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·PREFACE. 

1. The p_re sent. study is part of UNC1.r.A:p 1 s eff art. to. improve thE? under$t and;i.ng of 
the pro·cess by .. whfoh ··6echnology is transfe!red from the· to ·the developing 

.. countries arid is ·one of a series of -related ca.se studies o:p .. the. expe·rience of 
i:ndi vidua.1 developing countries .y 
2 · ·The st:udy of Ethiopia:' s e:xperience ir.!. the field·, of' traiisfe_r, ?:f technology ·ha.s 
been undertaken in accordance with a. detailed work. progra.rnme. ado.pted illlanimously 
by the Group on. the Transfer of. a.t. -.its' orgnniza.tionaJ_ 
(first)" ses$ion.g/ .. Pa.ra.gra.ph 11 . of _.Conference resolution 39 . recommends tha.t, 
in" re.cognition of the'. special position ·of the lea.st. developeQ,. among the developing 
countries, special ·cons:La.era.tion should be gi yen to terms_, . conditions ancl costs 
of transfer of techrio1ogy to such countries. In· the. light of. t:P..? Conference 

this study analyses the terms arid condi t.ions which contractual 
transfers of technology to Ethiopia. ha.ve talrnn place. · ·The. stua.y seek$ to 
·lessons from the ·analysis with respect to. 'the· spec,ial problems. ene,c:i,.1p.te;i?ed by. the 
lea.st develo:pea_ coimt'r±Ei°s"in the transfer :i;frocess. F1.].rthermore, the, study ma.y ·be 
of value to the developing countries a. '"hole sine,El all fa.ce · complex 
problems a.rising from the purchase or lease of techniques. . . . . . . . . 

3. Detailed arrangements, including ti1e · preparat.l°oiJ:. and distribu:tion of a 
questionnaire on the transfer .of technology to ma.jar ·nianufa.cturing firms and,,the 
cirganiza.tion of interview, for study were ma.de lJy the authorities· ... 
and. the. secreta.ria.t. ···Research· wa.s conduC?.ted ·py ·the UNCTAD secretariat· both. in· 
Ethiopia:iand at Geneva.;· and the. pr.es,ent docurnen,t 9-escribes the· result of tha.t. 
research.. I;n carrying out the study the 1JN:CT4.D se'creta.ri.a.t .has received .. valuable 
co-opera.tion from the. Ninis.try of ·Indus.try and Tourismj a.s well a.s from 
the Ministr;y of Planning and the National Bank of 

·,. __ ...:. _________ _ 

1/ The other three country stuclfes undertaken by IDTCTAD a.re ,those 'of Spain· 
(TD/:SlAC.11/17); Hungary (TD/B/J\C,11/18); and Chile (TD/B/AC.-11/20). · 

. Y See report of the Intergovernmental Group on the Transfer of Technolo·gy 
on itf? organiza:tional (first) sessionj Official Records of t:Q.e Trade. and · 
Development session, a.genda. item ?(e), document TD/B/365;i 
annex Ij appendix• · · 
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SUHM.ARY Mm . _. ... . . 

4.. · -exa:niines '-.-the;. .. of .in .. ·tl:ie'.; _: 
mod.em ;:rii.anuf?,ct:uri.ng .in ·ati,9-.. .that".. t;q.e, di.str;Lbut1:on .. 

.from ·the use· .. O:f:te:chnol6.gy: is' at the- co·:r:e of. capi ta1: aqcµ.illulati:on "within .. : · 
' ' - • .;.,• •• ., .. , 

5. · ,other studies "of 1 s d.evelo'pment or+e ·or' ani;i_the.r ot . 
th!'e,e. •• ". The fh·st ap_pro:a;ch emphasizes· E;_thio_pia' s. 9f,- d6llie's·t1·c ,(;:ctpi.t?:l · 

. thE:l appa:il.ent ne:ed for.:ra:rge 'Capital. i.D_fltYws·;. the·· seco:ri'd einphasiz:es· ·., 
the !e':gµ{rem_ents·.for production·: in 'Ethi6j?ia,' i . •. :iiJ-X:ra!3b:il·ctu:r:·e·,:. .·_:· _ 
labour, . mo-re·-··recently, know-ho iv;_ al}d the , t:Q:ird e.1*Ph?.si s" 
imperfectiOns _i:n: the· :system· ·of exchange,, both· i11., qpnrestic. ai.td .. internatitmaI. .· : .-: · ... ·,. 

;tacJ(· .of_.sk;i)lea: personnel.-, m?-):'ket· . .,· .... ., .. '> ... 
in .. · ". . .. : : · · · ;. - · .- · .. · .. -..' · : '-: .' .. · : > ..... ;- .. ;_ · 

': '.I: ... · • .- )' =-.'.t'." 
1

,' .. ,'" ',",_' ' ,,', ,' r • • 1 \ '' , ' , :\:i "'"•'' '"',' . : I.• •• • • 

6. The, study of ".tb,e. transf.er of t'echnoJogy' .. t'O SGme'. each .o·f 
The impo:bt· of protluct,ion ·tecbnique·s .Hi··9:J.o.f?e:)_-y-related to.' the quest10:µ.9f-. ca:pital-... :, -... · 
forma.tio:ri. Not · .. only must· th;i.s import. b<:l '-fingnbe.d. the· a-ifa,ilabili ty 6·{·.p_api·bal ... 
for· 'fu'hire, investment will depend on wheth.er or no1; Ethiop;i..,a., can: enS1.µ'e that ·the. .. 
profit resulting fr9m th\3: appliQatiorr of new .teclmiques·· is re_;.:Lnvested: locEi.lly .• · i'.As ·. 
in the·case of the "material reguiremen:ts 11 ,·· the analy.sis in this.study. 
impr6vetnents··in laboui- proQ.uctivity €iss!=m·ce .. of .. the. <;levelopm,erit .prooe,ss ).n _,._, .. ·. 
Ethiopia. .The 'lab'our .J,np-qt·, . with· more advanped. ,equipment · 
can produce m0re:finii.1 goods·. ·::Howeve·:r; .. 

i.t ·is _.tqta:11y· depende_nt· on. the· c9-qntries. f"9r · egµip:qient ·:::" .:· .':. 
techniques." .of Euialysi's adopt.ea· in.this· stuaj- alsd draws ·on:the :tihird. ·'.i·: .... 
consideration . ..;_'namely .'fuarket' stfuctures./.,. :tn this the•: \' I ' 

:reley.·zjt· ifiarkets ·;;:tre-.those. of· srippif o-f 'foreign t:echnology _and. the· ·. 
of .the gains· a:r:isi1g 'from the' use .?f .the: . ' . . . '.: ;, .. : .. : .. · .. 

7 Chapter "I cons'iders the· ·6.f to' Etb,i;pia, .: '. 
the ba:ckground of .the. c_oUD,tJ'.:y·is histo.r;i. '..After.·a ·19ng .::"· · 
insulation fro in the · 1,vor ld econ,omy- ,. in ·po st-19.45. · ptpriod has_, l_inl(ed:1 . .._. 
increasingly.' to the ·mark.et system. . The present situa.tion .r.eflect·s'.'. ...... 

whic:h !lave o'C;.'?l1-r:i;-ed. the .. fi;i:'teen year.i:J,-. amo.µg ·-.. · _. _ 
changes- in ·infrastructure, modern conunodrty patt(3.rn .'C?:f· .::i:.mport.s.• ··-. -.: . 
This transformation has been accompanied by the import of foreign technology both · 
the form .of machine:cy, intermed:i,.ci.te goods ?-Ud equipment ( "embo(}ied tech:qology!'.\.-and .· 
in •th€'. ·.fo"r.rp. of' inanag:e.ri-al and tE?9b,nical s.er";ic6,,s' .c tecb,n9logy.1!). ',' I: : ". 

Ethiopia· remains a co-qnt:ry whose. repo:r:ted: a.,.n;nual , . 
.. :per: 9api ta· income at· ·the" end of 'the· 19.60s. 'was -almost the l'owest. in .the· worl¢h · .·. 

' ' I • • ', ' ' ' • ' • ' ' ' . ', ..... 
' , 1 : • ' •• .. ' •• .' • ' • 

8. Chapter. II--des.cri·bes and arra:lyses Ethiopia.1.s. ins ti tutional':infrastiuc'ture ·and . , ·, 
shows that this eiement in .the ·nature· a:na: .-
extent. of .the· ·of technology modern manufactu;ring. -. The, :'. . ·. ·. -. . 
instituti:oi;,:u;i. and legi sla haye ·placed ·a 'minimum of. curbs <?U and·· · 
foreign:.tecbllo;J.:ogy .. .8:n.d: ::f,ac.t., .. provided: many: :;._:·:-.; 
tax hol:bdayt:i, foreign ·e?Cchan'ge guara:nte·es .. and., ... : T.he · " 
framework is further characterized_. )J;r the ab;?ence of comprehensive c;rria,. ·e:ffecti:ve · .. 
procedures· for the negotiation and of contracts, control of ·.· . 
a...D.d urider···invoiclng as ·.,:iell. as' relati;lp.'_ 'transfer· :prac.ti.c.es., ··the 'mqnopoli·zatfon :.- : 
of key-managerial:':..and ·t;echnicai · ·by ._ ... grant.- : : . .-

. to .. fo'reig:t;i.ers· :P;rqt.e9t;l..on ·of · .. · · . :· . . · · · · ·. , ..... : 
' ... ' , . ' ' .. 

I ', 

/ 
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9. A considerable proportion of imports to Ethiopia has associated 
with foJ;>eign Chapter I,II 'pointE? to the difficul of assessing the -
real as ·opposed to· the nominal contributions· that such investments mc;i,y mals:e. to the 
material . Howey-er, the mail:). e_mphasis of the chapter',is on the. ·degree; .of 
foreign control of i.ndi'Viduai manufacturini? firms, an.d ai1 aggregate. ievel) .the 
extent of foreign penetration irifo manufacturin,g ,.:i..ndust'ries. ' In the sector. as a, whole 
fore:lgn reqµi ty holding was the most importam.t single element .and ·accounte<{ fol:'. 
43 per dent of paid-up-capi.ta;J_ iri 1969/70_; ih the same y'eq,r 23 pf 34 industries, 
of which were among the more dynamic and technology in.tensive, were .donti.nated- by 
foreign f:irms. The goes on to describe -some of 51 ma.dPr : ,_. 
firms whicb, accounte'd for over 76. per cent of valui;;i adde;d in the sector i as l1l?X'-Y \. 
as 38 ·of these majoJ;> firms were effectively for.eigil owne.d and/or managed. The ch.apter 
stresses the div_ersity .·of the count'ries of origin· of fo;reigp. _'technology; ·but p,o;:i..nts 
out that four sourcei;:, Netfierlands, . Japanese; Indian ai.1.d It·al:tan, toget:he:r 
accounted ·for 84 per cent of the value added by th.e _sample firms. ·Furthermore, the 
firms from the industrialized countries (excluding.Ita1y and have tended to· 
conc.entrate in primary--processing rat.her than import-substi_tuting activi tie.s_, :viqereas 
those from India, Israel, Italy and Japan have operated mainly in import-substituting 
industries, e·specially textiles. 

10. Chapter IV·analyses the terms and conditions governlng contractual arrangements. 
entered into in the period. studied. Of the 51-ma;Jor firms., 28 had contracts. 
Management coritr.icts predominated and; unlike ,the. si_tuation in o'ther ·developing 
countries, iicence contracts were reiatively insignificant in Ethiopia. Three main 
features.characterized the .management contracts; first, the foreign equity 

50 per cent or less, management contracts were nJ.Ore· common than when _ 
the foreign holding .constituted tJ?.e majority;_ second·, most of the management eon tracts 
gave ·the foreign contractor extensive contJ;'Ol over the o_perations; third, such 
contracts often tie<l the purchase .of intermedi,ate imports to the contractor · 

for the management or to suppliers nominated by him. Licence contracts 
in Ethiopia· exhibited most of the restric_tive 'terms aifd conditions already fam:i,1iar 
from other ·f3tudies ,of the transfer .o.f techr+ology pr.ocess. The th;ird of· 
technology was the direct supply of machinery and eq:u,ipment; .it was found 
virtually all ·firms· buy±ng such machin,ery made losses consistently; whi,ch may be 
attributable to· the· fact that the machinery suppl.:Led .was. -often overpriced, .soJ;d in. 
excessiv.e · ties -or i_nappropriate •. ' 

11. .Chapter V looks at the relatio:qship between concentration j,n the ma,rkets for 
the final goods and arrangements concluded between technology suppliers and the 
Ethiopian Government. The chapter suggests that monopoly control o.f the marke-ts for 
the final goods is as as, though closely linked to, equity control and the 
other forms of control exercised through specific clauses occurring in transfer .of · 
technology contracts-. Firms starting O·peratiOJ:'!-S in Ethiopia have often been able, 
.ei t:her through explicit negotiations with the Government or by taki:Q.g advantage· of: 
the available incentives;. to obtain and· maintain control of the market for the final 
goods,. The principal ways in which this control ·has been ensured have been tariff 
protection and-franchise agreements exclusive production rights. 

'12. The 6onc1uding chapter ·describes the. main relevant to' an 'a-ssess:inent of · 
the foreign exchange cost to Ethiopia of the transfer of technology. The analysis 
begins fr0m.declared rates.of return on· foreign investment manufacturing in.· 
Ethiopia and shows how these rates systematically understate the true siz.e of' returns., 
because of both.overvaiuation of the capital and equipment initially supplied by 
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.foreigners and unde;rvaluat.i6n of returns. 'overpricing .. of, intermediate 
and/or 1::inde;r'pricing' of intra-fi.:rm exports ... An attempt 'is made to .:Provide"some· · :· · · 
tE;?ntative. E:!·stimates, oh al');erna.ti:Ve assumptions; of the. foreign n · .. 
is estimated t4at', on.'tl).e.assU.Inption of overpriping of 50·.per by the':. 
manufaciiuriri.g 'se.ctor 6'f 'ca pi 'tal' goods ,anP. interin€ldia te •goods' th5:-s 'co s.t c.ariie to 
E$ 10$: rruiiion. in 1969 /1«9,70 This .total was e'<:au:i.:1i'a:f_'ent i;o app:toxima tely 2 .8, J>e.r: cent . · 1 

· of gros's .. domestic product (GDP)·, more than one-third of· export proceeds,. ·and s6mewb,at· 
more than· one-half cf' 'the adued i:·_ manufacturing. 

• . ·- 'J. . • . 

· ... 

.13. .On the .basis :of the analysis it appear that the "central policy . .'for 
Ethiopia are: (i) the extl3.ri;t and' form 'of. foreign concentration -vihi04:·is .... 
with s.· ability :its· 'ow economic develop1nent; (ii} .devel.opinerit t?f ,: ', 

•. ' . , ,. . ' , ' " . I ' . - . -· , . .:-, ,' its ow' ie·chtl,ological '·'capability based· .on domestic skills an'd ·eht:t;eprei:teurshi:P.? · · ... ._ . . 
and (iiiY of. ·a com:Prehensiye and v e ;tniti tutiona1 ·inf'ra;sitiucture: · · <:;:" 
for_ the of fo'r; d.ealing Fange"·.: . _.:· 
of matters ari'sing in':the of these'·contracts .• "'' : .''':. .. 

• • • • (: ' • ·: • • • •• :· :·; •• '." • • • 1 • • • •• 
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CHAPTER I 

FOREIGN TECHNOLOGY AND THE DEVELOPMENT OF TBE.ETHIOPI.AW ECO:HOMY 

A. Introduction:· .· " .. . : .. 
• f•. :,. . . 

J.,4. Ethiopia is recognized as one of· the· least developed- 'economies. in ":the world; 
In 1969 annual per capi ta·inoome was E$161 (US$65).. ··Only four countries reported 
_lower figures. l/ The·great majority of Ethiopia 1 s population lives in the· · 
countryside,- working for most part in subsistence agriculture and related home 
processing. Only about 2-per cent of the work force in 1969 was engaged in the moder!! 
agricultural and manufacturing sectors. Modern manufacturing accounted for no more 
than 5 per cent of the GDP. The underdevelopment of Ethiopia is reflected also in 
various social indicators, e.g. literacy rate has been estimated at 5 per cent of 
the i;otal population, _primary and secondary :school enrolment:at 8 per cent of the 

school age population, 8Xld the average life expectancy· at birth is 
39 years. y All these figures are among the lowest in the world. ; ·:· 

·:· 

.. ,.•, 
' .. 

15. Until the 1939-45 war, Ethiopia remained largely insulated from the·influences of 
the world Italy.had colonis.ed Eritrea in ·1896 and during the next forty-five.:·. 
years built up a network of trade and soke small-scale production in the area. Yet - ' 
Eritrea is oply a small part·of Ethiopia and.remained isolated physically, politically· 
and economically from the rest of the Ethiopian Empire. Such relations as 
with the world markets took the form of a ·division of labour according to Ethiopia 
exported a few primary products (almost entirely coffee and animal skins) and imported 
some manufactures. Nevertheless, capital accumulation and participation in the 
international division of labour remained insignificant. As officiai document 
put it, "the economic structure of the country extended little beyond the requirements 
of a,dm:i.ni13tration and defence and: the financial support of these essential functiop.'s. 112/ 
16 While.' Ethiopi:; s .fopbgraphical .·an· 

0

impqrtant part the ·, 
historical· ·iso1ati.on f:t:om the world market, the scarcity. of ·:raw ·materials,. the 
country's inaccessibility by land, the immobility of labour for both geographical and. 
social re'a:sons, and the insignificance of the country either s·trategically or in 
maritime trade, were also factors explaining why colonial Powers did not expand their 
interests in Ethiopia. ·Although during the Italian occupation of Ethiopia (1936-41) 
there was some military expenditure·ai1d infrastructural investments, the insulation 
of Ethl:o:pia did not change. significantly '\,mtil the 1940s. ,4/, The principal. reqison 
for this ·.change was that,· owing to variq:Us mainly non-economic considerations., the 
United States :began. to take an interest in Ethiopia. · : :. 

l/ Tb,e in question are Burundi (US$54),·Malawi (US$62), 
Somalia (US$64) and Upper Volta See UNCTAD, Handbook of International Trade· 
and Develo ment Statistics 19 2, New York, 1972, (United Nations publication, 
Sales E F. 72.II,D.3 Tq,ble 6.i.· 

y Ibid., Table 6 .• 8. 
2/ Ministry of and Industry, Economj.c Progress of 1955, 

page 15. 
A/ In the three decades since. the end of. occupation, Italian expatriates have 

been an important class ih Ethiopia. 
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:].. 7. There has been a diJ;'ect . and- continuing . e·oortomi c effect re . .s:ul ti11g· from this change. 
·The. consequences were the following.. In the first place, between 1946 and 1972 the 
·total value of'·the ·inflow" qf mill tarj-· and''.non-¢li tary. resources. froni. ·_the· Unitecl States: 
and. ·from· interna ti_onal · organ:iza tions ·(mi.d .. nly" tb.i3 :Worl'd· Bank Group) was. approximately .. '· 
E$1.'8-_ biili.on: (US$715· million,)-.: .::' Qf .. this: i:;oi;al-; .. Unit!:ld States· mi,1i tary .. uride;r.. ·: _: 
the U.p.iied States.,.Eth:i,opia m:i,1-i t:ar<tJ agreement oY '195.3, · 0acb.oUn.te4 .fb.:J:' E$468- mill-ion · 
(US$187 ·. fi'gure was equal. to ·nea:rly-- half o-f q.li -military aid· . · · : ....... 
authorized by,·the· .1Jni tea.. S:tatElS to una .. erdeve_l9:ped countries. in .A;f.'rica. in that. . ,. 
Obligations and: loan ·:authoriiations by the United G9ve;rmment totalled E$ . .75.4 . . . :. 
E$754 million (US$298 .j- li:4llion) ana.· loans by· interD;a:,tional · qrgap.izations (mainly ::the ·: .. :.'. 
World Bank Group)··E$573 m;i.llion· million)·. 1/,. '.· · ' ·, ·, .· ·· . : . ··: " . · ·."·, ... · 
is· ... The foreign -from governments · ·.': .. · 
up to 36 June l970 ·were used for. the following· :purposes: · iP.:f.raE?triicture 58. 5 pe:r:· ce:q.t:;. 
transportation 13.4 per .cent;· and minµig io;7· Pt?f qep.t; . .. . · · 
financiBJ.. insti tu'j;ions ·.9 .9 per· cent,. .agriohl tfu>e 3.8 per cent.; ·and.·niiscellaneous 
purp.os'es 2. T per cent. y ··It would. seem., \;hei..,efore, · that ·the great· majori \;y· of'. 

. \. 

these loans have· been 'used to' 'develop the conditions .for' commodity production rather. . 
.than>'.to stimulate such.production directly. j_/ ·.The infrastructme for·comrnpa.:.tty·:. :·. · 
productibn· has not been :the only. seqtOr· for i;nvestment: in Ethiopia, nor f'.oreign:·'': · 

. loans been the only source of capital. But in both oases these, el.ement.!3 ·would . .,_ . 
-to have· bee:ri. ones in. deterr4ning the pace ·and direction of· growth :. . 
in Ethiopia. !:J :· ·, · . . · · .... ,_. . . . ... ;, . . '. • • 1- •• , .. ·,, . 

. •:' :· . .. ·., . 
•,_. .., ' ', 

' ' . ! '. . . •• / . . .. "' ; . ( ' . ' ; . ' . •. : • . ' . • . .. - ' . "' : : " : . , .. " : . . " .· 

· J/ Uni tea.· States 'Bgen·cy ·for International. Development· (US.A:IJ) ),,. US Ove;rseas ·Loans : . 
and Grants and . .Assi·stance from I.nter:hational Organizati6ris 1964-72, :r.'.fay .1973; .page ·.9.3. : · 
. .· · y .See, .. ;6rrice [of . ·1;:)7d, · · .· ,; · 
'l1able J. 7; :137 . . .. . · ·. · · · . · · · ·. . ·. , · . · . .. .. . . · 

. 3_/ · · by .the :Fi';st. 
Plan· \1957-61), for. 47 per cent of the investment was devoted ·to transport,. .· · . · . 
co:rnm:tm;ioations, Ellectrici ty and social services. · . . . . . . · 

. ii si:x; .. .ca.pi tai the. proqel!(S :.of: :in-· .. 
Ethiopia:· ('i). the central 'Government·; {i:i,.) publi.c firiancial,.institution$·,·.notably· :··.· .. 
the. Development .Bank o:f Eth.i:opia and the· Ethiopian. Investment .CQrporati,ci:h ;:· (i·ii) ·.in/blic,_. . 
corporations; (iv) commercial bank credit; (v) foreign dire·ot .. investment; .:Le.·-reported···"." 
long-term private :dapi tal inflows. plus ·.the reportecl value of -reinvested. earnings by . 
major .foreign enterpri.ses· (the latter as so defined· by the ,Nati·ona:l ·:Bank. of Ethiopia); and (vi)· reported ·.r:einvested earnings and reported allo-ymnces £:qr·. <,lepreciatio:q b'y" 
firms in the private· st?ctor not. inclu,ded in {\r) above • .'The's}).are ·of .... 
in net mo:r.iet(#.ry· i.n ·the s.eoond ··:PlWi :period. (1963-:--67) .was e.xpected. tq .. be'· · 

· 45 _pe;r :cen-t /(.set?· Ethiopiaq. · Q-6ve:rllment;· Second.· Five· Year· Development-· 'Pi$1i·, .: .. 
. 1963-1967, Addis Abaha· ·1962, p 99). :. · This underes tima.te$ ... : .: .. :;: , · ;'.. · .. 
. foreign contributic:m becaus·e par.t of the foreign public funds was·.usea. to finance·'. . -
·current by the Ethio·pian 
for. the capi i;;al account... . . . .. · ··.: · .. _ . ·. ·. · .' ·. . "' - ':' ... ' 

\' - . 
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19. The present situation, although indicating that Ethiopia is a least developed 
country, nevertheless reflects many significant Ghanges. which have occurred in the 
last fiftee.n years. Table 1 sets out figures' relating to eight aspect's of economic 
life in Ethiopia in the years 1954 and 1969. The information given in that table 
shows that important changes have occurred with respect to three major areas of the 
Ethiopian economy. 

20, First, there have been substantial changes in domestic output and · 
These changes include: a 1.8 times increase in GDP; more than a doubling of gross 
fixed capital formation; a six-fold rise in value added in the modern manufactu:ring 
sector; a 2.3 times rise in employment in that sec.tor; and a rise of $ome 2.6 times 
in labour productivity in modem manUfactu:ring. 

21. Second, the infrastructure of the Ethiopian economy has altered in siguificant 
ways: there has been, for example, a tenfold increase in the use of electricity and 
petroleum, ·a·rise of sume 1.5 times in the mileage of all-weather roads, and a rise 
of about 50 per cent in the volume of freight carried by the railway system. Primary 
school enrolment rose some 2.3 times, and in secondary apd higher education 
scme 3 to 4 times. 

. ' 
22. 'Third, the changes in the structure of domestic output a:nd employment on the one 

in the infrastructure of the economy on the other, have been reflected in 
the nature of Ethiopia's transactions in the international economy. On current 
account, the growing significance of modern manufacturing and investments.in 
particular has generated marked changes in the composition of impoTts. For instance, 
although imports as a proportion of GDP hardly changed at all between 1954 and 1969, 

of intermediate and capital goods expressed as a propo.rtion of total imports 
increas.ed from 45 per cent to 63 per cent. On capital account, whereas in 1954 the 
inflows of foreign capital (public and private) and outflows for the service 
of the fo:reign debt payments vtere neglibigle, by 1969 these elements had become 
cignificant items in the balance of payments, e.g. public foreign debt payments as 
e. proport-ion of exports rose frQm about 5* per·cent in 1954 to about 18 cent in 
1969.. .. . . 

23. The .figures just mentioned are evidence of the beginning.of a major change in 
the structure of tLe Ethiopian economy and in tne relationship of that economy with 
·che world market. · The role of foreign technology iri this process of change is the 
subject of the present study. 

