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Report

1.Theme of the Workshop: Ethiopia CAS Consultation Workshop: Private Sector 

                 Development and Pro-Poor Growth

2. Objective of the Workshop:

· To discuss recent growth performance and existing constraints to Private Sector Development (PSD) and economic growth

· Discuss government's economic growth and income poverty reduction objectives for the next 3-5 years and the PSD related reforms

· Look for viable options of sequencing the PSD reform process in a comprehensive way.

· Reach agreement on follow up process for consultation, policy reforms, and monitoring and evaluation of policies to build on the workshop outcomes and foster learning by doing

3. Participants: An estimated number of 150 people took part in the two-day workshop. The Prime Minister, Ministers and State Ministers of those ministries involved in development (Ministries of Trade Industry, Infrastructure, Capacity Building, Finance & Development, Agriculture, Federal Affairs, Ministry of Revenue), donors, Public & private financial institutions, Private sector Advocacy Institutions (Chambers, Associations), have actively participated in the workshop.

4. Date and Venue: The workshop took place in the Prime Minister Office from July 3-4, 2002.

5. Highlights of the Workshop: The workshop was opened at 9:00 AM with an introductory remark of Ato Neway Debebe, PM Chief Economic Advisor and Mr. Ishac Diwan, Country Director of he World Bank. Following the opening speeches 3 speakers made their presentations on "Growth performance and Current Constraints to PSD". The speakers were Ato Mekonnen form MoFED, Mr. Ibrahim from the World Bank, Ato Berhane Mewa from The Ethiopian Chamber and Mr. Gaiv Tata from the World Bank 

 In the presentations by Ato Mekonnen, the elements for growth were spelled out. Accordingly Ato Mekonnen Manyazewal  (MoFED) stated that stable market, reform sequencing, macro economic stability, improving farmers' productivity through commercialization and training, addressing problems of agricultural market, deepening decentralization, enhancing private sector investment and diversification of export are very much needed to attain the required results to foster economic growth in Ethiopia.

Regarding poor participation of the private sector in exports, Mr. Ibrahim (World Bank) identified most important impediments like tight tax regulations, lack of skills, poor access to land, problems of finance, lack of competitiveness etc

Ato Berhane Mew (Ethiopian Chamber), on the other hand presented what he assumed are the constraints to PSD in Ethiopia. These are problems related to:

finance, land, taxation, market, government bureaucracy, technology, infrastructure and utilities, corruption, private sector support services.

Mr. Gaiv Tata (World Bank) stressed in his presentation that Ethiopia needs to focus on those sectors in which it enjoys comparative and competitive advantages. Besides, he suggested that both for PSD and economic growth positive measures have to be taken to improve the investment climate, infrastructure services, inputs markets and public-private institutionalized consultations. 

Following the above 4 presentations, 5 panelists reflected their views in connection to the required strategies for alleviating constraints in key cross-cutting areas like the legal framework, the land lease policy and administration, tax/customs policy and administration, corruption policy as well as incentives for export promotion. The speakers on the mentioned subjects were Ato Berhane Mewa (President, Eth. Chamber), Ato Abay Tsehaye ((Minister, Federal affairs), Ato Tadesse Haile (State Minister, Trade & Industry), Representative of The Ministry of Revenue, Ato Teshome Kebede (President Eth. Pvt. Mfg. Association) and Ato Hailu Berhe (Anti Corruption Commission). 

Ato Berhane suggested a set of remedies for the existing constraints to PSD (See attachment). Ato Abay Tsehaye also stated that regarding urban land lease the price and the administration will be improved so as to induce investment while the governance situation would also be made conducive to PSD. At Tadesse, on the other hand, informed the audience that law of competition will soon be in place and fair trade practice is expected to be operational. Additional incentives will also be given to exporters. 

From the Ministry of Revenue, it was stated that the tax system is currently being rationalized by reducing business tax, introducing VAT and improving tax administration. This results in an improvement of the GDP tax ratio while at the same time contributing to PSD.

From the Ethiopian Private Manufacturing Association, Ato Teshome (the president) stated that government should give access to the private sector to hire civil servants, ought to create a conducive environment for private TVET providers and pursue institutionalized public-private consultation. He also stressed that duplications should be avoided to preserve unnecessary resource spending: e.g. Ethiopian Export Agency and Addis Chamber working in export facilitation simultaneously.

