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CHAPTER I
INTRODUCTION

1.1 Statement of the Problem

The development problem of contempeorary developing countries of the world is
to transform their agrarian society into an industrial one. Such economies are
predominantly characterised by subsistence or near subeistence production
structures. Ethiopia is one of the least developed countries of the world. The
economy of the country has been in crisis since the 1960's. This may be
demonstrated by the economic indicators such as growth rates of the Gross
Domestic Product ({(GDPF} and per capita income, saving and investment rates,
balance of payments situation, government revenue and expenditure structures,
etc, All of these indicators show that the present state of the economy is
unhealthy. Unfortunately none of the sectors seem better-off. Agriculture as
the engine of the economy has not only stagnated but at times declined
seriously. Some expansion was observed in industrial development but since it
is constrained by structural bottlenecks its role in the economy is limited.
The services sector ¢n the otherhand has increased. But the expansion of the
latter without a concomitant development of the goods producing sectors, i.e,

agriculture and industry does mean little to the economy.

There has been a growing criticism now that one of the problems in the country
is lack of appropriate development strategy. Particularly the last governments
pelicies have hampered whatever potentials the economy had to develop.
Although the adverse impact of ill-conceived policies is not disputable no one
dares to conclude that they are the sole factors for the country’s low level
of developmenf. Others like natural, economic and social forces did also

contribute to the worse.

The Imperial government‘'s Export-Led growth and the military regime’s Import-
Substitution-Industrialization (ISI) though brought improvement in the
economy, from the point of view of their goal of creating a strong economy it
can be said that they were not successful. Among other things, both of them

share the same weakness of neglecting the agricultural sector.

The present Transitional Government of Ethiopia, partly learning from the
mistakes of the past governments and partly from the experiences of other
countries, adopted an Agricultural Development-Led Industrialization (ADLI)
strategy which recognizes a balanced sectoral development. Given the
backwardness of the agricultural sector, however, the initial stage of the
strategy will emphasise on improving the productivity and production of the

primary sector.




For a country like Ethiopia, where around 47 percent of the Gross Domestic
Product and about 90 per cent of the exports are derived from agriculture and
where more than 80 per cent of the population are making their living out of

the sector, agricultural development is synonymous to national development.

In the last thirty years (1960-1990), the contribution of the agricultural
sector to the GDP, decreased from 65 to 41 percent, that of industry rose from
12 to 17 percent, while the services sector showed a dramatic rise from 24 to
42 percent. This was not similar to what has happened in the early stages of
development of the presently developed countries, where the development was
desirable in that there was an economic transformation from an agriculture
based economy to an industrialized one. In these countries even though both
the agricultural and industrial sectors continue to grow the latter was
developing at a much higher rate than the former. In the Ethiopian case, the
lowering share of agricultural GDP was not caused by the transformation of the
economy, i.e, by the growth of the non-agricultural sectors but rather it was
due to the dwindling of its output. The above vividly shows how, in relative

terms, the importance of the primary sector is declining.

The role of agriculture in the process of socio-economic development of a
developing country like Ethiopia goes further than the provision of food for
the non-agricultural population. It also should, among other things, provide
raw materials for domestic industries, generate foreign exchange, release
labour power to other sectors of the economy and most importantly create
demarnd for domestically manufactured products. Especially in econcmies where
the bulk of food items come from the primary secteor, the importance of the

marketable surplus of food occupies a special position in that process,

In the sixtieth and earlier the country was a surplus food producing and
exporting one-as it used to be called the “"Bread Basket” of the Middle East.
Presently the productivity and or the production of the sector have declined
to the extent that its production is even unable to satisfy the domestic food
demand. This is acccunted for by both natural and man made factors. However,
it can be argued that the latter had a much more detrimental impact than the
former. In spite of this poor performance of the sector, the development of

the national economy remains dependent on the agricultural sector.

On the other hand, despite the recurrent drought which is hitting the country
in unprecedented situation, the agro-ecological and climatic conditions of
most parts of the country are very favourable for growing a multitude of crops
especially food grains. Unlike most developed and developing countries the
availlability of land is not also a constraint. There afe numerous lakes and

rivers which could be used for irrigation and other purposes. Nowadays less
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than 5 percent of the potentially irrigable land is actually irrigated. Most
importantly, when this potential is matched with a hard working peasantry the

prospect for its realization becomes even more apparent.

In summary, most agree that Ethiopia has an immense potential for agricultural
development. But the reality today shows that the productivity of the sector
is wvery low by all standards and its potential is under utilized. Why is
Ethiopia starving while having? what is the riddle behind this? The major
problem identified for research then 1s the existing wide gap between
Ethiopia‘’s agricultural potential and its present low level of output and/or

productivity.

1.2 Objective and Scope

To enhance the development of the sector different approaches have been tried
sc far. To mention few from the recent past, export promoticn, agrarian
reform, agrarian cooperativizaticn or cooperativization of agricultural
production, state farming, agricultural market regulation, etc. None of these
proved to be successful in breaking the wvicious circle of agricultural
underdevelopment. Under the 'food self-sufficiency’ scheme, the years 1987-
1989 were also declared naticnal years of food self-sufficiency and resources
were mobilized towards that strategy. Although the achievement was not as high
as predicted (partly because of the drought), significant improvement was
observed in terms of a rise in agricultural output. Then once more

agriculture was neglected.

According to official documents released by the government the future
development of the country will be guided by the ADLI strategf. Historical
analysis indicates that in most countries the start of industrialization was

dependent on the existence of a large over all agricultural surplus.

Although there might be no gap on the conceptual wunderstanding ang
interpretation of ADLI there seems a difference on the actual system of
implementing it. Some say that ADLI strategy should focus on the export
sector. Others say the strategy is beneficial if it concentrates on the
satisfaction of domestic food and other demands. Still others insist that the
strategy should attempt in a balanced way both at the export sub-sector and
the domestic market. The majority of them agree on the last approach.

The strategy adopted by the Ethiopian government also focuses on
simultaneously developing the export oriented agriculture and the food
producing sub-sector with particular emphasise to the former. Here even the

expansion of industry is also considered a parallel activity.




Against thise background, the objective of this piece of research is to attempt
to make an-exante evaluation of the strategy under the Ethiopian natural,
economic and political contexts. More specifically, the paper has grappled
with and hopefully attempted to anewer the following guestions:

1. Why is the ADLI strategy chosen as the development strategy to Ethiopia?
2. What was the trend of the performance of the agricultural and industrial
sectors in the past years? What does it mean to ADLI strategy?
3. How is the degree of linkages between agriculture and industry? Is it the
type ADLI strategy is upto? '

4. Under the framework of the strategy, How should sectoral development
prioritization be formulated?

5. Can the strategy bring about significant change in the face of limited
domestic rescurces?

6. How can the country’s urgent and critical problem of domestic food
production be tackled in the short-run?

7. What other bottlenecks need to be addressed for the successful

implementation of the strategy?

1.3 Data Collection and Analysis

In this study, as much as possible an attempt is made to present relevant data
and support the arguments forwarded. To this endeavour, largely secondary data
were collected from Statistics, Journals, Radic broadcasts and other
Documents. From literature and similar sources the theoretical background and
research results of other country experiences are reviewed. Although it is not
comprehensive primary data obtained in a field survey is also used as a case
study in the analysis. The case study is basically concerned with the
interview of farmers and extension agents (based on a questionnaire designed
by the author of this paper) with the objective of assessing the over all
environment of the farming activity in one of the best agricultural regions
of Ethiopia. We believe that the information gathered in the field is

instrumental in transparenting the needs of the farmers.

However, like many studies referring to Ethiopia, this also suffers from the
inavailability of sufficient, detailed and coherent data. An attempt was made
to construct input-output tables and to build a Computable General Equilibrium
model (CGE}, But due to the usual data laéunae all the effort was for no vein.
Therefore we were forced to use a single and multiple regression and
correlation techniques as our analytical tool., Besides distributional measures

such as Lorenz curve and Gini Coefficients are calculated.

Generally this study is to be regarded as an introductory study indicating
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present situations, future prospects, problem areas and when felt necessary
giving suggestions for further investigation. In addition to the above
mentioned problem of data scarcity, the available time and the broad problem
area have made necessary to make the study general and explanatory. Even
though animal products constitute about 20 per cent of the food supply, the
scope of this paper is limited only to crop husbandry.

1.4 Organization

In a paper like this, it is customary to explain first the relevant
theoretical framework of analysis. This is presented in Chapter TII.
Theoretical analysis by itself is meaningless unless it is backed by practical
experiences sc as to capture the reality of any individual economy or the
world at large. Chapter III serves this purpose and it is concerned with the
reviewing of the documented experiences of other countries {with both
successful and failure histories), and the lessons that are relevant to
contemporary developing countries. Chapter IV overviews the performance of the
economy as far back as the 1960's. This is particularly important since it
will enable us to understand precisely the state of the economy. One of the
critical problems for undertaking development activities is lack of. finance.
Besides, inefficient utilization of available resources is also a serious but
usually overlooked problem in most countries. Therefore, in Chapter V an
attempt is made to discuss both issues in connection to the financing of ADLI
strategy. Here the sources of finance and the allocation patterns are given
particular emphasise. In the present time, we believe that there are serious
problems which are not yet acknowledged by the engineers of ADLI strategy in
Ethiopia but which are hampering agricultural growth. This is taken over in
an elaberated way in Chapter VI. As usual, in the final chapter, Chapter VII,
the paper clcses the discussion by summarising the above and drawing

conclusions.




CHAPTER II. THEORETICAL FRAMEWORE OF ANALYSIS

2.1 Introduction

The theoretical framework of this paper is basically concerned with the inter-
sectoral development priorities in the economic transformation process of
contemporary developing countries, the interdependence between sectors and the
role agriculture plays in that process. However, due to the available limited

space the theoretical discussion will be selective and concise.

In the next section, the contribution of agriculture to the over all economy
of LDC’'s will be discussed. Following this is a section which attempts to give
a very condensed summary of the agriculture-vs-industry-first debate. Then
comes the conceptual explanation of the Agricultural Development-Led
Industrialization (ADLI) strategy. Strategies which put agriculture first in
the process of ecconomic development are also reviewed and compared here.
Section 2.5 presents the interpretation of ADLI in the Ethiopian context.
Finally the last section presents our peoints of departure from the planned
methodology and process of implementing the strategy in Ethiopia. The essence

of the paper is revolving around these points.

2.2 The Contribution of Agriculture to Economic Growth and Development in Less
Developed Countries

The transition from a traditional agrarian economy to an industrialised one
is a dynamic preocess that inevitably involves complex interactions ameng many
economic as well as social factors (Hwa, 1989:106). Hwa argues that "the role
of agriculture in the transition varies from country to country, conditioned
by factor endowments, institutional arrangements, cultural background,

historical factors, pelicy choices, etc. “(ibid).

Nevertheless, the voluminous empirical 1literature on the contribution of
agriculture in the transition period of most of the developed and developing
countries seems to indicate that the roles that agriculture plays in the
process are many fold. Hwa has identified six major and interrelated .roles as

presented below.

1. Agriculture generates markets for industrial products, especially light
industrial ones that have ready markets in the agricultural sector.

2. it provides food and agricultural raw materials for industrial
processing;

3. it builds adequate food supplies that are crucial factor in sustaining

price stability;




4. it provides exports toc earn foreign exchange;

5. it supplies the non-agricultural sector with capital and labour;

6. in the case of a market-oriented economy, it eases the process of
industrialization through the gradual accumulation of entrepreneurship

and marketing capabilities in the agricultural sector (1989, 107).

The contributions in terms of supplying food, raw materials, exportables and
the creation of demand for manufactures are especially important for the

majority of developing countries including Ethiopia.

The Ethiopian case will be discussed in an elaborated form in the subsequent
chapters but if mention is toc be made at this stage, ‘agriculture was, and
remains for some time in the future, the backbone of the economy’. Its
importance in terms of generating foreign exchange and food are exceptionally
great. Although not very much expanded, industrial raw material preduction can
be said is also well under way. But still there remains an untapped potential
as far as domestically producing some of the presently imported primary

industrial raw materials (like cotton and tobacco ) are concerned,

Other benefits originating from the agricultural sector; such as generation
of demand for industria) products, transfer of capital to the nen-agricultural
sectors and price stabilization; are very much connected to the overall growth
and development of the sector. Thus, given the present low level of
productivity and production of agriculture, it is understandable that its
significance in these areas is very limited for most of the developing
countries, If agriculture is to play these roles the premise is that, ceteris
paribus, productivity and output should increase significantly so as to
guarantee higher incomes for the farming population which in turn is supposed

to initiate their demand for non-primary commodities.

One undisputable role of agriculture which, due to the weak economic base of
LDC’s, is not utilised by the other sectors is the Lewisian effect of labour
supply1. In almost all low-income countries the agricultural labour stock or
what Lenin called the agricultural reserve army is huge and what is lacking

is the receiving sector(s).

But some argue that although there is huge labour force in the sector it can
not be considered as surplus labour. The justification given is that, due to
the seasonality of agricultural production and given the low level of
technology & labour-intensiveness of the structure of agricultural preduction;

labour is even at times, such as during the peak season, scarce let alone that

! see footnote number 2 on page 12 for explanation.




it is transferred as surplus to other sectors.

Similar arguments were put forward in the case of Ethiopia. It ie true that
there exists labour shortage in some partes of the country during peak
agricultural seasons and this is overcome through labour migration from other
regions. But this can not in any way lead to the conclusion that agricultural
surplus labour does not exist in Ethiopia. Three justifications may support

the latter argqument.

First, the argument that there is no surplus agricultural labour is based on
static assumptions that technological improvement is regarded as equivalent
to the employment of heavy machinery and sophisticated improvements while even
small modifications of the plough and other farm tools have proven to relieve
the drudgery of agricultural labour. Second, little effort with regard teo the
provision of information and extension related to modern practices and proper
timing of agricultural activities can help reduce the excessive demand for
labour during such seasons. Thirdly, the very fact of the existence of inter-
regicnal disparities in the size and ratio of agricultural population to farm
land and difference in agricultural calendar has allowed the movement of
casual labour from low demand areas to areas where there is a relative labour
shortage. This in turn might mean that in some areas labour can be in excess
of what is necessary. Therefore this excess labour can be transferred to other
sectors, The obvious prcof of the existence of agricultural labour is the huge
rural-urban migration in the country. A decade ago, 4.4 percent of the growth
rate of Addis Ababa's, the capital, population is estimated to be due to

rural-urban migration (Mulatu, 1982).

The problem of most developing countries is not that there is no excess
agricultural labour but rather that the non-agricultural sector is weak in
itself to absorb this surplus labour and employ it productively. Ethiopia is

nc exception.

Generally, in LDC's most of the above listed benefits originating from the
agricultural sector, are only future promises, if any. This is simply because
such developments are influenced if not constrained by many factors, natural,
social, political, international, etc. And these factors are often not as

conducive to development as wished to be.

2.3 Agriculture-Led Development or Primordial Industrialization?

Development economics has been confronted with the problem of finding
appropriate development strategies for the contemporary developing countries

whose development process is often characterised by stagnation through time.




As stated by Saith (1989:171), the procees of economic growth in the
developing economies in the post-war period has been characterised by a
persistence, and more recently probably by an intensification of rural
poverty. The majority of these countries are ‘muddling through’ in what is

commonly called the vicious-circle of poverty.

By comparison, many African and Latin American economies have almost
definitely experienced a deterioration with respect to the incidence of
poverty over the recent past, 1970-1980 (ibid). ILO studies also indicate that
for Africa as a whole rural poverty has been increasing in the past 10 to 15
years (ibid). The situation in sub-Saharan Africa and South Asia is
particularly serious. The explanation given to such retarded or at times
negative growth is related partly to the recession in the agricultural export
sector and partly to the structural adjustment packages imposed by the Worlad
Bank and the IMF on the developing economies (S8ingh, 1985 in ibid).

The persistence of poverty in general and rural poverty in particular in
Ethiopia is very obvious. This is basically due to natural (mainly drought),
peolitical (lack of appropriate development policies and political instability)

and external (the unfavourable international terms of trade) factors.

As was presented above the challenge now is not only how to alleviate poverty
but in general also how to start the engine of growth of the developing
countries like Ethiopia. There has been a long-time debate on choosing
appropriate development strategies for these countries. The major one has been
the controversial issue of choosing the order of development between sectors,
i.e, agricultural-led development or development through. primordial
industrialization? In between these views, there are others who advocate that
a proper balance must be kept between both sectors so as to strengthen
domestic backward and forward linkages which will enable to efficiently
utilize all internal potentials. Although there is considerable difference
between the 'agri-first' theories and the balanced growth approach, since both
schools of thought agree on a priori emphasise on agricultural development,
which is the essence of this paper, and for the sake of convenience too, their

paradigm is presented here altogether.

The proponents of both views have been vigorcusly defending their respective
positions. People like Hwa (1989), ARdelman (1989), Dobb {1967), Mellor (1973),
Griffin (1973}, and Mundle {1985) strongly argue that, for countries which are
at their earlier stage of development agriculture-led development strategy is
the most feasible means towards the achievement df sustainable economic
development. And they support their argument by exemplifying both the success

and failure histories of the development processes of the presently developed




countries. To aveid duplication, this historical analysie is presented in

chapter 3 where country experiences are reviewed.

Others like Lewis (1954), Kaldor (1967}, Hirschman and Marx, on the contrary,
contend that the driving force bkehind economic growth is growth in the
manufacturing sector. According to Kaidor, "fast rates of growth are almost
invariably assoclilated with the fast rate of growth of the secondary sector,

mainly manufacturing® (Kaldor, 1946:7 in Syrquin, 1989:70).

The rationale for advocating industrialization-led growth strategies lies in
that; (i) the rate of return to investment is higher in industry particularly
manufacturing than in agriculture, (ii) the terms of trade in the world market
is favourable for manufactures than is for primary products, (lii} unlike
agriculture, industry is relatively less dependent on natural conditions (for
example; drought, dew, rainfall, etc), (iv) industry generates more employment

opportunities than dees agriculture, etc.

What caused LDC's to adopt industrialization-led strategies? Particularly for
newly emerging third world countries, Saith identifies six sets of such
factors of which the major five are presented below. " First, a certain level
of industrial capacity was felt necessary to fulfil the basic needs (such as
health, education, housing, etc) of the population after independenée. Second,
and most importantly, industrialization was imperative if agricultural-
oriented primary product exporting LDC's were to escape the negative impacts
of the international trade and growth processes. Third, there was also a
desire to domestically produce industrially originating modern agricultural
inputs. The other factor is related tc the euphoria of transforming the
economy from the present agrarian based one to industry ({since the
productivity of industry is helieved to be higher) so as to fulfil the dream
of higher income and standard of living of the citizens. Fifth, partially for
an ideological reason, the process of industrialization was viewed, with much
justification, as forming the backbone of projected economic independence in
the new era, where by the traditional economic relationships between the
imperial c¢ountry and the colony would be broken. The case for import-
substituting industrialization across a broad front was non-negotiable.™
{Saith, 1989:193}). ’

Within the light of the current unequivocal bias in the terms of trade in
favour of manufactures, some of these causality factors are believed to be

justifiable even in the present time.

However, since Ethiopia has been neither a colenizer nor a colony the factors

related to decclonization-driven industrialization are not relevant to the
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country under study. Yet, two other factors seem worth mentioning as far as
Ethiopia‘s recent industrialization motives are concerned. Because of the
adoption of the socialist path of development after the 1974 revolution, the
then socialist government felt necessary to curtail its economic ties with the
capitalist world. This implied the case of an attempt to the substitution of
industrial imports with domestically manufactured producte. The rationale for
such a choice was justified by the determination of the government to break
the politico-economic dependency from the west which was seen as the
ideological rival of the eastern bloc in general. The second factor refers to
the ideological hang-ups of national pride -and self reliance. What is also
interesting here is that due to again ideological principles the major if not

the only agent of the industrialization process was the state itself.

In a nut shell, Saith describes the drive to industrialization of the

developing countries as:

Common also across most countries was the perception, pegged
sometimes to some shreds of theory, or simply floating on the
buoyancy of hope, that such industrialization processes assisted
by what Keynes called the power of compound interest, would soon
banish the scourge of underdevelopment and rural poverty
(1989:193).

Nevertheless, a recent analysis of Saith indicates that except for parts of
Latin America, some Southeast and South Asian countries, in other countries
in these regions as well as in large parts of Africa, the industrialization
engine has been sluggish, or even stalled (ibid). The negative consequence of
such a situation was not only the failure of industrialization but also the

neglect of the agricultural sector and thus the forgone farm output.

Furthermore it is widely documented that the industrialization process of
these countries was not cost-effective. This is supported by Saith when he
writes, "the industrial process in the late African economies has proven to
be exceedingly resource expensive, it has neither been self-financing nor
self-sustaining and even apart from the negative contribution of low-capacity
utilization, BAfrican industrialization is marked by excepticnally high
incremental capital output ratios(ICOR)" (ibid). These higher ratios are
attributed, among octher things, to the need to invest heavily in weak
infrastructure and other social services; the absence of an indigenous
capacity and dependence on imported equipment and technology, the small
economic size of the home market, and the absence of adeguate local human

skilled resource {(ibid).
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Therefore, the final conclusion of this analysis is that the failure is
largely because of weak domestic capacities and thus industrialization-led
growth, let alone to bring about the anticipated economic development through
the Lewisian trickle-down effects?, was even unable to support itself.

The counter-arguments forwarded by 'agri-first’ advocates can be summarised
as; (i) the rate of return to investment in agriculture is estimated to be not
less than that of investment in industry (World Bank, 1982 in Adelman, et.al,
1989), (ii) the investment required is relatively smaller for agricultural
development than the alternative industrialization, (iii) in terms of
distributicnal impacts, for most of the developing countries, development in
agriculture has a higher distributional dimension than industrial expansion,
(iv) agriculture must be able to supply raw materials and food for domestic
mahufacturing enterprises since for sustainable development such enterprises

are expected to be largely domestic raw material oriented.

Such a debate is still presently underway in academics so far as discussions
related to the engineering of appropriate development strategies for
developing countries are concerned. However what is commonly understood and
accepted by most people is that there is no any universally recommendable
strategy of development across the board. Countries are different in their
resource endcwments, institutional capabilities, natural environment,
loecation, etc. and accordingly so different should their development
strategies be. This does not, however, mean that all contemporary developing
ccuntries should necessarily follow dissimilar paths of development and ones

experience can not be a lesson to the other.

Agriculture is directly cor indirectly linked to almost all sectors of any
eccnomy although the degree might differ from economy to economy or country
to country. In mest of the cases the linkage with the industrial sector is

relatively a strong one.

hs Hwa put it, usually the relationship between agriculture and industry is
one of interdependence and complementarity (op.cit). Agriculture provides
inputs (foed and raw materials) to industry whereas industrial supplies of
modern agricultural inputs, advanced technoleogical innovations and consumption
goods are meant for the primary sector. Many studies (for instance Hwa, 1989

and Mellor, 1973) have proven this interdependence.

€ In the Lewisian Trickle-down thecry of development, agriculture is only expected to supply labour
to industry where as the later in return sends capital, improved technology & consumption goods in the
opposite direction so as to initiate the growth of the former. See Saith (1989) for more explanation and
critics,
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In a cross-country study of eighty-seven countries for the 1970’8, for
example, Hwa found that the growth rate of agriculture has a statistically
significant influence on the growth rate of industrial production which
confirmed his hypothesis that countries with the above-the-norm performance
in industry are also those associated with the above-the-norm performance in
agriculture over the development process that is manifested through a

continuous rise in per capita income (ibid).

The work of Hwa additiocnally revealed that growth in agriculture further
induces productivity increases and, therefore, facilitates overall economic
growth. In this regard, the contention of Mellor (1989) is not different when
he says, " Developing countries must turn to agriculture if technological

change is to play a major role in their growth."

Despite the dominant position occupied by agriculture, many of the LDC’'s have
given little attention to rural development in general and agriculture in
particular. The natural cutcome of this has been the fall in agricultural
productivity and cutput causing foed shortages and over all imbalances in the
macro-economy; of savings, balance of payments, etc. In countries like
Ethiopia, the impact of such a short fall was very detrimental in the past

years.

To the endeavour of economic development of the developing world the arguments
in favour of a simultaneous development of both agriculture and industry seems
to be attractive. This can be justified by the fact that, first, historical
analysis indicates that there is a mutual interdependence between agriculture
and industrial development, and second, given the present differential and
segmented world trade environment, the drive to industrialization still
remains valid on the part of developing countries if they are to be a-not-

always price taker in international business.

In contrast, the idea that industrialization can succeed with out a priori or
concurrent existence of preoductive agriculture is however, groundless and
unacceptable. Even the concept of simultaneous development has to be refined
sco as to indicate- that given the present 1low level of agricultural
productivity, it is necessary to be a little bit biased in favour of

agriculture at the beginning of the process.
While the imperative need to generate surplus from agriculture is
not denied, the argument is that a surplus must be produced

before it can be extracted (Eshetu, 1990a:90).

This point was alsc emphasized by Adelman when she says,
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While we believe that in the long run agriculture and industrial
expansion must be in balance, several strands of research
indicate that an optimal development pattern in the next decade
will require unbalanced investment strategies (1989:320).

This is what in this paper is referred to as an Agricultural Development-Led
Industrialization (ADLI} strategy. Yet, as Eshetu warns us, "it would bhe
unwise to relegate the development of industry to the very long-run, as many

radvocates of agri first’ seem to propose" (ibid).

2.4 ADLI and its Synonyms

The concept of Agricultural Development-Led Industrialization as a development
strategy is not something that emerged at one point in time. In the past,
though the development paths of many of the developed countries was not given
such'a name, it is evident that the actual process was similar to what we now
call ADLI strategy.

2.4.1 What is ADLI, its essence and rationale ?

To our knowledge the name for this strategy was first coined by Irma Adelman
(1984). Accordingly, the essence of the strategy was explained by Adelman as
gucted below.

The essence of the ADLI strategy lies in shifting a greater share
of total investment to the agricultural sector, with a view to
improving agricultural productivity. With in the agricultural
sector, the emphasis is on food production rather than on éxport
crops, and on medium to small owner-operators rather than on
large farms, plantations, and estates. The rationale for these
choices is partially in terms of induced growth effects and

partially in terms of distributional consequences (1989:322}.

Theoretically ADLI is supposed to bring about development in a country
through,-initially increasing productivity and thus production in agriculture
and then extracting the surplus produced to finance industrial projects or in
general the future industrialization proceass. The basic premise of this
strategy, therefore, is first to ensure an increase in agricultural
productivity so that the sector is able to produce agricultural surplus which

can be transferred to other sectors.

The main reasons for the favourable result of ADLI strategy for the

contemporary developing countries were explained in the afore menticned work
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of Adelman et.al and is presented in this rather long quotation:

(1) the strong domestic linkages of agriculture with
manufacturing, through both the demand and the input eides, lead
to high domestic demand multipliers for agricultural output; (2)
investment in agriculture is less import intensive and more
labour intensive than investment in industry and seo is
agricultural production; (3) the rate of return to investment in
agriculture is high, equal to, or exceeding that of investment in
industry as indicated in the World Bank study devoted to
agriculture (World Bank, 1982); (4) as long as the agricultural
sector is poorer than the urban sector, policies that raise the
incomes of farmers improve the domestic size distribution of
income (1989:321).

Before we make a bird’'s eye view discussion on the debate whether or not the
crux of the matter lies in the production of agricultural surplus, it seems
logical here to explain what is meant by an agricultural surplus as used in

this paper.

The concept of agricultural surplus was interpreted differently by different
scholars. For example, Ranis and Fei consider agricultural surplus to be ‘the
difference between the truckloads of food and raw materials delivered to the
industrial sector and the industrial goods sent in the opposite direction’,
while the second concept of agricultural surplus refers to ‘the net flow of
funds cut of agriculture in the form of private savings transfer (net) or the
excess of government revenues collected from agriculture over and above public
expenditure in agriculture’ (Mundle, 1985:51). Mundle termed the first as

trade surplus and the second as savings surplus.

