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The Government of Ethiopia has prepared the Ethiopian Growth and Transformation 
Plan2013/14-15 (GTP) with the intention of transforming the country from an agricul-
ture-led economy to an industrialization-led economy, and from rural to urban-based 
economic transformation. Based on the experience of different countries in managing 
urbanization and industrial development, this transformation demands a high level of 
skills. The Ministry of Urban Development, Housing and Construction (MUDHCo) believes 
that the United Nations Human Settlements Programme, UN-Habitat, has the knowledge 
and global experience in the field and has officially requested a partnership for transfer-
ring knowledge to support the implementation of the Ethiopian Cities Prosperity Initiative 
(ECPI). This is the basis for the preparation of this document and cooperation between 
MUDHCo and UN-Habitat. 

At the 23rd session of the UN-Habitat Governing Council, following a request from MUD-
HCo, UN-Habitat signed a Memorandum of Understanding with MUDHCo for it to pro-
vide technical support in the implementation of the ministry’s Ethiopian Cities Resilience, 
Green Growth and Governance Package (ECR-3G2P: 2013/14-2025), now reformulated 
as Ethiopian Cities Prosperity Initiative: Building Resilient, Green and well Governed Cities 
(ECPI: 2013/14-2025). 

The Ethiopian backlog of urban infrastructure and services, and the expected increase in 
urban population, requires innovative approaches and capacity to attract, plan and man-
age huge investments at all levels of government. Exploiting the urban advantages for 
economic growth while ensuring access to economic opportunities for all, especially the 
poor, youth and women demand spatial and inclusive approaches to urban development 
and management. 

UN-Habitat has supported a number of projects/programmes in Ethiopia since 1998, when 
its involvementbegan in the implementation of the Water for African Cities Programme, 
Phase I, for the City of Addis Ababa. The second phase of the programme, which has been 
operational since 2003, has expanded to include two cities (Dire Dawa and Harar). 

Apart from the Water for African Cities Programme, UN-Habitat has also assisted the 
Government of Ethiopia in urban profiling, which is part of a systematic and structured 
approach to the assessment of urban needs and response mechanisms at city and national 
levels in Africa and the Arab States. The Urban Profiling Programme in Ethiopia included 
the profile of Addis Ababa, the capital city, Dire Dawa, the second largest city, and Ambo, 
a third-level city. More recently, UN-Habitat has been an implementation partner for the 
Global Environmental Facility-funded Sustainable Transport Project in Addis Ababa, fo-

Preface
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cusing on the design of bus rapid transit systems, transport demand management and 
promotion of non-motorized mobility solutions. 

UN-Habitat is well placed to provide practical and cutting edge knowledge and experi-
ence in sustainable urban development gathered from a myriad of studies and projects 
around the world. The agency’s areas of focus in promoting sustainable urban develop-
ment around the world largely overlap with the strategic pillars of ECPI: 2013/14-2025, 
offering the opportunity for effective collaboration and mutual learning. 

The main objective of the UN-Habitat support to MUDHCo is to assist the latter in the de-
velopment of a comprehensive framework for the implementation of the Ethiopian Cities 
Prosperity Initiative (ECPI: 2013/14-2025) consistent with the overall strategic goals of the 
Ethiopian Growth and Transformation Plan 2013/14-15, namely, poverty reduction and ac-
celerated growth through industrialization while ensuring sustainability through resilience, 
green growth and good governance.  To this end, Ethiopian cities will have to reposition 
themselves so that they can become important manufacturing hubs providing millions of 
well-paying jobs, and generating significant resources for the Federal Government and 
local authorities in the form of taxes. 

The technical support to be provided by UN-Habitatwill give priority to ‘building sustain-
able systems and institutions’  for policy formulation and effective implementation in order 
to enable Ethiopian cities to play a critical role in tapping into the process of economic 
globalization as a means to accelerate industrialization and job creation. By building the 
necessary institutional and legal frameworks, MUDHCo will be able to manage the chal-
lenge of urbanization strategically and on a long-term basis. Moreover, MUDHCo and 
UN-Habitat stand to benefit from the consolidationof their knowledge and experience on 
sustainable urban development through this initiative.

H.E Mekuria Haile
Minister of Urban Development, Housing 
and Construction
Federal Democratic Republic of Ethiopia 
 

Dr. Joan Clos
Executive Director
UNHABITAT
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InrtoductIon

Cities are increasingly seen as drivers of 
national competitiveness and of economic 
and social development, especially in the 
transition from primary to secondary and 
tertiary industries.1 As people become 
more mobile and firms more selective 
about where they locate themselves, com-
petitive cities have emerged as magnates 
for talent and investment. National and 
global markets, as well as globally-inte-
grated organizations, require central plac-
es where the work of globalization gets 
done.2 Advanced industries require a vast 
physical infrastructure containing strategic 
nodes with hyper concentration of facili-
ties. Recapturing the geography of places 
involved in globalization allows us to re-
capture people, workers and investments.

The concentration of productive activity, 
entrepreneurs, R&D institutions, banking 
and finance and strategic decision-mak-
ing capacity allows for efficient sharing of 
infrastructure, services and information; 
matching buyers and suppliers of different 
kinds of inputs and supplies and learn-
ing about new techniques, products and 
processes3. These functions can support 

1  OECD (2006), Competitive Cities in the global Economy, 
Paris: OECD; World Bank (2009), World Development 
Report 2009: shaping economic geography, Washington, 
DC: World Bank; Duranton, G (2008), ‘From Cities 
to productivity and growth in developing countries’ , 
Canadian Journal of Economics, 41 (3), 689-736

2  Saskia Sassen (2011), Cities in a World Economy, Thou-
sand Oaks, CA: Pine Forge Press

3 Parkinson M et al. (2004), ‘Competitive European Cities: 
Where do the Core Cities Stand?’

growth by lowering costs, raising flexibility, 
reducing risks, increasing innovation and 
improving product quality. The particular 
combination of these elements determine 
a city’s industrial structure and productiv-
ity and from this grows employment and 
income, profits and investment and taxes4. 

The imperative of steering and guiding the 
growth and overall urbanization process 
through urban planning and well-coor-
dinated management becomes a priority 
undertaking. Equally urgent is the need to 
improve livability, productivity and sustain-
ability of the city through expanding access 
to basic services. Given the pivotal role that 
cities play in economic growth and trans-
formation, Ethiopian policy makers should 
make deliberate efforts to optimize on the 
urban advantage.

The urban challenge in 
Ethiopia
Ethiopia remains one of the least urban-
ized countries in Africa and almost 80 per 
cent of the population reside in rural areas 
where they eke out a living from subsis-
tence agriculture. However, rapid popula-
tion growth, a sluggish agricultural perfor-
mance and increased rural-urban migration 
have been countering this. The pace of ur-
ban growth is expected to accelerate in the 
coming decades and this will largely be in 

4  OECD (2006), ‘Competitive Cities in the Global Econo-
my’, Territorial Review

Introduction
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in place appropriate institutional and legal 
framework to guide the process of urban-
ization before the problem becomes im-
possible to manage in an orderly manner. 

As Ethiopia strives to become a middle-in-
come country by 2025, the government’s 
ability to transform the country from an 
agricultural to an industrial society will in-
creasingly be determined by the capacities 
of its metropolitan regions to improve the 
productivity of enterprises through im-
proved infrastructure, the training and re-
tention of a critical pool of talented people 
in the fields of science, technology and en-
trepreneurship, development management 
and the maintenance of  a ‘hospitable 
business environment’ for a vibrant private 
sector to grow and contribute to economic 
growth and job creation.6 To achieve these 
broad development objectives, economic 
and political governance have to be deep-
ened and government capacity in manage-
ment and implementation strengthened 
significantly.  

More importantly, achieving a middle-in-
come country status by 2025 will require 
a significant improvement in the compet-
itiveness of Ethiopian cities as centres of 
innovation and economic exchange, en-
abling them to tap into the opportunities 
available in the global economy. This will 
require a significant improvement in Ethio-
pia’s global competitive ranking.7 Although 
Ethiopia’s ranking has improved between 
2007 and 2013, this was not sufficient 
to allow the country to move significantly 
higher in the Global Competitiveness Index 
ranking. Boosting the competitiveness of 

6 World Bank (2012), Light manufacturing in Africa: 
Targeted Policies to Enhance Investment and Create Jobs, 
The World Bank, Washington, DC

7 World Economic Forum (2013), The Global Competi-
tiveness Report 2012/13, The World Economic Forum, 
Geneva.

small- and medium-size cities with low re-
silience to climate change shocks.

Furthermore, many of the urban poor earn 
their livelihoods in the informal economy, 
where wages are low and working condi-
tions deplorable. Moreover, poor and sub-
standard housing, deficient infrastructure 
and urban services; growing health and 
environmental risks; inadequate munici-
pal revenue base and weak institutions are 
characteristic of many Ethiopian cities.

The future consumption patterns of ur-
banites will also have dramatic effect on 
the health of public services. Demand for 
natural resources, food and other goods 
will impact forests, biodiversity, fisheries 
and water. Consumption patterns will also 
determine air, water, and solid waste loads 
and management practices which in turn 
can have significant impact on regional and 
global public goods5.  Addressing these na-
tional and city-level challenges will require 
city-level actions. It is at the city level that 
the necessary policy, institutional, technical 
and cultural transactions can be achieved 
that will shift the current scary trajectories. 
Fortunately, time is on Ethiopia’s side to put 

5 Satterwaite, David (2008), ‘Cities contribution to global 
warming: notes on the allocation of greenhouse gas 
emissions’, Environment and Urbanization, Vol.20, No.2, 
pp.539-550

To achieve broad development 
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cities by building the necessary infrastruc-
ture, education and innovation systems 
can open up enormous opportunities for 
cities to become successful in promoting 
economic development and improve over-
all national welfare.8 In this report, we ex-
plore the following questions:

•	 What are the challenges facing the Fed-
eral and regional governments and city 
administrators in Ethiopia to transform 
cities/towns as centers of innovation, 
industrialization and economic growth 
linked to the global production chain in 
order to generate prosperity and jobs?

8 OECD (2006), Competitive Cities in the global economy, 
Paris: OECD; World Bank (2011), Light Manufacturing 
in Africa: Targeted Policies to Enhance Investment and 
Create Jobs, with a Case of Ethiopia, World Bank, Wash-
ington, DC

•	 What are the challenges to making Ethi-
opian cities more competitive and enter-
prising in order to take advantage of the 
opportunities available in the regional 
and global economy? What are the in-
stitutional and governance constraints to 
market and factor mobility?

•	 How can cities ensure social equity and 
inclusion in the process of rapid eco-
nomic growth? 

•	 What are the environmental challenges 
and what needs to be done to strength-
en the resiliency of cities against climate 
change and other shocks?

•	 What are the governance challenges for 
Ethiopian cities and towns to unleashing 

© Ministry of Urban Development, Housing and Construction, Ethiopia
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their full potential for economic growth 
and transformation?

•	 What are the capacity-building challeng-
es and can they be done cost-effectively?

This discussion paper makes two import-
ant conclusions at the outset. First, the 
government’s development agenda of 
transforming the country into a ‘middle-in-
come country’ by 2025 is contingent upon 
the competitiveness, productivity, and 
well-functioning of Ethiopian cities and 
towns. In essence, there is a convergence 
between the urban agenda and the stated 
goal of becoming a ‘middle-income coun-
try’. None of the so-called emerging econ-
omies of Asia, such as China, Vietnam and 
South Korea, were able to achieve high 
levels of economic growth and industrial-
ization without building effective and com-
petitive cities that became important nodes 
of innovation, information and knowl-
edge exchange and economic production 
strongly linked in the global value-chain9.  

9  Zhang, Xiaobo, Arjan de Haan, and Shenggen Fan 
(2010), ‘Policy Reforms as a Process of Learning’, In 
Narratives of Chinese Economic Reforms: How Does 
China Cross the River?, ed. Xiaobo Zhang, Shenggen 
Fan, and Arjan de Haan. Hackensack, NJ: World Scientific 
Publishing.

Second, the ability of Ethiopian cities to be-
come a powerful agent of economic and 
social transformation largely depends on 
two factors: (a) whether institutions and 
policy conditions, including the system of 
governance, unleash or hamstring a city’s 
potential to become a centre of innovation, 
economic accumulation and exchange and 
job creation and (b) whether the city is well 
planned and managed and its citizens have 
access to land, housing, education and basic 
services10.  In this regard, the Federal gov-
ernment and city administrators can play a 
crucial role in realizing the distinctive oppor-
tunities offered by urbanization and global-
ization as well as confronting its challenges. 

Given the stage of Ethiopia’s development, 
strong guidance from the centre is crucial 
since the Federal government is in a better 
position to make long-term commitments, 
including infrastructure investment and 
institutional reforms, and to create a lev-
el playing field so that the respective cities 
have an equal chance of attracting invest-
ments and spurring economic and social 
development. The Federal government can 
also promote cooperation between stake-
holders and different tiers of government 
through institutional reform. 

UN-Habitat’s Role
The main objective of UN-Habitat’s support 
to the Government of Ethiopia is to assist 
the Ministry of Urban Development, Hous-
ing and Construction (MUDHCo) to de-
velop a comprehensive framework for the 
implementation of the ECR-3G2P package 
consistent with the overall strategic goals 
of the Growth and Transformation Plan, 
namely, poverty reduction and accelerated 
growth through industrialization. To meet 
this objective, Ethiopian cities will have 

10  UNHABITAT (2011), The Economic Role of Cities, The 
Global Urban Economic Dialogue Series, Nairobi: UN 
Habitat

UN-Habitat intervention will give 

priority to ‘building sustainable 

urban systems and institutions’  in 

order to enable Ethiopian cities to 
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to reposition themselves so that they can 
become important manufacturing hubs, 
providing millions of well-paying jobs and 
generating significant resources to the 
Federal government and local authorities 
in the form of taxes. 

UN-Habitat intervention will give priority to 
‘building sustainable systems and institu-
tions’  in order to enable Ethiopian cities to 
play a critical role in tapping into the process 
of economic globalization as a means to ac-
celerate industrialization and job creation. 
By building the necessary institutional and 
legal framework, the Ministry of Urban De-
velopment, Housing and Construction will 
be able to manage the challenge of urban-
ization strategically on a long-term basis. 
Consequently, UN-Habitat’s support to the 
government should focus on the following:

1. Emphasis on building systems and in-
stitutions for each pillar of ECR-3G2P

2. Focus on innovative means of financing 
the activities outlined under each pillar

3. Focus on targeted human capital devel-
opment aimed at producing a critical 
mass of subject matter specialists within 
the broad field of urban planning and 
sustainable urban development

4. Build a national urban observatory for 
data collection, analysis and dissemina-
tion on the state of urbanization in the 
country that will enable decision mak-
ers to plan and respond to emerging 
challenges and monitor performance 
in a timely fashion

5. Develop an appropriate tool to mea-
sure cities’ performance in line with the 
general objectives of the GTP

In preparing the final project document, 
the UN-Habitatteam will concentrate its ef-
forts on feasible, cost-effective and sharply 
focused policy interventions and strate-
gies that will help equip the government 
of Ethiopia with the knowledge, capaci-
ty-building and institutional arrangements 
to guide the process of urbanization, and 
to situate Ethiopian cities at the epicentre 
of economic globalization so that they can 
tap into the economic opportunities avail-
able in the regional and global economy on 
a long-term basis.

© Ministry of Urban Development,
Housing and Construction, Ethiopia
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INTRODUCTION
Transforming African countries from 
low-income agrarian to high-income indus-
trial economies remains a major develop-
ment challenge. Without industrialization 
and widespread economic diversification, 
it would be difficult to ensure sustainable 
high economic growth rates and inclusive 
social development. 

In the present global conjuncture, the con-
ventionally-accepted wisdom of market-led 
development as a necessary condition for 
transforming backward economies to high 
level of industrialization, can no longer be 
taken face value, particularly in the after-
math of the 2008 global financial crisis, 
which left many western economies in 
shambles.The scope and depth of the capi-
talist crisis required an unprecedented level 
of state intervention when Western gov-
ernments were forced to introduce bailout 
packages and fiscal stimulus programs to 
correct wide spread market failures.  

The 2008 global financial crisis also dented 
severely the reputation of the tradition-

al academic discipline of economics and 
paved the way for the emergence of an 
alternative thinking aptly named ‘the new 
structural economics’ school championed 
by the Chinese economist and former 
World Bank Vice President Justin Lin. This 
new school of thought aims at re-exam-
ining  sustainable growth strategies for 
developing countries, based on the catch-
ing-up strategies that a number East Asia 
countries have successfully implemented 
since the 1970s in order to move up the 
technological ladder and diversify their 
economies11. The proponents of the ‘new 
structural economic school’ advise devel-
oping countries to turn to the successful 
East Asian countries (China, Korea, Japan, 
Malaysia, etc.) for inspiration since these 
successful countries were at the same 
stage of development as Africa is today just 
barely 30 years ago.

11  Lin, J.Y (2009), ‘New Structural Economics: A Frame-
work for Rethinking Development’, World Bank Research 
Observer; Lin, J.Y. and C. Monga (2011), ‘Growth 
Identification and Facilitation: The Role of the State in 
the Dynamics of Structural Change’, Development Policy 
Review 29(3):264-90

The Quest for Structural 
Transformation in Africa: 
Building ‘State-Society-Private 
Sector’ Strategic Alliance for 
inclusive growth

SECtion 1
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Indeed, Ethiopian policymakers can draw 
important lessons from both the advanced 
and emerging economies on the catch-
ing-up mechanisms for achieving structur-
al transformation12. However, the current 
phase of globalization has made this task 
more complicated  and challenging since 
globalization brings with it both opportu-
nities and risks that policymakers must ex-
amine carefully before embarking on a par-
ticular development path.  While countries 
like Ethiopia can learn from the recent East 
Asian development experience, it would 
be a grave mistake to try to replicate them 
blindly.  

Given the complex challenge that global-
ization brings with it, transformational 
change in Ethiopia would require the si-
multaneous engagement of the state, the 
private sector, and civil society in a com-
plementary and supportive manner. In this 
regard, a developmental state approach 
that uses the market as an instrument 
rather than a sole mechanism for fostering 
long-term investment, rapid and sustained 
economic growth and structural transfor-
mation would be the right path to follow13. 

The Elusive Quest for 
Structural Transformation in 
Africa: a retrospective view
A little over  half a century after gaining po-
litical independence from colonial rule,  the 
task of transforming African countries from 
low-income agrarian societies to high-in-
come industrialized economies remain a 

12 Reinert, Erik (2007), Why Rich Countries Got Rich...and 
Why Poor Countries Stay Poor, London: Constable & 
Robinson, Ltd.;  Maddison, A. (1982), Phases of Capital-
ist Development, Oxford: Oxford University Press

13 Wade, R. (1990), Governing the Market: Economic 
Theory and the Role of Government in East Asian 
Development, Princeton, NJ: Princeton University Press; 
Haggard, S. (1990, Pathways to the Periphery: The 
Politics of Growth in the newly industrialized countries, 
Ithaca, NY: Cornell University Press.

major development challenge. The failure 
to achieve structural transformation since 
independence in the 1960s is, in large part, 
due to Africa’s excessive reliance on exter-
nally designed models of development that 
paid scant attention to the specific histori-
cal and cultural circumstances of individual 
African countries. In more ways than not, 
these externally designed development 
models resembled the colonial development 
model, which stifled economic production 
and social transformation in the continent. 
Structural transformation was never on the 
political agenda of post-colonial African 
governments. This observation promoted 
the late Nigerian philosopher Claude Ake to 
make the following remarks: ‘it is not that 
development has failed in Africa; it has nev-
er got started. Because of exogeneity and 
its contradictions, Africa never had a devel-
opment agenda - but only a confusion of 
agendas.’14 Indeed, development in post-in-
dependence Africa became something to 
be organized from above instead of a pro-
cess of unleashing people’s potential for 
self-improvement from below. Under the 
guise of nation building, political elites and 
party loyalists, far removed from the reality 
of life on the ground, began to dictate what 
peasants could and could not produce, and 
at what price they could sell their outputs. 
Arbitrary removal of peasants from fertile 
areas to make way for export plantation 
and excessive taxation led to what became 
known as ‘accumulation by dispossession’.  

Not only were these top-down policies an-
ti-peasant and anti-poor people but even 
projects financed by the ‘new lords of 
poverty’ - the external donors - also ended 
up marginalizing the vast majority of Af-
ricans.15 These national- and externally-ini-

14 Ake, Claude (1996), Democracy and Development in 
Africa, Brookings Institution Press, Washington, DC: p.40

15 Cheru, Fantu (1989), The Silent Revolution in Africa: 
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tiated interventions were justified by the 
authorities on the grounds of advancing 
the narrowly defined national interest of 
‘modernization’ and ‘westernization’. But 
as Africa entered the decade of the 1980s, 
the familiar cry from the poor became, 
‘please don’t develop us!’ a testimony to 
the catastrophic impacts of top-down and 
elite-designed development strategies.

Except for a brief period between 1960 
and 1970, the topic of structural trans-
formation never featured prominently in 
African development discourse. Following 
the euphoria of political independence in 
the early 1960s, many African countries 
embarked upon ambitious programmes of 
nation building and national development 
designed to bring structural transforma-
tion to the inherited colonial political and 
economic systems. Inspired by the political 
thinking of early nationalist leaders such as 
Kwame Nkrumah, Seku Toure and Modibo 
Keita, the ‘nationalist development project’ 
sought to achieve five historic and human-
istic tasks: decolonization; nation building; 
development; democracy and regional inte-
gration16. At the same time, the national-
ist project also focused on taking a more 
active role within the G-77 and the United 
Nations system to bring about a new inter-
national economic order that is favorable 
to the newly independent countries of the 
South.17 Indeed, during the first decade of 
independence African countries registered 

Debt, Development and Democracy, London & Harare: 
ZED Books/Anvil Press;  Hancock, Graham (1989), Lords 
of Poverty: the Power, Prestige and Corruption of the 
International Aid Business,  New York: Atlantic Monthly 
Press

16  Nkrumah, K. (1963), Africa Must Unite, London: Panaf.
17 Mkandawire, T. (2001), ‘Thinking about Developmental 

States in Africa’, Cambridge Journal of Economics, 25 
(3):289-314; Adejumboi, S. (2004), ‘Economic Global-
ization, Market Reforms, and Social Welfare Services in 
Africa’, In Globalization and Social Policy in Africa, T. 
Akin Aina, S.C.L. Chachagee and E. Annan-Yao, eds., 
CODESRIA, Dakar, Senegal: 23-46

impressive growth rates given the initial 
conditions. Physical infrastructures were 
greatly improved, particularly in the areas 
of health, education and communication. 
New universities, agricultural research cen-
tres, national transport networks, and local 
government structures were established to 
facilitate the national development project. 
Elaborate social subsidies and social pro-
grammes were developed as part of the na-
tion-building project which helped diffuse 
social tensions. In short, the early ‘national-
ist’ project did indeed accomplish a lot more 
in the economic and social front compared 
to the development policies and strategies 
implemented in subsequent years18. Thus, 
given the focus on development, the early 
post-colonial state in Africa was described 
by some as a ‘developmental state’.

With the ascendency of neoliberalism in 
the early 1980s, however, the optimistic 
mood that prevailed across Africa during 
the first development decade was replaced 
by a sense of despair, increased levels of 
poverty, social integration and political in-
stability. Debt structures, conditional aid 
flows and unequal system of trade became 
the main instruments by which African de-
velopment was regulated. As African gov-
ernments became increasingly accountable 
to external actors rather than to their own 
citizens, what was left of the ‘transforma-
tive agenda’ of the 1960s and 1970s was 
completely dismantled19. Two decades lat-
er, the role of the state as the driver of de-
velopment has been significantly curtailed, 

18 Mkandawire, T. (2007), ‘From the national question 
to the social question’, Paper delivered at Cape Town 
University in honor of Harold Wolpe; Adesina, Jimi O. 
(2007), Social Policy in Sub-Saharan African Context: 
In Search of Inclusive Development, UNRISD/Palgrave 
Macmillan, Basingstoke

19 Cheru, F. (1989), The Silent Revolution in Africa: Debt, 
Development and Democracy, London & Harare: ZED 
Books and Anvil Press; Mkandawire, T. and C. Soludo 
(1999), Our Continent, Our Future: African Perspectives 
on Structural Adjustment, Africa World Press, Trenton, NJ.
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the domination of market forces is set in 
place, and economies have been left wide 
open to external competition. 

Yet few African countries have achieved 
credibly in terms of any of the indicators 
that measure real, sustainable development, 
let alone structural transformation. The ma-
jority of African countries are still dependent 
on one or two commodities as a source of 
foreign exchange. Agricultural production 
remain stagnant, unable to keep up with 
the rate of population growth. Most coun-
tries have slid backwards into growing in-
equality, poverty, ecological degradation 
and de-industrialization. Donor-mandated 
programmes of ‘structural adjustment’ and 
market-oriented reforms failed to produce 
structural transformation. 

Africa’s experience with ‘structural adjust-
ment’ and market-oriented reforms was in 
sharp contrast to the development strate-
gies pursued by the newly-industrializing 
countries of East Asia. Under the careful 
guidance of a strong and development 
state, they experimented with a mixture 
of market-friendly policies as well as state 
control of the strategic economic sectors in 
order to engineer high level of economic 
growth based on low-cost manufacturing 
and, later, into high-end and sophisticat-
ed industrial goods as they move up the 
technological ladder20. State intervention 
was critical in the area of infrastructure de-
velopment, investment and human capital 
development, and a gradual and selective 
liberalization of specific sectors as they 
become more mature to compete in the 
market place. Such is the case of China, 
Vietnam, South Korea, and Taiwan - im-
portant countries that refused to follow all 

20  Wade, R. (1990), Governing the Market: Economic 
Theory and the Role of Government in East Asian Indus-
trialization, Princeton, NJ: Princeton University Press.

the rules in the neoliberal guidebook even 
while moving in a more market-oriented 
direction.21In fact, these successful coun-
tries can hardly be called poster children of 
neoliberal economic policy.

In the past five years, however, the suc-
cessful development experience of the East 
Asian countries, particularly the rise of Chi-
na and India, has captured the imagination 
of Africans and has subsequently put the 
topic of structural transformation on top of 
the political agenda.22 The rise of the new-
ly-emerging countries has opened up new 
possibilities for African countries to tap into 
new opportunities in low-cost manufactur-
ing as emerging countries such as China 
and Korea move up the technological lad-
der and leave low-cost production to the 
late comers. The successful development 
experience of these emerging countries 
demonstrates the importance of national 
policies that support strategic industries, 
develop internal infrastructure and invest 
in human capital formation in order to take 
advantage of new opportunities from the 
rising of a multi-polargrowth world23. 

These countries were able to accelerate 
structural change and income growth by 
promoting industrial growth that reflects 
their latent comparative advantage. Their 
success was due to two important factors: 
(a) that governments had the freedom to 

21  Haggard, S. (1990) Pathways to the Periphery: The 
Politics of growth in the newly industrialized countries, 
Ithaca, NY: Cornell University Press; Wade, R.H. (1990), 
Governing the Market: Economic Theory and the role 
of government in East Asian Industrialization, Princeton, 
NJ: Princeton University Press; Rodrik, D. (1994), ‘Getting 
interventions right: how South Korea and Taiwan grew 
rich’, NBER Working Paper, No. 4964.

