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Foreword

The 2018 National Human Development Report
(NHDR) on the theme ‘Industrialization with a Human
Face’ is a major contribution to the policy discourse on
inclusive industrialization in Ethiopia, and in the region
as a whole. By examining the nexus between inclusive
industrialization and sustainable human development,
the report identifies critical policy imperatives that could
foster the creation of decent jobs for youth, address the
current predominance of informal employment patterns
and promote sustainable urbanization. It acknowledges
the rapid growth that Ethiopia has achieved over the past
13 years, with significant poverty reduction and human
development. It also underscores how the slow pace of
structural transformation could be accelerated by invest-
ing in industrial growth and highlights critical policy
choices that must be made to achieve sustainable human
development.

The report recognizes that for economic transforma-
tion to enhance human development very much depends
on the emergence of a modern economy that can generate
wealth and by extension fulfill individual and collective
needs by expanding human capabilities and extending
human choices and freedoms. This report rightly argues
that the benefits and costs of the industrialization process
in Ethiopia must be managed for inclusive growth to
advance human development and uphold the basic hu-
man rights of all as a means to end poverty and expand
the choices of Ethiopians. The investments made by the
Government in social sectors such as health, education
and safety nets have reduced the incidence of poverty
from a high of 44.2 percent in 2000 to the current level of
23.5 percent. Significant progress has also been achieved
in human development and among the 40 countries in
the ‘low human development’ category, Ethiopia has sus-
tained strong progress in the last 15 years. In fact, as part
of the main findings, the report establishes that the HDI
for all regions has increased since the 2012/13 period and
that the Health Sub-Index remains the driver of human
development levels across all regional states. While recog-
nizing that education attainment has been improving, the
overall level of education still remains low coupled with
high gender and rural-urban disparity; this is an area that
will require special attention.

This report reinforces the point that the industrialization
process must be undertaken with human development as

the primary goal. While industrialization, as measured by
the industrialization intensity index (a measure of man-
ufacturing value added per capita, and the complexity of
industrialization by the value added of technology to manu-
facturing) is positively associated with countries with higher
levels of human development, the relationship between in-
dustrialization and human development is not an automatic
one. Disaggregating the national experience to the level of
Ethiopia’s regional states shows similar results. When cor-
related with an available measure of industrialization—the
number of manufacturing industries by region—the Regional
HDIs in Ethiopia show a complex non-linear, not automatic
relationship as well and this supports the notion that indus-
trialization must be accompanied by deliberate policies that
promote human development.

The Report must be commended for paying special at-
tention to the gender dynamics in the industrial sector and
positing a strong and positive relationship between gender
inequality and industrialization. Indeed, both the analytical
framework of the report and the evidence available clearly
show that the industrialization process must be managed
in order to ensure gender-responsive outcomes in human
development that benefit women and girls, but also society at
large, through the removal of barriers to equity.

Finally, this report presents readers with a set of concrete
policy recommendations for accelerated and competitive in-
dustrial/manufacturing growth. It proffers actions that could
spur an inclusive industrialization process as an instrument
for sustainable human development. We therefore encourage
policymakers and practitioners to read the report and gener-
ate policy dialogue and debate about the issues raised in or-
der to inform policy choices that could advance and sustain
human development in Ethiopia.

Ahunna Eziakonwa-0Onochie
Resident Representative
National Planning Commission  UNDP

H.E. Dr. Yinager Dessie

Commissioner
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Ensuring that women
both participate and

provide leadership for the
industrialization process

is critical and human
development for all is
enrichened when more
equal outcomes occur
and barriers to gender
equality and women'’s
empowerment are

diminished—and removed.
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Executive Summary

This report explores the relationship between
inclusive industrialization and sustainable
human development in fostering decent jobs
for women and youth, addressing informality
and promoting sustainable urbanization. The
slow pace of structural transformation could
be counteracted by investing in industrial
growth. For economic transformation to
enhance human development will require
the emergence of a modern economy that
can generate wealth and by extension fulfill
individual and collective needs by expanding
human capabilities and extending human
freedoms.

The NHDR 2018 argues that the benefits
and costs of the industrialization process
in Ethiopia must be managed for inclusive
growth: to advance human development; up-
hold the basic human rights of all as a means
to end poverty; and expand the choices of
Ethiopians.

At the heart of the framework is the
important role of policy, public financing
and interventions to spur positive feedback
loops between industrialization and human
development, and to minimize negative ef-
fects. These are influenced by strengthening
private sector development, including sup-
port to small- and medium-size enterprises,
by infrastructural development including
better services on energy, roads, schools and
health, and through stimulating the agricul-
tural growth that provides the foundation for
industry. Relevant policies, financing and in-
terventions are needed to strengthen human
development outcomes that will reinforce
inclusive industrialization: through better
education and health systems; and by im-
proving the standard of living, from quality
housing to road infrastructure, that provides
the foundation for industrial work.

Ensuring that women both participate
in and provide leadership for the industri-
alization process is critical. Human devel-
opment for all is enrichened when more
equal outcomes occur and barriers to gender
equality and women’s empowerment are di-
minished—and removed.
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While industrialization as measured by
the industrialization intensity index (a
measure of the manufacturing value added
per capita, and of the complexity of indus-
trialization by the value added of technolo-
gy to manufacturing) is positively associated
with countries with higher levels of human
development, the relationship between in-
dustrialization and human development is
not automatic.

Disaggregating national experience to the
regional level shows similar results. When
correlated with an available measure of
industrialization—the number of manufac-
turing industries by region—the Regional
HDIs in Ethiopia show a complex non-lin-
ear, not automatic relationship as well. The
report reinforces the need to undertake the
industrialization process with the achieve-
ment of human development as the primary

goal.

The patterns of human
development

The report establishes the two-way relation-
ship between human development and indus-
trial development and looks at national and
sub-national trends. All regions have moved
forward, with Harari having experienced
the largest increase relative to the 2012/13
period (albeit from a low base), while Addis
Ababa region has seen the slowest rise, having
dropped from the highest ranked region to
fifth.

Among the the 40 countries in UNDP’s
low human development category (those
countries with a human development index
value below 0.500), available data show
that Ethiopia has sustained relatively strong
progress in the last 15 years. The evolution
of Ethiopia’s HDI is mainly driven by health
outcomes, with life expectancy contributing
more than the Education Sub-Index and the
Income Index. When ranked by the value of
the Health Sub-Index, Ethiopia is among the
top seven countries with low HDI values. By



contrast, adult illiteracy is a factor holding
back Ethiopia’s human development within
the Education Sub-Index.

The HDI for all regions has increased since
the 2012/13 period and the Health Sub-
Index remains the driver of human develop-
ment levels across all sub-regions. Harari is
the only region to have slipped backwards
on the Health Sub-Index, but has made the
strongest progress on the Education and
Income Sub-Indices.

While educational attainment has been
improving, the overall level of education still
remains low and there are high gender and
rural-urban disparities. About 32 percent
of men and 51 percent of women aged 10
years and above were illiterate in 2013; only
1.8 percent had completed secondary educa-
tion. Education spending remains relatively
high—yet learning outcomes remain low and
this has affected the quality of education.

Modern contraceptive use for married
women has steadily increased over the last 16
years in Ethiopia from 6 percent in 2000 to
35 percent in 2016 and is slightly above the
sub-Saharan Africa (SSA) regional average
(excluding high-income countries) of 24.7
percent. This is likely to have played a signifi-
cant role in the decline in fertility. However,
disparities exist across regions with married
women in Somali (aged 15-49) having the
lowest use of modern contraception (1 per-
cent), followed by Affar (12 percent).

Women are nearly three times as likely as
men to be unemployed. Women’s gross na-
tional income per capita stands at US$1,161
compared with US$1,886 for men (in 2016
purchasing power parity, PPP, terms). 'This
leaves women to take on vulnerable forms of
employment that fail to protect their basic
labour rights. A set of long-standing barriers
stand against gender equality and women’s
empowerment, including inter-alia: violence
against women and girls; female genital mu-
tilation/cutting; and an unequal care burden.

The relationship between reducing gender
inequality and industrialization is generally
strong and positive: industrialization pro-
vides avenues forward into greater gender
equality. But again, it is neither automatic
nor necessary. The evidence available makes it
clear that the industrialization process must

be managed in order to ensure gender-re-
sponsive outcomes in human development
that benefit women and girls, but also society
at large, through the removal of barriers to

equity.

How can industrialization
drive decent work for
youth and women?

By assessing the state of the labour market,
skills development and employment with-
in the context of industrialization in the
country, the report establishes that youth
and women remain most disadvantaged in
the job market. The gender wage gap under-
paying women and their segregation into
lower-level roles across all sectors including
manufacturing reveal priority areas for action
in making industrialization work for human
development in Ethiopia.

Wages in general have remained stagnant
or been decreasing in real terms. The average
wage is also lower in industry (and manu-
facturing) and much lower for women com-
pared with the national average. This limits
the extent to which employment generation
is translated into improvements in living
standards and poverty reduction.

Given that unemployment in Ethiopia is by
and large an urban phenomenon, increasing
the efficiency of urban labour markets is not
only key for structural transformation but
also to ensure that its benefits reach all seg-
ments of the population. The current social
protection arrangements in urban areas are
inadequate in addressing the needs of youth
and children.

While employment is the most direct
channel through which industrialization
can affect human development, it is not
automatic unless industrialization is capable
of creating sufficient new jobs which are de-
cent and inclusive. With significant labour
participation for the working-age group aged
15-64, reaping the demographic dividend
depends heavily on the policy environment.
A well thought out and coordinated policy
framework is needed both to speed the
demographic transition and to realize the

demographic dividend.

While employment

is the most direct

channel through which
industrialization can affect
human development, it

is not automatic unless
industrialization is capable
of creating sufficient

new jobs which are
decent and inclusive.
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The interaction of
industrialization and
agriculture, the environment
and urbanization—reducing
costs, maximizing results

The report explores the potentially adverse
consequences on areas of life that can result
from an overwhelming focus on industrial
development, stressing inter-alia: the need
to safeguard increasing production and pro-
ductivity of agriculture as the labour market
moves into industrial jobs; the need to miti-
gate the downside effects on the environment
and climate change and to maintain the
commitment to zero-carbon growth in light
of achieving industrialization targets; and
the consequences of informal and unfettered
urbanization.

The Ethiopia Climate Resilient Green
Economy commitment providcs an oppor-
tunity to build a green industry sector by
leapfrogging to modern technologies and
prioritizing the development of eco-indus-
trial parks with clean energy, waste treatment
and energy-efficient technologies. But still
the country needs effective and coordinated
environmental management to deal with
the challenge of on-site waste treatment and
dumping of wastes in nearby water bodies.

Conclusions and
recommendations

The reports present a set of concrete policy
recommendations for accelerated and com-
petitive industrial/manufacturing growth as
an instrument for inclusive and sustainable
human development. The proposed policy
actions are as follows:

e Promote creation of decent jobs that are
reasonably paid, are secure, safe and have
minimal environmental/health hazards
and simultancously accelerate skills

ETHIOPIA NATIONAL HUMAN DEVELOPMENT REPORT 2018

development for youth by ensuring high
quality education at all levels including
Technical and Vocational Education
and Training that meets the needs of an
industrializing economy. This entails a
well-functioning labour market with effec-
tive information systems and employment
services coupled with a safety net/ social
protection for low income earners.
Remove barriers to women’s equitable
roles and the benefits from industriali-
zation by: narrowing the gender-based
gaps in education and health; strict
enforcement of gender-related laws and
regulations; strengthening women’s as-
sociations that lobby for women’s rights;
and increasingly addressing the social/
family related challenges that prevent
women from benefiting from industrial
jobs and entrepreneurship.

Leverage innovation in industrial parks
and new technologies by harnessing new
approaches such as establishing innovation
labs to re-design public service delivery,
drawing on the data revolution to imple-
ment and monitor progress on both the
national and international commitments
such as the Sustainable Development
Goals (SDGs) and prepare the industrial
workforce for the jobs of the future using
Artificial Intelligence.

Encourage industrial value chains in a
range of locations through industrial clus-
tering to leverage innovation, competition
and complementarity across the value
chain system.

Ensure an integrated approach across
agriculture, the environment and urban
planning to foster more inclusive industri-
alization that fosters human development.
Promote private sector development as a
critical driver for industrial transformation
by revamping infrastructure, financial
access and institutional arrangements for
competitive industrial growth.



Human choice and
Industrial development
In Ethiopia




e

The report establishes the two-way relationship between human development and industrialization but the
benefits are not automatic and require managed processes to ensure positive outcomes in terms of employment,
gender equity and environmental sustainability.

Human development

Industrial development




1. Human choice and industrial
development in Ethiopia

The aim of human development is to expand the choices every human being can make
in their life, and to improve their opportunities. Through this simple concept, economic
growth and income are best understood as means to human development but not ends in
themselves. It is the richness of their lives, and not their economies, that people value.

The industrialization process in Ethiopia
must be understood in these same terms.
While it is the cornerstone of economic
transformation, industrial development must
be seen as a means to the end of human devel-
opment—as a pathway to enlarge the choices
and opportunities people have, but not the
end goal in itself. This report explores how
industrial development can be understood,
not as the sole aim of development policy,
but as a way to enrich the lives of Ethiopians
while limiting negative consequences on
their quality of life.

Ethiopia has seen remarkable economic
growth, poverty reduction and progress in
social development in the last decade and a
half. But the country remains among the set
of low human development countries around
the world and has seen little change relative
to others. A key concern is that economic
growth has been driven by the growth in
agriculture and services sectors, contributing
37 and 47 percent of GDP in 2015/16.
Education continues to lag with close to
half of Ethiopians unable to read or write
and a low mean years of schooling rate. And
significant barriers to gender equality and
women’s economic empowerment remain,
with high unemployment and segregation
into low-skilled and informal work.? In
order to accelerate human development
progress, structural transformation to higher
value-added and more sustainable growth
patterns is needed.

To achieve this aim, industrial growth
has moved to the centre of Ethiopia’s am-
bition to reach lower middle income status
and be carbon neutral by 2025. Industrial
development holds the potential to create
more decent jobs, raise living standards and

promote sustainable human development.
An inclusive industrialization process is
pivotal for providing work for the growing
youth population, for shifting from an infor-
mal to formal economy with decent work for
all and to transform unfettered urbanization
into sustainable urban planning.

More than 70 percent of Ethiopians are
under 30 years of age, with urban youth un-
employment at 22 percent compared to 17
percent for all ages. Moreover, more than a
quarter of all urban jobs are informal > While
informal jobs provide one avenue out of pov-
erty, limited working conditions (working
hours, workers’ rights, and exposure to risks)
imply that informality is unsustainable.

Yet the performance of the industrial sector
during the First Growth and Transformation
Plan (GTP I) (2010/2011 to 2014/2015)
indicated that the sector has not been able to
achieve the hoped-for changes in terms of the
structure of the economy as it grapples with
multiple challenges. These include:

e Limited performance of the manufactur-
ing sector and poor growth performance
of micro- and small-scale manufacturing
industries as well as delays in the imple-
mentation of large manufacturing projects.

e Challenges in attracting new and
high-quality export-oriented private
investments into the manufacturing sec-
tor. Ethiopia is currently one of the most
attractive destinations for FDI in Eastern
Africa. The future challenge is to attract
not only foreign private investors but also
to develop the domestic private sector.

¢ Limited management, technology and cap-
ital capacity leading to poor quality, ineffi-
cient and low productivity and challenges
in competing in global markets.

INDUSTRIALIZATION WITH A HUMAN FACE
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e Unreliable energy supply and inadequate
financial services.

This report extends the series of NHDRs
in Ethiopia (Box 1.1). It explores the nexus
between industrialization and sustainable hu-
man development in fostering decent jobs for
youth, addressing informality and promoting
sustainable urbanization. The slow pace of
structural transformation could be counte-
nanced by investing in industrial growth. For
economic transformation to enhance human
development requires the emergence of a
modern economy that can generate wealth
and by extension fulfill individual and collec-
tive needs by expanding human capabilities
and extending human freedoms.* In addi-
tion, integrating and deepening value-chain
systems, especially in agriculture, through an

inclusive process of industrialization could
enhance human development as new tech-
nology and innovation expand the benefits
of integration and provide opportunities for
the poor and marginalized.’

1.1 Pathways of impact: a
conceptual framework
for industrialization and
human development

The conceptual framework for this report
depicts the link between industrialization
and sustainable human development by
highlighting the existing and potential inter-
relationships between inclusive industriali-
zation and sustainable human development

BOX 1.1

Ethiopia NHDRs in context

NHDRs crystallize local movements for change, with the production pro-
cess contributing to national capacity-building in the gathering and anal-
ysis of data relevant to human development. Editorially independent from
both national and United Nations policies, human development report-
ing transforms goals for poverty reduction and human development into
benchmarks, plans and approaches for regional, national, and internation-
al action. The reports make recommendations for change that generate
attention and debate among stakeholders and policymakers, and they
raise public awareness of ideas about human development.

This report is the fourth National Human Development Report (NHDR)
for Ethiopia, building on the foregrounding of these critical assessments
for human development policy in the last NHDR, in 2014:

e NHDR 1997 introduced the concept of human development to the
Ethiopia policy debate. The theme of the report was entitled ‘Restoring
a Post-Conflict Ethiopia through Human Resource Development’. The
Report distinguished between human development as the expansion
of human choice and ‘human resource development” as a key to devel-
oping the skills of a people to live the life they wish to live. The report
went on to analyse several government programmes, including the
Emergency Recovery and Reconstruction Programme, the Ethiopian
Social Rehabilitation Fund and the Safety Net Programme.

e NHDR 1998. The 1998 edition provided an overview of the human devel-
opment situation in Ethiopia by breaking new ground in presenting the
first-ever regional human development index (HDI), a measure of human
development across Ethiopia’s main regions. As such, the report was
able to show the human development situation at regional and urban/
rural levels to give policymakers and analysts a more granular sense of
human development challenges beyond national averages.

Sources: UNDP 1997, 1998 and 2014; UNDP Human Development Report Office, (n.d.) (HDRO).

e NHDR 2014. After a long hiatus, this report returned human devel-
opment concepts and measurements back to the centre of policy
dialogue in Ethiopia. It updated the regional HDI progress assess-
ment, noting advances in economic development and health, but
also underscoring deficits in education. The report also advocated
recognition of key lingering human development challenges, includ-
ing large pockets of poverty and gender inequality remaining in the
country.

The NHDR 2018 builds on this tradition to explore for the first time
in a Human Development Report the interlinkage between the industri-
alization process and the expansion of inclusive human development. A
key contribution is the new conceptual framework explored in the next
section of this chapter. And it builds on an important concept defined in
the NHDR 2014, of inclusive growth as a pathway to connect the indus-
trialization process and human development. As the NHDR 2014 states,
“Inclusive growth is seen as a sustainable pathway out of poverty. It en-
tails exploring policy options which could have the greatest impact on
poverty reduction and human development. According to UNDP, develop-
ment can be inclusive and reduce poverty only if all people contribute to
creating opportunities, share the benefits of development, and participate
in decision-making. As such, inclusive growth is critical for advancing hu-
man development and integrates the standards and principles of human
rights.”

It is in this same vein that the NHDR 2018 argues that the benefits
and costs of the industrialization process in Ethiopia must be managed
for inclusive growth; to advance human development; uphold the basic
human rights of all; and as a means to end poverty and expand the choic-
es of Ethiopians.

8
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(Figure 1.1). The framework emphasizes that
policies, financing and interventions need
to strengthen the pathways through which
industrialization advances human develop-
ment, and sustainable human development
advances inclusive industrialization.

At the heart of the framework are the
key roles of policy and public financing
and interventions to spur positive feedback
loops between industrialization and human
development and to minimize negative ef-
fects. These are influenced by: strengthening
private sector development including sup-
port to small- and medium-size enterprises;
infrastructural development including better
services with respect to energy, roads, schools
and health; and through agricultural growth
that provides the foundation for industry.
Policies, financing and other interventions are
also critical to lay pathways of industrial de-
velopment that can result in improvements in
sustainability by: limiting pollution and other
potential environmental harms that industry

FIGURE 1.1

can cause; creating decent work which raises
living standards and income; ensuring inclu-
siveness and leaving no one behind; and estab-
lishing patterns for sustainable urbanization.
Similarly, policies, financing and interventions
are needed to strengthen human development
outcomes that can reinforce inclusive industri-
alization through better education and health
systems and improving the standard of living
that raises incomes and stimulates demand for
industrial output.

Gender equality and women’s empower-
ment emerge as a primary issue of concern
within this framework, given the role women
play in agriculture, services and industry.
Ensuring that women participate in and exer-
cize leadership the industrialization process is
critical. It is important to emphaisize under-
score the many opportunities for both equal
outcomes and for the removal of barriers to
gender equality and women’s empowerment
that the industrialization process can poten-
tially foster.

Conceptual framework: human development and industrialization linkages

POLICY, FINACING
AND INTERVENTIONS

Agricultural
growth

Infrastructure
and services

Private
sector
development

Decent
Education  standard

' of living
Health

SUSTAINABLE
HUMAN
DEVELOPMENT

Source: Authors of the report.

Sustainability

Decent

Urbanization
work

Inclusiveness

INDUSTRIALIZATION
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The lynchpin between
industrialization and
human development is

work and different types

of work hold different

potential for either
thwarting or enabling
human development.

BOX 1.2

Work and human development

Sources: UNDP 2015a, Human Development Report.

The 2015 Human Development Report focused on the ways to strengthen
the interrelationships between work and human development. It found
that work engages people all over the world in different ways, from those
in forced labour and the working poor to those in school and the employed
non-poor. And different types of work hold different potential for either
thwarting or enabling human development.

The report produced a conceptual framewaork as follows:

Inclusive industrialization, in the first place,
implies industrialization. Inclusiveness points
to no one being left behind and to equitably
shared gains from progress for all without
discrimination, injustice or exclusion. As well
as furthering human development goals, it also
means that industrial development is sustaina-
ble from social, economic and environmental
perspectives. Overall, industrialization as meas-
ured by the industrialization intensity index (a
measure of the manufacturing value added per
capita, and the complexity of industrialization
by the value added of technology to manufac-
turing) is positively associated with countries
with higher levels of human development. But
the evidence shows a diversity of experience for
any given level of industrialization or human
development. This suggests the relationship
between industrialization and human develop-
ment is not automatic or necessary, and that the
industrialization process must be undertaken
with human development as the primary goal.

Better health

Better knowledge
and skills

Awareness
Human capital
Opportunities
Choice

Human
development

Income and livelihood
Women’s empoverment
Participation and voice
Dignity and recognition
Creativity and
innovation

Industrialization is a key driver of
economic growth. Promoting inclusive
industrialization contributes to ending pov-
erty and hunger, achieving food security,
achieving gender equality and promoting
empowerment of women and girls, fostering
inclusive and sustainable growth, and pro-
viding productive employment.® It absorbs
surplus labour in agriculture, which results
in reduction in the agricultural labour force.
This in turn contributes to increased pro-
ductivity of those employed in agriculture
and results in increases in their incomes.
Those who enter industry also earn relatively
higher incomes. Thus, the lynchpin between
industrialization and human development is
work (Box 1.2). This process also promotes
urbanization and the development of the
service sector which also employs the ag-
ricultural labour force and contributes to
poverty reduction.” Key terms as used in
this report are defined in Box 1.3.

