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‘ . PREFACE.

1. The present study is part of UNCTAD's effort. to improve the understanding of
the process by which fechnology is transferred from the. developed t0 -the developing
.countries and is one of a series of related case studies on the experience of
individual develdping countries.l/ '

2, - ‘The gtudy of Ethiopia's experience in the fleld of traﬁsfer of technology has
been undertaken in accordance with a detailed work programme adopted unanimously
by the Intergovernmental Group on the Transfer of Technology at -its organizational
(first) session g/ Paragraph 11 of Conference resolution 39 (ITI) recommends that,
© inirecognition of the’ special pos1tlon of the least developed ameng the developing
countries, special consideration should be given to the terms, conditions and costs
of transfer of technoTogy to such countries. In- the . light of the Conference
resolution, this study analyses the terms and conditions under which contractusl
transfers of technology to Ethlopla have taken place. The. study seeks to draw
lessons from the -analysis w1th respect to the gpecial problems encountered by.the
least developed countriés in the transfer process. Fux%hermore, the: gtudy may be
of value to the developing countries as a whole since they all face oomplex
problems arising from the purchase or lease of forelgn.teohnlques.

3. Detailed arrangements, including the" preparation and digtribution of a ,
guestionnaire on the transfer of technology to major manvfacturing firms and.the
organization of: 1nterv1ew, for the study were made by the Ethiopian authorities-
and. the secretariat, - -Research was oonductea by the UNCTAD secretariat both.in-
Ethiopid and at Geneva,'and the. present document describes the result of that.
research. . In carrying out the study the UNCTAD secretariat has received. valuable
oo~operatlon from the Ministry of Commerce), Industry and Tourism, as well as from
the Ministry of Plannlng and the National Bank of Ethiopia.

%/ The other three oountry studies undertaLen by UNCTAD are ‘those of Spain
(TD/B/AC.11/17); Hnngafy (TD/B/AC 11/18); and Chile (TD/B/AC. 11/20) :

M/ See report of the Intergovernmental Group on the Transfer of Technology T
on its organizational (first) session, Official Records of the Trade. and
Development Board, Eleventh session, Amnexes, agenda item 7(e), docameau TD/B/365,
annex I, appendlx.'- )
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~ SUMMARY AND CONCLUSIONS

4.: ThlS study - éxamines “the. 81gn1flcance OF technology as a. materlal faCuor in the
growth> “of modern’manufacturlng in: Ethlopla, and, suggests that .the, dlstrlbutlon.of @alns
from the use. of. technology ig at the coze of capltal accumulatlon w1th1n Ethlopla. .

5. /Other studles ‘of Ethlopla's development problems have adopted one or another of
three approgches. The first approach emphas1zes Ethlopla's lack. of- ‘domestic capltal
_accumnlatlon and the apparent need for. large capital. 1nzlows, the" second emphas1zes R
the materlal requlrements for production in ‘Bthiopia, i.8. lnlrastructure, ‘skilled:
labour, - entrepreneurs: and,’ more” recently, know-how; and the third emphas1zes structural
imperfections in: the system of exchange, both in domestic. and . international . -
transa¢tions,:es g @isguised unemployment lack of. skllled personnel, market AT e
concentratlon 1n manufacturlng.; EOE SRR S .J,H~\;t‘.» . ,r,,:u;:JN?{ ‘o

6. The study of the transfer of technology uses. to some - extent each of these approaches.
The 1mport of prodnct;on technlques i clogely- related to’ the questlon of" capltal
formatisn. Not ‘only must this import be flnanced but .also the- avallablllty of cap1ta1

for future. 1nvestment will depend on whether or not Dthlopla can’ensure that the. extra
profit resulting from the:application of new techniques is re—lnvested locally. ihs ™

.- in the-case of the "material requirements', ' the analys1s in this.study identifieg

. improvements’ 1n labour product1v1ty ag the essence of. the development process in. i
Ethiopia. The same ‘labour 1nput, cofibined' with more advanced equlpment and teohnlques
can produce more final goods. " However, glven ‘Ethiopia's’ pOSLtlon ag -a least developed
country} it is totally dependent’ on the’ developed éountries. for equlpment and T
techniques. “The’ methcd .of anahysls aaopued in.this study also draws on. the thlrd [?# ,
consideration ‘méntioned above + hamely: ‘market’ structures. In this 1nstance the: v,
‘relevant markéts are . those of the, supply of forelgn technology and the dlstrlbutlon

of -the gains arlslng from the use of the technology.v o

T Chaptec T considers the contemporany transfer ‘of technology to Ethlopla ag alnst
the background of the. country's economic hlstory. After.a long period of .yelative - -
insulation: from the world ‘economy ,, nthlopla in the post 1945 period has been llnked%
increasingly 'to the 1nternatlonal ‘market system.  The present situation reflects
s1gn1f1cant changes which have oceurred in. the last fifteen years,. among. others,:“;
changes in-infrastructure, modern’ commodity productlon, and the pattern of. importgi -~
This transformation has been accompanied by the import of forelgn technology both in
the form of machinery, intermediate goods and equipment (”embodled technology”) and
in -the “form of" managerlal and technical serv1ces (”dlsembodled technology“)
Nevertheless, Ethiopia: rémains & least developed country whose reported. annual

»:per caplta 1ncome at the end cf the 1960s was - almost the lowest in the world

8. Chapter II~descr1bes and analyses Ethlopla's 1nst1tutlonal\1nfrastructure &nd
shows that this infrastructire is an -essehtial element in determining the najure: and
extent.of the’ transfer of technology in modern manufactullnb.‘ The,policies,:. .
institutions.and leglslatlon have placed a minimum of. curbs on forelgn lnvestment and
foreign. technology suppllers, and have,-. in fact prov1ded them with many:indeéntives’ ~‘r{
tax holidaysg, forelgn exchange guar@ntees .and. arlff protectlon., The rnstluutlonal
framework is further characterized, by the ahsence of comprehengive and effectlve
procedures for the negotlatlon and screenlng of contracts, control of over-invoicing -
and under- 1nv01clng as well as related. transfer pricing. practices, ~the- monopollzatlon
of key- managerlal-and +technical positions by expatrlates and, .the- unrestrlcted grant
“to- forelgners of monopoly protectlon of 1ndustr1al property. .




TD/B/AC.11/21
page 3

9. A considerable proportlon of technology 1mports to Bthiopia has been associated
with foreign 1nvestment. Chapter IIT points to the difficulties of asses31ng the -

real as opposed to the nominal contributions that such investments may make. to the

" material economy. . However, the main emphasis of the chapter.is on the. degree,of
foreign control of individual manufacturing firms, and (at an aggregate levél) the
extent of forelgn penetration into manufacturing 1ndustrles, In the sector as a whole
forelgn;equlty holding was the most important single element and ‘accounted; for

43 per cent of paid~up~capital in 1969/70 inh the same year 23 of 34 industries, mo st
of which were among the more dynamic and technology intensive, were dominated. by
foreign firms. The chapter goes on to describe some characteristics of 51 major

firms which accounted for qver 76 per cent of value added in the sector; as many

as 38 of these major firms were effectively forelgn owned and/or managed. The ohapter
stresses the diversity of the countries of origin of foreign technology, but peints
out that four sources, - yig Netherlands, Japanese, Indian and Italian, together °
accounted for 84 per cent of the value added by the sample firms. -~ Furthermore, the
firins from the industrialized countiies (excludlng Italy and Japan) have tended to
concentrate in primaxy-processing wather than impori-substituting activities, vhereas
those from India, Israel, Italy and Japan have operated mainly in 1mport~substltutlng
1ndustr1es, especially textlles.

- 10. Chapter v analyses the terms and conditions governlng contractual arrangements.
entered into in the period studied. OF the 51 -major firms, 28 had contracts.
Management contracts predominated and, unlike the situation in other developlng
countries, licence contracts were relatively ln51gn1flcant in Eﬁhlopla.. Three main
features characterized the management contracts; first, where the foreign equity
“holding was 50 per cent or less, management contracts were more common than when

the foreign holding constituted the majoritys; second, most of the management contracts -
gave. the foreign contractor extensive control over the firmts operations; third, such
contracts often tied the purchase.of intermediate 1mports to the contractor
responsible for the management or to suppliers nominated by him. ILicence ¢ontracts
in Ethiopia exhibited most of the restrictive terms and conditions already familiar
from other -gtudies of the transfer of technology process. The third source of
technology was the dlreot supply of machinery and equipment; it was found that
virtually all firms Buying such machinery made losses comsistently, which mdy e _
attributeble to' the fact that the machinery supplied was often overprlced, gold in.
excessive  quantities or inappropriate. -

11. .Chapter V looks at the relationship between concenfration in the markets for
the final goods and arrangements concluded between technology suppliers and the
Ethiopian Government. The chapter suggests that monopoly control of the markets for
the final goods is as important as, though closely linked to, equity control and the
other forms of control exercised through specific clauses occurring in transfer of -
technology contracts. Firms starting operatlons in Ethiopia have often been able,
either through explicit negotiations with the Government or by taking advantage: of:
the available incentives, to obtain and maintain control of the market for the final
goods. The principal ways in which this coritrol has been ensured have been tariff
protection and franchisé agreements giving exclusive production rights.

12. The ¢oncluding chapter describes the main elements relevant to an assessment of -
the foreign exchange cost to Ethiopia of the transfer of technology. The analysis
begins from declared rates of return on forelgn invegtment in manufacturlng in
Ethiopia and shows how these rates systematically understate the true size of returns, -
because of both overvaluation of the capital and equipment 1n1tlally supplled by
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forelgners and undervaluatlon of retumns through overpricing of 1ntermed1ate 1mports

and/or underprlclng of intra-firm exports. “An attempt is madé to prov1de ‘some’
tentative estlmates, oh alternatlve assumptions; of the forelgn exchange cost It
is estimatéd that, on the agsumption of overpricing of 50 -per cent on" lmp0fts by the':
'manufacturlng sector of oapltal goods and 1ntermed1ate°goods, thls cost came to

Bf 108: million in 1969/1970 This total was equlvalent to approx1mately 2.8, per. cent -
" of gross ‘domestic product (GDP), more than one-third of export proceeds, -and somewhat‘

more thar one—half of the net value added i manufacturlng.

13. Ow the basis of the analys1s it would appear that the ‘central: polle issues. for ﬁf'

Ethiopia are: (i) the extent and form ‘of forelgn concentratlon vhich'is consistent
" with Ethlopla's ability t& .direct i%ts own economic development ; (i1 dévelopment of
its own' technologlcal capablllty based on doméstic skills andh entrepreneurshlp,

and (111) establlshment of a comprehen51ve and effectlve 1nst1tutlona1 1nfraetruoturei'

of matters arlslng 1n the operatlon of these contracts, A




Tp/B/AC.11/21
page 5
CHAPTER I

FOREIGN TECHNOLOGY AND THE DEVELOPMENT OF THE ETHIOPIAN ECQNOMY

A, Introductlon u“u;"
14. ZEthiopia is recognized as one of the 1east developed»éoonomies.in”%he world.
In 1969 annual per capita-income was E§161 (US$65). - Only Ffour countries reported
Lower flgures._;/ The - gréat majority of Bthiopia's population lives in the '
countryside, working for the most part in subsistence agriculture and related home
processing. Only about 2-per cent of the work force in 1969 was engaged in the modern
agricultural and manufacturing sectors. Modern manufacturing accounted for no more
than 5 per cent of the GDP. The underdevelopment of Ethiopia is reflected also in
various social indicators, e.g. the literacy rate has been estimated at 5 per cent of
the total population, primary and secondary ‘school enrolment:-at 8 per cent of the
estimated school age population, and the average life expectancy at birth is
39 years. g/ A1l these figures are among the lowest in the world.

B. Historical cqntext’

15. Until the 1939-45 war, Ethiopia remained largely insulated from the infliuences of
the world market..< Italy had colonised Eritrea in 1896 and during the next forty-five.
years built up a network of trade and sohe small-scale production in the area. Yet
Eritrea is only a small part-of Ethiopia and remained isolated physically, politically
and economically from the rest of the Ethiopian Tmpire. Such relations as existed
with the world markets took the form of a division of labour according to which Ethiopia
exported a few primary products (almost entirely coffee and animal skins) and imported
some manufactures. Nevertheless, capital accumulation and participation in the
international division of labour remained insignificant. As o later official document
put it, "the economic structure of the country extended 1little beyond the regquirements
of admlnlstratlon and defence and the flnanCLal support of these essential functlonsﬂg/

16. Whlle Ethlopla s topographlcal features played an 1mportant part in the economy s
historical iselation from the world market, the scarcity . of raw materials, the :
country's inaccessibility by land, the immobility of labour for both geographical and
social reasons, and the insignificance of the country either strategically or in
maritime trade, were also factors explaining why colonial Powers did not expand their
interests in Bthiopia. - Although during the Ttalian occupation of Ethiopia (1936-41)
there was some military expenditure and irfrastructural invesiments, the insulation

of Ethiopia did not change significantly until the 1940s. 4/ . The principal reason
for this change was that, owing to various mainly non-economic considerations, the
United States began to take an increasing interest in Ethiopia.

l/ The four countrles in question are Burundi (US$54), Malawi (US$62), S
Somalia (US$64) and Upper Volta (US§47).  See UNCTAD, Handbook of International Trade
and Development Statistics, 1972, New York, 1972, (Uhlted Nations publication,

Sales Numbers: E/F.72.II1,D.3), Table 6.1.

2/ Ibid., Table 6.8.

~/ Mlnlstry of Commerce and Industry, Economic Progress of Ethlopla, 1955,
page 15.

_/ In the three decades since the end of .occupation, Italian expatriates have
been an important entrepreneurial class in Ethiopia.
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17. There has been a direct and continuing . ecoriomic effect résulting from this change.
- The oonsequences were the following. K In the first place, between 1946 and 1972 the
“total value of the inflow: of mllltary and” nonrmllltary resources from the United States:

and from international - organlzatlons (malnly the World Bank  Group) wasg. approx1mate1y

E$L.8 billidn (US$715 million).’ . Qf this total; United States military aid, under.

"~ the Uhlted States—Ethlopla mllltary agreenent of 1953, -accounted .for E$468 mllllon ‘

(US$187 million). ~ This figire was equal- to neayly-half of all pilitary aid: I
‘authorized by -the United States to wnderdeveloped countries.in Africa in. that" perlod.~guw
Obligations and loan-authorizations by thé United States Government totalled E$T54 .

E$754 million (US$298 3 million) and loans by- 1nternailona1 organlzatlons (malnly the
World Bank Group) E$573 m:l.lllon (Us4 229 2 mllllon) ;/ i

[

18, The forelgn publlo loans (1 g - from governments and . 1nternatlonal 1nst1tutlons)
up to 30 June 1970- were used for.the following purposes: - lnfrastructure 59.5 per. oent
transportatlon 13.4 per cent; industry and mining 10.7 per cent; banking and o
financial ihstitutions 9.9 per cent; agrictltire 3.8 per cent and miscellancous
purposes 2.7 per cent. _/ ‘T4 would seem, therefore,  that the great majority of

-than”to stimulate such production directly. ﬁ/ The infrastructure for- commodity:. i
production  has not been “the only - sector for lnvestment in Ethiopia, nor have- forelgnw,
loans been the only source .of capital., But in both cases these, elements’ would seem.
-to have beern - important ones in, determlnlng the pace and dlreotlon of " gconomic. growth :
1n Ethlopla. 4/:'“e :

-

;/ Unlted States Agenoy ‘for Intefnatlonal Development (USAID), US Overseas Loans .
and Grants and Assmstanoe from Internatlonal Organlzailons 1964—72 May - 1973, .page’ 9).:~

) _/ See Central Statlstlcal Offloe [of Ethlopla],. Statlstloal Abstracts, 1970
(Table J. 7, page 137,

" Tnvestment in 1nfrastruoture was also glven 1mportance by - the Flrst blve Year
Plan 1957~ 61) for. 47 per cent of *the investment was devoted to transport
communloatlons, eleotrlolty and soolal serv1oes. : S

There were SlX sources of capital Whloh 1nfluenoed the prooess of growth Ln
Ethlopla. (1) the central Government; (ii) public financial institutions,: notably -

" the Development.Bank of Ethiopia and the Ethiopian Investment Corporatlon, (111) publlo
corporations; (iv) commercial bank credit; (v) foreign direct’ investment, i.e.-reported -’
long~term private capltal inflows plus the reported value of. relnveste& earnings by ,
major -foreign enterprises” (the latter as so defined by the National -Bank of Ethiopia)s
and (vi) reported reinvested earnings and reported allowances for. depreciation by~ - "
firms in the private sector not, included in (v) above. .'The share of foreign, funds.

in net monetary investment, in $he Second plan perlod (1963 67) was expected to be’

45 per cent (see Imperlal Ethloplan Government Second’ Five Year Development Plan,

19 63-1967, Addis Ababa 1962, p. 99). - This figure underestimates the &ffective ..

- foreign contribution because part of the foreign public funds was-used to frnance

- current expenditiure by the Ethiopian Government, thereby, releas1ng monetary resources
for the Government oaoltal acoount

R

P
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C. Economic developments 1954-1969

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

20. First, there have been substantial changes in domestic output and employment.
These changes include: a 1.8 times increase in GDP; more than a doubling of gross

fixed capital formation; a six-fold rise in value added in the modern manufacturing
sector; a 2.3 times rise in employment in that sector; and a rise of gome 2.6 times
in labour productivity in modern manufacturing.

21. Second, the infrastructure of the Ethiopian economy has altered in significant
ways: there has been, for example, a tenfold increase in the use of electricity and -
petroleum, ‘a -rise of some 1.5 times in the mileage of all-weather roads, and a rise

of about 50 per cent in the volume of freight carried by the railway system. Primary
school enrolment rose some 2.3 times, and enrolment in secondary and higher education
scme 3 to 4 times.

22, Third, the changes in the structure of domestic output and employment on the one
hand, and in the infrastructure of the economy on the other, have been reflected in .
the nature of Bthiopia's transactions in the international economy. On current
account, the growing significance of modern manufacturing and investments. in
particular has generated marked changes in the composition of imports. For instance,
although imports as a proportion of GDP hardly changed at all between 1954 and 1969,
ilmports of intermediate and capital goods expressed as a proportion of total imports
increased from 45 per cent to 63 per cent. On capital account, whereas in 1954 the
inflows of foreign long—term capital (public and private) and outflows for the service
of the foreign debt payments were neglibigle, by 1969 these elements had become
cignificant items in the balance of payments, e.g. public foreign debt payments as

a proportion of exports rose from about 5% per cent in 1954 to about 18 per cent in

1969. - | o

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

D. Growth of modern manufacturing and import subsﬁitutibn '

24, The preceding séctions havée drawn. attention to the role of substantial
infrastructural investment in Ethiopia in the period following the 1939-45 war.

This investment provided the necessary pre-condition, on the supply -side, for the
growth of commodity production in the modern sector (i.e. mechanized agriculture and
modern manufacturing). '

25. The conditions for commodity production in the modern sector created by the
infrastructure invesiment were complemented by associated changes on the demand side.
The principal change was the expansion of urban demend, mainly for consumer goods.
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S‘electe‘d i’ndic'a':t:or.s: of ‘the Ethi'obian- e'cono;n-y

. .- . Them o) cmit .o | 1954 | 1969/70° | Index 1969/70 . R
. AR AR AEE (R N I R (19_543/100) ' -

_ NS Population < . million | .20 | oes, | ag . ST 1
T A o " Gross domestic. ] produc’c . N T PR M N A LEe :

: (at current factor cost) : : S R ECEE N I ’ ‘

. . i . - ! . i
o ‘ 'Per caplta, A & E$ 10T B | 159 . A
e W, , H To“bal b . R ! E&mllllon 2,130 ' v’358'6‘1~' . foler S| R R
N VIET. Compos:.t:.on of GDP N : AN i N I >

L e ) . . . .

