,
1993, p. 39) while that of Ethiopian population growth rate risen from 1.6 per cent in
1962 to 2.6 in 1978 and to 2.95 in 1990 (CSA, 1964 and Berhanu Nega 1999/2000),

human capitd and culturd vaues

In general, the gap between the economic credentials of Korea and Ethiopia has been
widening because of a spectrum of reasons including the economic development
strategies, policies, and the politico-economic systems under which the countries were

functioning, a the top.

5.5 Detected Problems of Industrialization Process and Suggested Solutionsin

Ethiopia

The Ethiopian manufacturing industry is still constrained by severa kinds of problems.
These problems in sum render the establishments to operate under capacity. Farther more,
blaming by the same reasoning, a considerable number of establishments are not being

fully operationa. They areforced to operate below the possble working time.
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These under capacity and ‘ Sop-go' type of operation coupled with the smallness in
number of manufacturing establishments have a disastrous effect on the economy. They

would lead the plants to operate at around the shutdown/break-even point in that the

enterprises might work for a return even that could not cover the variable cost.
Principally, for any profit-oriented enterprise, the loss should not be more than the fixed
cost if it continues to function. There fore in our country, Ethiopia, in which the business
at is under developed, problems that ae blamed in hindering manufacturing
establishments to not being fully operational and not working at full capacity could result
serious bankruptcies. Not to be the victim of this pessimism, firstly the problems have to
be identified; secondly by any possible means, they have to be minimized, if not possible
to eradicate totally. Hence at this stage, identification of the problems with their

accompanying weight of hazard, be comes crudid.

The problems, in one way or another, are intertwined to the supply and demand
circumstances. Although they scratch the sector at varying degree, the constraining

problems include shortages of the supply of raw materias, spare parts & utilities; lack of

foreign exchange & working capital; absence of market demand; frequent machinery

breskage; obstacles from government rules and regulations; and others,

According to the two successive recent surveys of CSA, the degree of the hazard of the
problems is summarized in table 5.9. As the survey of 1995/96, the first and second
reasons for the LM S industrial establishments not being fully operationa were absence of

market demand for the products and shortage of the supply of raw materias. On the table,
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it can be observed that among the total 208 establishments working less than 12 months
during the reference period, (excluding other reasons), 65 (about 31per cent) and 54 (26

per cent) of them blamed absence of market demand and shortage of supply of raw

materials respectively as the first major reason for not being fully operational. Similarly,
the same problems with the same rarks in the same period described the reasoning for not
working at full capacity. The next year, 1996/97, survey aso reinforce exactly the same

record in both operationd problems.

Hence as discovered by the two negative effects of under capacity operation for two
successive years, the first two major constraining problems of the country s
industrialization are absence of market demand for the products and shortage of supply of
raw materidls. This reinforces the above proposition disclosing its weak linkage, within
the sector itself and across other sectors of the domestic economy. Next to these are
shortages in the supply of spare parts, utilities including eectricity and water; machinery

breskage; lack of working capitd (credit availability) and other problems.
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Table 5.9 Percentage Distribution of LMS Industrial Establishments byFfirst Major
reason for not being Fully operational and not Working at Full capacity by industrial
group-Public & Private, 1995/96(A) and 1996/97(B)

Reasons for not being fully Operational, 1995/96 & 1996/97; Shortage or lack of

Reasons for not working at full capacity, 1995/96 & 1996/97; Shortage of

Industrial Markt Not
Group dd others| Total |materials Markt dd others | stated Total
A A |5 |a B Bla I8
Food &
Beverage 12 20] 15| 55 37 72] 88| 271 23 14] 174 181
Tobacco 1 1
Textile 2 2] 1] 10 10 17] 20 L 320 34
Wearing
apparel except
fur 2] 2] 3 4 8| 111 10| 3 2 Y 2] 24 26
Leather & shoq 18 2] 4] 31 18 34] 29 3 3 3] 3] 63 57
wood & cork 1 2] 1] 12 14 41 2 2 2] 5| 5] 26 23
paper & Prin. 4 1] 6 10 15] 22 9 2] 6] 4] 431 43
chemical 6 4] 12 13 16] 23 7 4] 3] 35§ 43|
Rubber & plast 1 1] 3 6 3] 9 2 4] 3 140 20
Non-Metallic 14 13] 7] 46 12 36] 37 16] 27 6] 5] 85 96
Iron & Steel 1] 11 2 1 2] 1 1 3 5
Fabricated
Metal 3 3] 7 s 6) 191 25| 7] 9 4 39 44
Machinery &
equip. U 1 2 1] 10] 10| 2| 2| 1 14 14
Vehicle,
MTrailers 2] 1 3 4 N 4 2] 1 1] 113 10
5]Furniture 3 3] 5] 14 25 23] 52 2] 10} 15 12] 714 110
Total 65 51] 47] ## 165 269]332 5] 91] 92 55] 6300 707

Source: CSA (1997 &19 98) p. 31-32 & 30-32.



The most victim sectors of first mgor problem, absence of market demand for the
products, are leather & shoe, chemical and nonmetallic industries. These industries

especidly the latter two are among those that have high import intensity and weak
domedtic linkages.

Still the indicators point to the major weskness of the economy, i.e. the weak intra- and
inter-sectional linkages in supplying raw materias to and demanding products of one
industry or sector by others. Hence, the solution is one but avital and wider one. That is
the creation of strong intra-and inter-sectoral linkages with in the economy itself along
with the vigor practice of export promotion through a series of market exploration
endeavors. In creating demand for the products, adjusting and diversifying products
according to the taste of the consumers (domestic as well as foreign), augmenting the
purchasing power (income) of the citizens and developing patriotism in that the people

tend to consume domestic products are among the top possible measures.

Secondly, special incentives for the importation of spare parts and machinery, it could be
in terms of taxation and tariffication, and developing the countries capital market in a
way that can adleviate the shortage of credit availability are aso among the possible
policy instruments. The other vita instrument is increasing the power and water supply
of the nation not only for the eradication of their impediments for the manufacturing but

aso for theimprovement of the people swel being.

