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FOREWORD

Rapid growth has been associated with diversification where 
manufacturing and modern services sectors contribute to GDP and 
employment. Globalization has greatly increased the premium on 
manufacturing and rapidly growing countries are those with large 
and competitive manufacturing sectors. Successful countries have 
always pushed the limits of their comparative advantages and 
diversified their economies into new activities with higher value 
addition such as manufacturing. For Ethiopia, a competitive and 
thriving manufacturing sector is central to the Growth and 
Transformation Plan of the country.

It is in recognition of the vital role of the manufacturing sector in 
economic development that the African Development Bank 
initiated the study on Ethiopia’s manufacturing sector and its 
findings are presented on this report. The report provides a 
diagnostic and analytical assessment of the current sector of the 
manufacturing sector in Ethiopia and makes recommendations 
with a view to enriching policies to strengthen manufacturing 
activities in Ethiopia.
 
While manufacturing activities in Ethiopia have witnessed a 
historically unprecedented increase in the past ten years, the sector 
still presents a large room of untapped potentials and investment 
opportunities. The competitiveness of the industry has also been 
improving in the Ethiopian setting that is characterized by cost-
effective labor force, abundance of production raw materials and 
cheap utilities. Thus, this report reveals that enhancing 
competitiveness of the manufacturing sector in Ethiopia is pivotal to 
its economic transformation, and with the right business enabling 
environment, including support to improved market access and 
skills development, the sector has a huge potential to spearhead 
the agenda of sustainable and inclusive growth.

The report has therefore articulated a set of policy measures and 
incentives under a well-coordinated industrial strategy to convert 
the manufacturing sector in Ethiopia into an engine of growth and 
strengthen its forward and backward with the agriculture and 
service sectors to ensure sustainable growth. For example, the 
study recommends a refocus of industrial strategy to resource-
based and labor-intensive production process in line with the 
country’s comparative advantage. In general, the report highlights a 
roadmap for mainstreaming industrial transformation into Ethiopia 
overall development framework and recommends strategies 
through which industrial transformation consistent with the 
country’s economic vision can be realized.

An outstanding recommendation of the study is the need to 
improve infrastructure to support the manufacturing sector with 
emphasis on transport, energy and communications. It is 
interesting that the African Development Bank has equally identified 
infrastructure development as a major pillar of its development 
financing in Ethiopia in the medium-term.

I am optimistic that when the recommendations of this study are 
fully implemented, the manufacturing sector will assume its rightful 
role as one of the leading sectors in Ethiopia’s economic   
development. I therefore recommend this report to policy makers 
and to all stakeholders in the development of Ethiopia.

Josephine Ngure,
Resident Representative,
Ethiopia Country Office 
African Development Bank



EXECUTIVE SUMMARY

Ethiopia has registered solid economic growth since 2003/04, but 
growth slowed down in 2011/12 due to weak performance of the 
agriculture and industrial sectors. This growth has led to a reduction 
in income poverty and improvements in other social indicators. 
However, the country’s growth acceleration in recent years has not 
been associated with diversification and structural change. In 
particular, the performance of the manufacturing sector has not 
been satisfactory.

The main objectives of this study are twofold: to provide a 
diagnostic and analytical assessment of the current status of the 
manufacturing sector in Ethiopia, and to contribute to the process 
of analysis and policy formulation by identifying binding factors, 
constraints, opportunities and strengths for the development of the 
sector in Ethiopia. 

Despite strong economic growth, macroeconomic stability has 
remained a concern. Real interest rates have been generally 
negative owing to inflationary pressures. While nominal exchange 
rate showed a downward trend, real exchange has generally been 
high. This tends to undermine the competitiveness of exports, and 
to create a disincentive to savings, hence raising challenges for 
domestic resource mobilization to finance the investment required 
for sustained rapid growth. 

The service sector continues to be the main engine of growth of the 
economy. Despite the strong policy emphasis on agriculture, its 
contribution to overall growth has not been commensurate with its 
share in GDP. The contribution of the manufacturing sector to 
growth, employment and exports has remained minimal. In 
addition, reflecting declining sectoral terms of trade, the 
manufacturing sector share of GDP (in current prices) has shrunk.

Not only did the share of manufacturing real value added in total 
industrial GDP decline, Ethiopia’s manufacturing sector is also 
lagging in comparison to peer economies and relative to its 
aspirations: both manufacturing value added (MVA) share in GDP 
and MVA per capita in Ethiopia are well below the Eastern Africa 
regional average and selected Asian countries. MVA per 
establishment showed a declining trend as the number of 
establishments grew, indicating growth came predominantly from 
an increase in the number of small and medium-sized enterprises 
rather than from the expansion in scale of production by existing, 
more mature enterprises.

Manufacturing exports not only represent a relatively low 
percentage of total merchandise exports, but also the share has 
shown a declining trend in recent years. Ethiopia exports very few 
manufactured commodities compared with the Eastern African 
average and selected Asian countries, indicating both a low 
manufacturing production base and a lack of competitiveness of 
the sector. Ethiopia’s manufacturing export is one of the least 

diversified compared to its potential global competitors. Moreover, 
there has been comparatively little progress in diversifying the 
export mix. This slow change in the export dynamics may have 
been due to the low level of market and product innovation of 
entrepreneurs as reflected by the dominance of resource-based 
manufacturing exports.

The distribution of firm sizes within an industry is typically highly 
skewed with a few large firms and a large number of small and 
medium-sized enterprises. However, in Ethiopia the share of private 
establishments that employ 50 and more workers increased 
between 2000/01 and 2010/11. Moreover, there was an even more 
surprising decline in the number of smaller firms that employed 
between 10 and 19 workers. This seems consistent with the 
“missing middle” hypothesis, which holds that institutional factors 
in Sub-Saharan Africa result in a bifurcation of firm sizes into large 
and small, with an under-representation of medium-sized firms.

Similar to the overall trend in the large and medium-scale 
manufacturing sector, the majority of manufacturing subsectors 
show a declining employment per firm. Only a few manufacturing 
subsectors (e.g. chemicals, basic iron and steel, machinery and 
equipment and vehicles, trailers and semi-trailers) showed a rise in 
the average number of employees per firm. This points to the fact 
that the manufacturing Aminated by firms that employ fewer 
workers.

The manufacturing sector – both private and public segments – 
depends largely on imported raw materials. The use of local inputs 
declined in recent years, indicating that manufacturing industries 
have become increasingly dependent on imported inputs. The 
implications of sourcing inputs from abroad are complex. While the 
quality of products tends to improve in firms that are able to access 
foreign inputs, upstream linkages within the economy are 
weakened and firms are vulnerable to world price fluctuations. The 
evidence suggests that greater ability to source inputs 
internationally favourably impacts on a firm’s ability to sell 
internationally.

While both labour productivity and average labour compensation of 
the manufacturing sector grew between 2001/02 to 2010/11, the 
latter grew faster than the former. This led to a rise in unit labour 
cost, an indicator of competitiveness, indicating a disappointing 
performance of the manufacturing sector in terms of labour cost 
competitiveness. This did not serve to create comparative 
advantage for Ethiopia in manufacturing as reflected by a low 
revealed comparative advantage (RCA) in manufacturing – which is 
lower than that of peer countries in Eastern Africa. Clearly, Ethiopia 
is lacking in comparative advantage even in some of the priority 
industries, such as textiles, leather, food and beverages, and 
chemical sub-sectors.

The cost disadvantage is also reflected in the export 
competitiveness of the manufacturing sector. The majority of 
manufacturing sub-sectors are not competitive in the international 
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market. Although leather and footwear has remained competitive, 
its global competitiveness has shown a declining trend.

The Ethiopian government has been providing incentives to 
promote the manufacturing sector, but the impact of these financial 
and fiscal incentives has not been properly assessed. Although 
incentives can help firms enter new markets and generate positive 
externalities (e.g. knowledge spillovers), they may also weaken 
competitiveness by protecting inefficient firms. Discussions with 
stakeholder indicate that financial and fiscal incentives are very 
attractive in terms of quality and coverage, but strong monitoring 
mechanisms are lacking. In addition, inadequate foreign exchange 
and finance have been identified as the main challenges facing 
manufacturing firms. The problems manifest in the form of limited 
availability of finance and foreign exchange as well as delays in 
processing requests. All these increase the cost of doing business 
which reduces the competitiveness of the manufacturing sector 
both in the local, regional and global markets.

There are a host of factors that constrain the competitiveness of the 
manufacturing sector. Ethiopia is lagging behind its neighbours with 
respect to ICT, both in terms of the level of coverage and the quality 
of services. Fixed and mobile telephone subscribers per 100 
people, an indicator of the telecommunication infrastructure, have 
been among the lowest compared with other African counties. 
Discussions with stakeholders also indicate that high cost and poor 
quality of communication services are some of the key constraints 
facing manufacturing industries in reaching regional and 
international markets, importing inputs, delivering services, etc. 
This negatively affects the competitiveness of the manufacturing 
industries.

Inefficient logistics have also been identified as a severe problem 
facing the manufacturing sector. Ethiopia ranks poorly in the World 
Bank’s Logistics Performance Index (LPI). In particular, tracking and 
tracing, international shipments, infrastructure, customs and 
logistic competence services are not only poor but also have shown 
no improvement over time. High logistics costs reduce the 
competitiveness of Ethiopian goods and services in regional and 
global markets and also raise the price of imported goods and 
services to domestic consumers. In particular, high transportation 
cost has been reported as severe problem hindering the 
performance of local manufacturing industries and this retards 
integration of industries with regional and global markets. 

Recommendations:
A well-coordinated industrial strategy is required to convert the 
manufacturing sector into an engine of growth and strengthen its 
forward and backward linkages with the agriculture and service 
sectors to ensure sustainable growth. Thus a concerted effort 
aimed at rectifying both demand and supply side constraints is 
required to create a viable manufacturing sector. A comprehensive 
package of support is necessary to address both the supply and 
demand side problems of the manufacturing sector which include 
the following:

Ÿ Fine-tune and focus on manufacturing industries in 
which the country has a strong comparative 
advantage:
Ÿ In the initial stage and given the current resource 

endowments and capability, a possible strategy would 
be to focus on resource-based and low-technology 
(labour-intensive) products with a higher degree of 
domestic value addition;

Ÿ Subsequently, moving towards the production of 
medium and high-technology manufacturing products 
will be the main avenue for improving competitiveness.

Ÿ Streamline and introduce incentives for triggering 
structural transformation in manufacturing:
Ÿ Introduce functional incentives such as dedicated utility 

supply and reduced utility rates (e.g. power);
Ÿ Establish a special window that is dedicated to 

providing loans to investment in manufacturing 
industries and commercial agriculture, and provide 
loans at reduced interest rates;

Ÿ Preferent ia l  access to fore ign exchange to 
manufacturing and agriculture;

Ÿ The Industrial Investment Allowance: encourage large-
scale investment by both domestic and foreign 
investors in specific industry sectors that manufacture 
certain products and goods by providing tax relief, in the 
form of industrial investment allowances, to strategic 
manufacturing projects;

Ÿ Establish and strengthen industrial development zones: 
This incentive is designed to promote international 
competitiveness and to attract sustainable foreign 
direct investment and develop links between domestic 
and zone-based industries for the optimal use of 
existing infrastructure, the creation of employment and 
technology transfers;

Ÿ Research and development incentives: Given the high 
costs involved in research and development (R&D), a 
tax incentive can be used as a way of indirectly 
subsidising research and development costs. 
Manufacturing industries that wish to improve their 
productivity through innovation or enhance their current 
product quality would be encouraged to benefit from 
this incentive;

Ÿ Reinvestment allowance or expansion incentives: A 
reinvestment allowance can also be used to promote 
manufacturing industries that incur capital expenditure 
to expand, automate, modernise or diversify its existing 
manufacturing business within the same industry. This 
incentive aims at promoting automation processes in 
the manufacturing sector in an effort to increase 
productivity;

Ÿ Industrial innovation support programme: This incentive 
serves to promote technological development through 



the provision of financial assistance to registered 
enterprises in manufacturing or software development 
that engage in the development of innovative, 
competitive products and/or processes which should 
contribute to improving technology;

Ÿ Training expenses deduction: Some productive 
sectors, especially manufacturing industries, incur 
training expenditures before the commencement of 
business and could be entitled to benefit from this 
incentive based on certain conditions such as the 
trainees are employed by the company when operation 
commences;

Ÿ Introduce quality standards award schemes for those 
manufacturing firms that make use of quality and 
standards.

Ÿ Improve quality of service delivery and institution
Ÿ Special window services to manufacturing and 

commercial agriculture firms;
Ÿ Streamline and network support institutions; 
Ÿ Develop research and development support institutions 

focusing on adaptation and diffusion of existing 
technologies; 

Ÿ Establish and support establishment of laboratory 
inspection and standardization, and enhance the 
capacity of Ethiopian Quality Standards Agency;

Ÿ Nurture industrial districts through cluster policies; and
Ÿ Use government procurement to promote development 

of local and regional manufacturing industries. 

Ÿ Improve logistics efficiency:
Ÿ Improve coordination among the different service 

providers through investment in networking; 
Establishing a Trade Net electronic platform (e.g. that of 
Singapore) could help to enhanced Business to 
Business (B2B) and Business to Government (B2G) 
electronic communications; 

Ÿ Enhance and strengthen national standards on product 
quality, packaging, storage, and transport conditions; 

Ÿ Improve container tracking capability through IT-
supported trade facilitation; and 

Ÿ Streamline and effective coordination of border 
clearance processes (customs procedures) and 
establish a dedicated window for commercial 
agriculture and manufacturing.

Ÿ Improve hard infrastructure: Transport, energy and 
communications:
Ÿ Disentangling the production and power distribution 

activities could help to ease the current power 
distribution failures;

Ÿ Expand the establishment of industrial zones in major 
cities and towns, with supporting infrastructure;

Ÿ Build the capacity of the transport sector through 
linkages with universities and research institutes, and 
loans and technical assistance to build its capacity and 
usage of modern modes of transport.

Ÿ Improve the quantity and quality of human capital:
Ÿ Benchmark Ethiopia's education and training system 

against major competitors in terms of quantity, quality, 
and relevance and cost effectiveness, and identify areas 
of  improvement;

Ÿ Develop a programme to link vocational training 
institutions and universities with industry, 

Ÿ Set up training centres in industrial parks, high-tech 
parks and export processing zones;

Ÿ Conduct regular skills audits, particularly in TVETs; 
Ÿ Encourage enterprise training through subsidized 

training expenditures, tax exemptions, etc.;

Ÿ Science, technology and innovation: 
Ÿ Assess the structure, capabilities and relevance of 

technology institutes, including, R&D support, regional 
technology centres and technology financing;

Ÿ Launch a technology foresight exercise to raise 
awareness of industry's technological weaknesses and 
create consensus between industry, research institutes 
and the bureaucracy on measures that need to be 
implemented to remedy those weaknesses;

Ÿ Establish and stimulate linkages between industry and 
Science and Technology infrastructure (R&D 
laboratories and universities). These may include:
Ÿ Restructuring and furnishing laboratories;
Ÿ Encouraging the placing of research students in 

industrial establishments;
Ÿ Joint research awards by industry and universities 

for work on subjects of relevance to industry; and 
Ÿ Providing incentives to university research staff to 

work with industry.
Ÿ Set up a technology import information service or 

database to collect data on foreign sources of 
technology. This is especially useful for SMEs for 
overcoming the information gaps they face in accessing 
new technologies; establish online links in all major 
industrial areas.

Finally, it should be noted that the specific nature of policies and 
support measures should emerge from close consultations with 
stakeholders in the sector since any policy that lacks the full 
support of the different actors is bound to have minimal impact.
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INTRODUCTION

Contrary to initial pessimism, recent years have seen a change for 
the better in the performance of the Ethiopian economy. The year 
1992 witnessed the introduction of a more liberalized policy regime 
along with significant policy and institutional reforms. A variety of 
market-based reforms were introduced to reverse the past policies. 
The incumbent government adopted an overall development 
strategy known as Agricultural Development-Led Industrialization 
(ADLI) strategy in order to stimulate farm output and rural incomes, 
thereby generating broad-based growth and reduce poverty. The 
strategy focused on increasing the production and productivity of 
smallholder agriculture through complementary intervention such 
as promotion of improved agricultural technologies, provision of 
credit services, development of infrastructure, and improvement of 
primary education and health care services (MOFED, 2002, 2005). 

The focus on broad-based growth and poverty reduction has been 
underscored in the series of poverty reduction programs 
introduced since the early 2000s. The first of these, called 
Sustainable Development for Poverty Reduction Program 
(SDPRP), was implemented between 2002/03 and 2004/05. The 
program was founded on four pillars: namely ADLI, reform of the 
justice system and the civil service, decentralization and 
empowerment, and capacity building in public and private sectors.  
A second phase of the poverty reduction program, which focuses 

on agriculture and sustainable development, known as Plan for 
Accelerated and Sustained Development to End Poverty 
(PASDEP), covered the period from 2005/06 to 2011/10. Unlike the 
previous program, PASDEP strongly positioned itself towards 
commercialization of agriculture and private sector development as 
the engines of accelerating growth and alleviating poverty. In 
addition, PASDEP consisted of eight key components: building all-
inclusive implementation capacity; a massive push to accelerate 
growth; creating the balance between economic development and 
population growth; unleashing the potentials of Ethiopia's women; 
improving infrastructure; strengthening human resource 
development; managing risk and volatility; and creating 
employment opportunities.

