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ABSTRACT 

Why Ethiopian Airlines Becomes successful and what are the Lessons for Other Public 

Companies? 

Selamawit G/egziabher 

Addis Ababa University, 2012 

This research has been done to solve the relatively poor performance problem of 

different public companies and enhance economic growth of Ethiopian economy 

through public sector capacity building. Accordingly, this study examined the success 

of Ethiopian Airlines, its determinant factors as well as lessons that can be taken by 

other public companies from its experience. In doing that, descriptive as well as 

econometric analysis based on performance indicators and endogenous growth model 

are respectively used. 

-------'lThe-resttlts--etf--tleseripti-ve--ltf\ftlys-is-itlciieale Ihftl ...... Ethitlpiftft--Ait>lines-is-a-sl:leeessfu-l-------'

enterprise. This is mainly because the airline is a profitable, with a culture of continuous 

improvement, paramount productivity growth, higher market share etc. In this regard, 

several factors have contributed for the success of thc airline: its working standard, 

overall system, dedication of workforce, safety trend, best practice, current and 

recurrent trainings, formation history, state art teclmology, autonomous management, its 

market strategy, visionary leadership style etc. Similarly, the results of econometric 

analysis reveal that the major determinants for the growth/success of Ethiopian Airlines 

are physical capital accumulation and human capital creation. Therefore, it is the 

combination of the earlier qualitative determinants with both physical and human 

capital that has played a significant role for its success. Finally, based on the findings , 

government and different public enterprises can take the aforementioned success 

leading factors as a lesson. Provided that different public enterprises have different 

character of their own that they should apply everything based on the type of their 

business. 
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CHAPTER ONE: INTRODUCTION 

1.1 Background of the Study 

Ethiopian Airlines (Ethiopian) (ET) is a government owned company found in the capital 

city of Ethiopia, Addis Ababa, with its head office located at Bole International Airport 

(Ethiopian Fact Sheet 2011). The airline, which was established on 1945, is one of the 

worlds and Africa's oldest airlines, with over sixty years of existence (Iches et.al 2005). 

On April 08, 1946, the airline started operation by making its first domestic flight to 

Gondar and international flight to Cairo (Saunders 1971). This makes the airline to take 

the pioneer position in African air transpOli industry (Bahru 1988). 

Air transport provides seyeral far reacbin 

(Aviation n.d.). Explicitly, it is essential to create employment 0ppoliunity, growth and 

sustainability of tourism, fast and efficient trade, sustainable economic growth and the 

likes (Aviation n.d.). In this regard, Ethiopian Airlines provides several benefits to the 

country as well as to different stakeholders through the provision of different services to 

its customers (Civil Aviation Authority 2007). For instance, by being source of direct and 

indirect employment and hiring essential amowlt of human resource, it plays a significant 

role in an attempt to overcome the problem of high unemployment in the country 

(Nyaringo 1964). Besides, it encourages the national tourism sector by facilitating 

transportation for a number of tourists from different patiS of the world and it also has 

other benefits (African Aviation 2006; Civil Aviation Authority 2011), which would be 

discussed later in detail. 
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Additionally, different literatures categorize Ethiopian Airlines as one of the successful 

airlines found in Africa and as a major industry in Ethiopia (Ethiopian Factsheet 2010). 

In a thesis entitled African Air Transport in the 21'1 Century: a case study of a 

contrasting experience of Nigeria and Kenya, describes Ethiopia as a country which has a 

successful air transport experience and in the detail analysis Ethiopian Airlines is 

recognized as a successful airline (Fatokun 2005). Similarly, in a thesis entitled as The 

Economic Effects of Progressive Air Transport Liberalization in Africa: The Case of 

City- Pair Routes toljrom Addis Ababa, Ethiopian Airlines is considered as a successful 

African flag carrier airline (Megersa 2007). Moreover, the airline' s 2010 annual report 

attests the airline's significant revenue increase despite the apparent declining of world's 

Likewise, different studies pointed out several factors for the exhibited success of the 

airline. Accordingly, the credibility of its training facility is one reason for the 

outstanding record of service that the airline has maintained (Saunders 1971). In line with 

this, the utilization of Information and COl1m1Unication Teclmology (lCT) at 

organizational level plays a major role for the success of the institutional business. And, it 

is asserted that Ethiopian Airlines uses such technology at a large scale (Alazar n.d). 

Hence, this in turn, has played a significant role in enabling Ethiopian Airlines to make 

major enrichment in its business (Selamta 200 I). The safety record of the airline has as 

well played a vital role for its success (Bofinger 2009). In addition, dedication of the 

human resource, promotion and others are also mentioned as factors for the great 

performance of the company (African Aviation 2006; Nyaringo 1964). 
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All in all, the aforementioned list of contributing factors for the success of Ethiopian 

Airlines should not be taken as exhaustive. Therefore, the purpose of this research is to 

see whether they actually are the reasons for its success or not. And also, it is to see if 

there are other factors to that effect. Thus, with the support of extensive research an 

attempt is made to throw light into the success story of Ethiopian Airlines so as other 

public companies can grasp a valuable experience. In doing so, the determinant factors 

are identified and can be used as a tool for performance upgrading of other public 

companies in Ethiopia. 

1.2. Statement of the Problem 

Having a low per capita income, Ethiopia is among the countries with an appalling level 

of poverty in the world (Mankiw 2008; Daniel 2011). As a result, the government of 

Ethiopia has made different reforms at different times. Of which, the 1992 reform has 

two major objectives which include reducing poverty and enhancing economic growth of 

the country. Therefore, to meet the aforementioned objectives the government has planed 

different strategies and building capacity of the public sector is one amongst (Alemayehu 

& Tadele 2004). 

Public sector refers to the group of enterprises owned by a government that sell goods 

and services in a market (Jones 1982). Especially in developing countries, services such 

as telecommunications and postal services, electric and gas utilities, most forms of non

road transportations; mainly airlines and railroads, banks, security and defense etc are 

publicly owned (Megginson & Netter 200 I). One major justification for the need of such 

public enterprises is the fact that they are considered as necessary tools to promote 

economic growth (Rondinelli & Iacono 1996 cited by Megginson & Netter 200 I). 
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In Ethiopia the airline industry, banking industry, oil industry and so forth are publicly 

owned (Alazar nd). More specifically, some of the government owed enterprises in 

Ethiopia include the Ethiopian Airlines, the Ethiopian Shipping lines, the Ethiopian 

Teleconmmnications Corporation and Commercial Bank of Ethiopia etc (Alemayehu & 

Tadele 2004). 

Being Ethiopian Airlines is a public owned company; the concern of the researcher here 

is to evaluate the performance of this company in order to ensure its success and to 

determine the reasons for that. So that, lessons for other public companies can be drown 

from its experience which this helps to build the capacity of the public sector. Then, this 

in turn, helps to meet one major aim of the country: enhancing economic growth of 

IOpia. 

1.3 Objective of the Study 

Analyzing why Ethiopian Airlines becomes successful and identifying the lessons for 

other public companies is the core objective of the analysis. The specific objectives 

include: 

:» to assess the performance of the airline 

:» to determine factors for the success of the airline and 

:» to draw lessons for different public companies 

1.4. Research Questions 

Hence, this study deals with the following questions: 

:» Is Ethiopian Airlines Successful? 
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~ What are the factors that contribute for the success of the airline? 

~ What are the lessons that can be taken from the experience of the airline by other 

public companies? 

1.5. Method of Analysis 

In this study descriptive and econometric analysis methods are used. In the descriptive 

analysis, both primary as well as secondary data are collected from Ethiopian Airlines 

and various air transport journals. In this regard, personal observation, semi-structured 

questiOlmaire and interview are used to collect the primary data. Besides, 30 years time 

series data is gathered from Ethiopian Airlines and Ministry of Transport so as to make a 

co-integration analysis using co-integrating V AR. 

1.6. Scope of the Study 

In this research an attempt is made to find out the success/growth determinants of 

Ethiopian Airlines and lessons for other public enterprises from the airlines experience. 

Besides, the researcher treats success evaluation of the airline as part of the study so that 

it can be used as groundwork while undertaking this study. Then, the research is made 

based on the data gathered from Ethiopian Airlines staff members which specifically is 

from head office of the airline (Bole International Airport), Ethiopian Airlines ticketing 

offices and Civil Aviation Authority. While analyzing some data, over 30 years of time 

period is taken to observe the trends of different variables. 

In this study no companson IS made between Ethiopian Airlines and other public 

companies due to the fact that there is much dissimilarity among them and it needs much 

more time to make detail analysis. Besides, the objective of the study it to identify 
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possible lessons for others relying on Ethiopian Airlines which is evaluated based on 

performance indicators. Therefore, this research forwards only an implication for the 

different public companies of the country so that they can take the lesson in a way that 

matches the business system of their own company. 

1.7 Significance of the Study 

As pointed out earlier, the goverrunent of Ethiopia has made several objectives in order to 

eradicate the unfavorable poverty condition of the country. One way for doing that is to 

enhance the economic growth of the country through different ways, among which, 

building the capacity of the public sector can play a vital role. Thus, the primary 

significance of this study is to find a way to enhance the public sector performance via 

the lessons taken from the success expenence of Ethiopian Airlines. The study is also 

essential to provide additional findings on the issue and can also be used as groundwork 

to do other related research issues. 

1.8 Limitation of the Study 

While conducting this study several limitations were there which hold back the research 

not to produce even better work than this. Therefore, the basic limitations of the study 

include: 

:» Limited sample size due to the fact that Ethiopian Airlines does not allow to have 

large sample size which is in fact with a justification that it consumes much time 

ofthe workforce and brings work inefficiency in the company. 

:» This study cannot made analysis about different public comparues so that no 

comparison is made between Ethiopian Airlines and other public companies. So, 
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the researcher only provides implication for other companies from the success 

experience of the airline. 

~ Part of the research depends on respondents' perception towards the success of 

the airline and the determinant factors as well. 

~ This research does not go in to detailed analysis about performance evaluation of 

the airline due to the fact that this issue by itself can be treated as one research 

topic which needs detailed analysis with plenty of times. 

~ Due to data limitation, the numbers of observations in the empirical analysis are 

30 years. 

rgamzatIon of t e Study 

This thesis comprises six chapters: the first chapter is introduction. The second chapter 

deals with background of Ethiopian Airlines and in the third chapter, review of 

theoretical and empirical literatures proceeds. The fourth chapter presents methodology 

of the study. Then, data analysis and interpretation is addressed in chapter five. The last 

chapter provides conclusion and implications based on the analysis result. 
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CHAPTER TWO: BACKGROUND OF ETHIOPIAN 
AIRLINES 

This chapter initially reviews about world, Africa and Ethiopia's air transport history 

briefly. Then, discussion proceeds with the back ground history of Ethiopian Airlines and 

important events of the airline during the different regimes of the country. Then, the 

airline's contribution to the economic growth of Ethiopia is provided. Finally, 

justifications are made for the above reviews. 

2.1 Brief History of World and Africa Air Transportation 

Air transportation is a method of transportation by which people as well as materials 

move from one place to the other through the air (Donohue & Zellweger 2001). The chief 

advantage of this method is the considerable amount of time saved because of the high 

speed of the flight (Faulks 1969). 

The history of air transportation in the world begins in the year 1903 with the first flight 

made by Wright brothers in North Carolina (Trani 2005). Afterwards, on January 1, 

1914, the world's first scheduled flight was made with across the bay separating Tampa 

and St. Petersburg, Florida (Bowen & Rodriguez 1988-2011). Subsequently, commercial 

aviation has progressed starting from World War I and World War II when, better 

aircrafts were quickly designed and impOltant teclmological advance in the air 

transportation was made, which this leads growth in the air transportation (Bowen & 

Rodriguez 1988-2011). Then, as Bowen and Rodriguez put it out, more than century after 

the first flight, the aviation now is intertwined in everybody' s life across much of the 

world. 
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The aviation history in Africa has dual facet, on the one hand the size and terrain 

situation of the continent calls for a developed aviation. On the other hand the lack of 

cooperation among the regions especially at the early time of the industry establishment 

led to isolated development among the regions and no integration of the continent with 

the rest of the world (MyFundi 2011). As a result, the beginning history of the 

commercial aviation in Africa is presented separately dividing the continent in to four 

regions as East Africa, West Africa, South Africa and North Africa. 

On the east side of the continent, three countries which include Kenya, Tanzania and 

Uganda together formed East African Airways (EAA) Corporation in 1946 (Goldstein 

1999). Subsequently, in 1967 these three countries formed an economic union called East 

the political divergence among the capitalist Kenya and Socialist Tanzania as well as the 

crisis of Uganda under the rule of Idi Amid led the termination of the EAC and creation 

of three autonomous airlines (Goldstein 1999; Debrah & Toroitich 2005). 

Likewise, on the west side of the continent, west African countries including Benin, 

Cameron, Central African Republic, Chad, Congo Brazzaville, Gabon, Cotdivore, Mali, 

Mauritania, Niger, Burkina Faso and Senegal jointly signed a treaty which brought Air 

Afrique in 1961(Bofinger 2009; Goldstein 1999). However, after being sold to private 

investors and Air France for $69 million with debt of $500 million it collapsed in the year 

200 I (Bofinger 2009). 

Unlike, the Eastern and Western counterparts the South African commercial aviation 

history has different evolution (MyFundi n.d). The contemporary South African Airways 
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was formerly known as Union Airways before it was bought by the South African 

government and renamed as South African Airways in 1934(Goldstein 1999; MyFundi 

n.d). As per the former encyclopedia (MyFundi n.d), a year later, another airway named 

as South West African Airways was incorporated to the South African Airways. Then, 

this airline prospered since 1980s and now it is the continents biggest and successful 

airline (Iches et.al 2005; Demuren 2007; Bofinger 2009).Finally, the Northern region of 

the continent is dominated by two major airlines which are Royal Air Maroc and the 

slightly larger Egypt' s national carrier of Egypt Air (Bofinger 2009). 

In this regard, contemporarily African air transport industry progresses at different speeds 

in the different parts of the continent (Fatokun 2005). According to Fatokun, countries 

such as South Afnca, Kenya, Egypt and EthIOpia are relalIvely successful III their airlines 

industry, while countries such as Nigeria are referred as relatively less successful. 

Similarly, another survey reveals that Egypt Air, South African Airways, Kenya Airways, 

Air Maroc and Ethiopian Airlines are considered as successful flag carrier airways 

whereas Nigeria Airways, Ghana Airways, Air Afrique, Cameroon Airways and Air 

Gabon are regarded as less performing Airways across the continent (Demuren 2007). 

2.2 Historical Background of Ethiopian Airlines 

In Ethiopia air transportation has a long history. The air transport teclmology is 

introduced two decades after the Wright brothers made the first flight in 1903. That is, 

the aviation history of the country dates back to 1921 when Ethiopia's government 

officials have made a visit to Yemen (Civi l Aviation Authority 2007; Eyob 2001). Along 

with, detail explanation about aviation history with particular attention to Ethiopian 

Airlines is presented as follows. 
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2.2.1 The Pre- foundation and Beginning of Ethiopian Airlines 

Pre Foundation: In Ethiopia, prior to aircraft technology came into existence, the country 

largely has depended up on horses and mules for journey across the impossible mountain 

ranges (Bahru 2007; Bahru 1988). The existence of such telTain situation of the country 

made these means of transport to be dangerous and more time consuming. Hence, 

airplane, which does not require heavy road, terrain or bridges, provides a perfect 

solution for such problems that prevailed in most parts of the country (Bahru 1988). 

So, this new technology becomes visible when the first two aircrafts had landed in the 

late 1920s which, it regarded as a very historical moment in the country's history of air 

transport (Ibid). It was on August 18, 1929 that the first aircraft arrived at Gefersa, which 

is IJktlometers to west 0IAc!cllSAliliba(A1ier-r972; Bahru 201 I). Few months larer,lhe 

second aircraft had arrived bringing the first air mail delivery (Bahru, 1988). 

Training of Ethiopian pilots statied in 1930 which was held within and outside the 

country (Civil Aviation Authority 2007).In line with this, in 1935, the country owned a 

large size of aircraft through gifts and purchase (Ministry ofInformation 1965). In such a 

way, it had accumulated different types of aircraft inciuding the Potez25 A-2 type with a 

leading position (Bahru 1988). After awhile, the first aircraft named as 'Ethiopia1', had 

assembled in the country which reveals that the craft tecimology crossed a new frontier 

(Civil Aviation Authority 2011). However, by the same year, the Fascist Italy had 

invaded the country which accompanied by the bombardment and destruction of a 

considerable number of aircrafts (Mak 2006). Consequently, the progress had been 

affected by the war until Italian was defeated in 1941(Nayrigo 1964; Ministry of 

Information 1965; Bahru 1988). 
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When the country began to reassert its control on aviation, first it was in the military 

sphere (Bahru 1988). Then, in 1944 and 1945 Ethiopian Air force was born based on the 

Ivo Olivetti airport used by Italian during occupation and later used to serve Ethiopian 

Airlines (Mak 2007). Afterwards, training ground shifted to its present city Harar Meda 

in Bishiftu. Later on, Emperor Haillessilase , who were interested in the money and 

military matters for its existence were not so happy to alley with the British's which has 

the same interest as well (Bahru 1988). As a result, the ruler looks for new partner and 

selects Americans which had a marginal effect in the war (Ibid). Hence, it was around 

this time that Ethiopian Airlines came in to being. 

Beginning: The present day Ethiopian Airlines founded On September 8, 1945 by an 

------a~g~l~e=el~ll~e~ll ..... t ~1~ll-='ade_between I':thiopian government ana I ranscommemal ana Western 

Airlines (TWA) (Mak 2006; Civil Aviation Authority 2007). Sooner, both had signed for 

the creation of an airline which is called Ethiopian Airlines (Bahru 2007). Following that, 

the corporation was enjoying an exclusive right of providing domestic air service and 

TWA was acting as an agent for purchase of aircrafts and spare parts, hiring of personnel 

to flight, maintenance, accounting, communication and traffic. Moreover, TWA was 

conmlitted in hiring maintenance and flight crew and other key personnel as well 

(Ministry of Information 1965; Bahru 1988). 

