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Abstract

Ethiopia adopted the ‘developmental state model’ in early 2000. This strategy was in force
until 2018, successfully registering high GDP growth and infrastructural development. This
success was accompanied by several adverse developments that included high indebtedness,
monetization of fiscal deficit, inflation, shortage of foreign exchange, and significant
depreciation that opened opportunities for cronyism. It didn’t bring structural transformation
and significant poverty reduction either. This study aims to understand the general pattern of
cronyism through its various manifestations by categorizing all firms in the country into six
categories and mapping the crony relation they established with the government. The analysis
reveals the pervasive nature of cronyism and the vital role of the developmental state model in
cronyism. These features, combined with the ethnic form the regime took, made the
development strategy unsustainability as the political system inherently leads to more conflict
among the political elites that are contesting for power and resource control. The latter led to
political instability that culminated in the devastating war in the Tigray region between 2020-
222, as the regime was undemocratic, a beneficiary of the system and a minority group to build
a peaceful power-sharing system for all political elites of the country, as that will undermine
its power.

JEL Classification : 011, 012, 043, 055, P10, P50
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1. Introduction and Background
1.1. Introduction

Ethiopia adopted the ‘developmental state model’ of the East Asian type in early 2000 that was
running till 2018, with some success in registering high GDP growth and infrastructural
development. Yet, this strategy, among other things, was characterized by a significant level
of cronyism. This study aims to understand the general pattern of this cronyism through its
various manifestations. There are three major issues that comprehensive research about crony
capitalism in Ethiopia’s “developmental state” model may need to be covered. The first is to
explore the available analytical frameworks and examine how adequate they explain the
cronyism in Ethiopia's ‘developmental state model’. Having identified that (or coming up with
an innovative approach), the next task is the identification of politically connected firms and
the mechanisms through which they are connected with the state. This, hopefully, should be
guided by the theory identified — as theory is central “to pose the interesting question” or
provide “ideas rapped as hypothesis” that will be investigated with data (Wuyts, 1991;
Alemayehu, 2018). The third and perhaps the last part should relate to the implications of the
cronyism identified for the economic growth, development as well as the political stability of
the country.

After briefly reflecting on the analytical issues in section two, the primary focus of this paper
is on the second aspect — the identification of the manifestation of cronyism during the period
under analysis. This choice is justified on two grounds. First, the full development of the
relevant analytical framework requires a dialogue between theory and data, forming the second
and third parts of such a comprehensive study. Once such data is gathered, we may “infer to
the best explanation”(Liption, 1992; Wuyts, 1992; Alemayehu, 2018). Second, part three of
such a comprehensive study — the impact study — requires systematically collecting both micro
and macro data and a framework for evaluation, which is beyond this study's scope and an
agenda for future research.

1.2. Background to the Study

Ethiopia’s history as a political entity stretches back to antiquity, and almost uniquely within
Sub-Saharan Africa, it has never been colonized. Yet, with its 3000 years of written history,
Ethiopia is one of the poorest countries in the world. A good part of the explanation for this
backwardness remains in the conflict among the political elite and the lack of inclusive
(democratic) politics and inclusive economic growth (Alemayehu and Befekadu, 2005;
Alemayehu, 2008, 2021). Ethiopia’s modern history reflects the institutional legacy of
centuries of internal conflict and external threat. Internally, religion, regional location, political
ideology, and ethnolinguistic groupings have each, at various times and in varying
combinations, served as focal points in the contest for power and control over economic
resources by the country's political elites (Alemayehu, 2008). For instance, control over land
(the country’s highly prized and contested resource) remains an economically critical and
politically contested resource in the country’s history and remains so until today. It also



remained the most important manifestation of crony capitalism of the regimes under study, as
discussed in detail in this study below (Addis 1975; Gebru 1995; Alemayehu, 2008).

Externally, although the country was never colonized, hostile and powerful colonial forces
encircled it from the last quarter of the 19" century and rendered its independence a besieged
one (Bahru 2001; Pankhurst 1963b; Alemayehu, 2008). In its recent history and during the cold
war, it was a battle ground between the USSR and the USA due to its strategic geopolitical
location. This is fast changing in the 21% century to be the battle ground for economic and
political influence between the USA and Western Europe on the one hand and China (as well
as Turkey and Russia) on the other. As a result, Ethiopia developed as a militaristic state with
an economy dependent on exporting primary commodities and importing manufacturers,
including weapons. Historically, the acquisition of firearms (and or aid) from nearby European
powers by Ethiopia’s regional lords (kings) also shaped the pattern of internal conflict and the
regional balance of power — unfortunately, so is today, as can be read from the recent conflict
in Northern part of the country (2020-2022).

The institutional legacies of such conflict and militarization of the country could generally be
identified as significant constraints on growth and development in Ethiopia. Most importantly,
these internal and external factors have created a militaristic state with accompanying
institutional set-up. The latter is detrimental to sustained development and democracy and
might inform the country's current socio-political set-up and feeble private sector, as discussed
below (Alemayehu 2002a,2004, 2008; Gebre-Hiwot 1924; Pankhurst 1963a, 1963b). Thus,
economic development in Ethiopia is correlated with conflict and the political processes
accompanying it.

With such a history and political-economy context, the period from 1960 to 2018 breaks down
readily into the Imperial (1900-1974), Derg (a military regime, 1974-1991) and the TPLF-led
(Tigray People Liberation Front -led) Ethiopian People's Revolutionary Democratic Party
(EPRDF) regimes (1991-2018), reflecting the divergent policy regimes concerning state-
private sector relation implemented by a succession of ruling cliques. Two of the regimes (the
first and the last) were relatively friendly to the private sector, while the military regime — that
declared ““socialism” - was openly against the private sector (see Alemayehu, 2008).

With this background, the focus of this study is on the third regime — the TPLF-led EPRDF
(the TPLF/EPRDF, hence forth) regime during which time the “developmental state” model
(DS model, hence forth) is implemented between 2000-2018. The strategy has relied on state-
led development or “state capitalism” using four five-year development plans (named
PASDEP, SDPRP, GTP-I & GTP-II since 2002, see below). These plans also relied on
significant external financing from China and Western countries /International Financial
Institutions (IFIs).



The DS model has brought about positive growth and infrastructure development results. Based
on the official data, the economy's growth was quite impressive, with an average growth of
about 9 percent per annum since 2000 (9.2% between 2013-2019). If the abnormal first three
years are left out, the average annual growth rate since 2003 was about 11 percent per annum
for over a decade and a half. It also registered positive results on social and infrastructure
development (health, education, power, road, and rail.) (Table 1). (Note, however, that the
growth figure may not be as high as officially reported. Alemayehu and Addis (2017) contested
this figure and estimated it to be about 6 percent per annum during this period instead.).

Table 1. Major Recent Macroeconomic Development in Ethiopia (Ethiopian Fiscal year,

July-June)
Macro Indicator (2020/21=2013 Eth 2013/14 2014/15 2015/16 2016/17  2017/18  2018/19 2019/20  2020/21
Calendar)

Real GDP Growth Rate (%) * 10.3 10.4 7.6 10.1 7.7 9.0 6.1 6.3
Inflation rate (CPI, % Change, y-on-y) 8.1 104 7.5 8.8 16.8 15.3 215 245
Food Inflation (CPI, % Change, y-on-y) 10.3 125 7.2 11.2 141 19.8 23 29
End of period Exchange rate Br/$ 19.6 20.6 218 23.1 27.4 28.9 36 439
Reserve (Month of Imports) 2.3 25 2.6 24 21 24 1.7 15
Gross Domestic Saving (%GDP) * 225 219 224 225 243 22.3 20.8 19
Gross Domestic Investment (% of GDP) 40.3 394 385 384 34.1 35.2 30.6 28
Overall Budget Deficit including -2.6 -2.5 -1.9 -3.28 -3.03 -2.5 -2.5 -2.8
grants/Primary Deficit (% GDP)
Current Acct Deficit, including official -1.7 -114 -104 -8.0 -6.3 -5.2 4.1 -2.8
transfer (%GDP)
Trade Balance (X-M) % of GDP -18.7 -20.8 -19.1 -16.0 -14.7 -13.0 -10.1 -9.6
External Debt (billions of US$) 14.0 19.09 21.74 23.3 258 27.0 28.9 29.5

External Debt (% GDP) 25.6 29.5 28.6 29.4 32 28.2 26.8 26,5

Domestic Debt (% GDP) 28.6 31.8 31.3 34.4 35.7 35.7 35,3 34,1
Total Debt (% GDP) 53.2 61.4 62.2 64.3. 67.5 64.8 55.6 60.6
Money Supply Growth (M2, in %) 26.6 247 28.8 29.2 29 19.7 25.9 30

Source: NBE, Annual Report (Various Years, till 2022); MOFED (2016-2019).

*See Alemayehu and Addis (2016) for a critical review of this growth & saving figures. ~The WB estimated
this growth rate in COVID year to be 4%, while IMF 3.2 percent in June 2020. My estimation is about 2.5% and
closer to that of the IFIs’ forecast (Alemayehu Geda, 2021).

The success in growth, however, was accompanied by several adverse developments in the
macro economy that included significant indebtedness, monetization of fiscal deficit and
inflation, and shortage of foreign exchange and a currency depreciation (Table 1) that opened
an opportunity for cronyism and left the achievements unsustainable. The regime was also
politically repressive and corrupt. As these problems reached their peak level, the government
was ousted from power in 2018 through a popular uprising and an internal fight with its
coalition members. (see also Alemayehu, 2021a). Second, the growth was not inclusive as
poverty remained pervasive (at $3.20 PPP, about 70 percent of the population is still poor;
multidimensional poverty indicators also show a poverty rate of over 80 percent in 2022). This
is partly related to the lack of structural transformation of the economy, high inequality,
corruption, and limited private sector growth (Alemayehu and Addis, 2017).



The period also shows significant crony traits of capitalist development that emerged strongly
since 2000, leading to grand corruption and, by implication, to high inequality, especially
among the political elite. This has resulted in the creation of a few wealthy elites with a
connection to the ruling TPLF regime on the one hand and a significant number of poor as well
as several political elite groups not benefiting from the system as much as those with a tie with
the TPLF regime. The latter has ensued a competition for power among the political elites
within the TPLF/EPRDF (these were elites organized by the TPLF regime, the de facto power
holder, as a coalition of ethnolinguistic parties). This intensified conflict was witnessed in the
final three years of the regime before the regime’s last days in 2018 — with an adverse effect on
the DS model, the national economy and the country's political stability.

Thus, it is imperative to characterize and analyse this pattern of capitalist development to learn
its effect on the growth, development, and political stability of the country — a country that is
the second most populous country in the continent, with about 120 million people. With this
background, the analysis in this study is, guided by the following two working hypotheses
(research questions) of the study?:

I.  Working Hypothesis 1: the cronyism in Ethiopia is not identical to the rest of the world,
where the private sector captures the state. In Ethiopia, it is the reverse owing to the
specificity of its political history: the state power is first captured by an ethnic elite
group, and this elite engaged in cronyism through the creation and control of a myriad
of firms characterized by different ownership structures. Moreover, the regime's hold
on economic and political power has conditioned the nature of private sector
development (both foreign and domestic) with a crony link to the government that was
perceived to offer a resemblance of stability and security of property.

ii.  Working Hypothesis 2: Since the DS model requires a hegemonic ideology, it has
strengthened the regime's authoritarianism. This coincides with the interest of the ruling
elite that wanted to grip dominance on the economy thorough cronyism and stay in
power indefinitely. Moreover, this DS narrative was essential since the regime was not
accountable for the population.

These working hypotheses will guide me in identifying the nature of crony capitalism in
Ethiopia during the period under analysis. With this objective, the rest of the study is organized
as follows. In section two, different analytical approaches deployed to understand crony-

2 Related interesting hypotheses which are not examined in this paper but could be interesting future study so that
we can have a comprehensive understanding of the crony capitalism in Ethiopia include:(i) the impact of the DS
model-based cronyism on growth/development and also its impact on political stability, and hence, the
sustainability of such model. The DS model of Ethiopian type may have a potential to bring growth but since it
will be overwhelmed by cronyism it could lead to authoritarianism and makes such sectarian group (ethnic elite)
a distributional regime, and thus not politically sustainable. One may, instead, needs a democratic DS and a
technocratic government for success — another alternative hypothesis worth examining. The second researchable
hypothesis is whether the existing theoretical approaches on cronyism could explain the DS model of the Ethiopian
type (including its external dimension as it is also dependent on aid/finance that it gets from outside for fast
growth, its survival and, hence, the political influence of the financers from geopolitical perspective); or,
alternatively, can we come up with another systemic/theoretical explanation that explains the phenomenon
examined in this study.



capitalism are reviewed (details given in Appendix D) to help us understand the condition in
Ethiopia. This is followed by section three, where an attempt to show how crony-capitalism
has emerged through the “developmental state” model is discussed. Section four will focus on
identifying the various manifestations of cronyism in the country by examining in detail all the
available information. Finally, section five concludes the study by highlighting some of the
implications of the study.

