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Industrialization and Tariff Protection

in Ethiopiez

ABSTRACT

Tndustrialization in Ethiopia is 2 recent phenomenone. The
eontribution of the manufacturing sector in terms of GDP, e mployment,
export earnings, etc., is very small. The manufacturing industries

emphasise the production of non-durable consumexr goods.
¥

In gthiopia, tariff protection is an important in;trument
employed By the government to encourage the domestic industries.
The objective of this study is, among other things, (1) to assess
the effectiveness of tariff protection, (2) to identify which
jndustries or group of industries the policy favours and the possible
consequences of the policy and (3) to estimate the domestic resource

cost of saving 2 unit of foreign exchange.

The findings show that the pattern of protection in Ethiopia
favours consumer goods productione. These are the oldest group of
industries in the history of manufacturing in the country. However,
they are still protected highly. This jg a sign of inefficlencye.
The findings also reveal that tariff rate setting in Ethiopia is a
case=-by-Case€ approach. There is no consistency in the levels of
protection even within sub-branches. The Domestic Resource Cost
estimation shows that the domestic frctor endowments do not suit to

the production of some products.

Protection by itself does not necessarily lead to inefficiency-

What is important is the dosage and type of industries to be protected.
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INTﬁtgéif?lON

Agriculture, which iz the waln seonciic activity oi many
developing countries, is characterized in these countries DY diminishing
returns and low productivity of lapbour. Hespite the fact that about
ao% of the active population of developlhi countries 1§ ehgsg ged in agrie
@ﬂmmetMme(mmmMﬁsamasﬂllnm;ﬂﬁetopﬁwﬂkawfﬁﬁﬂmtfmm

for their population.

After the Second World War one of the main economic development
strategies of most Gevelcping county es nas been the establishnent and
enlargement of a strong industrial sector. A country’s level of economic
development is maasured . by 1Us level and pace of industrialization i.6.
the higher the level of industrial deve elopaant the more developed the
country is. Thus developing countries strive W industrialize fast,
and if possible, try to capture a substantial portion of the world's
industrial ¥ “oduction. This decire is, for ipstance, expressed in the
setting up of ambitious targets on an international scale guch as the
target of producing 25l of total world industrial produchion in develop-
ing countries by the year 2000. The actﬁal contributicn by developing

counttries was 5.0% in 1967 and 4 4n ;97”

In the process of industrial development most developing
countries initially purswzd import - substituting industrialization
(1.6 industrializatien o replace imports by domestic production) baclzed
wo by high tapisl barriersz. Tnfant industries after a certain péricd of
protectior are expected to grow into maturity and be able to survive
visthout Lt. The iﬁport substituting industrialization (ISI) strabtegy

was first popularized pv India and pekistan and some of the Latin American



countries. It was viewad as an indispensable industrial development
strategy irrespective of whether the country has shortage of invest~
ible fund, balance of payment problem or not. "The fact that Kuwait
has more foreign exchange at her disposal than her present capacity
to absorb does not make import substitution as an industrial strategy

for Kuwalt inappropriate.”2

Import subastitution as a strategy should minimize the import
content of the new industries and make use of a high rate of domestic
input. However, in most cases it has resulted in a structure that is
more dependent on foreign supplies for raw materials, intermediate and
capital goods and industrial sikill. Thus ISI ... has resulted in
a situation where the import cost of capital and materials or parts
was greater than the previous cost of the finished product... (these

counties have) ended up gubastituting some imports for others.”3

The industrial development strategy of Ethiopia, like many of the
déveloping countries was import substituting industrialization. Tariff
protection is an important instrument empl&yed by the government to
encourage domestic infant industries. The tariff schedule of the
country has undergone various changes. It has also been revised since

1974 The objective of this thesis 1is, therefore, to assess the

effectiveness of the existing tariff structure in the Ethiopian manufac

turing industries, to identify which industries the policy favours and



the possible CONsSequences of the tariff structure. The nominal and
effective rates of protection for 50 manufacturing products for the

year 1973 E.C. (1980/81) have been calculated using the 1Balassa method? .
The extent ToO which the nominal tariff has also effectively protected
the sector 18 assessed by the use of the rank correlation coefficient.
Finally the efficiency of these industries is analysed using Domestic
Resource. Cosl criteria. On the basis of empirical findings the

author has jdentified some policy issues and has also made some recom-

mendations.

The first chapter gives ai overview of industrial development
in the country. The theoretical igsue of industrialization and tariff
protection is discussed in chapter tWo. The methodology used and the
findings of the study are presented in chapters three and four res-
pectively. The last section deals with the conclugions and recommenda-

tions.

The paper achieves its goals if readers; regsearchers and policy

designers can gain sone penefit from 1T.
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Chapter 1

NDUSTRIAL DEVELOPMENT i ETHIOPIA: AN OVERVIEW

r W | Historical =& clproid

Industrial development in Ethiopia is believed to have started
around the end of the 1860%s as a result of contacts made with the rest
of the world. The process of development Was gradual and history pells us
that gunpowder and cartridge factories were among the first to be establi-
shed in the country. On the other hand some of the basic needs of the
people were met by imports. Pankhurst states that iimproved communications
were resulting meanwhile in greatly increased utilization of imported
textiles,; ««- in yarm of one kind or another. Tmports in the early

ninteenth century included material for weaving.”l

At the peginning of the twenteeth century some consumer goods and
construction materials producing factories began to appear in some areas of
the country. Two saw mills in Menagesha and Holetta, Printing Presses in
Asmara, pddis Ababa and Dire Dawa, two brick factories, Two oil presses,
some flour rills and bakeries and the Ethiopian Tobacco Monopoly were €S-
tablished in Addis Ababa at about the year 1905 iMenilik, being assured
by his French Physicians +hat the plant (tobacco) was not harmful, agreed

to use it as @ source of revenue. "

Darmar Tennery which has now been renamed the Awash Fapnery Was
established s 1012, "A considerable part of the machinery for the Darmar
Tannery was imported from England."h Berhanena gelam and st., George

Brewery were established in 1921 and 1927 respectively.

In general, for about 60 years after the start of modern

industrialization in the country, industrial development was 1imited to



the production of fire-arms, construction materials and non-durable
consumer goods. Sources of energy for the plant were diesel, wafer power

and fire wood.5

1.2 Tndustrial Development upto 1974

This period covers the duration since the Italian invasion up ¥©
the revolution, The Italians established some food and construction in-
dustries. Of the factories that were established during the invagion
period, the Dire Dawa Cement Factory which commenced operations in 1938 was
the largest. After the invasion, the absence of developed infragtructure
and electric power were the major nottlenecks for reconstructing the |

economy and starting the industrialization process.

1.2.1 Investment policy

Despite the relative igprovements made in the construction of power
stations and transport facilities; industrial development was hampered
by the shortage of investment. Because of the character of primary exports,
the country could not earn the required foreign exchange. Thus The Govern-
menf issued various investment policies and incentives that encouraged
the flow of forelgn public and private capital into the country. "Ethiopia
will at all times welcome foreign investors who may be willing to qmploy
their money for development works, either in partnership with Ethio-
plans or as private entrepneneur's.“6

According to the 1963 Investment Decree:
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A newly established enterprise which invests in Ethiopia,
before the cormencenent of operations, not less than
200,000 birr, shall, upon the recommendation of the invest-
ment committee, be exempted by the Ministry of Finance from
the payment of income tax for a period of 5 years from the
date of cormencenent of operations.

For the purposes of expansion enterprises with an investment of
not less than 200,000 birr, were also exempted from the payment of income
tax for a period of 3 years. Other privileges afforded to investors in-
cluded customs free iggport of industrial machinery and equipment, re-

patriation of profit to foreign share holders and permission to buy and own

1land for industrial use.8

The investment climate of Ethiopia was more conducive to foreign
investors rather than nationals, because of the minimum jnvestible capital
required. The direct or indirect effects of the investment laws on the
country's industrial development are reflected in the following discus-

sions.
y -8 Development strategy

Tmport substituting ipndustrialization involves the domestic
production of consumer goods That were previously imported. Such goods
are produced with relatively simpie technology and do not require. sophis-
ticated skill. IST is accompanied by protection of the domestic market.
FFor this purpose tariff protection {s the mosk comonly used trade policy.

The concept and issues On 18T are exbensively Macuswed elsewher'e.9

Like many of toe developing camtries of the workd, $he inmdustrial
Jevelopment strategy of Ethiopia was import substitQiing sedusbeizlizab~

jon behind tariff walls. In the First Five year Plan tmain lines and
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targets of development' for the manufacturing sector were geared towards the
satisfaction of domestic demand {i.e. import substitution) and a reduct-

jon in the import of manufactured commodities.10 Tn the Third Five Year
Plan, it was explicitly stated that the development policy for the sector
was to "continue the present encouragenent to import - substituting ine
dustries, with the objective of saving substantial foreign 'exchange."11
Eshetu and Teshome state that ... We find that industrialization through

import substitution is what has been taking place."12

Some studies indicate that Fthiopia is8 completing the first
stage of import substitution.13 For instance in the textile industry

Eshetu concluded that:

Tr 5 process of inpcre enbetitubion {in the sense of decreasing

reliance on imports) in the Ethiopian cotton textile industry
over hc past Cecare op sO has been quite irpressive. eee for
all practical purposes, therefore, Ethiopia can be considered
to vove already achieved selfwsufficieﬁcy in.cotton fabrics. T

123 Main indicators of industrial development

1.2.3.1 Contributions to GDP and value added

The contribution of industry to the gross domestic product (GDP)
is relatively smail. In 1973/4, far instance, the share of industry was
16.1% of GDP in 1960/61 constant prices. About a quarter of this was
due to manufacturing. The contribution of each branch of jndustry to GDP

is preéenbed-in fable 1.



Table 1

Industry Contribution to GDP

At constant 1960/61 prices (in Percentages)

1963/4 1968/9 1973/4

Industry: 9.2 171 16.1
of which: Building and Construction 1.9 6.4 55
: Electricity & water 0.4 1.0 1ad
. Manufacturing 2.5 3.9 4.4
. Handicrafts & Small scale 4,2 5.5- 4.9
: Mining and quarrying 02 0.3 Dl

n

Saqurce: Statistical Abstract, various issue

The contribution of the manufacturing sector to value added is

also small. The share of value added from gross value of production for

the 10 years (from 1963/4 to 1973/4) indicated in Table 2 is below 50

percent. This implies that more than half of the gross value of product-

ion is attributed to material inputs and utilities.

