Chapter 10.  Ethiopia: The Growth and Transformation Plan
10-1. A poor country with strong resolve
Ethiopia is one of the poorest countries in the world with the per capita income of US$330 in 2009 (World Bank Atlas method). Recently it has also been one of the world’s fastest growing economies with the average growth rate of 11.0% in the five-year plan period of 2005/06-2009/10. Historically, Ethiopia is host to one of the oldest civilizations of the world and, with the population of over 80 million, it is the second most populous country in Sub-Saharan Africa after Nigeria.
Ethiopia has long struggled with a series of hardships including famines and hunger, suppression under a communist regime, civil war and war of separation, and regional instability. However, it is not accurate to describe the country today as a destitute aid-receiver with little hope of development. Ethiopia largely overcame these internal and external difficulties and turned seriously to the task of economic development around 2003. While structural fragilities and the risk of instabilities remain, policy focus is no longer famine relief or controlling insurgents. Ethiopia’s current policy attention is directed to enhancement of productivity and competitiveness by spreading good practices in agriculture, promoting micro and small enterprises, and strengthening eight designated industrial sectors.

Ethiopia is also unique in other ways among low-income countries. The federal government, led by Prime Minister Meles Zenawi for over 20 years, is strong and action-oriented. The country has composed a developmental vision and strategy which are embodied in the concepts of Democratic Developmentalism (DD) and Agricultural Development Led Industrialization (ADLI) with the following characteristics.

First, there is a very strong policy ownership. Despite the fact that Ethiopia is a country heavily dependent on ODA and having only a small traditional export base
, the Ethiopian government has a clear development strategy which is home-made. Unlike many other “donors’ darling” countries, Ethiopia does not allow bilateral donors or international organizations to dictate its policy affairs through aid harmonization, general budget support, loan conditionalities or imposition of “international best practices” from the West. Division of labor among donors is managed by the Ethiopian government, not by donors themselves. ODA and FDI are welcomed only when they align closely with the national development plan. Donors and investors interested in industrial or infrastructure projects are requested to transfer technology, provide training, and increase local procurement as much as possible. WTO accession is being sought, but only on the condition that its membership would leave sufficient policy room for Ethiopia to catch up rapidly as a latecomer country. From the East Asian perspective, these strong attitudes toward development and international cooperation are highly desirable for a latecomer country without which industrial catch-up can hardly be started. Strong policy ownership is a necessary—though not sufficient—condition for sustained economic growth. It may be added that Ethiopia’s strong policy ownership hinges heavily on the governing style and intellectual ability of its top leader, Meles Zenawi. Maintaining strong policy ownership into the future will require institutionalization of good policy practices which make them less dependent on the quality of a top leader.

Second, a strong state is to guide the private sector. The Ethiopian government rejects neo-liberal economic philosophy from Washington and vigorously studies policy methods from East Asian high-performing economies. While the Industrial Development Strategy of 2002 states that it is private firms, not state-owned enterprises, that must be the main engine of production and investment, it also contends that the state must use its power to guide private firms away from rent seeking and toward investment, technology and global competition. The Ethiopian government does not believe that free market, left to its own, will spontaneously raise productivity or learn technology. It also asserts that, if the state’s capability is initially weak, it must be enhanced to fulfill its assigned role in guiding and supervising the market. According to this view, the state should not form an unconditional alliance with “capitalists” who may or may not behave productively. The Ethiopian government wants to maintain arms’ length relation with both local and foreign enterprises by preparing both carrots and sticks for different behaviors.
Third, internalization of skills and technology is top priority. This is of course highly welcome and appropriate for a country determined to catch up economically from a very low level. Ethiopian leaders admit that natural resource-based growth is unsustainable and that knowledge, skills and technology to upgrade agriculture and industry must be the central concern. The requirement of training, technology transfer and maximum local procurement to foreign contractors of industrial and infrastructure projects is similarly motivated. Keen interest in building engineering universities in large number, urgent expansion of the technical and vocational education and training (TVET) system, and proposed institutionalization of kaizen (factory improvement methods developed in Japan) is also manifestations of the same orientation. This policy focus seems to come partly from the proactive attitude of the current administration and partly from the fact that Ethiopia is poorly endowed with natural resources relative to its large population.

Fourth, policy scope expands as policy learning proceeds. Several years ago when Ethiopia began to seriously implement development policies, the government had little practical knowledge or experience of industrial policy formulation and had to start with a simple strategy of giving generous incentives and disproportionate policy attention to a few selected export-oriented sectors including leather and leather products, textile and garment, and agro products (floriculture was later added as the private sector discovered its potential). Donor support in the industrial sector was also concentrated in these sectors. At the same time, Ethiopia learned East Asian policy methods by studying literature, sending young officials to Korea and conducting policy dialogue with Japan, among other means. It also learned from other donors that provided industrial support such as Germany, Italy and UNIDO. By around 2010, the government felt ready to move on to the next phase of policy formulation with the knowledge accumulated in the implementation of previous development plans. The current industrial policy features promotion of import-substituting industries in addition to export-oriented ones, institutionalization of kaizen as a new productivity tool to supplement benchmarking, enhancement of micro and small enterprise promotion, expansion of the TVET system, creation of new industrial zones, and general speeding up of industrialization.
While Ethiopia’s industrial policy is still primitive and its private sector is very weak by the standards of East Asian high-performing economies, emerging correlation between policy learning and policy scope expansion is an encouraging sign that gives hope for further progress. To realize its development vision, the Ethiopian government is trying to absorb and mix any useful ideas and tools from around the world. Nevertheless, it is evident that main policy inspiration comes from the East rather than the West.
10-2. Steps toward development policy formulation
Recognizing that predatory states and rent seeking culture have been the major obstacles to African development, the Ethiopian leaders are determined to build a developmental state—a state that promotes skills, technology and productive investment for all in place of patronage and benefits for a few—and has taken a number of steps for its realization ever since the present government assumed power in 1991.

The Ethiopian attempt to build a developmental state in the current form dates back to the early 1990s when an interim regime of the Ethiopian People’s Revolutionary Democratic Front (EPRDF) was established after ousting the previous socialist dictatorship by military force. The EPRDF was an association of ethnic political groups led by the Tigray People’s Liberation Front (TPLF) which spearheaded the anti-government fight from 1975 onward (Ishihara 2001). With the coming of the interim government in July 1991, Ethiopia abandoned economic planning and adopted a market-oriented economic system. The national economy at that time was on the verge of collapse. The radical shift in policy orientation was necessary because of the failure of the previous socialist government to realize economic growth and improve living standards; the need to secure finance and cooperation from donors and international financial institutions; and pressing economic issues in transition from civil war to peace. This policy shift opened the door for the private sector to play an important role as opposed to the previous hostile environment that kept the private sector and market forces at bay and in a very rudimentary state.
During the transition period from 1991 to 1995, important policies were adopted and incorporated into key policy documents. The policy thrust of the interim government was proclaimed in Economic Policy for the Transitional Period in 1992 which contained a shift toward market orientation, removal of most restrictions on private sector activities, and liberalization and reforms in sectoral, investment, and public enterprise laws. Meanwhile, the interim government retained some features of the previous regime such as the state ownership of land and development centered on agriculture and rural areas. The idea of Agricultural Development Led Industrialization (ADLI) took its concrete shape as an overarching economic strategy between 1992 and 1994. An Economic Development Strategy for Ethiopia in February 1994 highlighted the concept of ADLI and defined its strategic direction. On the political front, the Charter of the Interim Government in July 1991 upheld peace and democracy as guiding principles and introduced federalism based on ethnic autonomy. The Communist Military Junta (Derg) of the previous regime was replaced by a multi-party political system. These changes were incorporated in the new constitution which established the Federal Democratic Republic of Ethiopia in August 1995. Additionally, the first phase of the structural adjustment program of the international financial institutions was also put in place during the transition period.
The motivation behind ADLI was the recognition that Ethiopia was an agrarian society in which the bulk of the population (84 percent in the 2007 census) resided in rural areas earning a livelihood from land. Agriculture had long dominated the economy in terms of output, employment, and export earnings. The government emphasized that structural transformation should be initiated through robust agricultural growth, and that peasants and pastoralists should be the main agents of agricultural transformation and economic growth. It was argued that labor and land were the main—and most abundant—factors of production in Ethiopia and that their effective use should generate rapid and sustainable development. These arguments were contained in An Economic Development Strategy for Ethiopia of 1994 mentioned above.

Beginning in 1995, the concept of ADLI was incorporated in the first and the second national development plans which were published only in Amharic. The subsequent development plan, the Sustainable Development and Poverty Reduction Program (SDPRP) 2002/03-2004/05, which further concretized the ADLI strategy, was prepared in both Amharic and English and took the form of a poverty reduction strategy paper in order to solicit the cooperation of the international community. SDPRP promoted agricultural development and poverty reduction in rural areas by: (i) strengthening agricultural extension services; (ii) training of extension agents at TVET institutions; (iii) training of farmers at Farmers Training Centers; (iv) water harvesting and irrigation; (v) improved marketing opportunities; (vi) restructuring peasant cooperatives; and (vii) supporting micro-finance institutions.