The terminology used by Nurkse is also similar in that he distinguishes
between a marketable surplus and an investible surplus {in Eshetu, 1990b). The
former refers to 'the amount of agricultural produce that is marketed’ while
the latter is concerned with ‘the act of saving in the farm sector’. Both can
occur independently as much as they can exist together. Besides, marketable
surplus might yield investible surplus but not vice versa. But in developing
countries, the linkage between the two is strong. Thus in this paper we will
be concerned in both senses of the notion of agricultural surplus, namely

marketable and investible surpluses.

Coming back to the discussion we postponed in the earlier pages, while some
(for instance Dobb, Griffin, etc) appreciate very much the relative importance

attached to the agricultural surplus in the industrialization process others
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(like Mundle) argue that surplus preoduction ie not that much a decisive factor
tce influence industrial processes. Dobb argues that, " Now if there is any
factor to be singled ocut as the fundamental limiting factor upon the pace of
development, then I suggest that it is this marketable surplus of agriculture:
this rather than the total preduct, or productivity, of agriculture in
general"” (Dobb, 1967:78)}. To the contrary of the above, Mundle contends that,
"in transitional economies industrial growth depends not so much on the size
of the agriculture surplus but rather on the rates of productivity growth and
population growth in agriculture via their effects on the size of the home
market for manufactures"” (Mundle, 1985:49). The basic difference between these
two ideas is that the first gives much weight to the supply side of
agricultural develcpment impacts while the second is convinced on its impact

on the generation of demand for manufactures.

Surplus generation and productivity growth are not mutually exclusive but
rather they are mutually reinforcing & highly interrelated, though the
achievement of one may not always guarantee the fulfilment of the other. The
most important point that need to be underlined here is that both appreciate
the importance of agricultural development as a prerequisite for successful

industrialization.

According to Mellor (Johanson and Mellor, 1961}, if agriculture is to serve
as a primary engine of economic growth, three conditions must be met: (i)
agriculture must be a major sector of the economy so that it can have a
significant aggregate effect (this condition is fulfilled in virtually all
low-income countries), (ii) agriculture must grow on the basis of cost-
reducing technological change and, (iii) finally the rate of growth of demand
for labour must be accelerated as agriculture faces a potentially difficult
problem in playing a major role in economic growth because the demand for its
goods is inelastic (Mellor, 1989). Contemporary developing countries
unanimously fulfil the first condition. The problem lies in lagging to achieve

the second and last gqualifications.

It is crystal clear that there is a strong positive linkage between
technological improvement and agricultural development. This was beautifully

explained by Mellor as:

If growth driven by agriculture is to fit in that classic mould,
then research to increase factor productivity is needed. That,
this is possible is well demonstrated by the ‘Green Revolutijion’
{Mellor, 1976).
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2.4.2 Synonyms to ADLI

Although the context of the analysis is related to poverty alleviation, Saith
distinguishes two agricultural development strategies which in most respects
are believed to be synonymous to what is called ADLI strategy. He termed the
first as Agriculture trickle-down (ATRICK) and the second as Agriculture First
(AGFIRST) (op.cit.). According to the author, ATRICK, which is a reformulation
of the industrial trickle-down (ITRICK), argues that even within the prevalent
inegalitarian institutional and property-ownership structures that
characterise most developing countries (especially in Asia and Latin America),
growth of agricultural GDP would trickle-down and remove rural poverty
(Rhluwalia, 1978 in Saith, 1989). Here the interesting point to our main
objective is that agriculture takes the central theme and is considered as a
pivot in the process. It’s other similarity with ADLI strategy is related to
the importance accorded to industrialization. In this regard Saith states
that, "unlike the ITRICK versicn which gave a passive role for the
agricultural sector, ATRICK admits that agricultural growth might itself be

contingent upon a certain rate of industrial expansion” (op.cit).

The basic difference between AGFIRST (which is an off-shot of the latter) and
ATRICK is that the first does not consider any trickling-down effects. Poverty
alleviation is not the concern of the model rather it is interested in
agriculture development perse which is asserted to be ultimately necessary to
serve as an engine for industrialization. From the point of view of sectoral
development prioritization, therefore, it may be possible to say that AGFIRST

and ADLI are more or less the same.

2.5 ADLI strategy in Ethiopia

As was indicated in the Economic Policy of Ethiopia for the Transition
Period?, the basic and long-run objective of the policy is to replace the
presently weak and volatile economic base with a more steady and robust
economic structure through stimulating higher productivity of the peasant
sector and through industrial expansion which can largely make use of domestic

raw materials and labour (TGE, 1991).

To this endeavour the government officially adopted ADLI strategy as the
economic development strategy of the country as of August 1993, Besides, it
is explicitly stated that, ‘through ADLI, both agriculture and industry are
understood to develop mutually and inter-dependently‘ (TGE, 1992),.

3 Since the fall of the military government in 1991, the present government is ruling the country,
despite the fact that elections are not undertaken yet. Due to this it gave itself the name of the
‘Transitienal Government of Ethiopia' (TGE).
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Four reasons are given to the choice of ADLI among alternative development

strategies:

1. In one way or another the strategy encompasses the majority of the
population,

2. It is based on domestic resources and inspires self-reliance,

3. It attempts to bring about a fundamental change in the orientation of the
economy, and,

4, other strategies like import substitution industrialization, export-led

growth, etc, have not been successful in the past (ibid).

However, the first and second justifications seem not very convincing.
Because, if coverage is to be a criterion, the ATRICK version is superior to
ADLI, not cnly due to the fact that it has equal if not more orientation to
the overwhelming majority of the population but also it is very much concerned

with their well being through accounting the systems of resource distribution.

These do‘not, however, create a fallacy of ADLI strategy in Ethiopia. By and
large what might be called-for is a reformulation of the strategy. Almost all
of the justifications for the favourable future results of ADLI strategy
presented in sections 2.3 and 2.4 are applicable to Ethiopia. Moreover, choice
is relative and admitting the limitations the very simple logic of the absence
of better alternatives can also be considered as one determining factor for

recommending the strategy to the country.

The future desirable development direction for the country is envisaged to be
the type where industry and services should be the leading sectors in both
production and creation of employment opportunities. Consequently, the
relative contribution of agriculture is expected to decline through time
although it is still necessary that it has to continue growing at a rate
sufficient enough tc meet all agricultural output demands. The érospect laid
on the industrial sector especially manufacturing 1is paramount. This
structural transformation of the economy is, however, understood to be a very
gradual and painful process. What is more, the strategy revolves around
productivity improvement of smallholder agriculture and industrialization
based on utilization of domestic raw materials with labour-intensive

technology {Tegegnwork, 1993:72).

Tegengwork summarizes the salient features of the strategy as interpreted in

Ethiopia:
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It wvisualizes export-led growth which feeds into an inter-
dependent agricultural and industrial development. Exports, be it
agricultural or mineral, initiate growth thereby producing the
means for a process of an inter-dependent agricultural and
industrial development (or ADLI) which increasingly becomes a
self-generating process of development. Hence the strategy has
two layers; an outer crust of export-led growth and an inner core
of ADLI (1993:72).

But it is not clear whether ADLI strategy has an export component in its
specifications or export-led growth stands by its own besides the former,
Almost all the documents describing the strategy in Ethiopia consider exports
as components of ADLI strategy at one time and treat them separately at
another. Plainly speaking, we believe that export promotion is part & paréel

of the strategy.

Accerding to the document® released by the government, the strategy with
respect to agricultural development is to be implemented in three subsequent
stages. In the first stage, attention will be given to the use of improved
varieties (or commonly known as high yielding varieties, HYV) and replacing
adaptable modern farming practices for the traditiconal ones. The second stage,
in addition fo the intensive use of chemical fertilizers and pesticides,
focuses on infrastructural developments such as the construction of small-
scale irrigation and rural roads, At the final and higher stage where
industrial expansicn is also expected tc be well underway, the emphasise is
to shift the excess agricultural labour to other sectors so as to increase the
per capita land holding which is ultimately supposed to create favourable
conditions to raise agricultural labour productivity (op.cit). Stages one and
twe attempt to increase agricultural productivity and output with the
prevailing structures while the complete economic transformation is to take

place at stage three.

The planned investment programme shows prioritization in the order of, the
export sector (agricultural, mineral, industrial and tourism}, agriculture
(food self sufficiency, industrial raw material production, natural resources
development) and industry & infrastructure (small-scale industries & services

construction works).

A
1993).

It refers to the document where Ethiopia’s Economic Development strategy is presented (See TGE,
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2.6 Points of Departure

Time and again it has been stated that agriculture forms the nucleus of the
Ethiopian economy. Hence, for a healthier and sustainable economic development
the necessity of a priori development of agriculture is not questionable. Nor
is the choice of ADLI as a viable strategy disputed. If agriculture is to play
the pivotal role in the Ethicpian economy it is best done through ADLI
strategy than through other development paths. Thus the adoption of such a
strategy in Ethiopia is gquite appropriate.

In spite of this, in this paper it will be argued that the envisaged
methodology for the execution of the strategy and the formulated programmes
of activities and investments are not in harmony with the presumptions and
preconditions of the strategy and, therefore, would not bring about or would
delay the anticipated significant improvement in productivity and production
in the economy in general and in agriculture in particular-the relationship

between the twoc understood.

This paper departs from the Ethiopian planned system of implementing the
strategy (as was shortly summarised in section 2.5 above) in three main
points: (i) the idea of financing ADLI strategy on domestic resources, (ii)
the identified stages of implementing the strategy, (iii} the 1lack of

acknowledgment of political problems even at present,

Methodologically, when a grand work like formulating a development strategy
is being conceived the importance of historical and gituational analysis, in
this order, is crucial. Therefore for a strategy which bases itself on
agricultural development, the initial step would be to examine the performance
of the sector in the past and understand its bottlenecks. This is what is
virtually lacking in the case at hand, unless we say alternatively that the
probiem is not a lack of awareness of agricultural problems on the part of

policy-makers but rather what is lacking is a genuine effort.

There is a fairly considerable literature on the problems of agricultural
development in Ethiopia. These agricultural problems as largely gquoted in
government documents are not only natural, economic and/or technical and
social in nature. Tantamount to these, there are also eccnomic and/or
technical and political factors which exert considerable influence on the
sector. Some of the past government’s policies (for example the price policy),
which were very detrimental to agricultural development have been abolished
recently. As is usually said, ‘well begun is half done’., But there are still
other policies which need to be addressed in the shortest possible time. The

most pressing ones are the economic and/or technical and political factors.
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The first peint of departure is related to the source and magnitude of finance
for the strategy. Contrary to the visualization of the plan, the idea of
financing ADLI strategy sclely from domestic resources is questionable. Recent
studies on the subject indicate that, particularly for African countries, the
estimated investment requirement can not be obtainable from domestic sources
and should be drawn from abroad®., Unless the scope of the strategy is to be
scaled down and consequently so will its output, the investment requirement
of the development process is huge, This makes it impossible to augment all

the required investment from domestic rescurces.

Although, we lack the detailed investment programme under this strategy the
investment priority setting, as indicated in the document {op.cit), seems also
a bit in paradox. On the one hand it is attempted to expand the coverage of
the sectors which will receive the bulk of investments. But on the face of
limited resources, this will bring about a shallow rationing of investment
finance among the sectors. The larger the coverage of investment sectors and
areas the smaller the proportion allotted to each and thus the less

significant will be the overall result.

The stages identified in section 2.5 also deserve commenting and form our
second point of departure. Although it is understandable that development is
a long process and requires stage-by-stage action, it is also clear that
highly fragmented works, like the formulated stages for implementing ADLI
strategy, will not yield the anticipated results. The stages formulated are
simplistic and not based on situational analysis. Two points will suffice to

explain this.

Firstly, leaving aside the other areas for the time being, the highlands of
the country which supported life (human and animal) for more than 3000 years
are now highly exhausted. Agricultural production is dwindling from year to
year. Because of the low resilient® nature of Ethiopian scils the level of
soil depletion and degradation is not explicit. But experts found that the
damage has been severe. Therefore, before the limit is reached where all land
is converted into agriculturally unproductive land, immediate correction
measures are needed. Conservation measures are on the top of the list of such
measures. Use of fertilizers, both chemical and biological {natural) are also
recommended to maintain or upgrade the fertility level of the soil and
consequently increase production per unit area. Under this situation

postponing the use of fertilizers to the second stage can not be justified.

> see Adelman et.al., (1989:332-336).

6 See section 4.2.1 of this paper for an elaborated explanation.
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What is more, it ie not clear how one can know the demarcations between the
stages particularly stages one and two. Nor are the criteria - time, level of
physical output, etc. explicit to indicate the completion of one stage and the
beginning of the next.

Secondly, HYV and fertilizers or other agricultural inputs for that matter are
mutually supporting for better yield. But as conceived in the programme, the
use of HYVs is included in the first stage while fertilizers & pesticides are
relegated to the second. Technically speaking this is not a good combination.
It is not to say that both can not be separately applied. Rather it is to
emphasise the fact that their co-existence brings much more yield and
production than otherwise. Even in Ethiopia the use of HYVs with out

fertilizers do not give satisfactory yield7.

The third point of departure has to do with political variables. The political
factors are twcfold, namely, the adoption of appropriate development policies
which would provide additional impetus to the strategy, and political
stability. After three years of new economic reform and adjustment, the core
agricultural preblem in the country, the system of land tenure, has not yet
been solved. Many studies have proven the existence of positive correlation
between agricultural productivity growth and an existence of a secure land
tenure system. Other policies such as regionalization and decentralization,
agricultural credit, organizational issues, etc. are also far from being

sufficiently conducive to productivity growth in the sector.

Without political and economic stability no meaningful and sustainable
development, not only in agriculture but practically also in all sectors of
the economy, can take place. Ethiopia is not the only country having political
difficulties for a long time but it is among the few exceptions that is not
solving political guestions peacefully. There has not been a tradition of

peaceful settlement of political differences in the past.

" Ina survey conducted in 1992 under the auspice of the Internaticnal Livestock Center for Africa
(1LCR) around Debre Birhan (North Shewa), in which the author of this paper has contracted the field survey,
it was found out that most of the farmers responded affirmatively when they were asked whether they have
got higher yields when they used the proper packages of agricuttural inputs, namely, HYVs, fertilizers and
the Broad Bed Maresha (BBM), & plough.
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CHAPTER 1III
Agriculture Driven Development - A Synopsis of Historical Evidence and Lessons
for Contemporary Less Developed Countries

3.1 Introduction

In this chapter two very important and relevant issues will be discussed. The
first which is presented in section 3.2 reviews the experiencee of other
countries whose success in industrialization is attributed to their early
agricultural development. Following this the lessons that the presently
developing countries would learn from the success stories are analyzed in

section 3.3.

3.2 The Experiences of Other Countries

No subject has such a rich literature as do agriculture and rural development.
From the early era of emergence of development theory up to the present time
countless works have been done on the theoretical and practical development
processés and contributions of agriculture to economic growth. Historical
analysis indicates that agriculture has been the corner stone of the
development process in practically all of the presently developed countries.
Thus, to avoid over-stressing the obvious, we shall not go into a detailed
review of the experiences of countries. Rather reviewing the literature for
few highly exemplary countries such as Taiwan, Japan, Western Europe, and

India, and in a very concise manner is believed to suffice to our purpose.

One of the latest countries to attain a successful industrialization and thus
development through an agricultural led growth is Taiwan. For Taiwan, among
many writers like Griffin (1979), Meller (1973), Ishikawa (1988) have
independently and at different times, stated two common facts. First, that
agricultural surplus has been the source of finance for its industrial
development and second, strong government intervention was involved in the
process of surplus extraction. The major means of resource transfer in Taiwan
was direct tax on inputs (such as payment of fertilizer credit in kind} and
output (for instance sugar cane in the pre war pericd and rice in the post-war

era (Mellor, 1973).

Taiwan's agriculture was not only a source of supply but also a potential
buyer of non-primary commodities. Indicating the role agriculture played in
the demand side, Mellor wrote that, "in the technologically dynamic period of
the 1920's, when, for example, the new ponlai rice varieties were introduced
and fertilizer use was increasing rapidly, purchases of commodities from non-

agricultural sectors by the agricultural sector more than doubled" (ibid).

23




Including Mundle (1985), the afore mentioned writers alsc documented the
development process of another early succeasful country, Japan. But unlike for
Taiwan, there is a gap in acknowledging agricultural surplus as a source of
growth for Japan. For instance, Mundle argues that "savings surplus from
agriculture was clearly one source of finance for the non-agricultural sector
but it was not the only source nor even the major source of financing
industrialization". More or less the same was contended by Mellor when he
says,"it is generally agreed that Japan provided the major portion of the
capital for the early stages of its economic development by resource transfers
from the agricultural sector" (ibid). As far as the mechanism of surplus
extraction is concerned, the net out-flow from agriculture was the result of

the working of market forces (Ishikawa, 1988).

The other account of Japan's development process is the one forwarded by
Eshetu. The impressive gains in agricultural productivity made possible by the
Meiji reforms were siphoned off by heavy land taxes to finance industrial &
military activities (Eshetu, 1990b), Industrialization was also further
facilitated by the low wages of industrial workers and by a deliberate policy
of inflation. According to Mellor, direct investment by landlords in the non-
agricultural sector, and land taxes were used as mechanisms of channelling
resource transfer (ibid). Acknowledging agriculture’s role in the price
stabilization system of Japan, Saith wrote that, "raising industrial wage
costs - which would have been exceedingly damaging for the internaticnal
competitiveness of Japan‘s export-led industrial sector - were then pre-
emptied by the systematic development of Taiwan (and to a lesser extent,
Korea) as an ‘agricultural province(s) of Japan'" (op. cit). Grossly, all of
these authors acknowledged agriculture for its role in Japan’‘s development
process, which has now become cone of the seven highly industrialized countries
(G7).

In his historical illustrations, Mundle related a priori agricultural
development to a success in consequent industrialization for some of the West
European countries (ibid). Accordingly, the early success of England and
failure stories of France and Italy are traced not due to théir weak
industrial basis but rather because of the economies dependence on imported
food and other agricultural commodities from backward agriculture of other
countries. As it was documented, the experience of the Dutch is also
interesting. Mundle stated that until the advent of the English industrial
revolution, the Dutch industry (shipping, cloth, paper, brewing, bleaching,
baking and constructiocn) was by far the most advanced in Europe. During the
early seventeenth century the Dutch industry was flourishing while the
industry of France and Italy was collapsing. Like the latter countries,

however, Holland was also dependent on external trade for both industrial and
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subsistence consumption on backward East European countries. The tragedy
occurred, as observed by the author, when the prices of imported grain started
to rise sharply in the later half of the eighteen century and as a result the

Dutch industry started to collapse too (op.cit).

Similar experiences have been recorded in other parts of the world.
Nevertheless the case of the former Soviet Union is peculiar. In this country,
agriculture has been highly sgueezed to finance the industrial sector. What
distinguishes this case from the above is that the process was guided through
central planning where government contrel was strong. Besides, agriculture was
dominated by cooperative forms of organization which made it easier to extract

what ever surplus produced.

The last short story is that from a developing country, India which is
struggling to escape the Ricardian growth trapa. According to Saith,
"industrialization has been accorded unambiguous primacy in India and even the
pre-independence so-called Bombay plan demonstrated the extreme importance
that mnational political leaders as well as the leading capitalist
industrialists attached to rapid industrialization® (1985:4). Saith in another
work further observed that agriculture had not really been regarded as a

potential source of surplus for the financing of industrialization (1989:213).

To make a long story short, the industrialization process in India was viewed
as being virtually independent of the conditions of agriculture. The
achievement in the level of development of both the national econcmy and the
industrial sector was, however, far below satisfactory. Different factors are
accountable for such a performance, the weak level of development of the
agricultural sector of course being among the major ones. Thus, presently the
country has once again turned its face to the primary sector and is striving
hard towards agricultural and rural development. For India, the direction of
resource transfer is in the reverse, from non-agriculture to agriculture. As
Mellor put it, "the recent experiences of India in contrast to the above
successful countries illustrates the special problems of deveiopment in

contemporary low-income countries" (op.cit).

The above review has revealed that agriculture has paid dearly to the
development of industry in almost all of the cases. It is naive, however, to
conclude that success to development is solely a function of growth in

agriculture. Development is a complex process thus unitary factors like

8 The Ricardian Growth Trap Model refers to the tendency ot the agricultural sector, which is under
the grip of the law of diminishing returns, impeding the intended growth of the emerging industry sector
and sooner or later bringing the econcmy into a stationary state (Ishikawa, 1988:303).
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agricultural and rural development are but one among a set of determinants.
In recognition of this fact particularly for the newly industrialized

countries, Saith states that,

In this success, the contributeory role of historical timing, pre-
development experiences, structural, ecological and geo-political
factors were critical, and provided a uniquely favourable, even
if fortuitous, conjuncture which could launch such successful
industrialization (198%9:206).

3.3 Lessons for Contemporary Less Develocped Countries’

Dissenters might question the value and relevance of historical patterns of
development for today’'s developing countries. Nevertheless, except for the
precaution that such analysis requires careful interpretations and situational
analysis there are hardly any facts which refute the significance of these

experiences for the LDC’s,

What should the developing countries in general and Ethiopia in particular
learn from the experiences of these countries? The lessons are many and are
more or less in line with the argument of chapter 2. Eshetu identifies five

main points which we helieve are worth summarizing.

1. The first lesson concerns what Sutcliffe calls the "iron laws of
industrialization". The simple but crucial fact is that you can not bring
about any meaningful industrialization without substantial industrial
investment. And industrial investment requires the generation. of surplus,
whatever its origin might be.

2., Even in the countries in which agriculture was sgueezed to finance
industrializatien, the industrial sector in its own turn made significant
contributions to raising agricultural productivity through the provision of
modern inputs such as farm machinery and fertilizers.

3. Thirdly there is the crucial reole of technological progress as both an
instrument and a product of industrialization.

4. The fourth lesson is the indispensability of some social force to provide
leadership to and carry through the industrialization drive.

5. Lastly, there is the crucial questicon of the market. In any case, whatever
may have been the relative importance of foreign and domestic markets, no
meaningful industrialization can take place in the absence of an adeguate
market (1990b:240-242).

Nevertheless, the situations within which the present developing countries are

found are different from the conditicns that prevailed during the early days
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of development of the developed countries of today. Specifically, contemporary

realities of the third world are different with respect to:

1. the low level of development of agriculture so as to limit surplus
production and consequently mobilization,

2. weak domestic industrial base which forced LDC's to depend on foreign
technology, which is both expensive and often inappropriate. This also had
negative impacts for indigenous capacity building. Although there are
arguments which state that the developing countries have benefited from
research & development (R & D) of the west without sharing the costs-the so
called ’late-comer advantage’, it ie apparent that the long-run dependency
structures with its negative implications out weigh the former. '

3. what Eshetu described as the 'social force’ capable of providing leadershirp
to the industrialization effort 1is lacking in the present developing
countries. Neither the predominance of the state nor foreign capital were able
to show up the desired leadership qualities which help materialize the given
objective.

4. the availability of markets with effective demand is alsc another area of
dissimilarity. While internally low levels of income and highly skewed
patterns of income distribution restrict the size of the market, adverse
conditions of internaticnal trade hamper any chance of the developing

countries for penetrating the world trade for manufactures.

Due to these and other constraints and what ever efforts were made the
positions of the develcping countries have shown a worsening trend rather than

a betterment. As Eshetu put it:

In general, therefore, the dice are loaded against the
underdeveloped countries. In spite of wvarious experiments with
import substitution, export promotion and regional integration
and in spite of repeated appeals for trade preferences and for a
new international economic order, the problems have persisted

with a disconcerting tenacity (1990b:244).
The same observation was made by Saith when he contends:

It is arguabkle that the structural conditions with in which the
poor countries have to develop now are more difficult than those
which faced the advanced economies in their early growth phase
(1985:7).

On the question of replicability; let alone a development process which covers

the whole of the economy, the smaller 'project approaches’ of the past as
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community development, integrated rural development etc. have proven that

replicability in its real sense is a rare phenomenon, if at all. Therefore any

effort to industrialize through duplication is doomed to failure,

To be sure, no country in the third world today can or need
replicate these experiences, (as argued above) for the reality is
altogether different. But a proper appreciation of the historical
features of industrialization will make poseible a better

understanding of the problems of today (Eshetu, 1990b:240 my

addition).

The author supports the line of thinking which advocates the idea of domestic

capacity building with both domestic and foreign resources. To this endeavour

starting the process from the primary sector is the best and may be the only

option. How could this be done? The quotation from Mellor, it is believed,

will partially give answer to this guestion and at the same time will serve

as a concluding remark of this section:

The successful cases of net transfer of resources

agriculture have had a basis for repressive extraction of a
surplus from agriculture through a wealthy land-owner class, a
strong state operating through collectives, easily taxed major
agriculture exports, a technologically progressive agriculture
which generated large additional surpluses, or a combination of
these. For most of contemporary low-income countries, the route

of technology change in agriculture may be the feasible one
(1973:110, my emphasis).
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CHAPTER IV
IEE ECONOMY IN THE PAST - AN OVERVIEW

4.1 Introduction

This chapter basically attempts to give an overall picture of the performance
of the economy in the past years. Besides, an effort is made to make a
comparison of potentials and actual performances. For doing so the sectoral
analytical approach will be largely used but at times when felt necessary both
spatial and tempofal dimensions will be included. For the reasons of both
relevance to the study and simplicity of presentation, the economy ie divided
into two broad sectors, namely agriculture and non-agriculture. In the non-
agricultural sector the focus is on the activities which are sometimes
classified as ’‘productive sectors’, This is to say that the orientation is to

industries particularly manufacturing ones.

With regard to the organization of this chapter, first the primary sector is
treated. Then section 4.3 presents a review of the non-agricultural sector.
Following this the performance of the export sub-sector will be discuesed. As
is well known the bulk of Ethiopian exports are originating from the
agricultural sector and only few are from manufacturing. But the need for
presentation of the exportables in a separate section is simply because of its
peculiar importance to the national economy as a source of the scarce foreign
exchange. Section 4.5 attempts to lock at the degree of linkages between

agriculture and industry and its implications to the ADLI strategy.
4.2. Agriculture

As was mentioned in the introduction chapter, Ethiopia is predominantly an
agrarian country. The share of its active population engaged in agriculture
is among the highest in both the world and Africa. But as in most less
developed countries, the relative contribution of agriculture to the GDP is
lower. In statistical expressions, while about 80 percent of the labour force
is actively employed in agriculture the contribution of agriculture is well
below 50 percent of the GDP. This is a clear indication of the low level of
productivity of the sector. Despite this, the importance of agriculture in the

development of the national economy is outstanding.

Agricultural production in the country is largely based on rainfed farming.
Both in the past and present Ethiopian agriculture is also characterized by
the dominance of small holder peasant agriculture which accounts for about 98
percent of the cultivated land and over 95 percent of the output. Even during

the past socialist regime when collective farming was favoured over
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smallholder peasant farming, the highest proportions in both area and

production were associated to the latter.

Various production systems are found in the country mainly mixed farming,
semi-pastoral, pastoral, fisheries and even hunting and gathering (Annex 1
Maps 2 & 5). O0f the total agricultural production; crop production is
estimated to contribute arcund 60 percent, livestock 30 percent and forestry
about 7 percent of agricultural GDP. Within crops, cereals account for some
55 percent, coffee 17 percent, pulses B8 percent while others including
industrial crops, sugar, cotton, vegetables and ensete (root crop} contribute
the remaining 20 percent (Asres, 1994). Another attribute of Ethiopian
agriculture is the possibility of two or more harvests a year. This is made
possible because of the two rainy seasons, Kiremt, the main rainy season (from
June to August) and Belg the small one (from February to mid of May) with out

irrigation.

