




Outline of the Study



Background to the Study

 There are three major issues a comprehensive study of 
crony-capitalism through DS model need to cover:
 1) The first is to explore what analytical frameworks are available 

and relevant to explain the cronyism in the ‘developmental state 
model’ of Ethiopia

 2) The second task needed is identification of politically 
connected firms and the mechanisms through which they are 
connected with the state  in a crony relationship

 3)The third and perhaps the last part should relate to the 
implications of the cronyism identified for economic growth, 
development as well as political stability of the country

 The focus of this study is primary on the second one.  For 
these purpose two research questions/working hypothesis 
has guided the study (shown below).



Background: Political Economy  of 
Growth/Development in Ethiopia

 This study is based on the TPLF/EPRDF regime  (1991-2018) and 
particularly its Developmental State Model period since 2000s.

 During this period the regime attained one of the highest growth in 
the history of the country (though it is a bit exaggerated):Next slides.

 Significant improvement in infrastructure and human welfare 
indicators (education, health, budget in poverty oriented sectors) is 
also made; although at the cost of macro instability, poor quality 
,corruption & human right abuse that led to conflict

 Growth sustainability and development in Ethiopia is generally 
challenged by conflict that became an enduring feature of the 
country for centuries. 

 The major causes of this conflict are grounded in competition for 
power and resources among the political elite 



1. Background to  the Study: Growth & Macro Picture



Macro and Growth Picture…Cont’d



Background: Political background to 
Growth/Development in Ethiopia

 History, institutions, the path-dependent nature of state 
formation and external intervention were important in this 
process

 Lack of political stability is the result of lack of a functioning 
democratic system and inclusive economic institutions.

 Historically the TL-gov’t came to power through 17yrs gruella 
fight and with the help of the US and EPLF.

 Accepted liberal ideology (dropping its Marxist party of 17 
yrs.) & organized the country along ethno-linguistic federal 
states led by ethno-linguistic parties with patron-client relation 
with the TPLF.

 In this way it captured political power & held it 
undemocratically b/n 1991-2018 & created a fertile ground for 
cronyism.



Background, Political-economy….. Cont’d

 In a nutshell, the basic features  of the political power that create 
the fertile ground for cronyism were (Institutional & political):
 At the core of the TPLF/EPRDF (1991-2018) regime’s power 

was the control/domination of the military & the state security 
apparatus (40 to 60% of top generals, Colonels… from 5% of 
Population, same across security, Ministries –control of violence

 Organize and Control of ethnolinguistic parties in Patron-Client 
relations.

 Establishment of party-owned companies (discussed below). 
 Use of all other existing institutions (including by deputizing 

major Ministries, Military firms etc  to empower the ruling 
elite’s grip on power (and resources).

 This dashed the hope of instituting a peaceful power-sharing mechanism for 
power protagonists (elites) in the country as it was for centuries.



Background, Political-economy….. Cont’d

 The regime openly stated its developmental state 
model/ strategy since the earl 2000s by drawing a 
consecutive 5-years plan (the latest being 2 GTPs)

 The political-economy history which led to the capture 
of the political power in authoritative manner between 
1991-2018 (esp. through the DS model) & how it 
deployed the DS model for entrenching cronyism is 
described in detail in the paper.

 With that background I will demonstrate first  the 
manifestation of the fertile ground created for cronyism 
using the available economic and governance indicators 
and proceed to the manifestation themselves.

 A few points about the analytical/theoretical approach



Analytical/Theoretical Approaches

Various theoretical/Analytical Approaches are 
provide in the literature:

 Neoclassical economics approach of Rent Seeking
 Is also related to Institution economics because rent-seeking

(and later ’transaction cost’) is believe to emerge in the 
context of institutional failure

 It also referred as public choice theory of rent-seeking
 In Africa literature cronyism is referred as 

‘neopatrimonialism’ Mkandawire 2015 (=corruption 
and state capture): Ethiopian studies used this approach

 Khan’s (1995) perspective of ‘Political Settlement’
 Kaleckian theory of ‘intermediate regimes’  in poor 

countries (I couldn’t find it in the literature)



Background : Working Hypothesis

 Working Hypothesis 1: the cronyism in Ethiopia is not identical to the 
rest of the world where the state is captured by the private sector. In 
Ethiopia, it is the reverse owing to specificity of its political history: 
where the state is captured by ethnic elite, which engaged in cronyism 
through a creation and control of myriad of firms characterized by 
different ownership structurer. The hold on economic and political 
power by the regime for long has also allowed the growth of few
private firms (both foreign and domestic) with a crony link to the state 
that was perceived to offer a resemblance of stability and security of 
property.