\ , . ‘ :
| ‘Agriculture ' S 1,454 - ¢ 2,012 - . 138 o e e ,
| . PR . Manufacturlng (mod.ern) <. " S35 . o212 .. . 606, 0 Lo P

' . ’ ' T . - 'Handicrafts and , k . ’ . . . o o
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' Others ¥ ) | n ) £ 519 ‘1 1246 . 540 S G .. ’
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Mechanized agri. . Lo coe - .o 1205/, ’ cee . '
" Manufacturing (modern) oo " 28 | . 65 - 232
Handicrafts and co’ctage :Lnd. " © 186 33% ' -180) - .
- R Construction - s no. -l 63 107 . 170 B
T i . Others ‘ e, " 142 T eg ) 390, T . -
: - Total oo S 7419J- - R [ ‘
) VI. - Qutput per employed person- . : . : oo A -
' Traditional agri. : B | e 317 . PR R CL
Mechanized ‘agri. . . - o eeen - . S T T . o . *
i K Manufacéturing (modern) i/ ] 1,250 3,262 - 260 | o ¢ . ‘1
N ’ Handicrafts and - S [ ’ R, ¢ s LT I . '
) co‘l:tage ind. . o . 414 528 - 128 :
VII. Rela,tlons with world ecohomy ‘ S : A S . D
" Exports ' Efmillion| 160 | 305 T a;
~ of whlch coi‘fee . ' ) o . <100 - ) 181, . 181 .
Tpor'ts : R IR (-2 7 A -1 1T w3 S :
B RN . _‘ o of wh‘lch consu.plé_r goods: | . ."” . 128 . ‘ 149 - X . 116 N . o ,
R : . _© Intermediate goods . A Ut IR - - - B PR e ! )
' B Cap:.’cal goods 5 ‘,’.. ' " ‘ $59 - - 142 . ) 241 ] ’

T
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K ‘ - Inflow of 1ong-term pu'b],ic N L L ' T A R A S
. capital " .3 55 |7 1,833 - o . ! 4
. Foreign debt payments g o U o . . oo
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' “ Net investment income . b N ; e W e Lot )
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" Higher ‘ediieation. .. - Lone R 3L ., 300
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mre . Sources: . Figures ob'balned from Second Five Year Development Plan of, Ethiopia, 1963-67 Outllne Lo LT
v T Addis Ababa May 1963, Central Statistical Office, Statistical Absfracts of 1963, ., ) <
1969, 1970 and 1971; National Bank of Ethiopia,, Q;ua.rterly Bullefin,, No..32(91), . BN
March 1972, Stanford Research Institute "Industrial Investment climate in Ethiopia™ . '

. Report No. 2, July 1968. For de'ha:Ll.S. of the sources for figures in Table 1, seé

, ) ammex to this document, ) . : ] r ‘

- For -certain items base years are different, ' ’ oY L . CoLs ‘.
Refers to 1967/68. - L s co coe e e
.Refers to 1971. - . o S o o . . ,
Refers to 1962, ST oo . T 4 ) I i T ‘
Refers to 1959/60. SRR Co ' " 1
Refers to 1961, -
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The ‘rise in labour productivity in meohéﬁized agriculture, coupled with the creation
of employment opportunities in modern manufacturing, together encouraged a migration
from the countryside to the towns. Thus the total population living in 165
municipalities grew from about 1.4 million in 1962 to 2.3 million in 1970. l/

26. The movement from countryside to town was not only a movement from agriculture
to industry — it was also a movement from a subsistence sector to a monetized one.
These conditions provided the foundation for the growth of an effective noney demand
directed towards the purchase of consumer goods, both agricultural and menufactured.
The urban demand, therefore, acted as a stimulus to the supply of consumer goods

and thereby to the process of import substitution.

27. In addition to the factors described above, tariff protection influenced the
pattern of import substitution and, to some degree, its extent. Significantly
higher tariff protection, on the average, was granted to firms producing consumer
goods than to those producing intermediate and capital goods. 2/

28, Table 2 summarizes the changes from 1954 to 1970 in imports as a proportion of
total domestic supply in individual industries in the consumer goods, intermediate
goods and capital goods sectors. Though the figures should be regarded as broad
orders of magnitude only they do indicate that substantial import substitution has
occurred in the consumer goods sector where imports fell from 73 per cent o

30 per cent of total domestic supply over the period; in the case'of intermediate
goods the proportion fell from 72 per cent to 50 per. cent, while in the case of
 capital goods imports still accounted for 83 per cent of total supply in 1970.

E, TImport substitution and the transfer of technology

29. TImport substitution in modern manufacturing has depended on the application of
technology new to EthiOpia.'i/ This technology both in its embodied form in
intermediate and capital goods, and in its disembodied form, has been imported from
abroad. :

30. The dependence on foreign technology is most evident in the import of machinery
and equipment for all sectors; the total imports of machinery and transport equipment
in the perlod,1966—1969 were equal to 91 per cent of total investment in machinery
and equipment. 4/

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

2/ See Chapter II, paras. 68-72.

3/ TInvestment in infrastructure and the mechanization of agriculbure have also
utilized new technology.

Figure calculated from data given in Tables H-2 and I-1 of Central
Statistical Office, Statistical Abgtract 1970, Addis Ababa.
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page The pattern of import substitubion in manufacturing iny Ethiopia
Total domestic Imports including | Share of imports 1
Tndustry supply y taxes on imports | in domestic supp}y K
. - b P .
d 1954—/ 1970 19542/ . 1970 | 1954 1970 )
. : : I R " Bthiopian $ million “..Per cent .- !
T. “Consumer.goods’ - . s - : S . '
Meat products ’ : LT Leee  t 865 RN 1550 ... LT
. - ‘Sugar and coni‘ectlonery‘ 8.2 54,1 Tal 2.9 86 . .5
! . Soft Drinks : Toln 12.8- 0.2 l.2 .| -18% .- 97
. . Mlccdholié Drinks 4.1 , 60, 4_/ 1.2 - 11.6 29, " 19
' . Ve ; Flour m:Lll:Lng o N : 54 42. 7 - " ..?.O, . 0 ) - 20
' ’ . ManuTactured food products nes-—| o0 11.5 cas 2.2° 75 :
a Tobacco ~ 2.5 ! 22.3 0.6 4.1 24 18 A
Textiles _ej 6441 7 203.7 54,0 66.8 "84 32 |
. Leather footwea,r . 3.4 10.5 1.9 1.5 55 14
’ Prln‘tlng and publighing ' 1.7, 12.4- 0.6 3.1 1. 35 25 q
. Dairy Products . 12.4 oee 6.5 ‘oo 52
' ) Paints, varnishes, plastics, soap . . ' , L L
. .products etc. e 29.5 ,18.8 " }. ;o 63 |
' " Pharmacéuticals T 2.5 12437 | 2.5 Bz I - .87 ., ]
. ‘ , Wood and, furnl’cure Gese N 5.32'/ PO T 2.4. T44 - 4
Others J e 2.5 cee 1 2.3 100 |
* N s N . N . .
. ) _ Total above (93.0) ©  513.0 -+ (68.1) 155.1 - 30
II. hltemechate goods -
Leather tanning and finishing ' .en 10.9 e © 1.9 ves 23
o . . Saw. mill and woodwork , 2.4 13.0 0.9 1.5 37 11 /
. E  Petroleun products ‘1426 ¢ 38.4 14.6 T 17.8 <100 Ny
Glass products ; e 7.2, | eee . 3.0 42
- "Basic industrial chemlca,ls, o ) . e P .
. fertilizers, synthetlc resins e ‘ . oo -
. and plastics .o 30.4g/ .se ' 28.7 AN 94,
"+ “Others 1.7 81.55| 2.5 57.4 32 T
Total above (24.7)  181.4 |(18.0) - 0.3 (12) "~ 50 . }
, . UITIT.Capital goods . - ‘ ‘
T Cément -and lime - : s cas00| o3 o co2n | 23 17 ‘
Structural clay products - 1 0.2, 3.3 - 0.6 -0 18, .
. . Other non-metallic minerals ees 5.2 Teee T 1.4 ‘e .26
oo Iron and steel products ree 61.0 ces " 32,6 A 53 |
: * Metal products - R 4 N 30:0 0 o 94 |
N - Tyres, tubes ‘and. ribber produc‘ss 22:9 Xy , 19.50 . AN ST N
Electyical and non—electrlcal oo . ) L ﬁ
" -machinery’ ~ ‘ ‘ees © ., 110.8 N 110.5 L1990 :
. N - Transport. equlpment o . cees -70.9 T I A2 R 100 b - :
. Others P o .ae L. 8.7 ewe 8.7 . ves ' @ LA .
i : o " Potal above o T (1.s) 32’9.6"" (0.3) o144 | (...) g3 |- .- ' ;
<|T - IIT 'GRAND TOTAL - (119.2) 1,024.0 | (86.4) 519.8# (12) ! 50 o - D
' * Sources: Figures for 1954 obtained or estimated from Central Statistical Office;’Statistical ' ;
Abstracts Addis Ababa; Bconomic Progress of Ethiopia and company records. ‘Figures-for 1970
from Stephen Guisinger "Tariffs and Trede Policies.in ‘the Ethiopian manufacturing', August 1972
(mimeograph), Ministry of Commerce, Industry and Tourism, Table 1, page 48. ’
ej 'l’ota.l domestic supply J.s equal ‘to gross va.lue of productlon plus imports J.nclud.lng taxes
+ < minus exports.’. Do . e /
i '_b_/ 1954 figures include gross value. of ;produc:bioh and imports only. .Data do not cover Eritrea.
s _q/ . Figures do nc;t include taxes on imports. .
Dy R R ' - PN . n
Y4 \ﬁmludes flour milling and bakery“ o . . . ' JJ
g Includes spinning, weav:.ng and flnlshlng o:E‘ ’cex‘blles, lqiifj;ing;' wearing apparel and other ;
PR textile goods. - . ' . ' >
- £/ TIncludes pottery, chlna and. earthenware. s T
.. g/ Includes paper-and paper px:od,ucts,. animal and vegetable oils and fats; ma,de-—{xp textile‘
) " bags, cordage, fope and twine; animal food; fibre for spinming; wooden and’ cane
<con'bainers; miscellaneous petroleum and coal products;. and non-ferrous based metal produots.
- y Inoludes ,structural ‘and fabr:.cated metal products and cutlery, tools and Hardware. .
i/ The" dlscrepancy betieen this f:Lgu:re and the f;.gure for imports in''Table I above is due to
’ " the inclusion of taxes on :meorts :Ln the forimer. - N
¢ ~ MK
) ¢
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31. The imports of: technology in'the form of know-how have mainly come wnder the
rubric oftechnical assistance. Between 1964/1965 and 1968/1969 total technical
assistance to Ethiopia amounted to E$421 million, 1/ that is to say to 56 per cent
of the value -of imported capital goods over the same period. To this should be -
 added payments for foreign personnel made in the agricultural and industrial sectors,
both as salaries.and management fees. These averaged E$20 million:per annum in
1970 and 1971. o '

F. Transfer of technology and economic transformatien in Ethiopia

- 32, This chapter has atiempted to describe the contemporary transfer of technology
to Bthiopia .against the background of that country's economic history. After -a long
period of insulation from the world economy, Ethiopia has been incorporated into the
intemmational market system by means of a process of capitalist transition within
its own boundaries, and an increasing participation in the international divigion of
labour, :

3%. 1t is mnot merely technology but foreign technology which hag led to improvements
in productivity, both in the modern manufacturing and in the mechanized agricultural
sector, and to a transformation of the Ethiopian economy. In other words, foreign
technology, whether embodied or disembodied, has been used in both infrastructure
and in modern commodity production in order to raise the productivity of labour in
Ethiopia. .

34, Yet the process -of economic transformation canmnot be ascribed to mere ftechniecal
factors. Changes in productivity take place within and react upon a system of
socio-economic relations. The importance of the system of social relations is that
i% determines how increases in productivity are distributed between foreign g/ and
Ethiopian §/ economic agents; the proportion of those increagses which is invested

in Ethiopia and the proportion which is directly or indirectly transferred abroads; 4/
and the ways in which, through factor prices and the terms and conditions of
technology contracts, the factors of production, both Ethiopian and foreign, are
combined.

1/ Figure calculated from Table L.l of Central Statistical Office, Statistical
Abstract 1966, Addis Ababa, and from Table L.1 of the Statistical Abstract 1970.

g/ Foreign economic agents may be regarded as including transnational firms
and other types of foreign technology suppliers operating in Ethiopias expatriate
groups resident in Ethiopias; and foreign governments and international financial
agencies to the extent that they give loans to Ethiopia.

§/ Ethiopian economic agents may be regarded as including the Ethiopian
Government; Ethiopian capitalists and BEthiopian labour.

4/ See Quidelines for the study of. the transfer of technology to developing
countries, United Nations publication, Sales No. E.72.I1.D.19 (TD/B/QC.11/9),
paragraphs 125-147.°
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35. In Ethlopla these 1ssueq take on a sgeolal oharacter as

developed" economy whose transformation has been accomplished through the importation

Ve

they arise in a ”least '

~of foreign technology controlled by forelgn capltal.u The purpose, of “this stu@ylls

. to examine:- (i) 'the. institutions and policies which have’ PTO
framevork for the :import of technology . (chapter II) (ii) thne

vided the broad N
organlzatlonal'forms .

°‘f1n which- technology has been 1mported and the ways in“which foreign' technology B

. stppliers have attempted to maintain’ control of that ftechnolo
and (111) the dlstrlbutlon of gains from the transfer (chapte

gy'(ghapters I, IV ‘and V),
» VI T

=1
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46. The central purpose of the Notice was to encourage the absorption of cepital and

_technology through foreign investment. It was designed exclusively for the benefit of

foreign investors, to whom it accorded special facilities and incentives in the form of
exemptions from profits tax for five years, guarantees regarding the remittante of a
fixed proportion of earned profits, and duty—Free importation of necessary machinery.
Moreoever, foreign technology suppliers were given complete freedom with respect to the
acquisition of equity holdings in firms, and where local participation was considered
necessary it was understood that such participation in equity and management would in
most 1nstanoes take the form of only a minority 1nterest ;/y '

47. The Notice had two ulgnlflcant shortoomlngé Flrst no 1nst1tut:ona1 " framework
for implementation of the Notice was formally provided althouvh until the early 1960s
it was de facto implemented mainly by the Ministry of Finance. Second., though the
Notice provided incentives and guarantees for foreign investors, similar incentives
were not ‘available either to existing or potential domestic investors. It was not
until the Industrial Decree of 1963 was enacted that domestic enterprises were given
equal oppertunities, at least in a formal sense, with foreign ones.

48. A second piece- of legislation, which supplemented the 1950 Notice, was the 1954
"Agricultural and Industrial Expansion Proclamation'. g/ The Proclamation was not
concerned with the full range of issues normally dealt with in an investment law. Its
principal purpose was to-permit duty-free importation. of certain types of agricultural
and. industrial machinery. The provisions of the Proclamation were applicable to
domestically controlled and foreign-controlled enterprises in Ethiopia, although.
foreign—-controlled enterprises were, and have continued to be, the enterprises able to
derive most benefit, owing to their predominance in the industrial sector.

1/ This treatment was réflected in an important contract that was signed between
& Netherlands sugar processing firm and the Minisebtry of Finance at about the time when
the Notice was issued by that same Ministry. Furthermore, an earlier draft of the
Notice had. contained the following clause: "The Government will not, as a general
rule, impose participation of Ethiopian. capital investment on new enterprises
established with foreign capital investment according to the nature of the enterprise.
and the extent of foreign capital. Nevertheless, it will be the policy of the
Government to require participation of Ethloplan capital in suitable 1ndustr1es,
usefully employing the capital of the country. - However, such local investment shall,
in most 1nstanoesn represent a minority interest." Quoted in Krishna Ahooja,
Ethiopia Observer, Vol. X, No. 5, 1966,. op. cit. page 254. The aubhor implies that the
subsequent deletion of this clause from the final text of the Notice was the result of
a difference of approach between the Ministry of Finance, which was responsible for -
issuing the Foreign Investment Notice, and the Ministry of Commerce and Industry, which
was responsible for industrial policy as a whole.

g/ The 1954 Froclamation also had a higher legislative gtatus than the Notice of
1950. The Notice was in the nature of delegated legislation, whereas the Proclamation
was a form of primary legislation, enacted by the legislative hodies after a due
procesging and-deliberation of bills by the Chamber of Deputies and the Senate.
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'1960—71 perlod» e o '1 _ '. C o e

49, The dlfference between levlslatlon 1n thls perlod es compared with. the precedlng

one is that- foreign investment leglslatlon in the 1960e was associated with the b

‘ 1ntroduotlon of developnent plans. :/ Although in certain respects. the more recent

leglslatlon broadened its eoope, forelgn investment 1eglslatlon renalned by. and large'
within the frame of reference set by the 1950 Notice, i.e. it formalized. polloles and.
practlces that had been operatlve elnoe the 1950 thlee vas 1ssued.

50, Tour main legislative irstruments affeotlng the transfer of technology were
introduced. in the post-1960, period: \1) in 1960, the Commercial Code .of Ethlopla,
(11) in 1963, a Decree to.provide for the ehcouragement of capital-investment in -~ ..
Ethiopia; - (iii) in 1966, a. further wnvestnent decree; and. (1v) in 1971 the Industrlal
Iacen51ng Proclamatlon. - . . o

51, In 1960 the uonwerolal Code of Ethlopla was ilssued w1th uhe obaeot ef ecneelldatlnv

company law and practice in the oountry. It prov1ded the rramework for regulating. the
structure, rights and duties of companies and specified several areas, such as

‘industrial. property rights,.unfair trade practices and licensing of.industrial

enterprlses9 on whlch spe01al 1aws or. reguTatlons were -needed. . The only leglslatlon
of this klnd enacted so far is the Industrial Iacens1ng Proclamation of 19719 which
made the reglstratlon of all enterprlses in Ethlopla comquSory. . PR

52. The Investment Decree of 1963 was 1ssued agalnst the baehground of the becond .
Development Plan. That Plan, unllke its predecessor,g/ gave a -high priorify to- thel:

-expansion and diversification of the. country'!s industrial base, and its long-term

objectives were clearly technological in content. They may be .summerized as folldws: -
(i) to change the structure of the-econorny fronm a predonlnantly agricultural to.an..
agro—lndustrlal ones (11) to change’ the pattern of production by introducing new
processes and ‘methodss and (111) to increase the production.capacity of -the economy
with a wview to dlver31fy1ng produotlon and. increasing. the. rate of growtb,§/~‘ The

_attalnment of these obgeotlves neoessrtated an integratlon of law w1th plannlng..;

. 53 The Investment Deoree of 1963 oonsolldated under one headlnb, Wlthout any

substantive alterations, all the relevant carlier leglelatlve instruments in operatlon

at the time, i.e. the Notice of . 1950, the -Agricultural and Industrlal Expansion . .
Proolamatlon of 1954 and, the ex1st1ng Foreign Exchange and Fiscal Regulatlons.-' In- @ e
this sense, it did not depart from the existing emphasis on the exclusive role -of. forelgn
investment, as the channel .for the transfer of .capital and technology: - However-it-
generalized the System of incentives o, cover, both domestic and foreign, investment,

and. created an 1nst1tutlonal machinery, i.e. uhe Investment Commlttee, for 1mp1ement1ng
the' provrs1ons of the Decree. The 1969 Decree” was subsequently supersedec and .

