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ABSTRACT: The report examines the causes of low growth, identifying the
respective roles of structural, institutional and policy factors.
Institutional and policy factors appear to have been the dominant
influence, except in the years of drought. The drought of 1984 wrought
catastrophic consequences. The report highlights the dualism of the
economy, with lower prices for agricultural and industrial goods in the
official economy than in the free market, the overvaluation of the exchange
rate. the low incentive to produce for exports and, as a result, the poor
performance of exports. Private investnient in manufacturing and trade has
been discouraged by regulation. In spite of the large and increasing
claims of internal security on domestic resources investment, largely in
the public sector, has increased. with low domestic savings, there has
been extensive foreign borrowing to finance capital formation which has
given rise to a rapid escalation of debt service payments.

The Ethiopian government, cognizant of these problems, has embarked on a
program of policy and institutional reforms which will enlarge the role of
the private sector and improve producer incentives. The report reviews
this and makes suggestions for broadening the agenda into a framework for
achieving sustainable growth with substantial improvements in food
production and in export earnings. However, if reforms proceed oaly on a
piecemeal basis per capita incomes may continue to fall and the economy is
likely to lapse further into indebtedness.
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ETHIOPIA:. Countty Data (1988)

Geneal

Area (kml) 1,221,900
Population (millions) 47.3 (1988)
Growth Rate Qatest decade) 2.9 percent p.a.
Density (per kbn) 38.7

Social ndlcators

Ppulation Characteristics
Crude Birth Rate (per 1,000) 48.0
Crude Death Rate (per 1,000) 18.0

Health
Infant Mortality (per 1,000 live births) 154.0
Population per Physician 77,356
Population per Hospital Bed

Access to Safe Water
• of Urban Population 69.0
V of Rural Population 9.0

Nutrition
Calorie Intake as % of Requiements 75
Per Capital Protein Intake (gfday) 58

Education
Adult Uteracy Rate (%) 62.5
Primary School Enrollment

(%) of relevant age group 36.0

Source: World Bank. Socal Indicators of Development 1989.

Note: Data are not necessarily consistent with the text or the Statistical Annex because
of differences in coverage and source.
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EMOPLA COUnDry Data (198

Gma Damzft FdA (198P )

Annual Growth Rate (% p.a., constant prices)

USSM % of GDP 1981-87 198f 1989

GDP at Market Prices 5,968.7 100.0 2.1 2.0 3.3
Gross Fixed Investment 861.3 14.4 6.5 aI 5.8 at -6.1 al
Grss National Savings 344.9 5.8 4.0 al 11.8 a/ -2.5 ai
Current Account Balance 516.2 .6
Exports of Goods & NFS 698.2 11.7
Imports of Goods & NFS 1,283.7 21.5
GNP per capita (US$M) hI 125.0 -

a/ Staff estimates
J/ Calculated according to Atlas methodology

Secm SMae of Output and Employment

Shares of Shares of
Value Added (%) Labor Force (approx.)

Agriculture 43.1 90
Industry LY 16.8 3
Services 40.1 7

a/ Includes mining, construction, electricity & water

Central Govemment

(Birr bn) 51 of GDP

1988189 1983/84 1988/89

Current Recems 3.73 22.9 30.2
Current Expenditures 3.45 22.4 27.9
Current Swplus 0.28 0.5 2.3
Capital Expenditures 1.74 14.1 9.3
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EMIOPLA Country Data (1998

Money, Credit, and Prie

1983 1984 1985 1966 1987 1988 1989

(Birr billion outstanding. end of period)

Money Supply (M2) 3.04 3.38 3.85 4.45 4.81 5.24 5.80
Bak Credit to Public Sector at 0.58 0.57 0.59 0.58 0.64 0.76 0.69
Bank Credit to Pivate Sector bt 3.05 3.53 3.89 4.25 4.91 5.65 6.63

(percentage or index numbers)

Money as % of GDP * 27.9 33.8 38.8 38.2 41.3 43.5 44.4
General Price Index (1980818100) 110.0 109.6 129.8 135.9 123.0 125.7 137.7
Annual percentage changes in-
General Price Index 3.8 -0.3 1824 4.6 -9.5 2.2 9.6
Bank Credit to Public Sector a/ - -2.9 4.2 -1.4 9.9 18.4 -8.4
Bank Credit to Private Sector tt - 15.7 10.2 9.3 15.7 14.9 17.3

/ Including public entprises; staff estimates
SW Including cooperatives; staff estimates

Balance of Paments

198314 1984J5 1985/6 1986ff 198718 1988/9

(millions of USS)

Exports of Goods & NFS 611.8 548.9 662.2 616.1 629.1 698.1
Imports of Goods & NFS 1,115.6 1,081.8 1,211.3 1,217.1 1,251.7 1,283.4

Resource Gap (deficit t.) -503.9 -532.8 -549.1 -601.0 -622.6 -585.3

Investrnent income (net) -19.z -33.0 -28.8 -37.0 -58.6 -75.8
Net Private Transfers 107.2 144.9 209.4 160.6 118.3 144.9

Balance on Curr. AocL
(excid. Net Offidal Transfers) -415.8 -421.0 -368.5 -477.3 -562.9 -516.2

Net Offidal Transfers 161.9 298.3 293.2 211.8 187.8 231.4

Net MLT Bonowing
Disbursements 245.0 255.1 401.1 324.7 445.8 400.7
Amortization -64.7 -92.8 -123.8 -143.4 -164.9 -200.2

Subtotal 180.3 162.3 277.2 181.3 280.9 200.5

Other Capital (net) and Capital n.e.i.
Inurease in reserves (-) 42.3 -47.6 -165.2 19.9 189.7 -28.4
Capital ne.i. -31.3 - 8.0 36-7 -64.3 95.5 -112.7

Memo:
Gross Reserves (end year) 64.8 11 .4 277.6 257.7 680 96.4
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m1IOPLAL C 9ntzy D 1a

Medamufls Expes (A'rF 119Wm - 198M

Value

(milons of USS) % of Total

Coffee 251.7 63.6
Hldes, ddns, leat 58.0 14.7
Petroleum by-products 19.7 5.0
Other 66.5 16.7

Total 395.9 100.0

RAte of _adue

US$1.00 n Diu 2.07 a/

Lk Ucharqned sIc 1973.

Exmut b December 31, 1988

US$M

Publk Debt, bt Guamnteed
MLT (e"d. IM) 2,717

.DMF 104

Totd Oobftnmq & obbomd ~~~2,821

Net Deft S*VmO RFAt fl 1DM9h

Percentage

TXld 0 _AWftg & DMAUSeld 39.5

kI Debt sevice, net of interest earned on foreign exchange reserves, as a percentage of Exports of Goods
& NFS.

MID IDA

Outsnding & Disbursed 42 658
Undlbured nIl 537

Told1 Oftbnftg h-L Ih_a d e42 L195
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SUMMARY AND CONCLUSIONS

1. For Ethiopia the 1980s have been years of low economic growth,
of preoccupation with natural disaster, and with the crippling cost of
internal security and now, at the end of the decade, of policy reassessment
and adjustment. Unstable terms of trade have also contributed to the
difficulties of economic management.

2. This report has been written at a critical time when the
government has decided, in the light of a recent intensive review of
performance and policies, to alter course ir. its management of the economy,
but when many of its new policy measures are still in preparation and when
the government has become preoccupied by a fresh upserge in the prolonged
civil war in the north. The report presents the factaal background leading
up to the review and outlines the program of policy change which is
planned, and of which implementation has already started. It analyses
performance since the early years of the decade, through the period of the
catastrophic drought of 1984 and into the four subsequent years of modest
recovery. It shows how, on many points, the Government has made a very
similar assessment and diagnosis and that its proposed reforms are close to
those which the authors recommeud. It also offers some reflections on what
further measures, in addition to those contemplated by the authorities (and
restored peace and security), seem desirable if Ethiopia is to achieve
sustained per capita income growth. Medium-term policy issues are the
report's main focus of attention. As a consequence, the longer term
constraints on Ethiopia's development and human resource and investment
policy issues receive relatively little attention in the present study.

3. The report highlights several themes. One is the theme of
incentives - both negative and positive - for production. A closely
related issue is that of food production and food security in a country
which has become increasingly dependent on food imports and where average
food availability is falling. The topic of production incentives is bound
up with the question of the extent to which the Ethiopian economy suffers
from structural inflexibility or mostly from the problems associated with
the institutions and policies that the country has pursued. A fourth topic
is how the macroeconomy has remained broadly stabilized throughout the
period, despite rising domestic, largely public, expenditure and a stagnant
resource base. At what price has this stability been bought? What are the
implications in the event of higher private investment expenditure and what
macroeconomic policies should now accompany the structural evolution which
is now envisaged? A final theme is that of )ublic investment which has
increased strongly but which has yielded poor returns and whose financing
has given rise to heavy external indebtedness.

Production

4. Per capita income has fallen since 1974 at approximately 0.5
percent p.a. It rose in the late 1970s and early 1980s but suffered a
catastrophic decline in the mid 1980s when Ethiopia was afflicted by a
particularly serious drought. There were droughts also in 1981 and 1987
but these were of much less economic consequence than that of 1984. The
growth trend of GDP in the l9.0s has been only two percent p.a. Despite
four years of uninterrupted recovery from the 1984 drought, in which GDP
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growth has averaged 4.5 percent p.a., per capita income remains four
percent below its historic maximum attained in the early 1980s.

5. Though the rest of the economy has grown more consistently and
more rapidly than agriculture, the agricultural sector exerts a dominant
influence on most other sectors and its poor performance has retarded the
whole economy. There has been no growth in real value added over the
1980s. In the major field crops, production has barely returned to its
erstwhile peak levels. The cultivated area and yields have stagnated and
output has failed to keep up with domestic demand, even in years of normal
rainfall. Underlying this performance has been the poOr state of rural
infrastructure, environmental degradation and slow progress in agricultural
technology. Superimposed on these structural features has been the
institutional framework which the government has consolidated in the course
of the 19809. Individual peasant households predominate; the area
cultivated by state farms has if anything contracted; the area in producer
cooperatives has grown but is small in relation to the whole.
Villagization has proceeded apace in areas of dense population, but so far
without measurable adverse impact on output. Apart from a burst of
activity in 1985, resettlement action has been on a modest scale. The low
level of output may be ascribed in part to the unconducive features of the
physical environment and to the low level of investment in improving it.
As is now increasingly recognized by the Government, the stagnation of
output has been due to those features of the institutional framework, such
as insecurity of tenure and controls on the hiring and mobility of labor,
which have stifled farmer initiative; the continually falling real prices
offered for compulsory deliveries of produce to the state; the restrictions
placed in the way of private transport and trade in rural areas; and the
concentration of farm support services and public investment on state
farms, producer cooperatives and resettlement schemes.

6. Like agriculture, manufacturing can have an exogenous impact on
growth through import substitution and the penetration of export markets.
Ethiopia's small manufacturing sector has tried to do both and has achieved
modest success in each. It has grown at nearly six percent p.a.in the
1980s but growth has decelerated in recent years. The clear emphasis in
investment policy has been in import substitutitn by creating new public
sector enterprises. Investment returns have been poor, Impaired by
mistakes in project choice, delayed implementation, teething troubles in
new plant and foreign exchange shortages. Meanwhile, the physical capacity
and entrepreneurial skills of the private sector have been underutilized,
because of restrictions on investment and access to foreign exchange and
the disincentive of high rates of tax, and because the incentives to trade
have been stronger than to produce material goods.

7. The most consistently expanding sector of the economy has been
public administration and the provision of social services, driven by
rising real levels of public expenditure. Manning levels in civilian
public administration are modest and rates of remuneration have been kept
rigorously in check, but Ethiopia has, for security reasons, to maintain a
large army. Ethiopia's development strategy has been to promote commodity
production through public sector endeavour; yet value added in services has
increased more rapidly than in the production of goods. Non-governmental
services, including financial services, have, in recent years expanded at
over 4.5 percent p.a., almost as quickly as public administration .tself.
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Trade and the Balance of Payments

8. Sighty-five percent of Ethiopia's exports are agricultural or
based on domestic agricultural production. With stagnation in agriculture
there has been a supply-side restraint on exports whose volume has
fluctuated but exhibited no growth trend in the 1980s. For much of the
period export volumes were way below peak levels attained in earlier years
(see Table I.1). Though Ethiopia's infrastructure is sparse this is not
the primary cause of sagging export performa,ice. Neither are there severe
capacity limitations. Most export production is undertaken by individual
peasant households and livestock owners. A major problem is that exports,
increasingly canalized through public sector mwrketing establishments, have
offered poor prices, especially in drought yearo, compared with those of
the free (parallel) market. Public enterprises have required subsidies to
compensate them for pecuniary losses incurred in meeting export targets.
The only manufactured item to make a significant contribution to export
earnings is leather which is profitable without subsidy and which has grown
since exports of raw skins were prohibited. Non-factor services (mostly
transport) have performed much more strongly than merchandise exports.

Table 1.1: Key Economic Variables 1983-1989 a/

Est.
1983 1984 1985 1986 1987 1988 1989

Incentives Indicators

1. Real Effective Exchange Rate
1.1 Index (1980-100) 126.8 140.9 168.6 128.9 113.6 116.0 n. a.
1.2 Annual Change(%) 5.0% 12.0% 19.7S -23.6X -11.9% 2.1X n.a.

2. Real Interest Rates
2.1 Deposit Rate, Small Savings 2.1 8.6 -1.0 3.7 12.2 6.0 2.2
2.2 Lending Rate, Industry 5.4 7.1 2.3 7.2 14.3 6.9 4.1

8. Index of Real Wages (1980=100)
3.1 Manufacturing 98.6 95.2 90.3 88.9 n.a n.a n.a

4. Ratios of Offictal Procurement Prices of
Agricultural Commodities to International Prices
4.1 Coffe b/ 0.46 0.88 0.38 0.27 0.43 0.46 n.a.
4.2 Wheat c/ 0.63 0.72 0.65 0.61 0.65 0.83 n.a.

External Trade Indicators

S. Volume Index of Major Exports d/
6.1 Coffee 99.1 110.2 83.6 81.9 90.7 80.6 87.9
5.2 Hides, Skins, Leather 88.6 110.1 113.6 148.2 114.6 98.6 122.6

S. Export Shares In World Trade (coffee) 2.82% 2.39% 1.60% 1.765 1.86% 2.08% n.a.

7. Commodty Terms of Trade
7.1 Index (1980=100) 91.0 101.2 99.1 110.1 83.5 94.6 n. a.
7.2 Annual Chance(M% -0.7% 11.2% -2.1% 11.1% -24.2% 13.2% n.a.

a/ Flscal years
b/ Ratio of farm gate price for unwashed coffee to FOS unit values at the official exchange rate
c/ Ratio of forn-gate offieial wheat procurement price to CIF unit values of imported grain at the

official exchanges rate.
d/ 1980/81.100

Source: A Statistical Annex Tables 3.11, 8.12, 8.18, Ethiopian euthorities and staff estimates
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9. Ethiopia's ability to afford imports has come to depend

increasingly on external financing. Foreign exchange 
controls and

extensive use of foreign loans and credits have given 
rise to

compartmentalism in the management of imports. Food and capital goods

imports, largely paid for by external grants or loans, 
have soared, while

general imports of raw materials, intermediate and consumption 
goods and

spare parts have been restrained by controls on the allocation of free

foreign exchange. These controls have become increasingly 
irksome, even to

the privileged users of official foreign exchange in the public sector.

External financing has, nevertheless, allowed the resource 
gap to widen,

over the decade, from five percent of GDP to 11 percent.

10. Though external assistance for disaster relief has been 
on grant

terms, receipts of highly concessional development assistance 
from Western

donors have been low and much of the external financing 
of the public

development effort has been by way of semi-concessional or non-concessional

loans. Debt service obligations have accumulated and, given the relative

stagnation of export earnings, the ratio of debt service to exports of

goods and non-factor services has risen since the early 19808 from 16

percent to 44 percent. Debt service, alongside food and 
fuel, has received

priority in foreign exchange allocation and Ethiopia has so far

scrupulously honored its debt service obligations, without rescheduling,

even at the expense of current imports. This has been achieved at the cost

of compressing general imports. The present mode of balance of payments

management cannot be sustained for much longer.

II. In the background to the poor export performance and to the poor

prices offered to producers is an exchange rate, pegged since 1973 to the

US dollar, which, on real effective exchange rate evidence, has been

consistently overvalued for many years (see Table 1.1 and Table 3.12 in the

Statistical Annex). It underpins a whole structure of 
administered prices

in the public sector and in the public distribution of agricultural

commodities compulsorily procured from the peasant sector. In the parallel

market prices are higher, often much higher, reflecting domestic

scarcities, restraints on private transport and trade, the parallel

exchange rate (which discounts the Birr to between a half and a third of

its official rate) and trade distortions caused by surcharges on own

exchange imports, and partially cascading indirect taxes. There is

inadequate incentive for the private sector, whose costs are determined in

the parallel market, to produce for export. There are large implicit

incentives for rent-seeking trading activity and for arbitrage between the

official and parallel markets. Until recently, the number of traders'

licenses has been progressively reduced but trading can be highly

lucrative. It would serve the interests of increasing commodity production

and of redirecting resources in capital and entrepreneurship away from

rent-seeking if the divergence between parallel and official prices and

exchange rates were sharply diminished.

Macroeconomn

12. Public expenditure has increased, over the last decade, from 25

percent of CDP to 39 percent. In real terms capital outlays have grown on
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trend by 16 percent p.a. and recurrent outlays by 6.5 percent p.a.
Ethiopian public expenditure has thus been very high, in relation to GDP,
for a low income country and it has also increased much more rapidly the
GDP. Underlying public expenditure growth have been security-related
outlays - consistently about half of the recurrent budget - a determined
effort to increase public social service provision and an approach to
development in which public development -xpenditure plays the preponderant
role.

13. The combination of a stagnant economy and fast increasing public
expenditure should normally have given rise to mounting inflationary
pressures and serious external payments problems. If the external deficit
is kept in check by physical controls on foreign exchange allocation, as in
Ethiopia, the excees demand usually feeda through into even higher
inflation and faster depreciation of the parallel exchange rate. Ethiopia
has so far avoided these consequences: inflation as measured both by the
GDP deflator (which reflects wage and price controls) and by the retail
price index (which largely reflects free market prices) has until recently
been well below 10 percent p.a. and the parallel exchange rate has been
relatively stable.

14. Ethiopia has achieved this result thanks to firm and responsible
fiscal management, vigorous revenue mobilization and continuous monetary
deepening. Expenditures, though growing, have been tightly controlled by
the budget authorities who are able to make in-year cuts in planned outlays
in order to keep the fiscal deficit within bounds. Fiscal receipts have
increased in the course of the 19809 from 20 percent of GDP to close to 30
percent. Revenue buoyancy has been high. As a result, the fiscal deficit
has been below 10 percent of GDP - except in drought years - and the
deficit for domestic financing has hovered around four percent of GDP.
Host of the domestic financing of the budget has been by the banking system
and would have generated more inflation than Ethiopia has experienced were
it not for the steady and persistent rise in the ratio of broad money to
GDP. Ethiopian businesses have been holding larger and larger demand
deposits and households have increased their cash holdings, deposits and
savings accounts. Seignorage has been an important source of non-
inflationary finance for the fiscal deficit. Though interest rates on
small savings have been positive in real terms, the banking system has been
able to finance the deficit at low interest rates and with few obvious
signs of the crowding out of commercial borrowers, given excess liquidity
at the commercial bank. Government financial institution have successfully
mobilized the financial surpluses of the private sector to finance deficits
of both the central government and of public enterprises. "Forced saving"
has occurred because of the institutional restraints on private sector
business and the shortages of goods on the market and has made an important
contribution to macroeconomic stability. This device becomes inoperative
once the restraints on private sector expenditure are removed.

15. The domestic counterpart of the external resource gap is the gap
between domestic investment and savings. Though private investment, facing
ceilings on fixed assets and high marginal tax rates, has stagnated, the
1980s have witnessed high levels of public investment. It has been the
fulcrum of government development policy. Public investment is now over 85
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percent of total investment expenditure and has been the most rapidly
growing element in domestic absorption. Thanks to it, investment
expenditure has risen, over the period, from 10 percent of GDP to over 15
percent (see Table 1.2). It underlies the observed rise in capital goods

Table 1.2: Macroeconomic Balances 1983-1988 a/
tpercentage ofr a)

1988 1984 1086 1988 1987 1988 1989

1. Foreign Savings
Balance on Current Account
excluding Not Official Transfers -7.0 -8.6 -8.8 -7.0 -8.8 -10.1 -8.6

2. Private Sector
2.1 Gross Domestic Fixed Investment 2.6 2.7 2.2 2.0 2.0 2.0 1.9
2.2 National Savings 6.8 4.8 9.2 6.8 8.7 4.6 n.a.
2.8 Investment minus Saving. -8.8 -1.6 -7.0 -8.8 -1.7 -2.6 n.a.

8. Public Sector
8.1 Gross Dometic Fixed Investment 8.7 10.1 11.8 10.7 12.6 18.7 12.8
8.2 National Savings (Govt. & Public Enterprises) -2.1 -0. 1 -4.0 0.4 2.1 1.0 n. .
8.8 Investment minus Savings 10.8 10.2 16.8 10.8 10.6 12.7 n.e.

4. Public and Private
Investment minus National Savings 7.0 8.6 8.8 7.0 8.8 10.1 8.6

Memorandum Item:
Share of Gross Domestic Investment
financed by Foreign Savings (9) 60.7 66.0 46.2 62.6 60.8 68.6 69.7

_/ Fiscal years

Source: Annex tables 2.8 & 8.1

imports and the increase in foreign indebtedness. The public enterprise
share in public investment has increased from one-half to two-thirds,
exemplifying the government's preference for directly productive over
infrastructural investment. Despite this emphasis on production, the
incremental capital/output ratio has been high (nearly 6).

16. Savings performance has been weak, despite the private sector's
"forced savings". Domestic savings have hovered around 3-4 percent of GDP
and national savings have not exceeded six percent of GDP (see Table 1.2).
The central government seems to have been a dissaver in most recent years
because of large non-investment outlays in the capital budget, while the
public enterprises and private sector have been net savers. With their
recent high levels of investment expenditure, the public enterprises'
financial deficits have been widening. The obvious route to raising the
economy's savings ratio is to increase budget savings, which can be
achieved, in time, by reducing recurrent expenditure on security and by
reviewing those non-investment outlays in the capital budget which are used
to sustain non-viable projects. Private savings (4-6 percent of GDP) would
also rise with better opportunities for private investment and a wider
array of financial savings instruments.



-7-

Population, Food and Food Security

17. Ethiopia's food supply situation has been at the forefront of
international preoccupations since the drought of 1984. It is a matter of
serious concern to the government which has, until 1989, had to make
repeated appeals to the international community for emergency food aid.
Domestic production of food crops has risen since the drought but is now
still no higher than in previous peak production years in the late 19708
and early 1980s. It has been supplemented by imports which, in the four
years to 1987/88, averaged 1 million tons p.a., of which 85 percent was in
food aid donations. Imports supplied 16 percent of net cereal availability
in these years. Per capita food availability, nevertheless, declined over
the decade from 82 percent of the nutritional norm to only 75 percent.

18. Food management in Ethiopia has specialized features: domestic
public procurement and commercial imports provide food primarily for public
institutions and urban residents' associations' shops; drought emergencies
are handled with relief donations, supplemented by the small carry-forward
stocks in the food security reserve; regular food aid supports long-
standing food-for-work projects; and private traders supply the free
markets. mostly in urban areas. The burden of public short-term food
security arrangements falls largely on outside agencies rather than on the
budget and on the local market. Free market grain pri-ep vary widely from
province to province as a consequence of restraints on transport and trade.
Shortages of transport and the regulation of private road haulage have been
important causes of market disarticulation. Quite apart from the economic
inefficiencies which arise therefrom, this disarticulation has adverse
nutritional consequences, particularly in drought years. Nutritional
standards are worst in food deficit areas which are also the most drought-
prone areas. In the event of drought these areas experience stronger price
rises than they would with free internal trade and food deficit households
accordingly suffer more.

19. The government is soon to introduce new policies on food and
nutrition and on drought preparedness. The former is expected to encourage
food production in the peasant sector through price incentives, tenurial
stability, further marketing liberalization and strengthened measures of
support for technical improvement and conservation. The latter will be
based on a relaunched food security reserve, with more clearly codified
contingency procedures to be followed in the event of renewed drought.
Policies and administrative action will thus be strengthened for both
long-term and short-term food security. They could with advantage be
complemented by other measures to facilitate transport and trade in rural
areas and to improve labor mobility, particularly for the populations of
the drought-prone and food-deficit areas in the North.

20. As an additional facet of its development and food security
initiatives the government is preparing to strengthen its population
policies. To date, resources devoted to fertility reduction have been few
and contraceptive use has been low. International support is being sought
for a vigorous campaign to restrain the threatening increase in the
population growth rate.
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Lessons for Policy Formation

21. Ethiopia's future development will continue to be agriculture-
based, though the mineral sector contains hitherto untapped sources of
income and the share of manufacturing should rise. However, the supply of
agricultural produce is actually or potentially price-elastic, in spite of
the poverty and technical backwardness of some agricultural producers.
Private businessmen have also exhibited resourcefulness and responsiveness
to market opportunities. Agriculture and internal trade support each
other: if one is frustrated the other suffers. Agriculture will also
continue, directly or indirectly, to supply the bulk of Ethiopia's exports.
Export growth is a prerequisite for economic revival.

22. However, the economy is unlikely to achieve sustained revival
and to attain its potential for growth within the framework of incentives
which has become entrenched in the 1980s (Table I.1 above). Compared with
prices ruling in the domestic free market (and w.th border prices) prices
offered by public procurement agencies for export commodities are too low;
domestic prices, reflecting scarcities and the distorting effects of import
duties and indirect taxes, make unprofitable much of the manufacturing for
export for which Ethiopia has a comparative advantage; and private investor
confidence has been low because of high taxation and official
discouragement. Internal markets function imperfectly, not only in the
price-controlled channels of official distribution but also in the highly
segmented free market. The system has multiple sources of rigidity,
including an administratively determined interest rate structure and
privileges for the public sector in the allocation of credit. The key
raison d'etre of the policies and instruments of scarcity management is the
overvalued exchange rate. Policy adjustment has a crucial role to play in
increasing agricultural output and the supply of exports and, as a
condition of this, in oiling the wheels of internal commerce. Production
must be made more remunerative and the supply of producer goods and wage
goods needs to become more abundant. The leitmotifs in running the
economy, henceforth, should be incentives, flexibility, the removal of
unnecessary restraints and monopolies and, in the public sector,
decentralization.

Economic Reform Agenda

23. The Ethiopian authorities have conducted a thorough review of
performance in the 19809 and have drawn conclusions which are frankly
critical of past policies. In a detailed report to the Central Committee
of the governing Party in November 1988 President Mengistu observed that
policy had fallen between the two stools of successful public sector
development and the promotion of a dynamic private sector: the performance
of the public sector had fallen below expectation and had not satisfied the
demand for basic goods and services, but policies intended to promote it
had deterred private sector initiative and discouraged individual peasant
farming. As a result, Ethiopia's potential for growth had not been
attained.

24. On the strength of this analysis, the ruling Party has adopted a
reform agenda and the government is preparing legislative instruments for
its implementation. The new guidelines for economic management laid down



- 9 -

by the Party re-emphasize the roles of peasant agriculture and of the
private sector - alongside those of the socialized sectors - in increasing
the supply of exports and of basic necessities for the domestic market.

25. A start with implementation was made as early as January 1988
when official procurement prices for field crops were slightly raised and
regulatory restraints on private grain trade in the main surplus areas were
removed, so increasing effective farm-gate price. Small changes in coffee
procurement prices and marketing margins and regulations followed, which,
combined with favorable weather, elicited a large increase in procurement
for export. In June 1989 decrees were issued which raised the ceilings on
investment by private sector entrepreneurs in manufacturing and hotels,
streamlined licensing and substantially improved the incentives for foreign
investment in the join.-ienture code. Another decree is imminent which
will permit private investment in commercial agriculture fcr the first time
since the Revolution. Further measures are in preparation which will grant
peasant households security of tenure in their holdings, reform labor and
employment laws, establish a decentralized framework for public sector
management, improve the tax regime for the domestic private sector and
provide improved pecuniary incentives for exporters.

26. All-in-all, the government's new policies and proposals mark a
significant and positive departure from past practice in several important
areas. Further reasures, in addition to those which have been promulgated
or which are known to be in preparation, seem however to be required to
relieve the economy from the regime of shortages, to integrate markets and
to provide the necessary strong incentive for agricultural growth and
exports. In the sequence of measures appropriate to Ethiopia there should.
at an early stage, be vigorous price and exchange rate action to raise
agricul. ural incomes and establish more realistic relative prices. With
foreign exchange more realistically priced, the way will be open for a
return to the freer access to foreign exchange for imports which existed in
the early 1980s and thus to the removal of the single most important cause
of domestic supply shortages. At this juncture it will be important to
undertake tariff reform to reduce excessive rates of effective protection
and anti-export bias. If public distribution monopolies are then eroded,
the reintegration of the parallel and official markets will be largely
complete. Employment laws which inhibit labor mobility and employment
creation should, early on, be replaced by a framework which promotes both
of these. The financial system also needs to become more flexible and
competitive, to mobilize more savings and provide a more comprehensive
service to small and large businesses alike. This will require the
revision of interest rate policy. The governmint should pay continuous
regard to ways of reviving and strengthening private sector confidence.
Throughout this process the government should persist with its strict
fiscal and monetary policiea, reducing the deficit by expenditure restraint
and so permitting a larger share of domestic credit expansion for the
private sector. Public investment plans should be revised so as to
concentrate outlays on removing critical infrastructural bottlenecks and on
lifting the longer term restraints on development in the fields of human
resources, population, institutional capacities, appropriate technology and
environmental protection.
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27. These policies will have transitional social costs which the
government should anticipate - just as it is proposing to prepare for
future drought emergencies. Low income urban dwellers, who make the most
use of the ration shop distribution of foodstuffs which at present are
implicitly subsidized by farm households, will suffer the worst. Targeted
and tapered subsidy schemes and temporary employment schemes could be
designed to help those most adversely affected. Ethiopia's well developed
public ad&uinistration could implement such measures effectively.

Medium Term Prospects

28. Under optimum conditions (and assuming an end to the civil war)
Ethiopia could, before the end of a five year period, achieve a steady rate
of GDP growth of 5 percent p.a., with the fastest growth occurring in
industry and mining. Faster growth than this is unlikely because of
infrastructural, environmental, and institutional constraints. Thus, even
with strong incentives, the diffusion of improved practices in peasant
agriculture will only proceed at a finite and measured pace and it is hard
to envisage an early acceleration in the offtake from Ethiopia's large but
traditionally managed livestock sub-sector. Peasant agriculture bulks very
large in the total economy (about 40 percent of GDP) and its performance
has, for reasons explained in the report, an even larger effect on the
growth of the economy as a whole.

29. Conditions are unlikely to allow Ethiopia to achieve its growth
potential. The terms of trade have recently fallen sharply with the
collapse of the world price of coffee and this is projected to impose a
serious balance of payments constraint on growth in the short-to-medium
term. Two medium-term growth scenarios are explored which take the coffee
price into account. The higher one envisages growth at close to four
percent p.a., and the lower one at 2.3 percent p.a., i.e. fractionally
above the trend of the last 15 years.

30. In the higher case, it is assumed that progress is made in
restoring peace and security and reforms are pursued with vigor. The
savings rate (assisted by fiscal adjustment) rises from 4.5 percent of GDP
in 1988/89 to 6.7 percent in 1993/94, and the investment rate increases
modestly from 13.7 percent of GDP to 14.8 percent. Exports grow by 65
percent in nominal terms over five years, principally as a result of a
strong stimulus to coffee exports. Performance is predicated on a
substantial rise in inflows of concessional grants and loans (an increase
of $420 million p.a over the period) which finance rising imports of
capital and other imports, except food. Food imports are much reduced,
thanks to growth in agriculture. The external debt-service ratio falls
(from 37.7 percent to 26.2 percent of exports of goods and services)
without any rescheduling of debt service payments.

31. In the low case, by hypothesis, though security expenditure is
contained, the reforms launched are not carried through to their logical
conclusions. Exports perform poorly, rising over the five years to 1993/94
by only $210 million (28 percent in nominal terms, or 10 percent in volume
terms). Consumption, though sustained by a much larger resource gap than
in the high case, falls slightly in per capita terms. The domestic savings
rate, nevertheless, falls to 2.2 percent of GDP by 1993/94. By assumption,
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concessional inflows will tail-off in real terms - rising by only $70
million in nominal terms over the period. There is therefore a sharply
rising requirement for gross non-concessional external financing which, by
1993/94, reaches some $630 million. It is doubtful if Ethiopia could
borrow funds of this order of magnitude. They could only be acquired at
the cost of a debt service ratio which would reach 43 percent in 1993/94
and which would escalate very rapidly thereafter to an unmanageable level.
The low case projection leads inescapably to the conclusion that the
continuation of past trends, policies and financing patterns is not a
viable option.

32. Now that Ethiopia has embarked on a program of economic policy
change, the high scenario, with its sustainable balance of payments
outlook, is becoming more plausible, provided that the reforms are
implemented with vigor and perseverance and that the peace process
engenders the confidence needed for the expansion of production and trade.
The new policies should be accompanied by a carefully tailored and
affordable investment program designed to erode the long- term, structural,
impediments to development. The projections powerfully reinforce one of
the essential messages of this report which is that the supply of exports
must rise quickly and steadily for Ethiopia to return to a sustainable
growth path with rising per capita income. A key policy objective must
therefore be to provide sufficient incentives for this increase in export
supply to occur.
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PART It THE CAUSES AND CONSEQriNCES OF LOW GROWTH

1. For Ethiopia, the 1980s have been years of low overall economic
growth, of preoccupation with natural disaster, of exhaustion with the
crippling cost of maintaining internal security and, now, at the end of the
decade, of reassessment and adjustment of economic policies. Like the
previous country economic memorandum, 1/ produced in 1987, this report
looks at the record of past performance and considers the causes of
disappointing growth. One of the main tasks of this report is to review
the government's new economic policies. This will be the subject matter of
Part II. Part I sets the scene by assessing the record f the decade and
identifying the main issues thrown up by the problems which have been
experienced.

2. After several years of encouraging revival in the late 19708 and
early 1980s the economy entered a precipitous decline associated with the
catastrophic drought of 1984. Since then, there have been four years of
erratic but continuous growth, but on a scale insufficient to restore per
capita income to its level of the early 19809. Chapter 2 identifies the
crucial role of agriculture whose dateriorating performance in the first
half of the decade and subsequent t'nadequate revival has retarded the whole
economy and has underlain Ethiopia's growing balance of payments
difficulties (Chapter 3). Food imports have sharply increaaed and food
security has become an urgent preoccupation (Chapter 5).

3. A remarkable feature of the decade has been Ethiopia's
perseverance with development programs in the face of civil strife and
natural disester. Investment expenditure and outlays on running social and
economic services have risen in real terms and as a share of GDP. This has
placed great strain on macroeconomic management. Foreign borrowing to
finance inveatment has given rise to over-indebtedness. However, as shown
in Chapter 4, the domestic economy has been held in approximate balance,
with. low inflation, thanks to vigorous revenue mobilization and to a
steadily rising M2/GDP ratio. Fiscal and monetary rectitude has,
unfortunately, adversely affected incentives for growth.

4. The development record of the decade raises many issues and
topics for discussion. Each chapter reviews the issues evoked by the facts
which it recounts. The major themes are: price policy and institutional
incentives to increase production for the domestic market and for export,
particularly in the private sector whici still produces some 55 percent of
GDP; and adjustments to fiscal and monetary policy to stimulate savings and
to accommodate more private investment without upsetting the economy's
overall equilibrium and without worsening external indebtedness. These
themes recur in Part IS which reviews and discusses the government's new
policies which are designed to revive and stimulate the private sector.

1/ Ethiopiat Recent Economic Development and Prospects for Recovery and
Growth. February 1987 (Report No. 5929-ET).
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CHAPTER 1

ETHI.'IA IN THE 1980st INSTITUTIONS AND RESOURCES

Institutions

1.01 In the aftermath of the 1974 Revolution, Ethiopia experienced
several years of rapid social and institutional transformation, in the'
course of which land and major industrial, agricultural and service sector
enterprises were nationalized, a radical land reform was implemented
conferring access to cultivable land to all peasant households. At the
same time private ownership in agriculture and the hiring of rural labor,
were abolished and major campaigns were launched to eradicate illiteracy,
to increase school enrollment and to improve access to health facilities.
In the course of the 1970s. too, the institutions were formed for the
comprehensive planning of the national economy, for the public distribution
at the wholesale and retail levels of basic consumer goods and the products
of nationalized industries and for the direction of labor.

1.02 The 1980s, relatively speaking, have been a period of.
consolidation for the new social and economic institutions, though of
continued evolution of political and administrative ones. In the
countryside the Peasant Associations, responsible for the allocation ana
reallocation of land between peasant households, the collection of local
taxes and produce quotas, the execution of local public works with
volunteer labor and other local government functions became universal and
well established. Service Cooperatives, formed by groups of Peasant
Associations to fulfil supply, marketing and extension services oan behalf
of their members, became more numerous and professional. Producer
Cooperatives, whose peasant household members exploit most of their
holdings in commonly managed, consolidated, farms, continued to increase
slowly in number. The nationalized State Farms have only been fitfully
expanded. The position of Urban Residents' Associations ('Kebeles") has
also been consol.4ated in maintaining order and control in urban areas and
in distributing basic foodstuffs and consumer goods at their retail outlets
to registered members.

1.03 The private sector's status remained largely unaltered until
1989. Despite the strong official policy emphasis on producer
cooperatives, individual peasart households still farm ver 85 percent of
the land under major crops. Small scale industry and much road transport
and wholesale and retail trade remains in private hands and has been
allowed to develop, though subject to official supervision, licenbing and
limits on fixed assets. Medium to large scale enterprises had been
nationalized in the 1970s, leaving 55-60 percent of GDP at factor cost in
the private sector. The main encroachments on t:-e role of the private
sector have occurred in road haulage and import-and-export trade, but the
extension of social ownership has proceeded pragmatically and has in some
instances been reversed. The foreign investors, whose assets were
nationalized in the 19709, have received compensation in the 19809, but
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until recently and in spite of the 1983 Code on joint ventures, there has
been no direct foreign investment. The Code provided, as a rule, for
majority shareholdings by a state enterprise which the government would
designate for each prospective partnership. Recent legislation which
enlarges the role of the private sector, including foreign investment, is
outlined in Chapter 6.

1.04 The 1980s have seen constitutional change with the proclamation
in 1987 of a civilian constitution in replacement of the previous
provisional military council (Derg). The new constitution allows for a
President as chief executive to whom the Prime Minister and Council of
Ministers report and for the election of a National Shengo or parliament.
Between sessions of the Shengo the Council of State endorses legislative
proposals. The (orkers' Party of Ethiopia, of which the President is t},e
Secretary-General, is accorded a leading role in the organs of the state
and in the mass organizations (of peasants, workers, women and youtl) whose
consultative and inspirational role is recognized in the constitution. In
parallel with the new constitution the government has begun to implement an
administrative reorganization which provides for tne replacement of the
existing 14 administrative r3gions by 25 new administrative and 5
autonomous regions and for the suppression of the lowest tier in local
administration, the woredas. Both the civilian constitution and the
administrative reorganization were prepared over a long period of time and
their implementation has been gradual and so far non-disruptive. The new
regional structures have as yet only been partially introduced.

1.05 Economic and social development in the 1980s has been frustrated
by repeated droughts and by persistent dissidence in the North of the
country. The droughts of 1983/84 and 1984185 provoked famine and widescale
population displacement. Famine was prevented in 1987/88, following
severely deficient rainfall in 1987, by dint of timely action by the
government and by external donors. The has been a new appeal for large
scale assistance for 1990 to relieve the plight of drought afflicted
populations in the North. The burdens of coping with drought and
dissidence have created serious problems of resource mobilization for the
authorities. They have also posed with acuity and with much international
publicity, the longstanding problems of land degradation and overpopulation
with people and livestock of parts of the Ethiopian highlands, especially
in the North, and have caused the government to consider how to achieve a
better distribution of the agricultural population over the land area of
the country.

1.06 In the rural economy there have been two important developments,
namely the drive to group the population in designated village sites and
the accelerated campaign of resettlement which was launched at the end of
1984. The process of villagization began in Bale in the late 1970s but
only became national policy in October 1985 since when it has made rapid
strides especially in central regions. By May 1989 there were nearly
23,600 new villages with an estimated population of 13 million, i.e, one
third of the rural population. The intended benefits of villagization -
clean water, electricity, rural access and social services - have however
not always been realized for lack of resources. The quite distinct program
of resettling populations from drought-affected areas and, to a lesser

i
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extent, from the urban unemployed, in hitherto uncultivated areas, mostly
in the West of the country has existed since before the Revolution but was
prosecuted on a greatly expanded scale starting in 1985, as a reaction to
the 1984 drought. The resettlement campaign was characterized by poor
organization and arbitrariness in settler selection and, in agricultural
terms, settlements have been largely uneconomic, requiring heavy initial
financing and subsidies thereafter for a number of years. Some settlers
have abandoned their schemes and the creation of n.'w settlements has now
virtually halted. Since late 1984 some 600,000 people in 200,000
households have been resettled, compared with 150,000 people in 46,000
households in the previous decade.

Human Resources

1.07 In Ethiopia's first census in May 1984 the population was found
to be 42.2 million. By mid 1989, it is estimated to have reached 48
million and to be growing at 2.9 percent p.a. Its rate of growth is
increasing. Forty-six percent of the population is under 15 years.
Fertility is high and has remained so over the past decade. The Crude
Birth Rate ib currently about 47.3 per 1000 of the population. The total
fertility rate is about 7.5 per thousand. Mortality appears to have
declined sl'ghtly between the 1950s and the mid 1970s and increased
slightly in the mid 1980s. The Crude Death Rate is currently around 23.2
per 1000. Life expectancy at birth is estimated to have been 40.9 for the
period 1980-1985. With no decline in fertility the rate of population
growth is expected to reach 4.2 percent by 2030-35. If fertility fails
rapidly, official projections show that the population will reach 78
million by 2005 and 165 million by 2035 and that with little or no
fertility decline it will be 80 million in 2005 and 251 million by 2035.
So, even with rapid fertility decline, the population will double in less
than 25 years.

1.08 Though Ethiopia's population growth rate is a little less than
the average for Sub-Saharan Africa (3.2 percent p.a.) it is high enough to
have caused serious problems of falling agricultural land availability and
disguised unemployment and to have frustrated the government in achieving
some of its human resource development goals.

1.09 Ninety percent of the population is rural, the overwhelming bulk
of which is engaged in peasant agriculture in the highland areas. The
nomadic, pastoral population of the lowlands is no more than 3 percent of
the rural population. With population growth, peasant households have
become steadily more numerous and, with stagnation in the cultivated area
and regulations limiting spontaneous population movement, the average
holding size has steadily fallen. The 1975 land reform abolished
landlessness and redistributed large-sized holdings. Nevertheless, rural
povarty persists and poor households are becoming more numerous. Partial
surveys show that the numbers of households cultivating holdings of sub-
marginal size (below 1 hectare) in the mid 1980s was larger than before the
Revolution. The economic progress of the settled peasant population is
frustrated by limited land availability in the areas of existing
settlement, ecological deterioration, and the relative lack of readily
available technology for increasing the productivity of land and labor.



- 16 -

1.10 The urban population is growing at around 4.2 percent p.a.
Thirty-four percent of the urban population lives in Addis Ababa where,
too, there is widespread poverty and deprivation, though open unemployment
is largely confined to school leavers. Women, in Addis, are more numerous
than men as a consequence of migration by widows and divorcees from rural
areas seeking employment, commonly in poorly paid, informal, service sector
occupations. The rate of population growth in the capital has slowed from
7 percent per annum in the 1961-67 period to 3.4 percent p.a. between 1978
and 1984. Of the growth in the recent period, 1.65 percent p.a. is
accounted for by the natural increase in the population and 1.75 percent
p.a. by net inward migration. In the later 19809 the population of Addis
is projected to be growing at a rate in the range 3.9 to 4.2 percent p.a.

1.11 Notable improvements have been wrought in the educational status
of Ethiopians since the Revolution. Seventeen successive literacy
campaigns since 1979 are claimed by the government to have increased the
literacy rate from seven percent in the mid-1970s to 76 percent in 1988.
Primary school enrollments have trebled since 1974, increasing the
enrollment rate from 15 percent of the primary school age group to 35
percent. Over the same period secondary school ernrollments have
quadrupled, raising the junior secondary enrollment rate from 9 percent to
25 percent. Despite these endeavors, Ethiopia lags behind the generality
of Sub-Saharan African countries for which the primary enrollment rate is
now about 75 percent. The main period of expansion in primary enrollment
was prior to 1984 when pupil numbers were increasing at over 11 percent
p.a. Since 1984 the annual increase, at 3.5 percent p.a. has barely
exceeded the growth rate of the population. Secondary level expansion has
proceeded more steadily, with enrollment growth only slowing slightly from
12.5 percent p.a. prior to 1984 to 9.5 percent p.a. in the 1984-1988
period.

1.12 If Ethiopia has still some ground to make up in educational
achievement the reputation of its labor force is high for its assiduity,
adaptability and ingenuity. In the professional, technical and managerial
echelons what was at one time a serious skill shortage has been eased
thanks to increased higher education enrollments. Indeed, there is now a
preoccupying problem of under- or unemployment, not only among the
uneducated and unskilled but, particularly, among the graduates of
secondary education. This problem is disguised by the employment practices
of the public sector where all higher education graduates are offered jobs
and to which they are generally directed by the labor deployment department
of ONCCP. Among the major challenges facing policy makers in Ethiopia are
the creation of jobs for the unskilled and semi-skilled in the informal and
household enterprise sectors as well as in formal employment and the
efficient deployment of skilled and professional staff, perhaps through a
functioning jobs market.

1.13 There is no recent household budget evidence on poverty but
partial nutritional surveys indicated widescale deprivation. The latter
show that about one-third of pre-school children have body weights relative
to their height of less than 80 percent of the norm for healthy children.
This level of under-nourishment prevails in urban and semi-urban areas as
well as in rural areas. It indicates that at least a third of children are
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at risk of physical and mental retardation because of their poor health and
nutritional status. High infant and child mortality rates corroborate the
impression of poor health and nutrition: infant mortality is estimated at
144 per thousand live births and the rate of mortality for all childre-.
under five at 236 per thousand. In Addis Ababa, however, the situation is
rather better with the corresponding figures being 68 and 170 per thousand.

1.14 Though many parts of the full picture on human resources in
Ethiopia remain to be painted, it is evident that the potential is far from
fully realized and that there are many unmet needs which should be covered
if Ethiopians are to live productive and fulfilled lives. Satisfying more
completely Ethiopia's human resource development needs in all probability
calls for more resources and for higher public expenditure. This in turn
raises the issues of competing claims on fiscal resources and of
macroeconomic stability which can best be resolved in the context of a
reduction in defense expenditure and a comprehensive review of other public
expenditures in which trade-offs are established, potential economies
identified and priorities determined. The issues of employment creation
and how to deal with unemployment are an abiding concern of the government.
One response in the past has been to resettle some of the urban unemployed
in agricultural resettlement schemes. Another has been to encourage the
formation of handicraft and other cooperatives. At the same time, employee
protection legislation mainly affecting the formal sector has been a
restraint on labor mobility and on employers' willingness to expand their
work forces. The effects of these and other policies on omployment deserve
further study and are not analyzed in this report. Some of the new policy
measures outlined in Chapter 6 will have significant consequences, both
positive and negative, for the absorption of labor in agriculture and for
job creation in the small scale and informal sectors of manufacturing the
distributive trades and other services.

Physical Resources

1.15 The most promising element in Ethiopia's natural resource base
is its potential for agricultural production. However, only about 8
percent of the land area (95,000 sq. km) is under identifiable crop
production, almost all of which is located in the highland areas with an
elevation of over 1500 m and a rainfall of over 800 mm p.a. Of the
cultivated area, 27,000 sq. km is degraded in some degree and 1400 sq. km
is seriously degraded. The highland cropped area has tended to contract
slightly in the 1980s under the combined impact of degradation and drought.
In places, it could be extended, and the degradation reversed, by means of
minor irrigation and soil-and-water conservation and drainage works.
Steady but slow progress has been made with irrigation and conservation
programmes, covering 1000 sq. km in the course of the 1980s. The
agricultural potential of the highlands is good in the central and South-
West provinces (most of Gojam, large parts of Gondar, most of Shewa and
Arsi and large parts of Welega, Illubabor, Kefa, Bale and Gamo-Gofa). Here
the soils are relatively rich and the weather predictable. Production
increases can be achieved through a more intensive application of
fertilizer and, in time, through the introduction of high yielding
varieties and improved farm management techniques. In the North (major
parts of Eritrea, Tigray, Welo and northern and eastern Gondar) the soils
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are poor and heavily eroded and drought a recurrent phenomenon.

1.16 Ethiopia has some 75 million cattle, camels, sheep and goats,
the largest livestock population in Africa. The bulk of it is located in
the highlands and is integrated into the peasant farming system as a source
of draught power and of animal products. Livestock contribute almost 40
percent to the value of agricultural output, i.e. as much as cereals,
oilseeds and other field crops. Offtake rates for cattle are low, though
they are much higher for small stock. There remains substantial unrealized
potential for increasing the value of livestock output and of adding
further value to it through industrial transformation.

1.17 There is also potential for expansion in the production of cash
crops, such as coffee and spices from peasant and state farms in the
highlands and cotton, citrus and other fruit and vegetables which are
mostly produced in lowland irrigation schemes. At times, there has been
neglect o; coffee bushes in favor of maize cultivation because of shifts of
the incentive structure which have made the latter more remunerative.

1.18 To date Ethiopia has not had indigenous energy resources to
exploit other than fuel wood and animal dung. Progressive deforestation
and use of animal waste as fuel has contributed to the degradation and
impoverishment of soils. New energy sources are now starting to be
exploited or to be prospected for and developed. Hydro-electric energy
frem newly commissioned capacity now contributes 85 percent of the electric
power produced. A natural gas field of economically exploitable size has
been discovered in Hararaghe and studies are under way to decide how best
to make use of it. Finally, international oil companies have been
commissioned on a production sharing basis to prospect for offshore oil in
the Red Sea.

1.19 There are other mineral resources, little exploited at present,
but whose large-scale exploitation is soon to begin or is in firm prospect.
First and foremost, large-scale gold mining is due to commence at a rate of
3 tons p.a. in early 1990 and has the potential of reaching 10 tons p.a. in
the course of the 1990s. Other less valuable though useful resources
include soda ash, tantalum, marble, potash and base metals. With
appropriate policies, these could become net foreign exchange earners (or
savers) in the course of the next ten years.

1.20 Ethiopia has a very large and poor population whose traditional
mixed farming way of life in the highlands is seriously threatened by
overcrowding, diminishing holding sizes and deteriorating soil fertility.
The means of, and resources for, achieving sustained per capita income
growth nevertheless exist and can be put to work with moderate amounts of
investment and adequate incentives. They will be all the more effective in
raising living standards if the rate of population increase can be
restrained. Growth in recent years has, nevertheless been disappointing
and living standards have declined. The next chapter considers recent
economic developments in some detail and identifies areas where potential
has lain imperfectly realized.
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Economic Planning

1.21 In keeping with its socialist institutions, Ethiopia has a
system for economic planning. The principal organ for economic planning is
the Office of the National Committee for Central Planning (ONCCP), which
was established in 1984, but whose antecedents go back to 1978 when the
revolutionary government set up a Central Planning Commission.

