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labour force both in the urban and rural areas as well as by providing an expanded
market for other sectors of the economy (MOPED 1993).

The strategy stipulates that all economic and social infrastructural development are
undertaken within the framework of ADU, for instance, road networks will be
developed in areas which have export potential (MOPED 1993).

As a basis for implementing the agricultural development -led industrialization
strategy, short and medium-term plans along with detailed sectoral strategies have
been worked out in the EPRDF first and second development plans, and have been
under implementation.

.The Export Sector Development Strategy Within ADLI

This is ADU's external sector strategy, and it emphasizes on three distinct but
interdependent intervention schemes, namely: (1) the promotion of selected
agricultural and manufactured products with high export market potential; (2) ensuring
an enabling environment for private sector development and providing packaged
support for potential exporters; and (3) providing a framework of cooperation and
coordination for the various actors (MOFED 2002).

Here the promotion of selected agricultural products in turn will focus firstly on high
value products with sound production and high export market potentials including
coffee, cotton, fruits and vegetables, livestock and livestock products. And Secondly
emphasis will also be given to such products as oil seeds, pulses, maize, wheat,
spices and forest products. Concerning manufacturing the focus will be on those
agro-industries with high employment generating capacity and easy market access
including textile, leather, and meat industries (MOFED 2002).

2.2. Rural and Agricultural Development Policies and Strategies

It is clearly indicated in the recently issued white paper on the strategy and policy of
rural development that rural development is not solely confined to agricultural
development, but it includes a number of activities outside agriculture (MOl, 2001). It
is argued that agricultural development policies and strategies concentrate on the
following three basic points:

a) Linkages: Identification of the linkages among the various aspects of rural
development activities is of paramount importance. It is indicated that Co-ordination is
required not only among the activities within agriculture, but also with the rest of the
economic sectors. By and large, the opportunities that could be realised from
backward and forward linkages within an economic system need to be explored and

exploited.
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majority of the country's produce.
3) Moreover, what agricultural sector could do at best is either releases

labour or provide employment for its own increased population, and
4) Agricultural growth alone obviously cannot supply the broadening

consumption demands beyond food that all people desire, especially at
higher income.

The industrial strategy document is over-optimistic in achieving the desired level of
industrial development in the near future. It really is blind to the low industrial base of
the country, infrastructure and skilled manpower needed. It expects shortly improved
competitive power of the industry of the country (through provision of standard quality
output, low cost and timely delivery) without any significant support for the sector. The
strategy has not thoroughly analysed the demand side (external) problem, especially
problems related with the competitive powers of our competitors.

The labour abundance and the density of population in rural Ethiopia are not similar
to that of the East Asian countries so as to replicate the agricultural successes
registered in the sub-region -including the green revolution. Their success, by itself,
was highly due to the vast percentage of land brought under irrigation. In Ethiopia,
although we have apparent water resources the terrain is too difficult to bring a
significant size of land under irrigation, as born out by the current less than 5 %.
Moreover, the water volume, itself, highly fluctuates from season to season.

Furthermore, Asian agriculture, in contrast to the Ethiopian, by and large, consists of
highly differentiated peasant ownership structures, with a large part of the agricultural
labour force taking the form of landless labourers or poor peasant farmers with the
major part of their livelihood taking the form of wage income. Rural wages in these
economies are well below the average product of labour. It was, in fact, in relation to
these economies that the dual economy models, or the surplus labour economy
models, of the 1950s and the 1960s, were formulated (Lewis 1954)

Among development researchers Mulat (2002) suggests as the vision to change the
structure of employment, economy and export calls for a program aimed at
developing the non-agricultural sector. He adds that as a land-locked country,
Ethiopia's comparative advantage is likely to lie in providing services and high- value
products to the rest of the world.