1/ - The Investment Decrees of 1963 and’ 1966 coincided with the 1ntroductlon of the
Second. (1963-67) -and. Third (1967 72) Five~Year Development Plang, - respootlvely

g/ Tn the First Plan, the pattern of 1nvestment Was olearly oonoentrated upen - .
infrastructural development and. 11tt1e empha31s wasg placed en modern manufacturlng and

: agrrculture.

. é/ The Imperial Ethloplan Governnent Second Pive-~Year Development -Plan,
1963-67. ;
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replaced by the Investment Decree of 1966 introduced at the same time as the Third Plan.
The 1966 Decree was very similar to that of 196%, except that it llberallzed tax
provisions to encourage the expansion of existing enterprises.

54. The following sub- sectlons exanine some of the detailed provisions of the
post 1960 leglslatlon.

© 2 Aims and soope of operation of policies towards foreign investment and transfer
of technology ‘

55. The main concern of the 1966 Investment Proclamation was tc provide domestic
investors with opportunities similar to those which foreign investors had enjoyed since
1950, - The decree was-not accompanied, however, by any measures for enhancing the
capacity of domestic investors in the private sector to take advantage of the
opportunities offered to them; it did not, for example, promote explicitly greater
domestic participation in equity and management or promote the use of alternative
channels for the transfer of technology.

56. The approaoh.towards the improvement of opportunities for domestic investors was
reflected in what the decree did not say as well as in what it did say.  The decree
did not incorporate any obligations to be fulfilled by foreign technology suppliers,
although the process of bargaining led in specific cases to the acceptance of some -
obligations on the part of foreign technology suppliers. The decree provided rights,
privileges and benefits for those foreign and domestlc investors who were covered by
the decree (i.e. the larger flrns)

57. The decree covered a wide range of sectors which included. agriculture, industry,
mining,  transport and tourism, i.e. virtually every sector of the economy. Only
those activities in which the Ethiopian Government plays  an activé role, which are
either public utilities or other State enterprises, in particular the tobacco monopoly,
banking; electricity, and transport-and communications, are in principle closed to
foreign investment. 1/ Eowever, even in these activities there have been exceptions.
For example the railways were still 50 per cent Fforeign owned and air transport was
foreign-mansaged. under a service agreement

58. The relative freedom of oneration for foreign enterprise was not confined %o

. sectors of investment only. There was no limit on foreign equity holdings in .firms,
which means. that, by fixing their share in the equity, the technology supplxers could
determine the number of foreign -directors elected to the board g/ of a company or
‘indeed foreign participation in mansgement through an appropriate contract to that
effect. Apparently, no legisiative provisions have been enacted to regulate the terms
of such contracts, which were determined through bargaining at the firm or Government -
level. In recent years, however, the Government has either participated directly

l/ In the Ethiopian Economic Review, February 1962, page 25, issued by the
Ministry of Commerce and Industry, it was stated that "no law or regulation exists
that Fegtricts the fields of investment, be it foreign or Ethiopian, and both forelgn
and domestic capital may be invested: in any kind of economic activity the inve&tdrs -
gsee. fit to engage in".

g/ See ibid. "laws and Practices:Concorning Private Investment in Ethiopia'.
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with foreign flrms in JOlnt~venture arrangements or has insisted on local partlolpatlon,
. but in most cases.Fhis partloWQatlon has, taken the form of a rinority equity holding in

firms; majority conmbrol of the equity and management have often been-allowed %o remain
with forelgu.technology suppllers ;/

T L L.

<3, Forelgn exohange guarantees and regulatlons

59 Forelgn exohange guarantees designed:- to encourage the 1nflow of, capltal and
. technology covered three main‘ subjects. Flrst, investors were given’ freedom to remit
abroad all of their share of profits, dividends, interest repayments,- management “fees
and. royaltles? . Becond, they were entitled to repatriate thé net proceeds. belonging
to them upon the partial or total-sdle-or liquidatior of their investment. ., Third,
foreign personnel employed in Ethiopia were allowed to remit 35 per cent Qf‘therr .
earnings per annum for the flrst six years, although in subseéquent years this-ratio . -

was progressively: ‘diminished:. v The National Bank's:permission was essential before such 1

remittances could ﬁake place, but thls permission has always been granted.

60. The 11bera1 nature . of these guarantees in Ethlopla was underllned by the fact that
no other restrictions, apart from an upper limit on remltt%ncee of earnlngs\of
expatrlates, were prescrlbed in the law. ~ R o
61. The only other condltlon (rather than -~ a llmltatlon>1ald down was that the amount of .
profits .or dividends that could be repatrlated abroad in any one year could not exceed
the foreign share.in the equity. This limit appears to havé been formal rather thaa N
effective,. - In the first place, the faot that foreign technology suppliers were free
to- ‘determine the extent of their equlty partlclpatlon implied their effective freedom
to determine their share of profits and, hende, the size of remittances g/ ‘Moreover,
even when constraints were pleoed on, proflt remittances, a.wide range of p0831b111t1es
existed. for transferrlng funds in other,forms, such-as interest repayments, mmnagement :
fees and royaltles, whlch were  not subaect to any legal upper 11m1ts.-

62. Besides. “the dlrect transfer mechanlsms Just dlsoussed, varlous 1ndlrect transfer
methods 1nvolv1ng underprlclng of intra-firm exports and overprlolng of capital and
intermediate goods imports are known to have been used.” Although firmg were obliged

to submit original invoices of. their ¥ransactions to both the Ethiopian Customs and. the
National Bank, in practice it was found. to be difficult to ascertain whether the invoices
. submitted were aotually the original ones or whether the prices: quoted therein weére -
Nfaipl, The Ethloplan Government did not possess the admlnlstratlve machlnery capable
of deallng w1th the,”transfer pricing" problem.i/

\

1/  See chapter- ITI below.

g/ - This freedom was reinforced by the absence of any effective measures preventlng

foreign technology suppliers from 1ncrea81ng ohelr shareholding through the purchase of
local equlty holdlng.t- .

e e el e

i/» For a brief dlscuss1on.of transfer prlclng'see Gui dellnes for the studv of
the. transfer of technology to developing countries (TD/B/AC 11/9), op cit.,
paragraphs 137- 146 See also chapter VI below. .

>

v . e
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4.  ¥iscal ihoehtives
\

63, A varlety of flsoal 1noent1ves have been introduced by the Ethiopian Government to
encourage the inflow of foreign technology, and their value to foreign suppliers is
enhanced by the completely free system of repatrlatlon of foreign exchange and high
rates of effective tarlff protectlon subsequent upon an 1nvestment (see pafagraphs 68— 72)

64. Tax rates in Etliopia have in general bcan lower than in c¢ther African countries.
For instance, while in Kenya the average corporate income. tax rate was 40 per centk _/ the -
highest Ethiopian rate did not exceed 36 per cent. Moreover, capital gains in Ethiopia
have not been taxed. ‘

65. The general incentive %o business enterprise provided by the relatively low
corporate income tax rates and the absence of capital gains taxes has been supplemented
by specific fiscal incentives established in the Decree to encourage the transfer of
technology. First, imports of machinery, spare parts, implements and appliances have
“been admitted duty free, provided that similar goods were not being produced in the
country. Second, exports of manufactured products have been allowed exemptions from
export\duties.g/ These exemptions have been based on the assumpulon that they
constituted an essential condition for increased exporis. However, ‘the strength of
such ah assumption rests, to a large extent, on the nature of the export trade itself.

In Bthiopia,  since the majority of manufaoturlng firms which had stood to benefit most
from such provisions have been foreign subsidiaries with ihtra-firm trade links, it has
not elways been obvious whether such incentives led. to increased exports as intended or
instead contributed simply to the proflts of the companies in question, most of whick
were probably expatrlate.

66. New investments involving a transfer of technology or exfensions to existing
enterprises have benefited from additional incentives. The former were given tax
relief (1 e. exemption from payment of taxes) for five years, and extensions to
existing enterprises were given such relief for three years provided that the amount
invested in each case was not less than E$200,000 and that satlslaotory proof was given
by the investor with respect to the amount invested.

67. The minimum invegtment of E$200,000 necessary for a firm to qualify for tax relief
excluded most of the domestic manufacturing firms (other than some Govcrnnent cnes),
because virtually all of them were small or very small. In ccatrast, since the
majorivy of foreign firms tend to be large, they have benefited from'these provisions,
with the result that to their comparative technical advantage has been added the further
benefit of a fiscal advantage over domestic firms. Furthermore, the grant of tax
relief for a fixed five-year period takes no account of the "infant" nature of local -
firms us1ng Ethiopian management and labour. w/ These firms may well require a longer

l/ Institute of Development Studies, Technical Paper 16, 1972,'Uhiversity of
Sussex. ’ ’ : -

g/ In cases where this exemptlon has not been allowed, a transaction tax of
2 per-cent was levied on thp value of all exports.

j/ This does not, however, preclude the possibility that the Investment Committee

mey, when examining individual contracts, take into consideration the "infant" nature of
local firms.
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"learnlng perlod” than a forelgn.sub31dlary already posse831ng experlenced management,
marketlng and’ technloal expertise in the field. A still more serious problem w1th

such a system of fiscal incentives is: that the’ ‘only crlterlon for tax relief is the
Nsize" of an enterprlse, to the exclusion'of other facbors such as the differential
effeots of dlfferent types of investment and teohnology transfer chanmels on

employment, skill formation, local participation in equity and “management, domestic
research and development (R and. D) or the sectors in which technology was ‘transferred.

In short, the role of fiscal incentives has essentlally been one of raising the "across
“the board” profitablllty of larger ‘investments, mainly foreign, rather than of affeotlng
‘the structure and quallty of 1nvestment and transfer of teohnology. o ST

A

'uC. Tarlff protectlon

68, Slnoe the early 19th oentury, a tariff policy has been.regarded as providing, at
one and. the same time,, protection “to domegtic produoers through raiging the domestic

\ prlce of protected producss in relation’ to the foreign price,. and an incentive to: :
encourage foreign exporters of these produots to,locate their productive facilities 1n31de‘ :
the country. ' .In the Ethloplanlcase thére are two reasons why fthis v1ew of tariffs is
1nappllcable.,; First, few domestic. enterprises have béen -established in, the | '
manufacturing sectors in Ethiopia. . Second, the notion of tariffs actlng a5 an 1ncent1ve

- assumes that the forelgn investor faces a given, predetermined. tariff struoture. SIn
Ethiopia, ‘however, this is not the case; tariffs are a variable rather than a_datum for .
the 1ndlv1dual foreign invéstor. - Tarlff rates are mostly determlned in the coursé’ of -

_ bargalnlng by foreign enterprises over thé. terms and. conditions on whrch,they nay .
establish production facilities in Ethiopia. The tariffs determlned in the course. oﬁ.
these negotiations are granted to the individual- forelgn enterprlse and. only
consequentlally to. the products of spe01flo interest to that enterprlse.,

69, Avallable eV1dence suggests “$hat the 1nrt1a1 demand. for tariff proteotlon seemed

to have come. mainly from the technology. suppllers (or 1nvestors) before any 1nVestment
had been sundertaken. In fact tariff guarantees constituted an, 1ntegral part of the .
majority of agreemepts 1nvolv1ng direct forelsn investment; in some cases the 1nvestment
and. the technology transfer)were made oondltlonal supon such guarantees. - Mbreover, in
the determlnatlon of tariff rates the Government has tended. to. rely heavily on data
prov1ded by the forelgn firm itself. Owing: to .this dependenoe on Just one source of
1nformatlon the de0181onvmaklng process was 1nf1uenoed by -the, de@ree of accuracy of the
quotatlons prepared by the technology suppller.\ :

70 A reoent ana1y31s ;/ of tbe tarlff structure in Ethlopla has 1ndlcated that whlle
there were wide varlatlons fron one specific case to’ another, nominal bariff. rates ~ on’
average 70 per cent -. were the hlghest on consumer non-durables;. semr—flnlshed goods
pald’a. moderate rate of o1 per cent, while capital goods were taked 4t only 7 per cent.
Nominal tariffs, however, are not an accurate measure of the protection afforded by the - -
tariff structure to thé value added of individual firms; to analyse the latter,

estimates of effective rates of protection are needed. Calculations have been made for -
17 products, of which 11 were found to, be receiving effective proteotlon ranglng from

‘100 per cent to h 11ttle over 500 per cent (see paragraphs 1A7 150) ;

l/ Stephen Guisinger: '"Tariffs and Trade Policies in the Eﬁnloplsn
Manufaoturlng”, Avgust 1972 Mlnlstry of Commerce, Industry and. Tourlsm. Co
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. 71. An important aspect 6f protection in Ethiopia was that, unlike the situation in
other developing countries where such protection followed a cascaded pattern and where
consumer goods industries were protected at-higher rates than either intermediate or
capltal goods, in Ethiopia such cascading was found. to be of Iittle significance; in
fact. highly protected industries appeared in all sectors of 1ndustryop/ Furthermore,
there appeared to be a strong correlation between high effective protection and the
distribution of foreign investment according to product group.

72. These results, as well as the procedure for granting protection described earlier,
-euggest that individual forelgn firms wishing to 1nvost 1n Ethiopia have been able to
negotiate, in the context of their overall bargaining over terms and conditions for the
transfer of capital and teohﬂology, special tariff privileges for their particular
1nvestments.

D. Réaulation of employment of foreisgm personnel

1. Scale of foreign employment

73. In Ethiopia in the 1950s, nearly all key positions in industry were held by
expatriates. g/ The situation does not appear to have changed much over the years.

A recent ILO study j/ indicated that the number of foreign persomnel employed in both

the public and private sectors around 1970/71 totalled 10,000, Nearly half of these

were employed ia the private sector. Although the nmumber of work permits 1ssued to
foreign employees in the latber sector fell from about 7,000 in 1968/9 to about 5,000

in 197@/7],'1 e, & decline of approximately 25 per cent, this decrease wag alwmost entirély
concentrated in the unskilled categories.

74. Nearly half of those holding key positions in firms had. only secondary or
vocational education; their skills were essentially acquired through "on the job"
training and were eagily transmissible to local personnel. Of the total of foreign
employees 2 per cent were "illiteirate! and 15 per cent had only primary education.
Additional evidence obtained on the basis of replies to a questionnaire and survey data
further suggested that in most of the foreign-owned: firms in Ethiopia over 50 per cent
of skilled occupations were monopolized by headquarters personnel. In the largest
single firm in Bthiopian manufacturing - a subsidiary of a foreign firm -~ 75 per cent of
the professional staff in 1965 were foreign and only after considerable pressure from
the Govermment was this ratio reduced to about 60 per cent, In fact, these ratios
over-estimate Hbthiopian participation, since evidence suggested that Ethiopians were
usually given a lesser role in decision-making than was indicated by their formal
positions in the firms' hierarchy. In contrast, wholly Ethiopian-owned firms were
found to employ only a very swall number of foreign personnel in skilled occupations.

1/  Ibid.

“/ - Bee Krishna Ahooja, Ethiopia Observer,op 01t., Vol. X, No. 5, 1966
Chapter TI.

j/ See ILO, "Report of the Exploratory Employment Pollcy M1831on to Dthlopla -
by Mark Blaug" (mlmeograph), pages 78-80,
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2. Pollcy framework for the regulatlon of, forelgn employment

: 75 In Ethlopla both the law and the 1nst1tutlon concerned w1th the regulatlon of -
forelgn employment were separate ‘from thoge’ concerned with- the transfer of technology.-'

The main legislat1Ve 1nstrument for the enoouragement of prlvate 1nvestnent and transfer

of technology, i.e. the Investment Proclamatlon of 1966, hnc not concerned 1tself w1th
the employment of natlonals.*/.A e e .r,. , '
. 4 . . . ot . . R '.\
76 In Ethiopia, the prlnclpal regulatory 1nstrument hae been tho Porelgn thlonals
Employment Regulatlon issued: in’ 1964 */ Tts ‘status. in the Ethiopian’ hlerarohy of Jaws'

. was that of a. Notloe or- delegated rather than principal, leglslatlon‘ - L% had two. maln'

'elements.s Plret :it. provided that foreigners seeking enployment could, onLy aoqulre"~
work permlts, “issued, by, the Ministry of Community Development and Soclal Affalrs, it
satisfactory evidence was produced to prove that Ethiopian nationals with- similar skllls
were not available, =~ Second, it- prescrlbed that employere recrululng forelgners mlght
be requlred to take Ethloplgns as counterpartys to thelr forelon employees.- .

77. Thé law has been dlfflcult o 1nplement and in certaln areas has allowed the
technology suppliers a high degree of freedom. The provisions in 'the law relatlng to.'
the employment of Ethloplan counterpart staff have been conditional rathen-than.
compulsory. - Bmployers have been required to'train Ethiopian counterpart staff if 1t
was considered necessary; and even then it was difficult to. determine’. whether such ”on
the. job'! tralnlng was-in fact being provided; . the rate .of. turnover. of. dlssatlefled '
Ethiopian staff has been known to.be hlgh.j/' ‘There' is -some information to Indicate

- that, forelgn controlled ‘firms engaged in: restrlctlve practlces.. One* of” these wag to
A‘”exaggerate qualification. or experience requlrements for sp001flp JObS ‘in order to L

.block the employment of Bthloplans. -
~78. At the admlnlstretlve level a major. source of dlfflculty‘was the lack of
co~ordination between’ agencies responsible for 1mplementlng the law and those" concerned.
with negotiating tmnansfer . of technology contracts. '~ The’ ‘agency CMlnlstry of - :
Community Development and. Social Affalrs) mainly responsible for carrying out’ the 1964
Regulation was usually ‘not represented in the Investments .Committee -concernéd with
approving contracts, ..Thus, once a’ “particular forelgn,lnvestment menagement, ‘or

'
!

3o

) l/ In. contrast by 1965 about half the' countrles in Alrlca (lA out of’ 31) had

developed. a. relatlvely more . 1ntegrated approach by enactlngg in-+their investment laws,f~

.SpeOlflO provigions which regulated’ foreign employment in managerial -and technical !
‘p031tlons.' Some of them- obllaed nationals to be employed and trained for such
positions; others set upper 1lml s for Toreign employment in. gpecific skillss. and.

certain others were voluntarlstlc in nature.- For details,’ see- Krlshna Ahooaa, T ﬁ o

: "Tnvestment legislation in Af"vca” Journal of Wbrld Trade Iaw9 Vol. 2, No. 5,
Sept Oct- 1968. ..~ ' __—

~_/ Iegal Notice No. 295 of 1964 . . 4:' S . '_*_L!f"' .

‘g/ : Based -on 1nterv1ew ‘eviderice..: .umhis fact ‘is- also mentloned 1n IBRD°'.Economic e
. Growth and. Prospects in Ethlopla, Volume II 22 September 1970 N ) )

4/ InterV1eW svidenmcé, L - i ¢ T . L T e e
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licence contract which reserved certain key positions for expatriates was approved,
there was little more that could be done at the implementation stage. This difficulty.
was compounded by the fact that the initial negotiations of contracts were usually
conducted by several Government and semi-public agencies, and for approving projects
each of them usually applied diverse criteria.