22  Cheru, F. and Cyril Obi ( 2010), The Rise of China and 
India in Africa: Challenges, Opportunities and Critical 
Interventions,  London & New York: ZED Press and the 
Nordic Africa Institute

23  Evans, Peter (1998), ‘Transferable lessons? Re-examining 
the institutional prerequisites of East Asian economic 
policies’, Journal of Development Studies, 34(6):66-86
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control basic economic policy and (b) the 
state had the administrative, legal and reg-
ulatory capacity to guide the market in a 
way favourable to national development 
and structural change24. Therefore, an ef-
fective and competent state is a prerequi-
site for accelerating structural change in 
any society.

What exactly is structural 
transformation?
The structural transformation process has 
been the subject of various empirical stud-
ies included in the specialized development 
literature on the patterns of economic and 
social development. A proper understand-
ing of the development process of a typical 
dual economy developing country such as 
Ethiopia would show that structural trans-
formation usually takes root in the context 
of a sustained increase in real per capital 
income over a fairly long period25.

Various scholars have offered different defi-
nitions of structural transformation based 
on the specific historical experience of the 
particular countries that they studied. In 
general, structural transformation can be 
looked at as the change in the sectoral 
composition of output,or GDP, and that of 
the sectoral pattern of the employment of 
labour, as the economy develops (that is, as 
real per capita GDP increases) over a fair-
ly long period of time26.  In the context of 

24   Wade, Robert (1990), Governing the Market: Economic 
Theory and the Role of Government in East Asian 
Development, Princeton University Press, Princeton, NJ.;  
Haggard, Stephan (1990), Pathways from the Periphery: 
The Politics of growth in the Newly Industrializing Coun-
tries, Ithaca, NY: Cornell University Press; Chang, H-J. 
(2003), Kicking Away the Ladder: Development Strategy 
in Historical Perspective, London: Anthem Press; Rodrik, 
D. (1999), The New Global Economy and Developing 
Countries: Making Openness Work, Washington, DC: 
Overseas Development Council

25 Chenery, H. and M. Syrquin (1975), Patterns of Develop-
ment, 1950-1970, Oxford: Oxford University Press

26  The definition of sustained economic growth adopted 
by the Commission on Growth and Development (2008) 

such an economy, development takes place 
in the form of capital accumulation in the 
high-productivity sector supported by the 
migration of labour from low-productivity 
sectors, implying structural transformation. 
Therefore, recurrent themes that come 
across in the historical evidence on modern 
economic growth arethe significant role 
of technological innovation, the increase 
in the rate of capital accumulation,  the 
resulting shift in the sectoral composition 
of growth and the role of urbanization 
(though not stated explicitly) in facilitating 
innovation and economic productivity27.

With every progress in technological inno-
vation, the time required to make the tran-
sition from agrarian to industrial society 
has drastically been reduced.  According to 
Maddison (1995), it took about 1400 years 
for the Western world to double its income 
before the 18th Century. In the 19th Cen-
tury, the same process took about 70 years, 
and in the 20th century only 35 years. As 
a result, agriculture’s share of employment 
in the western world declined from more 
than 80 percent to less than 10 percent28. 
The central question posed in this chapter 
is this: What would it take for Ethiopia, 
with 80 percent of the population still en-
gaged in subsistence agriculture, to make 
the same journey as the developed coun-
tries and the emerging countries of Asia 
and Latin America?

The struggle to achieve structural transfor-
mation is not new to the African continent. 

is a real GDP growth rate of 7 percent a year or more for 
25 years or longer.

27  Kuznets, S. (1966), Modern Economic Growth, New 
Heaven: Yale University Press; Rostow, W.W. (1960), 
The Stages of Economic Growth: A Non-Communist 
Manifesto, Cambridge: Cambridge University Press; 
Gerschenkron, A. (1962), Economic Backwardness in 
Historical Perspective: A Book of Essays, Cambridge, MA: 
Belknap Press of Harvard University.

28  Maddison, A. (1995), Monitoring the World Economy, 
1820-1992, Paris: OECD
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With the attainment of political indepen-
dence, the idea of transforming newly-in-
dependent African countries into modern 
societies took centre stage in academic re-
search in the late 1950s and early 1960s. 
Economists and political scientists, partic-
ularly in the United States, embarked on 
a search for a theory of structural change.  

Prominent among them were Arthur Lewis 
and W.W. Rostow.29The fundamental re-
quirements of structural transformation in 
the development process is embodied in 
the ‘dual economy’ model first espoused by 
Arthur Lewis (1954) and the extension of 
this model by other scholars over the years.  
The model looks at the economy of a typi-
cal developing country such as Ethiopia as 
composed of two broadly defined sectors: 
a large rural (subsistence agriculture) sec-
tor characterized by low productivity and a 
relatively small urban (modern or industrial) 
sector characterized by high productivity. In 
the context of such an economy, develop-
ment takes place in the form of capital ac-
cumulation in the high-productivity sector 
supported by the migration of labour from 
the low-productivity sector, implying struc-
tural transformation.

A somewhat similar, but heavily ideologi-
cally-biased analysis was propounded by 
W.W. Rostow, who in his seminal book, 
The stages of Economic Growth: A 
non-Communist Manifesto, sketched 
out the prerequisites for development that 
each country must pass through30.  In his 
‘stages of growth’ model, Rostow posits 
that, during the take-off phase, two key 
elements are critical: a sharp increase in 

29  Lewis, Arthur (1954), ‘Economic Growth with Unlimited 
Supplies of Labor’, Manchester School of Economic and 
Social Studies, vol.22, pp.139-91

30 Rostow, W.W. (1960), The Stages of Economic Growth: 
A Non-Communist Manifesto, Cambridge: Cambridge 
University Press

the rate of capital accumulation and the 
emergence of a leading industrial sector 
that fosters the change in the production 
structure. Rostow’s theory on the stages 
of growth’ was quickly dismissed for be-
ing too simplistic, ideologically-biased and 
lacking any historical reference to the influ-
ence of colonialism and imperialism in per-
petuating underdevelopment in previously 
colonized regions. Moreover, Rostow’s 
‘stages of growth model’ was exclusively 
aimed at transforming poor countries in 
the image of Western Europe and North 
America. It was focused on ‘modernization 
and westernization’, not necessarily on 
structural transformation.

Simon Kuznets was another economists 
who embarked on trying to understand 
the mechanics of structural transforma-
tion, which characterizes the evolution 
of successful countries from low-income, 
rural agrarian economies into urban in-
dustrial economies with a much higher 
per capita income.31 Through a series of 
stylized facts, Kuznets identified four fea-
tures of modern economic growth: a shift 
in the sectoral composition of the economy 
whereby the share of the non-agricultural 
sector increases and that of the agricultural 
sector decreases; the proportion of the la-
bour force employed in the non-agricultur-
al sector rises while that in the agricultural 
sector decreases; a shift in the distribution 
of the population between the rural and 
urban areas (i.e., increased rural-urban 
migration) and an increase in the relative 
size of capital-labour ratio in the non-ag-
ricultural sector of the economy. Kuznets 
also observed that the shift from agrarian 
to industrial society is not simply a function 
of technological change alone; the set of 
interrelated changes in social institutions 

31  Kuznets, S. (1966), Modern Economic Growth, New 
Heaven: Yale University Press
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and beliefs brought about by the same 
process of industrialization and urban-
ization are equally critical for productivity 
growth.32These observations were corrob-
orated by other economists, such as Chen-
ery and Abramowitz33.Interestingly, the 
transformation of a number of East Asian 
countries from agrarian to highly compet-
itive industrial economic since the early 
1970s followed a similar pattern described 
by Kuznets.

Rostow’s theory on the significance of capi-
tal accumulation for growth was challenged 
by Alexander Gerschenkron, who, through 
his study of the catching-up process of Eu-
ropean countries in the mid-1800, uncov-
ered that capital accumulation was never a 
precondition for the success many Europe-
an countries who were lagging far behind 
Britain.34 Instead, Gerschenkron argued 
that the part played by special institutional 
factors (i.e., government agencies, banks) 
designed to increase the supply of capital 
to the nascent industries helped European 
countries to catch up with Britain. 

In short, capital accumulation as a precon-
dition can be substituted for through de-
liberate state action to increase the supply 
of capital to domestic enterprises. In the 
current Ethiopian context, for example, 
the decision by the Federal government 
to sell bonds to the public - the so-called 
‘Millennium Bond’ - in order to finance 
the construction of the Renaissance Dam, 

32  Kuznets, S. (1971), Economic Growth of Nations: Total 
Output and Production Structure, Cambridge, MA: 
Harvard University Press.

33 Chenery, H.B. (1979), Structural Change and Devel-
opment Policy, New York: Oxford University Press; 
Abramowitz, M. (1983), ‘Notes on International 
Differences in Productivity Growth Rates’, In The Political 
Economy of Growth, (ed.), D.C. Mueller, New Haven: 
Yale University Press.

34 Gerscchenkron, Alexander (1962), Economic Backward-
ness in Historical Perspective: A Book of Essays, Cam-
bridge, MA: Belknap Press of Harvard University Press

can fit into this category of deliberate state 
intervention to make up for what private 
investors are unwilling to do due to pre-
sumed risk factors.

While the analytical perspective provided 
by Kuznets, Gerschenkron, Lewis and Ros-
tow on structural change captured the his-
torical development experiences of western 
Europe and North America, it was the  ‘fly-
ing geese’ model developed by Japanese 
economist Kaname Akamatsu that caught 
the attention of many development econ-
omists and political scientists in the 1960s 
since Japan was the only non-Western 
country that was able to make successful 
transition from low production agricultur-
al economy to one of the most advanced 
industrial country in the world. Akamatsu, 
focusing primarily on the development ex-
perience of Japan,  documented what he 
called the ‘wild geese flying pattern’ in 
economic development, noting that ‘wild 
geese fly in orderly ranks forming an invert-
ed V, just as airplanes fly in formation35. 

The model basically describes the sequen-
tial order of the catching-up process of 
industrialization by latecomer economies 
by transforming themselves as production 
platforms for low cost and low skill man-
ufacturing sectors. As the ‘leader-country’ 
move up the product ladder to more so-
phisticated industrial production, the late-
comers can  move into the low cost and 
low skill manufacturing sectors being va-
cated by the ‘lead-country’ and ‘kickstart’ 
their own industrialization process.  

It may be remembered that the growing 
trade in parts and components in East Asia 
started with the phenomenon growth of 

35 Akamatsu, K. (1962), ‘A Historical Pattern of Economic 
Growth in Developing Countries’, The Developing Econ-
omies (Tokyo), Supplement Issue No. 1: 3-25
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Japanese incomes and wages in the 1970s 
and 1980s, a phenomenon that is repeat-
ing itself in the case of China today. The 
growth of wages eroded Japan’s compara-
tive advantage in manufacturing and trig-
gered the search for lower-cost countries 
such as Hong Kong, Taiwan, Korea, and 
Singapore36. When these countries also ex-
perienced their own wage inflation and liv-
ing standards, they looked for off shore for 
the most labour-intensive phases of their 
production process to other low-wage East 
Asian countries (Thailand, Malaysia, Indo-
nesia and Vietnam).37A similar process is 
underway in China, dubbed as the world’s 
factory. It was only by 1990 that China 
became a major player in the competition 
for plant location and is presently leading 
the world in attracting foreign direct in-
vestment. At the time, China was already 
a dominant player in some light manufac-
turing such as footwear and toys. Japan 
continued to be a major player in toys but 
was clearly moving up the technological 
ladder to more sophisticated electronic 
games. In the early 2000s, however, China 
was able to move up the product ladder 
to more sophisticated manufacturers and 
overtake Japan in world export shares in 
plastic, electrical machinery and parts. But 
today, China is experiencing a growing 
tension for higher wages and pressure to 
boost income and domestic demand. The 
tension in real wages has begun to bite, 
forcing many Chinese companies to move 
offshore, initially to Vietnam and other East 

36 Miracle or Design? Lessons from the East Asian Experi-
ence, Washington, DC: Overseas Development Council; 
Wade, R.H. (1990), Governing the Markets; Economic 
Theory and the role of government in East Asian Indus-
trialization, Princeton, NJ: Princeton University Press.

37 Lall, Sanjaya (2002), ‘Selective Policies for Export Promo-
tion: lessons from the Asian Tigers’, In Non-Traditional 
Export Promotion in Africa: Experience and Issues, by 
G.K. Helleiner (ed.), Palgrave: New York; Bello, W. and 
S. Rosenfeld (1990), Dragons in Distress: Asia’s Miracle 
Economies in Crisis, San Francisco: Institute for Food and 
Development Policy.

Asian countries, but more and more to 
Africa where wage levels are comparably 
lower than Vietnam or Laos.

Akamatsu’s ‘flying geese model’ has rele-
vance to the future development prospects 
of African countries, as with Mauritius sev-
eral years ago when it became a produc-
tion platform for low-cost manufacturers.  
The model focuses on three dimensions: 
intra-industry; inter-industry and the inter-
national division of labour. The first dimen-
sion involves the product cycle, whereby 
the developing country initially imports 
the goods, later moves to production com-
bined with imports (i.e. the import-sub-
stitution phase), and finally moves to ex-
porting goods and may even become a net 
exporter. The second dimension involves 
the sequential appearance and develop-
ment of industries, with industries being 
diversified and upgraded from consumer 
goods to capital goods. The third element 
involves the relocation of industries across 
countries, from advanced to developing 
countries as the latter undergo the process 
of convergence. 

As the present emerging economies move 
up the technological ladder and enter 
into the production of more sophisticated 
goods and services, there are enormous op-
portunities for developing countries to ex-
ploit the latecomer advantage by building 
up industries that are growing dynamically 
in more advanced countries that have en-
dowment structures similar to theirs such 
as China, India and other emerging econo-
mies38. This is already beginning to happen 
as we recently witnessed the relocation 
of Chinese and Swedish textile manufac-

38  Lin, J.Y. (2010), Growth Identification and facilitation 
- The Role of the State in the dynamics of structural 
change, The World Bank Policy Research Working Group 
Paper 5313, World Bank: Washington, DC.
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turers to Ethiopia.  Already Ethiopia is cost 
competitive with China in the textile and 
leather sectors. In other words, those Afri-
can countries that have developed a clear 
industrial policy that is consistent with their 
comparative advantage, invested heavily in 
infrastructure, upgraded their human cap-
ital through skills training and maintained 
a competitive and enabling business envi-
ronment would be the ones who benefit 
from the changes in the global production 
system brought about by advances in in-
formation technology and rapidly declining 
transport cost. 

A similar view is advanced by Chinese 
economist Justin Y. Lin (2009), formerly 
Senior Vice President and Chief Economist 
at the World Bank. Drawing largely from 
the report prepared by the Commission on 
Growth and Development, Lin produced a 
‘framework for rethinking development’ 
or ‘new structural economic framework’.39  
Lin believes that the rise of China and oth-
er emerging developing countries offer 
developing countries, particularly Africa, 
to move out of subsistence agriculture into 
manufacturing as these emerging econo-
mies move up the technological ladder and 
abandon low-cost manufacturing produc-
tion. Lin suggests that China can lead the 
way for the birth of the next ‘newly indus-
trializing’ African countries as it moves up 
the technological ladder. He estimates that 
some 85 million jobs in the manufacturing 
sector can be up for grabs when China 
moves up the next technological ladder 
and as rising labour cost begin to put a 

39  Lin, J.Y. (2010), ‘New Structural Economics: A Frame-
work for Rethinking Development’, policy Research 
Working Paper No. 5197; Lin, J.Y. and Monga, C. (2010), 
Growth Identification and facilitation -  The Role of the 
state in the dynamics of structural Change, The World 
Bank Policy Research Working Group Paper 5313, World 
Bank: Washington, DC;

brake on its global competitiveness40.

The ‘structural economic framework’ em-
phasizes that the development of countries 
depends on their competitive advantage 
along a continuum to high-income indus-
trialized economy. Along this continuum, 
an economy’s factor endowments evolve, 
requiring corresponding infrastructure to 
facilitate its operations and transactions. 
Since infrastructure development involves 
high transaction cost for the private sec-
tor, the state is the only institution that can 
take the responsibility to invest in physical 
infrastructure, direct credit to strategic in-
dustries and provide protection to infant 
industries at the initial stage of industrial-
ization until they are able to compete in 
the free-market on their own.

Box 1: Key elements of the ‘new Box 2: 

40  Lin, J. Y. (2011), ‘From Flying Gees to Leading Dragons: 
New Opportunities and Strategies for Structural Transfor-
mation in Developing Countries’, WIDER Annual Lecture 
15, Helsinki: UNU-WIDER.
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The approach advocated by the new struc-
tural economic school particularly focuses 
on identifying the most promising activ-
ities that match a country’s comparative 
advantage. In this development evolution, 
the market is seen as the basic mechanism 
for effective resource allocation. Successful 
industrial policies have often involved a 
combination of ‘leading the market’ and 
‘following the market’. 

In the former case, government encourag-
es investment decisions that private actors 
would not make (e.g. infrastructure devel-
opment), whilst in the latter, the govern-
ment support some of the investments and 

innovation of private firms to encourage 
a marginal extension of the production 
frontier in the specific areas of production. 
Leading the market seeks to anticipate 
the future, in which existing comparative 
advantages in natural resource based and 
cheap labour are used up, and also seeks 
to create comparative advantage in partic-
ular products (e.g. leather) and sectors by 
building technological capabilities at the 
firm level.

In summary, a cursory review of the lit-
erature on economic development as a 
process of structural change has demon-
strated that all countries can make the 

Box 1: Structural Economic’ School

1. The government identifies the list of tradable goods and services that have been produced for about 20 years 
in dynamically growing countries with similar endowment structures and a per capita income that is about 
100 percent higher than their own

2. Among the industries in that list, the government may give priority to those in which some domestic private firms 
have already entered spontaneously and try to identify the obstacles that are preventing these firms from upgrading 
the quality of their products or the barriers that limit entry to those industries by other private firms

3. For those industries which are completely new to domestic firms, the government could adopt specific mea-
sures to encourage FDI from higher-income countries and incubation programmes to catalyze private domestic 
firms into these industries

4. Support should also be given to industries not on this list but which are successful self-discoveries by private 
enterprises in the country to enable the scale up of these industries

5. In countries with very weak infrastructure, and an unfriendly business environment, the government should 
invest in industrial parks or export processing zones and attempt to attract domestic firms and foreign firms 
that are willing to invest in the targeted industries

6. The government can provide time and cost-limited incentives to pioneer firms or foreign investors that work 
within the industries identified in Step 1 to compensate for non-rival public knowledge created by their 
investments.

Source: extrapolated from Lin & Monga (2010)
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transition from agriculture to industry, but 
the catching-up process can vary from 
country to country, depending on their 
endowment structure, historical conjunc-
tures, timingand geography. The critical 
factors determining the scope and pace 
of structural transformation are industrial-
ization and rapid technological innovation 
which enables countries to move out of 
subsistence production to more dynamic 
industrial production. As a result of these 
structural changes, the share agriculture in 
the national GDP will decline while the pro-
portion of national income derived from 
manufacturing activities increases substan-
tially. In the process, countries are able to 
engage in extensive industrial upgrading 
and diversification, generate jobs and raise 
incomes substantially.

Associated with the changes in the struc-
ture of the economy, there will be a sub-
stantial movement of people from rural ar-
eas to cities where modern manufacturing 
is concentrated.41 The developed countries 
and the countries that successfully caught 
up with them (the East Asian countries in 
particular) have all had dramatic structur-
al changes in the composition of employ-
ment and value added in primary, second-
ary and tertiary industries. By contrast, 
many low-income African countries have 
failed to achieve similar structural chang-
es despite experimenting with different 
models of development over the past 50 
years. What is to be done to bring about 
structural transformation in low-income 
countries like Ethiopia is the subject of the 
next section. 

41 Bagchi, A.K. (1990), ‘Industrialization.’ In The New 
Palgrave: Economic Development, (eds) J. Eatwell, M. 
Milgate, and  P. Newman, New York: W.W. Norton & Co. 
pp.160-73

The role of the State in 
structural transformation
Africa’s marginal position in the new global 
hierarchy provides us with a compelling oc-
casion to set in motion a ‘transformative’ 
and ‘emancipatory’ long-term national de-
velopment vision. This will entail the need 
to adopt appropriate macroeconomic, 
structural and social policies, with greater 
emphasis on ‘strategic integration’ as op-
posed to ‘indiscriminate opening’ to world 
markets. Such strategic opening to world 
markets should be decided on the basis of 
how the mix of proposed policies support 
national interest in terms of promoting 
economic growth and structural change. 
It would involve a mix of sectorally neutral 
as well as selective policies.  This brings us 
face to face with the issue of the role of the 
state in national development.

Historically, the State has been pivotal in 
the economic transformation of many of 
the now developed countries42.  As Ger-
schenkron (1966) and Lin and Monga 
(2010), points out, all European economies 
benefited from government support in 
technological acquisition of foreign tech-
nology in order to catch up with Britain.  
Similarly, the late industrializing East Asian 
countries, such as Singapore, Japan, Korea 
and Malaysia, managed to transform their 
economies in less than 30 years through 
a disciplined planning approach.43In the 
African context, achieving structural trans-
formation requires first and foremost, the 

42 Reinert, Erik (2007), How Rich Countries Got Rich...and 
Why Poor Countries Stay Poor, London: Constable & 
Robinson Ltd.

43 Amsden, A. (1989), Asia’s Next Giant: South Korea and 
Late Industrialization, New York: Oxford University Press; 
Wade, Robert (2004), Governing the Market: Economic 
Theory and the Role of Government in East Asian Devel-
opment, Princeton, NJ: Princeton University Press; Ohno, 
Izumi and Kenichi Ohno (2009), Dynamic Capacity De-
velopment: What Africa can learn from Industrial Policy 
Formulation in East Asia, National Graduate Institute for 
Policy Studies (GRIPS), Tokyo.
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need to construct a development-orient-
ed competent state that would assert its 
development role within the context of a 
common national development vision,un-
constrained by the remote forces of glo-
balization44.  History tells us that success-
ful developing countries have been those 
that have shaped a constructive, mutually 
supportive relationship between the pub-
lic and private sectors rather than the ones 
that opted either for the primacy of the 
market or the primacy of the state.45 The 
main basis for more equitable and inclusive 
growth process are agrarian reform and 
rural development policies; high rates of 
investments in manufacturing; investment 
in vital infrastructures; broad-based human 
resource development; support for small 
and medium enterprises through financial 
policies; development and implementation 
of  inclusive social policies to rebuild citi-
zenship and the expansion of productive 
employment.

The institutional imperatives 
for driving a transformative 
agenda
For the development state to push forward 
the structural transformation agenda, it 
must have the following institutional ar-
rangements:

•	 A strong and effective national de-
velopment planning institution:A 
strong national development planning 
agency that identify national priorities, 
setting targets, developing strategies, 
facilitating coordination among vari-
ous sectors and stakeholders, and  es-

44  UN Economic Commission for Africa (2011), Economic 
Report on Africa 2011; Governing development in Africa 
- the role of the state in economic transformation, Addis 
Ababa: UNECA

45  Wade, R.H. (1990), Governing the Market; Economic 
theory and the role of government in East Asian Industri-
alization, Princeton, NJ: Princeton University Press.

tablishing monitoring and evaluation 
mechanisms to achieve the goals. Such 
has been the case with the Economic 
Planning Board of Korea and Singapore, 
and the Economic Planning Unit (EPU) 
of Malaysia. In these Asian countries, 
the bureaucracy was responsible for the 
planning, intervening and guiding the 
economy.46

In the case of Ethiopia, the newly-estab-
lished National Planning Commission 
could play a similar role as ‘the brain and 
engine’ for articulating a long-term na-
tional development vision aimed at bring-
ing about structural transformation in the 
country. In order for the new National 
Planning Commission to be effective, the 
entity must be able to recruit ‘the best and 
the brightest’ Ethiopian skilled profession-
als and offer them attractive compensa-
tion package and predictable career path. 
The NPC must be headed by a minister 
with impeccable credentials in the field 
of development planning and the NPC 
should be placed under the Office of the 
Prime Minister.  It should be recognized 
publicly as the sole planning entity, with 
the responsibility to oversee the imple-
mentation of national plans, and ensure 
coordination with departments, sector 
ministries, specialized transformation in-
stitutions and other stakeholders.

46 Ohno, Izumi and Masumi Shimamura (2007), Managing 
the Development Process and Aid: East Asian Experience 
in Building Central Economic Agencies, GRIPS Develop-
ment Forum; Cartels, M. (1992), ‘Four Asian Tigers with 
a Dragon Head: A Comparative Analysis of State, Econ-
omy, and Society in the Asian Pacific Rim’, In State and 
Development in the Asian Pacific, R. Appelbaum and J. 
Henderson, eds., Newbury Park, CA: Sage Publications; 
Johnson, C. (1982), ‘ Political Institutions and Economic 
Performance’, In The Political Economy of the New 
Asian Industrialism, C.F. Deyo, ed. , Ithaca, NY: Cornell 
University



1919

The QuesT for sTrucTural TransformaTion in africa:
Building ‘sTaTe-socieTy-PrivaTe secTor’ sTraTegic alliance for inclusive growTh

•	 A critical mass of highly trained and 
competent civil servants:A strong, 
competent and independent bureau-
cracy, insulated from political or interest 
group influence, is critical for enhancing 
government effectiveness and for accel-
erating the transformation agenda. Re-
cruitment of the best and the brightest to 
the civil service has to be based on merit 
rather than political patronage, ethnic 
and religious considerations. Moreover, 
the incentive structure has to be attrac-
tive, with predictable career paths, and 
competitive remuneration system. It is 
precisely due to the lack of attractive re-
muneration packagesand predictable ca-
reer paths that many government min-
istries in Ethiopia experience high levels 
of staff turnover. Moreover, as in many 
advanced countries, changes in the po-
litical leadership should not affect the 
positions of these civil servants.

It is not only the capacity of the planning 
commission and sector ministries that 
should be invigorated, but also all of 
the public institutions - the central bank, 

customs, tax collection authorities, and 
other oversight institutions, such as the 
anti-corruption authority and the office 
of the Auditor-General.

•	 Establish a network of second-level 
transformative institutions: Linked 
to the national planning institutions are 
a network of transformative institutions 
designed to guide specific sectors (e.g. 
the Agricultural Transformation Agency 
in Ethiopia), staffed with competent sec-
tor specialists and technicians, who can 
respond effectively to the demands of 
specific sectors, provide the needed tech-
nical or financial support on timely basis, 
and monitor their performance regularly 
and make the appropriate adjustments as 
needed.47Establish ‘Industrialization 
strategy’ as a process, not just a docu-
ment: In the past, Africa got into trouble 

47  Evans, P. and James E. Rauch (1999), ‘Bureaucracy and 
Growth: a cross national analysis of the effects of ‘We-
berian’ state structures on economic growth’, American 
Sociological Review, 64, pp.748-765; Ohno, Izumi and 
Masumi Shimamura (2007), Managing the Development 
Process and Aid: East Asian Experience in Building Central 
Economic Agencies, GRIPS Development Forum, Tokyo.

