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Abstract

Contemporary economic theory sees the manufactimihgstry as a strategic tool for strengtheninglrurban
linkages and for bringing overall economic develept and poverty eradication. This is due to the
interdependence of the rural and urban economidsveloping countries. However, the Ethiopian medand
large scale manufacturing industry does not apgmebe on the right track in their relationship e &agricultural
sector as required by the Agricultural Developmértl Industrialization [ADLI] policy. Most Ethiopian
manufacturing establishments are known for theghhilependence on imported raw materials and far the
operating below capacity. Past studies failed #&ize the potential benefits of creating productiokages by
reinforcing rural-urban links across the countrigeTobjective of this paper is to evaluate the ciapa€ medium
and large scale manufacturing industries (MLSMts¥drge rural-urban relationships that will ass®tvards
achieving the goals of ADLI. The methodology forttmg the paper together is by drawing results fribva
ongoing doctoral researchy the author. That study is based on a mixed dagaoach using both quantitative
and qualitative methods and with a questionnairgesuas the main data collection tool. The resegrastion
addressed in this paper is what role can mediumlamgg scale manufacturing industries play to sftieen
rural-urban economic linkages? There is every measdelieve that manufacturing industries havecdgeacity

to expand their demand for local agricultural ravatenial. Rural areas, on the other hand, have amallgq
dependable appetite for agro-allied products sueh fextilizers, pesticides, and farming machinery.
Unfortunately, the paper finds from the study thathigh as 52.7 percent of existing industriehénfour case-
study areas are wholly or partially dependant opdrted raw materials and that only 9.9 percent appe
involved in the production and supply of agricudtiinputs. Strangely, however, as much as 44.6epéf the
study’s respondents chose the main reason hinddéirikgges as the unavailability of preferred anghark
quality raw materials in the local market. The pgaigestructured into five sections; the introduntiditerature
review, methodology, findings and conclusion (inmmating some suggested recommendation).

Key Words: rural-urban, forward/backward integration, intggdedence, export-quality raw material, agro-
allied manufacturing,

INTRODUCTION

Enhancing agricultural productivity can contribugeeatly to strengthening rural-urban linkages by
providing raw materials for industry as well asatieg new markets for manufactured consumer goods.
Industrial development such as agro-based indsst@n equally play a greater role in the linkageugh
agricultural input provision and agricultural praduwitilization. African countries can exploit thetpntial
complementarities between agriculture and indugtrgugh a judicious use of policies to promote aually-
beneficial relationship between them (UNIDO, 20}1:3

However, most development policies in developingntoes tend to focus on the differences between
‘rural’ and ‘urban’ rather than on the potentiahguementarities that exist and are waiting to bespged. This
indicates gaps in policy planning and integratidreve, for instance, urban planners appear to ctratermore
on the urban area with little or no attention t@atucomplementarities to the city. Similarly, rurabional
development planners tend to also ignore urbarecent

In Ethiopia, the Agricultural Development Led Inthiization (ADLI) policy of 1993 is the Federal
Government’s main growth strategy to realize italg@.ulit et al., 2010:2). The objective of ADLI i®
strengthen the linkages between agriculture andsimg by increasing the productivity of farmerspmoting

! Factors affecting the performance of Medium andgeaBcale Manufacturing Industries in Ethiopia: Casedy of selected
cities in Ethiopiaby the Author
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private commercial farms, and by reconstructing rtienufacturing sector to utilize the anticipatedréase in

agricultural output. Industry-Agriculture linkage the key to the success of Ethiopia’s industrion drive as

envisioned by ADLI (GRIPS Development Forum, 2039: The major objective of the industrial developine
strategy is to increase the benefits earned froom@uic integration towards improving the living rediard of

the people.

There are several studies undertaken concerninghémaeifacturing industry and rural-urban linkages in
Ethiopia; the Quarterly Manufacturing Industry Bwess Survey (QMIBS) undertaken by Central Statics
Agency (CSA,2009), the Fostering New DevelopmerthWays: Harnessing Rural-urban Linkages to Reduce
Poverty and Improve Environment in the Highland€tfiopia (Gete, et al., 2007), Economic Develophien
Africa Report(2011) and many others. Findings of thlese studies indicate the underperformance of
manufacturing industries (MIs) in terms of conttiba to the GDP, the poor productive and exporniegs
characteristics of Mls, and the importance of gitbaning rural-urban linkages to reduce poverty iamgrove
the environment. The studies did not investigagestiatus and strength of medium and large scalefaenring
industries and the critical importance of the riley can play to reinforce the rural-urban linkshe country.
This study intends to fill this gap.