1.22 The ONCCP has had wide-ranging functions and authority. Its
responsibilities have included:

a. drawing up comprehensive annual plans for all entities in
the public sector comprising output targets, (some) material
balances, financial objectives, credit plans and foreign
exchange a:locations; preparing and controlling the central
government's capital budget; and supervising the capital-
and other development-expenditure operations of all branches
of the public sector;

b. formulating medium-term economic development plans; drawing
up the national accounts and making projections of aggregate
resource availability and uses; monitoring production and
expenditure trends in tha whole economy;

c. appraising, or reviewing the appraisal of, proposed
development projects for their economic, financial and
technical viability;

d. formulating manpower plans and directing professional and
technical labor;

Up to 1987 ONCCP used to set public sector prices and to assess the merits
of requests for price increases from enterprises which experienced cost
increases. This role has now been devolved on the Price Studies and Policy
Institute. The ONCCP also has an important role in policy analysis and in
the preparations for policy reform.

1.23 The key operational tools in state planning are the annual
plans which provide the public sector with comprehensive guidelines for its
productive operations, financing and access to credit and foreign exchange.
In order to prepare these plans the ONCCP requires, and obtains, large
amounts of quantitative information from all units in the public sector
about past performance, and detailed projections of future performAance and
financing and foreign exchange needs.

1.24 The annual plans are ostensibly tranches of medium or longer
term economic development plans, though, in practice, they are carefully
tailored to a realistic view of likely resource availability and may, if
the circumstances warrant, be subject to in-year adjustments. Ethiopia is
in principle still working within the guidelines for economic development
and institutional and social change laid down in the Ten Year Perspective
Plan (TYPP) 1984/85 to 1993/94. The ten year period has been subdivided
into an initial two years (during which the catastrophic 1984 drought
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occurred) for which there was no published medium-term plan document; a
period of three years, 1986/87 to 1988/89, covered by a published Three
Year Development Plan (TYDP) and a final five years was due to be covered
by a now delayed Five Year Development Plan.

1.25 The plan documents published so far have featured consciously
ambitious growth targets. The TYPP looked forward to GDP growth over the
decade of 6.5 percent p.a, with agriculture growing at 4.3 percent p.a. and
industry at 10.8 percent p.a. Despite the setbacks of the middle of the
1980s, the TYDP projected GDP growth at 6.3 percent p.a., with agricultural
value added increasing at 6.8 percent p.a. These targets were supported by
similarly ambitious objectives for saving and investment. It was
recognized that ambitions might not be fully realized but the belief was
that the economy's attainment would be stretched and its performance
improved if its sights were set high.

1.26 Ethiopia's published development plans have also stated and
reiterated a number of strategic and intermediate economic objectives whose
attainment the government regards as very important. These include:

a. attaining food self-sufficiency;

b. coaserving the country's soil, water and forest resources;

c. improving human resource potential and raising living
standards by increasing access to education, training,
health, potable water, basic consumption goods and rural
transport;

S. strengthening the balance of payments by import substitution
and higher and more diversified export production;

e. increasing employment and raising labor productivity through
scientific and technical progress; and

f. progressively transforming 'production relations' in the
economy, particularly through the spread of cooperatives.

Coming in the aftermath of the 1984 drought, the TYDP added another
objective, namely that of disaster preparedness and prevention.

1.27 Many of these themes have recurred in the preparatory work for
the forthcoming Five Year Plan which has highlighted, in particular, the
problems of employment creation, achieving export growth, food-sufficiency
and conservation. The Plan is also expected to emphasize pragmatism in
economic and institutional policies and efficiency in resource allocation
within the framework of a mixed economy.

1.28 The Ethiopian state planning system is very sophisticated for a
low income country and one where it is not always possible to ensure the
availability and accuracy of data. Its main virtue is that, in the public
sector, there is a high degree of awareness on the part of managers and
administrators of their role within the wider context. The planning
process is an interactive one, based on proposals from the executing
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agencifes which are adjusted at the center. It tends to be frustrated by
the slow availability of actual information on output and financial flows.
Other drawbacks are that the private sector has been largely omitted, and
consequently disadvantaged in the allocation of resources, and that medium
and longer term plans have not been based on realistic assessments of the
constraints on growth, particularly in terms of managerial and technical
skills and incentives.

1.29 In the government's recent appraisal of economic performance in
the 1980s (see Chapter 6) the wisdom of overambitious planning has been
questioned and more modest growth target have been mooted for the early
19909. Chapter 2 discusses some of the reasons why growth, in the event,
has been way below TYPP and TYPD targets.
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CHAPTER 2

GROWTH AND DEVELOPMENTS IN TEE MAIN PRODUCTIVE SECTORS

2.01 Ethiopia's growth record since the Revolution falls into two
phases: the first one comprising the later 1970s and the early 1980s when,
despite temporary setbacks, the economy grew faster than the population,
and the second consisting of the period since the early 1980s *hen there
were violent weather-induced fluctuations in agricultural output and when
per capita income fell. In the more recent period, exports have faltered.
The decline in growth has coincided with the consolidation of the
institutional framework referred to in Chapter 1. Within the second sub-
period, the precipitate decline in economic performance in the mid-1980s
has been followed by several consecutive years of recovery, only partially
interrupted by the drought year of 1987.

Structure of Production

2.02 Ethiopia is basically an agricultural country with agriculture
contributing 40-50 percent of GDP. Individual peasant farming is
predominant and is responsible for the bulk of field crop, livestock and
coffee production - and thus for the production of the greater part of food
output (both in total and in terms of the marketable surplus) and of
agricultural exports. In the lowlands pastoralists also contribute to
livestock production. In addition there is the socialized sector which
consists of state farms and producer cooperatives. State farms produce
grains, coffee, sugar, fruit, vegetables and other cash crops. Their
cultivated area has diminished from a short-lived peak reached in the early
1980s as they reduce their emphasis on cereals to concentrate more on
industrial and export crops. Whereas state farms have been in a phase of
consolidation, producer cooperatives have until recently been increasing in
number and area. The policy of expanding producer cooperatives is now
being reassessed according to considerations of efficiency. The socialized
sector has been the priority beneficiary of investment and input supply and
of the attentions of the professional cadre of agricultural support staff.
Despite recent endeavors to extend improved farm technology to '-.dividual
peasant farming, techniques of production in the peasant sector remain for
the most part unimproved.

2.03 Grain crops, which are the subject of annual sample surveys,
contribute about 38 percent to the aggregate value (and value added) in
agriculture. The livestock sector, which is estimated also to contribute
an average 38 percent to aggregate agricultural output, is less well
documented 2/. Other commercial crops, fruit and vegetables, forestry and
fisheries contribute the remainder of the aggregate value of agricultural
output. The production of coffee, Ethiopia's major export crop has only

2/ Source: FAO. The government estimate of the contribution of
livestock to agricultural GDP is 25-27 percent.
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been roughly estimated: about half the crop is marketed domestically
outside official channels.

2.04 Manufacturing industry, consisting of medium and large public
enterprises, private small scale industries and the handicraft sector,
contributes 12 percent of GDP at factor cost. The share of value added
produced by the public sector has risen over the decade from 64 percent to
68 percent and is set to increase further with the commissioning of large
new textile, cement and engineering projects.

2.05 The distributive services - transport and trade - play an
important role both in earning foreign exchange (from the operations of the
national airline and shipping line) and in the internal circulation of
goods in a country with poor inland communications. They contribute some
16 percent to GDP and their share is rising. There is a substantial public
sector presence in the wholesale trade in agricultural and industrial goods
(approximately 30 percent and 60 percent respectively), but retail trade is
predominantly private. Seventy percent of the road transport fleet is
private.

2.06 The share of other services in GDP at factor cost is also
increasing thanks to the expansion of publiL; administration and social
services, whose combined share has increased from 10 percent of GDP to 13
percent in the course of the decade, and the steady growth of the financial
sector. The ser-;ice sectors, together, now contribute 40 percent to GDP,
compared with 34 percent at the start of the decade.

Growth of the Economy: Synopsis

2.07 Ethiopia's trend rate of GDP growth over the 15 year period
1974/75 to 1988/89, has been 2.2 percent p.a. 3/ Meanwhile, the population
growth rate has increased from 2.7 percent p.a. in the years prior to the
1984 census to 2.9 percent p.a. in the mid-to-late 1980s. The post-
Revolution period in Ethiopia has thus seen a fall in per capita income of
about 0.5 percent p.a.

2.08 The economy grew fast in the late 1970s and again in 1982/83.
Then followed two years of partial rain failure followed by severe drought
which occasioned a sharp drop of nine percent in real GDP. The economy
recovered vigorously in 1985/86 and 1986/87 before again suffering a
setback in 1987/88 with renewed drought, mainly affecting the North, when
growth fell to two percent p.a. In 1988/89 abundant Meher (long) rains
increased field crop output by 14 percent, and the provisional estimate of
GDP growth is over four percent. The growth trend in the 1980s, from
1980/81 to 1988/89, has been only 2.0 percent p.a., implying a falling
trend in per capita income of about 0.9 percent p.a. However, in the post
drought recovery sub-period 1985/86 to 1988/89, the trend in GDP growth has
increased to 4.5 percent (see Figure 2.1). Per capita income recovered by
11 percent in the two post drought years to reach a plateau five percent
below the level of the first two years of the decade (see Figure 2.2).

3/ Calculated by least squares.
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FIGUJRE 2.1 GDP at 1980/81 Market Prices
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FIGURE 2.3 Manufacturing Value Added
at l9S0/81 Prices
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FIGURE 2.5 Services Value Added
at 1980/81 Prices
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Table 2.1s TRENDS IN GROWTH BY SECTOR BY SUB-PERIOD
(percentages)

1974175- 1974/75- 1980/81- 1983/86-
1988/89 1980181 1988/89 1988/89

GDP market prices 2.2 3.0 2.0 4.5

Value added in:
-Agriculture 0.2 1.3 -3.1 5.2
-Manufacturing 4.4 4.9 3.4 2.9
-Distribution 3.3 1.7 3.6 3.4
-Govt. & Social
Services 4.8 6.0 4.3 4.8
-Other Services 3.3 3.7 2.9 4.6

Source: Annex Table 2.2
Note: Calculated by least squares.

Dynamics of Growth

2.09 The figures in Table 2.1 above inspire several reflections.
Agriculture has performed the worst of all sectors (see Figure 2.6). It
grew, albeit more slowly than the population, until the early 1980s,
whereafter it entered a period of strong fluctuations in th. course of
which it declined on trend. It suffered worst in the 1984 drought, though
its post drought recovery has been correspondingly the strongest of all
sectors. The rest of the economy has continued to grow in the 1980s, but,
with the exception of transport ani trade, more slowly than in the 1970s.

2.10 The year-to-year fluctuations in GDP growth have become more
pronounced in the 1980s. Table 2.2 shows how annual sectoral growth rates
have varied since 1982/83, which was a year of exceptional performance in
agriculture. Droughts have been the major cause of fluctuations. Figures
2.1 to 2.6 vividly illustrate how the catastrophic effects of the 1983/84-
1984/85 drought reverberated throughout the economy, retarding growth in
manufacturing, distribution and certain othcer services and so contributing
to strong negative growth of GDP in these years. Foreign exchange
shortages, especially after the collapse in the external terms of trade in
1987 have been another, though less dramatic, cause of fluctuation.

Table 2.2: RECENT GROWTH OF CDP AT CONSTANT 1980/01 PRICES, BY SECTOR
(pereentaes)

1988/84 1984/86 1986/88 1986)87 1987/88 1988/89

GDP (factor costs) -8.7 -7.0 6.7 9.0 1.4 4.6
VaIu, added In:
- Agriculture -9.9 -16.8 9.2 14.4 -0.8 6.8
- Industry, Minin 5.8 0.7 8.7 4.6 1.4 2.9
(Manufacturing only) (3.8) (1.0) (4.4) (4.9) (2.8) (1.9)
- Transport 4.2 9.3 12.0 0.2 4.7 8.0
- Trade 0.4 -5.4 5.8 7.9 0.1 8.1
- Other Services -0.6 2.8 8.6 6.2 6.9 8.0
(Govt A Social services) (8.4) (2.8) (8.2) (6.0) (4.7) (4.2)

Source: Annex Table 2.2
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2.11 The behavior of the economy in the face of climatic shocks has
exhibited some clear features. The performance of agriculture, the
dominant sector, has a ripple effect on other sectors, though sometimes
with a lag, as in 1983/84. Industry is affected both directly because of
the shortages of agricultural raw materials w:aich drought occasions and
also indirectly because of foreign exchange restrictions, the commandeering
for relief uf transport facilities and the fall in real expenditure of the
personal sector. The trade sector is similarly affected. Transport, on
the other hand, has flourished in the aftermath of drought because of
drought relief transport requirements.

2.12 Services other than transport and trade have managed to grow more
steadily and faster than GDP. Real value added in these sectors stood 29
percent higher in 1988/89 than the average for the period 1980/81 to
1982183. The main driving force behind the growth in these services has
been public expenditure. The social services expanded steadily.
Expenditure on public administration and defense was restrained in the
1983-1985 drought period but has since grown substantially. The security
situation occasioned large increases in defense and related expenditure in
1987/88 and 1988/89. The financial services sector also experienced steady
growth thanks to a deliberate policy of expanding the bank branch network
and of mobilizing deposits.

Agriculture

2.13 There are underlying, structural problems in Ethiopian
agriculture, viz. recurrent drought, environmental fragility and low levels
of capitalization and technological development in the peasant sector. The
proximate causes for the disappointing performance of agriculture in the
last 15 years, however, have been: first, little change in the area under
field crop cultivation; second, virtually static yields; and third, low
returns on investment in the socialized sector which in the past has
received the bulk of investment expenditure. Among the major consequences
of poor agricultural performance have been low overall economic growth,
inadequate and stagnating standards of nutrition, rising food imports,
vulnerability to natural disaster and a static volume of exports. Some of
these matters are explored in subsequent chapters. The following
paragraphs outline the essential facts of agricultural output performance.

2.14 The area of land reported to be under cultivation with "major" crops
(cereals, oilseeds and pulses) has remained at around 6 million ha for the
last decade. The sampling procedure used may underestimate the actual area
cultivated which some believe to be as much as 9 million ha, but it can be
reliably concluded that the area under cultivation has not increased in the
19809. Longer term studies suggest that the expansion of the cropped area
in Ethiopia came to a halt as long ago as the 1960s. The now limited
physical availability of land in the temperate highlands and the effects of
land degradation have been important explanatory factors. However, the
institutions and policies which have prevailed since the land
nationalization and land reform in the 1970s have also not favored the
lateral expansion of cultivation. Spontanec s resettlement has been
rendered impossible and the precipitate program of government-directed
resettlement launched in 1985, but whose pace has been since greatly
reduced, has been insufficient to contribute significantly to cultivated
drea and output.
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Table 2.3: AREA UNDER MAJOR CROPS AND "MAJORO CROP YIELDS

1979/80 1983/84 1987/88

Total area under
Major Crops (ha million):
of which: 6.06 5.73 5.94
- State Farm 0.14 0.18 0.21
- Producer Cooperatives 0.14 0.09 0.35

"Major" Crops Yields (t/ha):
of which: 12.38 11.05 11.'?
- State Farm 15.66 16.7 16.3
- Producer Cooperatives 8.29 10.0 11.5

Source: Annex Tables 7.1 to 7.4.

2.15 Highland agriculture, having for some time reached its extensive
margin, might have grown through intensification. This has not happened on
a significant scale because farmers have had to contend with the thread of
soil degradation and farm technology has undergone little evolution.
Proven packages of higher yielding and more resistent varieties, farm
inputs and agriculture practice adapted to the needs of Ethiopia's varying
agro-climatic zones have not been made available to peasant farmers in
sufficient numbers. Even where they have been developed, their diffusion
and adoption has been slow because in many areas the agricultural extension
service has not been effective, because of poor transport and because
agricultural import supplies, though improving, have been grossly
inadequate. In the state farms and producer cooperatives there has been
some improvement in yields, though not commensurately with the volume of
investment and inputs which these sectors have absorbed.

2.16 In recent years (1986-1988) fertilizer usage it the peasant
sector has risen sharply to over 100,000 tons annually, compared with only
30,000 tons per year in 1981 and 1982. This, combined with more favorable
rainfall, has contributed to the revival of crop production in the years
since the catastrophic drought of 1984. The volume of crop production in
1988/89, however, has only just reached the peak output of the late 1970s
and early 1980s, even after four consecutive years of post-drought recovery
(see Figure 2.7). The stagnation in production over the decade has opened
a large cereal deficit which has been filled by imports (see Chapter 5) and
has caused traditional exports of oilseeds and pulses to decline. Domestic
shortages have caused free market prices to rise, especially in drought
years, which has made difficult the public procurement of foodstuffs for
export and for domestic public distribution.

2.17 The other large contribution to agricultural GDP is livestock.
The size of the herd is approximately known from sample surveys (70-75
million) but its growth is known with less precision. The best estimate is
that the real value of livestock and poultry production has been increasing
on trend by about 2.0 percent p.a., i.e., at approximately the same rate as
agricultural GDP but at less than the rate of human population growth.
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Table 2.4: PRODUCTION OF IMAJOR CROPS
(million tons)

1979/80 1982/83 1983/84 1984/86 1986/86 1986/87 1987/88 1988/89

Total Production 7.5 7.8 6.8 4.9 5.4 6.8 6.6 7.3
(Cereals) (8.4) (6.7) (5.6) (4.2) (4.8) (6.6) (5.9) (6.5)
of which:
- State Forms 0.26 0.84 0.80 0.86 0.41 0.48 0.43 n.a.
- PCs 0.12 0.09 0.69 0.11 0.16 0.23 0.40 n.n.

Source: Annex Tables 7.1 to 7.4

2.18 Agricultural performance in the 1980s has had an important
negative impact on Ethiopia's external trade (see Chapter 3). Marketed
supplies of exportable produce (coffee, oilseeds, pulses, spices, livestock
and livestock products etc.) and import substitutes (mainly cereals) have
not increased satisfactorily. Marketing and pricing policies, as well as
agrarian institutions and agricultural investment policies, must bear some
responsibility for this. The two main exports - coffee and livestock or
livestock products - have performed erratically but mediocrely until the
very recent past when substantial increase has been recorded which reflects
not so much changes in underlying production levels but altered incentives
to market produce through official channels. Ethiopia's policy in most of
the 1980s has been to increase the share of public procurement and
marketing at the expense of private traders - without however prohibiting
private trade altogether. The public procurement agencies' success has
been very mixed.

2.19 For cereals, oilseeds and pulses the Agricultural Marketing
Corporation (AMC) founded in 1976, has responsibility for wholesale
domestic procurement and for arranging commercial imports of cereals.
Oilseeds and pulses exports are handled for the most part by the state
owned Ethiopian Oilseeds and Pulses Export Corporation (EOPEC),'which
receives the bulk of its supplies from AMC. 4/ The AMC procures all the
marketable produce of the state farms and requires individual peasant
farmers to deliver to it, at fixed prioes, quotas of produce based on their
assessed ability to produce marketable surpluses. In addition, since 1980,
procurement prices have been made uniform throughout the country and all
private grain traders have been obliged to deliver to AMC 50 percent of
what they procure privately from farmers. Between 1983 and January 1988
private wholesale trade in grains was banned in Gojjam, and three awrajas
in Shoa - and from 1985 in Arssi also. These areas are responsible for 85-
90 percent of peasant farmers' aggregate marketable surplus. Since January
1988 private trade has again been authorized and barriers to inter regional
movement removed.

4/ EOPEC has hitherto bought all its supplies of oilseeds and pulses from
the peasant sector through the AMC, i.e., they have formed part of
compulsory quota deliveries by peasant farmers. It was purchased
directly from the State farms. Henceforth, EOPEC will procure supplies
from the peasant sector in the open market.
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FIGURE 2.7 Production of Major Crops
(Cerecals. Pulses end Oilseeds)
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2.20 The effect of the public procurement system has been to create a
dualism in agricultural markets. On the one hand there is the public
distribution of produce - to flour and oil mills, to the shops of the urban
kebeles, the army, educational establishments and hospitals. On the other
hand there are free markets, which are still poorly integrated but where
prices are substantially higher than in the public distribution system.
Farmers and traders have a strong incenitive to evade controls. In January
1988 official procurement prices were raised for the first time in a
decade, though only by an average of 7.7 percent. Until then the public
distribution system required budget subsidies only for wheat sold by the
AMC to mills for making bread flour (amounting in 1987/88 to birr 68
million, i.e., 2.2 percent of the recurrent budget). However, the 1988
price increase was not passed on and the subsidy borne on the central
government budget has increased by 20 percent.

2.21 AMC procurement has varied with the size of the harvest and has
usually been below target. Since 1986, however, procurement has failed to
rise in line with the increased volumes of grain production. Sales and
disposals have recently been in excess of 650,000 tons per annum and carry-
over stocks, which amounted to 640,000 tons in mid-1988, have fallen to
450,000 tons by mid-1989.

Table 2.5: AMC GRAIN PROCUREMENT BY SOURCE
('000 tons)

1979/80 1983/84 1986/87 1987/88 1988/89

Peasants/
Traders 189 267 382 357 301

State Farms 84 150 236 205 170

Commercial
Imports 189 26 184 150 18

Total 462 443 802 712 489

as share of
grain crop: 4.3X 6.7? 11.02 9.4? 7.3?

Source: Annex Table 7.6

2.22 Exports of coffee and livestock are also handled by state
trading enterprises. In the case of coffee, severe restrictions on
domestic trade have the effect of lowering the farmgate price to an export
parity level (net of coffee export surtax, transactions tax and cess) which
is far below the domestic free market price in urban centers. Coffee
export surtax is calculated on a sliding scale and has in recent years
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amounted to a little over 30 percent of the FOB value of coffee exports. 5/
The Ethiopian Coffee Export Marketing Corporation and a few licensed
wholesale and export traders are thus able to procure cheaply and export at
a profit. 61 In most years the fazmgate price of coffee beans has been
within the range of 35-45 percent of their FOB price. The incentive to
evade controls in coffee marketing is stronger even than in grain
marketing. There is an unknown but significant volume of export smuggling.
High food prices in the years of scarcity in the mid 1980s created an
additional disincentive to coffee production. Deliveries to the ECMC
accordingly collapsed, then stagnated at levels generally well below
Ethiopia's ICO export quota. In 1988 and 1989, however, there has been a
cumulative 30 percent increase in coffee deliveries following an
improvement in farmgate prices and private traders' margins.

2.23 The state marketing of livestock has different features. There
is no state procurement for domestic supply and there is no attempt to
procure for export at below market prices. Instead, the Ethiopian
Livestock Corporation buys livestock (mostly sheep and goats) at market
prices and receives a subsidy to enable it to break even on its export
sales. The smuggling of live animals across Ethiopia's long borders
nevertheless remains significant.

Industrv

2.24 The manufacturing sector's rate of growth has declined from
approximately six percent p.a. in the later 19709 to just over three
percent p.a. in the last four years. This deceleration has occurred
despite high investment expenditure since the late 1970s in new
manufacturing projects in the public sector (whose share of sector value
added is now over two-thirds). The private sector is estimated to have
grown in the 1980s at only two percent p.a. Despite the deceleration of
the sector as a whole, the sub-sectors supervised by the Industry Ministry

5/ The surtax is a specific duty levied on each quintal of coffee
exports, with the rate being determined by the composite daily price
calculated by the ICO prevailing at the time of export. The rates of
duty were changed on 25 October 1989 so as to reduce the rates of
duty when world prices are low. The rates are:

ICO price(USc/lb) Duty (birr/ql)on each
additional cent/lb

Before 26 October 1989:

0-29 NIl
80-60 1

61-100 2
Over 100 a

After 26 October 1989:

0-50 NIl
61-76 0,5

76-100 1
101-125 2
128-160 a

Over 150 4

6/ From 23 October 1989 a new price policy has been in force which
provides for an export subsidy payable to exporters so that the

te price does not fall below birr 2.26/kg (see paragraph 3.5).
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have expanded at 5.8 percent p.a. since 1980/81. Four subsectors account
for 70 percent of the value of production, viz food processing, beverages,
textiles and leather. Output of processed food has grown by 4.9 percent
p.a. and that of the textile industry by a mere 2.2 percent p.a. The
fastest growing subsector has been leather and footwear where the growth
trend has been 11.1 percent. The chemical industry, mainly paint and soap,
has expanded at eight percent p.a. (see Figure 2.8).

2.25 Most industries have grown by import substitution. This has
been the case notably of the textile, chemical and metal goods industries.
The food processing and beverage industries have expanded into a growing
domestic market which has traditionally been supplied by local producers.
The leather industry is exceptional in that it has grown not only through
domestic market sales but also by dint of export market penetration,
notably of the Italian market. Two-thirds of its output by value, are now
destined for export miarkets. Plans have been laid to create an export-
oriented garment manufacturing industry with South Korean collaboration.

2.26 To establish the economic efficiency of puU'ic sector
enterprises in sectors with export potential, a survey was recently
conducted of 36 firms, producing 40 percent of the gross value of public
sector manufacturing production. 7/ Most leather, textile and metal goods
firms were included in the samole, and some in food and beverages. The
firms were assessed by their domestic resource cost ratios, a measure of
how profitable they would be if they could buy their inputs and sell their
output at border prices. For the sample as a whole, the long run domestic
resource cost ratio was 0.82, meaning that, at border prices the firms
would be profitable after taking into account the cost of capital. This is
a notable achievement in an economic environment which subjects public
enterprises to little competition. A minority of enterprises, however,
were found to be very inefficient, with negative value added at border
prices. Capacity utilization has remained well below achievable levels in
many industries for lack of de-bottlenecking investments and for lack of
foreign exchange. 8/

2.27 Investment in public sector manufacturing was high in the late
1970s and early 1980s with annual outlays of the order of birr 160-170
million p.a. It declined in the aftermath of the 1984 drought to little
more than birr 80 million p.a. before rising steeply in a new wave of
industrial project construction to reach birr 313 million by 1988/89. The
heaviest investment has been in cement, vehicle assembly and spare parts
and textiles. Investment expenditure has been less in the more rapidly
growing food, leather and chemical sub-sectors. Little investment has been
devoted to plant-expansion: most has been for new green-field projects.
Rates of return on investment have been adversely affected by the
preference for new projects ovo;r expansion schemes and by the failure to
achieve output commensurate with the heavy capital outlays in the cement,
textile and engineering industries.

7/ Economic Efficiency Measuremerts in Ethiopia: Rep-rt for the
Industry Sector Review Mission, January 1989 (unpublished).

8/ Findings of the World Bank Industry Sector Mission, October-November
1988.
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Government Services

2.28 Growing public expenditure in Ethiopia has had an important
influence on the pattern of growth. It helps to explain the fact that the
service sectors have expanded more rapidly than the commodity production
sector, despite the emphasis in public development expenditure on material
output. The number of civilian employees of the central government is
modest at 212,000 in 1987/88, though it has grown at six percent p.a. since
the mid 1970s. Much larger numbers are engaged in the military and social
services and by local authorities. Recurrent expenditure on wages and
salaries has remained throughout the 1980s at almost 40 percent of total
recurrent outlays. However, the size of the recurrent budget has increased
from 18.6 percent of GDP in 1980181 to 26.1 percent in 1987188. All the
major services have shared in this grouth. First and foremost, "general
government" outlays on defense, interna. security, justice and information
have risen from 10 percent of GDP in 1980/81 to nearly 15 percent in
1988189. These expenditures have grown by five percent p.a. in real terms,
i.e. after deflation by the GDP deflator for public administration.
Expenditure on the similarly labor intensive social services has increased
even faster at seven percent p.a. in real terms. General government and
the social services constitute 70 percent of central government recurrent
expenditure.

Main Factors underlying Recent Production Performance

2.29 Though the severe drought of the !id 1980s would, in all
circumstances, have caused a sharp setback n growth, it does not explain a
decade of falling per capita income nor o in which the trend in crop
production has been negative. The principal factors which explain the poor
growth record - other than weather - are the availability of land, capital,
technology, foreign exchange, infrastructural weaknesses, skills shortages,
the structure of incentives, the institutional framework, and investment
policy. Some of these factors have been more important than others.
Their negative effect on social well-being has been exacerbated by the
acceleration of increase in the population which has occurred during the
period.

2.30 As regards land, peasant holdings have declined in size since
the land reform proclamation of 1975 as the consequence of the rural
population growth. By virtue of the reform, each peasant household is
entitled to a holding and, to make this possible, holdings have been
annually subdivided and reallocated by the chairmen of Peasant
Associations. When producer cooperatives are formed, they lay claim to the
best land in the Peasant Associations' area, so further reducing the land
available to individual peasant farmers. (However, growing resistance to
producer cooperatives from members in some areas seem likely to slow down
their expansion.) Many holdings are now too sma'll to support a household
properly. Off-farm employment exists but was rendered illegal by the land
reform and so is not abundant. Sub-economic holdings operated by
impoverished households are, in a land of climatic uncertainty, not
conducive to the spread of new agricultural technology suitable for raising
yields and intensifying production. In any case, there has been inadequate
adaptive research into seed-fertilizer technology suitable for the full
range of soil-water conditions in Ethiopia. The fragmentation of holdings
has further reduced labor productivity. Farm inputs - all provided through
official channels - have only been available in limited and unreliable
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quantities. Technical progress in peasant agriculture has moreover, been
slower than would have been possible because of low development expenditure
on agriculture and its heavy concentration in the socialized sector. This
earlier bias is now in the process of being corrected in the context of the
government's peasant agricultural development projects.

2.31 The diffusion of new technology for the intensification of
peasant agriculture, and its lateral expansion, have been thwarted by the
size and topography of the country and by agrarian institutions and the
structure of incentives. Peasant farmers have not enjoyed security of
tenure because of regular land reallocations within Peasant Association
areas, with the result that incentives for on-farm improvement have been
eroded. The marketing system has also been a source of discouragement.
Institutional factors have disarticulated the free markets for the main
field crops (see also Chapter 5), restricting many surplus producing
farmers' access to the main markets. In addition, peasant farmers'
compulsory deliveries to the state - 18-20 percent of their marketable
surplus of field crops - have been procured at prices which have fallen
steadily in real terms, despite a 7.7 percent increase introduced in
January 1988, since initially fixed in 1980 (see Chapter 5). It is still
premature to assess the impact on production of the recent price increase
and the relvted quota changes.

2.32 In manufacturing, private sector enterprise has, until very
recently, been restricted and restrained as a matter of policy. There was,
up until July 1989, a ceiling of Birr 0.5 million per enterprise on fixed
assets in manufacturing which remained unchanged since the 1970s (Chapter
6). New investments have had to be licensed and licenses have only been
granted after exhaustive review. Entrepreneurs have only been allowed to
own one enterprise and the fields of permissible activity have been
progressively restricted. Private trade has been tightly regulated and the
number of trading licenses issued (until recently) gradually reduced.
Private traders and manufacturers have received very small allocations of
official foreign exchange. Business incomes (over Birr 36,000 p.a.) have
been subject to a very high, 89 percent, marginal rate of income tax,
introduced with a view to income redistribution. In the circumstances, it
is not surprising that there has been little new private investment and
that rates of capacity utilization and output growth have been low.

2.33 The public sector has by comparison, been very privileged - in
terms of investment, foreign exchange and authorization to expand and
diversify. Though subject to strict price controls and with limited
management autonomy at the enterprise level, it has been shielded from
competition in markets by the operations of the public distribution system,
which is obliged to accept and market the products of public sector
factories and farms, and by import controls. The public sector -
manufacturing industry especially, but also the loss making state farms and
the state trading companien - have achieved steady growth. But this has
been at high cost in invei "ent and, in some cases, in operat!n- expenses
also. Investment has not been systematically allocated to the enterprises
with comparative advantage and with the best chances of achieving export
growth.

2.34 The heavily import dependent public sector has thus become
progressively constrained by Ethiopia's worsen5ng shortage of foreign
exchange. In the manufacturing sector at large, excluding petroleum
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refining, close to 40 percent of raw material, energy, transport and other
intermediate inputs are imported, directly or indirectly. As more
industrial capacity is created, more foreign exchange is needed to operate
it. Although the foreign exchange intensity of production has tended to
fall in the food, beverage, textile and leather industries, the paper and
metal-working industries remain heavily import-dependent for raw materials.
All sub-sectors of manufacturing and the transport industry suffer badly
from shortages of imported spare parts. The foreign exchange allocation
system (see Chapter 3) gives priority to food, fuel and pharmaceutical
imports. Ethiopia has not experienced shortages of petroleum products.

2.35 Ethiopia's transport infrastructure is sparse and does not serve
large tracts of the country. Three-quarters of peasant holdings are at
more than half-a-day's walk from an all-weEther road, severely limiting
farmers' ability to acquire inputs and to market produce. However, despite
limited investment, the length of the road network increased from 13,000 km
in 1981182 to 17,000 km in 1985/86. The major bottleneck has been the
port of Assab and the trunk road and rail links between Addis Ababa and the
sea. Yet, even here there has been some improvement. The railway to
Djibouti increased the volume of freight handled from 145,000 tons in
1981/82 to 340,000 tons in 1986/87, following rehabilitation works.
Financing has recently been approved to expand the capacity of the port of
Assab which was under particular strain when emergency relief arrivals were
at their peak. At present, the principal factor hindering the internal
movement of goods is the modest number (63,000) and old age of the lorry
fleet and government controls on tariffs and movements (see Chapter 5).
For telecommunications and power, Ethiopia is well served, relative to
other low income countries, by effectively managed public utility
enterprises.

2.36 Government investment policy has been to favor "commodity
production" i.e. the production of tradable goods. It has also sought to
move the evonomy closer towards self-sufficiency through import
substitution, based on a perception of comparative advantage. Though there
is no available breakdown of past investment expenditure by sector, in the
Three Year Development Plan 24 percent of development expenditure was to be
devoted to agriculture, 15 percent to manufacturing and mining, compared
with only 47 percent for public infrastructure, including costly hydro-
electric schemes. In other countries, infrastructure often takes the
lion's share of public investment programs. In the event, the economy has
become more import dependent, much less self sufficient in basic
agricultural produce, and has grown fastest in the non-tradable, service,
sectors. The planned strategy for achieving growth has therefore not
succeeded.

2.37 Ethiopia's investment in productive assets would have been
higher if there had been more domestic and foreign savings to finance it.
Higher investment would probably have increased the rate of growth - but in
view of the investment planning priorities prevalent throughout much of the
period, the yield from more investment expenditure would not necessarily
have been high. The efficiency of investment appears prima facie to have
been low over the last decade. The incremental capital/output ratio for
the economy over the 10 yeara ending in 1988/89 has been high at 5.9,
though it might have been lower in the absence to setbacks to grot7th caused
by drought. Public investment plans have been over-ambitious, exceeding in
scope the human and financial resources available to implement them.
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Projects have been subject to formal economic appraisal since 1980, but
appraisal capacity has always been well below the number of intended new
projects. A number of large projects have been extensively delayed in
execution, often because of domestic shortages of building materials and as
a consequence of capital budget cuts and external financing difficulties.
After completion, their capacity utilization has been low. Failure to
prioritise projects to protect "core" investments from cuts, domestic
bottlenecks, foreign exchange shortages and inadequate technical and
managerial skills have all played some part in reducing the rate of return,
particularly in productive sector projects. Investment devoted to
equipping state farms (two percent of public investment in the four years
to 1988/89) and creating resettlemert schemes seems to have yielded
particularly poor returns.

2.38 Performance in important productive sectors, in most of the
1980s, has been either below the achievement o. earlier years
(agriculture), or has been characterized by significant margins of
unutilized capacity (manufacturing). The overriding obstacles to growth,
therefore, seem to have been the policy and incentive framework, and the
consequential economic rigidities. However, structural factors and
infrastructural deficiencies, particularly the vulnerable environment, poor
rural access, the unimproved state of peasant farm technology and
population growth, have played an important contributory role in depressing
per capita incomes. Since the mid 1980s drought, the economy has been
growing fast enough to improve per capita income and there are signs of a U
positive response by peasant farmers to better agricultural support
services and to rising fertilizer supply, and of coffee farmers' positive
response to better incentives and widened marketing opportunities.
Nevertheless, the deceleration of industrial growth in 1988/89 because of
foreign exchange shortages shows that the bases of this recovery are
fragile. The adverse policy framework is, only now, starting to change.
The sustainability of this recent recovery in growth in an economy where
foreign exchange is in increasingly tight supply depends greatly on
developments in trade, payments and external financing. Chapter 3 examines
trends and policy issues in the external sector.
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CHAPTER 3

TRADE AND BALANCE OF PAYENTS

3.01 Chapter 2 showed how factors affecting the supply side of the
economy also have had a strong bearing on production for export. The
present chapter considers exports in aggregate, relating their performance
to the policy environment and assessing the effects of low export earnings
on the balance of payments and on foreign exchange supply and allocation.
Other important themes are the rising imports of food and capital goods -
the former occasioned by inadequate domestic food production and drought
conditions and the latter resulting from growing investment outlays,
financed by foreign borrowing which has in turn given rise to a serious
debt service problem.

Trade

3.02 Ethiopia's exports grew rapidly in the post-Revolution period
until they stood, in 1980/81 some 60 percent higher in volume terms than in
1974/75. In the 1980s, however, they have fluctuated, but the broad trend
has been one of decline at on. percent p.a. In spite of the very recent
revival of coffee and livestock exports and the continuing slow growth of
leather, the volume index of exports (excluding residual products from the
oil refinery) stood in 1988/89 less than two percent above the level
attained ten years earlier. As a share of GDP at current prices, exports
have fallen from nine percent in the early 19809 to 7.4 percent in the
1985/86-1987/88 period.

Table 8.1: EXPORT VOLUME INDEX
(1974/76=100)

General Cottoo Leather

1978/79 149 178 145
1980/81 167 180 111
1982/68 168 179 e6
1984/86 141 161 126
1986/87 149 164 128
1987/88 184 146 108
19S8/89 162 169 136

Source: Annex Table 8.11

3.03 Coffee exports (55-60 percent of tot-.l exports by value) reached
a peak in the period 1978-83 when they averaged 87,000 tons p.a. In the
following five years average annual exports fell to 75,000 tons, less than
Ethiopia's quota under the International Coffee Agreement. Drought,
planting restrictions (now removed) and farm-gate prices below domestic
market prices, all bear some share of responsibility for declining export
performance. Exports of other processed and unprocessed agricultural
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produce have performed erratically, but the overall pattern has been one of
stagnation or slight decline. Their prices in the domestic market have
commonly been higher than in export markets at the official exchange rate,
so expert volumes have tended to be a function of the success of public
procurement agencies in acquiring volumes of produce in excess of the
requirements of the public distribution system. Exports of hides, skins
and leather, the second largest export earner (now 37 percent of the total
by value) have done somewhat better. Their average annual volume rose only
slowly from 9.7 thousand tons in the period 1978/79 to 1983/84 to 10.7
thousand tons in the four years ending 1988/89. However, the value of
these exports increased by close to 40 percent in the three years ending
1987/48, thanks mostly to increased domestic value added, following the ban
on exports of unprocessed skins.

3.04 In a sample of 35 public enterprises in manufacturing taken in
1988 9/ it was found that duties and higher domestic costs raised input
prices by, on average, 21 percent above equivalent border prices. These
enterprises were able to charge their domestic customers 29 percent more
than the border price for their output, so enjoying an overall effective
rate of protection of 26 percent. For their export sales, however, which
are subject to a transactions tax of two percent, their effective
protection rate was strongly negative. Thus, apart from enterprises
exporting leather and spices, most manufacturers exported at a loss. In
some cases, e.g. garments, these losses were covered by cross-subsidies
from profitable home sales.

3.05 In recognition of the pecuniary disincentive to exporting, the
authorities have operated. throughout the 1980s, a system of export
subsidies, financed by surcharges on certain imports, whereby public
enterprises can recoup the losses which they incur in exporting. Exports
of livestock, oilseeds and pulses, leather, fruit and vegetables and
textiles and clothing have all received export compensation which, in the
years 1982/83 to 1986/87, averaged birr 40 million p.a., i.e 20 percent of
their FOB value. Requests for compensation are now understood to have
reached birr 80 million. In October 1989 official and private coffee
exporters also began to receive subsidies in an amount inversely related to
the FOB price and fixed at levels which will prevent the producer price of
sun dried coffee from falling below birr 2.26/kg. 10/ Despite these
inducements, exportable produce, notably livestock, coffee and gold, is
smuggled across borders by traders wishing to take advantage of the

9/ See Chapter 2, Footnote 2

10/ Rates of subsidy have been defined for FOB prices in the range US$0.51-
0.86/lb. such that, after taking prescribed marketing margins and
sartax payments at the revised rate into account, producers of unwashed
coffee will receive birr 2.26/kg at the lower end of the FOB price
range and birr 2.50/kg at the upper end of the range; i.e., the
producer price will be similar to the price ruling before the fall in
world coffee prices in June 1989. Washed coffee will attract the
subsidy if its FOB price falls below $1.34/lb. The budgetary cost in
1029/90 of the new coffee priratng arrangements, calculated on the basis
of exports of 90,000 tons and an a?erage FOB price for unwashed coffee
of $0.68/lb is estimated to be birr 92.5 million (loss of surtax
revenue birr 43.3 million and subsidy birr 49.2 million.
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parallel exchange rate which stands at e large premium relative to the
official rate. There is no reliable estimate of smuggled exports, though
some sources believe that coffee and livestock alone may have amounted in
some years to $125 million p.a., i.e., 30 percent of official exports.

3.06 Ethiopia's terms of trade have fluctuated, mainly in response to
coffee prices which soared in a short-lived coffee boom in 1985 and 1986
but which have subsequently collapsed. The rapid rise since 1987 in the
dollar price of manufactured goods and food imports has contributed to a
recent decline in the terms of trade below the average for the decade. The
index of terms of trade, has fallen on trend by two percent p.a. since 1970
but has been virtually trendless in the 1980s:

Table 3.2t TERMS OF TRADE INDEX
(1980=100)

1982 1584 :985 1986 1987 1988

90 101 99 110 84 95

Source: Annex Table 3.13

In June 1989 the Irternational Coffee Agreement's economic clauses were
suspended and quota restrictions on coffee exports were lifted. The effect
of this has been a fall by one-third to one-half in world coffee prices.
Ethiopia's coffee exports which previously fetched an average price of
$2.85-3.00/kg are likely to fall to an average of at most $2.00tkg in
1989/90. As a consequence, the terms of trade could fall by a further 20
percent in a full year. The dollar value of coffee exports, taking into
account the prospective increase in volume, is likely to fall by about 8-10
percent.

3.07 Imports have risen, despite export earnings stagnation, both in
volume and as a share of GDP. Much of the increase has however been
accounted for by food and capital goods. Capital goods imports have risen
on account of heavy public expenditure on plant and equipment for
industrial, energy and agricultural projects. The volume of general
merchandise imports rose gently up to 1985/86 but has since then contracted
sharply to well below the level of the late 1970s. The resultant shortages
of spare parts ar.d raw materials are now an important restraint on
production, particularly in manufacturing and transport.
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FIGURE 3.1 Index of Export Volumes
By Selected SutSectors
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Table 8.8: ANALYSIS OF MERCHADISE IMPORTS

1980/81 1982/88 1984/85 1985881 1988/87 1987/88

- Imports (US$ million) 788 858 976 1087 1081 1099
- Imports/CDP (3) 1/ 17.8 17.7 20.4 20.8 20.0 19.7
- Food/ Total Imports (X) 6.8 9.8 17.1 23.8 17.6 10.8

- Vol Index fo, Imports 100 208.9 484.6 681.8 488.0 455.8
- Vol Index fuel Imports 100 107.0 98.8 99.5 111.6 100.6
- Vol Index capital goods 100 180.6 119.7 166.8 179.9 186.7
- Vol Index other Imports 100 98.0 136.8 108.4 86.8 87.4

Source: Annex Tables 8.6 3 8.10

See Figure 8.2

j/ At the official exchange rate of birr 2.07 = 81

3.08 To an increasiuig extent merchandise imports have been covered by
external financing as "import capacity", defined as export earnings, plus
net non-factor service receipts, less debt service payments, has contracted
from 10 percent of GDP in 1980/81 to just over four percent of GDP in
1988/89.

Table 3.4: IMPORT CAPACITY AS PERCENTAGE OF GDP

1980/81 1982/83 1984/85 1986/8T 1988/89

9.8 7.9 6.6 5.5 4.3

Source: Annex Tables 2.1 and 3.1

(Note: Private transfers are excluded from this calculatiun
on import capacity because they include large NGO payments
for relief imports).

Resource Gap and Current Account Deficit

3.09 Ethiopia's current account deficit has widened less than
stagnant export earvings and rising merchandise imports would suggest
because of the highly successful development of non-factor service
receipts, mainly from Ethiopian Airlines and Ethiopian Shipping Lines
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which earn substantial foreign exchange. Net NFS receipts at $110 million
p.a. now amount to about 25 percent of gross merchandise export receipts.
They have grown by an average of 15.5 percent p.a.in the eight years to
1988/89. In absolute terms, however, gross interest payments on foreign
debt have grown by rather more, rising from $17.5 million in 1980/81 to
$81.7 million in 1988/89. The resource gap - the difference between
imports and exports of goods and non factor services and also the gap
between GDP and aggregate expenditure - has nevertheless widened
progressively, from five percent of GDP in 1980/81 to 10.2 percent in
1988/89 (see Figure 3.3). This signifies a growing dependence on external
financing (including public and private transfers of relief assistance).
The current account deficit has remained in the range 7-10 percent of GDP,
at the current exchange rate, for most of the decade but its trend has been
gently rising. Had the exchange rate been depreciated the current account/
GDP ratio would have been larger. 11/

Table 8.6: BALANCE OF PAYMENTS CURRENT ACCOUNT
(US8 million)

prov.
1980/81 1982/83 1984L85 1985/88 1986L87 1987L88 1988/89

- Exports, goods fob 411 392 369 446 384 374 417

- Imports, goods cTf 689 848 855 1068 1081 1099 1111

- Not NFS 41 66 83 92 98 95 109

- Resource Balance -291 -410 -633 -549 -601 -623 -585

- Not Interest -7 -14 -33 -29 -37 -69 -76

- Private Transfers (not) 26 85 145 209 148 118 146

Current Account -274 -339 -421 -369 -477 -533 -616

Source: Annex Table 8.1

Note: Totals may not add up due to rounding.

11/ On exchange rate overvaluation see paragraph 3.17.
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FIGURE 3.3 External Trade
Percentages of GOPMp
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Financing

3.10 The financing of the current account deoficit shows strongly the
effects of drought and famine relief supplies which entered Ethiopia in the
aftermath of the 1984/85 drought and again in 1987/88. Grant assistance
has risen sharply in years when relief has been required. 12/ However, the
increase in external financing which Ethiopia has enjoyed since the early
19809 has not been solely on relief account. There has been a rising
inflow of development grants and loans, notably from the European
Community, from Italy and CaEA-country donors and from multilateral
institutions. Ethiopia has not had recourse to cash loans from financial
institutions to finance its balance of payments but remains creditworthy
for officially-guaranteed suppliers' credits, some of which have been used
for industrial vroject financing, as well as for aircraft purchase. 13/

Table 8.6: FINANCING THE CURRENT ACCOUNT DEFICIT
(USS million)

1980,81 1982/8B 1984/86 1985/88 1988/87 1987/88 1988/89

- Current Account -274 -889 -421 -889 -477 -5e8 -616
Financed by:

- Official grants 60 92 298 298 212 198 231
- Net MLT loans 162 204 162 277 181 281 201

- disbursements 184 268 255 401 825 446 401
- amortization -22 -50 -83 -124 -148 -165 -200

- Short term capital -B -10 42 -18 10 6 5
- Chango In roserves 92 72 -48 -165 20 185 -23
- Errors A Omissions 84 19 8a 28 -i4 s8 102

Memo: Current account
as X of CDP (mp) 6.4 7.0 8.8 7.0 8.8 10.1 8.6

Foreign exchange
reserves (net)
8 million 118.8 107.1 112.4 277.6 267.7 69.0 986.4

Source: Annex Table 8.1

12/ Donor figures reveal levels of disbursement which exceed those
reflected in the balance of payments accounts by as much as $200
million in recent years. See Appendix 2.

131 According to World Bank Debtor Reporting System data, 35 percent of
gross loan disbursements in the calendar years 1982 to 1987 were non
concessional. Of these, three-quarters were private suppliers' credits
and commercial bank loans for import financing and the balance a
mixture of multilateral and official bilateral loan disbursements.
Credits from socialist countries were 30 percent of gross loan
disbursements. They are classified as concessional. The share of
concessional debt in debt outstanding and disbursed fell from 84
percent in 1982 to 79 percent in 1987.
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Foreign exchange reserves, built-up thanks to the large, somewhat belated,
receipts of relief assistance in 1985/86, were suddenly and massively
depleted in 1987/88. 14/ The reserve level at the end of June 1988 was
reduced to little more than three weeks' merchandise imports. It
subsequently rose slightly to a little over four weeks' imports at the end
of June 1989; but by the end of October 1989 it reached its lowest import
coverage yet - less than three weeks.

Debt and Debt Service

3.11 Ethiopia has drawn on external grant concessional and non-
concessional loan sources to finance its balance of payments current
account deficit. Data on grant financing appear to be incomplete, largely
because grants have been used for emergency relief as well as development
finance purposes, and because official relief aid has entered the country
through a variety of channels, non-governmental as well as for
governmental. Recorded official grant disbursements entering the balance
of payments have fallen from a peak of just under US$300 million in 1984/85
to below US$190 million in 1987/88, before recovering to $231 million in
the following year.

3.12 Meanwhile, gross MLT loan disbursements have been rising. In
1982183 to 1984/85 they averaged $250 million according to balance of
payments data; in 1985186 to 1988/89 gross disbursements averaged $393
million (Debtor Reporting System data on a calendar year basis confirm this
picture). Throughout this period exemplary debt service performance has
enabled Ethiopia to remain creditworthy with commercial creditors. Some 32
percent of borrowing over the years 1980 to 1988 has been on non-
concessional terms, mostly in the form of suppliers' credits. The
initiative for new non-concessional external borrowing usually comes from
public corporations and ministries charged with implementing Plan projects.
Responsibility for controlling its uptake is shared between the Ministry of
Finance and the National Bank. Policy has been determined on a case-by-
case basis.

3.13 There is no readily available breakdown of external financing
between project and non project type. However, to date, commodity
assistance has been overwhelmingly in the form of food aid and other relief
supplies. The only receipts of non-relief commodity aid have been from the
USSR, the European Community and Italy. Some commercial finance has been
used to purchase wheat. While there has been considerable technical
assistance, the overwhelming bulk of external development finance has been
for projects or capital goods.

14/ The account of financing flows is incomplete, as witnessed by the
often large, both negative and positive, 'errors and omissions"
entries. There was a particularly large unexplained outflow in
1987/88.



- 48 -

3.14 With the steady inflow of loan financing external medium-and-
long-term debt has increased from US$0.67 billion at the end of 1980 to
US$2.79 billion in December 1988 - a figure which excludes any debt
incurred for supplies of military equipment from CMEA countries. Eighty
percent of the outstanding debt is now rated concessional, a share which
has fallen a little since the first half of the 19809 due to borrowing on
commercial terms for industrial projects and aircraft. Multilateral
institutions are owed 34 percent (US$941 million) of outstanding and
disbursed debt, most of vhich is concessional. Disbursed debt owed to
suppliers at the end of 1988 (US$266 million) and to financial institutions
(US$188 million) includes some US$120 million of loans to Ethiopian
Airlines which are serviced from retained foreign exchange earnings.

3.15 Annual debt service payments, including interest on short-term
borrowing and IMF repurchases, and charges have risen from US$40 million in
1980181 to US$272 million in 1988/89. The ratio of payments to exports of
goods and non-factor services has risen from seven percent in 1980/81 to 39
percent in 1988/89.

Exchange and Trade Regime

3.16 The Ethiopia birr has been linked to the US dollar at a rate of
birr 2.07 = US$1 since 1973. The real effective exchange rate, (REER) i.e.
the trade weighted exchange rate corrected for the differences in inflation
between Ethiopia and its trading partners, rose by 25 percent between 1974
and 1980. Since then, with quite mtdest inflation in Ethiopia, the REER
has been borne along by the fluctuations in the value of the dollar in a
world of floating exchange rates. It rose to a peak in 1985 and has
subsequently declined to 14 percent above its 1980 level, and remains
nearly 50 percent above the level of the mid-1970s.

