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l. Inroduction

An interim government will shortly be established in Ethiopia to
adminisær what is planned to be a two-year perid of ransiüon to a
pluralistic policy. Although the transition is essentially political, there
is no doubt that its outcome will be influenced by the staæ of the
coun§'s economy in the coming two yeani o,r so. Apart from dealing
with the immediate task of organizing the relief and rchabilitation of
victims of the war and drought plus demobilized soldien, the interim
government will have to take measurcs to reestablish links of the
economy that wcre dislocated in ttre course of the last phase of the
war, particularly in the forcign radc sector, banking and public finance.
Less obvious is the need for ensuring continuity in the implementation
of existing development programmes and the process of the
formulation of new ones throughout the period of ransition. Regardless
of the political outcome of the Eansition, the country cannot afford a
two-year time out of the prcparation of developmont projects or the
mobilization rcsorrrces for their implemcntation.

This paper reviews the rolc, sources and utilization of inrcrnational
development aid to Ethiopia during the eighties in order to assess the
prospects of the flow of external finance into the country in the course
of the envisaged ransition and bcyond-

2. The State of the Ethiopian economv

By nearly all conventional indicators, Ethiopia is the leæt well off of
the countries in sub-saharan Africa in which the majority of the least
developed economies are found. Its GNP per capita now itands at less
than half of the average within the low income group of the sub-
continent. Infant morality is much higher and average life expcctancy
shorter in Ethiopia than anywhere else in ttre Hom and nasi Atica.
The daily calorie intake of the average Ethiopian is lower than that of
the averagc Sudanesc, Somali, Tanzanian, Kenyan or Ugandan, who
also has better access to modern medical serviceJand fonnâ education.
Tradiüonal agriculture dominatcs the Ethiopian economy more that it
does most sub-saharan economies with g5 pcr cent of tire population
engaged in it to producc around 40 per cent of the GNP anaiust under
90 per cent of the coun§'s exports. Ethiopians save tr exiort a far
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smallcr sharc of their output and have less access to imported goods

and services than most ottrcr Africans. The Ethiopian oconomy is also

losing the nanral rcsource basc of is agriculture probably faster than

any ottrer country on the continent through soil erosion and

devegetation.

rtrith the destnrction of a growing part of its countryside through

famine or starvation following almost regular spells of drought,

Ethiopia has become the symbol of üre economic crisis the

subcontinent has been undergoing since the mid-sevenües.

Per capita GNP fell at an annual average rate of 3 per cent in most

cornri6 duing thc 80s. While thc raæ of fall for Ethiopia was much

lower at less than two per cent, the exUemely low level of thc base

figruc of the early sevenües meant that the fall in per capital income

in-Ethiopia ransÉrca into the far gurcr social catasrophes of famine

and the dislocation of entirc rural communities.

Nearly 60 per cent of Ethiopia's GNP is now recorded as agricultural.

Howeïer, the following should also be notod. First, in dualistic

economies like Ethiopia's whete factor mobiüty betrveen the raditional

rural sector and the relatively modem urüan enclave is limited, and

where economic power of communities merges with political power,

the relative priceJof the output of thc rual sector reflect the tendency

of urban political polvcr to dictate ttre disribuüon of income ttrat

favours urba, economic activities against rural ones. Figures on the

relative share of agriculture in GNP do not thereforc indicaæ

productiüty differentials in the same §ense a§ they do in indusuialized

martet economies. Secondly, thc relative share of agficulture in üe

commodity sector is more than 70 per cent and the larger part of the

sector's oütpot is food and hcnce a necessity, ttre demand for which is

universal. li,ird, the foreign exchange earning capacity of the economy

is almost entirely agricultural while probably as high as 5! P{ cent of

the net outpur oi*U- indusry depends on local supply of agriculnpal

raw maærials and nearly all of it on imported inputs. [n contrast, only

a small fraction of agricultural output in the country depends on local

urban or imported inPuts.

The agriculnfal crisis of the pa§t two dccades has consequenüy

producled ftrequent and major upward shifts in prices in urban arcas that
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have consistently redisuibuted income against low and middle income
employees of the public sector who probably constituæ the majority of
urban income-earners. The oisis hæ also meant stagnation in foreign
exchange earnings. In the face of growing debt service payments the
absence of direct foreign invesünent urd insufEciont access to grant aid
this resulted in a rapid fall in thc counry's capacity to pay for its
imports without r€course to external borrowing which is increasing thc
debt burden and thereby reducing import capacity even further. An
ever-diminishing import capacity in turn means gporving under
utilization of existing indusuial capacity, as well as less ability to
finance replacement investrnents with all the implication this has for
employment, productivity and price levels in urban economic activity.