Based on the experiences of the previous programs, the 
government has introduced a more comprehensive plan known as 
Growth and Transformation Plan (GTP) which spans between 
2010/11 and 2014/15. Unlike the previous programs, the GTP 
gives due emphasis to promoting the manufacturing sector. This 
study reviews the current policy framework for manufacturing in 
Ethiopia, assesses the performance of the sector, analyses the 
constraints to its further development and considers appropriate 
policy responses.
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1. THE CURRENT STATUS OF 
THE MANUFACTURING 
SECTOR IN ETHIOPIA

1.1  Overview of the Economy

1.1.1  Overall Economic Policy Framework
The Growth and Transformation Plan (GTP) is premised on a 
number of principles, including sustaining faster and equitable 
economic growth, maintaining agriculture as a major source of 
economic growth, and creating favourable conditions for industry 
to play a key role in the economy. The GTP’s growth goals are 
ambitious: achieving 11-15% gross domestic product (GDP) 
growth each year over the period; this would enable Ethiopia to 
achieve its Millennium Development Goals (MDGs) by 2015 and to 
rise to middle-income status by 2020-23. The macroeconomic 
goals include maintaining stable price conditions and generating 
significant increases in the share of GDP accounted for by exports 
and imports, domestic savings and investment, and fiscal 
revenues.

To attain these goals, Ethiopia recognizes the need for a 
significantly expanded role of its manufacturing sector, which 
received little attention in the previous development programs and 
remains very weak. While maintaining an emphasis on the agro-
processing and construction industries, the GTP also gives priority, 
for example, to the chemical and metallurgical industries with the 
motive of having these sectors play a catalytic role in the transition 
from agricultural-led to industrial-led growth.  In general, the GTP 
provides support to the following sectors: labour-intensive sectors 
with large market potential; sectors with vertical and horizontal 
linkages to agriculture, such as leather, which add value to 
domestic agricultural products and thus help keep value chains and 
associated income and employment opportunities within the 
country; export-oriented and import-substituting sectors; and 
sectors that facilitate technology transfer between sectors and 
between countries. The GTP also gives particular support to 
Ethiopia’s micro and small-scale enterprises, which the GTP 
drafters see as the foundation for the development of future 
medium- and large-scale enterprises.

1.1.2  Performance and Challenges: An overview
In the last decade, Ethiopia has experienced solid progress in terms 
of key economic and social indicators. The country registered an 
average annual real growth rate of 9.4% between 2000/01 and 
2011/12, well above the population growth rate of 2.2% implying 
real GDP per capita increased by about 7.2% per annum. 

This performance led to a reduction in both poverty and 
unemployment. The incidence of poverty declined from 38.7% in 
2004/05 to 29.8% in 2010/11. About 3.7 million people were lifted 
out of poverty over the same period. The unemployment rate 
declined from 26.1% in 2003/04 to 17.5% in 2011/12; the 
reductions in unemployment were especially strong in major urban 
areas.

Household consumption claimed a growing share of GDP, 
increasing from 71.2% of GDP in 2000/01 to 76.5% in 2011/12. At 
the same time, Ethiopia was able to increase its investment share of 
GDP substantially, from 23.6% to 34.6% of GDP over the same 
period. This was possible because of a steep decline in 
government consumption spending as a share of GDP (from 15.7% 
to 7.0% over the period), and a significant expansion of the trade 
deficit (from 11.8% to 18.1%). Accordingly, at the end of the period, 
over half of Ethiopia’s investment spending was financed by inflows 
of capital from abroad. This increased reliance on capital inflows 
reflected the inadequate growth of domestic savings: the domestic 
savings rate increased from 13.1% to 16.5% over the period, much 

1less than the growth in investment.  Heavy dependence on external 
sources of investment financing has led to accumulation of external 
debt. Both exports and imports increased faster than GDP, 
increasing the share of total trade in Ethiopia’s GDP from 36% to 
46.1% over the period.
 
While growth performance was strong, macroeconomic stability 
has remained an issue in Ethiopia. Interest rates have been 
generally negative in real terms, while the exchange rate, despite a 
more or less steady downward trend in nominal terms, has 
generally been high and volatile in real terms (Figure 1.1). The 
exchange rate dynamics reflect a policy of maintaining stable 
nominal parities against the major currencies, with period 
devaluations when surges in inflation push the real exchange rate 
higher. The Ethiopian government has undertaken various 
measures to stabilize inflation such as tight fiscal and monetary 
policies as well as administrative measures. While fiscal measures 
include reducing direct domestic borrowing from banks, monetary 
policy measures have also been introduced such as rising the 
reserve requirement of banks (from 5% to 15%), increase interest 
rate, and reducing domestic credit. On administrative front, the 
then Ministry of Trade and Industry (now the Ministry of Trade) 
imposed a price cap on selected commodities, but subsequently 
price cap was lifted except in sugar, edible oil and wheat flour. This 
intervention was largely unsuccessful; severe supply shortage 
occurred and the prices of some commodities have gone up, 
instead. These administrative decisions were made by the 
government unilaterally without consultation of the business 
community. It appears that there was lack of research prior to the 
enforcement of the cap.

1Gross national saving has also increased from 22.2% of GDP in 2000/01 to 28% in 2011/12.  



This configuration of monetary policy (negative real interest rates 
and a high real exchange rate) tends to undermine the 
competitiveness of non-resource-based industry, especially 
manufacturing, and to create a disincentive to savings, hence 
raising challenges for domestic resource mobilization to finance the 
investment required for sustained rapid growth as called for by the 
GTP. As well, it tends to undermine exports, again especially 
manufactured exports, and contributes to a widening of the 
external deficit, exposing the economy to balance of payments 
risks. Ethiopia’s macroeconomic framework contrasts, at least in 
some indicators, sharply to the Asian model which features 
competitive exchange rates, stable inflation, high rates of domestic 

savings coupled with low shares of consumption, and export 
orientation that favours manufacturing exports.

The service sector was the main engine of growth of the economy, 
accounting for slightly less than half of the growth in total value 
added between 2000/01 and 2011/12 (Figure 1.2). Despite the 
strong policy emphasis on agriculture, this sector accounted for 
only 38.5% of total growth over this period, substantially less than 
its share of GDP. The growth contribution of the manufacturing 
sector was minimal: it accounted for only 3.6% of total GDP growth 
over the same period. 

Figure 1.1: Nominal and Real Effective Exchange Rates, January 2000 to August 2013, January 2000 = 1.00 

Source: Bruegel Institute 
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Despite agriculture’s under-weight contribution to real growth, its 
share of GDP (in current basic prices) increased over the period due 
to the increase in the price of agricultural output relative to other 
sectors (Table1.1). Conversely, notwithstanding its relatively 

stronger contribution to growth, the share of services in 2011/12 
was slightly below its share in 2000/01. Reflecting declining 
sectoral terms of trade, the manufacturing sector shrank from 6.2% 
of total sectoral value added in 2000/01 to only 3.6% in 2011/12.

1.2  Descriptive Overview

1.2.1  Size of Manufacturing Sector in the Economy
The size of the Ethiopian manufacturing sector can be measured 
using different indicators such as value added, employment, 

exports, etc. Manufacturing value added (MVA) significantly grew 
by about 8.8% on an annual average basis in real terms, and 6.6% 
in per capita terms between 2000/11 and 2011/12. Nonetheless, 
the share of manufacturing real value added in total industrial GDP 
declined from 44% in 2000/01 to 36.5% in 2011/12 (Table1.2).

Figure 1.2: Sectoral contribution to GDP growth (%), (2000/01-2011/12) 

Source: Computed based on MoFED data, GDP by Economic Activity at Constant Prices ('000 Birr), 2010/11 Base Year 

Table1.1: Sectoral shares in GDP (%), at current prices 

Source: Ministry of Finance and Economic Development: GDP by Economic Activity at Current Prices 

Table1.2: Share of manufacturing value added in industrial GDP (%) 

Source: GDP by Economic Activity at Constant Prices ('000 Birr), 2010/11 Base Year; and at Current Prices 



Not only is manufacturing lagging behind other Ethiopian sectors, it 
is also lagging in comparison to peer economies and relative to its 
aspirations: both MVA share in GDP and MVA per capita in Ethiopia 

are well below the Eastern Africa regional average and selected 
Asian countries (Figure 1.3 and Figure 1.4).

2 Figure 1.3: Share of manufacturing in GDP in Ethiopia and selected countries (%), 2000-2011

Source: World Bank / World Development Indicators (WDI). 

Figure 1.4: Trends in manufacturing value added per capita in Ethiopia and selected countries, 2000-2011

Source: World Bank / World Development Indicators (WDI).
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2The "East Africa average" is calculated here as the average share of the manufacturing 
sector in the 7 country studies (Burundi, Ethiopia, Kenya, Rwanda, Seychelles, the 
United Republic of Tanzania, and Uganda).  
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The manufacturing sector’s contribution to total employment in the 
economy has been modest. Employment in the manufacturing 
sector increased at an annual average rate of 6.7% between 
2000/01 and 2010/11 (Table 1.3) compared to MVA growth over 
the comparable period of 8.4% per annum.  Growth in output per 
worker was 2.82% per annum over the period; this is a relatively 
modest figure given that Ethiopian industry would be expected to 
be in a catch-up mode on technology and also exploiting increasing 
returns to scale due to the rapid expansion of the Ethiopian 
economy during this period.  However, as can be seen, MVA per 
establishment fell over the period as the number of establishments 

grew, indicating growth came predominantly from an increase in 
the number of small and medium-sized enterprises rather than from 
the expansion in scale of production by existing, more mature 
enterprises. 

Nominal wages increased by about 14.9% per year, substantially 
faster than the growth in MVA per employee at current prices 
(10.3% per year or 2.82% per year in real terms). This suggests that 
labour cost growth is eroding the competitiveness of the 
manufacturing sector.

The slow pace of manufacturing development in Ethiopia is also 
evident at the international level. Manufacturing exports not only 
represent a relatively low percentage of total merchandise exports, 
but also the share has shown a declining trend in recent years, 
falling from 16.7% in 2001 to 12.9% in 2012 (Table 1.4). Ethiopia 

exports very few manufactured commodities compared with the 
Eastern African average and selected Asian countries (Figure 1.5), 
indicating both a low manufacturing production base and a lack of 
competitiveness of the sector.

Table 1.3: Trends in value added, employment and establishments in the manufacturing sector

Source: CSA (Large and medium scale manufacturing survey); and Ministry of Finance and Economic
Development: GDP by Economic Activity at Constant Prices (2010/11 base year).

3Table 1.4: Ethiopia’s exports of manufactured products, 2001-2012

Source: International Trade Centre’s TradeMap (for export data); World Bank/World Development
Indicators (WDI) (for data on GDP)

3The definition of "manufacturing" applied to determine manufactured exports in this 
table is based on the ISIC classification (specifically, ISIC Rev. 3), i.e. chapter D – 
Manufacturing (sections 15–37). Other sources for international trade data – such as 
WDI – apply a more restricted definition of "manufactures", which comprise 

"commodities in SITC sections 5 (chemicals), 6 (basic manufactures), 7 (machinery 
and transport equipment), and 8 (miscellaneous manufactured goods), excluding 
division 68 (non-ferrous metals)". In other words, they exclude processed agricultural 
products, beverages and others.  



Ethiopia’s manufacturing sector is divided, for statistical purposes, 
into small and cottage firms and large and medium firms. 
Manufacturing value added of large and medium manufacturing 
industries grew by about 10.1% per annum in real terms between 
2000/01 and 2010/11, one and half times as fast as the MVA of the 

small and cottage enterprises, which grew at 6.0% per annum. 
However, the small and cottage firms were able to increase prices 
to a greater extent; accordingly, the shares of MVA of the two 
groups remained more or less flat between 2000/01 and 2011/12 
(Figure 1.6).

Figure 1.5: Share of manufactured exports in total merchandise exports in Ethiopia and selected
countries (%), 2001-2012

Source: International Trade Centre’s TradeMap.

Source: Ministry of Finance and Economic Development: GDP by Economic Activity at Current Prices

Figure 1.6: Share of Large and Small Firms in Ethiopia's Manufacturing Sector
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Employment in large and medium-sized manufacturing firms 
registered a growth rate of 6.8% over the same period, much lower 
than the urban labour force growth rate. Given the 10.1% 
expansion of output of these firms, this implies productivity growth 
of 3.3% per annum, a substantial pace faster than the 1.8% growth 
in overall manufacturing sector productivity.

1.2.2  Structure of the manufacturing sector

1.2.2.2  Distribution of Manufacturing Firms by 
Public vs. Private Ownership
Data on firm ownership are restricted to large and medium-sized 

firms; the small and cottage firms are privately owned. Private 
manufacturing firms in the large and medium-sized class greatly 
expanded their share of gross value of output (GVO) and value 
added of the large and medium-sized manufacturing group total; 
since 2005/06, the private sector firms have been the dominant 
force and this might be due to increased participation of private 
sector and privatization of some of public manufacturing 

4enterprises (Figure 1.7)

Figure 1.8: Employment shares of private and public manufacturing industries (%)

Source: CSA

Source: CSA

Figure 1.7: Trends in manufacturing GVO and value added by ownership (% share)

A similar trend has been observed for employment (Figure 1.8). The 
employment share of private manufacturing industries in total 
manufacturing employment within the large and medium-sized 

group increased from 41.9% in 2000/01 to 73.9% in 2010/11. On 
the other hand, the share of public manufacturing industries 
declined from 58.1% to 26.1%.

4Foreign direct investment has increased in recent years: increased from 15% in 
2010/11 to 16.5% of total license projects in 2011/12. Of the total licensed foreign 
investors, only 1.5% was operational in 2010/11, indicating low conversion rate.  



The distribution of firm sizes within an industry is typically highly 
skewed with a few large firms and a large number of small and 
medium-sized enterprises. In Ethiopia, these stylized facts do not 
hold:  within the private sector in 2010/11, there were actually more 
large firms (over 50 employees) than medium-sized firms (20-49 
employees). In fact, the share of private establishments that employ 
50 and more workers increased from 25% of total private 
establishments in 2000/01 to 31% in 2010/11. Moreover, there was 
an even more surprising decline in the number of smaller firms: in 

2000/01, private manufacturing establishments that employed 
between 10 and 19 workers accounted for about 42.3% of total 
number of private establishments; by 2010/11, this share had 
declined to 39.4%. This seems consistent with the “missing 
middle” hypothesis, which holds that institutional factors in Sub-
Saharan Africa result in a bifurcation of firm sizes into large and 
small, with an under-representation of medium-sized firms. Public 
firms were all large (Figure 1.10).

Figure 1.9: Private and public establishments (number)

Source: CSA

Source: CSA

Figure 1.10: Share of establishments by employment size (%)

1.2.2.3 Composition of Manufacturing by 
Subsector
As for the composition of the manufacturing sector, food and 
beverages constituted the largest proportion of the overall large 
and medium manufacturing value added between 2000/01 and 

2010/11 (Table 1.5). However, the value added share of food and 
beverages industries declined from 50.9% to 32.5% in 2009/10 
The share of chemical and chemical products meanwhile showed 
an increasing trend in value added share.
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EASTERN AFRICA’S MANUFACTURING SECTOR - ETHIOPIA COUNTRY REPORT

The trends in output and employment shares are reflected in the 
number of establishments (Figure 1.9). While the number of private 
establishments grew by 12% between 2000/01 and 2010/11, the 
number of public establishments declined from 143 in 2000/01 to 
129 in 2010/11. The number of private establishments increased at 

a decreasing rate between 2000/01 and 2005/6; it increased at an 
increasing rate between 2006/07 and 2008/9. Between 2009/10 
and 2010/11, the number of private establishments increased at a 
decreasing rate. 
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The share of employment in food and beverages increased from 
29.1% in 2000/01 to 38.7% in 2010/11 (Table 1.6). Similarly, the 
employment share of rubber and plastic and other non-metallic 
mineral manufacturing industries increased in 2010/11. The 

employment share of tanning and dressing of leather slightly 
increased in 2010/11. However, the textile industries experienced a 
significant decline in employment share: from 25.3% in 2000/01 to 
7.7% in 2010/11.

Table 1.5: Share of value added of manufacturing subsectors (%)

Source: CSA

Table 1.6: Trends in employment (% of total manufacturing employment)

Source: CSA

A look at the subsectors indicates that all subsectors except 
textiles, manufacture of motor vehicles, (semi-) trailers and 
manufacture of machinery and equipment n.e.c. showed large 
increase in the number of establishments (Figure 1.11). This is 

encouraging in terms of manufacturing development and of 
diversification as new manufacturing activity seemed to have 
emerged in recent years.



Figure 1.11: Number of manufacturing establishments by subsector (private and public) (Number)

Source: Compiled from CSA data

Figure 1.12: Manufacturing employment per firm (number)

Source: Compiled from CSA data

Consistent with the overall trend in the manufacturing sector, the 
majority of manufacturing subsectors show a declining 
employment per firm. Only a few manufacturing subsectors (e.g. 
chemicals, basic iron and steel, machinery and equipment and 

vehicles, trailers and semi-trailers) showed a rise in the average 
number of employees per firm. It points to the fact that the 
manufacturing industry is dominated by firms that employ fewer 
workers.
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Large and medium manufacturing firms also generate foreign 
exchange earnings for the country. In particular, the contribution of 
tanning and dressing of leather to export earnings has remained 
significant. Exports of tanning and dressing of leather products 
accounted for more than half of the total sales value between 
2000/01 and 2010/11 (Table 1.7). The share of exports of textiles 

also increased from 11.5% of sales value in 2000/01 to 14.4% in 
2010/11. The types of manufacturing export products increased in 
2010/11, indicating emergence of some degree of diversification 
within the manufacturing industry. Despite this encouraging trend, 
many of the large and medium manufacturing firms target the local 
market, with limited integration into global market.