This framework shows the importance of work for various dimensions
of human development — and in turn, the channels through which expand-
ed human development can advance work.

QOur Ethiopia National Human Development Report (NHDR) builds on
this framework by detailing the linkages through which industrial work
can thwart or enable human development in Ethiopia's emerging human
development future.

Security
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BOX 1.3

Defining key concepts in human development and industrialization

Human Development: Human development, or the human develop-
ment approach, is about expanding the richness of human life, rather
than simply the richness of the economy in which human beings live.
It is an approach that is focused on people and their opportunities and
choices.

People: Human development focuses on improving the lives people
lead rather than assuming that economic growth will lead, automati-
cally, to greater wellbeing for all. Income growth is seen as a means to
development, rather than an end in itself.

Opportunities: Human development is about giving people more free-
dom to live lives they value. In effect this means developing people’s abil-
ities and giving them a chance to use them. For example, educating a girl
would build her skills, but it is of little use if she is denied access to jobs,
or does not have the right skills for the local labour market. Three founda-
tions for human development are to live a long, healthy and creative life,
to be knowledgeable, and to have access to the resources needed for a
decent standard of living. Many other things are important too, especially
in helping to create the right conditions for human development. Once the
basics of human development are achieved, they open up opportunities
for progress in other aspects of life.

Choice: Human development is, fundamentally, about more choice.
It is about providing people with opportunities, not insisting that they
make use of them. No one can guarantee human happiness, and the
choices people make are their own concern. The process of development
—human development—should at the least create an environment for

people, individually and collectively, to develop to their full potential
and to have a reasonable chance of leading productive and creative
lives that they value.

Industrialization: The process by which an economy is trans-
formed from primarily agricultural to one based on the manufacturing
of goods.

Manufacturing: Is the production of goods for use or sale using
machines, tools and labour. It refers to a series of human activities,
from handicraft to high tech, but is most commonly applied to industrial
production, in which raw materials are transformed into new products/
finished goods on a large scale. The new products of a manufacturing
establishment may be finished in the sense that they are ready for uti-
lization or consumption, or they may be semi-finished to become inputs
for other establishments engaged in further manufacturing and then
sold to wholesalers, retailers, and consumers.®

Inclusive Industrialization: Inclusive industrialization is industri-
alization where no one is left behind and all parts of society benefit
from industrial progress, which also provides the means for tackling
critical social and humanitarian needs.

Decent jobs: Opportunities for work that is productive and delivers
a fair income, security in the workplace and social protection for fami-
lies, better prospects for personal development and social integration,
freedom for people to express their concerns, organize and participate
in the decisions that affect their lives and equality of opportunity and
treatment for all women and men.

Sources: L0 2018; CSA 2015/2016.

1.2 Limits to growth:
industrialization for structural
transformation in Ethiopia

Industrialization has entered the Ethiopian
development discourse as the solution to
many challenges. First and foremost, is the
need to sustain inclusive economic growth,
in a context of several years of strong
economic performance. Without struc-
tural transformation, however, economic
stagnation threatens and achievement of
the country’s aspirations to become a lower
middle income and zero carbon society is
challenged. What are the structural limita-
tions to economic growth in Ethiopia? And
how can industrialization with a human face
be undertaken as a new development model
in Ethiopia?

1.2.1 Shift from agricultural
to industrial growth

Across several African economies, research
shows that economic growth is largely ‘job-
less. Youth unemployment remains a compo-
nent of Africa’s growth owing to persistent
low productivity and underemployment in
the informal sector. The resultant implica-
tion of this is manifested through persistent
inequality, poverty, and migration of young
people to industrialized nations in search of
livelihood opportunities. There is a need for
multilevel and multinational partnerships
in the fight against corruption and social
conflict to attract foreign direct investment.
Investment in social security programmes
will also assist the poor and vulnerable peo-
ple on the continent.

INDUSTRIALIZATION WITH A HUMAN FACE
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In Ethiopia, public investments in exten-
sion services and infrastructure have pro-
duced a significant increase in agricultural
productivity and incomes. This results in
growth-promoting structural change,
as increased demand spills over to the
non-agricultural sectors. But the evidence
in Ethiopia suggests that non-agricultural
labour productivity is being driven down as
a by-product, as returns to capital diminish
and less productive firms are drawn in.

Rapid productivity growth in agriculture,
the traditional sector, is important. Studies
suggest that agriculture has played a key
role in Africa not only on its own account,
but also as a driver of growth-increasing
structural change. Diversification into
non-traditional products and adoption of
new production techniques can transform
agriculture into a quasi-modern activity.

But there are limits to how far this pro-
cess can carry an economy. In part because
of low income- elasticity of demand for
agricultural products, outflows of labour
from agriculture are an inevitable outcome
during the process of development. The
labour that is released must be absorbed
in modern activities. And if productivity
is not growing in these modern sectors,
economy-wide growth ultimately will
stall. The contribution that the structur-
al-change component can make is necessar-
ily self-limiting if the modern sector does
not experience rapid productivity growth
on its own.

Low-income African countries can sus-
tain moderate rates of productivity growth
into the future, on the back of steady
improvements in human capital and gov-
ernance. Continued convergence with rich
country income levels seems achievable. But
the evidence suggests that the growth rates
brought about recently by rapid structural
change are exceptional and may not last.

1.2.2 Services leapfrogging
manufacturing?

Services in sub-Saharan Africa have been
absorbing workers faster than output in
the sector has been increasing. The relative

ETHIOPIA NATIONAL HUMAN DEVELOPMENT REPORT 2018

productivity of African market services
fell from 3.0 times the economy-wide
average in 1990 to 1.8 in 2010, suggest-
ing that the marginal productivity of
new services workers is low and possibly
negative.’”

As corporate and private solutions fill
gaps left by the government, the conti-
nent may be missing out on the bigger
picture of economic transformation.
The ‘leapfrogging’ of landlines in favour
of mobile phones is a noted success in
Africa. However, as Africa’s economies
become service-heavy, the continent may
be missing out on the learning by doing
and especially the organizational skills
that come from making things. Despite
adoption of new technologies, Africa lags
behind in manufacturing and an increase
in the production of technologies has
yet to take place. Africa should invest in
the core infrastructure and engineering
capabilities that would enable it to meet
the needs of other sectors such as health,
education, and agriculture.

Yet industrial development is still a crit-
ical step in Africa’s socioeconomic devel-
opment. The danger and current reality
is that the structural transformation now
taking place in Africa is from a low-paying
or low productivity agricultural sector
to a lower paying services sector which is
predominantly informal. Mobile phone
usage, for example, has soared faster
in Africa than anywhere in the world.
According to the Pew Research Centre,
mobile phone penetration in Ghana rose
from just 8 percent in 2002 to 128 per-
cent in 2018.

If firms and investors are equipped
with understanding of what success might
entail and the tools to achieve it, they can
then find locally-appropriate solutions that
will contribute to gaining their objectives.
Governments should set clear, realistic mile-
stones that allow projects to be completed
on schedule while increasing local partici-
pation. Governments must create attractive
environments, schools have to impart the
right knowledge and skills, and businesses
need to orient themselves to long-term val-
ue creation.



1.3 Emerging patterns of
industrial development
in Ethiopia

Industrial development in Ethiopia is not
new. Ethiopia has seen three regimes over
the last eight decades. These successive
regimes adopted different policies for the
development of industry in the country.
The industrial policies have distinctive
features when looking at the guiding vision
(policy), ownership structure, and market
orientation. Broadly, they can be character-
ized as the import substitution and private
sector-led (from early 1950s to 1974); the
import substitution and state-led (from
1974 to 1991), and the export-orientated
and private sector-led from 1991. What is
different today is the focus of making in-
dustry the largest contributing sector to the
economy (Figure 1.2).

1.3.1 Industrialization,
manufacturing and GDP
per capita growth rates

Industrial value added per capita has
been showing strong annual growth since
2010. By contrast, growth in GDP per
capita slowed slightly (Figure 1.3). Even
if the share of industrial value added re-
mains relatively low, the growth patterns
show promising trends for emerging
transformation.

1.3.2 Largest sectors in
industrial activity

Industrial development in Ethiopia is led
by food and beverages manufacturing
(Figure 1.4). Roughly 47 percent of the
value added by manufacturing industries
to the national accounts was contributed
by the food and beverages manufactur-
ing industry; about 16 percent by the
non-metallic minerals industry; and about
8 percent by machinery and equipment in
2015/16.

The total number of persons employed
by various manufacturing industries was

FIGURE 1.2
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FIGURE 1.5

Number of persons employed by major industrial group — public and private (2011/2012 — 2015/2016)

90,000
80,000
70,000
60,000
50,000
40,000
30,000
20,000
10,000

0

2011/2012 2012/2013

B Machinery and equipment
W Food products and beverages

I Rubber and plastic products
I Other non-metallic mineral products

Source: CSA 2017.

M Chemicals and chemical products
W All others

2013/2014 2014/2015 2015/2016

M Textiles and garments

reported as over 329,000 in 2015/16
(Figure 1.5). This represents a continually
increasing trend in the number of employ-
ees working in all industries over the last
five years. But there is as yet no clear pat-
tern to the availability of jobs by industrial
group. Textiles and garments increased
from 2011/2012 to 2013/2014, but then
declined. The number of persons engaged
in machinery and equipment grew tremen-
dously from 2012/2013 to 2013/2014,
but then contracted just as rapidly to
2014/2015.

FIGURE 1.6

Distribution of large and medium scale manufacturing industries, by region, % of total, 2015

1.3.3 Concentration of industrial
activity in specific regions

Industrial activities concentrate in specific
regions within Ethiopia. The total number
of large and medium scale manufacturing
industries reported in 2015/16 was 3,596.
About 37 percent of the manufacturing
industries were located in Addis Ababa fol-
lowed by Oromia with more than 27 percent
and Tigray with about 14 percent of the
industries. Many of the industries in Oromia

are located around Addis Ababa. There could
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be many reasons as to why industries concen-  close to Addis Ababa can quickly contact
trate in and around Addis Ababa including  relevant higher officials to address challenges
bureaucratic hurdles; those firms located  related to doing business.

BOX 1.4

The promise of industrial parks

Ethiopia is located at the crossroads of Africa, the Middle East and Asia.
With a large population, Ethiopia is one of the largest domestic markets
in Africa. Through its membership of the Common Market for Eastern and
Southern Africa (COMESA), embracing 19 countries with a population
of over 400 million, Ethiopia can also enjoy preferential market access
to these countries, and it also qualifies for preferential access to the
European Union market under the EU’s Everything-But-Arms (EBA) initi-
ative and to US markets under the African Growth and Opportunity Act
(AGOA). Moreover, competitive investment incentive packages including
tax holidays are offered to investors.

One of the core strategies of the GTP Il (2010/2011 to 2014/2015) is
the establishment of industrial parks. With the manufacturing sector ex-
pected to grow by 25 percent per year for the next decade and to grow by
an additional US$30 billion in the textiles sector alone by 2030, the goal
is that the manufacturing sector would contribute 20 percent of Ethiopia’s
GDP and 50 percent of the export volume by 2025. Industrial Parks have
the potential to address key constraints to industrialization and transfor-
mation including the lack of capital, foreign exchange, and knowledge as
well as specific constraints related to the manufacturing sector, including
those related to land acquisition, customs and logistic services and weak
capacity and absence of coordinated effort in the development and provi-
sion of infrastructure and public services.

The development and construction of industrial parks started in 2014
when the Ethiopian Industrial Parks Development Corporation (IPDC) was
established. It gained momentum in 2015 with the Industrial Parks proc-
lamation 886/2015. In less than three years, several industrial parks were
built, inaugurated and opened for operations. Bole Lemi | and Hawassa
industrial parks were inaugurated in 2016. In 2017, Ethiopia inaugurat-
ed two additional parks in Kombolcha and Mekele. Together, these two
new sites are expected to create around 40,000 new jobs. About 10 more

Sources: Embassy of Ethiopia, Brussels 2017; William Davison 2017; Weldesilassie and others, 2017.

parks are under construction and are expected to be operational within
2018. In addition, industrial parks developed by private investors, such
as the Huajian Group which developed a shoe cluster industrial park, are
being built throughout the country.

Job creation is taking place in Hawassa Industrial Park(HIP). Since
opening, HIP's 52 units have been leased out by 18 firms, including
Phillips-Van Heusen (PVH), the US owner of brands such as Calvin Klein
and Tommy Hilfiger. PVH suppliers occupy about a third of the sheds at HIP.
As well as profiting from cheap overheads and labour costs, PYH—whose
US$8.2bn turnover in 2016 was close to Ethiopia's projected 2017/18 tax
revenue (US$8.5bn)—will also benefit from duty-free access to US and
European markets under deals for poorer nations.

Industrial Parks are key policy instruments in enhancing economic
transformation by attracting investment, promoting technological learn-
ing, upgrading and innovation and generating stable and decent employ-
ment. However, the challenge is that industrial park development requires
not only setting realistic goals but also designing feasible pathways to-
wards their effective achievement. Institutional options that consider
specific features of Ethiopia, its comparative advantage, international ex-
periences in industrial park development and the prevailing international
opportunities are essential.

Industrial Parks also have potential to address environmental issues
from the outset, branding them as ‘Eco—Industrial Parks’ to reap the
substantial benefits. Ethiopia can use Industrial Parks as laboratories to
pilot key reforms before they are adopted as national policies. Examples
include participation of foreigners in logistic services, innovation in the
financial sector to address the shortage of foreign currency, labour laws
and so on. To realize these, options on how to target policy incentive
and clear and unambiguous legal framework at federal, regional and park
levels are needed.

BOX 1.5

High industrialization costs in Africa?

A study using World Bank data to look at 5,500 firms in 29 countries com-
pared labour and capital costs, and productivity and efficiency of man-
ufacturing in sub-Saharan Africa with similar countries outside Africa.
The study found factories in Africa were almost always more expen-
sive to start and run. Looking at overall costs, small African firms were 39

Source: Soderbom 2015.

percent more expensive than comparative firms elsewhere while medium
and large firms were around 50 percent more expensive.

These findings present critical issues that Ethiopia’s unfolding industri-
alization process should look to manage—and to do so for the ends of an
inclusive human development process that leaves no one behind.
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BOX 1.6

Global lessons: how to make industrial growth rapid and competitive

Recent industrialization findings establish four key factors critical for in-

dustrialization success in the developing world.

e ‘The basics’: Ensuring fundamental infrastructure including basic ac-
cess to water, sanitation and roads, and human capital including basic
health and education achievements.

® Manufacturing exports.

e |ndustrial clusters.

e fForeign Direct Investment.

Institutions, human capital, international integration or trade open-
ness and geography are considered to be the key determinants of a
successful industrialization process. The literature also also emphasiz-
es the importance of these factors along with state capacity to design
and implement effective policies. Included among these factors are
infrastructure, human capital, domestic markets, and entrepreneur-
ship as four structural determinants that must be addressed in order
to enhance the likelihood of industrialization through manufacturing.
Indeed, institutions can play a vital role in creating incentives for in-
creased long-term investment that can lead to innovation and diffusion
of new technology, which is the backbone of every industrialization
success. Evidence exists that the quality of institutions has a strong
impact on promoting industrialization through infrastructure develop-
ment, which will help local industries to reduce costs and enhance
competitiveness.

Industrial and trade policy can stimulate economic growth and restruc-
turing by assisting new industries to emerge, improving the competitive-
ness of local industry and attracting foreign investment in manufacturing

Source: Séderbom 2015.

through fiscal, exchange rate and credit policies that reduce costs and
enhance productivity and profitability. Effective industrial and trade policy
must be underpinned by an improved institutional and policy environment
that reduces costs, creates comparative advantages for new industries,
and leads to reallocation of resources in favour of more competitive
industries.

Human capital enables countries to industrialize through investment
in high-skill products and improvements in productivity and by generat-
ing significant externalities including attracting FDI and transfer of tech-
nology. To benefit from these positive externalities domestic firms must
have sufficient high human capital levels that increase their absorptive
capacity. Basu and Bhattarai (2012) used 2006 data on cognitive skills,
measured by international test scores in mathematics and science, as a
proxy for human capital development to explain cross country differenc-
es in growth and effectiveness of liberalization policies in 75 developed,
emerging and developing countries over 1971-2006. Their panel regres-
sion results showed that cognitive skills have positive and significant ef-
fects on trade openness and growth and strongly explain cross-country
differences in trade and growth performance.

Trade openness through regional and international integration is es-
sential in determining the success of industrialization by creating export
opportunities for domestic firms and helping them reap economies of
scale and become more efficient as they compete with foreign produc-
ers. It can also create opportunities for domestic firms to earn foreign
exchange, increasing their ability to import capital goods at international
prices that may be lower than those offered at home.
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1.4 The report ahead

This report comes at a time when Ethiopia
seeks to become a lower middle income and
carbon neutral country, to establish green
pathways for progress, and to achieve the
2030 Agenda for Sustainable Development
and the Sustainable Development Goals
(SDGs).

Chapter 2 reviews the latest status and
trends in human development in Ethiopia.
It focuses on understanding gender-based
differences, and how human development
including in economic freedom, literacy
and the right to a long and healthy life
can serve as the foundation for industrial
development. It also discusses how in-
dustrialization can drive faster and more
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inclusive progress on human development
for all in Echiopia.

Chapter 3 probes the most critical factor
linking human development and industri-
alization: jobs. It assesses key employment
patterns and the employment differences
between men, women and youth in Ethiopia.
The chapter argues that placing decent work
at the centre of industrial policy is critical for
Ethiopia to achieve its aspirations and global
commitments.

Interrogating the interrelationships be-
tween key challenges to human development
and industrial growth, Chapter 4 explores
issues in agriculture, green growth and
urbanization. Each of these areas must be
carefully managed to maximize the number
of winners and minimize the losers from the



industrialization process—and to ensure that
industrialization expands human choice in
Ethiopia, and does not limit it.

BOX 1.7

Industrial development and the Sustainable Development Goals

The SDGs constitute the core of the 2030 Agenda for Sustainable
Development adopted by the international community on 25 September
2015, the new development framework that seeks to transform our
world and will guide all global, regional and national development
endeavours for the next 15 years. These Goals, and their associated
targets, frame the 2030 Agenda with the vision and ambition to achieve
a balance between the three dimensions of sustainable development—
environmental, social and economic—and integrate them into a univer-
sal and visionary commitment.

Industrial development has taken a lead role in the SDGs in the form of
Goal 9: Build resilient infrastructure, promote inclusive and sustainable in-
dustrialization and foster innovation. Goal 9 encompasses three important
aspects of sustainable development: infrastructure, industrialization and
innovation. Infrastructure provides the basic physical systems and struc-
tures essential to the operation of a society or enterprise. Industrialization

Sources: UNIDO n.d; UN n.d.

Chapter 5 distills the analysis of the report
into priority policy and strategic recommen-
dations within Ethiopia’s policy landscape.

drives economic growth, creates job opportunities and thereby reduces
income poverty. Innovation advances the technological capabilities of in-
dustrial sectors and prompts the development of new skills.

Building resilient and sustainable infrastructure and achieving SDG
9 offers the potential to improve the quality of life of people around the
world, while addressing climate change and other forms of environmen-
tal degradation.

In addition to Goal 9, other SDGs include some industry-related as-
pects and targets. As a core driver of the global development agenda
to eradicate poverty and advance sustainable development, inclusive
industrial and sustainable development makes a critical contributionto-
wards addressing the economic, social and environmental dimensions
of development in a systemic and holistic manner.

Globally, industrialization has a job multiplier effect: every single job
in manufacturing creates 2.2 jobs in other sectors.

INDUSTRY, INNOVATION
ANDINFRASTRUCTURE
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Human development
trends and linkages
to Industrialization
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The report looks at national and sub-national trends of Human Development where all regions moved forward,
with Harari Regional State having experienced the largest increase relative to the 2012/13 period (low base), while
Addis Ababa city administration has seen the slowest rise having dropped from the highest ranked region to fifth.

While poverty has decreased remarkably in general, the rate of All regions have moved forward. Harari has experienced

decrease in recent years is slower in rural areas while stronger the largest increase while Addis Ababa Region dropped

decreases have occurred in urban areas. from the highestranked region to fifth.

Trends in regional poverty 2010 and 2015 HDI for Ethiopia’s regions, 2012/2013 and 2016/2017
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Poverty has decreased remarkably in general, Compared to the region Ethiopia has maintained inequality
but the gap between rural and urban poverty is still large. at a low level. However, due attention should be given to

rising inequality observed recently, especially in urban areas.
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2. Human development trends and
linkages to industrialization

Chapter 1 establishes the two-way relationship between human development and indus-
trial development. This chapter reviews the status and trends in Ethiopia’s human devel-
opment indicators. While areas of progress must be recognized, indicators that suggest
stagnation and expose challenges must also be understood. What fundamentally matters
for undertaking inclusive industrialization is the quality of human development progress

it helps facilitate.

Ethiopia’s Gross Domestic Product (GDP)
per capita increased from US$129 in 1999/00
to US$ 863 in 2016/2017.1° The share of the
population living below the national poverty
line halved between 1995/96 and 2015/16,
from 45.5 percent to 23.5 percent. Disparities
in poverty among regions have narrowed,
indicating a better balance in regional devel-
opment. Agriculture still plays an important
role in the economy and accounts for 37 per-
cent of the nation’s GDP, contributes over 70
percent of the export receipts and employs 73
percent of the labour force.

Ethiopia has achieved considerable pro-
gress in bridging gender gaps and supporting
initiatives to support the empowerment of
women. There has been notable achievement
of gender parity in girls’ enrolment at pri-
mary education, improved maternal health,
high political representation of women at
national and federal levels, and reduction in
the incidences of harmful traditional practic-
es particularly Female Genital Mutilation/
Cutting (FGM/C) and child marriages. In
strengthening women’s economic empower-
ment, Ethiopia has focused on access to and
control over productive resources, especially
on land, through land certification and prop-
erty ownership policy."

This chapter assesses the status and trends
in human development at the national
and sub-national level in Ethiopia. While
noting progress in education and health as
key dimensions of human development,
the chapter analyses lagging areas. As an
often-overlooked component of national
human development, we provide a detailed
look into the status of gender equality and

women’s and girls’ empowerment. And based
on available data and measures, we review
the pattern of linkages between human de-
velopment, gender equality and industrial
development.

2.1 Patterns of human
development

A closer look at the human development
situation in Ethiopia sheds additional
light on the situation of women and men
across the country. A set of human devel-
opment indices facilitates this: the Human
Development Index; the Inequality-adjusted
Human Development Index; the Gender
Development Index; and the Gender
Inequality Index (Figure 2.1).