Table 2

Gross value of production and value added in

establishments employing ten and above workers in

THE MANUFACTURING SECTOR

1063/4 1968/9

Value added ( in '000 Birr) —— 223,529
Gross Value of Production (in'000 Birr) 156,894 467,039

Value added as percent of gross
Value of production — 47.9

Source: Statistical Abstract, various 1lssues.
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1.2.3.2. Contribution to Buployment

The contribution of the manufacturing sector to employment is
negligible, For instance, in 1973/4 the total number of people employed
in the enterprises employing ten and above wWOrkers was 57,320 | Bble 3).
This is only 0.4% of the total labour force of the country. In the Five
Year Development Plans, sufficient attention was not given to the choice
of labour - intensive technologies, which could absorb the redundant labour
of the agricultural sector. This was partly because of the lack of aware-
ness of the problem and partly because of lack of foresight. In the second
Pive Year Plan it was stated that: ¥ Population pressure does not exist
in this country ... consequently the labour intensive scheme does not have
to be implemented at any cost by neglecting the technical progress and

propulsive sectors."15

Table 3 below shows the number of people employed and the share

of manufacturing employment in total labour force.

Table 3

Number of people employed in manufacturing establishments

employing ten and above workers and its share in total labour force

1963 1968 1973

Number of people employed 33,555 48,652 57,320

Total labour force { in '000) e 12,336 3,751
Share of manufacturing employment

in fotat tewoer force (%) — 0.39 .42

Source: Statistical Abstract, Various issues.
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1.2.3.3. Domestic resource utilization

The industries did not make effective use of the abundant
resources such as livestock, agricultural products, etc. and de-
pended to a large extent on foreign markets for the purchase of raw
materials. For the years indicated in table 4, the share of imported
inputs from total material inputs for the manufa;turing sector was more than
40%. Paper and paper products, chemical and the metalic industries
depended more than most, (i.e. greater than 85%) on imported inputs.

More detalils are presented in table 4.

Table 4

Share of imported inputs of total material inputs

( in percent)

Manufacturing industry branches 1069/70 1671/72
Food Industry 3.9 13.2
Beverage Industry 39.6 39.8
Textile Industry 36.6 36.8
Tobacco Industry 31.2 B1.5
Leather and Shoe Tndustry 24,9 22.4
Wood Industry 25 0 15.6
Paper and Paper products Industry 94.0 85.4
Printing and publishing Industry 95.7 73.1
Non-metalic Industry 18.5 31.8
Chemical Industry 92.6 1.3
Basic metal Industry 70.1 70.8

Manufacturing total ﬁ%aé 41.3

Source: Ministry of Commerce, Industry and Tourism and Central
Statistical Office, Annual Survey of Manufacturing Industry
1969/70 and 1971/72.
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1.2.3.4. Per Capita Production

The per capita (PC) production of manufactured articles in the
country is one of the lowest in the world. For instance, in 1973/74
the PC production of sugar was 4,2 kgs, of shoes 0.16 pairs and of

fabrics 2.8 cm2. (Table 5).

An international comparison of PC production for some selected

manufacturing articles are given in Appendix I.

Table 5

Per Capita Production of Major

Manufacturing Articles

Unit of .

o 1963/4 106879  1973/4
1. Sugar Kg. 2.92 2.74 4,19
2., [Edible 0Oil " 0.21 0.34 0.33
3, Fabrics Sq.M. 1.00 2.96 2478
4, Cotton Yarn Kg. Q2 0.42 0.43
5., Shoes Pairs ¢.03 B 13 0.16
6. Soap Kg. 0.16 0.21 0.39
7. Cement L 1.56 7.19 5.97
8, Wire rods ) " — 0.40 033

Source: Computed from Statistical Abgtract,Various issues.

j 24, structure of output and employment

1.2.4.1. Output Structure

The manufacturing sector is dominated by the production of

non-durable goods. As shown in table 6 below, the share of food,

beverages, tobacco and textiles, ranzes from 63% to 78% of gross output.
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The development of intermediate and capital goods industries
such as the chemical, paper, metal and non-metalic industries, is very
backward. The retarded growth of these branches of industry has a
strong negative impact on the development of the economy in general, wrd
the growth of the sector, in particular. This is because of the expans-
ive linkage effects in these branches and "... because investment in capital

goods generally has a higher technical content."16

The other obvious effect of the high concentration of consumer
goods production for the domestic market@s the minimal effort exerted on
manufacturing for export. Exports of manufactured products from
Ethiopia have always been ingisnificant in terms of proportions of total

. 5 . 17
export value, emplcoyment shares or 1n terms of investment allocations. f

1.2.4.2. Employment Structure

As a country industrializes the proportion of the labour force
employed in the manufacturing sector of a country rises. Structural
changes in employment within industry also reflect the changes in the
structure of the sector. As more and more emphasis is given to the
establishment of engineering, metal, chemical, etc. industries, the

level of employment in these branches will rise.

lowever, in Ethiopia as in the case of the output structure, the
employment structure is static over the years, and concentrated in
the 'low development linkage' sectors. lore than 60% of the total
number of workers are employed in the food, beverages, tobacco and

textiles sub-branches. (Table 6).



The other feature of employment in the manufactruing sec
it has not been responsiv

the level of investment. 18

- 1 -

tor is that

e to changes in output, capital stock, or to

This characteristic is presented in table T

Table 6
structure of output and employment

Share in gross output (%)

Share in employment (%!

Branch of SO
Manufacouring 1964/5 1968/9 1973/4 1964/5  1658/9  1973/4
Food 30.0 24.4 18.6 39.0 7.7 20.3
. Beverages 15.6 10.8 9.9 4.5 6.5 5.1
Tobacco 27 Zrld %3 0.9 Tal 0.8
Textiles 29.3 337 34.9 3342 44,6 41,0
Leather & Shoe 4.9 EEE 4.1 4.0 4.1 4.8
Wood 2.5 2.8 2.4 4.7 6.4 7.4
Non-metal. 4.7 %.9 2.9 6.5 7.9 |
Paper & Printing 2.4 1.9 1.6 2.4 2.3 .G
Chemical 3.4 B.5 20.7 30 5.3 7.5
Metal b5 6.2 56 19 3.3 &
Total 00 0 1y AR e 1O
Source: Computed from Statdstical Abstract, Various issues.
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Table 7

Elasticity of Industry Employment (1955-1975)

Bivariate Linear Arithmetic

Average
¥ Qutput elasticity of industry employment 0.376 0.525
(6.193)
\, Investment elasticity of employment 0.448 0.283
(5.173)
Elasticity of employment with respect
to changes in capital stock 0.608 0.662
{9.219)
Wage elasticity of employment 8.510 0.592
(8.761)
Source: Teshome Mulat,"Industry Employment in Ethiopia;® Ethiopian

Journal of Development Research,4(No.1, April, 1980} F.40.

1.2.4.3 Technology Make-up

The machinery used in the manufacturing sector is generally
obsolete. The sector suffers from a shortage of spare parts and frequent
stoppages. Domestic share in industrial machinery is negligible.

On account of the fact that an appropriate domestic technology has not
been developed in Ethiopia, there has been a tendency towards the use
of capital intensive techniques and dependency on the industrialized

countries has been promoted.

A study made on the elasticity of labour substitution in the

10
=

manufacturing sector - reveals that factor substitution possibilities in

production are technologically constrained and of limited scope. In the
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existing enterprises the substitution of labour for capital in the
industries at sufficient scales is unlikely. "Reducing or freezing wage
1evels and removals of capital subsidy (to make capital relatively more
expensive than labour) may not bring about significant changes in the

rates of factor use in pr'oduction."20

Tateb Ownership pattern and geographic distribution

1.2.5.1 Ownership pattern

In terms of paiduup capital and gross value of production, the
bulk of the manufacturing sector was privately owned. According to the
1971/2 manufacturing survey the private share in paid-up capital was 64.7%,
with foreign private capital constituting 42.2%. (Table G). Lwcept for
e motal industry (peinly in fabricated metal products) private capital
concentrated in the production of non-durable consumer goods. This is an
area which has a dependable domestic market and quick returns with relatively
less expansive linkage effects in the economy. Thus the government share
in paper and printing and the chemical and non-metalic industries was sub-
stantial. The Tobacco Monopoly has always been under the full control of

Government.

There are of course a number of adverse effects to the foreign
domination of ownership. These include the drainage of the country's
foreign exchange in the forms of returns on capital invested, Tepatriation

of imeoncamanagement fees etc. as well as a lack of development in
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21

national capabilities. The following table shows the pattern of

ownership interms of paid-up capital in 1971/72.

Table 8

Pattern of ownership in 1971/72

Share in Paid-up capital(%)

Manufacturing

Ethiopian
Branch Total Foreign Total
Total Gov't.Private Private Private

1 2=3+b 3=445 4 5 6 T=5+6

1. Food 100 3B.3 13.2 25.0 61.8 36.9
2. Beverages 100 T3 B3 61.0 32w 93.7

3. Tobacce 100 100 100 - - -
4. Textiles 100 45.6 20.5 25.1 54.4 79.5

5. Leather & Shoe 100 27.8 =~ 27.8 72.2 100
6. Wood 100 3%.3 0.9 38.4 60.7 99.1
7. Paper & Printing 100 72.6 63.4 9.2 27.4 36.6
8. Non-metal 100 73.5 53.3 20.2 26D 46.7
9. Chemical 100 89.6 87.7 1.9 10.4 12.3
10. Metal 100 40.8 9.9 30.9 59.2 90.1

Manufacturing

Total 100 57:6 35.3 22 42.4 64.7

Source: Ministry of Commerce Industry and Tourism and Central

Statistical Office, Annual Survey of Manufacturing

Industry for 1971/72, Addis Ababa, June 1974.
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1.2.5.2. Geographic Distribution

The geographic distribution of manufacturing industries shows
a high concentration in the Addis Ababa - Nazreth region, the Asmara
region and the Harar - Dire Dawa region. These three reglons account
for 97.9% of total manufacturing establishments, 91.6% of total fixed

assets and 92.3% of manufacturing employment. (Table 9).

The main reasons for the concentration of the industries in these areas
are the availability of major infrastructure (i.e. power, road, railway
etc.) banking, insurance and other institutions. The absence of equitable
regional development policy 1is also a factor for the concentration. As

a result industrial activities in the other regions are insignificant.
This has contributed to widening the gap in the level of development be-

tween these areas and the rest of the country.

