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The foreign exchange earnings obtained from the sector has been
improving throughout the last decade. It went up from USD 9.0
millions in ?OOQ/ 03 to 31D million in QOlO/ 11 recorcling a m
220.74 percent growth.
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Editors’ Note

It is a great pleasure to meet you, our esteemed readers, with the 115th issue of

Birritu. Birritu as usual presents all its regular columns with various topics of interest.

Four news items, three research papers, two educational and informative items,
and two items in the miscellanies section are here to inform, educate and entertain

our readers.

Don't forget the value your feedbacks and comments add to the enrichment of the

coming issues of Birritu. So, keep forwarding your comments and suggestions.

Enjoy your reading and for your feedbacks, use the following:

Birritu Editorial Office
Tel. +251 115 17 54 76
+251 115 53 00 40
P.O.Box 5550

Addis Ababa, Ethiopia



BIRRITU NEWS

H.E The Governor Presented the Bank’s

2012/13 9 Months Plan Performance to the Parliament

H.E Ato Teklewold Atnafu, Governor of the NBE
presented the Bank’s 2012/13 nine months

plan performance to the Budget and Finance

Standing Committee of the House of Peoples’
Representatives on 19th April 2013.

In his report the Governor explained that, at the
end of the ninth month the annual headline infla-
tion goes down to 7.6 percent from 32.8 percent
the same time last year. He also said that the gov-
ernment’s borrowing from the central bank was in
line with the policy to counter inflationary pres-

sure.

Efforts have been made to enhance domestic sav-
ings and adequate finance is allocated to priority

sectors.

Out of the 45.1 billion Birr
loan allocated for the year to
finance the priority sector, Birr
30.4 billion or 67.3 percent of
the loan has been dispersed
and the remaining amount
will be taken in the remaining
three months of the budget
year. As indicated in the re-
port, it has been possible to
maintain a foreign exchange
reserve adequate to cover 2.2

months of import.

The financial sector continued
to expand during the review
period and it was safe and
sound. The number of branch-
es hasincreased and the sector
is becoming more accessible to
the people. When compared to the same time last
year, branches have significantly increased their
deposits, loan disbursement and loan collection.
Their profitability has also increased significantly

Following the report various questions were raised
from the members of the Budget and Finance
Standing Committee to which the Governor gave
further clarification. Finally, the Committee com-
mended the Bank for its satisfactory performance
and advised the Bank to sustain the accomplish-
ment in the remaining months of the budget year
so as to fully realize the plan.



NBE Awarded Afcor

a contract to update
hardware, software and
data base system.

The National Bank of Ethiopia (NBE) awarded
Afcor PLC a contract that worth close to one
million dollar to acquire a hardware and
database solutions.  Afcor PLC, the local
agent of IBM, will supply the hardware and
related services to be used in the newly
introduced core banking system. According
to the IT Directorate of the NBE the company
also  provides post-delivery support and
maintenance services of hard wares and
installation.

It is remembered that six months ago, NBE
awarded a contract to the Indian company,
Polaris, to replace the bank’s old system.

Afcor PLC is expected to install the hardware,
including the service, by the end of May 2013.
According to the project coordinators, the
new system is high in capacity and modernity
as compared to the old one. The technology
infrastructure is expected to handle operations
specific to the bank, including payments and
settlement of government accounts, money
issuance and management of the country’s
foreign currency reserve.

Insurance Companies to
Raise Paid Up Capital Ten
Fold

The National Bank of Ethiopia (NBE) has
issued a Directive aimed at increasing
the minimum paid-up capital required to
establish an insurance company that carry
on both general and long term insurance to
Birr 75million. This is more than a tenfold
increase when compared with the previous
requirement of Birr 7million.

The Directive circulated to all insurers entered

into force on April 15, 2013. Signed by H.E.
Teklewold Atnafu, Governor of the National
Bank of Ethiopia, the new Directive stipulates
the minimum paid up capital required to
carry on general and long term insurance to
Birr 60million and Birr 15million respectively.
Previously, an insurance company that plans
to operate general insurance business was
required to mobilize Birr 3million, and Birr
4million was needed for long term insurance
business.

Insurance companies in operation that have
paid up capital below the new requirements
are expected to comply with the requirement
until December 31, 2015, according to the
Directive.

According to Ato Temesgen Zeleke, Director
of the Insurance Supervision Directorate of
the NBE, the 1994 proclamation allowed
private companies into the sector, and the
low paid-up capital was meant to encourage
their involvement. According to him rising
the paid up capital is timely and contributes
towards the development of the industry.

Currently, There are about 300, 000
insurance clients of which 95percent are
being accounted for general insurance that
also takes around 93% of the total premium
production leaving the balance for life
insurance.

At present, 16 insurance companies with
their more than 264 branches are operating
in Ethiopia.

NBE Held 17th In-House
Presentation Forum

The National Bank of Ethiopia (NBE) held the
17th In-House Presentation Forum on April
19, 2013 in the premises of the Bank.

While opening the forum, Vice Governor of
Corporate Services, H.E Ato Yemane Yosef
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noted that the in house presentation forum is
a learning forum among members of research
groups. He added that the forum serves as a
perfect stage to present research papers so that
the bank’s management, the research staffs and
interested individuals help further crystallize the
findings. The researchers are also expected to
utilize the inputs to assist the bank in achieving
its mandate of contributing to macro- economic
stability and growth.

The Vice Governor further stated that, the
research papers are very informative and
educative in that go deep in to identifying not
only challenges but also highlighting the best
practices of other countries.

Acting Director of Domestic Economic Analysis
and Publication Directorate, Ato Befkadu
Gashaw on his part said that the forum will help

to enrich the research papers and the overall aim
is to secure a high quality economic research for
the development of the bank, in particular and
for the development of our country in general.

At the 17th In- house presentation forum, five
papers highlighting fruits & vegetables export
in Ethiopia; impacts of trade liberalization on
export & import balance of trade & growth; the
relationship between exchange rate and trade
balance in Ethiopia; modeling & Forecasting
bank reserves; budget deficit financing in
Ethiopia, were presented by the participants.

Researchers, Directors and other invited staff
of the bank were in attendance at the day-long
forum. m

Jealousy is both reasonable and belongs to reasonable
men, while envy is base and belongs to the base, for the
one makes himself get good things by jealousy, while
the other does not allow his neighbor to have them

through envy.

Aristotle



Research Articles

Fruit and Vegetable export
of Ethiopia: Performance and
Constraints

By: Digafe Tufa

Assistant Research Officer, External Economic
Analysis & International Relation Directorate(NBE)

Abstract

The paper is conducted with the objective to study the performance of fruit and vegetable export
of Ethiopia and to identify major constraints behind, using descriptive data analysis techniques.
Using data from the period 1993/94-2010/11, the study indicated that the performance in the
sector has been constantly low. Over the last few years, the export of fruit and vegetable has
been improving but not rapidly. In addition, its trend lack consistency & characterized by a slight
fluctuation year on year basis. On the other hand, low quality, poor post-harvest handling, lack
of organized market information system, high air freight cost, and lack of coordinated work
among stakeholders are found to be some of the major constraints in the sector. Finally, the
researcher recommends the Ministry of Agriculture to add additional effort to improve production
and productivity, and to recruit effective market oriented farmers if possible. The Horticulture
Development Agency, on its part, should integrate those effective farmers with processors and/
or exporters by giving some technical assistance.

Developing countries have a comparative

. . . areas of international agricultural trade
advantage in agriculture, and increased

and for developing countries trade in these

agricultural export can help them address
balance of payments problem, reduce
debt burden, and import capital goods
and technologies they need to move up
the development ladder.'’Among these
agriculturalcommodities, fruitsand vegetables
is one possible source of export earnings
for many developing countries owing to the
presence of abundant labor, land, access
to water, suitable climate & topography etc.
Moreover, it becomes the major source of
foreign exchange for countries like China,
India, and Kenya and so on. In addition, due
to its labor intensive nature, it creates a good
employment opportunity.

According to World Bank (2005), trade in

fruit and vegetable products is most dynamic

1 Kimberly Ann Elliott , 2006, Delivering on Doha : Farm Trade and the poor ,
institute of international Economics

products has been attractive in the face of
highly volatile or declining long-term trends
in the prices for many traditional export
products.

Generally speaking, Ethiopia has been
generating consistently low earning from the
export of goods and services. The country’s
export remained highly dependent on the
production and exports of few primary
commodities. Recent export performance has
beenencouraging, butcontinuestorely heavily
on few commodities. However, reliance on a
small number of export products increases the
sector’s vulnerability to international market
shocks. Many empirical literatures ascertain
that, diversifying the export base away from
dependence on few commodities to more
is highly significant to increase the foreign
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exchange earning which the nation requires
to import essential product like machineries,
raw materials, medical equipment, fertilizer
el

In this regard, Ethiopia has a good potential
for the production of high-value export
product like fruit and vegetable that can be
competitive in the international market.2 Many
studies provide evidence about Ethiopian
potential in the production and export of fruit
and vegetable. The wide range of altitude,
ranging from below sea level to over 3000m
above sea level, gives it a wide range of
agro ecological diversity ranging from
humid tropics to alpine climates, where most
types of vegetable crops can be successfully
grown. Further, the abundant labor, vast land
and water resources give an opportunity for
the production of different types of vegetable
crops.® With these good agronomic and
climatic conditions, Ethiopia has the potential
to produce fruit and vegetable throughout the
year.* However, both the export performance
and the constraints involved in the sector
have not yet been empirically explored. These
have interested the researcher to conduct this
particular research.

2.1 Ethiopian potential in the
production and export of fruit and
vegetable

Ethiopia has a huge potential in the production
and export of fruit and vegetable .World Bank
mission held in February 2004, to carry out
an export potential study, shows that Ethiopia
has immense potential in the production and
export of horticulture products. According to
the study, of these horticulture products, fruits
and vegetables sector is one of the main
possible sources of foreign exchange for the
country.

2 See World Bank ,2004, draft on the ‘review of manufacturing activities
with High Value Exports growth potential in Ethiopia’

3 Uganda Journal of Agricultural Sciences, Vol. 12 No.2 Sept 2006,Statusof’
Vegetable Production in Ethiopia

4 USAID, 2009, Success story :Ethiopian horticulture producers enjoy new
export

The climate, various soil types and access to
water make Ethiopia favorable for growing
fruits and vegetables. Major exportable fruits
include citrus, banana, mango, papaya,
avocado, guava, grapes, pineapple, passion
fruit, apples and strawberries. Vegetables
include potatoes, cabbage, cauliflower, okra,
eggplant, tomato, celery, cucumber etc.®

Increase in consumer demand for fresh fruits
and vegetables, has opened a niche for
African countries. High altitude regions of
some African countries like Ethiopia, Kenya,
and Uganda possess suitable climate for
growing cool season crops requiring mild
temperatures. In addition, rising costs of
greenhouse heating and labor coupled with
pricing pressure in an increasingly global
economy have made tropical countries a
favored alternative for producing greenhouse
crops.® Furthermore, the Joint report of
FAO/WHO (2004)
that Ethiopia has highly-diversified agro-

workshop reveals
ecological conditions which are suitable for
the production of various types of fruit and
vegetables. The report also mentioned that
although the country is endowed with such
potential, the contribution of the product
both to the diet and income of Ethiopians is
insignificant.