Table 8.7: REAL EFFECTIVE EXCHANGE RATE INDEX

1974 1980 1988 1985 1987 1988

81.9 100 126.8 168.6 118.6 116.0

Source: Annex Table 8.12

3.17 In parallel with the official foreign exchange arrangements
there is an illicit market in foreign exchange where the national currency
is sold at a discount. The parallel rate governs the domestic prices of
own exchange ("franco valuta") imports, i.e. those imported without
official foreign exchange, mainly using the proceeds of expatriates'
remittances. Until early 1989 the discount had remained at about 50
percent broadly unchanged since after the time of shortage following the
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1984 drought. The birr is now discounted to between a half and one-third
of its official value. If the parallel rate is interpreted as a sign of
currency overvaluation, the constancy of the rate may indicate that the
degree of overvaluation has remained unchanged, despite the sharp 30
percent fall in the REER since 1985. The case for concluding that the birr
is now seriously overvalued rests on the REER evidence, on the persistent,
and now widening, margin of discount on the parallel market, on the
manifest inadequacy of export price incentives and on the mounting excess
demand for foreign exchange of the official rate (see below). The
precipitate fall in world coffee prices since June 1989 has sharply
increased the excess demand and has made even plainer the case for exchange
rate adjustment.

3.18 Officially held foreign exchange is allocated by administrative
means. For free foreign exchange for raw materials, spare parts, minor
equipment and essential consumer goods, there is an awnual foreign exchange
budget, prepared by ONCCP as part of the annual planring cycle and based
largely on proposals from government departments and public trading and
manufacturing enterprises. Allocations for food, petroleum,
pharmaceuticals and capital goods receive priority. The budget is adjusted
in the light of forecast foreign exchange availability and prior claims and
allocations are released quarterly. Established users among private sector
traders and manufacturers receive very small allocations. The percentage
of requests satisfied in the allocation process has declined since the mid-
1980s and private sector allocations have been reduced to negligible
proportions. Public sector producers, who, early in the decade, obtained
their foreign exchange requirements more or less in full, now receive
incomplete allocations, are subject to uncertainty and have reduced their
stocks of imported materials and parts. Foreign exchange shortage has
become a real constraint on capacity utilization in public enterprises and
was the principal cause of the marked deceleration in public sector
manufacturing output in 1987/88 and 1988/89. It has become the cause of
serious economic rigidities. There are separate allocation procedures for
major capital goods imports which are largely covered by foreign grants and
loans, and there are ad hoc arrangements for handling grants of commodity
assistance.

3.19 Domestic producers are protected by the combined effects of
foreign exchange restrictions and tariffs which raise the internal prices
of imported goods. In additional to normal tariffs, own exchange imports
pay surcharges which meet the cost of subeidies on exports. Nominal and
effective rates of protection are variable, but may be very high,
particularly on manufactures. At the present time, import prohibitions and
the withholding of National Bank permits to purchase foreign exchange
confer more effective protection than the tariff. Public sector producers
may be consulted on whether foreign exchange permits should be granted to
import goods which compete with their products. Import duties and
transactions taxes on imports, which are passed on into local production
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costs 151, are high, though there are many exemptions and partial
derogations. They add to the anti-export bias for manufacturers and
commodity exporters, especially in the private sector, which comes from the
level of the official exchange rate relative to domestic costs and prices.
Domestic free market prices of agricultural produce are generally higher
than those in export markets (see Chapter 2). There is, moreover, a
two percent transactions tax on exports which is a small additional
disincentive to exporting for private exporters who are not eligible for
export subsidies.

3.20 The exchange and trade regime has not been changed in the recent
past, except that, in Hay 1988, private own exchange imports were banned,
ostensibly because too many luxury imports were entering the country and
because the government felt that the franco valuta arrangements offered an
inducement to traders to smuggle coffee, livestock and gold oLtt of the
country to earn foreign currency which could then be used on an expanding
scale to finance a lucrative private import trade. The resulting shortages
of consumer goods, materials and equipment needed by the private sector and
increase in import smuggling caused the government to reconsider its
ruling. Private franco valuta imports were again made legal, in January
1.989, for capital goods, and in October 1989 for raw materials,
intermediate goods and consumer goods also, including private cars. In
addition, a limited number of border traders have been licensed to export
Ethiopian produce available in border areas and to import foreign products
with the proceeds. Their imports must be declared to the customs.

Main External Sector Issues

3.21 The balance of payments has now become the critical weakness of
the Ethiopian economy. The key features of the 1980s have been export
stagnation, the compression through foreign exchange controls of general
imports, rising imports of capital goods to satisfy public sector
investment needs and growing external indebtedness.

3.22 Export stagnation, the root cause of worsening balance of
payments difficulties, has been caused by the same factors which have given
rise to the stagnation of agricultural output and to the inward-oriented
pattern of industrial growth. It is a supply-side problem. There have
been no binding demand-side restraints on Ethiopia's exports, not even in
coffee, whose sales volume has bein consistently lower that the sum of the
ICA quota and purchases of Ethiopian coffee by traditional non-quota
markets. Since June 1989 ICA quotas have been suspended and there is no
longer any, even theoretical, limitation on Ethiopia's coffee export

15/ Transactions tax may Ocascadel, i.e. tax incorporated into the price of
inputs may not be allowed as a credit against transactions tax payable
on outputs. No credit is given for transactions tax on imports which
always cascades" into downstream production costs; cascading may also
arise where a firm purchases goods for further processing from a
wholesaler rather than from a manufacturer.
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volume. As the virtual totality of exports - other than oil refinery by-
products - are agricultural or based on local agricultural raw materials,
stimulating export growth requires the growth of the agricultural sector.
To some extent this will call for investment, for example in the modestly
successful horticultural sector. To a large extent it requires policy and
institutional stimulus to peasant farmers to intensify their operations to
cater to the growing demands of the local market and to increase their
supplies for export. Prices of exportable produce have to be made
attractive; access to required inputs should be unrestricted; and marketing
channels need to become open, competitive and unconstrained by transport
shortages. The increase in deliveries of coffee for export by one third
from 83,400 tons in 1987/88 to 110,000 tons in 1988/89 consequent on
changes in marketing incentives and better weather illustrates the
potential effectiveness of such measures.

3.23 At present, the weight of policy and institutional factors
combine to discourage exports. Domestic free market prices are commonly
much more attractive than export prices. Export compensation in the form
of subsidies is only available to the public sector, and even public sector
exporters are paid only on a discretionary basis and in arrears. For much
of the private sector exporting is wholly unprofitable. For many of its
raw materials and supplies the private sector depends on the local free
market or on franco valuta imports which are subject to surcharges which
raise costs of production well above export prices. It is not surprising,
therefore, that private sector manufacturers sell almost exclusively on the
domestic market and that the only private traders still active in exporting
agricultural produce do so as the licensed agents of state trading
corporations with access to supplies at official, below market prices. The
most lucrative branch of trade is arbitrage between official distribution
channels aind the free market. Entrepreneurial resources are being drawn
towards this unproductive form of activity, away from the production of
tradable goods which would strengthen the balance of payments and increase
domestic supply.

3.24 A means has to be found whereby exporting products in which
Ethiopia has comparative advantage can be made permanently rewarding and
profitable for both public and private sectors. This poses a serious
challenge to the government, but one whose urgency is heightened by the
recent steep fall in coffee export prices. An obvious measure would be an
adjustment of the exchange rate which, for full consistency, should be
reflected throughout the structure of administered prices in the public
procurement and distribution systems. This would be a step to ending the
market dualism which deters export activity and to liberalizing imports so
as to render domestic production more efficient and flexible.
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CHAPTER 4

MACROECONOMIC MAN&GEMENT AND DOMESTIC RESOURCE MOBILIZATION

4.01 Previous chapters have shown thaLt, though aggregate domestic
resources have increased slowly, absorption has grown more quickly, largely
because of mounting public expenditure on security, investment, and social
and economic services. This chapter demonstrates how the government has
managed to achieve broad macroeconomic balance despite the shocks and
expenditure pressures to which it has been subject. The explanation lies
in large part in the realm of fiscal performance. Monetary policy and the
operation of the financial sector have also played an important role. The
use of fiscal and monetary policy and institutional instruments has,
however, had a negative effect on incentives for production. So, important
questions for the future are how disincentive effects and distortions can
be diminished and without jeopardizing stability. The fiscal and financial
systems have hitherto mobilized domestic resources rather effectively for
the benefit of the public sector. With the new accent in public policy on
private investment, either more resources will have to be mobilized or the
public sector will have to diminish its claim on domestic savings.

Fiscal Performance

Expenditure Growth

4.02 Value added in government has been one of the fastest growing
elements in GDP and one which has shaped the pattern of growth in favor of
the service sectors (see Chapter 2). This is a reflection of a general
growth of public expenditure which has increased from 24 percent of GDP in
1979/80 to 39 percent in 1987/88. The anatomy of this expenditure growth
is of some interest, both from the macroeconomic point of view and for an
understanding of the efficiency of the use of resources in the economy.

4.03 Both recurrent and capital expenditures have grown relative to
GDP and in real terms. The capital budget has, however, grown much faster,
at 15.5 percent p.a. in real terms 16/ in the 1979-1989 period, compared
with 5.3 percent p.a. for the recurrent budget. Capital outlays have been
the most rapidly growing element in domestic final expenditure. They
include a large non-investment component, but exclude spending on military
equipment. Real outlays increased only modestly in the years up to 1980/81
but then rose by leaps and bounds to reach a plateau, in the three years up
to 1987/88, 150 percent higher than in the late 1970s. They rose by a
further 11 percent in 1988/89. Some 30 percent has been devoted to
agriculture - including the state farms and resettlement schemes; about 20
percent to industry and mining; some 25 percent to power and water; and

16/ Capital expenditures have been deflated by a composite of the
investment deflator and the implicit GDP deflator for "other
services".
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only about 15 percent to transport and communications. The capital budget
only finances part of the costs of investment by public enterprises which
operate in industry, power and transport and communications; the remainder
comes from the enterprises' own cash resources and from domestic and
foreign borrowing.

4.0h Within recurrent expenditure the largest element has always been
"general government" outlays on law and order and the armed forces. They
averaged 55 percent of the recurrent budget at the start of the decade and
have been closer to 50 percent in recent years. They have increased in
real terms 17/ at a trend rate of growth of 4.8 percent p.a. and, as a
share of GDP, they have risen from 10 percent in 1980181 to 15 percernt in
1988/89. Expenditures on the social services have increased faster than
those on security at a trend rate of seven percent p.a. in real terms in
the 1979-1989 ?eriod. Education expenditures have exhib'ted particularly
vigorous growth at eight percent p.a. Real outlays on agricultural support
services have grown even faster at 9.2 percent p.a., but the increase in
expenditure on operation and maintenatnce of transport and communications
facilities has been Low at only two percent p.a. As stated in Chapters 1
and 2, social and economic service provision, though often much improved,
is still below desirable levels.

Table 4.1: REAL CENTRAL GOVERNMENT EXPENDITURE GROWTH BY PRINCIPAL FUNCTIONS
(1980/81 = 100)

1988/89 shares
In total

1982/88 1983/84 1984/85 1986/86 1986/87 1987/88 1988/89 expenditure

Recurrent 136.7 117.9 188.7 132.1 181.6 146.2 161.0 68.4%
of whiclh_
-Security 186.7 128.9 119.1 118.9 126.6 167.9 169.8 86.ax

-Gen. Education 129.1 182.9 160.2 169.4 170.8 179.6 177.8 7.1X

-Health 108.6 100.7 120.0 119.8 127.1 188.7 188.8 2.4X

-Agriculture 111.8 182.6 139.2 148.8 162.9 208.4 260.6 2.2%

-Transport 166.9 140.6 18.7 180.0 128.8 140.9 168.4 1.83
A Commun.

Capital 238.0 176.8 219.9 286.8 289.8 261.6 279.8 a8.6x

Memo: Recurrent
expenditure/GDP 26.83 22.4% 27.38 28.9X 28.73 26.1X 27.91

Source : Annex Table 6.8

17/ Recurrent expenditures have been deflated by the implicit GDP
deflator for *other services".
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4.05 Pressure to increase expenditure has come in part from the
evolution of the internal security situation but for the rest from the
government's desire to promote development along certain lines. Debt
service remains a minor item in the recurrent budget (less than 10
percent), with the cost of domestic borrowing contained by the low interest
rates payable on advances from the banking system and the cost of external
borrowing kept low by concessional financing terms and an overvalued
exchange rate. Drought relief has similarly been of low cost to the budget
because the major operations of the Relief and Rehabilitation Commission -
the public agency involved - have been directly financed by external
donors.

Revenue Mobilization

4.06 In Ethiopia budget revenues are buoyant a1:d exceptionally high
relative to GDP for a low income African country. Domestic revenues have
grown from 20? of GDP in 1980/81 to 29? in 1987/88.

Table 4.2: REVENUES AS PERCENTAGES OF GDP

1980/81 1983/84 1985/86 1986/87 1987/88 1988/89

Tax revenue 15.3 17.3 17.3 18.7 20.3 19.2
Total domestic
revenue 19.7 22.9 25.9 26.1 29.3 30.2

Source : Annex Table 5.2

Revenue growth has been achieved with the aid of some exceptional measures.
The existing tax structure is highly progressive; even peasant farmers and
wage earners on low incomes are caught in the tax net, and revenue collection
is prosecuted with vigor. The rate of specific excise taxes have been
frequently adjusted. The biggest contribution to growth has been the profits
of public enterprises, most of which are surrendered to the treasury either in
business profit tax or, post-tax, as "residual surplus". In the last two-to-
three years there has also been vigorous collection of tax arrears. Two
emergency levies have been raised: the first after the 1984 drought which
yielded revenues rather slowly, and the second during the security emergency
in 1988 which has quickly produced revenues amounting to about 10 percent of
total receipts in 1988/89. The 1988 levy comprised one mouth's salary from
employees, an impost based on estimated turnover for urban business and rural
cooperation and a lump sum tax of birr 40 on peasant households. The 1987/88
yield from the earlier levy was birr 70 million; the estimated yield in
1988/89 from the new levy is birr 390 million, or over 10 percent of
domestic revenue.
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4.07 Tax revenues were, early in the decade, roughly evenly divided
between taxes on incomes and profits, domestic indirect taxes and taxes on
foreign trade. By 1987/88 taxes on incomes and prof_t had increased to
provide 41 percent of tax revenue. Business profit tax hae been the most
buoyant source of tax revenue. Personal income and domestic indirect taxes
have also been elastic with respect to GDP and domestic sales. Among the
taxes on foreign trade, coffee export duty and surtax, have taken a broadly
constant 30-40 percent share of f.o.b. coffee export values. 18/ Duties
and taxes on imports, on the other hand, have been an erratic percentage of
non-food imports because of widespread duty exemptions and other
discretionary features.

4.08 Non-tax revenues have increased their share of total revenues.
The largest source of non-tax revenue is the 'residual surplus" of 90
percent of post-tax profits of public sector enterprises. Financial
institutions have traditionally been the biggest contributors of residual
surplus: their shares in 1987/88 and 1988/89 were, respectively, 47 and 46
percent of the total, up from 30 percent in earlier years. It is usual in
all countries for the profits of the central bank - in Ethiopia, the
National Bank - to be largely transferred to the treasury. In 1987:88
certain provisions from earlier years were written back into the income of
the National Bank with the effect that its residual surplus transfer was
raised well above the level of previous years. The macroeconomic effect of
so doing is little different from borrowing from the central bank. To some
extent, therefore, the exceptionally large residual surplus transfer of
1987/88 contained an element of disguised deficit financing.

Fiscal Balance

4.09 High and rising levels of public expenditure have been matched
by high and buoyant fiscal receipts (as seen above) and by increasing U
external financing. In this way Ethiopia has succeeded in containing and
controlling its internal imbalance and, hy-and-large, in avoiding recourse
to inflationary finance. The fiscal system has also been cushioned from
the shocks of civil strife, drought and famine by heavy, extra-budgetary
use of externally provided disaster relief which reduced the on-budget
costs of relief to a modest level, and by the use of non-fiscal resource
mobilization techniques. At times of military emergency, transport and
supplies may be commandeered and employers may be required to continue
paying the salaries of their staff who are conscripted. When budget
deficits have increased, as in 1984/85 and 1985/86, they have tended to be
offset by higher external financing so as to limit the magnitude of
domestic financing.

4.10 As a consequence, the fiscal deficit has been, in general,
contained below 10 percent and the deficit for domestic financing below
four percent of GDP. The figures for 1988/89, however, reveal a departure

18/ See footnote 3, Chapter 2, for the mechanics of the coffee export
surtax.
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from past form and a relaxation of the fiscal stance:

Table 4.3: BUDGET SUMMARY AND RATIOS TO GDP
(birr million)

1980/81-
1982/83 */ 1983/84 1984/86 1986/88 1988187 1987/89 1988189

- Revenue 1,986 2,294 2,828 2,806 2,926 3,886 8,781
- Current expenditure 2,077 2,288 2,698 2,659 2,658 3,016 8,446
- Current surplus -141 58 -878 218 278 871 285
- Capital expenditure 822 949 1,187 1,472 1,898 1,500 1,748

- Deficit -968 -891 -1,681 -1,259 -1,110 -1,128 -1,458
(Excl. grants)

Financing:

- External Grants 287 264 681 448 822 274 889
- External Loans (not) 848 209 8S6 490 895 406 608
- Total External 580 468 967 938 717 680 847

- Domestic S89 428 694 826 898 448 611

Ratio to GDP

-Revenue 20.7 22.9 28.6 26.9 26.1 29.8 80.2
-Current expendituro 22.1 22.4 27.8 28.9 28.7 28.1 27.9

sCapitl expenditure 8.8 9.5 12.0 18.6 12.4 12.7 14.1
- Deficit 10.2 8.9 16.8 11.6 9.9 9.8 11.8
External financing 6.2 4.8 9.6 6.6 6.4 5.8 6.9

- Domestic financing 4.0 4.1 6.0 8.0 8.6 4.0 4.9

Percentage

- Bank financing of
the deficit/
reserve money 21.8 17.8 24.6 18.9 14.4 12.8 18.2

Source : Annex Tables 2.1, 6.1 and 6.1

m/ Period average

4.11 The bulk of domestic financing (85-90 percent) has been from the
banking system, with the remainder coming from the only non-bank source of
domestic finance, the public sector employees' pension fund. Bank financing
has increased the volume of reserve money by amounts ranging from 11 to 25
percent of each year's average reserve money stock, though its contribution to
monetary growth has been declining. Over the eight years ending in 1987188.
reserve money grew at a rate of 12.5 percent p.a. This rate of deficit-
induced money supply growth, against a background of very slow real GDP
growth, could, with a stable demand-for-money function, have given rise to a
steady upward movement of prices of the order of 10-15 percent p.a. In
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Ethiopia, however, there has been notable price stability 191 apart from in
years of food supply shortages.

Monetary Developments and the Financial Sector

4.12 The phenomenon in the monetary economy which has made it possible
to reconcile (relatively moderate) monetized fiscal deficits with broad price
stability is "monetary deepening", i.e., the steady increase in the ratio of
money balances to GDP. Since 1985 this has been accompanied by some decline
in the ratio of broad money to reserve money as excess liquidity has built up
in the banking system. 20/

19/ Inflation The only published retail price index is for Addis Ababa.
This is not truly representative of retail price trends in the
country at large because of market dislocation caused by geography,
and transport, and institutional factors. This is particularly true
for food items which have a weight of 58 percent in the index. Food
prices have fluctuated wildly with variations in supply to the free
market. The index omits the prices of basic necessities sold at
ration shops where consumers are able to purchase part of their
requirements and which have been little changed in recent years. The
best readily available indicators of inflationary pressures in the
economy are the non-food elements in the Addis RPI and the implicit
GDP deflators calculated from national accounts data:

Price Trends 198/864 to 1997/88
(annual percentse changes)

Addle RPI ----
Implicit GOP

Food Non Food Total deflator
1988/64 :3 _-0.5 -0.83 2__.0O
1988/86 24.9 88 18.5 6.8
1985/8o 4.6 6.1 4.8 2.6
1986/87 -16.6 7.8 -9.5 -5.8
1987/69 0.6 5.5 2.2 1.0
1988/89 10.9 7.0 9.6 8.7(proliminary)

Source: Annex Tables 2.1, 2.2 and 9.1

There has been moderate but non-accelerating underlying inflation at a
rate much lower than the growth of reserve money could have made
possible. The only serious blemish in the record is in 1988/89;
inflation in the non-food items in the RPI has risen to about 10 percent
in the first half of calendar 1989. Clearly, there have been forces at
work in the monetary sphere which have greatly facilitated the non-
inflationary financing of the fiscal deficit.

u/ The reserve money multiplier rose again in 1988/89 because of
pi.rchases of goverument stock by the Commercial Bank.

i



- 58 -

4.13 Broad money growth has been moderate and on a declining trend. In
the twelve month periods ending on June 30, each year, the pattern has beer. as
follows:

Table 4.4: TRENDS IN BROAD MONEY
(percent per annum)

1980/81 1981/82 1982/8a 1988/84 1984/86 1985/88 1988/87 1987/88 1988/89

Annual Growth

2.0 11.2 16.0 11.8 18.6 16.6 6.0 9.0 8.9

Ratio of Broad Money to Reserve Money

1.65 1.68 1.83 1.78 1.99 1.71 1.63 1.69 1.76

Velocity of Circulation

4.06 8.72 3.58 2.98 2.58 2.62 2.42 2.80 2.25

Source: Annex Tables 2.1 and 6.1

Since 1985 the reserve money multiplier has been falling as commercial
banks have been unable to increase their advances as fast as their liquid
assets, and as non-bank holders of cash have increased theiz cash holdings
relative to their incomes.

4.14 The inflationary impact of aggregate liquidity expansion in the
face of low growth has been limited by monetary deepening. The best
indicator of this is the 'velocity of circulation" of broad money, i.e.,
the ratio of GDP at market prices to the average money supply. The inverse
of this ratio, the ratio of money to GDP, has increased from 25 percent in
1980/81 to 44 percent in 1988/89. The government has been able to finance
that part of its deficit not covered by net foreign borrowing because
individuals and enterprises have been willing to hold more money in cash
and on deposit. The slowing of the velocity of circulation between 1980/81
to 1988189 enabled broad money to be birr 2.45 billion higher at the end of
the period given nominal GDP, than it would have been with constant
velocity. This sum was sufficient to accommodate 65 percent of cumulative
domestically financed deficits in this period. Herein lies the key to the
very low rate cf inflation provoked by the government's deficit financing.

4.15 The fall in the income velocity of circulation has occurred
within an institutional context which has favored the rise in money
balances. The institutional environment has had three main features: the
extension of the commercial bank branch network, positive real interest
rates and limited opportunities for investment and consumption expenditure,
giving rise to 'forced saving'.

4.16 The number of branches of the Ccmmercial Bank of Ethiopia (CBE),
the main retail deposit-taking institution, increased from ll at the end
of 1979 to 157 at the end of 1989. There is believed to have been a more
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than proportional increase in the number of private depositors, holding
mainly interest-bearing savings accounts. Savings deposits, representing
about one-third of the deposits at the bank, have grown by 188 percent from
June 1981 to June 1989. In June 1989 there were over 768,000 holders of
savings accounts. Demand deposits (60 percent of total deposits) have
grown at a similar rate but this has mainly been in response to the demand
for banking services on the part of public sector institutions. The
process of monetary deepening has thus had two facets: households have been
holding more and larger savings deposits, assisted by an active deposit
mobilization policy on the part of the CBE, and the expanding public sector
of the economy has needed growing sums in demand deposits in order to
conduct its business.

4.17 The mobilization of savings deposits would not have been so
effective if savers had not had confidence in the value of their deposits
and without positive real interest rates. The control of inflation has
thus been a cause, as well as a consequence, of monetary deepening.
Savings deposits of less than birr 100,000 have attracted a rate of
interest of at least six percent throughout the 1980s, giving a 0.5-2.0
percent real return. 21/

4.18 The third feature of the institutional context which has
promoted the growth of monetary assets has been the shortage of alternative
savings instruments and investment/consumption opportunities. The rhole of
the financial sector is nationalized and there is no competition between
banks and non-bank financial intermediaries for deposits. For savers, the
only alternative to holding deposits at the CBE is the Housing and Savings
Bank, which has not striven in recent times to mobilize retail deposits.
In Ethiopia, it iF not easy for the holders of liquid assets to convert
them into real estate. All land and commercial buildings, as well as,
residential buildings constructed for rent belong to the state. Private
investment in manufacturing or service industries has, hitherto, been
tightly regulated and subject to fixed asset ceilings and case-by-case
licensing. The main commercial outlet for private investment has thus been
trade, but even here opportunities have narrowed as the number of traders'
licenses has been reduced. Converting liquid assets into expenditure on
durable consumer goods has been restrained by restrictions on the import of
these goods. In sum, the holders of liquid assets have been forced to save
and have been given little option but to keep their savings in monetary
form. Increases in holdings of cash and deposits, partly in the nature of
"forced saving", have played an important role in economic stabilization.
This poses a problem for policy makers as they seek to remove restraints on
private investment: the act of investment liberalization could be
destabilizing unless accompanied by measures to reduce the fiscal deficit
or to offer savings instruments such as Treasury bonds to finance it in a
non-inflationary fashion.

21/ Deflated by the average increase of the Addis Ababa RPI between 1980
and 1988. Interest rates of up to 7.5 percent have, since July 1986,
been available on individuals' time deposits and on those of savings
and credit cooperatives.
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4.19 Ethiopia's financial institutions were founded before the
Revolution but have subseauently acquired some of the typical features of
socialist financial systems, while nevertheless, preserving the important
distinction between central and commercial banking functions and allowing
commercial banks a freer hand than in other socialist countries in making
advances on the basis of the assessed creditworthiness of borrowers. The
National Bank of Ethiopia (NBE), the central bank, controls commercial
bank liquidity through cash and liquid assets reserve requirements. The
Commercial Bank of Ethiopia (CEE), with total assets of birr 4.4 billion
(June 1989) lends essentially on a short term basis for working capital and
trade financing to the private as well as to the public sector. From time
to time it is also expected to finance part of the fiscal deficit through
the purchase of Treasury bills and bonds. Term finance is the preserve of
the Agricultural and Industrial Development Bank (AIDB) whose total assets
in June 1989 were birr 2.3 billion. The CBE is liquid, solvent and well
provisioned against doubtful debts. The AIDB on the other hand, has enough
unsound projects on its balance sheet to render it technically insolvent.
It has non-performing advances to the state farms of birr 1.7 billion which
are refinanced on concessional terms by the NBE and, in addition, about
birr 65 million of industrial sector loans which are in arrears. The much
smaller Housing and Savings Bank (HSB) and the Ethiopian Insurance
Corporation have ceased to compete effectively for retail deposits and have
become incorporated into a centrally directed financial system in which the
roles of different institutions are kept distinct. When the finances of
the specialized banks (AIDB and HSB) have become weakened, state
enterprises have been directed to place their term deposits with them. 22/

4.20 The interest rate structure allows the banking system as a whole
to be profitable. Though it pays positive real rates of interest to small
savers, it is able to subscribe to Treasury bills and bonds at concessional
rates (three percent and five percent respectively) and to provide loans
and advances to cooperative and public sector borrowers at rates lower
than to the private sector. Conmercial banks must maintain five percent of
their deposits in cash and a minimum of 20 percent in liquid assets (cash
or Treasury bills). In June 1989, however, nearly 30 percent uf CBE
deposits were represented by cash or deposits at the National Bank, and as
much as 53 percent by claims on government bodies. Profitability is
possible because there are large non-interest-bearing deposits, mainly by
public enterprises. The use of large time deposits is discouraged because
deposits over birr 100,000 only attract one percent interest.

22/ In addition to the public sector banks and savings institutions the::e
is an extensive network of non-bank, private, revolving savings and
credit associations (niqubw) and other mutual savings societies, often
based on places of work, which make loans on personal security for
small business development, house construction and consumption needs.
The Savings and Credit Promotion Office of the NBE has records of 382
savings and credit associations with 9000 members.
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Investment and Domestic Resource Mobilization

4.21 This chapter has, so far, looked at how a reasonable fiscal
balance has been achieved, despite rising public expenditure, and how
inflation has been held so low, despite a degree of monetization of the
fiscal deficit. It has broached the question of dom6stic resource
mobilization, i.e. the generation of savings to finance investment, in its
treatment of Ethiopia's revenue performance and of monetary deepening, but
it has not yet dealt comprehensively with where savings are being
generated, where they are being absorbed and how adequate they have been to
sustain the investment effort. The following paragraphs consider these
issues.

4.22 A recurrent theme in this report is the growth of fixed
investment expenditure, particularly public investment, in the course of
the 1980s. Outlays on fixed investment, as recorded in the national
accounts, increased in teal terms by 63 percent between 1980/81 and
1987/88. As a share of GDP they rose from 10 percent to over 15 percent
and they have been the most dynamic element in domestic absorption -
growing more rapidly, in relative, though not absolute, terms, than
government consumption. (see Figures 4.1 and 4.2)

4.23 In the years since the Revolution public investment has become
the dominant force on the investment scene. From 67 percent of total
investment expenditure in the five years to 1978/79, public investment has
risen to 86 percent of the total in the five years ending in 1988/89.
Outlays at current prices and the shares of the public enterprises are
shown in Table 4.5 and the respective shares of the government, public
enterprises and the private sector are illustrated in Figure 4.3.

Table 4.6: PUBLIC INWESTMENT
(biM, million at current prices)

Year Total Government Public Enterprisoes P.E. Share

1980/81 698.8 886.9 862.4 61.9
1988/84 962.8 882.0 630.8 66.6
1986/86 1160.8 598.8 687.6 48.9
1986/87 1411.4 46S.8 956.1 67.7
1987/88 1678.8 528.8 1060.0 68.6
1988/89 1662.5 n.s. n.r. n.s.

Source: Annex Table 2.8 and *dff etimates
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FIGURE 4.1 Public Expenditure
at 108O/8l Prices
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FIGURE 4.2 Investment and Savings
Percentage* of GDP mp
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FIGURE 4.3 Investment and Savings
In 1979/80 Prices
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FIGURE 4.4 National Savings by Sector
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FIGURE 4.5 Fixed Investment by Sector
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4.24 Within the public sector the share of public enterprises has
increased markedly in the course of the 1980s, from 52 percent in 1980/81
to an estimated 67 percent in 1987188. Meanwhile, investment undertaken by
the central government has fallen not only relatively but also absolut ly:
it was 27 percent less in volume in 1987/88 than it had been in 1980/81.
These trends exemplify the priority which the government has given in
recent years to directly productive activities, mainly in manufacturing,
and to public utilities, at the expense of investment in infrastructure and
economic and social service provision of the kind which are financed frort
the central government's capital budget

4.25 Aggregate gross domestic savings, as measured in the national
accounts, have lagged far behind fixed investment at 2-5 percent of GDP.
The gap between domestic savings and investment - the resource gap - has
increased from under five percent of GDP in 1980/8-. to over 10 percent in
1987/88 (see Figure 4.2). National savings (domestic savings adjusted for
net interest and dividends paid abroad and for workers' remittance inflows)
have amounted to about four percent of GDP, leaving 10-11 percent of GDP,
in recent years, to be raised from external grants and loans. Some
external borrowing has been on non-concessional terms (Chapter 3). 23/
Low savings are explicable in years of drought emergency when externally
supplied relief assistance directly finances higher levels of consumption
than the economy would otherwise afford. The persistence of low levels of
domestic resource mobilization at other times calls for a more careful look
at where savings are produced and how they flow between sectors.

Table 4.6: REAL DOMESTIC SAVINGS AND INVESTMENT
(values In constant 1980/81 prices)

Year Invostment Savings

(Birr (X of (Birr (X of
mi I I Ion) GDP) mol l ion) GDP)

1974/75 814.8 10.4 s83.6 7.6
1977/78 676.1 7.6 174.0 1.9
1980/81 913.6 10.4 276.9 8.1
1988/84 1193.0 12.4 282.6 2.4
1986/86 1267.4 12.7 222.0 2.2
1987/88 1608.6 16.6 429.6 4.6
1988/89 1411.6 14.4 462.0 4.6

Source: Appendix 1, Table S. see also Figures 4.1 A 4.2.

23/ Great caution is required in handling these magnitudes. Domestic
savings are calculated as a residual; there are question marks over
the recording of imports, and thus of the trade gap, in the balance
of payments from which the resource gap is derived; in measuring
investment expenditure, outlays on house-building may be understated;
and finally, in the absence of estimates of changes in stocks,
consumption is exaggerated and savings understated in years when
stock-building takes place.
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Sources of Savings 24/

4.26 Ethiopian data make it possible to estimate the respective
contributions of the central government, the public enterprises and the
private sector to aggregate savings. It is not, however, possible to
disaggregate private savings into those of households and private
enterprises. Government savings are the excess of revenues (less receipts
from fees and charges) over government consumption outlays defined as
recurrent expenditure on wages, salaries, pensions, purchased materials and
services, interest and grants to the rest of the economy. Most of these
items feature in the recurrent budget, as the capital budget may also cover
recurrent expenditures, independent information on central government
capital formation is used to complete the picture. Public enterprise
savings are broadly their undistributed post-tax profits (less gains from
asset sales and less capital transfers received). Private sector savings
are the sum of the savings of private enterprises and the excess of
household disposable income over expenditure. They can either be estimated
as a residual from the national accounts estimate of aggregate national
savings or using other (partial) indicators.

4.27 The results of the analysis are shown in Figure 4.4. It
transpires that government savings have been significantly negative since
1982/83 - strongly so in 1982/83 when major public enterprise arrears were
paid off, and in 1984/85 and 1987/88 when there were drought and security
emergencies. In the five years to 1987/88 government dissaving has been on
average 2.5 percent of GDP. If exc'ptional years are excluded, it has been
1.5 percent of GDP. Government dissaving has occurred, despite recurrent
budget surpluses, because of large recurrent (non-investment) expenditures
in the capital budget.

4.28 Public enterprises have been substantial gross savers, despite
high tax and quasi-tax (residual surplus) payments to the government owing
to their growing depreciation allowances. Their estimated savings have
averaged 4.2 percent of GDP in the five years to 1987/88. The private
savings estimate is the least reliable. It is calculated as a residual
from national savings which is itself a residual. On this basis private
savings have amounted to five percent of GDP over the last five years.
They could well in fact have been more. The accumulation of cash and bank
deposits in the hands of the private sector (net of advances to it) alone
have amounted to 3-5 percent of GDP in the course of the period. Other
private savings will have been invested without bank intermediation, either
within households or through the well-developed system of revolving savings
and credit associations. However, any underestimation of private savings
implicit in the national accounts is likely, at least partially, to be
offset by an underestimation of private investment, especially in the
peasant and urban informal sectors.

24/ The analysis in this section is done in terms of national savings,
i.e., savings out of GNP, of which adjusted estimates are given in
Appendix 1.
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4.29 Details of these savings estimates and discussion of the
problems encountered in making them are to be found in Appendix 1.

Inter-Sectoral Flows of Funds

4.30 Data from financial sector records make it plain that the
private sector - households and enterprises combined - has had a
significant financial surplus (i.e., excess of savings over investment)
which has been mobilized through financial intermediaries and placed at the
disposal of the government and public enterprises. Both branches of the
public sector have had financial deficits, i.e,., their investment
expenditure has exceeded their savings. Net lending by the private sector
and net borrowing by the public sector in recent years is shown in Tables
4.7 and 4.8.

Table 4.7: PRIVATE SECTOR FINANCIAL SURPLUSES
(birr million, current prices)

1984/86 1986/88 1988/87 1987/88
Change In Private Sector:

- Cash holding 75.6 288.4 151.6 164.8
- Not bank deposits 181.8 228.4 869.9 109.4
- Other lending to Govt. */ 118.2 61.0 77.9 80.4

Total 826.1 617.8 699.4 854.6
to-tas X of CDP -M) *(4.8) i) (8.)

./ Enterprises' pension fund
purchases of government stock atc.

Sourco: Appendix 1, Tablo 12

Table 4.8: PUBLIC SECTOR'S NET BORROWING FROM ThE BANKING SYSTEM
(birr million, current prices)

1984/86 1986/86 1988/87 1987/88
Change In net Borrowing by:

- Government 826.4 148.5 484.5 292.6
(as % of CDP) (8.8) (1.4) (8-9) (2.5)

- Public enterprises A Coops. -184.1 121.6 897.6 615.9
(as X of GDP) (-1.4) (1.12) (8.6) (4.6)

Source: Appendix 1, Table 12

These data broadly confirm the estimates of sectoral financial surpluses
and deficits drawn from the national accounts, combined with fiscal and
enterprise accounts. Public sector mobilization of private sector
financial surpluses (3.0-5.5 percent of GDP) has been larger than gross
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4.31 Lending by the banking system to the public sector has not

closely matched the growth of the private sector's net deposits because of

the banks' ability to create and sterilize credit. For much of the 1980s

the banking system has had excess liquidity. In 1986187 and 1987/88 the

excess of banks' liquid assets over the minimum liquidity ratio (20 percent

of deposits) increased, in spite of the rapid expansion in those years of

net advances to public enterprises.

4.32 With excess liquidity in the commercial banks there has been no

crowding out of the private sector. The banks have been free to lend to

private enterprises which satisfy their strict collateral requirements.

However, institutional factors and lack of expenditure opportunities

("forced savings") have also dsmpened the. private sector's demand for

loanable funds. Meanwhile, the government has enjoyed cheap financing of

its fiscal deficit from the banking system, mainly at the expense of public

enterprises which have been discouraged from holding their liquid assets in

interest bearing accounts at the CBE and which maintain substantial demand

deposit balances. The CBE thus finds it profitable to hold Treasury bills

and bonds bearing interest at three percent and five percent respectively.

The low interest payable on government stock has helped to contain the

burden of debt service on the recurrent budget to within 10 percent of

outlays.

Maior Issues in Macroeconomic ManaRement and Domestic Resource Mobilization

4.33 In many ways the conduct of macroeconomic affairs in Ethiopia

has been strict and disciplined. The low rate of inflation in free market

prices bea.s witness to this. The most Important question is about the

sustainability of the relative stability of the economy in the context of

the shift in government policy in favor of encouraging private Investment.

Can stability based on substantial transfers of loanable funds from the

private to the public sector and on an element of 'forced saving" survive

in a vorld in which the private sector is expected to mobilize its idle

balances and borrow from the banks in order to finance business expansion?

What must happen in the public sector to control the threat of excess

demand which could well fuel the inflationary process and upset the already

distorted structure of incentives?

4.34 The present mode of non-inflationary deficit financing, which

has served Ethiopia well in the years of low growth, seems unsuitable for a

phase of expansion with a larger private sector role. It cannot be assumed

that when restraints on private expenditure are removed, monetary deepening

will continue as heretofore. Nor can it be assumed that excess liquidity

will persist in the banking system and that government borrowing from the

banks can continue on the present scale with so little multiplier effect in

terms of bank credit to the economy. The strong implication, therefore, is

that the reorientation of policy towards the private sector will require a

fall in the domestically financed fiscal deficit.

4.35 Analogously, the non-government public sector should restrain

its demand for bank credit (by improving its repayment performance on past
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loans) so as to make room for more lending to the private sector within the
overall envelope of non-inflationary domestic credit expansion.

4.36 Reducing the fiscal deficit by increasing revenues will not be
easy because there is an element of unsustainability in the revenue
performance of recent years. In 1987188 there were exceptionally large
transters of residual surplus from the banks; in 1988/89 there has been an
exceptional levy on incomes and turnover for the defense of the motherland.
Moreover, there is a strong case, in the context of a policy of stimulating
the private sector, for reducing the marginal rate of income tax, reducing
the surcharges on own exchange imports, eliminating the transactions tax on
exporLs and improving import duty drawback arrangements for exporters. In
the medium-to-lung term lower marginal rates of income tax should broaden
the tax base and increase revenues. However, in the short term there is a
chance that these reforms could reduce the revenue yield, unless
accompanied by strengthened revenue administration.

4.37 The burden of fiscal deficit reduction should therefore fall on
the expenditure side. Here, the biggest contribution can, eventually be
made by reducing security-related outlays. Other recurrent expenditures
will be hard to cut; indeed, there is a case for increasing spending on
basic economic and social services whose provision remains well below need
and long-established wage and salary scales need review to restore eroded
work incentives. Capital expenditure plan; have already been repeatedly
revised by the government in order to preserve macroeconomic balance.
Further revisions appear desirable to eliminate projects with low
prospective rates of return and non-investment outlays without clear
development benefit.

4.38 Fiscal adjustments along these lines would have an automat_..cally
beneficial effect on measured domestic savings. Central government
dissaving could be eliminated and the savings/GDP ratio could rise thereby
by 2-3 percent.
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CHAPTER 5

POPULATION. FOOD AND FOOD SECURITY

5.01 Comprehensive consideration of the constraints on and resources
for long-term growth in Ethiopia lies beyond the scope of this report.
However, the linked issues of food security and population growth are
topical because they are receiving close government attention. The
intention oi the present chapter is to highlight some of the problems and
current government responses in these two matters.

5.02 Previous chapters have described the principal causes of
Ethiopia's economic stagnation, including very serious climatic shocks;
institutional arrangements; investment, pricing, distribution and exchange
rate policies and inadequate economic and social services and
infrastructure. Agriculture, the sector -i.;ich most needed to be vigorous
if the economy were to expand, has suffereo the most circumstances and
grown well below the rate of population increase. Grain output is no
higher than at the start of the decade. The population, meanwhile, has
been expanding at a rate which adds one third to population size with each
passing decade - over 11 million in the last ten years.

5.03 Among the consequences of these developments have been
Ethiopia's failure to meet its human resource development needs adequately
and a mounting food crisis which has persisted long after the catastrophic
drought of the mid 1980s. Despite a dramatic increase in grain imports,
per capita food availability has fallen and, with it, presumably,
nutritional standardts. The flow of food between surplus and deficit areas
is inhibited by institutional factors and physical shortages of transport
equipment, worsening the effects of food shortages in deficit areas on
nutrition. Public commercial food distribution has so far played only a
bridging role in food security, leaving it to mostly externally financed
relief operations coordinated by the Relief and Rehabilitation Commission
(RRC). However, new policies on drought preparedness and food security are
now being forged which will widen the role of the public authorities in
disaster prevention and which will call into question some of the
principles on which public food distribution has operated hitherto.

Food Supply and Food Availability

5.04 As seen in Chapter 2, the production of cereals and pulses in
1988/89 was around 7.5 millions tons, approximately equal to the level of
.979180 and 1982/83. So, with a larger population and despite higher
imports - including food-for-work project imports - per capita food
availability has declined.

5.05 This is exemplified in Table 5.1 which shows that after allowing
for seed and post harvest losses, per capita consumption at the start of
the decade was 178.8 kg - equivalents to 1,728 calories of nutrients per
day or 82 percent of the recommended norm of 2,100 calories. In the more
recent, three year period 1986/87 to 1988/89, the estimate of average per
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capita availability has fallen to 163.9 kg per annum, equivalent to 1584
calories per day, or 75 percent of the recommended norm.

Table 6 1: FOOD AVAILABILITY (CEREALS AND EQUIVALENT)
(thousand tons - annual averages)

1979/80 1988/87
to to

1981/82 1988/89

- Domestic Production 6891 6942
- Loss 16 X seed A losses -1004 -1041
- Plus root crops, milk 885 a68
- Plus cereal imports 290 902
- Less exports of pulses -82 -10
- TOTAL AVAILABILITY 68o0 7646

- Population (millions) 88.2 46.6
- Per Capita Availeblllty (kg) 178.8 163.9
- Percentage of nutritional/

norm 82X 76X

Source: Annex Table 7.9

Both three year time periods include years of exceptionally good harvests
(1979/80 and 1988/89) and years of partial harvest failure (1981/82 and
1987/88).

5.06 Figures for average food availability are a poor indicator of
nutritional standards which are primarily a function of the distribution of
income and income-earning assets. There is no satisfactory time series
data on nutrition permitting comparison of the situations at the bpi±nning
and end of the decade. However, non-governmental organizations ,iorking in
relief operations in many rural areas record chronic child malnutrition in
up to 20-30 percent of the 1-5 age group. The situation is particularly
serious in remote areas, especially areas of overall food deficit and in
the valleys at the edge of the Highland massif. In all probability, and
despite the diligent efforts of relief agencieu since the 1984 famine
emergency, the nutritional situation has deteriorated. This conclusion
would be consonant with other evidence of rural impoverishment,
particularly among female-headed households.

5.07 The agenda for reversing the decline in nutritional standards is
a long-term one, identical in most respects to the one for achieving
sustained agricultural development and employment growth. As household
incomes rise, undernutrition will fall. Long-term food security requires
income growth which in turn requires economic development. In the short-
medium term, however, food policy must also cover a range of palliatives,
partial remedies and measures to protect those who are already vulnerable
from the effects of adverse climatic or other causes of loss of income.
Food pc&icy shoulq also cover any eeonomic rigidities.and distortions which
unnecessarily worsen the food supply situation for vulnerable groups and
which can be removed by administrative action. In Ethiopia, there are
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rigidities in the field of trade in, and transport of, food which may
aggravate supply shortages. These are reviewed in the following
paragraphs.

Food Trade and Transport

5.08 Chapter 2 showed how internal trade in domestically produced
food has a dual structure. Public procurement and distribution agencies,
principally the Agricultural Marketing Corporation, buy 500-600,000 tons
p.a. of cereals, pulses and oilseeds - of which 40-50 percent comes from
the state farms and imports and the remainder from peasants, through their
peasant associations and cooperatives, and from private traders. Publicly
procured food is distributed to the army, schools, hospitals and to the
urban -esidents' associations (kebeles") which retail it through their
ration shops. When domestic procurement is insufficient, the AMC arranges
commer:cial food imports to augment supplies for this clientele. Its
imports have averaged 117,000 tons p.a. over the last ten years. The
remaining domestic marketable surplus is both procured and marketed by
private traders. There is no accurate estimate of the total marketed
surplus but it is believed to be of the order of 1.5 million tons p.a.
Private trade, much of which is very local, but which encompasses the
supply of the large Addis Ababa free market, handles, therefore, some two-
Lhirds of total marketed domestic output.

5.09 Since the famine of 1984/85 a third channel of distribution has
become very active, namely that of emergency relief. Emergency food aid
supplies are paid for by the World Food Program, donor governments and
organizations and voluntary agencies; they are coordinated by the Relief
and Rehabilitation Commission; and they are dispensed with the assistance
of voluntary agencies working in Ethiopia. Virtually all emergency food
aid goes for free distribution to the inhabitants of drought-affected
areas. Another relief channel has been opened in more recent times to
provide imported food for Sudanese and Somali refugees. These now number
650-700,000. Food for refugees is not distinguished in the data from
regular food aid but is thought be flowing into the country at an annual
rate of about 100,000 tons.

5.10 Though there is in principle little mingling of the various
distribution channels, the Agricultural Marketing Corporation often
receives more maize than public distribution channels require. There were
exceptionally large deliveries of maize in 1986/87 and 1987/88 from parts
of Western Ethiopia, and the AMC was required to support a collapsing
market price. The AMC swaps its maize surpluses for wheat imported into
the country through emergency food aid. In this way, commercial wheat
imports were reduced and maize was distributed as emergency food aid.

5.11 Table 5.2. shows the approximate level of annual average flows
through these various channels over four recent years. It also illustrates
the functionally specialized features of food distribution in Ethiopia.
Total imports have, in these years, amounted to a little over one third of
publicly and privately distributed food; Food aid imports were 85percent
of total imports. Commercial imports supplied 25 percent of the food
entering non-relief public distribution channels; they have been used
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exclusively to supplement domestic public procurement and have not
augmented relief supplies.

Table 6.2: FOODGRAIN DISTRIBUTION IN PUBLIC AND PRIVATE CHANNELS (1984/8S TO 1988/89)
(ttiousand tons - annual averages)

SOURCES OF SUPPLY

Private Public Couarcial Regular Emergency
Proc't ProcWt Impo Food aid Food aid Total

USERS

Private consumers 1260 1260

Government 71 71

Urban kebeles 260 260

Flour mills I/ 120 60 . 280

Relief recipients 682 682

Food-for-work
(. refugees) 202 202

Exports 21 21

TOTAL 1250 462 160 202 682 2766

pj Approximately one-third of wheat flour Is distributed to government institutions,
with the remainder going to private bakeries and for sale in urban arear..

Source: Annex Table 7.6, WFP Shipping Bulletins and Staff estimates.

5.12 Rigidities occur also in the private marketirg of food which is
often sorely hampered by transport difficulties and which remains subject
to government licensing and control. Although private traders in the main
surplus producing areas of Shoa, Arssi and Gojjam have been licensed fairly
liberally since they were once again permitted to trade in cereals in
January 1988 25/, and although they are now authorized to transport grain
between administrative regions, there remain large differences between the
free market prices of the principal foodstuffs in the different regions of
the country. In April 1989, the range in average prices for teff went from
birr 61/quintal in Gojjam to birr 134/quintal in Illubabor, for wheat from
birr 58/quintal in Arssi to birr 92/quintal in Keffa and for horile beans
from birr 66/quintal in Wollo to birr 150/quintal in Keffa. The inter-
regional variance in prices, which increased somewhat for teff and maize in
the aftermath of the 1984/85 drought, has not been seriously eroded for
teff and beans by the liberalization of marketing in 1988. The coefficient
of variation for wheat and, to a lesser extent maize, was sharply lower in

25/ Before January iiJ8, there were 593 licensed wholesalers in Shoa and
none in Gojjam and Arssi. Since then 543 new traders' licenses have
been issued in the three regions and 395 in the rest of the country.
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Table 5.8: INTERREGIONAL RURAL FREE MARKET PRICE VARIATIONS

Ranc (loweat7highest) Coefficient of Variation
(ratio)

Mixed Teff: Feb-Apr 1968 1:2.29 0.22
Feb-Apr 198S 1:2.68 0.24
Feb-Apr 1989 1:2.20 0.21

Mixed Wheat: Feb-Apr 1983 1:2.68 0.28
Feb-Apr 1986 1:2.8a 0.23
Feb-Apr 1989 1:1.59 0.14

Maize: Feb-Apr 1988 1:2.08 0.21
Feb-Apr 1988 1:1.90 0.23
Feb-Apr 1989 1:2.17 0.18

Horse Beans: Feb-Apr 1983 1:2.84 0.31
Feb-Apr 1988 1:2.24 0.24
Feb-Apr 1989 1:2.27 0.26

Source: Annex Table 7.10

1989 than in earlier years perhaps because of the temporary effect of relief
food aid on local market prices as well as because of the reduction of market
imperfections; other produce were not affected in the same way.

There has been subsequent evidence of simultaneous decline in open market
grain prices in Addis Ababa in mid-1989 and of increases in market centers in
surplus producing areas. This pattern is consistent with a lessening of
restraints on the free movement of grain. Nevertheless, the observed
differences in average regional market prices are much higher than warranted
by the costs of tray sport and handling between surplus and deficit areas, even
given the sparse network of modern transport facilities in rural Ethiopia.
There must therefore be other explanations.

5.13 The most likely causes of the low degree of integration of reoional
food markets are physical shortages of vehicles available to private traders
and tight regulation of road haulage. Though the majority of the transport
fleet is in private hands, the fleet is mostly very old (average age of 13.5
years) and suffers from low availability because of shortages of spare parts.
Haulage rates are controlled, though only on trunk routes, and tariffs have
not been increased since 1981. It is not financially viable for hauliers to
offer their vehicles for hire on certain routes at current tariffs. Neither
are the tariffs high enough to make it profitable for hauliers to import
vehicles under franco valuta arrangements to hire out as common carriers.
Furthermore, all movements of goods by road are subject to individual
authorization by the Ethiopian Freight Transport Corporation, the public
enterprise operating in the road haulage sector. This procedure is
bureaucratic and time-consuming, though authority is freely given to licensed
hauliers so long as there is evidence that the traders whose cargo is to be
carried have sold to the AMC, at its price, an equivalent quantity of grain.
In this way the AMC is sure of being offered its statutory half-share of the
grain which private traders procure.
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5.14 The net effect of these factors, and of physical shortages of
transport, is that less grain moves between surplus and deficit areas than is
necessary to reduce inter-regional price differentials to the level of
transport costs. The impediment to grain movement has the further effect of
reducing the farmgate price offered by traders to farmers in surplus areas
below the level which would be obtained in a fully integrated free market.
This, in turn, depresses farmer incentives and so reduces the volume of
marketed grain.