D. Growth of modern mf¥1ufacturing and import substitution 

24. The preceding sections have drawn.attention to the role of substantial 
infrastructural investment in Ethiopia in the period· following the 1939-45 war. 
This investment provided the necessary pre-condition, on the supply·side, for the 
g.rowth of commodity production in the modern sector (i.e.· mechanized ag-..cicul ture and 
modern manufacturing). 

25 •. The conditions for conunodity production in the modern. sector created by the 
infrastructure investment were complemented by associated changes on the demand side. 
The principal change was the expansion of urban demand, mainly for consumer goods. 
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Item 

· Table 1 
.. 

Selected indicators of the Ethiopian economy 

.. ·-· -- ·· : Uni·t . · . '1954 
'I i J , • • •' ; ' • • ' < • • 

Index 1969/70 !!:f 100) 
•': .. . ., . 'I. Population 

II. . Gross 
(at 9ul".\'ent factor cqst) 

ll)illion·,. ,21 114 
' ".: ·· .. i: •I 

' ... ... 

Per capita.' . . 
r · ·Total , 1· 

·:nr: · .. 
:Agriculture · .. 

,' (modetrn) 
· 'Handicrafts and · 

E$ ·. . . 
E$millior: 

'· 

II 

1,454 
35 

161 
· 3;·8·61' 

2,012 
212 

177 

... 
' 

159 
181 ' 
138 
906. 

'230 · . cottage industries 
... Construction · 

77 
·45 

519 
"214 476. 

·., .. 

. ;..:.··. 

" bthers ' . . . ., 
IV. Gross fixed capital formation 

(at current market prices) 
V·. Eshmate·a· by· 'sector 

'Tradi tionai. agr:i.. 
Mecha,nized agri. . . 
Manufacturing (modern) 
EBndicrafts and cottage ind. 
Construction .' 
Others 

Total· 
VI. · Output per employe'd person'-

Tradi tional agri. 
Mechanized ·agri •. 
Manufacturing (modern) 
Handicrafts and · 

ind. . . 

11 

No. 1000' 

·· .. 
It 

E$ 
II 

E$ ,. 

221 

28 
186 

63 
142 

414 

· 1;246 240 
500 220 

' , ' 

. 
33 Y. 

.. 
.559§/ 

7 ,41 . 

: " 

232 
· 180.' 
: 170 

'§90·. . .. .. 
317 . . . 

3,,262 (261' 

.528. ' - 12'8 

VII. RelaiiOns 
•; . 

;', 

. . . '•.' 
Exports 

Tunports: 
of which consupletr good.s· 

. Capi,tal goods. ;· ,.' .. 

E$milli.on 

11 

160 
:).00 
234. " 

128 \ 

48 
,•, 

. 59: 

305 191 
'181. 181 .. 

. 429 183 

.149 116, 
132 ' 275 : 
142: ··24.1 ' 

vII±. ·Jl'inancial. \ 

· Inflow. of 'lpng-term pu,blic" 
c"'pitai · · 

debt_payments 
(public)· · 

Inflow of long-term private 
·capital "· · 

" Net investment· income 
(outflow) · 

IX. Other indicators 
School enrolment 

I level 
II level 

, III level.. , . 
.. Higher '.education. 

All-weather roads 
:, Railway freight 
· Shipping., {turnover)· · · 

11, 

rt' 

11 

No. 1000 
II 

II ' 

11. 

km 
1000 tons 

· 1000 tons· 

5· 

9 

9 
lJJ. 

. \ 
. '55 

.5·6' 

24'il · 
'17 

382 
49 
35 

3· 
6·,898" · -

356 
-1', 733· .. 

1,833. 

·622· 

26T 

170" 

234 
·377 
438 
300 

'i52 
152 

., ' ·472 

Sources: . Figures fro!Jl Sec.ond Fi've Ye.ar Plan: oi Ethiopia:. l '63-67' 
Addis Ababa, May 1963, Central Statistical' Offic_e, St;;i,ti_stical' '.Ab_s.tracts· of 19 3, .. ; 
1969, 1979 and 1971; National 'Bank of Etb.i_opi_a,, Quarterly, ;Bulle:l;,in.,, No .• ,.3.2(91) ,_ 
March 1972, Stanford Research Institute "Industrial Investment climate in Ethiopia" 
Report No. 2, July 1968. For details of the s9urces for figures in Table see 
annex to this document. 

El_ 
v 
:Y 
"ii ·;; 

For items base 
Refers to /6.8. · 

.Refers to 197-1. 
Refers to 1962. 
Refers to 1959/60. 
Refers to 1961. 

year'!. are different". 

: ..... 

.f: 

.. '"'-"• ., 

.. - ! " 

/· 
.. 

" .... 

.. 

' 1 

" . 

" 
.. 

., 
'" .· ..... 

.. 

:1· •:. 

,\ 

'. 

,. 
·.:: 

' : .. • 

' 

,l 

•' 

: 

: ' 

" 

\ 
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The.rise .in labour productivity in mechanized agriculture, coupled with the creation 
of employment opportunities in modern manufac·turing, together encouraged a migration 
from the countryside to the tm.ms. Thus the total population living in 165 
municipalities grew from about 1.4 million in 1962 to 2.3 million in 1970. 1/ 
26. The movement from countryside to was not only a movement from agriculture 
to· industry.- it was· also a movement from a subsistence sector to a monetized one". 
These conditions provided the foundation for the growth of an money demand 
directed towards the purchase of consumer. goods, both agricultural and manufactured. 
The urban demand, therefore, acted as a stimulus to the supply of consumer goods 
and thereby to the process of import substitution. 

27. In addition to the factors described above, tariff protection influenced the 
pattern of import substitution and, to some degree, its extent. Significantly 
higher tariff protection, on the average, was granted to firms producip,g consumer 
go'ods than to those producing intermediate· cµid capital· goods. y 
28. Table 2 summarizes the changes from 1954 to 1970. in imports as a proportion of 
total domestic supply in individual industries in the consumer go.ods, intermediate 
goods an.d. capital goods sectors. Though the figures should be regarded as broad 
orders of magnitude only they do indicate that substantial import substitution has 
occurred in the.consumer goods sector where imports fell from 73 per cent to 
30 per cent of totai ·domestic supply over the period; in the case'of intermediate 
goods the proportion fell from 72 per cent to 50 per.cent, while in the case of 
capital goods imports still acc9unted for 83 per cent of total supply in 1970.· 

E. Import substitution and the transfer of technology: 

29. Import substitution in modern manufacturing has depended on the application of 
technology new to Ethiopia. ·2J This technology both in its embodied form in 
intermediate and goods, and in its aisembodied form, has been imported from 
abroad. 

30. The dependence on foreign technology is most .evident in the irrr_flort of machinery 
and equipment for all sectors; the total imports of machinery' and transport equipment 
in the period 1966-1969 were equal to 91 per cent of total investment in machinery 
and equipment. :4/ 

1/ See Statistical.Abstract, Central Statistical Office, Addis Ababa, issues 
from 1963 to 1970.. · 

£:./ See _Chapter II, paras. 68-72. 
2./ Investment in infrastructure and the mechanization of agriculture have also 

utilized new technology. 
A/ Figure calculated from data given in Tables H-2 and I-1 of Central 

Statistical Office, Statistical Abstract 1270, Addis Ababa. 
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The pattern of import substitution in manufacturing in, Ethiopia 

Industry 

I.. · Consumer'-goods: 

,Meat. products 
Sugar and confectionery 

Drinks · 
.Alco'holic'Drinks 
Flour.,mi;tiing 

products n es.-
Tobacco 
Textiles §./ . 
Leather footwear . 

:'.l':r.:ip.ting ancf'publiEJhing · .. ». 
Dairy Products 
Paints, varnishes, 

.products etc. 
Pharmaceuti:cais 
Wood and .. fu:i;-ni,tm;e 
Other.a 
Total above 

,. II. Intermediate goods 

plastics, .soap 

tanning and, finishing 
Sa"W' mill and woodwork 
Petrol.eum p:roducts' 

; ·G;Lass products 
·Basic industrial, chemical's,-: 

. :('ertiii11ers, synthetic. resins 
and plastics · 

·-ot!)ers · 

Total above 

III.Capitai goods 

CemeD;'t·and lj.me 

Other non-metallic minerals 
Iron, and steel products. 

... Me'tal pr;duciis ·. . 
.. · T;irres, tubes 'and rubber· products 

-machinery· · 
·Transport .. equipment · 
Other a 

TQtal domestic 
supply §} 

Imports including 

i954w 

, • 0 •' 

8.2 
1.1:. 

,4.1 
5;4 

2.5 
64.1 
. 3.4 
J,.7. ·. 

•,' 2·.5. ..... 
' ---

\93.o) ·. 

2.4 
·14:6 

1.3 
. O.?, 

t'axes on imports 

1970 1954Y 

Ethiopian $ million 

8,5 ' ..... 
·54.1 · ·. 
12.8' . 0.2 

. 60.4y 1.2 
42.7 
11.5 
22.3 o.6 

203. 7 54.0 
10.5 1.9 
12 .• 4· o .• 6 
12.4 

29·.5 
: 24: 7 . ·2.5 
. 5 3 ' .... ;., 

2:3U ... 
513.0 '. (6.8.1) 

l0.9 
·. 13.0 0.9 

38.4 14.6 
.7 .2. 

.. 
.30.4d 
81.5 2.5 

181.4 (18.0)° . 

· 15'.o. 
3.3 . 
'5-.2' 

61.0 
... _. 

-22;9 

ll0.8 
_.70.9 

.. 8. 7 ... 

1970 

i.·5·. 
?·9 
1.2-. 

ll.6 
9.0. 
2.2 
4.1 

66.8 
1.5 
'3_.l 

6.5 

.18;8 
. 21".1 

2.4. 

155.1 

1.9 
1.5 

17.8 

28.7 
37.4 

90.3 

. 0.2 ·. 
0.6 
1.4 

. 32,.6 

I 30;0 
19.5; 

ll0.5 .. 
170.9 

8.7 

Share of imports 
in domestic supply 

. 1970 

.. Per cent : .. 

'.17' 
86. .5 

. 18" 9 
29 , .. 19 

0 20 
' 75 

24 18 
. 84 32 

55 14 
3) 

52 

'63 
'' 10,0 '· . 87 .. 

••,• .. 44 
..!..!..!...-:. 1•; 100 

(73). 30 .,-.-

2.3 
37 ll 

·100 ;46 . .. 42 

94.' 
32 .,44 

(72) 5o 

23·. 1 
·, 0 18. 

26 ... 53 ... 94 
. 85: . 

' .99:. ···.• ., . 
ioo 
100 

: .. . ' 

.·. 

:,. 

'.:-.: 

· Total· above, (1.5) 329.6 '· (0.3) 274,4 ( ... ) '· .. 
83' 

·' I - III 'GRAIW. TOTAL (ll9 .• 2) 1,024.0 (86.4) 519.8Y (72) I 50 

:. ' " Fiisur'es for 1954 obta:ined· or estimated from Cei,1tral Statistical Office;· Statistical· 
Abstracts Addis Ababa; Economic Progress of Ethiopia and company records. 'Figures·for 1910 

·from Stephen Guisinger "Tariffs and Trade Policies .in the Ethiopian manufacturing!', August 1972 
(mimeograph), Ministry of Commerce, Industry and Tourism, Table 1, page 48. '. · · -· 

Total domestic supply is equal to gross value of prod:..i:ction plus imports including taxes 
minus exports'.·. · · · : . · · · ·: . · · 

Bf .1954 figu;res gross value. of and imports only •. Data do not cover Eritrea. 
£1. Figures ,do ll,;t include taxes on imports • 

.'y .Inchdes flour milling and •.. 

§./. Includes spinning, weaving and finishing of text:i.leE'.; · wearing and other 
text:iie goods. ·" ·. ... · 
Includes pottery, cJ;ina 2X1;d' earthenware. 

Includes,paper·and paper pr.od,ucts;. animal and oils and fai<iH made-i'i.p te;rlile' 
bags, cordage, rope' and twine; animal fo9d;' fibre for spinning;' wooden and' cane.. . 

·.containers;. miscellaneous petroleum and coal products;. and non-ferrous base.d.metal,.prodi;;cts. · 
!!/' fucludes structural'and fabricated metal products and cutlery; tools and liardware •. 

... y· this fi;;;e and 'the in-'Table J: is to· 
.the inclusion of. ·taxes on imports. in· the former: 

·" •.' '. 

', ,., ' 

.. 
'• 
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31. The imp9rts of, technology in· the form of lmow-how have mainly come u:p.der · the 
rubric of-. technical assiis.tance. ·J3etween 1964/1965 and 1968/1969 total tecbni.oal · 
assistance to Ethiopia amounted.to·E$421 million, 11 that is to say to 56 per cent 
of the value .of importea. capital goods over the same period. To this should be " ... 
added payments for foreign pers.onnel made in the agTicultural and indus.trial sectors, 
both as salaries. and management fees. These averaged E$20 million.:. per annum in · 
1970 and 1971. · 

F. Transfer of technology and economic transformation in Ethio:p:!:_a 

· 32. This chapter has attempted to describe the contemporary transfer of technology 
to Ethiopia.against the background of that country, 1 s ·economic history. After·a long 
period of insulation from the world economy, Ethiopia has been incorporated into the 
international market system by means of a process of capitalist transition within 
its own boundaries, and .an increasing in the international division of 
labour •. 

33. It is not merely tedmology but foreign technology which has led to improvements 
in productivity, both in the modern manufacturing and in the mechanized agricultural 
sector, and to a transf orma ti on of the Ethiopian economy. In other words·, foreign 
technology, whether embodied or disembodied, has been used in both infrastructure 
and in modern commodity production in order to raise the productivity of labour in 
Ethiopia. 

34. Yet the process-of economic transformation cannot be ascribed to mere technical 
factors. Changes in productivity take place within and react upon a system of 
socio-economic relations. The importance of the system of social relations is that 
it determines how increases in productivity are distributed between foreign'?:./ and 
Ethiopian j/ economic agents; the proportion of those increases which is invested 
in Ethiopia and the proportion which· is directly or indirectly transferred abroad; A/ 
and the ways in which, through factor prices and the terms and conditions of 
technology contracts, the factors of production, both Ethiopian and foreign, are 
comb:Lned. · 

11 Figure calcuiated from Table L.l.of ·central Statistical Office, Statistical 
1966·, Addis Ababa, and from Table L.l of' the Statistical .(kbstract 19]0 •. 

J} Foreign economic agents may-be regarded as including transnational firms 
and other types· of foreign technology suppliers operating in Ethiopia; expatriate 
groups resident in Ethiopia; and foreign governments and international financial 
agencies to the extent they give loans fo Ethiopia. 

2./ Ethiopian economic agents may be.regarded as including the Ethiopian 
Government; Ethiopian capitalJ.-sts and Ethiopian labour. 

!±/ See Quidelines for the study of'. the transfer of tecbnolo . to. develo in 
..£_ount:r..fes, United Nations publication, S'ales No. E.72.II.D.19 (TD B7AC.ll 9), 
pa:t·agraphs 125-147. · ' 
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35. :J:x'i .Ethiopia .'these· issues take on· a· special· character as they arise in a "least 
devel.ope9-". ec_onomy whose transforinatfon has been acc'omplished through the importation 
of' foreign technology ·control;L$d--by ;foreigri· .. ·· The _purpose. of study is , 
to exarr0.ne: · (:i)- 'the- institutions· and_: po;L.ide.8· yrbich ·have: broad . ,. · . 
framework -for the :import' of technology. (chapter ·11') i (ii) the orgarifzai1ional' 'forms . 

·which -technology· has 'been importeQ. ancL 'the ·ways in·.:·which foreign \.teclmology . '.. ,. . 
suppliers. hc.j.ve ·attempted to maintain: of :tha;t techriology (chapters III, I'i[ :and V) i 
and (iii), tne distribution of _gf1.ins from tl:.e transfer (cha;pter · .. ·. · 
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46; The central purpose of the Notice was to encourage the absorption of capital and. 
, technology through foreign investment. It ·was designed. exclusively for the benefit of 
foreign inve.stors, to whom it accora.ea. special· facilities ana. incentives in t_he form of 
exemptions from profits tax for five years,· gliarantees regarding the remi ttapce of a 
fixed. proportion of earnea. profits, and. a:uty:.:...free importation of necessary machinery. 
Moreoever, foreign techriology suppliers were'' given complete freed.01h with respe.ct to the 
acquisition of equity· hold.ings in firms·, and. where local participation was consid.ered. 
necessary it was und.erstooa. that su:ch participation in equi:t7 ana. management wouid. in 
most instances take the form of only a minority interest. 1J 

47. The·· Notice haa. two .significant shortcomings. First, no ins ti tution<?-1 'framework 
for implementation of the. lifotice was formally provia.ea. al though unt:Ll the early 1960s 
it was d.e facto implemented. mainly by the :Ministry of Finance. Second., though the 
Notice provid:ed. incentives and. guarantees for foreign investors, $imilar incentives 
were not ·avai1able eithe1· to e:zisting or potential d.o:mestic investo:e,s.. It was not 
until the -Industrial Decree of 1963 was enacted. that domestic ente1'prises ·were given 
equal opportunities, at l,east in a forr:Jal sense, with foreign ones. 

48. A second. piece· of legislation, which supplemented. the 1950 Notice, was the 1954 
11Agricul tural and. Industrial Expansion y The was no_t 
concerned. with, the full range of issues normally d.ealt with in an investment law. Its 
principal purpose was to., permit duty-free importation- of· cei'tain types of agricultural 
and. industrial machinery. The provisions of the Proclamation were applicable to 
domestically control;Led: and. foreign-controlled. enterprises in Ethiopia, al though. 
foreign-controlled. enterprises were, and. have continued to be, the enterprises able to 
d.eriv.e'most benefit, owing'to their pred.ominance in the ind.ustrial sector. 

1/ Tlris treatment was re.fleeted. in an important contract that was signea. between· 
a Netherland.s sugar processing firm and the Ministry· of Finance at about the time when 
the Notice was issued. by that same Ministry. Furthermore, an earlier draft of the 
Notice had. containea. the following clause g "The Gove_rnment will not, as a general 
rule, impose participation of Ethiopian. capital investment on new enterprises 
established. with capital investment according to the nature of the enterprise . 
and. the 'extent of foreign capital. nevertheless,- it will be the policy of the 
Government to require P.articipa ti on of EthiopiELn· oapi tal · fn suitable industries, 
usefully employing the capital of the country, · ·. However, such local investment shall, 
in ·most :Lnstances, represent a minoJ;'i ty interest_. rt Quoted. in Krishna Ahooja, · 
Ethiopia Gbserver, Vol. X, No. 5, 1966.,. op. cit. page 254. The author implies that the 
subsequent d.eletion of this clause fro11 the final text. of· the Notice was the result of 
a difference of approach between the Ministry of Finance, which was responsible for. 
issuing the Foreign Investment Notice, and. the J'fJ.inistry of Commerce and Ind.ustry, w.P.ioh 
was responsible for industrial policy as a whole. 

Y The 1954 Proclamation also had. a higher legislative status than the Notice of 
1950. The Notice was in the nature of d.elegated. le_gislation, whereas the Proclamation 
was a form of primary legislation, enacted. by the legislative bodies after a d.ue 
processing and:· d.eliberation of bills ·by the Chamber of Deputies and. the Senate. 
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· 1960-11 period. 
\ -· 
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49 •. ·The di_fference between legisl§!.:tion,_in 'this perioq._ as .comparE:a: ,wi t:Q_. t_he- ·preced.ing_. 
one is that -foreign invesiiment le.gi13lation in the 19:6013 associated. with the · 1 

a.e:vel.opment · y Although in certaip. respects: the morf? r_eqe:i;i,t _ 
legislation' broa.d.ened. its- scope, foreign_inve?stment legislation re.mained. by_ and. 1,ar:ge 
wit:hi-n the frame of reference 'set by the 1956 Notice, i.-e. it poiicies and. 
pra'ctices that had. -been,_ oper"Ei ti ve. since _1950. Notice -v1as issued.. 

; .. ' "' • ' ,,', '' • : ' • t' '• • •: • ' •' ,', ' • •' • ' ' ' " f • '' • ' _. •' • • ' I • • • • " ' ' ' • • • 

50. Four -main legislative instruments a-ffec.ting the transfer of -technology were 
introd.uced. :i,:q, peri9a._: in 1960, t:p.e C_orn.qer.cial. Cod.e_.'of EtJ:tL9pia;' 
(ii) in_ 1963, a t9.provi9.e .for the e:hcouragemen_t of in . .- •-! 

Ethfo'pia.; : ·(iJ.i) .·in 1966, a ftirther- investment d.ecree; and._ (iv) in 1971 the Ind.ustri_al , 
Licensing - · · _., .. _ _. 

51. In' i9tSO Coile of- Ethlo.pfa ·-tssued. with' ob;j,eot' of 
company.law and. practice in ·the :countr-.r. It- pro.yid.e.a. t};le f;ramework for.regµlating:-the·. 
structure, rights and." duties of companies and. specified.- several .·areas, such as · 

·industrial. property ri_gl}ts,. unfC?-ir trade practi.ces and. licensing of. ind_.ustrial -. 
enterpris.es, on which s:P.ecial laws or- regulatHm_s were -ri?ed.ed.. _ The ·only- legislation. 
of this ·i{:ind .. enacted. s9: far· ,is the _Ind.ustrial Licensing P:r.oolamation of'. -1971 9_. -which 
mad.e _:_3'.'egistra tiori <;>f ·an enterpr;iseE! . ip Etltj.opia compul_sory. . 

52. Decree .of 1963 _the o_f, the -.: _ 
Development _Pian. · - That Plan, unlike its pred.ecessor,_g/ gave 9- -high priority· to the:,_'_ 

-expansion and. aiversifica ti on of the_ country 1 s ind:i;i.strial base, and. its long-term · 
objectiv\'1.S we:r:e techJ'.lqlogioal in 9ontent. - They may be-..summarizea. as·fo1lows_g .-
(i) 't'o change t:l:).e .. st_ruct_ure·of t}?.e-·econoniy.fr.om, a pred.ominaptly ag.c-icultural:i;o·.a_n .. _,. -
agro-ind,:Ust_:)'.'ial. one; (ii) to change the pat.tern of Jlroduction by· introducing .new· .,. -.·. 
processe.s and. :method:s-; and · (lii ), to ::i,ncre.ase. "'the pro.du,ctio_n, capacity \:lf ·the econoey_: . · 
with. a -vie_wto_ a.ivers.ifying and .. -incre_asing_ the :mt_e o.f gi'.'.owth.2./-· ·_The _ .·.: 

o-f t,he.se ¢bjectives 9-n integration of. -law w:i,th :p.lanning.- --: 
- . ' _.. . /. - . ' . - ' ., . '- -. 
53. Tfie 1963 without-·_:;ny: ":. _·. _ ·. 
substantive alterations, all' the· relevant earlier le.gislative :i,nstrU)1le:ilts in operat_ion 
at the time, i.e • ._thG No.tice_ ·of.19-50, t_he -Agr.:icultura], and. Ir+d.ustriar _ . 
ProcJ,.amaticin of l954 and, existing Fprei,gn EX9hci,pge- Regu,la tions .• ·· . In· : ,_.; .. 
t.his . sens'e·; -it_· a.ia. not d:epari fro.m e;x:ist:i,ng .. on- the ex.cluE?ive role ·of. foreign 
investnent_ as thEl channel ,for the of. ca;pit;;i.i- g,nd. tecbnoJ,.ogy •. However -it:- -- : 
generaliz,ed.' t}1e of incenti ve1:2 'to. cqver, bo:th a.omes:t:\..c and. foreign: .investment' 
and. crea t_ea. an .:i,nsti tutio:µai machinery, Le. the_ tte.e; for . implementing .. : 
the· proyisio:hs of' the Decree •. The: 1963 :D.e_cre'e.:was· subsequently superseded. and.. -... - " . . . . . . . 

. · - _ 1} -The Investment Decrees ·of 1963 and.' 1966 coinc,id.ed. with the introd.uc_tion of the 
s·econd. (;i,963-67-) ·and. Thlrd. (1967-72) Five-Year :nevelopment· ·respe·ct.ively. 

g/ - In tp_e First .- the pattern of, - · -: · · 
a:evelopment -and.' li ttie · wasi placed._ .on pod.ern manufacturing-. and.· : 

agriculture. - · 

· 2/ The Imperial ·Government, -Seoond. Five_-Year :Development -Plan, 
1963-67. 
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replaced. by the Investment Decree of 1966 introd.uced. at the same time as the ·Third. Plan. 
The 1966 Decree was very similar to that of 1963, except that it tax 
provisions to encourage the expansion of existing enter.prises. 

54. The fallowing sub-sections examine some of the d.etailed. provisions of the 
post-1960 legislation. 

2. Aims and. scope of operation ·of JpOlicies towards foreign investment and. transfer 
of technology . 

55. The main concern of the 1966 Investment Proclamation was· to provid.e d.omestic 
investors with opportunities· similar to those which foreign investors had. enjoyed. since 
1950. .. The d.ecre·e was ·not accompanied., however, by any measures fo;r enhancing the 
capacity of d.omestic investors in the private sector to take ad.vantage of the 
opportunities offered. to .them? it did. not, for .example, e:xpli,citly greater 

partieipation in equity and. management or promote the use of alternative 
channels for the transfer of technology. 

56. The approach toward.s the improvement of opportunities for d.omestic investors was 
reflected. in what the d.ecree 1 d.id. not say as ·well as in what it d.id. say. The d.ecree 
did not incorporate any qbligations to be fulfilled. by foreign technolOg'IJ suppliers, 
al though the· process of bargaining led: in specific cases to the acceptance of some · 
obligations on the. part of fo'reign technology suppliers. The d.ecree provid.ed. rights, 
privileges and. benefits foi· those foreign and. domestic investors who were coverea. by 
the a.ecr,ee (i.e. the larger fin:is). 

