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Chapter Eight
Economic Reforms of Ethiopia
Ethiopia is one of the poorest country in the world and it required reform as of 1990s with in different sectors of the country resource and economy. 
In 1974/75 Ethiopia made a transition from a mixed economic system to a totally controlled economy that pushed the economy downward. During the central planned economy, the restrictions and taxation on the Ethiopian economy were substantial.
For instance, farmers in the main cereal growing areas had to supply a predetermined quota of grain to the government at a fixed low price and taxation levies on both rural and urban households were substantial factors of production. Also other markets were restricted, and rural wages and other market factors were repressed, and private sector developments were totally discouraged.
It has been documented that the per-capita income was birr 211.17 in 1973/74 and that it declined to 180.3 in 1990/91. In the mid-1980s, famine and war not only created a huge humanitarian disaster, but also pushed the economy farther back. In terms of growth rate, the average GDP growth rate was less than two percent (2%) in the period 1973/74-1990/91. Population, on the other hand, grew at about 2.9% in the same period, causing a deterioration in the living standard of the society at large. Military expenditures absorbed about 12-16 percent of the GDP, while the fiscal deficit increased from 11.9 percent in 1987/88 to 13.2% in 1990/91.

Absolute poverty is a state of poverty where an individual’s daily income is below one dollar.
		
The poverty situation in the country was among the worst in the world. It has been documented that about 50% of the population in the country cannot afford the minimum food requirement.


For instance, 52% of the rural and 36% of the urban population were unable to meet the minimum food requirement. This means that food poverty in rural areas was higher than in the urban ones. On top of this, 47% of the rural population and 33% of the urban population were found to be in absolute poverty.
Furthermore, during the entire Military era, gross domestic saving was between 2.8% and 12.5% of the GDP, which was 14% of GDP in 1973/74. The public deficit became a huge burden on the economy, reaching 8.6 billion USD in 1990/91. The per-capita debt burden (356 birr)   was far greater than the percapita income of the country (18.3 birr).  
The reason for the problematic performance of the economy was, among other For instance, the annual growth rate of the agricultural sector averaged less than 2% during the Derg. Hence the agricultural sector was serously affected by the economic crisis, and it was totally incapable of protecting itself from the major economic collapse. Therefore, the performance of the  Ethiopian economy progressively declined during the Derg.
	NoteBudget Deficit - is said to exist when governmentexpenditure’s in excess ofgovernment revenue.

