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pastc parall)

Area 1,184,000 sq.km. (twice the size of France)

of which: 1/5 arable land

Population : 15 to 20 millions (1956)

Exchange Rate ¢ The par rate for the United States dollar is 2,48
Ethiopian dollars per US dollar

Budget : 1955/56 1956/57(est) (million US dollars)
Expenditure 52.2 53.6
Revenue 46,0 48,3
Deficit =642 =5.3
Money Supply @ (millions of Ethiopian dollars)
1956 1957 1958 1959 Jan. 1560
Currency 134.0 U5 139.3 145.9 155.9
Demand dﬁpOSitS 35.8 h2-9 h]o} hlns 42-9
| Total 167.8 187.4 186.6 187.9 198.8
Pricest 1956 1957 1958
Cost of living Index (1953 = 100) 112 117 133
International Trades (millions of Ethiopian dollars)
1956 1957 1958 1959(2)
Exports 150.6 192,0 151,7 53.6
Imports 157.1 178.4 197.1 52.9
Balance 6.5 +13.6 45,4 +0.7

Gold and Forcign Exchange Holdinga: (million US dollars = End of Period)

1956 1957 1958 1959 Jan, 1950

G’Old l'.2 ‘+.2 1‘-.2 5.7 3.7
Foreign Exchange 53.6 60.0 52,0 47.3 50.6
Tota-l 57'8 6!"!2 56.2 51-:0 5!4'02

- (miliioa US dollars

Govermment Debts Dec, 1955 Dec, 1
External _l2. ;;};2
Tctal 37- N/A

TJ Yin togpin, including Eritf-ea,

(_ 2) Period Jaauary - Junse, -3- NATQ COTFIDENTI AL
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ETHIOPIA AND THE SINO-SOVIET OFFFNSIVE

I, INTRODUCTION

1. The Sino-Sovict bloc has been showing incrcasing in-
t.rcst in Lithiopia. Though thc sharc of forcign trade with the
bloe is sBtill relatively unimportant, the volumc of tradc is
incrcasing rapidly. (At the samc time, the Sinc-Soviet bloe
Nad beun active in extending crcdit facilitics to Ethiopia.

2. A tradc agreement wes concludced with Ceucecchoslovakia
in October 1956, followed by anothcr agrecacnt in December 195¢,
which covered economic, tcchnical and cultural rclations. The
cconomic part of this agrcomcnt includcs a $10 million credit
for a 10-year pcriod. In the past, Czechoslovakia has provided
hospital cquipment to a valu. of some ¢2 million. £ Czcch
scicntific mission is also undertaking gcological surveys in
wthiopia. Moru cxteneive gecological rescereh will be conductcd
Ly kussien specislists in the couth westorn rogion of Ethiopia,

De Thc USSR has becn purchasing coffee(l), hidcs and skins
from &thiopisa in c¢xchange for wheat and othour products., On the
occacion of Haile Sclassie’s visit to Moscow in June, 1999, the
U55R grantcd o long-tcrm low-intcrcst loan to Lthiopia amounting
tc 400 million roubles (8100 million). This loaen was to be used
to finance development projecte in the field of agriculturc,
trancport, industry and trade, In November, 1959 an agrcement
betweecn Ethiopia and the USSR was concluded providing for an
cxpansion of tradc between the two countries and for thce usec of
Sovict crcdits, Soviet cexports will include machincry, tractors,
motor cars, electrical and phameccutical goods; Ethiopia will
cxport coffee, hides and skins, oils3cds and fish products in
cxchange for paurt of its imports from the USSR, A Sovict dele-
gation visited Ethiopia in January 1960, to ncgotiate the imnple-
mcntation of the $100 million crcdit. It was apparcntly proposed
to use part of this credit to construct an oil rcfinery at Assab
on the Red Sea. Also while Hailc Selassic was in Moscow a