4.2.1 Potentials and Threats

Without even going further to the past ( until the beginning of the 1960's)
when Ethiopia was considered as the "bread bhasket of the middle east", many
recent studies { for example Singh, (1987, Ghoee, {1985), Kloos, (1990), RAsres
(1994)) have shown that Ethiopia has a considerable potential for agricultural

development. Asres states that:

Compared to many other African countries, Ethiopia is considered to
have an adequate natural resource base to develop its agriculture and
feed the growing population. Around 66 percent of the area is
considered potentially suitable for agricultural activities of which
presently only 14.8 percent is cultivated and 41 percent used for
grazing and browsing (1994:410).

hgricultural production, among other things, is determined by the availability
of conducive climate, adequate land and fertile soils, availability of
sufficient usable water (rainfall or irrigation) and the know-how of the

agricultural workforce.

The one general attribute of the Ethiopian agriculture rescurce base is its
climate where precipitation is the major determinant of the pattern of
agricultural production. Thanks to climatic conditions, Ethiopia already grows
or can grow a wide range of different agricultural products for both food and
raw materials to meet the needs of potential industries (Singh, 1987:11 and
Abebe, 1989). Singh also wrote that, "in general Ethiopia‘s rainfall is

adequate for agriculture except in the semi-arid and arid zones" (ibid). The
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agro-ecological and climatic conditions of moet parts of the country are very
favourable for growing a multitude of crops especially food grains (Annex 1
Map 3).

Depending on the influences of altitude and climate, four climatic zones are
identified in Ethiopia:

1. a mountain zone called ‘Wurich' comprising areas about 3800 meters above
sea level where a high rainfall throughout the year precludes cultivation. The

average temperature in this area is 14%.

2. a cool zone called 'Dega’ is marked by altitude between 2400 tc 3800 meters
and temperature ranging from 10% to 18%. Here the conditions are favourable

for growing cool temperate cereals like wheat, teff (Ergotis) and barley.

3. a temperate zone called 'Weina Dega’ with average temperature between 160¢
and 20% and altitude between 1800 and 2400 metres where in addition to the
crops. grown in the cool zone, maize, sorghum and millet come into prominence.
In the south-west, rainfall is high and hence coffee and ensete plantations

are also found.

4. a hot zone called *'Kolla‘' covers those areas below 1800 metres and has an
average temperature of about 20%. In this zone the rainfall is low and
cultivation is based on irrigation. Tropical and semi-tropical crops are
cultivated here. (Singh, 1987). The spatial distribution of the crops is

presented in Annex 1 Map 3.

The Ethiopian Highland Reclamation Study documents indicate that the highlands
of Ethiopia (above 1500 metres) host about 88 percent of the total human
population, 60 percent of livestock, and account for about S0 percent of the
land suitable for rainfed agriculture (in Daniel, 1990). This study, which is
considered to be the most extensive land evaluation study ever carried out in
the country has identified three zcnes in the country in relation to its

suitability to agricultural production.

The High Potential perennial (HPP) zone, in the south & west, has high
rainfall and high potential for perennial crops like coffee. The High
Potential Cereal (HPC) zone in central Ethiopia has medium rainfall and the
most fertile soils. The Low Potential Cereal (LPC} zone in northern, north
central and eastern parts has low rainfall, is drought prone, has the most

degraded soils and is most deforested (ibid).
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The present land use system (fig. 1)9 shows that, cultivated land amounts to
only 15.1 percent of the total area of the country, whereas a huge land mass
of about 51.3 percent is left for grazing and browsing. Besides, the land
classified as "unproductive" which consists of swampse and marshes covers 3.6
percent of the area of Ethiopia. Hence alongwith the intensification of the
present cultivated land, the direction for future area expansion points to
these areas. But the prospect for developing the grazing and browsing land
should take into full account of the huge livestock resource of the country.
Development of the swampy and marsh areas, on the other hand, seems feasible
in the short run though it might require some investment for drainage and
other facilities.

Fig 1. Major Land Use Systems in Ethiopia
(percentagea)

19.1 51.3

17.3

==[eill GRA [ UNP
1FOR =SS OTH UNU

CUL - cultivated land GRA - grazing land UNP - unpreductive
FOR - forest land OTH - others UNU - unutilizable
Source: (in Asres, W. 1994)

Despite inter-and intra-regional variations, the Ethiopian scil is generally

4 Note that these figures are slightly different from the ones given by Asres (1994).
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regarded as fertile for agriculture particularly for crop production (Singh,
1987:24). Nevertheless the age old cultivation coupled with other natural &

man-made factore have reduced this potential (Annex 1 Map 4).

Ethiopia is endowed with a large water resource base. There are numerous
rivers and lakes which run throughout the country and the country is divided
by 14 large and medium water shades. The annual volume of water flowing on
these water shades is estimated to be 115.1 billion cubic meters of which
about 75 percent drains to the Sudan, 15 percent to Kenya, 6 percent to
Somalia and 1 percent to the Red Sea (PMAC, 1984). This means only 3 percent
is left inside the country.

Surprisingly, the beneficiaries of the resource remained the neighbouring
countries. For example, the Blue Nile river on which the very agriculture of
the Sudan and Egypt is based is not used for any agricultural use inside the
country while it is generously carrying away the country‘s fertile soil
alongwith the water. The basic reasons for such ignorance from the Ethiopian
government side so far have been economic and technological constraints. None
the less, recently the political factors have been placed at the top of the
list.

The two major uses through which the Ethiopian agriculture would have
benefited from such a resource base are fisheries and irrigation. According
to Asres, despite the substantial fishery potential in the country, current
annual production is about 4000 MT per year which is equivalent to a

consumption of about 175 grams per person per year (op.cit).

The irrigable land potential of the country is not yet exactly known.
Different estimates give different figures, often with big gap between them.
According to Gedion, the range for the various estimates is between 1.8-3.5
million hectares out of which in 1989 only about 140,000 ha or roughly 65
percent of the potential was actually irrigated (Gedion, 1989, in Kloos,
1990:22). Another estimate of the Ministry of Agriculture (MOA) shows a higher
figure. The MOA estimated that the country'’'s potential for small-scale
irrigation alone is about 200,000 ha. and medium to large scale irrigation
mainly in the lowlands is arcund 3.5 million ha.(Asres, 1994). Despite such
wide gap, one fact is evident - that Ethiopia has a substantial irrigation
potential. Of the presently irrigated agriculture, the proportion devoted to
emall-scale peasant and large-scale commercial irrigation is found to be

almost equal.

FRO estimates indicate that, for Ethiopian agriculture, small-scale irrigation

can increase agricultural production by about 5 percent (FAO, 1986). The
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calculation of Hewett which includes both large and small-scale irrigation
schemes, raises the irrigation-driven incremental output significantly.
According to him, crop yields may be increased between 5-40 percent under
irrigation for different cereals and pulses (Hewett, 198% in Kloos, 1990).
This was further supported by Kloos’'s testimonial of the situwation during the
drought year, when he said, "the emergency type Iirrigation programme
implemented by the government during the 1984/85 famine appears to have
increased food production in some localities" (ibid). In a nut shell, whenever
advancement of the Ethiopian agriculture is envisaged, the country’s

irrigation potentials are seldom ignored.

But irrigation is not without its problems. Firstly, it regquires huge
investment and for weak economies like Ethiopia, extensive work to cover the
country is unlikely especially in the short run. However, leaving aside those
areas where heavy construction work is reqguired for irrigation development,
in others, significant output rise can be achieved through encouraging and
supporting the traditional peasant irrigation practices. Secondly, irrigation
requires careful management. In this regard there is enough experience in the
large commercial farms. Particularly the salinity problem which was attributed
to poor management practices as observed in the farms found in the Awash

Valley should be a good lesson for the future.

The size and gquality of the agricultural labour force should also be
considered as a potential resource for Ethiopia’s agricultural development.
Accumulated agricultural knowledge through age old cultivation experience,
hard working nature, ability to adjust to natural conditicons, hardship
resistant, etc are few of the characteristics that distinguish the Ethiopian

peasantry from others.

The country’s potential is not limited to crop husbandry. Its livestock
resource is also enormous. Ethiopia, with about 27 million cattle, 15 million
sheep and goats, 24 millicn equine, 20 million poultry and 4 million camels

stands first in Africa and ninth in the world in livestock population.

Rbove an attempt was hade to give a general description of what are considered
as Bthiopia’'s agricultural development potentials. But these potentials are
only future promises, if any, and for agricultural development to materialize
it requires efficient utilization of these potentials. However, in parallel
to the potentials there are also threats which hamper productivity growth to
take place in agriculture. The threate to agricultural development in Ethiopia
are multitude in magnitude and alarming in effect. Among the most frustrating
calamities are; the recurrent drought and land and forest degradation.
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The studies of Pankhurst (1990), Mesfin (1986), Dessalegn (1991), Webb et.al.
{1992) and others have shown that the Ethiopian history is punctuated by
drought and, as a consequence, in most of the cases by famine. But in all
accounts, Ethiopia has experienced its extremely damaging draughts in the last
two decades, particularly the one in 1973/74 and the latest in 1984/85. These
two droughts have cost Ethiopia many lives and resources. Especially the
latest drought was very detrimental in its natural environment degradation

effects.

The other threat is related to natural degradation where the forest cover and
soils are at Btake. Following India and Colombia, Bthiopia is the third
country in the world where sever cases of soil erosion exist (Fissehé,
1994:378). The annual soil loss of Ethiopia is estimated at 1.5 billion metric
tons and has resulted in decreased soil fertility and declining agricultural
production (Hurni, 1986 in Alemneh, 1990). Besides, the forest resource of the
country which was estimated to cover about 40 percent of the total area at the

turn of the century has now dwindled to a mere 3.9 percent (fig.l).

The impact of desertification in Sub-Saharan Africa is particularly severe,
as 85 percent of all rangelands (542 million hectares), 80 percent of all
rain-fed crop land (114 million hectare) and 30 percent of all irrigated land
(40 million hectare) are at least moderately desertified (Tolba, 1986, in
Alemneh, 1990).

Ethiopian soils are less resilient in nature. In his comparison of the level
of land degradation between the highlands of Ethiopia where cultivation has
been going on for more than 3000 years and Northern Thailand, Hurni (1983)
found out that in the former case there was a fairly low rate of soil loss but
the cumulative loss and slow rate of natural soil formation have both served
to produce very serious land degradation. In Northern Thailand, however, with
higher rates of soil loss, the local land management system has ’‘compensated’
for this and the capability of the land, in which soil formation is more rapid
than in Ethiopia, is maintained (Hurni, 1983 in Blaikie, 1987).

The cumulative effect of such a soil degradation is a decline in agricultural
production which is estimated to be as much ae 2 percent per year (Constable,
1985, Hurni 1988 in Daniel, 1990). In Ethiopia, there are three predominant
human activities invariably identified as contributing to the viéious cycle
of environmental degradation, drought and famine; these are overgrazing,

overcultivation and deforestation.

World Commission on Environment and Development {(1987) has succinctly stated

that, "poverty is a major cause and effect of global envircnmental problems".

35




Hence poverty alleviation is partly a solution for environmental degradation.
Luckily there is enough evidence that famine are preventable. One such study
made in Ethiopia by the International Food Policy Research Institute (IFPRI)
argued that famine are generally preventable and there ie no perfect
correlation between drought years and subsegquent food shortages (Webb et.al
19923.

Why we are concerned with the effects of environmental degradation is that for
a strategy which assumes agriculture to play a pivotal role in process of
national development, it should alsc give due emphasis to such critical

threats as land and forest degradation which hamper agricultural production.

Given such a very general characterization of the Ethiopian agriculture, then
what was the actual performance of the sector in the past years? Thie is what

the next section attempts tc examine,

4.2.2 Performance of the Sector

Based on the different kinds of soils, climate and altitude, different kinds
of food and industrial crops are cultivated in Ethiopia. The major crops grown
in the country are discussed in the customary category of cereals, pulses,

ollseeds and others as follows.

The major cereal crops in the country are teff, barley, wheat, maize, sorghum
and millet. Teff which is indigenous to Ethiopia is the dominant cereal crop
and is alsc the staple food of the majority of the population. Of the pulses
grown, chickpeas, field peas, horse beans, haricot beans, lentils and vetch
are the main cnes. Neug, linseed, fenugreek, rape seed, sunflower, groundnuts
and sesame constitute the oll seeds produced in Ethiopia. From this category
neug and castor beans are indigenous to Ethiopia and the former is the
country’'s principal oil crop for both edible and non-edible purposes. 0il
seede in Ethiopia are very important as food, as raw materials and as export
items (Singh, 1987).

While the industrial crops grown comprise sugar cane, cotton & other fibres
(like kenaf, sisal, flux) and tobacco; coffee, tea and chat beleng to the
group of stimulants cultivated in the country. Intensive cultivation of sugar
cane is possible on irrigated soil in the hot areas (ibid). But so far it is
limited to plantations in the Awash valley which was initjated in the 1960's
by the Dutch company HVA-Ethiopia.

Ethiopia is the original home of the coffee plant. There are different legends

as to how the name was given, the particular area of origin, how people
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developed the test, etc. But most hietorians agreed that, the name has been
derived from Kefa, a province of Ethicpia where coffee has been a wild crop.
The production of coffee shows a spatial concentration namely in the regions
of Kefa, Illubabor, Wellega, GamuGefa and Harérghe. However established
plantations of sizeable acreage are noticeable in Kefa, Sidamo, Harerghe, Arsi

and Gojam (ibid).

Tests of Ethiopian coffee of different types have shown that the coffee is of
high gquality when properly harvested and processed, and Ethiopia can even
compete with the best coffee producing countries in other parts of the world,
Because of jits beautiful aroma Ethiopian coffee is mostly used for blending

purpoeses (ibid).

The available time series data for the years 1974-1991 (table 4.1) show that
the average cultivated area, production and yield for the period were 5635.7
ha, 59834.6 Qt1°. and 10.6 Qt/ha. respectively. For the time under reference,
in their order; cereals, pulses and oilseeds accounted for 83, 13 and 4
percent of the total area and 87, 11 and 2 percent of the total production.
While the highest production was registered in 1982 when 7.81 million tons
were produced on 6.01 million ha with 12.8 Qts/ha yield, the lowest which was
obtained in the drought year 1984 was 4.86 million tons and a yield of only
8.3 ots/ha.

Except for barley, maize and sorghum for the rest of cereals, pulses and
oilseeds the highest yield was obtained in 1990. For the first two it was 1987
and for the last 1979. But the data of 1990 looks a little bit exaggerated.
This can be observed in fig.2 and table 4.1 where the yield for oil crops
which remained on the average 4.4 g/ha for the whole period suddenly tripled
to the level of 12.9 Qu./ha. in 1990 and subsequently fall to its trend level
for the next year. Such a phenomenon, if at all, rarely happens, but not like

the case at hand.

The average yields for cereals, pulses and oilseeds were 11.1, 9.2 and 4.4
respectively. Cereals yield relatively higher output per unit of land while
o0il seeds have the lowest yield level. The total food production growth rate

for the period is calculated to be 2.2 per cent. By crop category, the growth-

rate for cereals was 2.2%, for pulses 1.9% and for oilseeds 4.68%. Given a
national population growth rate of 2.9 percent, it is clear that domestic
production can not afford to feed the whole population of the country.

Comparison of indices of population growth, per capita food production and per

10 quintal (@) is a widely used unit of weight measurement in Ethiopia where 1 @ is equivalent to 100
kilograms.
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Table - 4.1

NATIONAL ESTIMATES OF AREA UNDER MAJOR CROPS AND PRODUCTION (thousands)

19785 1979 1580 - 1981 1982 1983 L9064 1985 1986 1987 1980 1989 1990~ 1991
TOTAL AREA (HECTARES) 5400.5% 5415.2 5200.6 5273.7 L WA | (A1) UYL LA U] gy NV NE T )] L.y 6110.1 [ w7al.4 Ladid A~ 1714 .0
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: 1990 and 1991 estimates are taken from *Survey of current economic conditions in Ethiopia, Vol. |, MOPED, 1993

* Main season and excluding Eritrea, Tigray, Assab & Ogaden Autonomous Regions.
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capita land cultivated, as presented in fig. 3 shows that the problem is
indeed serious. This is the dismal story of Bthiopian agriculture for the

period under analyeis.

But a comparison of the potential yield amount with the actual cobtained shows
that Ethiopian agriculture is lagging behind, not only the yield levels in
other countries but also its potentials. According to the intensive "On-
Station” and "On-Farm" trials of the Institute of Agricultural Research (IAR)
for all crops the yield levels on the trial plots were larger than the
national average figures obtained by farmers, Statistically, as depicted in
table 4.2, the yield was higher by 47, 66, 61, 126 and 64 percent for teff,
wheat, barley, maize and sorghum respectively. But surprisingly the same
recearch indicated that for teff, barley and wheat the national averages are
higher than the "control yields" on the farmers plot. Generally, the
implications of the research results are twofocld. Firstly, the results
indicate that significant potentials do exist to increase the productivity of
the crop husbandry sub-sector. Secondly, the gap in yield levels between the
trial plots and farmer fields is basically owed to differences in production
systems where the problems of technology diffusion and replicability are
reflected. Therefore this remains one area of concern as far as raising

productivity & food crop production in Ethiopia is considered.

Table 4.2
Comparison of Actual and Trial Plot Yield Levels for Major Crops

Crop No. of Control National Trial Difference (percentages)
Trials Yield Average Plots (b)y/(c) {dy/(c)
(a) (b) (c) (d)
Teff 876 691 875 1286 0.79 1.47
Wheat 539 1292 1330 2214 0.97 1.66
Barley 198 2963 1254 2016 C.77 1.61
Maize 262 2516 1694 3831 1.49 2.26
Sorghum 44 - 1459 1362 2229 1.07 1.64

Source : Food Production, Food Security and Nutrition, Agricultural Production Technology, UNDP Sth Country
Programme(Draft), October 1993 (in Asres, W., 1994)

With regard to the livestock sub-sector, its performance is not as significant
as what can be expected from its potential per se. The annual offtake for
cattle is only 8.2% (2.1 million heads or 259000 MT carcass) and for sheep &
goats 22,5% (11.4 million heads or 127000 MT carcass weight). Besides, the

annual milk production from the national dairy and goat flock is estimated at
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650000-700000 MT and 1300000 MT respectively (Asres, 1994:415). Current annual
fish production is also small, only 4000 MT per year. Generally the
contribution of this huge endowment to the national economy remained
insignificant. Thie is basically due to the low level of productivity of the

livestock which is caused by both genetical and environmental factors.

What does these all production and yield mean to the economy of the country?
As presented in Annex 2, agriculture contributed the lions share of the GDP
around the beginning of the 1960's & earlier. During this time it had more
than a 60 percent share of the GDP though the trend declining through time,
has reached its present average level of about 47 percent (see also fig. 4).
In absolute terms that is of considerable magnitude. But from the point of
view of the employed labour force size and its potentials such a contribution
can not be appreciated. For the years, 1961~1991, the average GDP growth rate
was 2.3 per cent while the same index for agricultural value added (AGDP) was
only 0.8 per cent. In most of the cases the growth of the GDP closely follows
the trend of the agricultural sector. Figure 5 shows that GDP and AGDP grow
and decline in the same fashion. One observation of the annex and the figure
reminds us that for the drought year, 1984/85 the agricultural sector
experienced its lowest growth rate. And so did the GDP. This is why we say

that Ethiopia’s economy is largely an agrarian economy.

Generally, agriculture has performed abysmally. One of the widely documented
roles of Ethiopian agriculture has been food crop production. But for the last
three decades and almost half of the present no single year was fortunate to
produce enough to satisfy the country’s food demand. During this time the
domestic production was only able to cover on the average about B0 percent
of the minimum required food demand. The rest has to come from abroad both
through purchases and during drought years as food aid. Unfortunately the
quantity of imported food is increasing over time. And the process of reversal
in this respect is unlikely in the very short run unless series of measures

are taken

However, it is from this sector that surplus is expected to be generated.
Under the prevailing conditions it would be unlikely, if not impossible, that
agriculture will contribute at any significant extent to the economic
development process of the country. This is not to undermine the present role
of agriculture but rather to show the fact that it is possible to pfoduce much
more surplus from the sector than is presently done. And, if agriculture as
the most important sector of the economy is constrained by such extremely low
level of productivity and bhackward technology, then for any inception of
sustainable development a rise in agricultural productivity and production is

a prerequisite. There is no single panacea for the latter, but a series of
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interrelated actions which enact the problems of the sector, facilitate the
utilization of the potentials and 8o and so forth and consequently bring about

the targeted results.

4.3 Non-Agriculture

The two broad sectors contained in the non-agricultural activities are
industry and services, The industrial sector comprises manufacturing, small-
scale industries & handicrafts, mining & quarrying, construction, electricity
and water. The service sector on the other hand includes the distribution
oriented trade, transport & communication and others, such as banking &
insurance, public administration & defence, housing, education, health and
domestic services. But an attempt to treat these all in a paper like this
would be, to say the least, over ambitious. Hence, the focus of analysis in
this section will be restricted to the industrial sector in general and

manufacturing in particular.

Despite the fact that Ethiopia has a long history of artisan activity,
industrial development particularly manufacturing is in its infancy.
Industries in the modern sense of the term were first established in Ethiopia
at the turn of the century but it was not until the 1950's that industries
gathered pace (UNIDO, 1992:11, Mulatu, 1982). At that time, generous tax
incentives, high levels of tariff protection and the provision of credit by
Ethicpian banks on favourable terms encouraged an inflow of foreign capital

into the industrial sector (ibid). Mulatu summarizes the situation as:

The entire process reflects a congruence between a particular
investment policy and a related investment climate. The
investment policy encouraged the production of consumer goods,
guided by the principle of import substitution, and allowed
investors to choose their own centers of individual location. The
investment c¢limate encouraged both foreign and indigenous
investors to take advantage of the situation, in their endeavour
to reap maximum profits and to enjoy the benefits of whatever

external economies developed (1982:65).

Among other things, because the majority of the investors were foreigners and
the consequent problem of capital flight, and the capital-intensive nature of
the enterprises, such industrial development has not produced any significant
contribution to the economy. This is evidenced by the fact that during the ten
years to 1972, over 80 percent of the profits generated by foreign investment
in Ethiopia were repatriated (UNIDC, 1991:21).
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The manufacturing sub sector can be roughly sub-divided into three categories,
- namely: medium and large-scale (MLSIs), small-sBcale industries (S88Is) and
handicrafts. According to the Ministry of Industry (MOI), the MLSIs are those
using power driven machinery and employing more than ten persons while those
with less than ten employed workers are considered as 8S8Is. Handicrafts are
generally those using hand-made tools. The number of enterprises in each
category is not yet exactly known. Different surveys with varying degrees of
coverage give different figures. For MLSIs the highest figure reported for
1985/86 was 402 (CSA, 1989) while the 19B4 Handicrafts and Small-Scale
Industries Development Agency (HASIDA), a government agency responsible for
S58Is & Handicrafts, survey estimated the number of SSIs to be 76B4. Most
handicrafts are one-man activities. But during post revolution an attempt was
made to organize artisans in cooperatives. Though it is known that those
working individually are by far the majority, statistics if better at all, are
only available for those in cooperatives. By 1987, there were B52 cooperatives
with 37046 members (op.cit}.

The manufacturing sub-sector in general is characterized by emphasise on light
industry, excessive spatial concentration, weak linkages with the rest of the

economy, capital intensiveness and obsolete technological level.

In 1965, light industries of food, beverages and textiles dominated the
structure of manufacturing enterprises by accounting for nearly 75 percent of
manufacturing value added (MVA). The picture of such a structure is even not
better after nearly three decades. Nor is it expected to be so in the near
future. For example, in 1988 data for MOI supervised industries reveal that
103 of the surveyed 165 enterprises were engaged in the manufacture of light
consumer goods and these account for 67.7 percent of MVA. The intermediate
goods rank second with 36 enterprises contributing 23.5 percent of the MVA
(table 4.3),

The Pattern of geographical dispersion of manufacturing plants shows a high
degree of concentration in few areas. While Shewa, the central region hosts
the highest proportion of the enterprises, Harerghie in the eastern part of
the country stands second. In 1986, out of 315 private and public
manufacturing plants, Shewa alone had 265-(84%) enterprises, where B85% of
these are concentrated in Addis Ababa. Harerghie the second industrial center

contains 6% while all other regions had the remaining 10% share.

While at the beginning most of the establishments were in private hands, a
profound change in the structure of ownership took place in 1975, when the
government nationalized virtually all the large-scale industrial enterprises

owned by foreigners and BEthiopians alike. Since that time the sector is
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dominated by Industrial Public Enterprises (IPEs). But presently, owing to the
fashicnable ’structural adjustment’ process and its associate privatization,
the number of IPEs has started to decline. Nevertheless, since the adjustment
was introduced in 1992 it is not yet in full swing and thus still the IPEs

hold their dominant position in manufacturing activities.

In 1985/86 IPEs accounted for 96 percent of gross value of production, 95
percent of value added, 93 percent of employment and 57 percent of the fixed
agsets of the medium-and large-scale enterprises (table 4.4). As far as SSIs
are concerned, a survey undertaken for the same year showed that they account
for about 23.4 percent of total MVA and 45 percent of employment. Given the

general environment in which they are operating this is indeed a notable

contribution.
Teble 4.3
Value added of Public Industrial Enterprises by End Use [1988])
{Percenat)
Branch LCG CcD I1G EG SR
Food 100.0 - - - -
Beverages 79.9 - 20.1 - -
Tokacco 100.0 - - - -
Textiles 88.7 - 11.3 - -
Leather & Footwear 38.1 - 61.9 - -
Paper & printing 9.3 - 3.9 - B6.8
Chemical 58.0 - 39.4 2.6 -
Non-Metal (Cement}) : 0.0 - 100.0 - -
Metal 5.8 63.3 32.5 1.6 -
Share companies 23.2 - 76.8 - -
Total MOI 67.7 3.8 23.5 0.1 5.0

Note:- LCG: Light Consumer Goods
¢D; Consumer Durables
16: Intermediate Goods
EG: Engineering Goods
SR: Service Rendering
Source: Ministry of Industry, Statistical Bulletin, June 1989 (in UNIDO, 1991).

As can be inferred from Annex 2, the share of industry and manufacturing
(particularly medium-and large-scale) in GDP which were respectively 10.8 and
2.3 percent at the beginning of the 1960’s has in 1991 reached 15.7 and 7.2
percent. Similarly, for the last three decades value added in the industrial

sector in general has been growing on the average by about 4.7 percent
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annually while in MLSIe and SSIe & Handicrafts by nearly 11.5 and 2.9 percents

respectively.

The MLSI sector performed very well until 1974 but from 1974 to 1978 the
growth rate was close to zero and at times it was negative. The time being the
early years of the socialist revolution, poor accomplishment of the
enterprises was largely attributed to the disruption of the economy by armed
conflicts and low levels of investment. The years 1979 and 1980 registered
growth rates as high as 27 and 10 percent respectively and they remained the
best years until now. It was during this time that industries achieved greater

Table 4.4

Public Sector Share in Manufacturing Industry [1985/86] %/
(percent shares)

Branch No. of Gross value Value Employ- Fixed

Establishments of Production added ment assets
Food 46 96 96 91 97
Beverages 68 %8 97 97 99
Tobacco 100 100 100 100 100
Textiles 47 94 S8 o7 98
Leather & Footwear 38 97 26 92 95
Paper & printing a8 92 93 86 74
Chemical 60 9% 95 92 93
Petroleum 100 100 100 100 100
Metal 5% 72 70 79 83
Non-Metallic 48 95 95 88 99
Total 50 96 95 93 87

Source: CSA, Results of the Survey of Manufacturing and Electricity Industries {1985/1986), January 1989,
a/ ALL public sector enterprise and a sample of 199 private enterprises.

capacity utilization rates equal to 70 to 100 percent. The explanation given
to this is the effect of the National Development campaign11 which in the
face of scarce investment funde, relied on the use of existing capacity to
increase output through repairing idle factories and alleviating r&w material
and manpower constraints (op.cit). Then once again the growth rate declined

to less than 5 percent. Especially for the years 1990 and 1991, the growth

" With the objective of stablizing the economy after the radical revolutionary measures, the years
1978-1983 were officially declared as National Production Campaign years.
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rate was negative. The adverse macro-economic situation, constraints within
the industrial sector and lack of raw materials were cited as the major

causes.