2. The Analytical Framework in Brief®

Crony-capitalism is generally defined as “how politically connected actors manage to extract
economic advantage for their firms and the consequences of these privileges on economic
growth and job creation” (Malik et al., 2019). Often, “the analytical boundaries between
cronyism, clientelism, and corruption are blurred” (Malik et al., 2019). Zawickei (2008) also
noted “crony capitalism” refers to a political economy system that resembles traditional
political “corporatism” - a system in which government, big business, and other powerful
interest groups work together to further their joint interests (Zywicki, 2008).

There are various approaches that attempt to explain crony-capitalism analytically. One
dominant approach in the literature is the neoclassical economics view of cronyism as a ‘rent-
seeking” behaviour of economic agents*. This approach is also related to institutional
economics, where the “rent-seeking” behaviour is related to institutional failure (Haber, 2002;
cited in Malik et al, 2019, Acemoglu and Robinson,2013; Rodrik and Subramanian, 2003.
North, 1981, 1990; Kruger, 1974).

An early and influential application of the neoclassical rent-seeking approach in the African
case was a study by Bates (Mkandawire, 2015; Bates, 1981; Aligica and Tarko, 2015). Still, in
African political literature, some authors examined cronyism in the context of
“neopatrimonialism” (Makdaware, 2015). The latter is expressed in various forms, including
corruption and state capture. These are a manifestation of state failure, which in turn is related
to the failure of institutions in the institutional economics approach to African development
that includes the impact of the colonial legacy on institutions (Acemoglu et al., 2001). Though
this later argument has some merits, it is not an entirely accurate reading of the economic
history of Africa. It is not the first such analysis either. This aspect, conceptualized in a broader
and somewhat deeper manner, has been shown before Acemoglu et al. (2001) type of studies
by African researchers who argue that the Acemoglu et al.’s (2001) ‘developmental’
institutions conception in Africa is wrong as it were minority-based power controlling
institutions, instead. (see Amin, 1972, Nzula et al, 1979, Mamdani, 1996; Alemayehu, 1998,
2002; Mkandawire, 2001; 2010; Appendix D).

3 To save space, the theoretical discussion in this section is very brief. An extended detail discussion of the
various theoretical approaches is given in Appendix D.

4 The “rent-seeking” approach is sometimes referred to as the public choice theoretical view of rent-seeking
(Mkandawire, 2015).



Another widely used theoretical perspective on underhand cronyism is Khan’s (1995)
perspective of “political settlement”, which also emerged as a critique of the institutional
economics perspective. This approach is also widely used in African literature on cronyism
(see Behuriaetal., 2017; Khan, 2010). Like the earlier African literature noted, the Khan (1995)
approach attempts to understand the emergence and relative effectiveness of institutions to
which the rent-seeking literature is related. However, it goes beyond the institutions themselves
and looks at the socio-political context in which they were located (Khan, 199; 2010). It thus
argues both “rent-seeking” analysis and the subsequent “transaction cost” models have failed
to take the “net effects of an institution depends not just on the institution and the production
technologies it coordinates, but also and critically on the balance of power between the classes
and groups affected by that institution, that is, on the inherited balance of power -the political
settlement” ([Khan, 1995; 2010). Thus, for Khan, an institutional and political system that has
characteristics that are reproducible over time (i.e., that have some degree of stability or social
order) has a political settlement. At a deeper level, a political settlement implies an institutional
structure that benefits different classes and groups in line with their relative political power
(Khan, 1995; 2010). Summarizing this, he defined a political settlement ““as an interdependent
combination of a structure of power and institutions at the level of a society that is mutually
‘compatible’ and ‘sustainable’ in terms of economic and political viability”. (Khan, 2010).

A theoretical framework hardly used in the African literature is the Kaleckian (Kalecki, 1964;
2006) approach of “intermediate regimes” in developing countries. In this approach, cronyism
is featured among interest groups within a nation in question and with the alignment of
domestic groups with international powers. The approach also features how financing growth
in developing countries through ‘state-capitalism’ has a political dimension that ranges from
inflation to land tenure systems and the political contest among various interest groups for state
control.

Finally, looking at the Ethiopian literature on crony capitalism, we learn that studies conducted
theoretically and empirically rigorously are limited. For example, in some academic studies,
the widely used analytical approach is referred to as the “neopatrimonialism” approach. Yet,
the Ethiopian researchers are not critical of the approach as Mkandawire (2015) was (see
Paulos, 2007, Berhanu, 2011; Asnake, 2005? Seid, 2019 for instance; and Appendix D for
detail).

Notwithstanding that, we learn from these Ethiopian studies how cronyism has a multifaceted
feature during the TPLF/EPRDF regime. For instance, Berhanu (2011), by focusing on party-
owned enterprises (POEs), have attempted to characterize the state, although his empirical
basis for that is weak. Paulos (2007), focusing on the federal structure organized along
ethnolinguistic lines, described the TPLF-led government's (1991-2018) relation with other
ethnic parties that govern the regions as a clientelist relationship. Asnake’s study and findings
are also similar to that of Paulos. Seid (2019) is critical of conceptualising cronyism in Ethiopia
as simple corruption. He noted such conceptions are wrong, yet has informed anti-corruption
policies and institutions in Ethiopia. He argues about the inevitable failure of these policies
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because of this faulty conceptualization. For Seid, corruption in Ethiopia is rather systemic,
and the concept of “state capture” is the most relevant one to conceptualize it. He noted the
Ethiopia situation shows the TPLF-led government is explained by a group that “clandestinely
creates” a ‘state within a state’ (Pesic 2007; Wedel 2001, 2003), a ‘shadow state’ (Bayart, Ellis,
and Hibou 1999), or a ‘parallel state’ (Briscoe 2008) (all cited in Seid, 2019).

The common denominator in all these Ethiopian studies is to underscore the existence of ‘state
capture’ that characterizes crony-capitalism in Ethiopia. However, in the Ethiopian situation,
it is not the private sector that captures the state as is usually referred to in the “capture”
literature. It is instead a minority-based “ethnic-based party” that captured the state political
power first and deployed that power to create a verity of firms to capture the economy by the
top TPLF officials, their families and friends, as well as some nonconsequential collaborators
from other ethnolinguistic groups within the EPRDF coalition. The “developmental state”
model narrative is successfully deployed for this purpose.

In sum, though there is a vast literature on crony capitalism, no theoretical framework is
adequate to explain what form it takes in a poor African country that aspires for rapid economic
growth using a “developmental state” (DS) model. Although all the analytical approaches
briefly discussed above help explain the various aspects of crony capitalism in Ethiopia during
the period under analysis, | will heavily draw on the Kaleckian analytical framework and
Khan’s notion of ‘political settlement’ (when needed) in this study. The primary focus on
Kaleckian approach is because, guided by “inference to the best explanation” (Lipton, 1991;
Alemayehu, 2018), this approach seems to explain the Ethiopian condition theoretically better
for the following reasons. First, given the geo-political position of Ethiopia, and hence the
importance of external forces in shaping conflict and the nature of government in Ethiopian
history that persisted to date (see Alemayehu, 2008), an approach that features this aspect is
relevant for Ethiopia. This aspect doesn’t feature in the other approaches discussed above.
Second, economic policy in Ethiopia is strictly linked with politics. Historically, the latter is
informed by the contest for power among the Ethiopian political elite using various ideologies
such as religion, regionalism, variants of socialism, and ethnicism (Alemayehu, 2008; Gebre-
Hiwot, 1924). Since the Kaleckian approach is anchored on this contest for power and
resources among political elites and the implication of that for the relationship among different
population strata, it is an essential analytical framework to understand the Ethiopian condition.
Third, the nature of financing growth/development and the implication of that for economic
growth and development, political stability and the nature of private and non-private sector
actors that includes cronyism is uniquely dealt with in this approach. During the TPLF/EPRDF
regime, this financing aspect and the land “market” were central to understanding the evolution
of the Ethiopian macro economy and growth , the nature of the state, and its alignment with
external forces and crony capitalist development (Alemayehu, 2021a).

Despite these exciting features of the Kaleckian approach, its attempt to understand the major
economic agents seems ahistorical. However, these political and economic agents and the
attendant institutions are invariably historically formed with enduring effects on the economy's
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current political, institutional and economic configuration/structure (Alemayehu, 2008, 2021a).
Thus, any analysis that attempts to understand the country's political economy today needs to
take that unique historical and institutional legacy on board, as also noted by Mkandawire
(2015) and Khan (1995). Therefore, in the next section, | will attempt to trace the TPLF/PRDF
regime's historical origin. Once this is done, using this Kaleckian framework, | will attempt to
characterize the Ethiopian firms and map their relation to the TPLF/EPRDR regime in section
four to identify the manifestation of crony-capitalism in Ethiopia °.

3. Crony-Capitalism through the “Developmental State” Model: The TPLF/EPRDF
Regime (1991- 2018)

In this section, an attempt to understand how the country's political history has led to a state
capture by an ethnic elite (the TPLF regime), as hypothesized in section one, is made. Once it
captured and consolidated political power, the regime adopted the DS model explicitly in the
early 2000s. The latter has cemented the authoritarianism stance and created a fertile ground
for cronyism through the regime’s attempt to dominate the economic sphere. This is carried
out by creating unique firms and establishing a myriad of relationships with existing and new
firms, which is discussed in section four.

3.1. Political background to Power-gripping by the TL-EPRDF regime

As the introduction describes, economic development in Ethiopia has been generally
challenged by conflict for centuries. The major causes of this conflict are grounded in the
country's political economy, underscored by competition for power and resources among the
political elite, as noted in section one (Addis 1975; Gebru 1995; Alemayehu, 2e008).

As described in section one, the TPLF regime held political power in 1991 by toppling the
socialist military regime (the Derg ); after 17 years of protracted guerrilla warfare and with
solid support from the USA and the Eritrean People Liberation Front (EPLF) — the current
Eritrean government. The TPLF is organized along ethnic lines, claiming to represent all
Tigrigna speakers in the Northern part of the country, accounting for about 5 percent of the
Ethiopian population. A few years before holding power, it set up the EPRDF. The EPRDF
was a coalition of three major ethnic-based parties that claimed to represent three ethnic groups
that account for about two-third of the population (Amhara, Oromo, Tigre) and a collection of
over 70 ethnic groups from the Southern and South-Western part of the country — called
“South”. However, the de facto political power was held by TPLF, leaving the de jure political
power to the EPRDF. The TPLF regime has also neglected other significant ethnic groups in
the Eastern part of the country (the Afar and Somalis — which exceed in number from the
population in Tigray) in its coalition party structure. This structure remained unchanged until

5> Although | will draw from the Kaleckian perspective to inform this study, it is imperative to re-visit the
various theoretical approaches noted in this section to question their relevance and come up with a better one if
they are inadequate. This, however, need to be done after a detailed macro and micro level study about crony-
capitalism in Ethiopia in future (see footnote 1 above).



TPLF was ousted from power by a popular protest and the breakup of the EPRDF coalition in
2018.

This minority status of the TPLF, in a political space characterized by ethnic politics, and the
fact that it has come to power through the barrel of a gun were the major factors for the regime’s
authoritarian stance and its effort o dominate almost all institutions — especially institutions of
violence (the military and the security apparatus). A 2020 report of the new PM that came after
TPLF (PM Abyi Ahmed) to the parliament about the ethnic composition of the top
commanding position in the national defence force is revealing in this regard. According to this
report, ethnic Tigryans that account for less than 5 percent of the population accounted for 60
percent of full-star Generals of the country, 50 percent of Let Generals, 45 percent of Maj
Generals, 40 percent of Ber. General, 58 percent of Colonels, 66 percent of Let. Colonels and
53 percent of Majors — thus, on average, 55 percent of the top commanding positions of the
national army were controlled by the TPLF. This control gets more potent at the lower echelons
of power in the military®. The story was similar at the national security authority and Federal
Policy Force. Thus, from institutional-cum-political perspective, political power was controlled
by the TPLF (1991-2018). In addition, other public institutions were also used to empower the
ruling elite’s grip on power (and resources). Such abuse of institutions to serve the interest of
the ruling elite was an enduring feature of the country for centuries and became worst during
the TPLF regime. This pattern dashed the hope of instituting a peaceful power-sharing
mechanism for power protagonists in the country, leading invariably to conflict. The result was
cycles of violence and risk which thwarted the potential development of the country, and it’s
political stability to date.