138



5.6 Lessonsfrom the Korean Industrialization Experience

The situation under which Korea went up a hill has been dtering from that of favorable

international market situation for the export promotion strategy to the tightening rules and

regulations of WTO in that retadiation has been the impediment for the export promotion

of developing nations. Furthermore, the culprits of globdization that is intended to lie on

the way towards indudtridization starting from the low-leve infant industry. Any way,

there are a number of substantial lessons from those Ethiopia benefits. Although the

asgtion isapartia one, the main lessons can indude the following:

1

2.

The industrialization process should not be done at the deterioration of agriculture
rather it should be based on the productivity improvement of this pillar sector, in the
case of Ethiopia. Like Koreans, this could be succeeded through capital spending on
rurd infrastructure development, provison of extenson services, agriculturd
research and farm land intensification with productive inputs. In the meantime, the
agricultura prices should be maintained at reasonable and encouraging level like the
Korean' rice-pricé policy not through subsidy or price floor but through cooperative
mechanisms and strengthening the local input utilization of domestic manufacturing
industries.

The industridization strategy, without any doubt, should be outward-oriented export-
promotion. Because by this strategy, as Koreans did, the small domestic market
problem can be shattered, the shortage of foreign exchange for the importation of raw

materials and investment goods can be minimized, if not avoided, skill of
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entrepreneurship capability & experience can be evolved through the competitive
spirit of the international market. In addition, it is the main mode of technological
diffuson, and learning from others and our own experiences can be enhanced.
Export-promotion strategy plays also a noteworthy role in attracting investors. It was
aso the engine for the Korean investment boom, and will be so in Ethiopia by
avoiding “sop-go” policies associated with balance of payments difficulties that has
been plaguing the country.

. When we look at the process of Korean economic transformation, the decline in
importance of agriculture was compensated by the rise in that of both industrial and
service sectors. But, in Ethiopia for one thing the decline in the agricultural sector has
been going on tortoisely. For another thing, its decline does not seem to be
compensated by the industrial sector rather attained amost fully by the service sector
in that trade, hotel and restaurants have controlled the significant portion. In my
opinion, this unbalanced expansion in the service particularly in trose mentioned
above and stagnation of the industry need due attention that can promote the
industria sector. The direction in doing so may include smplifying the procedures
and regulations for both domestic and foreign investors plus specia incentive
provision to direct the flow of the capita towards the interest of the economy.

. The Korean economic take-off was initiated by labor intensve light industries in that
textile and clothing followed by meta production were dominants. But food and
beverage were in the middle stage at the beginning but have been around the last in
contribution. The fastest growth has been registered after the 1970 HCI promoation.

Hence we can learn from this that the dominance nature of food and beverage
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production and still low contribution of metallic, non- metallic and chemical industries
should be controlled by policy instruments that can divert the investment from retail

trading, hotel & restaurant services to the industry aong with the messure of

investment diversion from food and beverage toward the declining clothing and
textile, metallic and chemical manufactures even within the sector. This is not
forgetting the backward linkages with the agriculture and the service rendering role of
food and beverage manufacturing branches but seeking for the production of
Investment goods by shifting the flow of capital from the relatively saturated part
towards the more promising and underdevel oped aress of investmernt.

. The input intensty of the Ethiopian industry as explained by Dr. Berhanu,
(1999/2000) tends to be capital intensive. This is absolutely the opposite of what
should happen in Ethiopia as it has cheap labor force & thereby comparative
advantage to be specialized on labor intensive manufacturing. The reliance up on
outer oriented trade drategy dlows the redization of economies of scae and
exhaustion of every opportunity. Meanwhile, it renders to specialize on the types of
production at which the country has comparative advantage on the basis of resource
endowments; e.g labor-intensive manufacturing should be one area of speciaization.
Next, those manufacturers mainly consuming agricultura and other primary products
should bethe typica aress of specidization.

. The Korean indugtridization was fird initiated by light particularly textile followed
by metalic and chemical industries and then enhanced by the heavy and chemical
industries derive of 1970s. The expedition to the Ethiopian industridization can

follow this direction. In that, the importance of food and beverage to decline and
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industries that can be transformed to heavy stage such as metdlic, non metallic
minera and chemical industries in a way that does not create economic power
concentration in few companies and few regions

. Government, in addition to its role in complimenting the market, it should focus on
the improvement of hedlth and educational attainment, both coverage & qudlity,
transportation and communications for their expansion and reasonable efficacy. Even,
it should prepare it sdf for the reection againgt externd shocks.

. The government intervention should be targeted at filling the gaps of market failures
and it should pull out its hands gradually from the market depending on the extent of
market maturity. Otherwise, leaving the market totally free in a dtuation that
problems are persisting in market-based resource alocation might be jeopardous for
the economy in terms of imbalances, shortfal in the provision of public goods and at
the presence of externdlities. Hence, the degree of market freedom should go parallée
to its perfection in resource allotment. However, it does not mean that the economy
should suffer from heavy handed direct controls. Let the private sector to be the role
player, and the government to create favorable policy environment and level fied
through infrastructral expanson and public goods provison.

. The other important experience of South Korean economic growth is the resulted
regional imbalances. The Ethiopian industridization is also suspicious in this regard
starting at unfairly uneven distribution of industrial establishments and value added.
So, government should play a leading role in directing and motivating investment to
the relatively backward regions. The economic power concentration tendency around

the capital, Addis Ababa and the region around that looks similar to what has
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10.

11.

happened around the South Korean capital, Seoul. So, our government should be
careful in controlling the economic power concentration in and around Addis Ababa.

