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SUBJECT: Ethiopia - Agricultural Sector Loan IV

Attached for review are recomnendations for
authorization of a loan to Imperial Ethiopian Government
in an amount not to exceed fifteen million dollars ($15,000,000)
to provide local currency funds for the development of the
Agri cu1 tura1 Sector.,

This loan proposal is scheduled for consideration by
the Development Loan 'Staff Committee onThursday, June 13, 1974.
Also please note your concurrence or objection is due by close
of business Tuesday, June 18, 1974. If you are a voting member
a poll sheet has been enclosed for your presence.

Development Loan Comnittee
Office of Development
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Attachments:

Summary and Recommendations
Project Analysis
ANNEXES I - V
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ETHIOPIA - AGRICULTURAL SECTOR LDAN [V

CIJMMAHY AND Hr:CX:MAENDfI.'[' rnN{~

1. Borrower: lmperial Ethiopian Government (lEe.;)

2. ATIOunt 0: Loan: $15,000,000

3. Terms:

A. Maturity: 40 years, including a 10 year grace period

B. lll~erest: 2% per annum during the grace period;
3% per annum thereafter

C. Currency: Interest and principal payable in U.S.
dollars

4. Financial Plan: The U.S. funds made available under the lon.n
will finance $15.0 million of the projected Ethiopian agrieul Llll'al
sector requirements for approximately the first two i'iGcal .ye:n'::
(FY 1975 and FY 1976) of the lEG Fourth Five Year Plan.

5. Purpose of the Loan: To assist in increasing the flow of local
resources to the agricultural sector and in achieving the equity
goals of the lEG Fourth Five Year Plan. This will be accomplished
by making the local currency equivalent of U.S. $15.0 million
available in FY 1975 and FY 1976 as needed, to be utilized for
Borrower 1 s Agricultural Sector developrrent budget.

6. Background of the Pro,ject: The first, second, and third Agri­
cuI tural Sector Loans (ASL I, II and III) in the am::mnts of
U.S. $5.0 million each (ASL I and II) and U.S. $15.0 million
(ASL III) were designed to provide development budget support
(in the form of local currency) to the agriculture sector during
FY 1971, FY 1972, FY 1973 and FY 1974. A review of lEG per:~r~~~~~

in regard to the loans shows that lEG self-help efforts to i~::r,==:::,=

overall c.eveloprrent allocations, to increase self ...finan~e1 ",xp,=:.::'~­

tures 011 the agricul tural sector, and to expand the absorpti 'It::

capacity of the agricultural sector were satisfactory. A.I.u.
strategy in Ethiopia lays major emphasis on the development of'
the agr:'cultural sector as this sector represents the greHtr~r.:t

potentia::" for equity, export growth and increase in pc~r capi tfJ

incorre. The lEG, in its policy statement to the IBRlJ-spom;ored
Consul tative: Group for Ethiopia (July 1973), identified &[;1' ir:111 1:.'.11'<::

--'I.
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us its priority developrrent concern. However, there is
insufficient generation of government revenues to provide the
local c~rrency needed for the lEG's agricultural sector develop­
ment budget. ASL IV will continue to assist in providing these

.local currency funds while requiring the lEG to (a) allocate
additional domestic resources to the agricultural sector and
(b) make continued progress in overcoming constraints to increased .-
output and greater equity in the agricultural sector.

7. Export-Import Bank Clearances:

8. Statutory Criteria: Satisfied: see ANNEX IV.

9. Embassy View: The Charge d'Affaires has reviewed and endorsed
this project.

10. Issues ~ t!one

11. Recommendations: Authorization of a loan to the Imperial Ethiopian
Government for an amount not to exceed $15,000,000 subject to the
terms and conditions contained in the draft authorization.

NOTE: Rate of Exchange - Eth. $2.05447 = U.S. $1.00
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ETHIOPIA - AGRICULTURAL SECTOH LOAN IV

I. BACKGROUND

A. So~io-Economic Setting

Ethiopia is one of the least developed countries in the,rorl~.

Within the group of the 25 least developed, Ethiopia has by far the
largest population numbered at about 26 million in 1972, with a net
population growth rate of about 2.4% per annum. About 90% of the
people derive' their livelihood from ag:r;:iculture. Some 85% of the
population are peasant farmers living at the subsistence level; 10%
are engagec in other traditional activities; and 5% are in the modern
sector. The urban population is growing at about 6.5% per annum
and is concentrated, along with most of the industrial capital, in
the two rapidly growing \U'ban zones around Addis Ababa am Asmara.
Only about 10% of the population has access to health services, and
only about 3% to clean drinking water. Among the 25 least developed,
Ethiopia ranks among the lowest in literacy rate (about 7%), primary
school enrollment rate (about 15%), number of inhabitants per physician
(about 70 000), GNP per capita (U.S. $88 - urban about $383 and rural
about $58), official aid receipts per capita (about U.S. $2). The
life expectam:y of about 40 years is near the median of the least
developed.

Because Ethiopia has only in the mid-20th Dentury begun to emerge
from a long period of isolation and stagnation, its development is
still strongly influenced by factors such as geography and its cultural,
social and political traditions and institutions.

The nlll'lerous soil mixtures and climates of Ethiopia have created
a multiplicity of ecological zones which place great demand.s on agri.­
cult\U'al res~arch and extension. In some areas, inappropriate
tigricul tural pr5.cticEs in poor soils, coupled with drought c';)ndi tions,
have created famine situations. The topography of the country is very
rugged and there are resulting high costs for transportation ~nd cO~~'~Ji­

cation. I~cal transportation is still done largely on foot vie trails
and tracks and inaccessibility remains an important constraint to the
exploitation of much of the potentially productive agriculturallan~l
not now in use. The traditional system of patronage which grant,-~ the
social rewards of titles, land and jobs in return for allegiance to
the patron rather than for productive VIOrk has tended to divert a+.tention
from national development. The relative insecure secondary land r')ghts
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of the vast majority of peasants tend to discourage long-term invest­
ments in agriculture by farmers. Those on top of the traditional
hierarchy possess power and wealth on the basis of their primary
land rights and hence tend to be conservative and resistant to change,
especially to agrarian reform. The social and political system is
very hierarchical, resulting in a decision-making bottleneck at the
top, and the overriding concern of the government is national security.
Hence the process of approval and introduction of developrental
changes te~ds to be slow.

On the other hand, there is a small but growing group of western­
educated elite who plaoe value on modern qualifications and on more
rapid developTIent of the country. Also, the recent political and
social pr~8sures from outside the traditional system have elicited
government policy statements which promise to change the system of
granting government lands and to decentralize more power to the Parlia­
TIent, of which the Chamber of Deputies is elected by popular vote.

The ecooorrw is heavily influenced by external fluctuations in
expor.t prices, primarily coffee, and by domestic agricultural price
fluctuatioT.s caused largely by weather oonditiona. The country
relies heavily on foreign aid to finance important parts of its develop­
ment prograT118, and private foreign investment plays a key role in
modern industry, mineral exploration, and commercial agriculture.

During the 1960' s and early 1970' s the Ethiopian econorrw grew
rather slowly. The average annual real GDP growth rate between, FY 1961
and FY 1973 was 4.4%, with a per capita GDP growth of about 2.4%.
The main factors underlying this sluggish growth performance have been
slow. export growth, a low rate of investment due partly to inadequate
domestic resource mobilization, public and private, and insufficient
capacity to prepare and execute development programs and projects.
While Imperial Ethiopian Government (IEG) efforts have resulted in
improvements in all of these areas, particularly recently, these efforts
have not been adequate to increase the rate of growth to a more accept­
able level.

In spit.e of the low growth of exports, until 1972 when they
increased by 22% due to high prices for all major exports ,Ethiopia' ,,:
balance of payments has. been in deficit in only 4 years since 1960.
This is largely a result of conservative monetary and fiscal policies
which, aoong other reasons, have tended to hold down demand for imports.
At present, Ethiopia's foreign exchange reserves stand at about U.S.
$200 million, equivalent to about 12 months' imports. Higher oil prices,
which will add U.S. $35 million to Ethiopia's import bill in 1974, may
restrain exchange growth even though export prices are expected to remain •
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firm through the remuimicr of 1974. The coouervuUve polldu:: 01'
the National Dunk of Ethiopia (NBE) arc :I!:JO cvtdcmt in 1':I,ld.opi:I'::
decision not to follow the U.S: dollar devaluations of December 1')'/1
and February 1~7:3. The NBE has preferred to partially shield the
domestic priue level from higher import costs in order to maintain
confidence in the Ethiopian dollar which was established only in 1945.

The low rates of private investment and savings reflect limited
investment opportunities in the small and slowly growing Ethiopian
market, the low rate of monetization of the econo~, and low incomes.
Although overall savings is low, the bankirg system has grown rapidly
since 1964.· The low savings rate may be due to some extent to the
low interest rate structure, although the lEG has held that further
expansion of branch banking will have a greater effect on savings than
an increase in interest rates. In the public sector, ·the lEG has
been able to double the current budget savings for capital expenditure
over the last decade, despite a relatively poor tax effort, through
holding down the growth of current expenditures. However, lEG cap i tal
expenditures have tripled with the result that the portion covered
by current bUdget savings has fallen from 60% to 40%. Unless offset
by vigorous tax measures, the recently incurred military and other
current expenditure increases will reduce the current budget surplUS
and force the IEG to resort more heavily to domesttc borrowing to
finance the eapital budget.

The other constraint on the growth of the lEG capital budget has
been an insufficient expansion of the government's capacity to prepare
and lmpleme:1t development programs. Nevertheless, significant progress
in this direction has been made during the last decade, through
strengtheni~.lg the planning and IOOnitoring staffs of the Ministry of
Planning and the Ministry of Finance, establishment of planning and
programming units in the major ministries and agencies, continuing
the expansion of the University and specialized training schools, and
establishment of the Ministry of Land Reform and Administration, the
Institute of Agricultural Research, the Livestock and Meat Board, and
the Agricultural and Industrial Development Bank.

B. AID Strategy and Its Relationship to IEG Deyelopment Qb,j(::(;tlvr.:~~

The rationale for continued substantial U.S. economic assistanc0
to Ethiopia in the period FY 1975-1979 rests on Ethiopia's excellent
development potential and the IEG' s commitment to a development strategy
intended to accelerate the rate of growth whil~ assuring a IOOre equitable
distribution of the benefits of growth. If successful, this strategy
with its empt.asiR on increased food production and broader access to
social services -- will bring about a perceptible improvement in the
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welfare of the lower-income rural populn tion, nnd will prepare the:
base for ITDre employment-intensive patterns of growth in succeeding
plan periods. U.S. economic assistance for the successful implementa­
tion of the Ethiopian 4th Five Year Plan (FFYP) strategy is consistent
with the U.S. interest in: (1) making special efforts to assist the
"least deVeloped" countries, (2) providing assistance to countries
JIPving toward patterns of growth which enhance employmentopportunities
and favorably influence the distribution of income and wealth, and
(3) assisting poor countries in increasing food production, improving
nutrition and improving access to basic social services such as health
and education, A continued high AID level for Ethiopia would also
serve other 1.S. interests, such as improving the prospects for U.S.
access to Ethiopian natural resources (copper, natural gas, and
possibly p~troleum, and potash and others).

In its strategy AID emphasizes rural development as the first
priority in ag:reerrent with the conclusion of the lEG and other major
donors at the July 1973 meeting of the Consultative Group for Ethiopia.
In AID's contribution to the IEG's broad rural developrrent objectives,
emphasis ie placed on agricultural production, employment and more
equitable distribution of incone. AID is especially interested in
helping the lEG achieve joint production-equity goals by helping
stimulate production increases among the target socio-economic group
of farrrers with less than 20 hectares. This is. the sane target group
adopted by the IEG for its national small farmer oriented Minimum
Package Progra,n (MPP). It is estimated that up to 90% of MPP farmers
are small holders with less than ten hectares, and insofar as possible
and increasingly over time, AID will focus its assistance on this group.

Based o~ IHRD, IEG and USAID analysis -- described in Annex I --
the critical constraints to achieving these goals are: land tenure
structure and land use; accessibility; delivery systems with local
participation; central development policy execution; production techniques,
research and experimentation; domestic financial resources; trained
manpower; population growth relative to resources; and endemic diseases.
The proposed Agricultural Sector Loan 'WOuld help to both overcome the
domestic resource constraint and to further Ethiopian policy and program
execution directed at other key constraints.

C. Role and Outlook for the Agricultural Se ctor

Agricultural land.is the country's principal natural resource,
producing 50% of GDP and most of the country's exports. There are
about 7 acres of agricultural land per capita, equal to the Africa
average which is high worldwide; and properly farned the fertile high­
lands are capable of producing many tines the current output level~j.

.. -
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On the other hand about. H5% of the people are penoant farmer;; 1i.vlTll'.
at the 8uhr:;hJtcncc level. Thus agricul ture 11'1 11 t once thc) uOIll'e(~ 0('

wealth and characterized by poverty.

Ethiopia's domestic staple food requirements are apparently rising
slightly faster than food production. Virtually all of Ethiopia's
present exports are agriculturally based, with coffee accounting for
almost f:JJ% of total commodity exports. From an economic point of view,
Ethiopia's prcgress over the medium term with respect to both output
and equity goals will be determined by its success in increasing
agricultural production generally.

From another point of view, the alternative which rural development
provides to urban in-migration cannot be ignored. The city of Addis
Ababa has already attained a population level of over 800,000 and the
annual net in-migration rate is estimated at 6%. The impact of larger
money wages and land scarcity are evident in the substantial rural
migrations to areas such as Kaffa and Sidamo during the coffee season,
to the Awash Valley and Setit Humera during the cotton harvest, and
to the hig~ands of Shoa and Arussi during the grain harvesting seasons.
Unless a substantial momentum in agricult ural developrent is maintained,
this labor mobility will be directed increasingly toward the urban
centers, and Ethiopia will encounter the familiar increase in social,
political aud economic problems observed in other countries.

In the rEG's 4th Five Year Plan the target growth rate for agri­
cultural output is 3.1%, as compared to a rate of 2.3% during the 1960's.
In addition the lEG estimates that exports will have to grow at 8.5%
annually, or about twice the growth rate during the previous decade.
Major elerents of the growth strategy are expansion and intensifi~~tion

of the Minimum Package Program for small farmers and support for 80ttle­
ment schelOOs a"!1d cormnercial agriculture. With regard to equity, the
lEG has set l3. goal of "instituting reforms in the land tenure system
such that tenants get a fair share of the benefits of agricultural
developmmt. n Major elerents of the equi ty-oriented strategy l3.re
promotion of lo~-cos~ settlement and greater emphasis on rural areas
in the fields of education, health, roads and water supply. TI~se goals
are very amhitious and their achievement will require a strong IEG
commitment.

Taking all factors into account, the FFYP result could be fairly
adequate output performance, although likely below the target, due
to a relatively strong balance of p~nts position, combined with
less adequate performance relative to the equity goals due to budget
problems and delays in the implerentation of equity-oriented prograrr~.

The outcome could be partially mitigated by donor assistance particu­
larly at improving dorestic resource mobilization arrl overcoming the
absorptive capacity problems affecting equity-oriented programs.
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D. E~-port ...lmport Bank Clearance

The Export-Import Bank Board of Directors considered the proposp.d
loan on and concluded that, in view of the need for
local cost financing and concessional terlIlD, the proJeet wan not
appropriate for Export-Import Bank financing.

--
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II. EXPERIENCE WITH AGRICULTURAL SECTOR LOANS I, II AND III
AND TEG PERFORMANCE.

A. Nature and Purpose of·Loans

AID has extended three local currency Agricultural Sector
Loans (ASL) to Ethiopia in the amount of U.S. $5 million each for
ASL I and ASL II and U.S. $15 million for ASL III. The first,
for which the Loan Agreement was signed in March 1970, was
designed to (1) provide development budget support to the agri­
cultural sector during a period of severe budgetary constrictions
and (2) to enc9urage the TEG to devote proportionately greater
resources to development and to undertake financial and management
reforms essential to sustained agricultural and overall develop­
ment. The second, for which the Loan Agreement was· signed in
July 1971, focused more directly on increasing the flow of local
resources to the agricultural sector -- as well as to the capital
budget as a whole -- and at increasing the sector's absorptive
capacity. The third, for which the Loan Agreement was signed in
June 1972, had the same purpose as the ASL II. Based on the ASL II
experience, ASL III continued the focus on sustaining Ministry of
Finance fur.dine of projects and put added emphasis on project
preparation and implementation and on reducing bottlenecks to
progress by the implementing ministries and agencies.

In Ethiopia, as in many less developed countries, domestie
savings and ~oreign exchange constitute major constraints on
development. The ASLs are designed to alleviate these constraints
by providiag local currency financing. The foreign exchange
element of the ASLs serve to finance the indirect foreign exchange
requirements created by additional domestic investment. All ASL
funds are allocated through the capital expenditures budget and
to activities lying within the lEG/AID definition of "agricultural
sec tor. " As can be seen by Table I, the agricultural sec tor has
defined rather broadly in the past to cover areas of activi~ in
which IEG self-financed expenditures must be increased if rural
transformation is to take place.
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TABLE I - n:a LOCAL CURRENCY CAPITAL BUDGET EXPENDITURES ON THE
AGRICULTURAL SECTOR 11 (Eth. $Million)

Budget
Project Title FY 1970 FY 1971 FY 1972 FY 1973 FY 1974

Agri .. Roada 3.0 3.6 8.3 7.3 13.5
Agro-Industry 0.2 2.6 4.2 5.5 7.1
Water Resource Devt. 2.2 1.8 2.6 3.0 4.3
Agl'i. Agendes 6.7 9.5 13.3 14.7 1~.0

A1~maya Cacpus - HSIU 0.3 1.2 0.3
Ag Credit &Marketing 4.0 10.1 7.1 9.4 ::> r'

~. J

Community Developnent . 0.9 0.4 0.4 0.2 0.3
Malaria Service 4.2 3,2 3.2 3.6 5.4

Total 21.3 31.2 39.4 44.9 56.9

11 As defined by IEG/USAID and including ASL-financed expenditures
starting in FY 1971,

B. lEQ:..Performance Relative to Undertakings of Loans

IEG undertakings in connection with ASL I were of a general nature
and involved the achievement of (1) fiscal and monetary reform; (2)
improvenents in agricultural planning, organization and administration;
and (3) target goals in developmental expenditures. A review of IEG
performance relative to these undertakings was made in Annex IV of the
ASL II loan paper. On the whole, lEG performance was considered to
be acceptable.

IEG undertakings in connection with ASL II were substantially
different. These undertakings focused more directly on the development
of the agricu'.tural sector. Section 4.07 of the ASL II loan agreement
is quoted below:

"SECTION 4.07, Undertakings. Borrower shall, except as A. 1. D.
may otherwise agree in writing:

(a) Assure that actual I,E.G. self-financed capital expendi­
tures on the agricultural sector (as mutually defined by
the I.E.G. and A.I.D.) in Ethiopian FY 1964 (U.S. FY 1972)
increase significantly over those of Ethiopian FY 1963 (U.S.
FY 1971), and at least by IIDre than an aroount proport i Qnrl1
to the increase in domestic revenues;

(b) Assure that actual total I.E.G. self-financed (~:J1Ji.I,:J.J.

expenditures in Ethiopian FY 1964 (U.S. 1"Y 1972) increaf:e
significantly over those of Ethiopian FY 1963 (U.S. FY 1971),
and. at least by an amount proportional to the increase in
domestic revenues; and

.~
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(c) . Make continued progress in agricultural development
through improvement of the sector's absorptive capacity."