Box 2: Effective State Capacity: transferrable Lessons from China

•	 Policy making and capacity building were based on learning and performance as the key criteria and evolved 
as the economy and society evolved through time, often in unforeseen ways.

•	 The Chinese State was able to take this approach through avoiding state capture by elites and special 
interests and focusing on inclusive growth as the ongoing national project.

•	 A capacity for policy analysis and performance review was established via the creation of economic and 
social policy research institutes, pilot programs followed by rapid scaling up, and meritocratic leadership selection 
process. the governance system evolved from a command economy to a networked economy with a high degree 
of decentralization coupled with various feedback and accountability systems substituting for open political system.

•	 the policy directions set at the top encouraged widespread local and private initiative. Together with 
the learning-by-doing culture, this has made for a rapid transformation process.
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with industrial strategies that were too 
ambitious and did not take into account 
the country’s comparative advantage. In 
the contemporary situation, industrial 
policy must be based on a careful assess-
ment of the country’s comparative advan-
tage, as well as the adequacy of skills and 
infrastructure to support an industrializa-
tion strategy. Each country must carefully 
identify industries that have a compara-
tive advantage as well as new sources of 
economic growth for industrialization, 
identify their constraints (e.g. infrastruc-
ture, human resources, etc.) and devise 
measures to remove the constraints and 
make necessary investments to support 
the industries. The measures taken must 
be consistent with the country’s institu-
tional capacity and executed under dis-
cipline and competition.48Establish a 
network of strong ‘think-tanks’ and 
university-based research institutes 
of high international standard:  But 
industrial policy cannot move forward 
in the absence of high skilled people in 
science and technology, and a strong re-
search and development (R&D) platform 
for innovation.49 In a highly-competitive 
and knowledge-based global economy, 
investment in research and development 
(R&D) in science and technology is critical 
for boosting production, enhancing hu-
man capacity and reinforcing the capacity 
of the state to guide development effec-
tively. This is, of course, part and parcel 
of the broader challenge of reorienting 
African higher education towards science 
and technology, and entrepreneurship 
education. 

48 Ohno, Izumi (2011), ‘Industrial Strategies and Enterprise 
Development: Views from East Asia’, paper presented at 
the China-DAC Conference for Enterprise Development, 
Addis Ababa (February).

49 Oyelaran-Oyeyinka, B (2006), Learning to Compete in 
African Industry: Institutions and Technology Develop-
ment, Ashgate Publishing Limited, Aldershot.

Although Ethiopia has, in recent years, 
reoriented its educational system towards 
science and technology education, the 
quality of the education and training 
offered remain relatively poor and is of 
low quality. In the nextphase of the GTP, 
greater effort must be made by the gov-
ernment towards improving quality and 
move awayfrom quantitative expansion. 
Quality research and training in science 
technology is the foundation for suc-
cessful industrialization. Moreover, the 
research centres and universities should 
have a strong link with the private sector 
and the state and they should be required 
to market their ideas and innovations in 
the market placeactively.

•	 Nurture the development a dynamic 
indigenous private sector:  The pri-
vate sector is an engine of growth. No 
country has achieved industrialization 
without developing a successful private 
sector. Although the profit motive is the 
driving force in the operations of private 
investors, they take risks and innovate 
to break new grounds in product de-
velopment in order to maximize profits 
and garner a larger share of the given 
market. It is, therefore, imperative that 
government nurtures the growth of 
the private sector through financial and 
non-financial policies so that they can 
become competitive in the market place. 
As experience from Japan and Korea 
points out, the role played by the state 
to develop an indigenous private sector 
which, over time, grew into some of the 
most powerful companies in the global 
economy, was a critical factor in the in-
dustrialization of both countries.  Both 
governments used a mixture of protec-
tionism, subsidized credit and so on for 
local private industries to develop an in-
digenous technological base, and then 
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they were allowed to compete in the 
global market50.

It must be clear, however, that the role 
of government should not be limited to 
providing critical support to the private 
sector. Government should also chal-
lenge the private sector and state-owned 
enterprises (SOEs) to perform better and 
become competitive in export markets, 
and that government support is condi-
tional on the achievement of certain pol-
icy goals. The relationship between the 
state and the private sector is based on 
a forward-looking performance-based 
model in order to promote learning and 
technology-acquisition capacities. The 
close interaction between government 
and the private sector will ensure that 
the policymakers have a good idea of 
the constraints facing businesses and 
this should have a positive impact on 
policy design and implementation. Expe-
rience from the emerging countries tells 
us that governments that have been able 
to enforce discipline and terminate assis-
tance to firms when there is evidence of 
non-performance, have been successful 
in promoting industrialization. In oth-
er words, industrial policy is not about 
‘picking winners’ per se but also about 
letting the losers exit the market.

•	 Construct a viable social contract 
as an integral part of the national 
development strategy: Democracy 
and development cannot be separat-
ed from the social agenda. There is an 
organic link between political freedom 

50  Wade, Robert (2004), Governing the Market: Economic 
Theory and the Role of Government in East Asian 
Development, Princeton University Press, Princeton, NJ.;  
Haggard, Stephan (1990), Pathways from the Periphery: 
The Politics of growth in the Newly Industrializing Coun-
tries, Ithaca, NY: Cornell University Press; Chang, H-J. 
(2003), Kicking Away the Ladder: Development Strategy 
in Historical Perspective, London: Anthem Press.

and freedom from hunger, ignorance 
and disease. In every political system, 
there must be a social bargain in being 
a member of that political communi-
ty.  A social bargain (or social policies) 
is the glue that keeps a political com-
munity together and fostering citizen-
ship and national unity.51 Investment 
in quality education and healthcare, 
guaranteed oldage pensions, access 
to affordable owner-occupied public 
housing, access to affordable childcare 
and, in some cases, radical land re-
form constitute an important aspect of 
development-oriented social welfare 
programmes that enable every citizen 
to become a productive member of 
society while creating a more conge-
nial social environment. It is within the 
social bargain that one seeks to exert 
accountability on the state as a mem-
ber of that political community.

Structural Transformation: 
the urban dimension
While the literature on structural trans-
formation highlighted the shift from ru-
ral-based subsistence production system to 
urban-based, high technologically-driven 
economic activities, the analysis offered lit-
tle insight into the particular role played by 
large urban centres in driving or facilitating 
the process of transformation and indus-
trialization. In fact, much of the develop-
ment literature of the 1960s and 1970s did 
not present the process of urbanization in 
a positive light. Many scholars decried the 
‘urban-bias’ in public policy and the need 
to reverse it in favour of rural development 
and basic needs. The urban sector was 
viewed as a problem to be curbed, rather 
than one to be nurtured and guided since 
cities can serve as nodes of innovation, in-

51 Adesina, J. O. (2007), Social Policy in Sub-Saharan 
African Context: In Search of Inclusive Development, 
UNRISD/Palgrave Macmillan, Basingstoke
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formation/knowledge exchange and eco-
nomic accumulation52.

It is only in the past 25 years that a more 
nuanced analysis of the role of urbaniza-
tion in economic development and trans-
formation has begun to emerge53. The 
most influential writings on the subject 
have come from scholars specializing in 
the field of critical studies of globaliza-
tion. Prominent among them is Columbia 
University professor, Saskia Sassen who in-

52 Lipton, M. (1997), Why Poor People Stay Poor: The 
Urban-Bias in Public Policy, Cambridge, MA: Harvard 
University Press

53  John Rennie Short and Yeong-Hyun Kim (1999), Global-
ization and the City, Essex: Addison Welsley Longman; 
M.P Smith, eds. (2001), Cities in Transformation, Beverly 
Hills, CA: Sage)

troduced the concept of ‘Global Cities’.54  
Sassen argued that one cannot take the 
existence of a global economic system as a 
given; rather, there is a need to understand 
the particular ways in which the conditions 
of economic globalization are produced. 
She points out that the accelerated pace 
of economic globalization would not have 
been possible without the presence of a 
network of effective competitive cities, 
such as New York, Tokyo and London, that 
play a central and commanding role in fa-
cilitating economic globalization extending 
far beyond the boundaries of any national 
state.55 

54  Sassen, S. (1991), The Global City: New York, London, 
Tokyo, Princeton: Princeton University Press.

55  Sassen, S. (2001), Cities in the World Economy.....

FIGURE 1: Six Dimensions of Competitiveness

When applied in the Ethiopian context, the transition from an agrarian to an industrial society cannot 
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happen without the existence of a network 
of effective and ‘competitive’ cities that 
can serve as nodes of innovation, knowl-
edge production, information exchange 
and strongly integrated to global produc-
tion chains. By building both ‘hard’ and 
‘soft’ infrastructure to improve their com-
petitiveness, Ethiopian cities can become 
indispensable actors for promoting indus-
trialization, diversification and structural 
transformation. 

This is an important lesson that Ethiopian 
policymakers must take into consideration 
as they strive to transform the country into 
a middle-income country by 2025. As clear-
ly presented in Chapter 3 of this report on 
‘competitive cities’, successful implementa-
tion of Ethiopia’s Growth and Transforma-
tion Plan will largely depend on the ability 
of the Federal government to take decisive 
actions to make Ethiopian cities more com-
petitive. This task will require significant 
inter-sectoral coordination as it is beyond 
the capacity of a single ministry to engineer 
broad structural transformation on its own. 

Structural transformation: 
the regional integration 
dimension
In the present conjuncture, actions at the 
national level alone is not enough to kick 
start structural change due to the small 
size of many African economies. National 
strategies to bring about structural transfor-
mation must, therefore, be complemented 
with measures to promote more broad-
based regional integration and cooperation 
to unlock Africa’s manufacturing potential. 

Regional integration is an important as-
pect of ‘strategic integration’ and should 
support the goal of increased internation-
al competitiveness by promoting regional 
production chains and nurture the develop-

ment of regional markets in order to reduce 
demand-side constraints on growth.This 
requires a more concerted effort to tackle 
the interlocking problems of infrastructure 
- electricity, roads and communications 
- along with radical measures to improve 
the business environment. Governments 
must make significant public investment in 
both ‘hard’ and ‘soft’ infrastructure, invest 
in human capital formation, provide credit 
and maintain a growth-oriented macroeco-
nomic environment. In short, regional inte-
gration has enormous potential to contrib-
ute to the realization of national industrial 
development objectives.56Among the key 
interventions needed are:

Cooperation in regional infrastructure: The 
competitiveness of African economies has 
been hampered by the indirect costs stem-
ming largely from poor infrastructure, high 
regulatory burden and political instabili-
ty57. Regional cooperation in infrastructure 
would lower transaction costs and enhance 
the development of regional markets. 
Regional integration can also contribute 
to reducing the regulatory burden facing 
African firms by harmonizing policies and 
serving as an external agency of restraint 
on domestic policies58. At the political level, 
regional integration reduces uncertainties 
associated with investment by promoting 

56 UNCTAD (2009), Economic Development in Africa Report 
2009: Strengthening Regional Integration for Africa’s 
development,   New York and Geneva: UNCTAD;  Wade, 
R. (2009), ‘Rethinking industrial policy in low income 
countries’, African Development Review, 21 (2): 352-366

57 Foster, V and Briceno-Garmenda C.(2010), Africa’s 
Infrastructure: a time for transformation, World Bank: 
Washington, DC; Ndulu, Ben (2006), ‘Infrastructure, 
regional integration and growth in Sub-Saharan Africa: 
dealing with the disadvantages of geography and sover-
eign fragmentation’, Journal of African Economics, AERC 
Supplement, 2: 212-244

58  UNCTAD (2009), Economic Development in Africa 
Report 2009: Strengthening Regional Integration for Af-
rica’s Development, Geneva: United Nations. UNECA/AU/
AfDB, (2012), Assessing Regional Integration in Africa V: 
Towards an African Continental Free Trade Area, Addis 
Ababa: UNECA.

To become a sountry 
where democratic 
rule, good-gover-
nance 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-in-
come economy as of 
2020-2030
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peace and security, which are necessary 
conditions for the sustainability of industri-
al development.

Foster the development of a regional fi-
nancial structure:  Measures to eliminate 
supply-side constraints – such as poor 
infrastructure and burdensome regula-
tions - must be complemented by similar 
efforts to reduce demand-side constraints 
on growth. The competitiveness of Af-
rican firms has been affected by the lack 
of well-developed financial markets, high 
collateral requirements and the high cost 
of credit59. Regional integration can facili-
tate the development of financial markets 
and improve access to credit, enhancing 
the competitiveness of domestic manufac-
turing firms. This could take many forms, 
which could include the establishment of 
trade promotion councils; sub-regional 
credit and insurance system and sub-re-
gional banks to finance production and 
trade60.

Simplify procedures for promoting in-
tra-Africa trade investment: At present, 
there are too many unnecessary and bu-
reaucratic barriers to intra-Africa trade and 
investment. Import controls and export 
licensing, customs hold-ups, restrictive 
exchange controls and a complicated sys-
tem of documentation, border inspections 
and corruption is hindering intra-Africa 
trade. While these are complicated issues 
that cannot be addressed at once, the 
Ethiopian government should champion 
an open-integration approach and use its 
regional political influence to nudge the 

59  Ramachandran, V. Gelb, A. and Shah, M.K (2009), Afri-
ca’s Private Sector: What’s wrong and with the business 
environment and what to do about it, Center for Global 
Development, Washington, DC.

60  UNECA (2010), Assessing Regional Integration in Africa 
IV: Enhancing Intra-Africa Trade, Addis Ababa: UNECA, 
pp.267-291.

member countries of the Intergovernmen-
tal Authority on Development and the East 
African community to expedite the process 
of regional integration by removing bind-
ing constraints.

Capturing the growing consumer market in 
Africa: In the coming decades, a large part 
of global growth will be generated by devel-
oping and emerging countries of the south, 
including the African continent. Much of 
the global consumption for goods and ser-
vices will be dominated by the rising middle 
classes in Africa and other emerging south-
ern economies. Recent projections indicate 
that, if Africa maintains an average growth 
rate of 5 percent, consumer spending will 
rise from $860 billion in 2008 to $1.4 trillion 
in 2020. 61 The share of African households 
with discretionary income is projected to 
rise from 35 percent in 2000 to 52 percent 
in 2050. It is obvious that boosting region-
al integration gives a country large market 
size. It is imperative that Ethiopia reorients 
its production and trade to the regional 
market close to home rather than chasing 
after disappearing markets in the Northern 
Hemisphere for its products.

What are the indicators of 
structural transformation?
In the literature, a structural transforma-
tion indicators, such as the GDP or em-
ployment share of a sector, is used as a 
dependent variable to be explained by the 
level of development (as proxies by real per 
capita GDP) and total population. The rela-
tionship is usually posited as non-linear in 
income and population. Focusing on the 
share of the three production sectors (ag-
riculture, industry and services) in addition 
to the manufacturing subsector, 

61 Mckinsey Global institute (2010), Lions on the move: the 
progress and potential of African Economies, McKinsey 
& Co. www.mckinsey.com/mgi.
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While these indicators measure the chang-
es in the structure and composition of the 
economy, they do not fully capture other 
dimensions of structural transformation. 
Thus, drawing from the recent develop-
ment experience of many late-industrializ-
ing developing countries, we present more 
encompassing indicators that include the 

changes in social institutions and beliefs 
produced by the process of industrializa-
tion and urbanization. These changes in 
social institutions and beliefs are necessary 
conditions to nurture a culture of innova-
tion and entrepreneurship and should con-
stitute an important part of indicators for 
measuring structural transformation.

TABLE 1: Measuring Structural transformation: Key indicators

EConoMiC inDiCAtoRS SoCio-CULtURAL inDiCAtoRS  inStitUtionAL inDiCAtoRS

Labour & employment by sector:
 • Agriculture share of employment (%)
 • Industry share of employment (%)
 • Service share of employment (%)
 • Manufacturing share of employment 

(%)

Value Added by Sector:
 • Service value added  as % of GDP
 • Manufacturing value added as % of 

GDP
 • Industry value added as % of GDP
 • Agriculture value added as % of GDP

Labor productivity by sector:
 • Agriculture
 • industry
 • services

Composition of exports and 
imports:
 • Raw primary product export as % of 

total exports
 • Processed (value-added) primary 

product export as % of total exports
 • Manufactured export as % of total 

exports
 • Service export as % of total exports
 • High technology export as % of total 

exports
 • Rate of inter-regional trade

Composition of population:
 • Rural share of population (%)
 • Urban share of population (%)

Human Capital Development:
 • Proportion of people with a 

college degree from accredited 
institutions

 • Proportion of graduates in 
science and technology fields

 • Gross domestic investment in 
R&D

 • Number of internationally-
recognized institutions of higher 
education

 • Strength and diversity of 
domestic private sector actors

 • Social indicators (e.g. Fertility 
and life expectancy)

Social indicators:
 • Health
 • Education/literacy
 • Life expectancy
 • Nutrition
 • Infant mortality
 • Maternal mortality
 • Access to water & sanitation
 • Access to electricity

Effectiveness of institutions:
 • Administrative capacity
 • Taxation capacity
 • Technical capacity
 • Legal capacity
 • Coordination capacity
 • Responsiveness of delivery 

institutions
 • Degree of corruption
 • Security of property rights
 • Peace & political stability

Competitiveness & cost of doing 
business:
 • governance
 • Connectivity
 • Inclusiveness
 • Environmental sustainability

Political participation:
 • Voter turn-out at local elections
 • Voter turn-out at national elections
 • Degree of civil engagement
 • Religious and inter-group harmony
 • Frequency of labour strikes

Regional integration:
 • Time required to clear customs and 

immigration at boarders
 • Time required to clear inspections
 • Adequacy of boarder control 

inspectors
 • Time required to secure a visa
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It must be acknowledged that each phase 
of globalization is different from previous 
ones and each brings with it new opportu-
nities and challenges. For example, the po-
litical and economic conditions that existed 
when the newly-industrializing countries of 
East Asia (the NICs) engineered their spec-
tacular development were radically different 
from the conditions under which China, 
India, Brazil and other emerging countries 
developed. While the NICs were able to 
copy and imitate Western technology free-
ly, the latecomers such as China, India and 
others had to operate in a new intellectu-
al property rights regime of the WTO (e.g. 
TRIMS and TRIPS) which came into force in 
the early 1990s62. We should also expect 
that the global conditions under which Afri-
can countries will industrialize will be quite 
different from the conditions under which 
the emerging countries developed.  There-
fore, new challenges and opportunities will 
emerge and these should be taken into ac-
count when measuring structural transfor-
mation. The possible indicators mentioned 
above are partial and incomplete and will 
have to be revised constantly as new chal-
lenges emerge in the process of achieving 
structural transformation.

Achieving structural 
transformation in Ethiopia: a 
pragmatic approach
There is no compelling reason why Ethiopia 
cannot become a middle-income country 
by 2025. It can do so if the country’s lead-
ers vigorously address the development 
deficits in the structural transformation of 
output (including industrialization), trade, 
infrastructure, human capital and entrepre-
neurship, and capitalize on the opportuni-
ties available in the world economy while 

62  TRIMS (Trade Related Investment Measures);  TRIPS 
(Trade Related Intellectual Property Rights)

at the same time being ready to manage 
the risks associated with an emerging 
multi-polar world. 

The key imperatives are the following:

1. InstItutIons & 
transformatIonal 
leadershIp dImensIon

Successful developing countries have been 
those that have shaped a constructive, 
mutually supportive relationship between 
the public and private sectors, rather than 
the ones that opted for the primacy of the 
state or the primacy of the market. The 
question that is often posed is: what kind 
of state is suitable for driving a transforma-
tive agenda?63  The overwhelming evidence 
from the literature tends to highlight the 
important role of a ‘developmental state’ 
in transformative change. The question is: 
how do you build one and what should be 
its essential characteristics? 

We offer the following suggestions:

The need to build an effective and 
functioning developmental State: If 
building democracy is a political process, 
it cannot exclude the very central issue of 
State power. Although the State in Africa 
has been the object of popular resistance, 
let us not mistakenly assume that one can 
ever build a society on a democratic foot-
ing without having an effective and func-
tioning state system in the first place. In-
deed, part of the struggle is precisely how 
to build such a functioning and effective 
State that responds to the concerns of its 
citizens as opposed to simply serving the 
interest of a narrow class and elite groups 
that often dominate its affairs. Democ-

63 Mkandawire, T. (2001), ‘Thinking about Developmental 
States in Africa’, Cambridge Journal of Economics, 25 
(3):289-314
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ratization is not only about elections and 
people’s participation in the political pro-
cess; it is also about building the State 
and strengthening the integrity of public 
institutions. Therefore, the State-building 
agenda is everyone’s business.

The key characteristics and functions of a 
developmental State is described in the box 
below. Although there are distinct differ-
ences between what are called ‘develop-
mental States’ due to cultural and historical 
differences, they all possess administrative, 
legal, and regulatory capacity to formulate 
and implement national development pol-
icies and programmes. Through planned 
interventions, developmental States in the 
contemporary period have been able to 
stimulate as well as proactively support and 
promote economic development.64 More-

64  Johnson, Chalmers (1982), ‘Political Institutions and 
Economic Performance’, In The Political Economy of the 
New Asian Industrialization, C.F. Deyo (ed.), Ithaca, NY: 
Cornell University Press; Wade, R. (1990), Governing the 

over, development states have emerged 
largely through trial and error and learn-
ing by doing, and there are no designed 
templates that other aspiring countries can 
simply copy.

More important, the task of building a 
properly-functioning State would inevita-
bly include revisiting the policy process and 
policy institutions across the continent, and 
how to ensuring that domestic policy pro-
cesses are restored in a way that will allow 
for the engagement of the citizens. This is 
important since policy institutions in much 
of Africa have been captured by external 
forces since the structural adjustment pe-
riod of the 1980s and 1990s to a point 
where rulers on the ground exercise little 
real power when it comes to domestic eco-
nomic policy decisions.

Market: Economic Theory and the Role of Government 
in East Asian Development, Princeton, NJ: Princeton 
University Press.

Box 3: What kind of ‘animal’ is the developmental State?

•	 The developmental State is one that has the administrative, legal, and regulatory capacity to support the 
market and the private sector. It is a capable State rather than a captured crony-capitalist one and thrives on private-
public partnerships rather than fearing them or being captured by them.

•	 The developmental State is one pushing for financial system reform to benefit small, medium and large 
enterprises through broad access to credit and legal frameworks to enforce contracts that buttress capital markets 
supported by supervisory and regulatory agencies for transparency and accountability.

•	 The developmental State is one that pushes for educational and health systems, which create a productive and 
skilled workforce, and invests in institutional and physical infrastructure which complements private sector dynamism.

•	 The developmental State is a strong, democratic and reflects local values and priorities and drive the 
development thrust from ‘inside-outward’ rather than a weak and submissive one that permits external forces to 
drive internal priorities and outcomes.

Source: Fantu Cheru & Colin Bradford, ‘The Planet at Risk’, Helsinki Process Background papers
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The key to African countries in today’s 
world is to try to weave through the pa-
rameters set by the world economy and 
maintain as much independence (or policy 
space) as possible. In its quest for struc-
tural transformation, Ethiopia’s pragmatic 
approach of engaging both the ‘old’ and 
‘new’ development partners from the East 
constructively is a brilliant strategy that 
must be maintained and updated as the 
global conditions change. After all, both 
the traditional and emerging partners have 
neither permanent friends nor enemies 
in Africa; they have permanent interests. 
There is nothing wrong with Ethiopia look-
ing after its own interests.

Invest in transformational institutions 
and leadership: The question of produc-
ing and sustaining ‘transformational lead-
ership’ in public institutions is very much 

linked to the whole topic of building an 
independent and professional civil service, 
protected from political capture from pow-
erful groups. Contrary to Ayi Kwei Armha’s 
gloomy pronouncement 45 years ago that 
‘the beautyful ones are not yet borne!’-- 
(i.e., those Africans who could lead and 
inspire their populations), the continent 
has in fact plenty of them, both at home 
and in the Diaspora. Many professionals 
stay away from public service due to poor 
working conditions, unattractive compen-
sation packages and the lack of predictable 
career path. The challenge has been how 
to undertake thorough civil service reform 
that recognizes and rewards talented peo-
ple and have a political system that pro-
tects professionals from political influence 
by powerful groups within and outside 
government. 

2. the sources of Growth 
dImensIon

Reversing the productivity decline in 
agriculture and moving up the val-
ue-chain: Despite the recent economic suc-
cess of many African countries, more than 
80 per cent continue to reside in rural areas 
eking out a bare existence from subsistence 
agriculture. Therefore, kickstarting an Afri-
can green revolution, which would in turn 
propel the process of industrialization and 
diversification, remains a priority for several 
decades to come as the process is obviously 
complex and multi-faceted. The State must 
play an active and supportive role by invest-
ing in agricultural research, extension, rural 
infrastructure and other supporting services 
that are essential for raising productivity 
per hectare, increasing income for farmers 
through value-addition and further non-
farm employment opportunities. Govern-
ment-guaranteed prices and security of ten-
ure in particular are important incentives for 
shifting peasant farmers from subsistence to 

© Ministry of Urban Development, Housing and Construction, Ethiopia
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more value-added production.

Industrialization and diversification 
through value-addition: Despite the recent 
high GDP growth in most African countries, 
the majority of African countries still depend 
on a few primary agricultural and mineral 
resources for their exports while continuing 
to import manufactured and other consum-
er goods from abroad. In 2011 alone, crude 
petroleum and natural gas accounted for 65 
per cent of total goods exports from Africa. 
Little value-addition takes place in African 
commodity and mineral exports, thus limit-
ing the possibility for expanded employment 
as well as diversification in the direction of 
manufacturing and other more rewarding 
production activities. The 2008 global fi-
nancial crisis underscored the critical role of 
export diversification in reinforcing the resil-
ience of economies to external shocks. 

The focus in Africa now must be on iden-
tifying new sources of growth, particularly 
in non-agricultural sectors. In this regard, 
the manufacturing sector presents greater 
opportunities for sustained growth, em-
ployment and poverty reduction in Africa. 
Manufacturing is a major conduit for diffu-
sion of new technologies to other sectors of 
the economy. The sector has high forward 
and backward linkages, thereby contribut-
ing to domestic investment, employment 
and output in the development process65. 
For example, manufacturing provides de-
mand stimulus for growth of the agriculture 
sector. This implies that governments should 
not seek to achieve industrial development 
at the expense of the agricultural sector be-

65 Lall, S. (2004), ‘Stimulating industrial competitiveness 
in Africa: lessons from East Asia on the role of FDI and 
technology acquisition’, paper prepared for the NEPAD/
TICAD Conference on Asia-Africa Trade and Investment; 
Gault, F. and Zhang, G (2010), ‘The role of innovation in 
the area of development’, In Kramer-Mbula, E and Wa-
mae, W. eds. Innovation and the Development Agenda, 
OECD/IDRC, Paris

cause the latter can contribute to industrial 
development through the supply of wage 
goods that enhance the competitiveness of 
domestic firms in global export markets.66 
Dramatically increase investment in 
science and technology education and 
basic research: Africa’s ability to take ad-
vantage of the opportunities available in the 
global economy is very much dependent 
on reversing the poor state of higher edu-
cation, particularly in the areas of science 
and technology education, research and 
analytical skills and creating a learning cul-
ture that values and retains talented people. 
Investment in education should emphasize 
climbing the technological ladder and tap-
ping into the global system of information 
and knowledge. Government should use 
targeted incentives to facilitate entry into 
technical and scientific education that pro-
vides the skilled labour force crucial for in-
dustrialization. 

