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Abstract

Background and objectives: Since 1991, several state-owned enterprises in distinct cate-
gories were transferred to the private sector under the privatisation policy in Ethiopia. The
process and its modalities vary. The notion behind the implementation was to transfer those
inefficient public-owned firms to the private sector with an expectation of improving de-
fects. But, privatisation processes are neither a one-time incidence nor an immediate action.
Privatisation processes are inter-linked with various macro and microeconomic and some-
times socio-political policies, and reforms. In this paper, privatisation modalities, inconsist-
encies, and arguments regarding the Ethiopian privatisation process are analysed.

Study Design / Material and Methods: Using a systematic literature review process, 50 pa-
pers were found and extracted in a methodical manner from PubMed, Ecobiz, and Google
Scholar Databases. The analysis was undertaken following systematic categories after taking
heterogeneity articles on Ethiopia’s privatisation process into consideration.

Results: The government encompasses large public-owned enterprises in the privatisation
process; however, the privatisation modalities and timing are still a point of controversy
among scholars. The effective privatisation process required institutional development, and
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the government’s promises were put to the test. The performance of enterprises was sig-
nificantly impacted by legal and policy frameworks. The legal framework and consistently
unstable nature of Ethiopia’s privatisation history have been observed. It has been observed
that the legal framework and consistently unstable nature of Ethiopia’s privatisation history.

Practical implications: This study has a practical contribution and input by giving insights

for researchers, practitioners and policy makers for providing alternative privatisation modal-
ities, appropriate for the Ethiopian context.

Conclusion and Summary: The mode of privatisation must be pre-examined and carefully
selected by considering important success factors including public interest, objectives of
endeavour, and the sustainability of firms. The techniques must consider the nature and char-
acteristics of the firms studied, clarity and well-prepared privatisation options.

Keywords: privatisation, policy inconsistency, privatisation modalities, Ethiopia
JEL Classification: EO, L2, M2, O1

Paper Type: Review

1. Introduction

Regarding the motives of privatisation in developing countries, there are many
internal and external factors to be considered. These factors also differ in each coun-
try, and even each industry, and each firm displays specific characteristics. However,
all share empathy; that is, privatisation helps to improve economic performance,
decrease the government burden of management, rationalise public goods, increase
shared ownership, enhance efficiency, and improve service quality (Wacziarg &
Welch, 2008). However, the motive behind privatisation is not limited to those fac-
tors; rather the motives go beyond those associated with the government’s political
ideology. Right- and left-wing political ideologies have contradictory views towards
privatisation yet the policies of the neo-liberal state strongly favour and are commit-
ted to supporting those countries with the same stances (McCulloch, et al., 2001).
Privatisation is the dominant policy reform measure, which is strongly supported
by the International Monetary Fund and the World Bank. These international or-
ganisations advocate that privatisation enhances economic efficiency, stimulates the
private sector, and attracts foreign direct investment.

Sometimes, those countries in favour of privatisation exert pressure on devel-
oping countries to undertake privatisation programmes. Developing countries use
this policy as an instrument to guarantee foreign debt to fulfill their national budget
deficiency. However, the privatisation process especially in developing countries
was claimed to result from problems such as loss of jobs, invisible donor pressure,
lack of ownership and transparency, and the deterioration of social services (Kayizzi-
Mugerwa, 2002). Therefore, the advantages and disadvantages of privatisation de-
pend on the capacity of the nation to manage all privatisation processes (Tenaw, 2011).
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2. Rationale of the study

Ethiopia is like most other sub-Sahara African countries; its economy is high-
ly dependent on agriculture and the degree of exports in the total national GDP is
nominal and insignificant. Ethiopia is also a late-starter regarding privatisation even
by African standards (Estrin et al., 2019). When the national treasury was empty and
there were few alternatives, financial providers systematically enforced conditions
to privatise state-owned enterprises (Nellis, 2012, Leykun, 2020 a).

However, the objective of the Ethiopian privatisation programmes under
Proclamation No 146/98 was to generate revenue for public expenditure and support
national development activities, to change the role of the government and shift the
attention of the government from focusing on routine business-doing issues that
required more attention and strengthen the private sector.

On the other hand, key state-owned enterprises were running with risk, lack
of innovative management, shortage of raw materials and outdated materials, and in-
sufficient access to foreign exchange, which were considered to be significant causes
of their inferior performance (Sundara Rajan et al., 2005; Gebeyehu, 2011). Both
internal and external driving factors contributed to the slow but major decision to
privatise which was dominantly attributed to a lack of government interest (Och et
al., 2004). In the 2000s, the government of Ethiopia interrupted the privatisation deci-
sion due to a number of reasons including overriding corruption and the wrong priva-
tisation modalities which created private monopolies, and subsequently the Ethiopian
government even started a renationalisation process (Wodajo & Senbet, 2017).

Following the downfall of the Derg regime in 1991, privatisation was under-
taken. The change in the regime was an important turning point, with privatisation
becoming part of a major reform package with some other structural policy adjust-
ments (Gebeyehu, 2011). Under this package between 1991 and 2014, within two
decades, Ethiopia privatised 374 public firms under different privatisation modali-
ties, and it earned around Birr 19.8 billon (more than 1 billion USD), which helped
the government to finance other government priorities. The move for privatisation
was implemented step by step in which small and retail shops were privatised first
and by taking this experience medium and large-scale firms were subsequently pri-
vatised (W/yohannes, 2015).