This major economic collapse called for substantial reforms in the country.
In order to lift the economy from its low level of development that had beencaused by natural and human-madecatastrophes aswell as rigidmacroeconomicTransitionalpolicies, Government of Ethiopian (TGE), which came into power on 28 May 1991, took steps to rehabilitate and reconstruct the war-damaged economy by adopting market-oriented economic policies scheme and stabilization and structural adjustment program (SAP) .
8.1.1 Introduction to the Structural Adjustment Program	
In response to the near collapse of the Ethiopian economy, coupled with unsustainable internal and external imbalances like the high inflation rate, negative interest rate and unviable debt ratio, the government of Ethiopia (GOE) in 1993 initiated a Structural Adjustment Program (SAP) for the period 1993_1996 with the support of the International Monetary Fund (IMF), World Bank (WB), African Development Fund (ADF) and other multilateral and bilateral donors.
· The Structural Adjustment Program’s refers to the reorganization of institutions, economic activities and the entire social system, in line with market-oriented
· The Structural Adjustment Program’s refers to the reorganization of institutions, economic activities and the entire social system, in line with market-oriented economic systems. The overall goal of SAP was stabilization and adjustment. 
The stabilization policy focused on restoring macroeconomic balance and reducing inflation and government budget, controlling the economy and the like. The Structural Adjustment Policy focused also on removing constraints on the supply side and pay a close attention to the production of export crops through depreciation of the real exchange rate and other incentives.
· The Structural Adjustment Polices were also aimed at encouraging the development of the private sector, fostering competition throughout the economy and promoting the process of market determination of all prices, including exchange rates and interest rates. The main objectives of SAP include revival of economic growth, reducing macroeconomic distortion, improving economic efficiency and resource allocation and expanding the productive capacity of the economy.
 (
Broadly speaking, the structural adjustment program has three components 
Expenditure reducing policy 
Expenditure switching policy 
Institutional policy reform 
Expenditure reducing policys:
I_ i
t is a policy of reducing  spending level in 
the economy by adopting stringent monetary policies such as tight money supply, credit control and reducing public deficit. The aim of this policy is to curtail domestic demand so that demand-pull inflation can be prevented and domestic saving can be promoted.
B. Expenditure switching policy:
 it is a policy of redirecting productive resources from nonproductive sectors to productive sectors or investments. Such a policy incorporates 
exchange rate devaluation, trade intervention, taxes, tariffs, and deregulation of price.   
Institutional policy reform:
 it is a policy of restructuring institutions towards 
Competitiveness and efficiency through a market-oriented economy. The policy reform includes trade liberalization, privatization, reducing the state holdings in the economy, fiscal reform, financial market reform, and the like.
Deregulation of prices_
 refers to leaving the market price for commodities and determined by the market force of demand and supply factors of the production be without any government intervention.
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8.1.2 Structural Adjustment Policy Measures Undertaken in Ethiopia
Ethiopia responded to the problem discussed in 8.1 by undertaking appropriate policy measures aimed at correcting imbalances in the economy, promoting the role of market forces in allocating resources, and  removing impediments to the development of the private sector. The main policy measures for achieving the country’s development objectives were:
1. Macro Economics reform includes :_ 
· Monetary policy
· Exchange rate policy
· Fiscal policy
· Interest rate policy
A. Monetary policy:_ The government of Ethiopia pursues a tight monetary policy to ensure consistency in money expansion with low inflation, rapid economic growth and external balances.
B Exchange rate policy: in 1992, a devaluation scheme was adopted to encourage exports and discourage imports. This helps to narrow the gap between export and import and thereby improve current account. It also helps to narrow the gap between official and black-market rates and abolish illegal trade in   the country.
C Fiscal policy: is defined as the part of government economic policy which deals with taxation, expenditure, borrowing and the management of public debt in the economy. Such policy reform is undertaken to reduce fiscal deficit by greatly reducing government expenditure and expanding the tax base. At a time of depression and unemployment, the government should spend more than its revenue and thus insure a deficit in the budget. 
D Interest rate policy: interest rate ceilings were abolished so as to enable it to reflect the state of the finical sector.
2 .  Privatization: with the objective of economic efficiency and profitability, a number of public enterprises have been privatized, and the process of privatization is still underway. 
3 . Transport deregulation: zonal restriction on transport service was abolished. To improve the financial performance of the sector, transport tariff rates have been revised.
4 . Domestic price liberalization: price controls were abolished; prices of state-owned industrials and agricultural products were left to be determined by the market force of demand and supply.
5 . Foreign trade liberalization: restrictions on trade were lifted by introducing a system of open general license.  Export taxes on all commodities, except on coffee, were removed. Trade liberalization reacquired removal of import barriers inclining the replacement of quantitative restriction (quota) by tariffs whose rates are to be revised over time. Accordingly tariff rates have been revised and reduced.
B Private sector reform: this measure is undertaken to encourage the participation of the private sector in the economic growth and development endeavors of the country. As a result the investment policy was revised in such a way as to promote both domestic and foreign investments and also to expand production activities and employment in the country. Absorption of foreign technology know-how and technical skills by Ethiopian entrepreneur also a part of investment objectives.
8.2 performance of the economy after the new economic reform program

	What is your opinion about the new economic reform program taken by the government? 
The trend of economic growth for the period between 1960 and 1992 was unsatisfactory. This very dismal economic performance was caused by a number of factors, including rigid macroeconomic policies, protracted war, and recurrent droughts, which drained huge amounts of the country’s resources and created a hostile external environment. The problem of the drought was the most severe of all. 
            It has been documented that the extent of drought varies from period to period, and that, between 1960 and 1992, drought and famine occurred at least nine times. The size and magnitude of rainfall has substantial effect on the performance of the entire economy, and so the above-mentioned drought conditions shrank the economy significantly.
        Between 1963/64-1998/99, regardless of the policy regime, real GDP grew, on average, by 2.97%, while population grew, average, by 2.9%, resulting in a 0.06% (2.97%-2.91% = 0.06) annual growth rate per-capita income. This indicates that the economy had stagnated for the last three decades or so.
       You can see that the public sector deficit declined between 1989/90 and 1998/99,  except in 1993/94 and 1998/99. In the latter years there was the Ethio- Eritrea war, which resulted in the highest recurrent expenditure. Thus, in the area of public deficit reduction, it can be concluded that the program was a success.
Notice that average growth rate of agriculture decreased, the industry sector showed improvement, and the service sector increased in 1996/97-1998/99.
Notice that the period of the reform program showed an improvement in all indicator except in Gross Domestic Saving. 
A higher share in gross capital formation (GCF) was achieved due to the creation of an enabling environment, especially for the development of the privatesector,and to the mobilization of available resources.
A total of 50/50 projects were approved between 1992/93 and 1998/99 for a total amount of 41.5 billion birr, of which 1491 have actually commenced operation for a total amount of 8.8 billion birr. 
What is your understanding of the investment policy taken by the current government?