Statement of the Problem

There is little evidence that Ethiopian industrige aware of the immense opportunities that exidt a
can be realized under a truly structured and pemifay rural-urban economic atmosphere. The corelenob
addressed in this paper is the failure of the Fiaio medium and large scale manufacturing industry
deliberately encourage a forward-and-backward prtidir-marketing linkage between agriculture and
manufacturing such as to strengthen the rural-uibterdependent economy. It is generally expected t
enhancing the sector holistically can manifestlpand economic development and drastically cut pgver
through job creation.

Objective

The objective of this paper is to examine the oflenedium and large scale manufacturing industries
strengthen rural-urban production linkages in tbetext of dependence on locally-sourced agricultesiav
material and, conversely, the role of these inéestn providing agricultural inputs and domesticairoduced
manufactured goods.

Significance

In the Growth Transformational Plan (GTP), it isoposed that creating conditions for industry,
especially agro-processing industries, to play wrede in the economy is of critical importance fsronomic
development and poverty eradication through a gtheming of rural-urban linkages. In this contdkt paper
explores the role of the Ethiopian medium and lasgale manufacturing industries in creating forwardl
backward linkages, considers factors hindering lthikages between industry and agriculture, and ssigg
measures to come out of the present situation. §ba of addressing such an important socio-ecooomi
challenge underscores the significance of the paper

Scope of the Paper

The paper follows the same locations of the maidyshamely, Addis Ababa (Akaki-Kaliti sub-city),
Dire Dawa, Hawassa, and Kombolcha. These citiesagorthe major industrial zones of Ethiopia witte th
largest being in the Akaki-Kaliti sub-city, whiclisa represents the central industrial parts of GaoRegional
State.

LITERATURE REVIEW

The Concept of Rural-Urban Linkage

The positive links between the urban location amel surrounding countryside was first noticed by
J.H,Von Thunen. In 1826, he undertook an earlysitas analysis of the spatial allocation of ecoromi
activities. Using a model of agricultural land u$e, showed how market processes determine landnuse
different geographical locations and, more spealific how land use is a function of transport cdetsnarkets
and the farmer’s land rent. His model generatecceoinic rings of agricultural activity around a trah city,
with dairy and intensive farming closest to the cibllowed by timber and firewood in the seconttig, grain
production in the third, and finally, ranching aingestock activities in the fourth circle. Clearlythan demand
is a key driver of spatial allocation of economatidties already in this basic model of marginaturns to
assets and labor (Joachim Von Braun, 2007). Thiglié@® that the livelihoods of the urban and rural
communities are interdependent to each other. &tsdime time the spatial allocation of land usecohemic
activities are also determined on the strong boaddg@conomic production linkages.

The need for approaches to poverty reduction tbaercboth urban and rural areas has also gained
urgency in the face of increasing disparities ia lévels of income, economic opportunities anddgtality of
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life between these areas. Poverty reduction inl amd urban areas requires an integrated approhithwon the
one hand, provides rural population with accessutbban opportunities for rural population, and urban
employment opportunities for rural population. ®@e bther hand, it is necessary to modify urbarctires such
as jobs and good markets, and service provisiondatidery to accommodate the specific needs ofrtimal
population (United Nations, 2005). In other worthgre is a need for strengthening rural-urban hjelsain a
number of areas, particularly economic linkagesrketa employment) and physical linkages (infradiive,
transport, communication). It should also be nateat linkages will be increasingly important in opand
globalizing economies. The starting point of thiesgthening will be a planning approach that cevanall
towns and surrounding rural areas. Rural-urbanatjels take many different forms; In general, “runddan
linkages” refers to the flow of people (migrati@mammunity), capital (public and private), and go¢iade and
in kind of family support) between rural and urtzaras. It is important to add to these three ecanfiaws the
flow of ideas, innovation and information (Northdraland Statistics and Research Agency, 2005:2).

The role of manufacturing industries in bringingeoall economic development and poverty eradication
through strengthening rural-urban linkages develpmapproach is increasingly becoming the accepted
approach (Okpala, 2003:1-5). According to Kapur2l206:2) industrialization has several advantagesthe
ones most relevant to a rural-urban economy areethizat relate to the diversification from expatieotation
towards manufacturing to reduce risks and vulnditatbdo commaodity terms of trade and associated osreal
income; and the forward and backward linkages betvwedustry and agriculture. The extent to whidfustrial
development effectively decreases poverty and ial@gudepends on the pattern of industrializatibrustries
which employ a high proportion of unskilled workensd/or use domestic inputs and, particularly, cadiral
products as raw materials can have positive effatimcomes of the poor (ECA, 2011: 2-3).