’ /

E. [The industrial property sysﬁem in Ethiopial/

79. The returns derived. from the transfer of techhology and. the distribution of those
returns among the various parties affected by the transfer process, i.e. Bthiopian-based
firms using foreign technology, Ethiopian consumers, the Ethiopian Govermment and
foreign suppliers of technology, are influenced by, among obher things, bthe extent and
nature of the protection which technology owners can obtain in Ethiopia for the
‘industrial property they posgess. g/

80. VWhen, in 1960, the Commercial Code of Ethiopia was enaoted it was stipulated
that "patents shall be subject to the protection of special 1aw5” j/ Although Ethiopia
has not enacted a formal patent law, it does operate a system of reglstration.é/
Under this system monopoly protection has been granted to patents and trademarks once
they have been registered with the Registration Department in the Ministry of Commerce
and Imdustry. This protection has the same legal validity as that which is normally
accorded to industrial property rights under a formal industrial property legislation.
It would appear, therefore, that despite the absence of a formal-legal instrument, the
owners of patents and trademarks obtain full protection under the Ethiopian law:
moreover most of these owners seem to be foreign. Available evidence, summarized. in
the appendix to this chapter, on 29 patents registered in Ethiopia indicates that no
fewer than 26 of these were foreign-owned. Similarly, 97 per cent of 'a sample of 760
trademarks were foreign-owned. ‘

81l. The absence of formal machinery for the regulation and screening of paternts has,
by contrast, tended to create more freedom for patent owners than they would have
obtained under a patent law formulated in the light of national development objectives
and. congciously used as a deliberate instrument of economic policy. The pr1n01pal
areas in which critical examination of the grant of monopoly rights through patents

has been absént seem to be the following. First, protection has been granted to
virtually every item irrespective of whether the patent was sought for a product .or for
a process. Second, the acceptability of an item for patenting did not appear to be
influenced by the novelty of the item or by its likely comtribution to furthering

;/ The industrial property system covers patents, trademarks, industrial designs,
~and utility models.

g/ See "The role 6f the patent system in the transfer of technology to developing
countries!, (ID/B/AC.11/19).

3/ See Commercial Code of the Bmpire of Ethiopia, 1960, Article 148(2)

4/ A patent law is in the process of being drafted. However, it has not been
possible to.obtain information on the contents of the draft law or about the approach
that is being followed.,
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obtalnlng protection was that an objection raised by the comDCtltor with respect to the
uniqueness of the invention m1ghu be upheld by the Bthiopian Supreme .Court; .this had

not habpened so far.
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APPENDIX TO CHAPTER IT

MainACharaoteristics<of”patenfs and trademémké’

..Only a.few patents and trademaiks have been reglstered 1n.Eth1@p1a. According -
o 1nformatlon made available by the Registration Office (Addis Ababa) their botal
stock around mld~l972 did not excéed 1,600, of which Oﬁly about: 30, or nearly
2 per cent of the total stock, were Datlents and the.res St trademarks. A few move
- patents were believed ta have been. registered in the Asmara, branch of the reglstxailon
office. .

On the basis of records kept at. the Addis Ababa Registration Office 1/, a' - -
detailed examination was undertaken of 29 of .the 30 existing patents and a sample of -
760 trademarks; Table 3 summarizes the available 1nformatlon. The 29 registered
- patents. showed the following owmership characteristicss ‘ ' ;

(1) Only~three patents were ovned by Ethiopians;

(ii) Nearly all the registered patents were forelgnfheld. Economic units -
‘ located in the United States and. Italy owned 1§ patents, mo:e uhaﬁ half
- the total; :
e (1ii)- Of the 26 foreign patents, 23 were owned by a small mimber of transnatlonal

oompanles, ineluding Union Carbide Corporation, the American Cyanamld
Company, British Petroleum and the 5t4 Stabilimento Alimentare, SPA.
Bvidence also suggested that most of the patents registered in hthlqpla
related to chemlcals and foed products and processes. g/’

1/ One shortcoming of the registration procedure is that both patents and
trademarks were usually lumped tovetner, which made the bask of .collecting data on
the two individually very. cumbefsome.

( g/ These are nfoducts groups in whlch restrictive business pfactlces have
been found %o be common. See document TD/B AC/11/19, Part Two, Chapter VI, especially
paragraphs 372~377 ‘See also Congtantine Vaitsos, "Patents Revigited: Their Function
in Deveéloping Countries", The Journal of Development Studies, October 1972.
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e ‘ S S Table 3.
, Ownershlp Suruchure of 8 sample of patenﬁs and trade~marks
R . ’ - : } ‘_‘,':‘,;% A S s “ - A - . B
D Countzy of 7 - . Sample of o ..,Pﬁwﬂéggeﬂwéé%m
o%igin o ?aienté“,'§,"‘mrédemafké; - "‘Peﬁentsr‘ﬁl«‘ Tfa&eﬁaﬁké
.‘Qf‘-E L f L . ;-‘, (Number) Loy (Per ceat)
United States " - i 9' 188" SRR ' AR R 3
Ttaly . - o B S e T
A Germany, Fed'. Rep; : 3 o ~.214 S I - ¢ S B - - P
United-Kingdom ™ < . '] EE-AN N 88 - LT 2 e
‘| Switperland % e ©500 s S T
.} Othexs - i S5 199 S -2 N 25
! s, ‘. - : . .
|Poreign ¢ . 26 139 . 1. 9 9
Bthiopian~..~ <% .| 7t 3 T A O A
Totel O f 29 | 760 4 100 - 7| 100
"Source Reglstratlon Depar%ment ilnlst:y of Commerce and Industny. ’?
‘ Wlth Tesnect o tvedemafks the natte;n was found to be 31mllar, except that - R

foreign ownership Was everl larger -and, accounted for o7 per cent.of the sample, JSotal
(see Table - )) International corporations from three countx&es, namély the =~ .
 United-States, Federal’ Republic of Germany and the United Kingdom, accounted ‘for about
65 per cent of the sample of trademarics  examined. Furthermore, as, shown in Table 4,
nearly 60 - per cent of the trademarks anp1¢ed to chemloal pxmducus, pharmaceutlcals and
' electrloal,amd nonrelectrlcal machlneqy :

‘ AL o Table 4 c ‘;;. o
Concentratlon of t"ademarks by proqucu yzoups
Pﬁoduof roun - No. of trademarks - ?ex@eniage
i L EToUp PR i {sample) ° . share
) .
Phammecetticals . ... .| . 251 .l . .33
Chemicals ) . L 122 o 16
| BElectrical and ron-electrical | .- S g S
machinery oo L 76 , - 10
-{ Tobacco ' . . o S 46 6 .
Beverages . B & < 44 -6
Textiles o o ‘ 41 5
Food. Products o - 34 . 4
" |.Vehicles ST 30 ‘ T4
Miscellaneous ' “ . 116 - 15
Sample total ‘ 760 T .- 100 B

Sources Regiétration Départmeﬁt, Miniétrf'of Commerce and In&ust:y,‘
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It is against this background that the assumptions guiding the current practice
of patent and trademark registration in Ethiopia may be assessed. The philosophy
regarding patents seems to be based on the traditional assumptions governing the legal
creation of a monopoly 1/, i.e. (&) that the monopoly right granted by a. patent is a
necessary condition for economic agents per se, and (b) that it is a sufficient
condition for the utilization of the results of invemtive activity. The implications
of these assumptions may be examined with regard to the economic agents vhose inventive
activity is actually protected by the existing system. The evidence suggests that, if
anything, the system has so far protected mainly "non-national" inventive activity:
Furthermore, the negligible shave of Ethiopian-owned patents in the total would seem
to imply that, at any rate wntil now, there is little correlation between domestic
inventiveness ‘on the one hand and the grant of monopoly rights under the system on the
other. Moreover, the large maaorlﬁy of foreign~held patents and trademarks reglstefed
in Ethlopma have apparently not been utilized either by their ovners or licensed to
domestic enterprises for the setting up of production facilities in the countiy .~ For
instance, of the 50 major manutacturing firms in Bthiopia, g/ only a few were known to
have utilized foreign trademarks registered in the country. 3/ Most of these firms
wvere subsidiaries or affiliates of foreign firms, and only two were domestic firms
which had obtained righls under franchise agreements. "In the case of these two
agreements +the actual technology transferred was negligible 4/ and, as mentioned in
chapter IV below, the agreements involved restrictive conditions and strict gquality
control by the owners (transnational corporations).

With respect to patents, none of the 50 firms had licensed foreign patents
regigtered in Ethiopia. Neveitheless, a few patents that were licensed by these firms
had not been registered at all in the country, in other words they did not enjoy any
legal protection in Ethiopia. This indicates that (a) the.grant of a tegal protection
to holders of patents and trademarks under the existing system did not constitute a
sufficient condifion for the transfer of technology, and (b) the absence of legal
protection in certain cases had not prevented the licensing of patents to Ethiopian

~ firms provided that the owners of patents were able to-negotiate favourable terms fox

themselves, i.e., bargaining rather than monopoly protection accorded to patents seemed
to have béen the main determinant of the transfer of technology.

“/ See documenﬁ TD/B/AC 11/19, especlally Part Two, Chapter V.

_/ It should be mentioned that the 50 firms referred to accounted for over
70 per cent of manmufacturing value added (see Chapter III).

-

_/ Quite’possibly, the number was somewhat larger.
4/ See Chapter IV,
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"8 5 Ethlopla has been an economy in vhith ihe precondltlons for the establlshment and
growth. of modern: commodity. pfoductlon, of which modern maﬁufacturlng is a part, have:
been.created: by investments. in. 1nfrastructure, llnanced directly and indirectly through
foreign publlc loans, "ahd by the growth of utban centres. - The development 6f ‘modern .

.+ manufacturing, however, should be séen in the ‘context of the 1nst1tutlonal, legal and’
"admlnlstrat1Ve conditions -in Ethiopias in practlce, these conditions haﬂe proved :
fayourable to: forelgn enterprlses wishing e¢ther to sct up? pro&uctlon facilities in

Ethiopia or. to lease ‘technology . under -contract "to. domesﬁlc firms. . 4 considerable o
pr0portlon of technology: 1mports was in fact associated with- Porelgn 1nyestment N
There were two inmtér-related;reasons for thisj first, there were, in the modern sector, !

. few domestic firms in. a p031tlon to negotiate sultable terms &nd. condltlons for utlllzlng

foreign technology under licence; and second, the desire of technology'suppllers,-ln :

. several’ cases, to acqbire equlty holdings eltber as a complemeﬂt t0, or in 11eu of ’
other forms ‘of- ‘control. exerolsed dlrect y or 1nd1reot1y through oontraotaal '
arrangementsﬂ' . \ y o o
84. The chapter has three mein . sectlonba, ~The first. of these examlnes the gross . JJAE

" ‘inflows .of foreign investment ' into Btthpla during" fhe period 1950-19697 . In.the next ) ‘

patteérn of ‘51 ‘major- firms in: the manufacturing sector in Ethiopia are ana_ysed 'In
the last sectlon, some of -the. magor characterlstlcs of these 51 f1rms are dlsoussed

e T B. Dlreob lore;gr 1nvestment 1990~69 . .
A . .. KR e . - I
85 Table 5 gives ‘data concerning tHe. gross inf 1ow of foreign: nrvvabe long~tefm capltal,
almost all of whnich was in the form of direct forelgn 1nﬂestment, for the porlod '_ .
T 1950-1969. - On average, direct ‘foreign investment wag guite small durlng the :1950s;+ = . !
‘heavy -inflows occurreds However, in the period 1960—1966 whenn the gross inflow. varled -
between 35 per cent and 69 per cent of gross fixed capltal formation' in mining and
manufacturlng (see eolumn 5 of Table 1) ;/ The period of rapid inflows seemed to
correspond closely with -the phase of thé rapid ‘establishment of dmport-substituting
" industries in Ethicpia and, in paftlculaf, vith import substitution in-the consumer .
T goods . sector ‘and, to-a- lesser extent, in the intermediate .and capltal goods 1ndustrles g/. . ‘
By the later 196©s substantlal 1mport substitution in the consumer goods sector had -
3-already taken place, and thls is feflected in a falllng—off in dlreot forelgn
1nvestment.A - ‘ -~ ST \

-

\

1/ Since a largé part of gross 1ﬁ#estment'ihfiows was known to have beén
- concentrated in manufacturing and mining activities, the percentages giveh in the text

would seem to prov1de a“.apprOPrlate basis for assess1ng the. n0831ble 51gn1flcance of :
-these investments. g

~

. \

'.g/ See Stephen,Guisinger; oD, Cite, énd~also Chapter I of the present stuiyg"

_ e o TN
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86. The figures for gross direct foreign dinvestment in Bthiopia do not reflect,

however, the actual net transfer of foreign resources;’ 1ncludlng -capital and technology.‘
There are three reasons whi™" this e : ”'. ¢-F1v¢t Ja pronortlon of the reported figure for
gross dirvect foreign investment oon51stec ‘of rexnvested ggrnings, and thegse simply
represented. foreign claims on. 1nvestlole surplus generated within Bth1opla rather than
any transfer of real resources from abroad. * Second a. probowtlon of ihe ZFeported
figure is accounted for by thé camltalvbed value of eculpment and- know-ho supplied from

1

relatlonshlp with their trué valué, becausc of thie ‘possibility of over-invoiding.
Third, the figures show gross inflows, 1l.e. they do not’ allow for the sutflow’ of :
respurces from.Eihlopla *hrdugh remlttanoes, both dlrect and 1ndlreot

C;- Ebrelan conurol of mgauLccturlngflrms and foreigm aenetranlon
of manufacturing 1ﬂ&u3trles in bthlopla

87. The precedlng sectlon discussed foreign investment from the p01nt of view of the.
net contribution it may meke to the availability of resources (capltal and technology)
'lH.Etthplan_/ However, direct foreign investment has another and equally important
aspect. ' That aspect is the degree of control over individual firms, ard (at an - .
aggregate level) over individual industries, which-is established through the equity
ownership obtained on the basis of the declared value 01 the orlglnal foreign
1avestment.,

1. Foreign control'over manufao%uringAindustries in Ethionia

88, The annual flows of reportcd forelgn investment. durlng the pericd 1950—1969 in
part gave rise, in each year, to forelgn claims on the ownership of equity in
manufacturing industries in Bthiopia. By the yéar 1969/70 as shown in Table 6,. the
stock of paid~up~capital in the manulao*ur1nm sector in'Ethiopia amounted to

B § 323 million. ~Of this the most important single element was the foreign holdlng,
which accounted for 43 per cent of the total, followed by Ethiopian Government holdlng
of- 38 per cent. .. Moreover, the figures for foreign equity holding underestimated the ..
gffective forelgn share in equity since in certain cases equity holding classified as ,
"Ethloplan.prlvate”, in fact repreSGnted holding by foreign-controlled firms reglstered
1n.Ethlop1a and treated for statlstlcal purposes as "Ethiopian nrlvatc“.

89 The. aggregate flgurcs glven above. for *orelgn equity ownership in the manufacturlnv
sector are. a poor indicator of. the truo extent of foreign control in the sector. A7
proper assgessment of this control reqplyes, as..e minimunm, oon31deratlon of the number
of sectors. where foreign equity is domiinant, the character of the.industries in:which
foreign equity holding predominates (1,w whether these sectors tend to be ”tradltlonal”
or "modern"), the extent of foreign equity holdlng at the individwal firm level:
("magorlty” or "minority"), and the dégree of diversity in the origin, both by foreign
country and foreign firm, of capital and technology. The relevant information on the
first two of these points-is given in Teble 7 — the third peiat is examlned later in
this sectlon and the fourth in, a subcequent sectlom 01 thls chapter.

R . . co . L ) s . . -
-~ A @ 3 L e . . + Vo vt PR AT ;o t .
N T a0t

I o T TN D e Lo C >
;/ For:awdetagled dlscusbiOn see\Chapter VI of the present stuQJ.{p

g/ Some of these cTalms had th01r orlgin 1n'ye ars prlor to 1950
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Table 6

Foreign and Ethiopian shares in paid-up-capital in all firms
‘ in the mamufacturing seclhor, 1969/1970

Ownership Value-?ﬁ paid-up Percentage

capital . share
(1 T (@)

‘E$ million Per cent
Ethiopian: 184.3 57
Public 124.5 38
Private 59.9 19
Eﬁreign . 138.3 43
Total 322.6 100

4 Sources: Table T7.-°

90. Table 7 shows that foreign equity holding has a dominant position (i,e. more than
~ 50 per cent equity holding) in as meny as 23 of the 34 branches. In fact, in ten

manufacturing branches the foreign participation accounted for as much as

80 - 100 per cent; in nine it was between 60 and 79 per cent; and in four it ranged

between 50 and 59 per cent.

91, With regard to the second of the characteristics of foreign control mentioned above
the table shows, as might be expected in view of the evidence in other oountries,_l/
that foreign capital and technology seemed to have concentratéd mainly in modern
manufacturing, particularly in those branches which were among the more dynamic and:
technology~intensive in the sector.  Branches such as fabricated metal products; basic
metal industries; textiles {(the largest singlé branch in manufacturing in Ethiopia);
food products; and several branches of the chemicals industry, were dominated by
foreign firms. By contrast the majority of branches where Lthiopian ecapital was
dominant were among the more "traditional' ones in the sector. At least six of the
eleven branches were of this kind - tobacco, beverages, paper products, printing, cenent,
and grain milling. Of the remaining five, vhich corresponded to "modern"

manufacturing, Ethiopians had a marginal majority in three and s significant majority

in only two branches. g/ '

AY

;/ See Constantine Vaitsos, "Foreign investment policies and development in
Latin America", Journal of Woxrld Trade Law, vol. 7, No. 6, Nov.:Dec. 1973, op.cit.

. 2/ Ethiopians also had significant capital committed in sugar processing and a
branch of textiles, although in both these branches foreign capital still retained a
- majority.
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-page 32 .- ., Co . = Er,z\manufactumn@ branch, 1969/1970 )
. . No. of ‘A : " Value of paid-up capital Foreign
. Manufacturing.branch establish- Ethiond — \ 'share in
v ‘ ‘ V| ments opien, | Foreign, | - Total | paid-up capital
Private | Public' | ~ Sub-Total| S (e) (5)
. W | (2 G. | @ | o _®
SO S i "7 . .'E $ tnousend - o | - Per cent
| Fabricated metal progucts - ; ] ;
1| Blectdical wachinery , 2 - - - 700. . 700 700
.2 Structural metal products . |* " ‘4 - T 035 - 35 720° 755 ‘96 °
3 -Fabricated metal products © 3 211 - 211 2,930 3,141 . 93 .
4 | Cutlery, hand tools, efc. 4 660 - 660 1,430 2,090 68 -
57| Basic metal _indnstries 3 1,173 © 419 2,150 4,450 | 6;600 67
Teather and shoe R N cL P L
6| Tameries and leather L 7 - 160 - . 160 . |« 2,240 - 2,400 . 93
% 7 | . Footuear ¥ ; .6 595 | .- " .59 2,352. 2,947 .7 80 -~
* Wood products ) 5 ' g 2o L | ; '
.8 | Sewmills, dto. ' . ‘s 1,897 | <. 1,897 11,968 | -v.3,864 | 51
9 Furnlt-ure' a.nd flxtu:ces T 89 y - 89 1,388 |- 1,477 o094
. 'Textlles " ' e e
10 | Enitting mills ’ 11 1,112 - 1,112 3,737 | - 4,848-] 7,
11| TPurnished textile goods 3, 1,319 - 1,319 3,231 |. 4,550-]. . el
12 Wearing -apparel 4 v- 520 . - - 520 :1,021 1,541 | - 66
13 Spinning and weaving . : . D o
textiles — 15 10,807 | 18,134 28,941 | 37,658 66,600 57

. Food products. . T
14 | Dairy products . 2 162 - . 162 2,105 2,266 935
15 Miscell. food products 4 . 806 - © 806 . 7,958 8,764 o1
16 Suga.r processmg 4 11,905 7,269 19,174 30,368 49,542 . 6L
17 | Msat camming : 13 - - 1,450 | 1,000 2,450 3,377 5,827 .. 58
18 | Vegetable and animdl oils - |. 19 . « 2,144 . - 2144 2,014 23158 .18

-19 Grain @milling and bakexry c B0 -7 54506 200 55706, 33136 . 8,842 35

A Chemlca.ls ) ! . o
20 Plastic products . R 6 " 362 - . 362 2,628 .| 2,990 0
21 Paints and varnishes 3 382 - . 382 568 950. 60"
22 ‘Soaps, cosmetics, perfumes T4 . T49 - 749 " 1,301 2,050 "63 ¢
23 .| Other chemical products 2 =7 450 450 . 650 1,100 59, .
24. Pharmaceuticals, 1 - | .o - .3’ . ee Ly Y 49T
25 Bagie. industrial ‘chemicals 4 - 570 |+ - ., 570 . 505 1,075 . A7

, 26 | “Rubber products : 5 - 343. 3,957 4,300 615 4,915 | 13.-

27 Petroleunm refining I Lo 54,642 54, 642 . - 54,642 \ N

. |. Non-metallic produc:bsr. . i . ' - t
28 | Glass and glass products? 4 . 300 - . . 300 2,700 3,00L | . 90; -
29 Structure, clay products’ ) . 382 . - 382 738 1,120° T 66

.. 30 Cement lime-and plastic ) T . 2,560 | 14,100 16,600 5,142 21,802 24: .

