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CAN A POOR COUNTRY 
SERVE AS A MODEL?
In Germany demographic change sometimes 
carries the stigma of doom. Yet in reality it 
represents a human success story. Declining 
fertility rates and rising life expectancy 
have caused societies to grow older and 
prevented the population from growing 
of its own accord. All this has happened 
because people are achieving an ever 
higher standard of living. For with growing 
wealth, improved education, better health 
and more leeway for people to plan their 
own lives, the desire for large families has 
declined everywhere in the world. Thus, no 
developed country in the world (with the 
exception of Israel) has a birth rate that 
enables the population to remain stable 
without immigration. 

Development and declining fertility go 
hand in hand

High fertility rates can be found today only 
in countries where hunger and poverty are 
still widespread, where people die early 
and where education is accessible only for 
a limited segment of the population. This is 
particularly the case in parts of West Asia, 
the Middle East and sub-Saharan Africa. 
There, economic growth barely keeps pace 

with population growth, so that there has 
been no per capita increase in wealth for 
decades. In this respect declining fertility 
rates, especially for countries that have just 
begun their socio-economic development, 
are a sign that they are on the right track. 

So if a country like Ethiopia, which has 
long been synonymous with poverty, 
underdevelopment, hunger and conflict, 
embarks on such a path, it is worth asking 
how it managed to do this, what factors and 
interventions are behind this development 
and which actors are responsible. And the 
question arises as to whether such a path 
can serve as a model for other countries 
still trapped in the cycle of persistent 
poverty and high population growth. This 
study sets out to answer these questions, at 
least in part.

In Ethiopia the average number of children 
per woman has dropped in the past two 
decades from around seven to about 
four. In other words, from a very high 
level, observable only under the worst 
development conditions, to a level that, 
though still high, at least gives grounds for 
hope that it will continue to decline. The 

rate of decrease is impressive: after all, 
there is no other country in sub-Saharan 
Africa where child numbers have fallen as 
fast in absolute terms during this period as 
in Ethiopia. 

Government is on the right track

There must be reasons for this decline 
in the fertility rate that are traceable to 
positive developments in the country. And, 
indeed, it is precisely those indicators that 
the textbooks say lead to lower fertility 
rates that have improved in Ethiopia: the 
government has upgraded the healthcare 
system so successfully that today only 68 
out of 1,000 children die before they reach 
the age of five – compared with 212 in 
1990. Experience has shown that a decline 
in child mortality is a prerequisite for 
parents not to want so many children. The 
number of schools has increased by a factor 
of 25 in less than 20 years; and, moreover, 
today most girls can expect to be able to 
go to school – a development that cannot 
necessarily be taken for granted. 

In the period from 2004 to 2016, Ethiopia 
recorded the highest economic growth in 
sub-Saharan Africa, and life expectancy – 

4  From Land of Famine to Land of Hope
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When growth becomes dangerous

Nowhere is the population growing faster than in sub-
Saharan Africa. This makes it particularly difficult 
for poor, little-developed countries to provide their 
populations with the necessary goods and services 
– and especially difficult to provide them with jobs. 
Ethiopia is showing the first signs of successful socio-
economic development, as evidenced by the already 
significant decrease in the fertility rate. < 0
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one of the best cross-sectional indicators 
of well-being – is now six years above the 
average for sub-Saharan Africa.

All this has freed Ethiopia from many of 
the negative headlines it was making just a 
few years ago and turned it into an African 
success story. A story that is, however, 
far from over and where no happy end is 
guaranteed. For one thing, because the 
country still has many poor people who 
are hoping for a better future. For another, 
because of old problems for which solutions 
are only just beginning to be found and 
because the population is still growing by 
more than 2.5 million people per year. 

There is no alternative to development

Nevertheless, by African standards, 
Ethiopia is on the right path. It is 
developing in much the same way as 
European development cooperation 
organisations imagine it should. The latter, 
namely, have made it a much publicised 
goal to assist African countries in fighting 
the causes of flight or to curb uncontrolled 
migration. This idea is rather short-sighted, 
because development by no means 
prevents migration but does exactly the 
opposite: it puts more people in a position 
to plan and finance migration. But, of 
course, unwanted migration and the causes 

of flight cannot be combatted through a 
lack of development either. Under these 
conditions, the population would continue 
to grow very strongly, which, in turn, would 
stir up conflicts, cause the situation of the 
people to deteriorate further and drive 
them to migrate out of sheer desperation. 
There can be no alternative to development. 

That is why it is so vitally important that, 
following its initial success, Ethiopia 
continues to develop steadily and 
peacefully under stable political conditions, 
with a government that respects human 
rights and democracy and that gives 
private entrepreneurs and investors a 
chance to harness their ideas and their 
energy for the good of the country. For 
African countries need one thing more 
than anything else: jobs for the growing 
number of young people. Only in this way 
can Ethiopia really become a model for 
other countries in difficult situations, an 
example of development. For it is precisely 
when once poor and war-torn countries, 
such as Ethiopia in Africa or Bangladesh 
and Vietnam in Asia, manage to escape 
the cycle of poverty and high population 
growth that there is reason to hope that 
other countries can enjoy similar success. 
The two Asian countries are already 
benefiting from the so-called demographic 

dividend, which arises when the number of 
children born falls and the last high fertility 
cohorts reach the age at which they begin 
to earn their living and are able to give their 
country a decisive economic boost.

Europe should actively help Ethiopia along 
this route. Because, under its new prime 
minister, Abiy Ahmed, with his enthusiasm 
for reforms and comparative openness to 
democracy, the country deserves it; because 
people are waiting for opportunities to 
use their own energy and talents to create 
more prosperity; but also because Europe 
cannot afford to let Ethiopia fail. After all, 
it is home to more than 100 million people. 
If Ethiopia were to descend into chaos, the 
entire Horn of Africa would be destabilised 
and a wave of migration generated in which 
neither the people concerned nor European 
policymakers could have any interest.

Berlin, September 2018

Reiner Klingholz
Director, Berlin Institute for Population and 
Development 

Estimated population growth worldwide, in percent, 
2018–2050
(Data source: UNDESA1)



6  From Land of Famine to Land of Hope

Ethiopia, with more than 100 million 
inhabitants Africa’s second-most populous 
country, is one of the world’s least-
developed states. It comes very near the 
bottom of the Human Development Index. 
The majority of the population live from 
agriculture as subsistence farmers or 
pastoralists and are therefore at the mercy 
of nature. Failed rainfalls and recurring 
periods of drought regularly endanger 
food security, while climate change poses 
an additional challenge for the agrarian 
economy. 

In the fast lane

Yet this country, in which a quarter of the 
population still lives in extreme poverty, is 
also one of the fastest-growing economies 
in the world. Having achieved sustained 
high rates of economic growth for almost 
two decades now, Ethiopia is clearly 
undergoing a transformation. Today the 
capital, Addis Ababa – home to the main 
headquarters of the African Union – is a 
metropolis where high-rises reach towards 
the sky and the first electric tram in sub-
Saharan Africa symbolises the country’s 
progress. But much has changed in rural 
regions, too, above all thanks to Ethiopia’s 
comprehensive development strategy, 
which has set a timetable for improving 
living conditions. The achievements are 
impressive:

 The establishment of health stations in all 
communities nationwide has contributed 
to a halving of child mortality since 
the turn of the millennium. Women use 
contraceptives more frequently and are 
medically supervised during pregnancy. 
There has been a radical reduction in 
infectious diseases, such as malaria and 
HIV/AIDS, and the expansion of the health 
system has led to a considerable rise in life 
expectancy: since 1990, the Ethiopians’ 
average lifespan has increased by around 
16 years (see Chapter 2.2).

 Thanks to major investment in education 
of up to 30 percent of the national budget, 
far more people now have access to 
education. Above all, girls and young 
women now have a much better chance 
of attending school following targeted 
measures: while in 2000, seven out of ten 
girls between the ages of nine and twelve 
had never set foot in a school, by 2016 that 
number had fallen to two (see Chapter 2.3).

 Having recognised early on that 
agriculture – Ethiopia’s largest employer 
– is an important driver of development, 
the government took measures to raise 
production. The cultivation methods and 
yields of smallholders have improved in 
many places, among other things through 
the establishment of a nationwide network 
of agricultural advisers. Grain yields have 
more than doubled in less than 25 years. 
The proceeds from the sales of Ethiopia’s 
number one export, coffee, have increased 
more than six-fold, and the country 
has become one of the world’s leading 
exporters of cut flowers (see Chapter 2.4).

Heading for the demographic bonus

Better food supplies, improved healthcare 
and the rising level of education – in 
particular, education for women – have led 
to another positive trend. The number of 
children per woman has decreased rapidly. 
In no other country south of the Sahara has 
the fertility rate fallen more sharply since 
the mid-1990s than in Ethiopia. This has 
triggered a demographic transformation 
that is fundamentally changing the 
country’s age structure. Because the new, 
upcoming cohorts are smaller than the 
preceding ones, the concentration of the 
population is shifting to young people of 
working age. Since the early 2000s, the 
working population has been growing faster 
than the population as a whole, which, 
in itself, means an increase in per capita 
wealth. Thus, Ethiopia is heading for an 
age structure which elsewhere in the world 
has paved the way to more growth and 
prosperity: the demographic bonus.

If the decline in fertility continues, Ethiopia 
may well achieve such a bonus by 2030. 
Under the right framework conditions, 
this could then be transformed into a 
demographically determined spur to 
development of the kind experienced by the 
Asian tiger states. Ethiopia could become 
one of the first countries in sub-Saharan 
Africa to profit from the demographic 
dividend. 

THE KEY POINTS
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Moreover, this change might even be 
accelerated. Increased investment in 
education, for example, could help to 
provide an opportunity for Ethiopia to 
transform its demographic bonus into a 
demographic dividend almost a decade 
earlier than would otherwise be the case. 
Additional family planning and economic 
reform efforts would improve the prospects 
still further. If Ethiopia continues to invest 
in the three core areas of development – 
health, education and jobs – it can expect 
rapid socio-economic progress (see 
Chapter 3).

A rocky path

What sounds like a simple recipe in theory 
is often difficult to implement in practice – 
especially for one of the poorest countries 
in the world. The past two years have 
shown that the situation is not as rosy 
as the development data would suggest, 
because the government has so far bought 
this progress through a hard-line style of 
leadership. The result has been political 
instability caused by recurring protests and 
government-critical mass demonstrations 
by Ethiopians who do not see themselves as 
beneficiaries of the development progress. 

The appointment of the young Abiy Ahmed 
as the new prime minister has revived hope 
that Ethiopia will be able to continue on 
its positive development path. The prime 
minister’s first acts after taking office 
inspire confidence that he will quickly 
introduce the necessary reforms. But the 
challenges Abiy faces are enormous. Ethnic 
tensions are giving rise to conflict in some 
parts of the country, usually over land. 
The number of people of working age is 
growing faster than jobs can be created 
for them so that better qualified youth in 
particular lack prospects. At the same time, 
the development of basic infrastructure 

can barely keep pace with population 
growth. Ethiopia is currently gaining five 
inhabitants a minute, all of whom must be 
supplied with food, healthcare, education 
and, above all, jobs in the future.

In order to cope with these challenges, 
Ethiopia needs outside help. Without 
assistance, the country, whose financial 
resources are less than the budget of 
the City of Vienna, will not succeed in 
generating prospects for its growing 
population. If Ethiopia fails, the 
consequences would be disastrous, 
because people without prospects are a 
breeding ground for social and political 
conflicts. Ethiopia could be transformed 
from a stabiliser to a destabiliser in the 
Horn of Africa and plunge the entire region 
into chaos. Flight and expulsion would be 
the inevitable results.

Success in numbers

With development, better access to health services and educational facilities, fertility rates fall everywhere. 
This is evident in the formerly poor and war-torn Asian countries, such as Bangladesh and Vietnam. Ethiopia 
is Africa’s showcase example of this connection. Things are very different in the West African state of Niger. 
There development has scarcely got off the ground. With more than seven children per woman, the population 
is growing at a record level.

Given the current debate on migration 
within the European Union, aid to Ethiopia 
is essential for this reason alone. Ethiopia is 
too big to fail, so concerted efforts must be 
made to keep it on a peaceful development 
course, from which the country itself, the 
region and hence Europe, too, will benefit. 
The European Community should provide 
the best possible support in the form of 
advice and funding for the efforts and 
reforms of the new prime minister. Because 
only if peace prevails and living conditions 
continue to improve will Ethiopia have the 
chance to take advantage of its favourable 
demographic situation in the future. 

Ethiopia’s development path to date shows 
that even a poor country can achieve major 
development progress by taking the right 
measures and improve the living standards 
of millions of people. The country has set 
a clear development agenda, which could 
turn out to be the foundation for a better 
future and greater prosperity. Ethiopia has 
the chance to become a showcase country 
on the African continent and to prove that 
African lions can follow the Asian tigers.

Development of  
the fertility rate,  
1980–2020
(Data source:  
UNDESA2)
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Ethiopia evokes many associations. It is the 
country of origin of Arabica coffee, it is the 
African country with the longest Christian 
history and, last but not least, it is the home 
of “Lucy”, the female biped of the species 
Australopithecus afarensis, long considered 
the oldest remains of a prehistoric person 
ever found. The more than three-million-
year-old skeleton discovered by scientists 
near Hadar in the north-east of the African 
state thrust Ethiopia into the limelight in 
the 1970s.1, 2

At that time, Ethiopia was generally making 
negative headlines as a synonym for 
poverty in a little developed continent. The 
picture painted by the Western media was 
largely one of starving people, of emaciated 
children in dusty refugee camps and of 
drought and civil war.

Still poor

In fact, the largest country in the Horn of 
Africa is still one of the world’s poorest 
and most backward countries today. It is 
ranked 174th of 188 countries in the United 
Nations Human Development Index and 
thereby numbers among the states with 
the socioeconomic status of “low human 
development”.3 About one quarter of the 
population has to get by on the equivalent 
of less than 1.90 US dollars per day. The 
average income of Ethiopians is barely half 
the average income in sub-Saharan Africa.4

Seven out of ten people in Ethiopia live 
from agriculture, most of them from what 
they can produce as subsistence farmers 
on their plot of land.5 A majority of the 
population is thus dependent on rainfall 
to grow their crops and feed themselves. 
The unreliability of the rain is evident from 
the periodic droughts that endanger the 
livelihoods and lives of millions of people 
in rural areas time and again.6 Since 2015, 
Ethiopia – like all of East Africa – has been 
suffering from the most serious drought 
of recent decades. The lack of rainfall, 
especially in the lower-lying regions in the 

south and east of the country, repeatedly 
leads to crop failures and food shortages.7 
According to estimates by the United 
Nations World Food Program, around 7.8 
million Ethiopians are likely to depend on 
food aid in 2018.8

Hunger is still part of everyday life for 
many people in Ethiopia. According to 
the latest Demographic Health Survey, 
a nationwide household survey, one in 
three children under the age of five was 
underweight in 2016 and one in ten was 
severely malnourished.9 But as shocking 
as these figures are, they are a significant 
improvement over the past. Since the turn 
of the millennium, the share of underweight 
children, as well as that of the population 
suffering from malnutrition, has nearly 
halved.10, 11

Ethiopia today is significantly better able 
to cope with food crises and provide its 
people with essentials in an emergency. 
While the last great famine, which occurred 
at the beginning of the 1980s, claimed 

 HEAVYWEIGHT IN THE  
 HORN OF AFRICA1
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just under half a million lives, another 
catastrophic famine has so far been avoided 
during the current drought. Thanks to new 
early-warning systems, better food storage 
and distribution mechanisms and new 
roads, people in the affected regions have 
been able to receive emergency rations in 
good time.12

Ever more progress

Better distribution of food aid is just one 
of the advances that Ethiopia has made in 
recent decades. The country has undergone 
a socio-economic development that is 
unparalleled on the African continent. In 
particular, the country’s high economic 
growth has repeatedly drawn considerable 
attention in the last few years. Ethiopian 
gross domestic product grew year on 
year by more than 10 percent on average 
between 2004 and 2016. No other country 
in sub-Saharan Africa saw higher economic 
growth during this period. Ethiopia is thus 
among the fastest-growing economies in 
the world.15

The change is most evident in the capital 
city of Addis Ababa. Even at the turn of 
the millennium, corrugated iron shacks, 
dirt roads and herds passing through the 
city still dominated the urban landscape. 
Today, many areas of the metropolis, whose 
name translates as the “New Flower”, 
have a completely new face. Characterised 
by a growing skyline and modern office 
complexes, Addis Ababa symbolises the 
belief in progress not only in Ethiopia but 
in all of Africa. Four-lane highways now 
traverse the city of 4.4 million residents.

The Giant in the Horn of Africa

Together with its neighbours, Eritrea, Djibouti and Somalia, Ethiopia forms the Horn of Africa, so called 
because the eastern-most part of the African continent protrudes into the Indian Ocean like a spearhead. 
Ethiopia covers an area of more than 1,100,000 square kilometres – roughly three times that of Germany – and 
is thus the largest state in the region.13 With a population of more than 100 million, it has five times as many 
people as the other three states of the Horn of Africa combined. This makes Ethiopia Africa’s second-most 
populous country.14

Rich history

Ethiopia not only has the oldest records of human 
history, it is also the longest existing state on the 
African continent.27 Today, the Ethiopians are as 
proud of the millennia-old history of the Abyssinian 
Empire as they are of the fact that they have never 
been colonised. Only with the overthrow in 1974 of 
the last emperor, Haile Selassie, did the Ethiopian 
monarchy, which had reigned since the first 
millennium B.C., come to an end. It was followed 
by a brutal military regime whose “red terror” cost 
thousands of people their lives.28, 29
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Renaissance Dam is intended, together with 
other hydroelectric power stations, to make 
Ethiopia the largest energy producer in the 
Horn of Africa and to more than double the 
country’s power generation capacity.18 If 
that succeeds, the Ethiopian government 
is likely to come a good deal closer to 
achieving its aim of reaching “lower 
middle income”’ status in the World Bank 

Gross domestic 
product per capita, 
index (1995 = 100), 
1995–2016 (Data 
source: World Bank)21

Percent

definition, simply by achieving climate-
neutral growth by 2025. Ethiopia is also 
striving for annual revenues amounting to 
around one billion US dollars from the sale 
of electricity to neighbouring countries.19

New skyscrapers and shopping centres soar 
towards the sky in ever more places. In 
2012, the new headquarters of the African 
Union, funded by China, was opened 
ceremoniously in the “Brussels of Africa”, 
so called because many Pan-African 
organisations have their headquarters in 
Addis. Three years later the first electric 
tram south of the Sahara went into 
operation – the first step towards a public 
transport network of a kind that to date 
exists in no other city of the continent.16

Construction boom extends beyond the 
capital

Progress in the country is not limited to the 
capital but is increasingly reaching more 
rural and more remote regions. New roads 
and railway lines are opening up access 
to more and more parts of the country. In 
many places, greenhouses, factories and 
industrial parks are emerging. Ethiopia is 
already the second-largest African exporter 
of cut flowers after Kenya; and these are 
being produced at a growing number of 
locations.17 On the Blue Nile in the far north 
of the country on the border with Sudan, 
the most powerful dam on the continent is 
currently being built. The Grand Ethiopian 

Visible upwards trend

Today, Ethiopians still have significantly less disposable income than the average citizen of sub-Saharan Africa. 
In 2016, per capita income adjusted for purchasing power was around 1,600 US dollars a year in Ethiopia, 
not even half the average level in sub-Saharan Africa. For the Ethiopians, this was nonetheless more of an 
improvement over the past than for most of their neighbours. Since 1995, their income has almost tripled, 
while incomes in sub-Saharan Africa as a whole have risen on average by a factor of only about 1.5.20

4th century 
A. D.

Christianity begins 
to flourish in Ethio-
pia, the first African 
country it reaches.

7th century
A. D.

Aksum loses its 
access to the Red 
Sea. The kingdom 
declines.

12th century
A. D.

The Kings of the 
Zagwe dynasty make 
Lalibela the new 
centre of power and 
build the famous 
rock-hewn churches 
there.

1270

An alleged 
descendant of King 
Solomon and the 
Queen of Sheba lays 
the foundations for 
the more than 700-
year existence of the 
Solomonic dynasty 
of Ethiopia, which 
ends only with the 
fall of Haile Selassie.

1582

While most of the 
Christian world 
adopts the Gregorian 
Calendar, Ethiopia 
retains its own 
calendar and thus 
remains seven years 
behind.

1889

Addis Ababa, 
meaning the “New 
Flower”, is founded 
and becomes 
Ethiopia’s capital 
city.
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In addition to these visible changes, the 
data of the United Nations and the World 
Bank confirm the progress Ethiopia has 
made. Although living conditions are still 
often even more difficult than in other sub-
Saharan African countries, most Ethiopians 
are better off today than they were in the 
1990s. Between 1995 and 2015, the share 
of people affected by absolute poverty 
more than halved.22 The life expectancy 
of Ethiopians has risen by approximately 
one year annually since the turn of the 
millennium: by 2015, it had reached 64, 
which is around six years above the average 
for sub-Saharan Africa.23 At the same 
time, school enrolment rates have more 
than doubled since the beginning of the 
2000s.24

Poor starting conditions 

The socio-economic advances that Ethiopia 
has made in recent decades are remarkable. 
However, the country started from a very 
low base. In the 1970s, when it was still 
ruled by the long-time monarch, Haile 
Selassie, people on average did not live 
to be older than 43. Hardly a single adult 

woman had ever attended school and few 
men had received any kind of education.25

Following the fall of the last emperor of 
Ethiopia, in 1974, the situation became 
even worse. Under the subsequent 
communist dictatorship, Ethiopia was 
plagued for many years by ethnic conflicts, 
border disputes with its neighbours and 
the independence war with the province of 
Eritrea, which began in 1961. After almost 
two decades of tyranny and war, conditions 
for quickly embarking on a positive path 
of development were appalling in Ethiopia 
following the end of the communist regime 
in the early 1990s. To make matters worse, 
Ethiopia has no significant raw materials 
and is regularly plagued by devastating 
droughts.26

A new beginning 

Political stabilisation and economic 
restructuring played a decisive role in the 
country’s rise out of poverty.30 In a sense, 
1991 was “year zero” for Ethiopia. After 
17 years under the military dictatorship of 
the Coordinating Committee of the Armed 
Forces, Police and Territorial Army, known 
as Derg, a small rebel group from the north 
succeeded in bringing to an end the reign 
of tyranny. Weakened by years of fighting 
with Eritrea and other provinces seeking 

independence, the Ethiopian military 
was no longer able to resist the growing 
opposition groups. In May 1991, the 
guerrillas of the People’s Liberation Front 
of Tigray (TPLF) marched into Addis Ababa 
and put an end to the spectre of the Derg.31

Shortly after the Berlin Wall had fallen and 
the end of the Soviet Union was looming 
on the horizon, communism likewise ended 
in Ethiopia. The regime left behind a war-
devastated country in which hardship and 
hunger were omnipresent. With the fall of 
the military regime, it was now up to the 
former rebel groups to stabilise and pacify 
the country. A difficult task given that 
none of its members had any experience 
in governing a state. The TPLF started by 
looking for alliance partners and eventually 
forged a coalition government along with 
three other liberation movements from 
different regions of the country. Until 
the first elections in 1995, the Ethiopian 
People’s Revolutionary Democratic Front 
(EPRDF) took over the government in 
Ethiopia for a transitional period. However, 
it is still governing today.32, 33

1930

Haile Selassie, the 
“King of Kings” 
and the 225th 
descendant of King 
Solomon, is crowned 
emperor.