The practice of industries outsourcing activitiessariated with the acquisition of agricultural raw
material to business functionaries in the rural samity instead of providing it internally adds teetgrowth of
the rural economy. For instance, the transportaaifproduct to the factory gate can be easily pevéd by
small private individuals or enterprises in theegivural community at lower operating cost to threnofacturer
(Aminul 1. and Farid A., 2008).

Conceptual Framework

The conceptual framework diagram illustrates thetually-benefitting relationship between the
medium and large scale manufacturing industries agritulture in a typical rural-urban scenario. the
linkages between the agriculture and manufactusiegtor become strong, productivity could be enharine
both sectors through strengthening rural- urbamewtc linkages.

RESEARCH METHODOLOGY

This paper issues from an ongoing doctoral resebycthe author. The study has conducted both
primary and secondary data surveys as well as gsiofieal and focused group interviews and considerab
information gathered there from provide the fouratatfor this paper. The paper uses selected vasatn
systematically address the basic research questtm: dependant variable is strengthening ruralturba
production linkages or strengthening the linkagetsvben the industry and agricultural sector econdimkages
and the independent variables are forward and baakvwproduction linkages and the level and type of
outsourcing secondary activities.
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Figure 1 Conceptual Frame Work of the Study
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FINDINGS

The paper finds that the four study areas contamesof the prominent medium and large scale
industries in Ethiopia. The study survey indicatesownership structure of industries in the countith 70.3%
of the firms being are privately owned by Ethiogah2.2% being privately owned by foreigners, wHilg% is
owned by government.
Chart 1: Structure of
Ownership
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In terms of the classification of products the gtémlind that a greater number (50.1%) of the indesst
are agro-based and produce items such as tex@btber, food and beverage. This shows that forgimgral-
urban agro-based industrial linkage will have atgechance of succeeding.

Chart 2. Industrial Classifications by Product
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A CSA (2012) report on large and medium scale rfaoturing industries indicates that 45.7% of
medium and large scale manufacturing industriegtbiopia are agro-based industrial groups whichehav
direct connection in creating production linkageishwthe agricultural sector. Another CSA (2013) adpon
manufacturing suggests that a majority of the dmrsed industries are highly dependent on imporsed r
materials.
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Table 1 Sources of raw materials for manufactuiinlyistries in the case study cities

Valid Frequency % Valid Percent Cumulative %
Imported 26 35.1 35.1 35.1
Local 35 47.3 47.3 82.4
Both imported & local 13 17.6 17.6 100.0
Total 74 100.0 100.0

Source: Sample Survey of the Ongoing Research Study

As specified in the table above 52.7% of the medamd large manufacturing industries are fully or
partially dependant on imported raw materials. Fibwis data it is possible to conclude that majodfythe
manufacturing industries are dependent on imporéed materials. This implies that more than 50% tof t
manufacturing industries are not creating backwantiuction linkages by using local agricultural gwots as
raw materials, thus confirming the CSA report.

Table 2 Kinds of local raw materials used by medamd large scale Mis

Valid Frequency % Valid Percent Cumulative %
Not used local product 20 27.0 27.0 27.0
Farm crops(cereals, oil seeds, 30 405 205 676

coffee Cotton)

Fruits and vegetables 3 4.1 4.1 71.6
Animal skin and hides 5 6.8 6.8 78.4
Industrial Product 10 135 13.5 91.9
Mining 1 1.4 1.4 93.2
Forest 3 4.1 4.1 97.3
Others 2 2.7 2.7 100.0

Source: Sample survey of the Ongoing ResearchyStud

The study further found (see Table 2 above) thamnash as 40.5% of manufacturing industries are
using agricultural products such as wheat, maizd,cash crops such as coffee, cotton and oil s&8% use
animal products such as goats, sheep and cattBs dse fruit and vegetable products. Other potiestiarces of
agro-based industrial such as dairy, horticultur@ meat packing are not well exploited.

Chart 3. Sources of Industrial Raw Material in 8tady Cities
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The chart above is a comparative display of thatike sizes of imported raw material usage by
industries in the four study areas. While Addis Béddeads the country in importation, it is gratiyito note the
positive trends, though in much smaller proportjoosthe other cities - namely Dire Dawa, Hawased a
Kombolcha.

Table 3 Forward production linkages created byntledium and large scale Mis.

Valid Frequency % Valid Percent Cumulative %

Not supplying 26 86.7 86.7 667
agricultural input : . .

