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Gunning (1999), and Kaufmann, Kraay, and
Ziodo-Lobat (1999, 2002). The first two
specifically analyse Africa.

% On correctness see Stiglitz (1996), Tanzi
(2000), and World Bank (1997). On
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Kisunko, and Weder (1998)
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8 Provisional Military Government of

Socialist ~ Ethiopia  (1984).  Ten-Year
Perspective Plan, Addis Ababa, Ethiopia.
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® See Easterly (2002) for some evidence on
the growth impact of policy reforms and the
limits thereof.
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ECONOMIC GOVERNANCE AND ETHIOPIA’S DEVELOPMENT -
SOME REFLECTIONS*

Alemayehu Seyoum Taffesse

“But policy, as opposed to politics, is not (a) zero-sum (game). One of the hardest
tasks of economists is to explain this — a task made all the more difficult by much of

I would like to begin by
congratulating and thanking the
Ethiopian Economic Association
(EEA) for organising the Vision
2020 Ethiopia discussion series. A
lot has been said about the nature
and usefulness of this forum and |
assume that these are by now well
understood.

I would also like to thank the EEA
for inviting me to speak at such a
forum. | feel greatly honoured.

The title of my talk is “Economic
Governance and Ethiopia’s
Development — Some Reflections”.
It has three main parts. The first
part, after outlining my
understanding of the notion of
economic governance and its
determinants (at least for the
purpose of the talk), summarises the
state of well-being and economic
governance in Ethiopia. A statement
of my vision makes-up the second
section. The final section sketches
some of the things | believe should
happen in order to make that vision
a reality.

the political rhetoric.”

Joseph E. Stiglitz [Stiglitz (1998)]

Motivation

Before going any further, however,
let me briefly explain what
motivated me to tackle this issue
and the things that | take for
granted. | thought that would help
set the right perspective and tone for
the substance of my speech.

Recently, | watched a documentary
about Ethiopian children produced
by Save the Children UK. That
documentary had a profound impact
on me. | know many poor people; a
lot of my relatives are poor. |
myself come from a low middle-
income family and have a first-hand
experience of some of the economic
difficulties such families face. As
everyone else, | also have my share
of daily encounters with street
children. Until that day, however,
my interaction with poor children
was either person-to-person (usually
mediated by some cash transfer), or
in the abstract while doing research
on poverty and well-being. For the
first time, | watched children
themselves talk about aspects of
their own lives, their needs and
hopes, in short, their poverty
without directly asking for help.

Penetrating through my protective
shields of charity and abstraction,
their talk revealed to me what it
really means to be a poor child.

Being a parent, my thoughts
subsequently dwelt on my own
children and the children they will
hopefully have. | wondered whether
there are reasonable safeguards to
protect my grandchildren (if not my
own children) from being in the
same dismal state as the children in
the documentary. Since, broadly
speaking, the best guarantor of
decent opportunities is a dynamic
economy with sustainable growth,
and since such an economy is yet to
emerge in Ethiopia, | concluded that
there is really no reason why my
grandchildren will not face the same
predicament as the poor children in
the documentary.

I also realised, for the first time in a
really meaningful way, that how we
manage our economic affairs is
critical to the emergence of a
prosperous society in which such
poverty is very rare. Each and
every one of us should strive to
substantially enhance economic
management so as to ensure a better

* A Talk Prepared for the Vision 2020 Ethiopia Series organized by the EEA, January 30, 2004.
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future for our children. What you
will hear today are some of my
reflections motivated by this
realisation. These reflections are
part of an ongoing thought process
and thus are subject to further
modifications as time goes.

Aims

My main aim in this talk is to
motivate a systematic discussion
about  economic  governance,
focusing primarily on the ‘process’
of policy selection — i.e. on how
economic management decisions
are arrived at. Clearly, this process
is political-economic and social in
nature.  However, being an
economist, and recognising my
limitations thereof, | focus largely
on economic matters and highlight
the role of economics and the
economist. My hope is that what |
say will be sufficient to stimulate
some dialogue concerning the
opportunities and obligations facing
us as Ethiopians in the realm |
chose to talk about.

The area of discourse | have chosen
is rather wide in scope, thereby
necessitating some selective
treatment of themes. The themes |
dwell on are, | believe, critical, but
also reflect my knowledge and its
limitations.

In short | will reflect, mostly
informally and sometimes cursorily,
on some of the key aspects of
economic governance and provide
some, hopefully useful, suggestion
on the way forward.

At the end of the talk, | hope, rather
immodestly, that each one of you
will ask yourself the same questions
about the future of your children,
grandchildren, cousins and

nephews, as well as other members
their generations. | also hope, again
disregarding modesty, that, as a
consequence, you will embark on a
journey of thought and action.

Assumptions/Presumptions

Being an economist, | will start by
stating my  assumptions  (or
presumptions).

I assume that the pattern of
economic governance, however
defined, reflects not only the
material resources of a country, but
also the norms and beliefs
associated with its citizens, their
concerns and aspirations, their
capabilities, their (current and past)
choices; and the various
institutional arrangements that have
evolved over time conditioned by
those resources, beliefs, norms and
choices. The line of causation also
goes in the other direction. The
pattern of economic governance
characterising a country influences
the beliefs, norms and choices of its
citizens and, ultimately, their well-
being.

I also assume that we Ethiopians
strive to improve our individual and
collective well-being in the context
of a common economic space. |
believe the following quote from
the current Ethiopian Constitution
captures that desire quiet well:

“Convinced that to live as
one economic community is
necessary in order to create
sustainable and mutually
supportive  conditions  for
ensuring respect for our
rights and freedoms and for
the collective promotion of
our interests; ... Have
therefore adopted, ... this
constitution as an instrument

that binds us in a mutual
commitment to fulfil the
objectives and the principles
set forth above.”

Preamble to the Ethiopian
Constitution;

Then it follows that:

1.in one form or another, all
Ethiopians benefit from peace
and prosperity in Ethiopia;

2.in one form or another, all
Ethiopians can and should
contribute to the attainment of
these goals — in other words,
such contributions are not the
preserve and/or responsibility of
one or another select group; and

3.to a varying degree, all
Ethiopians are responsible for
the current and future well-being
outcomes in the country.

Finally, 1 assume that building a
well-functioning market economy is
a common vision. By that | mean
that most Ethiopians do not desire
their entire economic life to be run
administratively by some central
authority.

Economic Governance —
A Conceptual Framework

For my purpose | consider
economic governance to mean the
process of policy formulation, the
policies that are produced by that
process, and the pattern of policy
implementation. In other words, it
encompasses the policy
environment, and the related
administrative and legal structure,
under which an economy functions.
In this sense, macroeconomic
policies, microeconomic policies,
and fiscal policies; government
economic  agencies, regulatory
policies and bodies; and business

Vol. 6 No. 3 / January 2004

Ethiopian Economic Association



Economic Focus

——
A7 AhG Lh0

ECONOMIC GOVERNANCE AND ETHIOPIA’S DEVELOPMENT

law and legal institutions all form
parts of a nation’s economic
governance. Below | use economic
policy formulation and
implementation as my shorthand for
economic governance.

Broadly, speaking, economic policy
has three main components. Two of
these — goals and instruments — are
commonly explicitly stated, while
the third — economic ‘models’ — are
usually implicit or even
unarticulated.

Goals represent the objectives or
targets that are to be attained or
promoted via policy intervention. In
poor countries like Ethiopia, the
standard set of goals include two
broad categories:

1. Macroeconomic stability:
which largely focus on certain
balances in the economy, in
particular, the balance of
payments, the government
accounts and the saving-
investment  balance. The
important variables included
are the government budget
deficit, the money supply, the
components  of  aggregate
demand, the volume of credit,
interest rates, nominal wages

and  profits, prices  of
commodities, and the exchange
rate. '

2. Growth and development:
which largely focus on factors
that determine the nature of the
development process in a
country. The key variables
include the structure and
growth of production,
employment, and investment.
Factors such as capital
accumulation, rural-urban
migration, labour force growth,

changes in productivity,
structure of trade, allocation of
investment, and changes in the
structure of demand. **

The operational distinction between
the two sets is not always
straightforward, however. First,
stability and growth/development
are related, that the former is a
necessary condition for the latter
being a key aspect of that
relationship. Second, some
instruments of policy are aimed at
affecting, or do affect, both stability
and growth/development.

Instruments are the means
deployed to achieve policy goals or
targets. The specific instruments
available to a government partly
depend on the specific institutional
setting. In a market economy, these
may include: fiscal policy (types
and levels of taxes, level and
composition of government
expenditure);  monetary  policy
(money supply, reserve
requirements, open market
operations, discount window (rate),
interest rate regulation
(ceilings/floors));  exchange rate
policy; sectoral policies; and laws
and regulations.

Economic ‘models’ summarise the
views of policy makers and/or their
advisers about how the economy
works (including its structure,
constraints, and possibilities) and
thus how policy instruments are
linked with policy targets. Such
views can be articulated in detail
with an underlying economic
theorising and empirical evidence.
They can also be implicit or sketchy
and with insufficient economic
theoretic and empirical content.

“Dervis, Kemal, Jaime de Melo, and
Sherman  Robinson  (1982).  General
Equilibrium Models for Development Policy,
The World Bank, Washington D.C.