In Ethiopia there are opportunities to cultivate
and export fresh produce to the Middle
East and the EU-markets. For small scale
growers there is a good potential to increase
the exports of fresh fruits and vegetables to
the neighboring countries such as Dijibouti,
Sudan and Somalia. In these countries there
is a sustained demand for products such
as chilies, onions, cabbages, bananas,
mangoes, etc. ’

5 Ethiopian investment agency, 2010, Agriculture Opportunities

6 Singh, B.P. 2002. Non-traditional crop production in Africa for export p.
86-92, J. Janick and A. Whipkey (eds.), Trends in new crops and new uses.
ASHS Press, Alexandria, VA

7 Advance Consulting assists companies from the Netherlands and abroad,
2011, Exporting fruit and vegetables to Ethiopia



2.2 World demand

Global fruit and vegetable consumption
increased by an average of 4.5% per
annum between 1990 and 2004. This was
higher than the world population growth
rate, meaning that the global per capita
consumption of fruit and vegetable has
also increased. Consumption is still lagging
behind the minimum levels set by the WHO,
but the situation is improving. Economic
growth should facilitate consumption growth
as consumers tend to diversify their diet as
income rises.8According to the FAO report,
the combination of increasing population
and improving diets has driven up the global
demand for food.

In view of the comparative advantage of
many African countries in producing them,
they offer substantial prospects for further
export growth in the sub-Saharan Africa
due to the relative proximity of the large and
growing consumer markets of Europe and the
Middle East, as well as the potential increase
in demand on the sub regional and domestic
markets.’

2.3 Lessons from other developing
countries

India

India is one of the largest producer and
exporter of fruit and vegetable. Fruit and
Vegetable had become an important source
of foreign exchange for the country. Exports
of fruits in quantity terms increased from 102
thousand tones in 1991 to 488 thousand
tones in 2005 and in value terms this increase
is Rs. 348 crore in 1991 and Rs. 3,404 crore
in 2005.7

8 European Commission directorate-General for agriculture and rural develop-
ment, directorate G. Economic analyses and evaluation, G.5Agricultural
trade policy analysis, 2007, Agricultural commodity markets past develop-
ments, fruit and vegetables

9 Surabhi Mital ,2007,Can horticulture a success story for India?: Indian
Council for Research on International Economic Relations

10 Surabhi Mital ,2007,Can horticulture a success story for India?: Indian
Council for Research on International Economic Relations

There are so many factors for the success
of India’s. First of all; they manage to raise
the production level and production has
spread over many states in the country.
Secondly, yield_which plays significant role in
enhancing production and cutting down costs
of production was also amplified. Finally,
enormous government efforts which give much
attention and measure contributed a lot. The
government develops different schemes to
enhance yield. These includes: the Central
Sector Scheme on Integrated Development
of Tropical, Arid and Temperate Zone Fruits,
The Central Sector Scheme on Production and
Supply of Vegetable Seeds, A scheme of the
National Horticulture Board, The National
Committee on use of Plastics in Agriculture
(NCPA), Scheme for Post-Harvest Handling. '

Peru

While coffee remains Peru’s most important
agricultural export crop, more than 60 percent
of all agricultural exports are now fruits and
vegetables .Over the past two decades,
Peru has emerged as a significant fruit and
vegetable exporter. Peru’s fruit and vegetable
exports were close to U.S. $1.2 billion in 2009.
This rise in exports was driven by advantages
in climate, low production costs (Relatively low
labor costs), preferential trading arrangements
with major countries (signing of several free
trade agreements, for example, with US, EU,
China). In addition, the government of Peru
created a business and investment-friendly

environment, 2

11 See M.Dhatreyulu,1997, Export potential of fruit ,vegetable and flower from
India: National Bank for Agriculture and Rural Development, Mumbai

12 Birgit Meade, Katherine Baldwin and Linda Calvin, 2010, A Report from the
Economic Research Service: United States department of agriculture (USDA)
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Kenya

As Surabhi Mital( 2007) posited, Kenya
develops a strategic horticultural development
plan starting around 1974. Afterwards,
Kenyan fruit and vegetable production and
exports began to grow more rapidly. After
peaking in 1977, coffee and tea prices in
the international market fell sharply in the
following years, forcing many farmers to look
for alternative income-generating crops. At
the time, fruit and vegetable had become an
important option for them. Overall, fruit and
vegetable exports rose to US$95 million in
1990 or 8 per cent per year in real terms
over the period 1974-90. Whereas fruits and
vegetables accounted for about 3 per cent of
agricultural export earnings in the 1960s and
early 1970s, by 1990 its contribution had
reached 14 per cent. According to the Export
processing zone authority of Kenya (2005)
by the year 2003, fruit and vegetable exports
amounted to US$260m, or 15% of Kenya's
total export economy. This impressive growth
has undoubtedly contributed to increased
rural incomes and reduced rural poverty,
through both direct production effects and
linkage effects, as horticultural incomes from
export are re-spent.

The main factors behind the success of Kenya
in horticulture in general are; investment
in irrigation, agricultural research and
extension, linkage of small farmers to high-
value urban and export markets, policies
which promote private and international
investment, macroeconomic stability and
realistic exchange rates, a
process of instfitutional innovation at two
First, institutions which address
sector-wide externalities and coordination
problems. Second, marketing institutions
which improve vertical coordination between
farmers and trader/processors, the role
for the government in enforcing contracts

continuous

levels.

between buyers and growers, the Kenyan
government effort in promoting a wide range
of private marketing institutions such as the
Fresh Produce Exporters Association of Kenya
(FPEAK), establishment of local producer
associations are some of the reasons behind
Kenyan's success.'®

3.1 Export performance of fruit and
vegetable

Understanding its immense role to the
growth of the country, the
government is currently giving attention
for the export sector. In the Growth and
Transformation Plan of Ethiopia/ 2010/11-
2014/15/, exports of goods are expected
to grow by 36.6% in 2010/11 and with the
annual average growth rate of 28.4% in the

remaining period.

economic

On the other hand, sustainable export growth
requires diversifying the export commodity
base to protect the sector from international
price and demand shock. As clearly shown
in the literature review part, Ethiopia has
a real potential for the production of fruit
and vegetable which can be competitive in
the international market and earn foreign
exchange that could contribute much to the
development of the sector.

However, for so many years, the foreign
exchange earnings from these products has
been consistently low, particularly, up until
2000/01. During those periods, the country
has been earnings a value less than 7 million
dollar perannum. By the same token, between
the period 1993/94 — 2000/01, the yearly
export proceeds from fruit and vegetable

13 Nicholas Minot and Margaret Ngigi, 2004, Are Horticultural Exports a Rep-
licable Success Story? Evidence from Kenya and Cote d.Ivoire : International
Food Policy Research Institute



was, on average, USD 4.4 million. However,
in the subsequent period, the number turns to
a relatively bigger value.

The export constitutes fresh produce and very
small amount of processed products. In recent
past years, foreign trade in the sector has
become, relatively, steadily more important.
As indicated in the figure below, though
a slight fluctuation, the foreign exchange
earnings obtained from the sector has been

improving throughout the last decade. It went
up from USD 9.6 millions in 2002/03 to

Fig .1 Value of fruit and vegetable export

in 2010/11.For the past 5 years ,the volume
and value of export has been increasing ,on
average ,by annualized growth rate of 8 and
6 percent respectively. On the other hand, in
the year 2007/08 and 2008/09, Ethiopian’s
supply of vegetable to the international market
reduced drastically. Indeed, the decline in the
volume of export is directly reflected on the
foreign exchange earning of the country. As a
result, earning reduced from 14.3 million of
USD in 2006/07 to 9.6 and 8.9 millions of
USD in 2007/08 and 2008/09 respectively.
However, after 2008/09, the volume of
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31.5 million in 2010/11 recording a 229.74
percent growth.

Although the
improving, its contribution to the total foreign

sector has been slightly
exchange of the country remains bleak, for
instance in 2010/11 the share of fruit and
vegetable export earnings from the grand

total was 1.1 percent.

3.1.1 Vegetable Export

In 2005/06, the volume of export of vegetable
was 26.3 million kilogram. In 2010/11,
however, it reached 54.8 million kilogram
recording a 108.2 percent increment. The
foreign exchange earnings, which was USD
11.1 million in 2005/06, is also surged up
by 147.5 percent to reach USD 27.5 million

vegetable export recovered and increased
sharply by annual growth rate of 91.8 and
42.8 percent in 2009/10 and 2010/11,

respectively.

has also examined the

some of the major
exportable vegetables like Onion, Tomatoes,
Cucumbers and Gherkins, Cabbage and
Potatoes, between the periods 1998-2010.
The export of those vegetable had been
showing substantial improvement. In fact,
looking at the trend, it was characterized by
slight fluctuation on a year on year basis. On
the other hand, Djibouti was the dominant
export destination which almost imports
the entire share. Despite their insignificant
share, Ethiopia also exports to countries
like Sudan and Somalia from Africa; United

The researcher
performance  of

11
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Arab Emirates, Saudi Arabia and Israel from
Asian; Netherlands, Germany, Austria and
United Kingdom from Europe; United States
and Canada from America; and to Australia
from Oceania as well. As far as the relative
international price is concerned, it is relatively
very attractive in Middle East and European
countries.

3.1.2 Fruit Export

Between 2005/06-2010/11,  beginning
from a very low level, the supply of fruit to the
international market grew with an average
growth rate of 17.6 percent per annum.
According to National Bank of Ethiopia, in
2005/06 total fruit export was 6.5 million
kilogram. By the year 2010/11, the figure
reached 13.3 million kilogram .In the
meantime, the foreign exchange earnings
surged up from 2.1 million USD to 4.0 million
USD. To show the performance of the sector
in a little more depth, the researcher looked
at trends of some of the major exportable
fruit variety in the country.

Accordingly, Papaya, Banana, Mangoes and
Mangosetens and Guavas, Orange have
been showing progress over the past decade.
Similar to vegetable export, export of those

fruit was highly concentrated to the Djibouti
market. For instance, almost more than 95%
of Papaya and Mangoes and Mangosetens
have been exported to this market. Although
Djibouti imports the lion share, as far as the
price they are paying is concerned, it is the
lowest as compared to many other countries.

It is relatively better in United Arab Emirates
and Saudi Arabia than Djibouti.

3.2 Production of fruit and vegetable

With a growing world demand, other things
remaining constant, raising the volume of
export is pivotal in order to increase earning.
But, this doesn’t mean that attention should not
be given to quality, packaging, appropriate
storage, building up of cold chains and so
on. In this regard, boosting production will by
large improve volume of export. In addition,
it averts domestic shortage which probably
pass-through to domestic price.

According to FOA statistical database
which is produced by Food and Agriculture
Organization of the United Nations, the
production of fruit and vegetable has been
showing a promising improvement, with a
slight fluctuation. The chart below shows the
production of selected fruit and vegetable.

Fig .2 Productions of fruit and vegetable (/n thousands of tone)
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'Fruits refers to only sum of some of major exportable fruit .These are orange, papaya, Citrus fruit, mango manogsteen& guavas

and banana

2Vegetables refers to only potato, tomatoes, cabbages &other brassicas, Cucumbers and gherkins and onions (inc. shallots) both

green and dry

Source:FAOSTAT



As the chart reveals, the production of
vegetable is higher than fruit. Though not
sufficient as far as the country’s potential is
concerned, clearly, the production of major
exportable fruit and vegetable is making
a good progress. Apart from this, high
variability is observed in the amount at the
same time in pace of growth of production
between different varieties.