(1) The Soviet bloc has becn showing an increasing willingncss
to teke surplus of coffcc on the world markct in exchange
for capital goods. The intcrnational coffce agrecment of Octgber
1559, between 3% eorfeec producing and coffce consuming countrics,
tttempted to solve the problem of the world coffec surplus by
fixing export quotas. In fact, world stocks arc cstimath at
35 million bags (a ycar’s procuction). Brazii, thc world’s
largest coffeec producer, has already concluded Harter agrecmcnts
with Poland, East Gurmany and Czccheoslovakia and more ?eccntly
with the USSR, These agrcciacntc, &8 wcll as uthcrs_wh1ch may
be concluded in the futurc with other coffcc producing counfrics.
micht well affcet Ltaiopia’s shure in the world coffeo markct.,

-5=- NATO CONFIDLNTIAL
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technical school was off.rcd as a gift to Ethiopia. The school,
whicn is to be locatcd at Bahr Der, will have a capacity of

about 1,000 studcnts and will provide technical training for the
tcxtile and other local industries, It is expcctcd that the cost
%111 reach some 11 million roubles ($2.8 million). Construction
of this school has alrcady bcgun, using Soviet matcrisls and
tcchniciens, and is cxpcectcd to be complcted within two ycars,

In kay 1960 a Sovict industrial exhibition opened in the Ethiopian
capital.

L. The precsent effort of the Sino-SJoviet bloc in Ethiopia
is to be compared with that of the West in the past. Total
ticetern assistance to Lthiopia, both bilateral and multilateral,
probably reached about $140 million between 1950 and 1959 (sce
Annex V). Up until June 1958, Ethiopia had drawn $17.3 million
of a total sum of $27 million granted by the. United States in the
period 1952-1958, On the other hand, the averwhelming proportion
of Zthiopia’s foreign trade is still with Italy, the United Kingdom
and other countries of $he Free World.

II. THis STRUCTURE OF TH. ..THIOPIAN ECONOMY

5. Ethiopia’s economy is predominantly agricultural and
pastorgl in character, Rich soil and sufficicnt rainfall offcr
favourable conditions for the production of various ficld crops
(two crops annually). Large arrcas of natural pasture land
provide extcnsive grazing opportunities. Agricultural and live-
stock products constitute about 80 of the country’s total output.
The main agricultural commoditics are cereals, oilsceds, cotton,
sugar cang, tca and coifce, the last being the most important
cash and cxport crop., A United Nations study of 1951 concluded
that ithiopia has ths most unuscd arable land in all the lMiddle
Last and Lfrica, The improvoement and cxtension of the transport
systui &are nccessary for a better utilisation of the physical
resources of the country., Through its decp watcr parts in Eritreca
the country has dircct access to the sca.

6. The populstion is small in rclation to thec land avail-
able for cultivation, Thcre are no large farms but small family
subsistence holdings with an average of 3 hectarers of cultivated
land. The country is sclf-sufficient in food and it is bclieved
that it can easily satisfy thc rcquircments of a growing popula-
ticn at a level wcll above the present low living standard,

7. As to minerals, gold, salt and materials for ccmcnt are
the only minerals exploited commercially, Other resources such as
mineral deposits of iron, marble, mica, platinum, coal, coppcr,
sulphur and water power arc being explored slowly. Drilling for
oil was carried on for somec 10 years but no oil was diecoveycd.
Prospecting concessions have been granted to some foreign firms.

NiTO CONFIDENTIAL -6-
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8. There are a number of rclatively small plants in
Lthiopia e¢ngaged in the rcfinery of sugar and the production of
ccment, bricks,becr, canncd meet, scap and & number of othor
consumer gorods., These manufucturing industrigs, however, only

account for about 2,. of total output,

9. The National Incormc is cxpected to incrcasc as follows:

(¥illion US dollars)

S 1961 :

Scector 1957 (planncd) % increase
igriculture ané forcstry 537.6 596,0 11
.-ining(1) 1.2 1.6 33
Ilcnufacturing industrics 12,4 22.8 bl
Tleetricity 1.2 2.4 100
Handicrafta 25.2 28.4 13
Constructicn 6.8 10,8 59
Transportation 28.8 Lo. 4 LO
Trade L5.2 58.0 28
Other scrvices 62.8 71.2 13