Empirically, the regime’s authoritative nature can be read in Table 3.1. As Table 3.1 shows, in
all standard indicators (notwithstanding Mkandawire’s (2015) and Khan’s (1995) theoretical
critique of using such ranking), except in “control of corruption” and to some degree in “rule
of low”, Ethiopia scored the lowest in global ranking as well as in comparison to its peers in
Eastern Africa region. Even the improved picture in ‘control of corruption’ is a recent
phenomenon (2015-2019) - this is because this rank was 38 in 2000, deteriorating to 23 and 28
in 2005 and 2010, respectively. The corruption indicator also fails to capture the systemic
nature of corruption in Ethiopia (and hence the importance of Mkandawire’s and Khan’s
critique of such indicators noted), discussed in detail below.

Among the indicators in Table 3.1, the regime’s performance is worst in terms of “political
stability and absence of violence”, conforming to the authoritative and conflict-prone nature of
the government. The political stability rank was 19 in 2000. This has deteriorated over the
regime’s “developmental state” policy phase, going down to 5.8, and 8.1 and getting a little

6 Details examples of the nearly 100 percent dominance of military leaders by TPLF at the lower echelons of the
military command are given in a new Amharic book authored by the member of the Federal Defense Force who
survived the October 2020 TPLF attack on Northern Command of the Federal Defense Force that triggered the
war between the TPLF and the Federal Government in the last two years ago (Gashaye Tenaw, 2022, The Betrayed
Northern Command/¢-+h4a. ¢ao27 6, Addis Abeba).
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better to 10.9 in 2005, 2010 and 2015, respectively). The lack of voice and accountability, with
a rank of 19.7 (2019) after the TPLF regime's end, shown in Table 3.1 is a significant
improvement from the condition during the TPLF regime, where this indicator had a rank of
just 11.7 between 2001-2018. These indicators show how easy it was to patronization citizens
and the private sector by the TPLF government.

Table 3.1. Political and Governance Indicators in Ethiopia and Comparator Countries in
2019

(For the year 2019) Kenya Ethiopia Tanzania Uganda
(Rank form -2.5 lowest 2019 2019 2019 2019 2019 2019 2019 2019
to 2.5 highest) Estimate Rank Estimate Rank Estimate  Rank  Estimate  Rank
Voice and Accountability -0.29 36.45 -1.05 19.70 -0.50 32.02 -0.62 30.05
Political Stability and
Absence of Violence -1.12 12.38 -1.28 10.95 -0.36 32.86 -0.65 22.86
Government
Effectiveness -0.38 25.00 -0.63 28.37 -0.88 17.31 -0.59 31.25
Regulatory Quality -0.28 41.35 -0.89 16.83 -0.64 27.88 -0.37 37.98
Rule of Law -0.45 35.58 -0.47 34.62 -0.58 29.33 -0.31 43.75
Control of Corruption -0.78 24.52 -0.41 39.90 -0.39 40.87 -1.17 11.54

Source: Based on World Governance Indicators, 2021updates at www.govindicators.org
Note: For all indicators, the estimated scored ranges from -2.5 (weak) to 2.5 (strong). Rank shows the percentile
rank among all countries (ranges from 0 (lowest) to 100 (highest)).

Having such an authoritative stance, the regime adopted various economic reform measures
under the typical IFIs (International Financial Institutions - the World Bank and IMF)
sponsored Structural Adjustment Program (SAP) since 1992. Following this reform, the private
sector which was banned during the Derge regime, was allowed to operate freely again. The
reform, accompanied by excellent whether out turn and significant inflow of capital from IFIs
and Western countries first and China later, brought about a high economic growth which was
better than the two previous regimes (see Alemayehu, 2008; 2005; Alemayehu and Addis,
2017; Table 1).

Despite the regime's acceptance of the market-oriented reform of the IFIs’, given the Marxist
background of TPLF, there was a strong belief among this political elite that political
dominance requires economic dominance — the Marxist “base” and “super-structure” analysis
of power. This is evident in the TPLF’s various internal manifestos and its political ideology
termed “Revolutionary Democracy”. This belief is not surprising because until it held federal
power in 1991, the TPLF was led by a Marxist party called the Marxist-Leninist League of
Tigray (MALLT) whose chairman was the TPLF leader, the late PM Melesse Zenawi. Thus,
controlling the economy directly through state-owned enterprises (SOEs) or party-owned
Enterprises (POESs) — referred to as “endowment” firms in the TPLF’s political language and
discussed below, was the core strategy of the TPLF to cement the control on political power

" Readers interested in the evaluation of the TPLF/EPRDF early economic reform policy and its effect using the
before-after approach may referee to Alemayehu (2005) and an evaluation of the macroeconomic and poverty
performance between 2000-2015 is given in Alemayehu and Addis (2017).
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through control of the economy. In addition, making the private sector subservient to the
government is also taken as political expediency by the regime, which is discussed in detail
below (see Alemayehu, 2021a). This state control was held firmly during the “Developmental
State” policy phase of the regime (2000-2018).

In sum, from the above brief political history, we note that the TPLF has managed to capture
political power through violence and the resulting patron-client ‘political settlement” followed.
This was the pre-condition to capturing existing firms and creating new firms, as articulated in
the first working hypothesis of the study. This strategy was further strengthened by adopting
the “developmental state” model, discussed next.

3.2. Crony Capitalism through the Developmental State Model

Until the early 2000s, there was no explicit reference to the “developmental state” model as a
development strategy by the TPLF/EPRDF regime. However, this officially appeared in the
early 2000s and became the ruling party’s ideology, particularly after the 2005 democratic but
failed election®. This election is a watershed that led to the change in the development financing
modality of the government, too (see Alemayehu and Addis, 2023). It also perhaps informed
the regime's strategic shift towards the “developmental state” model (Alemayehu and Addis,
2023). This is because the Western countries and the IFIs under their control, who had been
financing the government's ambitious growth plans, protested against the 2005 government
violence by threatening to stop their financing. As part of this protest, they also changed their
financing modality from direct budget support towards directly financing basic goods and
services — called “provision of basic services” (PBS). This is one of the major factors for a shift
in seeking financing from emerging economies in general and China and towards significant
monetization fiscal deficit (Alemayehu and Addis, 2023). It perhaps also explains the
increasing rhetoric about this “developmental state” strategy in official media after this period.

The flows of resources in the last decade also corroborate this view. The external finance data
shows the increasing importance of China as the financer of development from this period on.
Thus, the latest debt stock data (which is an accumulation of past external inflows) shows, in
the five years between 2016/17 and 2020/21, the share of Western bilateral donors (the Paris
Club) in the country’s total debt stock was just 2.8 percent. The percentage share of China
being about 30 percent (MoF, 2021; Alemayehu and Addis, 2023). Chinese firms were also
engaged in all the country's major infrastructural projects and industrial parks. IFls also
returned to financing after three years of the failed election year. Kalecki's (1964; [2006])
insight about how intermediate regimes' such as TPLF’s existence, is linked to external capital

8 The ruling TPLF/EPRDF government and its chair the later PM Melesse Zenawi killed over 800 unarmed youth
in the capital in one day simply because they protested against the rigging of the election result, according to
Judge Frehiwot, the chair of the government “investigation committee” who himself flee to US in a dramatic
manner that looks like a thriller movie, fearing for his own life (this figure is much higher than the official figure
of about 200 youth - which itself is huge). The regime also imprisoned thousands of youths (estimated at a time
about 50,000) in inhospitable parts of the country. It also imprisoned the leaders of the winner opposition party
for 2 years.
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inflow and how they can change political alliance, fearing that foreign capital (source
countries) may align with domestic opposition, is an insightful explanation for this process.

In sum, in the political history of the country, TPLF’s minority ethnic status and the interest of
its ethnic elite to indefinitely remain in power have made the regime an authoritarian one. To
strengthen this status, the government has also engaged to economically empower its party and
its members, which inevitably took an ethnic form. This is implemented through controlling
state-owned enterprises, creating a myriad of its own firms and creating a crony-relationship
with existing private firms. The DS model is used to justify this heavy hand of the state. By
showing the fertile ground made for cronyism during this regime, | will examine the major
manifestation of crony capitalism during this regime, using a taxonomy of firms in the country
in the next section.

4. ldentification of Crony Capitalism During the TPLF-led Regime
4.1. The Fertile Ground for Cronyism: Some Empirical Manifestations

% ¢

Table 4.1 and Figure 4.1 show Ethiopia’s performance in the World Banks’ “ease of doing
business” indicators. Its rank is among the lowest in the world, with a rank of 159 among 190
countries. It is also the weakest among its peers in the East African region (especially when
compared to best performers, Rwanda and Mauritius).

Table 4.1. Ease of Doing Business Ranking 2020 for Rwanda and Comparator Countries

Countries: Doing Business Rank (Out of Score in % Profit tax (% of commercial
Ranking 190 Countries (2020) profits, 2019)

Ethiopia 159 48% 30

Switzerland 1 86.8 7.8
Mauritius 13 815 10.3
Rwanda 38 76.5 25.7
Kenya 56 73.2 30.1
Botswana 87 66.2 21.5
Uganda 116 60 22.3
Tanzania 141 54.5 20.8
Malawi 109 60.9 20.4

Source: Author’s Compiled from the “Doing Business Report 2020” & WDI, the World Bank.

Figure 4.1 further shows this problem being severe in “protecting minority investment”,
followed by “getting credit” and “starting a business”. The only area it performed better was
in “enforcing contracts”. Contract enforcement, however, is found as one of the major problems
for foreign firms in our latest study on the issue. At the same time, the “protection of minority
rights” is improved due to recent changes in the national investment law (Alemayehu and Guta,
2022). Generally, these indicators of the challenges of the private sector confirm the risk to the
private sector that the political system poses, as discussed above. Such hurdlers are the fertile
ground for cronyism in the private sector’s attempt to overcome them. This, for instance, can
be inferred from the major problem in the private sector — getting credit (Figure 4.2). This
corresponds to cronyism that is related to financing development (and credit allocation) which
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is one manifestation of cronyism in Ethiopia. Access to electricity, which is the second biggest
challenge (Figures 4.1 and 4.2), also created fertile ground for cronyism because there is only
one state-owned electric power authority, which offers special treatment to firms related to and
owned by TPLF through cronyism. Next, finance and access to electricity, customs and trading
regulations and taxes are the other top challenges to the private sector, as shown by the latest
enterprise survey data of the World Bank (2015) (Figure 4.2 and Table 4.2), which is another
source of cronyism. These findings are not only in line with the “doing business survey” finding
as given in Figure 4.1 but also further confirm the potential (the fertile ground) for crony
capitalism in the regime.

Figure 4.1. Ethiopia: Doing Business Ranking in 2020 (among 190 countries)
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Source: Author’s Compiled from the “Doing Business Report 2020” the World Bank.

Figure 4.2. Top Major Obstacles to Enterprises (% of firms, 2015)
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Access to finance e 40,4

Source: Doing Busine Report 2020.
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In addition to the “Doing Business Surveys”, the 2014/15 service sector survey by the Central
Statistical Authority (CSA) of Ethiopia, which is the latest available, puts access to land/space
as one of the top problems (22%), next to inadequate capital (35%), for service sector firms.
Similarly, for small-scale manufacturing enterprises (SSMEs), another CSA latest survey
(2016/17) shows a lack of working space/access to land (for 38% of the firms) followed by the
time to get a license (for 37% of firms) among their top problems. In addition, corruption is
also found to be a major problem, especially for large firms (Table 4.2). Since the government
owns the land, it provides land to firms based on its goodwill and its relations with such firms.
These data confirm that “access to land” is one of the major sources of (fertile ground for)
cronyism, as was historically the case for centuries and still so today (see Figure 4.4 to0).