In reforming the educational system, the 
government must create a learning cul-
ture that values and retains talented peo-
ple. The ongoing special programme on 
Ethiopian Diasporas should give priority 
to attracting back leading skilled Ethio-
pian professionals to fill the capacity gap 
in many ministries, particularly the newly 
established National Planning Commis-
sion. Therefore, transforming the Ethiopi-
an education system is a sine qua non for 
the country’s industrialization goals.

Scientific and technological innovation 
should not be the exclusive domain of 
governments. The private sector can also 

66 Rattso, J. and Torvik, R. (2003), ‘Interactions between 
agriculture and industry: theoretical analysis off the con-
sequences of discriminating agriculture in sub-Saharan 
Africa’, Review of Development Economics, 7 (1):138-
151; de Janvry A. and Sadoulet, E. (2010), ‘Agriculture 
for development in Africa: business-as-usual or new 
departures?’,Journal of African Economies, 19 (AERC 
supplement 2):ii7-ii39.
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play a critical role by accessing existing 
technology through FDI, licensing or the 
purchase of capital equipment. The use of 
local content rules as an integral element 
of FDI policy, the granting of subsidies for 
technology imports and the support of lo-
cal knowledge creation by setting up sci-
ence parks are measures that have been 
taken by countries such as Singapore, to 
enhance technological knowledge and ca-
pacity. This would also require the need to 
leverage the communications revolution to 
exploit Africa’s potential for leapfrogging 
in knowledge acquisition and enterprise 
creation and global economic linkages.

Continue to expand public investment 
in critical infrastructure: Investment 
in infrastructure has a central role in the 
transformation agenda and is critical for 
supporting economic growth, industrial-

ization, job creation and poverty reduction. 
Despite this fact, the average investment 
in infrastructure in Africa is between 2 to 
3 percent of GDP. Over the years, infra-
structure has become an important bind-
ing constraint on growth in many African 
countries and efforts at regional integra-
tion have been hampered because of huge 
infrastructure gaps. Though Ethiopia has 
invested heavily in critical infrastructure in 
the past decade, a lot more needs to be 
made to address the significant gap. Do-
mestic resource mobilization efforts should 
be complemented with an aggressive pol-
icy to attract foreign direct investment in 
the infrastructure sector.

Vigorously pursue to attract Foreign 
Direct Investment: Foreign direct invest-
ment (FDI) is an important source of pri-
vate capital for developing countries. It has 

© Ministry of Urban Development, Housing and Construction, Ethiopia
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the potential to promote economic growth 
and diversification, enhance skill develop-
ment, facilitate the transfer of technology 
and access to foreign markets, improve 
the competitiveness of domestic firms by 
creating capacity for value-addition and 
spawn the development of new manufac-
turing and service sectors.67 Both Mauritius 
and Malaysia have used FDI successfully in 
this way, including public investment in in-
frastructure, training and skills to attract it 
into sectors producing goods and services 
with a high value-added component.

The contribution of FDI to structural trans-
formation will very much depend on the 
host country having a strategic vision how 
it fits into the overall development strate-
gy. In this regard, the business environment 
and the quality of physical and human cap-
ital are key determining factors. For exam-
ple, large investments in education and 
training were partly responsible for Singa-
pore, China, Malaysia and Taiwan moving 
up the value-added ‘ladder’ from manufac-
turing that is intensive in unskilled labour68. 
In the case of many African countries, 
however, there is a disjuncture between 
the policy to attract foreign direct invest-
ment on the one hand, and the national 
strategy (or lack of) on human capital de-
velopment on the other as if the two are 
mutually exclusive. This disjuncture, which 
is prevalent in Ethiopia, must be addressed 
as a condition for attracting FDI into the 
country.

67  UNCTAD (2005), Economic Development in Africa 
2005: Rethinking the Role of Foreign Direct Investment, 
Geneva: United Nations; Ajayi, S. Ibi (2006), ‘FDI and 
Economic Development in Africa’, Paper presented at 
the ADB/AERC International Conference on Accelerating 
Africa’s Development, Tunis, (November 22-24).

68  Chang, H-G (2003), Kicking Away the Ladder: Develop-
ment Strategy in Historical Perspective, London: Anthem 
Press; Haggard, S. (1990), Pathways from the Periphery: 
The Politics of growth in the Newly Industrializing Coun-
tries, Ithaca, NY: Cornell University Press.

Finally, creating an enabling environment to 
attract FDI will not on its own produce the 
desired effect in terms of inducing struc-
tural change and industrialization. African 
governments must ensure that FDI is chan-
neled to priority sectors such as agriculture, 
infrastructure, natural resource extraction 
and manufacturing for these sectors are 
critical for unleashing productive potential. 
In the case of Ethiopia, the Growth and 
Transformation Plan (GTP), has identified 
the following priority sectors: light manu-
facturing; agriculture and agro-processing; 
textile; leather products; mining and oil 
exploration; tourism; education and health 
services. The policy on FDI should, there-
fore, be directed to support and strengthen 
these priority sectors. Moreover, the policy 
to promote FDI should not be done at the 
expense of the domestic private sector. FDI 
should be the means for developing do-
mestic technological base by encouraging 
joint ventures and hence creating linkages 
between foreign and domestic enterprises.

Breaking the ‘taboo’ on population 
policy: It would be a grave error to omit 
the sensitive topic of population policy in 
any policy discussion on structural trans-
formation. While Ethiopia has made major 
progress in accelerating the rate of eco-
nomic growth over the past decade, pres-
ent and future gains will be wiped out un-
less the Federal government takes decisive 
actions to slow down the pace of popula-
tion growth. No amount of technological 
revolution in the economic sector will be 
able to expedite the country’s structural 
transformation without a corresponding 
policy to put a brake on the high rate of 
population growth. 

In a deeply-religious country such as Ethi-
opia, there will be resistance from many 
quarters against a radical population con-
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trol policy but this is the time for action 
since the country’s future hangs in the bal-
ance. While a draconian policy similar to 
the one being pursued by China should be 
resisted, a combination of the ‘carrot and 
the stick’ approach, along with expanded 
public awareness campaigns and access 
to affordable medical options, should be 
rolled out by the Federal government at 
the earliest possible time.

CONCLUSIONS

Structural transformation cannot be engi-
neered or imported from outside; it must 
be an authentic expression of the society 
itself. While Ethiopia can learn a great deal 
from the successful industrializing coun-
tries of East Asia, it should avoid ‘mimick-
ing’ from them institutional practices with 
little attention to their fit in the Ethiopian 
context.  As Deng Xiaoping, the architect 
of Chinese economic reform once told a 
visiting young Ghanaian leader, Jerry Raw-
lings in 1985: ‘Please don’t try to copy 
our model. If there is any experience 
on our part, it is to formulate policies 
in light of one’s own national condi-
tions.’  Deng’s pointed advice to President 
Rawlings remains as relevant today as it 
was in 1985.

It must be acknowledged at the outset 
that each phase of globalization is different 
from previous ones and each brings with 
it new opportunities and challenges. For 
example, the political and economic con-
ditions that existed when the newly-indus-
trializing countries of East Asia (the NICs) 
engineered their spectacular development 
were radically different from the conditions 
under which the latecomers (China, India, 
Brazil and other emerging countries) de-
veloped. While the NICs were able to copy 
and imitate western technology freely, the 

latecomers had to operate in a new global 
intellectual property rights regime of the 
WTO (e.g. TRIMS and TRIPS) which came 
into force in the early 1990s69. We should 
also expect that the global conditions un-
der which African countries will industrial-
ize will be different from the conditions in 
which the emerging countries successfully 
engineered their development over the past 
25 years. In other words, African countries 
must not only try to understand the cur-
rent economic and political conjuncture as 
they formulate their development policies 
but they must also pay equal attention to 
predicting what the world might look like 
in the next 50 years to avoid being caught 
in unexpected global turbulence.

First, multilateral trade rules as well as the 
proliferation of bilateral trade and invest-
ment treaties are shrinking the policy space 
available for promoting industrial develop-
ment in African countries. Contrary to the 
hospitable international environment that 
existed when the NICs were developing in 
the 1970s, the rules of the WTO prohibit 
the use of industrial instruments such as 
quotas and local content requirements. 
The use of export subsidies have also been 
banned, except for the Least Developed 
Countries70. African countries are also un-
der pressure to abandon the use of tariffs 
as a measure of protection as a result of the 
Economic Partnership Agreements (EPAs) 
of the European Union. Consequently, 
African industrialization is taking place in 
an environment in which the use of some 
industrial policy instruments applied by the 

69  TRIMS (Trade Related Investment Measures);  TRIPS 
(Trade Related Intellectual Property Rights)

70 Rodrik, D. (2004), Industrial Policy for the twenty-first 
century, CEPR Discussion Paper No. 4767, Center for 
Economic Policy Research, London; Chang, H. (2009), 
‘Industrial Policy: can we go beyond an unproductive 
confrontation?’, Paper presented at the Annual World 
Bank Conference on Development Economics, Seoul, 
Republic of South Korea (22-24 June).
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developed and emerging economies are ei-
ther banned or regulated.

Second, as globalization and technological 
change accelerate, firms are increasingly 
facing stiff competition in the global export 
market due to the reduction in tariff and 
non-tariff barriers to trade in industrialized 
products and the entry into the word econ-
omy of large number of emerging coun-
tries who are challenging the dominance of 
developed countries in industrialized prod-
ucts. While the emerging countries might 
offer new pathways to African countries in 
developing labour-intensive manufacturing 
in the short-term as the former move up 
the technological ladder, African countries 
cannot and should not take the opportu-
nity to sell products at lower cost as a per-
manent solution to their industrialization 
ambitions. They will have to innovate more 
on their own and produce better products 
to garner a larger share of the global mar-
ket. Industrialization and structural trans-
formation are not activities that can be 
‘turned-on-and-off’ at a whim; these are 
permanent ‘national projects’ of survival 
and renewal in an environment where stiff 
competition is a permanent feature of the 
global economy. It is, therefore, import-
ant that African countries try to maintain 
as much independence or policy space 
as possible if they are to make significant 
progress in boosting and sustaining in-
dustrialization.71Third, no amount of good 
planning will move the reform agenda for-
ward unless the Federal government takes 
decisive actions to remove the widespread 
‘embedded dysfunction’ that characterize 

71 UNCTAD (2009), The Least Developed Countries Report 
2009: The State and Development Governance, New 
York & Geneva: UNCTAD; UNCTAD (2007), Economic 
Development in Africa, 2007: Reclaiming Policy Space: 
Domestic Resource Mobilization and Developmental 
Status, Geneva, UNCTAD; Evans, Peter (1995), Embed-
ded Autonomy: States and Industrial Transformation, 
Princeton, NJ: Princeton University Press.

government institutions. Red tape and cor-
ruption have a stranglehold on the country, 
putting a brake on Ethiopia’s development 
potential.  Disciplined political leadership at 
the top and coordination across line min-
istries and departments are critical for un-
blocking the ‘policy gridlock’ and fostering 
accountability across the board. Transpar-
ency in decision-making is also necessary 
to check rent-seeking behaviour.

In conclusion, Ethiopia can escape the 
scourge of poverty and underdevelopment 
and embark on a process of industrializa-
tion and structural transformation just as 
China, India and other emerging countries 
have done in the recent past. The key is to 
have visionary and competent leadership 
that is committed to mobilizing the pop-
ulation around a common long-term na-
tional development project with the aimof 
improving popular welfare and preserve 
national independence. Effective ongo-
ing interaction/adaptation between policy 
makers, researchers, economic actors and 
public feedback should be the basis for 
pushing forward the common national 
development agenda. The challenge for 
African leaders, including Ethiopia, for the 
coming decades is how to inspire their cit-
izens to embark on a process of ‘self-dis-
covery’ and to believe that they alone can 
transform Africa for Africans.
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INTRODUCTION
Ethiopia has been one of the fastest-grow-
ing economies in Africa, having registered 
double digit GDP growth rates for more 
than a decade. Initially led by agriculture, 
economic growth has become more broad-
based, with mining, services and manufac-
turing sectors generating an increasing 
share of output72. The basis for accelerated 
industrialization is being laid by increased 
educational attainment, improved health 
outcomes, and quantum increases in in-
frastructure capacity in terms of access to 
power, transportation, and telecommu-
nication. Industrial parks are starting to 
spring up across Ethiopia, echoing China’s 
development experience 20 years ago.

Despite a number of challenges which will 
be discussed later, Ethiopia’s growth pros-
pects remain robust, reinforced by sound 
macroeconomic management, high levels 
of government commitment and mas-
sive investment in infrastructure and hu-
man resources development (World Bank 
2013). The latest Five-Year Plan, Growth 
and Transformation (GTP), outlines an 
ambitious development strategy to trans-
form the country away from dependence 
on subsistence agriculture and towards a 

72  IMF (2011), The Federal Democratic Republic of 
Ethiopia: Joint Staff Advisory Note on the Growth and 
Transformation Plan 2010/11-2014/15. IMF Country 
Report No. 11/303

SECtion 2

Managing ‘double 
transitions’ in Ethiopia: 
Globalizing and urbanizing!

highly-competitive industrialized economy 
producing for export to world markets and 
employing a substantial size of the labour 
force73. In the process of undertaking these 
radical reforms, the government plans to 
transform the country into ‘middle income’ 
status by 2020. 

It is important to establish at the outset 
that the GTP has in fact a much older ped-
igree. The Ethiopian People’s Revolutionary 
Democratic Front government has taken a 
series of bold measures over the past 20 
years to transform the Ethiopian econo-
my. Upon assuming power in 1991, the 
Transitional Government of Ethiopia (TGE) 
put in motion a series of policies to revive 
a faltering economy and abolished state 
control of the economy. The policy shift to-
wards a market economy opened the door 
for the private sector to play an important 
role in the economy, and a series of poli-
cies of liberalization were announced74. At 
the same time, however, the Transitional 
Government retained some features of the 
previous regime such as the state owner-
ship of land and development centered on 

73 MOFED (2010), Growth and Transformation Plan 
2010/11-2014/15, 2 volumes, Government of Ethiopia, 
Addis Ababa

74 MOFED (1993), An economic development strategy for 
Ethiopia: A comprehensive guidance & a development 
strategy for the future, Government of Ethiopia, Addis 
Ababa
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agriculture and rural areas. At the political 
level the Transitional Government allowed 
multi-party political system and these 
changes were incorporated in the new 
constitution, which established the Federal 
system in August 1995.

Given the central role of agriculture in the 
Ethiopian economy, the government put 
in motion a long-term agricultural devel-
opment-led industrialization strategy as 
a means to transform peasant agriculture 
and to embark on a process of industrial-
ization. It was believed then (and remains 
true today) that raising the productivity of 
peasant agriculture through the provision 
of technology and better farming practic-
es, improved seeds, fertilizers, irrigation, 
rural roads and marketing services is critical 
for raising the incomes of farmers, attain-
ing national food self-sufficiency and pro-
ducing value-added products  to local and 
global markets. A rise in agricultural output 
was expected to stimulate industrial pro-
duction, thus establishing a link between 
rural and urban areas.

In order to appreciate the theoretical and 
ideological foundations of the latest Five-
Year Plan, The Growth and Transformation 
Plan (GTP), it is important to take a retro-
spective view on the evolution of develop-
ment thinking in Ethiopia since 1991. The 
lessons learned from implementing suc-
cessive development plans over the past 
20years formed the basis for the formula-
tion and launch of the GTP in 2010 as the 
main development policy framework for 
Ethiopia. The transition from a classic ‘neo-
liberal economic policy’ approach in the 
1990s to a ‘developmental state’ approach 
along the lines of China and South Korea 
since 2005 has had a profound impact on 
the transformation of the Ethiopian econ-
omy.

From ADLI to the GTP: the 
evolution of development 
thinking in Ethiopia
The idea of agricultural development 
led-industrialization (ADLI) took concrete 
shape as an overarching economic strategy 
between 1992 and 1994; the concept was 
incorporated in the first and second devel-
opment plans, which were published only 
in Amharic. Its intellectual antecedents can 
be traced back to several government doc-
uments: An Economic Development Strat-
egy for Ethiopia (1994)75, Rural Develop-
ment Policies, Strategies and Instruments 
of the Government of the FDRE (2001), 
and Ethiopian Industrial Development 
Strategy (2002). ADLI is considered to be 
an evolving strategy subject to pragmatic 
experimentation and adjustments.

The three policy documents were to pro-
vide the intellectual foundations for the 
next development plan, the Sustainable 
Development and Poverty Reduction Pro-
gram (SDRP), 2002/03-2004/05. The SDRP 
concretized the previous strategy and took 
the form of a poverty reduction strategy 
paper (PRSP) prepared for the sole purpose 
of soliciting the cooperation of donors and 
to benefit from the Highly Indebted Poor 
Countries (HIPC) debt relief Initiative of the 
World Bank. 

The SDPRP promoted agricultural develop-
ment and poverty reduction in rural areas 
by strengthening agricultural extension ser-
vices; training extension agents in technical 
and vocational educational and training; 
water harvesting and irrigation; restructur-
ing peasant cooperatives and supporting 
microfinance institutions. It emphasized 

75  Ministry of Planning and Economic Development (1993), 
An Economic Development Strategy for Ethiopia: A 
Comprehensive guidance & a development Strategy for 
the future, Government of Ethiopia, Addis Ababa.
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the parallel development of agriculture 
and industry through mutual dependence. 
Agro-processing and the leather industry 
were targeted for experimentation in pro-
duction for exports.  However, in concep-
tualizing the strategy, the SDRP made no 
reference to the role cities can play in fa-
cilitating urban-rural interactions, promot-
ing industrialization and value-addition. 
This narrow conception of ADLI prevented 
policymakers from developing a holistic 
thinking on the growing role of cities and 
towns in national and international sys-
tems of production, distribution and con-
sumption. The urban is often erroneously 
associated with a ‘problem’ rather than an 
‘opportunity to be harnessed’, a platform 
for innovation and economic dynamism. At 
the beginning of 2005, however, a more 
accommodative pro-urban view began to 
emerge, and this was crystallized with the 
adoption of the Plan for Accelerated and 
Sustained Development to End Poverty 
(PASDEP), which is discussed below. The 
central argument articulated in the PASDEP 
is that the focus on deliberate urbanization 
should not be interpreted as a neglect of 
rural areas. Indeed, as the experience of 
China and South Korea has amply demon-
strated, urban policy can and should com-
plement rather than contradict rural devel-
opment efforts.

the plan for accelerated 
and sustaIned development 
to end poverty (pasdep), 
2005/06-2009/10
By the time the Plan for Accelerated and 
Sustained Development to End Poverty 
(PASDEP), 2005/6-2009/10, was prepared, 
there was sufficient recognition of the 
problems associated with an agricultural 
development-led industrialization strategy 
exclusively targeted to smallholder agri-
culture. While the country experienced a 

marked increase in food production when 
compared to past historical trends, overall 
productivity and crop diversification was 
not commensurate with the resources 
that the government invested in the sec-
tor. Output remained volatile due to heavy 
dependency on the amount and timing 
of rainfall. For example, in the 2002/03 
period, the output of the crop sub-sector 
contracted by 16.5 per cent following a 
decline of 3.7 per cent in 2001/02.76It was 
clear to policy makers by 2005 that a para-
digm shift was necessary to transform the 
Ethiopian economy. Prime Minister Melese 
himself took the lead in advocating for a 
radical reorientation in economic policy 
aimed at rebalancing the nexus between 
state and market-led approaches, and to 
take a second look at the vital links be-
tween rural and urban areas in the process 
of industrialization and economic diversifi-
cation77. The late Prime Minister believed 
that Ethiopia could move away from de-
pendence on subsistence agriculture and 
towards industrialization and export of val-
ue-added agricultural products under the 
guidance of a strong and development-ori-
ented state. Consequently, the Plan for Ac-
celerated and Sustained Development to 
End Poverty (PASDEP) made important ad-
justments by broadening the policy scope 
from smallholder agriculture to include 
other sectors, especially the industry sector 
and the urban sector. This was a turning 
point in economic policy since PASDEP of-
ficially lifted urban issues onto the national 
development agenda. 

76  MOFED (2005), A Plan for Accelerated and Sustained 
Development to End Poverty (PASDEP) 2005/6-2009/10, 
Government of Ethiopia, Addis Ababa

77  Melese Zenawi (2006), ‘Africa’s Development: Dead 
Ends and New Beginnings’, unpublished paper, 
available at http://cgt.columbia.edu/files/conference/
Zenawi_Dead_Ends_and_New_Beginnings.pdf, accessed 
28/08/2013
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This shift in economic policy was concret-
ized by the adoption of the Urban Devel-
opment Policy in 2005 by the Council 
of Ministers78. Although the 2005 urban 
development policy did not present a 
clear roadmap on how to integrate the ur-
ban agenda into the overall development 
framework of the government, it did nev-
ertheless acknowledged that, in the age of 
globalization, cities can act as transmission 
belt for knowledge production, informa-
tion, trade and economic exchange79. Two 
years later, in December 2007, the then 
Ministry of Works and Urban Development 
issued an urban development strategy doc-
ument with two sub-programmes: Urban 
development package, consisting of six 
programmes, and a sub-programme on ur-
ban good governance package, consisting 
of seven pillars, to complement the strate-
gic objectives of PASDEP.80I

78  Ministry of Federal Affairs (2005), Urban Development 
Policy, Addis Ababa

79  Sassen, Saskia (2001), The Global City, Princeton Univer-
sity Press, Princeton.

80  Ministry of Works and Urban Development (2007), Plan for 
Urban Development and Urban Good Governance Package, 
Federal Democratic Republic of Ethiopia, Addis Ababa.

Box 4:  Plan for Accelerated and Sustained Development to End Poverty: Urban Development 
Package, (2005/06-2009/10)

Component 1: Urban Development Package
Pillar 1:  Micro/Small-Enterprise Development Programme
Pillar 2:  Integrated Housing Development Programme
Pillar 3:  Youth Development Programme
Pillar 4:  Provision of land, infrastructure and Services
Pillar 5:  Rural-urban & urban-urban linkages

Component 2: Urban Good Governance Package
Sub-programme 1: Land Development and Administration Systems Reform
Sub-programme 2: Urban infrastructure and service reform
Sub-programme 3: Urban finance & financial management reform
Sub-programme 4: organization and Human Resource Management Reform
Sub-programme 5: Urban planning Reform
Sub-programme 6: Justice Reform 
Sub-programme 7: Public Participation Reform

© Ministry of Urban Development, Housing and Construction, Ethiopia
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While the ‘urban development package’ 
focused on job creation, housing and in-
frastructure, the ‘urban good governance 
package’ focused on the development of 
policy and legal reforms on a wide range 
of topics central to the governance of cit-
ies and the enactment of proclamations for 
their implementation. 

These reforms constituted as critical build-
ing blocks for the development of a coher-
ent national urban development strategy 
for the country. Work continues on the up-
dating of these policies as new knowledge 
about the role of cities in national develop-
ment becomes available and by responding 
to emerging issues as they come. 

In the specific case of agriculture, the Plan 
for Accelerated and Sustained Develop-
ment to End Poverty placed strong empha-
sis on growth acceleration, which was to 
be attained through commercialization of 
agriculture and private sector development 
under the guidance of a strong, competent 
and development-oriented state. This was 
to be supported through expanded public 
investment in critical infrastructure, such as 
roads, electricity and telecommunication. 
In essence, the government guides the 
other members of society by giving incen-
tives to adopt behavioural patterns based 
on value creation rather than rent seeking. 
The new approach of ‘State-led’ systemic 
transformation drew its inspiration from 
the successful development experience of 
East Asia81.

81  Haggard, S. (1990), Pathways to the Periphery: The 
Politics of growth in the newly industrialized countries, 
Ithaca, NY: Cornel University Press; Rodrik, D. (1994), 
‘Getting Interventions Right: how South Korea and 
Taiwan grew rich’, NBER Working Paper no. 4964; Wade, 
R. (1994), ‘Selective industrial policies in East Asia: is 
the East Asian miracle right?’, in R. Wade et al., (eds.), 
Miracle or Design? Lessons from the East Asian experi-
ence, Washington, DC: Overseas Development Council, 
pp.55-79

Indeed, in the first three years of imple-
mentation of the Plan for Accelerated and 
Sustained Development to End Poverty 
(2005/06-2009/10), good performances 
were recorded in agricultural and industrial 
production as well as exports. Overall GDP 
growth during the planned period aver-
aged 11.3 percent, compared to a low of 
1.5 per cent in 2001/02. Correspondingly, 
GDP per capita rose to USD357 in 2007/8 
from a very low figure of USD127 in 
2000/1. Physical infrastructure and human 
capital development expanded substantial-
ly. This was a dramatic achievement for a 
country which had been stuck at the low 
end of economic growth for a long period 
of time. Moreover, the country managed 
to withstand the devastating impact of 
the 2008 global financial crisis and quickly 
returned to the path of economic growth, 
registering an average 10 per cent GDP 
growth in 2009 and 2010 respectively.

At the closing days of implementation, it 
was clear to the government that a more 
ambitious investment strategy was needed 
in order to reboot the economy to a high 
growth path, and a shift away from agri-
culture and towards manufacturing and 
value-addition of agricultural commodities. 
The ‘big push’ approach, with its emphasis 
on infrastructure development and export 
expansion, formed the basis of the current 
Five-Year Development Plan, the Growth 
and Transformation Plan (GTP), which is 
discussed below.

ThE GRowTh AND 
TRANSFoRMATIoN PlAN (GTP), 
2010/11-2014/15
The Growth and Transformation Plan (GTP) 
was launched in October 2010, and covers 
the years 2010-2015. In formulating the 
Plan,, the Government of Ethiopia made 
significant efforts to learn from its expe-



40

STRUCTURAL TRANSFORMATION IN ETHIOPIA: THE URBAN DIMENSION

40

rience in implementing the Plan for Ac-
celerated and Sustained Development to 
End Poverty (PASDEP). The government is 
committed to achieving continued growth 
within a stable macroeconomic framework 
in the context of the Five-Year develop-
ment Plan (the GTP). The Plan’s strategic 
pillars include sustaining rapid growth by 
promoting industrialization, encouraging 
social development, investing in agricul-
ture and infrastructure, and strengthen-
ing governance and the role of youth and 

women.82 Put simply, the government has 
accorded top priority to accelerated indus-
trialization in order to create jobs and lift 
workers from low-productivity agriculture 
and informal sectors into higher-productivi-
ty activities. Consequently, this strategy has 
propelled the urban agenda centre stage, 
particularly the role of cities in promoting 
industrialization, capital accumulation and 
stronger integration to global markets.