Table ©

Regional Distribution of Manufacturing Industries in 1960

" Establishments Fixed Asset Employgent
Region
No. % In '000 Birr % No. %

Shoa 223 51.0 156,410 47 .4 3555 60.2
Eritrea 164 37.5 122,758 3fee 13,901 236
Hararghe 41 9.4 19,924 6.0 By 001 8.5
Others 9 2.1 30,973 9.4 4,560 7.1
Total ___.__ 437____100.0 .. _ 330,005 ____ £0512 7 L — 59,014 __100.0__

Source: Commercial Bank of Ethiopia, The Ethiopian Economy

(Addis Ababa: 1970), pp. 11l-12.
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Four years after the revolutlon it was pelieved that the
country's economic and social problems could be solved bY 1Launching
co—ordinated development campaign by mobilizing the country's resources
through a central authority. pccordingly the National Revolutionary
pevelopment Campal gn and Central Planning Supreme Council (NRDC & CPsC)
was established by proclamation in 1978.26 The main objective of the
campalgn was to concentrate on the immediate and pressing problems of the

country and later on to formulate short, medium and long-term plans.

In the manufacturing sector the short term objective was the
removal of the production pottlenecks and problems in the existing
factories, SO that industrial production could increase. As a result of
nationalization rhe former foreign OWNErs, managers and technicians had
1eft the country, creating a shortage of skilled manpower . Basic in-
formation such as the origin and anticipated 1ife of machinery was mis-
sing creating proolema in maintenance and the ordering of Sparaipapts; hence
some factories were operating below capacity. Ir addition some of the

establishments had been partially or completely Jestroyed by the war.

The strategy rollowed in order to climinate the shortage of

industrial products was to reactivate factories damaged DY the war and

to increase 1abour productivity through & greater utilization of capacity.
In the first yeal of the campaign (1978/79)» the performance of the manu-
facturing sechor was satisfactory and 93% of the target was fullfilled.zT
Up till now five annual campalign programies nave been completed. In order
to build 2 strong national econany cnrough the participation of foreign
capital and for the transfer of forelign rechnology & proclamation to pro-

. : , o ; 2
vide for the establishment of joint yenture was recently issued. 8
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Although it may pe too early o assess the changes in the
structure and distribution of the enterprises, the trend sO far shows
that there is ne major structural change. Tn 1079/8C the share of food,
peverages, tobacco, textiles and leather and shoe industries in gross value
of production was 69 . 4%. (Appendix 11). In the same way 86.4% of the
establishments, 90 . 4% (employment and 93.7% of the gross yalue of pro-
duction are distributed in shoa, Eritrea and Hararghe) administrative
reglons of the country. However, it is worth mentioning the change in -
the pattern of ownershop. Unlike the pre-1974 period, q4% of the gross

value of production is generated from the public sector. (Appendix 111).

Industrial output was expected to increase by the efficient
utilization of instailed capacity (i.e. introducing additional production
shifts, removing production pottlenecks, etc.) . The major share of the
additional investment was allocated to the production of non-durable itens.
Total investments for expansion and replacement in manufacturing for the
period from nationalization upto 1981 was estimated to pbe around 250
million birr of which 195 million pirr or 78% was jpvested in order to

. 29
produce consumption goods.

In general industrial development after 1974 focused more on the
strengthening of public ownership, the control of enterprises and in-
gtitutional changes. Hence achievements in terms of economic magnitudes

and structural changes have beetl 1imited.
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trade. "Any industry, {which can be} eliminated under free trade,
can be established through the siuple application of a duty on the

imports_of its. products.”

Tn addition after the First World yar the changes in the nature of
international trade and the great depression of the thirties, resulted
in imbalances in the palance of payments of many countries, necessitating

a modification to the theory of free trade.
0.2 Protection

Protection refers to such measures as tariffs on imports, quotas,
exchange controls, etc., that raise the price received by domestic pro=-
ducers of an importable commodity above the c.i.f. price of similar com-
modity. The tariff system is the most commonly used method of protection

and it is one of the carliest methods of restricting imports.

There are different types of classification of import tariffs.5
In the single column tariff system a single rate of tariff is imposed on
imports from every country, thus a country treats all like commodities
uniformly regardless of the country of origin. In the general tariff system
the country applies a colum of dutles applicable to all countries except

to those for which specific tariff treaties have been made.

The specific tariff treaties include the most favoured nations
treatment and the preferential tapiff systems. In the 'most favoured
nations' treatment, minimun duty rates are'levied upon the commodities that
are imported from those countries with which special treaties have been
entered. Maximum rates are levied on imports from other countries. The

preferential tariff system gives exclusive trade privileges to countries
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related to it by regiona ] seconomic, political, or other ties.

Custom duties can be specific or ad—valorem.6 Specific
duty is levied on the basis of physical units (i.e. a fixed sum of
money per physical unit of commodity), while ad~valorem duty is levied
on the basis of the value of goods (i.e. a fixed percentage of the value
of goods). In some cases, specific or ad-valorem duty which-ever is
greater {(or smaller) is levied on imports. A type of duty which is
rarely used, is the compound duty, which is a combination of both
specific and ad-valorem duties., In this case, a duty is levied on the

basis of physical units as well as on the value of the good.

The ad-valorem tax being a fixed percentage to value, is more
equitable, and provides a more constant level of protection to domestic
industry. The protection ariordad to domestic industries by a apecific
duty declines as the price of imported commodities rises as & result of

inflation or other factors.

2.2.1 Tariff Protection

The mair argument for tariff protection as an important means of
trade restrictive policy rests upon the theory of the infant inéustry,
introduced by Sidney S. Alexander'.7 An infant induzbry during its initial
years incurs high costs, which as a result of the 'learning-by-doing' pro-
cess could fall to the level of landed price of imports. Hence it should

be protected against foreign products.

Friederich List argued that "A nation cannot develop its own

manufacturing without protective duties. The reason for this is the same
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as that why a child or a boy imwpestlingvnth agtrong Man can scarcely
2 ;

be victorious or evern offer steady resistance.”” In the same way Mill,

Bastable, Kemp and Meade argued for infant industry protection and set

the criteria for such protection.

According to J.3.Mill #,,. Protection should be confined to
cases in which there is ground of assurance that the industry which it
fosters will after a time be able to dispense with it.*79 The infant
industry is expected to grow up and be able to compete with foreign
producers in domestic and world markets. C.F. Bastable adds to Mills
criterion that "... it is necessary further that the ultimate saving in
costs should compensate the community for the high cost of the protected
learning period.“io A. Hamilton also agrued “... @ temporary enhancement
of price (as a result of protection} rmust always be well compensated by
a permanent reduction of it...’”ﬂ Thus the infant industry should be

able to cover the costs of subsidizing its infancy.

Analysing the above criteria 11.C. Kemp notes that "If the
mill test' and "Bastable test? are passed, the industry therefore should
be established.""12 But he says nfipcunstances could be imagined in which no
protection at all would be required.”13 So, he adds what may be called
"hecessity" or 'need" criterion." According to Meade the case where the
infant firm may need protection is when "... its own acquisation of the

necessary skills, etc., indirectly helps other firms to learn as well.“M

The argument that an industry will grow up from infancy to effective
manhood and should generate external economies in order to be protected
was criticized by Taussig, Haberler and others. In criticizing List‘s

argument Tausslg says wthat a tariff may help an industry to survive the



- 29 -

weaknesses of infancy is not to be disputed. But it is very

difficult to lay down general rules for ascertaining when such a pos-
sibility is in fact present.“15 Haberler commenting on the time the
tariff will be removed states that "... in fact this moment never
arrives. Thus temporary infant industry duties are transformed into per-

manent duties to preserve the industries they protect.“16

Inspite of the criticisms to the arguments for infant industry
protection, (for instance, with regard to the time required for an in-
fant industry to reach maturity), many developed and developing countries
émploy this theory as an important policy instrument for the protection of

the domestic market.

The effects of tariff protection can be illustrated using the

following diagram.
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Under free trade total consumption is OQ4 and domestic

production is OQT’ the remaining Q1Qé is imported at a price equalto F.

How assume that a tariff equal to t is levied on imports. The
tariff raises the price of the domestic product from F to {1zt)F.
The production effect is the increase in domestic output from OQ1
to OQ2 as production moves along SS' from A to . Producers surplus
rises by the area GIA. The amount Q182 equals the volume of the re-
sources that the protected industry takes away from the other industries
as the result of the tariff. The production cost of protection thus

equals APH (the amount equal to the resource misallocated as a result of

protection).

The consuaption effect is the decline in consumption from OQbr
to 093, as the quantity demanded moves up the curve from D to E. As
the result of the tariff, consumers surplus declines by arez GIDE and
the area CDE equals the consumption cost of protection. The net welfare
loss from the tariff is therefore equal to the sum of the production cost

17

of protection (i.e. CDL). It is known as the deadweight loss. Apart

from this loss the tariff results in income distribution away from the
consuners to the government (BCEH) and the producers of the orotacted com-

modity (GIAH).

Imports are reduced by Q Q2 + Q.0 Total imports after

1 374"

protection is Q2Q3‘ This is the balance of payments or terms of trade

effect of protection.



& T =
5.2.2. Nominal and ¥fective Rates of Protection.

To assess the degree of protection afforded to a given
industry the nominal rate of protection (i.e. the protection of the
final product alone) was used for a long time as the only measurc of
protection. However, the analysis of tapiff protection should take
into consideration not only the protection provided to the output but
also the protection of material inputs. Thus the concept of effective

rate of protection (FRP) came into the front.

ERP estimates the amount by which yalue added in a particular
activity is reiged by protection. Ih other words it is the percentage
change in value added per unit made possible by the imposition of a
protective tariff relative to a ino tariff’ eituation. If the objective
is to measure the incentive provided to the manufacturing process, Some
suggest that tThe percentage by which net profits would be raised, would
be the right measure“18 rather than the percentage increase in value
added. However, pecause of the difficulty involved in Pfeasuring the -

variables of net profits, most economists resort to the latter measure.

The concepts of nominal and effective protection are illustrated

using diagram 2
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panel B shows the supply curve for yari.
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I a nominal tariff equal to CT/0C is imposed on cloth and
there is no tariff on yarn, the effective price of cloth iﬁcreases
from O'C to O'T. Thus ERP for the product = CT/0*'C.

If a tariff equal to YE/OY is imposed on yarn without a tariff

on cloth, ERP for cloth decreases by the amount YE, and thus ERP = ~ %% .

If the tariff on the input is combined with the tariff on the

output, then ERP for cloth = - CTO‘;CEY. (Note that if CTZEY then

ERPZ 0).

With free trade, domestic consumption of cloth is OQS, equilibium
is E1 and free trade domestic production of yarn is GQT' The tariff on
cloth increased domestic supply by Q1Q5 and decreased domestic demand by
QAQS' Import after the tariff is Q3ﬂq. Tariff on yarn raised domestic

supply by uqaz.

2.3, Protectionism on an international forum

1f the developing counties are to industrialize rapidly it is
important that they have access to the markets of the developed countr-
ies.