Ethiopian Airlines began to deliver domestic and international servIce soon after its 

foundation. Then, the airline had acquired five Douglas C-47 sky trains and made the first 

scheduled international flight to Cairo in April 8, 1946 (Ethiopian Herald 1946). Very 

soon, weekly flight service to Cairo, Djibouti and Aden as well as domestic service to 

Jimma has been started (Saunders 1971). However, the existing Douglas was incapable to 
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give service for the growing demand; the airline acquired four more sky trains which still 

could not address the problem. Hence, three more sky trains were purchased and these 

were the first aircrafts to wear the colorful Ethiopian Airlines livery (Selamta 2001). 

Progress: Few years after the inauguration, tlu'ee quarter of the airlines staffs were 

Ethiopians with key posts still held by the expatriate (Selamta 2006). Subsequently, the 

Ethiopian government and TWA made a new agreement aiming at operating entirely with 

Ethiopian personnel (Baluu 1988). Then, in 1957 the first Ethiopian commercial 

commander Alemayehu Abebe was made his solo flight as captain and the airline also 

established maintenance facility at Addis Ababa (Selamta 2006; Bahru 2007). 

The airline further strengthens during the subsequent years; it expanded and new services 

were introduced. For instance, the year 1960 for Ethiopian Airlines was a year to enter 

the jet age and after extensive study it was decided that the Boeing 727 B best met its 

requirement (Mak 2006; Bahru 20 II). In addition, the Lideta airway which was built in 

1936 by Italian were too short to meet this need and building new air port at Bole became 

the only solution and then becomes operational in 1962(Mak 2007). Besides, in 1965 the 

company changed its legal status from a corporation to share company and changed its 

title from Ethiopian Air Lines to the more modern name Ethiopian Airlines (Selamta 

2006). 

Consequently, in 1971, Colonel Semert Medhane was appointed as the first Ethiopian 

general manager (Bahru 1988). Later, in 1989, the cargo management department was 

established to afford special attention to the development of the airlines cargo service, 

which is one third source of revenue for the company (Selamta 2006). In February 1999, 
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the Sheba miles frequent fl yer program was launched and construction of a new ultra

modern terminal building at Bole international Airpolt had started (Selamta 2006). Years 

later, the new terminal was finished and became operational in the year 2003 (Selamta 

2001; Selamta 2006). In 2007, Ethiopian Airlines received awards for its excellent 

financial performance, passenger growth, and route network expansion, fleet 

modernization, in flight service and overall customer care from African Aviation Journal 

(Ethiopian Airlines (B) n.d). In 2009, the airline ordered 35 new airplanes direct from the 

manufacturers and lately in 20 I 0 Ethiopian opened new Service to Pointe Noire, which is 

the second largest city in Republic of Congo (Ethiopian Airlines (B) n.d). 

2.2.2 Destinations and Fleet 

Irst mternatlOna en 

passed through different stages towards its destinations. Initially, its service was mainly 

to Djibouti, Aden, Asmara, Khartoum, Cairo, Jeddah and Jimma (Ethiopian Herald 1946; 

Bahru 1988; Selamta 2006; Ethiopian Factsheet 20 I 0). And then, as it is indicated in 

some writings, Ethiopian Airlines currently gives service to 60 international and 17 

domestic destinations (Ethiopian Fact Sheet 2011). 

Likewise, Ethiopian Airlines has accumulated and owned various types of aircrafts (fleet) 

through grants and purchase at different time periods (Bahru 1988). In 2010, Ethiopian 

Airlines own one Boeing 777-200LR,eleven Boeing 767-300, eight Boeing 757 200, two 

Boeing 757, two 60F (cargo) ,two Boeing 747F (cargo), two MD-IIF (cargo),five Boeing 

737-700NG,five B737-800W, seven Q 400 and 5 Fokker 50 fleets(Ethiopian Fact sheet 

2010). In short, Ethiopian Airlines owns a total of 47 different combination of fleet and it 

14 



has also ordered a total of 34 different types of fleet including 10 Boeing 787 Dream liner 

Jets from Boeing and 12 A350-900 from Airbus (Ethiopian Fact Sheet 2011). 

2.3 Ethiopian Airlines across Different Regimes 

Under this sub-topic, the researcher gives emphasis on different kinds of issues about 

Ethiopian Airlines which happened during different government periods: Emperor 

Hailesselase I, the Derg, the Transitional government and EPRDF. 

2.3.1 During the Emperor Regime 

Prior to 1974, the imperial era was on power with market economic system ideology 

where, most economic activities are on private control and relatively limited control of 

economic resources were by the public sector (Tewodros 20 I 0). 

It is during this period that a French Potez25 type of fleet has been landed in Ethiopia for 

the first time piloted by Andre Maillet (Abel 1972). In addition, the first air craft called 

Ethiopial ' was assembled in Ethiopia and in 1935 large nWllbers of aircraft were existed 

in the country which was acquired through gifts and purchase (Civil Aviation Authority 

20 II). However, in 1936 the fascist Italy came to Ethiopia to revenge the Adwa victory 

of Ethiopians or the humiliation it has suffered 40 years back, then it has made so many 

destruction in the country till it is defeated by patriots and British army in 1941 (Bahru 

1988). Hence, this fact has influenced the government not to give attention in the 

development of aviation as well as other developmental issues of the country by making 

much concern on the war (Bahru 1988). In contrast, it was during the emperor period that 

Ethiopian Airlines has been founded by an agreement which is made between Ethiopian 

government and the Trans World Airlines (TWA) to open a corporation named as 
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Ethiopian Airlines (Semret 2005). Subsequently, the airline was on progress till the down 

fall of the emperor' s regime in 1974. 

2.3.2 During the Derg Regime 

In Ethiopian history the period from 1974-1991 is referred as the Derg regime where the 

involvement of the government in the economy was so much intensified (Tewodros 

2010). During this period the government pursued command economic system and public 

sectors were expanding at the expense of the private sector (Tewodros 2010). 

During this period the country were under the rule of Mengistu Hailemariam and there 

were some changes at the airline following the socialist revolution of 1974 (Ethiopian 

Airlines (A) n.d). By the end of 1970, the airline had nearly 3400 employees and quality 

of the airline service crashed down as staffing becomes enlarged. Captain Mohammed 

Ahemd, a long time experienced person of the company, was designated chief operating 

officers in 1980 and tasked with implementing a turn around. He cut the staff by more 

than 10 percent while running Ethiopian Airlines on a strictly commercial basis 

(Ethiopian Airlines (A) n.d). 

In line with this, tough the new government had established strong relation with the 

Soviet Union, ET continued to choose western made aircraft (Ethiopian Airlines (A) n.d). 

The fleet was replenished with purchase of Boeing 727 in 1979 and wide body Boeing 

767 in 1984 (Selamta 2006). Interest payment on the new planes, unfavorable exchange 

rate and a slowdown in business from the drought conspired to wipe out the companies 

restored operating profits in the mid 1980s (Ethiopian Airlines(A) n.d) . Captain 

Mohammed explained to the New York Times that ET continued to have a good 

16 



reputation for maintenance and training. It also had an implacable credit rating. By the 

end of the decade, Britain financial times were calling it the most profitable airlines in 

Africa. It posted net income of $24 million of revenue in the 1988/89 fiscal year 

(Ethiopian Airlines(A) n.d). 

2.3.3 The Transitional Government Period and EPDRF Period 

After the end of the Derg regime, the Transitional government took power with a reform 

that transforms the command economic system to market based system (Tewodros 20 10). 

And currently, Ethiopia is under the rule of Ethiopian People's Revolutionary Democratic 

Front (EPRDF) which this government as well adopts market oriented economic system 

(Tewodros 2010). 

During the down fall of Mengistus' regime, the fighting approached to the capital that ET 

temporarily relocated its planes to Nairobi (Ethiopian Airlines(A) n.d). In spite of the 

disruption and chaos, a downturn in the global aviation industry and the weakening of 

tourism due to the war, Ethiopian Airlines managed to post a profit (Ethiopian 

Airlines(A) n.d). 

For a second time, in 1998 war once again disrupts planes due to the border dispute 

between Ethiopia and Eretria. Then, Ethiopian Airlines again relocated its main 

operations to Nairobi's for most of the two year conflict which results an enormous 

increase in fuel costs due to rerouting in international flights out of Eretria airspace. But, 

even with this challenge the routes and frequencies of Ethiopian were increasing and in 

the late 1990 its financial losses were minimal (Ethiopian Airiines(A) n.d). Ethiopian 

Airlines even continued to survive in the down turn of global aviation which followed the 
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II th September in 2001 of attack on United States by terrorists (Ethiopian Airlines(A) 

n.d). 

In the year 2003, the airline changed its livery for the first time in 56 years and new 

terminal was built and ET named Ato Girma Wake as its latest chief executive officer 

following the retirement of Ato Bisrat Nigatu (Selamta 2001; Ethiopian Airlines(A) n.d). 

"Deduction brought us this far and passion will take us even further" was the slogan of 

the company in the 60th anniversary and Ethiopian Airlines, which is the loyal Boeing 

customer, began operating its first Airbus A330 on leased base in 2006 (Selamta 2006; 

Ethiopian Airlines(A) n.d). Since then, the airline is on progress in every aspect of its 

business. 

2.4 Contribution of Ethiopian Airlines to Economic Growth of Ethiopia 

Under this section, the researcher attempts to show the nexus between the airline and 

economic growth of the country. In other words, an attempt is made to show the roles 

and contributions of the airline on the different sectors of the economy which include the 

transport sector, toW'ism sector, employment and other sectors and hence on the 

economic growth of the country. 

2.4.1 The Airline and Transport Sector 

Like some developing countries, the problem of transportation and communication is not 

unique to Ethiopia (Ministry of Information 1965). As it was mentioned earlier, before 

aircrafts came in to being to the country, horses and mules were used to transport people 

as well as commodities from one place to the other (Bahru 2007). And, these methods 

were time consuming and dangerous regarding to the existing terrain system of the 
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country (Bahru 1988). In addition, especially in the early 1920s, the land terrain of the 

country was so rugged and the road system was so poor that it makes communication and 

transportation so mnch difficult (Ministry ofInformation 1965; Se1amta 2001). Then, this 

causes the need for other means of transportation to solve the aforementioned problems. 

Hence, Ethiopian Airlines provides solutions for these problems by being means of 

transport for passengers as well as commodities through its domestic and international 

flight services (Bahru 1988). In addition, during the imperial period it has assisted the 

government administratively by bringing provincial centers much closer to the central 

government (Nyaringo 1964). Thus, the airline can play a great role in achieving 

economic growth and then development by improving the infrastructural situation of the 

country. 

Therefore, on the one hand, there is a fact that transport and communication are 

inseparably linked to the development of a country, and a social and economic welfare of 

its people (Simon 1996). On the other hand, the airline is an important means of transport 

which helps the country not to be isolated from the rest of the world and also enhances 

globalization (Saunders 1971; Ministry of Information 1965). Then, the nexus between 

the airline and economic growth and hence economic development of the country would 

be created through the transportation sector. 

But, the above fact does not mean that air tranSpOt1ation is free from problems. One 

problem is, it would be difficult to use air transport for bulky commodities because of its 

expensive price (Nyaringo 1964). That is, as Nyaringo puts it out, it would be better to 

transport light commodities in airplane than the bulky ones. To see the difference, he 
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calculated the cost of shipping goods from Gore to Addis Ababa by air and truck. And, 

found out that the former is more costly than the later which clearly shows that air 

transport is expensive to transfer bulky commodities (Cited by Nyaringo 1964 from 

Taffare De Guefe 1959). 

2.4.2 Tourism Sector 

Tough air transportation provides several benefits worldwide; tourism and trade are 

heavily reliant on this mode of transpotiation (Dempsey 2008). For that reason, the 

airline industry is a major player in world economy that it contributes significantly to the 

development of tourism sector (Parahoo nd). Even more, one third of African countries 

are landlocked that it makes air transportation more impOtiant to expand trade and inflow 

of tourism to t le contment 

that requires air transportation for the development of such sectors and growth of the 

country (Sernret 2005). 

For many underdeveloped countries, especially for eastern African countries tourism has 

higher value in their national income account due to the fact that these countries have 

various tourist attraction cities (NyaringoI964). According to Nyaringo, Ethiopia, like the 

other east African countries, also has a great unexploited potential in this sector with vast 

historical tourist attraction sites which can playa vital role in contributing for the tourism 

sector and hence for economic growth and development of the country as well. 

Besides, as Ethiopia is a strategic partner and a center of international, regional and sub

regional institutions, it is benefiting from conference tourism which entirely uses air 

transport for such purposes (Civil Aviation Authority 200 11 ).Air transport also contribute 
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its share towards the development of trade and tourism on Ethiopia and maintain its role 

as major player for the development of aviation in Africa (Best Practices 2010). Hence, 

Ethiopian Airlines here as well contributes a lot in fostering economic growth and 

development of the country by enhancing the tourism sector (Nyringo 1964). 

2.4.3 Employment 

Several countries in the world benefit from the direct and indirect employment potential 

that the airline industry has (Simon 1996). In contrast, one common problem that almost 

all underdeveloped countries facing is higher unemployment rate and curbing this 

problem is one of their major objectives (Nyaringo 1964) In this case, the contribution of 

air transport to solve this problem would be significant. 

In Ethiopian case, one of the government policies is to curb the problem of higher 

unemployment level of the cowltry (Nyaringo 1964). In doing that, Ethiopian Airlines 

has played a great role to fight this problem by creating a vast employment opportunity to 

be employed in the air transportation sector (Civil Aviation Authority 2011). Besides, the 

airline has created employment opportunity indirectly in allied business like hotels, travel 

and tour agents, taxis, guard service providers, temporary workers and so forth (Civil 

Aviation Authority 2011). Therefore, it is obvious that the airline plays a significant role 

in curbing the higher unemployment rate problem and hence contributes in the economic 

growth and development ofthe country. 

2.4.4 Other Sectors 

Ethiopian Airlines has also several more benefits which can contribute to the economic 

growth as well as development of the country. Unlike the period before its establishment, 
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when there was no in and out of service in Ethiopia ,currently it is stretching its routs to 

all over the world which therefore helps the country to facilitate trade and promote the 

export sector which then helps the government to reduce trade deficit problem (Saunders 

1971; Best Practices 2010). Besides, it benefits the country through the foreign exchange 

contribution it made by making intemational flights , which the amount almost equals the 

foreign exchange generated from export trade. It also promotes foreign direct investment, 

build the national image etc (Civil Aviation Authority 2011). 

Justifications of the review: The above review is made with an objective of providing a 

brief insight for the reader about commercial aviation in the world, Africa and Ethiopia at 

first. Then, the background history of Ethiopian Airlines is dealt due to the importance of 

fleets and other factors are believed to be related with the success of the airline. And, it is 

believed that this helps to meet the objective of the research by giving background 

information about such factors. The discussion about the airline at different regimes 

aimed at providing background information for making convenient trend analysis of the 

airline's performance. Besides, the contribution of the airline to the economic growth of 

the country is also presented with an intention that other institutions or public companies 

may take a lesson from it. Also, it is to show that how much the airline is contributing to 

achieve one major objective of the Ethiopian economy, which is, economic growth. 
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CHAPTER THREE: LITERATURE REVIEW 

This chapter provides theoretical and empirical literature review. Under the theoretical 

literature, a theoretical background of endogenous growth theory is argued. Then, on the 

empirical part, prior discussion is made about empirical findings on long run economic 

growth determinants. This has been done because the econometric model is based on 

endogenous growth theory which practically is extended to firm level. Then, discussion 

proceeds with the empirical findings related to success determinant factors of different 

airways. Finally, critical evaluation of the empirical findings has been made. 

3.1 Theoretical Literature 

3.1.1 Theoretical Background of Endogenous Growth Theory 

Under this section, discussion is made about an endogenous growth theory with particular 

interest to AK growth model. However, prior attention is due to general overview on 

growth theory as well as a number of growth models. Then, it would be easier to select a 

model among them and use it for the time series econometric analysis of identifying the 

determinant factors. 

The basic proposition of growth theory is that sustained growth rate of output per capita 

in the long run is possible through continual advances in technological knowledge in the 

form of new goods, new materials or new processes (Aghion & Howitt 1998). 

One major goal of growth theory is to explain the determinants of growth rates with in a 

country and the reasons for difference in growth rates and per capita incomes across 

countries(Dombush & Fisher I 994).Accordingly, Barro has identified three key 

determinants of long term economic growth: the accumulation of capital which 
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encompasses both physical capital (machines & buildings) and human capital( 

improvement in the quality of labor due to education, training, experience, better health 

care and nutrition), population growth and improvement in technology(Barro 1997). 

Besides, Kaldor (1961) and Romer (1989) have suggested some facts that a satisfactory 

growth theory should be able to explain. These include: continuous growth on output per 

worker without declining in productivity growth, continuous rise in capital per worker, 

constant return to capital , negative correlation between population growth and income etc 

(cited by Hedjira 2002; from Kaldor 1961 & Romer 1989). 

In line with thi s, there have been two period of intense work on growth theory which 

include the late 1950s & 1960s, a period that produced neoclassical growth theory and 

the late 1980s & 1990s, which this on the other hand produced the new endogenous 

growth theory (Dornbush & Fisher I 994).Hence, growth theory generally can be 

demonstrated using these two major theories: neoclassical and endogenous growth 

theories (Aghion & Howitt, 1998). Therefore, the two theories are discussed here starting 

with the fonner (neoclassical). 

The neoclassical growth theory (Solow model) is a growth model developed 

independently by Solow (1956) and Swan (1956) (Hedjira 2002).This model assumes that 

if there were no technological progress, then the effect of diminishing return would 

eventually cease economic growth in the long run (Aghion & Howitt 1998). In other 

words, the model predicts that long run growth is determined entirely by exogenous 

factors such as population growth and technological progress (Hedjira 2002).Besides, the 

model views improvement in total factor productivity (technological progress) is the 
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eventual source of growth in output per worker though, it does not explain as to where 

these improvements come from which accordingly are exogenous to the model (Whelan 

2005). For this reason, the neoclassical model often referred to as an exogenous growth 

model (Barro 1997; Hedjira 2002). 