The privatisation process consequently became influenced by external pres-
sure rather than the government’s own curiosity (Gote, 2004). The government un-
derstood and strongly informed that the existing private investment was vulnerable
to unfair competition, especially for medium and small enterprises hindered by lack
of access to capital even for domestic operations. However, it is recognised that
promoting private investment in the manufacturing sector has a significant benefit
on enhancing innovation, accelerating economic growth, and reducing poverty. The
manufacturing sectors create job opportunities, generating revenue and increasing
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income for the poor, and these eventually ensure long-term socio-economic transfor-
mation for the overall well-being (Nolan & Zhang, 2003).

In the Ethiopian context, the manufacturing sector is the most important sec-
tor of the economy next to agriculture, which is possible to consider as an engine of
long-term growth and development. Even though the Ethiopian economy is currently
dominated by the primary non-value-added agriculture, the nation envisioned and
struggled by designing the so-called ‘agricultural development leads to industriali-
sation’ (ADLI) policy for a number of years. This policy helps the agriculture-based
economy to a manufacturing transformation, which is more sustainable for revenue
generation and sustained development (Abebe, 2018).

There are inconsistencies in empirical studies related to the change in perfor-
mance due to the intervention of the privatisation policy in Ethiopia; there are always
significant controversies among researchers and academic scholars that support and
negate the effect of privatisation on a firm’s performance. In this respect, the study
of Wodajo & Senbet (2017) shows that the government excludes all the stockholders
that are categorically affected by privatisation. Another study by W/yohannes (2015)
claimed that privatisation has no significant impact on the financial and operational
performance of state-owned enterprises, rather it leads to increased investment and
a decline in overstaffing. Therefore, it is logical to ask whether the privatisation pro-
cess in Ethiopia creates advancement in the performance of enterprises. The major
objective of this research was to investigate the paradoxical views and approaches
regarding the Ethiopian privatisation process, its modalities, and its impact on the
international export market performance of privatised firms under consideration.

3. Objectives of the research

The general objectives of the research were to investigate various modalities
of privatisation and its influence on export performance in the Ethiopian context. To
achieve this objective, the research also answered the following specific questions
1. What is the contribution of the privatisation policy in Ethiopia to the expert per-
formance of privatised manufacturing firms?

2. Which privatisation modalities are enough to achieve an improvement in perfor-
mance in private firms?

3. What factors affect the consistent implementation of privatisation modalities
throughout the privatisation process?

4. Operationalisation of terms and concepts

Different scholars in different contexts elucidate the concept of privatisation
differently (Table 1). However, the essence and concepts of privatisation revolve
around the general process of transferring ownership from state-owned enterprises
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to the private sector with different privatisation modalities. Due to business signifi-
cance, privatisation has been part of a broad literature in economics, marketing man-
agement, and political sciences.

On the other hand, the concept of privatisation is approached separately ac-
cording to the economic, political and social context of nations and governments.
However, there is still a lack of consensus and agreement on the driving forces be-
hind the motives of privatisation in most of the literature (Obinger et al., 2013).
Some authors argue that the concept of privatisation is strongly associated with gov-
ernment partisanship (Obinger et al., 2013) while others do not agree that there is a
relationship between privatisation and government partisanship (Fink, 2011). Belke
et al. (2007) advocate that there are partisan differences that exist in the 1980s and
disappear in the 1990s.

Conversely, scholars argue that globalisation triggers privatisation (Belke et al.,
2007). However, other scholars, (such as Fink, 2011, Thew et al., 2015 and Obinger
etal., 2013) claim that this is difficult to generalise and there is not enough evidence
that the more globalised countries are more privatised than others. Moreover, other
studies revealed that privatisation is a response to high debit or high budget deficits
(Obinger et al., 2013, Schuster, 2013), while others do not find a significant rela-
tionship between the financial positions of a country and their privatisation motives
(Megginson et al., 2000, Obinger et al., 2013).

Irrespective of the arguments and debates, policies towards privatisation have
a fundamental implication on the consumer market. Even if Ethiopia was a late-start-
er in relation to other African countries’ standards (Emagne, 2017), significant struc-
tural adjustment measures have been made since 1991 to foster privatisation. Public
enterprise law has been modified to create a new legal and regulatory framework

consistent with the objective of moving towards a market economy (W/yohannes,
2015).

Table 1. Conceptualisation of privatisation modalities

Privatisation

", Conceptualisation of privatisation modalities
modalities

The sale or transfer of a government or state-owned entity’s assets to pri-
vate ownership is referred to as privatisation. These assets may consist
of different kinds of buildings, businesses, infrastructure, or resources that
the government once owned or controlled. Transferring the ownership and
control of these assets from the public to the private sector is the goal of
privatisation, which frequently aims to increase profitability, productivity,
and efficiency. The government receives income from the sales of these
assets, which also offers the potential to draw in outside capital and expe-
rience (Adane et al., 2018).

Sales of
assets
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continued tab. 1

Sales of
100% of its
shares

A government-owned resource or institution is privatised when its owner-
ship and management are transferred to the private sector, typically thro-
ugh the sale of shares. A corporation is said to be fully privatised when
all of its shares are transferred to private parties, removing government
ownership and control (Lloyd & Teshome, 2018).