' Dervis, Kemal, Jaime de Melo, and
Sherman  Robinson  (1982).  General
Equilibrium Models for Development Policy,
The World Bank, Washington D.C.

Governments adopt and implement
a wide variety of economic policies.
On the one hand, such policies
represent the key means at the
disposal of governments in their
effort to achieve interrelated
economic objectives — primarily
maintain macroeconomic stability
and promote economic growth and
development. On the other hand,
these policies, and the process via
which they are selected, constitute
the pattern of economic governance
in a country, and as such, a key

element of the institutional
environment  within  which a
country’s economy operates.

Consequently, government policies
form an integral part of an
economy, as well as a critical
determinant of its functioning and
evolution.*?

The ultimate aim of economic
policy should be to improve the
well-being of citizens, either
directly, or indirectly by inducing
economic  actors  (individuals,
households, businesses) to modify
their choices in desirable ways. The
choices of these actors, and thus the
effectiveness of government
policies, depend not only on the
explicit characteristics of such
policies but also on these actors’
perceptions about them.

In short, good or appropriate
government policies enhance the
economic performance of a country
and, hence, the well-being of its
citizens. The extent to which they
can do so depends on three main
attributes which makeup the quality

2 For a recent exploration of the impact of
policies and, more broadly, governance see
Ndulu and O’Connell (1999), Collier and
Gunning (1999), and Kaufmann, Kraay, and
Ziodo-Lobat (1999, 2002). The first two
specifically analyze Africa.
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of policies:
e Policies need to be ‘correct’,
i.e., policies should be

consistent with the ‘accepted’
needs of the society and its
economy and the appropriate
economic role of the state, and
should be feasible relative to
the potentials of the economy
including the capabilities of the

government;
e Policies need to be ‘credible’,
i.e.,, policies should be

reasonably predictable and well
coordinated across the various
dimensions of their coverage;
and

e Policies need to be ‘effective’,
i.e., policies should be selected
and implemented in an efficient
manner and with a reasonable
degree of accountability and

transparency.
These  attributes  of  policy
interventions are clearly

interdependent and constitute joint
indicators of the quality of
economic policy. Below, some of
these attributes are combined with
the elements of policy outlined
earlier to describe aspects of
economic governance in Ethiopia.

Economic Governance in
Ethiopia

The First Five-Year Development
Plan of the Imperial regime, that
spanned the vyears 1957-1961%,
represented the first genuinely
systematic expression of nation-
wide economic policy in modern
Ethiopia.”® That Plan was followed
by the second (1963-67) and third
(1968-1973) development plans. |

3 On correctness see Stiglitz (1996), Tanzi
(2000), and World Bank (1997). On
credibility see, for instance, Brunetti,
Kisunko, and Weder (1998).

4 All years are in Gregorian Calendar.

15 See Asfaw (1992) and Molla (1992).

will use the last one to briefly
illustrate the type of economic
policies pursued by the Imperial
regime.

The Third Five-Year Development
Plan was, perhaps, the most
sophisticated  planning  exercise
conducted up to that time. I, in fact,
believe that it even compares fairly
well with any of the plans or
strategies prepared since then in
terms of its logic, depth, and
coverage.”® Reading through the
Plan’s document, I was also struck
by how much its analysis is still
valid. Indeed, its diagnosis and
language are so much like more
recent documents that | sometimes
forgot it was prepared 35 years ago.
I recommend it to anyone who
desires to see, among other things,
how slow our economic progress
has been in the interim.

Goals: The Third Five-Year Plan
identified the following main
objective:

1. to achieve a per capita income
growth of 3 percent per year;

2. to improve agriculture, the
mainstay of the national
economy and of the livelihood
of the majority of the Ethiopian
people, through an all-front,
more concerted encouragement
and assistance;

3. to extend economic and social
development  from  urban
centres to rural areas which not
only sustain the majority of the
Ethiopian people but also
provide most of the nation’s
natural wealth.

These main goals were
disaggregated into very detailed
targets across a wide range of
sectors and activities.

16 Imperial Ethiopian Government (1968).
Third Five Year Development Plan, Addis
Ababa, Ethiopia.

Instruments: Towards achieving
these goals, the Plan envisaged a
variety of instruments including an
impressive investment plan mainly
in the form specific projects in
different sectors. Roughly half of
this investment plan was expected
to be financed by the private sector.
To encourage private investment,
the Plan  proposed financial
incentives (such as tax exemption)
the details of which were to be
included in an Investment Law,
which in  turn, were to be
administered by an Investment
Committee and an Investment
Promotion Office (located within
the then Ministry of Commerce and
Industry). As for public investment,
the Plan develops annual plans
which laid the basis for the
preparation of the annual
government budget.

Economic ‘models’:  Essential
premises of the Third Five-Year
Plan were:

1. agricultural development was a
priority since the Ethiopian
economy was predominantly
agrarian (by the way, the
figures cited about the role of
agriculture were roughly the
same as the ones we cite
today);

2. industrial development was
indispensable and the preferred
strategy to achieve it was
import substitution (though the
Plan also envisaged expansion
in exports);

3. education and skills formation
associated with it (in current
terminology human capital)
were critical for the country’s
development.

All these were broadly consistent
with development thinking of the
period.

It is also interesting to observe the
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concern displayed by the planners
of the day for the ‘correctness’
‘credibility’ and ‘effectiveness’ of
their policies. They explicitly

1. recognised the need to base the
planning exercise on firm
knowledge about the economy.
They fully realised the
indispensability of good quality
statistics, the shortcomings of
the data they had, and the need
to further strengthen the
Central Statistical Office;

2. acknowledged the institutional
needs of the Plan and envisaged
a corresponding reform process
including coordination across
government agencies;

3. appreciated the need for public
understanding and support if
the Plan were to succeed. |
quote from the Preface of the
Plan document:

“To succeed, a plan requires
the solid support of the
population at large. The
primary condition for this
support is an understanding
by the people of what the
plan is: its goals, its policies,
and, above all, its relevance
to their daily life. Such an
understanding requires, in
turn, full dissemination of the
plan throughout the Empire
in a format that is intelligible
to the great masses of the
people.”

4. emphasised the need to use
resources efficiently.

Despite these qualities most experts
agree that the Third Five Year Plan
did not succeed. A number of
domestic and international reasons
explain this failure. The Plan
suffered from a number of, rather

technical, weaknesses. To mention

two key ones:

1. It was not based on a
systematic and  empirical
analysis of the inter-linkages
between different sectors of the
Ethiopian economy and the
constraints  associated  with
them.

2. The database underlying the
Plan was rather weak and partly
explains why empirical analysis
was limited to descriptive
statistics.

Absence of political reform and
insufficient attention to land reform
were two more  important
explanations, however. The Plan
was a product of an autocratic
regime with little accountability and
transparency. Indeed, the pressures
for political reform and land reform
ultimately led to the downfall of the
regime.

The Imperial regime was succeeded
by the Derg regime. The Derg
regime was characterised by brutal
political repression and centralised
administrative control over the
economy. Most manufacturing
enterprises, almost all big hotels, all
financial institutions, all
commercial farms, a lot of
residential buildings, and all lands
were nationalised. Central planning
was introduced first in the form of
what were referred to as National
Revolutionary Development
Campaigns or Zemecha (1978-
1984) and subsequently in the form
of a Ten-Year Perspective Plan
(1984 onwards). | will use the latter
to illustrate the form of economic
governance during the period.*’

Goals: The Derg regime aspired to

¥ Provisional Military Government of

Socialist ~ Ethiopia  (1984).  Ten-Year
Perspective Plan, Addis Ababa, Ethiopia.

ultimately  build a  socialist
economy. Within this broad aim, a
number of specific targets were also
set by the Ten-Year Perspective
Plan, including:

1. toachieve an average per capita
income growth of 3.5% per
year with corresponding growth
targets for agriculture (4.3%),
industry (10.8%), and services
(6.9%);

2. to improve food security and
raise agricultural productivity
through cooperativisation and
expansion of irrigated farming;

3. toincrease the share of industry
to a quarter of national output,
mainly through import
substitution.

Instruments: Central planning was
the preferred instrument of the Derg
regime. Nationalised enterprises,
which meant almost the entire
modern sector, were directly run by
the central government through
ministries or agencies established
for the purpose. Partly to discourage
the private sector, other aspects of
economic life were also subject to
extensive controls. These include:

e barriers to the movement of
people and goods enforced
through travel paper
requirements and numerous
check points;

e prohibitive tariff rates,
extensive quota restrictions,
and long and complicated
licensing procedures;

e complete ban on the sell and
purchase  of  labour in
agriculture;

e compulsory grain delivery (or
‘quota’) system under which
farm households were forced to
sell a part of their produce to
the government at prices fixed
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below those ruling in the ‘free’
market; and

e administrative distribution (or
rationing) of goods.

Apart  from highly restricting
individual rights and considerably
eroding incentives for legitimate
private economic activity, these
controls resulted in high and
unwarranted administrative costs,
considerable corruption, and
smuggling. These costs were
ultimately incurred by society in the
form of slow growth and increased
poverty.

Economic ‘models’: The Ten-
Year Perspective Plan reflected
the socialist orientation of the
government of the day, and the
corresponding pattern of
centralised decision-making and
resource control it advocated.
Private property and the private
sector were considered
exploitative and actively
discouraged. Despite these, the
Ten-Year Perspective Plan was
based on assessments that were
remarkably similar to the five-
year plans of the Imperial era.