The basic building block of the neoclassical model is an aggregate production function 

with constant return in labor and reproducible capital (Hedjira 2002). The model initially 

abstracts from constant population growth, labor and technology together with properties 

such as decreasing marginal productivity of capital and Inada conditions where Lim f(k) 

when k ->00 and k->O approaches to zero and infinity respectively(Romer 1996). Also, 

the model assumes the Keynesian saving function where households save a constant 

frachon of theIr mcome (HedJ Ira 2 

investment) is the difference between the rate at which new capital accumulates s Y and 

the rate at which old capital wears out oK. 

In other words, the rate increase of the capital stock is the difference between new saving 

and depreciation amount (Mankiw 20 I 0). That is, whenever saving is higher than the 

depreciation, capital stock increases until it converges in the long run to the capital K 

where, the saving and deprecation becomes balance. Such capital stock is known as 

steady state capital which is a situation in which the rate of growth of the economy is 

zero so that, the capital stock, output, consumption, gross investment and work effort 

are all constant meaning that all grows at a constant rate rather than staying 

constant(Barro 1997). Hence, at the steady state change in capital stock equals zero 

because gross investment just covers depreciation and hence net investment is zero. 
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The economic justification behind this is that, capital will be productive when it is scarce 

so that national income will be large and thi s will induce people to save l110re than to 

offset the wear and tear of the existing capital stock. But due to diminishing return, 

national income does not grow as fast as the capital stock, that is, saving will not grow as 

much as depreciation(Aghion & Howitt 1998). Sooner or later, depreciation catches up 

saving and at that point capital stock will stop rising. Hence, in the absence of population 

growth and technological change, diminishing return will lead economic growth to cease 

(Hedjira 2002; Aghion & Howitt 1998; Barro 1997). 

Similar conclusion can be drawn about the long run growth even if population growth 

does not remain constant (Aghion & Howitt 1998). However, the tendency for the output-

capItal raho to fall due to dll11lI11S 11l1g return wou 

which will make the technological progress to be the only way to explain the long run 

economic growth in the neoclassical growth model (Ray 1998; Aghion & Howitt 1998; 

Mankiw 2008). 

Another variant of growth model which has the same argument as the neoclassical model, 

in regard to long run growth determinants is, the Ramsey growth model. This model is 

the most imp0l1ant extension of the neoclassical (Solow- Swan) model where it endogen 

zed the ad hoc saving function by introducing infinitely lived optimizing consumers in to 

the model (Hedjira 2002). According to this model, growth in the long run is determined 

exogenously or by factors outside the model (Aghion & Howitt 1998). As with the case 

in the neoclassical model, the steady state per capita growth rate equals the rate of 

teclmological change (Barro & Sala-i-Martin 1995). 
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The Ramsey model has similar property as the neoclassical model (Hedjira 2002). In a 

sense that, it initially abstracts away from population growth and technological progress 

and the capital stock as well as output, like in the Solow case, converges to the steady 

state and hence growth will vanish in the long run. In contrast, when the exogenous 

technology is incorporated in the model, it then affects the long run growth rate (Aghion 

& Howitt 1998). Accordingly, like in the Solow model , growth in the Ramsey model is 

determined by the exogenous technological progress (Barro & Sala-i-Martin 1995). 

In contrast, the second growth theory, which is the endogenous growth theory, has a 

proposition that the long term growth rate is determined by interactions with in the model 

instead of entirely external factors such as population growth and technological 

to analyze 

endogenous growth, that is, persistent growth which is determined by the system 

governing the production process rather than by forces outside that system (Todaro & 

Smith 1994). Hence, endogenous growth theory attempts to make the growth rate 

endogenous, which is, determined within the theory (Dornbush &Fisher 1994). 

According to Hedjira, there are three approaches of endogenous growth theory. One is 

the capital fundamentalist model which generates perpetual growth by abandoning one 

key assumption in the neoclassical model, which is, average product of capital goes to 

zero as the capital stock gets very large. As per this model, long run growth depends on 

saving rate and it is possible to produce without labor at all and also labor is easily 

substitutable for capital that average product of capital reaches a finite limiting values 

(Hedjira 2002). Another variant of endogenous growth theory is AK model, which it 

would be discussed in detail later, exhibits constant return to the broad capital necessary 
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to generate sustained capital accumulation (Aghion & Howitt 1998). In addition, tllis 

model emphasizes on purposeful accumulation of human capital as engine for growth. 

The third approach of the endogenous growth theory is the research and development 

approach by which firms constitute the engine of growth in an economy (Hedjira, 2002). 

The AK Growlh Model: One way to endogenize a growth theory is to eliminate the long 

run tendency of diminislling retum of capital (Barro & Sala-i-Martin 1995). By doing 

that, there would be a class of model in which one of the other determinants of growth is 

assumed to grow automatically in propoltion to capital in which the growth of the other 

determinants counter acts the effect of diminishing return, thus allowing output to grow 

in proportion to capital (Aghion & Howitt 1998). Such models referred to as AK models 

due to the form of their pro uctlOn unctIOn expresse as Y AK Where A refers to any 

factor that affect technology, K refers to both physical as well as human capital (Todaro 

& Smith 1994; Aghion & Howitt 1998). This model which is also referred to as linear 

growth model assumes constant marginal productivity of capital and generates persistent 

long time growth (Shine, 20 I 0). In addition to the constant return to scale assumption to 

the broad measure of capital, the AK model violates the Inada conditions which include 

Lim F' (k) k~O= CX) and Lim F' (k) k~", = 0 (Hedjira 2002). 

Mostly, the neoclassical model and the AK growth model stands as two competing 

explanations for growth (Aghion & Howitt 1998). In particular, the neoclassical model is 

the starting point for almost all analyses of growth. In this regard, models that depart 

fundamentally from neoclassical model are even best understood through comparison 

with this model (Romer 1996). 
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The traditional AK model with constant return to capital is restrictive to explain the real 

world economic performance that it can be augmented to include human capital and 

represented as Y= F(H, K) where H refers to human capital and K refers to physical 

capital (Acemoglue 2009; Barro & Sala-i-Mat1in 1995). 

Another important justification for divergence in growth among nations and determinant 

of growth in the long run is attributed to institutional difference. That is, economic 

institutions which comprises, property rights, presence and functioning of markets, the 

contractual opportunities available to individuals and firms etc are the fundamental 

causes of growth difference across cowltries (Acemoglu 2009). In addition, one 

important reason for countries to have different per capita growth is that they differ with 

respect to pu 

that countries with more secure property rights or better economic institutions have 

higher average incomes (Acemoglu 2009). 

Hence, in order to select a model, the researcher has reviewed a literature about 

determinant factors for the success of Ethiopian Airlines. And, based on some literature 

review, the factors that determine success of Ethiopian Airlines has found to be internal 

factors which are provided as follows. 

In a research entitled as 'Ethiopian Airlines' done by Nyarigo (1964), promotions, 

opening of new route, acquisition of modern aircraft are mentioned as factors that playa 

vital role in sustaining the good reputation of the airline. In addition, in this research, 

technological progress has been suggested as one factor which contributes for the growth 

of Ethiopian Airlines Moreover, the training facilities provision of the airline for its 

people is mentioned as another reason for the outstanding service of the airline (Saunders 
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1971). Also one CEO of the airline at once mentioned that the success of the company is 

built on the past history of the company and dedication of employees in every aspect 

(African Aviation 2006). Moreover, the success of the airline is also related to the fact 

that government does not intervene and the management of the airline is announced to 

operate independently (Ethiopian Airlines (C), 2010). 

In general, several factors which include promotion, best practice, opening of new routes, 

acquisition of new modern aircrafts, training facility provision, technological progress, 

past history of the company, dedication and independence are mentioned as determinant 

factors for the success of the airline. And these factors can be generalized as human 

capital and physical capital factors. Therefore, due to these factors which are internal to 

the or anization it convinced the researcher to choose the au mented AK model over the 

neoclassical and Ramsey growth models. 

Thus, by using the augmented AK model as a theoretical background the researcher finds 

out what determines the success/growth of the airline applying time series econometric 

analysis. With the intention that, these factors can be taken as a lesson by other public 

companies in order to enhance their performance so that, this can playa major role for 

the economic growth of Ethiopia. 

To summarize, as it has been mentioned in the begilming of the paper, the government of 

Ethiopia has introduced different reforms since 1992 of which one aims at accelerating 

economic growth of the country. Accordingly, building the capacity of public sector is 

one strategy used by the government to achieve its aim (Alemayehu & Tadele 2004). 

Besides, there is a fact that in a given country the economy comprises three agents which 
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include workers, firms (public and private) and govenunent: and for the economy to grow 

the three agents have to grow or have to become successful (Lombardini 1996). 

Based on this, this research has made one major objective, which is to take a lesson for 

public companies from the success experience of Ethiopian Airlines. So that, when the 

existing public sectors become successful in combination with the performance of other 

economic agents then, it plays a vital role in the growth of the economy. 

Hence, taking Ethiopian Airlines as a benchmark, the ultimate aim of the research is to 

find a way to foster the economic growth of the country by suggesting a way for building 

the capacity of the existing public sectors of the country. 

3.2 Em irical Litera 

3.2.1 Empirical Findings on the Determinants of Long run Growth 

The different growth theories discussed earlier have been subject to empirical testing and 

some empirical findings in regard to long run economic growth determinants are 

provided as follows. 

According to the cross cowltry regression analysis of king & Levine (1992), growth in 

the long run can be determined by the financial sector development. Besides, Benhalia 

&Spiegel (1994) gave stress on the importance of human capital which is measured by 

school attairunent as determinant of economic growth in the long run which, this favors 

the endogenous growth approach in which growth is endogenous (cited by Aghion & 

Howit 1998). In addition, Barro and Sala-i-Martin (1995) showed that growth in the long 

run is positively correlated with the level of educational attainment. 
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Another, empirical research is related to the returns of physical capital by estimating the 

elasticity of output with respect to physical capital in which, Romer' s (1987) estimation 

of the elasticity of goods output with respect to physical capital was very high (cited by 

Aghion & Howit 1998). 

Moreover, Bernanke & Gilikaynak (2002) made a cross country data by extending 

Mankiew, Romer and Wei!'s work by using more recent data and longer sample periods 

and they found out that country ' s investment in physical capital is strongly correlated 

with its long run economic growth. Besides, they also found that human capital 

accumulation also plays a vital role in determining long run economic growth. Hence, 

both human capital formation and physical capital accumulation appears to be strongly 

_____ -Pcet:llated-tG-Gutput-gr.ewth-ifl-the-leFlg-rtlft:-. ----------------------t-

Mcgrattan (1998) argues that time series with longer horizon of data and cross country 

analysis suppoI1s the AK endogenous growth model where capital is the major 

determinant for the long run economic growth (Sakamoto 2008). 

The endogenous growth model developed by Romer (1986) and Lucas (1988) has 

focused on the role of human capital as a main source of increasing returns and 

divergence in growth rates between developed and underdeveloped countries (Pyo 

I 995).Then, many empirical testing of this theory has been done of which, Barro' s (1991) 

cross country regression of per capita income growth on a set of variables including the 

primary school enrolment ratio as a proxy variable for human capital, is one among. 

Then, he found out that the level of hwnan capital to be a significant determinant of 

economic growth (Pyo 1995). 
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Again, Kyriacou (1991) has made a cross country human capital index from data on 

average school years in the labor force and school enrollment ratios and from the 

regression of per capita income growth he finds the coefficient of initial human capital 

stock to be positive and significant. Pyo (1995) has used time series regression and made 

a direct estimate of human capital stock for the United States and South Korea. And, the 

estimation result confirms the proposition that the level of human capital plays a 

significant role in economic growth. 

Therefore, from these empirical researches one can understand that tough there are many 

factors that determine growth in the long run human capital and physical capital can be 

regarded as a crucial determinants for the long run economic growth. 

Hence, in our case as one major objective of the study is to identify determinant factors 

for the success of Ethiopian Airlines, we extend this endogenous growth theory to firm 

level. So that, the determinant factors for the growth/success of Ethiopian Airlines can be 

determined using a time series econometric analysis based on endogenous growth model. 

3.2.2 Empirical Findings on the Success Determinants of Different Airways 

Different empirical studies related to air transportation are available in a literature. 

However, empirical findings related to success determinant factors of many airlines are 

very scant. So that, though the researcher has an interest to see the practical experience of 

many carriers, due attention is given to the benchmark airways of Ethiopian Airlines 

which are Kenya Airways, South Africa Airways, Emirate Airways and British Airways. 

Kenya Airways is one of the sllccessful African carriers fOllnd in the eastern region of the 

continent (Bofinger 2009). Several factors by different researchers are mentioned as 
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factors for the success of this airline. For instance, autonomous civil aviation authority, 

strong international passenger, strong air cargo traffic, well managed national carrier and 

so forth are some among the factors (Fatkon 2005). Another finding also suggests that the 

success of Kenya Airways is mainly attached with the privatization of the airline 

supported by good commercialization process that involves better general management, 

competent and experienced employees, high quality consultants, good financial controls, 

lack of interference from political decision makers in the affairs of the company, the 

development of a mission, vision and strategy which all worked together to improve the 

performance of the airline and bring it to success (Debrah & Toroitich 2005). 

Geographical location of the country as well is regarded as one factor for the airline's 

success (Megersa 2007). 

Being the biggest airline of the continent, South African Airways is another successful 

African airline (Fatokun 2005). This airline is the only African global carrier which gives 

service to different parts of the world (Iches et.al 2005). Like the former airline there are 

several factors that make the airline successful, of which, the safety oversight and its 

geographical location has been regarded as important factors that contributed a lot for its 

success (Bofinger 2009; Megersa 2007). 

Emirate Airways is another successful carrier of the Arab world (ESCWA 2007). This 

airline is based on Dubai and has emerged as one of the world's most dynamic and fastest 

expanding air carriers (Iches et.al 2005). The Arab air transport sector has benefited from 

strong economic growth in the region which is driven by the high oil price and growing 

world air transport industry (ESCW A 2007). As Emirate Airways is from the Arab world 

it is enjoying the aforementioned benefits as well it was financially supported by the 
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government in order to meet the future depletion of the oil resource that this has a vital 

role for its current reputation (Iches et.al 2005). Besides, the fact that Dubai is a major 

transshipment hub for manufactured goods between Asia and the Middle East has also a 

role in its successful business (Iches et.al 2005). 

British Airways is one of the world's major carriers found in Europe, Great Britain (Iches 

et.al 2005). This airline has been present on the East African market ever since its 

establishment where this part of the African region is its chief destination market (Iches 

et.al 2005). Tough, there are several factors that lead British Airways to success, Iches 

has pointed out that, the market strategy of the airline together with the priority it gives to 

achieve economies of scale are some of the factors for its success. 

In the same fashion, Ethiopian Airlines is another successful airline of African continent 

(Bofinger 2009). And, some members of the continent's airline industry regard Ethiopian 

Airlines as a carrier with huge potential and as the only Eastern Africa' s carrier with 

routes to North America (Iches et.al 2005). As the case for other carriers there are several 

factors that contributed for the success of this airline. For example, safety trend of the 

airline and its geographical location are mentioned as some of the contributing factors for 

its success (Megersa 2007; Bofinger 2009). 

As it has been discussed earlier several factors has lead the aforementioned carriers 

including Ethiopian Airlines to the road of success. However, in Ethiopian Airlines case 

tough the empirical findings are helpful they carU10t be used more than giving a hint due 

to the fact that their major objective of analysis is not to discover the factors rather it has 
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different intention. Therefore, this indicates that discovering the factors by itself needs 

extensive research that it convinced the researcher to do that. 

3.2.3 Critical Evaluation of the Empirical Findings 

In the first part of the empirical analysis, several studies have identified human capital 

formation and physical capital accumulation as a vital long run growth determinants 

using cross country and time series regression analysis. However, in this case a time 

series test of firm growth determinants based on endogenous growth theory is conducted. 

Which, somehow this extension makes this analysis different from the other findings. 

In the second part of the empirical literature the researcher has tried to discuss about 

empirical findings about the determinant factors for the success of different airways. For 

instance, in the case of Kenya the major factor that leads the airway to success is its 

cOl1Ullercialization and privatization policy. Again, in the case of South African Airways 

the safety trend and its geographical location are identified as its success factors besides 

its urunentioned success determinants. In the case of Emirate Airways, the fact that it is 

located in Dubai, the major transshipment hub between Asia and Middle East for 

manufacturing goods trade, and the govenmlent support are some factors for its success. 

In British Airways, its market strategy and prioritization for economies of scale are 

identified as reasons for its success. Unlike that, Ethiopian Airlines is a successful 

national flag carrier airline due to several factors which is the main concern of this 

analysis. 

Hence, from the above empirical findings it is possible to observe that there are different 

factors that determine success of an airline which vary among different carriers. 
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Therefore, it would be somehow difficult to identify a unique rule of thumb that can be 

considered as determinant factors for success of an airline that it needs an extensive 

research to identify the factors as well as to apply the success factors of one airline to 

another airline. 
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CHAPTER FOUR: METHODOLOGY OF THE STUDY 

In this study two methods of analysis are used: descriptive and econometric methods. For 

this reason, this chapter has two parts. The first part is a theoretical fi'amework and the 

second part is econometric model specification. The former enables to make descriptive 

analysis about the success and determinant factors of Ethiopian Airlines. In doing so, 

criteria for measuring the success of a company's business; which is used as a standard to 

measure overall performance is discussed. The later part proceeds with econometric 

model specification based on the endogenous growth theory. Then, the data type, source 

and variable definition used in this method of analysis is discussed. Finally, estimation 

procedures and techniques of the specified model are provided. Though, prior discussion 

_____ -1i S-Jllade-abo.uWhe-{]ata-twe-and-sg\lFGlH}f-thMwo-rnetfleds-ef--tlflfri-ysi~lcl-sltmple-designl------i-

procedure of the descriptive analysis. 

4.1 Data Type and Source 

For the descriptive analysis, primary and secondary data are used. The primary data is 

gathered using personal observation, semi-structured questionnaire and interview. 

Whereas, secondary data is collected from different published and unpublished materials 

including several years' annual report of the airline, unpublished materials from the 

airline and various air transport journals. Besides, due to the fact that the availability and 

accuracy of data ultimately determines the success of econometric analysis I , the 

researcher discusses the nature and source of the data as follows. That is, the type of data 

1 Gujarati 2004 
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used in the econometric analysis is secondary time series data with a time length of 30 

years and data were mainly collected from Ethiopian Airlines and Ministry of Transport. 