The initial application of ADLI targeted smallholder farmers, especially crop producers, so as to achieve rapid growth in agricultural production, raise income for rural households, attain national food self-sufficiency, and produce surpluses which could be marketed to urban or industrial sectors. A rise in agricultural output was expected to stimulate industrial production by providing food and industrial materials, thus establishing a link between the rural and urban sector. The industrial sector, in turn, could produce inputs to agriculture such as fertilizers and farming tools and equipment as well as consumer goods for rural households. Such dynamic linkage, which we shall call Core ADLI (see below), was supposed to ignite the first stage of industrialization until the economy moved into a higher stage.
However, policymakers gradually came to realize the limitations of SDPRP during its implementation. By the time the following national development plan, A Plan for Accelerated and Sustained Development to End Poverty (PASDEP) 2005/06-2009/10, was prepared, there was sufficient recognition of the problems associated with an agricultural development strategy exclusively targeted to smallholder agriculture in rural areas. The productivity of the agricultural sector did not show significant improvement and output remained volatile due to heavy dependency on the amount and timing of rainfall. In the 2002/03 season, the output of the crop sub-sector contracted by 16.5 percent following the decline of 3.7 percent in 2001/02. It was only in 2003/04 that growth in the agricultural sector in general and the crop sub-sector in particular started to recover significantly. From a long-term perspective, however, labor productivity in agriculture has been on a declining trend (World Bank 2007). Although agriculture has shown strong performance in recent years thanks to favorable weather, this did not herald a significant structural change such as crop diversification or productivity breakthrough.
PASDEP 2005/06-2009/10 broadened the policy scope from smallholder agriculture to other sectors, especially the industry and urban sector. In what may be called Enhanced ADLI, strong emphasis was placed on growth acceleration which was to be attained through commercialization of agriculture and private sector development (PASDEP, English p.46). In the first three years of the PASDEP period of 2005/06-2009/10, good performance was recorded in agricultural and industrial production as well as export. Subsequently, however, the Ethiopian economy experienced a slowdown accompanied by inflation, balance-of-payments pressure, and a severe shortage of foreign exchange. Several causes were cited for this boom-and-bust cycle such as expansionary fiscal and monetary policies, an excessive inflow of foreign funds (including aid) relative to economic size, unfavorable weather, speculation and hoarding, and external shocks such as commodity inflation and global financial crisis.
Performance of the productive sector, such as agriculture and industry, is dependent on long-term trends in productivity and economic structure as well as external shocks in the global economy. The three-year boom starting around 2005 and the less spectacular results in the remaining two years of PASDEP seem to have reflected short-term disturbances more than long-term trends produced by policy effort or private dynamism. The sign of significant structural change was not yet visible. The share of industry in GDP stagnated at 13-14 percent and export continued to be dominated by unprocessed commodities (Table 10-1). Although exports of leather products and cut flowers have shown remarkable growth, they are still tiny and without a clear breakthrough in competitiveness and productivity (Table 10-2).

Table 10-1. Ethiopia: Basic Data [UPDATE]
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Sources: Ministry of Finance and Economic Development, National Bank of Ethiopia, and Ethiopian Investment Agency.
1/ Numbers do not add up to 100% due to estimate errors of intermediary margins of financial institutions (service sector).
Table 10-2. Export Performance of Targeted Industrial Products [UPDATE]
(In million USD)
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Total export 597 819 1008 1185 1481 1450

    Leather and leather products 43 67 75 89 101 76

        Semi-finished leather 42 56 58 49 67 …

        Finished leather - 3 8 27 12 …

        Leather shoes 0.8 0.8 2 6 10 …

    Agro products 20 34 36 43 52 48

    Textile and garment 9 7 11 13 15 14

    Cut flowers 12 21 63 111 130 …

(Memorandum items)

     Sum of above four (% of total export) 14.1% 15.8% 18.4% 21.6% 20.1% …

     Sum of above four (% of GDP) 0.8% 1.0% 1.2% 1.3% 1.1% …


Source: Ministry of Trade and Industry.

10-3. Democratic Developmentalism

Ethiopia intends to radically transform the state management paradigm from the system in which rent seeking is the dominant behavioral pattern to the system in which value creation is central. This drive comes from Ethiopian leaders’ deep disappointment with the two paradigms which have ruled in Africa: the paradigm of predatory state which was the root cause of rent seeking and the neo-liberal paradigm introduced in the 1980s and 90s from the West for the purpose of eradicating rent seeking but, according to Ethiopian leaders, failed miserably in that attempt. To replace these paradigms, an alternative state management paradigm consistent with multi-party democracy, market-orientation and international integration is proposed.
Ethiopia’s Democratic Developmentalism can be defined as “a political regime in which a developmental party remains in power for a long time by consecutively winning multi-party elections, under which policies that punish rent seeking and encourage productive investment and technology absorption are implemented under strong state guidance.” This is a political regime which Ethiopia is trying to attain rather than an already-established and well-functioning regime. It is a model different from East Asia’s authoritarian developmentalism which postponed democracy for the sake of development (see below) or the Western style “good governance” that forces adoption of advanced governing principles in latecomer countries. As such, it is a new political model for low-income countries that has not been tested by historical experience. It contains many potential problems associated with state leadership, fragile democracy and formation of political coalition with farmers that must be overcome before the Ethiopian developmental vision is realized. These issues will be discussed in turn below.
The first issue is concerned with the merits and the demerits of a strong state. According to comparative institutional analysis that studies diversity and dynamics of institutions, it is not easy to transform a “system” (a collection of institutions) which has already solidified (Aoki 1995a, Aoki 2001). Different types of inertia work to defend the existing system such as institutional complementarity (mutual dependence of institutions in which removal of only one institution hardly changes the system), strategic complementarity (strong incentive for individuals to follow existing rules and play the existing game), and path dependency (difficulty of deviating from the system which was chosen first and subsequently solidified). On the other hand, there are configurations of forces that can lead to systemic transformation despite such inertia. They include collective mutation of internal agents (for example, revolt of disgruntled citizens), policy launched by the government who acts as a destroyer of an old regime, foreign pressure, and a combination of the above three.

Using this framework, Democratic Developmentalism can be interpreted as appointing government as a primary driver for installing developmentalism (i.e., replacement of rent seeking with value creation) and additionally soliciting foreign investors, bilateral donors, and international organizations to enhance this effort through technology transfer and financial resources. This endeavor must eliminate patronage, zero-sum games, and dependency culture associated with the old system and at the same time create institutions, human resources, and incentive structure to support the new system. Either effort will require enormous social energy to surmount political resistance. That is why a strong government is needed. Laissez-faire policy that lets the market operate freely is unlikely to generate such social energy
.

According to the Ethiopian leaders, the neo-liberal paradigm failed to uproot the rent seeking system because it denied the role of government as a leading agent of systemic change. The naïve view of “market is good, government is bad” could hardly prepare a systemic change in a latecomer country. The Ethiopian government contends that the policy mix of liberalization, privatization, decentralization, and global integration generates a horde of new rent seekers such as mining companies, foreign investors, NGOs, and ODA consultants who rally for budgets and subsidies without contributing to a systemic change. The strategy of giving power to people and local communities has not succeeded in installing developmentalism in Africa, either.
In Ethiopia, a government led by a strong leader allocates incentives and punishments to steer economic actors such as farmers, workers, merchants, entrepreneurs, and foreign investors away from rent seeking and toward value creation. The strategy to combine carrots and sticks is most clearly seen in the leather and leather product industry. The goal of this industry set by the government is to supply finished leather or leather products for export and domestic sales by improving management and technology to process what has hitherto been sold as raw or semi-finished leather. For sticks, the ban on raw material export and the high tax on semi-finished leather have been introduced. For carrots, a large number of supporting measures have been offered to the industry including (i) establishment of the Leather Industry Development Institute (LIDI) that provides training, technical support, testing, and some production processes; (ii) donor assistance, foreign advisors, and twinning with an Indian textile institute to strengthen LIDI; (iii) privilege in land allocation, bank finance and foreign currency allocation; (iv) business matching between domestic shoe producers and European buyers; and (v) monthly government-business meetings to monitor export performance and solve any problems that may arise.
What will guarantee that Democratic Developmentalism will not repeat the same mistake as the neo-liberal paradigm—that it will not become a new playground for rent seekers? Experiences of other developing countries show that strong states are not immune to patronage and collusion among politicians, bureaucrats, and businesses. At present, Ethiopia is led by a strong and intelligent leader who is determined to avoid such political capture as much as possible．This is a source of strength for the moment but may become a source of weakness when the time for power transition arrives.
The second issue related to Democratic Developmentalism is the effectiveness of democracy in low-income countries. Why should a country in an early stage of economic development adopt democracy instead of authoritarianism? One reason is for enjoying the inherent and universal value of democracy itself such as freedom, human rights, empowerment, and participation. Another reason, from the perspective of the ruling authority, would be to use democratic procedure to secure legitimacy, maintain national unity, and gain popular support for developmental policies. Additionally, it must be noted that no country at present, regardless of its development stage, can be accepted as a valid member of the international community and receive aid and cooperation unless it embraces a democratic form of government. This is an international environment sharply different from the one in which, for instance, Taiwan or Korea faced during the Cold War era.