FIGURE 2.1

Comparison of human development and gender inequality indices, Ethiopia,

Sub-Saharan Africa and the World, 2015

Inequality-adjusted HDI

Human Development Index

Gender Inequality Index

M Ethiopia B World B Sub-Saharan Africa

Source: UNDP 2016.

Note: While all indices are on a scale of 0-1, a higher value for the gender inequality index indicates a relatively worse situation.

Gender Development Index
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2.1.1 Ethiopia’s human development
progress and challenges

Overall human development trends in
Ethiopia have shown improvement in recent
years. The human development index (HDI)
increased from 0.283 in 2000 to 0.448 in
2015. This puts Ethiopia at a rank of 174 out
of 188 countries. Life expectancy stands at
64.6 years at birth and mean years of school-
ing at 2.6 years. Compared with other low
human development countries, Ethiopia’s life
expectancy stands among the highest in a set
of 40 countries, but mean years of schooling
is only one-third that of the country with the

FIGURE 2.2

largest number of mean years of schooling in
Africa, Swaziland at 6.8 years.

Among the 40 countries in the low human
development category (those countries with a
human development index value below 0.500),
Ethiopia has sustained strong progress in the last
15 years, according to available data (Figure 2.2).

From 2000-2010, Ethiopia registered an
annual HDI growth of 3.79 percent, the fast-
est among countries with similar HDI values
in the 2000s—but also the fastest HDI
growth in the world. Relative to this growth
rate, the rate of improvement in 2010-2015
period appears to have slowed down, for all
countries including Ethiopia (Figure 2.3).

Human Development Index for Low HDI countries, total value, 2000-2015
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FIGURE 2.3

Average annual HDI growth (%), 2000-2010 and 2010-2015, Ethiopia, sub-Saharan Africa and HDI neighbours
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The HDI decomposes to reveal differenc-
es in the positioning of women and men.
In 2015, the HDI for women and gitls in
Ethiopia stood at 0.408, while for men and
boys it was 0.484 (Figure 2.4).

One in four Ethiopians live below the
national poverty line."”” Ethiopia’s multidi-
mensional poverty index stands significantly
higher than its income poverty, with 88.2
percent of Ethiopians experiencing multiple
dimensions of deprivation—and 67 per-
cent in severe multidimensional poverty.?
In terms of income inequality, the richest
fifth in the economy have incomes five
times greater than the poorest segment of
Ethiopian society.

What drives human development growth
for Ethiopia? The value on the Health Sub-
Index is the highest. When ranked by Health
Sub-Index value, Ethiopia is among the top
seven countries with low HDI values. By
contrast, adult illiteracy is a factor holding
back Ethiopia’s human development, within
the Education Sub-Index (Figure 2.5).

2.1.2 All regions are rising
—but at different rates

The 2016/17 Regional HDI for Ethiopia
shows continual progress for all 11 regions
of the country relative to the 2012/13 HDI
presented in the Ethiopia National Human

FIGURE 2.5

FIGURE 2.4

Human Development Index for Ethiopia, by sex, 2015
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Human Development
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Human Development
Index (HDI), male

Source: UNDP 2016.

Development Report 2014 (Figure 2.6).
All regions have moved forward. Harari has
experienced the largest increase relative to
the 2012/13 period (albeit from a low base),
while Addis Ababa has seen the slowest rise.
Addis Ababa Region dropped from the high-
est ranked region to fifth.

Looking at the sub-components of the
Regional HDI, the drivers of progress
become more visible. As seen at the national
HDI level, the Health Sub-Index remains
the driver of human development progress
across all regions and has increased since
the 2012/13 period (Figure 2.7). Harari,
however, is the only region to have slipped

What drives human
development growth

for Ethiopia? The value

on the Health Sub-Index

is the highest.

By contrast, adult illiteracy
is a factor holding

back Ethiopia’s human
development, within the
Education Sub-Index.

Human Development Index components for bottom 15 HDI countries, 2015
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Source: Calculated based on data UNDP 2016. Sorted by Life Expectancy Index value.
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FIGURE 2.6

HDI for Ethiopia’s regions, 2012/2013 and 2016/2017
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FIGURE 2.7
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HDI components for Ethiopia’s regions, 2012/13 and 2016/17
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backwards on the Health Sub-Index but
has made the strongest progress on the
Education and Income Sub-Indices. Addis
Ababa has slipped backwards.

2.1.3 No automatic relationship
between human development
and industrialization

The concept of inclusive industrialization
requires that there be industrialization.
Inclusiveness encompasses no one being left
behind and equitably shared gains from pro-
gress for all without discrimination, injustice
or exclusion.
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Overall, industrialization as measured
by the industrialization intensity index (a
measure of manufacturing value added per
capita, and the complexity of industrial-
ization by the value added of technology
to manufacturing) is positively associated
with countries with higher levels of human
development. But the evidence shows a
diversity of experience for any given level
of industrialization or for human devel-
opment (Figure 2.8). This suggests the
relationships are neither automatic nor
necessary, and that the industrialization
process, to be inclusive, must be undertak-
en with human development as the prima-
ry goal.



FIGURE 2.8

Human development and industrialization in global perspective
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shows similar results. When correlated with
an available measure of industrialization—
the number of manufacturing industries
by region—the Regional HDIs in Ethiopia
show a non-linear, not automatic relation-
ship as well (Figure 2.9).

The above analysis explores the broad inter-
relationships between human development
and industrialization. The following sections
examine the key patterns and determinants
of human development, exploring in detail
the status and trends in education, health,
poverty and gender equality and women’s
and girls’ empowerment.

2.2 Slow progress in education
and skills development

The Ethiopian government has been investing
heavily to expand access to education at all
levels and significant strides have been made.
For example, the proportion of illiterate
people—people who have not attended any
form of education including non-formal ed-
ucation—aged 10 years and above decreased
from 70 percent to 42 percent between 1999

Ethiopia’s Regional HDI and number of manufacturing industries
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Source: Calculated based on CSA 2017; CSA 2015/2016.

and 2013." These shares decreased from 59
percent to 32 percent and from 81 percent
to 51 percent, respectively for men and
women. There is also some evidence that the
gender gap is narrowing; the gender parity
index (GPI) of secondary education gross
enrolment significantly improved between
2009/10 and 2015/16 (it increased from 0.8
to 0.94 and from 0.57 to 0.87 for grades 9-10
and grades 11-12, respectively).”
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2.2.1 Education attainment education is better for urban areas, it is still
improving but low low in general; only 28 percent had a high
school certificate or above while 17 percent
However, the overall level of education still  had no education (Figure 2.11, Figure 2.12).
remains low. There is also high gender and  The picture in 2016 is similar: 48 percent
rural-urban disparity: 32 percent of men and  and 30 percent of all men and women aged
51 percent of women aged 10 yearsand above 15 to 49 years respectively were illiterate,
were illiterate in 2013; nationally only 8.1  and regional variations are high (Figure
percent (9.8 percent for men and 6.4 percent  2.13). There is a large difference between the
for women) had at least completed secondary illiteracy rate of rural and urban women—57
education (Figure 2.10). While the level of  percent versus 16 percent.

FIGURE 2.10

I
Distribution of population aged ten years and above by educational attainment in 2013: country total
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FIGURE 2.11

Distribution of population aged ten years and above by educational attainment in 2013: urban (by sex) (%)
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FIGURE 2.12

Distribution of population aged ten years and above by educational attainment in 2013: rural (by sex) (%)
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FIGURE 2.13

llliteracy rate for those aged 15 to 49 by region in 2016 (%)
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2.2.2 Limited quality learning
in schooling

There are also serious quality problems.
The completion rate in primary education is
very low while the quality of education in sec-
ondary school is very poor and most students
grasp only a small part of the knowledge and
skill they are expected to acquire.'® The vast
majority of grade 10 students scored below
50 percent in each of the five subjects in the
National Learning Assessment (NLA) tests
in 2010 in English, Mathematics, Physics,

Chemistry and Biology (Figure 2.14).
Though the result for grade 12 students is
better, a significant proportion still score be-
low 50 percent in each of the subjects, which
is worrying given that most of them would
enter tertiary education.

There is also evidence that employers are
not happy with the skills of technical and
vocational education and training (TVET)
and university graduates.”” Lack of skilled
labour is believed to be one of the most sig-
nificant barriers to foreign direct investment
(FDI) in Ethiopia. Primary data collected
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Source: UNDP 2018a.
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FIGURE 2.14

Percentage of students who scored below 50% in NLA tests, 2010
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from workers and teachers show that the
trainings provided by technical schools and
universities do not match those required
by industries. Interviews with managers of
manufacturing firms reveal that the training
given by technical schools is very theoretical
and irrelevant. Similarly, a technical school
instructor argues that the schools focus too
much on theory while practical skill is not
given due emphasis. A sample of managers of
manufacturing firms confirms this.'®

2.2.3 Secondary education curriculum
and TVET skills mismatch

While there could be various reasons for the
low education quality, including unqualified
teachers, poor school facilities and the like,
there are also problems associated with the
curriculum, particularly in secondary school.
The secondary school curriculum is not ap-
propriate for universal access to education
and fails to meet the demands of students
who will not enter higher education. It is very
demanding academically and is designed as a
university level entry requirement; hence it is
not appropriate for those who will enter the
labour market or go to technical schools after
secondary education.

In terms of difficulty, the general secondary
school curriculum (grades 9-10) is equivalent

ETHIOPIA NATIONAL HUMAN DEVELOPMENT REPORT 2018

to that of the curriculum of grades 11-12 in
most countries. The conceptual demands are
not age-appropriate for the average student.
The curriculum is also too heavy in irrelevant
topics; there is too much detail in specific
topics and repetitions between curriculum
years are common. Inappropriately difficult
topics are not restricted to secondary ed-
ucation, but they are also found in primary
education curriculum."”

The inappropriate curriculum and prob-
lems, including the low quality of teachers,
means that secondary education in Ethiopia
is not only ineffective at preparing those who
join the labour market or go to technical
schools after grade 10, but also it does not
prepare those who continue to preparatory
education (grades 11 -12). There are also
additional problems that are specific to
preparatory education; for example, while
students are expected to master subjects that
used to be taught at first year in university in
the previous education policy, the quality of
many of the teachers in preparatory schools
is not up to standard. This is reflected in the
poor university entrance examination (UEE)
results. For example, in 2008/9, 63 percent
of the students who sat for the UEE scored
below 50 percent but 86 percent of them
were admitted to public universities. This
suggests that many students enter university
without adequate academic preparation.” A



BOX 2.1

Secondary education curriculum: universal access versus entry for higher education

The current secondary education curriculum in Ethiopia does not aim
to achieve universal access to education; it is very theoretical and aca-
demically demanding and its main objective is to serve as a preparation
for university. This type of curriculum is not appropriate for the industri-
al transformation the country is envisioning. The focus should be shift-
ed towards universal secondary education which will result in a large
number of students with a much wider range of abilities and aspirations
than has been the case so far. To provide all students the opportunity to

succeed and develop the human capital necessary for a rapidly grow-
ing economy, the curriculum should allow for content differentiation.
This will allow students to study subjects at varying levels of depth
and choose elective courses that prepare them for different career op-
tions, including entrepreneurship. The content differentiation should
start in grades 9-10 and increase further in grades 11-12, where some
students will prepare for university, some for TVET programmes, and
others for the job market.

Source: Joshi and Verspoor 2013.

shortage of qualified and experienced staff
is also a common problem, particularly in
new regional universities. The motivation of
academic staff is poor and low remuneration
is mentioned as the major reason for that.”

TVET colleges have challenges in produc-
ing workers with the required soft and hard
skills. There is also gap between what TVET
graduates expect and what they find in work
places. For example, there is a strong prefer-
ence for white collar jobs as opposed to blue
collar jobs. Limited engagement between
firms and TVET schools is one of the major
problems.”” Employers report that finding
workers with the required skills is a serious
challenge. According to a World Bank survey
done on Ethiopian firms in 2013, close to half
of the firms report that they face difficulty
finding workers with the required technical
skills while 43 percent of them face problems
finding workers with the essential work ethic
and commitment (Table 2.1).

However, only a third of the firms report
that they provide training to their workers.
Another recent study observes problems
related to commitment, ethics and attitude
are more common among the youth.”® The
preference for white collar jobs over blue
collar jobs is very prevalent among youth; it
is also ingrained in the culture of the society.
Furthermore, the study shows that one of
the reasons firms are reluctant to train their
workers is that many of them, especially
youth, leave after taking the training.

The availability of skilled labour is also

important for the public sector. Improved

TABLE 2.1

Degree of difficulty in finding workers with the specific skill attributes

Proportions with degree of difficulty

Easy to find

Neither easy

Difficult to

Attributes (%) nor t(ij/:f)icult find (%) Total
Ethics and commitment 23.81 33.33 42.86 100
Computer Skills 33.87 38.71 27.42 100
Technical Skills 23.81 30.16 46.03 100

Source: Adapted from Beyene and Tekleselassie 2018.

human development requires improved
public services, which in turn requires skilled
and motivated public servants. As experience
from East Asia tells us, a public sector that
is staffed with capable and motivated staff
is also a pre-requisite to boost the private
sector in general and industry in particular,
by providing efficient services and effective-
ly implementing policies.* However, the
public sector faces a shortage of skilled staff.
Motivation is also in general low. Many
public servants complain that their salary
(combined with their benefits) is very low
compared to the private sector. While the
government periodically raises wages, in the
face of the rising cost of living, real wages
are sluggish or decreasing. Thus, improving
the capacity of public servants by providing
relevant trainings and revising the incentive
structure and hiring/promotion policy is in
order.?
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BOX 2.2

Poor quality skills an impediment for manufacturing

The production of a labour force with poor skills and qualifications that
do not match the requirements of the industrial sector can have ad-
verse long term consequences for the economy and slow the currently
fast growth rate. A recent World Bank study identified lack of a skilled
workforce in Ethiopia as one of the most significant barriers to foreign
direct investment (FDI) from China. Poor skills among youth can dis-

the manufacturing sector. To avoid the potential damage of poor quality
skills, the Government has to treat improving the human resources of
the country as a priority policy area and to implement effective inter-
ventions to develop the right skills and improve educational quality to
satisfy job requirements. A strategic overhaul of the education system
from primary school to higher education should be carefully and seri-
ously considered.

courage investment in new and high-quality export-oriented areas in

Source: UNDP 2018a.

2.2.4 Education spending is
relatively high—yet learning
outcomes remain low

In 2013, the latest year with cross-country com-
parative data for the SSA region, 27 percent
of Ethiopian government expenditure went
to education (Figure 2.15). Ethiopia stood
second in SSA. The top three countries were
already above the 2018 Global Partnership
for Education target of spending at least 20
percent of the national budget on education.

FIGURE 2.15

Government expenditure on education, total (% of government expenditure), 2013

Zimbabwe 28.7
Ethiopia 210
Cote d'Ivoire 21.6
South Africa 19.2
Kenya 191
Niger 181
Congo, Dem. Rep. 178
Burundi 11.2
Rwanda 16.9
Sub-Saharan Africa 16.6
Sub-Saharan Africa (excluding high income) 16.6
Mali 16.6
Guinea-Bissau 16.2
Sierra Leone 15.2
Cabo Verde 14.8
Madagascar 14.0
Cameroon 13.8
Chad 125
Uganda 1.7
Gambia, The 10.3
South Sudan 32

Source: World Bank 2018a.
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However, while the amount of education
spending may appear relatively high, spend-
ing per student remains a challenge given
Ethiopia’s large population size. The student
population has increased significantly ac-
cordingly: in just a few years, the number of
primary school pupils alone nearly doubled,
from 8.6 million in 2003 to 14.7 million in
2008.%¢

One challenge for education spending
is visible in the supplies needed to ensure
quality learning for students. The student to
text books ratio showed large variation across
Ethiopia’s regions (Figure 2.16). In 2015/16
the ratio varied from 0.59 (Somalia) to 6.41
(Harari) in elementary school and from 0.38
(Somalia) to 14.92 (Oromia) in secondary
education. This shows that there is still a long
way to go in terms of education if Ethiopia
is going to reap the divided offered by the
forthcoming demographic transition and
succeed in the industrial transformation it
envisions—despite relatively higher spending
in this sector.

Where spending is going is another issue
as well. In purchasing power parity (PPP)
US dollar terms for 2012, government ex-
penditure per student in tertiary education
was 51 times expenditure per student in pri-
mary school and 16 times that of secondary
school students (Table 2.2). A rebalance that
is needed within the context of producing
increasingly skilled industrial workers; with
more and better resources are required at the
primary and secondary school education lev-
els to develop skills that match labour market
demand.



FIGURE 2.16
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TABLE 2.2 FIGURE 2.17
I I

Government expenditure per student
(in PPPUSS$), 2009-2012

2000 2010 2011 2012
Primary 8052 7514 9358 67.32
ggﬁ;’:ﬂz"]" 19863 208.02 266.16 21039
Tertiary | 310014 264463 328071 3490.77

Source: UNESCO 2018.

2.3 Strong progress in
women's and children’s
health—but health system
challenges remain

A healthy workforce is a precondition for
industrial development and achieving human
development progress. Overall, Ethiopia’s
health progress has been strong and rap-
id—the country achieved the Millennium
Development Goal 4, to reduce child mor-
tality three years ahead of target date.

Yet few in Ethiopia are covered by health
insurance, with 95 percent of women and
94 percent of men lack any health insurance
coverage.”” Very few are registered at birth,
whereas a comprehensive health system be-
gins with gaining access to healthcare from

Percentage of children under 5 whose births are
registered, by wealth quintile

Total percentage of children whose births are registered
I Highest

B Second
Source: CSA 2017, p. 26.

B Lower B Middle M Fourth

birth. In Ethiopia, two stark findings on birth
registrations stand out: one is the overall low
percentage of under 5-year-old births that are
registered—2.7 percent overall.?® The other
is that deep wealth-based inequalities begin
to be visible from birth: births among the
wealthiest quintile in Ethiopia are 12 times
as likely to be registered. Yet even among the
income grouping with the most registered
births, only 9.5 percent are registered (Figure
2.17).

Progress in women’s and children’s health
and choices is visible through reviews of sta-
tus and trends in:
¢ Modern contraceptive use;
¢ Maternal mortality rates; and
e Child mortality, malnutrition and immu-

nization trends.
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FIGURE 2.18

Modern contraceptive use for married women in SSA, latest year, 2010-2016
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FIGURE 2.19

Use of modern contraception methods by Ethiopia’s regions, (%)
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2.3.1 Modern contraceptive use
increasing to give women
more choice—with wide
differences across Regions

Modern contraceptive use for married wom-
en has steadily increased over the last 16 years
in Ethiopia from 6 percent in 2000 to 35
percent in 2016.% Ethiopia is slightly above
the SSA regional average (excluding high-in-
come countries) at 24.7 percent (Figure
2.18). This probably plays a significant role in
the decline in fertility.

Current use of modern contraception for
married women is higher in urban areas (50
percent) than in rural areas (32 percent). By
region in Ethiopia married women in Somali
have the lowest use of modern contraception
(1 percent), followed by Affar (12 percent).
The highest use of modern contraception
among currently married women is observed
in Addis Ababa (50 percent) followed by
Ambhara (47 percent) (Figure 2.19).

2.3.2 Maternal mortality rates on
the decline—while women
aged 30-34 most at-risk

Maternal mortality indicators can be used
to assess the health status of a population,
especially in developing countries such as
Ethiopia. Estimates from Demographic and
Health Survey (DHS) surveys indicate a
substantial decline in the pregnancy-related
mortality in Ethiopia since 2000, from 871
deaths per 100,000 live births in the seven
years before the 2000 DHS survey to 673
deaths per 100,000 live births in the seven
years before the 2005 DHS survey, 676
deaths per 100,000 live births in the seven
years before the 2011 DHS survey, and 412
deaths per 100,000 live births in the seven
years before the 2016 DHS survey. For every
1,000 live births in Ethiopia during the seven
years before the 2016 DHS, approximately
four women died during pregnancy, child-
birth, or within two months of childbirth.
By 5-year age groups, the pregnancy-related
mortality rate is highest among women in the
30-34 age group (1.10), followed by women
in the 40-44 age group (0.78).



2.3.3 Strong improvements in
child mortality, malnutrition
and immunization trends

All child mortality trends are rapidly declining
in Ethiopia. Under-5 mortality fell from 166
deaths per 1,000 live births in 2000 to 67
deaths per 1,000 live births in 2016 (Figure
2.20). This represents a 60 percent decrease
in under-5 mortality over a period of 16 years.
Infant mortality also declined from 97 deaths
per 1,000 live births in 2000 to 48 deaths
per 1,000 live births in 2016, which is about
a 50 percent reduction in the last 16 years.
Neonatal mortality declined from 49 deaths
per 1,000 live births in 2000 to 29 deaths per
1,000 births in 2016, a reduction of 41 perent
over the past 16 years. In Ethiopia 1 in every
35 children dies within the first month; 1 in
every 21 children dies before celebrating the
first birthday; and 1 of every 15 children dies
before reaching the fifth birthday.*’

A central driver of progress on child mortal-
ity is the rise of women’s education. The infant
mortality rate declines with increases in the
mother’s education, falling from 64 deaths per
1,000 live births among children whose moth-
ers have no education to 35 deaths per 1,000
live births among children whose mothers
have more than secondary education (Figure
2.21). This is probably due to better health
awareness on the behalf of mothers.

Thirty-eight per cent of children under 5
years of age are stunted or too short for their
age, and 10 percent severely stunted. Ten per
cent are wasted or too thin for their height,
including 3 percent who are severely wasted.
Twenty-four per cent of children under 5 are
underweight or too thin for their age, with 7
percent severely underweight. The prevalence
of overweight children is low at 1 percent .
The prevalence of stunting has decreased
considerably from 58 percent in 2000 to 38
percent in 2016, an average decline of more
than 1 percent per year. On the other hand,
the prevalence of wasting changed little over
the same time period, with a wasting rate of
10 percent at the time of the DHS 2016,
which was the same level as in 2011 (Figure
2.22). The prevalence of underweight has
consistently decreased from 41 percent to 24
percent over the 16-year period.

FIGURE 2.20

Under-5, infant and neonatal mortality rates, 2000-2016
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FIGURE 2.21

Infant mortality rate by mother’s education level
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FIGURE 2.22

Percentage of children under age 5 who are malnourished, 2000-2016
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Source: CSA 2017. EDHS represents Ethiopia Demographic and Health Survey.
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Gender inequality exacts
a significant toll on
multiple dimensions of
development in Ethiopia.

2.3.4 Health system spending
and resources

In 2014, the latest data year for which there
is country-level data, the 10 SSA countries
with the highest public expenditure on
health were: Burundi; the Central African
Republic (CAR), Djibouti, Ethiopia,
Gambia, Malawi, Namibia, South Africa,
Swaziland and Tunisia, all of them spending
over 13.2 percent of their total government
expenditure on health (Figure 2.23). Five of
these—Burundi, CAR, Ethiopia, Gambia
and Malawi—are also among the 10 coun-
tries with the highest share of external financ-
ing in their total health expenditure. External
resources for health in Ethiopia contributed
41.7 per cent.