Except few years, the production of fruit
has been constantly increasing. Banana
has shown a successive growth all over the
past decade, with a decline only in 2008
and 2009.In the meantime, with a decline
in only four different years, orange, papaya
and citrus fruit showed a constant positive
trend. Whereas, the production of mangoes,
mangosteen and guavas grew constantly in
the initial period/1998-2003/, but latter,
except in 2007, where it increased by 14.6
percent, it declined throughout 2004-2009.
However, it starts to recover in the subsequent
years. Among the five types of fruit we have
selected previously, production is higher for
papayas followed by banana and mangoes,
mangosteens & guavas. Citrus fruit, however,
experienced the lowest production. On the
other hand, looking at the pace of growth,

the highest growth had been observed for
orange, followed by banana. The pace of
growth was relatively lower in mango.

Meanwhile, though not rapidly, the production
of most traded vegetables has been increasing
constantly, with a slight fluctuation.This has
been observed in cucumbers & gherkins,
cabbages &other brassicas, and onions. In
contrast, the production of tomatoes was
declining particularly in the period 2003-
2007.

3.3 Yield

Increasing the productivity is crucial to enhance
production in general and export volume in
particular. As we have seen in the literature
review part, one of the enormous efforts
India made to enhance export was raising
yield. According to FAO statistical database,
Ethiopia was unable to raise the productivity
of fruit and vegetable significantly. Down
here, for instance, yields of some export items
are presented in a table. With the exception
of oranges and Cucumber& gherkins, yield in
all fruit & vegetable were not encouraging. In
some items like tomatoes it has been further
reduced.

Table 1- Yields of some of the major exportable fruit and vegetable

Mangoes, .
Years | Bananas | mangosteens, erus Papayas | Oranges
- fruit, nes

1998 | 76,350 130,000 60,000 200,000 67,500
1999 | 79,906 137,236 66,462 184,342 69,838
2000 | 66,667 150,000 60,606 200,000 71,066
2001 65,000 150,000 61,585 200,000 71,429
2002 | 60,870 150,566 61,469 200,000 71,298
2003 | 60,224 150,000 62,039 207,190 49,791

2004 | 63,366 130,435 65,444 208,000 56,085
2005 75244 107488 78510 249181 90547

2006 74909 90909 70641 177165 193521

2007 66215 168698 67525 131047 126014
2008 66864 118853 58947 141195 120250
2009 70929 108443 62991 170850 126269
2010 84856 101240 73187 198317 168124
2011 97400 86220 70253 190482 199917

Onions (inc. Cabbages | Cucumber
shallots), Potatoes | Tomatoes | and other and
green brassicas gherkins
100,000 76,042 123,256 90,909 118,605
99,338 76,546 115,016 100,000 119,111
99,466 77,000 123,623 105,176 119,767
101,765 92,222 125,000 96,296 122,000
86,585 104,872 116,748 100,173 175,000
100,000 93,349 145,895 88,889 303,000
91,691 98,595 123,861 89,474 206,444
58598 72801 73949 85714 131356
55093 72801 72917 78520 123651
65186 71914 70496 66300 146038
71347 79724 87115 82116 160323
99000 79822 75676 81955 146667
89058 82015 88474 83348 165833
120044 72150 119265 109877 222687

Yield (Hg/Ha) Source: FAOSTAT
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3.4 Positive efforts made to support
the sector

Understanding the sector’s huge potential
as a possible source of foreign exchange,
employment opportunity and income for rural
farmers, the government of Ethiopia has given
due emphasis to horticulture developments
starting from the past few years. By the same
token, fruit and vegetable, which is part and
parcel of the horticulture sector, have got
relatively better attention than before. Some
of the positive works done include;

o Government’s  business  friendly
approach to investors investing in the

ared

o The Horticulture

Development Agency in 2008

launching  of

o Everyone who is investing in fruits and
vegetables is enfitled for tax holiday
for at least a minimum of five years.

o Though there is still a lot of works to do,
there are efforts to solve infrastructure
problems like water, road, electricity

and the likes.
o The establishments of Ethiopian
Horticulture  Producers  Exporters

Association in September 2009. In
fact, from those who participate in the
association only around ten percent
of them are involved in F&V export.
But, it is still a good step.

o  Establishing a separate project for

individual variety- organic banana
project
implemented in Arba Minch, is doing

project, the  on-going
a lot of promising work in providing
seed & propagating material, giving
technical training on production &
Though it

post-harvest handling.

remains bleak, they provide market
information as well.

o Duty free export

These are some good beginnings but still
huge efforts are required to exploit our vast
potential. As far as our potential is concerned,
the country lags far behind. The writer
of this paper wants to make clear that the
aforementioned efforts are the major ones
not the only works done. However, at least,
they give a bird’s eye view for the reader.

3.5 Constraints

Despite the above efforts, there are still many
constraints that should be solved in the future
to achieve a great success and to help the
sector to emerge as one of the major non-
traditional agricultural export of the country.
These constraints include;

o Lack of organized market information
system

o Low quality of production and absence
of post-harvest handling services;

o Export to neighboring countries is
by large dominated by small scale
producers. Most small scale farmers
are unable to meet the requirement in
the EU & Middle East market owing
to much attention to food safety
in those countries. That is why the
Ethiopian export is largely went to
Diibouti with relatively low price. The
export of Ethiopia to the EU market
is all in all dominated by Medium
& large scale commercial producer
Whereas, in the Middle East market,
few small scale producer get the room
to participate due to relatively lose
requirement than the EU market.



Limited involvement of investors in

the sector

Poor linkage between local farmers
with the export market

Lack of quality standards; in this
regard, there is little or no problem for
commercial producers & out growers
who produce with the request & guide
of commercial producers. However,
small scale marginal farmers lack
standard & quality guideline which
possibly hinders their integration with
exporters & processors as well as their
international competitiveness.

High fright cost: exporters are
compelled to send only those fruits &
vegetables that have high price but
low volume due to higher freight cost.
Furthermore, the high freight cost is
reducing their competitiveness in the
international market. This specially
makes it difficult to exploit the Middle
East, EU & other distant markets. In
addition to high freight cost, Ethiopian
Airport Enterprise lacks cold rooms for
fruit and vegetable.

Limited investment in agricultural

research and development

Lack of sufficient skilled manpower
/horticultural  specialists/-  Though
students have begun to graduate in
horticulture beginning from the past
few years, they are limited in number.
In  addition, they lack practical
knowledge.

Lack of coordinated work between
stakeholders such as
extension department of the ministry
of agricultural and rural development,
Horticultural Development Agency,

agricultural

Ethiopian Custom Authority etc.

To come up with real problem in the sector,
it requires a comprehensive study especially
of survey type. Thus, the researcher tired
to include findings from the previous study.
Accordingly, from the works of Frank Josten,
Doctor Dave.B, Doctor Lema Desalegn,
Bekele Wolde, major constraints of the
Ethiopian fruit and vegetable sector are
identified as follow:

o Low volume and quality of production

o Low productivity due to diseases and
pests

o Lack of improved technologies
o Inadequate supply of input

o Lack of credit facility to rural small
farm holder

o Lack of storage & packaging facilities
for small holder

3.6 Lessons for Ethiopia

Clearly, fruit and vegetable export of Ethiopia
is very low as compared to other developing
countries. As we have seen in the literature
review part, India export volume of fruit
in 2005 was 488 thousand tones while
Ethiopian export in 2010/11, which is the
highest of the period (2005/06-2010/11),
was 13.3 thousand tones. Similarly, from
the export of fruit and vegetable, Kenya
obtained a foreign exchange amounting
US$260m in 2003 whereas, in Ethiopia it is
still (2010/11) US$31.5m. Moreover, Peru’s
fruit and vegetable exports were close to U.S.
$1.2 billion in 2009 which is slightly higher
than half of the 2009/10 total export earning
of Ethiopia.

Other countries focus on the growth of

15
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fruit &vegetable export through enhancing
production, infroduction of new production
technology, appropriate post-harvest
handling, exploiting the potential in all
regions, increased participation of small
and marginal farmers in an organized
manner, farmers  trainings,
government efforts in supporting the sector,
developing marketing infrastructure, granting
different incentive to investors and exporters
involved in the sector, preferential free trade
agreements with major market destination,
research and development, credit extension
facility for instance providing
credit basis, slight airfreight discount to
selected high value products. These are
not the only lessons Ethiopia should learn
to achieve fruitful success in the sector. But,
the researcher believes that, at least they will
move the sector one step forward if they are
applied properly. In fact, some of them have
already begun but need future development.

enormous

input on

4.1 Conclusion

The growing governmentinterestin horticulture
exports reflects the search for diversified
non-traditional agricultural export in order
to expand the foreign exchange earnings
.With the huge potential and comparative
advantage in fruit and vegetable, the sector
will likely emerge as a major export sector
if the government players in the sector work
hard and determinedly.

According to the study, the performance
in the sector has been persistently low. In
addition, the study also indicates that, the
export of fruit and vegetable, somehow,
expanded in the recent past years. Despite
its improvement, its contribution to the total
foreign exchange earning of the country

remains low. At the same time, it is very low
as compared to other countries with more or
less similar export potential.

In addition, the export outlets are very
narrow, mainly concentrated to the Djibouti
market. This market is by large dominated by
smallholders. Neighboring countries markets
such as Sudan and Somalia; Middle East and
the EU-market has been poorly exploited.

Most trade to neighboring countries is
dominated by smallholders & trade to EU
and Middle East market by commercial
farmers. Since export to the latter market is
insignificant, we can infer that, the roles of
commercial farmers in the export sector are
limited and need further improvement.

On the other hand, production of major
exportable fruit and vegetable has been
improving steadily though subjected to
variation among different types. On the
contrary, yield in selected fruit and vegetable
does not show any significant progress.

There has been various government efforts
adopted in the past few years but still are
not sufficient enough to exploit the potential.
There are sector wise constraints like low
production & quality produce, absence of
post-harvest handling and lack of sufficient
skilled manpower in the sector as well as
external constraints such as high fright cost,
poor market information, limited access
to credit and lack of coordination between
major stakeholders like the Ethiopian
Horticulture Development Agency, the Ministry
of Agricultural and Rural Development,
Ethiopian Revenues and Customs Authority,
etfc.

4.2 Policy Recommendation

Developing the sector requires the
combined and continuous efforts of different



stakeholder’s. To this end;

The Agricultural Extension Department
of the Ministry of Agriculture and Rural
Development should design different
schemes or programs to bring
about meaningful improvement in
production and productivity. Through,
for instance, establishing training
center or nurseries for farmers in all
potential area, introducing different
production technology, giving
technical assistance, facilitating use of
irrigation efc....finally, if possible the
department should identify effective
market oriented farmers.

Knowing these information closely, the
Horticultural Development Agency on
its part should work hard to integrate
these effective farmers with exporters,
disseminate market information to
farmers & exporters, give assistance
in post-harvest handling, provide a
cooled storage facility , and packaging
service .If these found to be costly ,it
may be done with the participation of
the private sector .