However, the kind of democracy that can be introduced in a poor country with limited popular mindset and institutional set-up is not an ideal type equipped with full conditions and features. It must be a variation of democracy which is relatively simple, manageable, and consistent with the developmental goals of a low-income country that faces many constraints and problems. The core elements of this democracy are an election-based transition mechanism in the presence of opposition parties and protection of most basic human rights. These are formal requirements that must be adopted by all developing countries of today. But even this limited version of democracy is subject to many challenges which prevent its smooth operation. The true spirit and substance of democratic rule—acceptance of diverse views and interests, majority rule, tolerance, compromise, and solution of disputes through non-violent means—may be harder to come by.
Based on extensive qualitative research, Paul Collier concludes that democracy has not produced accountable and legitimate governments and has rather increased political violence in many developing countries, especially in the societies of the “Bottom Billion” (Collier, 2009). This is because governing rules are yet to be institutionalized and authority has not been firmly established and universally accepted. If there is no consensus regarding how democratic procedure should be applied in practice and in detail, the incumbent government can exercise much discretion in handling election, human rights, budgetary allocation, and relationship with the parliament. Equally, opposition groups can easily criticize and challenge any action by the government. Election itself becomes a complicated political game, and victory in it can hardly confer full legitimacy. Vendetta politics is repeated as former leaders are prosecuted and their policies are reversed by incoming governments. Arrests and bombs are preferred weapons rather than TV debates and peaceful demonstrations. Irregularities such as these are fairly common in developing countries that have accepted the form of democracy. In Ethiopia, the violence following the 2005 national election showed that the country was also not free from the risks associated with developing country politics. In the 2010 national election, however, the ruling party won a landslide victory and regained urban votes without major violence.

Under Democratic Developmentalism, a legal procedure for political transition through election must be in place while the ruling party is determined to stay in power for a long time. This may be regarded as contradictory requirements. If the possibility of power change is real, it is highly unthinkable that one party will consecutively win elections for a number of decades. Every time a new government comes into power, previous policies are repealed or at least greatly modified, damaging credibility and time consistency of policies which are considered necessary for sustained growth. On the other hand, if there is a hidden mechanism which prevents the opposition from winning elections, there is no political competition or true democracy. The only way for the Ethiopian People’s Revolutionary Democratic Front to stay very long in power legitimately is to consistently produce high growth and distribute its fruits to everyone so that people will happily vote for it even without coercion or election gimmicks. This is a real challenge for any government, especially those in developing countries.
Thirdly, there is the question of political support base of a democratic developmental state. In the past national elections the Ethiopian People’s Revolutionary Democratic Front enjoyed solid support from poor farmers in rural areas who are recognized as the political coalition partners of the ruling party. It is natural that a political party intending to win an election every five years chooses small farmers, which occupy 80% of the population, as its support base. In addition, the ruling party also counts on the future support of micro and small entrepreneurs in urban areas although their number is still small. The current five-year plan targets micro and small enterprises as the generator of income and employment for poverty eradication as well as a new political support base for the incumbent government among urban residents.

Generally speaking, poor farmers on subsistence living are characterized by conservatism, low levels of education and knowledge, and submissiveness to authority. They are often passive followers rather than mature and independent forgers of national politics. The situation is not very different in Ethiopia where farmers live a meager and highly unstable life. In Central Highlands where the majority of the Ethiopians reside, small farmers are scattered across vast mountainous terrains with difficult road access. They live on what they produce with little external sale or purchase. The supply of electricity, drinking water, and hygiene is severely limited. Agriculture basically depends on the whims of rainfall, the use of fertilizer is inadequate, and the arable plot of each family is very small which is being further subdivided under population pressure. Eastern Tigray, Eastern Amhara, and Eastern Oromia are particularly vulnerable to drought due to unstable rainfall and soil erosion. Land division has gone to extremes in some parts of Southern Region such as Gurage and Wolayita. In Eastern and Southeastern Ethiopia, especially Somali and Afar Regions, pastoralists lead nomadic lives on sparsely populated dry land.

The problem faced by smallholder farmers is not only a supply-side problem but also a demand-side problem of finding markets as well as a quality-of-life problem that requires social sector policies. In Ethiopia, many assistance programs are already in place. A nationwide food aid program with large donor assistance has been established to improve food security
. Expenditure on agriculture and rural development is relatively high by international standards
. Productive support to agriculture has consistently been prioritized in the past and present national development plans. Ethiopian farmers with limited and unstable income will probably continue to support the ruling party because of benefits they receive from the government or for fear of losing them. But such vote buying which perpetuates passivity and dependency among poor farmers is hardly consistent with the grand objective of Democratic Developmentalism to create economically affluent and politically mature farmers as the engine of national development. Can Ethiopia create such dynamic farmers with the existing generous support measures? If agricultural productivity remains stagnant, the state will eventually face fiscal crisis and foreign aid dependency. Many foreign experts are pessimistic about this.
The view of Ethiopian leaders on this issue is very clear. They consider productivity breakthrough and commercialization of smallholder farmers as the central pillar of national development. They feel that a large number of policies and institutions have been introduced to support agricultural growth in the last several years and some positive results are already obtained. Among the mechanisms installed recently, the most important is the nationwide agricultural extension network that is tasked to scale up the best practices of excellent farmers to other farmers. In the previous plan period of 2005/06-2009/2010, agricultural production grew 8.4% per annum on average. In the current plan period of 2010/11-2014/15, it is projected to grow 14.9% per annum if best practices spread to all farmers (higher case scenario) and 8.6% per annum if the scaling up remains partial (base case scenario). Diverse strategies will be applied according to crops and regions, and the potentially most productive areas with stable water supply are targeted as leading regions. Surplus commodities will be exported with policy support. Agricultural commodity exchanges have been set up, and further upgrading of distribution and exchange will be implemented and more commodities will be supplied to domestic manufacturers for processing. The government is hopeful that, backed by these measures, Ethiopian agricultural revolution is just around the corner. This will produce a large number of affluent and independent farmers in support of the current government.
The expansion of agricultural extension services in the last several years is shown in Tables 10-3 and 10-4. By 2010 Ethiopia had finished training and assigning three agricultural specialists responsible respectively for agricultural technology, livestock management, and resource utilization in every village (kebele) of the country. The Farmers Training Center has also been established in every village. Additionally, two female health workers are being stationed in every village. Comprehensive national extension networks such as this are relatively rare in Africa. The next challenge is to fully utilize these human resources and service delivery networks to realize the objective of improving agricultural productivity and livelihood of rural residents.

Table 10-3. Numbers of Farmers Training Centers and Agricultural Extension Workers [UPDATE?]
[image: image3.emf]2004/05 2005/06 2006/07 2007/08 2008/09 2009/10

Farmers Training Centers 1,500 2,200 2,000 1,782 ・・・ 9,265

Agricultural extension workers 9,368 13,899 13,383 15,095 9,404 636 61,785

Cumulative as

of Jan. 2010

Established or trained in each year


Source: Agricultural Extension Department, Ministry of Agriculture and Rural Development.

Note: As of January 2010 the number of trained agricultural extension workers exceeded the official target of 60,000. However, the number of actually allocated extension workers was less than those trained (Table 2-4). The number of operational Farmers Training Centers as of January 2010 was 6,543.

Table 10-4. Numbers of Extension Workers and Service Delivery Stations (Allocated or Established) [UPDATE?]
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Agricultural extension workers 9,434 23,359 34,446 49,435 ・・・

Health Centers 451 519 600 635 690 826

Health Posts 1,432 2,899 4,211 5,955 9,914 11,446

Health Workers 2,737 8,901 17,653 24,571

Primary schools 10,394 11,780 19,412 20,660 23,235

Primary school teachers 105,788 121,077 203,040 225,319 253,586


Sources: Education Management Information System; Health Management Information System; Ministry of Finance and Economic Development, Annual Performance Review, various issues; Ministry of Health, Health Sector Development Plan-III Annual Performance Review, June 2008; and Agricultural Extension Department, Ministry of Agriculture and Rural Development.

According to the sample surveys conducted by the Central Statistical Agency, agricultural production has shown an upward trend and land productivity of major crops is also rising (Tables 10-5 and 10-6). This fact seems inconsistent with the pessimism expressed in the foregoing paragraphs, but there are a few catches. First, the period covered in Tables 10-5 and 10-6 were marked by relatively good weather and an increase in fertilizer use, which cannot be sustained indefinitely in the future. Second, more seriously, Ethiopian agricultural data are unreliable and may not reflect true trends
. This is caused partly by inadequate statistical technique and shortage of personnel and partly by the incentive to overstate output relative to targets when local officials report the results. For this reason, it must be concluded that recent agricultural performance is unknown and no basic data on which policy discussion can proceed exists in Ethiopia.