The Saemaul Undong new community movement of the early 1970s and the values of

Confucian culture have a considerable experience. Saemaul Undong was a new
community movement in that the rura people fought against backwardness and
poverty of the rura villages. Intrinsically, Confucian culture of South East Asia with
its amenities particularly the filia piety embracing diligence, thriftiness, emphasizing
on education and saving from whatever some one has could be important experiences.
The patriotism and egalitarianism of the Ethiopian people should be maintained and
geared towards the consumption of loca products despite marching against the
preach for globdization and MFN agreement of WTO in that Ethiopia has not been a
member. Robert Wade, argues that the three propositions that economies can learn
from the industrid success of South East Asaare-
a) cgpitd accumulation metters
b) protection can help rather than hinder the emergence of internationaly
competitive indudtries.
c) Sectoral indugtrid policies that lead the market can improve up on the growth
out comes of sdif-adjusting markets (1989,p.69).
Along with the tightening of our belts for the massive struggle against poverty, the
Ethiopian population growth has to be controlled and forced to grow at declining
rates. Otherwise, even though GDP increases over time, the living standard may not
be changed due to the cancellation of the GDP growth rate by the population growth

rae.
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CHAPTER SX: SUMMARY & CONCLUSON

6.1 SUMMARY

Ethiopia, as one of the poorest African Countries, has a population of above 60 million.
Among these, the agricultural population is estimated to be around 85 percent. While the
rest 15 percent is employed in the private industrial & service sectors and in government
offices. The people are living under the extreme poverty with areal per capital income of
US $100 as of 1998 while the average income for low-income countries in the same year

was 520.

Asatypica agrarian economy, large portion of the national income is originated from the
agriculture particularly the small holder farming. For the whole time before four years,
the sector had been contributing more than half of the total GDP in that its share ascended
as we go back to the past years. Even for the years after 1996/97 in which its share
becomes below half, its contribution is still considerably high. This agrarian nature of the

economy makesit very sendtive and vulnerable to naturd shocks particularly rain.

On the other hand, the service sector |ooks expanding over time abnormally. Because the
industria share in GDP has been stagnant at less than 12 percent. This depicts the gradual
and unhealthy transformation of the economy from the agriculture towards the service

sector in which trade hotel and restaurants are dominant parts.
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Industry comprises of manufacturing, mining, quarrying, eectricity and water, and
building and construction. However, its larger portion is manufacturing including all
levels. Hence, intentionaly, the manufacturing sector performances become the center of
the study. The Ethiopian manufacturing is characterized by light consumer goods
production. Mainly the manufacturing production consists of food, beverage, textile and
wearing apparel, leather and shoe, wood and furniture, paper, printing and publishing,
chemica and rubber, meta and non-metallic mineras. Up to the present, food, beverage
and textile in terms of number of establishments, vaue added & employment trends
dominate it. In fact, for the latter years, leather and shoe, chemical, non-metalic mineral

& meta manufacturers have shown areviving trend.

From regime wise evauation, the industrial output was growing a podtive rates in the
pre-1974 in which first export-promotion and since the early 1960 import-substitution
were the development dtrategies. For most of the period between 1974 and 1991/92
(Socidist era), it grew by negative rates. Since the regimes change from socialism to

capitdism and strategy changes from import-subgtitution to export-promotion industria

development, the sector has been growing at about 8 percent in an annua average. This
justifies to say the middle policy regime was disastrous for the sector while the present

favorsit dbeit many problemsto be addressed.

Further more, the industrial sector could be explained as it 5 at its infant stage in that

many of the establishments are cottage/handicrafts and small scale industries while the
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number of LMSIsisingignificantly small compared to the total. However, high portion of

the production isripening from the LMSIs

The ownership pattern has varying style in the three regimes in which public ownership
became the dominant one for the middle sociaistic military government ruling. This has
been curved by the inducement of market-based capitaist system and diverted to the
private ownership intensified by favorable policy instruments and a series of privatization

and decentrdization measures againg public owned enterprises.

These policy and practical measures seems to initiate the industrial sector to recover from
its war-damaged declining to the promising and flourishing trend as evauated by its
number of establishments, & contribution to GDP, employment, foreign exchange
earnings and employment. However, it is incomparably at low stage in every respect if

viewed from the eye of the Republic of Korealindudridization.

Korea and Ethiopia were on a smilar economic stuation with very narrow differences

for the period prior to 1960. During that period Korea was following in-ward looking
import-subgtituting while Ethiopia did export-led development strategy. However, after
the adoption of inward looking import-substitution in Ethiopia, the situation started to
differ quickly through that Korea become the successor while Ethiopia become foot-

dragger and plunged in to socio-palitica chaos and economic down turns,
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The Korean export-led rapid economic development experience has enormous
importance for Ethiopia. Particularly, the way to transform the economy and within the
industrial sector itself from the light to the heavy ard chemica industry; the Saemaul
Undong community movement; the incentive mechanism towards export promotion and
importation of capital and investment goods; their patriotism and egalitarian behavior;
and others have a noteworthy importance for the Ethiopian economic transformation and

indudtridization process.

The Ethiopian industry is weakly integrated/linked to the other sectors; mean while the
intra-sectoral linkage is aso weak. This is mainly magnified by the supply and demand
conditions. The absence of market demand for the products and the shortages of raw
materias are the forefront impediments againgt the full time and full capacity operation
of the establishments. The other problems including shortage of working capital, utilities,
goare parts and breskage of machinery are secondary problems. This by itsdf is

reinforced by their high import intengty characterigtic.