The shelf life of the product is too
short. Thus, Ethiopian Revenue and
Customs Authority and Ethiopian
Airport  Enterprise, on their part,
have to solve delay in their service.
In addition, they have to have a cold
room for perishable product. In fact,
an Ethiopian airline already has the
facility for flowers, but not for fruits

and vegetables.

The Ministry of Trade should put
additional effort to come up with
different  preferential  free trade
agreements  with  major  market
destinations especially for potential
high value export commodities like
fruit and vegetable.

Setting high freight cost has an
opportunity cost i.e. the foreign
exchange earning that would have
been earned if the freight cost were
low. Consequently, the Ethiopian
Airport Enterprise should try to look
ways to reduce the fright cost so as
to encourage the export which is one
of the driving forces for economic
growth.

In addition, sea freight should be
used as an alternative means of
transporting due to its advantage to
handle the bulky nature of the product

Designing a separate project for
selected high varieties of fruit and
vegetable is very much important to
enhance the sector owing to relatively
higher advantage in solving specific
problem existed in the area.

Finally, the government should provide
incentive, for instance providing input
on credit basis, for producers as well
as exporters.

Courage is the first of human qualities because it is the
quality which guarantees the others.

Aristotle
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Examiner, Micro Finance Institutions (NBE)

1. Introduction

Unlike conventional banks, microfinance
institutions provide diverse micro financial
services as well as nonfinancial services, so as
to address the diverse socio-economic needs
of the poor who cannot afford collateral
requirement of other formal financial
institutions. Literatures have witnessed that
microfinance plays indispensible role in
poverty reduction, inclusive and equitable
development, gender equality and HIV Aids.
This is because they serve economically and
socially deprived groups of the society; they
play not only financial intermediation role but
also consultancy role in entrepreneurial skills;
personal financial management and business
plan development. Moreover, they empower
and bring women and deprived groups
together and let them share socio-economic
information and knowledge as mostly they
use group lending model. As result, micro
financial services not only raise income of
deprived groups, but also improve their health
and level of education, and their influence
on public decisions; these all credit their
vital social role. Thus, it contributes a lot for
human development which is an increasingly
important sphere of development.

Countries may show high average growth
rate, but in most countries the question of
equitable distribution of income remains
unanswered. Lack of equal financial access
is one of the biggest reasons for high income
inequality which, in turn, leads to crime
and political instability which hampers the
processes of economic development. These
days, those countries which have introduced
microfinance into their policy domain have

By: Sintayehu Desalegn

reduced income substantially;

disparity
meaning these countries have successfully
reduced poverty (Hisako Kai and Shigeyuki

Hamori, 2009).  Thus, microfinance
institutions became one of vital tools to
ascertain inclusive/equitable and sustainable
development. As a result, the importance of
microfinance for poverty reduction has got
momentum in the policy agenda of several
countries like Ethiopia.

Since 1990s, reducing pervasive poverty and
ensuring human development have been
the objectives of the Ethiopian government.
Accordingly, Ethiopian government has
implemented various types of poverty
reduction programs; such as micro and small
enterprises development, access to finance,
and different donor aided programs; and
as a result, proportion of population below
poverty line has declined steadily to 29.6
percent in the year 2010/11 (Ministry of
Finance and Economic Development, FDRE).
In this respect, the government of Ethiopia has
a firm belief in pivotal role of microfinance
in poverty reduction. Thus, microfinance is
considered as one of the important tools for
combating poverty by supplying credit for
productive poor and giving them opportunity
to save; thereby ascertaining access to
finance.

This paper primarily targeted at identifying
the current problems and challenges of
the Ethiopian microfinance sector and
to, subsequently, recommend remedial
measures. It also aimed at assessing overall



growth, and socio-economic impacts of
microfinance in Ethiopia.

2. Statement of the problem

Ethiopia is one of world’s fastest developing
countries which has prepared intensive
development plan and exerting greater efforts
to alleviate poverty so as to realize inclusive
and sustainable development. In this respect,
the country has well recognized microfinance
services as one of important tools for poverty
reduction or inclusive development. Ethiopian
microfinance sector is showing high growth
trend from time to time, but there are plenty
of financial and governance problems in the
industry that may result in systemic risk unless
appropriate measures are taken as early as
possible. So, the issue is how we can create
sustainable microfinance sector that can
serve the poor on contfinuous basis and let
the sector realize the very mission of poverty
reduction and inclusive development.

Many studies have depicted that Ethiopian
microfinance institutions are faced with
many problems and challenges, such
as low outreach, fund shortage, limited
product diversification, limited research and
innovation, and weak internal control system

microfinance plays indispensible
role 1n pover(y reduciion, inclusive
and equiiable development, gender
equality and HIV Aids. Ihis is
because they serve economically
and socially” depraved groups of
the society; they play not only
Linancial intermediation role
but also consuliancy role in
entreprencuridl sEIUS; personal
Linancial manggement and
business plan development.

and MIS (Dr Woldey A, 2001; Yigirem K,
2010; Microfinance transparency, 2011).
However, giving solutions for these problems
is unlikely to provide long-lasting relief from
the undesired effect. Thus, the question is
what the root causes of these all problems
are? This is yet not answered. Thus, this
study is primarily aimed to identify the root
causes of aforementioned problems, and
to recommend subsequent measures to be
taken.

3. Growth of Microfinance
Sector

Ethiopian microfinance sector is growing in
terms of number, outreach and majorfinancial
indicators.  There are 32 microfinance
institutions operating throughout the country;
serving more than 2.89 million clients
through 1,244 branch offices located in
different regions of the country. The top five
microfinance institutions which are backed
by regional governments; namely, ACSI
(Amahara), DECSI (Dedebit), OCSICO
(Oromiya), ADCSI (Addis) and Omo, in
aggregate serve about 84.7% of the total
clients of the sector; and account for more
than 90% of the sector’s total assets (NBE
quarterly report as at June 30, 2012).

The sector has been showing alarmingly
increasing growth trend since its establishment
in 1996. The total asset of the Microfinance
sector has increased to Birr 13.3 billion as
at June 30, 2012 from Birr 5.3 billion as at
June, 2008; an increment of 149.2%. This
was mainly financed by liabilities (71.8%),
of which saving mobilized from the public
constituted the major portion of (41%). About
30.8% is contributed by borrowings (10.2%)
and other short term (15%) and long term
(5.6%) liabilities.The remaining 28.2% of the
total assets is financed by total capital.

Gross loan grew to Birr 9.3 billion as at
June, 2012 from Birr 4.5 billion as at June
30,2008; an increment by 107.6%. Total
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savings grew from Birr 1.5 billion to Birr 5.5 billion and capital from Birr 1.3 billion to Birr 3.8
billion; in the same period. The following chart shows growth trend of major financial indicators

of Ethiopian microfinance sector.

Chart 1: (In billions of Birr)
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Source: National Bank of Ethiopia; Quarterly report, June 30, 2012

3.1 GTP and Microfinance
Sector

The government of Ethiopia has given
due attention to financial access on its
five years (2010/11-2014/15) growth
and transformation plan (GTP); specially,
microfinance sector is expected to play its
vital role in two dimensions: to contribute its
part in expanding access to finance from 20%
as at base year (2009/10) to 67% at the end
of GTP period (2014/15) and in increasing
Gross Domestic Saving to GDP ratio from
5.5% as of base year to 15% as at the end
of GTP period. To this end, microfinance
institutions are expected to finance 50% of
their gross loan through savings mobilization
during the first two years and 80% at the end
of the period.

As it can be observed from chart 1, savings
mobilized by the sector have shown higher

growth rate during the last two years of
GTP period than before; i.e. increased by
43.2% on average, in the last two years. As
result, the sector financed 58.7% of its gross
outstanding loans by savings as at June 30,
2012; this was an increment by 13% from
the base year of GTP (45.6% as at June
30, 2010); on average 6.6% in the last two
years, and above the plan (to finance 50%
of its gross loan with savings in the first two
years of GTP period). During the last two
years of GTP period, saving has grown by
higher rate (43.2%) than gross loan (26.5%);
on average, but still to catch up gross loan
(to finance 80% of gross loan with savings
at the end of GTP period); saving needs to
grow by more rate as loan by itself shall grow
by higher rate than this to achieve GTP plan.



4. Socio-economic impacts

The objective of the MFls in Ethiopiais basically
poverty alleviation through the provision of
sustainable financial services to the poor who
actually do not have access to the financial
services of other formal financial institutions
(Yigirem K, 2010). Since their establishment
by proclamation, MFls have been playing
vital role in providing financial services and
promoting economic development mainly
in the rural areas. But currently, as per the
country’s five years growth and transformation
plan, aftentions are directed to financing
micro and small enterprises which are mainly
flourishing in urban areas; and saving and
credit cooperatives (SACCOs) are supposed
to serve most of the rural society; microfinance
institutions should gradually shift their focus
to micro and small enterprises financing.

In  Ethiopia, microfinance has witnessed
that it is one of primary tools for inclusive
development as many of the poor who got
micro financial services have improved their
lives. Thus, it has been successful in effectively
delivering financial services to the poor who
were formerly deprived of access to finance;
loan, saving and insurance; even though
millions of rural poor yet to be reached.
Studies estimate that the sector serves between
10-25% of the total microfinance demand
in the country. (Microfinance transparency;
country survey (Ethiopia), December 2011).

Even though it is difficult to conclude as they
are not as such wide-ranging, most of research
papers conducted in Ethiopia have shown that
the provision of micro financial services has
positive impact on clients’ livelihood and their
enterprises. These studies have shown that
the clients” income and their living condition
have been improved; they are able to expand
their enterprises, increased job opportunities
for their household members and the
community at large, increased production
and net profit, their health and feeding style
has been improved, and sent their children
to school. In addition, it is depicted that

their overall saving has been increased and
developed their saving habit, and enhanced
empowerment of women as they have equal
power in households’ decision making such as
decisions on the loan; decision on loan usage
and business profit is jointly taken by the wife
and the husband. Furthermore, some clients
were able to send their children to private
schools and build assets after getting micro
credit and saving services (Issac Paul 2011,
Abebe T 2006, Bamlaku 2006, Asmelash
2003, and others). These studies have also
mentioned that the impact would have been
higher, if the clients had been equipped with
appropriate entrepreneurial skills; and thus,
parallel entrepreneurial trainings are highly
recommended.

5. Challenges and Problems
of the Sector

Ethiopian microfinance sector has faced
many problems and challenges, such as
low outreach, limited product diversification,
limited research and innovation, and weak
MIS and internal control system. But primary
cause for these problems is fund shortage
and; in turn, the primary cause for fund
shortage is insufficient start up equity capital;
therefore, root cause for those problems is
insufficient start up equity capital as explained
below. Whereas another basic problem is
governance problem, which is partly caused
by fund shortage, and partly by ownership
structure. Thus, the basic Challenges of the
Ethiopian Microfinance sector are found to
be fund shortage and governance problems
from which all other problems and/or
challenges are emanated. Root causes
of these problems and the subsequent
consequences are navigated as follows.

5.1 Fund shortage

With the current economic progress of the
country, it is difficult for Ethiopian MFls to
meet ever increasing financial demand of
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the poor with the current startup capital (ETB
200,000 which equals US$11 thousand).
This insufficient capital has led to creation
of some weak MFIs in the country (Yigirem
kasa, 2010). Most of the microfinance
institutions in Ethiopia are established with the
assumption of getting donation or grant from
NGOs or government; the intention behind
closed door is to operate with about two
hundred thousand Birr plus, but sometimes
they become unsuccessful; specially private
owned and/or NGO backed MFls. This
minimum capital requirement was approved
sixteen years ago and needs to be increased
given inflationary condition in the country;
thus inflation is another big issue.