Table 10-5. Agricultural Production [UPDATE?]
（Unit: 1000 quitals???）
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Average growth

per year

Cereals 90,062 100,308 116,242 128,798 137,170 144,964 10.0%

Edible oil 3,129 5,264 4,866 4,971 6,169 6,557 15.9%

Pulses 10,373 13,496 12,712 15,786 17,827 19,646 13.6%

Vegetables 3,879 4,320 4,502 3,451 4,720 5,989 9.1%

Root crops 16,055 16,152 13,375 14,095 15,309 12,136 -5.4%

Fruits 2,495 2,634 4,283 4,600 4,621 3,513 7.1%

Coffee 1,262 1,562 1,716 2,415 2,734 2,602 15.6%


Source: Ethiopia Central Statistical Agency, agricultural sample surveys.

Table 10-6. Land Productivity of Major Crops [UPDATE?]
(Unit: quintal/ha)
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Barley 11.7 12.1 12.7 13.3 13.8 15.5

Maize 18.6 17.2 21.9 22.3 21.2 22.2

Teff 8.4 9.5 9.7 10.1 11.7 12.2

Wheat 14.7 15.6 15.2 16.7 16.3 17.5

Sesame 6.7 8.5 7.3 7.1 10.1 7.8

Broad beans 11.2 11.9 11.2 12.6 13.2 12.9


Source: Ethiopia Central Statistical Agency, agricultural sample surveys.

The government is highly action-oriented and optimistic, which is commendable, but the harsh reality of Ethiopian agriculture may not allow a quick achievement of Green Revolution. Ethiopia must continue to tackle many problems before its agriculture becomes highly productive and commercialized. The fact that this goal is proclaimed to be the nation’s top priority and that small farmers are regarded as the political ally of the ruling party whose voting behavior will legitimize the incumbent government is one interesting feature of Democratic Developmentalism.

How does Democratic Developmentalism of Ethiopia compare with authoritarian developmentalism observed in East Asia in the post WW2 period? The typical authoritarian developmental states were Taiwan and South Korea in the 1960s and 1970s whose outstanding features included: (i) emergence of the regime in response to a national security crisis (communist threat was the most common external crisis in East Asia); (ii) strong leadership exercised by a charismatic (male) leader; (iii) an elite technocrat group that concretized and executed the leader’s policies; (iv) prioritization of developmental ideology and postponement of transition to democracy; (v) legitimacy through economic performance rather than democratic procedure; (vi) persistence of the same regime for two to three decades and social transformation that it generated (Watanabe 1995, Ohno and Sakurai 1997, Banno and Ohno 2010). Given this profile, the past experience of authoritarian developmental states in East Asia differed from the current Ethiopian model as follows.
First, East Asian economic development is a historically proven model with remarkable achievements in income generation and structural transformation in many countries. By contrast, the Ethiopian model remains an idea to be tested in the future. Second, East Asian developmental states formed strong political alliance with domestic capitalists while refusing to adopt a multi-party system with free election. By contrast, Ethiopia embraces a more open political system in the early stage of industrialization. The East Asian model was justified by rising living standards for all while the legitimacy of Democratic Developmentalism will depend on both economic performance and democratic procedure. Third, social transformation triggered by high income, especially the emergence of urban middle mass with new mindset and demands, eventually led to the end of strong states and democratic transition in East Asia in what Watanabe (1995) calls a “successful dissolution” of authoritarianism through the very success of its development. This pattern has already run its course in Taiwan and Korea while it is in progress in other countries. Meanwhile, how Democratic Developmentalism, with strong emphasis on producing wealthy farmers and urban small merchants and industries, will transform the society remains an open question.
10-4. Agricultural Development Led Industrialization
Agricultural Development Led Industrialization (ADLI) as envisioned by the Ethiopian government can be defined as the “development strategy which aims to achieve initial industrialization through robust agricultural growth and its close linkage with domestic industry.” This strategy was formulated in the early 1990s and has been implemented in stages, especially from the early 2000s, in Ethiopia. ADLI is considered to be an evolving strategy subject to pragmatic experimentation and adjustments rather than an immutable principle. The revisions and expansion of policy space from the past five year plans (SDPRP 2002/03-2004/05 and PASDEP 2005/06-2009/10) to the current five-year plan (GTP 2010/11-2014/15), as discussed below, exemplifies the evolving nature of ADLI that responds to changing circumstances, evaluation of past policies, and rising policy capability of the Ethiopian government.

An early exposition of ADLI was given in An Economic Development Strategy for Ethiopia in 1994 as follows.

The long term objective of development in Ethiopia is structural transformation of the economy in which the relative weight of agriculture, industry and service changes significantly towards the latter two. Especially, the objective is to raise appreciably the share of the industrial sector in the economy both in output and employment. This structural transformation is envisaged to occur with a high growth of agriculture which is superseded by growth of industry and services.

In essence the development strategy revolves around productivity improvement of smallholder agriculture and industrialization based on utilization of domestic raw materials with labor-intensive technology. The strategy is akin to what is known in economic literature as agricultural-development-led industrialization (ADLI), framed into the Ethiopian context. It visualizes export-led growth which feeds into an interdependent agricultural and industrial development. Exports, be it agricultural and mineral, initiates growth thereby creating space for a process of an interdependent agricultural and industrial development (or ADLI), which increasingly becomes a self-generating process of development. Here the strategy has two layers; an outer crust of export-led growth and an inner core of ADLI…
The strategy of ADLI in Ethiopia focuses primarily on agricultural development. This is to be attained through improvement of productivity in smallholdings and expansion of large-scale farms, particularly in the lowlands. The contribution of agriculture to economic development is conceived in two ways. On one side, agriculture will supply commodities for exports, domestic food market and industrial output, and on the other side, it will expand the market for domestic manufacture. At present, the importance of agriculture lies as a source of supply rather than demand. As industrialization picks up pace, over the long term the significance of agriculture as a source of demand will also rise. (FDRE, 1994, pp.8-9)

If ADLI is interpreted narrowly and strictly as the strategy to achieve early industrialization through direct material interaction between domestic agriculture and domestic industry as the main engine of growth with exports providing initial markets, the situation can be depicted as in Figure 10-1. Let us call this domestic input-output dependency Core ADLI. In this interdependence, highlighted industrial sectors are agro processing (including leather products) that uses domestic agricultural inputs as well as sectors that produce goods for rural demand such as agricultural tools and machinery, fertilizers and pesticides, construction materials, and basic consumer goods such as processed food and beverages, clothes, and simple household goods purchased by rural population.

Figure 10-1. Linkages in Core ADLI
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The Industrial Development Strategy (2002) lists the following conditions under which industrialization must proceed: (i) the leading role of the private sector; (ii) parallel development of agriculture and industry through mutual dependence (i.e., Core ADLI); (iii) export orientation; (iv) focus on labor-intensive industries; (v) proper roles of local and FDI enterprises; (vi) strong state guidance; and (vii) mobilization of all social relations such as government-capitalists, capitalists-small farmers, and labor-management. The requirements of export orientation and labor-intensiveness should be underscored. Moreover, the second condition (Core ADLI) can be re-interpreted as the requirement for the maximum use of domestic resources. These three conditions are the main requirements on industry in establishing bi-sectoral interdependence. As noted above, this linkage is not a permanent one but something that can evolve into a new pattern in which industry will take the main lead once the initial stage of industrialization is completed. The Industrial Development Strategy clearly states that “[w]hen we say that we follow agriculture development led industrialization this does not mean that it will be so forever... if agricultural development led industrialization strategy is successfully applied it will be changed to industry led development strategy” (Industrial Development Strategy, 2002, Eng. p.8).
The question concerning Core ADLI is whether this strategy is powerful enough to significantly propel early industrialization in Ethiopia. We do have historical examples in which agriculture grew relatively strongly prior to the period of full-scale industrialization and provided resources for industrialization through taxation and foreign exchange earnings (for example, silk and tea exports in late 19th century Japan, rice and sugar production in Taiwan up to the 1960s, and the rice export tax of Thailand up to the 1980s). There are also cases in which robust agro and fishery exports ameliorated the immiserization of rural communities often associated with globalization (for example, fish and shrimp exports of Southeast Asia). Agro and fishery products may even become leading exports (for example, Chilean wine and salmon). Agriculture can also serve as an income and employment buffer at the time of economic crisis (for example, Japan immediately after WW2, and absorption of laid-off workers caused by SOE privatization in Vietnam in the early 1990s).
Despite all this, a historical example in which an industry which uses domestic materials as main input has expanded dramatically to become the industrial pillar of that nation and contributed greatly to the structural transformation is difficult to find. Agricultural development and industrial development are usually more distinct and separable than envisaged in Core ADLI. Japanese industrialization was not based on silk and tea, and neither the Taiwanese electronics industry nor the Thai automotive industry relied heavily on the domestic supply of rice or tropical fruits.