Management
employee
buyout

A management employee buyout is a term used to describe a scenario in
which a company’s management team or group of employees buys the
company’s assets or shares in order to privatise it. This usually happens
when a publicly traded business chooses to go private and delist from the
stock exchange. The management team wants to buy out the company
because they think they can operate it more financially efficiently as a
privately held corporation. Through this buyout, the management team

is able to seize control of the business and turn it private, eliminating the
need to adhere to the rules and obligations of being a publicly traded firm
(Addis et al., 2019).

Concession
for privatisa-
tion

A government or public authority’s consent or agreement to hand over the
ownership and control of a publicly held good or service to a private com-
pany is known as a concession for privatisation. In exchange for making
this concession, the private party typically pays the government cash com-
pensation in addition to taking on the operational and maintenance costs
of the asset or service.

Total sales of
privatisation

The amount of money received by selling state-owned property or enterpri-
ses under government control to private companies is referred to as total
sales in the context of privatisation. It stands for the amount that has been
transferred into the private ownership of the firms or assets. The money ra-
ised from these kinds of sales is frequently used to pay down the nation’s
debt, fund other public initiatives, or build new infrastructure (Adeyemo &
Salami, 2008).

Restitution

The practice of making amends or providing restitution to people or com-
munities that have suffered because of the privatisation of public resources
or services is known as restitution for privatisation. This could entail giving
monetary compensation, presenting substitute job prospects, or regaining
access to necessary services that privatisation reduced or eliminated. The
idea attempts to rectify any unfavourable effects that privatisation may
have had on people or society at large while also acknowledging the pos-
sible social and financial consequences of the process (Mesfin & Abera,
2016).

Source: Literature review based on publication references included in the table.

It is crucial to remember that the specific objectives and conditions of the
privatisation process, such as the industry involved, legal frameworks, and potential
social or economic effects, should be taken into account while selecting the privati-
sation modality.
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5. Export performance of privatised firms

Ethiopia began to privatise its manufacturing companies in the early 1990s as part
of its economic reform programme. The objectives of the government were to draw
in foreign direct investment, streamline bureaucracy, and increase economic effi-
ciency. Since then, a number of manufacturing companies in a variety of industries
such as food processing, cement, textiles, and more have gone public. Ethiopia’s
privatised industrial companies have had varying degrees of success (World Bank,
2019)Ethiopia’s annual rate of economic growth, which averaged 10.3 percent over
2005/06-2015/16 (compared with the regional average of 5.4 percent. While some
businesses have prospered, others have had difficulties. Increased international in-
vestment, technological transfer, and job creation in the manufacturing sector have
resulted from privatisation. In certain instances, it has also increased manufacturing
efficiency and introduced new management techniques. Concerns have been raised,
meanwhile, about the speed and openness of the privatisation process. The govern-
ment’s privatisation strategy has drawn criticism for its general lack of openness,
preference for some investors over others, and lack of competition. Ethiopia’s in-
dustrial sector has also had to deal with issues such as poor infrastructure, restricted
access to capital, and a shortage of skilled workers. Both state-owned and privately
held manufacturing companies have seen performance changes as a result of these
issues (Leykun, 2020a).

6. Privatisation process in Ethiopia

In Ethiopia, the government’s initiative to transfer the ownership and manage-
ment of state-owned businesses (SOEs) to the private sector is known as the privati-
sation process (Table 2). Recent years have seen a surge in this procedure as the gov-
ernment looks to boost economic growth and increase productivity across the board.

Table 2. Major characteristics of the privatisation process

Privatisation Major activities Major characteristics of the process
process
Ethiopia has a mixed economy, and the government has
Understanding | laid out a precise set of regulations to direct the privatisa-
Step-1 Policy tion process. Prioritising industries that are critical to the
Framework nation’s economic growth includes manufacturing, finance,
telecommunications, and energy.
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continued tab. 2

Based on their strategic significance and development po-

Identifying tential, the government has selected important industries
Step-2 Priority for privatisation. For instance, Ethiopian Airlines, which
Sectors saw a partial privatisation in 2020, is an important resour-
ce for the nation’s travel and tourism industries.
To guarantee a smooth transition during the privatisation
process, the government involves a variety of stakehol-
Stakeholder ders, including investors, industry experts, and interna-
Step-3 . LS ) ) ; . .
Engagement tional organisations. This entails gathering public opinion,
creating legislative and regulatory frameworks, and car-
rying out feasibility assessments.
The identified SOEs go through a thorough restructuring
. process to increase their effectiveness and financial sta-
Restructuring - - e . -
Step-4 . bility prior to privatisation. To ascertain the enterprise’s
and Valuation L -
assets, liabilities, and overall value, a thorough valuation
is also carried out.
To manage and invest in privatised businesses, the go-
. vernment looks for strategic domestic and international
Selection - X . .
. partners. This procedure includes requesting bids or hol-
Step-5 of Strategic ) . L
ding talks with possible investors to make sure the chosen
Partners . . .
partners have the financial and technical resources to
improve the SOEs’ performance.
The government may choose to privatise some or all of
. a sector, depending on the particulars of each. In order
Partial or Full . !
Step-6 PP to preserve control over strategic choices and safeguard
Privatisation . . .
national interests, the government occasionally keeps a
specific portion of the industry.
In some cases, the government might issue shares of the
enterprises that have been privatised to the general public
Step-7 IPO and Share | through share offerings or initial public offers (IPOs). This
P Offering contributes to a more equitable distribution of wealth and
enables common people to take part in the nation’s eco-
nomic prosperity.
The government keeps a careful eye on the performance
of privatised businesses and their compliance to make
Post- o . .
AP sure they follow the conditions of the deal. This entails pe-
Step-8 Privatisation o . L .
Monitoring riodic evaluations, examinations, and regulatory supervi-

sion to protect the public interest and stop any possible
exploitation or monopolistic behaviour.