This sheds light that these problems could be minimized by tuning the manufacturing
industry to be strongly linked with domestic economy and consumers preference coupled
with robust market search for exportable commodities. These directions, meshed together,
would avoid the' gop-gd movement of the economy. Following this direction will make
the economy self-reliant in major attributes after the economy is tuned fully. For this idea
to be implemented the promising and unbounded productivity and expanding possibility

of theindustrial sector should be recognized fully.
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6.2 CONCLUSON

From the study, a number of findings have been drawn. The over al economic
performance have been disappointing for long time in that agriculture becomes the
backbone of the economy employing the overwhelming portion of the people and taking
the liorl s share in the total national income account. Industry; as a promising part of the
economy, has not shown adequate evolutionary progress except for the last few years.
This was attributable for many reasons in that the unfavorable policy switches and
political instability became at the core. More serioudly, the sector had been damaged by
the socialist principles of communal ownership in that the nationalization and expansion
of public ownership were main policy instruments. Through this process, the private
sector was frudtrated to expand and establish new manufacturing plants. Consequently,
the number of manufacturing establishments was not only low but aso declining over

time paticularly in the 17 years military government era

From technological level point of view, cottagelhandcrafts & informa producers
dominated the manufacturing sector, at distant, followed by smal scale ones. This was
because of the fact that these parts of the sector were not that much vulnerable for
nationalization. But, those, which were the victim of the communa policy measure, LMS

establishments, had been oppressed to proceed descending fashion.

Disclosing the policy evil of the middle regime, the number of LMS establishments has

started to incline upward soon after the policy switch towards free market system in
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1991/92. In thet, the private sector is intentionally rendered to be the role player in the

economic deve opment particularly the indudtridization move.

The trend in capacity expansion as measured by the new capital expenditure and net book
value of fixed assets in the manufacturing sub-sector, had been declining if viewed in red
terms. Both new capital expenditure and net book value of fixed assets were declining in
total despite amost constant amount of investment in the public enterprises. This was
mainly due to the fast decline of the private investment up till the overthrow of the
sociaist and the replacement of the market system. Since 1991/92 the capacity expansion

have shown a dramétic swing in that the private part assured its dynamism.

The trend in sdes of manufacturing products witness that it has been increasng a
decreasing rate; and the percentage share of total sales from that of total production has
never been under 90 percent. However, over 90 percent of the total sales revenue is
obtained from local sdes. This in turn informs us the extremely low level of exporting
practice. Hence, the Ethiopian manufacturing industry is weak in promoting exports and

utilizing opportunities

The Ethiopian industry is dominated by light manufacturing in that food, beverage and
textile have been the main sources of production. This is happening with no visible trend
of intra -sectoral transformation except a hint in the deterioration of textile industry and
little improvements in the leather & shoe, non-meta and metal production since few

years ago. Meanwhile, the pattern of the public ownership have gotten an upward
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parabola shape; meaning that, it had attained increasing portion up to the eve of the
market system and declining share then after. On the other way round, the Ethiopian light

industry is dominated by cottage/handcrafts followed by small scae in number of

establishments. However, large portion of the value added is ripening from the LMSIs.
This in turn points us the importance of capacity expansion in sjueezing the advantages

of economiesof scae.

The other astonishing feature of the Ethiopian manufacturing is its concentration around
the regions that have relatively better infrastractual facilities. In this regard the capital and
the region around it have retained larger portions of LMSIs and SSIs while some other
regions have dmost no LMS manufacturing establishment. This skewed distribution of
LMS manufacturers has a strong adverse effect against the move towards balanced
regiond and inter-sectoral growth. This continued trend of unfair concentration of
manufacturers in and around Addis Ababa reassures the criticd importance of
infrastractural expansion in and there by the diversion of industria investments toward

thelagging regionsparticulaly Benshangule/Gumz, Somdie, Gambdlaand Afar.

Since the policy switch encouraging industrial expansion is visible in Tigray followed by
SNNP regions from the previoudy neglected parts of the county next to the capital and
the region around it. The future prospect aso follows this trend in that domestic investors
are trying to play the leading role in both investment capital expenditure as well as
employment creation. However, the biased regiona distribution looks to follow the same

direction in that Addis Ababa, Oromia, Tigray and SNNP retain the highest portion while
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the Amhara region followed them moderately. The critic lies on the trend of the
distribution in that the backward areas are continuing poor as signified by either the low

or total absence d industrial investment projects except visble improvements in few

regions mentioned above,

Foreign direct investment on the other hand is at its encouraging inauguration despite the
investment capital and the expected employment creation is low compared to that of
domestic investment. Along its merits, it has two unpalatable features. Those are its
concentration in and around the capital region neglecting the remote areas and its high
capital to labor ratio of input utilization. Because, Ethiopia as a labor abundant nation,
labor intensive producers are more important than that of capital intensive so asto enable

the country to specidize in production according to itsintrindc comparative advantege.

The role of the industrial sector in Ethiopia has been at its marginad stage. Despite its
contribution to GDP, employment creation, export and foreign exchange earnings, it is
dill unsatisfactory. Very large portions of the above amenities are derived from the
agricultural sector. However, it is dmost impossible to continue being dependent on the
saturated and limited farming land exacerbating by the ever-rising population with its
nature of ecology-sensitive and bounded productivity. Further more, agricultural products

are known by their indagtic demand in thet the market for them is not encouraging.
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Hence, the economy should be geared towards industridization not at the cost of
agriculture but through its dynamic super performance. However, compared to its
expected rapidly growing unbounded contribution and the world experience, the
industrial sector in Ethiopia is contributing very little being constrained by inward policy
orientation and its weak linkage within the sector itsalf and with other sectors of the

economy.

Compared to the economic performance of the Republic of Korea the Ethiopian
economy is at its extreme poverty. Its growth has been duggish for long time. The two
nations were at a comparable stage in the pre-1960 period. However, after the seemingly
policy exchange of the early 1960s in that Korea followed out-ward looking export- led
while Ethiopia diverted to inrward looking import substitution development strategies,
the economic performances gap has been at ever-widening trend. This ever-widening gap
is attributed to so many historical, politica and economic reasons in that Korea was
relatively in a favorable condition while Ethiopia was in chaotic situations. Among these,

the policy, srategy and economo- politicd differences are a the top of thelist of reasons.