Finally, Ato Hailu Berhe from the Anti Corruption Commission reflected his institution's role in improving the investment climate and contributing to PSD. He stated that the Commission educates society on ethics, prevents corruption, and conducts researches on transparency and the curbing of corruption. He also informed the audience that codes of conduct for public officials, civil servants and the judiciary have been formulated.

Following the presentations on how to tackle constraints of PSD and improve the investment climate, the plenary discussion was on. In the plenary, it was mentioned by the British ambassador, that political stability is one of the decisive factors for a good investment climate and PSD. He also stressed the importance of decentralization.

Prime Minister Meles gave an elaborate explanation as to how his government views the private sector. He said that his government is a pro value creating private sector as opposed to a pro rent seeing one. He also stressed the importance of public-private consultation, which is at its inception now. He expressed his deep interest in policy dialogues with the private sector though decision-making is always the responsibility of government.

Ato Neway (chief advisor of the PM) commented that the governance situation in the Ethiopian private sector is questionable. By governance he meant the procedures of employing people, the relationship between managers and workers in the private sector, the relation between one firm and another, the relation between private enterprises and the consumer, etc. As it stands now a lot remains in governance in the private sector. If Ethiopia has to pursue PSD that contributes to economic growth, the private sector has to cease its practice of rent collection (evading taxes, indulging in corrupt practices, cheating the consumer, etc.).

Some private business operators and representatives of the Ethiopian Chamber suggested that the government prepare a level playground for all businesses irrespective of who owns them. Besides, both the government and the private sector should play decisive roles towards forging partnership. It was also said that the private sector believes that it is value creating and not rent seeking as labeled by the PM. The president of the Ethiopian Chamber requested that the government give back the chamber’s assets such as the Addis Exhibition Center and its multistory buildings. The increase in collateral requirements from 1:1 to 1:15 has also to be revised by the banks if one has the intention of stimulating investment.

Session Three of the afternoon of July 03,2002 focussed on reform agenda for financing PSD. Three persons spoke on this agenda. In this session the first speaker, Ato Neway Gebre-ab discussed the overall setting for macro-economic management and financial market development. The second speaker Mr. Gerard Caprio (World Bank) discussed Country Experience with financial sector reform and impact on financing PSD. Finally Ato Teshome Kebede (Eth. Pvt. Mfg. Association) shared his experience of the financial market from a study tour to East Asia.

Following the presentations on financing PSD, some comments from the PM and participants were forwarded. The PM said that a proper regulatory system is one of the important measures that enables the financial sector contribute to PSD. Other comments particularly from the private sector were: preparing alternative ways of financing, improving the collateral situation, allowing foreign banks to operate in the country, entertaining flexibility in financial intermediation, etc.

The fourth session of the afternoon of July 3, 2002 was on “Reform agenda for Economic Infrastructure Needs”. There were 3 presentations on this session. 
These were: 

· Government Program for Infrastructure Reform by Ato Haile Asegide (State Minister for Infrastructure Development 

· International Experience with infrastructure reform and PSD by Mr. Warrick Smith (World bank) and

· Experience from east Asia study tour by Ato Wondwosen and Ato Andualem (Eth. Chamber)

In his presentation, Ato Hail Asegdie outlined government’s effort in improving the road sector, transport, power and communications so as to encourage PSD for economic growth. He also informed the audience that quite a sizable volume of activities in the infrastructure sector, particularly, the road sector will be handled by the private sector. The Ethiopian road authority, for instance, during the coming 2nd phase of the road sector development will cease its involvement in construction and rather focus on management and contract administration. For the rest of the presentations regarding infrastructure see attached presentation papers.

Following the 3 presentations on the infrastructure sector, questions and comments were forwarded during the plenary. Accordingly, the President of the Eth. Contractors’ Association gravely criticized the current contract awarding practice in the construction sector such that private contractors are obliged to avail abut 85 million birr worth of capital in order to carry out a 100 million birr worth of investment. Local private contractors have during the past few years constructed over 2000 kms. of road but all risks are always left to them. Finally the president requested government to improve the situation of private contractors and be a strong partner to them.

Ato Berhane Mewa expressed appreciation to the government for the accomplished airport constructions over the last 11 years while at the same time showing his disappointment in the telecom sector for not privatizing it. The State Minister for Infrastructure responded to Ato Berhane’s expression of disappointment on the Ethiopian Telecom by saying that the government is looking for a strategic partner that can work with it thereby improving both the tariff and access to IT services.

The PM also intervened in the dialogue and reflected his views regarding telecommunication. He said that the issue is liberalization and not privatization regarding the telecom sector.