These include:

1. agriculture, as the largest

contributor  to  national
output and employment,

should be given priority;
2. industrialisation, being
critical for development,
should be promoted mainly

through import substitution;

It is not very difficult to pass
judgement on the pattern of
economic  governance practiced
during the Derg regime. The dismal
state of the Ethiopian economy at
the end of the period spoke for

itself. To some extent, we are still
constrained by the legacy of that
regime.

A large number of lessons need to
be learnt from that disastrous
episode in Ethiopian history. | will
mention only two that are most
relevant to my theme. The period
clearly showed that:

e economic policies that are not
consistent  with individual
incentives are unlikely to bring
about enduring improvements;
and

e centralised control and
repression ultimately fail.

To be sure, both rake havoc to
society and its members. In our
case, such policies and brutal
political ~ repression  generated
disastrous economic outcomes and
led to civil conflict. As a
consequence the Derg regime
collapsed in 1991 and the Ethiopian
People’s Revolutionary Democratic
Front (EPRDF) assumed power.

Since 1992 the EPRDF government
has focused on reorienting the
economy through market reforms,
including a structural adjustment
program. As a result the state’s
direct role in economic activity has
declined. Tariffs have been cut,
quota constraints relaxed, licensing

procedures  simplified, foreign
exchange controls eased,
compulsory cooperative

membership and grain delivery
discontinued, and privatisation
begun, private banks authorised,
and interest rates decontrolled and
an inter-bank money  market
introduced.

These reforms, combined with
peace and favourable weather
conditions for most of the past

decade, produced economic
recovery with faster average
growth. The pace of economic
growth has  slowed down
considerably in more recent years
(indeed national output fell in
2002/2003), partly due to war,
recurrent drought and the fall in
international coffee prices. | also
suspect that the economy might
have exhausted the potential for
recovery and growth induced by the
reforms implemented so far.™®

The government has also adopted
agricultural development-led
industrialization as a central plank
of its development programme, with
a focus on productivity growth on
small farms and labour-intensive
industrialization. ~ An  extensive
extension  program is  being
implemented as the preferred means
of increasing agricultural
productivity.

Until recently, one important
departure from the past was the
abandonment of planning, at least as
an explicit mode of economic

policy formulation and
implementation. However,
beginning 2002 the Ethiopian

government has adopted a
development strategy centred on the
principal goal of poverty reduction.
This strategy is officially known as
Sustainable  Development  and
Poverty Reduction Program.

This Program is a detailed statement
of Ethiopia economic problems and
the solutions thereof. Its main aims
are summarised in the following
paragraph:

'8 See Easterly (2002) for some evidence on
the growth impact of policy reforms and the
limits thereof.
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“Ethiopia's development
strategy seeks to promote
rapid  broad-based and
equitable growth by focusing
on rural development and
improvement in physical and
human capital, and
deepening the devolution
process to empower the
people and expand the
choices and control that
people have over their
lives.”
In line with this Program, the
government has launched deeper
fiscal decentralisation, judicial and
civil service reform, and public
sector capacity building. All of
these are arguably good beginnings
at institution building. Being too
recent, however, to what extent they
will succeed remains to be seen.
One thing is certain, however. Their
success or failure ultimately
depends on whether they succeed in
modifying the beliefs and actions of
individual economic actors through
the right broadly
defined.

‘incentives’

The State of the Ethiopian
Economy

The above reflects that the
Ethiopian economy, and its society,
have experienced different modes of
economic governance over the last
40 years or so. So what difference
did all these make - as the saying
goes ‘the proof of the pudding is in
the eating’. Are their substantial
differences in the well-being of

Ethiopians compared to 40 years
ago?
Let wus start with successes.

Considerable progress has been
made, and is being made, in
increasing access to education and

health during the period. In contrast,
food security and nutrition levels
seem to have declined over the
years.

Perhaps the best summary measure
progress is the level of output per
worker. The table below records the
pattern of change in output per
worker over the period in question.

The table clearly shows that we
have made little headway in raising
productivity and thus improving
well-being. This failure is clearly
illustrated by Ethiopia’s:

a. dependence on rain-fed and

traditional-technology ~ based
agriculture;
inadequate human capital;

c. low capital stock - with

Africa’s lowest stock of capital
per worker in 2000;

d. undeveloped infrastructure that
is improving but need to get a
lot better;

e. weak institutions including
deficiencies in the civil service,
judiciary,  corruption, and
property rights (for instance,
bureaucratic quality recently
received a score of 1 out of a
maximum possible score of 4).

Implications

The evidence points to the fact that,
as a society, we have so far failed to
achieve sustained growth and
development. It suggests that we
were not making the right choices in
terms of the pattern and level of
investments, and, partly due to this,
that we have yet to build the
appropriate institutions. Our failure
is likely to be related to many
factors. Shocks of one sort or
another (drought, war, international
price fluctuations) and their long-

term effects as well as our historical
legacy are very serious problems.
Below | focus on another set of
explanatory factors, namely, aspects
of economic governance. | do so
because that is the topic of my talk.
More importantly, however, my
focus is motivated by the belief that
from among the wvariety of
constraints we face these aspects are
the ones we have most control over
and thus with which we can make
headway at some speed.

I like to emphasise that the concerns
| raise do not relate to intentions.
Rather | focus on why even well-
intentioned government policies can
and do fail to achieve their
objectives and what can be done
about that.

Sources of Policy Failures
Correctness

Correct policies are those which:

e are consistent with the ‘needs’ of
the society and its economy;

e are consistent  with  the
appropriate economic role of the
state; and

o are feasible relative to the
potentials of the economy
including the capabilities of the
government.

How do these requirements of
correctness are satisfied?

First, the political process that
selects governments need to be
genuinely democratic such that
elections  reveal the  broad
preferences of society. Second,
knowledge about the ‘needs’ of
society, the potentials and
constraints of the economy, and the
capacities of the government has to
be systematically generated and
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continually upgraded. Third, mainly
based on this knowledge, feasible
priorities have to be debated and
agreed upon.

One example illustrates my point. It
is rather common to hear officials
say that ‘The policy is good but its
implementation is bad.” ‘This
dichotomy between the formulation
and the implementation of a policy
is usually false.” If a policy is
deemed feasible, then it must have
been designed on the basis of
realistic assumptions regarding the
relevant circumstances including
the expected response of economic
actors.  ‘Difficulties  regarding
implementation should arise only
from  unanticipated  exogenous
shocks.’ If implementation
difficulties are substantial and
frequent, it is wise to recheck the
judgements made regarding the
appropriateness and/or feasibility of
the policy in question.

I am convinced that a lot of policy
failures are related to our rather
limited knowledge of the history
and workings of our society and
economy. In addition, even existing
knowledge is scattered and difficult
to access, and thus, not effectively
deployed.

Credibility

Credible policies are those which
are reasonably predictable and well
coordinated (or consistent) across
the various dimensions of their
coverage

The problem of credibility arises
from the inability of the state to
irrevocably commit itself to a
course of action. This inability is
inherent in the nature of the state (or
government). The ‘government is

the primary enforcer of contracts. It
uses its monopoly on the legal use
of force to create the possibility of
private commitment. There is no
one, however, whose job it is to
guard the guardian. The government
cannot make commitments because
it always has the possibility of
changing its mind, and earlier
“‘agreements’’ cannot be enforced.’
As a consequence, it is always
necessary for the government to
convince economic actors that
reversals of policy decisions are
reasonably unlikely.

One common, and proven, way of
doing so is to establish a variety of
properly functioning credibility-
enhancing mechanisms. Checks and
balances built into constitutions are
the best example of such
mechanisms. Strong civil society is
another. Such institutions raise the
costs of some policy reversals such
that they become unlikely. Building
a good reputation in the relevant
matters is another important way of
gaining and sustaining credibility.
Effective  coordination  across
different parts and levels of
government is also a key tool for
enhancing credibility since it will
reduce the possibility of
inconsistent policy initiatives from
within the same government and at
the same time. Clear demarcation of
jurisdiction over different policy
areas or issues is essential for such
coordination.

Secrecy, or lack of openness and
transparency, in the policy making
process aggravates the credibility
problem. First, it hinders the
‘consensus-building process and
makes it more likely that outcomes
will lead to a greater divergence
between

winners and losers.’

Second, ‘by making information
scarce, it contributes both to the
perception and reality  of
asymmetrical information, and puts
into play a dynamic which is more
likely to lead to biased and
unrealistic information.” Openness,
transparency, and  consensus-
building can help reduce the
credibility problem.

Increased reliance on consensus in
the policy making process has a
number of advantages. First,
reaching consensus is a desirable
outcome in its own right, and doing
so in a democratic and transparent
way is a process that should be
cherished in its own right. Second,
consensus-building promotes open
dialogue aimed at achieving better-
designed policies rather scoring
victories in adversarial debate.
Third, if done systematically, fairly,
and regularly, it leads to the
emergence of commonly shared
beliefs and interests.  Fourth,
dialogue towards a consensus can
also serve as an information-
gathering device on needs, interests,
and concerns, and as such it helps to
overcome some of the information
problems governments face in
formulating and implementing
policies. Therefore, the culture of
building consensus around policy
packages can enhance their
correctness and credibility.