Sample Design Procedure 

In the descriptive analysis, stratified sampling method is applied while selecting a sample 

size from the sample population. The total number of Ethiopian Airlines employees is 

taken as the total population or sampling framework to determine the sample size. 

According to Ethiopian Airlines factsheet of 201 0, number of employees of the company 

was 5555 (Ethiopian Factsheet 2010). Thus, for the sake of convenience the number of 

employees is sub divided in to sub groups as: marketing & sales, maintenance and 

engineering staffs, captain and cabin crews and others2. Hence, sample is again selected 

randomly form each group and the interview and the questiorU1aire is administered to the 

selected samples. 

Though 150 questionnaires were distributed, only 120 of them were interpreted due to the 

non response problem of the respondents. The justification behind this is that they are so 

busy that they do not have time to fill the questiolUlaires. Besides, the sample size is 

limited to this amount due to the rules of the company not to accept any questiolUlaires. 

This is because it is believed that it wastes the work time of the employees that it brings 

work inefficiency in the airline. Therefore, to feel this gap formal and informal interview 

2 The division of employees in to groups is done by the airline and each division has the following share marketing & 

sales (29%), maintenance and engineering (28%), cabin crew (12%), cockpit crew (6%) and others (25%). 
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has been made with employees of the airline. Besides, personal observation as well is 

made to collect the necessary data. 

4.2. Measuring Standards for Success of a Company Business (Part I) 

To reflect success of a company business properly, performance measures should 

increase or decrease based on the existing condition in the business (Merchant & Van der 

Stede 2007). Thus, discussion about performance indicators is significant in order to 

evaluate success of a firm business. 

In this regard, provided that enterprises are created to produce goods or services to 

customers, several measuring factors which are internal as well as external to the 

organization are used to measure their business performance (Lussiler 1997). Internal 

factors refer to those which affect the performance of a given organization and are under 

the control of the organization. These include management, strategic plan (vision, 

mission & values), organizational structure, resources, overall system etc (Lussiler 1997). 

Hence, discussion begins with the first internal factor: management. 

Though there are many definitions of management in a literature, almost all relates 

management to the process of organizing and directing actions for the purpose of 

achieving organizational objectives (Merchant & Van del' Stede 2007). Thus, for this case, 

management is defined as a set of activities including planning, decision making, 

organizing, leading and controlling directed at an organizations human, financial , 

physical and information resources with the aim of achieving organizational goals in an 

efficient and effective manner (Griffin 1990). In this regard, though success or failure of 
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an organization is affected by several factors, management is one major factor that takes 

credit for the success/failme of a business firm (Lussier 1997). 

The other internal factor refers to mission of the company which refers to the reason for 

the existence of an organization. Vision, mission and values are the first steps in the 

development of strategic plan of an organization (Deusen et.al 2007).In addition, Deusen 

argued that, once a solid vision, mission and values are developed then it would be a 

groundwork for the organization to build the rest of its strategic plan. The fact that most 

business companies' management does not look the future and develop a mission is one 

major factor for a failure of a firm business. Hence, developing a mission for a 

company's business success is one major factor provided that it has to be implemented, 

-------,m·onitOied and evaluated (Lussler199 . 

Organizational structure is also another factor which affects the performance of an 

organization. And it is defined as the relatively enduring allocation of work roles and 

administrative mechanisms that creates a pattern of inten-elated work activities (Jackson 

et.al 1986). In other words, organizational structure refers to the way in which the 

organization groups its resources to accomplish its missions (Lussier 1997). 

Thus, a well designed structure contributes positively to the attainment of an 

organizations goal and objectives and facilitates a high level of operational effectiveness 

(Deusen et.al 2007). Besides, in order to enhance the performance of a public enterprise 

significantly considering the organizational structure is one major factor (Blunt & Jones 

1992). Accordingly, Deusen suggested that to consistently improve organizational 

performance and effectively serve its stakeholders, an organization's structure must be 
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constantly eval uated and updated. Therefore, effective organizational structure is one 

means to achieve mission of an organization and it is also one significant factor that leads 

organizations to a thriving performance (Blunt & Jones 1992). 

Resources such as human, physical, financial, and info rmation are the major inputs used 

to achieve mission of a given organization (Lussier 1997). According to Lussier, 

specifically human resources are responsible for meeting mission and objectives of an 

organization. In addition, ability and commitment of the human resource or work force 

are one major facto r that improve the overall performance of an organization and brings it 

to success (Blunt & Jones 1992). 

On the other hand, organizations external factors refer to those exterior factors that affect 

the performance of the organization and are outside the control of the organization. Such 

factors include: customers, competition, suppliers, labor unions, government, technology, 

overall economy etc (Lussier 1997). 

FU11hermore, there are several additional financial and non-financial factors that 

influence or contribute significantly to the performance of a firm. These include 

profitability, productivity, working standard, autonomous management, human resource 

development, overall system, market share, customer base, integrity, on time 

performance, etc. (Blunt & Jones 1992; Lussier 1997; Merchant &Van der Stede 2007; 

Deusen et.al 2007). 

Accordingly, profitability is one economic way to measure performance and success of a 

company business (Bojic 2009). In line with this, Lussier suggested that working 
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standards are the backbone of a firm performance. Besides, productivity as well is 

regarded as one way to measure success of a firm business (Bojic 2009). 

In this regard, productivity is defined as a performance measure which relates inputs with 

outputs and is measured by dividing the output to the inputs (Lussier 1997). Productivity 

is impOllant for many reasons: productivity in a given finn is a primary determinant of 

level of profitability and ultimately for its ability to survive. Besides, productivity is 

important due to the fact that it particularly determines firms' competitiveness (Griffin 

1990). 

Thus, there are three ways to increase productivity in a given firm: First, by maintaining 

the value of inputs and to increase the value of output. Second, is to decrease the value of 

inputs while maintaining the value of output. Finally, is to increase the value of outputs 

and decrease the value of inputs (Lussier 1997). 

Overall, factors such as autonomous management, human resource development, overall 

system, market share, integrity, customer base, etc have their own contribution to the 

overall performance of a finn performance and hence on the success/fai lure of a firm 

(Blunt & Jones 1992; Lussier 1997; Merchant &Van der Stede 2007; Deusen et.aI2007). 

Hence, in this study, the aforementioned performance indicators are used as a frame to 

identify the success of Ethiopian Airlines and to determine the factors behind that. 

4.3 Econometric Model Specification (Part II) 

Provided that different growth models has been discussed earlier, neoclassical growth 

model , which is a stalling point for almost all analysis of growth and the modified AK 

version of endogenous growth model are taken as a models of choice for comparison. 
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Accordingly, the neoclassical model on the one hand has a principal conclusion that the 

accumulation of physical capital cannot sustain growth in the long run due to diminishing 

return of the factor input. Rather, the exogenous technological factor is the major 

determinant factor which sustains growth in the long run (Romer \996). 

Tn contrast, the modified AK model assumes that capital (which comprises physical and 

human capital), is the major determinant factor that sustains growth in the long run 

(Nowak-Lehman 2000). 

In this regard, as the earlier findings on the literature reveal that, the determinant factors 

for the success/growth of Ethiopian Airlines are attributed to physical and human capital 

factor inputs. Hence, though the growth models mostly are used in a country basis on 

many empirical analyses here the augmented AK growth model is extended to be used in 

a firm level which specifically is in Ethiopian Airlines case. Provided that, this on the 

way would check the applicability of the growth model on a firm base, which would be 

as if hitting two birds with one stone. 

Therefore, using the Cobb Douglas production function the augmented AK growth model 

is represented as 

Y=AH"K I .• 

Where, Y refers to output, A refers to technological level and K refers to physical capital 

and H refers to human capital. 

Hence, when the augmented AK model is extended to a firm level Y would represent 

output/service of the firm, A represents the technology level, K represents the physical 
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capital and H refers to human capital of the given finn. Thus, in Ethiopian Airlines case, 

the proxy for output/service is net profit of the firm as GDP is the case in a country base. 

Physical capital is represented by the value of plant, property and asset of the airline and 

human capital of the airline is represented by education. 

Accordingly, the net profit function for Ethiopian Airlines is specified as fo llows: 

Where, L = natural logarithm 

NP = net profit of the airline 

HCAP = human capital represented by educational standard 

VPPA = value of property, plant and asset (investment on physical capital) 

DM = dummy for regimc change and 

11 = error term 

4.3.1 Variable Definition and Expected Sign of Coefficients 

Dependent Variable: Net Profit (NP) is defined as nominal net profit of the airline in 

Ethiopian currency deflated by GDP deflator. 

Explanatory Variables: Human resource by educational standard is used to proxy 

human capital by making division of the data as skilled and unskilled based on the 

company's business activity and taking the skilled data to represent hW11an capital. 

Again, value of prope11y, plant and asset (VPPA) is used to proxy physical capital and it 

is also its nominal value deflated by GDP deflator. DW11my variable (DM) is used to 
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proxy regime difference between the Derg and EPRDF regime. For the regime difference, 

the value of dummy is set 0 for the Derg regime and 1 otherwise. And, except the dummy 

variable all variables are explained in logaritiunic formulation and the expected sign of 

all variables is to be positive. 

4.3.2 Estimation Procedure 

Prior to the procedures, it is worth mentioning some attributes of time series analysis. To 

start with time series data, it is one among the important types of data used in empirical 

analysis. And, empirical work based on time series data assumes that the underlying 

series is stationary (Gudjrati 2004). However, most economic variables practically are 

non stationary (Verbeek 2008).Models that contain non stationary variables will often 

-------relesult-in-spttri6ttsffleH-Se!\;;e.regrossiGfl-re£uJ.t,...:I:hat-is,~egressing.a.non..sta~Y_.JI.v.aarui ""abu.l""e~ _____ _ 

upon another non stationary variable/s may lead to a spurious regression in which 

estimators and test statistics are misleading (Verbeek 2008). Hence it is necessary to test 

the variables for stationarity before estimation is conducted. 

If the variables of interest are non stationary, differencing is one way to make them 

stationary (Gudjrati 2004). And estimating the difference stationary variables would only 

give short run dynamics (Eyob 2001 cited from Harris 1995). However, it is also 

important to determine the long run relationship as well, which this calls for the concept 

of co-integration. Hence, the co-integration test would help to determine the long run 

relationships between variables in the model. 

If the variables are co-integrated then, the short run relation between co-integrated 

variables can be represented by an error correction model, which combines both the long 
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or equal to one. For convenience, we can make the unit root test by subtracting Y'_I from 

both sides of the above AR (1 ) equation such as: 

Y, - Y'.I = pY'_I- Y'_ I + V, 

!'J. Y,= (p-l ) Y'_I+ V, 

= YY'_ I+ V, 

Where, y= p-I and !'J. Y,= Y, - Y'_I then, the hypothesis can be written either in terms of p 

or y as follows 

Ho= p= I ~ Ho=y=O 

o IS t e nu hypothesis referring that the series is non stationary/has a unit root 

and the alternative hypothesis HI refer to stationary series. Therefore, after the test is 

made and if the DF test stati stic is less than thc critical value of different significance 

levels then, we fail to reject the null hypothesis of non stationary or unit root. In contrast, 

if the DF test statistic is greater than the critical values we reject the null hypothesis of 

unit root and we conclude that the series is stationary (Hill et al. 2008; Alemayehu et.al 

2003). 

Regarding to the other two cases where the DF test includes only constant or both 

constant and linear trend, we have the same null and alternative hypothesis as the first 

case. The only change here is that the critical values in the three cases are different 

because it changes the behavior of the time series that it will alternate the test result 

(Madala 1992). 
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Hence, when carrying out a Dickey Fuller test a useful first step is to plot the time series 

of the original observations of the variables so that a proper test equation can be selected 

based on visual inspection of the plots (Hill et al. 2008). Thus, if the series appear to be 

fluctuating around a sample mean of zero, it is possible to ignore both the constant and 

the linear trend from the test equation. And, if the series on the other hand fluctuates 

around the sample mean of non zero then only a constant can be included. Finally, both a 

constant and linear trend is used in the test equation if the series appears to be fluctuating 

around a linear trend (Alemayehu et.al 2003). 

An important extension of the Dickey Fuller test is the Augmented Dickey Fuller (ADF) 

test which handles the problem of residual correlation by including lags of the dependent 

----------var-i-abie-te-tfflttl'e- thttH:he-restduals are-urrcurretated-{tIarrrs-t9"15)."For this test, tlie 

hypotheses of stationary and non stationary as well as the critical values are expressed in 

the same way as the case of DF test. Hence, practically the Augmented Dickey Fuller 

(ADF) test is always preferred rather than the DF test to insure that error terms are 

uncorrelated (Harris & Sollis 2003; Hill et al. 2008). 

Thus, while making the ADF test the first step is to determine the lag length for ADF and 

next is to make decision about the inclusion of a constant, linear trend and constant or 

nether a linear trend nor a constant term in the test equation (Alemayhu et.al 2003). In 

absolute term, if the computed ADF test statistics is less than the critical value of a given 

significance level we fail to reject the null hypothesis of unit root or non stationary series. 

On the other hand, if the computed ADF test statistic is greater than the critical value of a 

given significance level we reject the null hypothesis of unit root and then the series 

become stationary. 
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After making unit root test the next step is to check the order of integration of the time 

series variables. That is, when variables become non stationary at level we can use 

differencing or de-trending mechanism to make them stationary. And, most series 

becomes stationary after first difference (Harris 1995). Hence, series which can be made 

stationary after taking first difference are said to be integrated of order one 1(1). In 

general, the order of integration of a series is the minimum number of times it has to be 

differenced to make it stationary (Hill et al. 2008). Therefore, if the variables of interest 

become integrated of the same order then, it is possible to follow to the next step which it 

to make the co-integration test. 

4.3.2.2 Co-integration Test 

______ Twhe-ClassicaLregressi=-Il.1Gdel-assumes-that-tllHeJ3endtmt-a&-W6i-I-as-the-tneepeneeffi~----+

variables in a regression analysis to be stationary overtime (Alemayhu et.al 2003).But, 

most time series data of economic variables are non stationary (Green 2008). So that, it is 

necessary to make the data stationary before regression is made so as, to avoid spurious 

regression result (Harris 1995; Alemayhu et.al 2003). One way to do this is by 

differencing the data series which, most of the time it becomes stationary after first 

difference (Harris 1995). 

Then, tough it becomes possible to estimate the first difference stationary variables; it 

gives only the short run dynamics in which case the long run information of the data 

could be lost (Yohannes 2011 cited from Kennedy, 1992). However, it is essential to 

determine the long run equilibrium relationship among variables and co-integration now 

plays a vital role to identify the long run equilibrium relationships (Eyob 2001 cited from 

Harris 1995). 
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To put simply, if a linear combination of 1(1) variables is a stationary process of 1(0), then 

variables are known to be co-integrated (Muchai 201 I). And, the economic interpretation 

of co integration is that if two or more series are linked to form an equilibrium 

relationship in the long run, then tough the series becomes non stationary they will move 

closely together overtime and the difference among them becomes stationary (Harris & 

Soli is 2003). 

There are two approaches of testing the existence of co- integration an10ng variables of 

interest: the Engle-Granger or EG approach and the Johansson Approach (Alemayhu et.al 

2003 cited from Engle and Granger 1987). 

A. Engle Granger Approach 

In this approach, the first step is to check the order of integration for the variables so that, 

if all are the same order of integration then co-integration test proceeds (Muchai 201 I). In 

order to determine if the variables are co-integrated, we test if residuals generated from 

the estimated static equation are stationary or not (Yohannes 20 II cited from Engle 

&Granger 1987). And, if the residuals become stationary, it implies that the variables are 

co-integrated or they have a long run relationship. Then, there exists error correction 

representations which give information on long run relationship, short run relationship 

and the speed of adjustment (Muchai 201 I). 

Tough the Engle Granger Approach is simple to implement it has different draw backs 

such as: while testing using more than two variables there might be more than one co-

integrating vector that this approach does not have any systematic procedure to handle 
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this (Alemayhu & Daniel 2003). This approach again does not allow the variables in the 

right hand side to be potentially endogenous (Harris 1995 cited by Yohannes 20 II). 

B. Johansen Approach 

Another approach to make co-integration test is the Johnson method (Enders 1995). This 

method is a multivariate autoregressive approach which considers a model where we 

have a vector of variables Z, which are endogenous (Muchai 20 II ).Then, it is possible to 

specify and model Z, as unrestricted vector autoregressive (V AR) which involves up to K 

lags ofZ,. 

Where, Z, is a (nxl) matrix, Ai is an (nxn) matrix of parameters, k is the lag length and 

Vt is independently and normally distributed error term with mean null vector and vector 

of variances as shown in the V AR equation. This system is in reduced form with each 

variable in Z, regressed on only lagged values of both itself and all the other variables in 

the system (Harris 1995). 

There are two test statistics known as trace statistic (A,raee) and the maximum Eigen value 

(Amax) used to determine the co-integrating vector in co integration test (Enders 1995). 
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The trace statistic is determined by applying the following formula: 

" Atracc= -T I In(l - A;) where, T represents number of observations, Ai is the ith eigen 
j .. r+1 

value (Muchai 2011). On the other hand, the maximum Eigen value statistic is 

determined using the following formula: Amax= -T In(l-Ar+I). 

Hence, in both cases if the test statistic is greater than critical values of a gIven 

significance level we reject the null hypothesis. In contrast, if the test statistic for both 

tests is less than the critical values the null hypothesis if failed to be rejected (Muchai 

20 II). 

4.3.2.3 Vector EITor Correction Model 

If two or more variables are co integrated there must be an error correction model (Harris 

1995). That is, estimating a dynamic equation in the levels of the variables is problematic 

and differencing the variables is also has a problem since it removes any information in 

the long run (Harris 1995). Therefore, according to Harris the more suitable method is to 

convert the dynamic model in to an error cOlTection model which contains information on 

both the short run and long run properties of the model, with disequilibrium as a process 

of adjustment in the long run. 