Undertaking 4.07C was further defined in para. II.C of the Imple­
mentation Letter dated July 22, 1971:

"In connection with the undertaking in 4.07(c), improve­
ments in the agricultural sector's 'absorptive capacity'
are understood to include such eleaents as improving the
o~ganization an~ efficiency of gov~rnment agencies serving
the agricultural sector, furthering agricultural develop­
ment planning and execution at the policy and project levels,
increasing the level of credit to agriculture, expanding
the training and use of skilled manpower for agricultural
development, and alleviating impediments to agricultural
dp.velopm:mt caused by the existing systems of land tenure."

During a Beries of IEG/USAID meetings which were held during
February 1972, lEG achievements in the above undertakings were reviewed
and judged to have been satisfactory. Details of the lEG performance
were reported in Chapter II of the ASL III loan paper.

An AID team made up of AID/W and field members conducted a thorough
evaluation in June 1973 of the experience with ASL I and ASL II and
concluded that the lEG's performance relative to both quantitative and
qualitative undertakings was excellent. During the period FY 1970 -
FY 1972, lEG domestic revenues increased at about 8% per annum, while
lEG self-fir.anced total capital expenditures and capital expenditures
in the agricultural sector grew at 14 and 20 percent per annum,
respectively. The team also noted that the lEG had made significant
progress in expanding absorptive capacity, particularly in the fields
of agricultural training and project preparation and evaluation.

With respect to ASL III, USAID has just completed its review with
the Ministry of Finance of the lEG's FY 1973 performance based on the
submissions ~equired for release of the second ASL III trauche of
$7.5 million. The review confirmed the continued good performance of
lEG budgetary reve.nues and expenditures during U.S. FY 1973. While
domestic revenues increased by 12.5%, lEG self-financed capital expendi­
tures on th~ agricultural sector (exclUding ASL) increased by 22.6%;
and total lEG self-financed capital expenditures (excluding ASL)
increased by 7.8%. Therefore, the increase in self-financed expendi­
tures on the agricultural sector satisfied undertaking 4.07(a) with
excellent performance. Although the IEG was unable to achieve lOOre
than 7.8% increase in total self-financed capital expenditures under
its 4.07(b) undertaking, its performance, nevertheless, matched budgetary
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plans and fell short only in comparison to the unforeseen growth
of domestic revenues which were abnormally high in U.S. FY 1973.

In the FY 1973 budget, the lEG projected revenues on the basis
of a 6.8% growth over the amunt budgeted in FY 1972 since the FY -
1972 budgetary actuals were not then available. It later turned out
that the ac+.ual FY 1972 revenues were lower than budgeted, but the
unexpected general upturn in colIllOOdity export prices and the consequen ~ • -
unexpected growth of lEG revenues enabled the lEG to achieve its -
budgeted FY 1973 revenue target.- However, these changes in too revenue
performance left the size and basis of the 1973 lEG budget, including
its original iLvestment plans, unchanged and thus lEG achievement, in
fact a slight overachievement, of its original capital budget was
judged satisfactory performance.

Regarding satisfaction of undertaking 4.07(c), the lEG has sub­
mitted its commentary in the IBRD Agricultural Sector Survey. Although
the commentary contains a minimum of hard information on the lEG's
specific prcgram plans and budgeting which would be necessary to
implement the IBRD recommendations, it would have been difficult for
the Ministry of Finance to be more definitive in the absence of final
lEG approval of the 4th Five Year Plan and the FY 1975 budget. None­
theless, th~ commentary submitted to us appears, with respect to
those areas covered, to go beyond the lEG's written response of November
1972 to the IBRD in the sense of being considerably mre positive on
the lEG commitment to certain courses of action, for example, in land
reform, rural roads and marketing.

The basic financial or quantitative undertakings of the lEG in
all three ASL's have been to increase total self-financed lEG capital
expenditures and self-financed capital expenditures in the agricultural
sector (as mutually defined by the lEG and AID) at a rate greater
than the rate of growth of domestic revenues. (These undertakings are
designed to prevent the substitution of ASL resources for lEG resources,
or assure th~t the ASL resources represent a real addition to lEG
resources.) The qualitative undertakings of the lEG have been to
make continued efforts to improve the agricultural sector's absorptive
capacity. Table II shows the increases in lEG self-financed expendi­
tures on the agricultural sector specifically, and the capital budget
generally, for the years 1970-74. It can be noted that over the four­
year average, FY 1970 - FY 1974, total donestic revenues are projected
to increase by 8,7%, self-financed capital expenditures on the agri­
cultural sector 19.9% and total self-financed capital expenditures l5.9-C,
confirming the continuing good performance of the IRG budgetary revenllnn
and expenditures over time.
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TABLE II

lEG LOCAL CURRENCY REVENUES AND CAPITAL_EXPENDITURES

(Eth.$ Million) .
Percent Increase

Project19 Projected FY 74
FY l21Q FY 1971 FY 1972 FY 1973 FY 1974 Over FY 1970

A. Total I:Omestic Reyenues 429.2 465.9 494.7 556.8 598.7 8.7

B. Capital Expenditures
1) Total IE} local currency capital

expenditures (i. e. inclUding ASL
funds) 43.7 60.5 76.9 81.0 93.8

2) Total un self-financed capital
expenditures (i.e. excluding
ASL funds) 43.7 51.4 66.2 71.4 78.8 15.9

I 3) Local currency capita~XPenditures
M on agricultural secto 21.3 31.2 39.4 44.9 59.1M

I
MINUS

4) ASL-fina.nced expenditures on
agricultural sector - 9.1 10.7 9.6 15.0

EQUAIS

5) Self-financed capital expenditures
on the agricultural sector 21.3 22.1 28.7 35.3 44.1 19.9

11 These budget figures exclude intragovernmental tax receipts and payments resulting from repeal
of tax and customs exemptions for lEG agencies. Figures include anticipated Supplemental Budget
of Eth.$2 million for the agricultural sector.

~ As defined for ASL I, II and III •

.
'.

,f
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FY 1971
ASL r

FY 1972

ABL I " II

FY 1973 FY 1974
ASL II "III ASL III

1. Agricultural Mini8tries and
Agencies

a) Project Identification
" Agricultural Services

b) Agricultural Research

c) Extension and Regional
Development Project

d) laDd Reform

2. Agro- Industry

3. Water Resources Development

4. Agricultural Roads

5. Agricultural Credit and
Marketing

6. HSIU-Faculty of Agriculture

7. COBlUllity nevelop_nt

TOTAL AS L FtlND3
(,)

(Eth.$ 000)

40.7

6.3

21.2

13.2

2.2

28.6

3.1

100.0
-=s==

(9,114)

54.3

8.1

16.6

28.9

0.7

34.1

7.8

2.0

1.8

100.0
=c====

(10,660)

59.2

5.4

13.4

37,6

2.8

17.9

21.0

1.9

100.0======
(9,644)

57,1

9.1

15.0

29.7

3,4

1.3

21.8

18,1

1.6

(15,000)
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TABU: IV

AGRICULTU"ML SECTOR UlAN ATl'RIBUrION FY 1971 - FY 1974

(Eth.$ (00)

TOTAL 9,114 10,659 9,645 15,000

====:::========-==========-=~=====,-===:'=========

1. Agricultural Agencies

a) Agricultural Services

Agricultural Education

Planning and Frogs. Un! t

Plllnt ProducUon and
Protection

Animal Husbandry and
Veterinary Services

Forestry

b) Agricultural r.~8earch---

c) Extension and Regional
Development--~jects

Regional PackMge Projects

Minimum Package Program

Awash Valley ~uthority

Dairy and Ldve~tock

d) land Reform

579

200

110

18

251

1,929---

1,200

800

400

5,786

860

148

166

71

19

456

1,774

3,079

1,485

307

659

528

73

5,707

516

1,292

3,625._--

2 4

8,576

1,368

2,246

4,446

5

I / Under ASL III, attribution ot ABL fund...de only at hUd~.t 8uh-helllltt lov.,)
in FY 1973 and FY It74.
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In ac\dition to this direct support, AID-assisted agricuHural
activities have received significant indirect support from other
ASL-supported programs such as agricultural services, agricultural
research, agricultural roads, etc.

E. Relation to Other Donor Activities

As shown in Table VI below, ASL expenditures for other donor
loan-supported .projects have declined from about 21% of total _~~

funds in FY 1971 to almost 11% in FY 1974.

TABLE VI

US!!: OF ASL F'UNDS ON OTHER OONOR IDAN-SUPPORTED PROJECTS
(Eth. $000)

Projected
Pro.ject FY 1971 FY 1972 FY 1973 FY 1974

Agr. Institutes (IBRD/UK) 80 13
WolalD.'J Agr. Devt. Unit (IBRD) 181 110 160
Hurnera Agr. Devt. Unit (IBRD) 57 77 127
Addis Dairy (IBRD) 62
Livestock Devt. &Mktg. (IBRD/IDA) - 22
1felki Sedi Amibara Irrig.

(IBRD/IDA) 575
Anghele Bolhamo Feas. (IDA) 85
Coffee Process~ng (IDA) 116
Tessenei-Humera Rd. ( IDA) 80 154 12.3
Bede1e-Metu hd. (SIDA/IBRD) 1,900 588 449
Jirruna-Suntu Rd. (FRG) 645
Yabello-Moyale Rd. (FRG) - 356 491--

Total 1,900 1,693 1,159 1,6r.n

'10 of Total ASL Funds (20.8%) (1 ~. 9%) (1 ~.ryf,) ( LI .~l)
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III. PROPOSED AGRICULTURAL SECTOR LOAN IV

A. Purpose and Rationale

Although the lEG has not yet acted on tre draft Fourth Five
Year Plan (1974/75 - 1978/79), it will probably adopt the proposed
overall FFYP goals of accelerated output growth (6.0 percent) and
more equitable distribution of the benefits of social and economic
developmmt. Because agriculture dominates theeconoll\Y, the achieve­
ment of the output and equity goals will depend primarily on a higher
rate of growth of agricultural output (3.0 percent versus the past
growth rate of 2.2 percent) and on higher small farmer incomes based
on land tenure improvements and a reorientation of developrr~nt toward
rural areas. The core of the lEG's strategy for assuring that agri­
culture will contribute to meeting the overall output and equity
goals involves improvewent of agriculture in already settled areas
(primarily through intensification of credit and extension programs
for small farmers) and greater emphasis on land development and
settlement. Support of this strategy will require that the lEG
focus on overcoming constraints in the areas of land tenure, rural
infrastructtTe, researCh, credit and cooperatives, marketing and
program design and administration. This strategy and its supporting
programs is in agreement with the IBRD Agricul tural .sector Survey
(January 1973) and was generally endorsed by the second meeting of
the Consul tativp. Group for Ethiopia (July 1973).

The proposed Agricultural .sector Loan IV will provide local
currency resources for the first two years (FY 1975 and FY 1976) of
the FFYP period and is addressed at constraints to achievement of the
lEG goals at three levels. At the "macro" level it addresses the
overall domestic resources gap, which the lEG estimated at U.S. $570
million for the FFYP period. (The estimate was made prior to the
recent granting of military and civil service pay increases; calcula­
tion of the new estimate has not been completed.) The ASL IV will
help assure that the local resource constraint does not impinge on
the lEG's strategy for the agricultural sector, which has traditionally
been underfunded in Ethiopia. This is particularly important now in
view of the i~creased pressure on the development bUdget generated
by the military and civilian pay increases. At the "policy and pr'Jgra~H

level the loan is addressed at supporting lEG efforts to deal with
some of the agricultural sector constraints listed above. Through
inclusion of selected problem areas in the undertakings section of
the loan agreerrent, and through review of these problem areas with
the IEG prior to AID approval of releases, the loan will assure Hpl t
policies and programs aimed at overcoming certain constraint::: receIve
the necessary :Impetus through the provision of ASL IV and contimled



The empha·sis on the equity goal through the focus on small farmer
production and incomes is what primarily distinguishes the proposed J""

Agricultural Sector Loan IV from its predecessors. Proposed changes

It sho~d be noted that small farmers and herders as a target
group make up about 80 percent of Ethiopia's population and probably
comprise thp. lowest 80 percent in terms of the .distribution of wealth
and income in Ethiopia. Because only about one-fourth of this group
can be reached now or in the near future via the existing road system,
the effecthre target group in the near term (that group now susceptible
of being reached) consists of this 20 percent of the people, or about
one million farm families, who are accessible by vehicle and thus have
potential accese to rrarkets and modern inputs. This group is likely
to be better off than the groups without physical access, and would
make up roughly the 60th to 80th percentiles of the income distri­
bution. ReEl.ching the "lower 40 percent" with modern inputs will require
decades of concerted lEG efforts to expand Ethiopia's rudimentary
rural road system, although some social services can be made available
mre quickly because access is less dependent on vehicular access arJfl
the associated low transport costs. .r

...
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The ASL IV is directed primarily at increased small farmer pro­
duction and incomes. In general, these are the activities which will
make the greatest contribution to achieving both the lEG output and
equity goals. Small farmers produce the· bulk of Ethiopia I s agricultural
outputs and account for the bulk of the low-income population. More­
over, the fact that land and labor is abundant in Ethiopia, while
capital is scarce, dictates that most new employment creation will take
place in ag~iculture, presumably through the expansion of the number
of small farmers. Also, increased small farmer production and incomes
will have to provide mst of the resources for programs directly
affecting the quality of life of Ethiopia's poor, such as improved
nutrition and expanded access to water, health services and education.

high-level !EG attention. At the "project" level, the availability
of the additional resources provided by the loan will affect the
timing and rate of implementation of activities in the agricultural
sector. Since this effect will be more pronounced with respect to
new projects than other well-established projects, and since most of
the projects aimed at assisting small farmers are relatively new,
the overall impact on equity at the project level should be favorable.
In general, of ~ourse, the major impact at the project level derives
from the tecfillical and financial assistance provided by AID and other
donors for individual activities. The ASLs complement project activities
in agriculture by supporting the overall agricultural sector budget
and encouraging positive policy and program directions.
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in the qualitative undertakings, the reporting, monitoring and evalua­
tion procedures, and in the attribution process are all designed to
support this shift of emphasis, as is discussed further below.

The rationale for major assistance to Ethiopia through a loan
providing budget support to the agricultural sector is straightforward.
Agriculture is the sector most critical to rapid, broadly based
developlOOnt in Ethiopia; its rate of expansion is affected by a domestic
resource const~aint as well as a series of serious absorptive capacity
constraints. An agricultural sector loan of the budget support type
permits AID to address both the agricultural sector budget constraint
and absorptive capacity problems in one assistance instrument, com­
plementing project-specific assistance efforts in the agricultural
sector. A program loan could address the budget constraint issue but
would not be well adapted to addressing the policy and program aspect.s
of the agricultural sector absorptive capacity problerr~, since by
definition a program loan is designed to provide general balance of
payments and budget support for a stabilizat ion or general development
program. Also, the timing of the local currency generation under a
program loa"!} would depend on rate of drawdown of the import financing
provided by the loan, which could be a prob:"em in the small Et.hiopian
market. Likewise, an agricultural sector loan of the project support
type could address th~ budget and absorptive capacity constraints to
some extent, but the d,egree of budget support in any one period would
be conditioned by the pace of project implementation, and the influen6e
on absorptive capacity issues would be confined to areas in which the
lEG had already developed projects, i.e., to the less critical areas.
A series of direct project loans would sl~fer from the same defects.
The i'actDrs making the ASL mechanism the mst attractive will, of course,
change over time, and will be reviewed prior to considering agricultural
sector assistance for the period FY 1977 and beyond.

There 9.re several macroeconomic policy issues which affect the
agricultura:!. sector but which AID will not attempt. to influence using
the ASL. For example, an increased tax effort combined with devalua­
tion would make additional resources available to the agricultural
sector due to both additional revenues and to the increased number of
Ethiopian dollars generated by the U.S. dollar proceeds of the ASLs.
Policy rreaSl1.res aimed at mdifying factor and output prices in favor
of land- and labor-intensive production -- devaluation, increar:,·,:a
interest rateD, increased tariffs on capital gOOd3, f:t0. -- 'tlfJ'lJ rj

presumably improve the position of small farrrers by rH3W)lli"t,r, Jrtf;
extreme forms of mechanization by larger farmers and improving export
prospects fOI' crops which small farmers can produce (e.g., pulses.
oilseeds, horticulture crops). While both of these policy packages
VK:>uld reinfo:..~ce the impact of the ASLs, the ASL by itself does not
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B. Qualitative Undertakings

,f

2. Rural roads

1. Equitable land ownership and tenure

3. Expansion of small farmer production."

"Adopt and execute those policy and program measures which will
help overcorre the constraints to increased output and greater
equity in the agricultural sector in the following areas:

provide erough "leverage" to effect policy changes in these areas.
In conformance with AID policY,'AID will support the IMF and IBRD
in encouraging lEG policy changes in these areas, but will rely on
these institutions to take the lead.

The qualitative undertakings will be stated in the Loan Agreement
as follows:

The purpose of the qualitative undertakings is to support the
lEG in making necessary decisions in the three areas mentioned. The
qualitative undertakings are not intended to "pressure" the lEG into
reaching decisions which the IEG would not have reached in the absence
of the ASLs. Rather, by focusing high-level attention on certain
issues and providing an incentive to make decisions within a definite
time period, the existence of the qualitative undertakings should help
to accelerate tl~ process of lEG decision making. MOreover, the
association of the qualitative undertakings with AID's decision to
provide the ASL IV financing will encourage the lEG to give relatively
greater emphasis to programs in land reform, rural road development,
and small farmer production, both with respect to pace of execution
and level of funding.

The qualitative undertakings proposed for ASL IV emphasize the ~ .
lEG's equity goals by focusing on three policy and program areas

.which are crit~cal to increasing small farmer employment and incomes
in Ethiopia: land reform, local rural road development, and increased
production by small farmers. The undertakings are limited to sub­
stantive e~uity-relatedpolicy and program problems, and thus omit
absorptive capacity in the sense of improved capabilities for program
and project design and execution (Which is in any case addressed
directly by the AIDAgricult~lralSector Planning technical assistance
project). Qualitative undertakings concerning other equity-oriented
programs, such as village water development and general health and
education, have not been included because these sub-sectors are not
included in the definition of the agricultural sector for ASL purposes.
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The Loan .~reement will also include a condition precedent to
disbursement requiring the lEG to submit a statement of the present
status of polioies and programs in the above areas, and the progress
expected over the next five years by planned stages of intended
progress. The implementation letter will specify the policies and
programs which should be discussed in the lID statement. Under the
heading of "Equitable Land Ownership and Tenure" these will include
formulation anG implementation of policies governing distribution of
government land; legislation, policies and programs for redistribution
of land holdings; expanded programs in land mapping and registration
and legislationjand policies and programs concerning landlord-tenant
relationships. The "J.ocal rural roads" undertaking will cover the
expansion of or~oing rural road construction programs (such as those
for the dr0ught-affected areas) and initiation and implementation
of a national rural road development program. The "small farmer
production" undertaking will focus on research related to problems
of the small farmer (partioularly research on pulses, oilseeds, sorghum,
high-nutrition crops and small farmer technology), introduction of
new crops and improved production techniques to small farmers, and
establishme~t of appropriate institutional arrangements, policies
and facilitip.s for marketing by small farmers.

The lEG is in a good position to make significant progress in
all of the above areas during the next five years, given a continued
commitment to the FFYP growth and equity goals, continued expansion
of IEG admi~istrative capabilities, and strong support from aid donors.
Wi th respect to land reform, which is both the most important and
historically th~ most intractable of the constraints to increased
small farmer production and incomes, the new lEG has already announced
that it will grant government land only to Ethiopians who will actually
farm their ~oldings (a radical departure from past practice); will
introduce legislation limiting the size of land holdings and providing
for redistribution of excessive holdings and landlord compensation,
and will re--introduce legislation regulating landlord/tenant relation~

ships. In the present situation, the prospects appear good that the
government will be more aggressive ill pressing for land reform measures,
and that Parli ament will be rrnre receptive to proposals for reform.