“Lack of access to affordable capital/
fund to finance growth is a major
challenge faced by Ethiopian MFlIs.
...The government supported MFls
are reinforced by equity finance from
regional governments....Not only has
this hampered the ability for MFls
to scale up, but also it has resulted
in some MFIs having to make some
products dormant whilst they seek new
funding streams. This lack of capital/
fund has also hindered MFIs from
investing in their own development.”
(Microfinance transparency, country
survey (Ethiopia), page 8 &14, Dec
2011)

As a result, they are compelled to suffer from
lack of fund to scale up their operations;
increase outreach, diversify products and
services, to invest in their own developments
like MIS and internal control, and office
development; and consequently, operate
with loss for many years and unable to build
their goodwill; and finally their fate is going
to be acquisition or liquidation which, in
turn, severely affects public confidence on
financial institutions; thus long term negative
impact in credit and saving culture of the
country is cumbersome. This is going to be
their ultimate choice because they could not
aftract external investors (equity investors,

lenders) as well as social investors, and
depositors under this situation.

Relatively strong financial muscle/profitability
is considered as prerequisite by lenders,
equity investors and donors who focus on
such promising MFls, whereas internal
developments such as office layout and
professional manpower can aftract plenty
of depositors who are sustainable funding
sources; but these are difficult to achieve for
Ethiopian MFls with the current startup capital.
So, root cause for fund shortage is insufficient
startup capital and other challenges are
derived from it. Thus, most of microfinance
institutions operating in Ethiopia are unable
to strengthen their competitive influence
as well as unable to achieve economies
of scale and economies of scope (bigger
portfolios, not bigger loans), under the
current macroeconomic environment with the
current startup equity capital. Therefore, there
is a need for transformation for Ethiopian
microfinance sector, like that of conventional

banks.

5.2 Governance problem

Currently, most of the MFls in Ethiopia are
more than 90% owned by government

Thus, mast of microfinance
InsiItations gperating in Eﬁzgw'é’z
are unable (o strengthen therr
competitive intluence 45 well
as unable (o achieve economies
of scale and economieas of scope
(bigger portLolios, not bigger loans),
under the curreniy macroeconomic
environment with the current
startup equify capical. Iherefore,
there 15 & need rfor (ranstormation
Lor Fithiopian microfinance secior,
Like that of conventional banks.



or local NGOs and/or associations who
appoint representative to act on their behalf.
The remaining less than 10% shares are
owned by individuals; even though, most of
them are nominal shareholders. In case of
government owned microfinance institutions,
by default, regional government officials
are appointed as board of directors who
might be changed while things are jumbled
or on periodical shift; thus it has been a
great challenge for MFIs to acquaint ever
changing board members with special nature
of financial sector and the importance of
MFls in poverty reduction; which demands
special expertise and experience than other
sectorial offices, Sometimes, this is also true
for local NGO owned MFls. In both NGO
owned/backed and government owned MFls,
nominal shareholders are not committed to
attend general assembly and board meetings
in order to settle concerning issues and give
directions on timely basis.

Whereas it is difficult for MFls to recruit and
retain qualified Chief Executive Officers
(CEOs) and experienced staffs as they are
unable to operate at least at equilibrium.
This is because of insufficient capital which
does not let them scale up their operations,
especially beginners as most of them are
unsuccessful to get donations as per their
intention. In addition, for some government
owned MFls, lack of commitment to appoint
qualified CEOs and recruit professional staffs
has remained a challenge. Thus, ownership
structure and insufficient equity capital/weak
financial capacity/ of MFls can be cited as
root causes of governance problems of
Ethiopian microfinance sector.

6. Conclusion

Ethiopian microfinance sector is growing in
terms of number, outreach and majorfinancial
indicators. There are 32 microfinance
institutions operating throughout the country;
serving more than 2.89 million clients
through 1,244 branch offices located in

different regions of the country. Whereas the
sector has registered remarkable growth rate
in terms of saving mobilization, credit supply,
capital strengthening; and as result, in overall
asset.

Ethiopian microfinance sector has witnessed
that it is one of primary tools for inclusive
development as studies have depicted
that the poor involved in microfinance
programs has improved their income and
living condition; they are able to expand
their enterprises, increased job opportunities
for their household members and the
community at large, increased production
and net profit. In addition, it is depicted that
their overall saving has been increased and
improved their saving habit, and enhanced
empowerment of women as they have equal
power in households’ decision making such
as decisions on the loan. Furthermore, some
clients were able to send their children to
private schools and build assets after getting
micro credit and saving services. These studies
have also mentioned that the impact would
have been higher, if the clients had been
equipped with appropriate entrepreneurial
skills; and thus, parallel entrepreneurial
trainings are highly recommended.

Ethiopian microfinance sector has faced with
many problems and challenges, such as low
outreach, limited product diversification,
limited research and innovation, and weak
MIS and internal control system. This study
depicted that primary cause for all these
problems is fund shortage and; in turn, the
primary cause for fund shortage is insufficient
start up equity capital; therefore, root cause
for those problems is insufficient start up
equity capital. This is because relatively strong
financial muscle is considered as prerequisite
by lenders, equity and social investors who
focus on such promising MFls; operational
self sufficiency of certain years is required by
lenders, donors and equity investors, whereas
internal developments such as office layout
and professional man power can attract a
plenty of depositors who are sustainable
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funding sources. This fund shortage is a
constriction for microfinance institutions to
increase their outreach i.e. to increase both
geographical coverage and number of loan
clients or to serve more poor, to study and
introduce new financial products as well as to
invest in their own developments like MIS and
office development, and skilled manpower
recruitment. Whereas, the root causes
for governance problems are ownership
structure and weak financial capacity of
MFls. Thus, solving these couple of problems
is a must to overcome all challenges of the
sector as taking measures on other problems
is unlikely to provide long-lasting relief from
the undesired effect.

7. Recommendations

v In order to strengthen competitive
ability of microfinance institutions
as well as encourage economies
of scale & economies of scope,
and also strengthen capital base to
the level considered adequate by
taking the current macroeconomic
indicators into account, it is advisable
to increase minimum paid up capital
by the concerned authority as soon as
possible.

v The government should design
strategy to solve governance problem
from now, if not, things will be highly
complicated and it will be difficult to
solve. Thus, the responsible organ
of the government should study
ownership structure of microfinance
sector; and put appropriate short-
term and long-term remedies to
strategically solve the problem. In the
short term, for government owned
MFls, building strong management;
its commitment to recruit trained and
experienced executive management
members is highly recommended,

whereas for private owned and NGO
backed MFIs" governance problem
will be solved meanwhile fund
shortage is solved.

Ethiopian MFIs should give due
attention to the more than 80% of the
rural people. As SACCOs are legally
allowed only to serve their members
and self supervised, microfinance
institutions shall be encouraged to
serve both rural and urban poor,
and proportional attention should be
given for micro and small enterprises
flourishing both in urban and rural
areas.

In  addition to regulatory and
supervisory support, the government
should introduce capacity (financial,
expertise, and others) building
measures so as to raise efficiency of
microfinance institutions in order to
improve financial access or saving
and credit culture and quality of
financial services.

The sector should exert more efforts
for saving mobilization than ever
before, so as to achieve its GTP or
it is required to grow by higher rate
than the past two years. Moreover,
the government should introduce
financial literacy program so as to
change mindset of the public towards
financial institutions and financial
services, in general and saving, in
particular.

MFls in Ethiopia should give due
attentionto developing entrepreneurial
skill of their respective clients along
with giving financial services. This
shall be done in collaboration with
stakeholders who are identified as
responsible organ as per GTP
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1.Introduction

1.1 Background of the study

Considerable sums of money are spent
annually at public sectors for the procurement
of goods, services and works. A public sector
facilitates the delivery of a wide range of
public services. To provide the intended
services efficiently and effectively, a public
body procures goods, works and services
every year. When procuring goods, works
and services, public bodies should follow
an assembly of rules, regulations, and
procedures so as to make an open and
transparent process in using public money.
Most of the countries of the world intended
to gain the best value for money, eliminate
corruption, assure transparent procurement
and avoid discrimination. Basic principles to
be followed in conducting the procurement
function include non- discrimination, equal
treatment, transparency, mutual recognition,
freedom services,

to provide economy,

efficiency and etc (Baynesagn, 2009).

Before we directly go into our discussion it is
better to define what procurement is meant
about. Procurement is defined in different
ways by different scholars. The definition

given by different scholars have similarity in

terms of content but are different in approach.

Let us see some of the definitions given.

Procurement is defined as the acquisition
of goods, works and/or services, in the right
quantity, quality, at the right time, in the
right place for the direct benefit or use of
corporation, individuals, or government. It is
the process by which the resources required
by a project are acquired. It includes
development of the procurement strategy,
selection and acquisition of suppliers,
preparation of confract, and management of
the contract (Tadewos, 2010/11 Lecture note

at Ethiopian Civil Service University).

Procurement is defined as the acquisition of
whether under formal contract or otherwise of
works, supplies and services by public bodies.
It ranges from the purchase of routine supplies
to services for formal tendering and placing
contracts for large infrastructural project

by a wide and diverse range of contacting

authorities (Baily et al , 2002 pp85-87).

Others define procurement as the purchase
of merchandise or service at the optimum

possible total cost in the correct amount



and quality. Having defined procurement
in its wider sense in such away, let us see
Public

procurement

what public procurement means.
procurement is defined as
made by a public authority using public funds
to obtain goods, works and services to fulfill
the needs of a public authority to carry out its
business activities or to ensure the business
continuity so that the organization would
achieve its intended objectives, mission and
vision. Public procurement system is a set of
rules that guide a government’s purchasing

of goods, works and services.

The main purpose of this short article will
be to see the challenges and prospects of
public procurement in the case of Ethiopia
by comparing with the best practice of some

east African countries case.

1.2. Statement of the study

More than 70% of the public expenditure
is channeled through public procurement.
But we are not quite sure that whether due
attentions are given for such investment/
expenditure by public institutions like other
duties of that particular institution. This is
more explained by different perspectives
starting from assignment of personnel up
to fulfillment of all the necessary facilities to
procurement departments of that particular
public institution. With these premises the
study will try to identity the major problem
areas and suggest possible solutions to at

least mitigate such problems.

1.3. Objectives of the Study

The main objectives of the study will be
focused on identifying the major challenges

in public institutions in relation to public
procurement. These include the following
major areas:-

e |dentify factors that affect right
delivery of goods, services and/or
works;

e |dentify the problems in relation to the
procurement methods adopted;

e |dentify the causes of dissatisfaction in
relation to the procurement of goods,
services and/or works and etc

Il. Review of Related

Literature
In order to meet the demand for essential
services (such as health, education, defense
and infrastructure such as health, education,
defense and infrastructure), governments
purchase goods and services from the market
place. In other words, governments are
purchasers of works, supplies and services
from the open market, placing their demands
alongside those of the private sector. The
business operations of governments in the
marketplace or public procurement have thus
both economic and political implications.
Yet, until not too long ago, the subject of
public procurement would have received
little attention by academic researchers and
policy makers, because it was considered an

administrative function to worry about (Wittig,

1998).