Credibility matters because; unless
economic actors are convinced that
policies are irreversible (unless
circumstances  clearly  warrant
change) they would not modify
their beliefs and actions in a manner
consistent with the policies. And,
unless they do so, those policies
will not succeed in achieving their
objectives. In some sense policies
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are like the horse in the Amharic
saying ‘the horse takes you to the
battle field, but it will not fight.” A
government may build modern
schools and health clinics. Success,
however, requires that families send
their children to those schools or
visit those clinics when sick instead
of some ‘traditional’ substitute they
are used to. This shift will occur not
only if and when these families are
convinced that doing so is good for
them, but also if and when they are
convinced that the new facilities are
reasonably long-lasting (the schools
and clinics will continue to operate).

Coming to the case of Ethiopia, |
suspect that credibility problems
may partly explain lacklustre
responses to some policy initiatives.
I will come back to some of these
later on. Let me now describe
aspects of my vision.

My Vision

Like everyone else who spoke
before me, | like to see a peaceful,
pluralistic, and prosperous Ethiopia
in 2020. Believing that a key
characteristic and foundation of
such a society is its pattern of
economic governance, | also like to
see an open, flexible, accountable,
and transparent system of policy
formulation and implementation.

More specifically, | would like to

see an environment in which:

1. justifying policy actions and
taking responsibility thereof are
institutionalised and standard;

2. policy decisions and their
rationale, the relevant data and
other information, as well as
the terms of accountability, are
provided to the public in a
comprehensive, accessible, and
timely manner.

3. rational and  constructive
dialogue on economic policy is
institutionalised and regular.
Such dialogue should allow
participation by all stakeholders
in different forms; should occur
before and after the adoption of
policies; and should entertain
proposals from all quarters. The
recently established National
Private-Public Forum is a good
start.

4. economic  knowledge and
analysis are valued, effectively

deployed, and continually
upgraded through efficient
investments;

5. capacity to provide early
warning of adverse economic
shocks, and thus that of
appropriately responding to
them, is well-developed.

Elements of What should be
Done

The realisation of the vision |
outlined may require many things. |
believe, however, that changes in
two related areas are critical. These
areas are elements of the way we
manage our economic affairs and,
the latter’s key determinants, our
norms and beliefs (that s
ourselves). | describe these below,
in an order that does not necessarily
reflect their relative importance.

Changes in norms and
beliefs or perspectives

Self-interest

The legitimate pursuit of self-
interest — be it in business, in the
civil service, in academia, or in any
other legal enterprise — should be
appreciated and encouraged. | bring
this up because we seem to be

somehow displeased about and
frown upon individual success.
Somebody (I forgot who, though I
remember it is a he) described his
own society as follows: “Our
society dislikes two things most —
success and failure.” I think that our
society suffers from the same
prejudice. The end-result of such
prejudice is glorified mediocrity.

In saying so, I am not trying to
champion Lassiez Faire. | fully
recognise the need for collective
action as well as the dangers that
exclusive and unregulated pursuit of
individual gain poses to society.
The trick is to build an environment
within which the incentives for the
legitimate pursuit of self-interest are
in place, flexible mechanisms for
encouraging the coincidence of
individual and common interests are
designed, and misdemeanours are
appropriately  discouraged and
punished. Otherwise, progress is
quiet unlikely.

This of course is easier said than
done. However, the only way we
can go forward is by thinking about
the problems, discussing the merits
of alternative solutions,
experimenting, and  gradually
developing such a system.

Government

We have to revise our, usually
implicit, belief in the unlimited
powers of the state. The required
revision, | believe, has two parts.
Simply put the government is too
big and too small at the same time.
Seen from the perspective of a
single individual, the government is
too big. Hence, the value we give to
individual rights, particularly civil
rights, should be much higher than
they appear to get now.
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Seen from the perspective of the
requirements of socio-economic
advancement needed in  this
country, the government is too
small.  To illustrate this rather
crudely, consider  government
expenditure. In 2002 the Ethiopian
government spent about 20 Billion
Birr on the current and future needs
of a country with 68 million people.
A crudely analogous situation is:
one person with an annual income
of 30000 Birr managing a
household of one hundred people
providing for their education,
health, and security needs during
the year and invest some money for
future needs as well. It is very likely
that some needs of some people will
not be met.

My point is that it is not easy to
manage a poor economy such as
ours (think of how much effort is
required to manage our own
households). | am not trying to
excuse inefficiency and abuse — |
simply want to emphasise that we
have to adjust our expectations
about what the government can do.
What does that imply?

For policy makers this means that:
They need to genuinely realise that
their power emanates from society
via elections or appointments; that it
is always power temporarily
delegated to them; and, most
importantly, that they are human
beings with all the fallibility
which that entails. These are very
obvious and are usually proclaimed
by policy makers. | mention them
because our history makes me
wonder how deeply rooted these
beliefs are in our society.

They also need to fully appreciate
the limits to the impact of their

policies in terms of
changing our

rapidly
society’s
circumstances in and by themselves.
Among other benefits, this would at
least minimise the frustration that
may be caused by the implicit but
unwarranted belief in the great
powers of the state and its policies.
At the same time, policy makers
should accept that the success of
their policies is highly dependent on
the responses of ‘citizens’ to those

policies, which in turn are
motivated by  ‘beliefs” and
incentives.

For citizens the main implication is
that, each of us should do his or her
bit by taking our place in society
seriously, otherwise things will not
improve. We have to pay taxes,
engage in constructive dialogue,
perform our respective tasks with
integrity, and genuinely appreciate
the difficulties of policy-makers.

Responsibility

I think we suffer from what | may
call the ‘blame culture’ (may be
somebody else used this phrase
before, but | do not remember). It is
always something or someone else
which is responsible for our
difficulties. It is ‘society at large’,
‘culture’, ‘the weather’, ‘wrong
policies’, ‘the government’, ‘greedy
businessmen’, ‘myopic peasants’,
‘globalisation’, ‘superiors’, the list
goes on. It is almost never ‘I’ or
‘we’. 1 am not denying that many
of these may be real problems with
considerable impact. What | am
objecting to is the manner in which
they are wused to side-step
responsibility, and thus prevent
speedier solution to problems.

It is really amazing how widespread
this is. It ranges from mundane
household affairs to weighty public
discussions. Let me give you a
rather light-hearted example from
my daily life. Whenever something
goes wrong in our household, for
instance one of my books is
misplaced, it is rather difficult to
establish who is responsible. When
asked everyone answers automatically
‘It was not I’, sometimes even
before knowing what he or she is
being asked about. The question is
completed or repeated and after a
while somebody says ‘Oh that, it
was I’. This is so common that it
has become a kind of game we play.
Of course this may be because my
wife and | are bad household
managers, though | doubt it very
much. The main reason, | strongly
suspect, is this mindset to pass on
responsibility. Take another, more
serious, example. How frequently
have you got the answer ‘This is
how we work’ or ‘It is the rules or
guidelines’ when you ask why you
are supposed to meet some
(sometimes ridiculous) requirement
to get what you wanted. By the
way, this can happen both in public
offices as well as private
enterprises. For some reason we
tend to confuse ‘how’ with ‘why’ or
become worried and defensive
when asked ‘why’ questions.

We need to develop a sense of
purpose with well-thought out aims
and instruments. Combined with
this we should develop a sense of
responsibility. Obviously, we live
within a collective, and as a result
we benefit from and are constrained
by that collective. Nevertheless, the
‘collective” — be it a society, a
community, or a specific group —
exists within and through each of
us. Hence, we have considerable
freedom to act independently and,
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with some effort, change ourselves
and our collective for the better.
With that individual freedom comes
individual responsibility.

Patriotism

For me patriotism is strong
emotional link with one’s society
represented by positive beliefs
about that society and expressed in
actions which enhance the welfare
of its members. | also believe that
patriotism starts at home — with
seriousness of one’s purpose, its
pursuit in a legitimate manner, as
well as real care and concern about
the current and future well-being of
one’s family, particularly children.
It then extends, in one form or
another, to the rest of society.

Who is a patriot according to this
understanding? Obviously, high on
the list are people (usually soldiers)
who pay the ultimate sacrifice and
fall on the battlefield in defence of
their society. Fortunately the
situations  that demand  such
sacrifices are rare and hopefully
getting even rarer. The list of
patriots should include many others,
as well.  What about the
businessmen who reinvest their
profits within the country instead of
sending it abroad; and those who
return after studying abroad. What
about those who are grappling with
the country’s problems in their
various capacities — the teacher who
strives to educate within inadequate
schools, the civil servant who
performs his/her  duties  with
integrity and to the best of his/her
abilities although the financial
returns for doing so are not high,
individuals who are fighting to
combat HIV/AIDS (particularly
those who have already tested
positive) and other illnesses;
scientists of one sort or another

researching and inventing; and
farmers trying to improve their lot.
The list goes on. To me all these are
patriots and need to be
acknowledged as such.

In contrast, thousands are trying to
leave the country as evidenced by
the roaring business DV centres had
during the last months of 2003. |
know of established people who
applied and got DV. Do not get me
wrong! | do not question these
persons’ right to do as they did and
respect their choices. My point is
that we have to appreciate the
choices made by those staying or
coming back. Those who may claim
that these groups have no other
choice are insulting not only others
but also themselves that the country
has nothing to offer for people with
options. One wonders why they
themselves are still living in this
country — presumably for some
altruistic reasons.