The growth trend of SS8Is and handicrafts was similar to what is said above for
MLSIs. The share of S5Ie & handicrafts from industrial GDP has been declining
from 32 percent at the beginning of the 1960's, to around 27 percent in the
1980’s and down to 22 percent at the start of the 1990's. Overall, for the
last thifty years value added in $SIs & handicrafts had an average growth rate

of 2.9 percent and a share of 25.3 percent of industrial value added.

Most of the SSIs are the traditional bakeries, grain mills and edible oil
extractors. Textiles and garment manufacturing is the second most important
S§SI activity. In terms of diversification, the range of products in SSIs had
been found to be larger than with the MLSIs counterparts. As observed by UNIDO
experts, the range of products manufactured by $5Is is already impressive
(insecticides, shoe polish & toilet preparations in Chemicals, cutlery,
structural metal products, light machinery and tools in the metal branch,
marble, finishing stones & building blocks in the non-metallic products
branch) and is gradually widening as entrepreneurs take advantage of the wide
range of simple products suitable for import substitution (op.cit). It has
.been commonly reported that, SSIs in Ethiopia are constrained by factors such
as foreign exchange shortages, lack of inputs, scarce financial resources and

shortage of skilled managerial and technical staff.

The contribution of the industrial sector to employment generation has
remained insignificant. In 1986 for which data is available MLSIs employed a
total of 90845 persons, which represents less than 0.5 percent of the total
economically active population (op.cit). Over 90 percent of this is accounted
for by the public enterprises. Rlthough the employment predominance of the
textiles branch has fallen slightly, it remains by far the meost important
employer, accounting for about 40 percent of the industrial work force. Low
industrial employment in Ethiopia is apparently due to the high capital-
intensity of the enterprises. The value of fixed assets per employee in the
manufacturing enterprises is also the highest when compared to the standards
of developing countries. This has been criticised a lot as far back as the
1960’'s.

The study of UNIDO has vividly proven the contention we made in chapter II,

where we emphasized the importance of sectoral interdependence especially that

of agriculture and industry.
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Industrial performance has also been affected by that of the
econcmy as a whole and agriculture in particular. OCutput of many
cash crops has stagnated, in some cases even fallen, and so
industrial enterprises have had to contend with irregular & often
inadeguate deliveries of raw materials. Production in the feoeod
processing branch was particularly affected by the disastrous
droughts of 1984/85. Moreover, the drought inevitably forced the
government to reallocate resources away from industry to more

urgent relief and rehabilitation activities (1992:22)

4.4 Exportables

Ethiopian exports are are dominated by agricultural commodities. No sector of
the economy has played such a role as agriculture in generating the scarce
foreign exchange and internationalizaticn of the economy. That is why we say

Ethiopian agriculture is basically an international sector.

Time series data for 1970-1990 indicate that on the average 93,8 percent of
the value of merchandise exports was accruing to primary producte while the
remaining 4.7 and 1.5 percents are respectively accounted for by fuel and

manufactured exports (table 4.5).

Of the agricultural exports; coffee, pulses, oilseeds, live animals and fruits
& vegetables constitute the major ones. The average contribution of these
commodities to total export earnings which was on the average 754.59 million
Birr during 1974 to 1987, had been 62, 4.3, 3.7, 1.8 and 0.7 percents
respectively. Such is the economy of Ethiopia that it depends on a single crop
for nearly two-thirds of its export earnings. Even by other developing

countries standards, this represents an excessive form of a mono-crop economy.

For the period under reference, among the agricultural exports, coffee
registered the highest and a steady average annual growth rate of 15 percent.
To the contrary, the export earnings from pulses and oilseeds show a
significant drop of nearly 14 percent each. This is justifiable given the
decline in the volume exported of these crops. Although the export earnings
of pulses and ocilseeds started to show a declining tendency beginning from
1974, the drop was sharp during 1984/85 indicating the fact that the drought
also had a negative impact on the export sector. The same was true for other

agriculture-oriented exports such as raw cotton and cilseed cake,

The other agriculture originating export commodities are chat'®?, fruits &

12 Chat i3 tree plant whose leaves are chewed as a stimulant.
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vegetables, natural gum, and flowers. Chat is increasingly becoming an
important export crop in Ethiopia. Documents from the National Bank of
Ethiopia indicate that for the years 1981-1987 the share of chat in total
export was 2.B percent. This is quite a considerable magnitude from a crop

whose producticn has been rather discouraged in the past years.

Although the contribution of the manufacturing sector in export earnings is
presently low, it is increasing over time. This can be observed in Table 4.5
though it is regrettable that the table does not show the exact figures of
spectoral contribution to exporte. According to the MOI, the value of
manufacturing exports increased steadily from Birr 83.7 million in 1980 to
Birr 157.3 million in 1987 and their share in total exports increased from 8.8
percent to 19.8 percent over the same periocd {op.cit). The statistics of the
World Bank'® show that, for the yéars 1970-1990 manufacturing exports on the
average had a share of 0.13 per Eent of the GDP, 0.8B3 Per cent of the
industrial value added and 1.22 per cent of the manufacturing value added.
However, a year-by-year examination of these statistics indicate that the

share is growing over the years.

Nevertheless, the range of manufactured exports is extremely narrow. In 1988,

72 percent of the exports of the MOI supervised enterprises were generated by
the leather & leather products branch mostly processed hides and skins; 19.5
percent, by food processing industries; mostly sugar & molasses; and 7.5
percent by textiles, principally knitwear and ready made garments (op.cit}).
According to the available information 34 industrial export products are
identified but only 18 of them are exported on regular basis and these

products account for 90 percent of manufactured export earnings.

One characteristic of the Ethiopian manufacturing export items is that the
majority of them are exported as primary goods or intermediates. The above
study revealed that, for the period 1985-1989, 88.4 of manufactured exports
of MOI osupervised industries may be classified as primary products or
intermediate goods which would underge further processing in the importing
country (op.cit). Since such products usually command very low prices, the
income earned is far below the revenue which would have been generated if the
industrial processing has been completed iﬁside the country. Thus processing
of these exports to the stage of final goods remains a potential area for

manufacturing development.

As far as import dependence (import dependence defined as the ratio of total

imports to total domestic supply) is concerned, despite the fact that the

13 bata obtained in the Iss Computer Network batabase Programme.
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Table - 4.5 o
Value of Exports of Major Commodities | 1974-1988] (Million Birr) ©
. 1987 Average Av.Grow. BPercenlLage
. _'r'cl:t.ulﬁ " Rate roLal
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Live Anlmals 14.6 29.8 19.4 1.8 1.1 4.5% B.3 9.4 M. X 14 .8 19.7 18.9 15.6 32.4 14.2] Lo [USIS]
Meat canned & frozen 14.6 7.1 7.0 3.4 0.8 3.6 5.4 [P E ] 1.9 3.9 5.4 5.1 5.5% -0.04 [
Frult & Vegelables 5.3 7.3 2.4 5.4 3.5 1.9 4.8 3.6 L% q4.2 4.0 G.0 12.8 L1.8 5.89 0.0l 0.00x
011 s¢ed cake 8.8 8.0 10.8 9.4 3.8 11.4 5.0 .oy 14.4 16,1 1.0 z, 1.7 1.1 T.au -0.01 [US TR
Raw coLton 5.4 TBLE 14.4 1.y L.y .0 1.6 I.1 .55 w.uq outl
Petroleum products S4.. ol L.y Vil s U 44 .2 27.3 36.0 D3.u4 ~0. 00 a.utl
Other exparts 102.4 53.0 49.9 36.3 Wt [ al.0 t .4 37 .08 LHLT a0 31.8 66,9 59.4 44,81 -0.04 .Ut
RG-exnpiTts 8.9 29.6 7.8 0.4 | 0. 0.4 n.4 1, 1. . 1A 0.0 0.0 iLhH [LRYR | v nat
Total Exports 556.3 478.4 579 .4 688.2 61% .8 Hhy LU anl.l y4ul.h alr Mot 4.1 Guad L 7 794.8 773.6 T Y] (AR U [ U
SOURCE : National Bank 19701 .

of Ethliopla, annual reports 1964, 1987/8% [ino Mulatu, W.




overall dependence has increased the industrial import dependence has fallen
from 38.7 percent in 1975 to 30.1 percent in 1986 which was accompanied by a
fall in the proportiocn of manufacturing goods in total imports from 67.3 to
56.99 percent for the same period (op.cit). As observed by UNIDO, this may be
attributed partly to the success of the governmentse strategy of import
substitution through the development of industries satisfying basic needs and
domestic consumer demand. But part of the explanation is related to the rise
in the import of agricultural inputs and food items which inflate the total
import bill. In line with what was said above, it has been found that
industrial dependence on imported raw materials and intermediate goods has
declined over this period. In contrast, however, dependence on imported
capital goods has been increasing (op. cit). With the current low level of
development of the engineering industries, the trend is likely to continue for

the future,.

Despite this achievement, the share of industrial goeds in the total import
bill is still high. In general, as Eshetu put it, the industrial base in most
underdeveloped countries is fragile and more exogenously determined
{1990b:242). Ethiopia is no exception. In evaluating the overall contribution
of the industrial sector to the development process of contemporary developing

countries, Eshetu further contends:

The cumulative impact of such industries as exiet is so small
that they have not been abkle to bring about the kind of
transformation that we associate with the industrial revolution.
Because such industries as exist in these countries are dependent
on external sources for their technology and because of their
limited linkages with the rest of the economy, they can not serve
as sources of dynamism and as promoters of flexibility; hence the
justification for calling the industrial base of these countries
fragile (1990b:242).

Such an end note is very relevant for the present level of industrial

development in Ethiopia.

4.5 Inter-Industrial Linkages

The linkages between sectors can be expressed in different forms. Ahluwalia
identified three channels of linkages between agriculture and industry namely,
production linkages, demand linkages and saving & investment linkages.
Production linkages arise from the interdependence of agriculture and industry

for productive inpute, i.e, supply of agricultural materials such as grain,
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cotton, jute, sugar-cane, tobacco, meat, hides & skins, etc to agro-based
industries, and the supply of fertiliser, pesticides, agricultural machinery

and electricity by industry to agriculture (Ahluwalia et.al, 1989:226).

Demand linkages are reflected through creating consumer markets for products
other than from the sector itself. However, in this regard, the relaticnship
has often been conceived as uni—directibnal. To be more explicit, while the
effect of urban income and industrialization on the demand for agricultural
commodities is well recognised, the impact of rural income on industrial
consumption goods, on the other hand has not been accorded adequate attention.
For simple industrial consumption goods such as clothing, footwear, sugar,
edible oil, soap, etc¢. total rural consumption is by far higher than urban
consumption (ibid). Although data scarcity do not allow to substantiate the
argument for the Ethiopian case, our consciousness tells us that the situation

is indeed the same.

In agrarian countries like Ethiopia, the effect of the agricultural sector on
savings in the economy is not only limited to private savings in the sector.
Government savings are also affected, not only by agricultural incomes, but
also by the food grains terms of trade (ibid). As Ahluwalia and Rangarajan
argued, "this is because government revenues tend to be indexed to the price
of manufactures while government expenditures are related more to food grains
prices because of the dearness allowances payable to government employees™

(1989:230).

It is apparent that inter-sectoral interdependence in Ethiopia is generally
regarded as flimsy. The same holds true for intra-sectoral relationships.
Unfortunately the available scant information do not allow to make a detailed
quantitative analysis of the sectoral linkages as would have been desired and
required. Hence the discussion will extend a little further only on the
production linkages for which limited illustrative data is found. For the
reasons stated above, here also the discussion will be confined to the
relationships between the twe major sectors of interest to the topic of our

paper, agriculture and industry, particularly manufacturing.

4.5.1 From Industry to Agriculture

Ethiopian agriculture uses different inputs which are produced in the
industrial sector. These are fertilizers, pesticides, hand tools, tractors &

combiners and electricity. Except for the latter two for which there is some
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domestic production the others are currently fully imported.

Ethiopia is one of the developing countries where both pesticides and
fertilizer consumption per unit of cultivated land are at the lowest
levels'®. various factors account for this situation among which supply
failure is regarded as one of the major factors. Supply shortages of
pesticides is a frequently raised problem by farmers. The gituation is even
more severe in remote areas where farmers have to travel long distances to get
the necessary chemicals in urban areas from the urban based crop protection
experts. In a country where crop pests and insects are one of the major
agricultural ailments by causing significant loss of output, it is not
difficult to understand the likely effect that might be entailed by lacking
a domestic supply capacity. From economic theory we know that sometimes supply
generates'its own demand. Analogously, the establishment of domestic plants,
it is believed, will improve the supply situation which, ceteris paribus,

encourages farmers to use more in the future than they are used to presently.

An UNIDO study made a similar recommendation by commenting that, "despite the
importance of agriculture to the Ethiopian economy, there were practically no
pesticide formulation facilities in Ethiopia - Shell Chemicals operates a
small lindane dust formulation plant and another MOA operated plant closed in
the mid-1980's owing to a shortage of spare parts" (op.cit). The same study
advised that a small-scale formulation plant should be bullt in order to take
advantage of import substitution opportunities and propagate theruse of
pesticides within the peasant sector. The establishment of domestic capacity
was further justifiéd by the benefit the plant might create to the national
economy. The local material content which is estimated to be about 30 percent
for liquids and 85-99 percent for dust and granules, the high value added that
would be generated and the considerable foreign exchange savings would further

justify the feasibility of such plants (op.cit).

Similarly, there are no fertiliser producing enterprises in Ethiopia and thus
all fertilizers have to be imported. The demand for fertilizers outruns its
supply. The consumption level of fertilizers is extremely low, less than one
kilogram per hectare of land until 1988 and a unit more after that. This is
basically due to both the low supply and high price of fertilizers. The
rationale for 1limited imports of fertilizers and insecticide, like all

imports, is justified by scarcity of foreign exchange. The final result of

14 4 very elaborated empirical evidence is presented in Chapter IV of this paper.
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which is the reduced domestic availability and hence lowering the yield level
and output of the sector. Although, the comparative advantage needs detailed
benefit-cost analysis the importance of establishing a small-scale fertilizer
proceseing plant in Ethiopia has been hinted. What we know so far isg that a
pre-feasibility study for a fertilizer plant which is estimated to cost
Birr'® 460.5 million and with a capacity of 660,000 tons per annum (tpa) of
DAP and 340,000 tpa of urea is in preparation (Op.cit:81).

In a nut shell, at present it is apparent that the industrial sector has
failed to fulfil its task of providing agriculture with the hecessary
industrially-produced agricultural inputs. This has wultimately 1lead
agriculture to look for alternative sources of supply outside the country.
Hence not developing the necessary linkages with the domestic industrial

sector that would also have had a positive macro economic impacts.

With regard to agricultural machinery home production is well underway. But
the quality of products-sometimes does not satisfy the specifications set by
local situations. This creates supply constraints for the agricultural sector
and marketing problems for the manufacturing branch since its production could
not find buyers. The case of tractors produced by the Nazareth Tractor
Factory, a factory which was built in 1984 in cooperation with the former
Soviet Union, and sickles made by the Kotebe Metal Works Factory, can be taken
as one example. Its low level of development has also limited the sector’s
demand and consumption for energy. Agriculture needs electricity for
irrigation, lighting, etc. But due to the limited irrigation development, its
use of the service is very negligible and is presently limited to the state
farms. However, in some areas whilst the demand for power is high the

infrastructure is not avallable at all.

Without forgetting supply failures for which the domestic industrial base is
to be blamed, Ethiopian agriculture; characterized by a lack of or a limited
demand for industrial inputs, is also responsible for the present weak
linkages between the two sectors. However, the causal relationship for the
latter is circular where inadequate use of inputs causes agricultural
production to fall and consequently brings low income to farmers. Low income
again means limited demand and thus low consumption of inputs. Therefore it

can be argued that breaking this vicious circle of agricultural development

15 Birr is an Ethiopian Currency unit. Before the 1992 devaluation 2.07 Birr= 1US$ and presently 5
Birr= 1US$.
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has strong implications for strengthening the linkages between the two

gectors.
4.5.2 From Agriculture to Industry [Backward Linkages}

From the industrial sector side, a multitude of agricultural commodities are
used as raw materials for factory processing. However, the backward linkages
created by the industrial base is not yet exhaustive. This can be linked to
the very objective the entrepfeneurs had during establishing the enterprises.
Especially those establishments which were built before 1974 (the Ethiopian
Socialist Revolution) were mostly undertaken by private capital, predominantly
foreign with the primary motive of maximum profit generation and with no or
with little linkage considerations, After 1974, though there was full
awareness to.linkage effects on the part of the industrial policy makers,

still the actual performance has been below the expected level.

The structure of industrial inputs as depicted in table 4.6, reveals that
dependence on imported intermediate goods and raw materials has declined over
time. However the studies undertaken by UNIDO indicated that for the same

period the import of capital goods has increased (op.cit).

Table 4.6 .

Ratio of Imported Raw Material Costs to total costs by Industrial Group
[1985/86-1989/90]

Industrial Group 1985/86 1986/87 1987/88 1988/89 1989/90
Food 0.147 0.106 0.175 0.201 0.161
Beverages 0.357 0.332 0.227 0.315 0,292
Tobacco 0.718 0.704 0.766 0.621 0.566
Textiles 0.313 0.326 0.304 0.318 0.338
Leather & Footwear 0.170 0.161 0.166 0.166 0.181
Wood & Furniture 0.315 0.343 0.276 0.308 0.268
Paper & printing 0.656 0.680 0.659 0.729 0.628
Chemical 0.851 0.828 0.816 0.826 0.829
Non-Metal 0.550 0.524 0.516 0.597 0.587
Metal 0.947 0.942 0.930 0.916 0.926
All Manufacturing 0.402 0.402 0.395 0.385 0.375

Source: CSA, Results of The Survey of Manufacturing and Electricity Industries 1982 E.C (198%/90),
Statistical Bulletin 112, Addis Ababa, April 1993,
Among the industrial groups food, leather, wood & furniture and beverages did
obtain the highest proportion; more than 70 percent of their raw materials
from the local agricultural sector in 1989/90. These enterprises generated

more than half of the MVA. For the remaining branches, the range was between
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66.2 percent in textiles to 7.4 percent in the metal works branch. Obviously

what can not be supplied domestically is met by imports.

If import dependence is to be defined as the proportion of imported inputse to
total input consumption, the degree of import dependence for Ethiopian
manufacturing enterprises which was nearly 40 percent in 1985/86 has declined
to 37.5 percent within five years in 1989/90 (table 4.6). Although, such a
drop is welcome obviously the rate is too slow. Within the context of the
country’s low and fragile foreign exchange earnings, this is still gquite a
considerable magnitude. What is more, a high degree of import dependence is
still observed in most of the branches which means that short-run efforts to
reverse the situation are unlikely and the import dependent industrial
structure will continue to persist for some time in the future. This is

especially true for high-tech branches such as chemicals and engineering.

As a proportion of total corporation expenditure on imported inputs, direct
materials are by far the most important, accounting for 78 percent of imported
inputs, whereas indirect inputs account for only 9 percent and spare parts for

13 percent (op.cit).

Even in the less import dependent branches such as food processing, the trend
shows a rise in the proportion of imported inputs. This might be due to the
fall in domestic supply, since this was the time when Ethiopia has experienced
its worst drought in her history. In general the period under analysis was
characterised by unstable agricultural production and a consequent inadequate
supply. According to UNIDO's study this had a direct repercussion on the food
.processing branch where during the drought years of 1983/84, output dropped

by 16 percent over the level in the previous year (op.cit).

During the time under reference, a rise in the share of imported inputs was
also observed in the textiles industry which could possibly be explained by
the fact that the industry depended entirely on imported nylen and acrylic

yarn.

Leaving aside the structural factors on the side of the manufacturing sector,
the performance of the agricultural sector 5y itself has also contributed to
the weakening of the linkages between the two Bectors. Supply failures and
poor quality of the products when available, are believed to cause production
problems in the manufacturing sector. For instance, high impurity in grain
supply for food processing enterprises, poor quality tobacco 1leaf for
cigarette factories and defective skins & hides for the leather industry are
frequently reported. This and other factors might have forced the

manufacturing sector to use imported raw materials.
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So far so for the present situation, but for the future enormous agricultural
processing potentiale exist in the country. As the report of UNIDO made it

explicit:

Clearly import dependence reflects both the limited linkage to a
domestic resocurce base and the weakness of Ethiopia’s basic
industrial structure. A wide range of raw materials that could be
produced in Ethiopia are not at present, or are produced in
insufficient quantities: jute, tobacco, malted barley and hops to
mention just the few (UNIDO, 1991).

The same observation and remark was also made by Singh when he says:

Some agricultural raw materials which could be produced in
Ethiopia are still unnecessarily imported particularly cotton and
~coarse fibres (1987:11).

In addition to the above, rubber plantation, bio-mass processing, animal bone

processing, etc. are areas for future expansion.

The final conclusion that can be drawn from the above discussion is clear. The
present degree cof linkages between agriculture and industry is not the type
that ADLI strategy presumes. External orientation of the industrial sector’s
raw material procurement is still predominant. Food, Textiles, Tobacco, Wood
& PFurniture and paper & printing represent branches where domestic
substitution of inputs seems feasible even under the present circumstances.
Therefore development of an industrial base which is inward looking for its

raw materials remains & central goal of the strategy.
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CHAPTER V
THE FINANCING OF ADLI STRATEGY AND RESOURCE ALLOCATION

5.1 Introduction

So far we have bheen endeavouring to show how sluggish the performance of the
economy in general and agriculture in particular were in the past years. In
addition it was tried to build the causal relationships between agriculture
and the economy on one eide and the former and industry on the other. We also
gaid that to bring about fundamental change in the economy it is necessary to
find means and ways of increasing the productivity of agriculture. The fact
that this process of agricultural growth regquires capital formation 1s not
questionable. What might be debatable is the mechanism, magnitude and source

of capital formation.

Growth, inter alia, requiree investment- investment in inputs and in
infrastructure. But for developing countries it is this shortage of investible
resources that dictates or slows down the pace of their economic development
in general. It ie this lack of resources that compel LDC's not to be self
sufficient in their development endeavour. Hence the support of the developed
world is desperately needed if any meaningful development is to take place in
the south. Particularly this is serious for poor economies like Ethiopia.

If what we said above is palatable, we can broadly classify the sources of
investible resources in Ethiopia into two: domestic and foreign. Following
this the capacity of domestic surplus generation and the system used in its
allocation will be discussed in section 5.2 while the case of foreign
investible resources is treated in section 5.3, The first will be discussed
in the following section and the later there after. And the final section
attempts to model the future direction of national investment efforts with
particular emphasis to public investment. But it should be clear form the
outset that actual estimation of capital formation or, to put it differently,
the magnitude of the investment required for the implementation of the
strategy will not be carried out in this paper. First, because of the multi-
dimensiocnality and continuity of development processes, it is methodologically
difficult to estimate precisely the magnitude of the required resources. But
it is almost tautological that the investment amount under this new strategy
would be much larger than in the past periods. Second, since some of its
determining factors are beyond contrel, it makes it artificial to pﬁrsue such
an exercise. Third, as we will explain later foreign resources are expected
to form a substantial portion of the investment needs and for the reason cited
above it is difficult to forecast the quantity of foreign aid or credit flow,

In section 2.6, the question of financing the strategy was put as cne point
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of departure. Here we will defend our position explicitly and empirically.

5.2 Domestic Investible Resource Generation and its Allocation
5.2.1 Surplus Generation (Mobilization)

When we tried to describe the structure of the economy of Ethiopia we
ultimately emphasised that the economy is by and large agrarian. The
contributions of agriculture in terms cof food production, employment and
labour supply have been mentioned. Here we will attempt to examine its
importance as a source of investible surplus. In addition to agriculture, some
branches of industry and services have investible surplus producing
potentials. For instance, statistics show that for 165 IPEs, for the years
1978-1982, the ratio of operating surplus to their gross value of production
were 13.4, 13.7, 11.9, 11.2 and 10.6 per cents respectively16. Nevertheless,
as far as Ethiopia's domestic capital formation is concerned agriculture holds
the leading position.

Capital formation is carried out by savings generated from surplus. But in
some situations there is a phenomencn of 'forced saving’ where as ite name
implies, the act of saving is carried out without having real surplus or
without the wish or support of the saver. In this paper we will be concerned
with both senses of the term.

Different countries have been employing different kinds of agricultural
surplus extraction instruments. The most commonly used mechanisms, however,
have been tax, price and marketing policies. According to Eshetu (1990a:90),
surplus may also be mobilized through cash contributione be it voluntarily or
not. Another form of surplus extraction may be the compulsory delivery of
agricultural ocutput to the state marketing or distributing body. Still another
mechanism of surplus mobilization could take the form of repayment of

agricultural credit in kind as has been the case in Taiwan.

In Ethiopia both in the past and present a combination of the above mentioned
mechanisms have been used in channelling resources from agriculture. However
one can observe a clear distinction between the instruments used over a given
period of time. During the Imperial time the dominant form of such an
instrument has been taxation. As Gilkes wrote, taxes were paid "in produce,
in services and in cash" (1975:117-118). But due to the highly localized
nature of these taxes their contribution to the national capital formation has
been low. The first land tax proclamation which demanded a money tax was

issued in 1942/43 when the government wae in a serious financial need in the

16 5ee CSA, Results of The Survey of Manufacturing and Electricity Industries, 1982 E.C (1989/90),
Statistical Bulletin 112, Addis Ababa, April 1993.
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aftermath of the historical anti-fascist war (Asfaw, 1984). After this a
series of proclamations and amendments were made in 1944/45, 1951/52, 1967/68,
1975/76 and 1978/79 which increased the magnitude of the tax and refined the
mode of its payment.

Agricultural taxes were levied on the basis of holding size, fertility level
and income. The tax in lieu of tithe'’ which was operational since 1944/45-
1975/76 was abolished and replaced by the new agricultural income tax of
1967/68., The major distinction between the two systems is, while the first is
based on the size and quality (classified as fertile, semi-fertile and poor)
of land holding the latter is levied on the basis of income.

Bfter the 1974/75 Socialist Revolution, by abolishing all the former taxes a
new rural land use tax and agricultural income tax were institutionalized. The
amending proclamation of 1978/79 has further raised the tax rates of both land

& income.

In the present time, the direct agricultural taxes include: land use fee, the
tax on agricultural incomes and taxes on exports of agricultural commodities.
Other revenues such as contributions to public service establishments (road,
school, c¢linic, water, etc.), drought assistance, national defence, etc need
also be considered as surplus mobilized from the sector (ibid). Here it is
logical to digress a bit on the specifics of the structure of the direct taxes
as important as they are for domestic capital formation. The present land use
fee is a fixed sum of Birr 10 per farmer irrespective of the location or
fertility of the land. Differently, State farms are urged to pay 2 Birr per
hectare of their holdings. The agricultural income tax which is progressive
in its nature has a minimum floor rate of Birr 10 for income earners below &00
Birr. But the available information has shown that almost all farmers pay this

amount which made its progressiveness very fictitious.

Export taxes by far constitute the highest proportions of agricultural taxes.
In addition to the 2 percent transaction tax which is levied on all exports
of agricultural products, few agricultural exports are subject to other forms
of taxation. These include coffee and hides & skins. Expert duties, surtax and
cess'® make up the coffee taxes, while only the first is levied on hides &

skins.

As presented in table 5.1, for the years 1961-1988, the average share of

17 A traditional Land tax system where one-tenth of the output of the farmer is commonly paid in kind,

18 tess is a form of tax which was originally introduced to provide revenue for the now defunct
National Coffee Board (Eshetu, 1990a:89-90). It was a parastatal organization.
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income tax, land use fee, export duties on coffee, surcharge on coffee, coffee
cess, export duties on hides and skins and transaction taxes on exports from
total agricultural tax have been 15.79, 16.15, B8.37, 86,3, 2.99, 0.76,, 5.45

per cents respectively.