The Korean miraculous rapid industriaization experience has a noteworthy importance if
the tactics are well identified and harmonized to the prevalling Ethiopian economic
Stuation. Since seven or eight years ago, Ethiopia has been launching in a vigorous
economic rehabilitation program with a double facet strategy of ADLI for the whole

economy and export-promation srategy for the industria devel opment.
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Resultantly, the Ethiopian economy as well as the manufacturing sub-sector have been
recovering from their war-damaged declining state towards self- sufficiency constrained
by its sendtivity to natural and external shocks. Because, the whole economy is

dominated by agriculture; and the manufacturing sub-sector is highly import dependent.

Hence, the Ethiopian economic development strategy should be enhanced in such a way

that strong intra-and inter-sectoral domestic linkages are created, balanced regiona and

sectoral developments are redized from that dl the people could benfit.

153



BIBLIOGRAPHY

2. Amha Wolday, Chipande, G.H.R and Tegegne, Andu-Alem. Small scale
Enterprises Development in Ethiopia: Proceedings of the Sxth Annual
Conference on the Ethiopian Economy. Addis Ababa: AAU, 1997.

3. Chandra, Rgesh. Industrialization and Devel opment in the Third World. New Y ork:
Routledge, 1992.

3. Cho, Lee-Jay and Kim, Y oon Hyung. Economic Devel opment in the Republic of
Korea: A policy perspective. Hawaii: West Center 1991.

4.Corbo, Vittorio and Suh, Sang- MOK. The structural Adjustment in a Newly
Industrialized Country: The Korean Experience. Bdtimore and London: The
John Hopkins University Press, 1992.

5.CSA. Report on Cottage/Handicraft Manufacturing Industries Survey (March
1997): Satidica Bulletin 182. Addis Ababa: CSA, November 1997.

6. CSA: Report Large and Medium scale Manufacturing and Electricity Industries
urvey (June 1997): Setigtical Bulletin 178. Addis Ababa: CSA, October
1997.
7. CSA. Report on Large and Medium Scale Manufacturing and Electricity
Industries survey (June 1997): Satidtica Bulletin 191. Addis Ababa: CSA,
October 1998.

8. CSA. Report on Small Scale manufacturing Industries survey: January 1997.
(Vo. I): Satidicd Bulletin 172. Addis Ababa: CSA, May 1997.

9. CSA. Satigtical Abstract. Addis Ababa: CSA, 1997CSO. Ethiopia: Satistical
Abstract : Addis Ababa Commercid Printing Press, 1964.

10. CSO. Ethiopia: Satistical Abstract. Addis Ababa: Artistic printers, 1966.

11. CSO. Ethiopia: Statistical Abstract, 1967 and 1968. Addis Ababa: Artidtic Printers,
1969.

12. CSO. Ethiopia Satistical Abstract . Addis Ababa: CSO, 1971.
13. CSO. Ethiopia: Satistical Abstract. Addis Ababa: CSO, 1972.

14. CSO. Satigtical Abstract of Ethiopia. Addis Ababa Berhane Sdam Printing Press,
1975.

154



15. CSO. Ethiopia: Satistical Abstract. Addis Ababa: CSO, 1976.
16. CSO. Ethiopia: Satistical Abstract. Addis Ababa: CSO, 1978.
17. CSO. Ethiopia: Satistical Abstract. Addis Ababa: CSO, 1980.
18. CSO. Ethiopia: Satistical Abstract. Addis Ababa: CSO, 1982.

19. CSO. Peoples Democratic Republic of Ethiopia Facts and Figures. Addis Ababa:
Bole printing press, 1987.

20. Cypher, James M. and Dietz, James L. The Process of Economic Development.
New York: Routledge, 1997.

21. Danson, Michad W. Small Firm Formation and Regional Economic Development.
New Y ork: Routledge, 1996.

22. EzedaHarrison, Fdds Economic Development: Theory and Policy Applications.
London: Preager, 1996.

23. Gill, Gerard J. Readings on the Ethiopian Economy. Addis Ababa: Halle Sdassel
Univergty, Indtitute of Development Research Faculty Arts, Nov. 1974.

24. Gillis Mdcolm, Perkins, Dwight H., Roemer, Michad and Shodgrass, Dondd R.
Economics of Development (4" ed.). New York: W.W. Norton &
Company, 1996.

25. Hedlener, G.K. Manufacturing for Export in the Developing World: Problems and
Possihilities. London: Routledge, 1997.

26. Hogendorn, Jan S. Economic Development. 3" ed. New Y ork: HarperCollins
College Publishers, 1995.

27. IEG. Five-Year Development Plan; 1957-1961. Addis Ababa: BerhaneSdam
Printing Press, 1957.

28. Imperid Ethiopia Government. Second Five Year Development Plan 1963-1967.
Addis Ababa: Berhane Sdam printing press, 1962.

29. Kid, Ray. Industrialization and devel opment: A Comparative analysis. UCL Press,
1998.

30. Kruger, A.O. Export-Led Indugtrid Growth Reconddered. InW.Hong & L.B

Krause (Eds.), Trade and Growth of the Advanced Developing Countriesin
the Pacific Bagn. Seoul: KDI, 1981.

155



3L

32.

33.

34.

35.

37.

38.

39.

40.

41.

42.

43.

Kruger, A. The Experience and Lossons of Asia’ s Super exports. In V. Corbo, A.
Kruger, and F. Ossa (EDS) Export-Oriented Development strategies.
Boulder, Cold: West view press, 1990.

Kwang, Dong- Se Cha, Dwight, Suk Kim and Perkins, H. The Korean Economy
Development 1945-1995: Performance and Vision for the 21% Century.
Seoul: KDI, April 1997.

Mason, Edward S., Kim, Mahn Je, Perkins, Dwight H, Kwang Suk and Cole, David
C. The Economic and Social Moder nization of the Republic of Korea: Sudies
in the Modernization of the Republic of Korea (1945 - 1975). Cambridge:
Council on Eagt Adan Studies, Harvard University, 1989.