Table 4.2. Corruption in Ethiopia (WB, 2015 Manufacturing Survey)

Ethiopia
Mediu Low

Ethiopi Small m Large SSA Income

a (all) Firms Firms Firms
Bribery incidence (percent of firms experiencing at least
one bribe payment request) 26.8 28.3 175 44.1 25 31.6
Percent of firms expected to give gifts to get a
construction permit 51.2 69.2 34.6 76.7 29.5 375
Percent of firms expected to give gifts to secure
government contract 19.7 35.4 74 2.7 31.7 36.1
Percent of firms expected to give gifts in meetings with
tax officials 174 26.2 24 7.1 18.1 25.2
Percent of firms identifying corruption as a major
constraint 27.9 39.1 30.4*

* is for all countries. The Ethiopian data is based on data for manufacturing firms only.
Source: Author’s computation based on WB (2015) Enterprise Survey.

The implication of such a poor enabling environment for private sector development could be
the following. First, it leads to cronyism because it forces the private sector to approach the
government to overcome these hurdles. Thus, firms with strong relations with the government
and/or owned by it will not suffer from such binding constraints. Second, it discourages and
damages genuine entrepreneurship, further strengthening the cronyism and government
patronization of the private sector. The implications of this for entrepreneurship can be read in
Figure 4.3, where entrepreneur development in Ethiopia is shallow. With an entrepreneurship
index of 17 (out of 100) and a corresponding “doing business rank™ of 48, Ethiopia’s level is
below its regional peers such as Rwanda and Kenya.
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Figure 4.3. Ease of Doing Business and Entrepreneurship (2020 Doing Business Report)
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Source: WB doing business report 2020 and the global entrepreneurship index at http://thegedi.org

In sum, the data provided above show the existence of a fertile ground for cronyism or cronyism
associated with such indicators that hinder genuine entrepreneurship. This is because such an
environment is a stumbling block for private sector operators. At the same time offers the
government the opportunity to patronize the private sector and establish crony relationships
with firms. In addition, since the party-owned firms and firms with a strong tie with the
government do not face these hurdles, they will be in a competitively advantageous position
over the genuine firms that did not engage in cronyism. In the next section, | have examined
how widespread cronyism is by using a taxonomy of firms in the country and their relationship
with the government.

4.2. Manifestations of Crony Capitalism in Ethiopia

There were three major and a collection of many ‘other’ (labelled as “others” and a fourth
category) preferential benefits that selected firms with a strong tie with the regime were getting
from the government that could be taken as manifestations of crony-capitalism during the
TPLF-led regime. These are: (i) access to land, (ii) access to finance and foreign exchange, and
(iii) awarding of major public projects during the execution of the development plans of the
regime. In addition (iv), there were also “other” various policy favours (such as tax exemption,
ease of licensing, provision of preferential treatment during privatization, provision of public
business rental premises at a giveaway price and market opportunity in the public sector). These
various manifestations of cronyism are summarized in Figure 4.4.
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Figure 4.4. The Manifestation of Crony-Capitalism in Ethiopia
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As shown in Figure 4.1, public expenditure through the various plans described is one of the
channels of cronyism. Through this channel, government favours some firms closer to it by
awarding contracts, providing policy favours, priority in licensing, the opportunity to buy
privatized firms at give-away prices etc. Figure 4.1 also shows cronyism through bending tax
rules, especially duty-free imports, to firms with a strong link with the government. Domestic
and external credit priority are the other channels through which cronyism is exercised during
the regime. The latter is done through two public banks (the commercial and development
banks of Ethiopia) whose board is chaired and controlled by the ruling party, TPLF.

Similarly, since the country’s plans have a significant problem of aligning with the foreign
exchange generating capacity of the country, the government has a structural trade-deficit,
where imports were five times higher than exports in the last decade (Table 1). This has created
a significant foreign exchange shortage and rationing by the government. Thus, getting a
priority in this foreign exchange rationing is the other channel for cronyism. There was also a
collection of manifestations of cronyism that I categorized as the “others” and described above.

Among the various channels for cronyism depicted in Figure 4.1, access to land is crucial. As
the empirical evidence in the previous section shows, it is also one of the major constraints for
the private sector operators in Ethiopia.

The TPLF/EPRDF regime liberalized most of the product and factor markets. Still, state
ownership of land remained the same and is explicitly incorporated in the TPLF/EPRDF’s
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constitution - thus, the policy of the Derg has continued to date®. The provision of land, at times
by evicting slum dwellers in prime areas, to different private sector operators with strong ties
with TPLF (both domestic and foreign) through shady deals in the name of “developmental
investors” (see Desalegn, 2011; Teshome, 2021; Ezana, 2020) was the sin-qua-none of crony
capitalism during the TPLF-led regime and remained to date during the PM Abyi regime. Once
agents with strong ties with the government have acquired the land, they automatically qualify
to get significant credit from banks because they can use the land as collateral. The state
ownership of land and monopoly supply of agricultural inputs (such as fertilizers& high-
yielding seeds) by the state and party owned firms was also used to patronize the peasantry in
rural areas and make them subservient to the interest of the ruling party (Desalegn, 2008). Since
rural households represent more than 80 percent of the country’s population, this is tantamount
to the control of the whole country.

In Ethiopia, there is no state capture by the private sector, for there is no organized and robust
private sector (see section 4.3). What we have instead is capturing political power by an ethnic
elite which used that state power to capture the private sector and set up its firms —and installing
crony-capitalism through the channels described above and summarized in Figure 4.1. Thus,
exercising cronyism is conditional on gripping political power. | have examined how this
cronyism is exercised across different types of firms in the final section (section 4.3) after
briefly providing the relative size of the private sectors next.

4.3 How big is the Private Sector in Ethiopia

It is instructive to know the size and hence, the relative significance of the private sector to
understand the developmental impact of its relationship, crony or otherwise, with the
government and the public sector. The official statistics do not have actual data disaggregated
by the public and private sectors. Table 4.1 is constructed using national accounts data and
various sector-specific survey data to estimate the relative size of the private sector from the
production side. The starting point for this exercise is to divide the economy into rural and
urban or equivalent into agriculture and non-agriculture (industrial and service sectors). The
total population of Ethiopia, according to the CSA projection and its 2021 labour force survey
(LFS) is estimated at about 103 million (CSA, 2021; CSA LFS, 2021). However, UN and the
World Bank estimate this at 118 million in the same year (2021). About 65 percent of the
economically active are engaged in subsistence small-holder-based agriculture. Unfortunately,
the latter produces only 33 percent of the GDP (CSA, 2021). These agriculturalists are involved
in crop and animal farming with a share of 65 and 26 percent, respectively (CSA, 2021; NBE,
2019/2020). More importantly, the entire rural GDP is produced by the “private sector”
(assuming reasonably that smallholder peasants are private sector operators, Table 4.3).

The private sector accounts for 64 percent of output in non-agriculture (the industrial and
service sectors), leaving the rest, 36 percent, for the public sector. In the industrial and service

° Notwithstanding this official policy, the last two periods witnessed an emergence of a parallel market for land
with differential implication for efficiency (see Alemayehu, 2008 for detail).
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sectors, the private sector accounts for about 58 and 70 percent of the industrial and service
sectors GDP, respectively.

Table 4.3. Total Output (GDP) by Private and Public Sectors (2015/16 -2019/20)

Sectors/Sub-sectors Ave. Annual Private Sector Public Sector
(Sub-sector shares are within the sector and Sectoral Sha(rgoi&ilz %
shares are share in national GDP) 2019/20)
Industry (% GDP) 26.7 15.4 11.35
[Public/Private share in Industry] [56%%0] [44%]
Mining and Quarrying (share in industry) 1.0 1.0
Manufacturing (1*) 245 20.2 4.3
Electricity & Water 2.6 0 2.6
Construction (2*) 72.6 36.3 36.3
Services (% GDP) 38.3 26.3 12.0
[Public/Private share in Services] [70] [30]
Wholesale &Retail Trade (3*, share in service) 35.6 35.6 0
Hotels &Restaurants 6.7 6.7 0
Transport &Communication 13.1 8.4 4.7*
Real Estate, Renting and Business activities 111 111 0
Public Administration and Defense 11.1 0 11.1
Others*** 335 T** 26.5
Non-Agriculture Private Sector 41.7 23.4
[Public/Private share in Non.Agr] [649%6] [3696]
Agriculture (% GDP) 35 35 0
Private Sector Share, National [76.6] [23.5]
Ave. Annual Real GDP (Br, in Biln) 1,662.1

Notes: *In 2019/20, Ethio Telecom had a value-added of about Br. 30 billion out of the value added of the sub-
sector, which was about Br. 80 billion. This assumes that labour is half the expense and that the value added in
Telecom is the sum of labour and profit.

** Financial intermediation sub-sectors' share in GDP was 2.84% in the last five years. Of which the share of
CBE is about 65%. So, the private banks' share in GDP is about 1% (i.e.,35% of 2.84); Education accounts for
about 3% and health for about 1%; private household activities, 1.2%; community-related sectors1.1%

(1*) Based on the Medium and Large-scale firms survey of 2016/17, the latest available, the public sector VA is
about 22%; and about 0.5% in terms of paid-up capital. The annual VA of small-scale firms is 22bln, and Medium
and Large-Scale Firms (MLSFs) is 80bIn. The public MLSFs VA is 18bIn. Assuming small-scale manufacturing
firms are privately owned, which is realistic, the public share in VA will be 17.6%.

(2*) between 2005-2010 the share of the public and private sector in construction value added was 50% each (in
a MSc thesis at AAU). | have used that.

(3*) Based on 2013/14 wholesale and retail trade sectors survey, the government-owned enterprises accounted for
less than 1% (i.e., 0.24%); hence this activity is assumed private.

*** others include financial intermediation, education, health and social work, a private household with employed
prisons, community, social and personal services.

The public sector’s share is generally minimal within the industrial sector. For instance, the

public sector’s share in manufacturing is just 17.5%. Even its relatively higher share in the non-
agricultural sector, which is 36 percent, primarily comes from the government's engagement in
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the service sector: education, health and public administration and defence. In the last five
years, the construction sector began contributing about 20 percent to the national GDP, of
which about half is contributed by the public sector (Table 4.3). Thus, the public sector's share
in the industrial sector would have been much lower had it not been for its significant
engagement in the construction sector through investment and infrastructure provision.

In sum, as | have argued above, if we take the small holder agriculturalists as private sector
operators, the private sector's contribution to the national economy will be 77 percent, leaving
the public sector share at 23 percent. Moreover, this share declines only to 65 percent, even if
the agricultural sector is excluded. Thus, IFls and the media narrative about “the dominance of
the state in the economy” is empirically unfounded and largely is a myth, and perhaps is
politically motivated by proponents of privatization such as IFIs.

This dominant role of the private sector in the economy could also be further, and more
dramatically, corroborated by looking at the details of employment data from the 2021 labour
force survey. In this survey, out of the 70 million economically active population of age 10
years and above, 41.6 million (60%) are employed. Of the employed population, 50 percent
are self-employed and about 37% are unpaid family workers — thus, the two alone add up to 87
percent. The share of government employees is just 6 percent at the national level, while formal
private organizations employ only 4 percent of the employed persons (CSA, LFS, 2021;
Alemayehu, 2021b).

This finding about the size of the private sector is crucial because it demystifies the IFIs’
(World Bank and IMF) stance in Ethiopia when they deal with the government. The IFIs assert
that the public sector dominates the economy and stifling private sector development. With that
view, they made their assistance conditional on privatization and liberalization. Ethiopian
researchers and the media strengthened this narrative without an empirical basis (Berhanu,
2011, for instance). However, the reality is that the private sector dominated the economy, as
Table 4.1 shows. This is true, even if we exclude the agriculture sector. Thus, the private sector
is dominant but very weak. This also underscores the importance of seeking other factors that
explain the underdevelopment of the private sector rather than the standard crowding-out
hypothesis by the public sector. One crucial area could be government—private sector
relationship —which I am hypothesising here to be characterized by crony capitalism (discussed
next, section 4.4). This might also have to do with (or cronyism might have also led to) the
very low productivity level of the private sector itself, which may need further research.

4.4. Taxonomy of Ethiopian Firms and Crony Capitalism

Informed by the study's analytical framework, the nature of cronyism as summarized by Figure
4.4 and the recognition of the relative size of the private sector as estimated above (Table 4.1),
| have categorized the Ethiopian firms into the following seven groups. The categorization is
needed to understand the relationship of these firms with the TPLF-led government along the
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Kaleckian (1964) line. All these firms have had some crony relationship with the ruling elite
in the last three decades.