The vector error correction is a multivariate dynamic model that incorporates a co-

integrating equation (Verbeek 2004; Hill et al. 2008). This model is relevant when we 

have two or more variables that are co-integrated. Therefore, including the error 

correction terms derived from long run co integrating vectors as independent variable in 

the estimation process of the error correction model, recovers all the long run information 
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that was lost in the original estimation process (Eshete Amsalu 2007 cited by Wubshet 

2008). Thus, the vector error correction model can be formulated as follows: 

Where r = -(l-A,- . .. -A;), (i= I, ... ,k-I), 

and TI= -(l-A,- ... -Ak). Hence, according to Harris, this way of specifying the system 

contains both the long run and the short run adjustments information to changes in Z" 

through the estimates of rand TI respectively. 

If TI has a full rank then the variables in Z, are 1(0) and all variables are in fact stationary. 

The other case is when the rank of TI is zero in which case there are no co-integration 

relationships. However, more usually TI has a reduced rank and this can be factorized as 

-------+H+-=~8r-6-G-matHx-r.epresents-the-speed-of adj'lstmenU !Ldiseqluil' il' lJiLll:Q..antUWcJL ____ -!-_ 
matrix of the long run coefficient (Eyob 2001 cited from Harris \995) . 

Hence, in this study, after the unit root test for stationary and identification of order of 

integration, the co integrating relationships that span the long run relationship is 

determined. By doing that, the estimate of (l and ~ is also generated. 
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CHAPTER FIVE: DESCRIPTIVE AND ECONOMETRIC 
ANALYSIS 

5.1 Introduction 

In this chapter both descriptive as well as econometric analysis are made. In the 

descriptive analysis, the performance indicators di scussed in the preceding chapter are 

used to evaluate the performance of Ethiopian Airlines. In doing so, the researcher 

initially makes discussion about the overall performance of the airline. Accordingly, 

discussion begins with management, organizational structure and strategic plan of the 

airline, followed by a discussion on the operational and financial performance together 

with data analysis. By using these and other additional information, evaluation of the 

overall performance of Ethiopian Airlines is made. 

In this regard, the study identifies the determinant facto rs for the success of the airline 

relying on the standards and the available data, which is one major objective of the study. 

In line with this, the empirical results and interpretation of the results are discussed in the 

econometric analysis palt. And then, the descriptive and empirical analysis is joined 

together to identify the determinants. 

Finally, based on the results of both methods, discussion is made about the possible 

lessons that can be taken from the experience of Ethiopian Airlines for other public 

companies. Hence, this enables the researcher to meet the other major objective of the 

study which is, to identi fy possible lessons for other public companies. 
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5.2 Overall Performance of Ethiopian Airlines 

5.2.1 Management and Organizational Structure of Ethiopian Airlines 

Management in a business performs several tasks. It undertakes transaction on behalf of 

the firm by identifying and negotiating contracts with input suppliers and output buyers, 

it arranges and coordinates activities of the firm and identifies the direction the firm is to 

take, is responsible for the implementation of the strategy and evaluates and enforces the 

overall activities of the firm (Ferguson et.al 1993). In short, management of a business 

has a vital role in the performance and well functioning of a given enterprise. 

Ethiopian Airlines is a state owned enterprise which is managed by Board of Directors 

appointed by the minister in charge of the appropriate government department. Having 

one chair person, these board members are taken from the...oxganizatioo-llRd-GUtside-the-e------.,-

organization. Accordingly, the members represent higher government officials, 

employees as well as different individuals selected by stakeholders to represent their 

interest in managing the airline. Then, a Chief Executive Officer (CEO) for the company 

will be appointed by the board members which he then will again appoint his own 

management team members. Subsequently, all team members of the management will be 

approved by the board of director members which mostly are with a position of vice 

presidents of different departments, executive vice presidents, chief operating officers, 

acting general managers etc. 

In Ethiopian Airlines, the term of the Chief Executive Officer to stay in his position is 

undetermined. That is, he can stay in the position until his retirement period so long as he 

works very hard and the board members believes that he is doing his duty and career very 
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well and so right. Hence, this long time experience will enable him/her to internalize 

every activities and situations of the airline so that can be a good decision maker. 

Besides, though the airline is fully owned by the government it is independent & 

commercially driven company that it makes decision based on set of applicable principles 

and standards. In line with this, each management division in the airline has its own duty 

and obligation that one undertakes transaction on behalf of the company, while other 

coordinates the activities of the business and is responsible for the implementation of the 

planed strategies whereas, the other division will evaluate and enforce the overall 

situation in the company. 

Accordingly, the board management is the higher body that manages and supervises the 

------ee.fltefpr~ecide--strategic issues and supervisell1e plan and performance of the 

enterprise. On the other hand, the management team together with the CEO, which is one 

member of the team, manages and allocates expenditure within the limit of authority, is 

responsible for the successful operation of the airline, and decides day to day activities. 

However, this does not mean that there is no room for the employees to contribute in the 

planning and performance of the enterprise rather they also participate on the enterprise 

plan and its performance being represented by the labor union. Thus, business activities 

are subdivided in to sub groups that there is a specialization which this makes the airline 

to be more productive. 

Moreover, the hierarchical management of the enterpri se allows accountability of one 

management division to the other. That is, the board which is accountable to the 

govenunent (owner) will watch the activities of the CEO which, he then watches for the 
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team management members. The team, on the other hand, will watch the activities of 

other lower management divisions and staff members of the enterprise. 

Organizational Structure of Ethiopian Airlines: From business point of view, there are 

different forms of organizational structure. Starting from the simplest form associated 

with a small business where the owner directly controls and performs managerial tasks, to 

different types of organizational structures which include unitary organizational form, 

multidivisional form etc (Ferguson et.al 1993). These different organizational forms 

have different characteristics of their own and also have merits and demerits as well. 

For instance, some airlines adopt a hierarchal unitary (U-form) organizational structure, 

which incorporates a branching or pyramid management structure organized according to 

- -----ffii:tnnctionaI-speciaiThIJI. This fUlm has two dislltlvantages for a large size m ms: control loss 

and cost inefficiency. Whereas, some others use multidivisional (M-form) of 

organizational structure, which offers distinct advantages for the large and diversified 

enterprise with economies of scale advantage (Fergusson et.al 1993). 

Picking an organizational structure which fits the type of business would be important for 

a well functioning and good performance of a given company (Kuzman et.al 2009). 

Therefore, due to the fact that the efficiency of an airline does not merely depend up on 

its business activities but also on the form of its internal organization (Fergusson et.al 

1993), Ethiopian Airlines has developed its own organizational structure which alters 

itself based on the change in the business environment. 

Accordingly, Ethiopian Airlines is one among which uses the multidivisional 

organizational form which comprises two or more unitary form. It uses such 

organizational structure with an intention to decentralize decision making and give 
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responsibility for employees. So that, the flexibility of the finns ' response to changing 

market conditions would increase. Thus, based on figure 5.1 the board management 

supervises the chief executive officer which he is advised by the two vice presidents of 

internal audits compliance & legal counsel and corporate secretariat respectively. In 

addition, the former two vice presidents together with the director of CEO office gives 

auditing and consultant service for the rest of the management divisions. 

On the other hand, the chief executive officer directly supervises the operating, 

commercial and financial chief officers as well as the vice presidents of the three 

divisions: corporate human resource management (HRM), Aviation academy and 

Alliance & Corporate strategy planning respectively. In line with this, the aforementioned 

chief officer intern supervises vice presidents-of their lower depactl.l1ent.-Likew.is e,--thle------+__ 

vice presidents of the above three divisions manage directors of their lower departments. 

Moreover, these lower divisions in their turn supervise other lower sub division managers 

and thi s process proceeds till it reaches to the ordinary staff member of the enterprise. 
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Figure 5.1 Ethiopian Airlines Summarized Organizational Chart of2010/11 
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5.2.3 Strategic Plan of Ethiopian Airlines 

Plalming is a forward looking process in which we decides what to do, how to do it, when 

and whom to do it (Mohammed 1995).In plmming mmlagers determine the goals of the 

organization or workgroup and develop the overall strategies to achieve them (Ferguson 

et.al 1986). In line with this, planning has several benefits where it facilitates professional 

growth, provide the framework for organization, aids in delegating authority, help 

monitor work etc (Kinard I 988).Moreover, it helps to avoid errors, waste and delays and 

also aids to have an effort of becoming both effective mld efficient (Ferguson et.al 1993). 

A gIVen organization can have different planning levels where, strategic plan is one 

among them. Strategic planning is the process in which overall company objectives are 

set and strategies for each segment of the organization are formulated (Mohamed 1995). 
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Ethiopian Airlines is an enterprise which has its own strategic plan which includes its 

vision, mission, and values. These plans are set by the top management which comprises 

short term and long run plans of five, ten and fifteen years. Prior to the vision 2025 

Ethiopian Airlines had five years plan of vision 20 I 0 which has several targets to meet. 

The following table presents how the 2010 vision was achieved. 

Ethiopian Airlines in the year 2003/04 had 44 destination places and had a vision to make 

it 60 in 2010 where according to the information in the table 5.1 , it had increased 13 

destination places and attained 98% of its vision by stretching its service to totally 59 

international destinations. Regarding to the fleet size, it had 23 fleets in 2003/04 and it 

planned to make it 30 in 20 I 0 but, fortunately it had acquired 2 more fleets beyond its 

vision in terms of its fleet size. 

Likewise, in the year 2003/04 Ethiopian Airlines had 1.2 million passengers (PAX 

number), 390 million $ Revenue and Operating Profit of 31 million $. Having these, the 

airline had a vision to have 3 million passengers, 949 million $ revenue and 75 million 

operating profit in the year 201 O.Then, in 2010, it had surpassed the targets and realized 

105%, 135% and 136% achievement in the three variables respectively. Hence, from 

the above one can understand that Ethiopian Airlines met its vision very well even by 

surpassing its targets which might be through working of day and night with full 

conm1itment. 
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Table 5.1: Achievement of Vision 2010 

2003/04 Vision 2009/10 % attained 
2010 Achievement 

Number of 44 60 59 98 
International 
Destinations 

Fleet Number(Jet) 23 30 32 107 

PAX 1.2 3 3.1 105 
Number(millions) 

Revenue (millions 390 949 1,239 135 
US$) 

Operating Profit 31 75 105 136 

_____ ~S,6Ufee:-l:InpubJished_material from EflhopJan Airimes 

Similarly, the company again set fifteen years plan of vision 2025 which is explicitly 

presented as follows. By 2025, Ethiopian Airlines has a vision to become the most 

competitive and leading aviation group in Africa by providing safe, market driven and 

customer focused passenger and cargo transport, aviation training, flight catering, 

Maintenance Repair and Overhaul (MRO), and ground services (Ethiopian Annual 

Report 2010). 

Besides, Ethiopian Airlines has different missions which include the provision of the 

aforementioned services with better quality and price than its competitors, insuring of 

being an airline of choice to its customers, employer of choice to its employees, and an 

investment of choice to its owner (Ethiopian Annual Report 2010). It also has a mission 

to contribute positively to socio- economic development of Ethiopia in particular and the 

countries to which it operates in general by undertaking its corporate social 
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responsibilities and providing vital global air connectivity (Ethiopian Annual Report 

20 10). 

Regarding to values of Ethiopian Airlines, it gives priority to safety and then it has the 

following values: It values a high performance and learning organization with continuous 

improvements, innovation and knowledge sharing, it accept change for growth, 

opportunity it brings and it always seek for and apply the best ideas regardless of their 

source. In addition, it recognize and reward employees for their performance and 

demonstrate integrity, respect to others, honesty and team work, it act in an open fashion 

and be result oriented, creative and innovative, adopts zero tolerance to indifference, 

inefficiency and bureaucracy, encourages free flow and sharing of information, it always 

look for ways to make it easier for customers to do business with the company and it is an 

equal opportunity employer (Ethiopian Airlines unpublished material source 20 1 0). 

Hence, having the above mentioned visions, mission and values Ethiopian Airlines is 

expected to work so hard to meet those objectives and strategic plans. 

5.2.3 Operational Level and Financial Performance of Ethiopian Airlines 

A given company/enterprise can use several parameters in order to measure the 

operational level and financial performance of its business. Likewise, Ethiopian Airlines 

has used different operational performance measuring parameters which include capacity 

availed in terms of Available Seat Kilometers (ASK), Revenue Passenger Kilometers 

(RPK), Load Factor etc. Detail operational statistics is presented in (Figure 5.2). 

To start with ASK, it is the product of passenger seat capacity measured in seats available 

by distance flown and it measures available passenger capacity (Arumal report of ET 

2010/ 11 , Aviation & Allied Business 2006). According to fig.S.2 , ASK was increasing 
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steadily until the down fall of the imperial regime. Subsequently, it had a stable trend 

which is due to the political instability in the country. However, it slightly increased up to 

the end of the Derg regime. During the EPDRF regime ASK has increased consistently 

especially in the recent years due to, major changes made in its network, its acquisition of 

new airplanes and opening of new destinations. 

RPK, which is number of revenue passengers carried multiplied by the distance flown, 

measures actual passenger traffic (Aviation & Allied Business 2006, Ethiopian Airlines 

20 I 0). RPK had a stable trend between begitming of the airline and the end of the 

imperial regime. Consequently, it had a stable trend until the mid regime of the Derg 

period and it increased steadily up to the end of the regime. In the early EPRDF period, it 

has again stable trend-and--fr.em-thaHime-onwarchrl 

increased consistently. And tlllS is due to the above mentioned justifications for ASK, 

which it also applies for RPK as well as A TK. 

ATK is another measuring variable, which refers to the overall capacity measured in 

tones available for carriage of passengers and cargo load multiplied by the distance flown 

and it measures available total capacity (Ethiopian Atmual Report 20 10, Aviation & 

Allied Business 2006). A TK has insignificant contribution almost for the two consecutive 

regimes. However, it had stable trend between late Derg regime and early EPRDF 

periods. Later on, it showed consistent upward trend during the EPRDF regime due to the 

growth strategy applied by the airline since 2003/04. That is, vision 20 to and it has 

significantly impacted the airlines growth. 
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Figure 5.2 : Trends of Available Seat Kilometer, Revenue Passenger Kilometer, Available 

Tone Kilometer (1946/47-2010111). 
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Source: Own compilation from the Ethiopian Airlines unpublished materials 

Load Factor (LF) is another operational performance measure of the airline. And, overall 

load factor is defined as Revenue Tone Kilometer (RTK) per Available Tone Kilometer 

(ATK). This refers to how much revenue does the airline obtained from the available tone 

kilometer and it is measured by percentage. As it is depicted in fig 5.3, it has a fluctuating 

trend during the three regimes and recently it fluctuates around 70% revealing that more 

than 70% of the revenue out of available tone kilometer is attained. 
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Figure 5.3: Load Factor Trend of Ethiopian Airlines (1957/58-2010/11) 
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Source: Own compilation from unpublished materials of Ethiopian Airlines 

Financial Pef!ormance: Ethiopian Airlines currently uses different financial performance 

indicators which include operating revenue, operating expense, profit etc. 

Ethiopian Airlines generates revenue through the provision of services which 

incorporates passenger, mail and cargo transport, aviation training, flight catering, 

Maintenance Repair and Overhaul (MRO), and ground services. Having these, the 

revenue of this company can be presented using different segments such as revenue in 

terms of business segment, geographical segment and operating revenue generated by 

providing the aforementioned services (Ethiopian Arumal Report 20 I 0). 

Operating revenue of Ethiopian Airlines had been stable during the late periods of the 

Derg regime (Figure 5Ai. But, in the period of EPRDF, revenue of Ethiopian Airlines 

3 30 years data are used to make the trend analysis for revenue, expense and profit. And, only the late Derg regime 
and EPRDF regi me are used to make the trend analysis. 
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has increased consistently. However, the war between Ethiopia and Eretria had led 

revenue decline in 1999/00. 

Figure 5.4: Operating Revenue Trend from 1980/81-2010111 in Millions 
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Source: Own compilation from unpublished materials of Ethiopian Airlines 

Likewise, figure 5.5 reveals the share of each component of revenue of Ethiopian 

Airlines. Accordingly, revenue from the transportation of passengers covers the lion's 

share of the airline 's total revenue. On the other hand, cargo transportation accounts 17% 

from the total revenue. Besides, the airline generates its revenue from other business 

segments such as mail deli very, excess baggage, ground handling, aircraft maintenance, 

subsidiary and others which all accounts the remaining percentage ofthe total revenue. 
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Figure 5.5: Revenue by Business Segment in % (Percentage) 2009/ 10 
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Source: Ethiopian Airlines Annual Report 200911 0 

In terms of geographical segment, revenue generated from Africa Gulf Mi 

Asia accounts more than 65%, which it takes the highest share followed by Europe and 

America which accounts 28% of the total share (figw·e 5.6). On contrary, contribution of 

domestic revenue has remained very low: 6% of the total revenue. 

Figure 5.6: Ethiopian Airlines Revenue by Geographical Segment 2010/11 

Source: Ethiopian Airlines 
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Expense: Expense of the airline has showed a stable trend during the late periods of the 

Derg regime. And then, it showed consistently upward trend until the year 2005/06 

where, expense has declined rapidly. Since then, it has somehow a fluctuating trend 

(figure 5.7). 

Figure 5.7: Expense Trend of Ethiopian Airlines 1980/81-2010/ 11 
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Regarding to components of expenditure, fuel & oil takes the largest share which is 38% 

percent of the total expenditure. The expenditure for aircraft maintenance (12%) and 

lease (11 %) captures the next higher share followed by 10% expenditure for sales and 

marketing. The remaining 29% percent of total expenditure has been accounted for 

salaries & wages (6%), overflying & navigation (6%), ground handling (5%), 

depreciation (3%), landing & parking (3%), corporate overheads (1%) and passenger 

handling (5%) (Figure 5.8). 
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Figure 5.8: Components of Ethiopian Airlines Expenditure 2009110 
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Profit: Profit of Ethiopian Airlines comprises two types: operating profit and net 

profit/profit before tax. Operating profit is the difference between total revenue and total 

cost. And, to get net profit, additional variables such as net financial expense, foreign 

exchange gain! (loss), and non- operation items is considered. 

The profit trend of the airline has a fluctuating trend. During the late Derg regime, profit 

has showed fluctuating trend whereas, it has shown an increasing trend in EPRDF 

regime. However, in 1999/00 the airline incurred a loss due to war between Ethiopia and 

Eritrea which forced the airline to change its main hub to Nairobi, Kenya and increased 

its cost in order to minimize the risk of the war. Subsequently, starting from the year 

2002 the trend has increased dramatically which is because of a stable management, 
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strategic leadership, acquisition of new aircrafts, network expansion and so forth. 