Antenatal Care (ANC) is a powerful in-
dicator of the strength of the health system
in a country. The 2016 DHS shows that 62
percent of women who had a live birth in the
five years before the survey received ANC
from a skilled provider at least once for their
last birth. The proportion of women age
15-49 who received any ANC from a skilled
provider has increased from 27 percent in
2000, to 28 percent in 2005, 34 percent
in 2011, and 62 percent in 2016. Higher
order births are less likely to receive ANC
than lower order births. Only 50 percent of
women giving birth to their sixth or higher

FIGURE 2.23

order child received ANC from a skilled pro-
vider, compared with 78 percent giving birth
to their first child. Use of a skilled provider
for ANC services varies by residence: urban
women are more likely than rural women to
receive any ANC from a skilled provider (90
percent and 58 percent, respectively). Among
regions, ANC coverage from a skilled pro-
vider is highest in Addis Ababa (97 percent )
and lowest in Somali (44 percent).

While progress has been strong for ante-
natal care, the availability of physicians for
Ethiopia’s growing population remains con-
strained. Indeed, the number of physicians
per 1,000 people has largely remained the
same, standing at 0.021 in 2000 and at just
0.022 in 2010 (the year for which latest data
are available). It peaked in 2005 at 0.032 but
has declined again since. Ethiopia’s physician
availability is worrisome, as it stands among
the bottom in a ranking of SSA countries,
using data for the year 2010.%

2.4 Gender inequality and
barriers to progress

The following section detail the unequal eco-
nomic and human development outcomes
between women and men in Ethiopia, then
goes on to assess the major barriers that pro-
duce gender inequality in the country.

Current health expenditure and external resources for health (% of total government expenditure),

Top 10 SSA countries, 2014
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2.4.1 Gender inequality in economic
and human development

Gender inequality exacts a significant toll
on multiple dimensions of development in
Ethiopia. More than 58 percent of girls be-
tween the ages of 15 and 19 give birth. Mean
years of schooling®® for females is just 1.6,
less than half of the already low mean years
of schooling for males, at 3.7 years.*® There
is also a gap at the secondary school level;
enrolment rates are 10.8 percent for women,
and 20.7 percent for men in 2016.

In the economic sphere, women are acutely
affected by discriminatory policies and gen-
der norms. The economic empowerment of
women is a critical gateway for many other
development results. Women are nearly three
times as likely as men to be unemployed.
Women’s gross national income per capita
stands at US$1,161 compared to men’s at
US$1,886 (in purchasing power parity, PPP,
terms) in 2016. Women are obliged to take
on vulnerable forms of employment that fail
to protect their basic labour rights. Unpaid
care and domestic work also serve as a severe
constraint to gender equality and women’s
empowerment.

These and other drivers of inequality
between women and men and girls and
boys determine gender inequality trends
in Ethiopia. Long-term trends show a

FIGURE 2.24

Gender Inequality Index for Ethiopia, 2000-2013
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narrowing of the gender gap®* in key meas-
ures of development between women and
men—yet progress has been slow, and there
is still a distance to go to close gender gaps
(Figure 2.24).

That all in a society should enjoy equality
in development of human capabilities is a
prerequisite for human progress. Pathways
between empowerment, gender equality
and human development are several—and
go in both directions. Women who have a
greater ability to make strategic life choices
are more likely to have fewer children, to
delay childbearing and to face less risk of
maternal morbidity and mortality. Their
children are more likely to be born healthy,
to survive childhood, to be less food in-
secure and to have better access to vital
health services such as immunizations and
well-child check-ups. Increasing literacy
levels and educational opportunities are
instrumental in improving health outcomes
among women. In short, addressing barriers
to gender equality and women’s empow-
erment is necessary for inclusive human
development.

A set of long-standing factors serve as bar-
riers to gender equality and women’s empow-
erment. These include:
¢ Violence against women and girls;

e Female genital mutilation/cutting;
¢ Unequal care burden.
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women’s empowerment.
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2.4.2 Violence against women

The consequences of violence on women and
girls are significant. Violence against women in-
hibits physical and mental health and women’s
quality of life. It restricts women’s movement
and their income earning capability as well as
the productivity and profitability of the econ-
omy as a whole. Violence against women and
gitls is among the most pervasive direct and
indirect barriers to women’s empowerment.
Investing in ending violence against women
and girls has transformative effects in advanc-
ing gender equality and human development.
In Ethiopia for 2015/16, among women
age 15-49, 23 percent of those who have ever
married women aged 15-49 have experienced

FIGURE 2.25

spousal physical, sexual, or emotional vi-
olence. Physical and emotional violence
were experienced by 24 percent of women,
and sexual violence by 10 percent. Fully 27
percent of ever-married women experienced
physical, sexual, or emotional violence in the
past 12 months either sometimes (20 per-
cent) or often (7 percent).

Never-married women are least likely to
experience physical violence—pointing to
domestic and intimate partner violence as
a leading challenge in preventing violence
against women. By region, spousal violence
(physical, sexual or emotional) is most prev-
alent in Oromiya (38 percent) and Harari
(37 percent), and least prevalent in Somali (9
percent) (Figure 2.25).

Percentage of ever-married women age 15-49 who have ever experienced physical, sexual, or
emotional violence committed by their husband/partner, 2015/16
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Source: CSA 2017.

BOX 23

Does more work for women lead to more domestic violence?

Evidence suggests that the challenges of gender-based violence must
be addressed within emerging industrial and economic activity zones in
Ethiopia. Among a goup of female applicants for jobs in the flower indus-
try, the baseline value was on average 0.96 violent incidents a month,
including pushes, slaps, punches or sexual assault. For the women who
get the jobs, this gets significantly worse: they are 13 percent more likely
to experience physical abuse, 34 percent more likely to experience emo-
tional abuse, and the number of violence incidents experience per month

Source: Markus Goldstein 2012.

goes up by 32 percent. Flower industry jobs thus appear to generate more
domestic violence in the household.

Domestic violence is about men reinstating control over their wives. The
authors argue that these results are consistent with a story that the improve-
ment in the relative economic standing of women generates an emotional
cost for their husbands, and the violence is the way men act on these costs.

As more women enter the labour market, ways to prevent violence
against them must be provided to reduce gender-based violence.
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2.4.3 Female genital
mutilation/cutting

Female genital mutilation/cutting (FGM/C)
involves removing some of the clitoris or
the labia for nontherapeutic reasons, usually
as part of a rite of passage into adolescence.
The practice is widely acknowledged as a vi-
olation of human rights, and serious medical
complications can result. In Ethiopia, there is
a slightly downward trend in the proportion
of women 15-49 years old who have been
subjected to FGM/C, declining from 80
percent in 2000 to 65 percent in 2016. The
prevalence of FGM/C is highest in Somali
(99 percent) and lowest in Tigray (23 per-
cent); 49 percent of circumcized women age
15-49 were subjected to FGM/C before age
5, and 24 percent were subjected at age 10 or
older (Figure 2.26).

According to mothers responding to the
Demographic and Health Survey, 16 percent
of girls aged 0-14 are subject to FGM/C.
Girls are five times more likely to have been
subjected to FGM/C if their mothers were
also subjected, compared with girls of wom-
en who were not. Among women who have
heard of FGM/C, 24 percent believe that the
practice is required by their religion, and 18
percent believe that the practice should be
continued.”

FIGURE 2.26

2.4.4 Unequal, unpaid care burden

Unpaid domestic and care work makes visible
the consequences of gender inequality in the
economic sphere. The household, childcare,
farming and elderly care that goes unremu-
nerated in society is a factor that pushes
women into invisibility and exclusion from
their local and national economies.

Women in Ethiopia tend to bear the bur-
den of care for children, housework, the sick
and elderly. Currently married women were
asked whether their husbands participated
in household chores and, if so, the frequency
with which the husbands helped with such
chores. Only slightly more than one-third
(37 percent) of husbands provide any help
with household chores. Most of these hus-
bands do not help out on a regular basis;
63 percent rarely participate in household
chores, and only 18 percent assist with chores
almost every day. Half of urban women say
their husbands participate in houschold
chores compared with 34 percent of rural
women. Husbands in the Somali Region (12
percent ) are least likely and those in Addis
Ababa (60 percent) are most likely to par-
ticipate in household chores. Generally, the
more educated and the wealthier the woman,
the more likely it is that her husband partici-
pates in the household chores.*

Percentage of women 15-49 subjected to FGM/C, by region, 2015/16
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Data on care work are scant around the
world, with only four SSA countries holding
nationally-representative statistics. Relative to
these societies with latest available data in the
2006-2014 period, Ethiopian women and men
spend more of their time on unpaid domestic
and care work, with the gap between the share
of time spent between women and men largest
in Ethiopia (13.4 percentage points compared
to 12 percentage points difference in Tanzania,
10.9 in Ghana, and the lowest in South Africa
with a 9.2 percentage point difference).

2.4.5 Does gender inequality decline
with increasing industrialization?

The relationship between gender inequality
and industrialization is generally strong and
positive: industrialization provides avenues
towards greater gender equality. But again,
it is not automatic nor necessary. The frame-
work and evidence available underscore that
the industrialization process must be man-
aged in order to ensure gender-responsive
outcomes in human development that bene-
fit women and girls, but also society at large
through the removal of barriers to equity.

FIGURE 2.27

The global situation comparing UNDP’s
gender inequality index—which measures
the substantive gaps in human development
outcomes between women and men in a soci-
ety, where a higher number illustrates greater
gender-based inequality and a lower value
lesser inequality— and the industrialization
intensity index shows a mixed relationship
(Figure 2.27).

2.5 Poverty reduction and
economic growth

Economic growth is necessary to achieve
significant improvements in living standards
and poverty reduction. But for economic
growth to be effective in reducing poverty
it has to be inclusive, so the poor are not left
out of the process. Development policies
and strategies should aim at increasing the
earnings of low-income households. There
should also be programmes that are pro-
poor and directly benefit those who have
limited capacity to take advantage of the
growth process. This is a difficult task for
developing countries with various institu-
tional and financial constraints.

Gender inequality and industrialization: global perspective
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2.5.1 Rapid decline in poverty
but inequality increasing

From 1995-2015, the proportion of poor
people (based on the national poverty line)
decreased from 46 percent to 24 percent,
from 48 percent to 26 percent and from
33 percent to 15 percent nationally, for
rural areas and for urban areas, respectively
(Figure 2.28). Inequality showed a modest
increase though it is still low by international
standard (Figure 2.30). Even compared with
sub-Saharan African countries, inequality in
Ethiopia is low (Figure 2.31).

While poverty has decreased remarkably in
general, the rate of decrease in recent years is
slower in rural areas while stronger decreases
have occurred in urban areas; the gap be-
tween rural and urban poverty is still large.
Poverty decreased in all regions and the gap
among them is also getting narrower (Figure
2.29). Afar and Somali, which traditionally
lag in socioeconomic indicators, registered
high poverty reduction and are not among
the poorest regions any more.

While low poverty and inequality are good
in and of themselves, they are also important
for continued economic growth and prosper-
ity. In an economy that has high inequality
and poverty levels it is difficult to produce
the healthy and well-educated labour force
that is required for industrialization and
structural transformation. The demand for
industrial goods will also be limited when
a large fraction of the population is poor.

FIGURE 2.29
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FIGURE 2.30

Trends of national and rural/urban Gini Coefficients
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High inequality and
poverty lower investment
in both human, physical
capital and lower growth.
This also makes pro-poor
growth policies less
successful as the poor
will be less likely to
benefit from growth.

FIGURE 2.31
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Source: World Bank 2018a.

When fewer people are poor and inequality
is low, more people will be less constrained
financially and will be investing in physical
and human capital, which will promote
economic growth.”” High inequality and
poverty on the contrary lower investment in
both human and physical capital and lower
growth.*® This also makes pro-poor growth
policies less successful as the poor will be less
likely to benefit from growth.*” Coupled with
some sociocultural factors, high inequality
may also trigger polarization and conflict
which will in turn will harm economic activ-
ities and institutions.” In the long run, high
inequality may lead to the subversion of legal,
political, and regulatory institutions by the
rich especially in countries where institutions
are weak.*!

That Ethiopia achieved fast economic
growth while reducing poverty significantly
and maintaining inequality at a low level
is commendable. However, due attention
should be given to rising inequality observed
recently, especially in urban areas. Inequality
in rural areas is still low and that is the reason
why national inequality is also low. If the in-
equality trend that is observed in urban areas
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continues, there may be higher inequality na-
tionally given the prospect that proportion-
ally more people will be living in urban areas.
If labour intensive manufacturing flourishes,
this will contribute to falling or at least sta-
bilizing inequality, as evidence from a recent
study on African countries shows.*

2.5.2 Pro-poor investments and
development policy

Ethiopia has been working to strike a bal-
ance by having a development policy that
is at the same time pro-poor. In addition to
the huge investment on social infrastructure
and mega projects, the government has also
been allocating large funds to pro-poor sec-
tors, namely, education, health, agriculture,
roads and water. The share of these five pro-
poor sectors in GDP rose from 10.9 percent
in 2008/09 to 12.1 percent in 2015/16.
The share of pro-poor spending was 66
percent of the total public expenditure in
2015/2016.9

The Ethiopian government has also initi-
ated social protection programmes that aim
to help the poor maintain some minimum
level of living standard. A case in point is the
Productive Safety Net Programme (PSNP),
which covers several million lower potential
farmers and has been implemented for over a
decade. Ethiopia has also started implement-
ing an urban safety net programme recently,
which is expected to reduce poverty further
and keep inequality from increasing. The
evidence so far indicates encouraging results.
The economy has been growing at double
digits for over a decade, poverty has de-
creased significantly, and inequality remains
low even by low income countries’ standards.

2.6 The need to advance human
development for all

This chapter has reviewed areas of progress
and remaining gaps in multiple dimensions
of human development in Ethiopia. While
health continues to be a driver of growth
across Ethiopia’s regions, education and
income remain challenges. Skills gaps in



education require investment to meet market
demand as well as the demand for inclusive
industrialization. And barriers to gender
equality, while diminishing, effectively limit
women’s and girls” ability to participate in
and enjoy the benefits of an inclusive in-
dustrialization process capable of achieving
Ethiopia’s human development aspirations.
These areas highlight priorities in the need to
advance human development for all—with
the need for particular attention to groups at
risk of being left behind including youth and
women.

The chapter also shows that the relation-
ship between human development and

industrialization is not automatic, whether
within Ethiopia’s regional growth patterns
or at the cross-country level. This suggests
that the management of the industrializa-
tion process and the emerging patterns of
human development could mutually benefit
from an integrated approach. A key factor
in shaping the relationship between human
development and industrialization is the
development of skills that help youth and
women gain decent work opportunities.
How to advance youth employment, wom-
en’s higher-level roles, and decent work for all
through Ethiopia’s industrialization process
is the subject of the next chapter.

INDUSTRIALIZATION WITH A HUMAN FACE

41






How industrialization
can drive decent work
for youth and women




While industrialization, as measured by the industrialization intensity index® is positively associated with countries
with higher levels of human development, the relationship between industrialization and human development is not an
automatic one. Disaggregating the national experience to Ethiopia’s sub-national patterns shows similar results.

* A strong measure of the manufacturing value added per capita, and the complexity of industrialization by the value added of technology to manufacturing.

When correlated with the number of manufacturing industries by region, the Regional HDIs in Ethiopia show a non-linear, not
automatic relationship. And looking at the sub-components of the Regional HDI, the drivers of progress become more visible.
As seen at the national HDI level, the Health Sub-Index remains the driver of human development progress across all regions.
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3. How industrialization can drive
decent work for youth and women

Employment is the most direct channel through which industrialization can affect human
development. Creating jobs can improve living standards and reduce poverty. However,
this is not automatic and depends on the extent to which industry creates sufficient new

jobs which are decent and inclusive.

This chapter presents the performance of the
economy in general and industry in particular
in creating decent and inclusive jobs focusing
on youth and women. It also discusses the
challenges and opportunities in that regard. It
starts by laying out the demographic situation
of the country and associated challenges and
opportunities. It then presents the perfor-
mance of the economy in creating decent and
inclusive jobs, which is followed by the role of
industry. It also discusses the role of women
in industrial development. Finally, it explores
issues related to policy and strategy pertinent
to creating decent and inclusive jobs.

3.1 The demographic challenge
and opportunities

With an estimated population of about 95
million in 2017,* Ethiopia is one of the

FIGURE 3.1

largest countries in Africa. The population
is also growing at a fast rate of 2.3 percent.®
Although urbanization has been occurring in
recent years, the vast majority of people (80
percent) still live in rural areas. The popula-
tion is dominated by the young; in 2015/16
44.3 percent of the population was below 15
years old while those below 30 years consti-
tute more than 70 percent (Figure 3.1). The
large population, which is growing fast and
getting younger, brings various challenges for
the country, including provision of services
like health and education and employment.
However, this can also create huge potential
for Ethiopia in its endeavour to achieve struc-
tural transformation and industrialization. A
large population brings in train a large labour
force that can provide a sustainable labour
supply at a relatively cheap wage, which in
turn can attract the foreign direct investment

(FDI) that Ethiopia needs.

Age distribution of population (2015/16): Rural, urban and country total (%)
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FIGURE 3.2

Ethiopia is in a demographic transition
that will lead to a population structure
dominated by the working age group.
Mortality and fertility rates are decreas-
ing, and this is likely to change the pop-
ulation structure favourably. The size of
the working age population will increase
relative to the dependent population.
This transition has already started to be
observed in urban areas. The share of the
population aged 15 to 29 is larger than the
share of those who are below 15 though
the latter group is still large (Table 3.1).
The transition is predicted to continue
and the share of the working age popula-
tion is expected to increase sharply in the
near future (Figure 3.2).

Population projections, age groups, 2008-2037
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TABLE 3.1

Labour force participation (activity) rate for those age 10 years and above in 2013:
by sex, location and age group

Age groups Location
Total
10-14 15-24 25-64 >=65 Urban Rural
Country total 79.8 64.3 77.9 89.8 53.5 66.5 83.3
Male 85 67.2 81 96.8 68.6 73.3 87.8
Female 74.6 61.2 74.9 83.2 34.8 60.5 78.6

Source: CSA 2014.

46 |

ETHIOPIA NATIONAL HUMAN DEVELOPMENT REPORT 2018

3.1.1 The youth bulge and labour
force participation

Labour force participation is also significant-
ly higher for those in the working age group
(15-64) than for older groups. However, the
benefit of this demographic transition—the
demographic dividend (Box 3.1)—does not
occur automatically and heavily depends on
the policy environment.** A well thought out
and coordinated policy framework is needed
both to quicken the demographic transition
and to realize the demographic dividend.

The data also point to children’s labour force
participation being very high—with more than
67 percent and 61 percent, respectively, of boys
and girls aged 10-14 working. While child la-
bour may be viewed as necessary for houschold
income security, this also drives children away
from schooling. Enhancing education options
and opportunities for children is an area that
requires attention (Table 3.1).

One of the prerequisites to translate the
demographic transition into a benefit is
education. Education coverage should be
improved at all levels and be more inclusive.
Improvement in the quality of education
is also essential. As discussed in Chapter
2, while Ethiopia has registered significant
achievements in improving access to educa-
tion, the general level of education remains
low and quality and inequality are big issues.

Similarly, while significant improvements
have been made in terms of health and family
planning outcomes, more work is still needed.
There are also large gaps between urban and
rural areas and across regions, which need
special attention. For example, the fertility
rate in rural areas is significantly higher than
in urban areas (5.2 versus 2.3). Contraceptive
use is very low and fertility very high in some
regions, including Afar and Somalia.”

3.2 Overall employment
and wage trends

While the Ethiopian economy has been
growing at a remarkable rate for the last sev-
eral years. It is important to assess how the
growth has been translated into more jobs
that are of better quality and inclusive.



BOX 3.1

Realizing demographic transition benefits—the demographic dividend

Developing countries are experiencing a decrease in fertility and mor-
tality and this demographic transition will change the population struc-
ture (it is already happening in some countries) and create a boom
generation. As the boom generation reaches working age, the relative
size of the active labour force will increase, while the proportion of
children and elderly will decrease. This will create significant oppor-
tunities to achieve economic growth and transformation—the demo-
graphic dividend. The demographic dividend works through various
channels;the major ones are the following:

1. Labour supply: The demographic transmission leads to an increase
in the labour supply in two ways. First, as the boom generation reach-
es working age, the active labour force will increase. Second, as fer-
tility falls and family size decreases, the time needed for child bearing
and rearing will decrease and as a result more women will join the
labour force. As long as the labour market is able to absorb more
people, these effects will lead to an increase in national production
and average production/income will increase.

2. Savings: The propensity to save tends to be smaller (or negative)
at young and old ages while those of middle age usually save more.
Thus, as the boom generation reaches middle age, savings will in-
crease. Furthermore, improved health makes saving easier by de-
creasing health expenses while longer life increases the benefit of

saving (for retirement). As private savings increase, there will be
more investment and economic growth.

3. Human capital: The demographic transition leads to changes in the
way people think and live. Attitudes towards education and the role of
women change. As life expectancy increases, parents will have more
reason to invest in their children’s education. A decrease in fertility also
means that parents will have more resources to invest in the educa-
tion of each child. Furthermore, healthier children learn better than less
healthy ones. As a result, the labour force becomes more productive.

However, the demographic dividend does not come automatically and de-
pends on the policies countries take. To facilitate the demographic transition
and realize the benefits, a coordinated policy approach is needed. As mortal-
ity starts falling, implementation of effective family planning policy becomes
imperative. This will not only quicken the demographic transition but also
has a multiplier effect by providing women with more time to work and im-
proving their health. Improving access to and the quality of education is es-
sential. Implementing a practical, relevant and dynamic curriculum is needed
to prepare those who have not yet reached working age for the labour mar-
ket. A well-working and flexible labour market is needed to allocate labour
efficiently and encourage private investment in human capital. There should
be macroeconomic policies that encourage private sector development and
people also need to have adequate and rewarding saving mechanisms.

Source: Bloom, Canning and Sevilla 2002.

3.2.1 Non-wage employment
dominates urban and rural work

One aspect of employment that is closely re-
lated to the quality of jobs an economy is pro-
ducing is the relative share of wage jobs versus
non-wage jobs. Wage jobs tend to be more se-
cure and better paid and wage workers are also
believed to be more productive and contribute
more to economic growth. Table 3.2 presents
the trends in paid and unpaid employment by
sex for the whole country.

The economy is dominated by non-wage em-
ployment; the two most important non-wage
sources of employment are self-employment
and unpaid family work. The percentage of em-
ployed people without waged jobs in 1999 was
92 percent, falling only marginally in 2013, to
90 per cent. In 1999, the private sector was the
most important sources of wage employment

(4.3 percent) followed by the government (2.9

percent). In 2013, the two contributed roughly
the same. The share of wage employment is in
general higher for males relative to females (12
percent versus 8 percent in 2013).