57. The d.ecree covered. a wid.e range of sectoJ?s which includ.ed. ag.ricul ture; industry, 
transport and. tourism9 i.e. virtually every sector of the dnly . 

those activities in which Ethiopian Government plays' an active role, which are 
either public utilities or other State enterprises, in particular the tobacco monopoly, 
banking;. electricity, and. transport·and. are in principle closed. to 
foreign investment. 1./ However, even in these activities there have been e'xceptions. 
For example the railways were· still 50 per cent .foreign owned. ancJ. air transport was 
foreign..:..managed. und.er a agreement. 

58. The relative freed.om of operation· for foreign enterprise was not confined. to 
sectors of investment only. There was no limit on foreign equity hold.ings in .firms, 
which means. that, by· fixing their share in the equi ty 9 the technology suppliers ·could:· 
d.etermine the number of foreign ·directors elected: to the board. y of a coiripa:oy or 
·ind.eed. foreign partic:i,.pation in management through an appropriate contract to that 
effect. Apparently, no legislati.ve provisions have been enact·ed. to the terms 
of such contracts, which we:re d.etermined. th.Tough bargaining at the firm or Gov.ernment· · · 
level. In recent years 7 however, the Government has either participated. directly 

1./ In the Review, Februa;ry 1962, page 25, issued. by the 
Ministry of Commerce and. Ind.us try, it was stated. that "no law or regulation exists 
that ":re·s·tri·cts thB field.s ·of i.nvestment, be it foreign or Ethiopian, both foreign .. 
and. d.omestic capital my be invested:- in any kind. of economic· activity the ··· ... 
see. fit to engage in 11 • 

y See illi_ 11 Laws and. Practices :Cob.corning PriV!3;te Investment in Ethio'pia". 
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with' foreign firrq.s in ;joint'-venture arrangeinents or has insistea. o.n local 
. but ir.i most cas·es. :this: :Participsi. tion has. taken the form ?f. a niinori ty equity in 
. ·firms; majority control of the .equity. and: management have often. been ·ail owe a. to. x.e!J:!8.in 

wi:th foreign :t'eolino:).ogy suppliers .y . . · .: · . . . . . ' . ' . . 
.. J. • • • 

;.· : . -
· 3. Foreign exchange guarantees and. regulations :.:: ...... 

59. to encourage· the infiqw of. capital .and. -_. 
. technology cove+ea. tbree main' .... ii.ive-stcirs 'were, t 

abroaa. a:ll of their share ·of profits, a.i vid.ena.s 9 · interest repayments, · :riianagemerit ··rees 
and. . Second., t-hey WElrE! entitlea. to repatriate .the net proceed.s. 
to them upon the parti.aJ... or .total· sa,le -or 1iqui0.at_iori of their irnr:e_stment. ., Third.,., 
foreign personnel employed. in Ethiopia were allowe.a. to remit 35 per cent of · 
earnings per annum f.or the first six years, although _in years th;is·::i;p,t).:o 
was progpessi vE!ly "a:iin'.i:nished.'.- ·--_: The National Bank 1 s\ permission was essential .. such 
remittances ·co:uld .. take. place,, 1mt this permis_siori has always be.en g..canted: • . : _. .. , _· , · : .· 

60. The: liberal na'ture. of thes.e guarantees in Ethlopia .und.erlinea. by the fact that' 
no restrictions,. apart· fro:ci. an upper limit _on remittances of earnings .1of .' 
expatri·ates,_ "Were -prescribed. in the l?W• · · : 

...... 
61. The onl; 'other tion, (rathe;. um:i..'tation) laid. ·a.own was' i;hat the. amount .of'. 
pJ;'Ofi:ts .or ai Vid.ena.s that" could. be abroad. in any Onfi· year coul'CI. not exceed .. 
the ·share. i:q the equity.- .T:tµ.s limit appears to have bei::n formal rather 
.effectiVE?-·· .. In. ,tpe first ':P.lace, the ·.fact that foreign technology ·were free. 
to-a.etermine, .the extent of the;Lr· equity par:ticipatio:ri implied. their effective ·fre·ea.om 
to d.etermine the.fr share of pro;fits ana.,.'hence; the size of remittEJ,nCef:!._g/ 
even when were .placed.· on, profit· remi ttanc:es ,. a, wid.e range of possibilities 
existed .. fpr transferring funds .1,n such ·as interest ·m:anagement 
fees a:r:id. ·.which were· not subject- to any _legal upper ·limits' •. '. : · · · · 

.. 
62 •. :ses:i,d.es-· the _transfer mecha,nisms.· just i.d.i.scussed., various · 
method.s. involying una.er:Pricing o.f intra-firm exports a:hd. overpricing-· of cp,pi tal 
interme.d.iate gooa.s· iuports o.:re known to have been usea .• · Alt.pc:rµgh firms were obliged. , . 
to submit original invoices of. ·their transactj.ons to· both the ·Ethiopian. ·customs and. the 
National Bank·1· in :Pr.actice it was found .. to be a.iffi·cu.l\t to as·certp,in the .invo,tces 

were actually the original ones or the prices· :·quoted. therein were · :. · 
"fai1' 1!. The _Ethiopian Government d;La. not" possess the. ad.ministra:tive machinery ·capable 
of d.ealing_ the pricing" problem.}j' · _·" : · . · . · · '· :.,'. _·.. . 

y See· chapter· III below. 

Y . _Thl,s freed.om was reinforced. by the absence of any effective 
foreign technology suppliers from increasing· their sharehold.ing through the 'piirchase· of 
local equity hola.ing. ·:· .. 

. . . " ' : . -... :::.... .. ... . . . . 
2/. For a .d.iscussion of tri1nsfer ·pricing' see Guiei.elines for the stuay of 

the. transfer of technology to.d.eveloping-'count.ries· (TD/B/.Ac,11/9) 1 _op cit., 
:paragraphs 137-146. · -See also chapter VI below. · . · "· · · 

. 1 
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63. A .variety of fiscal incentives have been introduced. by the Et1riopian G6vef'runent to 
encourage the inflow o.f foreign te.chno.logy, and. their value to· foreign suppliers is 
enttanced. PY. the COEJ.pletely free system of repatriation .. of foreign exchange and. high 
rates of effective tariff protection s:y::tJseq_uent upon ii:ivestment (see paragraphs. 68-72). 

64. ·Tax rates in Et:iopia have in. bran lower than in African countries .. 
For instance, while in. ;Kenya the average corporate incone. ·tax ro.te was 40 per cent,1/ the · 
highest Ethiopian rate d.id. not exceed. 36 per ce.nt. Moreover, capital gains in Ethiopia 
have not been taxed. 

65. The general incentive to busines-s enterprise provid.ed. by the relatively low 
corporate income tax rates and. the absence of capital gains to..xes has been supplemented 
by specific fiscal incentives established. in the Decree to encourage· the transfer of 
technology. First, imports of machinery, spare parts 9 ·aud. appliances have 

"been admitted. duty free 9 provid.ed. that sir,i.ilar good.s were not being· prodcuced. in the 
country. Second., exports of manufactured. products have beeh allowed. exem]_)tions from 
export, duties .y These exemptions have been based. on the assumption, that they 
constituted. an essential cond.i ti on for increased exports. However, the strength of 
such ah assumption rests, to a large extent, on the nature of the export trad.e i t'self. 
In Ethiopia,· since the majority of manufacturing firms which b.8.d. stood. to benefit most 
from such provisions have been foreign subsi.d.iaries with ·in-Yra-firm trad.e links, it bas 
not e.lways been obvious whether such incentives led. to increased. exports as intend:ed. or 
instead. contributed. 'simply to the profits of the companies in q_uestion, most of which 
were probably expatriate. 

66. New investoents involving a transfer of technology or extensions to existing 
enterprises have benefited. from ad.d.i tional incentives. The former were given tax 
relief (i.e. exemption from payment of taxes) f'or five years, and. extensions to 
existi:qg enterprises were given such relief for three years provid.ed. that the amount 
invested. in each case was not less than 000 and. that satisfactory proof was given 
by the investor with respect to the amount invested. 

67. The minimum investment of E$200,000 necessary for a firm to q_ualify for tax relief 
exclud.ed. mosJG of the d.omestic manufacturing firms (other than some Government ones), · 
because virtually all of them were ·small or very stJ.all. In cc1.trast, ·since the 
majority of foreign. firms tend to be large, they have benefited. from these provisions, 
with the re'sult that to their. comparative technical ad.vantage has been ad:d.ed. the further 
benefit o'f a· fiscal ad.vantage over d.omestic firms. Furthermore, the· grant of tax 
relief for a fixed. five-year period. takes no aecount of the "infant" nature of local · 
firms using Ethiopian management and. labour.}/ . These firms may well, req_uire a 'longer 

y 
Sussex. 

Institute of nevelopment Studies, Technical Paper 16, 1972, University of 

Y In cases where this exemption bas not been allowed., a transaction tax of 
2 per· cent was levied. on the value of all exports. 

2/ This does not, however, preclud.e the possibility that the Investment Committee 
may, when examining ind.iyidual contracts, take into consid.eration the 11in:fant 11 nature of 
local firms. 
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'· 
period.Ii' t.han. a· foreign -s'll:bsidiary posJ?e:s·sing 

marketing a:qa.· technical e;x:pertise in the field.. ,A. st.ill more serious wi.th 
such .a· system of fiscal inc·e:q.tives is, that th? 'only ·for tax ·relief· is 'the 

_of an'enterprise, to.the su,ch as ·the, d.ifferential_ 
effects of .qi_fferent 'types of iriyestme!\t· and. teqhnology channels on . · 
employmeD:f, skil.l formation,: l_O.cal parti'clpatlon in equity 
-research' and. d.evelopment. (R and .. D )· or secto:r;s· 'in whiclf technology ·transfer'red: •. 
In short, ·the r.ole of fis.cal. i:r;i.centi ves hc:j,s .essentially been one of raising "across 

'·the poara.11· pJ:'.ci.!itabiliyy o;f 'im[Eistil1ent§ 9- fa.reign, rather tfun of af'.fecti:rig 
1 the structure .and._ qualj, tY-, of investment and. t.rans.fer of techhoJ,ogy. . . .-

" ' . ' ) . ' ' ... ' 

.c. Tariff protection 

68. Since early 19th a .tari.ff policy h8-s ·be.en :i;-egard.ea: as at 
. one and.:- the( same time, pr:otectiori -to· .d.omestio prod.ucers' tl'iXough raising the d.omestic 
price of protected. in relation; the fo:re.tgn price,. a.nd. an incentive :to· -
·encourage for.eign e:x;p6rters of the.se ·to. locate their· pro:ci:ticti ve faciiities ins:j..d.e . 
the .country:.·.: .. In the there are two reasons why :this view is 
inp.pplicable •. ... Ffrst, fe:w have been :estaoiisped. ·.i;n.. the· ... . 
manuf:act'-\i:ring s·ectors i_:q Ethiopia. . S.econd., the notion of tariffs actin:g· k.s' an 
assunes that t]J,e foreign investor faces a ,given, pred.etermi·ned. tariff structur·e •. · -In · .. 
Ethiopia, .however, this is no-!{ the· case; axe a :rather 'tria;n ·.0. aat1:illl. for . 
tl'le indi '!id.µal foreign invest.or,.. Tai'iff are .mostly d.'ete,rmined, .:i.n .tJ;ie cou:r:se .'of· · 
,bargain:b:ig ·by :toreJ.gn enterprises over· the .. t·i?rn:is, and. corid.1 tiqns · on which they may_ · . 
establish. proa:uct'ion facilities in Ethiopia.. · ':):he tari.ffs d.etermined: in· -t;he · cou.;r.se. ·o·:r;.. ... 
these negot:i,ations .are granted .. to the indi vid:ual foreign enterprise 'and. only . 
consequentially "to the b:t specific interest t_q that . 

':' . : : \. . . ' . . 
. 69. Avl?-:i-lable e:vid.ence ·suggests ·that .the in:i._tial. a.e:qiand. for tariff protection· . 
to have. c.oi-ne, mainly, from the techllology" .. suppl:i,ers (or :LI,lveei"tors) befo:X.e· any .investment ·. · . 
had. been: .. 'In· fact tariff guarantees ·constitu.ted. an.· integral. pa,+t of the :. 
majority of agreements involying direct . foreign investment; in" 'some cases the .tnvestment 
and. the, te.?hnology transfer) ·condi tio:t_J.al :uJ,Jon. sD;ch · . . in· 
. the d.ei;e;r-mination .. o:t;. tariff rates the ·.Government ·has tend.ea. ti;:i. r.ely on data . , , , ., 

,by the foreign firm Owing· to. this .·d.epepdenoe. ·on. just.: one_ s'01:tJ'.'._Ce·· .. of . : : · 
.. the q.ecision-making process was influence·q, ·by .. ·_tbe, a.egree .of accuracy .of the · 

quotationi:i_' prepared. by the techllology. supplier.,· · · · · · · · · .. . . ... . ' ,• . :· '• 

'70 .. A y . · tarlff. in Et:hiqpia: has tkt, 
there were wj_CJ.e. .f:i;om one spe,cific case to. another, nominal tarif.:t;' rates· .:.. . on· 
average 70 per cent - .. the highest on' consumer non-durables;_ ser#-.finished. good.s 
paid.'.a: mod.erate of 21 per. pent, while capital good.s .were tairna. at.'only 7 per cent. 
Nominal tariffs, are 'not an measure of 'the protection· afford.ea. by the. 

structure to the value aa.d.ed. of individ.ual firn:is; to analyse the latter, 
estimates of effective rates Qf protection are need.ea.. have been mad.e ·for 
17 prod.nets, of which 11 were founa. to. be receiving effective protect;Lon ranging from· 
·100 :Pe;r cent to ta little: over 506 (se_e 147-150). · : · '.: . · · 

I ., •.. '. 
Y Stephen "Tariffs and. Traa.e Policies in the Etltlopiq,n · ·. 

Manuf'.actD.rJ.ngrr, Au@is't i972, Ministry of Commerce; Industry and. · ' 

\, 
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71. .An important aspect of 1.n ·Ethiopia was that,. ·cu.nlike the ·situatio'n in 
other d.e-ye:i.pping countries where such protection followed. a cas.cad.ed. pattern and. where 
consumer good.s industries were proteqted .. at ·higher rates than either intermediate or 
cap:Ltal" good:s, in Ethiopia such was found. to be of Ii ttle significance; in 
fac"t. hl.ghly prote9ted. ind.ustries appeared. in all sectors· of ind.ustry.J} Furthermore 9 

there appeared. be a strong correlation between high effective protection and. the 
distribution of foreign investment accord.ing to product gTOup. 

72. These results, as well as the procedure for gTanting protection d.e.scribed. earlier, 
. eug:gest that ind.i vid.ual foreign f.trms viishing to invest in Et)J.iopia have been able to 

.in the context of 'their overall bargaining 'ov.er terms and. conoitions for the 
transfer o:f capital and. special tariff privileces. for their particular 
investments. 

D. R?gulation of eL1ployment of foreign personne_l 

1. Scale of foreign emplo;yrnent 

73. In· EtJ:µopia in the 1950s, nearJ.y all key ppsi tions in industry were held. by. 
expatriates.g/ The situation d.oes not appear to have chano'1Bd. much over the years. 
A recent ILO study 2./ indicated. that the number of foreigr1 personnel .. employed .. in both 
the publi'c and. private sectors around. 1970/71 totalled. 10, 000. Nearly 9_f these 
were .employed. iu the private sector. Although the number _of work permits issued. to . 
foreign employees in the latter sector fell fi'dlJ about 7, 000 in 1968/9 to about '.5, 000 
in 1970/71," i.-e. a a.ecline of approximately 25 per cent, this clecrease was almost. entirely 
concentrated. in the unskilled: categories. 

74. Nearly, half of those ho'lding key positions in firms haa. only secona.ary or 
vocational education; their skills were essentially acquired. through "on the jobrr 
training and. were easily transmissible to 19cal personnel. Of the total of foreign 
employees 2 per cent were "illiteratett and. 15 per cent bad. only primary ea.ucation.-
.A.d:d.itional evid.ence pbtained. on the basis of replies to a questionnaire· survey data 
further suggested: that in most of the foreign-owned: firms in Ethiopia over 50 per cent 
of skilled. occupations were monopolized. by head.quarters personnel. In the largest 
single firm in Ethiopian manufacturing - a subsidiary of a foreign firm - 75 per cent of 
the professional staff in :J-965 were forei"gn and only after consid.erable .. .from 
the Government was this ratio red.uced. to about 60 per cent. In fact? these ratios 
over-e.stimate Ethiop:i an part.icipation, since evidence 'suggested. that ·Ethiopians were 
usually given a lesser role in d.ecis;ion-making than was indicated. by ·their formal· 
positions in firms' hierarchy. In contrast, wholJ.y Ethiopian-owned. firms were 
found. to employ only a. very small number of foreign personnel in skilled. occupations. 

11 Ibid .• 

. Y, ·See Krishna. Ahooja 9 EthioJ)ia Observer; op cit., Vol. X, No. 5, 1966, 
Cha1iter ·I. 

2./ See ILO, "Report of the Exploratory Employment Policy Mission fo Ethiopia -
by Mark Blaug" (mimeogTaph), pages 78-80. 
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2. PbJ.:icy for. the· regulation. of. 

75. : ... the: -. . 
foreign .. employment: :wer.e · s·eparate. from w,;rth · \;pe. of technology.:· ·· 

ieB-.is1a:ti.ve. instrument for the· encourageil1ent of i-nve·stme.r:it .and .. transfer 
of" i '.I:nye:(:ltmept ti on. of. 1966,. _ 11aa. not-· con9e:::nec'l. i. tse_;i.f· wi 
the eni.pioyment. of na tionalr:i. ]:/ _ . ·'. . -.. "· '. , .. , " ' - · · . :i . · .. · · · · ' · · 

•1 t, '1 , 1 ·: • • "" •• '•\ 

76 •. ·In .,Ethlopia 9 ·th.e pr..i-ncipal has 'the . 
Efuployment·Regulat.ion · Its ·sta:t;us .in ·the. Ethiop:i;an ·mEl;r;arqby o:f laws_.'. 

o:f,': -a:"No:lii(Je. qr.'·a.elegateq.;_ .J?ather \;han p:dnoipal, • .' ·:'. had. ywo.:m.$.in. 
elements. _: ,: i t . .'provia.ea. .that foreigners". eD.J?;loyn1ent. cou,ld,._· _:only·:· acquire " .. 
work pel;mbts, by the Minis·try ·of Commurii ty Development and. Sociai ... i:f" .·.· ._.., 
sa.tisfactory evid.ence was proaucea. to prove that Ethiopian ·nationals with· similar ."skills 
were not available. · SE(cond., J;t .. that :emp],.9yerii :r.e.cru.i.ting f9reigners :inight 
be required: to· Et1u"o:r)iab.s· as ... :.6'6urtterpi3.i't's· :t·o" thti:tr·: einpioyees. · . . . : 

· .. ' 

77. The law bas been .difficult to ir.iplement and. in eerta:in has .. · 
technology suppliers a ltlgh .d.egree .of freed.om. The provisions ;in ·the law :to:. 
the· e.rnplo;Yment· of'. Ethiopian staff have bee·n .cond.itiona:J, rathe:r:i.'than. ,. <.-:: .. 
compulsory.· . Employers ha Ve been. required. to. train Etliiopian counterpart sia":ff-_ff it ... 
was cionsid.ered. necessary;. !3-rid. even then .it. d;i;fficul t. to .. .-whethe:i;-. ·such 1,1.oii''· ". 
-t;-:b.e.- job;1,1" tra:iming, wa,s"in fact being provid.ed:; .. tne "rate ._of. tu:i;riover. of. a.1s.satisfi,ed:" : ' .. 

. staff: has been to ,_be: high-..:21· "'.!1her.e' 'is_ 'Some informati:o:ri to_: .. ·'\ .... 
·, .. tha:t...fcireign cont:.rolled:·.'firms engaged. in· restrictive· prac_tic,es. " .One'· of' ·these . .;wa.s·'.to: · :.:. 

· qualif.ica .. tiori.. o:r experience requireme_nts:' :for, spec.if.i1C jobs ·in. . 
. bleck the emplQyment of · · ·· · 

. . : , . . . : . ·• 

-7.8. .At. the a¢!ministr.ati ve leve.1 a major'.. so_ur6e of d.ifficul ty was the iack of 
co-ordinf!,tion. between; agenci'es responsible 'f'or implementing the law 'and. those-' concerned.. . 
with •. ··The· agency (Millistry of 

and .. ·social l!lai:ply responsible for carrying t.he 1964 · 
was· usually ·not representec1 the .. Inv.estments -Oomoi.ttee ·conce:rnea:with 

.. Thus?· once a:parlicular for:ei@ investment, ·management, or . . . . . .. . . ' . . ' ··. 

· 1/ · ·by-:·1965· .. in out of"51fha.a .. ' 
a,e'ireloped. a relative.ly-' .-integTatea.· approach by enacting, .. in·itheir. investment · .. 
,specific·.·provisions ·which regulatea: foreign employmer.J,.t in l:J.anagerial'··and. tech:ri..ical :. ··: 
'poi;ii tions · Some. of them· obliged. natfonals to be· employecl aml. trained. -for such . 

: set_ upper_· limi for ,foreiff.n employme,nt."ln. spe'clfic .. ;. <lnd... , 
certain· others. were vo:runtari'sti9 ·in nature.. For d.etails;'. see.,Krishna . · · ··t · 

'-".Investr::ient legislati.on in Afl0 ica11 , Journal of World. Trad.e ·law, Vol.' 2; No. 5; ...... · ,,. .... ·" 
Sept :Oct· 1968. .. · · 

' . 
y legal Notice No. 295 of 1964. . 

'2/ ' Based.' fnteryiew .. . .fact.'. is .. ':IBRb: :. 
Growth and. Prospects. ip. '.E,thiopia,. II, 22 -Sepi;e.mber 1970•' 

·4/ / .. .- . . 
... : . 

. . \ 
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licence contract which reserved. certain key positions for expatriates was approved., 
was little more that could. be a.one at the implementation stage. Thi.s Clifficulty. 

was compound.ed. by the fact that -the initial negotiations of oohtracts were usualiy 
cond.uqted. by several Government and.· semi-public agencies, and. 'for approving projects 
each of usually applied. diverse criteria. 

E. The industrial propertx system in EthioEia11' 

79. The returns a.eri ved. from the transfer of tecbllolagy· and. the distribut.ion of· those 
returns among. the various parties affected. by the transfer process' i.e. EtJ:1iopi9-n-based. 
firms using foreign technology, Ethiopian consumers, the Ethlop.ian GovernmE;mt and. 
foreign suppliers of technology, are influenced. by,' among other things, the e;tent and. 
nature of the protection whi9h technology owners can obtain in Ethiopia for the 
'ind.ustr.i_al property they .pos.sess.y · 

80. When; in 1960, the Comnerc.ial .Cod.e of Ethiopia was enacted., .it was stipulated. . 
that "patents shall be subject to the protection of special laws" • .2/ Although Ethiopia 
has not enacted. a formal patent law, it d.oes operate a system of registration.4/ 
Und.er this :iystem monopoly protection has been granted. to patents and. trad.emarks once 
they have b.een registered. with the Registration Department in the Ministry of CommeJ?ce 
and Industry. This protect.ion has the same legal validity as that ':l'hich is normally 
accord.ea. to .industrial property rights und.er a formal industrial property legislation. 
It would. appeai., therefore, that d.espite the apsence of a formal-legal instrument 9 the 
owners of patents and. trad.emarks obtain full protection und.er the Ethiopian law g 
moreover most of these owners seem to be ,..foreign. .Available evid,ence, ·summarized .. in 
the appendix to this chapter, on 29 patents registered. in Ethiopia indicates that no 
fewer than ?6 of these were foreign-owned.. Similar],y, 97 per cent of -a sample of 760 
trad.emarks were foreign-mmed .• 

81. The of formal machinery for the regulation and. screening of patents· has, 
by contrast, tend.ea. to create more.r freed.om for ·patent owners than they would. have 
obtained. und.er a patent law formulated. in the light of national d.evelopment objectives 
and. consciously used. as a .d.eliberate instrument of economic policy. The principal 
areas in which cri ticai examination of the grant of mono1)01y rights through patents 
has been absent seem to be the following. First, protection has been granted. to 
vi:r;tually· every item irrespective of whether the pa tent was sought for a prod.uct .. or for 
a process. Second., the acceptability of an item for patenting Cl.id. not appear to be 
influenced. by the novelty of the item by its likely c_ontr.ibution to furthering 

1/ The industrial. property system covers pa tents, trad.emarks, ind:ustrial d.esigns, 
·and. utility mod.els. 

'.?) See, "The role .of the ·pa:tent system in. the transfer of technology ·to d.eveloping 
courttrie.s'-', (TD/B/.AC. n/19.). : . . 

2/ See Commercial Cod.e of the EJrnpire of Ethiopia, 1960, Article J,48'(2). 
4/. A patent law is in the process of being dxaftea.. However, it has not been 

possible to .obtain .information on the contents of the dxaft law or about the approach . 
that is being followed .• 
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national d.eve'.J.opnent objectives·,. Object's w];rich had. been pn,tented, abroad. weil'.'e easily 
patentable ir/·Ethiopio. - i·na.eea. this was :r.efiected. in the large .mo.jori ty .of·: foreign 
patents held: in· the· · ·rr.hira.; .{ri·· col,,mttiea· -where a·. fori:1al patent law . 

is. acc.ord.ed. to patent'ed.",tnvoniicns. fo.i.:". a· :?peoified. a.uration; in Etiuopia,: 
however, suoh protocti.o;n alJpeared to havG·. heim for. an i'D;d.efinite 
F01..u .. th

1 
·there· has"be.ori no :provision' for a.etBrmining whether ··the"reiisto:roa. patent ·has 

been utilized.' in 'the cfou.ntry. o:r. :for: .. Pr.eY0.nt.:t.'rF patents reraairring unutilizcd.· for · 
long period.s ... · · · · · · ""· · · ·· .. · · 

< ; • • •• . ....... .. •, 

82; ·protecti::m? J.. li wouli.1. secr1, has not ens.urea. i;hc applioo..tion of 
know-hc• .. r irr :tb:ci ·pro¢l:uoti VG 8i thor by the o'W11e-i:·s tl1.:::msol vos oi' through :licensing 
to.' otJ.;ieJis. - :vfhaf is· that.'inv.entions; .have.· 

. , grahte9. autor:lati·o· p:co.teotion one .. 6o'nt11 after the initial ·for . · . .. .._; 
pat0nt without o(_th0 .. of · : 

• • • .... !• 

' " .. ,. " •• f 

'. ,· 'r ,· .. 
.. . ; 

* .•• 
\. 