1)

2)

3)

4)

5)

6)

7)

The first group of firms are Civilian State-Owned Enterprises/firms (SOESs) that operate
in many sectors. In principle, these firms have management autonomy and are expected to
work mainly at commercially independent firms. However, the influence of the state
through assigning board and executive directors is decisive. They are also given priority in
handling government-related businesses. If we measure the size of these SOEs by the
number of employees, they employ about 2 percent of the employed people in the country
and hence are not that important (see also Table 4.3).

The second categories of state-owned enterprises are Military-Affiliated State-Owned
Enterprises (MA-SOESs). These are huge companies run under the Army and are engaged
in producing military and civilian goods and services. Military generals ran them as their
CEOs.

The third influential firm type is Party-Owned Enterprises (POFs), run by the top political
elite governing the country as board chairs and CEOs. Most of these firms are owned by
the dominant ruling party — TPLF. Although insignificant, a few firms are also owned by
the other EPRDF coalition member ethnic parties. The government calls them “endowment
fund” firms. They are in every sector of the economy and get explicit favour from the
government along all the lines depicted in Figure 4.4.

In the fourth category are a group of firms owned by one of the most influential private
sector operators, Sheki Mohammed Alamudi — the MIDROC-Ethiopia Industrial Group
(Mohamed International Development Research and Organization Companies). He is the
wealthiest person in Africa, next to Dangote. His firms operate globally, and its Ethiopian
group is engaged in many sectors. He is the biggest employer next to the government. He
has worked closely with the regime, with expected reciprocity.

The fifth firm category is Large and Medium Size Enterprises/Firms (LMSEs). Most such
firms are privately owned (about 84% of the gross value added of such firms in 2016/17
comes from the private sector). Some of these firms could be genuine, but others, especially
the large ones in the construction sub-sector, have strong ties with politicians and benefit
from access to finance, land and lucrative contracts — with a clear sign of cronyism.

Several Small and Micro Size Enterprise/firms (SMEs) are related to the above type of
firms, some of which border the informal sector. Some of these firms are also given small
credit and, in urban areas, sheds as trade posts by the government. In return, the government
generally expects them to be members of the ruling party or support it.

Finally, there are several foreign-owned firms, in particular by China, Turkey and India, as
well as some Western countries. Most came to Ethiopia using the FDI and Privatization
Avenue. They are also dominant in the construction sector and industrial parks. Such firms
also have relations with the government and their external financers, such as export-import
banks in their respective source counties and the IFIs who support them.

In the rest of this section, | will attempt to analyse the operation of each of these major
categories of firms and their relationship with the TPLF-led regime using available and
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accessible information. This aims at identifying the nature and mechanisms of crony state-
business relationships.

4.4.1. State-Owned Enterprises (SOEs): Civilian and Military

Broadly the SOEs could be divided into two major categories from a cronyism perspective:
“Civilian SOEs” and “Military-Affiliated” SOEs.

4.4.1. (a): Civilian State-Owned Enterprises (SOES)

These are some iconic and big public firms that dominate their sub-sector. This list includes
the Ethiopian Airlines which is the most efficient, profitable and biggest Airline in Africa. It is
wholly state-owned since its inception. It is currently running over 131 modern aircraft in 100
international and 21 domestic destinations with its maintenance centre and training academy
for technicians, pilots and hostesses (and recently added a luxury hotel to its portfolio). Its
annual profit was about USD 300 million in 2017 and remained around that for a long time.
This profit, however, reached US1 billion with US $5 billion in revenue in 2022. Similarly,
Ethio Telecom is the only and publicly owned telecom service provider until 2022, with 68
million subscribers at the beginning of 2023, gross profit of US$730 million (2019/20),
US$600 million growth profit in 2021/22 and total assets of US$1.75 billion in 2019/20. It also
employs about 30,000 workers. In 2022, it was joined for the first time by Safaricom Kenya.

The third dominant SOE is the Commercial bank of Ethiopia (CBE) which has about 60 to 65
percent share in total lending and deposit of the banking sector and 50 percent of the banking
sector asset in 2019/20. There is also the Development Bank of Ethiopia (DBE), which could
be described as the most crucial bank through which the government exercise its crony-lending.
Private firms, with a strong tie with the ruling party, and party-owned firms are beneficiaries
of the DBE loans (see Alemayehu, Addison and Getenet, 2018). The fourth and most important
firm is the Ethiopian Electric Light and Power Authority (ELPA), the only producer and
distributor of electric power in the nation. The fifth is the Ethiopian Shipping Line, which has
its own ships and primarily engages in the country's import and export businesses.

Generally, such civilian SOEs are not the dominant form of ownership of firms in Ethiopia, as
the public sectors share in the value-added on the non-agriculture sector is about 36%, as noted
before. SOEs are also absent in the agriculture sector (Table 4.3). In addition, if we attempt to
measure their size by the size of employment, the share of government employees in the total
(national) employed population in 2021 was just 6 percent (CSA, LFS, 2021). Of the latter,
those who work for the civilian SOEs listed above, are about 778,000 (about 1.8%) in 2020
(CSA, UEUS, 2020).

Cronyism in SOEs is primarily executed by holding board and management position of these
firms and direct pressured by top party officials. (for example, close to 40% of the top
management of Ethio Telecom was held by TPLF members, which claims to represent about
5% of the total population, according to a study by the then opposition party (Genbot-7, 2009)).
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The board chair of CBE was also a top TPLF official. Even efficient firms such the Ethiopian
Airlines (EAL) are not immune from cronyism as the employment of workers for EAL and the
provision of sales outlet at the airport was dominated by the TPLF party members and party-
owned firms (see below and Ermeias, 2016). Public banks (CBE and DBE) provide credit to
selected firms through political pressure (see below). Access to infrastructure (such as power)
is prioritized for firms with stroung tie with the government. Lucrative SOEs’ projects contracts
are offered for firms with ties with the government. Thus, apart from operating as SOEs, these
SOEs are also used as an instrument to benefit individuals and firms that have strong ties with
the regime.

4.4.1. (b): Military-Affiliated State-Owned Enterprises (MA-SOES)

Although the dominant military-affiliated state-owned Enterprises (MA-SOESs) was established
in 2010, their foundation is laid on military enterprises such as the Gafat Engineering that were
established by the previous military regimes (the Derg) in the late 1970s. The infamous
military-affiliated business conglomerate that the TPLF generals of the Army run is referred to
as the Metals and Engineering Corporation (MetEC, henceforth). MetEC was established in
2010 with an initial capital of 10 billion Birr (about USD 400 million). It is set to lead the
country's industrialisation under the government’s DS strategy. Thus, it was mandated to build
the technological capabilities of the country's defence forces; the design, building and
commissioning of manufacturing industries; the manufacturing of industrial machinery; the
enhancement of engineering and technological capabilities; the manufacturing, maintaining,
overhauling and upgrading of weapons, equipment and parts for the military; and the sale of
weapons.

There is no official information about the number of firms under MetEC. Various authors in
the literature use Reuters’ report that states the “conglomerate has 98 companies. Two of them
manufacture military equipment. Dozens of others make civilian products, including TVs, solar
panels, trucks, construction machinery, plastic products and other goods”. Although this
description is generally correct, the number of firms is contested. Military-related
manufacturing firms are four, not two, either. The most reliable information seems an MSc
thesis at Addis Abeba University (Zemen, 2017) and the recent English Weekly “Addis
Fortune” interview with the current CEO of MetEC about MetEC’s restructuring in 2018.
According to both sources, MetEC has 15 semi-autonomous and integrated military and
civilian manufacturing companies operating in more than nine different sectors (with at least
75 firms under them). It had 16,500 permanent employees, excluding the 3000 workers recently
forced to leave following the corruption scandal within MetEC and the canceling of many of
its contracts. Among these, four are engaged in military-related products and recently returned
to the ownership of the ministry of defence. According to the new board chair’s report to the
English Weekly, Addis Fortune (Aug 08, 2020), the company carries a total of 74.2 billion Birr
in debt, equal to its assets.
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MetEC was run by high-ranking military generals, as noted — including its founding CEO, Maj
General Kinfe Dagnew (now in prison). From 29 top and middle-level management positions,
70 percent of leaders are from the ruling party, the TPLF. All top posts of MetEC firms are
held by TPLF generals, leaving out only four positions to the rest of the country’s
ethnolinguistic communities that account for at least 95 percent of the population.

MetEC is allowed by the regime to take mega public projects worth billions of Birr without a
bid — from installing a fertilizer manufacturing plant and assembling various trucks and
locomotives for light rails to building dams and installing sugar factories. It, however, generally
began to subcontract these jobs to others because it had no in-house capacity.

Using the military establishment for industrialization and technological innovation and
development is a sensible approach with proven success in many countries. A glaring example
of that is found, for instance, in the US industrial and technological innovation history, where
the state acted as an entrepreneur state (Mazzucato, 2019). In Ethiopia, however, its conception
and practice were not only half-baked, to say the least, but also primarily politically motivated.
It appears political expediency (including keeping the party generals busy and corrupt) is more
important than the actual industrialization and innovation task. The blatant proof for this is that
MetEC was led and staffed by military generals from the ruling TPLF party who are high school
graduates at best with no idea about technological development, innovation, planning and
industrialization. This is true in middle-level management too. Generally, the conglomerate did
not have well-trained engineers and innovators staff who could handle the huge government
projects it took. Thus, MetEC failed to do mega public projects that it took without bidding.

Thus, MetEC began to sub-contract most projects which it has acquired from the government
to foreign companies (when it is a complex project) and to POEs*%and private companies of
their relatives (or their own firms set up in the name of their relatives) when the task is more
straightforward All these subcontracting tasks are done through shady deals that led to grand
corruption (see Appendix A for court cases of MetEC). Thus, effectivity, the Military generals
of TPLF became unnecessary brokers that dived into grand corruption to benefit themselves
and their party-owned firms through sub-contracting.

Over time, this corruption began to take a grand form that destroyed MetEC and became one
of the major factors for the regime's downfall in 2018. The most visible of these grand
corruptions is the task of installation of several sugar factories worth millions of dollars.
Despite given the contract without bid, the MetEC generals were unable to do the job. Yet, the
generals forcefully took almost all the budget allotted for the task (the sugar corporation
authorities reported this incident in an openly televised session of the parliament). They also
failed to honour the contract to undertake the electro-mechanical task for the Grand

10 For instance, out of the 70 billion Birr contract they have got from the government without bidding,
which they failed to do but took all the money as noted, it has sub-contracted about 5 billion Birr worth task to
Mesfin Industrial (the TPLF party owned firms) for boiling house work, without bid.
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Renaissance dam, a contract they were given without bidding, costing the country millions of
dollars by delaying and eventually being unable to do it. In 2018, 29 high-ranking military
officials involved in running MetEC, including the founding CEO, were imprisoned by the new
government on corruption charges, and their cases are being handled in court. The nature of
cronyism at MetEC is illustrated in Appendix A that is based on the police report presented to
the court.

In 2018 when theTPLF is ousted from the Federal government, the new government of Prime
Minister Abiy Ahmed cancelled MetEC’s major contracts. Following this, the industries that
have been manufacturing military equipment are transferred to the Ministry of Defense. The
rest of the firms are re-organized to manufacture civilian and commercial products under new
management and new name — the National Metal Engineering Corporation (NMEC).

4.4.2.Party-Owned Firms (POFs)

The coalition of three ethnic-based parties (OPDO, ANDM and TPLF) and one multi-ethnic
regional party (SNNPP) that formed the EPRDF had firms operating under their party’s
respective ownership. Top party officials lead these firms. However, like the political power
among the coalition member, the number, size, sophistication and benefit derived from the
government by TPLF-owned firms is very extensive and incomparable to the profile of firms
owned by the rest of the coalition member parties. Thus, it is better to talk about TPLF-owned
firms than EPRDF-owned firms. For instance, the OPDO which claims to represent the Afan-
Oromo speaking community, the ANDM which claims to represent the Amharic speaking
community and the “Southern region” claims to represent over 70 ethnic groups — and, hence,
the three combined, claiming to represent over 90 percent of the Ethiopian population, owned
only 7, 5 and 1 firms, respectively. Similarly, the combined initial capital of firms under each
of these party’s was only 152, 391 and 12 million Birr, respectively (Bogale, 2013). Comparing
these figures with similar figures of the TPLF-owned firms, given in Table 4.2 below, shows
how minuscule the share of the three parties is —a clear reflection of the political power balance
in the coalition.