5.15 An alternative way of managing food imports and domestic trade
would permit greater pez-ipahlity between distribution channels. The domestic
market would be integrated, with price differentials from place to place
reduced by competitive pressures to the costs of handling and transport.
Imports, when required, would swell the pool of food available on the domestic
market, preventing market prices from reaching excessive levels in times of
scarcity. Imported food, whether or not procured by the government, would be
marketed through the same competitive channels as domestic produce. The
government would buy food for its agencies at the market price. It might also
intervene to stabilize prices within a determined range by holding carry-over
stocks, which would be built up in times of plenty and low market prices, and
released in times of dearth. Emergency relief food, including supplies from
the food security reserve would continue to be handled as present. However,
with an integrated market and public stocks held for stabilization purposes,
it would be easier than at present to turn over the food security reserve, and
to augment emergency supplies from other local sotrceG.

Policies on Food Security and Drought Preparedness

5.16 A longer term policy on food security and nutrition is being
forged which will build on and develop current initiatives to increase the
marketable surplus of food. Since 1987 the government has been pursuing, with
the aid of donors, a program to raise the peasant sector's marketed surplus.
To this end, a series of peasant agricultural development projects has been
located in the main surplus producing areas of the country. The focus of
attention has been on 7.5 million ha in 227 woredas in Shoa, Gojjam and Arssi
- of which 173 are in field crop production and 54 specialize in coffee. The
policy consists of concentrating extension agents on these districts, of
importing more fertilizer for use by peasant farmers within them and of
improving the mechanics of fertilizer and other input supply.

5.17 In the future these initiatives are likely to continue on an
expanded scale. They should be accompanied by policy measures to improve
incentives for both the production of agricultural produce and trade in inputs
and produce which will build on the steps to increase farmgate prices for
sales to AMC and to liberalize agricultural trade taken in January 1988. Ways
are being sought to confer security of tenure on peasant farmers - perhaps in
the form of leaseholds, with longer leases for the cultivators of more
difficult terrain. Farmers may also acquire rights over the trees which they
plant. In future, under donor-supported projects for soil and water
conservation, it is envisaged that there should be incentives and
institutional support for individual farmers to undertake conservation
measures and also expanded programs of physical soil and water conservation
works to be undertaken by government agencies. This approach is based on the
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recommendations of the Highland Reclamation Study of 1984 - a comprehensive
review of the problems of land degradation undertaken by the Ministry of
Agriculture and FAO.

5.18 Whereas food security policies are being designed to promote
production and marketing, there are to be other, complementary, policies on
disaster preparedness and prevention. Ethiopia will continue to be subject to
the vagaries of the climate and droughts will reeur. As incomes are low and
livelihoods precarious, climatic disasters will cuntinue to threaten
widespread human suffering. This can be mitigated and abbreviated if the
public authorities have sound early warning, relief and rehabilitation
procedures. Since its establishment after the 1974 famine the Relief and
Rehabilitation Commission has operated an early warning system based on
rainfall records, prices and market availability, has made regular assessments
of relief requirements and has coordinated donor activities. In the early
1980s it sought to constitute a food security reserve. By the time of its
appeal for large scale emergency assistance in November 1987, the RRC had
built up a reserve of some 92,000 tons of which the government had provided
50,000 tons, with the remainder coming from donors. Some 32,000 tons were
used to meet emergency needs in 1987/88, leaving a current emergency stock
level of a little over 61,000 tons.

5.19 The government's proposed drought preparedness strategy consists of
increasing the size of the food security reserve to a level of about 200.000
tons - sufficient to meet the country's emergency needs for a period of at
least four months on an 80 percent probability basis - and of a range of other
measures to mitigate the effects of drought on the incomes of the affecte.
population. These include improved early warning, the preparation, on a
stand-by basis, of food-for-work projects, contingency plans to confer
executive authority on local officials in the event of emergencies and advance
contingency planning for fairer and more reliable food distribution, for the
distribution of medical supplies, for opening cattle camps for the protection
of livestock from the effects of drought and for opening subsidized retail
food shops in rural areas. The strategy also proposes to promote improved
water harvesting and storage techniques in rural areas and to constitute seed
banks to accelerate the revival of cultivation in the aftermath of drought.

5.20 These sound proposals show that many lessons have been learned from
the famine of 1984/85. Already, in 1987/88, many of these lessons were
applied, with the assistance of relief aid donors, with the result that famine
conditions were avoided - outside the zone of insecurity in the North - and
that cultivation revived rapidly, with the return of normal rains, in areas
affected by rainfall failure. Most elements in the strategy, however, require
further detailed study before they can be given operational effect.

Outstanding Issues in Food Security

5.21 Insofar as achieving food security involves increasing the volume
of marketed food surpluses, many of the necessary measures are being taken or
are contemplated. The government's present policy is to place more emphasis
on investment, input supply and agricultural support services to individual
peasant farmers, to compensate them for loss of land if they are displaced, to
enable produce cooperatives to be formed and to endow them with security of
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tenure for a term of years, and possibly also on a renewable and inheritable
basis. Marketing has been partially liberalized and there is an understanding
that official procurement prices will be reviewed regularly so that they fully
cover production costs. There is to be a renewed endeavor to promote soil and
water conservation and afforestation.

5.22 Despite these hopeful signs, there remain a number of policy areas
where further action would be helpful. Deregulating and facilitating private
transport in rural areas deserves high priority. With a more abundant supply
of transport facilities, the present lack of market integration would be
eroded, the meager supply of incentive goods and privately provided farm
inputs in rural areas would improve, and private traders would offer farmers
higher !arm-gate prices for their surplus produce. The (recently diminishing)
role of AMC and the level of official procurement prices relative to market
prices could, with benefit, be reconsidered. Though there is no objection in
principle to taxing farm incomes, the system of low-priced quotas for
compulsory delivery to the state is only non-disincentive so long as the
quotas are modest enough to allow farmers to sell a good part of their
surpluses on the free market and so long as their administration is smooth and
uncontentious. The earlier top-down and occasionally arbitrary a'pproach to
fixing quotas was replaced in January 1988 by a less authoritarian one which
requires extensive and time-consuming debate at all levels of regional and
local administration and in the agricultural support services. The AMC would
play a more effective role in integrating markets and in ensuring the country-
wide availability of food if it were to relinquish its role of procurement on
behalf of government and urban-based institutions and if it were to
concentrate on smoothing market supply by buying in the open market at times
and in places of glut and selling at times and in places of scarcity.

5.23 Present policies pay less attention to achieving food security in
the deficit areas where anecdotal evidence su,gests that chronic
undernutrition is worst. Major problems in these areas are degraded soils,
overgrazing and the lack of non-agricultural sources of livelihood for their
populations. In some instances the populations of these areas should be
encouraged to seek employment elsewhere in the country. The policy of
resettlement, to date, has been an expensive and cost-ineffective way of
providing people with ways of making a better living. A significant
percentage of settlers are believed to have deserted their settlements.
Alternative approaches to restoring labor mobility should be pursued,
preferably ones which avoid the danger of excessive urbanization.

5.24 The government's proposals for disaster preparedness owe much to
its experiences in coping with the droughts of the 1980s. They are
comprehensive, including plans for assistance with rehabilitation as well as
arrangements for coping more effectively with relief needs. Their
effectiveness in pr._ctice will depend much on the flexibility with which
contingency plans are put into effect and with which relief resources, which
are to be decentralized and situated in drought-prone areas, are mobilized for
concentration in the areas of greatest need. The proposals are, so far,
uncosted, and could require sizeable budgetary provision, both for the initial
creation of stocks and for their subsequent rotation and management. It is
intended that aid donors w!11 make the major contribution to the capital and
running costs. This may involve the government in a campaign of confidence
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building among members of the donor community for some of whom it is
budgetarily easier to contribute food aid for immediate disaster relief than
it is to commit funds for disaster prevention. The government should also be
ready itself to finance some of the running costs of the system which it
proposes to set up.

Population Policies and Programs

5.25 The government is well aware of the need to act to restrain
fertility as an essential condition for improving long term food security and
for attaining its long term objectives in human resource development. It does
not yet have a formal population policy. However a number of measures which
impact on population have been introduced. The consequences of rapid
population growth are faced in both the Ten Year Perspective and Three Year
Development Pians and the government now recognizes the need for a
comprehensive population plan. In July 1989, in order to mobilize support for
a national population policy, it organized a population conference which
involved senior officials from a number of key government agencies. A draft
national population policy has been developed and is currently awaiting
legislative approval.

5.26 Current population-related policies include the strengthening and
expansion of Maternal and Child Health and Family Planning (MCH/FP) services.
While a number of steps have been taken, these remain inadequate both in terms
of coverage and quality. In 1987 the contraceptive prevalence rate was
estimated to be only about 2.1 percent. Lack of infrastructure, trained
personnel and supplies are the main reasons for the low levels of
contraception. A number of policies and programs that affect the role and
status of women have also been introduced. This has been done through the
creation of Women's Associations in both urban and rural communities, adult
literacy programs, discouragement of early marriages and provision of day care
facilities for children of working women. In addition a number of pilot
programs in the Ministries of Education, Information and Labor have been
financed by UNFPA. These efforts represent a start in the development of a
national population program.

5.27 Outside the government, the Family Guidance Association o_
Ethiopia, an IPPF-affiliated NGO, provides most of the training in family
planning and has been developing information materials. Though of good
quality, the Association's efforts are exceedingly small.

5.28 Though promising efforts have been made in the development of a
population program much needs to be done in order to have an impact in the
next few years. Substantial strengthening of the MCH/FP program so as to
rapidly increase access to services is an urgent requirement. At the same
time there is need to expand information programs and to ensure that supplies
are freely available. The main constraint is resources - both financial and
manpower. The challenge for Ethiopia and the donor community is to pro7ide
the needed resources so that an effective program can be developed.
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PART II : POLICIES AND INSTITUTIONS FOR ECONOMIC RECOVERY

1. In Part I, this report has identified the main proximate causes
of Ethiopia's low economic growth in the 1980s, viz the failure of
agriculture to grow, poor export performance and the worsening shortage of
foreign exchange which, in turn, caused the volume of general imports into
the economy to be reduced. Part I has also discussed the major
consequences, such as the widening resource gap, the increased recourse to
food imports even in years of good rainfall and - given the government's
expenditure commitments - the growing fiscal burden and the rapid
escalation of external debt service obligations.

2. Standing behind the proximate causes of low growth have been
institutional and policy factors whlich have lessened incentives, aggravated
supply-side rigidities, diminished the volume of domestic savings and
reduced the return on investment below potential. The narrative in Part I
has pin-pointed the adverse consequences of, inter alia, restrictions on
private trade and investment, high direct taxes and discriminatory indirect
taxes, peasant farmers' lack of security of tenure and low road haulage
tariffs. It has also shown how, in striving for wage and price stability,
the Ethiopian authorities have eschewed use of the price mechanism to
transmit economic information about costs, scarcities and opportunities in
the planned sector of the economy. In the resulting interlocking system of
administered public sector prices - including the fixed exchange rate - the
main losers have been the peasant farmers who have received prices for
their crop quotas which have fallen in terms of the free market prices of
the necessities which they purchase. Price controls have also engendered
shortages in the public distribution network and, with some parallel market
prices 3-5 times as high as the official ones, abundant arbitrage
opportunities.

3. Other features of the economic environment deserve brief mpntion
in this context. They include the direction of professional and technical
manpower leading to inefficiencies in the allocation of professional staff;
the high degree of job protection conferred by labor laws which leads to
relative labor immobility and overstaffing in public enterprises; the
preference for green-field projects which has contributed to low rates of
return on public investment; and the interposition of state trading
entities between suppliers and buyers which has impeded normal flows of
information on prices, availabilities and demand.

4. These sources of rigidity and disincentive have arisen only
partly as a result of the past policy of favoring the development of the
socialized sector at the expense of the private sector. For the most part,
these features have come into existence as inadvertent by-products of a
policy of planned ecoaomic development intended to achieve the laudable
goals of faster growth, greater food security and the alleviation of social
problems through the enlargement of the country's physical productive
capacity, natural resource conservation, human resource development and the
growth of foreign trade. The essential problem has been that, though
material incentives have been recognized, the desire to achieve physical



- 81 -

targets has tended to override the logic of price signals and market forces
in resource allocation.

5. The policy and institutional factors which have been the focus
of attention in Part I b.ve overlain and exacerbated the basic structural
obstacles to development in Ethiopia - a fast growing population, drought-
proneness, environmental deterioration, backward agricultural technology,
poor infrastructure - and the inadequacy of resources for development
which, in turn has been aggravated by war, drought and the low level of
domestic and external resource mobilization.

6. Now, after profound and intensive policy review, the government
has recognized the inadequacies of past economic performance and the causal
role therein of at least some of these facets of the policy environment.
Part II is devoted to presenting the government's analysis and explaining
and assessing those elements of its pnlicy reform agenda which have so far
become public knowledge (Chapter 6, Section A). The government has, in the
aftermath of the Ninth Plenum of the Central Committee of the Workers'
Party of Ethiopia, embarked on an impressive legislative program which is
still being elaborated and on which it is premature to pass judgement. For
completeness therefore, Part II concludes (Chapter 6, Section B) with a
statement of those other elements which, in the opinion of the Bank staff,
should feature in a comprehensive program of stabilization and policy
adjustment capable of engendering sustained economic revival. This
program's chances of success would be greatly enhanced if there were a
Opeace dividend", i.e. a fall in security-related public expenditure.
Without this, the goal of effective stabilization is likely to be elusive.
The success of the peace process begun in June 1989 is thus crucial to the
long term recovery of the economy and to the strengthening of defenses
against the ravages of episodic droughts.
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CHAPTER 6

POLICY REFORM AGENDA

A. The Government's New Policies

6.01 The Government of Ethiopia is conscious of the shortcomings of
economic performance described in Part I and has decided to adjust the
framework of economic institutions and policies so as to accelerate growth
and to arrest the decline in per capita income. In his address to the
Ninth Plenary Session of the Central Committee of the Workers' Party of
Ethiopia held in November 1988, President Mengistu painted a very frank and
critical picture of economic developments in the period since the Ten Year
Perspective Plan came into force in 1984/85. While noting achievements in
the social sector, especially education, the President highlighted the
stagnation of agriculture, despite heavy investment in the sector and the
growth of agricultural support ser ices, and the consequential increase in
food imports. The President's repurt also offered explanations for low
investment in Ethiopia and for the private sector's lackluster performance.
It heralded a wide range of measures designed to improve incentives for the
peasant sector and other parts of the private sector to invest and to
produce more and of steps to enhance the efficiency and to improve
incentives in the public sector.

Analysis

6.02 In the analytical part of his report, the President offered the
following candid explanations for Ethiopia's poor growth performance:

- State policies have discouraged the private sector and
undermined its confidence, leading to an underutilization of
its human and physical productive capacities and inhibiting
the mobilization of private savings. Despite official
endeavors, the public sector has not become a satisfactory
alternative source of supply of basic consumer goods, of
which there are consequently serious shortages.

- In agriculture, very slow growth cannot be laid at the door
of droughts nor of a poor endowment in land and water
resources. The strategy of promoting large-scale farming in
the socialized sector has given disappointing results. The
government has not adequately recognizee. the scope for, nor
pursued policies conducive to, growth in traditional peasant
farming. The tenurial system in Peasant Associations has
discouraged on-farm development and conservation.

- Exports have stagnated in value, basically because of the
economy's weak supply side, especially in agriculture.
Export diversification has been frustrated by various
factors, includirg increasing costs of production, which
have made it necessary to subsidize ecports.
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- The central plan has not effectively guided the economy - it
has been primarily a public sector budget. Neither has the
government had a coherent view of the role and function of
market forces in the economy.

- There has been poor management, waste and inefficiency in
state enterprises and costs have been excessively high in
the state trading corporations. The prevailing principles
governing state enterprise management and supervision and
the remuneration of the labor force has given poor
incentl'see for productivity growth and economy in the use of
resources.

- Investment expenditure has not been sufficiently productive:
it has not sought to make existing capacity fully productive
and there have been serious delays in the construction of
new projects.

- A major constraint on growth has been finance for investment
whose availability has been reduced by high and rising
recurrent expenditure, including the heavy burden of defence
expenditure.

In many respects this diag0osis is coincident with the assessment made in
Part I above and summArized in the preamble to Part II of this report,
though there are some differences of emphasis and perspective. It is on
the strength of this diagnosis that the Ethiopian government has been
elaborating an agenda of economic reforms with a strong accent on
encouraging the revival of peasant agriculture and the private sector.

6.03 In its Ninth Plenum Resolution and subsequently the Central
Committee has endorsed some important principles for the futare structure
and management of the economy. First, it has affirmed that Ethiopia has a
mixed economy in which the public, private and cooperative sectors all
have roles to play. The role of the private sector, which contributes well
over half of GDP, is acknowledged in particular. Second, there is
recognition of the role of the market, as well as of the Plan, in the
allocation of resources and in determining the structure of output. Third,
in their choice of the institutions and agencies through which they will
work to promote faster growth, the authorities will be pragmatic and will
be guided by considerations of efficiency.

The Government's Proposals

6.04 The government's economic policy is undergoing a precess of
evolution, as general guidelines are subjected to detailed study before
beirng translated into concrete legislative or regulatory form. It is not
therefore possible to make a comprehensive and exhaustive statement of the
policy agenda. However, the following paragraphs set down in summary form
the policy intentions which have been publicly known and discusses the
contribution which they are likely to make to the revival of Ethiopia's
economic fortunes. Many of the measures under consideration have wide
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policy ramifications and require careful technical preparation. No
prognosis is offered of the timing of their implementation, but early and
comprehensive action is required if there is to be the qualitative change
in the framework of incentives and in the climate of confidence witich are
prerequisites for vigorous and sustained revival.

Policies for Peasant Agriculture

6.05 The government recognizes that individual peasant agriculture is
bound to persist for many years in Ethiopia and that there is significant
scope for productivity increase using traditional technologies within this
mode of production. Opportunities and incentives for adopting the
necessary improvements in farm operations must therefore be provided. A
modest initial step in this direction was taken in January 1988 when, after
eight years in which official procurement prices had remained unaltered.
the producer prices paid by the Agricultural Marketing Corporation for
cereals and other field crops were raised by an average of 7.7 percent.
At the same time the AMC reduced the crop quotas which Peasant Associations
are required to procure and reverted to relying more heavily on private
tradets to deliver them. Private trade in cereals was restored in the
regions of Arssi and Gojjam, and those parts of Shoa where it had earlier
been prohibited, and restrictions on inter-regional movements by traders
were lifted. The consequences of these changes are still being assessed
but the average farm-gate prices received by peasant farmers for their
surplus crops are understood to have increased by more than the mcdest
increase in the AMC procurement price. Official procurement prices will
henceforth be kept under constant review by the Price Studies and Policy
Institute which will recommend further increases as neeaea to preserve real
returns to peasant farmers.

6.06 The government intends to continue to encourage the formation of
producer cooperatives, concentrating first and foremost on the agricultural
surplus producing areas. However, it will insist that such cooperatives
should only come into being on a voluntary basis and in circumstances where
it is clearly in the interest of the farmers involved, for example where
there may be economies of scale in the joint exploitation of irrigation
potential.

6.07 In coffee marketing, policies have, in 1988/89, been pursuing a
broadly parallel course. The Coffee Marketing Corporation has increased
the margins and transport allowances which it pays to its primary
procurement agents and has ensured that some of the benefit is passed to
the producers by removing agents' discretion over the rate at which the
procurement price for green beans is converted into the price paid for
"cherry" coffee. In 34 coffee growing awrajas, peasant farmers have been
relieved of any obligation to supply grain quotas to the AMC. Thanks to
these incentives, and with the assistance of better weather, the
proaurement of coffee for export in 1988/89 has been some 26,400 tons (31
percent) higher than in the previous year and now approximates to its
historic peak. In Lecent months the government has moved swiftly to offset
the 40 percent fall in coffee export prices by reducing the incidence of
the coffee export surtax at lower price levels and by introducing an export
subsidy which will prevent the producer price from falling below birr
2.26/kg (Chapter 3). It has also taken the important step of reintroducing
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wholesale auctions for coffee. This will have the effect of increasing che
share of coffee exports handled by private traders who are expected to earn
quality premia, so increasing average export unit values.

6.08 The government wants peasant farmers to intensify their
operat'.ons, using more fertilizer, pesticide and improved seed, and
carrying out on-farm improvements including conservation works, fuel-wood
plantation and minor irrigation. It is considering ways to make peasant
households into long leaseholders, with security of individual tenure.
The Land Reform Proclamation of 1975 provided farm households with access
to land for cultivation, but not permanence of tenure thereof. The
government also intends that, to facilitate on-farm investment, there
should be some minimum holding size beyond which land will not be
fragmented. Where fragmentation has proceeded beyond this point there may
be expropriation, but henceforth with proper compensation for improvements.
The modalities of implementation of these bold intentions are still being
worked out, including the question of whether peasant holdings will be
transmissible from one generation to the next. One important component of
the reforms under consideration is that peasant farmers may be allowed the
usufruct of the trees which they plant and the right to sell fuel-wood
freely, including in urban areas. This would confer major benefits in the
tree-crop sector, particularly in coffee where the demand for seedlings has
grown substantially in recent months.

6.09 One imp"tcation of altering peasant land tenure is that
landless rural households will emerge who will require off-farm employment
for their livelihood. The government has decided in principle to legali 4 e
the hiring of rural labor by cooperatives and the private sector - which
had been abolished at the Revolution. Cooperatives are eypected to create
jobs through investment in agro-processing and the promotion of rural
crafts. The government's other policy instrument for coping with
landlessness - one provided for in its National Food and Nutrition Strategy
- is the new facility for easing voluntary migration of the rural
population to less densely populated areas and for its absorption into
existing administrative structures.

Policies for the Domestic Private Sector

6.10 Since the Revolution and the nationalizations which followed,
the domestic private sector has been subject to restrictions on investment,
business diversification and forms of ownership (Chapter 2). The
government has now decided to relax these restrictions. A decree 26/ of
July 1989 on small scale industries increased the limit on fixed assets
from birt 0.5 million to birr 2 million (birr 4 million for partnerships
and it's corporate enterprises), made the licensing of industrial
businesses automatic, and permitted private investment in all industrial
sectors. It also permitted ownership under limited liability and the
formation of share companies, whereas previously small scale entrepreneurs
could only be proprietors or partners with unlimited liability. A

26/ No. 9/1989.
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contemporaneous decree 27/ relates to private investment in hotels and
tourism. Investment will be allowed in this sector up to a limit of birr 3
mill on for individuals, or birr 6 million in the case of partnerships and
companies. Henceforth, private enterprises in both manufacturing and
tourism will, like the public sectors, be exempt from import duties on
capital goods and construction materials.

6.11 The third economic reform decree so far published 28/
relates to Joint Ventures. It implies that private resident Ethiopians and
cooperatives will be allowed to hold shares without limit in locally
registered joint venture companies and to form such companies with foreign
investors, subject to minimal government participation, in all sectors.
However, participation in electricity, water supply, transport,
communications, banking, insurance and retail trade requires the prior
consent of the Council of Ministers.

6.12 Other expected legislation will grant permission to private
local investors to acquire Ovirgin" agricultural land in specified
locations for the purposes of commercial agriculture. In addition,
individual households which at present rent their accommodation from the
government are to be allowed to purchase their houses and will be
encouraged to do so with long-term mortgages from che Housing and Savings
Bank - a move which will in time greatly enlarge the private housing
market. (Households grouped in cooperatives are already allowed to apply
for licenses for private house construction). The possibility of
reestablishing a private hotlising market, free from price control, is under
review.

6.13 These reforms amount to a major revision of the regulatory
framework within which the domestic private sector operates and open
extensive prospects of potentially profitable private investment. The
lengthy delays for applicaats for industrial licenses awaiting feasibility
studies and subsequent approval by the licensing authority, HASIDA 29/,
will disappear because prior studies will no longer be required before
licenses are issued. The promotional functions of HASIDA are to be carried
out in the Ministry of Industry under the authority of a Vice Minister.
There is believed to be in Ethiopia substantial mercantile capital which
can and will be invested in the production of commodities and services if
prospective financial returns are satisfactory and if investors are
confident about the legal and business environment. Alreadv, in the months
of July-October 1989,there have been some 300 new applications to HASIDA
for industrial licenses, almost as many as the 355 small-scale industrial
projects licensed in the previous seven years.

27/ No. 10/1989.

28/ No. 11/1989.

29/ Handicraft and Small Industry Development Authority.
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Policies for Foreign Investment

6.14 Since the 1983 Joint Venrure Establishment Proclamation Ethiopia
has sought tc encourage foreign investors to take part in projects in
collaboration with public enterprises designated by the state for this
purpose. Unfortunately, it has had very little success in attracting
foreign investors on any siguificant scale, despite the promise of freedom
to repatriate profits and capital, of a five-year tax holiday and of a
reduced rate of income tax on corporate profits thereafter. Under the 1983
Proclamation, the Ethiopian party to a joint venture would normally be the
majority shareholder, though exceptions could be negotiated.

6.15 In its recent decree, the government has decided to make its
joint venture code even more attractive, specifically by allowing the
foreign party any ownership share (subject only to a minimal government
participation), so removing the presumption of minority status, by
strengthening the guarantees against expropriation and by improving fiscal
inducements (see para. 6.17 below). Foreign joint venture partners will no
longer be directed by the state to collaborate with designated Ethiopian
public sector entities: they will be free to select their own partners in
the private as well as the public sector. Expatriate Ethiopians will
henceforth be encouraged to invest in small-scale industries and will be
authorized to repatriate post-tax profits.

Direct Taxation

6.16 Private entrepreneurs in Ethiopia are subject to heavy, and at
the margin confiscatory, rates of personal taxation. The highest marginal
rate of income tax for the owners of unincorporated businesses is 89
percent (85 percent for employees) and is applied to incomes in excess of
the relatively low earnings level of birr 36,000 p.a. The rate was set
deliberately high to discourage the development of the private sector and
thus to hasten the transition towards socialism. Income tax is quite
widely evaded, particularly by traders who neither buy from nor sell to the
government and for the volume of whose transactions there is no documentary
evidence. At present, only 80 persons in the country pay tax at the top
marginal rate -mostly licensed traders and the owners of small construction
enterprises; the Inland Revenue Administration believes tha- there could be
several hundred others who would be liable if their incomes could be
accurately assessed.

6.17 The government is aware that the high marginal rate of tax could
well frustrate the aims of the policy of deregulating and promoting the
private sector. It is accordingly studying the possibility of some
reduction in the highest rates of tax. In the longer term, lower rates of
tax which encourage investment in activities where income concealment is
not possible should widen the tax base and thus increase revenue receipts.

6.18 Certain tax holiday provisions are made in the new legislation.
Joint ventures will be entitled to a five year remission of business
profits tax for new projects and to a three-year tax holiday for major
expansion schemes. Joint ventures are also entitled to carry forward their
losses into the accounts of subsequent years, which will have the effect of
bringing forward the time when investors earn a post-tax return on their
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capital. In small-scale induistries private invrestors will be granted a
five year tax holiday if they invest outside the main urban areas and will
also be entitled to four years without payment of tax if as little as 10
percent of their output is exported. The standard rate of business profits
tax remains unchanged at 50 percent, but joint ventures will henceforth be
subject to a concessionary rate of 40 percent.

Trade Policy and the Promotion of Exports

6.19 The government is very conscious of the need to end the
stagnation of exports and to promote vigorous export growth. It has
conducted an exhaustive internal study of export strategy which has
concluded that there was scope for effective export development across a
broad front encompassing agriculture, industry and mining. It recognizes
that measures to improve price incentives to producers will be required if
targets are to be achieved. Precise proposals are yet to be publicly
announced, but some extension of the present system of export subsidies or
equivalent action to reduce the effective exchange rate are under
consideration.

6.20 For a number of years the government has promoted cxports by
paying subsidies to exporters - both producers and traders - to compensate
them for the louses which they incur in exporting. Financial losses have
arisen because of currency overvaluation and the bias against exports in
the taxation of trade and they have been aggravated by the high level of
domestic prices for exportable commodities which has been induced by
droughts. Ex-post and unguaranteed compensation payments have been a weak
inducement to develop export-oriented business. The government has now
decided to introduce a more wide-ranging and systematic set of export
promotion policies.

6.21 One proposal, is to make foreign exchange more readily available
to direct and indirect exporters through a revolving fund of foreign
exchange. Public and private sector enterprises would have access to the
fund which would obtain its resources from a share of export receipts and
which would give bona fide exporters privileged access to foreign exchange
in amounts corresponding to what they would require in order to produce the
exports for which the;- have orders. This scheme would give private
businesses, hitherto largely denied access to official foreign exchange,
radically improved access to foreign exchange at the official exchange
rate. Indirect exporters - those who supply raw materials or semi-finished
products to exporters but do nct export themselves - would also have access
to exporters' revolving fund resources through the device of domestic
letters of credit drawn up in their favor by the direct exporters whom they
supply. Joint ventures are to be allowed to retain percentages of their
foreign exchange earnings to enable them to meet without delay their
payments for imported inputs, licence fees, royalties and profit-and-
dividend remittances.

6.22 Another proposal, which tte government intends to study, is for
export processing zones. Strongly export-oriented firms, many of which are
likely to be foreign, would, under this proposal, be given encouragement to
establish themselves in Ethiopia in customs-exempt facilities. These may
be limited to individual enterprises which manufacture in bond or they may
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take the form of designated processing zones in close proximity tc sea or
airports.

Public Sector Reforms

6.23 Public sector enterprises have hitherto been subject to
extensive central control through a hierarchy of organizations with the
ONCCP at the apex and supervisory ministries and corporations at
intermediate levels. ONCCP's responsibility for placing graduates, and the
law on employment protection, combine to limit managers' powers to hire and
fire at will. and limit workers scope for seeking out the job opportunities
which best reward their skills and aptitudes. A rigid formula linked to
output and profitability restricts managements' ability to devise incentive
schemes tailored to the circumstances of their enter, rises. The task of
enterprise managers has been the subordinate one of ,chieving targets and
implementing plans. Though financial performance has been a matter of
concern at all levels, it has not been of paramount importance. Output and
domestic input prices are largely determined by the planners and commodity
producing enterprises are required to market their production through the
Ethiopian Domestic Distribution Corporation or other state trading
entities.

6.24 The government's intention now is to transform the ethos of
public sector management, giving management more autonomy and
responsibility, subject to clearer performance targets and criteria,
improving pecuniary incentives and removing some of the superfluous layers
of hierarchical control. Some ideas have been tested in pilot schemes.
Specific legislative proposals have not yet been announced, but are
expected to cover reducing the role of industrial corporations, the
creation of boards of management to supervise enterprise performance and
management appointments, revising arrangements for incentive payments to
workers, providing for performance bonuses for managers based on sales and
profitability and, above all, enlarging the sphere of enterprise management
autonomy and responsibility.

Wages and Employment

6.25 As part of the process of public secLor reform, the government
is also contemplating changing the established procedures for determining
wages. In public enterprises, wage rates have been revised annually
according to a formula which provides for a 5 percent increase if
production exceeds that of the previous year, a further 1 percent increase
if there has been any increase in productivity per worker and another 1
percent if the enterprise has increased its profits. In government
departments the wages of staff paid less that birr 600 per month have been
adjusted biannually, taking into account movements in wage rates in the
rest of the public sector. The salary scales of those earning over birr
600 per month (birr 650 in public enterprises) have remained unchanged
since 1976.

6.26 In the new policy, whose details are yet to be made public,
there is likely to be some upward adjustment to the minimum wage and to the
salary scales of the higher paid civil servants. In addition, the mode of
wage determination in the public enterprises is expected to be made more
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flexible so that managers can tailor incentive and productivity payments to
the circumstances and needs of their firms.

6.27 The government is also studying options for combatting open
unemployment - both that which already exists and that which may follow the
granting of security of tenure to peasant households cultivating a certain
minimum holding s.& - and for improving the operation of the labor market.
One measure which has been publicly canvassed is the formal recogvition of
wage labor in the rural econonmy. This would greatly assist the
intensification of small-holder agriculture, the spread of intensive
private commercial farming and the formation of small-scale agro-industrial
facilities in rural areas.

B. Assessment

6.28 The government's initiatives of the past two years mark a
significant departure from established precepts of economic management and
should make an important contribution to restoring dynamism to the economy
based on the twin pillars of growth in peasant agriculture and in exports.
They show recognition of the importance of individual and small scale
producers and of the potential importance of larger scale and foreign
entrepreneurs in helping Ethiopia take full advantage of its endowment with
low cost b,tt skilled and trainable labor. They also reflect a recognition
of the need to restore and maintain pecuniary incentives for production
and, as a corollary, to improve the supply of wage goods. In the public
sector, the contemplated reforms acknowledge the limitations of
centralized planning in decisions on production and the deployment of
labor. Management is more effective and efficient if given full
responsibility for achieving targets and the labor force is more productive
if offered appropriate incentives.

6.29 The effectiveness of the reform program will depend on the speed
and thoroughness with which these principles are made systematic and
general throughout the economy, and on the early adoption of a
comprehensive macroeconomic reform program. The government is still
studying drafting and reviewing many legislative proposals, some of which
have been referred to above. The pace at which measures will be enacted is
likely to be affected by political and security considerations. It is,
therefore, premature to pass judgement on the completed package. This
report accordingly concludes with a statement of the basic elements which,
in the opinion of the Banl2 staff, should feature in the program (including
many which are expected to be included in the government's legislative
program) and of how they might be articulated with each other. These
features cover the fields of macroeconomic policy, production incentives,
trade policy, factor markets, public enterprise management, public
investment and the relief of the long-term structural obstacles to
development and the sequencing of reforms. The following paragraphs gather
together in the form of a conclusion a number of propositions on these
topics which have been advanced earlier in the report.

Macroeconomic Framework

6.30 Economic reforms are likely to be most effective in promoting
private sector development, and sustained in their impact, if they take
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place within a framework of macroeconomic stability. This implies the
continuat.on of cautious fiscal policies, with a sharp reduction of tLe
domestically financed budget deficit as a key part of a policy of
containing credit expansion to the public sector so as to allow the banking
system to extend more credit to the private sector, to cater to the
expected increase in private demand for credit, without risking
inflationary consequences. Reducing the domestically financed deficit
will, given the outlook for revenue and external financing, almost
certainly require steps to reduce expenditures e.g. on explicit and
implicit subsidies and, as cirer'mstances permit, on other non-developmwental
services. Reducing outlays oni security will remain problematic so long as
the war, with its attendant unertainties, persists. Earning the
"dividend" of the peace process initiated by the government in June 1989,
is thus an essential ingredient in the required macroeconomic stance.
Containing government borrowing from the banking system would be
particularly important if there is any sign of a reversal of, the past
tendency for the M2/GDP ratio to rise.

6.31 If the fiscal deficit comes down, domestic savings should rise.
Other steps tf increase savings could include more vigorr 5 deposit
mobilization by the banks, including the maintenance of p.,itive real
interest rates, and the creation of new and attractive savings instruments
by the government and public and private enterprises.

6.32 If savings rise, the economy will, for a given volume of
external financing, be able to afford a higher rate of investment. To
ensure this outcome, exports should rise in parallel with savings. Export
growth is an essential corollary of adjustment with growth. In the
Ethiopian context, achieving satisfactory export growth depends crucially
on the deployment of general and specific incentives.

Incentive Framework

6.33 Well over half the Ethiopian economy lies in the private sector
and in the market economy and is in some degree sensitive to price
incentives. A key instrument for improving the framework of incentives for
production and exports, and for strengthening the macroeconomic stance, is
the exchange rate. Action on the exchange rate has been made all the more
urgent by the collapse of world coffee prices. Vigorous initial exchange
rate adjustment, followed by steady movement towards an equilibrium rate is
an essential step in relieving the economy of the shortages and supply
rigidities from which it has suffered. With the benefit of higher prices
in local currency, agricultural exports will rise, especially if external
assistance increases at the same time to provide additional imported
inputs. A logical consequence of devaluation is somewhat higher prices for
agri cultural produce on domestic markets which will improve supply and
lessen the need for food imports. The fiscal accounts are likely to be
strengthened, inter alia because of the higher yield of ad valorem taxes on
trade and because subsidies on coffee and other exports will no longer be
needed. As the effect of exchange rate adjustment bites on the real
economy more foreign exchange will become available and the tight
administrative allocation of recent times can be relaxed. A competitive
official rate of exchange will cause the discount of the birr on the
parallel market to diminish, so reducing distortions and arbitrage



- 92 -

opportunities and improving incentives for efficient resource allocation
and productive investment in the private sector.

6.34 Pr'ce incentives would be reinforced if certain regulatory
restraints were progressively removed. There would be more encouragement
for individual peasants to prcduce surpluses for the market if governx-nt
food procurement were to rely on market purchases rather than on the
compulsory delivery of quotas. At the same time, the government's role in
price stabilization could be developed. With the ending of quotas,
controls on grain traders would lose ..heir raison d'etre and could be
abolished, so removing an obstacle to market integration. Controls on road
haulage tariffs on trunk routes might, with the development of competition
in the haulage industry, be dismantled; meanwhile, rates should be set at
remunerative levels which do not create barriers to entry. As a more
competitive environment develops in private industry and services, the
rationale for asset ceilings on private investment, which impede the
organic growth of businesses, would fall away and the ceilings could be
abolished. Central government investment licensing, especially of micro-
enterprises, could similarly cease.

6.35 Certain tax reforms would also improve the incentive framework.
The high marginai rate of income tax should be reduced to improve private
returns on investment. There would also be merit in extending to the rest
of the economy the provision in the income tax code for carrying forward
losses from which joint ventures now benefit. A "concertina' approach to
the reform of taxes and duties on imports might be adopted whereby high
rates of duty are reduced in phases and a uniform low rate is applied to
hitherto exempted imports, other than basic necessities. This will reduce
high rates of effective protection, where they exist, while protecting the
revenue yield from taxes on trade. The reduction of duties on imported
inputs will reduce the anti-export bias in current trade policy.

6.36 While exchange and trade policies are taking their effect, there
would be advantage in taking vigoroas interim steps to promote exports and
to relieve the acute foreign exchange shortages experienced by the private
sector. lhe government has begun to study possible arrangements for export
processing in bond, for the market-based allocation of foreign exchange to
private sector bidders and for facilitating access to foreign exchange for
all exporters through a possible revolving fund. The early implementation
of whatever facilities are found to be the most advantageous would be an
important feature in a reform package.

6.37 There are some less tangible but nevertheless important facets
of the incentive framework concerning investor confidence. The private
sector's contribution to economic revival will be stronger and will come
sooner if domestic and foreign investors are convinced that the improved
regulatory environment which they now experience will be permanent and if
they feel that their rights are upheld by laws which will be impartially
applisd. Foreign investors, in particular, need unambiguous assurances of
their rights in the event of expropriation and of their ability in practice
to remit dividends and profits.
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Public EnterDrise Management

6.38 As public enterprises are expected to continue to play an
important role in the economy, their reform would have an important part in
an adjustment program designed to make the economy more flexible and
competitive. This would comprise clear guidelines for management
accountability and autonomy, subject to agreed corporate objectives, at the
enterprise level, the appointment of boards of directors to ensure
adherence to objectives and to preserve enterprise autonomy, and the
phasing out of most if not all industrial corporations which supervise all
enterprises in a sub-sector. Managements would have more responsibility
for expenditure, input procurement, production planning, pricing and
marketing decisions and would have more authority in deciding the size and
deployment of their labor force. One corollary of more autonomy for the
managements of productive enterprises would be a diminished role for public
distribution agencies and one based essentially on their ability to offer
competitive services. Another would be the implementation of suggestions
for public sector pricing policy reform which provide for freedom of
pricing where markets are competitive and exante price fixing by the
government only in cases of pure monopoly or of strategic goods. A third
would be the strengthening of central ministries' capacity to monitor the
performance of enterprises, once they are granted more autonomy.

6.39 Public enterprises which make losses should not be exempt from
the ultimate sanction of closure or radical restructuring - as is provided
for utder present laws. Vigorous action would be tW!en in a reform program
to staunch the haemorrhage of state farm losses.

Factor Markets

6.40 A reform program would introduce more flexibility into the labor
market by easing movement between the public and private sectors and
between enterprises and agencies within the public sector, by making it
easier for managements to respond to market circumstances by redeploying
their workforce and, subject to compensation, making staff redundant and by
allowing managements to pay the wages and salaries needed to attract the
staff which they require and to provide them with flexible productivity
incentives. It would also allow seasonal labor migration to assist with
agricultural operations in regions with seasonal labor shortages.

6.41 There would also be provisions for the evolution of financial
sector institutions into more competitive enterprises offering a wider
range of financial services and with more freedom to set interest rates in
the light of their cost of funds and of their own costs and perceptions of
risks. Thus reformed, financial institutions would offer a broader
spectrum of savings possibilities and would so sustain the dynamism of
savings mobilization. To achieve these objectives the balance sheets of
some institutions, notably AIDB, would have to be restructured.

6.42 Another element of a reform program would be the clarification
of leasehold rights over land and the creation of a housing market. In
agricultural areas, the establishment of individual tenurial rights is
likely to yield considerable benefits in terms of farmers' willingness to
undertake on-farm improvements and afforestation and thus to contribute to
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soil and water conservation and to raise the productivity of land. In
urban areas controlled rents in publici.y owned and nationalized property
have contributed to the deterioration of the housing stock and the
prohibition of private construction for rent has aggravated the shortdge of
housing. These restrictions might be progressively removed and a housing
marke* free of price control establisled. A functioning market in urban
property would be a valuable means of attracting remittances from
expatriate Ethiopians.

Public Investment

6.43 During the adjustment phase, before the economy has reaped the
fruits of faster growth and when a larger share of resources is expected to
be claimed by the private sector, public investment resources - and non-
investment resources for the promotion of long-term development - are
unlikely to be abundant, and may be scarcer than in the past if commercial
borrowing becomes more difficult and if there is no reduction in outlays on
security. Thus there is every reasorn for husbanding these resources
carefully and for planning their expenditure only after a rigorous
assessment of priorities and of prospective returns on investment. A
reform package would include appropriate procedures for scrutinising and
prioritizing proJects.

6.44 It would be consistent with the internal terms of trade which
would obtain after exchange and trade reforms and with the requirements of
hie private sector if more priority were accorded in public investment to
support production for export, including the strengthening of
infrastructure, leaving the private sector to play a bigger role in
supplying goods to domestic and foreign markets.

6.45 Public development expenditure would continue to have a vital
role to play in eroding the long-term structural obstacles to growth
through outlays on human resource development, population programs,
environmental protection and enhancing the level of rural technology. A
comprehensive review of public expenditures, recurrent as well as capital,
might be initiated. This would identify savings irn the current pattern of
outlays which could be reallocated to enhancing Ethiopia's longer-term
capacity to withstand setbacks caused by recurrent droughts and soil
erosion and to achieve higher per capita income growth through population
policy and the creation of a better educated and more adaptable labor
force.

6.46 An importani. ingredient in this revised public expenditure
program for removing the longer-term constraints on development would be
greater emphasi3 on enhancing institutional and individual capabilities to
provide basic social and infrastructural services. This would advance the
objective of efficiently implementing more effective policies for the
relief of poverty and the social costs of adjustment. These policies would
be important corollaries and conditions for the success of economic
reforms. In a reform program, adequate resources would have to put aside
for these purposes in the form of programs of staff training and
institutional development in essential services.
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Sequencing Reforms and Mitigating the Social Costs of Adjustment

6.47 The proposals outlined above are numerous and would impose a
heavy burden of planuing and economic management oan any government seeking
to undertake them. They are, however, mutually supportives they are not an
a la carte menu from which only a few dishes may be selected. For example,
there is less to be gained from exchange rate adjustment if there is no
accompanying action to free factor markets and reduce institutional
restrictions on producers. The program must nevertheless be feasible in
political and administrative terms, so the highest priority measures have
to be identified for early implementation.

6.48 It is fundamental to the long term success of the adjustment
process that macroeconomic stability be preserved. In Ethiopia, this can
be achieved by the continuation and strengthening of past management
practice. As noted above, this will depend on reducing the fiscal deficit,
primarily through a reduction in war-related expenditures, which in turn
depends on a resolution of the present conflicts. Alongside fiscal and
monetary restraint, early measures should be taken to correct the
overvaluation of the exchange rate and to make consequential adjustment in
other officially determined prices to stimulate production in the
agricultural and export-oriented sectors. These should be accompanied, as
a matter of priority, by special measures to stimulate exports (and thus
increase the supply of foreign exchange) and to relieve the policy and
institutional restraints on trade in grains (to reduce the costs and
improv the supply of cereals in urban areas). Thereafter, a start can be
made with factor market reforms (of which the most immediately important is
labor) and with trade policy and public enterprise reforms. Reforms to
institutions such as public enterprises are likely to be protracted and
might with advantage be planned in a succession of stages.

6.49 The necessary early changes to the exchange rate and to the
prices of officially procured agricultural produce are bound to have an
adverse impact on the urban cost of living. There could be further adverse
social repercussions from labor market reforms which give rise to
redundancies and from tenurial reform in peasant agriculture which could.
in time, give rise to rural landlessnese. The policy agenda is not
complete without action to deal with these social problems, most of which
are transitional and will diminish with several years of sustained growth
and with appropriate encouragement to small scale and informal sector
activity. Possible measures to mitigate transitional problems include
closely targeted consumption subsidies, more labor-intensive public works
schemes in rural areas and special programs of assistance and retraining
for redundant public sector workers. It may also be expedient to raise
public sector wages for the lower paid as a partial offset to the cost-of-
living increase, though any automatic indexation would quickly erode the
benefits of exchange action and should be avoided.

6.50 The interests of vulnerable groups are best served, in the long-
run, not by delaying adjustment but by identifying those likely to be worst
affected and by designing assistance measures to tide them over until a
growing economy can provide them with new income earnings opportunities.



- 96 -

PAR? III: MEDIUM TERM PROSPECTS AND EXTERNAL FINANCING NEEDS

1. The final part of this paper considers prospects for the future
in the light of past performance, Ethiopia's sidowment with human and
physical resources and the unfolding programme of economic policy review.

2. The outlook is fraught with many imaonderables - the weather,
progress with the peace process, the external terms of trade, the extent of
policy reforms and the speed and conviction with which they are
implemented, confidence factors, domestic savings and the magnitude of
external financing. Even if new policies are introduced which sweep away
overnight all the man-made causes of stagnation which have been identified
in this report it is not at all clear how rapidly the economy will respond
to the opportunities which it faces. Chapter 7 starts with a summary of
Ethiopia's potential for growth - a potential which could only be fully
realized in a favorable combinat_on of objective circumstances and
subjective appreciations in the private sector of the likely returns to
investment and to effort. It prco.eeds to explore the future on the basis
of two scenarios: a high case in wb.ich, by hypothesis, reforms are
successful and higher levels of domestic and foreign resources are
mobilized to support development and a low case in which there is no
effective policy change. In view of the imponderables and of the
probability of a lag ir. supply side responses, the higher scenario
envisages growth at rates somewhat below potential.

3. The main object lesson of the projections is to show how
important it is for Ethiopia to strive to make a reality of the high
scenario. It offers no miracle cure for the country's problems; it simply
holds out the prospect of a modest but sustained increase in per capita
incomes with a sustainable level of reliance on external financing. The
low case in which per capita incomes continue to fall, on the other hand,
offers no such assurance and is unacceptable from the point of view of
human welfare in Ethiopia; despite lower growth and lower domestic
absorption the balance of payments remains in its present unsustainable
state and debt service problems mount to levels at which, in the absence of
debt restructuring, default becomes probable.
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CHAPTER 7

MEDIUM TERM OUTLOOK

7.01 The medium term prospects for the Ethiopian economy turn on the
state of resources in the economy available for generating growth, on tbr
policy and institutional context which will determine how far the potential
for production set by these resources is attained and by forces in the
world economy which will govern Ethiopia's terms of trade and ability to
grow through export development.

Growth Potential

7.02 Chapter 2 reviewed Ethiopia's growth performance in the years
since the Revolution, with the emphasis on developments in the 1980s. It
was found that the trend rate of GDP growth since 1974 had been just over 2
percent p.a. There can be no doubt that Ethiopia has the potential for
higher rates of expansion than those achieved over this period. A hopeful
sign is that there has been a trend rate of growth of 4.5 percent in the
years since the catastrophic drought of 1984/85.

7.03 The leading sector in the economy will continue to be
agriculture, and, within it, peasant agriculture will continue to
predominate. Under optimum conditions peasant production of field crops
could expand at 4-5 percent p.a. on a sustained asis. For this to occur
there would have to be strong incentives to produce marketable surpluses
and to invest in on-farm improvements and equipment and there would also
have to be a ready supply of fertilizer, and chemicals for the control of
plant and animal pests and diseases, and of new technology in the shape of
higher yielding and more drought resistant varieties of the major crops.
At this rate of growth, Ethiopia could become broadly self-sufficient in
cereals (apart from imports to support food-for-work projects) and exports
of pulses and perhaps oilseeds could resume their growth, after local
market demand has been met. Smallholder coffee production could expand
even faster with strong incentives and the removal of some of the
restraints which have affected it over the last decade. Other minor cash
crops such as citrus, vegetables and spices could also expand rapidly, with
suitable investment and with the developmient of domestic and export market
opportunities. It will not be so easy to achieve faster growt.h of output
from Ethiopia's large livestock herd because there h4ve been fower
institutional shackles on this sub-sector in the past. However, more
lucrative market opportunities should lead livestock owners to ir:crease the
rate of offtake from the large and relatively unproductive herd of cattle.
Expanded export sales of hides and processed leather and of processed meat
offer the most obvious opportt;iities.

7.04 The growth of industry is governed by the performance of the
domestic economy, by incentives to export, and by the availability of
investment finance. Although there has been much import substitution
investment in the 1980s, :aster overall economic growth would creatc new
opportunities for economically efficient expansion in the domestic market,
particularly for processed foods, beverages, textiles, clothing, leather
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goods, Pimple utensils, soap etc. Good export opportunities have been
identified for clothing, leather, leather goods, spices and certain
processed fovds. Industrial capacity exists to sustain some expansion with
only minor investment in equipment to relieve bottlenecks and to enhance
quality. For growth opportunities to be realized, however, there has to be
sufficient readily available foreign exchange to cover purchases not only
of minor investment goods but also of raw materials, semi-finished products
and spare parts. Furthermore, enterprises must be free to pursue their own
commercial relationships with internal and external suppliers and
customers, untrammelled by state-appointed intermediaries and by controls
on prices and the allocation of materials. With these provisos, it is
conceivable that manufacturing industry coul4 expand at 6-7 percent p.a.
The energy and other utility industries could also expand rather faster
than GDP as they extend their networks and take advantage of consumers'
relatively high income elasticity of demand for power, piped water and
telecommunications.

7.05 The mining industry is set fair to achieve rapid expansion from
small beginnings. Gold production, officially now 800-900 kg p.a., will
expand by 2.5-3 tons p.a. with the opining of the first phase of the
Legadembi open-cast mine in early 1990. By 1993/94 the next phase of
development at this mine, together wi.. a small contribution from artisanal
mining, should take national production to at least 5 tons p.a. If there
were foreign investment to accelerate the pace of development it is
estimated that output could reach 7.5 tons p.a. by 1994. Other minerals of
lesser value which could be developed and begin earning foreign exchange
within the medium term if the investment climate is attractive include sod
ash, tantalum and marble. Ethiopia's small platinum production of 0.1-0.'
kg p.a. also holds out some expansion possibilities. Mining has received
low priority in foreign exchange allocation in the past. The mining sector
is highly dependent on imported equipment and supplies and its potential
will only be reached if there is an exchange regime which allows it
unimpeded access to foreign exchange. This could be achieved either by
allowing enterprises to retain foreign exchange earnings sufficient to
cover their needs for operation and expansion or by changing the exchange
regime to overcome the present excess demand for foreign currencies.