Table 1.7: Share of exports in total sales value (%)

Source: CSA (Large and medium-scale manufacturing industries survey)

1.2.2.4   Identification of Selected Key 
Manufacturing Subsectors
The GTP identifies the following manufacturing industries to be of 
particular importance to the realization of the growth and 
transformation goals (MoFED, 2010):

1. Textile and garment industry;
2. Leather and leather products industry;
3. Sugar and sugar related industries;
4. Cement industry;
5. Metal and engineering industry;
6. Chemical industry;
7. Pharmaceutical industry; and
8. Agro-processing industry.

These eight manufacturing subsectors identified as the focus 
subsectors by the Government of Ethiopia have shown 
tremendous expansion in recent years and offer immense growth 
potential including through backward linkages to Ethiopia’s primary 
sector. The output, employment and export contribution of these 

manufacturing subsectors are also significant.  Table 1.8 presents a 
description of some of the characteristics of these strategic 
manufacturing subsectors in terms of key products, types and 
sources of raw materials. 

A variety of manufactured products are produced by the key 
subsectors of the manufacturing sector. These subsectors use 
both local and imported raw materials, and these subsectors vary in 
terms of their dependence on sources of raw materials. While agro-
processing such as food and beverages largely uses local inputs, 
subsectors such as metal, chemical and pharmaceutical heavily 
depend imported inputs. It should be noted that the various 
manufacturing subsectors are dependent on each other. For 
instance, the leather, textile and metal industries use chemicals 
which are produced by the chemical industry. Some of the imported 
raw materials, especially agricultural inputs could have been 
sourced domestically, but the agricultural sector could not produce 
in sufficient quantity and quality to meet the input demand for the 
manufacturing industry.
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Table 1.8: Description of strategic manufacturing subsectors



13African Development Bank Group

Table 1.9 and Table 1.10 provide costs of raw materials for private 
and public manufacturing subsectors. In 2000/1, private 
manufacturing subsectors sourced 60% of their total raw materials 
domestically, compared with 55% of public manufacturing 
industries. However, the use of local inputs declined in 2010/11: 
53.5% for private and 47.6% for public, indicating that these 
strategic manufacturing industries have become increasingly 
dependent on imported inputs. Manufacturing industries such as 
food and beverages, textiles, apparel, tanning and dressing of 
leather, etc. largely use local raw materials and have strong linkages 
with the rest of the domestic economy. 

The implications of sourcing inputs from abroad are complex.  On 
the one hand, firms that are able to access foreign inputs are able to 
improve the quality of their own products.  On the other hand, 
upstream linkages within the economy are weakened and firms are 
vulnerable to world price fluctuations. On balance, the evidence 
suggests that greater ability to source inputs internationally 
favourably impacts a firm’s ability to sell internationally. The available 
evidence thus indicates that Ethiopia is gradually deepening its 
trade integration, which is a positive indicator of growing 
international competitiveness.

Table 1.9: Share of cost of raw materials for private manufacturing subsectors (%)

Source: CSA



Note that economic transformation involves industrial development 
to increase agricultural productivity which in turn provides 
agricultural feedstock for downstream industrial development. In 
order to quantify the size of linkages of the manufacturing 
subsectors, a social accounting matrix (SAM) constructed by the 
Ethiopian Development Research Institute (EDRI) has been used. 
Manufacturing subsectors that depend mainly on local input tend to 
have larger output and income multiplier effects (Figure 1.13). In 
particular, resource-intensive manufacturing subsectors such as 

food processing, textiles and leather not only have large output 
multiplier effects compared with other subsectors but also strong 
linkages with the rest of the domestic economy. On other hand, 
subsectors that use largely imported inputs such as metals and 
chemicals tend to have weak linkages with the rest of the domestic 
economy. Hence, expansion of subsectors that have strong 
induced effects is expected to exert stronger stimulus to other 
sectors  and  the economy  at  large.

Figure 1.13: Multipliers of selected manufacturing subsectors

Source: Computed from the EDRI (2009) SAM
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Table 1.10: Share of cost of raw materials for public manufacturing subsectors (% of total raw material cost)

Source: CSA
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1.3  Estimate of competitiveness and comparative 
advantage
Competitiveness and comparative advantage are distinct 
concepts: the former assesses whether a country can compete in 
global markets, given its export structure, local costs, and its 
exchange rate; the latter assesses which sectors in an economy are 
more efficient relative to other sectors in the same economy. 
Accordingly, competitiveness involves international comparisons 
while comparative advantage involves domestic comparisons 
across industries.

Different approaches have been employed in the economic 
literature to measure competitiveness or comparative advantage of 
a firm or an industry, including measures such as unit labour cost 
(ULC), total unit cost, revealed comparative advantage, etc. Costs, 
as the fundamental determinants of a firm’s competitiveness, and 
the cost structure of local industries compared with their 
competitors, determine the extent of competitiveness in the 
domestic and international markets. In particular, ULC measures 
the cost of labour per unit of output, which is computed as the ratio 
of total labour cost to the value of output. Alternatively, ULC can 
also be defined as labour compensation per person employed 
relative to output per employed person.

The total unit cost approach, or simply unit cost (UC) approach, 
takes into account other costs such as transport costs, cost of 
capital including labour cost to gauge competitiveness. This 
approach also requires information on detailed cost structures of 
competitors. Although competitors’ data on cost structure are 
hardly available, foreign cost data can be replaced by the free-trade 
prices of imports at the point of entry (i.e., the border price). Hence 
to be competitive a firm should have a UC at least equal to a similar 
firm amongst its competitors. The competitiveness criterion can be 
expressed as:                    where UCC represents the competitor’s 
unit cost.

1.3.1  Overall Competitiveness of the 
Manufacturing Sector
Labour productivity is key for improved competitiveness and for 
increased welfare (Smith, 1776); in the long-run, labour productivity 
is almost everything (Krugman, 1994). Looking at the 
manufacturing sector as a whole, labour productivity of the 
manufacturing sector grew in real terms by 3.3% per annum over 
the period 2001/02 to 2010/11, as documented above. Because of 
the real appreciation of the Ethiopian currency over this period, 
labour productivity grew even faster in current USD terms, at 5.7% 
per annum.

Similarly, average labour compensation increased at rate of 15.7% 
per year in nominal terms over the same period. Although both 
average labour compensation and labour productivity have shown 
an increasing trend, the former grew faster than the latter. 
Accordingly, unit labour cost, an indicator of competitiveness, 
increased from 0.15 in 2001/02 to 0.22 in 2010/11, at annual 
average rate of 5.4%, indicating a disappointing performance of the 
manufacturing sector in terms of labour cost competitiveness.

This did not serve to create comparative advantage for Ethiopia in 
manufacturing. Examining Ethiopia’s revealed comparative 
advantage (RCA) in manufacturing, it can be seen that Ethiopia has 
a significant comparative disadvantage in manufacturing (an RCA 
below one, and lower than peer competitors in Eastern Africa, as 
shown in Figure 1.14). Moreover, Ethiopia’s manufacturing RCA 
declined from 0.22 in 2001 to 0.17 in 2012, suggesting that the 
development of other export sectors (agriculture, mining and 
services) was stronger, thereby supporting a higher exchange rate 
and undermining the manufacturing sector’s ability to compete in 
world markets.

Figure 1.14: Revealed comparative advantage of the country’s manufacturing sector compared to
World, for Ethiopia and comparator countries, 2012

Source: Computed based data from International Trade Centre’s TradeMap



Given these circumstances, achieving manufactur ing 
competitiveness in export markets requires addressing other 
factors such as infrastructural deficiencies, limited access to 
finance, quality issues, regulatory burdens, etc. that inhibit 
manufacturing export competitiveness (see Section 2.3 for details 
on these issues).

1.3.2 Competitiveness of the  Manufacturing 
Subsectors
Unit labour costs vary among manufacturing subsectors, and fell in 

the majority of manufacturing subsectors (Table 1.11). Unit labour 
cost declined substantially in industries where productivity rose, as 
productivity gains offset increases in labour compensation. Unit 
labour cost grew by about 0.78% per year in sugar and 
confectionary industry due to sluggish improvement in labour 
productivity when labour compensation surges. Although lower 
labour cost remains important for competitiveness, other costs 
such as energy, logistics, etc. also influence manufacturing 
competitiveness.

The competitiveness of the manufacturing industry can also be 
assessed by taking all costs into account. Accordingly, a 
manufacturing industry is competitive or having cost advantage 
over its competitor if its unit cost (ratio of total cost to output) is less 
than unity. Table 1.12 and Table 1.13 provide results for 
manufacturing competitiveness under two scenarios: with 
protection (i.e. domestic competitiveness) and without protection 
(i.e. international competitiveness). There is substantial 
heterogeneity among the various manufacturing sub-sectors in 
terms of their cost competitiveness. With the exception of textiles 
and wearing apparel, the majority of the manufacturing subsectors 

have shown, on average, improved cost competitiveness under 
protection, i.e. tariffs provide a shield against foreign competitions. 
In 2010/11, wearing apparel improved its cost competitiveness 
with protection. A different picture has been observed under 
international competition. In 2010/11, for instance, four 
manufacturing subsectors (e.g. food and beverages, textiles, 
leather, and chemicals) were uncompetitive, i.e. these 
manufacturing industries could not compete without tariff 
protection. Clearly, Ethiopia is lacking in comparative advantage 
even in some of the priority industries, such as textiles, leather, food 
and beverages, and chemical sub-sectors.

Table 1.11: Trends in unit labour cost for selected manufacturing subsectors

Source: Computed from CSA data on Large and Medium manufacturing surveys

Table 1.12: Domestic competitiveness indicator for selected manufacturing subsectors (Long-run)

Source: Calculated based on CSA data
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In terms of export competitiveness, the majority of manufacturing 
subsectors are not competitive as reflected by RCA index of less 
than one (Table 1.14). The only exception is the leather and 
footwear which has remained competitive though its global 
competitiveness has shown a declining trend. Although the food 
and beverage subsector has an RCA of greater than one in most of 

years, the export competitiveness position of this subsector has 
deteriorated in recent years. Thus the manufacturing sector does 
not have a cost advantage and remained uncompetitive in the 
export market, and this requires an investigation of the essential 
(dis)enablers for the sector.

Table 1.13: International competitiveness indicator for selected manufacturing subsectors (Longrun)

Source: Calculated based on CSA data

Table 1.14: Revealed comparative advantage for selected manufactured products

Source: International Trade Centre’s TradeMap.
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2. EXPLAINING  
COMPETITIVENESS AND 
COMPARATIVE ADVANTAGE

2.1 (Dis)enablers for the Manufacturing Industry

2.1.1   Overview
Ethiopia like the emerging industrialized countries is becoming 
increasingly aware that building a robust and competitive economic 
structure crucially depends on a strong manufacturing sector. 
Despite having made remarkable progress, Ethiopia’s development 
has been tested on multiple fronts: world price fluctuation of key 
primary export items, dependence on subsistence agriculture, 
increased climate vulnerability, etc. The contribution of the 
manufacturing sector to output, employment and export has been 
disappointing. This can be attributed to a variety of factors. The 
questions are: What have been the key constraints (e.g., regulatory, 
resources, institutions, etc.) on the manufacturing sector? What 
incentives have been provided to the sector?

2.1.2  Legal and Regulatory Environment
The Constitution of the Federal Democratic Republic of Ethiopia, 
adopted in 1995, is the supreme law; it overrides all other legislation 
in the country. The Constitution, in accordance with Article 40, 
ensures the right of every citizen to the ownership of private 
property, including the right to acquire, use and dispose of such 
property. The legal framework for undertaking business activities in 
Ethiopia is articulated in the Commercial Code of 1960. The 
Investment Proclamation of 2002, as amended in 2003, and the 
Regulations on Investment Incentives and Investment Areas 
Reserved for Domestic Investors of 2003, as amended in 2008 and 
2012 constitute the main legal framework for both foreign and 
domestic investment in Ethiopia. 

There is no proclamation exclusively addressing manufacturing; 
however, the revised investment proclamation (Proclamation No. 
769/2012) focuses on promotion and expansion of the 
manufacturing sector. In addition, the revised investment 
proclamation provides guarantees in respect of expropriation and 
nationalization of investments: such may only occur under court 
order, when required on public interest grounds, and in conformity 
with the requirement that the government provides adequate 
compensation corresponding to the prevailing market value of the 
property and that such payment be effected promptly.

Moreover, any foreign investor has the right, in respect of an 
approved investment, to remit profits and dividends accruing from 
the investment, principal and interest payments on external loans, 
and payments related to a technology transfer agreement out of 
Ethiopia in convertible foreign currency at the prevailing rate of 
exchange on the date of remittance. Expatriates employed in an 
enterprise can also remit, in convertible foreign currency, salaries 
and other payments accruing from their employment in accordance 
with the foreign exchange regulations or directives of the country.

From the international perspective, Ethiopia is a member of the 
Multilateral Investment Guarantee Agency (MIGA), which issues 
guarantees against non-commercial risks to enterprises that invest 
in signatory countries. Moreover, Ethiopia has signed the 
Convention on the Settlement of Investment Disputes between 
States and Nationals of Other States (ICSID Convention) that 
provides facilities for conciliation and arbitration of investment 
disputes between Contracting States and nationals of other 
Contracting States. The country also has currently concluded a 
number of bilateral investment and double taxation avoidance 
treaties.

2.1.3 Industrial, Innovation and  Manufacturing 
Sector Policies
The Ethiopian government designed an industrial development 
strategy (IDS) in 2003/04 which reflects an explicit focus on, and 
strong government commitment to, industrial development and 
transformation, and which recognizes the importance of a robust 
and competitive manufacturing sector. The strategy outlines the 
priority areas and mechanisms of interventions to hasten the 
development of the industrial sector. The main premise of the 
strategy is promotion of industries that have strong linkages with 
other sectors of the economy, especially with the agricultural sector 
(i.e. agro-processing) and that are labour-intensive. Specifically, the 
strategy focuses on selected manufacturing activities such as 
textiles (garment industry), meat, leather and leather products, 
which generate substantial stimulus for the economy on account of 
their strong linkages with the domestic economy, and in which 
Ethiopia has a relatively high degree of comparative advantage.

Drawing on the experiences of some selected Asian countries (e.g., 
Taiwan and Korea), the Ethiopian government has also focused on 
export-led industrialization. In so doing, due emphasis has been 
placed on high-value agriculture (e.g., horticulture) and agro-
processing industries (e.g., leather products). In addition, a similar 
focus has also been given to import-substituting industries. 

The IDS identifies priority areas and mechanisms of intervention to 
hasten the development of the industrial sector. The IDS recognizes 
both the crucial role of the private sector as the engine of 
transformation and the proactive role of the state as a 
developmental state to support and guide the private sector in 
terms of creating marketing networks, offering technological 
access, and infrastructure development, e.g., roads, energy, etc. 
(Yusuf et al., 2013).  The GTP also envisages ensuring faster and 
sustained development of the industrial sector and enabling the 
sector to gradually play a key role in the economy. In this plan, 
particular emphasis is given to encourage the private sector to 
invest in labour-intensive, export-oriented as well as import 
substituting industries that link manufacturing and agricultural 
sectors. 

Both the IDS and GTP outline a number of measures to encourage 
private sector participation in the economy in general and in the 



manufacturing sector in particular. These include, among others, 
the following:

Ÿ easing of licensing requirements and regulations;
Ÿ enactment of an investment code, which upon successive 

revisions has opened up a wider range of economic 
activities both for domestic and foreign investors, and is 
accompanied by investment incentives in the form of tax 
holidays, duty free importation of investment goods, etc.; 
and

Ÿ establishment of sector-specific capacity building initiatives 
such as the Leather Industry Development Institute, the 
Textile Industry Development Institute, etc.

To encourage the transfer of science and technology, Investment 
Proclamation No. 769/2012 as well as the preceding proclamations 
and regulations encourage investment by ensuring the availability of 
necessary complementary resources, including financial capital 
and knowledge resources, by supporting entrepreneurship 
development schemes and intellectual property rights protection.

Currently, the Ethiopian government gives due emphasis to the 
development of the manufacturing sector. Following the 
establishment of the Ministry of Industry as independent institution, 
three state Ministers have been appointed to reinforce the 
development of the manufacturing sector. Each of the three state 
Ministers work on governance issues with a focus on priority areas 
such as on textiles and leather, industrial zone development and 
establishment of special economic zones, and food, beverage and 
pharmaceutical industries, etc. 

The most serious problems in designing and executing industrial 
strategies are limited or lacking involvement of the business 
community and the lack of inter-ministerial coordination with key 
institutions, which together render approved strategies ineffective. 
Policy implementation is also a big challenge due to shortages of 
budgetary and human resources and the lack of proper 
coordinating mechanisms.

2.1.4  Incentives for the Manufacturing Sector
To encourage private investment and promote the inflow of foreign 
capital and technology, the government provides investment 
incentives to both local and foreign investors depending on the type 
and location of investment. In particular, Investment Proclamation 
No. 769/2012 provides an attractive set of incentives, especially for 
investors in priority sectors.

2.1.4.1  Land Allocation
Under the Constitution, land is the property of the State and the 
peoples of Ethiopia. Urban and rural land is available for investment 
on lease-hold and rental bases, respectively. In some regions, 
urban land is also available on a rental basis. Based on Ethiopian 
Investment Agency investment guidelines, urban land is divided 
into land for industrial use and land for other activities. Industrial-use 
land is given much attention by the government and a number of 
industrial zones with the necessary infrastructural facilities (roads, 

electricity, water, and telephone) have been established in the major 
cities and towns in order to support the country’s drive for rapid 
industrialization. Land in the industrial zones is allocated to 
investors at fixed prices. Land for export-oriented industries is 
generally available at concessionary rates.