Source: Tsegaw, (2016).

The overall goals of Ethiopia’s privatisation process are to increase economic
growth in a number of areas, draw in investment, and enhance efficiency. As the
nation works to strike a balance between the needs of inclusive growth and socioeco-
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nomic development and the interests of private investors, it offers both opportunities
and problems.

7. Methods

The search, evaluation, and summary of the wide range of contemporary
privatisation methodologies and research approaches are the main goals of this re-
view. A comprehensive search of the privatisation literature was conducted using the
keyword “privatisation modalities” in the Business Source Premier (BSP) database,
which holds 98% of the bibliographic records for 50 business and management jour-
nals with the highest impact factors (Yongo-Bure, 2020).

In order to locate other studies that BSP was unable to locate, the researcher
employed additional search tools, such as citation tracking, reference list scanning,
and Google Scholar new publication notifications (Haleem et al., 2017). Additional
searches were carried out in specialised sectors that have attracted the attention of
privatisation scholars, such as social science and business education. Data were col-
lected between July 2022 and 1991, the year that marked Ethiopia’s privatisation
revolution.

Firstly, in order to determine the eligibility of articles for the systematic re-
view, we limited our search to publications of this type only (books, book chapters,
conference papers, theses, and dissertations), as peer-reviewed English language
journal articles are crucial for validating new knowledge (Barrios Sanchez et al.,
2022). Their conceptual or empirical field applicability was the second prerequi-
site for acceptance. In an effort to promote transparency, avoid repeating the same
reviews, and lessen reporting bias in the current study, the protocol was submitted
to the International Registration of Systematic Reviews. The next logical step was
arranging and organising the literature based on the thematic and theoretically ori-
ented approach which helps to make it suitable for examining complex phenomena
and avoiding sweeping generalisations.

For the sake of reliability, the researcher is limited to publications which
were published since 1991, written in English including official organisational re-
ports. Primarily, documents are collected from electronic databases by a strategy of
hand-searching on a search engine. Based on the collection, the researcher uses 50
specialised journals and articles, and proceeds by recommendation of key informant
experts selected for the analysis.

In order to include publications that the search method was unable to find,
manual searches and reference retrieval were carried out on the reference lists of
studies that qualified. The overall identification process comprised different consec-
utive steps and procedures summarised in Figure 1.
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Theme development

'

Assembling an initial important set of papers

v

Reading and sensitising papers

v

Assessing the coverage and depth of each paper |«

'

Writing the review

Y

Searching for more papers if
coverage is not saturated

Figure 1. Process of review
Source: Own elaboration.

The researchers used different portals to find the most reliable journals in re-
lation to the study area and compatible with the determined themes. The criteria
for selection of the portal were convenient to use, better coverage, indexed, num-
ber of citations, and a combination of all criteria to eliminate the weakness of each
approach. Finally, the set of papers is just a preliminary selection, which needs to
be refined as the researchers continue to study the subject and find that citations
from the papers are always useful sources for further reading. Consequently, after
assembling the selected papers, the aim, research questions, research methods and
methodologies, major findings, limitations, and suggestions for future research can
be extracted from each paper according to the formats used.

8. Analysis and discussion

8.1. Arguments for and against privatisation in Ethiopia

There is a variety of empirical evidence and research conducted in relation
to the effect of privatisation on economic performance. This evidence is more con-
clusive and more concerned with mostly microeconomic effects such as firm-level
efficiency and productivity. However, there is no evidence and rigorous studies were
conducted on the macro level such as the impact of the fiscal/budget and budget
inflow/outflow contribution of privatisation especially in the context of developing
nations (Sheshinski & Lopez-calva, 2003). The socio-economic effect on the other
hand, depends on the nature of industries privatised and the privatisation modalities
strongly need further investigation. Even some studies try to address the impact of
privatisation on the macro level; those studies are accused of methodological prob-
lems in exploring the socio-economic effect of privatisation particularly in develop-
ing countries (Megginson & Netter, 2001).
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Privatisation advocates strongly justify privatisation as used for cost-saving
and administrative expedients, the private sectors reduces the bureaucratic envi-
ronment and service providers need to complete projects quickly (Megginson &
Netter, 2001). The government has many objectives other than profit maximisation;
the government is responsible and turns its direction to administrative issues. The
effectiveness of an organisation’s operations and governance can be decreased if
the government cannot readily commit to a policy. According to Schuster (2013)
and Megginson & Netter (2001), ownership structure has an impact on how easily
the government can interfere with a firm’s operations. Government goals can be
incompatible with efficiency, incompatible with promoting societal welfare, or even
malicious. Of course, governments are free to interfere in any company’s operations,
whether they are public or private. However, when businesses are privately owned,
the transaction costs for the government to interfere in production schedules and
other corporate choices are higher. Private ownership is thus preferred over public
ownership to the extent that government intervention has higher costs than benefits
(Woldesenbet, 2020). The obligation to ensure the exit of failed businesses is another
issue with government ownership. Governments frequently provide financial sup-
port to both public and private businesses to maintain jobs. When it comes to public
companies, this issue is particularly serious. The state can hardly promise that it will
not support its own businesses. The soft budget limits that follow further exacerbate
the issue with state-owned firms’ motivations. The value of invention is yet another
argument in favour of private ownership; according to (Leykun, 2020a), innovation
can only flourish under private ownership.