The developing countries express their desire for freer access
to these markets through the United Nations Conference on Trade and
Development (UNCTAD). UNCTAD serves as a platform for developing
countries as a group, to forward their demands. The two main de-
mands of these countries are tariff preferences and the stabilization of

international prices for exports from developing countries.
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Primary commodities constitute more than three-fourths of the
fpreign exchange earnings of the non-petroleun exporting developing
countries. The prices of these commodities fluctuate widely in the
world market and thus the terms of trade for these commodities have
been detriorating for a long time. The volume of agricultural exports
is also declining because of the greater self-sufficiency in food in many
industrialized countries .'... Significant import substitution has oc-
curred for food products, reflecting essentially the policies of agri-
cultural protectionism applied in a number of developed market-economy

countries."19

For developing countries to be able to produce and market
manufactured products in the world warket the solution seems to be the
concept of tariff preferences which was developed by Raul
Prebish. If developed countries through UNCTAD grant unilateral tariff
preferences to developing countries then it is hoped that these countr-
ies after z limited time of preferences would be able to stand on their
own feet. Otherwise "... the strict adherence to the doctrine of com-
parative cost theory would imply specialization in the production of
primary goods by the LDC, and this would eventually lead to a transfer

of the gains of technical progress from the LDC to the DC'S.”20

The General Agreement on Tariff and Trade(GATT) was sst up to
serve multi-lateral tariff negotiation. The two principles of GATT
are the pringiple of non discrimination embodied in the most favoured
nations (MFN) clause, and prohibition of non-tariff means of protection.

In the initial years of GATT it was proposed that tariff and non-tariff
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barriers should be removed both from developed and develpiiis
countries on a reciprocal basis. This scheme is rather unfavourable

to developing countries.

The first tangible result for developing countries emerged
feom the Tokyo Round of negotiations,Zl whereby they were able to get
reductions from tariffs on manufactured products and from non-tariff bar-
riers. Non-reciprocal agreements were reached whereby developed countr-
jes alone remove or lower trade barriers. Even then, since the tariff
structure of developed countries increases with the degree of fabrication,
it acts as a brake for developing countries to export manufactured goods

and encourages these countries to export in their raw form.

The African Caribbean and Pacific vs European Economic Comunity
(ACP-EEC) conventions signed ir. Lome in 1975 and 1979 incor-
porate two aspects of trade agreements.22 The first is that about §5%
of ACP products would enter the community market custom free. All manu=-
factured imports from ACP enter the community duty free while for agri-
cultural products there is a duty free quota (i.e. a fixed amount of a
product is imported duty free). The second aspect refers to the stabili-
zation of export earnings (STAPEX). According to this system com-
pensation will be given by the EEC to ACF countries if they suffer a loss
of export earning, through price fluctuation. This is if current earnings
are less than the average for the preceeding four years. For least develop-

ed countries compensation is given for exports to all destinations.,

The World Bank in its report entitled npccelerated Development

in Sub-Sahara Af‘r’ica“z3 argues that for self-reliant developmentzg
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African govermments must emphasise export oriented growth on the

principle of comparative advantage. Thus countries producing primary
commodities should seek greater integration in the world mariket on

the basis of short run comparative advantage, unhampered by government
restriction. The Bank's suggestion, however, does not lead these

countries into self-reliance and self-sufficiency. Even the industrialized
countries such as USA and Japan have protective tariffs on many of their

industrial products.

Given the poor export prospect, the historic reccrd of new
export basis especially in manufacturing being huild up .behind
protective barriers; and the present global level of excess
capacilty, which suggests-that deprotection would relsase re-
sources to unemployment, ... is at best risky and at worst a
recipe for mass starvation.25

The free trade policy presented by the Bank does not freverse the
fact that import liberalization and attempts to shift industry and agri-
gulture toward glcbal competitiveness ... tripled Mexice's ratio of im-
ports to GDP, sharply increased food deficits, and played a central role

in precipitating the present cr‘isis.“z6
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Chapter 3

Import Tariffs in Ethiopia and Method of Analysis

3.1 Tariff Setting \

\

The history of tariff setting in Ethiopia dates back to the
early 1840's. There were various treaties made with many foreign countries,
particularly, European. For instance, “the treaty entered into with
the French on June 7, 1843 ... fixed the import tax on French goods at
only 3% and added that this tax should be paid in kind.”l After six years
of this treaty, the agreement made with Britain raised the import tax
to 5%. The same duty rate was levied on Italian goods. ""The treaties
made by Menilik with Italy on May 21, 1883 declared a 5% import and ex-

2 Later the duty rate was raised to 10% ad valorem and this

port tax.’
was taken to be the basic tax imposed on imports. For instance "In the
Franco-Ethiopian Treaty of January 10, 1908 (it was agreed that) most im-

ports from France would be charged at %9% of their value."3

At about the time of the Italian invasion, customs duty was
levied on some 70 categories of imports. The rate differed from com-
modity to éommodity depending on the group of people it served and its
end use. "The tax was higher on luxuries, especially those consumed by
the foreign community, than on necessities, required mainly by the native
population. Cigarettes and cigars, for example, were subjected to a 30%

ad valorem tax while abujadid only 6 cents and khaki 15 cents a kilo.”q

The first proclamation on customs duties with detailed coverage
of goods, was issued in lgﬁ} (1935 E.C.) and came into force on the lst of
April 1944.5 This tariff sechedule encompassed 520 commodities (or groups

of commodities) classified into 14 sections. Since then a number of' major
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amendments and changes in the rates of import duties have been made.

The 1947, 1951, 1969 and 1976 revisions are worthy of mention. There
were also frequent changes in the rates of excise taxes on products such
asglcoho}.andalcoholic'liquors, sugar, tobacco and fabrics. Transaction

taxes on imported goods have been revised partly or wholly 12 times.

One of the reasons for the tariff schedule under-going yvarious
changes is the fact that enterprises request protection prior to their
egtablishment. Even already-established enterprises request protection
if they fail to be competitive.6 In one iron and steel factory which was

soan to be established:

... a prospective foreign investor made it clear that its
home government would require 2 letter of irtent from the
Ethiopian Government promising to give protection and en-
couragement to the industry s soon as production started.

The Ethiopian Goverament agreed, anG evidently interpreted
this promise as an undertakin% to grant & substontial in-
crease in the nominal tar%;f.

In addition ™ ... in the determination of tariff rates the
government tended to rely heavily on data provided by the foreign firm
itself, which was thus in an advantegous postion to influence the out-
come."8 From this case-by-case approach of tariff setting, it can be
inferred that the pelicy makers assumed that tariff levied on a parti-
cular commodity will only have an impact on that commodity or enterprise

alon€.

The tariff system of the country is a single column tariff 1i.e.

it has the same duty rate for similar products,_irrespectivg of their
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country of origin. The tariff schedule which is in force today was
issued in September 1976. The schedule ig classified according to the
Prussels Tariff Nomenclature (B.T.N.) of the Customs Corporation Council.
Commodities are classified according to the Standard International Trade
Classification (Revised) (S.I.T.C.(R)) of the United Nations Statistical
Office. The schedule is composed of 21 sections, 99 chapters and 970

groups referred as B.T.N. headings.

The ad valorem tariff is the most frequently used type of customs
duty in the Ethiopian tariff schedule of 1976. Qut of the 1672 commodities
(or groups of commodities) listed in the tariff schedule, 1062 of them have
ad valorem duties. Specific duty is levied on 150 items and 70 commodities
have an ad valorem, oOr specific duty, whichever is the greater. HMethyl-
ated or denatured alcohol is prohibited. The remaining commodities are
imported duty free. Coods that are imported duty free include most of semi-
processed goods or chemicals to be processed 1n the manufacturing in-
dustry, agricultural and industrial machinery and appliances, and Diplo-

matic and Consular goods.,

Tn addition to customs duties, imported goods are liable to a
transaction tax of 18%, based on the value of the import. A1l imported
goods which are subject to transaction tax are alzo liable to the pay-
ment of a 1% Municipality tex. Excise tax is payable in addition to
other taxes and duty on certain impogped commodities. The schedule also
includes a Tobacco Monopoly Tax whiéh is levied in addition to other

duties and taxes on imported tobacco products, matches, cigarettes, etc.
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Since the issuance of the 1976 customs schedule, duties and
excise tax rates of some commodities have been changed. This study

incorporates the revisions made upto 1980/81.
3.2. Objectives of Customs duties in Ethiopia

The Ethiopian tariff system plays a dual role of revenue
generation and domestic industry protection. Although it is dif-
ficult to differentiate between tariff levied for revenue and brotect-
ion objectives, there exist clear evidence that the tariff policy in the

manufacturing sector plays a protective role.

3.2.1. Capital goods consititute the major import items in the Ethiopian
import structure. However, such imports as agficultural and industrial
machinery, implements and parts thereof are exempted from paying customs
duty. Although the exemption reduces government revenue, it is e de-

liberate policy by the government intended to enhance sconomic develop-
ment. This is an incentive provided by the tariff structure to overall

development in general and industrialization in particular.

3.2.2. One of the criterea for identifying whether domestic industry

is protected or not, is to look into the amount and extent of taxes levied
on similar imported and domestic products. The higher the taxes on imports
in relation to domestic goods, the more protective the role the tarifl
plays.9 In addition to customs duties, imported goods are liable to 18%
transaction tax and 1% municipalibty tax as opposed to 7% transaction tax

imposed on domestic manufactured goods. Municipality tax is not payable
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on domestic products. Thus the high indirect taxes on imported goods
give additional protection to home industries. The tax rate on im-
ported and domestic goods for 25 commodities covered in the study are

presented in table 13.

3,2.3. Another approach is to lock into the types of goods the duty is
levied upon. Generally if the duty levied on an item 1s only for re-
venue, the goods on which the duty is imposed should be these which are
not produced 1ocally.wo If the duty is levied on items which are similar
to locally produced commodities, then the duty is protective.H The
Ethiopian tariff structure differentiates between commodities whose com-
peting products are produced at home and those which are not produced
domestically. The rate levied on imports whose similar products are

12

not manufactured locally is substantially lower than the others.

Customs duties for 25 commodities are given in table 18.