When it comes to urban areas (Table 3.3),
the share of wage and non-wage employ-
ment are more or less similar though the
latter’s share is slightly higher. In 2006, 54
percent of the employed people had non-
wage jobs while the rest 46 percent were
in wage employment. The relative share of
wage employment increased modestly in
2016 to 49 percent. The share of govern-
ment employment increased, particularly
for women. Proportionally more males have
wage jobs than females though the differ-
ence is not large (51% versus 47% in 2016).

With wage employment dominant and the
share of those who work in the informal sec-
tor still high despite recent progress, industry
can potentially contribute greatly to the

The demographic
dividend does not come
automatically and
depends on the policies

countries take. One of the

prerequisites to translate

the demographic transition
into a benefitis education.
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TABLE 3.2

Country level employment by wage and non-wage category, (%), by sex: 1999, 2005, 2013

Wage employment Non-wage employment
(2] = 3 Q =i [N o c m = S =
s 8 £ § & 2% 33 £ 3§ 38
E g I s & =3 & 37 3
E 5 & |3 g s & &
2 8 e 2 = ° o °
1999 29 0 43 0.9 8.1 435 47.0 08 0.4 91.7

Total 2005 32 0.5 29 1.4
2013 44 0.2 42 1.2
1999 2.1 0 34 0.9
Female 2005 24 0.3 1.6 1.8
2013 34 0.2 29 1.4
1999 35 0 5.1 0.9
Male 2005 38 05 4 0.9
2013 5.3 0.3 53 1.1

8 40.9 50.3 06 0.3 92.1
10 401 48.7 0.4 0.7 89.9
6.4 29.2 63.6 03 0.4 935
6.1 24.8 68.5 0.2 0.2 93.7
79 269 64.4 0.1 0.7 921
9.5 54.5 34.3 1.2 05 90.5
9.2 54.8 34.6 09 0.4 90.7
12 51.4 35.3 0.7 08 88.2

Source: CSA 2014.

TABLE 3.3

Employment by wage and non-wage category in urban areas, (%), by sex, 2006 and 2016

Wage employment

Non-wage employment

(2] = - (=] (=] =~ (-] (= m 50 = -
e 8 ¥ g § 8 2% 3§ 2 3§ 38
3 s & I = |&§ ==z & 3§ 3
5 s & & 3§ & °® § s
2 S ° 'z =
Total 2006 18.8 19 18.2 6.5 09 463 4138 10.0 0.7 1.1 53.6
ota
2016 220 1.2 20.2 43 14 491 14 74 0.6 15 50.9
2006 145 14 13.8 12.4 0.5 42.7 434 12.7 04 0.8 57.3
Female
2016 204 1.0 16.4 8.2 0.7 46.7 42.0 10.1 04 0.8 53.3
Mal 2006 223 2.3 21.8 16 1.3 493 405 78 1.0 1.4 50.6
ale
2016 233 1.3 232 1.3 2.0 510 410 5.2 0.7 2.1 49.0

Sources: CSA 2006; CSA 2016.

creation of wage and formal jobs and pave
the way towards higher human development
in Ethiopia.

The results show that the employment
structure of the country has not significantly
changed despite the rapid economic growth
recorded in the recent past. The fact that
non-wage employment is still dominant,
even in urban areas is particularly alarming.
It is also notable that the share of government
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in formal paid/wage employment was large
in 2006 (41 percent) and further increased in
2016 (45 percent).

The share of the private sector in wage
employment remains more or less the same,
at about 40 percent. While this is consistent
with the huge and employment-focused gov-
ernment investment in the economy which
has played an important role in reducing
unemployment and poverty, if the economy is



to continue creating jobs for the increasing la-
bour force, the private sector will need to start
playing a dominant role. Job security does not
seem to be a big problem among wage work-
ers. Based on the 2014 Urban Employment
Unemployment Survey (UEUS), 59 percent
of them are permanent employees while 26
percent of them have temporary employment.
Contract and casual workers constitute 9 per-
cent and 5 percent, respectively.

3.2.2 Urban informal work has declined
significantly in recent years

While generating new jobs is essential,
whether jobs created are in the formal or
informal sector is equally important. In
countries like Ethiopia, the informal sector
plays an important role in employment
creation and poverty reduction. However,
jobs created by the informal sector tend
to be insecure, pay is low and work is less
sustainable.

The share of informal employment has
significantly decreased; close to 70 percent of
the employed had informal jobs in 2003 but
in 2016 only of the employed had informal
jobs.*® Females are more represented in the
informal sector. Though a significantly smaller
share of women worked in the informal sector
in 2016 than in 2003, the decline is slower

FIGURE 3.4

than that of males (the proportion of males
and females in the informal sector respective-
ly decreased by 67 percent and 54 percent)
(Figure 3.3).

3.2.3 Youth and women
disproportionately unemployed

The unemployment rate for the whole coun-
try fell from 8 percent in 1999 to 4.5 percent
in 2013. Unemployment is in general higher
for females and youth, though it decreased
for all groups. Females” unemployment fell
faster than that of males; however, the differ-
ence in unemployment between males and
females remains large (Figure 3.4).

FIGURE 3.3

Share of informal employment in urban Ethiopia
by sex: 2003 and 2016 (%)
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FIGURE 3.5

Trends in unemployment by sex and age: urban areas, 2003 and 2016 (%)

50

40

30

Total Male Female

Total Male Female

2003

W All ages W Youth

Sources: CSA 2003; CSA 2016.

Unemployment is in general higher in
urban areas, but it also showed a significant
decrease between 2003 (26 percent) and
2016 (17 percent). It is also higher among
females and youth though it has decreased
for all groups. But the rate at which unem-
ployment fell is smaller for females than for
males—contrary to the result for the whole
country (Figure 3.5). This implies that the
rural sector has been generating more jobs for
females relative to the urban sector.

3.2.4 Despite economic growth,
overall wages remain stagnant

Another feature of the urban labour market
is that real wages have been stagnant or de-
creasing until recently. They started increas-
ing after 2012, especially for temporary and
casual workers (who also tend to earn low
incomes).” While it is good that wages of
low-income earners increased, the fact that
real wages remain sluggish in the face of a re-
markable economic growth means that wage
earners are not benefiting much. This will
make the transition to a labour market domi-
nated by paid employment more difficult.
Real wages are not responsive to pro-
ductivity differences and rather seem to be
driven by the rigid government wages and
general price levels.>® This will be a serious
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challenge for the country’s goal of structur-
al transformation; a successful structural
transformation requires allocating resources,
including labour, from less productive sectors
(or firms) to more productive ones. A labour
market that responds to productivity also en-
courages employees to invest in their human
capital through education and training.

3.3 Role of industry in creating
inclusive and decent work

Employment is a key measure of structural
transformation and industrialization. A suc-
cessful industrialization that can lead to im-
provements in human development should
be accompanied by increasing employment
generation. In this section we look at the
evolving role of industry in employment na-
tionally and in urban areas.

3.3.1 Jobs concentrate in agriculture
and services—with growth
in industry still low

Agriculture was the most dominant source of
employment (80 percent) in 1999 nationally.
With an employment share of 14.7 percent,
services represented the second most im-
portant sector; industry’s share was only 5.5



percent. While agriculture remained the
dominant source of employment in 2013,
its share had fallen to about 72. percent. The
shares of services and industry increased to
19.9 percent and 7.4 percent, respectively
(Figure 3.6).

Comparison between male and female
employment shows that men are relatively
overrepresented in agriculture while pro-
portionally more females worked in services
and industry in 1999. The pattern remains
the same in 2013. The fact that females’
participation in industry is more than that of
males may suggest that the industrialization
process is and will be inclusive. However, it is
also important to look into the type of work
women most do relative to men. The health
and social challenges associated with indus-
trial work should also be taken into account.

Within industry, manufacturing is the
dominant sub-sector. However, there has
been no visible increase between 1999 and
2013 (its share out of total employment was
4.4 percent in 1999 and 4.5 percent in 2013).
(However, the share is higher for females.)
The increase in the share of employment
in industry came primarily from the con-
struction sub-sector The focus given by the
government to the manufacturing sector
notwithstanding, the number of jobs in this
sector has been growing at the same pace as
the growth of the whole economy, showing

FIGURE 3.6

Share of employment by sector: country total,
1999 and 2013 (%)
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that much remains to be done to make the
manufacturing sub-sector more competitive
and able to contribute significantly to em-
ployment creation.

In urban areas services is the most im-
portant source of employment followed by
industry (Figure 3.7). Services accounted for
69 percent of the jobs in 2003 and its share
slightly increased to 71 percent in 2016. The
share of industry remains the same at 22
percent. Agriculture’s share decreased from 9
percent to 7 percent. Females are under-rep-
resented in industry relative to males. Similar
to the pattern for national employment,
manufacturing is the most dominant sub-sec-

tor within industry though its relative share
decreased between 2006 and 2016.

3.3.2 Industry wages are lower
than average wages
—and lowest for women

The average wage in industry is slightly
lower than the total average: Br1,259 ver-
sus Br1,305 (Figure 3.8). While females in
general earn less on average than males, the
wage gap is higher in industry than in the
economy as a whole. Females earn 69 percent
of what males earn in the whole economy
and 63 percent in industry. Within industry,
manufacturing pays the least, with an average

FIGURE 3.7

Share of employment by sector: urban total
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FIGURE 3.8

Average monthly wage by sex in Birr: country
total (2013)
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FIGURE 3.9
I

Average monthly wage by sex: urban areas
(2016) (Birr)
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monthly wage of Br1,098. While females
earn less on average than males (Br1,098 vs.
Br1,238), the gap is slightly smaller than the
industry average; females on average earn 67
percent of what males earn in manufacturing.

The result for urban areas is roughly similar
(Figure 3.9). The average wage for industry is
lower than the average for the whole urban
economy. The pattern within industry is sim-
ilar to the national one. Women in general
carn less than men. Women are on average
less educated and experienced than men and
that could be one reason why they earn less.
But other factors may also be in play. A recent
study on manufacturing firms in Ethiopia
found that even after accounting for educa-
tion and experience, men earn 23 percent
more on average. Due to lack of information,
cultural barriers and the like, women tend
to work in low paying and labour-intensive
sectors and value chains.>!
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As discussed, wages in general have re-
mained stagnant or were decreasing in real
terms. The average wage is also lower in
industry (and manufacturing) compared to
the national average. This limits the extent to
which employment generation is translated
into improved living standards and poverty
reduction and could partly be the reason why
the decrease in poverty is not as pronounced
as the growth in the economy.

3.4 More and better quality
industrial jobs needed
for human development

While economic growth has led to job
creation, unemployment remains high—
especially in urban areas and for youth and
women. The share of industry in employ-
ment has hardly increased. For unemploy-
ment to decline in the face of an increasing
working age population, industry in general
and manufacturing in particular have to
play significant roles in Ethiopia’s economic
transformation.

Improving the quality of jobs must accom-
pany this. For industry to have a meaningful
impact in poverty reduction and human
development, it must create jobs that offer
decent pay, are secure and safe. This section
reviews trends and lessons learned on the
quality of industrial jobs with a focus on the
manufacturing sub-sector.

3.4.1 Mixed working conditions for
manufacturing sector workers

Industrial jobs can improve human develop-
ment by providing formal employment. Yet
they also have their own downside. These
include a range of health problems and can
negatively affect family relationship.

A recent study on garment enterprises
shows that the average working hours and
days are not too long and are not very far
from the maximum set by the labour law
of the country; workers normally (without
overtime) work for 8.3 hours in a day and 5.9
days a week on average. The average overtime
worked is 6.8 hours a week.”?



The study also assessed other factors that are
related to the quality of work, including the
working environment. The results show that
while health and safety services/equipment
are put in place in many of them, there is room
for improvement. For example, more than one
third and half of the enterprises respectively do
not effectively train their workers who are ex-
posed to dangerous materials and do not cover
their workers medically. Only 13 percent of
them give breast feeding breaks (Figure 3.10).

Another study by the Ministry of Industry
(Mol) shows deficiencies in health and safety
conditions in seven priority manufacturing
sub-sectors®, especially for women workers.*
Only 60 percent of the female workers work
in industries with separate changing rooms
for each sex while 14 percent of them work in
enterprises which do not have separate toilets.
One third of the female workers reported
that there are not enough toilets. More than a
quarter of them reported that their work place
does not have good ventilation and health
and safety measures (Figure 3.11). Even when
the services are available, there are challenges
in usage. For example, in some enterprises,
females do not have privacy when they use
toilets.

The Ethiopian Development Research
Institute (EDRI) has undertaken a nationally
representative survey of micro, small and
medium enterprises and covered information
related to the quality of jobs among other
things. Only about 16 percent of all enter-
prises give written contracts and the share of

BOX 3.2

FIGURE 3.10

Percentage of textile and garment enterprises who have the required facilities

Providing time off for breastfeeding breaks

Have decent toilets with facilities for hand washing
Provide first-aid training for workers

Have onsite medical facilities and staff

Provide medical checks/coverage for workers

Effectively trains workers who work with
chemicals and hazardous substances

Have a written OSH policy

Source: IL0 2016.

FIGURE 3.11

Percentage of female workers who reported their work place has the required facilities

Do you feel safe and secure in your work place? 3
Has health and safety measures 7
Has good ventilation 67
Available toilets are adequate
Has gender separated toilets 86
Has gender separated changing rooms 60
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Source: Mol 2017.
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permanent workers is only 14 percent. More
than one third of all enterprises do not give
occupational safety training while only 16
percent offer Personal Protective Clothing
and Equipment (PPCE). In general, the
quality of jobs improves as size increases.

Challenges faced by young female industrial workers

The number of women who work in the factories is increasing, es-
pecially at the low skill, low payment level. While this opens job op-
portunities for them and can help improve their and their families’
welfare, they also face various challenges. Most of them are very
young, less educated, and migrants from rural areas. They are not
well informed about the possible challenges and family planning and
health services available at their work place or outside. As a result
they are subject to various risks, including unplanned pregnancy
and HIV/AIDS. Due to the limited health and other support services,

Source: Mol 2017.

combined with their limited awareness even when such services are
available, they hardly get the support they need under such circum-
stances. The problem is aggravated by existing financial hardship
resulting from low pay and the high cost of living, especially house
rent. They tend to rent (usually in groups) houses that are not safe or
cohabit with male partners in an informal relationship. The challenges
the female workers face are becoming more common and are serious-
ly affecting their health and future economic opportunities as well as
industry’s future sustainability.
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FIGURE 3.12

Micro, small and medium enterprises: quality of jobs they offer, 2016

80

60

40

20

Micro Small

Medium All firms

M Occupational safety training W Offers PPCE W Proportion of permanent workers W Offers written contract

Source: Gebrehiwot and others (2018).

For example, the percentages of firms that
give written contacts are 5.6 percent, 21 per-
cent and 61 percent for micro, small and me-
dium size enterprises, respectively. The study
also found that enterprises operated by more
experienced and more educated people tend
to provide more decent jobs; this suggest that
improvement in the human capital of entre-
preneurs leads to improvement in the quality
of jobs as well as increasing productivity and
competitiveness.”

A recent randomized evaluation cover-
ing light manufacturing and agribusiness
enterprises also reveals the challenges asso-
ciated with the quality of jobs. They took a
sample of roughly 1,000 job applicants to
five enterprises and assigned them to three
groups. The first group got a job offer, the
second group participated in an entrepre-
neurial programme which included five days
of business training and a grant of US$300,
while the third group got nothing (i.c., it
serves as a comparison group).’® One year
after the interventions were put in place,
they found that those who were given an in-
dustrial job did not earn significantly more
than the control group and were subject to
substantial health risks. On the other hand,
the entrepreneurship programme group
increased earnings by a third and did not
incur any significant health problems. The
study also found that turnover in industri-
al firms is high and that possible reasons
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include better wages in the informal sector
and unpleasant and risky industrial jobs.
Similarly, other anecdotal evidence shows
that turnover is high even in the recently
opened industrial parks.”’

3.5 Role of women in
manufacturing

For industry to serve as an engine of growth
and transformation, it must use the available
skills and talents of all—including women.
Industry should also be inclusive of women if
it is to bring about significant improvement
in living standards and human development.
Women’s participation should not be limited
to low skill production work and they should
also actively participate in professional and
management positions.

3.5.1 Women underrepresented
in top level positions

Women’s share of total urban employment
in 2016 was 44 percent. The share in in-
dustry is even lower (37 percent) though
their employment share in manufacturing
(47.1 percent) is slightly higher than their
overall share (47 percent). The share of fe-
males in high top jobs is significantly lower
than their share in total urban employment.



Only 30 percent of managers are females and
the ratio is even lower for management posi-
tions in production and specialized services
(and manufacturing, mining, construction
and distribution which is a sub-section
within production and specialized services).
Their shares in professional and technical
and associate professional jobs are also low,
particularly in areas which are related to in-
dustry. For example, only 20 percent of pro-
fessional engineers are females (Figure 3.13).
This shows that despite the efforts of the gov-
ernment in trying to bridge the gender gap in
high skill jobs by expanding higher education
institutions and mainstreaming gender in its
education and training policies, a lot remains
to be done.

3.5.2 Women segregated to low
skilled production work

Women tend to concentrate in unskilled
production work while their participation
in management is very low.”® Among women
employed in the textile and garment in-
dustries 81 percent are production workers

FIGURE 3.13

while the proportion for males is 63 percent.
More importantly, close to 60 percent of the
female production workers are unskilled pro-
duction workers (as opposed to 28 percent
for males). The proportion of females who
work as production managers or department
heads is less than 4 percent, whereas that
for males is about 13 percent (Figure 3.14).
Women in general concentrate in low skill,
low paying and labour-intensive sub-sectors
like agro-processing, textiles and apparel,
leather and leather products. Even with a giv-
en sub-sector, women concentrate in lower
skill jobs along the value chain. For instance,
in the garment industry, women constitute
60 percent and 95 percent respectively of
the workers in the cutting and sewing stages
of production while they account for only
15 percent of the workforce in the finishing
stage.”’

There are multiple reasons why women
concentrate in low skill jobs and are un-
derrepresented in managerial positions.
Historically women are less educated and
trained. But there are also cultural and so-
cial factors that aggravate the problem. For
example, the view that women are not good

Share of females in total and the three top employment categories in 2016: urban
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Source: Calculated based on CSA 2016. As classified by CSA, ‘managers’, ‘professionals’, and ‘technical and associate professionals’ represent the three most
senior job types. In ‘Manufacturing, mining, construction and distribution’, ‘distribution’ designates workers in the services category.
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The formal education does
not teach you anything
about entrepreneurship.
Therefore, we do
undertake our activities
on the basis of trial

and error. Particularly,
training in leadership
and interpersonal

skills are lacking and

we need it badly.
26-year-old first degree graduate
employee of an industry

Source: UNDP 2018a.
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FIGURE 3.14

Distribution of male and female workers in the textile and garment industries by employment type
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for high level positions in society in general
and among those with decision-making
power makes it difficult for women to as-
sume managerial positions even when they
have the required skills, experience and
personal traits.

The job search process, which is very infor-
mal and highly dependent on various social
networks, is also not favourable for women.
Because of cultural values and additional as-
signments at home, women’s participation in
social networks is limited. The fact that there
are few women in management positions to
begin with also reinforces the gender gap
because women’s voices are not sufficiently
heard at top level.*

3.5.3 Limited entrepreneurial roles

The participation of women in ownership of
manufacturing enterprises is limited, espe-
cially among medium and large-scale enter-
prises. Women own about 20 percent of all
micro, small and medium sized manufactur-
ing firms.®! Female-owned enterprises tend to
be smaller and have lower productivity and
growth. They are concentrated in textile and
garment and agro-processing industries.
Women-owned enterprises face higher fi-
nancial, informational and other constraints
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compared with males. As a result, they
tend to enter sectors where entry barriers
are low—increasing the chances of being
less productive and profitable.* They also
face cultural and social barriers, with care
responsibilities for children exacerbating
them. When women do manage to operate
in male dominated sectors they do signifi-
cantly better than when they operate in
female-dominated sectors, which suggests
that with the appropriate support wom-
en entrepreneurs can be competitive and
productive.®

3.6 Provisions for inclusive and
decent jobs in Ethiopia’s
policies and strategies

For economic transformation in general and
industrial transformation in particular to
be successful and have a sustainable impact
on living standards, poverty reduction and
human development, a strong institutional/
policy framework is required. Among other
enabling factors, well-functioning labour
market institutions are needed, which in-
clude labour and employment related poli-
cies, laws and systems.

The institutional framework should also
account for traditionally marginalized groups



in a bid to make the transformation inclusive
and have maximum impact on human devel-
opment. In this section, we review the labour
market related policies, laws and institutions,
with a focus on youth and women. First, we
will consider the place of decent and inclu-
sive jobs in the legal system of Ethiopia. Then
we will discuss relevant policies and strate-
gies. Finally, we will give an overview of how
effective the institutional framework is and
what limitations exist.

3.6.1 Workers’ protections in
the Constitution and the
labour Proclamation

Ethiopian laws provide several protections
for job creation and workers™ rights. The
constitution of the country recognizes that
the state has a responsibility for creating job
opportunities for its citizens. For example,
Articles 41 (6 and 7) state that “The State
shall pursue policies which aim to expand job
opportunities for the unemployed and the
poor and shall accordingly undertake pro-
grams and public work projects” and “The
State shall undertake all measures necessary
to increase opportunities for citizens to find
gainful employment.”

The constitution additionally recognizes
workers’ rights to form trade unions and
other associations so that they can protect
their interests by collective bargaining with
employers and other relevant bodies. It also
has provisions that are meant to protect
workers from unacceptable work conditions
and arrangements; among other things, it
recognizes the right of workers for reasonable
work hours, paid leave, and a healthy and safe
work environment.

The constitution also prohibits any form
of discrimination, including based on sex.
It particularly stipulates that women should
be treated equally in the labour market, in-
cluding in the areas of employment, pay and
promotion. Women workers are also entitled
to paid maternity leave. Furthermore, the
constitution mandates affirmative action
measures that can narrow the gap between
women and men in economic and other
areas.

Several additional protections are provided
by the comprehensive Labour Proclamation
(Proclamation 377/2003) that governs em-
ployment issues.
¢ Minimum working age and maximum

hours set. The Proclamation sets the min-

imum working age at 14 years and those
between 14 and 18 years are defined as

‘young’. The maximum normal working

hour is established at eight hours per day

(seven for young workers) and 48 hours

per week.

¢ Prevention of gender-based discrimi-
nation. The Proclamation has provisions
that prevent women from any form of
employment-related discrimination, in-
cluding prohibiting termination of their
contracts due to pregnancy and birth. It
also details their rights related to pregnan-
cy and maternity, including three months
of maternity leave and paid leave for
medical examination related to pregnancy.
Pregnant women are also protected against
assignment to jobs deemed dangerous, in-
cluding night shift work.

e Supportingjob-seekers. The Employment
Services article in the Labour Proclamation
outlines services to assist the unemployed
to obtain jobs, employers to fill vacancies
with suitable workers, and sets a frame-
work for relevant bodies to prepare train-
ing programmes.