 Working Hypothesis 2: Since the DS model requires a hegemonic 
ideology, the strategy has further strengthened the authoritarianism of 
the regime that was necessary to attain the economic dominance 
thorough creation of its own firms & cronyism and stay in power 
indefinitely. Th DS model is  important for the regime since it is not 
accountable for the population too (source of legitimacy).



2: Fertile ground for Cronyism in Ethiopia

 Empirically, the regime’s authoritative stance can be read from Table 3.1.In all 
standard indicators (notwithstanding Mkandawire’s (2015) and Khan’s (1995) 
theoretical critique of such ranking) it is authoritative. Corruption was less cause 
it was systemic, 



Fertile ground ….... Cont’d



Fertile ground ….... Cont’d



Fertile ground ….... Cont’d



Fertile ground ….... Cont’d



Fertile ground ….... Cont’d



3: Manifestation of Cronyism in Ethiopia

 How big was the private sector? Does the public 
sector dominate the economy as is usually reported 
by IFIS in Ethiopia

 What are the Major type of firms (private, public, 
semi-public)

 How can we map these profile of firms with 
cronyism in relation with the TPLF-led government

 What is the nature economic size of firms in the 
systematic corruption (cronyism) what is its 
compared to private firms



Manifestation of Cronyism…Cont’d



Manifestation…Cont’d
Figure 4.1: The Manifestation of Crony-Capitalism in Ethiopia   

Public Expenditure through 
plans: PASDEP, GTP I, GTP II

Public Expenditure (through 
annual budget)

Expression of Cronyism
-Favour in awarding contracts
-Favour in providing access to land and licence to 
mineral exploration

Access to Land & 
Mineral resources

Financing 
Development 

(Financing plans & 
budget)

Taxes & 
Privatization 

Expressions of Cronyism
-Taxes: Exemption, allowing  to sale without taxes & tariffs
-Credit :Preferential credit access and bending rules of credit
Foreign Exchange: Favours in rationing of foreign exchange
Privatization: Cheaply sell to party related firms and individual

Domestic Credit External loan

"Others" 
(incl SOEs & Party 

owned firms)
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Manifestation of Cronyism…Cont’d

 Some of the major conclusion that we make about the TPLF 
firms is the following:
 The initial seed finance for these firms came through converting 

aid money, robbing of banks, private and public property during 
the civil war days  and contribution of the party members. 

 A significant amount Cf to their initial capital (about 65 % for 
the sample of major firms from CBE and 322% from DBE) 
however comes from public bank, through cronyism once TPLF 
captured political power (for a sample of big firms: Messebo 
Cement, Almeda Textile, Sur Constn, &Addis Pharmaceutical)

 A previous study by Bogale (2003) put the number of TPLF 
firms at 56 with a combined initial capital of 3.8 billion Birr at 
the time. This at the 2003 exchange rate comes to about $200 
million at 2003 US dollars.



Manifestation of Cronyism…Cont’d

 Some of the major conclusion about POEs ….:
 This number of firms has grown to 66 in 2009; and to 90 

firms in 2016.The initial capital of 8 sample TPLF firms  
has also increased on the average 60-fold during this time 
(7-fold taking Birr inflation in to account). These 8 sample 
firms on average have an annual turnover of about 39 
billion Birr in 2017/18 and provided permanent 
employment to about 17,000 persons. 

 EFFORT-owned companies are organised into five clusters 
each led by a senior TPLF politburo or central committee 
member which is a high-ranking government authority: 
Engineering and Construction; Manufacturing; Service; 

Agro-Processing and Mining. 



Manifestation of Cronyism…Cont’d

 A summary of my estimate about the sample of prominent 
firms shows  the total capital of the top 13 big TPLF firms 
(out of the 90) could be about 78 billion Birr at 2018 prices. 

 Assuming the national survey of large and medium 
manufacturing firms (LMMF) by CSA included these TPLF-
POF, this amount could be at least 40 percent of the capital of  
the country’s total 3,529l LMMF. If the capital POEs is not 
included in the CSA survey, this figure would be 61%.

 This estimate, although on the down side because of its 
coverage, clearly shows the dominant position of TPLF firms 
in the national economy



Manifestation of Cronyism…Cont’d

How do these POEs manage to get this dominant position?” –
the short answer is through cronyism. The cronyism observed 
took various forms that includes: 
 (i) financing of this firms by public banks without collateral
 Some of the firms, at times, were not paying back the debt. 