The introduction of market liberalization measure is likely to stimulate the growth of
output in areas with better access to markets and favourable infrastructure. Under the
existing poor infrastructure as well as the prevailing backward traditional farming
practices in the subsistence sector, it would be a mistake to assume that agricultural
output would be stimulated by the 'trickle down' effects of the growth of the export
crop sector.
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abundant labour in the rural areas needs further scrutiny.

3.2. Lessons from Experience

One of the approaches to see the appropriateness of a strategy is to evaluate it in the
light of lessons drawn from developed and newly industrializing countries. Although it
is true that the roads taken towards industrialization/growth have been very different
and some experiences are unique and cannot be readily duplicated, reviewing
experiences has its own value if under taken carefully.

To start from the classical thinking as to the sources of growth, both Smith and
Recardo believed that it resulted from capital formation and that growth is halted by
insufficient supply, while Marx and Keynes saw demand problem as a growth
curtailing one. Schumpeter's source is change in technology while that of Marshall is
economies of scale (Bruce 1988).

Harrod explained growth to be increased either by expanding savings or lowering
capital output ratio. "Jonetheless, the rigidities of Harrod-Oomar growth model has led
to further exploration of theories. As a result the Neoclassical Growth Model came up
with a greater flexibility. In Solow's model technological progress is simply
exogenous. It is not determined by economic considerations such as profitability

(Bruce 1988).

The basic feature of endogenous growth model is that growth occurs not because of
automatic and unmodeled (exogenous) improvements in technology but it occurs as
profit maximizing firms or investors seek out newer and better mousetraps (Romer

1994).

More recent findings on how to catch up with developed economies depicted the
option of transfer of technology to LOCs through development of human capital.

In an effort to identify problems of LOCs and bring about development, World Bank
has been on the neo-liberal school's side, with all the assumptions, in its policy
advice.

The notion of 'getting the price right' policy advice of the World Bank for LOCs
regarding export crops suffers from the 'fallacy of composition'. Each export crop
growing country's effort to improve incentives to growers rebounds to the
disadvantage of all others. This 'fallacy of composition' appears to destroy the
efficiency argument for raising prices in the case of several major third world export

crops.

The unrealistic assumptions of the bank and the worsening situation of its advisee
countries gave rise to opposition. As an anti-Washington Consensus, Joseph Stiglitz's
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(1998) line of thought is based on Information-theoretic approach, which is a theory of
market imperfection. It is critical of Washington consensus, which is a neo-liberal idea
emphasizing on fiscal disciple, liberalization, deregulation and privatisation, and
seeks in depth and breadth state intervention. And it argues as state and markets are
complementary than substitutes. It seeks to establish the appropriate role of state in
view of market imperfection.

Lessons from experiences show that the growth of industry requires investment, and
this can be financed basically in one of three ways: from within the industrial sector
itself, from a surplus in other sectors of the economy or from abroad. There is no
doubt that in all industrialization a good deal of industrial investment has been
financed from the surplus within the sector itself (Sutcliffe 1971).

Industrial investment from agriculture is possible in a number of ways. First,
agricultural capitalists or landlords may simply use agricultural surplus to finance
industrial investment as a voluntary action. Secondly, as in Japan, a growing surplus
can be taxed away from them. Thirdly, the surplus can be effectively channelled to
industry by turning the terms of trade against agriculture. Lastly, agricultural surplus
can simply be expropriated by force (Sutcliffe 1971).

However, terms of trade affect the incomes and interests of various groups. The
industrialists would like the price of agricultural raw materials to be low and to import
their machinery cheaply. These interests, on the other hand, will be met when terms
of trade are turned against agriculture through overvalued exchange rates and other
repressive measures. This is an important element of the import substitution strategy
for industrialization. It helps to transfer large surplus out of agriculture into industry.
Thus, while intervening in prices, exchange rates and taxation policies that affect
agriculture, policymakers have to carefully balance the conflicting interests of all
these groups (Hamid et al., 1990).

Mellor (1986) says a development strategy must look like the following if agriculture
and employment are to playa central role.