Y 31 |. Other non—-meta.lllc produc’ts ’ 11 589 4,943 $.55532 1,976 1,507 26
32 | Beverage .. . .28 9,546 .| 5,445 | - 14,991 4,505 | 19,497 ‘23
33 Printing and paper 'produc'bs . 20 "2,980 9,603 12, 582 44 185 16,766 25
34 ‘Tobacco ’ 2 1_‘ - C 431100 - 4,511 C- < 4,311 =

Total memficturing 265 59,872 | 124,475 | 184,345 . |.138,295 | '322,639 |. . 43,
Source? Anmual Survey of Manufacturing Industry for 1969/70, Ministry of Commerce, Industry and Tourism.
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2. Foreign control of manufacturing firmg ) ‘

92. The preceding sub-section provided information on the degree of foreign control in
34 branches of manufacturing industry - in-Ethiopia.” However, -sinte negotiations and
bargaining agbout foreign techriology are-cemducted at. the 1evel of industrial firms, it
is essential to examine the structure of ownership of these firms, determlned thfough
bargaining with the Ethiopian Government or with Ethiopian entrepreneurs v The
significance jof analysis at the firm level was especially proifcunced : in the Ethiopian

- context because the manufacturing sector was domingted by rather a ‘small, number of

firms. . In fact, there were only 37 firms in the sector which,.in’ l969/é0 xccmrded
value added of B $1 million or, J0Te . ;/ Abhout 14 other firms either were subsidiaries of
foreign fivms or had contfactual arrangements with such firms, These 51 firms
constituted the "hard core" of manufacturing in Ethiopia and, as ghoyn in Table 8, they.
alone, -although -constitubing only 11 per cent of the tothl numher of firms in the'
sector, accounted for. 80 per cent of paid-up-c capital, over T6 per cent of value added
and. 69 per cent’ of- employment in the sector as a whole. Consequently, it was the
ownershlp gtructure of these few firms that was of critical importance for the.
evaluation of foreign controlng/.

9%. The characteristics of ownership of 51 major firms as shown in Table 8 may be:
sumnarized as follows. First, . in as many as 29 firms foreigners had an outright

maJorlty of the equity (i.e. 51 per cent or more), in another four they had 50 per cent,

~/ Thls information was obtained from the Anhual Survey of 1 Wénufaoturlng

Industrv 1969/70 Ministry of Commerce, Industry and Tourisi.

‘g/ In Ethiopia the corporate manmufacturing sector (which is the subject of
analysis in this stu@y) and small-scale industries accounted for 5 per cent of GDP
each .in 1969/70. However, little was known of the state and composition of
small~gsecale industries. The latter were usually located in. households. and -small
workshops -employing fewer than five persons and depending mostly on own or family
labour. . Manual skills rather than machines seemed to have played thé predomlnant
role'in these establishments, Almost in their totality they have rémained isolated
from forelgn technology or capital. With respect to the corporate manufaoturlng
sector, the Annual Survey of ManuLacturlng Industry, 1969/70 covered 479
establishments.  Like the small-seale industries, most of these enterprises were also
small or very small.in size, and employed simple technology which in most cases did
not necessitate any formal contractual arrangements with technology stippliers.

'Furthermore, most of them were known to have been owned and 0perated by the TOfélgn

regidents in Ethiopia.
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Table 8 ' ) “: G -

Ownershlp Dattern of a samnle of 51 major flrms in
the manufacturlng_sector 1969/19ZQ

T L e,
B .
-

R " 1. Vi . o . Per cent share
Forms of | No.of .‘E‘a,icl—upé/ Value | Employ- : .
~Ounership firms jcapital {added | ment . | Paid-up Value Bmploy-..
Lo g B PR B - o ca;plta~ added ment,

T e e e @ e e

o E_§ million No,'000 | - " Per cent
"Ar 51 per éent’ D o '
and over : ‘ ‘ :
foreign: | 122:19/ o1.3¥ 181 38
B. 50 per cent o
© foreigni

i

k2 -

36.3 3.7 T4 1L

D. VWholly _ 1 e DRI S
Ethiopian: - ™ 97.07 |7 33.8. 5.9, ’

=
R

C.. Minority -
-+ foreigns

O
il
Iro
N

~

ts

b
.:'k;—a

CPhivate - | C2-lT 23 0 3.0 0.5 7 , .
Publi¢” - . | 8 94.7 7 30.8 5.4 29 . 13 10
"E. Unspecified 3} e A2 1.0 | .

=t
N
N

‘1o

.Sample totbal :u5i "259,97 ' 177fz 33,6 U -f§.7é;_: . 69

Totel mamuf- | * - _ Cn

acturing . A T S
sectox : 4795/ 392, 65/ 234, 9 49.4 | 100 .-100 .- 100

‘Source: Anmual Survev of Manufacturlng quustrv 1969/70¢ Minist}j of‘Commerceg .
g - Industry and Tourism. .o -

:

This refers to the total of botn forelgn and Ethloplan oaplual
Data on three flrms not aval;qble g |
Com o gigng o " .
P K ;' one ..fi;ﬁ S
R £wo;b firms“é_ . 1"91,

'Refefs to number of esbabllshments.

R e 'k

Befers to pa1d~up capital in 26% establlshments.
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and in five firms foreign participation was below 50 per cent. __/ Even in those cases

. where foreign equity holding was less than 50 per cent, there may still have been

effective control by foreigners because, foreign equity represented a single block vote
and because, as shown in Chapter IV below, such shareholding was always combined with
management contracts. In brief, 38 of the 51 major firms in mamufacturing in
Ethiopia were either foreign-owned, or foreign-managed, or both; -these firms,
MOTeovVer, accounted for 75 per cent of the value added by the sample firms and for

" 57 per cent of the value added in the whole of manufacturing in Ethiopia.

94. Second, only ten of the 51 fixrms were wholly L‘thloplan and of these eight were in
the public sector. In view of the particular manufacturing ‘branches in which they
operated these firms had substantially lower ratios of value added to paid-up-capital
than firms with foreign participation. When these E‘thloplal’l firms were weighted in
terms of their share in paid-up~capital they accounted for 30 per cent, although their
share in value added was only 15 per cent. Thus, measures of foreign control based on
paid-up~capital alone tended to exaggerate the importance of wholly Ethloplan
enterprises in the sector,

95. 'The' analysis suggests that the manufacturing sector in Ethiopia displays several
of the characteristics of an enclave within-the Ethiopian economy as a whole. _g/ To
begin with, foreign ownership of technology and management have led to
foreign-controlled. firmg securing a dominant position in the settor. " Domestic
enterprises have; ‘therefore, been confined to a relatively minow role in the ‘sector,
and ‘bhez_r growth ‘both in terms of numbers of firms and in terms of share of output, has

_];/ The detailed frequency distribution of foreign equity holding was as follows:

Per cent of , . Number of
foreign ‘equity ) . __firms
100 ' - 9
80 - 99 . . o 9
5L =79 10
. Not available but - '
known to be 51 per cem: 1
or more - :
. o . 50 - o4
B ¢ 40 49 ' 3
b - 30 - 39 ' = : ' 2
Total . . 38.

g/ An enclave economy, as generally understood, is one in which an imporbant
sector of the economy has only a termous link vith the rest. The reasons for the lack
of integration are: (i) foreign control of the sector in question; (ii) expatriation
of the surplus generated within the domestic economys (111) export of most of the
output of the sectorss (1v) uge of low-wage domestic labour and land obtained at verj
low cost: It is this concept which has been extensively employed in the analysis of
plantation economies and of economies where. extractive industries were important.

(See H. Myint "The gains from trade and the backward countries'", Review of Economic
Studies, vol. 22, June 1955, «pages 129- 142). The sense in which the term is used in the
present study differs from fthe above in that here it refers to the manufacturing sector,
and, in Ethiopia little of -the manufacm:clng output is exported.
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been 1nh:b1ted A related characteristic of the enclave structure wasg that both the
size and the distribution of the investible curplus -generated within the sector was
determined, for the most. part, by the 1orelgn—controlled firms (thls point will be.
dizcussed in detail irn Chapter. VI) l/ Tn addition, not only was the relatlonshlp
between the foreign enclave and the remainder of the- sector marked by the

characteristics described, but the enclave “bseli had some 31gn1flcant features whlch
‘are dlscussed JAn - the followwng sectlone e Lo ; P

D. {harvacteristicg of the foreign enclave -
SR 96 Ow1ng to Ethlopla s p051ulon as & 1easU devéloped'counyry tﬂe types of technology
transferred have had two principal.feabures. First, - such” fechnology was already
widely dispersed in the world -economy before its introduction into.Bthionia;  and
secondly, such technology had a long history (i.e. had been in use for several.years)‘

processes were 0ld, widely known and widely dispersed in the world economy, other
countried whose productive forces developed'mo“e rapidly than Ethiopia's have been in
a position to provide.the necessary technology and managerial skills. g/ ~Thus- the
technology and managerial skill imported in Lthiopia have an intermediate character not
only with regard to the “type of technology but also in the sensc that a number of the
countries of origin of the skill and technology are intermediate.

N

P

97, Table 9 shows, in stflklag fashlon, how diverse are the countries of Oflgln of
‘those . firms which have supplied capital, technology and management %o Ethloola, or
through whlch these elements have been transmitted.  However, of the eleven sources of
technc¢ogy and manag emant four (Nétherlanda, Japanese, Indlap -and. Itallan)

P . - | i \
. '

_/ See Hans W. Slnger,.”The distribution of malnn between 1nvest1ng and .
N borrow;nv countrles”, American BEconomic Review, Papers and Proceedings, Vol. 40, 1950
) and Sven Lindqvist, The Shadow. Latin Americs Faces the Sevenbies, Penguin Books,
London 1972. ' : ‘

ﬂ/ One of uhe pownbs brought out by a "product cycle" approach is that older
processes are more easily decentralized and it is products produced by older processes.
which are commonly those consumed by Ethiopians.. For a dlscug31on of g 'produce
: cycle” view of international tfade and invesument, see Raymond Vernom, “International
. investments and internatiohal trade in the product cycie", Quarterly Journal of
. Economics, Vol. 80. 1966 pages 190-207,-and R. Stobaugh, The International Transfer of
Technology in the Establishment of the Petrochemical Industry in Developing Countries.
(United Nations Institute for Training and Research (UNITAR) research report, No. 12).

RIS

3/ In térms‘of the absolute size of ﬁhe_maﬁufacfuring_céctor{r

N

and, thagrsfore, tended o be nos-proprietary and easily. transmissible. Becausethese *
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Table o
Owuerslnm m equi ty, bL orlgln of equltv holder, .
in.a_sample of Lirms, 1969/1970
. ot Per cent of I
Origin of - equlty holding - : } 7 Value Per cent
equltg holder- 51/0 ) ; 505 Total . Added sharv azu:n
,Aor. over - or less © added
(1) (2) (3) (@) | (5)
Tunber_of firms ‘BSIO00 v Rer cent |
- United: Sfates~ 2 - 2 ce , ,
| United Kingdom 2 . - o 2,054 2
Nethe‘rlands_ ' 2. - 2 37,40 = 28
Frenéh 2 ~ 2 4,625 . 3
1 Scandinavian 2 - s 2 564 .
Israeli 1. 2 . 755 1 ,
Japanese 1 4 . 25,515'9/ 19
Tndian (Asian— : ' A
_ Afvican) 2 . 2 -4 1139962/ 9.
Ttalian , 89-/ 531/ 11 36,823, 28
Greek . o —~ ’ 2 4,408 3
Lebanese _ 2/ - 2 1,040 1
Mixed 3 .- 3 8,226 6
1 Sample total 29’ 9 38 133,412 100

Source:s

H

"o .. Memifacturing Industry: 1969/70:

a2/ Data for ome Firm not available.

_12/ Data for two firms not aVailab'le. )

Replies to questionnaire and data obtained from the Annual Survey of. °

Ministry.of Commerce, Industry and Touriem.

At least five firms include equity-holding by ifl/dig'enous expatriates.

o/
a/ AT1 owmed by indigenous expatriates.
e/

One firm owned by ihdigenoﬁs ei;pa’cz‘ia;te.
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together accounted for 84 per cent of the sample value added.- Thus ‘shose industrial
oountrles, i.e. United States, United Kj.ngdom, F&*ance, Germany Federal Republic of, |
and | Sw:.tzerland, which are usually found to-be majoxr suppllers of capital and technology
“in other developing countries 5 - would ‘seem: ) play at most; only a minor role in the "
transfer of technology to’ ‘Bthiopia, th:cough forelgn investmént. ;L/ The ' 38 .
-foreign—controlled flrms mentioned in the table are not. all subsidiaries or afflllates
of :foreign c@rporatlons with headquarters- abroad. = At least eleven of the 38 -ars owned
and managed by éxpatriates resident in Bthiopia, i.e: Iteljems, CGreeks, and Lebaﬂese.,
Such. fixms d:.ffer from foreign -subsidiaries in that management decisions. -are téken- in
Ethlopla} only a. small” proportlon of their operation is outsidé E“bthpla,, and the"
surplub generated by their operat:.ons tends to be relnvas‘ced in E‘bhlopla,. .

~ 98 There appear to be some olear paﬁtems in the klnd.s of. productlon in whleh the
~firms from- various countriés have concentrated the:.r activities and im, the. J.mportance
: of majority owmership. of -equity.for each--of these firms, . Firgt, the £ivmg From the  ~ .
1ndustr1a1ued countries (exeluding Ttaly andJapan): have tended to doncentrate - in L
prlma:r*y processing 2 __/ rather than :meor'b-—substltutlng actJ_V:Ltles, and in all cases these
firms have majority foreign control. Second; the .firms from Indla, Israel, Italy '
(excludlng expatriate~owned flrms) and Japan hava tended to- coneentrate on . | .
import-substituting activities espeolally textiles. . ‘In contrast to the firms 1n the
precedlng group, these firms are not-all predominantly. foreign-owned; e.g. in: 31}: of * -
the ten firms in the sample vhich are of Israeli, Japanese and Indian origin the foreign' )

. equity holding.is 50° per -cent .or less. .Third, so .far as expa‘brlate-owned firms weére

- concerned thelr principal act1v3.t3.es ‘Have been in textlles, brimary processing and
chemlcals ’ and in most cases 1nd1geneus expatriates have. retalned the magorlty interest.

oDt e cees - .
o \‘ FAEEN

J See Consta:ntlne Va:d:sos, Jom*nal of World Trade Law, Nov. .Deo. 1979, og.c:.t.-
and the follow:Lng UN‘CTAD documents: et . '

"Magor issues in transfer of tecnnology to developlng courtrles. ‘8 study
by the UNCTAD secretariat", (TD/B/AC.11/10/Rév.1); ST
"Major issues ...... a case study of Spain", (TD/B/AC ll/l"{') and '’

"Maaor issues vuveve g Gage S'budy of . Chile", (TD/B/AC’.ll/ZO)

__/ For example, sugar processn.ng, leather tannlng, Splce extractlon and salt
productlon. . ) T S .
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CHAPTER IV
CONTRACTUAL ARRANGEMENTS FOR THE TRANSFER OF TECHNOLOGY

A. The role of contractual arrangements in the Bthiopian contexd

99. The principal ways in which technology has been supplied to developing countries
have been through direct foreilgn investment, contractual arrangements of various kinds,
and direct sales of machinery: these ways have been used either singly or in
combination aceording to circumstances. In the Bthiopian context, as has been shown
in Chapter III, direct foreign investment has constituted the most important means by
which - ueohnology has been supplied. ~The role of contractual arrangements has been
closely ‘Tinked with and even dependent upon the ‘existence of foreigh equity
participation.- ‘¥ :

100, Unlike the situation in other geveloping countries, in Bthiopia licensing .
contracts for the purohase or lease of patented know-how have been of relatlvely 11tfle
© significance. l/ -The dominant type of contractual agreement hag been the management
contract. The reagons for this pattern have already been mentioned in Chapter IIL.

That is to say, there were few domestic firms in Ethiopia in a position to negotiate
for technology under licence, and much of the technology supplied has been of a
non-proprietary type. In the latter case, management contracts have often prov1ded a
convenient way for the technology supplier of securln effective control.

101. The subsequent sections of this chapter deal, in turn, with management contracts,
licence contracts, and the role of forelgn machine ‘suppliers. ALL 'of “the data in this
chepter, except where otherwise stated, refer to the sample of 51 major firms in the
Ethiopian manufacturing sector.

B. Management contracts

102. Of the 51 major fiyms in Ethiopian manufacturing, 28 had contractual arrangenments
of one kind or another with their parent company oxr other enterprises located abroad. g/
Twenty~one of the 26 Tirms which do have contracts were foreign subsidiaries; in
contrast, of the 23 firms which did not have such contractual arrangements were forelgn
subsidiaries, The majority were firms owned without ties, and these firms obtained .
embodied technology from only one or itwo machine suppliers.

103, 0f the 28 firms with some kind of contractual arrangements as many as 18 had
management contracts. In a few of these cases management conbracts were mixed with
other types of contracts, particularly marketing arrangements.‘é/ The Ethiopian case
differs from that of countries hitherto studied in regard to the transfer of

technology in that only a few firms from the "well known" countries of origin,

i.e. United States, United Kingdom, Germany, Federal Republic of, France and
Switzerland, entered into manageément contracts - in Ethiopia the principal sources of
management contracts were India and Japarn. :

1/ See document TD/B/AC.11/10/Rev.l.
g/ Figures given in paras. 102 and 103 derived from UNCTAD research. -

j/ In some cases -contracts of differsnt types had elements common to management -
contracts but most of these have been excluded from the present gnalysis.
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1. Management oontracts an,d equltv holdlng

104. The 18 flxms W:Lth managemerwt contracts - these aocounted for 51 per cent of value ’
‘added in manufacturing - aré arranged in table 10 together with the 51 major firms in '
that sector, aocord_mg to. theextent of foreign: equl’cy holding, The table shows' that
in firms where forelgn equrby holding was 50 per cent or less, the frequency with whloh
management contracts occurred was much greater ﬁhan 1n the other ca"begomes. T

105.. There seem- to ‘be three ‘main reasons for' the apparent inverse rela’slonshlp be'tween
the frequency of - management contracts’ and $he extent  of equlty acquired by the forelgﬂ
. firms. First, o ‘some extent -the Governmefit has thought it desirable to insist on soime
.commitmenit in - the form of anequlty 1nves’cment on the part of the managemen’c con’cractor
‘as ‘an\insurance agalnet poss:Lble J.nadequa01es in the conzraci:ors’ fulfllment of, the S
bargaln. ;L_/ - 4

106. The second rorson” Ls related ’co the characteristics of firms which h,ave eni‘.ered
into management contracts in Ethlopla. A magorlty of these firms Wwere small and had
their origin- mainly J_n ‘countries at an 1n’cexmed1ate ‘stage. of” industrial development. _2_/
There may be a’ tendency for’ such firms to prefer, as they have done in Ethlopla, ,
arrangements whlch mlnlmlze capltal comm1tmen‘ts and :Lnstead exerc:.se control ”chrough A
management . _ , . . : o

Table 10

_The relastlonshlp between management contrac“fs ancl forelgn egulty holdlng

. G B o I\Tumber‘_of fir,ms; -
‘Ownérship pattern — . -
' In the sample |- With management contract.
1. ,51—-100 per oent forelgn -‘ .29 ] 1 i/:?/
2. .50 per cent or less forelgn ' .. 9 : 7
3. Wholly Ethloplan L .10 . .
b ,M.Unspeolflecl S S S S
Sample total a o T s o L 18;'A1." 350
Manufacturing value added B S . w/ - _
RGNS SRR ISR

Source; Annual SurVey of Manmufacturing Indastx;y, 1969/70 Mlmstrv of Commerce, :
Industry and Tourlsm, and research by the UI\ICTAD secrefarlai..