Pursuant to the Urban Lands Lease Holding Proclamation 
(Proclamation No. 721/2011), the government has allotted land for 
manufacturing industries. The proclamation provides benchmark 
prices of urban lands; these are subject to revision every two years 
and land lease period.  The latter varies by location. For instance, 
the period of urban land lease for industries is 70 years in Addis 
Ababa and 80 years in other urban centres. The lease may be 
renewed upon expiry on the basis of the prevailing benchmark 
lease price and other requirements. However, the lessee is not 
entitled to compensation where the lease could not be renewed.  
Once an urban land lease is permitted, a down payment which is 
determined in accordance with the prevailing factors of the region 
or the city administration of not be less than 10% of the total lease 
amount of the urban land is paid. The remaining balance of the 
lease amount shall be paid on the basis of equal annual instalments 
during the payment term. Interest on the land is paid on the 
remaining balance as per the prevailing interest rate on loans 
offered by the Commercial Bank of Ethiopia. A lease holder has the 
right to transfer the leasehold right or to use it as collateral or capital 
contribution to the extent of the lease amount already paid. Note 
that the rental value and the lease period of rural land are 
determined and fixed by land use regulations of each region.

However, discussions with relevant stakeholders indicate that 
access to land, especially in regions has remained a bottleneck due 
to, among others, lengthy procedures, inefficient government 
bureaucracy, lack of understanding of the proclamation, 
corruption, etc. Despite provisions in the proclamation with regard 
to access to land for investors in the manufacturing sector, its 
practical implementation has faced a serious challenge. 

2.1.4.2  Customs Import Duty
Items imported into Ethiopia are subject to different types of taxes, 
which are calculated sequentially in the following order: customs 
duty, excise tax, VAT, surtax, and withholding tax of the cost 
insurance and freight value (CIF) value of an imported item. 
However, for investors doing business in the manufacturing sector, 
as well as in other sectors, the Investment Incentives and 
Investment Areas Reserved for Domestic Investors Council of 
Ministers Regulation (Regulation No. 290/2012) provides special 
incentives related to duty tax and other tax exemptions with certain 
condition. For investors in the manufacturing activity, a 100% 
exemption is granted on the payment of import customs duties and 
other taxes levied on the import of all investment capital goods such 
as plant machinery and equipment and construction materials. This 
exemption extends to the import of spare parts worth up to 15% of 
the value of the imported capital goods within five years from the 
date of commencement of a project.

The practical implementation of this incentive, as pointed out 
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stakeholders, has also been challenged by lengthy customs 
procedures, delays, lack of coordination among relevant 
government institutions, etc., which together reduce utility of this 
incentive. 

2.1.4.3  Income Tax Exemption
Pursuant to Investment Regulation No. 270/2012, any income 
derived from an approved new manufacturing investment is 
exempt from income (profit) tax for a period ranging from 2 to 6 
years from the date of the commencement of production or 
provision of services, depending on the region and the industry in 
which the investment is made. 

The exemption periods are longer in areas outside of Addis Ababa 
and its peripheries. Various exemption periods apply across 
sectors: food manufacturing 3 to 5 years; sugar 5 to 6 years; textile 
and textile products 3 to 5 years; wearing apparel 5 to 6 years; 
leather and leather products 5 to 6 years; chemical products 2 to 6 
years; pharmaceuticals 4 to 6 years; and basic metals 3 to 6 years.  
If an investor incurs a loss within the period of income tax 
exemption, such loss may be carried forward following the expiry of 
the exemption period for a term equal to half of the income 
exemption period. With regard to investors who are expanding and 
upgrading their enterprises, additional income generated by the 
expansion or upgrading is entitled to income tax exemption.

2.1.4.4 Exemption from Payment of Export 
Customs Duties
Ethiopian products and services destined for export are exempted 
from the payment of any export tax and other taxes levied on 
exports with the exception of a few products (e.g., semi-processed 
hides and skins). The Export Trade Duty Incentive Scheme 
Establishing Proclamation No. 249/2001 provides three duty 
incentive schemes: duty drawback, a voucher scheme, and a 
bonded manufacturing warehouse scheme.

Under the Duty Drawback Scheme, duty paid on raw materials 
used in the production of commodities is refunded upon 
exportation of the commodity processed, and on goods re-
exported in the same condition for being not in conformity with 
purchase order specifications, damaged, short delivery or not in 
market demand. The rate for duty drawback is 95% for re-export 
goods and 100% for goods exported after processing or use for 
packing in containers. Vouchers, printed by the Ministry of Finance 
and Economic Development, may be used as deposit for duties 
and taxes payable on imported raw materials.

Under the Bonded Manufacturing Warehouse Scheme, 
manufacturers who have a warehouse and have complied with all 
requirements provided by customs laws and regulations, may 
import required raw materials free of duties for use in the production 
of manufactured exports. However, beneficiaries of this scheme are 
not eligible to use the voucher scheme.

2.1.4.5   Export Credit Guarantee Scheme 
The National Bank of Ethiopia’s Directives Number SBB/38/2006 
provides export credit guarantees for export financing banks. The 
Development Bank of Ethiopia (DBE) is responsible for 
implementing the scheme, which helps to safeguard export 
financing banks against losses resulting from export transactions 
they finance. In this scheme, all exported items except coffee are 
given a cover for the risk they face. DBE covers 80% of the 
outstanding loan balance and interest thereof extended to an 
exporter by the financing bank. The interest paid to the financing 
banks will be their respective prevailing lowest lending interest rate 
on pre- or post-shipment loans covered by the export credit 
guarantee scheme.

2.1.4.6  Foreign Exchange Retention Scheme
Eligible exporters may retain their foreign exchange earnings in 
Retention Accounts A & B. Account A: 10% of an account balance 
may be retained for an indefinite period of time. Account B: 90% of 
an account balance may be retained for up to 29 days, after which 
the remaining balance is automatically converted into local 
currency by the customer's bank, using the NBE's marginal 
exchange rate.

Overall, generous incentives have been provided to the 
manufacturing sector. However, the impact of these incentives 
have not been periodically assessed and monitored. Manufacturers 
often granted incentives based on self-declared documents, but 
subject to assessments by the relevant institution such as the 
Ministry of Industry. Incentive instruments lack standardization and 
not based on objective measurements such as using input-output 
coefficients. As of writing this report, the Ministry of Industry has 
been coordinating a team of experts to establish a guideline for 
standardizing incentives given to the manufacturing sector. The 
bottom line is that it is long overdue to replace self-declared 
documents by measurable incentive instruments, and there is also 
a need to introduce strong monitoring and evaluation mechanisms 
built in the various incentive mechanisms. 

2.1.5  Support Institutions
The most important institutions that are directly involved in the 
promotion of manufacturing industries in Ethiopia are the Ministry of 
Trade (MOT), the Ministry of Industry (MOI), the Ethiopian Revenue 
and Customs Authority (ERCA), the National Bank of Ethiopia 
(NBE), and the recently established Micro and Small Enterprises 
Development Agency (MSEDA). The latter is envisaged to operate 
at the federal and regional government levels.

The MOI is the main institutions responsible for coordinating the 
formulation and implementation of industrial policy. It is also the 
primary institutions, at the Federal Government level, responsible 
for the formulation, coordination and monitoring of national and 
sectoral policies related to micro- and small-scale enterprises 
(MSEs) in general and the manufacturing sector in particular. The 
NBE is also a key institution in the implementation and coordination 
of industrial policy through its direct control and provision of foreign 



exchange in the export and import process. The ERCA coordinates 
and monitors external trade through its custom procedures.

The Government of Ethiopia has expressed its commitment to 
developing the manufacturing sector by establishing new (or 
strengthening existing) specialised capacity building and 
technology institutes for subsectors (leather and leather products, 
textile and apparel, sugar industry, metal, dairy and meat, and 
horticulture), and by elaborating a detailed sector strategy for the 
leather industry (Altenburg, 2010; Zerihun 2008).  Thus, the Leather 
Industry Development Institute (LIDI) facilitates the development of 
the leather and leather products industry through technology and 
knowledge transfers so as to upgrade production, quality and 
marketing required for international engagement. Apart from linking 
local leather industries with the international markets, the institute 
provides continuous training to sustain skills and knowledge 
upgrading of the various actors in the industry. 

Following the implementation of the Industrial Development 
Strategy, the Ethiopian government established another support 
institute for manufacturing, the Textile Industry Development 
Institute (TIDI) in 2010 based on Regulation No. 180/2010. The 
mission of the institute is to enable the Ethiopian textile industry to 
be competitive in the global arena by providing sustained 
investment expansion, consultancy, training, a research and 
development laboratory, and marketing support and services.

Similarly, the Metals and Engineering Corporation (METEC) was 
established as a public enterprise by the Council Of Ministers 
Regulation No. 183/2002 to building and integrating heavier and 
more advanced manufacturing industries. METEC is comprised of 
15 semi-autonomous, and integrated manufacturing companies 
operating in more than nine different sectors, including engineering, 
vehicle assembly, aviation, plastics, and the manufacture of 
turbines, generators and high voltage cable for the electricity sector. 
In addition to supporting key stakeholders in the public sector, the 
METEC companies were established to develop their respective 
private sector value chains and to accelerate the technological 
development of Ethiopian industry. Most of the METEC companies 

are situated in the Addis Ababa–Adama corridor where higher 
education institutions, R&D, manufacturing and the supplier 
ecosystem are forming industry pre-clusters and clusters that are 
conducive for innovation. METEC is also expected to produce high 
value spare parts, industrial machinery and equipment, and 
vehicles geared towards meeting the country’s mounting needs in 
the construction, agriculture, and transportation sectors, among 
others, at a reasonable price. It has been actively supporting major 
public investment projects across the country.

Despite establishment of these institutes, inadequate skilled 
manpower has remained one of the constraints facing the 
manufacturing sector. These institutes also do not have adequate 
staff effectively serve their purposes. There are limited efforts in R & 
D, technology generation, etc. in these institutes to support the 
competitiveness of the manufacturing sector.

2.1.6 Infrastructure: Energy, Transport and 
Communication
An efficient infrastructure is necessary for sustained growth and 
improved export competitiveness. Studies (e.g., Foster and 
Morella, 2011) indicate that infrastructure contributed 0.6 
percentage points to Ethiopia’s annual per capita GDP growth over 
the last decade. Recent studies (e.g., World Bank, 2011) show also 
that raising the country’s infrastructure endowment level to that of 
the region’s middle income countries could lift annual growth by an 
additional 3 percentage points.

2.1.6. 1   Energy
Reliable energy supply is crucial for the development of the 
manufacturing industry. The Government of Ethiopia has made 
massive investments in the energy sector, especially in hydropower 
generation, expanding national hydropower generation capacity 
from 791 MW in 2004/05 to 2177 MW in 2011/12 (Table 2.1). 
Electricity access has increased threefold: from 16% in 2004/05 to 
48.5% in 2011/12. Between 2010/11 and 2011/12, about 703 
urban towns and 451 rural villages benefited for the national electric 
power grid. By the end of 2014/15, the total power generation 
capacity of the country is expected to increase to 10,000MW.

Improved supply of electricity also benefits the manufacturing 
industry. While energy consumption by the manufacturing industry 
grew by about 18.8% between 2000/01 and 2010/11, energy cost 
as a share of sales value decreased from 5.1% to 3.8% over the 
same period. In particular, non-metallic mineral, textiles, and wood 

industries have relatively higher energy cost compared with other 
manufacturing subsectors (Figure 2.1). Although supply of 
electricity has improved in recent years, a recent study (Amha et al., 
2012) and discussions with stakeholders indicate that frequent 
power interruption has been identified as a severe problem for 

Table 2.1: National electricity access and generation capacity

Source: Ministry of Finance and Economic Development, Poverty Reduction Programs, Annual Progress Reports
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manufacturing firms. Long delays in accessing utilities such as 
electricity connections during business start-up or expansion 
raises production costs and waste management time. Cost of 

energy is not much of the problem, but frequent interruption of 
electricity severely hampers manufacturing industries, i.e. power 
distribution failure has become a serious problem for in the country.

2.1.6.2  Investment in Roads and Rail
Similar to the energy sector, road construction has been a top 
priority for the government as reflected in increased allocation of 
capital expenditure to the sector. Between 2001/02 and 2011/12, 

the road sector registered an average annual growth rate in capital 
expenditure of 31.4%. Road construction and maintenance 
accounted for about 39% of aggregate capital expenditure in 
2011/12.

Figure 2.1: Share of energy cost in total sales value (%)

Source: CSA

Figure 2.2: Share of capital expenditure allocated to the road sector (% of total capital expenditure)

Source: MoFED (2013a)



This huge investment resulted in expansion of the national road 
network from 32,871 km in 2001/02 to 56,190 km in 2011/12, 
increasing road density from 28.9 km per 1,000 km2 in 2000/01 to 
57.4 in 2011/12 and to 0.80 per 1,000 persons (Table 2.2). Road 
quality also improved substantially as the proportion of good 
condition roads increased from 28% in 2000/01 to 86% in 2011/12, 
an important development in terms of reducing transport costs and 
stimulating manufacturing. 

Currently, the government is also undertaking an ambitious railway 
construction program. By the end of the GTP period, about 2,395 
km railway network will be constructed which should facilitate bulk 
transportation and enhance the competitiveness of the economy. 
This includes a grand plan to connect the country with 
neighbouring countries such as Kenya, Djibouti and South Sudan 
through improved railway networks. Part of the plan is to renovate 
the old Ethio-Djibouti railway, construct a modern railway that 
connects Ethiopia with the port of Lamu (port of Kenya) and Juba 
(Capital city of South Sudan).

Note that road transport and port charges account for a large 
proportion of total transport costs for both exports and imports of 
goods in the Unimodal and Multimodal transport systems (Nathan 
Associates Inc., 2013). For instance, in the Multimodal system, 
road transport and port costs accounted for more than 85% of total 
cost for imports. The study also indicated that, contrary to the 
expectation, the Multimodal system is more expensive than the 
Unimodal system due to additional transport costs from dry ports to 
Addis Ababa. 

2.1.6.3  Information and  Communication 
Technology (ICT)
During the last decade, the number of mobile telephone 
subscribers increased from 410,000 in 2004/05 to 17.3 million in 
2011/12 (MoFED, 2013a). Similarly, Internet users increased from 
17,375 to 221,000. Nonetheless, Ethiopia is lagging behind its 

neighbours with respect to ICT, both in terms of the level of 
coverage and the quality of services. Fixed and mobile telephone 
subscribers per 100 people, an indicator of the telecommunication 
infrastructure, have been the lowest compared with selected 
African counties (Table 2.3). Similarly, both fixed broadband Internet 
subscribers (per 10,000 people) and Internet users (100 people) 
have been not only low but also the lowest in the region (Table 2.4 
and Table 2.5). Accordingly, additional efforts are required to 
improve the availability and quality of telecommunications services, 
a key competitiveness enhancing factor. Discussions with 
stakeholders also indicate that high cost of communication and 
poor quality of communication services have been identified as one 
of the key constraints facing manufacturing industries in reaching 
regional and international markets, importing inputs, delivering 
services, etc. This negatively affects the competitiveness of 
manufacturing industries.

Table 2.2: Road network and road density

Source: Ethiopian Road Authority

Source: World Development Indicators Database

Table 2.3: Fixed and Mobile Telephone subscribers (per 1,000 people)
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Table 2.4: Fixed broadband Internet subscribers (per 10,000 people)

Source: World Development Indicators Database

Table 2.5: Internet users (per 100 people)

Source: World Development Indicators Database

2.1.7  Access to Credit
A transition to an industry-based economy requires a dependable 
financial system to allocate financial resources to productive 
sectors such as manufacturing. Following the 1991/92 reform, the 
financial system has now grown in size, changed its composition 
and to some extent expanded its range of products. For instance, 
the number of private commercial banks increased to 14 in 
2011/12, bringing the total number of commercial banks to 16. The 
number of commercial banks branches has also increased 
significantly to stand at 1,289 in 2011/12, or one branch per 62,000 
persons. The degree of coverage has improved considerably in 
Ethiopia since 2008 when Abay (2010) reported 596 branches in 
existence, or one branch per 125,000 persons. Similarly, the 
number of micro finance institutions expanded to 31 over the same 
period. In addition, there is one development bank which intends to 
guide credit allocation to different sectors, especially to agriculture 
and industrial sectors.

An examination of the sectoral distribution of loans reveals that the 
service sector is the major beneficiary, accounting for more than 
45% of total loans in 2010/11 (Table 2.6). Trade alone accounted for 
41% of total bank loans in 2010/11. The agriculture and industry 
sectors have a combined share of only 29.2%. However, the shares 
of total loans of the service sector and trade have been declining 

while the shares of agriculture and industry have been increasing. 
Credit allocation has been heavily skewed towards trade finance at 
the expense of strategically important sectors. To curb this 
unbalanced sectoral loan allocation, the NBE has introduced a new 
directive requiring all commercial banks to allocate 27% of their loan 
disbursements for the purchase of government bonds in 2011/12, 
which would reduce the lending capacity of private banks. The 
Development of Bank of Ethiopia provides loans to investors who 
wish to invest in the priority manufacturing sectors as well as in 
commercial agriculture. Currently, investors are required to deposit 
30% of the total project cost to be able to get the remaining balance 
(70%) from the bank.

In spite of these efforts, it has been reported that access to finance 
has remained one of the major problems facing the manufacturing 
sector. Access to finance is comparatively much more problematic 
for small firms compared with medium and large firms. Although 
investors and exporters have preferential access to finance, limited 
availability of finance, high cost, lengthy bank procedures and 
delays have been reported as some of the problems facing 
exporters and investors. Note that branch expansion with no 
financial services and financial product improvements bound to 
have limited role in addressing the core finance problems of the 
manufacturing sector. In addition, limited supply and delays in 



accessing foreign exchange have been reported as problems 
facing the manufacturing firms. In times of declining foreign 

exchange reserves, banks rationed foreign exchange and limit to 
5imports of basic commodities such as medicine and petroleum.