... • I . I . . : 

... 
, 

" ... . '. 

. y·, _The only :reason whloh could. have provont.ea. a i)articulur invention from 
prote.ction was tha·b ·an ob'jectiori J;'aised. by the co,mpBti tor with respect to the 

uniqueness of the 'invention might be uphold. by the Ethiopian Supremo .Court.; . this .had. 
not happened. so far. 
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.l 
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APPENDIX.TO ,CHAPTER II 

Main patents and trademarks·' 

..... Only a. f.ew pa:tents and tradema'.rks have been registereQ. .t:n, ·Etht0pd:a.. According 
·l;o mad\3 ayai],able by Registration.:Offi'ce .(.11,.dxl;is: Aba,ba:),. thei'r total 
stpck .arouP.ci. m:l'd.-1972 did no.t e:xceed. 1, 600, of which ·only .. about· 30, or" 
2 pe:r c(:mt"of the total stook1 .·were patients and the.rest trq,dema;rks(. A fe\',i- ino:r.e 
pa;t.?nt:$· were believe.d t'o have been. registered in the' AsmaJ;'a. branch of- registration 
office. · 

On the ba.sis of records kep.t ·at. the A9-dis Abc;i,ba Office. a 
detailed· e:_x:amihatign was undertaken o:f. 29· of the· 30 existing patE;nts i;:iam;ple of · 
760 -trad.emqrks;; Tabie 3 s.ummarizes tb,e available information.. The 29. 
patents. '.showed t1;1e following ow:ner,ship :Jharact.eristics,; · 

(i). Only .. three patents were ovmed by Et:tiiopians; 
. . • " . . I • . . . . . 

(ii) Nearly all the patents were Economic units· 
located in the Uni te¢1. St.ates and. Italy owned patent's? mo:e than half. 
the· total; 

,/ 

... , .. (lii} .. Of" the 26 ·foreign patents, 23 were- owned. by' a smal,l nui!Jber .of transna*ional 
c9mpanies,' including Union Carbide Corporation, the Americs;ti Cyanamid. _·. 
Cdmpany, British Petroleum and the Sta Stabilimento Alimentare, · 
Evidence also suggested 'that. of the patents registered in ;Ethio:Pi.a 
related. to chemicals ap.d foo.d products and processes. fl' . : . '. 

·.: 

" ... ,· 

J} One sho.rtcoming of the regishat:Lon procedure is that both patents and 
trademarks usually lumped together, whi9h ·mqc1.e. tb,e task of .,cqllecting data on 
the two individually very: cumi.)e,rsome. . . 

· I y are -'product.s groups. in restric.tive business .. 
been found to 'b_e corrnnon. S.ee docutnent 'Part Tt-ro·,. VI, especially 
paragraphs 37'2-377. · ·See also Constantine Vaitsos, "Patents Revisited: Their . .#'D.nction 
in .Developing Countries 11 , !fte_,Your.nal of Development Studies, October 1972 • 

.. ,· ..... 



. ( 

---- -------,---- ----------------

page 26 

Table 3 . 
. . 

·of a ·of :patents· and, trade•marks 
. . .. -. . .... . '•; .. " ... . ' ':. ' "". ... "' ... 

. . ., ·· .. · · ... ··:,.:I .· .. _ .· .· .· ..... · .···. _.s_amp_ r/ · ·r .. age sfla,re ·\ ... . ' : -.-countr.r of· I _ - · I 
.. _: ·:ox·igiri: ·1 · .. -'i. · · · · ... "·' -· · · ·· '., ·"· · ".,_, · 

, . tents. . : .. . : ·Pa-Gents· .! " 

\ '· _[ , ..(J!!umber) . · .. · · I (Pe; )' " · 
.:· ....... ' 

Uni'ted Sta:bes ·. ·· ·' 9 · 188 · · 31 ·I · · · · 25. 
Italy . · . , .61 . ._ 21 · · - " • ' 
·Germap,y:, .Rep .• : . - -.3 " .- ;214 : 1:0 28 
Uni.ted,,JCingdom"· :i. -_. ·1.- :'."2· ·';. _.·1- .88 · . : .. 7 :-- ·. '.12 .,. 

· i - ·50.·.. --· · · · ! · .;. !' .. .: : 7· · · · · · 
Other9 · , 6 1_99 -]" · 21 . _ j 25 

I ,_____ ___ __.__,..,_..._. I 
!' 

F9reign ;l , 26 
Ethiopian"·._· ·· .-. .. ·. 3 · I 

.... ' I Total ·-29 

7.39 ·. 
- 21. 

I ')60 ., 

l 1· 

· 1 
I I. 

·; 
I·. 

90 
10 

100 

I ·. 
.. 1.· -.. ".'. 

. . . 
• > • 100 

•"Source: "·-.Reg.i.strat'fbn · Deparlment £.fi_nistzy of' Comn!-erce · and . <: 
... .::, :.... . ' ,.. . '. .f: .• : . " ' 

With -to t'radsmarks the p;::i,ttern was found to si1nilar,- ·. that 
foreign oWn.e':rship·. was :everi larger ·and. acc·ountecl for 97 per' cent. of the . sample' total .. 
. (see Ta'ble 3) $. Internationai bcirp!Jrations :Prom thrne namely . . . 
United ·S'fates, Federal' of' Gennany- and the Uni t·ea. Kingdom; .ac·count.ea·· fo:r about -
65' per c·ent· of' the sample of· trademarks· ·examined. -Furthermore, as· sho\m in ·Table 4, 
nearly· 60 ·per '.cent' of the tra'.Cl.emarks applied· to chein.i.'cal ·products:;· phamceuticais' and 

· electrical, and nori-elect'rical · · · · " · 
" ' . ' . . - ' ..... "··· 

( 
I ' Table -4 

!··· .··· 

........ -,------------·-'----------,; 
l'fo. of trademarks· · . Percentage Product. group 

Chemicals 
. . ' 

Electri·cal and .non-electrical 
machinery 

Tobacco·, 
:Se.verages 
Textiles 
Food Products 
.Vehicles 
JYT..isc'ellane011s-

, .. 

Sample total 
' . 

, i . ·(sample) .. , share 
\ 

2.51 
122 

76". 
46 
44 

.41 
34 
30 

116 

760-

- .. .1. -. . 33 
16 

10 
6 
6 
5· 
4 ; - 4 

.. 15 
-·-. -
100 

S.ource: Registration Department, iYiinistry of Commerce and Industry. 

..... ,.\ 
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It is against this background that the assumptions guiding the current practice 
of patent and trademark registration in Ethiopia may be assessed, The philosophy 
regarding patents seems to "be· based on the traditional assumptions gove:rning the legal 
creation of a monopoly y, i.e. (a) that the monopoly right granted by a. patent is a 
necessary condition for economic agents 11er se, and (b) tha·b it is a sufficient 
condition for the utilization of the results of inventive activity. The implications 
of these assumptions may be examined with regard to the economic agents whose inventive 
activity is actuaEy protected by the existing system. evidence suggests tha:t, if 
anything, the .system has so far protected mainly "non-national11 inventive activity; 
Fu:r;thermore, the negligible share of Ethio:pian-0W!led patents in the total woula_ seem 
to imply that, at any rate until now, there is little correlation between domestic 
inventivenes's. on the one hand and the grant of monopoly rights under the system on the 
o.ther_. Moreover, the large majority of foreign-held patents and registered 
in Ethiop;i.a 'have apparently not been utilized either by their ovmers o.r licensed to 
domestic enterprises for the setting up of· production facilities in the coU.lil.t!y .-- For 
instance, of the 50 major manufacturing firms in Ethiopia, y only a few were: knmm to 
have utilized foreign trademarks 'registered in the counti-y. 3.J'. ·Most of these firms , 
were or affiliates of foreign' firms, and only two were domestic firms 
trhich had obtained rights under franchise agreements. ·In the case of these two. 
agreements the actual technology transferred was negligible .4/ and, as ment'ioned in 
chapter IV below, the agreements involved restrictive cond:Ltions and strict quality' 
control by the oi:·mers (transnational · 

.i With respect to patents, none of the 50 firms had licensed foreign patents 
registered in Neve:i;'theless, a few patents that uere licensed by these finns 
had not been registered at all in the count:ry, in other words they did. not enjoy any 
legal protection in Etb,iopia. This indicates that (a) th_e .grant of a J:egal protection 
to holders of patent.s and ·trademarks under the existing ·system did not constitute a 
sUff°icient ·comlition for the transfer of technology, and".(b) the absence of legal 
protection in certain cases had not prevented the licensing of patents to.Ethiopian 
firms provided that the 01·mers of patents .were able to ·negotiate favourable terms for 
themf;lelves, i.e .• bargaining rather thru1 monopoly p;rotection accorcled to patents seemed 
to have been the main determinant of the transfer of technology. 

1./ See T:P/B/AC •. 11/19, especially Part Two, Chapter V. 
y It should be mentioned that the 50 firms referred to accGunted for over 

70 per cent of manufacturing value added (see Chapter III) 

2./ Q.uite/possibly, the number was somewhp,t larger. 
f!J See Chapter IV. 
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CH.AJ?.TER II.I 

·. OWN.@RSHn :m TR,ANstEn · ;rN -THE · HAuu:FAcTtinrNG 
· •. . . . . . .. . : .. · ,· 

1
. SEC':rOR .. ' . :, ', .. · .. ' ·. , . ·. 

•I • ' 

: ' ' 

. ',_" : :t • ... / •• ' \. ;:: •• ' . ,. 
"•' 

, · '· " , :. · · · · · " · '.A. - Int-r.¢duqJfon ·. · ·. · . : · · · 
• • • ' { ' • l . , • \ ' ' • ' ' ' I •" '(•', • • • l I ' '; 

'8·3. ·« E.thi9pii;i. -bGen al+·· economy . in whi'dh preconditions· .for ·and 
growth.· of· commod:i. ty. producticin, of which moderµ. niti.i:iuf acturing" i's a part·; "·have· 
been. cre:atea:.; by .. .. directly ".indirec.tly. t.lir.ough 
foreigfi· ·public: loans, ·and .by. th'e .of url:?an C?'erttre's. · .The develppmeht ·ai'··modern. 

.:'.manufactur,ip.g, shoul.d: be seei1 in the of · 
· ·admiID:strati'l!'e condi "j:;ion.s ·in Ethiopi.a;, fn .tl:J.ese prove_d .:. 
favourable to: wislilp.g either::t9 . 

. Ethiopi:a: or. tO. lease ·techriolo'gy. under ·contract , to: C!.6mf3sticr. fil"Ills. : A consider.able ; .. 
of techno1ogy· imports was in. fact with· foreign .investment. . 

There two for. this;·· first, there were·, iri.the·modern sector, . 
few domestic firms' in:.· a. to negot.iate .·sui t,erms and. uti:l.i·zing 
foreign tephno·:j.ogy ·under licenc.e; and second1 ·the desire· o,f technology· In · 
"severil 'cases, to acquire· .. eqUity h9ld;fogs either 

1

as 9: 'compleinep.t to, ox'·'in'l.:i,.eu:o.f, .. 
other ·forms exercised directly or indirectly through contra.ctu'a.J; . "" . '' :. : . 

' ' • ' l ·' .... arrangements. . ' ' •, ' . ,, , . " 
• ' '1,', 

·. ';"'' 

84. The chapter has three •. :.:The fir.s.t. of examines :the gross 
- ·inflows of foreign investment· into Ethior)ia .. ihe perioa_ ·. In. the next 

secti6ri: the "br.anch .distribution of foreign and capi};al and the ownership . . 
. ·pattern 'of· ·5],. firms in:· the manufacturing eiedor in Ethion.1a ·ar.e analysed." . In 

the 'last some of ·the. major ch8.Xacteristi'9"'s' of these· 51. firnis. are . . .. . . ' . .' ', . 
'. . . 

B_. · ,Pirect .'for8igg 
. . . .) . ,• ' .. 
•. ··:Table 5· gi ve.s data concerning the. g-.coss inflow of foreigD. · i1rivate lorig-:-'term cap.i. tal, 

almost all of which was in. the form of· direct f oreigD. im:-e·stiji.ent; ·for the period· :· . 
. 1.950..:1969. · On avexaie ,- ."direct . forelgn· investment was 'qui 'te. small duririg '-the :1950s;:. 
·heavy inflows· 'occurredf in the period 1960:....1966 when the gross· inflo-vt. varied'. 
between 35 per ·cent and 69 r»er cent of gross fixed capi'tal formatiOn' in mining a,i:icl . . 
manu.factu:r.ing (see eo1umn 5 of Table 1) .J} The perio(j. .of r"cipid inflows ·seemed to 
correspond close,ly th ·the. phase of 'the rapid. es.tab:iishme11t of 1.mport-:'substi.tuting . " 

. industries ·in arid, in with .imp.ort substitution in· tpe· ·consUI(le:i::i 
". gooa:s and, 'to. a· ·1esser .extept, ixi· ·the· intermediate .and capit'al ·gocids'"'ineiustfies.g/. 

By.the. later ·1960.s substant'ial .impoxlt substituti6n·i'i1. ';the. co11.s1J'.nler goo.ds sect<)x: :had r :· 
: ·alrE:!acty taken place;: arid this is in a fa;L:!-:j.ng...,off ·in ·d:b;ect ·foreign- · " ,. · 

investment. · · - 1
,.. • • • • 

' ' . ,'-.. :.; . 
' \ -.. . •' 

1./ Since a .large part of -was to have be'en -
· in manufacturing an¢!. m,ining the· percentage.s · gi veh in text 
would· seem to provide ai1 appropriate basis for assessing. the possible significance o·f 

· these· · - . · · 

· y See Guisinger·, cit •. , and· also Chapter I of the present .. 

,'\. 
''; 

1 
I 
·,.) 

I' , 
·' . . 

', '! 
•' . ' 

... .r. 

. •/ 
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86. The figures for gross direct .foreign investment in Ethiopia do not reflect, 
however, thG actual net trans.±:.er q_f. ,,±;o,:i;:ei<S'n · and technology •. 
There are three reasons· :'$b; a of.the reported figure for 
gross direct foreign investment· .. af· i>einvested· ·eearnii:igs, and these simply 
repri:;.sented. foreiBTI; .claims on .. inves.Hb.le_ 
any transfer of real resources fr<:Jm abroad. a. 9.J.. ,tl).e reported - · · 
figur_f3,.JS .accountt?tt .for. by .the qapi talizea_ value" of eq.uipment· onGl· kJ.:J.'01•r-hov from 
abroad." .}rhe. :reported· value ".o:( these p:r'Dducti.v·e facto::r_s,'.oftcm bear..s· but. a .tenuou.s. 
rE?lationship "vJi th tl;J,eir true Valu\0i, because of the 'ppssibili ty Of ·OVOr:....invoiciri'g •. 
Thir.d, the figures show gro.ss ;Lnflows, 'i.e. they do not allo1·: for the outfl.o'w· of · 

from. E:th.iQpia ·- and. . 

C.· · E2rei@· control . .9_.f...!ll§:P.:.1:1-fa,?.turing. firms -and 
o:f manufacturing industries in Ethfo:pia . 

87. The preceding section di.scussed foreign irivestme:p.t from the point of view of the-, 
net contri,bution it n1ay make to the availability. of resources· ( ca:_Qi tal and. technology,) 
·in Ethiopia.1/ d-irect foreign ·inve.stment has :another and equally 
aspect. That is. the degree. of Gontrol over indivia.ual firms, artd (at an · " 
aggregate J.,evel) over individual industries, uhich·is established through the equity 

obtained on the basis of the declared value of the o!igin$]. foreign 
investment'., 

1. 
1-

Fo:teign control. over mai1ufac-t}l}'.'ing industries in Ethiopia: 

88'. The annual of reported foroi'g11 .investment. during the period 1950-1969 'in 
part gave rise, each year, to foreigh. claims on the ownership of equity in ... 
manufactu:dng industries in Ethiopia. the. Jear 19.69/70, as shown in Table 6,. the 
·Stock of P?id-up-capital in the manufacturing sector in·Ethiopia amoui1ted to . 
E $ 323 million. · Of this the important s'ingle element was the foreign holding, 
which accounted for 43 ,per cent of the total, :followed by Ethiopian Government holding'.. 
of. 38 per cent •.. M9reover, the figures for fa.reign .e.qui ty holding the .. 

ve foreign in eg_ui ty in certain cases equity .bolding classified ·a.s -
11Ethiopian pri.vaten, in fact represented_ holding by foreign-controlled firms registered-
in Ethiopia CJ?d treated statistical· purpos.es as 11Ethiopiru1 

8'9: The. aggregate figures given· above . .for equity O'lmership in the manufacturing 
sector are. a poor indicator .. of. the extent of foreign control in the sector. A 

of this control as .. a minimum, of the number 
of sect.Ors. 1,vhere foreig.a equity is the character Qf tb,e. indust:ries in: which 
fo:neign equity holding predominate.s (i. 13. wbether these se.ct,or.s tend to be 11 trad.itionain 
or 11 modern11 ), the extent of foreign equlty holding at the individual· firm level:· · · 
( ty" or 11 \ninori ty11 )' and the .deg-.cee of diversity in the origin, both by fore'ign 
country and foreign firm, of capital 2Jld technology. The on the 
first two o.f ·these· :points· is given in" Te.ble 7 - the third peiilt is :,tat·er in . 
this section .fo:1;1.rth i.n .. a section of this chapter. 

. • • .. t .' .· - • '. .' •.. ' ••• . . . . /' .. ·• . . ·. :'- .·· '· • ". ,-. ·•' 

• ,- ·- ,.• li\ t .. • t _,, • \'' . •• , , , • , ... , .• 

--.,... : • 'i · .·· , ·, 

-I . 

y .Some of these claims na/thel;: ye.a,;;s. t6.:·£9'5o. . :": - : /'; ' .· 

- \ 
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'1 • ., ,... - ' 

Sl.1fil:'e of · ta:i', ( fo:iei@1) 
·in ·se9to:£§. · . · .. 
.· . ). . . ' :· .. ' . ' ' ' . ' . 

,• . ,. . ' 1 . 
. \ j · : , , · 1r . Inflow ·or :Pri va:!ie· 

.
1 

, . ,,. capital (fo:i::'.eign:) .. 
Year n·· · t" . ,J -. 

1 
· irec .· 

G=!'.'oss fixed 
capital ·, 
fr1 manufacturing and 

('3) as per· cent of _'(4) · ·" .. 
l . · · foreign ··Loam:·: , Total 
t . ·1 investmen:t ,_...:...____L_. ·. ' 
'l . . .(1) .... :. (2) .. _(3) 

· t ,!1 ,· . .· · · .. Eih.: ... ·' l . ____ _:;:;...;:.;;:;:.;;.._....;';:;...' __ _ 

1 ;i.950_ L · . .' .. ' ' 

I , ' l' ,1951 
. 
1 

' ·"1·9r2 I ,.i,:). 

"1'. 1953 

1
1954 . 
1955-' .. i 1956. ' .. 

' q ... 

1. : " 

• • 'I 

· •• 8• 

• 'o • 

· .. - : ' ' 

.. • 
'\ . . 

'• .. 

. • . 
. .• 1· 

. ' 
. : .j_9.3 

'15-.5 

. ... ·17 .;i. 
.. 

. 4;2 

' . 

'·. 

(4) 
'l : . 

... 
. : 

·• . 
':·"' 

•• 

Per cent 

·.· '• 

o·G ·. 

' .. 
' , .:, "•, 

I r957"·, 
' · .. 

'. 1',• ·,.' ' ' ' > • 0 • ,' ' 

' 1959 .' 
\· .. 1960 .: '• 
'f:._i96:{.- .39.0.' 

.. . \ 
. .. ", 

.. ' 19.9 
... .22.4 

'' 
:·.: ,,1 

' ' ;_. 57· 
:· : -.69 ." t 196; ,.. • • ' . 29.·9 42.0 

1963 y 29.4 2.3 31.·1 46.l . 69 r · · ... 

: " . . ' 

' .. 

.{'1966. .2r.4.··· · .i..1 -. 2e .. 5 -71·1 ,.. . · ·.·31 · 
I . I 1967 . · 7 .e 4 .. 9 i2.7 95.4 . ·. 13 .. 

. I 

j ·196s . s s ;.a · · -)3•6 n;;. 6 · · 21 · · 
. !....,.' 1_9_69_ .. _.· '_· _.:_6._.1_·' ---''-' ·_· ._·: 3_:_·_· :_ .. _ .. ·_· '.....:...: ·...,.....· ..... -__;,,,----'"'-' 5 ___ . ;-" ....,.,. '_· _,_· ._: _,. _ .. ·:;_,,1_3_ .. _)_ .. _..;a.... ., '.' 

. : I 

· o.f ·foreign capi.tal fr-On1 1950-62 from -Stanf or'd::Research I11sti tu:te ,. 
n1ridU.stiial Investme:ht, Climate in .Ethlbpia11 , Re:port No. 2. July 1968, ·page 90. :".' 
Data on. inflows-, from 196}:-f)9 .from _9,uarterly Bulletin.- National Bauk of Ethiopia, ... :. 
No. 32 (91), March 1972, page 59. ·Data ·on fixed capital"formation 'in 
manufacturing. and mining _from Nationa).. Ethiopia. 

'• - ;-'_\_· 
,: ! 

,'\, ·.• 
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Table 6 

Forei and Ethiopian 
1:E:_ the manuf ac ·burin 

Ownership Value· of :paid-:Up 
·capital 

Et." tt•> million 

Ethiopian: 184.,2 
Public 124.5 

Private 59.9 
Foreign _us.:; 

Total 322 .• 6 

SoUJ?ce: Table 7. · 

I 
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in all firms 
0 

Percentage 
share 

(2) 

Per cent 

51 
38 
19 
A2. 

100 

90. Table 7 shows that foreign equity holding has a dominqni! posi.tion more than 
" 50 per cent equity holding) in as many as 23 of the 34 branches. In ;fact, in ten 

manufacturing branches the foreign participation accounted for as much as 
80 - 100 per cent; in nine it was between 60 and 79 per cent; and in four it ranged 
between 50 and 59 per cent. 

91. With regard to the second of the characteristics of foreign control mentioned above 
the table shows, as might be expected in view of the evidence in other countries., 1) 
that foreign capital and technology seemed to have concentrated me;Unly in modern · 
manufacturing, particularly in those branches which were among the more dynamic and· 
technology-intensive in the sector. Branches such as fabricated metal products; basic 
metal industries; textiles (the largest single branch in manufacturing in Ethiopia); 
food products; and several branches of the chemicals were dominated by 
foreign firms. By contrast the majority of branches where Ethiopian capital wa!3 
dominant were among the more 11 tra0.i t-ional 11 ones in the sector.· At least six of the 
eJ.even branches were of this kind - tobacco, beverages, paper products, printing, cement, 
and grain milling. Of the remaining vthich corresponded to "modern" 
manufacturing, had a marginal majority in three and a significant majority 
in only two branches. 1/ 

1/ See Constantine Vaitsos, "Foreign investment policies and development in 
Latin Jlmericarr, Journal of ti0'ld Traa_e Lrn{, vol. 7, No. 6, Nov. :Dec. 1973, op.cit. 

· 1} Ethiopians .also had significant capital com.mi tted in sugar pro.cessing and a 
branch of textiles, al though in both t;hese branches foreign cap-ital still retained a. 

·majority. 

/ 
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Table 7:, 

,, 

,. . ' . . . '' 

No. of .. 
establish-
ments 

. . ' ... 
Fabricated metal ·..: · -· 

1 Electrical machinery 
. 2 Structural metal products 
3 .Fabricated metal products 
4 . Cutlery, ha,nd tools,' eic. 
5 " . Basic metai industries . . , 

Leather and shoe 
6" Ta.niJ.eries and leather 

. '; 7 Foo·twear ;· 
"Wood products 

" 8 Sawmills, .. ' 
9 Furni turei :ind. fixtures' ... 

Textiles '. 
10 Ifni tti'ng 
11 · Furnished textile goods 
12 Wearing·apparel 
13 ·Spinning and weaving 

14 
15 
16 
17 
18 

.-19 

20 
21 
22 
23' 
24. 
25 
26 

; 27 

£extiles· - " 
Food prnducts . 
Dairi products' 
Miscell. food pr,oducts 
SU:i?;ar · · 
Meat ca.lining · · · 
Vegetable .a:na: anim<il oils 
Grain milJ,ing and bakery 
Chemicals ,, 
Plas'tic ·products .. 
Paints :ind 
'Soaps, cosmetics, 
Other chemical products 

· 
Basic.industrial 'chemicals 

-Rubber prQducts · 
Petrol euni .refin.:i,ng 
Non-metallic productsc 

28 G1ass and giass products'." 
29 Structure, clay products" 
30 Cemerit l:i,me ·and: plastic . 
31 Othe;r nqn-metallic p:roducts 
32 ileveragS · 
33 Printing and paper products 

34 . Tobacco. 
• ! 

Total ma.!!u1S:cturing 
.•:' 

' 

2 
,_., ·4 

3 
4 
3 

" '' 

7 
.6··. 