MEDaC. An economic devel opment strategy for Ethiopia: A compressive
Guidance & Development strategy for the future A.A: MEDac, Sept.1993.

MEDaC: Evauation of the Ethiopian Economy performance Industry, Trade
and Tourism: Addis Ababa: MEDaC, June 1999.

. MEDaC. Evaudtion of the Ethiopian Economy Performance: Macro economy A A:

MEDaC, September 1999.MEDaC. Survey of The Ethiopian Economy:
Review of post-Reform Devel opments(1992/93 - 1997/98). Addis Ababa:
MEDaC, September 1999.
MOTI. Satidicad Bulletin (Vo.). Addis Ababa: MoTl, 1984.
MOTI. Statidticd Bulletin (Vo. V) Addis Ababa: MoTl, 1987.
MOTI. Stidica Bulletin (Vo. I11). Addis Ababa MOTI, 1990.

NBE. Annual Report 1994/95. Addis Ababa: NBE, 1996.
NBE. Annual Report 1996/97. Addis Ababa: NBE, February 1999.

NBE. Quarterly Bulletin 1998/99. Addis Ababa: NBE, 1999.

Nega, Berhanu and Degefe, Befekadu Annual report on the Ethiopian
Economy Vo. | . Addis Ababa: United printers, 1999/2000.

44, Office of the Nationd Committee for Centra Planning. Three Year Devel opment

45,

Plan: 1986/87-1988/89. Addis Ababa: ONCCP, March 1987.

Park, Chang Kee. Macroeconomic and Industrial Development in Korea. Seoul:
KDI, 1980.

156



46. Sekong, 1. Koreain the World Economy. Washington DC: Indtitute for
International Economics, January 1993.

47. Song, Byung-Nak. The Rise of the Korean Economy (2" Ed.) New York:
Oxford University press, 1997.

48. Taddesse, Mekonnen. The Ethiopian Economy: Sructure, Problems and Policy
Issues. Addis Ababa: AAU, 1992.

49. Rodrik, D. Closing the Productivity Gap: Does Trade Liberalization Really  Help?
In G.K. Helleiner (Eds.), Trade policy, Industrialization and Development.
New Y ork: perspectives Oxford: Clarendon Press, 1992.

50. Rodrik, D. Growth Palicy: Getting Interventions Right: How South Korea and
Taiwan Grew Rich. Economic Policy. NBER Working Paper No. 4964.
Cambridge: Nationd Bureau of Economic Research, Dec.1994.

51. Wade, R Industrial policy in East Asa: Does It Lead or follow the Market? InG.
Gereffi and Donald Wyman (Eds.), Manufacturing Miracle: Paths of
Industrialization in Latin America and East Asia. Princeton: Princeton
Univerdty press, 1990.

52. Wade, R. What can Economics Learn from East Asian success? Annds of the

American Academy of Politica Scence. Princeton: Princeton University
press, 1989.