Includes one firm with consultancy oontrac‘b._ o f

-

<l

Includes ohe 301nt—venture agreement which was - :Eouné to be very s:a_mllar Jco a B
management contract. oo

<

Information for seven firms could not be obbtained.

__/ For 8 better understand_lng of ’ch:r.s pcun‘b ’ see sectlon D ,of Juhe present
Chaptexr. o , B S RURPER VO IV F L SN . :

s
\

. _/ . Japan is, oi‘ course, the exc‘ep‘tion to ’chisz generalization.
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107. A third reason for acquiring an equity stake may be the desire of the contractor

to want a measure of formal centrol in order to reinforce his management control.

This is particularly. so if there is a tendency for. the extent of -the contractorts”
control to diminish gradually Gabriel l/ has commented on this peoint in his” study
contractor weakens over time; ih the cases he studied he found that in the contract
extensions the contractors' management authority was curtailed, restrictions were placed
on the flexibility of their operation and there were more conditions regarding

specific performance. In Ethiopia, the management contractors with -initial minority
equity stakes appear concerned to prevent such erosion.of their bargaining power. In -

" the case of three out of 11 contracts with firms in which they had minority holdings .-

the' ooniractors increased their shares; in fact, as mentioned-earlier, in two of these
casés a minority was converted into a majority equity holding. Inrtnermore, 2 manager .
of .one other firm indicated in an interview that his group was congidering increasing - .
its equity control.in order. . to circumvent excessive interference in management from
other shareholders (50 pexr cent of shares in this fle were held by Ethloplans)

Ty e

2. The terms and oqndltlonsixn-managgment eontrac%s

108. The considerations influencing the decisions of a management contractor tend to .
differ gignificantly from those influencing a licemsor, and for this reason the kinds. .
of contractual terms and conditions which are sought by a management contractor are

not always the same as those sought by the licensor. There are two important respects
in which the management contractor is concerned with issues somewhat outside the

scope of the licensor's normal preoccupatlons., First, by its very nature, the work

of the management contractor involves him in the day—+o—day ‘decisions of the flrm in
which his services.are being used. Secondly, in general, the management contractor

© exercises’ control over a wider speotrum.of ‘decigions taken at the flrm 1evel. M/

109 Table 11 sets out the terms and ‘conditions which were found in the 20 oontraots \
examined. The table would appear to have two main features. First; the 1arge nomber .
of clauses comnected with the human skill factor in production, i ice. clauses concerned
with the degree of control exercised by management, clauses giving the management
contractor the right to appoint the managing director; clauses affecting the
employment of technical and pfofe831ona1 staff, and- clauses regarding training.
Within the clauses concerning éontrol areas in manadement, conditions affecting
overall management were the most prevalent, ocdcurring in 17 of the 20 contracts.
110. Becond, the tie~in clauses found in these contracis refer mainly to tied .
purchases of intermediate inputs, particularly of machinery. DBxplicit fie-in clauses
regarding the purchase of intermediate inmputs seem to have occurred mainly. in
contracts involving Japanese firms. : ' R

111. The available evidence seems to- suggest that few of these oontracts spe01fy
arbitration procedures. .

1/ See P.P. Gabriel, The International Tramsfer of Corporate Skills, Harvard
Graduate School of Business Administration, 1967.

2/ It may happen that a licence contract includés such stringent restriotibnét
on the decision-making.freedom of the licencee that the scope for major decision- f'
making within the firm is thereafter effectively removed.

'
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3. Duration of contraots and forms. opréyments

- 112, Many of the management contraotors in Ethlopla appearﬁto have malntalned thelr o
injtial bargaining .'ddvantages through contracts of long ‘duration (see table’ 12). Of
the 12 contracts on which information was available, only one contract was for three

© years; 1n contrabt nine were for 10° years Or mOre. In fact, in two casges contractors

who had ‘entered 1nto long coatracts in the flrst place reneg001ated their contracts.
before fhe ‘terminal’ date for iur*her long porlods to perpetuate their control over‘
management de0181ons 1n excbange for some concessions on tralnlng, sales and imports.

None of the contractors seers to have shown any interest in training Ethloplans to take_
over suoh key manageréal ana technical functlons. . :

113, ThlS dlscuss1on suggeskd that management oontractors in Ethlopla "commonly start
with g mlnorlty holding in the client company ~ the- exceptlons belngmpxamary processing
‘industries - -finanged. either from part of the contractor's 1n1t1al machlnery sales ox -
i through the Oapltallzatwon of Jmow~trow. . They then bulld.uy their equity stakes to
oounterbalance the erosion of control and/or the loss of opportunities for hidden
profit- appropriation, financing the increase from funds generated in Ethiopia. The-
erosion of control is also checked through manigement contracts of long duration, -

which serve the additional purpose of providing the contractors: with an alternative
means of remlttlng profits abroad. . .

\ t .

Terms and conditions occurring in management contracts

- Elements in management. contracts ' .o ‘Total |
. . l M 3

" 1. Control -areas in management:

" (4)' Overall maﬁégeméﬁﬁ (o. ﬁ.)':A~ o o o iy

m'(b) 0.m. . excludlng finance and accounting ',' , 2’,_?; :
(o) lpurchase of m“Ch“nery and 1ntermedlate 1nputs . l;ﬁxmwj
2. Managing director appointed by -the contractor - o 13t

3. 'leltatlonp on employment of technical and.profes31onal i I ara
‘staff o . A )

K

4. Tie—-in arrangements - K

.77 (a) " intermediate ifput T - R
(b) machinery : : - ~ _. r 14
5. Prov181ons for traLnlng and.Ethloplanlzatlon  - T 1 S~ ‘ (9)
}’ 6.' Respon81b111ty for englneerlng and fea81b111ty studles A .
with contractor - : _ : - (12)
,.7' Arbitration accordlng to ICC rules in a forelgn country ' I (3)
8. Total number of contrgcts : ‘ . (20): "i

Source: ks for.table 12.

Note: Figures in brackets indicate inadequate information on some contracts.
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Table 12

Duration of management combracts

,Contract duration Nﬁﬁﬁér of contracts
(years) : o
Tnlimited - A
10-20 years 5
8 yealrs 2
'3 years o i
‘ tomt .. 12

Source: Iﬂformablon obtained on the.basis of research
undertaken by the UNCTAD secretarlan, '

114. The dlrect paymevts ‘for management oontfac s have been of two types, namely lump—
sums and a proportion of net profit on sales; in some cases both have been used. :
Particulars of the form of payment and the amounts involved are given in table 13.

Table 13 !

Terms of payment in management contracts (per year)

Terms' of Payment -
Firmsg/ o Tized sum FProportion oﬁu
. 7t & i B
in B9 . Het .profits Sales -
(1) - (2) Per cent (3)
A 31,510 - -
B ' - 10 -
¢ (i)~ 30,000 - -
"o(id) " " 25,000 or - 4.0
D 30,000 + 10 -
) B , © 43,000 - ~
F (i) T - 7.5 -
" gii) _ - 8.0 -
G (i) .. 30,000 + ‘8.0 -
'; (ii) 30,000 -+ 8.0 -
I 30,000 - or 5.0 -
J(d) , L , s \ 2.5
% (i1) ‘ 520’308 . or 10.0 or 2.5
. 5,00 -~ -
L 30,000 - -
M a e LI s 0
N None None -None
0 . None None ... None
P y “«e s .~ .nnu aoq’

Source: As for table 12.

. a8/ 'The letters have been used to indicate names of firms.
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G Llcence contraots
115 Only six of the sample of 51 Lthloplan firms had aoqulred uechnology under .
. licence up to 1970—1971., Data concernlng the number, date and “duration of uhe licence
COntracts of these” s1x flrms are’ summarlzed in table 14
1167 The téble shows that not - only is the number of Ethloplan flrms w1th llcence
“contracts small but also that these-contrécts are few in number. Five of the six
., firms have ‘one licence contract each; for the sixth fixm, whlle recise, data on.the
‘ number of contracts are not available, it is known that by 1970 TL it had entered
. into several licence’ agreements with different. technology suppliers. l/, The .five
contracts are all poet~1958; i. e.,falrly recent in -origin., In effect, all of them
‘do ‘not spe01fy a fixed terminal date, since three of the flve are of unllmlﬁed
. -Guration and $he other Bio. aré renewable. L o
,117 ‘The licence oontraots examlned welre of four types, namelyo franchlse, know—how,‘
301nt-pro&uotlon and patent aﬁreements, as shown in table 15 all of  them related. to
rxlmport—substltutlng 1n&uscr1es, 1 €. soft drlnks, paints dnd varnlshes, ﬁextlles and
'pharmaceutlcals.; . _ . S ‘ o

118, The two franohlse agreements have essentlally 1nvolvea the lease of brand names
of 1nternat10nally khown products (Pep51~Cola and Coca—Cola) to Ethiopian firms. The
owners of brand names (franohlsors) in both cases took no share in the- equity nor did
they stlpulate any  othex spe01flo form of payment. Their main interest was in settlng
Sup- an outlet which would use their branded. inputs. - ‘ The, frandhisees’ (Ethloplan flrms)
‘have beeh tied to the JAinternational franchisors for the purchase -of. intermediadts .
<. - inputs through expllclt clauses in contraots for as long as they‘use the brand-name
~in the ‘final output. 'The prices of the inputs-appear to have been set acdcording “to o
ﬁthe sales price of-the final product in Ethlopla rather than on a cost bas1s.; . ;

N

N - Table 14
S " Number and ‘duration of 1iééﬁce contracts for six firms ..
D Tumber of . . Date of - o Contract 2; ’ 3
cFirm, . coniracts g agreement Y B :.ouratlon
o @) G IR SR )
“ ¥ A . 1. 1959 ' ‘ . unllmlted
; B " 1 1965 o ( unlimited . * .
¢ 1 1967 -} = .10 yesrs (renewable)
D. 1 1969 - , unlimited
4 B 3 c1 - .- 1870 | 10 years (renewaole)
- F . .. §  (several) o S : ST,

Sourcee 'Reseaxrch by the UWCTAD secretariat based on lnfovmatlop made available- by the

Minietry of Commerce, . Théustry apd lourlsm, and by 1nd1v1dual firms in
G - 1nterv1eWe .

! “ ' ~ /
\ . . .

m/ This information wes,obtéinee through interview.




TD/B/AG.ll/?l\ SN

Source: As for table 12,

, page 45
Table 15 ‘ ‘
Teymé and conditions occurring in licence contracts -
: - - Type of licence agreements -;,;\J,o“int' L . .
Characteristics. Franchise  Ea ] prodiiction Nuz::zsp o a
: Know-how.. Patents agréements | TTUUT
@ | @ [ ®» | @ | 6 6y
1. ,:f[ndus.trial 'brar:tch- Beverage- . Paints  Textiles -Pharms. ‘| Pharms. .
' ' U ' NN N ¢ (2)
2. Number of céhﬁréq’cs v o 2 "1 "i| (several) (several)' T
3 DuratNion of' c,bntracts:' : ,
(a) unlimited yes (2) {yes (1) - . n.a. - \ 3!
i+ (b) '10 years renewable . . - yes (1) |yes (1) | . n.aw - 2
(e) 5 to-I0:years . - e - - 1 nea. - yes (1) 1, ¢ B
4. Majority .equity holdihg by , ’ . .
. technology supplier - yes.j(2) - - - 2
5. TForms of payﬁeﬁt:‘ -
© (a) 'royaity ; - yes (2) |yes (1) N, - ."3
(b) profit sharing - - - f.a. yes (1) 1
(e) -included in salés,price. i ‘ . . BN o
' of intermediate goods. . yes (2) - -, . n.a. - .2
6. Tying of “intermediate impoits yes (2) | yes (2) - - A yes (1) yes (1) 6
7. 'Export‘resfrj.ctions( : yes. (2) | yes (2) . - yes (1) - 5
8. limitaticns on ~ | |
(a) ‘management and operations | yes (2). - - yes (1) 3
(b) sales and markebing: - 1 yes (2) - - - yes (1) 3 -
(¢) appointment of managing ' . it
~ director and tech. - ; - ) .
manager - yes (2) - - - ' 2
9.+ Quality control by bech.s. yes (2) | yes (2) |yes () | yes () | yes' (1) o '
-10. - Arbitration according to ICC ) o . N . .
. rules in mother country - nha. .|yes (2) {yes (L) | n.a. n.a, 3
11, R"e'se:a;\_:'ch'.and developments . ' I . T o -
(a) no provisions yés (2) - - yes (1) n.a. yes (1) 4
12." (b)" R and'D for Ethiopia in i .
. ' the mother company abroad ; - yes (2) - N.8e - 2
|
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119. There were“two cases of. licence agreements in whlch the technology transferred
though - ‘simple, has been packaged in nature l/ and’ in’which.the comparatlve advantage
of ‘the -licensors seemed %0 rest on “the dlfferentlatea nature of their pro&uots
(palnts) . Their main concern appeared to be the retention of’ contrdl over the
Etliiopian market which théy hag previously served through exports and which had. been _
- .« threatened with. competltlon from domestic and foreign firms as a: result of the
‘-_1mpos1tlon of .import tariffs on 31mllar products by - the Ethloplan Government. . :
Consequently, -this control was acqulred dirvectly through the acquisition of a magorlty
equity shareholdlng in licensee.firms. and indirectly. through licence agreements which
formalized the managerial and marketing comtrol of the licensors over-the affiliates
. as well as ensured the fying of intermediate inputs. Llcenoe agreements were employed
“algo to justify the charging of royaltles (royalty rate of 2 per cent of net sales
’after tax) for financing R &- D expenditure by the parent company.%_/ R

120 Whlle the two franchlse a reements, mentloned earller, have been s1mllar in almost’
,every respect _/ the gape of the. patent avreements in. textiles and phaxrmaceuticals
- is different. The only common element between the two seems to be that they both:
involved purchase of. the right £ patented products. In the case of the -textile
" patent, the patentor was mainly interested in ensuring that he obtained a return which
. would not be less than a certain minimum amount, and that-this return would be. :
malntalned for a minimam number of years. Hence the two significant clauses lncluded
in. the. oontract stlpulated a royalty payment of - at least B $12,500 per year . .-
.(US& S, OOO) Nok ol lm-per cent of gross production,. whichever was the greater, for a
‘mlnlmnm.perlod of 10 years. For that reason there are alsc no tie-in-or export
restriction clauses. Patentors in. the pharmaceutlcal branch, on the other hand, seem
* %o conform in their behaviour more to the two international franchisors than to the
patentor An the textiles branch . Iike -the former .they have been malnly interested in
the 'sale of 1nputs for their patented.products and this. hag been. gssured through the |
1nsertlon of explicit. tle—ln clauses in contracts.. The questlon of royaltles or other
: ,eypllclt forms of. payment ‘has consequently not arisen in most of: these cages.

-121, ‘The fourth.type of, llcence contraot has’ 1nvolved a joint~production agreement,

"also .in the pharmaceutlcal branch. Unlike the previous cases, this agreement represents

a more packaged form of -transfer cons isting ot patented product and process know-how,

technical assigtance and management skills. " One alternatlve for the licensor would
h~-have been $o- supply’ the package in. return for a fee or royalty payments. However, 1n L
this partlcular case the expected rate. of return of the licehsor- seemed to be . -
nr:Lt:LcallJ dependent on the efficient Iunctlonlng of the plant in BEthiopia and on sales
max1mlzatlon, elther of Whlch could be guaranteed under Ethiopian control.. Thus -the
licensor has been malnly interested. in acquiring d_reot control over management and -
over sales and,marketlng of the patented product in Ethlopla Moreover, this control

_M/ The package cohnsisted of: patented products and processes) mannfaoturlng
1nstructlons, technlcal adv1ce, hew 1nventlons, raw materialsg’ and the use of thelr -
brand némes. S - .

. g/ "Royalty proceeds make 1t poss1ble to bnlld up R & D. laboratorles of a- gige:
'enahllng us to compete with the large foreign paint groups" " Extract from report of
the chairman of the board to the shareholders at the Annual General Meetlng of Sadolia
Paints Imdd, March 1970.. _— x

-3/~ The main reason was that tne\two franchise agreements related to the game
industrial branch in which theé twe international® franchisors are close oompetltors
and therefore cannot determine 1ndlv1dnally the terms and conditions 1ndependently of .
eaoh other's reactions.
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was-alse considered necessary by the licensor for ensuring that the demand for the
1ntermed1ate 1nputs supplied by him was maintained at a- partlcular level.
Consequently, a joint-production agreement with expllclt clauges reﬁlectlng these
various concerns of the licensor was employed which also ensured for the licensor a
stake in the firm's profits through a profit-sharing arrangement that was Justlfled by
the degree of the licensor's participation in the operation of. the Bthloplan firms.. .

122 4 detailed analysis of the terms and conditions of the- licence agreements examlned
reveals (see-table 15) -seven principal features. TFirst, in only two of seven gases did
the licensor acquire any equity interest in the liceficee enterprises; in the

rémdining five instances the areas of forelgn control were specified through various
contractual clauses

123; Seeond,:payments for know~how transferred under licehce:have heen spe¢ified in
three different forms,.viz., royalties, itied purchases of intermediate inputs and
profit sharing: ~In the case of the royalty payment, it was explicitly stated in one

. contract that the royalty rate could be increased arbitrarily by the licensor at-any .
time he considered necessazry., The "tied" purohases of intermediate inputs were to be
made at prices fixzed in relation to the selllng prloe of final: output rather than on &
".cost prlce b381s. ’ .

.124 Thlrd there vWere. two kinds of restrlctlve clauses whlch pccurred frequently and
which, aocordlng to séme of the firms interviewed, constituted theé most. serious
prob]ems encountered by them in their use of foreign technology. These were the tying
. of, 1ntermed1ate inputs, and export restriction clauses, both of which occurred in six
out of seven instances. - In four of -these there was a total prohibition on exports,
whereas in one case exports were allowed only to nelghbourlng terrltorles."