Table 2.6: Sectoral distribution of bank loans (%)

Source: National Bank of Ethiopia

2.1.8  Trade Logistics
Efficient logistics improve the competitiveness of private firms by 
lowering transactions costs. The costs relate not only to the direct 
costs of transporting products; goods in transit incur indirect costs 
such as inventory holding costs (Hausmann, 2012). Ethiopia ranks 
poorly in the World Bank’s Logistics Performance Index (LPI). In 
particular, tracking and tracing, international shipments, 
infrastructure, customs and logistic competence services are not 

only poor but also have shown no improvements between 2010 
and 2012 (Table 2.7 and Table 2.8). High logistics costs reduce the 
competitiveness of Ethiopian goods and services in regional and 
global markets (Box 1) and also raise the price of imported goods 
and services to domestic consumers. In particular, high 
transportation cost has been reported as severe problem hindering 
the performance of local manufacturing industries and this retards 
integration of industries with regional and global markets.

Table 2.7: Logistics Performance Index (LPI) Rankings 2010/2012, Ethiopia

Source: World Bank’s Logistics Performance Index

Table 2.8: Logistics Performance Index, 2012

Source: World Bank (2012)
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5When the country's foreign exchange reserves declined to three weeks of import 
coverage in the last quarter of 2012, foreign exchange was allowed only to import 
basic commodities such as medicine and petroleum and the Commercial Bank of 
Ethiopia suspended opening letters of credit (LC) for other commodities (Nathan 
Associates Inc., 2013).    
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While there seem some improvements in the time to export since 
2010, the time to import is getting longer since 2009 (World Bank, 
2013). The country performs badly in terms of the time to export 
and import, lags behind its neighbouring countries and the Sub-
Saharan African average (Figure 2.3). A recent study (Nathan 
Associates Inc., 2013) indicates that a container spends on 
average 912 hours (or 38 days) at the Djibouti port, compared with 

12 days in Mombasa in neighbouring Kenya.

A key prospective development is the completion of the Ethio-
Djibouti railway project, which is currently under construction. The 
impact of this project on industry and export growth is expected to 
be huge as rail transport is cost effective compared to road 
transport.

Figure 2.3: Number of days to export and import (2013), Ethiopia and peer countries

Source: World Bank (2013)

Comparing average labour costs per worker and LPI in selected countries indicates that for a given LPI, labour costsare higher in Mauritius, Kenya and South 
Africa compared with Bangladesh and Vietnam. There seems a trade off between lower labour cost and higher logistics cost in countries such as Ethiopia, 
Madagascar, and Egypt. Note that lower cost alone cannot make countries competitive since it is just one of the costs of production; other conditionsare also 
important.
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In summary, the Ethiopian government has been providing 
incentives to energize the manufacturing sector, but the impacts of 
these subsidies and fiscal incentives have not been properly 
assessed. Note that the provision of these incentives can affect 
both entry and competitiveness of manufacturing firms 
(Macchiavello and Morjaria, 2010). Although incentives can help 
firms enter new markets and generate positive externalities (e.g. 
Knowledge spillovers), it may also weaken competitiveness by 
protecting inefficient firms. Discussions with stakeholders indicate 
that subsidies and fiscal incentives are very attractive in terms of 
quality and coverage, but strong monitoring mechanisms are 
lacking. It has also been indicated that incentives need to be 
designed based on a thorough understanding of the manufacturing 
sector and close consultation with manufacturers. Then a strong 
monitoring mechanisms needs to be put in place to evaluate those 
incentives. In addition, inadequate foreign exchange and finance 
have been identified as the main challenges facing manufacturing 
firms. The problems manifest in the forms of limited availability of 
finance and foreign exchange as well as delays in processing 
requests. All these will increase the cost of doing business which 
reduces the competitiveness of the manufacturing sector both in 

the local, regional and global markets.

2.2 Product Diversification and Structural 
Transformation of the Manufacturing Sector
Export diversification is an intrinsic feature of economic 
development (Imbs and Wacziarg 2003). Diversification of exports 
mitigates the economic risks of dependence upon a few 
commodity exports in terms of price volatility and associated 
instability in foreign exchange earnings, as well as in terms of 
secular and unpredictable declines in the terms of trade. 

Ethiopia’s manufacturing export profile has been dominated by 
traditional products such as semi-processed leather and skin 
(Table 2.9).  Leather, textile & apparel, footwear, prepared foods, 
and chemicals (e.g., animal vaccines and sulphuric acid) are the top 
five leading manufacturing exports. Although the contribution of 
leather exports has declined, it has maintained its leading position. 
On the other hand, there has been an encouraging progress in the 
textile, footwear and processed food sectors. Between 2000 and 
2011, it appears that there seems some degree of manufacturing 
product diversification, although the pace has been sluggish.

In manufacturing, notwithstanding some encouraging signs of 
diversifications in the manufacturing export mix, the pace of 
diversification has been slow (Table 2.10). The concentration ratio 

of the top 10 export commodities for Ethiopia has shown a 
declining trend, but remains relatively high.

The Herfindahl-Hirschman export concentration index (HHI) also 
shows that there has been very limited improvement between 2001 
and 2012 (Figure 2.4). A comparison of HHI scores with some 

benchmark countries reveals that the pace of diversification in 
Ethiopia is one of the slowest.

Table 2.9: Contribution of export items (% of total manufacturing receipt)

Source: ERCA

Source: International Trade Centre’s TradeMap

Table 2.10: Concentration of Ethiopia’s manufactured exports, by product (2001-2012)
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6The concentration ratio is calculated here as the share of the 10 most important manufactured export products 
(at HS 6-digit level) in total manufactured exports.
7            (where   is the share of export product   in total manufactured exports, in per cent).
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Cross country comparison in terms of the diversification measured 
by HHI by product shows that Ethiopian export structure is one of 
the least diversified (Figure 2.5). The progress towards 

diversification in Ethiopian manufacturing has been very sluggish as 
indicate by limited improvement between 2001 and 2012.

8Figure 2.4: Concentration ratio, by product, for Ethiopia and comparator countries, 2001/2012

Source: International Trade Centre’s TradeMap

Figure 2.5: Herfindahl-Hirschman Index for the manufacturing sector, for Ethiopia and comparator
9countries, 2001/2012

Figure 1.1: Nominal and Real Effective Exchange Rates, January 2000 to August 2013, January 2000 = 1.00 

8For Burundi, 2003 data has been used instead of 2001 data.    9For Burundi, 2003 data has been used instead of 2001 data. 



In terms of export market diversification, Ethiopia exports to a large 
number of countries as reflected by smaller values of the HHI export 

concentration index by country of destination (GHHI) (Figure 2.6). 

In terms of manufactured product diversification, Ethiopia has 
shown some improvements between 2001 and 2012 as reflected 

by declining manufacturing product diversification index (MPDI) 
(Figure 2.7).

10Figure 2.6: Trends in geographic (destination) export concentration (2000-2012)

Source: International Trade Centre’s TradeMap

Figure 2.7: Manufactured Product Diversification Index (MPDI)

Source: International Trade Centre’s TradeMap

Comparison of the country’s MPDI with selected countries 
indicates that the country is lagging behind its global competitors 
(Figure 2.8). In 2012, the country’s MPDI was slightly below the 
Eastern African average, suggesting some progress towards 

diversified manufactured products. However, the country performs 
poorly compared with selected Eastern African countries such as 
Kenya, Uganda, and Tanzania.
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10PHHI refers to the product concentration Herfindahl index and GHHI refers to 
geographic (destination) Herfindahl concentration index. An index close to 1 indicates 
that there less diversification.PCR10 refers to concentration ratio calculated by adding 

the top 10 major export commodities and GCR10 stands for concentration ratio of 
countries considering the top 10 major destination countries.    
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There has been a structural change in the Ethiopian manufactured 
exports away from resource-based exports but at a very slow pace 
(Figure 2.9). The share of resource-based manufactured exports 

has shown a declining trend over time while the share of medium 
and high technology-based exports increased in recent years. 

Note, however, that the contributions of high and medium 
technology-based exports to total manufactured exports have 
remained low in the Ethiopian manufacturing export profile. 

Although Ethiopia fares better than the Eastern African average, the 
Ethiopian manufactured exports are dominated by low technology-
based exports (Figure 2.10).

Figure 2.8: Manufactured product diversification index for Ethiopia and comparator countries,
2001-2012

Source: International Trade Centre’s TradeMap

Source: International Trade Centre’s TradeMap

Figure 2.9: Structural changes in Ethiopian manufacturing exports (2002 - 2012)



Overall, Ethiopia’s manufacturing export has been identified as one 
of the least diversified compared to its potential global competitors. 
Moreover, there has been comparatively little progress in 
diversifying the export mix. This slow change in the export 
dynamics may have been due to the low level of market and 
product innovation of entrepreneurs in the priority areas as reflected 
by the dominance of resource-based manufacturing exports. 
Knowledge and technological progress have become more 
important to the realisation of product and process diversification 
which lead to economic prosperity within an integrated world 
economy as witnessed by the experiences the Asian countries. For 
instance, the first generation of the newly industrialized Asian 
economies (i.e., South Korea, Taiwan, Singapore and Hong Kong) 
have had sustained rapid manufactured export growth through 
diversifying exports based on an increasing share of technologically 
complex manufacturing products in total exports. A second 
generation of NIEs (e.g., Malaysia, Thailand, Philippines, Mexico, 
Chile and Israel) have also witnessed rapid manufacturing export 
growth but with varying achievements in high technology exports.

2.3  SWOT analysis of manufacturing subsectors in 
Ethiopia

2.3.1  Textile and garment Sector
The modern textile industry of Ethiopia dates back to 1939 with the 
establishment of the Dire Dawa Textile mills. According to the Textile 
Industrial Development Institute (TIDI), there are now 61 textile and 
garment factories. Of these, 26 are textile factories, 31 are garment 

assembly plants operating on the basis of cut-make-trim (CMT) 
manufacturing, and the remaining 8 are vertically integrated textile 
and garment factories. The textile sector includes spinning, 
weaving and finishing of textiles; manufacture of cordage, rope, 
twine and netting; and knitting mills. The textile and garment sector 
contributed about 6.5% and 2.8% of the total value added of 
manufacturing in 2000/01 and 2010/11, respectively. In terms of 
export earnings, the sector has contributed on average 2.3% to 
Ethiopia’s total export earnings between 2000 and 2012. 

The CMT sector is believed to be the easiest and least expensive 
segment of the textile and garment industry to develop, especially 
for countries with abundant cheap labour. According to GDS 
(2010), many developing countries, including Bangladesh, 
Vietnam, and Indonesia, have successfully generated millions of 
jobs and substantial export earnings from this sector. For example, 
Vietnam, whose textile sector consists 80-95% of CMT 
manufacturing, employs about 1.2 million workers in this area and 
has become the fourth largest apparel exporter; it show cases the 
possibilities for countries to enter at the low end of the apparel 
industry value chain.

Ethiopia has much strength to enable it to succeed in the textile and 
apparel sector. It is endowed with abundant cheap labour, cheap 
electricity, arable land suitable for cotton growing, and the 
necessary water resources; this creates the potential for the growth 
of a competitive CMT garment sector. Vertical integration further 
provides firms a cost advantage in procuring direct inputs.  

Figure 2.10: Structure of manufactured exports by technology classification for Ethiopia and comparator countries, 2012

Source: International Trade Centre’s TradeMap
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As regards raw inputs, Ethiopia is endowed with a total arable land 
area of 2.6 million hectares for growing cotton. Moreover, Ethiopia is 
well endowed with water resources. Ethiopian cotton, if well 
cultivated, gives high quality and internationally accepted staple 
lengths. However, studies (e.g., Sutton and Kellow, 2010) indicate 
that only 2.8%, or 73.000 hectares, is utilized for production of 
cotton. Moreover, yields are low due to low productivity, insufficient 
incentives for framers, poor irrigation management, and poor 
handling technology. Although inefficiency drives up costs (GDS, 
2010), the production cost of Ethiopian cotton is 66.3% that of 
Chinese cotton, 57.3% that of American cotton, and 90.8% that of 
Indian cotton. Thus, there is considerable scope for expansion of 
cotton planting and increased yields which would improve the 
domestic supply of raw material for the textile industry at globally 
competitive prices.

Moreover, Ethiopia is the second most populous country after 
Nigeria among sub-Saharan countries, having a large cohort of 
young workers between ages 15 and 40. This demographic 
structure not only provides cheap labour but also creates a huge 
potential domestic demand for the output of the sector. Currently, 
the government of Ethiopia is expanding tertiary level education, 
which will fill the existing gap in the supply of skilled labour. 
Meanwhile, Technical and Vocational Education and Training (TVET) 
centres are providing on-the-job training at the semi-skilled level.

In terms of utilities, the price of electricity is US$0.047 per KWH, 
which a quarter of the price in the case of China and Vietnam (GDS, 
2010).

The key weakness is technology. Existing textile mills in Ethiopia are 
relatively weak and the sector is not in a position to produce world 
class competitive fabric due to a low level of technology and 
obsolete machinery, lack of skilled human resources, financial 
constraints to acquire adequate technology, and suboptimal 
capacity utilization. A key requirement is to attract foreign investors 
to provide frontier technology and knowhow to local industries. To 

attract investors, the Ethiopian government has implemented a 
one-stop-shop at the Ethiopian Investment Agency (EIA) for many 
services. The services given include: issuance of investment permit 
(6 hours), issuance of commercial registration certificate (6 hours), 
issuance of business license (6 hours), issuance of work permit (2 
hours), registration of technology transfer agreement (1 hour), and 
registration of export oriented non-equity based foreign 
collaboration (1 hour). The Agency also facilitates the acquisition of 
land and utilities (EIA).

A second key weakness is poor and high cost of logistics and trade 
infrastructure. Currently, sea freight is handled by Ethiopian 
Shipping Lines (ESL). This flag carrier has limited capacity and 
charges high prices at Djibouti port. According to GDS (2010), 
inland freight companies of Ethiopia also charge higher prices 
compared to neighbouring countries like Uganda and Kenya. The 
high costs of inland and sea freight erodes the cost advantage 
gained from lower factor costs. Cognizant of this problem, the 
Ethiopian Government has started a multimodal system very 
recently to lessen this entrenched hindrance factor.  

In terms of opportunity, Ethiopia has favourable trade agreements 
with the major global markets, including AGOA, EBA, and 
preferential tariff rates under COMESA agreements. Moreover, in 
terms of global structure of production, activity in the textiles and 
clothing sector is starting to shift as the larger, more advanced 
emerging markets are facing increasing factor costs and are 
focussing on moving up the value chain, creating room in this 
segment of the production chain. There are also threats: climate 
change creates risk for agricultural production and market access 
conditions will change with the end of AGOA in 2015.

The basic factors that determine the competitiveness of the textiles 
and garment subsectors, structured in the form of the strengths, 
weaknesses, opportunities and threats (SWOT) framework, are 
presented in more detail below (Table 2.11 and Table 2.12).

Table 2.11: SWOT analysis of the textile sector
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2.3.2  Leather Industry
The basis for a modern leather industry in Ethiopia was laid when 
the modern tanning industry was established in the mid-1920s. 
This sector was originally developed in the context of an import-
substitution policy designed to produce footwear to meet domestic 
demand (EIA, 2008). According to the Leather Industry 
Development Institute (LIDI), the leather industry has a total of 23 
tanning, four footwear, and eight leather goods and garment 
factories.  

The main raw material for this sector, hides and skins, is generated 
from domestic resources. Unblemished Ethiopian sheep and goat 
hides are of relatively high quality because of tensile strength and 
compact fibre structure and are sold at premium prices in the 
international market. These high quality hides are used for the 
production of high quality leather, dress gowns, sport shoes, and 
garments, both in the domestic and international leather 
manufacturing sectors. 

Ethiopia has a very large potential in terms of raw hide production 
for the leather sector. According to FAO (2009), Ethiopia is ranked 
6th globally in the size of the cattle population having a 3.6% share 
of world cattle population; and 8th in the size of the population of 
goats having a share of 2.5% of the world total. According to CSA 
(2012), Ethiopia is endowed with 52.1 million cattle, 24.2 million 
sheep, and 22.6 million goats.  However, having such a resource by 
itself does not necessarily benefit the country unless there is a high 
off-take rate and the quality of hides and skins meets the desired 
standard. In the case of Ethiopia the off-take rate for cattle is 10% 
(which is below the African average of 13%), 31.7% for sheep, and 
32% for goats (closer to the African average of 35% but far below 
China’s 71%) (GDS, 2011). This conveys that the livestock sector 
does not yield a supply of skins commensurate to its size. 
Moreover, a considerable portion of the skins processed is not 
suitable for export because of defects due to ectoparasites which 

attack the animals while they are alive, scarring the hides.

Notwithstanding the large potential, the existing firms in the tanning 
industry are operating at below half of their utilization capacity due 
to lack of suitable raw hides and skins. In 2008, the Ethiopian 
government imposed a tax of 150% on the export of raw hides and 
skins, wet blue and pickled hides and skins in order to encourage 
domestic value addition. 

Ethiopia’s large population is an advantage for the leather industry. 
It creates high domestic demand and is also a source of supply for 
the labour force. In the leather industry, labour costs are low: skilled: 
US$41 – US$96/month; unskilled: US$16 - US$33/month. These 
rates are two to three times lower for skilled labour and 14 times 
lower for unskilled workers than comparable Chinese wage rates 
(GDS, 2010). Though labour costs are low, high labour 
absenteeism and high turnover rate create challenges for the 
industry. 