The prcspects for positive action on rural roads also seem to
have improved. Although an IEG working group reconnnended in February
1973 that a IJcal Rural Roads Administration be established to carry
out a rural roads program, intra-governmental differences concerning
optimum administrative arrangements prevented the Council of MinIster:;
from acting. 'Ni th the recent appointnent of a new General Manager for
the Imperial Eighway Authority (IHA), the issue could be resolved
relatively quickly by the establishment of the rural roads unit with:r
the lHA, permitting the launchIng of a national program for rural road
construction.
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As for the constraints listed under "small farmer production"
research, introduction of innovations and new crops, and market­

ing -- the ~in policy problems recently have involved marketing,
since improved marketing arrangements for small farmers will involve
some degree of reorganization of existing IEG institutions. The
likelihood of resolution of the organizational questions has improved
recently with the completion of a detailed report which proposes a
particular institutional structure for marketing within the context
ofa comprehensive marketing project to be assisted by the IBRD.

C. Quantitative Undertakings

The quantHative undertakings of the ASL III Loan Agreement were
as follows:

"Assut'e that actual Borrower self-financed capital
expenditures on the agricultural sector (as mutually defined
by the Borrow and AID) in Ethiopian FY-1965 and FY-l966
(U.S. FY-l97J and FY-l974) increase reasonably over those of
Ethiopian FY-l964 and FY-l965 (U.S. FY-l972 and FY-l97J),
respectively, and at least by a percentage greater than the
percentBJe increase in domestic revenues; 11 and

I1Assure that actual total Borrower self-financed
capital expenditures in Ethiopian FY-l965 and FY-l966 (U.S.
FY-l97J and FY-l974) increase "reasonably over those of
Ethiopian FY-l964 and FY-l965 (U.S. FY-l972 and FY-l97J),
respectively, and at least by a percentage greater than the
percentage increase in domestic revenues."

These undertakings have two defects:

First, the undertakings cover only the capital side of lEG develop­
ment efforts and ignore the equally important operating activities in
the lEG recurrent budget which often effect the true developmental
impact of many vf the previously created capital budget outputs. To
the extent that operations are now as important as capital activities,
the present undertakings understate the actual IEG development effort.
Another related problem is that the ASL capital bUdget emphasis places
an irritating pressure on the normal lEG budgetary practices to
classify activities into the capital budget which would not be otherwi8e.

The second defect concerns the measuring of development performan~~

with respect to the growth of domestic revenues. In years of poor
revenue growth, the resultant lowering of the minimum acceptable
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performance standard for self-financing does not give the lEG an
incentive to increase domestic borrowing in order to maintain the
originally budgeted level of agricultural expenditure. On the other
hand in years of high revenue growth,usually caused by very favor­
able world market prices that are allIDst impossible to predict, the
lEG is unable to prepare and implement additional projects in order
to utilize the funds, and this consequently involves both governments
in a waiver-of-the-undertaking procedure.

Another desirable change would berrodification of the "agricultural
sector" as defined for ASL III so that it is more in line with the
concept used in the IBRD's Agricultural Sector Assessment of
January 1973. .

To overcome the first defect it is proposed that the "capital
expenditures" wording of the undertakings be replaced with "develop­
ment expenditures." Definitionally, total development expenditures
would equal total capital budget expenditures plus the ordinary budget
expenditures on "economic and social" services, except welfare, as
defined in the IEG budget -- Le., agriculture, mining, industry,
commerce, tourism, public works, roads, corrummications, financial
agencies, education, public health, and community development.

To deal with the second defect it is proposed that the fluctuating
revenue growth standard of ASL II and III be replaced by a constant
growth standard approximately equal to the average annual growth rate
of domestic revenues during the past three years (FY-197l-l974) --
i.e., 8.7%. The lEG has indeed recommended such a change in the und~r­

taking, as the type of undertaking mst helpful to maintain the increase
in government programs, and consequently expenditures necessary for
steady progress in agricultural development. In view of the recent
substantial new claims on government resources, continued AID emphasis
on expendit~J.res seems very appropriate. It is proposed, however, tha.t
the standard. be c1I&D&ed slightly from that of ASL II and III (8. TO to
7% for the tota~ development expenditure undertaking. In addition,
since it is ~n objective of both the IEG and AID to concentrate
increasingly on agriculture, it is proposed that the standard for the
agricultura~ sector expenditure be 8 percent.

In order to bring about greater agreement between AID and the
IOOD on the definition of "agricultural sector" the ASL N definition
would include all the programs listed in the indicative investrrent
plan of the IBRD Agricultural Sector Survey. In addit:i.on, the ACL IV
definition would include the malaria control program and the Imperiul
Highway Authurity's (IRA) non-primary roads on the basis of AID's
long-standing position that these programs provide significant support
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to agricultvxa1 development. The effect of this modification would
be to redt:.ce the scope of the agricultural sector as· defined by
ASL III by excluding village water supply, the now-terminated lEG
financial contribution to coffee diversification fund under the old
international coffee agreement, the industrial studies, the tannery,
and community development.

On the other hand, in order to correct for the first defect the
ASL III definition would be enlarged somewhat to include the recurrent
budget expenditures of theagricultura1 agencies and the cooperatives
program, and 13% of the recurrent budget expenditures of the IRA.
The allocation of IRA recurrent expenditures to the agricultural
sector is baaed on the USAID!Ethiopia calculation that 13% of the
FY-1973 maintenance expenditures recommended to IRA in the AID-supported
"Ethiopia :load Maintenance Study" were for the type of agricultural
non-primary roads already included in the agricultural sector on the
capital budget side. The net effect of these two modifications would
be to increase the size of the self-financed agriculture sector in
FY-1974 from about Eth. $44 million under the ASL III definition to
about Eth. $57 million under the proposed ASL IV definition. /

The proposed new quantitative undertakings for ~SL IV are as
follows:

"Assure that actual Borrower self-financed development
expendi tures on tre agricultural sector (as mutually defined
by the Borrower and AID) in Ethiopian FY-1967 and FY-1968
(U.S. FY-1975 and FY-1976) increase over those of Ethiopian
FY-1966 and FY-1967 (U.S. FY-1974 and FY-1975), respectively,
by at least 8,%;" and

"Assure that actual total Borrower self-financed deve1op­
rent expenditures in Ethiopian FY-1967 and FY-1968 (U.S. FY-1975
and FY-1976) increase over those of Ethiopian FY-1966 and
FY-1967 (U.S. FY-1974 and FY-1975), respectively, by at least
n."
Table VII gives a summary of actual and projected LEG self-financed

deve10pmmt expenditures on the agricultural sector, as well as of
total lEG self-financed deve10prent expenditures, and show the rela­
tionship of ASL funds to these expenditures. The table also presents
past and projected lEG performance with regard to the ASL IV ul1dertakiDs-'r~;.

While the projected performance for FY-1975 and FY-1976 is below t.hat
achieved in t~ preceding several years, it is still adequate with
regard to the standard; further.more it must be rerrembered that govern­
ment resources will be under heavy pressures during the next two years
and achieverent of the projected performance will require a substantial
effort on the part of the lEG.



UNCIASS IF rED
TABlE VII

rm LOCAL CURRENCY REVENUES
and

DEVElDFfttENT EXPENDITUR&S
fEth.$ Mi11101lS)

FY i97S FY 1976
lciget Projected

.- - - -- - ---._-
FY 1972 FY 1~13 FY 1974

___________________._Est.i~_ted_'

FY 1970 FY 1971

A. Total Domestic Revenues

Annual growth rate (%)

429.2 465.9

8.6

494.7

6.2

556.8

12.6

610.1

1/
7.5-

660,5

8.3

720

9

B. Development Expenditures

1. Total local currency
capital expenditures
(f..e., including ASL)

43.7 60.5 76,9 81.0 103,0 109.5 115

,
lQ
I

2. Total self-financed
capital expenditures
(1,e., excluding AS L)

43.7 51.4 66.2 71,4 88.0 89.5 93

PLUS

3. Total recurrent expenditures 137.4
on economic and social
services except welfare

1.8 162.8 188.3 224.5 256.0 285

~UAlS

4. 'i'otal seU-f~r:.aDi:lec!

de~e10pment expenditures
181.1 203.2 229.0 259.1 312,5 345.5 373

Annual growth rate ~) 12.2 12.7 13.4
1/

16.7- 10.6 9.4

1 I Growth rate computed after reduction of the FY 1974 budget figure to ezc1ude intrawgovernmental
transactions to ake it comparable with the FY 1973 figure. See minutes of J'anual"j" 1974 ASL
consultations for details.
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TABLE ViI

FY 1973IT 1972FY 1971FY 1970 FY 1974 r'Y 1975 IT 1976
__~ E~s:...t...:.:i~ted . B~~,!:'et__~jected

C. Agricultural Sector Expend.

1. Total local currency
capital expenditure on
agricultural sector

20.0 27.7 34.9 37.9 50.S-!! 59.3 60

MINtS

2. ASL-financed capital
expenditures

9.1 10.7 9.6 15.0 20.0 22

~UAIB

3. Self-financed capital 20.0
expenditure on agricultural
sector

18.6 24.2 28.3 35.5 39.3 44

t
U)
C.
t

PIIlS

4. Recurrent expenditure on
agriculture~cooperatives,

and 13% road maintenance

13.1 14.6 15.5 17.5 21.3 24.6 27

~UAIB

5. Self-finance~ expenditures 33.1
on agricultuftl develnpment

33.2 39.7 45.8 56.8 63.9 71

A~ual g~h rate ~) 19.6 15.4 24.0 12.5 11.1

1 / Includes anticipated FY 1974 Supplemental Budget of Eth$2 million.
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D. Vinanqlul Plan

The proce,=,ds of the loan together wIth the undl~;bur::;ed IJ:l/.:iW:(;

of ASL III will be used to purchase Ethiopian currency to finance
U.S. $20.3 million equivalent of the projected lEG agricultural sector
requirement~ for the first two years of the lEG Fourth Five Year Plan,
i.e., FY-~975 and FY-1976. The funds will be released on the basis
of the lEG budgets for FY-1975 and FY-1976, subject to quantitative
and qualitative undertakings set out in the Loan Agreement and restric­
tions stated in the Implementation Letter. The loan will not be
tranched, i.e., there will not be a second tier of Loan Agreement
conditions precedent to be satisfied prior to disbursement for FY-1076.

The antici.pated utilization by fiscal year of the proposed loan,
as well as the utilization of the previous ASLs, are as follows
(U.S. $ millions):

FY-1971

FY-1972

ASLI

3.65

1.35

ASL II

3.18

ASL III ASL IV

'J (I
./. ))

2.62FY-1973

FY-1974 (Est.)

FY-1975 (Est.)

FY-J.9176 (Eut.)

TOTAL

E. Implementation

5.00

1.82

5.00

7.07

5.31

15.00

4.42

10.58

15.00

4.44

7.07

9.'1'3

10.58

40.00

The ASL III Sector Loan Paper restricted the use of A3L
funds to 75 perwent of total lEG costs for any activities or 50 percent
in the case of activities f\IDded by other domr loans; it also restricted
the use of the funds to actual local costs, excluding imported items.

The IEG has informally requested several times that AID
drop the existing restrictions on funding attribution and generally
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simplify the attribution and reporting procedures, since these
represent n heavy burden on the lEG high and middle level staff
involved. The restrictions' on attribution have no sound rationale,
and take up time and effort which should be devoted to substantive
questions of IEG agricultural sector strategies and performance.
The "self help" restriction (ASL may not fund IOOre than 75% of the
IEG costs cf any eligible activity, or 50% for activities financed
by other donor loans) is simply redundant, since the lEG has met the
basic financial self-help requirement by complying with its quantita­
tive undertakiags of the overall loan. The self-help requirement at
the indiv;.dual activity level makes no additional IEG resources
available to the agricultural sector, but merely results in a longer
list of eligible line items to accommodate the restriction on ADL
funding.

The import cost restriction also accomplishes nothing in
terms of the ASL purposes. Since the ASL local currency has already
been purchased with the U.S. dollar proceeds of the ASL's, thus
making the <lollars available to the National Bank of Ethiopia (NEE)
as free foreign exchange, the attribution of ASL funds to import
costs of activities can obviously not make any additional U.S. dollars
available to the IEG.--the NBE merely allocates its own free foreign
exchange to the various agencies for their import requirements against
the local currency countervalue. The full U.S. balance of paYments
impact of the ASL's is felt at the time of purchase of the local
currency; thd use of those local currencies can have no further impact
on the U.S. balance of p~ents. Moreover, since the availability
of funding for import as well as local cost budget elements from ASL
can affect the level and timing of IEG support of proposed develop­
ment activities (particularly those new or expanded activities included
in supplemenT,al budgets), the elimination of the import cost rentric­
tion would considerably enhance the ability of lEG operating agcncle8
to undertak~ such activities in high priority areas.

Thus as 1iscussed above, these restrictions are non-functional
and serve to ctistract attention and effort from the critical agri­
cultural sector strategy issues at which the ASL's should be addressed.
Consequently, we propose that the restrictions be dropped, and that
the fund attribution process be based only on that degree of budget
detail neces3ary to determine that the funds are attributed to budget
heads or sub-heads which fall under the agreed definition of the
"agricultural se~tor". Table VIII shows the list of eligible agri­
cultural sector budget subhead activities eligible for attribution
of ASL funds. The funding and progress of individual activities would
be reported on and reviewed only as they relate to the selected absorp- •
tive capacity prcJlems included in the lEG's qualitative undertakings.
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AcrtvrrlES INCLUDED IN FY 1975 DRAFT BUOOET
AND

FROPmED FOR ATTRIBtTrION WITH AGRICUI:rURAL SECTOR UlAN IV FUNa:;

....

(Eth.$ 000)

Head 81 Agriculture

Sub-head .1 - Agricultural Services

Planning and Prog ra1llllling Unit
Pr03ect IdentifIcation and Preparation

Plant P14~uction and Protection
Qual'lln~ine Services
Crop Deve~.op_nt Study

Animal Huabandry
iinz Sheep Farm
Southern Livestock Project
Second Livestock Development Project
Livestock Project Preparation
Allibar.a Pilot Farm
Allideghi Livestock Trial Project
Allideghi Grazing Project
Lowland Grazing Project
Highland Grazing Farm
Aliibara Gr~zing Farm
Addis Ababa Dairy
VeteriDP,ry Field Services
Debre Zeit Veterinary lAboratory
Disea.e Prevention

Soil & Water Conservation

Manage~nt of state Forests
Raising of Seedlings
Forest Seed Center
Registration of Forest lAnds
Forestry Industry
Specie~ Suitability Trial
care of Seedlings
Implementation of Gov't Forest Services
Seedlings for Private Forestry
Afforestation

Total
Domestic Sources

26,950

4,006
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Total
Domestic Sources

Agricul~ural Education

Ambo Agr. .Institute
Jimma Agr. Institute
Holeta Fa~ Training Center
Mekele Farm Training Center
Kombolcha P'f\rm Training Center

,.0

..

Sub-head ~ - Agricultural Research

Institute of Agricultural Research
Dako Agr. Station
Awessa Agr. Station
Gode Agr. Station
Holeta Agr. Research Station
Melka Wer.a Research Station
Nazaret Hl,)rticultural Station
Ji_ Agr. Rt'!search Station
Mekele Agr. )t8search Sub-Btation
Coffee Sub-Btation
Other Research Stations

Sub-head 3 - Regional Agricultural Dev. Project

Chilalo Agr. Dev. Project
Ada Agri~ultural De"". Project
Wolla., ~r. Dev. Project
Mini... PlacJcage Program " Ext. Services
Hu_ra Agr. Dev. Project
IDwer Ad1aoo Agr. Dev. Project (Shire)
Southern Agr. Dev. Project
Strengthenine of Awash Valley Authority
Amibara In1.gation
Lower Plbin8 Multipurpose Project
Allblbara Settlement
Dubti Settle_nt
Lower PlailW Extension Service
Tibila Fe.sluility study
tamaro Gal~a Feasibility StUdy

Sub-head 4 - Rehabilitation of Drought Areas

4,679

11,416

4,000
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Total
u..-tic Sources

Sub-head 5 - ~Dd Refol'll

Govem.ent ~Dd Regi8tration
Adjudication and Cada.tral Survey
Land Cla••ification
Training aDd Research Inetitute
Map PrelN'ratiOD aDd Production
No_die Antas
IDIr Cost Settle.nt ProBraa

1,899

Sub-bead 6 - Prison Fuws(Blllati) 450

Sub-head 7 - Agricultural CreclittoS_1l PalW8n 500

Bead 82 (Part) - Hydrological Inv_tiptloDB 300

Bead 84 - Wattlr Resources Develop_nt 2,150

Sub-head 1 - Strengthening of .atloaa1,.ater.. 150
Re-'oure8i Comm8sion

Sub-bead 3 - River BaBin Studies 1,600

Blue Hile Observation
Gibe-omo niver Basin Study
Ge_le-Daft River Basin Study
Wabi Shebell1 Observation
Rift Valley take Study
BaI'O-Akab6 River Buin Study

Sub-bead .. - Northern River Valley Studt_

Sub-head 5 - Feasibility Study

Head 85 - Bond Construction

300

100

11,900

Sub-bead 1 - Direct

Feeder Roads

Te••eni Humen
Ho••ana-Bocfdo
Goba-Go~-Ghinir

~bour ~ject.

1,940
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S.rvice-t~-Trattlc

Ghilllbi-KurD1k
Azezo-Mete_
Areza-Ba1"8ntu
Bitata-Meelo.Qoba

Bailey Bridees

Sub-head 2 - Contract Project_

Secondal")"

Yabel04toyale

Feeder

lletu-Gore-Gu_ro
5th Highway. Prograa

Sub-head 4 - Rural Road Procra.

Bead 88 - lIS IV

Sub-head 6 - Aleaya CAlIPus

Teacher ae8idence8
Ad.tnistrative Building

Supplement~l Budget

TOTAL
====

AS L Financed

lEG Se1t,.flnanced

Page 4 of
TABLE VIII

Total
Do._tic Sources

865

540

1,895

6,160

500

99

2,000

43,399
=====-

20,000

23,399
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2. Environmental Considerations

Sinne the ASLs focus on bUdget support and policy improve­
ments and nat on individual project activities, MO 1214.1 is not
relevant to the consideration of ASL IV.

~. The anticipated implementation schedule of the fourth
ASL is as l'ollows:·

. a. Loan Authorization

b. Signing of the Loan

c.Satisfaction of Conditions
Precedent

d. lEG-USAlD mutual agreement on
initial release of ASL IV funds
for agricultural sector deve1op­
mEmt bUdget

e. Direct purchase of local
currency for deposit into the
Spec ia1 Account

f. Release of additional ASL funds.
Review by IEG-USAID of lEG per­
formance regarding the under­
takings of the loan

g. Final Loan Disbursement

F. Monitoring and Evaluation

•

June 1974

July 1974

October 1974

October 1974

February 1975

May 1975 and
releases as
needed

July 7, 1977

As n0ted above, the lEG will submit (as a condition precedent)
a statement of expected policy and program developments related to
the qualitative undertakings of the loan. This will provide the
basis for the IEG' s armua1 reporting. The lEn reports will be due
wi thin three mon ths following the end of the budget year (July 7).
The lEG annlla1 report appropriately updated and combined with budget
figures provided by the Ministry of Finance would furnish most of the
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information needed for joint lEG/AID reviews of lEG performance
prior to each release of ASL funds. The major joint review would
normally take place in the third quarter of the fiscal year.