What is the contribution of these agricultural taxes to national capital
formation? The time series data for the last 28 years shows that agricultural
tax incomes have shown a sharp increasing trend, with an annual average growth
rate of 31.73 per cent. For the years under reference agricultural taxes
accounted for about 5.5 per cent of the total tax revenue and 5.01 per cent
of total ordinary revenue. Suspicious of the fact that the diminutive taxes
registered in the early years of the time series might have caused these
figures to be smaller, estimation was made for the years beginning from 1977
when an amendment proclamation was given to the existing one. The result was
that the shares rose to 8.7 and 7.6 per cents respectively, still small

figures.

A look at the table indicates that the conviction that the bulk of surplus is
derived from the agricultural sector through taxes is unattested. As Eshetu
commented, "contrary to a widely held impression, the figures show that the
agricultural sector is not an important source of tax revenue, especially when
considering its contributions to employment and output” (1990a:92). However,
the fact that their share is growing from year to year is evident.

As was voiced by the Transitional Government, because of the recent
institutional changes in rural areas and partly because of the prevailing
political instability in the country, the collection of taxes and particularly
the agricultural ones has been very slow. Among the agricultural taxes the
difficulty was related to income taxes and land use fee. In the near future
it is extremely unlikely that the collection of such taxes will be improved.
Why we say this is because of the reasons cited above and the natural
environment situation. The drought situation is becoming increasingly
recurrent. During the time of drought and other environmental calamities
(which are assumed to cause significant loss in production), what is usually
done is farmers will be exempted from taxation of any kind (see table 5.1 for
the years 1984 & 1985). Given the coveragé and frequency of occurrence of
drought on the one hand and the present structure of farming on the other, one
could argue that, at least in the short-run it is unlikely that agricultural
income tax and land use fee would contribute at any significant magnitude to
the capital formaticon effort. This gives an indication that ADLI strategy

should not be implemented with much optimism on the domestic resource base.
Other instruments of agricultural surplus extraction are pricing and marketing
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Table - 5.1

™
Central Government Revenue, [1961-1988] @
{million Birr)
-1964 ~ 1965 1967 : 19'1‘0 ) e 92 1973 19°74
agricultural ipcome Lax 0.2 0.3 0.1 0.2 . [ ) 1% .4 13.9 20 11 1.
land use tax 15.1 15.5 13.3 1.7 15.9 [ER 7.4 7.4 7.9 14,2 1.4
export dutles on coffee 34,7 12.z2 | JEIA [ kR
surcharge on cotfee exports - - 1%.3 10.4 2504 L=
coffee cess ’
export dutles on hldes & skins t.3 1.4 1.4 (I
transaction Lax on exports 3.4 3.5 21.3 1.4 5.4 5.1 5.4 5.4 5.4 L 10.v¥
Total agricultural tax 18.7 19.3 3% 20,3 21.46 22,4 63.3 60.5 57.2 6.1 71.3
TolLal tax revenue 2108.4 2128 21349 21788 2221.1 $244%.3 22087 2331.8 2370.1 2397.2 X0an.u LAV
Total ordlnary revenue 2144.7 21€9.8 2173.4 2219t 2a64.,7 LuBH M 2391.1 2424 2404.7 ahal-1 tha Ll
Tol. agricul.tax as percent
of toral tax 0.89 0.91 1.64 0.43 0.9% uLuy 2.71 2.5% 2.359 .1l Zanh
Tot. agricul.tax as percent R
ol toral onrdinary tarx .87 0.8y 1.61 [IUD | 1, hé L Jabh toA 4 L "
Source: Ministry of Finance, Annually published Accounts {in Mulatu, W., 1990} .
(contd” Table - 5.1)
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land use tax 6.2 13 17.4 19.3 Q7.2 50,2 48.1 11.14 44 1% K 17 .4
erport duties on coflee 7.1 12.2 6.6 16.8 1.2 15.4 4.3 10.1 Y 1i.2 .o
surcharege on corfe< exporls 17.9 S56.6 141.2 254,46 BRI 1947 225.6 144.7 2367 1209 [N
coftee cuss (] 5.5 (2 1.7 il 4.2
export dutiesz un hldes & skins 1.2 1.4 1.0 [ s 1 0.9 1 LK u. 0.
LIARSacy ban b on X[k b 1.7 g h. o " 1. 1.A ‘ t1.a te.a i
Tl agriculrnral Tax G IR R I [N L Y it .41 ANt i h T R S
T al Var e R4 28 BRI RL T RITHINY] S [ CHEE LY TR I wha AT NN Y R
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o total tvax 1.9%9 3,9% 8.7 [RURVED T ih ta PR o w1 ol feaad
Tt . argqrlcul.tax as percent
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pelicies. Between the early years of the revolution until 1989, when the
socialist mode of production gave way to the mixed economy system, pricing and
marketing peolicies played the most Bignificant reole in syphoning resources

from rural Ethiopia.

Although at that time the government’s price policy of fixed-prices was
equally applicable to most commodities irrespective of their sector of origin,
its impact on agricultural commodities has been especially detrimental.
Besides the marketing policy created a system where farmers were obliged to
sell part of their production to the state parastatal body called the
Agricultural Marketing Corporation (AMC) which was responsible for the
procurement and distribution of producte. This procurement was meant for
redistribution to urban areas at low prices, to feed the army and to
strengthen the national food security system. But despite these splendid
objectives the fact that it was done against the advantages of the producers

is clear.

Unfortunately, to our knowledge, no research has attempted to precisely
estimate the magnitude of surplus generated under these mechanisms. A very
general direction was, however, given by Eshetu. According to him, the surplus
extraction process can be looked along three dimensions: (i) considering if
the guota deliveries were or were not too high, (ii) estimating the difference
between the official farm gate price paid to the producer and the price paid
by the final consumer, (iii) considering differences in the terms of trade of

agricultural products vis-a-vis those of non agricultural goods (1990a:94).

As far as the guota system is concerned, it has been widely reported that the
farmers were overburdened by the system. Although the actual practice varies
from region to region, in some areas the guota set for farmers was so high
{higher than what is left after deducting consumption and seed requirements
from the total output) that they had to buy from the market at market prices
to fulfil their gquota (Eshetu, 1990a, and Befekadu & Tesfaye, 1990).

The deliberate policy of creating two prices, official and market price,
explain the other form of surplus generation from agriculture., During the time
under reference, it was visible that the price received by the farmer was much
lower than not only its market rate but also the AMC selling prices. As Eshetu
succinctly stated, "as far as the peasan£ is concerned to the extent that the
price he receives from the AMC falls short of the free market price, the

difference is surplus extracted from him" (1990a:95).

Survey data on Addis Ababa’'s grain market as presented in table 5.2 reveals

the considerable gap between the AMC selling prices and free market prices
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where the lowest for white teff was 31 per cent and the highest for maize 51
per cent. A comparison of free market to farm gate prices indicates a further
wider gap, from 54 per cent for red wheat to 78 per cent to chickpeas. Results
of similar surveys across the country are also in consonant to this fact. As
shown in table 5.3, for red teff the AMC selling price is less by 7 per cent
in Nekempte and by 52 per cent in DireDawa. Generally it is an all agreed fact
that the pricing and marketing systems of the past represent the highest form

of surplus extraction.

Table - 5.2

Whole Sale Prices of Grain in Addis Ababa Grain Market* (13.3.89-18.3.89]
{(Birr Per Quintal)

BAMC farm AMC selling Free market Percentages
Grain Type gate price price average price
(a) (b) (c) {a/b) (afe)
Téff 42.00 63.00 110.17 67 38
white 48.00 69.55 124.83 69 38
mixed 41.00 €1.90 112,00 66 37
red 37.00 57.55 93.67 64 40
Wheat 33.00 54.27 84.17 61 39
white 36.00 57.55 110.67 63 33
mixed 32,00 53.15 74.00 60 43
red 31.00 52.10 67.83 60 48
Barley 29.00 48.80 B9.25 59 32
white 30.00 49.90 115.00 60 26
mixed 28.00 47.70 63.50 59 44
Maize 22,00 44.45 52.00 49 42
chick peas 30.00 49.90 135.67 60 22
Lentils 45.00 66.30 186.50 68 24

* The market in Amharic is called "Ehel Berenda"
Source: AMC (in Eshetu, 1990a), columns 5 & 6 own calculation.

Through the present domestic and foreign unequivocally biased terms of traée,
agriculture is also being squeezed, Domestically it is clear that the rate of
increase in the prices of manufacturing commodities is by far ﬁigher than
those of agricultural products. Although the absence of information on
national price indices do not allow us to make statistical comparisons among
commodities, from the retail price index of BRddis Ababa, the only price index
for which periodic estimation is being carried out in the country, we can

infer that the price differentials are significant to cause resource diversion
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from agriculture. And following thie it can be argued that the pricing and
marketing systems are working against agricultural products. Despite our
inability to guantifying the magnitude of resources extracted in this manner,
it is not difficult to understand that variation in the terms of trade takes

one form of extracting agricultural surpluses.

In conclusion, we can say that due to the high delivery quotas, low farm gate
prices, and unfavourable agricultural terms of trade, the then government’s
grain marketing and pricing policies were highly instrumental in extracting
surplus from the primary sector. Even in agriculture, the agents which lost
the most are the peasants since the prices paid by the AMC are higher to the
state farms than are to the peasants. Some studies indicate that during this
time peasants, on the average, received 66 percent of the price per quintal
of products paid to the state farms (Befekadu & Tesfaye, 1990:67).

Table - 5.3

Comparative Prices of Red Teff in Different Markets
{Birr Per Quintal)

AMC selling price* Free Market Price Ratio

Towns {1984 /85-1985/86) (1987/88) (Percentage)
Addis Ababa 56.05 88 64
Ambo 54.49 71 77
Asmara B7.88 176 50
Assela 50.66 75 68
Bahir Dar 51.71 76 68
Dire Dawa 64.65 136 48
Debre Berhan 54.42 95 57
Debre Markcs 50.39 79 64
Gondar 50.46 74 68
Metu 52.48 58 90
Nazareth 54.82 97 57
Nekempte . 53.28 57 93
Shashemene 49.56 . 75 66

* excluding 2 percent turnover tax. Note that the AMC wholesale purchase price for 1984/85-1985/86 was 3%
Birr
Source: AMC [in Eshetu, 1990al, column 3 own calculation.

After 1989 the government controlled price system has been abolished and
farmers have started to enjoy free market prices. But due to the prevailing

institutional (market agents), infrastructural, and other determinante there

65




is still significant price differentials between the farm gate and market

prices today.

As is usually assumed and advocated the market forces are not guaranteeing the
farmers with remunerative prices. Besides, the terms of trade both at home and
abroad are rather worsening now than it was before. The structural adjustment
programme, which is better known in Ethiopia as the ‘New Economic Reform’, ie
widening the terms of trade gap for most commodities. This is true given the
fact that the import of manufactured commodities still account for the highest
share of the total import bill and the benefit of the adjustment process is

basically connected to world market oriented products only.

The surplus generated through foreign exchange and other social contributions
should not be underestimated either. Particularly the former represents a very
considerable amount owing to the fact we discussed above (chapter 4) that the
exports of the country are largely agricultural. Moreover, in the past and
partly until now, like the home market the export market was moncpolized by
government agencies which made it possible for the government to have absclute

command over whatever foreign exchange was generated by exports.

Generally it can be said that the past regime’s price and marketing policies
or for that matter other policies tooc, were of a highly extractive type.
Despite our failure to estimating the actual volume of surplus extracted from
the sector (with the exception of taxes), it is uncontroversial that
agriculture has been sgueezed highly and is the major financial source of the

national economy.

5.2.2 Patterns of Resource Allocation

If sc much is said about the resources generated in the agricultural sector
the next gquestion would be, how much flowed into the sector in'return? This
will be the issue we will grapple with and hopefully attempt to answer in this
section. To this endeavour the three main mechanisms of resource transfer
namely, the structure of government current expenditure, government capital
expenditure and share of the national institutional credit would be in short

examined below.

With regard to current expenditure, in 1984/85 the average proportion of
agricultural expenditure was only 17 per cent. Similarly as depicted in table
5.4, for the years 1966~1988, the average annual central government domestic
capital expenditure was 451.23 million Birr of which agriculture & land
settlement received around 28 per cent. This share has been as low as 4.06 per

cent in 1967, at the beginning of the time series and increasing all through
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1 1l ILmes

Central Government Capital Expenditure (Excluding external assistance) | 1966-1988]

Table - 5.4

{millions of Birr)

197577 a9rg-pe’ . 1901483 '1984-86 . 1987-49
Economlc Development 70.1 47.47 n5._Hu 104 .0 f XA LN I I 911,87 114430
Agriculture & Land SetlL. 3.9 4.913 .Y AU YL 1:x1.4% 234.80 300.20 357 .0
Mining & Enevgy 0.7 0.37 1.1 0.38% 1.9 a2 100.27 226,10 279 .00
Industyy 24.8 14.2 5.90 Ly 1T} H,40 106,13 103, 50 119.77
Transport 25.1 19.90 35.03 53.77 4,2 Lbd.ds 144.87 177.10 201,11
Comnmunlcatlomn 1.8 1.%0 g.67 12.4%0 15.%7 2s.47 27.490 75.13 94 .33
Constructlon 23.3 18.40 26.37 q1.27% 81.70 LYY 116.97 101.63 113,80
Walter Resources 4.2 2.97 3.0 4.13 11.467 23.77 41,53 707 148.50
Commerce & Tourism 7.6 $.13 2.23 2,20 s.40 U.87 =1.77 t7.83 12,27
Financial Ayencies 3.8, 1.397 9.20 10,31 L. 50 1.00 a7 L. 60 19,57
Social Development 3.5 6.80 22.73 20010 38,30 41.30 £5.10 84 .80 94 .47
Educatlon 0.8 3.80 9.67 14,37 1L, L7 19.60 1950 33.40 13,30
Culture % Sperts - 0.12 0.0¢ [ [FIit] [ ] 1.t 1.23 2,27
Public Healih 2.9 2.20 IRy I | IR [ 1o.uy 7,22 24,537
OLhers 0.2 Q.67 1.3% 0.4 EaN-10] 9.%0 21.70 32,63 .53
Ceneral Jervices 2.4 2.13 1.33 ENU R 0,0 Z.4 4,23 15.00 x1.27
0.00 ULy 0.0n [{BY (i, 0 0.0n 0,00 [EINb1Y]
vanpencation Payments G.un .00 0.0u u.uy v 2L 7.0 N ]
0.00 Q.00 (V1] u.un .00 v. Ut ¢.00 0.00
Total 76 56.40 849, 17 13497 EY AL A un Fri 63 Loy . 27 1272.07
Hote: dithers include community services, soclal welfare, goclal research & sitallstics and iafaormation & Halional (uidance.

Zoulce: Mlnlstry or Finance,

Annually Published Accounts

[in Mulatu, W.
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has reached its peak of 45.68 per cent in 1979 and maintained well above 20

per cent until 1988.

Although both in terms of current and capital expenditures the sector received
the highest proportion of any sector, not mentioning the size of its
dependents and from the point of view of its contribution to the national

economy alone, one could argue that agriculture deserves more.

Data on the sectoral allocation of commercial bank credit (takle 5.5) reveals
that during 1977-1989, agriculture (excluding exports and coffee) got on the
average 6 per cent of the total credit of the bank. If we sum up the credits
extended to the three parts it would rise significantly to 36 per cent. This
clearly shows the banks biased credit system to exportable agricultural crops
neglecting food and industrial raw material production, While the average for
the total credit offered by the bank for the period is 178 per cent higher
than its base year values, for agriculture the average is lower by 1 per cent
from its level in 1977. What can explain the neglect of agriculture other than

these figures?

Actually the largest source of institutional credit for the agriculture secter
is the Agricultural & Industrial Development Bank {(AIDB). It is true that the
highest proportion of the banks credit is meant to the primary sector. However
these credits suffer what, extending Chambers (1983) line of rural development
problems analysis, I would call ‘institutional bias‘. The bank’s credit
allocation is biased to large plantations such as state farms and cooperatives
against small peasant agriculture. Therefore there is reason to question the
worthiness of such credit allocation to producing units whose contribution to
national output is not more than 5§ per cent. The same is true for the current
and capital expenditures. There is enough empirical evidence that the bulk of
capital expenditure made in the agricultural sector was actually invested in
the state farms. For example between 1979-1985, arcund 64 per cent of the

investment allocated to agriculture was absorbed by state farms (table 5.6).

The above analysis might have been taken as to mean that agriculture is highly
taxed and the process should be stopped. But to put our position explicitly,
we are not against the extraction of surplus, be it through voluntarily or
forced saving means. But what is not acceptable is that first the amount of
extraction should take into consideration the taxable potential of the
peasants and second, the highest proportion of the surplus generated should
be reinvested in the sector. Our stand is analogous to " Do not kill the Goose
that lay the Goldea Eggs". Otherwise, when the stream drys out the economy

will find itself in a crisis which it can never cope with and revive.
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Table ~ 5.5
Sectoral Distribution of Commercial Bank Credit, {1977-1989) >
{millions of Birr)
. 19m2 - 1983 1984 1985 . 1987 . 1988 . 1968% Average  Percent
Agriculture 54.4 57.% 33.% BE. 1 ah.9 441 a8 . 11 1%5.4 15.2 68.% TS LH LG YAl Loty
Industry 78.1 87 106.1 L24.9 124 1ay, [ R 1147 108.0 oz2.7 126.1 lod 2111 1:a.+ | I
Exports 109.5 114.6 141.5 at.3 91,2 122 17201 16006 170.1 210.5 144.% 1%6.7 235.4 Lol.wd 1653
Coffec 82.2 84.9 108.9 1.1 244 6.4 [NTE | YA Pk 106.6 44 ’ 4.0 e oo L
imports 1232.1 137.4 118.6 leg. 3 377 45 21y, 213 2lu .4 131.3 2494 329.4d 27H. 4 211.194 .
Cconstruccion 47.6 28.8 F1.2 8z.8 95.7 114.1 1502 151.2 L2073 163.16 1%7.% 178.40 194.1 121,348 1.0k
Domgstic Trade & Services 99.9 125.2 218.3 335.8 219.46 1407 274,03 15104 17y 238,11 66,9 3906 2R0.4 Zialltn Ahau
Personal g.8 8.9 6.2 13.3 12.1 10,3 9.7 9.1 tu.9 10.1 10.6 11.1 HUR 10. 14 1.04
Total Repor ted 52t.4 559.4 737.4 954 0% 971.% (oir.n WL g4 wrd ydl.5 1040, 3 1:62.2 Lader. 2 RN R JEUU T
p e r @ n L d 3] [ ]

Agriculture 10.4 10.3 4.5 b 4 1.4 1.: 4.1 1.4 Yol 5.0 LI b 4.1 e et
Industry 15.0 -15.6 14.7 11.1 11,3 14,2 Lo 2.1 L. 1.4 12.0 l2.i EET 1t.d o
Exports 21.0 20.5} 19.2 la.8 9.4 1.y 17.7 17.u 1y.z 23.3 14.2 12,0 LR- ) AT Lo
Coffee 15.8 15.2 14.4 9.2 2.0 &0 11.1 8.4 8.4 11.8 4.1 3.3 7.2 LI LI
Imporis 236.3 24.6 20.2 1't. 6 EILE L 2.4 JALh 24 . 11.¢& 23.8 HI sl it A
CunsLruction ¢.1 5.1 11.0 u.7 ] 11.1 13.4 (KT Lr.z 18.1 15.0 13.7 b3 131} T
Domezric Trade & Services 19.2 22.4 29.6 5.2 2.6 2444 M, 2Ly 20,1 26.4 27.4 U0 2201 o0 s
Personal 1.7 1.6 0.8 1.4 ] 1.0 1.0 1.0 1.2 1.1 1.0 0.y [ 1.1 1.1
Toral keported 100.0 1v0.0 100.0 104.u 1000 lao.n .o 1,0 oo, n 100.0 100.0 100,0 JEETUY] 1u. o Tuu i
1/ From 1954 onwards, data excludes the accounts of the D)ilbaull RBranch. .

2/ Excluding long-term credit shares Lln and deposits with Lhe Housing and Zaving Bank. '

Source: Commerclal Bank of Ethiopla, Annual Reports (various issues) [ln Mulatu, W. 1u90].




Table 5.6
Actual Capital Expenditure in Agriculture and the Share of State Farms
[1979-1985] (millions of Birr)

Year Total Capital State farms Coffee and Percentages
Expenditure Tea State farms Coffee and Tea
1979 293.3 175.3 0.0 - 60
"1980 507.6 334.0 27.1 €6
1981 675.7 432.9 §3.6 64 12
1982 713.8 424.6 47.7 59 11
1983 731.1 470.7 81.3 64 17
1984 389.6 261.0 26.2 67 10
1985 502.0 334.1 39.2 67 12
Total 2B13.1 2432.6 275.1 64 11

Source: Towards a Strategy for the Development of State Farms in Ethiopia, Vol.1, Addis Ababa, 1986. (in
Fassil G.K., 1994:138)

5.3 Foreign Investible Resource Attraction

We can distinguish three types of foreign investible resources, namely, aid

or assistance, credit or leoan and direct foreign investment.

Despite the low level of development of the economy, Ethiopia is one of the
few countries which receives a disproportionately small proportion of the

Official Development Assistance (CDA).

Foreign assistance in the field of agriculture dates as far back as the 1950's
in the era of Integrated Rural Development Projects (IRDP) such as the well
known CADU, WADU and others. Similarly, direct foreign investment in
agriculture is marked by the opening of large commercial sugar plantations
arcund the same pericd by the Dutch company called HVA-Ethiopia. From this
time until the advent of the revolution foreign investment though not very
much expanded was on the process of flourishing. The situation got worse
during post-revolution. After the revolution , especially during its early
years, neither public nor private foreign investment was undertaken in
agriculture, In the mid 1980’s some large farms were established as joint
ventures (such as Ethio-Korea, Ethio-China, Ethio-Bulgaria, Ethio-Yemen,
Ethio-Libya) with the then allied socialist countries of the former USSR,
Korea, Bulgaria, Yemen, Libya, China, etc. While some of these farms were

abandoned due to political and economic reasons others like Ethio-Yemen are
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still functional. Although the government ¢tried to improve its rigid
regulations and invited foreign investors particularly the western centred
ones, they remained eceptical of the overall political system and no one
showed interest to make use of some of the generous provisions. This situation

is still pereisting in the present time.

The foreign assistance the country received cover the years is fairly well
documented. For the years 1966-1988, for which data on sectoral allocation of
foreign assistance is available (table 5.7), the sverage share of agriculture
& land settlement of the total foreign capital expenditure was about 45 per
cent. With 20 and 15 per cents share of the investment, next comes the water
resources and mining & energy sectors respectively. This 1s quite a large
share showing the attention donors gave to the sector. During this period, the
lowest assistance, i.e, only 5.6 million was received in 1967 while the

highest 217.3 million Birr which is obvious was in the drought year 1984/85.

Table 5.8 gives the comparison of the domestic vis-a-vis foreign sources of
the central goevernment spending. A look at the table shows frustrating figures
that at times for example in 1966 foreign assistance made up about 22 per cent
of the government’s total spending. But with a very high trend of fluctuation
+in between, the present foreign assistance represents around 10 per cent
only. The only exception to this rule is again the drought year of 1985 for
which the share has been about 19 percent.

Similarly, foreign loan & credit also account for a significant proportion of
the central government spending. This has been as low as 5 per cent in 1969
and as high as 21 per cent in 1982 again with a wide variation in between.
More or less, we can say that since the 1970’'s the amount of foreign credit

has surpassed its counterpart foreign aid or assistance.

From the figures presented in the two tables, we can deduce three major facts

of direct relevance to our main topic of discussion. Firstly, the figures
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Table - 5.7

Capital Expenditure financed by Foreign Assistance [1966—1988]

(millions Birr)

Item/Year 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 -1986 1987 11988 Aver. Perce.
Economic Deve. 3.5 4.5 9.5 7.1 11.9 10.9 18.5 15.9 21.8 20.7 25.6 26.7 55.8 38.6 52.7 53.7 95.0 81.8 130.3 199.5 152.2 102. 129.0 55.10 B4.31
Agric. & Land 2.8 3.3 6.9 35 55 B.1 14.9 13.0 14.8 13.9 20.3 17.1 49.3 330 35.4 16.4 69.7 33.8 23.6 109.3 B4L.B 57.1 43.3 29.56 45.23
Mining & Energy O 0 .1 0.9 1.2 1.7 2.5 1.7 50 2.7 1.3 1.2 0.9 1.7 57 1.6 51 10.3 39.5 40.9 28.0 24.4 3.6 9.52 14.56
Industry 0.4 0 o 0.2 0.9 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 1] 0.07 0.10
Transport 0.2 06 0.5 1.6 1.2 03 05 07 0.4 06 05 27 1.8 0.7 17.2 0 15.9 7.3 1.4 0 01 0 2.46 3.77
Communication 0.2 0.6 0.5 0 0 0 0.5 0.3 01 o0 4} 25 1.6 0O 0 0 0 0 0 0 0 0.1 0O 0.28 0.43
construction O 0 o 1.6 1.2 0.3 0 0.4 0.3 0.6 0.5 0.2 0.2 0.7 17.2 0 1.9 7.3 1.4 0O 0 0 2.17 3.32
Water Resources 0.1 0.6 1.1 0.9 3.1 08 0.6 0 1.2 3.2 3.5 57 3.8 32 1.6 8.3 18.8 20.9 59.0 47.7 38.8 20.4 54.1 13.37 20.45
Commer. & Tour. © 0 0 0 0 (] 0 0.5 0.4 03 0O 0 0 0 0 0.2 1.4 09 09 02 06 0 0 0.23 0.36
Finan.agencies 0O 0 0 0 ¢} 0 0 o 0 0 0 0 0 o] 0 o C 0 0 0 0 3] o] 0.00 0.00
Social Deve. 0.6 1.1 0 41 23 19 56 73 103 7.8 9.9 2.2 4.6 2.9 2.7 155 34.6 17.0 23.0 17.8 11.2 19.9 25.7 9.91 15.17
Education 0.3 0.9 0 41 1.9 15 56 6.7 65 7.7 7.2 O 0 0 H] [ 1M1.3 9.9 7.1 5.6 51 7 9.2 4.24 6.49
Culture & Sports 0 0 0 0 0 04 O 0 ¥ 4} 4 o 0 0 0 4] 0 0 0 0 0 0 0 0.02 0.03
Public Health 0 (¢} 0 i} 0.1 0O 0 0 0 01 2.7 1.2 3.4 1 0 1M.7 20,7 3.8 6.4 7.2 3.4 8 12.4 3.57 5.46
Others 03 0.2 0 4] 0.3 0 0 0.6 3.8 0O 0 1 1.2 0 2.7 3.8 26 33 95 5 2.7 4.9 4.1 2.00 3.06
General Services 0 0 0 0.1 O 0 0 0 0 36 0 0 0 0 0 0 0 0 0 o 0 0 0.16 0.25
Compensation
Payments &1 0 0 0 0 4} 0 0 0 o 0 0 1] 0 0 0 0 0 0 0 0 0 0 0.18 0.27
Total 8.2 5.6 2.5 11.314.2 12.8 24.1 23.2 32.1 32.1

35.5 2B.9 60.4 41.5 55.4 69.2

129.6 98.8 153.3 217.3 163.4 121.9 154.7 65.35

100.