In addition, the prices of other factors are relatively cheap 
compared to other countries. For instance, while the land lease 
price in Addis Ababa for 60 years ranges from US$15.22 to US$ 
256.7 per square meter, in regional towns the lease fee is in the 
range of US$ 0.58 to 1.01 per square meter for 80 years. 

Like other sectors this industry is also subject to challenges 
because of poor logistics, complicated customs procedures, and 
lack of access to hard currency to finance imported inputs and 
spare parts. Since the sector is one of the prioritized sectors, the 
government has held regular meetings with the private sector, 
which has partially mitigated the hindrance factors that investors 
face. 
Table 2.13provides a more detailed SWOT analysis of the leather 
industry.
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2.3.3  Basic Metals
The basic metal and engineering industry, one of the priority 
manufacturing subsectors, is expected to contribute to import 
substitution for metal and metal products. The manufacturing of 
basic iron and steel and fabricated metal products has contributed 
about 2.8% of manufacturing sector value added each in the last 
five years. The main products include basic construction materials 
such as bars, hollows, tubes, pipes, and corrugate sheets.

Like other subsectors, this industry is also performing poorly due to, 
among other things, lack of raw materials, which are mainly 
imported. According to CSA (2012), the import intensity for basic 
iron and steel was about 87% between 2006/07 and 2020/11. 
However, Ethiopia does have some domestic iron ore potential. 
Studies such as the Japan International Cooperation Agency (JICA) 
and Ethiopia’s Metal Industry Development Institute (MIDI) 
conclude that the Bikilal iron ore deposit located in the Western part 
of Ethiopia with an estimated 22 million tons of iron ore could be 
commercially feasible at current and prospective elevated minerals 
prices based on direct reduced iron (DRI) processing which involves 
a minimum efficient scale commensurate with the level of 
production in Ethiopia currently. 

Currently, there are significant constraints on the import of raw 
materials such as access to credit and hard currency. In addition, 
the government imposes a 10% surtax and a 5% duty tax on steel. 
Since the industry’s input is reliant on imports, logistical and 
transportation inefficiencies add additional burdens which 
contribute to the sector’s lack of competitiveness.  

Production of basic metal and metal products also requires more 
technically skilled labour and engineers; such personnel are scarce 
in Ethiopia. 

In terms of demand, since the country is at the early stage of 
development, there is strong demand for basic metals and 
fabricated metal products from the construction, power and 
communication sectors of the economy to mention just a few. As is 
the case with other sectors, low labour and other factor costs (land, 
electricity and water) are sources of competitive advantage for the 
metals sector. Table 2.14 provides a detailed SWOT analysis of the 
basic metals sector.

Table 2.14: SWOT analysis of basic metal and metal products
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2.3.4  Agro-Processing
Agro-processing refers to processing, preservation and 
preparation of agricultural production for intermediate and final 
consumption (UNIDO, FAO, IFAD, 2008). Thus, the scope of the 
agro-processing industry encompasses all operations from the 
stage of harvest till the material reaches end users in the desired 
form, including in terms of packaging, quantity, quality and price. 

Agro-processing industries are important for Ethiopia’s economic 
development both as a source of income and employment and 
through their backward linkages with agriculture. Cognizant of 
these effects and of the fact that the livelihood of over 85% of the 
population lies in agriculture, the government of Ethiopia has made 
agro-processing a priority sector in the GTP. The sector has been 
among the beneficiaries of sector-specific incentives, particularly 
for production for exports. 

The GTP agro-processing strategy focuses on food and beverage 
preparations such as processing and preserving meat products, 
fish and fish products, fruits and vegetables, integrated production 
and processing of dairy products, processing of starch and starch 
products, processing of animal feed, processing and bottling of 
mineral water, brewing and wine-making and so on. 

Ethiopia has unique advantages in terms of climatic conditions that 
position it to produce a wide range of fruits and vegetables. 
Geographical proximity to the Middle East and Europe, and the 
availability of competent air cargo provided by Ethiopian Airlines, 
have enabled the development of a strong presence in the cut 
flower sector. This highlights the possibilities for agro-processing 
more generally and makes attractive for investment. 

Although Ethiopia is among the top ranked countries in Africa in 
terms of cattle, sheep, goats and herbs, the country has been 
importing significant quantities of processed food (Table 2.15). 
Given that Ethiopia is the second most populated country in Sub-
Saharan Africa with a fast growing household incomes, the 
domestic market would likely provide immediate and sustaining 
demand for agro-processing sector products. This domestic 
demand for home-produced products predominantly would mean 
a useful import-substitution function as well as allowing companies 
to build their knowledge and capacity in processing. Nevertheless, 
in the short run, the volume of processed food import will continue 
to grow with the growth of domestic consumption demand as the 
domestic food supply capacity falls short of demand for processed 
food products.

Despite ambitious government targets and many competitive 
advantages (like availability of a cheap labour force, a large livestock 
sector, year-round harvesting potential to supply raw materials, 

favourable geographical location and a large domestic market), the 
agro-processing industry has not performed well. Table 2.16 
provides a detailed SWOT analysis of the agro-processing sector.

Table 2.15: Food imports in Ethiopia (% of total import expenditure)

Source: ERCA



Table 2.16: SWOT analysis of agro-processing industry
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2.3.5  Sugar Industry
Sugar production in Ethiopia started in 1954/55 when the Wonji 
Sugar Factory was commissioned and produced 15,843 tons of 
white sugar in the first campaign (EIA, 2008). Ethiopia is endowed 
with large areas of suitable lowlands, rivers and a climate conducive 
for sugarcane production. According to EIA (2008), various pre-
feasibility and feasibility studies of sugar projects conducted by the 
Ethiopian Sugar Industry Support Center Share Company (ESISC) 
indicate that there are potential sites at the main river basins which 
are suitable for sugarcane plantation. However, the total area 
developed for the production of sugarcane in the country is only 
about 8% of the total identified suitable areas (EIA, 2008).

Like other countries, sugar production in Ethiopia supplies direct 
household consumption and serves as an intermediate input for 
other industries such as pastries, soft drinks, and breweries. Per 
capita sugar consumption in Ethiopia is about 5 kg, which is well 
below other Eastern African countries such as Kenya and Tanzania 
and indeed one of the lowest in the world (Table 2.17).  With the 
increase in the purchasing power of domestic consumers due to a 
rise in per capita income and changing consumption pattern in the 
urban and rural areas, domestic demand for sugar is expected to 
increase in the future as well.

Table 2.18 presents trends in sugar production and consumption in 
Ethiopia. Sugar consumption exceeded production since 2007, 
leading to increased sugar imports. As a result of increased 

consumption demand, export of sugar ceased after 2010. 
Currently, the sugar industry is monopolized by the government

Table 2.17: Average per capita sugar consumption (kgs)

Source: ISO Sugar Year Book, 2012

Table 2.18: Sugar production and consumption 2004-2011 (million metric tons)

Source: ISO Sugar Year Book, 2012



To fill the domestic demand supply gap, the Ethiopian government 
has developed a package of incentives for investors engaged in 

new enterprises and expansions. Table 2.19 provides the SWOT 
analysis of the sugar industry.

Table 2.19: SWOT analysis of the sugar industry
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2.3.6  Cement Industry
Cement is one of the basic ingredients for the construction industry 
and it is also a critical commodity for society's needs of housing and 
basic infrastructure such as bridges, roads, water treatment 
facilities, schools and hospitals. The ingredients required to make 
cement are limestone, shell and clay. These raw materials are 
crushed, and then heated at temperatures in excess of 1000ºC in a 
rotating kiln to become clinker (Lasserre, 2007). At the next level, 
clinker is mixed with gypsum and ground to a fine powder to 
produce the final grade of cement.  The industry is highly energy 
intensive. 

Cement, being a basic input in infrastructure development, plays a 
crucial role in economic development. Per capita cement demand 
and consequently production of cement follow a bell curve pattern 
in which emerging countries during their high growth phase 
consume a large quantity of cement because of their needs for 
infrastructure. Therefore, demand for cement is a derived demand 
and it is dictated by the state of the construction industry’s 
performance which in turn is related to the country’s GDP growth, 
population growth, and rate of urbanization. 

Globally, cement production has grown substantially, driven by 
robust demand from construction activity in China and other 
developing parts of Asia as well as in Eastern Europe and Latin 

American countries. Cement production in China increased from 
1.25 billion tons in 2006 to 1.88 billion tons in 2010. Next to China, 
India retained the second position with an increasing share over the 
last five years producing 160 million tons in 2006 and 210 million 
tons in 2010. Production of cement in countries such as Vietnam, 
Brazil, and Kenya also showed an increasing trend.

Ethiopia’s cement production is comparatively low in global 
comparison, but has been expanding rapidly, driven by the major 
infrastructure expansion program currently being undertaken by 
government and the private sector.  In fact, Ethiopia’s cement 
production more than doubled in the past decade, from 945 
thousand tons in 2000 to more than 2 million tons in 2010. 

The major raw materials required for the production of cement 
including limestone, sand stone, clay, gypsum and pumice are 
abundant in Ethiopia. Like other sectors, cement production in 
Ethiopia also benefits from the large pool of labour and low wages 
compared to other countries. Reliable power has been a problem 
with supply being erratic and subject to frequent interruptions.  
However, the cost per KWH is low and the prospects for adequate 
supplies of cheap energy are very promising, particularly after the 
completion of the Great Renaissance Dam. Furthermore, like other 
sectors, this industry also benefits from a package of incentives to 
encourage private investment. Table 2.20 describes the industry’s 
strength, weakness, opportunities and threats in detail.

Table 2.20: SWOT analysis of the cement industry



2.3.7 Pharmaceutical Industry
The pharmaceutical sector is a high-technology and knowledge-
intensive industry based on development of new products 
emerging from research breakthroughs and general developments 
in scientific knowledge (Allen Consulting Group, 2005). Modern 
pharmaceutical manufacturing facilities are capital intensive, R&D 
intensive, and require highly skilled labour. As a result, the 
pharmaceutical industry is characterized by a high level of 
concentration with a few multinational companies dominating the 
industry. The sector has three linked activities: manufacture of 
active pharmaceutical ingredients and intermediates, production of 
finished dosage forms from active pharmaceutical ingredients and 
excipients, and final packaging of finished dosage forms or 
repackaging of bulk finished products (EAC, n.d.).

Ethiopia’s pharmaceutical sector is guided by the National Drug 
Policy (NDP), which was developed in 1993. The pharmaceutical 

sector is regulated by the Drug Administration and Control 
Proclamation No. 176/99. The health policy of the country 
emphasizes preventative health care and thus access to 
appropriate medicines is of paramount importance to prevent 
diseases. With Ethiopia being the second most populated Sub-
Saharan African country and experiencing rapid population growth, 
the demand for medicines and health supplies is expected to grow.

Demand for generic essential medicines is driven by the absolute 
size of the disease burden and interventions to reduce this burden. 
Malaria remains the leading killer disease and the demand for 
malaria medicines continues to grow both in the public and private 
sectors in Ethiopia. HIV prevalence, although reduced recently, is 
still a big threat as the number of people requiring HIV/AIDS 
treatment and care is increasing. There are interventions to scale up 
HIV/AIDS treatment and care services. Table 2.21 provides the 
SWOT analysis of the pharmaceutical industry.

Table 2.21: SWOT analysis of the pharmaceutical industry
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3. POLICY OPTIONS: 
HARNESSING OPPORTUNITIES
AND EASING THE 
CONSTRAINTS
TO MANUFACTURING

3.1  Long-term Vision
Industrial development is triggered by ‘drivers for structural change’ 
that cause fundamental changes in the structure of the economy. 
These drivers include factors such as technological change and 
innovation, increased competition and the emergence of new 
competitors, significant shifts in consumer demand, changes in 
legislation/regulation (e.g., safety and environmental legislation), 
increased availability of inputs, improved market access, etc. The 
Growth Commission’s report assessed the experience of 13 
countries that achieved annual growth rates of seven percent or 
more for at least 25 years. The report identified “committed, 

credible, and capable governments” as one of five characteristics 
of high-performing countries. Additional elements central to 
transforming the industrial sector include: mid- to long-term vision 
for development strategies; flexibility in responding to a changing 
environment; and close ties between the government and the 
private sector, which enable the harnessing of the private sector’s 
capacity to the maximum.

Ethiopia’s long-term economic vision is well articulated in the GTP:
“building an economy which has a modern and productive 
agricultural sector with enhanced technology and an industrial 
sector that plays a leading role in the economy, sustaining 
economic development and securing social justice and increasing 
per-capital income of the citizens so as to reach the level of those in 
middle-income countries” (MoFED, 2010:21).

The GTP sets medium-term targets that envisage triggering 
structural change under base case and high growth path scenarios 
(Table 3.1).

However, the IMF has questioned the Government of Ethiopia’s 
GDP growth data for the period since 2008 since many of the 
requisite factors for double-digit growth have not been in evidence 
in Ethiopia. The GTP’s projected GDP growth figures are therefore 
open to question on the same grounds. Moreover, in the first two 
years of the GTP period, there have been significant deviations from 
the targets, with disappointing performances from the agricultural 
and industrial sectors. The agricultural sector grew by 4.9% in 
2011/12, below the base case scenario (8.5%). Similarly, the 
industrial sector grew by 11.1% over the same period, compared 
with the base case growth rate of 17.9%. Accordingly, the realism of 
the targets indicated in the plan is open to question.

In the GTP, the manufacturing sector has been accorded due 
attention.  The development of the manufacturing sector has been 
recognized as key for structural change and sustained growth and 
development. However, the aggregate growth targets are not 
supported by more detailed explanations concerning variables 
such as total factor productivity, skill set requirement, labour 

productivity, etc. While there is a productivity target for agricultural 
yields, there are no productivity targets for the manufacturing 
sector.

The manufacturing sector has also under-performed compared to 
GTP targets. The Government of Ethiopia has recognized this. In a 
recent mid-term evaluation, the Ministry of Industry has 
acknowledged the shortfalls in progress and indicated that it has 
adopted new strategies for the remaining years of the GTP period 

11to meet the manufacturing targets (see MoFED, 2013b for details)  

3.2 Product Relatedness and  Structural 
Transformation
Ethiopia’s economy has not undergone a significant structural 
change over the last two decades. The potential of its industrial 
sector to compete internationally and to generate employment 
opportunities remains largely unfulfilled. Manufactured exports 
have grown relatively sluggishly and the value per capita remains 
relatively low, even by Sub-Saharan African standards.

Table 3.1: Projected real GDP and its components (%), base case scenario

Source: MoFED (2010)

11See Ethiopia Investor "Ministry of Industry to Increase Efforts to Make Manufacturing 
the Leading Sector of the Economy". In addition, the Ministry of Industry is developing 
an industrial development roadmap for the country. A key aspect of the roadmap is that 
it contains details and implementation plans classified in phases, but it lacks analytical 
foundation.      



3.2.2  Population Growth and Workforce
With an estimated population of 83.2 million in 2011/12, Ethiopia is 
the second most populous country in Africa. About 54% of the 
population is of working age and each year approximately an 
additional 1.2 million people join the workforce every year (MoFED, 
2010). Ethiopia has also been improving its human capital: the 
skilled and semi-skilled labour force is growing owing to the 
expanding TVET and tertiary education in the country. The quality of 
human development is also improving due to improved access to 
education and to health services. The country’s human 
development index (HDI) score increased on average by about 
5.4% per year between 2005 and 2012. 

3.2.3  Urbanization
Ethiopia’s urbanization rate is about 16%, which is by far lower than 
the average sub-Saharan African urbanization rate of 30%.  The 
degree of urbanization is, however, expected to continue to 
increase in the coming decades. Given the importance of 

urbanization for manufacturing development, urban development 
has been given due emphasis by the government. Efforts have 
been made to expand urban centers and to improve basic 
infrastructure in urban centers. 

3.2.4  Other Resource Development
Mineral exploitation is of paramount importance to different sectors 
of the economy, including agriculture, industrial development, 
construction, energy and others. According to geological studies, 
Ethiopia has substantial deposits of gold, tantalum, platinum, 
nickel, potash, and soda ash. It also has large deposits of minerals 
that are crucial for the construction and industrial sectors, such as 
marble, granite, limestone, clay, gypsum, gemstone, iron ore, coal, 
copper, silica, diatomite, etc. 

The country also has huge potential for renewable and non-
renewable energy resources. Nine of its major rivers are suitable for 
hydroelectric power generation. Feasible hydropower potential is 

3.2.1  Agricultural Resource Base
To achieve the transformational objective, the government has 
developed sectoral targets for the plan period. Industrial 

transformation would be difficult to envisage without 
transformations in the agriculture and service sectors. Table 3.2 
indicates targets for the agriculture and rural development in the 
planning period. 

Table 3.2: Targets for agriculture and rural development under the GTP

Source: MoFED (2010)
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estimated at 45,000 MW and total electricity generation is expected 
to increase to 10,000 MW by the end of the GTP period (2014/15). 
In addition, the country has large potential geothermal energy 
resources. There are also opportunities for oil and natural gas 
exploration and development in the major sedimentary basins, 
such as the Ogaden, the Gambella, the Blue Nile, and the Southern 
Rift Valley. Currently, the Ethiopian government is undertaking 
massive investment in developing hydropower as well as 
geothermal and wind energy.

3.2.5 The Case for a Manufacturing Development 
Framework for Structural Transformation
In line with Ethiopia’s economic vision, as well as its resource 
endowment, there is a need for a well-articulated forward-looking 
manufacturing development framework. The GTP’s framework 
intends to provide direction to the development path of the 
manufacturing sector in the short, medium, and long term.  In the 
short term, priority can be given to low-technology and resource-
based manufacturing. These industries include food processing 
and beverages, textiles and garments, leather and leather 
products, cement, and sugar and sugar-related industries.  These 
industries use local resources (e.g., agricultural products and 
electricity) and are less skill-intensive, consistent with Ethiopia’s 
current endowments.  This is a reasonable approach to the first 
stages of the transformation.