Moreover, except for the year 2006/07, where profit has showed a declining trend, the 

profit trend has increased. Even, when the world economy is heated by the financial 

crisis, Ethiopian Airlines was making profit unlike other carriers in the world, which is 

due to its market strategy. That is, majority of its customers were from African region 

which is not heated as worth as the western cowltries. 

Figure 5.9: Profit Trend of Ethiopian Airlines (1981182-2010111) 
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Source: Own compiled from unpublished materials of Ethiopian Airlines 

Figure 5.10 shows the trend for passenger numbers of Ethiopian Airlines for the last 60 years. 

The number of passengers has a stable trend up to middle of the Emperor regime and 

increased slightly until the end of the regime. Afterwards, it fluctuated a bit till it has 

increased sharply in 1999. Unlikely, it has decreased sharply in the following year and then 

showed upward trend in the subsequent periods of EPRDF regime. 
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Figure 5.10: Trend of Passenger numbers of Ethiopian Airlines (1946/47-2010111) 
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Source: Own compilation from unpublished materials of Ethiopian Airlines 

5.2.4 Productivity 
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Productivity is one criterion to measure success of a company. And table 5.2 provides 

productivity trend for the airline. 

Here, different indicators of productivity measure are used: ASKIEmployee, 

RPKlEmployee, ATKIEmployee, RevenuelEmployee and Net profitlEmployee. 

Accordingly, in level all indicators show an increasing trend revealing the fact that 

productivity of employees measured by the aforementioned factors has increased between 

2003/4 and 2009/10. In particular, net profit per capita has increased by 474% compared 

to the level of net profit per capita in 2003/4. 
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Table 5.2: Productivity 2003/04 - 2009/1 0 

2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 20091 
10 

ASKlEmployee('OOO) 1,340 1,564 1,935 2,4 15 2,555 2,676 2,672 

RPKlEmployee('OOO) 846 1,069 1,240 1,540 1,797 1,875 1,922 

A TKlEmployee('OOO) 255 308 358 442 492 548 572 

Revenue/Employee 754 934 1,149 1,465 1,904 2,439 2,936 
(ETB '000) 

Net ProfitlEmployee 51 67 28 28 105 269 293 
(ETB '000) 

.. Source: EthIOpIan Au·lmes unpublIshed matenal source 2011 

With the exception of ASKlemployee, which grows b 99% all variables 

more than 100% over the period in consideration. This paramount growth has been 

achieved as a result of the working standards and procedures used by the airline for every 

activity in the business. And, the new working strategy adopted by the airline as well has 

resulted in high capacity growth, with almost similar employee number (Table 5.3). 

Table 5.3: Growth of Productivity from 2003/04-2009110 

Growth of ASK/Employee RPK/Employee ATK/Emplo Revenue/ Net 
Productivity (000) yee (000) Employee(O Profit/ 
from 2003/04- 00) Employee 
2009/10 (000) 

Increased by 99% 127% 124% 289% 474% 

Source: Ethiopian Airlines unpublished material source 201 1 
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5.2.5 Ethiopian Airlines RoutelDestination Details 

Ethiopian Airlines has passed through different stages towards its destination. Initially, its 

main destinations were Djibouti, Aden, Asmara, Khrutoum, Cairo, leddah, and limma 

(Ethiopian Herald 1946; Baheru 1988).Subsequently, when Ethiopian Airlines celebrated 

its 25 th rumiversary, the number of destinations increased to 44. And, it has diversified its 

destinations ruld has linked East and West Africa countries as well as started new 

international flights (Saunders 197 1). 

In its 50th anniversary, the route network stretched from Europe (London, Frankfurt, and 

Rome) to China (Beijing) and Thailand (Bangkok). Middle East and Indian sub continent 

were well represented and African route reached Senegal and Ivory Coast in the west, 

Cairo in tbe north andJohannesbul'g-antJ...8tH.'ban-in-the-south. 

Currently, Ethiopian Airlines has more than 65 international and 17 domestic destinations 

to Africa, Europe & America, Middle East & Asia and Ethiopia respectively and are 

presented in (table 5.4). 

Ethiopian Airlines gives service to 39 destinations in Africa region which takes the 

largest share from the overall destinations followed by its service to Middle East & Asia 

(1 5). Besides, the airline has 7 destinations to Europe & America and 17 destinations in 

Ethiopia (see Appendix 3). 

5.2.6 Ticketing Offices and Sales Agent of Ethiopian Airlines 

Ticket sales are one pru'! of an airline activity which can be done by the airline itself or 

else, by independent travel agents, who gets paid commissions based on the gross value 

of the tickets sold (Ferguson et.al 1993). Regarding to Ethiopian Airlines, it sales tickets 
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using its own ticket offices and through its sales agents, which they are paid commissions 

by selling the tickets. 

Ethiopian Airlines has domestic as well as international ticketing offices to deliver its 

ticket to its customers of which, it has 17 offices domestically and more than 25 

internationally (Table 5.5). On the other hand, in 2009/10 Ethiopian Airlines has about 60 

general sales agent offices spread over different parts of the world (Table 5.6 see both 

tables on Appendix 3). 

5.2.7 Ethiopian Airlines Fleet Details 

Being an airline which operates the newest and youngest fleets, Ethiopian Airlines has 

accumulated and owned various types of aircrafts through grants and purchase at 

different time periods (Baruu 1988). 

Starting with five Douglas C-47 sky trains which are acquired during its establishment, 

Ethiopian Airlines has used different kinds of aircraft to provide its passenger and cargo 

transport services. Some of them include Convair 240, Dc-68 cloud master, Fokker 50, 

ATR-42, DHC-6 Twin Otters, Boeing 720, Boeing 720 flight simulator, Boeing 727, 

Havilland ,Canada DHC-5 Buffalo, Boeing 737, Boeing 757, Boeing 767, Boeing 707, 

Boeing 757, Lockheed L-lOO commercial Hercules, DHC - 5 Buffalo and so forth 

(Baheru 1988; Ethiopian Annual report 2010111) . In addition, other kinds of aircrafts for 

passengers and cargo have been also used by this airline during its service life and 

currently Ethiopian Airlines has such a fleet mix (table 5.7). 

The table shows passenger fleets used for domestic and international flights. And, most 

of the fleets used are jet fleets of Boeings. However, the airline also uses other kinds of 
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fleets such as Bombardier Dash Q-400, Fokker 50 and it also ordered A350-900 of 

Airbus. From these fleets, some are owned and others are leased from other carriers. 

Besides, the airline has ordered 12 A350-900 Airbus & 10 Boeing 787 Dream liner jets 

from the manufacturers of the two companies respectively. Moreover, for its international 

service it mainly uses Boeing fleets such as Boeing 777-200LR, Boeing 767-300ER, 

Boeing 757-200, Boeing 737-700 and Boeing 737-800 and it uses Bombardier Dash Q-

400 &Fokker 50 for the domestic service. 

Table 5.7: Domestic and International Passenger Fleet Mix 

Aircraft type Services Owned Leased Orders Total 
International/ 
Domestic 

Air bus 
A350-900 - - - 12 12 
Dream Liner Jets 
Boeing 787 - - - 10 10 
World liner Jets International 
Boeing 777-200LR 4 - - 4 
Boeing 767-300ER International 3 8 - 11 
Boeing 757-200 International 3 5 - 8 
Boeing 737-700 International 3 2 - 5 
Boieng737-800 International - 5 - 5 
Bombardier Dash Domestic 4 4 - 8 Q-400 
Fokker 50 Domestic 5 - - 5 
Total 22 24 46 

Source: Ethiopian Airlines Unpublished Material and Annual report of2010 

Likewise, Ethiopian Airlines uses different aircraft type to provide its cargo service. As 

per the table below, Boeing 757-260, Boeing 747-200 and MD-IIF are used to deliver 
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the service. In this regard, not all of these fleets are owned rather some are leased from 

other carriers. 

Table 5.8: Domestic and International Cargo Fleet Mix 2009/ 10 

Aircraft type Owned Leased Orders Total 

Boeing 757-260 I I - 2 

Boeing 747-200 - 2 - 2 

MD-IIF I I - 2 

Total 2 4 - 6 

Source: Ethiopian Airlines Annual report & Compiled from unpublished materials ofET 

5.2.8 Internal and External Relation of Ethiopian Airlines 

_____ --J.Tntema1-l:elat~Gn_iR_thl_s_GeHte_x_t_i_s_tlsed-re-refel the Telatiollship of Ethiopian AIrlines wIth 

the governn1ent of Ethiopia (owner).In other words it is to refer how the government 

participates or uses its power on the overall performance of the airline. 

According to my respondents, tough it is government owned enterprise, the role of the 

governn1ent in the overall performance of Ethiopian Airlines is so limited that the 

company operates independently without strict intervention. Accordingly, unlike other 

publicly owned enterprises, the independence facilitates for the airline to be competitive 

airline rather than to stay at its statuesque. Besides, the government supports the airline 

by exempting taxes: profit tax and import tax and it even allows the airline to use its 

profit for reinvestment and to improve itself. Moreover the government enables it to lise 

all foreign exchange it gets from the service it provides. Hence, this autonomous 

management has a great role for the airline and helps it to function and perform well 

without limitations so that can exploit its maximum capacity. 
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External relation in this context is to refer the relation of the airline with other carriers in 

terms of code sharing agreement and alliance and also its relation with international 

companies such as Boeing and Airbus. 

Code Sharing is a commonly used form of commercial cooperation among airline in 

international air transport (Africa Wings 2010). It is defined as an agreement between 

two or more air calTiers whereby the carrier operating a given flight allows one or more 

other carriers to market this flight and issue tickets for it as if they were operating the 

flight themselves (European Commission Authority n.d.). In practice, it is a case where 

one airline permits another to use its designator code on a flight, or two carriers share the 

same airline code for a flight (Africa Wings 20 10). 

o e s lare agreement among carriers has different benefits for the carners and the 

passengers as well. Presence on routes which they do not fly by reasonably priced 

marketing tools, opportunity for increased market access and better display position in 

computer reservation systems are among the benefits which accrue for the carrier's. 

Passengers on the other hand will have benefits such as convenience of coordinated 

schedule, shared ternlinal facilities, lower fares, and common frequent flyer programs 

(Africa Wings 20 I 0). 

In this regard, Ethiopian Airlines has made code sharing agreement with different carriers 

in order to get the aforementioned and other additional benefits. The airline has made 

such agreements with Air China, Air Mozambique, British Midland (BML), Lufthansa, 

Kuwait Airways, Saudi Arabian Airways, Turkish Airways, South African Airway~ 
1""T ..... ,~ 

"" ."~ .' 
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Scandinavian Airways, Gulf Air, Brussels Airline and Air Nigeria which IS on the 

process to be implemented (Table 5.9). 

Table 5.9: Code Share Agreements of Ethiopian Airlines in 2010 

Ethiopian Airlines Code Share Agreements 

Air China British Midland Kuwait Airways Scandinavian 

(BML) Airways 

Air Mozambique Brussels Airlines Lufthansa South African 

Airways 

Air Nigeria(Under Gulf Air Saudi Arabian Turkish Airways 

implementation) Airways 

Source: Own compilatIOn from the EthIOpian AirlInes unpublished matenals 

Alliance is another form of cooperation an10ng carriers and is defined as· co.operationl------:-

agreements by which airlines integrate their networks and services and operate as if they 

were a single entity (European Commission Authority, n.d) . Currently, there are three 

well known global alliances: Star Alliance with its 27 members, One World with 10 

members and Sky Team with its II members and 3 associates (Africa Wings, 2010). 

So far, only four African carriers have joined the above global alliances, of which South 

African Airways, Egypt Airways, and Ethiopian Airways are members of Star Alliance 

whereas, Kenya Airways is member of One World (Afi·ica Wings, 2010). 

There are different companies which produce commercial Aircraft for diverse carriers 

that exist all over the world. Among these, Airbus and Boeing companies are placed at 

the first and second order in providing such aircraft (Segal 20 II). 
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Especially since 1962, which is the jet age in Ethiopian Airlines history, the airline 

commonly has used different types of Boeing fleet. However, recently it has ordered 12 

A350-900 Airbus fleets which make it client of Airbus as well. Thus, currently Ethiopian 

Airlines is customer of the two giant fleet manufacturers: Boeing and Airbus. 

5.2.9 Data Analysis 

Initially, the researcher grouped the respondents based on their years of experience on the 

ground that they have different profession and works on different departments that, it is 

difficult to make a group easily. Thus, for convenience, they are grouped based on 

experience: from 1-10 and more than 10 years of experience. 

In this regard, 93% of respondents which are between 1-10 years of experience agreed 

that Ethiopian Airlines is a successful public enterprise. Likewise, among those with 

more than 10 years of experience 90% of them approved its success. On the other hand, 

about 7% respondents grouped in 1-10 years of experience and 10% respondents from the 

other group (above 10 years of experience) has disagreed on the success of the airline. 

The justification for their disagreement is the fact that they have compared the airline 

with other international companies and they believed that the airline is in its infant stage 

comparatively. However, compared to other public enterprises of this country (Ethiopia) 

they agree on its success. Even more, they suggested that the airline has to work so hard 

so that can be cited as one model for international companies as well (Table 5.10). 
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Table 5.10: Respondents Reply on Success of Ethiopian Airlines 

Is Ethiopian Airlines Years of Experience 

Successful? 1-10 years Above 10 years 

Yes 93 .02% 90% 

No 6.97% 10% 

Source: Survey, 2011 

In Table 5.11 different measuring conditions for success of a company business are 

presented and the response of the sample population is grouped in to tluee: percentage of 

agreed respondents, those that disagree and those who are not sure about these 

measurements. In addition, based on the respondents, the most prominent factors are 

ordered as 1 st, 2nd
, 3 rd etc, in order to see the most significant factors for the justification 

of the success. Accordingly, from the given variables more than 78% of the respondents 

agreed that profitability, growing customer base and continuous improvement culture of 

the airline as their justification for the success of the enterprise. In line with this, 75% and 

69% of respondents agreed that market share and productivity of factors of production 

respectively as the other justifications for the success of the airline. Moreover, 58% and 

56% of respondents agreed that integrity and customer satisfaction variables as well are 

other justifications of the success. In contrast only 25% of respondents consented on 

employee satisfaction as a justification for the success of the airline. 

On the other hand, in relative term, lower percentage of respondents disagreed on these 

variables on the ground that they may agree on the one factor very strongly and neglect 

the others so that increases percentage share of disagree for the other factor. Moreover, 
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some of the respondents are not sure about these measures and even left a blank space 

which is out of the three options. Thus, the remaining percentages out of the three options 

are leftovers without any justification by the respondents. 

Table 5.11: Respondents Reply on Success Measuring Criteria's 

Ethiopian Airlines is Response of Employees Respondents order of 

Successful because of: Agree Disagree Not Sure the Variables (%) 

(%) (%) (%) 

Profitability 89.09 1.8 9.09 5l.l (1 51) 

Customer satisfaction 56.36 12.72 16.36 * 
Growing customer base 80 3.65 5.45 35.5(2"°) 

Employee satisfaction 25.4 54.54 5.45 * 
Continuous 78.18 5.45 1.8 25(3'U) 

improvements 

Integrity 58.18 14.54 5.45 * 
Productivity 74.59 5.45 7.27 13 .3 (4111

) 

Market Share (Africa 69.09 9.09 1.8 25(3'°) 

case) 

Source: Survey, 2011 

Note: the * above refers to the variables that are relatively less significant factors 

Table 5.12 shows the determinant factors for success of the airline and agreed 

respondents reply with the rank of the variables. As per the table, factors such as state alt 

of teclmology, best practice and working standards, size and type of fleets, opening of 
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new routes, dedication of work force, training and promotion are considered/agreed as 

determinant factors for the success of the airline by more than 75% of the respondents. In 

addition, cost efficiency, management autonomy, safety trend, geographical location, 

formation history, quality of management leadership, employee motivation and the 

existing infrastructural facilities are agreed by 60%-74% of respondents as other 

determinant factors for the success of the airline. Number of ticketing offices (56%) and 

human resources (61 %) are also agreed by the respondents as factors which contribute to 

the airline's success. 

Again, according to respondents, factors such as best practice & working standards, 

dedication of work force, state art of technology, the existing fleets, training, route 

promotIon are regarded as more prominent factors for the 

success of the airline. 

Table 5.12: Reply of Respondents on Success Determinant Factors of Ethiopian Airlines 

Determinant factors for success of Ethiopian Agree (%) Rank of variables (%) 

Airlines 

Tec1mologicallevel 83.3 13 .3(20 °) 

Promotion 75.9 11 % 

Best practice & Working standard 77.7 18( l st) 

Opening of New route 79,6 6 

Size of fleets 90.74 13.3(20 °) 

Training 75.92 18(3'°) 

Formation History 72.2 * 
Dedication of work force 79.6 18(1") 

Geographical location 64.81 * 
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Management Leadership 64.81 • 
Human capital contribution 77.7 • 
InfrastructW"e 66.6 * 
Ticketing offices 55.6 * 
Employee motivation 72.2 • 
Safety trends 74.09 11% 
Number of human resource 61.1 * 
Management autonomy 62.9 * 
Cost efficiency 70.37 * 
Source: Survey, 2011 

Note: * refers factors that have relatively less contribution for the success ofthe airline 

5.2.10 Major Challenges of Ethiopian Airlines 

_____ ~I!!!n~a!.......!b!..'ou~s!!in!5<e~ssL.!e;an!.lvwi [l.!ll1IillaJJ..J:.= ¥-=mpan¥-faces-diJf0r-mt----types sf eI'Il!Henges-. -----+-

Correspondingly, Ethiopian Airlines as well faces a variety of challenges of which: 

unstable and escalating fuel price, external competition, unstable political and economical 

situation on the destination regions, labor turnover, foreign currency risk, exchange rate 

ri sk and poor economic and tourism development of Ethiopia are the major ones. 