.. " ' 18'. 
7 

11 
3. 
4 

'.'l.5'" . 

2 
4 
4 

.. , 

13 
19' .. ": · 5o .-. :· 

... 
6· 
3 

'4· 
2 
1 

·4 
5. 
l 

4 
' 6' 

7' 
11 

'28 
20 

2· 

Value of paid-up capital 

Private 
(1) 

: 35 
.211 
660 

1,173, 

.. 160 
595 

l,S-97. 
.89 

1,112 
1,319 
\ · 520 

·10;807 

162 
. 806 

11,905 
1,450 
2,144 
5,506 

' ,, 

362 
382 
749 

57Q 
343. 

300 
382 

2;560 
589 

9,546' 
2,9?0 
... 

Ethiopian 

Public· 
(2) 

Foreign, 
Sub-Total 

(3)' ,: (4) 
........ 

E $ · thousand · 

419 

7,269 
1,000 

200 

450 

3,957 
54,642 

'14,100 
4,94:!5 

.9,603 

.. 

'. 4,311··. 

.. 

35 
211 
660 

2,150 

1:60 . 
. 595 

1,897 
"89 

1,112 
1,319 

520 

28,941 

162 
806 ' 

19,174 
2,450 

. 2,144 
5;706. 

. 362 
382 
749 
450 

570 
.4,300 

' . 300 
382 

16,600 
/5,532 

' 
12,582 

4,311 

700 .. 
720' 

2,930 
l,430 
4,450 
: ... , 

2,.240 
2,352. 

:1, 968 
·l,.388 

3,737 
3,231 

'•l,021 

.. 37 ,658 

7,958 
30,368 

3,377 

3!136 

2,628 
568 

1;301 
650 

505 
615 

738 
5,142 

4,.505 
4;183 

· Total 

·.(5.) 

'700 
755 

},141 ' 
2,090 
6;9·06 

2,400 
2,947. 

"::.j,'86·4 
1,417 
'.··· ·' 

. 4,848· 
. . 4;550-

. ,l'.5lJJ. 

"66,.6oq 

2,266' 
8;764 

49,542 
5,827 
4}158 
8,842 

... 2, 99ci· 
950 

2,050 
;i.;100 

"1,,075 . 
4,.915 . 

54,642 

3,001 . 
1,120' 

2:i,,802: 
. },507, 
19,49( 
'16, 766 

,4,:3:1) 

124,473 184,345 .138,293 ·322;639 

\ 

Foreign 
share in 
paid.'..up .capital 

. ·(4) .··:' . (.5) 
(6) 

·Per cent 

100 
. 96 

93 
68 

·'. 93. 
80 

' .. 
... 

51 
94 

n. 
.i 71 

66 

"57 

·93 
'91 
61 
58 

·A§. 
'.22. 

88 
60,:· .. . 63 
59, 

' \ A2. .. 
Al 
12..-

.. 

90: 
66 .. 
£.4_:. 
26 .. 

n 
£5. 
-

: 43. 

'.• ' > • "• • ' ' ,. ,' J .. 'I .•' • " 

Source'i ·Annual. Survey of Manufacturing Industry for 1969(70, Miriistry of Commerce, 'Industry :ind· Tourisll!• 
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2. Foreign control of manufacturing fi:rms 

92. The preceding sup-section provided information on the degree of foreign control in 
34 branches of manufacturing indust:r;y. in-· Ethi?pia. · ·since· negotiation::;i and 
bargaining about foreign techriolo.gy are .. conduc·ted at. 'bhe level of inc1ustrial firms, :i,, t 
is essential to examine the of ownership of these firms, determined through 
barg$,ining .. with the.E.thiopian Goverrunent or with Ethiopian ,. The· · ... _. · 
sigt1ificarice ;of at the: firm level Has especi?-1ly protmunced ?-n the Ethiopian 

t:P,e manufactl,lring sector,. was dominq,te<!l ,·by. ratl1er. a ·small ,.nuniber'.'of 
fir)1ls. . .. In there were. only 37 firms in the which,.. i11: .. re«:-:-orded 
value added o.f E $1 milliq.n. or \mo:re.J} .A.bout 14 other firms either were subsidia1"'ies o.:f 
foreign firms br had con:tractual arrangements with ·such fi·rm:s. These 51 firms 
consti tui;;eci the 11hard core 11 " of m'.anufacturing iri Ethiopia and, as £?.:P.ovn1._ji?. .Tiible B., they. 
tlone.,. >&lt:P,ough ·9011sti tu ting. obl;y-".};l per cent of the tot1i nrun'qer of £:1.r.ms in the . 
sector, accounied.. ;for .. 80 per ceri?c. of paid-up-C?.pital, over 76 ·per cent of value added 
and: 69 .per cent: b'f-- employment in the sector as a whoi'e ·. : Conse,q_uently it was the 
ownership $tructure of these fe'\·/ firms tbat was of critical importance for the 
evaluation of control.g/ . 

. . 
93 .. The ·a'haracteristics of ownership of 51 major firms as shm·m in Table 8 may he· 
si.:urm;iarized as foll9ws. First,. 'ii1. as maxzy as 29. firms fo,:reigners had :an outright 
majbri ty ·O-f· the equity (i.e. 51 per cent or more), in another four they had ?O-,per cent, 

':1/ This information was obtained from the llnhual Survey of Manufactu!i:ng 
'Indu.stry ,.. J\f4nistry o.f Co:rrim.$rce, · Industry and Tourism. 

·y In Ethiopia the corporate se.ctor (which is the subject of 
analysis in this study) and small-scale industries accounted for 5 per cent of GDP. 
each,.in 1969/70. However,· little uas ki-10wn of the state and composition of 
small-scale industries. The latter uere usually located in· households. and ··smcill , 
workshops -employ±ng--fewer than five persons and depending mostl;T on own: or family 

" , skills +:?.th.er th;:in machines seemed to. ·have played the" predominant 
role'. in these Almqst in ·tJ;leir- totality they h0ve remained·· isolated: 
from .foreiiSTJ. technology 'or capi taJ_. . :with to the corporate mari.ufa9tti.r'ing 
sector, the Annual Survey of Manuf'.actu.ring Industry, 1969/'70, covered 479 . . 
establishments. Lib:: the small-(3caie inQ.ust:cies, mos-t of these enterprises. wecre also 
small. or very small ;.in size'" and employed simple technology which in most .cases did 

, not .. a.Il.1. ;f()rl):lal contractual arrangements .· 
F;urtherrii6re most ·Of the_m Here known t.o have .been o,wned ?-Pd ope.rated: by .the ;f.9creign ·· .. 
residents· in. E.thio:pia. · ... c. ' • · • · • · • 

' · .. ... ' 

.-

I 
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.. :s. 

. .. ',..: 
Forms o:f.' 

'Ownership 

. ! 

. ... 

51 :P'e·r ce_nt. 
and ov:er 

50 per .cent 
foreign:.· 

C •. Mino+ity 
foreign·: 

D. 
Ethiopian: · ... 

· ·Fri vate · ... · · · 

·Publfd' · . 
· E. Unspecified 

. 
Sample total .... , 

Total manuf-
acturing 
sector 

Taple 8 
"• . . . '· . 

.. 

Nd.of . Valli.e .Employ-
firms canital - . . added me.nt ''. -

I. : (1) '(2) 1 ·· c3) " ,. 

E mil'iion _ti;. . : No. 1 000 ·· 

1.2. 122:7El 18.1 

.4 -3.hl· 44 
2· Jd/· . ·£.;.;lsd 1.1 

... 
1Q 97. O":.' ib§.. 5.:.2. 

: 2 " .. 3' 3.0 0.5 
. .. 

8 94.7 30.a 5.4 
2 ..!..!.. ll.:1. . 1.:..Q• 

: . .51 177 .q. 33.6 
' 

l" ... 
. ;\. 

322.6.i/'. 
.. ... 

:#) : .. 
Lr7 . 234 .. 9 ..49.4 

,,. 

. '1 ·.) ', '' l' 

Per·cent share . 

· P,aid,-up VeJ.ue 
ta,1,. · 

.. (4) .·:·' .. ·(5) 
:1 ', 

Per·: dent 

..2.§. 

11 14 
' 

l " . .?. ._ 

22 .. 12 
1 ·2 .. 

·29 13. 
.. 2 

.. 
.80 76 
...... .. " 

,, 
.· 

100 •' 1.00 

Employ-.... 
me:p.t·. .. 

:, . 
\. 

... ' 
' .. 

: 

21 

.14 
\: 

.2 ,r-

...12. -. 
2 

10 

.?. 

' 69 

100 

·Source: Annual · lYiflill:_uf acturing · 1969/70 g · Mini st;,y . Comerce 1 
·, Industry Tourism • 

.E:/. This refers to the ·total of both foreign and tal. 

E/ Data on firms not . · 
.- . 

,· :·. 
II "eight . II 

• ··, ·' 1' • 

II . II . ' \ .. ' 

2.) · 11 11 · one firm · 11 !I 
,,, .... 

\• 

· · 11 '· 11 two firms· 11 11 · 

e'.rs- to number of es.tablfshments. 
" . 

E/ Refers· to paid-up tal in 263 
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and in five firms foreign participation ·was below 50 per cent.J}. Even in those cases 
where foreign equity holding was less than 50 per cent, there may still have been 
effective control by foreigners because, ·foreign equity represented a single block vote 
and because, as shown in Chapter IV below, such shareholding was always combfaied with 
management ·contracts. In brief, 38 of the 51 major firms in manufacturing.in 

, Ethiopia were either .foreign-owned, or foreign-managed, or bothr ·these firms, 
moreov19r, ac9ounted for 75 p·er cent of the value added by tbe sample firms and for 
57 per cent of the "Value added. in ·the whole of manufacturing in Ethiopia •. 

94: Secqnd, only ten of the 51 firms were 'wholly Ethiopian and these eight· werE? in 
the public s.ector. In vi·ew of the particular manufacturing ·branches in 1yhich they 
operated these firms had substantially 101·1er ·ratios of added to :pa;Ld-u:p-capi tal . 
than firms with foreign participation. When these Ethiopian firms were weighted in 
terms of their share in paid-up-capital they accounted for 30·per cent, although their 
share in value added was only 15 per cent. . Thus, measures ·of foreign control based on 
paid-up-capital alone tended to exaggerate the importance of wholly Ethiopian 
enterprises in the 

95. .;The·· analysis suggests that the inanufadturing se.ctor in Ethiopia displays several 
of the characteristics of ai1 encl·ave within· the Ethiopian economy as a whole.g/ To 
begin with, foreign ownership of technology and management have led to 
foreign-controlled. firms securing a dominant lJOSi tiol'J. in the se-ctor. . Domestic 
enterprises have; ·therefore, been confined to- a relatively minor role -in·the 
and their · bo'th in terms of numbers of firms and in terms of share or' output, has 

l./ The detailed frequ19ncy Q.istribution of foreign equi.ty holding was as follows: 

Per cent of 
foreign 'egui t_Y 

100 
80 - 99 
51 - 79 

. Not available but 
knovm to be 51 per cent 
or more· 

50 
40 -·49 
30 - 39 

Total 

Number of 
firms 

9 
9 

10' 

1 

4 
3 
2 

38 

gj .An enclave economy, as generally una_erstood, is one in which an important 
sector of the economy has only a' tenuous link vii th the re st. ·The reasons for the lack 
of integration are: (i) foreign control of the sector in question; (ii) expatriation 
of the surplus generated within the domestic economy; (iii) export of most of the 
output of the sectors; (iv) use of law-wage domestic labour and land obtained at very 
low cost. It is this concept which has been employed in the analysis of 
.plantaf[on economies and of economies where, exi;racti ve industries were importai1t. 
(See H. Myint "The gains from trade ana. the 1)ackward countries", Revie:w of Economic 
Studies, vol. .22, June 1955, !-pages 129-142). The sense in which the term is used in 'the 
present .study differs from the above in that here it refers to the manufacturing sector, 
and, in Ethiopia little of. ·the manufacturing output is exported. 
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been inhibited. A related characteristic of the enclave structure Has that qo:th the 
size end the' di.st:ribution of the surplus. ·generatecl within. the sector was 
determined, .for the m9st. part, ·by :the foreig'?-1-corittolled firms ( th;ts will he " 
discussed .in detail in Chapter 'VI).]} I:q ·aa.di"ti,on, not only .was the relati.onship 
between for8i@l enclave-· and the remainder of the· i:;ector marked by the . 
characteristics .desc:ribea., but the encl.ave itself had s9me significant features which· 

. ar'e discussed .in. the following sect:i,on. ,_ 

I• 

Owing to E.thiopia1 s position as a least cou:q;t.ry. '.the .type's of ·technology· 
haV.e had two principal. features. Ii1irst · su.ch · :'technolo·gy was ·already· . 

·widely disperse.a. in the world ··economy bet'ore its introduction into .. Ethio9ia; . and· 
secondly, such technologjr had a long history (i.e. had. been in use 'for several. y,ears) , 
aml, .t.,,nd.eo. to be no11.,.,..p-:'¢opri·etary an¢! easi1y,1:a:·t:.nsruiseibl.e. Beoause-.,these:' 
:processes were. widely known and 11idely disperseg.. in the uorld economy, other 
,countrles whose prodU,cti ve' forces developed· more rapidlj-' than Ethiopia' s have been in 
a position to provide. the necessary technology and managerial skills • .?} .. Tl:J.us- the · · 
technology ,and manageri·al skilJ,. imported in Ethiopia have an int'3rmediate character not 
only with regard to the 'type 'of technology hit· also in the sense thq,t a number . 
countr.tes of origin o.f the skill and tcqhnolot,iy are ·intermediate.2./. · ... , .. · · 

· 9.7. Table .9 shows, in s,trikirig fashion; ho1·r cliverse a.re the countries of origin' of 
'those. ';'hi ch haye \31:?.J??l:ied capital, technology- and management to Ethiopia, :_:-_· 
through which these elements have. been transmitted.. Ho-i-1ever, of the eleven sources of 

.a:nd managemen't, four Japanese, Irnµ.an -and Italian) 

. 1./ See Hans W. Singer, uThe oistribirtiion of gains between investing and . _ 
borrowing· ,!lnerican Ec-:momic _Review2 Papers a:.r'ld Proce.edings, Vol. 40,, 
and Sven The 'Sh§.dow: Latin ilE1:..EL.rica Faces the Seventies, Penguin Books,· · 
London.1972. 

y One of the points brought out by_ a "product cycle" approach is that older 
:processes are more easily decentralized and it is- products prod:uced ·,by older processes. 
1;1hich ,?J;e by Ethiopians. . !or. a 

1

disc'.lssion of a '''P.rodl?-ce, . . · 
cycle 11 view of inte:r:national and inves·i:;ment, see Raymond Vernon, 
investments and international trade in the product cycle", Quarterly Journal of · 

' Economics; Vol.' 80. 1966 ·pages- 190-207, and R. ·Stobaugh, The Iiiternational Transfer of 
Technolog:v in the Establishment of Industry in Tieveloping-Countriesj 

I (Uni t_ed Nations Insti.tut'e. fo:r- .. Research (UNITA.R). resear'?h :i;'ep9rt,. No:· 12). 
' . . l . ' ' . > • 

3./ In terms of the absolute· size of the. mariufactu.ring' sdetor.· . . . ' " 

' I 

.· •, 

'. 

• I 
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.Table 9 
' ' • .t 

, Owner.ship- of eouLt; 
J-n . .a .sanipie 

.. , . .. - . -.. . ' Per· cent of .;,.· 

Origin of equity holding. 
1- equity holder· .. 51% l 501 l 

.. or over I or less 
" 

I 
.(1) (2) 

\ . -
Numb'er of firms 

. United· States, 2 .. -
UD;ited Kingdom 2 -
Nethe.rlands 2.· --
French 2 -

' 
Scandinav:j_an 2 --
Israeii 1 \ 1 
Japanese 1 3 
Indian (Asian-: 
African} 2 2 

'Italian· 
.. . c/ -#/ .. 

' I .-
c_V l Leoanese -I lfued 

.. 
.3 - -

--l Sample. total ·29 9 

.. Value Total A¢1.dGd 

(3) (4) 
!_ : .. 

. . 

2 .. 
.2' 2,054 
2 37,4orJ/ 
2 4.,.625 

'. 2 564. 
' .15rJi 2 

4 2.- 515.§/ .. ), . 

4 11;99&2! 
11 36,1323 

2 4,408 
2 1,040 

3 

38. 133·,412 

". 

I• 

\ 

\ 

-
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, 

' 
;Per· cent 
share in 

·value 
added 

(5) 
-

Per cent - .. 

2 
28 

-3 

1. / 

19 

9. 
28 

·3 
1 

6 

100 
.. -

Source: 
i . . ' 

Replies t0 que·stionnaire and data obtained from the .Aimual Sur.vey of. '. 
Indust:r;y .. of ·Com.me-roe, · ID.dust!Y a,nd '.!.'.0,uri·sm. 

for o:ne firm not available •. 
• I 

Data for two fiI·ms not available • 

.£/ -At least five firms include equity-holding by indigenous expatriates. 
! ; 

2:/ .All owned by indigenous expatriates. 

&} One fil;'m owri:ed by indigenous e:iqJat:tiate. 

; 

. I 
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together accounted 84 per of. the added.· Thi.rs those.industrial 
countries, i.e. United.States, United Kingdom, France, Germany Federal Republic of, 
and.Switze.rland, which .. are usu'ally.fohn,d·.to.-;be' majo:r. F'1Uppl'.J..ers of c.ap.:j.taJ.:',and technology 

''in .other developing ccnmt'ri'e's:; .::WoU:ld .. ·.se-·em· ··to' ·play at mo'st; .. only'··a ·minpr role in ' 
· transfer of ·.technology to 'E'thiopia, thrp:ugh :rore·igu investme.nt.y'" The· 3}3' · , · .: :. . · 

.. foreign-controlled ·fir!J1s .mentioned in tht,::. table are no{ al],. or. affiliates 
· of_iforeign, .corporaUons with:headguaT.ter-s-abroad·. · ·At. least e.leven· o'f"th0·3s.·are· 6Whed 
'and managed; by expat;dates resi.dent .in Ethiopia, J;tal;ians, Greeks., and Lebanese .•. 
Such. fijms differ from foreign .·subsi.d.iaries in that decisio.ns. ·are· taken· in 

.. _.pD.ly a; $mall",pro:portipn qf .their operati?n is :outside ·Ethiqpia, 'and the·· .. ·.: 
H\lrplus- _generated by their operations tends to be'· reinvested in Ethiopia,.· . . . .. .. ' . ' ' . . . . 

98. to be some clear patterns ).n the kinds ·af. in which'tlie 
· h;rms f:rom-·var.ious· ·c0untries ·have co.ncentrated ties and .in, the ... impori;;Ein:ce · '. 
· o:(. Jlfaj_or.i .saah--0.f: . ·tiwis 'from the· · ·:· . 
. .(.ex0luding 'Italy . tended to . concentrf3,te. in. 1 
PJ?ima:ry·pro·cessing g/ than. import-substituting activities, and in all cases tl'.J.ese' 
firms have majority foreign control.." Second; the .firms from' India, Israel; Italy · · 
(excluding firms) and Japan have .tended to coneentrate on . / . . 

tie·s especially textiles.· . ·In ·contrast· to the fi'rrns ·in. the , . 
preceding» group' these: ,fi:pns are not·· all :predominantly .. 'e.g. 'in' si:k' of ' . 
th:e ten firms in the. :wb,ic'.b: are. of Israeli, Japanese and Indian' origin the.· foreign' 
equi'ty holding ,is 50· per ·.cent .or less. .Jlhird, so .far as' .expatriate-owned firms were ' 
concerned their -:p:i;incipal activ.{ties·'have been .in primary arid,. ·. · 

and in mos.t cas!i'ls indigenous have reta'.inedthe majority interest. 

,!.·'. 

, I ':,., ,\' 
.. '· 

'' I 
• '.1' 

... .. ' ... ... ··-· ·--- ....... .. . . ., 

'•"··"·, .1· . 
. ' . . : .. . . . . ' ,, '.. ' "' 

1 :·. • 1/-'. Jou-.rnal, of World Trade ·-Law, -Nov. :Dec;.'.1973, op. ·-. 
and the followi:ng ·UNCT![l ¢1.ocUiil.E?nts: · · . ..... . .. · -:. 

,. 

"Major is.sues in transfer of. technology to developing· coUrit.ries: ·a study 
by ihe UNCTAD secretariat", (TD/B/Ac.11/10/Rev.'1); '. ''. · · · " · 

- . "Major. issue.s .• ••••• a case study of Spain", (TD/E/AC-•. 11/17) and' 
·
11Major issues ••• a study of Chile",, (TD/B/Ac .. 1i/20)." · 

.Y ·For example,· sugar' leather. tanning,· extraction .and 'Salt · 
· 1. • : • \ · • , , 

. I: 
•\ 

''. 

\ 
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.A.. The role of contractual arranJiements the Ethio.:eian 9ontext · · .... 

99. ·The principal 'Ways in which technology has been supplied to developing countries 
have been through direct foreign investment 9 . contractual ar.rangements of various kinds, 
and airect sales of machinery: these ways have been used either or in 
combina.tion according to circumstances. In the Ethiopian context, as has been 
in Chapt·er III, direct foreign investment has constitut,ed the most important means by 
which ·te-Oh1'i.01ogy has been supplied. ·The role of contractual arrangements has been : 
closeiy "'::t"±nked "tii th and even dependent upon the 'existence of fbreigri. equity 
partici:pa"t;ion. - : "'· 

100. Unlike the in .9ther developing countries, in Ethiopia licensi:p.g. · 
contracts for the purchase or lease of p·atentea_ know-how have been of relatively little 
significance. ')} · - The dominant type of contractual agreement ha.13 been the management 
contract·.· Th'e reasons for this patt.ern have already been ment:iioned in Chapter III. 
That is to say, there were few domestic firms in Ethiopia in a position to negotiate 
.for technology under licence 7 ana_ mu.ch of the technology supplied has been of a 
non-proprietary type. In the latter case, management contracts have often provided a 
convenient way for the technology supplier of securing effective control. · 

101. The subsequent sections of this chapter deal, in turn, with management contracts, 
licence contracts .. , and the ·role o-f foreign machine- ·EmppJ:i.ers. All 'of -the data in this 
cha,pter, except. :where otherwise stated, refer to the sample of ·51 major firms in the · 

manufacturing sector. 

J3. Managem_ent contracts 

102. Of the 51 major firms in Ethiopian 28 had contractual arrangements 
of one kind or another with their parent company or other enterprises located abroad. y 
Twenty-one of the 26 i'irms which do have contracts were foreign subsidi9ries; in . 
contrast, of the 23 firms which did. not have such contractual arrangements were foreign 
subsidiaries. The majority were firms· owned wii;hou.t ties, and thes(?. firms obtained 
embodied technology from only one 9r two machine suppliers. 

10;. ·Of the 28 firms with some kind of contractual arrangements as many as 18 had 
management. contracts. In a few of these cases management contracts were lnixE1d with 
other· types of contracts? particularly marketing arrangements. j/ The Ethiopian cas.e 
differs from that. of hitherto studied in I·egard to the transfer of . 
technology in that o:ri.ly a few firms from the i1well known" countries of origin, 
i.e. United States, Uni tea. Kingdom, Germany, Fea_eral Republic of, France and 
Switz<?rland, entered. into management contracts - in.Ethiopia the principal sources of 
management contracts were India and 

')} See document T.D/B/AC.11/10/Rev.1. 

y Figures in paras .. 102 and 103 derived from UNCT.lill research. 

2/ In cases ·contracts of different types had elements common to management·· 
contracts but most of these have been excluded from the present analysis. 
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. 1. • • • • \ 

Management contracts. agd t:t holdi'rig· ·:· · 

104. The is firms .:with management contracts - these_ accotlnted for<51 per cent. 0.f val.ue. · 
'added in manufacturing·- are arranged·in table.10 together· with firms' in . 
t}J.at sector, accor(!.iilg. t:0: ·of .t'oreign:.?quity The' table shows 1 that . 
in firms ·where" ·foreign equi-ty holding ·wa? 50 ·per cent or le"Ss, ·the frequ.ency with which: . 
management: ·contra·cts .occurred much· greate::r" than"·ir{·the ·<%.her .categoj:-ies ... · ·· · 

I •: -. ' ' • • •, • '• • ':,... ' • • .,_ ' ' • ' I 

105._ 'There seem- to :be ·main reas9m3":for'··the' apparent relationship_-betw.ee'ri:'. 
the frequency of cciritracts' and the' extent» of' equity ·acqUired bi the '. 
firms•. First,-·to_·'sonie' extent Governnierit has thought.·:L·f dHsirable to- i'9.s:j..st 
.commi tmeht;· in fo_rm 'o;t' ·anequi ty· i?vestment _on·. the o:f' ·. 
·as an1insurance possible inadequacies in the·:contractors' fulfilme:nt of ... ' ·· .. 
bargain. 1J , -: · · - · · _ · · 
106. The Is.-· t6 the characteristic's· Of. i'irnis -which .:ent·ered . 
into llianagement·contracts 'in Ethiopia. A maJority of these firms small had .. 
their origin.'·niairily in a't an inte:rmedia'te 'stage. 'of'' industrial development·. y . 
There may be··a· tendency for· i;nich· ·firml? to prefer,· as .they have done in. . · 
arrangements "whi elf 'minimize .. Ciapi tal comril.i tmen ts an·d instead . e;icercise controJ'. through 
management. . . . ,"• , r • • • : 

Ta·b1e io 

The rela.tion·sJ:iip between management cohtracts and equity holding 
- . . . . . . . . .: 

: . : ·.· •': 
, · Number of fir)lls.· ,·, ._ .. . :·' 

·Ownership-pattern 
: :. . ; - With management contract. 

.. -.. 
2. . 50 per, cent. m:-· J,ess :;t'o:r:eigii 9 2::1 
3; ·Ethiopiqn · · · .. · . .10 1 

': .. 