In Ethiopia, the implementation of Core ADLI is most clearly seen in the leather and leather product industry in which domestic animal hides and skins are procured by tanneries and manufacturers to produce finished leather or final products such as leather jackets and shoes for domestic sales and export. However, even with significant expansion in recent years, this industry still remains small. In 2008/09, the export value of leather and leather products was $76 million amounting to 5.2% of total export or 0.2% of GDP (Table 10-2). Whether this industry will grow robustly to lead broader Ethiopian industrialization is an open question.

However, the current thinking of Ethiopian leaders is no longer confined to the framework of Core ADLI. While continuing to attach importance to Core ADLI, other strategic options and relations are also explored to promote industrialization. As noted above, departure from Core ADLI was seen in PASDEP 2005/06-2009/10 in which growth acceleration through commercialization of agriculture and private sector development were highlighted. Policy targets in this Enhanced ADLI were not limited to smallholder farmers in rural areas. Large-scale commercial agriculture
 (including flower farms), urban micro and small producers, medium and large manufacturers, and foreign-invested firms all came within the purview of Ethiopian industrial policy. Many of these producers operate without much reliance on domestic agriculture-industry linkage.
The present scope of Ethiopian industrial policy is sufficiently flexible so that all policy options for industrial development, including those not covered by Core ADLI, are freely studied and adopted. In a more general framework of sectoral interaction, agriculture can offer surplus labor, agricultural or land taxes, cheap food (“wage goods”), and foreign exchange and export earnings for the promotion of industrialization. In turn, resources and technology can be transferred from urban sectors to agriculture through production support, supply of processed food and services, agricultural protection, or public investment (Figure 10-2). These transfers may be made directly as well as through fiscal and financial mechanisms of the government. Furthermore, industrial policies unrelated to agriculture, such as production of steel, cement, chemicals and other basic materials, FDI attraction, and establishment of industrial zones, are also being promoted.

Figure 10-2. Resource Transfers between Agriculture and Industry
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Although policy scope was thus broadened, at least conceptually and in theory, the Ethiopian government could not immediately introduce a large number of non-Core ADLI measures. Due to the lack of policy capability and experience, additional measures had to be introduced in steps and through trial-and-error. In practice, during the period of PASDEP 2005/06-2009/10, what the Ethiopian government did mainly was to select a few export-oriented sectors and provided them with generous policy attention and financial incentives. The Industrial Development Strategy (2002) chose meat, leather, and leather products; agro processing; and textile and garment as three export-oriented priority sectors (in addition to the promotion of construction and micro and small enterprises). Later, floriculture, an industry which emerged autonomously from the private sector to produce cut roses in large scale for export, was added to the list.

One remaining question is regarding the meaning of ADLI when its policy scope is enlarged as much as this. The current policy scope is no different from that of any developing country in Africa or elsewhere. What is the remaining significance of ADLI, a concept which is supposed to guide the unique developmental path of Ethiopia? One possibility is that ADLI is a political statement of assurance that the interests of farmers and rural communities will not be sacrificed or forgotten no matter what industrial strategy may be adopted by the government. This may be similar to the use of the slogan of the “Socialist Market Economy” by the Chinese government in which capitalism and globalization are embraced economically while communist power monopoly is ensured politically and effort to improve the livelihood of workers and farmers are maintained nominally.

10-5. Policy learning
10-5-1. Learning from the East and the West

To build a developmental state with strong government guiding the private sector, Ethiopia turned to the East. Prime Minister Meles himself studied the industrial policies of Korea and Taiwan in detail and even drafted a monograph that explained his policy stance based on the experiences of these economies. He has actively participated in research projects on democratic developmentalism organized by Egyptian and South African scholars as well as a series of the African Task Force meetings of the Initiative for Policy Dialogue hosted by Joseph Stiglitz of Columbia University. He has also exchanged views with other foreign scholars supportive of industrial policy such as Dani Rodrik, Justin Lin and Mushtaq Khan. Moreover, the Ethiopian government sent several young officials to the Korea Development Institute in Seoul to study policy formulation where they were required to copy all materials they encountered and send them back to Ethiopia. However, Korea after the Asian currency crisis of 1997-98 “shifted to the Washington Consensus” and Ethiopia could gain little from the new teaching of KDI
. In addition, the Ethiopian government aggressively sought pragmatic industrial support from Western donors which were supportive of industrial strategy such as Germany, Italy and UNIDO. In particular, at the request of Prime Minister Meles, Germany implemented the Engineering Capacity Building Program, a large-scale joint program with Ethiopia with the aims of enhancing enterprise competitiveness with benchmarking, constructing new engineering universities, building infrastructure for quality control, and strengthening business associations.
Thus, new policy tools and organizational arrangements were introduced to Ethiopia through self-learning, dispatch of students abroad, consultation with foreign experts, and technical and financial assistance of donors. These included compilation of policy documents for priority sectors; the monthly export steering committee chaired by the prime minister (copied from the Korean model from the mid 1960s to the 1970s); productivity enhancing tools such as benchmarking, business process re-engineering (BPR), and kaizen; establishment of sectoral institutes for priority sectors; creation of new engineering universities and TVET institutions; installation of federal and local public-private dialogue mechanisms; public administration reform; building of key power and transport infrastructure; technique of scaling up of a pilot project; and strategic mobilization of ODA and FDI for these purposes. It can be said that the years after 2003 were a period of vigorous policy learning and experimentation by the Ethiopian government.

In 2008, the World Bank invited Dani Rodrik of Harvard University to Ethiopia to advise an expansion of policy. In the note prepared for the Ethiopian government, Rodrik (2008) argues that, while Ethiopia’s “first-generation” industrial policies had achieved some success, especially in flower export, there is a need to move towards “second-generation” industrial policies aiming at both home and export markets. The existing industrial policy of Ethiopia consists of a short list of priority sectors which receive a variety of incentives. According to Rodrik, this narrow approach to industrialization has two limits:

One is that many potentially successful sectors are almost certainly not on the list. There are potentially hundreds of different products in which Ethiopia can be competitive; yet it is hard to think of all of them ex ante. The most successful sector to date, floriculture, is a case in point. This is a sector that was brought to the government’s attention—and made the priority list—only after private entrepreneurs had done the initial discovery and had come to the government for assistance. It is easy to imagine that there are many such industries that government policy fails to target simply because they are not in its list. At present, there is no mechanism in place to actively solicit “new” investment projects that may lie outside the priority list.
Second, the assistance needed by investors may be highly specific to the needs of the project in a way that makes it impossible to specify ex ante. Cheap land and holidays on profits taxes may suit some investors just fine; but others may have different needs. One firm may need relief on payroll taxes, another from tariffs on inputs, and a third may want the relaxation of some regulation or legislation. In at least one instance, the prime minister has helped a large pioneer investor by agreeing to change a regulation (on qualification for DBE loans). But problems such as these are common at all levels, and it is unrealistic to expect that the PM himself can attend to them all. There is currently no mechanism in place to respond to such needs systematically. (Rodrik, 2008, pp.5-6)
Rodrik proposes the following six revisions to Ethiopian industrialization strategy: (i) broadening policy scope to include more sectors; (ii) supporting “new” activities for Ethiopia rather than exports; (iii) recognition that mistakes are both unavoidable and necessary; (iv) broadening the list of policy instruments; (v) giving incentives and subsidies to “pioneers” only and not emulators; and (vi) enhancement of lines of communication and coordination with the private sector. He also adds that success depends on the change in mindset in which industrial policy is regarded as a process of collaboration and problem-solving with the private sector rather than increasing the number of incentives or the volume of exports.

Most of Rodrik’s recommendations are reasonable
. However, it is important to recognize the fact that the proper timing of policy expansion depends on the amount of policy learning. The proposed shift from the “first-generation” to “second-generation” industrial policies was hardly possible several years ago when the Ethiopian government had just begun to promote industries with limited policy capability. At that time, selection of only a few export-oriented sectors and using simple incentive measures was natural because the government did not have sufficient knowledge to conduct sophisticated policies. By now, additional policy tools and insights have been acquired through hands-on experimentation and donor support. An Ethiopian minister also revealed that the expansion of policy scope was already in discussion within the government two years before the counsel of Rodrik was received. Additionally, it is also interesting to note that import substitution, which used to be summarily discredited by the Washington institutions, is now strongly recommended to Ethiopia by the World Bank through a number of US-based economists.