1935

Italy invades 
Ethiopia and a year 
later proclaims its 
rule. The emperor 
flees abroad.

1941

With British help, 
the Ethiopians 
drive out the Italian 
occupiers. Haile 
Selassie returns to 
the throne.

1940–1945.

Ethiopia introduces 
a new currency, 
founds its first 
university and its 
first and only airline: 
Ethiopian Airlines.

1962

Addis Ababa 
becomes the capital 
of the African Union.

1972–1974

A famine kills 
200,000 people, 
discontent with the 
country’s leadership 
is reflected in 
student protests.
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1974

Emperor Haile 
Selassie is 
overthrown. The 
Military Committee 
assumes power.

1977–1978

The communist 
military regime 
quashes protests, 
the struggle is 
known as the “Red 
Terror”.

1984–1985

Half a million people 
die during the 
biggest famine the 
country has ever 
experienced.

1991–1993

The military regime 
is crushed by rebels. 
A transitional 
government is 
formed under the 
leadership of the 
TPLF party.

1993

Eritrea gains 
independence 
peacefully after a 
referendum.

1995

The Democratic 
Federal Republic 
of Ethiopia is 
proclaimed and 
former guerrilla 
leader Meles Zenawi 
is appointed prime 
minister.

Two years after the end of the Derg regime, 
the Ethiopian transitional government 
granted Eritrea independence and at 
the same time began to reorganise the 
rest of the Ethiopian state politically and 
economically. At that time, the government 
under the leadership of the young TPLF 
politician Meles Zenawi faced a dual 
challenge: to bring peace to the country 
it had to initiate the transformation from 
a formerly totalitarian dictatorship to a 
democracy that, at least in theory, would 
allow all ethnic groups in the country to 
have a say.34 Economically, the government 
had to bring about a transition from a 

socialist planned economy to a capitalist 
market economy that could survive on the 
globalised market.35 And it had to do all 
this with the limited resources of one of the 
poorest countries in the world.

Decentralisation and “developmental 
state”

The recipe for achieving a political balance 
between the many different ethnic groups 
in the country was decentralisation and the 
introduction of a federal system. To this 
end, the government divided the Ethiopian 
state with its new borders into nine federal 
states and two city-states, each with its 
own government and a representation 
at the federal level. As dividing lines the 

transitional government used the linguistic 
boundaries between the different ethnic 
groups in each region.39

To crank up the economy the Meles 
government was inspired by a model 
already used by Asian countries such as 
South Korea, Taiwan and especially China 
to bring about economic advancement – a 
model that scientists often refer to as the 
“developmental state”, which denotes a 
kind of managed capitalism.40 In line with 
this model the opening of the economy 
and Ethiopia’s integration into the world 
market is to be controlled and monitored by 
a strong state. The state’s task is not only to 
create the infrastructure for a functioning 
economy but also to ensure that economic 

If Ethiopia were a village of 100 people

Like many African states Ethiopia is characterised by 
huge ethnic, linguistic and religious diversity. There 
are more than 85 different ethnic groups who speak 
around 83 different languages.37 According to the 
latest census conducted in 2007, the Oromo make 
up the largest share of the population – about 34 
percent –  followed by the Amhara with 27 percent. 
All the other population groups are much smaller with 
a maximum share of 6 percent.38 Whether this ratio 
still applies ten years after the last census will soon 
become apparent, because a new census has been 
under way since 2017.

Share of different 
ethnic groups in 
the Ethiopian total 
population, 2007 

Oromo

Amhara 

Somali 

Tigray

Afar

Other groups

(Data source: CSA36)
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Somali

Dire Dawa

Harar Jijiga

Adama

Asosa

Bahir Dar

Asaita

Mekele

Awasa

Gambela

Oromia

Gambella

Benishangul-
Gumaz

Amhara
Afar

Tigray

Addis 
Ababa

The region of 
the southern 
nationalities 
and peoples

1998–2000 

A border dispute 
between Ethiopia 
and Eritrea leads to 
war again. 70,000 
people are killed, 
tens of thousands 
displaced.

2000–2001

A peace agreement 
is concluded 
between Ethiopia 
and Eritrea via UN 
mediation. Disputed 
areas remain 
under Ethiopian 
occupation.

2005

Controversial 
elections lead to 
months of violent 
protests.

2012 

Meles Zenawi 
dies. Hailemariam 
Desalegn takes over 
as prime minister.

2015–2016

Government plans to 
expand the capital, 
Addis Ababa, into 
the surrounding 
Oromia region 
trigger protests. 
In October, a state 
of emergency is 
proclaimed.

2018

After continued 
protests, 
Hailemairam 
Desalegn resigns. 
Abiy Ahmed 
becomes prime 
minister and 
promises far-
reaching changes.

Ethnic boundaries

Ethiopia is still divided into two city states and nine federal states, the 
latter being further subdivided into administrative districts (zones), 
districts (woredas) and municipalities (kebeles). Because the country was 
divided up according to ethnic settlement areas, the Ethiopian model of 
federalism is also called ethnic federalism.43 The idea of its architects was 
that the federal state system would give the different ethnic groups in 
Ethiopia greater autonomy and self-determination.44

benefits are used for the implementation 
of a national development strategy.41 
In 1995, a first national development 
plan was launched, whose main aim 
was to reduce poverty in the country 
through the development of basic social 
infrastructure.42

Young beacon of hope

Ethiopia’s change of direction under the 
EPRDF government soon yielded results. 
The rapid economic upturn, which began in 
2004, earned Ethiopia the reputation of an 
economic miracle country. In less than 15 
years, Ethiopia, which in 2000 still ranked 

as the second-poorest country in the world 
in terms of per capita income, moved up 
nine places in the global index.45

Its success in terms of the Millennium 
Development Goals (MDGs) has shown 
that the country’s progress is not limited to 
economic factors alone. Ethiopia has made 
major progress on six of the eight goals 
formulated by the world community in 
2000 as guidelines for future development 
progress to be achieved by the end of the 
15-year implementation period. These 
include reducing hunger and poverty, 
lowering child mortality and improving 
access to education.46
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Better health and more education in the 
context of the MDGs have contributed to 
a significant drop in the fertility rate in 
Ethiopia. In terms of development policy it 
has long been known that women who go 
to school for as long as they can have fewer 
children than women who have attended 
only primary school or even had no 
access to education at all. While Ethiopian 
women still had 6.8 children on average 
in 2000, they now have only 4.6. Ethiopia 
has thereby experienced the largest 
decline in the fertility rate of anywhere 
in sub-Saharan Africa over the past two 
decades.47

Developing according to plan

Ethiopia sets its long-term development goals 
regularly in five- or ten-year plans. The second 
Growth and Transformation Plan (GTP II) is the fourth 
macroeconomic development plan since 1995. Its 
implementation is designed to help reduce poverty 
in the country and to catapult Ethiopia into the group 
of countries with lower middle income by the year 
2025.48

Sustainable Development and 
 Poverty Reduction Program (SDPRP)

Plan for Accelerated and  Sustained 
Development to End Poverty 
 (PASDEP)

National Development Plans in Ethiopia, 
1995–2020
(Source: Donnenfeld et al.49)

Themes:
• Devolution to regions
• Government establishment at all levels
• Open economy
• Develop social sectors

Themes:
• Pro-poor growth
• Poverty reduction
• Government strengthening
• Aid management

1995–2005 2005–2010

Stabiliser in the Horn

The progress Ethiopia has made since 
1991 – in particular, its rapid economic 
growth – has turned it into a positive 
example in Africa in the eyes of Western 
governments. Over the years, they have 
secured the Ethiopian government the 
financial support of the industrialised 
nations. Between 2005 and 2015, a total 
of 37 billion US dollars in development aid 
flowed into Ethiopia. During this period, 
no other country in sub-Saharan Africa 
received greater financial support from the 
international donor community.50

The EPRDF government is internationally 
not only a reliable and popular partner in 
development cooperation; as the largest 
military and Western-oriented power in 
the Horn of Africa, the country is also a 
key partner in peacekeeping efforts in 
the region. Since 2012, Ethiopia, despite 
its modest defence budget, has made 
a larger peacekeeping contribution to 
UN missions on the continent than any 

other African country.51 In addition to 
operations in South Sudan, Darfur, Liberia 
and Côte d’Ivoire, the Ethiopian UN 
peacekeeping forces are mainly involved 
in the Amisom peacekeeping mission in 
Somalia.52 Ethiopia is also an important 
partner of Western countries in combating 
Islamic terrorism in the region through its 
involvement in the neighbouring country 
and its proximity to the only African US 
military base in Djibouti.53

Compared with its neighbours, Ethiopia 
has remained to a large extent politically 
stable in recent decades. This circumstance 
makes the country a haven for thousands 
of people fleeing from crisis countries such 
as Somalia and South Sudan. At the end of 
2017, Ethiopia was giving shelter to around 
890,000 refugees, most of them from 
immediate neighbouring states, making it 
the third-largest host country for refugees 
on the African continent after Uganda and 
Sudan.54
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From flagship country to problem case?

Over the past two decades Ethiopia 
has thus in many respects become a 
heavyweight in Africa in terms of foreign 
and economic policy and, not least, in view 
of its large population. A peaceful, stable 
and upwardly mobile Ethiopia, where 
living conditions are improving for the 
population, could exert enormous influence 
in the conflict-ridden environment 
in the Horn of Africa. Conversely, the 
destabilisation of the country would have 
a disastrous impact on the whole region, 
potentially triggering massive refugee 
movements throughout East Africa and 
beyond.

How the country will continue to develop 
is currently uncertain, because in spite 
of all the success stories, there has 
been cause for concern in recent years. 
Recurring protests and government-critical 
demonstrations recently illustrated that 
in the “flagship state” not everything 
is as rosy as development indicators 

alone would suggest. Many Ethiopians 
do not see themselves as beneficiaries 
of the progress made to date and have 
increasingly expressed their dissatisfaction 
and displeasure with the undemocratic 
leadership style of the government.

The most recent wave of protests, in 2015, 
was triggered by the government’s plans 
to expand the capital, Addis Ababa, into 
areas in the neighbouring state of Oromia. 
Many farmers feared losing their land and 
their livelihood and protested against 
the expansion of the metropolis. After 
violent clashes had broken out between 
demonstrators and government security 
forces, the government dropped its plans. 
But the protests widened and eventually 
reached the Amhara region, the most 
populous region in the north-west of the 
country, in July 2016.55

First Growth and Transformation 
Plan (GTP I)

Second Growth and Transformation 
Plan (GTP II)

Ethnic inequalities

The roots of the protests lay mainly in 
the country’s ethnic inequalities. Many 
Ethiopians felt both economically and 
politically disadvantaged by a government 
dominated by the Tigray minority – above 
all, Oromos and Amhara, who make 
up nearly two-thirds of the Ethiopian 
population.56, 57

The response of the Ethiopian government 
to the protests was predictable from an 
authoritarian regime which itself had 
always bought stability and development 
progress at the price of crackdowns and 
repressions. Security forces repeatedly 
used violence against protesters, while 
critical journalists and opposition figures 
were imprisoned and in many places 
Internet access was restricted. According to 
the government, the protests had claimed 
around 500 deaths by the end of 2016, 
but other sources put the number much 
higher.58 In October 2016, the government 
declared a state of emergency in which the 
repressions were further intensified.59

Since the resignation of Hailemariam 
Desalegn in February 2018 and the 
appointment of the Oromo politician Abiy 
Ahmed as prime minister two months 
later, the protests have died down. 
Many Ethiopians hope that Abiy Ahmed 
will herald a change and break up the 
dominance of Tigray in the government. The 
first official acts of the new young leader 
inspire confidence, but many challenges 
remain. Ethnic conflicts – usually about 
land – continue to fester.60 In many places 
there is a lack of jobs and prospects, 
especially for the growing number of young 
people.

Themes:
• Economic growth
• Industrial development
• Infrastructure development
• MDG attainment

Themes:
• Economic growth and diversification
• Industrialisation and mechanisation
• Advanced sciences and technologies
• Sustainable development goals’  
 attainment

2010–2015 2015–2020
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Stretching Our Wings to Over 100 International Destinations in 5 Continents 

Migration hub in the Horn

Ethiopia is an important hub for migrants of all kinds in the Horn of Africa. 
Thousands of people from the unstable neighbouring countries go to 
Ethiopia looking for refuge and new prospects, while for others it is simply a 
transit stop. However, Ethiopia is not just a migrant destination and transit 
country but also an important source country of migrants. The majority of 
Ethiopians who leave their country go to Saudi Arabia or other Gulf States. 
Others set off for South Africa or try to reach Europe via Sudan, Libya and the 
Mediterranean.65

Important migration 
routes in the Middle 
East, Africa and the Horn 
of Africa (Source: IOM66)
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Stretching Our Wings to Over 100 International Destinations in 5 Continents 

Fragile stability

The eruption of protests in 2016 has shown 
just how fragile Ethiopia’s internal stability 
and its role as a stabiliser in the Horn of 
Africa are. Data indicate that the instability 
in the country increased during the wave of 
protests. In the Fragile States Index, which 
measures the conflict risk of all countries 
worldwide on the basis of social, political 
and economic indicators, Ethiopia in 2017 
was classified in the category “high alarm”, 
which covers countries with the second-
highest risk potential. In no other state did 
the situation deteriorate as much in 2017 
as it did in Ethiopia.67 For 2018 the index 
sees an easing of risks in Ethiopia, but the 
situation remains tense.68 On the conflict 
barometer of the Heidelberg Institute 
for International Conflict Research, the 
conflicts between the different ethnic 
groups in Ethiopia were recently classified 
for the first time as “war”.69

Even after the change of government, ethnic 
conflicts have yet to calm down. In June 
2018 alone, violent confrontations in the 
south-west of Ethiopia forced almost a 
million people to leave their homes and to 
seek refuge in another part of the country. 
At the same time, people have repeatedly 
sought protection in some neighbouring 
countries.70 In March 2018, for example, 
10,000 people fled across the border to 
Kenya after an abortive military operation 
in Moyale, a small town in the Oromia 
region in the south of Ethiopia.71

Similarly, the number of people who 
embarked on the long journey to Europe 
rose temporarily during the protests. 
In 2015 and 2016, the number of initial 
applications for asylum in the EU was 
5,525 and 6,075, respectively, and hence 
more than three times the average number 
of applications in the previous five years. 
Nevertheless, in 2016, just 0.5 percent 

According to official figures, only one 
person aged 15–24 in ten is neither in 
work nor in education.61 But unless they 
are among the few attending school at this 
age, many young people are likely to be 
either tending the family plot or working 
under precarious conditions in the informal 
construction and service sector.

In addition, many people are still denied 
democratic rights. Ethiopia is so far only 
nominally a democracy; de facto it remains 
an autocratically governed country in which 
free and fair elections, human rights and 
freedom of expression and press freedom 
are far from reality. In the latest Freedom in 
the World Report, the country scored just 12 
out of a possible 100 points and was again 
classified as “not free”.62 The new prime 
minister, Abiy Ahmed, promises to change 
this in the future. He has already lifted the 
Internet blockade and released political 
prisoners. He has admitted the mistakes 
made by the previous government, deposed 
old EPRDF functionaries, lifted the state of 
emergency proclaimed in February 2018 
and declared the border war with Eritrea 
ended.63 Thanks to Abiy’s initiative, the 
long-time rivals Ethiopia and Eritrea have 
resumed diplomatic relations again for the 
first time in nearly twenty years.64 If Abiy 
is successful, it will be the first bloodless 
regime change in Ethiopia’s recent past. But 
whether Abiy Ahmed can initiate a genuine 
process of democratisation in the country 
through his conciliatory approach remains 
to be seen.

of all new applications for asylum in the 
EU were accounted for by applicants from 
Ethiopia. The latest figures for 2017 show 
a declining trend,72 but the question is how 
reliable these data are. Some Ethiopian 
asylum-seekers pretend to be Eritreans 
or Somalis to improve their chances of 
obtaining protection status.73 The influx 
of Ethiopians to the EU for other reasons 
remained largely at a low level between 
2010 and 2016. Just 0.1 percent of the 
residence permits issued in the EU for 
family, educational or commercial purposes 
went to Ethiopian citizens in 2016.74

With the coming to office of Abiy, Ethiopia 
might once again be able to look forward 
to calmer times after the turbulent recent 
years. That is, at least, what is hoped. 
But to ensure that the country is not 
transformed from an anchor of stability 
into a tinder box, profound changes are 
necessary. The new head of state faces 
the difficult task of stabilising the country 
politically to reconcile the different ethnic 
groups, to bring the peace process with 
Eritrea to a conclusion and to implement 
economic reforms in order to realise the 
country’s ambitious development goals and 
to consolidate past successes.

How Ethiopia has achieved its development 
progress to date, which problems continue 
to exist and which factors may prove to be 
obstacles to consolidating successes will 
be more closely examined in the following 
chapters.
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Ethiopia has set itself ambitious 
development goals for the future: to become 
a middle-income country by 2025 and thus 
to enter the World Bank category that its 
neighbour Kenya has already achieved. 
There, the average income is almost twice 
as high as in Ethiopia.1, 2 In addition, 
the country aims to achieve the UN’s 
Sustainable Development Goals (SDGs) by 
2030. For the people of Ethiopia this would 
mean that no-one would be living in poverty 
or starving any longer, that all ethnic 
groups would live together peacefully, that 
everyone would be able to earn a living, that 
men and women would have equal rights 
and that everyone would receive a basic 
level of education and healthcare as well as 
have access to clean water and electricity.3 

To achieve all these objectives in less than 
12 years would seem virtually impossible, 
especially for one of the world’s poorest 
countries. The EPRDF government, however, 
appears to be guided by the principle that 
if you set your sights high you have a major 
incentive to achieve more. How Ethiopia 
intends to attain these goals is abundantly 
clear: by following the development path 
that paved the way to prosperity and 
security for many other countries in the 
past. But what does this path look like?

2.1 How development functions  
in theory: the demographic 
transition

There are many theories about why states 
succeed or fail and about why some are 
prosperous while others are still poor. 
Frequently, this phenomenon is explained 
in terms of external factors such as 
geographical location or culture. But a 
more plausible explanation, one that has 
been repeatedly confirmed empirically, 
is the theory of demographic transition. 
This is based on the observation that 
all countries that have ever managed to 
achieve socio-economic advancement have 
followed the same demographic path. In 
the course of this process, not only the size 
of the population but also its age structure 
gradually changes.4

The theory essentially describes the 
transition from high to low fertility and 
mortality rates in a country. In traditional 
societies many children are born, but at 
the same time many people of all ages die, 
which is why the size of the population 
hardly changes. More favourable living 
conditions, such as a better diet and 
hygiene, eventually lead to a decline in 
the mortality rate. But because fertility 
initially remains high, the population grows 
strongly for a certain period. A drop in 
the fertility rate due to better education, 
more individual life planning and broader 
prosperity occurs with a time lag. 
Population growth then slows down until it 
eventually comes to a halt.5

Demographers assume that with some 
delay and at different speeds, every country 
in the world will undergo this demographic 
transformation. As “pioneers”, the now 
industrialised nations took 200 years 
to go through the first three phases of 
this development, while the Asian “tiger 
economies” of South Korea, Singapore, 
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Taiwan and Hong Kong required only a few 
decades. Other countries, most of them in 
sub-Saharan Africa, are now in the second 
phase of the demographic transition, 
having left the first phase, marked by high 
mortality rates, behind them. But so far the 
fertility rate in these countries has fallen 
only slightly. The result is rapid population 
growth.6

Favourable age structure

The demographic transition is so far the 
only theory that can describe the socio-
economic advancement of regions and 
countries in general terms. The phases 
of development always follow the same 
order and once the number of children 
born has begun to decrease this course 

The path is pre-determined

Every country in the world goes through a 
demographic transition in the course of its socio-
economic development. In Phase 1 both mortality 
and fertility rates are high and the population 
barely grows. In Phase 2 the mortality rate falls 
owing to improved living conditions; because fewer 
children die the population increases rapidly. This 
development is followed in Phase 3 by a decline in 
the fertility rate. In Phase 4 fertility and mortality 
rates stabilise at a low level and population growth 
eventually comes to a standstill. Most of the countries 
of sub-Saharan Africa are at the beginning of this 
transition.

Schematic diagram depicting the development 
phases of birth and mortality rates as well 
as the overall population.
(own diagram)

of development proves irreversible.7 
Declining fertility rates not only slow down 
population growth, they also change the 
age structure of the population as the 
last “baby boom” cohorts become young 
adults and form the new main group of the 
population. This change in the demographic 
structure has always proved to be the 
starting point for potential socio-economic 
progress.8

At this point there are a large number of 
people of working age but relatively few 
children compared with the previous 
phase and not yet many older people to 
be provided for. Both individual families 
and the state thus have more resources 
available to invest in the shrinking younger 
cohorts. In addition, a disproportionately 
large number of people of working age are 
available to the economy as a productive 
workforce. This age structure is called the 
demographic bonus.9

Growth spurt in the tiger states 

In principle this bonus can culminate 
in a significant and prolonged spur to 
development – the so-called demographic 
dividend. The Asian tiger states as well as 
Thailand, Malaysia and China have been 
able to move rapidly from the status of 
developing country to that of emerging 
nation in a short period.10 Economists 
agree that the Asian economic miracle 
is largely due to good use having been 
made of the demographic bonus.11 What is 
more, the trend towards fewer offspring, 
more prosperity and better education has 
ultimately led to a decline in domestic and 
international conflicts.12

However, such a positive development is 
anything but a sure-fire success: only if the 
responsible governments invest in family 
planning and education do fertility rates 

Phase 1 Phase 2 Phase 3

Niger

Senegal

Brazil

Egypt

Ethiopia

China

United States

Germany
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decline. And only if the working-age cohorts 
not only gradually become better qualified 
but also find lucrative employment will 
economic development gather pace. The 
example of North African and Middle East-
ern countries shows that this process is not 
always successful. Although the fertility 
rates have declined there and educational 
indicators have improved, the lack of jobs 
has led to major dissatisfaction, especially 
among young people; indeed, their frustra-
tion was what triggered the so-called Arab 
Spring. Political instability and conflicts 
subsequently emerged in many places.13

From peasant economies to 
industrialised countries

In all formerly poor countries that are 
economically successful today, one factor 
was crucial: their development was always 
accompanied by economic structural 
changes that yielded a large number of new 
jobs. Except in city-states like Singapore, 
this change always began with productivity 
gains in agriculture: as soon as farmers 
began to use more efficient farming 
methods, they were able to produce 
surpluses and thus earn more. Not only 
were people better fed, but ever fewer 
workers were needed to work the land. The 
workforce thus freed was able to migrate 
to urban centres and be more productive 
in the factories that were being built than 

they had previously been in the fields. In 
this way, an industrial and service sector 
emerged in Europe in the second half of the 
18th century and in South Korea and China 
in the 20th century.15

In the course of economic restructuring, 
South Korea and China became driving 
forces of the global economy. Ever-better 
educated employees were able to advance 
into more productive industries with 
greater value added and earn higher wages. 
In turn, public revenues grew, allowing 
more investment in education and research, 
the creation of more efficient health and 
social systems and high-performance 
infrastructure.16

Fewer children, a longer life 

This socio-economic change has already 
begun in Ethiopia, but real prosperity is 
yet to come in the best-case scenario. For 
Ethiopia is still only in the middle of the 
demographic transition.17 Mortality, in 
particular child and maternal mortality, 
has already significantly decreased. In 
the 1950s, only two out of three children 
on average survived until the age of 
five; nowadays almost 95 percent do.18 
Fertility rates have fallen, too, since the 
early 2000s, from 6.8 to 4.6 children 
per woman. This is the largest decline 
in fertility in sub-Saharan Africa for this 
period, but it is still at a level at which the 
population is rapidly increasing. Today, 
more than 100 million people – about 
one-third more than at the turn of the 
millennium – live in Ethiopia. The annual 
rate of population growth today remains 
2.6 percent but is nonetheless about one 
percentage point less than at the beginning 
of the 1990s.19

Changing age structure

In the 1960s, South Korea and Bangladesh were still among the world’s poorest countries, with meagre 
economic power and high fertility rates. Owing to a decline in the number of children per woman, the number 
of younger and older dependents per 100 people of working age halved in South Korea in the 1970s and 
1980s. The same development, promoted by investment in education and family planning programmes, began 
shortly thereafter in Bangladesh, but it was slower in that country. In Ethiopia, the proportion of dependents 
has decreased steadily over the last decade, gradually leading the country towards a demographic bonus. This 
favourable age structure is achieved when the dependency ratio falls below a value of 66.