3.2.4. To test whether an industry is protected or not, the formula
developed by J.H. Henderson is applied below.13 If one considers tariff
rates, denoted by (., as proportions of import values, and assume that
excise taxes are remitted on exports and that the full burden of excise

taxes fall on domestic sales, then

(.= di/mi e (1)
T ki o
L S tl/{xi ei) V- LR (2}
{i=1, ) '
Where:

gi; - tariff rate on import of commodity i
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Types and Rates of Taxes of Imported and Domestic Goods

Tariffs and Taxes on Imports

Taxes on Domestic

Products
Muni-
Customs Excise Transact- cipal- Exclse Transact-
Duty Tax ion ity Tax ion
Tax(%) Tax(%) Tax(%)

| Canned & Pre-—

served fruits 75% - 18 1 - 7
> Edible €il 40% - 18 1 - 7
3 Flour 75% - 18 1 - -
4 Salt Br5/100 Kg Br 8/100 Kg 18 1 Br 8/100 Kg 7
5 Macaronl &

Spaghetti 50% - 18 1 - 7
5 Sugar Br20/100 Kg Bril15/100 Kg 18 Br21/Kg 7
7 pisabeiic Bri8/bottle Br0.25/bottle 18 1 Bra/bottle 7
3 Wine Br5/litre Br0.25/bottle 18 1 Brl/litre 2
) Beer Br0.6/bottle Br0.03/bottle 18 1 Br0.45/bottle 7
) Soft Drinks 50% Br0,03/bottle 18 1 Br0.03/bottle 7
l Carbonated

Water 30% Br0.02/bottle 18 1 Br0.02/bottle 7

2 Tobacco Br20/Kg 57% 18 57% 7
3 Cotton Yarn 70% Br0.5/Kg 18 1 Br0.25/Kg 7
* Knifked 759, = 18 1 - 7
5 Cotton

Fabrics 100% Br0.5/Kg 18 & Br0,49/Kg 7
5 Nylon Fabrics 100% Br2/Kg 18 1 Br2.82/Kg 7
7 Soap Br20/100 Kg - 18 1 - 7
3 Tyres & Tubes

for automobi-

les Br0.5/Kg - 18 - 7
© Sickle Brl.5/Piece - 18 1 - 7
' Picks, axes Br2.5/Unit - 18 1 - 7

Metal Cans

(Cork) 20% - 18 1 - 7

~ Corrugated

iron sheets Br20/100 Kg - 18 - 7

Cement . 20% - 18 - 7

Marble 100% - 18 - - i

Matches Brl.5/gross Br0.06/box 18 1 0.06/box 7
surce: Compiled from Provisional Military Government of Sociallst Ethiopie,

Ministry of Finance Customs & Excise Tax Administration, Customs Tariff,
(unpublished) .

1976,

and NRDC

& CPSE,

Taxes,

(August,

1982).
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di = imcludgs a}l duties and taxes charged against
commodity 1.
m; = total value of import of commodity i.
T4 = excise tax rate on commodity i.
ti = excise tax levied (collected) on 1i.
Xi = gross valuerof domestic output of 1i.
g3 = value of exports of i.
If . = L. then theltariff on i provides protection to domestic

industry beyond an excise tax offset.

The results of this test on the commodities that pay excise taxes
show that in all the cases considered, tariff rates(gLi) are by far greater

than excise tax rates ( (‘i),. Details are presented in table 11.

Table 11
Comparison of tariff rates () and Excise tax rates (L)

for selected commodities for 1930/81

Tariff Rates Excise Tax Rates
Commicity () as % £y as %
Sugar ’ 52 30
Alcoholic liquors 250 80
Tobacco 130 48
Fabrics and Yarn 23 6
Leather and Shoe 100 6

Source: computed from Ministry of Finance, Annual

External Trade Statistics, 1981, NRDC & CPSC,

Import-Export data, (unpublished), and NRDC &

CPSC_Anpual Report 1980/81(unpublished).
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3.2.5. The tariff structure of the country explicitly protects the
manufacturing sector by providing duty free or very low tariff rates
on goods imported for further processing in local industries as opposed
to higher duty rates levied on the same products but imported for re-

tail sale. (see fppendix IV).

3.2.6. In addition to the above criteria the intention of the

legislators or tariff rate designers is important. In Ethiopia the
protective role of tariffs has been given due attention by the authorities
and experts concerned when designing customs duty rates.lk At the same time,
a proclamation has been issued recently by The Government to provide joint
ventures with foreign public or private capital.l5 According to the pro-
clamation, a joint venture is exempted from the payment of customs duties
and other taxes levied on investment goods and first round spare parts.
Furthermore the venture is granted total or partial exemption (if found
necessary) from the payment of customs duties and other taxes levied on

imports of raw materials and other materials necessary for the production

of goods.

In developing oountries the revenue objective of tariffs seems
to over-ride the protective objective. However, tariffs levied for one
objective could satisfy other objectives as well. To assess the over-
all effects of the tariff structure requires a complete input-output table

for the economy. This is not available in Ethiopia.
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3.3. Choice of the Kodel for ERP analysis

Initially, the concept of an effective rate of protection was used

to measure in each industry "the direction in which resocurces have been

pulled (away from free-trade allocation) as a result of tariff structure.”16
It was also used to give expression to the restrictive effects of
duties on trade flows."'' By measuring the national tariff levels, it

18

served as a method of analysis on the implications of custom-union theoryv,

Some empirical studies on effective rates of protection indicating
the restrictive and the resource pull effects of the tariff structure
of some developing countries have been made.19 Other empirical works

& The concept of

had alsc been conducted for industrial countries.
"negative value added, What is the same thing as the net effect of the
tariff structure is to tax the output of the protected industries is the
discovery of Scligo and Stern as a result of their research on Palcistam.zI
In addition, Corden introduced the notion of 'non-traded goods' into the

theory.22

Empirical studies of effective rates of protection for developing
countries are carried out mainly within a partial equilibrium framework.
Such models fail to incorporate factors such as the effect of tariffs on
the balance of trade, the role tariffs play in generating government
revenue, the impact of tariffs on demand etc, Recently an attempt has
been made to analyse the effect of tariff protection in a general
equilibrium framework.23 Attia tested the effect of tariff protection
on the growth performance of developing econcmies on the Peruvian
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economy with a multi-sectoral general equilibrium framework.24 The
ECA conducted an emperical study on Tanzania and Morocco using "an

-~y
. . . e
overall social accounting matrix.” e

Under the partial equilibrium analysis the two basic methods
Wsed forthe deterrination of thé cifectivencss of protection’are the
"Balassa method! and ‘Corden method'. The basic difference between the
two appraches is the treatment of non-traded goods. Balassa treats
them as any other traded good, with a zero effective rate of protection.
The logic behind this treatment is that non-traded goods are supplied
to the processing industry at constant coste and the protection on value
added in processing alone 1is measured.26 The second method is to treat
them as part of value added, or to consider them as primary inputs which
are themselves not traded,so that the extent of protection is measured
with respect to the sum of value added in the production of non-traded
goods and value in processing.27 The empirical findings using both
methods revealed that the effective rate of protection estimated on the
basis of the Blassa method is higher than Corden's method.28 And, A
“frequent finding is that although the absolute level of effective pro-

20
tection changes for most industries the ranking remains unchanged.“eJ

Which of the two models is the more appropriate for Ethiopia
depends among other factors on the availability of aggregated and dis-
aggregated data required. The €orden method entails dividing the non-
traded inputs into direct and indirect material inputs and value added.
But such an approach to price determination does not seem to be realistic

in a developing country like Ethiopia. In fact Corden himself states
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nthe difficulty of separating traded from non-traded inputs may

w30 Thus the writer of this

compel the use of the Balassa method.
paper feels that the Balassa method is more appropriate to the

Ethiopian case.

3.4, Methodology

3.4.7. Objective

The objective of this paper, zmong other things, is to answer

the following questions.

3.4.1.1 How effective is tariff protection to the Ethiopianp
manufacturing industries?

3,4.1.2. Which industries or branches of the manufacturing sector
does the policy favour and what are the possible con-

sequences on the pattern of development?

3.4.1.3 Under the existing protection policy and pattern of
industrial development, what is the domestic resource cost
to save or earn a unit of foreign exchiange?

Based on the empirical findings; possible policy issues and

1

recommendations will be discussed.
3.4,2 The Model

The nominal and effective rates of protection for 50 major
peeducts of the oiniontan manufacturing industries are estimzted for
the year 1980/c:1 {1973 E.C). The scarcity of data limits cross sectional
analysis of the tariff structure. The products are groupec into 10

sub-branches of ganufacturing industry according to the International
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Standard Industrial Classification (ISIC). Iéeally, the rates of
protection should be estimated using input-output tables. The absence
of such a table for Ethiopia is a major nandicap. To solve this pro=-
blem an attempt has been made to construct technical coefficients for

each product under study.

In a parital equilibrium framework assuming customs duties
to be the only protective measures, nominal rates of protectior for
comestic products equals c.i.f. import price of gimilar products plus
the tariff rates. Or it is the tariff rate published in the country's
tariff schedule expressed as a percent of price. The ERP, on the other
hand, is the percentage increase in domestic value added made possible by
the tariff structure {i.e. tariffs on poth the final product and on
imported inputs) compared to a situation under free trade. The formula
for nominal rate of provection, offective rate of protection and ef-
fective rates including indirect taxes as developed by Balzssa are

1
given below.3‘

N. =Pd, -Pw. e (3]
J J J
7. = W.-V.
J 5 o s )
J
Z = T. - .{‘_: -
P i e (5)
1 - 4"'Aij
Z. - P Lol - f
:—‘\";- J 3 [ - ""‘-Alj ae 9 \6\
- Td.
! J S
P - = AT
- lJ



Where:

Nj = Nominal rate of protection of product J.
de: Domestic price of product J.

ij: World market price of product J.

Zj - effective rate of protection for activity Jj.
wj - Domestic value added per unit of J.

Vj - World market value added per unit of J.
Tj . Tapiff rate on product J.

Ti = Tariff rate on material input 1.

Aij: Share of input i in product J

Pj = Domestic exn%actory price of product j
Mw .= indircct taxes on imported product j

Ty = indirect taxes on imported input i

de: Domestic indirect taxes on product J.

The implication of the above formula on Zj are the following.

If Tj = Ti’ then Zj - Tj =Ty
Tj‘; Ti, then Zj i Tj > Ty
Tjh1~1i, Shen = a_lj,c,Ti
Tj # ﬁi_jli’ then .;'..j.{_ 0
; 5 = AL
T, g then 2. = =~ T, <.
Iy =0, W%y j ==
l-é_AlJ
T_- :O, then Z- = "‘T
+ - .

51 =
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The efficiency of the enterprises in terms of domestic resource
utilization is assessed by the use of Domestic Resource Cost Criterion
(DRC) . Conceptual problems concerning the measurement and interpretation

of the DRC criterionars discussed elsewhere.32 The formula is glven by:

. D
DR b el
J
Where:
DRC = Domestic Resource Cost
Dj - the value of domestic resources used in the

production of product J measured in terms of
shadow prices.

W The net foreig: exchange saved from producing

.

product. j.