This debt is then converted to bad debt and transferred from 
(CBE) who provided the loan to the  (DBE) by direct order of 
the government, PM Melesse 

 (ii) through privatization of SOEs offered at a giving away 
prices to POEs (eg., land price > the factory value in AA), 

 (iii) through offering market opportunities without bid in the 
public sector by political order, 



Manifestation of Cronyism…Cont’d

How do these POEs manage to get this dominant position?” – the 
short answer is through cronyism. The cronyism observed took 
various forms that includes: 
 (iv) through getting significant discount/subsidy from public 

and private firms by putting political pressure on them; 
 (v) through not paying due taxes and tariffs; and  
 (vi) through putting political pressure on SOEs and some big 

private firms not to compete with POEs or by putting them in 
disadvantageous position  through the board chairs SOEs 
(which are the party officials) of (and firing of CEOs if they 
refuse the order, e.g. Muger Cement CEO)

 (vii)The Policy of creating synergy among POEs began to have 
a monopoly position, enclave to national economy,  with 
negative effect on genuine private sector dev’’t



Manifestation of Cronyism…Cont’d

 Civilian SOEs: EAL, CBE, DBE, ELPA, ESL, Ethio-telecom: by 
leading by The CC as board chair they exercise cronyism in this 
firms

 Military-owned SOEs: Controlled by the TPLF general with no 
capacity but outsourcing/, involved in cronyism and grand 
corruption/court cases

 Private Foreign Firms, including MIDROC: are indicators in 
privatization of SOEs at give away prices, lucrative gold mines, 
tract of land across the country, being held illegal without 
construction for decades etc. Difficult to get crony related 
information from FDI firms (both from China & West).

 Other Private domestic firms: a clear indication of cronyism top 
construction firms with strong tie with TPLF officials, SOEs 
given to such ppl at give away price to those related to TPLF



Manifestation of Cronyism…Cont’d
 Other Private domestic firms: a clear indication of cronyism top 

construction firms with strong tie with TPLF officials, SOEs given to 
such ppl at give away price to those related to TPLF
 LMSMEs: three categories of privately owned firms have strong relation 

with the TPLF-led government and benefited. In fact, some of these firms 
are owned by the ruling elite  of TPLF-led government and/or their 
relatives. These are:
 (a) big construction firms (especially grade one construction firms) that 

were getting lucrative business contracts from the government, 
 (b) a number of medium size firms engaged in distribution such as 

construction materials, especially metals, iron bars (including those who 
claim to build big 5-star hotels and allowed non-tariff imports for sale  

 (c) a number of private firms in the real-estate sector who get access to 
land in prime location at ridiculous price (in 2009/10 out of  the total 
number of real-estate firms that received land , 50 percent of them were 
ethnic Tigrayans with strong link with the TPLF

 Cronyism in small and micro firms takes a different form. It is generally carried 
out through the provision of micro credit & Sheds to party support



Conclusion and Implications

 The study demonstrated the fertile ground created (political and 
governance) for cronyism in through DS strategy and its prevalence 
using available data 

 attempted to examine crony-capitalism in detail by characterizing and 
categorizing firms operating in the country into seven major categories, 
each having differentiated crony relationship with the government

 The analysis generally shows the state-led capitalism (the DS model) in 
the last two decades is essentially an exercise in crony capitalism. The 
system was also characterized by significant corruption through 
establishing a business-government relation using a myriad of firms that 
were dominated by party owned firms (40% initial investment POEs lost 
to corruption according to their own reports in 2001). Needs detail study

 .



Conclusion…
 Corruption in turn is primarily executed through “state 

capture” by a minority ethnic political elite, which wants to 
remain in political power through controlling the economic 
sphere that disfranchised the majority in the process.

 Corruption is entrenched in planning, budgeting and project 
preparation (at the expense of rational  planning and 
budgeting) with no transparency according to WB study in 
2012. Thus studying such systemic corruption is important.

 This model has implication for economic growth, welfare 
of the majority and the sustainability of the DS model, 
genuine private sector dev’t as well as the political stability 
of the country (both positive & negative). This impacts 
requires further in-depth study

 Sets up dangerous precedence |(it is our turn to eat) with 
implication for conflict and authoritarianism & unstable 
agent/private sector actor.



Thank You Very Much
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