125.- One pharmaceutloal firm in Bthlopla stated in an 1nterv1ew +that as regards
certain lines of production it had both the competitive—cost and geographical -
advantages that would enable it to export to. other African markets, but that 1t‘w5s
preVented.from exploiting these advantages because of restrictions on exportSu ;/:"

126. Fourthly, among other limitations eypllcltly specified in-licence contraots, in

" three cases it was stated that the licensor would exercise complete control over
management, sales and marketing operations of firms. In the context of management
control, specific references were made to control over accounts and information by

the. ligensor. . Thus, under one of the contracts examined, the llcensor “has the right to
control, either. dlrectly or by a chartered accountant of its own choosing, all work and
all bookkeeplng matters pertaining to the production and sales of gdods produced by

the company", In two cases, the appointment of the managing director and of the
technical- manager was also controlled by the llcensor.

g 127, Flfchly, strict quality control was maintained by the 1ioensor in all cases.

128. Sixth, there has been an almost total\ab gence of prov131ons foxr’ encouraglng
domestic researoh and development activity in Ethiopia. Only two contracts made
reference to R & D, but in these it was specified that R.& D for Ethiopia. would be
“carried out by the parent company for which the subsidiary in Lthiopia would be
charged a. royalty. - Furthermore, one of the two firms also stated in an interview that

1/ ‘This firm also indicated that in one case, while there was an explicit
restriction on exports, it had been able to negotiate.with the licensor in a manner
such that it.was allewed tacitly to export.to African markets, provided that it did
not use the name -of the patentor om its products. .

LN
¥ .
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- on seteial occasmons results of ‘R’ & D’ of ‘s adaptlve type undertaken in the fl:m in'’
Ethiopia were transferreﬂtbaoL t0'. the' mpther company abroad free of oharge a‘ﬁfbecame
- the property of the 1atter oompany.._/ :

. 129 Flnally, the settlement of dlsputes Wthh may arlse in the operatlon of llcenoe
contraéts ‘doés not appeav £ be under’ Ethloplan jurisdiction. - Definite 1nformatlon on

| irjudicials procedures. in case..of - complaind was avallable in the tase of thrés: contraots

1 “"onlyy and.. 1n all three the seﬁtlement of dlsputes was subgeet to rules establlshed by

1n1t1atlverof, or: 1n céllaboratlon w1th forelgn suppllers of: maohlnery :
ingluded™ Four: from? the ‘Sample of 51 major firms- whloh prov1ded the -basic’ ﬁaﬁa - fo hé .
earller seoilons of thls chapﬁer; the remalnlng ones Wwere- selected on’- a ranaom basls._g/

Lt Al

“131. The key to ‘an’ understandlng of .the’ performance ‘of. these flrms 1s tha%’the maln»-
interest -of the foreign technology supplier was in- the sale of machlnery and*equlpment.
It was a onoe—andrfor~a11 interest rather than a desire to establish ldnger term

‘ contirdctugl relatléhshlp w1th enterprlses in'Bthiopia: - The’ machlnery sellert therefore
: had an 1nteres%’1n encouraglng the setbting wp: of ‘opérations and in 1nf1uenclng ﬁhe

' gurohas1ng de0131on. -Her hadno- interést inm any ‘subsequent’ control of " the™ flrm, ‘save*
for the peridd it” took to-repay suppliers drédits (if any). "In these flrms, théréfo?e,
forelgn squity” plays a fiich smaller¥ole than foreign aid.  Returts. .aré reallZed m re
in the form-.of:the sale of ‘the’ equlbment than in-the form of a regular flow” of
leldends, teohnloal fees or profltable transfer prlces.

N .‘." ’
";‘ h

132, In gix’ of,mhe 12 ﬁlrms tne Ethloplan Government helo lOO per cenu of the equlty.
In three others; ,equity - was held by Ethiopian private or. public: 1nteresﬁs. “Invthe
remalnlng three there was:also.some Ethiopian participation, but in: congunctlonsw1th
a participation by the foreign machinery supplier. With the exception ofcthe Jast

three, 1t WESg- Ethloplan equlty which was at stake. S ',“‘,._%él ..fl A

153 The fact ﬁhat the oapltal was Ebhloplan Goes not 1mp1y that Bthloplans-__or -
partlcularly the- Eth1op1an Government ~-had provided the capltal - In ak 1east 10, of

= the-cages all ox part:of the Govermment's contribution wa's funded by Foreignipublic
wfuhds. ~What dn effect .this.mednty however, was that the Government: had-to. fund 1ts'

. equlty stake-out of future proflts which would be trahsferied to the aid: donors g8
interest and repayment -of - pr1n01pal.= The rlsk that there mlght be no’ proflcs was thus
borne by the Ethloplan Government. ’ S

134 There are sevéral féatures of the performance and opera+lons of these 12 companles
whlch deserve sdme comment. . :

‘.,,7 »

- 135, The flrst 1s tnat 10 of the companles made contlnuous 1osses, and an eleventh
recorded losses for most years.. : P
N ? ER -‘f,_‘ ! . PRI . P : L. . . .
136, The second is that these 1oeses oocurred ‘ata time when the flrms were bemng
‘managed or technidally assisted by foreigners. Eight of +he 10 companies reoe;vedwt@e

[

Ay For an analy31s of oondltlons governlng ﬁeohnlcal 1mprovements see the ‘Sase s
. study of Spain by the: THCTAD- sécretariat (TD/B/uC 11/17}, paragraphs 75~78.-~ .

_/ Two of these are companies in the transport sector.

i1
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technical direction or advice from the machinery suppliers or, in the case of one ,
enterprise, from the firm responsible for the original feasibility study .and for
setting up of the plant. Many of them either would not or could not perform ‘these
services. One company whose plant began to be established in 1968 was still not
operating four years later. Another, which started production in 1970, made such

large lossges in the first two years that it was unable to cover eveid its depreciation
provisions. In the case of one company, the machinery supplier -and turn-key operator-
went bankrupt: in the United States, leaving the Ethiopian Company without any techriical
support. =.In the case-of:another company the machine suppliers management was found, by
the Agricultural end Industrial Development Bank of Ethiopia, o be technically, "
inadequate; and proper«cost.accounting procedures or overall co-ordination had not been
established, In these: cases, the machine suppliers! main interest seems to have been
in selling the machinery with little regard to the subsequent efficiency of its .
operation. )

137. Third, th%,performance of firms using machinery purchased from foreign machinery
suppliers was adversely affected by both the technical and economic¢ suitability of that
equipment and by its price. Six of the 12 sample firms bought machinery which either
individually or as a set was unsatisfactory and to two of them machinery was sold which
they did not really need.

138. The characteristics of these firms -are inter-related. The machinery suppliers
" secure their outlets by controlling the feasibility study and purchasing contract, by
starting up the firm which is to buy the machines, or by offering credit to finance the
“purchase. Their own financial and technical commitments are usually kept to a minimum.
Ethiopian capital bears the main flnanolal risk. The technical advisory input has
often gone by default. :

139. It must be empha31zed that the conclusions of this section are somewhat tentative
in character. The majority of the 12 firms dealt with have been established for only
a short time, and their losses might be regarded as temporary. Nevertheless, the
cohclusions point 4o several problem areas in the negotiation and 1mplementatlon of
arrangements w1th machlnery suppllers.
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‘ CHAPTER v, R
- i\’IAnKDT GONLC&NTRATION AND CON’”‘RAC’“UAL ARRA]}IGDMBNTS ‘. oL
A, Négotlathg sbrength and nonogolv;power '

140, WEny studles on Lhe tran fer of technology to developlng countries have tended ’
to focus on tWO _sources of monopoly power, viz. nqalty control and control exerciged
tnrough clauses occurrlng 1n transfér of teohnology contracto between “the supplier - .
, enterprrse and the user enterprise. This émphasis, howaver, takes . 1little account of,
the control that. focelgn technology Suppllefs could exercise through: ‘arrangements the’.
purbose ‘of which is to secure- monopoly power.in the market for the final goods’ Suﬁh
arrangements may- incIude Govermmeht-granted protection in the. form of tax, and duty
rellefg, tariff ploteotlon ‘and, occaslonally, franchises, .

141.' Most uechnology usged in manufacturlng in Euhlopla is relatively simple.-and Wwidely.
'?known°‘ “hence the, orevalence of interiiediate economies among the sources of. supply -of

technology to Ethlobla, as well ag “the paucity of licensing agréements:  The mondpoly .-
- power which these suppliers enjoy springs from government protection; ‘institutional .o
tying, and poss1b1y a certgin ignorance on the part of competitors. To-put the point
differently, in Ethiopia foreign firms have obtained their monopoly position - through
bargaining over the uotallty of items affecting thelr operations and not merely over
the less broad range-of issues specifiic-to contracts between technology -suppliers and’
'technology users. As shown.in subsequent sections of this chapter; .such bargalnlng
seems torhave been quite sudcessful from. the point of view.of foreign technology ..
'suppliers. Among possible reasons for the latter's success it would seem -that:
Bthiopia's: position as a least developed oountrv, having a small domestic ‘market and .
, ?ew s1gn1flcant dome5u1oally controlied flrms, may have been an 1mportant fao+or. '
142, .- The second Secmlon'of this ohapter descrlbes the extent of concentratlon 1n
domestic proauctlon, ‘and” the third -section discusses the Dr1n01pal forms of profectlon
which mgjor firms, most of Whlch tend to be foreign-owned, have been able %o negotiate . -
with the Ethloplan Government. - Section D offers-a few concluding remarks about some -
poss1ble implications of concentratlon in the market for the final goods. - '

B.  The.extent of concentration in manufacturing 1ndustrles

143. 'The analysis in Chaéter TII reiéaled a high concentration of foreign equity

ownershlp in 23 of the 34 Yranchés of Ethiopia's manufacturing industry. CorrespondlnglA
to this concentratlon there is'a high degree of production concentration in Ethloplan
marufacturing. - Table 16 shows the vesults for 1970 of calculations of industrial

concentration for 36 branches of Ethiopian manu~aotur1ng at the fouf~d1grt level. ,‘A

quarter of the branches have one -firm each aocountlpg for more than 50 per oent of -

. mectoral -output. &= A number .of  other: Sectors are domlnated by duopolles. In 33 of

. %he branches the top three ilrms accounted for more than 50 pef cent of sectoral output
in 26 - of them the pronortlon rose to over two~thirds, and in 15 cases Gmore than. .

' tWO—flftns of the branches) the top three' firms accounted for more than 90 per cent of-.
output in the particular séctor. ~ Only in’three branches — "grain-milling and baking",

" "sawmills", and "other non-metallic mlnerals” --did the t0p three flfmS acoount for
less thaﬂ}half the sector 5 produotlon. - -

{

. B
] C
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';C5n;ehtration.iﬁ‘manufaoturing indﬁstr# in E%hiopia, 1970 7

% of output by top firms

Seotor No. of .

. meeTor firms  ["Iot fivm{ ond: firp - Frd fim | top 3 firms
Siaughtering 15 29 20 -15¢ T 63
Dairy products 6. 26 .23 B 22 LT

| 0il and fat , 29 . 1’ 23" 2 22
Grain mill -and baking - 7.« .56 10 . 9 9 28 -
Sugar and coqfeotlonery 9 71 . 28 - - 99
Other food: 8 - 42 37 9 - 87
Distilling 9. 24 22 18 65
Wine 10 49 .21 19 . B8
Malt liquors 3 62 21 17 - 100
Soft drinks - - 16, 42 17 9 - 68
Tobacco 2 79 21 - ‘lO@

N N = 1

Spinning,; weaving and < \ ,
finighing 18 26 17 9 52 -
Non-wearing textile 5 43 39 17 , 99
Knitting 20 68 13 13 94
Wearing textiles 5 51 19 16 87
Tanneries ' 9 39 20 - 12 72
Footwear (1eather) 15" 28. 23 13 64
Sewmills 54 23 8 6 37"
Furniture © 19 35 25 21 81
Printing; publishing 29 27 15 9 51
Pulp and paper rj 9 66" 16 5 87
Basic industrial chemicals 5 . 60 22 9 $91
Pgints, varnishes.. ' S5 0o 43 24 - 23 o1
Soap, perfumes 5 7 58 20 12 90

1 Other chemicals 3 71l 25 4 100
Petroleun refining 1 100 - - 1007
-Other rubber 5 - 76 16 4.4 . 96

{ Other plastics -9 41 17 13 ST
Glass 4 97 3 i 100

| Structural clay 20 29 16 9 © 54

| Cement, lime e 6 65 31 2 97 .

. Other non-metallic. . 18 17 13 11 41 ‘
Iron and steel 3 44 35 22 100 .
Cutlery, hardware | 5 45 22 16 84
Structural metal 12 42 17 9 Y

- Other metal goods 7 - - - e
Electrical goods 3 58 - 33 .9 - 100

Sources Annual Survey of ﬂbnufactuﬁiﬁg Tndustry. 1969/70, op.cit.
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- 144. These flgures suffer from the dlffloultles common to any calculatlons of degree
of concentration. In some cases the sectoral breakdown fails to take account of

- cross—elasticities of demand. between sectors. Iﬁ some cases ‘the four-digit breakdown :
is too aggregated. -Tach .-of ‘the" “top’ two.firms in ”other chemlcalé” ‘for example, had
a Strong position in. 1ts ‘owh gector of the market In, splte of these ‘difficulties’ of

- gquantification, it may:bé- ooncluded +thaf uthloplan 1ndustry is characterlzed by a high

" degree of concentratmon_lnmeSU*branches, - :

145. - In a country with so narrow an lndustilal bage as Ethlopla the hlgh degree of
»concentratlon in domestic nroductlon is no% surprising. A priori reasonlng would -
suggest that in Ethiopia the strongest competlmlon would be likely to come;. not o
mich from domeotlc firms ‘a8 from Foréiga firms wishing either to set wup productlan
fa0111tles ln the : counvry or to supply the marked %brough exports, .o

Ci Forms of proteot1on and teohnology transfer

146. Plrms startlng operstions in Lthlopla have often been’ able, either tarough S
exp1101t negotiations with the Gotrernment or throygh  teking advantage of the ex1st1ng )
1ncent1ves, to, obtain and maintain control of the, market for the final. goods, ~~ The. .’
prlnclpal ways in which this .control ‘hag been aohleveo are desorlbed in the follow1ng .
subseotlons. S . A o : . . ’ , o

1. Tarlff protectlon
147 Recent studles have shown that most of the 1ead1ng 1mporters of forelgn '

technology in Ethlopla benefit not “only’ from ‘substantial nominal rates of protectlon' ,
but also from hlgh effectivé rates of protection (that is, protection of. the process. .. .

of, produotlon rather than the ‘product, protection of the Ethiopian valué added rather. ' o

than the final product prlce) Takle 17 shows calculations made of the effective . .
rate. of protectlon for 17 products, together with their nominal rates: Just undexr e
‘half of these products are sheltered by effective rates of proteotlon of more than j'
100 ‘per cent and flve of " them by rates: of over 200 per oent ’ K

S : TABLE 17 : '-»}
Nominal and effectlve rates of protectlon for manufacturlng An Ethlonla ‘

- Product ‘ " Nominal rate ‘ Effectlve rate

] 1. - Synthetic textiles. . . 67 - - 522

2, Cotton yarm ) ’ 5% S 502
1 3. Galvanised iron sheet R .49 o - . 435

4. . Coffon cloth . - . 54 388

5.  .Shoes ¥ : AR 66 ' - 230

6.  Ceramic tileg .= . - I B 68- S 188 .

7. Men's suits N ~ 83 . o : 165 .. ’
1 8.0 Boaps: - - Ci43 0 i L 26 T

Q. Jute and sisal bags . - . =42 90 C
©10. " Soft dminks T r 4T 0T g0 66

11. - Glassibottles - o 13 ' 63

12. ~ Sugar - - : b T41 T 41

13. Beer o N ) 3T 3T

14.  Cement -~ -~ - . AU o 34
.15, ~ ‘Men's shorts C L R R 31

16. Petroleum, -~ - .~ - A e

17.. Leather processing . T2 : -2

Source: 3. GulSlnger, Mariffs and Trade Policies in tne Ethloplan anufaoturlng
! .Soctor“ August 1972 Gmlmeograph), thlstny of Commerce, Industry~Tourlsm

i
§
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148. There would seem to be quite & strong correlation between those industrial
branches ‘where effective rates of protection dre very high and the branches which are
dominatéd by subsidiaries of foreign firms. - ‘This .is true of synthetic textlles,
ootton yarn, gelvanlzed iron sheets, cotbon GLOtﬂ, and soaps. ;/
"149." It has often been pointed out that both nominal . and effective rates of . . .’
protectlon in Ethiopia are non-uniform. Tndustries with diverse rates of protection
aré found in the seme sector. There is no gsneral tendency for final goods to benefit
from hlgher rates of nfoteotlon than 1ntexmed1ate or capital goods. Intermediates,
indéed, are sometimes subject to higher duties than the final goods in the production
‘of which they are used - spices and food flavour extrzctc, for example, or wovem .
textile fabrics.and clothing. For these reasons, the tsriff structure has been.
referred “to as arbitrary. The data suggest that in one respect it is not arbitrary:
most of: the large firms producing Jmport«substltbtes, ‘particularly the foreign ovned
ocnes, succeed in secur¢qg for their products high rates of protection. As one
official report put i%, "It may be conjectured thai the degree of protection ebtained

by the companies was more a resullt of -the individual company bargaining sbrenguh and
ab111t1es than of any rational _policy.". g/, . .

150: 'Some_lna1V1aua1 cases lend support to this view of tariff protection. lLeading
companies in the suger industry, cotton u@X+lL€Sg synthetﬂc textiles, &rugs, and. iron
gnd steel all secured "necessary proteotloq” In the iron and steel 1dustry, for

cxample, a prospective foreign investor masde it.cleaxr that its home“uovcrnmeqt would
réquire-a dletter of intent from the Dthiopian Government premising to give. mrotection
and encouragement to the industry az soon ag production staxted. The Etnibpian
Government agreed, and evidently interpreted this promise as an undertsking to gront a
subgtantial "increase in the nominal faxriff. The firu, arguing some time hefqre thé
concept of "effective rafe' of protection became common, insisted that the protection
should yield a net difference of 40 per cent between vhe dirty on the imported
intermediate and that on the 1mporued final ﬂrodvct. Similsarly, in one cage arising
in the chemical industry the Govermnent was persusded o raise and maintain dmport
duties on competitive products or cn the raw matérials used in the manufacture of such
~compatitive products at a rate Of 15 per :cent-gbove the .existing level as.well as
maintaining the current rates of trausaction and municipal toxes ca such products.
The Government also agreed to purchase the fiim's local products as long as their price
did not exceed by more than 15 por cent the landéd- price of compsting products.

2. Franchige szgreements

151. In some ceses where the domeStﬂc market is large (iike that for cotton texulles),
where scale economies are slight cﬂC/Of where the marginal cost of developing a plaub
in Bthiopia is small, there is a genuine possibility that new fwrms may entc%

l/ The only exceptions being the foreiga fi:ms act¢ve in sugar and 1 eather
processing, but these firms produce nmainly for the export murket rathpr than. for the
. Bthiopian market. Consequently, tariff proteCulon is of “elatlvely minor importsnce

i . for themn. -

2/ IBRD, Economic Growth and Prospects in BEthiopia, vol II, 22 September 1970,
Section on Manufacturing Industry, page 16. ‘
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: produétiond. Some ¢1rmu have- accordlngly sought a. guaranbee from the Government

against the. entry.of-new firms., HVA (Ethiopia). was granted, an exclusive franohlsé for -
‘sugar in-1951, fhough the - Government attempted to break “this sole franchlse agreement
- only a year after its conclusion. - In the chemical industry, the firm which. sucoessfully

applied for-a concesgion: was promised -that-in the unllkely event of the Government'
deciding to -establish further facilities in the. same field the oonoe551onnalre would

have prlorlty. Originally there had been three applicants for. ‘the concession - to
manufacture. the product in. questlon in Ethlopla.- Two: of the applicants- came £rom the
game foreign. countxy, “and were forced by their homekGovernme ni~te. merge thel“aEthlbplanbld
‘They -did - 80y llnked up with-an established expatxlate ~..Owned firm- in Bthiopia and won .

the conoe8810n.;- In spite of understandings to the contrary, and even tThotigh. the new

.' plant had a. cap601ty adequate to meet the qemand of “the Ethiopian market, the Bthiopian

f. their share of’ the surplus geherated in -the manufacturlng sedtor in:Ethiopia.