Using the CECD method of evaluation, unitary DRC ratio is a cut-off
point between econcmically efficient and inefficient industries. The
higher the DRC from the cut-off point, the more inefficient is the domestic
industry iﬁﬁerms of domestic resource use. HNet DRC(i.e. treating the

opportunity cost of capital as sunk costs) has also buen calculated.

Ronk correlatian coefficients have been calculated between
nominal and effective rates of protection. The coefficient assumes
value of G to 1 in the case of positive correlation and 0 to-1 in the
case of negative correlation?3 "The greater are the interindustry dif-
ferences in output and input tariffs and in the share of value added,
thie more will the ranking of industries by effective rates of protection

giffer from ranking by norinal rates.“34
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3.4.3 Variables and data

in this study ex-factory prices are taken as relevant domestic
prices and c.i.f prices represent prices of imported commodities. For
certain inputs and products which are not imported to the country the
domestic ex~factory prices of these goods is converted to their c.i.f
equivalents by shadowing the domestic prices using the Standard Conversion
Factor (SCF) developed by the Ethiopian Development Projects Study Agency.35
The SCF for Ethiopia is 0.75. The limitations and problems of using inter-
national prices are discussed elsewhe?e.36 Tnternational prices are by
and large manipulated by transnationeal corporations through intra-company
sales at intra-company accounting pr'ices.?’7 The problem of price deter-
mination has not, been solved even in soclalist countries. 71O ease this
problerm Polish cconomists proposed iaccessibility of the world market for
different comrodity groups as the criterios for price formalation.”

5o fer instance; . ss TOF 167 1=-Th the rutual trade of tns socialist
i

A 5 ; X . 2 W3
courtbries was basecd on the aversss world maricel prices of 1966 - 19700

Value added in this study 1s defined in gross terms (i.e. it includes

the depreciation of building, machinery and equipnent used in the pro-
duction process). With the assumption of non“substitutability of inputs
the free trade value added is found by deducting the c.i.f. value of
material inputs and non-traded goods to Dbe used in the producticn process

from c.i.f. value of the product.



o Gl w

3.4.4 Data Sources

The data basis for domestic value of output, value and source
of material inputs, wages and salaries for workers, profit, depreciation
etc., are the actual plan imﬁlementation reports of the enterprise%polm
jected from the Ministry of Tndustry and NRDC & CPSC. The data for
imported products and inputs are taken from the Annual External Trade
Statistics of the Ministry of Finance and the annual and bi-annual re-
ports of Customs and Excise Tax Administration. The averaging of tariffs
and unquantifiable factors such as quantitative restrictions, non-tariff
barriers (sanitary regulations), dumping otc. that affenh the prices or

products contribute to the imprecision of the data.
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Chapter 4

The Structure of Protection in Ethiepia

P R

4,1 Findings of the study

Nominal rates of protection for the manufacturing enterprises
range from O to 305%. The highest average nominal rate is afforded to
the consumer goods producing branches of the sector (i.e, beverages
120%, tobacco 73% and textiles 65%). On the other hand the metalic and
printing and publishing branches of industry receive the lowest nominal

rates 34% and 15% respectively. (Table 12;.

The effective rates of protection for the sector range from
(4.6%) for printing to 612% for maczroni and spaghetti. On the average
the highest effective rate of pretection is afforded to the produetion
of consumer goods, of which food manufacturing receives 216%, leather
and footwear 163%, and beverages 160%. The lowest: effective rate of

protection is for wood and the non-metalic branch.

Differences betweer nowfral and effective rates of protection
are the highest for some prodikis in the food and metalic industries.
For these products the avepege tariffs on inputs are proportionately
lower than tariffs on {he products. Differences between nominal
and effective rates gre narrower for most products in beverages, tobacco,

metal and non-metalic branches. For instance, in the tobacco branch



TABLE - 12

Nominal Rates of Protection (NRP), Effective Rates of Protection

(ERP), Domestic Resource Cost (DRC), Share of

Imported Material Inputs from

Total Material Inputs,& Value

Added in 1980/81
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NRP ERP % VALUE

INDUSTRIAL BRANCH AND PRODUCT ISIC NED INCLUDING ERP WITH DRC DRC' |SHARE OF | ADDED
CODE INDIRECT TNDIRECT (NET) |IMPORTED | (WORLD
TAKES TAXES INPUTS MARKET)

7] 2 % - 5 6 L7 8 9 10
I. Food Industry 511

1. Canned meat 311 | 75 9 298 136 | 0,97 0.91 4% 0.14

2. Canniggegibigglts and 3113 | 58 88 75 171 | o0.80| 0.78 13 0.37

3. Edible oil 3115 40 59 24 145 105 142 10 0.1%

4, Flour 3116 5 94 90 209 0.25 1.24 3 b oo

5. Bakery Products (bread) 2117 10 3 486 129 0.87] 0.85 6 ok 5

©. Sugar 3118 33 114 56 193 0.85 D2 3 !

7. Macoroni & Spaghetti 117 50 69 612 166 Q.47 O.43 - -

8. Caramel 3118 80 115 101 115 0.%6 D50 61 0.62

9. Balt 3121 85 414 206 334 4,32 4,19 - -

AVERAGE 56 120 216 177

4
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NRP ERP % VALUE
ISIC TNCLUDING WITH DRC' | SHARE OF| ADDED
INDUSTRIAL BRANCH AND PRODUCT | oopg | ¥BP frypreecT | “FF [INDIRECT DRC | (ygT) | IMPORTED| (WORLD
TAXES TAXES INPUTS | MARKET)
1 2 3 4 5 6 9 8 < 10
IT. Beverages Industry 313
10. Alcohol & Liguors 3131 | 184 404 212 313 0,16 | 0.12 4 0.85
11. Wine z132 | 305 Ly 439 507 0.54 | 0.49 42 0.68
12. Beer 3133 30 95 40 72 o.44 | 0.2% 95 0.67
1%. Soft drinks 2134 50 108 29 136 0.46 | 0.40 1y 0.57
A4, Carbonated water 3134 30 70 34 145 0.47 |1 0.02 46 0.89
AVERAGE 120 224 160 235
ITII. Tobacco Industry 314
15, Cigarettes 3140 7% 204 86 237 0.2 0.19 g
IV. Textiles Industry 321
16. Cotton yarn %211 39 75 9% 140 0.89 | 0.84 8 0.3%7
17. Cotton fabrics 3211 | 100 154 12% 190 0.16 | 0.13 47 0.80
18, Nylon fabrics %211 | 100 182 137 237 0.37 | 0.32 100 0.65
19. Sacks %211 44 68 219 479 4.26 | 3.50 95 0.16
20. Jute mill products 3211 41 68 177 189 1.53 | 1.%2 75 0.20
21. Made-up textiles 32012 75 109 117 197 0.70 } 0.67 52 0.45
22, Knitted apparel 2213 88 ou 145 214 0.58 | 0.51 o8 0.16
2%, Thread oo 35 &1 36 149 1,27 ; 1.2% 16 0.60
21, Blanket - 65 97 440 185 0.37 | 0.31 e vos
AVERAGE 1 65 102 129 186 1_

ceo/
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— NRP ERP | % VATUE |
' ISIC INCLUDING WITH DRC' SHARE OF ADDED
INDUSTRIAL BRANCH AND PRODUCT CODE NRP INDIRECT ERP INDIRECT DRC (NET) [TMPORTED | (WORLD
TAXES TAXES INPUTS { MARKET)
1 2 3 4 5 6 2 8 9 10
V. Lesther & Footwear Industry| 323/4
25. Tanned leather 32571 30 55 142 15% 0,97 Q72 12 O 1Y
26. Leather footwear 3240 80 200 188 199 0.60 0.59 19 0.34
27. Canvas footwear 3240 5 109 158 200 0.46 | 0.45 49 O.44
AVERAGE 62 121 163 184
VI. Wood Industry 331/2
28. Ply-wood %31 60 91 8% 179 Q.70 0.66 3" 0.59
29. Wood furniture 3320 40 67 42 156 2.18 2.4 24 56 B
AVERAGE 50 79 6% 168
VII. Paper and Paper Praducts 341
Industry
30. Pulp and paper 3411 50 55 295 173 1.80}) 1.23 100 0.09
31. Printing & publishing 3420 - 19 (4:5) 141 0.45} 0.38 90 - 0.58
AVERAGE 15 37 145 157

ooo/




¥

63 -

L

NRP LRP % VALUE
ISTC TNCLUDING WITH DRC' | SHARE OF} ADDED
INDUSTRIAL BRANCH AND PRODUCT | copp [NRP  fryprrecT | R INDIRECT | P°°  |(NET) | IMPORTED| (WORLD
TAXES TAXES INPUTS | MARKET
1 2 3 4 5 6 7 8 9 10
VIII. Chemical Industry 351-6

32. Paints, varnishes ‘
and laquors 3521 20 55 48 144 DaD? 0.54 i 0. 31
3%. Soap 3525 1 97 63 234 156 138 | 4,08 86 0.09
34, Plastic products 3560 | 15 57 M6 128 .91 | 3.57 97 0.07
35. Tyres and tubes 2551 Fesw e 5 bd & bz s 98 0.31
%6. Car batteries % #re 50 79 196 167 0.19 0,18 a5 0.62
37, Matches & candle sos 1127 296 257 138 0.18 1 D97 a5 067
%383. Dry cell & umbrella oo o 66 98 129 189 0.43 0.39 a2 041

AVERAGE 63 105 163% 154
IX¥. Non-metalic Industry 361-9
%9. Glass products 3620 40 67 90 159 .0,74 0.59 35 0,44
40, Structural clay 3691 50 79 11 192 0.90 | 0.76 2 pp—_
44, Cement 3692 26 62 55 A5 0.41 0.3%1 73 0.62
42. Time 3692 | 10 31 0] 119 |o.04 | 0.03 78 0.97
4% . Asbestos B 20 43 T48 1%3 T — 72 0.24
44, Marble caa |100 138 250 234 0.42 0.39 - Q.77
AVERAGE 43 70 %7 165
eeo/
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NED TRD % TATUE
ISIC INCLUDING WITH DRC' | SHARE OF | ADDED
INDUSTRIAL BRANCH AND PRODUCT | ~omp |NRP 1"ryprpzer | EBF fwpimect | DBC |(wer) | IMPORTED (WORLD
TAXES TAXES INPUTS MARKET)
1 > | 3 L 5 & 9 8 9 10
X. Metal Industry b
45, Iron and steel 3710 14 36 1441 129 1.00 { 0.90 79 0710
46. Hand tools 3811 fa 111 156 218 0.55 1 0.47 95 O.44
47, Structural metal
e o 3813 | 15 37 21 129 | 0.05] 0.03 100 0.71
48, Sickle 3811 | 56 86 Y 199 | 0.29| 0.27 76 0.72
49. Corrugated iron sheets s s 15 37 166 coe o pi - 100 (0.35)
50. Cork oo | 25 49 303 329 | 2.911 2.11 94 0.07
AVERAGE 34 59 144 197
MANUFACTURING AVERAGE 59 109 148 183
=========:=:;===:======:==============:—'==== ________________________________ _1 —————— J ___________________
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of industry, a high nominal rate of protection is offset by high

protection of the main material input,tobacco leaf, Thus the dif-

ference between the nbminal and effective rates is small. Customs duty

on imported cigarettes is birr 30/kg net. The ad-valorem equivalent

of this specific duty, in 1980/81 prices, was 125 percent. The specific
duty on tobacco leaf is birr 15/kg net, which brings the ad-valorem equival-

ent to 343 percent.