82  MOFED (2010), Growth and Transformation Plan (GTP), 
2010/11-2014/15, The Federal Democratic Republic of 
Ethiopia, Addis Ababa

Box 5: the GtPs 7 Strategic pillars

1. Sustaining rapid and equitable economic growth
2. Maintaining agriculture as a major source of economic growth
3. Creating conditions for industry to play a key role in the economy
4. Enhancing expansion and quality of infrastructure development
5. Enhancing expansion and quality of social development
6. Building capacity and deepening good governance
7. Promoting gender and youth empowerment and equity

...the government has accorded top priority to 

accelerated industrialization in order to create 

jobs and lift workers from low-productivity 

agriculture and informal sectors into higher-

productivity activities
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The GTP was built on the Asian Tiger mod-
el of state-led development. The key tar-
gets include the building of an additional 
10,000miles of roads and a 1,500 mile 
rail network; the quadrupling of power 
generation coupled with 82,500 miles of 
new power lines; increasing the number of 
mobile telephone users from 7 million to 
40 million and internet service subscribers 
from 200,000 to 3.7 million and the cre-
ation of four industrial cluster zones. All 
this and much more is calculated to be 
achieved at a cost of USD57.5 billion over 
five years although some estimate put the 
cost as high as USD75 billion. In FY2013 
alone, the government hopes to spend 
USD7.8 billion dollars financing mega proj-
ects such as electric power, roads, rail and 
public housing. 

The GTP, therefore, laid out an ambitious 
investment plan and proposed ways to fi-
nance it. The plan considered options un-
der two scenarios: medium and high. Un-
der the medium scenario, the economy is 
projected to grow at a rate of 11.2 per cent, 
similar to the one attended during PASDEP. 
Under the high growth scenario, an annual 
average GDP growth rate of 14.9 per cent 
is targeted. The basic assumption for the 
high growth scenario is the doubling of 
agricultural value-added by scaling up the 
productivity of farmers. The growth targets 
in the industry and service sectors in the 
high growth scenario are only slightly high-
er than in the medium growth cases (Table 
1). Critics have raised doubt whether the 
government is going to be able to mobilize 
the huge funds required to finance the GTP 
investment priorities.

TABLE 2: GDP growth (%) achieved under the Plan for Accelerated and Sustained Development to End Poverty 
and targets under GtP

Sectors Achieved PASDEP target GtP
Medium growth scenario

target GtP
High growth scenario

Agriculture  8.4  8.6 14.9

Industry 19.0 20.0 21.3

Services 14.6 10.6 12.8

Real GDP 11.0 11.2 14.9

Source: MOFED (2010)
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In terms of the sources of future growth, 
the GTP identified the following sectors 
where investment and policy support 
should be concentrated on light manufac-
turing; agriculture and food processing, 
leather products, textiles, mining, oil and 
gas. Following the examples of State-di-
rected industrial policy of East Asia (China 
and South Korea in particular), the GTP ap-
plies all tools of traditional industrial policy 
to achieve structural transformation. 

The policy mix include:

•	 Targeted financial support, such as sub-
sidies, loans from domestic policy banks 
and equity participation

•	 Setting up State-owned corporations to 
address market failures

•	 Trade policies that favour export-orient-
ed and import-substituting industries

•	 Tax incentives, including import duty 
exemptions, tax holidays, etc. that pro-
mote priority sectors, particularly those 
facing handicaps such as inadequate 
trade logistics or infrastructure

•	 Investment in specific supporting eco-
nomic infrastructure and/or

•	 Regulatory exemptions to attract, pre-
serve, or foster the growth of particular 
industries, including by attracting for-
eign direct investment

The GTP, therefore, provides a broad na-
tional development vision, with a clear 
roadmap on how to transform a largely 
agrarian economy into one where mod-
ern manufacturing, services and knowl-
edge-based production geared to the ex-
port market dominate. 

As the GTP reached the halfway mark of 
implementation, significant achievements 
have been registered. High levels of GDP 
growth have been registered although 
inflation posed a critical challenge. In 
2010/11, GDP grew by 11.4 per cent, sur-
passing the target of 11 percent. Agricul-
ture and industry sectors have registered 
growth rates above their targets sets for 
the year: 8.5 and 14 per cent respective-
ly. Although unemployment still remains 
high, the absolute poverty index has de-
clined from 38.7 percent in 2004/05 to 
29.6 percent in 2010/11 as a result of 
developments in the economic and social 
sectors and better implementation of wel-
fare programmes83. 

Progress in social development has also 
been impressive. The GTP aims at achiev-
ing the Millennium Development Goals’ 
(the Goals) targets by 2015.  As shown in 
Table 2, health, school enrolments, health 
coverage, and access to drinking water 
have more than doubled between 2002 
and 2010.

83 MOFED (2013), Growth and Transformation Plan: Annu-
al Progress Report for F.Y. 2011/12, Federal Democratic 
Republic of Ethiopia, Addis Ababa
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TABLE 3: Social development in Ethiopia before and after developmental State

S.n indicator Before developmental 
State

After developmental
State

1995 2002 2005 2010

Health sector development

Health coverage 40 60 71 89

Number of health centers 246 412 644 1787

Number of hospitals 73 115 131 200

Maternal mortality rate 1400 - 871 590

Child mortality rate 161.3 - 121.0 105.9

Education sector development

Primary school net enrolment rate (%) 36.6 61.6 69 88

Secondary school enrolment ratio (%) -- 17.1 25 38.1

Number of students in higher institution 30,538 77,077 91,655 260,241

Total number of schools 10,772 12,962 17,692 30,301*

Total number of teachers 105,892 146,626 194,459 323,576*

Drinking water supply

National 19.1 34 35.9 68.5

Rural 9.6 25 25.2 65.8

Urban 72,1 85 91.5 92.4

Poverty incidence

National incidence of poverty (%) 0.495 0.419 0.380 29.6

Rural incidence of poverty (%) 0.516 0.411 0.385 30.4

Urban incidence of poverty (%) 0.365 0.467 0.353 25.4

* data represents 2008/09

Source: CSA, 2003, 2006 and 2011

In the case of the infrastructure sector, 
where the government has been investing 
heavily, major achievements have been re-
corded in the two years of GTP, with the 
construction of many hydroelectric power 
plants, road and communications net-
works completed.84 This is bound to ease 
the problem of logistics with regard to 
trade with the outside world, and reduce 
the cost of doing business.

84  MOFED (2013),Growth and Transformation Plan: Annual 
Progress Report, Addis Ababa.
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TABLE 4: GtP Achievements in the infrastructure sector

Sub-sector indicators 2010/11 2011/12 target for 
2014/15planned actual

Roads

-Total road network (000 km) 53.1 54.8 56.2 64.5

-Average time taken on road (hrs.) 3.5 2.3 2.9 1.4

-Road density (km/1000 km2) 48.1 71.9 57.4 123.7

-Road density (km/1000 population) 0.66 0.98 0.75 1.54

-Roads in acceptable condition (%) 82 83 86 86.7

-Areas further than 5 km from all-weather roads (%) 61.8 48.7 56.3 29

-New roads that connect  Woredas to all-weather roads (km) 854 24299 10219 71522

Rail way

-Railway network in km 0 493 0 2395

Power

-Electricity coverage in (%) 45.4 55 48.5 75

-Energy generating capacity (MW) 2048.5 2582 2177 8000

-Length of distribution line (km) 138832 145838 153230 258038

-Rehab of transmission line (km) 967 3258 1688 8130

telecommunications

-Fixed telephone density (per 100) 1.03 2 0.95 3.4

-Mobile service subscribers (in millions) 0.854 1.56 o.805 3.05

-Fixed telephone subscribers (millions) 10.7 16.6 17.3 40

-Internet service subscribers (millions) 0.129 0.62 0.221 3.69

Water

-Potable water coverage (%) 73.3 81 79.8 98.5

-Urban potable water coverage 92.5 95 88 100

-Rural potable water coverage (1.5km) 71.3 80 78.1 98

-Developed irrigable land (in ha) 32034 100234 42229 98475

Although the State has been the principal 
actor in driving the development process, 
the private sector has been assigned a sig-
nificant role in realizing the objectives of 
the GTP. Accordingly, the government has 
taken a series of regulatory and operation-
al measures to strengthen private sector 
participation in the economy. Trade and 
credit policy incentives, investment in crit-
ical infrastructure, reform in the property 
rights regime, along with the commitment 
to maintain macroeconomic stability, have 
been extensive. These measures have pro-

duced high levels of economic growth, av-
eraging 11 percent in the past nine years, 
and an increase in FDI flow into the coun-
try. The Ministry of Finance and Economic 
Development (MOFED) reported that FDI 
inflows were USD1.2 billion and USD1.1 
billion during 2010/11 and 2011/1285.

Despite tremendous efforts by the govern-
ment to support private sector development, 

85  MOFED (2013), Growth and Transformation Plan: Annu-
al Progress Report for F.Y.2011/12, Federal Democratic 
Republic of Ethiopia, Addis Ababa, p.20
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the policy mix that is fostering high public in-
vestment and economic growth has the un-
intended consequences of crowding out the 
private sector in the land, credit and foreign 
exchange market. The focus on high public 
investment has had a negative impact on the 
distribution of credit, foreign exchange. In 
addition, the productivity of the private sec-
tor has also been affected by an inefficient 
land distribution system86. These issues have 
been aired during the high-level government 
and private sector dialogue meetings and the 
government is considering a number of op-
tions to remove these binding constraints so 
that private sector operators can function in 
a supportive policy environment. 

Tangible actions have not been forthcoming 
so far to ease these constraints. In partic-
ular, the government plans to put in place 
additional policy measures to support ‘inno-
vative’ domestic entrepreneurs so that the 
‘leaders’ can lead ‘the laggards’ by example. 

Ethiopia’s aspiration to become a mid-
dle-income country is not farfetched or a 
fantasy. Ethiopia today is where China was 
economically barely 25 years ago. China 
did not wait to embark on its industrializa-
tion path until all the binding constraints 
are resolved. Instead, Chinese leaders con-
centrated their efforts on a few sectors 
with potentials and focused on removing 
those binding constraints. In this way, they 
were able to move up the technological 
ladder through selective policies step by 
step87. This pragmatic approach should 
also guide the implementation of the Ethi-

86  World Bank (2013), Ethiopia Economic Update II: Laying 
the Foundation for Achieving Middle Income Status, 
Report 78501, World Bank, Washington, DC

87  Zhang, Xiaobo, Arjan de Haan, and Shenggen Fan 
(2010), “Policy Reforms as a Process of Learning”, In 
Narratives of Chinese Economic Reforms: How Does 
China Cross the River? ed. Xiaobo Zhang, Shenggen Fan, 
and Arjan de Haan. Hackensack, NJ: World Scientific 
Publishing.

opian Cities Resilient, Green Growth and 
Governance Program Package (ECR-3G2P), 
which is discussed in sections II and III.

To summarize, the intellectual founda-
tions for a developmental State approach 
in economic policy was developed in suc-
cessive stages against the backdrop of a 
decade-long reluctant embrace of neolib-
eral economic policies that produced little 
tangible results. Particularly informative 
has been the lessons learned from imple-
menting State-directed policies under the 
Plan for Accelerated and Sustained Devel-
opment to End Poverty. In the closing days 
of the programme, the political discourse in 
government circles moved away from an ex-
clusive focus on ADLI towards a ‘big-push’ 
approach to industrialization and structural 
transformation under the guidance of an 
activist ‘developmental state’ along the lines 
of the successfully industrializing countries 
of East Asia. This intellectual and ideological 
shift in economic policy also coincided with 
a period of increased Ethiopian engagement 
with the successfully industrializing coun-
tries of East Asia, particularly China and 
South Korea, and Ethiopia’s active diplomat-
ic leadership in the Forum for China-Africa 
Cooperation (FOCAC). These developments, 
along with the inspiring and visionary lead-
ership of the late Prime Minister Melese 
Zenawi, have had a profound influence on 
development thinking in the country, par-
ticularly in the drafting of the Growth and 
Transformation Plan (GTP).  

The articulation of policy on the urban di-
mensions of the GTP was left to the Min-
istry of Urban Development, Housing and 
Construction, which subsequently pro-
duced the Ethiopian Cities Resilient, Green 
Growth and Governance Program Package 
(ECR-3G2P), 2013/14-2020) discussed in 
Section II below.
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© Ministry of Urban Development, 
Housing and Construction, Ethiopia
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The task of formulating national sector 
plans consistent with the strategic direc-
tions of the Growth and Transformation 
Plan (GTP) were left to the line ministries. 
Although the GTP devoted barely a page 
to urban issues, it was obviously clear that 
the priorities would have to be implement-
ed by cities. Accordingly, the Ministry of 
Urban Development, Housing and Con-
struction prepared the Ethiopian Cities Re-
silient and Green Growth and Governance 
Programs Package (ECR-3G2P) covering 
the period 2010/11-2014/15.88 Although 

88  Ministry of Urban Development & Construction (2013), 
Ethiopian Cities Resilient and Green Growth and Gov-
ernance Programs Package (ECR-3G2P), Government of 
Ethiopia, Addis Ababa

the GTP does not explicitly spell out the 
role Ethiopian cities should play in advanc-
ing the broad development objectives of 
the government, there are some areas of 
convergence between the ECR-3G2P and 
the Growth and Transformation Plan sec-
toral priorities as shown in the table below. 
While the GTP has seven strategic pillars, 
the Ethiopian Cities Resilient and Green 
Growth Package (ECR-3G2P) initially con-
sisted of specific pillars. 

SECtion 3

The Urban Dimensions of 
the GTP: An Analysis of the 
Ethiopian Cities Resilient and 
Green Growth and Governance 
Package (ECR-3G2P)
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The ECR-3G2P should not be viewed as the 
first attempt by the government to tack-
le the myriad of urban challenges facing 
the country. Following the review of the 
Plan for Accelerated and Sustained Devel-
opment to End Poverty and the strategic 
decision made by the government to move 
beyond ADLI and embark on an ambitious 
strategy of industrialization and urbaniza-
tion, the Council of Ministers adopted an 
Urban Development Strategy in 200589. 
In addition, there are a number of ongo-
ing programmes and projects that pre-date 
the ECR-3G2P and these are largely funded 
by the World Bank and the German gov-
ernment. These programmes are largely 
focused on urban housing, infrastructure, 
social development, and urban governance 
and are now integrated as part and parcel 
of the ECR-3G2P. 

89  Ministry of Federal Affairs (2005), Urban Development 
Policy, Government of Ethiopia, Addis Ababa

Progress Report in 
implementation of ECR-3G2P 
The ECR-3G2P is a living document and 
so is constantly being revised. While the 
sub-programmes under each pillar look like 
a shopping list of activities to be undertak-
en, the UN-Habitat support to the Ministry 
of Urban Development, Housing and Con-
struction is aimed at developing a more 
focused program package that would 
complement the strategic objectives of 
the  Growth and Transformation Plan. The 
various programmes and sub-programmes 
are in different stages of implementation 
and it is too early to get a complete pic-
ture. However, the February 2013 Progress 
Report on the implementation of the GTP 
gave a partial listing of the achievements in 
urban development and housing (see table 
below).90

90  MOFED (2013), Growth and Transformation Plan: Annu-
al Progress Report for F.Y. 2011/12, pp.20-21

Box 6:  the Growth and transformation Plan (GtP) and the Ethiopian Cities Resilient & Green 
Growth and Governance Programs Package (ECR-3G2P): Main Pillars

7 Strategic GtP pillars ten pillars of ECR-3G2P
1. Sustaining rapid and equitable growth
2. Maintaining agriculture as a major source of 
economic growth
3. Creating conditions for industry to play a key role in 
the economy
4. Enhancing expansion and quality infrastructure 
development
5. Enhancing expansion and quality of social 
development
6. Building capacity and deepening good governance
7. Promoting gender and youth empowerment

Pillar 1: Job creation, Micro and Small enterprise 
development
Pillar 2: Capacity building and good governance
Pillar 3: Urban  planning and design
Pillar 4: Land development & management
Pillar 5: Housing development & management
Pillar  6: Construction industry Development
Pillar  7: Integrated urban infrastructure development and 
service Delivery
Pillar  8: Green & safer cities
Pillar 9:Strategic leadership development.
Pillar 10: Policy implementation



4949

The Urban Dimensions of The GTP: 
an analysis of The eThioPian CiTies resilienT anD Green GrowTh anD GovernanCe PaCkaGe (eCr-3G2P)

TABLE 5: Summary of targets met, 2010-12, & targets for 2014/15

Urban Development & Housing
2010/11

(000)
2011/12 target for 

2014/15planned actual

Employment generated under integrated housing 
development (000)

176 25 193 182

Employment created by MSE in million 0.542 0.554 1.148 0.74

Reduction of slum areas (%) 50 45 45 30

Urban cobblestone road constr.(km) 222.2 105 246 3738

Urban potable water coverage (1.5km) 92.5 95 88 100

Source: adapted from Table 1.8 of MOFED progress report, p.22

To supplement this progress report, a rap-
id mapping exercise of ongoing programs 
and projects was undertaken by MUDHCo 
in July 2013 as an input to the UN-Habitat’s 
initiative to prepare a framework docu-
ment for the implementation of ECR-3G2P. 

The mapping exercise focused on the fol-
lowing subsectors:

1.  urban plannInG, sanItatIon 
and beautIfIcatIon 
proGramme: 

The broad objectives of  this programme is 
to undertake capacity building and provide 
technical support to regions, towns/cities 
and the private sector so as to enhance 
their capacity in urban planning prepara-
tion and implementation and urban sanita-
tion and beautification. 

The sub-programme on ‘urban planning 
improvement’ focused on the develop-
ment of policy and legislative framework 
and the preparation of organizational 
manuals, compilation of urban profiles, 
and systems for monitoring and evaluation 
of urban plans. It also focused on urban 
planning capacity of small towns through 
the provision of training to city managers, 

experts and private sector. Among the ma-
jor achievements have been:

•	 Various manuals and studies have been 
prepared in the spheres of urban plan-
ning preparation and implementation, 
solid waste management, liquid waste 
management, and urban greenery

•	 The preparation of National Urban De-
velopment Scheme and the study on the 
competitiveness of Addis Ababa and the 
preparation of 12 Local Development 
Plans as a package is expected to be start-
ed soon after a Consultant has been se-
lected and approved by concerned bodies

•	 Urban plan monitoring and evaluation of 
56 towns/cities have been conducted as 
part of protecting violation of plans so 
as to conduct urban planning prepara-
tion and implementation endeavors as 
per the Urban Planning Proclamation. 
Besides urban profile of 73 towns have 
been prepared and made accessible to 
the users through the web portal

•	 Base maps of 399 small towns (towns 
with 2000 to 20,000 population) as well 
asthe preparation of basic plans for 313 
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small towns have been prepared. Anoth-
er 23 cities have completed a detailed 
mapping exercise

•	 Urban planning institutions and coher-
ent organizational arrangement has 
been put in place in the four Emerging 
Regions, enabling them to prepare their 
own plans

•	 The capacity of executing/implementing 
bodies at town level has been strength-
ened among other things through pro-
viding various awareness raising pro-
grammes and trainings pertaining to 
plan preparation and implementation 
and Geographic Information Systems for 
about 3823 mayors, city managers, and 
experts. Moreover, hardware and soft-
ware equipment pertaining to photo-
grammetric had been distributed to the 
four major Regions and The Ethiopian 
Mapping Agency

•	 In terms of Structure Plan and Local De-
velopment Plan preparation, 52 and 135 
have been prepared respectively and 
respective cities/towns have managed 
to lead their developmental endeavours 
along with the plans at hand.

The programme has encountered major 
challenges. These include poor quality 
preparation of urban plans due to capacity 
constraint; limitations in establishing timely 
and well-built information dissemination 
system among regions, towns/cities and at 
federal level; the absence of strong moni-
toring and controlling system on violation 
of urban plans and poor organization and 
involvement of the private sector in urban 
planning sector.

The second sub-programme -Urban Sani-
tation and Beautification Improvement- is 

focused on urban solid and liquid waste 
system improvement and urban beautifi-
cation and greenery development improve-
ment.91Among its most important achieve-
ments are the following:

•	 The preparation of different manuals, 
notably the Urban solid and liquid waste 
management strategy, urban greenery 
development and Landscape and beau-
tification strategy

•	 The preparation of a Ethiopian Occupa-
tional Standard and curriculum on urban 
sanitation and greenery and beautifica-
tion

•	 The creation of 13,074 job opportunities 
in sanitation and greenery and beautifi-
cation

•	 In collaboration with different stakehold-
ers, 109 solid waste disposal sites and a 
similar number for liquid waste disposal 
sites have been prepared

•	 As part of promoting Urban Greenery 
Development, about 694.7 hectares of 
varying types of Green Infrastructure 
have been developed

Nevertheless, the major challenges associat-
ed with urban sanitation and beautification 
improvement include the absence of ade-
quate awareness raising mechanisms/ven-
ues for the officials and experts in various 
tiers of government and the society at large 
and the lack of enforcement mechanisms to 
control illegal dumping of hazardous wastes 
from industries and other sources. 

91  Ministry of Urban Development and Construction 
(2013), ‘Mapping of Existing Initiatives in the Area of 
Cities Resilience, Green Growth and Governance: Urban 
Planning, Sanitation and Beautification Program’, mim-
eo, August, 2013.
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2.  ImplementatIon of 
housInG development and 
manaGement:

The housing development management 
programme involved phase one (2006-
2010), the Integrated Housing Develop-
ment Program that preceded the GTP and 
phase 2, which covers the GTP period 
(2010/11-2012/13). 

Phase I: the Integrated Housing Develop-
ment Program (IHDP), 2006/7-2009/10: 
The main objectives of, this programme 
was to create extensive employment op-
portunity through the construction of af-
fordable low-cost housing so as to alleviate 
shortages. To facilitate this, housing devel-
opment project offices were established at 

regional and city/towns levels with clear-
ly-established responsibility.

The programme had initially set an ambi-
tious goal of constructing 396,000 hous-
ing units, but was only able to deliver 142, 
802 due to a lack of adequate financing 
from the national bank of Ethiopia. The 
programme was also unable to meet its 
targets due to a shortage of skills in con-
struction, project management and plan-
ning, construction design and poor logistic 
support and the shortage of construction 
materials. The shortage of qualified con-
tractors, both big and small, considerably 
slowed the space of housing construction 
and delivery.

TABLE 6: Summary of Housing Construction, 2006-2010

type of dwelling Regions Addis Ababa total

2006/08 2009/10 total 2004/5 2006/7 2008/10 total

Commercial 1,660 2,127 3,787 1,727 2,465 1,400 5,592 9,379

3-bedroom 2,447 2,612 5,059 1,770 2,132 3,184 7,086 12,145

Studio 5,117 5,097 10,214 5,922 4,844 2,202 12,968 23,182

2-bedroom 7,597 10,736 18,333 11,717 7,068 4,645 23,430 41,763

1-bedroom 10,208 14,956 25,164 11,084 11,196 8,889 31,169 56,333

total 27,029 35,528 62,557 32,220 27,705 20,320 80,245 142,802

Source: MUDHCo, ‘Progress Report on Achievements of the Past Year’, draft (in Amharic)

Despite the scale-back in housing construc-
tion, the completed projects generated 
193,000jobs, and most of those employed 
were women. Small-scale construction en-
terprises accounted for almost half of the 
jobs created in the sector.
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TABLE 7: number of jobs created by government housing projects, 2011

type of project Housing 
development 

project offices

Consultants Contractors Small scale 
enterprises

total

Government housing project 1,557 228 74,022 65,881 185,980

Sugar factory housing 110 40 16,562 10,932 27,644

University housing 113 91 12,858 6,317 19,379

Government buildings 49 28 1,621 2,832 4,530

total 1,829 387 105,063 85,962 193,241

Source: MUDHCo, ‘Summary Progress report on achievements made in 2011’, draft (Amharic) 

To overcome the widespread skills short-
age in the construction sector, the pro-
gramme resorted to measures which 
included retooling of recent university 
graduates through a  rigorous training 
on construction skills. A second retooling 
exercise involved the retraining of consul-
tants, architects, structural and electrical 
engineers, and technicians of survey-
ing and drafting to become contractors 
through training and rigorous training and 
making sure that they pass through the 
necessary registration and supplying them 
with the necessary working capital and 
equipment/machinery. 

Similar measures were taken by the pro-
gramme to improve logistics and the sup-
ply of construction materials. More sig-
nificantly was the support given to Micro 
and Small Scale Enterprises (MSEs) so that 
they could participate in the construction 
sector as sub-contractors. These included 
occupational skill training, microfinance, 
equipment and work place. As a result of 
these initiatives, the size of job opportuni-
ty created by MSEs, implementing agen-
cies, consultants and contractors during 
the planned period of 2006/7-2009/19 
was 176,317.

Phase II: Housing in the GTP/ECR-3G2P 
context:  Since the beginning of the 
Growth and Transformation Plan (GTP), the 
mode of housing delivery has changed and 
it includes: low-income housing develop-
ment (ie.10/90 approach); condominium 
development (20/80 model); saving hous-
ing development for middle income group 
(40/60 option) and mega housing projects 
for sugar and fertilizer industry, and univer-
sity housing. The second approach is hous-
ing development by the private sector and 
cooperatives.

Since the GTP started, a total of 96,233 
housing units and 1,720 housing blocks 
have been constructed. An estimated 
300,000 jobs have been created in the first 
half of GTP implementation.
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TABLE 8: number of Housing Units constructed

no. type of project number of

Housing Unites Blocks

1 20/80 Condominium Housing Development 70,712

2 10/90 Low Income Housing Development 24,288

3 40/60 Saving Housing Development 1,233

4 Ten New Universities 623

5 Sugar Factory Housing 1,097

total 96,233 1,720

Despite these achievements, however, 
housing construction and delivery, faces 
a number of challenges that were already 
present during the implementation of the 
Integrated Housing Development Program 
(IHDP). Shortages of skilled contractors, lo-
gistics supply of construction material and 
qualified building inspectors are the key 
problems hampering the housing sector. 
Land development and delivery also remain 
a critical challenge.

3.  constructIon Industry 
development and 
manaGement

The Government is trying its best to create 
an internationally-competitive construction 
sector by developing policy and strate-
gies for implementation under the Minis-
try of Urban Development, Housing and 
Construction. Accordingly, the sector has 
shown significant development in the past 
decade and is playing a key role in facilitat-
ing the overall economic development of 
the country. 

In addition to its direct contribution to de-
velopment, it has also an important role 
for other sectors in supporting, empower-
ing and facilitating production and service 
linkages. Moreover, the sector absorbed 
hundreds of thousands of the unemployed 
through the Government’s Mega projects.

Shortages of skilled contractors, 

logistics supply of construction 

material and qualified building 

inspectors are the key problems 

hampering the housing sector
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TABLE 9: jobs created by various construction enterprises in Government-funded housing projects, 2011 Budget 
Year

Project type Private 
enterprise

Consulting 
enterprise

Contractor 
enterprise

Small 
enterprise

total

Planned housing 
development.

1,557 228 74,022 65,881 185,980

Sugar industry housing 110 40 16,562 10,932 27,644

10 new universities 113 91 12,858 6,317 19,379

Government buildings 49 28 1,621 2,832 4,530

total 1,829 387 105,063 85,962 193,241

Source: MUDHCo, ‘Progress report on enterprise development and housing construction: EC 1998-2004), 

In the years from 2005-2011, the construction sector has shown an average growth of 12 per cent.  The 
number of licensed contractors has jumped from 1552 in 2005 to 3095 in 2011. Similarly, the number of 
construction-related consultants grew from 29 to 802 during the same period.