Benvecn 1980 and 1987, the ratio of the excess of the varue of import
over export earnings to the value of export§ nearly doubled from
around 70 per cent to 167 per cent thc foreign exchange rcvenue gap
incrcasing from us$ 291 million to us$ 623 milrion. Meanwhile thè
resulting increase in dcpendence on external finance increased exærnal
debt by more than three fold from us$ 701 million to usg 2,434
million and the ratio debt service payments from less than a ænth to

1bou1a thirrd of export eamings. The dcbt service ratio for the avcrage
Sub-Saharan economy is cunently at half of this figure.

3. Development Aid in the 1990s

while a symptom of the cconomic oisis Ethiopia hæ been undergoing
over the past hro decades, the current magnitudes and rates of growttr
of its foreign exchange gap and externar debt burden suggest that the
crisis would have been of more severc social ana poütical
consequencos than it has been without thc flow of extcrnal capital
primarily in the form of relief assisunce and medium and long-term
dcvelopment aid frrom.united Naüons Agencics, the lvorld Bank !oup,
other multilateral and bilateral sources the more important or'wnicn
have_been Fas^t_EuropeT^!9ulq9s, Irâly, the Uniæd States, Germany
and sweden. since the 198485 famine intcrnational NGos have also

§come increasingly important §ource§ not only of relief æsistance but
also the financing of rural development prcgrammes.

Between 1980 and 1985, annual disbursement of medium and long-
term development loans from multilaæral and bilateral official soruces
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averaged US$ 241 million of which those from the rüorld Bank group

were 1l per cent, thosc from other multilaærals (i.e. the ADP, EEC
special action, account, Inærnational Fund for Agricultural
Development at thc IMF), 13 per cent, OECD bilateral 20 per cent,
Eastern Europe bilaæral 16 per cent and other bilateral 16 per cent. by
1988 the counüy's medium and long-term outstanding and disbursed
debt on account of official multilateral creditors stood at US$ 2,317
million in addition to publicly guarantecd US$ 400 million to privaæ

sneditors and US$ 104 to ttrc IMF. Official grant developmcnt
assisunce over the entire decade averaged US$ 196 million annually

of which UN agencies and thc European oconomic Community
accounted for as high as 80 per cent the rest being from bilateral
§ources.

Figures for the porid 1980 to 1985 suggest a pattcrn of public
invesEnent whereby about a third of development assistance for ttre

decadc went to projects in uansport and communication, and about l0
per csnt to those in each of mining and elecricity and waær supply.

lYhile the 80s rcprÊsented a period of relatively fast growtlt in foreign

aid, it is nevertheless the case that Ethiopia received far less than the

rcst of Africa did and at far worse tonns. In 1980 official development

assistance to Ethiopia was US$ 6 per capita as comparcd to US$ 25 per

capita for the rcst of Sub-Saharan Africa. The figurc for Ethiopia grew

to US$ 14 in 1987 against US$ 32 for Sub-Saharan Africa as a whole,

US$ 102 for Somalia, US$ 39 for both Sudan and Kenya, US$ 37 for
Tanzania" US$ 10 for Uganda and US$ 230 for Djibouti. lVhile the

relaüve share of grants to total ofÉcial development aid was the same

for Ethiopia as it was for the rcst of the Sub-continent, Ethiopia's tefln§

of external borrowing involved higher interest rates, far shorter

manuity of loan and shorter grace periods. The average annual interest

rates on external public borrowing for Ethiopia was 3.5 in 1980 and

rosc to 4.4 n 1987. The concsponding 1987 figures were 2.1 for the

low incomc group of Sub-Saharan African economies and, within the

Horn and East Africa, 1.1 for Somalia, 1.7 for the Sudan, 1.5 for
Djibouti, 1.4 for Kenya, 2.5 fot Uganda and 1.2 for Tanzania" The

average manrity perid for loans stood at 24 yeas for Ethiopia in
1987 as against 34 years for the low income group of economies in the

Sub-continent and 29 :o37 years in üre Horn and East Africa. Ethiopia
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also enjoyed an average grace period of 6 years on iB loans as opposed

to an average of 8 years fm low income Sub-Saharan Africa.