Hence, the airline uses different types of remedy for the above mentioned problems. For 

instance, in order to manage the financial risks: Foreign cW"rency risk, exchange rate risk 

and fuel price risk the airline uses five step risk management cycle adapted from the best 

international practices. Accordingly, different hedging strategies are in use in order to 

control such risks (Ethiopian Annual Report 2010). In addition, as one of the airline's 

visions is to work hard for the economic development of Ethiopia in particular and its 

destinations in general then, this facilitates to handle the challenges related with poor 

84 



econonllc and tourism development. Regarding to, labor turn over and external 

competition the airline should work very hard on it. 

5.3 Evaluation of Ethiopian Airlines Overall Performance 

5.3.1 Is Ethiopian Airlines Successful? 

In the first section of this chapter several things about Ethiopian Airlines has been 

discussed which is related to its overall situation. Thus, based on the criteria 

measurement, Ethiopian Airlines in relative terms is considered as a successful public 

company. This is due to the fact that it has a management system lead by a board and 

power is decentralized that business activities of the company would be handled very 

well. Besides, the management structure reveals that existence of specialization, 

accountability and gooo declSlon makmg abilIty due to long time experience. In addition, 

the enterprise uses internal organizational structure which fits its business activities and 

updated every time, which makes the airline more efficient. Moreover, Ethiopian Airlines 

is an enterprise which has a visionary leadership style that helps it to identify which way 

to go in order to achieve the intended plans. In line with this, recently the operational as 

well as the financial performance of the enterprise has showed a good record where 

almost all with an increasing trend with different justifications for that. 

Regarding to the route, Ethiopian Airlines is stretching its network world wide and also 

increasing the size of its fleet so that it can give services efficiently. Even more, 

Ethiopian Airlines has smooth internal relation with the government so that with its 

autonomous management it operates independently which helps the enterprise to function 

using its capacity without limitation. On the other side, Ethiopian Airlines has healthy 

relation with its code share paItners and the international companies such as Boeings. 
, . -I" v", 
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Finally, from the distributed questioners more than 95% respondents agreed that 

Ethiopian Airlines is a successful company on the ground that it a profitable company, it 

has a higher market share in the region(Africa), its higher customer base, its culture of 

continuous improvement etc .. From the remaining 5% respondents, some of them are not 

sure whether Ethiopian Airlines is successful or not and some others says that it is not a 

successful company with a justification that comparing the company with similar 

business worldwide it is too early to say that it is a successful company. 

Hence, tough success does not have an end by itself and it is not possible to say a given 

business enterprise is perfectly successful it is possible relatively. Hence, based on the 

aforementioned factors, my personal observation and agreement of majority of my 

-------BrsspGndeflts;-Ethiepian-lrirlinescis-regarded as a succ=futpu\J&enterpnse. 

5.3.2 Determinant Factors for the Success of Ethiopian Airlines 

Different factors can be mentioned as a factor for the success of this enterprise where, the 

following are the major ones. Safety is one major criterion to measure success of aviation 

industry (Haile 2006). And, according to my respondents,' safety record of Ethiopian 

Airlines in pmiicular and the aviation industry in general is like European standard. In 

addition, unlike most African carriers Ethiopian Airlines has passed almost more than 

80% of the eight major safety criteria's for an airline success. Therefore, the good safety 

record of the airline is one major factor that leads the airline to this trend. 

Market strategy of the airline is referred as another major determinant factor for the 

success. This strategy refers to the major destination Imarket concentration of the airline 

and major passenger types. Regarding to the market concentration the lion share of 
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Ethiopian Airlines destination is in Africa which is unexploited region. In regard to 

passenger type, Ethiopian Airlines has business travelers as dominant customers which 

make continuous movement from one place to the other wllike other passengers which 

occasionally or sometimes travels using carrier due to different limitations they have such 

as time, financial resource, individual interest and so forth. 

The standardized overall system of Ethiopian Airlines which manages the uncontrollable 

behavior of the human capital is the other determinant factor for its success. That is, as 

one of my informant has mentioned "it is difficult to control or manage the human 

behavior" so that it would be better to develop a controlling system of this behavior 

rather than controlling it. Thus, in Ethiopian Airlines one has to pass through several 

______ stages-if!-eFG6F-te-beoome·tme-sttlff-memberufthe-l:lltelptise due to tne--smrel e1l system 

of the company. This includes, first an individual has to fulfill some qualification 

criteria's such as educational, physical and medical in order to pass the entrance exam. 

After passing the exam the person will attend a training of a given time period depending 

up on his working position requires. Taking the final practical training the person will 

take the final exam and has to pass it to begin the work. In addition, unlike most public 

enterprises in Ethiopian Airlines there is a re- training program when new things occur 

there and in this company it is believed that what you know might expiree so that you 

have to update yourself through re current training. Thus, before being a member staff of 

the company the system will enable the workforce to develop the working culture of the 

company which is hard working with much dedication and commitments. Moreover, in 

Ethiopian Airlines everybody understands the value of time so that the time management 
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there is so good. Hence, this would make the system to be other major factor that 

contributes to the success of the airline. 

Another reason for the success is the visionary leadership style of the company. As an 

enterprise it had vision of 2010 which has the intention to transpOit 3 million passengers 

and to generate revenue of 1 million where all of these are achieved as they were 

intended. It has again fifteen years vision of 2025 which enables the company to work 

hard to meet the intended objectives. 

The state art technology which is latest in the company is another determinant factor 

which contributes to the success of the company by making the human as well as the 

physical capital to be more productive. 

Training of the human resource provides trained manpower and creates belongingness to 

every employee that the company is like his own which it is also another factor that leads 

the company to the road of success. 

In addition, the government gives strategic, economic as well as diplomatic support 

which strengthens the management system so that the autonomous leadership plays a 

great role in the performance of the company. Moreover, though the airline is fully 

owned by the government, it is international standard airline which requires standard 

knowledge and cannot be handled by anyone without a profession. Therefore the 

government does not intervene and leaves the airline to function freely using its capacity 

which this helps the company to manage everything independently by itself without 

bureaucratic process such as take permission from ministry of transport to do this and 

that. Thus, this can be considered as another important determinant factor for the success. 
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In line with the above, the good will of the company which is not built overnight but took 

65 plus years is another determinant factor. This good will is a reason behind the desire 

of every staff member to stay in the company although they have got other else 

opportunity which they rather stay there and proud to do that due to this good image 

creation. Moreover, when a staff member gets an opportunity of high salary payment 

he/she rather stay there due to the fact that there is a culture of working together as a 

family and it is possible there to get whatever improvement they wants in every aspect 

provided that they have the necessary knowledge, experience then will have equal 

chance. 

Another determinant factor is the geographical location of the country which enables 

______ .cEthiopian-ail:l.iH~te_ha_ve_a_eempet-ittve-advantage Ove! ot r . 

Up until several determining factors has been mentioned. However, the work force of the 

company is so much dedicated and committed that it has high contribution and there is 

close monitoring of performance of the company as a whole which is one factor which 

differentiates this company from others. 

Besides, the formation history of the company has also significant effect on its success. 

Even more, tough the airline is government owned and somehow was monopoly till 

recent times it acts as a competitive industry and has its own international benchmark 

carriers: British Airways, South Africa Airways, Kenya Airways and Emirate Airways so 

that works so hard by competing with these and other carriers which then helps it to 

succeed. 
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So far, several factors have been identified as determinant factors for the success of 

Ethiopian Airlines, relying on the descriptive analysis. And, the next section provides the 

determinant factors for the growth/success of the airline using econometric analysis. In 

doing so, we can obtain a quantitative support for the previous qualitative finding. 

Part II: Econometric Analysis 

In this part, econometric procedures for time senes analysis is used to quantify the 

determinant factors for the growth/ success of Ethiopian Airlines. Therefore, this can be 

combined with the descriptive analysis result so as to identify the overall determinant 

factors and the possible lessons for other public companies. 

5.4 Empirical Results and Interpretation 

S.4.1 Unit Root Test 

The Augmented Dickey Fuller (AD F) test is employed in order to test stationarity of 

variables included in the model. In doing that, Eviews 7.0 statistical software package is 

used. 

Augmented Dickey Fuller (ADF) Test 

The following table shows the ADF test on level and first difference of the variables at 

I % and 5% significance level. According to the unit root test using the ADF test the null 

hypothesis of unit root for all variables at level is failed to be rejected at 1 % and 5% 

significance level, that this reveals the non stationarity of the variables at level. However, 

the null hypothesis of unit root of the first difference of the same variables is rejected at 

1 % and 5% significant level. This tells the fact that the variables are stationary at their 
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first difference. Hence, due to the fact that all of the variables are stationary at their first 

difference, all are considered as integrated of order one variables (I) . 

Table5 .13: Augmented Dickey Fuller (ADF) test on level and First difference 

Variables ADF test statistic 1% Critical Value 5% critical value 

Lnprofit -2.224380 -3.699871 -2.976263 

Lncapital -1 .053715 -3.689194 -2.971853 

Lnsklabor -0.110179 -3.679322 -2.967767 

D(Lnprofit) -5.975481 -3.724070 -2 .986225 

D(Lncapital) -3.689194 -2.971853 1 -3.907050 
1)( LnsKJaDOr) -4.783,,~ -~.M~1~4 -2.971853 I 

' MacKinnon critical values for rejection of a unit root. 

5.4.2 Co-Integration Test 

The next step after stationary test is to make co integration test using the Johansson 

approach. However, prior to that some diagnostic tests are conducted and optimal lag 

length of the V AR is selected based on Schwarz Bayesian Criterion (SBC), Akaike 

Information Criterion (AIC) and Hannan Quinn (HQ) information criterion etc4 

According to the diagnostic tests, the result reveals that V AR is stable and the optimal lag 

length for the V AR is set on 2 lags. Therefore, it is now safe to make the co-integration 

test. 

4 See Appendix 2 
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Thus, the co-integration test result using both A trace and A max test statistics below tells 

that the null hypotheses of none co integrating vector is rejected at 5% significance level. 

However, the null hypothesis of at most I co-integrating vector is failed to be rejected at 

5% significance level. And, this confirms the fact that there is a unique co-integrating 

vector in the given model. Which, this is not a surprising result because for a model with 

k endogenous variables there happens to exist less than or equal to k- I co-integrating 

vectors (Harris 1995).Hence, the co-integration test below shows the A trace and A max 

results that, at 5% significance level both test statics reveals the existence of one co

integrating vector. Therefore, relying on the two test statistic results the co-integrating 

vector is identified as one. 

______ ---""~ .. ·Ie-making--th~Ge-j.lltegl'fttitm-test-some-diaglIostic tests Imvel5"'ee"'n"..-nm"a= ec-. =vr= = ;;rr-----i 

hypothesis for the normality and serial correlation of the residual is failed to be rejected 

at I % and 5% significance level which assures the normality of the residuals and that 

there is no autocorrelation problem. Besides, the null hypothesis of homoscesdasticity is 

also failed to be rejected that there is no hetroscedasticity problem (See results on the 

appendix 2). 
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Table 5.14: Co-integration test result of A. trace & A. max 

Unrestricted Co-integration Rank Test (Trace) 

Hypothesized Trace 0.05 

No.ofCE(s) Eigen value Statistic Critical Value Prob.** 

None * 0.707635 39.26752 29.79707 0.0030 

At most 1 0.299972 10.98323 15.49471 0.2125 

At most 2 0.113874 2.780622 3.841466 0.0954 

Trace test indicates 1 co-integrating eqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 

______ ..:.*..:.*!YM!l!a!l.OcK!),JJ.jnll.nl1lQun-orH:wJaug-Micbelis ( J 999)..p-¥alue:s.s-------------------f-

Unrestricted Co-integration Rank Test (Maximum Eigenvalue) 

Hypothesized Max-Eigen 0.05 

No.ofCE(s) Eigenvalue Statistic Critical Value Prob.** 

None * 0.707635 28.28428 21.13162 0.0042 

At most 1 0.299972 8.202609 14.26460 0.3585 

At most 2 0. 113874 2.780622 3.841466 0.0954 

Max-eigenvalue test indicates 1 co-integrating eqn(s) at the 0.05 

level 

• denotes rejection ofthe hypothesis at the 0.05 level 

* *MacKinnon-Haug-Michelis (1999) p-values 
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After discovering the co-integration vector, is to identify the p and a coefficient and to 

identify the significance of the long run p coefficients for the model. Hence, the 

following table shows the long run coefficients, the standard errors and the significance 

test statistic of the coefficients (T-value). 

Based on table 5.14, all coefficients of the profit function have the expected positive sign. 

That is, in the long run, physical capital and human capital are positively related to profit. 

Besides, coefficients of all the explanatory variables are significant. For instance, a 

percentage 1I1crease 111 physical capital increases profit by 1.05% percent. Again, a 

percentage change 111 human capital leads to 1.68% percent increase in profit 

respectively. This reveals that profit is highly elastic for a percentage change in both 

variables in the long run. Thus, the long run equation can be written as 

LNPROFIT =1.681551 LNSKLABOR+1.050057 LNCAPITAL-17.45911 

(0.33571) (0.26270) 

Table5.15: Coefficients of the long run parameters 

Variables Coefficients Std. Error T-value 

LNPROF 1.000000 - -

LHCAP -1.681551 (0.33571) 5.00888 

LPCAP -1.050057 (0.26270) 3.99718 

Constant 17.45911 - -

5.4.3 Vector Error Correction Model 

Another important part of the analysis is to estimate the error correction model. This 

reveals the adjustment coefficient or the vector error correction term derived from the 
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long run relationship and information on the shOtt run coefficients of the variables in the 

model. 

According to the table below, only skilled labor at the first lag is significant in the short 

run but has a negative sign with an implication that in the short run adding more labor 

will result in diminishing return and can affect profit negatively. However, most of the 

coefficients are statistically insignificant in the short run. That is, the first and second lag 

of profit and physical capital, the second lag of skilled labor as well as the constant term 

and the dummy variables have insignificant t values. However, tough adj ustment 

coefficient is negative and its coefficient value is -0.52, its t statistic value is small which 

that would make it insignificant. 

Table5.16: Results of error correction model with Log profit (LNPROFIT 

variable: 

Variable Coefficient Std . Error T -statistic 

D(LNPROFIT(-1)) 0.119513 0.53184 0.37239 

D(LNPROFIT(-2)) -0.396873 0.33756 1.17573 

D(LNSKLABOR(-1» -4.923862 2.03609 2.41829 

D(LN SKLABOR(-2)) -0.378886 2.26887 0.16699 

D(LNCAPITAL(-1» 1.164603 0.92072 1.26488 

D(LNCAPITAL(-2)) 0.901393 0.93613 0.96289 

C -0.089556 0.36584 0.24480 

DUMMY_1 0.100589 0.43207 0.23281 

ECT-1 -0.524215 0.53184 -0.98567 

Therefore, to solve this problem the insignificant shorts run coefficients is condensed to 

make the VCEM a parsimonious model. In doing that, the re-estimation result has 

provided the result on (table 5. 17). 
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The estimation result shows that the adjustment coefficient is significant and it has a 

negative value of 0.89 which reveals that 89% of the disequilibrium is adjusted within 

one year. Besides, the first lag coefficient of profit is significant at 5% significance level 

which implies that last year profit has a short run effect on the profitability of the airline. 

Similarly, physical capital has a positive effect in the short run and it is significant at 10% 

significance level. That is, assuming other things being constant a 1 % increase in 

physical capital leads a 1.5% increase in profit in the short run. This implies that profit is 

more responsive to physical capital in the ShOlt run than in the long run. However, this 

does not mean that profit is inelastic to physical capital change in the long run rather, a 

percentage increase in physical capital leads to a 1.05% increase in profit in the long run. 

In contrast, unlike in the long run, human capital in the short run is found to be 

statistically insignificant. 

Here, the diagnostic test of the parsimonious V CM reveals that the model is free from 

problems of autocorrelation, hetroscedasticity, normality, functional misspecification etcS 

Table5.17: Parsimonious Error Correction Model 

Variable Coefficient Std. Error t-Statistic Prob. 

D(LNPROFIT(-I» 0.473376 0.200938 2.355832 0.0283 

D(LNCAPITAL(-I» 1.582089 0.853817 1.852960 0.0780 

D(LNSKLABOR(-I) -2.455011 1.631874 -1.504413 0.1474 

ERRCT(-l) -0.897725 0.264332 -3.396207 0.0027 

In summary, net revenue (profit) of the airline is determined by physical and human 

capital in the long run. Which this fact coincides with the endogenous AK growth theory 

5 See appendix 2 

96 



where the broad definition of capital (human and physical capital) IS the major 

determinant factors for growth to happen in the long run (Lehmann 2000). 

Therefore, we can bring the findings of the descriptive as well as the empirical analysis in 

to one core idea that the long run growth or success of Ethiopian Airlines is determined 

by physical and human capital. And, these factors intern are determined by the success 

determinant factors identified in the descriptive analysis. That is, these factors in 

combination enable the human and physical capital to become more effective and 

productive and bring the airline to success. Hence, it is the combination of all factors that 

enables the airline to grow and/or become successful. 

5.5 What Lessons Can Other Public Companies Learn From the 
Experience of Ethiopian Airlines? 

There are several lessons that can be taken from the experience of Ethiopian Airlines: 

~ If a given company does not have a business plan it would be better if it develops 

one. Because, it will help the company to know its destination so that would be 

easier to choose the best way to reach there. However, having a business plan 

only is not enough by itself rather the plan should be revised in response to the 

dynamic environment change. 

~ Having strategic plan for a company would be useful if they are executed very 

well and there exists a method/monitoring authority that evaluates the execution 

of the strategies. 

~ Even though Ethiopian Airlines is public enterprise, it does not stay as it is rather 

it tries to be competent with other carriers in the world. Thus, from this a given 

company can learn that it should try to avoid staying on its statuesque even if it 

97 



has a monopoly status. Rather it should be able to compete as much as it IS 

possible with other similar companies around the world. 

~ Another important lesson from Ethiopian Airlines is that there should be current 

and re- current company specific trainings. In Ethiopian Airlines much attention is 

given to training of the human capital. Even, to show the strong stand that they 

have on training one former Chief Executive Officer of the airline once Saied that 

"you can cut budgets but not budget of training" this reveals the fact that training 

is basic for the existence and well functioning of an organization. 

~ The overall system of an organization is so important that a company can develop 

a standard system of its organization in a matmer that enables everything to 

function very well by passing through the stretched system of the com an . 