Number of people 
aged 0 to 14 and over 
64 per 100 people of 
working age (15–64, 
dependency ratio) 
(Data source: 
UNDESA14)
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The life expectancy statistics likewise 
illustrate how life has changed for the 
better. Today, new-born boys in Ethiopia 
can expect to live to the age of 62, girls to 
66 – a gain of 15 or 16 years over 1990.20 
In sub-Saharan Africa only Rwanda, Angola 
and Zambia have recorded larger increases 
in life expectancy.21

There are good reasons for the decline 
in the fertility rate and the consequent 
slowdown in population growth, each of 
which has to do with social development: 
First, parents tend to choose to have fewer 
children if the likelihood of their offspring 
surviving increases. Second, access to 
modern methods of family planning in 
Ethiopia has improved.22 And third, the 
educational level has risen throughout 
the country. Educating women has a 
dual effect: more educated women look 
after their own and their children’s health 
better. In addition, they usually want fewer 
offspring and can more easily fulfil this 
wish.23 An Ethiopian woman with higher 
secondary education has 3.8 fewer children 
on average than a woman who has received 
no education at all.24 In light of the progress 
made in the country, all these parameters 
can be expected to improve further and 
accordingly the fertility rate is likely to 
continue to fall, possibly even quite quickly. 
The chance of a demographic bonus, which, 
given the right educational and labour 
market conditions, could be turned into a 
demographic dividend, would then increase 
significantly.

Now that the trend towards smaller 
families has begun, the age structure of 
the population is changing – and already 
significantly to boot. Ethiopia still has one 
of the youngest populations in the world, 
but while in 1990 adolescents under 15 
years of age accounted for almost half (46 
percent) of the population, the cohort of 
children and young people today is only 40 
percent.25 Thus the concentration of people 
is slowly shifting to young adults of working 
age. Since the early 2000s, the workforce 
has grown faster than the population as a 
whole.26

These demographic changes spell not only 
opportunities but also new challenges 
for Ethiopia.27 Which improvements in 
health, education and the economy have 
contributed to Ethiopia’s now favourable 
demographic situation and which problems 
still need to be overcome is discussed in 
the following chapters.

Infant mortality and fertility rates influence each other

In the 1950s, one child in three in Ethiopia died before the age of five. For this reason, the fertility rate was 
high, too, because parents in poor countries try to ensure support in their old age by having a minimum number 
of children.21 Decreasing child mortality is therefore the prerequisite for declining fertility. In Ethiopia, women 
on average wanted one child fewer in 2016 than they did in 2000.30 In turn, fewer births help improve the 
health of both mothers and children. This meant that the decline in child mortality gained momentum once 
again in the 2000s.

Average number of 
children per woman 
and deaths per 1,000 
live births of children 
under five years of age, 
1950–2015
(Data source: 
UNDESA28) 
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Low base

Attempts to build a nationwide healthcare 
system that guaranteed medical care 
beyond the city boundaries had already 
been made in imperial times. In 1947, Haile 
Selassie founded the Ministry of Public 
Health, Ethiopia’s first national health 
facility. Until the end of his reign, the 
ministry undertook efforts with the support 
of international organisations to improve 
healthcare in rural areas, albeit with mixed 
results. In 1972, just before the outbreak of 
the revolution, state spending on medical 
care per person in Addis Ababa was more 
than 20 times higher than in the rest of the 
country.37

The communist regime that came to power 
in 1974 likewise attempted to expand 
the healthcare system. But after years 
of war with separatist groups in Eritrea 
and elsewhere, not much was left of that 
system. By the time the interim government 
took over in May 1991, many health 
facilities had been destroyed or looted, and 
there was a shortage of medical personnel 
everywhere. The provision of medical care 
was at its lowest level since the 1960s.38, 39

Fresh start in health policy

It is for this reason that, in its 1993 strategy 
paper on health policy, the Transitional 
Government tried to make basic health 
services available for all population groups 
in all regions of the country. In 1997, a 
20-year strategy for the development of 
the health sector established a timetable 
for the future in the form of five-year plans, 
as was usual for a communist-influenced 
government. The rather mixed progress 
during the first five-year plan quickly 
showed that the instruments used until 
then had not been suitable to improve 

Education makes all the difference

Educated women have fewer children than uneducated women – especially if they have attended secondary 
school after primary school. If all women in Ethiopia had a higher secondary education, the fertility rate 
would already be below two children per woman. An end to population growth would then already have been 
ushered in.

Average number of 
children per woman 
by level of formal 
education, various years
(Data source: DHS31)
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Two-track Ethiopia 

The decline in fertility rates is not equally advanced 
in all parts of Ethiopia. Large differences in the 
number of children born can be observed, especially 
between the cities and the rural regions. In the 
capital, Addis Ababa, where new ways of thinking and 
behaviour are becoming established more quickly, 
the fertility rate is 1.8 and hence at the level of 
north European countries such as Denmark.33 In no 
other country in the world is the city-country divide 
as marked with respect to the fertility rate as in 
Ethiopia.34

2.2. Health 

Health is a central prerequisite for 
development progress. This fact is reflected 
in the eight Millennium Development 
Goals, three of which have to do with 
health: reducing child mortality, improving 
maternal health and combatting HIV/AIDS, 
malaria and other infectious diseases. By 
the MDG target year of 2015, Ethiopia had 
already achieved two of these three goals. 
Only with respect to maternal health is it 
still short of the mark.35

Progress in the health sector has been 
remarkable. However, it was urgently 
needed, because until the 2000s, the 
people of Ethiopia still had little access to 
health facilities. That was true particularly 
if they lived outside cities, which more than 
85 percent of the population did in 2000.36
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access to health services for the rural 
population or to reduce the gap between 
city and country in healthcare.40

In response to this ongoing challenge, 
the Ministry of Health, in collaboration 
with international partners, launched 
the so-called Health Extension Program 
(HEP) in 2003. Its goal was to bring health 
care facilities to as many corners of the 
country as possible in the shortest possible 
time with the few financial resources 
available to a poorly developed country 
such as Ethiopia. The innovative aspect 
of HEP was to train lay people as medical 
personnel within a few weeks to provide 
basic healthcare for everyone in their own 
communities and villages. Another of their 
tasks was to impart basic information 
about health to local families to enable 
them to take disease-prevention measures 
themselves.41, 42

Helpers for better health

In order to reach as many people as 
possible, the government set up more 
than 15,000 health posts within the 
framework of the HEP – one in each kebele 
(community) – to provide for an average of 
5,000 people. In order to have two health 
assistants for the patients in each of these 
facilities, more than 30,000 women were 
trained in 40 new training centres for 
medical personnel.43 The idea was, on the 
one hand, to give women with secondary 
education an opportunity to have an 
income and, on the other, to strengthen 
the acceptance of health measures in the 
community.44

A main task of these so-called health 
extension workers is to improve the health 
of mothers and their children as well as to 
prevent contagious diseases. To this end, 
the trained women working in these health 
posts offer 16 medical services in four 
areas: family health, disease prevention, 

hygiene and health education. They care for 
pregnant women until the birth, make sure 
that infants are vaccinated and protected 
from typical childhood diseases such as 
diarrhoea, and inform women about family 
planning methods. But the health extension 
workers also educate the local population 
about infectious diseases such as malaria 
and HIV/AIDS and distribute mosquito nets 
and condoms for the necessary prevention. 
They are supported in these endeavours by 
volunteers from local families, who together 
form a “Health Development Army”, as the 
government calls it.46

Trickle-down effect

The Ethiopian government has pushed ahead with the development of the 
healthcare system on several levels. In the past two decades, it has built more 
than 300 hospitals and more than 3,500 health centres on the Woreda plain with 
international support. Health stations in each kebele serve as a link between these 
institutions and rural households. In order to benefit as many rural inhabitants as 
possible, the Ministry of Health launched another campaign in 2011 known as 
the “Health Development Army”. Medical employees from the health stations 
train volunteers who provide advice on health issues in family networks. In 
this way, healthcare is intended to reach even the most remote corners 
of the country, including nomadic communities.

Structure of the health system in Ethiopia
(Data source: own diagram  
based on WHO47)
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Healthier children and mothers

The idea of involving as large a share of 
the local population as possible in basic 
healthcare and of empowering primarily 
women has already had an impact. While 
in 2000 only about a quarter of the 
women in Ethiopia were supported by a 
medical professional during pregnancy, 
the corresponding figure in 2016 was 
almost two-thirds.52 This has contributed 
to more births being medically supervised. 
Although at 26 percent the proportion 
of children who are born in a healthcare 
facility is not even half as high as in Kenya 
or Tanzania, this is already a five-fold 
increase compared with 2000.53

More equality benefits everyone

If women are socio-economically disadvantaged, they have more children over the 
course of their lives than if they earn their own living. This strengthens their position 
in the family. Especially with respect to family planning, a greater say for women 
usually means a decrease in the number of children born – with long-term positive 
effects on the development of whole nations.48

Since the turn of the millennium, Ethiopia has made progress both in education 
and with respect to the share of women in the workforce. According to government 
figures, the proportion of women in employment increased by six percentage points 
between 1999 and 2013 to 78 percent.49 In agriculture today, they work for wages 
more often and start their own small businesses more frequently, such as restaurants 
or hairdressing salons. But opportunities have improved in other areas as well: wom-
en are earning their own living by working, for example, on cut flower plantations, in 
grain mills or as teachers and health assistants in the state service.50

The higher labour market participation of women is a positive trend, but it still 
needs to be increased. Women are more seldom formally employed than men and 
experience discrimination in many areas. Particularly in rural regions, social norms 
change slowly. Men often remain sceptical towards an equitable division of labour 
and shared decisions in the family.51

2000 that 10 of 100 babies born alive did 
not survive until their first birthday, that 
number had halved to five by 2016.54 The 
decline in the number of children who died 
in their first five years of life was equally 
steep in this period, falling from 17 to 7 
deaths per 100 live births within 16 years.55 
Above all, avoiding dirty drinking water 
(the most common cause of diarrhoea), 
combatting hunger and administering more 
vaccinations against childhood diseases 
such as polio and measles have helped to 
reduce child mortality.

Why children die in Ethiopia

Child mortality in Ethiopia has fallen rapidly. 
Nevertheless, about one child in fifteen still dies 
before it reaches the age of five, mostly of diarrhoea, 
pneumonia or malaria – deaths that can be prevented 
by antibiotics, hygiene and other prophylactic 
measures. Better access to safe drinking water and 
sanitation are other important steps that would 
further improve children’s health. In this context, 
the fight against hunger is important, too, because 
undernourishment and malnutrition make children 
particularly vulnerable to communicable diseases. 
In 2016, one child in ten in the country was 
undernourished.

Distribution of the causes of death in children 
under the age of five, in percent, 2014
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The fact that more infants and young 
children now survive has contributed 
significantly to the decline in the fertility 
rate in Ethiopia. Another key factor, 
however, is educating people about family 
planning methods. This is often done 
by the health assistants in conjunction 
with non-governmental organisations.57 
Between 2000 and 2005 alone, the 
percentage of women using a modern 
method of contraception more than 
doubled from 6 to 14 percent. In the 
subsequent 11 years, it increased once 
again 2.5 times to 35 percent – all in all an 
almost six-fold increase in 16 years.58 As a 
result, the proportion of women who use 
contraceptives is around six percentage 
points above the average for sub-Saharan 
Africa.59

Fewer infectious diseases

Through the Health Extension Program, 
Ethiopia has also made progress in 
combatting infectious diseases. Take 
malaria, for instance: although more than 
65 percent of the population live in malaria-
risk areas, there has been no malaria 
epidemic since 2003. In the past, Ethiopia 
was ravaged by such an epidemic every 
five to eight years.60 However, information 
campaigns about protective measures and 
the distribution of mosquito nets have led 
to an eleven-fold decrease in the number 
of new cases of malaria  since 2000 to 
six infections per 100 people living in a 
malarial area.61 At nearly 80 percent of 
the nationwide health posts, this tropical 
disease can now be treated with drugs.62

Ethiopia has also achieved success in the 
fight against HIV/AIDS. Between 1994 
and 2016, the new infection rate in the 
country fell according to United Nations 
(UNAids) estimates by more than 80 
percent to 30,000 new infections – the 
second-largest decline in East Africa after 
Burundi. The number of HIV/AIDS-related 
deaths has declined since its peak in 2004 
by around 80 percent, not least because 
since 2005 modern anti-retroviral drugs 
for combatting autoimmune disease 
have been distributed free of charge.63 
In 2014, Ethiopia’s anti-HIV campaign 
even made it into the Guinness Book of 
Records: To mark World AIDS Day, nearly 
3,400 people in the Gambella region 
received free HIV consultations within 
eight hours and were able to be tested for 
the virus. The government and the UNAids 
campaign aimed to inform the people 
living in the region with the highest rate of 
new infections about HIV prevention and 
treatment services.64

MDGs reached, but still way short of 
the ultimate target

The Health Extension Program has played 
a central role in achieving the Millennium 
Development Goals in Ethiopia. Above all, 
the improvements have helped Ethiopians 
to raise their life expectancy to an average 
of more than 64 years – an increase of 
more than 10 years since the turn of the 
millennium.67

But for all the rejoicing about the progress 
made in the health sector, it is important 
to mention that it has been achieved off 
a very low base. In global terms, infant 
mortality, for example, remains high – six 
times higher than in Romania and Bulgaria, 
the two poorest countries of the European 
Union.68 Preventable infectious diseases 
are still the leading cause of death, 
especially among children.69

The health posts in the kebele were an 
important step, but not sufficient to 
ensure good healthcare for all Ethiopians 
– especially since the number of people 
in the country is constantly increasing. 
Nearly half of the population still has to 
travel more than 15 kilometres to reach 
such a post.70 Moreover, the quality of the 
healthcare often leaves much to be desired. 
The medication and medical equipment 
required to treat even the most common 
diseases is frequently lacking. In addition, 
many health assistants are poorly trained 
and do not have sufficient knowledge of 
the healthcare services they are supposed 
to provide.71 Anyone who is seriously ill 

Unequal access to the elixir of life

Wherever clean water and sanitation are lacking, 
parasites and pathogens spread very quickly. In 
2000, only 25 percent of Ethiopian households had 
access to safe drinking water, compared with 65 
percent in 2016. But this is still worse than in most 
regions of East Africa. In addition, the regional 
differences in the country are enormous: while 96 
percent of people in cities have clean water, only 57 
percent of rural residents do.65

Type of drinking water access for the urban and  
rural as well as total population, in percent, 2016
(Data source: DHS66)
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often has to make the long journey to the 
nearest city, as health professionals are still 
unevenly distributed across the country. 
Specialised doctors and medical graduates 
are to be found almost exclusively in the 
cities.72

Shortage of doctors in both urban and 
rural areas

The increasing urbanisation and the 
growing middle class in the cities have 
promoted the emergence of private 
hospitals and healthcare facilities. About 
80 percent of these establishments are 
currently concentrated in the capital city 
of Addis Ababa.73 The government’s health 
strategy deliberately includes private 
hospitals. The idea is that they should help 
improve access to health services and 
provide more choice for patients – at least 
for those willing or able to pay more for 
better healthcare.74

However, private and public hospitals and 
healthcare facilities alike have a crucial 
problem: despite investments in the 
framework of the HEP there is a shortage 
of medical personnel throughout the 
country – especially of doctors, nurses and 
midwives. In Ethiopia there are only seven 
medical professionals per 100 inhabitants 
on average. To ensure good primary care, 
three times as many would be needed, as 
the government itself admits.75

Little money, new challenges

A major challenge remains the financing 
of the health system. Since 2004, Ethiopia 
has spent between 3 and 7 percent of its 
state budget on health – slightly less than 
most other countries in East Africa.76 The 
country is thus a long way from the WHO 
recommendation of spending 15 percent 
of the annual national budget on health. 
Financing the Ethiopian health system 
would be impossible without the help 
of international donors. In 2014, nearly 
half (44.7 percent) of the funds for the 
health sector came from international 
development aid. The government itself 
finances about a quarter of the cost of 
healthcare, while the remainder must be 
borne by households themselves – a huge 
burden, especially for the poorest.77

Healthcare costs are likely to continue 
to increase in the future, because with 
rising life expectancy and socio-economic 
progress, other kinds of disease will 
become more prevalent. While Ethiopia 
today has to contend especially with 
infectious diseases such as diarrhoea, 
malaria and respiratory illnesses, in 
future non-communicable and age-related 
illnesses such as heart attacks and strokes 
will become more common. In 2016, for the 
first time, ischemic heart disease became 
the third-most common cause of death,78 
a sign that the so-called epidemiological 
transition, in other words, the increase 
in the significance of non-communicable 
diseases vis-à-vis infectious diseases, is 
already under way in Ethiopia. On the one 
hand, this is an advance that has been 
observed for some time in developed 
countries; on the other hand, it is a 
problem because the treatment of non-
communicable diseases is more expensive 
than that of infectious diseases.79

Thus, the Ethiopian government faces the 
challenge of, first, expanding the healthcare 
system to cope with the increasing 
number of people; second, ensuring good 
healthcare provision in both the city and in 
the country; and, third, preparing to deal 
with a new range of diseases. In addition, 
it will have to find new ways of funding the 
health sector.

Rising costs

In 2015, Ethiopia’s average health expenditure 
per capita was 81 US dollars. In Germany, health 
expenditure per capita in the same year was 5,532 
US dollars. The epidemiological transition – from 
infectious diseases to the diseases of civilisation 
and age-related diseases – will, however, mean 
rising healthcare costs for Ethiopia. In 2040, health 
expenditure per capita is likely to increase by a 
factor of 3.5. Most of the additional burden will be 
on private households, partly because the share of 
international development aid in total spending on 
health is likely to be lower in the future.

Purchasing power-adjusted health expenditure 
per capita according to financer, in US dollars, 
2015–2040
(Data source: IHME80)
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2.3 Education

With respect to education, Ethiopia had to 
deal with catastrophic conditions following 
the fall of the military regime. When the 
interim government took over in Addis 
Ababa, more than 13 million adults – or 
more than three quarters of the population 
aged between 25 and 64 at that time – 
were unable to read or write. The level 
of education was especially low among 
women: in 1994, roughly nine out of ten 
women were illiterate.81

Until well into the 1990s, access to 
education in Ethiopia was extremely 
limited. During the imperial era, the 
Orthodox Church largely prevented the 
introduction of a modern education system. 
Only members of a small urban elite 
enjoyed access to a school education.82 
While the Derg regime initially expanded 
access to education, the armed conflicts, 
droughts and famines that followed in 
the 1980s once again put paid to any 
improvement.83 In the early 1990s, shortly 
after the end of military rule, less than 20 
percent of children of primary school age 
were attending school. In no other country 
in the world at that time was the share 
of children starting school lower than in 
Ethiopia.84

Setting the course for improved 
education

The decades of educational misery 
ended with the seizure of power by the 
EPRD. The Transitional Government 
made education a priority and in 1994 
formulated policy guidelines for education 
and training as well as an Education Sector 
Development Program (ESDP). These laid 
the foundation for a rapid expansion of 
education.85 In order to improve access to 

education, primary schools were built in 
all communities or kebele and secondary 
schools in many places as well. Between 
1995 and 2014, the number of primary 
schools increased from just under 1,000 
to more than 32,000, while the number 
of secondary schools increased from a 
mere 326 to more than 2,300.86 Thus, the 
number of schools in Ethiopia increased by 
a factor of 25 in less than 20 years.

At the same time, the new government 
abolished school fees, decentralised the 
education system and allowed provincial 
governments to decide the language of 
instruction in their region.87 Since then, 
primary-school children of the largest 
ethnic groups have been taught in their 
mother tongue.88 Nationwide, more than 
20 different languages are now officially 
recognised as languages of instruction. The 
national education strategy also stipulates 
that Amharic and English should be taught 
as well from year one.89

From kindergarten to university

Since 1994, the Ethiopian educational system has provided for eight years of primary school and two years 
each of lower and higher secondary school.* After kindergarten, which on average only 30 percent of children 
between the ages of four and six years attend currently, children start school at the age of seven.90 Primary 
education is divided into two cycles and – at least officially – is free of charge and compulsory. Depending 
on the region, instruction is in the local language until fourth, sixth or eighth year.91 From secondary school 
onwards, teaching takes place in English. At the end of primary school, as well as in the tenth and twelfth years, 
pupils must take an examination in order to enter the next level of education. Examination results at the end 
of tenth year determine whether a student can attend secondary higher education, which prepares them for 
higher education, or complete a teacher training or vocational education programme.92

Levels of the Ethiopian education system  
(Source: own diagram based on data from the 
Ministry of Education93)

Vocational education

Non-formal vocational training

Adult education

Teacher training

* The UNESCO Institute for Statistics (UIS) assumes a different structure in the Ethiopian education system: six years 
of primary school followed by four years of lower and two years of higher secondary school. Thus, the published data 
on student numbers and school entry and transition rates in primary and lower secondary level do not reflect the 
reality of the Ethiopian system.
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For the EPRDF government, the education 
sector plays a central role in the reduction 
of poverty, the main goal of its long-term 
development strategy. This is also reflected 
in the financial resources it has channelled 
into education. Between 1993 and 2013, 
the funds allocated for education rose from 
approximately 13 percent of the national 
budget to 27 percent and from 2.3 to 4.5 
percent of GDP. Measured in terms of both 
indicators, spending on education has 
roughly doubled in the past 20 years.94 
Moreover, as the economy has grown, more 
money has flowed into the Ethiopian state 
budget, increasing the funds available for 
education in absolute terms: in 2013, the 
Ethiopian government spent approximately 
two billion US dollars on education – eight 
times more than in 1993.95

Growing support

In addition to the growing state budget, 
the increased commitment of international 
donors has played an important role in 
the improved funding of the Ethiopian 
educational sector. Since the EPRDF 
government has worked closely with 
donor agencies such as the World Bank in 
drawing up its country-wide educational 
programmes, it has gradually been able to 
ensure a steadily rising level of financial 
support. An important incentive on both 
sides was the educational goal of the 
Millennium Development Agenda to provide 
all children with primary education by 
2015.96

After the turn of the millennium, which 
coincided with both the start of the 
MDG period and the completion of 
the implementation phase of the first 
educational programme, international 
donors began making increasing sums of 
money available for Ethiopian education. 

