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UNIT EIGHT 

THE ECONOMIC REFORM PROGRAM IN ETHIOPIA 

In 1974/75 Ethiopia made a transition from a mixed economic system to a totally controlled economy that 

pushed the economy downward. During the central planned economy, the restrictions and taxation on the 

Ethiopian economy were substantial.  

The poverty situation in the country was among the worst in the world. It has been documented that about 

50% of the population in the country cannot afford the minimum food requirement. For instance, 52% of 

the rural and 36% of the urban population were unable to meet the minimum food requirement. This 

means that food poverty in rural areas was higher than in the urban ones. On top of this, 47% of the rural 

population and 33% of the urban population were found to be in absolute poverty. 

The reason for the problematic performance of the economy was, among other things, due to: 

 Mismanagement of economic resources 

 Internal instability 

 Recurrent drought 

 Poor performance of the agricultural sector 

INTRODUCTION TO THE STRUCTURAL ADJUSTMENT PROGRAM 

In response to the near collapse of the Ethiopian economy, coupled with unsustainable internal and 

external imbalances like the high inflation rate, negative interest rate and unviable debt ratio, the 

government of Ethiopia in 1993 initiated a structural adjustment program (SAP) for the period 1993-1996 

with the support of the international monetary fund (IMF), World Bank (WB), African Development 

Fund (ADF) and other multilateral and bilateral donors. 

The structural adjustment program’s refers to the organization of institutions, economic activities and the 

entire social system, in line with market-oriented economic systems. The overall goal of SAP was 

stabilization and adjustment. The stabilization policy focused on restoring macroeconomic balance and 

reducing inflation and government budget, controlling the economy and the like. 

The structural adjustment policy focused also on the removing constraints on the supply side and pays a 

close attention to the production of export crops through depreciation of the real exchange rate and other 

incentives. 

Broadly speaking, the structural adjustment program has three components 

o Expenditure reducing policy 

o Expenditure switching policy 

o Institutional policy reform 

A. Expenditure reducing policy: - it is a policy of reducing spending level in the economy by 

adopting stringent monetary policies such as tight money supply, credit control and reducing 

public deficit. 
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The aim of this policy is to curtail domestic demand so that demand-pull inflation can be 

prevented and domestic saving can be promoted. 

B. Expenditure switching policy: - it is a policy of redirecting productive resources from 

nonproductive sectors to productive sectors or investments. Such a policy incorporates exchange 

rate devaluation, trade intervention, taxes, tariffs, and deregulation of price. 

C. Institutional policy reform: - it is a policy of restructuring institutions towards competitiveness 

and efficiency through market- oriented economy. The policy reform includes trade liberalization, 

privatization. Reducing the state holding in the economy, fiscal reform, financial market reform, 

and the like.  

Structural Adjustment Policy Measures Undertaken in Ethiopia   

The main policy measures for achieving the country’s development objectives were: 

A. Monetary policy 

B. Exchange rate policy 

C. Fiscal policy 

D. Interest rate policy 

A. Monetary policy: - the government of Ethiopia pursues a tight monetary policy to ensure 

consistency in money expansion with low inflation, rapid economic growth and external balances. 

B. Exchange rate policy: - in 1992, a devaluation scheme was adopted to encourage exports and 

discourage imports. This helps to narrow the gap between export and import and there by 

improve current account. 

C. Fiscal policy: - is defined as the part of government economic policy which deals with taxation, 

expenditure, borrowing and the management of public debt in the economy. Such policy reform is 

undertaken to reduce fiscal deficit by greatly reducing government expenditure and expanding the 

tax base. 

D. Interest rate policy:- interest rate ceilings were abolished so as to enable it to reflect the state of 

the financial sector. 

Investment policy and climate in Ethiopia during the post- 1991 period  

  Investment proclamation No. 15/1992 was issued as the first policy measure by the transitional 

government of Ethiopia for the purpose of encouraging both domestic and foreign investment. This 

proclamation removed restrictions on private investment and allowed for wide participation of the private 

sector. 

The investment areas that are reserved only for government are: 

 Defense 

 Heavy industry 

 Large-scale electrical and energy work 

 Large-scale air and marine transportation 

 Postal and telecommunication services. 

The new investment proclamation No.280/2002 amended by proclamation No 375/2003 was enacted with 

a view to: 

 Encouraging and promoting the private sector in the economic development of the country. 

 Widening the scope of participation of foreign investment 

 Creating a transparent and efficient system of investment administration. 

 As a sole proprietor with full equity ownership. 

 Jointly or in partnership with domestic investor(s) or the government.  
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I. GIVE SHORT ANSWERS TO THE FOLLOWING QUESTIONS. 

1. What is the major objective of SAP (Structural Adjustment Policy)? 

______________________________________________________________________________

______________________________________________________________________________

___________________________________________________________________. 

2. What does SAP mean? 

______________________________________________________________________________

______________________________________________________________________________

____________________________________. 

3. List the three major components of SAP? 

______________________________________________________________________________

______________________________________________________________________________

__________________________________________________________________________. 

4. ____________________ is a policy of redirecting productive resources from nonproductive 

sectors to productive sectors or investment. 

5. List some of the views with which proclamation No.375/2003 was enacted? 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

____________________________________________________________________. 

Notice: - In addition to the above questions dear grade 12 E (S.S) students you can do the 

following question in your economics text book on page 200-202 question number 1-17 and on 

page 263-264 question number 1-10 (PLEASE YOU CAN DO IT ON YOUR EXRCISE BOOK.) 