The further development and eventual commercialisation of inventive ideas
are undoubtedly more likely under private ownership, even if inventors can produce
brilliant ideas regardless of the prevalent forms of ownership. Private ownership,
which improves the incentives for profit maximisation, should increase productivity
and allocate efficiency, according to Megginson & Netter (2001). The government’s
revenue is another point in favour of privatisation. Privatisation aids in increasing
government revenue. State-owned businesses have a variety of objectives, including
maximising profit. However, they place more of an emphasis on social security for
the populace; growth in employment could result in overstaffing. More operational
costs, inferior quality equipment used in production, and other related factors result
in subpar goods that cannot generate more profit. Many developing nations have not
privatised or have had difficulties after doing so. On the other hand, those who op-
pose privatisation initiatives claim that using cost reductions as the main justification
for doing so is never a sure thing to succeed. Privatisation critics assert that private
service providers prioritise profit margins over offering worthwhile services, which
results in a decline in service quality. The competitors propose strengthening the cur-
rent institutional structure if cost reductions are the goal, enabling the government to
transform itself into a more effective and efficient service provider.
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The argument made by those opposed to privatisation, which sometimes refers
to market socialism, is that welfare theorems from classical economics should also
apply to an economy with public ownership. One can envision a market socialism
system (Estrin et al., 2019) where enterprises are publicly owned, but exchange
takes place in competitive markets, and SOE managers are rewarded through perfor-
mance contracts, as opposed to a soviet type of economy with public ownership and
planning. Some supporters of market socialism claim that China effectively execut-
ed this. It is safe to say that a significant barrier to the complete accomplishment of
goals linked to privatisation, in general, is the absence of an earlier improved legal
and regulatory framework.

8.2. Inconsistency on the Ethiopian privatisation modalities

Early in the 1990s, the privatisation movement in Ethiopia involved the direct
selling of various institutions, including hotels, farms and factories. Other privatisa-
tion efforts concentrated on major facilities like breweries and strategically impor-
tant industries like mines (Leykun, 2020b). Because conventional economic theory
offers little advice for privatisation, there is a persistent policy challenge over the
divestment of state assets (Desta, 2019).

The Ethiopian Privatisation Proclamation No. 146/1998 does not sufficient-
ly justify or even adequately identify the various privatisation techniques used in
Ethiopia. The agency was granted the authority to choose the privatisation modali-
ties, conduct the necessary research, and adopt comprehensive procedures to enable
contextually relevant privatisation modalities. Ethiopia still has a few applied priva-
tisation mechanisms, which is the problem. According to Pre (2019), the privatisa-
tion modalities that were most prevalent were asset sales, management buyouts, joint
ventures with strategic investors, management contracts, competitive sales of shares,
and restricted and negotiated sales.

According to empirical data from developing nations, full privatisation of a
company yields better results than partial changes from state to private ownership
because the latter is linked to a negative impact on long-term productivity growth
(Chole, 2018). Privatisation improves performance more for concentrated owners
such as foreign enterprises and a small group of key owners than for the broader pub-
lic through share offerings or for managers and employees (Venkita Subramanian &
Thill, 2019).

Inconsistent and unpredictable privatisation modalities create an unpredict-
able and loosely socio-economic environment, and society doubts the economic
importance of privatisation. It is true that privatisation touches a complex set of
socio-economic issues, such as property rights, internal and external stockholders’
conditionality, the nature of market structure, and political orientation. The existence
of a wide variety regarding African countries including Ethiopia, in terms of the
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way that privatisation strategies have been chosen, is continuously debatable and
controversial.

8.3. Movements: Stylised facts on the privatisation process
in Ethiopia

The transfer of ownership from government to private owners has become an
important phenomenon in both developed and developing countries in recent years.
In recent years, several economic policies in different countries seem to reflect a
widespread growing interest in shifting economic activities from government own-
ership to the private sector. In the Ethiopian privatisation process, privatisation pro-
grammes and their implementation are coordinated and supported by the World Bank
and the International Monetary Fund (IMF). The government of Ethiopia plans in-
stitutional reforms toward privatisation together with international pressure from the
World Bank and IMF (Tenaw, 2011) State-owned enterprises gradually transferred
to the private sector to strengthen competitive advantage over the dynamic business
environment (Megginson & Netter, 2001).