¢ Occupation safety regulations outlined.
The Ministry of Labour and Social Affairs
(MoLSA) issued the Occupational Safety
and Health (OSH) Directive in 2008,
setting out occupational safety and health
requirements and the corresponding re-
sponsibilities of employers, workers and
concerned government bodies (like the
Ministry of Labour and Social Affairs,
MOoLSA and the Bureau of Labour and
Social Affairs, BoLSA). The directive spec-
ifies employers’ responsibilities for making
sure the work place is safe for workers,
including the provision of personal protec-
tive devices. The OSH Directive specifies
special risk reduction measures for the
construction and manufacturing sectors.
Ethiopia has also ratified 22 ILO conven-
tions, including the occupational safety

and health convention.®
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Despite these protections, the Labour
Proclamation does not establish a mini-
mum wage standard, leaving wages to be
determined by the employer or by collec-
tive agreement between the employer and
workers’ union. While the Constitution and
the Labour Proclamation set specific legal
parameters, a range of policy and strategy
plans and frameworks establish areas of gov-
ernment commitment to address identified
development challenges.

3.6.2 Policies and strategies related
to inclusive and decent jobs

Employment creation is an integral part
of the national policy agenda. Productive
employment is rightly considered both as
an input and output of development. All
the development plans give due attention to
employment creation with special emphasis
for youth and women. Furthermore, the
government has formulated various policies
and strategies that particularly focus on em-
ployment and the labour market. Improving
the efficiency of the labour market in
allocating the available jobs is also given
attention.

¢ The Plan for Accelerated and Sustained
Development to End Poverty
(PASDEP). The five-year National
Development Plan for 2005/2006 to
2009/2010 underscored unemployment
and underemployment challenges, espe-
cially for youth and women. It presented
employment generation strategies includ-
ing promoting private sector development
focused on micro- and small enterprises
(MSEs) and public work.

e Growth and Transformation Plans
(GTP I and II). GTPs I (2010/2011
to 2014/2015) and II (2015/2016 to
2019/2020) aim to address unemployment
and labour market issues. Private sector
development and improving access to and
quality of education remain important
strategies for employment generation. As
emphasized in GTP II, industry is given
priority as an engine of growth. Within
industry, light manufacturing is prioritized
partly because the sector is believed to

58 | ETHIOPIA NATIONAL HUMAN DEVELOPMENT REPORT 2018

generate large numbers of employment
opportunities. For example, job creation
is usually mentioned as one of the justi-
fications for the government’s efforts to
promote manufacturing industry by estab-
lishing industrial parks.

e National Employment Policy and
Strategy (NEPS, 2009). Ethiopia de-
veloped the NEPS to provide a guiding
policy framework to address the problems
of unemployment, underemployment
and the working poor. It presents various
strategies to address issues of labour de-
mand, labour supply and labour market
institutions, including creating decent
and productive jobs through private
sector development and labour-intensive
government projects with emphasis on
youth and women. It also details measures
aimed at improving the functioning of
labour market institutions.

¢ National Policy on Ethiopian Women
(NPEW) in 1993. The NPEW not
only recognizes the role and potential of
women in development and improving
welfare, but also the challenges in tap-
ping their potential for the benefit of the
country and themselves due to political,
economic and cultural discriminations.
The policy aims to ensure women are
treated equally in the labour market;
they should not be discriminated against
in hiring, pay and promotion. It also
stipulates government support to bridge
opportunities and skills gaps with better
access to education and training, career
and vocational guidance.

e National Youth Policy (NYP, 2004). The
NYP aims at building the capacity of youth
by providing education and trainings. The
Ministry of Youth Sports and Culture
(MoYSC) was established to direct and
coordinate youth related activities and
programs at federal level while regional
Youth Bureaus are established to lead re-
gional programs and initiatives related to
the youth.

These policies represent a set of decent
work standards to protect workers and
job-seekers, including in industry and man-
ufacturing. How well implemented is this
framework?



3.7 Making the institutional
framework for work
more effective

This chapter assessed the state of the labour
market, skills development and employment
within the context of industrialization in
the country. Youth and women remain most
disadvantaged in in the job market. The
gender wage gap, underpaying women and
their segregation into lower-level roles across
all sectors including manufacturing demon-
strate priority areas for action in making in-
dustrialization work for human development
in Ethiopia.

With this focus, creating inclusive employ-
ment, especially with a focus on youth and
women, has been at the centre of Ethiopian
policy and legislation for several years. But
gaps in implementation and outcomes for
youth and women remain to be filled. These
must include the following issues:
¢ Limited private sector job promotion.

Firstly, job creation for the unemployed
is needed by promoting private sector
employment generation. The government’s
recent efforts to boost light manufacturing
by providing various incentives and facil-
ities like the industrial parks are expected
to generate jobs, particularly for youth and
women.

* Workers’ rights. While the policies and
laws that aim to ensure the rights of work-
ers are respected and the work environ-
ment is generally safe and conducive, gaps
remain in their application, especially in
manufacturing. The rights of women who
work in manufacturing are not respected
fully, as evidenced by the fact some women
lose their jobs when they become pregnant.
This requires more effort to enforce the law
and to build capacity and awareness among
manufacturing workers in general and
women in particular in defending their
rights. Low unionization rates, especially
among women, suggest many believe they

need permission from their bosses to join
unions.” Government programmes place
inadequate emphasis on the generation of
decent jobs; for example, when the gov-
ernment tries to encourage employment
generation by small and micro enterprises,
the incentives put in place fail to generate
more decent jobs.

¢ Close the gender wage gap. Wage inequal-
ity between men and women remains high
and women’s participation in professional
and management positions is also limited.
This requires further work both in terms of
fighting explicit and implicit discrimina-
tion and building of women’s capacity.

e Job allocation improvements.
Improvement is needed in the function-
ing of the labour market. Well-developed
employment service and information sys-
tems are needed to allocate jobs created by
the economy in an efficient manner where
skill is rewarded properly and productiv-
ity is maximized. While labour-market
related policies and laws recognize the
importance of employment services, in
reality, they are very poor. Informal meth-
ods like personal networks are common
ways of hiring.

e Matching job-seekers with firms.
Employers struggle to find workers with
the required skills, while job search is
expensive and time taking, especially for
women and youth who tend to be less ex-
perienced and less connected. There is also
a mismatch between the skills required
by firms, especially manufacturing firms
and the ones possessed by job applicants.*
There is limited university-industry linkage
and institutional support for school to job
transition.®’

The next chapter explores the interactions,
challenges and opportunities in agriculture,
environmental sustainability and urban-
ization that need to be managed to make
Ethiopia’s industrialization process inclusive
and sustainable for all.
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Managing the interaction of
Industrial transformation with
agriculture, environmental
change and urbanization




A

The relationship between gender equality and industrialization is generally strong and positive with industrialization
providing avenues forward into greater equality. The framework and evidence available underscore that the
industrialization process must be managed in order to ensure gender-responsive outcomes in human development to
benefit women and girls, and society at large through the removal of barriers to equity.

Long-term trends show a narrowing of the gender gap in key measures of development between women and men—yet progress
has been slow, and there is still a distance to go to close gender gaps.

Gender Inequality Index for Ethiopia, 2005-2015
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Unemployment is in general higher for females and youth, though it decreased Women tend to concentrate in unskilled
for all groups. Females” unemployment fell faster than that of males; however, production work while their participation in
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4. Managing the interaction of
industrial transformation with
agriculture, environmental
change and urbanization

Chapters 1-3 discussed the relationships be-
tween human development and industrializa-
tion, reviewed the status and trends of human
development in Ethiopia, and focused on the
existing and potential roles of jobs, and the
importance of decent and inclusive work for
industrial and human development. In short,
these chapters interrogate the role of human
development in the industrialization process,
and the benefits to human development from
inclusive industrial development.

Chapter 4 considers how to make the
industrialization process inclusive and sus-
tainable by managing its interaction with
agriculture, the environment and urbani-
zation. It explores the potentially negative
consequences on areas of Ethiopian life that
can result from an overwhelming focus on
industrial development. Areas of concern
include:
¢ Ensuring increasing work opportunities

and enhancing the productivity of agricul-

ture as industrial demand for labour rises;
¢ Mitigating the downside effects on en-
vironment and climate change as well as

ways to maintain the commitment to a

zero-carbon growth while achieving indus-

trialization targets; and
e The potential consequences of informal
and unfettered urbanization.

The chapter concludes with a framework
to seeking ways to mitigate the interactions
between industrial development and each of
these issues.

4.1 Role of agriculture in
romoting inclusive
industrialization

Agriculture is the most important sector
in the Ethiopian economy. It accounts for

close to 40 percent of the country’s GDP
and contributes over 70 percent of the
national employment and over 70 percent
of export earnings. The vast majority of the
population lives in rural areas. Thus, signifi-
cant economic growth and living standards
improvement cannot be achieved unless the
agriculture sector grows and its productivity
increases. Meaningful poverty reduction and
improvement in human development cannot
be achieved if agriculture is ignored.

4.1.1 Thriving agriculture necessary
for inclusive industrialization

A flourishing agriculture is good for the
urban sector and can serve as a foundation
for industrial transformation. When agricul-
ture grows and income of farm houscholds
increases, demand for urban services and
industrial products will rise. Agriculture also
provides raw materials for industry and food
for industrial workers.®® Agriculture also
serves as a reliable source of foreign currency
until industry and manufactured exports
mature.

As industry grows its demand for labour
will be satistied by the labour force that
agriculture releases because of increasing pro-
ductivity. More importantly, the labour re-
leased from agriculture will be more healthy,
educated and productive. Increases in rural
income will also complement sustainable
urbanization by avoiding the emergence of
mega cities with huge slums (informal areas)
and promoting diffused pattern of urban-
ization.”” When there is high rural-urban
income inequality, people will migrate to
urban areas in the hope of finding urban jobs.
Even if they know that they may not find jobs
quickly, they will still be willing to migrate
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BOX 4.1

Landlessness, agriculture and Ethiopia’s youth

While the national level land use survey shows that the average house-
hold farm size in Ethiopia is 1.22 hectares, 57 percent of the households
have farm sizes less than one hectare. The majority of young people in
rural Ethiopia do not have their own farmland despite their constitutional
right to access land in the community in which they live. The 2012 nation-
al level land use survey shows that the youth (18—29 years of age, in this
case) account for 21 percent of the rural landholders in Ethiopia.

Just 3 percent of all landholders in Ethiopia are young women de-
spite the Ethiopian land laws providing for equal land acquisition and

Sources: CSA 2012; Bezu and Holden 2014.

use rights to male and female citizens. Whether young women practically
have equal access to land depends on their ability to obtain land from
their parents, who are now the main source of land access.

One survey of household heads reveals that most girls and women will
not inherit land from their parents: three-fourths of household heads sur-
veyed admit that none of their daughters will ever inherit land from them.
The same survey shows that only 9 percent of rural youth plan to pursue
agriculture as their livelihood, with econometric analysis finding that lack
of land access is forcing youth away from an agricultural livelihood.

64

and wait in the informal sector until they get
a better job.” But if agriculture grows and
becomes more productive, the rural-urban
income gap will be smaller and people will
only migrate if they expect even higher and
more stable income in urban areas—migra-
tion will be driven more by pull factors (‘bet-
ter’ life in urban areas) than by push factors
(rural poverty).

4.1.2 Rising agricultural productivity

Recognizing agriculture’s role in raising
living standards, reducing poverty and as a
foundation for the structural transformation
endeavour, the Ethiopian government has
long given emphasis to the sector as reflected
in its policies and strategies. A few years after
the current government came to power, it
formulated the Agriculture Development
Led Industrialization (ADLI) policy which
stipulates that agricultural development
should be a priority. By improving agricultur-
al productivity and increasing rural incomes,
not only would the lives of rural people
improve, but also other sectors, including
industry, would benefit.

Subsequent policies also gave due emphasis
to agriculture. For example, the Growth and
Transformation Plans (GTPs I and II) identi-
fied agriculture as one of the most important
sectors for investment. Accordingly, the
government has been investing heavily in the
provision of rural public services, including
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education, health, infrastructure, extension
services and agricultural research. Access
to finance and improved land security were
also given emphasis. As a result of the huge
investment made by the government, there
has been remarkable improvement in access
to various rural services including roads.
The percentage of rural people who lived
more than five hours from a city fell from 67
percent to 26 percentbetween 1979/98 and
2010/11.7

Fertilizer use by smallholder farmers
increased by 144 percent between 2004/5
and 2013/14. The increase in fertilizer use
was particularly high for cereals. During the
same period, the number of cereal growing
farmers who use fertilizer increased from
2.1 million (46 percent) to 5.5 million (76
percent); the cereal area where fertilizer was
applied increased from 2.7 million hectares
(36 percent) to 5.2 million (53 percent) and
the intensity of fertilizer use increased from
92 kg/hectare to 122/hectare. The area cov-
ered by pesticides increased from 13 percent
to 21 percent during the same period.” More
and more farmers are also using improved
seeds (Figure 4.1). The proportion for all ce-
reals increased from 10 percent to 21 percent
while for maize it rose from 12 percent to 28
percent.

The increases in access to and adoption of
modern agricultural inputs were accompa-
nied by significant improvement in produc-
tivity. In a decade, the productivity of cereals
increased from 12.7 quintals to 21.4 quintals



per hectare (Figure 4.2). The cultivated area
and labour employed in agriculture have also
increased, leading to further rises in agricul-
tural output.

Agriculture has shown significant growth
over the last fifteen years and that has con-
tributed to rapid economic growth and
poverty reduction. It has also arguably made
the environment for the country’s industrial
transformation plan more conducive. As
discussed in Chapter 1, the food and bev-
erages sector makes the highest contribu-
tion to manufacturing value added, which
underlines the importance of agriculture
as a source of supply to industry. At the
moment, there is little concrete evidence
on the actual contribution of agriculture to
industry and a study examining the agricul-
ture-industry linkages would be of value.
Understanding the role of agri-business in
the transition from an agriculture dominat-
ed economy to an industry led economy is
of particular importance.

4.1.3 Can agriculture grow
further? The way forward

While agriculture has been growing re-
markably, there are also challenges and
areas where more can be done. Growth in
non-crop products (like animal farming,
hunting and forestry) has not been as rapid
as in crops; while crop production grew
by an average 8.8 percent a year between
2004/5 and 2013/14, production arising
from other activities grew by 5 percent a
year over the same period. Diversifying in-
vestment to non-crop areas can therefore be
an additional source of growth. There have
also been differences in modern input use
even within crops. Fertilizer and pesticide
use was high, particularly for cereals, but low
for other crops. Use of improved seeds for
cereals other than wheat and maize is still low
and there are challenges relating to delays in
delivery, quantity and quality. Irrigation and
mechanization rates are also still very low.”
Addressing these issues related to technology
usage can also be an additional impetus for
more growth. Although there has been re-
markable growth in productivity of cereals,

FIGURE 4.1

Change in the percentage of farmers using improved seeds (2004/5 and 2013/14)
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FIGURE 4.2

Trends in crop productivity (yield in quintals per hectare): 2004/5 to 2013/2014
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compared to other countries, there is still
long way to go (Figure 4.3).

Apart from the investment in extension
services, investment on rural services like
infrastructure and education has also played
important role in raising productivity. Roads
increase access to market centres and agricul-
tural inputs. Similarly, more educated people
are more likely to adopt modern technologies
like fertilizer and improved seeds. There is
still room for improvement in these areas and
government should continue investing in
them. Enough emphasis should also be given
to climate change; not only can it reduce
agricultural growth but also lead to food
insecurity and famine. It is therefore essen-
tial to incorporate and mainstream climate
change mitigation and adaptation into rural
development and agricultural policies.
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FIGURE 4.3

Maize and wheat yield (tons/ha): comparison with different countries
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More access to irrigation can be particularly
important in minimizing the problem associ-
ated with unpredictable rainfall due to climate
change.” Furthermore, gender issues should be
emphasized. While there have been agricultur-
al programmes that try to mainstream gender
and there is some evidence that female headed
households are also able to take advantage of
better access to modern technologies, because
of the initial huge gap in wealth, networks and
the like, it will be a long time before the gap
between male and female farmers narrows (if
not vanishes).” Thus, on top of continuing to
make all agricultural programmes and policies
gender conscious, special programmes target-
ed on women farmers may also be needed.

4.2 Making inclusive green
growth possible through
industrialization

From a global perspective, Ethiopia’s overall
and per capita greenhousc gas emissions
(GHG) are very low. CO, emissions de-
creased from 0.64 kg per dollar of GDP
in 2000 to 0.32 in 2010. At 87 percent of
emissions, agriculture dominates, with pow-
er, transport, and industry and buildings
contributing roughly 3 percent each.
Ethiopia’s Climate Resilient Green
Economy (CRGE) Strategy is an ambitious
one. If industrialization is not regulated and
managed properly, a direct consequence of

BOX 4.2

Availability of versus entitlement to food

The human development and capabilities approach provides a power-
ful framework with which to understand food security, as evidenced by
Amartya Sen'’s classic work on famines.

With this approach, it is important to distinguish between a decline
of food availability and that of direct entitlement to food. The former
is about how much food is available in an in an economy, while the
latter is related to the amount of food each household is entitled to
consume directly. In a rural setting, drought would reduce both availa-
bility and the direct entitlement to food of the farmers. But insofar as
a farm household typically lives on its own production of food and has
no ability to buy food from the market anyway, the immediate reason
for its starvation would be lack of a direct entitlement and not a decline

Source: Sen 1981, p. 165.

in food availability in the market. For example, if household's own crop
fails while those of others do not, the supply in the market may be large
while it starves.

Similarly, if its crop harvest is large while that of others fail, it may still
do well despite the decrease in overall supply. While the two phenomena
may happen simultaneously like in a general drought, it is still important
to make a distinction between the two. Though drought is normally taken
as a crisis of food availability, it is worth noting that usually something
more than food availability is involved during droughts. From a policy per-
spective, it should be recognized that just moving food into a drought
affected region will not help the people and that the affected households
need to be given an entitlement to food, for example, though food aid.
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the expansion of industrial production can
be air, water and toxic pollution and other
environmental impacts.

To address these challenges, Ethiopia aims
to build a green industry sector by leap-
frogging to modern technologies and pri-
oritizing the development of eco-industrial
parks with clean energy, waste treatment
and energy-efficient technologies. Shifting
the trajectory while the industrial sector is
still young is an opportunity to avoid the
environmental, economic and human costs
of business as usual (BAU) paths adopted by
the patterns of industrialization in countries
elsewhere.

4.2.1 Environmental costs
of industrialization

Even at the current low level of industrializa-
tion, Ethiopia’s industrial sector causes water,
soil, and air pollution. Without effective and
coordinated environmental management,
this is projected to grow. A key challenge is
that Ethiopia’s existing industries use old
technologies and lack facilities for on-site
waste treatment. Roughly 90 percent of
existing industries dump their wastes in near-
by water bodies.” In particular, tanneries,
textiles and coffee processing plants cause
significant soil and water pollution as their
liquid wastes pollute aquatic ecosystems and
harm water users.””

The fact that these industries are priority
sectors for Ethiopia’s industrial development
suggests the scale of the green growth chal-
lenge. GTP II indicators show a general lack
of safe removal of dangerous chemicals and
limited to no cleaning of polluted areas. Yet
sparseness of data prevent a full accounting
of these challenges—and of what can be done
to strengthen green industrialization.

Expanding industrial production in a
conventional way will result in substantial en-
vironmental impacts, including GHG emis-
sions and other pollutants. Industrial GHG
emissions in Ethiopia are projected to grow
by 16 per cent per year under a BAU scenario
and reach 71 Mt CO,e in 2030, compared
to 4 Mt CO,e in 2010.7* This is the largest
GHG emissions growth rate of all economic

TABLE 4.1

Environmental costs of business as usual industrialization in Ethiopia

I Major
Sectors ﬁlogg'#t",t/:?" envlironmental Cost of degradation
challenges
Industry and ® 13% and 4% Water, soil, air Industrial GHG emissions
Manufacturing in 2012 pollution growth projections: under
e 27% and business as usual: 16% per year
17% by 2025 to reach 71 Mt CO,e in 2030.

Emissions from water
pollutants: from existing
industries have increased from
18,543 kg to 32,182 kg per day

Source: Adapted from World Bank 2017.

sectors. For subsectoral shares, the baseline
measurement of emissions carried out by the
Ministry of Industry (Mol) (2015) showed
that the cement, chemical, textile and leather,
food and beverage, and metal industries emit
substantial GHG. Cement production is the
largest contributor to Ethiopia’s industrial
CO,e emissions (50 percent), followed by
mining (32 percent, mainly due to gold
mining and processing, coal, extraction of
potash and others) and leather and textiles
(17 percent).”

4.2.2 Sustainable energy and making
rural landscapes more resilient

To achieve the transformative change
Ethiopia envisions it will need to make rural
landscapes not only four times as productive,
but also more resilient to climate and other
shocks. The transition of labour from rural
to urban areas which is already under way
will also need to accelerate; and labour needs
to be channeled into the development of a
green industrial sector along with modern
service sectors. Urbanization will also de-
mand a transformation to greater sustainabil-
ity through the creation of environmentally
and socially sustainable living conditions and
transportation systems. Underlying these
transformations is the need for sustainable
energy access to ensure the welfare of rural
people now dependent on fuelwood, the
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provision of reliable green energy for the
industrial sector and the fuels for the rapidly
growing transport sector.

Managing land, water, agriculture and
forest resources more effectively is critical to
achieving the country’s green and resilient
economy objectives. GTP II recognizes the
need for integrated approaches in the rural
landscape to balance competing uses of land
and water, aiming to create sustainability and
resilience.

4.2.3 Environment and
industrialization interactions:
way forward

A set of challenges must be overcome to
construct a green industrialization process in
Ethiopia. A range of responses include:

¢ Comprehensive, coordinated and in-
ter-sectoral green industrialization
strategy. Institutional challenges for green
industrialization include the need for a
comprehensive green industrialization
strategy, clarified vertical and horizontal
coordination, reduced bottlenecks in the
private sector business enabling environ-
ment, and structural difficulties in green-
ing micro and small enterprises.

e Stronger enforcement of existing en-
vironmental policies. The enforcement
of existing environmental policies is also
not well-coordinated among responsible
ministries and regional and local bodies.
Addressing the limited capacity of the en-
forcing bodies and corruption are expected
to be useful.

e More and better incentives and access
to finance for the private sector. The lack
of incentives to pursue improved environ-
mental performance and adopt new and
clean technologies is a challenge for green-
ing Ethiopia’s industrialization trajectory.
For example, firms may need preferential
support to build waste treatment facilities
and import clean technologies. Lack of ac-
cess to finance also affects firms’ decisions
to adopt new technologies. Use of mar-
ket-based signals is a way to reward firms
for improved environmental performance
and reduced emissions.
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¢ Raise private sector awareness of
benefits. The information challenge for
greening industrialization includes lack
of awareness and knowledge in Ethiopia’s
private sector about the benefits of green
industry. Another challenge is the lack of
commonly agreed guidelines (minimum
requirements and consolidated frame-
works) for development of new or upgrad-
ed eco-industrial parks. The lack of data
on the scale, practices and environmental
impacts of micro and small enterprises is
another informational challenge.

