I. ETHIOPIA
Time Zone: GMT + 3

Currency Unit:  Birr 

Located in eastern part of Africa, Ethiopia has been a gateway to the continent for the Middle East, European and Asian Countries since time immemorial. The country is a home for diversified nations and nationalities with a population estimated to be over 75 million at present. The multiethnic composition of Ethiopians, their diverse cultural, religious and social traditions has become an asset for the country for tourist attraction. Ethiopia is thus known by many foreigners as a cultural museum. 

With the land area of 1.14 million sq. kms, Ethiopia is the largest country in the sub region of the continent next to the Republic of the Sudan. The land is gifted with spectacular features of natural contrast that ranges from massive highlands of mountain peaks to the lowland plains, and to the lowest depression on earth in some cites like Dallol in the Afar Regional State.

Addis Ababa, the Capital City is a seat of African Union (AU), United Nations Economic Commission for Africa (UNECA) and other international and regional organizations representative offices. Since the establishment of the Organization of African Unity in May 1963, the City has been serving as a meeting center for Africans, and each year it hosts a number of AU sessions and other regional and international conferences and meetings. With its more than 4 million inhabitants at present, the capital is also progressing as a commercial hub in the sub-region.

In the political spectrum, the undergoing change and democratization process brought greater political stability, which on its turn is contributory to socio-economic development of the country on sustainable basis. 

In economic fields, agriculture is the mainstay of the country's economy.  Currently, it contributes 47 percent to the GDP 60 percent to the export and employs about 80 percent of labor force.  Industrial manufacturing and service sectors, on the other hand, constitute about 13 percent 40 percent of the GDP respectively.

The country is endowed with huge natural resources.  Out of the total 113 million heaters land areas, about 56 percent is suitable for cultivation.   Nearly 15-16 percent of this is currently under cultivation. Water is the most abundant resource.  A dozen of large rivers, including Blue Nile, underground water, seasonal rainfalls and comfortable weather conditions (average 10 - 200 Celsius) created suitable ground for the cultivation of various crops. 

Livestock is another major agricultural resource the country is known for.  Ethiopia ranks first in Africa in livestock population.  All these resource bases made agriculture the mainstay of the economy.

With the launching of the new economic policy and a series reform  programme in 1992, the participation of private sectors in the economy has steadily increased, and the economy is liberalized and gradually turned to the trend of growth from its stagnant or negative trend under the previous regime.  The new economic policy and development strategy follows Agricultural Development-Led Industrialization in which agriculture in its current potential in terms of land and labor is seen as an ultimate resource basis to earn material and financial capacity for the development of the industrial sector. 

II. Ethiopia’s Relation With Turkey

The relation between the two countries goes back as far as the 16th century. It was, however, after centuries, that this relation was developed to permanent and diplomatic level as Ethiopia made close contact with the Sultan of Ottoman, through Turkish Consulate 1912, in Harar, a city in the eastern region of the country. The relation continued to advance and in 1926 Turkey opened Embassy in Addis Ababa and in 1933, Ethiopia also opened Embassy in Ankara. Leaders of the two countries exchanged visit; Emperor Haile Silassie visited Tukey in 1967 and 1971 and President Cevelet Sunan visited Ethiopia in December 1969 in the periods followed, the relation, however, could not further advance due to the influence of the changing political circumstances in Ethiopia. The then Ethiopian government hence closed its Embassy in Ankara in 1975. 

After the demise of the Marxist regime in 1991, Ethiopia adopted new foreign relation policy, which focuses on mutual interests and gives more space to expanding the country's external relation. Along this policy environment both sides have been working closely to strengthening bilateral relations, and to this end they established Joint Economic Commission in Izmir in September 1993.  To enforce the Joint Commission; Economic, Trade and Technical Cooperation agreement was signed in March 2000. Agreements on Investment Protection and Promotion, Avoidance of Double Taxation and in other various sectors were also signed on economic and social fields under the umbrella agreement in the periods followed. Ethiopia also reopened its Embassy in Ankara in 2006.