10-5-2. Industrial policy dialogue with Japan

Ethiopia’s most systematic policy learning from the East has been through two-year industrial policy dialogue with Japan. In July 2008, the African Task Force meeting of the Initiative for Policy Dialogue was organized in Addis Ababa by Joseph Stiglitz of Columbia University supported by the Japan International Cooperation Agency (JICA), where Prime Minister Meles participated in most sessions of this two-day conference. Researchers from the GRIPS Development Forum discussed East Asian industrialization (Ohno and Ohno, 2008) and offered a book to the prime minister which contained a chapter on JICA’s kaizen project in Tunisia (GRIPS Development Forum, 2008). In the following week, the prime minister requested the Japanese government to initiate bilateral cooperation with two components: a kaizen project modeled after Tunisia by JICA and policy dialogue with the GRIPS Development Forum. After a preparation period, a two-year project between Ethiopia and Japan was implemented from June 2009 to May 2011 which included eight sessions of policy dialogue and JICA’s kaizen project that aimed to improve the productivity of 30 local manufacturing companies in agro-processing, textile and garment, leather, chemical, and metal industries (Figure 10-3). The two project components were interlinked and conducted with regular and close consultation. After the completion of the first phase in 2011, both components were extended into the second phase at the request of the Ethiopian government.
Figure 10-3. GRIPS-JICA Industrial Policy Dialogue and Industrial Support Projects
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Note: Black squares indicate policy dialogue sessions in Addis Ababa with the prime minister, concerned ministers and state ministers, and officials and experts at operational levels. IPD stands for the Initiative for Policy Dialogue, policy oriented meetings on various topics hosted by J. Stiglitz of Columbia University. ECBP stands for the Engineering Capacity Building Program, a large-scale program run jointly by Ethiopia and Germany.
Industrial policy dialogue was held at three levels: (i) prime minister, (ii) ministers and state ministers, and (iii) heads of directorates and institutes and other officials and advisors in charge of project formulation and implementation on the ground. The Japanese team met with Prime Minister Meles ten times (including preparatory sessions) for substantive discussions that clarified his policy intention and defined areas of bilateral cooperation
. The prime minister raised various issues regarding comparison of Ethiopia’s state building with East Asian developmental states and East Asian experiences in technology transfer, vocational training, steel and metal engineering, agricultural breakthrough, national productivity movements, and industrial policy method and organization. English materials related to these issues were requested by the prime minister
. The progress of JICA’s kaizen project was reported and difficulties encountered in its implementation were raised and solved.

At the level of ministers and state ministers, high level forums (HLFs) were organized quarterly to deliberate concrete and pragmatic issues relevant to the formulation of Ethiopian industrial policy at each point. HLFs, which lasted either half day or full day, were co-chaired by the senior economic advisor to the prime minister, the minister or state minister of industry, and the Japanese ambassador. The themes of HLFs, which sometimes overlapped with the discussions with the prime minister, included the concept and practice of kaizen, basic metal and engineering industries, industrial sector orientation in the next five-year plan, methods of drafting industrial master plans and action plans, national productivity movements in East Asia and Africa, international best practices in industrial policy procedure and organization, and so on (Table 10-7). Ministers, state ministers and heads of industrial projects from related ministries were regularly invited to HLFs or visited individually by the Japanese team in case they were not able to attend the HLF meeting. Beside these, Ethiopian officials, experts and business leaders were invited to Japan, Singapore and Botswana for policy study or kaizen training, and their findings were also reported at HLFs.
At the operational level, the Japanese team held numerous meetings with officials of the Ministry of Trade and Industry (the Ministry of Industry after the reorganization of government in October 2010) and other ministries, sectoral institutes and government agencies, universities and research institutions, international NPOs, and bilateral and multilateral donors. It traveled outside Addis Ababa to visit regional governments, tanneries, shoe and garment factories, metal engineering firms, food processors, agricultural cooperatives, flower farms, coffee growers, tourist establishments, and Japanese cooperation project sites.
The policy dialogue team supported the kaizen pilot project which was implemented in parallel with the policy dialogue which followed the standard format of Japanese kaizen assistance. The team closely monitored the progress of the kaizen pilot project and hosted open seminars on the concept and adaptability of kaizen, produced a booklet to introduce kaizen to Africa (GRIPS Development Forum, 2009—see above), and organized internal meetings to narrow the perception gap between the two sides for smooth implementation of the kaizen project. The kaizen pilot project eventually produced six “high” achievers and four “good” achievers among 28 companies that completed kaizen consultation, a result quite satisfactory by international standards. It also trained six “level 3” local kaizen consultants who could provide consultancy services on kaizen and two “level 2” assistant kaizen consultants who could guide kaizen activities. A kaizen manual, kaizen videos, and the dissemination plan for kaizen were also prepared.
Bilateral policy dialogue which is tailor-made to the contemporary policy interests of Ethiopia, conducted at various levels, and linked with the implementation of concrete industrial projects, has proven to be highly effective. Since Japan’s policy dialogue is flexible and responsive to the needs of the student, the learning country can ask any questions related to its most burning concerns instead of receiving general explanations and instructions only. Japan can also compare the best policy practices of different East Asian countries in addition to its own development experience.

Table 10-7.  Issues Discussed at High Level Forums

	
	Presentations by Japanese side
	Presentations by Ethiopian side

	1st HLF

(Jun. 2009)
	(1) “JICA’s plan to policy dialogue and development study”

(2) “ADLI and future directions for industrial development”
	(1) “Evaluation of current PASDEP focusing on industrial development and related sectors”


	2nd HLF

(Sep. 2009)
	(1) “Cross-cutting issues on industrialization and policy menu under the age of globalization: examples from East Asia” 

(2) “Organizational arrangements for industrial policy formulation and implementation: examples from East Asia”

(3) “Planning and decision-making process for SME policies in Japan”
	(1) “Comments and feedback by the Policy Dialogue Steering Committee on the presentations by GRIPS and JICA”



	3rd HLF

(Nov. 2009)
	(1) “Designing industrial master plans: international comparison of content and structure”

(2) “Industrial policy direction of Ethiopia: suggestions for PASDEP II and the next five years”
	(1) “Concept for the industrial chapter of PASDEP II and the formulation plan”



	4th HLF

(Mar. 2010)
	(1) “Basic metals and engineering industries: international comparison of policy framework and Ethiopia’s approach”
	(1) “Draft plan of industry sector for PASDEP II”

(2) “Overview, contents of PASDEP II draft of chemical subsector”

	5th HLF

(Jul. 2010)
	(1) “Result of basic metal and engineering industries firm-level study – parts conducted by MPDC and JICA”


	(1) “Report of kaizen training for capacity building of Kaizen Unit and pilot project companies in Osaka, Japan”
(2) “Report of kaizen training for capacity building of Kaizen Unit and pilot project companies in Chubu, Japan”
(3) “Current status of kaizen project and institutionalization of kaizen”

	6th HLF

(Oct. 2009)
	(1) “Singapore’s experience with productivity development: internalization, scaling-up, and international cooperation”
	(1) “Contents of industry sector in Growth and Transformation Plan”
(2) “Singapore’s productivity movement and lessons learned”

	7th HLF

(Jan. 2011)
	(1) “The making of high priority development strategies: international comparison of policy procedure and organization”
	(1) “Organizational structure of Ministry of Industry and linkage with other ministries”

	8th HLF

(May 2011)
	(1) “Ethiopia's industrialization drive under the Growth and Transformation Plan”
(2) “Achievements in the Quality and Productivity Improvement (Kaizen) Project”
(3) “Overview of national movement for quality and productivity improvement: experiences of selected countries in Asia and Africa”
(4) “Taiwan: policy drive for innovation”
	(1) “MSE development strategy of Ethiopia”
(2) “Kaizen dissemination plan and institutionalization plan”
(3) “Botswana's productivity movement and its Implication to Ethiopia”


10-6. The Growth and Transformation Plan

10-6-1. The content

In November 2010, the Ethiopian parliament approved the Growth and Transformation Plan (GTP) 2010/11-2014/15. This plan is the successor to evolving concepts, documents and plans of the past. It incorporates the ideas of ADLI and DD and the positive and negative lessons from the past development plans while adding new issues and sectors to work with. Setting ambitious targets and calling for nationwide mobilization, the GTP aims to bring national development to a higher and more difficult stage. As the highest national policy framework, the GTP will govern Ethiopia’s developmental policies, budgets and government organizations, as well as actions of development partners and foreign investors, in the coming five years. Unlike similar plan documents in many other developing countries where much is said but little is implemented, the Ethiopian GTP is unlikely to remain merely on paper. The top leader’s resolve and the government’s readiness to carry out this plan as much as possible and take the country to the next level of development are clearly visible. It is highly probable that the performance of every ministry, agency or institution in Ethiopia will be judged by its contribution to the realization of the GTP.

The Ministry of Finance and Economic Development (MoFED) has the overall responsibility for preparing, implementing and monitoring the GTP as with the previous national development plans. The drafting process took about 15 months and was managed by the Macro Economic Team of MoFED. The system of visions, objectives and strategic pillars in the GTP is summarized in Table 2-1.

Table 10-8. GTP’s Visions, Objectives and Strategic Pillars

	Ethiopia’s vision to guide GTP
	“To become a country where democratic rule, good-governance and social justice reign, upon the involvement and free will of its peoples, and once extricating itself from poverty to reach the level of a middle-income economy as of 2020-2023.”

	Vision on economic sector
	“Building an economy which has a modern and productive agricultural sector with enhanced technology and an industrial sector that plays a leading role in the economy, sustaining economic development and securing social justice and increasing per capita income of the citizens so as to reach the level of those in middle-income countries.”