The essence of privatisation in Ethiopia was to strengthen the competitive
advantage of the private sector along with meeting government ideological needs.
However, the government tries to limit the extent of private participation in the range
of ownership and management of some enterprises. Certain enterprises are still fully
or partially under the control of the government (Abdeldayem & Aldulaimi, 2020).
However, privatisation helps to limit government bureaucracy, and socio-econom-
ic and managerial problems (Tsegaw, 2016, Chare, 2020). This actually creates a
competitive business environment, and the overall marketing governing system
forces private enterprises to perform more efficiently than public-owned enterpris-
es (Mengistu & Vogel, 2009). The privatisation trend worldwide was a late 1970s
phenomenon and after 2008 it became a significant economic and political trend
worldwide. Before 2008, sources of worldwide data related to privatisation were
disaggregated and fragmented. The World Bank tries to organise and compile some
regional data based on privatisation parameters. Most of the literature related to
privatisation before this year was focused on the developed economy and Western
countries. There is no well-organised evidence and data were available specifically
on the role and impacts of privatisation for the developing economy and developing
nations.

Pertaining to privatisation proceeds, one-third of the privatisation proceeds
account for 240 billion dollars (about $740 per person) in the US within the years
1977 — 2002. The contribution of Africa, Asia and Middle East countries accounts
for below 50 billion dollars (Leykun, 2020b). Because of the privatisation movement,
the share of state-owned enterprises in the national GDP gradually declined and
large-scale privatisation programmes were finally launched. In the African context,
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privatisation programmes have occurred in successive waves with some countries in
sub-Saharan Africa privatised much earlier than others by African standards.

As far as the relationship between privatisation and the profitability of firms is
concerned, (Sheshinski & Lopez-calva, 2003) show that privatisation increases the
performance of firms with respect to profitability and overall efficiency. It is also
considered problematic throughout the process because it is too interconnected with
economic and political dynamics. The privatisation process is subjected to macroe-
conomic uncertainties (Leykun, 2020). After the privatisation movement worldwide,
the process helped to develop public-private partnerships. The government assumes
that the private sector has a great and significant role in the economic affairs of
the country (Woldesenbet, 2020). The Ethiopian government plans to privatise gov-
ernment-owned enterprises by expecting the privatisation programme to increase
the efficiency, profitability, and international competitiveness of firms and increase
the ability of firms to achieve their goals. It is part of a global strategy directed
at socio-economic and political changes and a means to link economic resources
to national priorities. Privatisation covers different indicators, ownership measures,
organisational measures, and operational measures. Ownership Measures: based
on ownership indicators, the degree of privatisation is determined by the extent to
which ownership should be transferred from government-owned to private owners.
It may transfer to the individual, cooperative, or corporate firms under one of the
privatisation modalities, such as total denationalisation, joint venture, liquidation, or
solely individual owners. Organisational measures: organisational measures under
privatisation encompass a variety of measures to limit state control. Among organ-
isational measures due to privatisation include company restructuring designed by
the government to limit its control and top-level major decisions left with sufficient
operating autonomy (Venkita Subramanian & Thill, 2019). Operational Measures:
privatised public enterprises depend on the organisational structure; privatisation
grants an organisational structure that gives sufficient autonomy to the operator and
arranges various incentives.

According to Selvam et al. (2005), in Ethiopia 362 state-owned enterprises
were privatised between 1994/5 and 2003/4 with different privatisation modalities.
The recent 2019/20 data show that 374 public enterprises were privatised with dif-
ferent modalities (Figure 2).

According to Proclamation No. 146/1998, Ethiopia’s privatisation programme
has as its main goals in this period:

— Create cash needed to finance government-led development efforts.

— Enhance the country’s economic development by supporting the growth of the
private sector.

— Alter the role and participation of the government in the economy to enable it to
exert more effort on tasks that demand more attention.
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Figure 2: Number of privatised enterprises with privatisation modalities
Sources: Leykun, (2020b).

Mass privatisation without sales distribution, initial public offerings (IPOs),
competitive tenders for shares and share auctions, negotiated sales of shares and
assets, asset sales, liquidation, and management contracts are the privatisation meth-
ods that are most frequently employed globally. In addition to these modalities, the
Ethiopian privatisation oversight agency is authorised to investigate and make deci-
sions regarding the privatisation modalities and ownership in respect to the property
privatised under Proclamation Nos. 110/95 and 193/2000, as modified. According
to the suggestion of the government’s overseeing authority, numerous state-owned
firms were privatised under various privatisation procedures. In other instances,
businesses were turned into share companies with the government owning every
share. The government decides which government-owned businesses should be pri-
vatised based on advice from a supervising authority. Since the mechanisms were
not clearly established, the privatisation process was complex. Although there had
not been a thorough investigation into how to achieve this, multilateral and bilateral
organisations pressured the government to liberalise the economy (Leykun, 2020b).
The privatisation process and modalities were not transparent, and the enterprises
operated in a distorted market. After years of silence, the government of Ethiopia
started the issue of privatisation as a wave in 2018/19. The decision of the govern-
ment incorporates either partially or fully transferring the share of the company, in-
cluding railways, industry parks, hotels, sugar manufacturing industries, and stakes
of Ethiopian Airlines and Ethio-telecom. This is a source of intellectual debate and
attracts attention from the whole society.

8.4. Law and policy irregularity

Legal and policy frameworks have important economic and political implica-
tions regarding the performance of both public and private sectors. The Law recog-
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nises that privatisation involves one of the privatisation modalities, which is appro-
priate stockholder consensus. However, the proposed privatisation modalities are not
consistent over a period, and even vary with the type of enterprises.