Obviously, the patriots | mentioned,
like all patriots, have recognisable
shortcomings. These shortcomings
should be identified and, if possible,
corrected. However, that should not
be an excuse for not acknowledging
their good choices and deeds.

Changes in Aspects of
Economic Management

Civil service

A high-quality civil service is vital
to the designing of good economic
policies, including rules and
regulations, and their effective
implementation. It is also critical to
the efficient provision of social
services to the public. This
importance has increased further
with the onset of the PRSP process

and the centrality of the Millennium
Development  Goals  (MDGs).
Upgrading the quality of the civil
service requires increasing its
autonomy from the political
sphere and from supervised
entities (independence). It also
demands improving incentives;
instituting meritocratic recruitment
and promotion; enhancing integrity,
transparency, accountability, and
better coordination within the civil
service.

In this regard it is important to
understand incentives in the civil
service broadly to include the
perception of making a difference
emanating from a sense of duty,
professional independence, as well
as power and influence. In a poor
country like ours it may not be
possible to substantially increase
wages and salaries in the short-run.
As a result these other types of
incentives need to be employed
more widely and more effectively.
Some progress seems to be
occurring in this direction through
the recently initiated civil service
reform.

Economic knowledge

The effectiveness of policies rises
with the extent to which they are
based on systematic explorations
and use of the relevant body of
economic knowledge and the best
statistics available. As a result
policy makers need to be more
appreciative of the benefits of such
knowledge and statistics. They
should also better realise the
difficulties in generating both and
acquiring the former. Similarly,
they need to be more prepared to
regularly interact with experts and
seriously consider the outcomes of
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this interaction in making their
decisions.

I like to relate a story from
Uganda’s experience to highlight
the  power of  knowledge,
particularly when it is combined
with the political will to make a
difference. After coming to power,
the Museveni government, perhaps
the president himself, feared that
devaluation of the Ugandan shilling
would increase inflation. As a result
it actually revalued the currency in
1986. But it allowed debate on the
issue to continue. What helped to
resolve the Ugandan debate was a
pair of papers written for the
Permanent secretary in 1989 by
Stephen Morris, then a young PhD
student who had been attached to
the Planning Ministry on a British
government fellowship. Without
going into details, let me say that
Morris showed that devaluation was
the correct policy. More
importantly, his papers convinced
the relevant policy makers, and the
policy was adopted. This link
between economic research and
policy making has since become
very strong in Uganda. As someone
concluded ‘the Ugandan story, ...
gives as clear an example of
learning and innovation by a
protected technocracy as one can
find’. Look where Uganda is
today!! By the way Stephen Morris
is now a full professor of economics
at Yale University and one of the
best young economic theoreticians
around.

Some specific proposals
Let me make some specific proposals.
Independent advisory council
Establish an independent advisory
council, ~ which  advises the

government on key policy matters,
and also assess the impact of

policies that are adopted. The exact
form and responsibilities should be
worked out in a systematic manner.
My preferred model is the council
of economic advisers in the US but
without the political ties of that
council.

Some may worry that such
arrangements may dilute the
authority of the government. This
however  reflects a  narrow
understanding of authority as
‘formal’ or ‘nominal’ rather than
‘real’. Real authority is measured by
the effectiveness of an agent to
influence the relevant beliefs and
actions of other agents. Indeed,
efficient use of such arrangements
will enhance the effectiveness of the
government to nudge beliefs and
actions of citizens in the desired
direction. It does so by widening the
‘constituency’ of policy decisions
through greater inclusiveness, better
communication, and improved
design and implementation.

National research foundation

Establish an autonomous national
research foundation which
coordinates research in the country,
solicit funds, and award grants. The
experience of the Ethiopian Science
and Technology Commission could
be built upon, in this regard.

Stock-taking

Launch a national effort in
economic knowledge stock-taking
and priority-setting. This effort
should involve government
agencies, academics, the private
sector, civil society organisations
and donors. The aim of such an
effort would be to reach “... the
stage at which we know that we do
not know” via systematic:
e cataloguing and review of
economic research conducted

about Ethiopia in the last 5-10
years (quality of methodology
and analysis, relevance,
effectiveness); and

e review of economic research

capacity in Ethiopia
(manpower, institutional set-up,
data, other resources,

efficiency, funding).

It would be useful to build on the
experiences of EDRI, EEA, and
EARO. Subsequently, or in parallel,
the effort should initiate studies
aimed at:

e identifying the type of
dominant market and non-
market institutional
arrangements and assess how
well they are functioning; and

e assessing government policies
(including reform measures) as
a package, since it is not only
individual ingredients but also,
perhaps more importantly, the
combination of these
ingredients which determine
outcomes

There are some recent signs that the

Ethiopian government may be

thinking along similar lines.

Conclusion

Let me close with a couple of
remarks.

I believe, like Professor Mesfin
before me, that the initiative should
come, and usually does come from,
the educated and the relatively rich
citizens of Ethiopia. This is so
because they are the only groups in
a poor society like ours that have
the necessary degree of comfort and
the requisite analytical tools, and
hence the responsibility, to
systematically reason and act.
Though the initiative comes from
these groups, enduring success
occurs only through and with the
participation of the rest of society.
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Hence, on the basis of such
initiative, let us build “a national
consensus to invest in the future.”

In the spirit of the responsibility
described above, | have made some
specific proposals including a
research agenda. To a large extent
the research agenda | outlined
envisages a journey of self-
discovery — the  systematic
discovery of our country’s people
(their history, particularly economic
history; their norms and beliefs;
their aspirations and potentials; and
the incentives and constraints they
face) and ourselves (the educated
and the well-off) as human beings
and as Ethiopians. That discovery, |
believe is a key ingredient of the
effort to transform our society.

This, of course, is easier said than
done. However, as the Amharic
saying goes ‘Fear of dreams will not
stop us from sleeping.” The only
option we have is to continue to
think, investigate, constructively
discuss, and come up with some
workable solutions — a process that
needs to be continuous, dynamic,
and consonant with the changing
world we live in. No one else,
however well-intentioned, can do
this for us. We have to do it
ourselves.

Whenever each of us think about
our society’s problems, whatever
possible solutions we come up with,
and whatever decisions we make,
let us remember the dreams of the
poor boy in the video clip we
watched. Whatever we do or do not
do, we are, individually and
collectively, accountable to him and
his generation — that is our children
and grandchildren.

Thank you.

O o% o% o% o
EXEXEXEXE XY
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PROMOTING STABILITY IN THE HORN OF AFRICA

David H. Shinn*

A Conflicted Corner of Africa

The Horn of Africa has been the
most conflicted part of the African
continent during the past half
century. Defined here as Ethiopia,
Sudan, Eritrea, Djibouti, Somalia,
Somaliland, Kenya and Uganda, the
root causes of conflict in the Horn
are numerous and sometimes
complex even within a single
dispute. They include ethnic,
language, regional and cultural
differences, arbitrary boundaries,
religion, ideology, competition for
scarce resources such as pasturage
and water, unequal sharing of
resources controlled by the state and
the sheer desire for power. The
importance of conflict on regional
economic development should be
obvious to everyone.

Except for peace between 1972 and
1983, Sudan experienced civil war
from 1955 until 2002 when the
Sudan People’s Liberation Front
and the government reached a cease
fire agreement. Even today,
however, Sudan faces serious
problems in Darfur region on the
border with Chad and the dispute
with Egypt over the Halaib Triangle
is not resolved. Ethiopia confronted
an Eritrean secessionist movement
that began in 1961 and lasted until
the overthrow of the Derg

government in 1991 by the
Tigrayan People’s Liberation Front,
its allied organizations and several
Eritrean groups, especially the
Eritrean People’s Liberation Front.
An agreement to give Eritrea
independence resulted in cordial
relations between Ethiopia and
Eritrea until 1998 when Eritrean
troops entered Badme, a small piece
of territory administered by
Ethiopia. This led to major
hostilities until Ethiopia won a
military victory in 2000. Eritrea
has had less important differences
with  Yemen (Hanish Islands),
Sudan (tit for tat support of
opposition groups) and Djibouti
(border issues). Djibouti
experienced periodic attacks by a
dissident Afar organization until the
mid-1990s.

Problems between Somalia and its
neighbors began soon after Somali
independence in 1960 when it
began to press irredentist claims
against Djibouti and parts of
Ethiopia and Kenya. There was
periodic conflict along the Somalia-
Kenya border, a conflict with
Ethiopia in 1964 and a major war
and occupation of most of
Ethiopia’s Ogaden by Somalia in
1977-78. Somalia experienced its
own civil war beginning in the late
1980s. This led to the collapse of

Somalia in 1991 and the declaration
of an independent state by
authorities in Somaliland.  Even
today there are occasional conflicts
between Ethiopia and groups in
Somalia, which remains a failed
state. Kenya has been relatively
free of strife but experienced
periodic ethnic conflict in its Rift
Valley region until the mid-1990s.
Tanzania invaded Uganda in 1978-
79 in a successful effort to
overthrow the Idi Amin regime. A
number of dissident groups have

operated in Uganda, the most
troublesome being the Lord’s
Resistance  Army, which has

received support from Sudan. For
their part, Uganda, Ethiopia and
Eritrea for many years supported
the Sudan People’s Liberation
Movement against the government
in Khartoum. Uganda provided a
base of operation for the Rwandan
Patriotic Front that gained power
in  Rwanda after the 1994
genocide. Uganda also sent
troops into the eastern Congo in
the mid-1990s.  All of these
countries, except Somalia,
Somaliland and Djibouti, are Nile
Basin riparian states and, therefore,
part of the solution or problem in
reaching an agreement on the
sharing of Nile water before there is
a new regional conflict.