In addition to its normal monitoring of loan implementation,
the AID Mission to Ethiopia will prepare a comprehensive annual
report following the major lEG/AID joint review. The report will
review lEG performance relative to the quantitative and qualitative
undertakings, and assess overall agricultural sector performance

.with emphasis on small farmer production and incomes •. For the latter
purpose USAID will develop a series' of indicators focused on the
IEG qualit3.tive undertakings (land tenure, rural road development,
research, introductionof innovations, marketing) but also including
the rate of growth and composition of overall agricultural output;
agricultural sector budget trends, small farmer production and
incomes using data from the package programs (CADU, WADU, MPP, Ada,
etc. ); and progress in the provision of rural services.

The proposed ASL IV will be evaluated by an outside team in
FY 1976, prior to consideration of furtrer agricultural sector lend­
ing. The loan will also be audited periodically by the AID Area
Auditor General's Office, Nairobi.

G. Relation to Other A.I.D. Activities

1. Relationship with Agricultural Sector Planning Project

The primary purpose of the expansion of the Agricultural
Sector Plannirg Project is to provide technical assistance to the
IEG in those selected areas included in the lEG's qualitative under­
taking under PEL IV. It is through this technical assistance that
USAID will maximize its impact on the project design process.

2. Other A.I.D. Activities Related to the Qualit&tiv~

Undertaking.

The Ada Project is A.I.D. 's most significant project oriented
toward direct assistance to small farmers. The Ada Project is focus­
ing on the experimental development of low cost integrated input
packages and low cost infrastructure for wide scale replication in
other parts of Ethiopia. The Pulses Diversification and Improvement
Project will provide the necessary research and extension development
for introduction of pulses production within the lEG's Minimum Package
Project for small farmers. The Rural Agricultural Development Project
currently proviQes technical assistance to the Minimum Package Project,
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and in the future will be expanded to provide assistance to rural
non-formal education. The Food-for-Work program provides significant
rural emploYJrent for srrall farmers.

Ia the future AID will probably be involved in intermediate
and long ra~e development assistance for the drought affected
portions of Ethiopia, and this assistance will be substantially
oriented t.oward small farmers. Assistance to the Southwest Develop­
rent program ('If the Ministry of Agriculture may evolve from the AIl.J­
financed feasibility study of the Southwest undertaken in 1974-75.
AID may also provide an assistance component to the IBRD/IDA nationql
grain marketing project which should greatly enhance the small
farmer's opportunity to more equitably market his products.

3. pther A. LD. Agricultural Sector Pro.jects

AID is currently involved in providing project and policy
planning assistance to the Ministry of Agriculttn'e, in providing
agricultural training in the U.S. for project related government
employees, and in supporting the multi-donor Rinderpest Eradication
Program.

H. Relation to Other Donor Activities

ASL IV funds will continue to support activities funded in part
by other international or bilateral donors. In implementing ASL IV,
USAID will cvnsult particularly closely with other donors involved
in activities affecting the lEG's qualitative undertakings.

I. Terms of Lending and IEG Ability to Repay

The IEG's outstanding foreign debt (including private loans
guaranteed by IEG financial institutions) increased from U.S. $204
million at the end of FY 1971 to U.S. $289 million at the end of
FY 1973, or by about 42 percent. It was distributed by creditors
as follows:
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TABLE IX

126.9
84.1
28.1 .
16.9
11. 7
9.0
8.9
1.6
1.4

.5

289.2

(Millions)

OUTSTANDING IEG EXTERNAL DEBT, JUNE 30.1973

U.S. $

IERD/IDA
United States
Italy
West Germany
USSR
Sweden
Czechoslovakia
United Kingdom
Yugoslavia
Netherlands

Total

It may be noted that loans to the lEG from the U.S. and IOOD/IDA com­
prise approAimately 73 percent of the total external debt outstanding.

The external debt servicing situation has been reassessed since
the preparatior. of the ASL III Loan Paper of April 1972 and the follow-
ing is a summary of that study which was previously reported in
TOAID A-154 of 12/10/73.

TABLE X P.B.OJEcrIONS OF ETHIOPIA'S EXTERNAL PUBLIC
DEBT SERVICE RATIO TO 1985

129.2. !2.li !2.7.2 1980 1r)85'
A. Total De~t Service

(Eth. :P million)

1. Based on IBRD 24.6 55.9 58.0 65.3 96.3
2. Based on FFYP 61.7 81.1 152.1

B. Exports of Good and Services
(Eth. $ million)

1. Based. on IBRD 400 488 626 734 888
2. Based on FFYP 650 908 1249

C. Debt Service Ratio ~A T B)
(%)

Most Probeble 6.2 11.5 8.9 7.? 'I. '/ J -

IBRD (Jt.1 ~ B.1) 9.; }~. ') I ( ). ;~

FFYP (A.2 t- B.2) 9 I 8.9 L~~. ~. )

High (A. 2 !- B.1) 9.9 11.0 17.1
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Table Y. shows four projections of the debt service ratio
computed from alternative projections, also shown in the table, of
debt service outlays (principal and interest) and exports of goods
and services. These projections were derived from the macroeconomic
projections made by the IBRD in its 1973 general economic report and
by the IEG fo!' its preliminary draft of the Fourth Five Year Plan
(FFYP) •

The IBRD report projects gross foreign loan disbursements to
reach U.S. $96.5 million by 1985 while the draft FFYP projections
indicate that u.S. $259 million will be required by 1985 to close
the balance of payroonts gap. To estimate the debt service for these
two projections of future new debt, it was assumed that all new
debt will have the. same concessiona1 borrowing terms (average grace
period of 9 yeers, average repayment period of 33.5 years and average
interest ra~ of 2.2%) obtained by Ethiopia on new commitments during
1971-72. The grant element of these terms is about 7CY!o which is less
than the grant element of current AID/DL, IDA, and U.K. commitments.

The debt service ratio judged "JOOst probable" was computed from
the debt service projection based on the lBRD report and the FFYP
projection of exports. The former was chosen because the underlying
IBRD projections of loan disbursements were presumably based on dis­
cussions with the donors while, on the contrary, the FFYP projection
is basically the projected requirement for achieving a target GDP
growth tarset. The FFYP projection of exports was chosen because it
was closest to 'i;he historical trend, while the lBRD projection seemed
unjustifiabJ.y low. Using this estimate, the debt service ratio is
projected to fall below the World Bank's 10 percent warning level 11
throughout the projection period ending in 1985. On this basis, it
is concluded that Ethiopia has the debt-carrying capacity to undertake
borrowing up tu its absorptive capacity limit provided it has con­
tinued access to the highly concessional borrowing terms obtained
during 1971-1972;, and maintains at least the historical trend growth
of its export earnings.

Thus A.I.D. concessional term lending (i.e. 40 years maturity,
10 years grace, and 2 percent interest during the grace period and
3 percent thereafter) would appear fully justified and in agreement
with the lBRr recommendation in its June 1973 general economic report.

11 An IBRD st11dy of debt service ratios of 79 countries during
1965-69 emphasized that only 19 had an average debt service
ratio of over 10%, and that these 19 countries include all the
countries which experienced debt crises and multilateral debt
renegotia~ions and reschedulings. See World Bank/IDA Annual
Report 1971, page 54.
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ANNEX· I: REVIEW OF AGRICULTURE SECTOR

A. Recent Studies of Agricultural Sector

Since pr€paration of the ASL III Loan Paper, there have been
several ilIlpJrtant IBRD, IEG, and AID assessments of the agricultural
sector which have helped to provide a firm basis for future agri-
cul tural progress in Ethiopia. In January 1973 the IBRD published
its "Agricultural Sector Survey" based on the findings of a seven­
teen man mission which. visited Ethiopia in the Fall of 1971. In
July 1973 the lEG presented at the second meeting of the Consultative
Group for Ethiopia "A General Framework for the Fourth Five-Year
Development Plan" which was based on the government's detailed
assessment of the agricultural sector. Finally, in December 1973
an "Assessment of the Ethiopian Agricultural Sector" was prepared
for AID. The following is a review of the above works which high­
light sector cDjectives, the key constraints, the strategies for
agricultural development, the resource requirements, other donor
programs ane areas of concentration, and the AID program in agri-
cul ture.

B. rEG's Oyerall Sector Objectives

Ethicpia~ economic development for the indefinite future will
be overwhelmingly dependent upon increased production in, and monetary
returns frOla, agriculture. The sector contributes approximately 50
percent of GDP, is the principal source of savings, produces nearly
all exports, and provides the livelihood for nearly 90 percent of
Ethiopia I s population.

The lEG has long recognized the importance of agriculture in
the goverr..ment I s overall economic planning efforts. But in the
preliminary Fourth Five-Year Plan strategy, the government has made
some important changes in the objectives of IEG agriculture sector
strategy. The Third Five-Year Plan tended to place the emphasis on
programs ill the commercial farming sec tor and on maximizing foreign
exchange earnings from agricultural exports. The Fourth Five-Year
Plan will emphasize increasing the income of the rural population
and expandir.g employment in the rW'al areas. In order to achieve
income and employment objectives, major emphasis will be placed on
programs to expand the production and productivity of small and
medium-sized fa.rms. Over the coW'se of the FFYP the lEG will expand
the scope of its agricultW'e programs to encompass and involve
several hundred thousand primarily 8ubsintencr:! level farm farrriltlc,:,
now untouched by government agriculture program8.
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Since UJe employment and income distribution benefits derive
from increased growth in the agriculture sector, the !EG will seek
to achieve an overall rate of growth in the sector of 3.1% per
annum V8. an estimated growth rate of 2.2% over the past decade,
and an 8.5% annual rate of growth in connnodi ty export earnings
which would more than double· the rate of growth of the past ten
years.

C. The Key Constraints

The impediments to agriculture sector growth and development
in a country as relatively little developed as Ethiopia are numerous,
overlapping~ and mutually reinforcing. There is a general consensus
among most donors, largely shared by the IEG, that the following
represent tnemost critical constraints impeding growth in the
agriculture sector: .

1. Land Tenure

M0re than half of Ethiopia's cultivated lands are farmed
by tenants who make up more than half of Ethiopia's rural
population. There are numerous forms of land tenure arrange­
ments, mar..y of which are extremely complex. In some areas of
the ~orth right to tenure is based on kinship, lineage or
tribal ti~s rather than individual ownership. In other areas,
large -- often absentee -- landowners have holdings worked by
poor tenant farmers who usually pay from one-third to one-half
of their annual production in rent, and who must often provide
other services to the landlord as well. These tenants normally
have little, if aqy, security of tenure and may be evicted wi~h

little advance notice. Since the landlord normally will not
reimburse the tenant for any capital improvements, or for
expendItures for such inputs as fertilizer and improved seed,
the tenant has little incentive to make such improvements or
to increaSe productivi4Y.

In addition, population pressures and traditional land­
holdir~ practices lead to fragmentation of land holdings into
increasingJy smaller plots. It is common for a tenant farmer
to have several non-contiguous plots several kilometers apart,
each of which is less than one hectare.

Finally, Ethiopia has no proper system of land registration.
The poundRries of holdings are not recorded, there is no good
basis for determining the incidence of land tax. There is not
even a very clear picture of the extent of, or boundaries to,
Ethiopian government land.

J
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All of these tenure problems taken together act as a
severE' constraint on the modernization or development of agri­
culture, They serve as a disincentive to investment and to
increasing productivity.

2. Lack of Rural Roads

The vast majority of Ethiopia's farmers are not served
by the present road system. It has been estimated that only
25% of Ethiopia's rural population is within a half-day's walk
of a road. Development in the transport sector during the
first three Plan periods was focused upon arterial - primary
and seccndary - road construction, with little having been
done tv provide the interconnecting capillary or local rural
roads.

Without some form of farm-to-market and feeder/access
roads, IEG agriculture programs cannot reach the farmer. He
cannot obtain improved inputs, or extension services, nor
does be h~ve adequate access to markets for his product. The
lack of these roads was instrumental in the decision to locate
the first group of Minimum Package areas along already existing
primary and secondary roads and thus, by necessity, denying
their tenefits to vast numbers of farmers unlucky enough to
live more than a few kilometers from a trunk road. As MPP and
other government programs expand, the development of low cost
rural road8 must, by necessi4Y, precede them.

:3. iidministrative and Manpower Problems

There are numerous autonomous and semi-autonomous agencies
operat~ng in agriculture, many of which do not pUblish
their budgets or related financial information. Budgets of
the ministries (other than MinAg) are not organized in a manner
to make possible identification of spending in the agriculture
sector. In general, planning and implementation by these
various agencies has been fragmented, uncoordinated and
occasionally contradictory.

T~e~e has been criticism, both within the IEG and by
donor agencies, over the slowness with which program and project,
planning proceeds and, while there has been some improvement,
in the Planning and Programming Department (PPD) of the Minist,ry
of Agriculture, there is still much to be done. Similarly
there h'ive been problems with project implementation. The
ministry hopes to strengthen the Extension and Project Imple­
mentation Department (EPID) as a partial response to this
problem.
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There is a continuing need for trained manpower in the
agri~ulture sector. The IBRD Survey states that " ••• the
present staff of manpower, plus planned output levels, are too
low to meet the requirements ,of a meaningful development program
for agriculture, particularly for personnel at the middle and
lower levels." Many of the improvements needed may be produced
Qy edu~ational changes recommended in the Education Sector
Review (assuming that the ESR recommendations are implemented
in mor~ or less their present form). A strengthened education
program in agriculture is also included as part of the IDA III
Loan for education, and additional programs in this area would
also, presumably, be included within IDA IV in 1975-76.

Lastly, there is need for clarification of policy guide­
lines and a much stronger sense of policy direction. Many
ongoing projects now suffer from poor policy coordination.
If there are to be increased numbers of expanded activities
in agriculture the management system through which policy is
effect~ated must be made more effective.

4. Availability of Modern Inputs

Few Ethiopian farmers are now able to obtain modern
agricultural inputs from any source. In most of rural Ethiopia,
credit is available only from private money lenders at usurious
rates. There are few batiks in Ethiopia and most are located
in urbEln centers. lEG credit programs for peasant farmers are
limited to the MPP and other package projects. The Agricultural
and Industrial Development Bank (AIDB) which provides funds for
the MPP program through EPID is fairly new and is not staffed
to make loans directly to small farmers.

Thus, very few farmers have access to packages of improved
seeds, fertilizer, pesticides and animal pharmeceuticals. The
MPP is designed to make available packages of improved inputs
to farmers 'Jnl.y in MPP areas. By 1980, roughly 500,000 of
Ethiopia's more ,than 4,000,000 farm families will be covered
by the Ndnimum and Comprehensive Package Programs.

5. Agriculture Marketing

A responsive and reliable agriculture marketing system
for Ethi09ia simpley does not exist. The small quantities
typicall~T sold by the individual farmer are handled by a com­
plex system of small traders and merchants who typically have
high costs arn high margins because they deal in small lots.
There is a minimum of competition at the local level and the



2. Agro- Industry: Coffee Processing

~ 3. Water Resources ~velopment

Hydrological Invest~gation

Water Resources Commission

Rural Water Wells

River Basin Studias

4. Agricultural Roads

Bedele-Metu Road

Secondary Roads

Feeder Roads

Service-to-Trafflc

FY 1971

200

200

2,607

1,900

225

342

140

FY 1972

588

579

1,417

1,046

Page 2 of
TABLE IV

FY 1973

1,733

73

587

1,073

449

717

369

490

Projected
FY 1974

200

3,264

94

173

1,500

1,497

576

1,260

884

5. Agricultural Credit and Marketing 2,320 834

Agro-Industry Development Bank

Credit to Small F.rmers

6. HSIU--Ale..a college~Agr1.

7, Community Development Centers

~~

2,320

279

834

218

192 179 240
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C. Attribution of Funds

Attrjbution of ASL I, II and III funds by type of activity is
shown in Table III. The table shows that the trend in ASL expendi­
tures has beep to increasingly concentrate on the agricultural
agencies such as the Ministry of Agriculture, the Ministry of Land
Reform and Administration, the Awash Valley Authority, and the
Institute of Agricultural Research. Table IV shows the ASL expendi­
tures in mure detail.

All t·hree loans contained restrictions on the use of funds for
other donor loan-supported activities (see para. E below), and the
implementation letters for ASL II and III contained restrictions on
the use of funds to finance off-the-shelf imported items. The
latter restriction was effected by limiting the use of ASL funds on
any given activities to 75% (or less where equipment categories
which were pre3umably imported constituted major items) of total
domestic financing.

D. R~lation to Other AID Activities

Table V below shows that between FY 1971 and FY 197:3 an increas­
ing fraction of ASL expenditures have been in direct support of other
AID activities. The projected decline in FY 1974 results primarily
from the planned slowdown of the Southern Livestock Project pending
completion of a large IBRD study of the region, and a reduction of
IEG expenditures on the Minimum Package Project as a much more than
compensatir~ increase in donor resources is being utilized to more
than double the size of total expenditure over that in FY 1973.

TABLE Y
ASL FUNDS USED IN SupPORT OF AID-ASSISTED PROJECTS

. (Eth. $000)
Projected

Pro,ject FY 1971 FY 1972 FY 1973 FY 1974

Southern Livestock 400 525 158 150
Agricultural Advisory Services 200 166 71 164
PL 480 Title II FFW Reforestation 236' 283 259 397
JP 15 Rindel'peet Campaign 13 42 80
Ada 49 264 467
Minimum Package (since FY 72) 307 1320 328
HSIU-Alemaya Campus 218

Total 836 1,561 2,1l4 l, )~~6

%of Total ASL Funds (9.2%) (17.1%) ( 21/)%) (!(j.Cj,)
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small ~'armcr ha:J Ii t,tle bargainin~ power vis-a-vis the local
odd lot trader. The Ethiopian Grain Corporation, as currently
set up, deals principally with large scale commercial producers.

Ma~ket information is not widely disseminated and wide
margir.s, market spread, and seasonal price variation tend to
go unchecked. In the absence of relative price stability,
neitner the farmer nor the potential lender are overly willine
to take risks, to invest heavily or to expand production on a
long-term basis. The development of a rationalized marketing
system involving better dissemination of price information,
incre~sed competition, the eventual development of marketing
cooper&tives and price stabilization is a necessary ingredient
in any meaningful agriculture development plan.

6. Research and Information

Ouly a bare beginning has been made in applied and adaptive
agriculture research in Ethiopia. Many important agriculture
products including pulses, oilseeds, coffee, livestock,
forestry ~nd fisheries, require considerably expanded research.
Research data which has been developed on cereal crops needs to
be augmented. Ties between Ethiopian researchers and their
coller,gues in relevant research programs elsewhere in the
world need to be strengthened.

The principal agriculture research organiza tion in I': thiopia ­
the Institute of Agriculture Research (1AR) - has only been in
existence since 1966. Since its outset it has been hampered by
inadequate budgets, difficulty in timely recruitment of expatriate
staff and in the limited supply of trained Ethiopian researchers
available to work with TAR.

There needs to be considerable emphasis placed upon expand­
ing and upgrading TAR's overall research capability over the
FFYP period. According to the IBRD Ag Sector Survey the research
progran should concentrate on the development of input mixes
which will have a high impact on production, a good economic
return and which can be easily integrated into the major farming
systems. In addition long range research should be undertaken
in crop3 which could be better adapted to the Ethiopian environ­
ment in order to speed efforts at diversification. Also,
research is required in such basic areas as irrigation teChniques,
cropping practices, improved tools and farm implements, in
forestry, and in erosion control (approximately $300 million
worth of nitrogen alone is lost annually via erosion, not to
mention considerable quanti ties of phosphorolls, caldlilll and
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other elements plus the loss of the soil itself). Lastly,
Ethiopia needs to be more closely tied into the worldwide
agricul.ture research networks for crops such as cereals,
pulses, fruits, vegetables and fibre crops.

D. rEG :?lanning for Agriculture Development

During the 1950's the lEG commitment to agricultural develop­
ment was very modest. Agriculture received less than 5% of total
public in,-estment which was otherwise largely committed to improve­
ments in the transportation system, to defense and to urban
education.