53. World Bank. The East Asian Miracle: Economic Growth and public policy.
New York: Oxford Univergty press, 1993.

157



Table 1. Sectord Contribution to GDP and the Corresponding Growth Rates

ANNEXES

Yexr | Growt | Agriculture | Indusry Digtributive | Other Growth
h Rate Savice Savice Rate of
ngzeal As% | Grow | As% | Grow | As% | Grow [ As% | Grow (F;‘;pi ta
of th of th of th of th CDP
GDP |Rae |GDP | Rae |GDP |Rae | GDP | Rae
1980/1 | - 581 |- 109 | - 14 - 17 - -
1981/2 | 051 |557 |-36 (118 (85 |145 |43 |18 6.3 |-24
1982/3 (101 |575 | 136 (113 |59 |135 |28 |176 |78 |6.9
1983/4 | -6.3 |537 |-125|128 |57 |145 [03 |19 11 (-9
1984/5|-9.7 |470 |-209|148 (45 |162 [09 |22 44 |-124
1985/6 | 9.9 496 | 160 | 133 |-12 [152 (35 |208 |38 |64
1986/7 | 140 |51.7 | 188 | 136 |165 | 154 | 151 | 193 |6.2 |104
1987/8 | -0.1 | 503 |-28 (131 [-38 | 159 |34 |207 |71 |-3
1988/9 | 0.3 56 [10 |122 |-66 |15 55 |22 |75 |-27
1989/0 | 4.1 512 |53 | 112 |-47 |15 44 | 226 |58 |09
1990/1 | -42 |53 |52 (94 |[-191]|12 -235| 223 | -55 |-7.2
1991/2 | -3.7 |55 |-27 |90 |-71 |121 |-25 |224 |-52 |-6.7
1992/3 | 120 |535 |61 |104 [ 285 (132 | 222 | 230 |142 | 9.0
1993/4 | 1.7 507 [-3.7 |109 |70 |138 |62 |[247 {92 |-15
1994/5 | 5.4 497 (34 |112 |81 |139 (64 |22 |77 |23
1995/6 | 106 | 515 | 147 [ 106 |54 |137 |90 |241 |59 |75
1996/7 | 5.2 507 |34 |108 |68 |140 (7.7 |245 |67 |21
1997/8 | -0.5 | 457 |-103|116 (63 |148 |53 |[279 |133 |-35
Source: The Ethiopian Economic Association (Val. 1. 1999/2000)
Table 2. Gross Vdue of Production of Large and Medium Scale Manufacturing by
Industria Branch,1969/70-1996/97 (in * 000 BIRR)
Indudtrid Branch
Year o og
5 § z |2E|EE(T |Ex|_48
2 as =
8 |2 5 g |EB|B3|E |82 B
L M 2 [ - = = g 2SS |s&
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1969770 T 187,401 | 101,524 T 30,590 245,917 | 42,297 13,188 28,144 43,120 19,842 41,320 153,343
1975/76 | 197,696 | 106,639 | 29,508 | 231,996 | 51,472 14,059 30,680 43,629 22,545 | 45,344 | 773,568
1976/77 | 247,826 | 109,162 | 28,442 195,102 | 50,015 13,326 30,341 42,453 17,258 | 54,009 787,934
1977/78 | 331,038 | 135,929 | 38,543 | 262,360 | 68,936 17,121 | 43,573 71,929 19,217 | 78,649 1,067,295
1978/79 | 363,456 | 146,795 | 41,118 302,953 | 88,144 17,898 53,864 83,195 28,027 | 87,278 1,212,728
1979/80 | 391,810 | 164,423 | 41,811 324,133 | 87,591 | 20,246 58,570 90,922 29,243 | 92,671 1,301,420
1980/81 | 400,494 | 176,130 | 49,498 | 331,484 | 91,332 20,617 65,470 101,133 | 36,382 | 95,718 1,368,121
1981/82 | 400,686 | 248,687 | 74,922 359,702 | 119,349 | 8,898 75,694 144,476 | 38,205 120,113 | 1,590,632
1982/83 | 437,634 | 264,032 | 79,777 366,308 | 136,576 | 11,906 87,732 157,868 | 34,882 128,980 | 1,705,695
1983/84 | 444,263 | 314,051 | 89,356 | 353,315 | 131,372 | 11,309 92,074 145,123 | 56,782 126,034 | 1,763,679
1984/85 | 472,441 | 323,461 | 107,843 | 371,591 | 144,407 | 11,828 97,711 133,361 | 69,255 121,603 | 1,853,501
1985/86 | 454,013 | 346,913 | 107,292 | 407,891 | 161,377 | 12,047 103,011 | 174,626 | 74,281 132,265 | 1,973,716
1986/87 | 448,917 | 344,720 | 119,399 | 424,759 | 188,140 | 12,497 97,331 170,872 | 89,792 133,979 | 2,030,406
1987/88 | 474,452 | 324,048 | 109,694 | 354,841 | 208,173 | 12,798 95,525 140,438 | 94,479 105,809 | 1,920,257
1988/89 | 461,114 | 287,027 | 100,331 | 401,900 | 185,606 | 12,122 89,748 135,470 | 74,837 | 94,237 1,842,392
1989/90 | 347,600 | 208,100 | 106,700 | 251,400 | 161,900 | 11,400 77,700 53,500 71,600 | 52.800 1,342,700
1990/91 | 414,939 | 357,125 | 146,335 | 268,068 | 181,594 | 38,643 90,733 111,798 | 68,344 | 84,758 1,762,337
1991/92 | 521,597 | 474,909 | 188,537 | 454,095 | 288,032 | 53,001 141,835 | 248,555 | 127,838 | 175,769 | 2,674,168
1992/93 | 674,858 | 607,596 | 191,227 | 722,132 | 376,970 | 104,689 | 208,497 | 441,360 | 204,938 | 441,500 | 3,923,767
1993/94 | 948,127 | 792,465 | 199,936 | 651,181 | 601,359 | 120,028 | 200,807 | 443,633 | 336,653 | 636,301 | 4,930,490
1994/95 | 1316745 | 863,945 | 244,180 | 770,968 | 634,500 | 132,621 | 291,564 | 503,785 | 419,673 | 621,113 | 5,799,104
1995/96 | 1351224 | 876,408 | 240,371 | 727,477 | 648,357 | 148,072 | 263,419 | 645,666 | 544,208 | 550,997 | 5,996,199
Source NBE, Survey of the Ethiopian Economy (MEDaC) and MOTI Statistical Bulletin | 1V and V111
Table 3. Number of Permanent Employees all Medium and Large Scale Manufacturing
Establishments (10" employees) by Social Sector and Industrial Branch for 1969/70-
1996/97
No 1969/70 1979/80 1983/84 1987/88
Industrial branch pubiic | Privaie puniic | Privaie pubiic | Privaie pubiic | Privaie
Sector | Sector | Total | Sector | Sector | Total | Sector | Sector | Total | Sector | Sector Total
1 Food n.a n.a 8226 n.a 2331 n.a n.a 2083 n.a 19323 | 1562 20885
2 Beverage n.a n.a 3008 | n.a 251 n.a n.a 242 n.a 7707 | 256 7963
3 Tobacco n.a n.a 432 n.a 0 n.a n.a - n.a 1467 0 1467
4 Textile n.a n.a 21610 | n.a 985 n.a n.a 1182 n.a 33684 | 861 34545
5 L esther and Shoe n.a n.a 2165 | n.a 244 n.a n.a 362 n.a 5293 | 671 5964
6 Wood and Wood n.a n.a 3282 n.a 2132 n.a n.a 626 n.a 2158 | 821 2979
Products
7 Paper, Printing, and | n.a n.a 1835 | na 637 n.a n.a 531 n.a 4051 | 566 4617
Publishing
8 Chemical n.a n.a 2462 | n.a 432 n.a n.a 417 n.a 6590 | 426 7016
9 None-Metallic
Mineral Products n.a n.a 4102 | na 432 n.a n.a 370 n.a 3657 | 517 4174
10 | Meta n.a n.a 1781 | na 442 n.a n.a 448 n.a 3310 | 439 3749
Grand Total 48903 | 69604 | 7886 77490 6261 87240 | 6119 93359
AS Y of Tota 100 89.8 10.2 100 93.4 0.6 100
No. | 1995/96 1996/97
puplic | Privaie puplic | Privaie
Sector | Sector | Total | Sector | Sector | Total
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13297 | 2451 15748 1 12725 1 3510 16235
7267 | 183 7450 [ 5043 | 2552 7595
982 - 982 953 - 953
31444 | 997 32441 | 29939 | 1858 31797
5924 | 1824 7748 | 6016 | 2128 8144
2783 | 1987 4770 | 1945 | 3513 5458
4526 | 1024 5550 [ 3800 | 1303 5103
3889 [ 1155 5044 [ 3840 | 2259 6099
4779 | 1259 6038 | 4645 [ 2009 6654
0 27778 | 1490 4268 | 2751 | 858 4327