From 2002 to 2016, they increased their 
funding for education by approximately 
19 million US dollars annually on average. 
In 2016, Ethiopia received a total of 300 
million US dollars for education – more 
than any other country in sub-Saharan 
Africa.97

First educational successes

The efforts of the Ethiopian government 
combined with international support have 
made for substantial progress in the field 
of education, in particular in access to 
education. While less than 40 percent 
of children of primary school age were 
attending school in 2000, that figure had 
risen to 85 percent 15 years later. The 
enrolment rate for secondary schools has 
more than doubled: the share of young 
people with a school education rose from 
12 to 30 percent over the same period.98 

At the same time, the educational initiative 
brought about an improvement in the 
literacy rate of the young population. The 
proportion of 15- to 24-year-olds who can 
read and write has risen since the turn of 
the millennium from just under 40 percent 
to 60 percent.99

However, Ethiopia has made the most 
progress in the university sector. After the 
end of the Derg regime there were only 
two universities in the entire country. By 
2015, the number of universities country-
wide had increased to 36, with another 11 
planned.102 While access to a university 
education is still available only to a very 
small part of the population, the number 
of students has risen markedly: from 
about 33,000 in 1990 to about 760,000 
in 2014.103 The importance the Ethiopian 
government attaches to expanding the 
higher education sector is also reflected 
in expenditure: 43 percent of the budget 
for education is accounted for by higher 
education.104

The race to catch up

Ethiopia’s race to catch up with respect to access to education, which began after the introduction of the 
National Education Strategy, is all the more impressive if one considers that the starting point was very 
low. While sub-Saharan enrolment rates increased by only about 20 percentage points between 1995 and 
2015, they rose by more than 60 percentage points in Ethiopia – a quadrupling in just 20 years. For girls, the 
enrolment rate almost quintupled during this period.100

Net enrolment rates 
in primary school 
in Ethiopia and sub-
Saharan Africa, in 
percent, 1995–2015
(Data source: UIS101)
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As an alternative to an academic education, 
the EPRDF government has established a 
vocational education system for those who 
have completed lower secondary school 
but do not qualify for higher education. 
Vocational schools have been set up 
country-wide with the aim of equipping 
young people with the practical skills 
that the country needs for an economic 
upswing.105 So far, only about 2 percent 
of 15- to 24-year-olds are attending a 
secondary vocational school, but enrolment 
numbers have increased by a factor of 
more than 100 since 1999 – to more than 
350,000 students in 2015.106, 107

Improved chances for girls

A central concern of the Ethiopian 
education strategy is to improve 
educational access for girls. When the 
MDGs were first defined, only just over 
half of girls in sub-Saharan Africa were 
attending primary year one on average. 
In Ethiopia, only one in three girls was 
enrolled for primary school in 2000.111

To put an end to this disadvantage, the 
government is trying to make school access 
easier for girls through concrete measures. 
These include awareness-raising campaigns 
in village communities designed to 
convince parents of the benefits of school 
education for their daughters. In addition, 
schools are to be made more “girl-friendly”, 
by building separate latrines for boys and 
girls and employing female teachers and 
head teachers whose role is to encourage 
girls in a targeted manner. In addition, 
Ethiopia has established girls’ clubs in 
schools and tutoring and counselling 
services for female pupils.112

Progress at all levels

School enrolment rates have risen in Ethiopia at all levels, including pre-school. While in 2000 only about two 
out of every 100 children attended kindergarten, in 2015 the corresponding number was 30 – significantly 
more than in most other sub-Saharan African countries for which data are available. This improvement is 
mainly due to private pre-school facilities in urban centres and the introduction of a welcome class in primary 
schools.108 Furthermore, vocational school attendance is also higher than in many other sub-Saharan African 
countries. But very few young people between the ages of 15 and 24 – a mere 2 percent – undergo professional 
training in Ethiopia.109

Enrolment ratio (in 
percent), as well as 
number of enrolled 
children by school level 
(in millions), 2000 and 
2015
(Data source: UIS110)
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These measures have significantly 
improved the educational opportunities for 
girls. While in 2000, seven out of ten girls 
aged between nine and twelve had never 
set foot in a school, by 2016 that figure 
had fallen to two.113 At 82 percent, the 
school enrolment rate for girls in Ethiopia 
was no less than seven percentage points 
above the sub-Saharan average in 2015.114 
However, girls are still often disadvantaged 
higher up the education system. In 2016, 
60 percent of girls of higher secondary 
school age were not attending school, 
compared with only 50 percent of boys.115 
Girls are at a particular disadvantage in 
higher education, where the share of male 
students is 11 percent of the  population 
aged 19 to 23, more than twice that of 
female students.116

Qualified success

Given all the positive news, it is 
understandable that the expansion of 
Ethiopia’s educational system is often 
celebrated as a success story. But the 
country still fell just short of achieving the 
MDG target of giving all children access to 
primary education by 2015. The advances 
in the field of education are especially 
remarkable in view of the still rapidly 
rising population and hence the significant 
increase in the number of children who 
should receive a school education. Between 
2000 and 2015 alone the number of 
children and young people between 7 
and 18 years of age, i.e. of primary and 
secondary school age, grew to 10.5 million 
– an increase of 50 percent.117
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The Ethiopian educational system is 
nonetheless a long way from constituting a 
model for Africa. A closer analysis quickly 
reveals that Ethiopia is struggling with 
deep-rooted problems in the educational 
sector similar to those experienced by 
many other sub-Saharan states. So far, the 
numerous deficits in the field of education 
have prevented the younger generation 
from learning what they need to know to 
improve their prospects for the future and 
to drive socio-economic change in their 
country.

The problems start with access to schools, 
which remains a challenge in some places 
of residence. The formal achievements 
in the national school attendance rates 
conceal the big differences between 
regions. In the capital, Addis Ababa, 
where there is at least one school in every 
district, only about 5 percent of primary 
school children do not attend school. In 
the peripheral regions of Afar and Somali, 
where people still lead a nomadic or semi-
nomadic existence, access to education is 
much more difficult. In places where the 
next school is far away or where families 
may not have permanent residence, it is 
almost impossible for children to attend 
school regularly. In these two regions, 
around 35 and 42 percent of primary school 
age children, respectively, attended no 
school in 2016.118

Regional differences

How much education children and young people receive in Ethiopia differs enormously from region to region. 
In Addis Ababa, the completion rates for primary school at 80 percent are more than twice as high as in the 
outlying regions of Afar or Somali.119 There, children often drop out of school in the first or second year, in other 
words, before they have learned to read or write.120 This is also reflected in the literacy rates in each region: in 
Afar on average only one in three 15- to 24-year-olds can read or write.121

Proportion of 15- to 24- 
year-olds with primary 
education, in percent, 2016

Poverty as an obstacle

It is not only the place of residence but also 
the income and educational level of parents 
that play a big role in Ethiopia in the issue 
of whether children and adolescents receive 
a school education. In poorer households, 
where parents have generally received 
no education themselves, children often 
have to work to help support their families. 
The differences in access to education 
are correspondingly high according to 
income groups: Around 40 percent of 9- to 
12-year-olds from the poorest families 
had never attended school in 2016. In the 
most affluent group of the population, the 
corresponding figure was just 8 percent of 
children.123

A study shows that children from wealthy 
families whose mothers have received 
an education and who live in a city have 
the best chance of receiving an education 
in Ethiopia – especially if they live in the 
capital, Addis Ababa. This is especially 
true when it comes to attending secondary 
school or university.124

School enrolment does not necessarily 
mean education

Even if children have the opportunity to 
attend school, the mere fact of enrolment 
does not necessarily mean they will 
receive an education, because only a 
small proportion of children who enrol in 
primary school will complete that level 
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of education. According to the household 
surveys conducted by the Demographic 
and Health Surveys Program, not even half 
of 15-to 24-year-olds in 2016 had finished 
primary school.125 Many drop out or have to 
repeat one or more school years because 
they have attended classes only irregularly. 
In 2014, nearly two-thirds of pupils had left 
school early by the end of year six.126

Like in many other African countries, the 
number of people who attend secondary 
school after finishing primary school is still 
low in Ethiopia. According to UNESCO, the 
enrolment rate in secondary education in 
2015 was 30 percent, slightly below the 
average for sub-Saharan Africa. The higher 
the level of the education system, the 
lower the proportion of children attending 
school.127 The reasons why children and 
young people drop out of school range 
from the long distance they have to travel 
to the nearest school to the absence 
of transportation, the lack of financial 
resources for school fees and the need to 
support the family, as well as, in the case of 
girls, early marriage.128

Low achievement

Another reason why school prepares 
children inadequately for life is the poor 
quality of teaching. Neither teacher training 
nor infrastructure has been able to keep 
up with the rapid expansion of access 
to education. There is a huge shortage 
of school materials and appropriately 
qualified teachers. In primary school, the 
average number of students per teacher 
increased from 33 to 55 between 1995 and 
2011.131

The lack of well-trained staff is reflected 
in learning achievements – at all levels 
of the educational system. An evaluation 
of primary school reading skills in 2010 
showed that over a third of children in year 
two were unable to read a single word.132 In 
the National Learning Assessment, which 
regularly reviews educational progress in 
years 4, 8, 10 and 12, only 23 percent of 
pupils in year 10 and only 7.5 percent of 
pupils in year 8 in 2012 achieved at least 
half of the total possible score. Pupils in 

Unequal educational paths

Only a small number of children who enrol in school in Ethiopia make it through several levels of the 
educational system. In 2011, just one in ten 17- to 18-year-olds had attained a lower secondary education. How 
far children and young people climb up the educational ladder depends largely on their place of residence and 
the educational and income levels of their parents. Children from wealthy families are 20 times more likely to 
go to higher secondary school than children from poorer households.129

Transition to higher secondary education

Lower secondary school certificate

Transition to lower secondary education

Primary school certificate

Enrolment

Percent Percent

Percentage of young people in upper secondary education (aged 17–18) who have passed through, broken off 
or never attained various levels of education, by parents’ income group, in percent, 2011
(Data source: Education Analysis130)
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year 12 – in other words, those who have 
made it into higher secondary education 
– did better in the test than their younger 
co-pupils, but their average test result was 
worse than in 2010.133 

The government is aware of the 
shortcomings in the quality of education. 
With the support of the World Bank, it 
introduced a programme for improving the 
general quality of education in primary 
and secondary education back in 2008. 
This foresaw, inter alia, the extension of 
primary school teacher training to three 
years.134 And, indeed, the level of teacher 
training has improved since then, albeit 
mainly in the cities. In the outlying regions, 
where the living and teaching conditions 
are often more difficult, the percentage of 
qualified teaching staff is about half that in 
the cities.135 

Because many schools cannot afford 
to meet even the minimum quality 
requirements, an increasing number of 
parents are sending their children to fee-
paying private schools – if they are able 
to afford them, that is. There, children 
tend to make much better progress, 
because private schools pay higher 
salaries and therefore attract the best-
qualified teachers. Wealthier families 
are increasingly willing to spend more 
money so that their offspring will learn 
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Behind the expectations

Every four years, as part of the National Learning Assessment, the Ministry of Education reviews the learning 
progress of students in every region of the country. The results are sobering because the quality of teaching in 
Ethiopian schools is inadequate and learning achievements regularly fail to meet the government competence 
goals. Thus, the share of fourth-year pupils who did not have even a basic knowledge of the main school 
subjects increased further between 2008 and 2012.136

something.138 So far the number of children 
attending a private school remains low, 
800,000 at primary school and 330,000 
at secondary school level.139 And because 
most private schools are located in cities 
and often recruit their pupils through a 
selection process, they are likely to be a 
reason why the differences in educational 
attainment between children of different 
income groups are continuing to grow.

Often no prospects, despite education 

The poor quality of education in Ethiopia 
is one of the main reasons why so many 
children and young people fall by the 
wayside in the educational system, some 
of them before they have even managed 

Level of achievement of fourth-year pupils, in percent, 2008 and 2012
(Data source: Ministry of Education137)
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to learn to read and write. And even those 
who finish primary school often fail the 
final exams. In secondary education, too, 
many pupils fail to pass the examinations. 
Anyone who leaves school early, fails the 
examinations or whose marks are too low 
for them to continue to go to school will 
have no real future prospects even after 
several years of schooling.140

Many Ethiopians who expected to 
improve their own or their children’s 
future prospects through education have 
so far been disappointed. After all, the 
Ethiopian labour market offers few job 
opportunities for the increasingly better-
educated younger generation. This is 
especially true for the growing number 
of graduates. Just 6,000 job vacancies 
for the higher qualified were available for 
the approximately 67,000 students who 
completed their studies in 2010.141

The situation is further aggravated by 
the fact that graduates often do not have 
the skills that are needed on the labour 
market. This is true even for those who 
have undergone vocational training. 
Studies show that the qualifications 
of vocational school graduates barely 
meet the requirements of companies, 
because even in so-called Technical and 
Vocational Education (TVET), the quality 
of teaching leaves much to be desired.142 
High unemployment among TVET graduates 
in many places has given rise to a certain 
degree of scepticism about this educational 
track, which in countries like Austria or 
Germany paves the way to a large number 
of well-paid professions where skilled 
workers are in demand.143

The low quality of education in Ethiopia 
poses problems for the country in two 
respects: on the one hand, there is a 
shortage of well-educated professionals for 
the growing number of foreign companies 
investing in Ethiopia; on the other hand, the 
formally ever better educated young people 
in the country lack job opportunities. 
This not only limits the possibilities for 
economic development but is also a 
growing threat to the country’s stability. 
The protests of the past three years, 
which were staged predominantly by the 
younger, better-educated population, have 
already demonstrated this. Particularly in 
rural regions, this circumstance is giving 
rise to ever more doubts among parents 
about whether it makes sense to send their 
children to school or university if their 
future prospects are not thereby improved. 
Such a rejection of education could have 
serious consequences for the long-term 
socio-economic development of Ethiopia. 
However, for young Ethiopians who have 
already received an education but are 
unable to find work, emigration is often the 
only way out.144
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Interview

Catherine Dom has been working in 
Ethiopia as a development consultant 
and researcher for many years. As 
part of the research project WIDE 
(Wellbeing and Ill-Being Dynamics in 
Ethiopia) she and her colleagues have 
carried out a long-term study in 20 
rural communities in order to show 
what kind of socio-economic change 
has taken place there in the past two 
decades. In an interview with the 
Berlin Institute she explained what has 
happened in education in rural Ethiopia 
and what this means for the future 
prospects and wishes of young people. 

What has happened in Ethiopia’s 
educational sector in recent years? Has 
there been progress?

Yes, access to education has improved 
throughout Ethiopia, but not as much as 
the official statistics sometimes suggest. 
It is true that today almost every child 
goes to school at some point, but many of 
them leave school early. Some don’t even 
finish the first years of primary school. 
This is a problem that up till now has not 
been acknowledged, and the government 
is only gradually beginning to admit that 
its boasting that Ethiopia has achieved 
universal primary education is not well 
received by the population. Because in 
reality we are a long way from being able 
to guarantee all children a primary school 
education.

What is the educational situation for 
children and younger people in rural 
areas?

In rural areas, too, young people today 
are receiving more schooling than the 
older generations, even if it is often of 
poor quality. That changes how young 

people think and their ideas about 
how their lives could turn out. At the 
same time, young people are much 
better networked today. New roads and 
mobile phones have improved the links 
between the countryside and the cities 
but also with other regions worldwide. 
If you consider where some of these 
communities were and how remote they 
were, this is a spectacular change. And 
that is prompting greater awareness and 
a set of quite different aspirations that 
young people have.

What are their prospects today with 
“more” education?

Young people in rural areas have both 
more and fewer prospects. More because 
a certain process of industrialisation 
has begun that is creating new jobs. But 
at the same time fewer, because this 
process is not happening quickly enough 
and in rural areas there is nothing for 
young people to do. The government 
has not yet really become aware of this 
lack of prospects in the provinces. Up till 
now its focus has always been on youth 
unemployment in the cities, since this is 
of course more visible.  So young people 
in rural regions have so far received little 
support to really use their education 
and help a large number of them to quit 
farming.

Can more vocational education provide 
better prospects? 

More vocational education programmes 
are certainly a good thing, but they are 
conditional on young people completing 
year ten. In rural areas very few of them 
manage that. With the support of the 
World Bank the government is planning to 
expand vocational schools in rural areas 
into so-called centres of excellence. That 
is good and important, but the main thing 

is jobs and prospects for better-qualified 
young people. The question is what all 
those kids are going to do who do not 
manage to finish tenth year? Those are 
the ones for whom prospects need to be 
created, otherwise their education is no 
use to them, especially the girls.

Why does that apply especially to girls?

If a girl chooses the “modern path” and 
receives an education that opens up 
completely new opportunities to her. She 
has the chance to become economically 
independent and to lead a life that is quite 
different from her mother’s. So education 
is a source of hope most especially for 
girls. But if they don’t manage to complete 
eighth year or, later on, say in the tenth 
year, fail, they have no other option than 
to go back to their village and submit 
to the social norms there, which are 
often very traditional. That means early 
marriage, having lots of children and 
taking care of the household.

What needs to change in future?

Education needs to be of better quality. 
But even more important is the question 
of what children and young people 
actually learn and what expectations 
they leave school with. Up till now the 
goal has been to prepare young people 
to go to university, which for most of 
them is completely unrealistic. The young 
people have to realise that not all of them 
need to go to university. There are also 
respected professions for which you need 
an education and that are increasingly 
in demand in rural areas – from 
tradesmen, plumbers and electricians 
to people who repair mobile phones. So 
especially in rural areas formal vocational 
education needs to be expanded and 
made accessible to those who have not 
completed secondary school.
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2.4 The economy and the 
labour market

One achievement, in particular, has put 
Ethiopia into the international limelight over 
the past two decades: its enormously strong 
economic growth. From the mid-2000s 
onwards, the country recorded stable 
growth of more than 10 percent annually, 
thus leaving other strongly growing 
economies around the world in the shade. 
Of the 184 countries worldwide for which 
data are available, only the raw-materials 
country Qatar had even higher average 
growth rates between 2004 and 2016.145

Ethiopia has, in fact, experienced two 
economic growth spurts since the 
beginning of the 1990s. After the fall 
of the Derg regime and the country’s 
economic reorientation, annual growth 
rates increased between 1993 and 2004 to 
more than 4 percent, according to the World 
Bank. This meant they were on average 
nine times higher than in the previous 
ten years.146 The reforms set in motion by 
the EPRDF government at that time gave 
another boost to the economy from the mid-
2000s onwards. Starting in 2004, average 
growth rates climbed into the double-digit 
range and thereby doubled once again over 
the previous period.147

Higher incomes, less poverty

The per capita income of Ethiopians grew by 
an annual average of 7.5 percent between 
2004 and 2016, which is somewhat less 
than gross domestic product. The more 
modest per capita income growth was due, 
above all, to the strong population increase 
in the country. The Ethiopian population 
increased by around 3 percent annually 
in the same period. The wealth generated 
in 2016 thus had to be distributed among 
about 28 million more people than 12 years 
earlier.148, 149

Nonetheless, Ethiopians today have on 
average more than twice as much money as 
they did at the beginning of the economic 
upswing. While incomes adjusted for 
purchasing power are still far below the 
average for sub-Saharan Africa, the relative 
increase in per capita income from 2004 
onwards was the highest in the region. This 
has contributed over the past two decades 
to a halving of the share of people living in 
extreme poverty.150 

Experts have, however, repeatedly called 
into question the credibility of Ethiopia’s 
economic growth figures. International 
organisations such as the World Bank 
and the IMF regularly express doubt.151 
It is widely thought that the government 
has become so enamoured of its mantra 
of double-digit growth rates that it 
manipulates the statistics accordingly. 
Nevertheless, there is no question that 
Ethiopia’s economic growth of recent years 
has been remarkable, even though – or 
precisely because – it started from a very 
low base.152 

Average annual growth 
rates of gross domestic 
product, in percent, 
2004–2016
(Data source: World 
Bank155)
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Frontrunner in sub-Saharan Africa

In terms of economic growth, Ethiopia has far 
outstripped the other sub-Saharan countries. 
For more than ten years, the annual growth 
of gross domestic product averaged more 
than 10 percent. No country in sub-Saharan 
Africa can report similar achievements.153 In 
contrast with other African countries such as 
Angola and Nigeria, Ethiopia achieved this 
growth largely without the exploitation of raw 
materials such as oil and minerals.154
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Progress in agriculture

Another largely undisputed fact is 
that the high growth rates are mainly 
attributable to the clear development 
strategy pursued by the government. With 
the goal of transforming Ethiopia from a 
poor agricultural state into an emerging 
economy that sells agricultural and light 
industry products on the world market, 
the government has focused its initial 
efforts in the area where nearly every 
transformation process begins: agriculture. 
In 1993, the EPRDF drafted the Agricultural 
Development Led Industrialization (ADLI) 
strategy, which defines agriculture as the 
cornerstone and main point of departure 
for the country’s development. Accordingly, 
Ethiopia began to invest in the agricultural 
sector at an early stage. Between 1995 
and 2004, the government spent about 7 
percent of the state budget and between 
2005 and 2014 an average of more than 10 
percent on agriculture –significantly more 
than most other countries in sub-Saharan 
Africa.156

The strategy of first and foremost 
improving productivity in agriculture 
has led to initial successes. Yields – the 
volume of production per hectare – for 
cereals and other major crops have more 
than doubled since 1990.157 Improved 
harvests have contributed to a reduction in 
poverty among Ethiopian smallholders and 
their families. Above all, new commercial 
medium- and large-scale enterprises have 
ensured higher export levels.158 While 
in 1993, Ethiopia exported agricultural 
products to the tune of 150 million US 
dollars, the value of export commodities 20 
years later was more than 20 times as much 
– 3.4 billion US dollars.159

Gradual structural change

In the past, productivity gains in 
agriculture worldwide released workers 
for other sectors. In Ethiopia, too, the 
proportion of those engaged in agriculture 
has fallen since 2000 from 86 to 70 
percent. Nevertheless, since the turn of 
the millennium, the number of agricultural 
workers has risen by 10 million to more 
than 33 million people. The sector has 
thus absorbed nearly half of the people 
who reached working age during this 
period.160 Agriculture is hence still the 
most important sector for keeping formal 
unemployment in check.