7.06 The service sectors of the economy tend to grow at trend rates
which reflect the performance of the comodity producing sectors of the
economy. The exceptions are government services which are driven by public
expenditure policy, and financial services which have expanded in Ethiopia
through a process of financial deepening. Government services are not
expected to continue expanding faster than the growth in the ecorimy as a
whole for reasons of fiscal prudence. The financial service sector still
has scope for expansion at the high rate of the past, especially if
agriculture becomes more commercial and requires a wider range of banking
services and financial intermediation.

7.07 Under very favorable circumstances, therefore, the Ethiopian
economy could consistently expand at approximately five percent p.a., so
increasing per capita incomes by two percent p.a. However, the scenarios
discussed below are based on more cautious prognoses in recognition of the
fact that circumstances will be less than ideal, even if the government is
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resolved to tackle vigorously all the impediments to faster growth which
lie in its power to deal with. A major problem for the economy in the
immediate future arises from the fall in world coffee prices, against a
background of continuing moderate inflation in the price of Ethiopia's
imports. Between 1988 and 1990 Ethiopia's terms of trade are projected to
fall by over 20 percent. Growth is already constrained by the balance of
payments and the constraint is set to bind even more tightly in the near
future. The removal of ICO coffee export quotas is projected to depress
coffee prices below their 1988 level in real terms until 1995. Other
factors which, in reality, are likely to depress the rate of growth below
potential are the probability of low rainfall in at least one year in four
and the slow development of confidence in the private sector and among
foreign investors.

Growth Scenarios 30/

7.08 Two medium-term economic projections have been developed, both
well within the bounds of feasibility and with equal probability of
realization. Their main features are summarized in tables 7.1 and 7.2.
Both are based on the assumption that average weather conditions will
prevail, that there will be no repetition of drought emergencies and that
official and NGO relief assistance can therefore taper down to an
irreducible minimum well below the level of provision of recent years.

Table 7.1: GROWTH RATES IN HIGH AND LOW SCENARIOS
1988/89 to 1993/94 poriod averaegs

(Percentages per annum at constant prices)

HIGH LOW

CDP and Components

CDP (market prices) 8.9 2.8
- Agriculture 8.1 1.8
- Manufacturing 4.4 8.0
- Other Industry 8.8 8.0
- Transport and Trade 4.5 8.4
- Government Services 8.0 2.6
- Other Services 6.6 2.7

Expenditure of GDP

Investment 6.6 -0.8
Consumption 8.0 2.6
Domestic Saving 12.8 -11.0
Import volumes (G WFS) 8.2 1.6
Export volumes (GANFS) 7.4 2.0
Resource Gap 0.6 8.4

Sourve: Bank Staff Estimates

7.09 The low growth scenario broadly represents the continuation of
past trends, after abstracting from the deleterious effects of the droughts

30/ See Appendix 3 for the assumptions used in developing the projections.
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of the 1980s. GDP is projected to grow at 2.3 percent p.a. It assumes no
further change in economic institutions and policies and thus the
continuation, though not the aggravation, of the present tax and price
disincentives to productive effort described in Chapter 2. The reforms
already implemented are not followed up by necessary complementary
measures, so their beneficial effects do not persist.

7.10 The higher gr-wth case is predicated on policy and institutional
changes which stimulate commodity production to satisfy the domestic market
and substantially to increase export earnings and on an increase in the
volume of concessional external financing of a magnitude which might
conservatively be expected if Ethiopia were to be considered an
*adjustrnent" country. The purchasing power of exports has fallen, the path
to adjustment may not be altogether smooth and the measures involved will
not be instantly adcpted and will thereafter only yield their benefits in
terms of higher physical production with some lapse of time. For these
reasons, the aggregate rate of growth in the higher case, at little under
four percent p.a., is rather below the potential rate of expansion
discussed above.

7.11 The policy mix envisaged comprises elements described in Chapter
6, Section B, such as: firm measures of stabilization with severe restraint
on non-priority public expenditure; exchange rate, or other action to
stimulate exports and raise the official domestic prices of tradables;
interim measures to increase the rewards to exporting such as export
earnings retention or a revolving fund of foreign exchange for exporters;
parallel action to raise the real farm-gate price of crops, either by
administrative decision or, preferably, by further radical steps to
liberalize domestic trade in grains; further improvements in the policy
environment for the private sector, including removing the fixed asset
ceiling, relaxing and simplifying licensing and reducing the marginal rate
of personal income tax; allowing public enterprise managers a wide measure
of freedom of action in decisions on production, minor investment,
marketing, pricing and employment; the progressive liberalizing of foreign
trade and payments; and the gradual removal of anti-export bias in the
taxation of trade in a reform of indirect taxation.

Sectoral Growth Rate Projections

7.12 Agriculture receives a strong stimulus over the medium term in
the high scenario, chiefly because of the high empir:.cal price elasticities
of supply in field crops and coffee. Most growth is assumed to occur in
the peasant sector where investment requirements are modest. Frictional
factors such as input, incentive goods and transport shortages are assumed
to restrain growth to 3.1 percent p.a., i.e. somewhat below potential. In
the low case, there is some residual stimulus from the pricing and
marketing measures implemented in January 1988 and from donors' commitments
to increase fertilizer supplies to the peasant sector. The low case
medium-term growth projection of 1.3 percent p.a. represents a marked
improvement on performance in the 1980s, but is not enough to stem the fall
in per capita agricultural production.
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7.13 Manufacturing is expected, in the high case, to benefit from the
posited improvements in the policy environment and, eventually, in foreign
exchange availability. However, the effects of higher prices, fewer
restraints on the private sector, more resources for public sector managers
and higher external financing are initially undermined by the fall in the
terms of trade and lower export earnings from coffee. Growth is projected
i.t 4.5 percent p.a., a little faster than in the recent past. In the low
case, the trend growth rate of 3 percent p.a. experienced since the mid-
1980s is expected to continue.

7.14 Government services, i.e., public administration and social
services are expected to expand only modestly under both scenarios, at 3.0
percent p.a. and 2.5 percent p.a. in the high and low cases respectively.
There is pressing need for higher outlays on infrastructural, social and
other economic services, but there is scope for meeting part of these needs
by means of resource reallocation within the recurrent and capital budgets.
In the higher scenario, some reallocation of expenditure on security and
non-priority capital budget items is assumed to occur so that more
resources are available to expand public provision of basic services. The
expansion of other industries and services follows from the projected
growth rates of agriculture, manufacturing and government. Utilities,
telecommunications, transport and financial services are expected to grow
somewhat faster than GDP as networks expand and Ethiopia receives
assistance to make good its infrastructural deficiencies.

Expenditure

7.15 On the expenditure side, the main differences between the
scenarios lie in their projections of savings and investment. In the high
growth case the savings performance is very strong. The marginal
propensity to save out of GDP (corrected for terms of tr&de) is 19 percent
and the rate of savings in GDP rises from 4.5 percent in 1988/89 to 7.1
percent in 1993194. Savings, at constant prices rise at nearly 13 percent
p.a. This result is due to the assumption that non-investment government
expenditure is constrained to grow more slowly than GDP and that incentives
for private savings will be greatly improved with the hypothesized new
incentives in peasant agriculture and in private industry and commerce.
The decline in per capita consumption is arrested. In the low growth case,
despite even more severe restraint on government consumption, savings fall
at 11 percent p.a. Even so, the volume of resources available in the
economy will be insufficient to prevent a continuing fall in per capita
consumption of around 0.5 percent p.a.

7.16 The high case also brings the prospect of maintaining the rate
of investment in GDP at around 15 percent. In this scenario the volume of
investment increases by 5.5 percent p.a., financed by higher domestic
savings and higher levels of concessional financing from abroad. In the
low growth case, by contrast, investment does not grow and the
investment/GDP ratio falls slightly over the medium term to 12 percent.
As is to be expected in the more favorable policy environment which is
assumed, the use of investment is more efficient in the high growth
projection. The period average ICOR is 3.9, compared with 5.2 in the low
growth projection - and nearly 6 in nine years to 1988/89.
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Table 7.2: EXPENDITURE SHARES IN CROSS DOMESTIC INCOME IN HIGH AND LOW SCENARIOS

(Percentages of GDP at constant prices,
adjusted for terms of trade)

1988169 1993/94

HIGH SCENARIO LOW SCENARIO

Consumption 96.6 92.9 97.7
Domestic S#vings 4.6 7.1 2.8
Investment 13.7 16.1 12.2

Source: Bank Staff Estimates

Balance of Payments

7.17 The main driving force behind the projected high scenario
savings performance is export growth. The effects of early exchange rate
adjustment are assumed to materialize with a lag but they come through
powerfully within the medium term to give a period average rate of export
volume growth of 7.4 percent p.a. Coffee accounts for some 45 percent of
the increase and hides, skins and leather for another 9 percent. Other
major contributions are assumed to come from the field crop sector (mostly
pulses) - 12 percent, and from livestock - 7.5 percent. If, as assumed in
the low case, the incentive effect of the measures taken in October 1989 to
restore the producer price of coffee to the level of before the June 1989
fall in world prices is eroded by domestic inflation, the present
encouraging revival in coffee exports is likely to be of limited duration.
In the low case, therefore, the only abiding source of export earnings
growth is minerals, especially gold whose output will grow in the medium
term irrespective of policies thanks to the nearly-completed mine at
Legadembi. The volume of exports is projected to expand at a period
average of only two percent p.a.

7.18 Higher export earnings in the high scenario are crucial to
faster growth because of the additional foreign exchange which they make
available to the economy. From table 7.3 it can be seen that, by 1993/94,
receipts from exports are projected to be $260 million higher, in current
prices, in the high scenario than in the low one. Imports are about the
same in value in both scenarios but they differ in composition with, in the
low case, larger food imports and lower imports of capital and intermediate
goods. With high scenario policies, food imports are, by 1993/94, lower by

some $140 million p.a.

7.19 A significant feature of the balance of payments projections is
that, in the high scenario, the economy is not expected to "adjustw in the
classical sense of greatly reducing or eliminating its current account
deficit. On the contrary, the faster growth case has been conceived in the
spirit of adjustment with growth". The resource gap in current dollars
stays similar in both cases. In the high scenario the current account
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Table 7.8: BALANCE OF PAYMENTS SUMMARY: HIGH AND LOW SCENARIOS
(US$ mililons at current prices)
…----------------------------------------- --- - --- ------------------ …--------------

1988/89 1989/90 1990/91 1991/92 1992/93 1998/94

HIGH SCENARIO

Exports CGNFS 786 167 881 926 1068 1209
Imports GANFS 1848 1809 1580 1672 1826 2018
Resource Gap -611 -652 -699 -747 -782 -804

_________________________________________________________

Expatristes' remittances 49 65 69 76 82 92
Current transf. A relief (not) 144 62 5S 64 70 70
Investment Income (net) -94 -99 -108 -108 -111 -116
Current Account Deficit -612 -584 -676 -714 -721 -767

Financing:

Grants 132 187 160 151 178 184
Net ULT Loans
- disbursements 1/ 2/ 618 569 680 708 682 688
- amorti stion 8/ -219 -207 -212 -224 -228 -286
Short Term 10 15 20 so 46 60
Use of Reserves (-=Increase) -27 -62 -C8 -S8 -84 -71

Financing Cap 0 82 95 112 118 186
______ -_-----_-_------_------------------____-_-__-___

Memo: Debt service ratio(X) 4/ 87.7 85.1 88.1 81.6 28.6 26.2

LOW SCENARIO

Exports G*NFS 786 759 760 793 862 948
Imports G*NFS 1846 1287 1427 1654 16o8 1866
Resource Cap -611 -629 -667 -741 -084 -922

Expatriates" remittances 49 58 S6 58 60 64
Current transf. A relief (net) 144 62 s8 64 70 70
Investment Income (net) -94 -99 -109 -129 -168 -195
Current Account Deficit -612 -528 -862 -748 -862 -983

Financing:

Grants 182 182 134 188 186 182
ULT Loans:
- disbursements 1/ 2/ 618 542 626 624 607 512
- amortisoation 8/ -219 -207 -212 -224 -228 -251
Short Term 10 15 20 80 46 60
Use of Reserves (-=Increase) -27 -62 -88 -80 -29 -28

Financing Cap 0 98 282 812 481 66S

Memo: Debt service ratio(U) 4/ 87.7 38.6 87.2 89.6 40.4 42.6

Source: Bank Staff Estimates

1/ Disbursements from identified sources.
2/ Includes errors and omissions.
S/ Amortisstion includes repayment of gapfill loans.
4/ Denominator includes remittances' recei pts.
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deficit is somewhat lower than in the low growth case mostly because
external financing is expected to be on more concessional terms, so
lessening the burden of interest. On the other hand, the external
financing requirements of the high case are predicated on the building of
stronger foreign exchange reserves over the medium term.

7.20 With regard to financing, the main difference between the
scenarios lies in the projected disbursement in the higher case of an
additional $100-150 million p.a. of concessional loans and grants,
notionally for adjustment assis ance. Despite this, a financing gap of
over $100 million p.a. emerges ror which additional funding will be
necessary. The projection of adjustment financing is a conservative one
for a country as large as Ethiopia. If Ethiopia were to become eligible
for the Special Program of Assistance for low income and highly indebted
countries in Africa, it is quite conceivable that the donor response would
be fill the residual gap. In the high case, moreover, Ethiopia might have
access to Structural Adjustment Facility funds from the IMF, about which no
explicit assumption has been made in the projections. In the low case, by
contrast, balance of payments financing problems are projected to mount
over the five year period, without any expectation of any concessional
source of funding to cover the deficiency. The financing gap at the end of
the period is unmanageably large and could well, in the event, prove
unfinanceable.

Debt Service

7.21 An important attraction of the high scenario is the prospect
which it offers of a gradual reduction of the burden of debt service which
is projected to fall from 38 percent of exports of goods and services in
1988/89 to 26 percent in 1993/94. The factors contributing to this
alleviation are better export performance, together with larger projected
inflows of concessional financing and the assumption that the financing gap
will itself attract concessional finance (e.g. from a SAF). The low growth
scenario, by comparison offers only gloomy prospects on the debt service
front. The current account deficit is large and the volume of concessional
resources and other identifiable resource inflows is smaller. There is an
alarming financing gap which has to be financed on commercial terms. The
build-up of debt of relatively short maturity and bearing commercial rates
of interest pushes the debt service ratio above its already intolerable
level to 43 percent in 1993/94. By then, Ethiopia might not be
sufficiently creditworthy to borrow on the required scale. If not, and the
government wishes to avoid default, it will have to adjust the economy by
restraining domestic absorption below the levels shown in the projection
and, in so doing, runs the risk of further reducing the rate of growth of
the economy.

Beyond the Medium Term

7.22 Projections beyond the medium term are extremely hazardous.
However, if the assumptions on which the medium term projections are based
are mechanically applied to the later 1990s it becomes even more evident
that the low growth case is not only unacceptable from the point of view of
human welfare in Ethiopia but also financially unsustainable. The import
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requirements of an even unacceptably slow rate of growth, combined with
lackluster export performance and disillusionment on the part of the
providers of concessional development assistance lead to financing gaps
which could not conceivably be filled, even by commercial borrowing. The
inescapable conclusion is that no effort should be spared to bring about a
train of events roughly corresponding to the high scenario which, both
within the medium term and even more so beyond, has the features of a
modest virtuous circle in which living standards rise with slowly growing
prosperity, the external balance improves and debt service payments taper
away.
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APPENDIX I
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PROBLEMS OF ESTIMATING SAVINGS AND FINANCING FLOWS

Sources and Definitions

1. The principal source of information on investment and savings is
the national income accounts which treats domestic savings as a residual
item. National Accounts' estimates of savings are thus intrinsically
prone to error. Their estimates of investment expenditure, particularly of
public sector investment, are much more reliable.

2. The aggregate difference between domestic savings and investment
is the resource balance and is equal to the gap between imports and exports
of goods and non-factor services. If evidence from the balance of
payments is reliable, the magnitude of this gap should be fairly accurately
estimated. However, as shown in Appendix 2, there are some question marks
over this in Ethiopia. If domestic savings are adjusted for factor service
payments to and from foreign countries they become national savings which
can be broken down into those of the central government, the public sector
enterprises and of the household and private sectors. This note offers
estimates of the savings performance of these three sectors and of their
respective financial surpluses or deficits. In Ethiopia there is no
accurate measure of households' receipts of workers' remittances from
abroad, so estimates of national savings are somewhat tentative. The
inflow of workers' remittances seems to have been of the order of 1 -1.2
percent of GDP in recent years (Appendix 2, para 15).

3. Household savings are the excess of disposable income over
consumption. In Ethiopia they have to be calculated as a residual in
national savings, though inter-sectoral financial flows data makes it
possible to cross-check estimates. Gross enterprise savings are broadly
undistributed post-tax profits (less gains from asset sales and less
capital transfers received), plus sums provided in the accounts for
depreciation. Government savings are the excess of revenues over
government consumption expenditure on wages, salaries, pensions, services
including interest), materials and grants (excluding receipts from fees and
charges). Some of the relevant expenditure may feature in the capital
expenditure account.

4. A simple approach to calculating government savings is to take the
difference between revenues and government consumption given in the
national accounts. However, in the Ethiopian accounts, "government
consumption" only covers government expenditure on personnel and purchases
of materials and services, so this difference (Estimate 1) exaggerates the
true magnitude of government savings. A more accurate estimate of
government savings (Estimate 2) can be derived from government expenditure
data analysed by economic function, viz:
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Alternative Estimates of Government Consumption and Saving
(Current Birr million)

1977/78 1980/81 1983/84 1986/87 1987/88

-Revenues 1182.6 1756.8 2293.8 2926.0 3377.6

--------------------------------------------------------------- __----------

Govt. consumption,
national accounts 1239.5 1399.5 1841.4 2163.5 2774.6
-Implied savings
(Estimate 1) -56.9 357.3 452.4 762.5 603.0

----------------------------------------------------------------- __--------

Govt. consumption,
central budget outlays n.a. 1652.1 2698.7 3290.1 3639.3
-Implied savings
(Estimate 2) n.a. 104.7 -404.9 -364.1 -261

----------------------------------------------------------------- __--------

Source: Appendix 1, Tables 4 to 6

By Estimate 1, government savings amounted to 4 percent of GDP in 1980/81
and rose to 6.8 percent and 4.9 percent of GDP in 1986/87 and 1987/88
respectively. From 1981/82 onwards, this estimate portrays government
savings as being consistently larger than aggregate domestic savings, which
is not realistic. If savings are computed from central government
expenditure accounts (Estimate 2),the government savings/ GDP ratio in
these three years was respectively 1.2 percent, -3.4 percent and -2.3
percent (see Appendix 1, Table 7).

S. Public finances were strengthened in the 1980s and the repeated
current budget deficits of the 1970s became surpluses. Nevertheless, by
the more realistic Estimate 2, government savings become strongly negative
from 1982/83 onwards, with the sharp rise in the estimate of the non-
investment portion of capital budget outlays (see Appendix 1, Table 5), but
start to improve after the drought year of 1984/85. (The non-investment
element in the capital budget is found residually using not wholly reliable
data on aggregate public investment and public enterprises' investment in
which there may be some double counting, leading 'ro some exaggeration of
the estimate) The conclusion that government savings are negative is
consistent with the findings in previous Bank analyses of macroeconomic
balances. 11 In the present paper, therefore, Estimate 2 is preferred,
but is advanced as a broad order of magnitude rather than as an accurate
statistic.

1/ See Ethiopia: Public Investment Program Review, Report No .6859-ET,
ALnex F.
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6. The national income accounts do not distinguish between the
savings of the household and enterprise sectors, but there are time series
whit± enable one to construct estimates of public enterprise savings (see
Appendix 1, Tables 8 and 9). There is data on public enterprises' net
income, i.e. post tax profits, and on "residual surplus" payments to the
central treasury out of net income. Gross enterprise savings consist of
net income, less residual surplus, plus depreciation. As there are no
consolidated public enterprise accounts there is no readily available
information on the enterprises' depreciation. Estimates have therefore
been made based on partial information and projections available in the
Bank (see footnote to Appendix 1, Table 8).

7. The information on public enterprises' net income includes the
results of the loss-making state farms. The resulting estimate of public
enterprise gross savings is substantial at 4 percent of GDP on average over
the four years to 1987/88. An important part of this is required for the
amortization of loans, especially foreign loans (see below).

8. The difference between aggregate national savings and government and
public enterprise savirgs should give savings by the private sector, i.e.
savings by households and private enterprises (see also para 12 below).
The resulting figures (Appendix 1, Table 10) seem lotf in the light of
financial flows evidence (see below) and of expectations about private
sector savings behavior drawn from the experience of other countries.
Furthermore the figures show an improbably strong private savings
performance in years of climatic catastrophe such as 1584/85 and worse
performance in recovery years like 1985/86. These results are
counterintuitive. Private savings calculated this way are a residual from
a residual and are ipso facto unreliable. If this estimate of private
savings is used one is led to the conclusion that the private sector has
had financial deficits in some recent years, amounting to 2-3 percent of
GDP (see Appendix 1, Table 11). This is improbable because there have
been no sources of internal and external financing sufficient to cover this
gap. One potential source of error lies in the possible exaggeration of
enterprise savings (see above). A much more reliable, albeit still
intuitive, estimate of savings is to be derived from financial flows
evidence.

Intersectoral Financial Flows

9. A picture of the mobilization and absorption of financial surpluses
in the different sectors of the economy, which is more dependable than the
one derived by using national accounts and the constructed national
accounts of the government and the public enterprises, though
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still not complete, can be found by combining, in the form of a matrix, the
financial accounts of government with aggregated balance sheet data from
the banking system. The resulting matrix for the years 1984/85 to 1987/88
is displayed in Appendix 1, Table 12. This records the net flows of funds
which went from the sectors and institutions shown in the columns to the
sectors and institutions shown in the rows. Thus, in 1984/85, the
government made net repayments of Birr 141 million to the National Bank of
Ethiopia (NBE)(cell Bl), but borrowed Birr 544 million from the other banks
(specifically the Commercial Bank of Ethiopia) (Cell Cl) and, in the same
year, public enterprises and cooperatives increased their deposits with
banks other than the NBE by Birr 236.8 million (cell D3).

10. Some simplifying assumptions have been made in compiling the
matrix, notably in regard to the private sector and the public enterprises.
The private sector comprises both enterprises and households. It is
assumed in the presentation that the whole of the increase of cash holdings
in the economy, outside the bank:. (cell E2) is held by the private sector,
though in reality a small proportion of this will have been held by the
government and public enterprises. In the absence of consolidated public
enterprise accounts the picture on the finaacing of public enterprises and
cooperatives by the government and may be incomplete. The figures shown
(cell A4) are the sum of central Treasury and foreign grant financing of
public enterprises' investment exper.ditures. Estimates of the net
external loan financing of this sector (cell F4 less cell D6) are drawn
from the balance of payments. A further caveat is that the matrix fails to
capture some inter-sectoral flows involving the private sector which lie
outside the banking system. Pension fund contributions by government
employees are shown as private sector financing of the government, but
there is no data from which to make an equivalent calculation for public
enterprises and cooperatives. Financing by equity, bonds and other money
market borrowing is omitted, but is of little consequence in the Ethiopian
economy.

11. The major elements in the picture of financial flows in the
Ethiopian economy which the table portrays are:

a. Large 'inancing flows from the private sector to the rest of
the economy in the range 3-5 percent of GDP, the counterpart
of which is increases in private sector cash and deposit
holdings (Cells E2 and E3) and, to a minor extent, enterprise
pension fund contributions (Cell El). These (gross) flows
were low in the drought year of 1984/85 (Birr 305 million),
high in the following year with the return of growth to the
economy (Birr 495 million), and declining in the two most
recent years (Birr 429 million). The private sector draws
very little by way of advances from the banking system to
offset these flows. The private sector has thus been in
substantial net financial surplus to the tune, on average, of
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4 percent of GDP. The private sector will also have self-
financed most of its investment, amounting to about 2 percent
of GDP. Private savirgs, would seem, therefore, to have been
about 6 percent of GDP.

b. The government and public enterprises are the biggest net
absorbers of financial transfers from within and from outside
the economy. A high proportion (65-70 percent - Birr 755
million in 1987/88) of the government's financial deficit is
filled by foreign grants and loans. The "governme-t" is
defined more widely in banking statistics than in fiscal ones.
Its gross identified financing in 1984/85 amounted to 15.6
percent of GDP, dropping to 10 percent of GDP in 1987/88.

c. The financial deficit of public enterprises and cooperatives
has been increasing. In net terms (Cell G4 - Cell D7) it rose
from Birr 50 million in 1984/85 to Birr 848 million (7.5
percent of GDP) in 1987/88. The gross increase in liabilities
(Cell G4) corresponds roughly with the gross financial balance
estimated in Appendix 1, Table 8, column 6. The differences r
may be accounted for by differences in coverage (the
cooperatives are excluded from Appendix 1, Table 8). Table
Al shows that the public enterprises have debt amortization
payments to the external sector (Cell D6) of the order of
1.3 - 1.5 percent of GDP which substantially erode their gross
savings. These arise from non-conc3ssional external borrowing
to finance heavy outlays in the late 1970s and early 1980s.
Most of the public enterprises' financing requirement is
satisfied from domestic sources - 35 percent from the central
government capital budget and 65 percent from the banking
system. In 1987/88 the banking system provided Birr 590
million, almost three times the amount of financing by the
government. Some of this is external credit on-lent through
domestic banking institutions, principally the AIDB.

d. The financial intermediaries have fulfilled their usual role
of mobilizing private financial surpluses for the benefit of
other sectors. The NBE has generally financed the central
government budget deficit - except in 1984/85 when the
government borrowed instead from the commercial banks. The
commercial banks' role has been to finance the public
enterprises, but to do this, they have required refinancing by
the NBE (mostly in connection with financing state farm
deficits). Bank advances to the private sector (cell C5)
have been low, though they have risen lately. In 1987/88 the
growth of net private sector assets with the banking system
(cell E3 - cell C5) at only Birr 109 million was exceptionally
low, reflecting the economic downturn.
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12. The principal problem of interpretation posed by these flow-
of-funds data concerns the level of private savings. If they are
calculated residually (Appendix 1, Table 11) they seem to have averaged a
little below 5 percent of GDP over the four years ending in 1987/88 but to
have had an implausible time-profile. This calculation is affected by
erratic features in the recording of Ethiopia's balance of payments,
especially in drought years. In normal times, the residual calculation
indicates savings lower than the level inferred from the financial flows
table. This may reflect the fact that the latter reveals the allocation by
the private sector of sums earned from unrecorded trade which are not
counted in the national accounts.
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Appendix 1. Tabie 1 0MP INVESTMNBT A NATIONAL SAVINCS
(Blrr Mi llion: curr-nt prices)

---------------------------------------------- _-___----------__--------------__-----------------------------------------

FI ril YoRe ource National
F"dnl Year ONP Consumptlon Inveatment Imports C&KFS Exports C&NFS Balanco Savin

ndin- market priceo (1-2--)=(--4) (1)-(21

(1) (2) (a) (4) (6) (6) (7)

1975 8546.9 S185.8 679.7 847.8 688.1 -164.2 411.4
1976 6087.0 6542.8 809.5 818.1 760.1 -88.0 494.7
1977 6888.0 6510.0 860.9 1056.2 889.6 -216.6 878.0
978 7828.4 7164.6 846.4 1270.6 868.6 -408.0 170.9
1979 8059.9 774S.2 698.9 1867.8 942.6 -425.8 816.7
1980 8588.7 8219.9 854.0 1618.5 1178.2 -440.8 s68 d
1981 8989.8 8626.9 921.8 1750.4 1147.2 -448.0 812.4
1982 9209.0 8988.8 1081.7 1959.2 1059.1 -788.1 240.7
1988 10072.7 9789.9 1119.4 1990.7 1142.2 -826.7 812.8
1984 10041.8 9760.8 1288.7 2809.8 1266.6 -984.7 280.8
1985 9911.2 v810.7 1382.1 2239.7 1186.5 -1103.2 800.8
1986 10907.8 1OS91.0 1878.4 2507.9 1871.0 -118.9 816.8
1987 11269.2 10807.0 1688.2 2619.8 1275.5 -1244.8 462.2 L
1988 11662.8 11022.8 1804.8 2591.6 18025 -1289.1 889.8
1989 123888.4 11784.4 1782.8 2687.2 1445.8 -1211.9 654.0

Source OtNCCP National Accounts and staff estimatea
Note: ON includes eatimate of workers' remittance incoo from abroad.

Appendix 1. Table 2: CONS0 rTIoN. INVESTN8r1 & taNTIONAL SAVINGS AS SHARES OF CDP (at mrkot prices)
( porcent'e°,s)

Fiocal Yoar | Reoturce National Domestic
onding Consumption Investment Balance SVino Saving

(1) (2) (3) (4) (8)

1078 92.8 10.4 -8.0 7.4 7.8
1976 92.4 8.8 -1.0 8.3 7.6
1977 95.0 8.2 -8.2 5.S 8.0
1978 98.1 7.6 -6.6 2.S 1.9
1979 96.9 8.7 -S.8 4.0 8.1
1980 96.7 10.0 -S.2 4.8 3.3
1981 96.9 10.4 -8.0 8.8 8.1
1982 97.8 11.8 -8.6 2.6 2.2
1988 97.3 11.2 -8.2 8.1 2.7
1984 97.6 12.8 -9.8 2.8 2.4
1988 97.2 14.0 -11.2 3.0 2.8
1986 97.8 12.7 -10.S 2.9 2.2
1987 96.5 14.6 -11.1 4.1 3.8
1988 98.5 18.6 -11.2 4.7 4.5
1989 9S.4 14.4 -9.8 4.S 4.6

Source: iNCCP National Accounts
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Appendix 1, Tablo 3 : INVESTMlENT AID NATIONAL SAVING IN CONSTANT 1980/81 PRICES
(Birr million)

fi;oel Year - -ti--onal Domes-tic
ending Inveotment SaviTn. Savings

(1) (2) (8)

1976 814. 577.9 88 .6
1976 769.9 747.8 685.3
1977 790.7 528.6 4e6.6
1978 676.1 211.9 174.0
1979 828.0 378.2 295.2
1980 913.6 894.S 804.6
1981 921.8 312.4 278.9
1982 1062.9 236.5 195.4
1983 1090.6 304.8 263.9
1984 1241.4 271.5 232.6
1985 1322.1 287.5 266.8
1968 1267.4 291.3 222.0
1987 1420.9 402.1 338.4
1968 1503.6 449.7 429.6
1989 141t.6 438.6 482.0

Source Stalff eti nateo

Note: Current pri. eerieo deflated by conpooste deflator consisting
of thoe dollar price indox of manufactured goode in world trade (SO S)
and the CDP deflator for buildinn and conatruction (70S).

Appendix 1, Table 4 : COV 18D3T CONSUMJPION. REVEIJE a SAVING
From National Accounta Data

(Birr Million)

F=ieeel Year GIovernment Government
ending | Revenue Consumption Savings

(1) (2) (3)nt(1)-(2)]

1975 711.4 780.1 -18.7
1978 780.9 866.0 -85.1
1977 1011.8 967.8 43.8
1978 1187.1 1289.8 -86.9
1979 1182.1 1167.9 214.8
1980 1867.5 1293.2 274.S
1981 1786.9 1399.8 887.3
1982 1676.7 1486.8 388.6
1983 2174.6 1732.8 442.0
1984 2293.8 1841.4 462.4
1985 2823.3 1924.0 399.3
1986 2800.0 2048.2 760.8
1987 2923.9 2163.5 762.4
1988 3888.4 2774.6 611.8
1989 P730.7 8025.9 704.8

Source: ONCCP National Aecounter Finistrjy of Finance and staf; estimates.
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Appendix 1. Table S: COMPOSITION OF ADJUSED aOVERNENT CONSUMPTION SERIES
(Biir million)

Wageo Fees Non-mavt
Fiecal Year Salaries Chares, Pensiono Grants Interest Capital Tot1i 2/

ending Materialo SDalee Outloy I/
…__ __ __ __ __ ___ __ __ __ __ ___ __ __ __ __ ___ __ __ __ __ --- _ ___ ___ ___ ____ ___ ___ ___ ___ ____ ___ ___ ___ ___

(1) (2) (8) (4) (5) (6) (7)

1978 N.. 34.2 44.4 N.a. 20.1 N.e. N..
1976 N.a. 37.7 48.6 N.a. 82.9 N.. N...
1977 N.a. 44.4 62.9 N.e. 42.4 N.e. N.e.
1978 1166.4 60.7 57.2 68.5 48.8 N... N.D.
1979 1091.0 42.9 65.6 67.1 65.7 N.D. N.a.
1980 1216.6 79.4 68.1 62.8 6s's 187.0 1518.8
1981 1328.3 64.7 85.0 66.1 77.7 159.7 1652.1
1982 1468.6 52.6 87.7 119.1 88.8 245.7 1962.3
1983 1826.8 65.2 92.2 86.6 91.3 704.1 2745.8
1984 1798.8 57.4 100.1, 145.S 147.4 514.6 2648.7
1985 2152.3 89.8 108.5 173.8 225.4 619.6 3189.8
1986 2034.6 56.7 116.4 186.8 192.7 768.9 3242.7
1987 2050.4 60.4 124.2 185.8 285.3 754.8 3290.1
1988 236&.4 77.0 13O. 182.7 276.4 770.4 3639.8

Sourco : Miniotry of FinDnce budget accounts a', .rcff estimates

Notes: 1/ Capital Budget expenditure. lase gevernsant departuenta' ;nveataent
leas governmant capital tranazf4r to public enterprise. Oovernment departments
investment o total public investeert. less publc enterprise& inveataent.

2/ Total consumption = (1) - (2) + (8) - (4) + (5) + (6)

Appendix 1, Table 6 OOaW4T COMDMtION, fErW.eE, SAVINC A FINNCL .ANCE
Using Adjuated Government Consumption

(i rr Million)

________________________________________________________________________________________________

Central Govt
Fiscal Year Government C_vernment Government Financial

ending Revenue Consumption Savingo Investment Balance

(1) (2) (3)=((1)-(2)] (4) (5)=((3)-(4)]

1075 711.4 N.a. N.D. N.-. N.a.
1976 780.9 N.e. N.a. N.D. N.:.
1977 1011.3 N.a. N.a. N.D. N.a.
1978 1187.1 N.D. N.G. N.D. N.D.
1979 1S82.1 N.D. N.a. N,e. N.*.
1080 1567.5 1518.6 48.9 200.6 -151.7
1981 1756.9 1652.1 104.8 335.9 -231.1
1982 1876.7 1952.8 -76.6 875.1 -460.7
1983 2174.5 2745.8 -571.3 487.0 -1058.8
1984 2293.8 2648.7 -S54.9 882.0 -786.9
198S 2323.3 8189.8 -866.5 468.9 -1330.4
1988 2806.0 8242.7 -436.7 598.8 -1030.0
1987 2925.9 8290.1 -364.2 456.3 -820.5
1988 8386.4 3b39.3 -252.9 628.8 -761.7
1989 3730., N.a. N.D. 552.5 N.D.

Sourcee: Ministry of Finance (for revenue), Appendix 1.Table 5 and Staff eatimate.

Note : Central Govornment Investment estimated as total Public Investment
leas Investment by Public Entorprisee.
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Appendix 1, Tabla 7: COVERNMN4T CONSt4PTION, REV@IUE. SAVINO A FINANCIAL BALANCE
Using Adjusted Covorneont Consurption
(Prceontagea of CDP at market pricro)

Central ovt
F;acal Year Government Government Governmont Financial

ending Rovanuo Conaumption Savings Invostment Balance

(1) (2) (3)=[(1)-(2)] (4) (5)m((S)-(4)]

1976 12.82 N.a. N.D. N .D. N .
1976 13.02 N.D. N.a. N.D. N.a.
1977 14.76 N.D. N.D. N.D. N.:.
1978 16.27 N.D. N.D. N.a. N.D.
1979 17.29 N.D. N.D. N.D. N.D.
1980 18.43 17.86 0.57 2.36 -1.78
1981 19.73 18.56 1.18 3.77 -2.60
1982 20.47 21.30 -0.82 4.09 -4.92
1983 21.68 27.37 -5.70 4.86 -10.55
1984 22,94 26.48 -3.55 3.82 -7.37
1985 23.49 32.25 -8.76 4.69 -13.45
1986 25.90 29.93 -4.03 5.48 -9.51
1987 26.13 29.39 -3.25 4.08 -7.33
1988 29.35 31.64 -2.19 4.68 -6.77
1989 30.20 N.D. N.D. 4.47 N.e.

Sourcee Appendix l,Tablo 6

Appendix 1, Table 8: STATE ETN3RPRISES' SAVINGS AND INVESTMar
(8irr million)

Fiscac Net Income 1/ Estimated Reoiduel Sa. i gan Investment Surplus/
Year Depreciation Surplus after R Deficit

ending Collected (1)t(2)- 3 (4)S
(1) (2) (3)

1980 278.9 13-.2 106.0 410.1 427.0 -16.9
1981 b16.1 148.5 252.0 412.6 362.4 50.2
1982 458.6 176.1 289.2 345.4 468.9 -123.5
1988 489.4 196.1 S22.0 362.5 386.4 -23.9
1984 498.5 209.9 358.2 350.2 630.3 -280.1
1986 561.2 261.6 347.0 475.8 704.8 -229.0
1986 608.8 274.2 402.0 481.0 567.5 -86.5
1987 785.9 293.3 425.2 604.0 955.1 -351.1
1988 695.9 831.9 653.0 374.8 1050.0 -675.2
1989 783.2 1000.0

Source: INECP?. iniatry of Finance and staff entimatoe

1/ Not incomo after tax end capital charge but before res;dual aurplus transfer

Note: Deproeciation estimate baeed on sesumption that 85 5 of depreciation allowances
arise in the manufacturing public enterprises, (on whose financee the Ministry of
Industry reports) and in EELPA, ETAFTrC IMTA. Ethiopian Airlines and Ethiopian Shipping Lines.
Doproeciation eatimetes. in current Birr are os folloes:

Fisceal IEthiopian Ethiopian Industrial Ethiopian Ethiopian Electric Marine Others Total
Year I Airlines Shipping Public TelecoI s Freight PowerhLight Transport

ending I Line Enterprises Authority Trapt Corp Authority Authority

1980 15.0 5.0 40.8 8.1 18.0 25.0 4.7 20.6 137.2
1981 15.0 5.0 44.0 10.2 18.0 29.0 6.0 22.3 148.5
1982 16.0 6.0 57.9 11.6 20.0 35.0 5.2 26.4 176.1
1988 21.0 7.0 58.7 12.9 21.2 37.0 8.0 29.3 195.1
1984 20.0 7.0 62.1 14.4 23.5 41.7 ).7 31.5 209.9
1985 40.0 9.0 80.0 15.5 21.5 46.1 10.3 39.2 261.6
1986 46.6 9.0 77.6 17.8 20.5 50.0 11.6 41.1 274.2
1987 48.1 9.0 83.9 21.5 24.1 52.0 18.7 44.0 293.3
1988 56.1 10.0 94.2 25.7 25.5 55.0 15.6 49.8 331.9

________________________________________________________________________________________________________________________-----------------_-_---
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Appendix t.Table 9 STATE e53"RISESS SAVINGS, INVESTIKET
AND FINANCIAL BALANCES
(Porcentageo of CDP at markot prices)

Fiscal I Surplus/Doeficit
YearI Savings Invootmont (1)-(2)

ending (1) (2) (3)

1980 4.8 5.0 -0.2
1981 4.6 4.1 0.6
1982 8.8 5.1 -1 .
1983 3.6 3.9 -0.2
1984 3.5 6.3 -2.8
1985 4.8 7.1 -2.3
1986 4.4 5.2 -0.8
1987 5.4 8.5 -3. 1
1988 3.2 9.1 -5.9

Source : Appendix 1,Tablo 8

Appendixa 1, Table 10: ESTIMATED NATIONAL SAVINGS 8f SEWCrR
(Girr billion) L

___ ---------- ______ -___________. --- -_----___________________--------------- ------

Agoregate Public
Fiscal Year National Government Enterprise Private

ending Savings Savings Savinga Savin.gs

(1) (2, '3' (4)=[(1)-(2)-(3)3

1975 411.4 N.a. N.D. N.e.
1978 494.7 N.m. N.D. N.a.
1977 375 .0 N.e. N.a. N.D.
1978 170.9 N.D. N.D. N.D.
1979 316 .7 N .a. N .a. N.D.
1980 368.8 48.9 410.1 -90.2
1981 312.4 104.8 412.6 -205.0
1982 240.7 -75.6 34S.4 -29.1
19d3 312.8 -571.3 362.5 521.6
1984 280.8 -354.9 350.2 285.5
1985 300.5 -866.5 475.8 691.2
1986 316.8 -46.7 481.0 272.5
1987 462.2 -364.2 604.0 222.4
1988 539.8 -252.9 374.8 411.9

Source: Appendix 1 - Tables 1, 6 and 8

Note: The Household savings ahoen in this table are a residual, not a reliable
estimato; soo taxt osction 7 for a viee of probable household
eavi..go performance.
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Appendix 1. Table 11: ESTIMATE FINA1NIAL BALANCES BY SECTOR
(Sirr million)

___________________________________________________________________________________________________--_______________________--__________________

| ----------- S a v i n D, o------------ -- ---------- I n v a a t ae n te----------- -------- 8 a I a n c e ---- ~-----
Fiscal Year

ending Covt PEo Privato Cowt PEn Privato Covt PEG Private

(1) (2) (3) (4) (5) (6) ) (0) (9)

1975 N... N.a. N.a. 19.6 Nn. S80. . N... N.,. N..
1976 N.,. N... N.n. 164.1 12?.0 284.0 N.e. N.s. 4.,.
1977 N.e N.r N.e. 176.1 174.e 256.0 N.D. N.a. H. .
197S N.:. N.. N.'. N.-. N.. 224.4 N.e. N.,. N. .
1979 N.a. N.a N.. N. . N.:. 232.9 N... N.. N.a.
1980 48.9 41.0.1 -90.2 200.6 427.0 226.4 -15. 7 -16.9 -8S1.6
1981 104.7 412.6 -205.0 SS5.9 862.4 223.5 -281.2 S0.2 -42d.8
1982 -76.9 345.4 -29.1 375.1 468.9 237.7 -452.0 -123.6 -266.8
1983 -571.3 S62.6 521.6 487.0 886.4 246.0 -10U9.9 -23.9 275.E
1984 -401.4 360.2 283.5 332.0 630.3 271.4 -r8s.4 -280 .1 14.)
1985 -866.8 475.8 691.2 463.9 704.8 213.4 -1S30.4 -229.0 477.8
,%Q6 -448.2 481.0 277.5 593.9 667.5 217.6 -1041.i -86.5 64.9
1987 -363.2 604.0 m.4 488.6 955.1 221.8 -639.5 -351.1 0.6
1986 -260.1 974.8 417.9 628.E 1050.0 226.0 -788.9 -676.2 191.9
1969 N... N.D. N.a. S52.6 1000.0 230.8 N.D. N.D. N.a.

Sources: ONCCP Nationol Accounts and Appendis 1 - Tables 6 A 8 above



Appendix 1, Table 12: FINANCAL FLOWS MATRIX (oirr million, annual floes)

ICelIr ef . A I 8 1 C B D I E I F 1 C 9

I Ibest.in4 Origin-->I Govt I NBE I Other 3kal PEs A Coop. I Pytt sector I External I Total increase liabilities I

B Iovt 1984/65 l l -141.0 5 S44.0 l I 118.2 1021.0 1 1548.1
1 1 198S/80 I B 381.91 -7.4 I 61.01 S42.41 1267.9 B

1988/87 402.2 0. 77.9 757. 1238.1 l
1987J88 1 230.0 1 47.1 186.4 B 755.5 1119.0

INBE 1984/8S 98.1 -100.6 1 5t.6 -47. 1 28.0 
2 198l/8s 1 189.4 428.0 23.4 24.31 875.1 1

1986/87 1 -67.2 1204.0 1 161.6 1 -2. 2862
1987/88 B -1.7 I l -21.8 I B 164.8 ! s7.s 1 179.8 I

Other 1984/8S B -21.6 I 126.4 I I 2a8.8 B 122.7 I -11.7 452.7
8 Banks 1985/86 I 16.6 216.6 148.8 8 214.0 I 7.8 1 602.8 e

B198/87 1 24.8 I 181.2 1 B -111.9 8.1 -5.3 1 467.9 1
1987/88 I -7.7 I 216.9 B 1 73.9 I 190.4 I S2.0 I 516.5 I

------ - - - --------- - ---------------- - --------- - ---- - -- - ------ - --- - - - ----- -----

I IPE& a 1984/86 1 194.1 1 5 102.7 I I 187.0 B 434.7 I
1 4 ICoops 1985/N 1 117.5 I I 270.3 I 2756.9 s 66a.7 ?
I I 1986/871 198.81 I 285.1 B I 170.01 680.41

1987/88 I 219.6 I B 659.8 I I I 272.9 I 1082.2 I
------ - ------- - ------------------------------ - ----------- - ---- - - - - -B-…- - - - -…-……-…-- - - -- --- ---_--_-- - - - - ----……- …

IPvte 1984/85 I I -8.61 I I B -8.61 
IS ISector 1986/801 1 -9.4 -9.41

1986/87 B I I 29.2 29.21
1987/881 B B 70.9 B I I 70.9 co

B IExternal 1984/86 I 46.3 I 87.2 B -41.8 1 146.9 B 1 I 192.8 I
I 6 I s1985/88 I 71.1, 809.71 43.61 185.81 I 688.6

1986/87 I 112.5 I -65.2 B -20.8 I 184.8 B ; I8.8s
1987/88 I 198.5 -317.3 4.7 l 169.7 5 1 -162.9

I ITotal 1984/86 1 316.0 1 72.6 1 496.2 B 383.7 1 316.5 1 1101.0 I 1
1 7 lincrease 1986/88 I 394.6 8 887.1 B 725.0 3 334.1 I s50.4 1158.5 I I
I lin asstslt86/87 I 278.9 I 498.2 1 499.1 72.4 1 628.6 B 095.4 1
I I 1987/88 I 408.6 136.~ 690.7 I 233.6 8 425.6 B 1117.0 I 1

Sources: Consolidated statements of NBE, CBE and specialied banks, central governmsnt financial accounts and Staff estimates. L 

NOTES:
Government' is defined more widely than just central governmnt. Total changes in assets and liabilities are unequal , z
because unspecified other' items are omitted.

Cell A2: Change in Govornimenb deposits vith NBE. Cell CS: Chang in Banksa advances to individuals and Cos.
Cell A3: Change in Government doposits with CBE, AIDO a HSB. Coll D3: Changes in PEa', Coops' deposits sith banka.
Coll A4: Govt transfers of equity and foroign grants to PEs Coll 08: °Other public socter'vs (PEs') ropaymonts of foreign loons
Cell AS: Govt repayment of foreign loans Coll El: Pension fund and non-bank deficit financing
Cell 81: Change in NBE claims on government Coll E2: Changes in currency outside banks
Cell 83: mostly changes in NBE claims on AIDB Cell Fl: Not external financing of central govornmant, incl grants.
Cells B8 A C6: Change in NBE and other banks' foreign assets. Cells F2 a F3: Changes in NBC and other banks' Gxternal liabilities.
Cell C2: Banks' cash and deposits with NBE. Cell F4: Foreign loans to "other public oector°
Cell C4: Banks' advances to PEs etc, incl AIDB to State farms
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STATISTICAL PROBLEMS IN THE BALANCE OF PAYMENTS

1. There are three problem areas in the recording of the balance of
payments, viz cereal imports, private transfers and official transfers. In
the cases of cereal imports and official transfers data from donor sources
suggest that flows have been on a scale very much larger than those
indicated in official Ethiopian data. Private transfers comprise
remittances from Ethiopians working abroad and aid disbursements by NGOs,
both of which may be inadequately recorded. In recognition of problems in
the recording of merchandise imports, particularly in years of large relief
food inflows, the National Bank of Ethiopia makes estimatei, in its
presentation of the balance of payments, of imports not recorded by the
Customs (see Annex Table 3.4). This procedure goes some way to offset what
might otherwise be a downward bias in the estimate of the resource gap but
does not seem fully to compensate for the shortfall in the recording of
food imports in every year. The NBE is still studying ways of improving
estimates of receipts of private transfers which are important for
calculating the magnitude of national income and national savings.

Cereal Imports

2. As shown in Chapter 5, cereals are imported by the government to
augment the resources of the AMC. They are also imported, generally in
larger quantity in the form of "regular food aid", i.e. for food-for-work
projects and, in times of drought emergency, as emergency relief supplies.
The agencies involved in food-for-work projects are mostly official
bil.ateral and multilateral donors. Those agencies are also the main
providers of emergency food aid, but NGOs also directly provide some
emergency aid and they have been made responsible by some bilateral donors
for handling larger quantities of officially financed emergency aid. Food
aid also enters Ethiopia to support Somali and Sudanese refugees installed
on Ethiopian territory.

3. According to normal balance of payments and national accounts
conventions, all these flows should be recorded in the trade accounts as
imports. When imports are donated and thus impose no cost on the Ethiopian
economy, there should be an offsetting entry under current or official
transfers showing that payment has been made by an aid donor.

4. The FAO publishes information on the value and volume of food
imports and exports by all important countries, drawn from the records of
both exporting and importing countries. This provides one means of cross-
checking Ethiopian data. Since 1984, when Ethiopia was affected by a
major famine emergency, the World Food Programme has closely monitored, on
behalf of the food aid donors, the arrival and despatch of all food imports
reaching Ethiopia. This cargo-by-cargo record of food arrivals - which
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distinguishes between commercial imports and regular and emergency food aid
- provides a very accurate source of information on the volume of food
imports against which to comptre official records.

5. In the first half of the decade Ethiopian Customs data on the
volume and value of cereal imports, which have been used in the compilation
of the balance of payments, have shown the following:

1979/80 1980181 1981182 1983/83 1983/84

Volume ('000 tons) 106.3 64.0 154.5 241.1 264.7
Value (USS million) 19.4 21.4 37.1 57.4 55.4

The FAO indicates import volumes which were, cumulatively, twice as large
and which, in terms of dollar values, were 90 per cent more expensive:

1979/80 1980/81 1981/82 19R3l83 X83/84

Volume ('000 tons) 323 304 245 312 443
Value ($ million) 61.6 106.5 58.9 72.0 60.3

The FAO data is reported on a calendar year basis and has been adjusted to
a July-June fiscal year basis. This may vitiate year-by-year comparisons
but should not give rise to differences of this order of magnitude over a
five year period.

6. In subsequent years, the absolute difference in the size of
flows reported by different sources is even larger. The WFP does not
report the value of food imports, so the comparison is solely in terms of
thousands of tons:

1984/85 1985/86 1986/87 1987/88 1988/89

Customs data 537.7 627.1 550.0 448.0 n.a.

WFP:
- Commercial nil 279.9 184.2 150.3 17.7
- Regular aid 290.0 133.3 95.5 128.7 364.3
- Emergency aid 709.6 934.0 513.4 752.5 498.1
Total imports 999.6 1,347.2 793.1 1,031.5 880.1

Again, the independent data source shows imports which are almost double
(93 percent higher in the four years up to 1987/88) the volume shown in
Customs data. The annual average difference in volume amounts to about
500,000 tons. At commercial prices, the cost of this volume of grain,
c.i.f., Ethiopian port, would have been about $100 million p.a., equivalent
to 10 percent of Ethiopia's average merchandise imports during this period
and to about 2 percent of GDP and of aggregate consumption.

.
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7. Thus, unless there were unrecorded exports of goods or services
to offset the higher than recorded level of imports which appear to have
take,* place, consumption was in reality some 2 percent higher, in the four
years following the 1984 drought than shown in the national accounts
statistics.

Private Transfers

8. Inflows of private transfers shown in the balance of payments
consist essentially of remittances from Ethiopians resident abroad to their
families in Ethiopia and of inward transfers bv foreign NGOs to finance
relief, development projects or other charitable work in Ethiopia.
Remittance inflows are in practice hard to distinguish from those whtich are
financed from the proceeds of smuggled exports; some undeclared export
earnings are thus included within current t4.nsfers. Both types of flows
can be either in cash or in kind. However, in the national accounts,
workers' remittances Aay be regarded as factor income from abroad and thus
as part of GNP. Receipts of aid from NGOs are unrequited transfers and
form no part of GNP.