On the other hand, the TPLF owns several firms with significant capital and influence in every
sector of the economy (Table 4.2, Appendix B). Most TPLF owned firms were set up in the
first half of 1990s, following TPLF’s hold of power in 1991 — showing that capturing state
power was a precondition for creating and capturing firms. Though they are legally established
today as private limited companies, they are owned by “The Endowment Fund for
Rehabilitation of Tigray” (EFFORT), which belongs to the TPLF. The initial seed finance for
these firms came through converting aid money into cash in a cruel manner, robbing of banks
as well as private and public property during the civil war days — as reported by the then
Chairman of the TPLF, now an opposition leader. TPLF also collected contributions from
ethnic Tigray Ethiopians supporters of the party. As shown below, a significant part of their
initial capital (about 322% of their initial capital from DBE and 65 % from CBE for the sample
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of major firms) came from public banks through cronyism. The latter is done once TPLF
captures political power (see Ermias, 2016; Hassan, 2019; Berhanu, 2015; Table 4.41%).

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 2003 exchange rate, this comes to about US$200 million in
2003 US dollars. This number of firms has grown to 66 in Ginbot-7’s (an opposition party)
survey that offered the list of all firms in 2009 (Ginbot-7, 2009). The number reached 90 firms
in the 2016 book by Ermias Legesse (2016). TPLF-owned companies are organised into five
clusters, each led by a senior TPLF politburo or central committee member who is a high-
ranking government authority: Engineering and Construction; Manufacturing; Service; Agro-
Processing and Mining (the profile of some of the big and major firms from each cluster are
given in Appendix B).

A summary of my estimate about the size of capital, turnover and direct employment of TPLF-
owned firms, which is based on the sample of prominent firms, is given in Table 4.4. Table 4.4
shows the total capital of the top 8 big firms (out of the possible 90) could be about 52 billion
Birr in 2018, at the 2018 price. If we add to these eight firms the other five that are not covered
in Table 4.2 and given in Ermias (2016) and update their capital to the year 2018, we will have
an additional 26.4 billion, which makes the total 78 billion Birr in 2018 prices. Assuming the
national survey of large and medium size manufacturing firms (LMSEs) by CSA (Central
Statistical Authority) included these TPLF-owned firms, the TPLF firms’ capital estimated in
Table 4.4 could account for at least 40 percent of the total capital of the 3,529 LMSEs in the
country (see Tables 4.4 and 4.5)*2,

The initial capital of the eight major TPLF firms in my sample has increased on average about
60-fold (and nearly seven times adjusting for Birr inflation). These sample firms, on average,
had an annual turnover of about 39 billion Birr in 2017/18 and provided permanent
employment to about 17,000 persons. Although on the downside because of its coverage, this
estimate clearly shows the dominant position of TPLF-owned firms in the national economy.
It is imperative to note that the flourishing of this business empire has happened despite the
explicit prohibition to own and run business firms by political parties in Proclamation No.
46/1985/article 31 of the party organization proclamation of the country.

1 Regarding data about party owned firms, they are very secretive about it and it is impossible to get official data
about each firm’s operation. The information contained in Ermias’ book is thus important because Ermias was a
state minister in the TPLF/EPRDF regime and had firsthand access to data and information about activity of the
POEs. He also had the motive and opportunity to release the information as a decedent residing in US. Written in
Ambharic (the Federal language) it has also a lot of supporting documents such as letters written by authorities of
the regime in relation to the activity of POEs which is provided in the Annex to the book. | have also tried to use
and triangulate the data based on some thesis papers written for MA/MBA degree in local colleges.

12 1f all firms that belong to EFFORT are not included in the CSA data, this share would be 61 percent.
However, according to my inquiry about this to some experts at CSA, the TPLF firms are included in CSA data.
Since my estimate here is made based only on 13 out of the possible 90 TPLF firms, the 40% share found here
could still understates the actual share.
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Table 4.4. Summary Profile of the Top 6 TPLF Firms (in Birr, for 2017/18, Annex B for

details)
Initial Initial Loans Estimated Estimated Estimated
. . Capital capital at from Current Annual Current
Dominant TPLF Firms (Birr) current Birr DBE as Capital Sales/turnover Employment
(2021) % initial (Birr)** (Birr,
value” capital, 2017/18)
2009#
1. Guna Trading 10 million 90 million 7.8 billion 10 billion 500 (+2000)
2. Almeda Textile* 180 million 1.6 hillion 380% 9.4 billion 700 -900 5,278
[64%] million
3 Sur Construction 108 million  1.13 billion  245% 6 billion 15 hillion 1700 (15000)
4 Messebo Building/ 240 million 2.2 billion 406% 9.3 billion 7 billion 1800 (291)
Cement [63%)]
5. Mesfin Industrial* 10 million 90 million 7.8 billion 2.14 billion 600 (1000)
6. Addis Pharmaceutical 169 million 1.5 billion 257% 2.6 billon 800 million 720 (200)
[68%)]
7 Trans Ethiopia 102 million 918 million 3.5 billion 7.5 billion 1700
8. Wegagan Bank 60 million 540 million 3.8 billion~ 3.1 billion™ 4,907
Total 879 million 8.1 billion 51.7 billion 39 billion
Including additional 5 Firms not included above that worth 26.4  78.1 billion

billion in 2017/18##

##1f we include 5 firms which are given in Ermias (2016) and update the data to 2017/18, these firms have additional
capital of Birr 26.4 billion (Mega Net corporate grew from Br 4 million (initial capital) to 26 billion; Hiwot Farm
mechanization from Br 25 million to 1.2 billion; Ezana mining from Br 89 million to 4.7 billion; Bruk Chemical from
Br 20 million to 7.6 billion; Dedebit bank from Br 20 million to 10. Billion

Source: Appendix B (see details about growth, functions and national spread of these firms in Appendix B)
Note: * Air-bombed by the Federal Air force suspected of producing war-related materials during the war between
the Fed and TPLF n 2022. ** Ermias’ 2016 figure is extrapolated by the historical growth rate for one year. ~Br
5.1 billion in 2019/20 & revenue of Br 4.4 billion in 2019/20. Wegagan Bank’s share is also held by other EPRDF parties,
though they have a minority share (see Appendix D for detail)

~ the current value is computed assuming the dollar value didn’t change and using $1=5 Birr before 1995 and the Birr to dollar
rate in 2017/18. When a dollar estimate exists, the current value of that estimate is used.

# is based on 2009 DBE report given in Ermias (2016, p190) & initial capital in column 1. Ermias (2016) also reported that
for a sample of 3 firms (Messebo, Almeda and Addis Pharmaceutical) the loan from CBE (the other public bank) amounts to
about 65% of their initial capital. These figures are given in the square bracket in this column [].

In line with the objective of this study, it is imperative to ask, “how do these POEs manage to
get this dominant position?” — the short answer is through cronyism. The cronyism observed
took various forms, including (i) financing of these firms (credit) by public banks without
collateral. Some of the firms sometimes were not paying back the debt. This debt is then
converted to bad debt and transferred from the commercial bank of Ethiopia (CBE) who
provided the loan to the Development Bank of Ethiopia (DBE) by direct order of the
government, PM Melesse Zenawi (Ermias, 2016, The Reporter, 2013); (ii) through
privatization of SOEs offered at a giving away prices to POEs, (iii) through offering market
opportunities without bid in the public sector by political order, (iv) through getting significant
discount/subsidy from public and private firms by putting political pressure on them; (v)
through failing to pay due taxes and tariffs (especially for imports); and (vi) through putting
political pressure on SOEs and some big major private firms not to compete with POEs or by
putting them in disadvantageous position in the market through the board chairs (which are the
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party officials) of the competing SOEs (and firing of CEOs if they refuse the order — an
illustrative example of this is the SOE, Muger Cement factor which was competing with the
POEs Messebo Cement of the TPLF). Samples of evidence on these various forms of cronyism
are offered at the end of appendix B2 and details can be found in Ermias (2016) and the
Ambharic Weekly, “The Reporter” (which is an insider News Paper), especially those published
between October to December 2013.

4.4.3.Private Foreign Investment: FDI and The Influential MIDROC Industrial Group
MIDROC (Mohamed International Development Research and Organization Companies)
Ethiopia's group of companies is the biggest privately owned conglomerate in Ethiopia. Sheikh
Mohammed Hussien Ali Al-Amoudi, of Saudi citizen of Ethiopian origin, owns it. About 80
companies and subsidiaries (according to its website, News Media Sources and Abel, 2012)
under MIDROC are currently re-grouped in 4 clusters and led by 4 chief executive officers
(CEOs). These are manufacturing (15 firms), mining (4 firms) engaged in precious metal and
gold extraction (4 firms) and technology solutions for architecture and construction. It has also
Agriculture and Agro-processing (12 firms, including firms in exportable goods such as coffee
and tea) and “Commercial” (4 companies engaged in the wholesale and retail business and
aviation) firms. Details about this group of firms are provided in Appendix C. It is estimated
that MIDROC employs about 65,000 workers (Fortune, July 31, 2021), making it the top
employer next to the government.

There are several indicators that some of these firms and its owner have a strong relationship
with the government. Some of the indicators: include its winning one of the lucrative gold
mining contract; its occupation of tracts of land across the country without development for
years (which is illegal for other firms); provision of its luxury collections of cars, the service
of the luxury Sheraton hotel and the city’s most enormous hall owned by him (the Millennium
Hall) for government functions. The open campaign of the chairman of MIDROC, Shaik
Mohammed, for the ruling TPLF/EPRDF in the 2005 election, though a clever and
understandable move as an entrepreneur, if TPLF was to remain in power (which turned out to
be the case), is also another indicator that he has strong ties with the ruling elite, with apparent
implications for cronyism?®3, This doesn’t mean he is always favoured, however. He held, at
best, a second position when compared to POEs such as the TPLF-owned Messebo Cement
company vis-a-vis his Cement factory. At times, he was even forced to increase cement prices
by direct order of TPLF officials (when he was attempting to reduce the cement price) so that
it doesn’t undersell the TPLF-owned Cement factory.

Although MIDROC firms are strictly foreign-owned firms, they can also be considered local
firms, given the owner's background and his strong link with the government and his country
of birth (Ethiopia), as noted.

13 There are also many indicators of this in local media and local-language based books. For instance, it is
alleged that the group benefited from privatization (e.g., The Ethio-Libya Mining Co which is sold to MIDROC
at Br 25 million, while other firms offered up to 200 million according to Ermias (2016) as well as the awarding
of gold mining concession to MIDROC (Hassan, 2019) being cases in point).
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In addition to MIDROC, other strictly foreign-owned firms came through the FDI channel and
engaged in many sectors. FDI has dramatically increased since 2013. This can be read in Figure
4.2 (see Alemayehu and Guta, 2022, for detail). FDI grew significantly during the DS model
period, from just US 300 million in the first decade of the 2000s to the pick of US$4.1 billion
in 2016, before declining to US$2.5 billion in 2020/21. Major source countries are emerging
economies, particularly China, India and Turkey, as well as Western Europe and North
America. The dominant Chinese and Turkish firms were engaged in the construction and
manufacturing sectors, especially in flourishing industrial parks. It is difficult to get
information about the cronyism of these foreign firms, including the dominant Chinese firms.
However, since big firms from emerging economies such as China also came with finance for
most government mega projects, they also undertook the project as part of the condition for the
finance provided. From this perspective, such firms' direct and special benefit is explicit. In
addition, the relationship such firms from emerging economies (as well as their government)
established with the regime must have also provided a degree of security to engage in
investment4,

Figure 4.2. Recent Trends of FDI in Ethiopia
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4.4.4.0ther Large and Medium Size Firms
Following the privatization of several public firms over the last three decades, the
government’s engagement in the manufacturing and service sector has been significantly

14 Although I haven’t examined the impact of such firms on growth and local private sector development in this
study, it is interesting research are worth examining in future (see Alemayehu and Atnafu, 2009; and Alemayehu,
2019 for such analysis in the Africa context).
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reduced. For example, in the country's Large and Medium Size Manufacturing Enterprises
(LMSMEsS), the share of the public sector in the total number of firms is about 3.6 percent
(Table 4.5). The public firms’ share in the paid-up capital and gross value added of such firms
is about 5 and 22 percent, respectively (Table 4.5). In addition, 95 percent of the wholesale,
retail and motor vehicle sub-sectors firms in the service sector are owned by private sector
operators. Similarly, the small-scale manufacturing enterprises/firms (SSMEs) are also fully
privately owned (see also Table 4.5). Thus, LMSMEs, SSMEs, as well as the bulk of the
services sector firms are generally privately owned (Table 4.5). If the private sector decisively
owns such firms, how is cronyism expressed concerning these firms?