In four out of the fifty cases we cbserve 'reverse escalation!,
with nominal tariffs exceeding effective rates. These are edible oil,
beer, printingand structural clay products. 1In all of the four cases

customs duties an joputs are proporticnately higher than on the products.

The industries that have value added below 10% per unit of a
products include cork, soap, piastic products, pulp & paper and iron
and steel, Corrugated iron sheets depict negative value added at world
market prices. For this product th= foreign exchange cost of the im-
ported inputs is greater thac the foreign exchange value of the final pro-
duct.

The effective rates of protection with indirect taxes exceed
the effective rates of protecticn without indirect taxes in 38 ocut of the
50 cases, This implies that indirect taxes, over and above customs

tariffs, play a great role in protecting domestic industries.

Spearmans rank correlation coefficient ( v) between the nominal
and effective rates of protection ig 0.4 with value (2 ) = 2.7. Thus

the association between the two rates is significant at 5%. In the same
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way the ranic correlation coefficient baziwesn the nominal and effective
rates of_protection including indirect taxes iz 0.94 with 2=6.3%. ‘Thue
tharsa ig @ reiatioashiy betuzen nominal rates ond ;ff Jivc raves in pro--
tecting the sector.

The Domestic Resource Cost (DRC) calculations show that 10
products have a DRC greater than unity. These are edible oil, salt, sacks,
Jute will products, thread, furniture, pulp and paper, soap, piastic pro-
ducts and corrugated iron qhoﬂtw.‘ This imglies that for these factories
to save one unit of foreimm exchangs it costs them mors than one unit of
domestyc currency. Most of these products have & negative or less than
10% world market value added and a high percentage share of importe
material inputs. Thus these factories are ineffic cient in ter.u: of domestic

resource utilization. Domestic Resource Cost ewcludin sunk costs (DRCE)
3

does not differ much from Domestic Resource Cost wi
This could imply that most of the machinery and equipment in the citernrises

heve depreciated to a greal extent.

The findings reveal that tariff s getting in FEthiopia is done on an
individual product basis. There is no consistency in the levals of pro-
tection even within sub-branches of industry. Industries exist with
divarse rates of protection within the same trarch. This inconsisterdt and

ase-by-case approach in tariff rate setlting assumes that a tariff lavied
on a eommodity or enterprize will have an impact on that conmodity or

enterprise alone.

The pattern of protection favours consumer goods production, oo

Food, baverages, textiles and leather industries are the oldest group of
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industries in the history of manufacturing in Ethiopia. However,
after decades of operation they are still highly protected. From
the findings of this study it implies that the high protection

leads to inefficiency. Moreover, such high levels of tariff
protection are disincentives to export. Because of the high pro-
tection, the exchange value of the currericy is over-valued and
hence the prices of inputs are raised, this in turn raises the cost
of production and reduces the competitive ability of domestic ex-

ports in the world market.

Many countries of the world protect their infant industries
and grant effective protection rates of twenty to thirty per'c:ent.2
Accordiﬁg to an OECD study, economies of scale and external
economies can hardly justify effective protection exceeding twenty
percent for infant industries.3 Balassa argues that effective

rates of protection should be *... no more than ten to fifteen per-

cent for all manufacturing activities other than infant industries”4

and "it does not appear likely ... that a rate of effective pro-

tection more than double that for mature industries could be

i



warranted.”5 Considering the high cost involved in the establish.
ment and development of infant industries and the external econcriies
they generate, Westphal Suggests "... effective protection at

rates of close to one hundred percent, in order initially to insure
adequate infant industry incentive.“6 In any case 'ithe closer is
the policy regime to free trade, the better is the industrial DEP -

formance.”r

In Ethiopia if one considers the maximum recommendable
effective rate of protection for infant industries to be one hund-
red percent and cne applies this percentage to the established
enterprises as a cut-off point, 28 industries are found to have
rates greater than this amount. Most of the industries that are
highly protected are those that have been established in the
country for a relatively longer time. Even with such a nigh cut-
off' point, these industries are still 'infants’ in terms of ef-
ficiency while they should have been ‘mature' in terms of time.

This seems to contradict the infant industry argument for protection.
After such a long time, one would have expected that these indust-

ries would either have been running efficiently without protection

or that they would have only required a minimum level of protection.
Although Ethiopia, as a developing country, needs to protect her
industries, the high rates observed in many of the older industries
are symptoms of inefficiency and could imply protection has been costly

to the country.



lieferences to Chapter 4

1It 1s surprising that the DRC for products such as salt,
edible oil and fumiiture is greater than unity. Althougi: the najor
share of the material inputs are available at home, the result is
either because of relatively lower c.i.f. prices of siwilar importable
products or because of the relatively high value of foreign exchange
spent for the purchase of very few intermediate inputs. Tor these pro-
ducts the latter factor is stronger than the former. For other items
such as pulp and paper & plastic products, the high DRC implies that
the country's resource endowment is not suitable for the production of
these items.

2Larry E. Westpal, "Empirical Justification for Infant Industry
Protection! The World Bank Staff Working Paper,No. 445, (Washington D.C..
March 1981), P.17.

3Quoted by Bela Balassa and Associates, The Sturucture of
Protection in some Developing countries (Ialbimore: The John Hopkins

Press, 1971) P,08,
dela Balassa, quoted by Larry E. Westpal, Op.cit., P.14
5Bela Balassa, Loc; cit..
CLarry E.. Westpal, Op.cit., P.17.

TIbid, p.2.
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Chapter 5

Recommendations and Conclusion

Industrial development in Ethiopia is a recent phenomenon.
The contribution of the manufacturing sector to the national economy, in
terms of GDP, employment, export earnings, etc. is very small compared
to agriculture. The manufacturing industries generally emphasise the

production of non-durable consumer goods.,

In Ethiopia, tariff protection is an important instrument
employed by the government to encourage the domestic infant industries,
To this end industrial machinery, foreign material and intermediate in-
puts are imported eithapr duty free or at a very low rate of duty. In
the same way high duty rates are levied on imported manufactured Pro-

ducts if the same products are produced domestically,

The structure of protection in the Ethiopian manufacturing industry
is such that the highest protection is provided to non-durable consumer
goods, and the lowest effective rate of protection is given to the non-
metalic branches of industry. The consumer goods branch of industry in-
cludes, to a large extent, those factories that have been established in
the country for a relatively longer time. Although they have been in
operation for a considerable number of years, tariff protection and other
restrictive measures on the imports of similar products have become an in.

dispensable requirement for the existence of these enterprises.
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For certain products such as tobacco, the high nominal rate of
protection on the product is offset by the high rate of tariff and other
taxes on the input. For some other products where customs tariffs on
inputs exceed duty on the output, one observes reverse escalation.

But in general a high nominal rate of protection is correlated to a
high effective rate of protection. Such products as pulp and paper,
plastics, sacks, etc. have a DRC which is greater than unity. This is
explained to a large extent by the ncn suitability of the country’s

resource endowment for the production of these itens,

To encourage the establistment of industries, developing
countries in general and Ethiopia in particular, need to protect the
domestic market against foreign competition. But care should be taken
on the dosage and types of comnodities or enterprises to be protected and

the duration of protection.

Industrial branches such as food, textiles and leather &
footwear, among others, should not be content with their existing posi-
tion, but should push forward to stand on their own feet and compete
both in price and quality in international markets. These branches
cannot be protected indefinitely. The government should look for possible
eans where-by these tariff rates could be reduced gradually. At the
same time ways and means of increasing efficiency should be developed,
Permanent protection is a sign of inefficiency and misallocation of

resources.



Reduction of customs tariffs may not be the only factor for
the reduction of costs. A host of other cost and cost-related items
such as technical progress, improved skills, maintenance, etc. are
also included. Better production and organization methods should be
identified to make these branches really mature. In addition, effici~
ency of existing industries could be improved by consolidating (in order
to reduce overhead costs) whenever it is possible. Future efficiencies

must be planned today.

On the other hand the production of intermediate and capital
goods industries should be encouraged. The share of intermediate and
capital goods imports in total imports, in terms of volume and Qalue, is
increasing. In many cases capital goods produced in developed countries
are not appropriate for the conditions that exist in developing countries.
Seen from the availability of human and material resources, Ethiopia is
not in a positicn to construct huge capital goods industries in the short
run. But with future development in mind, the country should encourage,
through tariffs and other incentives, the domestic production of inter-
mediate and capital goods which are suitable to the country's level of
socio-economic development. However, the duration of infant industry
protection and the duty rates should be set in advance and for a temporary

period so that the enterprises can prepare themselves for competi-
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ion. The tariff rates could be differentizted into permanent and
temporary rates. The permanent rates are the minimum required by the
industry (say 10~20%) and the temporary rates are those tariffs levied in

the initial years of operation and can be eliminated gradually.

The existing enterprises, even those which use primary
agricultural inputs, import a substantial share of the inputs from
abroad. These include, for instance, barley for beer, grapes for
wine, tobacco leaf for cigarettes, kenaf for jute mills etc. With
appropriate policies the country can exploit its natural-vesource en-
dowment for the production of agricultural inputs and the foreign ex-
change spent for the purchase of these agricultural inputs could be

diverted tc the establishment of cther industries.

Industrial development should be compatible with the broad
development goals of a country. The long run objectives of developing
countries should be to satisfy the basic needs of the population and to
attain sustained growth and selfwreliance. 50 industrial development
needs to be directed towards correcting the structural distortions
in the economy by shrinkimg the gap between demestic production and
consumption and by internalizing or adapting the technology transferred.
However small the resources of the country may be, industrial projects
must be based on local resources and should have high inter-industry

linkages.

The economic development of a country depends to a large
extent on the growth of its exports. The contribution of manufactur-

ing to total foreign exchange earnings is very small, while its con-
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sumption in terms of investment and for the purchase of materials
ipputs is strikingly high. For instance, in 1980/81 the sector
covefed only 28.8% of its foreign exchange requirements in that year.
In order to make a breakthrough in economic development in general and
industrialization in particular the government should encourage and

strengthen industrialization for exports.