In the medium term, the manufacturing framework needs to focus 
on medium-technology manufacturing industries, such as metals 
and engineering, machinery and equipment, chemicals, etc. With 
rising skill-intensity and capacity, the transition from resource-
based and low-technology manufacturing industries opens 
avenues for more competitive manufacturing industries with strong 
inter-sectoral linkages. 

The last phase of manufacturing industry development involves a 
move towards high-technology, skill-intensive manufacturing 
industries, such as pharmaceuticals, organic chemicals, and 
automotive products, enabled by the accumulation of capabilities. 
The manufacturing development framework entails diversification 
and structural transformation through sequential and focused 
implementation of the different phases of industrialization.

3.3 Harnessing Technology, Innovation, 
Productivity, and Linkages
The major constraints for the functioning and growth of the 
industrial sector have been mainly inadequate human resource 
capabilities, such as technical and managerial skills; shortages of 
foreign exchange to import important raw materials, spare parts, 
and other inputs; electrical power supply disruptions; managerial 
deficiency; and constraints on access to efficient and effective 
credit and other services. The transition from an agricultural to an 
industrial economy involves both adoption of existing technology 
and adaptation of existing technology to suit local conditions, 
which, in turn, depend on the level of human capital and domestic 
capabilities. These properties enable an economy to master 

imported technologies, adapt them to local conditions, make 
improvements, and finally use them as a base for creating 
innovations locally (Wolf, 2007).

3.3.1   Education and Training
Education and training play a pivotal role in technology transfer and 
innovation. Despite massive investment in education and training, 
especially in TVET and tertiary education, the quality of Ethiopian 
university graduates has remained a concern. One issue is the 
mismatch between the skills taught and those demanded by the 
manufacturing sector, which is reflected in the rising share of the 
educated unemployed (Broussard et al. 2012). Discussions with 
stakeholders also indicate that there is a gap between the quality of 
graduates’ vis-à-vis labour demand required by the manufacturing 
sector. There is weak or absence of active and functional university-
industry linkages in the form of research (e.g. between industry 
actors and research centres of universities), student internship 
within industries, etc. Another issue is inadequate or unavailability 
of laboratory equipment for science and engineering students. The 
Ethiopian government has introduced a new rule for public 
university entrants to address the skill needs of the economy: 70% 
of all new entrants will be allocated to engineering and natural 
science programs while 30% will be placed in social science and 
business programs.   

Specific measures to address the human resources issues in 
Ethiopia include:

Ÿ Benchmark Ethiopia's education and training systems 
against major competitors in terms of quantity, quality, 
relevance, and cost effectiveness, and identify areas of 
improvement;

Ÿ Develop a program to link vocational training institutions 
and universities with industry; 

Ÿ Set up training centers in industrial parks, high-tech parks, 
and export processing zones; 

Ÿ Conduct regular skills audits, particularly in TVETs; and
Ÿ Encourage enterprise training with subsidies and tax 

exemptions.

3.3.2  Science, Technology, and  Innovation 
Policy
In 2010, Ethiopia adopted a science, technology, and innovation 
(STI) policy to support technology adoption (e.g., leveraging 
technology transfer through public procurement, FDI inflows, and 
intellectual property protection). At the highest level, the 
implementation of the policy framework is overseen by the Science, 
Technology, and Innovation Council, which is led by the Prime 
Minister. This Council evaluates annual progress in the area of 
technology and innovation and provides awards and recognition 
certificates. The Ministry of Science and Technology (MoST) is 
responsible for facilitating importation of appropriate technologies, 
establishing technology transfer systems using FDI, diffusing 
imported technology into local industries, and setting up necessary 
institutions to address issues such as intellectual property rights 
(IPR) and industry standards.



The STI policy considers universities, government research 
institutes, and industries as major actors in the national innovation 
system. In particular, it focuses on priority manufacturing industries 
for technological capacity-building activities.  However, the role 
played by STI policy in Ethiopia’s development has been limited. 
Although it is too early to evaluate existing initiatives, there seems 
very little awareness about STI policy within public institutions such 
as universities and research institutes. Furthermore, explicit targets 
are not indicated in sectoral government strategies and plans. 

A key feature of the country’s institutional landscape is the 
weakness of links among institutions, including between higher 
education, research institutes, and the private sector. There are no 
university-linked clusters; accordingly, universities are unable to 

12support local industries in overcoming technical challenges.  

FDI is a key instrument for technology transfer and capability-
building, as witnessed in Asian countries. However, the inflow of FDI 
to Ethiopia has been low. Policies and institutions for attracting FDI 
are therefore a key tool in technology transfer and domestic 
capability building. 

For Ethiopia to transition from a “factor-driven” to an “innovation-
driven” economy, it must substantially narrow these critical gaps 
related to science, technology and innovation.
Ÿ Examine the structure, capabilities, and relevance of 

technology institutes, including R&D support, regional 
technology centers, and technology financing;

Ÿ Launch a technology foresight exercise to raise awareness of 
industry's technological weaknesses and create a consensus 
between industry, research institutes, and the public sector 
on required measures to remedy those weaknesses;

Ÿ Establish a program to stimulate linkages between industry 
and science and technology infrastructure (R&D laboratories 
and universities), including by restructuring and furnishing 
laboratories, by encouraging the placing of research students 
in industrial establishments, by creating joint research awards 
for industry and universities to encourage collaboration on 
subjects of relevance to industry, and by providing incentives 
to university research staff to work with industry;

Ÿ Set up a technology import information service or database to 
collect data on foreign sources of technology and design 
technology screening mechanisms; such services are 
extremely active in the “tiger” economies with online links in all 
major industrial areas. SMEs find such services particularly 
helpful for overcoming information gaps they face in 
accessing new technologies;

Ÿ Establish technology incubation centers; 
Ÿ Initiate a technology finance system, either by setting up a 

venture capital company or by establishing technology 
“windows” in existing financial institutions. However, 
technology financing requires special skills and a very different 
orientation from normal banking, so this would call for very 
careful handling, as the banking system in Ethiopia has not 
developed well.

3.3.3 Improving the Business-Enabling 
Environment
Ethiopia does not perform well on many of the Doing Business 
indicators, such as starting a business, trading across borders, 
getting credit, registering property, etc. Ethiopia’s “dis-enabling” 
business environment reduces the competitiveness of its 
manufacturing firms by significantly raising transaction costs for its 
enterprises relative to those in competitor economies. This calls for 
improving the business environment across the board to increase 
competitiveness.

3.3.3.1   Infrastructure
The quality of transport infrastructure affects enterprise 
performance in various ways. Improved transport infrastructure can 
lower production costs and raise the productivity of firms. Despite 
massive investments in road infrastructure, both the extent and 
quality of Ethiopia’s road network remains low. Freight costs, 
including custom clearances, comprise a significant share of the 
final price of manufactured products. Inefficient logistics services 
impede trade by imposing extra costs on firms. Ethiopia’s 
telecommunications capacity and quality remain low, impeding 
connectivity of the enterprise sector to the global economy. Despite 
considerable potential and large ongoing investments, power 
supply remains haphazard. And there are still relatively few modern 
industrial parks where the concentration of activity encourages 
learning spillovers, including from foreign-invested enterprises to 
locally owned enterprises.

Ÿ Given that both Ethio-Telecom and Ethiopian Electric Power 
Corporation are state-owned, it is crucial to increase 
efficiency of service delivery by giving autonomous 
management power to managers to act like private 
companies;

Ÿ Disentangle the production and distribution of power to 
address power distribution failures;

Ÿ Expand industrial zones in major cities and towns, including 
by developing supporting infrastructure;

Ÿ Encourage and promote a multimodal transportation 
system and enhance competition;

Ÿ Build the capacity of the transport sector by creating 
linkages with universities and research institutes; Increase 
the use of modern modes of transport by providing loans 
and technical assistance; and

Ÿ Connect major regions of the country through investment in 
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railway infrastructure.

3.3.3.2  Finance
Firms in Ethiopia have complained both about the lack of access to 
investment capital needed to expand their operations and about 
the difficulty in obtaining working capital needed for their 
operations. Private sector access to finance in Ethiopia is extremely 
limited. The Development Bank of Ethiopia (DBE) plays a key role in 
financing the manufacturing industry, especially through the 
favourable terms of its 70:30 loan policy for priority industries. 
However, many firms have reported challenges in accessing capital 
through this route. 

Three issues are worth mentioning regarding the financial sector. 
First, because of Ethiopia’s limited capital supply, banks simply do 
not have sufficient funds, especially to lend to firms undertaking 
large investments. Second, the banking sector is very 
underdeveloped, owing to its relatively short history, limited 
exposure to international best practices in cash flow based lending, 
and lack of sophisticated lending products. Third, foreign exchange 
delays can significantly exacerbate challenges related to 
importation of key manufacturing inputs.

Specific measures to improve access of manufacturing firms to 
finance include:

Ÿ Provide special incentives (including suspending some 
restrictions) to enable banks to provide loans to priority 
sectors;

Ÿ Establish a special window dedicated to providing loans to 
priority manufacturing industries; 

Ÿ Encourage the DBE to provide loans to import-substituting 
and export-oriented manufacturing firms;

Ÿ Increase the domestic savings rate and find ways to access 
foreign capital through FDI;

Ÿ Improve the quantity, quality, and type of exports to 
ameliorate the foreign exchange problem (in the short run, 
this can be done by prioritizing public policy support for 
exporters and suppliers to exporters); and

Ÿ Provide a supportive regulatory environment to foster 
development of non-banking financial institutions (NBFIs) 
such as factoring houses. NBFIs play an important role in 
finance by providing new and different types of lending 
products. As well, competition from NBFIs can help spur 
banks to evolve their approach.

3.4  Scope for Benefits from  Regional Integration
Ethiopia is engaged in both multilateral and various regional trade 
negotiations in which it is being pressed to substantially reduce the 
level of border protection and to bring its trade policy into 
conformance with WTO rules, including its non-tariff measures. 
These negotiations include accession to the World Trade 
Organization (WTO), the Economic Partnership Agreement (EPA) 
with the European Union, the Common Market for Southern and 
Eastern Africa (COMESA), the Tripartite free trade area (TFTA) 
(consisting of COMESA, the EAC, and Southern African 
Development Community (SADC) member countries), the Inter-
governmental Authority for Development (IGAD), and the Sana’a 
Forum for Co-operation (SFC). Being a least developed country 
(LDC), Ethiopia enjoys duty-free and quota-free access (DFQF) to 
major export markets, including the US through the African Growth 

13and Opportunities Act (AGOA)  and the EU under the Everything 
but Arms initiative (EBA). 

The basic idea of using regional integration as a stepping stone to 
global competitiveness is that, within a region composed of small 
economies with low levels of technology and limited market size, 
regional integration enables local firms to access learning by doing 
and scale effects which help prepare them to face global 
competition. From a manufacturing policy perspective, it is an 
important question whether intra-regional trade is more 
manufacturing-intensive than international trade in general. If so, 
regional trade agreements can accelerate the development of 
industrial capabilities.

Consistent with expectations based on comparative advantage, 
Ethiopia exports to advanced countries such as the EU and the 
United States consist mainly of unprocessed commodities. In 
2012, for instance, the top five export commodities to the EU were 
coffee, flowers, pulses, apparel and accessories, and leather 
products, which together accounted for 28% of Ethiopia’s total 
merchandise exports. Similarly, coffee, oilseeds, shoes and other 
footwear, apparel and accessories (textiles), and animal products 
were the top five exports to the United States over the same period. 

About one quarter of Ethiopia’s exports are to its immediate 
neighbours and regional COMESA partners (Table 3.3). Between 
2008 and 2012, exports to this group grew faster than any to any 
major market except China, and by 2012 accounted for just under 
25% of Ethiopia’s global exports, a significant increase from the 
corresponding share five years earlier.

13Market access opportunities through AGOA will expire in 2015. Initial indications 
suggest this opportunity will be renewed for some time.    



EU member countries are the main sources of market for the 
country’s exports, accounting for on average 30% of total 
merchandise exports between 2001 and 2012. Although the share 
of EU has shown a declining trend, especially between 2006 and 
2009 due to the recession, it is still the main destination of the 

country’s export commodities. In 2012, the top five export 
commodities to EU were coffee, flowers, pulses, wearing apparels 
and accessories, and leather products, which together accounted 
for 28.2% of total merchandise exports compared with 20.9% in 
2001 (Table 3.4).

Between 2001 and 2012, COMESA absorbed about 10.9% of the 
country’s total merchandise exports. In 2012, the top ten export 
commodities to COMESA member countries accounted for only 
8.1% of the total exports (Table 3.5). The top five export 
commodities were live animals, chat, pulses, coffee, and spices. 

The country exports mainly unprocessed or primary commodities 
to COMESA countries, which the country has little to benefit. Within 
the COMESA trading bloc, Sudan, Djibouti, Egypt, Libya and Kenya 
were the top five importers of Ethiopia’s products in 2012.

Table 3.3: Ethiopia’s exports to selected markets, 2008-2012

Source International Trade Centre Trademap

Table 3.4: Share of top ten commodities exported to EU (% of total merchandise exports)

Source: ERCA
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Ethiopia’s exports to its regional partners also consist chiefly of 
basic agricultural and mineral commodities, albeit to a somewhat 
lesser extent than its exports to the rest of the world: for example, in 
2012, exports of basic agricultural products (HS chapters 1 and 2) 
plus raw hides, cotton and gold constituted 90.6% of Ethiopia’s 
exports to COMESA partners but 96.5% of Ethiopia’s exports to the 
rest of the world, with the difference explained in good measure by 
Ethiopia’s growing share of assembled motor vehicles exports in its 
COMESA trade. Accordingly, value chain linkages are weak and 
“learning by exporting” opportunities are relatively scarce in 
Ethiopia’s export production both regionally and globally, although 
in a relative sense more so globally. 

The top five main imports were mineral fuels, machinery, vehicles 
(other than railway), electrical equipment, and iron and steel, 
accounted for on average 54% of total imports between 2001 and 
2012. Ethiopia’s imports consist largely of capital goods and 
manufactured consumer goods from advanced and emerging 
economies. Thus, regional integration, in which Ethiopia has 
hesitated to participate, would provide a modest advantage in 
developing its manufacturing sector, but it is likely that Ethiopia 
must also look to global value chain participation in light 
manufactures to more rapidly move up the technology ladder.

Table 3.5: Share of top ten export commodities to COMESA countries

Source: ERCA

Table 3.6: Ethiopia’s main imported products (% Share in total merchandise imports), 2001-2012

Source: UN COMTRADE



Three considerations support the argument for focussing first on 
global integration, at least in the short-run. First, many countries in 
the region produce and export similar products (mainly agricultural 
commodities). Second, border infrastructure is under-developed, 
including truck roads and railway lines. The major project to 
upgrade the 710 km rail and road corridor from Addis Ababa to 
Djibouti, which includes the implementation of six smart corridor 
modules to facilitate trade along that corridor, promises to be in 
place at an early date and will greatly facilitate Ethiopia’s 
participation in global markets and value chains. Third, regional 
integration on the FTA or Customs Union model that falls short of 
free circulation of goods does not result in a seamlessly integrated 
regional market due to complex and restrictive rules of origin. The 
capacity of regional firms to utilize preferences for goods with higher 
levels of processing and complexity is limited by the need to import 
inputs from more advanced countries, and by the challenges of 
meeting the documentary requirements of rules of origin in terms of 
tracing and accounting for regional input content given scarcity of 
skilled workers and the limited penetration of formal business 
accounting and record-keeping practices in the region. Most 
importantly, as the literature on preference utilization demonstrates, 
smaller trade transactions tend to pay the MFN tariff because the 
fixed costs of compliance with ROOs can outweigh the benefits. 
Accordingly, in Ethiopia’s context, where most manufacturing firms 
are small and trade transactions in the region are likely to also be 
small, the propensity to utilize preferences will be commensurately 
small.

This is not to say that regional integration would be without benefit. 
Given the size of the population and the rapidity of economic 
growth in the COMESA region, regional integration could in 
principle induce greater demand for regionally manufactured 
goods, intensify competition, and enable learning by doing in basic 
industrial processes. These potential benefits of regional integration 
cannot be realized to a significant extent, however, unless 
infrastructural constraints are relaxed through regional planning 
and investment and regional integration progresses to the free 
circulation model. If the current economic performance of many 
African countries continues, then there will be a huge market for 
Ethiopia’s products. In order to exploit this opportunity, the 
country needs to develop its manufacturing sector and should be 
able to supply products that could penetrate the regional market.

3.5  Lessons from Experience
In East Asia, early-stage industrial development models varied from 
country to country, but all featured export orientation, sound macro 
management, and building a good base of skills (Lall 2004). Other 
common factors include the adoption of a mid- to long-term vision 
for development and strategies, flexibility in responding to a 
changing environment, and close ties between government and the 
private sector, which enabled public policy to harness the private 
sector’s capacity to the maximum. At the same time, although there 
were similarities in some policy instruments, each country pursued 
different objectives and used different interventions which resulted 
in differing patterns of industrial and export growth.

South Korea:
Ÿ Adopted the most interventionist strategies to energize the 

industrial sector, covering almost all markets;
Ÿ Act ive ly  promoted ind igenous enterpr ises and 

strengthened domestic technological capabilities; 
Ÿ Supplemented the domestically driven technological 

upgrading by inviting inward FDI as a vehicle to import 
foreign proprietary technology; 

Ÿ Sheltered the domestic market from unfettered trade 
competition;

Ÿ Provided both quantitative and tariff protection to infant 
industries to develop their capabilities;

Ÿ Relied primarily on capital goods imports, technology 
licensing, and OEM agreements to acquire technology;

Ÿ Used reverse engineering, adaptation, and own product 
development to build domestic capabilities (Lall 2004; 
Westphal1990);

Ÿ Actively promoted industrial R&D; and 
Ÿ Provided, in addition to direct interventions to support local 

enterprises, selective and functional support by building a 
massive technology infrastructure and creating general and 
technical skills.