Owing to the limited arable land available 
and the growing population pressure in 
rural areas, an increasing number of people 
in Ethiopia – like almost everywhere else 
in Africa – are being drawn to the growing 
cities in search of work, particularly to the 
capital, Addis Ababa. There, the service 
sector offers many people the opportunity 
to earn a living, whether as casual labourers 
or street vendors or by running small 
businesses, among other such things.161

In Ethiopia, the increasing significance of 
the service sector is ushering in structural 
change of the kind already experienced 
in Europe, America and Asia: namely, the 
shift of labour from the comparatively 
unproductive agricultural sector to areas 
with higher value added.165 According 
to World Bank reports, since 2004 this 
structural change has been an important 
driver of economic growth in Ethiopia.166

Employed people by economic sector, in millions, 1991–2018
(Data source: ILO164)
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Shifting employment structure 

Since the beginning of the 1990s, the Ethiopian 
workforce has grown from 25 to 60 million people.162 
The number of employees has increased slightly 
more slowly over the same period, by almost 30 
million people.. Most people who have recently 
joined the labour market have found employment 
in agriculture. However, the service sector plays an 
increasingly important role as employer. Since 1991, 
it has provided work for roughly a third of people 
joining the workforce, while the industrial sector – in 
particular, construction – has offered work to about 
one person in ten. 163
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Investments fuel construction boom

Besides the service sector, which acts as 
a magnet for jobseekers, huge investment 
in infrastructure is another component of 
the government’s strategy that has likewise 
created jobs and boosted the economy. 
Since the mid-1990s, the state has invested 
heavily in the construction of wells, 
schools, health centres and other basic 
facilities that improve the lives of many 
people in rural areas.167

In addition, in the past two decades the 
government has gone all out to expand the 
transport and energy networks. During 
the first Growth and Transformation Plan, 
the road network was expanded from 
just under 15,000 to more than 110,000 
kilometres and is to double once again by 
2020.168 Furthermore, major projects such 
as the railway line from Addis Ababa to 
Djibouti, the most important link to world 
trade, and the Great Ethiopian Renaissance 
Dam, the largest reservoir in Africa, are 
intended to help drive the economy forward 
and attract investors from abroad. The new 
transport connection and the electricity 
from the dam will help boost the still 
sluggish process of industrialisation in 
Ethiopia.169

The construction industry and related 
sectors, such as the cement industry, have 
also received a boost through private 
investment in real estate. Large parts of this 
investment have come from the diaspora – 
that is, Ethiopians living overseas – who are 
increasingly interested in the economy of 
their native country.170 Between 2005 and 
2014, these investments helped to create 
about 400,000 jobs in the construction 
industry, where jobseekers mainly from 
rural areas were able to earn a living.171

Between problems and potential

The combination of population growth, 
productivity gains in agriculture, massive 
infrastructure investment and the shift of 
labour to sectors with more value added 
has been key to Ethiopia’s growth for more 
than a decade. And that is the case even 
though the country has no significant 
natural resources and is located in a region 
plagued by political and economic crises.

Despite progress, all three sectors of 
the economy – agriculture, industry and 
services – are still struggling with deep-
rooted problems, from low productivity 
to tight state control. At the same time, 
they offer the potential to generate 
enough income for the growing Ethiopian 
population and to lay the foundations for 
a long-term economic upswing like that 
experienced by the Asian tiger states. The 
following survey of the three sectors of 
the economy illustrates where both the 
potential and the challenges are to be 
found.

2.4.1 Agriculture – Ethiopia’s 
backbone

Ethiopia is dominated by agriculture. To 
this day, it provides the livelihood of most 
people in the country and is the most 
important employment sector. Around 
seven out of ten Ethiopians work in 
agriculture, most of them as smallholders.172 
The majority of them live in the highland 
regions. There they engage in subsistence 
farming using simple means such as hoes 
and oxen-drawn ploughs. They sell only 
a small portion of their harvest at local 
markets. In the dry lowlands in eastern 
Ethiopia, people often live as semi-nomads 
or nomadic herders.173 Their meat and dairy 
products are generally not processed for 
sale. Some livestock are exported, however, 
mostly to the countries of the Middle East.

The approximately 15 million Ethiopian 
smallholders and their families farm on 
average only between 0.5 and 2 hectares 
of land, but they produce more than 95 
percent of the country’s most important 
crops.174 In addition to pulses, oilseeds, 
vegetables and fruits, these include cereals 
such as wheat, maize, sorghum and, of 
course, teff, a type of millet used to make 
the injera flatbread – the Ethiopian national 
dish. Nearly 90 percent of this staple is 
consumed in the country itself.175

Alongside the smallholders, commercial 
large-scale farms of more than 25 hectares 
are increasingly emerging in Ethiopia.176 On 
average, these farms, many of which are 
state-owned, have more than 300 hectares 
of arable land. Unlike the smallholders, 
however, they produce hardly any staples 
but focus instead on products essentially 
intended for export, including sugar cane, 
sesame, cotton and coffee.177
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Geographical contrasts

In Ethiopia, mountains that are more than 4,500 
meters high lie close to the lowest point on earth 
– the Danakil Depression, which is more than 100 
meters below sea level. Depending on altitude, 
temperatures and the amount of precipitation vary 
enormously within the country. This influences 
agricultural practices: about 60 percent of Ethiopian 
farmers cultivate land located in the heavy rainfall 
areas of the highlands. The main crops are cereals, 
mostly harvested after the two main rainy seasons, in 
the spring and late summer.178 Because the lowlands 
in the eastern part of Ethiopia are too dry for crops, 
the local population lives mainly from herding 
livestock.
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Topographic elevation map and agro-ecological zones 
in Ethiopia
(Source: CSA179)

Topographic elevation map

Higher yields, more exports

Both the production of major staples and 
that of agricultural exports has made 
significant progress in Ethiopia since the 
beginning of the 1990s. Cereal production, 
for example, increased between 1993 
and 2016 from about 5 million to more 
than 25 million tons – a five-fold increase 
in less than 25 years. Grain yields are 
rising, too, thanks to improved cultivation 
methods. While at the beginning of the 
1990s Ethiopian farmers harvested 1.1 tons 
of grain per hectare on average, in 2016 
output stood at 2.5 tons per hectare – more 
than twice as much.180 Both for cereals and 
pulses, farmers in Ethiopia have the highest 
yields in the whole of East Africa. In 2016, 
their production per hectare was almost 
twice as high as in neighbouring Kenya, 
where the declining soil quality is already 
resulting in yield losses.181
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Similarly, the production of coffee, 
Ethiopia’s number one export, has almost 
tripled since 1993. While that year the 
yield was 180,000 tons, Ethiopian coffee 
farmers harvested nearly 470,000 tons in 
2016.182 With an export value of more than 
720 million US dollars, the high-quality 
Arabica coffee most recently accounted for 
a quarter of the total value of all exports 
from Ethiopia.183 According to data from the 
Food and Agriculture Organization of the 
United Nations (FAO), export revenues from 
coffee have increased more than six-fold 
since 1993.184

More than just coffee 

Besides coffee, Ethiopia’s five most important 
export products include gold, oil seeds, khat (a plant 
that is used as a drug in East Africa and Yemen) 
and legumes. Thus, most exports are agricultural 
products that require little processing. That is set to 
change in future: According to the GTP II, by 2020 
more processed products such as meat, leather and 
textiles are to be exported. The export earnings 
from this are expected to rise to about 3.5 billion 
US dollars, which would be a ten-fold increase in just 
five years.188

In addition, Ethiopia has been increasing 
its range of export products in recent years. 
For example, floriculture, a relatively new 
area, has become more important in the 
last few years. The cut flower industry 
started in 1995 with just one hectare 
of arable land; today more than 600 
hectares are cultivated for this purpose. 
In 2016, cut flowers were Ethiopia’s sixth 
most important export.185 On the African 
continent, only Kenya supplies even larger 
quantities of cut flowers for the global 
market.186 For its part, Ethiopia is one 
of the world’s largest exporters of three 
agricultural products: cut flowers, sesame 
and coffee.187

Targeted measures

The progress that the former land of hunger 
has made in agriculture is considerable, 
even if one assumes that some numbers 
are likely to be manipulated.190 As in the 
health and education sectors, specific 

Share of various goods in total exports, in percent, 
2015/2016
(Data source: EIC189)
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Other commodities

measures in the ADLI programme have 
contributed to success. From the outset, 
the focus of the government’s strategy was 
to help Ethiopian smallholders become 
more productive. This means using 
fertiliser and improved seed, irrigating 
fields and expanding the range of crops.191 
Fertiliser enables farmers to regenerate 
soils exhausted by inappropriate farming. 
Special seed breeding can make plants 
more resistant to pests or extreme weather 
conditions. To achieve this, access to such 
productivity-enhancing resources for 
farmers has been facilitated. Farmers use 
them twice as often today as they did ten 
years ago, albeit having started from a low 
base.192

To ensure the proper use of fertilisers, 
improved seeds and other agricultural 
inputs, the government has established 
training centres country-wide with the aim 
of teaching farmers to use them efficiently 
and adapt them to local conditions. At 
these centres, the farmers learn how 
to achieve higher yields and still farm 
sustainably. In addition, the government 
has built a network of so-called agricultural 
development agents, who help smallholders 
and agricultural cooperatives to work more 
economically.193

Besides promoting productivity, the 
government has earmarked additional land 
for agricultural use. Between 2000 and 
2015, it expanded the land for annual and 
permanent crops such as coffee by 5.6 
million to a total of 16 million hectares. 
Ethiopia has thus increased its arable land 
in less than 15 years by an area the size 
of the entire arable land of its neighbour 
Kenya.194
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Ambitious plans

With the aim of further raising agricultural 
production and providing raw materials 
for the planned processing industry, large 
parts of this additional agricultural land 
have been awarded to large companies. 
By 2020, the government plans to hand 
over an area of 3.1 million hectares to large 
farms.195 Through favourable lease terms, 
the government is seeking to motivate 
mainly private entrepreneurs from abroad 
to invest in Ethiopia.196

The measures taken so far and the progress 
achieved in agriculture are all part of the 
government’s long-term strategy to make 
Ethiopia able not only to feed its population 
but also to refine more of its agricultural 
raw materials into higher-value products 
that can be profitably sold on the world 
market. At so-called agro-industrial parks, 
products such as coffee, spices, fruit and 
vegetables as well as animal products, 
including meat and milk, are to be prepared 
and processed.197 The government’s idea 
is that these products will not only earn 
more money but also generate value chains, 
which, in turn, will create jobs for the 
increasing number of people of working 
age.198

Low labour productivity

It will probably be some time before 
these plans become reality. Despite all 
the improvements, Ethiopia is burdened 
by the same problem that most African 
countries are struggling with: measured 
by global standards, the productivity of 
the agricultural sector remains low. In 
Germany, for example, grain yields are 
almost three times as high as those in 
Ethiopia because, in contrast with their 
Ethiopian counterparts, German farmers 
use state-of-the-art technology.205

The land and the question of who is entitled to use it

The 1995 Constitution stipulates that all land in Ethiopia belongs to the state and its 
citizens and cannot be purchased. Smallholders and herders have a “holding right”, 
i.e. they are entitled to use the land for their own needs, to farm it, lease it and pass it 
on to their children.199 But since farmers do not own the land they farm, it can be taken 
away again at any time if the state decides to use it for some other purpose. This has 
happened repeatedly in the past decade.

In order to advance mechanisation and hence the productivity of agriculture in Ethiopia, 
the government has leased large areas to foreign investors from India, Saudi Arabia and 
other countries on extremely favourable terms – and this land was rarely uninhabited. 
Contracts were signed for periods of up to 99 years and for annual lease rates of just 
one dollar per hectare in some cases.200 Under the government’s plans, by 2020 a 
total of more than three million hectares of land will have been allocated to foreign 
investors.201 The people who previously inhabited and farmed it are to be moved to a 
different location and receive appropriate compensation.

The government plans in this way to create jobs, improve the basic infrastructure for the 
local population and allow smallholders to learn from the technology of the investors. In 
reality, however, this has seldom happened so far.202

A good example is Gambella, a comparatively sparsely populated region in the far west 
of Ethiopia on the border with South Sudan. By 2011, an estimated 600,000 hectares 
of the land in this region had been allocated to Ethiopian and foreign investors who are 
using it to grow crops such as rice, sesame, soy beans and other pulses for export – in 
some cases in areas that had been designated as national parks.203 The local farmers, 
most of whom lived mainly from shifting cultivation, were resettled in new villages. 
According to Human Rights Watch, in the first year of the resettlement programme 
about 70,000 people left the land that they had been farming and did so, according 
to the accusation made by the human rights organisation, without receiving suitable 
compensation.204

But on the African continent, there are 
some countries that are ahead of Ethiopia 
in terms of agricultural productivity. 
Farmers in South Africa, for example, 
harvest 3.8 tons of grain per hectare on 
average, which is about one-and-a-half 
times as much as in Ethiopia, and deploy 
far fewer labourers. Only 6 percent of the 
working population work in the agricultural 
sector in the emerging country of South 
Africa, whereas in Ethiopia the figure is 
almost 70 percent.206

Untapped potential

The reason for the marked difference 
in productivity is that the degree of 
mechanisation in Ethiopian agriculture is 
still very low compared with that in South 
Africa. The small farmers usually sow their 
fields using the simplest means – at best 
with a plough pulled by oxen. Tractors and 
other machines are rare. There are only 
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four tractors per 100 square kilometres 
in Ethiopia, while there are 43 in South 
Africa.207 Although Ethiopian agricultural 
cooperatives sometimes offer tractor rental 
services, it is usually only large commercial 
companies that have the vehicles and 
machinery to work their land – and are 
then able to generate significantly higher 
yields.208

There is still room for improvement 
in Ethiopia when it comes to using 
productivity-enhancing methods. Even 
smallholders who have to manage without 
mechanical aids could achieve better yields 
or even surpluses if they were to irrigate 
more and use modern means. But to date 
many smallholders lack the necessary 
money to procure these. Less than half of 
them use some form of mineral fertiliser 
and fewer than a quarter sow improved 
seeds. Even simple irrigation methods such 
as vessels for collecting rainwater are rarely 
used.209 To meet the water requirements of 
their crops, farmers must wait for the rainy 
season and are thus at the mercy of nature. 
In the dry season, they often have to leave 
their fields fallow.

Ethiopia has fertile soils and a climate that 
allows several harvest cycles per year.210 
But as long as the farmers are unable to 
use the land efficiently, they will not be 
able to produce surpluses and generate 
a higher income. This is mainly because 
the average acreage of arable land that a 
farmer cultivates is too small to use new 
technologies and produce higher yields. 
Because yields are so low, the products are 
often suitable only for local markets, not for 
larger retail chains or a processing industry 
where agricultural commodities are turned 
into supermarket-grade products for the 
cities.

Millions of people still malnourished

The lack of efficiency in agriculture has 
far-reaching consequences. It contributes 
to the fact that, despite all the progress it 
has made, Ethiopia is still not in a position 
to adequately feed its population. Recurring 
droughts or even just a delay in the seasonal 
rains often have devastating consequences. 
Ethiopian smallholders regularly need food 
aid because their harvests are insufficient 
to feed themselves and their families 
throughout the year. About eight million 
people have recently been dependent 
on such support because of the ongoing 
drought.211

In addition, about seven to eight million 
Ethiopians depend annually on the 
assistance of the Productive Safety Net 
Program (PSNP). Set up jointly by the 
government and international donors in 
2005, the program provides support for 
people at risk of food shortages for up to 
six months a year, either through cash-for-
work programmes or free food.212 Since 
the introduction of the PSNP – the largest 
social protection programme in Africa – the 
proportion of undernourished people in 
Ethiopia has fallen from around 40 to about 
29 percent. Nevertheless, almost 30 million 
people in Ethiopia are still affected by 
malnutrition – more than in any other sub-
Saharan country.213

Climate change and growing 
population pressure

The challenges that Ethiopian agriculture 
will face in the future are likely to increase 
rather than decrease. In many places, 
unsuitable cultivation methods have led to 
water and wind erosion of the soil. About 
a quarter of the total land area of Ethiopia 
has soils that are already degraded, which 
leads to harvest losses.214 Climate change is 
further aggravating this situation. Extreme 
weather events such as droughts and floods 
make it even more difficult for farmers 
to plan and exacerbate problems such as 
erosion and degradation.215

The growing population is increasing the 
pressure on existing arable land. Since 
smallholders cannot easily increase the 
size of their land as their family grows, 
the average per capita farmland continues 
to decline. It will therefore become 
increasingly difficult for future generations 
to produce enough food to provide for 
themselves and their families on fields that 
are already small by African standards.216

For this reason, agriculture offers ever 
dimmer prospects for the growing 
number of young people in the rural 
regions of Ethiopia. They are therefore 
increasingly looking for a better life and 
an income elsewhere and leaving their 
region of origin. The first destination of 
the “landless” youth is usually Ethiopia’s 
growing cities, above all Addis Ababa.
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Interview

Non-governmental organisations are 
making an important contribution 
to socio-economic development 
in Ethiopia through measures 
implemented both in agriculture 
and in the health and educational 
systems. One of these NGOs is the aid 
organisation Menschen für Menschen, 
founded by the actor Karlheinz Böhm. 
Since 1981 it has been working to 
improve the lives of Ethiopia’s rural 
population. In an interview with the 
Berlin Institute, the organisation’s 
country representative, Berhanu 
Negussie, and his colleague Teferi 
Garedew explain the role agriculture 
has to play.

What changes have you noticed in 
Ethiopia’s rural communities in recent 
years?

The biggest change has taken place in 
agricultural production. Improved seeds 
and fertiliser and improvements in soil 
fertility have increased production yields. 
Intensification is a key area of work at 
Menschen für Menschen, helping farmers to 
grow their crops in a sustainable way and 
to boost production. The farmers need 
to produce more than what they need to 
feed themselves and their families. That is 
the first step. 

Also, the government has done a lot. At 
the grass roots level, extension workers – 
or development agents – are supporting 
farmers in using modern farming methods 
to boost production and preserve the 
environment at the same time.

What happens now that the production 
has increased?

Today farmers sell their meagre 
surpluses, which are often of low quality 

and unprocessed. But actually it would 
be important to wash, dry, refine and 
package the agricultural primary products 
so that they could be sold for more 
money in the nearest town. This not only 
generates a higher income for the farmers 
but also creates jobs in the downstream 
processing sector.

Why are these kinds of jobs so 
important?

Population growth has resulted in large-
scale unemployment. There is not enough 
agricultural land for the growing number 
of people, so off-farm jobs are needed. 
Menschen für Menschen helps farmers 
to improve their agricultural practices. 
But we also support the creation of 
agricultural value chains and agribusiness 
to generate jobs for young people.

What does such a project look like?

In one of our projects we support farmers 
in the harvesting, cleaning and storing of 
oil seeds. Another group – a cooperative 
or some other company – will purchase 
the seeds and extract oil from them, 
which can be sold to consumers. A by-
product of oil pressing is the so-called oil 
cake. This will be sold to another group of 
farmers who will enrich the feed of their 
livestock in order to better nurture them. 
This is a value chain.

What other challenges are there for 
Ethiopian agriculture?

The main challenge is climate change, 
particularly rain shortages and droughts, 
which lead, among other things, to soil 
erosion. We advise and train farmers 
on how to become more resilient in 
agricultural production. They learn how 
to use irrigation techniques, how to 
use every drop of water and how to get 
access to improved and more resistant 

seeds. But even if these methods are 
applied, droughts are nonetheless painful, 
because they decrease agricultural 
production.

What is Menschen für Menschen doing to 
counter the effects of climate change?

In order to overcome soil erosion, we are 
mobilising farmers to undertake physical 
conservation, for example by using 
terrace structures on their farming land. 
We also have a reforestation programme 
in which we are distributing 10 to 15 
million saplings yearly to farmers. We 
work with rural communities to allocate 
land areas where farmers can plant these 
trees. When the tree is planted the area 
regenerates quickly – even where soils 
were severely degraded and no farmer 
would have expected that something 
would ever grow there again. Over time 
the trees that once grew there come back. 
In our pilot projects, we have already 
reforested a thousand hectares of land. 
Farmers realise the advantages of the 
forest. This has an impact on the climate. 

Why was there so much deforestation in 
the first place?

An important factor in deforestation is 
that farmers have to cook and therefore 
they need wood. So you need not only 
to advise farmers not to cut wood. You 
cannot only say “don’t do that”, “don’t do 
this”. Farmers must see another option. 
Menschen für Menschen created such 
an option by introducing fuel-efficient 
stoves. We show people how to use them, 
particularly self-organised groups of 
women. Menschen für Menschen subsidises 
the production of the stoves and the 
community covers the rest. It creates 
employment for the youth and at the same 
time contributes to the reforestation 
programme. This is integrated rural 
development.
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2.4.2 Service sector – between 
informal employment and state 
domination

Ethiopia is not yet very urbanised. Barely 20 
percent of the people today live in a town 
or city. The average for sub-Saharan Africa 
is 40 percent and hence twice as high. But 
Ethiopia’s towns and cities are growing. By 
the middle of the century, the country is 
expected to reach today’s urbanisation level 
of sub-Saharan Africa: 40 percent. By 2050, 
75 million Ethiopians are likely to live in a 
city.217

It is, above all, rural poverty and the lack 
of prospects in the countryside that are 
driving more and more people to the towns 
and cities, especially the increasingly 
better educated youth. Since they see little 
future for themselves in agriculture, they 
hope to find a better job in the city and 
be able to send a portion of their income 
to their families. In the urban centres, 
the construction and service sectors, 
in particular, offer employment and 
opportunities to earn more.220

Difficult working conditions

Most Ethiopians who find their way into the 
growing service sector do jobs for which 
few qualifications are necessary and in 
which they earn little. Some try engaging 
in casual work as janitors, gardeners or 
domestic helpers. Others make ends meet 
as shoe-shiners or street vendors. Anyone 
who has enough capital to start their own 
small business, such as a small snack bar or 
a stall selling everyday goods like cooking 
fat, sweets, toothpaste and shower gel, 
does so.

Most of them have to become their 
own boss in order to have a job and an 
income. In Addis Ababa about one third 
of employees work independently as 
“one-man or one-woman companies”.221 
By no means all micro-enterprises, casual 
labourers or other self-employed are 
registered or included in official statistics. 
According to surveys by the Ethiopian 
Statistics Authority, in 2015 about one 
quarter of the urban working population 
was employed in the so-called informal 
sector. In some cities, such as Harar and 

Safety net for city dwellers

People hoping be able to lead a better life in the city and earn more are often 
disappointed. Although they can earn a higher income in the city than they can in 
agriculture the higher cost of living usually cancels out this benefit. Often, they have 
too little money spare to be able to send any to the family in the country.218

To help the poorest urban dwellers in particular, the government together with the 
World Bank extended the Productive Safety Net Program, which supports people in 
rural areas, to Ethiopia’s cities in 2017. Around 400,000 people in 11 cities who 
had previously been penniless and unemployed had the opportunity until mid-2018 
to earn a small wage, for example, by sweeping the city’s streets. Even though the 
project reached only a comparatively small number of people, it was an important 
step towards establishing a state-wide social security system in Ethiopia.219

Dire Dawa, almost a third of the working 
population fell into this category.222 Other 
estimates suggest that in 2016, around 
12.4 million Ethiopian workers outside 
agriculture were informally employed. 
Experts believe that they probably 
generated almost a third of gross domestic 
product in 2016.223

From an economic point of view, a 
large informal sector means, above all, 
productivity losses and missing tax 
revenues for the state. For the individual, 
informal work is often the only way to 
earn an income at all – especially for those 
with low-level skills.224 However, even for 
the increasingly better educated youth, 
the informal sector is more frequently 
becoming a lifeline to survive in Ethiopian 
cities. This is because there are simply not 
enough formal jobs in the service sector, 
including as private doctors, in banks and 
insurance companies or as tram or lorry 
drivers.