... . 3 
. . 

Sample total 
Manufacturing value added 

(E$" ooo)> 

51 

. ; 

. .. f 
18; ..... 

. 9cfl/. '. .": : 
... ' ·.. 

Annual 'Surve;t·of ·lYfanufacturing +ndu:s_t;ri2 1962/'?o; Minl:sttj,-. °9f_ CoL'll!lerce,. -· 
Industry and a.n:a. resea·rch ·by the secretariat. .. · 

Inclu.des"one joint-ventu:re · e:greement which was -found .to be· very similar a 
contract. ·., 

.2./ Information for seven firms could not be obtained. 

.. '. ;" .. 

. ' "· ·i·' ... : . ·.;•' ·:. 

J/ · '.a· be ft er of· th=i;.s , se.e. ]-.:i0f ,. 

. : 

., 

. '. · '. :t· • 
1

• • : . ,:·. • ... • . • • • ., ,·.' •• • • • • •• • 
..... ; :' • • • < • • : • •• ... • .. ' • • 

.Y , Japan is, of bourse, the exception· to this: 
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107. A third reason for acquiring an equity stake rhay be the desire of· .t:qe QOi;:ttrq,9-tor 
to ;want a measure of formal control in order "to reinforce his ':rµanage:inent. control. 
This is particularly so- if is a tendency for.the extent of-the 
cont;rol to diminish grao.ually. Gabriel]} has· commented on this·point in.his·· stuG!.y 
of ma·nagement contra·cts He suggests that the bargaining power of· the managemeht _ 
contrac-tor wealrnns over ih. the cases he studied he found that .in the contrcict 
extensions the contractors 1 management authority was. curtailed, restrictions were.· placed 
on the flexibih ty of their operation and there were more concti tions regarding 
specific performance. In Etpiopia,_ the management contractors with ·:i;nitia-1 min·ority 
equity stakes appe9r concerned· to ,prevent. such erosion _..of their /:>argaining powei'. In 

· the case of three out of ll contracts with firms in yihich they had minority holdings . · 
the· contractors increase.a. ·their shares; in fact,_ as mentioned·earlier, in two of_ tpese 
cases' a min9ritY' wai:;i converted into a ma·Jority equ.ity holding •. -Further.more; .a .manager. 
of .. one· other firm in,dicated in an interview tha:t his· group was consia.ering increasing 
its equ:i:tY. control. in order. to circumvent excessive interference iri management ... fro;rn 
other .sharehol¢1ers (50 pe:r;: cent ·9f shares in this fi:rm· were he-ld ·by Ethiopians). ,. . . ' . . 

2. The terms · 9nd cqnai tions·. in ·managemt?nt contracts 
\ : 

108 •. The cons:i,.¢1.erations' illf.luencing the decl.sions of a -mana-gement contrac·tor te;na. to . 
differ s'ignificantly from- those influencing a licensor, and for this reason the k;i.nds. , 
of contractual terms qnd conaitions which are sought. by a management contractor are 
not always the· same as those sought by the licensor.. There are two important respects 
in which the management contractor is concerned with issues somewhat outside the · · 
scope of the licens.or.1s .•. 1;iy its ve-ry nature, the work 
of the management contractor ·involves him in the day-to-day· de.cisions of the firm in 
which his service's ,'/:i.re beihg 'LlSed. Secondly, in gel:J.eral·, the management contract.a:(;. 
ex_ercises· c.ont.:i::9l over. a w_ider of ·aecisions taken at the level..'.?} 

109. Ta.ble" il sets out the terms ·and :cona.i tions whiqh were· found in the .20 .contra. · 
examined. The ·table would appe·ar to have two main features. First; the large numb.er. 

clauses conneC'tea.· with the human skill' f·actor in ·produ.ction,, J. e.' c'laus_es con9erned. 
wHh the degree o:f' c9ntrol exercise·d by management., Cl\:!USes giving the manag$ment 
contractor the right to appoint the managing directqr; clauses aff'ectiJig the'. · 
employment of technical and professional staff, and·clauses regarding training. 
Wi*hin ·the clauses· concerning control areas in management, conCli tions affecting 
ovE!rall management 'were the most ·prevalent, ·odcur:ring in 17 of the 20 contracts .• 

110. Second, clauses found in these refer mainly to tied 
.of i1+termediate inputs, particularly ·Of machinery. Explicit tie-in clauses 

regarding the purchase of intermed.iate inputs seem to have occqrred mainly. in 
cont:racts.involviµg Japanese firms. · 

111. The available evidence seems to· su·ggest that· few of these· contracts specify 
arbitration pr.ocg:;dures. 

· 1) See P .P. Gabriel, Jhe · International Transfer of Cor32ora te Skills, Harvard 
Graduate School of Business A&ninistration, 1967. 

:?} It may happen that a licence contract incJ_p_des such stringent ... -:-: 
on the decis:i;on-making -freedom of the licencee that the scope for major decisiQn- ., " 
making within.the firm ii:;i thereafter effectively removed. 
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·.3· · .. ])uration of contracts c;md forms .of 

112 .• Many of. the have maintained their 1·'.· 

in;i.tial bargain;ing. :Bdvantage·s through .. ccmtracts of· long .. durat:i.on (se.e table· ·12). Of 
the 12 c.ontract.s on which information was available,. only one contract "Was for three 
years; :i,n, ," nine Were {or 10 'years. or ·more. In' fact, i:p. two Ca?eS contractors 
wh_o ha·d:.entere'd 'iri:to long cc:::1t-r:acts in the 'firs·t place contracts. 

the ·:termill?Y for '.further lorig to their. control ove:r:'. . 
'Tp:.: 1i3Xchal.1ge for some .. concessions c;m training, sa.le.s and imports. 

None of. tJ:ie contr?ctors·. seeir.$ to have shown al'l.y interest in. training _Ethiopians to take 
over' s:Ui;h, 1,{ey anci techl).ical 'funetions. . ,, . 

. . · .. '. f. . . . . . . . . 
11'3:, ciiscµ$si9n sugges·t.:.i that management contractors. in Ethiopia.:· commonly 

'mi.n'ori ty.: holding in' client company -· the .. exceptions being -l>rimary processing 
. industr:j_es ·:_· ei theT· from part Of. the I S·.initi.al ma.chinecy sales.· Or·. · 
through. ca;bitaliza.tio:p. .o.f . They then buiid. u:p .t:he,;ir eqi.ii ty to 
counterbalance the erosion of control' and/or the loss of opportlinities 'for hidden' .. 
:profit· financing the increase from funds generate.a. in Ethiopia. The·· 

of control is also checked through management ·0+ long duration,'. 
"Which serye th'?. adai,.tional :purpose providing the contractors· .with an al 
means. of remi profits· abroad. . 

Table 11· 

Terms and conditions occurrtng.in contracts . . .. .._ "..__ 
. ,. 

EJ,emen.ts. in management. contra·ets · i :· 
I ....... 

1. Oontrol·areas in·management; 
"(d)' Overa11 
(b) 
(c) 

. o.m •. excluding finance and accounting 

I of .. ;Lnterrnediate 

2, by "the contra ct or 
3 .. r}rii; tations 'on employment of 'technical a'nd profes'sional 

·staff · 

4, Tie-in arrangements 
'!'· •• "(a) · intermediate ir•.put 

" . 
· ( b) ma chine:cy 

5. · Pr9visions for and. 
6. Responsibility" for and feasibi1i ty:. studies 

·with contractor 

7. .Ar'bi tration a.ocording to ICC rules in a foreign country 

8. Total number of contracts 

. Source: ·As" f OJ< .. :ta b;J_e 12. 

.. 

I 
. ! 

17 " 
2 ... ·. 

··.. '· . 
1 ... i·, "": ·:. " 

· 13 · · ... r · . . ._ .. . . . 
. :· . . : i 

''(6). . 
: ': . . : 

8 .· 
·14. 

(9) 

(12) 
(3) 

(20). 

. : . 

., .. ·: : .. 
Figilres in brackets indicate inadequate information on some contracts; 

.:.. . .. 
.. 

\ 
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r· ... ·-· Source: 

Table 12 

Duration oi contracts 

Contract duration 
(years) 

D'nlimi ted · 
10-20 years 

' . 
3 years 

TOTli.L 

.l 
',• 

5 
2 

i 

12 

obtained on the .bas.is of research 
. undertaken by. .. 

. . ./ . ., .. , 

page 43 . 

i14 •. direct management oeen of t1vo namely ·lvmp-
sums and a proportion of net profit on in some cases both have been used. · · · 
Particulars of of payment an& involved are given in table 13. 

·Table 13 

Terms in. riian<?gement 
'" ....... .. . ... " .. Terms· of Payinent . ' 

" 

I 
. 

Firms,g/ 
.. Proportion of.. Fixed sum 

in E I'• 

I Net.profits Sales · 
(1) - {2) Per cent (3) 

' 
'• .A. ' . ·37 ,510 .. - -

B - 10 ··-c (i)-. 30,000 - -
11 (ii)-. or - 4.0 . -· D 30,000 + 10 -

'' E 43;000 - -- F (i) 7.5 : - -
1l - 8.0 -
G i) 30,000 + 8.0 -· ,, It (ii) 30,000 + B.O -
}I, - 10.0 : -
I 30,000 or . - . 5.0 ' -
J (i) .. • ! . - ,, \ 2.5 .. _, -

(ii) '. II 300,000 or 10.0 .. or 2.5 
K 65,000 - -1 30,000 - -M ... . .. . .. 
N None None ·None .. 
0 , None Wone None 
p 

' ... . .. 0. ' 
J 

Source: .As·for table 12 .• 

. The letters have been used to indicate names of firms. 

' 

•, 
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..... c •. · Licence contract.s/ ,, 

. 

I 

115 •. "0nly s.ix of· th.e ·:sample· bf :51: Ethi°opia:p. .. Un.der 
licence up to 1970..-1971.. Data· c9ncerning.-the m..1.mbe:i:'.., date ana:·duration.of--the. licence 

these· .six.' firms are>sli.imnariz:ea:· in. table i4 .. 
'/ . 

116-; The taTble that not· only· is the number· of Ethiopian f;i.r.rns ·with licence 
·contracts s)na11. but that these- contracts are few in 'number. · Five of six 

h§lve ione licenc.e contract each; .for the sixth firf]f,, while ,Precise. dB,ta on.the 
numb.er of ar.e not· available, it· is known that by. 1970/71 it haQ. entered · 
into s'eyera;1 licence .. agre..ements with_ diff·erent. tecbpology s:u.ppli.ers. 1/ The: five 
contracts are all post...;1958';.· i.e., fairly -recent in ·Origin. -In effect, all of .them 

'do :not specify .a fixed ·termi:hal date, since three of the· five· are of tinliipited 
'dura t.ion aria: :.the': other are :rertiewa ble. ' . . . -.,.. ' ,. . . . ' . 

'. 

'llS. The two f:;ranchi·se a,greements have ,e$Sentially invo:i_vea. the· lease of brand name·s., 
of internationally khown products (Pepsi-Cola. and to Ethiopian f:li:ms. The 
o-wner:s of brand rt.ames ·(franch:LSors) in both qases took; no share in the-equity nor diet 
they stipulate any. 9ther specific· form of .p·ayment. · Thei:i;:- main int ere.st was 'in setting 

. ·up. an outlet which -would their .branc:tecL inputs •. T..lie, franchise-e.·s.· .i'irJ]ls} .. 
be·eh .t.iea. to ,internationaLfranchisors fo.r tb.e purchase ··of. iµte;rll).ediat.e ·. 

- 'inputs through ex:Plicit ·clauses in for as long a·s they :us'e the brand-name". 
·in ·tne:final output. 'T4e prices of the inputs··appea:r' to have been 'set·ac-cording·to · · > 

·sales price.· of· the final· ·-iJ:?. Ethi.opia rather th1(1ri on a co.st basis_..'. 
' . .,, .. . ·. ' •' ' .. ,' 

'· Table 14. : .. . 
. ; . ·: .... 

Ntimber and.durat1bn of licence contracts for six firms. 
• < 

' .. 
' ,:., 

- ' 

·Firm 

A 
:B ' 
c 
D . 
E 

· __ .f 

Number 
contra 

"(1. ) 

l 
1 
l 
1 

: 1 
(sever 

o:t' 
cts 

' 

al) 

Date of 
I agreement 

,. 

. 1959 
19.65 
1967 
1969 .. 1970 '. 

II 

. -· ' Contract ·'· 
a.uratiort". :: .. (3) ;... .. 

u.nlimi tea_ ·-
unlimited ' . .. 

\ 
:10 yeaJ?s (rene"wable) I .. 

I unlimited 
, .10 years 

II - . . ' .. 

. ' 

" 

Sourceg by tb.e :uNCTAD secretariat based on information made available·:by· the.· 
Ministry of Commerce,. Industry an"d Tourism, and'.by individual fims in 

·- · · ·1ntervie-ws . 
. , . .., .. · 

. ' .. 1/ informatibn was- obtained through intervie;y. 

' ... ' ',. l 

,.,. 

I. 
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Terms and conditions occurring .in licence contracts. · .. 

Characteristics. 

1 ... Industrial branch 

2. ·Number of cohtraqts 

-3. Duration of' c.ontracts:' 
(a) unlimited 

. :. ·'. (b) ·10 years reµewable 
(c) 5· tq ,1o;·years _ 

' \ ·;· '. 

4. Majority.equity holding by 
. . technology 

5. Forms of 
(a} ro;yaity 
(b) profit sharing 
( c) in.sales,price. 

of intermediate. gQ9ds .. 

6. Tying 6f·:·i'nterin.ediate imports 

7. 'Export· restr;!.ctions i " ! 

8. Limitatidns ori: 
(a) •management and operations 
(b) saies and inarket.i,ng.'-
( c) appointment of-ma:nSging 

director and tech •. : -manager 

9. · Q.uali ty control ;by ·teoh •. s. 

·10• · to ICC 
' .. ·:'rules in country 

11.. Resea:rch'.and development: 
no provisionf! 

12. (b).· R for.Ethiopia ip 
the mother company 

As for table 12. 

- ', 

Type -bf- licence .', .I Nilmber .'.
0
;f" 

Franchise 1-----.....----.,,.. .. -.-. .. -i pro.dtiction cases 
Know-how__ 

(i) (2) . (3) _(4) "(5) 

Paints ·Textiles -Phar.ms. Pharma. , 
.{1) ·, (1) . ;. 

;. ; .. 
'2 2 1 .. · · (severa_I) (several) 1· : 

_ yes (2) yes (1)' 
yes (1) 

n.a . 

·-' 

yes (2) 

yes.:(2) 

yes '(2} 

yes (2) · yes· ·(2) 

yes. (2) 

'. 
I 

,yes (2) 

yes .(2.). 
yes (2.) 

'/ 

yes (2) 

yes (1) 

YE'.S (i) 

.. -. 

(2) yes:\2)· yes (1) 
I I . 

n!.a. yes (.2) .(i). 
i . " 

yes .(2) 
I 
f 
i 
I 
i -I 

yes (l) 

yes (2)' 

n.a.· 

n.a. 
ri.a. 

I .Jl.a • 

: yes (1) 

yes (l] 

yes (1) · 

n •. a. 

n.a. 

n.a. 

yes (;L) 

yes (1)" 

..,. 

yes (1) 
I 

yes {1) 

(1) 

n.a. 

I 

2 

' ' .. ,J. . \ 

.·:.'y .. · 

2 

·- r: 

3 
3 .. 

7 

4 

2 

' 



I . 

TD/B/AC.:1;.1/21. 
page 46 

....... 

119. There were"·two cases of. licence agre·eme.nts ·in.which the tGchnology transferrea_;· 
has been packagea."in natU:re })· ana.· in \·1hich .·the 6omparatiire. 

of the ·licensors" seemea. to rest on ·the d;iff.erentiatea_.-nature 6f their products · 
Their .. main. coneerri appeared to '_be 'the retention-' of control ov.e·r the 

Ethi°c:'.>pian 'market which. the;{ haa:0·previously se:rvecl' tprough. ex:i;>orts·' and which ha'd:been 
. '-.thre'atenea. 'With' competition .from domestic and foreign firms as .a .. of'. th'e 
·_ .fupo.sition of _impoJ;'t ·9n .·simi+a.r by._the.Ethiopial:i. .Gove.r!ll)'.lent •. > 

Consequently, c<;mtrol was ·?cquired-.directly through a,cqui·sit;i.on,of a. majority 
eq"Q.i-f!y shareholding in licensee. firms .. ancl inq.irectly._thro'\].gh licence. agreemen,ts wh:i,ch 
formalized the inariageriai and marketing con,trol of the licensors over.-:the affiliates 
as well as ensured the tying of intermediate inputs. ·Licence agreements -were employed 

;to. j11stify :!;he ·oha:rging of·' royalties· ·(royalty rate. of per. C\3nt of net. sales. 
: after t?x) financing· R & .J) e:xpendi t:ure by parent ·'. '. · · · " · -' 

' . 
Whlle. the franchis.e menti.oned. have been similar .in 'almost · 

. 2./ the 9f '!;he. patent in textiles and pharmaceuticals. 
The only common bet·ween the twq to be. tl).at th::iY. bot4: .· 

invol vea_ purchase of. the right to patented products. In the case raf the -.textile ' · · 
patent, the patentor was mainly interested· in ensuring that he obtainea.·a. return·which 

.. ,-wo,uld no_t_ .le,ss tl;lan a_ amoun,t. ana_ that" this return . :· .. · 
maintained_.for a minimum num\Jer of yeC)rs. ,;Efo!J.ce _the t_wo significant .clauses included 
:i,n. t4,e. contract stipulated: a royalty payment of· at leas\; ·E $12,500 per year .. " . 

. .. :9r.·liz- per 'ceni;; of grqs_s production, .. whichever·was the greater, .±;or a· -· 
of ·_10 years., th_at reaf?on .there. alsq_ nq tie-.:i,n-or 

restriction clauses. Patentors. in. the pharmaceutical· on the ·hand, seem 
to conform irt ·their behaviour more to ·the two .. international· franchisors ·than to the 

' . . \ . 
patentor .in t;i.e .textil,es branch •.. Like .tµe forn;ier. t_hey_ have .:Peen ina:i,nly -intereste.d in 
tfre 'saie . . ·9f inpU.ts._,f0r _their this. .l?een. a.s·sured, :throu.:gh :the · , 
insertion .of explicit, tie-in .clauses in .. contracts •. The que·stion of royaJ.,ties· or other 
,explicit .forms Of. payment"has not' arisen in ·Jp.OSt. 9ases.·· 
- ' . - ' . , . 

. ·The_ f.ourth }Y-.fle of._ liqence: pontra.ct has .. invo_l:vea_ .a agreement, 
·also.in the pharma.ceut;Lcal branch. Unlike the_ previous ca.ses, thts.agreeme:p.:J; represents 

a _of trans{e_r qonsisting qf J;>a.tenj;ed and p_rocess kp.ow-how,. 
tec1l:nica.1 f3.ss_ista,nqe and .skills. · On.e a.lternatiye for .the. wp:ula_ 

.. h?ve. been .to-supply_:th.e .packqge iµ_:r:.eturn;for a fee. Qr.royalty paym_ent_13. ·;How.ever;.ih "-
". this' particular case the e:xpec:tea. rate. oi reti.irn of the licehsor- seemec1 fo .be .... , __ . 

" the func.ti9clng.' of the .. in Ethi.opfa aJ1d s:ales. 
maxim3,zation, ne:i, ther of whiph .coul?- i.;mtj.er Ethiopian contro·i. ... Thus ·the 
licensor has· been' mainly interestea.. in ac.quir:i,ng :direqt_ control· 9ver management and ... 
over sales and marketing of the patented product in Ethiopia. Moreover, this control. 

y ··The package co:hsist'ed o·f .. patente·d products' and processes'9 · . 
instructions, technical ·advice, .he'W inventions, materials' and 'the' u's·e 9f the·i:t . 
brand names. ' ' . . . . . . - .· , . .. . . . . . . .. 

. . ,, _i/:, proceeds 
"enabling us to compete with large foreign,paint groups 11 .' Extract from r_eport of 
the chai:rman_of the board to the shareholders at the .Annual· General Meeting-of Sadolia 
Paints Iitd. ,. . Mar.ch 1970 •. . .. . · 

"}/ The main reason· wa·s that two franchise agreements relate·d to same 
industrial. branch in whi·ch :the t-wo interna tfonal ·.franchisors are close. compe,ti tors. ' 
and the:ref0re cannot dete:rmine individua1ly the terms and conditions indepena_ently of 
each other's reactions. ' I 
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was· a11?0. considered necessary._ by the licensor ;t'or ensuring that the for the 
i:µteJ'.'Il!.eaiate inputs by him was a.t · pa:rti·cular. leyel!. 
Consequently, a· j6int ..... production agreeme:p.t with clauses reflecting_ 
va:riohs concerns of the liqensor employed which also ensure.a. for the licensor a 

.in the firm 1 s prof'i ts through a profit-sharing arrangeme:p.t t4at waEl by 
the_ 4egi:e§:) of . the ·licensor 1 s . participa t:)..on· in the operation of'. the Eth:ioptan f'iril).s •.. .. , •' , ,,. .. 
122. A -deta-iled- analysis of the terms and conditions of the· licence ·agreements e:x-amiped 
reveals (see--table principal features. ·First, in only two of ?e;ven ·919; 
the licensor acquire ariy equi.ty ·interest in the lice:iicee enterprises;· in the · · · 

·remaining five instances the areas of foreign control were through varibus 
rmntra-c;tual clauses. · · · · 

123/ Seeo:na.,: for transferred urider licehc;:e:. have been spt=qified in 
three .. v.iz.' royalties, tied purchases of ±nte;rmediate :i,.npats· arid 
profit sharing. ,·In tlie7ase of the royalty payment, it was explicitly stated ;Ln one 

.. contract .. that the -royalty rate ·could be indreased arbi trar±ly by the licensor at· any. 
tirp.e_he considered necessary; The "tied" purchases of intermediate inputs were to ;be 
made-at prices fixed in xelation to the selling price of final·output rather thap on a 

'.cost ·price_ basis. · · , "1 •· 

.-124.- Third, there were- two kinds of restrictive Clauses which occurred .f-r.equemtly 'and 
:which, accor.aing .to some of the firms interyieweC!:, cons.titutea. the most. ser'i·ou·s 
problems ·encountered by. them in their· use of foreign technoiogy. :These. were the "tyipg 

" of'. intermediate inpu'ts, ancl export restriction clauses, -poth of ·whi.ch occurred in six 
ou.t_. o.:f.' -Severi instances. · In four of ·these there ·was a total ·prohibition on _exports·; . 
whereas in ·one case exports allowed only to neighbouring territories. · 

125. One firm in Ethiopia stated in an .that as regards : 
.certain lines· of production it had ·both the ·competitive-cost. ·ana. g$ographical · · 
advantages that would enable it to ·export to: other African markets, but that i·t .:was 
preV.ent.ed frolll: ting these advantages because cif restrictions on e:Xports·. Y : 
126·. Fourthly, amorig o.ther limitations explicitly specifi·ed in· licence· contracts_, 'in 

·three cases: it was· stated that· the licensor wou,ld exercise complete control over 
management, sales and marketing operations o;f ·firms. I_n ·the context of in9nagemeht 
contr.ol, speci,fic references were made to _control over accounts and ±riformat:iorr by 
the. li:censor. _,Thus, una.er one of the contract·s examined, the licensor "has the right to 
control, eithe+-. directly or by a chartered accountant of its own choosing, ali work" and 
·all bookkeeping matt·ers ·pertaining to the productio:p. and sales of goods produced by 
the . ln two cases? ·the appointment of the managing director· and of the 
techhic!'ll ·manager was also controlled by the ·lidensor. 

127. Fifthly, strict quality control was maintained by the licensor in all cases. 

128. Sixth, been an almost total'absence of for'encouraging 
domes.tic resea-rqh.' and. d\3Veloprilent activity· in Ethiopia. Only _two contracts ina·de 
:reference to R & D, but in these it was specifiea_ th?t R .& D for Ethiopia. would bia 

· carried out by the parent compa:py for which the subsidiary in Ethiopia would be 
charged a .. :royalty. ·Furthermore, one of t.he two-. firms also stated in an interview .that 

1/ ·This firm also indicated that in one case, while there was an explicit 
reGtri,ction on exports,_ it had bee;n able to negotiate. :with the li-6.enso:p in a manner 
such that it-.was allow.eo. ta.citly to e:xpor-J; ... to Af"rican .. markets, provided that it did 
not use the name :oJ' . the pa.tent or on i ti;; products •. 

r· ·· .. 
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• , .. • ,•,' - • • • : ".. \M :• t ' • , ," '{ ' • ' -' • ' '; ! '/ ' \: •• ' ' ' •,' ; 0:, • • " < 'f'F • h' ' ' ' • • 

- on sev.efal .. of R :& D ·.o:f tlif in· ' 
.. thE:J' 11),othe;f qqmp;:iij.Y ... 9f'. ... ·.charge::: 

·' the ·':ro· 'er:t· · oJ:::"tne" latier"'com art"._.. Y" -· ..... -· · " ··- · · .... .. ·" __ , ·· .. · · .... :;:· 
-'' . !: .. ·-:-. ..... : .. :'.·: .. :· .. .. -:_: .. .. . : .. : .. :"·_: '. ':.,.-· '., .. 1 .. "·""". • ·: • • .. .:(·" .;.(.': 

o:t: .. in.·the. .. 
contraets ::aoes 'not appear 't6"·"be .. :under· Ethiopian jv.risdiction. · Definrt·e 1 bn 

... ±n case.,of' com:plaint·':was· available in the cas·e of · 
:··'.t·onl;?:'.;.::,.an;d .. in:--. all :th±ee: .the:,'settl'ement. of'. disputes. ·.-was:: subject "t'b 

the- Interna,tio:hal' .of· Comillerce arid. under i tfr arbitration; <" ... ... ;: ,.:!t :.. .... . . ..,, . ' .. ';;' ' . 
·:::-:-}· :::::'.''..-. ,, ', ; "" ''···"·? .. - ·:: D. . foreign, ma chine . . .... · .. 