9. Workers' remittances can be transferred through banking
channels, but, with a parallel exchange market where the Birr is worth only
40-50 percent its official rate, to use these channels is tantamount to
paying a large tax to the government. The Commercial Bank of Ethiopia
thus handles only minimal volumes of transfers from abroad traceable to
remittances by Ethiopians resident abroad. The bulk of remittances may be
presumed to enter the country in the form of goods, the value of which on
the domestic free market is passed in local currency to the intended
beneficiaries of the transfer. Until May 1988, it was legal to import all
kinds of goods bought with "own exchange", subject to the payment of a
heavy customs surcharge. Part of the value of private "franco valuta"
imports represented (most of) the inflows of workers' remittances. Since
the suppression of franco valuta, at least, some of the remittance inflows
are presumed to have taken the form of imports handled by licensed border
traders.

10. NGOs make much more extensive use of official banking channels
to transfer cash into Ethiopia to support their operations in the country.
They also import relief supplies, both on their own account and as the
agents of official donor agencies. In the former case, the value of the
imports should be regarded as part of current transfers; in the latter case
they are official transfers.

11. Estimating the magnitude of current transfers is no easy matter
because it involves aggregating a variety of different types of flow, using
information from several primary sources. At the level of the primary
sources, it is often difficult to distinguish between those magnitudes
which genuinely correspond to private transfers from abroad from those
which may have a quite different economic interpretation.



- 122 -

APPENDIX 2
Page 4 of 7

12. Ethiopian balance of payments data rely heavily for information
on NGO activity on the records of the Relief and Rehabilitation Commission
which may not always have been able to distinguish clearly between receipts
of official assistance and privately financed assistance. In the banking
system, it is not easy to make a clear distinction by motive between
transfers from expatriates intended for family income support and other
transfers from abroad whose purpose is commercial or related to the
operations in Ethiopia of diplomatic missions or NGOs. Similarly, in the
customs records, the category of privately financed franco valuta imports
covers, for example, the personal effects of foreigners coming to reside in
Ethiopia and Imports financed by charities, as well as remittances in kind.
Fully accurate information on. current transfers may thus be impossible to
obtain. Even to obtain reasonably accurate estimates, there has to be
extensive research and careful recording.

13. The National Bank of Ethiopia intends to conduct research into
the components of current transfers in the course of 1989/90. Heanwhile,
it recognizes that the figures for this element in the balance of payments
are only approximate.

14. Recorded private transfer receipts have been a very significant
element, over the years, in Ethiopia's current account balance, averaging
over $180 million p.a. over the last five years, i.e. 46 percent of export
earnings:

(Birr Million) 1984/85 1985/86 1986/87 1987/88 1988/89

- Private tranifers 303.6 437.5 340.0 383.0 409.9
- as 2 of exr^:ts 40.8 47.4 42.8 49.5 45.4
- as 2 of current
account balance 48.6 60.5 34.5 36.3 38.9

15. Because of the problems inherent in identifying the components
of private transfers, the National Bank does not at present offer a
breakdown of these flows. However, it is possible to make rough estimates
of the respective shares of remittances and NGO transfers using information
from donor sources on NGO relief disbursements and on franco valuta imports
which paid duty and which therefore, apriori, were not financed by external
assistance or by diplomatic missions:

(Birr Million) 1984 1985 1986 1987 1988

- Relief aid by
handled by NGOs 95 333 225 136 343

- Private franco valuta 76 74 129 132 130
imports

- Total 171 407 354 268 473
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Although these figures are very approximate estimates for calendar year
periods, when averaged to correspond with fiscal years they, in total, are
of a similar order of magnitude as the balance of payments estimate of
current private transfers. A reasonable hypothesis, therefore, perding
the fruits of forthcoming research, is that some two-thirds of private
transfers over the last five years have been transfers from NGOs and that
the remaining one-third has been in the form of workers' remittances.
There is no obvious underrecording of this component of the balance of
payments.

Official Transfers

16. Drought and famine have brought to Ethiopia large inflows of
relief and rehabilitation assistance in grant form. These have bee-n
additional to the regular development assistance from important bilateral
and multilateral souirces such as the EC and, to an increasing extent,
Italy. which is also provided on grant terms. It is in the nature of
emergency aid, most of which is provided in kind, that the recipient
country does not have accurate records of its cost to donors. Even if
imports of emergency supplies are accurately recorded as they arrive -
which has not been the case in Ethiopia - it is hard for the recipient
country to know what local cost expenditure has been incurred by donors.
With development assistance in the form of grants the recording problem is
less severe. There are usually regular agreements setting out the amount
of assistance to be provided, the form in which it is to be disbursed -
whether to finance projects, general imports or personnel - and the
executing agency. The executing agency should then be responsible, on
behalf of the government, for recording grant-financed expenditures as they
occur.

17. Donor sources (as reported by the Development Assistance
Committee of the OECD) show that Ethiopia received on average of $560
million p.a. in the form of grant aid in the years 1985-1988. Over the
same period, Ethiopian balance of payments data show grant receipts of only
$ 270 million p.a., i.e. rather less than 50 percent of donor
disbursements. Donors' data allow grant disbursements to be broken down
into relief and development assistance; technical assistance can also be
identified separately:
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Average
1984 1985 1986 1987 1985-19a7

(USS million)
- Development assistance, financial 52 28 140 259 142
- Development assistance, T.A. 81 103 116 116 112
- Sub-total, development grants 133 131 256 375 254

- Relief grants, financial 153 487 311 88 295
- Relief grants, T.A. .. .. .. 30 10
- Sub-total, relief grants 153 487 311 118 305

- Total grants 286 618 567 493 559

18. One possible reconciliation between Ethiopian data and those of
the donors would be to conclude that the Ethiopian data omic entirely all
relief disbursements. However, it is clear, from paragraph 6 above, that
at least some emergency food imports are being captured in the customs
records. The excess of grant disbursements (DAC data) over grant
receipts (Ethiopian data) - at $290 million p.a. - is much greater than the
excess of food imports (WP data) over Customs records of food imports - at
$100 million p.a. There is thus no ready-made off-set on the apparent
shortfall in the recording of imports against the shortfall in the
recording of grant receipts. Donors' technical assistance expenditure is
never fully reflected in the balance of payments of recipient countries
because some payments. e.g. salaries and allowances, are made to agents in
the donor countries and never cross the exchanges. In the case of
Ethiopia it would be reasonable to assume that two-thirds of technical
assistance outlays would never enter the Ethiopian balance of payments.
However, even if this adjustment is made a very large discrepancy remains
between donor and Ethiopian data on grants:

Grant Receipts : Ethiopian Balance of Payments Data
(USS millions)

1983/84 1984/85 1985/86 1986/87 1987/88 1988/89

161.9 298.4 293.3 211.9 121.7 132.1

Grant Disbursements : DAC Data with T.A. Reduced by Two-Thirds
(US$ millions)

1984 1985 1986 1987 1988

231.7 549.0 489.3 395.2 680.0 (approx)
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19. The counterpart of this discrepancy lies only partially in the
underrecording of food imports (presumably mainly of emergency food). For
the remainder, the counterpart must lie either in the underrecording of
other imports or in the large 'errors and omissions' item in the Ethiopian
balance of payments.

Implications for Domestic Savings

20. If total imports have been higher than shown in the NBE's
balance of payments accounts (see para. 1 above) and if the resource gap
has thus been wider, it follows that domestic savings would have been even
smaller than currently presented in the national accounts. The gap betweeu
savings and investment is identically equal to the gap between exports (of
goods and non-factor services) and imports and this identity is used in
calculating how GDP is divided between consumption and savings. The larger
the value of imports, for a given and known levels of investment
expenditure and export earnings, the smaller the value of savings. In
1987/88, for instance, the data discussed in para 6 above leads to the
conclusion that imports of food, and thus total imports, may have been some
$128 million higher than show in the balance of payments. If the
corresponding adjustment is made to the national accounts (Annex Table
2.3), the ratio of domestic savings to GDP falls from 4.5 percent to only
2.2 percent.

21. However, domestic savings may not necessarily in practice have
been less than indicated in the national accounts if there have been
unrecorded sources of domestic income. It is quite likely, in Ethiopia,
that value added by the informal sector, including trade, has been
underestimated and that a perhaps significant share of this income has been
saved. These observations do not detract from the conclusion in Appendix 1
that private savings may hare been about 5 percent of GDP but they
reinforce the general caveat about drawing firm conclusions from the data
on Ethiopia's savings performance.
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ASSUMPTIONS USED IN THE MEDIUM TERM PROJECTIONS

1. The medium term scenarios depicted in Chapter 7 are derived from
economic projections made using the World Bank's Revised Minimum Standard
Model (RMSH). This Ls a macro-economic trade eap model which projects
national accounts aggregates, the balance of payments and extecnal
financing "gaps" on the basis of assumed growth rates for all (broadly
defined) sectors of the economy, projected exports and behavioral
relationships (in the form of elasticities) linking imports to sectoral
growth or the growth of investment or consumption. In the version of the
RMSM used for Ethiopia, investment expenditure is exogenous and
discretionarily determined as a share of GDP in the light of the probable
availability of resources in the different scenarios. Future commitments
of external grants and loans, disbursements from past commitments and the
servicing of existing debt are also exogenous variables. Consumption and
savings are computed as residuals.

2. The sectoral growth rates assumed for the high and low scenarios
are as given in text table 7.1. 'The rationale for these rates is discussed
in Chapter 7. The essential results revealed by running the model are
displayed in text tables 7.2 and 7.3.

Exports

3. Coffee exports have been projected using a separate model which
relates output to "production potential" which in turn depends on coffee
farmers' incentive to plant new bushes. If the producer price in real
terms is above the average price prevalent before the coffee price collapse
of June 1989 farmers will plant more coffee and the planted area increases
with an elasticity with respect to price of 0.08. New bushes yield four
years after planting. If the real producer price falls below the benchmark
level production potential will tend to fall as old bushes are not
replaced. .'^tual output of coffee is a function of the existing stock of
bushes and of the real producer price. If the price is above the benchmark
level, farmers will not only plant new bushes but they will also tend their
existing plantations better. The price elasticity of supply from the
existing stock of coffee bushes is assumed to be 0.18, based on empirical
evidence. Further assumptions are that all incremental production is
exported and that, in the event of devaluation, coffee export surcharge
continues to be levied according to the established formula. About 85
percent of the increase in the Birr value of coffee exports, following
devaluation, would be passed back to the pro'ucers.

4. Exports of Livestock, Hides, Skins and Leather are sensitive to
price, though not in a wholly straightforward way. If export prices rise
after a devaluation it will be more profitable to export live animals and
with higher domestic prices, local consumption may fall, so the potential
supply of raw hides and skins will, at least temporarily, fall. Livestock
which are at present smuggled abroad are likely to be exported to a greater
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extent through formal channels. This will further augment recorded
livestock exports in the medium term. Beyond the medium term, high case
exports may start to wane as, with higher living standards, local
consumption of livestock products increases. In the low scenario,
livestock exports are projected to remain roughly constant. Devaluation
will also make it more profitable for slaughterhouses to skin animals
carefully because export grade hides and skins will attract premium prices.
At present, though the majority of skins are collected and processed in
tanneries, most h'des do not enter formal trading channels. In the high
scen&rio, therefore, hides and skins will be of better quality and more
hides will be sold for commercial tanning, despite the probable fall in
local slaughtering. Exports will accordingly rise in volume and unit
price. For projection purposes, the volume of exports rises in the lou
case by 2.5 percent p.a. without any increase in unit price. In the high
case, export volumes are projected to increase by just over 9 percent p.a.
The volume increase is assumed to subsume any improvement in real unit
values which may occur.

5. Oilseeds and pulses exports are also likely to be higher in the
high case than in the low case because, by assumption, commercial channels
will come into existence in the high case which offer farmers prices which
are related to the FOB price of these commodities. However, the supply
response may well be retarded by frictional factors and there will be
strong competition on the demand side from the domestic market. In the low
case projections exports are assumed to stagnate at their average 1980s
volume. In the high case, oilseeds are not projected to exceed this volume
because of strong domestic demand which absorbs all incremental output.
Pulses exports, on the other hand, are projected to rise. The price
elasticity of supply of pulses is empirically estimated to be 0.56. The
full effect of a significant price rise is projected to become apparent
progressively over an 8 year period. One-third of this incremental output
is assumed to be available for export, with the remainder being absorbed by
the domestic market.

6. Of Ethiopia's other exports, sugar is not projected to grow
under either scenario because of the strength of domestic demand and
because new production facilities are not expected to come on stream within
the medium term period. Gold exports, after rising sharply in 1989/90 with
the commissioning of the Legadembi mine, are projected to remain roughly
constant in volume until the next phase of the mine development is
completed in 1993/94. They are the same in both scenarios. Textiles and
garments, on the other hand, are projected to increase much faster in the
high case, though from a low base.

7. Projected export values in current prices are found using the
World Bank's commodity price projections. For the major export items
projected values in 1993/94 in the two scenarios, with 1988/89 for
comparison, are as follows (in US$ millions):

0
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1988/89 1993/94
Low High

- Coffee 253.8 177.3 322.8
- Hides & Skins 67.6 99.5 140.7
- Oilseeds & Pulses 24.2 36.5 66.8
- Gold 12.0 55.0 55.0
- Livestock 14.5 24.5 46.1
- Sugar 8.8 12.2 12.2

Jmports

8. Ethiopia's imports of petroleum and petroleum products are
projected on the basis of an elasticity of 0.9 with respect to GDP, which
is rather lower than in the past when the needs of maintenance-of-security
operations distorted consumption patterns. By assumption, the oil refinery
at Assab will not be expanded and will continue to refine imported crude
oil and to export bunker fuel by-products. As the refinery has already
reached the limit of its capacity, increases in domestic consumption of
refined petroleum products are met by imports of products.

9. Food imports have been projected on the basis of the simplifying
assumption that per capita food availability will stabilize at the average
of the last five (non-drought) years. In both scenarios, cereal output is
assumed to increase at the same rate as agricultural GDP, and the balance
needed to satisfy the target level of availability is made up from imports.
In addition, there is assumed tc be a certain volume of cereal imports to
cater to the needs of on-going food-for-work projects. In the high case,
cereal imports are virtually eliminated, apart from regular food aid
donations. In the low case, grain imports grow continuously from the low
level expected in 1989/90. In both cases projections are based on food
import data recorded by the Ethiopian Customs and incorporated into
official balance of payments figures. For a commentary on this data see
Appendix 2. It is further assumed that there will be no drought emergency
during the projection period.

10. Imports of capital goods are projected using an elasticity of
unity with respect to investment expenditure. Intermediate goods imports
are projected on the basis of elasticities of 1.1 and 1 with respect to GDP
in manufacturing and the other productive sectors. Imports of consumer
goods are projected on a similar basis using an elasticity of unity with
respect to consumers' expenditure. 1988/89 import values and projected
imports in 1993194 are as follows (in $ million):

I s
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1988/89 1993/94
Low UHih

- Petroleum (net) 116.3 181.6 184.8
- Food 177.3 235.4 89.2
- Capital Goods 563.5 721.2 962.2
- Intermediate Goods 184.5 281.6 303.1
- Consumer Goods 91.7 130.2 137.3

Non-factor Services

11. The conservative assumption has been made that the rapid growth of
non-factor service receipts in the recent past (approximately 5.5 percent
p.a. in real terms between 1980/81 and 1988189) will, in both scenarios,
moderate to a 3 percent p.a. real rate of growth in the outlook period.
The policy environment has relatively little bearing on the net earnings of
the airline and the shipping line. Tourism will develop in the high
scenario, but the impact of promoting Ethiopia as a destination for
tourists is not expected to be felt until after the medium term.

External Financing

12. A key difference between the two scenarios lies in the projected
inflows of concessional financing. In the high case Ethiopia is assumed
to attract quick disbursing adjustment assistance from multilateral and
bilateral sources on grant and concessional loan terms. In both scenarios,
the financing of imports by "identified" private suppliers and financial
institutions (i.e. those which have provided import financing in the past)
is projected to be lower than in the 19808 in recognition of Ethiopia's
mounting debt service problem. The gaps between financing requirements and
"identified' available financing are assumed to be filled, in the high
case, on concessional loan terms and, in the low case, on commercial terms.
Official grants are projected on the basis of past receipts reported in the
balance of payments. For a commentary on the reporting of official
transfers inflows see Appendix 2.

13. Text Table 7.3 shows projected levels of grant and MLT loan inflows
for each year in the outlook period. Within MLT loan disbursements, the
disbursements of concessional loans and credits are projected to be as
follows:

$ million 1989/90 1990191 1991/92 1992/93 1993/94

- High Case 435.4 565.2 592.9 591.3 597.4
- Low Case 408.7 411.0 414.5 415.7 427.6
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Table 1.1: POPULATION DISTRIBUTION BY REGION FOR SELECTED YEARS
--------- (In thousands)

Region 1954 I/ 1967 2/ 1992 1967 1970 1981 1994

Aresal 1,000 6.64X 1,089 4.483 1,018 4.72! 764 8.89X 951 8.63x 1,622 4.103 1,662 8.943

sale - gaa 1.44% 146 0.69S 180 0.80X 684 2.84X 796 2.183 1,006 2.39S

Gas. Gofa 900 4.09X 6al 2.29x 767 8.67! 626 2.77! 762 8.261 998 2.78X 1,248 2.9e6

Dojjam 1,600 8.86X 1,888 5.753 1,487 6.70! 1,561 0.91X 1,590 6.61X 2,509 6.88X 8,245 7.69X

Condor 1,800 s9.97 2,008 8.63x 1,280 6.78! 1,209 5.861 1,604 8.671 2,222 6.103 2,921 6.923

Enitrwe 1,100 6.093 1,657 7.143 1,422 6.88x 1,686 7.48X 1,894 7.873 2,492 8.843 2,616 0.203

Haerge 1,P00 8.883 1,449 6.25X 8,058 14.22X 8,004 18.80X 2,440 10.14X 8,540 9.713 4,,161 9.863

Ilubsbor 1,8a0 7.20a 1,000 4.81X 659 2.79S 1e8 2.73X 612 2.54X 792 2.173 964 2.29X

Keffa 1,200 .653 826 8.665 628 2.90! 1,146 5.071 1,260 5.243 2,206 6.065 2,460 6.813

Shewa 2,100 11.68X 2,464 10.62X 8,088 14.18X 8,982 17.40X 4,086 16.973 6,9s9 19.20X 6,091 19.19x

Sidamo 1,260 6.08! 2,118 9.11X 1,488 6.70x 2,216 9.81X 2,190 9.10X 8,882 9.143 8,791 9.991

Tigray 1,000 6.64X 2,925 12.613 2,104 9.803 1,681 7.223 1,689 7.02X 2,221 6.09X 2,410 5.71X

W1l les 1,000 6.54X 2,249 9.70X 1,298 8.05X 1,186 5.083X 1,677 6.551 2,090 5.78X 2,477 6.871

Welo 1,000 s.4X 2,776 11.97X 2,846 18.261 2,201 9.74X 1,974 8.201 8,892 9.81X 8,642 8.6x

Addis Ab.bs - Sw 2.16X 458 2.11X 684 8.03% 887 8.48x 1,841 8.69x 1,418 8.851

Asseb .',ministration - - - - - - - - - - - - 89 0.213

TOTAL 18,050 100.003 28,191 100.O0 21,462 100.003 22,591 100.00X 24,069 100.003 86,446 100.003 42,186 100.00X

Source: Central Statistical Authority, Population Situation In EthTopia,larch 1988

1/ Data source Is the Chamber of Commerce. Total does not add up as details are incomplete.
2/ Dat source is Meefin W/Marian. Total does not add up as detaile are incomnlet.



Table 1.2: TOTAL POPULATION , URBAN AND RURAL BY SEX AND REGION AT MAY 198S 1/

toal Urban Rural

legion - - -_--__ _______-

Male Fml- Total male Female Total Mal Fmale Total

Arsea 924,858 936,268 1,860,606 59,044 68,608 127,547 865,809 087,750 1,788,059

sale 567,800 58s,897 1,126,697 86,589 42,620 79,169 521,261 526,27n 1,047,538

am. etsa 697,168 698,168 1,895,881 28,695 82,820 61,015 668,478 665,848 1,334,816

ooJjaa 1,819,786 1,812,540 8,682,276 110,974 141,068 252,042 1,708,762 1,671,472 3,880,284

Gondar 1,660,758 1,609,682 8,270,440 100,766 188,244 289,010 1,59,992 1,471,488 8,081,480

Eriteba 1,466,510 1,472,608 2,988,113 197,428 248,452 440,976 1,268,087 1,229,151 2,497,238

Hararge 2,868,07 2,269,788 4,657,869 150,804 170,898 821,202 2,217,272 2,119,886 4,886,657

Ilubabor 650,460 647,848 1,078,808 28,954 80,500 69,4s4 601,6t( 517,348 1,016,854

Katte 1,878,890 1,867,888 2,740,778 69,932 75,278 146,205 1,808,468 1,292,110 2,595,568

Shea 4,606,89a 4,558,078 9,059,917 825,470 875,824 701,294 4,181,869 4,177,264 8,868,628

Sidao 2,180,724 2,111,108 4,241,827 129,898 .Y<8 267,098 2,000,826 1,973,908 3,974,784

Tlgray 1,869,880 1,831,061 2,700,921 115,267 148,883 281,890 1,264,603 1,184,428 2,439,081

WVologa 1,168,884 1,200,793 2,770,598 68,025 78,018 141,048 1,801,356 1,823,199 2,629,656

ol lo 1,788,767 1,881,151 4,076,969 119,680 145,017 264,697 1,902,681 1,908,581 8,811,262

Aseb Admlnistration 61,129 50,228 101,862 18,267 18,091 86,348 82,872 82,182 65,004

Addie Ababa 788,208 871,119 1,864,827 788,208 871,119 1,654,827 - - -

TOTAL 28,196,662 28,251,6eO 47,805,804 2,842,926 2,709,276 5,052,201 21,287,827 20,986,278 42,265,108

Source: Central Statistical Authority, Census Supplemnt 1,1986b

1/ Estimate.



Table 1.3: POPULATION PR0JETIWS 1985-2035. ttMH HICH, a. lML AND LOW FTILrTY

Var.lnt Tot*l Life Expectancy Av'oage Creetb Rate CEzomential)
Total Fertility at Birth ----------------------------------------------------------------------------------------------------------------------------

Population Rate 1Q8s- 1990- 1995- 2000- 2008- 2010- 2015- 2020- 2025- 2030- 1985- 1995- 2008- 2015- 2025- 2034-

Year (TR) oll Faule 90 Qs 2000 05 1o 1s 20 25 30 35 95 05 15 25 35 35

196s 43.349.920 7.5 45.00 47.00
1990 49.984.526 7.5 40.25 48.25 2.63
1995 57.911,.60 7.5 47.50 49.50 2.96 2.90
200O 67,810.32 7.5 46.75 50.75 3.16
2005 80n110.63s 7.5 51.25 53.25 - 3.33 3.24
2010 95.452.390 7.5 53.75 55.75 3.50
2015 114,536.141 7.5 56.25 58.25 3.65 3.57
2020 136.207, 7.5 56.75 60.75 3.76
2025 167,707 . 7.5 61.25 63.25 3.87 3.81
2030 204.709.671 7.5 63.75 85.75 3.99
2035 251.207,494 7.5 66.25 68.25 4.09 4.04 4.25

1965 4s.4s.920 7.5 45.00 47.00
1990 49,934.5M2 7.5 46.2b 48.25 2.83 PW
1995 57.911,690 7.5 47.50 4A.50 2.96 2.90
200o 67,810,s2 7.5 48.75 50.75 3.18
2005 79,794,448 7.2 51.25 ss.25 3.25 3.21
2010 94.011,502 6.9 53.75 55.75 3.28
2015 110.563.717 6.6 56.25 56.25 3.30 3.29
2020 tS0.701.5S6 6.3 58.75 60.75 3.29
2025 154,025,635 6.0 61.25 63.25 3.28 3.29
2050 180,741.140 5.5 63.75 65.75 3.20
2035 21o,307.366 5.0 66.25 68.25 3.03 3.11 2.99

Lad

1985 43.549.920 7.5 45.00 47.00
1so 49.984.526 7.S 4.25 48.25 2.85
1995 57.911,890 7.5 47.50 49.50 2.98 2.90
200o 67,371,076 7.0 48.75 50.75 3.03
2005 78.118.490 6.5 51.25 53.25 2.96 2.99
2010 90,s3.455 6.0 53.75 55.7s 2.92
2015 104.068.817 5.4 ss.25 56.25 2.82 2.87
2020 116.870.201 4.8 58.75 60.75 2.66
2025 134.376.509 4.2 61.25 83.25 2.45 2.55
2060 150.107.214 3.6 63.75 es.7S 2.21
20ss 165.312.6e1 3.0 66.25 68.25 1.93 2.07 1.02

Source: Central Statati.cal Autkoqity, Population Peojection of Ethiopia. Juno 1966.



Table 2.1: 05in ODOESTIC PRODUCT BY DOWUTRIAL ORICIN

____-____ AT COIT PRICES

(In millions of birr)

Pr e' ̂ nar,

Ito. 1974/75 1975/76 1976/77 1977/78 1978/79 1979/SO 1920/81 1981/82 1902/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89

Agriculture sector 2.449.9 2.767.9 3,25.7 3,497.1 s.687.a S "8.9 4,071.5 4,061.8 ,3888.7 *.070.2 S,915.8 4,354.5 4.17.0 4,.6.7 4,786.2

Agriculturo 2,301.4 2,615.1 3.068.7 3,S30.9 3,514.6 3,723.6 3,878.9 3,857.8 4,168.6 3,340.2 3,673.2 4,109.2 4,060.3 4,055.3 4,495.4

Foreotry, fiahing A hunting 148.5 152.8 158.0 166.2 173.2 1S3.3 192.6 204.0 222.1 2SO.0 242.6 245.3 257.6 270.4 290.8

Othe.r cdity mectore 854.8 824.0 891.5 804.2 1,048.4 1,180.4 1,288.3 1,296.6 1.401.9 1,476.4 1,495.0 1.595.7 1 737.0 1,775.4 1,862.0

Minng mnd Qaerying 12.6 11.6 8.7 7.8 7.8 8.1 8.1 9.6 9.7 12.S 15.1 15.3 12.3 13.5 14.3

anufmctureng 308.8 813.8 358.0 360.8 471.9 583.5 564.5 684.1 655.9 670.1 688.9 722.5 806.1 824.1 862.1

bndiceraft & amaIl-ralo industries 260.6 272.1 278.0 275.3 266.4 296.S 806.9 317.8 3N.3 389.1 389.1 350.4 363.2 375.4 308.0

Building ond conetructien 232.3 188.2 207.9 211.0 220.4 295.9 320.8 325.8 348.0 387.3 383.8 397.6 422.8 418.8 456.4

Electricity mnd cater 40.5 38.3 38.9 59.6 50.9 55.4 5S.0 59.3 62.0 67.6 73.6 100.9 14.6 143.8 161.2

Distribution rmermc-o 795.6 46.?7 900.4 890.7 1,075.2 1,167.3 1,218.2 1,S37.3 1,503.5 1,662.4 .576.1 1,754.4 1,769.9 1.789.4 1,962.1

wholosels and retail trde 622.7 865.4 611.5 592.5 742.9 812.2 863.4 893.4 980.4 997.6 962.1 1,036.3 1,056.0 1,066.0 1,140.2

Traneport mad cooeunicaticn 272.9 281.8 289.1 298.2 332.3 355.1 364.8 443.9 523.1 E64.9 614.0 716.1 713.0 721.4 791.9

Other ooervlce 1,029.4 1,083.2 1,145.6 1,268.6 1,308.2 1,396.1 ,54.0.6 1 ,900.9 1,788.8 ,634.5 1,928.6 2,013.0 2,174.5 2,355.7 2,519.2

banking inaurnceo a real .stete 116.4 142.1 144.2 162.0 202.5 244.5 291.7 278.2 826.5 268.5 81.6 339.2 378.5 449.7 468.6

Public administrotion 1 d4.e.. 840.7 365.9 415.0 510.4 487.7 510.2 884.5 617.4 713.5 750.9 770.0 781.5 850.6 916.0 1,016.8

Sociol ervicem 171.8 175.6 183.5 184.5 201.0 212.2 230.7 250.5 279.2 312.7 343.7 377.3 412.5 437.9 469.0

DObllings & de=mtic rarvices 254.2 258.1 258.4 259.3 262.9 287.5 274.5 260.7 287.3 294.0 801.1 309.8 318.5 328.2 334.2

Other er" asc. 138.3 146.6 146.5 146.5 134.1 161.7 167.4 174.1 182.0 190.4 196.2 205.1 214.4 223.9 230.6

GDP at factor coet s,129.7 5,521.8 6,164.2 6,545.6 7,117.6 7,659.7 8,006.6 8,296.6 9,092.7 8,084.5 8,910.5 9,717.6 9,999.3 10.245.2 11,099.5

Indirect tasme. lem subsidiem 1/ 421.S 473.9 690.3 749.3 874.8 845.1 806.2 870.6 940.1 1,057.5 979.1 ,114.9 1,195.5 1,292.0 1,255.8

UMP at market prices 5,551.0 5,995.7 6,854.5 7,204.9 7,992.4 8,504.8 8,902.8 9,167.2 10,080.8 10,001.0 9, 89.6 10,8O2.5 11,195.8 11,538.2 12,S5.S

Memor,nduo Item_:

tn"ufecturiog (total) 569.4 858.9 636.0 636.1 758.3 880.0 871.4 901.9 904.2 1009.2 1025.0 1072.9 1167.3 1199.5 1230.1

Other industry (*%cl. aining) 272.8 226.5 246.8 250.3 280.3 351.8 378.8 385.1 408.0 454.9 456.9 507.5 557.4 562.4 617.6

Service. (total) 2,825.0 1,929.9 2,046.0 2,154.3 2,383.4 2.563.4 2,768.8 2,938.2 3,292.1 8,896.9 3.499.7 3,767.4 3,944.4 4,145.1 4,451.3

Source: Natiowsl Acceunta Di-on..n, ONCCP and staff aetimtet.

I/ Nay differ from fi,cal data *a whor. posib'l-. en cotimto of .nicieol tax.e is mad.



Table 2.2: Gss53 00BTIC PJIXC BY kS73AL ORIOD4
____----- AT CGTSMT 1900/81 PRICES

(In aillI onf d birr)

Prel Ui*CDJ

Ito 1974/75 1975/78 1878/77 1977/718 1978/7 1979/80 1980/81 1901/02 1982/3 198/8/4 1904/85 196e/8 1908/87 1987/88 1922/S9

Agric,ltu.r Sctor 3,640.1 3,750.8 e.768.2 8690.5 8,789.1 8,969.8 4,071.5 4,019.3 4,208.9 8,792.8 8.176.0 8.468.1 3,968.9 ,938.s3 4,165.2

Agriculturoe 3,479.0 3,s84.7 3,509.i 3.S2S.3 3,609.4 3,786.1 s87s.79 3,820.2 4,000.9 3,676.4 2,980.8 0,241.3 3,783.2 3,698.9 3,919.9

Foreatry, fiehing a busting 161.1 165.6 170.3 173.2 179.7 183.7 192.6 199.1 200.1 218.1 225.4 226.8 233.7 239.4 2i4.8

other c.odaty sectors 1.029.2 973.6 1,001.6 960.8 1,110.8 1,217.2 1,288.3 1,297.2 1,364.8 1,436.7 1,448.6 l.300.7 1,W57. 1,889.2 1.63.0

mining a,d 4aunry,ng 10.8 9.0 0.1 7.9 7.8 8.1 8.1 9.4 9.1 11.6 14.1 14.2 11.4 12.6 13.2

aufactur;e 393.7 306.0 395.8 380.3 484.0 534.8 8.S 590.7 683.7 657.s 887.7 70S.3 744.7 780.9 773.7

Handicraft A mal I-scal* :.dustrio. 292.4 2S3.1 286.4 200.9 292.2 299.5 308.9 314.8 322.5 830.6 830.0 330.9 348.3 337.0 385.9

Saildina and conetruction 308.0 260.0 268.0 253.9 273.5 319.2 320.0 317.3 880.1 382.5 383.0 s33.7 871.5 359.1 372.1

Eletricity and eatoer 48.3 44.9 45.3 45.9 SS.I 83.8 58.0 65.2 69.4 74.5 81.2 05.8 91.9 99.7 111.1

Diotribut'on earalcee 1,097.7 1,100.8 1,094.9 980.6 1,118.8 1,179.4 1,s18.2 1,264.0 1,364.2 1,367.0 1.388.8 1,484.2 1,340.1 1,568.1 1,637.0

th.olca¢l and retail trade 0o7.8 801.0 783.8 685.4 789.9 02s.s 853.4 870.9 934.8 e30.4 807.4 98s.0 1,013.2 1,014.8 1,052.6

Tanport and comnication 290.1 299.0 311.3 303.2 S28.9 850.9 384.8 385.1 411.9 429.9 489.2 825.8 526.9 551 * S04.4

Other raeicoe 1,180.7 1,22S.4 1,273.2 1,876.1 1,433.7 1,488.2 1,548.8 1,612.3 1,709.9 1,720.3 1,757.8 1,091.4 1,916.6 2,029.3 2,091.1

E anking in.urec a reel estte 11.3 199.8 2C0.0 223.9 2s9.8 264.0 291.7 310.8 536.4 304.8 312.1 335.0 380.3 411.8 421.5

Public admainitraticn A dot 405.4 426.3 488.8 842.7 542.9 564.7 s84.5 802.7 640.9 889.3 685.8 672.5 710.6 746.5 781.7

SociDl servicee 175.6 167.5 192.9 192.9 226.7 228.7 200.7 240.8 265.8 296.5 808.0 380.0 381.5 365.8 377.8

DwellIingb a dometic oe,vicas 252.0 254.9 258.3 261.2 264.9 269.5 274.5 278.8 288.1 207.4 291.8 296.5 8092.5 809.2 812.4

Otker arvicee 158.4 155.4 1t5.4 155.4 259.4 168.2 187.4 171.8 115.9 180.3 U12.1 186.6 *91.06 19.4 197.9

MP at factor coat 8,927.7 7,048.8 7,12.9 7,082.0 7,452.2 7,854.0 8,096.6 0,192.8 8,629.8 8,81S.1 7,787.0 8,254.4 0,998.4 9,122.9 9,529.8

Indirect taceese leO Dubebidie 598.3 881.2 010.3 613.6 896.4 064.0 006.2 s62.8 077.2 978.9 910.8 971.8 1076.1 1150.4 1073.1

CDP at eartet pricDe 7,324.2 1,729.8 7.93.2 7,84.6 8,348.8 8,718.6 8,902.8 9,048.1 90,07.0 9,294.0 8.47.0 9,221.2 100,09.8 10,278.3 10,807.4

Naorandus Item:

bnaufacturina (total) 686.1 869.9 882.2 e61.2 776.2 604.3 871.4 908.8 95.2 960.1 99.8 1042.2 1098.0 1117.9 1139.6

Other Induetry (encl. ainina) S32.3 294.9 811.8 299.8 s09.8 374.0 m8.8 362.5 899.8 487.0 484.2 444.8 408.4 4Ss.8 463.2

Services (totl) 2258.4 2S24.2 2368.1 264.7 2582.5 2687.0 2766.8 2M78.8 3008.1 80cs.9 8114.4 86.8 84t8.7 S359.4 372.1

Source: National Accounte Division, ONCCP and *taff estimates.



Tobl 2.S: RMS DOMSTIC PROISlT BY 8179Q1rJE

------- AT aAa icEr PRtICES

(In eill7eno of birr)

Pria; nary

Itia 1974/75 1I75/76 I97T/7 1977/78 1978/79 1979/60 1980/81 1901/82 1982/8 1986/84 MO84/85 1985/86 196/87 1987/88 1086/69

aDP a*C krot pric. S,351.0 8.098.7 6,654.8 7,294.9 7,992.4 8,6s4.6 6,902.6 9.167.2 1o,88.6 l0.o01.0 9,669.9 10,832.5 13.195.6 11,S8.2 12,355.8

Riaurra balmaco -164.2 -8.0 -216.6 -405.0 -425.2 -440. -608.2 -900.1 48.5 -1043.2 -1108.2 -1136.9 -1244.8 -1289.1 -1211.9

Ezporta (goods A IFS) 668.1 760.1 es9.6 6.6 942.6 1,178.2 1.147.2 1,059.1 1,142.2 1,268.6 1,136.5 1,871.0 1,275.5 1,802.5 1.4IS.3

Z9orta (goods a NS) 847.3 818.1 1,056.2 1.270.6 1,367.8 1,616.8 1,76O.4 1,959.2 1,990.7 2,8o9.6 2,280.7 2,807.9 2,819.8 2,591.6 2,e67.2

Total rercee 5,718.2 6,053.7 7,071.1 7,699.9 0,417.6 8,948.1 9,s86.0 10,067.3 1o,679.8 '1,044.2 10,9i2.8 11,989.4 12,440.1 12,027.8 13,567.2

Ctmlution S,.138. 8,544.2 6,610.2 7,154.5 7,718.7 8,091.1 8,564.2 8,968.6 9,7S9.9 9,780.5 9,610.7 10,591.0 1o,806.9 11,022.5 11,784.4

Private 4,405.4 4,678.2 8,842.4 8.916.0 6,880.8 6,797.9 7,1"4.7 7,499.1 6,027.8 7,919.1 7,666.7 8,845.88 8 S6.4 6,247.9 6,78.5

Public 720.1 666.0 967.6 1,238.5 1.167.9 1,298.2 1,399.5 1,486.8 1,732.6 1,841.4 1,924.0 2,048.2 2,163.8 2,774.6 S,0B.9

Fined invatant 51l.7 509.8 560.9 848.4 696.9 654.0 921.6 1,081.7 1,119.4 1,983.7 1,362.1 ,3M.4 1,683.2 1,64.0 1,762.8

PubIIc Invotamt 199.6 294.0 s68.9 621.0 466.0 627.6 88.8 844.0 678.4 1,012.8 1,168.7 1,160.8 1 *11.4 1,578.08 1,82.5

o,aernmat 199.6 164.1 176.1 621.0 486.0 200.6 835.9 374.9 487.0 382.0 463.9 893.3 486.3 n.s. A.0.

Entorpria. n.. 12u9.9 174.8 n. m. na. 427.0 382.4 469.1 386.4 630.8 704.8 867.8 955.1 na. n.e.

Private inivootant 88.1 218.8 210.0 224.4 282.9 226.4 223.5 287.7 246.0 271.4 213.4 217.6 221.8 226.0 280.3

Not factor ;ero frao abroad -38.1 -2.7 -8.6 -0.2 -8.2 13.8 -14.6 -13.2 -28.1 -89.7 -86.4 -59.7 -76.6 -121.a -136.9

Not privata tranfora 81.0 48.9 84.8 80.7 48.2 1.8 5.2 98.6 178.8 222.0 s8.0 438.8 882.6 245.0 880.0

O@ at earkot pricea 5,51t.9 8,9S.0 6A,.87 7,294.7 7,s67.2 8,818.8 6,666.2 9,149.0 10,002.7 9,961.8 9,s21.2 18,772.8 11,119.2 11,418.9 12,198.4

Ooaeatic cainga 418.8 481.5 S44.3 140.4 278.7 413.7 818.6 181.8 270.9 240.5 278.9 241.5 86s.9 818.7 570.9

National oavinga 1/ 411.4 492.7 674.8 170.9 816.7 466.8 886.2 217.0 416.6 422.6 810.8 618.4 644.9 681.4 714.0

Source: tatioal Accounts Division, OCCP, mtional ean of Ethiopia.

1/ Includeo an eleaent af NOD transfera whiec ia ot eper,taly idantif ad (aea Appendix 1).

*kI



Table 1S: BLAE OF PAtJT5
(In millions af US)

Item 1974/75 1975/76 197?/77 1977/78 197ti79 1979/60 1980,181 1981/90 19MM2/ 19t/84 19W4/65 195/86 1966/87 1W97t/a 19MI/9

EXpouts 829.9 567.1 405.5 418.1 455.3 569.1 554.1 511.5 551.7 611.8 848.9 682.2 616.1 S29.1 698.1
Naercbndla 1/ 2s0.0 250.4 312.2 328.9 859.8 459.2 411.8 875.8 891.5 449.2 859.0 446.2 se8.9 S7s.6 418.5
ftn-foctor servico 99.9 106.7 98.4 94.1 95.5 109.9 142.a 185.7 160.2 162.5 169.9 216.0 S.2 285.8 282.6

lOarte 409.2 295.1 510.1 618.7 660.7 781.7 845.4 946.8 961.6 1.115.6 1,061.8 1.211.3 1.217.1 1.251.7 1.288.4
.rectnhendie C.l.*. 382.7 S38.0 489.7 54s8 s 89.S 691.9 748.6 848.4 866.3 1S026.4 974.7 1.007.2 1.0*0.S 1,098.6 3j.110.9
eon-foctor servicas 2/ 76.6 62.2 70.4 69.9 71.4 89.8 101.8 97.9 105.2 89.8 107.1 124.1 136.6 153 1 172.5

Rioorco balseco -79.3 -28.0 -104.6 -195.6 -205.4 -212.7 -291.3 -484.7 -40O.8 -5S0.9 -32. -849.1 -01.0 -2.6 -SSS.8

rector mervicee (net) -17.0 -1.8 -1.8 -0.1 -2.8 6.5 -. 1 -8.8 -13.6 -19.2 -5S.0 -28.6 -87.0 -S8.6 -75.8

Private trAnofera (not) 15.0 21.2 1S . 14.8 2S.5 19.9 24.7 45.2 84.9 1U7.2 1"4.9 209.4 160.6 le.8 144.9

Current acount balance -81.8 -4.1 -89.9 -160.9 -384.7 -t86.2 -278.7 -s.9 -368.8 -415.6 -421.0 -868. -477.3 -S62.i -516.2

Official tranefere (net) 3/ 29.7 29.4 42.6 58.2 5s.7 59.9 89.8 67.5 92.4 161.9 296.8 293.2 211.8 187.8 281.4 0:

Privote tlLT len. (not) 19.7 8.5 5.7 3.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 0.o I

PFblic lILT lor (nte) 48.9 51.8 44.9 35.2 70.6 10.0 161.8 89.2 20S.5 180.8 162.8 277.2 1tt.3 220.9 200.5
R o-Ipta 65. 1 68.4 61. 49.6 66.4 169.2 188.6 841.8 258.8 24S.0 256.1 401.1 324.7 4.a 4c00.7
Rpeymonte -16. 1 -17.1 -16.7 -16.4 -17.8 -19.2 -22.0 -s2.6 -49 7 M4.7 -92.6 -122.8 -148.4 -164.9 -200.2

Short-tser cpital (ant) 8.7 -25.8 8.5 -18.5 -19.0 -14.8 -8.0 18.9 -9.5 10.9 42.8 -12.8 9.7 4.8 4.8

MA mllocatbona 0.0 0.0 0.0 0.0 4.6 4.* 4.8 4.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Rawvlastlon of roesrve 0.0 0.0 0.0 0.0 0.0 0.0 28.3 16.9 0.0 0.0 0.0 0.0 0.0 -4.5 8.7

.angAa.ln not reesr (- * icae) 6.8 48.7 73.5 32.2 46.0 40.8 59.2 -60.0 71.5 42.3 -47.6 -1e5.2 19.9 1*9.7 -2..4

tErrors A celoslian (not) -32.4 -12.0 W.0 72.8 21.8 -S4.5 -44.0 41.2 -19.8 20.4 414.3 -24.0 54.6 -95.8 102.8

Memorandum Item:

Total recrmee (nCt) 62S.2 859.8 296.5 264.1 218.1 177.0 118.6 178.6 107.1 64.8 112.4 277.6 257.7 60.0 96.4

Edchoan rate (US Dollar per Dit ) 0.8 0.8 0.5 0.5 0.5 O.S 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5

Source: ibtional bank of Ethiopia.

1/ Includes Or 28.7 million of non-eontory gold in 1979/80.
2/ For 1985. Includo emerwncy auietnce In the form

of vehicles and euipeent provided by MIM's for relief operations.
S/ Excludes technical essistance and simi lar tranfre recorded in government bgdapt.



Table 3.2: VALUE OF EXPORTS BY MAJOR CCe9ITY GROUS

____-____ (I. esIione of bire)

Item 1974/75 1975/76 1976/7M 1977/78 1976/79 1979/60 1960/61 1981/62 1962/62 1963/84 1984/85 1985/86 198/67 1987/88 1988/I8

coftae 117.8 297.7 406.9 512.8 641.6 631.7 824.8 480.3 495.9 690.4 466.3 664.8 624.3 439.2 510.0
Puts" 73.6 52.8 48.6 80.6 17.9 24.8 23.7 30.0 28.8 20.8 16.9 12.6 8.5 16.1 20.4
oilUeods 69.1 85.4 26.9 11.9 9.6 18.0 2a.4 19.8 15.3 27.9 15.8 7.9 9.8 22.0 9.8
Sugar I/ 8.8 9.4 18.7 0.0 0.3 16.6 9.8 7.0 10.4 10.1 9.8 1o.4 12.6 16.4 19.4
Hides and akins 57.2 42.7 52.3 58.0 107.1 188.7 92.7 98.3 77.8 93.4 95.4 119.5 108.8 183.0 144.8
Live uislI 16.9 31.4 8.6 1.5 1.3 8.3 9.s 8.3 16.8 18.6 19.7 18.2 15.8 32.4 52.3
Iab, canned and fioan 0.9 6.8 4.9 1.3 2.0 5.4 0.3 5.3 10.2 5.9 8.9 3.9 5.4 5.1 5.4
Frut and vogtablse 9.8 7.1 9.4 4.1 2.7 4.8 3.8 5.5 3.4 8.5 5.9 6.0 12.8 11.8 9.1
O larcd chko 7.2 7.8 12.7 4.7 o.8 5.8 8.8 14.4 6.2 16.7 1.0 2.0 1.7 1.1 1.2
RA cotton 8.0 1.5 6.8 2.4 0.0 5.4 28.2 18.4 17.8 11.9 1.6 0.0 1.6 1.1 1.0
Pebavle producte 2/ 7.4 12.7 2D.0 25.3 28.2 84.2 76.1 52.2 68.8 74.2 67.3 44.2 27.3 3.0 2B.7
Other emporte S/ 82.0 20.8 27.5 17.0 24.7 41.0 89.4 37.8 58.0 50.9 40.2 33.8 66.0 59.4 79.8
Re-oCto 30.9 18.5 8.0 1.2 0.5 0.4 0.4 0.2 0.1 1.8 0.0 0 5 0.0 0.0 0.0

terAL Elt5W 476.2 s8. 1 846.3 670.7 744.9 950.7 051.s 778.1 810.5 o98.1 748.8 928.8 704.8 773.8 M62.8
Mm-Agricultural 100.3 47.0 58.5 48.5 53.4 98.6 118.9 90.2 126.9 184.4 107.8 78.5 e4.2 95.4 108.3
Agicultarasl 875.9 492.1 367.8 627.2 691.5 858.1 735.6 687.9 6.83. 795.7 685.8 848.3 700.8 678.2 754.0
Agricultural as 3 total 78.95 91.33 90.95 93.53 92.83 89.95 66.431 88.41 64.33 85.53 85.53 91.531 88.13 67.76 87.41

Sourc: Catfme Office and staff estimate.

1/ Mainly eol_mee.

2/ Petrol. poroducts replaced by data frem he Ae_b oil refiner? sharp eoelblo.
s/ Include Or 2S.7 million of non-manetry gold in 1979/60.



Table 8.3: VOULE OF -PORTS BY MAJOR COW4ITY FwnS

--------- (In tiusands ao e tric tone)

item 1974/75 1975/76 1976/7 177/76 1979/7 1979/80 1990/81 1961/52 192M/6 1963/94 1994/85 1M5/96 1966/87 1967/86 1M5/69

Cdfe 49.0 77.1 42.9 57.8 6.8 60.1 8I.14 10.2 67.6 97.2 78.8 72.4 60.2 71.2 77.7

Puloso 112.3 86.2 75.6 46.0 26.0 38.7 24.5 86.6 36.2 27.6 20.0 11.4 4.2 12.5 16.5

Oilseodo 76.6 42.4 80.5 14 . s.e 9.3 16.4 12.2 11.6 83.6 12.5 5.4 8.2 17.8 6.6

Sues 1/ 5.0 12.0 23.9 0.0 4.5 47.6 29.1 25.8 S6.5 39.0 48.1 46.4 48.0 83.1 54.6

Hideo and skine 6.0 7.4 8.1 11.9 11.6 10.6 8.9 10.2 7.7 9.8 10.1 13.2 10.2 8.6 10.0

Live enicols 10.6 21.1 2.2 0.9 0.6 8.0 S.5 2.8 5.8 4.7 6.6 7.4 5.0 14.8 14.0

mt. eanned end f* asn 5.1 2.7 5.5 0.9 0.8 2.0 2.8 1.4 3.1 2.9 0.9 0.9 1.5 1.7 1.0

Fruit snd s."tsblss 30.8 19.8 21.6 5.8 3.5 7.5 5.1 7.6 6.4 9,3 9.9 12.2 12.1 10.9 7.5

01 lOed e ks 86.4 84.1 46.7 15.8 86.1 19.5 21.2 10.0 29.2 51.7 3.7 10.4 6.4 5.4 7.4

ftRw cetten 4.4 2.4 2.6 0.5 0.0 2.5 7.6 5.4 6.7 5.8 1.6 0.1

Pitrolous products 2/ 51.4 65.5 94.6 29.4 0.0 160.6 153.5 194.0 216.9 208.9 197.8 182.9 192.3 216.2 104.5

Swreu: Custom Office.

1/ Obinly mlsso.

2/ Petroleum products replsed by dats from the Asb oil ,ofiny..



Table 3.4: VALUE OF IPORTS BY MAJOR COMMODITY CROUS
--------- (In a;,ionas of b;ir)

Eati;ta

Item 1974/75 1978/78 p978/fl 1977/78 1978/79 1979/00 1980/81 1981/82 1982/83 1983/84 1984/88 188s/se 1988/87 1907/86 1988/89

Fo and lie. anito 18.7 24.2 88.9 48.8 60.2 72.8 88.9 1S8.8 174.8 168.5 348.0 530.5 390.4 248.6

Grain 40.2 44.4 78.9 118.9 114.6 257.9 382.4 280.3 177.S

Oavergaa and tobecco 7.6 10.4 8.9 17.2 14.7 11.9 18.4 28.3 18.7 19.8 14.6 7.8 6.2 19.7

Petreolo I.1 110.6 118.8 124.2 141.3 248.0 287.8 329.8 380.4 328.7 281.8 220.3 163.3 i1e.8

Potrolm product. 13.7 19.7 45.8 34.1 86.1 94.4 87.9 32.1 38.6 52.7 36.2 82.8 62.5 34.7

Chelcalo 98.0 79.3 68.8 83.0 181.3 1183.2 88.8 89.8 136.6 107.2 76.7 87.9 115.0 110.8

Fartiliaere 81.6 4.0 18.2 29.0 26.8 36.1 44.7 29.9 72.5

Nadleal and pharmaeutical product. 18.9 21.7 28.8 so.8 Zo.6 68.6 40.9 48.2 38.9 81.6 42.0 S8.8 68.6 80.3

Sop, pol la, proaprationa 8.4 11.2 10.9 12.9 9.2 14.8 18.9 26.8 24.2 15.7 6.2 8.7 10.6 10.8

Rubber product. 17.4 11.3 18.8 11.0 17.4 88.2 80.8 44.4 38.7 39.0 41.8 45.6 60.0 78.8

Papr and papr manufacturoe 18.2 11.8 11.2 9.7 19.6 22.8 88.4 28.0 16.9 28.1 11.8 34.9 2s.9 29.8

TeatIl.. 38.1 44.4 70.3 81.7 106.9 57.4 39.8 71.5 8s.2 68.6 69.0 79.2 36.5 76.9

Clothing 11.8 13.8 21.8 63.6 27.9 e.8 4.8 6.1 5.6 3.8 7.7 3.8 4.8 2.6

Cl.os & g91mere 8.6 7.5 3.5 8.0 6.5 4.2 3.7 8.7 4.6

ata l and mtetl moanfacturec 6.8 37.7 42.8 48.8 98.6 104.2 100.1 76.9 148.0 162.9 148.4 168.9 W8.4 159.8

Mbchinery including aircraft t0.0 114.9 90.0 102.0 140.9 202.2 213.4 227.6 2P4.4 519.8 226.1 274.7 327.7 477.0

Elctrical _teriolo S1.9 36.1 38.0 85.0 82.8 48.0 88.1 48.6 81.8 97.9 56.1 76.7 102.8 81.2

Rd moeteor vhicles 68.8 80.7 110.8 127.9 184.6 138.8 168.8 259.4 164.8 210.6 179.6 287.1 889.3 369.9

Tstncoainecaton pparatus 1S.4 20.1 29.2 19.8 23.2 30.4 45.8 88.3

Other lporta 68.9 61.9 99.6 128.7 143.6 108.2 Z04.8 184.0 168.7 181.1 163.0 194.4 847.5 182.