More people in service jobs promotes 
GDP growth 

Those who are lucky enough to find 
employment in the public sector – which 
forms part of the service industry – manage 
to earn more. Between 1999 and 2013, 
the number of state officials doubled. This 
was due, among other things, not only to 
the growing administrative apparatus but 
also to the country-wide development 
of the basic infrastructure. New health 
centres, schools and universities require 
more health workers and teaching staff. 
Including the 1.2 million employees in the 
public sector, the service sector accounted 
for about one-fifth of all employees in 2013 
(last available figure).225
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Because civil servants, retailers and 
restaurant employees are more productive 
in terms of gross value added than those 
in agriculture –and those working in 
transport, communications and finance are 
significantly more productive – the shift of 
labour from agriculture to services has had 
a positive impact on Ethiopia’s economic 
growth.226

In state hands

Jobs in high-productivity sectors are still 
rare in Ethiopia, however. Of all those 
employed in the tertiary sector of the 
economy in 2013, only 6 percent worked 
in transport and just 2 percent in the 
financial industry.228 These numbers mirror 
Ethiopia’s level of development, which 
obviously differs from that of China or 
Germany, where already 56 and 72 percent, 
respectively, of those employed in the 
tertiary sector tend to work in vocational 
fields with higher productivity.229

To date there are few private enterprises 
in Ethiopia that could help to create more 
jobs in these sectors. The government is still 
striving to protect strategically important 
companies in the financial, transport, and 
telecommunications branches from local or 
international competition. However, state-
owned monopolies are generally neither 
very innovative nor very productive. An 
exception is Ethiopian Airlines, which has 
become the largest airline on the African 
continent within just a few years.

Unlike many other African state airlines, 
into which the tax-payer’s money must 
repeatedly be pumped, Ethiopian Airlines 
is a success story. The airline is still 100 
percent state-owned but has no debts to 
the state. In order to have more freedom 
of choice and flexibility, the management 
prefers to borrow money elsewhere – for 
instance, in China – to purchase new 
aircraft or expand its infrastructure at 
Bole airport in Addis Ababa.230 But the 
enterprise also stands on its own feet in 
other respects. Ethiopian Airlines trains its 
personnel at the company’s own academy, 
has its own catering service and even 
carries out the technical maintenance of its 
growing fleet.231 Its bid for independence 
has been rewarded: in 2016, the airline 
made a bigger profit than all other African 
airlines put together.232

A number of other state enterprises could 
likewise become more competitive in future 
and make a bigger contribution to job 
growth in Ethiopia. The EPRDF government 
under its new prime minister, Abiy Ahmed, 
announced in June 2018 that the airline’s 
shares as well as those of other state 
enterprises such as Ethio Telecom and Ethio 
Power would be made available to foreign 
investors. At the same time, the government 
intends to facilitate the complete or partial 
privatisation of railways, sugar factories 
and industrial estates. This is a chance 
for the private sector to become more 
competitive. The government expects 
significantly more foreign investment under 
its reform plans, which would allow it to get 
to grips with the country’s foreign currency 
shortage.233, 234

Employment share (in percent) and labour productivity (gross value added per worker 
in 1,000 Ethiopian Birr) by different economic sectors, 2013
(Data source: Martins227)
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Leaps in productivity

As structural change is gradually 
implemented, more and more people 
in Ethiopia are working in areas 
characterised by higher productivity 
than the agricultural sector. Retailers 
and restaurateurs are on average 
five times more productive in terms 
of gross value added than farmers. 
A pilot outperforms a farmer’s 
productivity by a factor of nine and 
a financial employee by a factor of 
13. To meet the challenges posed 
by structural change in Ethiopia, 
jobs must be created in productive 
sectors such as transport and finance. 
Appropriate education and training 
and qualification programmes are a 
prerequisite for this development. 
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2.4.3 Industry – still in its infancy

To continue on its development path, 
Ethiopia needs to drive forward 
industrialisation more strongly than it 
has in the past. The plan to promote other 
sectors of the manufacturing industry in a 
targeted manner – in particular the textile, 
clothing and leather industries as well as 
the processing of agricultural products – 
has been in place since the mid-2000s as a 
supplement to the ADLI strategy. But so far 
this plan does not seem to be working very 
well: despite all government strategies and 
ambitions, the industrial sector still plays 
a subordinate role. In 2016, it contributed 
only a fifth of gross domestic product and 
employed just a tenth of all workers.237, 238

According to economic development 
theories, over time jobs shift from 
agriculture to the industrial sector and 
then to the service sector. But in Ethiopia 
so far, people have largely tended to go 
straight from the agricultural sector to the 
service sector. While they are certainly 
more productive there than in agriculture, 

Ethiopia’s gateway to the world

Exports require access to sales markets. Without direct access 
to the sea, it is all the more important for Ethiopia to be able 
to transport goods and people by air to as many places as 
possible worldwide. Ethiopian Airlines – the crown jewel among 
the Ethiopian state enterprises – now uses Addis Ababa as an 
international hub and by 2017 was already flying to 95 airports 
worldwide, bringing diplomats, tourists and other travellers 
to Ethiopia. In 2017, the company transported 8.8 million 
passengers – three-and-a-half times more than in the previous 
ten years.235

Route network Ethiopian Airlines, 2018
(Source: Ethiopian Airlines236)

services are ultimately a dead end if 
a service job means working as a fruit 
vendor or domestic helper. Challenging 
and well-paid jobs in this sector, such as in 
logistics or in research and development, 
usually emerge only in the wake of 
industrialisation. If industrialisation fails 
to materialise, so the fear of Harvard 
Economist Dani Rodrik, the positive effects 
of recent structural change on Ethiopia’s 
economic growth could turn out to be a 
flash in the pan.239

Injection of funds from China

Nevertheless, it would be wrong to say 
that the Ethiopian industrial sector has 
not grown at all in the past two decades. 
Since the early 1990s, the number of 
employees in industry has increased 
more than ten-fold to a total of 4.5 million 
in 2017.240 Its share of gross domestic 
product has almost tripled since the early 
1990s – at the expense of the agricultural 
sector.241 However, most of this growth 
was accounted for by the construction 
industry and is therefore a result of major 
state investment in infrastructure.242 

A functioning infrastructure – roads, 
railways, electricity, water and 
telecommunications lines – is a basis for 
industrialisation. But these cost a lot of 
money and may lead the country into the 
debt trap if it overspends or becomes too 
dependent on individual donors.

Even if infrastructure still leaves much 
to be desired in many places, more than 
75 percent of the rural kebele are now 
connected to the transport network via 
all-weather roads. While a decade ago a 
villager still generally needed almost four 
hours to get to the nearest paved road, 
the average time in 2015 was about one-
and-a-half hours.243 Alongside the road 
and rail network, telecommunications and 
electricity infrastructure is being expanded, 
too. With major projects like the first tram 
line south of the Sahara  and the largest 
dam in Africa, Ethiopia has attracted 
international attention and tried to impress 
foreign investors.
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Upgradeable infrastructure

Infrastructure has developed rapidly in Ethiopia in recent years. In just six years, the proportion of the 
population with access to electricity has increased eight-fold. But Ethiopia still lags behind the average for 
sub-Saharan Africa in terms of infrastructure. In no other sub-Saharan country is the mobile phone usage rate 
as low as in Ethiopia.244

Share of the population in Ethiopia and sub-Saharan Africa with access to electricity and mobile phones, 
in percent, 2010, 2013 and 2016
(Data sources: GSMA245, IEA246)

 Ethiopia Sub-Saharan Africa

Percentage of the population with... 2010 2013 2016 2010 2013 2016

Electricity access 23 – 40 32 – 43

Use of a mobile phone – 17 34 – 31 43

The major projects of the Ethiopian 
government are usually financed and 
built with foreign support, mainly from 
China. Between 2010 and 2015 alone, 
the Ethiopian government received loans 
of about 10.7 billion US dollars – only 
in Angola was the amount of Chinese 
credit even higher. More than three-
quarters of Chinese money went into 
telecommunications, transport and energy, 
where Chinese companies carried out 
the construction work with the help of 
Ethiopian workers.247 For the 750-kilometer 
railway line from Addis Ababa to Djibouti, 
Ethiopia received a loan from China of 
around 2.5 billion US dollars, which 
allowed the country to cover 80 percent 
of the project costs. The railway line was 
built by Chinese companies such as the 
China Railway Group and the China Civil 
Engineering Corporation.248, 249 But Ethiopia 
will be able to repay the debt  only if the 
new infrastructure succeeds in promoting 
industry and trade and filling the state 
coffers.

The manufacturing industry as a driver 
of growth

Whether such success will be forthcoming 
depends to a large extent on how the 
manufacturing industry develops. In 2017, 
it contributed only 6 percent to gross 
domestic product, while the construction 
sector contributed three times as much, 
18 percent. Since 2011, the manufacturing 
sector has grown by just two percentage 
points and is lagging far behind the Growth 
and Transformation Plan.250 Its aim is to 
triple the share of manufacturing in GDP 
to 18 percent by 2025. At the same time, 
1.5 million – or 2 million, according to the 
Ethiopian Investment Commission – new 
jobs are to be created, in the textile and 
clothing industry, in the leather industry, 
in the processing of agricultural products 
and in the chemical and pharmaceutical 
industries, among others.251

The government’s idea is that if the 
manufacturing industry gets off the ground, 
the economic upswing will continue and 
by 2025 Ethiopia will be a lower middle-
income country. To achieve that goal, it 
is counting on the participation of a part 
of the economy that it has largely ignored 
to date: the private sector. The plan is 
that in future, domestic and especially 

foreign companies are to be increasingly 
encouraged to invest in Ethiopia in order 
to make the country one of the largest 
manufacturing centres – if not, indeed, the 
largest such centre – in Africa. Investors are 
to be lured by low wages, tax breaks and an 
all-round infrastructure package in the form 
of industrial parks.

Factories for the world market

Once again it is China that has provided 
start-up support in the development and 
construction of such parks. As early as 
2009, the Eastern Industrial Zone, Ethiopia’s 
first industrial park, opened in Dukem, 30 
kilometres south-east of Addis Ababa. How 
much Ethiopia will benefit from this project 
is, of course, not yet clear, because the park 
is 100 percent owned by Chinese investors. 
The Qiyuan Group received the land for 
a token annual sum of one Ethiopian birr 
(approximately three eurocents) per hectare 
under a 99-year lease.252 Nevertheless, 
these initially unfavourable conditions 
could pay off for Ethiopia in the longer term 
because others have followed the Chinese 
example. The Turkish textiles giant Ayka, 
for example, established a subsidiary in 
the vicinity of Addis Ababa in 2010 and 
invested 140 million US dollars there – one 
of the largest foreign direct investments 
Ethiopia has seen so far.253

To bring even more investors into the 
country, the Ethiopian government 
has opened four of its own industrial 
parks since 2014; eight more are still 
under construction. According to the 
Ethiopian Investment Commission (EIC), the 
flagship project is the park in Hawassa, 
275 kilometres south of Addis Ababa. 
There are now 18 domestic and foreign 
companies from China, India, and Sri 
Lanka manufacturing in this park, which 
covers an area of 130 million hectares. The 
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main products are clothing and textiles 
“made in Ethiopia” for industry giants 
such as Walmart, H&M, Levi’s and Guess. 
Overall, 60,000 jobs are to be created in 
Hawassa. For the factory site to be built, 
500 smallholders had to relocate, in most 
cases without receiving either appropriate 
compensation or a new secure job.254, 255

Looking eastwards

China is not only Ethiopia’s main lender but also a major source of foreign direct investment (FDI). While at the 
beginning of the 2000s FDI flows were almost exclusively from the United States, in 2012 about 90 percent 
came from the People’s Republic. This is also reflected in trade relations. Between 1990 and 2015, China’s 
share of Ethiopia’s total trade increased from less than 1 percent to 28 percent. By 2015, the People’s Republic 
had caught up with the United States and the European Union as Ethiopia’s main trading partners.

Share of direct 
investment by country 
of origin, in percent, 
2001–2012 

Share of Ethiopian total 
trade by trading partners,  
in percent, 1950–2015

(Source: Donnenfeld  
et al257) 

The last bastion of light industry

Companies that want to locate in one of 
the industrial parks are welcomed by the 
government with open arms. Incentives 
for investors include state-subsidised 
electricity, favourable import tariffs and 
exemption from income tax for up to 
ten years. Any company that exports 80 
percent of its goods receives another two 

to four years tax exemption.259 Besides all 
these incentives Ethiopia has another big 
bonus to offer: its cheap workforce.

In this context, Ethiopia is benefitting from 
the economic rise of Asian countries, where 
the rapid development of the processing 
industry enabled ever more people to find 
a job in a company and at the same time 
changed society. With the growing middle 
class, the number of children per woman 
fell, population growth slowed and the 
constant influx of cheap labour dried up 
slowly but surely. As a result, wages in Asia 
and thus the prices of products rose.

In order to go on producing cheaply in the 
age of “fast fashion”, textiles, clothing and 
leather companies, in particular, must now 
look elsewhere for cheap labour. And it is 
for this reason that the African continent, 
with its huge and growing potential 
workforce, has aroused international 
interest. But Africa’s competitive edge is 
deceptive because labour costs are usually 
higher than expected. In Tanzania and 
Senegal, they are on average about twice as 
high as in Bangladesh, in Kenya even two-
and-a-half times as high. At 909 US dollars 
per worker annually, it is only in Ethiopia 
that they are at a similarly low level to that 
in Bangladesh.260

According to a study by the Center for Global 
Development, workers in China today are 
about four times as expensive as those in 
Ethiopia.261 The EPRDF government sees 
a great opportunity here for the country. 
Labour costs in Ethiopia are currently at 
the same level as they were in China in 
the 1980s, when the economic upswing 
began there. China’s massive investment 
in Ethiopia could thus be seen as an 
attempt to relocate to the Horn of Africa 
the production capacity lost in China in 
order to remain in business in the global 
competition for manufacturing goods. But 
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Number one in direct investment

Ethiopia today attracts large sums in foreign 
direct investment. Although the inflow of FDI 
fell by 10 percent in 2017 compared with the 
previous year, the country still received the most 
FDI across sub-Saharan Africa. Among the least 
developed countries in the world, Ethiopia ranks 
second to Myanmar in terms of FDI inflows.257

Ethiopia would benefit, too, because the 
country desperately needs jobs in order 
to enable the growing number of young 
people of working age to earn their living. 
The great hope is that Ethiopia will follow 
the development path of its model from the 
East.

No land of milk and honey

However, for this hope to be fulfilled, 
the government still needs to remove a 
number of obstacles. This means not just 
attracting more private investors from 
home and abroad but, above all, improving 
the business environment. Entrepreneurs 
have a difficult time in Ethiopia, whether in 
agriculture, industry or the service sector. 
The World Bank’s Ease of Doing Business 
Index, which evaluates the framework 
conditions for enterprises in a country, 
makes this clear. In 2018, Ethiopia landed 
in 161st place of 190, still far behind other 
East African countries such as Djibouti 
(ranked 154th), Uganda (122nd) and Kenya 
(80th).262

The obstacles start with financing. For 
private companies, whether from Ethiopia 
or abroad, loans are hard to come by 
in the state-regulated banking sector. 
Although the government is relying on 
the private sector for its industrialisation 
process, state-owned companies are 
given preference when it comes to 
granting loans. About two-thirds of all 
loans from the Ethiopian banking system 
go to state-owned companies, while 
private companies suffer from a lack of 
funding.263 Investors from abroad must 
therefore bring most of their financial 
resources with them – something that 
puts many of them off. 

Moreover, private companies are subject 
to tight state control in many areas. For 
example, 90 percent of the profits from 
exports must be either reinvested or 
exchanged into Ethiopian birr within 28 
days, which means that private investors 
are unable to freely dispose of their 
foreign-currency profits.268 While private 
companies enjoy tax breaks, taxation 
and other regulations can in practice 
be changed at the drop of a hat if the 
authorities deem it necessary. The situation 
is further exacerbated by what in many 
places is a crippling bureaucracy.269 To 
register a business, entrepreneurs in 
Ethiopia need to plan about 33 days – 
nearly four times as long as the OECD 
average.270

Foreign direct investment in 
Sub-Saharan Africa, in million 
US dollars, 2017
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Banking of the future

Access to money is not only a challenge for entrepreneurs but also for private 
individuals. More than three-quarters of Ethiopians have no access to banking 
services, as local banks are few and far between, especially in rural areas. Since 
2009 a solution to this problem has been offered by a private company that allows 
cashless money transfers – by mobile phone.264 Via M-Birr, Ethiopians can send 
money to friends and family or pay for their purchases using their mobile phone as 
a mobile wallet. A good idea, given that in 2017 more than a third of the population 
was already using a mobile phone – and their share is rising.265

M-Birr, which was inspired by the success story of Kenyan provider M-Pesa, now has 
60 employees and 400 representatives throughout the country. It allows customers 
to deposit money or receive payments, a normal bank account is not necessary.266 
This not only makes it easier for people to handle money, it also creates jobs – even 
in remote areas. The company receives financial support from abroad: investors 
include the European Investment Bank, the Finnish co-financed FINNFUND and DEG 
(Deutsche Investitions- und Entwicklungsgesellschaft mbH).267 By the end of 2017, 
a million customers were using the M-Birr platform – a sign that private companies 
can gain a foothold in Ethiopia, despite all the challenges. 

Obstacle race

In 2015 the World Bank carried out a survey in which it asked nearly 850 entrepreneurs in Ethiopia to say what 
was the biggest challenge in doing business in Ethiopia. Besides the lack of access to credit – the most common 
problem – they saw the unreliable energy supply as one of the biggest obstacles. On average, entrepreneurs 
can expect to experience eight power cuts a month, each lasting roughly five hours. Another problem is red 
tape. On average, company managers spend 12 percent of their time dealing with government regulations – 
about four times as much as entrepreneurs in the South Asian state of Bangladesh.271

And ultimately, although Ethiopia has 
countless potential employees, they do not 
always have the necessary work experience 
or qualifications even for simple jobs in 
the textile or leather industry, for instance. 
Preparing and training the mostly female 
workforce in the manufacturing industry 
is often time-consuming and costly for 
companies. And once people have taken up 
employment, the working environment is 
often unfamiliar, working conditions tough 
and pay modest. The shift of low-cost jobs 
from Asia to Africa comes at a price. Not 
every Ethiopian is willing to work very long 
for a wage equivalent to around two US 
dollars a day. The number of those who 
leave a job after a short period and look 
for other job opportunities, such as in the 
informal service sector, is correspondingly 
high.273, 274

Thus, the manufacturing industry has 
the potential to provide low-skilled 
employment but cannot necessarily offer 
the growing number of young people in the 
country who have already received more 
education the kind of jobs and prospects 
they are hoping for. In order to keep this 
part of the workforce in the country, 
Ethiopia needs to move up into production 
areas with higher value added as quickly as 
possible – and here, too, follow the example 
of the up-and-coming Asian countries.
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Interview

The textile industry is an important 
factor in Ethiopia’s economic 
upswing. An increasing number of 
foreign companies are establishing 
subsidiaries in the new industrial 
parks or building their own production 
facilities. A project manager at a South 
Asian company that already employs 
30,000 people in his homeland talks 
about the country’s potential and what 
kind of challenges textile companies 
have to overcome.

What motivated your company to invest 
in Ethiopia?

Ethiopia itself is a large potential 
sales market for our products and is 
geographically closer to the countries we 
export to. Compared with other African 
states like Nigeria, Kenya or Egypt, 
the country is politically stable, the 
infrastructure we need already exists and 
the government has created favourable 
conditions for foreign investors. 

In addition, Ethiopia offers three other 
major advantages: land, labour and 
capital. Ethiopia has enormous areas of 
land and land is very cheap compared 
with that in other countries in the region. 
Wage costs are also lower than elsewhere 
– an important factor for the clothing 
industry. We have also received loans 
from local banks whose interest rates are 
way below those at home. The sum of 
all these factors makes Ethiopia a good 
investment location.

How is the government trying to create 
favourable conditions for investors?  
The government offers foreign investors 
tax breaks for the first six to eight years 
after the investment. The authorities 

try very hard to respond to the needs 
of investors. In our company, for 
example, we had problems with access 
to electricity: the nearest sub-station 
was 14 kilometres away, so we needed 
a transmission line. After we spoke to 
government employees a sub-station was 
built near our production facility with a 
capacity of 300 megawatts. This not only 
solved our electricity problem but also 
provided enough electricity for future 
investment projects in the area. 

How is the workforce prepared for its 
work?

We train our workforce ourselves. That’s 
important to ensure that production 
processes run smoothly later. We 
organise training sessions in cooperation 
with an already existing local training 
centre for the clothing industry. Since 
the equipment there is not optimal, we 
bought additional machines to practice 
on and installed them in another building 
that the government made available 
to us. That allows us to train 150 to 
170 workers a month. Since we began 
training in June 2017 – about nine months 
ago – we have been able to train 1,200 
people. We also trained the training 
personnel ourselves. In future, with the 
support of the Deutsche Gesellschaft für 
Internationale Zusammenarbeit, we will 
also train managerial staff and create 
a new excellence cluster for specialist 
training. 

What challenges does your company 
need to overcome in Ethiopia?

The one big risk is that Ethiopia does 
not have a sea-port, they are kind of 
dependent on Djibouti. Both countries 
are politically stable, but the context of 
Africa is something different. So, if we 

think about the worst-case scenario: if 
something happens in Djibouti that also 
affects Ethiopia. So, the government 
of Ethiopia is trying to work on an 
alternative solution. But that is going to 
take some time.*

Foreign currency reserves are another 
issue. They don’t have sufficient forex 
reserves because the level of their 
exports is not very high and recent 
years of droughts have compelled the 
government to use the foreign currency 
reserves to purchase aid for the people. 
But once the Great Renaissance Dam is 
operational and they start exporting in 
full swing, that will give them a bit of a 
relief

How do you see the future of your 
business in the country?

The amount of land we have taken is 
huge and we have occupied only 40 
percent of it so far. That gives us room for 
expansion in future. We are also trying 
to better understand the local business 
climate, to see how we can sustain what 
we have developed so far. We have seen 
so many developments in the last three 
to four years and when you compare 
it with ten years ago it’s a completely 
different scenario. Keeping that in mind, 
I feel there is a good future for Ethiopia 
and we have to be resistant to overcome 
all these obstacles. Of course, obstacles 
will be there; if there are no obstacles 
then there are no opportunities. As a 
business, we are looking forward to 
these opportunities to turn them into 
something prosperous.

* The Peace and Friendship Treaty concluded with 
Eritrea in July 2018 – about four months after this 
interview took place – holds out the prospect for 
Ethiopia of another point of access to the sea via the 
port of its former rival. 
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Ethiopia is currently in the middle of the 
demographic transition. Mortality has 
already dropped significantly and the 
number of children per woman is declining, 
although it remains at a relatively high 
level. Accordingly, the population is 
growing rapidly and the age structure is 
beginning to change. As the coming cohorts 
get smaller and the population bulge 
shifts to young people of working age, the 
country is heading towards a demographic 
bonus. Under the right conditions, this 
could be transformed into a dividend – into 
a demographically determined economic 
upturn. But will there really be a bonus 
for Ethiopia? Will the country be able to 
use this demographically favourable time 
window to spur development? And what are 
the most important parameters that could 
set the country on this path?