130. on· 12 .. fims in Ethiopia which.: were ·=e·sta;bl;iisnea>'wi'th 
ini tlati·'ire"<'b . or·'.:·iij.::.:C"o11ab·o.rG)tion·' foreign ·suppliers· o:f".maohifierj'Z'.. ":-The·!'1:2;_;.:fi':ri:ils 
iiV.'ctJ:.uded\E-6\lr: of. 5i. maj.or. f.irnis--whioh provided t:he ·basic' •·aa:tii·,,f6r,?tliie . 
ear;tier "s.eotioils of.• this ·,cl'!.apter i · the: rema.in:ing .. ones· :-were. selected· on' -·a ·y 

interest ·of the foreign technology supplier was in· the' sale of 
It was a onoe-and-f or-all ·interest than a desire to establish longer t?.Jj]. . '__ 
con t:C&hship \:1i th ent'er,Pri ses: 'in' .Ethiopia . The; ma cli.ine'l.T\f ore 
had an. eif(Joi.l.ragiiig.' ·the setting -up_: of•' or5erations and "-in 1nf-1u'enc'ing 

· :rre:· :haa'.:no· intere:st in any ·s:Ubsequent· control . .firm;' . 
±;or .. ·to··J'."epay' ts· (if· ai:w). ·--r:n the·se 

· fo::eeign.>eguility·:p:i;_aY,$ ?Juiici\·sinaller:::ro1e· .than foreign aid. · _Re:tu:rns 
in the form.:·91.'.'.!.the '_'·sS'le of' ·the ... Eiquipment than ih· the fom qf· a -regtilar ">!'."' · · 
dividends, technical fees or :Profitable transfe:r. prices.· ' · · 

.; .. ... ; :. :'·: 3 .. .· '; .··.: .. ·.· . .. .. :· .: .. . : . · .. : .·. :. .:::.:. :·. 
132. In ... t},J.e 12 .. :the :Eth:i,9pian Goverriment· '.held:'lOO per,:ce:µt 
In E)qu.:J,ty:_w:;\s h_el(.l: by private or.1:mblic /,,.__· 
remai:p.in,g:_: :theref ·was_: s0me :E!:thiopian :partlqipatioh,- ·ht.rt J_n 
a :participation by the foreign machinery supplier. With the exception of .the· ·1ast . 
thi'ee;.;.- 'equity_· which· was at stake/ .. ,. '. '· ... -.,. - . '.. ' ... ·: . : \ : • .. · ;:)":' 

•. . . . . . . ' : . , . ' . : . .. . . . ' . ' 

.. .. ·1-ias acies· imply .t.iiat .. J:;,>:,-.\. · 
.. ·\},ove:t:nmen:t":...-had. provided the ·.In: 

;.,' the .. : ca13e·s· or of .tJi.e :·GC:ivernril,ent Is ·-contribution wa's f'u.hQ.ed. ·by,-;fore:j;·@l-:ip:u.blio: .. 
... :·what in .. -1;h:5;(3,meant·;- however·, was that the' Governmen't:haa:-.td .. :fm;:rd- iii's , . 

. equity st'ake-:out., o;f: future .;profits which would be transfe:i:-fed' aid:<d.oncii.s "as.'.'·;": 
interest and· repayment" of · The risk that there ;nlight be· no· pro·fits>wa.s thus 
bo.rne by the Ethiopian Government; .. "·:.:' · ·-, ", -" ·"'= : ... :._ '· ... .,; "·: ;· · .. ·'..:'. .. " 

134. -.[1he+.e (:3,re· s.eve'ri:\J.; fe'atures of· the· performance· 'operat:L·oP,s 'of .. '12 'companies 
which deserve some conunent. 

, , • • .. :._ • ' : .,..,:._. • ..... • l : • • ·" i : .. :· :;· ·i!. . )._ ' . .. . . ; . ' '· : ' .. . '. . . . . . ;: .. : . ·. . ·: . . . . ·. f:. 

135· The:: .. ·firi?t .is: that :10· of. the .. compifnies made· los§es.; ":and" an eleventh' 
recorded ...... : "-<· ·<: . ' ' · ... ,,, <·'' .. ': . '. . .'·::::· :., .. 

. '.. . :':, r. :' . . . . . :·:-. ·r. .. :: .: ! .. : . - .. : ... :. ·.- ,. . .. . . . . . " ; . . .. :_ ·:. : . . . . . . . . ·. . . .< 

·The· se.oond··•is that .. thes'e'-"'.:tosses occur:i;-ed ·at a- ·-tinre· w)+'en ·the being : -' 
·managed or technically assisted by foreigners. Eight of the 10 companies received the 

. . ·.::.: . - ·': .. ...... 

• ( • • - •• ·\·· •• '• ,1, : • • • • • ' : ... •• " '';. ·;_, 3. : .... 

. -)j art .... o.f teq):J.ni.0?:1 
. study of· Si)ain by"i;he .. ·UNCTilD .. (T.D/B/l •. .. ·paragraphs /." · ., · 

y Two of these are companies · ·. ·' " ".:·' ,. ...... "· . 
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technical direction or advice from the machinery suppliers or, in the case of one 
e:(lterprise, from the firm responsible for the original feasibility stu9.y .. and for 
setting up of the plant .• · Many of· them either would not or could not perform ithese 
services. One company whose plant pegan to be established in 1968 :was still not 
operating four years later. Another, which started production made such 
large losses in the .f.irst two years that it was unable to cover. even. its depreciation 
provisions. In the ·case of one company, the machinery suppli-er -and turn"-key- operator· . 
went bank:r:u.pt: in the Uni States, leaving the Ethiopian Company without a:q.y techr.ii cal 
suppor.t.· >..In the.· case' of! another company the machine suppliers management was found, by 
the .Agricultural and XndustriaI Development :Sank of Ethiopia, to be technically. 
inadequate;. and pro:p.er·,·cost:. accounting procedii.res or overall co-orclinatio.n ha.·a_ not been 
established. In these: cases, the ma.chine suppliers 1 main interest seems to have been 
in selling .the machinery with_ little regard to the subsequent efficiency of its 
operation. -

' 137 •. Third, the.perfo:r:mance of.firms using machinery purchased from foreign machinery 
suppliers. was adversely affected by both ifhe technical and economic suitability of that 
equipment and by its price. Six of the 12 sample bought machine1:1J which either 
i:p.dividually' or as a set was unsatisfactory and to two of them machinery was sold which 
they oid not· really need. 

138. The characteristics of these firms ·are inter-related. The machinery suppliers 
sec"Q.re their outlets by the feasibility study and purchasing contract, by 
starting up the firm which is to buy the machines, or by offering credit to financB the 

·purchase .. Their own financial and technical commitments are usuBlly kept to a .minimum. 
Ethiopi?n capital bears the main financial risk. The technical advisory input has 
often gone by default. 

139. It must be emphasized t.hat the conclu.sions of this section ar.e somewhat tentative, 
in The majority of the 12 ·fi:rms deait with have been established for only 
a short time, and their losses might be regarded as .temporary. 1'Tevertheles_s, the 
conclusions point to several problem areas in the negotiation and implementation of 
arrangements with machinery suppliers. 

. ·' . ' 
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CBAPTER V 
I· 

: . .MA;iKET CONCENTRATIQN· AND CONTRAQTU.AL 11.RRAlJGEMENTS ' 
\ .• .. 

. l 
' 

/ . 

140. · ·· Ylaey studies .·-e":ransfer of technolog)i- ·to a·eveloping countries 
.to on "of 'monopoli''.power; equfty'"con:troJ. and. ,control exercised. 
tprougi:( c:Ia.u'ses o'ccurri:h'g .. i:ri..'transfer of" tedmology cont!'.a.cts between 'the .supplier -.. 
eriterpr±se and tlle user ·enterprise. This empha.si;:;;· however 9 takes .li.ttle account of. · 
the' contro.l .tha.t: foreign .. technology :suppliers. oou1d. exerci'se· -bhrough 0.:Srran:gements the\·. 
purpose 'or° which is to secure.·moriopo:!.y power. in the, marke't for·'the· ·fd:ria1 goods., ·. Suen· 
arrangements I)lay.'''inclu.ae do"vernrnent..:.granted' protectiop. in form o.f ·ba;ic and ·'auty·. ,. ; . 
reliefs, tariff ·::incl; <;>.cca:sionally? 

i4i. · I1iost ·technology used· iri in Ethiopia. :i;s relatively simple.'.and. 1.rid:eiy. 
··,known.:,·· :·:hence the. preval.S'lnce of interme·a.ia.te economies among the sources of. supply .of 

technology. to Etbio'pia.,· -a.s well a:s ··the' 1i'aud ty of licensirlg a.greeinents i. · · 1.rhe monopoly.· 
power.w:q:iQh these"su:ppliers ·enjoy·.·springs· from government :instit'utiona.1 .· '· · 
'tying9 ·and possibly a. ignorance on the· part of ·couipe-titors. To·=put. tlie point: 
differen'tlY:, in. Ethiopia. foreign firms ha.VE? obtained their monopoly pos·i:tion· ·t:Qrough · · 

over the -Go tali ty of 'items affecting their. operations and not merely: over ' . 
the. less broad range of issues specif.fo,. to contracts bE?tween techn9logy. -suppliers and." . 

· technology' users·. As shown .. i;n ·subsequent sections of this cha.pt.er 9 .such bargalnillg. · ":. 
:seems·= ·t()''.ha.ve be'_en quite sucic.essful from, point of view.. of for,eign ·te.clmology · · 

. suppi.i'e'.rs'.. Among P?Ssibl·e. rea.sons _fbr 'thE) latter Is success i_t would seem ·that... . ' 
Ethiopd.13:1 s: position a,s a. 1.ea.st developed countrjr 9 having a sma.11 d.omesti.c ·market and. 
few .. signifi.cant ... d9me_s-b;i.cally contr91led. firms·, may ha.ve been an important factor. · ,. . . . ' .. . , . " . ' . " . . ' . 

142 .... The··second .. section-of .this describes .:t):le ext.,.eµt of. in·· .:: 
domestic pr6quctioh, ana·.the thir:d ·seciiori discusses. tb,e principal fo:i;-ms protection .· 
wbich .. ma:jor Jirms,• most of. whic4 .:tend .. to be · ha.ve been a.ble· to negotiate . 
:With the· Ethiop_i;an Gcivernment .. · : Sec.Hon :P offers'· a. few .eonc;:l:ud±ng rema.rks .-a.bout 
possible implications of concentration, in tlie ma.rket for the final good.s; . ,: ' ' . ... . . . . 

B. The:. extent of concentration in manufacturing industries 
. . . ! ' 

/ 

' 

143· t:rhe analysis in Chapter ITI re_;.ealed a high concentration of foreign equity 
ownership in 23 •of the 34 b:r·anches of' Ethiopia. 1 s manufacturing· indus\;ry. Corresponding. 
to this' concentration ther·e· is . a. high degree of production cdncentration ·in Ethiopian' 
man:ufa.cturing. · Table 16 shows ,the J?esul ts 1970 of calculations of ind.ustria.l 
concentrafion for 36 branc:bes- of ·Ethiopian ·mamif a.cturing a.t th.e four-digit level. . ·A 
;quarter or' the branches have one . firm. ea.ch a.ccounting for more tha:n 50 per ceii:t : . 

. ·1,3ectoral 'Q'\l:tput.' .. A nmnbe:r, :Pf. other' are d.omina.ted. by· duopolies. ·; In. 33 or'. _. 
·.the branches the' top three firms -accounted for more than 50 per' cent of 
in 26- of them the ·prop0rtion "rose to over ·two-thirds 9 . and in 15 cases (more than: .. · · · 
·two-fifths of the branches) the top three· firms a.ccounted for more tha.:ri 9.0."per cent of· . 
. oi;i.tput in the ·pa.rticuTar · · Only in1 three branches - · "gra.in-milling ana· b.akiJJ.g1! 9 
"sa:wmills" 9 and. "other non-meta.llio minerals 11 -,· d.id the top three firms. account fo:r: 
less than'-ha.lf .the sector's production. · 

f 



/ 

I , ' •'., 

·16 . ·. 

" 
Secto'r No. of 1· . , ' 

".1st firm: firms' 
Slaughtering 15 29 •' 

Dairy produ9ts ·6- 26 
Oil a.nd. fat 29 27 '• 

Gr a.in m:j..11 . bak:i.ng ' ' 5/''· 10. " Q' 

and. ectionery. .- "' 9' 71 
Other r0oa" " 8 42 

" 

9 24 
Wine 10 49 
Ma.l t liquor fl 3 62 
Soft drinks ., " 16·. -42 
Toba.cco 2 79 

- . 
Spinning,- weaving and. \ 

; 

finishing 18 26 
' Non-wea.ring textile 5 43 

Jfuitting ' 20 68 
Wea.ring textiles 5 51 
Tanneries 9 39 
Footwear (+eather) ·.:J.5: .. 28 
Sawm:i.lls .. 54 23 
Furnitur6; 19 35 

.. 
Printing; publishing 29 . 27 ____ , .... __ 

Pulp and pa.]? er 9 66, 

:Basic industrial chemicals 5, 60 
Paints, varir.i,.she.s,, ... . .. 15 . ' ,•,' 43 
. soap, perf'umes ' .. ' " '5 58 
Other chemida1s 3 

•, 

71 
Petrole-tph · refining 1 ,160 
·Other rubber 5 76. 
Other 9 41 

Gl9ss 4 97 

I· 
Structural clay 20 29 . ' l,. 
Cement, lime I 6 65 •' 

Other non-metalli·c ... 18 17 
Iron and steel . 

3 44 
Cutlery, hard:wa.re 5 45 

, 
Structural metal 12 42 : 

Oth_.er me:tal good.s 7 -
Electric1a.l good.s 3 58 " : l " 

Source: 

\ . 

I _. 

) 

,. . 
. .. 

T"D /B)AO 11/ 21 
:page.51 

·-% o·f outbut by· ton firms 
2nd:'.·firm · ·Jrd. firm I toJQ 2 firms I 

·' ·:·20 . 15'• '" ·63 
23 22 . 71 
23·· ... 9 59 

" 9 9· . 28 
"' 

. . 99 2[3 .... ' 

37 9 --· 87 .. " .. 
' '22 18 6'5 

.21 19 88,.:: 
I 

21 17 100 
_17 l 9 68 ... --' 2i '"" 10@ .. 

I 

17 9 52 
39 17 ·99 '' 

-13 13 
. 

94 
19 16 87 
20: 12 72 
23 13 64. 

6 
. _. ' 8 37 

25 21 8.1 
·' -

15 9 51 
16 5 87 ' 
22. 9 . 91 
24 .. .. 23 91 '. 
20 12 90 
25 4 100 

100 ( - -
16 4 . 96 

" 

17 13 "71 ' -
3 i " '._]..00 

16 9 54 " 
31 2 97 
13 11 41 < 

35 22. 100 
22 16 84 
17 9' 67 
- - - ' 

33 9 J 100 " ' - I 
I , . .. -

. ,': . . 
) t' , ... , .• 

• I ,,: . 
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144. These figures suffer :f'.rom .the difficulties common. to. any calcula.t.iop.s of degree 
of concentra.tion. In some ca.ses the sectora.l breakdown fails to take account of · ---
cross-19la.sticities ·a.emand. between sectors·.. ·In .some· ca.ses .the four-digit breakq.ow:h. 
is to'O aggregated..- ·Ea.ch ·.of" the "·te:i;>' "·other chemicals1.'. 1, "for ·example, 'ha.d .... 
a s·trori,g -positio'n seqtor· :of th.e . In. sp·i_te '9f. these .'d.ifficul ties' of 

.. if .. riia;Y- ·."be-·: coriclu\).€)d. tha:6 "'.$thlopian indust:ry is chaxa.cterized.· .by a., high. 
a.eg:ree ·af )'.bTtillches.: · :·· · · · · ,-·· · · · · · 

' . . , : . / . . 

145 . .-. ID; with so ind:ust1:ia:i. ba.?e· as ·Ethiopia. ·t:fie· high"d'egi>ee of 
· c·qncentra.tion in· d.omestic pr6d.ucti0n is not s1Jrprising •. , A priori rea.sonillg· would. · 
suggest. tha.t in .Ethiopi_a. tp:e strongest .. _coinpetition would be l;ikely to so 
illUCh frOill d,OJ11$St_iC f:i_J:'illS . .:from; foreign I firms ther tQ Set Up production· 
fa.cilities in .. the.:countzy .ox to supply .. the -ma.rkej;· throug11. export.s. ... , 

'; .. : . . . . 
:F·?rrris ·:of protectio!l and: .technology .transf e_r'. .... :. \ 

i.46 •.. s.ta.x"l:;i;ng opera.tions in ·Eth::L6p.ia. ha.ve been 'a'bl.e, either through .. :·, · 
e:xi:>lici t 'with the 'Government or' through . t:aking ·a:a.vanta.ge:· of the ' 

to., obta.ip. a:n_.d.,ma.int.a.in control of fo:i;'. th_e fip.a.l.goodf;!_. ·· :.rhe .. '. :: 
p:J;incipal ways in which this .control ·ha.s been a.chieved -are d.escribed. in the following ' 
subsections. . . .. ' 

1. · ·Ta.riff° protection 
" . 

-1{1 • ha:ve s-hown that ·most of lea.di;;_g importer·s ·of · · · · 
in Ethiopia. benefit not'-.. only1from ·sl,lbstaniia.l noniina.l of · . 

but. also. f;ro:rp. 'higl;l.., .ra.tes,."of- pr.otection. (that is? protect.fan 'of,. th'e, process;;'. ., ' . '\ 
of:,prodl,l.ction ra-.ther than the.j>roduct,· protection of the Ethiopian va.lue add.ad ra.tbei'" ·· 
than the. f:j_rnj.l product price}. Ta.ble 17 shows calculations of the' effective . . .. ·" 
rate. of protection.for 17' prdE'lucts',. together" with ·their nominal· ra.'tes: , ·:Just -.under ........ 
half of these products are by effective rates of protection ·of mbre· th!:ln · · 
lOO·per q·ent '.aria: five· of· them by ··:rates :bf over 2oo·per cent.' · , '· · · · · ...... 

' • ' • ' t • • ' • ,' ' •• 

T.ABLE· 17 ... .. \. 
Nominal a.nd. efr'ective rates of nrotection for manufa.cturing.in . . 

.. ; -
-1 

; Prqd.uct Nominal · ra.-fe Effective , ; 
: .. -· 'i 

Synthetic textiles. 
: 

l. 67 - 522 .. 
2. Cotton ·ya.rn · 53 .. 502 '. ·3. Ga.l va.n.ised. iro.n sheet 49 .. ,. 

doiton'. cloth 
. , 

4. 54 ... 388 
·5. . ._,. 66 230 .. 
6. Ceramic tiles •,) 68 188 
7. ·Men 1 s '·· suit's · ' 165 83 .. ' . 
8,.' Soa.ps ... ·. 43 - ... . . .. , 

' 

·. 

9 •' J:ut$3 and sisal ba.gs .. - 4..2 .90 
- 1.0. Soft ·a.r.iriks r··• .. ··· 1 

.. ·.; 
40 

. . 
66. 

n. - .. - 43 63 .. 
J,2. Sugax : . 41 41 
13. Beer ,: 

.. 
37 37 

14. Cement· .. ·.:5. -. 3..4 ' .1'5. .. ·Men'. s shorts :19 31 
16. Pet.roleum. ' .. 0 .. . .. 0- . . .. ' : 

17 • .. Lea.tber processin.g ' -2 -4 
Source: S. Guisinger, !'Tariffs and Trade l'.'olicies in tne Ethiopian Manufacturing 

Sector'°', August 1972 (miineog:ra.pb), Ministry of' Commerce, Ind.ustry-Tourism. . . ' . . . 
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148. There would see)TI to qe .. quite <::. strong oorrela.tion bGtueen those ind.ustria.l 
branches 'where effective of pro.tection c:fre very higJ.i ana the branches. which are 
d.on'lina:t$d by subsidi9l0 ies of foreign firms. . .. .is true of" text'iles 9 

c?tton · yaJ'.'n, ga.i vanized. iron sheets, coi;;ton cloth, and soaps. 1./ · .. _ : 
149. It has often beeh pointed. out tha.t both nominal .and effective ra.te;3 of 

i.i."'1 Ethiopia. are non-uniform. Industries .with d.i:versc ra:tes of proteot:ion 
found in _the sc:ime sector. '.rhere is no tendency for final good.s to benefit 

from higher rates of· protectibn than, in termedia.te or· oapi tal good:s. Int<?rir\edia.tes 9 

md.?:ed 9, a.re sometimes- subject to higrier d.uties' tha!l the fin31 ,gC'.ocls in thE;) p:rod.uction 
·of which they are used - spices food flavour ext:ric·ta, for example. 9 or. :wov:E;)n .. 
textile fabrics. and. clothing.. For thesA reasons, the tariff structure ba.s been· 
refE?rred ·to a.s a.rbi tra;ry. ·The d.ata. suggest that_ in on(:1 r13spect it is no't; i;irbi t:i;::i.ry: 
most· of' the large firms produoing impo:rt-substi tut es 9 · pa.rt.J.cularly the foreign 01"1]'.led. 
ones 9 succeed in se_curing .for their products bigh ra:tes of protectioxi." · As one 
official report put it? llit may be conjectured tbo:c ·tbG degree of protection .. obtained 
by the companies was more a result of -tbe indi V'iduol company bargaining strength ana. 
abilities of: any ra.tio:n,a·l, P.olicy. 11 • y . · · 

· Some. ±nd.ividua.l ca.ses lend. support t0 this view o:f tariff prQtection. 
companies in the sugar industry i cotton textiles i synth.E7tj c textiles i a:rugs? .;ind. i;r<:m 
and st·eel a.11 secur·ea. 11necessary protection 11 • In -fihe irori a:qd steel ix1d:U:s.try? for 
Gxarnple, ajiro.spective ·foreign ihve.stor ma.de it.cleor thR.t j_ts wo:qld 

a letter of intent from the Ethiopian GoverD..ment to .give. ]3..i'.'Q·tect:.on 
and. eE.coura.genient to the· inciustry a.:J soon a.a started.. .Tl1e, Eth:Lbp;i..a:p. 
Government agreed.? and evid.ently i.:J.terpreted. tbi.s pr::imi,3e £JG an U..7J.d.e.rtaking tQ gr::.mt a. 
substant:i,,al ·increase in tbe .nominal tariff. Tbe fin,1:,. erguj.ng some- ti.me qefqrt? 
concept o:f "effective ra.t'$ 11 of becDne corJ1'110n 1 insisied. that tlie protect.;Lo:q. 
should yield a. ne,t difference of 40 pe:;c cent between ".;be diJ.iy oi1 tl'le importeo 
intermedia.te and. tba.t on t11e· imported ffual :p:roduct. 9 'in one cas3 arising 
in the chemical in::lusiiry the Goverr.u.11ent wa.s p"'rs1wd.ed Jc:o roise and. maintain import · 
duties on competitive prod.uc'ts or on t;he raw 2aterials used in tbe mam.i.f'a.cture of sucb 

. comp3ti ti ve products a.t a. ra.te bf 15 per "cant· 'above ·tbe .. 1,evel as .. we11: .;i.s 
ma.inta.ining the current rates of a.:r:id. mv .. :1j cipal t:;;:;rns c:'.l such p:ro¢l.ucts. 
The Government also agreed. to. purchase the firm' 8 .local products a.G Jong a.s . their price 
d.id not exceed by :pioi-:e than 15 por cent the landed· prj_ee of competing products. 

2. · se 

l51.. In some ce.ses whe:-('e tbe 'a..omestj_c mai·ket is large (J.ike that for cotton te:x tiles)? 
;wbere s.ca.1e economies are sl.i..ght cnd/or where the r:..argi:r.;,a.l cost of developing a. 'plant 
in Ethiopia. is sma.11, there is a genui::1e poscibilit:y tbet nRw firms ma.y enter · 

1/ The only exceptions being tbe f,o:reigc1 :.':'i:'ms active in suear and 1ea.4he-i:' 
procei;ising, hut the.se firm0 produce r.;.a.inly for t:te e:xpo:c{; m8.rket ra.ther tban.fm.; the 

. Ethiopian ma.rket. Cons.equentJ_y, protectiol1 is of rel a.ti vely minor impoi0 t2,nce 
. for them. · 

Y IBRD 9 Economic Growth and Prospects in Ethiopfa-9 vol II; 22 September 197'0, 
Section on Manufa.ctw;i.ng Ind.ustry, pa.ge 16 .. 

______________ .......... ____ - -
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. ·. bi;i,ve. a.cc.ordingly a from·, the Government . · . 
a.gainst: ·the,. entry .. q.:lj"-new ·fi;r¢s:. HVA (Ethiopia.), wa.s ·gnanted, ,an ve. franchif?e. for 

· suga·r in· 1951, 'though:· ·tbe ,. Gp've;t,nment .a,.tte:qipted: to break "this -franchis'e. · a.gre?ment . 
only a. year after ·its'· conclusion. · In the. 'chemi.ca.1 industry, the firm which. successfully 
applied. for--.a,. "cqnces?:i;on· :Wa.s the unlikely event_ of. the Government 1·s · 
d.ec-id.iil·g .. to ·esta.bl::\-sh.' f'.urther.. .fa.c·il:i, ties .in the. same f.i:eld the would. 

I 

ha'.ve priority. . , Q-i,i :t:h ·bad .. be-en . three a;pplica,n.ts .. f_or .. the · cohce.ssion . to 
ma:nufa,ofu:r.e .. the pr.od.uc-t.· :i,n- ·q\iest'ion :i,.n :Ethiopia· .• · .. Two· of the a.Pp1icants· c·ame ::from the-
·sam:e couhtJ'..'Y:? "-'and. :vter-e .f:oXicea· by their merge 
:They ... di,d -.so 9 · linked:: up wi.th .. a;n e.s-ta.biished ... .. :own.ea: firm- in Et.hfopia.: aiici :wo11 .. 