Public

need, specifying requirements,

procurement includes identifying
identifying
potential suppliers, soliciting bids and
proposals, evaluating bids and proposals,
awarding contracts, tracking/ following the

progress, delivery of goods, works and/

27
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or services, inspecting and inventorying the
deliverable and finally paying the supplier
(Baynesagn,2009).

2.2. Public Procurement Problems
and Challenges in East African
Countries

Most developing countries faced different
challenges and problems in relation to public
procurement implementation. Some of the
problems are related to lack of appropriate
public procurement legal frame work and
others related to improper implementation
of the systems and procedures both from the
Under

this topic, the basic challenges of public

procuring entity and suppliers side.

procurement in some East Africa countries
(Uganda, Kenya Tanzania) and also the best
practices and reforms these countries have

implemented would be discussed.

The estimation ofthe size of public procurement
in most African countries encounters a
number of conceptual as well as technical
problems. Conceptually, the composition of
the entity called “public” poses a problem.
While in some countries the term refers to
the central and local governments only, it is
extended in others to include government-
owned enterprises providing public services,
such as telecommunications, railways and
water companies. Thus where it is not clearly
specified, the term “public” may be used to
refer to very different entities, which may not
be comparable across countries. Technically,
problems arise due to the lack of data and
sometimes the manner in which it is kept and

reported. In some east African countries, the

authorities in charge of public procurement
do not keep public procurement information.
Instead the procuring entities in the different
ministries, departments and local authorities
keep the information. The mannerin which this
information is kept and its quality vary widely.
As such, there is no reliable procurement
data that can be used to measure the size of

public procurement (Odhiambo and Kamau,

2003).

In the case of Uganda, the following
problems and challenges are manifested in

relation to public procurement (Agaba and

Shipman,2007).

v Guidance for the current procurement
system was scattered among various

outdated regulations and procedures;

v Little action was taken to ensure that
the procurement process complied
with  established

procedures;

regulations and

v' There were no clear lines of public
accountability in the procurement

process and little transparency;

v There was little institutional

coordination;

v" Operating through cash budgets and
with inadequate financial planning,
the government was an unreliable
business partner and suppliers

frequently suffered delays in receiving

payment for goods and services
supplied; consequently bidders sought

to offset these risks by higher prices;



v' The system suffered from various
forms of malpractice and unethical
conduct, including a high incidence
of vested interests, interference and
insider dealings and occasional cases
of retrospective approval of contract

awards; and

v' There was a lack of professional
knowledge and expertise in the
purchasing and contracting function

at all levels.

Uganda’s  experience of a centralized
procurement system being unable to cope
with the demands of a developing economy
is shared by several other African countries,
including the neighboring countries of
Tanzania and Kenya, both of which have
adopted a similar model of decentralized
practice subject to central regulation.
While some countries maintain successful
procurement systems through administrative
instructions to civil servants, supported by
a few general references to procurement in
the Public Finance Regulations, the problems
of enforcement and the temptations
of malpractice in  developing African
countries are greater and consequently a
comprehensive public procurement law is an
essential requirement to reinforce government
policy. Even with a procurement law in place,
supported by regulations, guidelines and
standard bidding documentation, enforcing
compliance will continue to be a formidable
challenge. There are also inadequate
monitoring and evaluation mechanisms, in
particular a lack of comprehensive statistics
on the value of goods and services procured

and on the procurement process (ibid).

In Tanzania, for example, public expenditure
information in their economic surveys is not
classified by economic categories, i.e. as
labour costs, interests, subsidies, etc. It was
however possible to obtain this information
from other sources, sometimes directly from
the institutions involved. The problem with
this is that the data so obtained may not be
consistent and comparable. The procedure
discussed above was used to estimate the
size of public procurement in Kenya, Uganda
Public

estimated as a fraction of total government

and Tanzania. procurement was
expenditure. This was done only for the central
government, as it was not possible to obtain

reliable and consistent data for other public

entities (Odhiambo and Kamau, 2003).

An increasingly important issue related to
public procurement is whether governments
discriminate in favor of domestic suppliers.
In fact, part of the reason why multilateral
organizations, such as the World Bank and
the International Trade Centre are taking keen
interest in public procurement is to eliminate
such biases wherever they are perceived to
exist. Another related issue is the participation
of the small, medium and micro enterprises
(SMMEs) as suppliers to the government.
In the three East African countries, there is
a very strong feeling among the actors that
SMMEs have been marginalized in most of
the public sector activities. While there are
many reasons for lack of participation, the
main one seems to be lack of a coherent,
transparent, accountable and participatory
procurement policy in the three countries.

The challenge facing these countries is to
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create a cost effective system of encouraging
and promoting SMMEs owned by nationals
in as wide a spectrum of public services as

possible (ibid).

2.3 East Africa Countries Best
Practices and Lessons on Public

Procurement

In procurement, best practices generally
lower than creation of strategies and tactical
plans for the acquisition of goods, works and/
or services that align with the organization’s
mission as well as implementing those plans
in a manner that provides added value.
Best practices in procurement also cover
the processing of user requests to purchase
of goods, works and/or services. In order
their

the procurement professionals must be an

to meet responsibilities effectively,
enablers capable of matching the needs of
internal customers with what is available to

purchase in marketplaces (Odhiambo and
Kamau,2003).

2.3.1. Public Procurement Reforms
in East Africa

In response to both domestic and international
pressures, East Africa countries have recently
undertaken important initiatives to make their
public procurement systems more efficient
and transparent in line with international
procurement guidelines. The experience of
some African countries with the reforms has
been quite varied. For instance, Tanzania has
moved fast with the reforms and has already
put in place a legislative framework for public

procurement; Kenya and Uganda have yet to

enact procurement legislation. In Kenya, a
number of significant changes have already
been effected. There is also an urgent need
for strengthening institutions involved in
public procurement, as these institutions
tend to lack technical and human resource
capabilities (Odhiambo and Kamau,2003).

In the mid-1980s, the need to reform public
procurement in the three East African countries
became urgent, as there was growing
scrutiny and pressure from, within and
outside to reform the procurement process.
The domestic push for reform came mainly
from domestic procurement stakeholders. As
indicated earlier, the government’s business
operations or public procurement affect
different elements of society: the procurement
entities, the business community, professional
associations and the general public. In the
three countries, these stakeholders generally
expressed dissatisfaction with the public
procurement system. The stakeholders
complained of misallocation of resources,
inadequate infrastructure, inefficient services,
high taxes, growing indebtedness and high
risks. These concerns were clearly related to
the manner and effectiveness of the public
procurement process. In reacting to these
concerns, the governments recognized the
need for reviewing the public procurement
process and for being more accountable to

the various stakeholders (ibid, p17).

In 1997, the

collaboration  with  the

Government in
World  Bank

commissioned to conduct a study to assess

Kenyan

the country’s  procurement  processes
identified the

need for a comprehensive review and an

and systems. The study



implementation of a reform process in the
procurement systems. The study revealed
that the public procurement system in Kenya
lacked transparency and fair competition.
The study further revealed that procurement
staff were not adequately trained and lacked
professionalism. Lack of a professional body
that would oversee and instill discipline
among procurement officers made them
vulnerable to corruption. One of the major
recommendations from the study was that
reforms in public procurement systems
were paramount if government was to save
resources otherwise lost through exorbitant
procurement. The World Bank study argued
that improvement in procurement systems
had a direct and beneficial effect on the
overall economic situation in the country.
The World Bank, the African Development
Bank (ADB) and ITC, in conjunction with the
Government of Kenya, initiated the public
procurement reform process inthe late 1990s.
This reform process was meant to create a
system that allowed, among other things, a
proper delegation of authority, incentives,
procurement thresholds, planning, and the

development of supplies manuals (World
Bank, 2000).

Public

was perceived as part of a policy package

procurement reform in  Uganda
focusing on strategies to eradicate poverty in
the country, through creating an appropriate
policy framework and the re-orientating of
government spending in crucial sectors. The
reforms were based in part on the findings of a
study carried out to assess public procurement
and to develop an action plan to improve the

country’s system for procuring goods, works

and services. The main finding of this study
suggests that the legal framework for public
procurement in Uganda is not supportive,
as the existing laws are inadequate and
fragmented. It also reveals that public
procurement in the country is characterized
by malpractices, such as under-invoicing
and inadequate official documentation. The
study, in addition, identifies the lack of a
procurement professional body to regulate
the actions of procurement officers. A task
force for public procurement reform in
Uganda recommended the establishment of
a National Public Procurement Unit as the
central organ for state administration on all

matters of public procurement.

Reforms in Tanzania were carried out on the
basis of a study conducted in 1995 by an
international consultant, the Crown Agents.
A major recommendation of the Crown
Agents was that there was a need to establish
an independent and autonomous body to
control public procurement in Tanzania.
There was also a need to de-link the Central
Tender Board from the Ministry of Finance.
As in Kenya and Uganda, the reform process
was supported by the World Bank under the
Public Procurement Reform Project. A team
of senior government officers was given a
mandate to come up with a strategy that
would be implemented as part of the reforms.
Among other things, the team was expected to
integrate reforms within the macroeconomic
framework that would utilize more of local
capacity and allow for the transfer of skills.
Procurement reforms began in 1997 and
are still going on. There is already an Act of

Parliament, the Procurement and Disposal
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of Public Assets Bill of 2002, to regulate
procurement in the country (Odhiambo and
Kamau, 2003).

2.3.2. Current Procurement
Systems in East Africa

The public procurement systems in the three
East Africa countries have historically been
very similar in many ways. Major differences
in the systems today are largely due the
nature and extent of the reforms that the
countries have been implementing since the
early 1990s. As was indicated earlier, the
three countries have differed significantly in

the implementation of reforms.

Adherence to public procurement procedures
is important if public funds are to be used
in the best way possible. Crucial in this
respect is a sound enforcement mechanism
that ensures procurement entities comply
with the regulations and that those who
fail to comply are duly punished. Part of
the reason why public procurement in East
Africa has been in disorder is because of
the legal framework that has been rather
unclear and ineffective in ensuring efficient
and economical public procurement. It is
little wonder therefore that the procurement
reforms in east African countries have focused
more on the legislative framework. The
aim has been to enact legislation to guide
public procurement effectively. The countries
have proposed or have already put in place
elaborated public procurement regulations.
The rules and regulations embodied in public
procurement legislation in the east African
countries establish the key institutions for

public procurement (ibid).

2.4. Public Procurement Practice
in Ethiopia

Government of Ethiopia has given a great
deal of attention for essential services, such
as health, education, service, infrastructure
and etc within five years of Growth and
Transformation Plan (GTP) period. To be
able to meet the demand for these services,
the government has allocated significant
amount of money for the purchase of goods
and services from both local as well as from
international markets. Hence, procurement
is conducted in accordance with the Federal
Government of Ethiopia regulations and
procedures of the public procurement. Details

of the proclamation are presented hereunder.

Public procurement in Ethiopia is regulated
by the Financial Proclamation No. 57/1996
which constitutes the Procurement Law, the
Financial Regulation No. 17/1997 issued by
the Council of Ministers and the Ministry of
Finance Procurement Directives and contracts
issued in 1997, 1999 and revised in 2009 at
the Federal level. In 2009 the Government
has established Public Procurement and
(PPPAA)

which is responsible to oversight policy

Property Administration  Agency
and monitoring of Public Procurement as

Government of

No 471/2005/6

amendment of Federal

Ethiopia  Proclamation

(Kebede, 2007).

