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Abstract 
We use census panel data on Ethiopian manufacturing firms to analyze the connections between 
enterprise agglomeration, firm-level output prices and physical productivity. We find a negative 
and statistically significant relationship between the agglomeration of firms that produce a given 
product in a given location and the price of that product in the location. We further find a positive 
and statistically significant relationship between the agglomeration of firms that produce a given 
product in a location and the physical productivity of firms in the same location producing that 
product. These results are consistent with the notion that agglomeration generates higher 
competitive pressure and positive externalities. The net effect of agglomeration of own-product 
firms on firmlevel revenues is close to zero, suggesting that firms do not have strong incentives 
to agglomerate endogenously. Across firms that produce different products, we find no 
statistically significant relationship between agglomeration and firm-level output prices and 
productivity. 
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Figure 1: The Geographical Distribution of Firms 2005/6 

Note: The green filled circles indicate locations in which at least one firm was located in 2005/6.               
The size of the circles indicates the number of firms located in that town (see graph legend). 

Source: Number of firms in each town is calculated based on CSA plant level data (1996-2006) 
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Figure 2: Firm and Employment Trends, 1996-2006  

Source: Own calculation based on CSA plant level data (1996-2006) 
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Table 1: Summary Statistics

Mean Std. Dev.

log Value-added per employee 9.35 1.34

log Employment 3.77 1.39

log Capital stock per employee 9.65 1.94

log Energy expenditures per employee 6.61 1.55

log Raw material expenditures per employee 9.61 1.47

Number of firms in the same town and sector producing the same product as 
firm i, at time (NSAMEPROD) 

9.41 12.57

Number of firms in the same town and sector as firm i not producing the same 
product as firm i, at time t (NDIFPRODSAMESEC)

25.24 35.64

Number of firms in the same town as firm i that belong to a different sector than 
i, at time t (NDIFSEC)

216.46 201.16

Share of new entrants in own town and sector, at time t 0.17 0.21

Share of exporters in own town and sector, at time t 0.06 0.20

log Total employment in own town and same sector, at time t 8.49 2.80

log Total employment in own town and different sector, at time t 8.20 3.06

Observations 4858

Firms 1341

Note: Financial variables are expressed in constant 1994/95 Ethiopian Birr. The exchange rate to the USD in 
January 1995 was 5.53. 

Source: Own calculation based on CSA plant level data (1996-2006) 
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Table 5: Tests for Agglomeration Effects across Towns

Dependent variable: log price Dependent variable: TFP
(1) (2) (3) (4)

NSAMEPROD / 100 -0.768*** -0.761*** 0.935** 0.946**
(0.236) (0.236) (0.394) (0.395)

NDIFPRODSAMESEC / 100 -0.0466 -0.0496 0.0464 0.0420
(0.132) (0.132) (0.223) (0.222)

NDIFSEC / 100 0.0111 0.0126 -0.0241 -0.0219
(0.0363) (0.0363) (0.0542) (0.0544)

TFP -0.220*** -0.221***
(0.0204) (0.0204)

Number of firms in nearest neighboring -0.0991* 0.186*
town /100 (0.0513) (0.100)
Number of firms in nearest neighboring 1.239 2.158
town producing the same product /100 (1.811) (2.027)
Number of firms in nearest neighboring -0.113** 0.166*
town producing different product /100 (0.0539) (0.100)

Observations 14161 14161 14161 14161
Firms 1176 1176 1176 1176
Note: All regressions include year dummies, town dummies, product dummies and controls for firm fixed 
effects. Standard errors are clustered at the level of the firm. Significance at the 10, 5 and 1 percent level is 
indicated by *, ** and ***, respectively.
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Table 6: Tests for Heterogeneous Agglomeration Effects Depending on the Share of New 
Entrants and Exporters in Own Town and Sector 

(1) (2) (3) (4)
log price TFP log price TFP

NSAMEPROD / 100 -0.386 0.327 -0.810*** 1.066***
(0.309) (0.547) (0.253) (0.391)

NDIFPRODSAMESEC / 100 0.0821 0.0234 0.0894 0.109
(0.152) (0.224) (0.161) (0.236)

NDIFSEC / 100 -0.0383 0.000831 0.0145 -0.0141
(0.0357) (0.0555) (0.0366) (0.0555)

TFP -0.220*** -0.221***
(0.0202) (0.0205)

Share of new entrants in own sector -0.00283 -0.142
and town (0.0454) (0.0885)
Share of new entrants in own sector -2.094* 2.968**
and town x NSAMEPROD / 100 (1.084) (1.485)
Share of new entrants in own sector -0.891** 0.313
and town x NDIFPRODSAMESEC / 
100

(0.371) (0.505)

Share of new entrants in own sector 0.253*** -0.113
and town x NDIFSEC / 100 (0.0543) (0.0863)
Share of exporters in own sector -0.0467 0.254**
and town (0.110) (0.122)
Share of exporters in own sector 3.384 -7.256
and town x NSAMEPROD / 100 (4.705) (6.189)
Share of exporters in own sector -4.162 -2.396
and town x NDIFPRODSAMESEC / 
100

(2.773) (2.849)

Share of exporters in own sector 0.0327 -0.0977
and town x NDIFSEC / 100 (0.0878) (0.0913)

Observations 14161 14161 14161 14161
Firms 1176 1176 1176 1176
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