	Objectives
	1. Maintain at least 11% growth and attain MDGs

2. Education and health services for achieving social sector MDGs.

3. Nation building through a stable democratic and developmental state

4. Stable macroeconomic framework

	Strategic pillars
	1. Rapid and equitable economic growth

2. Maintaining agriculture as major source of economic growth

3. Creating conditions for the industry to play key role in the economy

4. Infrastructure development

5. Social development

6. Capacity building and good governance

7. Gender and youth


Source: Summarized from chapter 2 of the GTP.

The main text of the GTP (volume I, 127 pages in the English edition) has ten chapters of which chapters 5-8 are the core that contains strategic direction, objectives, major targets, and implementation strategies for economic sectors (agriculture, industry, trade, mining and infrastructure), social sectors (education and training and health), capacity building and governance, and cross-cutting sectors. Under a separate cover (volume II, 38 pages in the English edition), a policy matrix gives each sector’s annual targets, implementing agency, and means of verification in a large table format. Among the core chapters, economic sectors take up 32% of the main text while social sectors occupy only 8%. While volume is only a partial indicator of importance, it is suggestive of the direction of policy attention. It is evident that the Ethiopian government intends to generate concrete sources of growth in the agriculture and industrial sectors under state guidance rather than confining itself to general provision of primary education, health care and good business environment, and letting the market do the rest.

Industry is expected to grow strongly and play a key role in the economy by the end of the GTP period (2014/15). In the previous plan period of 2005/06-2009/10, industrial performance was less than expected. Real GDP grew an impressive 11.0% per annum but this was a result of overachievement of agriculture (8.4% against the base case target of 6.0%) and services (14.6% against the base case target of 7.0%) and underachievement of industry (10.0% against base case target of 11.0%). The share of industry in GDP remained a relatively stagnant 13-14% rather than rising to 16.5% as targeted. The exports of the three targeted sub-sectors (leather and leather products, textile and garment, and agro-processing) did grow, but were still small at USD 115 million (3.8% of total export) as of 2009/10.
In the current five-year plan period, industry is targeted to grow 20.0% per annum (base case) or 21.3% per annum (higher case), which is much faster than agriculture, so that it will become a major engine of growth rather than a small part of the economy as it has been. Industry is expected to be the major source of employment and foreign exchange with strengthened ADLI linkage between agriculture and industry. This is to be attained by broadening policy attention from only a few export-oriented industries to both export-oriented and import substituting industries, and introducing new measures for promoting micro and small enterprises and developing eight selected medium- and large-scale industries (textile and garment, leather and leather products, sugar and sugar related industries, cement, metal and engineering, chemical, pharmaceutical, and agro-processing). Additional policy instruments such as institutionalization of kaizen, enhancement of the TVET system, and industrial zones are considered.

10-6-2. Remaining concerns
In the last session of the Ethiopia-Japan industrial policy dialogue in May 2011, the Japanese side raised four issues concerning the GTP.
The first issue was the lack of focus on quality, productivity and competitiveness. The sectoral performance indicators of the GTP are quantities measured in tons, millions of birrs or dollars, the number of workers employed or factories established, and the like, rather than indicators of human capital accumulation or international competitiveness. This is odd because Ethiopian policy makers always stress the critical importance of agricultural and industrial skills, engineering education, technology transfer, TVET system and other measures to enhance industrial human capital. Similarly, industrial policy dialogue with Japan as noted above featured how East Asian economies raised productivity, absorbed technology and trained workers and engineers with concrete facts and numbers. The gap between this national obsession with knowledge, skills and technology and the absence of targets related to them in the GTP must be explained. A related puzzle is the fact that the term kaizen (factory improvement method developed in Japan) is entirely missing from the text of the GTP, together with other productivity and efficiency tools such as benchmarking, twinning and BPR, which will be Ethiopia’s main instruments for improving industrial efficiency. This may have been because the drafting of the GTP followed the routine process where quantitative indicators were regularly adopted rather than qualitative. If that was the case, the drafting process must be revised in the preparation of the next five-year plan.
The second concern was related to how numerical targets are used. Inclusion of numerical targets is normal and even indispensable in national development plans. However, the number and scope of numerical targets must be selected judiciously and the levels at which they are set must be arrived at in a rational way that allows analysis and assessment. In the GTP, the target for real GDP growth for 2010/11-2014/15 is set at 11.2% per annum in the base case scenario and 14.9% per annum in the higher case scenario. The main difference between the two scenarios is whether agriculture would rise strongly as technology and practices of model farmers were scaled up to all other farmers (high case) or the scaling up will remain partial (base case). Either way, these are ambitious targets. Moreover, industrial targets at sector and sub-sector levels are also quite bold
. These growth targets may be an expression of political will and national aspiration. However, an appropriate analytical framework is needed to explain growth scenarios for logical clarity and operational flexibility so that falling short of growth targets should not lead to undesirable policy reactions that may cause allocative distortion or macroeconomic imbalance.
Growth performance generally depends on private dynamism, policy quality and uncontrollable shocks. While growth was higher in the first half of the previous plan period than the second half, it was not clear whether this slowdown was caused mainly by exogenous shocks (such as global recession and weather conditions) or by deterioration of policy quality or private effort. Ethiopia does not have an analytical framework to identify the main cause(s) of growth shifts and fluctuations and thus cannot address growth-related problems with appropriate policy response.

The third issue was weak policy capability. Ethiopia’s industrial policy is still on a learning curve and the lack of sufficient policy capability can be a serious impediment in the implementation of the GTP. To put it more positively, clear recognition of this problem and strong resolve to overcome it in proper steps will provide Ethiopia with an excellent opportunity for policy learning. Industrial policy dialogue with Japan identified two problems with Ethiopia’s policy making. First, Ethiopia drafts policies in great haste at the cost of quality and implementability. East Asian high-performing economies typically spend one year to revise an existing policy and two to three years to draft a new one. As a new learner of industrial policy, it would not be improper for Ethiopia to spend at least a few solid years to study international best practices, devise local adaptation and create an appropriate policy mechanism before it adopts a new important policy such as kaizen, micro and small enterprise promotion, and industrial clusters. Second, Ethiopia needs a simple and well-designed mechanism in the central government to coordinate, monitor and adjust priority policies. In the last several years, the country has created committees, boards and teams more or less randomly to deal with the expanding policy scope. Instead of endlessly adding new mechanisms, a central coordination mechanism comprising of a national competitiveness council chaired by the prime minister, a planning commission that specializes in making development plans, and a policy think tank that supports these two bodies with action-oriented surveys, studies, seminars and other intellectual inputs is suggested. 
The fourth issue is how to kindle private dynamism. Will the Ethiopian private sector respond strongly to the industrial policy measures of the GTP? Apart from improving policy quality, latecomer countries often face the problem of a weak private sector characterized by short-terminism, job hopping, foreign product worship, real estate speculation, dependency on subsidies and protection, and unwillingness to explore new products, technology and markets. In policy dialogue sessions with Japan, Prime Minister Meles asked why the Ethiopians with large sums of money invested in urban properties instead of building factories. He also inquired how East Asian governments steered the private sector away from rent seeking and into manufacturing and technology. He requested literature explaining concretely how Meiji Japan and post-WW2 Korea absorbed technology so quickly from foreign-assisted industrial projects. In partial response, the Japanese team proposed a national movement for mindset change, which is a comprehensive program of aspiration, philosophy, mass campaign, factory projects, training, certificates and awards, and institution-building that lasts for at least a decade until it becomes self-sustaining and an integral part of popular mindset (chapter 3). A comparative study of such movements in East Asia and Africa was presented where common success factors and country-specific factors were distilled. In Ethiopia, the institutionalization of kaizen will be the country’s core activity in a national movement toward productivity. Proper steps should be taken to institutionalize kaizen based on the full knowledge of international best practices.

10-7. Concluding remarks
There is much to be learned from Ethiopia’s unwavering pursuit of DD and ADLI. Although the country is in a very early stage of industrialization, many weaknesses remain in its policy formulation, and the success of the GTP is not yet guaranteed, strong policy ownership and aggressive policy learning are something that all latecomer countries should study and replicate. Three final remarks are in order.

First, DD and ADLI can be understood as an Ethiopian adaptation of political and economic regimes to the reality of the early twenty-first century. The menu of basic development strategies is mostly common across ages and countries. It should include education and training, skills and technology, enterprise and industry promotion, agriculture and rural development, trade and investment, and power and transport infrastructure. Laws, institutions, and monetary and fiscal mechanisms that support these policies must also be established. On the other hand, international environment surrounding developing countries changes over time. During the Cold War era, any developing country belonging to one of the two ideological camps could receive a large sum of economic and military aid without intervention in the management of domestic politics or economy. But today, all countries are required to embrace democracy, market and globalization. Ethiopia must also adjust to the reality of the twenty-first century so that it can secure a respectable position in the world and sufficient cooperation from investors, donors and international organizations. The combination of DD and ADLI is innovative in that it is a proactive attempt to ignite growth with the rejection of the Washington Consensus and without counting on a large inflow of manufacturing FDI as in Southeast Asia. As a poor, landlocked, and resource-less country, Ethiopia’s initial conditions are unfavorable. But policy learning started by Ethiopia and its outcome may offer important inspiration for other countries in Africa.