Procurement law enacted in 2005 (as per
Proclamation No. 430/2005) is

among other things, the establishment of

required

regulatory body, development of Procurement
Directives, preparation of standard bidding

documents, guidelines and implementation



of capacity building strategy at all level. As
part of the procurement reform, Ministry
of Finance and Economic Development
has prepared Public Procurement Directive
and guidelines of 2005 (1997 E.C.) It is
currently enforced in all public procurement
process. The Directive is intended to
serve procurement of goods, works and
service confracts. It specifies activities and
procedural requirements of a procurement
cycle, Procurement needs assessment,
planning, selection of methods, bid receipt
and opening, evaluation, contract award and
follow-up of contract performance. Selection
of appropriate procurement method is the
responsibility of tender committee. Selection
shall be made depending on the conditions

of the contract (ibid).

Another significant change introduced by
this law was that it tried to embrace the basic
principles of transparency, accountability,

fairness and non-discrimination as its guiding
principles (Abraham, 2012).

In recent years, the Federal government has
taken measures to revise the existing law,
so as to make it responsive to the growth
and expansion of the quantity and quality
of provision of public services. Each year,
a significant portion of public money is
allocated as a result of award of contracts
for the construction of public works, supply of

goods and/or provision of services.

After four years of the issuance of this law, it
was revised and replaced by a new law (The
Ethiopian Federal Government Procurement

and Property administration Proclamation

No.649/2009.) This second proclamation

comes with more detfailed and clear
procedures. It has also widened its scope
by providing for the regulation of public
property, which was not dealt by the previous

proclamation.

In addition to the legislative reforms taken
by the legislative organ, the issuance of
secondary legislation by the executive organ
is also another significant development
in the process of creating an efficient and
effective legal framework. As a supplement to
proclamation no. 649/2009, the Ministry of
Finance and Economic Development issued a
Federal Procurement Directive in June 2010.
A month later, in July 2010, the Council of
Ministers issued a regulation providing for
public procurement and property disposal

services establishment

181/2010)

(regulation  no.

From the above brief assessment, we see only
the positive side of Ethiopian procurement
law. Yes it is true; efforts have been made
to make the law clear, comprehensive
and flexible. It is also true that the current
law embraces basic principles of public
procurement. But, it seems, something big,

something fundamental went wrong (ibid).

Just look into the scope of this law. According
to article 3 of The Ethiopian
Government
administration Proclamation No.649/2009,

the law is exclusively a federal law and its

Federal

Procurement and Property

applicability is limited to Federal Government
procurement and property administration.
By way of exception article 3(2) (a) excludes
procurement affecting national security or

national defense. This is acceptable taking
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in fo consideration the sensitive nature of
such type of procurement and similar form
of exclusions also exist in most jurisdictions.
The exclusion also is not absolute because
the type of procurement procedure is still to
be decided by the Ministry of Finance and
Economic Development through consultation

with relevant authorities (ibid).

Then comes article 3(2) (b). This article
reads: “this Proclamation does not apply
to contfracts a public body enters into with
another public body for the provision of
goods, works, consultancy or other services
at cost.” According to article 2 of sub article
6 of the proclamation, Public Body means
any public body, which is partly or wholly
financed by the Federal Government budget,
higher education institutions and public
institutions of like nature. So, public bodies
are not subject to procurement procedures if
they intend to participate in the provision of
goods, works, consultancy or other services
at cost. They will simply get awarded of a
contract without competing with the private
sector. In effect, they will get preferential
treatment. Doesn’t this then destroy the
principle of fairness and non-discrimination?
What is worse, no alternative procedure which
ensures fransparency and accountability is
devised for contract of public works, goods

and services if it is between two public bodies

(ibid).

The proclamation seems to advance
competition, but, as article 3(2)(b) of the
proclamation has made it clear, public bodies
are an exception to competition. Not only
that, they are an exception to the principle

of transparency, accountability, fairness and

non-discrimination.

2.5. Procurement Methods

A number of procurement methods are
specified in the public procurement laws
and regulations in all countries of the world

including Ethiopia. These are:

a) Open Tendering (National and International)

Open tendering is the most widely used and
preferred tendering system. The laws and
regulations of Ethiopia clearly stated that
other methods of procurement will be used
only in exceptional circumstances. In such
cases, the procuring entities will have to give
and record reasons for the choice of other
procedures. Open tendering can be at two
levels: national and international. Open
national procurementis a method of procuring
goods, works and services which is open to
participation on equal terms by all providers
through advertisement of the procurement.
This tendering process specifically seeks
to attract domestic firms although foreign
firms are allowed to participate. Open
international tendering on the other hand
is open to participation on equal terms by
all providers although it specifically seeks
to attract foreign providers. This type of
tendering is used where national providers
may not provide competitive bids and ensure
value for money. The procurement laws and
regulations in Ethiopia provide guidelines of
the procedure of open tendering including
the enforcement mechanisms (Odhiambo
and Kamau, 2003).

In the case of open tenders, an advertisement

is placed in daily newspapers to reach



prospective bidders nationally. It is a
requirement that such an advertisement be
placed in af least three daily newspapers that
have wide circulation. The procuring entities
are then supposed to release the tender
documents. Such documents should contain
sufficient information to enable competition
among the bidders to take place. The laws
and regulations of Ethiopia define that the
tender invitation should enable bidders to
submit their proposals, each enjoying equal
opportunities. The buyer obviously expects
answers to be offered in the bid as to what
will satisfy its requirements and expectations
primarily in terms of quality and capacity
performance indicators. It is, however,
important to note here that, more often than
not, this assumption is never met. Procurement
entities seldom provide the necessary data
and information or provide deficient or semi-
finished documentation, which prevents

bidders from preparing proper bids.

The next step in the tendering process is the
opening of the tenders. The laws stipulate
that this must be done as soon as possible.
Bidders and their representatives are allowed
to aftend the opening of tenders. After
tenders have been opened, the procuring
entity examines and evaluates each of the
tender documents. Successful bidders are

then notified and a formal contract is issued

(ibid).

b) Restricted  Tendering  (National  and
International)
Restricted tendering is a procurement

procedure where bids are obtained by direct
invitation without open advertisement. This

procedure can be used in Ethiopia where it is

believed that the value or circumstances do
not justify or permit the open bidding process.
Procurement entities in this case maintain a
list of “pre-qualified providers” who are then
directly invited to participate in the tendering.
Restricted tendering is also possible at two
levels: national and international. In both
cases, the procuring entity must demonstrate
that open tendering is not viable or prudent.
It needs to be noted here that the process
of pre-qualification is often abused and is
an important source for corruption in public

procurement (ibid).

c) Quotations and Proposals

Procurement entities are also allowed
in exceptional circumstances to call for
quotations and  proposals.  Quotations
and proposals are simplified procurement
procedures, which compare price quotations
obtained from a number of providers.
Quotations are used mainly in works, while
There

are specific restrictions on proposals and

proposals are used for services.
quotations in Ethiopia. Requests for proposals
must be addressed to no less than three and
no more than seven candidates selected by
the procurement entity. Similarly for works,
the procuring entity must obtain quotations
from as many candidates as practicable, but

from at least three candidates (Baynesagn,

2009).

d) Direct Procurement / Single Source
Procurement
Direct procurement is a sole source

procurement method used when exceptional
circumstances prevent competitive bidding.

This method is used mainly for low value
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procurements involving no confracts. In
Ethiopia, where this method of procurement
is used, procuring entities must prepare
a description of all its needs and specify
requirements of quality, quantity, terms and
times of delivery. The procurement entities
are free to negotiate terms with the sole
candidate for the best deal. In the process
of public procurement, the interest of three
groups the tender issuers, the bidders and the
public procurement system itself determine
the types of procedures. The primary rule is
that the prospective buyer must proceed in
accordance with the rules of open tendering
procedures; the other two procedure types
inviting limited bidders or negotiation may be

used in exceptional cases (Odhiambo and
Kamau, 2003).

2.6 Principles of Public

Procurement

Different countries and organizations have
different principles set for public procurement.
However, the contents and ideas of the
principles are not different. The principles
are prepared based on the policy of the
country. Thus, sometimes these principles
are called the policy principles. These include

the following (Tadewos, 2010/11).

. Principles of Economy- This would
mean purchasing of goods, work and
/or services of required specification
for intended purpose in required
timeframe at the most economical
prices. This addresses the issues of

3E’s. These include maximizing of

economy, efficiency and effectiveness

in procurement.

o Fairness- That is providing fair and
equitable treatment of all prospective

suppliers or bidders.

. Competition- There should be fair
competition among suppliers for

supplying goods, works and/or
services so that efficiency can be
rewarded and procurement can be

made at the most economic price.

There

transparency in the

should be

process of

. Transparency-

procurement so that the suppliers
would have free floor to play on and

to have value for money.

o Corruption Prevention- This also
one of the basic principles of public
procurement. Corruption is burning
issued this time. Corrupt practice
giving,
soliciting anything of public officers

is offering, receiving or

in  procurement or confractual
execution. This is manifested in
different ways. Fraudulent practice
is one of the manifestations of
corruption. It is misrepresentation
of facts in order to influence a
procurement process or the execution
of a contract to the determent of the

government.

2.7. Public Procurement Reform

Procurement reform is very much driven by
concerns about efficiency, that existing rules

were not enabling governments to get the best



quality goods, works and/or services and the
best price. However, efficiency can also be
looked from another angle the simplicity of
the rules, the ease of use and cost and time
implications.  Procurement reform currently
focuses on getting countries to implement
a standard procurement procedures and
systems. This can result in reforms that are
ineffective in terms of cost, fime and decision
making. The infroduction of clear rules
definitely contributes to greater integrity for
government officials to take the following

reforms (Baily et al, 2002 pp 393-396).

Procurement  Planning-  Sound
planning of procurement is crucial. The
procuring entity should determine what
goods, works and/or services are needed to
carry out the project. When should be the
delivery, what standards are required, the
need for co-financing and which procurement
and contacting procedure is most suitable for
each contract. The entity should complete
the overall procurement plan before any
procurement begins. Procurement planning
is much more than just choosing which
procurement methods  to use for various
goods, works and/or services contracts
and when to schedule activities. These are
important parts of planning but are closer to
the end of the process than the beginning.
In order to conduct this there should be
qualified and technical staff for specification

preparation and efc.

Modernizing Public Procurement-
Modernization of public sector procurement

process has the potential to bring about

significantly improved value for money.
Deployment of best available procurement
practices can deliver a significant contribution
to this end. Implementation of modernized
public procurement procedures provide a
much improved services to user, buyers, and
suppliers through new procurement policies,
practices and standardization of process
and documentation . It also provides greater
transparency and openness and promotes
integrated management

greater use of

information system.