First, agricultural growth must be derived from technological change. Secondly,
income from the accelerated agricultural growth must create demand for a wide range
of goods and services that broadly diffuse in rural areas; and Thirdly, increased food
marketing by lowering food price should be able to encourage employment in other
sectors by making labour somewhat cheaper relative to the goods and services it

produces.

Views regarding the issues of identifying sectoral priorities in the move towards
development are many of which Sutcliffe (1971) asserts that the development of the
agricultural sector, and of the manufacturing sector may not in fact, be mutually
exclusive, especially if the one involves the government in expenditure and capital
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formation while the other involves types of incentives or a land reform which will not in
fact cost anything to the government in the form of either of lost tax revenues or of
subsidies.

He added that agricultural priority was needed in order to release labour for industrial
development which contributes a large share of savings for capital formation. But this
will happen only if the standard of living in the rural areas can be forced down. Of
course minor improvements in agricultural technology could have a spectacular
impact on agricultural output. But this does not, by itself, answer the question of how
much of this agricultural output can find a market without industrial growth. It is
certainly a short -run argument. An expansion of agriculture must be accompanied by
an expansion of either manufacturing or export or import substitution; otherwise the
expected linkage will not materialize.

The overwhelming comment on agriculture-led strategy is that if properly
implemented it may guarantee short-term poverty reduction in rural rather than urban
areas. For instance, Adelman (1986) said, among all development strategies, reliance
upon export-oriented growth in labour-intensive manufactures and reliance upon
agricultural development-led industrialization appear to promise the poor.

In fact, expanded agricultural incomes will create a demand for industrial output. But
one should know that expanded agricultural incomes would only result either from
improved terms of trade or from expanded sales of agricultural commodities (Sutcliffe

1971).

In giving priority to a particular sector deemed to foster growth government is advised
to critically assess the reality on the ground from many angles and involve in sectors
that are not responsive to private incentives. In fact, backward social systems and
primitive agricultural methods may make agriculture, less responsive to incentives

(Sutcliffe 1971).

The choice of technology for a country, between labour intensive and capital
intensive, does not differentiate whether the choice of techniques is for specific
production process and the economy as a whole. Even so a number of empirical
studies suggest that there is no choice as such practically. It is argued that since
most industrial technology is developed within the industrial countries, economic
pressure had led to the invention of labour saving techniques of production. On the
other hand, it is extremely hard to assess whether there exists an almost continuous
spectrum of technologies with different capital intensities for LOGs to choose from.
Poor countries don't have large institutions dedicated to generating technological
change. As alternative they import the technology which, in turn, developed in
response to replacing the more expensive factors of production (labour) to that of
cheaper one (capital) rich countries (Sutcliffe 1971).
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While we are saying that the private sector is the engine of growth the choice of
technology is left to the investors. Moreover, there is a clear distinction in the sort of
choice made by indigenous investors and foreign ones (Sutcliffe 1971).

With regard to policies and strategies of trade either alone or in combination with
others there are various arguments which run as follows. For instance, Mellor (1986)
argues that an agriculture and employment-oriented strategy does differ importantly
from an export-driven strategy in that the bulk of the markets for production will arise
from increased domestic incomes and substantially from the higher incomes of
farmers applying improved technology.

Nurkse's view of the breakdown of the trade engine of growth and the Prebisch-
Singer hypothesis-relative price of primary products to manufactured goods declines
in the long run -enjoined considerable popularity during the 1950s and early 1960s
as quoted in (Promfret 1997:81). Together they contributed to export pessimism.
Both arguments turned many developing countries' policies toward import substitution
behind highly protective walls, undermining their export capacity.

After the success of export promotion strategy echoed throughout the globe, there
came two different sets of factors generating the second export pessimism that tends
to undermine the desired shift to export promotion strategies; (1) the slowing down of
the world economy since 1970s and the resurgence of powerful protectionist
sentiments in the developed world; and (2) new intellectual and academic argument
supportive of inward-looking trade policies in the developing countries (Miler 1990).