. the .'. In s:Pi.te of. und.erstand.ings. to' ..tl'le ·contrary, and. even though. ·the "new 
:filant. )la.a.· a.'. c·a.p9,.ci ty to :qieet ,the deniana. of "the :E.thiopian n:ia.rket, the Ethiopian 

· · a,., :J_:j:c.eµse. the following year :-tq the. original _third.· (a. previdusly. · 
ut;tsupcef?sf-µl a.ppli9ant), .. tQ· set up a· rival pl.ant. · . · · : .. · · · '. · · '. · .. · . : . . . . . . . 

. . . ., .. ' 

co:O:ci ud ing ..... . 
, . ,' ' . 

. .· ... 
J •• 

152'... Thi.s chapter ha.s' p6inted to· the foreign, technology. suppliers . 
a.ppqar »to .. e.tta.ched .. ' to: the ·con.t+ol :Qf tbe ma.rket for- the f±nai goods. in Elthiopia'.. 
It ';would tha.t. they. ha.ve, .be!'ln sup.cese;ful· i.11 negotiating" protection 9 both: thro'ugh 
t:ariffs; ?-n s9me cC)ses. i;hro-qgh.franchises 9 a.gains;t t·he· establishment. of competing 
fi:rms·i..l-i.'.:Etb'iop:i,a. a..s.:wen ·a.s"a·gainst pupor·ts.· It wa.s not possible, .witbin the. context 
of_ :t_hej;irese:rit.,_ study;. to .. quantify )the. impa.pt_ .of this .. OJ?-. pr:ic;:es .. in ");he mai'ket 1 
and· acc·9J;:d:i;.ngly, it ha.s ·not been pos$ib:J,.e to" estimate the extent to 11'.hich. tecl}nology . 

. supp1ier_s" :-a.blef' through their hold on the. niarket. for the· end: .. to 
... -.surpll}.s: :_gE3J.:ie:i:'a:t'e?. i_J:?- :·the a.eiuring sector in'. · :: .: -.· · " · '. ·. 

wh_3:,l.e .. ,that the .exis.tence .bf· fo:reign, .monopo:IJ.;i.e·s .. wo"al·d: have 
i:c:hibi·_ced. the Ethiopian ·eilterpri·ses in tbe manufa.c.ttiring 'se.e'ttir 1 it ·was 
n0t. ·pqssible_ tbis. ma.tter i:p. :the present ·.study. . ... : : " ·. ·' · · .. : · 

' • ':• ' ; ' •.lo ' • <I • I'' f ' .... ' 
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THE COST OF FOREIGN TECHNOLOGY ;IN A LEAST DEVELOPED COUNTRY 

: ·. · A •. Scope o.f .the .analysis 

. . 
153· 'The stq.dy has analysed the fa9tors r.esponsible for initiating the growth of a 
still rather small manufacturing sector in the Ethiopia;n. economy. _ In the cours.e of 
this analysis :P..articµlar emphasis has been given t.o ·t:he role of foreign technolog;Y, 
capital: and management' the ins ti tu tional and policy framewo)'.'k in 'which these eleme14ts ;:; 
have operated; and· the terms and cond:L tions. established by ;foreign enterprises for the 
use of the productive over which they have control. 

-·:·· 

154. The secon,9. of this chapter describes, ·on the basis of evidence rela;ting 
to some of ':fcireign-contrcilled firms in the· manufactliiring sector' var±o'us ways in 
which foreign technql6gy suppliers have earned returns· on tb,eir operatiqns .in Ethiopi,.a. 
In the third section,. the avai).able emp;i,rical material .is use,d to calculate tentative 

using .alternative as'sumptio.ns_, of t}).e .e.ffective returns to fo.re;:i,gn 
technology suppliers ·and; the ref ore, of 'the f ore.ign exchange cos ts·. to .. the·' E·thiopian . 
econoilly. · y · The final section considers thE;Jse costs i,n. .'the ·.conteit ..... of Ethiopia's 
position as a leas·t developed country. · 

Il. ·Elements in the estimation of effective rates 
to foreign suppliers 

155. Data concerning the profitability of controlled· firms in Ethiopia were 
not available.. ;However, figures· hav·e been published which, it pos·sible 
to p,verage_ earnings o,:P. fixed assets for all firms in the sector •. y · 
It appeared ·that approximately 16 per cent in 1969. There 
could be two obj.ectio:p.s to u.s.ing this figure as an approximatio.n to the repo;rted returns 
actually received. by foreign-controlled firms in the. manuf a.cturing sector i_n 
On the one hand, ·taxation wo'uid reduce the net rate of ·repoTted returns. and, for this 
reason, the 16 per cent might be regarded as an overestimate. On the other hand, the ' 
16 per cent estimate is an average for the manufacturing sector as a whole and therefore 

Ethiopiari' as well as ;foreign-controlled .firms. The evidence presented in 
earlier chapters of this study would suggest that foreign firms, in view of.thei+> 
cbncentra'tion in the more dyp.ail;!i-9 branches of. industry and the high protection /;lnd 

];/.; An estimate· of total .social" cost ·vr.ould require t:µe. consideration .of many 
.other. factors (as well as· an evaluation of the foreign exchange costs in terms of the 
shadow price of foreign exchange). For a discussion of this question see UNCT.AD 

· "Guidelines ••••• " op.cit. · 

:?} See Statistical Abstra.ct, 2970, page.55· 
, . 

• I 
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generous benefits they have pr9qah:J_y,..-i;ia;rned higher returns than· the average 
for the sector. .For. the purpose of calculations in t;he -remainder of .this 'chapter'. it 
is ass.urned that .:two:' .... the . one -.:tending. to res.ul:t in overestiinates of .. . . 
reported post".'"tax returns and the other tending to result in underestimates of such . 

·returns - approximatel;Y cancel eaoh.. other.·.Q;ut,_.'l:"ith .the;,ccinsequence. that 'the :reported 
... figure may. -be taken as ·a .startiriitJ?oint-·:ro.r· .. -c .. · o.f effective returns to · ·· 

foreign technology 
• : • •• l .. • • • :· : • • : .. :. . 

156 •. There:" are some r'ea,l;ldrts; ···ho111eirer·, why ca:ripot '..be. used 'as.· an.· : .. 
indicaifi?!f"of· t:tie e.ffect;Lv:e returnS" ;obta:i.necf 'bi :the ;foreign .t·echriology_ .s.u:pptierl •. ]j . . :·, .. 
These"·'fe'a:l:ibris. are ··d'iscussed""in. the 'sirbsecticin's whi'ch fdllovr. . . . .. . .. - ... .. . . 

.:.. . . :· .. . . . : . . . . . ' '• .... 
· ·"· i. Management· fees 2 ·.arid: ·1UniJJ:=s·um paYments ·' 

\' . 

•• :: •• ' • ' • ' .; 0 •• • • • • ·". - • - .... ' : • : • 4" ·. . •. .. . :·: . ' ' .. 
157'.' 'f.he ·di;:;cussion: in· Chapter IV indicated· .that several ;f.i,:r.rlis ljla,pci.gement 
and some· ·llaci' iicehce. · F'i':l'.ms ih Ethiopia involved: in tbe.se ·contracts made .· · -. ' 

'. ·su.ch ..... . 
as cost i tem·s. ori' balaiibe · sJ;le.e"fre(,. fro.m t)J.Ei. poir{t of vi'ew· of. the . . .... . 
supplier. re.presented· r.etur'riii •. an;Y-. calcula.tions'.of. the . : 
total. re:t!lni. to .slioh1a. "in¢lude the :amoun'ts recorded .... 
headings· of;··triana:gement' or r'ees and royalty. p8ynien:t!3. ·... . . . .. 

2. Valuation. of capital 

158. There .. .. comAfit'ted .. was 
overV.alued.. ' · · · 

•• ··• o o I • • ' ,,-:••. 'i ' 

:·Fir.st·, .. in. fore·:j:gn suppli.ers overs.tate·a yaJ..ue' of 
as .... inr)uts parts} by 'overpricing teohnoiOgy ... ._· . '. 
inittally·' :3'tippiiE1.d fo ·-'.The' .assigped '.to ·.i .of. '. ·::: .· 

·aou:)..d. have served" as a c'6ntribution to equj..ty '('investment'J.n kip.d) or Qould. :. 
·equity'· tai con,t:Cibhted .'ih casf'l fo:pn .. Jiy. the :t;echn9lQ.gy ··: 

suppl·ier •. · ·Irr the ef.fe9.t. wou],d have bee:q. .the same• . .- : , .. . . :: 
. ., ·J : : .• - • •• ' • . • • ' " • . . . : • . 

160 ,. pro ate. 'i:rivo 1 v·ed .. in""the" of_ >-
the evideµc·e· coliected. a ba!=Jis for !,assess:fog· ':!;;he . ·. ·;. , ... 
extent to which such. pr.icing·· praetic.es oc·ctirred in Ethiopia-. . The ... dl.scussicin in . : . . · 

·ch.apt.er»IV showed.that there 28 ... iri"Ethiopia had 'co.ri.tractual: ..... 
arrangements of· .one kind. or. another wl th' foreign ·technology suppliers (.including· . 

, .. Parel;).t firms).9. and one or two firms which were wholly-owned subsidiaries "of fore±gfr·'::· ·· .. 
· firms but. di<f not :fq:r:ma,1 •. ,;En. _the mqjori:tY. qf. . 

machiner.y .. was either an""in'tra;...firm"· fl.ow b;i:' was .tied :to sp.eoific .. sources and· .could'·? 
in principle., ·:been ;s'ubject "bo oV:e.ipricing. . . . ' . . . . '.. . ... :.:..;· . . . . . .. .. ' ' . . . \. . 

•• ..i.. _1:· ... ' ' ·.,. ··. ·. ·J. 

.. .. . . r .. . --. ·.:. . .. ,... . .. 11 For. the classic discussion of. thi's .·supjedt see'"S'iieri- 'faridqtriit','" Tlfe S:tiadow:" 
Latin ·Faces the Sevent1es , .. Penguin Books ·1972, especially ,pages 240-253 
entitled "The, Poetry of Figures". .: 
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161. The Ethiopian Government did not have an elaborate sys-tem for monitoring input 
prices of this sort, norwas there a general study of the subject. However, diff-erent 
government departments have had occasion to check input values in the course of 
investigating individual firms. In one of the cases examined by the auditors, it was 
found that the invoices in respect of the plant and equipment were not received from 
the manufacturer but from the foreign parent firm. Given these circumstances the 
auditors stated that they were not satisfied as to the accuracy of the values attac4ed 
to the plant and : In another case, the auditors found that intermediates · 
supplied by the parent were on several occasions more eJ(pens·ive than identical items 
received from other suppliers. They also found that unit prices appearing in the 
parent companyt s invoices were comparatively higher than· those shown on invoices sent 
to the company direct from the In· one case which the .auditors followed 
up by way of a test the discrepancy between prices charged by the parent and those 
c!:iarged by other firms. was 5T per cent. 

162. Second, in i;r:istances the value of capital' of foreign branches or 
subsidiari·es was inflate·d ·in order to provide a source of· nominal funds for increases 
in sha:i;'e capital. In one"9;;.i.se, an independent valuation'· or' the subsidiary 1 s capital 
expenditure ·estimated that, at the time when the foreign ·ow,ned branch was , transferred 
into a subsidia±y, expenditure had been inflate.d by about 43 per·cen:fas 
compared to ·a similar plant located elsewhere. Anothe+ company in the sample· appeared' 
to have revalued some of its fixed assets upwards by· more 30 times without .any · 
evident justification. · . .-: · : 

: .. : 

3. Transfer pricing .in trade in commodities 

163. Transfer pricing as<a"m'eans of hidden profit repatriation was of two kinds. In 
some cases exports to. pi·:t:en_t or sister companies overseas· were under-invoiced and/or 
intra-firm imports · 

164. As far as the first was concerned there was evidence of under-invoicing for a few 
companies. One of these had aroused the Government's interest because, after a decade 
of losses amounting to nearly 14 times the original equity contribution, the company 
wanted to. expand its operat.ions. The losses appeared improbable for the additional 
reason that. the price of the commodity in question had shown a steady upward trend in / 
Jche world market. Accordingly, a study was undertaken which found that, on conservative 
assumptions 9 the .company was its exports by 150 per cent. If the profit/ 
loss figures had been adjusted accordingly, an accumulated loss of 14 times the share 
-capital would have been transformed into a profit of 50 times ·the share capital in five 
years. Similar calculations for another- ex:Porter of proce.ssed pr.imar.Y products 
suggested an underpricing of 56 per cent. Goods were shipped to the parep.t at prices 
which had set by the leading buyers of the commodity, all of whom were located in 
one European capital. The effect of the overchargi.ng was to raise stated- profits for 
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two years in question. ·by· a :factor of · 39. ]} A .third cqmpany .·produced· _a 90.nm10di ty sold 
in. the domestic and markets. The _domestfo/expO--rt price ratio- was-.12.5:19 '-a ... 
diff.er):ince.·which one ·official.felt could· onJ.y partly 9e .explained eosts .. · 

·wi thi:q.:'Ethiopia. A: .sim:t,lar· discr!3pancy between domestic and. ezjiort ·prices ·w:as _noted• 
in -'the case ''C:if. the other expo'rter of the same. commodity. fifth '.company' . wh0lly... . J. .. 
fbreign-owned began'by. exporting its commodity to _·independ'ent producers'; and. then 
switched ·to supplying its mother· company. It appe?red that the·:IJrice of the- export. 
fell ·after export "an intra-firm 'flow •. " The. argued· that the lower 
price._was the result. pf _-the export being of .lower qualii;y than had originally .. been . . . . . . . . } 
thought. . . · . . . · ... · · ... · · · . : . ·· ' 

. . . 
, ' : : ," , • '\ , :l • - r ' • • • ' • • \, • 

165. The_. -.form of .transfer l(ricing .was ·that .involv.ing over .. -inyoicihg of. intJ?a.:.· .. · . 
finn in;termed:Late imports-: From a ·of 17 .firms .significant _inte:rmed.:!.ate.' , .. · 

. iJJ!ports, :it w:as-.foqnd that· 13 rec.eived :rqost, if. ncit- all, of. from· or :·. 
through their· _overseas_. corporate network_. A ,fti.rtl?-er firm. _;trnports,. from.'· 
a 11etwo:r::k ·of: United .state.s .. firms· .. t;J.·nde;r a ·long-term c.ontr.act ·that. appears to have been'. 
arranged in. conjuncti.on with the ·entry- of the: foreign shareholder:·: In at least. one · : 
other case there was indire9t .evidence that impC?rts were f9r, 
most foreign:.equ-;i. ty holders in firms aQtive · sutstit·uting industries; ···there. 
was the possipility of a_djuatir,ig invoices relating .to intra-:firm. transf'ers. ' 

• '. l •• ' • • • ' • • 

166. :Thls, : .. .. · opportum for -. 
fer.ring '·funds. through overpricing of intra..:.f:b.".111 imports in Ethiopia.·· One ,firm· was 
found by the Ethiopian Gove;rnment to be over-inv:oidng. inputs ide11tical to· those being 
iµipO:;'.ted· by another .:Go.reign tor by. an amount ·Whfoh Yi.e1ded' .a 40' per .'cent -re-turn . 
on ·equity ir:(each ·of 'the three years investigated.'. .('I1he .National Bank_: in ordered 
the ·f:oreign c'ompany. t0 .repatriate this.· 9-CCumu.la.ted. sum plus. 9 pE:r. cent .Per.· 
annum . to.·Ethiopia). ·y . Another .Dompai.ly ts· imports· were :the .. object of· a:· detailed · . 

.. , " I, 'l . • .: ' ' i . : ' ': ,• . ' . 
.. • .' ..... " . <. ,,. \ •• f 

._· ... -· V. :: in two. .the .. :.;· -rn:: 
FAO f.igures for- export p·riceS, f'.or that part of Africa· 1iere. takenas a criteriori,'-·and ari 
adjustment ma,a:e ·for ·qu9'li ty differences·; In the second_, there .was rio. satisfactory-· 
world price· for ·comparison. · price ·of the· final corrimodi ty. as sol_d ·in deveioped 

'was ahd excess pro;fi t was di_st:ributed among different Qperations 
according· fo'."their in total costs. The parent company had argued· that- all _-exc_ess 

-.profit shoul.d go to ii.ts sales department, but this seemed unsatisfactory since the 
Ethiopian subsidiary had alre-ady been a fe.e for the:- 1.is·e ·of a· product 1 s prand. 
naine. ' 

Y The. firm .whose im:?orts wert;i e.sslim.ed / "normal 11 for this calculation was itself 
-under suspicion for overpricing. · 
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by an 'ihter-.departmental tear)i-.- The team found significant over-pricing whose· e.ffect 
was to raise the overall "expatriated return11 from E$405,063 (23.6 per cent on . .'equity) 
to E$ 963,771 (56.l per cent) for the year 1970. . 

a. Estimation of the· cost of technology transfer 

167. The preceding s.e.ction d-1.scus·sed · four· main ·in. which foreign technplogy 
suppliers on their operations in Ethiopia. This section attempts to 
provide .some tentative. fos, on the basi:s· of· alternative -assum:ptio.ns, of'. .:tP§l ... 
foreign exchange cost to 'Ethiopia.of the use of foreign technology. The estimates 
giv'eri· here provide broad· orders of magnitude 

TCl-ble .. 18 estimates regarding four of the elements relevant for an 
assessment" of the cos't '6r' foreign technology. These estimate·S· have been der:i,ved from 
figures presented· earlier in this study and on the basis of two assumptions 
to overpricing. Assumption I is the extremely conservative one that there was no · 
overpricing of imports of either machinezy or intermediate goods.. The available 
evidence, limited though it may be, nevertheless suggests that overpricing did occur \ 
and may have been substantial. To take account of this factor alternative cost 
calculations were carried out according to assumption II, which. s.upposes that there was 
overpricing of 50 per cent on the inputs, by the manufacturing sector, of mach:Lnexy 
and intermediate goods. In the light of the evidence in paragraphs 158-166, assumption 
II would. also appear to be a mod.erate one. 

169. According to assumption I the estimated fqreign exchange cost to Ethiopia in 
1969/70 was approximately E$ 42 million. Since this assumption ignores the 
possibility of ove·rpricing 9 the· cost has two components only, i.e. the management 
fe.es. and .. salaries of ... personnel (E$ 20 million) 11 and the estimated value 
of declared returns going to foreigners oh their equity holding in the manufacturing 
sector. (E$ 22 million). The latter figure was deriv.ed by applying the 16 per cent 
rate o.f return (see. ·155-156) to the value of paid-up capital held by foreigners 
.in the manufacturing sector.in 1969/70 (see Table·6 above). . : 

170. If it is now assumed II) that imports by· the manufaC'turing sector of. 
both capital. and interrned'iate goods were overpriced by 50 per cent, then the figure 
of E$ 42 inill:icin given .in the preceding paragraph would represent only a par.t of total 
costs. As regards,first, the overpricing of imports and intermediate' goods, the Annual 
Survey of Manufacturing Indastry, 1969/70 ·indicated that value of s.Uch imports by 
the manufacturing sector in that year was E$ 96 million. On the assumption that these 

\, 

11 See paragraph 31· above. 
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,imports wer:e' overpriced by 50 the e,xcha:n,ge 
·by thi,s comes ·to.):l$. 32: , The· of -9verpricing of 
goods':hmports. by .the manu.facfor:i,ng SE?ctor.was··m§J.de ,:i,.'n_ sj..mil_<?-r manner.·-and ·yielded· _an· 
es tima cqs t: ,E$ . 34 'millio!?-::, -:f/ '. -.: -,. -__. . ... _,,_., .:·· -. .. . . _/ _ 

: . •, . ' \ . .. -
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Sources: Item (a) ·from paragraph 31; 'ftem (b) from:"parag:i;'aph -169;-..· :(c) and· :(d) .-
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separately, it was assum.ed that the ratio of such imports_' to total imports .of capital 

. equ1pment in the Ethiopian ec.onomy was the same as the ratio for intermediate gcioQ.s. ·---
. imports·9 i.e. 7..,2- pe:r cep.t; 

,, 
. ' 

. .. 

.. . ' , 

-- . 
·I. 

( 

-. . '" ' . " - -.· . ·-:.· .. · ... 
, ' - .. 

.. :· •, _,,, ..... 

.. 
' . 

' . 

- -·' , ·, 



T.D/:B/AC.11/21 
page 61 

171. Consequently, according to as·sumption II foreign exchange costs were equal to 
E$ l08·million. This figure was approx:imately five limes the value of declared returns 
(item (b) in table 18) and more than two and one half times declared returns plus 
ni.anagement fees (i tern. (a) of the table): 

172. The figure of E$ 108 million gives a broad order of magnitude of the foreign 
exchange cost of technology imported by·the manufacturing sector in Ethiopia. It 
would appear, however, that this figure is likely to err on the side of underestimating 
total ·costs, for the following reasons. First, no 'account whatsoever has been ,taken 
of the underinvoicing of expor.ts by the foreign-controlled firms in the manufacturing 
sector although, as explained in paragraphs some finns in Ethiopia engaged in 
such underinvoicing •. Second, no allowance has been made ·for either royalty payments 
or lump-sum payments under turn-key agreements. And lastly, part of the payments for 
technology is 'sometimes included in interest repayments to parent companies, and this 
fonn of payment has likewise not been taken into account. 

D. Foreign exchange .costs in the context of a least 
developed country 

173· The significance of the ·cost estimates must be assessed in. relation to the main 
features.of the Ethiopian economy. Three features seem particularly· relevant here. 
For 1970, they wereg {i) GDP amounting to E$ 3,861 million; (ii) net value added in 
modern manufacturing equal to E$ 212 millioni and (iii) annual export proceeds of 
E$ 305 million. · 

17 The cost estimates. presented in Table 18 may be compared with 'the cited 
above to gain an idea of their significance. The costs involved in the transfer 
process amounted to some 2.8 per.cent of GDP, to over one-third 0£ export proceeds· 
and to a little more than half the net value·added in the modern manufacturing sector. 

175· Comparable figures for developing countries as a group have been estimated ·to 
be - again with many qualifications - under 1 per cent of their combined GDP and 
around 4 to 5 cent. of their export proceeds. 1./ 
176. The sharp contrast between Ethiopia - the largest of the least developed 
·countries - and the developing countries as a group serves to underline the severity 
of the burden of co:Jts of the transfer pro·cess on least developed count:r::ies. At thE? 
same time, it emphasises the urgency of formulating pQlicies that can provide an 
adequate response to this situation. 

·11 See Proceedings of the United Nations. Conference on Trade and 
Third session, voL III, Financi and Invisible·s, United Nations publication, Sales 
No.E.73.II.D.6 1 page 110 1 document TD 106, HTransfer of technology'g report by the 
UNCTAD secretariat"; and document TD/B/Ac.11/10/Rev .• l. 

..... .. ' . : '.,' 
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Annex 

so.urces for f·i,gures in Table 1 

TD/B/AC.11/2l-" 
. .Anp.ex 

. ..( 
I. Population: 1954 figures from S.econd Five Year Development Plan of Ethiopia; · / 
1963-67, Outline, Addis Ababa, May 1963, page 17. T:P,e figures give-a rough esti:ma:te 
since so far no population census has bee:ru. ca:rried 6ut in Ethiopia •. .for 1970 · 
from Central Statistical Office, Abstract, 1970, ';fable B.3. 

II and III. Total and composition ·Of GDP: 1954 figures from Second Five Year·,Plan·, 
Outline; op. cit .• , page 23. ·1969 figure from Statis:ticaJ Abstract_, 1971,· Table. T.2. 

. ' 

IV. Gross fixed capital for)llationg 1954 figure from Second Five Year Plan, Outline, 
op. cit., page 22, 1969 :f;'igure from Statistical Abstract, 1971, Table I.'}. 

V. Emp;loyriient by sectorg. 1954 figure from ·Second Five Year Plan, Outline, cit •. , 
page 74, .1967/68 figures from data supplied by National.Bank of Ethi0pia, Table 
'.l:;l.l of statis:tical tables (mimeograph). · · · · . . 

VI. Output per employed estimated from data referred to III and v. 
VII. Figures .for total exports in 1954 and 1970 and coffee exports in 1970 
from Statistical Abstract·, 1971, Tables 4.1 and 4.4. Figure for coffee exp9rts in 
1954 ·i'rom Second Five Year Plan, Outline, op. cit., page -70. 

Import$.: 1954 figure from Second .Five Year Plan, Outline, op. cit., p0ge 72. 1976 
figures from Statistical Abstract, 1971, op. ci.t., ·Table H.6. 

ilIII. Financial transactions: . 1954 0Dd 1970 figures for inflows of long-term. private 
and public capital from· Stanford B,esearch ·Institute, Industrial Investment Clima-te in·· 
.Ethiopia, Repor.t No.2, July 1968, page 90, and National Bank of Ethiopia, Quarterlz 
Bulletin, No.32 (91), March 1972, page 59 respectively. 1962 and. 1970 for 
.n"1t investment income (outflow) from Quarterl;z 'Bulletin,, ci.t. ,, page 58 1954 
fi,gure:rs for foreign t payments (public) from Second Five Year Plan, Outline,. 
op. cit., page 31, and 1970 f.i,gure from the National Bank of 

IX. School 1959/60 and 1969 fjgures from of 1.969 
· and 1971, 0. 7. All-weather roads, railway and .shipping freight.g earlieT figures 
.from Statistical Abstract, 196.39 op. cit., Ta'bles 25 9 30 and 33'(a) respectively. i970 
figures f:,rom Statistical Abstracts of 1970 and 1971, o:e_. Tables G .• 5, G.11 and 
G.15. . . 