Note: Others include community services, social welfare, plan, social research & statistics and information & National guidance.
Source: Ministry of Finance, Annually Published Accounts [in Mulatu, W., 19501,
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prove that even with the present economic structure, foreign resources have
had a considerable share of both total central government spending and capital
expenditure. If the productivity of agriculture under relatively significant
foreign support is low, then the leogic of attempting to bring about growth in
the sector without outside assistance and in a situation where domestic
resources are weak (or weaker than before) is not really clear. What is more,
the investment regquired is huge, at least as the new strategy stipulates
larger than the past. Therefore, before running out of time, it is advisable
that the policy makers think of approaching donor agencies, governments and
international multi- and bilateral credit instituticns.such as the World Bank,
IMF, OECD, etc. Like in the past, joint venturing arrangements are also a
possibility. )

Table 5.8
Share of External Finance of the Central Government Spending [1966-1987)
{Millions of Birr)

Loan & Foreign Tot. External Tot. Govt. percentages

Credit Assistance Finance Expend. (a/d) (b/d)
Year (2) (b) (c) (d)
1966 38.4 104.7 143.1 463.3 8.29 22.60
1967 27.5 91.9 119.4 487.7 5.64 18.84
1968 26.1 87.5 113.6 433.0 6.03 20.21
1969 23.6 B5.2 108.8 445.2 5.30 19.14
1970 48.3 14.1 62.4 497.1 9.72 2.84
1971 51.0 12.8 63.8 538.0 9.48 2.38
1972 62.5 24,1 B6.6 602.9 10.37 4.00
1973 48.9 32.0 80.9 624.6 7.83 5.12
1974 46.9 48.1 95.0 679.8 6.90 7.08
1975 114.3 96.1 210.4 952.8 12.00 10.09
1976 121.9 77.2 199.1 1123.4 10.85 6.87
1977 105.2 82.6 187.8 1294.5 8.13 6.38
1978 89.6 71.8 16l.4 1631.3 5.49 4.40
1979 185.8 194.6 380.4 1651.5 11.25 11.78
1980 184.1 174.1 3s8.2 1963.9 9.37 8.87
1981 145.4 120.4 335.8 2113.4 6.88 9.01
1582 494.8 261.6 756.4 2388.1 20.72 10.95
1983 444.2 259.3 703.5 3550.0 12.51 7.30
1984 237.6 253.7 491.3 : 2944.3 8.07 8.62
1985 376.9 631.3 1008.2 3300.23 11.42 19.13
1986 544.7 443.1 587.8 3696.4 14.74 11.9¢9
1987 493.7 322.0 815.7 3839.2 12.86 - 8.39

Source: Winistry of Finance, Annually Published Accounts, [in Mulatu, W., 1950]

Secondly, unlike domestic resource allocation, foreign assistance tends to
favour the economic sectors in general and agriculture & land settlement in
particular. One possible explanation could be that most foreign donors are

interested in poverty alleviation activities and in a country like Ethiopia
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where poverty and agriculture are taken as synonymous, it is not surprising
that the bulk of the assistance was allocated to agriculture. This makes it
rather attractive for the case at hand. Indeed it is in line with what we have
been trying to argue and what the ADLI strategy is advocating. So the cost of

failing to consider this relationship is high.

Thirdly, the comparison of both tables vividly magnifies the existing wide gap
between the total amount of foreign assistance and the amount made as capital
expenditure. For the time series data it was calculated that the capital
expenditure represented only 18 per cent of thé total expenditure. This
reflects the widely criticised behaviour of foreign capital that much of what
is brought from abroad is spent for consumption items than for long-term
investment. Academicians have been debating on the issue of the correlation
of aid and growth. Some are sceptical while others are not. Since this topic
is beyond the scope of this paper we would not like to go inside the jargon.
But to defend our position that aid could be highly supportive of the
development effort of developing countries and by default of Ethiopia, we
prefer to indicate in passing that research results made for Sri Lanka have
found that aid in fact has a very strong impact on investment and output
through increasing private and public capital formation (White, 1992:16}). Even
under worst assumption that aid is directed at consumption goods it is still
helpful because the domestic resource which would have been spent for

consumption would be released to capital investment.

Rid to agriculture, is of course more beneficial to the
developing world than a shift in the allocation of domestic
investment between industry and agriculture. Aid raises total
investment; reallocating investment funds merely changes its
distribution. Aid also strengthens the balance of payments by

making it possible to run a deficit (Adelman, et.al, 1989:332)

The amount of foreign assistance that Ethiopia is getting is also so0 small
when compared with other low income countries., Even during the serious drought
years of 1984-1985, Ethiopia’s per capita aid inflow which was US$ 8,6 was
lower than the average figure for Sub-Saharan African (SSA) countries US$20.0
{MOF, 1992:7). For the same year, the per capita aid for the two neighbouring
countries was $69.4 for Somalia and $28.3 for Sudan. Similar observations
could be obtained from the foreign credit structure of different countries.
In 1988, the per capita loan for Ethiopia was $62.8 while every Somalian had
had a credit of $344.9. Other countries such as Mauritania, Cote d’' Ivoire,
Congo and Gabon had more than $1000 per capita credit (ibid}. This is
basically attributed to the late government’s political and economic policies

which were not in line with the interests of foreign crediters for which it
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should partly be blamed. Presently, the World Bank and IMF are trying to
reverse the situation, of course with their painful adjustment slogans.

From what we saw during the 1984/85 famine of the international communities’s
active participation in saving the lives of many Ethiopians, we are optimistic
that they will continue helping Ethiopia if they are approached to finance
certain agricultural investments like irrigation, rural roads, fertilizers,
insecticides, research, so and so forth. At least we believe that donors would
be pleased if they are asked to provide agricultural inputs than to ship food
aid. Particularly the 1984 famine hae given a good lesson in this respect. But
this requires genuine effort, determination and above all practicality from
the home side especially the government. Ethiopia‘s foreign relations record
which was really highly appreciated during the Imperial time has been severely
damaged by the military government. Both formal and informal indications
witness that foreign governménts are still suspicious of the situation in
Ethiopia. Therefore it is the duty of the people and the government to re-

build the confidence of foreigners, be it government or investors.

The problem associated with aid fimancing is its uncertain nature and
sometimes it being tied. Thus it is not advisable to solely depend on aid. The
government should be bold enough at critical points to sign credits. Most of
the present debt of the country was spent to finance the past regime’s
purchase of military weapons. Under the light of this, what is wrong, if at
worst, of being indebted for importing agricultural technolegy and investment
capital. It is also fortunate that compared to many LDC’s Ethiopia is the

least indebted country.

In summary, we want to underline the fact that foreign financing could play
a significant role in Ethiopia’'s development endeavour. Its role would be one
of support. But at the same time we should not be driven by much optimism.
After all, the major portion of investment resources should be generated

domestically.

5.4 Public Investment Under ADLI Strategy

By now it has become clear that domestic and foreign resources alike are
equally important sources of investment. As we have formulated above the
foreign finance constituents are donors; credit institutions, and public &
private investment. Except for the private investment, the rest including the
domestic public capital would form the total public investment pool. However,
this does not mean that the role of donors should be restricted to the supply
of investment capital. Rather, what is wanted to say here is that to avoid the

usual problems of duplication and coordination, the government could play the
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role of providing support and guidance to the donors through identifying
priority areas, co-financing arrangements, facilitating procedural activities,

etc,

Two priority sectors are identified as investment targets under the new
strategy namely, agriculture and infrastructure. As is shown in bold in fig.
6, these sectors deserve heavy investments. In agriculture, emphasis should
be given to export products, food crops, industrial raw materials and
conservation of natural resources. As envisaged in the new strategy the export
sector 1s to become the engine of growth thereby creating favourable
conditions (investible resources and enlarging the market) for the ADLI
strategy. The past regimes also followed the same strategy. &And to the extent
that other sectors are not forgotten there is nothing wrong in it. But caution
should be taken that an economy, however well developed its export base might
be, so long as it is surrounded by backward sectors it could not escape the
trap of underdevelopment. Fantu (1990} in his comparative analysis of rural
development options in Ethiopia and Africa at large with the international
context has cleérly shown the preoblem of an agricultural export enclave

economy under the present world trade environment. According to him:

Internationally, commodity prices dropped across the board to
their lowest levels in 30 years. This cut Africa’s export
earnings from 565 billion in 1985 to $46 billion in 1986. During
the same period, costs of imports of manufactured goodes rose by
20 percent. The IMF alone took cut 1 billion more in 1986 than it
put in Africa (UN, 1987:28-30 & 1988:11-12 in Fantu, 1990:77).

He also states that,”under present conditions, it is impossible for Ethiopia
and other African countries to export their way out of debt™ (1990:73). This
is to say that always keeping a balance of things is a good strategy of risk
aversion. Hence it would be useful if the new strategy gives equal attention

in its investment programmes to all branches of the sector.

With regard to physical infrastructure, the emphasis should be on transport
infrastructure and communication. The role of information on production and

exchange or trade has increasingly become important all over the world. In the

developed world, the breakthrough in computer and satellite technology has

made information exchange very fast and reliable. In our case we lack even the
simple telecommunication services like rural radio to maintain contact between
the rural and urban areas. Information should flow between rural and urban
areas so that it is easier to know what inputs are needed, where, in what
quantity and what products are produced, how much is brought to the market as

surplus, etc. and how it can be transported.
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Fig. 6 Schematic Presentation of the Workings of Public Investment under the
framework of ADLI Strateqy (Short Run Scenario)
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The condition of Ethiopia’'s road network is rather worse. Under the poor road
system it is even more difficult to transport the already produced surplus
than to encourage further surplus production. Recently increasing numbers of
studies have shown that there is strong correlation between infrastructural
development and agricultural sector performance (Mellor & Delgado, 1987,
Platteau, 1993). After making his study on the subject for Sub-Saharan African
{558A) countries, Platteau suggests that:

Given solid econometric evidence and compelling theoretical

arguments to the effect that rural infrastructure has a
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significant impact on agricultural performance, particularly in
poorly eguipped countries such as those of 8SA, African
governments and international donors ought to make special
efforts to rehabilitate existing communication links and to build
up new roads, electric grides, health & social facilities, ...
throughout the countryside (1993:36).

Mellor and Delgado also esaid that, "improved roads are probably the single

most important factor in transforming rural Africa" (1987:4).

In Ethiopia during the first (1957-1961) and second (1963-1967) five year
pians due attention was given to infrastructural development, where about two
third and 19 percents respectively of the total investment was directed to the
gsector. Though from that time onwards it has been surpassed by industry and
agriculture, it is still receiving quite a large amount of the country’s
investment. Nevertheless, similar tc the other sectors of the economy, the
transportation infrastructure of Ethiopia is also in a rudimentary stage. The
length of all weather roads has increased from 8788kms in 1975 to 14282kms
{out of which 10225 were asphalted) in 1986, but the road density was still
under 15 km per 1000 sg.km (UNIDO, 1991:146). According to the Ten Year
Perspective Plan (TYPP)({1983/84-1993/94) which was outdated before its life
time, by the end of the plan period the length of all-weather road would reach
27438kms. This would raise the road density from 12.8 to 22.4km (PMAC,
1984:336-337). However, due to the very small size of the country’s investment
resources, the highly rugged natural topography, the political instability and
other natural disasters which necessitated the diversion of resources, the

accomplishment did not proceed a footstep until the present time.

According to an UNIDO study, three quarters of the rural population in
Ethiopia live more than half a days walk from the nearest all weather road
{ibid). Forming star-like shape, the main single all-weather roads radiate
from the capital city to the regional capitals. In turn the regional capitals
are connected to the district centers with a single rocad. Very few of the
regional capitals and districts have direct road link between them. Detailed
examination of the road system gives a rather gloomy picture. A survey19
undertaken in West Gojam Administratife Region hae revealed that about 50 per
cent of the farmers have to travel for more than an hour to reach the nearest
rural markets, whilst these markets themselves are at a far distance to an
all-weather road system. This makes it really difficult to transport
agricultural products from one area to another, be it from surplus to deficit

or from rural to urban areas. Even during famine periode there were surplus

19 see Chapter VI of this paper for the details of the Survey.
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producing areas. But lack of transport system make the surplus inaccessible
and hence creating shortages in needy areas. Platteau explains the situation

in Ethiopia as:

As is well known, the rigidities caused by poor communication
links prevent food prices from equalizing across a vast
territory-a well-documented fact for a country like Ethiopia-,
with the effect that famine conditions may strike deficit areas
due to severe lossese of exchange entitlements (1993:31).

This paper does not attempt to exhaust all the positive externalities of
infrastructural development. But it can be summarised that infrastructure
influences - production, prices, credit, social & cultural change, food

Becurity, exposure to international markets, etc.

In a nut shell, appreciating past & present efforts made to improve the
country‘s rudimentary infrastructure, it should be reminded that owing to the
high correlation between agricultural and infrastructural develcpment on the
one hand and its present low stage of development on the other it would ke

compelling tc strengthen investment priorities for the sector.

For the industrial sector in general as diagrammatically shown in fig. 6,
short-run public investments need to be limited. The rationale for this
recommendation could be, (i) under the present reform process where the
existing IPEs are in the process of privatization, there is hardly any
rationale to suggest new investment, (ii) as described in the foregoing pages
go long as the agricultural sector remains backward industry would not grow
since the former will pull it down, (iii) as can be seen in table 5.9, private
investment has shown great interest in industrial undertakings. For the year
1992/93 of the 714 new projects approved by the Investment Office of Ethiopia,
325 (46%) were in the industrial sector. Therefore it would be wise to
encourage, support and guide these and similar private interests than to
compete for limited rescurces as has happened in the past. But still in some
branches where for any one reason private investment could not be attracted

or allowed, then it may call for public sector direct involvement.

Among industrial investment areas those with higher domestic linkages need to
be initiated and supported. As we said in chapter IV, for the agricultural
sector fertilizers and insecticides producing plants are typical industrial
concerns that deserve real support like duty free importation of machinery,
tax exemption, tax holiday, etc. Agro-processing industries represent other
areas of interest. Investment in agro-processing industries has dual

importance in that first, they increase the value added through industrial
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Table 5.9
Approved Sectoral Investments [(F.Y 1992/93 and 1lst Quarter of 1993/94]

Sectors Number of Total Investment Employment Capital Labour
' Projects (000 birr) Creation Ratio ('000 Birr)

Industry 325 2269386.30 20362 111.45

Agriculture 84 - 22028B2.79 4560 48.31

Real State 172 1098373.45 6178 177.79

Hotel & Tourism 75 392373.28 3940 99.59

Social Services 18 37284.90 600 62.14

Construction 4 ‘ 72541.30 2819 25,73

Trade 17 74304.20 1580 47.03

Transport 16 205784.65 1551 132;68

Mining 3 171462.40 407 421.28

Total 714 4541793.27 41997 108,15

Source: Investment Office of Ethiopia [in MOPED/UNDP, 19941,

processing and second, they create backward linkages to the domestic
agricultural sector. Among others these include, sugar, spices, fruits and

vegetables, fish, animal feed processing, etc.

Fibre producing enterprises could alsc make use of the country’s reliable
potential for growing cotton, sisal, kenaf, flux and other fibre products. We
are not attempting to exhaustively list the industrial potentials of Ethiopia
nor are we expected to do sc. What we are doing rather is to indicate those
branches which come straight forward when we think of industries with
potential 1linkage effects or, put it differently, domestic agriculture

resource based industries.

As far as agricultural implements are concerned, taking into consideration the
existing factories, the effective demand for the products and alternative
sources of supply like SSI; we believe that, in the short-run the available
enterprises would suffice to satisfy the requirements of farmers. But the
problem of quality and design of implements need consideration. The implements

should satisfy specifications set out by farmers.

It would be over simplistic and artificial if we close our discussion without
mentioning the fate of other sectors under the frame work of ADLI strategy.
Among the goods producing sectors; mining & quarrying, electricity & water and

amcng the social services housing, education and health should in our view be
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the next priority investment areas. While the first groups directly influence
the production process (agriculture & industry)} the social service’s impact
is indirect through human development. But both are crucial and hence should
properly be taken care of in resource allocation. Nevertheless, we still
strongly insist on a primordial agricultural & infrastructural investment
rationing. Especially the goods producing sectors, can be made to finance
their own development. Many studies were commissicned to study the country’s
mineral resource base. But no concrete result has come out until now. All
claim that, Ethiopia has a massive mineral resource potential. Including the
presently extracted minerals about 19 types of hard minerale are identified
as potentially feasible for processing (UNIDO, 1991). But before any
eignificant investment is made, it is recommendable to further scrutinize the

- resource base.

As is shown diagrammatically, the closure mechanism of our model is
represented largely by savings from exports where the highest proportion
enters to the pool of public resources for reinvestment while part of it will
be used for foreign loan repayment or repatriaticn as profits (if there be any
direct foreign investment). The relationship between agriculture, industry and
services would be one of mutual support through commodity and services flow.

The main reasons why we are concerned with public investment are: (i) due to
the low level of economic development the basic infrastructures are presently
poorly developed, and improving these services has been traditionally the
responsibility of the public sector. Nowhere in the world has there been
private investment in infrastructure such as roads; (ii) in terms of resource
allocation, as widely conceived, the private sector is efficient and even if
it is not, little can be done to change its decisions whether we model it or
net; (iii) the role of the public sector is still indispensable, not only as

a facilitator but alsc as an active development agent.

As a conclusion to the chapter three points need to be underlined: (i) in
general the domestic capacity of capital formation is limited as explained by
the low saving rate of the economy. Statistically speéking, the gross domestic
saving for 1985-1990 was on the average less than 3 per cent of epr?, For
macro-economic equilibrium savings and investment should be in balance. In the
case of Ethicpia this has been negative during the last three decades except
for 1965 & 1966 when 2 & 3 per cents respectively of positive saving rates
were registered. What is worthmentioning here is that the gap between savings
and investmpent is high about 11 per cent; (ii)} Therefore, the use of foreign

20 1t vas computed on the basis of World Bank date obtained through IS5 Computer Network Database
Programme.
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regources becomes mandatory with out which no meaningful investment and hence
productivity growth would be forthcoming; (iii) Given the limitedness of
investible resources sectoral prioritization is crucial. Otherwise the
consequence of shallow rationing across all branches of the economy would be
to perpetuate the healing rather than finding a lasting cure to the economy.
Following the name of the strategy, agriculture is a number one priocrity.
Taking into account ite influence on the former and its positive externalities
in other sectors we propose that physical infrastructure to be egqually

important subject of investment.
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Chapter VI
OBSTACLES AND POLICIES TOWARDS A SUSTAINABLE AGRICULTURAL DEVELOPMENT

6.1 Introduction

Any agricultural producticn system is influenced by a multitude of factors.
For the Ethicopian case we have indicated in section 2.6 that the variables
which constrained the agricultural sector are in general natural, economic
and/or technical, political and social in nature. The prolonged drought,
natural degradation (of soil, forest & vegetation, etc), rainfall, and so and
sc forth are included in the first group. While, factors such as low
technological level, poor infrastructure, limited extension services, lack of
credit facilities, undeveloped marketing systems are the major technical
and/or economic bottlenecks, the absence of appropriate development policies
both at macro and sectoral levels and the persisting political instability in
the country make up the core political problems. The social constraints on the
other hand are explained by high human and livestock population pressure,

cultural taboos, religious beliefs, low educational and health levels.

Nevertheless, such a classification is simplistic and only serves analytical
purposes. In reality, the malaises of the sector are more than these and are
interdependent and mutually reinforcing. Only reasons of convenience justify

and partly excuse us for using the approach in this paper.

Complete diagnosis of the ailments of Ethiopian agriculture, among other
things, requires detailed information and more space, the two crucial problems
this paper is confronted with. As we hinted in chapter II, therefore, we
prefer to dwell on selected issues which we believe are most crucial, complex,
suited to our short run medel of analysis and above all were selected as our
points of departure. These are the economic and/or technical factors and
political issues. Even within this category emphasis will be ‘given to few
specific problems. But this by no way means that the other factors are less
important.Following this conviction, we will first discuss the economic and/or

technical constraints while the political factors follow there after.

6.2 Economic and/or Technological Considerations

Analogous to what we sald akove, there is no clear cut demarkation between
technological and economic factors. Though not hundred percent, technological
improvement could guarantee economic betterment and economic prosperity will
stimulate technoclogical advancement. Owing to this high correlation between
the two the following discussion may at times present the two as a single

entity and independently at other times.
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6.2.1 Does Conservation pay in the short run?

Chapter IV has vividly shown that the productivity of agriculture is not only
low but is also unstable. Land degradation has been identified as one of the
major problems for causing decline in productivity. We have said that the
history of farming in Ethiopia particularly in the highlands dates as far back
as the unrecorded past. As a consequence the soils are highly exhausted.
Although, the low sensitivity21 nature of Ethiopian secile camouflages the
degree of this damage, experts in the field (like Constable, 1984, Hurni,
1§88) have confirmed that the damage is severe. Soil erosion is the most
critical environmental problem. Almost 75 per cent of the Ethiopian highlands
is estimated to need soil conservation measures (FAO, 1986, in Wood, 1990).
This warns us that unless immediate conservation measures are undertaken the
consequence will be serious and may be irreversible. The resiliency22
property of the soils makes the task more burdensome. Two reasons could

explain this.

Firstly, given on the one hand the area to be conserved and on the other the
capability of the eccnomy to mobilize material and human resources sufficient
enough to meet the needs, one could easily imagine that the coverage and depth
of the conservation programme would proceed gradually. Experts estimated that
with the current annual rate of progress, it will take about 70 years to

provide some treatment to the highlands (Hurni, 1988}.

Secondly, even on very coptimistic assumptions that the conservation measures
will succeed in all areas and within a short period of time, due to the slow
natural rehabilitation and rejuvenation process, reaping immediate benefit is

not possible.

All said, one gualification is to be made that increasing productivity and
production through conservaticon and rehabilitation measures is more a long-
term target than a short-run solution. Conservation pays very little in the
short-run. What alternatives can one look for to cope with the present food

and other agricultural preoduction crisis in the country?

21for Blaikie and Brookfield (1987:10), sensitivity refers to the degree to which a given land systen

undergoes changes due to natural forces, following human interference. (For further analysis see section
4.2.1 of this paper) .

22According to Blaikie and Brookfield, resilience is in simple expressions 'the ability of land to

reproduce its capability after interference, and the measure of need for human artifice toward that end’
(1987:10).
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6.2.2 High Yielding Improved Technology (HYITs) a Way Out

Measuring development in general and agricultural development in particular
has remained a controversial and difficult task until the present time.
Earlier, the criterion for judging agricultural performance has been largely
associated with productivity. Rfter this another dimension namely,
equatability was increasingly advocated by academicians and politicians alike.
The third and presently fashionable criterion of agricultural development is
stabilityzB. A sustainable agriculture presently encompass all these three

dimensions.

Conway and Barbier define agricultural sustainability as, "the ability to
maintain productivity, whether of a field or farm or nation, in the face of
stress or shock. A stress may be increasing salinity, or erosion, or debt;
each is a frequent, sometimes continuous, relatively small, predictable force
having a large cumulative effect™ (1990:37). Although the definition has some
ideal elements when it talks about stress or shock absorption, we could still

agree on the main concept.

Different researches have found that Ethiopian agriculture has a potential for
increasing its productivity and production. This increase in productivity
could come from increasing factor productivity (such as labour, land, etc)
through (i) the use of modern agricultural inputs like HYVs, fertilizers,
pesticides, etc., (ii} ensuring two or more harvests on a plot by using
irrigation, (iii) employing modern and effective farm implements, (iv)
expansion of the area. Irrigation is a viable alternative but requires a huge
investment and the construction takes time. With the present situation
improved farm implements are not really the critical problems and seem to have
less demand and lower real effect. As can be seen in fig. 7 the trend in area
expansion is also likely not to expand fast. Hence in the face of urgency and
of limited resources, increasing factor productivity through increasing the

use of agricultural inputs (HYITs) comes out as an immediate candidate.

Among the modern agricultural inputs those commonly referred to are HYVs,
fertilizers and pesticides. The importance of HYVs has been properly
recognized in the Ethiopian ADLI strategy. Only fertilizers and pesticides do
not get consideration as viable inputs in the short-run. This forms cne of our
points of departure from the planned programme of action towards implementing
the strategy and will be the subject of our discussion in the remaining part

of this section. Because of the usual data lacunae, however, the following

23Agr'lcuLtural stability is defired as the constancy of productivity in the face of small disturbing

forces arising from the normal fluctuations and cycles in the surrounding environment (Conway, 1990:42).
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discussion will only focus on the use and impact of fertilizers.

Fig.7 Growth Rates of Area, Production

and Yield [1974=100]
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Let us now substantiate why we advocate the use of HYIT in the light of the
surrounding strong criticisms against the Green Revolution (GR) which is
almost synonymous to HYIT. But before doing so it is logical to explain in

short what the GR and its characteristics are.

Conway and Barbier describe the rise, merits and disadvantages of the so-

called GR as:

Agricultural development thinking in the 1960‘s and 1970‘s was
preoccupied with the problem of feeding a rapidly increasing
world population. Then, the obvious solution was to increase per
capita food production. The resulting Green Revolution has had a

dramatic impact on the Third World, particularly in terms of
increasing the yields of the staple cereals,-wheat, rice and
maize. However, despite impressive results, it also suffers from

the problems of equity and failures in achieving stability and
sustainability of production (1990:11)(my emphasis).
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The basic elements of the GR as summarized by the authors are: (i) breeding
programmes for staple cereals that produced early maturing, day-length
intensive and high yielding varieties (HYVs), (ii) the organization and
distribution of packages of high pay-off inputs, Buch as fertilizers,
pesticides and water regulation, (iii} implementation of these technical
innovations in the most favourable agro-climatic regions and or those classes
of farmers with the best expectations of realizing the potential yields
(ibidqy).

Due to the GR, the per capita food production in the developing countries rose
by 7 per cent since the mid 1960's and in Asia alone by 27.7 per cent (ibid}).
But, not surprisingly, there was a decline in Africa. This could be explained
by the limited expansion of the technolegy in Africa and due to other
environmental or climatological factors. But before we stretch our discussion
further we would like to comment that the third element of the GR which is
widely criticised on the basis of empirical evidence is likely tc be
irrelevant for the present time. Thus what we called the HYITs departs from
the traditional GR on the considerable attention it gives not only to better
endowed areas but also to other less favourable areas. Similarly unlike the
latter, its target groups are all farmers. Although prioritization in terms
of products, natural characteristics, etc. is inevitable, as explicitly stated

in the strategy all spatial & human dimensions will be considered.

Now let us explain the reasons for advocating HYITs as a way out toc ensure an

immediate increase in per capita food production and productivity in Ethiopia.

Ethiopia stands at the tail of the world as far as the level of modern
agricultural inputs consumption per unit of cultivated land is concerned.
According to the Werld Bank statistic524, for example, from 1965-1991, the
national fertilizer application rate is only 1-2 kg. per hectare of cultivated
land. Inter-country comparison in different parts of the world shows that this
is indeed a very insignificant amount., As depicted in table 6.1, for the years
1979-1991 for which there is complete data, the average annual application
rate (kg/ha) was 65 in Bangladesh, 42 in China, 48 in India, 2 in Kenya, 369
in Korea (Republic), 322 in Holland, 44 in the Philippines, 0 in Somalia, 1

in Sudan, 1 in Tanzania, 44 in USA and 20 in Zimbabwe.

The associated figures of per capita food production for the different
countries reveal that there is strong positive correlation between fertilizer

use and per capita food production. This has been explicit in Korea, Helland,

2"(!..lorld Social Indicators of Development, World Bank Data obtained through the 15% Computer Network,

DataBase Programme.)
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Table - 6.1
Fertilizer Consumplion and Per Capita Food Production - Cross-Country Comparison
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China, and India. For other countries like Bangladesh, despite a rise in
fertilizer consumption, per capita food production did slightly fall from its
levels in 1979-19Bl1. One possible explanation could be that the population

grew by a rate®® slightly higher than the food production growth rate.
Differently, in most of the SSA countries including Ethiopia, the level of
fertilizer application was low and consequently their per capita production
was stagnating or falling. According to the TYPP, it was planned that at the
end of the plan period (1994), fertilizer utilization will reach a level of
48 kg/ha (PMAC, 1984). Although the 'good intentions’ of the policy makers are

appreciated, the actual achievement did not move a point forward.