Law and regulation are important components of effective competitive poli-
cies. Where competition allows, in the existing market structure, liberalisation will
remove barriers to competition. However, the removal of such barriers will not nec-
essarily lead to an increase in competition; monopolistic enterprises can create stra-
tegic price and non-price barriers. Therefore, appropriate regulatory bodies are vital.
The design and enforcement of regulations in the private sector have proved difficult.
Sometimes regulators do not have sufficient information to decide whether particular
activities are anti-competitive or not.

Due to nationalist concerns, some countries had a strong aversion to increas-
ing foreign ownership in different sectors of the economy. On economic grounds,
foreign ownership is good for annual sales growth but not for employment growth
(Kedir, 2020). The purpose of privatisation in advanced countries tends to be more
focused on efficiency and the reduction of production costs while it is a revenue-rais-
ing instrument in developing countries through the sales of assets (7segaw, 2016).
However, the strength of the regulatory institution limits the efficiency and equity
implications of privatisation. The historical social and economic suffering brought
on by privatisation in underdeveloped nations can be attributed to the absence of
effective regulatory institutions (Krammer, 2018).

National law acknowledges that privatisation’s main objective was to transfer
publicly owned businesses wholly or partially to the private sector. This procedure is
outlined in Ethiopian legislation and has been tried out in preliminary privatisation
initiatives. Because of this, the privatisation process lacks consistency and is unpre-
dictable, regardless of the type and traits of the firms being privatised. Investment
law now attempts to categorise investments into three areas: those reserved for the
public sector, those reserved for domestic investors, and areas that are open to for-
eign investors, including joint ventures with state governments. This division is
made according to the nature of the investments.

The paradox is that in this area in which private participation is to be permitted,
the enforcement of the law is not consistent. For instance, according to Article 6(1)
of investment Proclamation No. 769/2012, the government is the only party permit-
ted to invest in air transport services employing aircraft with a seating capacity of
more than fifty people. Conversely, the law allows for private sector participation in
the telecom industry through joint investments with the government. But until some
attempt was made after 2020 by safary.com, an international firm trying to invest in
this area, all the doors in the telecom industry were strongly locked. The current law
allows for the introduction of change. What has been agreed upon thus far is that
the government’s minority stake in those businesses would be transferred to private
investors. Similar tactics can be taken to get around the investment restriction on
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foreign investors investing in certain industries, which prevents firms from being pri-
vatised. However, if the law is changed, foreign investors may be allowed to invest
in the government-reserved sectors, as the Investment Board’s authority is limited
to such sectors.

State-owned businesses that have been privatised and are fully under state
control have been given guidance for their policies. The statute currently in effect,
however, in fact states that the government shall choose the list of businesses to be
privatised based on the advice of the monitoring authority. The Federal Democratic
Republic of Ethiopia (FDRE) Proclamation No. 916/2015, which defines the power
and deities of the executive organ, states that the Ministry of Public Enterprises has
the authority to propose to the government the dissolution, amalgamation, or sale of
public enterprises it oversees. This raises another query about the authority of the
Ministry over those public enterprises that it does not oversee. It only has limited
authority over certain businesses, having the ability to oversee and assist their cor-
porate management and financial performance.

8.5. The new wave of privatisation in Ethiopia: a new paradigm

After the new government entered office in Ethiopia in 2018, more industries,
including global leaders in transportation, port management, and telecommunica-
tions, are now accessible to international investors. Between 2000 and 2018, many
economic sectors were only able to attract a small fraction of domestic investment
since the government continued to have a substantial impact on the economy through
networks of state-owned firms in the areas of banking, insurance, communications,
transportation, and energy. For instance, a joint venture agreement with the state has
been permitted for the previous 20 years in power and electricity generation through
hydropower facilities, but it is still unclear how the private sector will be involved in
this critical area (Sundara Rajan et al., 2005). To promote the growth of the private
sector and capital markets, the government should think about how to make the most
of the privatisation process.

As part of a larger attempt to modernise the economy and increase the role
and importance of the private sector in the economy, the country has started a com-
prehensive policy and programme to privatise several of its important state-owned
firms. To do this, the nation attracts a sizable volume of direct investment and ranks
among the top ten African continent receivers (UNCTAD, 2018). The nation is one
of the numerous African countries that embarked on privatisation over the years.
GDP is boosted by the potential increase in revenue brought about by privatisation.
Ethiopia’s recent round of privatisation represents one of the most extensive incen-
tives in terms of the scope and industries touched. The process and outcome of priva-
tisation are profoundly influenced by the political economic outlook, interest group
dynamics, and control of corruption. The outcome, in turn, may contribute to reshap-
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ing the political landscape in cavernous ways. Privatisation could be unpopular in
some cases and local politicians may attempt to protect their constituencies from it.

By encouraging and maintaining strategic partnerships with businesses or
even by actively promoting the growth of a dynamic private sector and the prolifer-
ation of entrepreneurial activities, the state can promote industrialisation and long-
term structural transformation (World Bank, 2019Ethiopia’s annual rate of economic
growth, which averaged 10.3 percent over 2005/06-2015/16 (compared with the re-
gional average of 5.4 percent). Following the victory of the Prosperity Party in the
2018-19 election, privatisation in Ethiopia was once more sparked by both pushing
and pulling factors. Ideological tendencies to support the private sectors on the one
hand and internal financial strain and the need to produce foreign money on the other,
are both seen as motivating factors for the resurrection of privatisation. It is a result
of the chosen economic policy and a solution to domestic economic problems. The
World Bank and International Monetary Fund may have exerted significant external
pressure on the country to liberalise the economy, particularly for foreign investment,
and this pressure may be centered on domestic political and economic issues. The
privatisation argument is ongoing, and countries alternate between privatising their
businesses and keeping them publicly owned.