The period of the First (1957-61) and Second (1962-66) Five
Year Plans saw some increasing government concern with, and invest­
ment in, the agriculture sector. Emphasis was on large-scale farm
activitied and the establishment of agriculture service institutions
such as the Awash Valley Authority, and modest levels of agriculture
research. There was increasing attention devoted to technical
training, extension cooperatives and community development.

In the Third Five Year Plan period (1968-1973) major emphasis
in the agriculture sector was placed on accelerating the growth
rate through development of both large and small scale agricul tl.!re •
But, by 197:3 only about 5% of the 4 million rural families in
Ethiopia h~d been even minimally exposed to modern agriculture
technology.

The agriculture strategy to be employed during the FFYP period
will focus i~creasingly upon improvements in small holder production
in settled areas (using the Minimum and Comprehensive Package pro­
grams as the principal vehicles) and upon land development and
settlement programs in less populated or unpopulated areas. In
addition, the lEG will continue to encourage commercial agriculture
through gredually expanded programs in commercial irrigated agriculture
and efforts in researCh, marketing and credit.

1. The Small Farmer Strategy

a. Minimum Package Program

The lEG Minimum Package Program (MPP) is th.~ ba'lY.:L()[I~

of the lEG's small farmer strategy and will bf~ f~Xpftrlr]{,rj

considerably during the FFYIJ p8I'iotl. ThllJ rJY'(JI~J"IHI, whl',h
foccses exclusively on small and rneditlrn-fdz.r~r] /'n.rrn(:r':: wi I,h
holdings of 20 ha. or less (an estima ted 80-8510 have 1(~:;1:

than 10 ha.) is to be the largest single effort of the lEG

-•
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rlirected at increasing the production and income earnings
of Ethiopia's poorest people. Assisted principally via a
series of proposed IDA loans, the MPP will continue to
feature delivery of a minimum-cost package of inputs to
interested farmers in MPP areas. The number of these
a-reas, each containing approximately 10,000 farm families,
will be expanded from approximately 48 at the end of 1974
to 90 or more by 1980. In addition, many of the 'new areas
rill be in more remote sec tions of the country which will
be opened up to trade and transport by penetration road
construction to be undertaken under the new MP programs.
During the FFYF, the MP program will develop local market­
ing structures, which would eventually develop into farmer
00operatives, and more diversified input packages, as well
as au. increasingly strengthened extension service.

The MP program does not address the land tenure con­
straint directly, but relies on the "model leasell concept
in some areas to attempt to secure a modicum of security
from eviction for tenant farmer participants in the program.
It is, however, unclear to what extent model lease arrange­
l11ents have served to reduce the rate of, or deter, eviction
in ~AP areas.

One important new project component to be added to the
NIP program is the development of pulse production on small
and l£.edium-sized farms. This program will probably be
initiated in FY 1975, and will be composed of three phased
stag~s: research, implementation/extension and marketing.
Over the five year lifespan of the project, as currently
envisioned, 12,000 small and medium-sized MPP farmers will
benefit from the program.

b. The Package Program

The comprehensive packages programs: CADU (Chilalo
Agri-:lulture Development Unit), WADU (Walamo Agriculture
De'"elopment Unit), and ADDP (Ada District Development
Project) established during the TFYF period are designed
to test experimental packages of inputs in a variety of
infrastructure settings. As pieces of these experimental
projects are proved successful they are grafted onto the
M? program either as improvements in the basic package of'
inputs, improvements in administrative procedures, or as
a mere sophisticated second or third phase input package
for those MP farmers who have demonstrated their ability
to graduate from the simple first phase package.
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c • Land Tenure Program.'>

The IEG appears to reco["nize Lha L ehanw~,~ 111 ]':1rl'1

tenure arrangements are critical to agricultural develop­
ment generally and to improving the lot of Ethiopia's rural
poor specifically. However, there is general acknowledge­
;nent that there are limits to what the government can hope
to accomplish in the short and medium term to substantially
ameliorate the land ·tenure constraint to development.

A package of proposed legislation has been developed,
and the first piece of this legislation - designed to
i.ncrease security of tenure - has been approved by the
government and has been in Parliament for consideration
dlU'ing the last three sessions. Thus far, Parliament has
failed to approve the proposal due to oppositi.on by both
veeted land holding interests who feel the legislation
goes too far and by liberal elements who feel the legis­
lation does not go far enough.

In the absence of legislation, government programs
to resolve the tenure constraint are obviously hampered.
Nevertheless, the FFYP outlines several initiatives to be
taken by the government over the Plan period which will
address some aspects of the overall land tenure problem.
There are to be expanded programs in land survey and
registration in order to clearly delimit the extent and
nature of government lands and eventually to improve the
land tax system. In addition, the IEG recognizes the need
tc improve the government's capacity to implement legis­
lat~ve and executive decisions in this area, as they are
taken, in order to avoid problems of inertia and lack of
momentum.

The Ministry of Land Reform Administration (MI.RA),
organized in 1966 to implement land reform initiatives,
wi:l continue to require strengthening in its middle and
s3nior level manpower ranks. To this end UNDP has agr8ei
to provide assistance through FAO to help the IEG es tablish
a Land Reform Training Institute in CY 1974. The in::.; t;i til t,r;,

under the auspices of MLRA, would train Ethidpian technician:::
in the various specialities required over the coming years
to inplement land reform initiatives.

The government has considered two separate but com­
p~ti.ble programs for settlement of landless farmers and
evicted tenants from the Ethiopian highlands in the four
west and southwestern provinces of Wolega, IIIubabor , Keffa
and Gemu Gofa.
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The first program - "accorrnnodation settlement" ­
would be managed by MLRA and assisted by mHD, woul r}

f03us on removing major constraints which now prohibit
or deter settler movement into underdeveloped areas.
Gov~rnment activities might include mosquito and tsetse
fly control, construction of access roads, provision of
village water supplies, and an outline plan for the over­
all development of the accommodation areas.

The other program - "agriculture development settle­
ment" - would be administered by the Ministry of Agriculture
and might contain all the facets of the accommodation
settlement program plus the development, and provision to
t~e farmers, of a package of improved inputs for assisting
agI'icul ture produc tion.

These alternative approaches would be reconciled by
the lEG early in the Plan period. During the course of the
Plan many thousands of otherwise landless small farmers
will be settled in high potential areas of west and south­
western Ethiopia. Success in these initial programs will
eventually lead to additional settlement programs in other
parts of the country •

d. Agriculture Research

Agriculture research, especially as it relates to both
the MP and comprehensive package program, is to receive a
substantial increase in resources allocations during the
FFYP period. The Institute of Agriculture Research (TAR)
will receive a large share of the U.S. $17 million which
~he lEG is tentatively earmarking for capital expenditures
in research related to agricul ture. This will be divided
bet~een agronomic and animal husbandry research and research
on cultural technique and production methods which are
battor suited to Ethiopia's needs than are those presently
employed. A major emphasis will be placed on finding
meth0ds of improving production efficiency for those agri­
cw ture coromodities which have the best prospec ts for
diversifying highland agriculture and for increasing export
volume and/or value.

e. Marketing

As indicated above, the small producer is unable to
maxLnize his returns because the marketing system, as it
is now constituted, constrains him to sell his product to
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privo. te buyers immediately a(' tcr' Lhr, harver] L whr,n pr'oj r:r;:;

are at their lowest levels. The development of.' a morr;
equi table marketing struc ture initially for grain Cl'OpU,
Jut eventually for other products as well, is to be given
high priori~ during the FFYP period.

The IEG is now in the process of planning a major
revision of the government's current grain marketing
a~tivities. The Ethiopian Grain Corporation would be
reorganized into a new organization perhaps to be called
the Agriculture Marketing Corporation. The Mlt.C would
expand activities at a fairly rapid rate to cover 0.11 of
the important agriculture areas of the country by 1980.
The program would establish government buying stations
in the principal grain areas, develop increased storage
capacity at the regional and provincial level, and would
attempt to reduce transport and other intermediate costs.
The .~C would also improve central administration,
espeoially financial management, of the IEG's marketing
mechanism.

The overall objectives of the new organization will
,be (1) to reduce intra-year and inter-year fluctuations
in prices for the major agriculture products; (2) reduce
the costs of performing normal market functions - trans­
por~tion, storage, grading, processing, etc. - and so
reduce consumer prices and/or increase returns to the
pro~ucer; (3) increase product quality; and (4) enforce a
standardized system of weights and measures throughout the
country •

f • Rural Roads

An lEG working group on rllI'al roads development was
established in 1972 to study the prohlernn and r:IJrHJ1,!"tif j l,1i

impdding the development of low-cos t; p(m(~ I;rli t.l (In IIHJ 1"1.("f!I­

to-market roads in Ethiopia, and to make recomrnenda t, iorw
"for breaking the impasse, which constitutes one of the
gre:atest bottlenecks in the development of the country."
The working group submitted a lengthy report to the govern­
meLt in 1973 calling for development of a national local
rural roads program as quickly as practicable. Inter alia
the group concluded that:

1. There must be a coordinated program of rural
roads development in Ethiopia;

•
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2. The :3tandards and COl; I.::; of ouch r'(jlJ.d[J rnllS t, ll(~

adjus t.ed substantially downwardr.:; from thn
present IHA service- 1,0- Lruff'Je :: Llwdllr'(l;

:3. The increased boost to the econ01l\Y from an
expanded rural road system would provide
(after a substantial lag) the incremental
revenue base to finance total maintenance
costs of an enlarged road network; and

4. The rural roads system would: improve access
to markets and help accelerate rural develop­
ment, create construction and maintenance jobs
in rural areas, and foster increased local
participation in development.

The Working Group indicated that the IEG would have an
initial capacity to construct about 1,000 kin. of these low
cost rural roads per year, but that, as experience was gained
OVEr time, this capacity might expand to 3,000-3,500 krn.lyr.
by 1980. At first local rural road construction vmld be
tied principally to MPP expansion, and minimum standard
roads for the comprehensive package projects.

Once the pilot awraja program is underway and the
local awraja administrations are functioning, it is
envisioned that these organizations would serve as the
focii for determining priorities for local rural construc­
tion and would assume responsibility for maintenance of
roads once constructed. The recoIIBl1endations of the Working
Group have no t, yet been approved by the Council of Ministers.
MOSG observers both wi thin and wi thout the government feel
that IEG action is of utmost importance because of the
urgent need to move into the implementation stage as soon
as possible.

2. The Export Strategy

The second principal objective of FFYP planning in the agri­
cultur~ sector is to markedly increase Ethiopia's export earnings.
This oQjective is not entirely unrelated to the small farmer
strategy, since, as in the case of pulses and coffee a large
portion of increased small farmer production would flow directly
into the export market.

The IEaD report "Recent Economic Performance and Future
Prospects in Ethiopia" (June 1973) looks at needed export growth
in the lexger macro-economic context and notes that the overall



ANNEX I
-12-

rate of growth in exports of something like 8% will be required
if the economic growth rate is to reach 6% and per capita
growth is to reach 2-2!%. Given the limited growth potential
for coffee, export expansion will have to come in large part
through diversification efforts in agriculture, and possibly
mineral exports such as copper and, if current exploration
efforts are successful, natural gas or petroleum. Significant
levels of export of manufacturers will not be achieved during
the FFYP period.

In aldition, according to the IBRD, the export strategy
depends heavily upon the requisite pricing, monetary exchange
rate, and other incentive factors which rEG financial and
monetar,y authorities must address.

Co~fee will undoubtedly remain Ethiopia's leading export
and foreign exchange earner for the foreseeable future and,
as such, will be a major area of program emphasis. Drought
and coffee disease are currently hampering production and are
likely tl") continue to do so in the near term. Offsetting this,
to SorliE' degree, is the likelihood of the current high world
prices continuing for the next 2-3 years and possibly beyond.
The emphasis in Ethiopia's coffee-related programs will be
upon improving qUali4Y and in increasing the percentage of
improved to unimproved coffee within total coffee exports.

Iivestock. Even though livestock and related activities
have increased in value from U.S. $16 million in 1968 to $35
million in 1973, the Agriculture Sector Survey concluded that,
in terms of its potential contribution to the economy, the live­
stock sub-sector was contributing less than any other agriculture
sub-sector. Thus, the improvement potential is very great and as
a resul~, the FFYP gives a high priority to development in this
sector. TI!e major components of the proposed program would
include: infrastructure improvements relating to animal health,
production research, educational and marketing services, and
projec+.s which would channel technical and financial assistance
directly to livestock owners.

COmmercial-scale agricultural projects - primarily irrigated
projects under the aegis of the Awash Valley Authority (AVA) -­
will also continue to receive 'government resources. The relative
priori4Y of these projects compared to small farmer programs
will not 1:e as high as in the TFYP.

The AVh has thus far developed 55,000 ha. for irrigated
agriculture (primarily cotton, sugar and tobacco) of an esti­
mated 175,ODO ha. suitable for such development. During the
FFYP the AVA will continue to developcornmercial irrigated
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agricwture projects oriented primarily for export, but it is
anLicipatccl that, nome planned settlement or small farmers and
nomads will take place along certain portion.s of the Awash
dllring tr..2 Ji'I''YI' p(~dod.

E. Renource Requirements

In the absence of an IEG approved indicative funding level for
projects ane programs in the agriculture sector budget, the IERD
Agriculture Sector Survey projections serve as the best available
indicatior. of resource requirements in the sec tor. The survey se ts
out a 10-yelir "Indicative Development Program" for the sector (includ­
ing a modest amount of rural road construction). The projected cost
of the first five years of this illustrative program in agriculture
is approximately U.S. $240 million (of which $20 million is for
roads) •

In FY-1972 and FY-1973 IEG self-financed expenditures in agri­
culture averaged 3.6J& of total self-financed expenditures or about
U.S. $9 million per year. The best estimate for FY-1974, the last
year before the FFYP goes into effect, is that agriculture will
account for 3.SJ& of total self-financed expenditures of approximately
U.S. $JlO million or $ll.S million. Given the rate of increase of
10.7% annually over the past 5 years, the IEG self-financed total
expenditures tn the agriculture sector during the FFYF period should
be in the rcnge of $SO to $100 million. The remainder, or about $lJO
million, would have to be met by external donor assistance. Given
what is known about donor plans and assistance projections, this
level of $lJO ~illion per year should be reached. Much depends,
however, on the ability of IDA to secure sufficient replenishment
funding to engage in the level of lending which it desires to under­
take in Ethiopia during the 1975-79 period.

F. Other Donor Programs and Areas of Concentration

There are a number of bi~eral and multi-lateral donors which
have been, anc~ will remain, active in the agriculture sector. The
most importa.lt in terms of total resource transfers are the IBRD/IDA,
UNDP and Sweden. with the Federal Republic of Germany, Italy, France
Japan and the UK also being substantial donors. The USSR, Yugoslavia,
the People's R~public of China have in recent years provided sub­
stantial, multi-purpose credit agreements totalling more than $200
million. 1'hese latter credits have been drawn down very slowly.

Total napital aid to Ethiopia has been increasing due principally
to expanded lending by IDA. Current forecasts see IBRD/IDA heavily
involved in MPP expansion, comprehensive package projects, livestock,
accormnodatioIt settlement, irrigated agriculture, agricultllr0 -r l ·1HL,·,j
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education, long-range drought rehabilitation and local rural road
construction, among other things, over the next five years.

The UNDP also plans an expansion in its program in Ethiopia
during the 1975-80 period. During 1972-76, UNDP has projected a
technical cssistance program totalling $20 millio~ For 1976-81,
UNDP is tent~tively projecting a technical assistance level of $39
million -- almost double the current level.

The TJNDP technical assistance program is to be further
rationalized and "tightened" in the Country Program Paper now
being prepared. Based on present plans, the following are to
be the major FFYP efforts of the UNDP and related organizations
in agriculture: planning assistance to the Ministry of Agriculture
and the Ministry of Planning & Development (in conjunction with
IBRD), research assistance to IAR, assistance in developing and
staffing the Land Reform Institute, plus other land reform assis­
tance, assistance to MPP and the comprehensive package projects
through FAO, assistance to the Awash Valley Authorit.Y, technical
assistance to the AID Bank, assistance to livestock development
(including vet~rinary medicine and rinderpest), a small amount of
technical assistance to the Dairy Development Agency, and,
potentially, considerable short, medium and long term assistance
for drought and famine relief. In addition, WFP is planning
reforestaticn projects in Eritrea, Tigre and Wollo using Food-for­
Work commo~i ties to be supplied by the U. S.

Swedish technical assistance currently running at $6-7 million
per year will not show a downturn during the FFYF period, and may
show an increase to something like $10 million per year. An increase
above this level, however, would depend upon the Ethiopian govern­
ment's undertaking a substantial effort to improve the land tenure
relationships between tenants and landlords. Sweden will continue
to support t.."'1e MP Program, CADU and!AR. In addition, Sweden may be
willing to support the local rural roads program.

The U.K. will continue to assist the Ministry of Agriculture
with traineu expatriate manpower, but will attempt to be more
selective in agreeing to the slots which U.K. technicians are to
fill in order to maximize their development impact. The U.K. is
to be heavily engaged in livestock through continued assistance to
the Livestock and Meat Board, in the training of Livestock assistants
and assistar!ce to the JP 15 Rinderpest campaign. Another important
UK-financed program is the joint Ethiopian/UK aerial mapping mission
due to be completed in 1976.

..
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The prin~ipal West German program in agriculture is their
regional agri.culture development effort in Wollega which will
help develcp improved seed and agriculture production in parts
of that province over a twelve-year period.

The Netherlands, Norway, Denmark, France, Finland, Canada,
Japan and the PRC also are expected to provide assistance in the
agriculture sector during the FFYF period.

G. The AID Program in Agricul ture

Within the agriculture sector AID bilateral and regional
resources will be increasingly focused on key constraints which
serve to impede growth in production and productive capacity of
the small farmer. AID will reinforce the IEG I s own efforts to
bring deve10pment to the poorest segment of Ethiopia's rural
populatior••

Given the limited amount of AID's resources likely to be
available for this task during the FFYP period, AID assistance
will be coo~dinated closely with assistance from other donors, as
well as with the lEG's own resources. It will be direc ted only
into projecGs and programs where the IEG and AID mutually agree
upon their high priority ranking, and upon the high degree of
likelihood that the project/program will substantially contribute
to overcoming constraints hindering achievement of growth and
equit,y tarGets in the sector.

The subsectors which now appear to offer the best opportunit,y
for AID assistance in agriculture are:

1. Continuation of our Ada Project as the central element
of the IEG I s Ada Dis tric t Development Projec t (ADDP). This
project 5erves as one of the lEG's comprehensive package pro­
jects which, in this case, tests low cost integrated input
packages ~ogether with the development of minimum standard low
cost infrastructure. This is seen as a possible low cost
alternative to CADU. Successful experiments at Ada will be
fed in·uo the Minimum Package Program for wide scale replicatiun
in other parts of the country.

2. Expansion of our current Rural Agricultural Development
project from its current emphasis on assisting the agricultural
production aspects of the MPP to include assistance to rural non­
formal education (described in the education sector section of
this DAr), and limited assistance to the awraja local self­
government program. The structure of this project would then
parallel thQt of the" lEG's own integrated rural development
initiatives.
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3. Hco truc Luring of our Agricul ture Sec tor P1aIU1ing
project to become the technical assistance adjunct to the
Agriculture Sector Loan (ASL). The two assistance tools would
becon:e 'cwo inter-related facets of the same AID assistance
effort directed specifically at improving the lEG's own
capability to overcome key constraints to development.

4. Redesign of ASL to direct it more precisely at the
po1i~y and program objectives of the AID rural development
strategy supporting major FFYP goals.