Another study made by the International Fund for Agricultural Development
(IFAD) has estimated that 14 per cent of Ethiopian farmers use fertilizers and
the average national fertilizer application rate is 8.8 kgs/ha (table 6.2).
Although this figure seems highly inflated it still represents a proportion
of only 13% of Bangladesh, 20% of China, 18% of India, 2% of Korea, and 2.7%
of Hollandg.

What is more, the relationship of agricultural producticn and fertilizer use
ie quite significant in Ethicpia. For the cross section data comprising eleven
regions as presented on table 6.2, a regression analysis was made to examine
the link between fertilizer use and per capita food production and income. The
result with a coefficient of 0.33 and R® = 0.88 shows that about 88 per cent
of the wvariation in output is explainable by fertilizers (Annex 3). The
relationship between the two variables can be explained by the following

egquation:

Following the commonly used linear equation system,

Y = a + bc our eguation can be,

F =a+ bC
where: F = hmount of Food Production (Kg/per capita)
C = Quantity of Chemicals used (Kg/per ha.)
a = 1is a constant, then the estimated

equation is:
F = 4.745 + {0.333)C

For income the effect is a little less where the regression coefficient is
0.18 and R%=0.44.

25The average population growth rate in Bangladesh is 2.2 per cent for the last two decades (Worid
Bank Tables in the ISS Computer Network Database programme).

90




Considering the fact that production is influenced by various factors in
addition to fertilizers, an attempt was made to incorporate credit in the

model, the only variable for which complete data is available. The multiple
regression implied that to bring about an additional unit of food production
it requires 0.30 units of fertilizers and 0.26 units of credit. But a
comparison of this to the single regression results which was 0.33 for
fertilizers shows the downward bias of the former thereby undermining the

contribution of fertilizer to production.

Most important is also the high correlation between food producticon and income
to the use of fertilizer, credit and HYvet (see also fig.B8). The correlation
matrix presented in table 6.3 and Annex 4 shows this fact. The fact that
agricultural credit is normally used to purchase inputs and the former has
shown good correlation with both production and income could also justify the

impact of these inputs.

Fig. 8 Food Crop Production, Fertilizer
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Generally based on the above empirical evidences one can strongly defend that
agriculture output has a strong positive correlation with the agricultural

inputs mentioned above.

Table 6.3
Correlation Coefficient Matrix of Agricultural Inputs, Per Capita Food
Production and Income

FOOD FERT CREDIT HYV INCOME
FoOCD 1.00000 0.93923 0.65067 €.61106 0.79352
FERT. 1.00000 0.57412 0.69830 0.66189
CREDIT 1.00000 0.85239 0.89620
HYV 1.00000 0.63034
INCOME 1.00000

Where: Food (per capita production), Fert (fertilizer per ha.), Credit (average HH), HYV (percent using
HYV), and Income (average annual HH income)
Source: Computed from data in table 16 and excerpted from annex 4.

6.2.2.1 Regional Input use and Surplus Production

The structure of fertilizer consumption in Ethiopia shows highly skewed
distribution where more than two-third of the supply is taken by the three
surplus producing regions, namely; Arsi, Gojam and Shewa. Arsi, a region in
central Ethiopia (Annex 1 Map 1), which is close to experience the GR because
of the well known CADU project, has the highest fertilizer consumpticn level,
31.8kg/ha (Table 6.2)., Against the national average of 14 per cent, almost
half of the farmers in the region use fertilizers. With an average consumption
of 19 and 9.1 kg/ha, Shewa and Gojam rank second and third respectively. The
highest proportion of farmers in Arsi use HYVs and credit. It is, therefore,
hardly surprising that per capita food preduction is the highest in the

country.

The effect of fertilizers is very explicit in Gojam. Although HYV figures are
not available, with a credit level below the national average {10.4% against

19.5%) it stands as the second largest surplus producing region.

In a nut shell, the qualification has been made that for the country under
study high per capita food production is closely associated with increased
agricultural input consumption particularly fertilizers. That is why we say
short-run efforts to increase agricultural production and productivity in

agriculture should give due attention to the intensified use of agricultural
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inputs. Put differently, HYIT will give the way out of the present crigis. But
no one dares to conclude that HYIT are the only determinants of agricultural
production. Fortunately the natural environment is alse favourable in these
regions. But again there are regions like Gondar, Kefa, Sidamo and Wellega

with similar environmental conditions.

6.2.2.2 The Farmers Perspective - a case from a region

A survey27

undertaken in West Gojam Administrative Region has proven the
strong linkages between fertilizer use and surplus production. Of the
interviewed farmers, all farmers who used fertilizers (61 per cent) also
responded affirmatively for producing surplus for the market. However, as
presented in table 6.4, the amount of reported surplus production seems low
and we attribute this to the peasants suspicious nature which emanated from
their bad experience with the policies of the past government, particularly
the agricultural pricing and marketing policies {the most important being the

forced guota delivery}.

Besides, all agricultural extension workers covered in the survey reported
that fertilizers followed by pesticides and improved seeds are the most highly
demanded agricultural inputs in the region. The words of the farmers is
similar. While 55 percent of the farmers are currently fertilizer users, only
7 per cent use HYV, 19 per cent apply pesticides and about 38 per cent do not
use any inputs. Nevertheless, among those who claim to use fertilizers only
abour 40% apply 90-100kg/ha., whereas the level which is usually recommended
in Ethiopia is 125 kg. of DAP and 73 kg. of urea?®.

So far we have tried to show the significance of agricultural inputs for
boosting food production. Presently, Ethiopia is dependent upon imported food
both from commercial and aid sources. With such agricultural potential it is
morally, economically and politically unacceptable for Ethiopia toc seek the
help of the rest of the world for food items. Obvicusly for Ethiopia importing
focd items is comparatively a disadvantage. She has to produce its own food

and possibly strengthen its food export. That this is possible, we have tried

27 Financed by the Ethiopian Government and the International Union For the Conservation of Nature

(IUCN), the cbjective of the survey was to collect farmer's ideas based on which the National Conservation
Strategy (NCS) is to be formulated. To this endeavour, in ten of the fifteen districts in the region, a
total of 186 farmers and 24 extension agents were interviewed based on a questionnaire. The author of this
paper has been involved both in designing of questionnaires (particularly those whose results are discussed
here) and in the actuai field survey.

28 An assumption is made here that the recommendation made for Weimera, an area found in the central

highlands of Ethiopia would roughly be applicable to the country at Large. See, Towlde Berhan G. E. et al.,
Participation of a Rural Community in the Identification of Technological Problems in Ethiopia, (A case
study from Welmera Wereda), Ethiopian Science and Technology Commission, United Nations University and IDRC,
Addis Ababa, December 1980, pp. 50.
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to show above and current research has got dramatic results in other SSa

countries. Thig is the subject of the next section.

Table 6.4
Farmers with Marketable Surplus Production
(percent)
crops < 1 quintal 1-2 quintals > 2 quintals
Teff 19 48 33
Millet 20 ' 27 53
Maize 11 39 50
Barley 37 63 -
Pulses 37 13 50
0il crops 8 58 34

Source: Survey results 1n West Gojam Administrative Zone, June 1993

6.2.2.3 Debating the criticisms of the Green Revolution

Accerding to Norman Borlaug, the Noble Peace Prize winner who is credited with
starting the so-called GR by breeding the short strawed wheat and high
yielding maize varieties in the 1960's and now president of the Sasakawa

Africa Association?’:

If Africa is to produce the food that it needs for its large and
rapidly growing population, which will double in the next 22
years, it’s got to have chemical fertilizers. And the sooner it
sets up its systems to import and distribute this with reascnable
efficiency and in the same way to market extra produce into the
large cities, the sconer there will be progress, I think, on
social and economic and political stability. Political
stabilities are not buillt on empty stomachs (BBC, tape
No.94R/42G737G)30,

In eight African countries where the project is working, with improved seed
(1C kilos for maize), a couple of bags of fertilizers and technical advise con
timing of the use of fertilizer, plant densities, spacing of plants, timely
weed control, etc, yields rose by around 2 and a half to 3 times above the

national average {(ibid).

29 Sasakawa Africa Association is & Japanese funded charity which aims to help Africa become self-
sufficient in foed once again (BBC, tape No. 94R/42G737G).

30 31 4s excerpted from the script of the BBC Radio 'farming World Programme' transmitted on 15

September 1994 at 01:45 GMT. The author would like to thank the BBC 'Farming World Programme' for sending
the copy of the script as requested.
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What are the criticisms of the GR and how relevant are they to the gituation
in Ethiopia or SSA at large? Among the post GR problems, the widely
acknowledged are its environmental impacte, its bias for better naturally
endowed areas and rich farmers, ites strengthening of dependency, its

consequence of mono cropping and high incidence of pests.

The criticisms surrounding the GR are related mainly to sustainability and
equity. Most critics (for example, Conway and Barbier, 1990) argue that the
technological packages can not be sustained by farmers. Although true as
observed in the project area and other places, it is highly exaggerated.

L empirical argument in this regard is worth quotation:

Dowswell’s
When farmers go on their own they certainly scale back their
fertilizer use because they cannot get it. Either it is
physically not available, or in all of the countries where we
have been working when we started, there was substantial
subsidies on fertilizers and today there is none. In
Tanzania...averaged 5 tons per ha. Graduate farmers are perhaps
scaling back to 3 and 3 and a half tons per ha., where as before
they have not produced more than 1.5 to 2 tons per ha. So, they
do scale back the technology to their level of resources. But
they are continuing with those parts that they are most able to
handle, either to afford or have physical access to (BBC, tape
No.94R/42G737G).

In Ethiopia, the sustenance of the strategy is clearly seen around the area
where CADU was operating. As we explained above, despite the withdrawal of the
project a decade ago, the region still stands first in the level of inputs
consumption and consequently surplus production. As Dowswell argued in the
case of Tanzania, "if prices stabilise at current levels ({1994), one bag of
grain will pay for one bag of fertilizer and one bag of fertilizer in turn
will potentially produce 5-10 bags of grain” (ibid). It is not fair to only
criticise the technology on the basis of efficiency, taking as given the most
detrimental factor to agricultural development, i.e, the international terms
of trade. The terms of trade gap between the prices of fertilizers and grains

is evident and needs no further elaboration.

The other sustainability issue is connected to the environmental impact of the
GR. Especially after the Bruntdland report, research, conferences, seminars,

mass media, etc are all voicing towards " environmentally sustainable economic

31 br. chris Dowswell works with the Sasakawa Global 2000, which is a partnership between the

Sasakawa Africa and former American President, Jimmy Carter's charity, Global 2000 (ibid).
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growth." No one disagrees on thies idea. But sometimes environmental
protection is taken as an end by itself rather than a means for ensuring the
well-being of people. For example, some ecologists condemn the use of
fertilizers on the ground that they have caused pollution and health problems
in certain areas (for example in Punjab, in India). But this acrose the board
accusation is, in our view, shallow. What is the logic that an Ethiopian poor
farmer, who is struggling between life and death and who is not sure that he
will survive tomorrow, should refrain from using fertilizers (even though we
assume that they cause environmental probleme) if the use of the latter can
at least help him produce better for his family? Conservation and
environmental protection are investments and a long-term one. Daniel gave us

a beautiful analogous argument:

To save trees for the next generation may be important; but if
this generation does not survive, there won’‘t be a next one at
all (1990:170).

Although this seems a pessimistic proposition, it is factual. It has now
become widely recognized that poverty alleviation and environmental protection
are important dimensions of development. Adams (1992) succinctly stated that,
"for the poor countries raising agricultural productivity without endangering
its sustainability poses a serious challenge™. It is difficult to avoid the
trade-offs between the twoc but with careful planning system it is possible to

reduce its magnitude,

But for the country under study the problem is untimely. Normally it can be
defended that under the present low level of fertilizer and pesticide
consumption, the physical topography, ground water level, etc. Ethiopia is far
from envirommental hazards caused by HRYITs. Its environmental problem is
poverty and hunger. It is surprising to riote that the whole of Africa uses
one-eighth of the amount used in India alone and yet, in the face of food
shortages, Africa is advised not to expand its fertilizer use. The experiences
gained in other countries will help to understand the limitations of the
technolegy and guide to adopt a proper methodology of application but do not
prevent their use and increase the death toll from hunger. Therefore the
qguestion of environmental sustenance from increasing fertilizer use under the
Ethiopian condition seems less controversial. Moreover, environmental
protection is a universal obligation and not the responsibility of one nation

alone.

Many people (like Conway and Barbier, 1990) recommend the substitution of
organic fertilizers such as green manuring, compost & mulching for chemicals.

But what would they say if we tell them that in Ethiopia, dung and crop
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residues provide upto 55 per cent of domestic energy and are the dominant fuel
sources for one third of the population. It is not because there is lack of
awareness of the importance of green manuring for fertilizing purposes but it
is rather due to other competing & pressing needs. It has been estimated that
the burning of dungs brings about a 10-20 per cent decline in the national
crop production potentials (World Bank, 1984 in Wood, 1990).

The second criticisms on the GR has been on its bias to better endowed areas
and rich farmers. This has been practically observed in Ethiopia. But the
problem has a lot to do with government policies than with the technology
perse. For example, during the era of community development, HYITs were
introduced to Ethiopia through the famous CADU. And the major benefits of the
project were hijacked by the big and middle-sized farmers who came to realize
that agriculture could be lucrative. What the new technology brought to the

peasants were conly eviction from the plots they used to cultivate as tenants.

Thanks to the 1975 land reform that crushed the arachic land tenure system and
enabled the majority of Ethiopians (particularly those in the south) to have
legal access to land., Brune wrote, "without any doubt the land reform
eliminated many of the basic problems inherent in the pre-revolutionary

agriculture system" (1990:21).

Without exaggeration one can say that the reform, which is often characterised
as very radical with the standards in other countries, has almost levelled out
the per capita land holding. Dessalegn cbserved that, "being a redistributive
& levelling reform, its strength lay not so much in having increased the
resources & wealth of the rural community as in having created equal, if
modest, opportunities for every one" (1984:62-63). The analytical tools
designed to analyze distributional dimensions such as Lorenz curve and its
derivative the Gini Coefficient showed similar results. The Lorenz curves are
presented in fig. ¢ and the two Gini coefficients calculated on the basig of
per capita land holding and land holding per household are 0.408 and 0.467%
respectively. However, it is our contention that the fairness of land
distribution is more than what is explained by these figures and the problem
might be from the statistics. Even the very fact that the Gini Coefficient
calculated on the basis of the individual holding shows better distribution
than the one computed on the household bkasis proves the existence of
considerable fairness towards egalitarian land distribution. The prevalence
of fair land distribution in Ethiopia is wvery obvious but small inter-and

intra-regional variations exist even today. Variations in holding size do not

32 talculated on the basis of data obtained from, CSA, Agricultural Sample Surveys, Addis Ababa,

1993.
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Fig. 9 Lorenz Curve of Land Distribution
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alsoc always explain unfairness. What is sometimes important is the quality of

the land.

Although it is difficult to be conclusive, under similar farming systems, the
size of land héléing éxplains economic well being. Therefore, by default then
the econcmic positicn of farmers is not very variable. This fact could give
solution to the equity problem on which the GR used to be condemned both in

Ethiopia and other countries.

The remaining criticisms associated to the GR, though true, are largely of
management problems which can be systematically overcome by careful planning
of the process of implementing the strategy and we prefer not to raise them
here,

As a concluding remark we can say that while HYITs have proven to give
dramatic results in Ethiopia there level of use remained at the bottom. This

is due to its high prices and physical unavailability. In the past socialist
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regime, though peasant agriculture was digcriminated against cooperative and
state farms and the coverage of the credit system was limited, farmers were

able to obtain HYITs in credit {(fertilizers and HYVs) at reasonable prices.

Presently, along with the effect of the structural adjustment programme, the
problem was further exacerbated because: (i) all input subsidies were cut and
this brought about sharp price rise which is beyond the capabilities of the
peasants, (ii) the institutional restructuring following the adjustment has
also created some problems on the credit line used by the main agricultural
credit supplier, the AIDB. The bank used producers and service cooperatives
as its client to channel credit to their respective member farmers. The
breakdown and weakening of these institutions in some areas has brought to a
complete halt to the credit system there by worsening the situation. Private
suppliers have started to operate in some areas. But on the one hand, given
their profit motive and on the other lack of alternative sources from the
farmers side may cast doubt on their overall effect on production and

productivity growth.

According to one report, the average price of DAP and Urea (the two commonly
used chemicals) which was 44 Birr/quintal in 1976/77 has more than doubled to
Birr 100 per gquintal in 1981/82 (in Fasil, 1993). Nowadays, with the free
market system the price has sky rocketed to more than 200 Birr/quintal.

Thus if the present food crisis is to be reversed, farmers should be
encouraged and supported to use as much more of these inputs as possible.
Government policies need to be geared towards ensuring farmer's access to
inputs particularly fertilizers, HYVs and pesticides. The free market system
advocated by the engineers of the structural adjustment paradigm has not
worked any where in the world & particularly in Africa®. Ethiopia is no

exception.

More explicitly, if government suppcrt may include subsidy of the HYITs, be
it so. Even some western governments are subsidizing their non-competitive
agricultural sector. What is wrong then if Ethiopia does the same for the
sector which formed the back bone of its economy? Particularly at this
critical time, the best experience that will fit to Ethiopia‘s situation'is
that of China & India where government support to the primary sector is great

and is really paying-off.

33 See Nyang,' Oro J. E. & Shaw, T. M. {eds) (1992) Beyond Structural Adjustment, The Political Econcmy
of Sustainable and Democratic Development, New York, USA.
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It is our conviction then that the stagea34

identified for implementing ADLI
strategy which relegated the use of the most important HYIT packages such as
fertilizers and pesticides need to be reconsidered and reformulated. Under the
present situation, to bring about significant improvement in production or
productivity through improving the traditional practice is, to say the least,
to undermine the wisdom and talents of Ethiopian farmers who have been praised
by foreign and domestic scholars alike. The observation of one scholar could

suffice to explain this:

Rural producers knew how to conserve soil moisture where it is
scarce, and how to drain land when it gets waterlogged, long
before "development agents™ tried to teach them that water flows
down slope and carries some dirt. They knew what kinds of crops
to grow on which type of soils before the pedologists came up
with "soil order" classes. They rotated cereals and legumes on
their fields, long before scientists started advertising the
significance of nitrogen "nodules". Where appropriate they
intercropped their fields, long before agriculturalists woke up
to the importance of crop "rooting depth"” in land use (Daniel,
1990:160) .

Nevertheless, this does not mean that Ethiopian farmers are intelligent and
their farming system perfect. The level of literacy in rural areas is low.
Therefore expanding the education system in these areas is vital. This can be
dene both for the formal education and in the form of extension education. In
countries such as Burma and Taiwan, this has brought about a rapid rise in
productivity. As explained above, peasants are acquiring a lot of new positive
technologies and this is very promising in terms of raising production and
productivity. What is not palatable is that the policy makers seem a bit
cptimist when they emphasis on this dimension as if it was the most limiting
factor. What we are saying is let us face the reality, the challenge of
producing sufficient food for the people. As Brune explicitly warns us,
"Ethiopia must try to avoid the fate of those other developing countries which
pronounce self-sufficiency as an important objective but adopt policies which

increase dependence upon imported food” (19%80:27).

6.3 The Political Issues - Rocky Mountains

Tantamount to other factors or more so, the political problems of Ethiopia
have remained hard rocky mountains difficult to approach, manoeuvre and direct

their orientation to development issues. Though the degree might differ and

34 See section 2.6 of this paper.
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one might be better than the other, all the political systems prevalled in the
last three decades took political interests over and above national economic
well-being. This, when coupled with other economic, natural and sgocial
problems, resulted a stagnation or a deceleration of the economy. It is
believed that the political difficulties in Ethiopia are both rauses and
effects of the present backward state of the econocmy. This analysis of
political economy is a very wide area which needs research in its own.
Therefore, in this section few but critical & very determining issues will be

raised in a very general and short manner.

6.3.1 Policy Issues
6.3.1.1 Land Tenure Arrangements

Of the pelicy variables, the land tenure issue occupies a central position at
present. During the Imperial time, land was a private property where the owner
has absolute rights on his holding to use, rent or sell it. The military
government who succeeded the Imperial administration nationalized all land &
put it under public ownership. Under the new proclamation, farmers can use the
langd allotted to them but are not allowed neither to hire it out nor to sell
it. The present land tenure system is not c¢lear. Nor is it similar across the
country. The system in Tigray region is a case in point where there has been

a redistribution recently.

After the reform land distributicon & re-distribution has been undertaken a
couple of times and the peasants were scared of these freguent re-distribution
activities. In most of the cases each time a re-distribution is made farmers
were changing their plots. This has created insecurity on the part of the

farmers.

Research in Ethiopia and abreocad (Brune, 1990, Conway & Barbier, 199%0) has
proved that land insecurity has c¢onsiderable impact o©on land. management,
conservation, investment, etc. &all of which will directly affect total
production and productivity. To aveid stressing the obvicus, we do not enter
to the specifics of proving this with case studies. Rather, let us answer the

question: ‘Does land insecurity exist in Ethiopia now?’.

In the afore mentioned survey it has been reported that above 41 per cent of
the respondents got their present holdings in 1989 (at the time when the
socialist system gave way to mixed economy}, while only 23 per cent before the
land reform, 14 per cent during the first re-distribution and the remaining
22 per cent in between 1981 & 1989, Similarly, when asked how they got the
land, 35 per cent replied for getting it from their family, 49 per cent from

peasant associations & about 11 per cent from both sources. The remaining said

101




they had no land. For the question, "How long do you think you will use your
present holding?" the response was very similar and surprising. About 46 per
cent of the respondents confirmed that they can not even guess, while 45 per
cent said the land will be theirs for ever. Of the remaining, 7 per cent of
respondents think of owning the land for only 1 year and the others for less

than 5 years.

A similar observation can also be seen from the recent new investment projects
approved by the IOE where the share of agricultural projects is only 11.7 per
cent®®. A recent study (Asres, 1994) hinted that the development of the
private sector in agriculture seems to be very much affected by the land

issue.

The question of land ownership has been properly sensed by all parties, policy
makers, academicians, organizations, etc and is currently a hot agenda in the
country. Broadly speaking the debate evolves around two opposite lines. Led
by the Transitiecnal Government, the first group argues for public ownership
of land while the second, comprising of people from various backgrounds
support its privatization. According to the first group, the best system is
to adopt & land use arrangement where by farmers can have all rights on the
land under their disposal except the right to transfer it to a second party
through exchange or sale. The second group, on the contrary, contends that
such arrangements have been very detrimental for agricultural growth in the
past and if the rest of the economy is privatized why not land. The debate is

a longer one but the above forms the core ideas.

This paper does not take sides. It advocates the one which provides the
maximum security tc farmers. If this means privatization be it so. But it is
enly the farmers who know what is beneficial to them., Therefore, the real
solution should come from the farmers themselves than from the ’'good
intentions’ of the urban-centered groups. In the world where the importance
of 'bottom-up’ development approach, participation & empowerment are highly
acknowledged, why are Ethicpian farmers deprived of these rights which will
enable them to decide on their own fate? On the land issue the farmers are
only expected to say ‘yes’ or ‘no’ in a referendum. In general, let us not
agitate them, let us not influence & confuse them. Let the farmers decide- on

their freehold using their unpolluted mind.

€.3.1.2 The Regionalization Programme in the context of ADLI Strategy

It is now more than three decades that regional science has come into being

35 See, section 5.4 and table 5.9 of this paper.
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to give solutions to the so-called ‘regional problems’. These problems are
grossly explained by lack of power and resources. Power in societal context
reflects the relationships between individuals or groups of people where cne
party is able to influence the other without the interest of the latter.
Hilhorst prefers to call this as ‘domination’ and identifies economic and

socio-political domination(1990:171-177).

Such a relationship has been the subject of research and discussion under the
notions of ‘Center-Periphery’ or ‘PFunctional-Vs-Territorial’ integration.
Following this line of analysis, the regional problem, ceteris paribus, is the
domination of the center or functional interests over and above the interests

of the periphery or the territorial unit.

Acknowledging the importance & impacts of these problems, many regional
economists (Tinbergen, 1976, Friedmann & Weaver, 1979, Boisier, 1978, Stohr
& Todtiing, 1981 and Hilhorst, 1981, 1990} have attempted to suggest ways of
reducing or avoiding them. Friedmann’s 'Agropolitian development’, ’'Selective
Spatiai Closure’ proposed by Stohr & Todtling and the ‘Stake holder analysis’
proposed by the proponents of strategic planning are but few. Hilhorst {1990)
makes evaluation of the first two and comments that, "Both stress the
importance of territorial organizations at relatively low levels of government
and both insist on the need for the devolution of power to these levels." All
agree that with the present structure, functional interests have prominence
cver territorial ones and recommend that power should be decentralized to
regional or local units to the level that they can bargain in equal terms &
live in harmony with the center. But this is easier said than done and the
successful stories are rare. It is basically due to: (i) unwillingness on the
part of central governments to undertake a genuine devolution of power, and
{ii) lack of resources be it financial, human, institutional, etc. at regicnal
level so as to fully overtake the responsibilities. What does this all mean

to the recent decentralization effort in Ethiopia?

One of the major tasks the Transitional Government of Ethiopia (TGE) is
engaged in since it came into power in June 1991 is the re-organization of
regional administration. Following the proclamation (proclamation No. 7/1992)
for the establishment of National/Regional Self-Governments, new regional
delineations were made based on ethnic lines, for the first time in the

history of the country.

During the Imperial era, there were only 12 Teklay Gizats (regions), about 104
Awrajas (districts) and more than 500 Woredas (sub-districts). Except for the
change of name, i.e, from Teklay Gizat to kifle Hager, the military government

continued with the same organizational structure until 1989. In mid 1989, the
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government started another system of regionalization, basically politically
motivated, where the number of regions grew to 32 (27 Administrative and 5
Autoncemous). The present TGE completely re-drawn the regional map of Ethiopia
and until now it created 9 Kilels (Nationals), about 68 zones (regions) and

many Weredas.

All of the above re-structurings were done in the name of strengthening
regional development and empowering the local people. The reform during the
Dergs did not show the anticipated results as it was solely politically
motivated. While it is too early to judge the present decentralization
exercise, the fact of its skewness to political issues is clear. From all the

indications four impacts can be singled-ocut:

Firstly, the direct implication of reorganizing regions without taking into
consideration economic criterion which is the bases for the whole realization
of the strategy might mean that the former and the latter are not coherent
government policies. While regional specialization and mutual support are the
corner stones of the strategy, the radical regionalization on the otherhand
creates very strict procedures which, we believe, reduce regional interaction.
If people, resources and know-how can not move freely without being feeling
a sense of strangeness from one region to the other then regional
interdependence is but a mere articulation. Regions are different in their
potentials and production structure. The objective of reducing regional
disparity is also weakened by the programme. Within the present sense of
regionalism, and given the terms of trade difference, no region wants to be
an agricultural region of the other. This is particularly serious when the
issue of non-agricultural investment obviously in non-agricultural regions is
raised. Few regions are relatively self-sufficient. This in turn influences
the level of regional income. Therefore the consequence of overstressing the
regionalization programme would be to worsen or to widen the income disparity
among the regions. Empowerment with empty regional financial base can not be

justified,

Secondly, after three years of delineation & re~structuring still the
boundaries of many regions have not yet clearly been demarcated & made final.
Regional boundaries still keep on changing (for example, in Regions 3 and 4).

The impact of this to development is clear and needs no further analyeis.

Thirdly, one of the rationale for the New Economic Reform was to dismantle the
unproductive & highly expanded organizational set-up so as to release the
associated finance & manpower for other needs. But wiﬁh the present structure
new posts and regional centers are created which would put additional claims

on the meagre national resources. It is doubtful that the proportion of newly
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created posts to those deleted is low.