K Government granted . License. the follow1ng year.to the orlglnal thlrd (a prev1ously
unsuccessful appllcanu) to set up a ‘rival plant. :

D.f‘. Conoludlng‘remaﬁks

o

152.. Thls ohapter has p01nted $o- the 1mportance whlch forelgn teohnology suppllers

appear to have. attached: to: the -control -of the market for the final goods.-in Ethlopla.

- It ‘would geemthat “they. have, been successful in negotiating protection, both' through
tarlffs, and, in some cagses. through. francnlses, ageinst the establishment. of competing
firms in Ethlopla as. well as s galnst imports. It was not possible, within the context
of the present studJ, to quantify the.impact of this control on prlces in the market,
and acoordlngly, it has not been p0531ble to - egtlmate ‘the extent to which. technology

' suppd iers were-abley through their hold on the. market for the end produots, -to. 1norease

urthermore, ‘while it scems 71kelv that the existence of- foreign monopolles would have
irhibited the &evelopment ‘of Ethiopian -ehrterprises in the manufacthrlng seetor, 1t was
'ﬁOv pos31ble to. 1nvestlgate thls matter in ‘the present study

M o s T - LT s A
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CHAPTER Vi

THE COST OF FOREIGN TECHNOLOGY IN A LEAST DEVELOPED COUNTRY

AR : - A, .Bcope of the,aneLVSIS

" 15%. 'The study has analysed the factors wesponsible for initiating the growth of a
still rather small manufacturing sector in the Ethiopian economy. . In the course of |
this analy81s particular emphasis has been given %o 'the role of foreign technology, = -
capital’ and management, the institutional and policy framework in which these elements ;-
have operated; and the terms and conditions .established by foreign enterprlses for the
use of the productive elements over Wthh they have control. :

154. The second section of thls chapter describes, on the basis of ev1dence relating
to some of the foreign-controlled firms in the manufacturing sector, various ways in
“which forelgn technology suppliers have earned returns on thelr oPeratlons in Ethiopia.
In the third sectlon, the available empirical material .is used to calculate tentative
estimates, using alternative assumptions, of the effective returns to foreign
technology suppliers and, therefore, of the foreign exchange costs o the Bthiopian .
economy. 1/ The final sectlon considers these costs in the context of Ethiopia's
position as a least developed countxy.

B. ‘Blements in the estimation of effective rates Of Feturn
to_foreign techhology suppliers

155. Data concerning the profitability of foreign controlled firms in Ethiopia were

not generally available. However, figures have been.published which made it possible

to calculate estimated average earnings on fixed assets for all firms in the sector. 2/ -
It appeared that average- pre-tax returns. were approximately 16 per cent in 1969. There
could be two objeections to uging this figure as an approximation to the reported returns
actuglly received by forelgn—controlled firms in the manufacturing sector in Ethiopia.
On the one hand, ‘taxation would reduce the net rate of . reported returns and, for this
reason, the 16 per cent might be régarded as an overestimate. On the other hand, the

16 per cent estimate is an average for the manufacturing sector as a whole and therefore
includes Ethiopian ag well as foreign-controlled firms. The evidence presented in
earlier chapters of this study would suggest that foreign firms, in view of .their
concentration in the more dynamlc branches of 1ndustry and the high protectlon and

/

;/“ An estimate of total social cost would require the con31deratlon of many
other factors (as well as’an evaluation of the foreign exchange costs in terms of the
shadow price of foreign exchange). For a discussion of this question see UNCTAD

—"Guldellnes seoes’ Op.Cit. ' ‘

g/ See Statistical Abstract, 1970, page 55.
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‘« ) *
generous benefits they obtained, have probably, earned hlgher returns than the average
for the sector., .For.the purpose of calculations in the -remainder of this chapter it
is assumed that vihese twor fgetors . the . one teriding to resalt in overestimates of . .
reported post~tax returns and the other tending to result in underestimates of such . -
“returns - approximatély cancel each other out,- w1th the consequence that "the reported
. Tigure may Dbe taken as a startlng “point For calculatlons of effectlve returns to
forelgn technology suppllers.‘ : e o : ,
156, There are some reasons, however, why. the reported returns cannot be used as an o
indication of the effective réturns ‘obtained Ty the foreign technology suppllers. ;/,,ju
1= easons are dlscussed 1n the subsectlons whlch follow. h ST

IR Management fees9 royalty payments and lump-sdm payments

157 The dlscuss1on 1n Chapter IV 1ndlcated that several flrms had management contractsz
and some had llcenoe contraots. Flrms 1n Ethlopla involved: 1n these contracts made :
payments in the fOrm .of* management fees and’ royaltles. Whlle ‘such payments appeared

as cost 1tems on thelr balance sheets, from the . p01nt of v1ew of the technology e
suppller the- payments 1nvolved represented returns.. Heénce any calculations’ of the . |
total return to technology suppllers sHould "incIude ‘the -amounts recorded under the ﬂ”
headlngs of’ management or consultancy fees ahd royalty payments.n,_

2, Valuatlon of capltal
- 158. There were two main ways 1h Whloh eapltal commltted by forelgn enterprlses was
overvalued. , ) , D

159. - Flrst, 1n some oases forelgn suppllers overstated the value of capltal commltted
as.equity and’ intermediate inputs, (e:g." ‘spare parts) by overpricing technology .
initizglly” supplled to the new operation. - ‘The' values assigred to varlous items. of

) technology ¢ould have served as a contrlbutlon t0 equlty (1nvestment in klnd) or could
have® been exohanged agalnst equlty capltal contributed /in cash form hy the technology
suppller. In elther case the effect would have been the same.

160 Although several nroblems aré 1nvolved in the estlmatlon of 1nit1al over~prlclng,
. the evidence’ fhat has been collected prov1des a tentatlve bagis for .assessing the
. extent to which such. prlclng practlces occurred 1n Ethlopla. The, discussion in
’Chapter IV showed that there were 28 maJor firms 1nﬂEthlop1a which had ‘coritractual’
arrangements of one kind or. another with' foreign technology suppliers (including: )
..parent firms), and one or two firms which were wholly—owned subsidiaries-of foreighn ™
- firms but did not have formal contracts. . In the mgjority of these cases, trade in:
machlneny was either an "1ntra—f1rm” flow or was ‘tied to spe01flc sources and oould,- :
in prlnelple haye been subaect to OVETleClng. -

T

1/ For the classic digcussion of thls subgect seé” -Svert Llndqvlst The Shadow'
Latin Americs Faces the Seventies, Penguin Books 1972, especially pages 240-25%
~entitled "The Poetry of Pigures™.

\
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161. The Ethiopian Government did not have an elaborate system for monitoring input
prlces of this sort, nor was there a general study of the subject. However, different
government departments have had occasion to check initial input values in the course of
investigating individual firms. In one of the cases examined by the auditors, it was
found that the invoices in respect of the plant and equipment were not received from
the manufacturer but from the foreign parent firm. Given these circumstances the
auditors stated that they were not satisfied as to the accuracy of the values attached
to the plant and machinery. . In another case, the auditors found that intermediates
supplied by the parent were on several occasions more expensive than identical items
received from other suppliers. They also found that unit prices appearing in the
parent company's invoices were comparatively hlgher than those shown on invoices sent
to the company direct from the manufacturers. In one case which the auditors followed
up by way of a fest the discrepancy between prices charged by the parent and those
cnarged by other fivms was 57 per cent. -

162. Second, in some 1nstances the value of oapltal equipment of foreign branches or
subsidiaries was 1nf1ated in order to provide a source of nominal funds for increases
in share capital. In one case, an independent valuatlon of the subsidiary's capital
expenditure estimated that, at the time when the foreign ‘owned branch was transferred
into a subsidiaty, such capital expenditure had been Jnflated by about 43 per:cent as
compared to a similar plant located elsewhere, Another company in the sample’ appeared
to have revalued some of its fixed assets upwards by’ more uhan 30 times without any
evident Justlllcatlon, ’

3. Transfer prioing in trade in commodities

163. Transfer pricing aSa ‘Teans of hidden profit repatriation was of two kinds. In
some cases éxports to parent or sister companies overseas were under-invoiced and/or
intra~firm imports over-invoiced.

164. As far as the first was concerned there was evidence of under-invoicing for a few
companies. One of these had aroused the Govermment's interest because, after a decade
of losses amounting to nearly 14 times the original equity contribution, the company
wented to. expand its operations. The losses appeared improbable for the additional
reason that.the price of the commodity in question had shown a steady upward trend in
vhe world market, Accordingly, a study was undertaken which found that, on conservative
assumptions, the company was undervaluing its exports by 150 per cent. If the proflt/
loss figures had been adjusted accordlngL], an accumulated loss of 14 times the share
capital would have been transformed into a profit of 50 times the share capital in five
years. Similar calculations for another exporter of processed primary products
suggested an underpricing of 56 per cent. GCoods were shipped to the parent at prices
which had been set by the leading buyers of the commodity, all of whom were located in
one European capital. The effect of the overchargng was to raise stated profits for
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two years in quest:on by'a factor of "39. “/ A third company - prcduced a oommodlty sold
in the domestic and export markets. The aomestlc/export price ratio wag.12.5: 15 a.
difference which one official felt could.only partly be explained by, transport costs.
‘within; mthloplaJ A similar dlccrepanqy between domestic and export prices was noted
in *the caseof-the other exporter of the same- commodity. A fifth .company,. wh@lly
foreign-owned, beganiby exporting its commodity to independent producers, and then
switched -to supplying its mother. company. It appeared that the.price of the export.
fell after the export became an intra~firm flow.- The.company argued that the lower
price.was the result.of the export belng of 1ower quallty than had orlglnally been
thought. . S S R

165, The second -form of transfer prlolng was’ chau 1nvolv1ng over~1ﬂv01b1ng of Lﬂtf&”-v"
fixm 1ntermed1aue imports. From a sample of 17 firms with. s;gnlflcanﬁ intermediate’
imports, it was- found that 13 received most, if not all, of. *helr 1mports from or.
through their overseas.corporate networﬁ A -farther firm received its imports from.
a network -of . United States firms, unler ar 1ong—term contract that. appears to have been’
arranged in congunctlon with the entry of the:foreign shareholder. :In at least one "<
other case there was indirect evidence that 1mports were 1ntra~oorporate. Thus, for
most foreign:equity holders in firms actlve in“import substifuting industries;” +here
was the p0331b111ty of adauptﬂng 1nv01ces relatlnO to 1ntra~fvrm transfers. :

3"

166. Tnlsalnfprmatlon suggests that there were 1ndeea3ample opporvunltles for trans-~ .
ferring ‘funds. through overpricing of intra=firm imports in Ethiopias" One: firm was
found by the Ethiopian Govermment to be over-invoicing.inputs identical %o "those being
‘1mported by another foreign competitor by.an amounu which yvelded a 40 . per. cent return.
on -equity in eaoh of the three years investigated.' .(The National Bank in fact ordered
the foreign company to .repatriate this: aooumulated sum plus 9 per. cent interest per - |
annum to Etblopla) ~/ Another company's -mports wére The obgect of a detalled study .

.AS‘
" M

o ;e Cs S SN ‘ .:.~ “' :1'-' .
VA “Thé! mEthods 1nvoived 1n'the o calcalatlons were not the same.§ In. the first,

FAO flgures for export prices for- that part of Africs were takenas a oriterion, and an

adjustment. made for quality alfLerencas In the second, there. was 1o, satlsPactoqy

woxrld price for oomparlson. The price of the final commodltv as sold in developed

countries was’ ‘used ahd the excess profit was distributed among different operations )

according to”theéir share in total costs. The parent company had argued that. all -excess -

-profit should go to its sales department, but this seemed unsatisfactory since the

Ethiopian su031d1azy had alreaqy been ohagged a fee for the use of a- pvoduct's brand

nane. °

2/ The firm whose imvorts were assumed ”normal“ fom this oalculatlon was 1tse1f
~-under suspicion for overprlclng.
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by an ‘inter-departmental team. The team found significant over-pricing whose effect
was to raise the overall "expatriated return' from E$405, 065 (23 6 per cent on equlty)
to EB$ 963,771 (56.1 per cent) for the year 1970. -

C. Estimation of the cost of technology transfer

167. The preceding section discussed four main ways -in which foreign technology
suppliers obtained returns on their operations in Ethiopia. This section attempts to
provide some tentative estlmates, on the basis of alternative -assumptions, of the
foreign exchange cost to Ethicpia of the use of foreign technology. The estimates
given hére prov1de broad- orders of magnitude only.

168. Table 18 summarlses estlmates regardlng four of the elements relevant for an
assessment of the cost of fordign technology. These estimates have been derived from
figures presented’ earlier in this study and on the basis of two assumptions pertalnlng
to overpricing. Assumption I is the extremely conservative one that there was no
overpricing of imports of either machinery or intermediate goods. The available
evidence, limited though it may be, nevertheless suggests that overpricing did occur
and may have been substantial. To take account of this factor alternative cost
calculations were carried out according to assumption II, which supposes that there was
overpricing of 50 per cent on the inputs, by the manufacturing sector, of machinery

and intermediate goods. In the light of the evidence in paragraphs 158—166 assumptlon
IT would. also appear to be a moderate one.

169 Accordlng to assumption I the estimated foreign exchange cost to Ethiopia in
1969/70 was approximately E$ 42 million. Since this assumption ignores the
possibility of overpricing, the cost has two components only, i.e. the management
fees and .salaries of expatriate personnel (B$ 20 million) 1/ and the estimated value
of declared returns going to foreigners on their equity holding in the manufacturing
sector (E$ 22 million). The latter figure was derived by applying the 16 per cent
rate of return (see paras. 155- 156) to the value of paid-up capltal held by foreigners
in the manufacturing sector. in 1969/70 (see Table 6 above).

170. If it is now assumed.(assumption II) that imports by  the manufacturing sector of
both capital and intermediate goods were overpriced by 50 per cent, then the figure

. of B§ 42 million given in the preceding paragraph would represent only a part of total
costs. As regards,first, the overpricing of imports and intermedigte’ goods, the Annual
Survey of Manufacturing Industry, 1969/70 ‘indicated that the value of such imports by
the manufacturing sector in thqt year was Bf 96 million. On the assumption that these

1/ See paragraph 31 above.




‘ (g):-Management~fees'and:salariesJ“'w

e) Overprlclrg of 1ntermedlate S T S T IR

TD/B/AC 11/21 ° I
page- 60 S L : ) ‘ S

‘1mports were" overprloed by 50 per cent the estlmated forelgn exchange cost, calculated

‘~by this procedure, comes to- B$. 32 mllllon. -The - calculatlon of . overprlclng of capltal

goodg™ lmports by the manufacturlng sector was'- made\ln a similar manner “and ylelded an
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1/ Slnce 1mports of,machlnery by -the manufaoturlng sector were not shown -
separately, it was assumed that the ratio of such imports’ to total imports of capital

,equlpment in the E+h10p1an economy was the same as the ratlo for 1ntermed1ate goods o

1mportsg i.e. 72 per cent, - . . :
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171. Consequently, according to assumption II foreign exchange costs were equal to .
E$ 108 million. This figure was approximately five times the value of declared returns
(item (b) in table 18) and more than two and one half times declared returns plus
management fees (item (a) of the table).

172. The figure of Ef 108 million gives a broad order of magnitude of the foreign
exchange cost of technology imported by the manufacturing sector in Ethiopia. It
would appear, however, that this figure is likely to erx on the side of underestimating
total costs, for the following reasons. First, no ‘account whatsoever has been taken
of the underinvoicing of exports by the foreign-controlled firms in the manufacturing
sector although, as explained in paragraphs 163-164, some firms in Ethiopia engaged in
such underinvoicing. .Second, no allowance has been made for either royality payments
or lump-sum payments under turn~key agreements. And lastly, part of the payments for
technology is sometimes included in interest repsyments to parent companies, and this
form of payment has likewise nov been taken into account.

D. Toreign exchange costs in the eontext of a least
developed country

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

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

- 175. Comparable figures for developing countries as a group have been estimated to
be - again with many qualifications - under 1 per cent of their combined GDP and
around 4 to 5 per cent of their export proceeds. l/ '

176. The sharp contrast between Ethiopia - the largest of the least developed
‘countries —~ and the developing countries as a group serves to underline the severity
of the burden of ceots of the transfer process on least developed countries. At the
same time, it emphasises the urgency of formulating policies that can prov1de an
adequate response to this situation.

'l/‘ See Prooeedlngs of the United Nations. Conference on Trade and Development,
Third segsion, vol,IIT, Financing and Invisibles, United Nations publication, Sales
No.E.73.II1.D.6, page 110 document TD7lO6 'Transfer of technology: weport by the
UNCTAD ‘secretariat"; and document TD/B/AC 11/10/Rev.l.




- TD/8/AC.11/217
- Annex

Annex

Sohfces for figures in Téble 1

I Population: 1954 figures from Second Five Year Development Plan of éthiODia;
196%3-67, Qutline, Addis Ababa, May 196%, page 17. The figures give a rough estimate
since so far no population census has been carried out in Ethiopia. Figures for 1970
from Central Statistical Office, Statistica’ Abstract, 1970, Table B.3.

IT and ITI. Total and oompositionrof GDP: 1954 figures from Second Five Year»Plan;
OQutline,; op. cit., page 23. 1969 figiure from Statistical Abstract, 1971, Table. I.2.

" IV. Gross fixed capital formation: 1954 figure from Second Five Year Plan, Outllne,
op. cit., page 22, 1969 figure from Statlstlcal Abstract, 1971, Table I.3.

Ve Employment by sectors. 1954 figure from Second Five Year Plan, Outline, ob.. cit.,
page T4. 1967/68 figures from data supplied by the National" Bank of Ethlopja, Table
B.1 of statlstlcal tables (mimeograph). *

Vi. Output per emplqyed persons estimated from data referred to in IIT and Vs

VII. Exports: Figures for total exports inm 1954 and 1970 and coffee exports in 1970 -
- from Statistical Abstract, 1971, Tables 4.1 and 4.4. Pigure for ooffee exports in
1954vfrom Second Five Year Plan, Outllne, op.: cit., page “70.

Importgs 1954 figure from Second Five Year Plan, OQutline, op. olt., page T2. 197@
figures from Statistical Abstract 1971, op. cit., Table H 6

VIII. Financial transaotlons: . 1954 and 1970 figures for inflows of long~term private
and public capital from Stanford Research ‘Institute, Industrial Investment Climate in-
BEthiopia, Report Wo.2, July 1968, page 90, and National Bank of Ethiopia, Quarterly
Bulletin, No.32 (91), March 1972, page 59 respectively. 1962 and 1970 figures for

- net investment income (outflow) from Quaxterly Bulletin, op. cit,, page 58, 1954

- figures for foreign debit payments (publlo) from Second Five Year Plan, Outline,
Op._cit., page 31, and 1070 figure from the National Bank of Ethiopia.

IX. School enrolment: 1959/60 and 1969 figures from Statistical Abstracts of 1969
“and 1971, Table 0.7, All-weather roads, rallway and shipping freight: earlier figures
from Statistical Abstract, 1963; op. cit., Tables 25, 30 and 33(a) respectively. 1970
figures from Statistical Abstracts of 1970 and 1971, op. 01t.9 Tables G 5, Ge 11 and
G.15.