It is widely known that the ancient country of Ethiopia underwent a period of turmoil, economic stagnation and famine during the 1970s and 1980s. In 1991, the Military government was replaced by the Transitional Government of Ethiopia with the introduction of new political and economic policies. In terms of the economic reform policy, a new program was launched with one of its primary objective being to build an economy in which the private sector plays a leading role. To enhance the role of private investment in the development process, various policy measures have been taken by the government. The policy measures were designed to eliminate discrimination against the private sector and to create a conducive environment for private investment.
Investment Proclamation No. 15/1992 was issued as the first policy measure by the Transitional Government of Ethiopia (TGE) for the purpose of encouraging both domestic and foreign investment. This proclamation removed restrictions. 
on private investment and allowed for wide participation of the private sector. Several investment incentives were provided under Article 13 of the proclamation. The proclamation states that domestic and foreign investors shall be entitled to exemption of import and export related taxes and duties, income tax withholding and some other benefits. Further more the proclamation listed available investment opportunities in the country. 
 (
The investment areas that are reserved only for government are: 
Defence 
Heavy industry 
Large-scale  electrical and  energy work 
Large-scale air and marine transportation 
Postal and telecommunication servicese. 
The minimum investment capital requirement for the private investors in the 
)
country was also indicated. In the proclamation foreign  investors were required to have a minimum investment capital of $USD 500,000 and deposit in cash of  not less than 25% of the investment capital. With regard to domestic investors,  they were required to have a minimum capital of Ethiopian birr 250,000. However, it is stated  that these minimum investment capital requirements could  be lowered in areas of special interest such as technology and know-how.
Later, Proclamation No 15/1992 was revised as Proclamation No. 37/1996. The new proclamation solved the shortcomings of Proclamation No. 15/1992, by reducing the minimum capital requirement for foreign investors from the previous $USD 500,000 to  as low as $USD 100,000 and by lifting off 25% of the cash deposit.
The new investment Proclamation No. 280/2002 amended by Proclamation No 375/2003  was enacted with a view to :
· Encouraging and promoting the private sector in the economic development of the country.
· Widening the scope of participation of foreign investment 
· Creating a transparent and efficient system of investment administration; this investment proclamation provides that a foreign investor can investment either
· As a sole proprietor with full equity ownership
· Jointly or in partnership with domestic investors or the government
The law also stipulate the following capital requirements:
	A minimum capital of USD 100,000 for single investment project in cash or in kind for the wholly foreign owned investor.
A minimum of capital USD 50,000 in cash or in kind per projects in areas of engineering, architecture, accounting, and audit service project or business management consultant service


From the Chapter Eight, before answer the review question you have to read the textbook, 
hand out and any related materials.
1) What is reform?
A dictionary defined it as to improve (some or something) by removing or correcting faults, problems, etc. or to improve your bad behavior or habits.

2) What is structure?
3) Why the reform was is needed in Ethiopia?
4) What was the problem which required Economic reformation?
5) What was the problem with Ethiopia during 1974 and after?
6) What is the difference b/n poverty and absolute poverty?
7) How do you describe poverty in our country?
8) What the cause of poor performance of the country economy?
9) What is budget deficit?
10) What are the two major tools used by Transitional government of Ethiopia?
11) What is structural adjustment program (SAP)?
12)  What was the focus area of SAP?
13) What are the three major components of SAP and their meaning?
14) What is deregulation of price?
15) What are the major policies used by SAP and development objectives?
16) External balance is__________________
17) The economic performance from 1960 and 1992 was unsatisfactory b/c of______
18) How do you compare the GDP and the population growth of Ethiopia on average?
19) What was the main objectives of 1991 economic reform program?
20) What are the areas of investment that reserved only for governments?
21) What was the main objective of proclamation number 280/2002 and 375/2003?