Table 4.5. Large, Medium and Small Size Private Firms

Number  Permanent Total Asset (Billions Ownership (Share
of Firms  Employees *  Birr) of Public)
Large and Medium Size 3,529 293,058 -Fixed Assed 145 bin 3.6% of firms
Manufacturing Firms (LMSME) -Paid up Capital 205 bin 5% paid-up
capital.
22% Value Added
Small Scale Manufacturing 154,162 849,549 None
Firms (SSMEs) [2.14 million]
Distribution Services Sector firms (DSS)
Wholesale trade 51,994 216,887 32 billion 1.2% firms
[644,000]
Retail trade 511,219 691,144 24 billion 2% firms
[1.58 million]
Motor vehicles 13,786 67,011 68 billion None
[122,000]

Source Author’s computation based on CSA Survey (2016/17 for SSMEs & LMSE and 201/14 for DSS,
Note: values in *[ ] include non-permanent and seasonal employees.

Among the LMSMEs, three categories of privately owned firms strongly related to the TPLF-
led government and benefited from this. Some of these firms are owned by individuals with a
strong link with the ruling elite (the TPLF-led government). These are (a) big construction
firms (especially grade one construction firms) that were getting lucrative business contracts
from the government, (b) several medium-size firms engaged in the distribution of goods such
as construction materials, especially metals, iron bars (including those who claim to build big
five-star hotels and allowed non-tariff imports of materials such as iron bars which are
invariability sold in the market) and (c) several private firms in the real-estate sector who get
access to land in a prime location at a ridiculous price (in 2009/10 out of the total number of
real estate firms that received land for dwelling houses in Addis Abeba, 50 percent of them
were ethnic Tigrayans with a strong link with the TPLF (Yohannes, 2013). This number is
significant since this ethnic group accounts for only 5 percent of the Ethiopian population (and
less so in Addis Abeba), and the data doesn’t include land for business building, which is as
much, if not more (Yohannes, 2013)®. Some of these firms also benefited from the
privatization of public enterprise by getting them at a give-away price — a typical example of
this being the over 100 years old first hotel of the country (Empress Taitu Hotel) in the center
of Addis with big tract of land “bought” by members of the ruling TPLF families at a ridiculous

15 Yohannes, the Addis Ababa Land Authority director, fled to Germany fearing prosecution. He is the source of
this information in a book published in 2013. He also provides the land's size and the owners' name.
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price. Likely, some of the politicians also have a share in these businesses. Party-owned firms
are also among the beneficiaries of the privatization of SOEs at giveaway prices - the
privatization of Kuraz Publishing and its transformation as MEGA Plc, which TPLF owns, is
one case. They were also getting lucrative business —various public project contracts given to
“Sur Construction Co” that TPLF owns (especially from the Ethiopian Road Construction
Authority, see Appendix B) being cases in point.

Finally, cronyism in small and micro enterprises/firms takes a different form. It is generally
carried out through the provision of microcredit-based loans by the government, invariably to
organized groups. The government also provides sheds as trading posts for some private sector
operators in urban areas. This was used to be practised by the TPLF-led EPRDF government
until 2018 and has continued in the current PM Abyi government’s party. The officially stated
objective is “job creation” for the youth. However, political support for the ruling party
(including a membership request) is an important criterion. Therefore, it is less likely to get
these benefits unless one is somewhat related to the ruling party in this manner. For instance,
providing microcredit to such firms in the three years between 2017/18-2019/20 averaged
about US$320 million per annum, about 3 percent of the total loan disbursement by the banking
sector (at $1=Birr 24.6 rate). This amount was provided, on average, for about 122,000 new
micro firms each year. These firms officially claimed to create, on average, 880,000 jobs each
year in the same period (NBE, 2019/20).

5. Conclusion and Implications

In this study, an attempt to identify the manifestation of crony capitalism in Ethiopia is made.
Focusing on the period when the country pursued a “developmental state” based development
strategy, it attempted to show the development of crony capitalism and its salient features from
a political-economy perspective. It also demonstrated the fertile ground created for cronyism
in the context of this strategy using available empirical data and information. The study then
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 TPLF-led government.

The analysis generally shows that the state-led capitalism (the DS model) that Ethiopia was
experimenting with in the last two decades was ridden by crony capitalism. This was
characterized by significant corruption through establishing a business-government
relationship using a myriad of firms that party-owned firms dominated. Corruption, in turn, is
primarily executed through “state capture” by a minority ethnic political elite, which wants to
remain in power by controlling the economic sphere. The grand corruption, the overzeal to
control all facets of the economy by the ruling TPLF regime, and the implications of that for
horizontal inequality (both political and economic) among the political elite groups must have
been one of the significant factors that led to the end of the TPLF-led regime in 2018. The latter
led to political instability that followed and remained to date.
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The manifestations of cronyism during this regime, which is examined in detail in this study,
have implications on what to do about it and how to bring about sustainable development and
political stability through genuine private sector development in the country. The growth of the
various types of firms with a strong tie with the government described in the study had both
positive and negative aspects. On the positive side, they have contributed to the country's
growth in the last two decades. On the negative side, they have contributed a lot to the lack of
inclusive economic and political development with implications for corruption and the stifling
of genuine business development and political instability that led to the end of the TPLF
regime. However, evaluating such multifaceted implications of cronyism in Ethiopia is beyond
this study's scope and needs detailed micro and macro-level future research. From this study, I
have indicated some directions for future research on cronyism in Ethiopia by way of
conclusion. Given the dominance of party-owned enterprises (POES) in systemic cronyism, the
focus is also related to them.

First, through the practice of cronyism described in this study, which is executed through state
capture by the “ethnic elite” and the POEs’ policy of creating synergy among themselves, these
firms began to have a monopoly position. They engaged in unfair competition with other firms.
This must have led to inefficiency and stifling of private sector development, which needs to
be researched further. This is also relevant for other big firms with strong ties with the
government but not owned by the ruling party as described in this study.

Second, because the leaders of the POEs are not accountable to anyone (except for their narrow
circle in the party), corruption becomes a major problem. Corruption was rampant both within
these firms as well as in the entire state structure. Within the TPLF-owned firms (POEs),
corruption was alleged to be carried out by the political elite (see Appendix B2). There is also
indirect evidence of significant capital flight during this regime, and the capital flight is
empirically explained, among other things, by corruption (see Alemayehu and Addis, 2017).
In addition to such indirect evidence, TPLF/EFFORT’s report indicated that by 2001/2
EFFORT had lost ETB 340 million, or around 40% of its original cash investment. This is
described by EFFORT to be primarily because of ‘leadership problems’ (Vaugha and
G/Michael 2012). Decedent TPLF top officials noted this has to do with corruption by top
officials (Gebru, 2015; Seye, 2004). These issues and their political and developmental
implications are worth studying with detailed documentation in future.

Third, a World Bank study (Plummer, 2012) also noted that many stakeholders are concerned
about the risk of downstream corruption (at the national level) through collusive alliances. This
is introduced whenever planning, budgeting, and project preparation procedures deviate from
using a rational, objective basis for prioritizing and packaging project contracts benefiting
POEs and MA-SOEs and some Chinese firms when the finance comes from China. Thus,
Plummer (2012) noted that lack of transparency in planning some design-build contracts and
off-budget engineering, procurement, and construction contracts in almost all value chains
shows the prevalence of high corruption. Such cronyism is likely to undermine the growth of
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a genuine private sector based on fair competition and a free market-based economic system
which is worth researching further.

Fourth, through the synergy policy of these POEs and MA-SOEs, these firms became an
enclave sector acting like a country within a country that undermined the integrated national
economy and the growth of the rest of the private firms in the country. The cronyism they are
involved in through this policy is also sure to distort the proper business model for genuine
entrepreneurs. Thus, to be successful, the resources and energy of the private sector operators
must have been spent in establishing crony relationships with authorises. As a result, shortcuts
to success instead of hard work and free and fair competition-based growth permeate the
system. This process also has begun to destroy society's moral values in many aspects of life
(see Tena (2015) about the changing moral value of the community.). This is also an area worth
studying in detail for its policy implications.

Fifth, we may also ask how the regime executed this cronyism at this scale and whether it was
a politically sustainable strategy — which again is an attractive further research area. Berhanu
(2011) attempted to explain this (while examining the flourishing of POEs in Ethiopia) based
on (i) the existence of a state that is characterised by insecurity about its political base, (ii) the
organizational capacity, (iii) ideological predisposition to do that, and (iv) inherited a country
with a high degree of state centralization. These could be some of the essential factors. The
form it took in Ethiopia has also to do with: (a) the ability of the TPLF, through insurgency and
with the help of external forces, to capture political power and (b) the myopic (ethnic, not
national, focused) view of the TPLF leaders to remain in power through authoritarian rule,
instead of a democratic election. It may also relate to the low level of the general education of
the society (of which 80 percent live in rural areas) that was unable to organize and question
the system and bring about a democratic system. These are some issues that need to be
researched in the future. This research should also include how to establish peaceful power-
sharing mechanisms among the political elite and ensure political stability in the country.

Sixth, another way to look at this cronyism is state-capitalist development through
industrialization and to consider this cronyism as primitive accumulation that may lead to a
nascent capitalist development. Such primitive accumulation is cruel but worked historically,
for instance, as that of the British primitive accumulation documented in detail, among others,
in Marx’s “Capital” (chapters 26 to 33). Or, to ask, could these regime’s actions have been a
response to market and government failure for industrialization in a developing country like
Ethiopia — perhaps yes, but this only seems to work in a national (not ethnic) context, however.
In addition, it also needs an informed government and able technocratic bureaucracy like that
of East Asia, including China. It also, perhaps, needs a democratic system with accountability
as that of Botswana and Mauritius in Africa to Imit the cronyism (Alemayehu, 2019). In
Ethiopia, the fact that an ethnic party leads the DS model-based strategy has given this
minority-based ethnic party unprecedented political and economic power over the majority
ethnic groups/parties, which was resented by all. The latter made it an unsustainable
accumulation strategy — a hypothesis worth studying further. The preliminary evidence for the
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latter is that this cronyism has led to horizontal inequality, especially among the political elite
(both real and perceived) and did not bring inclusive growth either. This led to conflict among
these political elites (as well as between TPLF and the population at large). This led to the
country's political instability that followed soon (ending with ousting of the TPLF from state
power in 2018).

Related to the above point but at the firm level, the phenomena described in this study may
also show the unsustainability of such a business model (crony capitalism through POEs and
MA-SOES) despite their possible positive contribution to national economic growth. This is
because the existence, success and competitive position of such firms in business is predicated
upon whether the party that owns them has the political power to support them. The TPLF,
following its being ousted from Federal power, relocated itself to its ethnic-enclave homeland
in the Northern part of the country. A two-years war took place between TPLF and the Federal
government, triggered by TPLF’s attempt to comeback to power (2020-2022). Two of the
biggest POEs firms discussed in this study, “Mesfin Industrial” and “Almeda Textile” were
air-bombed by the federal government, suspected of producing army-related materials for the
TPLF — a visual indicator of the unsustainability of this business model. Even if there was
peace following the ousting of TPLF from power, the POEs might not survive without the
cronyism-based support they used to enjoy and without selling their goods and services in the
rest of the Ethiopian market (95 percent of the population). Again, this is an interesting
hypothesis worth studying in future.

Finally, theoretically, from the Kaleckian analytical perspective, the alignment of the interest
group that was running the POEs and MA-SOEs with foreign capital (that was financing the
country’s growth) on the one hand, and the exclusion of the rest of the political elite from this
on the other, has shaped the recent war. Moreover, politics and the country's political economy
were also tied to the region's geopolitics in the last three decades and during the recent war
(2020-2022). Thus, external forces (IFIs, USA and the West, China, Russia, Turkey, UAE,
Sudan and Egypt, among others) in shaping domestic politics and economic development is a
compelling hypothesis worth examining in detail.