The question of how the population of 
a country could evolve in the future and 
what factors will be decisive for this 
development is of great importance for 
governments in developing countries, 
for international organisations and for 
the development and foreign policy of 
donor countries. Only if they know how 
many people will be living in a country in 
the future can they estimate how many 
hospitals, schools and jobs will be needed 
to give people a decent standard of living. 
Demographers therefore try to estimate 
how the population of a country will 
develop in the future. Probably the most 
frequently used population projections 
are the United Nations’ “World Population 
Prospects”, which have been updated every 
two years since 1978.1

Projections as guidelines

Since the 1950s, the United Nations 
Population Department has been gathering 
data on the demographic situation in 
countries around the world in order to draw 
conclusions about future demographics 
from past results. Researchers are 
interested in the three main factors 
influencing population development: 
fertility, mortality and migration. Based on 
the global data for these three factors from 
1950 to 2015, demographers have used 
the most recent projections from 2017 to 
predict how the population will develop 
by 2100 if socio-economic development 
continues to advance along the same path 
as previously observed. They assume that 
in today’s poor countries, the number of 
children per woman will decrease and life 
expectancy will increase – as happened in 
today’s developed countries.2

 A LOOK INTO THE FUTURE – 
 THE DIRECTION IN WHICH 
ETHIOPIA COULD DEVELOP
3
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With hindsight, the fertility rate, i.e. the 
number of children born per woman, has 
proved to be the most important factor 
determining the number of inhabitants 
and the demographic structure of a 
country. Depending on which phase of the 
fertility decline a country is in at the time 
of the projection, demographers make 
assumptions about how fast the fertility 
rate is likely to decrease and what level it 
will reach by the end of the century.3

Enormous differences 

Ethiopia is currently in the midst of the 
phase of rapid fertility decline. Based 
both on historical experience of the 
development of the fertility rate in other 
countries and on the data available for 
Ethiopia, the United Nations assumes that 
the number of children per woman will 
continue to decline in the future: taking the 
rate of 4.6 in 2015 and the four children 
per woman projected as a five-year average 
for the period from 2015 to 2020, the 
fertility rate is expected to drop to 2.1 by 
2060. That is about the level where South 
Asian countries such as Bangladesh and 
Malaysia, which have already experienced 
a rapid fertility decline, find themselves 
today. Assuming that mortality continues to 
decline as before, the Ethiopian population 
is expected to increase to 212 million 
people by 2060.4 

If, however, the actual fertility rate deviates 
only slightly from the assumed number of 
children, this will have a huge impact on 
the size of the population in the future. For 

this reason, the United Nations Population 
Department has projected another two 
scenarios besides its baseline one: a high 
and a low variant, whereby the fertility rate 
deviates by 0.5 children per woman above 
or below the medium baseline scenario by 
the end of the projection period.5 

30 million inhabitants more or fewer

According to the United Nations’ middle projection, women in Ethiopia are likely to have on average just 2.1 
children in 2060, by which time the number of people in the country will have reached 212 million. However, 
if the trend in fertility rates deviates from this baseline scenario, the population could be around 35 million 
people more or 31 million fewer than the predicted base level.
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Under the high variant, Ethiopian women 
would still be having 2.6 children in 2060 
and the population would grow to 247 
million. According to the low variant, 
women would have only 1.6 children – 
about as many as women in Germany do 
today. The number of Ethiopians in 2060 
would then be just 181 million – 66 million 
fewer than under the high variant.6
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Rapid urbanisation

Ethiopia is not yet very urbanised. While today only 
about one-fifth of the population live in a town or 
city, by 2030 it is likely to be more than a quarter 
of Ethiopians. By then, more than 37 million people 
will probably be living in cities, 20 percent of them 
in the capital city, Addis Ababa.

Even the average population forecast of the 
United Nations would mean that more than 
twice as many people would live in Ethiopia 
in 2060 than do today. The East African 
country would then have about as many 
people per square kilometre as Germany 
does today.9

Ever more city dwellers

The predicted population growth is likely 
to take place mainly in Ethiopia’s cities. 
Even today, agriculture as a main area of 
employment in rural regions no longer 
offers sufficient future prospects for a 
growing number of people. The rural 
exodus is one of the main reasons why 
Addis Ababa, which today has a population 
of 4.4 million people, is set to grow into a 
metropolis of more than 7.4 million people 
by 2030. Just five years later, according 
to the projections of the United Nations, 
its population is expected to be almost 9 
million. The other cities are growing, too. 
By 2030, Dire Dawa, Gondar, Mekele and 
Adama, each of which today has around 
300,000 to 440,000 people, are likely 
to nearly double their populations.11 
Rapidly advancing urbanisation will further 
accelerate the decline in the birth rate. In 
Ethiopian cities, the number of children per 
woman is already 2.3 on average, less than 
half that in rural areas.12

However, the cities are home to many 
people of child-bearing age, who, all in 
all, will have many offspring, despite low 
fertility rates. Alongside the exodus from 
the countryside, this birth surplus has 
proved to be the second driver of urban 
growth.

When education plays a role

A good impression of Ethiopia’s likely future 
population growth is already given by the 
estimates of the United Nations. However, 
they have one shortcoming: because, like 
all models, they cannot reflect reality in all 
its complexity, the assumptions about the 
influence that such factors as progress in 
health or education will have on the three 
factors of fertility, mortality and migration 
have been greatly simplified. Accordingly, 
it is difficult to deduce from the United 
Nations projections what adjustments need 
to be made to slow down high population 
growth.

Researchers at the Wittgenstein Centre in 
Vienna have therefore developed a model 
for estimating population development, 
which takes into account a decisive factor: 
education. In the past, education has 

It might get a bit crowded

Ethiopia today is already one of the ten most densely 
populated countries on the African mainland. The 
number of inhabitants per square kilometre has 
doubled since 1990 from approximately 50 to 100. It 
is expected to double again by 2060.

1990

2015

2060

Population per square kilometer of land area, 1990, 
2015 and 2060 (according to medium population 
projection)
(Data source: UNDESA10)
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proved to be one, if not the most important, 
factor influencing the fertility rate and 
thus population dynamics as a whole. 
On average, more educated women have 
significantly fewer children than those who 
have never learned to read or write.14 But 
education is a key demographic indicator 
for other reasons, too. It determines the 
skills that people have, which is far more 
important for the development of a country 
than the number of people in itself.

Since data on the correlation between 
the number of children women have and 
the level of educational attainment are 
available for almost every country in the 
world, researchers are able to model how 
fertility rates could change depending on 
future investment in education and what 
that means for a country’s demographic 
development.15 Like the United Nations 
Population Department, the researchers 
at the Wittgenstein Centre derive their 
assumptions from past development 
trends in order to map possible future 
development paths.

Investment in education as a   
co-determinant of the future size of  
the population 

In order to illustrate the impact of 
education investment on population 
development, researchers have drawn 
up three scenarios. First, the Constant 
Enrolment Rates (CER) scenario assumes 
that enrolment rates will stagnate at 
current levels and that there will be no 
relative progress in the expansion of the 
educational system. For poorer countries 
in sub-Saharan Africa, even this scenario 
could be difficult to achieve because with 
the rising numbers of children generated 
by high population growth it is increasingly 
difficult to train the necessary number of 
teachers and build enough schools and thus 
keep enrolment rates even at today’s level. 
For Ethiopia, this scenario would mean that 
the population would increase to around 
280 million by 2060. That would be over 
30 million more than in the high variant of 
the United Nations population projections. 

School attendance makes all 
the difference

Education is a key factor in future 
population development in Ethiopia. In 
the absence of educational progress, 
which is envisaged in the CER scenario, 
nearly twice as many people will be 
living in the country by 2060 – 280 
million – than predicted by the 
SDG scenario, which assumes rapid 
progress in education.

At least as alarming as this figure is the fact 
that under this scenario, more than half of 
Ethiopian adults in 2060 would not have 
received even primary education.

Second, the Global Education Trend (GET) 
scenario assumes continuous but slow 
progress in the educational sector, as has 
been achieved worldwide until now. From 
today’s perspective, this scenario can 
be regarded as the most likely because, 
as a middle way, it factors in setbacks in 
implementing global educational policy 
goals. For Ethiopia, this “business as usual 
scenario” implies that the population will 
grow to 205 million people by 2060 and 
thus more than double. In such a case, the 
population would be slightly smaller than 
under the medium variant of the United 
Nations.

Third, the Sustainable Development Goal 
(SDG) scenario assumes that educational 
expansion will proceed apace as a result 
of massive investment, as envisioned by 
the Sustainable Development Goals. By 
2030, all children and adolescents world-
wide would have completed primary and 

Estimated population according to 
future level of education in Ethiopia, 
according to different educational 
scenarios, in millions, 2015–2060
(Data source: Wittgenstein Centre17)
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MenMen

secondary education. Especially in the 
sub-Saharan countries, however, this goal 
will be virtually impossible to achieve. 
Under current conditions, most countries in 
the region are unlikely to be able to guaran-
tee even primary education for all children 
by 2030.16 This also applies to Ethiopia, 
where today not even half of young people 
have completed primary school. Should the 
country nonetheless manage to achieve the 
SDG educational goals by 2030, this would 
have an enormous impact on Ethiopian 
population development. By 2060, instead 
of 205 million, as assumed under the GET 
scenario, there would be just some 150 
million people living in Ethiopia – another 
30 million fewer than under the lower 
variant of the United Nations projections. 
According to this scenario, more than 80 
percent of adults are likely to have at least a 
secondary school diploma. In this best-case 
scenario, population growth in Ethiopia is 
likely to come to a halt mid-century while 
the number of people continues to increase 
only slightly and then eventually begins to 
decline.

From bonus to dividend?

The declining number of children born is 
likely to mean that Ethiopia’s population 
pyramid will take on a tear-drop shape 
in the future. This age structure – the 
so-called demographic bonus – could 
give the country a demography-related 
development boost, as experienced by 
the Asian tiger states. The prerequisite for 
this, however, is that the growing number 
of young workers with increasingly better 
education can also be employed.

Favourable age structure in sight

The scenarios of the Wittgenstein 
Centre make it clear that demographic 
development is not a matter of fate but 
can be influenced and that education is a 
central instrument for steering it. Moreover, 
it also has an impact on changes in the age 
structure. Depending on how and to what 
extent the Ethiopian government invests 
in the educational sector, that investment 
can play a role in deciding how quickly the 
age structure changes and at what point in 
time a demographic bonus will open up for 
Ethiopia.

The composition of the population 
projected under the GET scenario according 
to age-group and level of education 
illustrates how the age structure is 
most likely to develop. Today, Ethiopia’s 
population still has the pyramid shape 
typical of underdeveloped countries, which 
forms when many children are born and 
a similarly large number of people of all 
ages die. While under these conditions 

there are relatively few elderly people, the 
workforce has a large number of children 
and adolescents to provide for.

Important for further development is that 
the young working population between 
the ages of 15 and 24 – especially women 
–has a better level of education than 
the older generations. This is one of the 
reasons why the number of children per 
woman has fallen sharply in the recent 
past, why it may continue to fall and why 
the age structure is changing. In 2030, the 
number of people of working age is likely 
to have grown significantly relative to the 
number of children and young people to be 
provided for. As the educational attainment 
of the population continues to improve, 
the proportion of young men and women 
who have received little or no education 
will decrease while the number of those 
who have completed secondary school will 
increase.
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Declining fertility rates are causing the 
lower age cohorts to shrink, so that the 
Ethiopian population diagram will remain 
a pyramid in name only and instead 
become drop-shaped – with a large belly 
representing the well-educated workforce, 
who will have to provide for fewer young 
people. More resources will then be 
available both to the state and to families 
to invest in further development. This is the 
phase in which a demographic bonus opens 
up, and for about four decades it is possible 
to turn it into a demographic dividend. 
The prerequisite for this to happen is that 
the then large number of better-educated 
people of working age find suitable jobs. 
If the economy yields good value added, 
a country will be wealthy enough after 
cashing in the demographic dividend to 
finance the aging of society, which is an 
inevitable consequence of the previous 
decline in the number of children born.18 
According to the GET scenario, by 2060 
Ethiopia should be about half way through 
the period in which a dividend is possible.

2060

Accelerating the change

If Ethiopia follows the GET scenario, it 
will reach the threshold of a demographic 
bonus between 2025 and 2030. By then, 
the dependency ratio, i.e. the ratio of 
children under 15 and older people over 64 
to 100 people of working age should have 
sunk below the level of 66, which marks the 
transition to a demographically favourable 
age structure.20 If socio-economic 
development continues to progress as 
before, Ethiopia can be expected to 
experience a demographically determined 
economic boom earlier than most other 
countries in East Africa. 

Entry into the demographic bonus 
phase could be accelerated by massive 
investment in education. Progress in the 
educational system, as envisaged by the 
SDG scenario, could mean that by 2020–25 
Ethiopia will already have reached an age 
structure that, under the right conditions, 
allows a demographic dividend. If there 
is no progress in education whatsoever, 
as assumed by the CER scenario, Ethiopia 
will enter the demographic bonus phase 
by 2045 at the earliest. It would then, 
however, be more difficult to turn this 
bonus into a dividend owing to the huge 
number of people looking for a job. 

Reduce conflict risk 

A faster change in the age structure 
would not only allow Ethiopia to enter 
the demographic bonus phase earlier but 
also to minimise the risk of conflict in the 
country. A large number of young people 
reaching working age could be a blessing 
for an economy but at the same time might 
pose a risk if it offers them too few job 
opportunities and future prospects. If the 
country does not manage to provide young 
adults with adequate jobs and thus a place 
in society, men in particular will tend to 
rebel – if necessary resorting to violence to 
press their grievances. This is all the more 
likely the better educated they are and 
the less opportunity they see to use their 
potential to their advantage. The protests 
of the Arab Spring in North Africa and the 
Middle East are a clear example of this.21

Countries in which young people between 
the ages of 15 and 24 account for more 
than 25 percent of the adult population are 
considered particularly conflict-laden.22 
Ethiopia’s “youth surplus” or “youth bulge” 
remains very large, at 37 percent. In 2015 
only Uganda had an even larger youth 
overhang compared with other countries in 
East Africa. The changing age structure of 
Ethiopia should ensure that the youth bulge 
becomes smaller in the future. Depending 
on the speed of change, the risk of conflict 
would decrease at a correspondingly rapid 
rate. According to the SDG scenario, the 
current youth bulge could drop to a less 
conflict-laden level by 2035. But a lack of 
educational progress, as assumed by the 
CET scenario, would mean that the conflict 
potential posed by the youth bulge would 
remain for decades.
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Success only through the triad of 
health, education and jobs

While rising educational levels are a key 
prerequisite for entering a demographic 
bonus phase, there is no guarantee that 
this will happen. The experience of other 
countries shows that a country has the 
greatest chance of success if it achieves 
a successful combination of better 
healthcare, improved education and 
increased job creation. 

While the scenarios of the Wittgenstein 
Centre focus primarily on investment in 
education, other models try to include 
additional factors like health and the 
economy: for example, the DemDiv Model 
of the Health Policy Project, funded by the 

Different lengths of time until the bonus

A rapid expansion of education could give Ethiopia an age structure that would 
bring a demographic dividend within reach in just a few years time. However, 
if enrolment rates remain at the current level, the dependency ratio will not fall 
below 66, the level considered to be the entry threshold for the demographic 
bonus, until about two decades later. To turn the bonus into a dividend, 
significantly more people would have to be employed than under the assumptions 
of the SDG scenario.

Estimated development of dependency ratio (persons under 15 and over 64 
per 100 persons of working age) according to different educational scenarios, 
2015–60
(Data source: Wittgenstein Centre23) 

Preventing conflicts through education

A change in the age structure accelerated by investment in education would 
not only open up sooner Ethiopia’s time window for a demographic bonus but 
also reduce the country’s potential for conflict. As soon as the proportion of 
young people between the ages of 15 and 24 falls below 25 percent of the adult 
population, the risk of conflict usually declines.

Youth bulge (share of 15- to 24-year-olds in the population over 15), according 
to different educational scenarios, 2015–2060
(Data source: Wittgenstein Centre24)

Rapid change in the age structure

Ethiopia could be one of the first countries in East Africa to enter the demographic bonus phase. The 
same applies to Kenya, where the age structure is changing somewhat more slowly. In 2030, according 
to the GET scenario, the youth bulge and thus the risk of conflict in Ethiopia will be smaller than in the 
neighbouring country.

Population in millions Dependency ratio Predicted beginning 
of the demographic 

bonus phase

Youth bulge

 2015 2030 2060 2015 2030 2060 2015 2030 2060

Ethiopia 99.9 139.8 205.2 82.1 63.3 47.1 2025–2030 37 30 20

Burundi 10.2 13.9 18.6 89.6 68.9 45.0 2030–2035 36 36 22

Kenya 47.2 66.3 100.2 78.3 61.3 50.1 2025–2030 34 31 22

Rwanda 11.6 16.3 24.9 77.3 66.1 53.6 2030–2035 32 31 23

Tanzania 53.9 81.0 135.6 93.4 74.7 50.9 2035–2040 35 35 24

Uganda 40.1 63.4 119.3 101.6 84.0 57.5 2045–2050 39 37 28

Population in millions, dependency ratio (number of person under 15 and over 64 per 100 persons of 
working age), threshold for entry into the demographic bonus phase (dependency ratio of a maximum of 66 
persons under 15 and over 64 per 100 workers), youth bulge (share of 15- to 24-year-olds in the population 
over 15, in percent), according to the GET scenario, 2015, 2030, 2060
(Data source: Wittgenstein Centre25)
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US Agency for Development Cooperation 
(USAID). This model shows how much 
investment is necessary in the fields 
of the economy, education and family 
planning in order for a country to achieve 
a demographic dividend.26 Researchers 
have developed four different scenarios for 
achieving this goal.

In the baseline scenario, the researchers 
assume that progress in education, wider 
use of family planning methods and the 
implementation of economic reforms 
will be slow but steady. In the economic 
scenario, greater progress is expected 
in labour market flexibility, the use of 
technology, economic institutions and 
credit access, while family planning and 
education are assumed to develop as in 
the baseline scenario. In scenario number 
3, economic reforms are supplemented by 
higher levels of investment in education. In 
scenario 4, investments in all three areas 
would be required, including additional 
measures for family planning.27

It’s all down to the right mixture

Combined investment in health – including family 
planning – education and the economy would 
result in the biggest development advances for 
Ethiopia. If investments are made in all three 
areas, the number of people without employment 
in 2050 is likely to be significantly lower than if 
investments are made in just one of the core areas 
of development. In this case the average income 
of Ethiopians is expected to rise the fastest. By 
mid-century, it could increase from about 500 
US dollars per person in 2010 to more than 
10,000, a 20-fold rise.

The path to more prosperity

To model the four scenarios, the 
researchers made certain assumptions 
about the targets for education, family 
planning and economic reform by 2050. 
The outcomes of the scenarios confirm that 
combined, investment and action in all 
areas would have the greatest impact.

This can be seen in the creation of jobs, for 
instance. In the baseline scenario, around 33 
million workers will probably be out of work 
by 2050. On the other hand, if Ethiopia’s 
economic competitiveness were to improve, 
as assumed in the economic scenario, the 
gap between the size of the labour force 
and the number of those actually employed 

would narrow to 28 million. If additional 
investments were made in education and 
family planning, the number of unemployed 
would – at 24 million – still be high, but 
the chance of a demographic dividend 
would be much better than in the baseline 
scenario.

Moreover, Ethiopia’s average per capita 
income would grow most strongly through 
investment in all three areas – health, 
education and the economy. Whereas in 
the baseline scenario Ethiopians could 
expect to have an average income of about 
5,000 US dollars by 2050, they could 
earn more than twice as much as that if 
the government invested in the three core 
development areas. And the goal of the 
Ethiopian government to become a lower 
middle-income country by 2025 could 
become a reality, too, under this scenario.
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Ethiopia is an example of how even poor 
countries can achieve major development 
progress if they make the right adjustments. 
While there is no patent recipe, some of 
the measures that have contributed to 
Ethiopia’s success could provide inspiration 
for other African countries.

 Ethiopia’s comprehensive development 
strategy – from the first Sustainable 
Development and Poverty Reduction 
Program (SDPRP) to the Second Growth 
and Transformation Plan – laid out a 
precise timetable right from the start and 
was committed to a single goal: poverty 
reduction. The government’s efforts in the 
key areas of health, education and jobs 
provide a textbook example of how to go 
about achieving this goal.

 As part of its strategy to expand and 
improve the health system the government 
has made basic health services available 
in every part of the country and educated 
a growing share of the population, even 
in remote areas, about health risks. The 
emphasis on child and maternal health 
and the dissemination of family planning 
methods are important factors in this 
approach and have contributed to a slowing 
of population growth.

 Major investment in education of up 
to 30 percent of the national budget has 
raised the level of education in the country. 
Above all, opportunities for girls and young 
women to receive a formal education have 
improved thanks to the targeted promotion 
of education for girls – a prerequisite for a 
drop in the fertility rate.

 The Ethiopian government is promoting 
female employment, for instance by training 
female health assistants. Better prospects 
for women to earn their own living and 
become increasingly independent are 
gradually changing their position in the 
family, which, in turn, reduces the fertility 
rate. 

 Unlike many other African states, Ethiopia 
made agriculture a priority at an early stage 
and pressed ahead with efforts to raise 
productivity. In many places the cultivation 
methods and yields of smallholders have 
improved through measures such as the 
establishment of a network of so-called 
development agents.

 The enormous expansion of infrastructure 
and the enlistment of foreign investors 
could initiate a process of industrialisation 
in the country, which, in turn, should create 
more jobs in the future for the growing 
number of young people of working age. 

At a crossroads

The agenda for all these development steps 
has always been set by the government, 
whose goal is to find an “Ethiopian way” 
out of poverty. However, this route has 
already been followed by many countries as 
a path towards more prosperity.

 BEACON OF HOPE 
 OR TINDERBOX?4
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Thus Ethiopia, now Africa’s second-
most populous country, has arrived at a 
crucial stage in its development. If the 
development success story continues, it is 
likely that in about a decade the country 
will have an age structure of the kind that 
once paved the way for the Asian tiger 
states to achieve rapid socio-economic 
advancement – the demographic bonus. 
Increased investment in health, education 
and the economy can accelerate this 
transformation. Ethiopia would then 
have the chance to become one of the 
first countries in sub-Saharan Africa to 
experience a demographically determined 
spur to development and prove that African 
lions can follow Asian tigers. The country 
could reap a demographic dividend and 
show that Africa is not “different” from 
Asia and that neither cultural traits nor 
geographical location make any significant 
difference to whether and how a country 
develops. 

But Ethiopia still has a long way to go and 
development is by no means automatic. 
Ethiopia’s recent progress has not 
always been achieved with respect for 
human rights standards, which has led to 
widespread popular discontent. And the 
path that the country still has to tread is 
long and beset with hurdles and obstacles. 