The other prominent issue is the sequencing of privatisation. Sequencing re-
lates to the existence and quality of the economic and political institutions on which
privatisation depends. It is logical and the prerequisite that a country should first
build market institutions that would reinforce the benefit of privatisation and reim-
burse the challenges well. Privatisation has been used in Ethiopia as a mechanism
for implementing economic reform, which began as a change from a mandate to a
market economy. The precise actions taken were spurred on by pressure from out-
side sources in addition to the necessity for restructuring brought on by the shift in
policy and the current situation on the ground. Ethiopia was not an exception, and
the reform programme it initiated included a variety of macroeconomic and struc-
tural measures that were implemented in three phases, the last of which included,
among other things, a notable shift in the line between the involvement of the public
and private sectors in the economy.

9. Conclusions

Since 1990, Ethiopia has undergone significant economic reforms, including
the privatisation of government-owned manufacturing enterprises. This shift from
state-owned to privately-owned manufacturing enterprises was part of the country’s
broader economic liberalisation policies aimed at attracting foreign investment, pro-
moting competition, and fostering economic growth. The process of privatisation in
Ethiopia began in the early 1990s when the government initiated a series of structur-
al adjustment programmes in collaboration with international financial institutions
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such as the World Bank and the International Monetary Fund. These programmes
aimed to address the country’s economic challenges, including fiscal imbalances,
low productivity, and inefficient state-owned enterprises. As part of these reforms,
the Ethiopian government started divesting its ownership in various manufactur-
ing industries. This involved selling shares or assets of state-owned enterprises to
private investors, both domestic and foreign. The sectors targeted for privatisation
included textiles, agro-processing, cement, metal and engineering, and other manu-
facturing industries.

The privatisation of manufacturing enterprises in Ethiopia has led to several
positive outcomes. Firstly, it has attracted foreign direct investment (FDI) into the
country, bringing in innovative technologies, capital, and expertise. This has helped
modernise and upgrade the manufacturing sector, making it more competitive glob-
ally. Secondly, privatisation has stimulated competition within the industry, leading
to increased efficiency and productivity. Private owners have a stronger incentive to
improve performance and profitability, which has resulted in better quality products
and services. Furthermore, the transfer of ownership has reduced the burden on pub-
lic finances. State-owned enterprises were often a drain on public resources due to
inefficiencies and financial mismanagement. Privatisation has allowed the govern-
ment to focus on its core functions and allocate resources more effectively. However,
the process of privatisation in Ethiopia has not been without challenges. The lack
of a well-developed capital market and limited domestic investor base has made it
heavily reliant on foreign investors. This has raised concerns about the potential loss
of national assets and control over strategic industries.

Additionally, there have been concerns about job losses and social implica-
tions resulting from privatisation. The transition from a state-controlled economy
to a market-oriented one has led to layoffs and restructuring in some sectors. The
government has recognised these challenges and implemented measures to miti-
gate their impact, such as providing support for affected workers and promoting
labour-intensive industries. Privatisation undertaken through exhaustive legal and
policy adjustments was made at various times. Institutional development was vital
for the successful privatisation process, and the government’s commitments were
tested. Institutional development is not a one-time incidence, and it requires both
private and public integration and mutual understanding. The other paradox in the
Ethiopian privatisation process is the privatisation modalities. Lucidity and well-pre-
pared privatisation modalities were important in adopting one of the approaches in
consideration of the nature and characteristics of the enterprises. Irrespective of the
limitation on modalities and the lack of clarity on privatisation policies in Ethiopia,
foreign direct investment and the participation of domestic firms in the international
market show positive progress.
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10. Policy implications

The privatisation process in Ethiopia at any cost needs synchronisation with
the implementing agency and advisory council to continue a long-term public-pri-
vate partnership. The government needs to take care of privatising the most sensitive
enterprises, which make significant social contributions to the society. Bearing in
mind that government privatisation involves large public enterprises, the mode of
privatisation must be carefully selected, having the relevant factors in mind such
as, public interest, the objective of the endeavour, and the absence of capital mar-
kets. The government should adopt clear and measurable criteria to select SOEs for
privatisation. There are numerous performance indicators such as contribution to
employment growth and productivity, but financial viability is often considered the
most relevant selection criterion. In conclusion, since 1990, Ethiopia has undergone
a significant transformation in its manufacturing sector, transitioning from govern-
ment-owned enterprises to privately-owned ones through a process of privatisation.
This shift has attracted foreign investment, stimulated competition, and improved
efficiency in the manufacturing industry. However, challenges remain, and the gov-
ernment continues to address them to ensure a balanced and inclusive transition.

11. Limitations of the study

The findings of this systematic review are connected with limitations. First,
the review only focuses on limited research which comprises about 50 publications.
As a result, research conclusions may be skewed, which restricts the applicability of
the findings. These study constraints do, however, provide future opportunities for
the investigation and study of the topic in a context which is vast and related to differ-
ent countries. Secondly, the scope of this research was restricted to Ethiopia, which
has undergone privatisation since 1991. Thus, the conclusion and recommendation
of the study will be applicable only to firms privatised since 1991 in the study area.
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