POoO~NOOAWwWNH

77669 | 12570 | 90039 | 71657 | 20708 | 92565
86.3 13.7 100 77.6 22.4 100

Source: Gill (1974), MOTI Statistical Bulletin Val. 1, 1V and VI, MEDaC (1999)
Table 4. Gross Vaue of Production for Manufacturing Establishments, 1969/70-1996/97

No 1979/80 1983/84

Industrial branch pubIlic Private public Privaie

Sector Sector Total Sector Sector Total

1 Food 490347 32742 523089 599151 | 34693 633844
2 Beverage 242889 | 6635 249524 314394 | 7037 321431
3 Tobacco 105722 | - 105722 93046 - 93046
4 Textile 431865 | 9043 440908 424580 | 12707 437287
5 Leather and Shoe 128689 | 3559 132248 125213 | 6313 131526
6 Wood and Wood 23245 13691 36936 33349 5859 39208

Products
7 Paper, Printing, and | 69452 6303 75755 87322 7170 94492

Publishing
8 Chemical 368520 | 13550 382070 715884 | 15197 731081
9 None-Metallic 35896 2485 38381 54163 4242 58405

Mineral Products
10 | Meta 99702 8221 107923 132103 | 8022 140125

Grand Total 19963527 | 96229 2092556 2579205 | 101240 2680445

As % of Tota 95.4 4.6 100 96.2 3.8 100

Annua Average

No | 1987/88 1991/92 1996/97 Growth Rates,%

public Privaie public Privaie public Privaie (1991/92-

Sector Sector | Total Sector Sector | Total Sector Sector Total 1996/97)
1 611338 | 29833 641171 3932113 | 21726 414939 1073299 | 277925 1351224 | 26.6
2 468577 | 7027 475604 | 351171 | 5954 357125 | 630490 | 245918 | 876408 | 19.7
3 160349 | - 160349 | 146335 | - 146335 | 240371 | - 240371 | 10.4
4 518857 | 9721 528578 | 263583 | 4485 268068 | 685517 | 41960 727477 | 22.1
5 219161 | 17522 | 236683 | 167434 | 14160 | 181594 | 452133 | 196224 | 648357 | 29.0
6 39982 7714 47696 29378 9265 38643 58863 89209 148072 | 30.8
7 99953 7730 107683 | 86311 4422 90733 205184 | 58236 263419 | 237
8 785044 | 12890 | 797934 | 105677 | 6121 111798 | 465784 | 179903 | 645666 | 42.0
9 89366 4277 93643 66454 1980 68344 444066 | 100142 | 544208 | 51.4
10 | 146248 | 8753 155001 | 54229 30529 | 84758 484899 | 66099 550997 | 45.4

3138875 | 105467 | 3244342 | 1663785 | 98552 1762337 | 4740586 | 1255614 | 5996199 [ 27.7

96.7 3.3 100 94.4 5.6 100 79.1 20.9 100

Source: Gill (1974), MOTI Statistical Bulletin Val. I, 1V and VI, MEDaC (1999)
Table 5. Export of Manufactured Prodwcts by Vaue and Industria branch for 1979/80-

1996/97, (* 000BiIT)

No. 1979/80 1983/84
1964
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Tndusirial branch puniic | Privaie pubiic | Privaie ) puplic | Prnivate %
Sector | Sector | Total | % Sector | Sector | Total Sector | Sector | Total
1 Food n.a n.a 15120 91.3 32473 2164 34637 202 [ 37175 393 3/568 21.2
2 Beverage na na 3 0.0 - - - - 622 - 622 0.00
3 Tobacco - - - - - - - - - - - -
4 Textile n.a n.a 32 0.02 26098 | - 26098 | 15.3 | 2909 - 2909 1.6
5 Leather and Shoe n.a n.a 309 2.0 53645 | - 53645 | 31.3 | 62465 | - 62465 | 35.2
6 Wood and Wood n.a na 38 0.03 - - - - - - - -
Products
7 Paper, Printing, and | - - 7 0.00 | - 249 249 0.00 | - - - -
Publishing
8 Chemical n.a n.a 325 2.0 56828 | - 56828 | 33.2 | 74536 | - 74536 | 41.9
9 None-Metallic n.a n.a 752 4.6 - - - - - - - -
Mineral Products
10 Metal na na 1 0.0 - - - - - - - -
Grand Total n.a n.a 16587 | 100 169044 1 2413 1714571 100 17770771 393 178100 100
AST of Totd U8.6 7 100 99.8 0.2 TO0
Annual Average
No. | 1987/88 1991/92 1996/97 Growth Rates, %
public | Privaie public | Privaie public | Privaie (1991/92-1996/97
Sector | Sector | Total % Sector | Sector | Total | % Sector | Sector | Total %
1 40584 - 40584 18.5 n.a n.a 218741 235 n.a n.a 31206 6.9 7.3
2 942 - 942 0.0 n.a n.a 257 0.0 n.a n.a 67 0.0 |-23.6
3 - - - - - - - - n.a n.a 1075 0.0 |-
4 12903 | - 12903 6.0 n.a n.a 6752 | 7.3 n.a n.a 27062 | 6.1 | 32.0
5 124371 | 8346 132717 | 60.6 | n.a n.a 63989 | 68.9 n.a n.a 387492 | 87.0 | 43.3
6 - - - - n.a n.a 49 0.0 n.a n.a 341 0.0 -
7 - - - - - - - - - - - - -
8 31790 | - 31790 145 | - - - - - - - - -
9 - - - - - - - - n.a n.a 44 0.0 -
10 - - - - - - - - - - -
210590 | 8346 218936 100 n.a n.a 92921 | 100 n.a n.a 447287 | 100 | 36.9
96.2 3.8 100

Source: Gill (1974), MOTI Statisticdl BulletinVal. 1, IV and VI, MEDaC (1999)
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