One of the unique attributes of South Korea’s industrial strategy 
(akin to Japan’s) is its deliberate creation of large private 
conglomerates. Their government handpicked successful 
exporters to receive various subsidies and privileges (e.g., 
restrictions on MNC entry) in return for furthering the setting up of 
capital and technology-intensive activities geared to export 
markets.

Singapore: 
Ÿ Used highly interventionist policies to promote and deepen 

industry, but in a more liberalized economic setting. The 
industrial sector received strong policy support;

Ÿ Relied heavily on MNCs and inward FDI o achieve its 
objectives;

Ÿ Selected and targeted activities for promotion;
Ÿ After initially following import substitution policies, moved into 

FDI-driven export-oriented industrialization;
Ÿ Acted firmly to upgrade the industrial structure after a decade 

or so of light industrial activity; 
Ÿ Guided MNCs to activities with higher value-added, narrowly 

specialized, and integrated into their global operations;
Ÿ Intervened extensively to create the specific skills needed; 

and 
Ÿ Set up public enterprises to undertake activities considered to 

be in the country's strategic interest, where foreign 
investment was unfeasible or undesirable.

Taiwan: 
Ÿ Employed import protection and directed credit (Lall 2004; 

Wade 2000); 
Ÿ Selectively welcomed FDI into activities in which domestic 

industry was weak and lacked world-class capabilities;
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Ÿ Supported indigenous skill development; 
Ÿ Developed technology and strongly promoted exports;
Ÿ Supported industry with a variety of R&D collaboration, 

innovation inducements, and extension assistance; 
Ÿ Actively supported SMEs, by helping them to locate, 

purchase, diffuse, and adapt new foreign technologies;
Ÿ Built a large public sector in manufacturing; 
Ÿ Set up facilities where private firms were unwilling or unable 

to do so; and
Ÿ Invested in joint ventures in technologically difficult areas, 

such as semiconductors and aerospace. 

The following messages can be drawn from East Asian industrial 
development policies and strategies:

Ÿ Selective rather than open-ended, indiscriminate promotion 
of all industrial activities;

Ÿ Picking activities and functions that offer significant 

technological benefits and linkages;
Ÿ Investing massively in skill creation, infrastructure, and 

support institutions, all carefully coordinated with 
interventions in product markets;

Ÿ Giving the lead role in productive activity to private 
enterprises, but using public enterprises to fill gaps and 
enter exceptionally risky areas. Experiences of countries 
indicate that developmental state does not exclude the 
private sector, instead they work together to achieve a 
shared vision;

Ÿ Using FDI selectively to build local capabilities (by restricting 
FDI or imposing conditions on it) or to tap into dynamic, high 
technology value chains;

Ÿ Improving the quality of bureaucracy and governance, 
collecting relevant information, and learning lessons from 
technological leaders;

Ÿ Ensuring policy flexibility and learning; and 
Ÿ Involving the private sector in strategy formulation and 

implementation.
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4. CONCLUSIONS, 
RECOMMENDATIONS, AND 
ACTION PLAN

4.1  Conclusions
Ethiopia has registered solid economic growth since 2003/04, but 
growth slowed down in 2011/12 due to weak performance of the 
agriculture and industrial sectors. This growth has led to a reduction 
in income poverty and improvements in other social indicators. 
However, the country’s growth acceleration in recent years has not 
been associated with diversification and structural change. In 
particular, the performance of the manufacturing sector has not 
been satisfactory. 

The following factors have been identified in Ethiopia’s 
manufacturing industry based on analytical and situational 
assessments, stakeholder consultations and previous studies 
(ASTU, 2013):

(a) Unfavourable business environment;
(b) Inadequate macroeconomic management; 
(c) Inadequate physical infrastructure; 
(d) A poor manufacturing technology development system;
(e) A lack of critical mass of sufficiently skilled workers;
(f) Inadequate availability and underdeveloped industrial 

inputs; and 
(g) Weak market diversification and development.

Given the importance of the manufacturing sector for sustaining 
growth and generating employment, it is imperative to have a 
forward-looking strategy to promote structural change. This study 
suggests strategies through which industrial transformation 
consistent with the country’s economic vision can be realized. The 
development of an industrial base involves a major transformation 
of the economy, including internal migration through urbanization, a 
change in the job descriptions of a significant portion of the working 
population with associated changes in skills requirements, new 
infrastructure demands, and the emergence of new sets of firms 
that (a) constitute the new industrial sector, (b) serve as suppliers of 
industrial inputs (including services inputs); and (c) provide demand 
for its products.

4.2 Broad Implementation Strategies for 
Stimulating Manufacturing Transformation
A new manufacturing strategy is needed to face four emerging 
challenges, which have emerged from the gradual erosion of 
Ethiopia’s manufactur ing competit iveness.  First, the 
manufacturing sector’s growth rate has been uneven and, 
moreover, has slowed down in 2011/12. Second, with rapid 
globalization and trade liberalization, the manufacturing sector is 
facing increasingly stiff competition in its traditional export markets 
and with its traditional export products. Additionally, domestic firms 
are competing against increasing inflows of imported 

manufactured goods. Third, Ethiopia’s traditional exports are losing 
market shares internationally, as world demand for its exports 
stagnates or declines. Finally, the manufacturing structure, already 
at odds with Ethiopia’s structure of comparative advantage, is 
facing renewed pressure from the impact of trade liberalization on 
its ailing industries. In addition, the manufacturing sector suffers 
from a host of long-standing weaknesses, including a poor 
investment climate and business environment, inadequate physical 
infrastructure, underdeveloped industrial technology development 
system, and low skills and education levels. These weaknesses 
continue to constrain manufacturing investment and have yet to be 
adequately addressed. 

4.2.1 Creating a Conducive Business Environment 
for Manufacturings Development
Manufacturing development and transformation requires an 
enabling business environment for both local and foreign direct 
investment. It is crucial to rectify barriers to businesses by setting 
and properly enforcing legal frameworks, removing bureaucratic 
constraints, ensuring good governance, and providing efficient 
service. Streamlining regulatory frameworks (e.g., customs and 
licensing) and redressing coordination failures are crucial to 
energize manufacturing development.

4.2.2 Stable and Predictable Macroeconomic 
Management
Sound macroeconomic management that ensures stable inflation, 
a competitive exchange rate, consistency, predictability, and clarity 
of policies, laws, and regulations, and flexibility in macroeconomic 
management are key for encouraging long-term investment in the 
manufacturing sector. Given the centrality of the private sector for 
long-term economic development, policies and strategies need to 
be designed with broader participation and consultation of 
stakeholders. In addition, medium-and long term policies and 
strategies should be based on a thorough understanding of the 
national, regional and global economic perspectives.

4.2.3  Inadequate Physical Infrastructure
Infrastructure development has a profound impact on stimulating 
manufacturing development. Given Ethiopia’s exist ing 
infrastructural deficit, improvements and investments in physical 
infrastructure are crucial for enhancing the competitiveness of the 
manufacturing sector. Changes in the management of the utility 
sector are also needed in order to address the manufacturing 
sector’s and the public’s growing dissatisfaction with service 
delivery. A well-developed network of transport, port, and 
administrative infrastructure must also be established. 
Infrastructure planning at all levels should be integrated with urban 
or rural planning to facilitate and support the manufacturing sector 
in order to ensure that essential infrastructure requirements are 
met. In doing so, inter-sectoral collaboration, as well as co-
ordination with line agencies, stakeholders, and infrastructure 
facility providers, are essential from the beginning of planning.



4.2.4 Raising Education Quality and Improving 
Skills
The manufacturing sector suffers from a lack of quality human 
resources; to redress this situation a significant improvement in the 
quality of education delivery is required. The manufacturing industry 
and private businesses, as beneficiaries of the human capital 
generated by the education and training system, need to support 
the allocation of additional resources to this system. In particular, 
the tertiary education system needs to emphasize quality of 
education and professional training. It should also strive to impart 
general, transferable skills, including problem solving skills.

4.2.5 Developing Technological Development 
and Capabilities
The manufacturing sector’s transformation and competitiveness 
depend increasingly on technology development and its underlying 
knowledge, skills, and organizational capability. Because of limited 
technology deepening, the manufacturing industry runs the risk of 
further competitive weaknesses as globalization and liberalization 
proceed. Specific interventions are required to stimulate both the 
supply of and demand for technology development on the part of 
manufacturing industries. A training support system that helps build 
technology using and assimilating skills to underpin the deepening 
of technology development capabilities must be established. For 
example, a flexible grant-based subsidy scheme can be designed 
and implemented to assist firms in investing in training concerned 
with design, engineering, and R&D.

Accordingly, technology transfer and development through 
technology adoption and adaptation must be encouraged, 
technology parks must be established, reverse engineering must 
be promoted, and innovation and intellectual property rights must 
be set up. 

There are a number of public science and technology universities 
and institutes in Ethiopia. A comprehensive evaluation of these 
facilities with a focus on industrial development should be 
undertaken, together with recommended actions for efficient and 
relevant manufacturing services.

4.2.6 Improving the Supply and Quality of 
Industrial Inputs
A competitive manufacturing sector depends on the availability and 
quality of local inputs including raw materials. In particular, the 
development of the agricultural sector is crucial for supplying inputs 
for the agro-processing manufacturing industries. The government 
must thus attract and encourage investments in commercial 
agriculture to improve the supply of agricultural raw materials. The 
development of the agricultural sector in turn depends on improved 
agronomy, input supply, and infrastructure (e.g., roads, energy, 
irrigation facilities, etc.). Efforts are also needed to improve the 
availability of other industrial inputs (e.g., iron ore, etc.). Therefore, 

the transformation of the manufacturing sector requires the 
development of other sectors as well. Furthermore, formation of 
industrial zones would also help to improve the supply of industrial 
inputs by linking industries that need inputs with those that supply 
them.

4.3 Horizontal Policy Recommendations

4.3.1  Incentives for the Manufacturing Sector
Functional incentives are more appropriate than sub-sector or 
product-specific incentives. Functional incentives linked to, for 
instance, skills upgrading, technological upgrading, and export 
performance are more efficient than general tax incentives for the 
production of specific goods. Manufacturing industries that 
participate in a promoted or priority activity or produce a promoted 
product can benefit from the following:

Ÿ Loans at reduced interest rates,
Ÿ Preferential access to foreign exchange, and
Ÿ Dedicated utility supply lines and reduced utility rates 

14(e.g., power)

The aim of these incentives is to encourage investment in specific 
activities and specific areas.

The Industrial Investment Allowance: to encourage large-scale 
investment by both domestic and foreign investors in specific 
industry sectors that manufacturing of certain products and goods 
by providing tax relief, in the form of industrial investment 
allowances, to strategic manufacturing projects.

Industrial development zones: This incentive is designed to 
promote international competitiveness and to attract sustainable 
foreign direct investment and develop links between domestic and 
zone-based industries for the optimal use of existing infrastructure, 
the creation of employment and technology transfers.

Research and development incentive: Given the high costs 
involved in research and development (R&D), a tax incentive can be 
used as a way of indirectly subsidising research and development 
costs. Manufacturing industries that wish to improve their 
productivity through invention of new product lines or enhance their 
current product quality would be encouraged to benefit from this 
incentive.

Reinvestment allowance or expansion incentive: A 
reinvestment al lowance can also be used to promote 
manufacturing industries that incur capital expenditure to expand, 
automate, modernise or diversify its existing manufacturing 
business within the same industry. The aim of this incentive is to 
promote automation processes in the manufacturing sector in an 
effort to increase productivity.
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Increased exports of locally manufactured products: to promote 
the export of higher value-added goods, manufacturing companies 
could be granted a tax exemption based on the extent of value 
addition. 

Industrial linkage programme: focused on vendors that 
manufacture inputs to promoted products. It aims at developing 
small and medium-sized businesses to be competitive and capable 
suppliers of parts and components to multinational companies. 

Industrial Innovation support programme: This incentive 
serves to promote technological development through the 
provision of financial assistance to registered enterprises in 
manufacturing or software development that engage in the 
development of innovative, competitive products and/or processes 
which should contribute to improving technology.

Training expenses deduction: Manufacturing industries incur 
training expenditure before the commencement of business could 
be entitled to benefit from this incentive based on certain condition 
such as the trainees are employed by the company when operation 
commences. 

Support institutions
Ÿ Special window services to manufacturing firms;
Ÿ Streamline and network support institutions; 
Ÿ Develop research and development support institutions 

focusing on adaptation and diffusion of existing 
technologies; 

Ÿ Establish and support establishment of laboratory 
inspection and standardization, and enhance the capacity 
of Ethiopian Quality Standards Agency; introduce quality 
standards award schemes for those manufacturing firms 
that make use of quality and standards;

Ÿ Establish and strengthen specialized training centers;
Ÿ Nurture industrial districts through cluster policies, and
Ÿ Use government procurement to promote development of 

local and regional manufacturing industries. 
These various incentive schemes need to be based on certain 
conditions and be time bounded. Appropriate indicators should be 
developed to monitor and evaluate the effectiveness of the various 
incentives. Although there are some incentives already in place in 
Ethiopia (e.g., tax holidays, customs duty exemptions, etc.), their 
impacts have not been assessed and evaluated.

4.3.2 Infrastructure: Energy, Transport, and 
Communication
Provision of public economic infrastructure to reduce logistical and 
other operating costs for firms requires investment in hard 
infrastructure (such as roads and railways), improvements in the 
coverage and quality of communications (such as mobile phones 

and internet), and improvements in the supply and quality of energy 
to the manufacturing sector through dedicated windows.

4.3.3  Trade Logistics
Priority actions in this area to improve quality of service, and lower 
costs include developing and implementing a coherent national 
transport strategy, integrating institutions to handle trade and 
transport issues, and modernising trucking regulation.

Ÿ Improve coordination among the different service providers 
through investment in networking. For example, 
establishing a Trade Net (e.g., like Singapore's) could help 
to enhance business to business (B2B) and business to 
government (B2G) electronic communication;

Ÿ Enhance national standards on product quality, packaging, 
storage, and transport conditions; 

Ÿ Improve container tracking capability through IT-supported 
trade facilitation;

Ÿ Improve customs procedures through streamlining and 
coordination of border clearance processes and 
establishing a dedicated window for manufacturing; and

Ÿ Ensure adequate product quality testing and certification 
methods.

4.3.4  Access to Finance
Ÿ Modernize the banking system to allow banks to make 

loans to prioritized sectors with minimum collateral 
requirements;

Ÿ Foster the development of non-banking financial 
institutions (NBFIs);

Ÿ Promote capital finance development, including by 
reforming banking laws regarding collateral and security, 
etc.; and

Ÿ Provide preferential financing by encouraging public and 
private banks to direct credit to specific sectors and firms.

4.3.5  Education, Training, and Skills Level
Ÿ Increase the efficiency of TVET centers to increase the 

availability of skilled and semi-skilled labour; Invest in 
education and training to ensure a supply of skilled workers, 
including workers with tertiary education and technical 
industrial skills, and managers with the necessary skills to 
grow companies and move them up the technological 
ladder; and

Ÿ Develop artisan skills and high technical skills to promote 
the growth of the industry.

4.4  Sectoral Policy Recommendations
Given that manufacturing sectors are highly heterogeneous, 
sector-specific strategies and interventions are required to ensure 
policy alleviates binding constraints and leverages industrialization. 
Table 4.1 provides some sectoral policy interventions.



Table 4.1: Sectoral policy recommendations
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4.5  Action Plan

4.5.1  Manufacturing Development Phases
The manufacturing development and transformation strategies will 
be implemented through the industrial developmental phases to 
achieve the long-term vision (Table 4.2). While the first phase of 
industrialization focuses on resource-based and low technology 
manufacturing, the second phase involves medium technology 
manufacturing, which results from learning experiences and 
capabilities (e.g., skilled labour) accumulated from the initial phase 
of development. The third phase typical involves a higher stage of 
manufacturing, which is skill- and knowledge-intensive. In this 
phase, the country strives for high-end manufacturing, such as 

shifting from “made in Ethiopia” to “created by Ethiopia”. Innovation 
and upgrading will be the driving forces for the manufacturing 
sector in this phase. The successful completion of this phase 
crucially depends on domestic absorptive capabilities in terms of 
the capacity to acquire, use, and adapt foreign technologies. This, 
in turn, requires expanded human capital skills in areas such as 
engineering, as well as substantially increased technological 
capabilities of domestic firms.

The implementation of these phases is expected to bring about the 
manufacturing sector’s transformation, as well as economic 
structural change, through accumulated domestic capability and 
learning-by-doing.

4.5.2  Manufacturing Sector Development 
15Implementation Plan  

Industrial transformation involves the implementation of strategies 
in different phases, which requires a specific implementation plan. 

Ethiopia’s envisaged implementation plan focuses on both 
horizontal and vertical policy recommendations through different 
phases of industrialization process.

Table 4.2: Manufacturing transformation phases

1015Some of the recommendations are based on the draft industrial development 
roadmap developed by ASTU (2013).      



Table 4.3: Horizontal policy recommendations implementation plan

4.5.2.1 Horizontal Policy Recommendations Implementation Plan
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Table 4.4: Implementation plan in the short-term
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4.5.2.2 Vertical Recommendations Implementation Plan
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Table 4.5: Implementation plan in the medium-term
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Table 4.6: Implementation plan in the long-term
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