Unracoiddad Imorts 48.4 88.8 104.3 10.2 72.1 185.2 118.0 21.0 80.8 247.8 40.0 0.2 .

Adjuatont 1/ 0.0 -2£.7 0.1 80.8 -181.7 0.0 0.2 0.0 -1.5 -0.8 0.1 9.7 -3.8 0.0 _

TftrAL DlIS c.i.f. 688.8 68W.4 910.4 1.12.9 1,220.1 1.432.8 1689.6 1,736.6 1,772.9 2,123.0 2,018.0 2,250.9 2.237.0 2,274.6 2,8000.

Source: Custows Offieo and National 8au of Ethiopia.

1I Detailt have met boe adjuted for law and leeds In custom data.



Table 3.5: VALYE OF D i?TS BY ES WUE

--------- (In .illiona af birr)

Item 1974/75 1975/76 1078/77 1977/78 1978/79 1979/80 1980/81 1981/82 1982/88 1983/84 144/85 1985/8t 1908/87 1987/88 1988/89

Re mter,ale 89.2 25.7 27.1 38.9 42.7 58.7 82.8 88.5 80.2 72.9 49.7 08.3 49.8 89.0 80.7

Semi-finieh d goode 147.8 129.9 124.0 13S.8 204.9 2B6.2 187.6 222.9 252.1 242.1 240.7 259.8 269.9 80.0 242.2

Chemicals 102.8 72.4 78.1 83.6 . 566.5 79.8 100.0 98.I

Fort; i so 81.8 8.5 16.2 29.0 19.7 86.1 44.3 29.9 72.4

7oct1lo interial. 14.1 17.8 18.0 15.5 19.8 14.5 10.4 11.5 1S.8

Oth-r. 80.8 93.9 112.6 124.0 119.1 1S.6 124.0 1U8.5 124.0

Fuel 112.8 180.2 164.4 1S.8 227.4 S21.8 845.5 861.5 897.0 878.4 Sd8.5 2t2.8 230.4 218.6 290.8

Crude petroleum I/ 99.1 110.5 118.8 124.2 141.8 248.0 287.5 829.8 860.4 825.8 280.9 219.2 168.8 181.8 198.2

Petrolsu product. I/ 13.7 19.7 48.6 84.1 88.1 78.8 58.0 30.9 s6.6 82.8 108.6 88.4 t2.6 84.8 97.4

Othoer, 1.3 0.8 0.2 4.8

Capital Goode 91.9 185.2 215.8 801.1 345.4 440.8 452.5 580.1 S77.0 980.2 515.1 782.8 987.7 1.061.2 964.9

Transport S1.7 74.2 91.9 108.1 136.2 1S0.8 19t.5 248.2 18.2 424.0 187.9 800.1 871.8 468.0 475.7

Tyree for heavy nehicles 12.1 22.2 21.8 1S.9 15.6 23.0 61.4 87.2 48.2

Heavy reeod otor vehiclee 99.4 137.0 182.2 139.3 188.6 134.7 197.0 284.8 270.7

Aircraft 86.0 S4.9 38.9 9.0 281.6 25.9 32.9 48.9 148.9

Others 2.8 2.4 8.8 4.0 8.2 4.3 8.8 5.4 16.0

Agricultural 14.4 8.2 12.2 14.9 14.7 64.2 27.7 22.2 S6.2 17.8 42.7 74.9 87.1 57.4 27.0

Industrial 25.8 52.8 111.7 178.1 192.5 225.8 228.8 281.7 S72.8 488.9 284.5 857.8 S49.3 540.0 482.2

Conau.r goods 249.4 232.7 250.4 842.8 814.8 820.7 844.2 448.7 461.8 488.8 84S.0 869.8 72Q.8 801.4 728.0

Durable* 97.8 89.1 8S.8 98.2 111.8 101.4 111.8 162.2 132.4 112.2 188.5 15.2 172.2 195.1 181.0

Radio A TV 10.0 11.4 12.2 19.6 12.4 16.8 13.2 27.8 18.8

Tyr eeCare & other vehicles) 4.S 6.0 8.7 7.9 9.4 7.7 4.8 8.1 8.7

Care A other vehicles 81.7 28.8 47.9 88.0 89.8 44.9 61.1 S2.7 78.9

Others 55.2 88.8 98.4 S8.0 S1.6 84.8 89.8 08.8 88.7

hlondurablee 1S2.1 148.8 184.8 244.1 20S.5 219.8 282.7 286.8 825.1 821.1 511.8 781.6 887.8 408.8 584.0

Cereals 42.8 47.0 79.2 123.9 118.9 26S.4 402.7 290.9 181.S

Other food 86.0 57.0 79.8 75.7 78.8 138.8 204.7 110.7 101.7

ebdical & pharomaouticals 68.8 40.8 48.2 88.9 S.8 42.0 58.5 68.7 S0.2

Textile fabrica 2S.6 28.5 27.6 30.7 18.6 24.8 25.6 32.7 22.8

Other. 81.8 84.4 52.2 88.9 68.2 42.0 40.1 S5.8 50.8

Unrocorded iw>ort. 2/ 43.4 88.8 104.4 120.2 72.1 0.0 188.2 115.0 21.8 58.5 171.0 44.7 0.0 2.0 0.0

Iiecol lanouo 4.8 1.9 24.8 31.8 12.8 10.1 2.1 1.9 8.8 9.8 10.0 4.7 0.0 8.5 I.S.

TOTAL D7WT c.i.f. 688.8 689.4 910.4 1.15.9 1.220.1 1,452.6 1,899.6 1.756.6 1.772.9 2.1.0 2,018.0 2.280.9 2.2S7.0 2,274.7 2,300.0

Source: Notional Bank of Ethiopia. booed on Custom data adjuetod for balaneo of paymento purpoooe; end steff eoticatae.

Notes: 1/ Crude petroleum imports reported by the Aesb refinery and petroleum producto imports recorded by Exchange Control.

2/ National Bank of Ethiopia estimates of imports not recorded by the customu authoritios, consisting eainly of relief imorte.



Tablo 3.6: VMUSE OF DK8TS BY MAJOR COMMODrTY RaIPS
----- (In thousends of o@titC tone)

It" 1974/78 1975/76 1976/77 1977/78 1978/79 1979/0 3080/8 1981/82 1982/83 1988/84 19m4/83 1983/88 1088/87 l97/88

Food and live animale 10.7 12.9 41.2 14.6 62.5 120.6 124.2 178.3 239.5 289.5 601.9 840.8 599.9 56S.6Crain 
106.3 64.0 134.3 241.1 264.7 637.7 67.1 446.0Borvarge end tobacco 1.8 2.8 2.1 1.7 2.0 1.8 1.9 1.7 1.4 2.1 1.3 1.2 3.7 0.9Poe oleBu 682.6 854.7 449.9 885.0 807.6 671.2 690.3 713.2 778.9 785.2 716.8 727.6 813.0 732.3Petroleum product. 70.0 44.6 46.7 33.9 36.4 94.7 56.6 18.4 20.8 55.2 19.6 16.2 20.5 10.9Chemicals 65.9 51.0 54.8 42.6 30.3 34.3 27.9 40.4 47.3 38.1 43.6 41.8 41.5Forteligoro 
us.8 0.8 29.4 41.7 36.1 72.6 108.1 39.2 152.7Madicel and pharmceutical producto 1.9 2.3 1.9 3.9 S.8 1.6 2.8 2.9 1.6 2.8 2.7 3.9 4.8 8.8Soap, polieh, prpQratione 61.5 10.7 9.1 7.8 7.2 9.8 11.8 17.8 13.3 8.4 4.2 3.3 17.7 18.0Robber produto 3.2 4.4 5.4 2.4 3.7 6.9 6.7 8.6 7.7 9.2 8.9 15.2 11.8 10.2Paper and paper mnufocturee 9.2 6.8 7.0 5.0 12.1 12.2 13.7 12.9 7.S 18.8 21.8 19.4 11.6 18.21Teatille 11.1 8.3 18.0 7.5 10.3 18.0 14.8 22.6 19.3 25.8 13.9 20.8 14.7 20.3Clothing 0.9 1.0 1.3 2.6 1.8 0.4 0.1 0.3 0.1 0.1 0.3 0.1 0.1 0.2 x *lae A 9lsemare 

3.5 4.3 1.9 3.6 7.0 2.6 1.9 1.9/etal and motel manufacture 42.2 32.0 38.9 38.3 62.3 57.0 33.1 88.7 84.3 81.4 84.6 72.8 81.1 00.9Mechinery including aircraft 15.7 9.4 1O.S 9.2 12.8 21.9 16.1 19.1 18.1 22.9 21.2 83.9 25.1 24.1Electrical gteriale 3.9 4.7 8.0 3.6 8.6 5.4 4.8 4.6 8.0 13.1 6.8 9.4 10.S 10.8Read aetor vehIle.e 11.4 11.0 17.2 11.8 10.2 14.3 14.7 19.8 24.9 28.2 18.1 32.0 29.8 40.1Telecoaanications apparatus 
0.4 0.7 0.5 0.3 0,7 0.6 0.4 1.1

Source: Netional Banik of Ethieopi. Owartorly Bul letina.



Table 3.7: SERVICES TRASACTIONi AND TRANSFS
- (-I. illliaes of b; r)

Pro,. Acteal

itom 1974/7S 1978/76 1976/77 1977/78 1978/79 1971/0, 1980/81 1981/62 1962/83 1988/84 1984/8s 1985/86 1986/87 1987/88 1988/89

Nm-factor service. (neo) 48.4 92.8 47.5 80.2 49.9 41.6 84.9 78.4 113.9 151.7 17.6 190.2 197.9 211.9 225.8

Receipts 206.9 2n1.0 198.8 194.9 197.7 227.6 298.7 281.0 381.7 836.6 893.2 447.2 480.7 528.9 883.0

Travel 19.1 18.8 6.7 5.S 10.4 15.1 16.8 19.7 16.4 14.5 16.2 13.9 11.1 16.1 11.4

Tr?uuor,ttiee 1/ 73.1 68.8 86.0 85.s 84.9 104.6 148U.9 14.5 161.9 1.9.4 174.4 242.1 270.5 801.0 816.2

Oeweruot. ale 82.5 70.1 48.8 46.1 42.0 48.6 42.7 60.4 62.6 60.5 71.6 74.1 73.8 76.4 87.8

Other 82.2 51.6 54.B 57.8 60.4 61.2 97.8 65.4 90.8 92.1 151.0 117.1 128.8 154.6 168.1

Pv_eto 186.8 12.? 145.8 144.7 147.8 15.9 210.8 202.6 217.8 U14.8 221.7 2S7.0 282.8 817.0 37.2

Travel 15.8 14.0 11.6 8.3 6.2 7.4 7.0 6.4 7.4 8.2 a.2 6.9 10.7 10.2 15.6

Tra.esorttlon ss.2 49.6 66.4 86.7 86.8 62.1 104.6 94.6 69.8 91.6 101.9 130.7 160.2 174.4 177.0

Oornuet. nle 20.0 16.6 21.8 5.0 g 29.8 69.9 87.4 48.9 87.8 2.8 7.6 20.4 21.5 18.4 18.2

Oth. 8s.0 46.5 84.8 44.7 45.0 66.5 61.6 67.7 88.6 82.7 104.0 97.0 90.4 117.0 148.4

Iuveet.et iceme (oot) -.8.1 -2.7 -5.0 -0.2 -5.2 1W.5 -14.6 -16.2 -28.1 -8.7 -60.4 -89.7 -76.6 -121.3 -156.9

Rpcelpto 84.0 86.0 84.5 20.1 20.6 44.2 21.7 54.0 ss.8 30.6 19.9 35.3 a4.6 24.2 12.2

Paymemto 2/ 69.1 86.7 86.3 20.8 25.8 30.7 86.8 72 2 61.5 70.3 663.8 95.0 111.2 145.5 169.1

Trofe re (not) e2.5 104.7 12.4 140.8 171.7 165.3 175.1 238.4 387.2 557.2 917.8 1.040.7 771.2 633.9 779.0

Receipts 115.9 119.6 132.e 147.7 180.0 169.1 179.6 287.6 37.8 560.0 921.2 1.044.6 774.6 641.4 783.8

Privoto 67.4 s8.6 44.E 37.0 66.5 45.1 85.9 97.8 185.9 224.a 803.6 457.6 386.2 252.6 804.5

Public a/ 61.6 60.6 88.1 110.1 123.5 124.0 123.9 139.6 191.4 335.2 617.6 607.1 4s8.6 M.9 479.0

Pbmfooto 20.4 14.9 10.5 6.9 6.3 3.9 4.7 4.2 10.1 2.8 3.6 8.9 3.6 7.6 4.5

Private 25.4 14.9 10.6 6.9 6.8 8.6 4.7 4.2 10.1 2.6 8.6 8.9 3.6 7.5 4.6

Pub le 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Source: etionel Banlk of Ethiopia:

1/ Includce freight and iuernco ae experts.

2/ Includes DIF chrge of Be 2.00 milII ion 1n I8/81 and Or 16.6

million in 1981/62.

8/ Inclwdee capital tranefore. for which no eprate date are available.



Table 3.8: PU8LIC LWC-TER CAPrTAL

--------- (In millio.,a of bi.r)

Itom 1974/75 1975/76 1978/77 197/78 1978/79 1979/80 198o/e1 1981/e2 1982/83 1983/84 1904/85 1985/88 1906/87 1987/88 1989/89

Public ILr capitol (net) 101.8 106.3 93.0 68.7 148.2 310.6 334.8 840.2 421.4 373.2 838.0 574.0 375.4 581.8 415.2

Recipte 184.7 141.7 127.5 102.7 13.0 880.3 380.1 707.8 024.4 807.2 828.2 830.4 872.2 992.9 es.6

Control ocurement 1/ 107.6 129.0 117.2 87.8 179.4 1I8.8 142.9 494.8 472.3 237.6 876.9 888.1 498.2 565.2 718.3

thoew public actoer 2/ 27.1 12.7 10.8 18.2 8.8 192.0 287.2 212.8 52.1 269.6 151.8 274.8 178.0 8s6.7 111.3

Rpayesot.t -38.4 -85.4 -34.5 -84.0 -48.0 -89.7 -44.6 -57.4 -108.0 -184.0 -m.2 -266.4 -2".a -341.4 -414.4

Central Government -16.0 -17.6 -10.4 -1S.0 -18.0 -15.0 -14.9 -19.9 -21.6 -29.1 -40.2 46.3 -101.1 -143.9 -146.0

Other public Acetor 2/ -17.4 -17.8 -18.1 -10.2 -21.9 -23.9 *80.7 -47.8 -81.4 -104.9 -151.0 -190.1 -19. 7 -197.5 -266.4

Surce: Monisrt of Flr.nco.

1/ Incudes trust fund louse to guernment in 1978/79 cod 1979/60.

2/ Incude. Comelrl bob of Ethiopia ltori-tec. borrauin and

repayest; oscltude taeactioa an private *actoc debt uarctntd

by Goverieo-uned financall inatitoliane ma they are cowered

under private lon-Itor capital.I
I.-
40*
Vs



Table 3.9: NET 1lET1i675 tEl. VR
--------- (End of Jmun, in *jillioC of birr)

It.. 1975 1976 1977 1978 1979 1980 1981 1982 19C8 1984 1985 18 1987 1988 1989

INoionl bu, of Ethlri.o (net) 567.2 618.4 451.7 431.4 289.4 214.8 110.7 263.6 182.8 19.4 153.7 439.1 406.7 51.9 50.1
A_..t 591.8 825.4 455.9 435.1 273.4 3S2.0 290.0 60.9 443.0 227.6 315.0 624.7 559.6 242.2 165.6

aoId 22.8 22.3 2a.8 23.8 23.8 50.5 49.2 48.9 4.o 44.0 44.0 44.0 44.0 44.0 44.0
Rweign .chbane. 551.9 583.6 412.4 819.7 201.5 26.8 234.3 505.3 S9e.0 177.3 265.0 56e.2 561.4 197.7 121.3

DIF rumwo pooltiam 17.1 19.5 20.2 18.8 0.0 0.0 9.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
SllR 0.0 0.0 0.0 0.0 1.6 8.9 4.7 1.7 3.0 6.5 6.0 0.5 0.2 0.5 0.3
81a tore,I 0.0 0.0 0.0 73.8 48.5 8.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 O. 

Liabilitior -4.6 -7.0 -4.2 -S. 7 -4.0 -117.4 -187.3 -287.3 -260.2 -208.4 -161.3 -185.6 -182.9 -190.8 -115.5

Comrclal Bank (not) 88.1 147.3 161.8 115.4 132.2 113.5 134.8 106.2 39.0 114.8 79.0 133.6 126.8 68.0 149.5
APOt 107.9 168.2 184.1 142.4 205.8 202.6 191.9 212.9 176.7 m.0 176.2 219.1 198.5 195.9 252.4 _
Liubi I ltie 1/ -19.8 -20.9 -22.3 -27.0 -23.6 -49.1 -57.1 -106.7 -137.7 -107.2 -97.2 -88.5 -69.7 -107.1 -102.9 0%

TOTAL tES8E8 (MET) 675.3 76M.7 613.5 F46.S 451.6 363.1 245.5 359.8 221.8 134.2 232.7 574.7 333.5 140.7 199.6

Na.orandu Item:

Import, e.,.f. 188.8 689.4 910.4 1,1259. 1,220.1 1,432.8 1.89.6 1,736.6 1,772.9 2,125.0 2,018.0 2,250.9 2,2S7.0 2,274.6 2500.0
Imort craer (not r,ea/importe) in 11.8 13.3 8.1 5.8 4.4 3.1 1.9 2.5 1.5 0.8 1.4 3.1 2.9 0.7 1.0

(in aonths)

Source: National B nik of Ethicois

1J Short-torm liabiliti.e oniy, a.clude liebilities ojering frm
long-term borroelng and truet fund lane.

4



Table 3.10: IMPORT VOLUME ANALYSIS

--------- (In millions of birr) 1/

1978/79 1979/80 1980/91 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89

Total Imports 122Z.1 1432.6 1539.6 17S6.8 1772.9 2126.0 2018.0 2259.9 2237.0 2274.6 2390.0

---- - ----- - ----- _- ---- _---- -- _-- - -- _- ----- -_-- - -- - -- --- ----- -- _----- - -- ---

lose:- Food 80.2 72.3 88.9 135.5 174.6 188.5 345.6 630.8 390.4 246.6 180.0

- Fuel 227.4 339.4 345.4 381.4 397.0 378.4 316.6 262.6 226.8 216.6 271.3

Balance for other imports 032.6 1020.9 1106.8 1259.7 1201.4 1678.1 1365.0 1487.7 1620.8 1811.5 1888.7

less:- Capltal goods 845.4 440.3 452.6 560.1 577.0 930.2 515.1 732.3 957.7 1081.2 964.9

Balance for oth. non-capital Importa 687.1 580.6 652.8 709.6 024.4 047.9 839.9 735.4 663.1 730.3 903.8

----- - - - ---- --- - ----- ----- - ------ -- ------ -- -----_ -- --- - ------ -- _ -- 

Deflator 2/ 85.6 95.3 169.0 99.6 97.6 95.6 95.1 103.9 117.7 128.0 134.8

Other Imports at 1980/91 prices 1089.4 1071.2 1105.3 1264.8 1236.9 1652.6 1424.8 1412.6 1377.1 1416.2 1388.3

Index of other Import volume 98.6 96.9 106.0 114.4 111.4 149.6 128.9 127.8 124.6 129.0 126.4

Other non-capital Imports

at 1990/91 prices 686.9 6 9.2 s62.8 712.4 639.8 878.4 983.2 707.8 683.4 570.5 676.5

Indox of other non-capital import

volume 106.1 93.3 100.0 109.1 98.0 103.9 135.3 108.4 88.3 67.4 169.7

Source : Annex Tables 3.4 to 3.6

1/ Indices In 1980/81 base.

2/ Deflator: unit value index of manufactured goods entering world trade

robasod to 1980/81.



Table 3.11: ISNEX OF EXPORT VOLUMES
-------- (1975 a 100)

FiScal Hide a Ovoral 
Year Coffee Pulses aleedo Sugar Skins LIvetock Meat Fruit Olleake Cotton Other Index

Weight 0.67 0.64 0.0e V.01 0.13 0.02 0.01 0.01 0.01 9.01 0.96 1.00

1976 100.0 100. 10.0 10. 1.0 100.0 10.0 100.0 100.9 100.0 100.0 100.60
1976 167.3 76.8 5a.9 240.0 02.6 199.1 62.9 64.8 102.1 54.6 N.A. 140.2
1977 87.6 67.2 88.8 878.0 101.3 20.8 68.6 70.8 189.8 83.6 N.A. 89.7
1978 119.0 41.0 18.8 0.0 149.8 8.5 17.8 18.8 45.8 11.4 N.A. 107.8
1979 176.1 23.2 7.6 90.0 145.0 5.7 15.7 11.4 108.1 0.0 N.A. 149.1
1990 168.6 30.0 11.8 962.6 132.6 28.8 89.2 24.4 58.4 56.8 N.A. 152.6
1981 180.4 21.8 20.9 652.0 111.8 88.0 45.1 18.8 63.6 172.7 N.A. 157.4
1982 183.7 81.6 16.6 616.0 127.6 26.4 27.5 26.8 53.9 122.7 N.A. 146.2
1988 178.8 82.2 14.8 1189.0 968.3 5.0 89.8 20.8 87.4 162.3 N.A. is.a.
1984 198.4 24.8 42.7 780.0 122.6 44.8 56.9 39.2 164.8 120.5 N.A. 176.4
1989 150.6 17.8 16.9 862.0 126.8 62.8 17.6 32.1 11.1 86.4 N.A. 140.7
1986 147.8 10.2 8.9 908.0 lIS.0 69.8 17.6 89.8 81.1 2.8 N.A. 144.2
1987 168.7 8.7 10.4 860.0 127.5 47.2 17.6 89.8 19.2 0.0 N.A. 148.8
1988 145.8 11.1 22.6 722.0 107.6 189.6 88.8 85.4 16.2 6.0 N.h. 188.8
1989 158.8 14.7 8.4 1002.0 186.8 182.1 19.6 24.4 22.2 0.0 N.A. 162.0

Source: Annux Table 8.8

Notes: Weight are average of Value shars of each c-medity In total exports
In the yers, less petroleum product. and other".
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Tablo 3.12: REAL EFFECTIVE EXCtANCE RATE INDICES
--------- (1980 a 100)

YEAR REERT REERX REERM

1985 109.0 119.6 102.4
1968 106.9 116.8 99.6
1987 107.8 117.8 100.4
19S 108.8 117.7 101.8
1969 106.6 115.7 99.6
1970 110.7 121.8 102.8
1971 104.6 114.5 97.8
1972 96.9 106.2 90.0
1973 95.0 102.7 89.1
1974 81.9 82.6 81.1
1976 80.7 81.5 79.7
1976 102.8 102.9 101.8
1977 109.4 110.6 108.0
1978 109.0 112.7 106.1
1979 110.2 112.2 108.4
1980 100.0 100.0 100.0
1961 110.8 108.1 112.1
1992 119.8 116.5 122.7
11588 126.8 128.0 128.4
:194 140.9 188.7 144.7
19865 168.6 108.9 172.7
1986 129.1 182.0 127.6
1987 118.6 120.4 109.2
1988 116.0 124.4 110.5

Sources: IM, International Financial Statistics and
DTrection of Trade Statistics

Notes: - Real effective exchange rat. Indices are calculated
as trade (or export or import) weighted etric
averages of bilateral exchange rates, adjusted
by the ratio of the domestic retail prie index to
trade partners' wholesale price indices.

- REERT: Index weighted by 1980 trade
- REERX: Index weighted by 1980 exports
- REETH: Index weighted by 1980 Imports
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Tablo 8.18 s TERMS Of TRADE INDEX
--- (1980=100)

Year Index

1986 129.8
1987 129.6
1988 11a.8
1889 118.8
1970 141.8
1971 120.2
1972 126.8
1978 189.8
1974 87.6
1975 82.4
1976 142.2
1977 198.8
1978 181.8
1979 182.2
1980 100.0
1981 84.0
1982 89.6
1988 91.0
1984 101.2
1986 99.1
198l 110.1
1997 68.5
1988 94.6

Sourccs IBRD

Note: Net barter terms of trade
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Table 4.1: EDIUM AND LONG TERM DEBT OUTSTANDING AND DISBURSED
--------- (In millions of US dol lar)

1984 1986 1986 1987 1988

Public & Publicly Guaranteed MiLT 1869 1721 2059 2689 2717

Official Creditor, 1149 1441 1745 2180 2817
Multi lateral sBe 802 689 888 98S

IBRD 44 49 64 67 42
IDA 879 487 486 601 a6s

Bilateral 846 889 1066 1267 1884

Private Creditors 210 280 814 409 400

Private Nonguaranteed 0 0 0 B 0
Total ULT (fxcl . IM) 1859 1721 2059 2589 2717

IMF Credit 184 111 129 127 104

TOTAL ULT (Inel.IXlF) 1498 1882 2188 268 2821

Source: IBRDOdebtor Reporting System



Tab I. 8.1: SUMRY OF CENIWRiL 0OVER ' 8Pi TIWN8
- - (In mi l l ion of blr r)

Prelim. Awilad Prelim.
Ac'Ual Budget Actual

Item 1974/78 19s7/76 1976/fl 1977/7 1978/79 1979/80 1980/81 191/2 1902/8 1988/84 1984/88 1985/88 198/8 1987/88 198/8 L1888

Cu rrt royawe 711.4 780.9 1011.8 1107.1 1082.1 1867.8 176I.9 1876.7 2174.8 29.8 2B2.8 286.0 2S.9 8M6.4 89.1 80.7

Current expenditure 79.8 89 .9 1001.4 15.S 1462.2 168.8 1776.5 1914.7 2840.8 2288.0 2696.4 2592.9 2688.0 8015.1 8S84.0 8443.6

Current surplue/ddicit -88.9 -119.0 9.9 -164.4 -80.1 -111.8 -19.6 -88.0 -68.8 87.8 -878.1 218.1 272.9 s7.8 -844.9 25s.1

Capital expet iture 2s7.6 282.8 824.6 329.4 86S.8 448.2 808.1 715.0 1248.8 983.0 1187.0 14n.8 1088.1 1499.6 2283.7 1748.8

OveraII defiet (omet. granta) -2.5 -401.8 -814.7 -498.8 -448.9 -654.8 -524.7 -788.0 -1611.6 -875.2 -1560.1 -1258.7 -1110.2 -1128.8 -222.6 -1448.4

Foreign borrowing (net) 98.8 104.8 We.8 78.8 170.8 168.2 180.8 474.9 4282. 208.8 888.7 478.4 892.6 405.9 507. 559.1

Lanm and oredit. 114.8 121.9 108.2 a9.6 188.8 184.0 148.4 494.8 44.2 217.0 876.9 84.7 498.7 4S5.1 7M.8 702.8

Repajtumnto -16.0 -17.6 -18.4 -15.8 -1SO -15.8 -14.9 -19.9 -21.6 -29.1 -41.2 -'.8 -101.1 -140.2 -198.0 -148.7

Other financing of deficit 228.2 297.8 227.9 420.0 276.1 8s0.8 894.2 278.1 1189.0 866.7 1024.4 780.3 717.0 722.4 2320.8 899.8
ismatic borrowine (not) 148.0 203.8 180.9 888.0 8s.6 189.8 206.0 10.0 948.1 881.8 s80.9 874.0 448.0 414.8 476.0

unk 929.1 821.a 474.9 s88.o 398.0 879.s 481.0

Nonb_n 19.0 80.0 27.0 15.8 88.0 85.0 28.0

Gatornal grants 98.1 77.2 82.5 71.8 194.8 174.1 198.4 261.6 289.8 258.7 881.8 448.0 828.0 278.8 388.6 845.8

Reeidual -18.9 16.S 14.8 10.2 -2.0 22.9 -2.2 6.8 -18.4 61.2 91.2 -38.7 -S2.4 84.8 78.0

"aerondue lIeg

< overnent E2penditure(oexc sgrnte) 1082.9 1182.7 1326.0 16880.9 1881.0 2128.0 2281.6 2629.7 8786.1 8169.0 8s88.4 4064.7 4086.1 4814.7 S847.7 1819.1

*S of 8`P
Dotic rovone 12.8 15.0 14.8 16.S 17.8 18.4 19.7 20.8 21.7 22.9 28.8 28.9 26.1 29.8 24.4 80.2

Current empandituro 14.8 18.0 14.6 18.8 18.8 19.7 20.0 20.9 28.8 22.4 27.3 28.9 28.7 26.1 28.8 27.9

CaOpitl expenditure 4.8 4.7 4.7 4.8 4.6 5.2 s.7 7.8 12.4 9.8 12.0 18.6 12.4 18.0 18.5 14.1

Total expend.q .re 18.6 19.7 19.8 28.0 22.9 28.0 28.6 28.7 87.7 31.7 89.8 87.5 as.1 89.1 47.8 42.0

Ovwer1l deficet -5.8 -6.7 -4.6 -s.. -5.6 -6.8 -S.9 -8.2 -16.1 -8.8 -1s.8 -11.6 -9.9 -9.8 -22.9 -11.8

Source: Niniotry of Finance



Tabl. 5.2: CeStRAL COVE0ENT 2VeaE
----- (In millions of b..r)

Prelim. PraI,;.
Pe I ia Acbual

ibem 1974/75 1975/76 1975/77 1977/78 1978/79 1979/80 1950/81 1981/82 1902/8 19133/84 1984/85 11086/80 198/7 1987/88 198W/

TaDo an not ince A porfits 188.6 160.8 191.6 206.5 268.4 832.0 489.4 518.8 S8.0 808.8 848.6 722.0 880.5 03S.8 1,004.8
_,____ ____ _____ _____ ______________ ...... ------- _ ______ ------- ------- ------- -___ _____ _ ----- _____- ----

Personal 70.9 89.8 74.5 84.2 102.3 119.0 128.8 188.7 153.8 171.4 186.1 200.4 225.5 2 2.3 257.2

Rental A other inaeo 13.0 5.0 0.4 - - 0.2 0.8 2.1 2.2 4.3 2.1 3.8 1.9 1.5 1.1

Bacinoae profite (5ch-4ul, C) 74.3 78.5 98.0 104.1 117.4 161.5 210.8 526.2 344.7 S34.5 416.5 487.9 552.1 682.7 884.7

Aericalterat (SBcho&o B) 1/ 10.4 9.7 18.7 18.2 48.7 51.3 99.7 50.3 52.8 48.8 41.9 46.9 50.0 57.0 81.3

Taves an rural property 8.2 13.4 17.4 19.3 47.2 48.3 F0.2 48.8 51.3 48.1 41.4 44.0 45.8 48.6 45.2

T
a.oo on domeatic _sle. 200.8 15.8 18. 2 18. 7 282.5 883.5 399.1 403.8 447.8 495.5 523.7 854.0 82S.0 718.8 784.9

Ebci boa.. 134.4 111.0 112.0 11.8 lU.1 2J.6 284.3 289.9 288.8 807.9 338.4 349.3 887.1 456.1 8S7.0

Petrole.e Products 55.9 24.7 24.2 25.1 S0.1 32.6 33.9 35.a 84.7 40.4 41.2 43.5 52.8 43.7 44.7

Alcuhol 2V 32.7 85.9 30.8 41.4 57.1 96.8 107.1 113.3 124.4 180.4 212.1 2.0 246.2 20.9 3S41.7

Tobacco 2.3 6.8 6.2 6.5 10.1 28.5 16.2 20.9 27.2
salt 8.6 8.9 8.3 4.9 11.5 9.2 10.7 10.7 10.5
Suar 17.8 28.6 15.I 16.9 3S.1 34.1 31.4 21.8 32.8
Textiles yarn 10.2 10.7 10.1 8.4 12.9 16.9 17.0 14.9 17.0
Other 3/ 8.9 7.7 8.6 8.3 10.3 17.5 18.0 22.3 22.4 87.1 83.1 83.8 88.4 112.S 3O.6

Turnonor to. 27.5 28.8 32.3 S8.7 53.8 31.9 68.0 68.7 76.5 88.4 85.9 97.6 108.3 115.6 128.7

Tr.nacti.n baa 25.0 28.0 30.3 30.2 40.2 58.0 73.3 77.0 84.9 00.0 87.5 92.6 111.2 111.9 98.3

Stbw duties 7.2 8.3 6.9 8.5 9.9 9.9 11.8 10.6 13.0 14.2 23.9 14.5 18.4 SS.0 so.9

Tobacco annopol en 6.7 9.5 6.7 6.2 13.7 12.1 11.9 7.6 4.4

Taxe an lpOrbet 172.6 171.4 243.8 238.3 322.7 239.4 285.4 277 1 802.4 321.3 293.0 293.3 409.2 479.0 371.5
----- … … ………………… … …-~~~ - -- - -- - -- -- - -- -- -- -- -

Cuoto. 4dutier 104.9 111.6 161.4 162.7 200.7 180.2 155.9 148.0 170.2 188.4 172.1 172.2 230.4 2m7.4 212.8

Excise tanoe 16.1 12.1 16.3 13.3 23.3 12.8 18.8 17.1 14.5 18.3 .1 24.4 22.1 sO.1 15.9

Potrolaae products 6.9 1.1 1.0 0.5 1.1 1.3 0.8 0.3 0.1 1.3 1.0 1.5 1.8 1.1

Alcohol 2/ 2.7 2.5 3.6 2.6 2.2 0.2 0.4 0.2 0.3 11.9 S.9 9.2 0.8 7.0 8.2

Tobacco - 2.1 1.1 2.5 4.0 5.O 9.5 10.2 7.6
Othr 8.5 6.4 10.6 9.7 16.2 5.4 8.1 8.4 8.5 6.4 11.9 1'.2 19.8 21.8 11.8

TraDnection toa 51.8 47.7 85.8 60.3 98.5 96.4 110.7 112.0 117.7 114.6 1WS.8 96.7 156.7 171.5 143.3

T
onea on eaporwo 42.5 86.1 218.7 281.8 229.0 297.3 188.2 100.4 203.8 257.8 172.8 283.0 15S.7 143.7 163.2

CUOba.. dutiao S4.8 77.0 209.5 277.5 219.8 285.5 176.7 179.0 198.5 248.4 163.8 251.6 141.3 11.7 131.4

Coff.. 7.1 12.2 8.7 8.7 12.2 13.7 23.8 12.4 14.0 14.3 10.1 9.1 12.2 10.4 11.1

Calec ducts. 17.9 56.6 193.2 284.7 203.4 284.7 154.7 158.7 174.0 225.6 148.7 2S6.7 125.4 117.4 134.8

00he. 9.8 8.2 9.6 10.1 3.7 7.1 8.7 7.0 5.5 6.5 8.0 5.8 3.7 3.9 5.5

Tranaobeion tax 7,7 9.1 9.2 8.3 9.7 11.8 11.5 U1.4 10.3 11.4 9.0 11.4 12.4 12.0 11.8

Non-tsa reo.nua 118.7 165.8 151.9 252.5 232.3 283.0 394.6 441.3 616.4 882.3 645.8 929.7 833.7 1,037.0 1,361.8

,aorge. A feo 21.4 18.9 20.6 22.3 14.3 19.4 17.8 19.8 19.4 19.6 21.3 20.1 22.2 28.0 85.0

Saler of good* A ocrrica. 14.8 18.8 23.8 25.4 28.6 60.0 46.9 SS.1 s5.6 87.8 88.5 38.6 39.2 49.0 45.0

Profit. inaeroet , rent6 61.0 97.3 78.9 84.0 99.4 125.4 3377.3 832.8 896.9 426.0 398.0 838.4 491.9 792.1 790.7

Em,la.e.' pansion contributiOna 11.4 13.7 14.7 16.6 19.6 27.2 22.7 25.6 27.8 29.5 31.7 33.8 88.7 33.0 40.0

Ra,obure4onta 4/ 3.4 6.4 8.8 4.9 2.9 11.0 10.8 9.1 21.9 14.5 57.8 75.6 93.3 27.0 S5.0

Propeo.y _Sle 1.7 2.0 2.7 3.3 3.8 6.8 7.6 11.4 0.0 10.7 11.8 12 6

Hiac l lanecu 5.0 8.5 6.4 13.8 18.1 15.2 11.8 9.8 14.8 22.2 25.3 26 7 S8.5 2b.5 24.0

Extro-ordinary reaenu.e 5/ 0.0 0.0 0.0 79.2 48.1 0.0 0.0 0.0 100.0 0.0 84.2 185 9 110.9 75.4 891.9

Tot.a '.enua 711.4 760.9 1.01.3 1,157.1 1 S62.1 12567.5 1,75e.9 1,876.7 2,174.8 2,293.8 2.328.3 2050.0 2,928.0 3,881.4 3,730.7
_____ ------- ----- - _____ ____ ____ __ ----- -- - - _ _____ _ ------- .... ._______.___ ------- -- - - ___-__-_

Ta. revenue 592.7 615.3 859.4 94.6 1,149.8 1,302.5 1.362.3 1,485.4 1,888.1 1,731.3 1,67.5 1,878.3 2,092.2 2,849.4 2,359.1

Maeorandum Ito_:

ndi ract T7o.. 415.9 441.1 650.4 708.8 834.2 922.2 l72.7 871.3 953.8 1074.6 989.5 1110.5 1185.9 139.3 1319.8

External grant. 6/ 94.1 77.2 82.5 71.8 194.5 174.1 190.4 261.6 259.8 283.7 831.3 443.1 S22.0 273.3 345.2

Source: Niniotry of Finance

1/ In 1975/76. ths 6 rb;c.ltral tb. (Schedule 0) was replaced by ane.
agric,,btu.ra1 inc-sa t-a.

2/ From. 1983/84. dat. incl,daa tobac-o.
3/ Fro. 1943884. data includ.a to.aa on aalt.augar,te-ti lee 4.r.n.
41 From, 196/87. data mncl.do property ,ae-a.
S/ Spacial Ice. for drouht and aoucrity ealasncie..
6/ Iaputed .l.I. of goodo and soricea oret4d not in-laudd io the abe data.

Stao.tng 1979/10i dat. &on oly eetacMnical assistanceo to0 iftatsent proj ato.
n..n4.... lOeicy..4la"sA Me s.. 7cQa .. mM .;.. aW.. ... ;..



(In m Il l en of bi rr)

_i. .....Proli_.

Actual Actual

Item 1974/75 1975/76 197f/77 1977/78 1978/791979/8019W0/811091/82 1092/88 1098/84 1984/88 1985/86 1986/87 1987/68 1988/89

eneoral services 688.8 498.4 88.9 916.3 839.8 917.3 9S1.6 1,101.7 1,348.3 1,259.9 1,242.1 1,258.4 1,388.1 1.729.6 1.922.S

General government 1/ 830.5 485.7 880.6 877.0 798.8 868.3 898.1 1,048.2 1,284.1 1,168.0 1,170.2 1180.3 27.3 1648.7 1881.6

Foroein affairs 8.2 9.S 13.0 11.8 12.0 13.0 14.6 18.4 17.5 18.4 20.0 21.0 21.4 23.4 23.2

Finance a planning 20.1 21.2 28.3 27.8 32.3 38.0 38.9 40.1 44.7 83.5 51.9 84.1 87.4 80.S 67.7

Econasic cervices 69.2 80.9 82.4 90.4 86.5 100.1 98.8 124.1 180.0 134.6 138.8 141.4 185.3 191.3 202.8

Agriculture A land settlement 18.1 24.8 25.8 29.2 33.0 38.9 87.2 48.1 49.9 82.7 56.7 59.1 88.8 90.0 98.2

Mining, industry & touries 10.8 11.5 10.7 11.5 18.0 21.6 25.9 26.6 36.8 26.8 28.7 81.0 34.5 38.9 40.5

Transport & coaunications 40.8 46.1 48.9 49.7 3S8. 42.6 88.7 54.4 63.3 58.6 S.4 51.3 82.0 58.4 57.2

Other (studies) 6.0 6.7

Social services 201.6 198.4 212.9 227.2 258.4 286.1 837.7 358.6 418.7 444.2 S38.4 550.5 858.2 615.4 625.8

Ceneral education & culture 121.5 123.5 120.4 120.5 138.8 10.1 17S.2 209.3 233.8 258.8 284.6 305.1 385.7 360.9 369.9

Unviersity educatien 17.6 12.6 18.3 22.1 20.9 38.6 40.2 37.8 46.0 49.6 SS.7 S5.0 58.9 54.9 85.7

Health 33.8 48.2 49.7 81.8 59.7 65.4 77.1 78.8 83.5 86.4 101.2 101.7 111.2 119.7 123.8f

Labor & eoclal welfare 6.3 10.7 10.9 12.6 15.2 18.9 20.9 28.4 24.7 26.9 25.2 25.6 26.3 27.8 31.5

Urban devel. & heueing 2/ 1.4 2.4 8.6 11.0 10.3 11.1 17.1 8.8 4.4 4.1 5.0 5.1 8.5 8.8 6.9

Drought eli I 21.0 6.0 8.0 9.2 8.8 9.0 9.2 8.8 2S.3 19.6 64.7 60.0 49.6 48.6 38.2

Pensien payment 44.4 48.6 62.9 87.2 66.0 68.1 90.4 87.7 92.2 100.0 108.8 116.4 124.2 130.4 189.6

Interest & charges an public debt 20.1 82.9 42.4 48.3 56.5 68.5 77.7 86.8 91.3 147.4 225.4 192.7 238.3 276.4 294.0

On internal debt 10.5 22.6 30.6 38.8 48.7 48.4 61.9 66.1 70.8 120.5 198.4 187.7 184.9 194.8 207.3

On external debt 9.6 10.3 11.8 11.7 12.8 18.1 18.8 17.7 20.8 28.9 29.0 88.0 60.4 81.6 87.8

Unallocated expenditure a/ 121.3 76.7 84.8 60.4 213.6 807.4 297.9 242.6 5S8.6 297.3 670.6 629.2 430.2 72.0 260.5

Total recurrent expenditure 798.3 900.0 1,001.4 1,881.8 1,482.3 1,879.0 1,778.4 1,914.7 2,840.8 2,288.0 2,616.4 2,S92.9 2.658.0 3,018.1 3,448.8

Seurco: Ministry of Finance.

1/ Mainly national defense, public order and security; leo

includoe organs of stte, Ministrice of Justice, Informetion, etc.

2/ Includes voritus grante.

S/ Includes fuel and grain subsidies *a well as reional budget rupport.

Fuel subsidy In 1974/78 amounted to Or 38.0 a llI ion and in 1979/80

to Or 128.0 million. The 1982/83 cstimte includes a

payment of Or 10 ai i lion to AMC in respect of accumulated

subsidies and Or 170 million in reopect ad settlement of
arrears to public corporations. Includes for 1984/88 to 1986/87

407.1 ,271.4 and 134.3 mill.birr rorpt. as the doeeetic counterpart

of external easistance.



Table 5.4: IS634IC CLASSIFICATION OF RAUREDJT XPNDITLUE

---------- (In millions af birr)

Prelim. Prelim.

Actual Actual
Ite. 1974/75 1975/78 1976/77 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1988/84 1984/83 1986/88 1988/87 1987/88 1988/89

1. age A oeperatlng expenses n.m n. n U.e 1166.4 1091.0 1216.6 128.3 1468.7 1826.8 1798.8 2152.3 2034.6 2050.4 2356.4 2676.0
WaO.o n.a n.a n.m 85.1 598.2 624.8 689.2 750.6 818.9 863.1 928.2 1086.8 1156.4 1413.9 1484.0
Material. n.s n.m n.a 613.3 497.8 591.8 639.1 718.1 1007.9 935.7 1224.1 977.0 894.0 942.5 1192.0

2. Oranto A contributions n.s n.o n.a 68.5 67.1 62.8 66.1 119.1 86.6 14S S 173.6 166.8 186.8 182.7 245.0

3. Prico subsidies n.s n.m n.m 6.2 --- 123.0 95.1 25.4 284.9 44.4 36.4 62.5 57.8 69.2 90.5

4. Pension 44.4 48.5 52.9 67.2 65.6 74.0 8S.0 87.7 92.2 100.0 10C.5 116.4 124.2 10.4 139.5

S. Interest chafes 20.1 S2.9 42.4 48.2 69.1 71.6 84.2 88.8 91.3 147.4 225.4 192.7 236.3 276.4 294.6
Internal debt n.m n.m n.m 86.5 63.8 52.8 65.0 66.1 70.5 120.5 196.4 157.7 184.9 194.8 207.3
External debt n.n n.o n.a 11.7 15.5 19.3 19.2 17.7 20.8 26.9 29.0 38.0 50.4 81.6 87.3

6. Total I/ 731.S 868.2 980.2 1346.5 1282.8 1548.0 1656.7 1784.7 2381.8 2255.9 2696.4 2593.0 2683.0 3016.1 5445.6 U,

7. Errewa A omieeiuna 64.0 41.8 21.2 8.0 179.5 181.0 117.7 130.0 159.0 0.1 0.0 -0.1 0.0 0.0 0.0

6. Total recurront expenditure 795.3 900.0 1001.4 1851.5 1462.3 1679.0 1776.4 1914.7 2640.8 22338.0 2696.4 2592.9 2688.0 8018.1 344s.6

Source: Ministry of Finance.

1/ Exclude. countorpart of oxternal technical aessitance.



Table 5.5: XI4TRC L OeT CAPITAL 8CP5IR5E

(In a* l l ions of bi rr)

Prelim. Prelim.

Actual Actual

It" 1974/75 1975/76 1976/77 1977/78 1978/79 1979/80 198/681 1981/82 1982/88 I988/84 1984/85 1985/86 1986/87 1987/88 198/89

Scenaaic deyeloprent 194.0 211.9 280.1 294.8 820.7 882.8 431.9 607.9 1,144.1 802.7 990.1 1,125.6 1,182.4 1,045.7 1,289.0

Road cenebtrution 65.2 100.1 91.1 49.9 70.9 143.8 1W7.8 126.4 120.1 111.4 B0.8 121.4 111.7 89.9 118.6

Other tranuport * cen. 10.1 8.9 80.2 89.1 20.4 12.5 26.2 21.0 87.3 15.8 90.8 11.9 9.9 88.6 124.5 

Industry,ulning A touris 19.9 1S.1 8.7 8.4 15.8 24.5 110.8 174.1 812.9 259.S 222.7 174.8 242.7 813.8 416.9 @

Agriculture a land sattlmnt 79.5 86.9 120.7 162.0 182.4 138.9 108.9 197.7 517.6 202.7 299.2 817.4 318 291.6 290.6

Voter reoeurea. 7.9 17.6 22.2 23.1 1S.4 51.8 46.1 59.7 70.0 101.8 140.3 185.1 168.1 126.3 1L0.7

Financial agenies 21.4 2.4 7.1 0.7 1.9 0.4 0.4 0.7 1.8 6.4 e.8 16.2 14.4 20.8 81.2

Electric peer 0.0 0.9 0.1 10.0 13.9 12.7 8.2 28.8 84.9 lOb. 147.0 242.0 192.6 140.2 191.5

Social dewolopint 89.2 51.0 44.6 82.6 45.7 58.0 68.5 lOS1.1 80.9 109.6 14.8 810.9 207.1 160.1 165.4

Con.edue. & culture. univ.oduc. 23.8 20.9 19.8 11.8 28.2 21.5 23.9 44.9 44.0 898. 42.4 41.0 41.6 85.0 42.1

"weI th 12.5 11.S 16.6 18.6 11.9 9.1 19.5 98.7 21.7 25.2 2D.5 24.0 8S.0 28.8 20.8

Cram.dow. A ccial welfare 8.4 18.6 9.8 2.7 5.6 26.4 2S.1 26.5 2S.2 46.1 26.0 4a.9 96.8 46.8 84.4

R l lof A rehab; l ltetien 96.9 202.0 92.7 61.0 18.6

Public buildings 4.4 0.1 0.0 2.0 2.4 4.9 4.2 1.8 6.7 14.1 6.2 24.7 4S.6 7.2 82.1

miac. a unallocated 0.0 -0.2 -0.1 0.0 0.0 0.0 0.5 0.2 5.6 6.6 5.9 10.4 0.0 286.5 257 0

Total capital expenditure 237.6 282.8 324.6 329.4 868.8 443.2 50S.1 715.0 1,245.8 983.0 1,187.0 1,471.8 1,983.1 1,499.5 1,743.5

Source: Minietry of Finance.



Table 8.6t: CEdTRAL EOVERNT OMTDAL B6WD

- (Zn m*II1ons of bitr)

Prelim. Prelim.

Actual Actual

item 1974/7 1978/78 1978M 1977/78 197i/79 1979/00 1980/81 1981/02 1982/68 1983/84 1984/88 1988/88 1986/87 1987/88 l98/89

Eca development S1.7 82.7 71.0 69.8 100.0 111.2 1.. 181.2 280.6 218.8 825.9 412.9 420.7 4r24.2 837.9

Aorlctlturo 14.9 25.8 18.1 22.8 4t.7 17.9 17.4 82.2 60.0 48.0 84.4 88.9 48.1 78.0 67.4

linine, industry & trade 1.4 2.0 2.9 8.4 5.1 6.0 81.2 61.7 140.8 118.0 238.5 118.0 141.6 176.6 216.8

Water A energy reamrces 0.0 4.7 8.5 18.9 10.8 26.8 12.1 21.9 41.0 22.9 87.4 148.0 122.9 188.8 lO0.6

Read -netruation I/ 26.8 46.8 88.7 16.9 26.1 47.9 87.2 81.8 29.6 82.0 19.4 77.2 6e.6 82.2 72.8

Telecomunbcetien 8.9 8.7 10.8 10.6 18.6 1s.1 10.6 4.1 1.2 2.4 68.2 18.2 48.6 s9.9 101.0

Financiel mgrcle. 2/ 8.0 1.6 8.6 1.8 0.0 0.0 4.8 8.1 18.6 7.7 8.0 11.8

Soelel dovelopant 10.8 8.8 18.0 10.4 21.9 11.6 18.4 19.7 18.6 14.8 42.9 110.2 87.8 88.9 88.1

Education 4.9 0.4 11.0 8.6 19.0 10.8a 9.8 14.1 17.8 14.1 20.9 20.1 12.6 21.8 81.5

Public health 8.1 2.4 8.0 8.9 0.6 0.9 0.2 0.1 0.8 0.8 0.1 0.5 0.7

Canlty aemnitle 8f/ 0.8 0.0 2.0 2.8 0.2 5.9 8.8 1.0 0.1 22.0 98.0 44.a 82.8 20.9

Unollocted b, aoctor 4/ 47.1 28.8 10.6 9e. 62.8 81.2 1.8 828.9 148.0

Toal 114.8 221.9 106.0 89.6 185.9 164.0 148.4 494.0 444.2 287.6 876.9 844.7 493.7 84.1 702.8

Snc-ce: Ministry of Flnsce,.

1/ Include. eom_ building construction.

2/ Mainly fuade of AMdS.

S/ Includes cement credit, building atorial. and erwndlty credit

from S6R. Also includes relief A rehabilitation and technical oesistance

for Ministry of Finance.

4/ Includes Or 310.8 million camh loan from Libya in 1981/82.