The infant industry protection argument for import substituting
industrialization should be extended to export - oriented industiries as
well. The '"late comers' are at a disadvantage in marketing their export
goods in the world market, and export promotion involves the cost of
marketing, data and information gathering, etc. Export industries must
be low-cost competitive industries and hence may need to be provided with
appropriate incentives such as subsidies and the elimination of import
duties on inputs. In addition domestic raw material and intermediate
input prices are in most cases higher than imported prices because of
the high protection at home. So, the infant industry protection argu-
ment should be provided to the export oriented manufacturing induétries
until they capture the market and mature to a position where they can be

able to compete in the international market both in quality and price.

So, the establishment and strengthening of agricultural
materials processing export industries, backed-up by the necessary export

promotion incentives, is a sine-qua-non to Ethiopia's economic develop-

ment .
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APPENDIX

Table 13

Per Capita Production of Some industrial Commodities

in different countries in 1974

- 81 =

1

Per Capita Production

mezggie Ethiopia Egypt Kenya Brazil Japan U.S.A, USSR
Sugar Keg. 4.8 162 - - 15.4 - 53.6
Edible oil " 0.4 4,2 - 18 9.7 42 =
Fabrics Sq.in. 2.8 24 1.7 G4 19 . 24 28.5
Leather foot- Pairs 0.0 1.0 - 0.12 0.45 2 2.7

wear

Soap - Ka. C.4 5.0 2.3 2.7 1.4 = 5.8
Cement i 6.7 &9 66.3 wd 663 3464 456
Wire roda i 0.04 7.2 - Teld 63,1 215 32

iy

Seurce: Computed from UN Industrial Statistics, 1976




APPENDIX II

Table 14

Paid-up capital and gross value of production

by Source of ownership and industrial group

Gross value of pro-

paid up capital in percent duction in percent

Industrial 1971/72 1979/80 | 1966 1979/80
Group
priv- pub- Total|priv~ Pub-TotaliTotal Priv- Pub- Total
ate lic ate lic ate lic
Food 22 3.3 25.31 0.9 24.7 25.6 {24.4¢{ 1.6 23.4 25.0
Boverages 22 0.5 7.710.3 5.8 6.1110.8]0.3 11.6 11.9
Tobacco - 13 1ed - 0.8 0.8 2.9 - 5.1 B
Textiles 19.1 4.9 24.0 ] 0.4 26.5 26.9 {33.7 0.4 20.6 21.0
Leather &Shoe 2.0 - 2.0 0.1 3.6 3.7 3.94 0.2 6.2 6.4

Wood 2.1

PaperdPrinting 1.9 3.3 5.2 0.4 3.3 3.7] 1.910.3 3.3 3.6

Hon-rietal 3.5 3.0 7.41 0.5 6.1 6.6 4.9{0.1 1.7 1.8

Chemical 5.4 17.6 20.0 1 0.5 19.4 15.2 | 6.5 0.6 17.6 18.2

Metal 4.5 0.5 5.0 1.2 3.9 5.1} 6.2] 0.4 4.8 5.2
Total 64.7 35.3 100.0 % 4.8 95.2 100 | 100] 4.6 95.4 100

Sorce: The 1976/30 figures are computed from, Central Statistical
Office, Results of the Survey of Manufacturing Industries

(1979/80) Addis Ababa: April, 1952.

The 1969 figures for gross value of production are from
Statistical Abstract, 1971 # The breck-dow: is not available.
1971/72 figures for paidup capital are from Ministry of Commerce
Industry and Tourism and Central Statieticonl office, Annual Survey

of manufacturing industries 1971/72

o~




Table 15

APPENDIX ITI

Regional distribution of manufacturing industries

before and after 1974.

{in percent)

Munbar of

Employment

Fixed Assels

Gross Value
of production

P 14 el it
Regions establishments

1969 1979/80 1969 1979/6 1069 1979/80 1879/80
Shoea 51.0 £3.7 60.2 63.5 47.4  T79.0 61.8
Eriterea 75 22.0 23.6 16.9 T2 12.0 23.9
Hararghe 9.4 5T 8,5 10.2 6.0 5.0 8.0
Others 2.1 13.6 TsT 9,6 9.4 4,0 6.0

Total 0.0 100.0 105.0 1o0.0 100,000 0.0

1Data for 1969 on regional basis is

Source:

o, e s

1969 data is [romn: Cominzrc

Iiconoiy, Addis Ababa April 1670,

1975/80 data is from: Centra.

of the

izl Panic of Ethiopia,

“-atictical OF

survev of Manufacturing »

not available.

Tha Ethiopian

fice, Resulis

ndusiries 1972 E.C.(1972/29)

Addis Ababa, April 1932.
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APP"NDIX IV

Excerpts from the Customs Tariff Boolk, to show that different rates

are levied on identical goods for the purpose of protecting domestic

industries.
Hgégiﬁé I%2;i§£. ﬁeacription Duty Rate
11.08 - Starches

110810 In bulk for use in the production of

textile yurns or fabrics. Free
110890 Other 40%

32405 - syntheti- Orgenic dyestuffs

320510 Imported for processing and finishing

by local tamcrig¢s and textile in-

dustries Free
3205%0 Other 10%

35.05 - Dextrins and dextrin glues
350511 For the manufacture of matches Free
350519 Other 20%
40.05 _ Plates, sheuts and strip of un-

volcanized natursl or synthetic rubber
400510 For further pron-asing in tyre and fool

weer industry Iree
400520 Otler 505,

47.02 - Wagte .aper and naper board
470210 Imported by paper mill Free
470290 Otrer &0
585.07 - Worza fabrics of man-made fibros

560791 Not being locally manufzctured oY%
560792 For manufacture of umbrellas 259
560793 Twported for use in the tyre indnstry Free
5C070% Other 100%

~

.-.,Jirw : '“.,,."' _.L,'z'



B.T.N. Tariff

Heading Item No. Description Duty Rate
60.01 - Knitted or Crocheted fabrics
600191 ot being manufactured locally 65%
600192  Others 100%
73.08 - Iron or steel coils _
73.0810  Imported for the Production of tools Free%
73.0820 of all kinds and dimensions for further
processing in Ethiopia Br.3.00/100kg.
73.0890  Other Br.20.00/100kg,
74.03 - Wrought bars rods
74.0310  Tmported for further processing Froe
T4.0390  Other 10%
76.04 - Aluminium foil
760410 when imported by local manufacturers
for further processing 10%
760490 Other 5%

3

"Free of Transaction and Municipality Taxes.



,\-‘

A

PRODUCT NAME

DATA COLLLECTION FORMAT

MASTER TABLE

1980/81 (1973 E.c)

QUANTITY PRODUCED

FACTORY NAME

(Form M1 ~ 1)
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MM - 1 (Contd.)

Tariff ‘ I N D I 2 B ¢ T T A X E S
0311 P - Transaction Tax u Excise Tax jMunic 15";1:%3‘:} Tax: Total Value
Cote L ocal Imported L ocal Imported ! ; :
Rate | Value | Rate jValue Rate | Value Rate Value | Rate Value | Rate Value Localilmported
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MM - 1 (

Contd.)

¥ L A N D

c O S

T

0O N

r B P

T S

T z sy :
Maritime f;gg;ip % Insurancei Transportation] 212222;22 O ther feesj (Birr)
Rate { Value Rate- Value! Ratej Value‘ Rate Value Rate ;Value Value Value Unit | Value
: 1 Price R
32
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25

26

27 128 29

30

FI

g

33 33
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i i

3v

i
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(Form MM - 2)
DATA COLLECTION FORMAT
FOR MANUFACTURING PRODUCTS

P R 0D U CTTI O N | Tariff On
ESTC BIN | Quantity i Value (Birr) |C.I.F Value
—— i _ ; B
Product Code Code Hn¢t of [ Un%t Value Rate Value
Maasure Price
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Imported

Local

ImportedT
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TECHENICAL COEFFICIENTS

DATA TOR THE CALCULATION OF

(Form

MM - 3

Tariff rate om c.i.f value of similar imports:

QUANTLTY FACTORY GATE VALUE (BIRR) i Tariff on
BTN H e . ol P I
Input Code Unit i Unit Price Value value (Br.)
: ok Local| Imp. | Total Tocal | Im Local| Im :T_ig?m,““MWme,MJm"m
L. _|Meas. o P - O | . Ratel ¥Yalue
1 1.2 3 4 5 6 7 8 9 10 11 3 13
l' - PR REE——- s e ——
2 g
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' T
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10 . . —F _ - . B
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Name ___ .
ISIC code
Indirect taxes on the Product: Birr
Ex~factory prices less indirect taxes: Birr



Value Added

lProduct

L =

(MM - 4)

i

ITEMS

VALUE

2

Domestic

A. Quantity produced

B. Ex-factory value of the product

C. Total wvalue of the product

D. Domestic value added at factor cost

- wages and salaries + benefits

depreciation ross
b 23

-

operating surplus before tax (26)

W -

interest

Jt
L]

capital charge

E. Value added per unit of output

Total

© P @0 0 ¢ /e e e e oae

Foreign

A. c.i.f value of product
B, c.i.f value of inputs

1.
Re
3.
L.

He
6.
T
C. Value added

D. Value added per unit of product

Total

® O 8 8 0 00 00 008 8




Domestic Resource Cost

(1 - 5)
Product
iHoney | ’ Tofal i
Phais ngié Conver!Social Foreign Loca; gﬁrei =
(B factor| cost sh?re : L8
r,) _ A Birr)| (Birr)
1 2 3 L 5 6 r

Ui\
L I

O @ =1 O

10,
115
12.
13.
1h,
15.
e

Materials c.i.f
1.

2.

3.

b,

Local materials
1.

2.

3.

L.

Duty taxes
Transportation & hand.
Labour
Depreciation
Electricity
Water

Insurance
Interest

Transportation

Taxes (Exgise + tran. +inc)

Profit
Maintenance
Fuel and lubricants

Others

Total

e 8 0 a8 8 810 00 8 &0 s oo "

© e 2 ° 8 00

L s e o s s ge s e c o0 o 09

e e




MM ~ 5
(Continued)
Product
5 M !C §S - l% Total ﬂ
Money {Conv, {Social [Foreign _
It
ons costs {fact. | cost !share % Local jForeign

I

the product was to be

imported

c.i.f value

c.1.f price

Duty taxes

. Customs

. Transaction

. Excise

. Municipality
Transport & bank charges

Clearance and handling

Total

® 2 0 09 ¢

e e A 877 R, SR A .

& ® 00 9 ¢ o

© 06 00 0e e o

¢ ¢ » o0 @ ®® 60 0 80
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