TOTAL 721.2 833.6 16%

I1I, THE PCOSITION OF COFFEE

10. Despite long-term projccts for a more diversificd
production pattern, coffece rcmains Ethiopia’s principal cconomie
assct. On the basis of the two-yecar coffce production cycle, the
cxtension of the coffe cultivation has becn continuing whilc the
irprovement of the transportction system has becen reducing freight
ratcs. As compared with world production, Lthiopia’s coffce pro-
duction was as follows:

Development of Coffee Froduction
(in thousand tons)

1951 1953 1954 1955 1956 1957 1958
world 2,330 2,480 2,490 <,86C 3,500 3,251 3,513
sthiopia 35 LO L6 S5l 52 L8 58

(1) Recent golé discoveries in Ethiopia, which already have
incressed the production from §200,000 annually to
2,000,000, havc not bcen taken inte account in the Naticunal
Income forccast,
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11. Ethiopia is a ccmparative newcomer on the world market,
possessing a considerable alivantage over Latin America and over
most of her African competitors because of low production cost.
Ethiopia has expanded production greatly since 1950, thc level
of production in 1958 bcing about LO% above that of 1650, In the
same pcriod, Ethiopia’s share in total world production rosc
from 1% to 2% and her sharc in the African output increased from
6.5% to 10%, Since the foreign exchange earnings from coffec
sales represent nearly two-thirds of total export carnings,
fluctuations in world coffee prices have a strong impact on the
balance of trade and on thc budgctary pcsition of the country.
Thus the fall in world coffee prices has mcant a loss of nearly
$14 million in export carnings, Fluctuastions of coffec priccs
are indicated bclow: "

Coffec Frice Fluctuations
(Annual average in US $ per 100 1b)

1949 1950 1951 1952 1255 1954 1958 1950

Wholesale
price(1) 27.&? 50.91 54L.30 54,12 58,46 78.30 U4l.50 33,50

12, The economic decvelorment of Ethiopia depends primarily
on coffee exports. Changcs since 1950 may be secn below:

Coffee Exports

Average
mzmmmwmmé

Value .

(million US §) 7.4 13,1 4o.4 LO.,1 36.3 L9.5 33.9

Volume

(1553 = 100) - L3 100 72 96 115 91
of total

fxporta 31 46 59 62 56 6L 55

13. The Ethiopian Government is developing a programme for
the improvement of the quality of coffee by better methods of

cleaning and grading. New roads, under constructiion, wil en
up areag withglargogpotentialitiés. It 15 felt thal by } 98?
coffee produstion will have risen by same 30% above the level

prevailing in 1957.

(1) sSantos L4 coffce on New York market.

NA"N_CONFIDENTIAL -8-
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IV, FOREIGN TRADE

14, The reecnt declince in coffec exports has advcrsely
uff'ceted the overall lcevel of cxports, as may be sccn from the
following table:

(Million US dollars)
1956 1957 1958 1959 (Jan,—Jnnc!

Exports 60,6 77.3 61.1 21,6
Imports 63.2 71.8 79.4 21.3

The greater part of foreign trade is conducted with

'such countries of the Free Vicrld as Italy, thc United Kingdom,

India and Japan, Trade with the Sino-Soviet Blcc, while growing,
still only represents somec 2 to 3% of total trade (seec Anncx
Table III for details).