Table 5.7 STATE ENTERPRISES' SAVINGS, INVESTIIN AND FINCINO
________ (In nillions of birr)

Est. Plan
1979/60 1980/81 1981/82 1982/83 1988/84 1984/85 2985/86 1988/87 1987/88 1988/89

Net Incon 878.9 618.1 458.5 489.4 498.5 581.2 608.8 785.9 896 788.2Residual surplus 268.1 382.6 188.2 J52.2 402.2 428.6 464.4 648.1 670.9 656.3Net saving 120.8 188.6 320.8 137.2 96.8 187.8 144.4 187.8 126.1 126.9

Capital Investment 427 382.4 469.1 886.4 680.8 704.8 587.6 955.1 1SM 1687.4

Financed by: 
X

- InternsIly genrated
funds 148.8 168.9 168.9 146.4 221.8 240.2 285.4 a88.$ 482 412.6- Trsury 65.8 9.5 94.2 62.2 38.4 108.5 109.6 172 187.7 328.6- Doosetic banks 75.9 161.5 91.2 122.4 59 87.8 76.1 148.8 442.6 429.9- Foreign loans 188.8 89.4 100 68.4 2".4 232.9 188.6 278.9 381.8 448- Foreign grants 10.4 9.1 19.8 . 48.7 90.6 7.9 26.8 51.9 58.8

Source: ONCCP

Notes:
- Figures Include the State Farm
- Not Saving a Net Income (i.e. profits after tax and capital charge) lwe Residual Surplus
- Gross Saving = Net Saving # Depreciation (see Appendix 1)



Table 6.1: iNETARY SLRVE 1/

-- (In miIlaIe of bIr:; at June 80)

Itom 1976 1976 l977 1979 1979 1980 1981 1992 1988 1984 1985 1988 1987 l198 1989

Forelon mamete, net 879.9 786.8 610.4 475.5 296.5 3s6.8 20O.1 380.5 224.1 138.2 232.1 57.2 536.4 1S2.5 199.6

Domestic credit, not 741.7 988.1 1,088.8 1.668.4 2,es7.9 2,461.8 2,999.6 2,788.8 8,681.4 4,098.0 4,477.6 4,829.S s,854.2 6,406.1 7,230.4

Clai an government 209.7 407.4 448.2 788.8 862.8 9"8.1 1,107.9 1,210.8 1,979.4 2,290.4 2,620.7 2,768.8 8,206.8 3,502.8 ,888.8 Un

Credit to other sectore 82.0 W7S.7 642.1 902.1 1,205.6 1,483.2 1,621.7 1.680.0 1,652.0 1,799.8 1,856.9 2,062.7 2,847.6 2.90.8 8,848.8

Total noteo 1,420.6 1,741.9 1,895.7 2,148.9 2,864.4 2,817.6 2,S69.7 8,119.8 8,855.5 4,229.2 4,709.7 8,480.7 8,000.6 ,5s58.4 7,430.0

- -- - -- - - - - - -__- - - _- _ _ 

oney 885.1 811.4 996s. 1,187.1 1,882.0 1,498.6 1,715.8 1,892.2 2,100.4 2.,70.3 2,692.1 S,179.6 8,86s.8 8,910.8 4,284.3

_ _ - - ~~~~~~~- - _- - -_ - -- _- - -__-__- - -- - -- - -_ - - - - - - -- _- -- - -- - -- - _-- -- -

Currency in circuation 691.1 576.4 696.8 857.2 9s2.0 1,062.8 1,027.1 1,29.S 1,258.2 1,282.9 1,88.8S 1,591.9 1,748.S 1.6 0.8 2,181.8

Rsend dopoeito 2/ 194.0 285.0 299.7 829.9 488.0 485.8 688.2 762.4 922.2 1,096.4 1,83a.6 1,587.7 1,820.0 2,002.5 2,082.5

aaoi-ueoy 801.8 449.9 471.6 498.0 506.7 610.1 662.8 751.5 880.1 1,004.4 1,158.9 1,268.6 1,245.2 1,827.9 1,830.8

Other liebilitiee, not 283.7 480.8 (382.6) (28.7) 179.2 842.6 262.0 148.1 s59.9 789.8 628.6 861.3 T48.s 1,167.4 1,485.5

1airenia Item:

Reerve ony 754.2 1,OD4.8 974.6 1,864.5 1,156.2 1,220.5 1,442.8 1,664.8 1,868.8 1,953.6 1,928.6 2,590.0 2,944.0 8,076.8 3.225.1

Souece: Ntional Bhnk of Ethiopin.

1/ bate Include tho operation of the Djibouti branch ef the rciel Btnk of Ethiopia.

2/ Fro 1981 only uncearod cheques are netted out.
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Table 6.2: SETORAL DIS1RIWTISN OIF CO6ECIL iaMS' CREDIT

- - (In wIlliona of Bier, at 8D Junee)

item 1964 198 1906 1987 1988 19w9

Induotry 178.0 215.8 218.8 2ll.7 262.7 818.6

ot which: - - - -

- C85 41.0 45.4 48.2 68.6 71.8 88.9

- AISN 182.0 w.9 168.6 170.2 181.2 895.7

Agriculture 9a8.0 121ti.4 1248.4 1420.8 1688.7 1744.0

af which: - - -- - -

- CBE 41.0 45.4 45.2 68.8 71.5 88.9

- ADMS 892.8 1,170.0 22i0.2 8180.8 182.2 1688.1

Exporta (CBE) 1680.6 170.1 210.6 148.9 1.0.7 231.4

of which: ---- - - - -

- coffee 79.8 75.6 106.6 48.0 42.6 91.6

eporta (CME 218.0 219.4 181.8 249.8 829.8 278.4

Conatruation 868.0 412.8 428.8 428.0 864.8 602.1

of which: - - - --- - _

- COE 1/ 151.2 11.8 168.6 15.76 178.8 194.1

- ii 211.8 260.8 2618.2 280.8 878.7 406.0

Dometic, tred. and services

(C8 268.8 178.0 288.1 288.9 890.8 280.5

Other Sectors (AIDS) 101.6 119.6 92.6 99.9 119.8 127.1

Pereonal (CME 9.1 10.9 10.1 10.6 11.1 10.9

Totsl 2,208.1 2,i57.5 2,570.6 2,899.6 8,408.1 S,897.9

Source: National Bank of Ethiopia and eteff atilte.

1/ Excluding long-tare credit to, hares n, and de,opit. with the Hluing

and Savings Bank.

Notes:

- COE: Commercial Bank of Ethiopia

- AIDS: Agricultural and Industriul iovelcpent Batnk

- HBO! iaing end Saving Beank

Bnte exclude the nccounto at the C82'. Djibouti branch



Table 7.1a: TOTAL PRODUCTION OF MAJOR CROPS
(in thousand qulntals)

1979/60 1980/81 1981/82 1982/88 1988/84 1984/86 1985/86 1988/87 1987/88 1988/89

CEREALS 63985.64 66104.22 65935.04 67183.21 55267.85 42398.47 48199.87 56384.20 69495.10 85445.00

Tetf 14264.20 13120.98 10827.33 13716.68 192.37 9122.21 9687.14 10382.20 10496.80 11820.00
Barley 10608.17 10751.81 9365.07 11683.44 8143.46 8421.84 9138.59 9932.20 9952.80 10750.00
wheat 5374.46 8132.27 7086.97 9168.62 80.20 6766.20 7744.07 7753.20 8358.00 8943.09
maize 15240.77 9482.49 11996.64 16029.60 15329.50 10878.03 10370.70 17163.80 18194.60 20015.00
Sorhu 18431.83 14108.28 12086.04 13583.82 12018.31 5072.20 9046.48 9B81.70 99832.60 11125.009
NIIlet 2146.11 2043.93 1971.76 2400.71 1993.57 1873.54 1898.92 1197.80 n.s. n.a.
oats - 464.48 e54.33 822.c4 222.45 274.45 314.97 383.60 n.m. n.s.

PULSES 10099.10 840.43 8203.27 9864.10 7112.58 5306.96 4874.00 5407.80 6828.60 8192.00

Horse beans 4884.47 4693.34 4899.37 68.60 3S88.51 2859.18 2338.26 2934.70 2592.20 n.0.
Chickpeas 1510.34 1182.87 1013.71 1184.67 1175.30 923.30 844.02 721.90 n.m. n.s.
Haricot 255.31 196.53 117.52 886.83 419.99 268.82 233.38 382.80 n.a. n.m.
Field pew 2379.15 1478.82 1830.70 1830.07 1112.29 844.02 692.59 834.70 n.a. n.a.
Lntils 304.42 599.04 618.01 420.87 286.a3 189.42 258.71 268.90 n.M. n.a.
Vech 768.74 312.84 218.72 337.56 233.98 417.38 308.90 n.e. n.n. n.s.
Soya beans 9.67 19.19 12.24 5.51 0.21 4.93 3.15 8.20 n.a. n.s.

OHES 891.16 1020.68 823.88 1218.74 985.28 1085.1 1014.27 844.80 873.00 960.00

""a 490.85 841.27 M0.40 789.30 589.18 818.20 595.42 456.30 4389.40 n.a.
Line/f lax 211.83 272.07 268.08 862.68 365.22 388.77 382.71 811.20 271.50 n.m.
FenugreA 143.93 25.39 23.21 84.14 18.07 46.75 1.20 24.30 n.s. n.n.
Rmpeamd 7.69 15.15 16.10 23.60 15.10 18.01 19.51 41.00 n.m. n.s.
Sunt loser 7.58 2.13 4.80 4.78 6.70 12.87 9.23 6.30 n.a. n.a.
Groundnute 0.29 n.a. 0.39 0.88 1.08 2.17 8.89 8.40 n.s. n.m.
seemle 28.94 S4.57 19.08 1.48 n.a. 0.38 2.40 0.80 3.50 n.m.

TOTAL 74956.80 656.23 82982.17 78054.06 6S.71 48740.66 53888.14 82616.80 66998.60 72697.00

Source: Central Stantiltcal Authority



Tablo 7.lb: TOTAL AREA WNDER MAJOR CRS
-------- (In thousands ot hectares)

Crop 1979/8O 19*9/81 1981/82 1982/88 198M/84 1984/85 1986/88 1988/87 1987/88

CEREALS 6022.78 4711.82 4629.48 6029.19 4715.69 4814.60 4991.68 4786.31 4962.10

Tot? t118.84 1861.97 1881.55 1389.88 1817.94 1345.09 1290.24 1272.4o 1889.00
Barley 969.83 930.98 810.8s 968.oo 798.31 828.18 92.683 897.99 840.80
Whoet 488.67 6586.3 084.91 714.01 626.01 680.22 778.64 861.88 718.40
azlae 970.76 78S.48 S52.47 819.67 826.89 946.87 886.00 1012.62 967.40

Sorghum 1026.29 979.07 844.26 906.61 918.61 768.06 858.08 782.65 883.80
MIllet 215.87 282.07 226.49 225.15 215.81 229.85 228.26 187.62 n.e.
Ome. - 86.20 79.40 66.92 26.92 87.16 88.91 41.09 n.a.

PULSES 847.11 742.98 792.76 798.71 761.19 786.76 700.12 802.58 761.40

H4res beans 828.66 38.47 340.91 M88.67 860.86 828.80 280.19 259.88 n.m.
Chickpea. 171.88 149.08 188.09 134.68 166.62 179.41 132.06 95.32 n.m.
Haricot 18.58 21.04 26.06 48.44 40.66 48.94 4s.68 52.81 n.m.
Field pea 211.10 169.01 174.09 151.21 187.22 138.01 130.74 1068.68 n.m.
Lentils 42.47 58.84 70.42 66.88 44.66 87.68 44.86 46.48 n.m.
votch 74.98 87.39 82.29 32.81 27.70 41.47 85.46 40.80 n.m.
Soya Bans 2.17 8.68 8.89 1.19 6.09 1.49 1.84 1.80 n.a.

OTHERS 197.00 228.89 280.88 280.88 256.19 284.16 298.66 212.84 222.10

Neug 122.03 128.66 161.81 172.60 154.71 181.18 167.17 182.82 124.90
Lnseed/Flmx 42.72 6e.6S 60.40 75.11 98.88 08.08 107.27 65.76 65.70
Fenugreek 14.78 4.49 4.28 8.86 4.08 10.62 11.73 7.38 n.m.
Rape Seed 0.98 8.29 2.36 2.68 2.16 2.98 2.82 6.80 n.n.
Suntlor 0.70 0.84 2.25 1.02 1.80 2.87 2.62 0.82 n.m.
GroundnutA 0.06 n.m. 0.12 0.20 0.11 0.388 .44 0.60 n.n.
Sesam 156.76 4.66 9.74 5.40 n.m. 8.48 1.65 0.17 4.60

TOTAL 666.89 5678.17 6562.56 68088.28 5782.97 5884.68 6986.85 6S01.18 6986.60

Source: Central Statistical Authority

S.



Table 7.2: PRODUClON AND AREA OF MAJOR CROPS IN PEASANT HOLDINGS

PRODUCTION ('M0 Tons) | AREA (t 00 Ha)

1/88,84 1984/86 1986/86 1986/87 1967/88 1983/84 1984/86 1986/88 1988/87 1987/88

CEREALS I

T.ff 1066.20 8809.0 937.80 829.47 677.80 1282.81 13910.9 1243.30 1232.19 1260.92
maize 1897.40 948.00 872.65 1494.00 1562.93 I 747.49 889.28 776.15 924.62 849.50
Wheat 684.60 569.10 620.29 593.41 45. 33 638.53 578.47 666.81 544.70 561.16
Sorghum 1176.20 489.20 880.69 931.70 948.88 I 888.72 748.96 833.32 732.22 U43.59

oar sy 795.50 813.00 870.88 930.69 889.46 I 762.63 797.7 883.60 849.64 76S.80
Other 219.60 216.44 219.76 164.09 249.11 1 289.76 264.94 2865.13 176.24 246.86

Total 5217.60 8923.34 4401.94 4933.98 4971.46 | 4467.73 4653.81 4666.81 4469.51 4628.82

OTHER CROPS ! .

Pulses 697.60 S01.67 487.28 616.0S 632.79 5 737.16 738.98 670.24 566.12 72.08 w
O lseeds 94.60 98.57 94.97 78.90 78.19 I 231.66 284.37 276.36 198.56 196.88

Total 792.19 600.24 662.26 693.98 610.98 | 988.81 1003.36 96.60 764.67 8.94

TOTAL 6999.6 4623.68 4964.19 6627.94 6582.48 5 642B.54 5557.18 5812.41 6224.18 5425.S6

Sources: Time Series Data on Area, Production and Yield of Major Crops (CSA, Addle Ababa 1967) and CNCCP



Table 7.8: PRODUCON AND AREA OF MAJOR CROPS IN PRODUCER COOPERATIYEM

AREA (&iN Ha) | PRODUCTION ('000 QL)

1988/84 1984/86 1986/86 1986/87 1987/688 1988/84 1984/86 1985/86 1988/87 1987/88

CEREALS 74.92 188.61 180.96 176.80 288.83 881.6 948.9 1462.2 2034.6 3714.2

Teflf 17.69 42.47 62.99 89.74 68.08 1 94.9 229.4 898.6 s57.9 602.1
Barley 15.65 19.97 81.99 87.02 68.82 28.2 158.0 246.8 426.9 841.6
Wheat 18.58 28.04 40.26 49.80 76.00 1 225.7 179.6 874.7 651.3 1016.0
Maize 15.W0 27.62 84.57 26.69 60.00 1 194.7 264.9 808.5 440.8 928.7
Sorghum 6.64 18.94 19.13 28.16 29.24 72.3 116.0 210.0 268.2 856.5
Millet 1.00 1.44 1.18 1.66 5.73 1 7.8 8.4 15.4 16.2 59.7
Oats 0.06 0.18 0.85 0.61 1.81 0.4 0.7 1.0 4.2 10.7

PULSES 11.26 28.08 26.65 88.02 44.61 I 61.6 79.8 189.6 243.6 253.5

Horsobesans 4.58 6.69 7.92 11.48 16.80 | 19.7 21.4 67.7 94.8 8a.9
Field Peas 2.96 8.73 7.68 6.70 18.25 j 17.9 22.5 82.1 47.2 68.0
Chickpeas 2.67 6.64 6.07 7.62 6.96 I 17.9 14.2 84.9 50.3 49.1
Lentils 0.6d 0.16 0.71 2.64 2.29 I 8.0 0.6 1.9 18.3 12.5
Haricot beans 0.49 2.88 0.63 1.8 8.6 I 8.8 18.2 2.0 6.8 26.5
Vetch - 1.28 1.79 8.88 2.26 j - 7.4 11.2 81.7 18.6

OIL SEEDS 7.16 12.89 12.47 12.97 28.67 38.6 29.6 86.6 49.4 78.4

Nbug 6.41 10.00 8.49 6.21 18.89 I 16.8 18.5 27.8 28.0 62.7
Linseed 1.14 1.90 8.80 4.17 4.07 I 18.2 7.6 6.2 18.6 19.1
Rapeseed 0.81 0.46 9.20 0.40 0.92 1 2.4 8.4 0.9 2.6 6.2
Sunflower - - - 0.02 0.01 I - - - 0.1 -
Groundnuts - - - 0.02 0.03 - - - 0.1 0.3
Sesame 0.80 0.61 0.46 0.09 0.16 1.2 0.1 0.6 0.2 0.1

TOTAL 98.84 189.56 220.06 224.88 862.01 981.9 1056.8 1637.6 2327.6 404.1

Source: Time Series Data on Area, Production and Yield of Major Crops (CSA,Addis Ababa 1987) end ONCCP



Table 7.4: PRODUCTION AND ARE OF MAJOR aCPS IN STATE FARMS

PRODUCTION ('006 Tone) I AREA ('118 Ha)

1988/84 1984/85 1995/86 1988/97 1987/S8 19898/s9 1988/84 1984/8S 1985/86 18M/t7 1987/89 1988/89
PlInnod I Planned

CEREALS I

Teff 0.21 9.29 0.80 0.29 9.86 0.10 0.94 1.98 0.06 0.55 8.11 6.68

Maize 100.69 117.35 188.86 176.68 168.65 146.86 1 47.88 49.87 66.85 61.43 67.S4 88.69

wheat 8220 .98.66 120.09 128.78 89.87 l16.8o 1 8.980 58.71 68.62 67.86 61.16 54.18

Sorghum 11.29 6.95 2.86 5.66 10.97 14.04 1 18.86 2.29 5.61 7.26 10.85 19.44

Barley 6.87 18.79 17.76 19.94 21.68 85.26 I 5.68 19.66 11.84 11.43 17.03 16.13

TOtal 201.26 226.88 278.76 881.84 285.68 881.96 1 181.20 122.55 140.62 148.62 146.88 129.62

OTMH FOOD CROPS I

seen$ 0.6e 1.11 0.98 1.84 4.71 18.98 1.88 8.44 8.88 2.79 7.32 18.47

Sunflower o.78 1.28 0.92 0.66 1.27 18.64 I 2.01 2.68 2.62 9.02 1.43 1i.53 3

Pepper 1.01 1.18 1.87 1.87 1.89 2.58 I 2.69 2.0a 8.14 2.12 1.71 1.72

Fruits 10.82 11.97 20.92 20.11 28.41 86.26 1 1.42 2.28 2.97 1.67 1.18 2.46

Vegetables 17.99 29.68 15.76 19.68 26.41 27.79 1 1.54 2.14 1.98 1.85 1.91 2.28

TOtal 81.11 46.07 88.99 43.18 62.09 94.16 I 8.86 12.57 14.04 9.25 18.55 80.41

INDUSTRIAL/EXPORT

CottnU 54.46 75.64 88.69 98.88 77.89 118.66 1 81.64 84.12 88.22 88.26 4e.85 46.16

Sisal (18.68) 2/ (11.48) 2/ (8.69) 2/ (14.51) 2/ (18.78) 2/ (24.98) 2/ l 9.88 1.06 1.99 0.40 6.62 1.66

Coffee 1/ 2.21 1.94 4.51 4.82 2.49 6.90 1 11.68 12.51 13.12 18.64 14.68 16.68

Tobacco 0.94 0.91 0.70 0.73 0.96 0.96 I 9.78 9.78 9.78 0.81 0.89 9.8s

Total 8/ 57. 8 78.49 98.98 88.89 86.84 121.41 44.85 48.42 53.16 53.21 56.46 64.64

Othrs 9.87 2.20 6.78 7.81 9.6s 19.69 6.88 11.09 6.12 5.92 9.14 18.52

TOTAL 299.84 860.79 418.89 491.18 487.02 567.29 1 190.23 194.68 213.94 216.98 225.62 287.19

Sources: NCCP, Ministry of State Farm Develop_nt and Ui.i1etry of Coffee and Tee Development.

1/ Coffee data relate to production on fars belonging to the Coffee Plantations Development Corporation.
2/ Sisal output meadared in thousands of cubic estee.
8/ Production totals exclude sieal.



Table 7.5: OFFICIAL AND FREE MARKET CEREAL PRICES IN SELECTED YEARS
(Cn birr per quintal)

AMC Fixed Buying Price 1/ Addls Ababa Wholesale
Cereals Free Market Price

1908/84 1986/87 1987/88 I 19883/84 1986/87 1987/88

Teff 4 5 4
White 46 46 48 113 111 129
Mixed a38 a8 41 92 96 106
Red 34 34 37 77 82 84

Whet
White 34 34 se 44 76 59
Mixe 8M a 32 se 653 t1
Black 29 29 S1 8 62 - -

Barley I
White 28 28 3a 76 71 67
Others 26 26 28 1 64 51 46

Sorghm 
White 27 27 29 81 74 67
Others 23 23 25 61 48 56

Maize 20 20 22 40 4a 41

Source: For 19883/84 - AK, Statistical Digest (Planning and Market Research Services),
August 1987. ----

For 1986/87 & 1987/88 - AMC, Annual Reports (Planning and Market Research
Services).

1/ Farptee Price.

IW . __



Table 7.6: COWMOSITION OF AGRICULTURAL MARKETIIGC CORPORATION CROP PURCHASES, 1979/79 to 19S8/89
_________- (In thousands of tons)

Sources of
Procur emnt 1978/79 1979/86 1980/81 1981/82 1982/83 1983/84 1984/86 1986/88 1988/87 1987/88 1988/89

Peasant farmers, producer
cooperatives and merchants 102.8 189.0 257.0 300.5 384.4 266.6 114.8 272.1 882.0 867.0 381.0

(of which merchants) (n.a.) (n.e.) (n.-.) (n.e.) (n.a.) (61.1) (12.2) (17.8) (48.9) (81.8) (67.9)

State form 48.0 85.4 1S0.0 152.6 189.4 149.8 122.7 165.6 2a8.0 205.2 169.8

Conmercial lmport 20.8 188.9 51.6 54.6 87.4 26.2 124.1 821.8 184.2 160.8 17.7

Total purchases 171.1 468.8 488.6 618.8 811.2 442.5 861.6 762.4 802.2 712.6 488.5

Mmo I tm:

Coro I swaps (gross inflows
mostly of sheot in exchange
for maize and sorghum) 148.8 12.8 112.J 89.6 29.0 46.8 44.7 18.2 n.e. n.e. n.e.

Sources: AKC, tFP Shipping Bulletin (variou. nuibers).
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Tablo 7.7: COFFEE PRODUCTION. EXPORTS AND PRICES, 1988/84 TO 1987/88

C,

1983/84 1984/86 1986/88 1986/87 1987/88 1988/89

In O009 mtric tons

Opening stocke a/ 117.1 167.8 128.2 118.8 88.8 89.4

Production 220.0 156.2 170.0 186.0 190.0 n.a.

Procurement b/ 188.8 89.4 58.8 47.9 88.4 110.0

Domestic consumption 95.7 98.9 120.2 120.0 1l9.0 n.e.

Exports 97.8 69.0 73.2 78.4 72.8 77.7
Unwashed 88.4 58.8 60.8 68.7 58.6 n.e.
Washed 9.4 10.2 12.4 14.7 18.7 n.e.

Disappearance 6.0 21.7 11.0 17.6 10.0 10.0

Closing stocks a/ 167.6 128.2 118.8 88.8 89.4 111.7

In birr per ton

Producer price 2267 2428 8877 2261 2648 n.o.

Auction price
Unwashed 2651 2821 8792 2844 2941 n.s.
Washed 89a8 4648 6021 8918 4162 n.e.

Unit value of export
Unwashed 6128 6281 9781 56o1 6494 6570d/
Washed 68W9 6850 9728 6887 7678

New York spot price
of Jiea 686e 6029 886l 6016 5640 n.e.

Source: Ministry of Coffee and Tea Development and staff estimatoes.

Noteo : Vcto by coffee year.
*/ Officially held stocks as reported to the ICO.
b/ Arrivaes at the terminal markets at Dire Daws and Addis Ababa.
c/ Fiscal yer data
d/ Average value of waahed and unwached exports.
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Table 7.8: FERTILIZER CONSUMPTION BY THE PEASANT SECTOR, 197/68 TO 19S8/89

-- Pr;c to Fosrmr* --

year Total. DAP Ur

(tons) (Bl r/Qulntal)

1687/69 - - _
1688/69 282 - -

1969/70 1870 - -

1970/71 6142 - -

1971/72 8461 88 ao
1972/78 7580 88 32
1978/74 1388S 42 82
1974/76 14840 44 40
1976/76 26898 so sO
1976/77 88689 48 40
1977/78 27488 48 40
1978/79 81771 66 5S
1979/80 49838 64 65
1980/81 41895 85 86
1981/82 81106 116 84
1982/88 81787 88 69
1988/84 48262 81 64
1984/85 40080 81 64
1986/86 46077 81 64
1986/87 78444 81 64
1987/88 106771 81 84
1988/69 102871 81 84

SOURCE: Mlnlitry of Agriculture and AISCO.



Table 7.9: PER CAPITA FOOD AVAILABILITY, 1979/80 TO 1988/89
(In thousands of tons)

-- - Fiscal Years -_

Est.
1980 1981 1962 1963 1984 1985 1986 1967 1986 1989

DOMESTIC SUPPLY

1. CEREALS A PULSES 7409 6468 6208 7671 6237 4499 5039 G686 6514 7450
- Peasant sector (neher) 6865 6928 5658 7088 6914 4014 4356 5711 5601 6340
- Peasant sector (beIg) 28B 218 197 268 123 184 5e0 3a0 400
- Coops A ssttlem_ts 118 80 70 81 122 139 226 822 373 4W8
- State farm 163 248 281 264 201 223 274 328 280 260

2. NET CEREALS A PULSES 6298 5489 6275 6620 5391 3824 4283 5832 5637 6333
(after 11 seed, losses)

3. ENETEn, ROOT CROPS 568 S80 58m SW8 580 520 630 550 670 670
4. MILK sS0 305 35 30 805 15e 280 260 290 3o0

EXTERNAL TRADE

5. CEREAL IMPORTS 823 304 245 812 443 1000 1347 793 1(32 880

6.EXPORT$OFPULSES 34 25 3 8 26 20 11 4 13 12

7. TOTAL AVAILABILITY 7472 sOsa 6369 7681 6801 6474 6349 7461 7416 8971
(2.3.4.546)
(grain equivalent)

PtOILATION (millions) 37.1 a8.2 39.3 40.4 41.6 42.8 44.0 45.3 46.6 48.0

PER CAPITA AVAILABILITV 201.4 174.2 162.1 190.1 168.7 127.9 144.8 164.5 159.1 166.1
(kg/heed)

Sources: Central Statistical Authority and FAO Crop Assesment Mission 1088.
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Table 7.10: REGIONAL VARIATIONS IN AVERAGE FOOD PRICES IN RURAL MARKETS
_________- (Sirr per quintal)

MIXED TEFF MIXED WHEAT

Region ----- Feb/April ----- Region ---- Feb/April ---
l988 l988 1989 1888 1980 1989

Arssl 54 78 77 Arsal 84 48 S8
sale 42 89 102 BelO as 568 81
G.Gofa 58 116 101 G.Gofa 6s 79 6s
Goj;m 85 52 e1 Gojam 81 62 So
Gondar 46 70 78 Gondar 89 65 71
Hararghe 80 184 116 Hararghe 80 107 88
Illubabor 48 95 184 Illubabor s8 86 62
Ketfa 5S 91 126 Keffa 41 79 92
Shoo 82 98 88 Shoo 58 82 70
Sidamo 68 109 108 Sidamo 67 78 88
Wollega 58 74 88 Wollgeg 57 67 88
Wollo 8s 116 82 Wollo 56 71 76

Average 65.42 92.92 9s.25 Average 61.68 71.42 76.00
St' Dev 12.18 22.86 20.47 Std Dev 14.62 18.81 10.79
-?f. Var. 0.22 0.24 0.21 Cooff. Ver. 0.28 0.28 0.14

MAIZE HORSE BEANS

Region ----- Feb/April ----- Region ----- Feb/April -----
1988 1988 1989 1988 1988 1989

Arosi 8s 48 84 Aresi 48 59 79
Bale 26 St es Bale 89 67 119
G.Gcfe 82 6s 52 G.Gofa es 87 108
Gojem 24 40 47 Gojam 29 89 72
Gondar 84 49 67 Gondar 80 51 67
Hararghe 87 90 51 Hararghe 8s 114 107
Illubabor so 70 62 Illubabor 72 114 181
Keffa 28 62 74 Keffa 41 77 150
Shoa 87 87 47 Shoa 46 98 94
Sidamo 87 54 so Sidamo 68 94 105
Wollesa 40 61 61 Wolloge 71 107 127
Wollo 52 80 6o Wollo 41 92 6s

Average 84.17 61.08 54.88 Average 60.92 86.88 102.08
Std Dev 7.12 18.79 9.74 Std Dev 15.68 20.08 26.06
Coeff. Var. 0.21 0.28 0.18 Coeff. Var. 0.81 0.24 0.26

Source: Central Statistical Authority, Quarterly Survey of Average Retail Prices of Goods and Services
---------------------------------------------------------------



Table 7.11: OFFICIAL PROCUREMENT PRICES OF MAIN CROPS
___________ (Birr per ton)

-------- mNoinal Prices -------- RPI deflator ---- Constant (1980/81) Prices -
Fiso.' Non-food
YeG. Teff Wheat Misze Sorghum (19633100) Teff Wheat Maize Sorghum

low 870 220 2a0 18O 262.44 876.17 223.67 233.84 183.00
1961 360 310 270 210 266.82 86s.80 310.00 270.00 210.00
1982 a5s 810 170 210 299.21 812.11 276.44 161.6 187.27
1983 390 810 200 2S0 296.40 352.27 280.01 180.65 225.81
1984 890 al3 200 250 294.10 863.82 281.24 181.45 226.81
1985 890 310 200 250 302.83 848.62 278.14 176.22 220.27
1l8e a90 318 200 250 821.88 823.28 256.96 166.78 207.28
1987 ag9 al 280 260 341.18 804.99 242.43 156.41 195.51
1988 390 al3 200 20 836.19 292.14 232.21 149.82 187.27
1989 420 338 228 270 383.98 291.86 229.31 162.87 187.62
1990 420 390 220 270 422.37 266.32 208.46 138.98 170.56

Source: AMC and saff estimates.

Note: Based on a uniform 7.7 3 increase from January 1988 onwards.



Table 8.1: VALUE OF INDUSTRIAL PRODUCTION IN MANUFACTURING INDUSTRY
--------- (In millions of birr at constant 1980/81 prices)

-------------------- Fiscal Years Ending ------

1981 1982 1988 1984 1985 1988 1987 1988 1989

Food 360.6 856.0 400.6 437.6 444.3 472.4 464.0 493.4 539.2
Beverages 217.8 232.1 248.7 264.0 814.1 823.6 846.9 n.m. n.n.
Tobacco 54.8 64.1 74.9 ?9.8 89.4 107.8 107.8 n.e. n.a.
Textiles 44.9 862.1 869.7 88.8 868.3 371.6 407.9 424.4 400.0
Leather A tootwear 93.6 116.2 119.8 1386. 181.4 144.4 161.4 287.7 245.7
Wood A wood produ4te n.m. 8.0 8.9 11.9 11.8 11.8 12.0 n.m n.a
Paper, printing A publishing 68.7 75.4 75.7 87.7 92.1 97.7 103.0 n.n n.n
Chemicls 111.6 124.6 144.6 157.9 146.1 133.4 176.4 212.9 216.7
Non-metallic mineral products 30.6 41.6 88.2 84.9 56.8 69.8 74.8 n.m. n.m.
Mstal products 101.4 106.4 120.1 129.0 128.0 121.6 180.5 120.2 148.0

TOTAL 1888.4 1479.4 1690.6 1705.7 1768.8 1865.5 1978.7 2160.0 2200.0

Source: Ministry of Industry.

Note: Table refers to industrial branches supervied by the Ministry of Industry orly.
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T.ble 8.2: CAPITAL EXPO0IrUtLE IN KAMJFACTMNING 111STR BY SB1RCE OF FINANCING. 1980/81 TO 1086/87
-- - (In millions of birr. at current prices)

Financing
Corporation Source of Firnen. 1980/81 1981/82 1982/98 1983/84 1984/85 1985/US 1986/87 Shares

Ethiopian Government Budget 2.00 2.40 2.85 5.66 5.50 2.94 0.65 25.8!
Food Self Financing 0.75 .. 0.27 0.91 1.01 0.88 8.63 34.81

Local Bankas. 0.38 1.01 4.58 10.46 8.82 9.67 50.9!
Foreign Loans 4.14 .. 0.11 2.81 3.57 0.84 4.17 18.3!
Foreign Grants 0.60 0.57 0.07 1.40 1.51 0.04 .. 5.0!
Total 7.89 8.88 8.81 14.86 21.85 13.20 18.12 100.0!

Ethiopian Government Budget 0.89 1.48 .. . . 0.85 0.11 4.7!
Sugar Self Financing 12.75 9.58 0.58 1.1.6 0.27 0.46 0.76 38.3!

Local Banks 17.84 . .. . .. . .. 26.0!
Foreign Loans 15.78 4.89 .. . . . .31.0!

Foreign Grants . . . .. . . . 0.059
Total 46.76 15.95 0.58 1.18 0.27 1.11 0.87 100.0!

Ethiopian GOvernment Budget 4.01 2.89 8.72 7.48 0.46 .. 0.09 38.6!
Beverages Self Financing 1.94 .. . . 0.06 0.05 0.18 3.2!

Local Banks .. 1.26 2.78 7.11 6.85 .. . 26.1!
Foreign Loans 10.47 1.58 8 .88 1.24 .. . .36.1!

Foreign Grants 0.84 0.08 0.07 . .. 0.09 .. 1.1!
Total 19.96 5.81 20.!2 15.78 7.88 0.14 0.22 100.0!9

National Glovernment Budget 1.95 8.44 21.01 84.92 8.82 8.02 13.48 38.5!
Teati lee Self Financing 4.05 10.58 0.59 .. 0.06 0.12 5.47 4.8!

Local Banks 0.09 8.48 2.05 7.19 18.00 11.27 1.00 21.51
Foreign Leanse. 11.67 81.66 82.50 0.09 1.30 1.34 35.1!
Foreign Grants . . . . . 0.89 .. 0.2!1
Total 6.09; 29.15 58. 32 74.6'1 -3-i47 16.10 21.29 100 .0!

National Government B3udget .. 0.19 0.88 0.77 .. 0.20 2.72 sol8s
Leather Self Financing .. . . 0.08 0.17 0.52 0.11 10.51
A Shoe Local Banks .. 0.02 0.18 1.05 0.983 . . 26.019

Foreign Loans . .. 0.58 0.10 0.17 0.05 0.18 12.8!1
Foreign Orants . . . . 0.03 . .0.4!

Total 0.00 0.21 1.14 2.00 1.30 0.77 2.96 100.019

Ethiopia Government Budget 10.07 38.45 49.52 36.51 12.21 1.89 18.20 63.9!1
Building Selt Financing .. . . 0.07 .. 0.06 0.11
Materials Local Banks .. . . .8 2.64 . .13.1!

Foreign Loans 0.61 1010 299 1.46 1.84 . .22.9!

Foreign Grants . .. 0. 05 . . 0.85 0.01
Total 10.68 48.55 79.58 58.60 40.6'9 1.94 13.26 100.01

National Government Budget 0.05 0.10 2.81 9.66 10.6? 14.03 21.96 36.3!
Kotaluorko Self Financing .. . . . . . .0.01

Local Banks 0.01 . .. 0.06 6.97 . 4.3!
Foreign Loano 0.07 0.82 2.65 2.40 26.15 30.18 81.01 66.6!
Foreign Grants 0.44" . . 3.98 0.19 0.02 2.81
Total 0.57 0.12 5.46 12.12 47.72 44.35 52.99 100.01

Share Companies Government Budget .. . . 0.07 . .. 0.06 2.6!
Self Financing .. 0.05 . .. 3.27 2.14 2.58 90.4!
Local Banks . . . .. 1.90 . .0.01

Foreign Lonans. . . . . . . 0.019
Foreign Grants 0.38 7.1!
Total 0.38 0.08 0.00 0.07 8.17 2.14 2.76 100.011

Total (including 0overnmet. Budget 18.97 51.45 84.79 94.95 82.18 218.09 58.18k 40.6!1
ethors) Self Financing 19.49 10.19 1.78 2.93 1.90 4.24 15.14 6.31

Local Bankis 17.48 10.12 6.05 26.58 78.86 19.79 10.67 19.1!
Foreign Loano 84.07 28.40 73.58 54.01 81.82 82.82 87.30 32.81
Foreign Grants 1.66 0.63 0.20 1.40 5.70 0.76 0.06 1.2!
Total 91.84 102.81 166.28 179.84 150.11 60.20 116.29 100.019

Source: Ministry of Industry Statistical Bulletins Noe. III. IV anid V.

Notes; - Figures refer to Ministry of Industry supervised corporations only
- Total inveatoent In 198/883 and 1988/89 was Birr 160 million end 818 million respectively
- Financing shares are period averagee
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Table 8.8' IDUST IAL PROJECS UNDER CONSTUCTION OR PLANNED 1989-94
Page 1 o 8

TOTAL INVESTMENT STAtUS
CCST s/
(Birr thousan4) PRESENT IN 1994

FOOD SUB-SECTOR

Now Projects

1. Vet Mlain Proceosing Plant 84,0S1 Study completed Under ieplemntation
2. Baby Food Producto Factory 33,400 Under etudy a
3. Soya Bean Processing Plant 48B618 Study completed a S

Eapension/Rehabilitation Pro,

1. Addis Ababe Edible Oil Mill 42,6d6 Under design Production will commence
2. Hamaree Oil Hil l 2B.40t8 ' ' * 
3. Diro Down Flour MHill S2625 S ' * *
4. Asmra Food Cow lee 22.590 a a
5. Ethiopian Spice Extraction - Under identification a a

BEVSRAC38 SUd-SErCTR

Now Projects

1. Bodole Brewery .8e605 Under construction Production will commence
2. New Winory Factory 16. 720 Promotion for financing a a
3. 6th Brewery 97.700 Under identification Under isplementation
4. New Mineral Water Fac. Under study Production eill comrence
S. Bodele Malt Fac. 20,000 Under indentification Under implementation

Expansion/Rehabilitation Pro.

1. Aebo Mineral Wator Plant 8,724 Under tendering 6
contracting

2. Babile Mineral Water Plant 2,644
3. Assela Maltery 11,809
4. Existing Winery Plant 12,233 Study completed

SU^AR SUb-SBrOR

New Projects

1. Baker Yoaost Factory 52.679 Under design Production will commence
2. Fincha Sugar Factory 418,269 Promotion for financing

TOBACCO A MATOCES SUB-SECTOR

Now Projecta

1. Matches Factory 6,422 Undor design Produetion will commonco
2. Matches Wood Development - Under s6udy a S a

Rehabi litation/Exp. Pro.

1. Addis Ababa Cigarette Fec. 38,681 Under design Production will commence
2. Tobacco Leaf Development - Under study Under implementation

TEXTILES SUB-SECTOR

I. Now Projecto

1. Awssa Textilea Fae. 181,462 Under construction Production will commnce
2. Arba Minch Textile Fac. 179,99 Under construction Production will comence
3. 4th Sack Fae. 9.008 Under appraimel Production will comence
4. Knitwear A Carment Fac. 36C000 Under identification Production will commence
S. New Blanket Fac. 36.800 Study completed Production will comence
6. Texti lee Industry Centro

II. Expansion/Rehabilitation Pro.

1. Edgot Cotton Fac. A Sewing S6,893 Under Construction Production will comence
2. BShir Oar Textile Fac. (Phase I) 41,900 Under Construction Production will commence
3. Debre Barhan Blanket Factory 23,640 Under design Production will comence
4. Akaki Textileo Fac. 938417 Promotion for financing Production will commence
S. Dire DaSs Textiles Fac. 140.432 Study completed Production will commenco
6. Amore Textiles FaC. Under identification Production will comence
7. Bahir Dar Teatiles Fac. 84,991 Promotion for financing Production will commence

(Phase II)
8. Exieting Blanket FeC. S5,000 Promot;on for financing Under implementation



Table 8.4: MANUFACTURED EXPORTS BY PRODUCT GROUPS IN FINANCIAL YEARS, 1980 TO 1988
--------- (In millions of birr )

-- … ------- Financial Year -----------------
Product Groupe

1980 1981 1982 1988 1984 1986 1988 1987 1988

Oil cakes and lint 2.7 11.6 9.4 12.1 13.4 1.4 4.7 4.1 2.8
Meat products 1/ 7.7 18.7 12.8 12.8 16.48 5.9 6.29 5.5 8.0
Sugar and molassos 17.6 12.1 9.2 15.7 16.1 22.9 20.6 19.1 20.1
Beveraes - - 0.1 1.1 0.6 1.5 0.2 0.7 1.4
Pepper extracts 0.1 0.1 2.9 1.4 0.7 8.5 6.9 5.6 10.5
Textile products - - 0.8 2.2 2.9 2.2 4.7 6.4 18.0
Loather and leather products 53.6 48.4 54.1 42 62.6 67.2 61.8 100.0 127.8 
Salt 0.9 0.6 0.6 0.8 1 0.8 0.9 0.7 1.1
Building materials - 0.4 0.4 - - - - - 0.0
Metal products 0 0 0 0 0 0 0 0 1.4
Cigarettes 0 0 0 0 0 0 0 0 0.2

Total Industrial exports 82.6 84.9 90.2 88.1 118.7 96.4 94.6 142.1 185.6

Total merchandise exports 981.8 862.7 795.4 810.5 980.1 748.1 983.8 794.8 850.9
Total exports 1209.8 1148.4 1076.4 1142.2 1266.6 1186.8 1871 1276.6 1367.6
Industrial exports as percent of merchandise exports 8.43 10.06 11.3Z 10.9S 12.2X 12.83 10.13 17.9S 21.83

Sources: Ministry of Industry, Statistical Bulletin, various numbers;

World Bank: Ethlopia - Recent Economic Dovelopments and Prospect for Recovery and Growth, 1987

1/ Includes met products exported by enterprise under the Ministry of State Farm Development.



Table 8.S: INDUSTRIAL EFFICIECY ANALYSIS

Nriinacl E fectivo ActuaI Actual Actual Finncial Full Shadow Shade. higher Labor Higher Labor
Corporation/Enterprise Protection Protection Short Rwn Long Run capacity Pro itr- Capacity Each. Rate Exch. Rate Productivit Productivity

Cofc1*n Coefficient DRC CRC Utilization bility Utilization Long Run Short Run Long Run Shont Run
Long Run OCC ORC CRC ORC DRC

ETHIOPIA FMO CORPATION
1 Ethiopian Spice Extrection 1.0 1.02 0.29 0.73 82 b00 0.66 0.6e 0.17 0.64 0.19

NATIOEAL HEAT CORPORTION
2 Dier Ones Mast Canning 25

ETNIOPrAN 6EVERAGM CORATI0E
3 Aebo MInerlt Water 1.29 1.89 0.79 1.45 74 85 1.28 1.00 0.47 1.16 0.o2
4 Babil Mineral Wator 1.64 0.40 nvs "VD 99 -86 na nva nva NW: nva
B Addi- Cloas A HBttle 2.01 -0.28 nYc nve B6 -2s46 nyu nva nva nva n.a
C Mare Bravery 1.92 8.39 1.00 4.12 64 2168 2.99 8.09 0.60 8.78 0.67
7 keaah Winery 1.14 1.08 0.7 04 3 8871 0.82 0.i01608 0.18

Subtotal 1.81 2.23 o0.724 .742 -- 2892 1.87 1.228 0.4 1.46 0.49

NATIONAL TETILES C ATION
a Idie Cormnt 1.16 3.42 10.84 14.73 26 -940 11.80 9.75 6.21 11.33 8.90
9 .iei Ababa Yarn 1.12 0.78 0.38 0.67 92 044 0. 84 0.46 0.22 0.85 0.24
10 Aksi Taxtile. 1.16 1.00 0.49 0.61 94 62 0.61 0. 80 0.29 0.45 0.3
11 Coubolcha Tactile 2.17 -4.04 nyV n"e 24 -2189 n"V nyc nvy nev nwe
12 Dira DCas Textilee 1.15 0.97 0.40 0.68 98 13141 0.62 0.42 0.24 0. O 0.27
18 Ethiopian Fibre Product. 1.40 2.14 0.81 1.16 76 3234 1.06 0.77 0.49 0.69 0.54
14 Oullee -Cr_ent 1. 9 -2 02 nvc nyc SO 315 nwa nve nyc nyc nva

Subtotal 1.23 1.11 0.60 0.91 -- 168S0 0.78 0.6O 0.30 0.74 0.83

NATIONAL LEAtlE & S9E CORPORATION
1S Addil Tannery 1.06 1.06 0.29 0.89 n.e. 8i20 n.. 0.24 0.17 0.28 0.19
16 Aash Tannry 1.01 1.07 0.24 0.83 60 S229 0.32 0.22 0.14 0.25 0.16
17 Cboldch Tnnery 0.98 0.9S 0.18 0.22 n.D. Sol n.e. 0.18 0.09 0.17 0.10
18 Ethiopia Pickling A Tanning 0.96 1.01 0.20 0.29 n. 1926 n.s. 0.19 0.12 0.22 0.14
19 Ethiopian Tannery 0.99 0." 0.87 1.12 n. 1786 n.. 0.683 0.28 1.00 0 24
20 MIdio Tannery 0.96 0.96 0.22 0.28 1S 1898 0.28 0.18 0.18 0.20 0.15
21 Anbe_oa Sho 1.69 8.9 38.6 4.60 31 1288 4,84 8.06 2.32 3851 2.57
22 Ethiopian Footrer 1.48 2.25 1.08 1.89 n".. 82 nc. 0.91 0.62 1.05 0.69
28 Ethiopian Rubber A Centve Shoe 1.71 29.08 10.18 14.03 58 8017 12.30 9.19 61.11 10.88 6.79
24 Tilhr Abay Shoe 1.62 4.40 1.67 1.94 59 2648 1.as 8 1.28 .00 1.38 1.12
25 Univereal Leather Article. 1.18 8.S5 nyc nve so -1225 n"a nyc nya nae Ave

Subtotal 1.17 1.68 0.68 0.63 -- 16824 0. O 0.55 0.32 0.64 O.SS

NATIONAL aCAL CPRATION
28 Ethiopia Pletic 0.88 0.64 S %S 0.28 77 8768 0.21 0.16 0.06 0.19 0.09
27 Addis Foes A Thereoplastcl 1.71 2.96 O., 0.70 25 2484 0.31 0.47 0.27 0.58 0.80
28 Oullele Soap 1.8l 6.16 0.64 0.81 93 a88 0.60 0.52 0. a 0.60 0.42
29 Maoaea. Sal t 1.71 -0,91 n.e nec 49 -578 nyc "Vs nvc nyc nva
S0 Teeday Paints 1.10 0.78 0.14 0.16 40 262 0.18 0.10 0.06 0.11 0.09

Subtotal 1.22 1.14 0.21 0.38 1282 0.30 0.25 0.18 0.29 0.14

ETHIOPIAIN WI COORATION
81 Ethiopian Iron A Steel 1.28 1.46 0.41 0.75 so S198 0.61 0.52 0.25 0.61 0.27
32 Kaliti Metal Works 0.9 0.61 0.09 0.17 n".. 8518 n.". 0.12 0.08 0.14 0.06
S3 Kolfe Houoehold Utenaile 1.12 1.14 0.19 0.26 40 1487 0.21 0.17 0.11 0.20 0.12
84 Ketba. Matal Toole 1o.0 0.91 0.28 0.48 75 277 0,41 0.32 0.16 0.88 0.17
36 Nazareth Tractor Abe-_bly 2.00 12.84 1.17 4.57 10 2639 1.81 8.42 0,70 4.18 0.78
3S Worka Household A Office Furniture 1.54 1.6U 0.80 0.73 9d 1048 0.73 0.47 0.88 0.53 0.40

Subtotal 1.26 1.22 0.26 0.48 13107 0.84 0.84 0.15 0.40 0.17

TOTAL 1.2 1.26 0 45 0.82 -- 85205 0.66 0.67 0.27 0.67 0.80

Source: ic Efficiency Analysis. Induetrial Survey iascion (1966) Eatimetoe.
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Table 9.1: RETAIL PRICE ItOEX FOR ADDIS ABABA (EXCLUDING RENT)
(1963 n 100)

Grop indlces with nilgts In percent 1/

Reading Other Genral
General Hould Hodical Personal and Goods and Index
Index Food Itecs Clothing Transport Care Care Recreation Services Percent

Period Averap (85.4) (49.0) (14.6) (6.7) (4.5) (1.8) (0.8) (2.8) (5.4) Change

Caledar Years

1973 147.0 154.3 142.8 163.9 100.0 148.1 161.8 131.1 118.6
1974 159.7 167.6 157.0 175.2 103.4 156.8 171.3 147.8 12R.2 8.65
1975 170.1 175.1 179.8 190.6 104.8 179.1 198.4 153.0 128.7 6.58
1976 218.7 248.4 205.5 204.9 107.4 194.9 198.2 169.2 130.0 28.65
1977 255.1 290.1 261.0 223.7 110.8 209.3 197.9 173.9 144.9 16.65
1978 291.6 339.5 280.4 245.2 125.8 239.3 205.1 178.8 168.5 14.31
1979 338.4 400.7 322.2 263.9 128.9 266.5 300.2 181.5 194.5 16.0%
1980 353.5 421.6 317.4 275.9 134.9 301.2 366.8 184.3 215.0 4.58
1981 375.2 441.2 368.1 281.3 140.6 311.1 390.0 187.9 224.7 6.11
1982 396.1 487.6 379.3 279.3 153.5 297.3 430.3 195.5 286.0 5.65
1983 394.5 470.7 352.6 m.5 156.4 303.7 439.9 190.5 288.8 -0.41
1984 427.8 522.8 376.1 m.8 154.9 298.0 458.2 178.4 287.3 8.41
1985 509.4 654.7 408.8 288.2 156.4 283.7 475.1 194.5 298.7 19.1S
1986 459.4 553.1 438.9 273.2 158.9 289.8 444.6 208.2 321.0 -9.81
1987 448.3 521.3 479.4 271.4 162.7 299.2 472.3 219.8 316.9 -2.41
1968 480.0 562.4 508.9 275.1 164.8 324.7 476.2 225.2 353.7 7.11

Fiscal Years

1982/83 400.7 479.1 360.5 274.2 156.2 300.4 435.4 198.7 287.8 3.81
1983/84 399.4 477.8 360.5 273.9 154.9 301.6 451.5 181.8 283.6 -0.31
1984/85 473.1 596.8 390.5 270.8 155.0 291.3 458.9 183.7 295.4 18.41
1985/88 495.0 623.5 424.1 288.8 157.6 290.4 461.7 199.6 300.5 4.58
1986/87 448.2 526.1 456.8 273.9 158.8 291.6 458.8 220.0 324.3 -9.51
1987/88 457.9 529.2 499.1 271.3 164.5 308.8 483.3 220.2 338.0 2.2%
1988/89 501.8 586.9 545.1 280.2 165.1 346.6 488.6 231.7 357.4 9.65

Source: Central Statistical Authority.

1/ The welihts presented reflect the eonsumption pattern of households with 2onthly
Inco=s of Br.400 or less in 1963. They do not add tv to 100 bacause rent Is
excluded from the Index. The statist!cal weights In the above index
can be found by sxressing the growv weights as a percentags of 85.4 .
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