Today Ethiopia and Turkey enjoy excellent relations bonded by mutual economic and social interests of their respective countries and people.  High-level government officials of both countries also immensely contributed to furthering the relations through exchange of visits and closely working towards promoting the spirit of cooperation.  The official visit of Mr. Recep Tayyip Erdoğan, Prime Minister of Turkey to Ethiopia in January 2005, and Prime Minister Meles Zenawi's visit on return to Turkey in 2007 are distinictive measures taken by the government officials of the two countries.  Turkey also has opened Turkish International Cooperation Agency's (TIKA) branch office in Addis Ababa in 2006 as its first program of cooperation office in Africa, the action which simbolize the growing bilateral relation between the two countries. 

The commitments made at governmental level and cooperation agreements achieved along this line lied legal basis for the apparent close ties among the enterprneurs of both countries.  Many Turkish investors are currently undertaking studies for investment venture in Ethiopia, some have already entered into investment in textiles, agriculture, agro-processing, construction and other sectors.  

Trade relation is also growing at an encouraging rate.  Total trade exchange volume which was $ 81 million in 2004 has increased to $176 million in 2007; no doubt it will surpass $ 200 million for 2008. 
III.  Investment Policy and Resource Endowment 

Soon after adopting free market economic policy, the government enacted a liberal investment code, and Ethiopian Investment Commission, now renamed as Agency was established to direct the implementation of the country's investment policy.  The policy is dedicated to inducing private investment, both local and foreign; and to this end there have been continuous amendments in the investment code since its enactment in 1992.  In that sense, the policy is not far from being competent compared to other countries.

The other worthy quality to be mentioned is that the policy gives prime attention to attracting foreign direct investment to the country.  A slight difference is thus made between foreigners and Ethiopian nationals in accommodating investors.

Ethiopia offers a wide range of investment opportunities in the areas of agriculture, agro-processing, manufacturing, construction and other service rendering sectors.

Manufacturing

    Textile Industry
While textile being the largest manufacturing industry in the country, it is still open for investors either to invest on existing textile plants through privatization or directly invest on new establishments.  Historically, textile industry in Ethiopia began in 1939 with the establishment of the first garment factory. The progress made in expanding and advancing textile manufacturing is however far from satisfactory in the view of its seventy years operation in the field. There are, at present, five textile public enterprises mostly producing garments (work-wear) for local market and numerous private factories producing clothes and garments for domestic and foreign markets. Both public and private owned textile factories are found at low level stage of development with small production capacity and the products comprising spinning, weaving, and processing. With regard to its contribution to the economy, about $12.6 million was earned from textile export in 2007.
   The overall picture reveals that much work is to be done to develop the sector and enhance its contribution to the country’s economy. Textile industry has thus become one of the top priority areas where the government is relentlessly endeavoring to expand and encourage its development. The government’s plan along this line is to earn $ 500 million from textile and clothing export by 2011. To achieve this target the government envisaged to attract 190 enterprises that can inject an investment capital of $ 1.6 billion to the sector.  The structure of the industries requires installment of 48 threading units, 31 grey textile production, 22 knitted sectors, 53 woven, 31 garment units and 6 finished textile establishments. 

Investment on textile industries in Ethiopia is indeed an attractive business when the noted government plan is seen in alignment with the resource basis of the country. The existence of skilled and semi-skilled labor at low wages, the availability of other factors of production at low cost, huge area of land for cotton cultivation and the boundless market opportunities (as explained below) made Ethiopia an ideal place for textiles as well as other industrial manufacturing.
Currently, cotton cultivation, both large and small scale farms cover 90 thousands hectares of land. The country is ideal for cotton plantation. A study undertaken by the Ministry of Agriculture and Rural Development indicated that the land area favorable for cotton cultivation is estimated to be over 2.57 million hectares; cotton can be grown on large scale-farms through irrigation along large rivers such as Awash, Omo-Gibe,Wabishebelle, Baro-Akobo, Blue Nile and Tekeze basins. It is also grown throughout Ethiopia below the elevation of 1,400 meters.  The potential for local cotton production creates conducive economic environment to developing integrated cotton textile fabrics.  