5. Continuation of the new pulses production project
initiated in late 1974 or early 1975 which helps develop and
expand research, and production by small farmers of a set of
crops for which there are projections of a hea1tqy internal
and external market demand for the future and for which there
is a demonstrated capacity of small farmers to produce
profitably.

6. Assistance for local, rural road construction if
suffid.ent financing is not available from other. sources.

7. Assistance to the Southwest Development program of
the Ministry of Agriculture which would evolve from the AID­
financed pre-feasibili ty/feasibili ty study of the Southwest.
underteken in 1974-1975.

8. Contribution of an assistance component to theWrW![U/l.­
financed national grain marketing project. This projec t would
rationalize the marketing of all grain crops, extend the scope
of the lEG's grain buying to include new areas of the country
and greatly enhance the small farmer's ability to get a more
equitable return for his product.

9. Assistance as politically feasible for a national land
(cadastral) survey which would survey all land holdings. In a
country where there are virtually no land records this is an
indispensable step toward eventual land reform programs and
provides ~ better basis for determining land tax liability.

In additioL, intermediate and long range developments assistance
is foreseen for drought affected portions of Ethiopia to develop their
capacity to wit~lstand future drought conditions and to increase the
capacity of those areas to support their present and projected popu­
lations. Thifl assistance would be SUbstantially oriented toward small
farmers. I t m~ a1s 0 include 1i ves tock s tabU i zation and ranw~ 'II'Hlnl~(~­

ment as important components of a droll~ht rdlfl.hUitat1on {·f'('flr·l..
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Each ~f the above projects/programs share the objective of
overcoming key constraints to bringing development to Ethiopian
rural poor. '1'he target groups are, without exception, sUbgroups
of the poores'~ segment of the population. These programs are of
high priorit,y to the IEG as evidenced by preliminary FFYP planning
documents. They are in harmon;y with what other donors are doing'
and planr.ing in these and related subsec tors. Finally, they are
among those things which American technical and capital assistance
resources c~ do well. These programs do not provide assistance
across-the-board; there is no assistance for among other things
commercial agriculture (such as the AVA) or for coffee improvement.
In these ll:i,tter cases, and others, either other donors I resources
are deemed a~equate, the lEG itself has sufficient resources,
there are ~rivate resources available, or, in some cases, the U.S.
does not have the competence qualitatively comparable to that
available for activities we have chosen.
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ANNEX II. lEG FISCAL POLICY AND FINANCIAL PERFORMANCE

,A. The By.ggetary Process

In rece"lt years there has been steady improvement in the budgetary
process. Improvement in administrative operations began in 1969 with
the pUblicaticn of the first detailed capital expenditures bUdget, and
the introduction by the Ministry of Finance of procedures to monitor

.current expen:iitures and project· implementation more closely in order
to better control and account for funds. This accountability procedure,
however, had the effect of imposing a new set of administrative demands
on the operating ministries to justify their need of Treasury disburse­
ments which in turn added delays to the timely funding of projects. In
FY 1972, the Ministry of Finance succeeded in streamling its procedures
to accelerate releases to the ministries and ensure an uninterrupted pace
of project implementation as necessary. Second, lEG planning has become
more effoothoe in the operational sense in that the Ministry of Planning
and Development now produces for the BUdget CoIIllIlittee of the Council of
Ministers an 8lmual "economic framework analysis" which includes revenue
forecasts based on alternative projections of economic policy and per­
forma.nce of the general economy. This is producing a rational, economic
underpinni::Jg of the budget preparation exercise. Finally, there has been
visible progress in the financial planning-budgeting process for develop­
ment due to the continuously expanding positive and dynamic interaction
of the Miniostry of Planning and Development and the Ministry of Financ e •
This interaction is producing a good balance in the support given to
heightened development and prudent monetary and fiscal policies.

B. LQ'Ilevtic Resource Mobilization

Qgmest;c ReYenues

The ratio of total domestic revenues to total GDP is low (about
11%) even by developing country standards; yet the government has achieved
significant successes in increasing revenues over the past two years.
Current revenues increased at 8.0% a year during the first four years of
the revised Jrd Five Year Plan (TFYF, FYl969 - FYl974). This is a-oo're
the 7.2% rate of increase in the previous four years FYl964 - FU96S, but
falls short of the TFYF target of 12% per annum. Of the four revenue
categories, n~ely, d~rect taxe~1 indirect taxes on domestic products,
t§dCe§ QnforeiS"P, trade, and non-t§JC revenues .;. direct taxes (which account
for 26% of total reV'enue) have achieved the highest growth rate - 14.8%.
The main contributors to lihis achievement have been the introduction of
the Agricultural Income. Tax in 1967, the Education Tax on Urban Land and
Personal IncOlllBS in 1970, and, more recently, the marked improvement in
the administration of direct taxes with assistance from the I.M.F. The
growth rate of 14.8% is almost double the rate in the previouc four yeur::;
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TABlE I: CBNTRAL OOv:ERNMENT CURRENT DOMESTIC REVENU&S

(Bth. $ Million)
Budget

FY 1969 FY 1970 FY 1971 FY 1972 FY 1973 FY 1974-
1. Direct tues 97.7 102.3 121.8 133.1 142.1 158.1
2. Excise ta~es on domestic 3v.9 96.3 101.9 113.8 127.9 143.3

products
3. General sales taxes on 24.4 25.5 29.6 32.0 32.8 39.5

domestic products
4. Taxes on exports 23.5 39.4 36.4 32.0 51.4 35.6
5. Tues on iJllPOrts 104.7 113.3 118.7 121.1 132.9 150.9-- -

Total tax revenues 337.2 376.8 408.4 432.0 487.1 527.4

Revenue from state p~perty.Y
I

6. 26.0 19.6 23.9 21.7 27.5 30.9 '"I
7. Other non-tax revenue / 23.5 27.r! 27.6 29.6 32.9 40.2
8. GoverDlllent employee 5.5 5.3 6.0 6.4 7.4 8.0

pension contribution -
Total non-tax revenues 55.0 52.1 56.4 57.7 67.8 79.1

Total DOMESTIC REVENUES 392.2 428.9 465.9 489.7 555.2 606.5

Ratio of Revenue to Monetary
GDP 19.1 N.A

Ratio of Revenue to Total
GDP 10.3 10.3 10.6 11.3 11.5 11.6

1/ Mostly revenues from capital investment.
2/ Does not include Ethiopian Air Lines reimbursements.
"!/ Does not include Post Office revenues. The P.O. is now self-accounting.

~ .'
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and above the 12.1% TFYP target for direct taxes.

Hcwever, .the 5.8% annual growth of indirect taxes, which
account fur 29% of total domestic revenues, has fallen short of
the TFYP €:rowth target of 16% due to a reduction in the growth of
irnport-substitution industries, lower increases in the rates of
excise duties than was envisaged, and the effect of the recent
sluggishnees of the economy on the yield of the turnover tax. The
taxes on foreign trade have continued to grow at a lower rate than
the other revenue categories but the recent growth rate of 2.6% per
annum is an improvement on the 1.0% rate of increase from FY 1964 to
FY 1968. Although the performance of the non-tax revenues (6.6%
growth rate) fell below the planned 9.1% increase, it still shows an
improvement over the 5.3% growth rate during FY 1964 - FY 1968 due
largely to higher returns from government investments in various
concerns.

With respect to future 4th Five Year Plan intentions, l1 a
major effort will be made by the lEG to keep the tax system under
continuous review in order to achieve a greater elasticity of revenue
to development and in accordance with the following order of priorities:
a) effective aclministration of existing tax laws; b) plugging loopholes
and damming revenue leakages due to diverse forms of exemptions and
ambiguous legal provisions; c) streamlining the progressive brackets ::::~

tax schedules and rationalizing tariff rates; and new taxes."

Because of difficulties in obtaining Parliamentary approval of
tax legislation, the Ministry of Finance prefers to concentrate on
improving revenues through better assessment and collection procedures,
and other types of administrative reform. An estimated 40 to 50 percent
of inland taxes theoretically due is not collected, so the scope for
improvement is considerable. For the past four and one-half years an
IMF tax administration expert has been working in the Department of
Inland Revenue to help identify and install reforms and to prepare a
syllabus for in-house training of revenue department auditors and
provincial tax persormel. AID is also providing assistance in the
Customs Depar-~ment to improve administrative procedures.

Domesti~ Borrowing

Net domestic borrowing as a source of budgetary financing is
expected to increase in FY 1974 and FY 1975. In spite of the large
accumulation of foreign exchange holdings and the 24 percent increase
in the money su:?ply during 1973, the slack in the economy that started
in 1971 still continues, and increased government expenditure has been
reconunended by tr.e 1973 IMF mission. In addition, the recent pressures
for increased military and other current expenditures will place a



UNCIASS IF lED
ANNEX II

TABlB II: CERTBAL GOVERHIIENT: BUDGJn'ARY BXPBND~. TRlIR COMPOS ITlOR
AIm FINAKCING DCWDn«; Brl'BRRAL ASSISTANCE FY 1969 - FY 1974

(Eth. $ 1li1110n) a/ Budget

FY 19439 FY 1970 FY IP71 FY 1972 FY 1973 FY 1974-
BXPBlmITURE

1. Dev. Expenditure

a. Recurrent 171 200 199 202 229 261
b. capital 76 106 124 150 153 236

Total: 247 306 323 352 382 497

Admin" Unallocated Expenditure 289 308
I

2. 279 320 335 361 A
I

3. Total Expenditure 536 585 631 672 717 858

FINANCING OF CAPITAL EXPENDrruRE

1. Current Revenue 471 503 546 563 625 676
Less Recurrent Expenditure 436 458 486 503 545 602

2. CUrrent Surplus 35 45 60 60 80 74
3. Domestic Borrowing 30 20 15 22 10 25
4. Total Domestic Financing b 65 65 """"75 82 90 9§

5. Net External IDans " Grants.! 11 41 53 68 63 137- - - - - -
Total Financing of cap. Expenditure 76 106 128 150 153 236

Source: Ministry of Finance, Ministry of Planning and Development, AID staff

a/ All figures are rounded to the nearest $1 JIlillion.
b/Inc1udes the U.S.-AID Agricultural Sector Loan

.'
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considerab~.e burden on government revenue resources just by themselves.
The present slack in demand for private credit, however, should allow
the government to borrow substantial amounts without incurring unreason­
able credit costs.

Table IIr. rEG NET I:OMESTrC BORROWING
(Eth.$ Million)

FY 69 FY 70 FY 71 FY 72 FY 73 FY 74 FY 75

rED budget 40 29 38 18 25 25 37
rED budget~r actuals 30 20 11 22 10

At present, public borrowing is almost entirely short-term
borrowing and the possibilities for long-term borrowing from the non­
banking sector are small unless the terms of lending are drastically
improved. In fact a general problem in the financial sector is its
inability to attract long-term funds from the private sector. The
World Bank has recommended a general increase in interest rates to
serve dual purposes of attracting savings and discouraging demand for
speculative credit. However, the lEG has resisted this with the argu­
ment that expansion of branch banking is the better approach to
increased sl:ivings.

c. Aliocation of Resourc es

As can be seen from Table II, total expenditures on development
surpassed administrative (including defense) expenditures for the first
time in FY 1970. In FY 1973 development expenditures were 14 percent
higher than 3.dministrative expenditure, and reached 53 percent of the
total budg0t. Through FY 1974, the most significant aspect of this
allocation ~f resources toward development has been the government's
determination to increase the current surplus for the financing of
the capital budget. As a consequence the share of the surplus in
capital budget financing remained at about 50% between FY 1969 and
FY 1973. This increase in the current surplus has been created
primarily through restraint in the growth of administrative expendit'J2'':.:.
However, the recent pressures for increased military and other exr)'::n'~i­

tures will almost surely dampen the growth of the current surplu8 ~jrd

force the government to increased domestic borrowine if it i8 to rnatn­
tain the gruwth of development expenditures.

Table IV gives a more detailed brea.~down of government expenditures
for the period FY 1971 to FY 1974. As can be seen.. defense and security
expenditures have been held to a very modest increase over the last few
years. On the other hand,current expenditures on education and infra­
structure have recorded large increases.
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Table IV. SECTORAL BREAKlX)WN OF BUIX1ErARY EXPENDITURES FY 1971-7/+

(Eth.$ Million)
Ijll(~~'~L

FY 1271 F'Y IfY/2 It'V LIYU JI'Y If)'Ilk

1. Otdinary Expenditures 2Q1...l 521.5 2Ql.1 620.9
General Services ~ 260.8 271.6 281.5
General Go'rermnent 25.9 28.1 28.7 29.3

_Defence &. Security 193.6 198.3 205.4 207.3
Econ. Services a..l ~ 1Q..a2. 7.'L:l
Agriculture 14.6 25.0 26.3 24.1
Mining I IndustrYI Conunerce

and Tourism 5.9 6.7 7.5 10.0
Public Wo~ksl Infrastructure

and Co:nmunications 30.7 32.0 37.8 43.8
Social cervices ~ ~ 156.1 182.6
Edooation and Culture 110.1 100.2 111.8 129.9
Public Health 31.1 30.1 35.1 43.3
Unallocated ~ ~ 63.8 ~
Interest 011 Public Debt 14.2 16.0 17.3 23.6

2. Capital Expe~ditures ~ 150.0 l2ll 236.3
Econ. Deye10pment 1Ql.2 116.0 ll:L.1 188.6
Public Works I Infrastruc-
ture & Communications 57.3 56.4 54.1 96.7

Agricultm'e 20.0 33.1 32.8 48.8
Mining I Connnerce, Industry

and Tourism 13.2 19.2 16.8 23.6
Social Deyelopment .l2.&Q ~ :lla2 ~
Education 7.7 13.6 24.1 25.9
Public Hea] th 9.8 12.2 8.8 14.6

Total Expenditu~es ~ ~ 1J.Q..1 ~-- --

Source: lEG publication of budgetary revenues and expenditures.
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Expenditure on physical infrastructure will continue to receive
a large share of the capital budget until the large needs for trans­
portation, cOlIDIlunication and power have been satisfied. However,
the lEG is now placing high priority on the production and social
infrastruct'lre sectors of agriculture and education, respectively,
and their sheres of the capital budget are increasing substantially.
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ANNEX III.. BALANCE OF PAYMENTS AND FOREIGN EXCHANGE POSITION AND U.SE

The period of high growth in the early 1960's, followed by low(~r

growth duringl:ihe late 1960's and early 1970's, reflects the behavior
of export receipts. Export receipts here in turn have been dominated
by coffee export earnings,which account for 50-60% of Ethiopia I::;

exports. In the first half of the 1960's (1961-1965), total export
receipts i~crensed at over 9% per year as a result of rising coffee
exports. Coffee prices fell "in 1966, and the value of coffee exports
was still below the 1965 level in 1971. Non-eoffe·e exports increased
only slowly in the second half of the 1960's, thanks partly to the
closure of the Suez Canal in 1967, but also to the absence of a
vigorous expo~t diversification program, with the result that overall
exports grew at a rate of 2% per year from 1965 to 1971.

In 1972 exports increased by 22% due to high prices for all
major exports, particularly oilseeds and livestock products. Ethiopia
continued to benefit fram strong world commodity demand in 1973.
Although the 1973 trade figures are not available, foreign exchange
reserves rose from $100 at the end of 1972 to over $200 million
(equivalent to about 12 months' imports) at the end of 1973. Higher
oil prices may restrain exchange growth even though export prices
are expected to remain firm through the remainder of 1974. Since
crude petroleum and petroleum products account for roughly 10% of
imports, or auout US $20 million, recent oil price increases will
add US $35 million to Ethiopia's import bill in 1974. The most
recent balance f)f payments statistics are shown in Table I.

In spite of the low growth of exports until recently Ethiopia's
balance of payments since 1960 has been in deficit only in 1966 and
1967, and 1970 and 1971. This is largely a result of conservative
monetary and fiscal policies which, among other reasons, have tended
to hold down demand for imports. The conservative policies of the
National Bank of Ethiopia (NBE) were also evident in Ethiopia's
decision not to follow the US dollar devaluations of December 1971 and
February 1973. The NBE has preferred to partially shield the domestic
price level from higher import costs in order to maintain confidenc8
in the Ethiopian dollar which was established only in 1945 aft(:r
failures dating back to 1894 to supplant the AU:Jtrian MH.ri~.1 Tft':f"::;:j

thaler with a national currency.

Table iI presents a breakdown of the use made of the free foreign
exchange held by the National Bank of Ethiopia (NBE). Although the
NBE issues import licenses and controls other conversions to foreign
exchange as well, the IMF regards Ethiopia as generally following a
liberal trade and payments policy.
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TABlE I: BA~E OF PAYMENTS
(Eth. $ million)

CY 1966 CY 1967 CY 1968 CY 1969 CY 1970._-- CY 1971 CY 1972

A. GOOm & SERVIC~---------
Exports (f.o,o.) 1/

Coffee
Others

Iq>orts (c.t.f.)
Trade Balance

Net Travel lk Trans.
Investment Income (net)
Gov't n,i,e. (net)
Other Services (net)

Net Services

-111.5

280.7
(156.0)
(124.7)
-404.4
-123,7

8.2
- 12,7

13.2
2.5

IT:2

- 93,8

257,3
(139.5)
(117,8)
-357,8
-looT

18.5
- 17.1

10,0
- 6.2

5,2

-107.2

274.9
(153.3)
(121.6)
-432.4
=-157.5

36.1
- 22.5

9.6
24.6
~

- 5C.4

300.8
(174.0)
(127,5)
-388.2
- 87.4

34.2
- 20.2

14.4
5.6

34,0

- 98.9

307.3
(181.3)
(126.0)
-429.1
-121.8

32.9
- 17.2

16.3
- 10.8

21.2

~1:;4.1

315.1
(175.2)
(139.9)
-469.7
-154, 6

34.5
- 29.2

24.1
- 12.9

16.5

- 20.9

~S5. 3
(182.5)
(202.8)
-435.6
:-SO. 3-

44:6
- 44.2

29.8
4.4

J5:! •W
I

B, TRANSFER 9\YMENTS
Private (net)
Public (net)

29.7
0.3

29.4

15.8
=--ro:-r

23,9

29,4
6.0

35,4

27.9
---;:s

35.4

20,0
- 6.6

26.6

22.5
--4:"4

26.9

40.6
--6.4

34.2

C. SA lANCE ON CURRENI' ACCf - 81.8 - 78,0 - 77.8 - 22.5 - 78.9 -111.6 19.7

D. NON-mNETARY CAPITAL
Private (net)
Public (net)

E. NET ERRORS lk OMMISSIONS

72.3
16.0
56.3

1.6

33.2
6:8
26,4

1.4

75.3
-16.1

59.2

10.3

31.7-::- s:o­
36.7

1.9

45.0
- 28.1

16.9

- 8.4

102.6
36.6
66.0

7.6

75.7
--30:4

45.3

9.4

F. llI)NETARY SEcrORS (INCREASE 7.9
- )

43.4 7.8 - 11.1 42.3 16.7 - 86.0

Sources: National Bank of Ethiopia and IMF, Balance of Payments Yearbook

1/ Includes non-monetary gold

Jo
..
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Table II. USE OF ETHIOPIAN FREE FOREIGN EXCHANGE
HEip BY THE NATIONAL BANK OF ETHIOPIA

.'.
l21l 1.21Z. 12.71

I. COmmodity Imports 411.926 310,386 422,637

1. Food 29,629 16,635 16,543
2. Beverages &Tobacco 6,762 8,858 9,173
3. Textile Fibre 14,785 11,679 14,443
4. Textile Products 35,710 32,616 36,246
5. Machinery 79,278 74,082 76.312

a) Indu.9tria1 45,043 45,677 48,787
b) Agriuultura1 14,933 10,584 8,896
c) Electrical Appliances 12,414 10,878 9,904

6. Transport Equipment 50.836 49.168 53,548
Road Motor Vehicles 40,767 37,870 44,903

7. Petroleum & Petroleum Products 32,481 31,848 34,643
8. other Imports 162,445 14.5,500 181,729

a) Metal &Manufactures 38,173 29,965 39,354
b) Chem.Prods &Fertilizers 25,992 22,299 38,504
c) Rubber & Products 17,080 18,538 16,876
d) Me:dica1 & Pharmaceutical 13,059 11,121 13,853
e) Peper &Paper Products 11,800 10,846 16,876
f) others 56,332 52,031 56,266

II. Inyisib1e Payments 150.804 140.665 162.977
1. Travel. 16,011 15,696 17,823
2. Inves~ment & Interest 36,532 36,570 42.592

a) Dividends &Profits 10,564 17,816 17,964
b) Interests on Gov. Loans 18,910 16,494 22,374

3. Diplomatic 4,450 5,764 6,448
4. Services 13,159 10,771 12,589
5. Transfers 52.056 47.065 53.520

a) Mi.gr ants 37,663 33,391 40,085
b) Salary 7,374 6,582 6,238
c) Educ a-donal 4,395 4,666 4,949

6. Loan Repayments 28.596 24,799 30.005
Gov. Loans 22,218 19,322 24,203

TOTAL 562.730 511.051 585.614

Source: National Bank of Ethiopia
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CEIEX.::I<LIST OF S'IA'IU'IORY QU'IERIA

In the right-harrl. margin, for each itan, write answer or, as appropriate, a
surrmary of required discussion. As necessary, reference the section of the
capital Assistance Paper, or other clearly identified and available document,
in \\hich the Iratter is further discussed•

'1he following abbreviations are used in the checklist:

FAA - Foreign Assistance Act of 1961, as amended

FAA, 1973 - Foreign Assistance Act of 1973

App. - Foreign Assistance and Related Program .~propriation Act, 1974

M-1A - Mercllant Marine Act of 1936, as amerrled.