~ While government companies fail terribly elsewhere, it is fine over here. This is 

due to the fact that the airline has freedom to perform every task without any 

interference of the government. Moreover, the government also suppOlis the 

airline by exempting it from paying taxes atld allows it to use the foreign 

exchange it generates. Besides, provided that Ethiopia is a land looked country 

and political capital of Africa, the government have to support the airline that it 

has to function independently so that can use its potential without any limitation. 

Thus, tough a given company is owned by a government leaving it to operate 

independently may help the company to exploit the maximum potential by putting 

much effort and may perform well. Even more, it can be competent enough and 

can compete with other same compatlies of publicly owned or privately owned. 
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~ Thus, other companies in this regard should learn that government support and 

low interference in the business is so much important for the performance of their 

business. So that, they should convince the government by working so hard even 

by feeling it, like their own business that the government would be confident 

enough to leave them independently in order to use their maximum potential and 

perform well. 

~ Moreover, other compal11es can learn and apply vIsIOnary leadership style, 

systematic and organized working culture, creating live long national feeling of 

the exiting workforce and so forth which can make their company well 

perfonning and successful. 

~ Besides, it is believed that human and physical capital resource of a firm are 

significant factors for its success/growth in the long run that firms should give 

more attention to these factors of productions. 
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CHAPTER SIX: CONCLUSION AND IMPLICATIONS 

6.1 Conclusion 

This study attempts to assess the key determinants for the performance growth of 

Ethiopian Airlines. 

In doing so, the descriptive analysis reveals that, Ethiopian Airlines is a successful public 

enterprise on the ground that it is profitable almost for the entire time of it existence and 

its customer base is growing time to time. In addition, it is achieving high productivity 

growth, it shows continuous improvement in every aspect of its business and it has 

comparatively higher market share among African carriers. 

Accordingly, several factors have been identified as determinants for the success of this 

airline. Which include, best practice and working standards, dedication of work force , 

state art of teclmology, autonomous management, overall system of the airline, formation 

history, safety trend, continuous fleet modernization, market strategy, emphasis on 

human resource and capacity development, current and recurrent training of all staff 

members, route expansion etc. Thus, it is not a single factor that makes Ethiopian 

Airlines a successful enterprise rather it is a combination of several factors. 

Besides, the empirical analysis result consents that the long run determinant factors for 

the growth or success of Ethiopian Airlines as physical and human capital. 

Finally, there are many lessons that state owned enterprises can learn from the success 

experience of Ethiopian Airlines: application of best practice & working standard, overall 

system development, business specific training, market strategy, human resource 

development etc. However, the most important point is that, a single factor cannot make 
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any difference that every enterprise should give attention to all crucial factors so that it 

makes sense to bring success in a business. 

6.2 Implications 

First, being autonomous management IS one factor that might lead to a success; 

government should leave publicly owned enterprises to function freely. So that, it would 

be possible to beat two birds with a single stone by making the company successful, on 

the one hand, and meeting public interests on the other. However, in order for the 

government to leave the enterprises independently they should work very hard so that can 

persuade the goverrunent to leave them free and have an autonomous management. 

Public enterprises should develop working standard and overall system which fits the 

type of their business which then enables to control factors of production. Specifically, it 

is essential to manage the human resource and allows everything to function based on the 

established system. 

Third, whether public enterprises are monopolies or oligopolies, they should be as much 

competitive as possible domestically as well as internationally so that can enhance their 

performance. 

In addition, being human resource is the basic in put in any organization, a given business 

enterprise should work on its human resource development through the provision of 

current and recun·ent business specific trainings. 

Moreover, every business enterprise faces different types of challenges or risks. 

Accordingly, any company should first identify what are the challenges of their business 

and then should develop different strategies to solve them. 
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Besides, any given enterprise should develop visionary leadership method which enables 

the enterprise to identify what to do in order to meet these visions. However, only 

developing a vision by itself does not have any benefit unless there is a way to monitor 

and evaluate the achievements. 

Moreover, in combination with the abovementioned implications, due attention has to be 

given for physical capital and human capital factors of production for a finn growth or 

success. 

The last implication is that, in order for an enterprise to be successful it has to develop a 

management system which fits its business, should give much care about its internal 

organizational structure and should revise it and if necessary change it based on the 

______ -ebusiness- env+reltment-change:-B-esides, an organizatIon shoul lave a strategIc pan 

which on the same time has to be monitored and evaluated. Finally it should work so 

hard on its human resource and make them really committed and dedicated through 

development of business specific working standard or system for the enterprise. 
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APPENDICES27 

Appendix 1: Questionnaire 

ADDIS ABABA UNIVERSITY 

SCHOOL OF GRADUATE STUDIES 

COLLEGE OF BUSSINES AND ECONOMICS 

DEPARTEMENT OF ECONOMICS 

Research Questionnaire 

Topic: Why Ethiopian Airlines becomes Successful and What are the Lessons for 

other Public Companies? 

This questionnaire is prepared to be filled by Ethiopian Airlines employees in order to 

gather the necessary information while conducting this research. It comprises three types 

of questions which include: yes or no questions, Matrixformat questions and open ended 

questions. Please answer all questions by reading carefully and spending your valuable 

time on it. 

Note that your response will not be used other than pure academic purposes. Please give 

your response as per the directionls presented in each question 

Thank you in advance. 

I. Personal information 

1. Name of the respondent: ______ __ _ 

1.1 Age: ____ _ _ _ 1.2 Sex: A). Male B). Female 

J.3 Nationality: _ _______ _ 

1.4 Educational Background: A) Below Diploma B) College Diploma 

C) Degree D) MA E) PhD and Above 
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1.5 Profession: ____________________ _ 

1.6 Working Position/Occupation: _____________ _ 

1.7 Working experience in the company: ___________ _ 

II. Research related information 

2. Do you think Ethiopian Airlines is a successful company? 

A. Yes B.No 

Note: your answer to Question no. 3 & 4 will be based on the information provided on 

the tables. Then, mark ( ./) on the points you agree and order them according to their 

contribution. 

3. If your response to question no. 2 is Yes, How do you measure its success or what 

make/s you to say the company is successful? Is it because? 

Ethiopian Airlines is Mark (./) Order as 

successful because of: (l st ,2nd 
••• ) 

Agree Disagree I don't 

know 

Profitability of the 

company 

Customer satisfaction 

Growing customer base 

Employee satisfaction 

The company's Culture of 

Continuous improvement 

Integrity 

Higher market share 
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(Africa case) 

Productivity of factors of 

productions 

Specify if others 

4. What do you think are the factors that determine the success of the company? 

Determinant Factors for Mark (>") Order the factors according to 

the success of the airline their contribution (1 st, 2nd
, ••• ) 

Teclmology system III the 

company 

The management system 

Incentive for employees 

Incidents of accidents 

g ize of f1em, 

Existing training centers of 

the company 

Advertisement 

Size of ticketing offices 

Existing infrastructures of 

the company including the 

new international terminal 

Number of human resources 

Land terrain system of the 

country 

Specify if others 

5. What do you think should a company do to become successful? 
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6. What lesson do you think other public companies can take from the experience of 

Ethiopian Airlines? 

7. In your opinion, what is/are the major challenge/s of the company? 

8. How do you think the company overcomes those challenges? 

------9:-Ify01r have-anything to add, comrrrent, suggest, question, or cril i-cizes aboun like,,--------------,r-

questioner and the issues rose on the topic, you are very welcome. 

---THANK YOU!!!---
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Appendix 2: Diagnostic Tests 

A) V AR Stability Test 

Roots of Characteristic Polynomial 
Endogenous variables: LNPROFIT LNSKLABOR 
LNCAPITAL 
Exogenous variables: C DUMMY_1 
Lag specification: 1 2 
Date: 05108112 Time: 04:49 

Root 

0.981157 
0.332503 - 0.735265i 
0.332503 + 0.735265i 
0.513583 

-0.244672 
0.211561 

No root lies outside the unit circle. 
VAR satisfies the stability condition. 

Modulus 

0.981157 
0.806953 
0.806953 
0.513583 
0.244672 
0.211561 

--------1hw€1~s€1_RQQtS_Qf_~l:la~aGter_istiG_f2QlyAQmiall------------------------1L-

1.5.------------ ----. 
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I" ,· .:- .--
-0.5 

-1.0 

-1 .5 +---,--,-----,----,-----,----,---1 
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B) V AR Lag Order Selection 
Criteria 

Endogenous variables: LNPROFIT LNSKLABOR 
LNCAPITAL 
Exogenous variables: C DUMMY _1 
Date: 05/08/12 Time: 04:52 
Sample: 1982 2011 
Included observations: 25 

Lag 

o 
1 
2 

LogL 

-30.70799 
4.139569 
19.68572 

LR 

NA 
55.75609 
21 .14276' 

, indicates lag order selected by the criterion 

FPE 

0.003788 
0.000486 
0.000304' 

LR: sequential modified LR test statistic (each test at 5% level) 
FPE: Final prediction error 
AIC: Akaike information criterion 
SC: Schwarz information criterion 
HQ: Hannan-Quinn information criterion 

C) V AR Lag Exclusion Wald 

AIC 

2.936639 
0.868835 
0.345143' 

SC 

3.229169 
1.600160 
1.515263' 

HQ 

3.017775 
1.071673 
0.669684' 

Tests 
------Qate7-0§/G8142-'rime;-Q4;§3-3-------------------------------;:-

Sample: 19822011 
Included observations: 25 

Chi-squared test statistics for lag exclusion : 
Numbers in [ ) are p-values 

LNPROFIT LNSKLABOR LNCAPITAL 

Lag 1 5.754536 24.77571 16.90390 
[ 0.124183) [ 1.72e-05) [ 0.000740) 

Lag 2 5.707387 5.641791 2.323231 
[ 0.126748) [ 0.130400) [ 0.508085) 

Of 3 3 3 

VAR Residual Portmanteau Tests for Autocorrelations 
Null Hypothesis: no residual autocorrelations up to lag h 
Date: 05/08/12 Time: 04:54 
Sample: 19822011 
Included observations: 25 

Lags Q-Stat Prob. Adj Q-Stat Prob. 

1 8.298943 NN 8.644733 NN 
2 11 .10833 NN 11 .69841 NN 
3 13.90783 0.1256 14.87966 0.0943 
4 19.48244 0.3627 21 .51611 0.2542 
5 27.83611 0.4195 31 .95819 0.2336 

119 

Joint 

78.70172 
[ 2.93e-13) 

37.58449 
[ 2.07e-05) 

9 

df 

NN 
NN 

9 
18 
27 



6 30.39758 0.7318 35.32855 0.5003 
7 39.96314 0.6848 48 .61404 0.3296 
8 49.07256 0.6645 62.01025 0.2121 
9 53.39602 0.8004 68.76566 0.2885 
10 57.42068 0.8947 75.47342 0.3668 
11 61.48947 0.9477 82.73913 0.4254 
12 66.03979 0.9728 91.48974 0.4364 

"The test is valid only for lags larger than the VAR lag order. 
df is degrees of freedom for (approximate) chi-square distribution 
"df and Prob. may not be valid for models with exogenous variables 

D) VAR Residual Serial Correlation 
LM Tests 

Null Hypothesis: no serial correlation at lag 
order h 
Date: 05/08/12 Time: 04:54 
Sample: 19822011 
Included observations: 25 

Lags 

1 
2 

LM-Stat 

15.14553 
3.106316 

Prob 

0.0870 
0.9599 

E) VAR Residual Normality Tests 
Orthogonalization: Cholesky (Lutkepohl) 
Null Hypothesis: residuals are multivariate normal 
Date: 05/08/12 Time: 04:55 
Sample: 19822011 
Included observations: 25 

Component Skewness Chi-sq 

1 -0.258014 0.277380 
2 0.006319 0.000166 
3 0.353779 0.521497 

Joint 0.799044 

Component Kurtosis Chi-sq 

1 2.488928 0.272078 
2 2.201738 0.663772 
3 3.334626 0.116640 

Joint 1.052490 

Component Jarque-Sera Df 

1 0.549458 2 
2 0.663939 2 
3 0.638138 2 

df 

3 

df 

3 

Prob. 

0.7598 
0.7175 
0.7268 
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36 
45 
54 
63 
72 
81 
90 

Prob. 

0.5984 
0.9897 
0.4702 

0.8497 

Prob. 

0.6019 
0.4152 
0.7327 

0.7886 



Joint 1.851534 6 0.9328 

F) VAR Residual Heteroskedasticity Tests: No Cross Terms (only levels and squares) 
Date: 05108112 Time: 04:56 
Sample: 1982 2011 
Included observations: 25 

Joint test: 

Chi-sq df Prob. 

95.32618 78 0.0887 

G) V AR Granger CausalitylBlock Exogeneity 
Wald Tests 

Date: 05109112 Time: 05:39 
Sample: 19822011 
Included observations: 25 

Dependent variable: LNPROFIT 

Excluded Chi-sq df Prob. 

LNSKLABOR 5.879653 2 0.0529 
LNCAPITAL 1.188793 2 0.5519 

All 9.014152 4 0.0607 

1-1) Breusch-Godfrey Serial Correlation LM Test; 

F-statistic 
Obs'R-squared 

0.420726 Prob. F(2,19) 
0.779726 Prob. Chi-Square(2) 
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L) The test for normality based on Skewness and Kurtosis 

8 

7 -
6 

s 

4 

3 - I---
2 - - ~ -

!I 
, 
o I I 

-1 .5 - 1.0 -0 .5 0.0 o.s , .0 1 .S 

L) Heteroskedasticity Test: White 

F·stalislie 
Obs'R-squared 
SCaled explained SS 

1.900560 Prob. F(10,14) 
14.39574 Prob. Chi·Square(10) 
7.610955 Prob. Chi·Square(10) 

M) Heteroskedasticity Test: Breusch-Pagan-Godfrey 

f·slalislie 
Obs'R-squared 
Scaled explained SS 

0.470764 Prob. F(4,20) 
2.151273 Prob. Chi-Square(4) 
1.137367 Prob. Chi·Square(4) 

N) Ramsey RESET Test 
Equalion: PARSIMONOUSEQ 
Specificalion: D(LNPROFIT) D(LNPROFIT(-1)) D(LNCAPITAL(-1)) 

D(LNSKLABOR(-1)) ERRCT(-1) 
Omitted Variables: Powers of fitted values from 2 10 3 

F·sI.lislic 
Likelihood ralio 

Value 
0.943460 
2.367103 

df 
(2, 19) 

2 
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Probabilily 
0.4068 
0.3062 

0.7566 
0.7080 
0.8883 

Series: Residuals 
Sample 1984 2011 
Observa tions 25 

Mean 
Median 
Maximum 
Minimum 
Std. Dev. 
Skewness 
Kurtosis 

0 .078716 
0 .158485 
1.469521 

-1.461216 
0.742210 

-0 .131969 
2 .5441 64 

Jarque - Bera 0 .289011 
Probability 0 .865450 

0.1320 
0.1557 
0.6668 



Appendix: 3 

Table 5.4: International and Domestic Destination of Ethiopian Airlines 2010111 

International Destinations Domestic Destns. 

Africa without Ethiopia Europe &Ameri Middle East Ethiopia 
& Asia 

Abidjan Entebbe Luanda Brussels Bahrain Riyadh Addis Kabri 
Ababa Dar 

Abuja Harare Lubumbashi Frankfurt Bangkok Sana'a Arba Lalib 
Minch ela 

Accra Johannesbur Lusaka London Beijing Tel Assosa Meke 
g Aviv. Ie 

Bamako Juba Malabo Paris Beirut Axum Shire 

Bangui Kh .. 10um Maputo Rome Dubai Bahar Dar Sh ila J 
va 

Brazzav Kigal i Mombasa Stockholm Guangzh Dire Dawa 
ille au 

Bujumb Ki limanjaro N'Djamena Washington Hangzho Gambella 
ura u 

Cairo Kinshasa Nairobi Hong Gonder 
Kong 

Dakar Lagos Ouagadougou Jeddah Gode 

Dares Libreville Pointe-Noire Kuwait Humera 
Salaam 

Djibouti Lilongwe Zanzibar Mumbai Jijiga 

Douala Lome Delhi Jimma 

Source: Unpubhshed Matenal from EthIOpIan Alrhnes 
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Table 5.5: Ethiopian Airl ines Ticket Offices 

Domestic Offices International offices 

Addis Ababa Gode Angola Dubai Kenya Tanzania Congo republic of 

Arba Minch J ij iga Bahrain Egypt Lebanon Thailand Cote D'ivoire 

Assosa Jimma Belgium Equatorial Guinea Malawi Togo Djibouti 

Axum Lalibela Burk ina Fas Sudan Mali Uganda India 

Bahar Dar Mekele Burundi France Nigeria United Arab Israel 

Dire Dawa Shire Cameron Gabon Rwanda United King Italy 

Gambella Chad Germany Saudi Ar United State South Africa 

Gonder China Ghana Senegal Yemen Sweden 

Congo Dem Hong Kong Somali L Zambia Zimbabwe 

Source: EtluopJan Atrlmes Atillual Report 200911 0 

Table 5.6: Ethiopian Airlines Sales Agent Offices 

Ethiopian Airlines General Sales Agent 

Abu Dhabi Chile Iran Mexico 
Algeria Ch ina Ireland Morocco 

Angola Colombia Israel-Tel Aviv Mozambique 

Australia Congo Italy Nepal 

Austria Czech &Slovak R Japan Netherlands 

Argentina Denmark Jordan New Zealand 

Bahrain Dubai Kenya Nigeria 

Bangladesh Finland & Estoni Kuwait Oman 

Belgium &Luxem Germany Liberia Pakistan 

Benin Greece Libya(Pas & Carg Peru 
Brazi l Hungary Malaysia Philippines 

Burkina Faso India Malta Poland 

Canada Indonesia Mauritania Portugal 

Source: Ethtoptan Atrlmes Annual Report 200911 0 
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Qatar Syria 
Rwanda Tanzania 

Saud i Arabia Taiwan 

Seychelles Thailand 

Sierra Leone Tunis 

Singapore Turkey 

South Africa UK 

South Korea USA 

Sudan Venezuela 

Spain Yemen 
Sri Lanka &Maldi Yugoslavia 

Sweden 

Switzerland 

tor . -. -• 

• 

' ,'" .. 

Zanzibar 

~. 
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