Looking broadly into the textile and clothing sector in Turkey, we can realize that the country has long experience which goes back to the production of hand-loom textile materials in remote antiquity. Until the middle of the 18th century, Turkey continued as producer and exporter of cotton clothes and yarn to Europe with other leading countries in the business in the Middle East.
Textile factories were first used in the Middle East in 1830s and in the early of the 20th century Turkey had developed several textile establishments. In the 1980s, Turkey’s clothing industries saw an accelerated transitory period of major advancement in the production and export as well. With the shift of textile production from the US and the Western Europe in 1991, Turkey emerged as major supplier together with China, Hong Kong, India and Bangladesh in Asia. According to the study report by the EU for the candidate states (January, 2005), textile and clothing industries account for 10 % of the country’s GDP, 21% of industrial production and 37% of the total manufacturing export earnings. Its textiles and apparel trade presently ranks 10th and 4th or 2.8% and 4% of the world trade respectively in 2002. In value terms, production of textiles and clothing recorded $19.5 billion in 2006.
There are more than 11,000 clothing manufacturing, production being concentrated in Marmara and Aegean regions and products for export in Istanbul, Bursa,Tekirdag, Corlu, Izmir and Gaziantep provinces. Turkey has thus become the biggest producer of both textiles and garments in the Euro-Mediterranean Zone, the largest supplier of textiles to the EU next to China. What provided the ground for the remarkable progress of textile and clothing industries are the country’s broad domestic raw material basis, (the 6th largest cotton growing country in the world),well-trained work force, high skills and innovation capacity for making fashions and designs and strategic geographic location to reach out the European, Eastern and Central Asian and North African markets easily. In addition, as Turkey’s textile sector moved to the production of high quality and value added finished products, a number of foreign big companies began to outsource and set up offices in the country to buy directly from textile production companies for their worldwide trade networks (GAP, JC, Penney, Nike, etc...). Also behind the strength of textiles and clothing industries are the existence of large home companies engaged in the sector. Of the top 500 Turkish companies, 104 are in textile (2004).
In the past 20 years, this industrial sector has been upgraded from low quality status to the high quality value-added manufacturing with the production characteristics of integrated textile and apparel operation. This enabled Turkey to be included in the category of integrated high capacity operation countries such as China, India, Mexico and Egypt. Production types are cotton yarn, combed cotton, open-ended cotton yarn, synthetic fibers, i.e., acrylic, polyester, polyamide, polypropylene and viscose.
As could be grasped from the accounts stated regarding textile industries, there exists ideally a converging business interest between Turkish investors and Ethiopia’s plan to attract foreign investment to the sector. As noted earlier, Ethiopia owns young and underdeveloped textile industries together with potentially rich resource basis. Turkish textile and clothing industrialists with their rich experiences, technical, technological and financial capabilities can look into Ethiopia as alternative investment destination for their expansion and advancement of business venture in the future. In other words Ethiopia offers all necessary bases for investment in the textile sector.
· Leather and leather products- this also another attractive area for investors given the country’s untapped resource base.  Ethiopia supplies 16 - 18 million pieces of hides and skins per annum for local tanneries.  Just as in textile field, investors can either open new leather industries or look for firms under privatization scheme to enter into the sector.  

· Agro-Industry

Agro-industrial processing- processing and production of crude and refined edible oil, processing and preserving of fruits and vegetables, processing and preserving of meat, dairy processing, production and processing of poultry, processing feed stocks for bio-diesel (jatropha, palm oil, castor oil), feed stocks for ethanol (sugar cane, sugar beet, potatoes, corn etc...), processing and preserving of fish and fish products and others.  Ethiopia is also endowed with commercial forestry which includes the production and marketing of gum, incense and timber.  Timber production can also be integrated to the development of forest-based industries. Drug and pharmaceutical, food and beverage, chemicals and chemical products, paper and pager products production of building materials, production of cement are also widely possible. 
Agriculture
In agricultural sector, the abundant water and land resource together with excellent climate condition offers unbounded choice for investors to engage in the production of varieties of crops and cash crops.  To give specific examples:

· Food crops- wheat, sorghum, barely, millet, maize, rice etc...

· Pulses- Horse beans, haricot beans, soybeans, peas, chickpeas, lentils, fenugreek, peanuts, etc...

· Oilseeds- Sesame, Niger seed, linseed, castor seed, pumpkin seed, rage seed, mustard seed and sunflower.

· Cash Crops- Cash crop cultivation such as large scale commercial coffee and tea production, tobacco plantation, sugar cane plantation and sugar production, spices (Kararmia, Cordoman, Long pepper all endemic), Ginger, Cumin, chili, Anis is also another lucrative area for investors.