What future the country can expect is 
shown by the various scenarios outlined 
in Chapter 3. In the best case, population 
growth would come to a halt in the second 
half of the 21st century and, with sufficient 
education, people would have good chance 
of determining their future in their own 
country. In the worst case, the development 
engine would begin to falter. If the country 

does not manage to create prospects for the 
growing number of young people and allow 
as many of them as possible to participate 
in progress, the threat of growing unrest 
will emerge. As experience has shown, a 
youth bulge that is not converted into an 
economic advantage through sufficient jobs 
increases the risk of conflict. 

In this case, Ethiopia could be transformed 
from a stabiliser into a destabiliser in the 
Horn of Africa and plunge the entire region 
into chaos. The consequences would be 
felt in many parts of the African continent 
and beyond. Together with its neighbours, 
which include the civil war-ridden states 
of Somalia and South Sudan, Ethiopia has 
some 150 million people. In the event of 
a crisis, the Horn of Africa would become 
one of the major sources of migration and 
refugees. If even just 1 percent of these 
people were to make their way to Europe, 
the European Community would be faced 
with challenges that would probably 
overwhelm it. Ethiopia is too big to fail. 
Therefore the international community has 
a special responsibility to aid the country’s 
development. Ethiopia needs political 
stability, an economic environment that 
allows private companies to evolve, fair 
opportunities for all ethnic groups and 
targeted assistance from outside in order to 
continue to make progress. 

A new beginning with Abiy?

As luck would have it, a young, dynamic 
Oromo-majority politician has recently 
come to power, a leader who holds out hope 
to many people in Ethiopia and beyond 
its borders for further development and a 
better future. The 41-year-old Abiy Ahmed 
has the task of solving old problems as well 
as identifying and tackling new challenges. 
He must ensure that the population is 

provided with the necessary infrastructure 
services, he must preserve the national 
unity of the country and he must maintain 
a balance between the various ethnic and 
political groups – and he must do all of this 
with limited financial resources and under 
enormous time pressure. For the Ethiopian 
government this means juggling at least a 
dozen balls at the same time. 

4.1 Race against time

The Ethiopian population is currently 
growing by five people per minute. 
Extrapolated to a month that is roughly the 
population of a city the size of Mainz or 
Linz. Despite the falling fertility rate, this 
situation will not change in the foreseeable 
future because more than half the 
population of Ethiopia are under the age 
of 20 and therefore still at the beginning 
of that phase of life when they are likely 
to start families. Today, approximately 26 
million potential mothers aged between 
15 and 49 live in Ethiopia. By 2050, that 
number is likely to almost double to more 
than 51 million.1 What is more, most 
Ethiopian women become mothers at an 
early age. They have their first child on 
average at the age of 19.2 The demographic 
growth curve of the country is thus still 
set to continue for many years. All of these 
people, just like those who today are still 
insufficiently provided for, need a roof over 
their heads, food and clean drinking water, 
education, health services and, above all, 
jobs. CH
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What is to be done?

 Further promote mechanisation 
and modern farming methods. Give 
smallholders access to productivity-
enhancing resources and information, 
such as weather forecasts – for 
example, by providing information via 
mobile phones.

 Push forward with the development 
of reservoirs for rainwater so that 
water reserves are available even in 
the dry season.

 Promote awareness and 
understanding of sustainable farming 
among smallholders.

 Make wider use of successful 
projects to strengthen climate 
resilience and encourage networking 
among actors to achieve synergies and 
learning effects.

 Increase the resistance of crops 
to extreme weather conditions, for 
example, by using resistant seed.

 Strengthen research and 
development at universities and 
institutes aimed at intensifying 
agriculture.

 Improve distribution and processing 
infrastructure for agricultural products 
so that food can be transported to 
underserved regions.

 Reform the system of land rights 
to promote private investment, 
whereby smallholders, in particular, 
should be given the opportunity to 
increase their arable land so that the 
younger generation finds attractive 
employment and farmers can become 
more efficient and more competitive.

Ensuring the supply of food

Ethiopian agriculture has already become 
significantly more productive: the yields 
of staple foods such as cereals and pulses 
have more than doubled in the last two 
decades. Nevertheless, Ethiopia is still 
not in a position to feed its population 
sufficiently. About eight million Ethiopian 
smallholders regularly depend on food 
aid if the rains fail and periods of drought 
destroy their harvest or if, for other 
reasons, the harvested crops do not suffice 
to feed their family the whole year round. 

With an average population growth of 
more than 2.5 million people per year, this 
situation is likely to worsen. Arable land is 
not unlimited, and inappropriate farming 
practices have already degraded the soil in 
many places. This leads to harvest losses 
and reduces the available water reserves – 
the most important factor for agriculture – 
because degraded soils absorb and store 
less water when it rains.3

Climate change is increasing the challenges 
facing agriculture. By 2030, average 
temperatures in Ethiopia are likely to have 
risen by one degree Celsius compared with 
1990, which could have a negative impact 
on the timing and duration of the harvest 
season and thus on yields.4 According to 
the International Panel on Climate Change 
(IPCC), extreme weather events such as 
droughts and floods are likely to increase 
in the future.5 It will become increasingly 
difficult to feed Ethiopia’s growing 
population under these conditions.

Expand the health system

The main goal of expanding the Ethiopian 
health system is to improve maternal and 
child health. Ethiopia is, however, still far 
from providing nationwide medical care 
for women and their offspring. At the same 
time, around 870,000 Ethiopian women 
are reaching childbearing age every year.6 
People suffering from chronic and non-
communicable diseases are in an even 
worse position than mothers and children. 
Their number, too, will grow in the future 
not least because Ethiopians are getting 
older. While only about 3.5 million – or 3.5 
percent of the population – were over the 
age of 65 in 2015, their number will have 
doubled by 2035. This will be accompanied 
by an increase in the incidence of age-
related conditions such as heart attacks 
and strokes.7 Ethiopia’s health system 
remains poorly prepared to deal with this.8

What is to be done?

 Expand the health infrastructure, 
especially in rural areas, to improve 
access to medical services and meet 
growing demand. 

 Expand healthcare provision not only 
for children and mothers but also for 
the treatment of the injured and the 
chronically ill.

 Put more emphasis on family 
planning. Improve sex education and 
access to contraceptives.
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 Provide more qualified medical staff 
and create more attractive working 
conditions in rural areas to reduce the 
urban-rural gap.

 Prepare the health system for 
new challenges such as age-related 
diseases.

 Test new financial instruments, such 
as community-based health insurance, 
to reduce the financial burden on 
individuals.

 Follow the World Health 
Organization’s recommendations for 
government health expenditure, which 
foresees spending 15 percent of the 
national budget on health each year.

Strengthen education

Ethiopia faces tasks of a similar magnitude 
in the educational sector. Despite a rapid 
increase in school enrolment rates, more 
than two million children of primary school 
age and around eight million children of 
secondary school age did not attend school 
in 2015.9 By 2030, the number of children 
and adolescents between the ages of 7 and 
18 who require schooling is expected to 
grow from 31 million to around 37 million 
– an annual increase of about 460,000 
young people requiring education.10, 11

The educational challenge becomes even 
greater if the growing number of children 
and adolescents are not only to be enrolled 
in school but also to graduate with high-
quality skills that will improve their 
prospects for the future – which should 
be the ultimate goal of formal education. 
Currently, a large proportion of children 
still do not complete primary school and 
often leave without having learned to read 
and write properly. Career expectations 
are rising among those who manage to 
graduate from primary school or even to go 
on to secondary school, but they are often 
disappointed. Those who do not make it 
to year ten or who have too low a mark at 
the end of lower secondary school to enter 
higher secondary school or vocational 
training will find themselves with no real job 
prospects despite many years of schooling. 
New prospects need to be created for these 
young people, for example by making formal 
vocational training attractive and accessible 
even to those without secondary education.

What is to be done?

 Continue to expand educational 
infrastructure to provide for the 
growing number of children to be 
schooled. Use new technologies such 
as e-learning to improve access to 
education, especially in rural and 
remote areas.

 Further promote access to education 
for girls, especially in secondary and 
higher education, for example, through 
scholarships.

 Reduce drop-out rates through 
better classroom conditions, flexible 
teaching times and targeted incentives 
for families (scholarships, cash or food 
allowances).

 Improve the quality of education, 
for example, by increasing the 
requirements for teaching staff and 
improving their education and pay.

 Use modern teaching methods 
instead of teacher-centred instruction 
to promote self-reliance and the 
problem-solving skills of young people. 

 Expand formal vocational training, 
especially for young people who have 
not completed secondary education.

 Improve the image and standards 
of vocational education and create 
incentives for companies to train 
apprentices.

Even university and vocational school 
graduates have difficulty finding a suitable 
job in Ethiopia. This is partly due to 
the lack of jobs for the better qualified. 
In 2010, there were only 6,000 job 
vacancies that matched the qualifications 
of the approximately 67,000 university 
graduates.12 The result was that many 
formally better qualified people are 
pushed into jobs that have little to do with 
their education. A study by the Ethiopian 
Development Research Centre shows that 
about a quarter of the working population 
in Ethiopia’s urban labour market are 
engaged in employment that does not 
match their qualifications. Most of them are 
considered to be overqualified in terms of 
years of schooling.13 University graduates, 
in particular, are increasingly affected by 
longer periods of unemployment.14

For this reason, many experts in Ethiopian 
education are critical of the government’s 
commitment to higher education. Between 
2005 and 2015 alone, the number of 
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universities rose from 8 to 36, and 11 
more are being planned with international 
support. In order just to fill the available 
study places, secondary school graduates 
who do not fulfil university entrance 
requirements are being admitted to degree 
courses.15 Moreover, it is unclear how the 
increasing number of university graduates 
are supposed to subsequently find a 
suitable job.

Despite the evident formal over-
qualification, there is a shortage of skilled 
workers in Ethiopia, since many high 
school and vocational school graduates 
do not learn the skills required by the 
labour market during their schooling.16 The 
main reason for this is the poor quality of 
teaching. All this means that education in 
Ethiopia today rarely yields the benefits 
that young people and their parents expect. 
Many parents are becoming increasingly 
sceptical about whether it makes sense to 
send their children to secondary school or 
even to school at all.17

What is to be done?

 Reform the theory-based university 
education to make it more practice- 
and vocation-oriented. To this end 
strengthen cooperation between 
educational institutions and the 
private sector.

 Improve the quality of teaching 
in vocational and higher education 
and impart more entrepreneurial 
knowledge. 

 Tailor curricula more closely to 
the needs of the labour market and 
integrate entrepreneurship as a key 
qualification in teaching.

Create jobs

Well-educated young people in Ethiopia 
can fulfil their economic role in society 
provided they find the right jobs. The 
government can hardly provide the jobs on 
its own, so it must create the framework 
conditions for them to be generated in 
the private sector. So far, the EPRDF 
government has focused on manufacturing 
and the construction of industrial parks. 
By 2025, two million new jobs are to be 
created in the manufacturing industry. 
Starting from 2015, when the current 
Growth and Transformation Plan went into 
effect, that means 200,000 jobs per 
year.18 Even this goal is ambitious because 
it requires a sufficient number of private 
companies to invest in the industrial sector. 
However, by 2025, ten times as many, 
i.e. around two million young people, are 
expected to enter the labour market each 
year.19 They will seek employment, just like 
those who are already without work today. 
In the Ethiopian cities alone, more than 1.4 
million people were formally unemployed 
in 2015, according to government figures.20 
Their number could continue to rise 
because in rural areas there are many 
young people who want to migrate but who 
are currently working on their family’s small 
plot of land, earning hardly anything and 
not officially considered unemployed. 

The first stop for people looking for 
jobs is the urban service sector and the 
construction industry. However, it is 
questionable whether the construction 
boom in Ethiopia triggered by the 
infrastructure expansion, which has 
accounted for about one fifth of gross 
domestic product in the recent past, will 
continue.21 Experience has shown that the 
demand for infrastructure levels off after 
a certain degree of expansion, while other 
sectors of the economy gain in importance. 

Moreover, jobs in the service sector and 
the construction sector tend to be informal, 
requiring few qualifications and paying 
low wages. It is true that a small income in 
an informal job is better than none at all; 
but for the increasingly better-qualified 
younger generation to have long-term 
prospects, they need formal jobs with 
higher productivity than in agriculture 
or the informal sector – for example, in 
banking, insurance, IT or transport.

What is to be done?  

 Improve the framework conditions 
for private investors from Ethiopia and 
abroad. To this end, further expand 
infrastructure, facilitate financing 
options and combat bureaucracy 
and nepotism. Further, improve 
the capacity and knowledge of the 
Ethiopian authorities.

 Improve investment opportunities 
for Ethiopian companies in the 
processing and other sectors to 
develop local SMEs.

 Improve cooperation between 
international and local companies to 
facilitate the transfer of know-how and 
technology.
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To create more productive jobs, the 
Ethiopian government has to rely on 
investment from the private sector, with 
which it has long had an ambivalent 
relationship. On the one hand, private 
investment from home and abroad is 
supposed to stimulate the economy 
and create jobs. On the other hand, the 
government has kept the private sector on 
a very short leash until very recently: the 
controls to which private entrepreneurs are 
subjected are as diverse as the obstacles 
that they have to overcome in order to 
invest. What is more, whole sectors of the 
economy were until recently entirely in 
state hands and therefore inaccessible to 
foreign investors. 

The opening up of state-owned companies 
such as Ethiopian Airlines, Ethio Telecom 
and Ethio Power to foreign investors 
initiated by the new prime minister, Abiy 
Ahmed, could help create more jobs in 
the more productive areas of the service 
sector in the future. Further liberalisation 
and more support for existing and aspiring 
Ethiopian entrepreneurs could improve the 
prospects for better-educated young people 
of working age. That would be a major step 
towards Ethiopia’s turning its forthcoming 
favourable age structure to its advantage. 

What is to be done?   

 Further open up the service sector 
to private sector engagement and 
reduce state control and regulation 
mechanisms or make them transparent.

 Expand support for local (young) 
entrepreneurs and make it easier for 
them to obtain financing.

 Build technology parks and business 
incubators as space in which start-
ups can develop and qualified young 
people be motivated to create their 
own jobs.  

4.2 A question of money 

Providing more and better health facilities, 
schools and jobs for its growing population 
will be a major challenge for Ethiopia 
as one of the world’s poorest countries, 
especially as it has limited financial 
possibilities. The financial possibilities are 
limited: For the coming fiscal year, which 
began in July 2018, the government of the 
country with 100 million inhabitants has 
set a state budget of the equivalent of 12.8 
billion US dollars or 10.9 billion euros.22 By 
comparison, the estimated budget of the 
City of Vienna, with 1.9 million inhabitants, 
for the year 2018 is 13.4 billion euros.23 

Hence support from abroad, which, 
alongside domestic loans, represents 
an important component of the national 
budget, is all the more important. To 
implement its costly development plans, 
Ethiopia is dependent on funds from the 
international donor community and loans 
from abroad. Therefore the country has 
to rely on long-standing development 
cooperation partners and new actors such 
as China, which is currently one of the 

country’s main sources of credit. Whether 
the financial resources from abroad 
continue to flow freely is likely be a key 
factor in determining whether Ethiopia can 
continue its development progress.

Ethiopia is one of the biggest recipients 
of funding from bilateral and multilateral 
development cooperation in sub-Saharan 
Africa. Between 2005 and 2015, no 
country south of the Sahara received more 
financial support. In 2016, approximately 
4.2 billion US dollars in development aid 
funds (ODA) flowed into Ethiopia through 
various channels. Nearly half of that sum 
went towards the development of basic 
infrastructure and benefited mainly the 
education and health sectors.24 According 
to a study by the Institute for Security 
Studies Ethiopia can expect international 
ODA support to double by 2030 to 8.5 
billion US dollars. This may not be enough, 
however, to increase investment and 
thereby achieve rapid progress in the main 
development areas of health and education. 
Rather, Ethiopia will have to raise more 
own funds in the future, which, above all, 
requires higher tax revenues.25

Loans with side effects

In the future, Ethiopia will continue to 
depend on foreign credit especially for 
the further development of transport 
infrastructure. The construction of 
additional roads, railways, power lines and 
industrial parks is crucial for the country 
to attract investors, who, it is hoped, will 
drive the industrialisation process and 
create jobs. So far Ethiopia has funded this 
process largely through loans from China, 
and that is unlikely to change significantly 
in the future. As long as economic growth 
rates remain high, Ethiopia should have 
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little trouble serving its foreign debt.26 At 
first glance, it therefore makes sense for 
the country to obtain money from abroad to 
finance the necessary infrastructure. 

This is, however, making Ethiopia 
increasingly dependent on the economic 
situation of its largest lender. Should the 
economic situation in China worsen, the 
flow of credit from the People’s Republic 
could decrease, which means the Ethiopian 
government would have significantly 
less money to spend on infrastructure 
expansion. This would have negative 
consequences for jobs in the construction 
industry and overall economic growth.

What is more, borrowing money to finance 
infrastructure development is not without 
its risks either: the International Monetary 
Fund (IMF) sees a high risk of Ethiopia 
sliding into a debt crisis in 2018. During 
the course of this year, Ethiopia will have 
to repay debts to the tune of approximately 
1.5 billion US dollars, which will be a major 
challenge given its scarce foreign currency 
reserves and stagnating export earnings. 
If Ethiopia finds itself unable to repay its 
debts, the economic success of the country 
could be jeopardised, according to the 
IMF.27 

To control the situation the Ethiopian 
government has already adjusted its credit 
policies and limited public borrowing 
from abroad. Moreover, in October 2017, it 
devalued the Ethiopian birr against the US 
dollar by 15 percent to make exports more 
attractive and increase competitiveness.28 

The devaluation of the national currency, 
however, means that more money is needed 
to purchase imported goods and to repay 
foreign debts.

If Ethiopia gets into financial difficulties 
repaying its biggest lenders, there could 
be more far-reaching consequences. 
China could secure ownership of the 
major infrastructure for which it once 
provided the funding. Elsewhere, such 
appropriations have already happened. 
In 2015, for example, China waivered a 
loan of around a billion US dollars to the 
island nation of Sri Lanka. In return the 
strategically important port of Hambantota 
fell into the hands of a Chinese state-owned 
enterprise.29

New allies

The government’s recent liberalisation 
and reform measures under the new prime 
minister, Abiy, can be considered other 
responses to Ethiopia’s tricky financial 
situation. They are designed to demonstrate 
the willingness of the Ethiopian leadership 
to reform and encourage foreign investors 
to bring much-needed foreign currency 
into the country. At the end of the financial 
year 2016–17, the existing foreign currency 
reserves had shrunk to a level that, 
according to economic experts, is hardly 
sufficient to cover Ethiopia’s import costs 
for more than two months.30

In June 2018, Abiy Ahmed was able to 
mitigate the problem in the short term with 
support from the United Arab Emirates. 
Within the framework of a three billion 
US dollar aid and investment package, he 
received an advance to the tune of one 
billion US dollars from the Crown Prince 
of the Gulf monarchy, which should help 

to alleviate the acute shortage of foreign 
currency.31 Whether the young head of state 
succeeds in gaining more allies alongside 
long-time donors and newer actors such as 
China is likely to be decisive for Ethiopia’s 
development progress. 

4.3 More external and  
internal stability

Since assuming office, Prime Minister 
Abiy Ahmed has been trying not only to 
strengthen relations with Gulf states such 
as the Arab Emirates but also to improve 
relations with neighbours near and far such 
as Egypt and its longstanding arch-enemy 
Eritrea. After all, trade is only possible with 
friendly countries – in the case of Egypt, 
for example, electricity exports from the 
controversial Great Ethiopian Renaissance 
Dam. Another option is to initiate joint 
development projects, such as a port 
to be jointly operated by Ethiopia and 
Eritrea on the Red Sea. Abiy’s policy of 
rapprochement, in particular the historical 
peace treaty with Eritrea concluded in July 
2018, offers the opportunity for more peace 
and security in the Horn of Africa and could 
strengthen Ethiopia’s role as a stabiliser in 
the region. 

For long-term stability, intra-Ethiopian 
conflicts need to be resolved, too. These 
include the long-standing economic and 
political domination of the Tigray ethnic 
group, which accounts for just 6 percent 
of the population. The choice of an Oromo 
as the new prime minister and his first 
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official acts – from the lifting of martial 
law and the Internet blockade, the release 
of political prisoners and the opening of 
dialogue with the opposition to the firing 
of long-term EPRDF functionaries – inspire 
confidence that change from within is 
possible. So far, however, it remains unclear 
how strong the country’s old political elite 
remains and what options it has to take 
charge again. What is certain, however, is 
that the premier’s rapid renewal course will 
encounter resistance: The attack on a major 
event in Addis Ababa in June 2018 at which 
Abiy appeared has clearly demonstrated 
that reality.32

However, to reconcile the Ethiopians with 
their government, which until now has 
always led the country with an iron hand, is 
only the first step. The many ethnic groups 
in the country need to be reconciled. 
The long-term, sometimes ruthless 
modernisation strategy of the EPRDF 
government contributed in many places 
to the exacerbation of ethnic tensions in 
Ethiopia. Usually the conflicts involved 
land, the main basis for the livelihood 
of a population of which 70 percent are 
still smallholders living from subsistence 
farming. The awarding of large tracts of 
land to foreign investors has driven away 
many smallholders and further fuelled the 
already existing conflicts about water and 
grazing land between sedentary farmers 
and pastoralists. On the border between 
the province of Oromia and the region 
of the Southern Nations, Nationalities 
and Peoples, which is surrounded almost 
entirely by Oromia, violent confrontations 
between various ethnic groups in June 2018 
forced almost a million people to flee to 
other parts of the country.33

What is to be done?

 Strengthen social cohesion and 
Ethiopian national identity vis-à -vis 
ethnic identity. 

 Revive or implement a federal 
system and give the state governments 
more decision-making authority.

 Advance the democratisation 
process through free and fair elections 
and a reform of the party system.

 Provide legal guarantees of freedom 
for the press and civil society.

4.4 A European 
responsibility

To mitigate such conflicts or to prevent 
them arising in the first place is not only in 
Ethiopia’s own interests but also in those 
of its neighbours and far-off Europe. For 
national flight and expulsion can quickly 
turn into uncontrolled international 
migration, which carries enormous risks 
for the people concerned and poses major 
challenges for states along the migration 
routes. Given the current migration 
debate within the European Union, aid 
to Ethiopia is advisable for this reason 
alone. A concerted effort must be made to 
keep Ethiopia on a peaceful development 
course, from which the country itself, the 
region and hence Europe, too, benefit. The 
European Community should provide the 
best possible support in the form of advice 
and funding for the efforts and reforms of 
the new prime minister. 

But it would be wrong to believe that “the 
root causes of flight” can be combatted 
with development measures, as European 
development cooperation tends to assume. 
In the first place, development and better 
education mean that more people are 
able to consider and finance migration.34 
Development and education are likely in the 
short term to increase rather than reduce 
the number of potential migrants. Yet 
there is no alternative, because only these 
factors can mitigate population growth in 
the medium term. Without development 
and education, the number of people would 
continue to grow rapidly, which would 
make it more difficult to solve existing 
problems. There would then be virtually no 
prospect of a demographically determined 
development spurt. 

What is to be done?

 Intensify support from the European 
Union and its member countries for 
Ethiopia within the framework of 
bilateral and multilateral development 
cooperation.

 Provide advice to the Ethiopian 
government in the development and 
foreign policy dialogue.

 In the context of economic 
development, strengthen support for 
the involvement of private companies 
from Europe.
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