Agricultural tools

and metal 1 3.3 3.3 90.0
products

Irigation 1 33 33 93.3
equipments

Pesticides 1 3.3 3.3 96.7
Others 1 3.3 3.3 100.0
Total 30 100.0 100.0

Source: Sample survey of the Ongoing ResearchyStud

The study also found as shown in the table aboakdhly 9.9 percent of the industry are engaged in
supplying agricultural inputs implying that the med and large scale manufacturing industries aesently
not significant to the agricultural sector. It als®ans that the agricultural sector is highly deleemn on the
imported inputs. A study by Altenburg (2010:17) phe figure of intermediate inputs demanded bycadftire
produced by the domestic manufacturing industryaary 5 percent also implying that the role of Bffian
medium and large scale manufacturing industri@ssignificant in strengthening rural-urban linkages

Despite the poor report, it does appear that tleeeegradual improvement on the horizon. The chart
below is proof that backward linkages are growimgeispect of textiles, coffee processing, oil sek@dgher and
leather products, and food products, while fabeidainetal products, plastic products, soaps andgiates are
strongly leading the way to creating forward linkag
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Chart 4 Production Linkages by classification afustries
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A very significant support function of rural-urbdinkage is outsourcing. Unfortunately, the table 4
below shows that 54 percent of medium and largkeseaanufacturing industries are not outsourciregsdary

activities.

Table 4 Production linkages through outsourcingemfondary activities

Valid Frequency % Valid Percent Cumulative %
No outsourcing at all 40 54.1 54.1 54.1
For Small and Micro Enterprises 7 9.5 9.5 63.5
FOI.’ Agricultural Cooperatives and 5 27 27 66.2
Unions
For private Enterprises 20 27.0 27.0 93.2
For SMEs and Agricultural Unions 1 1.4 1.4 94.6
For SMEs and Private Enterprises 1 1.4 1.4 95.9
For Agr_|cultural Unions and Private 1 14 14 973
Enterprises
Fo_r, SMEs, Agr_lcultural Unions and 2 27 57 100.0
Private Enterprises
Total 74 100.0 100.0

Source: Sample survey of the Ongoing ResearchyStud

Finally, the paper finds that the main reason rasiiade for the non-use of local raw materials byréno
industries is the non-availability of specified ftyaraw material in the local market. In the studearly 45
percent of respondents confirmed this situation civhivas further made definite by the First Quarter
Manufacturing Business Survey (2013) of the Cer8tatistical Agency of Ethiopia.
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CONCLUSIONSAND RECOMMENDATIONS

The paper sets out to assess the capacity of mealuhiarge scale manufacturing industries to forge
beneficial linkages between rural agrarian systamd urban industrial systems to bring about in@eas
economic production and, thereby, reduce povettys generally believed that the Ethiopian economly
benefit greatly once the rural economy is effedyiiinked to the urban to create an efficient tfensand
exchange system of support for agricultural proslast raw material for industrial production. Cosedy, an
expanding agricultural sector will impose profialllemands on manufacturers of a range of prodeeided for
farming and general rural use.

The greatest concern, therefore, is why manufagjundustries in the country have not mustered the
will and determination to encourage, by delibematdon, the growth of a virile forward and backwamduct
exchange market to strengthen rural-urban linka@esther concern raised in the paper deals withcHpacity
of medium and large scale manufacturing industidesutsource secondary activities to rural-basddrprises
as additional effort to strengthen rural-urban digks. Clearly, it can be concluded that Ethiopiauliom and
large scale manufacturing industries are not ptaynsignificant the role expected of them under Alid |
initiative to contribute to the development of theonomy and alleviate poverty by strengtheningl+umaan
linkages. However, it must not also be overlookeat bne of the major reasons hindering the induisom
integrating backwards in their production chaithis unavailability of quality raw materials in tloeal market.

The paper sees a concerted re-awakening of polakers, farmers, industry, urban and rural managers
and planners, and the investment community to tivaliable potentials of a sustainable harmony betwe
manufacturing and agricultural under a strengthemeal-urban economic linkage as quickest solutmnural,
if not urban, poverty eradication. The followingedrereby suggested as recommendations:

« Enhance agricultural productivity and improve the material quality of agricultural products suh a
coffee, cotton, cereals, oil seeds, animal skirkrades.

» Introduce export quality meat processing

» Introduce export quality dairy farming and procegsi

« Expand the utilization of local farm products aw namaterials for factory processing such as wheat to
flour

» Encourage industry to outsource secondary actvitteough the tax code as well as motivating
relationships between local agricultural unions enhlistry

* Implement import substitution privileges for agraskd manufacturing industries

* Improve transparency in the agro-based food predudustries which are mainly patronized by WFP
and a few NGOs

e In future industrial clustering the location of agrased industries should be based on the resource
potentials of localities.

e Provision of infrastructure within the industriabree as well as expanding into the hinterland to
strengthen the rural-urban linkages.
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