I. EUIFn.I.MENT OF S'll\'IU'IORY OBJOCTIVES

A. Needs W"lic.'1 the Loan is Addressing

. ,

1. FAA Se::tion 103. Discuss the extent
to which the loan will alleviate starvation,
hl.."L~er a.""'.d rr.aL'1t.trition, aril will pL'uvide
basic servir:es to poor people enhancing
their capacity for self-help.

2. FAA Section 104. Discuss
the e.xt.ent to which the loan will
increase the opJ;X)rtunities and rro­
tivation for family planning, will
reduce the rate of population
growth, will prevent and canbat
disease, and will help provide
health services for the great
najority of the };X)pulation•

3. FAA Section 105. Discuss
the extent to which the loan will
reduce illiteracy, extend basic
education, and i'1crease manpJWer
training in skills relp.ted to
developnent.

!hi. loan, as a II&C1'O tool,
will b.elp ...ure adequate
.tuDdiq tor the Agricultural
sector. Inclusion ot selec"ted
,robla. areas in the UDdertak­
~ ••ctica will usure atten­
tiClD to policies and programs
to iDCl"e&8e small ta:rmer
productiClD aDd incaaes which
111 turn will attec1; the qua11­
"tJ' ot tbeir 11ve. . (See
Section In A ot CAP).

Bot Applicable.

IIot Appli~ble.



4. ,FAA section 106. Discuss
the extent to Which· the loan will
help solve econ::mic and social
developrent lJroblans in fields
such as transportation, power,
in:1ustry, urban developrent and
export develop:nent.

5. FAA Gection 107. Discuss
the extent to whiCh the loan will
support the general ecornny of
the recipient oountry or will sup­
port develo;roont programs comuctErl
by private or international or­
ganizations•

B. Use of IDan Funds

1. FAA Section 110. What
assurances haw EeeI1 or will be
made that the re::ipient oountry
will provide at least 25% of the
costs of the entire program, pro­
ject or activity with respect to
which such assistance is to be
furnished un:1er Sections 103-107
of the FAA.?

2. FAA. Section Ill. Discuss
the extent to Whicll the loan will
strengthen the participation of
the urban and rural poor in their
oountry's de"J'elq::roont, and will
assist in the developnent of c0­

operatives which will enable and
encourage greater numbers of poor
people to help themselves toward
a better life.

Page 2 of 18

Not. applicable

rbt applicable

'lhe lEG will contribute sums
greatly exceedin:3' 25% of
the total project activity.
See table VIII of the CAP.
'lhe total lEG FY 1975
PUblished Budget is E $43
million of which E $23
million will be provided by
the lEG.

~t applicable

.",

\ .'
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3. FM Section 112. Will any ~.

part of the loan be used to conduct
any poliC'j training or related pro-
gram (other than assistance rendered
urder section 515 (c) of the Qnnibus
CriJre Com:rol and safe Streets Act
of 1968 or wit."1 respect to any
authority '.)f the Drug Enforcanent
Administration of the FBI) in a
foreign cx:mntry?

4. FM Section 113. Describe Not applicable
the extent to WhiCh the programs,
projects or activities to be
financed under the loan give parti-
cular attention to the integration
of wanen into the national econany
of the recipient country.

5. FAA Section 114. Will any No.
part of the loan be used to pay for
the performance of abortions as a
method of fc:mri.ly planning or to
notivate or: coerce any person to
practice abortions?

II. ca.JNlRY PERFO~

A. Progress 'It:Mard Country Goals

1. FAA §~ 201 (b) (5), 201 (b) (7),
20l(b) (8). Discuss the extent to
WhiCh the oountry is:

(a) Making appropriate efforts
to increase food production and
i.nq;>rove means for food storage
and distribution.

(b) Creating a favorable climate
for foreign and danestic private
enterprise arrl inves1::Irent:

'll1e forthcaning Fourth
Five-Year Plan puts
najor stress on increased
food production am. im­
proved narketil1CJ of
agricultural products, and
allocates a considerably
higher level of projected
expenditures for agricul­
ture than in the past.

Ethiopia provides tax
holidays and duty-free
entry privileges to
foreigners investing
in needed developnerlt
projects.



(c) Increasing the people' s
role ir. the developrental
process

(d) Allocating expenditures
to developrrent rather than to
unnecessary military purposes
or intervention in other free
countries • affairs

(e) Willing to contribute funds

(f) Making econanic, social
arrl ~litical refonns such as
tax collection i.rrprovernents and
changes ili land tenure·arrange­
ment, and making progress toward
respect for the rule of law.
freedan of expression and of the
press, and recognizing the im­
portance of individual freedan,
initiative, and private enter­
prise.

Page 4 of 18

'Ihe !EX; is now enbarkinq
on a pilot rural education
program and an experimental
local government improvement
program which will provide
educational opporbmitics
to an increasing number of
rural inhabitants and
give a greater role in the
decision-making that effects
their Iives.

About 23% of the country's
FY 1974 budget has been
devoted to defense and
security purPOses. Such
experrlitures are considered
reasonable and necessary.

See Section III and table
VIII of the CAP.

Recent events in Ethiopia
signal that a CROSS roads
has been reached. 'The
new government is apparently
taking a rrore serious vie'"~J

of the view; held by the
majority of the people t."1at
changes· tcMard equality are
overdue.

'Ibtal darestic revenues,
while low at about 11%
of GOP, has been ir.',proving.
Increases over the past
4 years have averac;ed. c'::;out
8%. (see CAP Annex II p.l) .
'lhere is rrore freedan of
expression now than ever
before, both via radio and
'N as well as the press.
(See CAP Section UI, p. 21
regar41Dg laDd temIre).

•
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(g) Resp:mding to the vital econanic,
political and social concerns of its
people, and de.rronstrating a clear de­
tennination to take effective self­
help measures.

B. Relations with the United States

1. FAA Sec. 620(c). If assistance
is to a government, is "the government
indebted to any u.S• citizen fqr gocx:Is"
or senrices ft:rni.shed or ordered where:
(a) such citizen has exhausted avail­
able legal remedies, including arbitra­
tion, or (b) the debt is not derued or
contested by the government, or (c) the
indebtednesd arises under such govern­
nent's or a r-redecessor's unconditional
guarantee?

2. FAA Sec. 620 (d). If the loan

3. FAA Soc. 620(3) (1). If assist­
ance is' to a goverrunent, has the count­
ry's government, or any agency or sub­
division thereof, (a) nationalized or
expropriated property awned by u. s.
citizens or by any business entity not
less than 50% beneficially awned by
U.S. citizer..s, (b) taken steps to re­
pudiate, or nullify existing contracts
or agreement:> with such citizens or
entity, or (c) imposed or enforced
discriminato:cy taxes or other exactions,
or restrictive rraintenance or operation
conditions? If so, and rrore than six
m:mths have elapsed since such occur­
rence, identify the document indicating
that the gove.mrrent, or appropriate
agency or subdivision thereof, has taken
appropriate steps to discharge its obli­
gations under interna·tional law rovard

su:h citizen or entity. If less th.m

!he IIG baa strengthened
its cc.D1tMnt to develop­
aent in recent years and
lIu .JIowD a new willingness
to take ..ningtul selt-help
...ur.. in order to carry
out the torthCOll1ng Fourth
Pive-Year Plan.

No such indebtedness is
kno.m to exist.

Not applicable

(a) No

(b) No

(c) No
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5. FAA Sec. 620 (1). Has the govern- Yes
rent instituted an invesbnent guaranty
progrron unO,er FAA Sec. 221 (b) (1) and
234 (a) (1) for the specific risks of in­
oonvertibility arrlexpropriation or
confiscation?

t '.

No

No, to the first question.
Second. question not
applicable.

No4. faA Sec. 620 t;) . Has the country
pennitted, or failed to take adequate
measures to prevent, the damage or de­
s~tion by rrob action Of \l.S.property,
arrl failed to take appropriate xooasures
to prevent a recurrence arrl to provide
adsIuat:e canpensation for such damage or
destruction?

six nonths have elapsed, what steps, if
ari.y" has it taken to discharge its
cbligatiC4'1S?

8. FAA. Sec. 620 (t). Have diplo­
matic relations between the country and
the U.S. been severed? If so, have they
been rena-.'ed?

6. FAA Sec. 620 (0). Fishe:cnan's
Protecti\"e Act of 1954, as aIOOIlded,
Section 5. Has the country seized, or
inp:Jsed ari.y penalty or sanction against,
ari.y U.S. fishing activities in inter­
national waters? If, as a result of a
seizure, the USG has made reiIrbursement
UIrler the provisimns of the Fishennan' s
Protective Act and such anount has not
been paid in full by the seizing country,
identify the documentation whibh de­
scribes how the withholding of assistance
UIrler t'1.e FAA has been or will be acCXll\­
plished..

7. FAA sec. 620 (q). Has the
country teen in default, during a period
in excess of six :rronths, in payment to
the U.S. on any FAA. loan?
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C. Relations with others N3.lions and
&00

1. FAA Sec. 620 (i) • Has the
count:J:y been officially represented at
arty international conference when that
representation included plarming activi­
ties involving insurrection or subversion
directed against the U. S. or countries
receiving u.s. assistance?

2. FAA Sees. 620 (a) , 620(n). Has
the count:J:y sold, furnished or pennitted
ships or aircraft under its registJ:y to
carry to Ct:ha or North Vietnam i tans of
econanic, r.rilitary or other assistance?

3. FAA Sec. 620(U)i App. Sec. 107.
What is the

status~'-o-f"....-;fh...--e-co-un--;"tJ:y----rt s~U;-.":':N:-. dues, as-
sessnents, or other obligations? Does
the loan agreenent bar any use of funds
to pay U.N. assessnents, dues or arrearages?

No

No

Ethiopia is not in arrears in
its obligations to the UN. 'lhe
loan agrearent will restrict
the loan :funds to the developned;
of Ethiopia's agricultural
sector.

D. Milit.¥Y Situation

1. FAA Sec. 620 (i). Has the No
countJ:y engaged in or prepared for aggres-
sive military efforts directed against the
U.S. or countries receiving U.S. assist-
ance?

:

2, FAA Sec. 620(s)
What is (a) the

percentage of the countJ:y's budget
devoted to militaI:y p}lllposes, and
(b) the arrount of the countJ:y' s
foreign exchange resources used to
acquire military equipnent? Is the
countJ:y diverting U. S. develqnent
assistance or P.L. 480 sales to
Military expenditures? Is the
countJ:y divert:.ng its QolI1 resources
to unnecessarym.:Hitary experrlitures?
Has the country spent money for
soFhisticated W3apons systems?
(Findings on each question are to be

made for each cmmtJ:y at least once
ead1 fiscal year and, in addition, as
often as may be required by a
material change in relevant ~:u).

About 23% of the countJ:y's
FY 1974 budget is devoted to
defense and security purposes.
Little foreign exdlange has
been used to acquire
military equipnents since
nest has been grant financed
urrler U.S. MAP. Ethiopia
is not diverting United States
ecc::mcadc assistance nor its
Gll1 resources to unnecessary
military expenditures," and
has not been spending its
funds on soIilisticated weapons
systans.



(2) Is the country diverting
u.S. deveJ.o};m:mt assistance
or PL 480 sales to militazy
experX1i.tur-3S?

(3) Is the country diverting
its a-m resources to unnecesscny
military experX1i.tures. (Firrl­
ings on these questions are to
be made for each country at
least once each fiscal year and,
in addition, as often as nay be
required by a naterial change in
relevant. information).

III. CONDITION OF '!HE !.DAN

A. General SOurrlness

Interest and Repayrrent

1. FAA Sees. 20l(d), 201 (b) (2).
Is the rate of interest excessive or
unreasonable f:or the borrower? Are
there reasonable prospects for re­
paynent? What is the grace period
interest rate~ the folla.ving period
interest rate? Is the rate of
interest higher than the country's
applicable l~al rate of interest?

Financing

1. FAA sec. 201 (b) (1) • 'Ib what
extent can financing on reasonable
terns be d::>tained fran other free­
world sources, including private
sources within the u. s. ?

Page 8 of 18

No

'!he loan tenns are ION
and reasonable. 'll1ere are
reasonable prospects for
repayment. 'D1e grace
period interest rate is 2%
followed by an interest
rate of 3% for the duration
of the loan. 'nle answer to
the last question is no.

Concessional financing not
believed available for
purposes of this loan
fran other free world
sources. Need for
concessional terms, size
and purpose of loan
preelude consideration of
other private or official
u.S. sources.



•

- ...'"

EcoIn'ni.c am Technical Soundness

1. FAA Sees. 201 (b) (2)~Ol(e).
'Ihe actiVItY ' , eoonanicly teChIilcally
sound~ does the loan application, together
with information and assurances, irxiicate
that funds will be used in an econanically
and teclmically sound ll'al1Iler?

2. FAA s611(a) (1). Have engineering,
financial, a'id other plans necessary to
carry out assistance', and a reasonable
finn estimate of the cost of assistance to
the U.S., been canpleted?

3. FAA s611(b); App. §lOl. If the
loan or grant is for a water or related
land-resources construction project or
program, d:> plans. incltde a cost­
benefit OOlTlpUtation? DOes the project
or program ITieet the relevant U.S.
construction standards and criteria
used in detennining feasibility?

4. FAA s611 (c) • If this is a
capital Assistance Project with U. s.
financing in excess of $1 million, has
the principal A.I.D officer in the
country certified as to the country I s
capability effectively to maintain am.
utilize the project?

B. Relation to Achievement of Coungy
an:1 Regional Goals

Country Goals

1. FAAs/.07, 281 (a) • What is thlis
loan1s relation to:

(a) Institutions needed for a
dem:>cratic society and to assure
maximum pcrrticipation on the part
of the people in the task of econanic
develop:nent?

Page 9 of 18-

Yes, See sections II am
III of the CAP.

Yes, as applicable
See Section III D of
the CAP for financial plan.

N:>t applicable

N:>t applicable

'U1e main purpose of
the Loan is to stimulate
agricultural developrent.
'lhis should contribute
to a closer relationship
between the Govermrent and
fanrers and to greater
popular interest in de­
veloprent.



(b) Enabling the ooun:b::y to meet
its fcod needs both fran its own
resources and .through develop:ceI1t,
with u.S. help, of infrastructure
to support increased agricultural
produ:::tivity?

(c) Meetin;J increasing need for
trained manpower?

(d) Developing programs to· meet
public health needs?

(e> Assisting other intx>rtant
eopnanic, political, and social
develOptent activities, including
irrlustrial dev'eloprent, growth of
free labor unions; cooperatives and
voluntaIy agencies; .inprovanent of
transpor-...a.tion and camnmi.cation
systems; cap:lbilities for planning
and public administrator; w:ban
develop:cent; and IOOderni.zation of
existing laws?

2. FAA s201{b)ill. Describe tlle activit1".
coui8teacT rib aDd. relat10aship to other
developleDt activities, and it. ccatri1n1t1on to
realisable loDg-nt.IIIe objectives.

3. I'M S20l{~. Bow will tlle activit1'
to be tiDUloea CUI ute to tlae acb1e....Dt
ot ••It-.uta11l1D8 iJl'GRh1

Page 10 Olfi 18-
'lhis is the primary
purpose of the loan.
See section III A and
Armex I of Sector loan
Paper.

Training will be an
i.rrp:>rtant aspect of
many of the projects
financed with the local
currency ·loan proceeds.

Increased food production
resulting fran the loan
should decrease mal­
nutrition.

!he 1m :hrthcC*1Dg t1ve-year
plan includes' provisioua
tor caaatruction ot rural
teeder roadl; rural cred1t
aDd. increued agricultural
production.

The activity is essential in
prOTidiq budgetarT support
to capital and other agriCUl­
tural development activities
in the torthcc.iDg Pive Year
P1&I1. See SectioM: II D aDd
B ot CAP.

!be activit1' is desisned to
support the tourth t1ve year
plan &D4 help to overccae
coutraiDtB to s_Mined ke1'
1thi0piaD growth ad devel­
~t. See Annex Ic ot CAP.



. .

.. .... r.u. dOl(£l. "It t1I18 1. a P1'03ectloaa, _0i'i'M. WIt' I:Qch pro3.- rill~
t1ae~' • ....so ~J.oJ-', telr1_ .
1Dtoacco1at ~ ooa1Jq'........ _terial
naOlll'd~u aDd the :N1a~..b1p
.....n Ul,\_te ob~ect1n. ot .. P1'O~.­
aD4 oftrall.CClDcmc .unlopMDt.

." 5. (AAsi2()J.~~). IIlwtaat W7II doe.
'be actin. 7 ft 1'8U0IIU1e _ .... • t

....tnht1lal ~ * ·..,.lqa,at fd ecaad.o
I'..OUNl;' 01' to idM i8GNU. of pr04u.oUy.
~U.t .

. . .

. 6. r .r-~ .Bow do•• the prOp.
11DUl' 1fh1... 1•.prariUclrHop1••
t.1ae ..part10111ar DQ8Cla.~ 4••1l'U,.u4'oqac1tiu
of the~l. peopleJ lIUJj.se thecaa..,'.
~ctual l'e801lZ'CM .1;0. aOO1l!'aP· 1Datltu­
ti.cmal dft'elo~tj aDcl.-appOn c1nc
e4ucatioD &lid. tr&;l »1 D8 in ak1118 requ1re4
tor .~ln partic1,.t1oa 111 JOlltlaal
tJ'OC88•••

. .' .
7. I'AA .6Ol~ a). . BDW willtbi. loaD

_ooarap & ·coUIrGI7'. ettcxrU to:
<a> uer... the flaw of iDteraatlOD&l .
.....J (1)>) 1'01.1' pr1:n.te 1D1tlatln _4
COIq)etitloDj (c) encourap cleftlOJlMDt .
&D4 use of cooperatlft8, credit UD1cma,
aD4 aaT1llp aDd loan ...oclatiQDI;
(d) d1aCO\11'8P 1IOIlC'P011atlc practic.. j
(e) 1JIltroft teclmlcal emcieDCT of
Wllltl'7,· acriculture, &lad ~l'C.; aD4
(t) .treDc'hu me la~ uniout

....·Uot 18-
fbi. &ot1'Y1t7 ...urea aD

. 1.Ju:reuiDa .bare ot 1m
l"U0III'C. beiDa deTOted
1;0 aarlcultural cleftlop­
_t, 'tiM ••ctor wb1ch
'-1-tea hhiopia ' •...~...,

': 8_ S.ction IIi: ot CAP.

see cc lat tor i tea III-B-l
(atbroap e) of "thia
abeotli.t.