Second, the success of Ethiopian development critically depends on the concrete and pragmatic steps that the country will take toward the goals defined in the GTP. Among these goals, productivity breakthrough and commercialization of smallholder farmers in the agricultural sector and emergence of a strong and broad manufacturing base driven by productivity and technology in the industrial sector are crucial. Fostering of a vibrant and competitive private sector is the essence of economic development for which two inputs are required. The first is decisive and effective leadership, which Ethiopia seems to possess at the moment. However, a developmental state heavily dependent on one top leader will become vulnerable at the time of power transition. Learned policy processes and organizations must be institutionalized as much as possible to diminish this problem. The second requirement is accumulation of practical policy knowledge by ministries and agencies in charge of agricultural and industrial policies. Proactive industrial policy calls for far greater knowledge than either laissez-faire or socialist planning. To interact effectively with the private sector, officials must share up-to-date industrial information with producers and investors. They must also be well informed about the pros and cons of concrete measures adopted in other countries. Systematic policy learning must continue for years to upgrade Ethiopian policy capability toward the best international practices.
Third, policy learning and expansion of policy scope are dynamically linked in Ethiopia. This is a highly commendable feature which we call dynamic capacity development (chapter 3; also see Ohno and Ohno, 2008). In most developing countries, problems are many while policy capability is limited. This makes it difficult to decide where to start development effort, and in which sequence and at what speed various policies should be introduced. International organizations used to demand a long list of difficult policy actions that must be implemented in a short time as a condition of a financial rescue package. Meanwhile, some economists argued against trying any industrial policy because the risks of policy mistake and political capture were too great. However, neither advice proved to be very constructive in breaking the poverty trap. The World Bank’s 1997 World Development Report proposed the two-part strategy in which constant effort should be made to improve policy capability while adopting difficult policies gradually to match the acquired policy capability. Ethiopia is practicing exactly what this World Bank report preached. The only difference is that the World Bank emphasized general improvements in “rules and restraints,” “competitive pressure,” and “voice and participation,” while Ethiopia prefers to improve its policy capability through concrete problem-solving such as export promotion of leather products and establishment of a national mechanism that oversees institutionalization of kaizen. This hands-on approach is much closer to dynamic capacity development frequently observed in East Asia than the general self-improvement approach recommended by the World Bank.







� In 2009, Ethiopia’s receipt of ODA on net disbursement basis was equivalent to 12.4% of GDP and 60.9% of gross capital formation (World Bank Development Indicators). Merchandise export, dominated by food (75%), especially coffee, and agricultural raw materials (14%), was only USD 1.5 billion or 5% of GDP in 2008 (national data).


� This section is based on Ethiopian policy documents as well as a series of discussion and exchange of letters with Prime Minister Meles from October 2008 to November 2009.


� Many studies confirm that economic liberalism does not necessarily generate growth momentum in low-income countries. Ishikawa (1990) presents evidence from China in the 1980s on the failure of liberalization policies to produce production incentives where markets are underdeveloped; Nishimura (1994) and Aoki (1995b) show that rapid privatization in Russia created new gigantic rents and their seekers; Khan (2008) argues that capability to direct rents to productive purposes such as investment and technology absorption, rather than to eliminate rents, is needed in a country that lacks market supporting institutions; and Ohno (2009) contends that Washington Consensus policies can take a country to the level of income dictated by given advantages but climbing further would require a combination of more proactive policies and private dynamism.


� After the severe drought of 2003/04, the Ethiopian government introduced the Productive Safety-net Program targeted to the most vulnerable areas and actively mobilized international aid amounting to about $300 million annually. However, the number of farmers who have graduated from this program is limited. As of 2009, 7.57 million rural residents were in need of continued support from this program (World Bank 2009).


� According to the World Bank (2008) estimate, the ratio of agriculture-related expenditure to total government expenditure in Ethiopia is 6.7%, which is higher than the corresponding ratios in Vietnam (6.0%), Mozambique (2.2%), Tanzania (2.1%), Kenya (2.0%), Pakistan (1.2%) , and Indonesia (0.2%).


� Dercon et.al. (2009), as well as many donors in Ethiopia, stress the need to check data reliability on agricultural production and land productivity.


� An Economic Development Strategy for Ethiopia discussed policies for large-scale commercial agriculture and policies for small farmers separately (FDRE 1994). However, initial focus was on the latter while concrete measures for the former were not activated until the early 2000s.


� My discussion with Prime Minister Meles in January 2011. However, in its Knowledge Sharing Program (KSP), Korea still teaches the “old” industrial policies it practiced from the 1960s to the mid 1990s as the country’s major intellectual contribution to developing countries. The two pillars of KSP are policy dialogue which includes seminars, visits and reports, and policy modules that systematically explain Korea’s developmental experiences in over 100 topics—see chapter 3.


� One thing that may not receive universal acceptance is Rodrik’s regular insistence that only pioneer firms which take risks in “self-discovery” should be given incentives and subsidies and not copycats who come late with no risks taken (recommendation (v)). However, in reality, such selectivity is administratively cumbersome and even unfair. New activity with business risk may be undertaken not by the first nominal producer in the sector but by the tenth or the ninety-ninth. Generally, it is very hard for government to identify the producer who brought something truly new to the industry. It is more reasonable and practical that any investor who satisfies certain sectoral and activity criteria, whether the first or the ninety-ninth, should be given the same incentives while they last.


� The Japanese delegation met with the prime minister for substantive discussion in July, October, and December 2008; June, September, and November 2009; March and October 2010; and January and May 2011. Average length of meetings was from one-and-half to two hours. Long letters from the prime minister were received in June and July 2009.


� At the request of the prime minister, the GRIPS Development Forum compiled information packages on Japanese technical education, rural life improvement movements in East Asia, information on basic metal and engineering industries, international comparison of industrial policy formulation methods, and technical absorption of Japan and Korea through foreign-aided industrial projects. Introducing Kaizen to Africa, a booklet explaining the concept of kaizen as well as how it took root in Japan and how it was applied to the developing world with Japanese assistance, was produced as an introductory reference material for those unfamiliar with the concept (GRIPS Development Forum, 2009). A handbook of national quality and productivity movements in East Asia and Africa is currently under preparation.


� For example, during the GTP period, garment export is set to expand 46 times to $1 billion, leather and leather product export is to jump 6.6 times to nearly $500 million, sugar production is expected to increase 7.2 fold to 2.25 million tons, cement production is to rise 10 times to 27 million tons, and sales of steel and engineering are expected to increase 17 times to over 100 million birr.
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Real GDP growth (%)

5.2 6.1 8.3 1.5 -2.2 13.6 11.8 10.8 11.1 11.3

Nominal GDP (million Birr)

58,789 66,648 68,027 66,557 73,432 86,661 106,473 131,641 171,834 245,585

Nominal GDP (million USD)

7,828 8,188 9,167 7,794 8,559 10,042 12,306 15,164 19,539 27,939

Per capita GDP (USD)

129 131 127 118 126 143 171 205 257 357

Sectoral share of GDP (%) 1/

  Agriculture

51.2 49.8 50.9 49.1 44.9 47.0 47.4 47.1 46.3 44.6

  Industry

12.4 12.4 12.1 12.9 14.0 14.0 13.6 13.4 13.3 13.1

  Services

37.2 38.7 38.0 38.6 41.7 39.7 39.7 40.4 41.4 43.4

External relations (% of GDP)

  Export

11.6 12.0 12.0 12.6 13.3 14.9 15.1 13.8 12.7 11.8

  Import

24.0 23.9 23.7 26.6 27.4 31.6 35.5 36.5 32.1 26.9

  Trade balance (export - import)

-12.4 -11.9 -11.7 -14.0 -14.1 -16.7 -20.4 -22.7 -19.4 -15.1

  Total trade (export + import)

35.6 35.9 35.7 39.2 40.7 46.5 50.6 50.3 44.8 38.7

  FDI (approval, million Birr)

1,080 1,627 2,923 1,474 3,369 7,205 15,405 19,980 46,949 92,249

       (approval, % of GDP)

1.8 2.4 4.3 2.2 4.6 8.3 14.5 15.2 27.3 37.6

Population (million)

60.8 62.9 64.4 66.3 68.2 70.1 72.1 74.1 76.1 78.2

  Population in rural area (%)

85.5 85.3 85.1 84.9 84.7 84.4 84.2 84.0 83.8 82.9

  Population in poverty (%)

  -   41.9   -     -     -     -   38.7   -     -     -  

Birr/USD (annual average)

7.51 8.14 8.33 8.54 8.58 8.63 8.65 8.68 8.79 8.79
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