· Horticulture- cultivation of fruits and vegetables such as citrus (orange, lemon, grapefruits), mango, banana, papaya, avocado, potatoes, cabbages, cauliflower, eggplant, tomato, cucumbers, pepper, onion, garlic, water melon, carrots, beetroots, green beans, etc... are also promising fields of investment given excellent climate, fertile soil and wide domestic and external markets for the products.

· Floriculture- is a newly developed sector, it has witnessed a remarkable growth and expansion within short period of time due to the ideal agro-climatic condition of the land and the resultant quality of the product.  Many foreign investors from the Netherlands, Germany, Israel, India, etc are engaged in the sector. 

· Livestock- The country ranks first in Africa and is among the top ten countries in the world in the livestock population.  There are approximately 44 million heads of cattle, 25 million sheep, 23 million goats, 2.3, million camels, and 42 million poultry.  This resource base can also be used as raw material source for the development of tannery, leather industries and other related manufacturing. 

Ethiopia's wide bio-diversity and forestry offers great opportunity for keeping bees.  The country is therefore largest honey producer in Africa and the fourth largest beeswax producer in the world. There are over 10 million bee colonies. about 800 hundred honey source plants and the annual production of honey and beeswax is estimated at 24,700 tons and 3,200 tons respectively. 

Investor are lucky enough to choose their areas of interest form the explained fields, either in cultivation and production of cash crops, horticulture, or in agro-processing. 

Mining

Ethiopia is endowed with vast mineral resources that can be exploited for the development of agricultural and industrial sectors.  The government's policy now is to pursue the exploration and production of these minerals so as to substitute mineral products imported to be used in manufacturing industries.  Mineral deposits include industrial minerals such as brick clay, diatomite, feldspar, gemstones, granite, gypsum and anhydrite, bentonite, graphite, kaolin, salt, marble pumice, quartz, sand scoria industrial minerals essential for fertilizer production such as potash, sulfur, apatite, limestone, coal and gypsum, phosphate and soda ash.  Other precious metals like gold, silver, tantalite, metallic minerals such as tantalum, iron ore, steel, lignite, manganese, nickel, platinum are also widely available. 

Mining sector therefore offers additional extended opportunity for investment companies to engage not only in the production of minerals but also for establishments of various industries.  Investment on the production of construction materials, granite, sheet glass marble, cement manufacturing, paper and pulp industries, fertilizer industries, production of various chemicals are all rewarding business opportunities in Ethiopia.

Energy 

Investment opportunity is also high in the energy sector, in areas such as the generation of electricity.  There exists a huge potential for the generation of hydroelectric power, an estimated 45,000 MW of which less than 1000 MW or about 2% is put into use at present.

The distribution system is via Interconnected System (ICS) and self contained system to a certain extent.  Almost all the ICS is provided by seven hydroelectric power plants.  The electric energy is supplied by 380/220 volts and 50 Hz Ac at low level.  The high voltage transmission facilities are 230 kv, 132 kv, 66 kv and 45 kv while the medium ones are 33 kv and 15 kv.

The Federal Government has liberated the energy sector allowing foreign investors to participate in generating electricity by erecting hydroelectric power plants.  The only restriction is, however, on the transmission and distribution of electric energy through the Integrated National Grid System, which is reserved for the government.  Thus foreign investor can generate hydropower in bulk and enter power purchase agreement with Ethiopian Electric Power Corporation for transmission and distribution.  

Other sources of energy such as natural gas and petroleum are available in various location.  A number of foreign companies re currently engaged in exploration activities. 

Construction

Construction has immensely been expanding in the country following developmental activities undergoing in all sectors of the economy.  Any competent foreign construction company leveled grade 1 can take part in various construction activities such as road construction, buildings, water drillings, hydro-electric power generation, construction of dams, etc as contractor. Rental of construction machinery and real estate development are other related areas for investors to take part.

Privatization

Investors also have opportunities for investment in state owned enterprises to be privatized in different modalities. Enterprises for privatization comprise food processing factories, leather industries, garment factories, breweries and beverage industries, textile factories, chemical industries, hotels, construction firms and others.

Investment opportunities in Ethiopia cannot be exhausted within the scope of this brochure.  There are vast opportunities in areas like energy, hotel and tourism, health, education and other social sectors.  In general choices for investment are not constrained by the limitation of resource endowment. 