* Adjunct Professor, Elliott School of International Affairs, The George Washington University.
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The  following remarks on
promoting stability in the Horn of
Africa, although sometimes critical,
are intended as constructive
criticism. They come from a friend
of the Horn of Africa. They do not
necessarily reflect the position of
the U.S. government; rather they are
those of a private American citizen
now working as a university
professor and writer on
developments in Africa. The
factors promoting stability
discussed below usually do not
apply in equal measure to all
countries in the Horn.

Build Democracy and
Transparency

The sooner that all of the countries
of the Horn of Africa develop
stronger democratic institutions and
establish an environment where
opposing ideas can be debated
freely in these institutions, the less
likely there will be new conflicts.
Democratic countries are simply
less threatening to their neighbors.
Democracies rarely attack or
undermine other democracies. This
does not mean that the countries of
the Horn should replicate precisely
the political systems existing today
in North America or among the
members of the European Union.
But some basic concepts must be
put in place without which there
will be no real democracy.

The political environment must
allow a responsible opposition to
compete for power on an equitable
basis. A responsible opposition is
one that operates within the
framework of a nation’s constitution
and seeks power through legal
means. It is irresponsible if it tries
to achieve power through the use of
force or other extra-legal methods.
The opposition will also become

irresponsible if it succeeds in
reaching power through the
democratic  process only to
disregard democratic  principles
after that point.

An important part of this
democratic political environment is
regular, free and fair elections. But
elections alone are not the solution.
A vigorous, independent and
professional press must be allowed
to operate freely. There are, of
course, responsibilities that
accompany the private media. Of
all the countries in the Horn, Kenya
has the most open and professional
independent press. Ethiopia has
made noticeable progress in recent
years. The independent press is
increasingly outspoken, critical and
professional. On the other hand, the
perception of press freedom in
Ethiopia has been damaged as a
result of the draft press law and the
dispute between the government
and the Ethiopia Free Press
Journalists’ Association.  Eritrea
does not even have a viable
independent  press while the
situation in  Sudan has been
regressing recently and, in any
event, there is a long way to go
before it can be said to have a free
press.

Independent and  professional

judicial ~ systems are  weak
throughout the region. Kenya and
Uganda, perhaps for historical

reasons, appear to have the best
developed judiciaries. In some
countries, such as Ethiopia, the
judicial system remains woefully
understaffed;  this  contributes
enormously to caseload backlogs.
As important as adequate staffing of
the institution is, there is an
equivalent need to inculcate within
the government and citizenry
respect for independence of the

judiciary. There must also be a
commitment by the government and
the population to abide by the spirit
and letter of the
constitution.

nation’s

All countries in the Horn are subject
to criticism on their human rights
practices, some much more than
others. This is an area where all
elements of society, led by the
government, must make a
commitment to reduce and
eventually eliminate human rights
abuses.  Although human rights
organizations do not always get the
facts right, they should be
applauded for their efforts rather
than just vilified when governments
perceive that they are being overly
critical. Human rights should be a
matter of national policy. Ethiopia,
for example, passed legislation in
1999 to establish a national Human
Rights Commission and Office of
the Ombudsman.  This was an
excellent initiative. Unfortunately,
the legislation has not yet been
implemented.

A critical element in the
development of democracy is the
strengthening of civil society
organizations. This includes
independent trade unions, chambers
of commerce, women’s groups,

teacher’s and lawyer’s
organizations,  student  groups,
human rights  councils, etc.

Eventually, these organizations can
make a major contribution to
creating an environment that
encourages democratic practices.
Except for Kenya and to some
extent Uganda, civil society is not
well developed in the Horn. The
sooner that civil society groups take
root throughout the Horn of Africa,
the greater the likelihood that real
democracy will follow.

All the good that can come from the
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building of these democratic
institutions and processes will be
destroyed if one insidious
practice—corruption—accompanies
them. To some extent, every
society, including the United States,
faces this problem. Corruption will
never disappear entirely, but
governments and the private sector
must remain vigilant constantly to
minimize the damage done by both
petty and grand corruption. Much
of  Kenya’s success with
democratization has been undone by
the pervasiveness of corruption in
the country. If Kenya does not
control this problem, its prospects
will not be good. Other countries in
the Horn need to take every legal
effort possible in their battle to
contain this disease.

There is often pressure, particularly
in  the international  donor
community and among opposition
political parties, to push for instant
democracy. There is no such thing
as instant democracy. But the trend
in any particular country must be in
a positive direction. If there is
constant, visible improvement in a
variety of areas, the international
community should be patient and
supportive. If the process stalls or
goes backwards, the international
partners should be outspoken in
their criticism. In any event, they
should aid the process by helping to
build democratic institutions such as
an independent judiciary and
parliament and help in the creation
of a pervasive and influential civil
society. They should also engage
governments—sometimes privately
and sometimes publicly—in a
policy dialogue on those issues
where they do not see eye to eye.

Reduce Ethnic Tension

One of the most difficult problems
to solve in the Horn is the question
of ethnic tension. Ethnic issues
often lead to, or at least contribute
to, conflict in the region. There are
as many reasons for conflict
between groups as there are
solutions to reducing tension. Some
of these differences are historical in
nature. Often they involve
disagreement over scarce resources,
especially land and water. Actual
or perceived lack of political power
by certain ethnic groups is also a

frequent reason for opposing
established governments.
Sometimes the conflict occurs

entirely within the borders of a
country such as the Kikuyu-
Kalenjin disputes over land in
Kenya’s Rift Valley. Other ethnic
difficulties Cross national
boundaries as historically has been
the case with Somalis from Somalia
agitating inside Ethiopia and Kenya.

It is not within the purview of this
paper to suggest solutions to these
numerous ethnic conflicts, whether
they are internal or cross border
disputes. Each case is to some
extent sui generis in any event. But
it is important to take whatever
steps a country can to reduce the
level of ethnic tension. For the
internal problems, equitable sharing
of political power and state
resources is probably the most
important measure a government
can take. For those ethnic conflicts
that cross international boundaries,
regional economic integration and
improved communication at the
local and national level are useful
ways to mitigate conflict. In this
connection, Ethiopia and Sudan
have put in place procedures and
institutions to improve
communication along the border.

The two countries have ambitious
plans to improve economic
integration along the northern part
of their border. At some point, this
would seem to be the most effective
way to repair the relationship
between Ethiopia and Eritrea.

End Support for Opposition
Groups

There is a long history in the Horn
of Africa whereby one country
supports an opposition group in one
or more of the neighboring
countries. This is a destabilizing
and self-defeating policy. It
inevitably leads to retribution by the
targeted country, which then
supports an opposition group in the
country that initiated the problem.
There is no question that this tit for
tat tactic only increases instability
throughout the region and that it
continues up to the present day.

Sudan and its neighbors offer a case
in point. Since the resumption in
1983 of the civil war in Sudan, three
of its neighbors—Uganda, Ethiopia
and Eritrea—have on various
occasions supported the Sudan
People’s Liberation
Movement/Army (SPLM/A) and/or
the National Democratic Alliance.
For its part, Sudan has periodically
supported the Lord’s Resistance
Army (LRA) in Uganda, the Oromo
Liberation Front (OLF) in Ethiopia
and Eritrean Islamic Jihad (ENJ) in
Eritrea.  Ultimately, all of this
reciprocal support for another
country’s opposition group resulted
in more conflict and increased
regional instability.

Joseph Kony’s LRA in northern
Uganda graphically makes the
argument. For the past 17 years
Kony has opposed the Ugandan
government believing that he has
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spiritual powers to save the Acholi
people. He draws much of his
military  support from  several
thousand abducted child soldiers
and a couple hundred adult
commanders. Sudan  began
supporting the LRA with small
quantities of arms in 1994 in
response to Uganda’s assistance to
the SPLA. Sudan’s goal was to
destabilize Uganda on its northern
border in order to obstruct the flow
of arms to the SPLA, which was
fighting Sudan’s army. Following
efforts by the SPLA and the
government of Sudan to end the
civil war, both Sudan and Uganda
claim they have ended military
support respectively for the LRA
and SPLA. By 2003 Uganda and
Sudan were cooperating in tracking
down LRA forces operating out of
southern Sudan. This is a positive
development, but should the effort
to end the civil war in Sudan fail,
the tit for tat support of these two
groups would probably resume soon
thereafter.

The outbreak of conflict in 1998
between Eritrea and Ethiopia
changed alliances in the Horn.
Ethiopia, Uganda and Eritrea were
until that event aligned against
Sudan. Ethiopia fully normalized
relations with Sudan within a year
or two. Both Uganda and Eritrea
reestablished diplomatic relations
with Khartoum, although Eritrean-
Sudanese ties continue to be
strained.  While the Ethiopian-
Eritrean conflict ended much of the
tit for tat support of opposition
groups involving Sudan, it set in
motion a new round of support for
opposition groups in Eritrea and
Ethiopia.  Eritrea befriended the
OLF while Ethiopia began to
support  opponents  of  the
government in Asmara.