¢ More private sector investments in in-
frastructure, power and transportation.
Increasing private investments in indus-
trial projects depends on improving the
adequacy and reliability of infrastructure.
Despite recent improvements, the supply
of power and connectivity of transporta-
tion are insufficient to attract or promote
industrial investments and enhance pro-
ductivity. Another investment challenge
is lack of capability of micro and small en-
terprises to invest in environment-friend-
ly initiatives.

4.3 Challenging informal
urbanization

Ethiopia’s current population is estimated
to be about 95 million®, at least 80 percent
of whom live in rural areas. With an annu-
al population growth rate of 2.3 percent
(2017), Ethiopia’s population is expected to
reach 150 million by 2035.%' The population
will continue to exert serious pressure on the
environment, basic services provision, infra-
structure facilities and agriculture. Rapid
population growth, declining land holding
size, soil erosion, deforestation, poor techni-
cal know-how and rainfall-dependent agri-
culture are some of the root causes of poverty
and destitution in Ethiopia.

4.3.1 Existing urbanization
trends in Ethiopia

Though currently the urbanization rate is
very low, Ethiopia is destined to become



more urbanized due to ever increasing mi-
gration from rural areas, which results from
both pull and push factors. The economic
growth literature argues that as an economy
grows, the location and structure of labour
transits from primarily rural, agriculture-fo-
cused activities to more urbanized activities
in industry and service sectors. This structur-
al transformation improves the livelihood of
those who earn higher wages in employment
that offers better wages, but it also increases
land to labour ratios of those who remain in
agriculture, providing capital to spur innova-
tion and agricultural productivity growth in
rural areas.

Currently, only about one-fifth of
the population is living in urban areas.
Moreover, a significant proportion of the
urban population is found only in one city,
in Addis Ababa. Migration and sectoral
labour transitions have occurred, but they
have been limited. From 2005 to 2013, the
share of the workforce in agriculture fell
from 80.2 percent to 77.3 percent.*> About
1 in 10 rural workers migrates in Ethiopia,
in contrast to 1 in 5 rural workers in
China, which shows that physical transi-
tion, which is the precondition for labour
to move between sectors is rather limited
in Ethiopia.

The urbanization rate is expected to reach
27-30 percent (30-35 million people) by
2025 and 37- 40 percent (49-54 million
people) by 2035. Most of the growth in

BOX 4.3

Urbanization in historical context in Ethiopia

FIGURE 4.4

Urbanization growth, national level and Addis Ababa
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urban areas is expected to be in secondary
cities, which are currently relatively small.
For example, the next biggest city after
Addis Ababa, which has about 4 million
people, is Mekelle with about 300,000
people. Even though they are relatively
smaller in size, Ethiopia does have a signif-
icant number of secondary cities that are
spatially distributed across the country. The
government expects that the rapid growth
of secondary cities will continue, especially
as it pursues a policy of balanced regional
growth by promoting industrial develop-
ment outside the Addis Ababa region. At
the same time, Addis Ababa is still expected
to continue to play an important role in
national growth, as the main city that can
currently provide economies of scale and
agglomeration economies.

In Ethiopia, urban centres developed primarily as administrative centres
in contrast to urban centres in current developed countries which mainly
developed as centres of industrial activities. The economic base of urban
centres in Ethiopia as a result is very weak. The meagre economic ac-
tivities in urban areas mainly relate to trade and services in contrast to
major urban centres say in Europe where their economic base has often
historically been manufacturing. A key primary challenge in Ethiopia is,
therefore, how to breathe economic life into the existing urban centres.
As government administration gradually modernized, structures of ad-
ministrations were formed, around which the urban centres grew. The

Source: UNDP 2018b.

size and dominance of these centres reflected their administrative signifi-
cance as centres of district, zonal, and regional administrations.

Semi-urban centres also proliferated along major highways as service
points for the traffic passing along each highway. Such services primar-
ily constituted vehicle service (tyre repair, maintenance, refueling, etc.),
meal service, goods trade and accommodation. Over time, garages, res-
taurants, hotels, shops and markets will develop. The choice of adminis-
trative seats has presumably been guided by vibrancy of such centres and
their attractiveness for tax collection, which consequently turned these
into major urban centres.
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4.3.2 Economic and social
challenges of urbanization

A series of challenges come hand-in-hand

with increased urbanization:

¢ Job creation given limited private sector
growth. Job creation is a growing chal-
lenge—particularly creating private sector
jobs—given the rapid shift in the age struc-
ture of Ethiopian population and the slow
pace of industrial development. Ethiopia’s
demographic transition has been expedit-
ed by a decline in fertility rates which fell
from seven children per woman in 1995
to 4.6 in 2016. There has not been com-
mensurate impetus to propel industrial
development, at least until recently. While
this demographic transition offered the
potential for reaping huge benefits in terms
of enhanced growth, it has mainly ended
up presenting the daunting challenge of
finding employment for new entrants into
the labour market.

¢ Unemployment rises. Unemployment
in Ethiopia is higher than the average ex-
pected by comparison with other African
economies, and is mainly an urban phe-
nomenon, particularly in Addis Ababa.
The unemployment rate is 17 percent in
urban Ethiopia and 24 percent in Addis
Ababa. In rural areas, fewer than 5 percent
of all households have an unemployed
adult. However, in urban areas, 15 percent
of all households report an adult mem-
ber—male or female—as unemployed.
Unemployment increases in large cities
as the size of formal labour market supply
increases. In particular, there are high un-
employment rates in Addis Ababa; 23.5
percent of households there report an
unemployed adult, versus 11 percent of
households in other urban areas

¢ Growing informal sector. The informal
sector, which provides most employ-
ment in Sub-Saharan Africa, provides a
smaller share of employment in Ethiopia
(37 percent) than in SSA (60 percent).
Manufacturing employment only ac-
counts for 3 percent of total employment.
Most jobs are in firms that are small, or in
self-employment but these firms tend to
stay small.
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¢ Poverty takes on an urban face. As

Ethiopia urbanizes, poverty becomes more

urban. Poverty in urban areas is strongly

correlated with labour market outcomes:
in Addis Ababa 48 percent of households
with an unemployed male live in poverty

(compared with a 29 percent city-wide

poverty rate). Creating job opportunities

in urban areas will be essential if Ethiopia is
to exploit its demographic dividend.

¢ Demand for urban land. The rapid growth

of the urban population will entail an un-
precedented growth in demand for urban
land and housing. A significant transfor-
mation of the urban landscape has been ob-
served in secondary cities as well as in Addis
Ababa. However, much of the transforma-
tion has been informal and can be catego-
rized as low-density, spatially fragmented,
and spread out. Informal settlements, most-
ly with very limited access to basic services
and poor living conditions, are growing,
including on the periphery of Addis Ababa.
Urban development and growth strategy is
focused on compulsory expropriation and
re-allocation of peri-urban land. This ap-
proach has resulted in a wave of disposses-
sions and the intensification of land-related
conflicts, with large numbers of peri-urban
land holders losing their use right.

While jobs are being created, there are not
enough jobs available for those with primary
and secondary education. Labour market
analysis indicate the high cost of job search
is a factor in the high urban unemployment
rate. Addressing major obstacles in the
labour market would enable Ethiopia to
accelerate structural transformation, ensure
inclusive growth and lead to further poverty
reduction.

Well-functioning and efficient urban
labour markets are a key ingredient for this
transformation to take place and to ensure
that its benefits reach all segments of the
population. As unemployment in Ethiopia is
by and large an urban phenomenon, increas-
ing the efficiency of urban labour markets is
not only key for structural transformation
but also for overall economic development.
Current social protection arrangements in
urban areas are inadequate in addressing the
needs of the youth and children.



BOX 4.4

Urban areas as sites for voice and accountability

Ethiopia has undertaken an extensive decentralization which has de-
volved fiscal, administrative and political power and at the same time has
increased level of public engagement in decision-making at regional and
district levels. So, the increased role of sub-national governments has led
to more public participation.

In relation to building citizen awareness, more than 90 percent of all
woredas and city administrations across the country are now posting in-
formation on their local budgets in public places. For the promotion of
citizen voice, service standards and citizen charters have been devel-
oped and there is a national commitment to hold pre-budget and end of
year monitoring public meetings which so far being is implemented in
more than 35 percent of woredas and city administrations. To contrib-
ute to state responsiveness, the Government has established the federal
Ethiopian Institute of Ombudsman (EIO), and all regions also have their
own grievance redress offices to hear citizen complaints.

Through the Ethiopia Social Accountability Programme (ESAP), cit-
izens' representatives and service providers have been given the with
skills to apply social accountability tools in about 25 percent of woredas,
a process that has led to interface meetings and agreement on joint basic
service delivery action plans in all the 223 participating woredas—the
latter are being implemented with significant benefits for the quantity and

It is also important the Government strengthens citizen participation
and representation in design and implementation of policies, strategies
and programmes. Key incentives for the Government to engage with
citizens include:

e An understanding that proactive, positive and constructive en-
gagement with citizens can avert more confrontational forms of
engagement;

e A strong Government commitment to deliver services for its cit-
izens coupled with constrained frontline monitoring capacity—
meaning that citizen participation in identifying needs and giving
feedback can play a key role in enabling the Government to deliver
its objectives;

e Aninterest in increasing community financial and in-kind contributions
(because of limited Government resources as well as a belief in the
intrinsic value of such community involvement).

Constraining factors that need to be addressed include: i) limited hu-
man capacities to engage citizens—both in terms of the numbers of staff
and the specific soft skills required; ii) inadequate space for citizens to
provide feedback on how agreed policies/strategies are being delivered
at local level; and iii) absence of a systematic approach to guide feedback
to the citizens in a timely and constructive way that builds lasting trust

quality of basic services.

Source: World Bank 2015c.

among the citizenry.

4.3.3 Urbanization without proper
industrial development

Available evidence suggests that urban and
industrial development in Africa are discon-
nected, resulting in lost opportunities for
job creation and improved well-being.® The
United Nations Economic Commission for
Africa reports most countries in Africa are
urbanizing rapidly amid declining or stag-
nant industrial output and low agricultural
productivity. The informal sector—often
services—where jobs remain concentrated
remains dominant in the urban areas.

The poverty rate in urban Ethiopia is almost
as high as the rural poverty rate. Those who are
unable to work—the elderly and disabled—
live in similar or poorer conditions than their
counterparts in rural areas. They are less likely
to access a loan or gift from relatives when
needed, reflecting weaker social structures,
and they receive no public safety net transfers,

which are exclusively focused on rural areas.
As urban areas grow, the need to strengthen
urban safety nets will become an increasing
priority to address poverty and vulnerability.
Economic activity is growing faster in cities
surrounding the capital region, but less rapid-
ly in Addis Ababa. By using nightlights as a
rough measure of economic activity, a World
Bank assessment depicts changes in GDP
per capita between 1994 and 2012 for more
than 20 Ethiopian cities. Despite its primacy,
Addis Ababa has experienced relatively low
growth in economic activity compared with
other cities in the country. Given the caveats
associated with using nightlights data as a
proxy for GDP, these findings should be
treated with great caution, and need to be
supplemented with data on employment and
other measures of activity. There is evidence
of a decline in GDP per capita in the capi-
tal between 2007 and 2012. Yet cities close
to Addis Ababa, including Sebeta, Bishoftu
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BOX 4.5

Services leapfrog industry in urban centres

72

In classical understanding, structural transformation occurs as workers
move out of agriculture into manufacturing. In Ethiopia, economic activity
(output and jobs) has shifted from agriculture and into construction and
services, largely by-passing the critical phase of industrialization. The
growth acceleration period in Ethiopia is so far marked by the rise of the

services sector and expansion of infrastructure. Services have overtaken infrastructure.

(Debre Zeyit), and Mojo, have experienced
very large increases in economic growth. In
contrast, economic activity in other cities in
the north of the country seems to be declin-
ing, even between 1994-2012.

4 3.4 Urbanization and industrialization
interactions: way forward

A number of key areas need to be addressed
in order for industrialization to benefit sus-
tainable urban development.

¢ Major investment in infrastructure and
services is required. The rapid growth of
people and jobs in urban areas means large
new needs for infrastructure in cities.

e Prioritize roads. Road density is below
the African average, although higher in
urban areas than country as a whole. Water
provision is especially challenging—low
rates of per capita consumption. And
population growth plus increasing per
capita consumption will require significant
increases in water supply. Deliberate efforts
are needed to link urban and industrial
development in the context of national
development planning.

¢ Urban land consumption is increasing
fast. Cities are growing faster than popu-
lation growth, driving up the costs of in-
frastructure and service delivery. But many
Ethiopian cities have vacant or underused
land in prime locations. Hence, these areas
need to be developed by putting them up
for auction in private market. Proceeds from
the sale of such plots should be used to sub-
sidize the basic needs of low income groups,
especially those living in slum areas. More
fundamental reforms seem to be needed at
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agriculture to become the largest economic sector, the biggest contributor
to economic growth, and the second biggest employer. Within services,
commerce, ‘other services’ and the public sector were the most impor-
tant contributors to output and jobs. So, economic vibrancy in urban cen-
tres in Ethiopia is marked by rise of the service sector and expansion of

the national level with regard to fast pro-
cessing of land for investment and putting
more available land on the market, thereby
reducing price pressure on urban land.
Improve licensing, permitting and tax
systems. Expand the supply of serviced
land and infrastructure. Reform the insti-
tutional structure of urban local govern-
ment (ULG) to expand their autonomy
through: powers to determine their own
structures and attract the necessary human
resources; and to set tariffs and recover
service delivery costs to finance municipal
services as mandated.

Build capacity through strengthening
systems and enhancing human resources
in areas such as: planning, project execu-
tion and financial management and pro-
curement. ULGs have been allocated very
limited own sources of revenues, but these
revenues are supposed to finance most ur-
ban development expenditure.

Increase investment in urban develop-
ment through expanded fiscal transfers
and expand coverage of secondary cities.
Invest in key strategic infrastructure and
services for Addis as well as other key
urban centres. Reform and strengthen
the property tax system, ensuring that it
is well sequenced and does not lead to
perverse incentives. Incentivize improved
local revenue collection by allowing local
governments to keep state revenues gener-
ated in excess of targets. Improve accounts,
budget accounting and reporting process-
es, including municipal revenue collection
reporting. Enable (i) recovering the true
cost of services through user fees and (ii)
automatic inflation adjustments for munic-

ipal fees and charge.



BOX 4.6

Urban infrastructure investment

The Government has invested heavily in transport infrastructure in-
cluding a light railway in Addis, a ring-road, regional highways, as
well as power, and communications. These investments have brought
employment opportunities such as in construction and services. The
infrastructure expansion in turn has led to growth in manufacturing,
albeit limited. This includes smart shoe manufacturing, leather products
(handbags, wallets, etc). Urbanization is central, therefore, to Ethiopia's
aspirations towards industrialization and balanced regional economic
growth.

Public investment as a share of GDP (%)

2009 2010 201 2012 2013

Ethiopia 11.8 14.9 19.6 26.5 20.2
SSA 7.1 7.0 6.8 16 75

Source: UNDP 2018b.

Investment in infrastructure has been a growth engine for the
Ethiopian economy: in 2011 the country’s public investment was the third
highest in the world as a share of GDP (18.6 percent), exceeded only by
Turkmenistan (38.6 percent) and Equatorial Guinea (24.3 percent) (World
Bank: 2015a). In 2013 this figure was 20.2 percent. The construction sec-
tor as a share of GDP jumped from 4 percent in 2009/10 to 8.5 percent in
2014/15 (GTP ).

The rapid growth of people and jobs in urban areas means large new
needs for infrastructure in cities:

e Roads, water, electricity, solid waste management, etc. needed for
tripling the urban population 2007-28 from 11.8m to 35.8m (plus cov-
erage of existing backlogs).

* Huge need for housing for new residents and existing backlogs.
There is a serious shortage of housing in urban areas, both for the
under-housed as well as for the rapidly growing urban population that
will increase the need for housing.

e Data indicate that the cheapest formal housing options are only af-
fordable for the middle and upper income groups. Rental (kebele and
private) is the most affordable option for poorer households.

e Road density is below the African average, although higher in urban
areas than the country as a whole. Water provision is especially chal-
lenging; thera are low rates of per capita consumption. And population
growth plus increasing per capita consumption would require a signif-
icant increase in water supply. At 70-80 percent , one of the highest
percentages of people in SSA are living in slums that lack durability, ad-
equate space, access to safe water and sanitation, or security of tenure.
Such needs will accelerate private investment, manufacturing and

industrialization.

Nationally, to accommodate new residents, roughly 200,000 new housing
units are needed per annum (addressing the backlog requires much more).
Increased demand for automobiles, housing, food (supermarkets, restau-
rants), accommodation (guest houses, hotels, etc.) and infrastructure will all
require to rising services, manufacturing (value addition), and infrastructure
investment which in turn expedite the industrialization process in Ethiopia.

4.4 Towards an
integrated approach

This chapter assesses the status and trends in
agriculture, the environment and urbaniza-
tion to establish interlinkages with the un-
folding industrialization process in Ethiopia.
Strengthening agricultural productivity will
be necessary to allow for labour to shift to
the industrial and manufacturing sectors and
to address the long-standing food insecurity
problem.

The positive and negative potential
interactions between these factors and

the industrialization process in Ethiopia
can pave a way forward for inclusive and
sustainable human development. What is
critical is that an integrated approach look-
ing across sectors is explored, coordinating
functions, mandates, research and ideas.
Avoiding silos in policymaking, budget
allocations and accountability is crucial
to address and minimize the risks that of
under-productive agriculture, environ-
mental and climate change, and unfettered
urbanization pose to industrial develop-
ment—and to maximize the potential for
opportunities.
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How to make industry
thrive for the human
development of all




While employment is the most direct channel through which industrialization can affect human development, it is not
automatic unless industrialization is capable of creating sufficient new jobs which are decent and inclusive.

Share of employment by sector: country total, 1999 and 2013 (%) Share of employment by sector: urban total (2003 and 2016) (%)
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5. How to make industry thrive for
the human development of all

As this report shows, Ethiopia has recorded
remarkable economic growth in the last
several years. The growth was accompanied
by significant reductions in unemployment
and poverty. But there is still high unem-
ployment, particularly among the youth and
women.

Chapter 1 establishes the conceptual
framework to interrogate the interrelation-
ships between human development and
industrialization. It argues:

e Industrialization is a powerful force for eco-
nomic transformation and, in turn, for ac-
celerating human development in Ethiopia.

e However, there are human development
costs to the industrialization process, as
well as winners and losers in this process.

e Industrialization has been focused in spe-
cific regions and sectors in Ethiopia.

e Industrial Parks offer a positive potential
way forward—but managing winners and
losers is necessary.

Based on new estimations of human develop-

ment patterns and trends, Chapter 2 goes on

to show that human development continues to

improve in Ethiopia. But there are laggard areas:

e The quality of learning is low, illiteracy
impacts many, and skills do not mactch
labour demand.

e Barriers to gender equality persist.

¢ Income inequality is slowly rising.

While an educated and healthy workforce
are preconditions for inclusive industrializa-
tion that advances human development, the
relationships are not automatic. This makes
it important to monitor the quality of the
industrialization process.

Chapter 3 probes the question of jobs in
industrializing Ethiopia. Poverty is experi-
enced differently by different groups (youth,
men vs women, segregation of women into
vulnerable employment). It argues that
Ethiopia needs to turn the demographic
dividend into a plus for industrialization.

Moreover, women need to be supported to
advance into higher level manufacturing and
higher productivity roles.

Through Chapter 4, we review how agri-
cultural productivity has been growing, and
the transition from an agriculture-based
economy to an industrial-economy needs
to be managed, including minimizing the
environmental and urbanization costs of
industrialization.

In what follows we present a set of policy
recommendations to ensure industry, es-
pecially manufacturing, grows faster and is
both competitive and be an instrument for
inclusive and sustainable human develop-
ment. Six areas of policy action are needed:

e Decent jobs and skills development for
youth

¢ Remove barriers to women’s equitable roles
and benefits from industrialization

e Leverage innovation in industrial parks
and new technologies

¢ Encourage industrial value chains in a
range of locations

e Integrated approaches across agriculture,
environment and urban planning

e Strengthen infrastructure, financial access
and institutional arrangements for com-
petitive industrial growth.

5.1 Promote decent jobs and
skills development for youth

There are also some challenges associated
with the quality of jobs the economy has
been able to create. We have seen that while
industry’s share in GDP and employment
has been improving, the change is slow.
Given the ongoing focus and investment on
manufacturing industry, it is likely that the
role of industry will increase fast. But there
are also some serious challenges that need
to be addressed if Ethiopia is going to be
successful in its industrial transformation

plan.
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Challenges related to inclusiveness and
job quality are reflected in the whole econ-
omy in general and in industry in particular
(some of them are more serious in industry).
Thus, given that the role of industry is likely
to increase in the economy, including in
employment creation, it is important to take
the lessons so far seriously and prepare for the
future.

5.1.1 Promoting decent jobs

If the growth is to bring about significant
and sustainable improvement in human
development, it has to continue creating
more jobs. But the jobs should also be that
pay reasonably well, are more secure, are safe
and have minimal health impact. Industry
can be helpful in creating new jobs, but it
also faces challenges creating decent jobs.
While industry jobs tend to be more secure
and stable, they are also more associated
with health risks and social challenges.
While there are laws requiring industries to
put in place occupational safety and health
(OSH) measures at the work place, there
is a gap in the enforcement of the laws and
regulations.

As industry grows, this challenge is
going to increase and will be important
to address at an early stage. Improving
law enforcement is important. It is also
useful to empower workers’ unions and
associations so that they have a better
understanding of their rights and are able
to protect them. Working with indus-
trial (sector) associations is also useful.
Government should also incorporate the
quality of jobs in its policy/strategy about
job creation; it can then design incentives
that are geared towards creating more de-
cent jobs.

5.1.2 Skills development and training

Skill and education are important both to
make the industrialization process more suc-
cessful and ensure that the workers, especially
women and youth, benefit more from indus-

trial jobs. While there has been significant
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success in improving access to education due
to huge investment in the sector, the level
of education is in general low and there are
serious quality issues. The gender gap is still
large and widening for the age group beyond
18 years.

While expanding access to education,
especially at lower levels, is important, in-
vestment in the quality of education is also
needed. Revision of the secondary education
curriculum is needed, so that it serves to sup-
port an industrial society; currently its main
purpose is satisfying the requirement of entry
to higher education. The curriculum is very
theoretical and difficult, aggravated by other
problems such as low preparedness of teach-
ers and lack of school facilities.

The quality of higher education, including
TVET schools, fails to meet expectations.
Improving industry-higher institution link-
age should be given emphasis. Employers
complain that finding skilled workers is chal-
lenging and many of their workers lack both
hard and soft skills; however, many of them
do not provide training to their workers.
This may be because of the prevailing high
turnover.