34



References

Abel Negatu (2016), “A Qualitative Content Analysis of Web-based Sustainability Reporting:
A Case Study of MIDROC Ethiopia Group, Mater Thesis, Handlshogskolan vid
Karlstads University.

Acemoglu, Daron, Simon Johnson, James A. Robinson (2001), ‘The Colonial Origins of
Comparative Development: An Empirical Investigation, The American Economic
Review, Vol. 91, No. 5 (Dec. 2001), pp. 1369-1401

Addis Fortune (2014), Published on March 14, 2016, Vol 16, No 828

Addis Fortune (2020), Against All Odds, MetEC starts Afresh, Addis Fortune, August 08,
2020, Vol 21, No 1058.

Addis Standard (2018), Analysis: inside Ethiopia’s trial of grand corruption. Who is accused
of what’, Addis Abeba, December 07/2018 (by Mahlet Fasil and Yared Tsegaye)

Alemayehu Geda (2005),” The Macroeconomic Performance of the Ethiopian Economy in the
Post-Reform Period: An Evaluation”, Journal of North-East African Studies, 2005,
Vol. 8, No. 1, pp. 159-204

Alemayehu Geda (2008) ‘The Political Economy of Growth in Ethiopia ‘in Benno Ndulu,
Stephen A. O’Connell, Jean-Paul Azam, Robert H. Bates, Augustin K. Fosu, Jan
Willem Gunning and Dominique Njinkeu (eds). The Political Economy of Growth in
Africa: 1960-2000. Cambridge: Cambridge University Press).

Alemayehu Geda (2018), ‘African Economic Engagement with China and the Emerging South:
Implications for Structural Transformation”, Journal of African Economies, Vol. 27
(1), i52-i90.

Alemayehu Geda (2018), ‘African Economies and Relevant Economic Analysis: A
Structuralist Approach, Journal of African Transformation, 2 (1&2): 1-34.

Alemayehu Geda (2018a), ‘African Economic Engagement with China and the Emerging
South: Implications for Structural Transformation”, Journal of African Economies, Vol.
27 (1), i52-i90.

Alemayehu Geda (2019a). The Historical Origins of African Economic Crisis: From
Colonialism to China. Newcastle, UK: Cambridge Scholars Publishers.

Alemayehu Geda (2019b), ‘Critique of PM Abyi’s Home Growth Economic Policy” Fortune,
and also at www.researchgate.net/proficle/alemayehu_Geda

Alemayehu Geda (2019c¢). “Introduction” to Michael Kalecki. Essay in Developing Countries,
Ambharic Translation, with Ethiopian Government’s Conception and Practice of the
Developmental State and Its Challenges. Addis Abeba: Mankusa Printing.

Alemayehu Geda (2021a), Advanced Macroeconomics for Africa I: The Short-run.
(Unpublished, Department of Economics, Addis Abeba University).

Alemayehu Geda (2021b), ‘The Challenge of Unemployment and Youth Unemployment
amidst Fast Economic Growth in Ethiopia’, Paper Presented at AERC, Collaborative
Research Project, Nairobi.

Alemayehu Geda (2021b), ‘The Challenge of Youth Unemployment amidst Fast Growth in
Ethiopia” (AERC, and AAU)

35


http://www.researchgate.net/proficle/alemayehu_Geda%5C

Alemayehu Geda (2022), ‘Macroeconomic Management in the Fragile States of Africa: Issues
and Challenges’, AERC, Working Paper No FW009 (at www.aercafrica.org and also
at www.researchgate.net/proficle/alemayehu_Geda

Alemayehu Geda and Addis Yimer (2017), ‘Capital Flight and its Determinants from Ethiopia,
Journal of African Development Review Vol 28, No (spl): 39-49,

Alemayehu Geda and Befekadu Degefe (2005), ‘Conflict, Post-Conflict and Economic
Performance in Ethiopia. In: Fosu A.K., Collier P. (eds) Post-Conflict Economies in
Africa. International Economic Association Series. London: Palgrave Macmillan.

Alemayehu Geda and Guta Legesse (2022) ‘Ethiopia and Investment Provision in AfCFTA:
Issues and Challenges’, ODI Investment Brief, UK.

Aligica, Paudl and Vlad Tarko (2015)’ Crony Capitalism’, CESifo DICE Report 3/2015
(September).

Bate, R.H. 1981. Markets and States in Tropical Africa. Berkeley, California: the University
of California Press.

Berhane Weledeslase (2018), “Corporate Social Responsibility Practice of Ethiopian
Industries: Mesfin Industrial Engineering in Focus”, Thesis Submitted to the Graduate
School of Journalism and Communication; for the Partial fulfilment of Master’s Degree
in Public Relations and Strategic Communications, AAU.

Berhanu Abegaz (2011), ‘Political Parties in Business’, Working Paper Number 113,
Department of Economics, College of William and Mary.

Berihu Asgele Siyum' and Niguse Tamirat Kindeya (2016), ‘A Survey Study on the
Contributions of Almeda Textile Factory for the Surrounding Community in Ethiopia’,
International Journal of Industrial and Manufacturing Systems Engineering, Volume 1,
Issue 2, September 2016, Pages: 25-33

Bogale Assefa (1996EtCal). Takaqu Sera Ye Hizbawi Weyane Harent Tigray (The big Deceit:
TPLF’s Business Empire). Addis Abeba (n Ambharic).

CSA Central Statistical Authority (2021). Labour Force Survey 2021.Addis Abeba: CSA.

CSA, Central Statistical Authority (2021). Agricultural Sample Survey 2020/21 (2013Eth.Cal),
Vol 1, Report on Area and Production of Major Crops, Statistically Bulleting 590.
Addis Abeba: CSA.

Desalegn Rahamato (2008). The Peasants and State. Addis Abeba: Addis Ababa University
Press.

Desalegn, Rahamato (2011), ‘Land to investors: Large-scale land transfers in Ethiopia. Forum
for Social Studies, Addis Ababa, Ethiopia

Diwan, Ishac, Adeel Malik, and Izak Atiyas (eds.) (2019). Crony Capitalism in the Middle
East: Business and Politics from Liberalization to the Arab Spring. Oxford: Oxford
University Press.

Ermias Legesse (2016). Ye Meless Lekakit (Melese Zenawi’s Ethnic-Networked Economic
Crimes). Washington, DC.: Netsanet Publishing Agency.

36


http://www.aercafrica.org/
http://www.researchgate.net/proficle/alemayehu_Geda%5C

Ezana Haddis W.Ghebrael (2020), ‘The Framing of Inner-city Slum Re-development by an
aspiring developmental state: The Case of Addis Ababa, Ethiopia’, Cities, at
https://doi.org/10.1016/j.cities.2020.102807

Genbot-7 Party (2009) TPLF’s Business Empire, July 13, 2009.

Guesh Berhe (2010) “Assessment of Factors Affecting Sales Volume: A Case Study of Mesfin
Industrial Engineering PLC”, submitted by me to the award of the Degree of MBA in
International Business of Mekelle University at Mekelle, (2010).

Haber, Stephen (2015)” Introduction: The Political Economy of Crony Capitalism.

Janelle Plummer, Janelle (ed).2012. Diagnosing Corruption in Ethiopia: Perceptions, Realities,
and the Way Forward for Key Sectors. Washington, D.C.: International Bank for
Reconstruction and Development / The World Bank

Kalecki (1964), ‘Observation on Social and Economic Aspects of ‘Intermediate Regimes”, in
Jerzy Osiatyaski (2006) (ed.). Collected Works of Michael Kalecki, vol V, Developing
Economics. Oxford: Oxford University Press. (See also Alemayehu, 2020 (2012Eth
Cal) for Amharic Translation of this book)

Khan, Mushtaq (1995) ‘State Failure in Weak States: A Critique of New Institutionalist
Explanations.” In J. Harriss, J. Hunter and C. Lewis: The New Institutional Economics
and Third World Development. Routledge, London 1995 pp. 71-86.

Khan, Mushtag H. (2010) Political Settlements and the Governance of Growth-Enhancing
Institutions

Khatri N. (2016) Definitions of Cronyism, Corruption, and Crony Capitalism. In: Khatri N.,
Ojha A.K. (eds) Crony Capitalism in India. Palgrave Studies in Indian Management.
Palgrave Macmillan, London. https://doi.org/10.1007/978-1-137-58287-4 1

Krueger, A. 1974. The Political Economy of the Rent-Seeking Society, American Economic
Review, June.

Lipton, P., (1991, 2004) Inference to the Best Explanation, 2nd edition. London: Routledge

Malik, Adeel, Izak Atiyas and Ishac Diwan (2019) Introduction: Crony Capitalism in the
Middle East - What do we know and why Does it matter in Ishac Diwan, Adeel Malik,
and lzak Atiyas (eds). Crony Capitalism in the Middle East: Business and Politics from
Liberalization to the Arab Spring, Oxford University Press, 2019. Pp. 1-38.

Mamdani, Mohammed (2018). Citizens and Subjects: Contemporary Africa and the Legacy of
Late Colonialism. New Jersey: Princeton: Princeton University Press.

Mazzucato, Mariana. 2019. The Entrepreneurial State: Debunking Public vs Private Sector
Myths. London: Penguin Books.

Mkandawire, T (2015), ‘Neopatrimonialism and the political economy of economic
performance in Africa: Critical reflections’, - World Politics, 2015, vol 67, no 3: 563-
612

Mkandawire, T. (2001), ‘Thinking about the Developmental State in Africa’, Cambridge
Journal of Economics, 25(3):289-315.

Mkandawire, Thandika (2010), ‘On Tax Efforts and Colonial Heritage in Africa’, The Journal
of Development Studies, 46 (10): 1647-67

37


https://doi.org/10.1016/j.cities.2020.102807
https://doi.org/10.1007/978-1-137-58287-4_1

North, D. 1981. Structure and Change in Economic History. New York: Norton.

North, D. 1990. Institutions, Institutional Change and Economic Performance. Cambridge:
Cambridge University Press

Paulos Chanie (2007. “Clientelism and Ethiopia’s Post-1991 Decentralisation.” Journal of
Modern African Studies 45 (3): 355-384.

Seid Y. Hassan (2019): Corruption, state capture, and the effectiveness of the anticorruption
agency in post-communist Ethiopia, Economic and Political Studies, DOI:
10.1080/20954816.2018.1535757.

Shiak, Answar (2016). Capitalism, Competition and Conflict. Oxford: Oxford University Press

Teshome Emmana (2021), 'Post-cold War Ethiopian Land Policy and State Power in Land
Commercialization”, in S. Takeuchi (ed.), African Land Reform Under Economic
Liberalization

Tsega Mengesha (EFCCC), Meseret Edosa (EFCCC), Gebre Firdu (EFCCC), and Meseret
Shiferaw (WRI). Citation: Environment, Forest and Climate Change Commission.
2020. Trees, Forests and Profits in Ethiopia: An Assessment of Tree-Based Landscape
Restoration Investment Opportunities in Ethiopia. Addis Ababa: EFCCC.

UNIDO (2018), ‘Industrial Parks in Ethiopia, a Case study”, Addis Abeba: UNIDO

Valuation Process and Performance of Combined Ethiopian Companies: (Experience from Sur
Construction plc. and Ethio-Rental plc) Birhane Tsegay Department of Accounting and
Finance: Raya University Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) VVol.9, No.17, 2018\

Vaughan, Sarah and Mesfin Gebremichae (2011), ‘Rethinking business and politics in
Ethiopia: The role of EFFORT, the Endowment Fund for the Rehabilitation of Tigray’,
Overseas Development Institute, Research Report 02.

Wade, R. 1990. Governing the Market: Economic Theory and the Role of Government in East
Asian Industrialization. Princeton: Princeton University Press.

Wuyts, M. 1992. “Theory, Fact and Method” unit 2, in School of Oriental and African Studies
(SOAS), Research Methods in Financial Economics. London: University of London.

Yohannes Tadese (2013). (in Amharic) Yetsefawu Netsberak. Wuzburg, Germany

Zemen Arche Ayano (2017), ‘Performance evaluation of Selected Firms of FDRE Metals and
Engineering Corporation” MSc Thesis, 2017, Department of Accounting and Finance,
College of Business and Economics, Addis Abeba University.

Zywicki, Todd (2008), ‘Rent-Seeking, Crony Capitalism, and the Crony Constitution George’,
Mason University School of Law, Law & Economics Research Paper Series 15-26.

38