According to the rcsults of a rtcent World Bank study, Ethiopia and

the rest of Sub-Saharan Africa must achieve an annual Epowth raæ of
4 to 5 per cent in GDP over the coming decade in order to transform

the current crisis of increasing food insecurity, rising unemployment an

deteriorating living sundards into a sustainable growth path. (World

Bank, 1989). A separate study of the Ethiopian cconomy argues that

this can indeed be achieved proüded major policy reforms are madc

well before the mid-9Os and extemal dcvelopment averages US$ 994
million in ttre first half of the decade. (lVorld Bank 1990). This
amounts to a three fold incrrcæc in the average flow of dcvelopment
aid from what it was in the 1980s in nominal terms. Ethiopia's sharc

in the flow of dcvelopment æsisancc o the Sub-Continent has thus

been small not only in comparison to what other counuies rcceived but
also relative to the absolute needs of the country.

4. Influences on the flow of aid in the 1980s

Why did Ethiopia fail to attract inærnational development assistance as

much as the rest of Africa, and in volumes that the more desperate

sate of its economy demanded? The answer to this question is of
obvious rclevance to the prospects of the flow of aid from the coming
years and the measurcs that need to be aken by the new policy makers

to maintain that flow.

One possible influence on Ethiopia's share in the flow of aid to Africa
is the history and naturc of is international political relations with
donor countries which has a direct bearing on the bilateral componcnt
of the total flow of official developmcnt assistance to the country. Over
the 80s, ttre relative sharc of bilateral aid in total official development
assistance averaged two thirds for Sub-Saharan Africa as a whole and
ranged from nuo-thirds to four-fifths for countries in the Horn and in
East Africa. The corresponding figurc for Ethiopia, in contrast, has
always been less than half with a much smaller volume of total aid" A
possible explanation of this is that the rest of Africa has had betær
political relations with sources of bilaæral assistance the most
important of which have been North America, Western Europe and the
Middle East. Unlike Ethiopia, most African countries have the
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advantage of special relations with ürc Unitod Kingdom and France æ
former c«rluiiial powers. The rclation between Ethiopia and ttre Mddle
Easæm donor countries has also been onc of supprcssed hostilities ovcr
the decade while this has not becn the case wiü oürer African
countries. Lastly Mengistu's regime was an enthusiastic combattant on
the side of Moscow in the cold war, which, while of littlc significance
to thc inærnational balance of forces was, nevertheless, sufficient to
close off Ethiopia's access to Western development aid for which aid
from Eætern Europe was too small o be a substitute.

Another influence on Ethiopia's share of international development aid

to Africa over the læt decade has been the economic policy of the old
regime. For most of ttre decadc, the poücy nas one of pcrsistent drive
towards the urbanization of villagc production, the nationalization of
all nral trade, agricultural marketing, ftnance, large scale urban

industry and real estate development and foreign rade.

By the mid-eighties, ttrc policy resulted in an over-exrcnded public

sector not only of civil adminisuation but also the central management

of urban economic activity and the flow of r€souses betrveen towns

and the counssidc. It also converted the nrdiments of urban

cntnepreneurship of the seventies into a growing rentier community of
civil servanu and dealers that lived on speculation on the flow of
merchandise between official markets and fipe markets that inevitably

developed parallel to them. This institutional framework was reinforced

by a set of pricing and credit policies that were a disincentive to rural

growth and indusrial expansion by siphoning off resources ftom
peasant agriculture to urban consumption and from indusuial

production to commodity speculation. Thc evident correlation benrreen

the policy and the uend of decline in rural and urban standards of
living on the one hand, and rising unemployment, price instabiüty and

sustained balance of payment difficulties on thc other, was bound to

put off not only the World Bank and the IMF but also bilateral donors

whose attitudes towards recipients are always decisively influenced by

the formcr.