15, Foreign exchange rcserves have been falling becausc
of a decline in the price and volume of coffece cxports and in-
crcasing imports of consuner goods since 1958, In vicw of the
general worsening of the foreign exchange situation the Ethiopian
State Bank had to introduce restrictive meaeures in Scptember
1959, 8ince the end of last yzar, however, thcre have bcen some
gigns of an improvcment in thc foreign exchange situation,

16. A mission from thc International Bank for Reconstruction
end Development, which visitcd Ethiopia in April 1957, felt, how-
cver, that a balaince of paymcnts deficit of moderatc magnitude
should rot give risc to major problems over the next scveral
vecars. ‘The decline in _xports has undoubtcdly bLcen causing a
decercasc in custome ruvenucs, the .rain source of the government’s
revcnue uted for developmental invecetments, Tn the period of
cxcepitionally high cofiee onrices additional rcvcnue had resulted
from the application of a eliding scale tax on coffee exports(1),
thus irercasing thc govornment’s cash balances. In the present
period of declining priccs of coffee this sliding scale tax doecs
not apply.

V. THE FIVE-YEAR DEVELOEILNT PLAN (1957-1961)

17. A five-year devclopment plan has becn drawn up(2) which
calls for a growth in output of 3.8% per ennum ovcr the pecriod

(1) %he coffee export tax consists of a fixed tax rate of.$80 per
ton and £ slicing scale tax which bcromes operative wicn the
price of Santoa L4 coffee reaches 55 cents per pound in the
New York market,

(2) This plan was establishcd with the assistance of Yugoslav
economists. According to a repcri made by the IBRD this
plan shows little evidcnce of Marxist doctrinc.

-9~ NATO CCMiiDUNTIAL
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1957 to 1961, This would reprcscent a morc rapid increasc than
during the previous scvcn ycars, whcn thce netional income rosc
on an annual avcrage by 2, to 2,5%. 3incc the population is
vXxpceeted to risc by somc 1.5Y. per annum, per capita income should
rise appreciably., In fact it is assumed that pcr capita income
will risc by somc 16%. between 1557 and 1961, permitting a shift
from consumption to invcstment. Thus the sharc of invcstment
in thc national incomec should risc during this period from 5,.L4%
to 7.6% while the sharc of consumption should fall from 90.9%
to 88.4%. Particular cmphasis is placed under the developmcnt
plan on transportation and communications, investment in this
scctor is planncd to account for 35.65. total ‘investments, thec
share of agriculturc bcing 27%, of industry 8.5° and of clectric
power 6.4, &n incrcasc of some 30x in coffcc cxports should
ullow to contribute to a markcd risc in total cxports during
thc period of the plan, Imports, on the othir hand, are also
cxpceted to risc appreciably, espccislly of capital and semi-
Tinished goods. Howicver, sinec it is fclt that forcign exchange
requirements will not be ablec to be fully met in thc short-run
from export proceeds, thc plan rccommcnds that a policy be
adopted which will attract foreign capital on a largcr scale,

18, Total investments under this plan arc calculatcd to
reach $255 million, some two-thirds of which is expected to come
from domestic sources, as may be scen below:

Financing of Five-Year Plan

Domestic Sources (¥1llion US dollars)
Budget appropriation 58
Bank loans 17
Private investment 24
Public cnterprises L
Rural investment (in kind) 56
Budget deficit 15

Forcign Sources

Foreign loaneg 57
Foreign aid

Private investucnt 20
Reparations L

255

19. The Government is considering or alrcady implementing
& numbcr of the devclopment projects; including thc . expan-
sion of the highway systcm and teleccommunications, the @odcr-
nisstion of the issab port, construction of transportation and
storagc facilities, hydro-elcctric power projects (Koka Dam),

N.TO CONFIDENTIAL -10-
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thc improvcment of airficlds, improvcments in the quality of
coffee production and dcvclopment of food-processing industrics,
~hcther Ethiopia will be able to meet the goals of the duvelop-
ment plan is, however, still uncertain. Considerablec difficulty
may well be expericnccd sccuring the domcstic resources forecast.
£8 alrcady indicated, thc fall in coffee exports has advcrscly
affccted the tax yields. This hes already caused some budget
cxpenditures to be curtailed, such as for construction. In addi-
tion the Government has becn reducing part of the public debt held
by the State Bank. Forcign eid will also plan a rdle in the