TABLE 10: Growth in the number of contractors and construction managers

Field 2005 2006 2007 2008 2009 2010 2011 total

Contractors who renewed their 
permits

1,152 1,588 2,452 2,133 2,418 2,511 3,095

Consultants & managers 29 29 28 158 167 221 170 802

During the same period, some 32,290 
hectares of land was distributed for devel-
opment purposes, and a total of 142,800 
housing units constructed and delivered to 
new owners (excluding Addis Ababa).

Keeping in mind all these major achieve-
ments, the construction sector is expected 
in the future  to create ample job oppor-
tunities, promote and encourage various 
new investments, including direct foreign 
investment, through promoting the pro-
duction of quality local construction mate-
rials and technologies. 

Major Challenges
Though the sector achieved a relatively 
positive growth in recent years, there are 
still major challenges that could negatively 
affect its internationally-competitive vision 
and slow down the current fast all rounded 
economic development of the country. 

Some of the current challenges include:

•	 Shortage of skilled manpower, particu-
larly in construction projects managers, 
machinery operators and engineers and 
competence gaps among construction 
labour force



5555

The Urban Dimensions of The GTP: 
an analysis of The eThioPian CiTies resilienT anD Green GrowTh anD GovernanCe PaCkaGe (eCr-3G2P)

•	 Low financial  capacity to provide infra-
structure on need basis

•	 Lack of legislative and working systems 
that can properly lead and guide the on-
going industry development 

•	 Weak capacity to tackle corruption and 
rent-seeking behavior 

•	 Lower capacity of contractors, consul-
tants and Micro and Small Enterprises in 
the construction development

•	 Shortage of construction materials de-
livery 

Given the significant importance of the 
construction sector to the overall devel-
opment of the country, the government 
is committed to exploring innovative ways 
to ensure that a dynamic and internation-
ally competitive construction sector is well 
established during the next phase of the 
Growth and Transformation Plan (GTP II).

4.  mIcro and small 
enterprIses development 
proGram

MSE is one of the areas given recognition 
in the country’s industry development 
plan. It serves as vehicles for production 
and growth in manufacturing with high 
employment generation potential. For this 
reason, the government attaches impor-
tance to the significant role that MSEs can 
play in industrialization and the transfor-
mation of the agricultural sector.

There are three ongoing projects as part of 
the MSE Development programme. These 
are: the Women Entrepreneur Develop-
ment Project (WEDP); the Local Economic 
Development Project (LED), and the Entre-
preneurship Development Program (EDP).  

Achievements and challenges 
In recognition of the contributions of MSEs 
in the socio-economic development of the 
country, various MSE development policies 
and strategies were formulated and imple-
mented in recent years. During the current 
period of GTP implementation (2010/11-
2012/13), the following achievements 
were recorded:

Job Creation: About 4.2 million Jobs were 
created by MSEs and public mega projects 
inthe period 2005-2011. Of the 1.1 million 
jobs created in 2011 alone, half was ac-
counted by MSEs. Among the jobs created 
by MSEs, half have been taken by women. 

© Ministry of Urban Development, Housing and Construction, Ethiopia
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TABLE 11: Jobs generated by Micro and Small Enterprises, 2005-2011

Region Jobs created total
total2006 2007 2008 2009 2010 2011

Afar 906 906

Gambella 1,401 1,401

B/shangul 1,010 2,103

Somali 1,093 3,303 6,803

Harar 4,337 8,110 3,840 1,039 1,433 3,224 21,983

Dire Dawa 13,000 11,258 11,344 11,149 9,575 8,623 53,800

SNPP 11,291 41,818 32,238 50,634 48,767 127,112 311,860

Tegrai 24,025 41,823 48,423 79,277 54,238 82,680 330,466

Amhara 39,141 90,373 136,114 143,947 97,447 101,720 608,742

Addis Ababa 61,801 223,242 134,611 90, 529 60,841 99,899 670,563

oromia 44,863 89,548 179,031 288,617 264,443 230,849 1,098,351

total 198,458 506,172 545,601 655,043 542,883 659,821 3,106,978

Source: MUDHCo, ‘Progress report on achievements in FY 2005-2011, draft

Access to finance: More than ET birr 4.8 billion loan was given to MSEs through Micro Finance Institutions 
(MFI). A total of 583,877 Micro and Small Enterprises were granted credit for various business activities.

TABLE 12: number of Micro and Small Enterprises that were granted loans from Micro Finance institutions, 
2005-2011, by region

Region MSE beneficiaries total

2007 2008 2009 2010 2011

B/Shangul - - - 133 - 133

Dire Dawa 2,633 2,294 490 - 2,200 7,617

SNNP - 8,362 - - - 8,362

Harar 3,505 1,185 1,179 1,411 1,623 8,903

oromia 50,165 18,453 29,425 21,366 - 119,409

Amhara 45,204 29,882 32,877 16,251 9,076 133,290

Addis Ababa 21,078 30,994 36,982 36,037 24,019 149,110

Tigrai 33,700 29,251 24,297 28,358 41,177 157,053

total 156,285 120,691 125,250 103,556 78,095 583,877

Source: MUDHCo, ‘Progress report on achievements of the FY 2005-2011’, draft.

Access to training and technical assistance: While 1.2 million operators of MSEs became beneficiaries 
from technical and business management trainings, another 168,344 MSEs became beneficiaries from 
Business Development Services (BDS) regarding information on market opportunities; and participate in 
bazaars and exhibitions. 
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TABLE 13: training & capacity building for Micro and Small enterprises, FY 2011, by region

Region type of training total

Upgrading 
technical 
capacity

Business 
development

Kisen (Japanese) 
leadership 

development

B/shangul 317 - - 317

Harar 1,002 444 - 1,446

Dire Dawa 1,748 - 10 1,758

Somali 1,517 1,080 - 2,597

Amhara 37,625 15,969 10 53,604

Addis Ababa 21,407 44,413 202 66,022

SNNP 82,764 27,212 10 109,986

Tigrai 66,965 60,330 210 127,505

oromia 149,615 76,869 10 226,494

Sub-total 226,317 362,960 452 589,729

Enterprise Development 931,902

totAL 1,521,631

MSEs were also to earn birr 14.2 billion through sub-contracting activities in the domestic market. The 
country was able to earn USD 864.4 million through the export of products produced by Micro and Small 
Enterprises (MSEs).

land development and construction of sheds: In order to support micro and small enterprises secure 
a suitable manufacturing site, some 322.6 hectares of land (or 90 million sq. metres) was developed, and 
11,626 sheds were constructed, along with 983 proper buildings. 

TABLE 14: number of manufacturing sheds constructed for MSE, 2005-2011, by region

2005 2006 2007 2008 2009 2010 2011 total

B/shangul - - - - - - 11 11

Dire Dawa - 24 - - - - - 24

Harar - 20 - - - - - 20

SNNP - 65 - - - - 141 206

Tigrai - 99 - 207 37 - 418 761

Addis Ababa 381 341 346 376 386 337 358 2,525

Amhara - 176 230 1,296 1,100 257 117 3,176

oromia - 153 495 735 1,760 960 800 4,903

total 381 878 1,071 2,614 3,283 1,554 1,845 11,626

Source; MUDHCo ‘Progress Report and achievements for FY 2005-2011, draft.
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with the problem of high unemployment. 
While a national MSE development strate-
gy has been adopted, the government has 
also established MSE Development Coun-
cils at different level (Federal to Town) to 
facilitate the Coordination between differ-
ent implementing actors and stakeholders. 
Despite the high political support, however, 
greater government effort is needed to en-
sure that MSE operators receive high-qual-
ity training and advice and that the sup-
porting institutions, such as microfinance 
institutions, become effective by drawing 
the best talent with expertise in the field of 
MSE development and the management of 
microfinance institutions.

The strategic challenge: 
aligning ECR-3G2P’s programs 
with the GTP’s development 
goals
The challenge of urbanization is multi-di-
mensional and solutions cannot be found 
within a single sector ministry. Given the 
cross-cutting nature of the urban challenge, 
inter-sectoral coordination among govern-
ment ministries is a pre-requisite for prop-
er diagnosis of the problem and for taking 
the correct policy interventions. What oth-
er ministries such as transport, agriculture 
and education do as part of their respective 
mandate could have a tremendous bearing 
on urbanization and the development of 
cities. MUDHCo must constantly keep an 
eye on the investment and policy decisions 
of other ministries to ensure that there is 
synergy and mitigate unintended negative 
consequences on urban growth. 

The Growth and Transformation Plan, by 
necessity, assigns a central and strategic 
role to cities for the promotion of its indus-
trialization agenda. At it currently reads, 
however, the Ethiopian Cities, Resilient 
and Green Growth Package (ECR-3G2P) 

In addition, a MSE development strategy 
and different manuals and guidelines were 
prepared to facilitate the development ac-
tivities of the Program.

Constraints and challenges
•	 Ineffective and inefficient service in deliv-

ering and collecting loan due to capacity 
limitation of microfinance institutions

•	 Mismatch between credit demand and 
supply due to less capacity of most Micro 
Finance Institutions to extend loans on a 
timely fashion

•	 Skills limitation in MFI to mobilize sav-
ings and inculcate a savings culture

•	  Lack of infrastructure, particularly the 
regular interruption of electricity to man-
ufacturing centres

•	 Lack of self-reliance sprit and innovative 
culture for job creation with actors 

•	 Failure in providing trainings on the basis 
of need/interest and result oriented 

•	 Most market supply provisions are gov-
ernment dependent, thus not fostering a 
culture of independence and innovation 
in the MSEs

•	 Failure in staffing One Stop Service Centers

•	 Lack of detailed understanding of MSE 
development package and work com-
mitment  

Opportunities of the 
programme to make a 
difference
The programme has been given high focus 
by the Government as it is considered one 
of the most important interventions to deal 
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does not provide a highly focused policy 
framework for building more ‘competi-
tive, productive and resilient cities’. The 
ECR-3G2P consists of a long ‘To Do List’ of 
programmes and activities that is difficult 
to implement. A revised ECR-3G2P must 
focus on a limited but sharply selected list 
of sub-sectors that have the potential to 
trigger economic growth across the val-
ue-chain and generate jobs. 

A number of instructive lessons can be 
drawn from the draft Integrated Develop-
ment Plan (2014-2038) for Addis Ababa 
and the surrounding Oromia Special Zone 
when realigning the ECR-3G2P to the GTP. 
The Integrated Addis Ababa Master Plan 
proposes to transform the federal capital 
and other cities in the Oromia Zone as crit-
ical economic hubs for light manufacturing 
and agro-processing industries. It does so 
by focusing on a limited set of subsectors 
that the GTP has identified as critical for re-
orienting the economy on a path of indus-
trialization, namely: light manufacturing; 
leather products; agro and food process-
ing; textiles; mining, oil and gas, amongst 
others.  The plan further envisages devel-
oping linkages between city and regional 
industrial networks.92 Moving forward, the 
ECR-3G2P should concentrate on feasible, 
cost-effective and sharply focused policy 
initiatives aimed at enhancing the capacity 
of cities to become  a major manufacturing 
and trade hub in East Africa, particularly 
in light manufacturing and agro-process-
ing93. In order to achieve the GTP’s priority 
of high levels of economic growth through 

92  Addis Ababa City Administration (2013), INTEGRATED 
DEVELOPMENT PLAN: Addis Ababa and the Surrounding 
Oromia Special Zone, 2014-2038, Draft Executive Sum-
mary (June 2013)

93  World Bank (2011), Light Manufacturing in Africa: 
Targeted Policies to Enhance Investment and Create Jobs, 
with a Case Study of Ethiopia, Report 67209, Africa 
Development Forum, World Bank, Washington, DC: p.3

industrialization, the transformative poten-
tial of Ethiopian cities must be enhanced 
immensely, and all available human and 
financial resources deployed strategically 
towards this objective.94The next sections 
discusses the steps to be taken for build-
ing ‘competitive and enterprising’ cities in 
Ethiopia; the key sectors with high growth 
potential and the political conditions nec-
essary for the effective implementation 
of the Ethiopian Cities Resilient, Green 
Growth and Governance package.

94  World Bank (2009), ‘Ethiopia: Toward the Competitive 
Frontier; strategies for improving Ethiopia’s Investment 
Climate’, Report 48472 ET, Finance and Private Sector 
Development, Africa Region, World Bank: Washington, 
DC

Moving forward, the ECR-3G2P 

should concentrate on feasible, 

cost-effective and sharply focused 

policy initiatives aimed at enhancing 

the capacity of cities to become  a 

major manufacturing and trade hub 

in East Africa, particularly in light 

manufacturing and agro-processing
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Cities are the most productive parts of 
Ethiopia and offer the greatest potential 
for accelerated growth and job creation. 
Their continued success is fundamental to 
the country’s ability to earn its living in a 
more open, international economy and to 
sustain the tax base required to pay for im-
proved public services and the social safe-
ty net throughout the country. Cities also 
have a growing role to play as economic 
hubs or gateways to the wider sub-conti-
nent. 

At present, however, Ethiopian cities face 
many challenges: bottlenecks in infrastruc-
ture, skill shortages, inefficient trade logis-
tics, poor internal and external connectivi-
ty, inefficient land distribution system and 
a severe shortage of foreign exchange and 
domestic credit for entrepreneurs. These 
constraints collectively act as brakes on 
growth and competitiveness95. 

Over the past decade, the government has 
taken decisive and resolute measures to 

95  OECD (2007), ‘Competitive Cities: A New Entrepre-
neurial Paradigm Shift in Spatial Development’; World 
Bank (2013), Ethiopia Economic Update II: Laying the 
Foundation for Achieving Middle Income Status, Report 
78501, World Bank: Washington, DC.

SECtion 4

Building ‘competitive’ 
and ‘enterprising’ cities 
in Ethiopia: challenges, 
opportunities, and critical 
interventions 

tackle some of the most blatant aspects 
of urban decay and low economic produc-
tivity96. It has invested billions of dollars 
to improve urban infrastructure, housing 
and condominium development, water 
and sanitation, electricity, and public trans-
portation networks97. It has taken steps to 
improve land regulation and facilitate land 
acquisition. Moreover, the government has 
devolved power and responsibility to the 
regions so that they can determine devel-
opment policies consistent with local real-
ities. Despite these commendable efforts, 
however, urban reform remains one of 
Ethiopia’s greatest challenges. 

To date, there has not been enough holistic 
thinking when addressing the issue of rap-
id urbanization, especially the role of cities 
in socio-economic transformation, innova-
tion diffusion, industrialization and closer 
integration to the wider global markets.  
Planning around cities tends to be short-

96  UNHABITAT (2008), Ethiopia Urban Profile, Regional and 
Technical Cooperation Division, Nairobi; MOFED (2013), 
Growth and Transformation Plan: Annual Progress 
Report for F.Y. 2011/12, Federal Democratic Republic of 
Ethiopia, Addis Ababa

97  MOFED (2013), Growth and Transformation Plan, Annu-
al Progress Report for F.Y. 2011/12, Federal Democratic 
Republic of Ethiopia, Addis Ababa, draft/February.
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term and inward looking, and lacking any 
thorough understanding of the role cities 
play in today’s knowledge-intensive global-
izing economy. Experience from East Asia 
points out that successful countries and 
regions must have successful and com-
petitive cities at their core in order to take 
advantage of the opportunities available 
in the global economy.98A similar think-
ing should underpin the development of 
a national framework to guide the process 
of urbanization in Ethiopia. Boosting the 
competitiveness of cities by building the 
necessary infrastructure, education, and in-
novation systems, can open up enormous 
opportunities for cities to become nodes of 
economic development, by giving impetus 
for the development of industrial clusters 
with backward and forward linkages, and 
producing for the regional and global mar-
kets.99‘Enterprising’ cities and global-
ization: Exploiting unrealized potential

Ethiopia’s potential to become a manu-
facturing hub in Eastern Africa is huge. 
From leather and textiles to cut flowers 
and wood products, the diversification of 
Ethiopia’s economy is boosting develop-
ment and transforming the country into an 
economic powerhouse. First, Ethiopia’s low 
wage costs and abundant material base 
have the potential to transform the coun-
try as a major hub for light manufacturing, 

98  Zhang, Xiaobo, Arjan de Haan, and Shenggen Fan 
(2008), ‘Policy Reforms as a Process of Learning’, In 
Narratives of Chinese Economic Reforms: How Does 
China Cross the River? ed. Xiaobo Zhang, Shenggen Fan, 
and Arjan de Haan. Hackensack, NJ: World Scientific 
Publishing.

99  UN-Habitat (2011), The Economic Role of Cities, Nairobi, 
The Global Urban Economic Dialogue Series; World Bank 
(2013), Ethiopia Economic Update II: Laying the Founda-
tion for Achieving Middle Income Status, Report 78501, 
World Bank: Washington, DC; World Bank (2011), Light 
Manufacturing in Africa: Targeted Policies to Enhance 
Private Investment and Create Jobs, Case Study on 
Ethiopia (included), Washington, DC. pp.4-8

which will in turn lay a durable founda-
tion for an indigenous technological base 
to emerge100. Second, as globalization 
advances and China evolves away from a 
comparative advantage in labour-intensive 
manufactured products toward more ad-
vanced industrial production, countries like 
Ethiopia are positioned to take advantage 
of this opportunity.101  This is illustrated by 
the recent decision of a Chinese shoe man-
ufacturer, Huajian International Shoe man-
ufacturing Ltd., to relocate its entire global 
shoe production operation to Ethiopia102. 
Third, Ethiopia enjoys duty free access to 
U.S. and EU markets for light manufactures 
under the Africa Growth and Opportunity 
Act (AGOA) and the Cotonou Agreement. 

The ability of Ethiopian cities to harness the 
opportunities available in the global econo-
my will, however, depends on two factors: 
(a) whether current institutional and policy 
conditions unleash or hamstring a city’s po-
tential to become a centre of innovation, 
economic accumulation and exchange and 
(b) whether the city is well planned and 
managed and that residents and private 
economic agents have access to land, af-
fordable housing, high quality educational 
institutions and efficient  services that col-
lectively contribute to a better quality of life. 

At present, however, the ability of Ethiopi-
an cities to become major manufacturing 
and service hubs in East Africa is being 
hampered by logistical challenges such as 

100 World Bank (2011), Light Manufacturing in Africa: 
Targeted Policies to Enhance Private Investment and Cre-
ate Jobs, with a Case of Ethiopia, Report 67209, World 
Bank, Washington, DC, pp.4-8

101 Henok Assegai, D. Bienne and D. Curia (2013), ‘Ethio-
pia’s Investment Prospects: A Sect oral Overview’, African 
Review of Economics and Finance, Vol.4, No.2:203-246; 
World Bank (2013), Light Manufacturing in Africa.

102 William Davidson (2012), ‘Africa Rising: China steps 
up production in Ethiopia with drill instructions’, The 
Christian Science Monitor, April 3.

Aerial view of the city of Addis Ababa, showing the densely 
packed houses © UN-Habitat/Eduardo Lopez Moreno
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costly transportation and communication, 
underdeveloped input supply system, inef-
ficient land distribution system, restricted 
access to credit, a severe shortage of highly 
skilled people, and cumbersome and com-

plicated customs procedures. 103Table 15: 
Constraints in Ethiopia, by importance, size 
of firm and sector

103 World Bank (2011), Light Manufacturing in Africa: 
Targeted Policies to Enhance Private Investment and Cre-
ate Jobs, with a Case Study of Ethiopia, Report 67209, 
World Bank, Washington, DC: pp. 4-8; World Bank 
(2013), Ethiopia Economic Report II

Sector input 
industries

land finance Entrepreneurial 
skills

Worker 
skills

trade 
logistics

Apparel Small important critical critical important important

Large important important Critical

Leather 
products

Small critical critical critical Important

Large critical important Important

Wood 
products

Small critical important important important important

Large critical important important important important

Metal 
products

Small critical important important important important

Large critical important important important important

Agribusiness Small critical critical critical important

Large critical critical important

© Ministry of Urban Development, Housing and Construction, Ethiopia
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Over the past decade, the government 
has adopted a number of regulatory and 
operational measures to strengthen the 
participation of the private sector in the 
economy. These include investments in in-
frastructure and human resources develop-
ment, the revision of the investment code 
and better facilitation in licensing, registra-
tion and taxation104. 

Needless to say, the domestic private sec-
tor remains unimpressed by the scope of 
the reforms implemented so far, and there 
is a consensus among the private sector 
associations that the Federal government 
need to do more to improve the ‘business 
environment’ and to remove a number of 
binding constraints affecting the competi-
tiveness of the sector. Progress in address-
ing the issues of access to finance, foreign 
exchange and suitable land for enterprises 
could go a long way in improving the busi-
ness environment in the country.

In short, by removing the constraints to 
competitiveness, promoting planned ex-
pansion and participatory governance, Ethi-
opian cities/towns can play a catalytic role 
for generating economic growth, fostering 
innovation and entrepreneurship and laying 

104 World Bank (2013), Ethiopian Economic Report II, p.20

the foundations for sustained growth and 
job creation. This will, of course, require 
strong coordination with departments, Fed-
eral and regional governments,  the relevant 
line ministries (i.e., transport, education, 
agriculture, trade, industry, etc.) and other 
stakeholders under the overall guidance of 
the Minister of Urban Development, Hous-
ing and Construction.

The ‘path’ to becoming 
a globally integrated 
and competitive city: six 
imperatives
As Ethiopia strives to become a ‘middle 
income country’ by 2023 through closer 
integration to the world economy, its com-
petitiveness will increasingly be driven by 
the capacity of its metropolitan regions to 
play a leading role as centres of innovation 
diffusion and socio-economic transforma-
tion. The role of central and local govern-
ments is to ensure that the right conditions 
are in place to improve the competitive-
ness of cities and towns, and to unleash 
productive capacity in subsectors with high 
growth potential105. 

The key imperatives of competitiveness are 
the following:

a.  competItIveness & 
productIvIty: the 
Governance dImensIon

The governance of cities is a key factor 
for managing urban development and for 
implementing policy actions to achieve 
competitiveness objectives. Apart from 
providing basic public services, efficient 

105 World Bank (2009), Ethiopia: Toward the Competitive 
Frontier: Strategies for Improving Ethiopia’s Investment 
Climate, Report 48472ET, Finance and Private Sector 
Development, Africa Region, World Bank, Washington, 
DC; Willem Van Wined (2006), ‘Globalization and urban 
competitiveness: challenges...’ in OECD, Competitive Cit-
ies in the Global Economy,  OECD Territorial Review, pp.

there is a consensus among the 

private sector associations that 

the Federal government need to 

do more to improve the ‘business 

environment’ and to remove a number 

of binding constraints affecting the 

competitiveness of the sector
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and innovative local government can be 
a differentiating factor in ensuring that 
cities are competitive in order to be able 
to attract investment, talent, and finance 
necessary for generating economic growth 
and create jobs. Private investment is eas-
ily levered into places where government 
has clearly signaled its support by reduc-
ing business entry costs.106The 2013 World 
Bank’s Doing Business report ranks Ethio-
pia 127 out of 185 economies in ‘Ease of 
Doing Business’107. The report points out 
that the key impediments to entrepreneur-
ship and innovation have been the lack of 
adequate credit and foreign exchange, as 
well as problems associated with access to 
land due to a very inefficient land distribu-
tion system.108

FIGURE 2: Key constraints to competitiveness 

106 Clarke, George (2011), ‘Assessing How the Investment 
Climate Affects Firm Performance in Africa: Evidence 
from the World Bank’s Enterprise Surveys’, background 
paper (Light Manufacturing in Africa Study). Available 
online in Volume III at http://econ.worldbank.org/af-
ricamanufacturing. World Bank, Washington, DC. World 
Bank (2011), Light Manufacturing in Africa; creating 
jobs and prosperity by fostering competition, with a case 
study of Ethiopia, Vol.1.

107 World Bank (2013), Doing Business 2013: Smarter Reg-
ulations for Small and Medium-Size Enterprises, World 
Bank, Washington, DC.

108 World Bank (2013) Ethiopia Economic Update II: 
Achieving Middle Income Status, p.24

Access to financial services: According to 
the 2012 Ethiopia Enterprise Survey, access 
to finance remains a major constraint for 
enterprises. This is perceived as the main 
business environment constraint by both 
small (38 percent) and medium (29.5 per-
cent) enterprises in Ethiopia, compared to 
an Sub-Saharan Africa average of 21.2 
and 15.2 percent respectively.109 The same 
survey indicates that almost 93 percent of 
small enterprises and more than 95 per-
cent of medium enterprises have either a 
checking or a saving account (a percentage 
higher than the respective Sub-Saharan Af-
rica averages) but only 3 percent of small 
enterprises and 23 percent of medium 
have a loan or a line of credit. These low 
percentages can be explained by (among 
other factors) the extremely high collateral 
demanded by the banks in order to secure 
a loan.110

Public investment-driven growth has meant 
the diversion of domestic banking sector 
credit away from the private sector to state 
owned enterprises. In the six month peri-
od, July 2011 to December 2011, 71 per 
cent of new loans were directed towards 
public enterprises. This share was increased 
to 89 per cent during the second half of 
2012. Similarly, a substantial share of avail-
able foreign exchange is also diverted to-
ward public sector investment projects111. 
The Federal government must find a better 
way of allocating scarce credit and foreign 
exchange to both the public and private 
sectors without jeopardizing the compet-
itiveness one at the expense of the other.

109 World Bank (2013), Ethiopia Economic Update II: 
Achieving Middle Income Status, (June 2013), p.24

110 These rates correspond to 249.3 percent against a 
Sub-Saharan Africa average of 160 percent. Such high 
rates undermine the competitiveness of Ethiopian firms.

111 World Bank (2013), Ethiopia Economic Update II: 
Achieving Middle Income Status, p.24
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The limited access to finance is further ex-
acerbated by low level of domestic savings. 
This is largely attributed to the negative 
real interest rate and low level of banking 
penetration across the country. By African 
standards, banking services remain under-
developed in Ethiopia though improving 
progressively since 2005.112 Although the 
government has undertaken a series of 
measures to increase the savings rates in 
the country through improving financial 
sector accessibility from housing saving 
schemes to microfinance and pension 
schemes a lot more needs to be done to 

112 World Bank (2013b), Ethiopia Economic Update II: Lay-
ing the Foundation for Achieving Middle Income Status, 
Report 78501, World Bank: Washington, DC, 48-49.

incentivize citizens and local businesses to 
save and invest.113

Given the huge financing need in the coun-
try, the Federal government needs to create 
an enabling policy environment for a sound 
and competitive financial and banking sector 
to emerge in the country. With the growth 
of a competitive financial sector, domestic 
savings will grow and banking services will 
spread across the country. The introduction 
of ICT and mobile banking, similar to the 
Mpesa system in Kenya, will encourage sav-
ings while reducing transaction cost for busi-
nesses and average citizens alike.