Until it became a failed state in

Vol. 6 No. 3/ January 2004

1991, Somalia backed or permitted
the operation within its borders of
groups hostile to the government in
Addis Ababa. These groups
included the militant wing of the
Ogadeni National Liberation Front
and the Western Somali Liberation
Front. After the fall of the Siad
Barre government, the political
vacuum in Somalia resulted in new
threats. Due to the absence of a
national government and sometimes
with the connivance of certain
Somali factions, the fundamentalist
al-1ttihad al-Islami launched attacks
in the mid-1990s from Somalia
against Ethiopia. For a brief period
in the late 1990s, one of the Somali
political factions helped the OLF to
establish a base in Somalia. For its
part, Ethiopia attacked its enemies
across the Somali border and
continues to support its favorite
factions inside the country.

The solution, albeit difficult to
achieve, to ending these debilitating
and unproductive games is the full
normalization of relations among all
countries in the Horn followed by

greater political and economic
integration. Until  there are
sufficient  incentives at  the

leadership level of countries in the
Horn to move in this direction,
nothing will happen. Through the
use of tangible incentives and
tough, frank discussions, the
international community  can
encourage such a trend. Sudan and
the SPLM/A are well advanced in
achieving reconciliation and
bringing to an end one of the most
destructive civil wars on the
continent.  Although the unity
agreement signed in late January in
Nairobi by Somali factional leaders
is encouraging, Somalia is still a
long way from achieving peace.
Continuing  problems  between
Ethiopia and Eritrea also seem far
from resolution.

Encourage Harmony among
People of Different Religions

The Horn of Africa is located on a
religious fault line. The populations
of Ethiopia and Eritrea are divided
about equally between Muslims and
Christians.  Historically, internal
relations between the two religious
groups in both countries have been
cordial. On the other hand, Islamic
invasions from outside have left a
residue of ill feeling. There is a
significant non-Muslim minority in
Sudan, a factor that has contributed
to instability in that country. There
are significant Muslim minorities in
largely Christian Kenya and Uganda
that increasingly lead to tension in
society. Somalia, Somaliland and
Djibouti are almost entirely
Muslim.

It is imperative that governments
pursue policies that encourage
religious harmony in all countries of
the Horn. They can not afford to
add to their list of problems
growing hostility between Muslims
and Christians. It is also becoming
increasingly common for outside
extremist groups to manipulate
small numbers of indigenous
Muslims to support activities aimed
at harming established governments
or Western interests. So far, Kenya
has been the primary focus of these
efforts as evidenced by the 1998
bombing of the American embassy
in Nairobi and the 2002 attacks
against  lsraeli  interests near
Mombasa. The increased use of
terrorism by radical Islamic groups
as a tactic to achieve political goals
is a real threat to the countries of the
Horn. An influx of extreme Islamic
influence from outside is not in the
interest of the region. At the same
time, it is important that Christian
groups not be overzealous as they

proselytize. It is not in anyone’s

Ethiopian Economic Association




Economic Focus

——
A7 AhG7Lhh

PROMOTING STABILITY IN THE HORN OF AFRICA

long term interest if these efforts
result in serious disagreements with
Muslims or, for that matter, other
Christian groups.

Ethiopia, Eritrea, Uganda and,
especially Kenya, need to reach out
more to their Muslim communities
and ensure proportionate sharing of
power and resources.
Radicalization of these Islamic
communities will only undermine
stability. Somalia, Somaliland,
Djibouti and, especially Sudan,
need to be equally attentive to their
non-Muslim minorities. They also
should be alert to and take steps to
prevent the rise of radical Islam,
particularly where the agenda is to
encourage instability in the region.
This is a special problem for
Somalia, which still does not have a
government that controls all of the
country. It is one more reason why
the wvarious political factions in
Somalia need to put their
differences behind them and make
compromises that will lead to a
national government. Finally, if all
the countries in the Horn become
more democratic there will tend to
be a tendency toward greater
harmony among people of different
religions.

There is also a role for the
international community.
Individual partner countries, most
of which are Christian, need to
improve their own understanding
about and outreach to Muslims in
countries where Islam is a minority
religion (Kenya and Uganda) or
where the leadership is
predominantly Christian (Ethiopia
and Eritrea) in a religiously divided
country. This should include
development assistance that is
targeted for areas largely inhabited
by Muslims.  The international
community should also increase its

support for the Intergovernmental
Authority on Development’s efforts
to achieve peace in Sudan and
Somalia. In the case of Somalia, it
may well require a different
approach than the one underway in
Kenya and tried on so many
previous occasions at conferences
outside Somalia. Whatever the
partner countries can do to enhance
religious tolerance in the Horn of
Africa will be time and money well
spent. It is in the interest of both
the countries in the Horn and the
wider international community.

Achieve Equitable Nile Water
Sharing

Equitable sharing of water in the
Nile basin is a critical element in
the long term stability of the region.
There are ten riparian states in the
Nile basin, but the most important
ones are Ethiopia, Sudan, Egypt and
Uganda.  Ninety-five percent of
Egypt’s population depends on Nile
water. The Nile effectively is
Egypt’s lifeline. All of the water
reaching Egypt flows through
Sudan, which also depends heavily
on it for irrigated agriculture.
Eighty-six percent of the water
reaching the Aswan Dam originates,
however, in Ethiopia. Most of it
comes from the Blue Nile and
Ethiopian tributaries that flow into
the Blue Nile; the remainder
originates from Ethiopian tributaries
that flow into Sudan’s Atbara and
Sobat Rivers. Egypt and Sudan
signed agreements in 1929 and
1959 that divided the water between
the two countries. Ethiopia was not
even a signatory.

Agreement among the ten riparian
states on the use of this water
system has the potential to improve
significantly wider cooperation in
the region. Conversely, failure to

reach agreement will substantially
increase the prospect for instability
and regional conflict. Fortunately,
there are a number of positive
initiatives underway that give hope
for an agreement by the riparian
states on sharing of Nile water.
Potentially the two most important
adversaries over use of the water are
Ethiopia and Egypt. There appears,
however, to be a growing
understanding by both countries of
the need to resolve this issue. The
Egyptian Minister of State for
Foreign Affairs, Fayza Aboulnaga,
during a visit to Addis Ababa at the
end of 2003 described the bilateral
relationship as “moving towards a
new era of mutual understanding,
mutual confidence and trust.”

It is in the interest of the ten riparian
states to make the necessary
compromises so that equitable Nile
water sharing can take place. The
wider international community
should also provide strong political
support and reasonable financial
resources to ensure a successful
outcome. A peaceful resolution of
this potentially serious dispute
would constitute one of the most
important instances of conflict
prevention ever witnessed on the
African continent.

Reverse the HIV/AIDS
Pandemic

One of the major challenges to
stability and economic development
in the region is the HIV/AIDS
pandemic. According to UNAIDS,
the HIV prevalence rate for persons
in the 15 to 49 age group in Kenya
is 9.4 percent, Ethiopia 7.3 percent,
Uganda 5 percent and Eritrea 2.4
percent. Uganda, out of all African
countries, has had the greatest
success at lowering the national
prevalence rate from a much higher
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level. Nevertheless, Kampala
residents last year still faced 17
percent HIV prevalence, a sharp
decrease from its peak but an
unacceptably high rate. Although
the percentage of persons in
Ethiopia with HIV is not among the
highest on the continent, Ethiopia
has the third highest number of HIV
positive persons in the world after
India and South Africa. This is due
to Ethiopia’s large population of 70
million. The prevalence rate in
Somalia, Somaliland and northern
Sudan is thought to be low but
growing. No one knows the
prevalence rate in southern Sudan,
but it is believed to be very high.
Djibouti is also thought to have a
high rate because its population is
concentrated in an urban port city.

In relative terms, Kenya may be the
most threatened country in the
Horn. Out of a total population of
about 30 million, more than two
million are thought to be HIV
positive. An estimated 1.5 million
Kenyans have already died from
AIDS. Life expectancy has dropped
by at least 13 years to
approximately 50 years. HIV/AIDS
reduced GDP by three-tenths of a
percent in 2000 and is expected to
have an even larger negative impact
in the future. More women than
men are HIV positive and
increasingly the epidemic s
becoming a serious gender and
development issue. Although the
Kibaki government has begun to
treat HIV as a major threat to the
economy, the implications for
Kenya’s economic development
still could be horrendous. In
Malawi, for example, where the
problem is more severe, the World
Bank recently estimated that up to
half of the country’s professional
workforce could die of AIDS by
2005.
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In the Horn of Africa, the impact of
HIV/AIDS on the economy has
already been significant and has the
potential for being catastrophic if
HIV prevalence rates are not
reversed. The Ethiopian Economic
Association’s  Second  Annual
Report on the Ethiopian Economy
appropriately emphasized this issue.
It noted that HIV/AIDS retards
growth, weakens human capital,
discourages investment and
exacerbates poverty and inequality.
In short, it increases instability
while a significant reduction in the
HIV rate would enhance stability.