Fourthly, the interpretation of decentralization also gone extremely far to
the extent that sometimes regional institutions deny their accountability to
the center. The case in point is the relationship of the ministries with their
branches at regional levels (for example in man-power allccation). Moreover,
such a situation opens a loop for unnecessary competition for national
resources among regions which in turn might give way to political rift & in

extreme cases might jeopardize national unity.

Decentralization and regionalization have become synonymous in Ethiopia,
Gasper (1989) distinguishes decentralization as a means from decentralization
as an end and concludes that, "territorial decentralization should be treated
as a possible means, not as a preset end whose efficiency or virtue are taken
as given". Effective development policy requires many more things than a mere
decentralization which in most cases is done for political purposes, the
relation between political and economic development understocd. Territorial
decentralization can be considered as only one set of policy instruments, and

hence can not be a pre condition for rural develeopment.

Generally most people agree that the regional problem in Ethiopia is the
unbalanced development of the center and the regions. Inter-regional
disparities are not that much pronounced. Where existed it is caused by
historical, locational and economic factors than a consclous government policy

of favouring certain regions and neglecting others.

We believe that the decentralization in Ethiopia has geone far to the
territorial side. Moreover, the locals are weak in financial, human and
institutional resources, In the light of this the cost of adeopting such a
radical decentralization will outweigh its benefits. For a country which is
swimming in an ocean of poverty and for people who have not have enough to
eat, the priority should have been to alleviate poverty through strengthening
the economic base, through mobilizing what ever meagre resources are available
rather than creating new parastatals which put additional burdens on the
already exhausted resources. There is encugh time to learn from the past

mistakes and from other countries experiences.

It is not wrong to strengthen regional organizations. But it has to be done
systematically and gradually. At present the most important conditions are not
yet developed to embark on such a fundamental institutional change. Money is
scarce. Manpower is limited. Regional information/data is almost non-existent.
Why then is the rush for radical decentralization? However, it is too early

to generalise and time will tell us whether the programme is genuine and will
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bring about the desired results as targeted in the ADLI strategy.
6.3.2 Political Stability

No where in the world has development taken place where political instability
persisted. Conseguently, most of the poor countries of the world are in one
way or another presently under political difficulties. In evaluating the

politico~economic development of post-colonial Africa, Eshetu wrote that:

The harvest of a generation of ‘flag independence’' has hbeen
worsening poverty, famines, civil wars, coups & counter-coups,
massive displacement of persons & greater dependence on the

international economic system (1990b:1}).

As far as the consequence of political problems to economic and social
development is concerned, Ethiopia's experience might be number one. Temu

gives account of the effect of wars in Africa and Ethiopia as:

Even if the extent to which the agricultural development of any
given African country may have been retarded by the incidence of
war & civil strife may not exactly be known, it must . be
especially noted that countries like Ethiopia, Sudan, Mozambique,
and Angola have suffered greatly in this respect {1992:96) (my

emphasis).

Ethiopia is not the only country having political difficulties but it is ameng
the few exceptions for not solving political questions peacefully. Both in the
past and present peaceful settlement of political differences is a nightmare.
This brought about political rift and hostility of one group for another is

mounting,

If there is good will, determination, responsibleness, respect for the people
and love for the country, the solution is simple. Let all concerned parties
both at home & abroad come together in a round table and discuss their
differences, debate their ideas, be open for reconciliation and come up with
mutually acceptable arrangements, If on the contrary egoism, nepotism, and
chauvinism happen to dominate the political system of the country the prospect
for peace, stability and consequently development are very dim. There are many
people who strongly argue that the current political problems are not the
problems of the population and are creations of the 'elites’(Paulos, 1994).
If true, we believe that, the so-called ‘elites’ should surrender their
interests for the well-being of the majority of the people and the country.

Although we believe that Ethiopia‘s problems should be primarily solved by
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Ethiopians, with the present sense of ‘Globalization’, if it is sincere, a lot
is expected from the international community. But not in the way that happened
in the past where one government supports (militarily & financially) one party

and another government the other and thus aggravate the problem.

What ever beautiful policies are adopted, how large investments are made and
how intelligent experts are put in the right place, it is naive to think that
development will materialize without concomitantly creating a politically
stable environment. What Ethiopia needs at thie particular moment is a ’'good
government’. If successful in this direction, Ethiopia will once again become
the symbol of unity, a multi-cultural and multi-ethnic country and remain the

bride of Ethiopians and Africans alike.
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CHAPTER VII
SUMMARY AND CONCLUSIONS

While the Ethiopian economy started to suffer from crisie from the beginning
of the 1960's, the situation became worse in the mid of the 1970°'s and
thereafter. This is accounted for by many factors but most writers tend to put
the policy bottlenecks at the forefront. The policies of the past governmente
were grossly criticised of not basing their strategies on the objective
realities of the country like resources, needs, distributional dimensions,

etc.

The Imperial regime followed the strategy of export-led growth which has been
successful in some respects. But the emphasis it put on exportables brought
about the neglect of cthers, such as food and industrial crops. Ultimately the
country’s development level has not moved a step forward. The succeeding
military government, though it initially articulated that agricultural growth
will be the main government policy, it did not take time to hasten the
implementation of Import Substitution Industrialization (ISI) strategy. The
surplus generated from agriculture added to resources obtained elsewhere in
the economy and abroad covered the costs of this ipdustrialization process.
Had it not been for the fact that the growth of other sectors particularly
agriculture was stagnating or falling the gains in the industrialization

process would have been appreciated and sustainable .

Besides, as was seen from the success and failure stories of different
countries, the industrial-trickle down proposition remained a mere theoretical
exercise. Let alcne to support other sectors, the industrial sector is

currently unable to finance its operation costs and investment requirements.

It is crystal clear that agriculture forms the nucleus of the Ethiopian
eccnomy. Agriculture produces focd, generates foreign exchange, supplies
domestic industries with raw materials and releases labour for other sectors.
For the country under study its role has been especially paramount in food
production and export earnings. In chapter IV we indicated that about 90 per
cent of the exports of Ethiopia originate from the primary sector. Despite the
huge labour force (80%) employed in the sector the contribution of agriculture
to the GDP is low, on the average about 47 per cent in the last three decades.
Moreover, when compared to its production level before the 1960's, for
example, the per capita production of the sector has not only stagnated but
in most of the cases sericusly fallen. A multitude of factors of natural,
political, economic, social, and international nature have been condemned as
responsible for this. However, it has now been widely contested that leaving

aside the natural factors on which little can be done to influence their
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impacts, it would have been possible to act on the other shackles which
remained bottlenecks for productivity & production growth in agriculture

thereby improving the situation.

Many research results indicate that Ethiopia has an enormous potential for
agricultural development. Its agro-ecological climate which is conducive to
growing a multitude of crops, its utilizable land, its water resources and
above all its knowledgable and hard working peasantry are considered to be its
dependable assets. But the reality today shows that the productivity of the
sector is very low by all standards and its potential is under-utilized. The
riddle has to be sclved that why Ethiopia is starving while having.

Unfortunately the different policies adopted by the past governments have been
retarding the growth of agriculture rather than improving it. The land tenure
system during the Imperial government and in addition to this, the marketing,
pricing and investment policies of the late socialist government have been

very detrimental to agricultural growth.

The situation of the industrial sector is not different. Particularly
manufacturing is in its infancy in Ethiopia. The manufacturing sector is
characterised by 1light industries, high capital intensity, spatial
concentration and poor linkages with the rest of the economy especially with
agriculture. For IPEs it was estimated that the import dependence of
enterprises for inputs was 37.5 per cent. Generally the ISI strategy has not
proven itself to be a viable strategy. The degree of linkages between
agriculture and industry is found to be weak. Agriculture is unable to supply
adequate and high guality products to industry and because of its low income
it did not create significant markets for manufacturing commodities. On the
other hand, the industrial capacity is limited to the extent that even the
basic agricultural inputs like fertilizers and pesticides have to be imported
fully from abroad. Moreover, Ethiopia's manufacturing exports are considered
a5 primary goods or intermediates with a high potential of further processing
and thus increasing domestic value added. Generally the present degree of
linkages is sc weak that it does not fit to a balanced and mutually
reinforcing approach as envisaged in ADLI strategy. Food, textiles, tobacco,
wood and furniture and paper and printing are branches where domestic input
substitution is likely to be feasible even under present circumstances. This

has been extensively covered in chapter IV.

In a nut shell it would not be wrong if, following the customary style, we
call the last three decades and half of the present one as the "lost decades"”
for Ethiopia. Although the statistics of the World Bank are not dependable (as

was criticised by the Economic Commission for Rfrica {ECA}, Ethiopia is at the
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tail of the world in most of the development indicators (like per capita GDP).
But two or three decades ago the same indicators placed Ethiopia at a better
position than some of the developing countriee. What went wrong? Can we

account all this for only by natural factors?

It is against this state of the economy that the present Transitional
Government of Ethiopia came up with a development strategy which is commonly
referred¢ to as an Agricultural Development-Led Industrialization (ADLI)
strategy. As explained at depth in Chapter II, the dekate o©on sectoral
pfioritization in the process of development is a fairly old one. Earlier
‘Agri-First' and ‘Primerdial Industrialization’ strategies were advocated. But
now there seems an agreement among development practitioners, academicians,
etc. for a need to a more ’'Balanced Development‘ approach. This is what we
refer here as an ADLI strategy. Theoretically ADLI strategy will bring about
development in a country through initially increasing productivity and thus
production in agriculture and then extracting the surplus produced to finance
the industrialization process. After agriculture reaches a level of surplus
production, i.e, both marketable and investible surplus, then the process of
industrialization will proceed at full swing. But this is the end and not the
beginning of the process. For backward agrarian economies like Ethiopia it
first aims at raising the productivity of agriculture under the framework of

a sustainable development.

Although the final goal of the strategy is to achieve a balanced and highly
interdependent agricultural and industrial development, the present low level
of development of the former do necessitate a bias for supporting the sector
in all its endeavours to break the vicious circle surrounding it. With this
consensus the remaining task will be to find strategies capable of initiating

growth in the agricultural sector.

In our view, the ADLI strategy is appropriate and timely for Ethiopia. Its
distributional dimension, its sectoral proportionality, and its product mix
{export-food, agriculture-manufacturing, etc) are all desirable. The overall
plan and programme of implementing the strategy in Ethiopia is also quite
convincing. But there are some crucial factors both inside and outside the
realm of the strategy that have considerable leverage on its success but which
have not been dealt with or overlocked and may be under estimated. The entire
purpose of this paper then is to identify these constraints which are
currently directly and indirectly affecting agricultural develcopment and trace
their connection with the strategy. But the paper as limited by time and space
as it is, its scope of discussion has been brief and general. Three of the
major weaknesses which form our points of departure (in section 2.6) are not

mutually exclusive but rather interrelated. The first is concerned with the
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financing of the strategy while the second and the third deal with economic

and/or technical and pelitical issues.

The increase in agricultural productivity and production is composed of
increases in factor productivity of land, labour and capital. But given the
urgency to produce more agricultural products, particularly food, most of the
promise is with capital and only partly with land. It has been explicitly
stated in Chapter VI that, despite the attention the strategy gives to
conservation activities, the heavy land degradation and loes of soil fertility
which characterised the agriﬁultural regions would not allow significant
increase in productivity in the coming few years. Conservation gives a long-
term solution and not a short-run way out. In the light of this, capital
through investment in agricultural technology (HYITs)} provides the best
alternative to boost agricultural production and feed the many Ethiopian
mouths. Particularly the agricultural inputs such as fertilizers, HYVs and

pesticides (when needed) are the guickly responding ones.

But Ethiopian agriculture by the virtue of its low consumption of these inputs
falls under the category of Low External Input Agriculture (LEIA). The present
ievel of use of these HYITs is indeed extremely low, even lower than in other
developing countries, A cross-country comparison has shown that per capita
food production was the highest in countries such as Korea, Holland, China and
India where fertilizer use per unit of cultivated land is high. Bistorical
analysis of the so-called Green Revolution which saved millions of lives in
the 1960's particularly in Asia and Latin America shows the same fact. In
Ethiopia teco, it is not by chance that the three known surplus producing
regions namely Arsi, Gojam and Shewa, are also the regions which consume the
highest proportions of the national supply. Dissenters might gquestion the
sustenance of such a strategy and its environmental impacts. But without going
far the situation in Arsi is the case in point. Although HYITs were first
introduced to the area by the CADU, after almost a decade of phasing-out of
the project, the region stands still first in the use of these inputs and
consequently in p;oducing surplus. Similar technological sustenance was
observed in Tanzania and other countries. Therefore for Ethiopia, as advised
by UNIDO, it is beneficial to further investigate the possibility of building
a domestic production capacity. This on the one hand strengthens the backward
linkage effects and on the other will reduce the country‘s scarce foreign

exchange expenditure on these inputs.

The other criticisms surrounding the technology are its environmental impact
and biasedness to better endowed areas and rich people. But we strongly defend
that these are largely management problems which can be solved by careful

planning of the process and thus do not create a fallacy of the strategy in
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Ethiopia.

If agricultural technological conditions are benign in Ethiopia it is
tautological that production will be the same. As discussed in Chapter VI,
different studies have alsoc indicated that what peasants and development
agents are demanding are precisely these HYITs. The case of West Gejam could
be cited as an example. Therefore, in contrary to the envisaged programme of
relegating or delaying the use of HYITe to later stages of the strategy, with
all these empirical evidence we insist that the stages be reformulated so that
the importance of agricultural technology be accorded adequate attention right
at the beginning of the process of sustainable development. Otherwise it is
difficult if not impossible to curtail the present crisis and in turn if these
falling trends are not reversed the future of Ethiopia will be in jeopardy.
After all, it is pertinent to emphasise that the efficacy of the strategy
depends on its success in achieving agricultural preductivity and production
growth, However, our argument for HYITs is particularly relevant for the
present situation. For the future, ‘appropriate techneology’ for which a lot
of optimism has been promised all over the world has to prove itself a way out

for Ethiocpia too.

One of the problems to expand the HYITs might be the scarcity of financial
rescurces. We agree that development to be sustainable has to be based on
domestic rescurces and this is what is meant by a 'self reliant’ develcpment.
At the same time, it 1is obvious that agriculture desperately needs huge
capital investment. Where can this capital come from? As extensively presented
in Chapter V, even while subsistence, Ethiopian agriculture has quzlified for
producing both investible and marketable surpluses. The point to be underlined
here is that with the present structure the resources flowing out of
agriculture are by far higher than the amount it is receiving. Given the
backwardness of the sector itself, this has shown in the past to be less
fruitful. Hence it can be argued that agriculture can very well support itself
and is capable of firnancing its development. But since there is an established
system where resources generated in the sector are also being used in other
sectors without which their performance might be affected, a strict rule of
sectoralism does not work. Except for only in 1965 and 1966, the economy is
characterised by negative savings. Therefore other alternatives need to be
found. Cbviously, since other sectors are not better-off the only option left

is foreign capital, This has been the subject of Chapter V.

Foreign finance c¢ould come in the form of aid, loan or credit and direct
foreign investment. In the past years it has been found that the share of
foreign capital investment in agriculture from total foreign finance was

higher than the share of government capital investment in agriculture from the
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total government expenditure. Thie leads to the conclusion that agriculture
received more attention from foreign capital than from domestic. Therefore
rather than undermining the role of foreign capital by misunderstanding the
notion of ‘self-reliant’ development, it is beneficial for Ethiopia to prepare
an 'enabling environment’' to attract foreign capital and use it effectively.
Foreign finance is delicate and apart from economic issues it is sensitive to
political and social phenomencon. These all demand, among other things, strong
determination, good-will and practicability from the home side. If properly
and carefully apprcached, all the three types of foreign finance could be
highly supportive of the development process. Indeed domestic capital remains

the most dependable resource.

The other area of concern will be with prioritization and allocation of
resources particularly, the public ones. Private investment can be left free
tc determine its own fate. It has been explicitly stated in official documents
of the government that investment priority will be given to exports,
agriculture, industry and services in this order. Without objecting to this
we feel that food production should alsc get equal treatment as the
exportables. If the rationale to encourage exports is to generate foreign
exchange, it is also beneficial to reduce the foreign exchange expenditure on
importing food items. For the years 1985-198%, the amount of money spent on
agricultural raw materials represented around 5 per cent of the total food
import bill. Importing food items puts Ethiopia at a comparatively
disadvantage position. If thie be convincing, we advocate for a balanced

export-food preduction system.

The impact of infrastructure particularly rural roads and communication on
agriculture in developing countries is a well understood subject, Research
in Ethiopia and elsewhere in the world has shown its importance to
agricultural development through allowing the flow of information, material
inputs, labour, technology, ete. Unfortunately like other sectors, Ethiopian
infrastructure is in a rudimentary stage. This calls for a fast action towards
improving the situation. The two processes of long-term agricultural
development, Commoditisation and Deagrarianization can only materialize if
there be a well developed infrastructural system. Although the sub-sector is
identified as one of priority areas in terms of future investment, we feel
that the priority accorded to it is less, Given the resource constraint one
can not expect a dramatic change in the situation. But what we are saying is
let it be started now and may be the power of compcund interest might work in
its own way. Let the people and investors be encouraged, motivated and

supported.
Finally the diagnosis of Ethiopian agricultural ailments will not be complete
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if its political dimensions are not scrutinized. As very concisely and
generally presented in Chapter VI, the gquestion of land tenure, the
regionalization programme and the political instability situation are directly
and indirectly affecting agricultural production in Ethiopia both in the past
and present. Theoretical, practical and empirical evidences indicate that
security in land tenure system encourages land management and conservation
which consequently increases agricultural production. Despite this there is
no clear land tenure system in the country. Therefore adopting a land tenure
system which guarantees security and which suits the main stake holders, the

farmers, is a very pressing problem and needs immediate solution.

The new regionalization programme currently underway in the country has also
implications to the success of the ADLI strategy. While the strategy tends to
concentrate on economic regionalization where every region will specialize in
its own potentials with a sense of mutual support, exchange and fair share of
the 'national cake’, the radical regionalization programme on the other hand
creates very strict procedures which, we believe, reduce inter-regiocnal
interaction. Given the terms of trade difference, no one region likes to be
an agricultural region of the other. There is enough experience in other
countries., Moreover, it alsoc poses a question of mobilization of investment
resources from one region to another. With the present scenario, only few
regions are self-sufficient. Therefore, it is mot clear how two paradoxical
processes of (i) reducing regional disparity through a fair distribution of
national resources and, {(ii) a delineation and re-delineation of regions based
on criteria which do not take into account economic interrelations and
consequently which hamper the movement of resources, people, know-how, etec,
from one region to the another, can go tegether. However, it is too early to
generalise and time will tell us whether the programme is authentic and will

bring abcut the desired results as targeted in the ADLI strategy.

For a longer time Ethiopia's political system has been characterised by
instability. No one knows the adverse impacts of political instability on
economic development, be it agricultural or non-agricultural, better than
Ethiopia and the Ethiopians. The country has been burning under the ravages
of war for the last two decades. The end result was the perpetuation of
poverty and other social evils. Even today all implications lead to the
conclusion that the political problems of the country are far from getting

solved.

If there is good-will, determination, commitment, respect for the people and
love for the country, the solution is simple. Let all concerned parties both
at home and abroad come together to a round table and discuss their

differences, debate their ideas, be open for reconciliation and come up with
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mutually acceptable arrangements. After all, this is what democracy is all
about in its real sense. If on the contrary egoism, nepotism and chauvinism
happen to dominate the political scene of the country the prospects for peace,

stability and conseguently development are very dim.

In summary these are few of the challenges ahead of Ethiopia‘s development
endeavour. Solution to Ethiopia’s agricultural development problems ie always
possible. What ies lacking is the political will and understanding of the
dynamice of rurai and agricultural development. It is the ideclogical hang-ups
and short-sightedness of the policy makers that have long created the
illusions of its insolubility. Development is a complex process and thus
unitary factors, such as investment, technological change, political
solutions, etec. individually weould not bring about any meaningful development.
In addition to the above, the credit system (accessibility, procedure, etc.},
organizational issues, extension education, population pressures, etc. need
also to be improved. Only the interaction and co-existence of these and other

variables will give solutions to the problems at hand.
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Annex 3 Regression Analysis of the dependent variables Food production (Food) and Income (INC) on the
independent variables, Fertilizer (FER) and Credit (CRE).

4.1 LS FOOD € FER

VARIABLE COEFFICIENT  STD. ERROR T-STAT. 2-TAIL S1G.
¢ 4.7451630 0.13504%99 35.136374 0.0001
FER 0.3330883 0.0702909 4 7387089 0.0178
R-squared 0.882147 Mean of dependent var 5.050078
Adjusted R-squared 0.842862 5.0. of dependent var 0.669769
S.E. of regression 0.265500 Sum of squared resid 0.211472
Log Likelihood 0.813064  F-statistic 22.45536

Durbin-Watson stat 2. 948034 Prob(F-statistic) 0.017820

4.2 LS FOOD C CRE

VARIABLE COEFFICIENT STD. ERROR T=STAT. 2-TAIL S1G.

o 2.3045B62 1.86B4431 1.2334260 0.3052

CRE 1.0176346 0.6856746 7.4841364 0.2344
R-squared 0.423372 Mean of dependent var 5.050078
Adjusted R-squared 0.231163 $.D. of dependent var 0.669769
5.E. of regression 0.587276 Sum of squared resid 1.034679
Log likelihood -3.156326 F-statistic 2.202661
Durbin-Watson stat 2.814692 Prob(F-statistic) 0.234426

4.3 LS FOOD C CRE FER

C 4.0747184 1.1081838 3.6769336 0.0667

CRE 0.25998%0 0.4256848 0.6107548 0.6035

FER 0.2992417 0.0%65265 3.1001000 0.0902
R-sguared 0.900672 Mean of dependent var 5.050078
Adjusted R-squared 0.801345 $.D. of dependent var 0.66976%
S.E. of regression 0.298521 Sum of squared resid 0.178230
Log {ikelihood 1.240608 F-statistic 9.067687
Durbip-Watsen stat 2.998151 Prob{F-statistic) 0.099328

4.4 INC C FER

¢ &6.1374709 0.2212178 27.744021 0.0001

FER 0.1760928 0.1151397 1.5293837 0.2236
R-squared 0.438097 Mean of dependent var 6.298670
Adjusted R-squared 0.250798 $.D. of dependent var 0.502449
$.E. of regression 0.434902 sum of squared resid 0.567419
Log Likelihood -1.654453 F-statistic 2.339015
Durbin-Watson stat 1.941502 Prob(F-statistic) 0.223648
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4.5

4.6

4.7

4.8

LS INC € CRE
VARIABLE COEFFICIENT STD. ERROR T=STAT. 2-TAIL S1G.
o 3,4618557 0.8189163 4.2273620 0.0242
CRE 1.0514836 0.3005230 1.4588458 0.0395
R-squared 0.803174 Mean of dependent var 6.298670
Adjusted R-squared 0.737566 5.0. of dependent var 0.502449
S.E. of regression 0.257396 Sum of squared resid 0.198758
Log likelihood 0. 968068 F-statistic 12.24192
burbin-Hatson stat 1.116571 Prob(F-statistic) 0.039514
LS INC C FER CRE
VARIABLE COEFFICIENT  STD. ERROR T-STAT. 2-TAIL SIG.
c 3.8078001 1.0696373 3.5598986 0.0706
FER 0.0584821 0.0931689 0.6276992 0.5943
CRE 0.9034137 0.4108780 2.1987395 0.1589
R-squared 0.835568 Mean of dependent var 6,298670
Adjusted R-squared 0.671136 5.D. of dependent var 0.50244%
S.E. of regression 0.288138 sum of squared resid 0.166046
Log likelihood 1.417621 F-statistic 5.081543
Durbin-Watson stat 0.986649 Prob{f-statistic) 0.164432
LS INC C FOOD
VARIABLE COEFFICIENT STD. ERROR T-5TAT. 2-TAIL SIG.
C 3.2924325 1.3403859 2.4563318 0.0912
FOOD 0,5552852 0.2635709 2.2585396 0.1091
R-squared 0.629675 Mean of dependent var 6.298670
Adjusted R-squared 0.506234 $.D. of dependent var 0.502449
S.E. of regression 0.353043 Sum of squared resid 0.373%961
Log Likelihood -0.612087 F-statistic 5.101001
Durbin-Hatson stat 2.172767 Prob{f-statistic) 0.109073
LS INC C CRE FOOQD FER
VARIABLE COEFFICIENT STD. ERROR T-STAT. 2-TAIL 8IG.
o 1.1597636 3.1156409 0.3722392 0.7731
CRE 0.7344547 0.4679839 1.5694014 0.3612
FOOD 0.6498698 0.7136610 0.9106142 0.5298
FER -0.1359861 0.2347286 -0.5793332 0.6657
R-sguared 0.910108 Hean of dependent var 6.298670
Adjusted R-squared 0.640432 $.D. of dependent var 0.502449
S.E. of regression 0.301288 Sum of squared resid 0.090775
Log Likelihood 2.927343 F-statistic 3.374823
Durbin-Watson stat 1.277943 Prob(F-statistic) 0.375943
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Annex &4 Correlation Coefficients for the variables Credit (CRE), Fertilizer (FER}, Food (FOOD), Income
(INC) and High Yielding varieties (HYV)

5.1 COVA CRE FER FOOD INC

5.D.

variable Mean Mai mum Minimum
CRE 2.6979157 0. 4282469 3.2995340 2.2300140
FER 0.9154193 1.8885826 1.4594660 -1.2039730
FOOD 5.0500785 0.6697689 5.7838250 4.,0253520
INC 6. 2986697 0.5024487 6,8448150 5.5568280
Covariance Correlation
CRE, CRE 0.1467163 1.0000000
CRE, FER 0.3714688 0.5741194
CRE, FOOD 0.1493036 0.6506704
CRE, INC 0.1542698 0. 8962000
FER, FER 2.8533954 1.0000000
FER, FOOD 0.9504327 0.9392266
FER, INC 0.5024625 0.6618%01
FOOD, FOOD 0.3588723 1.0000000
FOOD, INC 0.2136314 0.7935209
INC, INC 0.2019638 1. 0000000
5.2 COVA CRE FER FQOOD HYV INC
vVariable Mean S.D. Maximum Minimum
CRE 2.6979157 D.4282469 3.2995340 2.2300140
FER 0.9154193 1.8B85826 3.4594660 -1.2039730
FOOD 5.0500785 0.669768% 5.7838250 4.0253520
HYV 0.7475339 1.3186675 3.0445230 0. 0000000
INC 6.2986697 0.5024487 6.8448150 5.5568280
Covariance Correlation
CRE, CRE 0.1467163 1. 0000000
CRE, FER 0.3714688 0.5741194
CRE, FOOD 0,1493034 0.6506704
CRE,HYV 0.3850842 0.8523859
CRE, INC 0.1542698 0. 8962000
FER, FER 2.8533954 1. 0000000
FER, FOOD 0.9504327 0.9392266
FER,HYV 1.3912433 0.6982997
FER, INC 0.5024625 0.6618901
FOOD, FOOD 0.3588723 1.0000000
FOOD , HYV 0.4317493 0.6110566
FOOD, INC 0.2136314 0.7935209
HYV,HYV 1.3911071 1.0000000
HYV, INC 0.3341099 0.6303363
INC, INC 0.2019638 1.0000000
5.3 COVA FOOD FER CRE
Variable Mean S.D. Masimum Minimum
FOOD 5.0500785 0.6697689 5.7838250 4.0253520
FER 0.9154193 1.8885826 3.4594660 -1,2039730
CRE 2.6979157 0.4282469 3.2995340 2.2300140
Covariance Correlation
FOOD, FOOD 0.3588723 1.0050000
FGOD, FER 0.9504327 0.9392266
FOOD,CRE 0.14930346 0.6506704
FER, FER 2.8533954 1.0000000
FER, CRE 0.3714688 D.5741194
CRE,CRE 0.1467163 1.0000000
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