113 ibid, p.47

TABLE 16: Bank branch expansion by region

Region 2006 2010 2011 2012

Addis Ababa 148 265 352 430

Tigray   26   43   76   94

Afar     3     5     5     9

Amhara   69   88 132 190

oromia 115 182 262 354

Somalie     7   10   16   24

Beneshangul     1     2     4     7

SNNPR   38   59   95 143

Gambela     1     2     4     6

Harari     4   10   10   12

Diredawa     9   14   17   20

total 421 682 973 1289

Source: National Bank of Ethiopia; cited in (World Bank 2013b), p.49
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Access to foreign exchange:  The for-
eign exchange market is highly regulated 
in Ethiopia for good reasons. Since the 
country does not possess huge foreign 
exchange reserves, the government prior-
itizes the strategic sectors of the economy, 
including critical infrastructure investment 
projects, in the allocation of scarce foreign 
exchange. Consequently, private investors 
engaged in non-strategic investments are 
locked out from the foreign exchange mar-
ket. 

It is imperative that the Federal govern-
ment undertakes a thorough assessment 
on how best to assist private sector oper-
ators to overcome the problem associated 
with scarce foreign exchange. If the goal of 
export expansion in light manufactures is 
to be realized, foreign exchange allocation 
must be prioritized to these sectors with 
high growth potential. This is particularly 
urgent in sectors where input supply has 
to be insourced from other regions of the 
world until such time that a domestic sub-
stitute can be found.

Access to suitable industrial land: While 
government policy on state control of 
land is clear and straightforward, it is in 
the development, administration and de-
livery of land where huge problems are 
encountered. There is considerable room 
to make land allocation more efficient and 
market-friendly without having to alter the 
legal status of land as state property. Public 
authorities could increase productivity and 
encourage greater creativity by introducing 
more flexibility in the rules surrounding the 
disposal of under-utilized public land and 
buildings to private investors. In China, for 
example, 76 percent of local government 
revenue in 2007 came from the land value 
capture through land sale or lease. Reduc-
ing bureaucratic red tape and enhancing 

transparency in the development, adminis-
tration and allocation of industrial land will 
go a long way to improving the business 
environment and enhancing the competi-
tiveness of the private sector. 

In summary, there is an urgent need to re-
view policies on credit, foreign exchange 
and land allocation in order to enhance the 
competitiveness of Ethiopian cities so that 
they can become a catalyst for broad-based 
economic growth and job creation. It is im-
perative that the Federal government un-
dertake detailed research to determine the 
possible negative consequences of such 
policies on specific sectors and localities, 
and to come up with recommendations 
that enhances the competitiveness and 
productivity of the private sector. Towards 
this end, coordination between sectoral 
ministries are necessary in order to ensure 
synergy between different policy interven-
tions that cut across sectoral boundaries.

b. competItIveness & 
productIvIty: the 
skIlls and InnovatIons 
dImensIon

Productivity is a function of skills and the 
adequacy of R&D capacity to support in-
novation, and the capacity to assimilate 
new technologies. At present, the key im-
pediments to competitiveness in Ethiopia 
are many and include the lack of entrepre-
neurial, managerial and technical skills and 
the absence of policy to nurture innovation 
in cutting edge technology, products and 
services. The government recognizes that 
this is a major strategic challenge and the 
Parliament approved a ‘National Science, 
Technology & Innovation (STI) Policy’ in 
February 2012. The policy will be imple-
mented over the course of GTPII. The pol-
icy paves the way for the integration of 
science, technology and innovation with 
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the national development agenda.Inno-
vation has always played the decisive role 
in countries’ economic and social develop-
ment; it is the foundation of competitive-
ness and improved productivity. Although 
innovation is fundamentally the task of the 
private sector and entrepreneurs, the role 
of government has always been crucial. It 
is only governments that can assume the 
risks involved in large-scale programmes 
such as infrastructure, and facilitate na-
tionwide learning processes for innovative 
initiatives by setting minimum standards 
to the educational and research sources 
needed to cope with rapid technological 
changes. Cities in particular should have 
the minimum capacity to put in place ap-
propriate policies and institutional environ-
ment to unleash the productive potential 
of entrepreneurship and support business 
incubators.

In Ethiopia, educational attainment is likely 
to be the single most important constraint 
to fostering innovation capacities over the 

next generation. Although Ethiopia has 
spearheaded a massive drive in the expan-
sion of universities in each region over the 
past decade, it is many years away from 
producing large numbers of highly quali-
fied graduates to meet the demand in the 
labour market and future business innova-
tors. The regions will, in particular, contin-
ue to struggle to attract skilled people due 
to a number of financial and non-financial 
reasons. In the short-to-medium term, 
however, a big push is required to develop 
targeted training programs for retooling 
currently unemployed school graduates 
to meet demand in selected and critical 
sectors and to produce a critical mass of 
future business innovators. These targeted 
training programmes should be developed 
in close consultation with the Ethiopian 
Chamber of Commerce and other con-
cerned private sector associations since the 
latter know better the type of skilled labour 
needed in order to become competitive in 
the marketplace. 

c. competItIveness & 
productIvIty: the trade 
loGIstIc dImensIon

As a landlocked country, Ethiopia faces nu-
merous logistics challenges that undermine 
competitiveness as well as its ability to take 
advantage of its preferential access to the 
US and European markets. According to 
the World Bank’s Logistics Performance 
Index (LPI), Ethiopia ranks 141 out of 155 
economies, down from 123 in 2010. High 
transport costs, the absence of cold stor-
age facilities for perishable goods; com-
plicated customs and border control that 
contribute to unnecessary delays for goods 
clearance and underdeveloped storage 
and distribution systems are some of the 
logistical challenges that the government 
is earnestly trying to address as a matter of 
national priority.

In the short-to-medium term, 

however, a big push is required to 

develop targeted training programs 

for retooling currently unemployed 

school graduates to meet demand 

in selected and critical sectors and 

to produce a critical mass of future 

business innovators
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FIGURE 3: three dimensions of the logistics challenge

While the massive investment in infrastruc-
ture that the government has made in re-
cent years is expected to ease the problem 
in transport logistics, reforms involving 
customs administration, border control and 
other trade relate regulations are all under-
way. Computerization to reduce red tape 
at customs and border control posts, the 
consolidation of Ethiopian Shipping Lines 
management, the establishment of a single 
agency to coordinate more than 25 domes-
tic logistic operators and the inauguration 
of an interior dry port at Djibouti’s main 
port, connected by multi-lane highway, 
and soon by a high-speed rail, are expected 
to ease the logistic gridlock. 

d. competItIveness & 
productIvIty: the 
connectIvIty dImensIon

National and international connectivity is 
critically important in an increasing global-
ized economy and for ensuring that cities 
remain attractive places to live and work. 
It is clear that the most attractive cities  for 
business expansion and investment will be 
those that invest in advanced infrastruc-

ture such as next generation network that 
make business operations within the met-
ropolitan area more efficient and respon-
sive. External connections such as airports, 
seaports and adequate internal road net-
work and public transportation are also 
vital for city competitiveness. 

In addition, mobile technologies are 
opening new channels of communica-
tion between people and governments, 
enhancing democratic governance and 
other development areas such as health, 
education, agriculture, employment, crisis 
prevention and the environment. They can 
reduce bureaucratic holdups for average 
citizens and streamline work for civil ser-
vants.

While Ethiopia has made great strides in 
improving internal and external connectivi-
ty through its ‘big push’ approach in infra-
structure development, the same cannot 
be said when it comes to ICT infrastruc-
ture, particularly high-speed broadband 
connection. By African standards, mobile 
phone subscription rate and connectivity 

iMPEDiMEntS to 
CoMPEtitiVEnESS
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to high speed internet remain relatively 
low despite high demand. According to 
The Economist, mobile phone penetration, 
which averages 70 per cent of the popula-
tion elsewhere in Africa, is closer to 25 per 
cent in Ethiopia. 

Only 2.5 per cent of Ethiopians have access 
to the internet, compared with 40 per cent 
in neighboring Kenya.The government has 
taken steps to improve the efficiency of 
the telecommunication sector by upgrad-
ing telecom equipment rather than going 
through the privatization route. It had 
reached a USD1.6 billion agreement with 
China’s two leading telecom-equipment 
companies, Huawei and ZTE, to upgrade 
its network, with the introduction of a 4G 
platform for Addis Ababa and a 3G plat-
form for the rest of the country. 

While this deal is an important first step 
toward improving telecom services, it is a 
poor substitute to fostering a healthy com-
petition by allowing multiple operators in 
the same sector in order to raise efficiency 
and reduce cost of connectivity. With re-
duced cost of connectivity, both small and 
medium enterprises will be willing to adopt 
new information technologies to raise their 
productivity and competitiveness in the 
market place. 

ICT is the most important aspect of con-
nectivity, facilitating quick information flow 
between firms and people, and enabling 
entrepreneurs to make real-time decisions. 
The government recognizes the urgent 
need to address the connectivity gap in the 
country and is in the process of drafting a 
strategy on ICT Infrastructure Development 
in close collaboration with sector ministries, 
regional and municipal administrations.

e. competItIveness & 
productIvIty: the 
envIronmental 
sustaInabIlIty dImensIon

Urban areas are vulnerable to the conse-
quences of climate change. Cities also face 
environmental challenges such as traffic 
congestion, noise pollution and poor air 
quality which impinge on their competi-
tiveness. These environmental problems 
can be complex as their causes are often 
inter-related at a city level. A city must, 
therefore, constantly strive to merge its 
physical/environmental planning with its 
economic planning to sustain its compet-
itiveness and reduce its ecological footprint 
on the surrounding area. Land use plan-
ning, sustainable construction, sustainable 
urban transport plans and measures to 
promote low carbon emissions and en-
ergy-efficient vehicles, sustainable use of 
water, solid and liquid waste management, 
and recycling will go a long way to reduce 
greenhouse gas emissions at the city level. 
Recreational and green areas such as parks 
are an important attributes of creating sus-
tainable urban environment. 

The existing research on Ethiopia reveals 
that the majority of municipalities lack the 
basic technical knowledge, financial and 
administrative capacity to adapt to climate 
change. The capacity of municipalities has 
been constrained by the absence of credi-
ble partnership between the planning au-
thorities and other key stakeholders, which 
include environmental agencies, local com-
munity groups and the private sector, and 
a general lack of access to climate science. 
Basic safety, such as fire, disaster and emer-
gency management systems are in short 
supply or nonexistent.
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Moreover, environmental problems have 
no boundaries and cut across many ju-
risdictions. Local initiatives to resolve one 
problem can possibly lead to new prob-
lems elsewhere and can conflict with na-
tional and regional policies. Both local and 
national authorities need to recognize and 
overcome these challenges through closer 
coordination, information sharing, joint 
use of critical facilities and by setting and 
enforcing codes and standards on land use, 
air quality, and construction. Moreover, if 
adaptation decisions are to be successful, 
there is an urgent need for municipalities 
in Ethiopia to engage in deliberative par-
ticipatory activities aimed at winnowing 
the most complex problems associated 
with sustainable management of cities. 
Top-down and one-size-fits-all approaches 
should give way to participatory and ‘coop-
erative environmental governance’.

f. competItIveness & 
productIvIty: the socIal 
InclusIon dImensIon

A competitive city also flourishes where 
social inclusion, citizen welfare and sus-
tainability have been established. City 
attractiveness is influenced by the diversi-
ty of its people, cultural and sports infra-
structure, green space and transport and 
communications infrastructure. The higher 
the quality of life in a given city, the great-
er potential there is to attract investment 
and skilled workers who possess the ‘cre-
ative capital’ required to power knowledge 
economies.On the other hand, cities that 
exhibit glaring social exclusion, residential 
and social segregation are unable to com-
pete to attract investment, talent and jobs. 
A high degree of social exclusion within cit-
ies can result in higher levels of criminality 
and personal insecurity. This reduces a city’s 
attractiveness. 

The recent decision by the City of Detroit, 
in the United States, to declare bankruptcy 
is the result of years of declining compet-
itiveness, aggravated by mass social exclu-
sion, which made the city an unattractive 
place to invest.  It is, therefore, imperative 
that city administrators and the national 
government ensure that social inclusion 
and urban ‘safety net’ provision remain 
central in national and city development 
since ‘social exclusion’ severely affects the 
competitiveness of the country and its cit-
ies.

In summary, the Federal government, the 
regions and city administrators must take 
a proactive approach to develop the po-
tential of individual cities, enhancing their 
competitiveness through the above-men-
tioned policy actions. The realignment of 
the current ECR-3G2P package around 
cross-cutting tasks, including a focus on 
selected sectors with high growth and 
job creation potential, should also take 
into consideration the above-mentioned 
growth-enabling conditions. An integrated 
and cross-sectoral approach will also help 
the Federal government, regional, and 
municipal authorities to collaborate across 
boundaries in order to avoid duplication 
of efforts and maximize economic return 
from planned investments. Implementing 
many of the necessary reforms will, of 
course, require strong coordination across 
various departments and sector ministries.
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The Ethiopian Cities Resilient, Green 
Growth and Governance Package (ECR-
3G2P), as it currently reads, consists of 
a long ‘To Do List’, and not necessarily 
focused on a limited but sharply select-
ed subsectors that have the potential to 
trigger economic growth across the val-
ue-chain and generate jobs. It is imperative 
that the ECR-3G2P should be reconfigured 
so that its programs and subprograms are 
complementary to the long-term strategic 
priorities of the Growth and Transforma-
tion Plan (GTP). The imperatives of steer-
ing and guiding the growth and overall 
urbanization process in Ethiopia through 
urban planning and well-coordinated man-
agement becomes a priority undertaking. 
Equally urgent is the need to improve liv-
ability, productivity and sustainability of 
cities through expanding access to basic 
services.

In the GTP, the government has indicat-
ed its long-term commitment to selected 
areas and policy themes. These include: 
promoting industrialization; encouraging 
social development; investing in agricul-
ture and infrastructure; and strengthening 
governance. It is, therefore, imperative that 
regional and city authorities and investors 
must reorient their urban development pol-
icies around these GTP priority sectors with 
high growth and job creation potential. 
The ECR-3G2P  must, therefore go beyond 

SECtion 5

Aligning the ECR-3G2P with 
the GTP: The Ethiopian Cities 
Prosperity Initiative (ECPI)

its exclusive focus on the ‘construction in-
dustry’, and harness strategically the po-
tentials of light and heavy manufacturing, 
agro-processing, textile, leather products, 
transport and logistics services, consistent 
with the strategic objectives of the GTP. 

The Ministry of Urban Development, Hous-
ing and Construction, with expert advice 
from UN-Habitat, began the process of 
aligning the ECR-3G2P with the Growth 
and Transformation Plan in early July 2013.  
An in-house methodology seminar on City 
Prosperity Index (CPI) was organized by 
UN-Habitat for MUDHCo policy experts on 
August 16 in Addis Ababa.  Following the 
methodology seminar, the Ministry, with 
assistance from UN-Habitat, developed the 
‘Ethiopian Cities Prosperity Initiative (ECPI): 
Building Green, Resilient and Well Gov-
erned Cities’ package, 2013/14-2025. The 
ECPI has eight strategic pillars: SME de-
velopment, productivity and job creation; 
urban good governance; urban planning, 
land development & management; Hous-
ing and Construction industry develop-
ment; Integrated urban infrastructure and 
services; environmental sustainability; so-
cial inclusion; and research, policy analysis 
and strategic planning, incorporating the 
strategic directions, objectives and targets 
for urban development as described in the 
Growth and Transformation Plan .
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FIGURE 4: ECPi Vision, Mission and & Strategic Pillars (Dimensions) 

The alignment exercise also involved the identification of the sources of growth; the critical pillars that 

support growth; the other ‘enabling’ 
conditions for sustaining growth (e.g. 
governance, etc.) and the sustainability 
dimensions of growth (see Table 17). Fur-
ther refinements have been made to the 
contents of each programme pillar after a 
week long discussion held between Minis-

try officials, policy experts and the UN-Hab-
itat lead consultant in August and Septem-
ber. A detailed description of each pillar, 
with cross-reference with other pillars, is 
provided in Annex 1. 

our Mission is to: “Capacitate our Cities and Urban centers so that they can become centres of 
innovation, economic production, by creating the necessary growth supporting conditions, and to provide 

standardized services and raise the quality of life of urban residents

our Vision is ‘to create economically productive, socially inclusive, and 
environmentally sustainable cities by 2025’

Evidence-based research, policy analysis, monitoring and measuring results

Programme 
Development Project 
Design and Resource 

Mobilization

Social 
Communication/ 

Marketing

ICT Infrastructure 
Development and 

Management

Leadership skill 
and change 

Management
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TABLE 17: Pathways to economically-productive, socially-inclusive, and environmentally-sustainable cities

GRoWtH DRiVERS 
(sources of growth)

•	 Light and heavy manufacturing (leather; textiles; wood products, etc.)
•	 Construction (housing; input supply; urban infrastructure, etc.)
•	 Trade and services
•	 Agriculture & agro-processing

GRoWtH SUPPoRtinG 
PLAtFoRMS

•	 Infrastructure
•	 Knowledge/information
•	 Enabling’ macro-policy
•	 Financing
•	 Competent ‘leadership’ and government ‘effectiveness’

GRoWtH EnABLinG 
ConDitionS

•	 The governance platform--i.e., people’s participation and civic engagement; 
transparency; accountability and responsiveness)

•	 City capacity in strategic planning & management
•	 Business-Government strategic alliance
•	 Social inclusion& and the adequacy of social protection programs

GRoWtH & tHE 
SUStAinABiLitY 
DiMEnSion

•	 Reducing the ecological footprints of cities
•	 Reducing environmental risks
•	 Reducing carbon emissions
•	 Investing in green technology (transport, construction and water and energy use)
•	 Solid waste management/recycling
•	 Improving quality of life of urban residents (green space: reducing crowding and 

noise pollution)
•	 Integrating physical planning with infrastructure development--smart growth
•	 Preserving city cultural heritage

Source: prepared by Fantu Cheru, Sept. 4, 2013

By focusing on a handful of sub-sectors, 
the sequencing of reform becomes much 
easier, and that limited financial and hu-
man capital can now be strategically de-
ployed to achieve the broad objectives of 
the Growth and Transformation Plan. The 
task of national, regional and city author-
ities is, therefore to identify the leading 
constraints in these sub-sectors and take 
decisive actions to remove them. But this 
can only happen if enterprise owners and 

government policymakers keep up com-
petition pressures in all pertinent markets. 
The targeted policy solutions at the city 
level can complement government efforts 
to relax other economy-wide constraints to 
sustainable economic growth. 
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TABLE 18: Synergy between three complementary government reform initiatives

national Reform 
Priorities

7 GtP Pillars 8 ECPi pillars

•	Civil	service
•	Anti-corruption
•	Expenditure	management
•	Justice
•	Service	delivery

1.  Sustaining rapid & equitable 
growth

2.  Maintaining agriculture as a 
source of economic

3. Promoting industrialization
4. Infrastructure development
5. Equality & social development
6. Promoting good governance
7. Promoting gender and youth 

empowerment

1. Policy Research &strategic leadership 
development

2. SME development, Urban productivity& 
job creation

3. Urban good governance
4. Urban planning and land management
5. Housing and construction industry 

development
6. Integrated infrastructure & services
7. Environmental sustainability
8. Inclusive & safer cities

The Ethiopian Cities 
Prosperity Initiative (ECPI): 
Visions and Strategy
The Ethiopian Cities Prosperity Initiative 
(ECPI) programmes and sub-programmes 
are pulled together around the following 
thematic areas:

Pillar 1: polIcy research, 
analysIs, monItorInG and 
measurInG results
The absence of reliable urban-related infor-
mation and database is preventing decision 
makers and service providers alike from pre-
dicting trends and, concomitantly, from pro-
viding for such changes and developments. 
In order to overcome the huge information 
gap in the urban sector, the government 
initiated the Integrated Urban Database 
Project (IUPD) in 2010 with financial and 
technical assistance from the Cities Alli-
ance Program.  The major objective of the 
IUDP is to develop a national strategy for 
the establishment of an integrated urban 
information database and a system for col-
lecting, organizing and making available up 
to date and accurate information on urban 
development at the city, regional and Fed-
eral government levels. The project also en-

visions the setting up of urban observatory 
desks at the regional level.  Needless to say, 
the IUPD project has not moved beyond the 
inception state due to lack of adequate fi-
nance and qualified staff. This is a huge but 
important undertaking that requires signif-
icant amounts of money, hardware, skilled 
personnel, and political support.  

UN-Habitat, therefore, proposes that the 
Ministry of Urban Development, Housing 
and Construction establish an ‘urban ob-
servatory’ within the urban planning units 
of each of the regional governments, and 
reporting directly to a central hub to be 
located at the Ministry of Urban Develop-
ment, Housing and Construction (MUDH-
Co).  Data collected at the regional level is 
transmitted to the central hub located at 
the Ministry of Urban Development, Hous-
ing and Construction. The overarching 
strategic goal of each of the ‘urban obser-
vatory’ hubs is to collect data and devel-
op indicators on the state of urbanization 
in each region of Ethiopia that will assist 
regional and national policymakers to re-
spond to emerging challenges quickly and 
to guide the process of urbanization in a 
coordinated manner.
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FIGURE 5: Schematic presentation of the national and regional urban observatory hubs

The Regional Urban Observatory hubs will be linked to the National Urban Observatory hub, to be located 

outside of the Ministry and managed by a 
consortium of universities (including Addis 
Ababa University and the Ethiopian Civil 
Service University) and the Central Statis-
tics Office (CSO). The Ministry of Urban 
Development, Housing and Construction 
will be the sole responsible agency and will 
provide strategic guidance to the consor-
tium. The regional urban observatory hubs 
will be assisted by regional universities in 
the collection, analysis and dissemination 
of data and analysis. Each of the regional 
hubs will also have its own website but also 
linked to the national observatory hub in 
Addis Ababa. All urban observatory hubs 
will abide by the principle of open access to 
the information they gather. There should 
also be an open access policy for uploading 
information gathered elsewhere on web-
sites of the respective hubs.

Each of the urban observatory hubs will 
collect, analyze and disseminate informa-
tion on the state of Ethiopian cities. The 
information that will be gathered could 
cover topics such as land use, housing, 
demography, communication, transport, 
energy, economy, education, health, nutri-
tion, environment, disaster management, 
sustainability, resiliency, governance,  pov-
erty and inequalities, just to name a few. 
This information will be updated annually. 
Developing urban indicators for moni-
toring policy and implementation perfor-
mance will be central to the activities of the 
regional urban observatory hubs. 

Lead coordinating agency

Consortium of national 
hub managers

MUDCo

AAU
ECSU
CSA

Regional hubs

Regional 
urban 

observatory 
hub

Regional 
urban 

observatory 
hub

Regional 
urban 

observatory 
hub

Advisory Group:
African Center for 

Cities; Cities Alliance; 
UN-Habitat; UNECA; 

GTZ; Gates Foundation; 
Ethiopian Chamber 

of  Commerce; Addis 
Ababa City Adm. 

Regional urban 
observatory hub



78

STRUCTURAL TRANSFORMATION IN ETHIOPIA: THE URBAN DIMENSION

78

Possible topics to explore further might in-
clude indicators on:

•	 Governance and government effective-
ness

•	 Productivity, growth and employment

•	 Competitiveness and entrepreneurship

•	 Inclusiveness

•	 Sustainability and resiliency

•	 Client satisfaction on service delivery

•	 Competitiveness

•	 Land management

The list of indicators to be developed or re-
fined does not have to be restricted to the 
ones mentioned above. What is important 
is that indicators have to be context specific. 

Drawing from its extensive experience in 
building and managing urban information 
database system and the development of 
various urban indicators, UN-Habitat is well 
placed to provide the Ministry of Urban 
Development, Housing and Construction, 
and the consortium of institutions such as 
Addis Ababa University and the Ethiopian 
Civil Service University that will eventually 
manage the observatory hubs, the neces-
sary technical assistance and backstopping 
on a regular basis. UN-Habitat, a pioneer 
in developing a user-friendly Urban Info 
software tool, will also be able to share its 
knowledge on how to develop user-friend-
ly software to present the rich information 
that will be collected by the regional hubs.

Timely and empirically-based research and 
analysis will enable local governments and 

policy makers at different levels to design 
appropriate policies and strategies, moni-
tor their implementation, evaluate their im-
pact, and review their development frame-
work and implementation tools. Making 
available integrated urban information on 
many aspects of public service delivery at 
the local government level will also im-
prove transparency and accountability of 
municipalities, facilitate investment and 
enhance public engagement. It is expected 
that all data gathered and collected by the 
regional urban observatories will be shared 
with the urban cluster team of the Policy 
Think Tank at the Prime Minister’s Office, 
thus directly contributing to the strength-
ening of the capacity of the Policy Think 
Tank.

Pillar 2: sme development, 
productIvIty and job 
creatIon
The Growth and Transformation Plan has 
accorded top priority to accelerated indus-
trialization in order to create jobs and lift 
workers from low-productivity agriculture 
and informal sectors into higher productiv-
ity activities. For the ECPI to complement 
the strategic objectives of the Growth and 
Transformation Plan, its program focus 
must go beyond developing a vibrant con-
struction industry. It must include develop-
ment opportunities in sectors such as SME 
development; light manufacturing; con-
struction; urban agriculture and agro-pro-
cessing; trade and services; textiles; leather 
products; mining and oil exploration; tour-
ism; education and health services114.  

The focus on manufacturing and value-ad-
dition in agriculture is critical since manu-

114 Henok Assefa, Derk Bienen, Dan Ciuriak (2013), 
‘Ethiopia’s Investment Prospects: A Sectoral Overview’, 
African Review of Economics and Finance, Vol.4, No.2 
(June), pp,224-239
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facturing has important linkages through-
out the economy. It is connected upstream 
and downstream to agriculture, resource 
industries, construction, housing, food se-
curity and productive safety net, transpor-
tation, telecommunications, utilities, and 
services, as well as being a major activity 
driver in those sectors. Importantly, manu-
facturing anchors business services, which 
tend to co-locate with manufacturers (see 

Table 18). Among the key recommended 
interventions are the following: skills de-
velopment through effective extension 
services; marketing development aimed at 
increasing access to international markets; 
finance and credit services for SMEs; tech-
nology and machinery facilitation; produc-
tion and sales premise development and 
One Stop Shop Service centres to better 
serve Micro and Small enterprises.

TABLE 19: Medium and Small Enterprise Development: priority sub-sectors

Manufacturing Construction trade sector Service sector Agriculture sector

-Textile and garment                                     
-Leather products                     
-Food processing and 
beverage                  
-Metal works and 
engineering                         
-Wood works, 
furniture and 
ornaments service
-Agro-processing                                                

 -Building 
contracting                                               
-Building materials                                            
-Traditional mining 
works                                  
-Cobblestone                                           
-Infrastructure  
subcontracting          

-Wholesale & 
domestic products
-Retailing
-Raw materials supply
-Logistics services

-Small rural transport
-Cafés and Restaurants
-Store
-Tourism
-Canning/packing
-Management
-Municipality 
-Project engineering
-Product design & 
development 
-Maintenance 
-Electronics soft-ware 
development 
-Interior design and 
decoration 
-Private health and 
education

-Livestock breeding
-Poultry farms
-Seed and input 
suppliers
-FDI in commercial 
agriculture
-Agro-processing 
industrial clusters
-Forestry development 
-Vegetables and fruits
-Modern irrigation
-Animal food 
processing
-Greenhouse facilities
-Service providers 
within the sub-sector

Source: compiled from the MSE policy document
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Pillar 3: urban Good 
Governance 
The governance of cities emerges as the 
key issue for managing urban growth. 
Since 1991, considerable power and de-
cision making have been devolved to the 
grass-roots level. There are now three 
levels of government i.e. the Federal, Re-
gional and District/Local governments. The 
Ethiopian governmental policy of decen-
tralization within the federal framework 
has resulted in the creation of legal and 
institutional mandates that empower local 
governments to make decisions on issues 
that fall within their jurisdictions. This ur-
ban local government level constitutes in 
most parts city level jurisdictions, sub-cities 
and Kebeles, depending on the size of cit-
ies and towns. 