For most underdeveloped countries there are highly depressing prospects for
exporting both agricultural raw materials (as a result of low-income elasticity of
demand in developed countries) and manufacturing goods (as a result of the problem
of competing with more industrialized countries and of their restrictions on such

trade).

Moreover, industrial exports are sold in complex combinations of terms and
conditions that mostly go against poor countries (provision of quality goods, offering
the best credit terms and delivery reliability are the key factors if exports are to be

successfully marketed).

Lessons from experience show that comparative advantage changes as time
proceeds. Thus, the question as to which strategy and which set of policies are most
effective for a given country is like.iy to change over time. Changes take place both in
the initial conditions within each country and in the economic and political
environment in which the country and the world operate. Towards this argument,
Haile (2001) clearly stated that all growth theories and country experiences suggest
that export-led growth strategy is both time or place invariant. Therefore, there are
relevant experiences that other countries could learn. However, the replicability of
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requires capital for irrigation, inorganic fertilizer, mechanical equipment all of which
require petroleum as fuel to run. Petroleum, in turn, is getting 3 to 4 times higher in
price these days than at the time when the Green Revolution was a success story

(Bruce 1988).

Export promotion development strategy as applied by NIEs-Korea, Taiwan,
Singapore and Hong Kong- applied equal incentives to export promotion and import
substitution. It was not essentially anti-export biased. Strong government commitment
and support to steer the economy towards outward orientation without interfering too
strongly with the market mechanism ("optimum government intervention") was
carefully put in place (Sanjaya 1996).

A study comparing Mexico and Korea shows that in both countries import substitution
took place in sectors that were initially protected and then in later phase moved
towards production for export market. The dichotomy between export promotion and
import substitution is overdrawn in the description of the experience of both countries
in the 1970s and 1980s (Bradford 1986).

Taiwan and Singapore's experiences seem to be the case of development mix rather
than dichotomous choice. Instead of providing a sound basis for the new conventional
wisdom on development policy, the experience of the East Asian newly industrialized
countries is at odds with this view. The real story of what constitutes successful
development is subtler and indeed quite different from what the stereotypes suggest

(Bradford 1986).

Recent models of coordination failure and capital market imperfections make it clear
that strategic government intervention may often be required to get out of low level
traps and elicit desirable private investment response (Hoff and Stiglitz 2001). In fact,
the extensive subsidization and government-led coordination of private investment in
Korea and Taiwan played a crucial role in setting the stage for self-sustained growth

(Rodric 1995).

The high performances of Asian countries are perhaps the most spectacular
examples of economic success linked to export. It should be noted, however, that this
success has not always been based on free trade and laissez-fire. What is important
for growth is not whether the free market rules or the government intervenes, but
getting the fundamentals for economic growth right. Researchers have identified
three policies that are deemed to contribute to the success of the "tiger" economies.
First, industrial policies to promote particular sectors of the economy. Secondly,
government controls of financial markets to lower the cost of capital and to direct
credit to strategic sectors. And thirdly, policies to promote exports and protect
domestic industry. Crucial to all three policies is good governance.

IMF examined the sources of the spectacular Chinese growth performance and
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markets, physical investment is likely to be an outcome rather than a cause of
comparative advantage. Instead, natural resources and human capital are likely to be
the main determinants of comparative advantage.

Collier (1997, 1998) argues that Africa's extensive natural resources have no
translated into higher labour costs. Instead, Africa is poor, under capitalized ana
uncompetitive in transactions-intensive activities such as manufacturing. Poor
policies and weak institutions have led to exorbitant transaction costs, while repeated
policy failures and reversals have led to high risk. These rather than resource wealtt-
are the key constraints to growth and diversification.