The social, personal and economic
aspects of HIV/AIDS are now
generally appreciated throughout
the region. Only recently, however,
has the negative impact on security
forces become a consideration.
There is a high incidence of
HIV/AIDS in  African armies.
According to UNAIDS, between 60
and 70 percent of the personnel in
South Africa’s military are HIV
positive versus about 20 percent for
the entire adult population. Eleven
percent of Nigeria’s peacekeepers
returning from Liberia and Sierra
Leone tested positive as compared
to about 5 percent in Nigeria’s adult
population. An estimated 66
percent of Ugandan soldiers who
went to the Democratic Republic of
the Congo came back positive. The
International Crisis Group reports
that about 10 percent of Eritrean
soldiers are HIV positive. In
southern Africa, the prevalence
rates are already at the point where
they may destroy the security force.
A study of Ethiopia’s army suggests
that the presence of HIV is about 6
percent or slightly below the rate for
the adult population. Ethiopia has
done a generally good job in dealing
with HIV in the armed forces and is
certainly an exception in this regard.

But this is no time for complacency
in Ethiopia and certainly not in the
other countries of the Horn where
the HIV rate in the military is
probably higher than in the general
population.

At least this is one problem where
the international community is
making a major effort to reverse the
damage. The United Nations’
Global Fund, the World Bank,
European Union and bilateral
donors like the United States are
providing significant amounts of
financial and technical assistance.
Numerous non-governmental
organizations, foundations such as
Gates and Packard and even private
companies like Pfizer are also doing
their part.

Make Food Security a High
Priority

Most countries in the Horn do not
consistently grow enough food to
feed their populations. They
increasingly rely on imported food,
usually at little or no cost from
donor nations.  This is not a
sustainable situation. It has been
said for decades that Sudan is a
potential breadbasket that could
feed much of the region. Yet Sudan
in recent years has barely produced
enough food for its own people.

Ethiopia, Eritrea, Djibouti and
Somalia have structural food
deficits. Even in a normal crop

year, there is a need to import food
for five to six million Ethiopians.
During years of severe drought,
locusts and/or flooding they have
huge food deficits. Uganda and
Kenya usually grow enough food to
feed their populations, but even they
have had years when they had to
import food to meet domestic
requirements.
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Improved food security contributes
to political stability. Until conflict
ends in countries like Somalia it
will be difficult to achieve food
self-sufficiency. Sudan will never
be able to maximize agricultural
production so long as the civil war
continues. The entire region needs
to liberalize trade so that crop
surpluses in one country can flow
more easily to a deficit country.
Improved regional transportation
links, for example the road between
Moyale in Ethiopia and Isiolo in
Kenya, would also facilitate the
movement of agricultural goods.
Some countries need to take a hard
look at their agricultural policies.
In this regard, it will be instructive
to evaluate several years from now
the impact of Ethiopia’s land
resettlement  policy on  food
production. So long as this remains
a voluntary program, minds should
remain open until enough time has
passed to assess its results. The
debate should continue, however,
on other aspects of land policy in
Ethiopia.

Partner countries and international
organizations have been highly
responsive to meeting emergency
food requirements in the Horn.
They have been much less effective
in helping to increase local food
production.  Technical assistance
for the agricultural sector in the
Horn, an evaluation of the impact of
agricultural polices in developed
countries on the economies of poor
developing countries and a frank
agricultural policy dialogue
between the two are all in order.

Pay More Attention to
Population Planning

Closely related to food security is
the problem of high population
growth rates. Fast growing

populations result in more people to
feed. According to the Central
Intelligence Agency Factbook, the
estimated population growth rates in
2003 for countries in the Horn range
from a low of 1.27 percent in Kenya
to a high of 3.43 percent in Somalia.
The only country other than Kenya
with a low rate is Eritrea at 1.28

percent. The Factbook puts
Ethiopia’s growth rate at 1.96
percent, although Ethiopia’s

National Population Affairs Office
recently indicated that the growth
rate is 2.7 percent.  Factbook
figures for Djibouti are 2.13
percent, Sudan 2.71 percent and
Uganda 2.96 percent.

Most countries in the Horn have
little unused arable land; these high
population growth rates are not
sustainable and they add to political
instability. The UNFPA, the United
Nations Population Fund, projects,
for example, that Ethiopia’s
population will reach 170 million in
30 years. If this calculation is
correct, it would appear almost
impossible for Ethiopia to grow
enough additional food to support
that population. It is imperative that
governments, partner countries and
international and non-governmental
organizations work to reduce these
high growth rates in order to
diminish pressure on the land and to
provide a higher quality of services
for the existing population. This, in
turn, will promote stability in the
Horn.

Curb Production and Use of
Chat

Readers may be surprised to find in
an analysis of factors that promote
political stability a discussion of
chat. An  amphetamine-like
stimulant banned in the United
States and much of Europe, chat is

chewed throughout the Horn and is
a scourge that has done irreparable
harm to most families and the
economy in Djibouti, Somalia and
Somaliland. An addictive substance,
its use is increasing elsewhere,
especially in Ethiopia. Chat reduces
economic productivity, results in
lost time, consumes a
disproportionate amount of
disposable income from those who
have little and results in health
problems.

Chat is a particular dilemma for
Ethiopia and Kenya, which grow it in
highland areas as an important cash
crop. Because of the sharp drop in
the price of coffee, increasingly
farmers are uprooting their coffee
bushes and replacing them with chat.
As a result, chat accounted for 12
percent of all Ethiopian export
income in 2002. Today you can find
significant quantities of chat in the
hills around Harar, Hararge, Bahir
Dar, Butajira and even Addis Ababa.
Until Ethiopian and Kenyan farmers
can be convinced to plant alternative
crops, it will be difficult to eliminate
production of this harmful product. It
may be even more difficult to stop
people from using it. No one has
found a way to end alcoholism and
cocaine use in industrialized societies,
but there are serious programs to limit
the damage they do.

In the meantime, chat production
tends to lead to increasing usage in
those areas where it is grown. What
may appear as a boon for Ethiopian
and Kenyan farmers is already
returning to haunt Ethiopian and
Kenyan society. There should be no
doubt about chat’s direct contribution
to conflict. It contributes to the on-
going violence in Somalia where the
combination of a young militia
member with an AK-47 and a night of
chat chewing can be deadly.
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Although there are other more
pressing problems in the region, the
sooner the countries of the Horn work
together to curb this practice, the
greater will be the prospects for
stability.

Attack Poverty

The leadership throughout the Horn
of Africa seems to appreciate the
need to alleviate poverty and
probably understands that high
levels of poverty contribute to
conflict. As a region, the Horn is
poor.  According to the CIA
Factbook, the percent of the
population that falls below the
poverty line in Ethiopia is 45
percent, in Djibouti and Kenya 50
percent and Eritrea 53 percent.
There are no statistics for Somalia
and Sudan, although it is safe to
assume that they would be high.
Only Uganda at 35 percent scores
reasonably well on this scale.

The World Bank has taken the lead
on this issue with its Poverty
Reduction Strategy model. The
Bank encourages donors to
coordinate in support of a strong
government-driven strategy with
wide civil society participation.
This  strategy becomes  very
difficult, however, where freedom
of speech and participation are
constrained and where the capacity
to implement poverty reduction
programs is weak. The Bank also
observes that civil war and
interstate conflict lead to a political
impasse and breakdown in decision
making that bring well intentioned
programs to a halt.

By their nature, poverty reduction
programs are long term. They

require the sustained support of the
international community  and
intelligent national policies. If they
are to maximize prospects for
improving stability, they must also
have as their goal a reduction in the
gap between the rich and the poor.

And Finally There Are Special
Situations in the Horn

Much of the region will remain
subject to turmoil until there is an
end to Somalia’s failed state status.
There have been  numerous
attempts, most of them supported to
some extent by the international
community, to reestablish a national
government in Somalia. They all
failed and the current effort in
Kenya appears headed toward a
similar result. It is time to return to
a bottom up approach rather than
one which operates from the top
down, i.e. persuading Somali
faction leaders to accept a power
sharing formula. A bottom up
strategy that relies more heavily on
elders, clan leaders and civil society
organizations will take a long time.
But the top down approach has not
shown permanent success after a
dozen years of conferences outside
Somalia.

Ending the civil war in Sudan is
another major priority for stability in
the region. In spite of recent setbacks
in the reconciliation process, the
prospects remain good in the coming
weeks for signing a peace agreement
between the government of Sudan and
the SPLA. The hard part will begin
with implementation of the agreement.
It is important to include political
groups in the implementation phase
that were not signatories to the
agreement. In order to help insure

success, Khartoum must also find a
way to end the conflict in Darfur. All
of this will require enormous
international support and follow
through.

Ethiopia is the key to stability in the
Horn of Africa. With some 70
million people, it has by far the
largest population. It is the only
country that shares a border with all
the other countries except Uganda.
If Ethiopia is unstable, neighboring
countries will almost certainly be
impacted in a negative way. It is
also inevitable that there will be
continuing pressure for this land-
locked country with such a large
population to obtain improved
access to the sea. To some extent,
access can be expanded through
greater use of Port Sudan and
Berbera. But as long as the
Ethiopia-Eritrea  border issue
remains unresolved, it will be
difficult to solve this problem.
Eritrea’s Red Sea port of Assab is
the obvious outlet and a restoration
of cordial relations with Eritrea
would also bring the port of
Massawa back into the picture. It is
none too soon to consider the

possibilities. One could envisage,
for example, an internationally
guaranteed corridor from the

Ethiopian border to Assab and long
term use of Assab port by Ethiopia
in exchange for appropriate
compensation to Eritrea for use of
the corridor and port. In the grand
scheme of things, guaranteed access
to Assab for Ethiopia will play a
major role in helping to assure
stability in the Horn of Africa.
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