IV.  Investment Regulations and Incentives 

Capital Requirements Foe Foreign Investors

· A foreign investor investing on his/her own is required to invest (except on consultancy service and publishing) not less than USD 100,000 in cash and/or in kind as an initial investment capital to start business.

· USD 60 ,000 in cash and/or in kind per project if the investment is made in partnership with domestic investors

· USD 50,000 in cash and/or in kind per project in areas of engineering, architecture, accounting and audit services, project studies or business management, consultancy services or publishing.

· USD 25, 000 in cash and /or in kind for Foreign investors in partnership with domestic investor/s in areas of engineering, architecture, accounting, auditing, project studies, business management, consultancy services or publishing.

· A minimum capital is not required for foreign investor who export at least 75% of his/her output or reinvest his/her profit or dividend. 

Government Reserved Areas

· Transmission and supply of electrical energy through the integrated national grid system. 

· Postal services with the exception of courier services.

· Air transport services using aircraft with seating capacity of more than 20 passengers. 

Areas Reserved Exclusively for Ethiopian Nationals  

· Broadcasting services.

· Banking, insurance, micro-credit and saving services.

· Forwarding and shipping agency services.

· Air transport services using aircraft with a seating capacity of up to 20 passengers.  

Other areas reserved for domestic investors include retail and wholesale trade, import trade (excluding LPG, bitumen up on approval of the Councils of Ministers), export trade of products not produced by investors, constructions below grade 1, hotels below star-designated motels, restaurants, coffee shops, bars, night clubs (excluding international specialized) and other various small business and services. 

Investment in Joint venture with the government 

· Manufacturing of weapons and ammunitions. 

· Telecommunication services 

Investment Incentives 

The following are the main incentives under use:-

· 100% exemption from payment of import customs and other taxes levied on imports for importing all investment capital goods;

· Spare parts worth up to 15% of the value of the investment capital good, provided the goods are not produced locally in quality, quantity and fair price; 

· Exemption of custom duties and other taxes levied on imports for imports of raw materials necessary for production of export goods (if raw material is not locally available in comparable conditions);

· Exemption from the sales and excise taxes on all export commodities;

· Export incentive schemes like Duty Draw-back scheme, Voucher Scheme and Bonded Manufacturing Warehouse Scheme;

· Exemption from payment of any export tax on products destined for export;

· Loss carry forward for half of the tax holiday period and

· Income tax holidays of :

5-6 years for manufacturing or agro-processing activities which export at least 50% of products.

5-6 years if investor supplies at least 75% of his products as an input for the production of export items. 

7-8 years if investment project is evaluated under a special circumstance by the Board of Investment.

2-3 years if investor export less than 50% its product, but 5 - 6 years the product is considered by the Board of Investment (BOI) as a special one.  The longer holidays are for investments in the underdeveloped regions. 

Government policy also encourages more those invest in the production of exportable by favoring them through incentives schemes and allocating loan funds which such investors can borrow up to 70% their investment capital upon request. 

Factor Cost

· Land - land is public property in Ethiopia and available for investment on lease basis both in urban and rural areas.  Lease right over land can be transferred, mortgage or subleased together with the facilities on it.  Period of lease can be 15 - 99 years depending on the type of investment projects. 

Land lease costs vary from region to region, in cities and major urban centers, the lease price per square meter is higher than in small towns and villages.  In rural areas the cost of land is again lower than in cities and towns.  In rural land lease price or rental cost is about Br. 50.50 ($5.1) per hectare per year in regional state on average.  Lease holder is required to pay 5 percent of the total lease payment in advance and the remaining amount is paid yearly by distributing it evenly for the leasehold period.

· Electricity - The price of electricity varies according to the different categories of users.  The following are current tariffs for general category blocks in general.  