Even when workers stay with employers
after training, private firms are likely to
underinvest in training because the bene-
fits go beyond the firm. When workers get
training, they tend to be more productive
and that improves the average productivi-
ty of the economy and hence competitive-
ness. Thus, understanding that firms will
underinvest in training, it may be impor-
tant for the Government to step in and
take initiatives and strategies to improve
access to training. On the job training
should also be encouraged. Strengthening
the capacity of sectoral institutes like the
Textile Industry Development Institute
(TIDI) would be useful. Attention should
also be given to the alarmingly high illit-
eracy rate. Literacy is strongly associated
with strong human capability. Low skilled
industrial jobs also require some level
of education to take instruction and get
trained. Thus, it is important to make in-
formal education and basic skills training
available for those who are no longer in
school.



5.1.3 Extend access to
employment services

For a successful and inclusive industrializa-
tion, it is important to have a well-function-
ing labour market with effective information
systems and employment services. This helps
the economy to allocate the available jobs in
an efficient manner where skill is rewarded
appropriately. In other words, labour will
be directed to more productive sectors and
firms. This will not only improve productivi-
ty and boost employment directly, it will also
have an indirect benefit: it will encourage
employers to create more jobs and workers to
invest in their human capital through train-
ing and education.

While there are laws and policies that
stipulate that Government has to provide
employment services, public employment
services are not effective and private ones are
not well developed. As a result, the Ethiopian
labour market is subject to high information
asymmetry where employers lack informa-
tion about potential workers including their
skills and locations and job searchers face
shortages of information about the available
jobs and their requirements. Job search is
particularly expensive in Addis Ababa where
vacancy boards, which are common ways of
looking for jobs, are located at the centre of
the city, while most of the job seekers live far
from the city centre.

Women and the young face these challeng-
es more because they have lower experience,
network and income. It is important to have
well equipped employment centres which
are accessible to youth. In these centres, job
seekers can get access to jobs advertised in the
internet and facilities like printing or photo-
copying their resumes and credentials. These
employment services can also give quick ad-
vice on how to prepare a job application and
resumé.

5.1.4 Focus the urban safety
net programme on low-
income wage earners

Wages are low and sluggish in general and
especially so in industry. In light of the rising

living costs, this implies that the living stand-
ards of many of the waged employed may
be deteriorating, despite the fast economic
growth; the recent rising trends in inequal-
ity, particularly in urban areas also point in
that direction. This will challenge efforts to
improve human development further and
can also be a challenge to the endeavor for
economic transformation through labour
intensive industrialization. A successful
industrialization requires a motivated work-
force with an acceptable standard of living.
But it also worth noting that raising wages,
for example, by setting a minimum wage,
may not be feasible currently, as it will make
the industries less competitive internation-
ally given the current low productivity level.
Thus, addressing this issue requires a number
of policy measures including raising produc-
tivity through training and education, and
making the labour market more competitive
and responsive to productivity and skill
differences (we will address these two issues
next). Given the huge role of Government
in wage employment, making civil service
hiring procedures and wages more flexible
and geared towards productivity and perfor-
mance can be helpful in improving labour
market performance. As these interventions
take time to show impact, in the short-
er-term, public transfers may be necessary for
low income wage carners.

While the urban safety net programme
which started being implemented recently
is expected to play an important role in re-
ducing urban poverty and keeping inequality
from rising further, it should also include low
income wage earners.

5.2 Remove barriers to
women's equitable
roles and their benefits
from industrialization

For industry to thrive and lead to meaningful
improvements in human development, it must
be inclusive of women—allowing the oppor-
tunity for women to play important roles in
the industrialization process and to benefit
from it. Industry has the potential to improve
inclusiveness by providing women access to
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jobs. It can also have other indirect benefits

like delaying marriage and child bearing.
Achieving an economic transformation

in general and industrial transformation in
particular that not only takes advantage of
the potential contribution of women but
also benefits women fairly requires putting in
place complementary services and addressing

constrains. There have been significant im-

provements in the participation of women in

the economy and respect for women’s rights.

However, challenges remain. These include:

e Large gender-based gaps in education
and health. Programmes targeting women
should be strengthened and expanded
through non-formal education, trainings,
and raising awareness on reproductive
health. The affirmative action policy being
implemented currently has to be strength-
ened; for example, while admitting girls
to higher education with lower entrance
exam results is important, there should
also be continuous support once they join
higher education, including tutorial and
mentoring.

¢ Limited enforcement of gender-related
laws and regulations. Enforcement of ex-
isting laws should be improved in general
and those related to women in particular.
More effective monitoring and regulation
may be needed. Improving the capacity
and transparency of the judiciary system in
general may also be helpful.

e Strengthen women’s associations and
unions so that they struggle for their rights
better. Improving the awareness of women
about their rights, including forming as-
sociations and unions to struggle for their
rights is also useful.

e Provide special support to address the
social/family related challenges that pre-
vent women from increasingly benefiting
from industrial jobs and entrepreneurship.
Making daily care more accessible and af-
fordable is critical to this.

¢ Working to improve the overall awareness
of society in general about the importance
of respecting women’s rights and giving
them equal opportunities. In this regard,
working with civil society associations and
non—governmental organizations with an
interest in gender issues could be useful.
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A review of the state of legislation to en-
sure gender equality and women’s and girls’
empowerment reveals areas of priority.
¢ Quotas for women. As of 2015, no quotas

exist for women’s representation and equal

participation in the following areas of busi-
ness and government:

— For women on corporate boards.

—For women representatives in

parliament.

— For women representatives in local

government.

— For women representatives on candidate

lists in national elections.

— For women representatives on candidate

lists in local elections.
¢ Nondiscrimination in access to credit.

The law in Ethiopia does not currently

prohibit discrimination by creditors on

the basis of gender in access to credit,
nor does the law prohibit discrimination
by creditors on the basis of marital status
in access to credit. Extension of laws to
ensure nondiscrimination in access to
credit on the basis of one’s gender can
significantly improve women’s opportuni-
ties to benefit from industrialization and
entreprencurship.

¢ Government support and protection
for childcare. Of the following four leg-
islative areas that represent government
and business support to childcare and the
care of sick relatives, none are available in

Ethiopia:

— Does the Government provide a child

allowance to parents?

— Must employers provide leave to care for

sick relatives?

—Is childcare subsidized or publicly

provided?

—Is primary education free and

compulsory?

5.3 Leverage innovation
in industrial parks and
new technologies

Innovation for development is about iden-
tifying more effective solutions that add
value for the people affected by develop-

ment challenges. Given the nature of the



FIGURE 5.1
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BOX5.1

Indirect benefits of garment jobs in Bangladesh

A study in Bangladesh shows that girls that have
better access to industrial jobs because a garment
factory was established close to their communi-
ty are less likely to be married and give birth at
an early age. The prospect of getting employed

Source: Heath and Mobarak 2015.

in the factories that require some general skills
like numeracy and literacy also leads to higher
investment in girls education; the enrolment rate
of girls, especially the young ones (5-9 year olds)
increased.

industrialization and human development
challenges facing Ethiopia, new approaches
to explore solutions can make the difference
between an industrialization process that
excludes youth and women and one that
is inclusive and sustainable. These new ap-
proaches can include establishing innovation
labs to re-design public service delivery,
drawing on data innovation to implement
and monitor the national commitments as
well as international ones like the Sustainable
Development Goals (SDGs) and exploring
emerging and alternative sources of financing
to deepen and diversify the resourcing and
implementation of the national plans.

Nine key principles can facilitate
innovation:
¢ Design with the User
Understand the Existing Ecosystem
Design for Scale
Build for Sustainability
Be Data Driven
Use Open Standards, Open Data, Open
Source, and Open Innovation
Reuse and Improve
Do no Harm
Be Collaborative
Two innovations can be explored within
this framework to respond to the under-
lying challenges of mitigating the costs of
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industrialization for human development—

and to maximize the benefits for all.

e Industrial parks as sites for experimenta-
tion and learning.

e Information and communication technol-
ogies to connect job-seckers, learners and
industrial forms.

One area, however, that will require long-
term planning but for which short-term
concern should be taken into account is the
coming impact of disruptive technologies on
industrial jobs in Ethiopia.

5.3.1 Industrial parks for
experimentation

Industrial parks are key policy instruments
in enhancing economic transformation by
attracting investment, promoting technolog-
ical learning, upgrading and innovation and
generating stable and decent employment.
Industrial Parks also have a great potential to
address environmental issues from the outset,

branding them as ‘Eco—Industrial Parks’ to
reap the substantial benefits.

Ethiopia can use Industrial parks as
‘laboratories” to pilot key reforms prior to
being made into national policies. Examples
include ‘articipation of foreigners in logistic
services, innovation in the financial sector to
address shortage of foreign currency, labour
laws and so on. To realize these, options on
how to ‘target policy incentive’ and ‘clear
and unambiguous legal framework at federal,
regional and park levels’ are needed.

5.3.2 Incentivizing information
and communication
technology to connect
job-seekers and industries

Testing new smartphone and web-based
applications can serve as another innovative
way to overcome the key challenge of learn-
ing, matching skills and expanding opportu-
nities for decent work.

B0X5.2

Will the robots steal Ethiopia’s industrial jobs?

New technologies have long been feared as the end of jobs for workers.
The evidence, however, suggests these fears are justified but exagger-
ated. The greater concern is which jobs belong to whom will be lost due
to automation. Adjustment to this loss is challenging as new jobs will
require significantly higher levels of human capital. In the absence of ad-
equate policies, some workers are likely to be pushed into lower-wage
jobs or temporary spells of unemployment.

Inequality and exclusion are larger concerns. In some sectors ro-
bots are indeed replacing workers. But technology absorption rates in many
parts of the world are slow. In many sectors, robots enhance worker produc-
tivity. Technology also creates new opportunities for work. But technology
changes the relative demand for skills, placing greater emphasis on those
that cannot be replaced by robots and that help workers be more adaptable.
Retooling workers for the future world of work is expensive. As a result, the
concern is not mass employment, but potentially rising inequality.

For economies like Ethiopia — lower-income and agricul-
ture-based — foreseeable risks are few. Lower-income countries
with agriculture-based economies are less exposed than middle-income
countries with large manufacturing bases. Where automation will pose
greater challenges is in middle-income countries, as there is a large gap
separating high-income countries from those in middle- and lower-income

Sources: The Economist Intelligence Unit 2018; World Bank, 2019, forthcoming.

brackets. Shortcomings in basic skills education, among other weakness-
es, will constrain economies that draw on artificial intelligence and robot-
ics to mimic fast growers.

Education policy requires forward-looking reforms. Few coun-
tries have begun to address the impact of automation through education-
al policy. Intelligent automation is expected to boost the importance of
education related to science, technology, engineering and mathematics
(STEM) and of ‘soft skills’, which allow workers to be employed based on
their uniquely human capabilities that robots cannot mimic.

Lifelong learning for all will be necessary. Several governments
are pursuing how to incentivize workers to voluntarily reskill. Singapore,
for example, is experimenting with funding ‘individual learning accounts’,
which adults use to support training courses throughout their lives. As
well as helping to achieve SDG 4 on quality lifelong learning for all, ways
to ensure learners adapt to disruptive technologies in their sectors can be
central to a forward-looking, long-term industrial policy.

What is certain to be required is integrated dialogue across government,
private sector and education institutions. As of 2018, even rich, industrial-
ized countries lack engagement between policymakers, industry, educational
specialists and other stakeholders. Ethiopia could stay a step ahead of this
future by adopting strategies to address these challenges before they strike.
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As Ethiopia digitizes, spurring innovation
in smartphone applications to access infor-
mation on industrial jobs, nonformal skills
development and lifelong learning opportu-
nities can fill-in a significant information gap.

5.4 Encourage industrial
value chains in a range
of industrial clusters

Industrial value chains exist in a geographic
context, so the functionality of cities and the
connections between them should be planned
to support specific targeted industrial sectors.
Ultimately, it is important to redress the ten-
dency of urban primacy in African countries
and enable more balanced national urban
systems, optimizing the complementary roles
of different cities, both large and small.**
Industrialization is often not considered in
national urban and spatial planning policies
and strategies—or where it is reflected, it
is not well developed and articulated. Yet,
industrial targets should be a foundation
and a guiding force for urban planning and
spatial policies. The barriers undermining the

BOX5.3

functionality of cities should be addressed
with the intention of enabling industrial
productivity, which in turn will support ur-
ban sustainability through job creation and
revenues to finance investments.

5.5 Strengthen infrastructure,
financial access and
institutional arrangements
for competitive
industrial growth

Government infrastructure spending is
scheduled to be boosted by 20 percent in this
budget year (2018/19) to expand infrastruc-
ture in one of Africa’s fastest-growing econ-
omies. Spending will increase to Br223.4
billion (US$11 billion), with more than half
of the Br 84.3 billion set aside for capital
expenditure to be spent on roads and higher
education. The state will also provide Br12
billion to regional states to support business
development and Br3 billion for manufac-
turing parks. While road infrastructure has
grown, only 13.7 percent of roads are paved
in Ethiopia.

Industrial clusters as a source of innovation and competitiveness

Industrial firms producing similar products tend to be concentrated
in a particular location; i.e., they form clusters. Some locations have
natural advantages that lead to industrial clusters; for example, firms
producing for export tend to concentrate in cities close to the port. But
clustering has also its own advantages independent of the natural ad-
vantage of the location. The major ones are: 1. Availability of special-
ized and competitive input supplies: because of economies of scale,
clusters make the input supply market very competitive with cheaper
prices and more timely delivery. 2. Availability of infrastructure and
public services: clusters also make the provision of infrastructure like
roads and other public services easier and cheaper. 3. Availability of
a specialized labour force; a pool of workers is usually formed around
industrial clusters, making it easier to hire new workers and improv-
ing the match between workers and jobs. Training costs also decrease
as specialized training institutions flourish around industrial clusters;
4. Knowledge spillover: industrial clusters promote innovation due to
knowledge spillover. Because of the proximity of firms to each other,

Sources: Fijita and Thisse 2002; Soderbom 2015.

sharing of knowledge and ideas among workers and entrepreneurs
becomes easier.

Very often, industrial clusters form organically; a firm establishes itself
in a particular location and others follow suit. But clusters can also be
the outcome of government policy. Governments try to induce the for-
mation of clusters by developing special industrial zones or parks with
easy access to various services. This has been particularly successful
in China and other Asian countries. Some African countries have also
started developing industrial zones/parks. While industrial zones/parks
have the potential to improve productivity and competitiveness, it is es-
sential that they are implemented with care. It is, for example, important
to understand that not all firms benefit from clustering equally. It is also
important to address all major constraints that may limit the benefit of
clustering; while government makes infrastructure and other required
services available by developing industrial zones/parks, there could still
be other important constraints. For example, if the geographic mobility
of workers is restricted, the benefit of industrial clusters will be limited.
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FIGURE 5.2

Time required to start a business (days), 2003-2017
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While public infrastructure investment
helps firms to become more productive, a
number of studies rank credit as the more
binding constraint for firms. Expanding ac-
cess to credit can boost industrial activity.

Simplifying procedures to register manu-
facturing and other firms will also help spur
more and better competition in the sector.
The time it takes to start a business is in
Ethiopia is in slow decline, but has experi-
enced an erratic trend since 2003, dropping
from 35 days in 2005 to 19 days in 2006,
then rising to 40 days in 2011. A predictable
process for business registration is essential.

5.6 Develop integrated
approaches across
agriculture, the environment
and urban planning

Currently the synergy between simultaneous
urban and rural growth is not well recog-
nized and maximized. The Government
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through its overarching development

strategy—Agriculture Development Led

Industrialization—has openly been advo-

cating the development of the rural sector

as a first step and then the urban sector as a

second. But this has led to serious debate and

more recently the Government has begun to
emphasize simultaneous urban and industrial
development.

The cornerstones of an integrated ap-
proach should be based on:

e Accelerating agricultural productivity to
encourage labour movement into industry
to satisfy the expected rise in labour de-
mand in the latter.

¢ Raising awareness among industrial sector
firms of the neeed to mitigate environmen-
tal pollution and greenhouse gas emissions
as they continue to grow.

o A focus on sustainable land use in the cities.

Industrialization must be undertaken with
the objective of advancing a robust and full
sense of human development. This includes
ensuring inclusive and sustainable progress
in education, health and incomes for all. This
report aims to show that this is not a linear
or straightforward relationship. Indeed, there
are costs and risks to be mitigated.

But the potential benefits are immense
and can serve to raise the quality of choices
and opportunities every Ethiopian can make.
Providing higher wage jobs for youth, im-
proving the quality of education to match
industrial skills demand, strengthening ag-
riculture, the environment and cities rather
than degrading them, and breaking down
barriers to gender equality stand among the
rewards.
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Annex: Human Development
Index Technical Note

The Human Development Index (HDI) is
a summary measure of long-term progress
in a country along three key dimensions:
a long and healthy life, access to knowl-
edge, and a decent standard of living. The
HDI is the geometric mean of normalized
indices measuring achievements in each
of these three dimensions. Methods of
tracking and measuring progress along the
dimensions have been evolving through
time, depending on availability of data and
changes and on improvements in the way
progress in human development are gener-
ally measured.

Data and sources

e Data for life expectancy are taken from
CSA,2013.

e Data on education (primary and secondary
school enrolment ratios, number of stu-
dents enrolled in colleges and universities
(undergraduate and masters level in regular
programmes) are taken from MoE, Annual
Education Statistics Abstracts (2013 and
2017).

e Net tertiary enrolment is calculated
based on number of students using data
from MoE Annual Education Statistics
Abstracts and the number of people below
age 25 based on MoE, 2016.

Using the 2016 Global Human

Development Report HDI computation

methodology, we have calculated Ethiopia’s

HDI as follows:

e Life expectancy at birth is used to capture
progress towards achieving a long and
healthy life;

¢ Expected years of schooling and mean
years of schooling are used to measure ac-
cess to knowledge; and

e Gross National Income per capita is used
to track the standard of living,

Steps to calculate the
Human Development Index

There are two steps in calculating the HDI.

Step 1: Creating the dimension indices

Minimum and maximum values (goalposts)
are set in order to transform the indicators
expressed in different units into indices on
a scale of 0 to 1. These goalposts act as the
“natural zeros” and “aspirational targets,
respectively, from which component indica-
tors are standardized (see equation 1 below).
They are set at the following values:

Dimension Indicator Minimum Maximum
Health Life expectancy (years) 20 85
Expected years of schooling 0 18.0
. (years)
Education v ¢ school
ean years of schooling 0 138
(years)
Standard of living | CUhiopia’s regions, real 3,772 28,283

consumption per capita (Br)

a) Life Expectancy index

For the life expectancy index; minimum value
is set at 20 years and the maximum value is the
highest observed value during 1980-2013.

The justification for placing the natural
zero for life expectancy at 20 years is based
on historical evidence that no country in the
20 century had a life expectancy of less than
20 years.

b) Education Index

The minimum value for education variables
is zero and the maximum is the highest
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actual value — minimum value

observed value. Societies can subsist without
formal education, justifying the education
minimum of 0 years. The maximum for ex-
pected years of schooling, 18, is equivalent to
achieving a master’s degree.

c¢) Income Index

Where per capita income is the standard of
living index. The minimum value is the sub-
sistence level set at US$100.00 and the max-
imum is the highest value observed. Gross
National income per capita adjusted to pur-
chasing power parity (PPP) (in 2016 inter-
national US dollars), taken from the World
Bank, is used for national-level analysis.

For calculation of the Regional HDI, real
consumption per capita is used as a proxy for
real income per capita. The income index is
calculated based on the lower middle-income
threshold of Br 28,283 as the maximum and
the Food Poverty Line of Br 3,772 from
HICES 2016 as the minimum.

Having defined the minimum and maxi-
mum values, the dimension indices are calcu-
lated as:

Dimension index - —
maximum value — minimum value

[equation 1]

For the education dimension, equation 1
is first applied to each of the two indicators,
and then the arithmetic mean of the two re-
sulting indices is taken.

Because each dimension index is a proxy
for capabilities in the corresponding di-
mension, the transformation function from
income to capabilities is likely to be concave
(Anand and Sen (2000))—that is, each addi-
tional dollar of income has a smaller effect on
expanding capabilities. Thus for income the
natural logarithm of the actual, minimum
and maximum values is used.

Step 2: Aggregating the sub-
indices to produce the HDI.

The HDI is the geometric mean of the three
dimension indices:
HDI = (IHealth . IEducation . IIncome) 1/3
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Example: Addis Ababa

Indicator Value

Life expectancy at birth (years) 68.2

Expected years of schooling 6.8

(years) :

Mean years of schooling (years) 6.0

Consumption per capita Br 13,762
Health index = %) =0.742
Expected years of schooling index =
6.8-0

=0.376
18-0 37
. 6.0-0

Mean years of schooling index =38.0" 0.432

Education index = average of EYS and MYS
= 0.404

Income index = In(13,762) - In(3,722)

In(28,283) - In(3,722) 0.645

Human Development Index =

(0.376*0.432 * 0.404 )"> = 0.578

Methodology used to
express education

Expected years of schooling:

According to UNESCO, expected years of
schooling (EYS) refers to the number of years
of schooling that a child of school entrance
age can expect to receive if prevailing pat-
terns of age-specific enrolment rates persist
throughout the child’s life.

Because of lack of availability of data on
age specific enrolment, the calculations used
proxy indicators. Calculation of EYS is based
on net enrolment rates (NERs) of primary
and secondary (upper and lower) and tertiary
education. Again the enrolment rates used
are aggregate instead of grade specific; the net
enrolment rates are multiplied by maximum
attainable grades in each category to account



for the missing grade levels (MoE, 2013 and
MoE, 2017).

EYS = 3 xi*Yj

Where xi is the net enrolment rate for each
category; Yj is the maximum attainable grade
in each category (8 years for primary, 10 for
lower secondary, 12 for upper secondary and
14 for tertiary).

The expected years of schooling for regions
is calculated with primary and secondary
enrolment rates, as enrolment in tertiary edu-
cation is not available by region.

Mean Years of schooling (MYS)

Calculation of MYS is based on the educa-
tional attainment of the population of 25
years old and over, using the demographic
health surveys (DHS) of 2011 and 2016
The survey gives the educational attainment
of the population according to the following
categories: no education, some primary, com-
pleted primary, some secondary, completed
secondary and more than secondary. Since

the DHSs do not provide information on the
educational attainment of the population aged
over 49 years old, the educational attainment
of those between 45 and 49 years was applied
to the population above 49 years old.

MYS = Z xi'y

Where xi is educational attainment in per
cent and Yj is the maximum number of
grades in each category. Maximum grade in
primary school is 8 years, maximum grade in
secondary school is 12 years and maximum
grade in more than secondary is 16 years.

Educational attainment of the population
25 years and older is taken from DHS 2011
and 2016 and the mean years of schooling is
calculated using 4 years for “some primary
education”, 8 years for “completed primary”,
10 years for “some secondary”, 12 years for
“completed secondary” and 14 years for
“more than secondary”.

The range of schools in the “more than
secondary” category with different maximum
grades makes the aggregation of this category
less consistent. A maximum grade of 14 is
used for this category.
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