E-procurement- 1t is o term used to
describe the use of electronic methods in every
stage of the buying process from identification
of requirement to payment, and potentially
to contract management. E-procurement
includes a range of technologies that apply
the speed of computer processing and the
connectivity of the internet to accelerate and
streamline the process of identification and
selecting suppliers of goods, works and/
or services, placing ,receiving and paying
for order, assuring compliance with the
procurement  procedures,  consolidating
purchase to achieve leverage, providing
visibility of information between collaborative
partners.  The benefits of e-procurement

can be seen as reducing purchasing
cycle time, enhancing budgetary control,
eliminating administrative errors, increasing
buyers’ productivity, lowering prices through
product standardization and consolidation
of purchasing power and better information

management.
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Ill. Conclusion and
Recommendations

3.1. Conclusion

This study focuses on public procurement
efficiency and the underline factors that hinder
the efficiency of public procurement in public
institutions in Ethiopia. Accordingly, the main
problems observed in relation to bid document
preparation are: absence of technical staff
and limited knowledge of procurement staff
in most of the public institutions in Ethiopia.
With respect to value for money, when we see
the procedure manuals least price principle
is applied, which does not guarantee the

quality of goods to be purchased.

As we can see from the three east African
countries case, the following lesson can be

drawn:

v Specially after the reform, each
country practices knowledge driven
procurement almost in all their public
institutions in which case less attention

is given in Ethiopia;

v" There should be

tactical plan for the acquisition of

strategies and

goods, works and services that align
with the organization’s mission as well

as implementing those plans;

v' The procurement professionals must
be enablers capable of matching
the needs of internal customers with
what is available to purchase in

marketplaces;

v The procurement professional should

also demonstrate the ability to use

the tools available to obtain the best
values to organizations in dealing

with the supplies;

v The practice of markettesting to ensure
that work performed by organizations
is undertaken at least as efficiently as
would be the case if contractors or
other providers were employed has
given rise to considerable increase in

the external sourcing of services.

In general, from many research papers
conducted, the procurement method mostly
applied by many public institutions is open
tender. Finally, what is observed from many
literatures is that less attention is given in
assigning professional staff for procurement

activities in most public institutions.
3.2. Recommendations

In view of the findings presented above,
government is required to make a great deal
of effort o enhance the efficiency of public
procurement so as to use the scarce resource
as efficiently as possible and to achieve value
for public money. In this regard, public
institutions and the concerned body should

take the following measures.

e For the procurement process to be

more effective and efficient there
should also be proper controlling
system that complies with strict ethical

code.

e There should be well prepared action
plan, since poor procurement plan
results in emergency buying that
leads to corruption, uneconomical

procurement in turn that leads to



proforma based procurement and
focusing to singe sourcing. Therefore,
the government should exert extra
effort to bring about effective and
efficient procurement methods in
public institutions. This helps the

public institutions to be economical.

The public institutions should conduct
market survey to conduct knowledge
based procurement and to address
value for money , to minimize cost
and to have knowledge about the

market price

There should be exhaustive suppliers

database or list of suppliers

Public institutions should be able
to use all methods of procurement
since all procurement methods are
equally important depending up on

its urgency, value and etc.

The public institutions could also give

due attention to the quality of goods,

works and/or services than price only

e There should be standard bid
document that is used by public
institutions and should regularly be

updated

e The competent professional and
technical staff should be assigned
in order to make research base

procurement.

The proclamation of Federal Government
of Ethiopia is implemented in all areas of
the country. However, each region and
institution does have its own directives and
procedures depending up on its income. This
has brought inconsistency in implementation
of the proclamation. So, there should be a
means in place that guarantees consistency

among the institutions.

It is just that we should be grateful, not only to those
with whose views we may agree, but also to those who
have expressed more superficial views; for these also
contributed something, by developing before us the
powers of thought.

Aristotle
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Money 101: Q&A with Warren Buffett

By Aaron Task | Yahoo! Finance

One of the world’s richest men Buffett is
also the voice of a new animated series
entitted “Secret Millionaires Club,” which
offers kids tips on investing and basic busi-
ness concepts. “The more you learn, the
more you'll earn,” Buffett says in the series,
which also features the voices of Jay-Z and
Shaquille O’Neal. The first DVD of the se-
ries was recently released and is available
for purchase on Amazon.com. More infor-
mation can be found at www.smckids.com.

Yahoo! Finance: How did you get in-
volved in the Secret Millionaires Club?

Warren Buffett: My friend Andy Heyward, who
is a producer of kids entertainment,

and | came up with the idea to help educate
kids about financial matters. | thought the
idea of using the power of cartoon charac-
ters to carry a message was a good one, as
is teaching financial lessons at an age when
it can help them.

YF: What does the term “Secret Millionaires
Club” refer to?

WB: In the pilot episode, a group of kids come
together to save their local youth center. In the
process, they come across a valuable baseball
card which they sell to save their youth center.
They ask my help to help them understand
and manage their money. In the process
we form the Secret Millionaires Club,
and have lots of fun adventures togeth-
er learning about money and business.

YF: Is the goal to help kids understand
finance and related concepts — or fo
help them learn how to amass wealth?

Or both?

WB: The goal has nothing to do with
amassing wealth, and everything
to do with helping kids understand
money, and develop healthy hab-
its from a young age. Someone
once said, “the chains of habit are
too light to be felt until they’re too
heavy to broken.” We're trying to
help kids develop healthy habits
that will help them their whole life.

YF: What are some of the key
financial terms and business
concepts you hope kids learn




from the series? How did you learn them?

WB: Some of the lessons you'll hear in this
series are: “The best investment you can
make, is an investment in yourself.” “The
more you learn, the more you'll earn.”
“Learn from your mistakes, and the mistakes
of others.” “Great partnerships make any
job easier.” “Fail to plan, plan to fail.” “With
business as in life, get to know people be-
fore you judge them.” “It's not just the out-
side that counts, it's the whole package.”

YF: Is there anything you can share about
how you taught your children about business
and finance that other parents might adopt?

WB: All the lessons in Secret Millionaires
Club are lessons | taught my own children.
We produced this series to try and teach other
kids, and in some cases, their parents! They
are simple lessons that can help you in busi-
ness and in life, no matter what age you are.

YF: What is the #1 thing parents should
teach their kids about money — and #1
thing they should NOT teach them?

WB: Secret Millionaires Club has lots of
good lessons about money such as learn-
ing not to spend more than you have, and
saving for the unexpected, and not borrow-
ing money unless you have a plan to pay it
back. The series shows the consequences
that can happen if people don't make wise
decisions. We're trying to help kids de-
velop good decision-making skills from a
young age to avoid some of these pitfalls.

YF: Is the series aimed at kids specifically or
is it designed for kids and parents to watch
together?

WB: We created Secret Millionaires Club
for kids, knowing it would also help par-
ents. And it has. It provides stories that kids

can relate to which help them understand
different situations in business and in life,
and hopefully help them develop the skills
to make good decisions their whole life.

YF: Why do you think financial education is
so important for kids?

WB: So many adults get into financial trouble,
in business and in their personal lives, be-
cause of bad decisions. We hope to influence
kids at an early age so they learn to think
about their actions, and the consequences
of making bad decisions. It doesn’t just influ-
ence success in business, it influences your
family life as well. We want to help guide
kids toward leading more productive lives.

YF: Have you reached out to the DOE or
other government agency to discuss building
a curriculum for financial education in the
public schools?

WB: We already have a program that is in
thousands of schools and youth organiza-
tions. Every year, we have a contest called
the “Learn and Earn” challenge. Thousands
of kids use what they learn in Secret Million-
aires Club episodes to come up with their
own business ideas. The finalists come to
see me in Omaha and present their busi-
ness plans, showing what they have learned
from Secret Millionaires Club. It's a lot of
fun for the kids, their teachers, parents,
and most of all for me! It shows that at a
very early age, kids not only understand fi-
nancial matters, they come up with some
pretty terrific business ideas themselves!

YF: What’s an appropriate age to start
teaching kids about money?

WB: It's never too early. Whether it’s teach-
ing kids the value of a dollar, the difference
between needs and wants, or the value of
saving. These are all concepts that kids en-
counter at a very early age, so best to help
them to understand it.
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Warren Edward Buffett (born August 30, 1930)
is an American business magnate, investor, and
philanthropist. He is widely considered the most
successful investor of the 20th century. Buffett
is the primary shareholder, chairman and CEO
of Berkshire Hathaway and consistently ranked
among the world’s wealthiest people. He was
ranked as the world’s wealthiest person in 2008
and as the third wealthiest person in 2011. In
2012, American magazine Time named Buffett
one of the most influential people in the world.

Buffett is called the “Wizard of Omaha”, “Or-
acle of Omaha” or the “Sage of Omaha”[10]
and is noted for his adherence to the value in-
vesting philosophy and for his personal frugality despite his immense wealth.[11] Buffett is also
a notable philanthropist, having pledged to give away 99 percent of his fortune to philanthropic
causes, primarily via the Gates Foundation. On April 11, 2012, he was diagnosed with prostate
cancer, for which he completed treatment in September 2012.

Great thanks to Yahoo Finance.

Let not him who is houseless pull down the house of
another, but let him work diligently and build one for
himself, thus by example assuring that his own shall be
safe from violence when built.

Aristotle
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Are you truly in control of your money? Take a
look at these easy ways you could be killing your-
self financially.

1. Paying the minimum on your credit
card balance.

Doing this means you'll pay more in interest and
it’ll take you longer to pay it off. It would take
almost 10 years to pay off a $1,000 credit card
balance (at 14% APR) if you were to only make
the minimum monthly payment. If you can, pay
the balance in full at the end of each month.

2. Not having an emergency fund.

What if your home goes into foreclosure? What
if your health insurance doesn’t cover an impor-
tant prescription? What if you get a divorce? An
emergency fund is for the “what ifs” in life. We
hope we never have to use it, but it’s there when
we need it.

3. Not having insurance.

Protect yourself and your stuff. The added security
will leave you feeling more in control of your life,
and it could save you financially in the case of an
emergency or fragedy.

4. Having nothing saved at all.

lt's no secret that spending money is much more
fun than saving it, but it's important to save
atleast a little, no matter what your income is. If
nothing else, your small savings can double as
your emergency fund. One of the best ways to
get over the intimidation of putting away money
is to set up an auto-transfer or direct deposit each
month. That way, the money automatically comes
out of your checking account or paycheck, and
you'll get used to living without it.

5. Paying too much for a house.

Just because the bank approves you for a home

loan doesn’t mean you can afford to pay that
amount. The best way to determine what you can
afford to pay is to create a budget. Add up all of
your monthly expenses, subtract that from your
monthly income, and you've got yourself a realis-
tic monthly mortgage payment.

6. Being deep in debt without a game
plan to get out.

If you're holding onto a lot of credit card debt,
stop using your credit cards. Continuing to reck-
lessly spend your money will only further hurt
your financial standing, and the, “What's a little
more2” mentality has got to go. The first step to
creating a game plan to get out of debt is to re-
visit your budget and factor in your monthly debt
payments.

7. Spending more than what you're
bringing in.

lts budgeting 101 — don’t spend more than you
have.

8. Not paying your bills on time.

When you don’t pay your bills on time, you'll not
only hurt your credit score, but you'll also waste
your money on late fees.

9. Not having a budget. It's the root of
nearly every one of these problems.

Not having a budget means you may have no
idea what’s going on with your money. You may
not be sure how much you can realistically spend
each week, and you probably don't track what
you do spend. All it takes is about 30 minutes, so
sit down, create a budget and start taking control
of your finances.

ITL
foken from yaNilla blog

The guide to an easier life.
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This is the reason why mothers are

more devoted to their children than
fathers: it is that they suffer more
in giving them birth and are more
certain that they are their own.

Aristotle