In the medium- to long-term, Africa could significantly widen its comparative
advantage, if policy distortions (including those associated with uncompetitive or
unstable real exchange rates), poor infrastructure services, high transactions costs
(including those due to corruption) that inhibit competitiveness are properly

addressed.

In the network age, economic well-being is information and knowledge-based. As
observed by Stewart (1994) "knowledge is more valuable and more powerful than
natural resources, big factories or flat bankrolls. Developing countries can no longer
expect to base their development on their comparatively cheap labour advantage.
The comparative advantage that now counts is the application of knowledge."

Creating a base for competitive industrialization in Africa will not be easy. Efforts to
replicate the success of industrializers in Asia and Latin America face some daunting
challenges, including land locked states, high transport costs, low economic density,
geographic is.olation from high-growth clusters, and limited skills and technologies
(UNIDO 1996). However, there are enough examples to show that Africa can
diversify and be competitive across a broad range of products if policies are improved
and transactions costs lowered.

The cost of transportation from the major marketing centres is particularly onerous
when global prices are low. Internal transport costs are also said to double or triple
the free on board (f.o.b.) cost of exportable agricultural products relative to farm gate
prices in outlying agricultural areas in most Sub-Saharan African economies

(UNCTAD 2000).

Given Africa's small economies, it is hard to imagine a successful diversification drive
based solely on domestic markets. Exports-especially of industrial and non-
traditional products-provide the best avenue for attracting high and productive
investment. As the experience of other developing regions suggests the virtuous
circle begins with investment which triggers higher and sustained growth (UNCTAD
1998). But without broad and growing markets, investment will not be attracted. This
shows as domestic market and export- led is incompatible to give rise to growth in the
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In the wake of identifying sectoral priorities for development, consensus is reached as
the development of the agricultural sector, and of the industry are not mutually
exclusive and an expansion of agriculture must be accompanied by an expansion
either of manufacture or export or import substitution; otherwise the sectoral linkages
cannot materialize.

Import-substitution industrialization is thought to have been relevant more to
primitive economies that had little industrial base and exports that were almost
exclusively non-manufacturing. In this regard lessons from the Asian Tiger show that
import substitution took place in sectors that were initially protected and then in
later phase moved towards production for export market, thereby overdrawing
the dichotomy between export promotion and import substitution. In practice, the
export promotion strategy also emphasizes trade to allow economies of scale,
thereby favouring more capital-intensive industries relative to relaying more on
vigorous domestic markets.

There are growing sentiments that comparative advantage based on factor of
production is insufficient to explain patterns of trade due to (1) countries having
virtually no capital were able to achieve substantial progress, e.g. Korea, (2) trade
takes place between advanced nations with similar factor endowment and (3) the
assumptions underlying factor comparative advantage theories of trade are
unrealistic in many industries. Moreover comparative advantage is dynamic; today's
low labour cost country is rapidly displaced by tomorrow's. Competitive advantage
that rests on factor costs is vulnerable to even lower factor costs somewhere else, or
governments willing to subsidize them. Plausible explanation for the perceived
positive correlation between export expansion and economic growth has to do with
externalities, greater utilization of capacity, the potential for scale economies,
greater external inflows, the pressure for competitive effects upon x-efficiency
and other such influences, not as such resource base.

The challenges of globalisation at least in the short and medium term are outweighing
the opportunities presented for developing countries. This can be manifested by the
marginalisation of these countries in the world economy, especially since the degree
of globalisation started to increase as they are losing trade share in the world market.

Given the country's objective reality: highly disbursed agriculture and very
underdeveloped urban centres, ADLI is found to be not feasible; it is also
incompatible with development lessons from the early industrialized and the latest
one from newly industrializing countries. Moreover, it is not well designed to face the
challenges of globalisation.

It was emphasized that following an appropriate policy per se doesn't ensure growth,
but equally, how efficiently, effectively and fully such policies are implemented is
crucial in determining economic performance. Arguably, on balance, Africa's failure to
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