~development plan; sone of this zid will come from the Sino-

Soviet Bloec.
VI. CURRENT ECONQitIC DIFSICULTI!'S

20, 48 the result of the fell in coffee prices in thce world
markst, thc feoreign cxchange situation has bcen worsening., This
led the State Bank to introduce restrictive measures on the im-~
.ot of consumcr and capital goods in Scptember 1959. At the
scoc time, commercial ercdite in the domestic sector werc tightcned
up in vicw of inflationary pricc developmcnts., The declinc in
forcign trade led to & dcercase in Customs revenucs, thus slowing
down the Government’s contribution to development investments,
The future development of the Lthiopian economy will continue
to depend on the world coffec situation., Studies undertaken by
thic FAC and the International Coffce Study Group are not too
optimistic about the world coffcc market develcpment. The recent
trade agreement between the USSR and Brazil, under which the
USSR is reported to have agrecd to take some 360,000 bags of
Brazilian coffee in 1960, indicates the extent to which the
Sino-8oviet Bloc is preparcd to intervcne on the world coffe

market.

-11-~ NATO CONFIDENTIAL




DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

II.

III.
IV,

-13- N/.TO CON: IDENTI/L
YAl Y3 -

to
£C/127=P/55(Revised)

T/BLES

CONPOSITION OF .XTERNAL TRADE

DEVELOP “NT O IRINCITAL ETHIOPIAN
EXPORTS AIlD ILPORTS

DIRFCTICN OF TXT: KNAL TRLDE
ETHIOrIA AND THE v ORLD COFFLE FRODUCTION
ffORLIGN LOANS AND GRANTS ACCORDED TO ETHIOPIA
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(% of imports and exports)

Tuares 54 | 1955 | 1957 | 1958
Tmports
Cotton textiles 48 25 21 26 .19
Salt 6 - - - -
Sugar 5 4 3 0.3 1
Motor vehicles 3 9 9 8 9
Rubber products 3 3 3 b >
Petroleum products 5 9 9 11 10
Metal and metal
manufacturing 5 7 10 9 9
Machinery 2 6 7 9 16
Other 23 37 38 33.7 33
Total 100 100 100 100 120
Exports
Coffee 25 62 56 64 55
Oilseeds 12 7 11 9 8
Hicdes and skins 22 10 10 8 n
Cereals 32 . 7 6 5 5
mern\::tand frozen ) 2 ) 1 2
Salt - - - 0.2 0.3
Other 9 12 15 12.8 10.7
+ Total 100 100 100 100 100

-15-
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TABLE _IT

DEVELOPMENT OF PRINCIPAL ETHIOFIAN EXFORTS AND IMFORTS

(million Ethiopian dollars)

1959
1951 | 1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 |, 727

EXTORTS 116.8 [106.5 |169.4 |160.3 [162.2 |150.6 |192.0 |151.7 53.6

Coffee 62.7 | 50.3 [100.3 | 99.5 | 90.2 | 80.1 {123.0 | 84.1 30.7

Hides & Skins | 30.8 | 146 | 18.4 | 16.1 | 15.0 | 15.9 { 15.2 | 15.4 59

Cereals 8.8 | 19.0 { 17.7 | 11.1 | 9.7 8.1 ] 10.7 6.9 3.6

Oilseeds 8.9 | a6 | 15.8 | 11.3 | 18.2 | 17.8 | 17.9 | 11.7 3.4

IMFORTS 104.6 [115.2 {137.9 |160.1 [168.0 {157.1 |178.4 {197.1 52.9
Scurce: International Monetary Fund, International Financial Statistics

Vol. XIII, No.4 (April 1960) pp.112-113.