· Low Voltage Time-of-Day Industry: 

       Equivalent flat rate…………..… Br 0.5778 ($0.058
) per KWh

· High Voltage Time-of-Day Industrial 15kv:  

       Equivalent flat rate  ……………. Br 0.4086 ($0.041) per KWh

· High Voltage Time-of-Day Industrial 132kv:  

       Equivalent flat rate……………. Br 0.3805 ($0.038) per KWh

· Water 

· Domestic Customers (Residential)

· 0-7 m3………………….... Br 1.75 ($0.18) per m3
· 7-20 m3……….……….… Br 3.15 ($0.319) per m3
· above 20 m3  ……………. Br 3.80 ($0.385) per m3
· Non-Domestic Customers
(Manufacturing Industries                                                                         & others) …………………........... Br 3.80 ($0.385) per m3
Taxation

· Excise tax 10-100%

· Custom duties 0 - 35%

· Corporate income Tax 30%

· Income tax from employment 0 - 35%

· VAT 15%

· Dividend tax 10%

· Turnover Tax 2 and 10%

· Royalty tax 5%

· Withholding tax 2%

Investment Guarantees

Guarantees provided to foreign investors allow them remittance of:-  

· Profit and dividends accruing from an investment;

· Principal and interest payments on external loans;

· Payments related to technology transfers or management agreements;

· Proceeds from the sale or liquidation of an enterprise; 

· Proceeds from the sale or transfer of shares or of partial ownership of an enterprise to a domestic investor;

· Compensation paid to a foreign investor;

· Salaries and other payments accruing to expatriates

out of Ethiopia in convertible currencies at the prevailing exchange rate on the date of remittance.

In addition, investment proclamation also provides guarantee against expropriation and nationalization of private property unless it is for public interest and in accordance with the requirements of the law.  Upon expropriation, the proclamation guarantees adequate compensation for the property by determining the amount at the prevailing market value.

Ethiopia is also a signatory to the World Bank affiliated Multilateral Investment Guarantee Agency (MIGA) which gives guarantee against non-commercial risks to investment in signatory country.  Ethiopia has also signed the International Convention on Settlement of Investment Disputes between States (ICSID) - the World Bank Treaty.  Bilateral investment promotion and protection are also signed with a number of countries including Turkey.

Requirements to Obtain Investment Permit

 Submission of an application form signed by the investor/agent with the following documents:

· A copy of his power of attorney where the  application is signed by the  an agent;

· A copy of the pages of a valid passport that shows the identity of investor and two passport size photographs;

· Where the investment is to be made by a newly established business organization, copies of Memorandum of Association and Articles of Association  and copies of the pages of valid passports of each shareholder, if any; 

· Where the investment is to be made by a branch of a foreign business organization in Ethiopia, copies of Memorandum of Association and Articles of Association or a similar document of the parent company.

       Principal Registration of Business Organization Wishing

                         To open a Branch in Ethiopia

· An application form by an agent of  business organization;
· A copy of  document that justifies the legal personality of the organization;
· Minutes of the parent company’s authorized body for the establishment of  a branch company in Ethiopia and authenticated  by the public notary, or a letter written by the person in case of sole business;
· A copy of  the power of attorney of the permanent representative of the company to Ethiopia;
· A copy of Memorandum of Association or similar documents of the parent company.
Investment Environment 

Healthy business environment plays crucial role in attracting investment.  In Ethiopia:- 

· One-stop-shop of investment licensing procedure;

· The existence of wide  market opportunities; 

· Supply of cheap skilled, semi-skilled and unskilled labor; 

· Stable political environment;

· Macro- economic stability and liberalization of the economy;

· An encouraging economic growth trend in recent years (10% on average for 2003-2007);

· Low level of crime and corruption;

· Government’s commitment to promoting investments and

· Excellent climate conditions and fertile soils are the major indicators for the prevalence of favorable investment environment. 
Market Opportunity 
Market opportunity is another encouraging factor for investments in manufacturing industries, agriculture, agro-processing and other sectors especially for export products.  Both local and foreign markets can be encouraging destination for textiles, textile garments.  Locally a growing huge population creates significant market.  Externally Ethiopia is given various preferential treatments for its exportable by Developed Countries on bilateral basis and also through multilateral treaties like the African Growth and Opportunity Act (AGOA), Generalized System of Preferences (GSP), AGOA/GSP and Every Thing But Arms (EBA).  The country is also member to COMESA (Common Market for Eastern and Southern Africa).  The regional block has 20 member countries with population of 380 million.  It offers vast market opportunity for Ethiopia by avoiding tariff and non-tariff barriers with objective of promoting trade exchange among member states. 

� (1 USD = Birr 9.86) October 2008





PAGE  
2