In a document that set the tone for donor poücies towards Sub-Saharan

Africa a decadc ago (World Bank, l98l) the World Bank

acknowledged the confibution of adverse mends in international terms

of rade and population pressurc on national resource§, and social
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infrasructure to the economic crisis in the Sub-Continent. But it also

stressed that government policies were equally to blamc. The policies
which generally stifled private enterprise werc a disincentive to small
farmers as the main supplies of food and agricultural exportables,

encouraged inefficiency in public enterprises through mismanagement

and excessive protection from both domestic and intcrnational
competitors, and discouraged domestic savings and production for
exports through generally negative rcal intercst ratcs and overvalued

domestic currencics. Development assistance should be conditional
upon and in support of structural adjustment prcgrammcs inclusive of
the überalization of trade and exchange rate policics, the

oncouragement of private entcrpdse, changes in spcnding taxation,
pricing and credit policies towards imprcving the incentive structure of
the economy, reduction in public budget deficits and tighter control
over monotary aggrcgatcs. The more comprchensivc and radical a

country's adjusrnent prcgrammes, the grcater the level of aid it should
deserve.

By the end of the decadc, 19 counrics in the Sub-Continent had
undertaken structural adjusunentprogrammes of this kind thercby being
eligible for more aid thrcugh one of thc qpecial financial support
programmes of thc World Bank and thc IMF and atracting greatcr
bilateral aid (World Bank, 1989). Ethiopia was classified by the lVorld
Bank among the non-reforming u weakly reforming group of 12

countries in the Sub-continent and therefore had little access to
adjustment lending, was less attractive to bilaæral donors on that
account, and would have rcceivcd less aid than it did wcre it not for
thc impact of the 198+85 famine on the attitudcs of governments and
the public.

Towards thc end of the decadc, East European aid to Mengistu's
regime suddenly diminished which left it with no alternaüve to the
liberalization of is economic policics as a means of securing greater
access to World Bank, IMF and lVesærn bilateral aid. By carly 1990
thc government appeared to be ready to reverse the policy fend of thc
preceding 15 years and soücit western aid undcr any terms. Howevor,
the legislaüve process of the rcquircd policy rcform was overtaken by
the breakdown of the policy making process and the eventual fall of
the government.
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A thfud influence on the flow of offrcial development assistance was

the civil war iself which forced donor governments and multilaæral

sources to believe that offrcial dcvelopment aid to Etttiopia amounted

to indirect financing of the Govemment's war effort to the exænt that

such aid substituted domestic resourccs that were diverted from

devclopment projccts to thc miütary.

Lastly we should note that the magnitude of aid to a country depends

on the efEciency of its own institutions in the mobiüzation of foreign

financing. Other things being equal, the total volume of assistance

should be higher the greater is the scope and numbcr of bankable

dcvelopment prcgrammes or projccts that the country's policy making

and planning apparatus is able to formulaæ and present o poæntial

donors.

By thc mid-80s govemment planners had accepted, at least on paper,

disaster preparedness and prevention, food self-sufficiency, national

rrsouce conservation, export promotion, and human rpsource

development as priority objcctives of dcvelopmont endeavours for

which exærnal financing would bc sought. While this largely ageed

with dono prioritics of the 1980s, the planners had yet to translate

these into a concretc public invesünent programme.

5. Prosoects for the l90s

There is no reason to suppose that the determinants of the volume of
foreign development assisunce f,rill be any different in the 90s from

those in the 80S. \Uhether or not Ethiopia will be able to attract the aid

required for it to come out of thc curent economic crisis before the

year 2000 will continuc to dcpend on its political relations with donor

gorernments, the compatibiüty of its economic poücy with donor

preferences, the degfee of its poliücal stability and the country'§

capacity in the preparation of development projects and programmes.

The snd of the civil war should enhance the proqpecs of morc bilateral

aid to the exænt it is ükely that thc new govenrment will have better

rclations with the lYest and Middle Eærcrn countries and multilateral

sources see less risk of indirectly financing civil strife. Prospects

should be even better if the interim government implements an
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economic reform programme that is consistent with donor policies.
However, whether or not this is likely to be the actual case cannot be
told at this sage. It is also uncertain that the interim government will
be determined to ensure the minimum continuity in the planning and
policy making præess that is rc4uircd for the timely ranslation of
development priorities into specific public investrnent programmes.

It is thus possible that the 1990s could see thc flow of less aid to
Ethiopia than the 1980s dcspite a betær atmosphere of inrcrnational
relations. It is equally possible, though, that the interim govemment
recognizes the crucial need for speedy policy reforms toward economic
liberalization and mainaining continuity in the process of dcvelopment
planning during the transition period, in which cæe the country's
prospects of attracting development assistance should be much betær
than they have ever been.
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