. !b1. 1GUl1dll acc.lerate
.eem.' c P'<"Ifth &D4thua
~•• tbe coantl7 l

•

tl.Un. capabilitiea. b
DB hu agreed to undertake
c.na1D qual1tatlft under­
"-ld.... which will -1»
onrc~ coaatrainu to in­
creue4 outputs &Dd praiO'te
createI' equit7 ln the ap1.';'
cultural • ector • see III­
~m B ofaAP•.

..

•

, .

','

• '. • I ,.'



8. J:;."..~_--.,~?O~.( ~). ·Indi~:ltc. thc~ n~ount
of r.;oncy U:I~~;" ~nc lur·.n ':})1.Ch 15: GalUS
dircttly to ~~i~~tc c~tQrprifiC; ~oin~

to intcr:-.tdic..te c~ed.i~~ ir~.stit'..,tic:!~ or
(lti~cr bo~rc·.;·~~s for u~e by p~ivt.~.c

ent~rp!"i=.~; bei ng \.1sc:~l to :i~in~,!~cc

ir~ports fro:'l~ privc:.te SO'lr:::es; or other­
~i~e b~~~~ ~~e1 to. financ~ ~~0~~~~~~~~ts

fro~pri~at~ scurces.

9. Fr..].. r,611(a)lc1· Hhat legi.sl~.tin~

action ii r~~~ired wi~hin the recipient
country? ''':::12.t is tl:c basis for \.l

reasona.ble v..:'."ticip<ltion that su(:h ?ction
vill bC'coI~letcd in tine to pc~~it

orderly 2.cco~plishm~nt of purposes of
loan?

RC$ion2..1 002.J.S

1. FA.A.. U619. If this loan if;

a~sisting c-. nC;ily ir.dc~(;liCEnt co'.mtry,
to ","hat exte:1t d~ the cj.rC\L'1!stUl1CCS

pernit sucri assis~~nce to be rurnistcid
- thco\lgh r:;ulVLlC'..t~ral orcrmi zations or·
pl~ns?

2. FP.J\ ~2J9. If this loan is direct-cd
at a problem or an op90rt\mi~y that is
rceicnr-.l in n2.tul'c) hO'.l docs :l.S:;ist~lnce

under this lO::.n cnCottra3c a re8io:I<~1

devclop:rr~~t proc;r2.!:? \That IEultil2.t~!'2.1

assi~t~nce is presentl~r bei.ng flU·nished.
to the ccuntrJ?

•

Po.{~e 12 oC 18

Rot Applicable ~

This lo&n .at be apprOVed by
the IJG parlluent. ~s

action is anticipated within a
reaaoaable time.

.o~ Applicable.

IP1rst questiCll1 not applicable.
III1ltilateral assistance i8 being
f'Qrn18hed to Ethiopia by- the
IBRD aDd the UK (WlI>, UlIESCO,
UllICICr, UImP, FAO). See Section
11-1 aDd ADDu I-F of CAP.

•
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mplO:i:::e::t.) Bo.lnnca oi' ?r.yr.tent!>,
Priv~te E~tern~i5e ..,

1. F!L~ §:L2Cl(":J)(6h 102. "~h3.t a:-e
the possib12 .effects of t~i~ loan on U.S.
econocy, ~ith 5?~cial r~fc~~~ce to creas
of sub;:;t<:::~ti8.1 labo:- r;u~:ph4':;? j)escl"ice
the exte!1.t tc \jhiCCl as::;i.Gt,(.~1ce is co!:sti­
tutcd o;.~ U.S. cc.::'.::oditie:;; ::.~c'-scr·:ice5)

furnished i!: a ~enner co~:;;istc~t ~ith

improving th~ U. S. bulan::c Oi' pa~rr,cnts

position.

<:<-;'" ( ) 6 "() .2. FAt.. ~~o12 b; 30 h.. Hhat steps
have been t~:·:cn to r.zsu;€: th2.t, to the
maxim~ extent possible, foreibu
ct:.r:::-~:1cies O~i!1;~d h:.r the U. S. and local
currencies ccntrib-..:.tcc. by the CO:..!!:~l·~' e.=e
utilized to ~eet the cost of contr~ctu~l

and other 3erviccs, and that U.S. for~ign

owned currcnci~s are utilized in lieu of
dollars?

. Bot applicable, loan consists ot
direct local curre~cy purchase.

U.S.-owned local currencies are
DOt available. un planned '
budgetary prcm.SiODB tor l"f 1974
inclUde 23.4 million Eth $ loCal
currac7·

3. role3. If this Bot Applicable.



I. F' A 'i O'C ~, • ) .~ . 1 • f
~. 'I_"!, '.,\:',. t'rO·!lC.~ III or-------,-

L'1atio:1 r.:,::~:,:'.:=-t'3 to ':)0 tn;~en to
utili ~C' tr. S. GO';~::-:-'::~:1t e::c<.::;~; pcrsonu.l
prop~rty i:1 lieu of the pro~urc=cnt of
n(l·... i tc:.s .

5. F'\l~_~6Q2. ~:::~:t cffol:·t~: have
been F.;:'..-:lc to~~if.,t U.S. 0;.12.11 busiuess
to partici~~te cquit~~ly in ttc furnishinG
of co~o~ities'~nd cervices fin~~ced by'
this loar.?

6. [.!l.~. ~6?~. If the lO:~!l provides
technic<~2. ~:3~i3'~~!1::e, r~o~.f is p~'i\'ate

enterprise' 0:1 e. CC:lt~·C!.ct basis
utili 7.<:~? If t~c fc.c iIi til:':; ('f other
Federal ege~cies ~ill be utilized, in
,...hat ,-:ays c..!"e thcr p3.rticul~,rlJ" 5\.:1 table;
are the',' co.7:'Octitiv2 ... ith 'D:civ~tc enter­
prise (if so: explain); ~n~ ho~ can they
be ~adc av~il~b1e ~ithout ~~duc inter­
ference ,,,1 lh dor-estic progrD!~s:

Ixc... property- i. not deemed
appropriate tor the project.

Bot applicable. There will be
DO U.S. procureMJlt UIlC1er the
loaD.

Bot applicable. !he loan does
DOt provide technical assistance.

•

.;n'1..,....1,rne '..J ,...,...,""'f. ..... "",....... __ ,.. .... __ J._ _ .... ~_ ....
_ •• :... • ... ~ •• _ •• .... .... _\oO ,,\,.,V.L\,,'&~

... .... .. st"l( ), • r iLfJ. ~ v .....__t:_. If L.1Li,:" loan Bot Applicable •

UJat obliGates in cxces~ of $100,000, will
it be on a co;~:pc.t i t i n~ i·e.;:, is? I f not, n.re
there fc:.ctors \ihich I;l2.ke it iErpractice.ble:

8. FA~ §601(b). D2scribc the
efforts 1:~C.2 ill c:c.r::lc:ctiC:l ',;ith this lo~:l

to cn~om·c.f,e a~d f~:-:i.litc.t~ p~~rticip<ltio:l

of private e:ltenJ::,"is~ in <:.chi~·...ing· the
purposeG of the Act.

Procure::1ent

1. FA;'!. E6ch (3.) • \Jill cO::l!~.'=)cii'Ly

procur~~cnt be ~cGtrict~d to U.S.
cxcept cos othen,i~~ c.1etcr:::ined uy the
Prcsiclent?

2. F/'.~ ?601~(~. Hill c.n~rpart of
thi~ lo[tn l:~ u~;e~ fc.::' 'u~ll~ cor~,::o~li':;y

}1l"Oc:t:l'Cr-lCnt ~t. adjl,;::tcd lH'ic~:; hi~~hC'r

tll"-n thc I;,:n'::ct pI'; (;C r:'C'v~~ilinL in
the U.S. l~L t,ir;l~ of }'ur.::lw:;c·?

Bot' Applicable.

Bot App11aable.

Bot Applicable.
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3. FA/~ r;::r,I,( .. ) Fill ,"ly UQ..,..t of 110

l..hi~ lc·:.~T";' :I~e~- -~or '~~r~c~~(!:::~nt of an)" •
af,riclIl~'...::-:'.l c':)::'=.cc.it:; or pro.:lllct. tl~creoi'

outsi~c t~~ U.S. ~hcn th~ do=~stic price 6f
f,uch cc::,.-::o':'::' tj' ~_s lese than p,~r.ity?

rec ~ i \re t;'. ~ L::: c .~.d S:7..r:/ ::'lr e·-:p~).j-::~~-: ~ ~r~ ifi­
cC'.tio:1 [:-0:.1 ::;~l.f~l:ers t~:1:l~r a co;~.::".o·lit:r

i~;ort p~o~r~~ nG~e~~~nt 23 to dc::ri?ticn
end con~itio~ of cC~:~~0ti~~, and 03 tha
bcsis of s~:h, detcr=inc eliGibility and
suit~bilitJ for fin~ncinb?

."

• '.
4. -'r' ~ ;;:~Ol'(f)r __ ........ •------ IIot Applicable.

D. Other '0,-.- .• '; _~._ ':lI",i ~
....-. •• __ &. ..... _I._ ... tJ~

1. f/u\ f?Ol(b). Is the country anon; Y.a.
the 20 cou::-:::-ics in Hhich develc;-:::(!!1t lo.!!n
funds n2Y be u~ed to ~ake lca~s in this
fisc2.1 year?

.'

,., ~__ S1 nc;
Co. J"'y .....J. ;:'-"'-". Does the loan

uGrccmcnt provide, with r~~fect to capital
proj2cts) for U.S. epprov~l 0: contract
.. ..:J .6" " •••• '.':'--_.'.- - .... -- ...,.

3. FhA §6~0(k). If·th~ lORn is for
construction of ~ prod:~ctic:l cnter~~i3e»

\ritll respect to ",r~1ich tl:2 c.G~rcG.:lte Y-alue
of ~ssis t.~r:.cc to be :fur.. is;~·:d ~,ill excec:i
Q)Our -'';ll!o - .'~'<l+-"","'" "','-' • ., ... ',..,~..,.- J.,~ .L L) ".'~ ...."r<..:p..l,.l..J.on 11,"",:> c-.._n
J:1~Je to obtain the: c;q:'i-':::~;::' c.:pF:.-oyal of
t'1c co:-'Crcs z?

4. FAA ~6?o(~), 620(f)~

Hns the Pre~i~c~t dete~~i~~d that the
countl~ iD net do~in~tcd c~ control.lcid by
the j ntc:rnr.t::'Ol~s.l Cc:::-...7.~~!ji:;t r.:0V~:;~2;)t? If

_,'. the 'cou:ltr:i i~ u. CO;'i':'l'.:ni:; t cO''':':ltr'y (illcludin.
bt:.t not lir.!i tcu to, the ccu::t.ri.~~::; listc~ in
FAA UG20( f») ~mc:. th.~ lO2.n is intC:llc'l!d for

.? CCO:1o:::ic ngr.ist:'r!c~, h~\'c the i"5.nc'!inr:s
rcquir..::J by ;:'/-.1'. t:G20(:r:) ~n~-: .-'.;)? til09(t)
bccl~ r.::~dc n:ld rC'portc:c1 to t.he COUCr'CGs?

Rot Applicable.

Bot Applicable.

-fthiop1a 18 not a cOllRWlist or
c~n1 .t-clc.inatet. country.



5. Fft!. Sec!;.ion 6200~. \vha,t steps have

been taken to insure that the loan will not
be used in a manner which, contrary to the
'best i.nterest of the United states, promotes
or assists the foreiGn ai~ projects of the
Communist-blcc countries?

6 FAA Section 636(1). Will any part
of thi::: loan b'eused in financing non-U. S.
manufactured automobiles'! If so, has the
required waiver been obt~ined?

7. FAA Section 620(~). Will any part of
this 10~l.Tl be used to compensate owners for
expropriated or nationalized property? If

. any assi~tance has been used for such pur­
pose in the past, has appl'opriate
reimbursement bee~ made to the U.S. for
sums diverted?

8. FAA Section 201(r). If this is a
proj ect 'loan, wl1a'C provi s j ons have been
made for appropriate participation by the
recipiE:i',t C0untry's private enterprise?

9. APR. Section 103. Will any funds
under the loan be used to pay pensions,
etc., for persons who are serving or who
have s'2l'ved in the recipient country's
armed forces?

10. !i~1A ~~~~ion 901.b. Does the loan
agrecm2rlt provide ror compli3.nce with U. S.
shippi lle; requiremerlts that at least 5CJ'/o
of the gross tonnaGe of all comnoditics
financeu with funds made Oovai 1able u..l'lder
this Joan (computed separately hy
geoGraphj~ area for dry bulk carriers,
dry car~o liners, and ~ankers) be
transported on pri ':ate ly-o"!r:ed U. S.
,flag co~mercial venslen to the extent such
\'esn(~ls are availal .. le at fo.lr arld reason­
able rates for U. S. flae; vc~~~;c1s and that
fit lear; t '"i01u of the gr03s frcir~ht revenue
cellcr:' L('j by all ~hj pmcr.t,s I'illa:lced wi. th
fond::: :~l:lde available uncle:, tide loan all,}
L]'(ill;:l;,·q'L(~d on c1 r'y c:trgc 1 i 11':1'8 be paid
to Ot' "VI' Lhe brlil;j'j t. of pri ':ntc:1y-mll1l~d

U.S. J'lar: c0mmercit.l ve~::;el:~; .

Page 16 of..!SL

fte loan qreaent will include
& olause ap!nat cc.iDgling.

Bot Applicable.

10.

Bot Applicable.

".

•.'

.., .



11. F'AA Sectio:'! !IR1. Has the President
det.ermined t.flat the n'!: j-r;icnt count.rv has- ,
"'\ i 1cd to t..1l.1<e adeq'lai,~ fJ L(!pS to prevent
nnr'cotic dr'U(!.5 produced or procm'eel in, or
1. )'unsported through, SIJ.(,\1 country i'l'\yn heinE}

',..Roid illeeally within the jurisdiction of
• such country to U.S. Government p2l'sannel

or tbeir dependents or from entering the
'. United States unlawfully?

I. •

12. App. Sectio!i no. Is the loan
heine; used to transferi:7unds to world
lending institutions under FAA SE~C. 209(d)
and Sec. 251(h)?

P 1'7 of 11\age .

Jro. Ethiopia is cooperating with
tile U.S. &D4 lnterDatiaaal orpDisa­
tiou in the control of D&rcotic.
dnaa.

13 App. Section ben. Are uny of these
funds being llsed for pUblicHy or
propaganda within the United States?

14. FA~ Section 612(d) and Section 40
of' ])L 91 i8"0-[FAA of FrnY~'Do;si:hC"-U~litej

8F.;1.(l~ own host countrv excess foreir;n
f:urrency and, if so, what nrrangemcnl:s
have been maie for its release in compliance
with Section 40 (FAA of 1973)?

.0. ,>

15. FM Sect ion t:,C\ (d). Will provisio.'1s
be made for placing mar::-ne insuranre in the
U.S, if the recipient cOtL1try dis'~riminates

against any mn.rine insura.nce conrpuny
authorized to do business in the U.S.?

16. Section 29 of PL 03 - lR0
(FAA of 19m. Is there a militar.V
base located in the recipient country
which base was constr~ctad or is being
maintained or operated with funds
fltrnishcd by ,he U.S., and in 'vhich U.S.
perso~nel carry our military operations?
'1 f so, has a ictermination Geeo m:J1e
that the govcl'nl11cnt of' [;.lch l'e~ipi.l~nt

c{)\JilLry hns, cOll::iisLenL l,:ith secur'i.Ly,
auLh(II'i zed al'('('cL'; to ,;\:"11 mj 1 it al"[ [)I).se

.• -". 011 a regulur Iln.sis to llona fine ncvls
media (:orn~spunc1enLs or the U.S.

17. 'fAA f30e:tion :; lI o( c). Will H

r;ro.nt 'be :nadc _·tc;-the re(-'-i-~~i--Z:-nt COU.!ltl·y
to puy all or pn.~'t of S\ll:h sllipjJjnc;
diff'rrcntiD.l ns is detennillpj roY the
8f:c:Y·,'>kl.ry of (\)Jlllil2'rce tlJ (~y.i:o;t, bet\-l.~~0n

U.f'.. J'orei r,n J In.r; ves801 ('!l:,r'Ler or

]fot Applicable.

(A). Yea.

(B). IIG places DO restr1ct100a
OIl accus to auch U.S. 11111tary......

.ot Applicabl•.



18. ~p. Sccti.OH 113. Hill any
of the loon funds be u::.edto aequire
currency of recipient. country fro'Tl
non-U.S. 'rreasury som'ces "rhen ~xccss

currency of that country is on deposit
in U.S. Treasury?

19. App. Sectinn 114. Havp. the
House and Senate Committees on
Appropriations been notified five days
in advan~e of the availability for
obligation of funds for the purposes
of this project?

.0.

Y...
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ANNEX '"
Page 1 of 2

DEVEWPMENT ASS ISTANCE WAN AUfHORlZATION

Provided from: Development IDIin Funds
Ethiopia-Agrioultural Sector Loan tv

Purluant to the authority vested in the Administrator of the
Agency for International Development ("A.I.D.") by the Foreign
Assistance Act of 1961, and the delegations of authority issued
thereunder, I hereby authorize the establishment of a loan pur­
suant to rart I, Chapter 2, Title I, the Development Loan Fund
to the Imperial Ethiopian Government by an amount not to exceed
fifteen million dollars ($15,000,000) to provide local currency
funds for the development of the Agricultural Sector subject to
the following terms and conditions~

1. Int19rest and Terms of Repayment. The interest on the
amoun-r-of-this loan shall be three percent (3%) per annum
on the disbursed balance of such amount, except during
the grace period when the interest shall be two percent
(2%) per annum. The loan shall be repaid within forty
(40) years from the date of the first disbursement under
the loan inclUding a grace period of not to exceed ten (10)
years •

2. CurX"ency of Repayment. Payments of principal and
interest wit1lrespec~~theamount of the loan shall be
made ln United States dollars.

3. other Terms and Conditions.

(a) The I.E.G. shall adopt and execute those policy and
program measures which will help overcome the
constraints to increased output and greater equity
i~ the agricultural sector in the following areas:

Equitable land ownership and tenure.

Rural roads.

Expansion of small farmer production.

(b) The I.E,G. shall assure that its self-financed
development expenditures on the agricultural
~ector <as mutually defined by the I.E.G. and
A.I,D.) in Ethiopian FY-1967 and FY-1968 (U.S,
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FY-1975 and FY-1976) increase over those of
Ethiopian FY-1966 and FY-l967 (U,S. FY-l974 and
FY-l975), respectively, at least by eight percent.

(c) The I,E.G, shall as.ure that its self-financed
development expenditure. in Ethiopia FY-1967 and
FY-1968 (U,S, FY-1976 and FY-1976) increase over
theee of Ethiopian FY-1966 and FY-1967 (U.S.
FY-1974 and FY-1975), respectively. at least by
seven percent.

(d) The l6an shall be subject to such other terms and
conditions as A,I.D. may deem advisable,

"Date
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