At present, however, many regional admin-
istrations and municipalities lack the capac-
ity for comprehensive infrastructure invest-
ment plans and systems for managing and 
maintaining their assets, enforce laws, reg-
ulations, codes, procedures and by-laws to 

support effective urban management and 
effective information systems to monitor 
progress and identify emerging challenges. 
They also lack capacity to raise the neces-
sary revenues to pay for programmes and 
projects. 

The main aim of the Ethiopian Cities 
Prosperity Initiative is to strengthening 
the capacity of municipalities in strategic 
planning and project management. It will 
devote considerable attention to develop-
ment and implementation of asset inven-
tories, asset management plans, infrastruc-
ture and service delivery standards, capital 
investment plans, public participation and 
citizens’ satisfaction, cost recovery and 
community contribution mechanisms. Cen-
tral to city effectiveness is the professional 
competence of its workers. The initiative 
will give priority to human resource devel-
opment through a combination of training 
and an attractive compensation package in 
order to attract the best talent to municipal 
public service.

TABLE 19: Building municipal capacity: the governance dimension

REGULAToRY CAPACITY The ability of the government  to establish and enforce the rules that guide, or 
regulate societal behaviour 

ADMINISTRATIVE CAPACITY The routine ability to manage the personnel and resources of the state and to 
enforce accountability and efficiency in service delivery

TECHNICAL CAPACITY Includes the expertise and knowledge required to make and implement technical 
decisions, as well as the policy tools and instruments to implement those decisions 
effectively 

ExTRACTIVE CAPACITY. The ability to raise the revenues it needs to pay for its programmes 
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Moreover, the planning process must be-
come inclusive and participatory, and that 
service providers must become responsive 
and accountable to city residents. In this re-
gard, public engagement and effective and 
competent city leadership are critical fac-
tors. This leadership must provide a clear 
vision on the future of the city by providing 
a coordinated approach to tackle a multi-
tude of challenges facing the city. Strong 
leadership can coordinate and implement 
progressive strategies in all areas of local 
governance and act as an advocate for the 
city to external stakeholders such as enter-
prise and central government.

Pillar 4: urban plannInG, 
land development and 
manaGement
In Ethiopia, city development in recent 
years, including within the capital, has 
lacked strategic planning and the benefits 
of compact settlements have only recently 
been acknowledged. The pace of change 
often resulted in ill-thought out plan-
ning decisions and a failure to coordinate 
properly private development with pub-
lic infrastructure and service needs. This 
has resulted in urban sprawl, high house 
prices, severe traffic congestion, increased 
commuting time, over-crowded public 
transport and increased pressure on local 
authority services such as water and waste 
collection and disposal.

The manner in which land use policy is 
applied has a direct impact upon a city’s 
competiveness and productivity. Land use 
policy plays a key role in determining the 
levels of mobility within cities and the costs 
of residential and business properties. Ef-
fective land use policy facilitates and coor-
dinates efficient infrastructure, enterprise, 
civic and community development and un-
derpins a city’s ability to operate smoothly. 

Integrated housing and economic plan-
ning, for example, can support the devel-
opment of dynamic communities. Forward 
looking spatial planning can facilitate a city 
becoming more enterprising, connected, 
sustainable and attractive and inclusive.

The Ethiopian Cities Prosperity Initiative 
aims to strengthen municipal capacity in 
urban plan preparation, boundary demar-
cation and implementation, as well as in 
land use planning and spatial development. 
In addition, the Ethiopian Cities Prosperity 
Initiative will support the development of 
efficient, transparent, and service-oriented 
land delivery mechanisms, including land 
leasing, transfer and registration system, 
efficient property taxation and effective 
digital records and land information man-
agement systems at national, regional and 
municipal levels. The foundation for all of 
these areas is continuing skills develop-
ment in urban planning and the licensing 
and certification of urban professionals.

Pillar 5:  housInG and 
constructIon Industry 
development
The housing development and manage-
ment programme is a key investment area 
with social and economic aspects, particu-
larly contributing to job creation and pros-
perity. There are three sub-programmes: 

1. Housing development (10/90, 20/80, 
40/60, GOE rental and mega projects 
housing)

2. Housing management – including 
public, cooperative and private housing

3. Housing through peoples’ process: 
- Participatory planning and manage-
ment of settlements of urban villages
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The Ministry’s other major sub-programmes 
for strengthening the construction industry 
aim to:

1. Improve the skills and performance 
of local contractors and consultants

2. Improve the quality and productivity 
of the construction industry and man-
agement system within the industry

3. Support the development of inno-
vative and diversified construction 
materials, systems and technologies

Clearly this is the one area in which the 
Ministry’s programmes support develop-
ment throughout the country, rural and 
urban – although it can be observed that 
the relationship between urban and rural 
development is mutually beneficial.

Pillar 6: InteGrated 
Infrastructure 
development and servIces
The current ‘big push’ approach on infra-
structure will continue for the foreseeable 
future and the government is committed 
to develop an indigenous domestic infra-
structure building industry that is capable 
of participating in major infrastructure 
projects from road building to water and 
sanitation infrastructure, housing construc-
tion, rail and other key urban infrastructure 
projects. Needless to say, the infrastructure 
construction sector still remains relatively 
small, and lacking the technical and man-
agement capacity to engage in large scale 
infrastructure projects.

The Ethiopian Cities Prosperity Initiative 
(ECPI) aims to mobilize resources for infra-
structure development and to incentivize 
municipalities to develop the appropriate 
human and institutional capacity to main-

tain existing built-up infrastructure from 
MSE shed to walkways and urban roads 
and to develop a system of registration 
of immoveable and movable assets. This 
requires strong municipal leadership and 
effective systems and procedures for co-
ordination with departments, Federal and 
regional governments and other stake-
holders. Moreover, efforts must be made 
to capture best practices in infrastructure 
asset maintenance and management sys-
tems from around the world.

Pillar 7: envIronmental 
sustaInabIlIty & Green 
Growth
The exclusive focus on growth needs to 
be rebalanced with a concern with sus-
tainability and resiliency. While cities can 
produce ‘prosperity’, they can simultane-
ously generate environmental and resource 
challenges. Cities and their residents con-
sume more energy and commodities and 
generate waste. The city is a key scale 
for implementing a broad range of envi-
ronmentally-sound policies and a site for 
struggles over environmental quality of life 
for different socioeconomic classes. At the 
urban scale, resilience is now as important 
as competitiveness.115While environmental 
risks affect the competitiveness of cities, 
these risks also present enormous econom-
ic opportunities for the private sector to 
become part of the solution.116 Managing 
sustainability and resilience at the city lev-
el can become a source of growth and job 
creation. This is particularly true in sectors 

115 Satterwaite, David (2008), ‘Cities contribution to global 
warming: notes on the allocation of greenhouse gas 
emissions’, Environment and Urbanization, vol.20, No.2, 
pp.539-550.

116 Satterwaite, David (2008), ‘Cities contribution to global 
warming: notes on the allocation of greenhouse gas 
emissions’, Environment and Urbanization, vol.20, no.2, 
pp.539-550; Satterwaite (2003), ‘The links between pov-
erty and the environment in urban Africa, Asia and Latin 
America’, The Annals of American Academy of Political 
and Social Sciences, Vol. 590, pp. 73-92
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such as infrastructure, construction, hous-
ing, solid and liquid waste management 
and disposal, and recycling where oppor-
tunities for sub-contracting and manage-
ment service contracts for Small and Me-
dium Enterprises are unlimited.  The role 
of local authorities is to create enabling 
conditions for the private sector to deliver 
services in a cost-effective manner. 

The ECPI will give emphasis to urban 
greenery development and management, 
solid and liquid waste infrastructure devel-
opment and management, as well as the 
development of policies and strategies to 
promote energy conservation at household 
and firm level, reducing carbon emissions 
and climate change adaptation.

Pillar 8: socIal InclusIon & 
safer cItIes
Physical and social planning are important 
tools for building inclusive cities and raising 
the quality of life of city residents. These 
characteristics are nurtured when social 
and spatial disparities are reduced, and 
when all social groups are enabled to par-
ticipate equally in the social and economic 
life of a city, and their safety and security 
is guaranteed. It is imperative that city ad-
ministrators and the Federal government 
ensure that social inclusion and urban 
‘productivity safety net’ provision remain 
central in city development since ‘social 
exclusion’ severely affects the competitive-
ness of cities.

In addition, supporting the development 
of social, cultural and sports infrastructure 
for urban regeneration are necessary to en-
hance social cohesion and the potential for 
positive change in traditionally socially-ex-
cluded urban areas. Therefore, all efforts 
must be made to minimize disparities and 
social exclusion.

The Ethiopian Cities Prosperity Initiative 
(ECPI) will give greater attention to gender 
mainstreaming in city development, includ-
ing the inclusion of youth and other dis-
advantage groups in urban development 
policies. Finally, urban safety and security 
will be integral part of the ECPI, including 
the development of policies on urban di-
saster management, emergency services 
preparedness, prevention and response.

© Ministry of Urban Development,
Housing and Construction, Ethiopia
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Aerial view of the city of Addis Ababa at night
© Shutterstock
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OvercOming the implementatiOn gap:
the way fOrward

Efforts to accelerate the structural trans-
formation of the Ethiopian economy are 
hindered by severe capacity shortages for 
implementation of programs and proj-
ects. In terms of measuring development 
outcomes, two institutional paradoxes are 
quite evident in the Ethiopian context. 
On one hand, there is strong government 
capacity for the generation of new ideas 
and translating them into policy docu-

SECtion 6

Overcoming the 
Implementation Gap: the 
way forward

ments; and on the other is the pervasive 
under-capacity for policy implementation, 
evaluation and measuring results. The gap 
between the two must be narrowed drasti-
cally if the goal of structural transformation 
is to be achieved and if Ethiopia is to avert 
the negative consequences of the ‘urban-
ization-Tsunami’ that is expected to engulf 
the country in the coming decades.

Figure 6: Urban Planning and management in Ethiopia: Coming to terms with 2 paradoxes

over-developed capacity 
in the generation of good 
ideas and turning them into 
policy documents

Under-developed capacity in:
 • Building systems for effective 

implementation, indicators 
development, monitoring and 
evaluating performance

 • Aligning targets to the budget process
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It must be stated at the outset that many of 
the policy recommendations outlined in this 
discussion paper for managing the process 
of urbanization in Ethiopia are not new to 
Ethiopian policymakers.  Over the past 20 
years, the government has in fact adopted 
a series of policy measures covering a wide 
spectrum of sectors and sub-sectors, which 
include governance, construction, hous-
ing, SME and light manufacturing, land 
management, service delivery reform, civil 
service reform, justice and anti-corruption 
reform,) to improve the competitiveness of 
the economy, including the transformative 
potential of Ethiopian cities. Needless to 
say, effective implementation of policies 
and programmes remain Ethiopia’s Achil-
les heel. In the pages that follow, we will 
examine the possible sources of the imple-
mentation gap and how best to address 
them in a more pragmatic and cost-effec-
tive way.

Plausible reasons for 
the persistence of the 
implementation gap 
The implementation gap is the difference 
between what solutions have been ad-
opted in legal documents and their actu-
al implementation in practice. It affects 
countries across the globe and applies to 
laws and policies passed at all levels of gov-
ernment. When on-the-books policies and 
regulations are not enforced and when 
important economic regulations remain 
unimplemented, the credibility of govern-
ment officials suffer, the risk of corruption 
rises, and the environment conducive to 
small businesses and entrepreneurship re-
main elusive. 

Quite often, the persistence of an im-
plementation gap is attributed to lack of 
capacity in government institutions. The 
problem is far more complex than sim-

ply the ineffectiveness of government in-
stitutions. A deeper examination of the 
problem produces useful meta-indicators 
that say a lot about the potential for im-
plementation gaps to occur in many key 
areas of governance, such as government 
accountability, transparency, and citizens’ 
oversight.  These include, among others, 
the following:

(a) Legitimacy of laws and policies:  Over-
coming the implementation gap requires 
a two-pronged approach that focuses on 
both improving the quality of laws and 
making sure that they correspond to the 
real needs and concerns of the affected 
constituencies. In many ways, however, the 
policies that government enacts may have 
little relations to what citizens demand on 
the ground. This disjuncture is an outcome 
of decision-making process that leaves little 
space for participation by a broad section 
of societal actors. Policies imposed from 
above without consultation lose legitimacy, 
and thus fail to be implemented fully. 

The problem of implementation becomes 
more complicated in a decentralized sys-
tem of government where local conditions 
are quite different from that envisioned by 
policy-makers in a faraway capital city. A 
‘one-size-fits-all’ approach may not work 
since not all regions are endowed with the 
same level of productive resources, admin-
istrative and human capacity to manage 
the process of urbanization effectively. 
Without a real mandate to act, and with-
out adequate financial resources, local gov-
ernments cannot meaningfully implement 
the policy directives.

(b) Clarity and quality of the laws: Even 
well-intentioned laws can suffer from an 
implementation gap when its provisions 
are overly complicated, conflicting, or un-
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clear. This happens for two reasons: the 
inability of lawmakers to understand the 
implications of the law beforehand or to 
point out its problematic provisions; and 
the design of the law and its potential cap-
ture by particular interest groups. Lack of 
clarity in the laws creates uncertainties as 
to the actual scope and mandate to act 
when it comes to the implementation. 
Moreover, street-level bureaucrats may see 
polices and rules dictated from the center 
as unfair, unclear or impractical, and they 
consequently ignore them or interpret 
them wrongly. 

In addition, implementation gaps occur 
due to the fact that realistic goals and 
measuring performance are not clearly 
specified from the start. This complicates 
the sequencing of reforms, the appropriate 
allocation of resources compatible with the 
scope of the reforms and the measurement 
of performance. The implementation chal-
lenge is further compounded by a shortage 
of competent personnel in the civil service. 
Most often than not, the people responsi-
ble for the implementation of policies and 
strategies are the least knowledgeable in 
the subject matters for which they are en-
trusted to implement. In other words, the 
nature and complexity of state governance 
structure frequently explain the implemen-
tation gap.

(c) Capacity in government institutions: The 
nature and capacity of local governance 
matters when it comes to implementa-
tion gap at the local level. Retaining and 
motivating skilled staff has been a prob-
lem across public services. Poor incentive 
structure and the absence of a predictable 
carrier path are partly responsible for the 
dramatic attrition rates, paralyzing the ef-
ficiency and effectiveness of the civil ser-
vice. Stopgap measures, often funded by 

donors, such as recruiting consultants at 
salaries five times the salary of civil servants 
but with the same level of education, has 
done nothing but deepen the situation of 
low morale in the civil service.

(d) Adequacy of resources compatible with 
the scope of the reform:  Implementation 
gap occurs when there is a disjuncture 
between policy objectives and targets 
and the budget process. Policy directives 
often contain a long shopping list of ac-
tivities to be undertaken without any due 
considerations as to how these can be fi-
nanced within a given resource envelope. 
This problem arises due to the poor ca-
pacity of government institutions to cost 
programmes and projects, and hence to be 
able to sequence reforms accordingly.

(e) Failure to building a social coalition for 
reform:  All societal actors, which include 
the private sector, civil society and other 
stakeholders, must be able to participate in 
addressing and closing the implementation 
gap. Non-implementation carries with it 
high transaction cost to all stakeholders. A 
buy-in for policies and strategies from the 
various stakeholders can only be secured if 
the process of policy formulation is consul-
tative, transparent and inclusive from the 
very beginning. Not only will stakeholders 
become aware of the costs and benefits of 
a particular policy under discussion, such a 
process will also inform the stakeholders 
on the importance of effective implemen-
tation if they wish to benefit from the spe-
cific national policy.

Steps for overcoming the 
implementation gap
Ultimately, the solution to addressing the 
implementation gap is to prevent them from 
occurring by building legal and regulatory 
frameworks that include mechanisms for 



88

STRUCTURAL TRANSFORMATION IN ETHIOPIA: THE URBAN DIMENSION

88

cost-benefit analysis of proposed laws and 
legislations and through harmonization of 
different policies to foster implementation. 
The solution lies in strengthening the key 
pillars of integrity for governance to create 
a system where the incentive structure of 
government officials and other social actors 
are such that laws are soundly crafted from 
the beginning and there exists the political 
will, state capacity and public support to im-
plement them. 

The following four factors are worth con-
sidering in order overcoming the imple-
mentation gap:

(a) Secure a buy-in from ‘street-level’ 
bureaucracy: The lack of proper imple-
mentation is often tied to state structures 
and public administration. Elites and bu-
reaucracy always presents a strategic di-
lemma for development practitioners. One 
cannot do development with them but, at 
the same time, it is impossible to do de-
velopment without them. One critical mea-
sure for overcoming the implementation 
gap is effective human resource manage-
ment through comprehensive Civil Service 
reform and recruitment based on merit 
rather than political affiliation. Greater ef-
fort is urgently needed to retain competent 
professionals through attractive incentive 
packages and improved working condi-
tions. Civil Service reform must be linked 
to a budget process in which performance 
influences allocations and a transpar-
ent medium-term employment strategy. 
Moreover, greater efforts must be made 
to attract skilled Ethiopians in the Diaspora 
through innovative strategies.

(b) overcome public ‘reception deficit’ 
by building broad-based social coalition 
for reform: Structural transformation can be 
accelerated if pragmatic measures are taken 

to build strategic alliance between the gov-
ernment, the private sector and civil society 
for effective implementation of programs 
and projects. This requires a concerted effort 
by government to undertake regular struc-
tured dialogue between all stakeholders in 
a transparent manner. This implies that the 
planning process at national, regional and 
city levels must become more participatory 
and responsive in order to signal a consistent 
message of conviction to key stakeholders, 
government departments and the private 
sector about development priorities and how 
best to achieve them collectively in a mutual-
ly-supportive manner.

(c) Unblock government channel of 
communication: Communication is an 
essential ingredient for effective imple-
mentation of public policy. Through com-
munication, orders to implement policies 
are expected to be transmitted to the 
appropriate personnel in a clear manner 
while such orders must be accurate and 
consistent. Inadequate information can 
lead to a misunderstanding on the part of 
the implementers who may be confused 
as to what exactly are required of them. In 
Ethiopia, bureaucracy is overgrown at both 
the national and local levels, often with 
unclear or overlapping prerogatives both 
horizontally (various parallel agencies) and 
vertically (national vs. local agencies). 

Without a clear delineation of responsibil-
ity and accountability among government 
agencies, civil servants are left with an ex-
cessive degree of discretion to implement 
the law the way they please - or not im-
plement it at all.  Ambiguities on the for-
mal powers and responsibilities assigned to 
the local and regional tiers of government 
in relation to the Federal tier, and lack of 
communication between the two tiers of 
government can often lead to a ‘transla-
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tion error’ of policy directives and, hence, 
to poor implementation. How to exercise 
effective coordination between depart-
ments and line ministries and holding each 
of them accountable for meeting sets per-
formance targets, remains a big problem.

(d) Policies are not the same as ‘The Ten 
Commandments’:  Policies are not writ-
ten in stone and the targets and indicators 
should be subject to regular revision, up-
ward or downward, as circumstances on the 
ground and the fiscal conditions of the State 
change. It is important to emphasize flex-
ibility in policy implementation consis-
tent with local realities. The call for flexibility 
and pragmatism in policy implementation is 
all about deploying the powers of govern-
ment in ways that build upon and reinforce 
the efforts of other tiers of government and 
other sectors of society, rather than displac-
ing or dominating local initiatives. Local bar-
gaining and compromises between differ-
ent groups and interests can produce more 
durable outcomes than nationally imposed 
laws, safeguards and regulations.

For any government to be judged to be 
administratively competent, there must 
be evidence of bridging the gap between 
the intention of a policy and the actual 
achievement of the policy. This is where it 
becomes necessary for any policy maker to 
take the issue of policy implementation se-
riously even at the formulation stage. 

Consideration should be given to: (1) the 
engagement or consultation of all stake-
holders; (2) ensuring that both human and 
financial resources are adequate to imple-
ment the policy; (3) an effective communi-
cation strategy between the implementers 
and the beneficiary constituencies and (4) 
a commitment to build an effective institu-
tional mechanism for monitoring and mea-

suring results. Policy implementation also re-
quires pragmatism and a learning-by-doing 
culture that emphasize testing, piloting and 
scaling-up if initiatives prove to be useful, 
and a willingness to quickly abandon initia-
tives that fail to deliver the desired results. 

In conclusion, preparing Ethiopian cities for 
‘globalization’ is an urgent matter given the 
huge economic opportunities awaiting the 
country to exploit. The factors that made 
China and other emerging countries as the 
‘factory of the world’ are changing fast as 
wage levels are rising and labour-intensive 
manufacturing production is migrating. Sec-
ond, Ethiopia has the privilege of enjoying 
duty-free access to the U.S and EU markets 
for light manufactures under the Africa 
Growth and Opportunity Act (AGOA) and 
the Cotonou Agreement. Given its negligible 
share in the global market for light manufac-
turers, the potential for growth is huge.117 

Ethiopia is already cost competitive with Chi-
na in manufactured textile and garments, and 
other light manufacturing industries, such as 
leather and agro-processing.118 These develop-
ments make it imperative that Ethiopian cities, 
with the support of the Federal government, 
build the necessary institutional, legal, infra-
structural and human capital to take advan-
tage of the economic opportunities available 
in the regional and global economy. Smart, 
enterprising, competitive and well-governed 
cities are likely to succeed in creating prosper-
ity and meaningful jobs by positioning them-
selves as manufacturing, trade, and financial 
hubs in the global supply chain.

117 World Bank (2011), Light Manufacturing in Africa: 
Targeted policies to enhance private investment and 
create jobs, Africa Development Forum, World Bank: 
Washington, DC.

118 World Bank (2011), Light Manufacturing in Africa; 
Targeted Policies to Enhance Private Investment and Cre-
ate Jobs, with a Case Study of Ethiopia, Report 67209, 
Washington, DC: World Bank
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Annex 1
the revisedeight strategic pillars of the Ethiopian Cities Prosperity initiatives

 Cross-cutting with institutions/ministries 
to be involved

P1: RESEARCH, PoLiCY & StRAtEGiC PLAnninG 
(3-CoMPonEntS)

1. in-house Urban Policy & Planning think tank
 • Research & Capacity Development
 • Integrated performance measurement and 

management system 
 • Policy impact assessment and trend analysis
 • Leadership development & change management
 • ICT infrastructure

2. Policy unit
 • Policy and programme development & 

implementation
 • Policy coordination with departments and the 

relevant line ministries, regional governments and 
city administrators

3. Social communication & marketing
 • Effective outreach and social communication 

strategy (Radio, TV, Social Networking, MUDHCo 
website, etc.)

All Pillars  • AAU
 • Ethiopian Civil Service 

University
 • MUDHCo

P2: MSE DEVELoPMEnt, PRoDUCtiVitY & JoB 
CREAtion

Sources of growth:  MSE; light & heavy 
manufacturing; housing; construction; trade and 
services; urban agriculture; agro-processing

‘How’ to get it done:
 • Improve skills and performance of entrepreneurs 

in all sub-sectors through training and extension 
service;

 • Market, design and product development;
 • Finance & credit services to MSE
 • premise developments
 • one stop shop service centres (credit, facilitation of 

technology and machinery, access to markets, skills 
development)

Pillar 2: Improvement 
in service delivery; cut 
bureaucratic red tape in issuing 
of license, credit, land, etc.; 
ease problem of input supply.
Pillar 3: Land development 
and delivery
Pillar 6: Social Inclusion 
(jobs for disadvantaged social 
groups—youth and women) 

 • Ministry of Finance and 
Economic Development 
(MoFED)

 • Ministry of Industry
 • Private and public banks
 • Microfinance institutions 

(FEMSEDA)
 • Federal MSE agency
 • Technical and Vocational 

Education and Training 
(TVET)
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 Cross-cutting with institutions/ministries 
to be involved

P3: URBAn GooD GoVERnAnCE

 • Deepening decentralization
 • Service delivery improvement and systems 

development
 • Skills and professional development
 • Financial and asset management
 • Public participation and engagement
 • Security and code enforcement

Pillar 7: All aspects
Pillar 3: Improve capacity of 
cities in strategic planning & 
management, implementation;
 • Focus on professional 

development of the ‘missing 
middle’

 • Incentive structure for the 
‘missing middle’ in city govt.

 • City ‘report card’-
accountability from below 
(parameters: solid waste 
collection; street cleaning; 
consultation)

 • Federal MSE  (FEMSEDA)
 • MUDCo
 • Microenterprises
 • Private enterprises

P4: URBAn PLAnninG AnD LAnD 
MAnAGEMEnt

Urban land use planning
 • Urban plan preparation, boundary demarcation
 • Development of urban planning skills
 • Licensing of planning professionals

Urban land development & Adm.
 • Land development and delivery, creating healthy 

real property market
 • Skills development in land management, land 

development, and administration
 • Development of land information system and 

infrastructure
Urban Land Registration
 • Registration
 • Valuation

Pillar 7: All aspects of the 
pillar: research & development; 
trend analysis; performance 
measurement and policy and 
programme development and 
implementation
Pillar 1:  Access to developed 
land as it relate to productivity
Pillar 2: Land governance
Registration

 • Municipalities
 • Road, electric and water 

authorities

P5: intEGRAtED URBAn inFRAStRUCtURE 
DEVELoPMEnt

 • Development of urban infrastructure and services 
(roads, drains, walkways, street light, etc.)

 • Infrastructure maintenance and management 
systems

 • Mobilizing infrastructure financing

Pillar 5: Environmental 
Sustainability: urban greenery, 
open space, recreational 
facilities and parks; solid and 
liquid waste collection, disposal 
and recycling
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 Cross-cutting with institutions/ministries 
to be involved

P6: HoUSinG AnD ConStRUCtion SECtoR 
DEVELoPMEnt 

 • Integrated housing Development and provision, 
urban renewal, slum upgrading, engaging MSE in 
the production and use of housing.

 • Capacity building in the construction industry/ 
transparency and efficiency in the sector.

Pillar 2: MSE development and 
productivity.
Pillar 3:  Good Governance

 • Housing Development 
and Public Building 
Authority.

P7: EnViRonMEntAL SUStAinABiLitY

 • Urban greenery development and management
 • Waste management
 • Energy consumption and efficiency management

Pillar 4: Infrastructure (urban 
transport; solid waste disposal; 
energy)
Pillar 1: (Housing development 
and construction)

P8: SoCiAL inCLUSion & SAFER CitiES

 • Urban safety and security management for 
disadvantaged group

 • Social protection/ productive safety net
 • old age pension
 • Food stamps for street children
 • Early childhood school feeding programme

Pillar 1: (Jobs for 
disadvantaged social groups)
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