NATO CONFIDENTIAL
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(Million US dollars)

EXPORTS L:FORTS
56 | w57 | 1958 | 1956 | 1957 | 1958
TOTAL 63.1 80.4 64l 63,2 71.8 77.9
of which:
US & CANADA 16.7 2iely 27.2 6.9 8.0 12,1
W. EUROPE 18.1 25.9 15.6 29.1 31.5 35.7
of which:
Ttaly 10.3 13.8 6.2 9.8 9.6 11.9
UK 2.6 2.9 2.5 6.0 7.0 8.2
Netlerlands 1.1 2.0 1.4 2.0 2.1 1.9
France 1.4 1.6 1.0 2.5 1.9 2,0
Norway 0.3 0.6 0.9 0.3 0.3 0.3
Benelux 03 1.8 0.5 1.8 1.8 1.9
W. Germany 0.8 1.5 1.4 5.2 6.5 7.6
E._EUROFPE 0.2 1.8 1.8 1.8 1.5 1.9
of which:
USSR 002 0.} 002 001 002 -
Bulg&ria - - - 0.2 0.1 0.1
Hungary - - - 0.1 C.1 -
POland - - - - 0.1 -
Yugoslavia - 1.4 1.4 0.4 0.2 0.6
MIDDLE EAST 24.6 31.8 15.5 8.9 11.2 11.1
of which:
Aden (tranc) 11.7 16.5 5.7 1.7 1.5 1.0
Lgypt 1.0 0.9 0.8 2.8 2.1 0.2
Israel 1.4 1.6 1,5 0.2 0.3 0.2
Saudi Arabia 3.9 4.1 2.9 2.2 3.5 4.6
Sudan 0.8 0.8 0.9 1.3 2.4 2.1
Fr, Somaliland 5.3 6.8 2.7 0.3 O« 0.1
ASIA 0.7 1.3 1.1 16.6 19.2 1644
of which:
India - - - Sel 9.2 6.7
Japan 0.6 0.4 Ouk 6.0 8.5 8.3 4

Sonree;
ATIR NS

No.8 (New York,

United Nations, Direction of Intsrnational Trade,

7859) pp. 194105

-17-
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TABLE IV

ETHIOPTIA AND VORTD COFEE FRODUCTION

(Thousand bags)(1)

1956/57 | 1957/58 | 1958/59 | 1959/60(est.)
SOUTH AMERICA 26,190 | 34,495 | 39,130 43,670

of which:

Brazil 18,000 25,000 30,000 34,000
ASIA 2,625 2,429 2,369 2,437
AFRICA 8,825 9,345 10,058 10,596

of which:

Ethiopia 865 950 900 900

Fr- W. Afr’ic& 1'9}5 1’885 2’5% z’m

Angola 1,350 1,285 1,350 1,400
(1) 1 bag = 66 kg.

NATO CONFIDENTIAL =1~
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TABLE V
FORFIGN LOANS AND GRANTS ACCORDED TO ETIIOPIA, 1950 - 1959
1 A Multilatorel
Source Year Purpose or Amount
Grant (million dollars)

IBRD 1950 |Highway expansion loan 5.0
IERD 1951 |Communication system loan 1.5
IBRD 1957 |Highway construction loan 15.0
IBRD 1959 |Telecommunications loan 2.9
UNTA 1954/57 | Development grant 1.7
UNICEF 1954/57 |Welfare grant 0.3

Total multilateral 26,4

B. Bilateral
Ex~Im Bank (US)| 1956 |[Civil aviation loan 24.0
United States |1952/58 |Economic assistance. grant 27.0(1)
(Up to June 195
$17.3 million was drawn)

West Germany 1959 |Development assistance loan 20,0
Yugosliavia - Assab port moderrisation }loan 5.2

Total bilateral 76.2

Total multilateral and bilateral loans and grants 102,62/

(1) Emperor Haile Selassie is reported to have stated in January, 1950 that
economic and military assistance from the United States totallied more
than $107 million in the last seven yvears.

(2) This total dozs not include the following:

b

e2) private investments or credits e_stj’matc .
Itzlian reparations payments of $16 miil:on (used for the

construction of the Koka Dam);
(¢) a reparted lcan of $19.3 million fram Yugoslavia

.t $15 million;

NATQ CONFIDENTIAL
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