The 5th session whose theme was “Rural Private Sector Development” was conducted in the morning of July 4, 2002 with 3 presentations as usual. The speakers were Ato Belay Ejigou, (V/Minister of Agriculture), Mr. Simon Maxwell (ODI) and Ms. Karen Brooks (World Bank).

Ato Belay presented the government’s plan for rural PSD. He outlined the prospects of rural PSD by listing the opportunities available for rural business operators. Areas of intervention in rural PSD among others include, technology development, agricultural production, agricultural out put market, inputs market, infrastructure development (road, water, storage, etc.), capacity building, micro finance, etc. 

The other two presenters from ODI and the World Bank discussed international experience with Rural PSD and World Bank Perspective (See attached presentation) respectively.

In the plenary, the PM commented that the peasant private sector and its associations have vital roles to play in marketing and other private sector activities that contribute to rural development.

In the afternoon, Session six that discussed the “Reform agenda for improving domestic competitiveness and exports"  was handled by 2 speakers. The first presenter was from the private sector and discussed the problems and prospects that his firm faced in the international export market. Following the short presentation of the first speaker, Mr. Sen Narrainen shared his Mauritius experience of diversification in the tourism and manufacturing sectors (see attached paper). The plenary did not discuss much on this session other than asking for explanations regarding the Mauritius experience.

The seventh session then followed with 3 speakers on the theme “PSD reform for pro-poor growth: Sequencing the reforms”. The first speaker was Ato Neway Gebre-ab who elaborated the government's proposal of PSD reform program. In this connection he outlined the following salient points:

· PSD should be aligned to entrepreneurship development

· The private sector has to be disentangled from rent collection

· The private sector should maximize profit than maximize rent collection if it has to contribute to economic growth

· Under the above umbrella the government fosters liberalization and then privatization

· The sequencing of reform for the financial sector is first to collect Non Performing Loans (NPL) and then capacity building of bankers, instilling competition, developing securities market and in the long run liberalizing the capital account (exchange market liberalization).

· On infrastructure and agriculture, unless in areas where investment is divisible, the government focuses on satisfying unmet demand

The second speaker on reform sequencing was Mr. Alan Gelb (World Bank) who shared to the participants the international experience with respect to sequencing PSD reforms. He thus stressed the following points:

· There is no formula for PSD

· The political economy is important for sequencing

· The state plays an important role to mange PSD and sequencing

· The vision of growth is important while sequencing

· As rent collection is partly a product of government inefficiency due to poor or absence of regulation, government has as well to look into itself

· Getting out of agriculture through non-farm activities is also important for PSD

· Export incentives, implementation of incentives and land have to be considered in the sequencing initiative

· In the infrastructure area a lot has to be done

The third speaker on reform sequencing was Ato Berhane Mewa (President Eth. Chamber). He first commented on the donor community saying that they are imposing policies on the government, which are not in favor of the private sector. Regarding the government, his feeling was that officials like the PM and others are not accessible to the private sector representatives. But now it is encouraging to know that the PM is ready and interested to work in partnership with the private sector. Regarding the sequencing, he said that the private sector completely agrees with what the government has planned. Finally, he appealed to the PM that the following steps be taken in order to assist the private sector do better business and contribute to economic growth.

· Financial institutions ought to start giving loans to private firms as soon as possible

· Government should prepare a level play ground for all businesses alike (private businesses, public enterprises, party affiliated businesses)

· Government must get back investors confidence through institutionalized public-private consultation

· The formation of public-private working groups in various sub sectors is important

· The PM needs to arrange a meeting with the private sector at least once in 6 months

Finally Mr., Ishac Diwan, County Director of the World Bank expressed his readiness to assist the initiative of PSD through multifaceted support like capacity building, studies, partnership and by lending for infrastructure. He also promised that he would make efforts to bring the rest of the donor community to support the financial sector, infrastructure, export, rural development, etc. initiatives of the country. He also expressed satisfaction over the 2-day discussions.

The workshop was then closed at 6:00 PM with the following concluding remarks of Prime Minster Meles Zenawi.

· The government will publish its program of non-peasant private sector development (white paper)

· The relationship of the government with the World Bank is very good

· Following the renewal of the EPRDF, the government has decided to work hand in hand with the private sector

· Regarding priorities & sequencing institutional change is a priority. Thus capacity building in the judiciary and other sectors is central for PSD

· The government discourages rent seeking by the private sector

· Improvement of implementation capacity  & delivery mechanisms are important to private sector development 
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